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RSM

RSM UKRAINE

37/19 Donetska Str.,
Kyiv 03151, Ukraine

Tel./Fax: +380 (44) 50159 34

www.rsm.ua

Eduard Borysovych Krugliak
Deputy Minister - Project Coordinator
Ministry of Regional Development, Construction,
Housing and Communal Services of Ukraine
24 Dilova St.
Kyiv 04655
Ukraine

31 August 2017

Dear Mr. Krugliak,

Pursuant to the terms of the contract UDHEEP-LCS-C-01 1/1 signed between the Ministry of
Regional Development, Construction, Housing and Communal Services of Ukraine and
Audit firm "RSM UKRAINE" LLC on 13 July 2017 we are providing you with our
Independent Auditor's Report on the accompanying Statement of Sources and Uses of Funds
of the Ukraine District Heating Energy Efficiency Project for the period form 01 January
2016 till 31 December 2016.

Sincerely,

Tetyana Bern 1500646
President
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Independent Auditor's Report

To the Ministry ofRegional Development, Construction, Housing and Communal Services of Ukraine

We have audited the accompanying Statement of Sources and Uses of Funds of the Ukraine District
Heating Energy Efficiency Project (hereinafter - the Project), for the period from 01 January 2016 till 31
December 2016, and notes, which comprise a summary of significant accounting policies and other
explanatory information (together "the Statement of Sources and Uses of Funds"). The Statement of
Sources and Uses of Funds has been prepared by management using the cash receipts and disbursements
basis of accounting described in Note 3 to the Statement of Sources and Uses of Funds.

Management's Responsibility for the Statement ofSources and Uses ofFunds

Management is responsible for the preparation of this Statement of Sources and Uses of Funds in
accordance with the cash receipts and disbursements basis of accounting described in Note 3 to the
Statement of Sources and Uses of Funds, for determining of acceptability of this basis of accounting, for
such internal control as management determines is necessary to enable the preparation of the Statement of
Sources and Uses of Funds that is free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on this Statement of Sources and Uses of Funds 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 about whether the Statement of Sources and Uses of Funds is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the Statement of Sources and Uses of Funds. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the Statement of Sources and Uses of
Funds, whether due to fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the entity's preparation and fair presentation of the Statement of Sources and Uses of
Funds 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 Statement of Sources
and Uses of Funds.
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RSM
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 Statement of Sources and Uses of Funds for the year ended 31 December 2016 is
prepared, in all material respects, in accordance with the cash receipts and disbursements basis of
accounting described in Note 3.

Emphasis of Matter

We draw attention to the presence of significant uncertainty, the outcome of which depends on future
events that are not under direct control of the entity but may affect its financial statements. The indicated
uncertainty is risks caused by internal and external political and economic factors, which cannot be
objectively predicted as at the date of the report.

Basis ofAccounting and restriction on Use

Without modifying our opinion, we draw attention to Note 3 to the Statement of Sources and Uses of
Funds, which describes the basis of accounting. This Statement of Sources and Uses of Funds is prepared
to provide information on cash receipts and disbursements on the Project to the current lenders of the
Project. As a result, the Statement of Sources and Uses of Funds may not be suitable for other purposes.

President Tetyana Bernatovych

31 August2
37/19 Donetsk e
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Ukraine District Heating Energy Efficiency Project
Statement ofSources and Uses ofFunds for the periodfrom 01 January 2016 till 31 December 2016

(in US dollars) Note Period from
01 January 2016 till

31 December 2016

Opening balance of cash and cash equivalents 1,484,240

Financing received

IBRD Loan:

Direct payments from loan account 7 2,859,763

Transfers from loan account to special account 8 2,796,900

CTF Loan

Direct payments from loan account 7 392,181

Transfers from loan account to special account 8 220,000

Total financing 6,268,844

Project disbursements

Energy efficiency investments from IBRD loan 9 4,494,647
Energy efficiency investments from CTF loans 9 609,335
Technical assistance from IBRD loan 10 400,622

Total project disbursements 5,504,604

Closing balance of cash and cash equivalents 2,248,480

The Statement of Sources and Uses of funds is to be read in conjunction with the notes set
out on pages 7 to 12.
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Ukraine District Heating Energy Efficiency Project
Notes to the Statement ofSources and Uses of Funds for the period

from 01 January 2016 till 31 December 2016

Background

On 26 May 2014, the International Bank for Reconstruction and Development (the "IBRD"),
the Clean Technology Fund (the "CTF") and the Government of Ukraine (the "Borrower")
signed loan agreements X28387-UA and N2TF016327 to finance the Ukraine District Heating
Energy Efficiency Project (the "Project"). The objectives of the Project are to improve the
energy efficiency and quality of service of the selected Ukrainian district heating companies,
improve their financial viability and decrease their carbon dioxide emissions.

