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Background

Ukraine occupies a fertile plain north of the Black Sea. It shares a land border with seven
countries, three of which were part of the USSR until 1991. Ukraine suffered badly in the
economic collapse of 2008 and its economy in 2013 is in a fragile state of recovery. Emigration
is ongoing and the population continues to fall, with implications for domestic demand and
the growth in age dependency.

The World Bank has been critical of Ukraine’s economic performance, attributing the cycle of
booms and busts since independence to failures in the country’s governance system. It is not
alone in its criticism: the European Union (EU), in assessing the candidature and subsequent
performance of Ukraine in relation to agreements entailing commitments freely entered into,
has been critical of the progress. Thus the widely held external view is that the pace of reform
is too slow to deliver economic recovery.

The requirement for action on a broad front is recognised by the Ukrainian authorities. The
president’s Programme of Economic Reforms (PER) for 2010-2014 is an expression of the
government’s determination to focus on policy delivery to achieve a “Prosperous Society,
Competitive Economy, and Effective State”

Popular support and acceptance of the consequences of this commitment to effective energy
policies and other reforms advocated by a host of international bodies, external agencies and
governments will be tested in the course of the implementation. Thus, while there are deficits
in the practical application of policies, the aspiration to achieve freedom, democracy, good
relations with its neighbours and a better life for Ukraine’s citizens is widely endorsed.

Ukraine’s entry into the World Trade Organisation (WTO) in February 2008 and the development
of its relations with the EU in the frame of the Partnership and Cooperation Agreement (PCA) of
1998 and its intended successor by way of a commitment to an association agreement in 2008
are indicative of progress in the harmonisation of trade and the alignment of fundamental
principles of human rights and justice.

The EU is committed to a policy of sequenced engagement with Ukraine to work towards
political association and economic integration based on respect for common values. The
EU's role in actively encouraging international financial institutions to contribute to the
modernisation of Ukraine’s gas transmission system is an important area of the EU-Ukraine
bilateral agenda. Thus there are many aspects to the international dialogue and energy
governance is one of the most pressing.

Energy and Energy Efficiency Policy

Energy sector reform in accordance with the EU acquis and in compliance with the Energy
Community Treaty (EnC) is now one of the cornerstones of Ukraine’s energy policy. Membership
of the Energy Community provides a new focus and thrust towards creating the framework
conditions for what needs to happen by way of investment, revenue flow, cost apportionment,
elimination of subsidies and debt collection. The intent is to create the conditions in which the
risk premium on investment in Ukraine’s energy system is minimised. Ukraine’s energy policy is
evolving to give investors confidence in the hope that they will recover their investments and
be adequately rewarded.

The natural resources and economic development of Ukraine, including mineral and
hydrocarbon deposits, the extensive gas pipeline transit and transmission infrastructure and
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the dominance of heavy energy-intensive industry combine with a history of low energy
prices to ensure that, in the current circumstances in Ukraine, energy policy is a dominant
societal issue. Economically hard-pressed businesses and consumers are struggling to adapt
to higher energy prices.

The promotion of new and foreign direct investment (FDI) in Ukraine’s energy production,
transmission, distribution, supply and end-use sectors is one of the early responses identified
by policy makers. With such investment Ukraine aims to deliver a modern and efficient energy
system that will deliver affordable services sustainably over time. Towards this goal there is a
government commitment to achieving an “ease of doing business objectives”— a metric on
which Ukraine currently scores unfavourably in international comparisons.

In the energy sector the authorities have succeeded in establishing framework conditions
for certain priority kinds of FDI, albeit with more or less effective conditions attached. The
most recent example is petroleum exploration and production rights and, before this, the
introduction of attractive renewable energy production tariffs. Among the less successful
conditions are the politically popular but arguably less effective indigenous origin clauses
attaching to renewable energy projects that may have unintended negative consequences.

