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1  List of abbreviations and glossary of terms

Term Meaning

Budget Code Budget Code of Ukraine No. 2456 -VI dated 8 July 2010,
http://zakon.rada.gov.ua/laws/show/2456  -17/ed20171224

MSG Multi-stakeholder group, which includes the representatives of
government, companies and civil society and has been created to
control the process and communication on EITI Report findings, as
well as to integrate EITI for broader activities on ensuring the
extractive industries transparency

0JsC Open Joint-Stock Company

Parliament Verkhovna Rada of Ukraine

GZK Ore Preparation Plant

Mining Law The Mining Law of Ukraine No. 1127 -XIV dated 6 October 1999,
https://zakon.rada.gov.ua/laws/show/1127  -14/ed20171218

UAH Ukrainian hryvnia

GTS Gas transportation system

SJSC State Joint -Stock Company

S0JSC State Open Joint -Stock Company

Heolekspertyza SGE State Commission for Examination of Geological Projects and

Estimates Heolekspertyza

State budget

State Budget of Ukraine

Geoinform of Ukraine SRPE

State Geological Information Fund of Ukraine State -owned
Research and Production Enterprise

Derzhgeonadra, Geology Service

The State Service for Geology and Mineral Resources of Ukraine

State Labor Service

The State Labor Service of Ukraine, created as a result of
reorganization of State Service for Mining Supervision and
Industrial Safety of Ukraine and the State Labor Inspection of
Ukraine

State Statistics Service, SSSU

State Statistics Service of Ukraine

SCMR State Commission on Mineral Resources

usD US dollar. Average exchange rate in 2017 was §26,60 UAH/USD

SE havaz Zom2z" | " ~0z =«o¢zOO ¥2}z"-

JAA Joint Activity Agreement

SFS The State Fiscal Service of Ukraine (after August 2019 g State Tax
Service of Ukraine)

uscC Unified contribution for mandatory state social insurance, Unified

Social Contribution

Law on Oil and Gas i}z av- ¥{ ji"v~oz ¢dadlldateddl2 July y
2001

Law on EITI i}tz av- ¥{ jj"v~oz ¢édon ZoO«" ~ago|
~oy«©2 " ~z ©Qll dadedC18 Septendber 2018
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Term Meaning

https://zakon.rada.gov.ua/laws/show/2545  -19

PSA Law itz av- ¥{ jj"v~oz ¢do e’ ¥y«x? -~
1039 -XIV dated 14 September 1999,
https://zakon.rada.gov.ua/laws/show/1039  -14/ed20171218

EITI Report Report containing the major deliverables of the procedures
performed as part of EITI implementation at the country level for a
year (in this particular case gfor 2017)

EITI Extractive Industries Transparency Initiative

CMU Cabinet of Ministers of Ukraine

Subsoil Code The Subsoil Code of Ukraine No. 132/94 -VR dated 27 July 1994,

https://zakon.rada.gov.ua/laws/show/132/94 -
%D0%B2%D1%80/ed20171218

Ministry of Energy, MECI

Ministry of Energy and Coal Industry of Ukraine

Ministry of Economy

Ministry for Development of Economy, Trade and Agriculture of
Ukraine

Mineconomy

Ministry for Development of Economy, Trade and Agriculture of
Ukraine

(formerly the Ministry of Economic Development and Trade of
Ukraine).

According to CMU Resolution No. 838 dated 11 September 2019,
the Ministry of Economic Development and Trade of Ukraine was
renamed the Ministry of Economic Development, Trade and
Agriculture of Ukraine

Minekoenergo

Ministry of Energy and Environmental Protection of Ukraine
(Formerly the Ministry of Energy and Coal Industry).

According to the Resolution of the Cabinet of Ministers of Ukraine
No. 829 dated 2 September 2019, the Ministry of Ecology and
Natural Resources was renamed the Ministry of Energy an d
Environmental Protection of Ukraine, and the Ministry of Energy
and Coal Industry was reorganized by joining the Ministry of Energy
and Environment.

Ministry of Finance

Ministry of Finance of Ukraine

Customs Code

The Customs Code of Ukraine No. 4495 -VI dated 13 March 2012

EITI International Secretariat

Independent body responsible for EITI implementation and
management at the international level. It is based in Oslo (Norway)

SPE

Small private enterprise

Naftogaz of Ukraine NJSC

Naftogaz of Ukraine National Joint Stock Company

EITI National Secretariat

National body, which coordinates and supports EITI at the country
level.

NBU

National Bank of Ukraine

Independent Administrator

External independent entity, which provides the services on
preparation of EITI Report for 2017 and which has no conflict of
interest in respect of provision of such services
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Term Meaning
NEURC National Energy and Utilities Regulatory Commission
PJSC Public Joint -Stock Company
PICE Private Industrial and Commercial Enterprise
VAT Value added tax
PIT Personal income tax

Reporting entities

Companies and government authorities, which provide the
reporting data for further processing and presentation in the EITI
Report

Tax Code

The Tax Code of Ukraine No. 2755-VI dated 2 December 2010,
https://zakon.rada.gov.ua/laws/show/2755 -17/ed20171231

Procedure for granting licenses

The Procedure on granting special permits on subsoil use, approved
by the Resolution of the CMU No. 615 dated 30 May 2011, as of 12
December 2017, unless otherwise specified in the EITI Report ,
http://zak on.rada.gov.ua/laws/show/615 -2011 -
%D0%BF/ed20171218

Procedure for holding auctions
for the sale of licenses

The Procedure for holding auctions for sale of special permits on
subsoil use approved by the Resolution of the CMU No. 594 dated
30 May 2011, as o f 12 December 2017, unless otherwise specified
in the EITI Report, http://zakon.rada.gov.ua/laws/show/594  -2011 -
%D0%BF/ed20170719

PrJsSC

Private Joint -Stock Company

Transportation royalty

Rent for transportation of oil and oil products through trunk
pipelines and oil product pipelines through Ukrainian territory,
natural gas and ammonia transit transportation via pipelines
through Ukrainian territory

License

Special permit for the use of subsaoil

EITI Standard

Npa@z"opyva~¥py¢ O2voyv' 'y ¥{ zo0O«’
natural resource governance process within the EITI framework .
Ukraine EITI Report for 2017 was prepared in accordance to EITI

Standard 2019.

JvV Joint Venture
UBMR Construction Works Department
PSA Production Sharing Agreement
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2 Executive summary

This report provides information on the activities of Ukraine's extractive industries during
2017. This is the fourth report prepared by Ukraine under the Extractive Industries
Transparency Initiative (EITI).

The 2017 report expanded the volume of information about government involvement in
Ukraine's extractive industries, namely, government financial support provided to reporting
companies in the form of transfer payments and public sector companies operations. The
report also includes information on the new extractive industry  gconstruction st one mining.

The contribution of extractive industries to the Ukrainian economy

The direct contribution of the extractive industries to the gross domestic product of Ukraine in
2017 amounted to UAH 177.2 bin or 5.9% of Ukraine's GDP, which is slightly high er than in
2016 (5.4%). The production output of the extractive industries in 2017 amounted to UAH
412.5 bln, which is 5.5% of the total output of goods and services in Ukraine. These indicators
evidence that the extractive industries remain significant fo r the Ukrainian economy in terms
of income and value added.

It is also worth noting that the extractive industries grew faster in 2017 than the overall
Ukrainian economy. The output of mining industries increased by 36.0% compared to the
previous year and gross value added by 34.6%. At the same time, output of goods and services
in Ukraine increased by 23.7% and GDP of Ukraine by 25.1%

Coal

The coal industry is a strategically important part of the energy sector where the presence of
the state is quite high. At the end of 2017, out of 481 operating mines in Ukraine, there were
94 state -owned mines and 387 private mines. State -owned enterprises accounted for 13.9% of
the total coal production. In addition, in 2017, the coal industry enjoyed the biggest finan  cial
support from the state (70% of the total) among all types of economic activities.

In 2017, the actual coal production was 14.6% lower than in 2016. At the time of preparation

of this report, a significant number of coal mining companies (major part of the Donetsk coal
basin), namely 94 mines and 131 state -owned enterprises, were in the territory where the state
authorities of Ukraine temporarily do not exercise their powers, which complicates further
development of the region.

With the fall in producti on, the total volume of coal imports increased in 2017, with more than
half of it imported from Russia.

Oil and natural gas

As of 01.01.2018, there were 199 oil fields  on the territory of Ukraine, the estimated balance
sheet reserves of which amounted to 109,574 thousand ton nes. However, only 137 fields have
the status of industrial development, and their balance sheet reserves accounted for 79.0% of
Ukraine's total oil balance sheet reserves. Oil balance sheet reserves are heavily exhausted
(72.3%), while the total oil reserves are rather poorly explored (38.4%)
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The natural gas balance sheet reserves in Ukraine in 2017 was 829 449 mcm, 86.7% of which
accounted for 268 industrially developed fields. As of the end of 2017, there was the total of
406 natural gas deposits in Ukraine.

The total oil production in 2017 was 6.4% less than in 2016, amounting to 1,515 thousand
tonnes. At the same time, the volume of natural gas extraction increased to 20,509 mcm or
2.4% compared to 2016.

Public sector enterprises have traditionally been the champions in oil and natural gas
extraction . Indeed, Ukrnafta PJSC and Ukrgazvydobuvannya JSC together produced 92.4% of
the total oil volume. However, in 2017, the role of the private sector was increasing: the volume
of oil produced by private sector companies increased by 57.5% compared to 2016.

Of the total natural gas extraction , 74.4% came from Ukrgazvydobuvannya JSC. Ukrnafta PJSC
was the second top, although its extraction indicators decreased by 14.7% compared to 2016.
The private sector growth rate in total natural gas extraction was slower than in oil production,
up only 0.4% in 2017.

In 2017, Ukraine exported of 83.5 thousand ton nes of oil, what was untypical for the country.
The main destination was lItaly.

Transportation of oil and natural gas

In 2017, the total volume of natural gas transportation through the Ukraine's gas
transportation system amounted to 120.9 bcm, which is 8.2% more than in 2016, including
transit of 93.5 bcm.

In 2017, the total revenue from natural gas transportation amounted to UAH 51,181.4 million.

The total physical volume of oil transportation in 2017 amounted to 16,033.685 thousand
tonnes, and the total revenue gener ated amounted to UAH 3,738.5 million, according to the
information provided by Ukrtransnafta JSC.

In 2017, changes were made to the methodology for calculating the tariffs for transportation

of oil and petroleum products through main oil pipelines. The new approach provides for the
split of expenses of the enterprise by two transportation segments: transit transportation of il
through the territory of Ukraine vs. transportation of oil to the Ukrainian consumers.

Iron ore s

The bulk of iron ores reserves in Ukraine is concentrated on the Ukrainian Crystal Shield in the
Krivyi Rih iron ore s basin. As of 01.01.2018, the balance sheet reserves of ores amounted to
19,711.8 million ton nes in category A + B + C1 and 7,447.3 million ton nes in category C2.
During 2017, geological prospecting was carried out at 2 fields gPerevozivske field and Rudnik
Kirova field (the area in vicinity of Artem mine).

The total volume of iron ore s mining in 2017 decreased by 1.3% compared to 2016 and
amounted to 161.8 million ton nes. Iron ores was extracted mostly in the Dnipropetrovsk and
Poltava regions.

According to the State Statistics Service of Ukraine, the total exports of iron ores and
concentrates (agglomerated and non -agglomerated) in 2017 decreased by 5 .0% compared to
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2016, amounting to 37.4 million ton nes. Total revenues from iron ore s exports amounted to
USD 2,588.2 million

Titanium ores

According to the US State Geological Survey, the total reserves of titanium ores in Ukraine
amounted to 8,400 thou sandtonnesin 2017. During 2017, the exploration works were carried
out at the Paromivske and Krasnorichenske deposits of ilmenite ores with the participation of
Ukrainian Geological Company SE and Zhytomyrburrozvidka LLC.

In 2017, Ukraine was developing 14 of its 40 titanium ore s deposits. Titanium ores were mined
by 7 enterprises, the largest of which are the Irshansky Mining and Processing Complex and the
Vilnohirsy Mining and Processing Complex. The total sales of titanium concentrate in 2017
amounted to 543.3 thousand ton nes, of which 181.3 thousand ton nes were sold within Ukraine
and 362.0 thousand ton nes were exported.

The total exports and imports of titanium ores and concentrates in 2017 increased by 26.0%
and 26.3%, respectively compared to 2016. However, in absolute terms, the volume of imports
remained insignificant and amounted to 0.202 thousand ton nes. The volume of titanium ores
and concentrates exports amounted to 583.7 thousand ton nes, worth of USD 105.2 million

Manganese ores

According to the Geoinform of Ukraine SRPE data, as of January 1, 2018, the total reserves of
manganese ores amounted to 2,175.4 million ton nes by category A + B + C1, most of which
are concentrated in Zaporizhzhya region (72.5%).

Manganese ore mining in 2017 was only carried out in the Dnipropetrovsk region. The total
extraction volume was 3,907.0 thousand ton nes, which is 35.9% more than in 2016.

The total export of manganese ores in 2017 increased by 41.9% compared to 2016 and

amounted to 86.5 thousand ton nes with a total value of USD 4.7 million. It was mostly exported
to Hungary. In total, 1,303.0 thousand ton nes of manganese ores were imported in 2017, and
Ghana was the main importer of titanium ores from Ukraine in 2017.

Fire clays

At the end of 2017, the total balance sheet reserves of fire clays amounted to 600.8 million
tonnes, the bulk of which is concentrated in the Donetsk region.

Compared to 2016, the fire clay production increased by 10.4% in 2017 and amounted to
5,979 thousand tonnes. The clays are only mined in the territory of Zaporizhzhya and Donetsk
regions.

In 2017, the total of 5,966.2 thousand ton nes fire clays were exported of the total value of
USD 203.6 million. However, the volume of imports remained insignificant g 336 ton nes, with
the total revenues of USD 0.2 million.

High-melting clays

The balance sheet reserves of A + B + C1 category of high-melting clays at the end of 2017
were 6.9% lower than in 2016 and amounted to 77.5 million ton nes, which is related, first of
all, to a signifi cant increase in production in the Zakarpatya region.
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The high-melting clays production increased in 2017 by almost 4 times compared to 2016 and
amounted to 196.7 thousand ton nes, continuing the positive trend after almost complete
cessation of mining in 2 015.

Quartz sand

The state balance sheet of minerals accounts for 41 deposits of glass quartz -containing raw
materials, including 1 prospecting field currently being surveyed. The total balance sheet
reserves of quartz sand amounted to 223,485.8 thousand tonnes.

During 2017, the geological and economic assessment of the Vilne deposit continued according
to the terms of reference issued by Glyny Donbasu P rJSC. The residual reserves of quartz sand
in Papernyany were also assessed at the request of Papernysky Glass Sands Quarry LLC.

In 2017, quartz sand mining amounted to 1,125.1 thousand ton nes, which is 17.0% more than
in 2016. Most of the total production was extracted in Kherson, Kharkiv and Chernihiv  regions.

Building stones

At the end of 2017, the total balance sheet reserves of building stones reached 8,711.2 mcm,
of which just over half accounted for granite (51.0%). The major part of the balance sheet
reserves of building stones is concentrated on the territory of Zhytomyr region.

Totally, 27,149.4 thousand cubic meters of building stones were extracted in 2017. Much of
the processed building stone are exported. Overall, in 2017, Ukraine exported 8,646.8
thousand ton nes of pebble, gravel and rubble.

Reconciliation of tax and other payments

The total government revenues from extractive industries in 2017 ammounted to
UAH 145,430,455 .83 thousand, of which the largest share was from the oil and gas extraction
industry (including oil and natural gas transportation) - 86.95%. Metal ores mining companies
(iron ores, titanium ores and manganese ores) covered 7.49% of total government revenues

from extractive industries , and coal mining companies covered 5.56%. By the types of
payments, production roy alty and value added tax on goods produced in Ukraine accounted for
the largest share of total governemt revenues from extractive industries  830.3% and 24.41%
respectively.

53 companies that paid UAH 140,604,112.27 thousand to the state in 2017 were subject to
reconciliation in the EITI Report. Of these, 43 companies, payments to the state of which
amounted to UAH 138,345,215.95 thousand, provided information on the amount of tax and
other payments for reconciliation.

Thus, the completeness of reconciliation of payments to the state in EITI Report for 2017 is
98.39% that is significantly higher than in EITI Report for 2016 (91.84%). The share of non-
reconciled payments is relatively insignificant and equals 1.61% of the payments to the state
from extractive companies that were subject to reconciliation .

During the reconciliation of payments to the state , material discrepancies between data

provided by state bodies and data provided by companies were identified for 31 com panies.

Additional requests were prepared and sent to the companies in order to clarify the ¢ auses of

discrepencies and make necessary adjustments. The initial discrepancy between data provided
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by the state bodies and data provided by companies amounted to UAH 11,026,892,92
thousand, and after examining the discrepancies and correction of data the amount of
discrepancies was UAH 105,054 .93 thousand. The main reasons of discrepancies are

described in Chapter 7.3.2 .
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3  Extractive Industries Transparency Initiative in the World
and in Ukraine
Ukraine joined the Extractive Industries Transparency Initiative (EITI) in 2013.

Since 2015, three EITI reports have been published covering four calendar years and 8 major
Ukrainian production sectors.

Table 3.1 Key features of the EITI Ukraine Reports

Volume of
vear of revenue Depth of pa_yment
Report s Scope covered by information
ESklbauon the EITI reconciliation
Report
2013 EITI Natural gas and oil extraction; UAH 26.8 No reconciliation
Ukraine 2015 Natural gas and oil transportation bin of payments and
Report by companies
Natural gas and oil extraction; UAH 58.0 81.5% (2014)
Natural gas and oil transportation; bin
Zojl‘(" '2_015 2017 Coal mining; .
o réuenpeOrt Irgn gres mining;_ | UAEI?]Z.S 82.8% (2015)
Titanium ores mining;
Manganese ores mining.
Natural gas and oil extraction; UAH 100.1 91.8%
Natural gas and oil transportation; bin
Coal mining;
2016 Iron ores mining;
Ukraine 2018 Titanium ores mining;
EITI Report Manganese ores mining
Fire clays and high-melting clays
mining;
Quartz sand mining

In 2017, Ukraine continued the implementation of the Extractive Industries Transparency
Initiative (EITI). In particular, the members of the Multilateral Stakeholder Group and the
National Secretariat initiated preparatory works to implement the EITI electronic system, the
so-called "mainstreaming"”, which would enable automated reporting and verification of data
using the electronic platform (I earning from other countries experience and negotiating the
possibility of funding the electronic system with potential donors). In addition, a number of
national and regional activities and events were held for journalists, the public and other
stakeholders on the transparency of the extracting industry, which included sharing experience
with foreign counterparts.
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September

Verkhovna Rada adopted Law No. 2545-
VIl 'On  ensuring transparency in
extractive industries'

May
Publication of the third national EITI report
of Ukraine

July
First validation by the EITI International
Secretariat

2017

February

Publication of the second national EITI
report that covers two calendar years and
several additional extractive industries

December

Publication of the first national EITI report

of Ukraine
July 31
The contract with an Independent
Administrator was concluded. Beginning of
the first report preparation

June 16

Verkhovna Rada adopted Law No. 521-VIII
‘On Amending Certain Legislative Acts of
Ukraine on Transparency in Extractive

Industries’
October 17

Ukraine became a candidate country for
EITI

October 10

Establishment of MSG for the EITI
implementation, which included business
and public authorities on a parity basis

September 30

Ukraine undertakes to join EITI, Resolution
No. 1098 'On Ukraine's Accession to the
Extractive Industries Transparency
Initiative' was approved by Cabinet of
Ministers of Ukraine

During 2017, significant amendments were made to the Ukrainian EITI legislation. Special
attention was paid to the involvement of all key stakehoders in the development of the Action
y¢ve v~£zy v?& ¥ (¥ 2alz ~f£|¢CzE£fzo2va~¥o ¥{
i "ve@©! v zax ~o Z®R Thex draft-law is* degign@? to ~faci@ale the
implementation of the Extractive In dustries Transparency Initiative in Ukraine in accordance
with Directive 2013/34/E U of the European Parliament and of the Council of 26 June 2013,
Directive 2013/50/E U of the European Parliament and of the EU Council of 22 October 2013
and Directive 2007/1 4/EU of the European Parliament and of the Council of 8 March 2007,

! For detailed information, see: EITI in Ukraine website, News section: http:/eiti.org.ua/category/novyny/
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and the fulfillment of Ukraine's commitments under the Association Agreement between

ji"v~oz voy 38lz Z«" ¥l zvae jo~¥oC "o GEFMA wvOzy
Provisionof Trv e ©! v~" zax~  ~o Z®2 " yx2akA2 A ¥y «@27T"272O00QzEY¥E M
av-C> - v © 2\The!law¥orovdes for the disclosure of contracts, beneficial owners,

project reporting, to ensure transparency and prevent corruption in Ukraine's extracti ve
industries. In addition, the law aims to implement EU legislation in the area of increasing
transparency of business operations in the extractive industries. As part of the implementation

of the provisions of the law, changes are envisaged in the compan ies reporting procedures,
namely the introduction of new reporting documents. They include a statement of payments
for the benefit of the state, which should contain details of taxes and fees and other duties paid

or due in the reporting period. Administra tive liability is imposed for breaches of the law on
transparency in the extractive industries (non -disclosure, breach of time or disclosure
procedure).

In addition, in 2017, it was the first time when the EITI implementation process in Ukraine is

validated, i.e. its compliance with EITI requirements is verified. Overall, Ukraine has made

significant progress in implementing the Extractive Industries Transparency Initiative 3.

According to the Independent Validator, it is only according to the requirements o f the
havayv 'y 2a}lva 2}z yvOOz©O©Ofzw?2 ¥{ |jj " v~ozCO | " ¥| "z
share of state ownership, transactions related to the operations of sthe tate  -owned enterprises

and quasi-fiscal expenditures. The 2017 EITI Report provides expanded information on these

indicators.

In order to promote the EITI, the campaign were launched through public events and media
to cover the process of the Standard implementation both in Ukraine and abroad; the web
site http://eiti.org.ua was created, where the information about the EITI related events in
Ukraine and abroad is published. The portal also posts the EITI Standard, the legislative
analysis reports and other useful information.

EITI in Ukraine is supported by:
The World Bank;
The International Renaissance Foundation;
The United States Agency for International Development (USAID) in Ukraine;

i}z \¥-z"ofzo2© ¥{ \z"E£ve voy 2}lz jo-~a2a
e «we ~x [ ~ovox ~yimplelmanteds By ztie zfederdl company Deutsche
\zOz¢¢ox}v{a {0 "~pvaz  ova-~¥pvetz 0«OVEEZ

and other stakeholders (mining companies, non -governmental organizations, the
Government of Ukraine, etc.).

2av - ¥{ jjij"v~oz ¢dop e " ¥-~0~¥o ¥{ i " voOVIN6FEMGENGGEREM3JOQR?2® ~~2z "oy«0O?
https://zakon.rada.gov.ua/laws/show/2545  -viii
3 For details see: https://eiti.org/document/ukraine  -validation -2017
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4  Methodology and Approach to Preparation of the EITI
Report

4.1. Scope of the EITI Report

The EITI Report for 2017 includes the information from business entities, regardless of their
ownership, which carried out business activities related to extraction of minerals and
transportation of oil and natural gas through the territory of Ukraine, as well as executive
authorities, who received payments from companies of the extractive industries.

The EITI Report for 201 7, in accordance with the decision of the MSG, covers one new
extractive industry, namely the extraction of building stones. In accordance with the decision
of the MSG, no reconciliation of payments were made for companies operating in th is industry.

Therefore, this EITI Report includes the context information requ ired by the EITI Standard for
the following industries:

mining of coal;

extraction of crude oil;

extraction of natural gas;

mining of iron ores;

mining of titanium ores;

mining of manganese ores;

mining of fire clays;

mining of high-melting clays;
mining of quartz sand (for the purposes of production of glass);
mining of building stones;
transportation of oil and natural gas.

The list of reporting companies that have made payments to the state for inclusion in the EITI
Reportis given in Appendix 2 . The approach to determining significant revenues and companies
that shall be subject to verification is described in  Section 7.2 .

Artisanal and small -scale mining

Taking into account the objective factors, such as absolute immateriali ty of activities, lack of
official and/or reliable information about such activities, location of possible objects of artisanal
and small-scale mining on the territory that is not temporally controlled by the Ukrainian
Vea} ¥ ~a~70© ~no 2 }imposSiblenaestihfte tidstypelof exfractive@ctivity. In
view of this, MSG decided (Minutes of MSG meeting from January 18, 2018) to exclude
artisanal and small -scale mining from the scope of the EITI Report of Ukraine for 2017.
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Disclosure of inform ation by business entities located in the temporarily uncontrolled
territory and originating from the temporarily occupied territory

Legal regime of the temporarily occupied territory of the Autonomous Republic of Crimea:

According to the Law of Ukraine "O n Ensuring Rights and Freedoms of Citizens and the
Legal Regime in the Temporarily Occupied Territory of Ukraine", since 20 February
2014, the territory of the Autonomous Republic of Crimea (hereinafter referred to as
AR Crimea) and the city of Sevastopol has been a temporarily occupied territory.

According to the Law of Ukraine "On Establishment of the Free Economic Zone of
Crimea and on Special Aspects of Economic Activity in the Temporarily Occupied
Territory of Ukraine" (hereinafter referred to as the F  EZ Law), in the territory of AR
Crimea and the city of Sevastopol, for 10 years (until 2024) the free economic zone

¢X " ~£zvC =}z z~av{2az" “z{z" "zy a¥ vO [Zo

In the territory of FEZ Crimea, there is a special legal regime of ec onomic activity of
individuals and legal entities, including a special procedure for application of the
regulatory, tax and customs legislation of Ukraine.

According to Art. 5 of the FEZ Law, in the territory of FEZ Crimea, national taxes and
fees, as well as the mandatory state pension insurance fee, are not collected, however
local taxes and fees may be levied.

According to Art. 12 of the FEZ Law, persons who were registered with the controlling
bodies or had a location (place of residence) in the territory of AR Crimea or the city of
Sevastopol at the beginning of the temporary occupation shall be exempted from filing
declarations (other than customs declarations) with the controlling bodies, as well as
other documents related to calculation and pa yment of taxes and fees during the
temporary occupation period and after its termination.

From 1 June 2014, tax registration of persons who as of 31 May 2014 had their location
(place of residence) and were registered with the controlling bodies in the ter ritory of
AR Crimea or the city of Sevastopol shall be deemed cancelled. Such tax registration
£v wz “zwz-zyA ~@o v &~x«tv A v{2z" v
Ukraine.

Individuals and legal entities (separate subdivisions) having a tax address (location) in
the territory of FEZ Crimea shall have the status of non -residents for tax purposes.

X -

Legal regime of the temporarily occupied territories of Donetsk and Luhansk region© =7%j [

zone):

VXX¥"y~no] a¥y alz Yzx"zz ¥{ 2a8}lz e z0O0~yzn?

Yz{zeoxz X¥«ox~¢ ¥/{ jiTv~mz (gzO¥C¢C«?~¥an

d-z " x¥£z a8}z iz " "¥" ~02% i} zva voy e" zQN vz

anti-terrorist operation (hereinafter referred to as ATO) was launched in separate
territories of Donetsk and Luhansk regions in April 2014.
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The procedure for providing support to business entities operating in the ATO territory
is stipulated in the Law of Ukraine "On Temporary Measures for the Anti -Terrorist
Operation Period".

VXX¥"y~ano] a¥ alz Yzx"zz ¥{ 2}z e’ " zO~yzmun?

¥ {

hzx«" ~2 " voy Yz{zoxz X¥«ox~¢ ¥{ | i  v~S8cale gzO¥(
Anti-Ter' ¥" ~©2 d}l z"va~¥o ~o Y¥oz2a©f vey a«}voO©j d

was terminated, and the Operation of the United Forces (hereinafter referred to as OUF)
was launched.

It should be noted that during 2017 (as well as for the following years), the re was no
general exemption from reporting, accrual and payment of taxes and fees by the
enterprises of the ATO (and subsequently OUF) zone. The Tax Code of Ukraine and other
legislation provide for a number of benefits for enterprises in the non -controlled
territories.

At the same time, taxpayers had the right, but not the obligation, to re  -register in other
regions of Ukraine and the city of Kyiv, according to the procedure stipulated in Art. 4
of the Law of Ukraine "On Temporary Measures for the Anti -Terrorist Operation Period".

The list of temporarily occupied territories in Donetsk and Luhansk regionss as of 2019
is set out in the CMU Order of 7 November 2014, No. 1085 -~ ¢cde 2}z V,
List of Administrative Units in the Territory of which Stat e Authorities Temporarily do
not Exercise Their Powers, and the List of Administrative Units Located on the
YZEv xva~¥n a~anzC vey ~o 2}z Yzx“"zz ¥{
GEFNA c¥C HGDGEFN ¢don 21}z W¥« o tieg, TowasOVillagesy
and Parts of Their Territories, Temporarily Occupied in Donetsk and Luhansk Oblasts".
The temporarily occupied territories cover a large part of the aforesaid  regionss.

In 2017, the ATO zone and the temporarily occupied territories w  ere mostly or completely non -
controlled by the Ukrainian Government, while a number of enterprises suspended or
terminated their activities. Therefore, it was objectively difficult to obtain information for the

EITI Report 2017 from enterprises in the temp orarily occupied territory and the ATO zone,
which significantly affects the EITI Report preparation.

Notwithstanding the aforesaid facts, the EITI Report 2017 partially discloses, in a one -sided
format, the information on the activities of individual min ing companies in the temporarily
occupied territory and the ATO zone, including tax data (source of information - STS) and coal
mining volumes (source of information - Ministry of Energy and Environmental Protection).

g G AP @419

¥ av

alz e

alz



EY EITI Report of Ukraine 201 7

4.2 Collection of Information

The procedure for collecting information from the companies of extractive industries, oil and
gas transportation companies, and public authorities, has included:

Consultations with members of MSG and representatives of the Ministry of Energy and
Environmental Protection regarding the scope of the EITI Report and the list of
information to be included in the questionnaires;

Adjustment of the questionnaires for the companies of extractive industries and oil and
gas transportation companies regarding contextual inf ormation (Annex 3) and taxes,
non-tax and other payments ( Annex 4), as well as the relevant cover letter signed by
the Minister of Energy and Environmental Protection of Ukraine;

Preparation of separate requests for public authorities from the list giveni n Annex 1
and a relevant cover letter signed by the Ministry of Energy and Environmental
Protection;

Taking into account comments, observations and recommendations of members of MSG
and representatives of the Ministry of Energy and Environmental Protection on the
prepared information inquiry forms;

Mailing of questionnaires and inquiries by the Ministry of Energy and Environmental
Protection and the Independent Administrator, with the cover letters signed by the
Ministry of Energy and Environmental Protecti on;

Completion of the questionnaires by companies and public authorities on paper or
electronically (electronic versions of the questionnaires for reporting organizations
have been posted by the EITI National Secretariat in Ukraineon z ~2 ~CO¥ " | C« v

Submission of the completed questionnaires by reporting organizations to
eiti@mev.gov.ua;

Reception of the completed questionnaires by the responsible official of the Min istry of
Energy and Environmental Protection and submission of those to the Independent
Administrator via secure communication channels;

Processing of the questionnaires by the Independent Administrator and generation of
relevant integrated indicators and information for preparation of the EITI Report.
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4.3 Audit and assurance procedures in extractive companies and public
bodies

The Independent Administrator analyzed the audit and assurance procedures in extractive
companies (including oil and natural gas transportation) and government agencies.

4.3.1 Audit by extractive companies (including transportation of oil and natural gas)

The legal basis for conducting audit activities in Ukraine is regulated by the Law of Ukraine "On
Auditing” of April 22, 1993, No. 3125 -XII.

