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PRICEAVATERHOUSE( QOPERS

Limited Liability Company Audit Firm
PricewaterhouseCoopers (Audit)

75 Zhylyanska Str.

Kyiv, 01032, Ukraine

Telephone +380 44 490 6777

Facsimile +380 44 490 6738

INDEPENDENT AUDITOR’S REPORT

To the Shareholders and the Board of Directors of DTEK Holdings Limited

We have audited the accompanying consolidated financial statements of DTEK Holdings Limited (the
“Company”) and its subsidiaries (the "Group"), which comprise the consolidated balance sheet as at
31 December 2008 and the consolidated income statement, consolidated statement of changes in equity and
consolidated cash flow statement for the year then ended and a summary of significant accounting policies
and other explanatory notes.

Management's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards. This responsibility includes:
designing, implementing and maintaining internal control relevant to the preparation and fair presentation of
consolidated financial statements that are free from material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable
in the circumstances.

Auditor's Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the
consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal contral relevant to the entity's
preparation and fair presentation of the consolidated financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion
In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the

financial position of the Group as of 31 December 2008, and its financial performance and its cash flows for
the year then ended in accordance with International Financial Reporting Standards.

LLC cn_ma}erhomCa;an». Aeadic

Kyiv, Ukraine
9 April 2009

The firm 1s an authorized licensee of the tradename and logo of PricewaterhouseCoopers.



DTEK Holdings Limited
Consolidated Balance Sheet

Note 31 December 31 December
In millions of Ukrainian Hryvnia 2008 2007
ASSETS
Non-current assets
Property, plant and equipment 9 10,583 6,353
Intangible assets 10 674 642
Investments in associates 1 2811 85
Financial investments 12 1,268 3,952
Deferred income tax asset 34 229 328
Other non-current assets 22 23
Total non-current assets 15,587 11,383
Current assets
Inventories 13 614 471
Trade and other receivables 14 9g5 988
Current income tax prepayments 22 1
Financial investments 12 257 191
Cash and cash equivalents 15 595 368
Total current assets 2,483 2,019
TOTAL ASSETS 18,070 13,402
EQUITY
Share capital 16 - -
Other reserves 17 7,545 4775
Retained earnings 2,364 2,265
Net assets attributable to the equity holders 9,909 7,040
Minority interest in equity 80 29
TOTAL EQUITY 9,989 7,069
LIABILITIES
Non-current liabilities
Liability to minority participants 18 2 2
Borrowings 19 992 353
Other financial liabilities 20 267 1,533
Indebtedness under amicable agreement 21 116 101
Government grants 22 76 106
Retirement benefit obligations 23 1,051 678
Provisions for other liabilities and charges 24 215 137
Deferred income tax liability 34 917 648
Total non-current liabilities 3,636 3,558
Current liabilities
Borrowings 19 2,739 1,594
Other financial liabilities 20 200 -
Prepayments received 55 57
Trade and other payables 25 1,176 892
Current income tax payable 33 58
Other taxes payable 26 242 174
Total current liabilities 4,445 2,775
TOTAL LIABILITIES 8,081 6,333
TOTAL LIABILITIES AND EQUITY 18,070 13,402

Approved for issue and signed on behalf of the Board of Directors on 9 April 2009.
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“The-aceompanying notes on pages 5 to 54 are an integral part of these consolidated financial statements.



DTEK Holdings Limited
Consolidated Income Statement

In miltions of Ukrainian Hryvnia Note 2008 2007
Revenue 27 12,969 8,969
Cost of sales 28 (9,921) (6,948)
Gross profit 3,048 2,021
Other operating income 29 116 263
Distribution costs 30 (77) (51)
General and administrative expenses 3 (532} (368)
Other operating expenses 32 (321) (232)
Impairment of property, plant and equipment 9 (354) -
Net foreign exchange gain (other than on borrowings) 112 -
Operating profit 1,992 1,633
Foreign exchange losses less gains from borrowings (1,307) (14)
Finance income 33 64 241
Finance costs 33 (469) (431)
Share of result of associates 11 (32) (23)
Profit before income tax 248 1,406
Income tax expense 34 (129) (213)
Profit for the year 119 1,183
Profit/(loss) is attributable to:

Equity holders of the Company 119 1,288
Minority interest - {95)
Profit for the year 119 1,193

The accompanying notes on pages 5 to 54 are an integral part of these consolidated financial statements.



DTEK Holdings Limited

Consolidated Statement of Changes in Equity

Attributable to equity holders of the Company Minority Total
interest Equity
Share Other  Retained
In millions of Ukrainian Hryvnia capital reserves earnings Total
Balance at 1 January 2007 - 3,290 798 4,088 1,092 5,180
Financial investments;
- Fair value gains less losses - 1,482 - 1,482 - 1,482
- Disposals or transfer of AFS to
associates (Note 17) - (270) - {270) - (270)
Property, plant and equipment:

- Realised revaluation reserve - (259) 259 - - -
Income tax recorded in equity (Note 34) - 29 (65) (36) - (36)
Net income recognised directly in equity - 982 194 1,176 - 1,176
Profit for the year “ - 1,288 1,288 (95) 1,193
Total recognised income for 2007 982 1,482 2,464 {95) 2,369
Share issue (Note 16) - 1,003 - 1,003 - 1,003
Acquisition of minority interest in

Pavlogradugol OJSC (Note 37) - (500) - (500) (968) (1,468)
Share of results of associate while

accounted for as AFS (Note 11) - - (15) (15) - (15}
Balance at 31 December 2007 - 4,775 2,265 7,040 29 7,069
Financial investments:

- Fair value gains less losses (Note 17) - (905) - {905) - (905)
- Disposals or transfer of AFS to
associates (Note 17) - (752) - (752) - (752)
Property, plant and equipment:
-Revaluation - 3,811 - 3,811 51 3,862
-Change in estimate for asset
retirement obligation (57) - (57) - {57)

- Realised revaluation reserve - (522) 622 - - -
Income tax recorded in equity (Note 34) - (677) (131) (808) {13) {821)
Net income recognised directly in equity - 898 39 1,289 38 1,327
Profit for the year - - 119 119 - 119
Total recognised income for 2008 898 510 1,408 38 1,446
Share issue (Note 16) - 1,872 - 1,872 - 1,872
Acquisition of subsidiaries - - - - 13 13
Share of results of associate while

accounted for as AFS (Note 11) 55 55 55
Dividends declared (Note 16) - - (466) (4686) - {466)
Balance at 31 December 2008 - 7,545 2,364 9,909 80 9,989

The accompanying notes on pages 5 to 54 are an integral part of these consolidated financial statements.



DTEK Holdings Limited
Consdolidated Cash Flow Statement

in milfions of Ukrainian Hryvnia Note 2008 2007
Cash flows from operating activities
Profit before income tax 248 1,406
Adjustments for:
Depreciation and impairment of property, plant and equipment and

amortisation of intangibles, net of amortisation of government

grants 1,080 771
Excess of interest in fair value of entities’ net assets acquired over

the cost of investment (1) -
Impairment of property, plant and equipment 354 -
Losses less gains on disposals of property, plant and equipment 32 46 5
Assets received free of charge 29 (34) (1)
Less gain from sale of investments available-for-sale 29 (n (138)
Impairment of trade and other receivables 32 97 79
Impairment of financial investments 32 17 -
Change in provisions for other liabilities and charges 16 (58)
Income from previously written off trade and other receivables 29 (B5) (2)
Net increase in retirement benefit obligation 23 348 66
Extinguishment of accounts payable 29 " {5
Share of result of associates 11 32 23
Unrealised result on associate 11 16 -
Unrealised foreign exchange loss 1,084 -
Realised foreign exchange loss on financing activities 181 14
Finance costs, net 33 405 190
Operating cash flows before working capital changes 3,882 2,350
Increase in trade and other receivables (10) {575)
Increase in inventories (99) {(114)
(Decrease)/increase in prepayments received (2) 20
Increase in trade and other payables 50 302
(Decrease) in other financial liabilities {15) (21)
increase in taxes payable 68 38
Cash generated from operations 3,874 2,000
Income taxes paid (624) (352)
Defined employee benefits paid 23 (112) (60}
Interest paid (289) (108)
Interest received 43 29
Net cash generated from operating activities 2,892 1,509
Cash flows from investing activities
Purchase of property, plant and equipment (1,733) (971)
Proceeds from sale of property, plant and equipment 4 7
Purchase of financial investments (1,359) (1,260}
Prepayment for shares in Dniproenergo QJSC - (1,052)
Proceeds from sale of financial investments 34 -
Acquisition of minority interest and subsidiary 4 (124)
Deposits placed (422) (186)
Depoesits received 339 41
Net cash used in investing activities {3,141) (3,545)
Cash flows from financing activities
Proceeds from borrowings 2,713 2,129
Repayment of borrowings (2,275) (940)
Repayment of debts under amicable agreement 4) (25)
Issue of ordinary shares - 1,003
Net cash generated from financing activities 434 2,167
Net increase in cash and cash equivalents 185 131
Cash and cash equivalents at the beginning of the year 15 368 237
Exchange gains on cash and cash equivalents 42 -
Cash and cash equivalents at the end of the year 15 595 368

The accompanying notes on pages 5 to 54 are an integral part of these consclidated financial statements.



DTEK Holdings Limited
Notes to the Consolidated Financial Statements — 31 December 2008

1 The Organisation and its Operations

DTEK Hoidings Limited (the “Company”) is a private limited liability company incorporated in Cyprus on 10 April 2006,
On incorporation all the shares were owned by SCM (System Capital Management) Limited, a 100% owned
subsidiary of Joint Stock Company System Capital Management (“SCM"), registered in Donetsk, Ukraine. In
September 2007, InvestCom Services Limited, another wholly owned subsidiary of SCM contributed UAH 1,003
million to the Company, thereby becoming a 25% shareholder. The Company and its subsidiaries (together referred
to as “the Group”) are ultimately controlled by Mr. Rinat Akhmetov. Mr. Akhmetov also has a number of other
business interests outside of the Group. Related party transactions are detailed in Notes 8 and 37.

DTEK is a vertically integrated power generating and distribution group. Its principal activities are coal mining for
further supply to its power generating facilities and finally distribution of electricity to end customers in Ukraine. The
Group’s coal mines and power generation plants are located in the Donetsk, Dnipropetrovsk and Lugansk regions of
Ukraine. The Group sells all electricity generated to Energorynok, the state-owned electricity metering and distribution
pool, at prices determined based on the competitive pocl model adopted by the National Electricity Regulatory
Committee of Ukraine. The Group’s distribution entities then repurchase electricity for supply to final customers.

As discussed in Note 37, in prior periods the Group had consolidated Pavlogradugol OJSC on the basis that SCM
had delegated to the Group the power to govern its financial and operational activities. in February 2007, the Group
acquired a 7.81% interest in Pavlogradugol OJSC from the State Property Fund of Ukraine and in July 2007, the
Group legally acquired a 92.11% interest in Pavlogradugol OJSC from SCM subsidiaries. In March 2008, the Group
acquired additional 10.97% and 16.25% stakes in CCM Dobropolskaya and CCM Oktyabrskaya respectively, and
increased its interest in these entities to 60.06% and 60.85% respectively.

The principal subsidiaries are presented below:

Name % interest held as at Segment  Country of

31 December i“corporation

2008 2007

DTEK LLC 100.00 100.00 Management Ukraine
DTEK Corporation 98.64 98.64 Management Ukraine
Pavlogradugol OJSC (Note 37) 99.92 99.92 Coal Mining Ukraine
Komsomolets Donbassa 0JSC 9464 94.64 Coal Mining Ukraine
Eastenerge LLC 100.00 100.00 Power generation Ukraine
Tehrempostavka LLC 100.00 100.00 Power generation Ukraine
Servis-Invest LLC 100.00 100.00 Electricity distribution Ukraine
PES-Energougot OJSC 91.12 91.12 Electricity distribution Ukraine
CCM Kurahovskaya LLC 99.00 99.00 Coal Enrichment Ukraine
CCM Pavlogradskaya LLC 99.00 99.00 Coal Enrichment Ukraine
Mospino CPE LLC 99.00 98.00 Coal Enrichment Ukraine
CCM Dobropolskaya OJSC 60.06 49.09 Coal Enrichment Ukraine
CCM Oktyabrskaya OJSC 60.85 4460 Coal Enrichment Ukraine
Pershotravensky RMZ LLC 99.92 99.92 Other Ukraine
Sotsis LLC 99.00 99.00 Other Ukraine
Ekoenergoresurs LLC 99.00 §9.00 Other Ukraine
Servis Enterprise LLC 99.00 99.00 Other Ukraine

The Group was formed in 2006 through a reorganisation of entities under common control, and accordingly the
formation was recorded using the predecessor basis of accounting in a manner similar to the pooling of interest
method of accounting. As such, the financial statements, including corresponding amounts, have been presented as
if the transfers of controlling interests in the subsidiaries had occurred at the beginning of the earliest period
presented or, if later, on the date of the acquisition of the subsidiary by the transferring entities under common
control. The difference between the predecessor carrying amounts of net assets and the purchase consideration was
recorded as an adjustment to equity.

The Company’s registered address is Themistokli Dervi 3, Julia House, £.C.1066, Nicosia, Cyprus. The principal
place of business is 11 Shevchenko blvd, 83055 Donetsk, Ukraine.

As at 31 December 2008, the Group employed approximately 44 thousand people {31 December 2007; 47 thousand
people).



DTEK Holdings Limited
Notes to the Consolidated Financial Statements — 31 December 2008

2 Operating Environment of the Group

Ukraine continues to display certain characteristics of an emerging market. These characteristics include, but are not
limited to, the existence of a currency that is not freely convertible outside of Ukraine, restrictive currency controls,
and high inflation of 22.3% for the year ended 31 December 2008 (2007: 16.6%). The financial situation in the
Ukrainian market significantly deteriorated during the fourth quarter of 2008.

The ongoing global financial and economic crisis that emerged out of the severe reduction in global liquidity, which
commenced in the middle of 2007 (often referred to as the “Credit Crunch”), has resulted in, among other things, a
lower level of capital market funding, lower liquidity levels across the banking sector and the wider economy, and, at
times, higher interbank lending rates and very high volatility in stock and currency markets. The uncertainties in the
global financial markets have also led to failures of banks and other financial sector participants and to bank rescues
in the United States of America, Western Europe, Ukraine and elsewhere. Since Cctober 2008 the National bank of
Ukraine (NBU) has introduced temporary administration at a number of Ukrainian banks due to their liquidily
problems. The full extent of the impact of the ongoing financial crisis is proving fo be difficult to anticipate or
completely guard against.

As a result of the global financial crisis, the Ukrainian economy experienced a reduced level of capital inflow and
decrease in demand for exports. Additionally, the country’s ratings by international rating agencies were downgraded
in October 2008. These factors, together with increasing domestic uncertainty, led to volatility in the currency
exchange market and resulted in significant downward pressure on the Ukrainian hryvnia relative to major foreign
currencies. Since October 2008 the NBU has been entering the market to support the national currency. The official
UAH to US Dollar (USD} exchange rate of the National Bank of Ukraine devalued by 58.4% from UAH 4.861 at 30
September 2008 to UAH 7.70 at 31 December 2008.

In the light of the current economic turmeil, the IMF has agreed to issue an SDR 11 billion stabilizing loan to Ukraine
if the country complies with certain requirements. The first tranche of SDR 3 billion has been received in November
2008 and the next tranche of SDR 1.25 billion was due in February 2009, however at the time of issue of these
financial statements it has not been received. The loan is expected to have a positive effect on the Ukrainian
economy, easing the effect of the crisis and promoting financial stability.

The volume of financing has significantly reduced since September 2008. Such circumstances may affect the ability
of the Group to obtain new borrowings and re-finance its existing borrowings at terms and conditions similar to those
applied to earlier transactions.

Deteriorating economic conditions may also have an impact on management's cash flow forecasts and assessment
of the impairment of financial and non-financial assets. To the extent that information is available, management has
properly reflected revised estimates of expected future cash flows in its impairment assessments.

The tax, currency and customs legislation within Ukraine is subject to varying interpretations and frequent changes.
Furthermore, the need for further developments in the bankruptcy laws, the formalised procedures for the registration
and enforcement of collateral, and other legal and fiscal impediments contribute to the challenges faced by banks
currently operating in Ukraine.

Management is unable to reliably determine the effects on the Group's future financial position of any further
deterioration in the liquidity of the financial markets and the increased volatility in the currency and equity markets.
Management believes it is taking all the necessary measures to support the sustainability and growth of the Group’s
business in the current circumstances.



DTEK Holdings Limited
Notes fo the Consolidated Financial Statements — 31 December 2008

3 Summary of Significant Accounting Policies

Basis of preparation. The consolidated financial statements of the Group have been prepared in accordance with
International Financial Reporting Standards (‘IFRS”) using the historical cost convention, as modified by the
revaluation of property, plant and equipment, and certain financial instruments measured in accordance with the
requirements of |1AS 39 Financial instruments: recognition and measurement. The principal accounting policies
applied in the preparation of these consolidated financial statements are set out below. These policies have been
consistently applied to all the pericds presented, unless otherwise stated (refer to Note 5, Adoption of New or
Revised Standards and Interpretations). Certain reclassifications have been made to conform to the current period
presentation.