The Draft Energy Strategy of Ukraine to 2030 went to public consultation in the summer of
2012. Since then there have been calls to revisit economic growth assumptions and energy
demand. The International Energy Agency (IEA), in an extensive 2012 review' of energy policy
in Ukraine, has stressed the benefits of moving to resolutely address challenges and grasping
the opportunity to realise the untapped potential of energy efficiency and indigenous sources
of energy. High on the IEA’s list of policy priorities is energy efficiency improvements at all
stages of the energy value chain.

Traditionally, low and subsidised energy prices for both consumers and industry and the
slow progress in moving towards full cost recovery have sustained resistance to price reform
among consumers and starved energy suppliers of funds. This is instrumental in the continued
deterioration of the energy infrastructure of Ukraine. In the absence of prices that are fully cost
reflective, energy efficiency outcomes will be below their economically justifiable level.

Electricity, gas and, especially, municipal CHP and heat utilities and to some extent their
customers are all severely challenged by the rise in energy prices coupled with the embedded
energy inefficiencies that are more costly and increasingly hard to bear. Thus, while the key
elements of the situation have been clearly and accurately diagnosed in several technical
assistance projects and other Ukrainian projects, the practical redress responses still need to
be fully articulated.

A high proportion of the heating needs of consumers in Ukraine are met through district
heating, often in combination with electricity generation. The supply of heat to domestic
consumers is for the most part a municipal responsibility and one that increasingly cash
strapped municipalities are challenged to meet. Part of the problem is the amount and
proportion of unmetered heat that is subject to a flat rate charge with the consequence that
there is little or no consumer incentive to conserve use. It is compounded by the low thermal
performance of the building stock.

" Ukraine 2012, International Energy Agency, Paris, 2012
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Thus utilities are faced with the need to carry out the following actions.

- Invest in modern energy conversion CHPs or district heating plants
Renew and repair an ageing heat distribution pipe work infrastructure

- Putin place a satisfactory consumer metering system

- Collect sufficient billed revenue from cash strapped consumers to finance energy purchases
and fund the necessary investment.

To date, policy has concentrated on ways of addressing the revenue gap and securing
the required investment from private and public sources, resulting in a range of legislative
initiatives to provide for public private partnerships, communities of end-users and individual
consumption metering. A “Concept for the programme of modernisation and development
of heat supply systems of Ukraine for the period 2012-2022" was proposed but failed to be
adopted.

The State Agency on Energy Efficiency and Energy Saving of Ukraine (SAEE) was established
to implement the state policy on energy efficiency, energy saving, renewable energy
sources and alternative fuels. It is part of the executive authority system, directed and
coordinated by the Cabinet of Ministers of Ukraine through the agency of the Minister
of Economic Development and Trade of Ukraine. The SAEE is charged with providing
its proposals for state sustainable energy policy, the development and approval of
programmes of action, the provision of information, the establishment of norms and
standards and monitoring for compliance as well as the appointment of directors to the
institutions for which it is accountable.

On the matter of R&D and support for policy making the SAEE and its predecessor have
supported research covering a wide spectrum of topics related to energy supply and demand.
A full list of applications supported to date is available on the SAEE website database for
analysis by project, technology and development as well as by sector. A great number of
recent projects in the area of heat (32) concern the reduction of gas use and its displacement
by other energy sources.

Several successful initiatives by the Ministry of Regional Development, Construction and
Housing and Communal sector have demonstrated the potential for energy service companies
(ESCOs) to deliver solutions for the effective heating service of apartment blocks. Weaknesses
in the current framework have been identified and the costs of a Ukraine-wide programme of
rehabilitation have been scoped.

Thus in key areas of energy services provision there is a detailed analysis and broad consensus
of what needs to be done. The business of organising and delivering it at the necessary pace
and scale remains to be tackled and financing continues to be the major challenge.

