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0JSC oConcern Gal naf t oigdependént playerfim | |y Recommendation
Ukraineds downstream petroleum retail NOtrated
as one of the most advanced entities in the local capital market,

thanks to its progressive corporate governance and financial

disclosing practices. Al tsh @urrgnh loc@a | r| Key forecast (UAHM)
currency -denominated tradable debt is tiny and hence illiquid, we 2000 20101 2011l 2012
initiate coverage on the company due to its standing as a
. P&L
borrower that has exposure to exchange -rate risk. .
Revenues 4,41¢ 4,92¢ 517( 554
OJSC fAConcern Galnaftogazo has been Operating income 33¢  30¢ 328 34¢
since its business inception in the early 2000s, from a regional petroleum retailer Net income 11z 1e€ 16z 101
to a retailer with a 265-strong nationwide network currently, and in terms of EBITDA 44: 41z 428 A5C
revenues, from a company with sales of less than UAH1bn a year to UAH5bn |EESIE0 Ei '
currently. The company has managed to grow rapidly of late, thanks to its Balance sheet
donti f best i . t d f il " Assets 4,66: 5,020 5,09¢ 4,93
adoption of best practises in corporate governance and financial accountin
) P P i P i 9 i i 9 Capital 1,717 1,98 2,21 2,27:
disclosure, development into a capital market-friendly company. This has Debt 2020 192, 176, 1,49
resulted in facilitating its access to debt capital, which is used by the company for Cash flow
capital spending to facilitate the launching of its new OKKO-branded filling Net CFO 43t 177 41C  35¢
stations. Capex (214 (315 (168 (223
Free CFO 221 (138 24; 131

Over the course of business in the past decade, the company has accumulated Profitability rati
o ) ] . rofitability ratios
debt, which is mostly denominated in foreign currency (the US dollar). Due to

Operating margin 7.1 6.2 6.2 6.2
devaluation of the local currency (by 60% YoY in 4Q08 and 1QO09), debt Net margin (%) ok 3.z 3.1 16
servicing wei gh scashrlowt However, werteleve yhé company EBITDA margin (¢ 10 84 83 8z
will undergo deleveraging (year-end 2008 debt-to-EBITDA was 7.1x), reducing Leverage ratios
its debt burden to 3.3x in 2012E, according to our projections, which assume no Debt/Assets (%) 432 38 346 30z
refinancing of long-term debt. Further on, thanks to the long-term nature of its Debt/Capital (x) 1z 1C 0& 07
key foreign currency debt obligations, the company is likely to have positive cash Debt/EBITDA (X) 4€ 47 41 3:
flow through 2011. From 2012, however, cash outflow (without debt refinancing) Debt repayment ratios (x)

EBITDA int covere 2.8 2.2 2.8 2.€
FCFO int coverag 1z (0.7 1.2 0.7

is likely to prevail, under the weight of interest payments and debt redemptions
(US$m44 due in 2012 and US$92m due in 2014). But, in our view, financial

market conditions will improve till that time, elevating Galnaftogazd sefinancing Notes: forecast based on base case scenario.
Sources: Company data, Investment Capital Ukrain

capability.
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(UAHn (UAHn rate (%
D UA130076AD! 30.0( 0.7¢ 18.0( Quartel 25 Jun 201
E UA130076AE! 30.0( 0.17 18.0( Quartel 26 Jul 201
F UA130076AF: 30.00 157 180(  Quartel 26 Aug 201
Total 90.0( 2.47
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Corporate profile

0JscC

AConcern

Galnaftogazo is a fully independent

industry. Since its inception in the early 2000s, Galnaftogaz has become one of the majors of the local
petroleum retailing market. Operating a 265-strong network of OKKO-branded filling stations, the company
has a nationwide presence, selling more than 600,000 tonnes of petroleum products a year at its retail outlets
and enjoying revenues of UAH5bn a year.

As independent retailer
of light oil products,
Concern Galnaftogaz
accounts for a nearly 9%
market share of the
domestic gasoline
retailing business

pl ayer

Essential information on the comp any

OJSC fAConcern Galnaftogazo is an independent ¢
companyeésstowrat es, accounted for a 9% share of
gasoline retailing in tonnage volume of light oil products sold during 1Q09. Set up in the

early 2000s by local entrepreneurs as a private company operating a number of privatized
fuelst or age tanks and filling stations in a few
into a corporate entity with nationwide operations and net sales of more than UAH5bn a

year.

From the outset, Concern Galnaft oga zablshmkney bus
of a market segment focused on the deployment and operation of a network of filling
stations that woul d meet t he European Uniono:
company has been developing a networ k )ed brar

investing in the renovation and modernization of the existing stations, as well as
acquisitions of small networks, and via greenfield investments. As a rule, an OKKO-
branded filling station is accompanied by a convenience store selling consumer goods and
services. As of end-1Q09, the company is operating a network of 291 filling stations, of
which 265 are OKKO-branded outlets and 238 are convenience-store outlets.

Tablel. Key statistics of business operations of ConGainaftogaz

200: 200: 200¢ 200¢ 200t 200¢ 2007 200¢ 2008/200 1Q08 4Q08 1Q09 1Q09/1Q( 1Q09/4Q(
(% Yo\ (% Yoy (% QoC

Number of filling stations, eop
OKKO 3z 7€ 94 11¢ 157 20¢ 26( 25.( 218 260 265 21.¢ 1.c
Norbranded 12t 8t 6t 61 43 44 2€ -36.¢ 46 28 26 -43.t -7.1
All netork 157 16( 161 15¢ 17¢ 20¢ 252 28¢ 14 264 288 291 10.2 1.C
Volumeof light oil products sold via its retail network of filling stations, tonne
Gasoline N// N// 187,00 205,99 210,31 238,28 326,33 413,69 26.¢ 94,001 111,65€ 88,135 -6.2 -21.1
Dieseluel N// N/ 99,19 117,25 146,59 183,76 239,51 252,59 5.E 63,009 63,638 48,098 -23.7 -24.¢
Liquedid gas N/# N/# N/# N/# 932z 2,66( 8,38¢ 10,52 25t 2,129 3,019 3,109 46.( 3.C
Daily aerage throughput, litre per filling station
OKKO N/# N/# N/#10,154.10,468. 9,890.110,435. 9,428.i -9.€| 9,553.0 9,094.4 7,148.5 -25.2 -21.¢
Norbranded N/# N/# N// 2,698.. 2,499.. 2,709.0 2,841. 2,631.. -7.4]  2,349.0 2,310.7 1,960.4 -16.5 -15.2
All netork N// N// N/# 7,067. 7,663. 7,987.0 8,964. 8,491 -5.2| 8,379.0 8,368.2 6,666.6 -20.¢ -20.:

Notes: ecpend of period.
Sources: Company data
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The key features of the companyds successful p
transparency of debt, especially to equity investors, as the company has prepared and

published audited IFRS financial statements since 2003 on an annual basis, and non-audited

guarterly IFRS financial statements since 1Q07, at which point the company pioneered the
introduction of the best practices of corporate governance. These, among other
developments, allowed the company to access a wider funding pool and to show strong

growth during 2003-08, as its network of filling stations nearly tripled and revenues increased

more than five-fold in nominal terms, from UAHO0.9bn in FY03 to UAH5.5bn in FY08.

Management and shareholders

Concern Galnaftogaz is  The company is run by a management team that has nurtured it since its formation in early

run and controlled by its ~ 2000s. The table below (Table 2) provides details on members of the supervisory board of
president and head ofits Concern Galnaftogaz, which is the compagimgyds pr

supervisory board, In principal, the company has been run by 47-year-old Vitaly Antonov, who put the

Vitaly Antonov ~ company into the gasoline retailing business in the early 2000s. Two incumbent top

executives of the company are 35-year-old Yuriy Kuchabsky, who is responsible for

commercial issues, and 35-year-old Vasyl Danylyak, whose area of responsibility spans

financial and investment issues.

Table2. Members of the supervisory board of Concern Galnaftogaz

First and last name Borr Position With Galnaftogaz sin
Mr Vitaly Antonov 196: Head of supervisory board, president of the company 200:
MsNatalya Antonova 196: Executive member of supervisory bepresideat HR 20a
Ms Yulia Antonova 198t Norexecutive member of supervisory board 200¢
Mr Vasyl Danylyak 197: Executive member of supervisory bepresident on financialiavestment issues 200:
Mr Yuriy Kuchabsky 197: Executive member of supervisory bepresideat on commercial issues 200:
Mr Oleg Pasko 197: Executive member of supervisory bepresident on corporate and legal issues 200:
Mr VadyMyshnevsky 196! Norexecutive member of supervisory board 20a

Sources: Company data

The shareholding structure of Concern Galnaftogaz is depicted by the following Chart 1. A
controlling stake in the company is owned by GNG Retail Limited of Cyprus, which, in turn,
is 100%-owned by another Cyprus-based company, GNG Finance Public Limited. Vitaliy
Antonov is a beneficiary owner of Concern Galnaftogaz.

Chartl. Shareholders of Concern Galnaftogaz
As of end of 1Q09 (%)

The Bank of New You %8
Mellon Corp. :
10.8

GNG Retail Limit
79.7

Source: Company data.
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In May 2005, a GDR programme was launched via the Bank of New York Mellon
Corporation (with ratio of 1:500), placing 1.9m shares of on Concern Galnaftogaz among
the portfolio investors.

Cooperation with IFls

Gal naftogaz Since inception, the companyés management has
story can be partly  international financial institutions (IFIs), namely, the EBRD, IFC, and BSTDB (the Black Sea
attributed to fruitful and  Trade and Development Bank) would bear fruit. Such cooperation 1) gained the company
timely cooperation with  access to the borrowed funds, with maturity tenor not available from local commercial
IFIs  banks (above one year maturity); (2) forced it to deploy corporate governance standards
and financial reporting, according to best practises developed by global public companies;
and (3) has brought it recognition as of late in the global banking sector and capital
markets. The following table contains projects realised between Concern Galnaftogaz and

IFls.

Table3. History of Concern Galngfta z3 s cooperation with | FIls

Date IFI Project Description

2001 EBRD US$1.2m loan Loan to fund Galnaftogaz's working capital needs and development of its “OKKQO”
petrol station chain in Ukraine

October 2003 EBRD US$1.3m loan Loan to fundevelopmenttiaf Galnaftogaz “OKKO” in Ternopil oblast

December 2003  IFC Adoption of corporate governance practices

June 2004

2004 BSTDB US$23.0m Loan to fund further development and growth of the Galnaftogaz “OKKO” petrol
station chain in Ukraine

July 2005 IFC US$25m-year loan Loan to fund the company’s ongoing programme of reconstruction, construction
and acquisition of petrol stations

October 2005 EBRD US$25 million senior secured loan Loan to fund the company’s ongoing programme of reconstruction, construction
and acquisition of petrol stations

June2006 BSTDB US$14.0m Loan to fund further development and growth of the Galnaftogaz “OKKO” petrol

station chain in Ukraine
November 2007 EBRD US$100m (US$30m senior loan, US$50m siLoan to fund further development and growth of the Galnaftogaz “OKKQ” petrol
syndicated lo&5$20m subordinated mezzarstation chain in Ukraine
loan)
December 2007  IFC US$00m (US$30m senior loan, US$20m  Loan to furigther development and growth of the Galnaftogaz “OKKO” petrol
subordinated lpat8$50reeniosyndicatddan station chain in Ukraine
June 2009 EBRD An equity investment into the Company for eTheinvestment will contribute to finance the company’s acquisition and capital
$50 million expenditure program and the associated increase in working capita
period to 2012

Sources: Company data

An EBRD official shortly =~ Cooperation with IFls took a new turn in 2007, when Concern Galnaftogaz, which
(2007-08) held a seat on introduced into its supervisory board an independent member post, named long-standing
the supervisory board of  EBRD official Kamen Zahariev, a Kiev-based Ukraine country director at the EBRD, as
Galnaftogaz  supervisory board member. Zakhariev left the board after serving a one-year tenor (from
October 2007 to October 2008), due to a new assignment he got in the London office of the

EBRD.

The latest development was an equity investment to be made by EBRD. According to an
agreement between EBRD and Concern Galnaftogaz, the former will invest US$50m in the
share capital of the |l atter in order to stren;d
position. This move by the sides, during times of economic stress in Ukraine and the
deleveraging process, shows the kind of advantage and flexibility that Concern Galnaftogaz
has managed in negotiating financing that will improve its standing, while other corporations

6
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Concern Galnaftogaz is a
completely independent
retailer of petroleum
products, é

€ getting supplies from a
range of sources that
have aregional
diversification

Chart2. Origin of supplies in 2007
Breakdown of supplies of light ol products to Concern Galnaftoga:

Pg!gndl\letherlands
03 Poland

Belaru,
7.2

Lithuania
12.0

Russia
15.0

Romania
17.2

Source: Company data

Sales of consumer goods
and services has become
a second business line in

terms of overall priority

with similar market standings cope with restructuring.

The EBRD funds will be provided to Galnaftogaz in two tranches, the first of which, of
US$20m, will be disbursed by year-end 2009, and the tranche with the remaining volume of
funds (US$30m) is expected to arrive in 2010. Once the investment is made in full, EBRD
will hold a 15-20% stake in Concern Galnaftogaz according to Vi t al y
interview with business daily Kommersant on 17 July, 2009; the size of the stake will
depend on the price formula that has yet to be agreed upon by the sides.