Use of estimates. The preparation of financial statements in accordance with IFRS requires the use of certain critical
accounting estimates. |t also requires management to exercise judgement in the process of applying the Group's
accounting policies. The areas, involving a high degree of judgement, complexity, or areas where assumptions and
estimations are significant to the consolidated financial statements are disclosed in Note 4.

Functional and presentation currency. Items included in the financial statements of each of the Group’s entities
are measured using the currency of the primary economic environment in which the Group operates (“the functional
currency”). The consolidated financial statements are presented in Ukrainian Hryvnia (“UAH"), which is the
Company's functional and the Group’s presentation currency.

Transactions denominated in currencies other than the relevant functional currency are translated into the functional
currency, using the exchange rate prevailing at the date of the transaction. Foreign exchange gains and losses,
resulting from settlement of such transactions and from the translation of foreign currency denominated monetary
assets and liabilities at year end, are recognised in the income statement. Translation at year end does not apply to
non-monetary items including equity investments. The effects of exchange rate changes on the fair value of equity
securities are recorded as part of the fair value gain or loss.

Changes in the fair value of monetary securities denominated in foreign currency classified as available-for-sale are
analysed between franslation differences resulting from changes in the amortised cost of the security, and other
changes in the carrying amount of the security. Translation differences related to changes in amortised cost are
recognised in profit or loss, and other changes in carrying amount are recognised in equity.

Translation differences on non-monetary financial assets and liabilities are reported as part of the fair value gain or
loss. Translation differences on non-monetary financial assets and liabilities such as equities held at fair value
through prefit or loss are recognised in profit or loss as part of the fair value gain or loss. Translation differences on
non-monetary financial assets such as equities classified as available-for-sale are included in the available-for-sale
reserve in equity.

As at 31 December 2008, the exchange rate used for translating foreign currency balances was USD 1 = UAH 7.70
(31 December 2007 USD 1 = UAH 5.05); EUR 1 = UAH 10.86 (31 December 2007: EUR 1 = UAH 7.42). At the date
of issuance of these financial statements the exchange rates were as follows: USD 1 = UAH 7.70, EUR 1 = UAH
10.22. Exchange restrictions in Ukraine are limited to compulsory receipt of foreign receivables within 80 days of
sales. Foreign currency can be easily converted at a rate close to the NBU rate. Prior to April 2005, there was a
requirement to convert 50% of foreign currency receipts to UAH. At present, the UAH is not freely convertible outside
Ukraine.

Consolidated financial statements. Subsidiaries are those companies and other entities (including special purpose
entities) in which the Group, directly or indirectly, has an interest of more than one half of the voting rights or
otherwise has power to govern the financial and operating policies so as to obtain economic benefits. Subsidiaries
are consolidated from the date on which control is transferred to the Group (acquisition date) and are
deconsofidated from the date that control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries. The cost of an acquisition
is measured at the fair value of the assets given up, equity instruments issued and liabilities incurred or assumed at
the date of exchange, plus costs directly attributable to the acguisition. identifiable assets acquired and liabilities and
contingent liabilities assumed in a business combination are measured at their fair values at the acquisition date,
irrespective of the extent of any minority interest. The excess of the cost of acquisition over the fair value of the net
assets of the acquiree at each exchange transaction represents goodwill. I the cost of acquisition is less than the fair
value of the net assets of the subsidiary acquired, the difference is recognised directly in the income statement.

Inter-company transactions, balances and unrealised gains on transactions between Group companies are
eliminated; unrealised losses are also eliminated unless the cost cannot be recovered. Accounting polices of
subsidiaries have been changed where necessary to ensure consistency with the polices of the Group.



DTEK Holdings Limited
Notes to the Consolidated Financial Statements — 31 December 2008

3 Summary of Significant Accounting Policies (Continued)

Minority interest is that part of the net results and of the net assets of a subsidiary, including the fair value
adjustments, which is attributable to interests which are not owned, directly or indirectly, by the Group. Minority
interest forms a separate component of the Group's equity.

Common control business combinations. Purchases of subsidiaries from parties under common control are
recorded using the predecessor values, in a manner similar to the pooling of interests method. Under this method the
financial statements of the entity are presented as if the businesses had been consolidated from the beginning of the
earliest period presented (or the date that the entities were first under common control, if later). The assets and
liabilities of the subsidiary transferred under common control are at the predecessor entity's carrying values. The
difference between the consideration given and the aggregate carrying value of the assets and liabilities {as of the
date of the transaction) of the acquired entity is recorded as an adjustment to equity. No additional goodwill is created
by such purchases.

Purchases of minority interests. The Group has acquired mincrity shareholdings in its subsidiaries. Where such
transactions are with parties under the common control of the ultimate shareholder, the difference between the
carrying value of a minority interest and the amount paid to acquire it is recorded as a debit or credit in additional
paid-in capital in the statement of changes in equity. Where such transactions are with third parlies, the difference is
recorded as goodwill or negative goodwill.

Investments in associates. Associates are entities over which the Group has significant influence, but not control,
generally presumed for shareholding of between 20 and 50 percent of the voting rights. Investments in associates are
accounted for using the equity method of accounting and are recorded at cost adjusted for the Group’s share of the
net assets after acquisition, as well as any impairment charges. When the Group's share of losses in an associate
equals or exceeds its interest in the associate, including any other unsecured accounts receivable, the Group does
not recognise further losses, unless it has incurred obligations or made payments on behalf of the associate.

Unrealised gains on transactions between the Group and its associates are eliminated to the extent of the Group’s
interest in the associates.

Segment reporting. A business segment is a group of assets and operations engaged in providing products and
services that are subject to risks and returns that are different from those of other business segments. A
geographical segment is engaged in providing products or services within a particular economic environment that are
subject to risks and returns that are different from those of segments operating in another economic environment.

Property, plant and equipment. Effective 31 December 2008, the Group changed its accounting policy for property,
plant and equipment from the cost model to the revaluation model. Fair value was based on valuations by external
independent valuers. The frequency of revaluation will depend upen the movements in the fair values of the assets
being revalued. The latest independent valuation of the fair value of the Group’s property, plant and equipment was
performed as of 1 August 2008. Subsequent additions to property plant and eguipment are recorded at cost. Cost
includes expenditure directly attributable to acquisition of the items. The cost of self-constructed assets inciudes the
cost of materials, direct labour and an appropriate proportion of production overheads. As at 31 December 2008,
property, plant and equipment are stated at revalued amounts less accumulated depreciation and provision for
impairment, if required.

The increase in the carrying amounts resulting from revaluation are credited to other reserves in equity. Decreases that
offset previously recognised increases of the same asset are charged against other reserves directly in equity; all other
decreases are charged to the income statement. However, to the extent that an impairment loss on the same revalued
asset was previously recognised in the income statement, a reversal of that impairment loss is also recognised in the
income statement. Each year the difference between depreciation based on the revalued carrying amount of the asset
charged to the income statement and depreciation based on the asset’s original cost is transferred from other reserves
to retained earnings.

Expenditure incurred to replace a component of an item of property, plant and equipment that is accounted for
separately, is capitalized with the carrying amount of the replaced component being written off. Other subsequent
expenditure is capitalized only when it increases the future economic benefits embodied in the item of property, plant
and equipment. All other expenditure is recognized in the consolidated income statement as an expense when incurred.

Property, plant and equipment are derecognized upon disposal or when no future economic benefits are expected
from the continued use of the asset. Gains and losses on disposals determined by comparing proceeds with carrying
amount of property, plant and equipment are recognised in the consolidated income statement. When revalued
assets are sold, the amounts included in other reserves are transferred to retained earnings.
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3 Summary of Significant Accounting Policies (Continued)

Depreciation. Depreciation is charged to the consolidated income statement on a straight-line basis to allocate costs
of individual assets to their residual value over their estimated useful lives. Depreciation commences on the date of
acquisition or, in respect of internally construcled assets, from the time an asset is completed and ready for use. The
estimated useful lives are as follows:

Useful lives in years

Mining assets from 20 to 60
Buildings and structures from 10 to 50
Plant and machinery from 2 to 30
Furniture, fittings and equipment from2to 15

Construction in progress represents the cost of property, plant and equipment, including advances to suppliers, which
has not yet been compieted. No depreciation is charged on such assets until they are available for use.

Mining assets include mineral licences, which are acquired by the Group and which have finite useful lives. Mineral
licenses are stated at cost less accumulated amortisation and accumulated impairment losses, and are amortised on
a straight-line basis over the estimated useful life.

Asset retirement obligations. According to the Code on Mineral Resources, Land Code of Ukraine, Mining Law,
Law on Protection of Land and other legislative documents, the Group is responsible for site restoration and soil
rehabilitation upon abandoning of its mines. Estimated costs of dismantling and removing an item of property, plant
and equipment are added to the cost of an item of property, plant and equipment when the item is acquired, and
corresponding obligation is recognised. Changes in the measurement of an existing asset retirement obligation, that
result from changes in the estimated timing or amount of the outflows, or from changes in the discount rate used for
measurement, are recognised in the income statement or, to the extent of any revaluation balance existence in
respect of the related asset other reserves. Provisions in respect of abandonment and site restoration are evaluated
and re-estimated annually, and are included in these consolidated financial statements at each balance sheet date at
their expected net present value, using discount rates which reflect the economic environment in which the Group
operates.

Goodwill. Goodwill represents the excess of the cost of an acquisition over the fair value of the acquirer's share of
the net identifiable assets, liabilities and contingent liabilities of the acquired subsidiary or associate at the date of
exchange. Goodwill on acquisitions of subsidiaries is included in intangible assets in the consolidated balance sheet.
Goodwill on acquisitions of associates is included in the investment in associates. Goodwill is carried at cost less
accumulated impairment losses, if any.

Goodwill is allocated to cash generating units for the purposes of impairment testing. The allocation is made to those
cash generating units or groups of cash generating units that are expected to benefit from the business to which the
goodwill arose.

Impairment of non-financial assets. Assets that have an indefinite useful life, for example goodwill, are not subject
to amortisation and are tested annually for impairment. Assets that are subject to depreciation are reviewed for
impairment whenever events and changes in circumstances indicate that the carrying amount may not be
recoverable. An impairment loss is recognised for the amount by which the assets carrying amount exceeds its
recoverable amount. The recoverable amount is the higher of fair value less cost to sell and value in use. For
purposes of assessing impairment, assets are grouped to the lowest levels for which there are separately identifiable
cash flows (cash generating unit). Non-financial assets, other than goodwill, that have suffered impairment are
reviewed for possible reversal of the impairment at each reporting date.

Classification of financial assets. The Group classifies its financial assets into the following measurement
categories: (a) loans and receivables; (b) available-for-sale financial assets.

Loans and receivables include financial receivables created by the Group by providing money, goods or services
directly to a debtor, other than those receivables which are created with the intention to be sold immediately or in the
short term, or which are gquoted in an active market. Loans and receivables comprise primarily loans, trade and other
accounts receivable including purchased loans and promissory notes.

All other financial assets are included in the avaifable-for-sale category.

Sale and repurchase agreements and lending of securities. Sale and repurchase agreements (‘repo
agreements”) which effectively provide a lender's return to the counterparty are treated as secured financing
transactions. Securities sold under such sale and repurchase agreements are not derecognised. The securities are
not reclassified in the balance sheet unless the transferee has the right by contract or custom to sell or repledge the
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3 Summary of Significant Accounting Policies (Continued)

securities, in which case they are reclassified as repurchase receivables. The corresponding liability is presented
within amounts due to other banks or other borrowed funds.

Initial recognition of financial instruments. The Group’s principal financial instruments comprise availabie-for-sale
investments, loans and borrowings, cash and cash equivalents and short-term deposits. The Group has various
other financial instruments, such as trade debtors and trade creditors, which arise directly from its operations.

The Group's financial assets and liabilities are initially recorded at fair value plus transaction costs. Fair value at initial
recognition is best evidenced by the transaction price. A gain or loss on initial recognition is only recorded if there is a
difference between fair value and transaction price which can be evidenced by other observable current market
transactions in the same instrument or by a valuation technique whose inputs include only data from observable
markets.

Where available-for-sale investments are acquired from parties under the common control of the ultimate
shareholder, and the difference between the amount paid to acquire the instrument and its fair value in substance
represents a capital contribution or distribution, such difference is recorded as a debit or credit in other reserves in
equity.

All purchases and sales of financial instruments that require delivery within the time frame established by reguiation
or market convention (‘regular way” purchases and sales) are recorded at trade date, which is the date that the
Group commits to deliver a financial instrument. All other purchases and sales are recognised on the settlement date
with the change in value between the commitment date and settlement date not recognised for assets carried at cost
or amortised cost, and recognised in equity for assets classified as available-for-sale.

Subsequent measurement of financial instruments. Subsequent to initial recognition, the Group’s financial
liabilities, loans and receivables are measured at amortised cost. Amortised cost is calculated using the effective
interest rate method and, for financial assets, it is determined net of any impairment losses. Premiums and discounts,
including initial transaction costs, are included in the carrying amount of the related instrument and amortised based
on the effeclive interest rate of the instrument.

The face values of financial assets and liabilities with a maturity of less than one year, less any estimated credit
adjustments, are assumed to be their fair values. The fair value of financial liabilities is estimated by discounting the
future contractual cash flows at the current market interest rate available to the Group for similar financial
instruments.

Gains and losses arising from a change in the fair value of available-for-sale assets are recognised directly in equity.
In assessing the fair value of financial instruments, the Group uses a variety of methods and makes assumptions
based on market conditions existing at the balance sheet date.

When available-for-sale assets are sold or otherwise disposed of, the cumulative gain or {oss recognised in equity is
included in the determination of net profit. When a decline in fair value of available-for-sale assets has been
recognised in equity and there is objective evidence that the assets are impaired, the loss recognised in equity is
removed and included in the determination of net profit, even though the assets have not been derecognised.

Interest income on available-for-sale debt securities is calculated using the effective interest method and recognised in the
consolidated income statement. Dividends on available-for-sale equity instruments are recognised in the consolidated
income statement when the Group’s right to receive payment is established and the inflow of economic benefits is
probable.

Impairment losses are recognised in the consolidated income statement when incurred as a result of one or more
events that occurred after the initial recognition of available-for-sale investments. A significant or prolonged decline in
the fair value of an instrument below its cost is an indicator that it is impaired. The cumulative impairment loss
measured as the difference between the acquisition cost and the current fair value, less any impairment loss on that
asset previously recognised in the consolidated income statement, is removed from equity and recognised in the
consolidated income statement. Impairment losses on equity instruments are not reversed through the consolidated
income statement. If, in a subsequent period, the fair value of a debt instrument classified as available-for-sale
increases and the increase can be objectively related to an event occurring after the impairment loss was recognised
in the consolidated income statement, the impairment loss is reversed through current period’s consolidated income
statement.

A provision for impairment of loans and accounts receivable is established when there is objective evidence that the
Group will not be able to collect all amounts due according to the original terms. The amount of the provision is the
difference between the asset's carrying amount and the present value of estimated future cash flows. The amount of
the provision is recognised in the consolidated income statement.
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Derecognition of financial assets. The Group derecognises financial assets when (i} the assets are redeemed or
the rights to cash flows from the assets have otherwise expired or (i) the Group has transferred substantially all the
risks and rewards of ownership of the assets or (iii} the Group has neither transferred nor retained substantially all
risks and rewards of ownership but has not retained control. Control is retained if the counterparty does not have the
practical abilily to sell the asset in its entirety to an unrelated third party without needing to impose additional
restrictions on the sale.

Income taxes. Income taxes have been provided for in the consolidated financial statements in accordance with
Ukrainian or Cypriot legislation enacted or substantively enacted by the balance sheet date. The income tax charge
comprises current tax and deferred tax and is recognised in the consolidated income statement unless it relates to
transactions that are recognised, in the same or a different pericd, directly in equity.

Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of taxable
profits or losses for the current and prior periods. Taxes other than on income are recorded within operating
expenses.

Deferred income tax is provided using the balance sheet liability method for tax loss carry forwards and temporary
differences arising between the tax bases of assets and liabilities and their carrying amounts for financial reporting
purposes. In accordance with the initial recognition exemption, deferred taxes are not recorded for temporary
differences on initial recognition of an asset or a liability in a transaction other than a business combination if the
transaction, when initially recorded, affects neither accounting nor taxable profit. Deferred tax liabilities are not
recorded for temporary differences on initial recognition of goodwill and subseguently for goodwill which is not
deductible for tax purposes. Deferred tax balances are measured at tax rates enacted or substantively enacted at the
balance sheet date which are expected to apply to the period when the temporary differences will reverse or the tax
loss carry forwards will be utilised. Deferred tax assets and liabilities are netted only within the individual companies
of the Group. Deferred tax assets for deductible temporary differences and tax loss carry forwards are recorded only
to the extent that it is probable that future taxable profit will be available against which the deductions can be utilised.

Deferred income tax is provided on post acquisition retained earnings and other post-acguisition movements in
reserves of subsidiaries, except where the Group controls the subsidiary’s dividend policy and it is probable that the
difference will not reverse through dividends or otherwise in the foreseeable future.

Inventories. Inventories are recorded at the lower of cost and net realisable value. The cost of inventory is
determined on the first in first out basis for raw materials and spare parts, weighted average cost for coal and specific
identification principle for goods for resale. The cost of work in progress comprises raw material, direct labour, other
direct costs and related production overheads (based on normal operating capacity) but excludes berrowing costs.
Net realisable value is the estimated selling price in the ordinary course of business, less the cost of completion and
selling expenses.

