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EXECUTIVE SUMMARY

S1 TASK DESCRIPTION

The work on this task was nitiated under Delivery Order 18 of the Ukraiman Power Sector

Reform Project Part III Local Electric Companies (LECs) The Objective of Task C under
this portion of the Statement of Work was designed to “Improve Management and Planning

Systems”, with the intention of supporting LECs as they prepare for privatization

The Deliverable associated with this effort has been to provide an ongoing bi-weekly report
on the status of LEC privatization to USAID  This final report 1s a compilation of
documents that have been previously prepared and forwarded to both the Kiev Mission and to
Washington COTR offices
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WEEK OF MAY 3RD - MAY 15TH, 1998
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MEMORANDUM
=
To David Wolcott, Svetlana Golikova, Tom Smith, Jim Stanfield Eric Haskins
From Andre1 Goncharenko
DATE May 15, 1998

SUBJECT Privatization Update Report Period May 3™ - May 15", 1998

BI-WEEKLY REPORT (WEEKS 19-20)

INTRODUCTION

The beginning of May became a new stage in the process of power sector privatization After
approval of the Financral Recovery Plan (FRP) and adjustment of the sector privatization concept
between the Ministry ot Cnergy (Minenergo) and State Property Fund (SPF) the SPF has started
to fulfill the plan of state budget revenues from privatization m the 2™ Quarter of 1998
Cxperience of the 1™ Quarter of 1998 had proved that the major earnings had been obtained mn
the result ot sales of unergy companics shares on the stock market through exchanges That s
why the plan s to offcr for sale through stock exchanges the shares remaining atter the
preferential sale and cnvisaged in companies share allocation plans At the same time the SPT
innounced commercial tenders for share packets of 7 cnergy distribution companies
(Oblenergos) and plans to start tundurs tor several other companies of power sector

The first official written notice  that the non-commercial tender for Dniprocnergo shares was
innounced by mistake his buen published in the Investment Gazette as of May 12" 1998
Before that the Acting SPI Chairman Mr Bondar had only made an oral statement that the
mentioned tender had been announced in the result of personal error of the head of privatization
commuission of that company

The SPF and Minencrgo have developed a draft law on specific fiatures of privauzation of
unergy compantes The draft law On Peculiarities ot Privatization in Power Scctor proposes to
allow privatization of low-capacity hydro power stations (30 MW and lcss) on the basis of
individual privatization plans providing the state share not less than 51% The same approach 1s
proposed to be applied to the CHIPs leaving 26% share 1n state property

In its Order # 565 as of March 18" 1998 the SPF had allowed the sale of shares on stock
exchanges and over-the-counter market for the price up to 30% less than the initial one 1n case
there 1s no demand for these shares

[t 1s also worth mentioning that the SPF started to solicit return of the privatized enterprises into
the branch mimistries subordination [t has drafted a proposal to transfer state packets of newly
privatized enterprises shares (1e 25%-51% of the chartered capital) to management of the
branch ministries Formerly the SPF had been the only state representative authorized to manage
a state packet ot shares in a privatized enterprise after the 1ssue of an official resolution on
enterprise privatization
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MEMORANDUM P 2

1 TENDERS

First of all, 1t should be mentioned that even though the only two successful commercial tenders
for Oblenergo shares had been the commercial tenders for Ternopiloblenergo and
Kirovogradoblenergo, results of these tenders might also be declared mvalid The Deputy SPF
Chairman Igor Belotserkivets had already disclosed to mass media information, that the winners
had not paid n full the price of purchased packets and did not start to fulfill their investment
obligattons An announcement on results of the first general meeting of Ternopiloblenergo
shareholders, published in the Investment Gazette as of May 12", 1998, contains the following
breakdown of company’s equity capital 71% - state share, 17% - employees of the company, 6%
- outside legal entities and 6% - citizens of Ukraine The meeting took place on April 24" 1998
This allows to make an assumption, that there 1s a certain possibility that results of these tenders
will be canceled, and there will be the second round

Having revised condrtions of the commercial tenders for energy distribution companies the SPF
reduced requirements related to investment obligations and settlement of companies payables
and promised to provide to winners the state share for management

Although the Acting SPF Chairman Mr Bondar stated that there 1s a prelimsnary agreement with
the Minister Mr  Sheberstov (Mincncrgo) on revision of the share allocation plans of the
compamies which had 51% remaining in the state property' the latest unotficial intormation was
that this would be done only atter conducting several tenders for shares of the companies with
25%+| share of the state property The SPI plans to analyze results ot these tenders before
djusting the share allocation plans of other companies The most probable term for such action
would be the 4" Quarter of 1998 - I Quarter of 1999

There are 6 commercial tenders for Oblenergo shares being conducted at the present time as
follows Chermigivoblenergo  (35%) Kyivoblenergo (25%) wnd  Sumyoblenergo  (36%)
nnounced on April 28" 1998 Prikarpattyaoblunirgo (35%) announced on May 6" 1998
Kharkivoblenergo (35%) and Odesaoblunergo (35%) announced on May 13" 1998 Tunders tor
Kyivoblencrgo and Odesaoblenergo shall last for 45 days and all others - 30 days from the day of
publication

2 SALE ON EXCHANGES

Preparing to fulfill the plan of budget revenues from privatization the SPF had adjusted share
allocation plans of Oblenergos on April 14" 1998 by preparing share packets to be offered for
sale through the stock exchange system The only packet of energy company s shares sold during
the last two weeks on stock exchange was 7 26% ot Kharkivoblenergo shares tor 1 5 to the
nominal value (Ukraiman Stock Exchange Kharkiv branch May 5" 1998) In May the SPF has
announced its intentions to offer shares ot all [4 Oblenergos with 25%+1 state share for sale
through stock exchanges in June 1998 2 (See Annex 1)

" Both Kirovogradoblenergo and Ternopiloblenergo (see above) belong to the group of companies with 51%
state share 1n the chartered capital

SPF Orders # 878 # 879 and # 880 as of 05 05 98
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MEMORANDUM P 3

The negative experience of sale of the Crimeaenergo shares in April (1 56% could not be sold
even for 15% less than the nominal value) has forced the SPF to mncrease the size of offered
packets The Head of SPF Department for Work with Stock Exchanges Mr Yu Yakovlev said
that the SPF plans to sell up to 30% of Crimeaenergo shares for cash on stock exchanges
Currently, 4 87% of this company 1s offered for sale on Ukramian Inter-Bank Currency Exchange

(UIBCE) on June 18", 1998 and other 4 87% on Kyv International Stock Exchange (KISE) on
June 177, 1998

According to estimates of the magazine Fondovyr Rinok (Stock Market) # 16 as of April 24",
1998 sale of additional share packets mentioned above for their nominal value should bring to the
SPF (and thus to the state budget) approximately 40 million Hryvnas (2" Q Plan for the SPF s
90 million Hryvnas) Taking into account, that in June the SPF, among others, will offer shares of
Kyivenergo (7 73%) Odesaoblenergo (7 35%) Donetskoblenergo (7 04%), etc it 1s possible to
assume that 1t expects to earn much more n the result of energy companies’ shares sale
However, the only example of really big difference between the nomnal and selling price of
cnergy company’s shares had been the sale of 3 49% of Kyivenergo shares through over-the-
counter trade system (PFTS) on March 20-27 1998 when the selling price was 10 23 times
higher than the nominal value (0 25 UAH)

3 PEFTS MARKET

Eastern Econonust (May 11) During this week the KAC-energy index grew 0 57% to 353 After
clectricaty rates for residential uscrs grew 22-25% starting from May 1%, the price of encrgy stock
stopped falling sharply The prices of all generating companies except for Donbasenergo began to
grow The most significant growth was noted with Dniproenergo, which plans to 1ssue ADRs of
the 1" level in June-July this year * Kyivenergo was the most popular among energy distributors

In recent weeks “bears” have been trying to push the price of this stock down The last attempt
occurred early on F'riday May 8" but 1t failed and Kyivenergo prices grew

Business (May 11) Increase in price of Kyivenergo shares (to 2 3 UAH during the last week) 1s
dircetly related to previous ripid reduction of the bid prices (in two weeks starting from April
14" - trom 2 65 UAH to 2 05 UAII per share) The large volumes of trade with shares of this
tssuer did not give to scllers 1 chance to raise ask prices The best result they could achieve was
to maintatn these prices higher than the key ones” (25 UAH) At the same time 1n the ncar

tuture the average price tor Kyivenergo shares might drop again to the level of 22 UAH per
share

Delovaya Nedelya (Business Week) (May 11) The reason for shight decrease of bid prices for
shares of such companies as Kyivoblenergo 1s an announcement of commercial tenders for their
shares Prices of other companies also decreased as for example Kyivenergo (10 3% during the
period from April 27" to May 7") most probably due to the planned sale of new share packets of
these companies through exchanges in June Potential buyers might count on possibility to
purchase shares cheaper than on over-the-counter market The maximum growth 1n price showed
Dniprooblenergo shares (+20 3%) and the maximum volume of trade was with Donbasenergo
shares (81 724 shares for 1 490 966 UAH)
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MEMORANDUM P 4

During the week of May 03 05-08 05 98 the shares of Donbasenergo sold at a volume of
343,740 00 UAH (20,460 shares), Zakhidenergo - 95,325 00 UAH (3,827), Dniproenergo -

61,628 00 UAH (434), Tsentrenergo - 1,329,868 40 UAH (1,322,840), Kyivenergo -
82 180 00 UAH (31,800)

Please, see attached the charts reflecting the data on performance of electricity sector shares on
PFTS The source of the end-of-week data was Eastern Economust

4 CONCLUSIONS

The abovementioned facts are illustrated in Annexes | and 2 attached to this report The Annex |

reflects the volumes of share packets to be offered for trade on stock exchanges in compliance
with the SPF orders

It should be noted, that combining the information on exchange offer and announced commercial
tenders, tt 1s possible to make a concluston, that 1n case of successful result of sales 5 Oblenergos
will be privatized with the depth almost equal to 75% So, 1t could be expected that, by the end of
2™ Quarter of 1998, 5 energy distribution companies might be considered privatized meeting the
World Bank criteria to privatized enterprises* These compantes Kharkivoblenergo,

Sumyoblenergo, Chernigivoblenergo Odessaoblenergo and Prikarpattyaoblenergo are marked in
blue :

Annex 2 contains information related to the privatization status of generating companies Until
now the SPF has officially approved only one authorized representative (auctioneer) to conduct
an open tender for 24% of Donbasenergo shares Selection of auctioneers for Center- and
Zakhidenergo 1s still not completed A tender for the authorized trader of Dniproenergo was not
announced The open tenders for generation companies can hardly be expected to end in 1998
The most probable term of announcement of the first winner might be the 1* Quarter of 1999

Besides that Annex 2 includes two more tables one reflecting the process of commercial tenders
and their planned ending dates (specifying the volumes of share packets offerd for the tenders)

Kirovogradoblenergo and Ternopiloblenergo are separated from others due to the uncertainty of
therr tender results and 51% state share which impedes their further privatization The second
table contains names of the remamming 10 Oblenergos which have not been included to
previously mentioned tables These 10 compantes have 51% remaining in the state property
according to their share allocation plans It 1s highly probable that these share allocation plans
will not be changed until the 4 Quarter of 1998

" Wood & Company is 1ts authorized representative in this deal Baker & McKenzie legal advisor and the
depository will be The Bank of New York
* The WB considers enterprise to be privatized 1t over 70% of its shares belong to the private entities
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Annex 1
Share Packets Offered for Exchange
Offered for Actual | Offered | Expected State
Enterpnse Name . Sale for Sales Leftover
Exchange Share
Depth | Tender™| Depth
Donetskoblenergo 7 04 23 36 3040 25 44 60]
Cnimeaenergo 4874 26 58 3145 25 43 55
Mykolavoblenergo 552 26 88 3240 25 42 60}
Chermivtsyoblenergo 6 555 2824 34 80 25 40 21
Poltavaoblenergo 38 34 93 3873 25 36 27
Lvivoblenergo 381 35 88} 39 69 25 3531
Khersonoblenergo 699 33 01 40 00 25 35 00§
Luganskoblenergo 7 533 32 30 39 83 25 35 17]
Kyivenergo 7733 3727 45 00 25 30 00§
Kharkivoblenergo 89 3072 35 74 €2 25 038
Sumyoblenergo 185 36 98 36 74 83 25 017
Chernigivoblenergo 853 3137 35 74 90 25 010
|Cdesaoblenergo 7 35 3256 35 74 91 25 009
|Pnkamaﬁyaoblenergo 625 3375 35 7500 25 000
* Offered for sale on exchanges in June'98
** Tenders running (since 28 04 98 since 06 05 98 since 12 05 98)
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Generating Companies

Nominal
Enterprise Name Chartered Share Sale " Auctioner Open Tender Packet for|  State
Capital Value Depth Tender Share
TSENTRENERGO 92 351777 00 025 17 64 24 51
DNIPROENERGO 98 099 950 00 2500 17 53 24 51
ZAKHIDENERGO 127 905 410 00 10 00 16 21 24 51
DONBASENERGO 236 443 010 00 10 00 944] CreditAnstalt AG X 24 51
* according to the official information of the SPF
Commercial Tenders
Nominal
Chartered Sale Tender (starting Tender Packet for{ State
Enterprise Name Capital \Slglaurg Depth date) (ending date) | Tender Share
KIROVOGRADOBLENERGO 29 844 000 G0 10 00 42 33 0109 97 311297 20 51
TERNOPILOBLENERGO 15,272,040 00 10 00 49 00 0110 97}* 3112 97 20 51
SUMYOBLENERGO 44,281 374 00 100 3698 28 04 98 28 05 98 36 25
CHERNIGIVOBLENERGO 29 829 506 00 100 3137 28 04 98 28 05 98 35 25|
PRIKARPATTYAOBLENERGO 25 908 875 00 12 50 3375 06 0598 05 06 98 35 25
KHARKIVOBLENERGO 64 135 190 00 10 00 23 46 12 05 98 11 06 98 35 25
KYIVOBLENERGO 52 043 780 00 10 00 2397 28 04 98 12 06 98 25 51
ODESAOBLENERGO 52 123 890 00 10 00 32 56 12 05 98 26 06 98 35 25
Energ y Distributors with 51% State Share
Nominal
Enterprise Name Chartered Share Sale Packet for Tender State Share
Capital Value Depth (approved SAP)
ZHITOMYROBLENERGO 20 389 16525 025 26 68 12 51
VOLYNOBLENERGO 23 863 800 00 025 2598 20 51
KHMELNITSKOBLENERGO 33 637,840 00 10 00 2572 20 51
CHERKASYOBLENERGOQO 37,098 333 00 025 22 86 30 51
VINNITSAOBLENERGO 30 973 660 00 10 00 2146 0 51
ZAKARPATTYAOBLENERGO 31150 810 00 025 20 86 20 51
DNIPROOBLENERGO 59 916,170 00 10 00 18 51 27 51
ZAPORIZHYAOBLENERGO 44 840 000 00 10 00 17 12 27 51
SEVASTOPOLMISKENERGO 6 722 400 00 250 16 77 20 51
RIVNEOBLENERGO 20 827 420 00 10 00 11 22 26 55

Annex 2

1505 98



Genco Share Prices, Volumes
Weeks ending September 5 thru May 8
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Oblenergo Share Prices, Volumes
Weeks ending September 5 thru May 8
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Oblenergo Share Prices, Volumes
Weeks ending September 5 thru May 8
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REPORT #2

WEEK OF MAY 18TH - MAY 29TH, 1998
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MEMORANDUM
.
To David Wolcott Svetlana Golikova, Tom Smith, Jim Stanfield Eric Haskins
FrOM Andre1 Goncharenko
DATE May 29, 1998

SUBJECT Privatization Update Report Period May 18" - May 29" 1998

BI-WEEKLY REPORT (WEEKS 21-22)

INTRODUCTION

The last weeks of May brought only few changes to the process of energy sector privatization
Due to the illness of the Acting Chairman of the SPF Mr Bondar, The President of Ukramne

has appointed his first deputy Mr Kryukov as a new Acting Chairman of the SPF Formerly
Mr Krvukov worked 1n the Presidential Admimstration

Although approval of privatization plans of enterprises belongs to the scope of
responsibilities of the SPF, while the State Property Fund appeared to be without a chairman
the Cabinet of Mimsters of Ukrane has approved the conditions for pnvatization of two
enterprises Dnipropetrovsk Petrovsky Plant and Kyiv Quant Plant

The Currency-Credit Council of the Cabinet of Minsters of Ukraine disclosed 1ts intentions
to mmtiate re-prnivatization” (nationalization) of the collective enterprise Dnipryanka This
will be a precedent for expropriation of the property of enterprises-debtors, which fail to pay-
off the credits obtained from the foreign credit institutions for the state guarantees The policy
of re-privatization might be used more broadly in the future

On May 15" the Ministry of Justice of Ukraine had registered the Regulation on Conducting
Procedure for Specialized Cash Auctions These auctions will be conducted by the Certificate

Auction Centers Network (ACN) The first auction of this type will be held in June and
include 140 share packets

The International Finance Corporation (IFC) has announced officially, that 1t had included
Ukraine 1nto the IFC Indices’ System particularly to the IFC Frontier Index The index will
be calculated based on the PFTS end-of-day prices It should be mentioned that estimating the
market capitalization of selected enterprises the IFC does not take into account the state share
in the enterprise chartered capital The population of compames used for calculation of the
[FC Frontier Index includes 17 enterprises Among them are all four generation companues,
subject to privatization, and three distribution compames (Kyivenergo, Kyivoblenergo and
Dniprooblenergo), 1 € 41 18% of the total number of companies

The company Centerenergo announced, that the general meeting of 1ts shareholders will be
conducted on June 23", 1998

Hagler Bailly
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MEMORANDUM P 2

TENDERS

On May 27" the SPF has announce another three commercial tenders for share packets of
energy distribution companies Luganskoblenergo, Lvivoblenergo and Poltavaoblenergo All

tenders will be finished within a 30-day period and the share packets are equal to 35%, 35%
and 36% correspondingly

The winners of commercial tenders for Ternopiloblenergo and Kirovogradoblenergo have
settled with the SPF payments for the purchased 20% share packets and started to fulfill their
investment obligation This fact was acknowledged by the Deputy Director of SPF
Department for Tenders Mr Cherdakov He has also mentioned that the SPF expects positive
results of the commercial tenders announced recently, because the SPF had received
appropriate bids for offered energy distnbution compames Speaking about the companies
with 51% state share, he had confirmed that within the year 1998 the SPF plans to review
therr share allocation plans reducing the state share to 25%

The tenders for Sumvoblenergo (36%) and Chernigivoblenergo (35%) are due to be finished
on May 28" 1998 Considering the terms for approval of tender results stipulated by the

acting regulations’ official announcement of the winners shall be expected not later than on
June 14"

2 SALE ON EXCHANGES

The only packet of shares sold through exchanges during these two weeks had been 1 56% of
Krimenergo shares sold for 8 00 UAH per share (nominal price 10 00 UAH) The packets of

shares as approved by the SPF Orders # 878, 879 and 880 as of May 5", 1998, shall be
otfered on stock exchanges in June

It 15 necessary to mention that on Mav 26" the SPF tried once again to sell through the

Ukraman Stock Exchange (USE) 66 500 shares of Krimenergo (1 53%) for 9 00 UAH per
share but with no success

Energobusiness as of May 28™ has published the information about changes, introduced by
the SPF into share allocation plans (SAPs) of Sevastopilmiskenergo, Kirovogradoblenergo
and Odesaoblenergo 5 1% of Sevaspopolmiskenergo and 5% of Kirovogradoblenergo will be

auctioned for Privatization Property Certificates (PPCs) and 6 65% of Odesaoblenergo
(leftovers from the preferential sale) - sold for cash on the USE

3 PFTS MARKET

Starting from the week of May 18-22 the list of shares of energy companies, trading which
are being monitored 1includes also the Luganskenergo, because during this week the actual
trading transactions with shares of Luganskenergo were registered

' Order of SPF, AMC and SCSCM # 821/55/01/204 as of August 4", 1998

Hagler Bailly




MEMORANDUM P 3

Eastern Econonust (Mav 25) The PFTS reached 1ts lowest ever level Over the course of the
week of May 18-22 the PFTS index lost 7 42% as 1t fell to 45 89 The KAC-20 (S), KAC-
20(W) Wood-15 and ProU-50 indices fell 6 41%, 7 11%, 6 65% and 12 21% to 905, 928,
1052 and 107 09 respectively Sales volumes for the energy sector decreased by 61 99%, the
number of stocks traded decreased from 24 to 20 KAC-energy index fell 4 41% to 347 Bid
prices of almost all companies decreased, but ask prices were more stable In the week of
May 10-15 the last trade price of Kyivenergo had been 2 49 UAH, the following week the last
bargain price changed 1n the following way 2 3, 205, 201 UAH Prices of the majority of
energy stocks traded this week changed 1n roughly the same way The most stable stock 1n the
sector was Donbasenergo, the most unstable - Kyivenergo and Tsentrenergo