The initial cost of the Project was estimated at USD 382,000,000. Sources of financing are
the IBRD loan of USD 332,000,000 and the CTF loan of USD 50,000,000.

The Project is scheduled for final completion by the end of the year 2020. Disbursements per
loan agreement can be made up to 30 October 2020. The maturity date of the loans from
IBRD and CTF, to be repaid by the Ministry of Finance of Ukraine, as the Borrower from
the Government of Ukraine, is 15 December 2031 and 15 December 2033, respectively.

Ministry of Regional Development, Construction, Housing and Communal Services (the
"Ministry") was appointed by the Borrower as the Executor of the Project. The Project is
managed by the Central Project Management Unit (CPMU) established within the Ministry.

The Statement of Sources and Uses of Funds is prepared for the reporting period from 01
January 2016 till 31 December 2016.

2 Political and economic environment in Ukraine

Ukraine's political and economic situation has deteriorated significantly since 2014.
Following political and social unrest, which started in November 2013, in March 2014
various events in the Crimea, led to the accession of the Republic of Crimea to the Russian
Federation, which was not recognised by Ukraine and many other countries. This event
resulted in a significant deterioration of the relationship between Ukraine and the Russian
Federation. Following the instability in Crimea, regional tensions have spread to the Eastern
regions of Ukraine, primarily Donetsk and Lugansk regions. In May 2014, protests in
Donetsk and Lugansk regions escalated into military clashes and armed conflict, which
continued throughout the date of this Statement of Sources and Uses of Funds.
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Ukraine District Heating Energy Efficiency Project
Notes to the Statement ofSources and Uses ofFunds for the period

from 01 January 2016 till 31 December 2016

Political and social unrest combined with the military conflict in the Donetsk and Lugansk
regions has deepened the ongoing economic crisis, caused a fall in the country's gross
domestic product and foreign trade, deterioration in state finances, depletion of the National
Bank of Ukraine's foreign currency reserves, significant devaluation of the national currency
and a further downgrading of the Ukrainian sovereign debt credit ratings. The National Bank
of Ukraine introduced certain administrative restrictions. In 2016 the development of
negative trends slowed down and there are certain signs of stabilization of economic
processes. As at the date of this Statement of Sources and Uses of Funds, mentioned above
administrative restrictions, are gradually relaxed by the National Bank of Ukraine as a
response to the improving economic conditions.

The above events had a negative effect on Ukrainian companies and banks, significantly
limiting their ability to obtain financing on domestic and international markets. The final
resolution and the effects of the political and economic crisis are difficult to predict but may
have further severe effects on the Ukrainian economy.

Whilst management believes it is taking appropriate measures to ensure continuity of the
Project in the current circumstances, a continuation of the current unstable business
environment could impair lenders' confidence in liquidity of the Project and negatively
affect the availability of funds for future disbursements. This Statement of Sources and Uses
of Funds reflects management current assessment of the impact of the Ukrainian business
environment on the continuity of the Project. The future business environment may differ
from management's assessment.

3 Basis of preparation

This Statement of Sources and Uses of Funds is prepared on the accounting basis of cash
receipts and disbursements, which is a comprehensive basis of accounting other than
accounting principles generally accepted in Ukraine. On this basis, revenue is recognised
when received rather than when earned, and expenditures are recognised when paid rather
than when incurred.

4 Foreign currency translation

This Statement of Sources and Uses of Funds is presented in US dollars. Transactions in
other currencies are converted to US dollars at the commercial exchange rate effective at the
date of the foreign currency sale transaction. Cash balances in other currencies are converted
to US dollars at the commercial exchange rate effective at the date of the foreign currency
sale transaction.
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Ukraine District Heating Energy Efficiency Project
Notes to the Statement ofSources and Uses ofFunds for the period

from 01 January 2016 till 31 December 2016

5 Funds withdrawal procedures

IBRD and CTF loans

Funds from the IBRD and CTF loan accounts are distributed through the special account and

direct payments to suppliers' and contractors' accounts. The special account is a current
account .with a state owned bank, which was opened and controlled by the Ministry of

Finance of Ukraine. All payments to suppliers and contractors from the special account are
made according to the underlying contracts concluded in compliance with the World Bank
regulations and procedures, which is in line with the Project requirements.

In accordance with the application for withdrawal sent to the IBRD by the CPMU, the IBRD
may also make direct payments to suppliers' and contractors' accounts in accordance with

the provisions of contracts for goods and services as approved by the IBRD.

6 Funds repayment procedure

IBRD loan

Upon signing of the loan agreement No. 8387-UA in 2014 the Ministry paid a one-off lump-
sum commission to the IBRD amounting to USD 830,000 (front-end fee).