Trade and other receivables. Trade and other receivables are recognised initially at fair value and subsequently
measured at amortised cost using the effective interest method, less provision for impairment. A provision for
impairment of receivables is established when there is objective evidence that the Group will not be able to coilect all
amounts due according to the original terms of receivables. Significant financial difficulties of the debtor, probability
that the debtor will enter bankruptcy or financial reorganisation, and default or delinquency in payments are
considered to be indicators that the trade receivable is impaired. The amount of the provision is the difference
between the asset's carrying amount and the present value of estimated future cash flows, discounted at the original
effective interest rate. The carrying amount of the asset is reduced through the use of an allowance account, and the
amount of the loss is recognised in the income statement. When a trade receivable is uncollectible, it is written off
against the allowance account for trade receivables. Subsequent recoveries of amounts previously written off are
credited in the income statement.

Prepayments. Prepayments are carried at cost less provision for impairment. A prepayment is classified as non-
current when the goods or services relating to the prepayment are expected to be obtained after one year, or when
the prepayment relates to an asset which will itself be classified as non-current upon initial recognition. Prepayments
to acquire assets are transferred to the carrying amount of the asset once the Group has obtained control of the
asset and it is probable that future economic benefits associated with the asset will flow to the Group. Other
prepayments are charged to the income statement when the goods or services relating to the prepayments are
received. If there is an indication that the assets, goods or services relating to a prepayment will not be received, the
carrying value of the prepayment is written down accordingly and a corresponding impairment loss is recognised in
the income statement.

11
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Promissory notes. A portion of sales and purchases is settled by promissory notes or bills of exchange, which are
negotiable debt instruments. Sales and purchases settled by promissory notes are recognised based on
management’s estimate of the fair value to be received or given up in such settlements. The fair vaiue is determined
with reference to observable market information.

Long-term promissory notes are issued by Group entities as payment instruments, which carry a fixed date of
repayment and which the supplier can sell in the over-the-counter secondary market. Promissory notes issued by the
Group are carried at amortised cost using the effective interest method.

Group entities also accept promissory notes from customers (both those issued by customers and third parties) as
settlement of accounts receivable. Promissory notes issued by customers or issued by third parties are carried at
amortised cost using the effective interest method. A provision for impairment of promissory notes is established
when there is objective evidence that the Group will not be able to collect all amounts due according to the original
terms. The amount of the provision is the difference between the asset's carrying amount and the present value of
estimated future cash flows, discounted at the original effective interest rate.

Cash and cash equivalents. Cash and cash equivalents include cash in hand, deposits held at call with banks, and
other short-term highly liquid investments with original maturities of three months or less. Cash and cash equivalents
are carried at amortised cost using the effective interest method. Restricted balances are excluded from cash and
cash equivalents for the purposes of the consolidated cash flow statement. Balances restricted from being
exchanged or used to settle a liability for at least twelve months after the balance sheet date are included in other
non-current assets.

Share capital. Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new
shares are shown in equity as a deduction, net of tax, from the proceeds. Any excess of the fair value of
consideration received over the par value of shares issued is presented in the notes as other reserves.

Dividends. Dividends are recognised as a liability and deducted from equity at the balance sheet date only if they are
declared before or on the balance sheet date. Dividends are disclosed when they are proposed before the balance
sheet date or proposed or declared after the balance sheet date but before the consolidated financial statements are
authorised for issue.

Value added tax. VAT is levied at two rates: 20% on domestic sales and imports of goods, works and services and
0% on the export of goods and provision of works or services to be used ouiside Ukraine. A taxpayer's VAT liability
equals the total amount of VAT collected within a reporting pericd, and arises on the earlier of the date of shipping
goods to a customer or the date of receiving payment from the customer. A VAT credit is the amount that a taxpayer
is entitled 1o offset against his VAT liability in a reporting period. Rights to VAT credit arise when a VAT invoice is
received, which is issued on the earlier of the date of payment to the supplier or the date goods are received. VAT
related to sales and purchases is recognised in the consolidated balance sheet on a gross basis and disclosed
separately as an asset and liability. Where provision has been made for impairment of receivables, the impairment
loss is recorded for the gross amount of the debtor, including VAT.

Borrowings and other financial liabilities. Borrowings and other financial liabilities are recognised initially at fair
value, net of transaction costs incurred. Borrowings are subsequently stated at amortised cost using the effective
interest method. The Group does not capitalise borrowing costs.

Government grants. Grants from the government are recognised at their fair value where there is reasonable
assurance that the grant will be received and that the Group will comply with all attached conditions. Government
grants relating to the purchase of property, plant and equipment are included in non-current liabilities as deferred
income and are credited to the consolidated income statement on a straight-line basis over the expected lives of the
related assets. Government grants relating to an expense item are recognised as income over the period necessary
to match the grant on a systematic basis to the costs that it is intended te compensate.

Trade and other payables. Trade and other payables are recognised and initially measured under the policy for
financial instruments mentioned above. Subsequently, instruments with a fixed maturity are re-measured at amortized
cost using the effective interest rate method. Amortized cost is calculated by taking into account any transaction costs
and any discount or premium on settlement. Financial liabilities which do not have a fixed maturity are subsequently
carried at fair value.

12
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Prepayments received. Prepayments received are carried at amounts originally received.

Provisions for liabilities and charges. Provisions for liabiiities and charges are provisions for environmental
restoration, restructuring costs and legal claims which are recognised when the Group has a present legal or
constructive obligation as a result of past events, and it is probable that an outflow of resources will be required to
settle the obligation, and a reliable estimate of the amount can be made. Where there are a number of similar
obligations, the likelihood that an outflow will be required in settlement is determined by considering the class of
obligations as a whole. A provision is recognised even if the likelihood of an outflow with respect to any one item
included in the same class of obligations may be small.

Where the Group expects a provision to be reimbursed, for example under an insurance contract, the reimbursement
is recognised as a separate asset but only when the reimbursement is virtually certain.

Contingent assets and liabilities. A contingent asset is not recognised in the financial statements but disclosed
when an inflow of economic benefits is probable.

Contingent liabilities are not recognised in the financial statements unless it is probable that an outflow of economic
resources will be required to settle the obligation and it can be reasonably estimated. Contingent liabilities are
disclosed unless the possibility of an outflow of resources embodying economic benefits is remote.

Revenue recognition. The Group sells all electricity produced by its electricity generation plants to Energorynck, a
state-owned electricity distribution monopoly, at prices determined based on the competilive pool model adopted by
the National Electricity Regulatory Committee of Ukraine. Revenue from the sale of electricity is the value of units
supplied during the year and includes an estimate of the value of units supplied to customers between the date of
their last meter reading and the year end.

Revenues from sales of goods are recognised at the point of transfer of risks and rewards associated with ownership
of goods. If the goods are transported to a specified location, revenue is recognised when the goods are passed to
the customer at the destination point. Revenues are measured at the fair value of the consideration received or
receivable, and are shown net of value added tax (“VAT") and discounts.

The Group also engages in sale and purchase transactions to manage cash flows. Such transactions are not revenue
generating to the DTEK Group and accordingly such sales and purchases are presented on a net basis in other
operating income or expenses. Accounts receivable and payable from such transactions are presented on a gross
basis.

Recognition of expenses. Expenses are recorded on an accrual basis. The cost of goods sold comprises the
purchase price, transportation costs, commissions relating to supply agreements and other related expenses.

Finance income and costs. Finance income and costs comprise interest expense on borrowings, losses on early
repayment of loans, interest income on funds invested, income on origination of financial instruments, unwinding of
interest of the pension obligation and asset retirement provision, and foreign exchange gains and losses.

All interest and other costs incurred in connection with borrowings are expensed using the effeclive interest rate
method.

Interest income is recognised as it accrues, taking into account the effective yield on the asset.
Employee benefits: Defined Contributions Plan. The Group makes statutory contributions to the Social Insurance
Fund, Pension Fund and Insurance Against Unemployment Fund of Ukraine in respect of its employees. The

contributions are calculated as a percentage of current gross salary, and are expensed when incurred. Discretionary
pensions and other post-employment benefits are included in labour costs in the consolidated income statement.

13
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Employee benefits: Defined Benefit Plan. Certain entities within the Group participate in a mandatory State defined
retirement benefil plan, which provides for early pension benefits for employees working in certain workplaces with
hazardous and unhealthy working conditions. The Group also provides lump sum benefits upon retirement subject to
certain conditions. The liability recognised in the balance sheet in respect of the defined benefit pension plan is the
present value of the defined benefit obligation at the balance sheet date, less adjustments for unrecognised actuarial
gains or losses and past service costs, The defined benefit obligation is calculated annually by actuaries using the
Projected Unit Credit Method. The present value of the defined benefit obligation is determined by discounting the
estimated future cash outflows using interest rates of high-guality corporate bonds that are denominated in the
currency in which the benefits will be paid, and that have terms to maturity approximating the terms of the related
pension liability. Actuarial gains and losses arising from experience adjustments and changes in actuarial
assumptions in excess of 10% of the defined benefit obligation are charged or credited to income over the
employees’ expected average remaining working lives. Past service costs are recognised immediately in income,
unless the changes to the pension plan are conditional on the employees remaining in service for a specified period
of time (the vesting period). In this case, the past service costs are amortised on a straight-line basis over the vesting
period.

Changes in presentation. Where necessary, corresponding figures have been adjusted to conform to changes in
the presentation in the current year.

The Group previously presented cash inflow from interest received in investing activities in the statement of cash
flows. In 2008 cash inflow from interest received was presented in operating aclivities, and corresponding figures of
the cash flow statement for the year ended 31 December 2007 were reclassified accordingly. The Group previously
presented cash flows relating to overdraft bank accounts and certain bank credit lines on gross basis in the statement
of cash flows. In 2008 cash flows relating to averdraft bank accounts and certain bank credit lines were presented on
a net basis, and corresponding figures of the cash flow statement for the year ended 31 December 2007 were
presented accordingly.

The Group previously presented revenue from sales of coal from coal mining entities to DTEK LLC as intersegment
revenue. In 2008 revenue from sales of coal from coal mining entities to DTEK LLC was eliminated within coal mining
segment, and corresponding figures of segment information for the year ended 31 December 2007 were reclassified
accordingly.

The Group previously presented prepayment for shares of Dniproenergo as asset within coat mining segment basing
on the factual ownership of the asset. In 2008 prepayment for shares of Dniproenergo was included into cost of
investment in associates and presented within power generation segment. The Group decided to reclassify
prepayment for shares of Dniproenergo as at 31 December 2007 to unallocated assets in line with presentation of
other available for sale investments.

The Group previously eliminated certain intersegment balances within one segment. In 2008 certain intersegment
balances were presented as intersegment elimination, and corresponding figures of segment information for the year
ended 31 December 2007 were reclassified accordingly.

The Group previously presented certain income and expenses of DTEK LLC, DTEK Corporation and DTEK Holdings
Limited within results of other segment. In 2008 certain income and expenses of DTEK LLC, DTEK Corporation and
DTEK Holdings were presented as unallocated income and expenses, and corresponding figures of segment
information for the year ended 31 December 2007 were reclassified accordingly.

Management believes that these reclassifications result in a more appropriate presentation of the consolidated
financial statements.
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4 Critical Accounting Estimates, and Judgements in Applying Accounting Policies

The Group makes estimates and assumptions that affect the reported amounts of assets and liabilities within the next
financial year. Estimates and judgements are continually evaluated and are based on management's experience and
other factors, including expectations of future events that are believed to be reasonable under the circumstances.
Management also makes certain judgements, apart from those involving estimations, in the process of applying the
accounting policies. Judgements that have the most significant effect on the amounts recognised in the consolidated
financial statements and estimates that can cause a significant adjustment to the carrying amount of assets and
liabilities within the next financial year include:

Impairment of available-for-sale equity investments. The Group determines that available-for-sale equity
investments are impaired when there has been a significant or prolonged decline in the fair value below its cost. This
determination of what is significant or prolonged requires judgement. In making this judgement, the Group evaluates
among other factors, the volatility in share price. In addition, impairment may be appropriate when there is evidence
of changes in technology or a deterioration in the financial health of the investee, industry and sector performance, or
operational or financing cash flows. Had all the declines in fair value below cost been considered significant or
prolonged, the Group would have suffered an additional loss for the year of UAH 348 million {2007: nil).

Fair value of available-for-sale equity investments. The fair values of available-for-sale equity investments that
are not gquoted in active markets are determined with the reference fo the fair value estimates determined by
independent investment companies using different valuation techniques. Management has reviewed the investment
companies’ underlying assumptions used by the investment companies in the valuation models and confirmed that
major underlying assumptions such as growth rates, expected margins, discount rates, ete, have been appropriately
determined considering the market conditions as at the balance sheet date. Management considers that changing the
underlying assumptions not supported by observable market data to a reasonably possible alternative in the valuation
models would not result in a significantly different valuation.

impairment of property, plant and equipment and goodwill. The entities of the Group are required to perform
impairment tests for their cash-generating units. One of the determining factors in identifying a cash-generating unit is
the ability to measure independent cash flows for that unit. For many of the Group's identified cash-generating units a
significant proportion of their output is input to another cash-generating unit.

The Group also determines whether goodwill is impaired at least on an annual basis. This requires estimation of the
value in use of the cash-generating units to which goodwill is allocated. Estimating value in use requires the Group to
make an estimate of expected future cash flows from the cash-generating unit and also to choose a suitable discount
rate in order to calculate the present value of those cash flows.

The recoverable amount of goodwill and cash-generating units were estimated based on a value in use calculation.
Additional information is disclosed in Notes 9 and 10.

Impairment of trade and other accounts receivable. Management estimates the likelihood of the collection of trade
and other accounts receivable based on an analysis of individual accounts. Factors taken into consideration include
an ageing analysis of trade and other accounts receivable in comparison with the credit terms allowed to customers,
and the financial position of and collection history with the customer. Should actual collections be less than
management’'s estimates, the Group would be required to record an additional impairment expense.

Post-employment and other empioyee benefit obligations. Management assesses post-employment and other
employee benefit obligations using the Projected Unit Credit Method based on actuarial assumptions which represent
management’s best estimates of the variables that will determine the ultimate cost of providing post-employment and
other employee benefits. Since the plan is administered by the State, the Group may not have full access to
information and therefore assumptions regarding when, or if, an employee takes early retirement, whether the Group
would need to fund pensions for ex-employees depending on whether that ex-employee continues working in
hazardous conditions, the likelihnood of employees transferring from State funded pension employment to Group
funded pension employment could all have a significant impact cn the pension obligation. The present value of the
pension obligations depends on a number of factors that are determined on an actuarial basis using a number of
assumptions. The major assumptions used in determining the net cost (income) for pensions include the discount
rate. Any changes in these assumptions will impact the carrying amount of pension obligations. The Group
determines the appropriate discount rate at the end of each year. This is the interest rate that should be used to
determine the present value of estimated future cash outflows expected to be required to settle the pension
obligations. in determining the appropriate discount rate, the Group considers the interest rates of high-quality
corporate bonds that are denominated in the currency in which the benefits will be paid, and that have terms to
maturity approximating the terms of the related pension liability. Other key assumptions for pension cbligations are
based in part on the current market conditions. Additional information is disclosed in Note 23.
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4 Critical Accounting Estimates, and Judgements in Applying Accounting Policies
{Continued)

Deferred tax asset recognition. The net deferred tax asset represents income taxes recoverable through future
deductions from taxable profits and is recorded in the balance sheet. Deferred tax assets are recorded to the extent
that realisation of the related tax benefit is probable. In determining future taxable profits and the amount of tax
benefits that are probable in the future, management makes judgements and applies estimation based on historic
taxable profits and expectations of future income that are believed to be reasonable under the circumstances.

Interest rates applied to long-term liabilities. Judgement has been used to estimate the fair value of long-term
liabilities in the absence of similar financial instruments (Notes 19 and 20). A change in the effective interest rates
used in assessing the fair value of loans and borrowings may have a material impact on the consolidated financial
statements.

Tax legislation. Ukrainian tax, currency and customs legislation continues to evolve. Conflicting regulations are
subject 1o varying interpretations. Management believes its interpretations are appropriate and sustainable, but no
guarantee can be provided against a challenge from the tax authorities (Note 34).

Related party transactions. In the normal course of business the Group enters into transactions with related parties.
Judgement is applied in determining if transactions are priced at market or non-market rates, where there is no active
market for such transactions. Financial instruments are recorded at origination at fair value using the effective interest
method. The Group’s accounting policy is to record gains and losses on related party transactions, other than
business combination or equity investments, in the income statement. The basis for judgement is pricing for similar
types of transactions with unrelated parties and an effective interest rate analysis (Note 8).

Investment into the shares of Dniproenergo OJSC. As discussed in Note 11, the additional 34.24% share issue of
Dniproenergo OJSC made in October 2007 was registered on 11 July 2008, taking the Company’s interest to
approximately 47.5%, and accordingly the Company has applied the equity method of accounting to its registered
interest in Dniproenergo OJSC. However, the additional share issue remains under legal challenge. If the courts
ultimately rule against the share issue, the recoverability of the Company's cost, which totalled UAH 1,451 million as
at 31 December 2008, may become doubtful. The investment in Dniproenerge OJSC was assessed for impairment
using discounted cash flows valuation techniques using the assumptions outlined in Note 11. As at 31 December
2008, no impairment was identified.