Business (May 25) In the beginning of the week of May 18-22 the prices of Tsentrenergo,
Kyiwvenergo and Dneprenergo had grown 2%, 1 9% and 1 9% respectively On Tuesday the
ask prices for Ternopiloblenergo, Dniproenergo and Dniprooblenergo increased by 17 2%,
2% andd 4 3% respectively But on Thursday stocks of Kyivenergo (-17 13% mn bid and -
8 13% 1n ask prices), Dniprooblenergo (-5% and -6 25%) and Zakhidenergo (-9 50% 1n bid
prices) fell drastically They were joined by Lvivoblenergo, which lost 25% 1n bid prices It 1s

necessary to mention that bid prices for all compames listed on the PFTS fell considerably
more than the ask prices

Energobusiness (May 19-25) Duning this week Ukramnian stock market experienced a sharp
fall By the end of the week the ProU index decreased by 12% Due to the lack of demand the
trading went down Starting from Tuesday traders have pamcked and continuously reduced
the bid prices The volumes of demand have reached the mmimum level of the last three
months The lowest ProU level, fixed in Apnl as 106 8 may be reached n the near future

This allows to predict further development of the falling trend In this case the next lowest
level will be fixed as 96 points

During the week of May 18-22 the shares of Donbasenergo sold at a volume of

96 621 00 UAH (5 300 shares), Zakhidenergo - 169 756 00 UAH (6,822),
Dniproenergo - 14 750 00 UAH (100), Tsentrenergo - 182 370 00 UAH (203 500),
Kvivenergo - 137,415 00 UAH (67,500), Dniprooblenergo - 132,000 00 UAH (4,000)
and Luganskoblenergo - 21,344 00 UAH (1,334)

Please see attached the charts reflecting the data on performance of energy sector shares on
PFTS The source of the end-of-week data was Eastern Economust

4 CONCLUSIONS

Due to the 1llness of Mr Bondar, the SPF has shghtly reduced its activity during these two
weeks But, the newly announced tenders provide a basis for an assumption that the SPF
expects successful resuits of those announced before This fact was definitely confirmed by
Mr Cherdakov, Deputy Director of SPF Department for Tenders

The Cabinet of Mimisters attempts to take over certain responsibilities of the SPF and
intentions to make an attempt to develop re-privatization procedures require more attention n
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the future This might become a warning both to strategic and portfolio nvestors, and to the
institutions crediting privatized Ukraimian companses in the future

The current situation on the stock market 1s mostly caused by the latest events on the Russian
stock market All expert working on the Ukraiman market, express the same opions

Unstable situation 1n Russia with miners strikes, increase of discount and Lombard rate of
the Russian Central Bank from 30% to 50%, failure of the Rosneft privatization auction and
other events brought the shock waves from Moskow to Kiev a few days later Considerning the
fact that participants of the Russian stock market expect the cnsis situation to continue
developing, 1t 1s possible to predict the same trend on the Ukraiman PFTS

Annexes attached to this report mclude the table with latest information on announced
commercial tenders and overall situation 1n the power sector privatization The Charts (Annex
3) reflect the shares of compames on different stages of privatization i the total number of
companies, subject to privatization, and the current status of Oblenergos’ privatization
Groups 1 and 2 of distribution companies, mentioned 1n Chart 1 are the compames with 25%
and 51% state share 1n the chartered capital (according to SAPs) respectively

The PFTS market graphs contamn the updated information on trading of the energy
companies shares during the pertod ending May 22™ 1998

Hagler Bailly
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Type Company Tender | Actual Sale |Sale on Exchanges in | Expected Sale | State Share
% Depth, % June Depth, % %
5 Dniproenergo 17 53 17 53 51
< |ponbasenergo 24 944 33 44 51
E Tsentrenergo 17 64 17 64 51
O  |zakhidenergo 16 21 16 21 51
[Chemigivoblenergo 35 3137 853 74 90 25
Luganskoblenergo 35 32 30} 7533 7483 25
[Lvivoblenergo 35 35 88 381 74 69 25]
{Odesaoblenergo 35 32 56 7 35 7491 25
Pnkarpattyaoblenergo 35 3375 8 25 75 00 25]
Poltavaoblenergo 36! 34 93] 38 7473 25
Sumyoblenergo 36 38 98 1 85} 7483 Z%I
Kharkivoblenergo 35 2346 8 90| 67 38 2
Chernivtsyoblenergo 28 24 8 555 3480 25]
Donetskoblenergo 23 36 7 04 30 40 25}
Z Khersonoblenergo 3301 6 99 40 00 25]
B Krimenergo 28 14 974 3788 25}
a Kyivenergo 3727 7733 45 00 25]
4 Mykolaivoblenergo 26 88 552 32 40 25
o Kirovogradoblenergo 20 4233 62 33 51
o Ternopiloblenergo 20| 49 00 69 00 51
Kyivoblenergo 35 2397 58 97 51
Cherkassyoblenergo 22 86 22 86 51
Dniprooblenergo 18 51 18 51 51
Khmelnitskoblenergo 2572 2572 51
Sevastopolmiskenergo 16 77 16 77 51
Vinnitsaenergo 2146 2146 51
Volynoblenergo 25 98 2598 51
Zakarpattyaoblenergo 20 86 20 86 51
Zaporizhiaoblenergo 17 12 17 12 51
Zhytomiroblenergo 26 68 26 68 51
Rivneoblenergo 1122 1122 55

Annex
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Generating Companies
Nominal
Chartered Sale Packet for] State
Enterpnse Name Capttal \S/glaur: Depth® Auctioner Open Tender Tender Share
TSENTRENERGO 92 351 777 00 0 25 17 64 24 51
DNIPROENERGO 98 099 950 00 25 00 17 53 24 51
ZAKHIDENERGO 127 905 410 00 10 00 16 21 24 51
DONBASENERGO 236 44301000 10 00 944] CreditAnstalt AG X 24 51
Commercial Tenders
Enterpnise Name Chartered Ng:: ?eal Sale Tender (starting Tender Packet for] State
P Capital Value Depth* date) (ending date) | Tender Share
KIROVOGRADOBLENERGO 29 844,000 00 1000] 42 33 01009 311297 20 51
TERNOPILOBLENERGO 15 272,040 00 10 00 49 00 01 10 97 3112 o7 20 5 L
SUMYOBLENERGO 44 281 374 00 1 00] 36 98 28 04 98] 280598 36 25
CHERNIGIVOBLENERGO 29 829 506 00 1 00} 3137 28 04 98| 28 0598 35 25
PRIKARPATTYAOBLENERGO 25 908 875 00} 12 50 3375 06 05 98} Q5 06 98] 35 25
KHARKIVOBLENERGO 64 135 190 Q0 10 00 23 46] 12 05 98| 11 06 98] 35 25
KYIVOBLENERGO 52 043 780 00 10 00 23 97] 28 04 98] 12 06 98] 25 51
ODESAOBLENERGO 52 123 890 00 10 Q0 32 56| 1205 08l 26 06 98] 35 25
LUGANSKOBLENERGO 52 030 73000 10 00] 32 30} 27 05 98 26 06 98] 35 25
LVIVOBLENERGO 48 493 080 00} 025 3588 27 05 98 26 06 98] 35 25
POLTAVAOBLENERGO 55 240 000 00] 2 50 3493} 27 05 98] 26 06 98] 36 25|
Energy Distributors with 51% State Share (revision of SAPs pending)
Nominal
Chartered Sale Packet for Tender
Enterprise Name Captal 327:: Depth* (approved SAP) State Share
ZHITOMYROBLENERGO 20389 16525 025 26 68 12 51
VOLYNOBLENERGO 23 863 800 00 025 2598 20 51
KHMELNITSKOBLENERGO 33 637 840 00 1000 2572 20 51
CHERKASYOBLENERGO 37 098 333 00 025 2286 30 51
VINNITSAOBLENERGO 30973 660 00 10 00 2146 0 51
ZAKARPATTYAOBLENERGO 31 150 810 00 025 20 B6 20 51
DNIPROOBLENERGO 59916 170 00 10 00 18 51 27 51
ZAPORIZHYAOBLENERGO 44 840 000 00 10 00 17 12 27 51
SEVASTOPOLMISKENERGO 6 722 400 00 250 16 77 20 81
RIVNEOBLENERGO 20 827 42000 10 00 1122 26 55
* according to the official information of the SPF
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Structure of Energy Sector, Subject to Privatization

B Generation Companies
D Commercial Tenders (Group 1)

M Group 1 Distribution Companies (no tenders)

26% OCommercial Tenders for Distribution Companies
(Group 2)

B Group 2 Distnibution Companies (no tenders)

19%
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Privatization Status of Distribution Companies

B Potentially Fully Privatized Companies
dCompanies, Reaching 70% Sale Depth
B Companies with >50% Sale Depth




Genco Share Prices, Volumes
Weeks ending September 5, 1997 thru May 22, 1998
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Oblenergo Share Prices, Volumes
Weeks ending September 5, 1997 thru May 22, 1998
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Total Volume, Shares Traded - PFTS Market Electricity Stock Volume as a Percent of Total
Weeks ending September § 1997 thru May 22, 1998 Weeks ending September &, 1997 thru May 22 1998
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MEMORANDUM
To David Wolcott
CC Svetlana Golikova, Tom Smith, Jim Stanfield, Eric Haskins, John Kyle
DATE June 12, 1998
FrOM Andrer Goncharenko
SUBJECT Privatization & Stock Market Update Report

Period June 1* - June 12, 1998

BI-WEEKLY REPORT (WEEKS 23-24)

INTRODUCTION

The first two weeks of June attracted much attention to the privatization 1ssues i general and
activity of the SPF related to the sale of energy companies’ shares specifically This situation 1s
directly caused by the recent mitiatives of the President Kuchma in the sphere of economic
development and budget policy

On May 12" the President Kuchma n his speech to VR specified the target amount of budget income
from dividends paid for state shares in the newly privatized companies Annually the budget shall
get 100 million Hryvnas 1 dividends The SPF 1s responsible for introduction of a new provision
mnto the contract for management of state share defining, that an authorized person shall nitiate
allocation of at least 25% from the net profit for dividends and get this resolution approved by the
general shareholders’ meeting It should be mentioned that the largest amount of dividends allocated
to the state by the being privatized company are 21 382 million Hryvnas And this sum will be
transferred to the state budget by Dmiproenergo (85 2% state share at the present time)'
Dniproenergo had allocated 25% of 1its net profit in 1997 to be paid 1n dividends to shareholders

Mr Bondar gave an interview confirming that he plans to return to his job as the SPF Acting
Chairman approximately on June 17* He believes that the SPF will be able to provide sufficient
cash inflows nto the budget as planned 1n the State Budget Program for 1998

Packages of shares of Sevastopolmiskenergo and Kirovogradoblenergo, previously reported to be
sold on PPC auctions, will be offered for the first cash auction conducted by the Auction Centers’
Network (ACN) from June 10* t:ll July 10® The auction results wall be published by July 31*

Asof May 1 1998 the state budget collected 18 65 mn UAH from dividends for the state shares the total budget inflows for
this item 1n 1996-1997 made 15 443 mn UAH

Hagler Bailly
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Mr Bochkarev (Director of Dniproenergo Corporatization Dept ) stated that the Bank of New York
will 1ssue ADRs for Dmiproenergo shares not earlier than in August Before the 1ssue the BNY
mntends to orgamize through 1ts Ukrainian agent an extensive buying campaign of Dniproenergo
shares on the Ukraiman stock market 2

Three energy distribution companies announced their general shareholder meetings to be conducted
in July as follows

Zhitomiroblenergo - July 3%, 1998
Kyivoblenergo - July 9%, 1998,
Krimenergo - July 30" 1998

ITENDERS

The tenders for Sumyoblenergo (36%) and Chernigivoblenergo(35%) were closed on June 1%, 1998
Considering the fact that the commercial tender for 45% 1n Lysichansk Oi1l Refinery (LYNOS) had
been canceled, because it attracted no bids, these two tenders were successful and we can expect the
official announcement of winners next week

Other three tenders shall be closed during the end of this - beginning of the next week
Prikarpattyaoblenergo, Kharkivoblenergo and Kyivoblenergo Among these companies
Kyivoblenergo 1s the most attractive one, though 51% state share might become an obstacle
impeding a strategic mnvestor from buying the 25% share packet offered for tender The lowest
attractiveness has Prikarpattyaoblenergo and this tender might be unsuccessful, though the SPF
seems to be confident, that this will not happen®

SALE ON EXCHANGES

Energobusiness as of May 28" has published the information that 5 1% of Sevaspopolmiskenergo
and 5% of Kirovogradoblenergowill be auctioned for Privatization Property Certificates (PPCs) in
June 1998, but the SPF has decided to offer these share packets for cash on the specialized auction
through the ACN

Starting from the week of June 8" - 14™ the SPF 1s selling packets of shares of 16 Oblenergos
through the stock exchange system and ACN If sold for the nominal share price, these shares
should bring to the state budget 40,710,098 Hryvnas (see Annex 1)

The Bank of New York 1s reported to be planning to 1ssue ADRs for all four power generation companies
In March 1998 the packet of 13% of Prikarpattyaoblenergo was sold in UICE for the nominal share price
(8 13% was purchased by the broker Prodexport “on chient’s request”)

Hagler Bailly
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Yun Yakovlev Director of SPF Department for Auction and Stock Exchange Sales, has expressed
his opinion, that currently 1t 1s difficult to sell even the attractive but expensive stock through
exchanges Local investors have no available money and western investors believe that the present-
day situation on Ukraiman market 1s too risky Mr Yakovlev stated, that he expects the continued
fall-down of the market until the end of summer

PFTS MARKET

The week of June 1-5 did not bring stabilization of the situation on Ukrainian stock market The
volume of sales in the over-the-counter system made 2 52 mn UAH equal to 19% of the results of
the previous week

Eastern Econonust (June 8) Total supply on the PFTS this week increased by more than 20 mn
UAH, while the total demand fell from 3 mn UAH to 1 7mn UAH over the week The KAC-20(S),
KAC-20(W), ProU-50 and PFTS indices fell 0 63%, 0 37%, 3 47% and 0 02% respectively The
number of stocks traded declined from 24 to 17 The trading results for energy sector were 1 8% of
the previous week’s results The KAC-energy index decreased by 9 66%

Business (June 8) In general the week of June 1-5 was quiet The KAC-20 indices were stable 1n
the narrow range between 770-825 The maximum bid prices for Kyivenergo shares reached the
level of 1 Hryvna Kyivenergo shares fell 27 86% and Tsentrenergo -6 67% Donbassenergo shares
remained stable The only stock, which may grow the next week, are Zakhidenergo shares

Delovaya Nedelya (June 8) Taking into account the fact that the Ukraiman stock market 1s currently
n 1ts lowest point, 1t has a considerable potential for growth

During the week of June 1-5 only three companies have enjoyed actually registered
operations with their shares Tsentrenergo sold at a volume of 29,902 50 UAH (42,500
shares), Kyivenergo - 35,554 30 UAH (25,811) and Zhitomiroblenergo - 2,000 00 UAH
(10,000)

Please, see attached the charts reflecting the data on performance of energy sector shares on
PFTS The source of the end-of-week data was Eastern Econonust

4 CONCLUSIONS

The situation on the stock market directly depends from the successful implementation of the
privatization program The SPF absence on the general meeting of Ukrnafta shareholders made this
meeting mvalid* This immediately caused decrease of the bid prices for shares of this 1ssuer It 1s
necessary to mention, that in the week of June 1-5 only, the volume of trade of Ukrnafta shares made

The SPF 1s the majority shareholder in Ukrnafta, holding 61 23% state share in the company
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47% of the totakl volume of PFTS trade Expectations of the experts that after the general meeting
of Ukrnafta shareholders the situation on the Ukraimian stock market might improve did not come
true Another political step of the SPF undermining the image of privatization process can lead to
even more careful approach of western investors to purchase of Ukraiman stocks

Although sale of energy companies’ shares on exchanges and cash auctions could bring 40 million
Hryvnas mto the state budget, 1t 1s not certain The major source of capital represented by foreign
mvestors 1s too cautions at the present time The brokers, working on all exchanges tell that there
are almost no requests from their clients to purchase The latest improvement of situation on the
Russian stock market may become an additional factor for the portfolio imnvestor to chose this one
more developed and stable alternative

The recently announced cash auctions will not be of the great importance both for the SPF and major
investors Their objective, as the SPF Deputy Chairman Svetlana Ledomskaya stated, 1s to sell
leftovers of shares, thus reaching the 100% depth of privatization of the companies
Kirovogradoblenergo and Sevastopolmiskenergo represent rather an exemption, because all other
companies are of “middle” attractiveness The ACN will also proceed with conducting the PPC and
CC auctions simultaneously with the cash ones

The next week may become a new impact to the improvement of the stock market situation, after
the winners of Chernigiv and Sumyoblenergo tenders will be announced The tender for
Kyivoblenergo1s also of the great interest Taking into account the position of AES willing to buy
51% stake, 1t 1s possible to foresee three possible ways of the further development of this situation

The SPF will offer to AES 25% stake 1n the company, the contract for management of 26% state
share and an opportunity to participate in another tender, which will be announced after the
revision of the company’s SAP

The AES will purchase 25% and get 26% -1 share to management with the night to purchase these
shares for their nominal value after revision of the SAP

The AES will be promised by the SPF (GoU), that after revision of the SAP, 1t wall have the prionty

night to purchase (for nominal value) either 26% - 1 share or 25% packet after revision of the
SAP

I would like to emphasize that there 1s no chance that AES will be able to purchase 51%
immediately The acting laws and regulations do not allow such immediate decision to be taken
neither by the SPF nor by GoU In the first case, the AES will most probably reject this kind of offer
The last two alternatives are more attractive for an mvestor, but the AES can not be confident that
either a new government or the Verkhovna Rada will fulfill the promises given today

Hagler Bailly
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It should be mentioned that until now the commercial tenders for energy companies have brought
to the SPF (and to the state budget) 9 4 mn UAH (See Annex 2) The tenders announced 1n 1998
could bring 130 mn UAH more, if investors will risk to come to the industry

Hagler Bailly
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Generating Companies

Nominal Packet
Chartered Share Sale for
Enterprise Name Capital Value Depth* Auctioner | Open Tender | Tender State Share
TSENTRENERGO 92,351,777 00 0 25 17 64 24 51
DNIPROENERGO 58,099,950 00 25 00 17 53 24 51
ZAKHIDENERGO 127,905,410 00 10 00 16 21 24 51
CreditAnsta
DONBASENERGO 236,443,010 00 10 00 9 44 lt AG X 24 51




;i

Commercial Tenders

Nominal Tender Tender packet
Chartered Share Sale (starting {ending for

Enterprise Name Capital Value Depth* date) date) Tender |Packet Ask Price

3 7 8
KIROVOGRADOBLENERGO 29,844,000 00 10 00 42 33 01-Sep-97 31-Dec-97 20 7,587,700 00
TERNOPILOBLENERGO 15,272,040 00 10 00 49 00 01-0ct-97 31-Dec-97 20 5,030,000 00
SUMYOBLENERGO 44,281,374 00 1 00 36 98 28-Apr-98 28-May-98 36 5,941,295 00
CHERNIGIVOBLENERGO 29,829,506 00 1 00 31 37 28-Apr-28 28-May-98 35 14,000,000 00
PRIKARPATTYAOBLENERGO 25,908,875 00 12 50 33 75 06-May-98 05-Jun-98 35 9,397,000 00
KHARKIVOBLENERGO 64,135,190 00 10 00 23 46 12-May-98 11-Jun-98 35 32,139,000 00
KYIVOBLENERGO 52,043,780 00 10 00 23 97 28-Apr-98 12-Jun-98 25 25,515,000 00
ODESAOBLENERGO 52,123,890 00 10 00 32 56 12-May-98 26-Jun-98 35 18,254,000 00
LUGANSKOBLENERGO 52,030,730 00 10 00 32 30 27-May-98 26-Jun-98 35 25,260,000 00
LVIVOBLENERGO 48,493,080 00 0 25 35 88 27-May-98 26-Jun-98 35 22,263,000 00
POLTAVAOBLENERGO 55,240,000 00 2 50 34 93 27-May-98 26-Jun-98 36 19,866,400 00
TOTALS 185,253,395 Q0