According to Article 6 of the Law of Ukraine "On Auditing", auditors and audit firms shall apply
the relevant standards on aud iting when conducting audits. The standards on auditing used in
Ukraine are based on the International Standards on Auditing and Code of Ethics for
Professional Accountants published by the International Federation of Accountants and comply
with the requir ements of the Law of Ukraine "On Auditing”, the Law of Ukraine "On Prevention
and Counteraction to Legalization (Laundering) of the Proceeds from Crime, Financing
Terrorism and Financing Proliferation of Weapons of Mass Destruction "and other normative
legal acts. According to Article 3 of the Law of Ukraine "On Auditing", an audit can be
conducted by initiative of the entities and in cases stipulated by law (statutory audit).

According to the current legislation, there is no direct requirement to  audit or provide other
assurance for the reporting specifically for mining companies (including transportation of oil
and natural gas).

According to Article 8 of the Law of Ukraine "On Auditing" auditing is statutory for:

1) assurance of reliability and compl eteness of annual financial statements and consolidated
financial statements of public joint stock companies, bonds issuers, professional securities
market participants, financial institutions and other entities, the reporting of which is
subject to offici al publication in accordance with Ukrainian legislation, with the exception

of institutions and organizations that are fully financed from the state budget;

2) checking the financial status of the founders of banks, enterprises with foreign
investments, publi c joint stock companies (except for individuals), insurance and holding
companies, joint investment institutions, trust companies and other financial
intermediaries;

3) issuers of publicly traded securities and derivatives, as well as when obtaining a license for
professional activity in the securities market.

Audit is also mandatory in other cases provided by the laws of Ukraine.

Formally, according to Article 18 of the Law "On Business Companies" the reliability and
completeness of the annual financial state ments of the company must be confirmed by the
auditor (audit firm). Statutory audit of the annual financial statements of the companies with

an annual economic turnover of less than two hundred and fifty non -taxable minimum income
shall be done once every three years. However, since the legislation establishes no control over
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and liability for non -audited financial statements, such companies often do not have their
statements audited in practice.

In the recent years, in Ukraine, a number of draft laws and regulations were developed that
aimed at introducing mandatory audit and / or the obligation to report under the international
standards for the enterprises engaged in mining minerals of national significance.

On October 5, 2017, the Verkhovha Radaado | 2 zy 2@}z av- ¢dwa bvij~no] VE
Law of Ukraine "On Accounting and Financial Reporting in Ukraine". The law expanded the list

of enterprises, which have to prepare their financial statements under the International

Financial Reporting Standards (I FRS). In addition, the enterprises engaged in extraction of

minerals of national significance should publish their consolidated and separate financial

statements along with audit reports on its own web -page.

4.3.2 Auditing in executive bodies and public entitie s

The legislation does not provide for an independent statutory audit for public entities.

At the same time, according to the Law of Ukraine "On the Basic Principles of Implementation
of State Financial Control in Ukraine", the reliability of accounting an d financial reporting in the
ministries and other executive bodies, state funds, budgetary institutions and public entities,
as well as enterprises and organizations funded from the state budget at all levels and state
funds that use the state or communal property, shall be controlled by the state financial control
bodies.

The state financial control is performed through the conduct of public financial audit, inspection

of public procurements and other inspections using the procedure established by the Cabi net
of Ministers of Ukraine. Therefore, the results of the execution of the state financial control can

be used in preparing the EITI Report for 2016. In addition, the use of budgetary funds is
controlled by the Accounting Chamber on behalf of the Verkhovn a Rada of Ukraine. In
accordance with the Law of Ukraine "On the Accounting Chamber", the Accounting Chamber,
inter alia, conducts financial audit, which includes verification, analysis and evaluation of the
lawfulness, completeness and fairness of account ing for budget revenues and budget
expenditures, establishing the actual state of affairs with regard to the intended use of
budgetary funds, compliance with legislation while performing operations with budgetary
funds.

The Accounting Chamber publishes the reports on its web -site: http://www.ac -
rada.gov.ua/control/main/uk/publish/category/16748561

The data of the Accounting Chamber can also be used for the purpose of prepa ring the EITI
Report.
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4.4 Data quality and assurance

The agreed upon procedures in respect of the amount of taxes and other payments paid by the
extractive companies for the benefit of the state are described in  Section 7.

The above mentioned procedures do not confirm the fact that the reporting entities mad e no
payments in favor of government agencies other than those presented in the Report. These
payments or amounts could not be included in the reports by the companies or state
authorities. The current standards do not require the Independent Administrator  to perform
the detailed check of the initial documents in order to identify such omissions. Identifying such
situations is difficult even during the in -depth audit of all companies.

Independent Administrator considered the information provided by the repo  rting entities to be
comprehensive and reliable, since

The completeness and reliability of data provided by extractive companies (private and
public) was confirmed by the signatures of the senior officers of the companies, which
guarantee the correctness of the data provided, and/or by conclusions of the external
auditor on the data provided (in the case of the audit opinion availability), for each
company;

The completeness and reliability of the data received from the state authorities was
confirmed by the signatures of senior officers of the authority, and by the principles of
interaction between different authorities and provision of reliable data.

Information on the availability of financial statements and audit opinion by extractive
companies is provided in Annex 12 .
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5 General information about extractive industries

5.1 Coal mining

5.1.1 The role of the state in coal mining industry and budget support for the industry

The coal industry is strategic ally important for the entire energy system of Ukraine, while the
state's presence in this industry remains quite high. The state support for the industry is
regulated by the program document "The Concept of Reforming and Developing the Coal
Industry for the Period unti |1 2020" 4.

As of the end of 2017, according to the Geoinform of Ukraine SRPE, 481 active mines were
operating on the territory of Ukraine, 94 of which are in state ownership and 387 in private
ownership. In addition, from 138 large mines in the Donetsk coa | basin, 95 mines were located
in the territory where the state authorities temporarily do not exercise their powers > (Annex
14. List of coal mines located in the temporarily uncontrolled territory ). The share of state -
owned enterprises in the total volume of coal mining in 2017 was 13.9%.

As of 01.07.2017, there were 219 state -owned enterprises, institutions, organizations and
associations in the field of governance of the Minekoenergo, of which 131 enterprises were
identified as located on the territory where the authorities temporarily do  not exercise their
mandate. Also, as of 01.07.2017, there were 126 business companies in respect of which the
Minekoenergo has the jurisdiction to manage corporate rights of the state, of which 88 were
located on the territory where the authorities tempor arily do not exercise their mandate®.

Among the reporting companies that provided information for the EITI report, the public sector
companies included:

Lvivvuhillia SE

Vuhilna kompaniia Krasnolymanska SE
Myrnohradvubhillia SE

Shakhtoupravlinnia Pivdennodo nbaske No 1 SE
Selydivvuhillia SE

Toretskvuhillia SE

Mine named after M. S. Surgai SE
Lysychanskvuhillia PISC

The state's share in these companies is 100% and the size of the state's share in the authorized
capital of these companies has not changed during 2017. According to the results of the
survey, the Independent administrator did not find any information about the companies with
50% or more of their shares in the indirect ownership of the above -mentioned companies.

4 Order of the Cabinet of Ministers of Ukraine No. 733 -p of 24.05.2017 "On Approval of the Concept of Reforming and Developing
the Coal Industry for the period until 2020", https://zako n.rada.gov.ua/laws/show/733 -2017 -%D1%80

5 Geoinform of Ukraine SRPE, The State balance sheet of mineral resources of Ukraine, Coal (issue 22), 2018

& Minekoenergo, the List of state -owned enterprises, institutions, organizations and associations that are in the field of governance
of the Ministry of energy and coal industry of Ukraine as of 01.07.2017

http://mpe.kmu.gov.ua/minugol/control/uk/publ ish/article?art_id=245223760&cat_id=244916218
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At the same time, these public secto r coal companies have separate subdivisions that are not
separate legal entities.

Table 5.1: Separate subdivisions of state coal mining enterprises

Mines Separate d subdivision s (SS)
Lvivvuhillia SE
Velykomostivska & F Mine SSVelykomostivska Mine
Mezhyrichanska & H VM Mine SSMezhyrichanska Mine
Vidrodzhennia & | VM Mine SSVidrodzhennia Mine
Lisova & K VM Mine SSLisova Mine
Zarichna & L VM Mine SSZarichna Mine
Stepova & F EVM Mine SS Stepova Mine
Vizeiska & MVM Mine SSVizeiska Mine
Chervonohradska ¢ G ChH Mine SS Chervonohradska Mine
other separate units SSChervonohradske Spetsupravlinnia z Hasinnia Terykoniv |

Rekultyvatsii Zemel ;

SSChervonohradske Upravlinnia Vyrobnycho -
Tekhnolohichnoho Zviazku ;

SSVantazhno-Transportne Upravlinnia ;

SSChervonohradske Biuro Spetsializovanykh Marksheiderskykh
Robit;

SS Chervonohradskyi Uchbovo -Kursovyi Kombinat ;

SS Zakhidvuhlepromsanekolohiia ;

SSZakhidvuhlepostach;;

SSUpravlinnia Tekhnichnoho Kontroliu Yakosti Vuhillia i
Standartiv ;

SS Montazhnoprokhidnytske Upravlinnia ;

SSInformatsiino -Obchysliuvalnyi Tsentr ;

SS Shakhtospetsmontazhno -Nalahodzhuvalne Upravlinnia ;
SSVuhlezbut;

SSProektno -Konstruktorske Biuro ;

SSOzdorovcho-Lik« =v e o~ "~ ¥£1 ¢zi© €g¥-
SSHeolohorozviduvalna Ekspedytsiia

Myrnohradvuhillia SE

Rodynska Mine SSRodynska Mine
Tsentralna Mine SSTsentralna Mine
Kapitalna Mine SSKapitalna Mine
Mine g J/6 SSMines J/6
other separate units SS Avtomobilist ;
SSVuzol Vyrobnycho -Tekhnichnoho Zviazku;
SSStandart;
SS Ozdorovchyi Tsentr ;
SSOkhorona;
SSDopomizhni Vyrobnychi Pidrozdily;
SSVuhlepostach
Selydivvuhillia SE
Kurakhivska Mine SSKurakhivska Mine
Novohrodivska & 1/3 Mine SSNovohrodivska & 1/3 Mine
Kotliarevska Mine SSKotliarevska Mine
Ukraina Mine SSUkraina Mine

g G 6 @419



EY EITI Report of Ukraine 201 7

Mines Separate d subdivision s (SS)

other separate units SSAvtobaza;

SSVuhlezbut;

SSUpravlinnia Postachannia;;
SSTekhnichnyi Kontrol Yakosti Vubhillia;

SS Okhorona
Toretskvuhillia SE
Tsentralna Mine SSTsentralna Mine
Pivnichna Mine SSPivnichna Mine
Pivdenna Mine SSPivdenna Mine
Toretska Mine SSToretska Mine
other separate units SSAvtobaza;

SS Remontno-Mekhanichnyi Zavod;

SSUpravlinnia Materialno -Tekhnichnoho Postachannia;
SS Sanatorii -Profilaktorii ¢RaduhaC P

SSPansionat ¢Donbas-SedovoC

Lysychanskvuhillia PJSC

Mine named after H.H.Kapustin SSMine named after H.H.Kapustin

Pryvilnianska Mine SSPryvilnianska Mine

Novodruzheska Mine SSNovodruzheska Mine

Mine named after D.F.Melnykov SSMine named after D.F.Melnykov

other separate units SS Shakhtobudivelne Upravlinnia ;
SSInformatsiino -Obchysliuvalnyi Tsentr ;
SSAvtobaza;

SSUpravlinnia po Zabezpechenniu ta Zbutu Produktsii ;
SSVuzol Vyrobnycho -Tekhnichnoho Zviazku;
SSNavchalno-Kursovyi Kombinat ;

SS Sanatorii -Profilaktorii ¢Pryvillia C

Vuhilna kompaniia Krasnolymanska SE -
independent mine, no separate units

Shakhtoupravlinnia Pivdennodonbaske No 1 SE -
independent mine, no separate units

Mine named after M. S. Surgai SE -
independent mine, no separate units

As a general rule, the state and the body that manages the state owned enterprise are not liable

for its obligations. According to the information received by the Independent administrator
from the reporting companies, there were no deviations from the General rule on state
responsibilit y.

The state payments in favor of the state -owned enterprises, according to the legislation of
Ukraine, can be made in the form of budget support for mining enterprises. In 2017, the
Ministry of Energy and Environmental Protection managed 7 state programs to support the
coal mining industry, for which it was planned to allocate UAH 2,947,654.0 thousand of the
general fund and UAH 4,719.7 thousand of the special fund. In fact, in 2017, UAH 2,916,022.4
thousand of the general fund and UAH 2,952.42 thousand o f the special fund were used.
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Table 5.2: Budget programs in the field of coal mining in 2017, UAH thousand 7’

General fund Special fund

Name of the budget program cash cash

plan with - . plan with - )
changes made administration chanaes made administrati
e for 2017 9 on for 2017

General governance and management
in the fuel and energy sector and the 94,495.9 86,767.2 3,918.1 2,952.4
coal industry

Restructuring of the coal and peat

. o 262,743.0 244,124.7 801.6 -
industry

Mine rescue measures at coal

extraction enterprises 9 290,000.0 281,649.2 i i

State support for coal mining
enterprises to partially cover the cost 2,121,771.0 2,121,771.0 - -
of the finished coal products ©

Measures for labor protection and
safety improvement at coal mining 100,000.0 99,401.6 - -
enterprises

State support for the construction of

Mine No. 10 Novovolynska 12 70,2480 70,2480 j }

Applied scientific and technical
developments, implementation of
works under state targeted programs
and state orders, training of scientific
personnel and financial support for
the development of the scientific
infrastructure in the fuel and energy
sector and the coal industry 13

8,396.1 6,060.8 - -

TOTAL 2,947,654.0 2,916,022.4 4,719.7 2,952.4

The main areas of the state support for the industry in 2017 were spending on the program to
restructure the coal industry and the program to cover the cost of finished products, including
salaries for miners. Detailed information about the budget programs  in the coal mining industry
is provided above (Table 5.2). An important change was the introduction in 2017 of the

" The Treasury, annual report on the implementation of the State budget of Ukraine for 2017 (section 11.1),
https://www.treasury.gov.ua/storage/app/uploads/public/5¢c0/e3d/81¢/5c0e3d81cbd3b533936390.xls
8 Resolution of the CMU & G H Kon 11.03.2011, online access http://zakon3.rada.gov.ua/l aws/show/236 -2011 -%D0%BF (has

expired 23.02.2018). ~2& -v®© "z ¢tvxzy W alz " zO¥C«?~¥o ¥{ 2}z Xbj cde V]| " ¥
z¢~£~ova~no| «o | T¥{ ~avwez X¥ve Vv oy XK aon¢ 23.02.20(8- o ~omline arcess:z " | " ~©z
http://zakon.rada.gov.ua/laws/show/93  -2018 -%D0%BF#n40

°® Resolution of the CMU & 154 ¥ 8 GHCEGCGEFF ¢dwr v ! | ~ ¥bsing the fdnds pfoYided irethe¥tate lyueget for ¥ {

a}lz x¥ve¢ £-~o-~o| zoo? zHKithsY/zakde.@dd.gov.¥aatvsishaw/154x x201® @¢D0%BF

10 Resolution ofthe CMU4 FJH ¥o GHCEGCGEFF =} v © 20 approvalyf thé Proc&lir€ & Gs@@tReFunds ¢

provided in the state budget to partially cover the costs of coal mines included in the cost of finished commodity coal products C A

online access: http://zakon2.rada.gov.ua/laws/show/153  -2011 -%D0%BF/ed20170225. It was replaced with the Resolution of the

CMUwu 92 with the same title, in force from 25.02.2017, online access:  http://zakon.rada.gov.ua/laws/show/92  -2017 -%D0%BF

11 Resolution of the CMUs# HN M & F H C E | @h@fpfoval ofithe Procedure of using the funds provided in the state budget for

labor protectio n and safety improvement at coal -mining enterprises C A ¥ o ¢ ~ ahttpsy/zakorer@@ gov.ua/laws/show/398 -

2011 -%D0%BF

12 Resolution of the CMU# GN M & F G C E J@@proval ofthe Procedure of using the funds provided in the state budget to

support the construction of mine & FE ¢ ¢ ¥ - ¥GA ¢¥ m(© chitp:/rakonZr@@ @v.ua/laws/show/298  -2015 -%D0%BF

13 Resolutionthe CMUs4 NE o HCFECGEFGA ¢do v!) | "¥-~o| 2}z e " ¥xzy«  z ¥{ «O©O~no| 2
{~oavax~ve O«| | ¥"2 (¥ alyz yz-z¢C¥| £zo2 ¥{ Ox~zw82~{~Xx ~a{ " vO2a" " «x?«" z
https://zakon.rada.gov.ua/laws/show/906 -2012 -%D0%BF/ed20141120
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program on labor protection and safe ty improvement of coal

mining enterprises, which

corresponds to the Concept of Development and Reform of the Coal Industry until 2020. It
should also be noted that in 2017, the state continued to support the construction of Mine No.

10 Novovolynska.

In the Annual report on the Provision of State Assistance to Business Entities in Ukraine for
2017, the Antimonopoly Committee of Ukraine provides data on the amount of state support

by the central executive authorities for the coal and brown coal

mining in the amount of UAH

2,409.78 million in 2017, which constituted 70% of state support for all types of economic

activities 4.

The information about the transfer payments and other financial assistance from the state in
favor of certain state -owned coal mining enterprises is provided below ( Table 5.3).

Table 5.3: Volume of transfer payments to the public sector enterprises in the coal industry in

201715

Amount of transfer payments

cost of the finished coal
products)

improvement at coal
mining enterprises)

Company name Subsidies and current transfers Capital transfers to Total, UAH
to enterprises, UAH thousand enterprises, UAH thousand
thousand
Lvivvuhillia SE 168,627 25,175
(State support for coal mining (Measures for labor
enterprises to partially cover the protection and safety 193,802
cost of the finished coal improvement at coal
products) mining enterprises)
Selydivvuhillia SE 466,538 18,829
(State support for coal mining (Measures for labor
enterprises to partially cover the protectio n and safety 485, 367
cost of the finished coal improvement at coal
products) mining enterprises)
Myrnohradvuhillia SE (1) 248,566 14,326
(State support for coal extraction (Measures for labor
enterprises to partially cover the protection and safety
cost of the finished coal improvement at coal
products) mining enterprises) 281,434
(2) 18,542
(Restructuring of the coal and
peat industry)
Mine named after M. 168,443 4,160 .97
S. Surgai SE (State support for coal mining (Measures for labor
enterprises to partially cover the protection and safety 172,604
cost of the finished coal improvement at coal
products) mining enterprises)
Lysychanskvuhillia 300,476 10,321
PJSC (State support for coal mining (Measures for labor
enterprises to partially cover the protection and safety 310,797

14 The Antimonopoly Committee of Ukraine "Annual Report on the Provision of State Assistance to Business Entities in Ukraine

for 2017", https://amcu.gov.ua/napryami/derzhavna

-dopomoga/richni -zviti -pro-nadannya-derzhavnoyi-dopomogi/2017 -rik

15 The information was obtained from the respo nses of the reporting companies in the coal industry during the survey
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In 2017, payments for the fulfilment of the guarantee obligations by Ukraine in connection
with the Guarantee agreement of 26.12.2011 between the Lysychanskvuhillia PJSC and the
State Bank for the Development of the People's Republic of China (PRC) continued. In 2017,
the amount of payments was 455,637,746.71 in UAH equivalent ( Table 5.4).

Table 5.4: Payments for the state's fulfillment of guarantee obligations in 2017. 16
State guarantee Credit contract (agreement) / Payment amour.1t
(date and number) securities details (date and number) in USD thousand in UAH

equivalent

Loan agreement of 21.12.2011

Warranty between the Lysychanskvu hillia
agreement of ysy 16,905,615.75 455, 637,746.71
26.12.2011 PJSC and the State Bank for the

Development of the PRC

According to the State Treasury Service of Ukraine, as of 01.01.2018, the overdue debt of the
Lysychanskvuhillia PJSC to the state for loans attracted by the extraction companies under
state guarantees constituted UAH 1,679,420.8 thousand p?’.

Table 5.5: Overdue debt of economic entities in the coal industry to the state on credits (loans)
attracted under state guarantees in 2017 18

Receipts of Amount of debt on the
Amount of overdue loans funds to the penalty accrued on
owed to the state state budget overdue debt, UAH
Company name for debt thousand
USD UAH repayment, Amount of Paid to the
thousand thousand UAH debt state
thousand budget
Lysychanskvuhillia PISC 59,835.7 1,679,420.8 74.0 496,158.6 9.1

According to the information received from the reporting companies, no other loans or
guarantees for loans (including outstanding ones) provided to the reporting coal companies by
the state or state -owned enterprises were identified during the reporting pe riod.

In addition, two reporting companies provided information on the amount of retained earnings
(uncovered loss) in 2017 ( Table 5.6).

6 The Treasury, Report on Payments for the State's fulfillment of Guarantee Obligations for 2017,
https://www.treasury.gov.ua/storage/app/uploads/public/5c0/e3d/81f/5c0e3d81f1f2a721209475.xIs

17 According to the information provided by the Lysychansk vubhillia PJSC as a result of the survey, the amount of outstanding loan
from the state during the reporting period constituted UAH 1,297,828 thousand. The independent administrator could not find
out the reasons for the discrepancies between the company's data and those of the Treasury of Ukraine.

18 The Treasury, Report on the Overdue Debts of Business Entities to the state on credits (loans) attracted under state

guarantees for 2017 , https://www.treasury.gov.ua/storage/app/uploads/public/5c0/e3d/81f/5c0e3d81f0382781958639.xIsx
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Table 5.6: Transactions of the public sector enterprises in the coal industry in 2017

Volume of The amount of retained
Part of the :
attracted . earnings/uncovered loss at the
net profit that beginni d end of th
Company name .exte_rnal_ was allocated eginning and end o Uil
financing in to reporting period *°, UAH thousand
the reporting . as of
period reinvestments as of 01.01.2017 3112 2017
Selydivvubhillia SE - - (2,356,863) (2,753,251)
Vuhilna kompaniia
Krasnolymanska SE i ) (20,522) (128,709)
Lvivvuhillia SE - - 1,662 049 1,807,662
Myrnohradvuhillia SE - - 1,791,286 2,521,131
Lysychanskvuhillia PJSC - - 4,663,203 5,377,618
Mine qamed after M. S. i i 639,879 670,266
Surgai SE
Toretskvuhillia SE - - 2,364,858 2,637,495
Shakhtoupravlinnia i i i i
Pivdennodonbaske No 1 SE

Information about borrowings of Lysychanskvubhillia PJSC during 201 7 was analyzed based on

thex¥£! va CO {~mvax~ve “z! ¥ 2~ag| A vav-~Cvwez ¥
results in 2017 , the company had at its disposal UAH 9,35,200 thousand of non -current
borrowings and UAH 119 thousand of current borrowings. In  addition, debt by other non -
current borrowings was UAH 42,L MM 2 } ¥« ©voyC Yzav~¢Czy ~a{ ¥ " £va
financial liabilities is provided in the table below.
Table 5.7: Infromation on Lysychanskvuhilli a PISC liabilities regarding
N Date of Outstanding debt , _Annual Date of
Type of liability . interest
borrowing UAH thousand rate repayment
Bank borrowings, including: 1,298,116

present debt by non -current

borrowings from Nadra Bank PJSC 03.09.2003 169 22 05.12.2006

non-currebt borrowing from Bank

Aval PISC 30.03.2004 119 10 20.12.2005

non-current borrowing from the

State Bank for the Development of | 25.05.2012 1,297,828 7.05 31.12.2020

the PRC
According to the financial reporting of  Selydivvuhillia SE, received as part of its response to the
Noyzlzoyzoa Vyf~o-~-0©2v 2a¥"  CO “z8«z©2 -} zowrent® z! v "

bank borrowings debt in an amount of UAH 42,530 thousand in 2017. Lvivvuhillia SE had debt
in the amount of UAH 33,058 thousand of non -current bank borrowings 2*.

19 The source of data on retained loss for the Selydivvuhillia SE and Vuhilna kompaniia Krasnolymanska SE are the companies'
responses based on the results of the survey. For all other companies gtheir financial statements for 2017. The financial
statements of these companies are available on the Minecoenergo website,
http://mpe.kmu.gov.ua/minugol/control/uk/publish/article?art_id=245272950&cat_id=245194014

20 | ysychanskvuhillia PJSC, Financial reporting 2017, http:/lisugol.com/Content/RegInf/2017.pdf

2 Lvivvuhillia SE, Financial reporting 2017, ttp://www.lvug.com.ua/wp
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5.1.2 Coal Reserves

As of 01.01.2018, Ukraine's balance sheet of coal reserves constituted 4 1,490 million
tonnes??, which occur in two coal basins: Lviv-Volyn and Donetsk.

The Donetsk coal basin occupies the territories of the Luhansk, Kharkiv, Dnipropetrovsk, and
Donetsk regions. The basin's reserves account for 92.3% of the total coal reserves in Ukraine,
including 29.3% of coking coal reserves and 14.9% of anthracites. The largest reserves are
concentrated in the Luhansk region, while the most developed deposits are located in the
Donetsk region. The confirmed coal reserves in the Donetsk basin are calculated to a depth of
1200 -1500 m, in some areas of the Donetsk and Luhansk regions gto a depth of 1600 -1800
m. As of 01.01.2018, the balance reserves of coal in the Donetsk basin were 40,680.0 million
tonnes in the category A+B+C1, and 11,001.9 million ton nes in the category C2. The off -
balance sheet reserves were 16,656.1 million ton nes. The most intensively developed coal
deposit in the basin were ¢, &2 ~ | &@® ¢ z AyGtypey ¢

In 2017, 19,115.8 million ton nes of balance sheet reserves of the category A+B+C1 were
developed and prepared for develo pment in the Donetsk coal basin, of which 8,358.7 million
tonnes are in operation. At the same time, the Donbas has a significant potential for further
development. Thus, according to the Geoinform of Ukraine SRPE, 21,564.2 million ton nes of
coal reserves are not yet prepared for industrial development and are recorded on the balance
sheet as promising. The most promising area for increasing the volume of coking coal mining is
the Pivdennodonbaskyi region and for increasing the mining of thermal coal g the
Krasnoarmiyskyi region. At the time of preparation of this Report, most of the Donetsk coal
basin was located in the territory not controlled by the Ukrainian government, which
significantly hinders further development and industrial coal mining.

The Lviv-Volyn coal basin is located in Ukraine on the territory of two regions: Lviv region
(approximately 90% of the basin) and Volyn region. The Lviv-Volyn coal basin is smaller in terms
of reserves and development than the Donetsk one. Thus, as of 01.01.2018, according to
Geoinform of Ukraine SRPE, the balance reserves of coal of the categories A+B+C1 were
1,096. 6 million ton nes, and category C2 g3235.2 million ton nes. In the Lviv-Volyn coal basin,
high-quality energy and coking coal of ¢, WGtype, ¢yGa ~ | G2 ¢! z A AGtypg aré
common.

As of 01.01.2018, 683.5 million ton nes of the category A+B+C1 coal were developed and
prepared for development in the Lviv -Volyn basin, or 62.3% of the total balance reserves of the
basin. Geoinform of Ukraine SRPE shows 413.1 million ton nes (37.7%) of reserves in the Lviv -
Volyn basin that are not ready for industrial development, thus its potential for increasing
production is lower than in the Donetsk coal basin.

22 Geoinform of Ukraine SRPE, Yearbook "Mineral Resources of Ukraine”, 2018, http://geoinf.kiev.ua/M_R_2018_1.pdf
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Russia
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Figure 5-1: Location of coal pools in Ukraine

In terms of administrative regions, the largest coal reserves (34.5%) are concentrated in the
Luhansk region, followed by the Donetsk (32.2%) and Dnipropetrovsk (25.6%) regions; the
other 7 .4% are located in the Lviv, Volyn and Kharkiv regions.

14,310
Luhansk

13,537

Donetsk
13,477 asof 01.01.2017

I s of 01.01.2018

. 10,706
Dnipropetrovsk
10,620
Kharky e
) —1,029
i 1,028 @ 41,637 41,490
Vol -69
69

Total in Ukraine

Figure 5-2: Structure of balance reserves of hard coal by the regions of Ukraine as of 01.01.2017
and 01.01.2018, million ton nes?3

2 Geoinform of Ukraine SRPE, Yearbook "Mineral Resources of Ukraine", 2017 ( http://geoinf.kiev.ua/M_R_2017.pdf ), 2018
(http://geoinf.kiev.ua/M_R_2018_1.pdf )
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According to the distribution of coal reserves by types, in 2017, ¢|, Gtype prevailed, which
accounted for 29.4% of the balance reserves. In the second place was the gas coal, or ¢yGtype
(17.7 %. Long-flame coal (¢, ¥type) accounted for 14.8%, and anthra cite (¢OGtype) for
13.8%.

12,967.0
I
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|
6.530.1 ¢ 0g9.3
|
2,593.7 2,564.8 2,564.6
| | 7 1,916.5
I 1,010.9
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Hﬂ”_t\/pe Hl_ﬂ_tvpe Hﬂr”_t\/pe HA”_type HE”_tvpe HMH_type Hl_lﬂ_t\/pe HKH_t\/pe an”_tvpe ”OBH_
type

Figure 5-3: Structure of balance reserves of coal by grade in Ukraine as of 01.01.2018, m In tonnes®

5.1.3 Significant explorations

In 2017 the exploration work in the territory of the Lviv -Volyn and Donetsk coal basins
supported by the State budget was not carried out. However, a detailed geological and
economic assessment was carried out. In the Donetsk region, the field of the Bilo zerska Mine
of the Bilozerska Mine DLC and the field of the Pioneer Mine of the Bilozerske Mine
Administration of the DTEK Dobropolyeugol LLCwere estimated. In the territory of the Lviv -
Volyn basin the Lyubelska plot No. 3 of the CCI Lyubelya SOE and the fields of the Chervonograd
Mine of the Lvivvuhillia SE were estimated 2°.

5.1.4 Volumes of coal mining

The information about the volume of coal mining is consolidated by several state bodies, in
particular, the Derzhstat, Minekoenergo and Derzhgeonadra (the scientific and production
enterprise  Geoinform of Ukraine SRPE, which collects and processes data for the
Derzhgeonadra), but their data differ signi ficantly, which may be due to the use of different
methodology for recording the information about the extraction of mineral resources. While
the difference between the Minekoenergo and Derzhstat data is less significant (from 0.5% to
7.1% during 2015-2017), the difference between the Derzhgeonadra and
Minekoenergo/Derzhstat data is noticeably greater and on average reached 39.1%/38.3%
during 2015 -2017.

2 Geoinform of Ukraine SRPE, State balance sheet of mineral resources of Ukraine, Coal (issue 22), 2018
% Geoinform of Ukr aine SRPE, State balance sheet of mineral resources of Ukraine, Coal (issue 22), 2018
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The general trend of changes in the volume of coal mining in 2015 -2017 is downward. In 2017,
according to the Minekoenergo data, 34,916 thousand ton nes of coal were mined, which is
14.6% less than in 2016. According to the Derzhstat the decline in extraction volumes was
22.6%, and according to the Derzhgeonadra g28.7%.

B state Statistics Service
Minekoenergo
I Derzhgeonadra

39,745
40,864

34,916

2015 2016 2017

Figure 5-4: Dynamics of the volume of coal mining in Ukraine in 2015 -2017, thousand ton nes 26:27:28

The Dnipropetrovsk region (57.7%) and Donetsk region (32.8%) account for the bulk of coal
mining (Figure 5-5).

) 18,409.4
Dnipropetrovsk 2016
2017

15,638.7
e -26'9%
5,035.2
Luhansk -66.5%
-1,689.2

~1,595.0
Lviv <D 40,864.1
1,545.3

185.8
Volyn -45.4%
101.4

Total in Ukraine

Figure 5-5: Coal mining volumes by the regions of Ukraine in 2016 -2017, thousand ton nes ?°

According to the Minekoenergo, in 2017, the most extracted in Ukraine was the gas coal
(¢y = yGRype), in the volume of 9,961. 2 thousand ton nes.