Operations

Concern Galnaftogaz is an independent retailer of light oil products, i.e., it is not affiliated
with a refiner, neither domestic nor foreign. The company operates a network of filling
stations (286 outlets) and a few storage tanks (9 units) with a logistics unit handling
deliveries of light oil products across its selling outlets. The company runs contractual
relationships with a number of players in the wholesale light oil products market, buying
light oil products in bulk volumes; and interacts directly with vertical integrated oil
Orolwenre da MdVoE g/ Ir 3 t@nasné
few), buying light oil products from refiners in bulk volumes as well.

companies(Pol i sh oi | maj or

In fact, the company has had an established contractual relationship with a number of
suppliers of light oil products. Thus, in its 2007 annual report for shareholders (the latest
available to the public) it provided a breakdown of supplies by country of origin. This in our
view reflects flexibility that the company has in terms of dealing with a diversity of sources
of supplies.

Chart3. Origin of supplies in 2008
Breakdown of supplies of light oil products to Concern Galnaftoga:

Ukraine
7.0

Others
1.6

10.0

Russia

Ukraine 14.0

44.6 Belarus

. 37.0
Romania

12.0

Lithuania
18.0

Source: Compaaya

While retailing of light oil products has been a core source of revenues (accounting for a
78.5% share of total), Concern Galnaftogaz aims to add to its core revenues the sales of
consumer goods and services at its convenient stores attached to most of its OKKO-
branded filling stations. According to the latest financial statements (as of 1Q09), this
source of revenues garnered the company UAH78.4m in the quarter and UAH328.5m
during the last four quarters (from 2Q08 to 1Q09) or more than 6% share of total revenues
in annualised terms (see Chart 5).

Antonovobds

Rsetf al tn
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Retailing of petroleum  Aside from core sources of revenues, the company occasionally deals with smaller
products brings in up to  independent retailers, which are not significant enough in size to get supplies from the
80% of revenues é large-lot wholesale market, on the small-lot wholesale market, selling them light oil products
in bulk volumes. This source of revenues brought the company a 10.7% share of total
revenues in 1Q09 and a 15.3% share of total revenues in annualised terms. Other services
that bring revenues, albeit a quite tiny share of the total, are transport services, which are
provided by the company to third parties, thanks to its full-fledged fleet of specialised
transport vehicles (i.e., oil trucks).

Chart4. Historical breakdown of revenues by type of activitie ~ Chart5. Breakdown of annualised revenues as of BQ09

Fullyear data for 2008 period, for 1Q09ahaualised data is providea By type of activities, 100% = UAI26/87
a 12month period ending in March 2009)

B Retail ®mWholesalt ® Consumer goods and ser © Other
Consumer goods Other
and servic 0.1
6.0 (WAHb ot

Wholesale

50 15.2
4.0
3.0
2.0
0.0 T T T T T

2004 2005 2006 2007 2008 1009
Source: Company data. Source: Company data.

€ and generates an 80% In terms of margin (revenues less cost of petroleum and consumer products), two core
share of earnings, while  business lines, namely, retailing of light oil products and retailing of consumer goods and
consumer goodssales servi ces, together bring i n dethileonlthisane awilabeeh ar e
bring more than 10% of  from the 2006 annual report published by the company, in which it disclosed a breakdown
earnings  of margin by type of operating activities.

Yet back in 2006, fuel retailing brought in an 81.4% share of the UAH252.2m total margin
the company earned in FYO06, followed by sales of consumer goods and services, which
accounted for an 11.4% share of the total margin volume. Sales of light oil products at the
wholesale market brought the smallest share of earnings, providing the company with just a
2.7% share of the total margin volume. Even transport services provided to the third parties,
which accounted for just 0.5% of total revenues in 2006, brought earnings nearly twice that
of wholesale market activities (or a 4.5% share of the totalvolu me of FYO066s mar gi

This, in our view, suggests that going forward, Concern Galnaftogaz will concentrate on
retailing (of petroleum and consumer goods) as the most profitable activity. Activities in the
wholesale market should be viewed as supplementary to the core business.

Costs

The key costitemsare The foll owing is an assessment of the company

petroleum and consumer  perspective, thanks to available IFRS financial accounts for the years 2003-08.
goods, employee
compensation, and
logistics

The largest cost item for the company is the petroleum and consumer products which it

realised via its retail network, accounting for nearly a 94% share of total costs of sales in

2008. As petroleum prodhet G ondlsess hac eowrft tfoc
currency terms (a 93.8% share, summing up revenues from retail and wholesale sales of

petroleum products), leavings sales of consumer goods with a 6.1% share, this cost
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item is driven by the price for petroleum products, which in turn are linked to the global price
for crude oil. As the following charts show, correlation between crude oil price and prices on
light oil products is strong, resulting in a correlation coefficient hovering around 0.99x.

Chart6. Hand in hand: gasoline and diesel prices... Chart?. ...crude oil, gasoline and diesel prices

History since January 2003. Gasoline is premium unleaded 10ppr.  Historgince January 1995
diesel fuel is 10ppm (ULSD, CIF)

Gasolint Diesel fue Brent, crude oil (Il Gasoline (rf Diesel fuel (rt
16 (go0 USSonn 1600 (wswbb (000 US$/tonr. 1.6
1.4 140.0 1.4
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10 ﬂ 1000 {10
038 h‘ J.'V‘n l 80.0 L f" \{'f‘- \ 0.8
N 1 i |
06 A ad L f"‘# /' 60.0 sl ﬁ ) uE
NNy vy L
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U yend e
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Source: Reuters.

Logistics costs increased
in 2008, but their
optimization has been
addressed in 1Q09

Chart8. Breakdown of costs of sales

FY08 data, 100%JAHS5,@E0m

Source: Reuters.

The second-largest cost item during the last two years of 2007-08 appears to be logistics,
accounting for 1.7% and 1.8% shares of total cost in 2007 and 2008, respectively.
However, in the previous years of 2003-06, logistics expenses accounted for a share
ranging between 0.2% and 0.5%. This suggests, in our view, the additional complexity of

handling | ogistics of a widening network
spanned several western oblasts of the country, while as of end-2008, it covered all oblasts
(in total, Ukraineods territory of 603,500

autonomous republic of Crimea), except three, situated on the eastern border of the
country), which resulted in expanding logistics costs.

Chart9. Average number of employees
Annual data, history 2083

Depreciation Utilities

Logistics
Salary, wage 18
and related
charges
2.0

Source: Company data

products

03 60 (000) 56

5.2
Other 5.0
_\ 14

4.0

30 26 21

2.0
2.0
Petroleum and 1.0
consumer '
93.6 0.0 T T T T

37
2003 2004 2005 2006 2007 2008

Source: Company data

Nevertheless, the company reported in its 1Q09 financial results presentation this June that
it has managed to reduce logistics expenses in the quarter via optimization of logistics.
Going forward, it appears that the companyé6s
costs (in 2007-08) as an issue to be addressed, which it had started to rectify as of 1Q09.

(inoa

squa
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Aside from logistics expenses, which are to be lowered this year, albeit in relative terms,

towards a more appropriate level (some 1.0-1. 5% of tot al cost s, in o
compensation (salary, wages and related charges) is indeed the second-most weighty cost

item for Concern Galnaftogaz.

Empl oyees?d As of end-2008, the average number of employees amounted to 5.6m, up 7.3% YoY from
historically beena  5.2m in 2007. Staff growth was naturally accompanied by an expansion of the filling
second costitemin  stations network. In 2006 alone, the average number of employees grew by 33.4%, to
terms of volume 3,737, from 2,801 in 2005. Nearly the same increase was observed in the following year,
while a modest rise of 7.3% to 5,565 was reported in 2008. In CAGR 2005-08 terms, the

average number of employees increased by 25.7%.

Over the course of three years (from 2005 to 2008 inclusive), the network added 112 new
outlets to its network. The number of stations in the entire Galnaftogaz network grew by
17.8% CAGR in 2005-08. At the same time, the number of OKKO-branded stations
increased by 145 outlets (or by 31.2%, in terms of CAGR in 2005-08), as the renovation of
existing stations and the construction of new ones provided such a result.

Except in 2008, empl oy ees 6 -ranked ptesnnirstering of costswa st |
during 2003-07, with a share of the total ranging from 1.2-2 . 6 %. The company6s
monthly salary and its dynamics are broadly in line with the wage statistics for the whole

country and for retail sector, in particular.

According to our calculations of average monthly salary, which comprises salaries and
wages to administrative personnel as well, in 2008, it was UAH2,515.50 per employee, or
more than UAH1,000 above the retail sector average of UAH1,512.67 for the same year. In
2007, this comparison was in favour of Galnaftogaz employees, whose average monthly
salary was UAH1,744.40, against UAH1,148.33 for the retail sector as a whole in the
country, according to State Statistics Committee of Ukraine. Yet back in 2006, this was a
UAH1,316.4.00 monthly salary at Concern Galnaftogaz and UAH898.87 for the whole retail
sector.

Average number of  The average number of company employees per OKKO station decreased in 2008 to 24,
employees per station  down from 28 a year ago. As for the entire network, the average number of employees
was 24 at the end of 2008  contracted as well to 21, according to our calculations (see Table 4). Despite the rapid
growth of the Galnaftogaz network over past three years, this indicator, in our view, is called
upon to determine whether the company needs to improve efficiency, meeting the

standards of some more mature gasoline retailers.

For this purpose, we selected a petroleum retailer from an emerging-market economy that
in our view may serve as a peer to some extent. This is Petrol D.D. (Slovenia), which
operated a 425-strong network of filling stations as of end-2008, selling 2.5 million tonnes in
total of petroleum products in full year of 2008 and a 49% share of this volume was sold via
its retail network. Petrol D.D. still develops its network but could be regarded as a company
that is quite closed to a matured status as it aims to increase number of filling stations in
2010 by 7.8% or to 458 outlets. At the same time it aims staff optimisation in 2010 by
reducing number of employees from 3,536 people in 2008 to 3,250 in 2010, or by 8.1%. On
average, Petrol D.D. employed eight employees per station in 2008, after staff optimisation
this indicator may contract to seven employees.

Going forward, it is likely that Concern Galnaftogaz will face the same issue as Tetrol D.D.,
in terms of staff optimization. If Galhaftogaz develops its network further, which is what
appears to be its strategic target (back in 2007, it aimed to have 300 stations by year-end,
while currently, the company aims to add 15 new outlets and has an aggressive expansion
plan of increasingits net work by up to 600 outlets, acco

10
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interview with business daily Kommersant on 17 July, 2009), then it may need to address
the issue by hiring employees at a growth rate that will eventually lower the number of
employees per station.

Table. Concern Galnaftogazi8 costs of sales detailed (200

2003 2004 2005 200¢€ 2007 200¢€ CAG
200508 (%

Breakdown of costs of sales (UAHm)

Petroleum and consumer products 863.C 1,174.¢ 1,761.¢ 2,347.( 2,803.: 4,713.: 38.¢

Salary, wages and related charges [1] 10.4 17.0 25.3 39.3 76.7 102.2 59.2

Logistics 1.9 3.7 10.7 13.2 51.6 91.8 105.(

Depreciation 4.2 7.3 10.5 15.7 26.3 42.2 59.2

Utilities 1.7 2.2 3.0 5.1 8.4 16.8 77.€

Other 16.6 17.8 20.0 23.5 27.0 69.7 51.t

Total 897.7 1,222.¢ 1,830.¢ 2,443.¢ 2,993.: 5,036.( 40.1

Employees

Average number a year 2,00¢ 2,64¢€ 2,801 3,737 5,187 5,56& 25.%
Change (%YoY) 31.¢ 5.6 33.4 38.¢ 7.5

Number of filling stations (eop)

OKKO 76 94 115 157 208 260 31.:
Change (%YoY) 237 228 36.£ 32t 25.¢

Norbranded 85 65 61 43 44 28 -22.¢

All network 161 159 176 200 252 288 17.¢
Change (%YoY) -1.2 10.7 13.¢ 26.C 14.¢

Petroleum products sold (tonne)

Total of gasoline and digslel 286,20( 323,25! 356,91« 422,04¢ 565,85 666,29( 23.1
Change (%YoY) 12.¢ 104 18.: 34.1 17.7

Ratios (% of total)

Petroleum and consumer products 96.1 96.1 96.2 96.0 93.7 93.6

Salary, wages and related charges 1.2 1.4 1.4 1.6 2.6 2.0

Depreciation 0.5 0.6 0.6 0.6 0.9 0.8

Logistics 0.2 0.3 0.6 0.5 17 1.8

Indicators

Petroleum products sold per employee (tonne’ 142.5 122.1 127.4 112.¢ 109.1 119.7 -2.1
Change (%YoY) -14.& 4.4 -11.4 -3.4 9.6

Average salary per employed2JUAH) 660.2 737.€ 1,129.2 1,316. 1,744.¢ 2,515t 30.€
Change (%YoY) 11.7 53.1 16.¢ 32.t 44.;

Average salary per employee (US$) [3] 123.¢ 138.7 221.F 261.€ 346.€ 477.2 29.2
Change (%YoY) 12¢ 59.¢ 181 32.¢ 37.€

Average number of employestatimr (OKKO) 31 27 27 28 24 -3.€

Average number of employees per station (all 17 17 20 23 21 7.2

Note

Average exchange rate (USD/UAH) 5.333¢ 5.320¢ 5.0971 5.032¢ 5.028¢ 5.270¢

Salary and related charges (UAHmM) [4] 5.6 6.4 12.6 19.7 31.9 65.8 73.4

Notes: [1] item from costs of goods sold (CGS); [2] the indicator calculated as total of “Salary, wages and related charges” (CGS) and “Salary and related charges” (SG&A) and divided by
average number of employees, then thelingdel isy 12 to obtain monthly salary; [3] obtained by dividing by average exchange rate of UAH ageifingSL
general and administrative expenses (SG&AJ;afqueriod; average number of employees per station is vatagatedrabex of employees a year divided by
number of filling stations of current and previous years.