A

Short-Term Middle-Term

Investment Investment Total Investment| State
Obligataions** | Obligations**%* Requirements Share

9 10 11=9+10 12

5,000,000 00 17,000,000 00 22,000,000 00 51

4,402,000 00 3,054,000 00 7,456,000 00 51
21,000,000 00 28,000,000 00 49,000,000 00 25
10,000,000 00 17,760,000 00 27,760,000 00 25

5,000,000 00 13,250,000 00 18,250,000 00 25
20,100,000 00 27,760,000 00 47,860,000 00 25
13,800,000 00 17,800,000 00 31,600,000 00 51
10,000,000 00O 50,200,000 00 60,200,000 00 25
12,500,000 00 38,300,000 00O 50,800,000 00 25
20,000,000 00 33,000,000 00 53,000,000 00 25
17,200,000 00 42,400,000 00 59,600,000 00 25
139,002,000 00 (288,524,000 00 427,526,000 00




N

with 51% State Share (revision of SAPs pending)

Nominal Packet for
Chartered Share Sale Tender

Enterprise Name Capital Value Depth* (approved | State Share
ZHITOMYROBLENERGO 20,389,165 25 0 25 26 68 12 51
VOLYNOBLENERGO 23,863,800 00 0 25 25 98 20 51
KHMELNITSKOBLENERGO 33,637,840 00 10 00 25 72 20 51
CHERKASYOBLENERGO 37,098,333 00 0 25 22 86 30 51
VINNITSAOBLENERGO 30,973,660 00 10 00 21 46 0 51
ZAKARPATTYAOBLENERGO 31,150,810 00 0 25 20 86 20 51
DNIPROOBLENERGO 59,916,170 00 10 00 18 51 27 51
ZAPORIZHYAOBLENERGO 44,840,000 00 10 00 17 12 27 51
SEVASTOPOLMISKENERGO 6,722,400 00 2 50 16 77 20 51
RIVNEOBLENERGO 20,827,420 00 10 00 11 22 26 55

* according to the official information of the SPF

** Amount needed for settlement of accounts payable in arrears plus replenishment of current assets

(60-days

**+ Investment obligations for 3-5 years period plus financing of social assets, plus environmental measures
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Privatization Status of Distribution Companies

W Potentially Fully Privatized Companies
[Companies, Reaching 70% Sale Depth
M Companies with >50% Sale Depth
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Structure of Energy Sector, Subject to Privatization

13%

B Generation Companies

OCommercial Tenders (Group 1)

B Group 1 Distnbution Companies (no tenders)
26% O Commercial Tenders for Distribution Companies

(Group 2)
B Group 2 Distribution Companies (no tenders)

19%



™

Expected Cash

Sale on Auction for | Inflows** (from Expected
Tender |Actual Sale| Exchanges Cash (June Sale on Sale Depth, State
Type Company % Depth, % in June 10- July 10) Exchanges) % Share %
Dniproenergo 17 53 17 53 51
Donbasenergo 24 9 44 33 44 51
Tsentrenergo 17 64 17 64 51
Zakhidenergo 16 21 16 21 51
Chernigivoblenergo 35 31 37 8 53 2,544,456 86 74 90 25
Luganskoblenergo 35 32 30 7 533 3,919,474 89 74 83 25
Lvivoblenergo 35 35 88 3 81 1,847,586 35 74 69 25
Odesaoblenergo 35 32 56 6 65 3,466,238 69 74 21 25
Praikarpattyaoblenergo 35 33 75 6 25 1,619,304 69 75 00 25
Poltavaoblenergo 36 34 93 38 2,099,120 00 74 73 25
Sumyoblenergo 36 36 98 1 85 819,205 42 74 83 25
Kharkivoblenergo 35 23 46 8 90 5,708,031 91 67 36 25
Chernivtsyoblenergo 28 24 6 555 930,493 39 34 80 25
Donetskoblenergo 23 36 7 04 5,765,511 40 30 40 25




Khersonoblenergo 33 01 6 99 1,659,688 82 40 00 25
Kraimenergo 28 14 9 74 4,211,759 11 37 88 25
Kyivenergo 37 27 7 733 2,094,952 44 45 00 25
Mykolaivoblenergo 26 88 5 52 2,189,232 00 32 40 25
Kirovogradoblenergo 20 42 33 5 00 1,492,200 00 67 33 51
Ternoplloblenergo 20 49 00 69 00 51
Kyivoblenergo 35 23 97 58 97 51
Cherkassyoblenergo 22 86 22 86 51
Dniprooblenergo 18 51 18 51 51
Khmelnitskoblenergo 25 72 25 72 51
Sevastopolmiskenergo 16 77 5 10 342,842 40 21 87 51
Vinnitsaenergo 21 46 21 46 51
Volynoblenergo 25 98 25 98 51
Zakarpattyacblenergo 20 86 20 86 51
Zaporizhiaoblenergo 17 12 17 12 51
Zhytomiroblenergo 26 68 26 68 51
Rivneoblenergo 11 22 11 22 55
TOTAL 40,710,098 37

** The amount of expected cash inflows wag calculated based on the nominal share value
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MEMORANDUM
y -
To David Wolcott
CC Svetlana Golikova, Tom Smuth, Jim Stanfield, Eric Haskins, John Kyle
From Andret Goncharenko
DATE June 26, 1998

SUBJECT Privatization & Stock Market Update Report
Period June [5 - June 26, 1998

INTRODUCTION

The second half of June brought a lot of news in relation to both the stock market n
Ukraine and privatization in the energy sector The stock market continued to fall due
to the constant decrease of demand for corporate securities and active selling of the
government internal debt bonds (OVGZ) on the secondary market According to the
wtimates of Alexander Bazarov (Chairman of Board CS First Boston Ukraine) the
capitahization of Ukraintan ‘bluc chips has fallen from $2 to $1 5 mullion tn 1998 He
has also umphasized the importance of privatization of these attractive tor investment
companies tor improvement of the situation on Ukrainian stock market

On Jun® 18" the Prime Minuster Pustovoytenko ordered the SPF to suspend
privatization of the energy distribution companies on request ot the Minister Sheberstov
(Minenergo) Shuberstov has submitted his letter on this 1ssue to the SPF and CoM on
June 4 1998 According to his letter the major negative factors related to the
commercial tenders announced 1in May 1998 were insutficient time for investors to
study all necessary documents and submit their bids and various gaps in the legal and
tegulatory framework of the privatization process and energy sector [t should be
mentioned that the order 15 applicable tor all Oblenergos including the previously
tnnounced ones The last commercial tender announced by the SPF on June 17 has
buen the tender tor 40% of Mykolaivoblencrgo

The tormer Acting SPF Chairman Mr Bondar has resumed his responsibilities starting
from Juny 16" According to the latest information the SPF his approved a nuw order
of conducting procedures of the open (international) tenders for genceration companies

1 TENDERS

The tenders for Sumyoblenergo (36%) and Chermgivoblenergo (35%) were announced
successtul and the SPF has disclosed the names of winners Autodahance [nvest
(Chernigivoblenergo) and Arsenal (Sumyoblenergo) Two other tenders tor
Kharkivoblenergo and Kyivoblenergo have failed

Atter the resolution of Mr Pustovoytenko all tenders are stopped According to the
mass media  the authorized auctioneers of Donbasenergo (CreditAnstalit
InvestmentBank) and Tsentrenergo (Union Bank of Switzerland) can not reach an
agreement with the Ministry of Finance of Ukraine on conditions of their security
diposits tor the period of tender preparation This means that no actual preparation for
open tenders of these energy generation companies 1s being carried out until today

Hagler Bailly
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2 SALE ON EXCHANGES

In June the SPF has failed to sell any of 7 energy distribution companies’ share packets
offered through the system of Ukrainian stock exchanges Potential buyers, after having
bid for all packets, expected the SPF to reduce prices of the packets during the trading
sessions But even after the SPF had done so, the ask prices were much higher than
quotations on the PFTS In the result all bids were withdrawn

The SPF officials express their opinion, that instead of selling shares of attractive
enterprises for low prices today, 1t should be better to keep them until the situation on
the stock market improves

3 PFTS MARKET

The week of June [5-18 brought new evidences of deep depression on the Ukrainian
over-the-counter market The volume of sales made 2 57 min UAH equal The total
demand fell below | min and the total supply to 30 min UAH

Lastern Economust (June 22) The KAC indices were not published 1n Eastern Economist
this week ProU-50 Woodl5 and PFTS indices tedl by 24 69% 9 58% and 14 37% to
59 46, 802 and 34 74 respectively The encrgy sector trading results increased by 52 18%

Investment Gazette (June 22) This week proved to be complctely ass expected Majority
of the market participants behieve that there s no chance of improvement n the near
future The bid prices tor all stocks decreased while the scllers tried to maintain the ask
prices on the same level, although with no success

Delovaya Nedelya (June 22) It may be said that the energy shares remained the only
really hiquid stock this week  But the bid prices tldl considerably  This wedk
Dniprocnergo had the highest spriad of bid and ask prices the best bid price tor
Dniprocnergo shares dropped twice compared to the previous week and was cqual to 40
UAH pur share, the best ask price made 110 UAH (spread ot 109%)

During the week of June 15 18 Dniproenergo sold at a volume of 189 395 00
UAH (2 039 shares) Zakhdencrgo - 206 000 00 UAH (14 000) Tsentrencrgo
9,850 00 UAH (18 000) Kyivenergo 301 31200 UAH (237 085)
Dniproblenergo - 2 650 00 UAH (100) and Zhitomiroblenergo 6090 40 UAH
(60 904)

Please see attached the charts reflecting the data on pertormance of energy sector
shares on PFTS The source of the end of-week data was Eastern Economust

4 CONCLUSIONS

The companies Autoaliance-Invest and Arsenal are well known among participants ot
the Ukrainian stock market [t s most probable that both these companies which have
been actively buying share packets ot various privatizing enterprises on stock exchanges
and via tenders 1n the past belong to the category of financial intermediaries and not to
the strategic investors And the potential strategic investors , which make participation
in the tenders dependent of changes in the legal and regulatory framework of the energy
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sector, can not (or do not want to) comprehend that these 1ssues do not belong nto the
sphere of competence of the SPF representing the official organizer of these tenders It
can be assumed that the tenders for sale of Kharkivoblenergo and Kyivoblenergo share
packets have failed due to these specific reasons

The abovementioned facts allow to make a conclusion, that the decision of the Prime-
Minister V Pustovoytenko on suspending the tenders for sale of energy distrtbution
companies’ shares (including the announced ones), might be caused not by the necessity
to adjust the floor prices of the share packets, but by the need to give more time to
those willing to submit bids for shares of the companues, tenders for which have been
already announced Last time the decision on termination of tenders for sale of energy
companies shares had been cancelled 25 days after 1ts annoucement

[t 1s hard to expect that one more change of “rules of the game 1n the privatization
process will cause the increase of foreign strategic investors’ activity and the excessive
number of therr bids tor participation tin commercial tenders It should aiso be
mentioned that of 12 previous tenders considered to be successful only twice the
winners were companies-producers  But, the purchase of Lutsk Bearing Plant shares on
tender terms was the final stage in the aggressive buy-out of this company by the SKS of
Sweden and the opposition butween the LaFarge (France) and Gradobank after the
French gompany had won the tender and tried to participate 1n the general meeting ot
shucholders of Mykolaiv Cement Plant shares 1s an example ot the attitude ot certan
Ukr unian sharcholders towards toruign strategic investors

[t 15 most probable that the commercial tenders tor energy distribution companies will

be resumed ina shott pertod ot time There are suveral evidences allowing to make this

assumption

l Announcement of the Mykolaivoblenergo tenders contained the non standard
term for conduction ot this tender 60 days instead ot 30 or 45 as usual In this
way the SPF mught try to respond to the letter of Minuster Sheberstov whre he
cxpressed his coneerns about the time hmits tor submussion of tunder bids

2 [t 15 hard to believe that the price of share packet or amount ol investment
obhigations will be changed tor any of the announced tenders As soon as the
nterested partics will submit thur bids to the SPF and start 4 campdign on
continuing of the announced tunders Minenergo SPF and CoM will tind a way
to do so The task of sccuring | 4 billion revenues to the state budget from
privatization will never be levied of changed by the Government of Ukraine This
revenue s vitaly important for the budget

Hagler Bailly
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Type Company Tender | Actual Sale| Sale on Auction for | Expected Cash Expected |State Share
% Depth, % |Exchanges }{ Cash (June Inflows™ (from Sale Depth, %
in June 10- July 10) Sale on %
Exchanges)
5 Dniproenergo 17 53 17 563 51
E Donbasenergo 24 9 44 3344 51
w
E Tsentrenergo 17 64 17 64 51
O |zaknidenergo 16 3-1-4. 1621 51
Prikarpattyaoblenergo 35 3375 625 1,619,304 63 75 00 25
Chernigivoblenergo 35 3137 8 53 2544 456 86 74 90 25
Luganskaoblenergo 35 32 30 7533 3919474 89 74 83 25
Sumyoblenergo 36 36 98 1 85 819,205 42 7483 25
Poitavaoblenergo 36 3493 38 2,099,120 00 7473 25
Lvivoblenergo 35 35 88 381 1,847 586 35 74 69 25
Odesaoblenergo 35 32 56] 6 65! 3,466,238 69 74 21 25
Mykolaivoblenergo 40 26 88) 552 2 189,232 00 72 40 25
Kharkivablenergo 35 23 46 8 90 5,708 031 91 67 36 25
Kyivenergo 37 27 7733 2094 952 44 45 00 25
g Khersonoblenergo 3301 699 1659 688 82 4000 25!
- Krimenergo 28 14 974 4211759 11 37 88 25
a Chernivtsyoblenergo 2824 6 555 930 493 39 34 80 25
T Donetskoblenergo 2336 704 576551140 30 40 25
Z |Kirovogradoblenergo 20 42 33 500 1 492 200 00 67 33 51
a Ternopiloblenergo 20 49 00 69 00 51
Kyivoblenergo 35 2397 58 97 51
Cherkassyoblenergo 22 86 22 86 51
IDniprooblenergo 18 51 18 51 51
Khmelnitskoblenergo 2572 2572 51
Sevastopolmiskenergo 16 77 510 342 842 40 2187 51
Vinnitsaenergo 2146 2146 51
Volynoblenergo 25 98 2598 51
Zakarpattyaoblenergo 20 86 20 86 51
Zaporizhiaoblenergo 1712 1712 51
Zhytomiroblenergo 26 68 26 68 51
Rivneoblenergo 1122 1122 55
TOTAL 40,710,098 37

** The amount of expected cash inflows was calculated based on the nominal share value

Annex 1
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Ganerating Companies

Nominal
Enterprise Name Cgaar;an::d 32:: Ds;::‘ Auctioner Open Tender P:d‘e: for State Share
TSENTRENERGO 92 351777 00 ~ 025 17 64, UBS| X 24 51
DNIPROENERGO 98 039 950 00 25 00 17 53 24 51
ZAKHIDENERGO 127 905 410 00 10 00 16 21 24 51|
DONBASENERGO 236 443 010 00 10 00 9 44] CraditAnstalt AG X 24} 51}
Commwerclal Tenders
Nominal Short Term Middle-Term
Enterpnise Name ngn;::d Share Dia';‘ Tend;s:;amm ( de:;h) P;d( et for Packet Ask Price Investment Invastment T;':' :l]rv:::?\;m ssl:\tr:
P Value P onding ender Obligations™ _ | Obligations™ a
1 2 3 4 5 6 7 8 ] 10 11=9+10 12
29 844 000 00 10 00 42 33 0 87 311297 20| 587 700 00| 5,000 000 ooi 17 003,000 00| 2,000,000 00 1
15 272 040 00 10 00 49 00] 01 10.97| 31 12 97, 20| 5 030,000 00, 4,402,000 00} 3,054,000 00 7,456,000 00 51
44 281,374 00 1 00 36 98 28 04 198, 28 05 98 36 § 941,295 00, 21000 000 00] 28 000,000 00 49,000,000 00 g
29,829 506 0D 1 00 31 37 28 04 08! 28 05 98 35| 14,000 000 00 10 000,000 60] 17,760,000 O p '7,73'5,000 00| 15
PRIKARPATTYAOBLENERGO 25 908 875 00 1250 33 75] 06 05 98] 05 06 98} 35 9 397 000 00) 5000 000 00] 13 250,000 00| 18 250,000 00 '5)
KHARKIVOBLENERGO 64 135 190 00 10 00 23 46 12 05 98] 1106 98] 35 32 139 000 00 20 100 000 00 27 760,000 00 47 860 000 00 5
KYIVOBLENERGO 52 043 780 00, 10 00 23 97| 28 04 98] 12 06 98] 25 25 515 000 00 13 800 000 00 17 800 000 00 31 600 000 00 LY
QDESAOBLENERGO 52 123 890 00 10 00 32 56 12 05 98] 26 06 98] 35 18 254 000 00 10 000 000 00] 50 200,000 00 60 200 000 00 5
LUGANSKOBLENERGO 52 030 730 00 10 00 3230 27 05 88| 26 06 98] 35 25 2680 000 00 12 500 000 00] 38 300,000 00, 50 800,000 00 ’5)
LVIVOBLENERGO 48 493 080 00 025 35 88 27 05 98] 26 06 98| 35 22 263 000 00 20 000 000 00 33 000,000 00 53 000 000 00 '5)
POLTAVAOBLENERGO 55 240 000 00 2 50 34 93} 27 05 98} 26 06 98| 36 19 866 400 00 7 200 000 00] 42 400,000 00 59 600,000 00 '5
MYKOLAIVOBLENERGO 39 660 000 00| 2 00 26 88 17 06 98 16 08 98 40| 17 1682 000 00 8 200 000 00 18 700,000 0D 28 900,000 00 5
TOTALS 202 415 395 00 147 202 000 00} 307 224 800 00 454 426 000 00
Energy Distributors with 51% State Share (revision of SAPs pundlry_:!_
Nominal
Chartered Sale Packet for Tonder
Enterprise Name Capital 3:::: Depth (approved SAP) State Share
ZHITOMYROBLENERGO 20 389 165 25 025 26 68 12 51
VOLYNOBLENERGO 23 863 800 00 025 2598 20 51
KHMELNITSKOBLENERGO 33 637 840 00 10 00 2572 20 51
CHERKASYOBLENERGO 37 098 333 00 025 22 86 30 51
VINNITSAOBLENERGO 30 973 660 00 10 00 2146 [1] 51
ZAKARPATTYAOBLENERGO 31 150 810 00 025 20 86 20 51
DNIPROOBLENERGO 59 916 170 00 10 00 18 51 27 51
ZAPORIZHYAOBLENERGQ 44 840 000 00 10 00 17 12 27 51
SEVASTOPOLMISKENERGO 6 722 400 00 250 16 77 20 51
RIVNEQBLENERGO 20 827 420 00 10 00 1122 26 55

according to the official information of the SPF
Amount needed for settlement of accounts payable in arrears plus replenishment of current assets (60-days term)
Investment obligations for 3 5 years penod plus financing of social assels pius envwonmental measwas

Hagler Bailly 26 06 98



Genco Share Prices, Volumes
Weeks ending September 5, 1897 thru June 19, 1998
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Oblenergo Share Prices, Volumes

Weeks ending September 5, 1997 thru June 19 1998
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Oblenergo Share Prices, Volumes
Weeks ending September 5, 1997 thru June 12, 1998

Weeks ending September 5, 1997 thru June 19, 1998
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Electricity Stock Volume as a Percent of Total
Weeks ending September 6 1987 thru June 19 1898
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MEMORANDUM
R
To David Wolcott
CcC Svetlana Golikova Tom Smith Jim Stanfield, Ertc Haskins, John Kyle
FrROM Andret Goncharenko
DATE July 13, 1998

SuUBJECT Privatization & Stock Market Update Report
Period June 29t - July 10t 1998

INTRODUCTION

The end of June - beginning of July 1998 have brought the evidence that privatization of
energy distribution companies continues dlthough its pace became slower The
resolution of Prime-Minister Mr Pustovoytenko to suspend privatization in power
sector 1s now applied to generation compantes only Considering the fact that the State
Property Fund (SPF) has submitted to the Cabinet of Ministers (CoM) a new version of
the Regulation on Open (Intcrnational) Tenders tenders for sale of 24% of generation
companics may be started {rom the blank page and the former counsclors (auctioncers)
will have to go through one more tender tor sclection of the authorized SPF
representatives entitled to conduct these tenders

