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Gas Ultimatum to Ukraine

EU states are following closely the spat over an alleged unpaid gas bill of $1.5 billion. The Russian

state gas company, Gazprom, says the debt must be paid otherwise supplies of Russian gas will

be curbed to Ukraine, starting on Tuesday at 10.00 am Moscow time.

In an effort to ward off this dispute and any further disputes, the Ukrainian state gas company,
Naftohaz Ukrainy, has offered to pay the debft in full on the provision that it signs a contract to

deal directly with Gazprom in the future.

“Naffogaz is ready to commit to full
repayment of its debt in exchange for an
agreement to sign a direct contract and
relevant documents with Russia's Gazprom,"

reads a government statement.

The current dispute arose over allegations
of a debt, which Naffohaz said was the
responsibility of RosUkrEnergo, the shady
intermediary gas company that supplies
Ukraine with a mixture of gas from Central

Asia and Russia.

On Friday talks that took place between

officials from the two state gas companies

A A Cabinet of Ministers meeting addresses issues
facing Naftohaz Ukrainy. Gazprom has threatened to  ended in deadlock.
curb gas supplies to Ukraine on Tuesday.

The threat to curtail gas supplies to Ukraine
would only affect the supply of Russian gas which makes up a quarter of the gas supplied to
Ukraine. Both Gazprom and Naftohaz have stressed that gas supplies to Western Europe would

be unaffected. President Yushchenko is due to visit Moscow this week.

Naftohaz Chairman, Oleh Dubyna has no doubt that the situation is politically motivated, “The
Russian side is doing all it can to push Naftohaz and Ukraine into a corner,” said Dubyna, “and all

of this is happening right before President Yushchenko's visit to Russia."

Days before Gazprom's ultimatum, the Tymoshenko-administration again called for the
removal of infermediaries from brokering and supplying natural gas to Ukraine. The government
is determined to clean-up corrupt practices in the energy sector, and Ms Tymoshenko is due to

visit Moscow on 21 February with energy issues high on her agenda.

To date Russia has looked favourably on efforts to promote greater transparency in the
industry. The arrest of Semyon Mogilevich, together with recent statements from Gazprom
officials, appears to indicate a wilingness by the Kremlin for greater transparency and to

provide an olive branch to the new Tymoshenko-government (see arficle on page 4, ‘Mobster

Arrested’). (YT



Most experts do not see this latest spat as escalating into a dispute on the scale of the 2006 gas
crisis, which disrupted supplies to Europe. Some 80 percent of Russia’s natural gas exports to

Western Europe flow through Ukraine.

"We believe Gazprom is flexing its muscle ahead of Yushchenko and Tymoshenko's planned

visits to Moscow," said Alexander Burgansky from Renaissance Capital.

Meanwhile, the government is making good progress on a strategic development plan
designed to put Naftohaz back on a firm financial footing. A raft of provisions is being worked on
by a joint task-force from the Fuel and Energy and Finance ministries. More details will be

provided in the next issue of Inform.

Coalition with Regions is Out of the Question

Prime Minister Yuila Tymoshenko has again ruled out any form of coalition government with the
Party of Regions. The rebuttal came after her interview with the Euronews TV channel. During the

interview she was asked if she thought such a concession was possible.

Ms Tymoshenko said, “Our terms have been outlined in the
20-item plan o bring the economy and politics in Ukraine out
of the shadows. If the Regions are ready to accepft it — we'll

welcome them.”

Her statement was immediately seized upon by some as a
wilingness to allow the party of her arch-rival Viktor

Yanukovych fo join the government in a grand coalition.

“This was wishful thinking from the opposition,” said a

government insider, “as they clearly misunderstood what was

said. They have added two and two together and come up

with six.” A Prime Minister Yulia Tymoshenko.

Ms Tymoshenko acted swiftly to scotch the suggestion. "I believe wholeheartedly in a
democratic coalition, the unity of the president, government and parliamentary majority. As part
of this overall democratic process we endorse cooperation with the Party of Regions in so far as it
is an opposition force. We believe in protecting the rights of the opposition and for it to have the
powers to monitor the activities of government. | see this as part and parcel of a healthy
democracy. That kind of cooperation is light-years away from inviting the Regions to join the

government. Our position has not changed.”

The prime minister called for dialogue with the Party of Regions on a draft bill for regulating
opposition rights, as well as the drafting of a bill concerning the Accounting Chamber, which it is

proposed that the opposition will chair.

Foreign Investment Rising

Speaking at a conference in Kyiv, entitled "Government and Business — Partners," President Viktor
Yushchenko hailed foreign direct investment (FDI) growth in Ukraine in 2007 as "not a bad
achievement." He said that he believed the growth to be between $7.5 and $8 billion. Under

new proposals fabled by the Tymoshenko-government, these figures are set to rise again.
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Ukraine's accession to the 151-nation WTO will improve the investment climate. It is estimated
that it will make Ukraine a better investment target and that the nation’s GDP could grow three

percent over 6-7 years on the back of Ukraine's membership.

The application of international trading rules
will make Ukraine more afttractive to foreign
investors,” said Olexander Klimchuk, an analyst
at Concorde Capital, "we expect foreign direct
investment to reach $10 billion this year,
compared to around nine billion in 2007, and we
expect it will stay at the same level atf least until
2010."

According to the State Stafistics Committee,
FDI in Ukraine grew by $5.239 bilion from

January to September 2007, up 70.5 percent on the same period last year.

In the first quarter of 2007, FDI growth was estimated at $0.847 bilion (compared to $0.922
billion in the first quarter of 2006), in the second quarter - $1.706 billion ($0.777 bilion), and in the
third quarter $2.686 billion ($1.373 billion).