% The SSSU Statistical information "Production of industrial products by type", 2015, 2016, 2017,
http://www.ukrstat.gov.ua/operativ/operativ2016/pr/vr_rea_ovpp/vr_rea_ovpp_u/arh_vppv_u.html

2 The Minekoenergo, Extraction of coking and power plant coal through December 2017,
http://mpe.kmu.gov.ua/minugol/control/uk/publish/article?art_id=245266910&cat_id=245183238

The Minekoenergo, Statistical information, 2015, 2016,
http://mpe.kmu.gov.ua/minugol/control/uk/publish/article?art_id=245086132&cat_id=35081
http://mpe.kmu.gov.ua/minugol/control/uk/publish/article?art_id=245178477&cat_id=35081

28 Geoinform of Ukraine SRPE, State balance sheet of mineral resources of Ukraine, Coal (issue 22), 2018
2 The Minekoenergo, Coal mining in Ukraine by mines in December 2017,
http://mpe.kmu.gov.ua/minugol/control/uk/publish/article?art_id=245266889&cat_id=245183238
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Figure 5-6: Volumes of coal mining by coal types in 2017, thousand ton nes3°

In 2017, the leaders in coal mining were the companies in the private sector of the economy:

more than half of the total extraction in Ukraine was provided by the DTEK Pavlogradugol
PrJSC (20,142.1 thousand ton nes). In the second place was the Shakhtoupravlinnia Pokrovske
PJSC, which produced 4,345 thousand ton nes or 12.4% of the total volume. Accordingly, the

public sector companies accounted for 13.9% of Ukraine's coal mining, which comprised
4,839.7 thousand ton nes. The largest extraction volumes were provided by the Lvivvuhillia SE
and Selydivvuhillia SE, which accounted for 1,342. 8 and 810.0 thousand ton nes, respectively.

In general, in 2017, the volume of coal mining by both public and private sector companies fell
by 16.4% and 14.3%, respectively. Among the private sector companies, the largest reduction
was observed in the DTEK Mine Komsomolets Donbassa PrJSC (by 82.4%), DTEK
Sverdlovanthracite LLC (by 74.2%) and DTEK Rovenkyanthracite LLC (by 68.8%). It is also
worth noting that in 2017, the DTEK group announced the loss of control over these three
enterprises, since they are located in the temporarily uncontrolled territory 3132,

If current production rates are maintained, the balance of coal reserves will last for another
1,188 years .

% The Minekoenergo, Coal mining in Ukraine by mines in December 2017,
http://mpe.kmu.gov.ua/minugol/control/uk/publish/article?art_id=245266889&cat_id=245183238

31 Notification on the official website of DTEK, 2017 , https:// dtek.com/ua/media -center/press/dtek -zayavlyaet-o-potere -
upravleniya -predpriyatiyami -raspolozhennymi -na-vremenno -nekontroliruemoy -territorii -donetskoy -i-luganskoy-oblasti/

32 The list of such territories was approved by the order of the CMU "List of localit ies in the territory of which the state
authorities temporarily do not exercise their powers" No. 1085 -R dated 07.11.2014 .

3 To calculate the sufficiency of the coal mining, the data on the volume of balance reserves and extraction of the Geoinform of
Ukraine SRPE (State balance sheet of mineral reserves, Coal (issue 22), 2018) were used.
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Table 5.8: Coal extraction volumes by companies in Ukraine in 2016

-2017, thousand ton nes?3*

Coal extraction volumes, thousand ton nes
Company % of char!ges in
2016 3° 2017 2017 relative to

2016
Total the public sector of the economy, including: 5,789.2 4,839.7 -16.4%
Lvivvuhillia SE 1,408.7 1,342.8 -4.7%
Selydivvuhillia SE 1, 394.0 810.0 -41.9%
Myrnohradvubhillia SE 548.1 608.6 11.0%
Shakhtoupravlinnia Pivdennodonbaske No 1 SE 497.9 447.6 -10.1%
Vuhilna kompaniia Krasnolymanska SE 443.4 3784 -14.6%%
Mine named after M. S.Surgai SE 340.7 288.7 -15.3%
Pervomaiskvuhillia SE 308.4 160.5 -48.0%
Toretskvuhillia SE 279.4 265.0 -5.2%
Lysychanskvuhillia PJSC 196.5 234.1 19.1%
Nadiya Mine PJSC 186.4 202.5 8.7%
Volynvugillia SOE 185.4 101.4 -45.3%
C¥-¥-¥¢ 0oO®©jv b~oz uwF hdZ 0.4 0.0 -100%
Total the public sector of the economy, including: 35,074.8 30,076.5 -14.3%
DTEK Pavlogradugol PrJSC 18,409.4 20142.1 9.4%
Shakhtoupravlinnia Pokrovske PJSC 4,302.0 4,345.6 1.0%
DTEK Mine Komsomolets Donbassa PrJSC®® 3,502.1 614.9 -82.4%
DTEK Sverdlovanthracite LLC 2,305.6 595.2 -74.2%
DTEK Dobropolyeugol LLC 2,271.8 2,128 .7 -6.3%
DTEK Rovenkyantracite LLC 2,224.6 699.3 -68.6%
Krasnolymanska LLC 1,566.1 899.3 -42.6%
Bilozerska Mine DLC 493.1 644.0 30.6%
LE Saint Matrona of Moscow Mine LLC 0.0 7.3 -
Total 40,864.1 34,916.2 -14.6%

5.1. 5 Exports and imports of coal

According to the SSSU, in 2017, 635.8 thousand ton nes of coal were exported which is 22.1%
higher than in 2016 (520.6 thousand ton nes). This increase in export volumes is primarily due
to an increase in coal supplies to Russia g from 81.8 thousand ton nes in 2016 to 312.6
thousand ton nes (49.2% of total coal exports) in 2017. In the second place was Slovakia, where
234.4 thousand ton nes of coal worth USD 41.5 million were exported. A total of 88.8 thousand
tonnes of coal worth USD 6.5 million were exported to other countries ( Figure 5-7).

34 The Minekoenergo, Coal mining in Ukraine by mines in December 2017, ,
http://mpe.kmu.gov.ua/minugol/control/uk/publish/article?art_id=245266889&cat_id=245183238

3% The data on the volume of extraction by individual companies (lviv vuhillia SE, Krasnolymanska LLC, LE Mine named after the
Saint Matrona of Moscow) for 2016 in the EITI Report for 2017 differ from the corresponding data in the EITI Report for 2016,
since the 2016 report presents the data obtained from the responses of companies, and in the 2017 report  -the Minekoenergo
data

% 1n 2017, the DTEK Group declared the loss of the management over DTEK Mine Komsomolets Donbassa PrJSC DTEK
Sverdlovanthracite LLC , DTEK Rovenkyanthracite LLC located in the temporarily uncontrolled territory of Donetsk  region
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Figure 5-7: Volumes of coal exports by country in natural and monetary units in 2017 37

The volumes of coal imports in 2017 also increased by 26.4% compared to the previous year,

and constituted 19,777.7 thousand ton nes with a total value of USD 2,743.8 million. According

to the SSSU, more than half (67.0%) of the total volume was imported from R ussia g813,256.7
thousand ton nes worth USD 1,552.0 million. In the second place was the United States, which
accounted for 3,408.2 thousand ton nes of coal, or 17.2% of total imports ( Figure 5-8).

@
=94 2,743.8
t e
8 €
E g
E
28
S5 65.8 116.4 56.6 74.5 14.3
—— -o— P
19,777.7
22
“ @
23
= 13,256.7
A 3,408.2
Ese By | 208.5
3
=3&c | | 714.1
258 e _____ 5425 4436 4086 o956
Total Russia USA Canada Republic Australia Poland Kazakhstan Other
of South
Africa

Figure 5-8: Volumes of coal imports by country in natural and monetary units in 2017 38

37 The SSSU, Foreign trade of certain types of goods by countries of the world, 2017,
http://www.ukrstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_iovt2017.htm
38 The SSSU, Foreign trade of certain types of goods by countries of the world, 2017,
http://www.ukrstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_iovt2017.htm
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Conclusions to the section

As of 01.01.2018, Ukraine had 4 1,490 million ton nes of balance hard coal reserves, which
are located in two coal basins: Donetsk and Lviv -Volyn. The most intensively developed coal
deposits were ¢y = yChype.

In 2017, there was an increase in the import volumes by 26.4% compared to the previous
year.

If current production rates are maintained, the balance of coal reserves will last for another
1,188 years.

The development of the coal extraction industry is negatively affected by several key factors,
in particular:

- The military conflict in the East of Ukraine; - as of 01.07.2017, 131 state -owned
enterprises that are in the field of governance of the Minekoenergo were located in the
territory where the authorities temporarily do not exercise their powers;

- Low investment attractiveness of t he coal industry in general, and in Ukraine in
particular, including for the risks associated with the military conflict;

- The geological features of the coal reserves, high level of development of deposits and
relatively high extraction costs;

- Long-term underfunding of the state -owned enterprises.
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5.2 Oil and natural gas extraction

5.2.1 The role of the state in the oil and natural gas extraction industry

The role of the state in the oil and gas industry of Ukraine is the highest among all extractive
industries. The state represented by the Cabinet of Ministers of Ukraine, holds 100% of the
shares of JSC Naftogaz of Ukraine NJSC and Nadra of Ukraine NJSC.

Naftogaz of Ukraine NJSC is a vertically integrated company with a full cycle of operat ions
including exploration and development of fields, operational and exploration drilling, oil and gas
transportation and storage, supply of natural and liquefied gas to consumers.

Table 5.9: The list of companies in which Naftogaz of Ukraine NJSC holds 50% of shares and more,

2017 %

Name of Company

Number of shares owned by
Naftogaz of Ukraine NJSC

Extraction of natural gas, oil and products of their processing

the Gas Transportation System of Ukraine LLC

Ukrgazvydobuvannya JSC 100%
Zakordonnaftogaz SE 100%
Chornomornaftogaz SJISC PJSC 100%
Ukrnafta PJSC 50% + 1 share
Petrosannan Company (SD, Egypt) 50%
Transportation of oil and natural gas
Ukrtransgaz JSC 100%
Ukrspetstransgaz JSC 100%
Ukrtransnafta JSC 100%
Wholesale and retalil
Gaz of Ukraine SE 100%
Kirovogradgaz OJSC 51%
Naftogaz Trading Europe S.A. 100%
Ukravtogaz SE 100%
Naftogaz SE 100%
Energy and Fuel of Ukraine JSC 51%
Other
Vuglesyntezgaz of Ukraine SE 100%
SE Naukanaftogaz SE 100%
Naftogazobslugovuvannia SE 100%
Naftogaz-Energoservice SE 100%
Naftozbagachennia SE 100%
LIKVO SE 100%
Budivelnyk SE 100%
International Consortium for Management and Development of 50%

39 According to the information received from Naftogaz NJSC in response to a request for information required for the

preparation of the EITI Report
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Moreover, according to the publicly available information “°, the other companies with less than
50% of the shares owned by Naftogaz of Ukraine NJSC in 2017 included:

Devon PrJSC g12.13%;
Karpatygaz LLC, joint venture with Misen Enterprises AB §49.99%;
Ukrtatnafta PJSC 843%.

The subsidiaries of Naftogaz of Ukrai ne NJSC are the largest enterprises in the natural gas
extraction sector (Ukrgazvydobuvann ya JSC) and oil (Ukrnafta PJSC), as well as natural
monopolies engaged in natural gas transportation across the customs border of Ukraine using
the pipeline transport ation system in transit mode (hereinafter referred to as "transit"),
transportation and storage of natural gas (Ukrtransgaz JSC) and oil (Ukrtransnafta JSC). In
addition, for the purposes of this Report, the subsidiaries of Naftogaz Ukraine NJSC provided
information on the list of companies in which they held 50 per cent or more of the shares.

Table 5.10: The list of companies in which the subsidiaries of Naftogaz of Ukraine NJSC hold 50% and
more the shares

Name of a subsidiary Name of company, in which a subsidiary
of Naftogaz of Ukraine NJSC holds 50% or more of the shares

Shebelynska Voda LLC, 98,266%

Olexander LLC, 100%*

Ukrtransgaz JSC Naftogazreiester LLC, 100% #?

Ukrtransnafta Corporate Fund LLC, 99.95%
Transmunai LLC, 50%

Joint Venture Ukrkarpatoil LTD LLC , 100%
Kashtan Petroleum LTD JV, 55%

Naftovik -Ukraine Football Club LLC, 99.99%
Dzherelo Agro Firm LLC, 99.99%
Okhtyrka-Agro LLC, 99.98%

Polyviane-Agro LLC, 99.98%

Ukrainian Oil and Gas Insurance Company CJSC, 57.62%
Kachanove-Agro LLC, 99.97%

Agrofirm Mykolaivka LLC, 99 ,96%
Voskresenske-Agro LLC, 99.92%

Vorskla CJSC, 79.39%

Fund-Service CJSC, 74%

JSC Romgaz JV PrJSC, 65.25%

Ukrgazvydobuvannya JSC

Ukrtransnafta JSC

Ukrnafta PJSC

Nadra of Ukraine NJSC is a state-owned enterprise whose objective is to study the subsoil of
Ukraine, to conduct exploration activities, as well as to attract investments in the sector  (

40 Naftogaz of Ukraine NJSC Annual Report for 2017, link to access:

http://www.naftogaz.com/files/Zvity/NAK_AnRep2017_UA.pdf

Securities Issuer Annual Information for 2018, link to access:  http://www.naftogaz.com/files/Zvi  ty/NAK_AnRep2017_UA.pdf ;
http://www.naftogaz.com/www/3/nakweb.nsf/0/43377F16EB4C97B7C22583C5004E9951?0OpenDocument&Expand=4.1&

41 Ukrgazvydobuvannya JSC, Securities Issuer Annual Information for 2017, link to access:
http://ugv.com.ua/uploads/1525245812.pdf

42 In addition, in its response to the questionnaire, Ukratransgaz PJSC provided a list of enterprises in which it hold less than 50%
of the shares, namely Energotechnologii PISC (24%), Enzym PJSC (0.12%), Cogeneration Technologies UTG LLC (38%)
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Table 5.11).

Table 5.11: State beneficiary participation in the oil and gas industry in 2017 (Nadra of Ukraine

NJSC)
Name of Company Number of shargs owned by
Nadra Ukrainy NJSC
Subsidiaries of Nadra Ukrainy NJSC
Chernihivftogazgeologiya 100%
Krymgeologiya 100%
Poltavnaftogazgeologiya 100%
Ukrnaukageocenter 100%
Agrogeophysica 100%
Zakhidukrgeologiya 100%
Mirgorodnaftogazrozvidka 100%
Centerekrgeologiya 100%
Nadraresursy 100%
Other enterprises controlled by Nadra Ukraine NJSC

Ukrgeolremmash OJSC 100%
Ukrainian Geophysical Company LLC 100%
Nadra Krymu LLC 99,91%
Azov Mining Adminisstration LLC 99,9%
Nadra Yuzivska LLC 99%
Nadra Skifska LLC 99%
Nadrainvest LLC 90%
Nadra Oles'ka LLC 90%
Zhytomyrburrozvidka LLC 90%
Waters of Ukraine LLC 80%
Poltavanaftogazrozvidka LLC 70%
Nadra Shelf LLC 58,44%
Triton Engineering and Drilling Group LLC 50%
Gaichur Mining Company LLC 50%
Perjansky Quarry LLC 50%
Nadra Gorodotske LLC 50%
Building and installation Nobilsky administration LLC 45%
Zakhidgazinvest LLC 34,99%
East Europe Petroleum LLC 33%
Nadra Tunivska LLC 25%
Chornomorzakhidinvest LLC 25%
Chornomorgeoresursy LLC 25%
Closed Non-Diversified Venture Corporate Investment Fund 210
Standard Plus PJSC

According to the Ministry of Energy and Environmental Protection of Ukraine, as of March 1,

2018, 33 legal entities in the list of state

-owned enterprises, organizations and associations of

the oil and gas sector are within its scope of management. The lis t of companies for which the
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Ministry of Energy manages the corporate rights of the state, includes 2 legal entities.

43 These

enterprises, organizations, and associations can provide service and other ancillary services,
however they are not engaged in extr acting operations.

According to the questionnaires, the size of the state's share in the authorized capital of the
reporting companies of the oil and gas industry did not change in 2017.

As a general rule, the state and the agency whose scope of managemen tincludes a state -owned
enterprise are not liable for its obligations. According to the information received by the
Independent Administrator from the reporting companies, no deviations from the general rule
on liability of the state were identifie d.

The payments related to extracting activities, from / to the state

-owned enterprises may be

made under the joint venture agreements, concession agreements, product sharing

agreements. The relevant questions were included in the requests to the reporting compan
According to the responses received, as of 2017, the joint venture agreements were

by four reporting companies ( Table 5.12).

Table 5.12: Information on the joint venture agreements in the oil and gas industry in 2017

ies.
concluded

44

Joint venture
agreement ref. No

Other parties to the
agreement

Authorized taxpayer

Type and amount of
contribution of the
state -owned partner

Kashtan Petroleum LTD JV

Agreement No.
35/21 -SD dated
28.01.2008

Ukrnafta PJSC

NGVU Chernihivnaftogaz
of Ukrnafta PJSC

Financial contribution
UAH 9,300.00 393%

Ukrgazvydobuvannya JSC

Agreement No. 3
dated 10.06.2002

1. Karpatygaz LLC
2. MISEN Enterprises AB
JSC

Karpatygaz LLC

UAH 1,267,329
thousand (investment as
of 31 January 2017) 4°

UAH 2,110.93 thousand
(intangible asset gright
to use the well and
technical information )

Agreement No. 493
dated 24.03.2004

1. Karpatygaz LLC
2. Tekhproekt VKF LLC

Karpatygaz LLC

UAH 41,001.86
thousand (intangible
asset gright to use
wells)

Agreement No. 1747
dated 13.10.2004

Karpatnadrainvest LLC

Karpatnadrainvest LLC
Karpatygaz LLC

UAH 3,000 (financial
contribution)

Agreement No. 612
dated 29.06.2004

Dion VKF LLC

Dion VKF LLC

UAH 4,111.26 thousand
(intangible asset gright
to use wells)

43 Order of the Ministry of Energy and Environmental Protection of 20.03.2018 No. 172, link to
http://mpe.kmu.gov.ua/minugol/control/uk/publish/article?art_id=245294207&cat_id=244916132
44 In addition to the state -owned companies, two private reporting companies provided information on the existence of joint venture

agreements as of 2017, namely: Nadra -Geoinvest LLC (1. agreement No. 201/07 dated 26.07.07 with Impreza

access:

-M PE; the

authorized taxpayer is Private Enterprise "Impreza -M"; 2. agreement No. SD 161/08 dated 06.05.08 with Logo systems LLC; the

authorized taxpayer is Logo systems LLC;) and Energia 95 LLC (agreement No. 5 dated 02.03.2016 with Kade

GKR Denysovske LLC; the authorized taxpayer is Kade-Resource LLC).
4 Ukrgazvydobuvannya JSC, Financial report and report of the independent auditor, 2017,
http://ugv.com.ua/page/docs?count=1
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Joint venture

Other parties to the

Authorized taxpayer

Type and amount of
contribution of the

agreement ref. No agreement
state -owned partner
Agreement dated UAH 9,626.73 thousand
g Tsefei LLC Tsefei LLC (intangible asset gright
15.09.2004
to use wells)
Agreement No. 1. Shell Ukraine Shell Ukraine UAH 2,332.54 thousand

1330 -1-4 dated

Exploration | LLC
2. Shell Exploration and

Exploration End

(intangible asset)

06.10.2011 Production Ukraine | B.V. Production | LLC
Agreement UAH 88,458.7
"Geological (materials/works and

exploration and
development of gas
fields in the Azov and
Black Seas and the
Kerch Peninsula”
dated 24.10.2000.

State Joint Stock
Company
Chornomornaftogaz JSC

State Joint Stock
Company
Chornomornaftogaz JSC

financial contribution )

Ukrnaf

ta PJSC

Agreement No. 5/56
dated 21.12.2000

Nadra Invest LLC

NGVU Poltavanaftogaz
represented by Ukrnafta
PJSC

UAH 9,476,825.59
(Financial contribution in
joint venture as of

2017)

Agreement No. 35/4
dated 19.01.199

1. Carleton Trading
Ukraine LLC
2. Gals-K Ltd. LLC

NGVU Chernihivnaftogaz
represented by Ukrnafta
PJSC

UAH 289,938,961.56
(Financial contribution in
joint investment
activities from the
commencement of
business 49,9%; no
contributions in 2017 )

Agreement No.
35/21 -SD dated
28.01.2008

Kashtan Petroleum LTD
JV

NGVU Chernihivnaftogaz
represented by Ukrnafta
PJSC

UAH 9,300.00
(Financial contribution in
the joint investment
activities from the
commencement of
business; no
contributions in 2017)

Agreement No.
35/809 -SD dated
20.07.2004

Regal Petroleum
Corporation Limited PE

NGVU Poltavanaftogaz
represented by Ukrnafta
PJSC

UAH 9,300.00
(Financial contribution in
the joint investment
activities from the
commencement of
business 49%; no
contributions in 2017)

Agreement No.
999/97 dated
21.07.2015

Representative office of
Momentum Enterprise
(Eastern Europe) Ltd.

NGVU Poltavanaftogaz
represented by Ukrnafta
PJSC

UAH 247,536,822.38
(Financial contribution in
the joint investment
activities from the
commencement of
business, 49,9%; no
contributions in 2017)

Agreement No.
35/176 dated
11.11.1999

1. Technopaclux LLC
2. Navigator Complex LLC
3. Tranget limited

(Cyprus)

Okhtyrkanaftogaz NGVU
represented by Ukrnafta
PJSC

UAH 184,799,14.00
(Financial contribution in
joint investment
activities, 20%; no
contributions in 2017)
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Joint venture
agreement ref. No

Other parties to the
agreement

Authorized taxpayer

Type and amount of
contribution of the
state -owned partner

Agreement No. 01

1. Power Provision
Limited

UAH 184,799,14.00
(Financial contribution

dated 20 03.1998 2. Felusio Investments Aipek PrJsC the_jc_)i.nt investment
Ltd. activities, 20%; no
3. Aipek PrJsC contributions in 2017)
UAH 9,476,825.59
(Financial contribution in
Agreement dated 1. Carleton Trading joint investment
07.09.2001 (valid till | Ukraine LLC GalsK PrJsC activities from the

2. Gals-K PrJsC commencement of

business; no

07.09.2021)

contributions in 2017)

Of these, one company (Kashtan Petroleum LTD JV) is a party of the joint venture agreement
with a state partner represented by Ukrnafta PJSC, whose financial contribution was UAH
9,300 or 93%. In addition to this agreement, Ukranafta PJSC is a partner in seven other joint
venture agreements with the companies that are not covered by th e reconciliation of payments
for the purposes of 2017 EITI Report. According to the reporting companies, there were no
concession and production sharing agreements in 2017.

During 2017, Ukrgazvydobuvannya JSC and Ukrtransnafta JSC payed dividents to their only
shareholder, Naftogaz of Ukraine NJSC, in the amount of UAH 5 959 800 thousand and UAH
UAH 4 181 870 thousand respectivel y*%, in accordance to the activity results in the 2016
financial year . At the same time, according to the financial statemets of Ukrnafta PJSC and
Ukrtransgaz JSC, in 2017 they did not pay dividends to Naftogaz of Ukraine NJSC %',
Ukrgazvydobuvannia JSC, Ukrtransnafta JSC, Ukrnafta PJSC and Ukrtransgaz JSC did not pay
dividends directly to the state budget of Ukraine in 2017.

According to the Ministry of Energy and Environmental Protection, two programs were
implemented in 2017 to support the Ukrainian oil and gas sector ( Table 5.13). The amont of
j V] KEE £~¢¢~¥an -vO vec¥xvazy {¥° alz
equipment of the Urengoy -Pomary-j ° } | ¥ ¥y a7~
no funds were disbursed. The amount of UAH 1 million was allocated { ¥~ 2 } z
e«wet~x _¥~po2 ha¥x; X¥£|vo
the gas transmission system to the requirements of the Directive of the European Parliament
and the Council. However, only UAH 134.4 thousa nd were actually disbursed in 2017.

In 2017, according to the State Treasury Service, the enterprises of the oil and gas complex
did not take any loans against the guarantee of the state budget. *°

46 Ukrgazvydobuvannya JSC, Securities Issuer Annual Information for 2017, link to  access:
http://ugv.com.ua/uploads/1525245812.pdf ~ ; Ukrtransnafta JSC, Securities Issuer Annual Information for 2017, link to access:
https://w ww.ukrtransnafta.com/dokumenti/

47 Ukrnafta PJSC, Financial report by the International reporting standards 21 January 2017, online access:
https://www.ukrnafta.com/dat a/lvestor_news/Okrema%20zvitnist%202017.pdf ; Ukrtransgaz JSC, Annual financial report 2017,
online access: http://utg.ua/utg/about  -company/reports.html

“8 Order of the Ministry of Energy No. 187/342 of 09.03.2017, link to access:
http://mpe.kmu.gov.ua/minugol/doccatalog/document?id=245191589

4 Order of the Ministry of Energyof2 MCFGCGEFL & LMIDFFJJA ¢~oj 2¥ vxxz©0O0
http://mpe.kmu.gov.ua/minugol/doccatalog/document?id=245265562

%0 The Treasury, Annual Report on Implementation of the State Budget of Ukraine for 2017 (Section 11.1), link to access:
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Table 5.13: Budget programs in the oil and gas industry, UAH thousand

General Fund Special Fund
Name of the budget plan for 2017, cash execution plan for 2017, cash execution
program adjusted for the (disbursement) adjusted for the (disbursement)
changes made in 2017 changes made in 2017

Reconstruction, major
overhaul and technical
re-equipment of the i i 600.000.0 i
Urengoy-Pomary- ' '
Uzhgorod trunk gas
pipeline 5!
State support to the
public joint —stgck o 1,000.0 134.4 i i
X¥E£| vao Ci
I ~1 z¢~0z© %

According to the State Treasury Service of Ukraine, during 2017, the state budget received the
total of UAH 2,098,106.73 from Naftogaz of Ukraine NJSC 5% and Ukrtransgaz JSC to repay
the loans against the state guarantees (including the late charges).

Table 5.14: Overdue debts of business entities in the oil and gas sector to the government on the
loans against the state guarantees, as of 2017 >

S IETL Late charges accrued
repayment debt to Receipts of UAH '
the state funds to the
Name of company Currency state budget as | Amount
code |, . . . debt due .
in foreign |in national repayment, to the Paid to the
currency | currency UAH state state budget
budget
Naftogaz of Ukraine
NJSC
(Agreement of UAH - - 1,971,298.96 - -
EJCEKCGEEN -t
02/60)
Naftogaz of Ukraine USD
NJSCaEBRD - - 56,492.02 - -
(Agreement of

www.tre asury.gov.ua/uaffile -storage/richniy -zvit-pro-vikonannya-derzhavnogo -byudzhetu -ukraini-za-2017 -rik

51 The Treasury, Annual Report on Implementation of the State Budget of Ukraine for 2017 (Section lil.1), link to access:
https://www.treasury.gov.ua/storage/app/uploads/public/5c0/e3d/81d/5c0e3d81d2179431850514.xls

52 The Treasury, Annual Report on Implementation of the State Budget of Ukraine for 2017  (Section I1.1), link to access:
https://www.treasury.gov.ua/storage/app/uploads/public/5c0/e3d/81c/5c0e3d81cbd3b533936390.xls P segGe3BDE K¢ B
g NJ Qoo EKCFGCGEFL dC 7sde deepnesdode33w seduwday D9a8d95gGe33W a6t
2sddens3sE }J®e2G6dss3as Jjyaesehsaebas eahee3zecd3zaeba cepnpedoagene 7¢ebegec
https://zakon.rada.gov.ua/laws/show/952  -2017 -%D0%BF

53 According to the information provided by PIJSC Naftogaz of Ukraine NJSC, the aforementioned payments in the amount of UAH

1,971,298.96 and UAH 56,492.02 are the commission the company pays to the state for guaranteeing the relevant loan

agreements.

54 The Treasury, Report on overdue debts of economic entities to the state on loans against the government guarantees, link to

access:

https://lwww .treasury.gov.ua/storage/app/uploads/public/5c0/e3d/81f/5c0e3d81f0382781958639.xIsx
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23.10.2015 No. 47283)
Ukrtransgaz JSC
(Agreement of
11.12.2012 No.

15010 -03/127)

EUR

69,820.32 - 495.43

In response to a request from the Independent Administrator about existing outstanding loans
and / or guarantees on loans from the state or state -owned enterprises, the information was
obtained from Naftogaz of Ukraine NJSC and Ukrgazvydobuvann ya JSC (Table 5.15). No
information related to this indicator was found in the responses of other reporting companies.

Table 5.15: Loan agreements and loan guarantees where the oil and gas companies are parties
during the reporting period, 2017

Name of company

Loan amount

Additional information

Naftogaz of Ukraine NJSC

UAH 1,971,756.53
thousand

Loan agreement with Oschadbank
JSC,

The company fulfills its obligations on
time and in full

UAH 4,800,000.00
thousand

Bonds of Naftogaz of Ukraine NJSC

The company fulfills its obligations on
time and in full.

USD 2,000,000.00
thousand

Loan agreement with Gazprombank
JsSC

The company fulfills its obligations on
time and in full

USD 300,000.00 thousand

Loan agreement with the European
Bank for Reconstruction and
Development

The company fulfilled its obligations
on time and in full

EUR 478,285.00 thousand

a¥oy¥o v| " zz£fzn?d
N.A., London branch and Deutsche
Bank AG, London branch

The company fulfilled its obligatio ns
on time and in full

Ukrgazvydobuvannya JSC

UAH 2,091,937.12
thousand (credit line limit)

Loan agreement with Ukreximbank
JsC

Objectives - financing of working
capital (other than refinancing of
credit debt) and payments under the
contracts, including with letters of
credit;

The due date is 30.11.2018

According to the questionnaries, the reporting companies received no new loans or guarantees
on loans from the state or state -owned enterprises during the reporting period.
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Moreover, the reporting companies provided information on the transactions related to public
sector oil and gas exploration companies, namely the size of reinvestment, the volume of

external financing, the amount of retained earnings ( Table 5.16).