5 Adoption of New or Revised Standards and Interpretations
Certain new interpretations became effective for the Group from 1 January 2008:

IFRIC 11, IFRS 2—Group and Treasury Share Transactions (effective for annual periods beginning on or after 1
March 2007);

IFRIC 12, Service Concession Arrangements (effective for annual periods beginning on or after 1 January 2008},
and

IFRIC 14, IAS 19—The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their
Interaction (effective for annual periods beginning on or after 1 January 2008).

These interpretations did not have any significant effect on the Group’s consolidated financial statements.

Reclassification of Financial Assets—Amendments to IAS 39, Financial Instruments: Recognition and
Measurement, and IFRS 7, Financial Instruments: Disclosures and a subsequent amendment,
Reclassification of Financial Assets: Effective Date and Transition. The amendments allow entities the options
{a) to reclassify a financial asset out of the held to trading category if, in rare circumstances, the asset is no longer
held for the purpose of selling or repurchasing it in the near term; and (b) to reclassify an available-for-sale asset or
an asset held for trading to the loans and receivables category, if the entity has the intention and ability to hold the
financial asset for the foreseeable future or until maturity (subject to the asset otherwise meeting the definition of
loans and receivables). The amendments may be applied with retrospective effect from 1 July 2008 for any
reclassifications made before 1 November 2008; the reclassifications allowed by the amendments may not be applied
before 1 July 2008 and retrospective reclassifications are only allowed if made prior to 1 November 2008. Any
reclassification of a financial asset made on or after 1 November 2008 takes effect only from the date when the
reclassification is made. The Group has not elected to make any of the optional reclassifications during the period.
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6 New Accounting Pronouncements

Certain new standards and interpretations have been published that are mandatory for the Group’s accounting
periods beginning on or after 1 January 2009 or later periods and which the Group has not early-adopted:

IFRS 8, Operating Segments (effective for annual periods beginning on or after 1 January 2009). This standard
applies to public entities. IFRS 8 requires an entity to report financial and descriptive information about its operating
segments and specifies how an entity should report such information. The Group does not expect IFRS 8 to
significantly affect its financial reporting.

IAS 23, Borrowing Costs (revised March 2007; effective for annual periods beginning on or after 1 January
2009). The main change to IAS 23 is the removal of the option of expensing borrowing costs that relate to assets
under construction. An entity is, therefore, required to capitalise such borrowing costs as part of the cost of the asset.
The revised standard applies prospectively to borrowing costs relating to qualifying assets for which the
commencement date for capitalisation is on or after 1 January 2009. The Group is currently assessing the impact of
the amended standard on its financial statements.

IAS 1, Presentation of Financial Statements (revised September 2007; effective for annual periods beginning
on or after 1 January 2009). The main change in IAS 1 is the replacement of the income statement by a statement
of comprehensive income which will also include all non-owner changes in equity, such as the revaluation of
available-for-sale financial assets. Alternatively, entities will be allowed to present two statements: a separate income
statement and a statement of comprehensive income. The revised IAS 1 also introduces a requirement to present a
statement of financial position (balance sheet) at the beginning of the earliest comparative period whenever the entity
restates comparatives due to reclassifications, changes in accounting policies, or corrections of errors. The Group
expects the revised IAS 1 to affect the presentation of its financial statements but to have no impact on the
recognition or measurement of specific transactions and balances.

IAS 27, Consolidated and Separate Financial Statements (revised January 2008; effective for annual periods
beginning on or after 1 July 2009). The revised I1AS 27 will require an entity to atiribute total comprehensive income
to the owners of the parent and to the non-controlling interests {previously “minority interests”) even if this results in
the non-controlling interests having a deficit balance {the current standard requires the excess losses to be allocated
to the owners of the parent in most cases). The revised standard specifies that changes in a parent's ownership
interest in a subsidiary that do not result in the loss of control must be accounted for as equity transacticns. It also
specifies how an entity should measure any gain or loss arising on the loss of control of a subsidiary. At the date
when control is lost, any investment retained in the former subsidiary will have to be measured at its fair value. The
Group is currently assessing the impact of the amended standard on its consolidated financial statements.

IFRS 3, Business Combinations (revised January 2008; effective for business combinations for which the
acquisition date is on or after the beginning of the first annual reporting period beginning on or after 1 July
2009). The revised IFRS 3 will allow entities to choose to measure non-controlling interests using the existing IFRS 3
method (proportionate share of the acquiree’s identifiable net assets) or on the same basis as US GAAF (at fair
value). The revised IFRS 3 is more detailed in providing guidance on the application of the purchase method to
business combinations. The requirement to measure at fair value every asset and liability at each step in a step
acquisition for the purposes of calculating a portion of goodwill has been removed. Instead, goodwill will be measured
as the difference at acquisition date between the fair value of any investment in the business held before the
acquisition, the consideration transferred and the net assets acquired. Acquisition-related costs will be accounted for
separately from the business combination and therefore recognised as expenses rather than included in goodwill. An
acquirer will have to recognise at the acquisition date a liability for any contingent purchase consideration. Changes
in the value of that liability after the acquisition date will be recognised in accordance with other applicable IFRSs, as
appropriate, rather than by adjusting goodwill. The revised IFRS 3 brings into its scope business combinations
involving only mutual entities and business combinations achieved by contract alone. The Group is currently
assessing the impact of the amended standard on its consolidated financial statements.

IFRIC 18, Transfers of Assets from Customers (effective for annual periods beginning on or after 1 July
2009). The interpretation clarifies the accounting for transfers of assets from customers, namely, the circumstances in
which the definition of an asset is met; the recognition of the asset and the measurement of its cost on initial
recognition; the identification of the separately identifiable services (one or more services in exchange for the
transferred asset); the recognition of revenue, and the accounting for transfers of cash from customers. The Group is
currently assessing the impact of the amended standard on its consolidated financial statements.
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6 New Accounting Pronouncements (Continued)

Vesting Conditions and Cancellations—Amendment to IFRS 2, Share-based Payment (issued in January
2008; effective for annual periods beginning on or after 1 January 2008). The amendment clarifies that only
service conditions and performance conditions are vesting conditions. Other features of a share-based payment are
not vesting conditions. The amendment specifies that all cancellations, whether by the entity or by other parties,
should receive the same accounting treatment. The Group does not expect the amendment to affect the consolidated
financial statements.

Puttable Financial Instruments and Obligations Arising on Liquidation—IAS 32 and IAS 1 Amendment
(effective for annual periods beginning on or after 1 January 2009). The amendment requires classification as
equity of some financial instruments that previously met the definition of financial liabilities. The Group does not
expect the amendment to affect its financial statements.

Improvements to International Financial Reporting Standards (issued in May 2008). In 2007, the international
Accounting Standards Board decided to initiate an annual improvements project as a method of making necessary,
but non-urgent, amendments to IFRS. The amendments consist of a mixture of substantive changes, clarifications,
and changes in terminology in various standards. The substantive changes relate to the following areas: classification
as held for sale under IFRS 5 in case of a loss of control over a subsidiary; possibility of presentation of financial
instruments held for trading as non-current under 1AS 1; accounting for sale of IAS 16 assets which were previously
held for rental and classification of the related cash flows under IAS 7 as cash flows from operating activities;
clarification of definition of a curtailment under |IAS 19; accounting for below market interest rate government loans in
accordance with I1AS 20; making the definition of borrowing costs in IAS 23 consistent with the effective interest
method; clarification of accounting for subsidiaries held for sale under IAS 27 and IFRS 5; reduction in the disclosure
requirements relating to associates and joint ventures under IAS 28 and IAS 31; enhancement of disclosures
required by IAS 386; clarification of accounting for advertising costs under IAS 38; amending the definition of the fair
value through profit or loss category to be consistent with hedge accounting under IAS 38; introduction of accounting
for investment properties under construction in accordance with 1AS 40; and reduction in restrictions over manner of
determining fair value of biological assets under IAS 41, Further amendments made to 1AS 8, 10, 18, 20, 29, 34, 40,
41 and to IFRS 7 represent terminology or editorial changes only, which the IASB believes have no or minimal effect
on accounting. The Group does not expect the amendments to have any material effect on its financial statements.

Improving Disclosures about Financial Instruments - Amendment fto IFRS 7, Financial Instruments:
Disclosures {issued in March 2009; effective for annual periods beginning on or after 1 January 2009). The
amendment requires enhanced disclosures about fair value measurements and liquidity risk. The entity will be
required to disclose an analysis of financial instruments using a three-level fair value measurement hierarchy. The
amendment (a) clarifies that the maturity analysis of liabilities should include issued financial guarantee contracts at
the maximum amount of the guarantee in the earliest period in which the guarantee could be called; and (b) requires
disclosure of remaining contractual maturities of financial derivatives if the contractual maturities are essential for an
understanding of the timing of the cash flows. An entity will further have to disclose a maturity analysis of financial
assets it holds for managing liquidity risk, if that information is necessary to enable users of its financial statements to
evaluate the nature and extent of liquidity risk. The Group is currently assessing the impact of the amendment on
disclosures in its financial statements.

Other new standards or interpretations. The Group has not early adopted the following other new standards,
amendments to the existing standards or interpretations:
s IFRIC 13, Customer Loyalty Programmes (issued in June 2007; effective for annual periods beginning on or
after 1 July 2008);

» |FRIC 15, Agreements for the Construction of Real Estate (effective for annual periods beginning on or after
1 January 2009);

» |FRIC 16, Hedges of a Net investment in a Foreign Operation (effective for annual periods beginning on or
after 1 October 2008);

» IFRIC 17, Hedges of a Net investment in a Foreign Operation (effective for annual periods beginning on or
after 1 July 2009}

= |FRS1 and IAS 27 Amendement, Cost of an investment in a Subsidiary, Jointly Controlled Entity or
Associate (issued in May 2008; effective for annual periods beginning on or afier 1 January 2009);

= |AS 39 Amendement, Eligible Hedged ltems (effective with retrospective application for annual periods
beginning on or after 1 July 2009);

» IFRS 1, First-time Adoption of Intemational Financial Reporting Standards (following an amendment in
December 2008, effective for the first IFRS financial statements for a period beginning on or after 1 July
2009).

Unless otherwise described above, the new standards and interpretations are not expected to significantly affect the
Group’s financial statements.
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7 Segment Information

Primarily reporting format — business segments.

The Group is organised on the basis of three main business segments:

. Coal mining and enrichment
. Power generation
. Electricity distribution

The Group’s mining and power generation operations are vertically integrated and while the operating businesses are
organised and managed separately, with each segment offering different products and serving different markets,
there remains significant inter-dependence between the segments. The primary reporting format, business segments,
is based on the Group's management and intemal reporting structure. Inter-segment pricing may not be determined
on an arm’s length basis. Segment results, assets and liabilities include items directly attributable to a segment as
well as those that can be allocated on a reasonable basis. Unallocated iterns comprise mainly income-earning assets
and revenue, interesi-bearing loans, borrowings and expenses, and corporate assets and expenses. Segment
revenue includes transfer between business segments. Those transfers are eliminated on consolidation.

Other includes the other companies of the Group that provide auxiliary services, e.g. transportation, security and
other services primarily to the Group companies.

Secondary reporting format — geographical segments.
Geographical segments for reporting of external revenue are based on the location of customers, and for reporting of
segment assets and capital expenditure on the location of assets. Capital expenditure excludes assets acquired

through business combinations. The Group's production assets are located in Ukraine. Majority of the Group's
customers are located in Ukraine.
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7 Segment Information (Continued)

Segment information for the main reportable business segments of the Group for the year ended 31 December 2008
is as follows:

Coal mining Power Electricity Other Elimination Total
and generation distribution

in millions of Ukrainian Hryrvnia enrichment
2008
Sales — external 3,450 5682 3,736 101 - 12,969
Sales to cther segments 2,491 2 297 151 (2,941 -
Total revenue 5,941 5,684 4,033 252 (2,941 12,969
Segment result 1,099 1,248 (1) (26) (135) 2185
Unallacated expenses (305)
Unallocated foreign exchange
gain operating 112
Operating profit 1,992
Segment assets 7.409 4743 966 162 (341) 12,939
Investments in associates 2,739 51 21 2,811
Available for sale invesiments 1,268
Current and deferred tax 251

assets
Cther unallocated assets 801
Total assets 18,070
Segment liabilities 2,525 514 142 63 (341) 2,903
Current and deferred tax

liability 950
Other unallocated liabilities 4,228
Total liahilities 8,081
Capital expenditure 1,352 419 107 12 - 1,890
Depreciation and amortisation 747 233 91 11 1,082
Pension obligations 449 17 - - 466
Share of result of associates (26) (6) (32)
Impairment of property, plant 331 {20) 42 1 354

and equipment
Change in bad debt provision 6 (N 56 52 113
Other provisions 83 - - - - 83

Other segment sales primarily relate to sale of materials and supplies to third party mines operating close to the
Group's subsidiaries.
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7 Segment Information {Continued)

Segment information for the main reportable business segments of the Group for the year ended 31 December 2007
is as follows:

Coal mining Power Electricity Other Elimination Total
and generation distribution

In millions of Ukrainian Hryrvnia enrichment
2007
Sales — external 1,608 4,505 2,401 455 - 8,969
Sales to other segments 1,881 3 151 176 2.211) -
Total revenue 3,489 4,508 2,552 631 (2,211) 8,969
Segment result 431 1,096 147 50 41) 1,683
Unallocated expenses (50)
Operating profit 1,633
Segment assets 4,308 3,654 540 375 (183) §,784
Investments in associates 18 55 12 85
Current and deferred tax

assets 329
Other unallocated assets 4,204
Total assets 13,402
Segment liabilities 1,710 450 128 128 (183) 2,233
Current and deferred tax

liability 706
Other unallocated liabilities 3,394
Total liabilities 6,333
Capital expenditure 804 123 79 37 - 1,043
Depreciation and amortisation 479 225 62 5 - 771
Pension cbligations 130 8 - - - 138
Share of result of associates (23) (23)
Change in bad debt provision 1 65 3 - - 79
Other provisions 72 3 (63) - - 12

Other unallocated assets primarily relate to available-for-sale securities.
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8 Balances and Transactions with Related Parties

Related parties are defined in |1AS 24, Related Party Disclosures. Parties are generally considered to be related if one
party has the ability to control the other party, is under common control, or can exercise significant influence or joint
control over the other party in making financial and operational decisions. In considering each possible related party
relationship, attention is directed to the substance of the relationship, not merely the legal form. The Group's

immediate parent and ultimate controlling party are disclosed in Note 1.

The nature of the related party relationships for those related parties with whom the Group entered into significant
transactions or had significant balances outstanding at 31 December 2008 are detailed below. At 31 December, the
outstanding balances with related parties were as follows:

In millions of Ukrainian Hryvnia

2008

2007

Entities under  Associates Entities under Associates
common control of common control
SCM of SCM
Gross amount of frade and other receivables 155 186 181 -
Promissory notes receivable 3 3 3 -
Financial aid provided 14 - 2 -
Loans granted - 2 - -
Cash and cash equivalents — current account 175 - 26 -
Investment obligation relating to Dniproenergo
OJSC — non-current - 222 - -
Bonds issued (contractual interest rate: 15%) - - (1,406) -
Other financial liabilities (effective interest rate: ) . (12) .
13.28%)
Investment obligation relating to Dniproenergo
0OJSC — current - 200 - -
Trade and other payables (79) - (234) (3)
Promissory notes issued (5) - (42) -
The income and expense items with related parties for the years ended 31 December were as follows:
in miflions of Ukrainian Hryvnia 2008 2007
Entities under  Associates Entities under Associates
common control of common control
SCM of SCM
Sales of electricity 1,943 - 1,073 -
Sales of coking coal 1,482 - 666 -
Sales of steam coal 5 847 - -
Sales of inventory 25 1 14 -
Sales of services 15 1 2 3
Purchase of coal - (6) (5) -
Purchase of goods for resale (186} - (310) -
Purchase of raw materials and equipment (133} (86) -
Purchase of electricity - 4 - 3
Purchase of services (18) (11 (16) -
Interest income on long-term receivables (Note - - 3 -
33)
Interest income on bank deposits 5 - - -
Interest expense on promissory notes payable (N - (8) -
{Note 33)
Interest expense on bonds issued (52) - (2) -
Interest expense on long-term payables 3 - - -
Loss on early repayment of bonds issued (Note - - (68} -
33)
Loss on early repayment of promissory notes - - (67} -

(Note 33)
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8 Balances and Transactions with Related Parties {(Continued)

There have been no guarantees issued or received by the Group.
Reventue, trade and other receivable

The trade receivables balances as at 31 December 2008 due from entities under common control and an associates
are non-interest bearing. The balances outstanding from related parties as at 31 December 2008 and 2007 are
unsecured and settlements are made either in cash, in the form of a debt set-off or by means of exchanging
promissory notes issued by the seftling counterparties or third parties to the transaction. The Group created no
provision for impairment of accounts receivable due from related parties as of 31 December 2008 and 2007.

During 2008, 52% of sale of electricity to final customers was made to companies under common control (2007:
45%).

Purchases, trade and other payables

Purchases and outstanding trade and other payables as at 31 December 2008 and 2007 comprised balances due to
related parties for supplies of iron shoring for mines, raw materials and steaming coal. Balances payable are non-
interest bearing and are repayable in the normal course of business.

