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1  Listof abbreviations and glossary of terms

Term Meaning
Budget Code Budget Code of Ukraine No. 2456 -VI dated 8 July 2010
CMU Cabinet of Ministers of Ukraine

Customs Code

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

Geoinform of Ukraine SRPE

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

EITI

Extractive Industries Transparency Initiative

EITI International Secretariat

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

EITI National Secretariat

National body, which coordinates and supports EITI atthe country level.

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 g
for2016)

EITI Standard

International standard of ensuring the transparency ¥ { v Xx ¥ «@a "

resource governance process within the EITI framework

GZK

Ore Preparation Plant

GTS

Gas transportation system

Independent Administrator

External independent entity, which provides the services on preparation of
EITI Reportfor 2016 and which has no conflict of interestin respect of
provision of such services

IPG Integral property group
JAA Joint Activity Agreement
JV Joint Venture

Law on Oil and Gas i}z av- ¥{ ji v~wnz ¢ddllddtedd2Julg2p0l\ v ©C
License Special permit for the use of subsoil
Ministry of Ecology Ministry of Ecology and Natural resources of Ukraine

Ministry of Energy , MECI

Ministry of Energy and Coal Industry of Ukraine

Ministry of Economy

Ministry of Economic Development and Trade of Ukraine

Mining Law

The Mining Law of Ukraine No. 1127 -XIV dated 6 October 1999

Ministry of Finance

Ministry of Finance of Ukraine

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

NJSC National Joint -Stock Company

NBU National Bank of Ukraine

NEURC National Energy and Utilities Regulatory Commission
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Term

Meaning

Non-production royalty

Rent fee for the use of subsoil for purposes other than production of mineral
resources

0JsC Open Joint-Stock Company

Parliament Verkhovna Rada of Ukraine

PICE Private Industrial and Commercial Enterprise
PIT Personal income tax

Production royalty

Rent fee for the use of subsoil for production of mineral resources

PJSC

Public Joint -Stock Company

PrJsc

Private Joint -Stock Company

Procedure on 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 10 November
2016, unless otherwise specified in the EITI Report

Procedure for holding the
auctions for 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 of 10
November 2016, unless otherwise specified in the EITI Report

PSA Production Sharing Agreement
PSA Law i}z av- ¥{ jj "v~oz ¢do e ¥ Nxd039-X¥\datéd
14 September 1999

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

Reporting entities

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

SE State Enterprise (unless otherwise noted)

SCMR State Commission on Mineral Resources

SFS The State Fiscal Service of Ukraine

Heolekspertyza SGE State Commission for Examination of Geological Projects and Estimates
Heolekspertyza

SJSC State Joint -Stock Company

SLLC Small Limited Liability Company

S0JsC State Open Joint -Stock Company

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

Geology Service

The State Service for Geology and Mineral Resources of Ukraine

MSIS

The State Service for Mining Supervision and Industrial Safety of Ukraine (its
operations is ceased by the Order of the CMU No 1021 -rdated 30.09.2015)

State Statistics Service ,
SSSuU

State Statistics Service of Ukraine

State budget

State Budget of Ukraine
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Term

Meaning

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

Tax Code The Tax Code of Ukraine No. 2755 -VI dated 2 December 201 0

UAH Ukrainian hryvnia

UBMR Construction Works Department

uscC Unified contribution for mandatory state social insurance, Unified Social
Contribution

uUsD US dollar. Average exchangeratein 2016 was 825,55 UAH/USD

VAT Value added tax
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2  Executive summary

This Report is the third Extractive Industries Transparency Initiative (EITI) report of Ukraine.
The background and financial information presented in this Report relates to activities in the
extractive industries of Ukraine during 2016.

The scope of the Report 2016 has been extended and includes additional information on three

new extractive industries, namely: mining of fire and high-melting clays, and quartz sand.
However, no payment reconciliation has been done for companies operating in these extractive
industries.

The contribution of extractive industries  to the economy of Ukraine

Extractive industries remain an important part of Ukraine's economy. The cost of the extractive
industries production in 2016 exceeded UAH 253,770 min or 4.68% of the output of the
Ukrainian economy*.

The contribution of extractive industries to the gross domestic product of Ukraine in 2016
amounted to UAH 131,650 min or 5.4% of GDP. For the first time in the last 6 years, the
extractive industries grew faster than the GDP of Ukraine.

Coal

The coal industry gone of the main energy sectors of U kraine gis represented by both public
and private sector companies. As of 01.01. 2017, there were 482 operating mines in the
territory of Ukraine, 95 of which are state owned and 387 are non -state owned mines.

The actual mining volumes in 2016 did not cover the in ternal need of Ukraine in coal, resulting
in the growth of imported coal by 7% compared to the previous year.

The coal mining companies are located mostly in the ATO zone, which hampers the reform of
the industry. As of 01.07. 2017, 131 public sector enterprises are defined as those located in
the territory where the state authorities do not exercise their powers.

Nevertheless, in order to address the existing problems of the industry in a comprehensive way
and increase the effective use of the potential in 2017, a new Coal Industry Reform Concept
for the period till 2020 was developed and endorsed.

Oil and natural gas

Balance sheet oil reserves of Ukrainian deposits are estimated at 121,124 thousand tonnes as
of 01.01.2017. The re are 135 developed fields on the state balance sheet. Their reserves
comprise 81% of the balance sheet oil reserves in Ukraine.

The degree of exploration of the orig inal potential reserves of oil is estimated at 39.2%, and
their depletion is 73.5%. It means that only 26.5% of the explored deposits have not been
depleted. So, it is necessary to continue exploration to cover the domestic needs in oil.

According to data from Geoinform of Ukraine SRPE there are 402 hydrocarbon deposits where
natural gas is extracted, 269 deposits are under indu strial development. In general, the balance
sheet reserves of natural gas amounted to 905,623 mcm , while off -balance sheet reserves are
9,553 mcm as of 01.01.2017.

In general, according to the results of 2016, the volume of oil extraction amounted to

1 Due to the lack of relevant official ~statistic al information, the data on contribution to the economy do not include the economic
performance of the enterprises engaged in oil and natural gas transportation .
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1,619 thousand tonnes, whichis 198 thousand tonnes less than in 2015. The volume of natural
gas extraction from Ukrain ian deposits amounted to 20,037 mcm, which is 129 mcm more than
in 2015.

The public sector enterprises have been traditiona lly the leaders in oil and natural gas
production in 2016 like in previous y ears. The group of companies of Naftogaz of Ukraine NJSC
accounted for about 90% of oil and gas condensate production, including Ukrnafta PJSCgabout
68% of the total oil production and Ukrgazvydobuvannia PJSC g 22%. Ukrgazvydobuvanni a
PJSC accounts for 73% of the total volume of natural gas extraction in Ukraine, Ukrnafta PJSC
a6%

Transportation of oil and natural gas
Natural gas

The Ukrainian natural gas transportation system includes 38.55 thousand km of gas pipelines,
including trunk pipelines g§22.16 thousand km and gas pipeline branches g16.39 thousand km.
The total volume of natural gas transported in 2016 amounted to 111,791 mcm (transit and
transportation to domestic consumers), which is more than the actual volume in 20 15 by
14.7%, including increase in the volume of natural gas transit by 22.5% compared to 2015 and
amounted to 82.2 bcm .

Active implementation of the liberalized natural gas market in Ukraine in accordance with the
Law of Ukraine "On the Natural Gas Market" continued in 2016. In particular, the plan for the
restructur ing of Naftogaz of Ukraine NJSC is approved that envisages the separation of
activities for the transportation and storage of natural gas (unbundling).

In fact, for the purposes of practical realization of the unbundling and ensuring th e
independence of the GTS Operator from other market participants, Main Gas Pipelines of
Ukraine PJSC was established in November 2016 , which is expected to carry out activit ies for
managing GTS operations instead of Ukrtransgaz PJSC in the future. In addition, at the
moment, the Ministry of Energy and Coal Industry initiated transferring corporate rights from
Ukrtransgaz PJSC to Main Gas Pipelines of Ukraine PJSC and searching for international
partners for the joint management of the GTS of Ukraine.

oil
According to Naftogaz of Ukraine NJSC, the system of trunk oil pipelines in Ukraine includes
19 oil pipelines with a total length of 3,506.6 km, 51 oil pump stations  (OPS) and the sea oil

terminal Pivdennyi . The input capacity of the system is 114.5 min tonnes/year, the output
capacity is 56.3 min tonnes/year.

Ukrtransnafta PJSC contains 3 branches in its structure: Druzhba Main Oil Pipelines (oil
transportation to Drogobych refinery and Naphtokhimik Prykarpattya ), Prydniprovski Main Oil
Pipelines (Lisichansky Refinery (suspended as of 2016) and Kremenchu h Refinery) and
Pivdenni Main Pipelines (Kherson Refinery (suspended in 2005), and Odessa Refinery
(suspended as of 2016)). The total volume of oil transit through the main pipelines of
Ukrtransnafta PJSCin 2016 amounted to 13.8 min tonnes, and transportation to the Ukrainian
refineries gl.4 min tonnes.

Iron ore s

In the territory of Ukraine, reserves of iron ore s are concentrated in Kryvyi Rih and Kerch iron
ores basins, as well as Kremenchuh, Bilozirske and Mariupol iron ore s regions.

The Geology Service maintains state accounting for the bala nce sheet reserves of iron ores for
60 deposits of Ukraine. As of 01.01.2017, the category A + B + C1 balance sheet reserves
amounted to 19,725.9 min tonnes, C2 category 87,367.0 min tonnes.
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Total mining volumes of iron ores amounted to 164 min tonnes in 2016 . Mining decreased by
8 min tonnes compared to the previous year.

In 2016, Ukraine continued to export iron ores and concentrates (agglomerated and non -
agglomerated), although the total exports decreased by 14% compared to the previous year
and totaled 39.2 miIn tonnes.

Titanium ores

Ukraine has considerable titanium ore s reserves including explored ones. According to
Geoinform of Ukraine SRPE three companies were involved in exploration operations in 2016:
Zhytomyrburrozvidka LLC, Pivdenukrgeologiya SE, Donetskgeologiya SRGE

Mining of titanium -containing ores is carried out from spreading deposits. IImenite

predominates in reserves and mining, and the reserves of rutile are limited. Currently,
14 deposits are being developed in Ukraine. The sales volumes of titanium concentrates by
United Mining and Chemical Company PJSC, the largest company of the industry, amounted to
376 .9 thousand tonnes in 2016.

The volume of titanium ores and concentrate exports increased by 57% compared to the
previous year and amounted to 463.4 thousand tonnes in 2016.

Manganese ores

According to Geoinfor m of Ukraine SRPE, the balance sheet deposits of manganese ores in
Ukraine include three deposits of the Nikopol basin and technogenic deposit Sludge dump

ovEzy v{&z" bv®~£¥-C VO ¥/{ EFCEFCGEFL 5 redepves
amounted to 2,179.7 mintonnes v &y x v @ z 3197.3 mirPt@nes. The off-balance sheet
reserves of manganese ores amounted to 58.0 min tonnes. No substantial geological surveys
were conducted during 2016.

The total volume of manganese ores mined in 2016 amounted to 2,874.1 thousand tonnes, or
22% (800.8 thousand tonnes) less than in 2015 when the volumes of mining of manganese ores
amounted to 3,674.9 thousand tonnes.

The volume of manganese ores and concentrates imports exceeded their exports in 2016 .
Ukraine exported 61 thousand tonnes of manganese ores and concentrates to the value of
USD2.8 min and imported 957.1 thousand tonnes to the value of USD 132 miIn in 2016.

Fire clays

Ukraine has significant reserves of fire clay s. The main explored deposits are localized within
the Dnipro-Donets depression, the Donetsk folded structure, the Ukrainian shield. Geoinform
of Ukraine SRPErecords 28 deposits of fire clay s.

The total balance sheet reserves of fire clays amounted to 617.6 min tonnes in category
A+B+Cl1, 367.6 miIn tonnes in C2 category as of 01.01.2017. Off-balance reserves of fire clay s
accounted for 137.7 min tonnes.

The total volume of fire clay s mining amounted to 5,414 thousand tonnes in 2016, which is
18% more than in 2015.

The total exports of fire clay samounted to 85% of total mining a4,579.6 thousand tonnes at
the cost of USD 170.1 min in 2016. Thus, Ukraine meets its internal demand for mi neral raw
materials. Imports were insignificant.

High-melting clays

Geoinform of Ukraine SRPE records 20 objects with high-melting clays reserves as of
01.01.2017 , 17 of which are the main deposits. 4 fields are in the process of development.

Page12 of 352

Xv?az



EY EITI Report of Ukraine 2016

Balance sheet reserves of high-melting clays as of 01.01.2017 in category A+B+ C1 amounted
to 83,299.45 thousand tonnes, in C2 category - 72,788.0 thousand tonnes.

The volume of high-melting clays mining in the territory of Ukraine amounted to 40.2 thousand
tonnes in 2016, which is significantly higher than in 2015 (0.55 thousand tonnes).

Quartz sand

The deposits of glass quartz -containing raw materials are found in all geological regions of
Ukraine and concentrated in more than 100 deposits and shows. The territories that are
valuable in terms of quartz -containing raw materials include the areas of th e Donetsk folded
structure, the Dnipro -Donets depression, the Ukrainian shield, and the Volyn -Podilsky plate.

The state balance sheet of mineral resources of Ukraine records 40 deposits of quartz sand and
one deposit of liparite. As of 0 1.01.2017, the tota | category A+B+ C1 reserves of quartz sand
amounted to 227.67 min tonnes, in C2 category §70.16 min tonnes.

The volume of glass raw material s mining in the territory of Ukraine increased by 47%
(305.9 thousand tonnes) in 2016 compared to 2015 and amounted to 961.9 thousand tonnes.

Reconciliatio n of tax and other payments

The completeness of reconciliation for EITI Report 2016 is 91.8%. The total of
UAH 91,918,519.5 thousand (out of the total of UAH 100,088,748.23 that were subject to
reconciliation) have been reconciled. 60 extractive companies were reques ted to provide the
information, 45 of them provided it.

The highest coverage of 95.1% is demonstrated by oil and gas companies (the total of
UAH 81,239,165.95 thousand has been reconciled out of UAH 85,436,753.79 thousand); out
of 28 companies, 23 replied to the requests.

The total revenues of UAH 72,038,561.94 thousand (out of UAH 72,362,578.59 thousand)
from 16 (out of 18) public sector companies and UAH 19,879,957.65 tho usand (out of
UAH 27,726,169.63 thousa nd) from 29 (out of 42) private sector companies have been
reconciled inthe EITI Report 2016 . Therefore, the completeness of reconciliation is higher for
the public sector companies (99.6%) than that for the private sector companies (71.7%).

The initial reconciliation identified the discrepancy between the data provided by the state
bodies and the data provided by 33 companies, 29 of them clarified the information .

As a result of reconciliation of revenues from extrac tive companies, the discrepancies between
the data provided by the state bodies and the data provided by companies in the amount of
UAH 7,612,174.96  thousand have been resolved. The discrepancies of
UAH (5,514.71) thousand remained unresolved.

By the extrac tive industries, the biggest total unresolved discrepancy was identified for coal
mining companies in the amount of UAH (8,032.83) thousand or (0.17%). The discrepancies of
UAH 2,792.46 thousand or 0.05% were identified f or metal ores mining companies and
UAH (274.33) thousand or 0. 0003% for oil and gas companies.

By the forms of ownership, bigger unresolved discrepancies were identified for private sector
companies in the amount of UAH (16,270.41) thousand or (0.08%) compared to public sector
companies g UAH 10,755.71 thousand or 0.01%.

By the types of payments, the payments from personal income tax demonstrate d the highest
level of unresolved discrepancies in the amount of UAH (19,763.74) thousand or (0.45%).
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3  Extractive industries trans parency initiative in the world and
in Ukraine

Ukraine received the status of a candidate country for the Extractive Industries Transparency
Initiative (EITI) in October 2013. The goal of the EITI implementation in Ukraine is to improve
transparency of the country's natu ral resources management and disclose information on the
level of government revenues from the extractive industries.

The EITI Standard operates in a way that the official information from the Government of
Ukraine and other authorities on t he revenues from extracting companies is compared to the
information on the payments made by the mining companies on an annual basis. The results of
the comparison of payment information, as well as other information on mining activities in
Ukraine shall be presented in the National EITI report. The report shall be subject to an
international peer review and monitored by the Multi -Stakeholder Group (MSG).

A Multi-Stakeholder Group was established on December 26, 2012, and Ukraine became a
candidate country for the Extractive Industries Transparency Initiative on October 17, 2013.

To enable implementation of the EITI standards, on June 16, 2015, Verkhovna Rada adopted
Law No. 521-VIlIl "On Amending Certain Legislative Acts of Ukraine on Transparency in
Extractive Industries". In particular, the law obliges subsoil users to provide and disclose
information on national and local taxes and duties, other payments, as well as on production
(business) activities which is the use of mineral resources for the ex traction of minerals, in
accordance with the procedure approved by the Cabinet of Ministers of Ukraine. In addition,
the state authorities responsible for the oversight inthe field of geological exploration, rational
use and protection of mineral resource s, are obliged to provide and publish information on
geological exploration, use and protection of mineral resources under the procedure
established by the Government. The purpose of the Law is to increase transparency of the
extractive industry in Ukraine and to improve the management of natural resources,
implementation of standards for | nitiatives to ensure transparency of extractive industries,
including improving the investment climate in Ukraine.

In order to promote EITI, appropriate campaigns were la unched through media resources to
highlight the implementation process of the Standard both in Ukraine and abroad; a web portal
http://eiti.org.ua was developed where information on the events related to EITI in Ukraine and
abroad was made public. It also hosts the EITI Standard, the legislative analysis reports, and
other useful information.

EITI in Ukraine is supported by:
World Bank

International Renaissance Foundation

USAID;
\'z" £vano vay i \ ¥z " 0 f£z H¥YO [~pVeX|~lve2 \NE-Z\ ¥V o
~£)l ¢z£E£zn?2zy W alz {zyz"v¢e zmwadz" 1" ~0z Yz «? @

Zusammenarbeit (GIZ) GmbH.

The first EITI Report of Ukraine (for 2013) was issued in 2015, which covered oil and gas sector
and contained infor mation on the performances of the companies engaged in oil and natural
gas production and their transportation within the country in the period.

Out of the total amount of tax payments made by the companies according to the
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qguestionnaires submitted in 2013 (UAH 24.2 bln), 88% were confirmed as a result of
reconciliation, the cause of the discrepancies (12%) could not be determined. In addition, the
conclusion was made about the low percentage of reliable data collection on no n-tax payments
for the benefit of the state institutions  gcentral and local executive authorities and state -owned
enterprises.

In February 2017, the second n ational EITIReport was published. The scope was expanded and
included, in addition to natural gas and oil extraction, the data on the mining of coal, iron,
titanium and manganese ores in Ukraine in 2014 and 2015. The s econd Report contained, in
addition to contextual informat ion and payments reconciliation information, the beneficiary
¥ - ozda@C

During 2016, the EITI was further promoted in Ukraine by the National EITI Secretariat,
representatives of territorial communities, as well as other stakeholders. A number of round
tables in the regional centres of oil and gas regions were held with the part icipation of
representatives of local authorities, local communities and mining companies. In addition, a
series of expert discussions on current legislative initiatives aimed at increasing transparency
in the field and public events for media representati ves were held by the National Secretariat
and representatives of the MSG in order to promote the information on current achievements,
as well as the goals and objectives of the Initiative in the near future 2.

As a part of the improvement of the regulatory  framework of the EITI, t he Law of Ukraine No.
6229 "On Ensuring Transparency in the Extractive | ndustries" was drafted and registered in
the Verkhovna Rada, which, in addition to increasing transparency in the extractive industries,
will also contribute to the fulfilment of Ukraine's obligations under the Ukraine EU Association
Agreement and the Agreement between Ukraine and the European Atomic Energy Community
and their Member States and to implementation, in terms of increasing transparency of
economic operations in extractive industries, Directive 2013/34/EC of the European
Parliament and of the Council of 26 June 2013, Directive 2013/50/EC of the European
Parliament and of the Council of 22 October 2013 and Directive 2007/14/EC of the European
Parliament and of the Council of 08 March 2007.

2 For detailed information see : EITI in Ukraine web-site section News: http :// eiti.org.ua/ category / novyny/
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4  The methodology and approach used to prepare the EITI
report

4.1. Scope of the EITI Report

The EITI Report for 2016 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 comp anies of the extractive industries.

The EITI Report for 2016, in accordance with the decision of the MSG ( Minutes of the MSG
meeting of September 20, 2017), covers three new extractive industries, namely: the
extraction of fire and high-melting clays, quartz sand. The contribution of these a dditional
extractive industries to Ukraine's GDP and total government revenues was insignificant in
2016 . In accordance with the decision of the MSG, no reconciliation of payments were made
for companies operating in the above three mining industries.

Therefor e, this EITI Report includes the context information required 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 );
transportation of oil and natural gas.

The list of extractive companies included into the scope of EITI Report (Annex 2)

The list includes all companies, which during 201 6 had a special permit for the use of subsoil
(natural gas, oil, coal, iron, titanium and manganese ore, fire and high-melting clays, and quartz
sand), as well as companies engaged in oil and natural gas transportation through the territory
of Ukraine. The sources of information on holders of the special permit are the on-line register
of Geoinform of Ukraine SRPE the websites of the companies engaged in oil and natural gas
production and other open s ources of information. Moreover, in order to double check the
information on permit holders, a formal request was sent to State Service for Geology and
Mineral Resources of Ukraine.

The list of taxes and other payments made by extractive companies for the benefit of the
state

Wy ©zy ¥o 2}z Agyz!zoyzoa Vyf~o-~02"yva¥Y"CO {zvO~w-~
received from the SFS, the list of extractive industries, taxes and revenues, and other
extractive companies is determined which make cumulatively main part (more than 95%) of all
government revenues in the Consolidated budget and Pension Fund from the companies of
extractive industries. More information on determining the scope for reconciliation in EITI
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Report 2016 is presented in section 7 .

The list of contextual and other information not related to the payments

This list is compiled in accordance with the EITI Standard requirements and taking into
consideration the MSG opinion. The contextual and other information not related to the
payments includes the total volume of resources extracted in the territory of Ukraine, the data

on explored reserves, and the number of special permits and other information to be disclosed
according to the requirements of the EITI Standard. The above -mentioned information is
received from the questionnaires filled in by the companies of extractive sector (  Annex 3) and
state authorities and from the open sources (the State Statistics Service of Ukraine, Geoinform
of Ukraine SRPE publications etc.).

Artisanal and small -scale mining

Taking into account the objective factors, such as absolute immateriality of activities, lack of

official and/or reliable information about such activities, locatio  n of possible objects of artisanal

and small-scale mining on the territory that is not temporally controlled by the Ukrainian
Vea} ¥ ' ~2a~70 ~o a}lz °¥oz ¥{ O2TA ~2a ~0 ~£! ¥00O0~w¢z
view of this, MSG decided (Minutes of MSG meeting from January 18, 2018) to ex clude

artisanal and small -scale mining from the scope of the EITI Report of Ukraine for 2016.

Disclosures by extractive companies located inthe ATO zone and in the temporarily occupied
territory of Ukraine

According to the Law of Ukraine "On Ensuring the Rights and Freedoms of Citizens and Legal
Regime in the Temporarily Occupied T erritory of Ukraine", since February 20, 2014, the
territory of the Autonomous Republic of Crimea (hereinafter g ARC) and of the city of
Sevastopol is a temporarily occupied territory.

In accordance with the Law of Ukraine "On Creation of a Free Economic Zone Crimea and the
Peculiarities of Economic Activity in the Temporarily Occupied T erritory of Ukraine"
(hereinafter gthe Law on FEZ) a free economic zone Crimea shall be created in the territory of
the Crimea and the city of Sevastopol for the period of 10 years. According to Art. 12 of the
Law on the FEZ, the individuals and entities registered with the controlling bodies or had th  eir
official a place of residence (residence) on the territory of the ARC or in the city of Sevastopol

at the beginning of the temporary occupation, shall be exempted from the duty to submit to
the controlling bodies their declarations (other than customs declarations), financial
statements and other documents related to the calculation and payment of taxes and duties
during the period of the temporary occupation and after it elapses.

Pursuant t he Presidential Decree "On the Decision of the National Securit y and Defense Council
of Ukraine of April 13, 2014 "On Urgent Measures to Overcome the Terrorist Threat and
Preserve the Territorial | ntegrity of Ukraine", since April 2014, an anti -terrorist operation
(ATO) is carried out on the certain territories of Don etsk and Luhansk regions.

A number of enterprises located in the ATO zone or on the temporarily occupied territory,
which is partially or fully not controlled by the Ukrainian government, suspended or ceased
their operations in 2016. Therefore, there was a n objective difficulty in obtaining information
for the EITI Report for 2016 from the enterprises on the temporarily occupied territory and in
the ATO zone, which greatly impacts the preparation of the part of the 3rd EITI Report.

Page17 of 352



EY EITI Report of Ukraine 2016

Therefore, on January 31, 2018, the MSG applied to the EITI Board for the adapted
implementation of the EITI Standard in terms of the scope of the report on the extractive
industries in Donetsk and Luhansk regions and in the annexed Crimea for 2016. On February
13, 2018, the EITI Board satisfied the request.

Despite the above facts, the EITI Report for 2016 partially unilaterally discloses the operations
of individual mining companies on the temporarily occupied territory and ATO zone, including
the data on payment of taxes (source of information gSFS), volumes of coal mining (source of
information - Geoinform of Ukraine SRPE).
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4.2. Data collection

The procedure of gathering the information from Ukrainian extractive companies and oil and
natural gas transportation companies and government entities includes the following steps:

Consultations with MSG members and representatives of the MECI on the scope of the
EITI Report, as well as on the list of information to be included in the questionnaires ;
Adjustment s to the questionnaires for extractive companies and oil and natural gas
transportation companies with regard to the context ual information ( Annex 3) and
taxes, non-tax and other payments ( Annex 4), as well as to the respective cover letter
signed by the Minister of Energy and Coal Industry of Ukraine;

Preparation of separate requests to the state entities listed in Annex 1, and the
respective cover letter signed by the Minister of Energy and Coal Industry of Ukraine;

Incorporation of the commen ts, remarks and recommendations provided by the MGS
members and representatives of the MECI in respect of the development of
questionnaires for information request;

Sending of the questionnaires and requests along with the MECI cover letters by the
MECI and the Independent Administrator;

Filling in the questionnaires by the companies and state entities in a hard or soft copy
(the soft copies of questionnaires for reporting organizations were posted by the EITI
National Secretariat of Ukraine atthe web -sitez ~2 ~C¥ " | C« v

Sending the filled in questionnaires to the e -mail z ~2 ~ U£ z - ky|the +€perting
entities ;

Receiving the filled in questionnaires by the responsible person from the MECI and
submission to the Independent Administrator via the protected communication
channels;

Processing the questionnaires by the Independent Administrator and consolidation of
the respecti ve aggregated indicators and information to be used for the EITI Report.
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4.3. Audit and assurance procedures in extractive companies and public
bodies

The Independent Administrator analyzed the au dit 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 t he 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 auditing 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 requirements of the Law of Ukraine "On Auditing", the Law of Ukraine "O n 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 Auditin g", 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 tra nsportation 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 completeness 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 repor ting of which is
subject to official 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, enterpris es with foreign
investments, public 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, a s 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 statements 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
and liability for non -audited financial statements, such companies often do not have their
statements audited in practice.

In the recent years, in Ukr aine, 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.
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On October5, GEFLA 2}z kz" " j})¥-ov gvyv vy¥lazy 2a}lz
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 (IFRS). 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 entities
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 and 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 th e procedure established by the Cabinet
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 Accountin g Chamber on behalf of the Verkhovna 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 accounting 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 al so be used for the purpose of preparing the EITI
Report.

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 made 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 reporting 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 correc tness of the data provided, and/ or by conclusions of the external
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auditor on the data provided (in the cas e 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 14.
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5  Background information on extractive industries

More than 20 thousand deposits and shows were found in the depths on the territory of
Ukraine, where 117 types of mineral raw materials are concentrated. According to the
Geoinform of Ukraine SRPE the industrial deposits are recorded in the State balance sheet of
mineral resources and there are 9,168 units of them as of 01.01. 2017.