Nevertheless, within the resources currently available, there are plans for additional pilot
schemes and local initiatives to demonstrate the benefits of what can be achieved and
improve the understanding of the state’s role in creating the necessary conditions. However,
it is clear from the analysis and experience to date that the financing of any project is closely
linked to the value of the savings, which continue to be understated due to heat and gas prices
that are too low.
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Renewable Energy Policy

The history of state ownership and central planning, the relative abundance of cheap coal
and natural gas and the dominance of nuclear energy in the electricity sector go some way to
explaining Ukraine’s low levels of renewable energy deployment.

In the electricity sector there are two large low-carbon sources: nuclear energy contributed
45.5% to the electricity supply in 2012 and the contribution of conventional hydropower was
5.6%.’ The potential for wind and solar generated electricity in Ukraine is well recognised and
the current feed-in tariff incentive is said to be generous and more than sufficient to stimulate
activity although it suffers from administrative conundrums and legal uncertainties.

Others have pointed to the potential of biomass, citing the ubiquity of forest and agricultural
wastes, which have the potential to be either directly fired to produce heat or fermented to
produce gas of varying quality. The particular route advocated depends on the scale and
circumstances surrounding the use of the output.

Following a decision by the Energy Community ministers and agreement to adopt renewable
energy targets for 2020, Ukraine’s target for renewable energy in terms of primary energy
supply is 11% by 2020. While this target is modest by comparison with those of the large
member states in the EU, it will be challenging for Ukraine, coming from a low base against a
background of subsidised energy prices for consumers.

Ukraine needs to cast and progress its renewable energy action plan while taking into
consideration the sustainable deployment of renewable energy and with an eye to the short-
term impact on prices. Thus the plan should be strategically informed and economically
effective and provide ample opportunity for competition and enterprise in its delivery. It
should rest on an evidence base that is augmented in the course of the delivery and subject to
regular reviews against transparent criteria.

Ukraine’s status in the United Nations Framework Convention on Climate Change (UNFCCC)
and the associated protocol provides an opportunity to further develop Ukraine’s well-
structured approach to joint implementation (JI) projects with the attendant opportunity to
generate and earn the value of assigned amount units (AAUS).

Overall Assessment of Progress

The present circumstances in Ukraine are characterised by a fragile economic recovery, internal
and external pressures for better governance, the geopolitical interests of its close neighbours
and continuing economic uncertainty in the EU and globally. Thus the deepening of Ukraine's
engagement with international institutions, treaties and the EU raises new challenges.

Because of its sheer size, strategic position, natural resources, technical capability and long-
term economic potential, the development of Ukraine will have important consequences for
its citizens and neighbouring countries. Most of the EU’s current energy preoccupations are
reflected in the five roadmaps for bi-lateral cooperation on energy by the EU and Ukraine.
These are nuclear safety, the integration of gas and electricity markets, the security of energy
supplies and the transit of hydrocarbons, the coal sector and energy efficiency.

2 Kovalev, I, SAEE Presentation to Review Team, June 2013
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Energy policy figures prominently in domestic politics and forward planning. Ukraine's actions
and outlook are of great interest to Russia and the EU and there are vital commercial and
security of supply interests at play. Thus the recent commitment to the EnC sets a direction
for the evolution of Ukraine’s energy policy that acknowledges the superiority of markets,
properly requlated and structured for competition, in delivering sustainable energy services.

Because of the importance of public and private FDI for economic renewal, there is a growing
appreciation of the importance and urgency of reducing the risk premium for investors in
Ukraine to manageable levels. Ukraine’s improved ranking on ease of business objectives from
152nd in 2012 to 137th in 2012 is evidence of progress in this regard.

Artificially low energy prices have combined with other factors to create a situation where
many energy users are caught in an affordability trap. Higher energy prices are affecting their
ability to pay and the impact of these prices is amplified by excessive energy usage (real or
nominal) resulting from the gross inefficiency of the supply and end-use systems. Thus the
sourcing and application of funds to modernise and upgrade dilapidated energy infrastructure
are a key priority in Ukraine's energy policy. A solid and predictable economic, energy policy
and regulatory framework will help to attract the necessary funds.