Key management personnel compensation
Key management personnel consist of eight top executives (2007: six top executives) of DTEK LLC and three
members of the Board of Directors of DTEK Holdings Limited. In 2008 total compensation to key management

personnel included in administrative expenses amounted to UAH 28,0 million {(2007: UAH 14.9 million).
Compensation to the key management personnel consists of salary, bonus payments and termination benefits.
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9 Property, Plant and Equipment
Movements in the carrying amount of property, plant and equipment were as follows:

Mining Buildings Plant and Furniture, Construction Total

assets and machinery fittings and in progress
in millions of Ukrainian Hryvnia structures equipment
At 31 December 2006
Cost 1,267 2,455 2,465 205 380 6,772
Accumulated depreciation - (43) (508) {81) - (632)
Carrying amount
at 1 January 2007 1,267 2,412 1,957 124 380 6,140
Year ended 31 December 2006
Gpening net book amount 1,267 2,412 1,957 124 380 6,140
Acquisition of subsidiaries - 1 - - 4 5
Additions 42 53 204 34 704 1,037
Disposals (6) 4 (6) M (1 (18)
Depreciation charge (172) (177) (433) (29) - (811)
Transfer 256 92 349 14 (711} -
Carrying amount
at 31 December 2007 1,387 2,377 2,071 142 376 6,353
At 31 December 2007
Cost or valuation 1,533 2,580 3,015 248 376 7,752
Accumulated depreciation (146) {203) {944) {106} - (1,399)
Carrying amount
at 31 December 2007 1,387 2,377 2,071 142 376 6,353
Year ended 31 December 2007
Opening net book amount 1,387 2,377 2,071 142 376 6,353
Acquisition of subsidiaries 24 22 2 2 50
Additions 34 140 614 24 1,025 1,837
Disposals ) (3) (24) (14) N (49)
Depreciation charge {128) (228) (697) (63) (1,116)
Revaluation surplus 683 1,220 1,725 113 121 3,862
Impairment 99) (53) (194) (3] (2) (354)
Transfer 161 44 328 45 (578} -
Carrying amount
at 31 December 2008 2,031 3,521 3,845 243 943 10,583
At 31 December 2008
Cost or valuation 2,088 3,644 4,227 317 943 11,219
Accumulated depreciation {57) (123) (382) {74) {636)
Carrying amount
at 31 December 2008 2,031 3,521 3,845 243 943 10,5683
NBV had no revaluation taken
place at 31 December 2007 1,099 632 1,210 95 376 3,412
NBV had no revaluation taken
place at 31 December 2008 1,248 762 1,942 110 647 4,709

During 2008 the Group engaged independent appraisers to determine the fair value of its property, plant and
equipment. Fair value was determined with reference to depreciated replacement cost or market-based evidence, in
accordance with International Valuation Standards. The Group performed a revaluation of its property, plant and
equipment as at 1 August 2008.

The maijority of the structures, plant and machinery are specialised in nature and are rarely sold in the open market in
Ukraine other than as part of a continuing business. The market for similar property, plant and equipment is not active
in Ukraine and does not provide a sufficient number of sales of comparable assets for using a market-based
approach for determining fair value. Consequently, the fair value of structures, plant and machinery was primarily
determined using depreciated replacement cost. This method considers the cost to reproduce or replace the
property, plant and equipment, adjusted for physical, functional or economic depreciation, and obsolescence.
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9 Property, Plant and Equipment (Continued)

The depreciated replacement cost was estimated based on internal sources and analysis of Ukrainian and
internaticna! markets for similar property, plant and equipment. Various market data were collected from published
information, catalogues, statistical data etc, and industry experts and suppliers of property, plant and equipment.

As a result of the revaluation exercise, specific impairments totalling UAH 354 million were recorded.

Impairment of Property, Plant and Equipment

For property, plant and equipment impairment testing management used lower than CGLI at segment level.

In assessing impairment of property, plant and equipment management has assumed negative growth for 2008 and
2010 and used a multi-period discount rate ranging from 29% in 2009 to 25% in 2012, which stabilizes at 14% in
2013 and onwards.

Each significant subsidiary was separately assessed for impairment of property, plant and equipment,

Cash flows were projected based on actual operating results and the business plan for 2009. A terminal value was
derived at the end of a 10-year interim period.

The values assigned to the key assumptions represent management's assessment of future trends in the business
and are based on hoth external sources and internal sources (historical data).

As at 31 December 2008, buildings, plant and machinery carried at UAH 1,265 million (31 December 2007:
UAH 2,716 million) have been pledged to third parties as collateral for loans and borrowings (Note 19).

In 2008, the depreciation expense of UAH 1,080 million (2007: UAH 762 millicn), net of government grant credited to
the consolidated income statement, was included in cost of sales, UAH 17 millien (2007: UAH 8 million) in general
and administrative expenses, UAH 3 million (2007: UAH 1 million) in distribution expenses, and nil (2007 nil) in other
operating expenses.

10 Intangible assets

As at 31 December, intangible assets consisted of:

in millions of Ukrainian Hryvnia 2008 2007

Goodwill 633 632
Other intangible assets 41 10
Total 674 642

Movements in goodwill arising on the acquisition of subsidiaries are:

in milfions of Ukrainian Hryvnia 2008 2007
As at 1 January 632 595
Acquisition of subsidiaries - CCM Oktyabrskaya OJSC 1 -
Acquisition of subsidiaries - Mospino CPE LLC - 2
Acquisition of minority interest in subsidiaries - Pavlogradugol OJSC (Note 37) - 35
As at 31 December 633 632

25



DTEK Holdings Limited
Notes to the Consolidated Financial Statements — 31 December 2008

10 Intangible assets (Continued)

Goodwill Impairment Test

Goodwill is allocated to cash-generating units ("CGUs") which represent the lowest level within the Group at which
the goodwill is monitored by management. Management divided the business into two main CGUs to which goodwill
was allocated:

in millions of Ukrainian Hryvnia 2008 2007
Coal mining 590 589
Energy distribution 43 43
Total 633 632

The recoverable amount has been determined based on a value in use calculation. Cash flow projections, based on
financial budgets approved by senior management covering a five-year peried, and third party prices were used to
determine projected sales. Cash flows beyond the five-year peried are extrapolated using the estimated growth rates
stated below. The following table summarises key assumptions on which management has based its cash flow
projections to undertake the impairment testing of goodwill.

2008 2007
Coal mining
Pre-tax discount rate 29% - 14% 15%
Revenue growth rate 2009 - 2014 (15%) - 20% 10-15%
Revenue growth rate 2014 - onwards 1-6% 4%
Gross rnargin 30% 15%
Energy distribution — PES-Energougol
Pre-tax discount rate 29% - 14% 16%
Revenue growth rate 2009 - 2014 6% - 28% 10-15%
Revenue growth rate 2014 - onwards 1-5% 1-8%
Gross margin 7% 7%

The financial crisis and slow down in global growth has had a significant impact on financial markets. In assessing
goodwill impairment management assumed revenues would fall in both 2009 and 2010 and used a multiperiod
discount rate ranging from 29% in 2009 to 25% in 2012, which stabilizes at 14% in 2013 and onwards.

The values assigned to the key assumptions represent management's assessment of future trends in the business
and are based on both external and internal sources.

If the revised estimated discount rate applied to the discounted cash flows of PES-Energougol CGU had been 2%
higher than management’s estimates, the Group would need to reduce the carrying value of goodwill by UAH 11
million and premises and equipment by UAH nil. Had this impairment been recognised, the Group would not be able
to reverse of any impairment losses that arose on goodwill in subsequent periods even if circumstances improve. The
recoverable amount of Energy distribution CGU exceeds its carrying amount by UAH 42 million. The CGUs' carrying
amount would be equal to its value in use if a discount rate 1.56% higher than management estimate was used for
each year.

During 2008 and 2007, the movements of other intangible assets, primary software and associated rights, were as
follows:

Cost Accumulated amortisation Net book value
In mitlions of Ukrainian Hryvnia and impairment
As at 1 January 2007 7 (2} 5
Additions / Charge for the year 7 (1
Disposals (1) -
As at 31 December 2007 13 (3} 10
Additions / Charge for the year 42 (5)
Disposals (€) -
As at 31 December 2008 49 (8) 41
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11 Investments in Associates

The table below summarises the movements in the carrying amount of the Group’s investment in associates.

In mittions of Ukrainian Hryvnia 2008 2007
Carrying amount at 1 January 85 -
Acquisition of associates 1,652 123
Transfer from AFS investment to associate 1,180 -
Transfer of associates to subsidiaries (23) -
Share of after tax resulis of associates (32) (23)
Share of results of associate while accounted for as AFS 19 (15)
Share in revaluation reserves of associates while accounted for as AFS 36 -
Unrealised profit on operations with associate (16} -
Carrying amount at 31 December 2,811 85

At 31 December 2008, the Group's interests in its principal associates and their summarised financial information,
including total assets, liabilities, revenues and profit or loss, were as follows:

N o Country of % of Carrying Total Total Revenue Profit/
fn milfions of Ukrainian incorporation ownership value assets liabilities {loss)
Hryvnia
Dniproenerge OJSC Ukraine 47.50% 2,739 2,544 1,354 4,698 (63)
Donetskoblenergo JSC Ukraine 30.59% 51 1,150 6,101 3,003 (19)
Other Ukraine various 21 21 9 - -
Total 2,811

At 31 December 2007, the Group’s interests in its principal associates and their summarised financial information,
including total assets, liabilities, revenues and profit or loss, were as follows:

. . Country of % of Carrying Total Total Revenue Profit/

E milfions of Ukrainian incorporation ownership value assets liabilities (loss)
ryvria

Donetskoblenergo JSC Ukraine 30.41% 55 966 5,804 2,373 (92}

Cther Ukraine various 30 84 21 62 (6)

Total 85 1,050 5,925 2,435 {98)

During 2008, the Group acquired an 8.3% interest in Dniproenergo OJSC which was recorded at a fair value of UAH
201 million at 31 December 2006. Dniproenergo OJSC, a majority State owned power generating company with a
capacity of 8,185 MW located in Zaporizhzhya, was under external management in accordance with the Law of
Supreme Court # N 2343-XI| dated 14 May 1992 on Resforing debfor's sofvency or declaring a debtor bankrupt. In
2007 the Group actively participated in assisting Dniproenergo OJSC emerge from bankruptcy and continued
acquiring additional interests in this entity. In June 2007 the Arbitration Court approved the creditor committee's
amicable agreement for restructuring Dniproenergo’s OJSC obligations and bringing the entity back to solvency. In
accordance with this amicable agreement, in October 2007 the Group's subsidiaries Paviogradugol OJSC and
Komsomolets Donbassa QJSC contributed UAH 1,052 million in cash to a special purpose entity which was then
merged with Dniproenergo OJSC. In exchange Pavlogradugol OJSC and Komsomolets Donbassa OJSC each
received a 17.12% interest in Dniproenergo OJSC. The majority of these funds were used to repay the creditors while
the remaining contribution would be used to fund working capital. Further, the amicable agreement required
Pavlogradugel 0JSC and Komsomolets Donbassa OJSC to commit to funding Dniproenergo’s investment program
totalling UAH 1,010 million during the period 2008 through 2012.
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1" Investments in Associates (Continued)

Subsequent to approval of the above amicable agreement, various parties have challenged the legality of the
amicable agreement, such that the additional share issue has not been recognised by the share registrar.

On 8 April 2008, the Supreme Court of Ukraine overturned the shareholder decisions on the additional share capital
increase. At 31 December 2007, the Group’s registered 18.19% interest (before dilution) in Dniproenergo OJSC had
been recorded at fair value of UAH 2,067 million. The UAH 1,052 million paid to acquire the additional 34.24%
interest had been recorded as a prepayment for shares at cost (see Note 12). In addition, the investment commitment
of UAH 1,010 million had not been recorded as a liability as it is linked to the issuance of the additional shares.

In March 2008, a new share registrar was appointed to record the share of Dniproenergo JSC. In June 2008, the
Highest Commercial Court of Ukraine found procedural violations related to the 8 April 2008 Supreme Court's hearing
and overturned the ruling declaring the additional share issue void. The new registrar completed the recovery of
Dniproenerge JSC shareholders’ register in July 2008 and on 11 July 2008, Komsomolets Donbassa JSC and
Pavlogradugol JSC received their share certificates for the additional 34.24% share issue.

The registration of the additional share issue in July 2008 results in DTEK's effective interest in Dniproenergo JSC
increasing to 46.98% (after dilution of the existing interest) and, as result, the accounting treatment for the investment
was changed from available for sale investment to investment in associates. Management has also assessed the fair
value of 52.50% (share in associate which does not belong to the Group as at 31 December 2008) of its investment
commitment at UAH 399 million (total commitment - UAH 1,010 million at nominal value) and has included this in the
cost of investments and recorded the associated liability (Note 20). However, the new share issue and associated
share certificates issued by the new registrar are being challenged in Court. The management believes that these
court hearings will be resclved to their satisfaction.

The Group continues to purchase additional Dniproenerge OJSC shares and as at 31 December 2008, its interest
totalled 47.50%.

Representatives of the Company are included in the supervisory board and board of directors and the business of
Dniproenergo is being integrated into the vertically integrated operations of the Group.

Impairment Test for investment in associate — Dniproenergo OJSC

As discussed in note 2, due to the global financial crisis, the equity markets in Ukraine have become very illiquid
resulting in volatile pricing. As at 31 December 2008, the quoted market price for the Group's interest in
Dniproenergo OJSC was UAH 1,219 million (31 December 2007 UAH 5,277 million). The management has,
therefore, used the fair value approach involving valuation techniques in assessing impairment of the investment in
Dniproenergo OJSC.

The management has used a multiperiod discount rate ranging from 29% in 2009 to 25% in 2012, which stabilizes at
14% in 2013 and onwards.

The following table summarises key assumptions on which management has based its cash flow projections to
undertake the impairment testing of its investment in the associate.

2008 2007
Post-tax discount rate 29% - 14% -
Revenue growth rate 2009 - 2014 9-19% -
Revenue growth rate 2014 - onwards 1-4% -
Gross margin 27% -

The values assigned to the key assumptions represent management's assessment of future trends in the business
and are based on both external and internal sources.

Donetskoblenergo JSC is an electricity distribution company located in the Donetsk region of Ukraine.
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12 Financial Investments

As at 31 December, non-current financial investments comprise:

in milfions of Ukrainian Hryvnia 2008 2007
Equity securities: 1,249 2,866

- Dniproenergo OJSC (Note 11) - 2,067

- Other 1,249 799
Prepayment for shares of Dniproenergo OJSC (Note 11) - 1,052
Prepayment for other shares 19 -
Unquoted securities - 34
Total 1,268 3,952

As a result of the recent volatility in financial markets, as discussed in Note 2, there are no longer regularly occurring
transactions in certain equity shares quoted on PFTS, the Ukrainian stock exchange market, and accordingly fair
value of such Ukrainian electricity distribution companies have been determined by reference to the discounted
operating cash flows of the investee and other valuation techniques based on independent third party assessment.
As at 31 December 2008, equity securities with a carrying value of UAH 349 million have been determined by such
valuation methods. The fair value of the remaining available or sale securities have been determined based on

quoted prices.

The major assumptions used to determine the fair value using the valuation techniques include:

2008 2007
Post-tax discount rate 28% - 15% -
Revenue growth rate 2009 - 2011 (41%) - 43% -
Revenue growth rate 2012 - onwards 3% -
Gross margin 2009-2011 1% - 4% -
Gross margin 2012 - onwards 3% - 5% -
As at 31 December, current financial investments were as follows:
In miflions of Ukrainian Hryvnia 2008 2007
Deposits placed with a maturity of more than three months 31 186
Loans receivable (net of provision for impairment of UAH 17 million) 226 5
Total 257 191
Maturity Interest re-pricing
in millions of Ukrainian Hryvnia 2008 2007 2008 2007
Deposits and loans receivable:
- within 1 year 257 191 257 191
Total 257 191 257 191
2008 2007
In milfions of Ukrainian Hryvnia Other Deposits Other Deposits
Rating by Moody's Investors Service
- Ba2 rated - - - 165
- B2 rated - - - 20
- Caa2 rated - 30 - -
-B1 - 1 - -
Non-rated 226 - 5 1
Total 226 3 5 186

During 2008, the Group provided short-term, interest-free loans totalling UAH 183 million to an associate of SCM.

29



DTEK Holdings Limited
Notes to the Consclidated Financial Statements — 31 December 2008

12 Financial Investments (Continued)

In 2008 and 2007 the Group provided short-term interest-free loans to related parties amounting to UAH 14 million
and UAH 2 million respectively (Note 8). As at 31 December 2008 deposits amounting to UAH 30 million (31
December 2007: UAH 163 million) were pledged as collateral for borrowings (Note 19).

The amount of the current financial investments is neither past due nor impaired. Carrying amounts of deposits and
foans approximate their fair values.

13 Inventories

As at 31 December, inventories were as follows:

in millions of Ukrainian Hryvnia 2008 2007
Coal 341 240
Raw materials 122 112
Spare parts 109 71
Goods for resale 12 36
Work in process 30 12
Total inventories 614 471

The amount of inventory write down recognised as an expense in 2008 was UAH 4 million (2007: UAH 4 million). As
at 31 December 2008 and 2007 no inventories have been pledged as collateral for borrowings.