There are more than 3,371 deposits of minerals under industrial development in Ukraine,
where more than two thousand mining and processing enterprises operate. The degree of
exploration of reserves of the deposits ranges from 40 %to 75%.

Ukraine is one of the leading countries in the world in terms of the explored reserves of coal,
iron, manganese and titanium and zirconium ores, graphite, kaolin, potassium salts, sulphur,
fire clays, facing stone. In particular, the Ukrainian coal reserve s make up 7.5%, iron ores 315%,
manganese g42.8% of the global reserves?.

Currently Ukraine extracts significant volumes of coal (1.5% of the global coal production) , iron
ores (4.5%) and manganese (9%) ores, uranium, titanium, zirconium, kaolin (18%), b romine,
non-metallic metallu rgical raw materials (quartzite , flux limestones and dolomite s), chemical
raw materials (stone salt), facing stone (granite, gabbro, labradorite, etc.), glass sand, etc.
Hydrocarbon raw materials, peat, cement raw materials, high-melting and fire clays, raw
materials for the production of building materials, iodine, bromine, various mineral waters,
valuable and precious stones, piezo wares, etc. are extracted f rom the state's bowels . In rather
insignificant volumes, nickel ores, scandium, hafnium, amber, zeolites and others are mined.
Deposits of minerals that are not traditional for Ukraine such as chromium, lead, zinc, copper,
molybdenum, beryllium, lithium, tantalum, niobium, rare earths, fluoric spar, apatite, oil shale,
bischofite, etc. are explored with different level of detalization.

The analysis of geological exploration in the past 10 years shows the potential increase in
hydrocarbon reserves, discoveries and exploration of the deposits of the minerals that are new
for Ukraine like gold, chromium, copper, lead, zinc, molybdenum, rare and rare earth elements,
lithium, niobium, tantalum, phosphorites, fluorite, stone -and-flowered raw materials, for which
there is a significant demand due to the need to create conditions for increasing the export
potential of the state.

However, currently the speed and scale of extending the mineral and raw m aterial base in the
country do not satisfy the needs of the Ukrainian economy. The shortage of funds has led to a
reduction in the number of exploration operations during the last decade. Therefore, since
1994, the growth of explored reserves of the most important minerals does not com pensate
for their extraction 4. In addition, the explored deposits often do not meet the economic
conditions of the market. Thus, deposits of iron, manganese and uranium ores are relatively
low-quality, and mining and geological conditions of the coal depos its are more complicated
than in neighbouring Poland and Russia.

The disadvantages of the mineral and resource base of Ukraine include the limited resources
of extractive hydrocarbons goil and natural gas, and lack (with some exceptions) of non -ferrous
and rare metals, as well as some other minerals. Therefore, there is a need to import such types
of raw materials and metals as bauxite, magnesite, float spar, copper, lead, zinc, tin, nickel,
chromium, molybdenum, tungsten.

3 http://geoinf.kiev.ua/mineralno  -syrovynna-baza-ukrayiny/stan -zapasiv-rodovyshch -k orysnykh -kopalyn -ukrayiny/
4 http://geoinf.kiev.ua/mineralno  -syrovynna-baza-ukrayiny/st an-zapasiv-rodovyshch -k orysnykh -kopalyn -ukrayiny/
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5.1 Mining of coal

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

The coal mining is one of the basic sectors of the energy industry in Ukraine where both public
sector and private sector enterprises operate. The coal mining compan ies mostly belong to the

private sector, e.g. DTEK Group (DTEK Pavlogradugol PrJSC, DTEK Mine Komsomolets
Donbassa PrJSC DTEK Sverdlovanthracite  LLC, DTEK Dobropolyeugol LLC,
DTEKRovenkyanthracite LLC, Mine Bilozerska ALC), Shakhtoupravlinnya Pokrovske PrJSC,
Mine named after O.F. Zaciadko PJSC, Lysychanskvuhillia PJISC and others.

The public sector in coal mining is represente d by such enterprises as Lvivvuhilli a SE, Vuhilna
kompaniia Krasnolymanska SE, Selydivvuhilllia SE, Myrnohradvuhillia SE, Volynvuhillia SE and
others.

According to the Geoinform of Ukraine SRPE as of 01.01. 2017, there were 4 82 operating
mines in Ukraine, 95 of them are state owned and 387 are non -state owned mines.

According to the Ministry of Energy and Coal Industry, as of 01.01 .2016, the number of public
sector enterprises administered by the Ministry amounted to 216 enterprises and 128 business
entities, for which the Ministry of Energy and Coal Industry of Ukraine manage s the corporate
rights of the state. The number of the state owned enterprises, institutions and associations of
the coal industry and peat mining complex, managed by the Ministry of Energy and Coal
Industry of Ukraine, amounted to 219 as of 01.07. 2017. It should be noted that 131 public
sector enterprises out o f those that existed as of 01.07. 2017 are defined as those loc ated in
the territory where Ukrainian authorities temporarily do not exercise their powers. 5 As of
01.07. 2017, there were 126 business entities where the Ministry of Energy and Coal Industry
exercised the powers of managing the corporate rights of the s tate. 88 of the above mentioned
business entities are located in the territory where the Ukrainian authorities temporarily do not
exercise their powers.

According to the information provided on the website of the Ministry of Energy and Coal
Industry, in 2016 it was planned to allocate funds for the implementation of budget programs

of the energy industry in the amount of UAH 9,289,153.66 thousand  (the data include General
and Special-purpose funds), and the actual use of funds amounted to UAH 6,833,792.90
thousand. ® The detailed information on the use of funds allocated for budget programs in coal
mining is presented in the following table.

SFor the list of the state owed enterprises, institutions, organizations and associations under the Ministry of Energy and Coal
Industry of Ukraine , see: http://mpe.kmu.gov.ua/minugol/control/uk/publish/article ?art_id=245223760&cat_id=244916218
Shttp://mpe.kmu.gov.ua/  Last visit to the MECUweb-site on 30.10.2017

Page 24 of 352



EY EITI Report of Ukraine 2016

Table 5-1: Budget programs in coal mining, UAH thousand

General-purpose fund Special -purpose fund
Budget program name Plan for 2016 Cash | pjan for 2016 (CEE
as amended execution for as amended execution
2016 for 2016
Oversight and management and 38,879 .2 38,483 .8 4,080.5 3,819.7
management over the fuel and energy
complex and coal industry
Restructuring of the coal and peat 120,991.0 106,695 .1 801.6 -

industry

Mine rescue operations at coal -mining| 271,031.0 263,210.2 - -
enterprises

Government support provided to the | 1,372,757.0 |1,372,755.0 - -
coal-mining enterprises to partly cover
the cost of coal products

Replenishment of working capital or 500,000. 0 500,000. 0 - -
increase in statutory funds of coal -
mining enterprises to repay the wage
arrears to employees accrued as of

01.01. 2016

Government  support  for the| 50,000.0 50,000. 0 - -
X¥o 02" «x2~¥np ¥ {

Novovolynska

In 2016, payments were made to fulfil the state guarantee obligations for a loan agreement
between PJSC Lisichanskvugillya and the State Development Bank of the People's Republic of
China in the amount of USD 17,864,087.82.

Table 5-2: Payments made by the state as guarantee obligations in 2016 7

State guarantee Loan agreement /security Payments
(date and number ) details (date and number ) USD UAH equivalent
Guarantee agreement | Loan agreement dated 17,864,087 .82 461,688,747 .11

dated 26.12.2011 21.12.2011 between
Lisichanskvugillya PJSC
and the State Development
Bank of the PRC

According to the State Treasury Service ( Table 5-3), as of 01.01. 2017 , the arrears to the state
for the loans taken by P JSC Lisichanskvuhillia under the state guarantees amounted to UAH
1,166,532.3 thousand.

7 http://www.treasury.gov. ua/main/uk/doccatalog/list ?currDir=359194
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Table 5-3: Overdue debts of the coal industry entities to the state for loans borrowed under state
guarantees in 2016 .2

Penalty accrued on the
Overdue debt to the state
under the loans Funds received overdue debt UAH
. as repayment to thousand
Name of the entity
the state budget , Paid to the
el ik UAH thousand Accrued State
thousand thousand
budget
Ilsljg:ganskvuglllya 42,901.6 | 1,166,532.3 5.0 280,738.7 4.4

Overall, the coal mining industry needs government support. As stated in the Concept?, in
2016, the volume of coal production mined by the state coal -mining enterprises amounted to
5.8 min tonnes or UAH 4.4 bin, while they received UAH 1.372 bln from the state to cover the
part of the coal produ cts cost. Losses from coal production amounted to UAH 2.5 bln. However,
the economic situation in the country makes itimpossible for the state to support the industry.

In order to address the key problems of the coal industry in a comprehensive way and to
enhance the effective use of the sector's potential, a new Concept, which reflects the state
policy in the field of coal industry reform and development for the period till 2020, was
approved in May 2017. The Concept also envisages an increase in coal pro duction: by 6.3 min
tonnes in 2017, 8.7 min tonnes in 2018, and by more than 10 mIn tonnes in 2019 and 2020
respectively.

5.1.2 Coal reserves

The main coal deposits in Ukraine are located in Donetsk and Lviv -Volyn basins and according
to Geoinform of Ukraine SRPE they make up to 94.8% of the total coal reserves in Ukraine.

Donetsk Basin is located in Donetsk, Luhansk, Dnipropetrovsk and part of Kharkiv regions of
Ukraine and Rostov region of the Russian Federation. Proven reserves of coal are calculat ed to
the depth of 1200 31500 m, and projected reserves for the depth of 1800 g2000 m. The
number of commercial s eams of the basin is up to 120, of which about 65 are in operation. The
depth of development of coal seams in the basin ranges from 200 to 13 50 m and is 730 meters
an average. According to the quality criteria, coal ranges from long -flame coal to anthracite.

Lviv-Volyn basin is located in Lviv and Volyn regions and goes further to the west and belongs
to Lublin Basin in the territory of Poland . Lviv-Volyn basin is characterized by a wave bedding
of coal deposits. The basin includes 88 coal seams, only 30 of which have commercial potential.
The coal height increases from 600 m in the northeast to 1,200 meters in the southwest.
According to the cl assification crit eria, the basin contains the following five types of coal: long -
flame, gas, gas-fat, fat and coking coal.

8 http :// www.treasury . gov.ua/ main/ uk/ doccatalog/ list ?currDir =359194
9 The Concept of the Coal Industry Reforming and Development up to 2020 No 733 -r dated 24.05.2017

Page 26 of 352



EY EITI Report of Ukraine 2016

Russia
Poland Lviv-Volyn hard
coal basin

Donetsk hard
coal basin

Moldova
Romania

Figure 5-1: Ukrainian c oal basins location

According to Geoinform of Ukraine SRPE, as 0f01.07.2017 the balance sheet reserves of coal
in Ukraine amounted to 41,637 min tonnes.° The largest reserves are concentrated in Donetsk
and Lugansk regions g§33% (13,537 min tonnes) and 34% (14,310 min tonnes) of coal of the
total balance sheet coal reserves. Dnipropetrovsk region accounts for 26% of coal reserves, or
10,706 min tonnes.

Lviv; 1,028.6; 2.5% Volyn; 69.0:
Kharkiv; 0.2%
1,987.1; 4.8% Luhansk;
14,309.9;
34.4%

Dnipropetrovsk;
10,705.8; 25.7%

Donetsk®
13,537.0;
32.5%

Figure 5-2: Coal reserves, by the regions of Ukraine , min tonnes*!

10 Geoinform of Ukraine SRPE Yearbook of Mineral Resources of Ukraine 2017
1 Geoinform of Ukraine SRPE Yearbook of Mineral Resources of Ukraine 2017
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According to the distribution of coal reserves by categories, as of January 1, 2017, D category
coal is prevalent, accounting for 31% of the balance sheet reserves of Ukraine. 19% is gas coal
(G category), 16% along-flame (DG category), 15% ganthracite (A category).

"OB"-type  0.005

"MC" - type M 1,010.9

"K" - type I 1,920.4

"M -type I 2.564.8

K" - type I 2.565.4

"A"-type I ©,089.3

"Ar" - type I ©,635.1

" - type I 7,849

" - type | 13,002.3

Figure 5-3: Coal reserves in Ukraine, by coal categories , min tonnes*?

5.1.3 Significant explorations

Works on geological and economic assessments were carried out at the objects of
Dnipropetrovsk region and Lviv -Volyn basin during 2016 .

The coal reserves of all the objects located in the fields of the six mines owned by
DTEKPavlogradugol PrJSC have been assessed and for almost all of them approved by the
protocols of the SCMR:

Stepova mine: the balance sheet coal reserves B + C1 category were estimated at
110.36 min tonnes, and the total off -balance sheet reserves 167.78 min tonnes.
Samarska mine: the balance sheet coal reserves of Y @ c&dgory were estimated at
53.07 min tonnes, and off-balance sheet reserves §34.26 min tonnes.
Zakhidno-Donbaska mine: B + C1 category coal reserves were estimated at
213.14 min tonnes, and off-balance sheet reserves §121.39 min tonnes.

Dniprovska mine: the balance sheet coal reserves of B + C1 category amounted to
78.2 min tonnes, C2 category a 8.37 min tonnes, off-balance sheet reserves g
118.46 min tonnes.

Mine named after M. |. Stashkova: the balance sheet coal reserves of B + C1 category
amounted to 45.43 min tonnes, C2 category §15.81 min tonnes, and off -balance sheet
reserves §71.68 min tonnes.

Blagodatna mine: the balance coal reserves of B + C1 category amounted to
60.95 min tonnes, and off-balance sheet reserves 333.42 min tonnes*.

2 Geoinform of Ukraine SRPE State Balance Sheet of Mineral Resources of Ukraine 2017
13 As of 16.12.2016 the Protocol of the State Commission on Mineral Resources No 3768 is not approved.
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During 2016, the Lviv exploration expedition of the SE Zakhidukrheologiya carried out
exploratory work in the field of the Lubelsk mine No 4 in the Lviv -Volyn Basin, including
compiling a geological report on the perform ed works.

In addition, work was carried out on the object ésite Lyubel ska No 3G in particular, a report on
the geological and economic assessment of coal reserves of the site was prepared, as well as
studies on its technological value .

According to Geoinform of Ukraine SRPE as of 01.01.2017, seven promising areas for

exploration have been identified in the Lviv -Volyn Basin: Mezhirichia-Zakhidna, fields of the
following mines: Tyaglivska No 2, Tyaglivska No 3, Chervonogradska No5, Chervonogradska
No6, Pivnichna Zabuzka and Krechivskaya Verkhnia. Their balance sheet reserv es of coal are

estimated at 290. 2 mIn tonnes forthz xv & z | ¥~ V @ W mi@tofnEs for thg
xvaz|¥"  2GC

5.1.4 Information on special permits for use of subsoil

In 2016, according to Geoinform Ukraine SRPE there were totally 455'¢ special permits
effective in Ukraine for the use of subsoil for the purposes of geological exploration and
extraction of coal and natural gas from coal mines.

Among the existing special permits, the oldest ones date back to 1997 g there were 2 such
permits in 2016. According to the Geoinform of Ukraine  SRPE the largest number of special
permits for the use of subsoil for the period 1997 - 2016 was issued in 2012 g 97 permits.
Subsequently, the number of new issued special permits gradually decreased. For example, in
2013 32 permits were issued, in 2014 and 2015 310 and 1 respectively. In 2016, the Geology
Service issued one special permit for the geological exploration of the subsoil, including survey
and commercial development of coal deposits. This trend may be partly attributed to the
situation in the ea stern part of the country, where most of the coal deposits are located.

2 2 5 29 25 38 38 32 1
Special Special Special Special Special Special Special Special Special
permits permits permits permits permits permits permits permits permits
issued issued issued issued issued issued issued issued issued

A A A A A A A A A A

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Y Y Y Y M Y Y Y Y Y

1 2 4 26} 17! 27} 29! 10! 1i
Specialg Specialé Specialg Specialg Specialg Specialg Specialé Specialg Specialg
permits i permits permits permits permits : permits permits permits : permits
issued” issued issued’ issued” issued issued issued’ ' issued issued

Figure 5-4: Special permits for use of subsoil (coal®)in Ukraine effective in 2016 , by year of
issuance?®

14 The data does not include 12 special permits that were suspended in 2015 and at the moment of preparation of this Report
were identified as inactive on the inform ation platform of Geoinform of Ukraine SRPE.

15 In this section of the Report the term "coal" refers to the following categories:  bituminous coal, bituminous coal (anthracite),
gas natural from coal mines (methane).

6 According to the data of Geoinform of Ukraine SRPE
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According to the data of Geoinform of Ukraine SRPE in coal mining'’, 96% (439) of special
permits were issued for the extraction of minerals (commercial development of deposits), 3%
(13) for geological survey of mineral resources, including survey and commercial development
of deposits, and less than 1% (3) for geological study of depths .

Table 5-4: Special permits effective in 2016, by type of use of subsoil (coal)

Type of use of subsoil Numbgr i
permits
Geological study of depths 3
Geological survey of mineral resources, including survey and commercial
development of nationally significant deposits 13
Extraction of minerals (commercial development of deposits) 439
Total 455

The largest number of existing permits is in Luhansk region §266 permits, or 59%. 164 special
permits, or 36%, were issued for the deposits located in Donetsk region. The equal number of
permits g 10 permits in each region gwas provided for the use of the depths of Lviv and

Dnipropetrovsk region s. Only 5 special permits were issued for the objects located in Volyn
region.

Lviv: 10; 2.2%

/Volyn; 5:1.1%

Dnipropetrovsk; 10;2.2%

Luhansk: 266:

Donetsk; 164; = 58.5%

36.0%

Figure 5-5: Special permits for use of subsoil for coal mining, by regions of Ukraine
(effective in 2016 )

" Hereinafter , the term "coal" means "bituminous coal" unless otherwise specified.
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5.1.5 Volumes of coal mining

Information on the volumes of coal mining is accumulated by three state institutions: the
Ministry of Energy and Coal Industry, the State Statistics Service of Ukraine and the Geoinform
of Ukraine SRPE MECI and SSSWise the data obtained in the process of statistical accounting,
and Geoinform of Ukraine SRPE uses the data received as the results of mine surveying
measurements. In both cases, the information comes from the mining companies , however
there are differences in the methodology for calculating the volume of extracted products.
According to Geoinform of Ukraine SRPE the discrepancy in the assessments of mining
volumes determined using the statistical accounting approach and the mine surveying
measurements is due to contamination of ¢ oal: dead rock layers, falling ramble rocks, inclusions
of side rocks, because of use of the extractive machines that do not always correspond to the
capacity of coal bearing layers, as well joint transportation of coal and minerals from the
treatment and preparatory workings. 8

According to the State Statistics Service, ° the volume of coal mining in 2016 amounted to
43,177 thousand tonnes, according to the Ministry of Energy and Coal Industry g
40,864 thousand tonnes,? and according to Geoinform of Ukraine SRPEg 26,852 thousand
tonnes.?! In the previous periods, the discrepancy between the SSSU and the MECI was
insignificant (less than 1%), since these state authorities accumulate the information prepared
using the same methodological approach. However, in 2016 the difference was 5.4% .

The discrepancy between the information provided by Geoinform of Ukraine SRPEand the State
Statistics Service of Ukraine and/ or the Ministry of Energy and Coal Industry in previous periods
was 25-35%, in 2016 ag34.3% compared to the MECI and 37.8% compared to the SSSU data.

State Statistics Service of Ukraine
Ministry of Energy and Coal Industry
Geoinform of Ukraine SRPE

n
o
o))
<
0
o v 3
= N Q
& s Q9 5
O
T ©
< {Xe)
N o
2014 2015 2016

Figure 5-6: Dynamics of coal min ing in 2014 32016 in Ukraine, thousand tonnes

The bulk of the coal mining volumes is produced in Dnipropetrovsk (42.7%) and Donetsk regions
(33.5%). The share of Luhansk region amounted to 19.7% of total volumes of coal mining in
2016.

18 Geoinform of Ukraine SRPE, State Balance Sheet of Mineral Resources of Ukraine, 2017, Coal, Book 1, p. 53

9 Information from the State Statistics Service was received in response to the official request of the Independent Administrator
for the preparation of the EITIReport for 2016 .

20 The information from the MECIwas obtained from publicly available reports on the official site of the Ministry, section Statistical
Information (http://mpe.kmu.gov.ua/minugol/control/ uk/publish/officialcategory?cat id=35081 )

21 Information from Geoinform of Ukraine SRPE, State Balance Sheet of Mineral Resources of Ukraine, 2017, Coal
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Figure 5-7: Volumes of coal mining in Ukraine, by regions in 2016, thousand tonnes?

Despite the fact that the total volume s of coal mining has increased, the coal mining enterprises

under the Ministry of Energy and Coal Industry in 2016 produced 954.8 thousand tonnes of
coal less than in the previous year (or by 14.2%). In addition, the v olumes of energy coal
produced in 2016 was 564.2 thousand tonnes less than in the previous year and the volume s
of coking coal g3390.5 thousand tonnes less than in previous year. %

"are - type I 5,743
"r-type NN ©,845

"A"-type I 3061

"N"-type GGG 3 141

"K" - type NN 2 720

"XK"-type M 1,282

"N"-type 0 137

Figure 5-8: Volumes of co al mining in Ukraine, by marks in 2016, thousand tonnes 2*

According to the data of Geoinform of Ukraine SRPE in 2016 the breakdown of coal mining
volumes by marks shows that mark ¢, ¥ v x X ¥ « o8i743thousadd tonnes (32.6%), mark
¢yC - 6,845 thousand tonnes = GJ CJ : > @C - 8,961 jthousand tonnes (14,7%). The

22 The data on the volumes of coal mining in Volyn and Dnipropetrovsk regions were not disclosed by the State Statistics Service
of Ukraine in order to ensure compliance with the requirements of the Law of Ukraine "On State Statistics" regarding the
confidentiality of statistical informatio n. Therefore, the information for these two regions was obtained from the MECI.

% Data provided by MECI http://mpe.kmu.gov.ua/minugol/control/uk/publish/ article?art id=245176314&cat _id=35081 (last
visit to the website on 3.11.2017)

2 Data of Geoinform of Ukraine SRPE "State Balance Sheet of Mineral Resources of Ukraine", 2017.
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information provided by the State Statistics Service contains no data on the mining of coal by
marks.

In 2016 DTEK Pavlogradugol PrJSC (18,409 thousand tonnes) and Shakhtoupravlinnia
Pokrovske PJSC (4,302 thousand ton nes) kept the position of the largest coal mining
enterprises in Ukraine. During 2016, Ukrainian private companies and the Ministry of Energy
and Coal Industry still held operational control over the coal enterprises located in the territory
of Ukraine not controlled by the Ukrainian government. However, in March 2017, control over
these enterprises was lost. In 2016, the enterprises located in the temporarily uncontrolled
territory of Ukraine, mined 11,379 thousand tonnes of coal, 9,646 thousand tonnes of which
were mined by private companies.

18409
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Figure 5-9: Volumes of coal mining, by companies located in the territory controlled by Ukrainian
government in 2016, thousand ton nes?

% Data from the Ministry of Energy and Coal Industry for all companies except for Lvivvuhilia SE(the information received from
the company's questio nnaire for the EITI Report), Volynvuhilia SE (the information received from the company's questio nnaire for
the EITI Report) and Mine Nadiia PJSC(the information received from mine sur veying measures).
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Figure5-10: Volume s of coal mining, by companieslocated in the temporarily uncontrolled territory
of Ukraine 26 in 2016, thousand ton nes?’

DTEK Mine Komsomolets
Donbassa PrdSC

DTEK Sverdlovanthracite LLC
DTEK Rovenkyanthracite LLC
Krasnodonvuhillia PrdSC
Shakhtoupravlinnia Donbas PJSC
Pervomaiskvuhillia SE

5.1.6 Exports and imports of coal

The volumes of exported coal in 2016 decreased by 7% compared to 2015 and comprised
520.6 thousand tonnes. The largest amount of coal was exported to Slovakia g262 thousand
tonnes, which is 50% of the total coal exports in 2016 . Coal supplies from Ukraine to Turkey
amounted to 124.9 thousand tonnes, or 24% of the total exports of coal.

26 The territory, where the Ukrainian state authorities temporarily do not exercise power (briefly gtemporarily uncontrolled

az" " ~3¥"T>C i}z ¢~03 ¥{ 238z "7 ~3¥"~70 ~0© yz?2z" £~nozywhihthegmt@®@¥ ¢ «?3 ~¥no ¥{
Vea}¥" ~a 7@ az£!¥" v ~¢  y¥ wo¥a 7@z x~0z 2a}z~" !¥-z"©C c¥ FEMJ yvazy
27 Data of the Ministry of Energy and Coal Industry for all companies except for Shakhtoupravlinnia Donbas PJSC (the information

received from mine surveying measures), Pervomaiskvuhillia SE (the information received from mine surveying measures).
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Figure 5-11: Exports of coal, by countries in volume and in value 8

Despite the fact that the volumes of coal production increased, the volume of imported coal
also increased and in 2016 amounted to 15,647.6 thousand tonnes, which is 7% more than in
2015.
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Figure 5-12: Imports of coal, by countries in volume and in value 2°

28 SSSUdata: http://www.ukrstat.gov. ua/
2% SSSUdata: http://www.ukrstat.gov. ua/
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Summary:

Ukraine has significant reserves of coal, 67% of which are concentrated in Donetsk and
Luhansk regions. Coal category ¢ Cis predominant g31% of the balance sheet reserves.
Anthracite (category ¢OQ is 15% or 6,089.3 min tonnes in the balance sheet reserves.

The coal produced in 2016 did not cover the domestic needs of Ukraine in coal, which
resulted in the growth of imported coal by 7% compared to 2015. The volume of coal
imported from Russia, the leading supplier, amounted to 10 ,438.1 thousand tonnes, which
is by 2,512 .1 thousand tonnes more than in the previous year .

The fact that a major part of the coal mining enterprises is located in the ATO zone hampers
reforming the industry. As of 01.07. 2017, 131 public sector enterprises are defined as those
located in the territory where the state authorities do not exercise t  heir powers.

Nevertheless, in order to address the existing problems of the industry in a comprehensive
way and increase the effective use of the potential in 2017, a new Concept for coal industry
reforming and development for the period till 2020 was app roved. The document, among
other things, provides for an increase in the volume of coal mining by the state owned
enterprises by up to 6.3 min tonnes in 2017, 8.7 min tonnes in 2018, and by up to more than
10 min tonnes in 2019 and 2020 each year.
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5.2 Extraction of oil and natural gas

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

The oil and gas industry is represented in Ukraine by the players of the both private and public

sectors. Ukrnafta PJSC is still the largest oil extracti ve enterprise. Other oil producing
companies are Ukrgazvydobuvannia PJSC, Natural resources PrJSC, Ukrkarpatoil LLC JV,
KashtanPetroleum LTD JV, Poltava Petroleum Company JV, Boryslavska Naftova Kompaniia
LLC JV, Vydobuvna kompaniia Ukrnaftoburinnia PrJSC, Naftogazvydobuvannia PrJSC and
others.

The largest gas producer in Ukraine is Ukrgazvydobuvannia PJSC. Significant players are
Ukrnafta PJSC, Naftogazvydobuvanni a PrJSC, Energy Service Company Esco-Pivnich LLC and
other commercial structures.

The state is engaged in oil and gas production through legislative regulation of the market, as
well as the provision of special permits for the use of subsoil. In addition, the state, represented
by the Cabinet of Ministers of Ukraine, owns 10 0% of shares in Naftogaz of Ukraine NJSC, and
through the State Service of Geology and Subsoil of Ukraine, it owns 100% of shares in
Nadra Ukrainy NJSC.%

Naftogaz of Ukraine NJSC and Nadra Ukrainy NJSC are the largest vertically -integrated
companies of the Ukrainian oil and gas industry. They implement the state policy in oil and

natural gas ectraction industry by managing enterprises the beneficiary of which is state .
Naftogaz of Ukraine NJSC performs a full cycle afrom exploration and development of deposits
to supplying gas to consumers.® The mission of Nadra Ukrainy NJSC is geological survey,
exploration of deposits and facilitation in attracting investments in geo -exploration projects. 3

During 2016, there were no changes in the share of the state i nthe ownership structure of the
Ukrainian oil and gas companies.