The availability of funds for investment is always conditional upon a satisfactory appraisal of the
whole spectrum of risks. In Ukraine’s energy sector these include policy, regulatory, market and
technology risks. In the absence of a credible and stable energy policy and a sufficiently robust
and independent regulatory regime, most investors will choose to wait for clarity. The calls
for a revision to the energy policy at public consultation in 2012 have to be seen in this light.
Judging by the public statements emanating from the US and elsewhere the assumptions and
projections of the draft energy policy have to be revisited. In the opinion of the IEA a stronger
focus on the demand side is warranted.

Structured energy markets that are the subject of competition need the assurance of impartial
and professional regulation by suitably empowered regulators. The continued development
of the regulatory function in line with the commitments and obligations of the EnC is of vital
importance to Ukraine. Upon this rests its ability to attract the necessary investment in gas,
heat and electricity generation facilities and networks. Whilst its initial performance gave cause
for concern, Ukraine appears to have reached a better understanding of the requirements
and benefits of the Energy Community. In view of the legislative effort, the cost and the new
institutional development involved it will be important to have a solid understanding of the
benefits in terms of when and to whom they will flow.

The settling of a robust energy policy and the enactment of its provisions with appropriate
regulatory and policy oversight constitute the start of a longer and deeper process that has
to capture the whole of the energy system from resource development to end-use. With cost-
reflective pricing, robust regulation, clear market rules, sensible permitting and rigorous project
appraisal, investment in large energy infrastructure will, in the absence of any distorting factors
(such as an excessive cost of capital), tend to lead towards robust decisions being made in the
specification of the energy performance of new equipment.

However, where decisions are smaller or where expertise is limited and focussed elsewhere
there is no guarantee that energy efficiency considerations will be either sufficient or robust.
Recognising this the Ukrainian authorities have resorted to regulation. Examples of over-
prescriptive regulation abound where a softer, more market-friendly approach focussing on
information and awareness could achieve a more satisfactory outcome.
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Where regulation is appropriate the main consideration has to be effectiveness. Thus
the principal determinant of the effectiveness of any regulation is the extent to which it is
economically proportionate, practical and enforceable. Compliance can be assured at a
reasonable cost once the conditions of proportionality and practicality are fulfilled.

Therefore, while many of the policy objectives of the Ukrainian authorities are clear, the means
to achieve them effectively are less detailed and in many cases insufficiently elaborate for an
implementation action plan. This is understandable as the formulation of energy efficiency
policy at an intellectual level implies a balanced consideration of its interaction with other
policies, often also in a similarly formative stage. Inevitably, there are trade-offs within energy
policy between the classic affordability, security and environmental impacts to which social
acceptance must be added in Ukraine’s circumstances. In acknowledging that this is a job
in itself, it will be clear that the process of implementation is a far larger, more disparate and
untidy task that is only fully revealed in the act of implementation.

Implementation is in the province of the market — a fragmented market of many actors — each
with his own set of customers, suppliers and regulatory agencies. No single policy maker can be
reasonably expected to have a complete and sufficient picture of the market. Nor indeed will the
market have a full appreciation of what the policy maker has in mind. This is the essence of the
consultative approach, in which the government sets out its proposals and invites comments.
While simple in outline, without careful preparation and recourse to a solid base of empirical
data the process becomes skewed and the result is not balanced or fair. Governments in many
countries have recourse to institutions to fill gaps in the data by way of research — research
that continues into the implementation phase with the specific intent to monitor and review
progress.

In the first half of 2013, less than three years into a four-year programme, 2010-2014, it is
already evident that the first of the four key energy efficiency targets has not been met,
and the fourth may not be capable of being measured. Thus there is doubt over the level of
understanding, commitment and ability to formulate, resource and deliver on energy policy
goals. The evidence points to the need for deep reforms to the policy process, which can be
assisted by a much greater openness to a wider set of inputs, transparency of decision making
and the fixing of accountability and responsibility for delivery.