Interest on the IBRD loan is charged on the outstanding loan principal and paid twice a year

on 15 June and 15 December. The interest rate payable by the Borrower for every period is

charged at the reference rate for the loan currency plus variable spread.

The loan principal is repayable in installments twice a year on 15 June and 15 December
starting from 15 June 2019.

As at 31 December 2016, the disbursed outstanding balance of loan principal due to the
IBRD is USD 8,138,463.

CTF loan

Upon signing of the loan agreement N TF016327 in 2014 the Ministry paid a one-off lump-

sum commission to the CTF amounting to USD 225,000 (front-end fee).

Interest on the CTF loan is charged on the outstanding loan principal and paid twice a year
on 15 June and 15 December.

The loan principal is repayable in installments twice a year on 15 June and 15 December
starting from 15 June 2024.

As at 31 December 2016, the disbursed outstanding balance of loan principal due to the CTF
is USD 1,023,781.



Ukraine District Heating Energy Efficiency Project
Notes to the Statement ofSources and Uses ofFunds for the period

from 01 January 2016 till 31 December 2016

7 Direct payments from loan account

Direct payments from loan account for the reporting period are represented by energy
efficiency investments from IBRD and CTF loans that amount to USD 2,859,763 and USD
392,181 respectively.

8 Special account statement

A special account was opened by the Ministry of Finance of Ukraine in the state-owned bank
PJSC "The State Export-Import Bank of Ukraine".

Movements of the special account for the period from 01 January 2016 till 31 December
2016 are as follows:

(in US dollars)

Opening balance as at 01 January 2016 1,484,240

Movements on special account during the year:

Transfers from a loan account to special account 3,016,900

Expenditures paid (2,252,660)

Closing balance as at 31 December 2016 2,248,480

9 Energy efficiency investments

Energy efficiency investments from loans represented by categories of eligible costs for the
period are as follows:

(in US dollars) Period from 01 January 2016
till 31 December 2016

IBRD loan:
1-B category: PUE Dnipropetrovsk 58,490

1-D category: PUE Kharkiv 1,009,342

1-E category: PUE Kherson 383,706
1 -G category: Kanianets-Podilskyi 2,857,387
1-H category: Mykolaiv 185,722

Total eligible costs from IBRD loan 4,494,647
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Ukraine District Heating Energy Efficiency Project
Notes to the Statement ofSources and Uses ofFunds for the period

from 01 January 2016 till 31 December 2016

CFT loan:

1-N category: PUE Kharkiv 609,335

Total eligible costs from CFT loan 609,335

Total 5,103,982

10 Technical assistance from IBRD loan

Technical assistance provided from IBRD loan for the period is as follows:

(US dollars) Period from 01 January 2016
till 31 December 2016

Salaries 260,235
Consulting services 89,670
Software purchase and setting 36,567
Audit 13,641
Other 509

Total 400,622

11 Reconciliation of the budgeted financing with the amount of
financing used

Reconciliation of the budgeted financing under loan agreements X2 8387-UA and 2
TF016327, including modifications introduced from 09 March 2016, with the amount of
financing used, is as follows:



Ukraine District Heating Energy Efficiency Project
Notes to the Statement ofSources and Uses ofFunds for the period

from 01 January 2016 till 31 December 2016

(US dollars) Budgeted Actual Available
financing financing

used
Goods, works, non-consulting services, consultants'
services and EEI Implementation Cost for special

purpose programs:

Public Power-generating Utility Enterprise "Chernihivska
Teploelektrocentral" of LLC "TehNova" 34,905,000 - 34,905,000

Regional Public Utility Enterprise "Dniproteploenerho" of
Dnipr Oblast' Council 22,165,000 58,490 22,106,510

Public Utility Enterprise "Kharkivski Teplove Merezhi" 107,300,000 1,618,677 105,681,323
Municipal Public Utility Enterprise "Khersonteploenerho" 21,595,000 383,706 21,211,294
Public Utility Enterprise "Miskteplovodenerhia" of

Kamianets-Podilskyi City Council

Regional Public Utility Enterprise 21,710,000 185,722 21,524,278
"Mykholaivoblteploenerho" "

Public Utility Enterprise of Vinnytsia City Council
"Vinnytsiamiskteploenerho"

Heating Public Utility Enterprise of Ternopil City Council - 24,593,000
"Temopilmistteplokomunenergo

Goods, non-consulting services, consultants' services,
training, audit and other operating costs for Project 5,500,000 754,782 4,745,218
administration

Front-end Fees 1,055,000 1,055,000 -

Unallocated 18,037,000 - 18,037,000

Canceled 66,500,000 - 66,500,000

Total 382,000,000 6,913,764 375,086,236

Eduard Borysovych Krugliak 31 August 2017

Deputy Minister of Regional Development, Construction,
Housing and Communal Services of Ukraine
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