Sources: Company data, Investment Capital Ukraine LLC.

Margins

From available financial accounts (IFRS financial statements for the period of 2003-1Q09),
we derived a rough measurement of the company
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operations, selling petroleum and consumer products (more detailed data is depicted in

JhdBSO! RMissydzd ¢ fyfordplod [ bz B €2OR H j @¢ dzOH S O Yz
Despite heightened volatility in the market

prices are derived, over the last couple of years, Concern Galnaftogaz has managed to
increase its margin.

Chart10. Historical development of gross margin earned on petroleum products sales
Wholesale and retail sales as shares of total revenues obtained from selling petroleum and consume.

s Margin (lh: Wholesale sales ( Retail sales (r

35.0 (%) (96)100.0
30.0 LY
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25.0 70.0
20.0 —
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15.0 12.5 40.0
10.0 7.8 8.0 8.9 e N 30.0
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Sources: Compéata, Investment Capital Ukraine LLC.

Thus, while operating during 2003-06 with a margin hovering within the 7.5-9.5% range, the
company improved its margin towards 12.5% in 2007, and later on, to 14.4% in 2008. This
was the result of a larger share of retail as a percentage of total sales, as the company was
concentrating on a higher value-added segment. As well, such a result was occurred from
the creation of favourable market conditions.

Chartll Daily retail prices opetroleum products (UAH/litre) Chart12 Daily retail prices on petroleum products (US$/litre

In Concern Galnaftogaz filling stations
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Diesel fue

In Concern Galnaftogaz filling stations

Gasoline {35) Diesel fue
1.8 (US$,
1.6
J_}f 14
o~ ’ 12 \

3.0 0.6 Il‘IniI
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Source: Company data

Sources: Company dia@stment Capital Ukraine LLC.

Goi ng forward, Ga |l nlixdlytto getrn Gosvardsn dsr upualnlevel seen
particularly in the years of milder volatility of the crude oil price, i.e., 2003-07. Due to the
fact that, in the years of 2003-06, Concern Galnaftogaz had a somewhat elevated share of
wholesale sales (25-33%), while it aims to obtain most revenues from retailing (as its
operations in the years 2007-09 have showed), it |l ooks 1l

hover in the range of 12-15% in 2009, what appears to be the current norm for the gasoline
retailing business, according to Concern Galnaftogaz experience.

12

s to
pr

kely



17 August 2009

.
©

Concern Galnaftogaz Initiation of coverage -c

Tables.Concern Gal

naftogaz3®s margin earned on sales of petr

2003 2004 200t 200€ 2007 2008
Operating indicators (UAHm)
Revenues [1] 941.: 1,276.¢ 1,938.7 2,587.¢ 3,203.¢ 5,503.
Change (%YoY) 35.€ 51.¢ 33.£ 23.¢ 71.¢
Retall 628.1 858.7 1,445.¢ 1,892.1 2,852.( 4,305.¢
Change (%YoY) 36.7 68.4 30.¢ 50.7 51.¢
Wholesale 313.¢ 417.7 493.1 695.€ 351.¢ 889.¢
Change (%YoY) 33.8 18.¢ 41.1 -49.4 152.¢
Cost of petroleum and consumer pr¢ 868.C 1,174.¢ 1,766.¢ 2,347.( 2,803.: 4,713.c
Change (%YoY) 35.% 50.4 32.¢ 19.4 68.1
Gross margin earned on P&CGS [2] 73.4 101.7 171.7 240.€ 400.€ 790.1
Change (%YoY) 38.7 68.¢ 40.z 66.4 97.z
Ratios
Margin (%) [3] 7.8 8.0 8.9 9.3 12.5 14.4
Retail (% of revenues) 66.7 67.3 74.6 73.1 89.0 78.2
Wholesale (% of revenues) 33.3 32.7 254 26.9 11.0 16.2

Notes: [1] totalvenues less of transport

services revenues;{2ieB&@Gi@ and consumer products sales; [3] margin is calculated as gross margin earned

cost of petroleum and consumer products.
Sources: Company data, Investment CapitalCkraine

Chartl3 Gal nafto

Leverage

Concern Galnaftogaz has financed its retail network expansion via a mix of equity and debt
investments, where debt financing was the key source (see Chart 14).

During the period of 2003-07, a period of relevant exchange-rate stability in the domestic

economy (see Chart 15 and Table 6onpage15) , t he companyds debt on
grew by 75% CAGR. In relative ter ms, t h-®- c omp
equity ratio increased from 0.6x at year-end of 2003 towards 1.1x as of end-2007.

gaz3®s networ k Chartld Galnaftogaz3s expansi

As of end of period History from 2004 to 2008
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Source: Compdaaya.

Source: Company data.
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Concern Galnaftogaz
financed its capital
expenditures mostly with
foreign-currency
borrowings

A deleveraging of
Concern Galnaftogaz has
been seen in 4Q08 and
1Q09, é

Chat 15. Concern

As a function of exchange rate
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Due to the fact t hat the companyds cooperati o
whi ch

currency of the | ender (the US doll ar),
borrowing terms have historically been more attractive (larger volume, lower interest rates,
and longer maturities) than local currency-funding terms, Concern Galnaftogaz has amounted
a portfolio of financial debt that is mostly US dollar-denominated. As of end-1Q09, the share of
US dollar-denominated debt was 96.3%, leaving local currency a mere share of 3.7%.

Exposure to exchange-rate volatility risk, together with additional borrowings in 2008
(during first nine months of 2008, net borrowings amounted to an equivalent of
UAH598.0m) resulted in an accelerated rise of total volume of debt in UAH terms from
UAH871.7m as of the end of 2007 towards UAH2,045 as of the end of 2008. In relative

terms, i.e.,, by the debt-to-equi ty rati o measure, the company®.

of end-2007 to 1.3x as of end-2008.

However, del everaging process has affected

1Q09 net borrowings were negative, i.e., indicating that the company paid off debt in larger
volumes than it obtained credit from the banks, amounting to UAH67.4m and 43.2m,
respectively. This resulted in a somewhat improved level of debt-to-equity ratio of 1.2x as of
end-1Q09, compared to 1.4x a quarter ago.

Gal naftogaz3s Chartleé Concern Galnaftogaz?s
volatility Breakdown of Concern Galnaftogaz dstdH3@5 by currency

Exchang rate volatility (%YoY
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I 0.0
T T T -10.0
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Source: Company data.

é whi ch, ¢
increased profitability,
has somewhat improved
the company¢t

Source: Company data.

Changes in Concern Galnaftogazds | everage
mirrors the trend, with a V-shaped curve (inverted) of debt-to-equity ratio for the period of
2003-1Q09. Thus, debt-to-EBITDA ratio somewhat deteriorated during the course of the
2003-07 period, as the company used its growing leverage to deploy the filling stations
network. This ratio grew from 3.2x as year-end of 2003 to 4.7x as of year-end of 2007.
During the year 2008, which is remembered for extreme depreciation of the local currency,
by 60% YoY as of end-1Q09, and heightened volatility in the crude oil market, the company
marginally improved its profitability, as annualised EBITDA in 1Q09 amounted to
UAH452.2m, up more than twofold from the UAH211.7m seen a year ago. This improved
the companyds st an dasedgeverage by seading ther debt-to-EBITDA
ratio towards 5.4x, down from a peak of 7.1x as of end-4Q08.

However, aside from our calculations for
itself less leveraged, as its ratio of FFO-to-debt, or debt coverage by funds from operations,
stood at 4.6x as of end-2008, and its total debt volume assumes about US$40m of
subordinated debt.
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Table6. History of leverage ratios of Conc@ainaftogaz, 200BQ09

200 200« 200¢ 200¢ 2007 1Q0. 2Q0: 3Q0: 4Q0 1Q0

Balance sheet and income statement indicators (UAHm, annualised and eop)

Equity 167.€ 203.€ 3134 450.5 822.¢ 866.¢ 956.7 1,012.¢ 1,471.¢ 1,667.
Debt 93.1 145.4 332.1 599.C 8717 1,088.C 1,160.¢ 1,414.7 2,045.¢ 1,999.
Shorterm debt 115 20.C 176.4 244.C 288.1 3374 324.2 362.2 436.¢ 417.¢
Net debt 83.8 132.C 315.7 546.2 8151 1,009.C 1,057.7 11,3457 1,970t 1,920.
Interest expanses 5.0 5.9 21.6 51.8 71.9 78.4 92.4 95.0 126.€ 149.:
EBITDA 29.1 44.¢ 81.8 132.E 183.¢ 211.7 340.1 416.€ 286.7 367.!
Net CFO [1] 20.2 15.8 -69.3 57.1 220.2 55.6 44.1 30.2 89.0 431.t
Ratios

Debt/Equity (X) 0.6 0.7 1.1 1.3 1.1 1.3 1.2 1.4 1.4 1.2
Debt/EBITDA (x) 3.2 3.2 4.1 45 4.7 5.1 34 3.4 7.1 5.4
Net debt/EBITDA (x) 29 2.9 3.9 4.1 4.4 4.8 3.1 3.2 6.9 5.2
Shorterm debt/Total debt (%) 12.3 13.8 53.1 40.7 33.1 31.0 27.9 25.6 21.4 20.¢
Net CFO/(ST debt + interest expens 1.2 0.6 -0.4 0.2 0.6 0.1 0.1 0.1 0.2 0.t
EBITDA/(ST debt + interest expense 1.8 17 0.4 0.4 0.5 0.5 0.8 0.9 0.5 0.€
Indicators

Growth of debt (%YoY) 56.1 128.« 80.4 45.¢ 134.; 83.¢
Exchange rate USD/UAH (eop) 5.33 5.31 5.05 5.05 5.05 4.99 4.53 5.07 7.80 8.0(
Exchange ratatility (%YoY) -0.5 4.6 0.1 -0.1 54.¢ 60.&

Note
Debt (US$m) [2]
Growth of debt (%YoY)

17.5 274 65.8 118.7 172.€ 218.C 256.1 279.C 262.5 249.¢
56.¢ 140.¢ 80.& 45.¢€ 51.¢ 14.€

Notes: eopend of period; [1] net cash flowpkmtions; [2] US dollar equivalent of company’s debt calculated by divide of debt volume in UAH by USD/UAH exchange rate.
Sources: Company data, Investment Capital Ukraine LLC.

More mature peers
appear less leveraged

To compare Concern Galnaftogazb6s | everage stan
selected three petroleum retailing companies from neighbouring countries. A lack of
transparency of the local industry of gasoline retailing does not allow figuring out what kind
of |l everage is used by the whole sector and Ga

we track the financial standing of three regional peers: Petrol Ofisi of Turkey, Petrol DD of
Slovenia, and Bulgarian retailer Petrol AD. By debt-to-equity ratio, more mature companies
like Turkish Petrol Ofisi and Slovenian Petrol DD have a lower level of leverage than
Concern Galnaftogaz. They enjoy O0.4x and
as of year-end of 2008. Similarly, Bulgarian Petrol AD, which has been in a damaging legal
dispute with its supplier Lukoil, did not nurture expansion plans recently, and had 0.5x debt-
to-equity coefficient as of end-2008.

Setting aside the Bulgarian retailer due to its troubled operations from a legal dispute with
one of its largest suppliers, the earnings-based leverage ratios of Petrol Ofisi and Petrol DD
are better than Gal naft og a-2o&BITDARatdctas af the edd of
2008; however, if its debt is viewed from a net perspective, then this measurement
becomes meaningless due to its cash-rich balance sheet, where cash exceeded financial
debt by a hefty US$0.5bn. This once again emphasises the highly matured status of
business of Petrol Ofisi. Petrol DD, however, has much a weaker leverage position against
its Turkish peer, as the former showed a debt-to-EBITDA ratio at 3.5x as of end-2008. In
terms of coverage of debt-servicing payments by cash flow (net cash flow from operations
or net CFO), only Petrol Ofisi has an exceptional debt-servicing capability 7 its amount of
net CFO in FY08 was 5.5x current payments on debt (including interest expenses and the
short-term portion of debt obligations). As of the end of 2008, Concern Galnaftogaz and
Petrol DD have had nearly similar positions in terms of cash flow from operations against

current debt payments i their ratios were at 0.3x and 0.4x, respectively. Concern
15
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Galnaftogaz, however, after 1Q09 results, improved its cash flow, as this ratio grew to 0.8x.