Recommendations

General

The Government of Ukraine should meet legitimate expectations for a recast energy
strategy based on well-founded assumptions, realistic projections and the acknowledged
potential for huge energy efficiency gains according to the needs of various stakeholders.
The finalisation of the strategy should be expedited.

The Government of Ukraine should accelerate all necessary and desirable reforms so as to
radically improve i) the prospects for investment and ii) perceptions of Ukraine as measured
by the metrics of reputable international bodies.

+ The Government of Ukraine should ensure that its published policy intent is backed up by
solid programmes of action that are subject to periodic evaluation, review and adjustment
according to clearly stated principles.
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The Government of Ukraine, in the spirit of the PER, should take steps in the formulation
of its energy policies to ensure that it can benefit from the work of public and private
institutions and interested NGOs.

The Government of Ukraine should continue to support measures aimed at raising
awareness of energy efficiency and educating public officials and the wider population on
local, regional and national levels.

Institutional Framework

The Government of Ukraine should, with recourse to appropriate institutions and to public
consultation, ensure that high standards of governance are obtained in the formulation of
energy and energy efficiency policies and in their implementation through energy market
liberalisation, utility privatisation and the regulation of competition.

The Government of Ukraine should, as a matter of urgency, take steps to ensure that it
has the institutional capacity appropriately structured to effectively formulate, monitor,
analyse and review energy and energy efficiency policies and their implementation and
enforcement.

The Government of Ukraine should provide for the development of institutions for the
promotion of sustainable energy, including energy efficiency, renewable energy and Ji
opportunities.

The Government of Ukraine should improve the status of the SAEE and establish it as a
separate structure within the government.

The Government of Ukraine should ensure that sufficient human and financial resources
are allocated to the SAEE as the leading agency, as well as to all units within ministries and
regional administrations responsible for the development and implementation of energy
efficiency programmes.

The Government of Ukraine should ensure that supporting educational institutes and
professional bodies concerned with educational formation and skills development are well
informed about energy efficiency goals, targets and programmes.

The Government of Ukraine must enable, resource and underpin the impartiality and
independence of the energy regulator with legislation.

Energy Market and Pricing

The Government of Ukraine should evidence the strength of its commitment to cost-
reflective energy pricing. It needs to provide for an integrated approach to individual
metering, end-use efficiency, comfort and other benefits in tandem with price rises. It
should proceed at an appropriate pace of reform in a secure market and policy framework.

The Government of Ukraine should ensure that energy affordability is closely monitored
and that remedial action to alleviate hardship is promoted through an expert body.

The Government of Ukraine should ensure that its guidance for the regulator is transparent,
rooted in energy policy and thought through to avoid unintended consequences.

The Government of Ukraine should make adequate provision for the effective regulation of
monopolies and competition in the electricity, natural gas and heat distribution markets.
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The Government of Ukraine should ensure that the reforming of district heating is in the
long-term interests of consumers and sensitive to their short-term needs. The government
should make sure that the framework conditions for heating service provision are conducive
to securing new investment to improve energy efficiency and service delivery.

Energy Efficiency funding

The Government of Ukraine should, on the basis of robust energy projections and economic
analysis, budget sufficient expenditure to leverage the huge energy efficiency potential of
the economy to improve welfare, competitiveness and environmental impact.

+ The Government of Ukraine should ensure that the available funding and budget allocations
are multi-annual and balanced between institutions and their programmes.

The Government of Ukraine should allow for multi-annual municipal budgeting and for
the retention of savings resulting from investment in energy efficiency, so as to provide
appropriate incentives for municipal actions.

The Government of Ukraine should consider an energy efficiency obligation as a condition
of any energy utility supply licence.

-+ The Government of Ukraine should give careful consideration to the nature and flexibility
of any energy efficiency obligation to ensure that it is economically effective and capable of
delivering the desired outcome in the interests of consumers.

The Government of Ukraine should draw on the experience of IFls in framing tax policies and
allowances for energy efficiency and renewable energy so as to maximise the effectiveness
of any such concessions.