The State Statistics Committee also reported that FDI as of the

first nine months of the year was $26.857 billion.

Since independence, the largest example of FDI was the
privatisation of the Kryvorizhstal steel mill in October 2005. This

transparent privatisation, which was televised, netted $4.8 billion.

Yulia Tymoshenko was credited as the architect of this

privatisation which was applauded widely as the most transparent in the nation’s history.

The Tymoshenko Factor

During her recent trip to Brussels, Prime Minister Tymoshenko announced a comprehensive
reform programme designed to infroduce European standards of transparency across Ukrainian
civil society. Many of the programme’s provisions are designed to improve the investment
climate by enhancing fransparency, stability and the rule of law. Dubbed the Tymoshenko
Transparency Initiative (TTl), the programme delivers on the major tenets of the “Contract with

Investors,” launched during the election campaign.

The TTl was developed in collaboration with members of Ukraine's business community and with

input from international advisers and trade bodies. It includes:

° Constitutional reform

] Judiciary system reform

] Budgetary processes

L] Governmental purchasing and tender procedures

L] Investment and economic incentive programmess, including:
(0] Equal rules for all entrepreneurs
(o) Tax system reform, including VAT refunds
0 Business regisfration procedures
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(0] Addressing and eliminating conflicts of interest

0 Reforming the privatisation process, e.g. open auctions without discriminatory
pre-qudlification limitations

(0] Equal access for Ukrainian and foreign investors

0 Minority shareholders rights

0 Consistent rules governing the lease or sale of non-agricultural land
] Energy policy

o Removal of frading infermediaries

0 Implementation of treaties, including the European Energy Charter and the
Energy Community Treaty

o Protecting the rights of producers, fransporters and consumers
0 Intfroducing fransparency into permitting the exiraction of natural resources,
including:
° A law on the distribution of production
. Open auctions for obtaining an extraction license

The Tymoshenko-administration has
no plans for any major re-privatisation
programme but has drawn up a list of
companies to be privatised and
partially privatised. This scheme,
together with a raft of initiatives

designed to increase tax and customs

revenues, will underpin the govern-

Viktor Pynzenyk, Minister of

Finance. > ment’s carefully costed social welfare

programme. “We will not spend what

we cannot afford,” said the premier.

“"We want to make Ukraine a highly attractive investment proposition,” said Minister of Finance,
Viktor Pynzenyk, “and this means not only providing stability and the rule of law but

accountability and fransparency. These will be our watchwords.”

Mobster Arrested

Semyon Mogilevich, who is wanted by the Federal
Bureau of Investigation (FBI) for alleged fraud and rack-
eteering, was arrested last month in  Moscow.
Mr Mogilevich, who was using the name of Sergey
Schneider when arrested, has been linked to RosUkrEn-
ergo, the troubled intermediary company that provides

Ukraine with natural gas from Russia and Central Asia.

1

The é1-year old Ukrainian-born suspected mobster has :
been wanted by the FBI since 2003 on racketeering, A Alleged mobster Semyon Mogilevich.
fraud and money-laundering charges. Mr Mogilevich has, in the past, been under investigation

by the SBU — the Ukrainian Secret Service. 133



There have been reported links between Mr Mogilevich and Dimitry Firtash who is a major
beneficiary of the Swiss-registered RosUkrEnergo. Robert Shetler-Jones, chief executive of Group
DF — Mr Firtash's holding company — denied any business connection between Mr Mogilevich

and Mr Firtash's Centragas which is a partner in RosUkrEnergo.

First Vice-Prime Minister Oleksandr Turchynov, who had led an investigation into RosUkrEnergo

while head of the SBU, welcomed the arrest of Mr Mogilevich by the Russian authorities.

Prime Minister Yulia Tymoshenko, who wants to improve relations with Russia "on the basis of
understanding mutual national interests,” has long-sought to remove any intermediaries from the
brokering and supply of natural gas to Ukraine, preferring direct negotiations with the Russian

state gas company Gazprom.

Ms Tymoshenko is to visit Russia on 21 February. A wide range of issues will be discussed,
including the subject of stable, predictable natural gas supply to Ukraine,” said Ms Tymoshenko,
“there exists an opportunity for a fresh-start and to cooperate in furthering the national interests

of both countries.”

Government to Reform VAT Law

Ukraine's new democratic government intends to change the law on VAT to bring the country in
line with other European states. The new law, proposed by the Ministers of Finance, Economy
and European Integration, will enable companies fo claim VAT refunds shortly aofter
payments are made. Currently, VAT refunds have to accumulate for 12 months before a refund

is possible.

“The new law will improve the business
environment for companies small to
large and will increase tax receipts and
help curb tax evasion,” said Bohdan

. Danylyshyn, Minister of the Economy.
“Furthermore, it will free up capital held
by the state which can be reinvested,”

he said.

o ““L#"'-/ The previous VAT law was prohibitive
&
e for small and medium-sized businesses

and resulted in widespread abuse.

Supporting the proposed VAT law, Minister of Finance, Viktor Pynzenyk announced the
creation of an electronic register for the entry of VAT refund requests. The registry will be publicly

available and will reduce the number of disputes and allow for complete transparency.

“It will provide an equal opportunity to all companies to receive VAT refunds in a timely and

non-discriminatory manner,” said Mr Pynzenyk.

Also, it was announced that outstanding VAT refunds held up by the previous government will
be returned. Whilst most VAT refunds have already been reimbursed, outstanding amounts are
expected to be returned once an official investigation has been wrapped up. The

government expects this to be resolved within 60 days.