According to the Ministry of Energy and Coal Industry, as of 01.03. 2017, 33 entities are in the
list of state owned enterprises, organizations and associations of the oil and gas industry, t hat
are accountable to the MECI and 2 legal entities are i n the list of business entities where the
Ministry of Energy and Coal Industry manages the corporate rights of the state. 3 The said
enterprises, organizations and associations may provide service s or other support but they are
not engaged in extractive operations.

30 https://smida.gov.ua/

31 Naftogaz of Ukraine NJSC web-site: http://www.naftogaz.com/www/3/nakweb.nsf/

32 Nadra Ukrainy NJSC web-site: http://nadraukrayny.com.ua/

33 Ministry of Energy and Coal Industry : http://mpe.kmu.gov.ua/minugol/control/uk/publish/officialcategory ?cat_id=244916132
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Table 5-5: Beneficial ownership of the state in oil and gas industry (Naftogaz of Ukraine NJSC)

Name of company

Share owned by Naftogaz of
Ukraine NJSC

Production of natural gas, oil and their products

UkrgazvydobuvanniaPJSC 100%
Zakordonnaftogaz SE 100%
DAT Chornomornaftogaz PJSC 100%
Ukrnafta PJSC 50% + 1share
Ukrtatnafta PJSC 43%
Petrosannan Company (JA, Egypt) 50%
Oil and natural gas transportation
Ukrtransgaz PJSC 100%
Ukrspetstransgaz PJSC 100%
Ukrtransnafta PJSC 100%
Wholesale and retail trading
Gaz Ukrainy State Company 100%
Kirovogradgaz OJSC 51%
Naftogaz Trading Europe S.A. 100%
Ukravtogaz Subsidiary Enterprise 100%
Other
Vuglesintezgas of Ukraine SE 100%
Naukanaftogaz SE 100%
NaftogasService SE 100%
Ukrnaftogazkomplekt SE 100%
Naftogaz Safety SE 100%
LIKVOSE 100%
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Table 5-6: Beneficial ownership of the state in oil and gas industry (Nadra Ukrainy NJSC)

Share owned by Nadra

Name of company Ukrainy NJSC

Subsidiary Companies (SC) of Nadra Ukrainy NJSC

SC of Nadra Ukrainy NJSC Chernigivnaftogazgeologiya 100%
SC of Nadra Ukrainy NJSCKrymgeologiya 100%
SC of Nadra Ukrainy NJSCPoltavanaftogazgeologiya 100%
SC Ukrnaukageocentr 100%
SC of Nadra Ukrainy NJSC Agrogeofizika 100%
SC of Nadra Ukrainy NJSC Zahidukr geologiya 100%
SC of Nadra Ukrainy NJSC Mirgorodnaftogazrozvidka 100%
SC of Nadra Ukrainy NJSC Centrukr geologiya 100%
SC of Nadra Ukrainy NJSCNadraresource 100%
Other companies under control of Na dra Ukrainy NJSC
Ukrgoelremmash SJSHC 100%
Ukrainian Geophysical CompanyLLC 100%
Nadra Krymu LLC 99,91%
Azovske Rudoupravlinnya LLC 99,9%
Nadra Yuzivska LLC 99%
Nadra Skifska LLC 99%
Nadralnvest LLC 90%
Nadra OleskalLLC 90%
Zhytomyrbudrozvidka LLC 90%
Vody Ukrainy LLC 80%
Potavanaftogazrozvidka LLC 70%
Nadra Shelf LLC 58,44%
Engineering & Drilling Group Triton LLC 50%
Gaichursky GZKLLC 50%
Perzhnsky Career LLC 50%
Nadra Horodotske LLC 50%
Nobilsky Construction & Assembling Company LLC 45%
ZahidInvest LLC 34,99%
Golden Derrik LLC 33%
Nadra Tunivska LLC 25%
Chornomorzahidinvest LLC 25%
Chornomorgeor esource LLC 25%

Closed non-diversified venture capital investment fund Standard
PlusPJSC 21%
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According to the information provided by the Ministry of Energy and Coal Industry, it was
planned to allocate UAH 600 min in 2016 for the budget support program to the oil and gas
industry, however the cash execution of the budget is UAH 0. 3

Table 5-7: Budget programs in oil and gas industry , UAH thousand

General-purpose fund

Special-purpose fund

Budget program name Plan for 2016 as Ceen ; Plan for 2016 Cash -
amended execution for as amended execution for
2016 2016
Reconstruction, overhaul - - 600,000.0 -

and technical upgrading of
the Urengoy -Pomary-
Uzhhorod gas pipeline

More information about the program is provided by the State Treasury Service. According to
the list of loans (borrowings) attracted by the state to the

Budget of Ukraine in 2016 from foreign countries, banks and internatio
organizations for the implementation of investment programs

Special-purpose fund of the State

nal financial

% the amount of the attracted
loan (borrowing) for the reporting year for the program Reconstruction, Overhaul and

Technical Upgrading of the Urengoy -Pomari-Uzhgorod Gas Pipeline wasUAH 300 min from the
European Bank for Reconstruction and Development and UAH 300 miIn from the European
Investment Bank. However, there were no disbursements of funds in the reporting year 2016 .

Table 5-8: Information about external liabilities granted under state guarantees to oil and gas
entities in 2016

Guarantee liabilities

CMU Resolution
dated
30.11.2016 No
876

Entity _
name, State Effective Amount of Amount of Ael el
EDRPOU guarantee since guaranteed guaranteed liabilities
code loan, min USD | loan, min UAH liSrliile
guarantee
Naftogaz Guarantee 30.12.2016 500.00 13,595,429.00 | AllIBRD costs
of Ukraine | indemnity related to
NJSC agreement performance
dated of warranty
E&ZPOU 30.12.2016 obligations
20077720 No G-2440 -UA

34 Ministry of Energy and Coal Industry : data.gov.ua/file/106820/download?token=IV_0vAbb
35 http://www.treasury.gov. ua/main/uk/doccatalog/list ?currDir=359194
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According to the State Treasury Service of Ukraine 3, during 2016 one contract was concluded
on the provision of state guarantees for external obligations. It was a state guarantee issued
for the IBRD in 2016 for a total amount of USD 500 mIn®’ for the fulfilment of the Resolution
of the Cabinet of Ministers of Ukraine No 876 dated November 30, 2016, "Some Issues of
Granting a State Guarantee to the International Bank for Reconstruction and Development for
the Commitments of National Joint Stock Company Naftogaz of Ukraine.

According to the data provided by t he State Treasury Service of Ukraine, during 2016 the State
Budget received funds from Naftogaz of Ukraine NJSC and Ukrtransgaz PJSC as a repayment
of the debt and as of January 1, 2017 the total amount was UAH 2,016,576.76.

Table 5-9: Overdue debts of business entities in the oil and gas industry to the state under the loans
borrowed under state guarantees in 2016 38

Amount of overdue
debt to the state under
the loans

Funds received |Overdue penalty accrued on
to the state overdue debt , UAH
budget as
in foreign |in national | repayment of Overdue Paid to the
currency | currency debt, UAH amount  |[state budget

Company name | Currency

Naftogaz of UAH - - 1,972,214 .08 - -
Ukraine NJSC
(Agreement
dated
05.06.2009 No
28010 -02/60)
Naftogaz of uUsD - - 40,043 .32 - -
Ukrine NJSC
EBRD
(Agreement
dated
23.10.2015 No
47283)

Ukrtransgaz EUR 684 .45 |19 453,85 4,319 .36 165 .15 -
PJSC(Agreement
dated
11.12.2012 No
15010 -03/127)

5.2.2 Oil and natural gas reserves

Ukraine's oil and natural gas deposits are located in three major oil and gas regions: Eastern
(Dniprovsko-Donetsk oil and gas region), Western (Volynsko -Podilsky, Precarpathian,
Transcarpathian oil and gas regions), Southern (Pereddobuzka, Black Sea-Crimean, Azov-
Berezanska, Indolo-Cubanska and Black Seapromising regions).

3http :// www.treasury .gov. ua/ main/ uk/ doccatalog/ list ?currDir =359194
S7http :// zakonO.rada.gov.ua/ laws/ show/876 -2016 -¥D0%BF
38http :// www.treasury .gov. ua/ main/ uk/ doccatalog/ list ?currDir =359194
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Figure 5-13: Ukrainian oil and natural gas regions | ocation

According to the data provided by Geoinform of Ukraine SRPE there are 197 deposits with the
balance sheet (extractable) oil reserves in the territory of Ukraine, which as of 01.01.2017 are
estimated at 121,124 thousand tonnes. 135 developed deposits are recorded in the State
balance sheet. Their reserves make 81% of the balance sheet oil reserves in Ukraine, or 98,112
thousand tonnes. Overall, the off -balance sheet oil reserves in Ukraine as of 01.01.2017 are
estimated at 39,962 thousand tonnes

According to Geoinform of Ukraine SRPE oil deposits in Ukraine are typically classified as small
and very small. The category of middle sized deposits includes Bugru vativske (Sumy region)
and Hlynsko-Rozbyshivske (Poltava region) deposits. The total value of the balance sheet

reserves of these deposits is 21,175 thousand tonnes, or 17.48% of Ukraine's reserves. The
category of small reserves includes Yablunivske deposit (Poltava region) whose balance sheet
reserves are estimated at 7,424 thousand tonnes, and the Stynavske deposit (Lviv region),

whose balance sheet reserves are 12,982 thousand tonnes.

Major oil reserves (48.3%) are located in the fields of the Eastern region. The Western region
accounts for 38.4% of the balance sheet reserves of oil, and 13.3% are concentrated in the
deposits of the Southern region.

Distribution of the balance sheet (extractable) reserves of oil by regions of Ukraine shows that
the largest reserves are in Poltava region g 20% or 24,346 thousand tonnes. A bit less oil
reserves are located in Lviv and Ivano -Frankivsk regions g 21,641 thousand tonnes (18 % of
total oil reserves of Ukraine) and 21,087 thousand tonnes (or 17%) respectively. 15%
(18,244 thousand tonnes) of oil reserves are concentrated in the Sumy region.
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Figure 5-14: Oil reserves, by the regions of Ukraine , thousand ton nes®®

The degree of exploration of the initial potential reserves of oil is estimated at 39.2%, and the
explored ones are 73.5% depleted. This suggests that only 26.5% of the explored reserves are
not depleted. So, it is necessary to continue exploration to cover the domestic needs in oil.

According to data provided by Geoinform of Ukraine SRPE there are 224 gas condensate
deposits in the territory of Ukraine. As of 01.01.2017 the balance sheet (extractable) reserves
of gas condensate are to 49,161 thousand tonnes. There are 180 developed deposits recorded
in the State balance sheet. Their balance sheet reserves are estimated at
44,623 thousand tonnes.

Among the most important condensate deposits are Yablunivske deposit, w here balance sheet
(extractable) reserves amount to 5,909 thousand tonnes (12% of the balance reserves of
Ukraine), Glinsko-Rozbyshivske deposit with 4,686 thousand tonnes or 9.5% of the balance
sheet reserves of Ukraine, Andriyashivske deposit, whose balance sheet stocks are
2,150 thousand tonnes, or 4%, and Berezivske deposit 31,673 thousand tonnes or 3% of the
total balance sheet reserves of Ukraine .

The largest deposits of gas condensate are concentrated in the Eastern region and make up
91%. Significantly fewer stocks are located in the Western and Southern regions 385 and 4%
respectively .40

As the distribution of the balance sheet (extractable) reserves of gas co ndensate shows, the
largest reserves are located in Poltava region g 26,627 thousand tonnes (54%), 19%
(9,273 thousand tonnes) are on Kharkiv region, and 13% (6,216 thousand tonnes) are in Sumy
region.

39 Yearbook of Mineral Resources of Ukraine 2017
40 Geoinform of Ukraine SRPE, Yearbook of Mineral Resources of Ukraine 2017
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Figure 5-15: Gas condensate reserves, by the regions of Ukraine, thousand tonnes 4!

The initial gas condensate reserves have been explored by 27.1%, and their depletion rate is
62.2%. So, despite the fact that 37.8% of the explored stocks can still be exploited , there is a
great potential for exploration of gas condensate reserves.

According to data provided by Geoinform of Ukraine SRPE there are 402 hydrocarbon deposits
from which gas is extracted, of them 269 deposits are being developed, and 56 are off balance
sheet deposits. Overall, as of 01.01.2017, the balance sheet reserves of natural gas #
amounted to 905,623 mcm, while the off balance sheet reserves of gas condensate are
9,553 mcm. 43

The major natural gas reserves are concentrated in the Eastern region of Ukraine, where 244
deposits with balance reserves of 726,651 mcm are located, which is equivalent to 80% of
Ukraine's reserves. The Western region of the country hosts 116 deposits wi th the balance
sheet reserves of 111,047 mcm, which is 12% of Ukraine's reserves. In the Southern region 42
deposits are located, whose total reserves amount to 67,925 mcm, or 7.5% of Ukraine's
reserves.

On the territory of Ukraine, natural gas reserves ar e located in 6 major fields. Shebelins ke field
(Ukrgazvydobuvannia PJSC) is classified as a large deposit. Its natural gas reserves as of
01.01.2017 were estimated at 110,552 mcm, or 12.2% of Ukraine's reserves. The reserves of
Yablunivske deposit amount to 59,633 mcm. Zakhidno -Khreshtishchenske deposit
(Ukrgazvydobuvannia PJSC) contains balance sheet reserves of natural gas in the amount of
51,383 mcm. Yefremivske and Melikhivske deposits (Ukrgazvydobuvannia PJSC) have
reserves in the amount of 36,644 mcm and 22 969 mcm respectively. The smallest is
Mashivske deposit (Ukrgazvydobuvanni a PJSC), whose reserves amount to 3,819 mcm as of
01.01. 2017.

41 Geoinform of Ukraine SRPE Yearbook of Mineral Resources of Ukraine 2017
42 Includes free gas, gas cap and dissolved gas
“Data provided by Geoinform of Ukraine SRPE
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The distribution of the balance sheet reserves of natural gas by regions shows that the largest
volume of stocks is in the Kharkiv region g 37%, or 338,473 mcm and Poltava g 35% or
320,206 mcm. A much smaller amount of stocks is concentrated in Lviv region 88% (73.051
mcm).

Crimea AR;
Ivano-Frankivsk; 16.761;1.9% Otheg ?;:119:
32,127;3.5% ’
Sumy; 32,380;

3.6%

Black sea shelf; \ Kharkiv; 338,473;
37,506; 4.1% 37.4%

Lviv; 73,051; 8.1% ——

Poltava; 320,206;
35.4%

Figure 5-16: Natural gas reserves, by the regions of Ukraine , mcm44

5.2.3 Significant explorations

According to the data provided by Geoinform of Ukraine SRPE as of 01.01.2017, 22 objects
with the total balance sheet estimated reserves of 12,533 thousand  tonnes were in the process
of exploration .

The geological prospecting conducted during 2016 made it possible to estimate the growth  in
balance sheet (extractable) oil reserves of the objects of PJSC Ukmafta and
Ukrgazvydobuvannia PJSCthat are the part of Naftogaz of Ukraine NJSC. The total increase in
stocks for the objects of the above -mentioned enterprises was estimated at the level of
110 thousand tonnes.

The total balance sheetoil reserves and their increase as of 01.01.2017 including the findings
of geological exploration works , are presented below (Table 5-11).

4 Geoinform of Ukraine SRPE, Yearbook of Mineral Resources of Ukraine 2017
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Table 5-10: Increase in balance sheet oil reserves following the exploration works in 2016

Increase in balance sheet oil reserves , thousand ton nes
Name of deposit Total includin%gpegvSi?SeIdS and
Urknafta PJSC
Korchanivske 8 0
Korzhivske 13 0
Milkivske 2 0
Pivnichno-Yaroshivske 2 0
Pivdenno-Hvizdetske 0
Verkhnyomaslovetske 45 0
Khukhrynske 10 0
Ukrgazvydobuvannia PJSC

Olyvynivske 1

Borysivske 3

Hadyatske 14 10
Pereschepynske 2 0
Mygrynske 1 0
Novoselivske 1 0
Skvortsivske 5 0
Yuliivske 1 0
Total 110 14

Table 5-11: Balance sheet oil reserves and their increase as of 01.01.2017 , thousand ton nes?*®

Increase in .
Reserves with
Balance balance . .
undetermined Prospective
Name sheet sheet . Increase
; commercial resources
reserves reserves in value
2016
Urknafta PJSC 68,895 82 59,751 10,820 - 158
Ukrgazvydobuvannia 10,005 28 10,293 5,548 4,026
PJSC

Overall, in 2016, the reserves of 11 oil deposits were approved with the total balance sheet
reserves 14,661 thousand tonnes. The list of deposits includes Prokopenkivske, Bugru vativske,
Matlakhivske  (Ukrnafta PJSO), Bytkiv-Babchinske, = Krasnhogradske, Novotroitske
(Ukrgazvydobuvannia PJSC), Stynavske (Boryslavska Naftova Kompaniia LLC JV), Pivnichno-
Yablunivske (Arab Energy Alliance UA LLC), Strashevytske (Zakhidenergobud LLC), Southern
block of Skorobagatkivsk e (Nadra-Geoinvest LLC), Sakhalinske (Ukrnaftoburinnya PrJSC).

The exploratory works to identify the condensate reserves allowed approving increase in
reserves for 21 objects owned by Ukrnafta PJSC, Ukrgazvydobuvannia PJSC, Vydobuvna

4 Geoinform of Ukraine SRPE Yearbook of Mineral Resources of Ukraine 2017
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kompaniia Ukrnaftoburinnia PrJSC , Kub-gaz LLC, Nadra-Geoinvest LLC, Systemoilengineering
LLC. The total increase is 238 thousand tonnes, of which 41 thousand tonnes are in the new

fields and deposits.

The SCMRapproved the total balance sheet reserves of condensate of 1,368 thousand tonnes
for 19 deposits in 2016 .
Table 5-12: Increase in balance sheet gas condensate reserves following the exploration  works in
2016
Increase in balance sheet gas condensate reserves,
) thousand ton nes
Name of deposit
Total including new_fields and
deposits
Urknafta PJSC
Rudkivske-Chervonozavodivske 12 12
Kachanivske 2 0
Ukrgazvydobuvannia PJSC
Shebelynske 1 1
Maksalske 2 2
Zakhidno-Solokhivske 14 0
Zakhidno-Starovirivske 15 0
Kuzmychivske 16 0
Abazivske 6 0
Bairatske 6 0
Borysivske 1 0
Lymanske 2 0
Matviivske 2 0
Melykhivske 2 0
Opishnyanske 2 0
Skvortsivske 2 0
Yablunivske 99 0
Yuliivske 6 0
Vydobuvna kompaniia Ukrnaftoburinnia PrdSC
Sakhalinske | 8 | 0
Kub-gaz LLC
Makiivske | 7 | 10
Nadra-Geoinvest LLC
Skorobahatkivske | 7 | 0
Systemoilengineering LLC
Vodyanivske 26 26
Total 238 41

According to the data of Geoinform of Ukraine SRPE geological exploration allowed to calculate
the increase in the balance sheet reserves of natural gas in the amount of 8,805 mcm. The
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stock assessment was carried out for 45 objects of public and private sector of economy.

In 2016, the SCMRapproved natural gas reserves for 25 deposits.

Table 5-13: Increase in balance sheet natural gas reserves following the exploration works in 2016

Increase in balance sheet natural gas reserves, mcm
Name of deposit including new fields and
Vel deposits
Urknafta PJSC
Rudkivske-Chervonozavodivske 277 109
Kachanivske 6 0
Andriyashivske 38 0
Ukrgazvydobuvannia PJSC
Shebelynske 55 55
Maksalske 66 66
Ukyanivske 125 7
Nedilne 11 11
Zakhidno-Solokhivske 72 0
Zakhidno-Starovirivske 464 0
Skhidno-Poltavske 1773 0
Kehychivske 505 0
Zahidno-Sosnivske 1319 0
Bezpalivske 405 0
Komyshnyanske 627 0
Kuzmychivske 227 0
Malokrynkivske 49 0
Borysivske 28 0
Oparske 0
Vynohradivske 9 0
Zahidno-Vidradnenske 22 0
Druzhelyubivske 37 0
Leventsivske 19 0
Matviivske 28 0
Novoukrainske 32 0
Pivdenno-Kolomatske 31 0
Pereschepynske 17 0
Skvortsivske 26 0
Chervonoyarske 22 0
Yablunivske 806 0
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Increase in balance sheet natural gas reserves, mcm

Name of deposit including new fields and
Leei] deposits
Bohatoiske 15 0
Yevheniivske 9 0
Medvedivske 10 0
Narizhnyanske 0
Skhidno-Novoselivske 0
Yuliivske 72 0
Bytkiv -Babchynske 34 0
Byshnyanske 44 0
Dubanevytske 35 0
Vydobuvna kompaniia Ukrnaftoburinnia PrJSC
Sakhalinske 112 0
Kub-gaz LLC
Makiivske 402 0
Nadra-Geoinvest LLC
Skorobahatkivske 88 0
Systemoilengineering LLC
Vodyanivske 461 461
Ukr-Az-Oil LLC SAUP
Velykomostivske 104 104

Nordik Private Enterprise
Kolodnytske 311 311

5.2.4 Information on special permits for the use of subsoill

During 2016 , 535 special permits were effective in Ukraine 46 for the use of subsoil for the
purposes of geological exploration, research and development, and oil and natural gas

extraction 4’. The source of the data is publicly available information of Geoinform of Ukraine

SRPE®,

One special permit for the use of subsoil for oil and natural gas issued in 1995 and 2 permits

issued in 1996 were still valid in 2016. Among the existing ones g38 special permits, or 7%,
were issued in 2016. Analysis of the permits existing in 2016 by the da te of their issuance
shows that the peak in issuance of special was in 1999 g57 permits. 55 special permits still
valid in 2016 were issued in 2012.

46 The data do not include 6 permissions suspended back in 2015 and as of November 7, 2017 recognized by Geoinform of Ukraine
SRPE as invalid.

47 In this section of the report, "oil and natural gas" refers to the following categories: natural gas, oil, gas from shale deposits,
natural gas free, natural gas dissolved in petroleum, condensate .

“8http :// geoinf.kiev.ua/ specdozvoli/
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Figure 5-17 : Special permits for the use of subsoil (0i | and natural gas) in Ukraine effective in 2016
by year of issuance #°

According to data from Geoinform of Ukraine SRPE 301 permits (or 56%) valid in 2016 were
issued for the purpose of extraction of minerals. 227 permits were issued f or the purpose of
geological exploration of subsoil with commercial development and subsequent extraction: 119
for geological exploration of oil and gas potential deposits , including research and development
of hydrocarbon deposits with subsequent extracti on of oil and gas (commercial development of
deposits), and 108 for geological exploration of subsoil including pilot development of minerals
of national importance .

Table 5-14: Special permits effective in 2016 by types of use of subsoil (oil and natural gas)

Number of

Type of use of subsoil permits , pcs

Geological exploration of subsoil including pilot development of minerals of national
importance 108

Geological exploration of oil and gas potential deposits, including research and
development of hydrocarbon deposits with subsequent extraction of oil and gas

(commercial development of deposits) 119
Performance of works (activities) provided for by the production sharing

agreement 3
Extraction of min erals (commercial development of deposits) 301
Establishing geological areas and objects that have an important scientific, cultural

and recreational value 4
Total 535

Most of the special permits for use of mineral resources for oil and natural gas are concentrated
in Kharkiv, Poltava and Lviv regions g19.6 %, 18.9% and 16.6 %, respectively. lvano-Frankivsk
region has 10.5% of permits.

One of the problems in this area is that most of the new special permits are issued out of the
auction. Thus, accordi ng to the Association of Gas Producers of Ukraine, 11 special permits

4 Data provided by Geoinform of Ukraine SRPE
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were issued with the use of the auction procedure , 20 special permits °° were issued out of the
auction in 2016 . In general, auctions in the oil and gas industry are conducted extremely
irregularly, and the offered lots are very insignificant in size and do not attract foreign
investors.
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Figure 5-18: Special permits for use of oil and gas subsoil by regions of Ukraine ( effective in 2016 )

5.2.5 Volumes of oil and natural gas extraction

Traditionally, the state -owned enterprises are the leaders in oil and natural gas production in
2016 likein pr evious years. The Naftogaz of Ukraine NJSC group of companies produces about
90% of oil and gas condensate, including Ukrnafta PJSC (about 68% of the total oil production)
and Ukrgazvydobuvannia PJSC (22%* of the total oil production ). Ukrgazvydobuvannia PJSC
produces 73% of the total volume of natural gas extraction in Ukraine, and Ukrnafta is 6%.

Overall, according to the results of 2016, the volume of oil extraction amounted to
1,619 thousand tonnes, which is less by 198 thousand tonnes than in 2015. According to the
data of Geoinform of Ukraine SRPE the largest part of the total oil production i sin Sumy region
a717 thousand tonnes, or 44% of the total extraction in 2016. About 17% of oil is produced in
both  Chernihiv  region (278 thousand tonnes) and Ivano-Frankivsk  region
(277 thousand tonnes). 159 thousand tonnes of oil was extracted from the fields of Poltava
region in 2016, which is 10% of the total production in the country.

Totally, 1,175 thousand tonnes of oil were produced in 17 significant Ukrainian deposits, or
62.7% of the total extraction volumes (more detailed information is present ed inthe Table 5-
15).

The distribution of oil extraction by deposits shows that Bugruvativske, Anastasivske, Dolynske,
Hnidyntsivske, Pivnichno -Dolynske, Kachanivske and Hlynsko-Rozbyshivske deposits, which
are developed by Ukrnafta PJSCtotaled 51.14% of Ukraine's total production volumes.

50 Associations of Gas Producers of Ukraine, http://agpu.org.ua/upload/files/10152204748142.pdf
51 Annual Report of Naftogaz of Ukraine NJSC for 2016 : http :// www.naftogaz .com/files/ Zvity / Anual_report _ukr_170608. pdf
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Figure 5-19: Volumes of oiil extraction in Ukraine, by regionsin 2016, thousand ton nes®?

Table 5-15: Qil extraction,

by significant deposits of Ukraine in

2016, thousand ton nes®?

Name of deposit Oil extraction , thousand tonnes ot thei;obz?(lr(z)iiilnix:tr&ction
Bugruvativske 288 17.79
Anastasivske 214 13.22
Dolynske 114 7.04
Hnidyntsivske 102 6.3
Pivnichno-Dolynske 43 2.66
Kachanivske 34 2.1
Hlynsko-Rozbyshivske 33 2.04
Skorohodivske 29 1.79
Rybalse 28 1.73
Strutynske 28 1.73
Yablunivske 24 1.48
Boryslavske 23 1.42
Prylutske 19 1.17
Malodivytske 14 0.86
Korzhivske 13 0.8
Stynavske 9 0.56
Bytkiv -Babchenske 0 0
Total 1015 62.7

52 Geoinform of Ukraine SRPE Yearbook of Mineral Resources of Ukraine 2017
53 Data provided by Geoinform of Ukraine SRPE State Balance Sheet of Minerals of Ukraine 2017

Page52 of 352




EY EITI Report of Ukraine 2016

Extraction of gas condensate in 2016 from the deposits of Ukraine amounted to
645 thousand tonnes, which is 8 thousand tonnes less than in 2015. According to the data
provided by Geoinform of Ukraine SRPE gas condensate production by regions of Ukraine in
2016 is distributed with prevalence of extraction in Poltava region  g411 thousand tonnes, or
64%. A much smaller share is produced in Kharkiv region, where 193 thousand tonnes of gas
condensate was extracted.