Energy Efficiency Programmes and Measures

The Government of Ukraine should ensure that all energy efficiency programmes are
material in relation to their desired outcomes.

- TheGovernmentof Ukraine should complete the introduction of cost effective administrative
measures such as energy efficiency labels for household appliances. In addition, it should
analyse and consider the introduction of well-proven energy performance standards for
different categories of energy using products on a voluntary basis.

- The Government of Ukraine should ensure that the reforming of the district heating sector
proceeds at a pace and in a sequence that will provide early returns and minimise the risks
of either underinvestment or the standing of valuable assets.

The Government of Ukraine should ensure that retrofit programmes are legally facilitated
with regard to compulsory participation of homeowners, appropriate standards and quality
assurance.

+ In the process of finalising the Law on Energy Efficiency in Residential and Public Buildings,
the Government should adopt a strategic approach to the implementation of the EU
Directive on the Energy Performance of Buildings to maximise benefits and minimise
compliance costs.

The Government of Ukraine should adopt and deliver a national energy efficiency action
plan preparatory to the launch of new measures in pursuit of its 2020 targets.
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The Government of Ukraine should promote the adoption of ISO 50 001 standards to large
industrial enterprises, incorporating a standardised approach to energy auditing.

The Government of Ukraine should encourage the SAEE to develop best available
technology programmes of interest to donors and IFls.

Renewable Energy Sources and CHP

The Government of Ukraine should place the economic analysis, technical assessments and
environmental impacts of its renewable energy (RE) deployment projections in the public
domain.

The Government of Ukraine should focus on the cost and sufficiency of incentives and the
removal of barriers to the deployment of RE rather than, for example, creating barriers to
competition.

The Government of Ukraine should consult on, finalise and commit to the implementation
of its renewable energy action plan, preparatory to the launch of new measures to support
the deployment of renewable energy in pursuit of the 11% 2020 target.

Inthe light of the strong advocacy for biomass by international and Ukrainian commentators
the Government should commit to a number of regional pilots to validate the potential of
straw and wood biomass to avail of a“learning by doing”approach.

The Government of Ukraine should ensure that CHP is an integral part of the renewable
energy action plan as the technical, market, requlatory and environmental challenges are
all of a piece in terms of delivering a robust solution.

High efficiency cogeneration should continue to be promoted in the interests of making
the best use of the available gas.

Data Collection and Monitoring

The Government of Ukraine should continue to promote the collection, collation and
timely publication of energy supply and demand statistics by placing the onus to provide
on primary sources of information, and publication on the National Statistics Service.

The accuracy of the energy balance is important for public and private planning. The
Government should ensure that users have access to accurate aggregate, sector-specific
data for energy supply and use.
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UcxopHasa nipopmaumsa

YKpanHa 3aHVMMaeT TIOAOPOAHYI0 PaBHMHY K ceBepy OT YepHoro mMopdA. OHa wmeet
CYXOMYyTHYIO FPaHNnLy C CeMbIO CTPaHamMK, TpW 13 KOTopbix 40 1991 roga BXOAMAM B COCTaB
CCCP. YkpanHa cepbe3HO MnocTpafana B XOAe 3KOHOMUYecKkoro Kpusmca 2008 roga, v B
2013 roay ee 3KOHOMMKA HaxoAuTCA B dase KpaTKOBPEMEHHOro moabema. [ponomkaeTcs
NPOLECC SMUIPaLMM 1 COKPALLEHNA HACeNeHWs, YTO BAMAET Ha BHYTPEHHWIA CNPOC U POCT
nemorpaduyeckon Harpy3Ku.