Table 5.16: Transactions of public sector companies in oil and gas industry, 2017

Name of company

External borrowings in the
rz, ¥ a2 ~ao| |

P,

Share of the
net profit
allocated to
reinvestment

Retained earnings, UAH

CEEE

as of
01.01.2017

as of
31.12.2017

Ukrtransgaz JSC

1) EUR 13,538,611.26

Duetsche Bank AG
=4 FDFGFGEEEHJ
11.12.2012 till 2023)

2) UAH 160,000,000.00

Ukrgazbank JSB (No. 15-
A D F YIP of 26.07.2016
till 25.07.2017)

3) UAH 200,000,000.00

Alfa Bank PJSC (No. 73/16
of 07.11.2016 till
06.11.2017)

4) UAH 140,000,000.00
Tascombank JSC

(No. NK 1279 of

29.12.2016 till
28.12.2017)

5) EUR31,091,181.68

Duetsche Bank AG (No.
1/1212000351 of
11.12.2012 till 2023)

Ukrgazvydobuvannya
JSC

1) UAH 1,376,476
thousand (loan repayment)

2) UAH 756,875 thousand
(loan received)

055

20,088,463

44,663,236

Ukrnafta PJSC

17,119,762

17,150,369

Kashtan Petroleum
LTD JVv

53,547

74,079

Naftogaz of Ukraine
NJSC

Ukrtransnafta JSC

Joint Ukrainian -
American Enterprise
UkrCarpatyOil LTD

55 Net profit g UAH 30,472,509 thousand, of which UAH 7,618,127 thousand is recognized as retained earnings for the statutory
purposes; By decision of the Shareholder of th e Company No. 272 dated 11.09.2018, UAH 7,618,127 thousand of the retained
earnings was paid out as dividends.
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In addition, the Independent Adminis trator analysed information on bank borrowings to oil and

| vO X¥E£E]ve~z0 y«' ~auao] GEFLA -}~x} ~© v=av~¢vwez
reportings .
Table 5.17: Information about borrowings of oil and gas companies in 2017 6
Company Type of Amount Interest Additional information
borrowing rate / borrowing
currency
Ukrgazvydobu | Current 531,900 22.0%-24.0% / | Secured by the following
vannya JSC borrowings, UAH UAH pledges:
thousand 1 property, plants and
Current 1,023,820 | 8.5%-12.0% / equiplemnt (UAH 236,880
borrowings, USD UsD thousand,
thousand T inventories (UAH
100,940 thousand),
9 proceeds from future sales
(UAH 5,848,502 thousand)
Naftogaz of Non-current 14,736 18% /UAH Secured by the following
Ukraine NJSC borrowings, UAH (remaining pledges:
million 21.162 UAH 9 proceeds from future sales
Current 44 579 million) (UAH 43,393 million),
borrowings, UAH 7% MSD 9 property, plants and
million (remaining equipment (UAH 2,682
26.706 UAH million),
million) { inventories (UAH
2% / Euro 38,208 million),
(remaining UAH
11.447 million) | As of 31 January, 2017 the
X¥E£! va~ CO wi¥the Y
amount of UAH 22,023
million were guaranteed by
the State
Ukrtransgaz Non-current 618,384 7% / Euro Secured by the followings
JsC borrowings, UAH pledges:
thousand 1 proceeds from future sales
Current 235,584 (UAH 2,970,000 thousand)
borrowings, UAH 1 invesntories (UAH
thousand 1,815,281 thousand)

As of 31 January, 2017 the
X¥E!lva CO w¥ " "y
amount of UAH 1,041,412
thousand were guaranteed by
the State

Funds flow of Ukrgazvydobuvannya JSC as the result of financial activity in 2017 included
borrowings from Ukrainian banks in the amount of UAH 756 ,875 thousand, repayments of
borrowings from Ukrainian banks in the amount of UAH 1 ,376,476 thousand and payments of

% Ukrgazvydobuvannya JSC, Financial reporting 2017, http://ugv.com.ua/uploads/1522851503.pdf

Consolidated financial reporting 2017, http://www.naftogaz.com/files/Zvity/Naftogas
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interest rates in the amount of UAH 73,704 thousand. As of 31 January 2017, the company
violated its obligations regarding repayments of current borrowings in the amount of
UAH 776,646 thousand . Accoridng to the financial reporting, violation of obligations in the
amount of UAH 696,776 thousand is due to the re-assignment of the right to demand
repayment of borrowings by an Ukrainian bank to another bank under the factoring agreement
GEFLC dao 2}z xcHafideoflende® wiasznét @epp@priately approved by
financial ~o0 ©2 ~28 «2 ~¥ o ©A voy {¥° alvya "z v ©¥ ogroéinded
concers regarding the legitimacy of the re -assignment of the right to demand repayments. The
X¥E£!va CO £vov|z£zro?2 «oyz’  2¥¥, altz ¢z| ~©¢d2@~-2z¢
lender in order to repay debts on obtained borrowings. Detailed information on borrowing

obligations of oil and gas companies and repayment dates is provided in the table below.

~ 0

X ¥ £

Table 5.18: Information on o bligations of oil and gas companies with regards to borrowings

Company Type of obligation Date of Outstanding Annual Repayment
obtaining debt, UAH interest date
thousand rate
Borrow!ngs fr_om. 1,661,842
banks, including:
credit line in UAH 26.04.2013 | 210,147 22.8 |15.06.2017
Ukrgazwfsc’g“"a””ya credit line in UAH 30.05.2013 | 126,493 22.8 | 15.06.2017
credit line in UAH 23.07.2013 115,390 22 15.06.2017
credit line in USD 05.09.2013 244 746 12 15.06.2017
credit line in UAH 29.08.2013 79,870 24 31.12.2014
credit line in USD 09.06.2017 779,047 8.5 30.11.2018
Borrowings from
banks, including:
Naftogaz of Ukraine commercial secret in
NJISC accordance to para.
HCF ¥{ 2} z |01.01.2014 56,229,006 0 31.12.2018
Order ¢ G F lfrom
02.03.2013

According to requirement 4.5 of the EITI Standard, for the purposes of preparing this Report,
the questionnaires for reporting companies included questions about the amount of transfer
payments (subsidies, subventions etc.) and other financial assistance received by the
companies from the state during the reporting period. However, according to the survey, no
such payments were reported by the reporting companies in the reporting period.

5.2.2 Oil and natural gas reserves

Ukraine's oil and natural gas deposits and fields are concentrated in three major oil and gas
regions: Eastern, Western, and Southern. The major oil re serves (51.2%) are concentrated in
the Eastern region. The Western region accounts for 34.1% of the balance sheet oil reserves,
and 14.7% of oil reserves are concentrated in the Southern region.
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Figure 5-9: Location of oil and natural gas regions in Ukraine

According to the Geoinform of Ukraine SRPE, as of January 1, 2018, there were 199 deposits

in the territory of Ukraine with estimated oil reserves of 109,574 thousand ton  nes of balance
sheet oil reserves. Of these, 137 fields were in the process of industrial development, and their
reserves accounted for 79.0% of the balance sheet oil reserves in Ukraine, or 86,586 thousand
tonnes. The total off -balance-sheet oil reserves in Ukraine amounted to 37,312 tho usand
tonnes as of 01.01.2018.

According to Geoinform of Ukraine SRPE, Ukraine has one medium size oil field (Glynsko -
Rozbyshivske in the Poltava region 12,173 thousand ton nes or 11.1% of the total oil balance
sheet reserve in Ukraine) and two small ones (Yablunivske in the Poltava region g 7,403
thousand tonnes or 6.8% and Bugruvativske in the Sumy region g 8,679 thousand tonnes or
7.9% of the total balance sheet oil reserves). All other oil fields are in the category of small and
very small ones.

The largest share of all oil balance sheet reserves in Ukraine is in Poltava region g§21,8%, Ilvano-
Frankivsk region g 18,9%, Sumy region g 15,8% and Lviv region g11,7%. During 2017, in all

Ukrainian regions there was a decrease in the volume of oil balance sheet stocks, of which the

sharpest decline occurred in the Lviv region g by 40.6%.
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as of 01.01.2017
[ as of 01.01.2018

Poltava

lvano-Frankivsk

Sumy
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Chernihiv
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Odesa 121,124

Kharkiv

Other regions

Total in Ukraine

Figure 5-10: Structure of oil balance reserves by the regions of Ukraine
as of 01.01.2017 and 01.01.2018, th  ousand tonnes %7
The level of exploration of the initial total oil resources in Ukraine as of 01.01.2018 is relatively
low (38.4% in 2017), while the exhaustion of the balance sheet oil reserves is high (72.3%) %8
This situation indicates a chronic under -financing of the industry and the need to attract large -
scale investments to support production volumes in the short term and to increase them in the
medium and long term.

According to Geoinform of Ukraine SRPE, th ere were 227 gas condensate deposits in the
territory of Ukraine, whose balance sheet (extracable) reserves amounted to 42,965 thousand
tonnes as of 01.01.2018. Of them, as of the end of 2017, 181 deposits were being developed,
with their balance sheet res erves amounting to 38,438 thousand tonnes or 89.5% of the total
balance sheet reserves in Ukraine. The total volume of off -balance-sheet gas condensate
reserves in Ukraine as of 01.01.2018 equils to 8,476 thousand ton nes.

35.8% of all gas condensate reserves in Ukraine were concentrated in the 6 largest fields:

Yablunivske 85,868 thousand ton nes or 13.7% of the total balance sheet reserves
in Ukraine;

Glynsko-Razbyshivske g 4,685 thousand ton nes or 10,9%;

Andriyashivske 2,148 thousand ton nes or 5.0%;

Zakhidno-Khrestyschenske g 1,422 thousand ton nes or 3.3%;

Shebelynske g 634 thousand ton nes or 1.5%

Kotelenske g 620 thousand ton nes or 1.4%.

The largest deposits of the balance sheet gas condensate reserves are concentrated in the

Eastern region and make up 90.9%. The reserves located in the Western and Southern regions
are much smaller g34.7% and 4.4%, respectively. Among all administrative regions (oblasts) of

Ukraine, the largest gas condensate reserves are in the Poltava region g 52.7%, Kharkiv region
817.7%, Sumy region 313.7%.

57 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Oil (Issue 60), 2018
%8 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Oil (Issue 60), 2018

g 6 652 @419



EY EITI Report of Ukraine 201 7

There was no increase in balance sheet reserves in any administrative region of Ukraine. The
largest fall in balance sheet reserves was observed in Kharkiv (18.0%), Poltava (14.9%) and
Ivano-Frankivsk (12.8%) regions.

Poltava

-14.9%

Kharkiv

as of 01.01.2017
B a5 0f 01.01.2018

@1

49,161

Sumy

Chernihiv

Crimea

Ivano-Frankivsk

Dnipropetrovsk

Lviv

Other regions

Total in Ukraine

Figure 5-11: Structure of gas condensate balance reserves by the regions of Ukraine
as 0f 01.01.2017 and 01.01.2018, th  ousand tonnes %°
The level of exploration of the current total gas condensate resources as of 01.01.02018 was
25.9%, and the level of exhaustion of gas condensate balance sheet reserves was 64.2%. © The
figures are similar to those for oil and also confirm the industry's urgent need for investment.

According to Geoinform of Ukraine SRPE, the volume of natural gas balance sheet reserves in
Ukraine as of 01.01.2018 amounted to 829,449 mcm, off -balance sheet reserves g 10,888
mcm and conditionally balance sheet reserves g 14 mcm. As of the end of 2017, there were
406 natural gas deposits in Ukraine, of which 268 were being developed (accounting for 86.7%
of the total natural gas balance sheet reserves).

The 7 major natural gas deposit in Ukraine account for 34.3% of all balance sheet reserves,
including:

Yablunivske 3108,398 mcm or 13.1% of all balance sheets;
Mashivske § 58,827 mcm or 7.1%;
Zakhidno-Khrestyschenske 50,482 mcm or 6.1%;
Yefremivske 336,097 mcm or 4.4%;

Rozpashnivske 8 22,105 mcm or 2.7%;

Shebelynske 35,063 mcm or 0.6%;

Melykhivske 43,481 mcm or 0.4%.

% Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Condensate (Issue 47), 2018
80 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Condensate (Issue 47), 2018
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As of January 1, 2018, the largest natural gas balance sheet reserves were concentrated in
the Eastern region g78.7% of the total reserves in Ukraine, the smallest gin the Western region
a13.1% and the Southern region g8.2%. According to the distributi on of natural gas balance
sheet reserves by administrative regions (oblasts), the largest share was in Kharkiv region g
38.3% of the total balance sheet reserves, Poltava region §32.7% and Lviv region 88.7%. During
2017, the balance sheet natural gas reserves decreased in all regions, however the most
significant decrease was in Poltava (by 15.4%) and Sumy (by 9.1%) regions.

Kharkiv S Sie !@

as of 01.01.2017
[l a5 of 01.01.2018

905,623

Poltava

Lviv

Black Sea shelf

lvano-Frankivsk

Sumy

Crimea

829,449

Dnipropetrovsk

Other regions

Total in Ukraine

Figure 5-12: The structure of natural gas balance reserves by the regions of Ukraine
as of 01.01.2017 and 01.01.2018, mcm !

5.2.3 Significant explorations

According to Geoinform of Ukraine SRPE, as of 01.01.2018, based on the results of geological
exploration, the increase in the b alance sheet reserves of oil amounted to 101 thousand
tonnes, of which 49 thousand ton nes gfor the public sector companies (Ukrgazvydobuvann ya
JSC), and 52 thousand ton nes for private sector companies.

Table 5.19: Increase in oil balance sheet reserves, based on the result of exploration in 2017 2

Increase in balance sheet oli reserves, thousand ton nes
Name of deposit including new deposits and
Total .
fields
Ukrgzsvydobuvannia PJSC

Borysivske 5 5

Skorobohatkivske 1 1

Pereschepynske 6 0

61 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Natural gas (Issue 23), 201 8
62 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Oil (Issue 60), 2018
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Increase in balance sheet oli reserves, thousand ton nes
Name of deposit including new deposits and
Total .
fields
Kegychivske 36 0
Skvortsivske 1 0
Vydobuvna kompaniia Ukrnaftoburinnia PrJSC
Sakhalynske 17 0
Naftogaz Promyslova Geologia LLC

The Mateshiv block of the
Radchenkivsky deposit of the 9 9
Mateshiv-Legediv area

Prime Gas LLC
Chernetske 26 26
Total 101 41

In 2017, the SCMR of Ukraine approved the reserves of the following fields:

Rosilnianske oil and gas condensate field, East-Kalynivske vault of the East-Rogintsiv oil
field, Lukvinske oil and gas condensate field, Kachalivske oil and gas condensate field,
Lypovodolynske oil and gas condensate field (hydrocarbons are produced by Ukrnafta

PJSC);

South-Berest oil and gas condensate field (hydrocarbons ar e produced by East

Geological Union LLC);

Chutivske oil and gas condensate field, Opishne oil and gas condensate field, Semenetz
oil and gas condensate field, Druzhelyubivske oil and gas condensate field, Mygryn oil
and gas condensate field, Berezivske oil and gas condensate field (extraction is carried
out by Ukrgazvydobuvann ya JSC).

As a result of exploration in 2017, the increase in the balance sheet reserves of gas condensate

amounted to 192 thousand ton nes. The largest part of the increase in reserves is in the fields
that are on the balance sheet of the public company ( Ukrgasvydobuvannya JSC) g 184
thousand tonnes, and 8 thousand ton nes are the deposits of the private sector company
(Energy Service Company Esco-Pivnich LLC).

Table 5.20: The increase in gas condensate balance sheet reserves as a result of exploration in

2017 3
Increase in gas condensate balance sheet reserves,
. thousand ton nes
Name of deposit - - -
including the new deposits
Total .
and fields
Ukrgazvydobuvannya JSC
Borysivske 10 10
Solokhivske 15 2
West Solokhivske 34 0
East Poltavske 30 30

8 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Condensate (Issue 47), 2018
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Increase in gas condensate balance sheet reserves,
Name of deposit thioBsald tpn nes -
including the new deposits
Total and fields
West Sosnhiwske 4 0
Chkalivske 5 0
Rozumivske 6 0
Razumovske 15 0
Kegychivske 5 0
Volokhivske 16 0
Yuliyivske 13 0
West Borysivske 3 0
Ulyanivske 2 1
Melyhivske 1 0
Stepove 22 0
Tymofiivske 2 0
Yablunivske 6 0
Druzhelubivske 1 0
Makunivske 1 0
Skvortsivske 1 0
Energy and Service Company Eco-Pivnich LLC
Zhuravlyne 8 8
Total 200 51

In 2017, the SCMR of Ukraine approved gas condensate reserves of 15 fields: West -Efremivske
(8 thousand ton nes), Chutivske (82 thousand ton nes), Lypovodolynske (74 thousand ton nes),
Rodnikove (2 thousand ton nes), West-Vidradnenske (1 thousand ton nes), Lukvynske (2
thousand ton nes), Opishnyanske (179 thousand ton nes), Sementsivske (254 thousand ton nes),
Druzhelyubivske (43 thousand ton nes), Berezivske (481 thousand ton nes); Kegychivske (126
thousand ton nes), West-Sasnovske (57 thousand ton nes), Kachalivske (20 thousand ton nes),
Rosilnyanske (30 thousand ton nes), Voloshkivske (386 thousand ton nes).

According to Geoinform of Ukraine SPRE, as a result of exploration works perfomed in 2017,
the balance sheet natural gas reserves increased by 15,781 mcm, including at the deposits of
public sector companies (Ukrgazvydobuvannya JSC) g by 15,491 mcm and in the fields of
private sector companies aby 290 mcm.

Table 5.21: Increase of natural gas balance sheet reserves as a results of  exploration works

performed in 2017

Name of deposit

Increase in natural gas balance sheet reserves, mcm

including new deposits

Total and fields
Ukrgazvydobuvannya JSC
Shebelynske 19 3
Maksalske 89 89
Borysivske 162 145

64 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Natural gas (Issue 23), 2018
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Increase in natural gas balance sheet reserves, mcm
Name of deposit including new deposits
Total and fields
Pereschepynske 51 11
East Poltavske 877 877
Solokhivske 223 26
West Solokhivske 389 0
West Sosnivske 318 0
Chkalivske 104 0
Rozumivske 107 0
Lannivske 711 0
Kegychivske 1419 0
Yuliyivske 2318 0
Volokhivske 416 0
West Borysivske 32 0
Ulyanivske 108 22
Komyshnianske 4000 0
Stepove 1835 0
Timofiivske 178 0
Kopylivske 113 0
Vesnyanske 8 0
Yablunivske 177 0
Druzhwlyubivske 62 0
Chervonoyarske 79 0
Skvortsivske 70 0
Narizhnyanske 6 0
Vynogradivske 7 0
East Novoselivske 26 0
Malokrynkivske 8 0
Eugenivske 33 0
Nedilne 8 0
Bogatoiske 10 0
Matviyivske 5 0
Lokachynske 19 0
Rudkivske 207 0
Oparske 563 0
Lyutnyanske 115 0
Dubanevytske 463 0
Pynanske 84 0
Makunivske 63 0
Medvedivske 9 0
Volodarske VP mine Zasyadka
Volodarske ‘ 21 0
Zakhidnadraservice LLC
Bystritske | 227 227
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Increase in natural gas balance sheet reserves, mcm
Name of deposit including new deposits
Total .
and fields
Energy Service Company Esco-Pivnich LLC "
Zhuravlyne | 34 | 34
Naftogzpromyslova Geologiya LLC

Mateshiv block of Radchenkivske field 8 8
of the Mateshiv-Legedovska area
Total 15,781 1,431

In 2017, the SCMR of Ukraine approved the natural gas reserves of the following fields:

Mostivske gas field (geological exploration, including the experimental and industrial
development of hydrocarbons, is carried out by Nadra of Ukraine NJSC
Zakhidukrgeologia SE);

West-Yefremivske gas condensate field (geological exploration, including experimental
and industrial development, with further oil and gas extraction (industrial development)
is carried out by Geo Alliance West-Efremivske LLC);

Spivakivske gas field, Rodnikove gas condensate field, West-Vidradnenske gas
condensate field, Kechyginske gas condensate field, West -Sosnovske gas condensate
field, Bilche-Volytske gas field, Rudkivske gas field (hydrocarbons are produced by
Ukrgazvydobuvannya JSC);

Butsivske gas field (geological exploration, including experimental and industrial
development, is carried out by Ukrgazvydobuvannya JSC);

Voloshkivske gas condensate field (hydrocarbons are produced by Ukrnafta PJSC);
Debeslavetske gas field, Cheremkhivsko-Strupkivske gas field (hydrocarbons are
produced by Zakhidgazinvest LLC).

5.2.4 Volumes of oil and natural gas extraction
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Figure 5-13: Oil extraction by the regions of Ukraine in 2016 -2017, thousand ton nes %°

Oil extraction from 17 major fields (accounting for 46.6% of the total oil balance sheet reserves
in Ukraine as of January 1, 20 18) amounted to 957 thousand tonnes, or 63.2% of the total oil

extraction in the country.

Table 5.22: Qil extraction by major deposits in Ukraine in 2017, thousand ton nes

Name of deposit Oil extraction , thousand ton nes % .Of th(."‘ :
total extraction in Ukraine
Bugruvativske 292 19.3%
Dolynske 132 8.7%
Anastasivske 126 8.3%
Gnidyntsivske 93 6.1%
North Dolynske 47 3.1%
Bytkiv-Babchenske 40 2.6%
Kachanivske 37 2.4%
Glinsko-Rozbyshivske 31 2.0%
Strutynske 28 1.8%
Skorokhodivske 27 1.8%
Boryslavske 24 1.6%
Yablunivske 21 1.4%
Prylutske 16 1.1%
Rybalske 12 0.8%
Malodivytske 12 0.8%
Stynavske 11 0.7%
Korzhivske 8 0.5%
Total 957 63.2%

% Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Oil (Issue 60), 2018
% Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Oil (Issue 60), 2018
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In 2017, public sector companies (Ukrnafta PJSC and Ukrgazvydobuvannya JSC), which
accounted for 92.4% of the total oil extraction in Ukraine, have traditionally remained the key
players in the oil market. In 2017, private sector companies produced 7.6% of the total oll
extraction in Ukraine, with the leaders being Joint Venture Ukrkarpatoil LTD LLC , Poltava
Petroleum Company JV, and Kashtan Petroleum LTD JV. According to Geoinform of Ukraine
SRPE, oilextraction by public sector companies decreased by 146 thousand ton nes or 9.4% in
2017 compared to 2016, and by private sector companies gincreased by 42 thousand ton nes
or 57, 5%.

Table 5.23: Qil extraction in Ukraine by companies in 2016 -2017 ©7

Oil extraction , thousand ton nes

change in
company 2089 2017 comzp(z)ierd to

2016, %
Total public sector, including: 1,546 14,00 -9.4%
Ukrnafta PJSC 1,444 1,320 -8.6%
Ukrgazvydobuvannya JSC 102 80 -21.6%
Total private sector, including: 73 115 57.5%
Joint Venture Ukrkarpatoil LTD LLC 0 40 -
Poltava Petroleum Company JV 33 26 -21.2%
Kashtan Petroleum LTD JV 14 17 21.4%

Boryslav Oil Company in the form of LLC JV
Vydobuvna kompaniia Ukrnaftoburinnia PrJSC 33.3%
East Geological Union LLC -20.0%

9 11 22.2%
6 8
5 4
Ukrainian Drilling Company LLC 4 4 0.0%
2 4
0 1

Yusenko Nadra LLC 100.0%
Zakhidenergobud LLC -

Total 1,619 1,515 -6.4%

The volume of gas condensate produced in 2017 moderately increased by 3.7% compared to
2016 to 669 thousand ton nes. More than half of the total extraction in Ukraine was in the
Poltava region (61.1%), and Kharkiv region produced 33.5 % of the total gas condensate.

67 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Oil (Issue 60), 2017 and 2018.
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Figure 5-14: Gas condensate production by the regions of Ukraine in 2016 -2017, thousand ton nes®

Total in Ukraine

Gas condensate extraction at 6 major deposits (accounting for 35.8% of total gas condensate
balance sheet reserves as of 01.01.2018) made up 12.6% of the total Ukraine's production in
2017.

Table 5.24: Volume of Gas condensate extraction by major deposits in Ukraine in 2017, thousand

ton nes °
. Gas condensate production, % of total production in
Name of deposit .

thousand ton nes Ukraine
Yablunivske 47 7.0%
Zakhidno-Khrestyschenske 18 2.7%
Kotelevske 13 1.9%
Shebelynske 3 0.4%
Andriyashivske 2 0.3%
Glynsko-Rozbyshivske 1 0.1%
Total 84 12.6%

Gas condensate, like oil, is mostly extracted by public sector companies (Ukrgazvydobuvannya
JSC, Ukrnafta PJSC) g 66.4% of the total extraction in Ukraine. The output of private sector
companies in 2017 was 31.8% of the total gas condensate produced in Ukraine. The largest
private gas condensate producers are Naftogazvydobuvannia PrJSC, Natural r esources PrJSC,
Vydobuvna kompaniia Ukrnaftoburinnia PrJSC , Energy Service Company Esko-Pivnich LLC.
While the volumes of gas condensate produced by public sector companies have decreased
somewhat due to the reduction of output of Ukrnafta PJSC, for privat e sector companies this
figure has increased.

8 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Condensate (Issue 47), 2018
8 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Condensate (Issue 47), 2017 and 2018.
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Table 5.25: Gas condensate extraction in Ukraine by companies in 2016 2017 °

Gas condensate extraction , thousand
tonnes
Enterprise change in 2017
2016 ™ 2017 compared to

2016, %
Total public sector, including: 451 444 -1.6%
Ukrgazvydobuvannya JSC 381 390 2.4%
Ukrnafta PJSC 70 54 -22.9%
Total private sector, including: 183 213 16.4%
Naftogazvydobuvannia PrJSC 56 55 -1.8%
Natural resources PrJSC 41 47 14.6%
Vydobuvna kompaniia Ukrnaftoburinnia PrJSC 35 42 20.0%
Energy Service Company Esko-Pivnich LLC 22 37 68.2%
ggfggf:t?gattﬁn (i?(faf(;ce of Regal Petroleum 11 13 18.2%
Poltava Petroleum Company JV 7 6 -14.3%
Systemoilingeneryng LLC 5 5 0.0%
Cube-Gas LLC 3 4 33.3%
Ukrgazvydobutok PrJSC 3 4 33.3%
Arab Energy Alliance UA LLC 3 2 -33.3%
Nadra-Geoinvest LLC 2 2 0.0%
Energiia-95 LLC 2 2 0.0%
Prom-Energo Product LLC 2 2 0.0%
Persha ukraiinska gazonaftova kompaniia LLC 0 1 -
Ukrainian Drilling Company LLC 0 1 -
East Geological Union LLC 0 1 -
Kashtan Petroleum LTD JV 1 1 0.0%
Plast PrJsC 1 0 -100.0%
Total 645 669 3.7%

Natural gas extraction in 2017 in Ukraine amounted to 20,509 mcm, which is 472 mcm or 2.4%
more than in 2016. According to the Geoinform of Ukraine SRPE, most of the natural gas was
produced in two regions g Kharkiv (46.9% of the total gas extraction in Ukraine) and Poltava
region (42.2% of the total gas extraction in Ukraine). The key natural gas extracting regions
demonstrated a moderate increase in extraction in 2017: Kharkiv region gby 252 mcm or 2.7%,
Poltava region gby 345 mcm or 4.2%, Lviv region gby 40 mcm or 6.4%, Dnipropetrovsk region
g by 5 mcm or 0.9%, Ivano-Frankivsk region g by 31 mcm or 7.7%. The largest decrease in
extraction was in the Sumy region gby 139 mcm or 32.3% compared to 2016.

0 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Condensate (Issue 47), 2017 and 2018
" The 2016 EITI Report includes the gas condensate extraction by enterprises based on the reporting companies data
(questionnaires), while this 2017 EITI Report used Geoinform of Ukraine SRPE as the source of relevant information.
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Figure 5-15: Natural gas extraction by the regions of Ukraine in 2016 -2017, mcm 72

Natural gas extraction at the main 7 deposits (which collectively made up 34.3% of the total
natural gas balance sheet reserves of 01.01.2018) in 2017 amountedto 2  9.6% of the total gas
extraction in Ukraine (Table 5.26).

Table 5.26: Natural gas extraction by major deposits in Ukraine in 2017, mcm 73

: Natural gas extraction volume, % of the total gas
Name of deposit . . ;
mcm extraction in Ukraine

Yablunivske 2,173 10.6%
Mashivske 993 4.8%
Zakhidno-Khrestyschenske 901 4.4%
Rozpashnivske 864 4.2%
Yefremivske 547 2.7%
Melykhivske 338 1.6%
Shebelynske 247 1.2%
Total 6,063 29.6%

According to Geoinform Ukraine SRPE, the largest player in the natural gas market is the state

owned enterprise Ukrgazvydobuvannya JSC, which accounted for 74.4% of the total natural

gas extraction in 2017. Overall, in 2017, public sector companies produce d 79.8% of the total
natural gas output, and the private sector companies g20.2%.

While Ukrgazvydobuvannya JSC increased its natural gas extraction by 644 mcm or 4.4%
compared to 2016, a decrease of 190 mcm or 14.7% is observed for Ukrnafta PJSC. Overall,
in 2017, the output by public sector companies increased by 2.9% and the private sector
companies by just 0.4%.

2 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Natural gas (Issue 23), 2017 and 2018
8 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Natural gas (Issue 2 3), 2017 and 2018
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Table 5.27: Natural gas extraction in Ukraine by companies in 2016 -2017 ™

Natural gas extraction , mcm

c change in
ompan

P AT ALY comzpcz)slerd to

2016, %

Total public sector, including: 15,912 | 16,369 2.9%
Ukrgazvydobuvannya JSC 14,605 | 15,249 4.4%
Ukrnafta PJSC 1,296 1,106 -14.7%
Chornomornaftogaz PJSC 11 14 27.3%
Total private sector, including: 4,125 4,140 0.4%
Naftogazvydobuvannia PrJSC 1,627 1,652 1.5%
Energy Service Company Esko-Pivnich LLC 615 545 -11.4%
Vydobuvna kompaniia Ukrnaftoburinnia PrJSC 483 542 12.2%
Natural resources PrJSC 234 237 1.3%
Poltava Petroleum Company JV 194 174 -10.3%
Cube-Gas LLC 208 167 -19.7%
Ukrgazvydobutok PrJSC 116 118 1.7%
Persha ukraiinska gazonaftova kompaniia LLC 111 106 -4.5%
Nadra-Geoinvest LLC 91 105 15.4%
Energiia-95 LLC 90 90 0.0%
Systemoilingeneryng LLC 75 74 -1.3%
Representative Office of Regal Petroleum Corporation Limited 58 72 24.1%
Other companies 223 258 15.7%
Total 20,037 | 20,509 2.4%

7 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Natural gas (Issue 23), 2017 and 2018
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5.2.5 Oil and natural gas transportation

5.2.5.1 Natural gas transportation

Background information on gas transmission system and major transportation routes

Ukraine's gas transportation system (GTS) is one of the largest in the world. The total length of
GTS gas pipelines is 37.6 thousand km, of which 22.0 thousand km are trunk gas pipelines,
13.1 thousand km are gas pipeline branches and 2.5 thousand km are gas distribution pipelines.

Due to its geographical location and structure, the Ukrainian GTS is used for two purposes: the
distribution and transportation of i mported and domestically produced gas to domestic
consumers, and the transit of Russian gas to European consumers.

In terms of its technical structure, Ukrainian GTS consists of 705 pumping units, which are
located at 73 compressor stations, with a total ¢ apacity of 5,496 MW. As of the end of 2017,
there were 1,473 gas distribution stations (GDS). The detailed information about the gas
transportation system of Ukraine please see the website of Ukrtransgaz JSC 5.

The total volume of domestic transportation and transit of natural gas in 2017 increased by
8.2% to 120.9 bcm. The volume of natural gas transit, compared to 2016, increased by 13.7%
and amounted to 93.5 bcm, while the volume of gas transportation to domestic consumers
decreased by 7.1% to 27.4 bcm. Ukraine remained the largest natural gas transiter to Europe
(Figure 5-17).

Transportation to consumers of Ukraine, billion cubic meters
I Transit through the territory of Ukraine, billion cubic meters

130.2
120.9
111.7
44.1 100.3 97.5 27.4
29.5
38.1 30.4
I 67.1
2013 2014 2015 2016 2017

Figure 5-16: Volumes of natural gas transit and transportation to Ukrainian consumers through the
trunk gas pipelines in 2013 - 2017 ¢

s Official site of Ukrtransgaz JSC, link to access: http://utg.ua/utg/gts/de  scription/
6 2017 Annual Report of Naftogaz of Ukraine PJSC, link to access:
http://www.naftogaz.com/files/Zvity/NAK_AnRep2017_UA.pdf
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Total import of natural gas to the 423.5
EU countries via the pipelines, bcm , including: :

Norway m Including transit of gas
pipelines of Ukraine
Netherlands m
Algeria m
United Kingdom .10.8
Iran l8.9
Azerbaijan l8.4

Libya '4.4

Other European countries -16.2

Figure 5-17: Structure of the total supply of nat ural gas to EU countries through the trunk gas
pipelines in 2017 77

According to the Ministry of Energy, the physical volume of natural gas that entered Ukraine
through the cross -border points from the EU countries in 2017, was 14.0 bcm, which is 26.5%
more than in 2016 (11.07 bcm) (Figure 5-18).