As a conclusion for this kind of peer comparison, we take the view that the current leverage
of Concern Galnaftogaz has been near its ceiling. Years of relatively easily available credit,
which helped to finance quick growth of operations, have been substituted by the
deleveraging process and the proliferation of more risk-averse banks. This, in our view, has
put Concern Galnaftogaz in the path of slower growth in operations, a smaller capital
expenditure programme in the coming years (at least 2009-10) and internal optimisation of
costs. All of the above-mentioned have been observed since 4Q08 in Concern

Gal naftogazb6s operations.

Table7. Concern Galnaftogaz leverage ratios against selected peer from the petroleum retailing industry

Concern Galnaftogaz (Ukra

Petrol Ofisi (Turke Petrol DD (Sloven Petrol AD (Bulgar

IFRS FY! IFRS FYI IFRS 20( IFRS 20(
UAHr TLn EURI BGNr
Balance sheet and income statement figures
Sales 5,51: 17,20: 2,60! 71(C
EBITDA 371 941 7¢ -11
Interest expenses 12¢ 16: 1¢ 1€
Capital 1,60: 2,75: 40( 35¢
Debt 2,04¢ 98¢ 27¢ 19¢
Net debt 1,97: -552 26¢€ 187
ST Debt [1] 43 13( 13t 3
Net CFO [2] 151 1,60¢ 5¢ 3¢
Ratios
Debt/Capital (x) 1.: 0.4 0.7 0.t
EBITDA interest coverage (> 2.¢ 5.¢ 4.5 Nec
Debt/EBITDA (x) 5. 1.C 3.k Neg
Net debt/EBITDA (x) 5. Nec 3.4 Nec
ST debt/Total debt (x) 21« 13. 48.2 1.€
Net CFQBT debt + interest) 0.2 big 0.2 1.¢

Notes: Negratio’s value is negative; [1] short-term debt; [2] net cash flow from operations; Petrol Ofisi’s interest expenses are expressed in gross terms, i.e. they are not netted by
interest earned bydbeapany on its, for instance, bank deposits.

Sources: Company data, Investment Capital Ukraine LLC.

Debt

Concern Galnaftogazdéds financi al
amounted to UAH1,999.4m, or US$249.9m at a market exchange rate (8/USD). According to
companydés data on its debt,
of total debt (UAH228.9m, or US$28.6m), while the remaining 88.6% share is debt with an

interest rate |linked to the US doll ar LI
amounted to UAH2,045.6m, with the following repayment schedule (see Table 8 below).
Table8. Maturity of Concern Galnaftogaz debt as of2008

Currency Within one yei  From 1 year to fear: Over 5 yea Tota
uUsD 434.. 1,253.: 355.t 2,043.
UAH 2.t 0.C 0.C 2t
Total 436.¢ 1,253.: 355.t 2,045.

Sources: Company data

While Concern Galnaftogaz did not disclose the repayment schedule of its financial
liabilities in full detail, we assume that all the debt will be redeemed on the date of

16
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termination of each lending agreement. As US dollar-denominated debt represents the

lar gest

portion of

the companyds financi al

the term structure of this debt portion. The following chart depicts the repayment schedule
of the foreign-currency debt (with the above-mentioned assumptions).

Chartl7. Schedule of Galnaftogaz US dollar debt repayments

As of endQ09

100.0 (US$m
90.0
80.0
700
60.0
50.0
40.0
30.0
20.0 8.8
100

12.7

91.8

70.0

14.0

00 —

2009

Source: Company data

2010 2011

2012 2013 2014 2015 2016

17

obl



¥
17 August 2009 Concern Galnaftogaz Initiation of coverage ] v
i

Domestic market for petroleum
retailing

Ukrainebs downstream petroleum retailing sector encompasse
5.3m tonnes of petroleum products a year and enjoying annual revenues of more than US$6bn. Despite the

fact thatt h e c o ulargestyniaket player, Privat Group, controls about a 25% share of total quantity of

filling stations, the sector is still largely fragmented, as the top eight largest retailers together account for

less than a 50% share of thet ot al guantity of fillinglInaftogazdio mse.t wOJ RC i BC
ranked third in terms of number of filling stations, accounting for a 4.7% share of t h e c o utotal;rinytérms

of petroleum productséretail sales in tonnage volume, Galnaftogaz has a market share of 9%, according to

t he ¢ o mpamagsessment.

Market dimensions

General figures on the market

Ukraineos Ukrainebs downstream petrol eum r &20@Gfilidgistatignsi ndus
retailing sector  across the country, via which nearly 5.3m tonnes of petroleum products (gasoline and
encompasses 6,200  diesel fuel) are sold annually.
filling stations, selling

5.3m tones of petroleum Charl8 Ukr aine®s downstream petroleum reteze
products annually Numbeof filling stations and monthly volumes of sales of gasoline and diesel fuel
mmmm Number of filling stations Monthly volume of gasoline sc
Monthly volume of diesel fuel sc
400.0 (000 tonne 000 unit: g 3
350.0 6.2
3000 59
250.
50.0 6.1
200.0
150.0 6.1
100.0 ol
50.0 6.0
0.0 5.9

Jar08 Mar08 May08 Jut08 Sep08 Nov08 Janr09 Mar09 May09

Source: State Statistics Committee of Ukraine.

The sector has been Over the course of last 1.5 years, i.e., from January 2008 till June 2009, the sector has
expanding, thanks to  expanded in terms of the number of filling stations currently in operation. According to the
rapid economic growth  State Statistics Committee of Ukraine, as of end-June 2009, the total number of filling
stations amounted to 6,197 outlets, up by 1.3% from December 2008 and by 3.1% from
January 2008. For the whole year 2008, in Ukraine, a total of 165 new gasoline stations
started to operate in Ukraine, totaling 6,177 units. In 2009, this trend did not change, and

for the last six months, a total of 80 new filling stations began operating.

This trend suggests that market players had been investing in expanding their networks
under the favourable economic conditions, when the economy had been growing 7% a year
in real terms in 2000-07, and demand for the service had also grown, reflecting a higher

18
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amount of car ownership. As economic conditions have soured since 3QO08, investing
activity throughout the sector is likely to subside, in our opinion.

The economic recession  The economic recession has had a marked impact on the consumption of petroleum
hit consumption, halting  products. The total volume of fuel consumption in Ukraine has decreased in the year to
the previous growth pace  date. For the first 6 months of this year, 1.0% less gasoline was sold in Ukraine versus the
similar period in 2008. For the year 2008, gas sales were actually up 10.0% YoY. The same
situation was seen in case of diesel, as volumes of its consumption also decreased. The
total amount of diesel sold in the first two quarters of 2008 was 11.3% greater than in 2007,
but in 2009, the trend changed and diesel consumptions shrunk by 9.9%, retreating nearly

to the level of the year 2007.

Chart19. Monthly volume of sales of key petroleum product:  Chart20. Petroleum products sales in Janudgne 200709

In thousand tonne Inmilliofonne
Gasoline (IF Diesel (rh: EGasolin® Diese
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Source: State Statistics Committee of Ukraine Source: State Statistics Committee of Ukraine
Key regions in Ukraine in petroleum products retailing

The city of Kiev and Kiev ~ The largest amount of fuel was purchased in the following oblasts in Ukraine in 1H09: Kiev,
oblast as a single region Dnipropetrovsk, Donetsk, Odesa, Kharkiv and Lviv, the regions that lead in contributing to
comprises thelargest t h e n a@DP.dtisdnportant to note that the total consumption of gasoline in Kiev and
retail consumer of  Kiev oblast for the first six months of 2009 made up almost one-fifth of the ¢ o u n ttatay 6 s
petroleum products  consumption, making it the | argest single region
retailing market.

Chart21 Mont hly history of pe Chart22 Breakdown of petroleumr oduct s3 s al
Breakdown by key oblasts with largest volurmig dicatesid tonne By oblasts, statistical data for 1H09, 100% = 1,719 tonne
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Ukraineds

retailing market size is

greater than
us$6bn

Assessment of the market size

In terms of the market size in Ukraine, expressed in local or foreign currency, the following
charts fully depict the currency-based dimensions of the local petroleum retailing industry.
In total, the sectorés monthly sales of
(US$454m) in June 2009, up from UAH3.1bn (US$405m) a month earlier.

In annual terms, total sales of petroleum products amounted to UAH39.2bn (US$6.3bn) in
the 12-month period from July 2008 to June 2009, down 2.2% from the full-year 2008
volume of UAH40.1bn. Due to more than a 60% devaluation of the local currency, US dollar
sales in the entire sector were down 19.5% from the 2008 full-year volume of US$7.9bn.

Chart23 Monthly revenues obtained by the whole downstream petroleum retailing sectsalze of gasoline and diesel fuel
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H Gasolin® Diese

5.0
45
4.0
35
3.0
25
2.0
15
1.0
0.5
0.0

(UAHbr

USD billion

EGasolin® Diese
1.0
0.9
0.8
0.7
0.6
0.5
0.4
0.3
0.2
0.1
0.0

(US$bn

Jan08 Mar08 May08 Jul08 Sep08 Now08 Janr09 Mar09 May09 Jan08 Mar08 May08 Jul08 Sep08 Now08 Janr09 Mar09 May09

Source: State Statistics Committee of Ukraine

Supplies of petroleum

products to the market

from local refineries have

been slowing

Source: State Statistics Committee of Ukraine

Local production of petroleum products

Recently in Ukraine, the volumes of local oil refineriesdsupplies have been decreasing; for
instance, in 2008 alone, the supply amount decreased by 23.6%. Owing to this, the total
volumes of gasoline and diesel produced are also decreasing. In 2008, a total of 3,217,300
tonnes of gasoline was produced, which is 22.7% less than in 2007. For the first six months
of this year, oil supplies decreased by 3.6% YoY. In the first half of 2009, a total 1,577,000
tonnes of gasoline was produced in Ukraine, which is only 8% less than for the same period
of 2008. From the beginning of January to the end of June this year, the amount of diesel
produced in Ukraine increased by 3% compared to the first half of year 2008 results.
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Chart24. Petrol production in Ukrai@00 tonne)
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Chart25. Petrol production in Ukrai@00 tonne)
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The total amount of oil imported into Ukraine in 1HO09 was nearly unchanged versus the
same period in 2008, amounting to 3,178,100 tonnes. At the same time, the volumes of oil
exports were up by 40.5% YoY, totalling 7,515,000 tonnes. Imports of gasoline and diesel
to Ukraine shrank by 21.6% YoY and 48.8% YoY, respectively. Exports decreased by
47.1% YoY for gasoline and 25.2% YoY for diesel.

Chart3. The total amount of oil delivered to the Ukrainian Chart4. Exports, imports and production of gasoline and die
refineries in Ukraine (million tore)
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Local prices on
petroleum products

mirror the global crude

oil price

Sourcdnterfax, Ministry of Fuel and Energy.

Pricing

Available statistical data on monthly volumes of petroleum products sales (namely, in local
currency and in tonnage) allows us to determine average retail prices at petrol pumps
charged by the sector as a whole. Thus, in June 2009, the average price for gasoline was
UAHS8,296 (US$1,087) per tonne, up 7.9% from the UAH7,687 (US$995) per tonne charged
in the previous month. Due to some strengthening of the local currency in June this year
compared to May, however, the gasoline price denominated in US dollars rose by 9.2%
MoM. In terms of annual change, prices on petroleum products changed dramatically from
a US dollar perspective. Thus, gasoline price dropped 38.8% YoY in June 2009 compared
to the same month of the previous year, while the diesel fuel price declined by 51.7% YoY

to US$821.7 a tonne. But in local currency terms, June prices for gasoline and diesel
21
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declined by a far more modest pace i by 0.3% and 21.3%, respectively. In general, as the
following chart clearly depicts, Ukraine gasoline and diesel retail prices closely correlate
with global crude oil prices, particularly with the Russian crude oil Urals price.

Chart26. Prices of petroleum products in Ukeaand global market price on crude oil (Urals)
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There are a handful of

| ket
arge marfel Key market players

In Ukrainebs sector of downstream petroleum retaild.i
have established and branded networks of filling stations across the country.

Chart27. Key market players by number of filling stations in theiil rettworks 20008
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In 2008, the tendencies of previous years were seen, meaning that the main operators on the

retail fuel market in Ukraine continued their expandsion at the cost of purchasing small retail

networks as well as building new fuel filling stations. According to our calculations, the share

of smaller retail networks on the Ukrainian fuel market shrank by 1.6% YOY, to 53.4% total. It

is important to note that in January 2009, the company TNK-BP closed a deal to buy two

petroleum storage depots and 36 filling stations in Kiev and Kiev oblast. A total of 13 filling

stations are operated by the TNK brand, and the remaining 23 filling stations are still under the
trademark fiZolotoy Gepardthedo chonpavngids acBPor diam g
doesndt have any plans to promote the fAZolotoy
filling stations will be operating under the trademark TNK.
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€ among whic
Galnaftogaz is among the
top three retailers in
terms of network size

The largest player as of now is Privat Group, which controls a number of networks under
different brands and encompasses 1,542 filling stations (or a 25.2% share of total number
of filling stations in the country). The group of smaller players i the troika of Continium,
Concern Galnaftogaz and Lukoil i handle the smaller networks, and the total humber of

filling stations in each such network is more than 260 outlets. As of year-end 2008,
Continium, Galnaftogaz and Lukoil had 5.7%, 4.7% and 4.2% shares, respectively, of the
total number of filling stations. The remaining group of so-called large-market players like
Allience/Shell, Gefest/Parallel, UTN-Vostok and TNK-BP handle a smaller network (of less

than 150 stations).