BcemnpHbI BaHK KPUTKKYET SKOHOMUYECKMe NMokasaTenu YKparHbl, OTHOCA LIMKIbl MOAbEeMOB
1 CNafloB C MOMeHTa OOpeTEHNA HE3aBUCUMOCTM Ha CUeT CO0EB B CMCTEME roCYAapCTBEHHOMO
yrnpasneHvs. B cBoel KpuTke OH He ofaMHOK; EC KpUTMYECKM OTHOCKTCA K Mporpeccy
npv oUeHKe KaHAMAATYpbl YKpauHbl 1 BbITEKAIOLWErO 13 3TOrO BbINOSIHEHWA A0OPOBONBHO
3aknoUeHHbIx eto CornaleHnn. Takum obpasom, 3a pybexoM WUPOKO PacnpoCcTpaHeHo
MHeHue, 4To pedopma NPOBOAMTCA CAVWKOM MeASIeHHBIMU TemMnamy, 4Tobbl obecneunTsb
BOCCTaHOBJIEHME SKOHOMUKM.

YKpauHCKIE BNaCTV NPY3HaoT HEOOXOAMMOCTb AENCTBIN Ha LUMPOKOM GpoHTe. [pe3naeHTCKas
nporpammMa 3KoHOMUYeCKmx pedopm Ha 2010-2014 roabl ABNAETCA BblpakeHeM PeLIMMOCTH
NpaBUTENbCTBa COCPEAOTOUNTBLCA Ha Peanv3aLmy NOAUTUKK ANA obecneyeHms «3aUTOYHOro
00U1eCTBa, KOHKYPEHTOCNOCOOHOM SKOHOMUKM 1 3PHEKTUBHOMO rOCYAaPCTBAY.

HapoaHasa nogaepka v NpuemnemocTb NMocneacTBuil 3TOM MPUBEPKEHHOCTU SQOEKTUBHOW
JHepreTMyecKor MnonuTUKe U ApyrMm pedopmam, 3a KOTOpble BbICTYMaeT Uenbii psf
HaLMOHAaNbHBIX Y MeXOyHapOAHbIX OPraHu3auuii, 3apyoexHbiX areHTCTB U MpPaBUTENbCTB,
NOABEPrHYTCA MCMBITAHNIO B XOAe peanu3aumu. Takium 0bpa3omM, HeCMOTPSA Ha HefoCTaTKu
B MPaKTUYECKOM MPVIMEHEHUM MOMUTKKK, CTPemeHre K cBobode, AemMOoKpaTum, XOPOW M
OTHOLUEHMAM CO CBOMMW COCELAMM 1 NyYWEN XKM3HW ANA rpakhaH YKpauHbl noayyaroT
WMPOKYIO NOAAEPKKY.

Bctynneruve YkpavHbl BO BcemmpHyio Toprosyto opranmsauumio (BTO) 8 despane 2008 roga v
pa3suTe ee oTHoweHul ¢ EC B pamkax Cornalenva o naptHepcTae 1 cotpyanmdectse (CMNC)
1998 rofa 1 ero npeanonaraeMoro NpeemMH1Ka NocPeacTBOM NPUHATUA 00A3aTenbCcTB Mo
Cornawerwio 06 accoumaumm B 2008 rofy CBUAETENbCTBYIOT O NMPOrpecce B rapMoHM3aLmm
TOProBW 1 yHUGMKaUMM dyHAaMEHTaNbHbIX MPUHLMMNOB COBMIOAEHNA NpaB YenoBeka U
CnpaseanmBoCTy.

EC asnaetca npvsepkeHUeM NMOAUTVKL NOCIeA0BaTENIbHOMO B3aUMOAENCTBUA C YKPaUHOW
C LENbIo NOMMTUYECKOW acCouMaLmm 1 SKOHOMUYECKON MHTErpaumm Ha OCHOBE YBaXKeHMA
00X LIeHHOCTe. BaxkHbIM BOMPOCOM ABYCTOPOHHEN noBecTku AHA EC 1 YKpauHbl ABNAeTCS
ponb EC B aKTVBHOM MOOLWPEHMM BKMNada MEXAYHAPOAHbIX GUHAHCOBBIX YUpPEXAEHWU B
MOMEPHM3ALMIO Ta30TPaHCMOPTHOM CUCTEMBI YKpPaVviHbl. Takium 00pa3om, MeXayHapOaHbIV
OManor VMeeT MHOXeCTBO acreKkTOB, M OAHUM U3 Hawbonee aKTyaslbHbIX ABASETCA
SHepreTnyeckoe yrnpaseHne Ha nocieaytoLem stane.

