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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE

NOTES TO THE FINANCIAL STATEMENTS
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Project Expenditure

USD
Amounts charged to the Statement of Revenues and Expenditure:
19589 7,904,566
1998 7,351,641
1997 4,987,540
1996 1,339,245
1995 .
Cumulative project costs incurred to 31 December 1999 - 21.582.992

Project expenditure comprises of grants to scientists, equipment costs, travel costs
and overhead costs.

Under the terms of the individual project agreements signed, title to equipment
costing less than USD 2,500 is vested with the recipient institutes upon acquisition.
The title to all other equipment provided to projects will remain with the Center until
termination or completion of the project at which time the title will be vested in the
recipient institutes unless prior to or on that date the Center informs the project of its
intention to retain title.

Administrative Expenditure

1999 1998

USD Uush

Business operations 182,791 221,917
Public affairs 30.874 25,027
Persgnnel 404582 345,043
Persannel support and development 110,482 147.587
Sustainability group operations 113,442 =
Legal. accounting, and banking 158,615 91.856
Fixed assets 63,5377 63,456
Headquarters and branch offices 164,504 169,514
1.228.867 1,064,400

Included within ‘Legal, Accounting and Banking’ are exchange losses of § 5,212,
Exceptional Loss — Bankers House

In late November 1998, the Kiev Tax Authority for 10 working days froze the
operations of STCU’s local bank (“Bankers House™). At that time, bank accounts
were opened in a different local bank (“First Ukrainian International Bank™) in order
to facilitate working cash requirements, including grantee and vendor payments.
After 10 working days, STCU accounts in Bankers House were unfrozen, and
Bankers House continued to handle all STCU wansactions. However, Bankers
House subsequently had difficulty honering the STCU's payment instructions and it
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appeared to be insolvent. Accordingly, the STCU transferred all of its banking
operations to First Ukrainian International Bank at the end of February 1999,

In April 1999, Bankers House was reorganized as “State Joint Stock Specialized
Import Export Bank of Ukraine"'(UKRSPECIMPEXBANK). Three new
sharehalders acquired §4 percent interest in the new bank. The new shareholders
were Specialized Savings Bank of Ukraine, State Company for Export and Import of
Military and Special Products and Services, and State Specialized Company of the
Pensionary Fund of Ukraine.

At the time of default, the total funds included:

Hryvnia  Dollar Equivalent
Amount and Dollar Amount

UAH on STCU Account 196,220 UAH 354,460
USD on STCU Aceount $163,220
UAH on STCU Account' 514,303 UAH $122,121
Total “$339.801

UKRSPECIMPEXBANK acknowledged all of its debts to the STCU in writing. On
June 18, 1999, STCU and UKRSPECIMPEXBANK signed an agreement setting
forth the particulars of a repayment plan for the bank to return all STCU associated
funds by 31 December 1999. However, the bank made only one pavment (early July
1999) for the Hryvnia equivalent of $20,2468 sccording 10 the repayment plan.

Despite numerous negotiations and meetings in which the STCU attempted in good
faith 1¢g negotiate repayment, the bank made no further paymients to the STCUL
Thus, upon the recommendation of the secretariat, the Board of Governors decided
at its 9" Board Meeting to completely write off the remaining amount ($319,535) of
the Bankers House debt. Although the STCU has retained the services of a lawyer to
assist in the continued pursuit of the outstanding debt, for financial statement
purpases the Secretariat of the STCU views this debt as not recoverable.

Net Surplus Revenues Over Expenditure

The net surplus of § 472,788 comprises the following;

1999 1998

USDh = UsDh

Surplus / (deficit) administrative budget revenues 267,389 (25,900)

Investment income 618,400 646,649

Bankers House loss (319,535) -
Other expenditure (93,466) 2.

472788 620,749

W

' This amount was on-hand in Grantee private accounts in Bankers Houss. Although, this amount is not
the responsibility of STCU, the funding parties repaid these debts in full. The nominal UAH debt was paid
in full. The dollar-equivalent rate was not paid, and thus the scientists did not recover the real amount of
the debt due to devaluation of the Ukrainian Hryvnia,
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The net surplus set out above has been allocated to the funding parties in accordance
with the accounting policies and agreed responsibilities.

Taxation

Under the terms of the agreement establishing the Science and Technology Center in
Ukraing and also the Statute approved by the Board of Governors, the Science and
Technology Center is exempted from any form of taxation. However, only since
December 1999 has the relevant legal framework been implemented in Ukraine,
allowing the Science and Technology Center to recover its VAT on administrative
expenditures.

The VAT incurred on project expenditures has been charged to the Statement of
Revenues and Expenditure as part of the project costs because. for the time being
there is no process in place for the recovery of VAT for project purchases within
Ukraine. However, project items purchased abroad by the STCU and imported into
Ukraine are exempt from VAT. Management of tHe STCU will undertake
discussions with the Government of Ukraine to investigate the possibility of
establishing a procedure to recover project VAT for purchases made within Ukraine.
however the management of the Science and Technology Center does not expect to
recover the amounts incurred to date

The VAT incurred on administrative expenditure is expected to be recoverable,
nowever, the process is stll in its infancy, and to date, has not become reliable and
consistent. Thus, the VAT for administrative expenditures for 1999 ($14,209) has
been accrued and 1s included within Other Receivables in the Balance Sheet.

The VAT incurred on project expenditures has been charged to the Statement of
Revenues and Expenditure as part of the project costs because the management of
the Science and Technology Center does not expect to recover this amount.

Amounts Due from Funding Parties — Due Within One Year

1999 1998

UsD UsDh

Canada 140,022 < 35,548
LUSA 339,255 144,612
European Union 1,133,694 458,119
Sweden - 75,000
Partniars 102,875 244 618
Ukraine 139,199 =
1,855,045 957.897
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Amounts Due From Funding Parties — Due After One Year

European Union

Total due from funding parties

7. Other receivables

Grants in advance
VAT recoverable
Other receivables

8. Prepayments and acerued income

Prepayments
Acerued Interest

9. Amounts payable projects

Overhead retainage
Grants payable

10. Other ereditors

Other creditors comprise of amounts due to Sweden.
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1999 1998
USD usD
242,682 i
242,682 =
2,097,727 957,897
1999 1998
USD USD
25,952 .
14,209 2
1,304
41,463 -
1999 1998
USD USsD
14,847 13,013
53,880 47,7062
68,727 60,717
1999 1998
USD UsD
152,491 225,869
1,061,829 ~ 734,918
1,214,320 960,787
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SCIENCE AND TECHNOLOGY CENTER IN UKRAINE
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14. Cash received from funding parties

1999 1998

UsD USD
Canada 290,897 140,595
Sweden 03,739 444 823
Ukraine (83,365) 65,613
Partners 803 553 581,783
United States 6,083,612 §,317.274
European Union 1,178,578 920,592
Japan {1,727) 089,949

8455387 11,470,699

15. Financial commitments

&) Science and Technology Center in Ukraine
No material commitments existed at 31 December 1999,

b) Funding parties
At 31 Dacember 1999 the funding parties had approved but not signed 52
projects with a total funding of $6.858 861, The agreements for these projecis
are expected to be signed in 2000.

16. Expenditures borne directly by funding parties
Under the terms of the various agreements by which the funding parties set up the

Science and Technology Center in Ukraine, certain executive and senior staff
salaries are borne directly by the funding parties.
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