According to the SPF Acting Chairman Mr Bondar the SPF currently analyses the
possibihity to 1ssue Amcrican Depository Receipts (ADR) for its shares tn privatized
cnterprises and transter the packets of cnergy generation compantes shdares to the
authorized banks-scilurs as a collateral which they further sell to investors

On June 29t the SPF Acting Chairman Mr Bondar had signed the order approving the
winner of Sumyoblencrgo tender - the company Arsenal and on June 30t two other
ordurs on winners ot Chermigivoblenergo and  Prikarpattvaoblenergo  tenders -
companies Autoalliance Invest and Ukrainian Sccurities respectivdly It should be
mentioned that the major rival of the two last winners in respective tenders had been the
same investment compdany Liberty Markets

On July 7t 1998 the Ukrainian President has i1ssued a decree on toundation of the
National Agency of Ukraine for Management of State Corporate Rights The Cabinet
of Ministers 1s assigned with the task to draft and approve the appropriate regulatory
documents and provide sources ot financing for this agency at the expense of other state
authorities responstble for this task currently (1 e the SPF) within the two-months term
The premises office equipment and cars tor this agency should be obtained from the
tormer Organizational Committee of EBRD Annual Meeting In the future this agency
might enter into a conflict with Minenergo if the state shares will be transferred to the
management of this ministry by the SPF after privatization of other shares of the energy
companies as it was stipulated by the regulatory documents

1 TENDERS

The winners of all three successtul tenders mentioned above were Ukrainian investment
companies Both Autoalhance-Invest and Arsenal are actively operating on the over-the-
counter market (PFTS-system) and regularly publish their stock quotations

Hagler Bailly
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Other companies mentioned in mass media (the same Liberty Markets) are also well
known as participants in tenders for large share blocks of attractive enterprises,
regardless of their sphere of business The Liberty Markets, for example participated in
the tender for Zaporizha Ferroalloys Plant (tender won by the off-shore Washington
Foundation, results canceled by the Supreme Arbitration Court twice on request of the
Liberty Markets on April 23rd 1998 and of the enterprise management - in June 1998!)
The winner of tender for 20% of Ternopiloblenergo - Prodexport had recently purchased
22 15% of Sumy NVPO Frunze (one of the most attractive enterprises in the machine-
building industry)

2 SALE ON EXCHANGES

The SPF had withdrawn shares of energy distribution companies from trade 1n the stock
exchange system The stock of seven Oblenergos was offered on ditferent stock
exchanges in June but even Kyivenergo shares, which were considered to be the most
attractive ones, could not find any demand The general crisis of the Ukrainian stock
market had forced the SPF to stop trying to scll the energy sector sharcs tor prices
cxceeding therr quotattons in the PFTS Most probably the stock of cnergy distribution
companics will not reappuar on the stock exchanges until the market situation improves
which can hardly be expected 10 hippen betore the end of summer

3 PFTS MARKET

The week of June 29-July 3 saw a growth of traders activity Through during this week
the trading was morc active than it was trough most ot June datly trading results
showed a downward trend cspecially trading in corporate shares

Lastern Cconomust (July 6) This week KAC 20 (S) KAC-20 (W) ProU-50 Woodl5 and
PFTS indices fell by 3 15% 3 13% 3 41% 4 31% and 501% to 659 649 5983 754 ind
32 61 respectively The unu gy sector trading results increased by 105 33%0

The change of the following cnergy companies share prices had the greatest influence
on the indices

Dniproenergo -16 25% (bid) and -10 04% (ask) Dniprooblenergo - 15% (bid) and
[0 35% (ask), Kyivenergo 8§ 1?» (b1id) and -9 72% (ask) Tsentrinergo - +8 69% (bid)
and -24 9% (ask), and Zakhidcenergo - +0 39% (bid) and +28 82% (ash)

Investment Gazette (July 7) In June the trading of Dniproenergo shares made 18°% of the
total volume of PFTS corporate securities trading The current situation on the over-
theOcounter market 1s very stmilar to the period between the end of summer beginning
of autumn 1n 1997 The trading of corporate securities was directly atfected by the
Presidential Decree which granted tax privileges to transactions with the state bonds

Delovaya Nedelya (July 6) This week only four companies were really buying shares
Alfa Capttal, Sigma Wood&Company and Prospect Investments The over-the-counter

" Investment Gazette # 23 as of 16 06 98 p 30
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market shifted to “deals-bv-phone 1n the result of inspection initiated by the State
Commussion for Securities and Stock Market (SCSSM), which had an objective to
reconcile the reporting of major traders to the Commission and PFTS system While the
requirements of these two bodies differ, the actual figures reflecting the trading of
securities are 60% higher than those registered in the PFTS

During the week of June 29-July 3 Dniproenergo sold at a volume of
3,404,297 00 UAH (33 856 shares), Zakhidenergo - 134,200 00 UAH (8,000),
Kyivenergo - 302,430 80 UAH (250,409), Dniproblenergo - 131,929 00 UAH
(5614)

Please see attached the charts reflecting the data on performance of energy sector
shares on PFTS as Annex 3 to this Memorandum The source of the end-of-week data
was Eastern Economist

4 CONCLUSIONS

Although tacing the same problems as all other subjects of the Ukrainian stock market
the energy sector retains its position as the most liquid stock today The commercial
tunders  announced previously continue and before the end of July there shall be
announcuement of other winner companics Among the currently announced tenders the
most nteresting for potential bidders seem to be Lvivoblencrgo and Odessaoblenergo
tenders As the evidence of the on-going process of tenders, | must mention the
prolongation of Mykolaivoblenergo tender Announced on June 17 as a 60-day
commercial tender 1t has buen extended to 90 days according to the official source of the
SPF - Vidomosty Privatizatsy: # 14 as of July §%, 1998

The SPF will most probably ceast to offer cnergy sector shares for sale through the
systum of stock exchanges at lcast until the beginning of autumn But this will not atfect
the process of commercial tenders Encrgobusiness as of July 8 has mentioned that the
Cabinet of Ministers of Ukrunc (CoM) has finally approved new versions of share
dallocation plans (SAPs) ot Oblencrgos 1n which the state formerly intended to hold 51%
share Taking into the account a standard schedule of documentary flows between the
CoM and the SPF these plans wili be officially transterred to the SPF n a week or two
In this case we mught hear about the new commercial tenders for shares ot the cnergy
distribution companies n the near future

Considering the mentioned above I would like to mention the visit of Hagler Bailly
consultants to Khmelnitskyoblenergo and Vinnitsaoblenergo last week Both these
companies belong to the group of the companies, which had 51% share subject to
remain 1n the state property Managers ot these companies had mentioned that their
proposals on revisions to the SAPs were submitted to the Minenergo and SPF n
February-March 1998 They were not very enthusiastic about the prospects of

privatization but understood the importance of this process for the budgetary policy of
the state

The Head of Khmelnitskyoblenergo securities and corporatization Dept Mr Volyanik
had mentioned, that according to his information the company which won

Hagler Bailly
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Ternopiloblenergo tender, 1s some foreign entity (and not the Ukraimian Prodexport)
He has also said that that company had not started to fulfill its investment obligations

As for Khmelnitskyoblenergo, Mr Volyanik has mentioned that financial
intermediaries, which were eager to buy its shares from the employees in late 1997 today
seem to be not very interested to do so But at the same time, preparing to the first
general meeting of shareholders, scheduled for August 27th, his department receives

telephone calls from legal entities willing to register themselves as shareholders of the
company

Privatization of Khmelnitskyoblenergo was carried out according to the Share
Allocation Plan approved by the SPF Order # 1060 as of January I, 1997 with changes
introduced by the SPF Order # 486 as of March 13, 1997 The chart below illustrates the
planned structure of company s stock distribution

Share Allocation Plan

@ Certficate
O Entepnse Auction (PPC)
QOthers managgment 5%
0 10% MExchange

4%

K Commercla
Tender i
20% M State Share
51%

The preferential sale of sharces had to consist of 5% to be sold to enterprise management
tor cash 5% - to enterprisc management for compensation certificates (CCs) and 10 -
to persons entitled to participate n this process

The state should retain ownership of 51% plus | share 20% of stock was planned tor
sale on commercial tender terms and the leftover - through public sale (certificate
aucttons and stock exchanges)

According to the Head of Securities and Corporatization Dept of
Khmelnitskyoblenergo Mr Volyanik although appr 4 500 enterprise employees had
participated in the preferential share sale only 1900 keep their shares at the present
time 25 legal entities are in the hst of Oblenergo shareholders according to the
registrar's information The process of share buy-out from employees 1s going on even
today although investment funds are not very active and do not offer high prices for
shares of employees Besides the enterprise employees, the list of persons entitled to
participate 1n the preferential sale included appr 800 employees of the Nuclear Power
Plant and 400 representatives of Minenergo (nstututions, not subject to privatization

Hagler Bailly
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In the result of preferential sale the Oblenergo had allocated 17% of its stock According
to the estimates of Mr Volyanik the preferential sale participants currentlv possess
nearly 7% of shares The next chart reflects the actual ownership structure of the
company

Actual Share Distribution

Participants of

Pref Sale Certficate

Process Auction (PPC) Exchange
Legal Entities 7% 5% 4%

10%

State Share
51%

The example of Khmelnitshyoblenergo may be applicable to the majority of cnergy
distribution companies 1in the meaning, that the enterprise managers, employees and
othcr persons entitled to participate in the preferential share sale 1n thur majority have
already sold their shares to legal entities If this 1s true, the company which wins a
commercial tender, might be actually owning approximately 50% ot an Oblenergo and
not 35-40% offered for a tender

Attachments to this Memorandum contain the following information

[

[£S]

Annex | reflects the latest changes in privatization status of energy generation
and distribution companies The shading was applied to the on-going commercial
tenders Prikarpattyaoblencrgo Chernigivoblenergo and Luganskoblenergo are
in 1talics to segregate these companies commercial tenders for which were
successful The companies are distributed n two groups according to the state
share in their equity capital as specified 1n therr share allocation plans

Annex 2 contains three tables with information on privatization of three specific
groups of companies Privatization of generation companies 1s currently
suspended The second table includes eleven distribution companies The tenders
for shares of the first five companies were announced successful (marked with
shading) Results of tenders for other six companies will be announced n the
near future (except for Mykolaivoblenergo, postponed until September) The last
table includes the companies, which have 51% of shares owned by the state
Tenders for shares of these companies attracted no interest of potential buyers in
1997 Kyivoblenergo and Kharkivoblenergo were excluded from the table with
tender results after their official cancellation caused by the lack of bids

Annex 3 consists of four pages with charts reflecting the trading of energy sector
shares through the PFTS in 1997 - 1998

Hagler Bailly
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Type Company Tender | Actual Sale | Auction for | Expected |State Share
% Depth % | Cash (June | Sale Depth %
10 July 10) %
s Dniproenergo 17 53 17 53 51
S |ponbasenergo 24 944 3344 51
% Tsentrenergo 17 64 17 64 51
o Zakhidenergo 16 21 16 21 51
Prikarpattyaoblenergo 35 33756 75 00 25
Chernigivoblenergo 35 3137 74 90 25
lLuganskoblenergo 35, 32 30 74 83 25
Sumyoblenergo 36 36 98 74 83 25
Poltavaoblenergo 36 3493 7473 25
Lvivoblenergo 35 35 88 74 69 25
Odesaoblenergo 35 32 56 74 21 25
Mykolaivoblenergo 40 26 88 7240 25
Chemivtsyoblenergo 36 28 2 70 80 25
Kharkivoblenergo 23 46 3236 25
CZ) Kyivenergo 3727 45 00 25
= Khersonoblenergo 3301 40 00 25
2 |Knmenergo 28 14 3788 25
o Donetskoblenergo 23 36 30 40 25
t»  [Kwrovogradoblenergo 20 42 33 500 47 33 51
3 [Ternopiloblenergo 20 49 00 49 00 51
Kyivoblenergo 23 97 2397 51
Cherkassyoblenergo 22 86 22 86 51
Dniprooblenergo 18 61 18 51 51
Khmelmtskoblenergo 2572 2572 51
Sevastopolmiskenergo 16 77 510 2187 51
Vinnitsaenergo 2146 2146 51
Volynoblenergo 25 98 2598 51
Zakarpattyaoblenergo 20 86 20 86 51
Zapornizhiaoblenergo 17 12 1712 51
Zhytomiroblenergo 26 68 26 68 51
Rivneoblenergo 1122 1122 55

Annex 1
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Annex 2
Generating Compantes
Nomunal
Chartered Sale Packet for
Enterpnse Name Capital \S,I;(aur: Depth Auctioner Open Tender Tender State Share
TSENTRENERGO 92 351 777 004 0 25 17 64; suspended 24 51
DNIPROENERGO 98 099 950 0, 25 17 5 suspended 2 51
ZAKHIDENERGO 127,905 410 0 10 00] 16 21 suspended 24 51}
DONBASENERGO 236 443 010 004 10 00§ 9 44] suspended 24 51|
Commercial Tenders
Nominal Shart Term Middle-Term
Enterprise Name ngﬂz';d Share Dial(: Tend«;;t:l)amng (enZ: date) P?‘;‘:;‘e'f' Packet Ask Price Investment fnvestment Tgal L?r:?'rs;'er:gnt g:ﬁtr:
P Value P "3 Obhgations Obligations eq
1 2 3 4 5 6 7 8 9 10 11=9+10 12
KIROVOGRADOBLENERGO 29,844,000 00§ 10 00§ 423 01 09 97 31 12.97, 2 7,587,700 00} 5,000,000 00| 17,000,000 00 22,000,000 004 51
TERNOPILOBLENERGO 15,272 040 00§ 10 00] 49 01109 31 12 97 5,030,000 00 4,402,000 004 3,054,000 7,456,000 51
SUMYOBLENERGO 44,281,374 00 1 00 36 9?’ 2804 28 05 98] 5,941,295 00} 21,000,000 00f 28,000,000 004 49,000,00000f ' ' 2
CHERNIGIVOBLENERGO 29,829,506 00 v 00 313 28 04 2805 3 14,000,000 00; 10,000,000 00| 17,760,000 OJOF 27,760,000 00] -+« 'i25)
PRIKARPATTYAOBLENERGO 25,908,875 00 12 50 337 06 05 05 06 9,397,000 5,000,000 004 3,250,000 00f 18,250,000004 v <2 2
ODESAOBLENERGO 52,123 890 00; 10 00§ 32 5 1205 9i 26 06 98] 35 18 254 000 00; 10,000,000 00 50,200,000 00 60,200,000 00] 25
LUGANSKOBLENERGO 62,030 730 09 10 0] 32 3 27 05 98] 26 06 9 354 25,260 000 004 12 500,000 00 38,300,000 00 50,800,000 00 25
LVIVOBLENERGO 48 493 080 0 025 35 8 27 05 98] 26069 354 22 263,000 0 20,000,000 00 33,000,000 00 53,000 000 00 25
POLTAVAOBLENERGO §5 240 000 00 2 50 34 93 27 05 98} 26 06 9 3 19 866 400 00§ 17,200 000 00, 42,400,000 00 59,600,000 00, 25
CHERNIVTSYOBLENERGO 14 195 170 00; 10 00§ 28 24 17069 17 07 98] 3 5 110,000 0Of 3 060 000 00| 7,140,000 00 10,200,000 00|
MYKOLAIVOBLENERGO 39 660 000 00] 2 00 26 88, 17 06 98] 15 09 98] 40 17 162 000 00| 8,200,000 00 18,700,000 00 26,900,000 00| 25
TOTALS 149 871 395 00 116 362 000 00] 268 804 000 00 385 166 000 00
Energy Distributors with 51°4 State Share (revision of SAPs pending)
Nominal
Chartered Sale Packet for Tender
Enterprise Name Capital \S/:::: Depth (appraved SAP) State Share
ZHITOMYROBLENERGO 20,389,165 25 025 26 68 12 51
VOLYNOBLENERGO 23 863,800 00 025 2598 20 51
KHMELNITSKOBLENERGQ 33 637,840 a0 10 00 2572 20 51
CHERKASYOBLENERGO 37 098 333 00 025 22 86 30 51
VINNITSAOBLENERGO 30 973 660 00 10 00 2146 ] 51
ZAKARPATTYAOBLENERGO 31,150,810 00 025 20 86 20 51
DNIPROOBLENERGO 59 916 170 00 10 00 18 51 27 51
ZAPORIZHYAOBLENERGO 44 840 000 00 10 00 17 12 27 51
SEVASTOPOLMISKENERGO 6,722,400 00 250 16 77 20 51
RIVNEOBLENERGO 20 827 420 00 10 00 1122 26 55
according to the official information of the SPF
Amount needed for settlement of accounts payable in arrears plus replemshment of current assets (60-days term)
Investment obligations for 3-5 years penod plus financing of social assets plus environmental measures
1307 98
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Annex 3 (a)

Genco Share Prices, Volumes
Weeks ending September §, 1997 thru July 3, 1998
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Source Eastem Economust Investment Gazette

Oblenergo Share Prices, Volumes
Weeks ending September 5, 1997 thru July 3, 1998
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Oblenergo Share Prices, Volumes
Weeks ending September 5, 1997 thru July 3 1998
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MEMORANDUM
A
To David Wolcott
CC Svetlana Golikova Tom Smith Jim Stanfield Eric Haskins John Kyle
FrROM Andret Goncharenko
DATE July 28, 1998

SUBJECT Privatization & Stock Market Update Report
Period July 13th - July 24th, 1998

INTRODUCTION

The second half of July brought new evidences that the Government of Ukraine hopes to get as
much revenues to the state budget from privatization as possible The Cabinet of Ministers and
State Property Fund approved new regulations on open tenders for sale of shares of strategic
enterprises (applicable to generation companies) and new share allocation plans (SAPs) for all
companies which previously had 51% to remain owned by the state reducing the state share and
llowing to increase the size of share packets to be offered for commercial tenders

The Cabinet of Ministers of Ukraine had approved the following Resolutions on July 3™ ## 515
516 519 520 521 523 524 525 and 526-p changing the state share to 25%+| share in
Ternopiloblenergo Kirovogradobienergo Zhitomiroblenergo Cherkasyoblenergo
Zakarpattyaoblenergo Khmelnitskoblenergo Kytvoblenergo Volynoblenergo  and
Sevastopolmiskencrgo respectively nd Resolutions ## 555-p 557 and 563-p as of July 10"
1998 changing the state share to 25%+| share in Vinmtsaoblenergo Rivneoblenergo
Zaporizhiaoblenergo

Now the SPT 1s responstble to change the share allocation plans of all these companics and sll
their shares through commercial tenders On July 13" the SPF issued the Order # 370 on
changes to Genco SAPs as follows

e Tsentrenergo — 24% for open tender trom 01 08 98 to 01 11 98 (formerly 01 01 98-31 05 98)

* Dniproenergo — 24% for non-commcrcial tender ending 01 1098 (tormerly 01 01 98 -
3006 98)

¢ Donbasenergo — 24% for open tender ending 31 12 98
e Zakhidenergo — 24% for open tender ending 01 02 99

It should be mentioned that the management of Dniproenergo had successfullv insisted on selling
the shares of the company on non-commercial tender instead of the open one with foreign
auctioneers (advisors)

The Presidential Decree # 736 as ot July 4™ On Regulation of Certain Issues Related to the
Process of Management of Objects in State Property was published only in the second half of
July This Decree will completely change the privatization process It could be vetoed or changed
by Verkhovna Rada (VR) but the deputies paid no attention to this decree and consequently 1t
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will become a law on August 3 To emphasize the meaning and 1mportance of this Decree I
would like to mention only one fact

The last session of VR before vacations was mostly dedicated to discussing and approval of the
Law On Prevention of Mishandling of State Propertv in the Course of Creation of NaftoGas
Ukrainy Company The VR had banned to transfer state shares in privatized enterprises property
of state enterprises pipelines etc to the statutory fund and to management of NaftoGas Ukrainy
thus making this potential monopoiist on thew fuel market wvirtually consisting of the
headquarters only' But as soon as the Decree # 736 will be enforced as a law the Cabnet of
Ministers will need no approval of VR to transfer all the mentioned property and more to
disposition of the same NaftoGas Ukrainy