Total volume of cross-border

transportation (imports), becm, including: il

from Slovakia 9.9 (70.7%)
from Hungary -2.8

from Poland . 1.3

Figure 5-18: Natural gas suppied to Ukraine through the cross -border points by country, 2017 78

Transportation routes

In 2017, gas was transported via the Ukrainian GTS to Slovakia (53.5 bcm), Hungary (11.7
bcm), Moldova (2.7 bcm), Romania (20.9 becm) and Poland (4.7 bem). ”® The figure below shows
the volumes of natural gas transportation by the border gas metering stations ( Figure 5-19).

7 BP Statistical Review of World Energy, 67th ed ition, 2017, https://www.bp.com/content/dam/bp/business -

sites/en/global/corporate/pdfs/energy  -economics/statistical -review/bp -stats-review-2018 -full -report.pdf

8 Ministry of Energy, 2017 Report on the results of monitoring the security of natural gas supply, link to access:
http://mpe.kmu.gov.ua/minugol/control/uk/publish/article?art_id=245302172&cat_id=245131779

92017 Annual Report of Naftogaz of Ukraine NJSC, link to access:

http://www.naftogaz.com/files/Zvity/NAK_AnRep2017_UA.pdf
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Figure 5-19: Volumes of natural gas that entered and exited the Ukrainian GTS
through the individual border gas metering stations (GMS) in 2017 &°

The gas transportation system operator is also responsible for pumping in and storing gas in
the underground gas storage facilities. According to Naftogaz of Ukraine NJSC, in 2017,
Ukrtransgaz JSC pumped 9.2 bcm 8 of gas to the underground g as storage facilities (UGSF),
which is 43.2% more than in 2016 (6.4 bcm 82). Therefore, as of the end of 2017, the natural
gas stocks in the underground storage facilities amounted to 14.7 bcm. The total volume of
natural gas extracted from the UGSF in 2017 was 6.4 bcm. 83

The natural gas extracted in the territory of Ukraine is pumped into the gas transportation
system, including underground storage facilities, and is transported to a large number of
consumers, which are located across Ukraine. Therefore, it is not possible to establish gas
transportation routes within the meaning of the EITI standard.

Tariffs for natural gas transportation services

In 2017, the mechanism for establishing tariffs for natural gas transportation services through
the trunk pipelines from the entry point to the exit point that are located on the state border of
Ukraine, was determined by the Methodology approved by the re solution of the National Energy

80 2017 Annual Report of Naftogaz of Ukraine NJSC, link to access:
http://www.naftogaz.com/files/Zvity/NAK_AnRep2017 UA.pdf

81 2017 Annual Report of Naftogaz of Ukraine NJSC, link to access:
http://www.naftogaz.com/files/Zvity/NAK_AnRep2017_UA.pdf

82 2016 Annual Report of Naftogaz of Ukraine NJSC, link to access:
http://www.naftogaz.com/files/Zvity/Anual_report_ukr 170608.pdf

83 Naftogaz of Ukraine NJSC, The Results of Ukrainian GTS Operations in 2017, link to access:
http://utg.ua/utg/media/news/2018/01/results -2017.html
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and Utilities Regulatory Commission (NEURC) No. 2517 ( Figure 5-20).

Moreover, the tariff -setting mechanism in 2017 prov ided for the establishment of a single
common tariff for the transportation of natural gas for all Ukrainian consumers, except for
those who get natural gas directly from the trunk gas pipelines. 8

In 2017, the tariffs for gas transportation services were  as follows:

General tariff for transportation of natural gas through the trunk gas pipelines to

Ukrainian consumers §732.7 UAH / tcm (net of VAT);

Tariff for consumers whose own gas pipelines are directly connected to the trunk gas
pipelines 3615.1 UAH /tcm (net of VAT);

Average weighted tariff for transportation of gas through the pipelines owned by

Ukrtransgaz JSC gUAH 219 /tcm (net of VAT);

Berehdarots [/12.47 Tariff for entry point,
Budintse [II2I4T USD/tem per day
. I Tariff for exit point,
Valuiky | 12.47 USD/tcm per day

Hermanovychi | 12.47

Kobryn | 12.47

Mozyr | 12.47

Pysarivka 1400 | 12.47

Sudzha 1200 | 12.47

Sudzha 1400 | 12.47
Uzhhorod

Oleksiivka
Berehove
Tekove
Drozdovychi
Ustyluh | 12.47
Orlivka
Hrebenyky (ShDKRI)
Ananiv

Hrebenyky (ATI)

Figure 5-20: Tariffs for transportation of natural gas through the trunk pipelines
for the entry points to and exit points from the GTS, USD / tcm (excluding VAT) 85

Tariffs for natural gas distribution servic es

In the period up to October 2015, the tariffs for natural gas distribution services were set in
accordance with the Methodology for calculating tariffs for natural gas transportation and

84 NERCEP Resolution of 29.12.2015 No. 3159, https://zakon.rada.gov.ua/rada/show/v3159874  -15;
8 NEURC Resolution of 29.12.2015 No. 3158, link to access: https://zakon.rada.gov.ua/rada/show/v3158874  -15
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supply to gas companies approved by the NEURC. According to the Metho dology, tariff were to
be established based on the physical volumes of natural gas distribution 2.

After the Law of Ukraine on legal principles of functioning of the natural gas market in Ukraine,
which is based on free competition principles became effect ive in October 2015, the fee of the
GTS operator and the GDS (gas distribution system) operator is charged as payment for
capacity. The law also provides for the development of a natural gas market in Ukraine capable
of integrating with the markets of the Energy Community member states. 87.

In accordance with the requirements of the Law and in order to bring Ukrainian legislation in
line with the EU legislation, the NEURC developed the Methodology for determining tariffs for
natural gas distribution services, which calculates the tariff based on the total planned annual
natural gas distribution capacity connected to the trunk pipelines 2. In March 2017, the NEURC
decided to set tariffs for the list of gas distribution companies, based on the capacities. &°
However, in response to the appeals from consumers and public authorities, the NEURC decided
to repeal its previous Resolutions No. 349 -392 on setting tariffs for natural gas distribution
services in April 2017. %°

Therefore, in 2017, the general tariff for natur  al gas transportation and distribution services
tariffs were determined based on physical distribution volumes and calculated using the old
methodology. The weighted average tariff for natural gas distribution services amounted to
513.7 UAH / tcm during 20 17.

Tariffs for pumping in services, storage and withdrawal of natural gas from gas storage
facilities

The tariffs for natural gas storage (pumping in, withdrawal) services for the benefit of the UGSF
operator are calculated using the Methodology approved by the NEURC in June 2016 based on
the amount of capacity distributed between the applicants. °* For example, during 2017, the
following tariffs for natural gas supply, storage and withdrawal from the UGSF applied to
Ukrtransgaz JSC (net of VAT) °2:

natural gas injection into the UGSF §32.9 UAH / tcm
storage of natural gas g446.2 UAH /tcm
withdrawal of natural gas §32.9 UAH / tcm

Income and financial result of the Gas Transportation System Operator

In 2017, the volumes of natural gas transit as well as the revenue of Ukrtransgaz JSC from
transit continued to increase, however the company significantly increased its losses compared
to 2016 g the net loss increased more than 4 times to g 24,830.6 million ton nes. Unlike

8 NEURC Performance Report 2017, link to access:
https://www.nerc.gov.ua/data/filearch/Catalog3/Richnyi_zvit NKREKP_2017.pdf

87 NEURC Performance Report 2017, link to access:
https://www.nerc.gov.ua/data/filearch/Catalog3/Richnyi_zvit NKREKP_2017.pdf

8 NEURC Resolution of 25.02.2016 No. 236, link to access: http://www.nerc.gov.ua/index.php?id=22109

8 NEURC Resolution of 28.03.2017 No. 349 -392

% NEURC Performance Report 2017, link to access:

https:/ /www.nerc.gov.ua/data/filearch/Catalog3/Richnyi_zvit NKREKP_2017.pdf

NEURC Resolution of 10.04.2017, link to access: http://www.nerc.gov.ua/?id=24871 (The Resolution was annuled by the
decision of the Sixt h Administrative Court of Appeal of 19.06.2019 in Case No. 826/10631/17).

% NEURC Resolution of 13.06.2016 No. 1131, link to access: https://zakon.rada.gov.ua/laws/show/z1035  -16#n12
92 NEURC Resolution of 26.06.2013 No. 741, link to access: https://zakon.rada.gov.ua/rada/show/v0741862  -13
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Ukrtransgaz JSC, its parent company Naftogaz of Ukraine NJSC has profited from gas
transportation activities ( Figure 5-21, Figure 5-22).

— Volumes of natural gas transit, Il Revenue and financial
bcm performance of Naftogaz of Ukraine NJSC from
Operating income, tratnsptljrtatwonl, dIS;FIbUt\On and storage of
million UAH natural gas, min UAH
Including revenue from transit of natural gas
M Net profit, )
million UAH Result of the transit segment, min UAH
935 21,331.0 24,648.0
82.2 14,512.0
671 51,181.4
38,997.6 2015 2016 2017
25,030.1 102,598.0

78,720.0 .

51,548.0
2015 2016 2017
73,937.0
-4 307.2 45,470.6
' -5,636.1
"24,830.6 2015 2016 2017

: Lo . Figure 5-22: Income and financial result of
Figure 5-21: Operating i ncome and net profit )
(Igss) of Ukrtragsgaz \?SC in 2015 _201$ 93,94 Naftogaz of Ukraine NJSC from natural gas
transportation, distribution and storage in

2015 -2017 %

In 2017, Ukrtransgaz JSC received UAH 51,181.4 million as operating income, which included
the following :

Services of transportation of natural gas through the trunk gas pipelines g UAH 29,021.1
million, including:

Income from transportation of natural gas extracted in the territory of Ukraine through
the trunk gas pipelines for Ukrainian consumers gUAH 6,898.9 million,

Income from transit of natural gas through the territory of Ukraine a UAH 22,122.2
million.

Natural gas storage services g UAH 1,297.8 million;
Income from power distribution (cross -border points) g UAH 4,640.3 million;
Income from balancing the system gUAH 15,515.5 million;

Other products, goods, works and services gUAH 253.2 million.

9 Ukrtransgaz JSC, 2017 and 2016 Financial Statements, link to access: http://utg.ua /utg/about -company/reports.html

% Net profit (loss) and income of Ukrtransgaz JSC in 2016 was adjusted in the 2017 financial statements by decision of an
independent auditor

% Consolidated financial statements of Naftogaz of Ukraine NJSC for 2016 and 2017 ; Separate financial statements of Naftogaz
of Ukraine NJSC for 2016 and 2017, link to access:

http://www.naftogaz.com/www/3/nakweb.nsf/0/c4775d2495121a4ac2257ad900 51f66d

% Ukrtransgaz JSC, 2017 Financial Statements, link to access: http://utg.ua/img/menu/company/reports/2017/audit -report -
UTG2017.pdf
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As a result of data collection during the preparation of the EITI Report, only 11 reporting olil
and gas companies provided information (some companies provided incomplete information)
on physical volumes and costs of natural gas transportation ( Table 5.28). Other oil and gas
companies did not pay for transportation during the reporting period. On the other hand,
Ukrtransgaz JSC provided only aggregated information on the revenue from natural gas
transportation through the trunk gas pipelines without breakdo wn by the payers. Therefore,
due to lack of information, the reconciliation of payments for natural gas transportation was
impossible to perform 7.

However, the table below presents the relevant information disclosed by the mining companies.
According to th e data received, the companies spent only UAH 147.5 million for transportation
of 1,366.2 mcm of natural gas. Ukrtransgaz JSC received the bulk of these funds, namely UAH
130.4 million.

Table 5.28: Expenses of oil and gas companies for natural gas transportation in 2017

Total cost of

Physical volume of transportation of
. . Name of the company that
Name of the paying transportation of natural gas extracted
transported the produced
company natural gas extracted | by the company, UAH natural gas
by the company, mcm thousand 9

(net of VAT)

Poltavgazbydobuvannia
Nadra-Geoinvest LLC 8.30 5,490.80 GPD represented by
Ukrgazvydobuvannya JSC

Persha ukraiinska
gazonaftova kompaniia 0.03 0.70 Ukrnaftogazinvest LLC %8
LLC

Poltavgazbydobuvannia
75.33 11,676.30 GPD represented by
Ukrgazvydobuvannya JSC

Energy Service Company
Esco-Pivnich LLC

Prom-Energo Product

LLC 31.40 - -
Ukrgazvydobutok PrJSC 113.07 - -
Representative Office of

Regal Petroleum 71.99 - -

Corporation Limited

Naftogazvydobuvannia

PLISC - 36,061.20 Ukrtransgaz JSC

Payment for natural
Natural resources PrJSC 228.74 gas transportation was Ukrtransgaz JSC
made by consumers

Kryvyi Rih LVUMG Branch
Ukrnafta PJSC 596.53 90,731.73 of UMG Kharkivtransgaz
PJSC Ukrtransgaz

97 JSC Ukrtransgaz provides tran sportation services to more than a thousandconsumers, of which mining companies make up
less than 5%. On the other hand, most of the mining companies do not pay transportation services directly to the Operator,  but
most often to traders or consumers (purch asers) of natural gas. Thus, the direct relationship between the Operator and the
mining company is extremely rare. In 2017, only three such cases were identified by the Independent Administrator. The amount
that was paid and theoretically could be verifie d amounted to 130 354,36 thousand UAH. (excluding VAT), or 0.45% of revenue
from a natural gas transportation service. Thus, the amount of transportation revenue that could be reconciled is absolutely
insignificant.

98 The main activity of the company is natural gas extraction. The founders of the company are Hazenerho -Ukrayina PJSC
(EDRPOU code- 35918479; the amount of the contribution to the statutory fund is UAH 3 ,108,000) and the Italian company
Compagnia Generale Idrocarburi (the amount of the contribution to the statutory fund is UAH 592,000).
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Name of the paying

Physical volume of
transportation of

Total cost of
transportation of
natural gas extracted

Name of the company that
transported the produced

company natural gas extracted | by the company, UAH
natural gas
by the company, mcm thousand
(net of VAT)

Poltava Petroleum 150.50 3.561.43 Ukrtransgaz JSC
Company JV
Energiia-95 LLC 90.30 - Ukrtransgaz JSC
Total 1,366.19 147,522.16

In 2017, the companies also paid UAH 752,643.22 thousand for other services related to
natural gas transportation, in favor of Ukrtransgaz JSC ( Table 5.29).

Table 5.29: Other payments by the company in favour of Ukrtransgaz JSC in 2017

Amount of payment,
Name of the paying company Purpose of payment j VI €EEE
VAT)
Natural gas storage fee 728.00
Energy Service Company Esco- |Laboratory tests 19.00
Pivnich LLC Fee for non-compliance with natural gas quality 85.00
parameters '
Natural gas pumping in fee 13,739.98
Ukrgazvydobutok PraSC Natural gas storage fee 11,335.48
Natural gas pumping in fee 3,977.03
Prom-Energo Product LLC Natural gas storagfa fee _ _ 3,281.04
Fee for non-compliance with natural gas quality
223.39
parameters
sgﬁ L?:Smaglgrepoor;ﬂt(i:gnolf_i?n?tgeacljl Natural gas pumping in fee 36,002.96
Natural gas storage fee
Naftogazvydobuvannia PrJSC  |Payment for non -compliance with natural gas 2,674.50
quality parameters
Natural resources PrJSC Natural gas storage fee 3,384.78
Fee for balancing services 38.90
Cube-Gas LLC Financial support for balancing services 70.00
Fee _for violation of the requirements for the 672.862.76
quality of natural gas
Ukrnafta PJSC Natural gas storage fee 677.45
Natural gas withdrawal and storage fee 1,834.06790
Natural gas pumping in storage fee 1,708.88
Poltava Petroleum Company JV |Natural gas storage fee 497.50
Total 752,643.22,
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5.2.5.2 Oil transportation

Background information on the main  transportation routes and the Operator of the trunk oil
pipelines system

The oil pipeline transportation system owned by Ukraine is used for transportation of
domestically produced oil from domestic producers to refineries, transportation of imported oil

to domestic refineries, as well as transit of oil mainly to EU countries. At the north -western
border of Ukraine, the system is connected to Belarus, at the north -east g with Russia, at the
western border gwith Hungary and Slovakia, with the overland oil t ransit rout from Belarus to
EU countries.

Oil transportation in Ukraine is performed by Ukrtransnafta JSC, whose founder and sole
shareholder is Naftogaz of Ukraine NJSC. In structural terms, Ukrtransnafta JSC includes the
following branches: Druzhba Trunk Oil Pipelines (oil transportation to Drohobych Refinery and
Naftokhimik Prykarpattya Oil Refinery), Prydniprovsky Trunk Oil Pipelines (oil transportation

to Lysychansk Oil Refinery (suspended as of 2017) and Kremenchuk Refinary) and Southern
Trunk Oil Pipelines (Kherson Refinery (suspended in 2005), and Odessa Refinery, which in 2017
was confiscated in favour of the state by a decision of the Suvorivsky District Court of Odessa).
As of 01.01.2018, the Ukrainian trunk oil pipelines system included 19 oil pi  pelines with a total
length of 3,506.6 km (4,767.1 km in one thread), the system capacity is 114 million ton nes /
year inlet, and 56.3 million ton nes / year outlet * (Figure 5-23).

Binopycb

‘ Pocis

Monbuwa

[Oporo6buyskuit
HN3

JIucHYaHChKMi
HN3

5\ KpemeHuyybKui C'
% HN3
g

Hagroximik
TpukapnarTa

XepcoHChKui

PymyHis

Figure 5-23: Scheme of the main Ukrainina trunk pipelines 1%

9 Official site of Ukrtransnafta JSC, link to access: https://www.ukrtransnafta.com/
100 2016 Annual report of Naftogaz of Ukraine NJSC, link to access:
http://www.naftogaz.com/files/Zvity/Anual_report_ukr_170608.pdf
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Overall, there is a decrease in the volume of oil transit between 2009 and 2017. The sharpest
drop occurred from 2009 to 2012, whereas during 2013 -2016 the decline was more moderate
and in 2017 even a slight increase was observed (from 13.8 million tonnes in 2016 to 13.9
million tonnes in 2017). It is also worth noting that in 2012, construction and commissioning
of the 2nd Baltic oil pipeline route was completed, °* which is now used for transit of oil from
Russia, which had previously passed through the ter ritory of Ukraine.

In 2017, the volume of total oil transportation increased by 5.3% compared to 2016 and
amounted to 16.0 million ton nes. Of these, the volume of oil transit amounted to 13.9 million
tonnes, and the transportation to refineries of Ukraine g2.1 million ton nes. Of the total volume
of domestic transportation to the Ukrainian refineries, domestic oil  extraction amounted to
1,246.5 thousand ton nes and imported oil g 850 thousand ton nes. At the same time, the
increase in volumes of transportati on to the Ukrainian refineries in 2017 compared to 2016
was significantly higher (by 0,7 million ton nes) than the increase in the volume of oil transit (by
0.1 million ton nes).%2

38.0
300
250
Transit, min tonnes Kol H
Transportation
9.0 10.0 70

to refineries in Ukraine,
min tonnes

2009 2010 201 2012 2013 2014 2015 2016 2017

Figure 5-24: 2009 -2017 Volume of oil transportation and transit through the trunk oil pipelines
by Ukrtransnafta JSC in 2009 -2017 %03

Tariffs for oil transportation

The tariffs for the transportation of oil through the trunk oil pipelines for oil transportation
companies were calculated in accordance with the Methodology approved by NEURC. 1°* During
2017, the transportation tariffs were set by NEURC Resolution No. 2362 of 23.12.2016 (for

18 oil transportation routes gTable 5.30).

It is worth noting that in 2017, changes were made to the approach of calculating tariffs for
the transportation of oil through the pipelines. Thus, in May 2017, the NEURC adopted the

101 2017 Annual report of Naftogaz of Ukraine NJSC, link to access:
http://www.naftogaz.com/files/Zvity/NAK_AnRep2017_UA.pdf

102 Ykrtransnafta JSC, 2017 Annual Securities Issuer Information, link to access:  https://www.ukrtransnafta.com/wp
X¥opd@zoa2D«| ¢C¥vy OBGERRNBDEDRBRZIG §3€| Vv {

103 Ukrtransnafta JSC, 2009 32014 Annual Securities Issuer Information, link to access:

http s://www.ukrtransnafta.com/dokumenti/

2016 and 2017 Annual report of Naftogaz of Ukraine NJSC, link to access:
http://www.naftogaz.com/files/Zvity/Anual_report_ukr_170608.pdf
http://www.naftogaz.com/files/Zvity/NAK_AnRep2017_UA.pdf

104 NEURCResolution of 30.07.1999 No. 993, link to access:  http :// www.nerc.gov.ua/? id=16269
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Procedure for Forming Tariffs for the Transportation of Oil and Petroleum Products through
the Trunk Pipelines, which provides for the distribution of costs of the enterprise by two
segments of transportation (transit transportation of oil through the territory o f Ukraine and

transportation of oil for Ukrainian consumers). 1%

Table 5.30: Tariffs for the transportation of oil through the trunk oil pipelines by Ukrtransnafta JSC

in 2017 106

Tariff, UAH per netto

No. Rout of oil transportation through the trunk oil pipelines ton (net of VAT)
1 (32 km State border with Belarus gOdessa Refinery 201.9
2 lbv'~oz d~¢ i z" E£Nafiohinmik RrykarpattyaeRefinary 3 177.4
3 |Odesa PZD3 Naftohimik Prykarpattya Refinary 169.1
4 |Marine Oil Terminal Pivdennyi g Galychyna Refinary 166.8
5 |Odesa PZD3 Galychyna Refinary 160.1
6 |oa bC ev-CRefinay 3 dyz©v 146.0
7 [NPSGnidyntsi 3 Odesa Refinary 144.8
8 |Glynsko-Rozbyshivska LVSDgOdesa Refinery 133.4
9 (32 km State border with Belarus gNaftohimik Prykarpattya Refinary 123.2
10 (32 km State border with Belarus gGalychyna Refinary 112.6
11 |OdesaPzD3 " " z£zwex}«j gz{~mz’ 107.9
12 [NPS DolynagGalychyna Refinary 101.6
13 [MarineQili z" £~ove¢ e~-yzowo ~ 3 "~ "z£zaox 101.3
14 o o b C e Kremenchuk Refingry 53.4
15 INPSGnidyntsi3 ~ " z£zuax} «j gz{~8z" 52.2
16 [Glynsko-Rozbyshivska LVSD g Kremenchug Refinery 41.1
17 [NPS DolynagNaftohimik Prykarpattya Refin 28.8
18 |Glynsko-Rozbyshivska LVSDagNPS Gnidyntsi 26.4

Income and financial result of the Oil Transportation System Operator

In 2017, the income of Ukrtransnafta JSC increased in proportion to the transportation
volumes and amounted to UAH 3,788.0 million, exceeding the income received in 2016 by
8.1%. Also, net income increased significantly, amounting to UAH 2,139.7 million, which is

40.1% more than in 2016 ( Figure 5-25).

According to the data provided by Ukrtransnafta JSC, the total income of the company from oil

transportation in 2017 amounted to UAH 3,738.9 million, including:

Income from transportation of oil to Ukrainian consumers gUAH 165. 3 million,
Income from oil transit through the territory of Ukraine  gUAH 3 573,5 million.

105 NEURC Resolutionof 25.05.2017 No.690, link to access: https://zakon.rada.gov.ua/laws/show/v0690874  -17

106 NEURC Resolution of 23.12.2016 No. 2362, link to access:  https://www.nerc.gov.ua/?id=22883
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=— Volume of oil transportation and transit, min tonnes

Revenue from main activity, min UAH

16.9 16.6 16.0

\15_2/_.

3.329.9 3,504.6 3,787.9

2,320.6

2014 2015 2016 2017

Net profit, min UAH
2,139.7

1,610.0 15193
688.7 —— —rn =

2014 2015 2016 2017

Figure 5-25: Operating income and net income of Ukrtransnafta JSC compared to transit volumes in

2017 07

The total physical volume of oil transportation in 2017 amounted to 16,033.685 thousand
tonnes, including the volume of oil transported to Ukrainian consumers g 2,096.6 thousand
tonnes, and the volume of oil transit through the territory of Ukraine g 13,937.1 thousand

tonnes.

Table 5.31: The volume of oil transportation by transportation routes in 2017

Transportation route

Oil transportation,
thousand ton nes

Transportation of domestically produced oil to Ukrainia

n consumers

NPSGnidyntsi3 =~ " z£zwex} «j gz{~wz" 407.25
Glynsko-Rozbyshivska LVSD g Kremenchug Refinery 74.59
o o b C e Krenenchuk Refingry 408.16
NPS Dolynag Galychyna Refinary 223.64
nn Oriv g Galychyna Refinary 25.76
nn Boryslav g Galychyna Refinary 107.10
Transportation of oil imported for Ukrainian consumers
OdesaPZD3 " " z£f£zuox}«j gz{~wz" ~ 850.06 108
Oil transit

State Border of Ukraine - Slovakia 5,507.52
State Border of Ukraine - Czech Republic 4,040.00
State Border of Ukraine - Hungary 4,389.58

107 Ukrtransnafta JSC, Financial Statements, 2015 -2017, link to access: https://www.ukrtransnafta.com/dokumenti/

108 Country of origin of oil - Azerbaijan Republic
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When collecting data for the EITI Report, only two companies provided information on the cost
of transportation of oil, which collectively transported 1,239.43 thousand ton nes of oil,
accounted for total of UAH 75,637.33 thousand (Table 5.32). Other oil and gas companies did
not pay for transportation during the reporting period. On the other hand, Ukratransnafta JSC
provided only aggregated data on the revenue from oil tra nsportation, without detailing by the
payers. Therefore, due to lack of information, the reconciliation of payment for natural gas
transportation is impossible to perform.

Table 5.32: Expenses of oil and gas companies for transportation of oil in 2017

Physical volume of Total cost of
Name of paying transportation of oil transportation of oil Name of the co mpany
company extracted by the extracted by the company, | that transporteq the
company, thousand thousand UAH (net of extracted oil
tonnes VAT)
Ukrnafta PJSC 1,207.28 72,890.33 Ukrtransnafta JSC,
Ukrainian-American
Enterprise UkrCarpatQil 32.15 2,747.00 N Gvﬂkliln;:jf:/?rrﬁ);r?e&ogaz
LTD JV
Total 1,239.43 75,637.33

5.2.6 Exports and imports of oil and natural gas

While in 2016 oil was not exported at all, in 2017 Ukraine exported a small amount of oil  883.5
thousand ton nes worth USD 28.9 million. Almost all oil exports (99.9%) were to Italy, the rest
to Moldova and the USA.

o
= 441.1
£Z 376.1
s £
a E
E 4
E
23 37.6
S5 i 17.4 6.4 3.6 0,05
—— —— o °
1,013.4
g2 [
“ M
g 4
o
-E E= 863.6
SENTY
£S5 8
3 E B e — L 40.9
> a2 ___ I o 13.5 7.3 0.1
Total Azerbaijan Iran Kazakhstan Russia Romania Hungary

Figure 5-26: Oil imports by country in kind and in value, 2017 1°°

According to the State Statistics Service, in 2017, Ukraine imported 1,013.4 thousand tonnes
of oil worth USD 441.1 million, which is almost twi ce as much as in 2016 (516.0 thousand

109 5SSU, Foreign Trade in Certain Commodities by Country, 2017, link to access:
http://www.ukrstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_iovt2017.htm
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tonnes). The main supplier country was Azerbaijan, which imported 863.6 thousand tonnes or
85.2% of the total volume of imported oil. Smaller volumes of oil were purchased from Iran g
8.7% of the total volume of import ed oil, Kazakhstan g 4.0% and other countries.

In 2017, like in 2016, natural gas was not exported from Ukraine.

Natural gas imports in 2017 amounted to 13.9 bcm, and its value g USD 3,227.9 million.
Switzerland and Germany remain the main natural gas sup pliers to Ukraine, accounting for
40.5% and 26.6% of the total imported natural gas in 2017, respectively.
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Figure 5-27: Imports of natural gas in kind and in value in 2017 110
Conclusions

Despite a moderate increase in natural gas extraction by 2.4% in 2017 compared to the
" z22~¥«© ~zv A 2}z x¥«wa® T CO ¥-8 " zO¥«" Xz
consumption needs. Accordingly, natural gas imports increased by 27.9% compared to 2016.

In 2017, oil extraction decreased by 6.4%, whereas gas condensate production increased by
3.7%. At the same time, oil imports have almost doubled in 2017 compared to 2016.
Extraordinary development for Ukraine was export of oil in 2017, although its volume was
insignificant.

In Ukraine, the level of development of natural gas and oil reserves remains low. Therefore,
while maintaining the current level of production, oil reserves will last for 72 years, gas
condensate for 67 years, and natural gas for 40 yea rs, which indicates the need for
investment in these fields and development of new deposits.

110 SSSU, Foreign Trade in Certain Commodities by Country, 2017, link to access:
http://www.ukrstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_iovt2017.htm
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The volume of natural gas transit through the territory of Ukraine in 2017 increased by
13.7% compared to 2016 and amounted to 93.5 bcm, while the volume of domestic
transportation of natural gas to Ukrainian consumers decreased by 7.1% to 27.4 bcm. The
total incom e of Ukrtransgaz JSC from its operating activity continued to grow in 2017 and
amounted to UAH 51,181.4 million, including income from rendering natural gas transit
services through the territory of Ukraine g UAH 22,122.2 million, and from domestic
transpo rtation services g UAH 6,898.9 million.

The volume of domestic transportation of oil to Ukrainian refineries in 2017 amounted to 2.1
million ton nes, which is 50% more than in 2016. The growth rate of oil transit through the
territory of Ukraine was compara tively lower gan increase of 0.72% to 13.9 million tonnes in
2017. According to Ukrtransnafta JSC, the company's revenue from oil transportation for
Ukrainian consumers was UAH 165.3 million, and from oil transit g UAH 3,573.5 million in
2017.
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5.3 Iron ores mining

5.3.1 The role of the state in iron ore s mining industry

During 2017, iron ore s mining in Ukraine was carried out exclusively by private sector
companies. Three companies engaged in exploration, technical testing and research represent
the state in the sector.

Table 5.33: The list of public sector companies in iron ore s mining

Company name Reporting to Type of activities

Directorate of the Kryvyi Rih Ministry of Economic
Mining and Processing Plant Development and Trade Technical testing and research
of Oxidized Ores SE of Ukraine

Engineering, geology and geodesy,

Ukrainian Geological Company | State Service of Geology providing technical advisory services in

SE and Subsoil of Ukraine :

these fields
Pivdenukrgeologiya State Service of Geology Err:)%'ir:ﬁr?”?géﬁﬁggiﬁsg%rgeggsisgés in
Communal Enterprise and Subsoil of Ukraine P 9 y

these fields

Directorate of Kryvyi Rih Ore Mining and Processing Plant SE was designed as extractive
company, but due to lack of funds for construction, the company performs the works that are
not related to its original objective, e.g. technical testing and research. During 2017, th e
company was in the state of rehabilitation and was supported by direct subsidies from the state
budget under the relevant budget program. During 2017, UAH 23,850 1! thousand were
allocated and actually used for the implementation of the budget program "Ens uring the
sustainability of the Krivyi Rih Ore Mining and Processing Plant" 112,

There is no state-owned enterprise engaged in iron ore s mining. In 2017, no other state
programs to support the industry were implemented.

5.3.2 Iron ore s reserves

The majority of iron ore s reserves in Ukraine are located in the Ukrainian Crystal Shield in the

Kryvyi Rih iron ore s basin. Another iron ore s basin in Ukraine is Kerchensky basin, which is rich
in industrial reserves of brown iron and located in the northeastern part  of the Indolo -Kuban
trough. In addition to the basins, the iron ore s deposits are also located in three iron ore s areas:
Kremenchutsky, Bilozirsky, and Mariupolsky.