Chart28 Breakdown of
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Looking at the local market for petroleum retailing from another angle, i.e., from the
viewpoint of sales of petroleum products, it is also important to consider the key payers in
Ukraine in terms of market share. Concern Galnaftogaz has a 4.7% share of the market in

t er ms of

number of filling

stations.

However

sales of petroleum products as of end-2008 was 8.9%, while the market leader by number
of filling stations, Privat Group (25.2% share), has a 20.7% share by sales. This indicates
that Galnaftogaz has a higher amount of daily throughput per station than the current leader

in market share.

Chart29. Breakdown of
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Financial analysis

Accordingt o our projections for Concer n -XBaherperiod dugng widich alties s h

key debt obligations are scheduled for redemption, the company is expected to enjoy positive free cash flow
from operations. If Galnaftogaz does not refinance its existing long-term debt obligations, it would face a
cash shortage in 2012. Any development that might hinder this, for example, if the company is denied
refinancing, appears to have a low probability of materialising, as the company has a pool of key lenders
(among them, EBRD to name just one) that are already

share capital. Such a partnership is likely to safeguard the company if funding conditions remain tight for

seeki

flov

n

Ukrainian borrowers.

The economic recession
had a negative effect on
Gal naftogze
revenues, é

Chart30. Concern

Recent p erformance: review of 1Q09 results

In 1Q09, Concern Galnaftogaz continued to cope with the economic recession, which started
in 4Q08 and sent demand for a wide range of goods plummeting. In volume terms, sales of
petroleum products declined by 13.2% YoY, to 136,233 tonnes in 1Q09 from 157,011 tonnes
in the same period of 2008 (see Table 1 on page 3). Compared to 4Q08 (175,296 tonnes),
petroleum products sales contracted in the period by 22.3%, reflecting the seasonal factor in
quarterly-based revenues.

In term of average daily throughput of petroleum products per filling station, the company
faced declining activity as well for this period. Continued lower demand in 1Q09 resulted in a
lower daily throughput in the whole network of gasoline stations, to 6,666 litres, down by
20.4% YoY from 8,379 litres in 1Q08. One OKKO-branded station showed daily throughput of
7,149 litres, down from 9,553 litres in 1Q08.

Galnaftogaz?s Chart3L. Concer n Gal npeofitabittyy a z 3 s
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€ but profitability
improved, thanks to
positive market
conditions

The company provides more a complex rationale behind the declining daily throughput than
simply blaming the economic recession. Paying due attention to the worsened economic
conditions, Galnaftogaz emphasised in its presentation to shareholders on 1Q09 results
that successful operations in 1Q08 were impacted by then-idle operations of one of the
largest players in the whole market, namely, gasoline retailers owned by the Pryvat Group,

24



17 August 2009

Concern Galnaftogaz Initiation of coverage
L —

i

which was in a dispute with authorities over petroleum products pricing at its filling stations

at the time, Pryvat Group then willingly decided to cease operations for a while. This
naturally channelled the flow of Pryvat Group clients to the filling stations of its competitors.
Hence, seemingly severe declines in the daily throughput should be offset for this factor.

Table9. Concern Galnaftogaz3s quarterly financi al resul ts,
(UAHDOOs if not otherwise indicated)
1Q07 2Q07 3Q07 4Q07 1Q08 2Q08 3Q08 4Q08 1Q0¢ 1Q09/1Q(
Chg (% Yo
Income statement (quarterly)
Sales 590,09¢ 727,38 885,00t 1,006,36! 1,149,65 1,380,02: 1,635,23: 1,344,34' 1,014,611 -11.7
Change (% QoQ) 23.¢ 21.7 13.7 14.2 20.¢ 18.£ -17.¢ -24.k
Operatingcome 35,80¢ 20,79¢ 24,07 66,63t 58,11 143,33¢ 9547( (71,918 126,83¢ 118.3
Change (% QoQ) 41.¢ 15.¢ 176.¢ -12.¢ 146.; 334 -175% -276.«
Net income 13,96¢ 3,89¢ 6,217 38,157 27,24 89,95¢ 55,89¢ (594,03¢  63,50¢ 133.1
EBIT 35,80¢ 20,79¢ 24,07: 66,63t 58,11: 143,33¢  9547( (71,91€ 126,83¢ 118.5
EBITDA 44,04¢ 29,89¢ 32,731 77,14¢ 71,96z 158,29: 109,23: (52,757 152,73¢ 112.2
Change (% QoQ) -32.1 9.5 135.; -6.7 120.( -31.C -148.: -389.¢
Interest expenses 15,662 10,901 24,62¢ 20,69( 22,157 24,88¢ 27,25t 52,07 44,48: 100.&
Change (% QoQ) -30.4 125.¢ -16.C 7.1 12.: 9.5 91.1 -14.¢
Balance sheet figures (eop)
Assets 2,035,191 2,441,91' 2,619,35 2,757,86! 4,219,45. 4,424,26! 81.2
Change (% QoQ) 20.¢ 7.5 5.5 53.( 4.5
Equity 822,27: 866,77( 956,727 1,012,62. 1,471,92: 1,667,60' 92.4
Change (% QoQ) 5.4 104 5.6 45.4 13.:¢
Current assets 556,52¢ 902,59¢ 966,527 968,27¢ 818,49. 826,63( -8.4
Current liabilities 512,83¢ 706,25¢ 705,19! 560,44! 683,22( 670,69" -5.0
Debt 871,73¢ 1,087,991 1,160,63: 1,414,65' 2,045,56 1,999,35! 83.8
Change (% QoQ) 24.¢ 6.7 21.¢ 44.¢ 2.3
Shorterm debt 288,12t 337,39( 324,24¢ 362,21! 436,83: 417,60: 23.8
Net debt 815,06° 1,008,96. 1,057,08" 1,345,66. 1,970,51 1,920,16! 90.3
Cash flow figures (quarterly)
Net CFO [1] (4,671 77,217 (51,645 199,37: (169,31t 65,64z (65517 258,177 173,24(
Capital spending (58,052 (96,824 (132,25C (261,971 (75,111 (149,604 (148,26( (182,35¢ (54,724
FCF [2] (62,72 (19,607 (183,89t (62,59¢ (244,42¢ (83,962 (213,771 75,82¢ 118,51¢
RATIOS
Profitability
Operating margin (%) 6.1 2.9 2.7 6.6 5.1 10.4 5.8 (5.3 12.5
Net margin (%) 2.4 0.5 0.7 3.8 2.4 6.5 3.4 -44.2 6.3
EBITDA margin (%) 75 4.1 3.7 7.7 6.3 11.5 6.7 (3.9 15.1
Leverage
Debt/Equity (X) 1.1 1.3 1.2 1.4 1.4 1.2
Debt/Assets (%) 42.8 44.6 44.3 51.3 48.5 45.2
ST debt/Total debt (%) 33.1 31.0 27.9 25.6 21.4 20.9
Debt payment
EBITDA interest coverage (X, qual 3.7 3.2 6.4 4.0 (1.0 3.4
EBITDA interest coverage (x, anni 2.6 2.7 3.7 4.4 2.3 25
Debt/EBITDA (X, annualised) 4.7 5.1 3.4 3.4 7.1 5.4
Net debt/EBITDA (x, annualised) 4.4 4.8 3.1 3.2 6.9 5.2

Notes: eopend of period; [1] net cash flow from operations; [2] free cash flow.
Sources: Company data, InveSapiat Ukraine LLC.

Some changes in retail prices on petroleum products that took place in 2008 and 1Q09, in
our view, had only a mild effect on total revenues. Thus, the average retail price (including

taxes) for gasoline at the pumps of Concern Galnaftogaz filling stations was UAH5.59 per
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Net income in 2008 was

affected by the
revaluation effect of

foreign-currency financial

litre, and UAH5.71 for diesel fuel. This was, however, higher by 3.8% and 7%, respectively,
for gasoline and diesel fuel than prices in 1Q08.

In total, the companyés revenues amd% fiomehe
quarterly volume of revenues in the same period of 2008. However, thanks to improved
market conditions (a greater drop in input prices than in changes in prices for customers)
for mar gin earners i ke petr ol e u nofitabiliy takso
improved in 1Q09 i its operating income increased to UAH126.8m, up by more than two-
fold compared to UAH58.1m in quarterly income obtained in 1Q08. Compared to 4Q08,
operating income, the company improved by nearly by eight-fold (see details in the above
table), as 4Q08 results were hit by the twin factors of steep contraction of economic activity
and devaluation of | ocal currency. I'n re
12.5% in 1Q09 appeared to be a record one for the company 6 s whol e hi
accounts, following a quite weak 4Q08 characterised by a 1.1% operating margin.

The bottom-line profitability of Concern Galnaftogaz in 4Q08 was hit by the devaluation
effect of its foreign-currency-denominated financial liabilities, as the market exchange rate
of the local currency against the US dollar declined by 53.8% QoQ (i.e., from 5.07/USD as
of end-3Q08 to 7.80/USD as of end-4Q08). A non-cash book entry of UAH663.6m

liabilities  revaluation loss resulted in exceptionally weak results in 1Q08, with a net loss amounting to
UAH543.9m. However, bottom line profitability recovered in 1Q09, to UAH63.5m.
Chart32 Concern Galnaftogaz debt payment ratios Chart33 Concern Galnaftogaz quarterly cash flow
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From a cash flow

perspective, the company

fl

é

had positive free cash
ow from operations in
4Q08 and 1Q09, é

allowing the company
to finance capex and
deleveraging

In terms of cash flow, however, the devaluation of the local currency fattened the quarterly
volume of interest expenses nearly two-fold, to UAH44.5m in 1Q09, up from UAH22.2m in
1Q08. However, improved profitability, as mentioned above, improved quarterly EBITDA to
UAH152.7m, while the ratio of EBITDA interest coverage improved in the quarter despite
increased interest expenses, amounting to 3.0x in annualized terms as of end-1Q09, up
from 2.9x in 4Q08 and 2.7x in 1Q08. Improved EBITDA also contributed to a lower leverage
ratio, with debt-to-EBITDA of 4.4x as of end-1Q09, down from 5.5x in 4Q08.

Amid adverse economic conditions in the economy as a whole (the deeper recession began
in 4Q08, with an 8.0% real GDP decline followed by a 20.3% real GDP contraction), the
company has managed to cope with the weak earnings of 4Q08, and was cash flow-
positive in terms of its operating activities. Destocking of inventories, together with a
decrease in working capital needs, attributed to a UAH319.8m net cash flow from
operations in 4Q08, allowing the company to finance capital spending of UAH238.9m in the
guarter. Net cash flow from operations in 1Q09 amounted to UAH173.2m, attributed mostly

to improved profitability of the company, as it spent cash adding to inventories and
26
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We constructed a cash
flow projection model
for the period of
2009-16, é

é tfocuson
Galnaftogaz's operations
within the time frame
when its debt obligation
matures

In terms of macro

environment we
developed two scenarios,
é

.
©
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working capital (albeit at far smaller volumes than in previous periods). In the two last
guarters (4Q08 and 1QO09), the company was deleveraging, i.e., paying back debt, as
quarterly volumes of net borrowings were negative, amounting to UAH67.4m and
UAH43.2m, respectively.

Cash flow projections

I n order to evaluate Concern Galnafitsauwranz 6s

financi al debt Dehtd sd entdii md6) dnd ispabilfyeto finance debt
servicing by cash flow from operations.

During the evaluation process, we adopted the following assumptions, which are
cornerstones for companyo6s operations:

e Concern Galnaftogaz needs to cut its capital spending programme. This will result in
less new OKKO-branded filling stations launched during the upcoming couple of years.
This is due to a mix of factors: firstly, a kind of a credit crunch in the local banking
sector, characterised by costly funding in both local and foreign currencies and
defensive strategies aimed by local banks at credit risk; secondly, international capital
markets are closed to Ukrainian borrowers due to the current negative perception of
Ukrainian assets as highly risky; and thirdly, because of the need of the company itself
to decrease its leverage (from debt-to-EBITDA of 5.4x as of end of 1Q09).

e A curtailed capital spending programme translates into the company will installing only
84 new filling OKKO-branded stations during the 2009-16 period, according to its
discretionary capital spending programme, which keeps the company on the expansion
track. Another view on capital spending, whi ch i s incorporated
discretionary capital spending programme, will result in its OKKO network increase of
10 outlets during the same period, as Galnaftogaz plans to add these stations into the
network as early as 2009-10, thanks to a US$50m capital injection by EBRD, and to
maintain its capital spending for supporting operations of the existing network, i.e., no
additional funds will be spent on new OKKO-branded station launches in the 2011-16
period.

Chart34. Number of OKK@anded filling stations
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base-case and stress
case scenarios

We assume operating

margin of 9.1% and SG&A
costs as 2.4% of revenues

Chart35. CGS as % of revenues
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In terms of the macroeconomic environment, which is still highly uncertain, and has
seen a high degree of volatility in activity recently, we foresee two scenarios. Each of
them assumes all the key macroeconomic forecast for 2009-11 years that we
incorporat ed i n our quarterly report AUKr ai
2009. We extended this forecast up until 2016 to include key components like real
GDP, inflation, the exchange rate, and the crude oil price on the global market. Our
base-case scenar i o f or Concern Galnaftogazds
base view on the exchange rate, in which the central view is that the local currency is
undervalued. Our stress case scenario assumes only one deviation from the base-case
scenario i a further devaluation of the local currency (towards 9.2/USD level).