Fulfilling the orders of the Cabinet of Ministers of Ukraine the SPF had requested from all joint-
stock companies having over 10% of their equity in the state ownership to call general
shareholder meetings within a three-week term” and add to their statutory documents a provision
stipulating obligatory allocation of at least 25% of the net profit for pavment of dividends [n this
w1y the state 1s trying to secure an additional source of cash inflows into the state budget

l TENDERS

Three new commercial tenders were successtul last weck though no formal announcement hs
been published  According to the informal sources the official orders appointing winners ot
tenders for Lvivoblenergo (Privat-Bank) and Poltavaoblenergo (not disclosed) have been already
signed and  the order appointing  Odessaoblenergo winner 15 pc.ndmg3 The result of
Luganskoblunergo tender 1s still not clear although this company s the one of the most attractive
in the power distribution scctor of Ukrauine

Alter postponing the ending date of the Mykoluvoblenergo tender tor 30 days (trom 60 to 90
diys) the SPF had nlso chinged the term for Chernivisvoblenergo tender from 30 to 90 days too
[t looks hike the trend which will be wpplicd in the future to all commercial tenders for shares of
unergy distribution companices

2 PFTS MARKET

The weeks of July 6 = 10 nd July 13 - 17 were very different The over the-counter market
stibilized after manv weeks of decline 1in the week ot June 13 — 17 Trading of corporate shares
increased by 803 64% compared to the week of July 6 — 10 The onlv possible explanation ot the
stabilization and certamn growth ot the market can be allocation ot the IMF loan to Russia This
tllows making an assumption that it Ukraine will obtain its EFF credit from the International
Monetary l'und the stock market mav continue growing Otherwise the market will experience
another fall 1n the near tuture It 1s necessary to mention that VR had dechined the Presidential

" It should be mentioned that to provide the premises for office of NaftoGas Ukrainv CoM has ordered to move
out the Ministry for Social Protection within a seven day term

Investment Gazette as ot July 21*
"It 1s buing said that behind a company which will become the winner of Odesaoblenergo tender stands a
multinational consortium of foreign wnvestors mciuding EdF ABB and US Latin American and European
investors whose names are not disclosed
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Decree exempting purchase-sale transactions with internal debt bonds (OVGZ) from taxation
This might raise the attractiveness of the corporate shares for international investors

Eastern Econonust (July 20) The KAC-20 (S), KAC-20 (W), Woodl5 ProU-50 and PFTS
indices grew by 64%, 63%, 74% 55% and 251% to 785, 756, 817, 646 and 3625
respectively KAC-Energy index grew 7 33% to 293 due to the growth of prices for shares of
three generation compantes Dniproenergo 56 06% (bid) and 2 36% (ask), Tsentrenergo 18 2%
(bid) and 9 3% (ask) and Zakhidenergo 4 04% (bid) and -1 04% ask But, considering the
announced intention of the SPF to offer shares of generation companies on stock exchanges in
August traders will probably try to drive down the prices for these shares to buy them cheaper
trom the SPF

Investment Gazette (July 20) In the week of July 13 — 17 trading with the shares of energy
companies made 58 6% of the total volume of trade in PFTS Trading of Dniproenergo shares
reacheed 28 75% of the total turnover in PFTS The stock market finally has shown some hints of
{ife and may be on its way to improvement

During the week of July 13 — [ 7 Dniproenergo shares sold at a volume ot | 787 181 97
UAH (18 000 shares) Tsentrenergo — 584 429 76 UAH (747 004) Donbasenergo -
220400 UAII (23 000) Zakhidenergo - 163 250 41 UAH (11 200) Kyivenergo -

286 600 00 UAIT (213 000) Luganskoblenergo — 200 000 UAH (20 000)
Kharkivoblenergo 195 000 00 UAH (20 000) Donetskoblenergo — 190 000 UAH

(120 000) and Dniproblenergo - 15 377 25 UAH (609)

Please sce attached the charts reflecting the data on performance of energy sector shares on
PITS as Annex 3 to this Memorandum The source of the end-of-week data was Eastern
Cconomust

3 CONCLUSIONS

Recent developments in the sphere of energy sector privatization cn cause multiple disputes and
disagreements between the executive and legislative powers in the near future The functions ot
the SPF will be dubbed by the Agency tor Management of State Corporate Rights (entity
cstablished by the President s Decree as of July 7") The President will vito decisions of
Verkhovna Rada contradicting to his decrees (like the one establishing Naftogas Ukrainy) and
viceversa And the Cabinet of Ministers will be much more active regulating the privatization
process and granting the rights to manage state shares in privatized companies to those whom 1t
considers to be worthy

The resuits of shareholder meetings initiated by the CoM and SPF mught be very discouraging
The persons (entities) controlling the newly privatized companies may either refuse to obhge
themselves to pay dividends in the amount of 25% of the net profit or make a company
unprofitable’ or simply fail to participate 1n the meeting But in those companies which have
over 60% of shares owned bv the state the general meeting of shareholders will be conducted
cven If there will be no other person present except for the SPF representative and these
companies will have a corresponding requirement on dividend payment n thewr charter
documents More than a halt of power sector companies subject to privatization definitely
belong to the last category

Hagler Bailly
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On July 21 I had an informal meeting with Dniproenergo Head of Corporatization Department
Mr Bochkarev He had explained his vision of the prospects of privatization of power
distribution and generation sector, and told specific facts related to his company Mr Bochkarev
believes that the only successful tender for generation companies will be the non-commercial
tender for Dmiproenergo According to his point of view the Driproenergo managers have better
and more realistic approach to the 1dea of investment ob|igations than anyone else Dniproenergo
nsists that the investment obligations must mean investment nto construction of new facilities
instead of repairing the old ones The company has 10-year plan of construction of three
completely new blocks Later, the currently working facilities would be replaced with new ones
Mr Bochkarev also said that the company management 1s eager to enter into the US OTC market
with ADRs of the 1 level although the benefits of this action will go to the state budget But
Dniproenergo will benefit from this transaction in two-three years when it plans to make a
second issue of shares and sell them through ADRs of the 3 level on the US market Bot he and
the company’s director Mr Bondarenko confirmed that Dniproenergo 1s continuing to sell shares
on preferential terms to employees of Energoatom (state entity managing nuclear power stations)
and has to sell to them 2 5% more shares (To compare promoting the willingness to increase
budget revenues trom privatization the SPF plans to sell through stock exchange system 0 63% of
Dniproencrgo)

Attrichments to this Mcmorandum contain the tollowing information

I Annex | reflects the latest changes in privatization status of energy generation and
distribution compantes [t 1s possible to make an assumption that 1n six top distribution
companis vestor (investors) standing behind the winner of tender already has a
majority share The next group of three companies includes Luganskoblenergo because
the tender results for which arc still unknown and Mykolaiv- and Chernivisyoblenergo
with postponed ending dates of tenders The last group includes all other companies
share allocation plans of which will be changed by the SPF in the near future The fourth
column contains the figures reflecting the size of share packets which could be
potentially offered for new tenders

to

Annex 2 contains the hist of official winners of commercial tenders for shares of energy
distribution companies [t should be mentioned that there 1s no official (public)
intormntion on the sources of financing and real buyers of the shares There 1s also no
mtormation which confirms fulfillment of investment obligations by any of the winners
In the table the short-term investment obligations were added to the initial (ask) price for
share packets Both payments add nothing to the value of the company and represent
actually the amount of cash to be paid by an investor for the shares

3 Annex 3 consists of four pages with charts reflecting the trading of energy sector shares
through the PFTS n 1997 - 1998 The charts contain information on those companies
only which were actually traded during the week of July (3 - 17
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Annex 1

Type Company Tender | Actual Sale | Expected | Available Shares | State Share %
% Depth, % |Sale Depth %
%
E Dniproenergo 24 17 53 51
5 Donbasenergo 24 9 44 51
uﬁ" Tsentrenergo 24 17 64 51
O  )zakhidenergo 24 16 21 51
Sumyoblenergo 36 72 98 202 25
Poltavacblenergo 36 7093 407 25
Lvivoblenergo 35 70 88 412 25
Prikarpattyaoblenergo 35 6875 6 25 25
Odesaoblenergo 35 67 56 744 25
Chernigivoblenergo 35 66 37 8 63 25|
Luganskoblenergo 35 32 30 67 30 25
Chernivtsyoblenergo 36 28 24 64 24 25
Mykolaivoblenergo 40 26 88 66 88 25
Rivneoblenergo 1122 6378 25
g Sevastopolmiskenergo 16 77 58 23 25
£  |Zaponzhiaoblenergo 17 12 57 88 25
2 |Dniprooblenergo 18 51 56 49 25
z |Zakarpattyaoblenergo 20 86 54 14 25
t»  [Vinnitsaoblenergo 2146 53 54 25
O  [Cherkassyoblenergo 22 86 52 14 25
Donetskoblenergo 23 36 5164 25
Kharkivoblenergo 23 46 5154 25
Kyivoblenergo 23 97 5103 25
Khmelnitskoblenergo 2572 49 28 25
Volynoblenergo 25 98 49 02 25
Zhytomiroblenergo 26 68 48 32 25
Krimenergo 28 14 46 86 25
Khersonoblenergo 3301 4199 25
Kyivenergo 3727 3773 26
Kirovogradoblenergo 20 42 33 3267 25
Ternopiloblenergo 20 49 00 26 00 25
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List of Winners in Commercial Tenders for Energy Distribution Companies' Shares

Equity

Winner of

Short-Term

u U
Company Share Tender Ask Price Obligations Total (UAH) Total (USD)
Kirovogradoblenergo 20% Investment
Company 7 587 700 00 500000000 | 1258770000|$ 596573460
PRODEXPORT
Ternopiloblenergo 20%
Furst Ukrainuan 5 030 000 00 4402,00000| 943200000 |$ 4,470 142 18
Pnvatization Fund
0,
Prikarpattyaoblenergo 35% Ukrainian 9 397,000 00 5000 000 00 | 14,397 00000 | $ 682322275
Securnities
o -
Chermgivoblenergo 35% ‘:\‘\‘::;"'a""e 14000 000 00 { 10,000 000 00 | 24 000 000 00 | § 11,374 407 58
Sumyoblenergo 36% Investment
Company 594129500 | 21,00000000 | 26 94129500 | $ 12,768 386 26
ARSENAL
Poltavaoblenergo 35% n/a 19866 400 00 | 17,200,000 00 | 37,066,400 00 | $ 17,567,014 22
Lvivoblenergo 35% Prvat Bank 2226300000 | 20,000,000 00 | 42 263,000 00 | $ 20,029 857 82
0,
Odesacblenergo 35% gsgf:c';:“m 18254 00000 | 10000 000 00 | 28 254 000 00 | $ 13 390 521 33

Annex 2
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Electricity Stock Volume as Percent of Total

lli

Week Ending

860 L4

==
|

h“.sgs

8620 €0

| - 8690 50

F 865022

- 96 Y0 ¥Z

g8v00L

] 6820 22

86 E0EL
862022

880 EL

e £G L0 0€
—

88 1081
I 861070

182181

[ L6TL G0

F | —
A ” ————- /L O
T

81LlLic

|

260LvC

60L0L

166092

L]
o7

06— —
05
04
03
02

860¢L

|

M Percent of Total

Total Volume of Shares Traded

(=
o o~

{Hvn suoliinu) sajes Jo swnjop
w

-

25

j=1
&

[suojiiiw) saleys jo JaqunN

8Bt

8L L0
L80LPT

= 80t 0L

4886082

[E==2 Total Number Sold —#— Total Volume |




Genco Share Prices, Volumes
Weekly Data 09/05/97-07/17/98
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Oblenergo Share Prices, Volumes
Weekly Data 09/05/97-07/17/98
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Oblenergo Share Prices, Volumes
Weekly Data 09/05/97-07/17/98
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MEMORANDUM
— R
To David Wolcott
CC Svetlana Golikova, Tom Smith, Jim Stanfield, Eric Haskins, John Kyle
FROM Andre1 Goncharenko
DATE August 11 1998

SUBJECT Privatization & Stock Market Update Report
Period July 27th - August 7th, 1998

INTRODUCTION

The end of July — beginning of August brought new evidences of the on-going privatization
process 1n the energy sector After the revision of conditions regarding the state share to be
retained m the power distribution companies (Oblenergos) by the Cabinet of Ministers (CoM),
the State Property Fund (SPF) has approved new share allocation plans for 10 Oblenergos and 1
generation company (Donbasenergo) on August 4™, 1998

In relation to this fact 1t should be emphasized, that the Ministry of Energy (Minenergo) launched
a campaign promoting the non-commercial tenders as the best method of privatization of the
energy distribution companies This method 1s being strongly supported by the Minenergo
Minister Sheberstov himself At the press conference on Friday, July 31% and later he repeated
that Minenergo had drafted a proposal to replace the commercial tenders for sale of Oblenergo
shares with non-commercial ones, and submitted this proposal to CoM for approval

There are also certain changes within the management of the SPF Mr Bondar has returned to
full-time work as the Acting SPF Chairman after a rehabilitation period following his illness and
blamed Mr Kryukov (the acting SPF Chairman during the period of Mr Bondar’s absence) for
unsuccessful implementation of the privatization program during this period The disputes
between Mr Bondar and Mr Kryukov actively published and commented by the sources of
mass-media resulted with the announcement of the Prime-Minister Mr Pustovoytenko that the
Government of Ukrane (GoU) intends to ask the President of Ukramne to dismiss Vitaly

Kryukov from the position of the SPF First Deputy Chairman, which he occupied before the
tllness of Mr Bondar

Having approved new procedures for selection of the authorized auctioneers for open
(nternational) tenders and for conducting of such tenders and getting them registered with the
Mimistry of Justice, the SPF has published an extract from the share allocation plan of
Donbasenergo After selling 24% via an open tender with an authorized international auctioneer
by October 10™, 1998, 10 15% of the shares should be sold on non-commercial tender terms for
cash by February 1% 1999 and 51% - retained in the state ownership

1 TENDERS

After the official approval of Lvivoblenergo and Poltavaoblenergo commercial tenders’ results
the SPF has published the results of Luganskoblenergo tender appointing the offshore company
Verrona Plus as a winner of this tender This means that currently six energy distribution
compantes have their majority share (over 60%) m the private property (See Annex 1)
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The Highest Arbitration Court of Ukraine (HAC) has temporarily denied the SPF the right to sign
a purchase-sale agreement for 35% of Odesaoblenergo shares with Overcon Consortium which
1s the official winner of corresponding commercial tender One of the other bidders for tender
the offshore company FS Trading Ltd claimed to the HAC that the SPF decision 1s illegal The
HAC sesston 1s scheduled for August 20" 1998 Ths 1s the first time the results of commercial
tenders for energy distribution compantes were appealed against in court

The newspaper Business on August 10™ 1998 has published an article commenting the sttuation
with Odesaoblenergo tender and general status of energy distribution companies privatization'

The company FS Trading Ltd accuses the SPF mn appointing Overcon Consortium as a winner of
the tender although FS Trading offered higher price for share packet The point of dispute 1s a

provision on required experience in the mdustry, which the company FS Trading Ltd evidently
lacks

2 PFTS MARKET

The PFTS (over-the-counter) market was growing during the end of July 1998 The growth was
caused by the sharp increase of prices in the week of July 20-24 Next week (July 27-31) the
prices of stocks have declined but the volumes have grown significantly The IMF mission
recommendation to grant the $2 2 billion EFF loan to Ukraine has lead to increase of the over-
the-counter market traders’ actrvity

Eastern Econonust (July 27) (The week of July 20-24) The KAC-20 (S), KAC-20 (W),
Woodl5 ProU-50 and PFTS indices grew by 6 62%, 10 9%, 6 1%, 17 9% and 13 0% to 837,
838 867 76 16 and 40 98 respectively KAC-Energy index grew 8 53% to 318 Bid and ask
prices for shares of all generation companies grew Though the shares of Dniproenergo took the
first place among corporate securtties for volumes of sale (224 mn of 4 mn total volume of
corporate securities trading), actual deals were made after Spm of the previous Friday and
appeared in the report on Monday of the following week According to Dmutry Tarabakin
(Wood&Co) there were no longer any companies, wishing to sell Dniproenergo shares The
traders began to get increasingly interested in Zakhidenergo shares, their bid and ask prices
increased by 61 2% and 25 7% respectively

Eastern Economist (August 3) (The week of July 27-31) The KAC-20 (S), KAC-20 (W) and
PFTS indices fell by 3 1% 5 1% and 4 1% to 811, 795 and 39 29 respectively The ProU-50
index grew by 1 6% to 77 37 The trade of corporate secunities equaled to 9 64 mn UAH of 14 58
mn total volume of PFTS trading KAC-Energy index grew 5 03% to 334 The price changes of
energy sector shares were the most influential on the major indices In the first half of the week
prices of power generation companies decreased, but in the second one — grew again (following
the trend of the previous weeks) and overall mdustry index was up Trader interest continued its
established trend by preferring first of all Zakhidenergo, Dniproenergo and Tsentrenergo stocks
with Donbasenergo bringing up the rear Two distribution companies were traded this week

Kyivenergo was more popular with bid prices growing by 8 4% and ask prices — by 8 57% The
bid prices for Dniprooblenergo grew by 3 24%, ask prices — fell by 16 67%

" Business # 32 (291) as of 08/10/98 p29 Experience Agamnst Cash? by Savely Garshvin
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The week of July 27-31 the PFTS Trade Commuttee decided to add Tsentrenergo Donbasenergo
and Kyivenergo stocks into the first PFTS listing level The nine companies with this level of
listing currently are the following Dniproenergo Zakhidenergo, Tsentrenenergo, Donbasenergo

and Kvivenergo (energy), UkrNafta (oil and gas), Nizhnyodniprovsk and Khartsyzsk Piping
Plants (metallurgy) and Azot Cherkasy (chemicals)

During the week of July 20 — 24 Dniproenergo shares sold at a volume of 2 238 355 56
UAH (22 000 shares) Zakhidenergo - 711 507 29 UAH (36,500), Tsentrenergo —

483 805 44 UAH (607,674) Donbasenergo — 66,000 UAH (5,000) and Kyivenergo -
15 868 00 UAH (11,800)

During the week of July 27 — 31 Zakindenergo shares sold at a volume of

5263 754 63 UAH (200,000 shares), Dniproenergo - 1,760,148 50 UAH (16 544 shares)
Tsentrenergo — 723 800 80 UAH (968,824), Donbasenergo — 99,330 UAH (7,000),
Kyivenergo - 19 680 00 UAH (13,000) and Dniproblenergo - 8,835 50 UAH (431)

Please see attached the charts reflecting the data on performance of energy sector shares on
PFTS as Annex 3 to this Memorandum The source of the end-of-week data was Eastern
Economuist

3 CONCLUSIONS

Recent developments 1n the sphere of energy sector privatization show that the GoU 1s very
sertous In 1ts efforts to comply with conditions of the Financial Recovery Plan (FRP) and
requirements of the international lending organizations The SPF actively supports the
commercial tenders as the most transparent method of privatization The opposition to this
method n the form of non-commercial tenders 1s being pushed forward by Minenergo The
Mmistry of Energy believes that non-commercial tenders are more attractive to international
strategic investors and will bring more benefits to the industry

There 1s no doubt that commercial tenders are more transparent than the non-commercial ones
Evaluation crrteria of the non-commercial tender bids are more subjective and depend on the
individual members of the tender commussion It should be stressed, that majority of the previous
non-commercial tenders resulted with the lawsuitsit can be no double understanding regarding
the higher price bid for a share packet in a commercial tender But a loser of a non-commercial

tender could always protest the criteria used for evaluation of the attractiveness of an investment
el
plan”

Though Minenergo 1nsists on replacement of commercial tenders for Oblenergos with the non-
commercial ones the newly approved share allocation plans (SAPs) of 10 energy distribution
comparues envisage their sale on commercial tender terms exclusively These SAPs have been
approved four days later than the Minister of Energy announced the willingness of the ministry to
support non-commercial tenders after the CoM session This means that only the explicit order

* The mayor difference between a commercial and a non-commercial tender 1s that while 1n the first case
the winner 1s a bidder who offered a highest price to be paid for a share packet with fixed investment
obligations 1n the second case a bidder who offered an investment plan considered to be most attractive
wins the tender and pays a fixed price for shares of a company
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(request) of the Prime Mimister will lead to the introduction of changes supported by Minenergo
into the SAPs of energy distribution companies

It should be mentioned that the tenders for Oblenergos held in 1997 included three non-
commercial ones (Dniprooblenergo Zaporizhiaoblenergo and Rivneoblenergo) None of these
tenders was successful On the other hand two of the latest commercial tenders (Lvivoblenergo
and Poltavaoblenergo) in which the winners paid twice more than the imitial prices asked by the
SPF prove that financial mnvestors (through banks and offshore companies) are increasingly
interested in purchasing the power distribution companies) (See Annex 2)