By geological and industrial types, iron ores in Ukraine fall into the following categories: rich
magnetite -hematite -martite ores, ferrous quartzites, and oolite brown iron ores. The
metallurgical industry of Ukraine mainly consumes magnetite and cummingto nite-magnetite

11 The Treasury, Annual Report on Implementation of the Stat e Budget of Ukraine for 2017 (Section I1.1),
https://www.treasury.gov.ua/storage/app/uploads/public/5¢c0/e3d/81¢c/5c0e3d81cbd3b533936390.xls

112 resolution of the CMU & H G lon 30.03.2011 "On Approval of the Procedure for the Use of the Funds Provided in the State
Budget to Ensure the Livelihood of the Kryvyi Rih Ore Mining and Processing Plant CC da ¢ ~nsz vxxz ©©O0
http://zakon3.rada.gov.ua/laws/show/324 ~ -2011 -%D0%BF
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quartzites of the Kryvyi Rih basin, Kremenchutsky and Bilozirsky iron ore s regions.

The most industrially developed fields are Pivdenno -Belozirske, Kerchenske and Kryvorizke.
Pivdenno-Belozirske deposit is characterized by deep occurrence o f iron ores, that is why the
underground mining method is mostly applied. In contrast, the Kryvorizke deposit is
characterized by a shallow ore deposit, and the open method of extraction. The Kerchenske
deposit has been preserved since 1992 and is located in the territory that temporarily not
controlled by the Ukrainian Government, so the updated information is not available.
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Figure 5-28: Geographical location of the iron ore s deposits

The Geology Service records 60 iron ore s deposits in the territory of Ukraine. As of
01.01.2018, the balance sheet reserves of iron ores were as follows:

category A+ B + C1 §19,711.8 million ton nes;
category C2 g7,447.3 million tonnes.

By administrative regions, the largest reserves of iron ores are localized in the Dnipropetrovsk
region and make up 51.7% of the balance sheet reserves of Ukraine of category A + B + C1, or
10,197 million ton nes. The second largest reserves are in Poltava region, which accounted for
27.4% of the total iron ore sreserves, or 5,392 million ton nes. In addition, 2,636 million ton nes
of reserves are located in Zaporizhzhya region.

Overall, there was no significant change in the total balance sheet of iron ore sreservesin 2017.
One minor change is that in Zaporizhzhya region, the reserves increased by 5.9% compared to
the previous year.
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Figure 5-29: Structure of iron ores balance reserves by the regions of Ukraine
as of 01.01.2017 and 01.01.2018, mint  onnes '*®

Total in Ukraine

With the current volumes of mining, Ukraine will be able to keep on extracting iron ore s for 122
years, which indicates the high level of iron ore sreserves in Ukraine.

5.3.3 Significant explorations
During 2017, geological exploration works were carried out at 2 fields:

According to the revaluation of the magnetite quartz reserves at the Pereverzivske field
(Zaporizhzhia iron ore industrial complex PrJSC ), 233,782 thousand ton nes of
magnetite quartz were reclassified as off -balance sheet reserves, of which 148,644
thousand ton nes are category C1 and 85,138 thousand ton nes are category C2.%4
Rudomine LLC carried out a preliminary geological and economic assessment of the rich
ores of the Pivdennyi quarry, Kirov Mine deposit, Artem field (ArcelorMittal Kryvyi Rih
PJSC). The category C2 reserves of rich iron ores of the fifth iron horizon, section # 2
of the Pivdennyi quarry in the amount of 3,536.8 thousand tonnes have also been
tested for re -development. 11°

In addition, it should be noted that since 2006, the Ukrainian Geological Company SE has been
carrying out exploration works to assess the three iron ore s manifestations in the Middle
Pobuzhzhya gPischanske, Saranske, Baibuzivske. According to Geoinform of Ukraine SRPE, the
total reserves of iron ores in the three manifestations are estimated at more than 1 billion
tonnes, however due to insufficient funding since 2011, all three objects have been conserved.
Pivdenukrgeologiya CE also carries out geological exploration at 4 prospective sites g
Gulyaypilske, Valyavkynske, Popelnastivske and Chortomlykske deposits, which were in
conservation during 2017.

113 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Iron Ores (Issue 34), 2018
WyYxx¥ " y~o| a¥ a}lz yzx~0O~¥o ¥{ haX ¥{ jj " v~omz =b~o«2z0© ¥{ EGCFFCGE
115 According to the decision of SLC of Ukraine (Minutes of 15.06.2017 4 3977)
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5.3.4 Volumes of iron ores mining

According to Geoinform of Ukraine SRPE, the total volume of iron ore s mining amounted to
161.8 million ton nes in 2017, which is 1.3% less than in the previous year. Since 2014, there
has been a trend towards declining production athe production in 2017 is 2.8% or 14.3 million
tonnes less than in 2014.

In 2017, the largest volume of production was in the Dnipropetrovsk region g70.2%, or 113.6
million ton nes. In the Poltava region, 38.0 million ton nes of iron ores were mined, which is
23.5% of the total production volume. Much less iron ore s was mined in the Kirovohrad and
Zaporizhzhya regions g 3.6% (5.8 million tonnes) and 2.7% (4.4 million tonnes) respectively.

2016

113.1
Dnipropetrovsk @ 2017
40.9
Poltava @ r@j
5.7
Kirovograd
=5.8
—4.4
Zaporizhya
= 4.4

164.0

Total in Ukraine

Figure 5-30: Iron ores mining volumes by regions of Ukraine in 2016 -2017, million ton nes 6

During 2017, iron ore s was mined by 11 companies in 8 mines and 14 quarries. The following
companies have extracted the most iron or se in 2017: Ingulets Iron Ore Enrichment Works
PrJSC (26, 040.1 thousand ton nes) and Ferrexpo Poltava mining PrJSC (26,499.0 thousand
tonnes), Southern Mining Factory JSC (26,918,4 thousand ton nes).

Overall in Ukraine, there were minor changes in production volumes in 2017 compared to the
previous year. However, some enterprises demonstrated significant changes in production:
Ferrexpo Yeristovo mining LLC produced 11.7% or 1,518.0 thousand tonnes less than in 2016.
Ingulets Iron Ore Enrichment Works PrJSC and Ferrexpo Poltava mining PrJSC produced 4.9%
less than in the previous year, or 1,328.6 thousand ton nes and 1,365.0 thousa nd tonnes,
respectively. The largest increase in volume of extraction was demonstrated by  Southern
Mining Factory JSC gby 1,095.0 thousand ton nes or by 4.2% compared to 2016.

By deposits, the largest increase in relative values (almost 2 times or 126.0 th ousand tonnes)
is observed at the Pereverzivske deposit ( Zaporizhzhia iron ore industrial complex PrJSC ),
although the extraction in absolute terms there is relatively small. The detailed information on
iron ore s mining in 2017 in Ukraine is provided below (Table 5.34).

116 Geoinform of Ukraine SRPE, Yearbook of Mineral Resources of Ukraine , 2018, http://geoinf.kiev.ua/M_R_2018_1.pd
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Table 5.34: Volumes of iron ores mining by ¢ ompanies and deposits in 201 432017 %7

No Compan Deposit Extraction volumes, thousand ton nes
pany P 2014 2015 2016 2017
Artem mine field
(former Kirov 695.0 790.0 755.0 673.0
Mine)
. I Novokryvorizhske
1 | AvcelorMittal KryvyiRih | 400 ocit'(southern | 9035.0 | 8983.0 | 87640 | 9526.0
PJSC .
section)
Valyavkynske
deposit (southern 14 900.0 | 14 321.0 | 11679.0 11 277.0
section)
Mariupol Iron and Steel | Saksaganske
2 | Works named after lllich | deposit (Pivnichny 512.8 597.7 546.1 580.4
PJSC quarry)
Jubileina mine 1746.0 1782.0 1641.6 1813.6
8 Suha Balka PrISC e 76 mine 10860 | 10940 | 988.7 9515
Velyka Gleuvatka | 5 g59 6 | 54350 | 48280 | 5059.0
deposit
Central Iron Ore Ordzhonikidze 12300 | 12050 | 13120 | 1279.0
4 Enrichment Works mine
PrJsc Petrivske deposit 5780.0 5427.0 4 081.0 4 002.0
Artemivske 15230 | 1621.0 | 16600 | 18450
deposit
Ingulets Iron Ore Inguletske deposit
5 Enrichment Works g b 31687.0 | 28 093.0 | 27 368.7 26 040.1
(sites 12.12P)
PrJSC
Southern Minin Skelevatsko-
6 9 Magnetitove 239440 | 24 264.0 | 258234 269184
Factory JSC -
deposit
Northern Iron Ore Pervomayske
7 Enrichment Works deposit 20112.0 |19 740.0 | 17 129.0 18 236.0
PrJSC Gannivske deposit | 8 736.0 8 240.0 7 806.0 6 398.0
Ternovska mine
(former Lenin 1389.0 1462.0 1200.0 1201.0
8 Krivoj Rog’s Iron -Ore | mine)
Combine PJSC Gvardiysa mine 1 356.0 1317.0 1340.2 1330.1
Oktyabrska mine 1194.0 1 326.0 1187.8 10775
Rodina mine 1536.0 1 049.0 12335 1243.8
The foreign investment | FIvedenno-
€ foreign INvestment | gejozerske 43210 | 44490 | 42200 | 4119.0
enterprise Zaporizhzhia ;
9 : . : deposit
iron ore industrial Pereverziveke
complex PrJSC . 60.0 60.0 138.0 264.0
deposit
Gorishne-
10 | Ferexpo Poltavamining | Plavninske- 28876.0 |24 623.0 | 27864.0 | 26 499.0
PrJsc Lavrykivske
deposit
11 Ferrexpo Yeristovo | Yerystivske 9162.0 |14197.0 | 12989.0 | 11471.0
mining LLC deposit

117 Geoinform of Ukraine SRPE, State Balance Sheet of Minerals of Ukraine, Iron Ores (Issue 34), 2018
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5.3.5 Exports and imports of iron ores and iron ore s products

In 2017, according to the State Statistics Service of Ukraine, exports of iron ores and
concentrates decreased by 5.0% compared to 2016, totalling 37.4 million tonnes, of which
14.9 million tonnes accounted for agglomerated ores and 22.5 million tonnes for non -
agglomerated ores. Export of iron ores and concentrates, both agglomerated and non -
agglomerated, was quite diversified goverall, Ukraine exported ores and concentrates of non -
agglomerated iron to 28 countries, and those of agglomerated iron gto 16 countries.

The total exports of non -agglomerated iron ores and concentrates in 2017 amounted to
22,466.2 thousand ton nes worth USD 1,292.8 million. The largest share of exports in 2017
was to China g 9,412.3 thousand ton nes or 41.9% of the total exports. Significantly smaller
volumes were exported to Poland, the Czech Republic, Slovakia and other partner countries
(Figure 5-31).
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Figure 5-31: Exports of non -agglomerated iron ores and concentrates in natural and mone tary units
in 2017. 118

The exports of agglomerated iron ores and concentrates in 2017 was less than that of non -
agglomerated ones gits volume amounted to 14,942.8 thousand ton nes worth USD 1,295.4
million. The largest volumes of agglomerated iron ore s and concentrates were exported to
Austria and China §21.2% (3,167.5 thousand tonnes) and 15.9% (2,376.5 thousand tonnes) of
the total volume, respectively.

118 SSSU, Foreign Trade in Specific Commodities by Countries, 2017.,
http://www.ukrstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_i ovt2017.htm

g G 8 @419



http://www.ukrstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_iovt2017.htm

EY EITI Report of Ukraine 201 7

1,295.4

- 119.6 98.3 65.1 _821/0

Cost of exported
products, min USD

14,942.8

Volume of exported
products, thousand
=
—
\l
(@]
0

tonnes
I
|
|
|
|
|

Total Austria China Slovakia  Germany Japan Turkey Serbia Other

Figure 5-32: Exports of agglomerated iron ores a nd concentrates in natural and monetary units in
2017. 1%

Imports of non -agglomerated iron ores and concentrates in 2017 amounted to 71.2 thousand
tonnes worth USD 4.9 million. The main importing country was Russia, with 99.8% of the total
exports. A small share of the total imports was from the Netherlands, the United Kingdom and
other countries.

Imports of agglomerated iron ores and concentrates in 2017 reached 225.4 thousand tonnes
worth USD 24.5 million. As in the case of non -agglomerates, almost all imp orts came from
Russia and a small part came from other countries.

Conclusions to the section

Ukraine has a well-developed iron ore s mining industry, where large balance sheet reserves
are combined with high production volumes. In Ukraine 11 companies are engaged in iron
ores mining of which the largest, by extracted volume, are Southern Mining Factory JSC,
Poltavsky Mining and Processing Plant PrJSC, and Ingulets Iron Ore Enrichment Works
PrJSC. The volume of extracted iron ore s totalled 161.8 million tonnes in 2017. Since 2014,
there has been a downward trend in iron ore s mining in Ukraine, an average by 2.8% per year.
If maintaining the current level of mining, iron ores reserves will last for 122 years.

No significant need in imports and significant exports make Ukraine a prominent player in the
global market. Exports in 2017 amounted to 22,466.2 thousand ton nes of non-
agglomerated iron ores and concentrates and 14,942.8 thousand ton nes of agglomerated
iron ores and concentrates. The total revenues from iron ore s exports amounted to USD
2,588.2 million.

118 SSSU, Foreign Trade in Specific Commodities by Countries, 2017.,
http://www.ukrstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_iovt2017.htm
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5.4 Titanium ores mining

5.4.1 Role of the state in titanium ore s mining industry

The only asset of the state in the titanium ore s mining industry is United Mining and Chemical
Company JSC, which is managed by the Ministry of economy of Ukraine. Based on the
information about payments to the state, United Mining and Chemical Co mpany JSC was
determined to be material for the EITI Report.

The size of the state's share in the authorized capital of the company's management did not
change during 2017. The amount of responsibility of the state was within the limits of the
statutory c ontribution 2°. United Mining and Chemical Company JSC unites two largest ore
preparation plants in the industry: Volnogirskyi GZK and Irshanskyi GZK. According to the
information received during the survey, the company does not exercise control over other
companies and does not have any subsidiaries.

In 2016, the United Mining and Chemical Company JSC was included by the CMU in the list of
companies to be privatized. The Company was planned to be privatized in 2017. However, due

to the investigation, initiated by the NABU regarding possible corruption among the company's

management, privatization was postponed until 2018 12,

Despite the strategic importance of the industry, no budget programs to support it were
planned or implemented in 2017. In addition, acco rding to the data of the United Mining and
Chemical Company JSC, the company did not receive loans or guarantees on loans from the
state.

The company also provided information about the operations of the public sector companies,
namely the portion of net profit that was allocated to reinvestments and the amount of retained
earnings (Table 5.35). According to the company, no financial support from the state in the
form of transfer payments (grants, subsidies, subventions) was provided during 2017.

Table 5.35: Operations of the public sector companies in the titanium  mining in 2017.

Part of the net Amount of the retained earnings,
Volume of profit, which was UAH thousand
Company name _ ex_tern_al _ allocated to_ the
financing in the implementation of as of as of
reporting period reinvestment, 01.01.2017 31.12.2017
UAH.
United Mining
and Chemical - 66,519 46,248 15,316
Company JSC

120 According to the company's data provided during the survey
121 The National Anti-Corruption Bureau of Ukraine, The Case of UMCC"https://nabu.gov.ua/novyny/sprava -oghk
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5.4.2 Titanium ore s reserves

The Ukrainian crystal shield is one of the leading titanium -bearing provinces in the world due
to its unique mineral resource base. All reserves of titanium ores in Ukraine are concentrated
in the shield, mainly in the igneous, hypergene residual and alluv ial geological and industrial
types of deposits. There are 4 types of titanium ore s deposits in Ukraine:

indigenous magmatogene in gabbronorite and troctolite apatite -ilmenite deposits of
the Volynske type;

placers of one-and two-mineral composition of the Irshanske type;

marine placers of complex rutile -zircon-ilmenite (polymineral) composition of the
Malyshevske geological and industrial type;

exogenous (residual) ilmenite deposits in the weathering crust;

In general, the raw material base of titanium in Ukraine has more than 40 deposits, including
one unique, 13 large and 10 medium.

The mining of titanium ores in Ukraine is carried out only from the placer deposits, although
the main resources of titanium are concentrated in the indigenous deposits. For industrial
purposes, the main type of deposits being developed is the ancient coastal -marine placers in
the central part of Ukraine (Malyshevske deposit) and continental placers near ablation in the
North-West of the Ukrainian shield (Mezhyrichne, Livoberezhne, Pravoberezhne and others,
make up the Irshanske group of deposits) 1%2.

According to the US State Geological Service, Ukraine is in the top 20 countries and ranks 11th
in terms of proven reserves of tita nium ores in the world. As of 2017, 14 out of 40 titanium
ores deposits were being developed in Ukraine. The most extracted in Ukraine is ilmenite.

Rutile
2,500
(29.8%)

[Imenite

Figure 5-33: Titanium ores reserves in Ukraine as of 01. 01.2017, thousand ton nes 23

122 Geoinform of Ukraine SRPE, Yearbook of Mineral Resources of Ukraine, 2018, http://geoinf.kiev.ua/M_R_2018_1.pdf
12 The US Geological Survey, 2019, https://prd -wret.s3 -us-west-
2.amazonaws.com/assets/palladium/production/atoms/files/mcs2019_all.pdf

g G 8B @419



https://prd-wret.s3-us-west-2.amazonaws.com/assets/palladium/production/atoms/files/mcs2019_all.pdf
https://prd-wret.s3-us-west-2.amazonaws.com/assets/palladium/production/atoms/files/mcs2019_all.pdf

EY EITI Report of Ukraine 201 7

According to the information provided by the United Mining and Chemical Company JSC, during
the survey, the total balance sheet reserves of titanium ores is 647,111.3 thousand ton  nes, of
which the balance sheet reserves of category A+B+C1 account for 68,942 thousand ton nes,
and of category C2 314,612 thousand ton nes. The volume of conditional balance sheet and
off -balance sheet reserves is estimated at 563,557.3 thousand ton nes.

The detailed information regarding the balan ce sheet reserves of titanium ores in Ukraine is
not freely available, since in accordance with the order of the Security Service of Ukraine dated
12.08.2005, N0.440, this information is a state secret 1%,

5.4.3 Significant explorations

According to the Geoinform of Ukraine SSPE, in 2017 the exploration work was carried out by
the Ukrainian Geological Company (Paromivske Deposit of ilmenite ores) and
Zhytomyrburrozvidka LLC (Krasnorichenske deposit of ilmenite ores). The detailed exploration
of the Paromivske deposit was carried out in continuation of the previous exploration works
that began back in 2003 and brought positive results. Based on the results of the exploration,
the parameters of permanent conditions for calculating the reserves of placer tita nium ores
were approved. 1% The more detailed information about the results of exploration is not freely
available, since such data are state secrets and are not subject to disclosure.

5.4.4 Volumes of titanium ore s mining

In 2017, 7 companies were engaged in titanium extraction. The largest of them were the
Irshanskyi GZK and Vilnogirskyi GZK, which since 2014 are the branches of the United Mining
and Chemical Company JSC.

The Irshanskyi GZK branch extracts ilmenite concen trate, which is the raw material for the
production of pigment titanium and titanium sponge. The company is developing 3 deposits:
Lemenske, Verkhnyo-Irshanske, and Irshanske. The Vilnogirskyi GZK branch extracts ilmenite
and rutile concentrates. The compa ny operates on the basis of the Malyshevskyi deposit.

In addition, there are several small private companies operating in the industry, in particular
Valky-llmenit LLC, Demurinskyi GZK LLC, Mezhirechenskyi GZK LLC, Velta Production and
Commercial Company LLC, and Non-Ferrous Metals LLC with foreign investments.

According to the US Geological Survey, the volume of titanium concentrate extraction in
Ukraine in 2017 was 5.2% of the world's volumes, or 325 thousand ton nes in physical units, of
which 230 thousa nd tonnes accounted for the volume of ilmenite and 95 thousand ton nes for
the volume of rutile 126,

According to the information provided by United Mining and Chemical Company JSC during the
survey, the total volume of titanium ore s mining was 12,027.9 thousand tonnes, of which

124 Order of the Security Service of Ukraine No. 440 of 12.08.2005 , http:/zakon.rada.gov. ua/laws/show/z0902 -05
125 Geoinform of Ukraine SRPE, Yearbook of Mineral Resources of Ukraine , 2018, http://geoinf.kiev.ua/M_R_2018_1.pdf
126The US Geological Survey, 201 9., https:/prd -wret.s3 -us-west-
2.amazonaws.com/assets/palladium/production/atoms/files/mcs2019_all.pdf
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8,006.9 thousand ton nes were in the Dnipropetrovsk region, and 4,021.0 thousand ton nes in
the Zhytomyr region.

In addition, according to the company, the total volume of sales of its own production in 201 7
amounted to 543.3 thousand ton nes, of which the total sold on the territory of Ukraine and
exported was 181.3 thousand ton nes (of which titanium concentrate was 43.6 thousand
tonnes) and 362.0 thousand ton nes, respectively. By the categories, the volume of export of
titanium concentrate accounted for 327.7 thousand ton nes. Other products exported by the
United Mining and Chemical Company JSC were zirconium concentrate, disten -silimonite
concentrate and staurolite concentrate, with a total volume of 34.3th  ousand tonnes.

5.4.5 Export and import of titanium ores

In total, in 2017, Ukraine exported 583.7 thousand ton nes of titanium ores and concentrates
of USD 105.2 million value, which is 26.0% more than in the previous year. The main partners
were Turkey and the Czech Republic, where 113.3 thousand ton nes (19.4% of the total volume)
and 112.7 thousand ton nes (19.3% of the total volume) of titanium ores were exported,
respectively. Also significant exports went to the USA (16.5% of the total volume, or 96.2
thousand ton nes), China (15.1% of the total volume, or 88.2 thousand ton nes) and Russia
(12.8% of the total volume, or 74.5 thousand ton nes). Significantly smaller volumes of exports
were sold to Mexico, Kazakhstan, and other countries (Figure 5-34).

105.2

15.4  17.8 16.3 10.1 15.0 a0
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Republic

Figure 5-34: Export volumes of titanium ores and concentrates by countries in physical and
monetary units 2017 1?7

In 2017, the total volume o f imports of titanium ores and concentrates increased by 26.3%
compared to 2016, but in absolute values remained insignificant and amounted to 0.202

2 ) gddgeecA jen3ei3w cedhencew 6ade3939 pDo9oe39 cenpeden de adecE3ess

http://www.ukrstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_iovt2017.htm
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thousand ton nes. Almost the entire volume of imported products (98.7%) came from Senegal.
Other importing ¢ ountries were Finland and Iran.

Conclusions to the section

In Ukraine, there are unique deposits of titanium ores in their structure and reserves, which
have significant economic value both in the national and global context.

The volume of titanium ore s mining in Ukraine, according to the US State Geological Serv ice,
in 2017 reached 325 thousand ton nes, or 5.2% of the world production. In Ukraine, 14 of
the 40 deposits of titanium ores, mainly ilmenite, are being developed. The extraction was
carried out by 7 companies, from placer deposits.

In 2017, the volume o f exports of titanium ores and concentrates amounted to 583.8
thousand ton nes, which is 26.0% higher than in 2016. The import volumes were insignificant,
and Ukraine remained a pure exporter of titanium ores and concentrates.
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5.4 Manganese ores mining

5.5.1 Role of the state in the manganese ore s mining industry

Ukraine is one of the world leaders in the extraction, processing and consumption of manganese
ores.

The industry is represented by three key private companies, in particular Pokrovskyi GZK JSC,
Marganets GZK JSC, and Landshaft LLC.

There are no state -owned companies that are engaged in the mining of manganese ores. In
2017, no state programs to support the industry were implemented.

5.5. 2 Manganese ores reserves

In Ukraine, significant reserves of manganese ores are localized in the North -Eastern part of
the black sea basin, where they form the Nikopol Manganese Ore Basin. The Nikopol basin
includes 3 deposits: Nikopolske, Veliko -Tokmatske, and Fedorivske. The man-made sludge
deposit named after Maximov stands out. According to the mineral composition, there are three
industrial types of manganese ores: oxide, carbonate, and oxide -carbonate (mixed).
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Figure 5-35: Map of the location of manganese ore s deposits in Ukraine %28

128 Geoinform of Ukraine SRPE, Yearbook "Mineral Resources of Ukraine", 2018 , http://geoinf.kiev.ua/M_R_2018 1.pdf
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According to the data of Geoinform of Ukraine SRPE, as of 01.01.2018, the total reserves of
manganese ores in the category A+B+C1 in Ukraine amounted to 2,175.4 million ton nes, and
in the category C2 g3197.3 million ton nes. The off-balance sheet reserves of manganese ores
totaled 58.0 million ton nes.

In the Zaporizhzhya region, 72.5% of all balance sheet reserves of manganese ores in Ukraine
are concentrated, in the Dnipropetrovsk region - 27.2% , and an insignificant share of reserves
in the Kherson region (Figure 5-36). The decrease in the balance sheet reserves in 2017 was
observed only in the Dnipropetrovsk region 12°,

1,578.2 asof 01.01.2017
Zaporizhzhia ' asof 01.01.2018

595.4 @ V
Dnipropetrovsk @

6.0
Kherson
6.0

Figure 5-36: The structure of manganese ores balance reserves by the regions of Ukraine as of
01.01.2017 and 01.01.2018, million ton  nes %

2,179.6

Total in Ukraine

5.5. 3 Significant explorations

According to the data of the Geoinform of Ukraine SRPE, no significant exploration work was
carried out during 2017.

5.5. 4 Volumes of manganese ores mining

According to the Geoinform of Ukraine SRPE, in 2017 the mining of manganese ores was
carried out only on the territory of the Dnipropetrovsk region by three companies of the
industry: Pokrovskyi GZK JSC (develops the Western part of the Nikopolske deposit);

Marganets GZK JSC (develops the Eastern part of the Nikopolske deposit) and Landshaf t LLC
(develops the sludge deposit named after Maximov).

In total, in 2017, 3,907.0 thousand ton nes of manganese ores were mined in Ukraine, which is
35.9% or 1,032.9 thousand ton nes more than in 2016.

129 Geoinform of Ukraine SRPE, The state balance sheet of mineral resources of Ukraine, Manganese ores (Issue 53), 2017 and
2018.

130 Geoinform of Ukraine SRPE, The state balance sheet of mineral resources of Ukraine, Manganese ores (Issue 53), 2017 and
2018.
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2016 [l 2017
A 1,608.1
Pokrovskyi GZK JSC +46.8%
1,187.0
Marganets GZK JSC
2,874.1
-79.0
Landshaft LLC @
82778

Total in Ukraine

Figure 5-37: Dynamics of manganese ores mining in Ukraine in 2016 -2017, thousand ton nes 3!

Of all three companies, the largest share in total production was accounted for by Pokrovskyi
GZK JSC- 60.4% (2,360.2 thousand ton nes). In second place was Marganets GZK JSC, which
produced 1,269 thousand ton nes or 32.5% of the total volume. In 2017, there was an increase
in production volumes for all enterprises compared to the previous year.

If the current level of the manganese ores -Manganese or is maintained, Ukraine's balance
sheet reserves will last for 558 years.

5.5.5 Exports and import s of manganese ores

In 2017, total exports of manganese ores and concentrates amounted to 86.5 thousand ton  nes
of USD 4.7 million value which is 41. 9% more than in the previous year. 38.0% or 32.8 thousand
tonnes in physical measurement units of USD 1.6 million value were exported to Hungary. In
the second and third place were Slovakia and the Czech Republic 329.8% and 21.4% of total
exports in physical units, respectively. Significantly smaller volumes of manganese ores and
concentrates were exported to Russia, Poland, and Georgia.

Significant growth in export volumes in 2017 compared to 2016 was observed in countries
such as Slovakia (2.6 times) and the Czech Republic (5 times). At the same time, the volume of
exports to Russia decreased significantly (by 67.9%), which moved it from the first place among
destination countries in 2016 to the 4th place in 2017.

131 Geoinform of Ukraine SRPE, The state balance sheet of mineral resources of Ukraine, Manganese ores (Issue 53), 2017 and
2018.
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Figure 5-38: Export volumes of manganese ores and concentrates by country in physical and
monetary units in 2017. 132

In 2017, 1,303.0 thousand ton nes of manganese ores and concentrates were imported. More
than half (54.1%) of the volume of imported products came from Ghana. Slightly smaller
volumes were imported from Russia and South Africa g18.3% and 16.7% of the total volume,
respectively. In 2017, imports were also made from Gabon and Brazil.
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Figure 5-39: Export volumes of manganese ores and concentrates by country in physical and
monetary units in 2017. 133

182 3SSU, Foreign trade of certain types of goods by countries of the world, 2017,
http: //www.ukrstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_iovt2017.htm
133 SSSU, Foreign trade of certain types of goods by countries of the world, 2017,
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Conclusions to the section

Ukraine is one of the leading countries in terms of extraction, consumption and processing
of manganese ores. As of 01.01.2018 g., the total manganese ore s reserves in categories
A+B+C1 in Ukraine amounted to 2,175.4 million tonnes. Most of them are concentrated in
the Zaporizhzhya (72.5%) and Dnipropetrovsk (27.2%) regions.

In 2017, the mining of manganese ores was carried out only in the territory of the
Dnipropetrovsk region by three companies of the industry: Pokrovskyi GZK JSC, Marganets
GZK JSC, and Landshaft LLC. In total, 3,907.0 thousand ton nes of manganese ores were
produced in 2017.

Despite significant reserves and an increase in its own production in 2017 by 35.9%
compared to 2016, Ukraine still cannot cover its own demand, so it remains a pure importer

of manganese ores and concentrates. In 2017, 1,303.0 th ousand tonnes of manganese ores
and concentrates were imported.

http://www.uk rstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_iovt2017.htm
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5.6 Fire clays mining

5.6.1 The role of the state in fire clays mining industry

During 2017, the State budget of Ukraine did not plan to implement any programs to support
the fire clays mining industry.

5.6.2 Fire clays reserves

The main explored clay deposits in Ukraine are located mainly in the East of Ukraine, namely
within the Dnipro-Donets depression, the Donetsk folded structure, and the Ukrainian crystal
shield. The depth of clays deposition varies from 1 m to 60 m.

According to the Geoinform of Ukraine SRPE, there are 30 objects of fire clays in the territory
of the state, 28 of which are deposits and 2 accounting items.
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Figure 5-40: Map of the location of fire clay deposits in the territory of Ukraine

As of 01.01.2018, the total balance sheet reserves of fire clays in Ukraine  amounted to 600.8
min tonnes for category A+B+C1, and 370.0 thousand tonnes for category C2. The off -balance
sheet reserves and reserves with undetermined industrial values included 130.2 min tonnes
and 15.1 min tonnes, respectively. Most of the balance s heet reserves (cat. A+B+C1) of fire
clays are concentrated in the Donetsk region §76.8% of all reserves in Ukraine. In 2017, a slight
decrease in the balance sheet reserves occurred only in the Donetsk and Zaporizhzhia regions
due to the mining of fire cl ays (Figure 5-41).
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Figure 5-41: The structure of fire clays balance reserves by the regions of Ukraine in 2016 -2017,
min tonnes 134

5.6.3 Significant explorations

No significant exploration work was carried out in 2017.

5.6.4 Volumes of fire clays mining

According to the data of the Geoinform of Ukraine SRPE, in 2017, 5,979 thousand tonnes of
fire clays were mined in Ukraine, which is 10.4% more than i n 2016. After the decline in 2013 -
2015, the mining volumes of fire clays in 2016 -2017 began to recover. In general, in 2017,

compared to 2010, this indicator increased almost twice.
+10.4%
+17.8%

5,979

5,503 5,414
5,098 4,449 4,970 4,594

3,238

2010 2011 2012 2013 2014 2015 2016 2017

Figure 5-42: Dynamics of fire clays mining volumes in Ukraine in 2010 -2017, thousand tonnes 3%

Almost the entire volume of extraction (98.3%) is accounted for in the Donetsk  region g19 of
the 20 fire clay deposits being developed are located in the region. A small proportion of clays
(1.7%) is extracted in the Zaporozhzhya region from the Pologivske Deposit.