In terms of profitability, we assume that Concern Galnaftogaz will operate with a gross
margin of 9.1% for 2009, with selling, general and administration expenses (SG&A)
representing a 2.4% share of revenues. Both indicators could be treated as historical

nebds

cash

averages for the company6s past operations.

Chart36. SG&A expenses as % of revenues
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As US dollar is a key

currency of Galnaftogaz's

debt, we made
projections of the 3-
month LIBOR rate

Sources: Company data, Investment Capital Ukraine LLC.

Another i mportant component of Concern
interest rates charged by its bankers for short- and long term-funding.

Chart37. Threemonth LIBOR rate in US dollar
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For the local currency funding rate, used to determined the cost of funds used for
working capital financing, we assumed that the environment for local currency funding,
even for a short-term one, is going to be costly, amounting to a level of 20% a year in

28

Gal



¥
17 August 2009 Concern Galnaftogaz Initiation of coverage ] v
L —

2009, then slowing towards 14% a year in 2010, sliding further to the 10-11% range in
2011-12, and even further, to 7-8%, from 2013. In terms of foreign-currency funding,
we use projections forthe 3-mont h LI BOR r at e, because
financial liabilities are linked to this reference rate. In this regard, we assume that the 3-
month US dollar LIBOR closely follows the target level of the key benchmark
refinancing rate of the US Federal Reserve (US Fed Funds rate), the future level of
which is likely to be raised from the current low level of 0.25%, as economic conditions
in the US are likely to improve starting in 2010. That is why we project that the LIBOR
rate for the US dollar funding is likely to be at 1.25% in 2010, in the range of 2.00-
2.50% in 2011-14, and in the range of 3.25-3.50 in 2015-16.

e While Concern Galnaftogaz does not disclose its average cost of funding for US dollar-
denominated financial obligations, we assumed that the average spread charged by
the lenders over the LIBOR rate amounted to 800bp.

We explain our projections in more detail in the following chapters.

Revenues

The following table contains key details
the period of 2009-16. We built our revenues projection from two key indicators: the number
of stations in the network, and average daily throughput per filling station.

TablelO. Projections of Concern Galnaftogaz revenues B®(8ase case scenario, discretionary capital spending programme)

2000  200¢ 200t 200¢ 2007 200¢ 20091 20101 20111 20121 20131 20141 2015/ 2016l

Number of fillingtations, eop

OKK@®randed 7€ 94 11F 157 20¢ 26( 27( 28¢ 28¢ 29¢ 30¢ 32( 332 34¢
Total 161 15¢ 17¢ 20( 252 28¢ 29¢ 307 311 31¢ 331 34: 35¢ 367
Daily average throughput, litre

OKK@randed 10,15 10,46¢ 9,89 10,43" 9,09 7,75% 7,73¢ 8,04. 8,38 8,79 9,08 946. 9,92
All network 7,06¢ 7.66: 7,98 896 8,36¢ 7,13t 7,12( 7,40 7,730 8,11¢ 8,397 8,75 9,19

Petroleum products sales (tonne)

Total petroleum products | 286,20 323,25 356,91 422,04 141,46 175,29 150,75 156,46 165,12 177,12 192,94 206,65 223,11 241,14
Economics

Real GDP (%YoY, ann) 9.6( 12.1(  2.6( 7.1C 7.6 2.1C -13.0¢ 15 26: 35( 40 30 35 4.0
CPI (%YoY, ann avg) 5.2¢ 9.0z 13.5! 9.0¢ 12.7¢ 25.2¢ 17.20 13.9: 6.9: 5.4: 5.4: 5.4: 5.4: 5.4:
Exchange rate USD/UAH 5.3¢ 531 5.0: 5.0 5.0¢ 64¢ 77C 730 7.0 7.2 7.0C  6.9( 7.1( 7.0C
Petroleum products, market prices, average for the period

Crude oil BRENT (US$/bh 31: 485  60. 60.. 90 591 65.C 70.C 73.C 72( 72.C  72( 72.( 72.(
Gasoline (US$/tonne) [2] 288.¢ 419.. 537! 527.( 788.¢ 471! 610.°7 657.0 685¢ 676.! 676! 676.! 676.! 676..
Diesel (US$/tonne) [2] 287.t 496.0 569.. 575 840.! 620. 614. 661.7 690.( 680.t 680.t 680.¢ 680.t 680.¢
Gasoline (UAH/tonne) [3] 1,541. 2,228.. 2,700. 2,656.. 3,978. 3,062.. 4,702.. 4,801.. 4,801.. 4,871 4,735. 4,668.0 4,803. 4,735
Diesel (UAH/tonne) [3] 1,534. 2,637. 2,860. 2,897.. 4,239. 4,028.0 4,730. 4,830.. 4,830. 4,900. 4,764.0 4,695. 4,832. 4,764.
Price (UAH/tonne, averagr 1,537. 2,432.0 2,780. 2,776. 4,108. 3,545. 4,716. 4,815.. 4,815.. 4,885." 4,749.. 4,681." 4,817. 4,749.
Breakdown of revenues (UAHm)

Retail 586." 808.. 1,373. 1,746. 2,615. 4,3(%.8 3,651.. 4,089. 4,290. 4,602. 4,976. 5154. 5,784. 6,116..
Wholesale 313.0 417 493.. 695.¢ 351.¢ 8899 356.( 345.0 362.. 388." 420.. 435.. 488.. 516
Consumer goods and sen 41.% 50.t 72.C 145¢ 236.° 3077 407.6 493.. 517! 555. 600.. 621.° 697. 737.
Other 1.C 7.2 6.C 11.¢ 4. 5.¢ 0.C 0.C 0.C 0.C 0.C 0.C 0.C 0.C
Total 942.. 1,283. 1,944. 2,599.. 3,208. 5993 4,416.. 4,927. 5,170.. 5,546. 5,997.1 6,211.1 6,970. 7,370.!

Notes: avgaverage; bbbarrel; annannualised; fE}ails sales of gasoline and diesel fuel; [2] data taken from Reuters, gasoline is premium unleaded gas
CIF, loc: NWE; size: cargo) and diesel is diesel 10ppm (terms: CIF, loc: NWE, size: cargo); [3] calcetateddsoting 2uwditiesel fuel multiplied by market
rate of USD/UAH; [4] average price between gasoline and diesel fuel.

Sources: Company data, Reuters, Investment Capital Ukraine LLC.
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Revenues are built as a
function of number of
filling stations, daily
throughput, and demand

On costs (CGS and SG&A
expenses) we tracked
historical data

Concern Galnaftogaz Initiation of coverage
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The former indicator (number of filling stations in the network) is derived on the assumption
that the company executes a discretionary capital spending programme, more details on
which were discussed in the previous chapter, and which resulted in an increase in the
number of OKKO-branded stations in 2009-16 from 206 outlets to 344 stations.

The latter indicator is a function of demand for the services of petroleum retailing, which is
determined from projected real GDP growth. Then, projections take into account the market
price for crude oil (Brent) and expectations on its future price in the upcoming period of
2009-16. Prices on gasoline and diesel fuel are obtained from the crude oil price, as they
are closely correlated.

Costs

Over past period of 2003-08, the gross margin has been quite volatile ranging from 4.7% to
10.9% in annualised terms. From the quarterly perspective, gross margin spiked in 1Q09, to
17% from 10.6% in the previous quarter (4Q08). In our view, such high gross margin as
seen in 1Q09 is an exceptional item, and is not sustainable in the long run, because it was
partly a result of market conditions when prices for raw materials and prices in retail outlets
have been volatile, with the former exceptionally volatile, in favour of petroleum retailers.
Going forward, we assume a 9.1% gross margin a sustainable level of gross profitability.

Selling, general and administrative (SG&A) expenses showed a reasonable degree of
stability from a historical point of view. As shown in the table below, the share of SG&A
costs was in the range of 2.4-2.6% during 2003-08. While the company is likely to adopt
some programme for SG&A cost optimization in the future, we view such a reduction as a

mar gi nal one, and decided to assume that t
2009-16 is to stay at 2.4%, i.e., the historical average.
Tablell Projections of Concern Galnaftogaz costs-2@609
2002 2004 2005 200€ 2007 2008 2009F 2010F 2011F 2012F 2013F 2014F 2015F 2016l
CGS 897.7 1,222.¢ 1,830.¢ 2,443.f 2,993.; 5,032.7 3,934.¢ 4,480.: 4,700.¢ 5,043.; 5,452.t 5,647.C 6,337.t 6,701.
CGS as % of revent 4.7 4.5 5.6 6.C 6.7 8.7 10.¢ 9.1 9.1 9.1 9.1 9.1 9.1 9.1
SG&A 224 31.0 458 656 81.0 142& 110.C 124.C 130.1 139E 150.¢ 156.2 1754 185.
SG&A as % of reve 2.4 24 24 2.5 25 26 24 24 2.4 2.4 24 2.4 24 24
Notes: CGSost of goods sold; &&¢elling, general and administrative expenses.
Sources: Company data
Cash plugs
Quarterly turnover ratios In order to construct our cash flow projections for Galnaftogaz, the changes in the
for 2008-1Q09 wereused companyds working capital have been deter mi

to construct projections
of working capital needs

While turnover ratios have shown a degree of volatility during the years of 2003-07 and
during the quarters of 1Q08-1Q09, we decided to assume that starting from 2Q09, turnover
ratios are to increase slowly from the low level seen in 1Q09, and then stabilize from 2012.
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Tablel2 Projections of Concern Galnaftogaz changes in working capital @009

Quarterly forecast Annualforecast

2007 200¢ 200: 200¢ 200° 1QO0: 2Q0: 3QO0: 4Q0: 1Q0' 2Q0' 3Q0' 4Q0 201( 201 201: 201: 201: 201f 201¢
Balance sheet figures (UAHm)
Inventories 152 30.2 72.C 105.( 148.; 233.0 281.0 317.« 210.( 215.c 232.( 277.. 267.; 332.F 349.. 377.. 397.t 417.¢ 460.t 488.0
Receivables 81.0 134.! 278.! 340.( 351.0 590.. 581.¢ 580.( 500.. 529." 520.! 456.( 526.! 717.; 743.¢ 788." 821.. 854.( 922.t 967."
Payables 70.1 117.: 154.0 138.¢ 224." 367.( 380.¢ 198.; 242, 253.: 329.! 367.t 290.¢ 361." 436.( 440.. 475.¢ 492.¢ 553.. 584.¢
Changes (UAHr
Inventories 0.C 151 41.¢ 32¢ 43.. 85.( 48.( 36.:-107.. 5< 16.6 457 -10.C 25.2 27.C 29. 26.1 30.6 20. 32.1
Receivables 0.C 53.Z 144.( 61.f 11.: 239.. -8.€ -1. -79.7 29.0 -9.1 -64.f 70. 104.! 272.¢ 276." 271.0 278.¢ 262.f 281.:
Payables 0.C 47.C 37.. -15.7 86.1 142.0 14.(-182." 44.¢ 10. 76.« 38. -76.7 -91.¢ -88.<. 9.: 6.6 6.6 147 9:
Turnover ratios (days)
Inventory 6 7 1C 1= 18 2¢ 2C 1€ 1c 1¢ 1€ 21 28 24 24 24 24 24 24 24
Receivables 31 31 3¢ 4z 3¢ 4€ 4z 37 37 37 3& 4 4z 4 3E 3E 3E  3E  3E  IE
Payables 26 27 26 21 2z 3€ 2 2z 21 2 2 2 2 2¢ 31 3 31 3 31 31

Sources: Company data, Investment Capital Ukraine LLC.

Our base-case scenario
on capital spending
assumes that
Galnaftogaz will continue
launching OKKO stations

Capital spending

Our projections for capital spending according to our base-c ase scenari o f
discretionary capital spending programme are constructed on the assumption of the
number of new OKKO-branded filling stations to be launched during the forecasted period
(see table below). In order to obtain more precise figures, we calculated data from Concern
guarterly finanlQd% l

Gal naftogazéds stat eme

We derived the volume of expenses needed to launch one OKKO-branded station from the
figures of capital spending in 2004-1Q09 and the number of OKKO- branded stations
installed during this period. On average this cost US$1.9m, and going forward, we assumed
this indicator to be stable. The total volume of capital spending per period also includes the
volume of capital spending to needed to compensate for depreciation of existing assets. We
assumed that the volume of this part of capital spending amounts to 1.1x the volume of
depreciation of assets.