Considering the aforementioned, 1t may turn out that an example with Odesaoblenergo tender
(mentioned in the section “Tenders”) will become a precedent for the future tenders The
provision on necessity of the appropriate experience makes conditions of commercial tenders
much more flexible from the point of view of bids’ evaluation If the tender commission will take
into account also the names of the companies participating 1n a financial consortium or standing
behind an offshore the resulits of commercial tenders will no longer be dependent from the price

bid for shares This approach will satisfy Minenergo and the SPF will have to agree for this
compromise on request of the CoM

Today Minister Sheberstov seems to be actively supporting Overcon s efforts to obtan
Qdesaoblenergo shares because he considers the Consortium to be a real strategic investor who
1s very important for the power sector

Overcon Consortium 1s an executive body of the Ukrainian Energy Partnership, the latter founded
by international investors nterested in purchasing multiple power distribution companies n
Ukrame The participants include Tomen Power Corporation and Tomen Power Fund and
Mitsur Trust and banking from Japan, ABB from Sweden, CMS Energy and Interamerican
Development Fund from the USA INA from Italy, FondElec Group from Columbia and

European Capital Management from Chech Re:pubhc3 (the consortrum may be jomed by EdF
(France)

Attachments to this Memorandum contain the following information

1 Annex | reflects the latest changes in privatization status of energy generation and
distribution companies After resolution of the Odesaoblenergo tender 1ssue (HAC
session of August 20™) 7 energy distribution companies will be more than 60% privately
owned With Mykolaiv- and Chernivtsyoblenergo by the end of September the GoU will
have 9 privatized Oblenergos To comply with requirements of the FRP the SPF will have
to conduct successfully 6 more tenders before the end of 1998 This figure can be reached
by shifting the ending date of tenders in any of 8 newly approved SAPs from January of
1999 to December of 1998 (It can be easily done, because the ending date of tenders
stated mn SAPs 1s January 1%, 1999) Otherwise, the SPF may offer for 1998 tenders the
remaming comparies which  include the most attractive  Kyivenergo
[t 15 necessary to mentton that 5% of Kirovogradoblenergo shares in the column ‘Shares

* The source Busmess # 32 (291) as of 08/10/98 p 29 ‘Experience Against Cash?” by Savely Garshvin
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Available” has been already offered for a specialized auction for cash which ended on
August 1* The auction results shall be approved within a month term

Annex 2 contains the list of official winners of commercial tenders for shares of energy
distribution  companies It should be mentioned that there 1s no official (public)
information on the sources of financing and real buyers of the shares The figures reflect
actual amount of cash paid by investors for the shares

Annex 3 consists of two pages with charts reflecting the trading of energy sector shares
through the PFTS in 1997 - 1998 The charts contain information on those companies
only which were actually traded during the weeks of July 20-31

Annex 4 contains the translated article from Investment Gazette describing the
Minenergo position n relation to Oblenergo tenders and latest official mmformation

regarding the future utilization of Compensation Certificates not collected by Ukrainian
citizens
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Type Company Tender Tender Ending Actual Stock Certificate | Expected | Available State
% (new SAPs)| month Sale Exchange Auctions | Sale Depth | Shares, % | Share %
% (new Depth, % | (new SAPs) | (new SAPs) %
tenders) % %
g Dniproenergo 24 17 53 51
E Donbasenergo 24 1015 02 99 944 51
% Tsentrenergo 24 17 64 51
O ]zakhidenergo 24 16 21 51
Sumyablenergo 36 72 98 202 25
Poltavaoblenergo 36 7093 407 25
Lvivoblenergo 35 70 88 412 25
Pnikarpattyaoblenergo 35 6875 6 25 25
QOdesaoblenergo 35 67 56 744 25
Chermigivoblenergo 35 66 37 8 63 25
Luganskoblenergo 35 67 30 770 25
Chernivtsyoblenergo 36! 28 24 64 24 1076 25|
|Mykolaivoblenergo 40 26 88 66 88 8§12 25
Ternopiloblenergo 20 25 0199 49 00 100 75 00 000 25
F Kirovogradoblenergo 20 25 0299 4233 266 69 99 501 25
= |Rivheoblenergo ) 35 0199 16 07 16 93 700 7500 000 25
@ [|Zaporizhiaoblenergo 40 0198 17 51 12 49 500 7500 000 25
i [|Zakarpattyaoblenergo 40 0199 20 86 14 12 7498 002 25
%  |Vinmtsaoblenergo 35 0199 26 60 640 700 75 00 000 25
O |Khmelnitskoblenergo 35 0199 2572 1426 74 98 002 25
Volynoblenergo 40 0199 22 19 12 81 7500 000 25
Zhytomiroblenergo 26 0199 36 68 12 32 7500 000 25
Kyivoblenergo 35 0299 2397 16 03 7500 000 25
Sevastopolnmuskenergo 16 77 16 77 58 23 25
Dniprooblenergo 18 51 18 51 56 49 25
Cherkassyoblenergo 22 86 22 86 52 14 25
Donetskoblenergo 23 36 23 36 5164 25
Kharkivoblenergo 2346 23 46 5154 25
Krimenergo 28 14 28 14 46 86 25
JKhersonoblenergo 3301 33 01 4199 25
|Kyivenergo 3727 37 27 3773 25

Annex 1
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Hagler Bailly Annex 2
List of Winners in Commercial Tenders for Energy Distribution Companies Shares
Relative to Relative to Price Paid
Equit Winne n
Company quity T of Statutory Fund Ask Price Nominal Amount Paid | Nominal Share Difference Relative to
Share Tender (nominal)
Share Price Price* Ask Price
1 2 3 4 5 6 7 8 9=7-5 10
Kirovagradobienergo 20% U
First Ukrainian 2984400000 7587 700 00 127 7 620 000 00 128 32300 00 100%
Privatization Fund
Ternopilobienergo 20% Investment
Company
PRODEXPORT 15 272 040 00 § 030 000 00 165 5 030 000 00 165 100%
for Padex
Industries Ltd
0,
Prikarpattyaoblenergo|  35% g:ﬁ:{:"s 2590887500 9397 000 00 104 9 420 000 00 104 23 000 00 100%
0,
Chernigivoblenergo 35% ﬁ““'lt::t'"a""e 29829506 00| 14000 G0 00 134| 1401000000 134 10 000 00 100%
Sumyoblenergo 36% Investment
Company 44 281 37400 15 941 295 00 100 18 600 000 00 117 2658 705 00 117%
ARSENAL
0
Poltavacblenergo 35% ﬁ“;“"as‘t Holding 5524000000 | 19 866 400 00 103 | 4435000000 229 | 24483 600 00 223%
Lvivoblenergo 35% Privat Bank 48,493,080 00 22,263 000 00 131 40,750,000 00 240 18,487,000 00 183%
Luganskoblenergo 35% Verrona Plus 52,030,730 00 25,260,000 00 139 25,263,000 00 139 3,000 00 100%
Odesaablenerga 35% Consortium
Overcon 52 123 890 00 18 254 000 00 100 0%
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Genco Share Prices, Volumes
Weekly Data 09/05/97-07/31/98
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Oblenergo Share Prices, Volumes
Weekly Data 09/05/97-07/31/98
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Electricity Stock Volume as Percent of Total
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Annex 4
Investment Gazette # 30(149) August 4" 1998

Sheberstov Demands Non-Commercial Tenders
By Galina Panchenko

Valery Pustovoitenko reminded that the privatization of Oblast electricity
distribution companies had been suspended by the Cabinet of Mumsters and
acknowledged work of the State Property Fund (SPF) unsatisfactory However,
according to Vice Prime Mwnster Nikolm Biliblotsky, the SPF s the dearest office
Sor the government because it has the right to manage the state property

As the SPF Fust Deputy Chairman Vitaly Kryukov reported on Frnday (July 31%)
meeting of the Cabinet of Mnusters, the SPF management believes, that this entity
(the SPF) was entrusted with a task beyond 1ts strength — not only to be engaged n
sale of the state property to earn budget money, but also to manage those facilities that
are under pnivatization In Russia, for instance, these functions are clearly
differentiated between two departments, 1¢e, the Property Fund and the Mistry of
Privatization As a result, the SPF 1s working at the same time 1n two opposite
directions having no time to do anything properly Valery Pustovoitenko reassured
Vitaly Kryukov having remunded him that management of the state property 1s now a

“headache” of a newly-created Agency for State Property Management headed by
Oleg Taranov

Last week Alexander Bondar, Acting Chairman of the SPF, who had come to work
after rehabilitation reported that he does not see a real opportumty to fulfill the
Privatization Program 1n respect of 100% receipts to the budget The major reason of
this, 1 his opiuon, 1s the bad market situation, “If the buyer all the time hears
statements on future financial crisis, he will undoubtedly bide his time Today we
can t sell entities at those prices at which two years ago they would went eagerly I ‘m
not sure that even such enterprise as “Zaporozhstal” could be sold now even at face
value although those willing to buy are more than enough” Alexander Bondar added
that now the Cabinet of Ministers 1s reviewing a new procedure of valuation of
privatization objects which will suit the current cash-oriented stage of privatization
According to the head of the SPF, 1t should not take mto consideration indexation of

fixed assets of 1997-1998 Otherwise the price of entities will be such that the SPF
could not find buyers

The announcement made by Shadman-Valavi, Head of the IMF muission, who at the
end of the last week said, summarizing the results of IMF mission’s work, that there
have been reached an agreement with our government on stabilization and structural
reforms over a time period of 1 July 1998 to 30 June 2001, gives some hope for
improvement In other words, at the IMF’s Board of Directors meeting to be held on

24" of August he will offer to approve the EFF loan for Ukraine mn the amount of $2 2
billion

If money of mvestors starts coming after the EFF loan, the SPF will have a real
opportunity to meet 1ts budget commitments There are many entities for sale, and
these entities are not the worst ones But as to actual buyers, there 1s nothing to speak
of Perhaps, Prime Minster Valery Pustovoitenko and Minster of Energy Alexei
Sheberstov are night nsisting on suspension of the process of privatizing electricity
companies until a concept of their sale will be revised As the Prime Minsster said, the

s
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privatization process that takes place now, that 1s the privatization for the sake of the
privatization, could satisfy nobody Because the major objective — to improve

settlements for electricity and receive large receipts to the budget — has not been
reached

A weighty argument for revision of sale methods (proposals of the Minister of Energy
come, primarily, to necessity of selling Oblast electricity companies on non-
commercial tenders) 1s the purchase of distribution compames’ shares by financial
intermediaries which are, in principle, commussion agents, and so do not bear
responsibility for investment commitments Besides, while determimung a winner of
the tender, the commussion does not and cannot take into account, according to the
rules of holding tenders, investment commitments proposed by participants Mr
Sheberstov expressed his wish to find known world leaders 1n the power sector among
the holders of electricity distribution companies’ shares, and not financial
intermedianes behind which “no one knows who stands™ For example, 1n the process
of concluding a contract of purchasing block of shares of “Ternopoloblenergo™ with
“Prodexport”, a wimner of the tender, there has been found out that the latter had
purchased shares for the company “Padex Industries Ltd” (according to A
Sheberstov) It 1s this company that will fulfil fixed terms and conditions of the tender
The Mimster also thinks that during fulfillment of terms and conditions of tenders,
there 1s a real nisk that mvestment obligations will be fulfilled not in cash, but through
offsets for existing debts In case of “Kirovogradoblenergo”, for example, investments
were made 1n the form of offset to the amount of 3 5 million UAH

According to Minenergo, 1n half a year the purchase-sale contracts were signed for
shares of five electricity companies, tenders for four companies have been considered
to be successful, but contracts have not been yet signed, six Oblenergos have not been
of interest to buyers Analysis of tenders held shows that tender prices insignificantly
exceed the imtial price — with largest excess making 16 times 20% block of
Temopoloblenergo’s shares was purchased by “Prodexport”, 35% block of
Chermgovoblenergo’s shares was sold to Avtoalyansinvest with an excess of 13
times, 36% block of Sumyoblenergo’s shares was sold to company “Arsenal” with an
excess of 1 17 times, 35% blocks of Prikarpatyaoblenergo and Kirovogradoblenergo
shares were sold, according to A Sheberstov, actually at a face value

List of the chosen ones for Finprom and Gosinvest has grown thinner to a great
extent

INVESTGAZETA has already written about the life the government 1s going to
breathe 1nto compensation certificates (CC) after their official death, that 1s, after
termmation of their issuance In short, the Minmstry of Industrial Policy, as a chief
ideologist, has specially created state company “Finprom” to which all compensation
certificates not called for as of 1 July 1998 to the amount of about 2 billion UAH will
be transferred (except for those issued by the state insurance company ORANTA)

Certificates will be invested 1n shares of attractive enterprises on specialized auctions,
and then be sold through financial intermediaries Money recerved (1t was planned that
this amount will make 3 5 billion UAH) will be used for sanation of enterprises after
the nominal value of CCs transferred will be returned to the budget The Minstry of
Industrial Policy did not expect Gosinvest to participate in this scheme However, the
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latter had time to properly react to the proposed scheme and get involved into the
process

We reported that the imitial list of enterprises the shares of which Finprom and
Gosinvest wanted to purchase consisted of 399 enterprises According to Alexander
Bondar, enterprises included in the hist should be sold for cash rather than offered for
(certificate) auctions Besides, he thinks that the mechamsm for putting up enterprises
for auctions must not be changed just for two companies “There 1s a political side
here If two firms have prionity, a conflict may arise Primanly, with the Parliament”

The SPF Acting Chairman unambiguously stated that certificate privatization should
be completed 1n 1998

The list of enterpnises 11 which Finprom and Gosinvest would like to invest their CCs
became much thinner as a result of lengthy negotiaions and now includes 93
enterprises A government official informed that included in the list are only those
enterprises, which are subordinate to the Mimstry for Industrial Policy Electricity
compames local gas distribution companies and enterprises 1n the construction and
microbiology industries were excluded Besides, at the SPF request, blocks of shares
for sale at specialized auctions will mclude state blocks rather than those planned for
sale at stock exchanges and tenders V Pustovoitenko informed that “today”, 1e last
Friday, he would sign the relevant Cabinet of Ministers resolution The SPF together
with the government will prepare orders as to blocks of shared which remam 1n state
property

It should be noted that there 1s not much time left for the designers of this scheme to
implement 1t as the certificate privatization will be completed on January 1, 1999
Blocks of shares need to be prepared for auction sales within the five months left
Moreover, 1t became known that the Savings Bank did not even started to transfer CCs
to Finprom despite the existing Cabinet of Mimsters resolution

And the last nuance It 1s known that the Parliament adopted a resolution to prolong
the term of 1ssuing CCs and PPCs, which 1s not being implemented because the
Privatization Program for this year clearly stipulates the deadline for the issuance of
certificates - the 1% of July 1998 As the majority of MPs voted for the above
resolution, they can be expected to mtroduce changes to the Privatization Program

But by that itme CCs may have been transferred to Finprom and Gosinvest and used
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To David Wolcott
CC Svetlana Golikova, Tom Smith, Jim Stanfield, Eric Haskins, John Kyle
FROM Andre1 Goncharenko
DATE September 2", 1998

SUBJECT Privatization & Stock Market Update Report
Period August 9th - August 29th, 1998

INTRODUCTION

Privatization 1n the power sector had slowed 1its pace in the month of August Having approved
new share allocation plans (SAPs) of 10 distribution and 1 generation company the State
Property Fund (SPF) as well as other state authorities was more preoccupied with the issue of
settlement of budget debts than with any other problem

The imtiatives of the Prime-Minister Mr Pustovoytenko to force the companies-debfors to pay
their overdue debts to the state budget and the Pension Fund are more dangerous to the privatized
enterprises than to the state-owned ones The Cabinet of Ministers of Ukraine (CoM) on August
7™ had 1ssued a resolution on returning the enterprises, which are in debt to the state budget,
Pension or Chernoby! Funds, into the state ownership and privatizing them again Then the SPF
Deputy Chairman Mr Vassilyev n the press conference on August 14™ stated that the SPF was
planning to start legal actions against the owners of such privatized enterprises and fulfill the
orders of the CoM Most probably that would be implemented through the tax pledge procedure
introduced by the Presidential Decree # as of Another SPF Deputy Chairman — Mr Kalnichenko
on August 11" informed that the SPF intended to terminate the contracts with international
advisors for open tenders for sale of 24% share packets of Donbasenergo (Creditanstalt
[nvestmentbank (CAIB)‘) and Tsentrenergo (Union Bank of Switzerland (UBS)

In Investment Gazette as of August 18" the SPF announced a new tender for valuation of stocks
of several companies including Donbasenergo This means that both 24% (allocated for open
(international) tender) and 10 15% (allocated for non-commercial tender) will be re-valued
before the announcement of terms and conditions of appropriate tenders

It should be mentioned that on August 4™ the general shareholder meeting of Donbasenergo had
approved allocation of 25% (at least 26 million UAH) of the 1997 net profit for dividends In that
way the company fulfilled the Cabinet of Mmmsters order as of July 21% requiring from the
entities (persons) authorized to manage state shares to insist on payment of at least 25% of profits
for dividends Taking into account that the state currently owns 86 76% of Donbasenergoz, the
budget shall receive at least 22 million Hryvnas from that source

' The SPF on 04/17/98 signed the contract assigning CAIB as an international advisor (auctioneer) for
24% Donbasenergo shares But the Ministry of Finance of Ukraine and CAIB could not come to the
agreement on terms of the cash deposit, the latter had to offer for the right to organize the tender

* According to the SAP of Donbasenerge approved by the SPF order # 1531 as of August 4™ 1998
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The companies Derzhinvest and Finprom entitled to obtain Compensation Certificates (CCs),
which were not collected by citizens, from the Oshadbank (State Savings Bank) and ORANTA
(State Insurance Company), plan to invest all these certificates during one specialized auction for
CCs (29" CC Auction) The SPF was introducing changes to SAPs of 93 enterprises (formerly
subordinated to the Ministry of Industrial Policy) to offer them for sale in that auction That 1s
why the starting date of the 29" CC Auction has been shifted from August 15" to August 22™
The share packets with average size of 15%-25% of many attractive enterprises in the metallurgy,
machine-building, mining and chemical industries will be offered for this CC Auction It should
be mentioned that the price of Compensation Certificates on the secondary market grew almost
twice during the last week before the beginning of the mentioned CC Auction Financial
intermediary companies, which usually bought stock 1n the CC auctions, were well aware of the
fact that after the 29™ Auction there will be no really attractive enterprises to 1nvest the
Compensation Certificates into

1 TENDERS

On August 20" the Supreme Arbitration Court of Ukraine (SAC) has satisfied the claim of FS
Trading company and prohibited to the SPF to sign the purchase-sale contract for 35% of
Odesaoblenergo shares with Overcon Consortium, which was the official winner of
corresponding commercial tender However, the SAC could not appoint the FS Trading as a
winner of the tender or force the SPF to take that action This means that the SPF will have to
announce another tender for Odesaoblenergo shares

Minenergo and Minister Sheberstov, in particular, may use this case for substantiation of a need
to replace the commercial tenders with non-commercial ones as a better tool to attract strategic
investors mto the power sector

2 PFTS MARKET

The PFTS (over-the-counter) market came into another period of recess in August 1998 The
traders focused their attention on the state bonds in the week of August 3-7 and compensation
certificates (see Introduction) in the week of August 10-14 The second week appeared to be the
beginning of a new crisis on the Ukrainian over-the-counter stock market, following the Russian
crisis In the week of August 17-21 the PFTS market fall even deeper Traders nearly stopped
dealing 1n corporate shares The crisis in Russia turned mto a global financial crisis Although,
the Ukrainian stock market (being much less liquid) has not suffered as much as the Russian one
there are no hopes for any improvements n the next month or two

Eastern Economist (August 10) (The week of August 3-7) The KAC-20 (S), KAC-20 (W) and
PFTS indices grew by 4 3%, 2 8% and 4 5% to 846, 817 and 41 05 respectively Only the ProU-
50 index declined by 1 98% to 75 84 The ProU-50 index 1s calculated based on the bid prices
and 1ts decline reflected decrease of these quotations, while the ask prices grew Trading of
corporate shares decreased by 67 5%, while the state bond sales grew by 165 8% KAC-energy
index grew 13 7% to 380 This was caused by the sharp growth of Kyivenergo bid ans ask prices
by 26 76% and 21 05% respectively Trading of Dniproenergo and Zakhidenergo stocks was not
as active as during the previous several weeks