Chernihiv; Luhansk:
Dnipropetrovsk; 6; 0.9% 3;0.5% |vano-Frankivsk:

8:1.2% 1;0.2%
Sumy;
23:3.6%
Kharkiv; 193;
29.9%
Poltava; 411;
63.7%

Figure 5-20: Volumes of gas condensate extraction in Ukraine, by regions in 2016 , thousand
ton nes®*

Ukrnafta PJSC remained the largest oil company in the country - it produced
1,443.2 thousand tonnes of crude oil and 72. 4 thousand tonnes of gas condensate in 2016 .
The volume of crude oil extracted b Ukrgazvydobuvanni a PJSC amounted to
102.4 thousand tonnes, and that of gas condensate g380.9 thousand tonnes. Quite significant
volumes of oil and gas condensate in 2016 were provi ded by the following companies:
Naftogazvydobuvannia PJSC, Poltava Petroleum Company JV, Natural resources PJSC,
Vydobuvna kompaniia Ukrnaftoburinnia PrJSC , Energy Service Company Esco-Pivnich LLC.

The volumes of natural gas extr action from Ukrainian deposits amounted to 20,037 mcm,
which is by 129 mcm more than in 2015. According to the data provided by Geoinform of
Ukraine SRPE, most of the extracted natural gas is produced in the fields in Kharkiv and Poltava
regions. The results of 2016 show that 9,364 mcm, or 47%of natural gas were produced in the
territory of Kharkiv region, and 8,303 mcm, or 41% gin the territory of Poltava region.

54 Geoinform of Ukraine SRPE Yearbook of Mineral Resources of Ukraine 2017
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Figure 5-21: Volumes of oil extracti on in Ukraine, by individual companies in 2016, thousand
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Figure 5-22: Volumes of gas condensate extraction in Ukraine, by individual companies in 2016,
thousand ton nes °®

% The volumes of oil extraction are based on the information received from the extractive companies.
% The volumes of gas condensate extraction are based on the information received from the extractive companies.
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The total volume of extraction from the major deposits of Ukraine: Yefremivske, Zahidno
Khrestishenske, Melykhivske, Shebelynske, Yablunivske, Mashivske gamounted to 5,823 mcm.

Ivano-Frankivsk;

402 ; 2.0%
Sumy; 430;
2.1%
Dnipropetrovsk ;
546; 2.7%

1.3%

Lviv; 627 ; 3.1%

Poltava; 8,303 ;
41.4%

Luhansk; 261 ;

Other; 104 ;
0.5%

Kharkiv; 9,364 ;
46.7%

Figure 5-23: Volumes of natural gas extraction in Ukraine, by regions in 2016, °” mcm
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Figure 5-24: Volumes of natural gas extraction in Ukraine,

by individual companies in 2016, mcm 8

57 Geoinform of Ukraine SRPE Yearbook of Mineral Resources of Ukraine 2017

%8 The volumes of natural gas extraction of all companies, except for
the extractive companies.

Devon CJSG are given based on information received from

The source of information on the volume s of natural gas extraction by Devon CJSC was MECI
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The leaders in the Ukrainian gas industry in 2016 were Ukrgazvydobuvannia PJSC (14,605. 1
mcm), Naftogazvydobuvanni a PJSC (1,626.4 mcm), Ukrnafta PJSC (1,299.0 mcm), Energy
Service Company Esco-Pivnich LLC (614.9 mcm).

5.2.6 Oil and natural gas transportation
5.2.6.1 Natural gas transportation
Background on gas transmission system and the main transportation routes

Ukraine's gas transportation system (GTS), due to its branching and accessibility, enables not
only the sustainable transportation of gas produced in Ukraine to domestic consumers but also

ensures uninterrupted transit to European consumers. | n 2016, transit ion of gas through the
Ukrainian GTS remained one of the main ways of importing natural gas to the EU (Figure 5-25).

The Ukrainian gas transportation system includes 38.55 thousand km of gas pipelines,
including 22. 16 thousand km of trunk pipelines and 16.39 thousand km of gas pipelines-
branches. As of the end of 2016, there are 1,455 gas distribution stations (GDS). There are
also 702 gas-pumping units, which are located at 72 compressor sta tions. Productivity of
individual GTS branches ranges from 5.5 to 32.0 bcm a year (Figure 5-26).

The total volume of natural gas transportation in 2016 amounted to 111,791 mcm (transit and
transportation to domestic consumers), which is 14.7% more than in  2015. At the same time
the volume of natural gas transit increased by 22.5% compared to 2015 and amounted to
82.2 bcm. (Figure 5-25).

Total import of natural gas to EU

through trunk pipelines, 415.8
bcm, including: !
Russia 166.1
Including transit through trunk
Norway 109.8 gas pipelines of Ukraine

Netherlands

25

Algeria ‘
Great Britain ‘ —}10.0
Azerbaijan | i8.6
Iran ‘17‘7
Libya ‘14.4
Other countries of Europe i24.4

52.3

Figure 5-25: Volumes of natural gas received by EU countries through trunk gas pipelines in 2016 °

591) BP Statistical Review of World Energy 2017; 2) Annual Report of Naftogaz of Ukraine NJSC 2016
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Figure 5-26: The list and main features of Ukrainian trunk gas pipelines 60

The total amount of imported natural ga s from the EU countries in 2016 was 1.1 bcm, which is
almost 8% more than in 2015 (when the total imports from the EU countries amounted to
10.3 bcmb?).

Total volume of transportation
through cross-border points (import), 11.07
bcm, including:

from Slovakia 9.10 (82.2%)

from Hungary Il.OO

from Poland | 0.97

Figure 5-27 : Volumes of physical inflow of natural gas through the cross -border points in 2016, by
countries 62

According to Naftogaz of Ukraine NJSC, in 2016, natural gas was imported under contracts
with more than 20 traders, including Axpo Trading AG, CEZ, a.s., Engie SA, Eni Trading &
Shipping SpA, RWE Supply & Trading GmbH and Uniper Global Commodities SE and thers 3.

It should also be noted that the total volume of natural gas supplied under the arrangements
between private companies and traders has increased significantly. In 2016, the total volume
of such arrangements amounted to 2.9 bcm, which is 2.6 times more than in 2015.

% Data provided by PJSC Ukrtransgaz http://utg.ua/utg/gts/description. html

51 The total amount of natural gas imports in 2015 was 16.4 bcm

52 Report of the Ministry of Energy and Coal Industry on the results of the natural gas supply safety monitoring for 2016

5 Annual Report of Naftogaz of Ukraine NJSC 2016

http :// www.naftogaz .com/www/3/ nakweb.nsf/0/9 B0566 E71C6B0F9 C2257 EDD0O06 E558 B?0penD ocument&Expand=3&
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Transmission to the Ukrainian customers, bcm
- Transit through Ukraine, bcm

133.1 130.2

48.8

44.1 100.3 97.5
38.1 30.4

67.1

2012 2013 2014 2015 2016

Figure 5-28: Volumes of natural gas transited and transported to the  Ukrainian customers through
trunk gas pipelines in 2012 - 2016 %

Transportation routes

Ukrtransgaz PJSCbeing the operator of the trunk g as pipeline system, transported natural gas
to the EU, the Balkan countries and Turkey in 2016. The inflow and outflow of natural gas
through the individual border gas measuring stations in 2016 is presented below (Figure 5-29).

:., Belarus

|J GMS Sudzha

Russia
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Poland ey
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Figure 5-29: Inflow s and outflow s of natural gas through the individual border gas measuring stations
(GMS) in 2016 ©°

5 Annual Report of Naftogaz of Ukraine NJSC 2016
% Annual Report of Naftogaz of Ukraine NJSC 2016

Page 58 of 352



EY EITI Report of Ukraine 2016

In addition to transit ing and importing natural gas, the Operator of the trunk gas pipelines
system maintains routine operations to fill the underground gas storage facilities (UGS) of the
Ukrainian gas transportation system with natural gas and to withdraw it from the facilities
According to Naftogaz of Ukraine NJSC , the total amount of natural gas accumulated in UGS
before the 2015 -2016 heating season started, was 14.7 b cm. The total volume of natural gas
withdrawn from the UGS during the 2015 -2016 heating season amounted to almost 8.5 b cm,
while during the 2016 -201 7 heating season it was 6.7 bcm®¢.

GTS operator transparency

Over the past few years, significant progress has been made in improving the operations of the
GTS operator, increasing its transparency, ensuring non -discriminatory access of gas
producers and traders to the GTS to ensure the uninterrupted transportation of contracted
natural gas volumes.

A good example of the transparency of the GTS operator is the current publicly available web
platform for monitoring the system. The platform enables a wide ra nge of stakeholders to
access data on current natural gas inflow into the territory of Ukraine, transit volumes, gas
injection into UGSs and gas withdrawal from UGSs, level of filling the UGSs. The image of the
system interface and the basic data available for analysis are presented below (Figure 5-30).
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Figure 5-30: Screen shot of GTS Operator's web platform with information on current (a) and
historical (b) data on natural gas inflow s, transit, injection into and withdrawal from UGS ¢’
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Separation of GTS O perator

Active implementation of the liberalized natural gas market in Ukraine in accordance with the
Law of Ukraine "On the Natural Gas Market" continued in 2016 . In particular, the plan for
restructuring of Naftogaz of Ukraine NJSC was approved, which envisages separation of the
natural gas transportation and storage activities (unbundling ).

In order to implement unbundling and to ensure the independence of the GTS Operator from
other market part icipants, in November 2016 Main Gas Pipelines of Ukraine PJSC was
established, which is expected to manage the GTS operations in the future instead of
Ukrtransgaz PJSC. In addition, at the moment, the Ministry of Energy and Coal Indus try
initiated the process of transferring corporate rights from Ukrtransga z PJSC to Main Gas
Pipelines of Ukraine PJSC and searching for international partners for joint management of the
Ukrainian GTS.

Other important changes concerning the GTS Operator t hat took place in 2016 include the
effectiveness of the Gas Transport System Code, pursuant to which the GTS Operator initiated
procedures designed to distribute and streamline the system capacity at physical entry and exit
points at the interstate connections (in the form of an electronic auction), collection of
nominations g applications from producers, suppliers, consumers and traders, as well as
allocations gconfirmation of the distribution of natural gas by counterparts for a certain period.

Tariffs for natural gas transportation

The pricing approach for transportation and storage of natural gas significantly changed in
2016 . Thus, since January 1, 2016 ®, new tariffs have been introduced for the services of

natural gas transportation for entry points to and exit points from the GTS located at the state
border, which enabled flexible pricing with geographical localization .

In addition, in June 2016, the methodology for calculating tariffs for storage (injection and
withdrawal) services in UGSs with regulated access regime was approved. The methodology
provides for the payment for storage services in UGSs depending on the capacity allocated
among the applicants. The tariff for the natural gas injection, storage and withdrawal from the
UGSs in 2016 was 112 UAH/ tcm.

The question on the tariff for natural gas transportation for the entry points of the Ukrainian
gas producing enterprises was still pending in 2016 and was settled in 2017, when the National
Commission for State Regulationin Energy and Utilities (the Regulator) established two tariffs:
296.8 UAH/t cm per day for the points of natural gas entry from deposits i nto GTS andfor the
virtual points of entry from gas distribution systems, and 0 UAH/t cm per day for the points of
entry into the UGS s%°.

The total tariff for the transportation of natural gas via the trunk and distribution pipelines to
Ukrainian consumers in 2016 increased by 4% compared to 2015 ( Figure 5-31). At the same
time, the weighted average tariff for transportation via the trun  k gas pipelines decreased by
7% from 236.7 to 219.0 UAH/tcm.

68 Approved by the Resolution of NEURC dated 29.12.2015 No 3158
% Approved by the Resolution of NEURCdated 28.03.2017 No 348 "On setting tariffs for natural gas transportation services for
Ukrainian consumers for entry points to and exit points from PJSCU "2 " ve©| v° C
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Figure 5-31: Average general tariffs for natural Figure 5-32: Tariffsfor natural gas
gas transportation throughtrunk and transportation through trunk pipelines for
distribution pipelines to Ukrainianconsumers  7° entry pointsto and exit points from the GTS,
uUsSD/tcm ™

Revenue and financial performance of the Operator of the natural gas transmission system

The main factor influencing the revenue of the GTS Operator (Ukrtransgaz PJSC) is the volume
of transit of natural gas through the territory of Ukraine. At the same time, from 2014 to 2016,
provided the growth of transit volumes was sustained, the net loss of Ukrtransgaz PJSC
increased by almost 8 times gfrom UAH 777 miIn to more than UAH 6 bin (Figure 5-33).

The revenues Ukrtransgaz PJSC in 2016 received from the transportation of natural gas
amounted to UAH 36,864,810 thousand, including:

Natural g as transit services g UAH 19,892,415 thousand;

Natural g as transportation by main gas pipelines g UAH 9,833,747 thousand,;
Services of UGSqUAH 1,346,839 thousand;

Revenue from power distribution (cross -border points) g UAH 4,671,857 thousand;
The revenue from balancing the system gUAH 950,763 thousand;

Other products, goods, works and services gUAH 169,188 thousand.

70 Resolution of NEURC No3159 dated 29.12.2015
" Resolution of NEURCNo 3158 dated 29.12.2015
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—— Volumes of natural gas transit, bcm
Revenue from main activity, min UAH

I Revenue of Naftogaz of Ukraine NJSC from
transportation, distribution
and storage of natural gas

Including revenue from transit of natural gas

82 2 78,720.0
67.1
62.2 38,387.6 -
51,548.0
25,030.1 .
14,265.6
25,658.0 61,393.9
45,470.6
2014 2015 2016
-777.0 2014* 2015 2016
-4,307.2
24,629.0
I Net profit, min UAH 6,136.3 19,024.0 :
4,462.0
2014 2015 2016
Result of the segment, min UAH
Figure 5-33: Revenue from operating activities Figure 5-34: Revenue and financial

and net profit (loss) of Ukrtransga z PJSC7? performance of Naftogaz of Ukraine NJSC from
transportation, distributionand storage  of

natural gas in 2014 -2016 3

Thus, Naftogaz of Ukraine NJSC being an integrated structure, which included, as of 2016, the
GTS Operator, the operations on transportation, distribut ion and storage of natural gas w ere
profitable (Figure 5-34).

Due to the lack of information from extractive companies, payments for t he transportation of
natural gas were not reconciled under the EITI Report. Only 11 oil and gas companies provided
at least partial information on physical volumes and costs of transportation of natural gas.
Thus, according to the obtained data, these companies spent UAH 174.4 min on transportation
of 1,099. 6 mcm of natural gas, the bulk of which was received by Ukrtransgaz PJSC g
UAH 108. 2 min (Table 5-16). In addition, five extractive companies paid UAH 29.5 min to
Ukrtransgaz PJSC for the provision of other services related to the transportation of natural
gasin 2016 (Table 5-17).

Natural gas extracted i n the territory of Ukraine is pumped into the gas transmission system,
including underground gas storages, and it is not possible to determine the routes of its
transportation in the sense of the EITIstandard.

"2Financial Statements of PJSC Ukrtransgaz for 2014 -2016 : http://utg.ua/utg/about _-company/reports. html

Annual Report of Naftogaz of Ukraine NJSC for 2015 -2016, Concolidated Financial Statements of Naftogaz of Ukraine NJSC for
2014 -2016

http://www.naftogaz. com/www/3/ nakweb.nsf/0/C4775D 2495121A4AC2257A D90051F66D?0penDocument&Expand=1&
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Table 5-16: Costs of natural gas transportation in 2016

Name of payer company

Physical volumes of
transportation of
natural gas
extracted by the
company, mcm

Total costs of
transportation of
natural gas extracted
by the company, UAH
thousand (without

Name of company that
provided transportation of
extracted natural gas

VAT)
Kub-gazLLC 22.765 1,274.840 |Ukrtransgaz PJSC
Joint activity agreement of
iﬂlll Og%?; thﬁﬂzzegd'iln 9t|7ty 2.517 1,664.200 |Ukrgazvydobuvannia PJSC
GazMDS LLC 24253556
Nadra-Geoinvest LLC 87.793 58,040.500 |Ukrgazvydobuvannia PJSC
Ukrnafta PJSC 562.274 85,790.833 |Ukrtransgaz PJSC
Energiia-95 LLC 90.055 na|Ukrtransgaz PJSC
Eggfgi \?rﬁ::‘r’:cl_el_gompa”y 41.900 6,501.900 |Ukrgazvydobuvannia PISC
52;*;2 f‘:'g\r/zl”li‘sr':;amia Lo 0.301 4.029 |Ukmaftohazinvest LLC
Ukrgazvydobuvannia PJSC 33.140 21,113.440 |Ukrtransgaz PJSC
Natural resources PrJSC 233.850 na/Ukrtransgaz PJSC
East Geological Union LLC 9.810 na|Ukrtransgaz PJSC
Zakhidnadraservis LLC 15.159 nalUkrtransgaz PJSC
Total 1,099.564 174,389. 742

Table 5-17: Other payments of extractive companies

to Ukrtransgaz PJSC in 2016

Amount of payment,
Name of payer company Purpose of payment UAH thousand
(without VAT)
Payment for non-compliance with natural gas
: 156.950
Kub-gazLLC guality parameters
Payment for residuals of natural gas 2.830
Paymentfor non-compliance with natural gas 179 944
quality parameters
Ukrnafta PJSC Paymentfor withdrawal and injection 11,462.012
Payment for withdrawal and storage 63.601
Paymentfor injec tion and storage 716.803
) Payment for communication services of 54 600
Se}]ftsogazvydobuvannla Upravlinnia Ukrgaztehzviazok Branch :
r
Payment for storage of natural gas 14,645.600
) Payment for injection and storage of natural gas 1,242.200
Energy Service Company - -
Esco-Pivnich LLC Paymentfor non-compliance with natural gas 327 900
quality parameters
Paymentfor injection of natural gas 737.360
Natural resources PrJSC Payment for storage of natural gas 446.950
Payment for withdrawal of natural gas 658.560
Total 29,453.110
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5.2.6.2 Transportation of oil

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

Ukraine has an oil pipeline transportation system which enables oil transportation from
domestic production facilities to domestic refineries, as well as transit of oil to  other countries,
mainly to the EU countries. The Operator of the trunk oil pipelines system is Ukrtransnafta
PJSC, 100% shares of which belong to Naftogaz of Ukraine NJSC.

According to Naftogaz of Ukraine NJSC, the Ukrainian trunk oil pipelines system includes 19 oil
pipelines with a total length of 3,506.6 km, 51 oil pumping stations (OPS) and the sea oil
terminal Pivdennyi. The input capacity of the system is 114.5 miIn tonnes/year, and the output
capacity is 56.3 min tonnes/year. The total nominal capacity of tank farms in the trunk oil
pipelines system is 1,083 tcm. The simplified scheme of the Ukrainian trunk oil pipelines in
relation to the main infrastructure  facilities (refineries, marine oil terminal and cross -border
points) is shown below. (Figure 5-35).

Belarus

") Russia
Poland
Kyiv —
A
Drogobych refinery Lysychansk reﬁrv
Kremenchug refinery {
* - \\

Hungary

Ve

Moldova
Romania

Kherson refinery

ea Terminal
k q
q

Figure 5-35: Scheme of main trunk oil pipelines of Ukraine 7#

The terminal Pivdennyi is designed for reception, shipment and transportation of oil via the
trunk oil pipelines of Ukraine. The capacity of the terminal Pivdennyi is 14.5 min tonnes/year,
with the possibility of extension to 45 miIn tonnes/year. Tanker deadweight is up to
150 thousand tonnes. The reservoir park capacity is 200t cm.

The structure of Ukr transnafta PJSC includes 3 branches: Druzhba Main Oil Pipelines (oil

7 Annual Report of Naftogaz of Ukraine NJSC for 201 6
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transportation to Drogobych refinery and Naph tokhimik Prykarpattya ), Prydniprovski Main Oil
Pipelines (Lisichansky Refinery (suspended as of 2016) and Kremenchuh Refinery) and
Pivdenni Main Pipelines (Kherson Refinery (suspended in 2005) and Odessa Refinery
(suspended as of 2016)).

2009 (9.0 [ X z5.0
2010 [10.0] XY 30.0
2011 7.0 25.0
2012 18.0
3.0
2013 | XY 18.0
2014 ‘ 16.9
2015 16.6

2016 |BERY 15.2
1.4

Transmission to refineries
in Ukraine, min tonnes

I Transit, min tonnes

Figure 5-36: Volumes of oil transpor ted and transit ed through the trunk oil pipelines of  Ukrtransnafta
PJSC in 2009 -2016 7

The historical dynamics of transportation volumes is shown in Figure 5-36. The main reason
for a significant decrease in domestic oil supply was the suspension of operations of a number
of domestic refineries in the 2000s, caused by regulatory conditions of that time and a
significant supply of petroleum products from Belarusia n and Russian oil refineries.

Tariffs for oil transportation

The current tariffs for oil transportation via the trunk  oil pipelines of Ukrtransnafta PJSC are
established by the Resolution of NEURCof 23.12.2016 No. 2362 . They are differentiated for
the main essential sections of oil pipelines. Tariffs in 2016, compared to 2015, have slightly
changed, in terms of both increase and decrease for the main sections of the pipelines
(Figure 5-38).

In addition to Ukrtransnafta PJSCin 201 6, transportation via the oil pipelines was carried out
by the subsidiary PrykarpatZahidtrans which runs the section of the Samara -Western Direction
pipeline (the total length is about 1100 km) and transports diesel fuel from Russia and Belarus
to the EU countries.

According to the information from open sources, the PrykarpatZahidtrans  SErenewed pumping
of diesel fuel in May 2016, the volume of pipeline supplies in the corresponding year amounted
to 860 thousand tonnes’®.

SSource: Annual Reports of Ukrtransnafta PJSCfor 2009 -2014 , Annual Report of Naftogaz of Ukraine NJSC for 2016
“®http :// integrumventures .com/ newsview/itogi 2016 ukrainskiy ryinok nefteproduktov vyiros na 9
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I Tariff 2016,

Novahraconneiy np s [ 244 UAH/tone netto
ynsky BE (without VAT)
State border of Ukraine -
LVDS-5S, ANP 39.7
State border of Ukraine - 87.2

Mukachevo NB

Figure 5-37: Tariffs for trans portation of petroleum products through the trunk pipelines of

PrykarpatZahidtrans SE”’

32km state border with Belarus 201.9
- Refinery in Odessa 181.7
MNT “Pivdenny" - Refinery 177.4
164.5

"Naftokhimik Prykarpattya”

PZD "Odessa"- Refinery 169.1
"Naftokhimik Prykarpattya” 158.6

MNT “Pivdenny" - Refinery 166.8
“Galichyna” 157

PZD "Odessa"- Refinery 160.1
152.2

“Galichyna”

N /N “M.Pavlivka” - 146
1473 L3260

Refinery in Odessa

NPC “Hnidyntsi"” - 144.8

Refinery - Refinery in Odessa 141.5
LVDS “Glinsko - 133.4

Rozbyshivska"- Refinery in Odessa 133.2

32km state border with
Belarus - Refinery 123.2
"Naftokhimik Prykarpattya” 119

32km state border with
- Refi 112.6
Belarus - Refinery 118.6

“Galichyna"
PZD "Odessa"- Refinery 107.9
in Kremenchuh 115.2
NPC “Dolyna” - 101.6
Refinery " Galichyna” 97.1

MNT “Pivdenny” - 101.3
Refinery in Kremenchuh 111.1
N /N “M.Pavlivka" - 53.4
Refinery in Kremenchuh 76,
NPC “Hnidyntsi"” - 52.2
Refinery in Kremenchuh 75,

LVDS “Glinsko - 411
Rozbyshivska"- Refinery 6‘7 6 Tariff 2016,
I\IJrE’CKr“eDrg(Iaynncah"uﬁ : UAH/tonnes netto
Refinery * Naftokhimik | 288 (without VAT)
Prylﬁarpattya" 52.8 Tariff 2015,
LVDS "Glinsko - 26.4 UAH/tonnes netto

Rozbyshivska" - NPC

“Hnidyntsi" 58.2 (without VAT)

Figure 5-38: Tariffs for oil transportation through trunk pipelines of Ukrtransnafta PJSC in 2016 78

"Source: Resolution of NEURCdated 09.07.2010 No 809

8 Resolution of NEURCNo 2362 dated 23.12.2016
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Revenue and financial performance of the Operator of oil transportation system
In 2016, Ukrtransnafta PJSC kept on demonstrating profit growth against the rising gross
income (Figure 5-39).

j i 2" v o @dSCievenug @ 2016 amounted to about UAH 3,505 min, which is 5.2% more
than in 2014. The net profit of the company in 2016 decreased somewhat gfrom UAH 1.6 bin
to UAH 1.5 bin.

= Volume of oil transportation and transit, min tonnes
Revenue from main activity, min UAH

18.0

16.9 16.6
w_z

3,330 3,505
2,876 2321

2013 2014 2015 2016

Net profit, min UAH 1.610.0
' ’ 1,519.3

688.7 =—— —

-54.0
2013 2014 2015 2016

Figure 5-39: Revenue from main activities and net profit of  Ukrtransnafta PJSC compared to
volumes of transit in 2016 7°

According to the information of Ukrtransnafta PJSC, total revenues from tr ansportation of oll
extracted in the te rritory of Ukraine amounted to UAH 126.4 min in 2016. The total volume of
oil transportation was 1,406 thousand tonnes, 345.4 thousand tonnes of whic h were
transported for Ukrnafta PJSC (Table 5-18).

According to the information of Ukrnafta PJSC, 1,327.1 thousand tonnes of oil were
transported in 2016, for which the company paid UAH 89.3 min (without VAT). The
Independent Administrator has no information on possible reasons of the discrepancy between
the data of Ukrtransnafta PJSC and Ukrnafta PJSC. Other extractive companies did not provide
information on transportation of oil extracted in the territory of Ukraine in 2016 for EITI
Report.

" Source: Annual Reports of PJSCUkrtransnafta for 2009 -2016
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Table 5-18: Routes and payments for oil transportation in 2016

Amount of Route of transportation Volumes of oil
Name of payer payment, UAH transportation, tonnes
company thousand (with
VAT)

Boryslav g Drohobych 104,786.4
Ukrnafta PJSC 30,816.890 |20ynaaHtalychyna Oil Refinery 215,911.7

Complex

Oriv g Drohobych 24,741.2

Hlynsko-Rozbyshivskag

Kremenchuh Refinery 92,1286
Ukrtainafta PISC 95,534.040 Hnidyntsi g Kremenchuh Refinery 545,849.0

M. Pavlivka g Kremenchuh Refinery 422,626.8

5.2.7 Exports and imports of oil and natural gas
There were no exports of oil of Ukrainian origin in 2016.

According to the State Statistics Service, the total amount of oil imports in 2016 amounted to
516 thousand tonnes in volume or USD 173.7 min in value. Kazakhstan was the main importing
country, covering about 97% of the total Ukrainian imports. Small volumes were also imported
from Romania, Russia and other countries .

173.7 168.1

Cost of imported
products, min USD

5.4 0.2 0.0

502.4

Volume of imported

products,
thousand tonnes

-------- 13.2 0.4 0.0

Total Kazakhstan Romania Russia Other

Figure 5-40: Imports of o il, by countries in volume and in value &

No natural gas of Ukrainian origin was exported in 2016.

According to the State Statistics Service, the total volume of natural gas imports in 2016
amounted to 10.9 bcm and its value was USD 2190.8 min. Natural gas was imported mainly

8Data of SSSU: http://www.ukrstat.gov.ua/
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from Switzerland 8 and Germany, France, as well as Great Britain and Poland.

2,190.8

654.8 507.4

Cost of imported
products, min USD

397.1
166.7 147.3 3175

Sz

2.5

Volume of imported

products, bcm

Total Switzerland Germany France Great Britain Poland Other

Figure 5-41: Imports of natural gas, by countries in volume and in value &

Summary:

The volumes of oil and natural gas extraction in 2016 failed to meet the domestic needs of
the country in these resources. Consequently, no oil or natural gas was exported during
2016. In 2016, oil imports increased by almost 2 times compared to 2015, while natural gas
imports decreased by 5.5 b cm.

The situation with the extraction of natural gas was stabilized, the volume of production in
2016 increased by 129 m cm compared to 2015, and amounted to 20,037 m cm.

The volumes of oil extraction continued to decrease. The percentage of proven non -depleted
fields is 26.5%, while 39.2% are proven reserves. However, further exploration is complicated
by the rapid drop in oil prices and as a consequence, the suspension of investment programs.