14 Trade and Other Receivables

As at 31 December, current trade and other receivables were as follows:

in millions of Ukrainian Hryvnia 2008 2007

Trade receivables 1,297 776

Less impairment provision (488} (401)
Trade receivables - net 809 375

Other financial receivables 147 334
Less impairment provision (85) (77)
Receivable for sale of financial instruments 53 1

Total financial assets 924 633
Prepayments to suppliers 70 343
Less impairment provision (10} 1o
VAT recoverable 3 15
Other 13 12
Less impairment provision (5) ()]
Total non-financial asseis 71 355
Total trade and other receivables 995 988

All trade and other receivables are denominated in UAH.

Included in prepayments at 31 December 2007 is UAH 265 million advanced to a single supplier to secure the supply
of coal in 2008. This amount was settled in 2008.

As at 31 December 2008 no trade receivables and future proceeds from sales agreements (2007: UAH 1,010 million)
are pledged as collateral for borrowings (Note 19).

Movements in the impairment provision for trade and other receivables are as follows:

in millions of Ukrainian Hryvria 2008 2007
Provision for impairment at 1 January 493 47
Provision for impairment during the year 97 79
Amounts written off during the year as uncollectible 2) 3)
Provision for impairment at 31 December 588 493
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14 Trade and Other Receivables (Continued)

Analysis by credit guality of financial trade and other receivables is as follows:

2008 2007
Trade Receivable Other Trade Receivable Other
receiv-  for sale of financial receiv-  for sale of financial
ables financial receiv- ables financial receiv-
In millions of Ukrainian Hryvnia instruments ables instruments ables
Current and not impaired — exposure to
- Energorynok, SE 271 - - 165 - -
- Large Ukrainian corporates 153 - 4 112 - 5
- Medium sized companies 86 53 7 19 1 49
Total current and not impaired 510 53 1 296 1 54
Past due but not impaired
- less than 30 days overdue 92 - 38 30 - 48
- 30 to 90 days overdue 137 - 1 10 - 146
- 90 to 180 days overdue 5 - 2 13 - 2
- 180 to 360 days overdue 21 - 2 13 - 1
- over 360 days overdue 44 - 8 13 - 6
Total past due but not impaired 289 - 51 79 - 203
Individually determined to be impaired
{gross)
- less than 30 days overdue - - - - - 2
- 30 to 90 days overdue - - - - - -
- 180 to 360 days overdue - - - - - 22
- over 360 days overdue 488 - 85 401 - 53
Total individually impaired 488 - 85 401 - 77
Less impairment provision (488) - {85) (401) - (77)
Total 809 53 62 375 1 257
15 Cash and Cash Equivalents
As at 31 December, cash and cash equivalents were as follows:
In millions of Ukrainian Hryvnia 2008 2007
Bank balances payable on demand 373 112
Term deposits with original maturity of less than three months 222 256
Total cash and cash equivalents 595 368

As at 31 December 2008, of total cash and cash equivalents UAH 309 million was denominated in US dollars (31
December 2007: UAH 26 million). Term deposits have an effective interest rate of 13% for UAH denominated

balances and 0.43% for USD denominated balances at 31 December 2008 (31 December 2007: 12.8%)
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15 Cash and Cash Equivalents (Centinued)

The bank balances and term deposits are neither past due nor impaired. Analysis by credit quality of bank balances
and term deposits is as follows:

in millions of Ukrainian Hryvnia 2008 2007
Bank balances Term deposits Bank balances Term deposits

payable on payable on

demand demand

Rating by Moody's Investors Service

- A1 rated 10 - - -
- A3 rated - 212 24 -
- B1 rated 1 10 - -
- Ba1 rated 74 - - -
- Ba2 rated - - 19 229
- B2 rated 168 - 34 27
- B3 rated - - 15 -
- P1rated - - 20 -
- CaaZ rated 120 - - -
Total 373 222 112 256

16 Share Capital

As at 31 December 2006, the authorised share capital comprised 32,272 ordinary shares with a par value of USD
1.00 each (equivalent of UAH 5.05); 10,000 shares were fully paid, the remaining 22,272 were paid in May 2007. in
September 2007, the authorised share capital was increased to 50,000 ordinary shares of USD 1.00 each and
17,728 shares were issued for a cash consideration of USD 200 million, (equivalent to UAH 1,010 million). As at 31
December 2007 USD 4.5 million (equivalent to UAH 7.4 million) of the share issuance remains unpaid. The net
capital contribution totalling UAH 1,003 million has been recorded in additional paid in capital.

On 11 December 2008, the Company declared a dividend of USD 62 million (UAH 466 million). The shareholders
decided to reinvest this dividend and on 11 December 2008, the Company issued 5600 shares of USD 1 each
(equivalent of UAH 7.47) at a premium of USD 11,131.5 (UAH 83,200) per share to the existing shareholders, which
was settled by offset against the dividend.

On 23 December 2008 the Company issued 10,000 shares of USD 1 each (equivalent of UAH 7.88) at a premium of
UAH 133,716 per share to existing shareholders. The Company acquired its corporate bonds totalling UAH 1,406
million (Note 20) from its shareholders at nominal value and subsequently on 30 December 2008 offset its
shareholders payable for these bonds against the shareholders’ unpaid capital totalling UAH 1,337, the UAH 69
million difference between the shareholders’ balances was recorded as additional paid in capital.

As a result of the additional share issues in 2008 the additional paid in capital of the Company increased by UAH
1,872 million.

Retained eamings of the Group represent the earnings of the Group entities from the date they have been
established or acquired by the entities under common control. Group subsidiaries distribute profits as dividends or
transfer them to reserves on the basis of their statutory financial statements prepared in accordance with Ukrainian
GAAP. Ukrainian legislation identifies the basis of distribution as retained eamnings, however this legislation and
other statutory laws and regulations are open to legal interpretation and, accordingly, management believes at
present it would not be appropriate to disclose the amount of distributable reserves in these consolidated financial

statements.
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17 Other Reserves

During 2008, unrealised fair value loss on available-for-sale investments totalling UAH 905 million were recorded
directly in other reserves. Gains totalling UAH 752 million related to Dniproenergo OJSC have been derecognised
following transfer to equity accounting.

During 2007, unrealised fair value gains on available-for-sale investments totalling UAH 1,482 million were recorded
directly in other reserves. Further, gains on available-for-sale investments totalling UAH 138 million (Note 29) were
realised and transferred to the income statement while gains totalling UAH 132 million related to Donetskoblenergo
JSC have been derecognised following transfer to equity accounting.

Additional Revaluation
In millions of Ukrainian Hryvnia paid in capital reserve AFS reserve Total
Balance at 1 January 2007 971 2,243 76 3,280
Financial investments:

- Fair value gains less losses - - 1,482 1,482

- Disposals or transfer of AFS
to associates - - (270) (270)
Property, plant and equipment:

- Realised revaluation reserve - (259} - (259)
Income tax recorded in equity - 65 (36) 29
Share issue (Note 16} 1,003 - - 1,003
Acquisition of minority interest in

Pavlogradugol OJSC (Note 37) {500) - - (500)
Balance at 31 December 2007 1,474 2,049 1,252 4,775
Financial investments:

- Fair value gains less losses - - (905) {905)

- Disposals or transfer of AFS to associates - - (752) {752)
Property, plant and equipment:

- Revaluation - 3,811 - 3,811

- Change in estimate relating to asset
retirement provision recorded in equity - (57) - (57)

- Realised revaluation reserve - (522) - (522)
Income tax recorded in equity - {777) 100 (677)
Share issue (Note 16) 1,872 - - 1,872
Balance at 31 December 2008 3,346 4,504 (305) 7,545

18 Liability to minority participants

The minority interest in limited liability companies registered in Ukraine is classified as a liability in the Group’s
consolidated financial statements and the income attributed to the minority participants is shown as a finance charge
in the consolidated income statement.

The movements in the liability to minority participants were as follows:

In miltions of Ukrainian Hryvnia 2008 2007
Balance at 1 January 2 5
Minority share in profits recognised in finance cost (Note 33) . 24
Acquisition of minority interest by parent (Note 37) - 27
Balance at 31 December 2 2
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19 Borrowings

in millions of Ukrainian Hryvnia 2008 2007

Non-current

Bank borrowings 992 353

992 353

Current

Bank borrowings 2,726 1,678

interest accrual 13 16
2,739 1,594

Total borrowings 3,73 1,947

The Group’s borrowings are denominated in the following currencies:

in miflions of Ukrainian Hryvnia 2008 2007
Borrowings denominated in: - UAH 337 173
- US Dollars 2,387 1,774
- Euros 1,007 -
Total borrowings 3,731 1,947

The Group’s loans and borrowings maturity and re-pricing is as follows:

Maturity Interest re-pricing
in mitlions of Ukrainian Hryvnia 2008 2007 2008 2007
Loans and borrowings due:
- within 1 year 2,739 1,594 3,655 1,685
- between 1 and 5 years 992 353 76 262
Total borrowings 3,731 1,947 3,731 1,947

The effective interest rates and currency denomination of loans and borrowings as at the balance sheet date are as
follows:

2008 2007

in % per annum UAH usbD EUR UAH uspD EUR
14%- LIBOR 1m+4%- EURIBOR 9.5%- LIBOR im+4%-

Bank borrowings 25% LIBOR 1m+12%  1m+4.5%-18% 13.5% 10.3% -

Total borrowings 337 2,387 1,007 173 1,758 -

As at 31 December 2008, borrowings totaling UAH 1,023 million (31 Decernber 2007: UAH 1,335 million) were
secured with property, plant and equipment, financial investments, trade and other receivables (Notes 8, 12 and 14).
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20 Other Financial Liabilities

As at 31 December, non-current financial liabilities of the Group comprise;

in millions of Ukrainian Hryvnia 2008 2007
Investment obligation relating to OJCS Dniproenergo 222 -
Payable for shares in Pavlogradugol (Note 37) - 1,406
Bonds issued - 75
Restructured trade payables 45 52
Total non-current other financial liabilities 267 1,533

As discussed in Note 11, upon recognition of the Group’s additional 34.24% interest in Dniproenergo OJSC, the
Group has recorded 52,5% of its obligation to fund Dniproenergo’s investment program at a fair value of UAH 399
million (UAH 1,010 million at nominal value). As at 31 December 2008 UAH 200 million is recorded as short-term. An
expense associated with the unwinding of discount on the investment obligation totalling UAH 23 million was included
in finance costs (Note 33).

As discussed in Note 37, the Group acquired a 92.11% interest in Paviogradugol from parties under common control
in 2007. This related party non-interest bearing liability was restructured in December 2007 to 15% interest bearing
bonds repayable during 2015 - 2019. In December 2008, this obligation was converted to equity (Note 16).

The major part of the restructured trade payables relates to an agreement between PES-Energougol OJSC and
Energorynok SE and totals UAH 45 million. This liability is to be settled in monthly instalments through August 2015.
The restructured trade payables to Energorynok SE bears no nominal interest, and have been discounted to their net
present value using an effective interest rate of 13%.

21 Indebtedness under Amicable Agreement

In 2005 the creditors of Pavlogradugol OJSC initiated bankrupicy procedures against the company asking for the
repayment of the amounts due by Pavlogradugol OJSC. As a result of these procedures, Pavlogradugol OJSC
concluded an amicable agreement with its creditors. Under the agreement the company shall repay the total amount
of UAH 386 million during 2007 - 2019, which represents a substantial modification of the terms of the liability and
was accounted for as an extinguishment of the original liability and the recognition as a new liability. As at 31
December 2005, the Group recorded a new liability to its creditors at its fair value using an effective interest rate of
16%.

A summary of the restructured obligations is presented below:

In millions of Ukrainian Hryvnia 2008 2007
Nominal Amortised Nominal Amortised
value cost value cost
Promissory notes issued 236 116 240 101
Total indebtedness under amicable
agreement 116 101

During 2008, included in finance costs is UAH 16 million (2007: UAH 17 million) related to the unwinding of the
discount on this restructured obligation.
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22 Government Grants

In 2004, Pavlogradugol OJSC received government grants to fund capital expenditures. Such amounts received were
recorded as deferred revenues and are being amortised to income over the useful lives of the assets. Since 2005, the
Group has not received any additional government grants.

Movements in government grants during 2008 and 2007 are summarised as follows:

In millions of Ukrainian Hryvnia 2008 2007
As at 1 January 106 142
Expenditures incurred (1) (1
Amortisation of government grants to match related depreciation (29) (35)
As at 31 December 76 106

23 Retirement Benefit Obligations

The Group’s production companies have a legal obligation to compensate the Ukrainian state pension fund for
additional pensions paid to certain categories of former employees of the Group. There are also lump sum benefits
upon retirement and post-retirement benefit programs.

In 2008 the defined benefit plan covers 46,717 people, including 6,002 ex-employees (2007: approximately 48,113
and 4,513 respectively).

None of the employee benefits plans stated below are funded.

The defined employee benefit liability as at 31 December originated as follows:

In mitlions of Ukrainian Hryvnia 2008 2007
Present value of unfunded defined benefit obligations 2,041 1,320
Unrecognised net actuarial loss (695) (642)
Unrecognised past service cost (295) -
Liability in the consolidated balance sheet 1,051 678
In miltions of Ukrainian Hryvnia 2008 2007
Retirement benefits 1,658 994
Retirement benefits - coal support 310 262
Lump sum payments 73 64
Total balance sheet obligations 2,041 1,320

The amounts recognised in the consolidated income statement were as follows:

In millions of Ukrainian Hryvnia 2008 2007
Current service cost 67 49
Interest cost 118 72
Recognised past service cost 205 -
Recognized actuarial losses 76 17
Total 466 138
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23 Retirement Benefit Obligations (Continued)

Changes in the present value of the defined benefit obligation were as follows:

In millions of Ukrainian Hryvnia 2008 2007
Defined benefit obligation as at 1 January 1,320 831
Current service cost 67 49
Past service cost 500 -
Acquisition of subsidiaries 19 -
Actuarial losses 129 428
Interest cost 118 72
Benefits paid (112) (60)_
Defined benefit obligation as at 31 December 2,041 1,320
The movement in the present value of the liability recognised in the consolidated balance sheet was as follows:
in miflions of Ukrainian Hryvnia 2008 2007
As at 1 January 678 600
Acquisition of subsidiaries 19 -
Benefits paid (112) (60)
Net expense recognised in the income statement 466 138
As at 31 December 1,051 678

Past service cost arose as a result of changes in 2008 in the pension legislation, which increased the benefits
payable. To the extent that the benefits were already vested immediately following the changes to a defined benefit
plan, past service cost was recognized in 2008 financial statements in the amount of UAH 205 million. The remaining
UAH 295 million past service cost will be recognised as an expense on a straight-line basis over the average period

until the benefits become vested.

The principal actuarial assumptions used were as follows:

2008 2007

Nominal discount rate 1% 9%
Nominal salary increase 9% 9%
Nominal pension entitlement increase 9% 8%

The sensitivity of the defined benefit obligation to changes in the principal assumptions is:

2008 2007

Nominal discount rate increase/decrease by 1% (7.83%) / 9.00% (8.36%) / 9.65%
Nominal salary increase increase/decrease by 1% 7.17% 1 (6.37%) 6.90% / (6.15%)
Employee tumover increase/decrease by 1% (0.06%) / 0.07% (0.15%) / 0.16%

Experience adjustments for 2008 do not exceed UAH 402 million (2007: UAH 543 milfion). Paymenits in respect of
post-employment benefit plan obligations expected to be made during the year ending 31 December 2009 are UAH

163 million (2008: UAH 66 million).
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24 Provisions for Other Liahilities and Charges

Movements in provisions for liabilities and charges are as follows:

Assets
retirement  Provision for Other
in millions of Ukrainian Hryvnia provision legal claims provisions Total
At 1 January 2007 63 66 7 136
Change in estimates 58 - - 58
Arising during the year 11 4 - 15
Unwinding of discount 1 - - 1
Reversal of provision - (62) - (62)
Utilised 4 - ) (11)
At 31 December 2007 129 8 - 137
Change in estimates 57 - - 57
Arising during the year 12 8 7 27
Unwinding of discount 5 - - 5
Utilised (3) (1) M (11
At 31 December 2008 200 15 - 215

The assets retirement provision is attributable to the mining and energy generating activities of the Group resulting in
the obligation to dismantle and remove the mines and remediate soils disturbed by the underground works and ash
dumps.

In accordance with the Mining Law of Ukraine No. 1127 — XIV dated 6 October 1998, and the Law On environmental
protection No. 1264 — XI| dated 26 June 1991 with subsequent changes, Pavlogradugol OJSC and Komsomolets
Donbassa Mine OJSC have the mandatory obligation to dismantle and remove the mines and restore the sites to
their original condition. As at 31 December 2008 the Group has estimated the present value of the mines retirement
obligation at UAH 168 million (31 December 2007: UAH 98 million). The mines are planned to be closed at the end of
their estimated useful lives.

The increase of the asset retirement obligation was recorded in other reserves as the Group uses the fair value
model to measure property, plant and equipment (Note 17).

The Group’s obligation to remediate disturbed soil as a result of underground works or ash dumps is estimated at
UAH 34 million as at 31 December 2008 (31 December 2007; UAH 23 million}).