134 Geoinform of Ukraine SRPE, State Balance Sheet of Mineral Resources of Ukraine, Clays for Refractories (Issue 29), 2018
135 Geoinform of Ukraine SRPE, State Balance Sheet of Mineral Resources of Ukraine, Clays for Refractories (Issue 29), 2018
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Figure 5-43: Volumes of fire clays mining by the regions of Ukraine in 2016 -2017, thousand
tonnes 136
If the existing level of mining of fire clays is maintained, their balance sheet reserves will last
for 100 years.

Data on the volume of mining of fire clays are available from two sources of information,
Geoinform of Ukraine SRPE and the SSSU, between which there are certain differences.
According to the Geoinform of Ukraine SRPE, approximately 6.0 min tonnes of fire clays were
extracted in Ukraine, while according to the SSSU, this figure was 8.9 miIn tonnes, of which
95.6% in the Donetsk region®’. Other areas were not specified in the SSSU data, since this
information is considered confidential. There is no information in open sources about possible
reasons for the difference in the statistics of the Geoinform of Ukrain e SRPE and the SSSU.

5.6.5 Exports and import s of fire clays

In total, in 2017 Ukraine exported 5,966.2 thousand tonnes of fire clays, with a total value of
USD 230.6 min. Clays were mainly exported to Spain and Italy, which accounted for 31.8% and
28.9% of the total volume, respectively. A slightly smaller volume of products was exported to
Russia (15.0%).

The volume of imports of fire clays in comparison with exports was insignificant and in 2017
amounted to 336 tonnes with a total value of USD 0.2 miIn, of which 81.7% came from Germany

136 Geoinform of Ukraine SRPE, State Balance Sheet of Mineral Resources of Ukraine, Clays for Refractories (Issue 29), 2018
187 The SSSU, Production of industrial products by type, 2017 ,
http://www.ukrstat.gov.ua/operativ/operativ2016/pr/vr_rea_ovpp/vr_rea_ovpp_u/arh_vppv_u.html
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Figure 5-44: Export volumes of fire clays by country in physical and monetary units in 2017 138

Conclusions to the section

Ukraine has significant reserves of fire clays: as of 01.01.2018, the total balance sheet
reserves amounted to 600.8 min tonnes.

Mining of fire clays in Ukraine is conducted only in two regions: Zaporizhzhia and Donetsk. In
2017, a total of 5 979 thousand tonnes of fire clays were extracted. The Donetsk region
accounted for almost the entire volume of mining (98.3%) - 19 of the 20 fire clay deposits
being developed in Ukraine are located in the region.

If the current level of mining of fire clays is maintained, their balance sheet reserves will | ast
for 100 years.

A significant amount of fire clays in Ukraine is exported ain 2017 it totaled 5,966.2 thousand
tonnes in physical units, with the value of USD 236.0 min. Imports in 2017 were insignificant.

138 SSSU, Foreign trade of certain types of goods by coun tries of the world, 2017,
http://www.ukrstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_iovt2017.htm
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5.7 High-melting clays mining

5.7.1 Role of the state in high-melting clays mining industry

The mining of high-melting clays on the territory of Ukraine is due to the activities of two private
companies Rusinya LLC in the Transcarpathian region, and Keramik-Art LLC in the Donetsk
region. There were no government programs to support the industry in 2017.

5.7.2 High-melting clays reserves

The high-melting clays by their chemical composition are compound clay rocks which contain
kaolinite, halloysite and hydromicas (20 -25%).

The deposits of high-melting clays in Ukraine are located in the geological regions of the Dnipro -
Donets depression, the Ukrainian shield and on its slopes, the Volyn -Podilska plate, and the
Transcarpathian inner depression. According to the data of the Geoinform of Ukrain e SRPE,
there are 20 high -melting clay objects of accounting in Ukraine, of which 17 are the main

deposits.
The most promising area in terms of extraction is the area of the Dnipro -Donets depression and

the Donetsk folded structure. The thickness of the la yers in this area ranges from 0.6 m to 63.5
m. Usually, high-melting clays are used for the production of ceramic products.
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Figure 5-45: Map of the location of high -melting clay deposits in the territory of Ukraine
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According to the data of the Geoinform of Ukraine SRPE, the balance sheet reserves of high -
melting clays as of 01.01.2018 in the category A + B + C1 amounted to 77.5 min tonnes, which

is 6.9% less than in the previous year. The drop in reserves is primaril y due to a significant

increase in the mining of high-melting clays in the Transcarpathian region. For category C2, the

balance sheet reserves were 73.3 min tonnes, off -balance sheet reserves for cat. A+B+C1 g
3.6 min tonnes, and reserves with an undetermi ned industrial value g4.3 min tonnes.

More than half (65.2%) of the balance sheet reserves of high -melting clays are concentrated in

the Donetsk region. In the Transcarpathian and Luhansk regions, approximately the same

volumes of balance sheet reserves are located g12.5% and 12.0%, respectively. Significantly
less balance sheet reserves of high-melting clays are accounted for in other areas (Figure
5-46).
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Figure 5-46: The structure of high-melting clays balance reserves by the regions of Ukraine ,
thousand tonnes ¥

83,299.4

Total in Ukraine

5.7.3 Significant explorations

According to the data of the Geoinform of Ukraine SRPE, during 2017, the exploration work on
high-melting clays was not carried out.

5.7.4 Volumes of high-melting clays mining

In 2017, the total volumes of mining of high-melting clays, according to the data of the
Geoinform of Ukraine SRPE, amounted to 196.6 thousand tonnes, which is almost 4 times more
than in 2016. Thus, the positive trend continued after the almost complete cessation of  mining
of high-melting clays due to the military conflict in the East of Ukraine. However, even such a
positive result, which was achieved in 2017, is still significantly inferior to the indicators of
2010 -2013.

139 The Geoinform of Ukraine SRPE, The State Balance of Mineral Resources of Ukraine, High-Melting Clay (Issue 30), 2017 and
2018
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Figure 5-47: The dynamics of volumes of high -melting clays mining in 2010 -2017, thousand
tonne s40
In 2017, the high -melting clays were mined from 4 deposits: Mykolayivske and Artemivske
deposits in the Donetsk region, Mukachivske and Ivantsivske deposits in the Transcarpathia n
region. The extraction was carried out in two regions: the Donetsk region and Transcarpathian
region, which accounted for 55.6% and 44.4% of the total extraction volume, respectively.

If the current extraction level is maintained, the reserves of high -melting clays will last for 394
years.
2016

B 2017
+389.1%

+189.7%

+3429.9%

Figure 5-48: The structure of high -melting clays mining by the regions of Ukraine in 2016 -2017,
thousand tonnes 4!
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5.7.5 Exports and import s of high-melting clays

The information on exports and imports of high -melting clays for 2017 is not available in open
sources.

Conclusions to the section

There are 17 deposits of high -melting clays in the territory of Ukraine, 4 of which are being
developed. As of 01.01.2018, the balance sheet reserves of high -melting clays were 77.5
min tonn es.

In 2017, the volume of mining of high-melting clays in Ukraine increased by 4.9 times,
compared to 2016 and amounted to 196.7 thousand tonnes. A significant increase in the
extraction volumes was observed in both the Donetsk and Transcarpathian regions.

140 The Geoinform of Ukraine SRPE, The State Balance of Mineral Resources of Ukraine, High-Melting Clays (Issue 30), 2018 .
141 The Geoinform of Ukraine SRPE, The State Balance of Mineral Resourcesof Ukraine, High-Melting Clays (Issue 30), 2018
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5.8 Quartz sand mining

5.8.1 Role of the state in the quartz sand mining industry
In 2017, the following companies were engaged in quartz snad extraction:

Bronytskyi Glassworks LLC;

Maryanivskyi Glassworks PJSC;

Kaolin-Azov LLC;

Terra-Zakhid PE;

Rokytnivskyi Glassworks PrJSC;

Novoselivskyi Mining and Processing Plant PrJSC
Georesursy LLC

Papernyanskyi Quartz Quarry LLC

All of the listed companies belong to the private sector. There were no budget programs to

support the extrac tion companies in the industry during 2017.

5.8.2 Quartz sand reserves

According to Geoinform of Ukraine SRPE, the glass quartz -containing raw materials in Ukraine
are represented by quartz and liparites. The most high -quality quartz in Ukraine belongs to the

marine (coastal-marine) and lake genetic types.
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Figure 5-49: Geographical location of the areas of occurrence of quartz and liparites
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The most promising areas of quartz -containing raw materials are the Dnipro -Donetsk
depression and the Donetsk folded structure, as well as the Volyn -Podilska plate and the
Ukrainian crystal shield. Single deposits are found within the Crimean folded structure 43,
Liparite deposits are also concentrated in the territory of the Transcarpathian Intermountain
depression and in the mountain formations of the Carpathians. Quartz is deposited in the form
of lenses and layers with a thickness of 2 -3 to 35 -40 m, and liparites are deposited in the form
of domes and have a capacity of 3 -45 m.

The state balance of mineral resources ac counts for 41 deposits of glass quartz -containing raw
materials, including 1 deposit being explored. The largest deposits by administrative division
are concentrated in the Kharkiv, Lviv, Donetsk, Zaporizhzhia, and Chernihiv  regions. The quartz
of the Novo selivske deposit in the Kharkiv region is unique for its quality.

As of 01.01.2018, the total balance reserves of glass quartz -containing raw materials for cat.
A+b+C1 constituted 244,212.7 thousand ton nes, of which quartz constituted 223,485.8
thousand to nnes and liparit g 20,727.0 thousand ton nes. The balance reserves of glass raw
materials of category C2 and off -balance reserves constituted 46,580.7 thousand ton nes and
7,136.0 thousand ton nes, respectively.

The Kharkiv region has the largest share of th e balance sheet quartz reserves (cat. A+B+C1) g
42.6 % of the total volume or 95,136. 4 thousand ton nes. Significant amounts of reserves are
also found in the Lviv (13.8%), Donetsk (12.4%) and Zaporizhzhya regions (11.0%). Other
regions of Ukraine are char acterized by significantly smaller reserves of quartz.

In the reporting period, there were insignificant changes in the volume of balance reserves in
comparison with 2016: only in the Kharkiv region there was a decrease of 4.4%, which is due
to active ext raction and revaluation of deposits in this region.

: 99,488.3 as of 01.01.2017
fharkav -4.4% as of 01.01.2018
30,900.2
D)
27,774.8
Donetsk 0.0%

Zaporizhya 24.597.9 m
18,930.5
Chernihiv @
25,978.5
Other m Total in Ukraine

Figure 5-50: The structure of quartz sand balance reserves by the regions of Ukraine as of
01.01.2017 and 01.01.2018, thousand tonnes 4

227,670.2

143 Geoinform of Ukraine SRPE, The state balance of mineral resources of Ukraine, Glass raw materials of Ukraine (Issue 83),
2018
144 Geoinform of Ukraine SRPE, The state balance of mineral resources of Ukraine, Glass raw materials of Ukraine (Issue 83),
2018
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5.8.3 Significant explorations

During 2016 -2017, further to the terms of reference of the Glyny Donbasu PrJSC the
production cooperative "Geolog" performed a geological and economic assessment of the Vilne
deposit in the Dobropilskyi Rayon of the Donetsk region. The evaluation determine d that the
estimated balances, of the natural value of 23,579 thousand ton nes, have lost their industrial
value, and their further extraction is economically inefficient 145,

Further to the terms of reference of Papernyanskyi Quartz Quarry LLC, Magma LLC has
evaluated the remaining quartz reserves of the Papernyanskyi deposit. The mineral resources
of the Papernyanskyi deposit are represented by quartz of the Berek suit of the Oligocene age,
light gray, white, and fine -grained, with the capacity within the inv entory count from 1.8 to
10.0 m. The quartz is deposited in the form of a sub -horizontal layer -like deposit. According to
the results of work, the following reserves of quartz of national importance of the
Papernyanskyi deposit, were approved: B g417 thou sand tonnes, C1 g 896 thousand ton nes,
B+C1 -1,313 thousand ton nes

5.8.4 Volumes of quartz sand mining

According to the Geoinform of Ukraine SRPE, as of 01.01.2018, the volume of quartz
extraction increased by 17.0% compared to 2016 and reached 1,125.1 th ousand tonnes.
However, this level of extraction still remained significantly lower than the 2010 figure, which
was the peak in the period 2010 -2017.

+46.6%
1,862.0

1,326.0
1,131.0 1,085.0 961.9 1,125.1
736.9 656.2

2010 2011 2012 2013 2014 2015 2016 2017

Figure 5-51: The dynamics of quartz sand mining volumes in 2010 32017, thousand tonnes 46

The largest part of the quartz extraction in Ukraine falls on three  regions: Kherson (37.0% of
the total), Kharkiv (28.9%) and Chernihiv (26.4%). Significantly less was extracted in the Lviv
and Zaporizhzhya regions §3.3% and 3.0%, respectively (Figure 5-52).

In general, the extraction volumes increased significantly in all regions, except Zhytomyr and
Donetsk regions. The drop in the extraction volumes by 96.8% in the Donetsk region is due to
the revaluation of the Vilne deposit of the fire and high-melting clays, and the decision on the
economic inefficiency of extracting quartz from this deposit

145 According to the decision of the SCR of Ukraine (Protocol No. 3991 of 06.07.2017)
146 Geoinform of Ukraine SRPE, Yearbook "Mineral Resources of Ukraine", 2018, http://geoinf.kiev.ua/M_R_2018_1.pdf
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Figure 5-52: The structure of quartz sand mining volumes by the regions of Ukraine in 2016 -2017,
thousands tonnes 4’

5.8.5 Exports and import s of quartz sand

Information on the export and import of quartz is not available in open sources.

Conclusions to the section

Ukraine is provided with significant balance reserves of quartz -containing raw materials,
which are concentrated in many regions of Ukraine. At the same time, the volume of the glass
raw materials extraction in Ukraine remains at a low level, although in 2 017 there was an
increase of 17.0% compared to 2016.

The total volume of quartz extraction in 2017 constituted 1,125.1 thousand ton nes. The
regions with the largest extraction volumes were Kherson, Kharkiv and Chernihiv.

If the current level of extraction is maintained, the balance reserves of quartz in Ukraine will
last for another 199 years .

147 Geoinform of Ukraine SRPE, The state balance sheet of mineral resources of Ukraine, Glass raw materials of Ukraine (Issue 83),
2018
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5.9 Building stones mining

5.9.1 The role of the state in building stones mining industry

The exploitation of building stones deposits is carried out by the companies of the State Agency
of Automobile Roads of Ukraine, the Ministry of Energy and Environmental Protection, the
Ministry of Defense of Ukraine, and others. The exhaustive list of pub lic companies engaged in
the mining of building stones is shown in the diagram below ( Figure 5-53). In addition, on the
territory of Ukraine there are m ore than 200 mining quarries, rock -breaking plants and
workshops that process the rock mass into crushed stone quarry products. The most powerful
of these plants belong to the Cooperative -State Corporation for Agro -Industrial Construction
Ukragroprombud of the Ministry of Transport of Ukraine, and the State Agency of Automobile
Roads of Ukraine, and others 48,

State Agency of Automobile Roads of Ukraine
Automobile Roads of Ukraine OJSC

Kyiv Oblavtodor SE

Kirov Specialized Quarry
Zakarpattia Oblavtodor SE
Quarry Shandra Oblavtodor SE
Rivne Oblavtodor SE

Odesa Oblavtodor SE
Kirovohrad Oblavtodor SE

Zahiddorvybuhprom SE
Khmelnytskyi Oblavtodor SE
Cherkasy Oblavtodor SE
Ivano-Frankivsk Oblavtodor SE
Krym Oblavtodor SE

Vinnytsia Oblavtodor SE
Zaporizhzhia Oblavtodor SE

Ministry of Energy and Coal Industry
Eastern GZK SE

State Criminal Executive Service of Ukraine

State Executive Service of
Ukraine Enterprise (N¢ 73) SE
State Criminal Executive

Ministry of Transport and Communications of

Service of Ukraine Enterprise Department of Industrial

(N2 83) SE Companies of the State

State Criminal Executive Administration of the Raillways
Service of Ukraine Enterprise ofUkraine SE

(N2 93) SE

Figure 5-53: The scheme of state participation in the mining of building stones

148 Geoinform of Ukraine SRPE, The state balance sheet of mineral resources of Ukraine, Building stones (Issue 37), 2018
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5.9.2 Building stones reserves

The industrial deposits of high -quality building stones in Ukraine are associated with the
geological and stratigraphic complexes that form the main deposits of commercial stones of
various geological and industrial types. Such complexes a re: the metamorphic and igneous
rocks of the Ukrainian crystal shield; basalts of the Donetsk folded structure and the Volyn -
Podilska plate; andesite and other effusive rocks of the Transcarpathian depression; diorites
and basalts of the Mountain Crimea; g ypsum, limestone and sandstones of various geological
ages of the Carpathians, the Carpathian region, the Black Sea Depression and in the mountain
structures of the Crimea.

According to the Geoinform of Ukraine SRPE, as of 01.01.2018 there were 932 deposit s in
Ukraine, 450 of which were being developed.

4,444.7

971.1
816.1 705.9 532.6 529.5 370.8 340.4

Granite Migmatitis Sandstone  Gabbro- Gneiss Limestone Quartzite Other
anorthosite

Figure 5-54: The structure of total balance sheet reserves of building stones by geological and
industrial types in 2017, mcm  4°

In total, as of the end of 2017, the balance sheet reserves of building stones in Ukraine in the
category A+B+C1 amounted to 8,711.2 mcm. Of these, the reserves of the deposits that were
being developed in the same category amounted to 5,242.1 mcm. Of the total reserves of all
geological and industrial types of building stones, a little more than half were granite  851.0%
or 4,444.7 mcm. The reserves of other types of stones are relatively insignificant: next after
granite are migmatite (816.1 mcm of the ba lance sheet reserves) and sandstones (705.9 mcm
of the balance sheet reserves). The reserves of gabbro -anorthosite and gneiss were
approximately equal (532.6 and 529.5 mcm, respectively), as in the case of limestone and
quartzite (370.8 and 340.4 mcm, resp ectively) (Figure 5-54). Most of the balance sheet
reserves of building stones as of the end of 2017 were concentrated in the Zhytomyr (22.6%),
Zaporizhzhia (11.4%) and Donetsk regions (8.7%) (Figure 5-55).

149 The Geoinform of Ukraine SRPE, The State Balance Sheet of Mineral Resources of Ukraine, Building Stones (Issue 37), 2018 .
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Figure 5-55: The structure of building stone reserves by the regions of Ukraine in 2017, mcm 150

5.8.1 Essential exploration work

According to the data of the Geoinform of Ukraine SRPE, during 2017, the exploration work on
building carried out only by commercial institutions . More detailed information is not avalible
in open sources.

5.8.2 Volumes of mining of building stones

In total, in 2017, 27,149.4 mcm of building stones we re mined in Ukraine, which is 3 thousand
cm more than in 2016. The majority of extraction volumes in 2017 came from granite (83.5%

of all extraction or 22,657. 3 tcm). After granite, limestone (911.6 tcm) and granodiorite
(705.7 tcm) were in second place. The volum es of extraction of basalt and migmatite were
approximately equal and amounted to 449.4 and 414.9 tcm, respectively. The volume of
extraction of sandstone and andesine was smaller (356.2 and 347.2 tcm, respectively)  (Figure
5-56).

150 The Geoinform of Ukraine SRPE, The State Balance Sheet of Mineral Resources of Ukraine, Building Stones (Issue 37), 2018
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Figure 5-56: The volumes of mining of building stones by geological and industrial types in 2017,
tcm 151
Among the regions, most of the mining of buildings stone in 2017 fell on the Zhytomyr (32.3%),
Rivne (14.3%) and Kyiv regions (8.0%) (Figure 5-57). Despite the presence of deposits, there
was no mining of building stone on the territory of the Kharkiv, Kherson, Odessa, Sumy, and
Volyn regions, as well as the Crimea.

Other

5,247.6
(19.3%)

Vinnytsia
1,524.0
(5.6%)

1,606.4
Zaporizhya | (5-9%)

Zhytomyr
8,782.4
(32.3%)

1,960.0
(7.2%)
3,869.9

Kirovograd
(14.3%)

1,989.8
(7.3%)

Rivhe
Poltava

Kyiv

Figure 5-57: The structure of building stone s mining by the regions of Ukraine in 2017, tcm

It is important to note that the main part of the extracted building stone in Ukraine is used for
the production of crushed stone, which serves as a concrete filler and ballast for laying roads
For the produc tion of building crushed stone, building stones are used, which by their geological

origin are igneous, metamorphic or sedimentary, by grinding it. The requirements for physical

and chemical properties, petrographic composition and quality of crushed stone are regulated

by the state standard DSTU B V. 2.7-75-NM €Yzao ©z <cv2«"ve¢ X" «©}zy h?
W ~Cy ~a| bvaz" ~vCEOA e " ¥y«xXx@2©A h?a «x2«”"z20 voy | ¥~

152

151 The Geoinform of Ukraine SRPE, The State Balance Sheet of Mineral Resources of Ukraine, Building Stones (Issue 37), 2018
152 The Geoinform of Ukraine SRPE, Yearbook "Mineral Resources of Ukraine", 2018 , http://geoinf.kiev.ua/M_R_2018_1.pdf
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5.8.3 Volumes of export and import of building stone processing products

A significant part of building stone processing products is exported. In total, in 2017, Ukraine
exported 8,646.8 thousand ton nes of pebbles, gravel and crushed stone. The largest part of
such products was exported to Belarus (5,922.2 thousand ton nes, or 68. 5% of total exports)
and Russia (2,201.8 thousand ton nes, or 25.5% of total exports), while the share of other

countries in exports was 6.0% (Figure 5-58).
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Figure 5-58: The export volumes of pebbles, gravel, and crushed stone by country in physical and

monetary units in 2017 153

In comparison with exports, the volume of imports of pebbles, gravel and crushed stone in 2017
was insignificant and amounted to 243 thousand ton nes. Turkey (76.4 thousand ton nes,
31.4%) and Belarus (66.3 thousand ton nes, 27.3%) accounted for the largest share of pebbles,
gravel and crushed stone in the import structure. The sh are of other countries was 41.3%

(Figure 5-59).

153 The SSSU, Foreign Trade of Certain Types of Goods by Countries of the World, GE F L
http://www.ukrstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_iovt2017.htm
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Figure 5-59: The import volumes of pebbles, gravel, and crushed stone by country in physical and
monetary units in 2017 %4

Conclusions to the section

In total, as of the end of 2017, the balance sheet reserves of building stones in Ukraine in
the category A+B+C1 amounted to 8,711 .2 mcm. Of these, the reserves of the deposits that
were being developed in the same category amounted to 5,242.1 mcm.

In total, 27,149.4 tcm of building stones were extracted in 2017. Granite accounted for the
majority of extraction volumes.

The main part of the mined building stones in Ukraine is used for the mining of crushed stone,
which serves as a concrete filler and ballast for laying roads.

A significant part of building stone processing products is exported. In total, in 2017, Ukraine
exported 8,646.8 thousand ton nes of pebbles, gravel and crushed stone. Most of these
products were exported to Belarus and Russia.

154 The SSSU, Foreign Trade of Certain Types of Goods by Countries of the World, GEFL dCA
http://www.ukrstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_iovt2017.htm
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5.10 Contribution of extractive industries to Ukrainian economy

5.10.1 Contribution to formal sector of economy

5.10.1.1 Contribution to output and GDP

In 2017, the total output of the extractive industries ' amounted to UAH 412.5 billion, which
is 5.5% of the total output of goods and services in Ukraine 6. In 2018, the contribution of
extractive industries to the total output of goods and services in Ukraine was almost at the
same level §5.6%.

The direct contribution of these industries to the gross domestic product (GDP) of Ukraine in

2017 was UAH 177.2 billion or 5.9% of the total GDP of Ukraine, which is sligh tly higher than

in 2016 (5.4%). For comparison, one of the largest industries in Ukraine (according to the
KVEDGEFE x¢vOO~{ ~xv?a&~¥ano> Cl } ¥¢z0Ov ¢z v oy Tzgqv~¢
£¥2ay" x Bxgere@téd 11.3% of the total output of goods and se rvices in Ukraine and

13.7% of the GDP of Ukraine, and the sector "Agriculture, forestry and fisheries" %8 - 11.3% of

the total output and 10.2% of the total Ukrainian GDP. Therefore, the extractive industries

remain significant for the Ukrainian economy in terms of income generation and value added.

In 2017, the nominal output and gross value added of the extractive industries grew at a faster
rate than the nominal output and GDP of Ukraine: while the output of mining industries
increased by 36.0% compared to the previous year, and gross value added by 34.6%, the output
of goods and services in the country increased by 23.7% and GDP of Ukraine gby 25.1%%°.

Among the extractive industries, the largest contribution to the total output of goods and
services comes from the mining of metal ores, other minerals and the development of quarries;
providing ancillary services in mining and quarrying a2.4% of the total output of goods and
services in Ukraine. Crude oil and natural gas extraction is the second largest output -generating
sector with its share of 1.9% in the total output in Ukraine.

The structure of the contribution of the extractive industries to GDP is d ifferent from the
structure of the contribution to output of goods and services. Oil and gas extraction is the
champion g its share in Ukrainian GDP was 2.8% in 2017. The share of metal ores, other
minerals and quarrying; the provision of ancillary service s in the mining and quarrying in
Ukraine's GDP was lower and amounted to 2.3%. The contribution to GDP is a more accurate
estimate of the significance of the industry for the country's economy than the contribution to

1% Due to the fact that statistics on output of goods and services and GDP are not available by the extractive industries that covered
by the EITI Report for 2017, the aggregated categories of economic activities were used for the purposes of estimating the
contribution of the extractive industries to GDP and output. This section includes the extractive industries categorized in
accordance with KVED-2010
Mining of coal and lignite (KVED-2010 code gB05);
Extraction of crude oil and natural gas (KVED -2010 code aB06);
Extraction of metal ores, other minerals and quarrying; provision of ancillary services in the field of mining and quarrying
(KVED-2010 code aB07-B09)
156 SSSU, cost-release table for 2017 (in consumer prices), link to access:
http://www.ukrstat.gov.ua/operativ/operativ2006/vvp/vitr_vip/vitr_u/arh_vitr_u.html
157 According to the KVED-2010 x ¢ v © © ~ { ~ xWhbles¥lexaAd rétajl; zepadr of motor vehicles and motorcycles Cindustry code
is G45-G47.
158 According to the KVED-2010 classification, the Agriculture, Forestry and Fisheries industry code is AO1  -A03.
159 1t is calculated on the basis of data of the State Statistics Service, cost -release table for 2017 (in consumer prices),
http://www.ukrstat.gov.ua/operativ/operativ2006/vvp/vitr_vip/vitr_u/arh_vitr_u.html
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the output of goods and services, sinc e the latter includes consumption of intermediate goods
and services twice. Therefore, the crude oil and natural gas extraction seems to be more
efficient in terms of net added value. In addition, the fact that this sector has a higher tax
burden affects i ts greater share in the GDP of Ukraine.

; . 23.2 0.8%
Mining of coal and lignite 89.6 1.2% '
Extraction of
0,
crude petroleum 144.1 1.9% B 2.8%
and natural gas
Mining of metal ores,
other mining and quarrying n.e.c., 178.8 2.4% 69.6 2.3%
support activities
for other mining and quarrying
Output, bln UAH M GDP, bin UAH
=—8— Share of the extractive industry in output Share of the extractive industry in GDP

= >
Figure 5-60: Contribution of extractive industries to the output of goods and services (a)
and GDP (b) of Ukraine in 2017
In order to obtain disaggregated information, the independent administrator calculated the
extractive industries production value and provided t he estimates (Table 5.36). Since Ukraine
has no completely unregulated mining markets, there is no accurate information on the cost of
coal, oil, natural gas, etc. The calculation is based on the average weighted pric es for these
goods (including transportation costs, as in the case of coal prices) during 2017. The deviation
of the calculated results from the SSSU data on the value of coal production is 8.1% and for oil
and gas §12.1%.

Table 5.36: The value of extractive production in Ukraine in 2017

Value, min UAH
Product Volum_es 0120 Price, UAH Accordmg_ t(.) IndeQendent According to
extraction Administrator’s 2
SSSUt
assessment

Coal, tonnes 34,916,200 2,358.39 162 82,346.02 89,6 23.00
Crude oil, tonnes 1,515,000 1,439.67 163 21,811.00
Natural gas, tcm 20,509.00 6,587.25 164 135,097.91 144,142.00

160 The figures for coal mining volumes are provided by the Ministry of Energy; the figures f or oil and natural gas production
volumes are based on the information provided by the Geoinform of Ukraine SRPE ..

®hhhjA €d%8!«2C ivwetz {¥" GEFL =~8 x¥00©@«£f£z | " ~xzO0>A
http://www.ukrstat.gov.ua/operativ/operativ2006/vvp/vitr_vip/vitr_u/arh_vitr_u.html
2 Thecoalpr~xz ~© xveéx«¢vazy wvOzy ¥o 2}z vaz v]|z £v~jz?2a ! " indces

on CIFterms in the main Western European ports Amsterdam gRotterdam gAntwerp), adjusted for the calorie content of Ukrainian
coal. The calculation includes the average freight cost for the transportation of coal to Ukrainian ports, as well as the rate of coal
reloading at the port. The average annual rate (according to NBU information) is used to calculate the price in hryvnia (UAH)

163 The price for crude oil is calculated based on the average annual value of Brent crude oil on the spot market in Europe, FOB
(U.S. Energy Information Administration, link to access:

https://lwww.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=pet&s=rbrte&f=a ) and the average annual US dollar exchange rate
(according to the NBU)

164 The weighted average wholesale price of natural gas in the unregulated market segment in 2017 (net of VAT). NEURC , The
results of monitoring of the natural gas market functioning for Q1 2018, link to access:
http://www.nerc.gov.ua/datalfilearch/monitoryng/gas/2018/moni toryng_gaz_1-2018.pdf
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According to the data provided by Ukrgazvydobuvannya JSC in the course of collecting
information for this Report, its income from natural gas sales in 2017 amounted to UAH
67,350.7 million with sales volumes of 13,889.3 mcm. It is worth noting that actually more
than half of the domestically produced natural gas was sold (as required by the Special
Obligation Regime (SOR) established by the CMU) in 2017 at prices lower than in the
unregulated market segment, which may partly explain the valuation deviation

A different approach was used to estimate the value of the mined iron, manganese and titanium
ores. These industries are clearly export -orientated, and the information on production
volumes and production prices in international markets is publicly available. However, most
domestic enterprises in these industries sell the metal ores with different levels of enrichment
(agglomerated ore, concentrate, pellets, etc.). Therefore, an alternative assessment approach
is to use the information provided by reporting companies in the preparation of this Report.
Thus, the total proceeds from the sale of products of the metal ores mi  ning companies in 2017
amounted to UAH 110,493.8 min 1% (net of VAT), of which:

iron ore s mining - UAH 107,443.4 min,
manganese ores mining - UAH 2,469.9 min,
titanium ore s mining - UAH 2,751.8 min

Table 5.37: Revenues from sales of marketable products produced by the companies in 2017 16

Volumes of
Sales volumes of | Revenue from sales
raw ore Marketable
. marketable of marketable
Name of company mining, | products to be
thousand products, products, min UAH sold
thousand ton nes (net of VAT)
tonnes
Iron ores
Ingulets Iron Ore Iron ores
Enrichment Works PrJSC 27,138.0 10,098.4 15,7113 concentrate
Iron ores
Central Iron Ore
Enrichment Works PriSC 12,576.2 4,537.0 10,727.5 concentrate,
pellets
Iron ores
Southern Mining Factory 26.791.6 12.449.2 19.965.7 congentrate,
JSC iron ores
agglomerate
Iron ores
Northern Iron Ore
Enrichment Works PriSC 25,554.0 11,329.0 23,282.3 concentrate,
pellets
F?rFeXpo Yeristovo 11,471.0 7,075.5 6,435.0 Non-enriched ore s
mining LLC
Krivoj Rog's Iron -Ore Sinter ore s,
Combine PJSC 6,102.0 4,642.0 5436.0 blust-furnace ore
ArcelorMittal Kryvyi Rih 21.561.0 9690 1,710.0 Iron ores
PJSC concentrate
Ef;r;épo Poltavamining | 1 444 10,460.7 20,225.7 Pellets

185 These figures include only those companies that provided information for the EITI Report.
166 According to information received from companies during the survey
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Volumes of
Sales volumes of | Revenue from sales
raw ore Marketable
- marketable of marketable
Name of company mining, products to be
thousand products, products, min UAH sold
thousand ton nes (net of VAT)
tonnes
The foreign investment
gnterprlge Zapquzhzhla 8,776.0 4,399.4 3,949.9 Non-enriched ore
iron ore industrial
complex PrJSC
Total 150,413.8 65,960.2 107,443.4
Manganese ores
Marganets GZK JSC 1,316.0 272.0 436.0 Manganese
concentrate
Manganese
Pokrovskyi GZK JSC 2,478.8 1,001.1 2,033.9 concentrate,
sinter
Total 3,794.8 1,273.1 2,469.9
Titanium ores
Non-enriched ore,
United Mining and titanium
Chemical Company JSC 12,027.9 5433 2,751.8 concentrate,
other products
Total 12,027.9 543.3 2,751.8

The State Statistics Service does not provide disaggregated data on the cost of products in the
sector of iron, manganese and titanium ores mining available in public sources of information .
Similarly, there is no information in open access on the cost of production of fire clays,
refractory clays, quartz sand and building stones. The most approximate information on the
cost of production of all these industries is the cost of production of the industry "Mining of
metal ores, other minerals and quarrying, as well as the provision of ancillary services in the
mining industry and quarrying" (NACE 2010 - B07-B09), which amounted to UAH 178,782
mint67,

The sector "Mining of metal ores, other minerals and quarrying, as well as the provision of
ancillary services in the sector of mining and quarrying" according to NACE 2010 includes a list
of economic activities, among which are:

iron ores mining;
manganese ore mining;
titanium ores mining;
refractory clays mining;
refractory clays mining;
quartz sand mining;

building stones mining.