81 Looks like itis the country of gas trader registration, not the origin of gas.
82Data of SSSU: http://www.ukrstat.gov.ua/
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5.3 Mining of iron ores

5.3.1 The role of the state iniron ore s mining industry

In iron ore s mining the private sector prevails. The state is represented in the sector by the
Directorate of Kryvy i Rih Mining and Enrichment Complex of Oxidized Ores (KGZKOR SE,
Ukrainian Geological Company SE, Pivdenukrgeologiya SE

The state enterprise Directorate of Kryvyi Rih Mining and Processing Plant for Oxidized Ores
was designed to be a mining company, however since its construction is not finished, it is
engaged in technical testing and research. According to information from the Higher
Commercial Court of Ukraine, the plant is in a state of rehabilitation, which was initiated by a
decision of the economic court of Kirovohrad region dated June 16, 2009 .

Directorate of KGZKOR SEis under the management of the Ministry of Economic Development
and Trade of Ukraine, which is the main manager of funds under budget programs designed to
support the operations of the enterprise .

Table 5-19: Uses of funds under individual budget programs in iron ore s mining industry ,
UAH thousand 23

General-purpose fund

Name of bufget program
9¢t prog Allocated funds Fures ?‘Ct“a”y gz
during 2016

Enhancing operations and viability of 23,850.00 23,850.00
KryvyiRih Mining and Enrichment
Complex of Oxidized Ores

Ukrainian Geological Company SEand Pivdenukrgeologiya SEare under to the State Service of
Geology and Subsoil of Ukraine. Their core operations are geo-exploration.

5.3.2 Iron ore s reserves

In the territory of Ukraine, the reserves of iron ores are concentrated mainly on the Ukrainian
crystalline shield, which in turn is divided into the following deposits areas: Kryvy i Rih and Kerch
iron ore s basins, Kremenchuh, Bilozirske and Mariupol iron ore s regions.

A shallow precipitation of iron ores is the main feature of Kryvyi Rih iron ore s basin, so surface
mining predominates . In the southern and northern parts of the basin , rich ores include brown
iron ores, but they are not mined.

The rich ores of the Pivdenn o-Bilozirske deposit located in Bilozirsk ore district are mined
underground.

On the territory of Kerch iron ore s basin, there are two groups of deposits of brown iron ores.
The southern group is partially developed, however the deposits have been preserved since
1992 . The actual geological information on these deposits is not available, as they are located
in the territory of Ukraine that is not under control  of Ukrainian authorities .

Overall, according to the geological -industrial typology, iron ores of U kraine belong to the

8 The State Treasury Service of Ukraine : http://www.treasury.gov.ua/main/doccatalog/document?id=359221
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following categories: ferrugi nous quartzites, rich magnetite -hematite -matrtite ores and e olithic
brown iron ores.

The Geology Service maintains official accounting records for the balance sheet reserves of
iron ores for 60 Ukrainian dep osits. As of 01.01.2017, the balance sheet category A + B + C1
reserves amounted to 19,725.9 min tonnes, C2 category g7,367.0 min tonnes.
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Figure 5-42: Geographical location of iron ore s deposit areas

Kirovohrad,

Crimea AR; 340.0, 1.7%

868.7;4.4%

Donetsk;
283.5;1.4%

Zaporizhzhia,
2,490.9,12.6%

Dnipropetrovsk,
_— 10,321.8,52.3%

Poltava, 5,420%
27.5%

Figure 5-43: Iron ores reserves, by regions of Ukraine, min tonnes®

84 Data of Geoinform of Ukraine SRPE, The State Balance Sheet of Minerals of Urkaine 2017
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The largest reserves of iron ore s are localized in Dnipropetrovsk region and cons titute 52% of
category A + B + C1 balance sheet reserves of Ukraine, or 10,321.8 min tonnes. Poltava region
accounts for 28% of iron ore s reserves, or 5,420.9 min tonnes. In Zaporizhya region
2,490.9 min tonnes of reserves are located.

5.3.3 Significant e xplorations
During 2016, exploratory work was continued on such fields of deposits

Brovarkivska, Zarudenskaya, Kharchenkivska, Vasylivska areas in Poltava region (the
works were carried out by Poltava Mining and Processing Plant PJSO);

Mykolaiv area in Kirovograd region ( Mykolaiv Stil LLC);

Lozuvatska area in Kirovograd region (Lozuvatske St il LLC);

Orekhivske area in Kirovograd region (Orekhivske Stil LLC);

Chervonofedorivske area in Kirovograd region (Chervono fedorivske Stil LLC);

Proletar ske area in Kirovograd region (Proletarsk e Stil LLC);

Area Kirov Rudnyk in Artem mine field in Dnipropetro vsk region (ArcelorMittal Kryvyi

Rih PJSC, permission for geological study, including for pilot commercial development
as of January 14, 2016 was canceled) .

Exploration works are also carried out by Pivdenukrgeologiya SE on the four sites that are

currently suspended. For the first site gthe Gulyaypole field of ferruginous quartzites athe
reserves of iron ore s are calculated and approved by the categories B + C1, but there is a need

for additional exploration of the Northern  Career area. The second suspended object g
Valyavkynske deposit grequires additional geological exploration . Popelnastivske deposit is the

third suspended object and also requires additio nal exploration since its feasibility is not

proven. For the fourth object gChortomlyk deposit g exploration and identification of optimal

conditions for development and enrichment of minerals is needed.

Exploration has been carried out by Ukrainian Geological Company SEsince 2006 . The objects
under exploration are three iron ores shows g Pischanske, Saranske, Baibuzivske gwhich are
located in the Middle Pobuzhya area. These shows are closely located, they have significant
reserves of iron ore s at shallow depths. The total reserves of ore s in the three shows are
estimated at over 1 bln tonnes. However, due to insufficient financing, the work s are currently
suspended.

5.3.4 Information on special permits for use of subsoll

According to publicly available information provided by Geoinform of Ukraine SRPE, in 2016
there were 33 existing special permits for the use of subsoil for geological exploration and
extraction of iron ores .88

Among the special permits valid in 2016, the oldest ones were issued in 1996 (3 permits).
Among the existing permits for the use of subsoil the largest number was issued in 2001
(8 permits). According to the data of Geoinform of Ukraine SRPE, none of the special permits
valid in 2016 wasissued in 2008 g2016 .

% Data of Geoinform of Ukraine SRPE The State Balance Sheet of Minerals of Urkaine 2017

8 Calculated by the Independent Administrator on the basis of the publicly available information of the Geology Service (Geoinform
of Ukraine SRPB

87 The data do not include 1 permit which was suspended in 2015, and as of November 7, 2017 recognized by Geoinform of Ukraine
SRPE as invalid
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Figure 5-44: Special permits for the use of subsoil (ironore  s88)in Ukraine effective in 2016, by year
of issuance 8°

Data of Geoinform of Ukraine SRPE show that 82%, or 27 special permits were issued for the
purpose of mineral mining and 18%, or 6 special permits were issued for geological study of the
depths.

Table 5-20: Special permits effective in 2016, by types of use of subsoil (iron ore s)

Type of use of subsoil Number of
permits , pcs.
Geological exploration of the depths 1
Geological exploration of the depths , including pilot commercial development of
deposits of minerals of national importance 5
Extraction of minerals ( commercial development of deposits) 27
Total 33

Kirovohrad; 2; 6.1%

Zaporizhzhia;
3;9.1%

Dnipropetrovsk;
18; 54.5%

Poltava; 10;
30.3%

Figure 5-45: Special permits for the use of subsoil for iron ore s mining, by regions of Ukraine
(effective in 2016)

8 |n this section of the Report the term "iron ore" refers to the following categories: iron quartzite, iron ore, quartzite, ferritic
magnetite quartzite, magnetite quartzite ore, iron ore quartzite ore, rich iron ore
8 According to the data of Geoinform of Ukraine SRPE

Page 73 of 352



EY EITI Report of Ukraine 2016

The distribution of the existing permits for the use of subsoil for the extraction of iron ores
shows that the Dnipropetrovsk region has the largest share g55% or 18 permits. 10 permits,
or 30%, were issued for Poltava region. Significantly fewer permits for subsoil use a re issued in
Zaporizhya and Kirovograd regions g3 permits (9%) and 2 permits (6%) respectively.

5.3.5 Volumes of iron ore s mining

According to data from Geoinform of Ukraine SRPE, in 2016 11 enterprises produced iron ore s
in the territory of Ukraine. T otal mining volumes of iron ores amounted to 164 min tonnes.
Compared to the previous year, mining decreased by 8 min tonnes.

179.1 177.4 176.1
159 170.3 T 167.9 171.7 172

164
I I I | I I I I I I I

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Figure 5-46: Dynamics of iron ore s mining in 2006 -2016, min tonnes®°

According to the data of Geoinform of Ukraine SRPE, the iron ores are mined in four regions of

Ukraine. The highest percentage of mining (69%, or 113.1 min tonnes) is in Dnipropetrovsk
region. In Poltava region in 2016, 40.9 min tonnes of iron ore s were extracted. Kirovograd and

Zaporizhzhya regions are characterized by significantly lower mining levels: 3%
(5.7 min tonnes) and 3% (4.4 min tonnes) respectively .

Kirovohrad; Zaporizhzhia;

5.7:3.5% \‘ 4.4:2.7%

Poltava;
40.9; 24.9%

Dnipropetrovsk;
113.1;68.9%

Figure 5-47: Volumes of iron ore s mining, by regions of Ukraine, min tonnes °!

% Geoinform of Ukraine SRPE Yearbook of Mineral Resources of Ukraine 2017
9 Data of Geoinform of Ukraine SRPE The State Balance Sheet of Minerals of Ukraine 2017
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During 2016 , iron ore s mining was carried out in 6 mines and 13 quarries.

According to the data of Geoinform of Ukraine SRPE, in 2016 the companies Krivoj Rog’s iron -
ore combine PJSC, mine for underground ores mining of ArcelorMittal Kryvyi RihPJSC, Sukhha
Balka PJSC extract ed rich ores and magnetite quartzite by min ing in the Kryvy i Rih basin. The
companies Ingulets Iron Ore Enrichment Works PrJSC, Southern mining factory PJSC, Northern
Iron Ore Enrichment Works PrJSC and ArcelorMittal Kryvyi Rih PJSC produced magnetite and
oxidized quartzite in an open way. Central Iron Ore Enrichment Works PrJSC applied both
mining and quarrying methods .

Table 5-21: Companies of iron ore s mining industry , deposits and mining volumes in 2013 §2016 %2

Raw ore extraction , thousand tonnes
No Company Deposit
2013 2014 2015 2016
1 AreslorMittal Kryvyi  |/Artem mine field 653.0 695.0 790.0 755.0
Rih PJSC (former Kirov mine)
Pivdennyi career 255.0 136.0 n/a®3 n/a
C¥-¥; 7" -¥" 8916.0 9,035.0/ 8,983.0| 8,764.0
deposit
Valyavkynske 15,243.0 14,900.0, 14,321.0| 11,679.0
deposit
2 Vostok-RudaLLC Zhovtorichynske 583.0 412 .0 28.0 n/a
deposit
3 Mariupol Saksahanskedeposit 655 .6 512.8 597 .7 546 .1
Metallurgical Plant (Pivnichnyi career)
PJSC
4 SukhaBalka PrJSC |Yuvileina mine 1,785.0 1,746 .0/ 1,782.0 1,641 .6
Frunze mine 1,123.0 1,086.0{ 1,094.0 988.7
5 Central Iron Ore Velyka Hleyuvatka 5,865.0 5,861.0/ 5,435.0| 4,828.0
Enrichment Works deposit
PrJsc
Ordzhonikidze mine 1,318.0 1,230.0/ 1,205.0| 1,312.0
Petrivske deposit 5,817 .0 5,780.0/ 5,427.0| 4,081.0
Artemivske deposit 1,450.0 1,523.0/ 1,621.0| 1,660.0
6 Ingulets Iron Ore Inhulets deposit 32,388.0 31,687 .0| 28,093.0| 27,368.7
Enrichment Works
PrJsc

2 Yearbook of Mineral Resources of Ukraine 2017
% No extraction in 2015, the company was developing the ores that had been previously lost when the underground method was
used
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Raw ore extraction , thousand tonnes
No Company Deposit
2013 2014 2015 2016
7 Southern mining Sklevatsko- 24,602 .0 23,944 0| 24,264 .0 | 25,823 .4
factory PJSC Mahnetytve deposit
8 Northern Iron Ore Pervomaysk deposit | 22,111 .0 20,112 .0/ 19,740.0| 17,129.0
Enrichment Works
Prisc Hanivske deposit 9,530.0 8,736.0, 8,240.0| 7,806.0
9 KrivojRog siron -ore |Lenin mine 1,236.0 1,389.0| 1,462.0 1,200.0
combine PJSC
Hvardiiska mine 1,064 .0 1,356.0/ 1,317.0| 1,340.2
Oktyabrska mine 1,077.0 1,194.0/ 1,326.0| 1,187.8
Rodina mine 1,812.0 1,536.0/ 1,049.0 1,233.5
10 | The foreign Pivdenno-Bilozerske | 4,340.0 4,321.0/ ,4,449.0| 4,220.0
investment deposit
enterprise in the
form of PrJsSc Pereverzivske 22.0 60.0 60.0 138.0
Zaporizhzhiairon deposit
ore industrial
complex
11 | Ferrexpo Poltava Horishnye- 22,660.0 28,876 .0| 24,623.0| 27,864.0
mining PrJSC Plavnivske-
Lavrykivske deposit
Yerystivske deposit 6,518.0 9,162 .0| 14,197.0| 12,989.0

5.3.6 Exports and imports of iron ore s and its processing products

According to the data provided by SSSU, in 2016 exports of iron ores and concentrates
decreased by 14% compared to the previous year and totaled 39.2 min tonnes, of which non -
agglomerated ores amounted to 24.1 min tonnes, and agglomerated ores - 15.1 min tonnes.

The total exports of ores and c oncentrates of iron (nhon -agglomerated) amounted to
24,091.6 thousand tonnes with the value of USD 936.4 min. Their exports, as well as the
export of agglomerated iron ores, are diversified by the partner countries. The largest volume
was exported to China, significantly less volume of ores and non-agglomerated concentrates
was exported to Poland, the Czech Republic and Slovakia, and relatively small volumes gto
Romania, Austria, Serbia, and Hungary.

Ukraine's trade in the international market of agglomerat ed ores was in smaller volumes. In
2016, the export of agglomerated ores and concentrates of iron was 15 ,111.7 thousand
tonnes (UAH 890.8 min). The largest volume of exports was to China and Austria, somewhat
smaller volumes of iron ore s were exported to Germany, Japan, Serbia, and Slovakia.
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Figure 5-48: Export sof iron ores and concentrates (non -agglomerated), by countries in volume and
in value®*
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Figure 5-49: Exports of iron ores and concentrates (agglomerated ), by countries in volume and in
value®®

The imports of non-agglomerated ores and concentrates of iron ores in 2016 amounted to
1,685.9 thousand tonnes (USD 70.7 min). Almost all non-agglomerated iron ores (about 99%)
were imported from Russia, and insignificant portion of the total from other countries .

9 Data of SSSU. http://www.ukrstat.gov. ua/
%Data of SSSU: http://www.ukrstat.gov.ua/
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Figure 5-50: Imports ofiron ores and concentrates ( non-agglomerated), by countries in volume and
in value®®

78.8 thousand tonnes of agglomerated ores and iron concentrates worth UAD 5.3 min were
imported in 2016 . Almost all imports (about 100%) came from Russia and only insignificant
portion from other countr ies.
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0.0005
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0.0002—
Total Russia Other

products, thousand tonnes

Volume of imported

Figure 5-51: Imports of iron ores and concentrates (agglomerated), by countries in volume and in
value®’

%Data of SSSU: http://www.ukrstat.gov.ua/
9Data of SSSU: http://www.ukrstat.gov.ua/
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Summary:

The reserves of iron ore sin Ukrainian territory are concentrated in Kryvy i Rih and Kerch iron
ores basins, Kremenchuh, Bilozirsky and Mariupol iron ore s areas.

In 2016, total mining volumes of iron ore s amounted to 164 min tonnes. Compared to the
previous year, mining decreased by 8 min tonnes.

In 2016, Ukraine continued to export iron ores and concentrates ( agglomerated and non-
agglomerated), although the total exports decreased by 14% compared to the previous year
and amounted to 39.2 min tonnes.
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5.4 Mining of titanium ores

5.4.1 The role of the state in titanium ores mining industry

In the titanium -containing ores extraction sector, the state is represented by United Mining and
Chemical Company PJSC, which is under the management of the Ministry of Economic
Development and Trade of Ukraine. The company was established in 2009, and in 2 014,
Irshansk Mining and Processing Plant and Vilnohirsk Mining and Metallurgical Combine, which
were previously under the Crimea Titan company, were transferred under PJSC United Mining
and Chemical Company.

PJSC United Mining and Chemical Company is the successor of the United Mining and Chemical
Company SE, which ceased to exist in December 2016 following its corporatization. Then the
company issued 2 bin shares, 1 UAH each. In September 2016, the Cabinet of Ministers of
Ukraine included the company in the list of enterprises subject to privatization. The next step
is to be setting up a supervisory board and transferring the enterprise under the State Property
Fund for further privatization .%

5.4.2 Titanium ores reserves

Ukraine has significant reserves of titanium ores, including explored ones. According to the
Geology Service estimates, the reserves include apatite -ilmenite deposits, alluvial continental
deposits, ancient marine placer deposits of rutile -zircon-ilmenite (polymineral) composition,
exogenous residual ilmenite deposits in the weathering crust.

In Ukraine, titanium -containing ores are extracted from scattered deposits. IImenite
predominates in reserves and extraction, and the reserves of rutile are limited.

Currently, 14 deposits are being developed in Ukraine.

l[Imenite;
5900;
70.2%

Figure 5-52: Titanium ores reserves in Ukraine in 2016 , thousand tonnes %°

% Web-site of United Mining and Chemical Company PJSC:

https://umcc.com.ua/news/570/obednana_g%D1%96rnicho_h%D1%96 m%D1%96chna_kompan%D1%96ya_usp%D1%96shno_zave
rshila_korporatizats%D1%96yu

% Data of the US Geological Survey: https://mi_nerals.usgs.gov/minerals/pubs/mcs/2017/mcs2017.pdf
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Further inf ormation on titanium ores reserves in Ukraine is not publicly available, as such data
are state secrets and not subject to disclosure.

5.4.3 Significant explorations

According to the data of Geoinform of Ukraine SRPE the exploration works in 2016 was
conducted with the participation of three enterprises: Zhytomyrbu rrozvidka LLC,
Pivdenukrgeologiya SE, Donetskgeologiya SRGE

The exploration works on Paramivsk field started back in 2003. The findings of the exploration
constitute a basis for approval of the constant conditions parameters for estimation of titanium
ores deposits. In 2016, geological prospecting works on this field continued with the
participation of Zhytomyrburrozvidka LLC.

In 2016, Pivdenukrgeologiya SE carried out exploration works on Pokrovo -Kyryivsky show of
complex vanadium-bearing titanomagnetite ores. Donetskgeologiya SRGE carried out
geological exploration works on Yantarivska prospect area, including Andriivsky and
Uspenivsky alluvial deposit. The work was also carried out on the Krasnorichynske deposit of
ilmenite ores with the participation of Zhytomyrbur rozvidka LLC.

5.4.4 Information on special permits for use of subsoil

According to the data of Geoinform of Ukraine SRPE the total number of existing special
permits for the geological exploration and extraction of titanium -containing ores in 2016
amounted to 15, 100,101

Special No special No special Special No special Special Special
i permit i permits i permits i permits i permits i permit i permits
! issued i issued ! issued i issued i issued i issued i issued

i i A i i i i i

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Y Yy Y vy Y Y Y A

2 2 o 0! 0! 1i o 0}
Specialg Speciali  Nospeciali No speciali No special Special i No speciali No special i
permits permits permits | permits i permits permit § permits | permits i
issued: issued! issued ! issued! issued: issued i issued ! issued:

Figure 5-53: Special permits for the use of subsoil (titaniu m ores) in Ukraine effective in 2016, by
year of issuance

190 The data do not take include 1 permit, whose validity was suspended in 2015, and as of November 7, 2017, recognized by the
Geoinform of Ukraine SRPE as invalid.

101 Calculated by the Independent Administrator on the basis of the publicly available information of the Geology Service
(Geoinform of Ukraine SRPE).
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Among the permits valid in 2016, the oldest one was issued in  2001. The largest number of the
permits for the use of subsoil that were valid on 2016 was issued in 2013 (4 permits.) In 2016,

permits for the use of subsoil for the purposes of geological exploration or extraction of
titanium -containing ores were not iss ued.

According to the data of Geoinform of Ukraine SRPE 80% of the special permits (12 permits)
for the use of subsoil (titanium ores) during the year 2016 were issued for the purpose of
extraction of minerals (commercial development of deposits). 20% (3 permits) of the special
permits issued for the purpose of geological exploration of the subsoil, including 2 special
permits for the geological study of the subsoil and pilot and commercial development of mineral
deposits of national importance.

Table 5-22: Special permits effective in 2016, by types of use of subsoil (titanium ores)
Type of use of subsaoil Numbe_zr 9
permits

Geological exploration of depths 1
Geological exploration of mineral resources, including pilot commercial development of
nationally significant deposits 2
Extraction of minerals (commercial development of deposits) 12
Total 15

The distribution of the existing permits by the regions of Ukraine shows thatthe largest number
of permits are issued for objects located in Zhytomyr region (8 permits), or 54%. In
Dnipropetrovsk and Kirovograd region there are fewer special permissions g3 (20%) and 2
(13%) respectively.

Other; 2; 13.3%

Kirovohrad; 2;
13.3% Zhytomyr;
8;53.3%

Dnipropetrovsk;
3; 20.0%

Figure 5-54: Special permits forthe use of subsoil (titaniumores), by regions of Ukraine (effective in
2016)
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5.4.5 Volumes of titanium ores mining

In 2016, 7 enterprises produced titanium -containing ores in Ukraine. They include two large
mining companies, which belong to United Mining and Chemical Company PJSC.

Branch Irshansk Mining and Processing Plant which produces ilmenite concentrate,
which is a raw material for the production of pigment titanium and titanium sponge, and
Branch Vilnohirsk Mining and Metallurgical Combine which produces ilmenite and r util e
concentrate. llmenite concentrate from Malyshevsky deposit is a raw material for the
titanium sponge and partly for the rutilisation of ilmenite.

In addition, several smal | private enterprises in the sector

Valki llmenite LLC - limenite develops Valky-Gatskivske deposit and produces ilmenite
concentrate.

Demurinsky Ore Mining and Processing Plant LLC develops the Ovchansky loose deposit
of titanium -zirconium ores.

Mezhyrichensk Mining and Concentration Complex LLC produces ore at Mezhirichenske
field glsakivska and Pivdenna areas gand produces ilmenite concentrate, which is a raw
material for the further production of titanium dioxide.

Industrial and Commercial Firm Velta LLC operates on Birzulovsky deposit.

Kolorovi Metaly LLC with foreign investments is developing a man-made deposit of
zircon-rutile -ilmenite ore sands gBalka Kruta, namely of its Western and Eastern areas.

According to the information of the Geol ogical Survey of the United States, the volume of

production of titanium concentrate s in Ukraine in 2016 amounted to 440 thousand tonnes,
which was 6.7% of world volume. In 2016, United Mining and Chemical Company PJSC sold
376 .9 thousand ton nes of titanium concentrate s for the total amount of UAH 1,671.7 min. Of
these, 219.7 thousand titanium concentrates were exported .1%?

I Volumes of titanium concentrates production in the world
Volumes of titanium concentrates production in Ukraine

5860
Imenite

— 350

743
Rutile

-90

Figure 5-55: Volumes of titanium concentrate s production in Ukraine and in the world in 2016,
thousand ton nes 1%

192 The information is received from PJSC United Mining and Chemical Company for the EITI Report.
193 Data of the US Geological Survey: https://minerals.usgs.gov/minerals/pubs/mcs/2017/mcs2017.pdf

Page 83 of 352



https://minerals.usgs.gov/minerals/pubs/mcs/2017/mcs2017.pdf

EY EITI Report of Ukraine 2016

5.4.6 Exports and imports of titanium ores

463.4 thousand tonnes of titanium ores and concentrates were exported (USD 84.4 min) in
2016. In terms of volume, titanium ores were mostly supplied to Russia g 195.7 thousand
tonnes, fewer amount was exported to the Czech Republic (77.0 thousand tonnes), China
(69.1 thousand tonnes), the United States (42.9 thousand tonnes), Turkey (39.8 thousand
tonnes), and in relatively small volumes to France, Korea, Japan.

84.4

29.7

104 5.0 154 7.0 10.4

0.9 3.3 2.3

Cost of exported
products, min USD

Volume of exported

products,
thousand tonnes
o
=

Total Russia Czech China USA Turkey France Korea Japan Other
Republic

Figure 5-56: Exports of titanium ores and concentrates , by countries in volume and in value %4

Ukraine imported 0.16 thousand tonnes of titanium ores and concentrates in 2016 . Almost
99% of imports were from Senegal.

0095 0.087

Cost of imported
products, min USD

0.008

0.158
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0.002—-

Total Senegal Other

Figure 5-57: Imports of titanium ores and concentrates, by countries in volume and in value 0%

1%4Data of the SSSU: http://www.ukrstat.gov.ua/
%5 Data of the SSSU: http://www.ukrstat.gov.ua/
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Exports of titanium ores a nd concentrates considerably exceed their imports, so, in 2016
Ukraine was their net exporter.

Summary:

Ukraine has considerable reserves of titanium ores, including explored ones. According to
the data of Geoinform of Ukraine SRPE exploration works were carried out in 2016 by the
three companies: Zhytomyr burrozvidka LLC, Pivdenukrgeologiya SE, Donetskgeologiya
SRGE.

Titanium-containing ores are extracted from spreading deposits. llmenite predominates in
reserves and extraction, and the reserves of r utile are limited. Currently, 14 deposits are
being developed in Ukraine. During 2016, extraction was carried out by 7 enterprises.  The
sales volumes of titanium concentrates by the largest company of the industry ~ United Mining
and Chemical Company PJSC amounted to 376 .9 thousand tonnes in 2016 .

In 2016, the volume of exports of titanium ores and concentrates increased by 57%
compared to the previous year and amounted to 463.4 thousand tonnes. Import volumes
were insignificant.
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5.5 Mining of manganese ores

5.5.1 The role of the state in manganese ore s mining industry

Ukraine is the leading country in terms of the consumption and production of manganese
products, namely: ferromanganese, silicomanganese, metallic manganese.

Manganese ores deposits on the territory of Ukraine are developed by the three main
enterprises: Pokrovskyi GZK PJSC Marganets GZK PJSC and Landshaft LLC. No state
programs to support the production of manganese ores in 2016 not implemented.

5.5.2 Manganese ores reserves

Ukraine has significant reserves of manganese ores. The reserves are located in the north -
eastern part of the Black Sea Basin and form the Nikopol Manganese ore Basin. Nikopolsky
Basin includes three deposits of manganese ores: Fedorivske, Nikopolske and Veliko-
Tokmatske. Manganese ores occur at average depth of 40 -75 m. The minimum depth of
occurrence of minerals is 10 m, and the maximum depth is 140 m.

OrNAfQOBA KAPTA
POAOBMUW MAPFrAHUIO

Macwra6 1: 1 000 000
2017 p.