During 2007, PES-Energougol OJSC and Energorynok SE reached an agreement on restructuring of PES-
Energougol’s obligation {Note 20). Accordingly the provision for penalties and interest totalling UAH 42 million has
been reversed. While Energorynok SE continues to claim the penalties and interest, the management believes the
risk of additional payment is remote.

Following favourable court rulings, in 2007 the Group’s subsidiary Servis-Invest has reversed provisions totalling UAH
20 million associated with claims made by one of its customers in connection with supply of electricity.
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25 Trade and Other Payables

As at 31 December trade and other payables were as follows:

in millions of Ukrainian Hryvnia 2008 2007
Trade payables 572 498
Wages and salaries payable 136 100
Liabilities for purchased securities 102 113
Promissory notes payable 11 12
Liabilities for purchased property, plant and equipment 183 18
Accrued liabilities and other creditors 21 40
Total financial payables 1,025 781
Accruals for employees’ unused vacations 148 106
Other payables 3 5
Total non-financial payables 151 11
Total 1,176 892
2008
Trade Wages and Liabilities for Promissory  Liabilities for Accrued
payables salaries purchased notes purchased iiabilities and
In millions of Ukrainian payable securities payable property, plant other
Hryvnia and equipment creditors
Currency analysis.
UAH denominated 570 136 100 11 37 18
USD denominated 2 - 2 - -
EUR denominated - - - - 146 3
Total 572 136 102 1" 183 21

Future undiscounted
cash flow analysis:

Up to 3 months 570 136 76 11 149 17
From 3 to 6 months - - 26 - 34 4
From6to 12
months 2 - - - - -
Total 572 136 102 11 183 1
2007

Trade Wages and Liabilities for Promissory  Liabilities for Accrued

payables salaries purchased notes purchased liabilities and

in miflions of Ukrainian payable securities payable property, plant other

Hryvnia and equipment creditors
Currency analysis:

UAH denominated 491 100 101 12 14 39

USD denominated 7 - - - - 1

EUR denominated - - 12 - 4 -

Total 488 100 13 12 18 40

Future undiscounted
cash flow analysis:
Up to 3 months 490 100 38 - 18 40
From 3 to 6 months

3 - 75 - - -

From6to 12
months 5 - - 12 - -
Total 498 100 1113 12 18 40
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26 Other Taxes Payable

As at 31 December other taxes payable were as follows:

in millions of Ukrainian Hryvnia 2008 2007
Value-added tax 138 85
Payroll taxes 52 42
Cther taxes 51 47
Total other taxes payable 242 174
27 Revenue
Analysis of revenue by category is as follows:
in millions of Ukrainian Hryvnia 2008 2007
Sale of electricity to electricity pool 5,665 4,489
Sale of electricity to final customers 3,736 2,400
Sale of steaming and coking coal 3,407 1,607
Sales of merchandise products 89 441
Other sales 72 32
Total 12,969 8,969
Analysis of revenue by regions is as follows:
in millions of Ukrainian Hryvnia 2008 2007
Domestic sales 12,883 8,969
Export sales 86 -
Total 12,969 8,969
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28 Cost of Sales

in millions of Ukrainian Hryvnia 2008 2007
Cost of electricity purchased for resale 3,482 2,211
Staff cost, including payroll taxes 2,675 1,680
Raw materials 1,799 1,263
Depreciation of property, plant and equipment net of amortisation

and government grants 1,060 762
Cost of merchandise 83 375
Cost of coal purchased for resale 37 -
Production overheads 178 217
Taxes, other than income tax 141 119
Transportation services and utilities 384 243
Equipment maintenance and repairs 102 79
Change in finished goods and work in progress (35 (14}
Other costs 15 13
Total 9,921 6,948

29 Other Operating Income

in millions of Ukrainian Hryvnia 2008 2007
Realised gains less losses from investments available-for-sale 1 138
Reversal of reserve for legal claims (Note 24} - 62
Gain on sales of inventory 21 14
Extinguishment of other accounts payable 1 5
Sales of services 32 -
Assets received free of charge 34 1
Income from recovery on previously written off trade receivables 5 2
Other 22 41
Total 116 263

30 Distribution Costs

in millions of Ukrainian Hryvnia 2008 2007
Transportation 48 31
Staff cost, including payroll taxes 16 18
Depreciation 3 1
Other costs 12 3
Total 77 51
N General and Administrative Expenses

in miltions of Ukrainian Hryvnia 2008 2007
Staff cost, including payroll taxes 324 217
Professicnal fees 99 70
Office costs 3N 28
Transportation 14 10
Depreciation 17 8
Taxes, other than income tax 11 6
Other costs 36 29
Total 532 368
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32 Other operating expenses
In milfions of Ukrainian Hryvnia 2008 2007
Maintenance of social infrastructure 17 22
Social payments 80 76
Charge for impairment of trade and other receivables and
prepayments made 114 79
Charitable donations and sponsocrship 10 25
Non-recoverable VAT 12 10
Net loss on disposal and write-off of equipment 48 5
Increase in provision for legal claims 7 4
Other 35 11
Total 321 232
33 Finance Income and Finance Cost
In millions of Ukrainian Hryvnia 2008 2007
interest income
- bank deposits 43 29
- other (Note 8} 7 3
Gain on early repayment of promissory notes issued 14 -
Gain on initial recognition of promissory notes issued - 109
Gain on initial recognition of bonds issued - 60
Gain on extinguishment of financial liabilities - 30
Gain on early repayment of promissory notes receivable - 6
Other finance income - 4
Total finance income 64 241
Interest expense
- borrowings 225 122
- promissory notes payable 18 10
- bonds issued 65 2
- long-term payables 11 -
- investment obligation relating to OJCS Dniproenergo (Note 11) 23 -
Loss on early repayment of long-term promissory notes (Note 8) - 126
Unwinding of discounts on pension obligations 118 72
Loss on early repayment of bonds issued (Note 8) - 68
Minority interest of participants - 24
Loss on early repayment of long-term payables 1 3
Other finance costs 8 4
Total finance costs 469 431
34 Income Taxes
Income tax expense comprises the following:
in milfions of Ukrainian Hryvnia 2008 2007
Current tax 577 449
Deferred tax (448) (236)
Income tax expense 129 213
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Deferred income tax related to items charged or credited directly to equity:

In millions of Ukrainian Hryvnia 2008 2007
Revaluation of property, plant and equipment (921) -
Unrealised gain on available for sale financial assets 100 36
Income tax reported in equity (821) 36

The Group is subject to taxation in several tax jurisdictions, depending on the residence of its subsidiaries (primarily
in Ukraine). In 2008 Ukrainian corporate income tax was levied on taxable income less allowable expenses at the
rate of 25% (2007: 25%). In 2008, the tax rate for Cyprus operations was 10% (2007: 10%) on worldwide income.

Reconciliation between the expected and the actual taxation charge is provided below.

in millions of Ukrainian Hryvnia 2008 2007
Profit before income tax, including 248 1,406
Profit before income tax of Ukrainian companies 771 1,307
{Loss)/profit before income tax of DTEK Holding Cyprus Limited (523) a8
Income tax at statutory rates of 25% (Ukrainian operations) 183 329
Profit taxed at different rates 10% (Cyprus operations) - -
Weighted average tax rate of 25 % (for year 2007 of 25.13%) 193 329
Adjustments in respect of current income tax of previous years 2 -
Tax effect of items not deductible or assessable for taxation purposes:
- non-deductible expenses 97 52
- non-taxable income (21) (34)
Deferred taxation on pensions obligation - (140)
PPE indexation for tax purposes (150) -
Losses of associates 8 6
Income tax expense at effective tax rate of 56.83% (2007: 15.12%) 129 213

The parent and its subsidiaries are separate tax payers and therefore the deferred tax assets and liabilities are
presented on an individual basis. The deferred tax liabilities and assets reflected in the consolidated balance sheets

as 31 December is as follows:

in milfions of Ukrainian Hryvnia 2008 2007
Deferred tax liability (917) (648)
Deferred tax asset 229 328
Net deferred tax liability (688) (320)

In prior years, pensions obligations were treated as permanent differences, however in 2007, the tax authorities
clarified the rules on deductibility of pension’s costs and accordingly a deferred tax asset was recognised in respect

of the entire pension obligation.
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34 Income tax (continued)
1 January Acquisition Credited/ Charged te 3
2008 {charged) to equity December
in millions of Ukrainian Hryvnia income 2008
Tax effect of deductible temporary differences
Trade and other payables 31 - 24 - 55
Trade and other receivables 59 - (35) - 24
Other provisions for liabilities and charges 34 - 15 - 49
Retirement benefit obligations 148 5 85 - 238
Prepayments received 15 - 68 - 83
Inventeories 11 W) 17 - 27
Financial investments 29 - (2) 100 127
Gross deferred tax asset 327 4 172 100 603
Tax effect of taxable temporary differences
Property, plant and equipment (487) 2 387 (921) (1,019)
Other financial liabilities (136) - 22 - (114)
Prepayments made (24) (1) (51) - (76}
Trade and cther receivables (82) (82)
Gross deferred tax liability {647) 1 276 (921) (1,291)
Recognised deferred tax asset/(liability} (320) 5 448 (821) {688)
1 January Acquisition Credited/ Charged to 3
2007 (charged) to equity December
In millions of Ukrainian Hryvnia income 2007
Tax effect of deductible temporary differences
Trade and cther payables 18 - 13 - 3
Trade and other receivabies 39 - 20 - 59
Other provisions for liabilities and charges 18 - 16 - 34
Retirement benefit obligations 12 - 136 - 148
Prepayments received 9 - 6 - 15
Inventories 9 - 2 - 11
Financial investments (7 - 72 (36) 29
Gross deferred tax asset 98 - 265 (36) 327
Tax effect of taxable temporary differences
Property, pfant and equipment {549) 1 61 - (487)
Indebtedness under amicable agreement (40} - 40 - -
Other financial liabilities (23) - (113) - {136)
Prepayments made {7 - (17) - {24)
Gross deferred tax liability (619) 1 {29) - {647)
Recognised deferred tax asset/(liability)} (521) 1 236 (36) {320)

As at 31 December 2008, the Company has not recorded a deferred tax liability in respect of taxable temporary
differences of UAH 456 million {31 December 2007: UAH 26 million) associated with investments in subsidiaries as
the Company is able to control the timing of the reversal of those temporary differences and does not intend to

reverse them in the foreseeable future.

In the context of the Group’s current structure, tax losses and current tax assets of different Group companies may
not be offset against current tax liabilities and taxable profits of other Group companies and, accordingly, laxes may
accrue even where there is a consolidated tax loss. Therefore, deferred tax assets and liabilities are offset only when

they relate to the same taxable entity.

44



DTEK Holdings Limited
Notes to the Consolidated Financial Statements — 31 December 2008

35 Contingencies, Commitments and Operating Risks

Tax legislation. Ukrainian tax and customs legislation is subject to varying interpretations and changes, which can
occur frequently. Management's interpretation of such legislation as applied fo the transactions and activity of the
Group may be challenged by the relevant authorities, and it is possible that transactions and activities that have not
been challenged in the past may be challenged. As a result, significant additional 1axes, penallies and interest may
be assessed. Fiscal periods remain open to review by the authorities in respect of taxes for three calendar years
preceding the year of review. Under certain circumstances reviews may cover longer periods.

Legal proceedings. From time to time and in the normal course of business, claims against the Group are received.
On the basis of its own estimates and both internal and external professional advice, management is of the opinion
that no material losses will be incurred in respect of claims in excess of provisions that have been made in these

consolidated financial statements.

Capital expenditure commitments. As at 31 December 2008, the Group has contractual capital expenditure
commitments in respect of property, plant and equipment totalling UAH & million (31 December 2007: UAH 2 million).
The Group has already allocated the necessary resources in respect of these commitments. The management of the
Group believes that future net income and funding will be sufficient to cover this and any similar commitments.

As discussed in Note 11, the Group is committed to fund the Dniproenergo OJSC investment program totalling UAH
1,010 million over the next 4 years.

Purchase commitments. As at 31 December 2008, the Group has coniractual commitments to purchase back
guoted securities in various Ukrainian energy generation companies totalling UAH 1 million (31 December 2007:
UAH 38 million).

Assets pledged and restricted. At 31 December 2007, the Group has the following assets pledged as collateral:

2008 2007

in miltions of Ukrainian Notes Assetpledged Related liability Asset pledged Related liability

Hryvnia
Financial investments 12 30 28 163 163
Property, plant and

equipment 9 1,265 985 2,716 1,071
Proceeds from future

sales contracts 14 - - 1,010 101
Total 1,295 1,023 3,889 1,335

Environmental matters. The enforcement of environmental regulation in Ukraine is evolving and the enforcement
posture of government authorities is continually being reconsidered. The Group periodically evaluates its obligations
under environmental regulations. As cbligations are determined, they are recognised immediately. Potential liabilities,
which might arise as a result of changes in existing regulations, civil litigation or legislation, cannot be estimated but
could be material. Management believes that there are no significant liabilities for environmental damage.

Compliance with covenants. The Group is subject to certain covenants related primarily to its borrowings. Non-
compliance with such covenants may result in negative conseguences for the Group, including increase in the cost of
borrowings , declaration of default and demand for immediate repayment of borrowings. The Group is in compliance
with the covenants as at 31 December 2008 and 31 December 2007.
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Insurance. The insurance industry in Ukraine is developing and many forms of insurance protection common in other
parts of the world are not yet generally available. The Group does not have full coverage for their plant facilities,
business interruption, or third party liability in respect of property or environmental damage arising from accidents on
the Group's property or relating to the Group’s operations. Until the Group obtains adequate insurance coverage,
there is a risk that the loss or destruction of certain assets could have an adverse effect on the Group’s operations.

36 Business Combinations

No significant acquisitions of subsidiaries were completed in 2008 or 2007,

37 Acquisition of minority interest

Until July 2007, 92.11% of Pavlogradugol OJSC was legally owned by Avdeyevsky Coke Plant OJSC, a company
under common control of SCM. In 2006, SCM transferred to the Group the power to govern the financial and
operational policies of Pavlogradugol OJSC without transferring ownership. Paviogradugol is a coal mining entity that
is fully integrated with the Group’s operation such that up to 90% of its coal production is used by the Group to
produce electricity. The Group controls Pavlogradugol 0JSC’s governing body, which has the power to appoint and
remove the managers and effectively obtains the majority of the berefits of Pavlogradugol OJSC activities.
Accordingly, Paviogradugol was consolidated in these financial statements using a method similar to the pooling of
interests method using SCM's carrying values for the year ended 31 December 20086, together with a 100% minority
interest as the residual equity interest in Paviogradugol had nct been transferred to the Group.

In July 2007, the Group legally completed ils reorganisation via the acquisition of 92.11% in Pavlogradugol OJSC
from Avdeyevsky Coke Plant OJSC, for consideration of UAH 1.420 million. This transaction has been accounted for
as a purchase of minority interest from parties under common control and accordingly the excess of purchase
consideration over the carrying amount of the interest acquired has been debited to other reserves in shareholders
equity. In December 2007, the Group renegotiated the obligation for Pavlogradugol and replaced it with a new
financial instrument bearing interest at 15% and repayable in 2015-2019.

In February 2007, the Group acquired the remaining 7.81% interest in Pavlogradugol OJSC from the State Property
Fund of Ukraine for a cash consideration of UAH 110 million. The difference between the consideration paid and the
share of the net assets acquired totalling UAH 35 million was recorded as additional goodwill.

As a result of the purchase of the minority interest in Pavlogradugol OJSC, the Group’s effective share in Corporation
DTEK and Pershotravensky RMZ LLC increased to 98.64% and 99.92 respectively.

The impact of the above transaction on the consolidated financial statements is recorded below.

In milfions of Ukrainian Hryrvnia Pavlogradugol Other Total
Consideration paid/payable:

- common control transaction 1,420 - 1,420

- acquisition from third party 110 - 110

1,530 - 1,530

Goodwill recognised (Note 10) (35) - (35)

Minority interest in equity acquired (968) - (968)

Minority interest in liability acquired - (27} {27)
Excess consideration over the net asset acquired on

common controk transaction recorded in equity (527) 27 (500)
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38 Financial Risk Management

The Group's activities expose it to a variety of financial risks: market risk (including price risk, currency risk and cash
flow and fair value interest rate risk), credit risk and liquidity risk. The Group’s overall risk management policies seeks
to minimise the potential adverse effects on the Group’s financial performance for those risks that are manageable or
non core to the power generating business.

Risk management is carried oul by a centralised treasury department working closely with the operating units, under
policies approved by the supervisory board. The Group treasury identifies, evaluates and proposes risk management
techniques to minimise these exposures.

Credit risk. The Group takes on exposure to credit risk, which is the risk that one party to a financial instrument will
cause a financial loss for the other party by failing to discharge an obligation. Exposure to credit risk arises as a result
of the Group's sales of products on credit terms and other transactions with counterparties giving rise to financial
assets.