WhhhjA €488 «2 ¢ ivwez {¥° GEFL =-8o x¥0O«£z ! ~xzO>A
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Given this, UAH 178,782 min is an approximate estimate of the value of products of these
extractive industries and, in addition, includes the value of products of other industries that fall
under the activities of BO7 -B09 according to the NACE-2010 classification.

5.10.1.2 Contribution to exports

The value of the exported products of mining industries in 2017 amounted to USD 1,773.2 min,

or 3.4% of the total of goods and services exported from Ukraine. Among all the extractive
industries covered by the EITI Report, this indicator does not include the export of high-melting
clays and quartz sand, because the official statistics do not contain disaggregated information
on exports of these types of products %8, Natural gas was not exported in 2017. Of the
extractive industries that exported products, the largest contribution came from iron ore s
mining (exports of ores and concentrates of non -agglomerated iron ores) gUAH 1,292.8 million
or 2.46% of the total Ukrainian exports of goods and s ervices.

2.46% Cost of exported products, min USD

=8— Share in total exports of goods and
services of Ukraine,%

0.45%

0.20% 0.20% 0.06% 0.01%
—e -_ °- °
1,292.8
105.5 105.2
236.0 | | 28.9 4.7
Mining of Mining of Mining of Mining of Extraction Mining of
iron ores fire clays hard coal titanium ores of petroleum manganese ores

Figure 5-61: Value of exported mining products in 2017  16°

5.10.1.3 Contribution to State Revenue

According to the state authorities (State Customs Service, Ministry of Economy, Geology
Service), the amount of the state revenues '° from the companies of reporting extractive
industries (extraction of crude oil and natural gas, coal, iron ore, titanium ores, manganese
ores, oil and natural gas transportation ) amounted to UAH 145,430.46 minin 2017. Of these,
the largest amount of payments to the state is from the oil and natural gas sector g UAH
115,409.99 min. Overall, the share of payments from the reporting extractive industries in the

168 The official statistics on exports and imports are collected by commodities according to the Ukrainian Classification of Foreign
Economic Activity (UKTZED). The classifier has no separate category for the products of high-melting clays and quartz sand mining
sectors

169 SSSU statistics "Foreign trad e in certain goods by countries " in 2017 , link to access:
http://www.ukrstat.gov.ua/operativ/operativ2017/zd/e_iovt/arh_iovt2017.htm

170 State revenue include tax and non -tax payments from mining companies to the state, including the Single Social Contribution
(SSC)
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tax and non-tax revenues of the Consolidated Budget of Ukraine and the total amount of SSCs
amounted to 12.50% (Table 5.38).

Table 5.38: State revenues from the extractive industries in 2017

. Paymg nt§ o) Fhe Share in the State
Extractive industry extractive industries, -
Revenues, %
UAH min
Extraction of oil and natural gas 115,409 .99 9.92%
Mining of coal 8,080.28 0.69%
Mining of iron ores 9,696.71 0.83%
Mining of titanium ores 782.15 0.07%
Mining of manganese ores 415.10 0.04%
Transportation of oil and natural gas 11,046 .23 0.95%
Total 145,430 .46 12.50%

5.9.1.4 Contribution to capital investment

In 2017, the capital investments in extractive industries amounted to UAH 35,552.2 min or
7.93% of total capital investments in Ukraine. The largest share of capital investment was in
extraction of natural gas (3.31% of total capital investment in Ukraine) and iron ore s mining
(2.22%).

According to the State Statistics Committee, 42.8% of the capital investmentsint he extractive
industries were in Kyiv, 30.9% in Dnipropetrovsk region, 11.0% in Donetsk region, and 9.0% in
Poltava region. The remaining 6.3% of capital investments in the mining industries are
distributed among other Ukrainian regions.

Table 5.39: Capital investments of Ukraine's mining industries in 2017 172

Extractive industry Capital investments, .Share in the.total ce}pital
UAH min investments in Ukraine, %
Extraction of natural gas 14,842 .6 3.31%
Mining of iron ores 9,945.0 2.22%
Mining of coal 6,899 .5 1.54%
Mining of other minerals and quarrying 1,746 .2 0.39%
Extraction of crude oil 1,119.3 0.25%
Extraction of non -ferrous metals ores 701.0 0.16%
Ancillary mining and quarrying services 298 .6 0.07%
Total, extractive industries 35,552 .2 7.93%

171 Calculated by the Independent Administrator based on the information of the State Treasury Service of Ukraine on the reven  ues
to the Consolidated Budget of Ukraine in 2017 ( https://www.treasury.gov.ua/uaffile  -storage/2017 ) and on the SSCs received
(https://www.treasury.gov.ua/ua/file  -storage/2017 -3). For the purpose of calculating the revenues to the Consolidated Budget of
Ukraine, only tax and non -tax revenues were taken into account; while income from operations with capital, revenues from the
European Union, foreign governments, international organizations, donor institutions; trust funds were not included.

172 3SSU, Capital investment for 2017, link to access, http://www.ukrstat.gov.ua/operativ/operativ2018/ibd/kin/arh_kin_r_u.htm
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5.9.1.5 Contribution to employment

According to the State Statistics Service, the average staff number in the extractive industries

in 2017 was 213 thousand, which is 8.2% less than in 2016. Compared to 2014, the number
of full -time employees decreased by 31.1%. The employment in the extrac tive industries has
been declining since 2014, due to the overall economic downturn and also because a number
of extractive companies lost control over their assets located in the areas of Donetsk and
Luhansk regions that are temporarily not controlled by the Ukrainian Government 173,

In 2017, the extractive sectors employed 11.2% of all full -time employees in the industry and
2.8% of all full-time employees in Ukraine. Mining companies remain an important source of
employment. According to the S SSU, the average monthly wage in the extractive industries in
2017 exceeded the average monthly wage in Ukraine (the average monthly wage in the

extractive industry was UAH 9,704 and the average in Ukraine gUAH 7,104 174).

3.4% The average number of full-time
) employees in the mining industry in
2017, by regions of Ukraine

2.9%
3.2% 2.8%

C31.1%D

145 130 126 128
2014 2015 2016 2017 Il Dnipropetrovsk
=&— Mining industry share Donstsk
in the average number Ml Poltava
of full-time employees in Ukraine M Lviv
I Mining of coal and lignite I Lugansk
Other sectors of the extractive industry Other regions

Figure 5-62: The average staff number in extractive industries in 2017  17®

The largest contribution of the extractive industries to employment is in the Dnipropetrovsk
region, where 33.6% of full-time employees of all extractive industries are concentrated.
Donetsk region, with 24.4% of full -time employees in the extractive industries, comes second,
and Poltava regionis the third one with 8.4%. It is worth noting that in 2016 the share of

173 In 2017, the DTEK Group (https://dtek.com/ua/media -center/press/dtek -zayavlyaet-o-potere -upravleniya -predpriyatiyami -
raspolozhennymi -na-vremenno -nekontroliruemoy -territorii -donetskoy -i-luganskoy-oblasti/ ) and Metinvest Group
(https://coal.metinvestholding.com/ua ) declared the loss of control of their enterprises in the temporarily uncontrolled territories

of Donetsk and Luhansk regions.
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http://www.ukrstat.gov.ua/druk/publicat/kat_u/2018/zb/07/zb_pu2017_pdf.pdf
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Luhansk region was 10.7% and decreased sharply to 5.5% in 2017, which is related to the
above-mentioned loss of control over the mining enterprises in the respective territory

5.10.2 Contribution to the informal economy

In order to assess the share of the informal sector of the economy in the extractive industries,
two sources of information were used: data from the State Statistics  Service of Ukraine on
informal employment and a study by the Ministry for Development of E conomy, Trade and
Agriculture of Ukraine on the share of the shadow economy.

1. The share of informally employed population in extractive industries 176 jn 2017 can be
estimated a s 18.7 thousand people or 8.5% of the total employment in these industries,
assuming that the share of informally employed in extractive industries corresponds to the
share of informally employed in the entire industry 7. The data are calculated by the
Independent Administrator based on the information of the State Statistics Service  of Ukraine.

Informal employment covers informal jobs in both formal and informal sectors. Informally
employed include the following categories of employed population:

employed in informal sector enterprises (unregistered self -employed, employers and
their employees, free -working family members, etc.);

free -working family members at formal sector enterprises;

employees working in informal formal sector jobs (persons who worked by oral
agreement or did not have any social guarantees, in particular: they were not paid a
single contribution to the compulsory state social insurance; they did not have annual
leave; paid sick leave)!’8.

One way to estimate the share of the informal sector in the economy is to calculate the share

of the informally employed popul ation in total employment. According to the State Statistics

hz" ~~xz ¥ { ji T v~nz =®%2va~02a~xve X¥E£| zoy~«E ¢ W-
i i " v ¥% in®018, the total number of employed population aged 15 -70 in Ukraine was

16,156.4 thousand perso ns, of which 22.9% (3,695.6 thousand persons) are considered to be

informally employed. Out of the total of informally employed people of Ukraine, 5.6% or 207.0

thousand persons are working for industry.

According to the State Statistics Service 8, the number of employed population in industry in
2017 was 2,440.6 thousand persons. Hence, the ratio of informally employed people to the

176 According to the classification of economic activities NACE 2010 "extractive indus try" means the activities related to section

B - Mining and quarrying:

- Section 5 - Mining of coal and lignite

- Section 6 - Extraction of crude petroleum and natural gas

- Section 7 - Mining of metal ores

- Section 8 - Other mining and quarrying

- Section 9 - Mining support service activities .

177 According to the classification of economic activities NACE -2010 "industry” means activities related to sections B, C, D, E .

178 Definition of the concept of informal employment in accordance with the Order of  the State Statistics Service of Ukranine "On
approval of the Methodological provisions for determining informal employment”  No. 16 dated 23 January 2013 .
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http://www.ukrstat.gov.ua/druk/publicat/kat_u/publ1l_u.htm

180 SSSU, Employed Population by Types of Business Activity in 2012 -2018, link to access:
http://www.ukrstat.gov.ua/operativ/operativ2014/rp/zn_ed/zn_ed_u/zn_ed_ 2013 u.htm
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total of employed in industry was 8.5% 1. This indicator is an approximate estimate of the size
of the informal sector in industry. If based on this information we assume that the share of
informally employed in the extractive industries corresponds to the share of informally
employed in the whole industry, then informal employment in the extractive industries can be
estimated at 18.7 thousand people 82, Due to the lack of disaggregated statistical information
for the mining sector separately, this estimate was only made for the entire industry.

2. According to the Ministry of Economy, the level of the shadow economy in the e xtractive
industries 8% in 2017 was 38% of the gross value added of these industries.

Shadow economy gis unregistered in the prescribed manner economic activity of the business
entity, which is characterized by minimization of costs for the production of go  ods, works and
services, tax evasion, fees (mandatory payments), statistical questionnaires and statistical
reporting, resulting in there are violations of statutory norms (the level of the minimum wage,
working hours, working conditions and safety, etc.) 184,

In 2019, the Ministry of Economy published a survey with its own assessment of the shadow
economy of Ukraine 18 . According to the survey, in 2017 the share of the shadow economy (by
the integral indicator) was 32% of the official GDP, and in 2018 g 30%.%¢ The data of the
Ministry of Economy indicate a gradual de -shading of the economy, since the share of the
shadow economy has been decreasing every year since 2014 (in 2014 the corresponding figure
was 43%).

The integral indicator of the share of the shadow economy is a comprehensive indicator and
gives the most complete assessment of the shadow economy. At the same time, there are
different methodology for determining the level of the shadow economy, with different inputs
and calculation methods ¥, including:

- The consumer spending gretail turnover method. According to this method, the level of
the shadow economy of Ukraine in 2017 was 48% of the official GDP (in 2018 g46%);

- The electricity method (using the electricity consumption data ), according to which the
level of the shadow economy in 2017 was equal to 28% of the official GDP (in 2018 a
27%);

181 Calculated by the Independent Administrator based on the State Statistics Service data.
182 Calculated by the Independent Administrator based on the State Statistics Service data A X ¥ £ | z Statisticdl Yeérbook of
UkraineC GEF LA ¢ ~ dhitp://wév.ukrstakgpv@i@dbuk/publicat/kat_u/2018/zb/11/zb_seu2017_e.pdf

183 According to the classification of economic activities NACE 2010 " extractive industry” means the activities related to section

B - Mining and quarrying:

- Section 5 - Mining of coal and lignite

- Section 6 - Extraction of crude petroleum and natural gas

- Section 7 - Mining of metal ores

- Section 8 - Other mining and qu arrying

- Section 9 - Mining support service activities .

184 Definition of the concept of the shadow economy in accordance with the Order of the Ministry of Economy "On approval of the
Guidelines for calculating the level of the shadow economy” No. 123 dated 18 February 2009 .

185 Ministry of Economy, The Shadow Economy Trends in Ukraine in 2018, link to access: ,
http://www.me.gov.ua/Documents/List?lang=uk -UA&id=e384c5a7 -6533 -4ab6 -b56f -
50e5243eb15a&tag=TendentsiiTinovoiEkonomiki

186 According to the Ministry of Economy, the data on the size of the shadow economy for 2018 are preliminary and will be
subsequently updated .

187 The Ministry of Economy survey on the size of the shadow economy of Ukraine is based on the Methodological recommenda tions
for calculating the level of the shadow economy, approved by the Order of the Ministry of Economy No. 123  dated 18 February
2009, link to access: https://zakon.rada.gov.ua/rada/show/v012 3665 -09
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- The monetary method , according to which the corresponding figure for 2017 is 24% of

the official GDP (in 2018 - 23%);
- The loss-making enterprises method . This method calculated the shadow economy at

22% in 2017 (18% in 2018).

According to the Ministry of Economy, the level of shadow economy in the extractive industries
(mining) calculated using the loss -making enterprise method, was 38% of the gross value added
in the industry in 2017 (30% in 2018).

M o017
2018

49%
40% PYMA38% EEH)asy  EEL
30% P
P EZII 2 3% YV 2 3% PP
12% i)

Financial and Transportation, Real estate Mining and  Manufacturing Construction Wholesale and Agriculture,

insurance warehousing, activities quarrying retail trade forestry
activities postal and and fishing
courier
activities

Figure 5-63: Shadow economy by types of business activity in 2017 -2018 (% of gross value added in
the industries) 8

5.10.3 Social and charity payments by extractive companies

In order to get the information on the expenditures of mining companies for social purposes
and disclose it in the EITI Report, the questionnaires containing relevant questions were sent
to the reporting companies. According to the res ults of the survey, the following information
was collected:

Social expenditures in cash and in kind required from the company by the law, product
sharing agreements, subsoil use agreements, investment obligations, concession
contracts, contracts for the p urchase and sale of state-owned property, or any other
obligations of the company the state, central and local authorities and which are binding
for the company under the regulations or contracts related to mining activities;

Any expenditures in cash and in kind for social purposes (including charity) that are
made voluntarily by the company.

All social and charitable spending are divided into the following categories:

health care;

education and science;

environment protection;

support to local communities and other.

188 Ministry of Economy, The Shadow Economy Trends in Ukraine in 2018, link to access:
http://www.me.gov.ua/Document _s/List?lang=uk -UA&id=e384c5a7 -6533 -4ab6 -b56f -

50e5243ebl15a&tag=TendentsiiTinovoiEkonomiki
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Total 1 357 028,3
1357 028,3 Metal ores 954 376,0
UAH thousand !
93, 7% Oil and gas - 351 569,7
(1 266 355,1) !

[ Expenditures required by law
Voluntary payments

Coal F51 082,6

Figure 5-64: Social and charity payments by the reporting extractive companies in 2017 189

According to the reporting companies, their total expenses for social and charitable purposes

in 2017 amounted to UAH 1,357,038.3 thousand. The bulk (93.7%) is voluntarily payments by
X¥£|,ve~z0OC i}z xva@z|¥"  Cch¥x~ve¢t z@®|fad UAHMEI7z0© ~ 2z
thousand UAH or 6.3% of the total amount. The breakdown by the extractive industries shows,

that the largest share of expenditures for social and charitable purposes was made by metal

ore mining companies (70.3%), followed by oil and gas extracti ng companies (25.9%).

According to the survey, the largest share of social and charitable payments by the reporting
companies was classified as "Other" (Table 5.40)

Table 5.40: Social and charitable payments for 2017 by purposes and cost categories and extractive
industries, thousand UAH (net of VAT)

Purpose of spending Oil and gas Coal Metal ores TOTAL
Social spending required by law
Health care 300.0 0.0 0.0 300.0
Education and science 0.0 0.0 0.0 0.0
Environment protection 0.0 0.0 33,5685.7 33,585.7
Support to local communities 810.0 0.0 10,378.0 11,188.0
Other 0.0 20,349.0 25,250.5 45,599.5
TOTAL 1,110.0 20,349.0 69,214.2 90,673.2
Voluntary social spending
Health care 43,302.4 45.0 9,049.4 52,396.8
Education and science 14,101.4 9.0 22,878.6 36,989.0
Environment protection 285.0 0.0 7,199.0 7,484.0
Support to local communities 239,992.2 29,228.0 74,663.3 343,933.4

189 For purposes of verification of payments, the companies belonging to the industries "Extraction of crude oil", "Extraction of

natural gas", "Transmission of oiland ava@ «“ve¢ | vO7 -z"2z | " ¥«lzy ~p?3d¥ 3alz xvaz| ¥ "~ ¢d~¢
X¥E£!va~z0OC i}z x¥£!vo~z0 wzt¥hteag| CGX¥ GRuo|~wyz®@2 ¥ Z/sE¥m—¥d||& voy ¢
-z"z £z |zy ~ma¥ a}lz ¢bzave ¥ zO© ~ay«©a " C xvaz|¥"T~C
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Purpose of spending Oil and gas Coal Metal ores TOTAL
Other 52,778.8 1,401.6 771,371.5 825,551.9
TOTAL 350,459.7 30,683.6 885,161.8 954,376.0

Among the reporting companies that disclosed their social and charity spending in 2017, the

leaders were ArcelorMittal Kryvyi Rih PJSC and CubeGas LLC Figure 5-65).

ArcelorMittal Kryvyi Rih PJSC

Kub-gaz LLC

Ferrexpo Poltava mining PrdSC
Ukrgasvydobuvannya JSC
Ukrgazvydobutok PrJSC

Pokrovskyi GZK JSC

Central Iron Ore Enrichment Works PrJSC
DTEK Pavlogradugol PrJSC

Ingulets Iron Ore Enrichment Works PrdSC
Northern Iron Ore Enrichment Works PrdSC
Vuhilna kompaniia Krasnolymanska SE

Others

%105 100,0
=104 799,9
= 54 059,7
1415114
%36 425,2
Il 307336
%27 456,0

=26 050,4

20 349,0
63 108,3

684 131,0

- 163 303,8

Oil and gas

Il cCoa

Metal ores

Figure 5-65: The reporting companies of extractive industries with the highest social and charitable
spending in 2017, UAH thousand
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5.11 Quaskfiscal transactions

As required by Standard 3.2, the EITI Report should include information on quasi -fiscal
transactions of public sector entities to ensure an adequate level of reporting transparency.
This requirement regulates the disclosure of the quasi-fiscal expenditures such as payments for
social services, public infrastructure, fuel subsidies and servicing of national debt. The standard
also specifies that the MSG should develop a reporting process that respects a level of
transparency commens urate with other payments and revenue flows, as well as disclosures of
subsidiaries and joint ventures data.

The IMF's Fiscal Transparency Code defines quasifiscal transactions as governmental
transactions conducted by institutions that do not belong to  public authorities (central bank
and other state corporations). These include central bank preferential loans, preferential
lending to government corporations, and lower -than-market services.

By their nature, quasi -fiscal transactions have a significant impact on the structure of the
country's fiscal policy, reducing the effectiveness of the budget balance as an indicator of the
country's financial situation. In addition, quasi -fiscal activities may lead to unforeseen
government commitments. T herefore, the IMF emphasizes the importance of identifying and
quantifying quasi -fiscal transactions. It is also important to note that quasi -fiscal transactions
often have redistributive effects, so their impact should be a matter of public debate. The IM F's
Fiscal Transparency Guide is an effective tool for conducting a proper disclosure procedure for
quasi-fiscal transactions.

One of the main types of quasi-fiscal transactions in Ukraine is the sale of natural gas to
individual customers and heat and pow er utilities companies at prices lower than those for
industrial consumers. By decision of the Multi -Stakeholder Group (MSG), based on the available
information and recommendations of the Independent Administrator, the quasi -fiscal
transactions in Ukraine' s gas sector alone were identified as significant ones for disclosure in
the EITI Report (Minutes of the MSG of November 22, 2019). No other significant types of quasi -
fiscal transactions have been identified.

5.11.1 Quasifiscal transactions in gas indust ry

itz | T ~eax~1¢z0 ¥{ |vO £v~ jz?& "z]|]«tva@~¥o voy { «goHx
cva«'"ve \wv© bv jzaCC i}z ¢v- I T ¥-2~yzO (¥ A v(C¥
markets, the introduction of the free pricing principle, except when the  CMU imposes special
obligations on the subjects of the natural gas market. During 2017, natural gas was supplied at

free market prices, with the exception of household consumers, religious organizations (other

than the volumes of gas used for their produc tion and commercial activities) and producers of

heat and electricity, prices for which were set in accordance with the CMU Resolution No. 758

of 01.09.2015 (effective from October 1, 2015 to April 1, 2017) and CMU Resolution No. 187

of 22.03.2017 (effecti ve from April 1, 2017 to April 1, 2018) 19,

Wxhj gzO¥Ct«a~¥o ¢dm V! ! "¥-ve ¥{ a3}z gz|«tva@~¥no ¥no AE£! ¥O~23~¥no ¥{ h
e«xwt~x "@az"zO2© ~@m 2}z [«ox?@~¥o-~ao]| ¥{ 2}z cv3@«"ve \vO bv" jz?a =i
http://zakonO.rada.gov.ua/laws/show/758  -2015 -%D0%BF X b | gzO¥¢t«?~¥n ¢do V]| "¥-ve ¥({ alz gz
Special Obligations on Natural Gas Market Subjects to Ensure Public Interest© ~o 2} z [ «&ox2 ~¥o-~ao| ¥{ 2a}lz cv*

187 of 22.03.2017, link to access: https://zakon.rada.gov.ua/laws/show/187  -2017 -%D0%BF/ed20171114
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VXX¥"y~o| 2a¥ 28170z "z20¥C«2~¥ob© voy &}z av- ¥/{
of Ukraine NJSC is obliged to purchase natural gas extracted by Ukrgazvydobuvannya JSC for

the formation of natural gas resource for domestic consumers, religious organizations (other

than volumes used for their production and commercial activities) and thermal energy
producers at prices, on terms and under the procedure determined by th e relevant PSO
Regulation.

The question on the expenditures for quasi -fiscal transactions was included in the
guestionnaires sent to the reporting organizations. Naftogaz of Ukraine NJSC
providedinformation on quasi -fiscal expenditures in 2017 (Table 5.41)

Table 5.41: Quasi-fiscal transactions in the gas extracting sector

Indicator Amount, thousand UAH
Natural gas supplied at preferential prices to thermal energy
companies for the production of heat energy consumed by the 48,710,640 192

population %

Accumulated receivables of Naftogaz of Ukraine NJSC for sale of
natural gas to the population and thermal energy companies
Borrowings by the Naftogaz of Ukraine NJSC and other public

57,704,841 1%

sector entities which, in case of change of the owner and for No relevant operations were
other reasons stipulated in the loan agreement (prospectus for performed in the reporting
bonds issue), would trigger the o bligations for early repayment of period

the loans

The other reporting mining companies did not provide any information on quasi -fiscal
transactions because they did not perform such transactions in  2017.

191 Calculated as the differ ence between the prices of purchasing the imported natural gas by the Naftogaz of Ukraine NJSC and
the prices of selling the gas to the heat power companies for the production of heat energy to be consumed by the population,
multiplied by the amount of nat ural gas consumed by the heat power companies for the production of heat energy.

192 The difference in prices is calculated for 2017, adjusted for the difference in prices of Ukrgasvydobuvann ya JSC.

198 As of 31.12.2017

g G 819TTd419



EY  EITI Report of Ukraine 2017

5.12 Generation of government revenues from extractive industries by
the regions of Ukraine

Most tax and non-tax payments made by extractive companies in Ukraine do not have clearly
stated special purpose and their destination is the Consolidated budget and /or local budgets.
The only exception is the unified social contributio the proceeds of which are distributed to
compulsory state social insurance in proportions approved by the CMU %4, The detailed
information on the purpose of taxes and duties to the state or local budgets is presented in
Section 6.5.

Revenues to the State budget from payments for the use of subsoil for the purpose of producing
gas and gas condensate, VAT paid by Naftogaz of Ukraine NJSC and Ukrtransgaz JSC , as well
as from repayment of tax debt, including restructured or installments ) with VAT paid by
electricity producers and coal companies in 2017 shall be used for transferring subventions
from the state budget t o the local budgets for granting privileges and subsidies to the
households (including for paying electricity, natural gas, heating, water supply and water
treatment bills, apartment rent etc.). '® The detailed information on the corresponding
subsidies in 2017 is presented in Annex 9.

Considering the mechanism of transferring state budget subsidies to local budgets (see Section
6.4.4.2 for details), the information of state bodies, first of all STSU, about payment of tax and
other payments by extractive comp anies to the State budget does not reflect the relation
between the region in which taxes were paid and those in which region these returns came in
the form of a subsidy. In addition, the criterion for the distribution of revenues to the State
budget from mining companies, according to the STSU, is the place of registration of
companies, not the place of doing business.

Therefore, since the objective official data are not available, the Independent Administrator
assessed the regional origin of payments from extractive companies.

The results of the assessment represent the indicative amounts of revenues for the benefit of
the State generated by a specific region of Ukraine in 2017. The assessment is approximate .

The assessment algorithm and basic assumptions are the following:

1. The scope of the assessment includes the revenues from the reporting companies
(53 extractive companies) by all types of payments in 2017. The source of information
is state bodies (STS, Ministry of Economy, Derzhgeonadra) data with re gard to tax and
other payments to the state in 2017 received for the purposes or reconciliation in the
EITI Report.

2. The revenues from oil and natural gas transportation industry (Ukrtransgaz JSC and
Ukrtransnafta JSC), as well as Naftogaz of Ukraine NJSC were not disaggregated by the

194 The proportions in which the USCis di©2 " ~w« 2 zy v~ z vl ! " ¥-zy w2}z Xbj gzO¥¢«?2~¥no c¥
alz | ¥l ¥ 23 ~¥o ¥{ 2a}lz y~02" ~w«?~¥po ¥{ 2}z ©O~p| ¢z x¥p? " ~w«?~¥p ay¥ a
https ://zakon.rada.gov.ua/laws/show/675 -2014 -}

195 CMU Resolution No 20 from 20.01.2005 "On approval of the Procedure for transferring certain subventions from the state

wey| zq a¥ 2a}lz ¢¥xve w«y|z20© {¥° | "voa@~o| ¥{ | 7" ~a~¢z]|z0OA O«wO~y~zO©
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regions of Ukraine, so it is impossible to exactly match tax and non -tax payments paid
by these companies and the revenues of specific Ukrainian regions.

3. The revenues from iron, titanium and manganese ores mining are allocated to the
regions of country by simple comparison of the actual address of conducting activity
and the payments paid by the companies. For example, the location of AscelorMittal
Kryvyi Rih PJSC extractive activity is solely in Dnipropetrovsk region, that is  why all
payments of company can be allocated to Dnipropetrovsk region.

4. The total revenues from the coal mining companies were allocated among the regions
of Ukraine proportionally to the volumes of extracted coal. So, it was assumed that since
57.7% of the total coal production in Ukraine in 2017 was mined in Dnipropetrovsk
region, then 57.7% of all revenues from the coal mining industry can be allocated to
Dnipropetrovsk region. The information about regional allocation of coal production is
received from is the Geoinform of Ukraine SRPE and Ministry of Ecology and Natural
Resources of Ukraine.

5. Determination of the total revenues from the natural gas and oil  extraction separately.
In case of the companies engaged in extracting oil and natural gas, their pay ments were
distributed between the natural gas and oil industries proportionally to the payments
for the use of subsoil (rent) according to the corresponding budgetary classification
codes. Since the taxation base for payments for the use of subsoil for th e purpose of
extracting hydrocarbons is the cost of saleable products (oil, condensate and natural
gas), it was deemed reasonable to distribute the payments made by oil and gas
companies as those related to natural gas extraction and those related to oil e xtraction
proportionally to the rent paid by them.

6. The total revenues from oil and natural gas extraction separately are allocated to the
regions proportionally to the regional structure of oil and gas  extraction .

About 67.5% of payments from extractive industries paid in 2017 are estimated for their
regional origin using this algorithm. It is clear that such allocation contains errors, however no
other more precise approach can be used with the available information. The Independent
Administrator received no replies from many extractive companies and therefore based only
on the publicly available information i tis not always possible to identify on the territory of which
region a company conducts its activities. Moreover, in the case when a company operates in a
few regions, or is engaged in production of both oil and natural gas, correct allocation of
payments is impossible at all without the detailed explanations from each such company,
especially with regard to the share of each mineral (oil or gas) production in the taxation base
for most of taxes.

The payments from Naftogaz of Ukraine NJSC (24.9% of the to tal revenues, or
UAH 66,157,014.61 thousand), and all the payments from of oil and natural gas transportation
industry (7.6% or UAH 11,046,228.91 thousand) remained unallocated by the regions.

The results of assessment show that three regions of Ukraine ( Kharkiv, Poltava and
Dnipropetrovsk regions), where the main gas, oil and iron ore s fields are located, provided for
80.9% revenues to the state from extractive industries in 2017. Another 17.7% of the revenues

were received from the 6 regions (Sumy, Ivano -Frankivsk, Lviv, Donetsk, Chernihiv and

g G 819 d419
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Luhansk regions). Other regions of Ukraine contributed 1.4% revenues to the state and local
budgets in 2017.

Figure 5-66:" ny z ! zoy z a2 V yafsessme@tdfgeneritiondEgovernment revenues from
extractive industries by the regions of Ukraine in 2017, UAH thousand

g G 81 d419


























































































































































































































































































































































































































































































































































































































































































































































































































































