Eastern Econonust (August 17) (The week of August 10-14) The KAC-20 (S), KAC-20 (W),
PFTS and ProU-50 indices fell by 1058%, 1045%, 1248% and 16 14% respectively
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Anticipation of devaluation of Russian ruble and a Russian banking crisis stimulated the
beginning of panic on the Ukrainian stock market

After the disclosure of SPF intentions to offer several very attractive enterprises at the 29"
Auction for Compensation Certificates (CCs), CC bid and ask prices increased by 90 63% and
97 50% The bids for stocks of those enterprises to be offered at the mentioned CC Auction fell
more sharply than the other stocks KAC-energy index declined 6 84% to 354 The bad market
situation made both bid and ask prices to fall This week bids for Kyivenergo reduced by 30 56%

Business (August 17) (The week of August 6-12) The traders currently can be divided into two
major groups those, who succeeded to sell out the stocks, and those, who did not There are no
expectations for improvement on the Ukraiman stock market During the period from August 6"
to 12" trading of state bonds made 75 55% and CCs — 3 69% of the total volume of sales

Eastern Economist (August 24) (The week of August 17-14) The KAC-20 (S), KAC-20 (W),
PFTS and ProU-50 indices fell by 3 1%, 5 3%, 8 6% and 21 5% respectively to 731, 696, 46 84
and 31 66 The total volume of stock sold through the PFTS was 5 86 million UAH, 1e 78 85%
of the previous period Energy sector declined by 83% KAC-energy index shipped 5 1% to 336
The bid and ask prices for all generation companies fell daily, but the actual trading has been

registered one day only The shares of Kyivenergo slightly grew and were traded more actively
than of any generation company

During the week of August 3-7 Kyivenergo shares sold at a volume of 1,471,405 95 UAH
(813 960 shares), Zakhidenergo - 821,943 25 UAH (33,000), Dniproenergo — 41,935 20
UAH (404) Donbasenergo — 28,000 UAH (2,000), Zhytomiroblenergo — 19,350 UAH
(225 000) and Tsentrenergo - 10,500 UAH (15,000)

During the week of August 10-14 Zakhidenergo shares sold at a volume of

5263 754 63 UAH (200,000 shares), Dniproenergo - 1,760,148 50 UAH (16,544 shares),
Tsentrenergo — 723 800 80 UAH (968,824), Donbasenergo — 99,330 UAH (7,000),
Kyivenergo - 19,680 00 UAH (13,000) and Dniproblenergo - 8,835 50 UAH (431)

During the week of August 17-21 Kyivenergo shares sold at a volume of 445,800 00
UAH (213 000 shares), Luganskoblenergo — 100,600 UAH (10,000), Zakhidenergo -
94 083 50 UAH (5,000), Dniproenergo — 88,076 40 UAH (1,000), Tsentrenergo -

48 144 00 UAH (105 320), Donbasenergo — 41,000 UAH (4,000) and
Sevastopolmiskenergo - 10 900 UAH (10,000)

Please see attached the charts reflecting the data on performance of energy sector shares on

PFTS as Annex 3 to this Memorandum The source of the end-of-week data was Eastern
Economist

3 CONCLUSIONS

The Russian financial crisis has triggered the fall on capital markets of the majority of former
Soviet Unmion (FSU) countries, Eastern and Central European countries and on major stock
exchanges The experts predict that if no urgent measures would be taken, the collapse of capital
markets in FSU, Eastern and Central Europe 1s mevitable The plans of the Government of
Ukraine to raise funds from privatization can not be successful, if the market situation will not
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improve Considering the fact, that on August 19" the President of Ukramne has vetoed the Law,
adopted by Verkhovna Rada on July 24", actually prohibiting creation of NaftoGaz Ukrainy
company, it should be expected that the parliamentarians will start active discussions on

privatization problems starting from the beginning of a new session The VR session starts on
September 1%

Last week the management of Khmelnitskoblenergo officially invited the Hagler Bailly
consultants to attend the first general meeting of company’s shareholders on August 27", 1998
Sofia Stavkova (public relations specialist) and Andrer Goncharenko (privatization specialist)
attended this meeting 71 persons representing 3,047,976 votes (90 6% of shareholders) took part
in the general meeting The Minenergo Deputy Minister Mr Ulitich represented the state share
almost equal to 73% Although, the decisions of that general meeting of shareholders depended
exclusively from the position of Minenergo representative, the meeting proved to be successful
The meeting was attended by representatives of several investment companies including Polar-
Invest and Kendall Properties Limited from Kyiv, Sigma Holding from Kharkiv and the less
known companies like New Century Holding (NCH), KTT Invest and others Together the legal
entittes currently hold approximately 15% of Khmelnitskyoblenergo shares It should be
mentioned that the only stage of share sale completed until the present time was preferential sale
of 17 02% of shares’ The shareholders-legal entities succeeded n getting their representative
Mr Danilov (Kendall Properties Ltd ) elected to the Supervisory Board of the company

It should be mentioned that Mr Demchuk (Polar-Investment) in his speech commenting the
Khmelnitskoblenergo Chairman of Board Mr Shpak’s report on financial results of the
company s activity in 1997 announced that Polar-Investment and Kendall Properties Ltd had
signed an agreement with the management of the company to 1ssue ADRs for its shares The
above-mentioned investment companies jointly with Ladenburg Thalmann and
Baker&Makkenzie plan to collect 5% of Khmelnitskoblenergo shares, ING Barings will serve as
a deposttory bank in Ukraine and the Bank of New York — as an issuer of 1* level ADRs in the

US In the future Khmelnitskoblenergo plans to issue ADRs of the 3 level through the same
Bank

The general meeting approved the decision to allocate at least 10% of the company’s net profit
for payment of dividends, although that will bring no revenues to the shareholders, because the
company had finished 1997 with a loss of 522 thousand UAH

Mr Shpak was elected as a Chairman of the Board for a new term In his report regarding the
current activities of the company and 1ts strategic plans for the future, he had mentioned that the
company currently 1s being assisted by Hagler Bailly consuitants within the USAID project in the
following areas cash collections and business planning, public relations, shareholder rights and
others Mr Shpak stated that the company expects to improve considerably the financial results
of 1ts operation working jointly with the USAID consultants

Attachments to this Memorandum contan the following information

I Annex | reflects the last changes in privatization status of energy generation and
distribution companies With Mykolarv- and Chernivtsyoblenergo by the end of

* Source SAP of Khmelmitskoblenergo approved by the SPF order # 1539 as of August 4™ 1998
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September the GoU might have 8 privatized Oblenergos, because of the cancellation of
Odesaoblenergo results by the SAC To comply with requirements of the FRP the SPF
will have to conduct successfully 7 more tenders before the end of 1998 This figure can
be reached by shifting the ending date of tenders 1n any of 8 newly approved SAPs from
January of 1999 to December of 1998 (It can be easily done, because the ending date of
tenders stated 1n SAPs 1s January 1%, 1999) Otherwise, the SPF may offer for 1998
tenders the remaining compantes, which include the most attractive Kyivenergo
It 1s necessary to mention that 5% of Kirovogradoblenergo shares 1n the column “Shares
Available” has been already offered for a specialized auction for cash, which ended on
August 1* The approval of auction results 1s pending

Annex 2 contains the list of official winners of commercial tenders for shares of energy
distribution companies It should be mentioned that there 1s no official (public)
information on the sources of financing and real buyers of the shares The figures reflect
actual amount of cash paid by investors for the shares

Annex 3 consists of three pages with charts reflecting the trading of energy sector shares
through the PFTS in 1997 - 1998 The charts contain information on those companies
only, which were actually traded in August

Annex 4 contains the article from Kyiv Post as of September 1%, 1998 describing the
situation with Odesaoblenergo tender
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Type Company Tender Tender Ending Actual Stock Certificate | Expected | Available State
% (new SAPs)| month Sale Exchange Auctions | Sale Depth | Shares, % | Share %
% (new Depth, % | (new SAPs) | (new SAPs) %
tenders) % %
&  |Dmproenergo 24 17 53 51
S [Donbasenergo 24 1015 0299 9 44 51
% Tsentrenergo 24 17 64 51
©  Jzakhidenergo 24 16 21 51
Sumyoblenergo 36 7298 202 25
Poltavaoblenergo 36 7093 407 25
Lvivoblenergo 35 70 88 412 25
Prikarpattyaoblenergo 35 68 75 6 25 25
Luganskoblenergo 35 67 30 770 25
Chernigivoblenergo 35 66 37 8 63 25]
Mykolaivoblenergo 40 26 88 66 88 8 12 25
Chernivtsyoblenergo 36 28 24 64 24 10 76 25|
Ternopiloblenergo 20 25 0199 49 00 100 75 00 000 25)
Kirovogradoblenergo 20 25 0299 4233 266 69 99 501 25)
5 Zapornizhiaoblenergo 40 01 99 17 51 1249 500 75 00 0 00 25|
e Zakarpattyaoblenergo 40 01 99 20 86 14 12 74 98 002 25|
2 [Volynoblenergo 40 0199 2219 1281 75 00 000 25}
X Rivneoblenergo 35 01 99 16 07 16 93 700 75 00 0 00 ~25]
s Vinnitsaoblenergo 35 0199 26 60 6 40 700 75 00 000 25|
a Khmelnitskoblenergo 35 0199 2572 14 26 74 98 002 - 25]
Kyivoblenergo 35 02 99 2397 16 03 75 00 000 25}
Zhytomiroblenergo 26 0199 36 68 12 32 75 00 0 00 25]
Kyivenergo 3727 37 27 3773 25|
Khersonoblenergo 3301 33 01 4199 25
Odesaoblenergo 32 56 32 56 42 44 25
Krimenergo 28 14 28 14 46 86 25}
Kharkivoblenergo 2346 23 46 5154 25|
Donetskoblenergo 23 36 23 36 5164 25)
Cherkassyoblenergo 22 86 22 86 52 14 25]
Dniprooblenergo 18 51 18 51 56 49 25|
Sevastopolmiskenergo 16 77 1677 58 23 25

Annex
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List of Winners in Commercial Tenders for Energy Distribution Companies Shares
Winner of Relative to Relative to Difference Price Paid
Company Equity Share Statutory Fund Ask Price Nominal Amount Paid | Nominal Share Relative to Ask
Tender . {nominal)
Share Price Price Price
1 2 3 4 5 6 7 8 9=7-5 10
Kiravogradoblenergo 20%
‘F,"St Ukrainian 2084400000 | 7 587 700 00 127 762000000 128 32 300 00 100%
nivatization Fund
Ternopiloblenergo 20% Investment
Company
PRODEXPORT 15 272 040 00 5 030 000 00 165 5 030 000 00 185 100%
for Padex
Industnes Ltd '
Prikarpattyaoblenergo 35% g:ﬁ:ﬂ‘s 2590887500 | 9397 000 00 104| 942000000 104 23 000 00 100%
o H
Chernigivablenergo 38% ﬁ‘:f;"‘a"“ 29829 506 00 | 14 000 000 00 134| 14010 000 00 134 10 000 00 100%
Sumyoblenergo 36% Investment
Company 44 281 374 00 15 941 295 00 100 18 600 000 00 117 2658 705 00 M7%
ARSENAL
0,
Poltavacblenergo 35% ft‘;“""s‘ Holding 55240 000 00 | 19 866 400 00 103 | 44350 000 00 229 | 24483 600 00 223%
Lvivoblenergo 35% Privat Bank 48,493,080 00 22,263,000 00 131 40,750,000 00 2 40 18,487,000 00 183%
Luganskoblenergo 35% Verrona Plus 52,030,730 00 25,260,000 00 139 25,263,000 00 139 3,000 00 100%
Commercial Tenders
Short Term Middle Term
Enterpnise Name Chartered Capital Nominal Share Sale Depth* Tender (starting | Tender (ending Packet for Tender| Packet Ask Price Investment Investment
Value date) date) . -
Obligations Obllgatlons ‘
1 2 3 4 5 6 7 8 9 10
KIROVOGRADOBLENERGO 29,844,000 00 10 00 42 33 0108 97 311297 20 7,587,700 00 5,000,000 00 17,000,000 00 |
TERNOPILOBLENERGO 15,272,040 00 10 00 49 00 011097 311297 20 5,030,000 00 4,402,000 00 3,054,000 00
SUMYOBLENERGO 44,281,374 00 100 36 98 28 04 98 28 05 98 36 15,941,295 00 21,000,000 00 28,000,000 00}
CHERNIGIVOBLENERGO 29,829,506 00 100 3137 28 04 98 28 05 98 35 14,000,000 00 10,000,000 00 17,760,000 00]
PRIKARPATTYAOBLENERGO 25,908,875 00 12 50 3375 06 05 98 05 06 98 35 9,397,000 00 5,000,000 00 13,250,000 00]
LUGANSKOBLENERGO 52 030,730 60 10 00 32 30 27 05 98 26 06 98 35 25,260,000 00 12,500,000 00 38,300,000 00
LVIVOBLENERGO 48,493,080 00 025 35 88 27 05 98 26 06 98 35 22,263,000 00 20,000,000 00 33,000,000 00
POLTAVAOBLENERGO 55,240,000 00 250 34 93 27 05 98 26 06 98 36 19,866,400 00 17,200,000 00 42,400,000 00
CHERNIVTSYOBLENERGO 14,195 170 00 10 00, 28 24 17 06 98 15 09 98 36 5,110,000 00 3,060,000 00 7,140,000 00, !
MYKOLAIVOBLENERGQ 39,660,000 00 200 26 88 17 06 98 15 09 98 40 17,162,000 00 8,200,000 00 18,700,000 00,
TOTALS 141617 395 00| 106,362,000 00 218,604,000 00

according to the official information of the SPF
Amount needed for settlement of accounts payable in arrears plus replemishment of current assets (60-days term)
Investment obligations for 3-5 years period plus financing of social assets plus environmental measures
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Electricity Stock Volume as Percent of Total
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ANNEX 4

Consortium redirects energies towards acquiring oblenergo

By Alexey Zerkalov
KYIV POST # 69 09/01/98 p 15 16

The international consortium Overcon Enterprise Ltd hopes to bid again for a stake in Odessa
oblast's electricity distribution company after seeing its winning bid for a large stake in the firm struck
down [t_:ty a court according to the local representative of one of the companies involved in the
consoartium

in tate July Overcon appeared about to become the first forelan investor - and the first investor of any
sort with known strategic interests in the energy sector into Ukraine's energy industry when the State
Property Fund awarded the consortium a 35 percent stake in the distributor, Odessaoblenergo via a
commercial tender But a successful appeal to Ukramne's Supreme Arbitration Court by one of the
consortium's competitors in the tender,

FS Trading Ltd nullified the victory

b While Isdtakes of several of Ukraine's 27 regional electricity distributors, known as oblenergos, have
een so

since the government launched its energy privatization plan in the beginning of the _¥ear Investors in
these stakes have been financial concerns, rather than strategic energy investors These financial
concerns are for the most part intermedianes working on behalf of nebulous thud parties

The announcement that Overcon had won the Odessaoblenergo tender thus appeared to be a major
breakthrough Overcon, registered in Cyprus, was set up by a group of foreign industrial powerhouses
with the specific aim of investing into the power sector in emerging markets

Instead of a breakthrough however Overcon's victory has c%mckly turned into yet another black
n

mark for Ukraine's privatization program And it has brought into question the motive of all sides
involved in the case

Management of Ukraine's state industnial giants have a history of playing favontes when t;)arlv.atlza'non
time comes around Often management opposes privatization entlrel¥, unwilling to cede both power
and whatever financial boost their management positions might give them Politicians for their part

often have their own reasons for preferring one investor or another

thThere Is no proof that politics has come into play in the case of the Odessaoblenergo tender But
ere 1s

some evidence that It has Volodymyr Katkov, the head of Odessaobleneigo's secunties department
was quoted by Interfax as saying that sufficient grounds existed for the appeal Meanwhile Ukraine's
energy minister, Ole

XI
Sheberstov told Interf)éx that the Energy Ministry supported Overcon's victory in the tender

In fact Sheberstov was instrumental in awarding the tender to Overcon in the first place, depute the
fact that the consortium offered a lower bid Since the tender was of the commercial variety, the
winner should have been the investor with the highest bid no questions asked Sheberstov had
argued that Overcon's impressive pedigree In the energy field made 1t by far the more logical investor

But such an argument while justified in a non-commercial tender, 1s should not be applicable in a
commercial tender

FS Tradln_? used this discrepancy to successfully win its case in the Supreme Arbitration Court on
August 20 The Court ruled that in Tact Overcon offered considerably less than money than that
offered by the plaintiff FS Trading

The defendant in the case was the SPF Commenting on the case SPF representative Nina
Dvorzhanskaya seemed to agree with the logic of the court She said that Overcon was chosen
because of its investment commitments and because of its exPerlence in the energy field However
she admitted that FS Trading submitted a higher initial bid "Of course, according to a commercial
tender that company wins which offers the highest bid " she said

Which leaves two questions unanswered Knowing the rules, why did the SPF go ahead and chose
Overcon the winner anyway? And why does Odessaoblenergo seém to prefer the nebulous FS
Trading to the proven strategic investor Overcon?

Several representatives of the SPF contacted by the Post refused to comment on the matter
Members of the Overcon consortium - which includes ABB (Switzerland), Mitsui (Japan), Tomen
Power (Japan) INA ilJtaIy), Eurgpa Capital Management (Czech Repubhc%, the Inter-American

Development Bank (U S') CMS Energy (U S ) and FondElec Group (U S ), were aiso hesitant to
comment on the affair

The Post was able to receive comment from one member of the consortium, European Capital
Management (ECC) Describing Overcon as the first reputable foreign consortium to make an



e A &

investment into the Ukrainian energy sector, ECC Director Viadimir Vishnevskiy said Overcon had in
fact offered more money If future Investments were taken into account

As far as | know the initial plan of FS Trading was to pay Hr 26 million to the government and
commit an additional Hr 49 million 1n future primary investments Overcon, on the other hand offered
Hr 23 million to the government and committed to an additional $410 million in direct investments over
the next [15-30] years, including $90 million over the first five years "

Vishnevskily added that the SPF was justified in choosing the known entity Overcon in this case
'Odessaoblenergo is a strategic company In the Odessa region No one wants the blackout of an
entire region because of an unreliable company " Its activity velled in secrecy, it Is unclear what
advantages FS Trading mlsght bring to the table "As far as | know FS Trading Ltd 1s registered

somewhere in Georgia, US, but | am not sure,” opined Vishnevskiy Both the Supreme Arbitration
Court and the SPF refused to reveal any information about FS Trading

Odessaoblenergo management refused to take sides on the issue in the wake of the Court decision
"We are a state-owned company therefore all questions over prnivatization are decided by the SPF

anfl't the Ministry of Energy," said Katkov "We have no voice at all It1s they who choose t¥ne strategic
partner

in the wake of the Court decision, it 1s unclear whether FS Trading wins the tender or not "It is not
clear how to follow the court decision," says SPF lawyer Marina Sharapa "The court has annuiled the

Protocol of the commission that named the winner of the tender But it does not say whether to annul
he whole tender or confer a victory upon the plamntiff

Overcon's Vislinevskry for one, 1s confident that Overcon will have another o%portumty to get its
claws on Odessaoblenergo - and confident the consortium will win the next tender Moreover if the

Supreme Arbitratton Court does confer victory upon FS Trading, Overcon will launch an appeal of its
own to the Court
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MEMORANDUM
—
To David Wolcott
CC Svetlana Golikova, Tom Smith, Jim Stanfield, Eric Haskns, John Kyle
FrROM Andre1 Goncharenko
DATE September 11, 1998

SUBJECT Privatization & Stock Market Update Report
Period August 31st - September 11th, 1998

INTRODUCTION

The financial crisis in Ukraine, which had started almost simultaneously with the Russian one,
has not only caused the real collapse of the Ukraiman stock market, but made evident, that the
Government of Ukramne failed to secure 104 billion Hryvnas budgetary income from
privatization The Acting Chairman of the State Property Fund (SPF) Mr Bondar in his interview
to Investment Gazette' stated that the maximum expected revenue from privatization in 1998 will
not exceed 500 million Hryvnas (app 250 million UAH to date) Although the Acting SPF
Chairman talked about the plans to 1ssue ADRs, using the shares of privatized enterprises as a
pledge, this can hardly be implemented today The foreign investors do not have much trust in
the emerging markets after the recent developments in Russia and Ukraine The only hope left
for the SPF 1s to get advance payments using a new strategy of privatization