— S~ XN /S e

- J o Y e
& L \\,_y (—’
\ =
¢ N\ Bacunbiieca - N 4
YR NG € e
\; (/‘i B/ \
N L)
r = )
\ /
\ Hosomukonalexa ‘(’_,
= =
= & nokpoacske
r 7
( f
£ t
— »
e | { o
A Ly _—
\ q |
7 likisoke 4 ¥ . ‘1.} /
/ ‘_Pq J A‘ \/ \ L \ |
( fLUﬂAMOCXOSMQ{'%(M MAKCMKBIL { ) \ ryaninone
— AnocTonose A H ey I Re
= [} bl ._ T S FH:KonoanbKE cﬂu\m ACTMHA | N 3
\ \ e s
L~ K cEKE 3AX1 HA YACTUHA \ - =
c .—GEAOPIBCbKE ; \> PQQDP A \\ — \, pe. oﬁpam{m \ L =
/ o Fikoriohe \ \ -~ c
] \ ~d N i |
e 5 o ~ \ ~ .
| = /FBMCOK\O"W\"F g-HoeosoponLicexa {_K@w'aHka-fHinpoectka ( \ P f ~""§Q°”}9'~;\a ‘.\J)
/ p X f -+ > ]
YMOBHI NO3HAYEHHA
—
. - BenuKi pogoBuLEa « gl P
R
- cepefiHe PoAoBHLLE o Y s DeNMK
L PRAE POROBMLY -irfsepx Porawmic S
| | - Mane pogosuue \
BENMUKO-TOKMALIBKE- pogosuwa, wo pospobnalTecs | Jr/'\_',,g'—"‘/\
®ENIOPIBCBKE - pojosuuie, Wo He po3pobnsieTbes \~ ———

Figure 5-58: Location of manganese ores deposits in Ukraine 1%

According to the data of Geoinform of Ukraine SRPE the balance sheet reserves of manganese
ores in Ukraine are concentrated in the three fields of the Nikopol Basin and the Maximov Man -
made Deposit. As of 01.01. 2017, the reserves of manganese ores inthe category A+ B + C1
were 2,179.7 min tonnes, and in C2 category - 197.3 min tonnes. The off-balance sheet

106 Yearbook Mineral Resources of Ukraine 2017
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reserves of manganese ores accounted for 58.0 min tonnes.

According to the Geoinform of Ukraine SRPE the distribution of manganese reserves by types
of ores shows the predominance of rebellious carbonate ores g80% (1,743.3 min tonnes). The
reserves of light -enriched oxide ores are 13% (271.8 min tonnes). The smallest part of the
reserves is oxide-carbonate ores in the amount of 7% (158.3 mIn tonnes).

The distribution of the reserves by region shows that 73% (1,578.2 min tonnes) of them are
located in Zaporizhzhia region, 27% (595.4 min tonnes) in Dnipro petrovsk region, and less than
one percent in Kherson region g6 min tonnes.

Kherson;
6.0; 0.3%

Dnipropetrovsk;
595.4;27.3%

Zaporizhzhia;
1,578.2;
72.4%

Figure 5-59: Manganese ores reserves, by the regions of Ukraine, min ton nes”

5.5.3 Significant exploration s

According to the data of Geoinform of Ukraine SRPE during 2016 no significant explorations
were carried out.

The only object where exploration has been carried out in recent years is Novovorontsivske
deposit. The works here started with the estimation of promising resources of manganese ores
in 2007 - 2011. Later, in 2012, Pivdenukrgeologiya SE commenced a geological feasibility
study. However, in 2014, the facility was suspended.

5.5.4 Information on special permits for use of subsoil

According to the Geoinform of Ukraine SRPE in 2016 there were 4 1% special permits for the
use of mineral deposits for the extraction of manganese ores. All four special permits were

issued for the extraction of minerals (commercial development of deposits).  Special permits
existing in 2016 by the date of their issuance are those that were issued in 1996 g2 permits
and those issued in 2010 g2 permits. The distribution of regions is equal as well: two special

07 Data of Geoinform of Ukraine SRPE, The State Balance Sheet of Minerals of Ukraine 2017
198 Calculated by the Independent Administrator on the basis of the publicly available information of the Geology Service
(Geoinform of Ukraine SRPB.
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permits are issued for the objects in Dnipropetrovsk region, and two special permits gfor the
objects in Zaporizhzhya region.

5.5.5 Volumes of manganese ore s mining

The total volume of manganese ore s mined in 2016 amounted to 2,874.1 thousand tonnes,
which is 22% (800.8 thousand tonnes) less than in 2015, when the volume of mining amounted
to 3,674.9 thousand tonnes.

5.8
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Figure 5-60: Dynamics of manganese ores miningin 2007 -2016 in Ukraine, min ton nes!®®

According to the Geoinform of Ukraine SRPE the total volume of manganese ore s was
produced in 2016 in Dnipropetrovsk region.

Table 5-23: Companies of manganese ores mining industry , deposits and mining volumes in 2013 g

2016 10
Volumes of manganese ores mining, thousand
. ton nes
No | Company Deposit
2013 2014 2015 11t 2016 112
1 Pokrovskyi GZK PJSC |Nikopolske 2,237.0 2,268.7 2,339.0 1,608.1
(western part)
2 Marganets GZK PJSC |Nikopolske 1,204.0 1,176.2 1,335.9 1,187.0
(eastern part)
3 Landshaft LLC Maximov Man- 158.5 9.45 3 DY 79.0
made Deposit

199 Data of Geoinform of Ukraine SRPE The State Balance Sheet of Minerals of Ukraine 2017

110 According to the data provided by Geoinform of Ukraine SRPE

111 Bulletin The State Balance Sheet of Minerals of Ukraine as of 01.01.2016 , manganese ores, Issue 53. Geoinform of Ukraine
SRPE

112 Yearbook Mineral Resources of Ukraine 2017

113 No mining. Bulletin The State Balance Sheet of Minerals of Ukraine as of 01.01.2016, manganese ores, Issue 53. Geoinform  of
Ukraine SRPE
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5.5.6 Exports and imports of manganese ores

In 2016, 61 thousand tonnes of manganese ores and concentrates were exported at the cost
of USD 2.8 min. Exports were made to the following countries: Russia, Hungary, Slovakia,
Czech Republic, Poland. The volume of exports to Russia and Hungary was the largest g 24.1

and 22.3 thousand tonnes respectively.
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Figure 5-61: Exports of manganese ores and concentrates , by countries in volume and in value 4
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Figure 5-62: Imports of manganese ores and concentrates, by countries in volume and in value *1°

114 Data of the SSSU: http://www.ukrstat.gov. ua/
115 Data of the SSSU: http://www.ukrstat.gov.ua/
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957. 1 thousand tonnes of manganese ores and concentrates at the cost of USD 132 min were
imported in 2016. The largest importing country of manganese ores was Ghana @
388.9 thousand tonnes, somewhat less amount was imported from Russia (241.1 thousand
tonnes) and South Africa (214.4 thousand tonnes). In addition, relatively smaller volumes were
imported from Australia and other countries.

The imports of manganese ores and concentrates exceeded their exports, so in 2016 Ukraine
was a net importer.

Summary:

Ukraine has significant reserves of manganese ores, but the domestic needs are not satisfied
with domestic production. The total volume of manganese ores mining decreased by 22% and
was 2,874.1 thousand tonnes in 2016. There are three private sector enterprises in the
industry; the state is not directly or indirectly involved in the production of manganese ores.
There is no information on any government support programs for the manganese ore s mining
industry either.

In 2016, imports of mang anese ores and concentrates were higher than exports. Thus,
61 thousand tonnes of manganese ores and concentrates were exported at the cost of
USD2.8 min and 957.1 thousand tonnes were imported of USD 132 min value.
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5.6 Mining of fire clay s

5.6.1 The role of the state in fire clay s mining industry

There were no state budget programs to support the fire clay mining sector  during 2016.

5.6.2 Fire clays reserves

Ukraine has significant reserves of fire clay s. The main explored deposits are located in the
Dnipro-Donets depression, the Donetsk folded structure, the Ukrainian shield. The depth of
clays deposition ranges from 1 m to 60 m.

Geoinform of Ukraine SRPErecords 30 objects with fire clay s, 28 of which are deposits.
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Figure 5-63: Location of fire clay s deposits in the territory of Ukraine

According to the data of Geoinform of Ukraine SRPE as of 01.01.2017, the total balance sheet
reserves of fireclays~a 2}z xvaz]| ¥  V @61W6 @n fomes\afid¥in@2? z y
category g 367.6 min tonnes. Off-balance sheet reserves of fire clays were estimated at
137.7 min tonnes.
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Figure 5-64: Fire clays reserves, by the regions of Ukraine, min ton nes!!®

The distribution of fire clays reserves by region is uneven: 77% of the reserves or
474 min tonnes is located in Donetsk region. Significantly smaller part of balance sheet
reserves is concentrated in Dnipropetrovsk region g 10% or 59.8 min tonnes. Cherkasy and
Zaporizhzhya regions account for 45.5 min tonnes and 37.0 min tonnes respectively.

5.6.3 Significant exploration s

No significant exploration work was carried out in 2016. During 2011 -2015, geological
feasibility study of the Central section of the D on fire clay deposit was done.

5.6.4 Information on special permits for the use of subsoll

According to the data of Geoinform of Ukraine SRPE in 2016 there were 29 ¥’ permits for the
use of subsoil for the purposes of geological exploration and extraction of fire clay s.

Among the permits that were valid in 2016, the oldest special permit for the use of subsoil (  fire
clays) was issued in 1994, the largest number of special permits was issue d in 2013 a5 permits.
2 permits for the use of subsoil were issued in 2016.

116 Data of Geoinform of Ukraine SRPE The State Balance Sheet of Minerals of Ukraine 2017
17 Of them 11 special permits are issued for the use of for both exploration and extraction of fire clays and high-melting clay s
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Figure 5-65: Special permits forthe use o f subsoil (fire clay s) in Ukraine effectivein 2016, by year of
issuance

In terms of the purpose, special permits for the use of mineral resources for extraction of
minerals dominate g 23 permits or 79% of the total number of special permits valid in 2016.
Significantly less number of permits was issued for the geological exploration g3 permits, the
same number of special permits concerned geological ex ploration of subsoil, including pilot
development of mineral deposits of national importance.

Table 5-24: Special permits effective in 2016, by  types of use of subsoil (fire clay s)

Type of use of subsoil Numbgr &
permits
Geological exploration of depths 3
Geological exploration of mineral resources, including pilot commercial development of
nationally significant deposits 3
Extraction of minerals (commercial development of deposits) 23
Total 29

According to the data of Geoinform of Ukraine SRPE the objects for which the special p ermits
for use of subsoil (fire clays) were valid during 2016, were located in two regions: in Donetsk
region (28 permits) and Zaporizhzhya region (1 permit).

5.6.5 Volumes of fire clays mining

According to data of Geoinform of Ukraine SRPE the total volume of fire clay s mining in 2016
amounted to 5,414 thousand tonnes, which is 18% more than in 2015.
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Figure 5-66: Dynamics of fire clay s mining in Ukraine in 2007 -2016, thousand ton nes8

According to the data of Geoinform of Ukraine SRPE in 2016 fire clays were extracted on the
territory of Ukraine in the Donetsk and Zaporizhzh ya regions. The volume of fire clay sextracted
in Donetsk region amounted to 5,196.96 thousand tonnes, or 96% of the total extraction of
this type of clay in 2016. The extraction of fire clay s from fields located on the territor y of
Zaporizhzhya region was 217.4 thousand tonnes in 2016.

It should be noted that the information on the volume of extraction obtained from the
Geoinform of Ukraine SRPEand from the State Statistics Service is different. According to the
State Statistics Service 1*°, the amount of fire clay s extraction in 2016 was
6,7 70 thousand tonnes, which is 1,356 thousand tonnes less than according to the data of
Geoinform of Ukraine SRPE According to the State Statistics Service, 6,250 thousand tonnes
of fire clay s were extracted from the Donetsk region deposits. In addition, th e SSSU's
information shows that in 2016 fire clay swas also extracted in Vinnytsia and Ivano -Frankivsk
regions, however, quantitative data are not published because of the requirements of the Law

of Ukraine "On State Statistics" on confidentiality of infor mation. On the other hand, according
to the information of Geoinform of Ukraine SRPEthese regions have no reserves of fire clay s
and accordingly there are no special permits for the use of subsoil in 2016 in the territory of
these regions. According to th e State Statistics Service of Ukraine, fire clay swas also extracted
in 2016 on the territory of Cherkasy region, where there are reserves of fire clay s (according
to the data of Geoinform of Ukraine SRPE), but according to the publicly available informati on,
there were no valid special permits for the use of subsoil (fire clays) in 2016 in Cherkassy
region. The Independent Administrator has no information on the possible reasons for such
differences in the information of government agencies.

118 Data of Geoinform of Ukraine SRPE The State Balance Sheet of Minerals of Ukraine 2017

119 The information was received in response to an official request from the Independent Administrator submitted during the
preparation of the IEITIReport 2016
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5.6.6 Exports and imports of fire clays

The total exports of fire clay s amounted to 4,579.6 thousand tonnes at the cost of
USD170.1 min in 2016. The structure of exports was quite diversified, with Italy
(2,473 thousand tonnes) and Spain (1,057.1 thousand tonnes) having the largest share. A
slightly smaller amount of fire clays was exported to Russia (847.4 thousand tonnes) and
Poland (346.6 thousand tonnes).

170.1

Cost of exported
products, min USD

54.4
36.8

271 141 13.2 24.5

Volume of exported

products,
thousand tonnes

Total Italy Spain Russia Poland Turkey Other
Figure 5-67: Exports of fire clay s, by countries in volume and in value *2°

0.65 thousand tonnes of fire clay s was imported at a cost of USD 0.423 min in 2016. Imports
were made from three countries: the largest portion is Germany g 0,608 thousand tonnes,
Russia g0.041 thousand tonnes, Poland §0.001 thousand tonnes of products. In 2016, Ukraine
was a net fire clay s exporter, as the volume of exports exceeds the volume of imports.
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Figure 5-68: Import s of fire clay s, by countries in volume and in value?!

20Data of SSSU http://www.ukrstat.gov.ua/
21Data of SSSU http://www.ukrstat.gov.ua/
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Summary:

Ukraine has significant reserves of fire clays. There are 28 mineral deposits on the territory
of the country. The volume of fire clay s mining in 2016 increased by 18% and amounted to
5,414 thousand tonnes.

The analysis of extraction i ndicators identified that information on mining volumes obtained
from the Geoinform of Ukraine SRPEand from the State Statistics Service of Ukraine is
different. Thus, according to the State Statistics Se rvice, the volume of fire clays mining were
1,356 thousand tonnes less than that according to data of Geoinform of Ukraine SRPE

The total exports of fire claysamounted to 85% of the total mining g4,579.6 thousand tonnes
at the cost of USD 170.1 min in 2016 . It means that Ukraine satisfies its internal demand for
the mineral raw materials. Imports in 2016 were insignificant.
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5.7 Mining of high-melting clays

5.7.1 The role of t he state in high-melting clays mining industry

High-melting clays on the terri tory of Ukraine is extracted by two companies gLLC Rusynia,
LLC Keramik-Art. In 2016, there were no government support programs for extractive sectors.

5.7.2 High-melting clays reserves

The deposits of high-melting clays on the territory of Ukraine are | ocated within Dnieper -
Donetsk depression, the Transcarpathian depression, Donetsk folded structure, Volyn -Podilska
plate, the Ukrainian shield and on its slopes.

Among the regions where high-melting clays occur, the most promising area is Donetsk folded
structure and Dnipro -Donets depression, where the thickness of the layers varies from 0.6 m
to 63.5 m. In the territory of the Ukrainian shield and its slopes the thickness of the formation
of layers is up to 20.6 m. Clay s occur in the form of layers and lenses, whose capacity varies
from 0.3 to 27 m in the area of the Volyn-Podilska plate. In Transcarpathian intermountain
basin, the thickness of clay s layers is estimated at 0.5 - 18.9 m.
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Figure 5-69: Location of high-melting clays deposits on the territory of Ukraine

As of 01.01.2017, Geoinform of Ukraine SRPErecords 20 objects with high-melting clays
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reserves, 17 of which are the main deposits. Among the deposits (17 f ields and 3 objects of
recording), which are part of the State Fund of Minerals, only 4 deposits are being developed.

According to the data of Geoinform of Ukraine SRPE the balance sheet reserves of high-melting
claysas of 01.01.2017 in category A + B + C1 amounted to 83,299.45 thousand tonnes, in C2
category - 72,788.0 thousand tonnes. Off-balance sheet reserves of high-melting clays
amounted to 2,364.1 thousand tonnes.

The largest amount of the explored high-melting clays is located in Donetsk region §52.1 min
tonnes (63%). Zakarpattia region has considerably lower reserves g13.9 min tonnes (17%). In
the Luhansk region, 9.3 min tonnes (11%) of high-melting clays reserves are located.

__ Poltava;
Chernihiv; g 7. 0.8% Khmelnytsky;
Chernivtsi; e
1.7;2.0%
Sumy;
4.2:5.0%
Luhansk;
9.3:11.2%
Donetsk;
Zakarpattia, . -
13.9,16.7% 52.1;62.6%

Figure 5-70: High-melting clays reserves, by the regions of Ukraine , min ton nes'#?

5.7.3 Significant exploration s

According to the data of Geoinform of Ukraine SRPE there were no geological exploration
works on high-melting clays during the reporting period.

5.7.4 Information of special permits for the use of subsoll

According to the data of Geoinform of Ukraine SRPE?3, there were 15 special permits for use
of subsoil in 2016 for the purpose of geological exploration and extraction of  high-melting
clays.

The distribution of the existing special permits by the year of their issuance shows that the
oldest permit was issued in 1994. During the period from 2015 to 2016 the permits for the use
of subsoil for the extraction of high-melting clays were not issued.

122 Data of Geoinform of Ukraine SRPE The State Balance Sheet of Minerals of Ukraine 2017

123 The information was received in response to an official request from the Independent Administrator submitted during the
preparation of the IEITIReport 2016
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Figure 5-71: Special permits forthe use of subs oil (high-melting clays ) in Ukraine effective in 2016,
by year of issuance?

Data on special permits for subsoil use show that 93% (14) special permits were issued for the
extraction of high-melting clays, 7%, or 1 permit was issued for geological exploration of the

subsaoil.

Table 5-25: Special permits effective in 2016, by

types of use of subsoil (high-melting clays )

. Number of
Type of use of subsaoil .
permits
Geological exploration of mineral resources, including pilot commercial development of
nationally significant deposits 1
Extraction of minerals (commercial development of deposits) 14
Total 15

Distribution of the existing permits by regions shows that 93% or 14 special permits are
issued for Donetsk region and 1 permit (7%) for Transcarpathia region.

5.7.5 Volumes of high-melting clays mining

According to the data of Geoinform of Ukraine SRPE the volume of high-melting clays mined

in 2016 in the territory of Ukraine amounted to 40.

2 thousand tonnes, which is significantly

higher than in 2015 g 0.55 thousand tonnes. In the period from 2007 to 2016 the peak in

mining of the mineral was in 2011 with 968 thousand

124 According to the data of Geoinform of Ukraine SRPE
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Figure 5-72: Dynamics of high-melting clays mining in Ukraine in 200 7-2016, thousand ton nes'?®

The regional distribution of volumes of high-melting clays mining is very uneven, with 94% of
total extraction in 2016 or 37.7 thousand tonnes produced in Transcarpathian region. In
Donetsk region, only 2.5 thousand tonnes were extracted, which was 6% of total production in
2016.

5.7.6 Exports and import s of high-melting clays

There is no information on the export and import of high-melting clays available in open
sources.

Summary:

The reserves of high-melting clays in the territory of Ukraine are located within Dnipro -
Donets depression, the Transcarpathian depression, Donetsk folded structure, Volyn -
Podilska plate, the Ukrainian shield and on its slopes. Overall, there are 17 deposits in
Ukraine, 4 of which are being develo ped.

According to the results of 2016, the volumes of high-melting clays mining in the territory of
Ukraine amounted to 40.2 thousand tonnes, which is significantly higher than in 2015 (0.55
thousand tonnes). By 2013, the average annual production of high-melting clays ranged
from 700 to 800 tonnes. In 2016 the sector suffered from the effects of the conflict in the
eastern part of Ukraine.

The high-melting clays in the territory of Ukraine were mined by only two enterprises -
Rusynia LLC, Keramik-Art LLCin 2016. Zakarpatya region accounts for 94% of total volumes
of high-melting clays mining.

125 Balance Sheet of Geoinform of Ukraine SRPE
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5.8 Mining of quartz sand

5.8.1 The role of the state in quartz sand mining indusrty

Quartz sand for the purposes of production of glass in Ukraine in 2016 was produced by the
following companies: Bronitsky Glass Factory LLC, Marianivsky Glass Factory PJSC, Kaolin-
Azov LLC, Terra-Zakhid PE, Rokithovskiy Glass Work PrJSC, Novoselivskyy GZK PrJSC,
Georesursy LLC, Papernia quartz sand quarry LLC. There were no budget programs to support
extractive enterprises in 2016.

5.8.2 Quartz sand reserves

The deposits of glass quartz -containing raw materials are found in all geological regions of
Ukraine. According to the information provided by the Geology Service over 130 de posits and
shows were discovered.

The most valuable areas in terms of quartz -containing raw materials include Donetsk folded
structure, Dnipro -Donets depression, the Ukrainian shield, and the Volyn-Podilska plate.
Liparite deposits are concentrated on the territory of the Transcarpathian intermountain basin
and in the Carpathians mountain formations.

Quartz sand deposits occur in the form of layers with a capacity of 2 -3 to 35 -40 m under a layer
of overlying rocks.
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Figure 5-73: Location of g uartz sand and lipari te deposits on the territory of Ukraine 126

126 Data of Geoinform of Ukraine SRPE
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Among the deposits of quartz sand, Novosel ivske deposit is the most significant. It is developed
by PrJSC Novoselivske Ore Mining and Processing Enterprise, which produces more than
10 types of quartz concentrate. High quality raw materials are also obtained at Malyshevsky
complex deposit.

The State Balance Sheet of Minerals of Ukraine records 40 deposits of quartz sand and one
deposit of liparite.

According to the data of Geoinform of Ukraine SRPE as of 01.01.2017 the total reserves of
quartz sand in category A + B + C1 amounted to 227.67 min tonnes, in C2 category a
70.16 min tonnes.

The largest part of the quartz sand reserves (44%) are located in Kharkiv region, 14% of the
reserves are in Lviv region, 12% in Donetsk region and 11% in Zaporizhzhya region. Other
regions of Ukraine have considerably lower reserves of quartz sand.

Table 5-26: Quartz sand reserves, by the regions of Ukraine

e Rszg;gfyin R;eserves |n
egion O @Y @7nfm XV2az| ¥ min
(O Nes ton nes
Kharkiv 99.49 11.75
Lviv 30.90 0
Donetsk 27.77 25.74
Zaporizhzhia 24.60 30.54
Chernihiv 18.93 0
Chernivtsi 5.87 1.07
Kherson 5.84 0
Zhytomyr 3.38 1.06
Rivne 3.29 0
Volyn 211 0
Sumy 1.92 0
Kyiv 1.80 0
Crimea 0.73 0
Ternopil 0.46 0
Khmelnytskyi 0.34 0
Ivano-Frankivsk 0.23 0
Total 227.67 70.16

5.8.3 Significant exploration s

A detailed geological assessment and feasibility study of Mari anivsky-1 deposit was performed
in 2016 requested by Marianivsky Glass Factory PJSC. According to the results of assessment,
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the sands of Marianivsky -1 deposit were identified as suitable for the manufacture of glassware.
Hydrogeological conditions allow open mining. The reserves of quartz sand were approved by
the SCMR of Ukraine in the following categories: B g 23 thousand tonnes, C1 g 82 thousand
tonnes. The deposit is prepared for commercial development.

At the request of ALC Rohatynpisok, a geological assessment and feasibility study of the stock
of building sands in the Northwest section of the Moskalivsky field and a reva luation of the block
C1 was made carried out in 2016 to identify the prospects of their further use for extraction of
glass raw materials. The results of laboratory studies confirmed the suitability of the quartz
sand of the Northwest section for use as ra w materials for the glass industry. The reserves were
approved by the SCMR of Ukraine in category C1 g 233 thousand tonnes. The North-West
section of Moskalivske deposit is prepared for commercial development.

5.8.4 Information of special permits for the use of subsoil

There were 19 valid special permits for the use of subsoil for the purpose of geological
exploration and extraction of quartz sand in 2016. The information provided by the Geoinform
of Ukraine SRPE'?’ shows that among the above special permit s, the oldest one was issued in
2000. The biggest number of new special permits was issued in 2003 and 2006 a3 permits in
each year. During 2016 no permits for the extraction of quartz sand were issued.
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i permits i permit i permit ipermit i permit i permits i permit
{issued i issued i issued lissued i issued i issued i issued
i i i i i i i i
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Figure 5-74: Special permits forthe use of subsoil (quartz sand)in Ukraine effectivein 2016, by year
of issuance 128

According to the designated purpose, the existing special permits are distributed as follows:
89% (17 permits) for mining, 11% (2 permits) for geological exploration of the subsoil, including
survey and commercial development of deposits.

127 The information was received in response to an official request from the Independent Administrator submitted during the
preparation of the IEITIReport 2016
128 According to the data of Geoinform of Ukraine SRPE
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Table 5-27 : Special permits effective in 2016, by type s of use of subsoil (quartz sand)

. Number of
Type of u se of subsoil .
permits
Geological exploration of mineral resources, including pilot commercial
development of nationally significant deposits 2
Extraction of minerals (commercial development of deposits) 17
Total 19

Most of the existing special permits were issued for the sites located in seven regions of
Ukraine. Chernihiv, Dnipropetrovsk and Zhytomyr regions have equal number of permits g3
per region. In 2016, 8 special permits were valid for the areas of Donetsk, Zaporizhzhya, Lviv
and Kharkiv regions, which were evenly distributed over these regions.
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Figure 5-75: Special permits for the use of subso il for the geological study and mining of quartz
sand, by regions of Ukraine ( effective in 2016 )

5.8.5 Volumes of quartz sand mining

According to the data of Geoinform of Ukraine SRPE the volume of glass raw materials
produced in the territory of Ukraine in 2016 amounted to 961.9 thousand tonnes, which is 47%
or 305.9 thousand tonnes higher than in 2015. The biggest annual volume of production in
2006 82016 was in 2010 and amounted to 1,862 thousand tonnes.

Page 104 of 352



EY EITI Report of Ukraine 2016

1862

1715
1290 1326
1208 1131
I I 878 I

2006 2007 2008 2009 2010 2011 2012

1085

2013

961.9

737 656

2014 2015 2016

Figure 5-76: Dynamics of glass raw material smining in Ukraine in 2006 -2016, thousand ton nes 12°

According to the data of Geoinform of Ukraine SRPE on the territory of Ukraine quartz sand
was mostly extracted by 7 companies. Three regions of Ukraine: Kherson, Kharkiv and
Chernihiv g provided for a total of 92% of the total mining i n Ukraine in 2016. Or, by regions:
Kherson region g 36% or 346.6 thousand tonnes, Kharkiv region g 30% or 284.6 thousand
tonnes, and Chernihiv region g249.5 thousand tonnes or 26%.
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Figure 5-77: Volumes of quartz sand mining, by the regions of Ukraine , thousand ton nes'®°

129 Yearbook Mineral resoures of Ukraine 2017.

130 Data of Geoinform of Ukraine SRPE, State Balance Sheet of Mineral Resources of Ukraine 2017
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5.8.6 Exports and imports of quartz sand

There is no information on the export and import of quartz sand available in open sources.

Summary:

The deposits of glass quartz -containing raw materials are found in all geological regions of
Ukraine and are concentrated in more than 100 deposits and shows.

The State Balance Sheet of Mineral Resources of Ukraine records 40 deposits of quartz sand
and one deposit of liparite.

The volume of glass raw material s mining in the territory of Ukraine in 2016 was 47% (305.9
thousand tonnes) higher than in 2015 and amounted to 961.9 thousand tonnes.
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5.9. Contribution of extractive industries to Ukrainian economy
5.9.1 Contribution to formal sector of economy
5.9.1.1 Contribution to GDP

The economic importance of the extractive industries for Ukraine remains rather high. The
production value 3! of extractive industries %2 in 2016 exceeded UAH 253,770 min, which is
4.68% of the output of the Ukrainian economy.
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Figure 5-78: Share of extractive industry in the GDP (a) and output (b) of goods and services of
Ukraine in 2014 2016 , bin UAH33

131 |n statistics, to reflect this economic category (production value) , the term ¢ ¥ « 2 bf gdods and services at market prices Cis
used.