Credit risk is managed on an entity by entity basis with oversight by the Group. Credit risk arises from cash and cash
equivalents, financial instruments and deposits with banks, as well as credit exposure to wholesale and retail
customers, including outstanding receivables and committed transactions. For Banks only SCM related banks or
upper tier Ukrainian banks are accepted, which are considered at time of deposit to have minimal risk of default.
Customers can be analysed between State Entity Energorynok, which buys 100% of electricity generated, Industrial
consumers and other. Due to the monopolistic nature of electricity supply by region, the Group cannot choose its
customers, and instead must supply all customers within its distribution network. Sales are metered and
management monitors ageing of receivables for industrial customers on a regular basis and ultimately may cut-off
supply for delinquent customers. For supply to municipal and general populous, due to the insignificant tariff
structure and the political nature of disrupting supply management will continue supply and use non payment as
justification for higher tariff increases for Industrial customers. With respect to coal sales, these are primarily to
related parties and Dniproenerge OJSC (Note 8) and credit exposure is considered to be minimal. Management has
no formal credit policy in place for other customers and the exposure to credit risk is approved and monitored on an
ongoing basis individually for all significant customers. The Company does not require collateral in respect of trade
and other receivables.

The Company establishes a provision for impairment that represents its estimate of incurred losses in respect of
trade and other receivables and investments. The main components of this provision are a specific loss component
that relates to individually significant exposures, and a collective loss component established for groups of similar
assets in respect of losses that have been incurred but not yet identified. The collective loss provision is determined
based on historical data of payment statistic for similar financial assets. The Group does not create provision for
receivables from related parties.

Credit risks concentration. The Group is exposed to concentrations of credit risk.

The table below shows the balance of the major counterparties at the balance sheet date.

Classification in 31 December 31 December
Counterparty the balance sheet 2008 2007
Prominvest Bank OJSC* Financial investment 30 184
Prominvest Bank OJSC* Cash and cash equivalents 120 146
State Savings Bank of Ukraine JSCB* Cash and cash equivalents 72 102
VAB Bank JSC* Cash and cash equivalents - 30
Dongerbank CJSC** Cash and cash equivalents 162 25
Marfin Popular Bank Cash and cash equivalents 212 24
OTP Bank CJSC Cash and cash equivalents 4 20
Artemzvetmetexport LLC Trade and other receivables 34 83
Dniproenergo OJSC (Note 11) Trade and other receivables 153 58
State Company Energorynok Trade and other receivables 276 166
Metinvest Holding LLC** Trade and other receivables 134 152

* These banks rank among the top 30 Ukrainian banks by size of total assets and capital.
** Metinvest Holdings and Dongorbank are subsidiaries of SCM.
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Market risk. The Group takes on exposure to market risks. Market risks arise from open positions in (a) foreign
currencies, (b) interest bearing assets and liabilities and (c) equity investments, all of which are exposed to general
and specific market movements. Management sets limits on the value of risk that may be accepted, which is
monitored on a daily basis. However, the use of this approach does not prevent losses outside of these limits in the
event of more significant market movements.

Currency risk. The Group primarily operates within Ukraine and accordingly its exposure 1o foreign currency risk is
limited to borrowings, the maijority of which are denominated in US dollars. As a result of the global financial crisis,
the Ukrainian economy experienced reduced level of capital inflow and decrease in demand for exports. Additionally,
the country ratings by international rating agencies were downgraded in October 2008. These factors, together with
increasing domestic uncertainty, led to volatility in the currency exchange market and resulted in significant
downward pressure on the Ukrainian hryvnia relative to major foreign currencies. Since October 2008 the NBU has
been entering the market to support the national currency. The official UAH to US Dollar (USD) exchange rate of the
National Bank of Ukraine devalued by 58.4% from UAH 4.861 at 30 September 2008 to UAH 7.70 at 31 December
2008. While management monitors this exchange exposure, the Group does not hedge its US dollar currency
positions.

The following table presents sensitivities of profit or loss and equity to reasonably possible changes in exchange
rates applied at the balance sheet date relative to the functional currency of the respective Group entities, with all
other variables held constant:

At 31 December 2008 At 31 December 2007
Impact on profit Impact on Impact on profit Impact on
In millions of Ukrainian Hryrvnia or loss equity or loss equity
USD strengthening by 25% (2007: 2%) (678) (678) (35) (51}
USD weakening by 25% (2007: 2%) 678 678 35 51
Euro strengthening by 25% (2007: 2%) (296) (296) - -
Euro weakening by 25% (2007: 2%) 296 296 - -

Total . - - .

The exposure was calculated only for monetary balances denominated in currencies other than the functional
currency of the respective entity of the Group.

Interest rate risk. As the Group has no significant interest bearing assets, the Group’s income and operating cash
flows are substantially independent of changes in market interest rate. The Group’s interest rate risk rises from long-
term borrowings. Borrowings issued at variable interest rates expose the Group to interest rate risk. Borrowings at
fixed rate expose the Group to fair value interest rate risk.

At 31 December 2008 and 2007, the majority of the Group's variable interest debt is USD and EURO denominated.
As at 31 December 2008, 80% of the total borrowings was provided to the Group at floating rates (31 December
2007: 35 %).

Management does not have a formal policy of determining how much of the Group’s exposure should be to fixed or
variable rates. However, at the time of issuing new debt management uses its judgment to decide whether it believes
that a fixed or variable rate would be more favourable to the Group over the expected period until maturity. The risk
of increase in market interest rates is monitored by the Corporate Finance Department of the Managing Company
together with the Treasury Department. The Corporate Finance is responsible for planning the financing structure
(levels of leverage) and borrowing activities. The key objective to financing is reduction of borrowing costs.

The borrowing activities are reviewed on a 12 month revolving budget. Long-term investing activities and associated
funding are considered separately.
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The maturity dates and effective interest rates of financial instruments are disclosed in Note 19. Re-pricing for fixed
rate financial instruments occurs at maturity of fixed rate financial instruments. Re-pricing of floating rate financial
instruments occurs continually.

At 31 December 2008, if interest rates on USD denominated borrowings had been 400 basis points higher with all
other variables held constant, post-tax profit for the year would have been UAH 21 million lower (2007: UAH 5 million
lower).

Other price risk. The Group has limited exposed to commodity price risk on electricity supply as pricing is
determined based on the competitive pool model adopted by the National Electricity Regulatory Committee of
Ukraine. The Group produces the majority of the coal needed to power the Group’s generators and manages coal
production to meet demand, however the Group is exposed to some commodity price risk on coal as the Group often
needs to import coal of a particular grade. To manage this risk, the Group enters long term supply contracts for coal.

The Group is also exposed to equity securities price risk because of the available-for-sale investments held by the
Group. The Group limits its exposure to the Ukrainian power generation and distribution sectors, but is fully exposed
to equity price risk within this sector.

The table below summarises the impact of increases of the most significant equity quotations on the Group's equity.
The analysis is based on the assumption that the equity quotation had increased by 10% as at 31 December 2008
and 31 December 2007 with all other variables held constant.

Impact on equity
31 December 2008 31 December 2007

In miflions of Ukrainian Hryvnia

Dniproenergo QJSC
Other

125

226
60

Liquidity risk. Prudent liquidity management implies maintaining sufficient cash and marketable securities and the
availability of funding to meet existing obligations as they fall due. Management monitors liquidity on a daily
basis;,management incentive programs use key performance indicators such as EBITDA and cash collections to
ensure liquidity targets are actively monitored. Prepayments are commonly used to manage both liquidity and credit
risks. The Group has an extensive capital program which can be funded through existing business cash flows,
however the Group also has significant investment and acquisition targets which will require incremental debt finance,
to this end, the Group is in discussions with financial institutions with respect to long-term financing.

The following table analyses the Group’s financial liabilities into relevant maturity groupings based on the remaining
period at the balance sheet date to the contractual maturity date. The amounts disclosed in the table are
undiscounted cash flows. The maturity analysis of financial liabilities at 31 December 2008 is as follows:

Upto 6 Between6 Between1 Between 2 Over 5 Total
months and 12 and 2 and 5§ years
In milfions of Ukrainian Hryvnia months years years
Liabilities
Borrowings (Note 19) 2,203 701 776 308 - 3,988
Other financial liabilities (Note 20) - - 1 31 20 62
- related party - - - - 3 3
- external - - 11 31 17 59
indebtedness under amicable
agreement (Note 21) - - - 236 - 236
Investment obligation relating to OJCS
Dniproenergo {Note 20) - 212 106 212 - 530
Trade and other payables (Note 25) 1,023 2 - - - 1,025
Total future payments, including
future principal and interest
payments 3,226 915 893 787 20 5,841

Subsequent to the year end, bank loans totaling UAH 361 million has been settied and UAH 231 million has been
rescheduled for another year. The Group is discussing prolongation of a further UAH 584 million. In addition, the
Group has revised downwards it capital investment budgets believes it has sufficient cash flows to meet its remaining
obligations as they fall due.
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The maturity analysis of financial liabilities at 31 December 2007 is as follows:

Upto 6 Between 6 Between1 Between 2 Over 5 Total
months and 12 and 2 and 5 years
in miflions of Ukrainian Hryvnia months years years
Liabilities
Borrowings (Note 19) 674 1,028 299 156 - 2,158
Other financial liabilities (Note 20) 105 106 234 848 2,323 3,616
- refated party 105 106 211 632 2,263 3,317
- extemal - - 23 216 60 299
Indebtedness under amicable
agreement {(Note 21} - - - - 240 240
Trade and other payables {Note 25} 764 17 - - - 781
Total future payments, including
future principal and interest
payments 1,543 1,152 533 1,004 2,563 6,795

Historically, the Group has relied heavily upon the ultimate parent to finance its operations. During 2007, the
acquisition of Pavlogradugol QJSC for UAH 1,420 million from related parties, has significantly impacted the Group's
liquidity ratios, however as discussed in Note 16, this obligation was converted to equity.

39 Management of Capital

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a going concern in
order to provide returns for shareholders and benefits for other stakeholders and to maintain an optimal capital
structure to reduce the cost of capital. In order to maintain or adjust the capital structure, the Group may adjust the
amount of dividends paid to shareholders, return capital to shareholders, issue new shares or sell assets to reduce
debt.

Consistent with others in the industry, the Group monitors capital on the basis of the gearing ratio. This ratio is
calculated as net liabilities divided by total capital under management. Net debt is calculated as total borrowing
(current and long-term as shown in the consolidated balance sheet) less cash and cash equivalenis. As discussed in
Note 1, the Group was formed via a legal reorganisation of the Energy segment of SCM, however the contribution of
Paviogradugol OJSC in 2007 was legally structured as a sales and purchase contract. As at 31 December 2007, the
Group management considered the obligation for the acquisition of Pavlogradugol OJSC from related parties as
quasi equity and accordingly total capital under management was equity as shown in the consolidated balance sheet
plus the Paviogradugel OJSC obligation plus net debt. This obligation was converted to equity in December 2008.

Since incorporation in 2006, the Group has yet to determine its optimum gearing ratio. Presently, the majority of debt
is due within 1 year and the Group is actively pursuing mechanisms to extend the credit terms to match its long-term
investment strategy. The Group has obtained a credit rating that matches the Sovereign rating.

31 December 31 December

2008 2007

Total net debt 3136 1,579
Total equity 9,989 8,475
Debt to equity ratio 31.4% 18.6%
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Fair value is the amount at which a financial instrument could be exchanged in a current transaction between willing
parties, other than in a forced sale or liquidation, and is best evidenced by an active quoted market price.

The estimated fair values of financial instruments have been determined by the Group using available market
information, where it exists, and appropriate valuation methodologies. However, judgement is necessarily required to
interpret market data to determine the estimated fair value. Ukraine continues to display some characteristics of an
emerging market, and economic conditions continue te limit the volume of activity in the financial markets. Market
quotations may be outdated or reflect distress sale transactions and therefore not represent fair values of financial
instruments. Management has used all available market information in estimating the fair value of financial
instruments.

Financial instruments carried at fair value. Trading and available-for-sale investments are carried on the
consolidated balance sheet at their fair value. Cash and cash equivalents are carmied at amortised cost which
approximates current fair value.

Fair values were determined based on quoted market prices or third party valuations using discourtled cash flows
techniques, except for certain investment securities available for sale for which there were no available external
independent market price quotations. These securities have been fair valued by the Group on the basis of resuits of
recent sales of equity interests in the investees hetween unrelated third parties, consideration of cther relevant
information such as discounted cash flows and financial data of the investees and application of other valuation
methodologies.

Financial assets carried at amortised cost. The fair value of floating rate instruments is normally their carrying
amount. The estimated fair value of fixed interest rate instruments is based on estimated future cash flows, expected
to be received, discounted at current interest rates for new instruments with similar credit risk and remaining maturity.
Discount rates used depend on credit risk of the counterparty.

Liabilities carried at amortised cost. Fair values of other liabilities were determined using valuation technigues.
The estimated fair value of fixed interest rate instruments with stated maturity was estimated based on expected cash
flows discounted at current interest rates for new instruments with similar credit risk and remaining maturity. The fair
value of liabilities repayable on demand or after a notice period is estimated as the amount payable on demand,
discounted from the first date that the amount could be required to be paid. The estimated fair values of the financial
liabilities are summarised in the table below. Carrying amounts of trade and other payables approximate fair values.
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Fair values of financial instruments are as follows at 31 December 2008:

Fair value by measurement method: Total fair Carrying
Quoted  Valuation value value
priceinan technique
active with inputs
market observable
In millions of Ukrainian Hryvnia in markets
FINANCIAL ASSETS
Cash and cash equivalents (Note 13)
- Bank halances payable on demand - 373 373 373
- Term deposits - 222 222 222
Trade and other receivables (Note 14)
- Trade receivables - 809 809 809
- Receivable for sale of financial instruments - 53 53 53
- Other financial receivables - 62 62 62
Other non current assets
- Trade and other receivables - non-current - 18 18 22
Financial investments (Note 12)
- Securities guoted on the Ukrainian stock 900 349 1,249 1,249
market
- Prepayment for shares - 19 19 19
- Deposits placed with the maturity more 31 31 |
than three months )
- Financial aid provided - 226 226 226
TOTAL FINANCIAL ASSETS 800 2,162 3,062 3,066
FINANCIAL LIABILITIES
Liability to minority participants - 2 2 2
Borrowings (Note 19) - 3,266 3,266 3,731
Inve_stment obhgatmp rglatmg to OJCS _ 193 193 999
Dniproenergo acquisition — non-current
Other liabilities — non-current (Note 20) - 40 40 45
Indebtedness under amicable agreement ) 103 103 116
(Note 21)
Investment obligation relating to OJCS ) 198 196 200
Dniproenergo acguisition — current
Trade and other payables (Note 25) - 1,019 1,019 1,019
TOTAL FINANCIAL LIABILITIES - 4,819 4,819 5,335

Fair values of financial assets and liabilities as at 31 December 2007 approximate their carrying amounts,
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The following table provides a reconciliation of classes of financial assets with these measurement categories as of

31 December 2008:

Loans and Available- Held to Total
receivables forsale maturity
in miflions of Ukrainian Hryvnia assets
ASSETS
Cash and cash equivalents {Note 15)
- Bank balances payable on demand 373 - - 373
- Term deposits 222 - - 222
Trade and other receivables (Note 14)
- Trade receivables 809 - - 809
- Receivable for sale of financial instruments 53 - - 53
- Other financial receivables 59 - 3 62
Other non current assels
- Trade and other receivables - non-current 22 - - 22
Financial investments (Note 12)
- Securities quoted on the Ukrainian stock market - 1,249 - 1,249
- Prepayment for shares 19 - - 19
- Deposits ptaced with the maturity more than three Y| - - 31
months

- Financial aid provided 226 - - 226
TOTAL FINANCIAL ASSETS 1,814 1,249 3 3,066
NON-FINANCIAL ASSETS - - - 15,004
TOTAL ASSETS - - - 18,070

All of the Group’s financial liabilities are carried at amortised cost.

The following table provides a reconciliation of classes of financial assets with these measurement categories as of

31 December 2007:

Loans and Available-for- Held to Total
in millions of Ukrainian Hryvnia receivables sale assets  maturity
ASSETS
Cash and cash equivalents {Note 0)
- Bank balances payable on demand 112 - - 112
- Term deposits 256 - - 256
Trade and other receivables (Note 14)
- Trade receivables 375 - - 375
- Receivable for sale of financial instruments 1 - - 1
- Other financial receivables 252 - 5 257
Other non-current assets
- Trade and receivables — non-current 23 - - 23
Financial investments (Note 12)
- Securities quoted on the Ukrainian stock market - 2,866 - 2,866
- Unquoted securities . 34 - 34
- Prepayment for shares of Dniproenergo OJSC 1,062 - - 1,052
- Deposits placed with the maturity more than three months 186 - - 186
- Financial aid provided 5 - - 5
TOTAL FINANCIAL ASSETS 2,262 2,900 5 5,167
NON-FINANCIAL ASSETS - - - 8,235
TOTAL ASSETS - - - 13,402
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42 Significant non-cash transactions

As discussed in Nole 16, the company declared a dividend in the amount of UAH 466 million and immediately
coentributed this dividend in exchange for additional shares in the Company.

As discussed in Note 20, the Group effectively converted its obligation for the purchase of Pavlogradugel OJSC
totalling UAH 1,406 million to equity.

43 Events after the Balance Sheet Date

Dniproenergo OJSC. On 24 March 2009, Dniproenergo OJSC held an Annual Shareholders Meeting. The
shareholders voted in accordance with the registered number of shares including the disputed share issuance as
described in details in Note 11. A new share regisirar, management and supervisory bocard members were approved
at the Shareholders Meeting. The Shareholders also approved dividends of UAH 61 million {UAH 10 per ordinary
share).
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