Tablel3 Projections of Concern Galnaftogaz capital spending18)09

Quarterly forecast Annual forecast

200¢ 200¢ 200% 200¢ 2007 1Q0: 2Q0: 3Q0: 4Q0! 1Q0! 2Q0' 3Q0! 4Q0' 201( 201: 201: 201: 201< 201¢ 201¢
Capital spending (UAHmM)
Capex [1] 109.! 61.6 98.c 216.. 549.. 75.1 224.7 373.( 611.¢ 54.7 127.0 170.¢ 214.: 314.7 168.0 222.¢ 276." 270.t 277.( 273..
Capex v Depreciatio 11.. 4. 5z 87 15( 5< 7 8€ 107 221 11 11 11 11 11 11 11 11 11 11
Capex per OKKO staton( 0.6 0¢ 1.C 1.C 1t 21 1¢ 37 14 1¢ 1¢ 1¢ 1¢ 1¢ 1¢ 1¢ 1¢ 1¢ 1¢
Depreciation (UAHnN
Depreciation [1] 9.7 14t 18.¢ 24¢ 36. 13.¢ 28.t 42.¢€ 60.0 25.¢ 51.& 77.7 103.¢ 103.¢ 103.¢ 103.¢ 103.¢ 103.¢ 103.¢ 103.¢
New filling stations launched
OKK@®randed 1€ 21 4z 51 1C 18 17 1C 5 3 1 1 14 4 8 1z 1z 1z 1z

Notes: [1] yetrdate figures; [2] calculation of ratio of capital spending to depreciation-lase doroyeds.

Sources: Company data
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EBRD committed
US$50m into share
capital in 2009-10
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Debt service and

has

capital injections

EBRD tted US$50m into
next one-and-a-half year. Capital injection will arrive in several instalments, we assume in
two tranches 1 first one with US$20m volume will arrive in 4Q09 and the second one
(US$30m) in mid 2010. This capital will assist the company to finance its capital; spending
programme, albeit at less aggressive pace as it used to in the recent past.

commi to invest

In terms of debt servicing we assume that a part of the ¢ o0 mp a deptdis both hryvnia and
US dollars) used as working capital financing will be refinanced, hence staying on the
c o mp a ny & durirty the ferecasted period.

The long-term debt denominated in US dollars will be gradually paid back and we assumed
in our cash flow projections an extreme condition, i.e. the company will be cut of refinancing
of its long-term debt. Such a stance allows us to determine when and under which
conditions the company requires additional debt or it has sufficient free cash flow to pay
back its financial obligations.

Tablel4. Projections of Concern Galnaftogaz debt servicing paymentd €009

200¢ 200¢ 200t 200¢ 2007 200¢ 20091 20101 20111 20121 20131 20141 20151 2016l
Outstanding debt breakdown (eop)
Foreign currency debt (US 10.¢ 20.¢ 34.: 80.6 141.. 247.% 241 241.. 228! 184.% 184! 93.( 79.( 9.C
Local currency debt (UAH 37. 37.1 159.. 191.¢ 164. 158.. 163.. 163.. 163.. 163.. 163.. 163.. 163.. 163.
Interest rates (%)
3M USD LIBOR rate (avg) 1.2 2.: 4. 5.4 5.C 2.¢ 0.t 1.z 2.( 2k 2.t 2k 3. 3.k
1-year UAH rate 20.( 14.( 10.( 11.( 8.C 7.C 7.C 7.C
Finance expenses
Financial expenses (UAHI 5.C 5.¢ 21.¢ 51.¢ 71.¢ 126.« 190.( 188.0 185.¢ 175.0 154, 113. 76.7 67.1
Capital injections
Issue of new shares (UAH  60.¢ 13.2 18« 0.C 226.4 16.% 154.( 222.( 0.C 0.C 0.C 0.C 0.C 0.C
Capital injectiorEBRD (US$m) 20.( 30.( 0.C 0.C 0.C 0. 0.C 0.C

Notes: avgaverage for the period; [1] since 2009 calculated as capital injection committed by EBRD multiplied byShédket ¢xErbleb@anatedda9).
Sources: Company data, Investment Capital Ukraine LLC.

In 2009-16F EBITDA
margin is forecast
at 8%, ...

é with manageable
working capital needs,
Galnaftogaz has positive
net cash flow from
operations

Results
Summing up all of our financials for Galnaftogaz, we obtain the following results:

e Thanks to its flexibility in terms of costs, of which the largest share is expenses for
petroleum products, we believe Concern Galnaftogaz is likely to run its business
profitably, enjoying operating margin on average of more than 6% and EBITDA margin
of 8% for 2009-16F (see Table 17 on page 30).

e  This will provide the company with positive cash flow from operations before working capital
changes. Then, our projections of working capital needs for the entire 2009-16 period
resulted in a positive net cash flow from operations for the company.

e With a discretionary capital spending programme that allows the company to extend its
network of filling stations to keep pace with the whole sector and preserve its status as one
of the key market players, the company still is likely to have ongoing positive free cash flow
from operations (see Table 15 above), with exception of year 2010F, when its net cash flow
from operations is expected to be affected by a sizable increase in working capital.

e A more serious test f-term flexilility wik comep feom findrecial

activities, as we assume no new long-term borrowings that could replace the debt due

32

comp

onge



¥
17 August 2009 Concern Galnaftogaz Initiation of coverage ] v
L

in 2011-1 6 . Another potenti al burden to the
on its financial liabilities, of which a large share is denominated in US dollars. With the
sharp devaluation of the local currency in 4Q08, the annual volume of interest
payments is likely to swell to UAH189m in FY09, up from UAH107m in FY08.

Tablel5. Cash flow projections for Galnaftogaz operations in- 20QAHmM)

200 200+ 200t 200€ 2007 200¢ 20091 20101 20111 20121 2013l 2014l 20151 2016l

Pretax income [1] 2& 4z 82 13z 182 381 45( 41z 42¢ 45: 482 49¢ 54¢ 57:
Change in working capit (7 23 (@14 (66 5C (197 (23 (185 31 (70 az (36 (51 (41
Cash flow from operatio 21 1¢ (58 6€ 23: 18¢ 42¢ 227 45¢ 38z 46t 46( 49t 531
Net CF from operations 2C 1€ (69 57 22( 151 437 177 41( 352 404 391 414 43t
Capital spending (109 (62 (98 (21€ (54¢ (612 (214 (315 (168 (223 (277 (271 (277 (273
Free CF from operations (89 (46 (168 (159 (329 (461 22: (138 24 12¢ 12¢ 12( 137 16:
Other investing activities (22 1 (6 (v (oc 3¢ 27 0 0 0 0 0 0 0
Issue of share capital 61 1z 1€ 0 221 1€ 152 21¢ 0 0 0 0 0 0
Net borrowings 5¢ 52 17¢ 267 271 53z (43 0 (89 (313 0 (633 (99  (49C
Interest paid 5 (5 (21 (64 (72 (107 (18 (188 (186 (176 (155 (113 (77 (67
Net cash 4 4 3 3€ 4 1g 11€ (107 (32 (35¢ (27 (626 (39 (395
Cash (eop) 9 1z 1€ 52 57 7t 191 8¢ 51 (308 (335 (961 (1,000 (1,395

Notes: ecpend of period; [1] adjusted farasbritems.
Sources: Company data, Investment Capital Ukraine LLC.

Without refinancing, debt e  Together, these two items (net borrowings and interest paid) are expected, according

payback and interest to our cash flow projections, to resul
payments are likely to starting from 2012, due to cash outflows.

create a cash shortage

o e Under different scenarios (base-case scenario, which is constructed from our base-
starting in 2012

case macroeconomic scenario (see Table 10 on page 29); and stress-case scenario,
which assumes the only deviation from our base-case macro scenario, which is further
devaluation of the local currency, to the range of 9.0-9.2/USD from mid-2010), the
impact on cash flow does not materially change. However, under the stress-case
scenario, cash outflow appears larger than under the base-case scenario due to the
devaluation effect of the local currency.

Chart38 Net cash generated from Concern Galnaftogaz activities 118009

Hm Base case scenario / Discretionary capita B Base case scenario fdsaretionary capital spe
Stress case scenario / Discretionary capita Stress case scenario /dNsmmetionary capital spe

200 (UAHb
0 : . .

-200

-400
-600
-800

-1000
2009 2010 2011 2012 2013 2014 2015 2016

Sources: Compdata, Investment Capital Ukraine LLC.

comp

e While a cash shortage on the compa-endd®2 book

i.e., three years from now, the company is likely to withstand the current recession and
credit crunch, maintaining its status of independent petroleum retailer. The problem of
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cash shortage in 2012 is likely to be resolved by the means of bank lending or capital
market borrowings, as financial markets are expected to improve, and the Ukrainian
economy expected to recover to a level of sustainable growth. By 2012, Concern
Galnaftogaz debt ratios should improve, with EBITDA-to-interest coverage ratio
expected to be at 2.6x, and debt-to-EBITDA at 3.3x.
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Tablel6. Results of Concern Galnaftogaz cash flow projediadifferent angles (UAHmM)

200: 200« 200¢ 200¢ 2007 200¢ 2009I 20101 20111 20121 2013/ 2014l 20151 2016l
BASE CASE SCENARI(
Discretionary capital spending
Capital spending (109 (62 (98 (21€ (54¢ (612 (214 (315 (168 (223 (277 (271 (277 (273
Free CF from operations (89 (46 (168 (15¢ (32¢ (461 22¢ (138 24; 12¢ 12¢ 12¢ 137 162
Net cash 4 4 3 3€ 4 1€ 11¢ (107 (32 (359 (27 (626 (39 (395
Cash (eop) 9 1z 1€ 52 57 7t 191 82 51 (308 (33t (961 (1,00C (1,39t
Nondiscretionary capital spending
Capital spending (109 (62 (98 (21€ (54¢ (612 (214 (258 (114 (114 (114 (114 (114 (114
Free CF from operations (89 (46 (168 (15¢ (328 (461  22¢ (76 29t 24  28¢ 26z 278  27¢
Netcash 4 4 3 3€ 4 1€ 11¢ (45 21 (245 13z (484 9€ (278
Cash (eop) 9 1z 1€ 52 57 7t 191 14¢ 16¢€ (78 5z (431 (332 (611
STRESS CASE SCENA
Discretionary capital spending
Capital spending (209 (62 (98 (21€ (54¢ (612 (21t (350 (183 (254 (32t (325 (32t (325
Free CF from operation: (89 (46 (168 (15¢ (32¢ (461 207 (157 30z 15¢ 133 162 17¢ 20(
Net cash 4 4 3 3€ 4 1€ 117 (103 (43 (465 (59 (831 (55  (52¢
Cash (eop) 9 1z 1€ 52 57 7t 19 8¢ 45 (420 (47¢ (1,31C (1,365 (1,89¢
Nondiscretionary capital spending
Capital spending (109 (62 (98 (21€ (54¢ (612 (215 (280 (114 (114 (114 (114 (114 (114
Free CF from operation: (89 (46 (168 (15¢ (32¢ (461 201 (81 37( 30¢ 34t 35¢ 34¢ 35¢
Net cash 4 4 3 3€ 4 1€ 117 (27 28 (318 14¢ (639 12¢ (372
Cash (eop) 9 1z 1€ 52 57 7E 192 16t 19C (129 2C (620 (497 (868
Notes: eopend of period; [1] adjusted farasbritems.
Sources: Company data, InvestmentiGapitalLLC.
Tablel7. Key ratios based on cash flow projections 2ZD®%ase case scenario, discretionary spending programme)

2007 200« 200t 200¢ 2007 200¢ 2009I 20101 20111 20121 2013/ 20141 20151 2016l
Growth (%YoY)
Revenues 36.2 51.t 33.% 23t 71.¢ -18.: 9.3 .S 7.5 8.1 3.€ 12.2 5.7
EBITDA 27.1 108. 5.2 89.¢ 102.( 20.¢ -8.1 3. 5.¢ 6. 2.¢ 10.( 4.t
Profitability (%)
Gross margin 4.7 4. 5.¢ 6.C 6.7 8.7 10.¢ 9.1 9.1 9.1 9.1 9.1 9.1 9.1
Operating margin 2.1 2. 3.t 2.8 4.€ 5.€ 7.1 6.2 6.2 6.2 6.2 6.2 6. 6.4
Net margin 1.€ 1.7 3.C 0.z 1.¢ -6.7 2.€ 3.4 3.1 1.€ 3. 3.7 3.6 4.
EBITDA margin 3.7 3.4 4.1 3.7 5.7 6.7 10.( 8.4 8.5 8.2 8.C 8.C 7.8 7.8
Leverage (x)
Debt/Assets 0.2 0.2 0.4 0.t 0.2 0.t 0.2 0.4 0.2 0.2 0.2 0.2 0.1 0.C
Debt/Equity 0.€ 0.7 1.1 1.: 1.1 1.z 1z 1.C 0. 0.7 0.€ 0.z 0.z 0.1
Debt payment
EBITDA interest coveral 6.¢ 7.t 4.2 1.¢ 2.€ 2.€ 2.4 2.2 2.2 2.€ 3.1 4.4 7.1 8.t
Debt/EBITDA (x) 2.7 & 3.€ 6.2 4. 5.t 4.t 4.7 4.1 &.& 3.C 1.€ 1.2 0.4

Sources: Company data, Investment Capital Ukraine LLC.
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Tablel8 Revenues and income projections 200§UAHmM)

2003 2004 2005 2006 2007 2008 2009F 2010F 2011F 2012F 2013F 2014F 2015F 2016l

Revenues 942 1,284 1,945 2,599 3,209 5,511 4,509 4,928 5,170 5,547 5,997 6,211 6,970 7,37:
CGS (898) (1,223 (1,831 (2,444 (2,993 (5,033 (4,019 (4,480 (4,701 (5,043 (5,452 (5,647 (6,338 (6,701
Gross income 45 61 114 155 216 479 490 447 469 504 545 564 633 66¢
Gross margin (%) 4.7 4.8 59 6.0 6.7 87 109 9.1 9.1 9.1 91 91 9.1 91
SG&A (22) (1) (46) (66) (81) (143) (112) (124) (130) (140) (151) (156) (175) (18t
Other operating income, net 3 0) 5) (18) 13 (250 (33) (15 (15 (15 (15 (15) (15 (15
Operating income 25 30 73 72 147 311 345 309 325 349 379 393 443 46¢
Operating margin (%) 2.7 2.3 3.8 2.8 4.6 56 7.7 6.3 6.3 6.3 6.3 6.3 6.4 6.4
Exchange rate gain (loss) 0 0 7 0 0 (664) 0 96 72 (42) 37 19 (18) 11
Financial income 1 4 10 0 1 1 1 0 0 0 0 0 0 0
Financial expenses (8) 6) (2) (52) (72) (127) (191) (188) (186) (176) (155) (113) (77) (67
Pretax income 18 28 67 20 75 (479) 155 217 211 132 261 299 348 41°
Income tax ) (6) (0) (14) (13) 108 (38 (50) (490 (31) (61) (69) (81) (96
Net income 17 22 58 6 62 (371) 117 166 162 101 201 229 267 317
Net margin (%) 1.8 1.7 3.0 02 19 -67 2.6 34 31 1.8 3.3 3.7 3.8 4.3
Depreciation 10 14 19 25 37 60 104 104 104 104 104 104 104 104
EBITDA 35 44 92 97 184 371 449 412 428 453 482 496 546 57:
EBITDA margin (%) 37 34 4.7 37 57 6.7 100 84 8.3 82 8.0 8.0 7.8 7.8
Notes: ¢

Sources: Company data, Investment Capital Ukraine LLC.