132 1 this paragraph, unless otherwise specified, the term "extractive industry" refers to the relevant type of economic activity a
"Mining and quarrying" (NACE2010 code B), which includes

- Mining of hard coal and lignite (NACE -2010 code BO05)

- Extraction of crude petroleum and natural gas (NACE -2010 code BO06);

- Mining of iron ores, other mining and quarrying, mining support activites  (NACE2010 code B07-B09).

In the absence of the relevant official statistical information, all the data  mentioned in this paragraph do not include the economic
performance s of the enterprises engaged in the transportation of oil and gas .

133 Data of the State Statistics Service of Ukraine, statistical collections "Ukraine Input gOutput Table in consumers prices 2014""
Ukraine Cost gBenefit Table in consumers prices 2015" , "Ukraine Input aOutput Table in consumers prices 2016 ".
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The contribution of extractive industries to the gross domestic product of Ukraine in 2016
amounted to UAH 131,650 min, or 5.4% of GDP. For the first time in the last 6 years, the
extractive industries grew faster than the GDP of Ukraine.

In the structure of the extractive industries, according to the classification of NACE (KVED-
2010, the largest segment in terms of the product ion value is the mining of iron ores, other
mining and quarrying, mining support activities , mainly due to developed of iron ore s industry.
This type of economic activity in 2016 produced 2.38% of Ukraine's output (UAH 129.2 bin).
The share of the oil and gas industry in the Ukrainian ou tput in 2016 amounted to 2.08% (UAH

112.5 bin). At the same time, in terms of contribution to the GDP of Ukraine , the largest
segment was the oil and gas sector (2.77%, or UAH 66.0 blin).

In order to obtain disaggregated information, the Independent Adminis trator estimated the
production value of the extractive industries of Ukraine (Table 5-28). In Ukraine, there are no
fully unregulated competitive markets of extractive products, therefore no accurate
information on the price (value) of coal, oil, natural g as is available. Thus, the calculation is
approximate and is based on assumptions about the prices of listed goods. The discrepancy
between the estimation results and the information of the SSSUfor coal does not exceed 5%,
for oil and natural gas - 18%. It should be noted that in fact, more than half of the natural gas
of internal origin, in accordance with the public service obligations (PSO) established by CMU,
was sold at lower prices than i n the unregulated market segment in 201 6, which may partly
explain the discrepancy between the estimated data the data of SSSU.

Table 5-28: Value of extracted products in Ukraine in 2016

Value, min UAH
Volumes of : According to
Product extraction 34 | Price, UAH Independent According to
Administrator’s SSSuU
assessment
Coal, tonnes 43,177, 000 | 1,487. 84135 64,240. 58 61,640. 00
Crude oil, tonnes 2,264,000 | 1,115. 06 18,508. 04
Natural gas, tom 20,026. 00 | 5,701. 90 114,186. 25 112,491. 00

The main difficulties in assessing the value of extracted iron , manganese and titanium ores are
related to the export orientation of these industries and the lack of complete reliable

information in open sources. The information on production volumes and product pr ices in
internation al markets is publicly available. However, most domestic enterprises in these
industries sell ore metals with different levels of enrichment (agglomerated ore, concentrate,

pellets, etc.). Therefore, the Indep endent Administrator can not accurately estimate the value
of extracted products in metal ores industry . The information provided by reporting companies

134 Volumes of coal mining according to the information of SSSU, volumes of oil, natural gas extraction and iron ores, manganese
ores mining according to the information of Geoinform of Ukraine SRPE, volumes of titanium ores mining according to the
information of US Geological Survey.

135 The price of coal is calculated on the basis of the average market price in the European market (based on the average API2
indexes on CIF terms in the main ports of Western Europ e Amsterdam-Rotterdam -Antwerp) corrected for the calorie content of
Ukrainian coal. The calculation includes the average value of freight for the transportation of coal to Ukrainian ports, as well as the
rate for reloading coal in the port. To calculate th e price in UAH, the average annual exchange rate is used (according to the NBU).
1% The price of crude oil is calculated on the basis of the average annual Brent oil price on the spot market of Europe, FOB (US
Energy Information Administration , https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=pet&s=rbrte&f=a ) and avarage
annual exchange rate (according to NBU)

137 The weighted average wholesale price of natural gas in the unregulated market segment in 2016 (without VAT)
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in questionnaires for EITI Report can be used asan alternative approach of estimation (Table 5-

29).

Table 5-29: Revenues from the sale of commodit ies of own production in 2016

Revenue from
Sales volumes sales of
Volumes of raw | of marketable
Name of company ore mining, products, rrgglrjkcitsablrﬁln Markt:;agleeglodduct s
thousand t onnes thousand P -
tonnes UAH (without
VAT)
Iron ores
E‘Eﬁéﬁﬁéﬁmis PrISC 27,368. 70 11,571. 60 11,306. 50| iron ore concentrate
Central Iron Ore iron ore concentrate ,
Enrichment Works PrJSC 11,881. 00 4,958. 82 7,102. 20 pellets
ﬁggtgem mining factory 25,823. 40 11,570. 80 14,605. 30| iron ore concentrate
Northern Iron Ore iron ore concentrate,
Enrichment Works PrJSC 24,935. 00 10,830. 30 15,106. 51 pellets
Ferrexpo Yeristovo mining 12.989. 00 12.843. 61 1.391. 80 raw ore, iron ore
LLC concentrate , pellets
gm’isgg Saon -ore 4,961. 50 5,300. 67 4.453. 10 raw ore
ﬁ?’seg”v"“a' KryvyiRih 21,198. 00 1,185. 00 1,033. 00| iron ore concentrate
Ef;gépo Poltava mining 27,864. 00 11,222. 13 16,640. 90 pellets
The foreign investment
enterprise in the form of
PrJSC Zaporizhzhia iron 4,358. 00 na na na
ore industrial complex
SukhaBalka PrJSC 2,630. 30 na na na
Total 164,008 .90 69,482. 93 71,639. 30
Manganese ores
Marganets GZK PJSC 1.187.0 272 34 435 81 manganese
concentrate
Pokrovskyi GZK PJSC 1,608. 1 na na na
LandshaftLLC 79.0 na na na
Toal 2,874.1 272.34 435,81
Titanium ores

(L‘jglrtnesal\r?)l/msng and Chemical 8,675. 00 396.90 1,696. 70|titanium concentrate
Total 8,675. 00 396.90 1,696. 70

Thus, the total revenue of metal ore s companies, which provided information for EITI Report,
in 2016 amounted to 73 ,771.81 min UAH'¥® including:

iron ores mining g71,639. 30 min UAH,
manganese ores mining §435. 81 min UAH,

138 The given data does not include companies that did not provide information for the
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titanium ores mining g§1,696. 70 min UAH.

The publicly available information of the SSSU does not include disaggregated data on
production value by commodities (iron, manganese and titanium ore s). The nearest benchmark
may be the information on the value of production of m ining of metal ores, other mining and

quarrying,  mining

support  service

activities

UAH 129,205. 00 miIn in 2016 , according to SSSU.

5.9.1.2 Contribution to export

Total value of exported products of the extractive industries that we

industries,

which amounted to

re included in the scope of

the EITI Report amounted to USD 2,129. 25 min or 4.7% of the tota | exports of goods and
services in 2016 ( Table 5-30). Metal ores mining industry accounted for the major share of
exports g4.1% of total export of Ukraine.

Table 5-30: Extractive industries exports in 2016

Extractive indust Value of exported products, Share in total export of
Y min USD goods and services, %'%°
Mining of coal 44.76 0.1%
Extraction of crude oil 0.00 0.0%
Extraction of natural gas 0.00 0.0%
Mining of iron ores 1.827. 20 4.1%
Mining of titanium ores 84.36 0.2%
Mining of manganese ores 2.80 0.0%
Mining of fire clays 170.13 0.4%
Mining of high-melting clays na na
Mining of quartz sand (for the
. na na
purposes of production of glass)
Total 2,129. 25 4.7%

5.9.1.3 Contribution to government revenues (Consolidated budget and Pension Fund)

Total payments in favor of the state from extractive industries that we re included in the scope
of the EITIReport amounted to UAH 104,963. 46 min or 11.8% of revenues of the Consolidated
budget and Pension Fund in 2016 (Table 5-31).

139 Calculated by the Independent Administrator based on information of SSSU Statistical Yearbook "Ukraine's foreign trade in
goods and services in 2016." , http :// www.ukrstat .gov.ua/ druk/publicat/kat u/2017/ zb/06/ Zb_ztutp 2016 pdf.zip
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Table 5-31: Revenues of the Consolidated budget and Pension Fund from extractive industries of
Ukraine in 2016

Payments from Share in total revenues
Extractive industry extractive industries O e Consolldat_e d
’ budget and Pension
min UAH
Fund, 940

Mining of coal 8,188. 11 0.9%
Extraction of crude oil and natural gas 81,280.03 9.1%
Mining of iron ores 5,920.18 0.7%
Mining of titanium ores 882 .46 0.1%
Mining of manganese ores 398.22 0.04%
Transportation of oil and natural gas 8,294 .47 0.9%
Total 104,963 .46 11.8%

5.9.1.4 Contribution to capital investments

Capital investments in the Ukrainian mining industry in 2016 amounted to UAH 22.5  bin#, or
6.3% of total capital investment in Ukraine. The main share (42.9%) of this amount was directed
to the gas-extraction industry.

4.3%
5.7%
8.1%
42.9%

Mining of hard coal and lignite [ City of Kyiv

Extraction of crude petroleum Dnipropetrovsk region
I Extraction of natural gas Donetsk region

Mining of iron ores Poltava region

Mining of non-ferrous metal ores Luhansk region
I other mining and quarrying Zaporizhzhia region

Il Other regions of Ukraine

Figure 5-79: Capital investments in extractive industries of Ukraine in 2016

140 Calculated by the Independent Administrator based on information of the Ministry of Finance:
http://www.treasury.gov.ua/main/uk/doccatalog/list?currDir=359194 . Only revenues from unified contribution for mandatory
state social insurance was taken into account among all revenues of the Pension Fund:
http://www.pfu.gov.ua/informatsiya/byudzhet/arhiv -zvitnist -byudzhet/2016/vikonannya -byudzhetu-pensijnogo-fondu -u-2/

141 Data of the State Statistics Service of Ukraine, statis tical bulletin "Capital investment in Ukraine for January -December 2016 C
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In Ukraine, a common practice among mining companies is the registration of legal entities in
the capital city, regardless of the region in which the product ion activities are conducted.
Because of this, Kyiv in 2016 remained the leader among all regions of Ukraine by the
investment in fixed assets in the mining industry (45.2%). Other regions include Dnipropetrovsk
region, where the main Ukrainian iron ore s companies are located, Donetsk region (due to coal
companies) and Poltava region (due to oil a nd gas and iron ores companies).

5.9.1.5 Contribution to employment

The enterprises engaged in mining minerals in Ukraine are important employers. Due to the
economic difficulties experienced by Ukraine since the end of 2013, as well as military actions
in the eastern part of the country, in 2014 -2016, the number of employed in the mining
industry declined at a rapid pace agby 24.9% annually. Thus, according to the State Statistics
Service of Ukraine, in 2016 the average number of full -time employees in the extractive
industries amounted to 232 thousand people %2, which was 11.8% of all employees in the
industry and 3.0% of all full -time staff in Ukraine. In 2016, the average number of full -time
employees in the extractive industries decreased by 23 thousand people, of which 19 thousand
were employed in field of coal mining.

Average number of fulltime
3.2% 2.9% employees in the extractive industry,

by the regions of Ukraine in 2016

7.7%

145 130 126 10.7%

23.2%

2014 2015 2016 Dnipropetrovsk region
Donetsk region
= The share of the extractive industry in average amount of

fulltime employees in Ukraine Luhansk region

Mining of hard coal and lignite Poltava region

Other sectors of the extractive industry —
Figure 5-80: Employment in the extractive in dustries of Ukraine in 2014 -2016

Lviv region

Approximately 66% of all employees in the extractive industries are concentrated in three main
regions: Donetsk, Dnipropetrovsk and Luhansk regions. It should be noted that the Poltava
region in 2016 was the only region in Ukraine where the number of employed in the extractive
industries increased (from 15.5 thousand in 2015 to 17.9 thousand in 2016).

142 Data of the State Statistics Service of Ukraine, statistical bulletin " Labour in Ukraine for January -December 2016 C
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5.9.2 Contribution to informal sector of economy

There is no publicly available reliable assessments of informal sector in extractive industries.

The only official source of information about the informal sector of economy in 2016 is the
Report of the State Statistics Service of Ukraine Economic activity of Ukrainian population
2016 43, The report includes the information on t he number of the informally employed
population in the extractive industry (6.1% of the total number of the informally employe d
population in Ukraine, or 241. 6 thousand persons). Thus, the total registration amount of
regular workers in industry in 2016 pr esented 1,990.7 thousand persons #*. So, the share of
informally employed people inthe industry in the total number of the formally employed regular
workers in 2016 is 12.1%.

If we assume, based on this information, that the share of workers that are inform  ally employed
in the extractive industries is the same as for the Ukrainian industry at large, the employment
in an informal sector in extractive in dustries can be estimated at 28. 2 thousands.

The above assessment is very tentative and cannot be evidenced due to the lack of other sound
sources of information or reliable assessments.

143 SSSU http://www.ukrstat.gov.ua/druk/publicat/kat_u/2017/zb/07/zb_eanu2016pdf.zip
144 SSSU, Statistical bulletin Labor in 2016 , http://www.ukrstat.gov.ua/druk/publicat/kat_u/2017/zb/08/zb_pracia_2016.zip
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The information about social and charitable payments made by the extractive companies
gathered in the survey is presented in the EITI Report 2016, including:

Social payments in money and in kind required from companies by the legislation, by
production sharing agreements, agreements on using subsoil, investment obligations,
concession agreements, agreements of purchase -sale of state property or any other
obligations before the state, central and by local authorities, that are mandatory under
the regulations or agreements related to extractive activity;

Any social spending made by the companies on a voluntary basis;

Value of goods, works, services, provided for free by the companies to the state owned
enterprises, institutions and organizations, public and local self -government
authorities or other recipients;

Charitable payments and donations (in the meaning of Law of Ukraine "On Charity
VXa@~a~a287 yoy x}v ' ~ayvwetz ¥ |Jva~°va~¥a©C>A | " ¥-
enterprises, institutions and organizations, public and local self -government

authorities or other recipients

In addition, the socia | and charitable spending s have been analyzed by the areas such as:
health care;
education and science;
environment;
support to local communities and

other.

~
&
~
o
5y
o
™
@

2,087,458.08

1,066,074.06

Total Qil and gas Metal ores Coal

Figure 5-81: Social and charitable payments made by extractive companies in 2016, UAH
thousand 4%

145 For the purposes of reconciliation of the payments, the companies whose activities is categorized as crude oil extraction and
natural gas extraction were grouped into one category goil and gas. Companies whose activities is categorized as iron ores
mining, manganese ores mining and titanium ores mining, were grouped in one category - metal ores.
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According to the information provided by the companies, their total social
spending in 2016 amounted to UAH 2,087,458.08 thousand. The payments were mostly done
by coal mining companies g UAH 1,066,074.06 thousand or 51.07% (Figure 5-81).

According to the companies, the payments fall

payments?7 vV ay

¢ Xt v’
extractive industries is presented in Table 5-32.

~avwe¢z

and charitable

basically on the categories "Voluntarily social

v £z1020©

vay

y¥ova~¥o07C

Table 5-32: Social and charitable payments by expenditure categories and extractive industries in
2016, UAH thousand

Types of social and charitable

Oil and gas Coal Metal ores TOTAL
payments

Social payments required by law 2,960.56 17,350.00 52,889.47 73,200.03
Voluntarily social payments 163,923.49 118,359.10 704,907.18 987,189.77
Value of goods, works, services 1,670.60 81,594.40 |  26,619.10 | 109,884.10
provided for free

Charitable payments and 2193503 | 84877056 | 4647859 | 917,184.18
donations

TOTAL 190,489.68 1,066,074.06 830,894.34 | 2,087,458.08

The survey showed that social and charitable spending were recognized by the companies as

"Other",

"Support to local communities” ( Table 5-33)

except for the oil and gas companies, whose spending are mostly in a category

Table 5-33: Social and charitable payments in 2016 by their designated purpose, UAH thousand

The areas of social and

charitable payments Oil and gas Coal Metal ores TOTAL
Health care 280.89 35.00 4,460.84 4,776.73
Education and science 2,480.63 80.00 7,787.00 10,347.63
Environment 40.00 0.00 16,873.00 16,913.00
Supportto local communities 148,407.58 118,924.10 64,360.68 331,692.36
Other 39,280.58 947,034.96 737,412.82 1,723,728.36
TOTAL 190,489.68 1,066,074.06 830,894.34 | 2,087,458.08

Among companies that reported about their social a nd charitable payments in 2016,
DTEKPavlogradugol PrJSC and ArcelorMittal Kryvyi Rih  JSC are the leaders (Figure 5-82).
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Total

DTEK Pavlogradugol PrdSC

ArcelorMittal Kryvyi Rih PJSC

DTEK Dobropolyeugol LLC

Ukrgazvydobuvannia PJSC

Ferrexpo Poltava mining PrJSC

Ukrnafta PJSC

Central Iron Ore Enrichment
Works PrJSC

Ingulets Iron Ore Enrichment
Works PrJSC

Marganets GZK PJSC

Northern Iron Ore Enrichment
Works PrJSC

Vuhilna kompaniia
Krasnolymanska SE

Other

2,087,458.08

852,977.16

637,498.00

.1 83,362.90
|

I1 18,817.09

|

l68,261.00

|

}28,233.87

27,722.83
|
}26,329.60
|
l26,080.30
|

}17,871.70
|

}17,350.00
|

'—82,953.63

Figure 5-82: Companies with the biggest social and charitable payments in 2016,

Page 116 of 352

UAH thousand



EY EITI Report of Ukraine 2016

5.10. Quasifiscal operations

Requirement 6.2 of the EITI Standard emphasizes the need for disclosure of quasi -fiscal
operations of the state -owned enterprises in the EITI Report. According to the Standard, quasi -
fiscal operations include payments for soc ial services, public infrastructure, fuel subsidies and
national debt servicing. The Standard also states that the MSG is required to develop a
reporting process with a view to achieving a level of transparency commensurate with other
payments and revenue streams, and should include SOE subsidiaries and joint ventures.

Since quasi-fiscal operations have a significant impact on the economy and the fiscal balance
of the country, quasi -fiscal transactions shall be disclosed using the IMF Manual on Fiscal
Transparency. 146

The IMF emphasizes the importance of identifying quasi -fiscal operations and quantifying them.
Quasi-fiscal activities can generate implicit contingent liabilities for the government. Quasi -
fiscal operations often have redistributive effects, so  their impact should be a topic for public
debate.

The IMF Manual on Fiscal Transparency specifies 3 main types of quasi-fiscal operations:

Operations related to the financial system:
0 Subsidized lending
0 Under-remunerated reserve requirements
o0 Credit ceilings
0 Rescue operations
Operations related to the exchange and trade systems:
0 Multiple exchange rates
Import deposits
Deposits on foreign asset purchases
Exchange rate guarantees
Subsidized exchange risk insurance
o Nontariff barriers
Operations related to the co mmercial enterprise sector
0 Understated commercial prices
o Provision of noncommercial services
o0 Pricing for budget revenue purposes
o0 Paying overstated commercial prices to suppliers

O O OO

According to the IMF Fiscal Transparency Code,'*’ quasi-fiscal operations are government
operations conducted by institutions that are not government authorities (central bank and
other state corporations). Such operations include preferential loans from the central bank,
preferential lending to state co rporations and provision of services at prices lower than market
rates.

Based on the available information and recommendations of the Independent Administrator, a
decision was taken by MSG (Minutes of the MSG meeting of January 18, 2018) to disclose
inform ation on quasi-fiscal operations in the gas and coal in dustries of Ukraine in the EITI
Report for 2016, since the quasi -fiscal operations of these extractive industries were identified
as significant.

146 Manual on fiscal transparency , https://www.imf.org/external/ np/pp/2007/eng/051507m.pdf
147 IMF Fiscal Transparency Code, http :// blog-pfm.imf.org/files/ ft -code. pdf
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5.10.1 Quasifiscal operations in extractive industries

The principles of regulation and functioning of the gas market are laid down in the Law of
Ukraine "On the Natural Gas Market" No. 329 -VIII dated 9 April 2015 . The law provides for the
introduction of a principle of free pricing along with state regulation of monopoly markets
except in cases when the Cabinet of Ministers imposes special obligations on the natural gas
market actors.

According to the Resolution of CMU "On Approval of the Regulation on Assignment of Special
Responsibilities to Natural Gas Market Participants for Acting in the Best Public Interests in the
Process of Functioning of the Natural Gas Market" No. 758 of October 1, 2015, (Resolution
No. 758) and the Law of Ukraine "On Natural Gas Market" No. 329-VIII dated 9 April 2015 ,
Naftogaz of Ukraine NJSC is obliged to purchase natural gas ext racted by Ukrgazvydobuvanni a
PJSC for the purposes of formation of the natural gas reserves for households, religious
organizations (except for the volumes used for running their industrial and commercial
activities) and thermal energy producers at prices, and under the terms and conditions and in
the manner determined by the Resolution of No. 758.

Since Naftogaz of Ukraine NJSC is the main supplier of natural gas for the category of
consumers subject to the Regulation No. 758, the quasi -fiscal operations ware estimated by
the Independent Administrator based on the data on the activitiesof Naftogaz of Ukraine NJ SC.

The MSG decided (Minutes of the MSG meeting of January 18, 2018) to estimate the quasi -
fiscal operations using an approach that calculates the difference between a fixed price for
natural gas for preferential consumer categories and the market price fo r industry based on
consumption volumes. Publicly available information shall only be used for the calculations.

Since the information on monthly consumption of natural gas by consumer categories in 2016

is not publicly available, gross volumes of consumpt ion by categories and weighted average
prices for the respective categories were used to estimate the quasi -fiscal operations. Thus,
according to NEURG*, the average weighted selling price of natural gas provided by Naftogaz
of Ukraine NJSC to suppliers for household consumers was UAH 4,215.5 per tcm ( without
VAT), for the needs of religious organizations g UAH 2,317.8 per tcm ( without VAT). The
Naftogaz of Ukraine NJSC average weighted price of natural gas provided to heat energy
producers for the purpose of heating and hot water supply to the households in 2016 was UAH
3,283.1 pertcm ( without VAT), for the production of thermal energy for religious organizations
aUAH 2,353.3 per tcm ( without VAT). In the wholesale market segment with free pricing, the
weighted average wholesale price of natural gas in 2016 amounted to UAH 5,701.9 per tcm
(without VAT).

According to the assessment of the Independent Administrator, the value of natural gas

consumed in 2016 by the categories of consumers covered by Resolution No. 758, amounted
to UAH 68,969.1 min. Weighted average prices (without VAT) for the relevant categories of
consumers were used for calculation, as well as the corresponding total volume of natural gas

consumed by these categories (Figure 5-83).

148 performance report of NEURC in 2016, http :// nerc.qov.ua/ data/filearch/ Catalog3/ Richnyi_zvit NKREKP 2016. pdf
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Figure 5-83: Volumes of natural gas consumption and weighted average prices by consumer
category in 2016 49

Assuming that the weighted average price of natural gas for the preferential consumer
categories in 2016 would be equal to the weighted average price for industrial consumers and
other economic entities (i.e. UAH 5,701.9 per tcm), the total value of natural gas consumed by
the preferential categories would be UAH 100,575.8 min. According to the adopted ap proach
to quasi-fiscal operations, it can be assumed that the quasi -fiscal operations of Naftogaz of
Ukraine NJSC in 2016 amounted to UAH 31,606.7.

149 According to official figures of Naftogaz of Ukraine and NEURC
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5.10.2 Quasifiscal operations in coal mining industry

Use of the coal extracted in Ukraine

Most of the coal produced in Ukraine is the energy coal (gas group) and is used by generating
companies (GC HPP) to produce electricity. The total volumes of gas group coal mining and
utilization by GCs for the purposes of their core operations are present ed below.

_______ 292 Anthracite (ASH + P)

6.8 58.83 M Gas group (G, DG)

including coal mined
by the state owned mines

40.86
21.17
488 3.19
Total coal Coking coal  Anthracite* Low fat Gas group Consumed Volume of
mined in (K, ZH) coal (P) (G, DG) by HPPs  coal sold by
2016 in 2016 the state
owned mines
according to
(*) - is not mined in controlled territory of Ukraine according to SRPE Geoinform the survey
data
( 9) (b)

Figure 5-84:Volumes of the gas group coal miningin the overall structure of coal mined in 2016 (a)
compared to the volume s of coal consumed by HPP'*° and volumes of gas group coal sold by the
state owned mines according to the survey data (b), miln tonnes

The bulk of gas group coal is produced by private companies. According to the Ministry of
Energy and Coal Industry, the share of the specified coal mined at the s tate owned mines is
18.7% (4.88 min tonnes) of total volumes of gas group coal mining.

Pricing for coal for HPP

In Ukraine, actually there is no coal market, where reliable changes in price can be observed.
However, the forecasted wholesale market price f or electricity, which is one of the components
of the fuel price set by GC HPP, is determined by the Regulator ( NEURQ based on the
gz ©O¥ ¢« ~¥n OM§pprava pfghX fordhation of the projected wholesale market price of
electricity C ¢ ¥C GMN 32086 #°y (ResdiuGoa No. 289).

150 Extraction of ordinary coal in December 2016, Information on coal consumption by TPPin 2015 -2017 g Information provided
by MECI
151 Resolution of NEURC No. 289 dated 03.03.2016, available at: http://www.nerc.gov.ua/?id=19380
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The specified procedure requires to include in the price of electricity producers operating based

on price applications (GC HPP) the indicative price of coal, which is determined on the basis of
the average market priceinthe Z« " ¥ zva £v~ jz2 =wvOzy ¥ao 2}z
terms in the main Western European ports Amsterdam g Rotterdam g Antwerp) for the 12
months preceding the month of determining the forecast wholesale market price, taking into
account the weighted average hryvnia exchange rate as of the date of settlement. In addition,

the average price of freight for the transportation of coal from the specified ports to Ukrainian

ports is added to the specified price, as well as the rate of reloading of coal in th e port.

i}z | T¥xzy«'z -vO | «wt~0©}zy ~©o 2}z |7 ~vy¥-
Therefore, the calculation of the forecast wholesale price of electricity should have been made
on the basis of the API2 price index for 9 months of 2016 gfrom April to December 2016.

The values of the API2 index on CIF terms for coal with a calorific value of 6000 kcal /kg,
USD'tonne for the period from April 2015 to December 2016, and estimates of the relevant
indicative coal price included in the forecast wholesale electricity price in the  wholesale
electricity market of Ukraine are presented below.

Il Values of the API2 index on CIF terms for coal with a calorific value of 6000 kcal / kg, USD / tonne
—— Indicative price calculated using the formula "API2 + freight + reloading”, UAH / tonne

Q
M~
[s9)
<

57.93 USD/tonne

Average value > -
for the period

Implementation of the
Procedure for application of
the API2index in Ukraine

Figure 5-85: Actual values of the API2 index on CIF terms for coal with  a calorific value of 6000
kcal/kg, US D/ tonne and estimated indicative price for coal, calculated based on API2 + freight +
delivery formula 152

The data of the state owned mines on revenues from sale of coal products

The Independent Administrator analyzed the revenues and volumes of extraction of 7 coal
mining enterprises (65% of the total volume of the gas group coal production in Ukraine) in the
state ownership, based on the obtained data. The calculated average cost of coal of these
enterprises is lower than the indicative price, calculated using t he methodology specified in the
NEURCOrder No 289 ( Figure 5-86).