Mr Bondar has mentioned in his interview, that the negotiations with the CreditAnstalt and
Union Bank of Switzerland, formerly appointed to be authorized auctioneers of Donbasenergo
and Tsentrenergo in the process of open tenders for their shares, came to a dead end That 1s why,
the SPF offered them a following new scheme the banks shall pay ahead the full nominal price
for 24% share packets of both generation companies and obtain these shares for further allocation
on international markets But, considering the fact, that the only company of the power sector
traded currently in the PFTS (Ukraiman over-the-counter trading system) with quotations higher

than the nominal price 1s Dniproenergo, 1t 1s difficult to expect that these banks will accept this
offer

On September 1%, the first day of a new session of Verkhovna Rada (VR), the President of
Ukraine submitted to VR his proposal to approve Mr Bondar as the SPF Chairman According to
the Ukrainian legislation this decision belongs to the exclustve competence of VR On September
10" the deputies declined the proposal and now expect a new one from the President

According to the latest information on September 9™ VR has vetoed Presidential Decree On
Management of State Corporate Rights This Resolution undermines the President’s intention to
transfer state-owned shares to management of the newly created National Agency for
Management of State Corporate Rights The answer of the President 1s still unknown In relation
to this I would like to mention the case of NaftoGaz Ukrainy company Before going on
vacation VR had passed the Law actually prohibiting foundation of this company It was
believed to be nothing else than a method to transfer to private hands the high-pressure gas

! Investment Gazette # 35 (154) as of September 8%, 1998 p 11
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pipelines and underground storages, which can not be privatized according to the laws of
Ukraine On August 21* the President vetoed the law adopted by VR And two days later Mr
Bakai (the Chirman of NaftoGas Ukrainy company told at the press-conference that the shares of
UkrGasProm (gas transportation and settlements with RAO GasProm) and 51% of UkrNafta
have been already transferred to the statutory fund of NaftoGas Ukrainy NaftoGas Ukrainiy also
absorbed the Pridniprovsky Pipelines (high-pressure) The Cabinet of Ministers (CoM) has given
two months term for liquidation of UkrGas Holding (gas distribution) and transfer of the state-
owned shares of 1ts divisions (regional gas-supplying companies) to NaftoGas Ukrainy The
inter-state Druzhba high-pressure pipelines are reported to be in the process of transfer to the
statutory fund of NaftoGas Ukrainy

The newly created monopoly on the natural gas market will be fully liable to the RAO GasProm
for old debts of UkrGasProm Taking into account the fact that the Russian side estimates
Ukramian indebtedness to equal 14 billion USD (estimates by representatives of the Ukrainian
Government fluctuate from 500 million to 750 million USD), all property transferred to
NaftoGas Ukrainy can be seized by the Russitan monopoly The book value of the statutory fund
of NaftoGas Ukrainy makes 1 5 billion USD

PFTS MARKET

The PFTS (over-the-counter) market 1s almost dead The volumes of corporate shares trading are
mnsignificant There are only few companies left with bid and ask prices higher than the nominal
value of their shares There 1s almost no demand Large traders as the Prospect Investments
Wood & Co, Alfa Capital and others started to talk about their plans to switch to the corporate
finance operations with the companies, shares of which they own There are no hopes for
improvement of the situation n this year

Eastern Econonust (August 31) (The week of August 25-28) The PFTS and ProU-50 indices
decreased by 18 5% and 23 1% to 25 81 and 36 02 respectively The sales volume for energy
sector grew 466 49% mostly due to transactions with Sevastopilmiskenego shares This stock
was never traded in the PFTS before, but this week the volume of sales made 702,652 38 UAH
for 159,730 shares ProU energy mdex decreased 29 6% to 41 92 due to bid and ask prices
changes as follows Kyivenergo — decrease by 26 27% (bid) and 3 72% (ask), Donbasenergo —
21 27% and -13 4%, Zakhidenergo -32 9% and -38 1% and Dniproenergo —35 7% and 0%
respectively

Eastern Econonust (September 7) (The week of August 31- September 4) The PFTS, KAC-20
(S), KAC-20 (W) and Wood-15 indices fell by 28 2%, 9%, 9 7% and 12 7% to 21 1, 619, 576
and 523 respectively The KAC-energy index was down 6 6% to 282 This week only well
known stocks as Tsentrenergo and Zakhidenergo were traded regularly with low sales volumes
Since the share market does not exist, traders are starting to talk increasingly about moving into
corporate financing Companies like Prospect-Investments and Wood & Co are willing to
become financial and investment advisers of those companies, shares of which they own

During the week of August 25-28 Sevastopolmiskenergo shares sold at a volume of
702,652 38 UAH (159,730 shares), Tsentrenergo - 476,015 00 UAH (657,500),
Luganskoblenergo — 133,461 72 UAH (12,660), Dniproenergo — 72,500 UAH (1,000),
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Donbasenergo — 62,000 UAH (6,500), Zakhidenergo - 26,500 UAH (2,000) and
Zaporizhiaoblenergo - 9,490 50 UAH (513)

During the week of August 31- September 4 Cherkasyoblenergo shares sold at a volume
of 1,691,970 00 UAH (4,200,000 shares), Tsentrenergo - 44,900 20 UAH (190,001),
Zakhidenergo— 39,000 00 UAH (4,000), Dniproenergo — 30,550 UAH (700),
Luganskoblenergo - 30,350 00 UAH (3,035) and Kyivenergo - 15,600 00 UAH (13,000)

Please, see attached the charts reflecting the data on performance of energy sector shares on
PFTS as Annex 3 to this Memorandum The source of the end-of-week data was Eastern
Economust

CONCLUSIONS

There have been no events in the sphere of power sector privatization during the reported
period It can be expected that the latest financial crisis will become one more reason for
replacing commercial tenders for energy distribution companies with non-commercial ones The
major explanation could be that strategic ivestors would not pay more than nominal value of
shares, but invest considerable amounts in the future Otherwise, the tenders will fail because of
the general depression of the market

Attachments to this Memorandum contain the following information

1 Annex 1 reflects the current privatization status of energy generation and distribution
companies There has been no change compared to the previous period

2 Annex 2 consists of three pages with charts reflecting the trading of energy sector shares

through the PFTS m 1997 - 1998 The charts contain information on those companies
only, which were actually traded 1in August
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MEMORANDUM
T
To David Wolcott
CC Svetlana Golikova, Tom Smith, Jim Stanfield, Eric Haskins, John Kyle
FrROM Andre1 Goncharenko
DATE September 25, 1998

SUBJECT Privatization & Stock Market Update Report
Period September 14th - September 25th, 1998

INTRODUCTION

The continuing financial crisis in Ukraine has seriously damaged the national stock market,
which was always considerably smaller compared to the Russian one The last two weeks
trading of corporate shares in the over-the-counter trade system almost stopped Other news
in the sphere of privatization and stock markets were mostly also discouraging

The only positive sign was the resolution of Verkhovna Rada of Ukraine (VR) to ban the
transfer of Compensation Certificates (CCs) to Derzhinvest and Finprom companies and sales
of share blocks of attractive strategic enterprises to these entities for CCs on the 29"
specialized CC auction' The State Property Fund (SPF) has officially announced cancellation
of the 29" and 30" CC auctions 1n 1ts Order # 1795 as of September 18", 1998 The positive
side of this event 1s that the VR resolution prevented creation of an actual source of financing
for two companies at the expense of people’s savings The negative side 1s that the term of
issuing CCs will be extended, thus postponing the end of certificate privatization

Mr Bondar, the acting SPF Chairman, has submitted for consideration of VR the State
Privatization Program for 1999, which has to be adopted by VR as a Law of Ukraine The
new Privatization Program envisages that in 1999 the privatization will be conducted
exclusively in the way of sales for cash (It 1s offered to use the cash sales method even in the
process of preferential share sale, which had always been primarily a way for investment of
privatization securities by the employees of privatized enterprises) The Cabinet of Ministers
of Ukraine (CoM) got the new program for consideration at the end of August 1998 The
target for cash inflows to the state budget in 1999 1s set to make 800 million UAH Mr
Bondar today says that this figure 1s much more realistic than 1,04 billlon UAH revenues
planned for 1998 He expects that the actual amount of revenues from privatization to the
state budget this year will make approximately 500 million UAH

The SPF also disclosed the information on 1ts proposal to the CreditAnstalt InvestmentBank
(CAIB) and Union Bank of Switzerland (UBS) to change the terms of contracts for authorized
consultant services (for international tenders for shares of Donbasenergo and Tsentrenergo
power generation companies) for terms of underwriter agreement The mentioned banks could
not come to an agreement with the Minstry of Finance of Ukraine (Minfin) on the conditions

! Resolution of Verkhovna Rada # 108-XIV as of September 15“‘, 1998
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of cash deposits, they had been asked to provide for the period of international (open) tenders,
and 1n the result the contracts for authorized consultant services between them and the SPF
had not been signed

Now, the SPF offers to these banks to pay the nomnal (face) value of shares proposed for
international (open) tender (24% of equity of Donbasenergo and Tsentrenergo) and get the
nght to sell these shares to potential mvestors at their discretion But, 1t seems to be hardly
possible that the banks will agree to that offer, because the market price of shares of both
those compames currently fall below their face value (1n the over-the-counter (PFTS) system)

On September 18" the SPF has also adopted a resolution (The number 1s not available,
because 1t was not published The information source was mass media) about a re-
privatization (nationalization) of shares of privatized companies, 1n which the buyers failed to
fulfill therr nvestment obligations The list of companies mcludes 46 names Among them 1s
one nlectricity distribution company (Ternopiloblenergo) The company Prodexport, which
purchased 20% of Trnopiloblenergo in the commercial tender 1s one of those, who should
return the shares to state ownership by October 1%, 1998 There 1s a schedule of actions of the
state authorities envisaging completion of the re-privatization process by the end of 1998 It 1s
planned that re-privatized shares will be sold to private investors again 1n future

September 18™, 1998 proved to be a day, when the SPF adopted a number of resolutions,
which are of great interest to all parties interested in the privatization process and stock
market of Ukraine The same day the SPF adopted the Order # 1796 approving the off-shore
company FS Trading Limited LLC (with British Virgin Islands registration) as a winner of the
second tender for 35% of Odesaoblenergo It was a surprise for everyone (including
representatives of the Overcon consortrum?) There was no official announcement about the
second tender for Odesaoblenergo Besides that according to the information in mass media,
the SPF has already signed a purchase-sale contract for Odesaoblenergo shares and that
should be a major violation of the appropriate regulation, while the contract of this nature
requires preliminary official approval of the Antimonopoly Commuttee of Ukraine (AMC)

PFTS MARKET

The PFTS (over-the-counter) market 1s almost dead The information of IMF EFF loan and
World Bank credits did not cause any reaction on the stock market Financial crisis, problems
of the banking sector and re-privatization mitiatives damage any hope for the improvement

Eastern Economust (September 14) (The week of September 7-11) This week the traders
were considerably active trying to protect themselves from devaluation of Hryvma This
caused growth of the PFTS index by 21% and Wood-15 by 1 34% to 530 The total volume of

2 The Cyprus-registered Consortium Overcon was denied its right to obtain 35% of Odesaoblenergo by the
decision of the Supreme Arbitration Court of Ukraine as of August 20", 1998 Please, see the Reports as of
September 2™ and August 11®

Hagler Bailly
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stocks that changed hands through the PFTS system 1n this period was 1 254 mullion UAH, or
27% of the previous period results Sales volume n energy sector dropped by 87 9%

Eastern Economust (September 24) (The week of September 14-18) The PFTS, Wood-15
and ProU-50 indices fell by 3 1%, 4 3% and 18 5% Traders were saying that the market did
not exist this week They were also alarmed by the NBU decision to devalue the national
currency (Hryvmua dropped to 2 99 at the Ukraiman Interbank Currency Exchange (UICE)
They preferred to wait and observe than to trade at a loss The total volume of stocks that

changed hands through the PFTS system in this period was 3 074 UAH, 1e 245% of the
previous period

During the week of September 7-11 Dniproenergo shares sold at a volume of 78,870
UAH (1,770 shares), Zakhidenergo - 58,146 00 UAH (5,002), Tsentrenergo —
52,255 00 UAH (218,320), Kyivenergo — 19,900 00 UAH (18,000) and
Luganskoblenergo — 15,440 UAH (1,544)

During the week of September 14-18 Dmiproenergo shares sold at a volume of
234,513 36 UAH (4,162 shares), Zakhidenergo— 190,998 74 UAH (14,166) and
Donbasenergo - 27,192 60 UAH (4,350)

Please, see attached the charts reflecting the data on performance of energy sector shares on
PFTS as Annex 3 to this Memorandum The source of the end-of-week data was Eastern
Economuist

CONCLUSIONS

The current financial crisis of Ukraine has deeply affected the stock market and endangered
the process of privatization as 1t 1s Despite the announced mitiatives aimed at stimulation of
privatization 1n energy sector, actual measures implemented by the Government of Ukraine
(GoU) can hardly attract any foreign investor The GoU impersonated by the Prime-Minister
Mr Pustovoytenko tries to increase cash inflow to the state budget by squeezing payments to
the pension fund and state budget from directors of privatized and state-owned companies

The anti-crisis program drafted by the CoM and approved by the joint Resolution of the CoM
and National Bank of Ukrame (NBU) # 1413 as of September 10", 1998 mcludes the
provisions 44 and 45 envisaging conducting by the end of the year “guaranteed allocation”
(meaning underwriting) of shares of Tsentrenergo and Donbasenergo, and Kyivenergo and
Zaponizhiaoblenergo respectively Considering the fact that shares of all mentioned
compantes of the power sector are being traded 1n the PFTS lower than their face value, 1t 15
doubtful that a proposal of this kind will be accepted by anyone The situation with
Odesaoblenergo may be one more reason making Ukrainian power sector less attractive for
foreign strategic investors They will be acutely aware of the fact, that even winning a tender

they mught find out that a well-connected off-shore company makes a claim to the court and
takes the shares over

Hagler Bailly
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Attachments to this Memorandum contain the following information

1

Annex 1 reflects the current privatization status of energy generation and distribution
companies There has been no change compared to the previous period Informal
sources m the SPF say that even though the lists of enterprses, subject to re-

privatization exist and are even being amended, nobody has seen any official
document regulating this process

Annex 2 reflects the latest changes in the sphere of fimished commercial tenders

including a new winner of Odesaoblenergo tender with approximate figure of the
amount offered for the share packet (1nformal data)

Annex 3 consists of three pages with charts reflecting the trading of energy sector
shares through the PFTS n 1997 - 1998 The charts contain information on those
companies only, which were actually traded in August

Hagler Bailly
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Type Company Tender Tender Actual Stock Certificate Expected Available |State Share
% (new SAPs) Sale Exchange Auctions |Sale Depth %) Shares, % %
% Depth, % | (new SAPs) | (new SAPs)
% %
5 Dniproenergo 24 17 63 51
S [Donbasenergo 24 10 15 9 44 51
%" Tsentrenergo 24 17 64 51
O  |zakhidenergo 24 16 21 51
Sumyoblenergo 36 72 98 202 25
Poltavaoblenergo 36 7093 407 25
Lvivoblenergo 35 70 88 412 25
Prikarpattyaoblenergo 35 68 75 6 256 25
Odesaoblenergo 35 67 56 744 25
Luganskoblenergo 35 67 30 770 25
Chermgivoblenergo 35 66 37 863 25
Chernivtsyoblenergo 36 28 24 64 24 1076 25
Mykolanvoblener 40 26 88 66 88 812 25
T d!l U h if : $i318y 5 : 00

Klrovogradoblenergo 20 25 42 33 266 69 99 501 25
5 Zaporizhnaoblenergo 40 17 51 12 49 5 00 75 00 0 00 25)
= [Zakarpattyaoblenergo 40 20 86 14 12 74 98 002 25]
2 [|Volynoblenergo 40 22 19 12 81 7500 000 25]
& |Rivneoblenergo 35 16 07 16 93 700 75 00 000 25]
% [Vinnitsaoblenergo 35 26 60 6 40 700 75 00 000 251
0 |Khmelnitskoblenergo 35 2572 14 26 74 98 002 28]
|Kyivoblenergo 35 2397 16 03 7500 000 25
Zhytomiroblenergo 26 3668 12 32 75 00 000 25=
Kyivenergo 37 27 37 27 3773 25)
Khersonoblenergo 3301 33 01 4199 25|
|[Knmenergo 28 14 28 14 46 86 25]
Kharkivoblenergo 23 46 23 46 5154 25}
Donetskoblenergo 2336 23 36 51 64 25]
Cherkassyoblenergo 22 86 22 86 52 14 25]
Dniprooblenergo 18 51 18 51 56 49 25]
Sevastopolmiskenergo 1677 16 77 58 23 25

Annex

250998
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List of Winners in Commercial Tenders for Energy Distnibution Companies Shares

Winner of Relative to Refative to Difference Price Paid
Company Equity Share Statutory Fund Ask Price Nominal Amount Paid | Nominal Share Relative to Ask
Tender . (nominal)
Share Price Price’ Price
1 2 3 4 § [] 7 8 9=75 10
Irvasiivetit
* GHpaRY H
Ferdpabblanmin 4% PROGBEXPORT L Erede B 5,085,008 B8 ~ $85F  Badgdddn kL + by
Kirovogradoblenergo 20% Prvatization Fund 2984400000 7587 70000 127| 762000000 128 32 300 00 100%
Ukrainian
Prikarpattyacblenergo 35% Seounties for 2590887500 9397 000 00 104| 942000000 104 23 000 00 100%
Cape Trading
Holding Ltd
Chemigivablenergo 35% f,\“\’/g’;“'ame 29829506 00| 14 000 000 00 134 1401000000 134 10 000 00 100%
Investment
Sumyoblenergo 36% Company 4428137400 15941 295 00 100| 18600000 00 117] 265870500 117%
ARSENAL
Paltavaoblenergo 35% f&"‘mf“ Holding 5524000000 19 866 400 00 103 4435000000 229| 24483600 00 223%
Lvivoblenergo 35% Prvat Bank 48,493,080 00 | 22,263,000 00 1311 40.750,000 00 240 | 18,487,000 00 183%
Odesacblenergo 35% Efnx;d‘f‘fc 5212389000 18 264 000 00 100| 2600000000 143| 774600000 142%
‘ Luganskoblenergo 35% Verrona Plus 52,030,730 00 | _25.260.000 00 139 ] 25.263.000 00 139 3.000 00 100%
Commercial Tenders
Short Term Middle Term
Enterprnise Name Chartered Capital Nom{;r:lluzhare Sale Depth Tendzragset)amng Tend:;t(ee)ndmg Packet for Tender} Packet Ask Price Investment Investment
Obligations™™ Obligations™
1 2 3 4 5 5 7 ) 5 10
KIROVOGRADOBLENERGO 29.844,000 00 10 00 42 33| 01 09 97, 311297 20 7,587,700 00]  5.000,000 00 17,000,000 00
SUMYOBLENERGO 44,281,374 00, 100 72 98] 28 04 98 28 05 98 36] 16,941,295 00] 21,000,000 00 28,000,000 00
(POLTAVAGBLENERGO 55,240,000 00 250 70 93] 57 05 98 26 06 98 36] 19,866,400 00] 17,200,000 00] 42 400,000 00
|tvivoBLENERGO 48,493,080 00 025 70 88 27 05 98} 26 06 sal 35| 22.263,000 00| 20,000,000 00 33,000,000 00
PRIKARPATTYAOBLENERGO 25 908,875 00 12 50 68 75 06 05 98 05 06 93 36| __ 9,397,000 00] 5,000,000 00 13,250,000 00
ODESAOBLENERGO 52,123,890 00 10 00 67 56 12 05 98 18 09 98_1 35| 18,254,000 00] 10,000,000 00 50,200,000 00
LUGANSKOBLENERGO 52,030,730 00 10 00 67 30 27 05 98| 26 06 98 35| 25,260,000 00] 12,500,000 00 38,300,000 00
CHERNIGIVOBLENERGO 29,829,506 00 100 66 37 28 04 98] 28 05 98 35| 14,000,000 00| 10,000,000 00 17,760,000 00
CHERNIVTSYOBLENERGO 14,195,170 00 10 00 28 24 17 06 98 15 09 98 36| __ 5,110,000 00] 3,060,000 00 7,140,000 00
MYKOLAIVOBLENERGO 39,660,000 00 200 26 88 17 06 98 16 09 98| 40| 17,162,000 00] __ 8,200,000 00 18,700,000 00
l TOTALS | 150871 39500| 171 96000000 265 750 000 00|

according to the official Information of the SPF
Amount needed for settlement of accounts payable in amears plus replenishment of current assets (60-days term)
Investment obligations for 3 5 years period plus financing of saclal assets plus environmental measurss

Annex
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