Tablel9. Cash flow projections 200% (UAHmM)

200¢ 200« 200f 200¢ 2007 200¢ 200¢ 201C 201 201z 201¢ 201« 201f 201¢

Pretax income 1z 2¢ 5C 5€ 75 (479 15t 217 211 13z 261 29¢ 34¢ 417
Adjustments for
Depreciation 1C 14 1¢ 2t 37 6C 104 104 10¢ 10¢ 104 104 10¢ 104
Interest expenses 5 6 2z 52 7z 12¢ 19(C 18¢ 18¢ 17¢ 15¢ ALALE 77 67
Other 1 (6 8 © (2 67t 2 (96 (72 4z (37 (19 1€ 1

Operating CF before wi/c chi 2€ 4z 82 132 182 381 45( 417 42¢ 452 482 49¢ 54¢ 57:
Inventories, decrease (incre 3 (23 (42 (33 (43 (62 (59 (65 (a7 (28 (20 (20 43 (28
Receivables, decrease (incr (28 (50  (13C (23 118 (149 (28 (191 27 (45 (33 (33 (69 (45

Payables, increase (decreas 24 3¢ 31 (10 (21 1€ 5C 71 74 2 3€ 17 6C 3z
Other w/c change 0 0 0] 0 0 (4 14 0 0 0 0 0 0 0
CFO [1] 21 1¢ (58 6€ 23¢ 18¢ 42¢ 227 45¢ 382 46t 46( 49t 531
Income tax paid a 3 (11 9 12 (34 1C (50 (49 (31 (61 (69 (81 (96
Net CFO 2C 1€ (69 57 22( 151 437 177 41( 352 40¢ 391 41«4 43¢
Capital spending (a0¢ (62 (98 (216 (54¢ (612 (224 (315 (168 (223 (277 (2711 (277 (273
Free CFO (89 (46 (166 (15¢ (32¢ (461 22: (138 24; 12¢ 12¢ 12( 137 162
Dividends 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Discretionary cash flow (89 (46 (166 (15¢ (32¢ (461 22: (138 24; 12¢ 12¢ 12( 137 16z
Other investing activities (22 1 6 (7 (10C 3¢ (27 0 0 0 0 0 0 0
Issue of share capital 61 15 1€ 0 2217 1€ 152 21¢ 0 0 0 0 0 0
Net borrowings 5¢ 52 17¢ 261 271 532 (43 0 (89 (313 0 (632 (99 (49C
Interest paid 5 (15 (21 (64 (71 (107 (18¢ (188 (18€ (176 (155 (113 77 (67
Net cash 4 4 3 3€ 4 1€ 11¢ (107 (32 (35¢ (27  (62€ (39 (39t
Cash at the beginning of pel 5 9 1z 1€ 52 57 7t 191 8z 51 (308 (33t (961 (1,00(
Cash at the end of period 9 1: 1€ 54 57 7t 191 82 51 (308 (33t (961 (1,00C (1,39%

Notes: [1] cash flow from operations.
Sources: Company data, Investment Capital Ukraine LLC.
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Financial statements (IFRS, 2003-
1Q09)

Income statement

Table20. ConcerrGalnaftogaz income statement 246309 (UAHmM)

200: 200« 200¢ 200¢ 200° 200¢ 1Q0: 1Qo0
Revenues 942,37 1,283,60 1,944,61 2,5699,17 3,208,84 5,509,26 1,149,65 1,014,61
Cost of sales (897,69: (1,222,63  (1,830,84 (2,443,82  (2,993,28 (5,035,999  (1,064,03 (842,00:
Gross income 44,68: 60,97 113,77 155,35 215,56 473,26 85,62 172,61
General & administration expe (22,44¢ (30,97¢ (45,84¢ (65,59¢ (81,04: (135,27 (26,60( (24,38:
Other operating income 0 4,31! 587 24,79 24,94 15,72 10,29 15,141
Other operating expenses (2,832 (3,95¢ (5,641 (6,91¢ (12,16¢ (128,71t (11,21 (36,531
Operating income 19,40: 30,35: 62,86 107,63 147,31 225,00 58,11 126,83
Financial expenses (7,78¢ (6,07: (22,42: (52,067 (72,44: (127,45t (22,13: (45,32:
Financial income 1,00° 3,67. 9,78¢ 24; 561 (660,30 0 84(
Profit before income tax 12,62 27,95; 50,23 55,80 75,43 (562,76¢ 35,98 82,35
Income tax (1,53¢ (5,704 (9,74t (13,83¢ (13,19¢ 141,82 (8,73¢ (18,84¢
Net income 11,08 22,24 40,48! 41,96 62,23l (420,931 27,24. 63,50i

Notes: 20088 are audited accounts, 1Q08 and 1Q09aarditeciraccounts.
Source: Company data
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Balance sheet

Table21l ConcerrGalnaftogaz balance sheet 2a0309 (UAHmM)

200: 200¢ 200¢ 200¢ 200 200¢ 1Qo0!
ASSETS
Nonrcurrent assets
PP&E 179,19 239,89 405,81 739,08 1,405,58 3,188,86 3,471,71
Intangible assets 8,93( 7,77 8,12! 7,11: 60,30: 64,711 11,09
Investments 35,24 41,98 2,26¢ 31 31 0 0]
Deferred tax assets 5,77t 7,08t 10,33! 11,17 12,40: 147,04 114,48
Other necurrent assets 917 12t 28¢ 351 347 34( 34(
Total noncurrent assets 230,06 296,86 426,81 757,75 1,478,66 3,400,96 3,597,63
Current assets
Inventories 15,15! 30,211 72,04. 104,99 148,18 214,25 215,39
Trade & other receivables 60,56! 89,92! 239,61 209,71 156,35 196,67 222,20
Prepayments and other current assets 20,72 44,57\ 38,86! 130,27 194,98 301,07 307,47
Prepaid income tax 27( 1,10° 0 0 32¢ 31,43 2,38(
Cash & cash equivalent 9,30¢ 13,341 16,34: 52,76l 56,67: 75,05 79,18:
Other current assets 0 0 33,43 o] 0 0 0
Total current assets 106,02 179,16 400,30 497,75 556,52 818,49 826,63
TOTAIASSETS 336,09 476,03 827,12 1,255,50 2,035,19 4,219,45 4,424,26
LIABILITIES & EQUITY
Equity
Share capital, retained earnings & other 167,89 203,41 312,79 450,02 821,52 1,470,90 1,666,67
Minority interest 4€ 49¢ 56( 52¢ 752 1,0L 93¢
Total equity 167,93 203,90 313,35 450,54 822,27 1,471,92 1,667,60
Norcurrent liabilities
Loans & borrowings 81,67 125,32 155,65 354,96 583,61 1,608,73 1,581,74
Deferred tax liabilities 4,78’ 9,60¢ 26,78. 66,92 116,46 455,57 504,21
Total noncurrent liabilities 86,46: 134,93 182,43 421,89 700,08 2,064,31 2,085,96
Current liabilities
Loans & borrowings 11,46: 20,04 176,43 244,00 288,12 436,83 417,60
Income tax payable 82z 0 577 44¢ 0 0 0
Payables & advances received 62,98 113,09 154,16 138,50 223,74 246,09 252,71
Other current liabilities 7,16¢ 4,05( 15¢ 10¢ 97z 28¢ 37¢
Total current liabilities 81,69: 137,19 331,33 383,06 512,83 683,22 670,69
TOTAL LIABILITIES & EQUITY 336,09 476,03 827,12 1,255,50 2,035,19 4,219,45 4,424,26

Notes: 20038 are audited accounts, 1Q08 and 1Q09arditediraccounts.
Source: Company data
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Cash flow

Table22 Concern Galnaftogaz cash flow staten2&®31Q09 (UAHmM)

200¢ 200¢ 200¢ 200¢ 2007 200¢ 1Q0: 1Q0!
Cash flow from operating activities
Profit before income tax 12,62 27,95, 50,23- 55,801 75,43. (562,76¢ 35,98: 82,35
Adjustments for:
Depreciation, amortisatiomguairment of goodw 9,66¢ 14,49 18,941 24,89i 36,51 61,73: 13,85! 25,89.
Interest expense, net 4,99¢ 5,90¢ 21,61. 51,82! 71,88: 126,89 22,15 44,48.
other adjustments e (6,111 (8,43¢ (294 (1,53¢ 750,23 (118 1,81¢
Operating profit beforghanges in working capital 28,06: 42,24 82,35 132,23 182,28 376,09 71,870 154,55
Increase in inventories (2,79¢ (12,667 (41,817 (32,89¢ (43,037 (66,06« (84,95. (5,39¢
Decrease/(Increase) in current assets (ex. Invento  (28,34¢ (49,71« (129,63¢ (23,18 114,72 (194,04 (286,08 (35,97:
Increase/(Decrease) in current liabilities 24,14 38,93 30,75 (9,718 (21,34¢ 6,62 132,87 31,29
Cash flow generated from operations 21,06: 18,801 (58,344 66,43! 232,62 122,61 (166,28¢ 144,48
Income tax paid (913 (2,977 (10,98 (9,35¢ (12,358  (33,62¢ (3,027 28,76l
Net cash flow from operating activities 20,15l 15,82: (69,327 57,08: 220,27 88,98 (169,31¢ 173,24
Cash flow from investing activities
Purchases of PPE (102,85. (61,73 (96,480 (215,73¢ (548,77. (549,88t  (74,72'  (54,49¢
Purchases of intangible assets (6,60¢ (a0C (1,932 (561 (326 (5,44 (38€ (225
Proceeds from sale of equipment 3,62: 4,77t 3,85t 1,23 1,65¢ 32,06l 3,49: (27,88
Interesteceived 0 3C 801 24; 561 56 2€ 84(
Dividend received 0 0 0 0 0 0 0 0
Other cash flows from investing activities (25,39¢ (5,497 (20,93¢ (8,51 (102,15t 10,73: 0 0
Net cash used in investing activities (131,23t (62,52¢€ (104,69: (223,33% (649,03¢ (511,97« (71,591  (81,76¢
Cash flow from financing activities
Issue of share capital 60,56: 13,30! 18,38l 0 226,57 17,261 16,26. 0
Proceeds from loans & borrowings 128,94 118,61 222,07 328,78 431,23 737,59 292,27 48,101
Repayments of loans & borrowings (69,50t  (66,37¢  (42,70C  (61,72¢ (154,25! (211,42: (59,32.  (91,32¢
Interest paid (4,942 (14,79¢ (20,74 (64,37¢ (70,88: (107,42¢ (12,18t (44,12:
Net cash provided by financing activities 115,05 50,74. 177,01 202,67 432,66 436,000 237,03 (87,347
Cash & cash equivalent at the beginning of period 5,33¢ 9,30¢ 13,34 16,34. 52,761 56,67: 56,67: 75,05
Net increase in cash & cash equivalent 3,97( 4,04( 2,99 36,42 3,90¢ 13,02: (3,86¢ 4,12¢
Cash &ash equivalent at the end of period 9,30¢ 13,34 16,34: 52,76! 56,67. 69,69: 52,80: 79,18:

Notes: 20088 are audited accounts, 1Q08 and 1Q09aarditeciraccounts.

Source: Company data
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Disclosures

ANALYST CERTIFICATION

This research publication has been prepared by the analyst(s), whose name(s) appear on the front page of this publication.
The analyst(s) hereby certifies that the views expressed within this publication accurately reflect her/his own views about
the subject financial instruments or issuers and no part of her/his compensation was, is, or will be directly or indirectly
related to the inclusion of specific recommendations or views within this research publication.
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