1%2Taking into account the average freight data for the transportation of coal to the ports of Amsterdam g Rotterdam gAntwerp
to the Ukrainian ports and the Calculation of the average coal loading rate at the port ("Formation of the wholesale market p  rice
of electricity, the details of the key parameters for 2017", NEURC Presentation, 2016) with adjustments for the actual average
caloric value of coal produced in Ukraine which is 5156 kcal / kg (data of the Ministry of Energy and Coal Industry)
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—— average annual value of non-processed (ordinary) coal sales, UAH / tonne, without of VAT
—— average annual vale of processed (sized) coal sales, UAH / tonne, without VAT
I volume of non-processed (ordinary) coal sold, thousand tonnes
volume of processed (sized) coal sold, thousand tonnes
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Figure 5-86: Volumes and average annual value of coal sold by the state owned mines in 2016 153

The Independent Administrator analyzed the amount of potential revenue that would have been
obtained by the 7 mines in state ownership, when applying the pricing principles stipulated in
the NEURCOrder No. 289. The results are presented below ( Figure 5-87).

I state support to coal mining enterprises for partial
coverage of the cost of final coal products

+609
@ min UAH

3,368.7
Revenue of the Revenue of the 2015 2016 2017
state owned mines, state owned mines
normalized to 9 calculated using the
months, min UAH pricing procedure
based on the Order
No. 289 (9
months), min UAH
(0) (b)

Figure 5-87 : Revenue of the analyzed state owned mines when applying the procedure stipulated by
NEURCOrder No. 289 (a) and the Consolidated b udget expenditures to support coal mining
enterprises

153 According to the survey of the seven mines (65% of the total volume of gas coal mining by state enterprises) carried out by
the Independent Administrator
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So, with the application of the pricing principles laid down in the NEURCOrder No. 289, the
revenue of the state owned mines would amount to UAH 3,368.7 min in 2016.

Assuming that the mentioned shortfall in income from the sale of coal produc ts (UAH 723 min)
is related to the prevention of growth in the forecast wholesale market price of electricity
(which ultimately directly affects the retail price of electricity for consumers in Ukraine), it can

be interpreted as quasi -fiscal costs of state owned coalmining enterprises.

However, it should be noted that the abovementioned amount (UAH 723 min) is in general
commensurate with the ex penditures of the Consolidated b udget for government support to
coalmining enterprises, which is related to the pa rtial coverage of the cost of finished coal

products (the increase in 2016 amounted to UAH 720 mlIn).
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5.11 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 d estination is the Consolidated b udget and /or local budgets.
The only exception is the single social payment that is directed to the Pension fund and used
for funding the expenses related to th e pension and social system. The detailed information on
the purpose of taxes and duties to the state or local budgets is presented in  Section 6.5.

Revenues the State budget from payments for the use of subsoil for the purpose of producing
gas and gas condensate, rent for the transit transporting via the pipelines of natural gas
through the territory of Ukraine and duties in a form of a special purpose surcharge to the
current tariff on natural gas for the consumers of all forms of ownership in 2016 shall be used
for transferring subventions from the state budget to 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 2016 is presented in  Annex 11.

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 to the Consolidated
budget and Pension Fund generated by a specific region of Ukraine in 2016. The assessment is
tentative.

The assessment algorithm and basic assumptions are the foll owing:

1. The scope of the assessment includes the revenues from the reporting companies
(60 extractive companies) by all types of payments in 2016. The source of information
is the SFS data with regard to th e revenues to the Consolidated budget and Pension
Fund in 2016 received for the purposes or reconciliation in the EITI Report.

2. The revenues from oil and natural gas transportation industry (Ukrtransgaz PJSC and
Ukrtransnafta PJSC), as well as Naftogaz of Ukraine NJSC were not disaggregated by
the 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, titan ium and manganese ores mining are allocated to the
regions of countr y 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, thatis 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
42.7% of the total coal production in Ukraine in 2016 was mined in Dnipropetrovsk
region, then 42.7% 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 SSSU and MECI.

5. Determination of the total revenues from the natural gas and oil production separately.
In case of the companies engaged in extracting oil and natural gas, their payments were

154 CMU Resolution No 20 from 20.01.2005 " On approval of the Procedure for transferring certain subventions  from the state
budget to the local budgets for granting of privileges, subsidies and indemnifications € C
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distributed between the natural gas and oil industries proportionally to the paymen ts
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 the purpose of
extracting hydrocarbons is the cost of saleable products (oil, condensate and nat ural
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 extraction
proportionally to the rent paid by them.

6. The total revenues from oil and natural gas production separately are allocated to the
regions proportionally to the regional struc ture of oil and gas production.

About 77% of payments from extractive industries paid in 2016 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 inf ormation itis n ot 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 o f
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 (15.4% of the total revenues, or
UAH 16, 171 ,507. 50 thousand), and all the payments from of oil and natural gas transportation
industry (7.9% or UAH 8,294,474.50 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 fields are located, provided for
78.5% revenues to the state from extractive industries in 2016. Another 20.1% of the revenues
were received from the 6 regions (Sum y, Donetsk, Lviv, Ivano-Frankivsk, Luhansk and
Chernihiv regions). Other regions of Ukraine contributed 1.5% revenues to the state and local
budgets in 2016.

Total 80,497,482.54

Kharkiv | 26,617,186.22 |
Poltava | 25,426,161.33 I
Dnipropetrovsk | —}11,132,137.67
Sumy | ;4,598,933.61
Donetsk | ;2,759,022.13
Lviv | —‘2,627,731.62
Ivano-Frankivsk | —}2,383,632.18
Luhansk | —‘2,350,239.06
Chernihiv ‘i1,429,403.34
Other 11,173,035.38

Figure 5-88:Indepea y z @ 2  Vy £ ~ cass@s’niem digen€r@ion of government revenues from
extractive indu stries by the regions of Ukraine in 2016
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Table5-34:Iny z ! zoyzo?2 Vy £assessm@eht obgeneratiorcof governme nt revenues from extractive industr ies by the regions of Ukraine in 2016
Region of Ukraine Total, UAH . nons, Titanium Manganese
thousand Qil Natural gas Iron ores Coal
ores ores
Volyn region 98,033.45 76,378.33 21,655.12
Dnipropetrovsk region 11,132,137.67 97,223.78 1,489,377.39 5,273,225.91 378,084.93 | 397,30340 | 3,496,922.26
Donetsk region 2,759,022.13 10,911.19 2,748,110.94
Zhytomyr region 471,737.05 471,737.05
Zakarpatya region 19,094.58 19,094.58
Zaporizhzhia region 409,668.60 408,754.13 914.48
Ivano-Frankivsk region 2,383,632.18 1,287,057.62 1,096,574.56
Kyiv region 46.60 46.60
Kirovohrad region 132,059.51 99,631.27 32,428.24
Luhansk region 2,350,239.06 18,518.81 711,955.12 1,619,765.12
Lviv region 2,627,731.62 615,750.59 1,710,328.98 301,652.05
Mykolaiv region 240.46 240.46
Poltava region 25,426,161.33 2,638,931.10 | 22,648,901.91 138,328.31
Sumy region 4,598,933.61 3,425,980.72 1,172,952.89
Kharkiv region 26,617,186.22 1,074,091.25 | 25,543,094.97
Cherkasy region 162.15 162.15
Chernivtsi region 41,992.98 9,259.41 32,733.57
Chernihiv region 1,429,403.34 1,314,835.85 114,567.49
Total 80,497,482.54 10,481,649.13 54,626,870.98 5,920,180.08 882,458.98 | 398,217.88 | 8,188,105.50
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6  Statutory and fiscal regulation for extractive industries in
2016

6.1 Overview of the regulations applicable to extractive industries

According to Article 13 of the Constitution of Ukraine, the subsoil and natural resources within
the territory of Ukraine, natural resources of its continental shelf and the exclusive (maritime)
economic zone are the property of the People of Ukraine. Publ ic authorities and local
governments exercise these proprietary rights of the Ukrainian people within the limits set by
the Constitution.

Legal Framework of Extractive Industries: An Overview

Framework law

[F

The Constitution of Ukraine

Major Codes and Laws

|

The Subsoil Code The Mining Law The Law The Law on Natural
of Ukraine on Oil and Gas Gas Market

Other Codes and Laws

||

The Land Code The Water Code The Law on The Law on
Production Sharing Coalbed Methane
Agreements
The Law on Pipeline The Law on The Law on The Law on
Transport Land Lease Concessions Environmental
Protection

Bylaws and Other Regulations

CMU Resolutions Orders of the Presidential Other reguiations
Ministries and Decrees
other central
executive bodies

Figure 6-1: Legal framework of extractive industries

The Ukrainian legislation regulating mining is quite complicated. Some issues may be subject
to multiple regulations, which may be not fully coherent. In addition to the laws, the
relationships in the sector are governed by a plenty of by -laws. The texts of laws and by -laws
are available at the web -site of the Verkhovna Rada of Ukraine http://rada.gov.ua/ (this report
refers to the links to the regulations available as of 14 February 2018).
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This section provide s information on the statutory and tax regulation for mining industries
applicable at the end of 2016. In case if certain rules or regulations had been effective only for
a certain period, this fact is indicated separately.

6.1.1. The Subsoil Code of Ukraine

The Subsoil Code of Ukraine No 132/94 -VR dated 27 July 1994 is the principal piece of
legislation governing the rational use and protection of natural resources. The Code determines
the legal status of subsoil minerals, types of minerals, the powers of the central and local
governments in regulating the mining relations (i.e. relations connected with the rational use
and protection of mineral resources), and also establishes rules for granting subsoil into use
and sets the conditions thereof.

In particu lar, under the Subsoil Code the minerals are divided into minerals o f national and local
importance . The lists of minerals of national and local importance have been approved by
the Cabinet of Ministers of Ukraine 1%¢. According to the lists, natural gas, oi |, quartz sand, and
clay belong to minerals of national importance 7.

i ¥ «©z 2@}z O«wO¥~CA Vv |z ©O¥o O} ¥«Cy ¥w2v-~o v ¢~x
Lz " £~2 [¥" alz «©z ¥{ 2}z ©O«wO¥~¢C>C c¥dicermd A 2}
holder from any alienation of the rights under the license granted thereby, including through

transfer of license to the equity of a legal entity or as a contribution to the joint venture 8. For

more information on the awarding of the licenses, see section ¢6.6.2. Procedure for granting

licensesc¢.

For industrial development of a field, a developer also needs to obtain a mining allotment %9,

Mining allotments to develop mineral d eposits of national importance starting from March 2016

are provided by the State Labor Service 1. The document certifying the right to use the subsoil

is the act of granting the mining allotment. Conducting a geological study does not require

obtaining a mining allotment. To determine the commercial value of a field and its mineral

deposits, mineral reserve requirements (requirements to quality and quantity of minerals, as

well as various development conditions) is made. 6* Mineral reserve requirements are subject

ay al}lz \z¥C¢C¥|  hz" a~xz CO xo¥ dejetopiry\ife m¥eral reseryes | " ¥ x
requirements is set by the Ministry of Ecology. 62 Mineral deposits of a proven field, as well as
Vyy~a~¥ovee z®| ¢¥"zy £~pz"ve yz| ¥0~20© vz O«w z

155 Article 6 of the Subsoil Code of Ukraine, available at: http://zakon5.rada.gov.ua/laws/show/132/94  -%D0%B2%D1 %80

1% Resolution of the Cabinet of Ministers of Ukraine "On approval of mineral and natural resources of state and local importance
N0.827 dated 12.12.1994, available at: http://zakon2.rada.gov.ua/laws/ show/827 -94-%D0%BF.

157 List of minerals of national and local importance attributes clay to minerals of national importance, if such clay is a refra ctory
cement raw material, a forming raw material or a raw material for the brewing of iron ore concentrates. Certain varieties of clay
(for example, brick and tile raw materials) are listed as minerals of local importance.

158 part 6 of, Article 16 of the Subsoil Code of Ukraine, available at:  http://zakon5.rada.gov.ua/laws/show/132/94 -
%D0%B2%D1%80

159 |t should be noted that mining allotments are abolished by the DraftLaw N0. 3096 -y ¢do VEzoy~ao| Xz "2av~a az| ~
Ukraine Concerning Facilitation of Certain Aspects of the Oil and Gas | ndustry" signed by the President of Ukraine in March 2018.

ey vC GE ¥{ gzO¥C«?2~¥no ¥{ 2}z Xbj C¥C JN yvazy GL _ve«v™ " FNNJ
veey¥afza?a ©CAhtwy/zakens.rada.goz.ualadsBhow/59  -95-%D0%BF with changes introduced by the Resolution of the

Xbj C¥C LK yvazy FF [zw’  «v™ ™ GEFK ¢dm vEzonyfzo2@© 2a¥ O¥f£z Vvx20O0 ¥({

http://zakon3.rada.gov.ua/laws/show/78 -2016 -%D0%BF Prior to the entry into force of the relevant changes, namely until
04.03.2016, the function of granting mining allotments was performed by MSIS.

161 Article 45 of Subso il Code of Ukraine, available at: http://zakon5.rada.gov.ua/laws/show/132/94  -%D0%B2%D 1%80

162 Currently, the Procedure of performing and substantiating the mineral reserves estimation f  or calculating the deposit value of
soild mineral resources is approved by the Order of DKZ No0.300 dated 7 December 2005, available at:
http://zakon3.rada.gov.ua/laws/show/z0065  -06.
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procedure for which is set by t he CMU 163

The Subsoil Code also sets out the rights and obligations of the users of mineral resources. The
basic rights include carrying out a geological study of mineral resources on the granted block,
overall development of mineral deposits, and other wor ks, as well as the use of the produced
minerals. The key obligations of the subsoil users are to exploit the subsoil solely in accordance
with a designated purpose, to ensure the comprehensiveness of a geological study, to secure
the rational and integrate d use and protection of subsoil resources, and to maintain the security
of people, property, and the environment.

Works and research activities related to geological study of subsoil resources are subject to
compulsory state registration and monitoring by the State Geological Information Fund. The
state registration % and monitoring of works and research activities ° related to a geological
study of subsoil is the competence of the Geology Service .

Geological information obtained at state expense is considere d state property. The procedure
and terms for providing geological information into the use of different types of users of mineral
resources, as well as its sale is determined by the Regulation on the Procedure for providing
geological information 166,

The fee for the use of geological information is determined by Heolekspertyza State Geophysics
Enterprise using the Methodology for determining the cost of the geological information
obtained at state expense 7. The geological information obtained at the subsoil « ©z ~ C© z ®
~©OA 2¥ 2}z x¥pma“ y"T A yzz£fzy 2}z O«wO¥~¢ «O©z  C
Geology Service.

Z ©
1
I

|
i
©

The Geology Service and local governments exercise state control over the rules and
regulations for subsoil use being complied with. Starting from Martch 2016, the State Labor
Service and its local bodies supervises the geological studies and their use in accordance with
the Regulations on the procedure for state mining supervision 168,

In addition, the Subsoil Code contains the prov isions regulating a number of other issues,
including the matters of geological exploration of mineral resources, state registration of
mineral deposits, design and construction of mining facilities, protection of the subsoil
resources etc.

163 part 4 of A rticle 45 of the Subsoil Code of Ukraine. In fact, the assessment and appraisal is conducted by the DKZ of the Geology

Service in accordance with para. 4 of the Resolution ofthe CMU No. MKJ yv2azy GG Yzxz£fwz"” FNNI ¢da v | | ¥
for Stateas©z ©©£zwa vaoy v!! " v~0©ve¢ ¥{ Ehtpl/izdkonradd.gowun/Tawsts@o@/A68Y - 2008 -URAYBE v @ O

164 Order of the Ministry of Ecology and Natural Resources of Ukraine No.2 KH yvazy FI _«wmz GEFH ¢édo v! ! " ¥avy
{ ¥~ ©avaz Tz]|] ~©2 " va~¥np ¥ { -¥7 © vay ©2 «y~z0© “z¢vazy a ¥ |
http://zakon5.rada.gov.ua/laws/show/z1157  -13.

g yz" ¥{ a8}z b~o~02" 7 ¥{ Zx¥¢¥| voy cva@« vt gzO¥« " xz© ¥{ jj v~noz
{ ¥~ ©avaz "z| ~©2 " va~¥ano ¥ { -¥7 ) © vay ©2 «y~z20© “ze¢vazy a ¥ |
http://zakon5.rada.gov.ua/laws/show/z1156  -13.

166 Regulations on the procedure for managing geological information, approved by CMU Resolution No. 423 dated 13 June 1995,

available at: http://zakon5.rada.gov.ua/laws/show/423  -95-%D0%BF

"gz0O¥¢«® ~¥o ¥{ 2}z Xbj Cc¥C FELJ yvazy FE Yzxz£fwz"~ GEEM ¢do V! | " ¥av
geological informat ~¥o ¥w2v-~ozy v@ a}z x¥0©02 ¥/{ htp/jzakon®rada.doz.ualaws/shavrl@r7B 2608 - ¢ v we z v
%D0%BF

168 Resolution of the CMU No. 134 dated 21 February 1995, available at: http://zakon2.rada.gov.ua/laws/show/134  -95-%D0%BF

-~23} x}ve|z® ~na“¥y«xzy W gzO¥¢«?2~¥n ¥{ a3}z Xbj c¥ LK yvadazy FF [z
of Ministers of Ukraia z € A v - v: ktt:A/ zakbrB.radadjov. ua/laws/show/78  -2016 -%D0%BF Prior to the entry into force of the

relevant changes, namely until 04 March 2016, the function of granting mining all  otments was performed by the State Service for

Mining Supervision and Industrial Safety of Ukraine.
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6.1.2. The Mining Law of Ukraine

The Mining Law of Ukraine No 1127 -XIV dated 10 June 1999 (hereinafter g2 } z ¢ b ~o ~ o |
is the principal law regulating the matters of mineral production and mining operations.

Among other things, the Mining Law regulates the creation and location of mining enterprises,
the main requirements to mining operations, technical safety measures, prevention of
emergencies, environmental safety and environmental impact measures, as well as a number
of working conditions in the mining industry. The Mining Law sets up the preconditions for
government support to mining entities (including the employees of mining enterprises) in the
form of subsidies, benefits, compensation, aid, etc.

KCFCHC i}z av- ¥{ jj"v~oz ¢do d~¢ vey \voC

The principal law regulating relationships with regard to the use of oil and gas resources, as
well as production, transportation, storage and use of oil, gas and their byproducts is the  Law
¥{ ji“v~mz ¢dNo2865% avanyy vewzgQC FG _«¢~ GEEFC

The procedure for the use o f oil and gas resources in the respective block of oil and gas mineral
resources is set by an agreement on the use of oil and gas mineral resources, which is an annex
to the relevant license. As a ge neral rule, oil and gas extracted by the user of oiland gas mineral
resources is the property of such subsoil user.

Both the Subsoil Code and the Law on Oil and Gas explicitly prohibit the license holder from any
kind of alienation of the license -granted rights, including by transferring such rights into the
equity of a legal entity or as contributing them into a joint venture 6%, At the same time, the
Law on Oil and Gas stipulates that if the use of oil and gas mineral resources occurs under a
JAA, co-production agreement, or production cooperation agreement, one of the parties to
such an agreement should have a relevant license 170,

After the expiry of a license, the state property provided to a license holder should be passed
back to the state, whereas any property created by the license holder while carrying out i ts
subsoil use activities remains the property of such license holder.

For the companies and the parties to the cooperation agreements in which the state directly or
indirectly owns 50 percent or more, special rules are set with regard to the sale of the produced
minerals. In particular, crude oil, gas condensate, and liquefi ed gas should be sold exclusively
at auctions on a monthly basis. The rules for such auctions are determined by the CMU, and the
starting price for such auctions for gas condensate and crude oil should be determined based
on the crude oil customs value. Th e unsold amounts of such crude oil and gas condensate
should be sold to the Naftogaz of Ukraine NJSC at a starting price of an additional auction. 17*

v{az" &}z w©oz- av- ¢do 2}z cv2@«'ve \vO bv~ jzaC
PJSC that is still required to sell its domestically produced natural gas to Naftogaz of Ukra ine
NJSC'2. During 2016, Ukrgazvydobuvannia PJSC had to sell natural gas of its own production

169 part 2, Article 14 of the Law on Oil and Gas, available at: http://zakon2.rada.gov.ua/laws/sh  ow/2665 -14.

170 Article 49 of the Law on Oil and Gas.

71 Article 4 -1 of the Law on Oil and Gas.

172 Regulation on imposing special obligations onto the natural gas market players in order to ensure public interests in the
natural gas market (relations during a transition period), approved by the Resolution of the CMU No. 758 dated 1 October 2015,
available at: http://zakon0.rada.gov.ua/laws/show/758  -2015 -%D0%BF adopted to implement Article 11 o f the Law of Ukraine
¢de 23}z cva@« ve \ViO@datedIApd 2045. c ¥ HGN
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on a monthly basis'’® to Naftogaz of Ukraine National Joint -Stock Company at a fixed price for
the formation of the natural gas resource for household consumers, religious organizations,
and producers of thermal energy.

The Law on Oil and Gas also regulates a number of other issues including commercial
development of oil and gas deposits, basic requirements for commercial development,
environmental protection, special labor conditions, and responsibility for violations in the oil
and gas industry.

KCFCIC av- ¢des 2}z cva@a«"ve \'vO bv ' jzaC

i}z av- ¥{ jj v~woz ¢édo 2}z -\dliwated9 Al 2015 @ereinafterj z2 C ¢
g2tz Ccav- ¥o 2}z cva@«'ve \wv© bv jzaC> -vO vy¥laz
obligations regarding the implementation of the Third Energy Package.

The Law on the Natural Gas Market covers a fairly wide range o f issues related to the operation
of the natural gas market. The law defines the principles of functioning of the natural gas
market and the role of the state in it (in particular, regarding the establishment of technical
requirements and licensing of econ omic activities on the natural gas market), the rules for the
supply, transportation, distribution and storage of natural gas, as well as the rules for the
installation of LNG.

6.1.5. Tax regulations
The extractive industry companies are subjectto taxation under the following basic regulations:

Tax Code of Ukraine No. 2755 -VI dated 2 December 2010 sets the list of taxes, levies, and
their administration, the rights and obligations of the taxpayers, competencies and powers
of the tax authorities, and the responsibilities for violation of tax laws;

Customs Code of Ukraine No. 4495-VI dated 13 March 2012 defines the procedure for
charging customs duties when moving goods across the customs border of Ukraine;

av- ¥{ jj v~amz ¢dan X«®2 &¥oVIidMdd 19{SEpte¥lher 0143 sets~ o z
up the rates of import duty for the goods imported into the customs territory of Ukraine;

av - ¥ { j ©n Collextion of, and Accounting for, the Unified Contribution for
Mandatory State Social Insurance Contrib « 2 ~ ¥ o C W Gate®8 Xly 2010 regulates
the procedure for USC collection and accounting;

Budget Code of Ukraine No. 2456 -VI dated 8 July 2010 establishes the procedure for
approval and implementation of budgets, including the procedure for allocation of tax
revenues between the state and local budgets.

Certain tax issues are also regulated by the by -laws issued by the CMU, the Ministry of Finance
of Ukraine and the SFS.

173 Except for the amount of production and technology costs, the volumes used to meet its own needs related to extraction,
preparation for the transportation and transportation of natural gas, as well as for the production of liquefied natural gas and
stable gasoline.
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Fiscal Regime of Extractive Industries: Major Regulations in the Field of Taxation

Framework law

The Constitution of Ukraine

Major Codes and Laws

The Tax Code  The Budget Code The The Lawon  The Law on Unified
Customs Customs Social Contribution
Code Tariff

Bylaws and Other Regulations

CMU Resolutions Orders of the Other regulations
Ministry of
Ukraine and
the SFS

Figure 6-2: Regulator y framework for extractive industries (major tax laws and regulations)

6.1.6. Other regulations

i}z av- ¥{ ji v~omz ¢do Zugo--126%XIfdated 26 Juneel9M Zetsx 2 ~ ¥ o C

the basic requirements to the use of natural resources, including mineral s. The law determines
the responsibilities of the state authorities and local governments, as well as environmental
control and supervision procedures.

The Law also sets out the general environmental requirements to be followed while using the
natural resources (rational and economical use of natural resources, implementation of
measures to prevent spoilage, pollution, and depletion of natural resources, doing business and
other operations without violating environmental rights of others and other requireme  nts) as
well as the measures to ensure environmental safety in the course of various activities.

i}z av- ¥{ i v~woz ¢dNo @92/962-YR dated 15 Mayo1@96 ¥etsathe
framework for pipeline transportation sector (also addressing some matters  of oil and gas
production), covering industrial pipelines (connected networks), i.e. non -trunk pipelines within
the plants, and the oil and gas pipelines that are the part of petroleum tanks or petroleum
plants. Among other things, the Law governs the rela tions between the entities engaged in
pipeline transportation of hydrocarbons and other products and substances from their initial
locations, locations of mining (production fields), production or storage to the places of their
processing or use, handling and subsequent transportation.

i}tz av- ¥{ jj "v~oz ¢do e” ¥y AgIA03%-XIV dajed14 Septemb¥r| © z z £ :

1999 regulates the process of bidding for PSAs, entering into such agreements, and their
performance.

i}z av- ¥{ ji v~oz £#pv kY yated 21CMay2D09 sets the
framework for geological exploration of coalbed methane, the conditions of its production and
removal during gas draining -out and its further use, including the access to gas transportation
networks.
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Land plots for use in mining operations are provided under the procedure prescribed by the
land legislation of Ukraine, where the main actis the Land Code of Ukraine No. 2768 -IIl dated
250ctober2001and 2} z av- ¥{ j i  v~uoio. &6d-XV daed § Octlrenv1898.C
To carry out exploration works, a relevant agreement with a land owner or an consent from a
person currently using the land plot is required.

The plots indicated in the licenses are limited by certain acreage and depth. T he dimensions
and boundaries of the plots granted for use should be established by the Geology Service. The
maximum land area granted for geological exploration of oil and gas mineral resources cannot
exceed 500 kmZ2, and 1000 km 2 for the areas of the Black Sea.l’™

The Water Code of Ukraine No. 213/95 -VR dated 06 June 1995 regulates the issues related
to use of water resources during mining operations. In particular, the Water Code requires
obtaining a permit for special water use (i.e. the diversion of water from water bodies using
buildings or technical devices, water use and discharge of pollutants into water, including water
intake and discharge of harmful substances in water reverse using channels).

i}z av-0 ¥{ j i  v~noNo®WXIVXMedixzlaEl9®am@& de ezx« ¢~y "~ ~:
of Lease or Concession ofthe State -d - azy [vXx~¢~23~720 ¥{ [«z¢ vwoy Zno
No. 3687 -VI dated 8 July 2011 set the procedure and specifics of lease and concession of the

state-owned facilit ies.

A number of issues related to mining are governed by numerous by -laws.

Summary:

Extractive activities are governed by the Constitution of Ukraine, as well as numerous laws
and by-laws.

The key priorities in reforming the regulatory framework are sim plification and
harmonization of the regulations. This may include ad option of a new Subsoil Code, easing
of the licensing system in extractive industries and aligning other laws and regulations with
the modern extractive industry standards. Itis also cru cial to enact by -laws to implement the
adopted laws, as well as to continue transparency reforms in extractive industries, especially
with respect to license awarding.

Ukraine has significant potential in terms of natural resources and it is of great impo rtance
for Ukraine's economy. Legislation governing the use of natural resources should enable the
state and private companies to effectively achieve this potential. Changes in the legislative
field throughout 2016-2017 (for example, decreased gas extraction royalties) may
contribute to the investment attractiveness of the Ukrainian  extractive sector, although the
need for further comprehensive reforms remains of high priority .

174 Article 19 of the Law on Oil and Gas.
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6.2 Functions and responsibilities of public authorities

Activities of extractive companies are regulated by a number of central and local authorities of
the state 17°:

Figure 6-3: State authorities that regulate the activities of extractive companies

Verkhovna Rada of Ukraine (the Parliament) establishes the main directions of the national
policy in the extractive industries and regulates the relations in the industry by adopting laws.

The President of Ukraine takes part in the legislative process (he has the right to legislat ive
initiative and veto) and participates in the creation, liquidation and restructuring of ministries
and other central executive bodies.

The Cabinet of Ministers of Ukraine (the CMU) implements the national policy in, and governs
the extractive industries. To implement the laws, the CMU adopts resolutions where the rules,
procedures and requirements are specified in more details. The CMU also coordinates the work

175 This section does not include information on state authorities that did not regulate extractive companies in 2016 (for
example, the Parliament and the Council of Ministers of the Autonomous Republic of Crimea, etc.).
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