MonuTyKa B 0611acTN SHEPreTUKMN 1 SHeprod3¢ppeKTUBHOCTU

B HacToAulee Bpems, B COOTBETCTBUM C 3akoHopaTtenbctBom EC (EU acquis) v cornacHo
[loroBopy 06 yupexaeHvn JHepreTMyeckoro coobLLecTsa, OAHNM 13 KPAeYrobHbIX KaMHe
SHepreTMYeckon NOANTUKM YKpanHbl ABNAeTCA pedopma SHEPreTMyeckoro cekTopa. YneHcTo
B DHepreT1yecKoM coobLecTBe 0becneumnBaeT HOBbIM GOKYC U MMYNbC K CO3AAHMIO PAMOYHbIX
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YCNoBU AN HEOOXOAWMBIX [EVCTBUIA C MOMOLLbIO WHBECTULIUIA, MOCTYMNEHUA [OXO[0B,
pacnpefeneHus 3aTtpart, MMKBUAALMM CyOCUAMIA 1 B3bICKaHWA [ONroB. Llenb 3aknoyaeTcs B
TOM, YTOOBI CO37aTb YC/IOBUSA, NMPY KOTOPbLIX MPEMUA 33 PUCK OCYLLIECTBEHNS VHBECTULMIA B
SHeprocucTembl YKpaviHbl Gbinia Obl CBefleHa K MUHUMYMY. DHepreTuueckasn NonT1Ka YKpaviHbl
MEeHSETCA, YTOObI BCENUTL B MHBECTOPOB YBEPEHHOCTb B TOM, UTO OHM BEPHYT CBOU MHBECTULINY
1 OyayT HaaexXallym 06pa3om BO3HArpaxaeHi.

MpupoaHble PecypChbl ¥ SKOHOMUUECKOE Pa3BUTHE YKPaKHbI, B TOM YMCIe MECTOPOXAEHNA
MONE3HbIX UCKOMAemblX U YrNeBOAOPOAOB, OBOLWMPHAA MHGPACTPYKTYPa TPAH3WUTHBLIX 1
TPAHCMOPTHbBIX a30MPOBOAOB 1 NpeobnafjaHne TAXKENOW SHEeProemMKon MPOMbILLIEHHOCTY
COYETAOTCA C TPAAWMUMOHHO HM3KUMM LEHaMM Ha SHEPTMo, UYTO B HbIHELIHMX YCIOBMUAX
YKpauHbl obecneuvBaeT JOMUHUPOBAHWE SHEPreTUUYECKON MOAUTUKM CPeau CoLmanbHbIX
npobnem. MpeanpuAtvs n NoTpebuTeny, noaseprallimecs OONbLIOMY 3KOHOMUYECKOMY
NaBNEHNI0, C TPYAOM afianTUPYIOTCA K 60Mee BbICOKMM LiEHaM Ha SHEPTUIO.

MooujpeHne HOBbIX ¥ NPAMBIX MHOCTPaHHbBIX MHBeCcTUUMIA (M) B CeKTOpbI NPOM3BOACTBA,
nepefayy, pacnpeneneHua, nocTaBok 1 KOHEYHOro WCMOMb30BaHWUSA SHEPruv B YKpauHe
ABAAETCA OHOW 13 NMEePBbIX Mep MO UCMPABAEHWIO NONOXEHNS, YKa3aHHbIX pa3paboTymKamm
nonuTvki. C NOMOLLbIO TakvX WHBECTULMI YKpavHa CTPEMUTCA CO3AaTb COBPEMEHHYIO
N 2QPEKTUBHYIO DHEPreTUYECKylo CuUcTemy, Kotopas OyaeT CTabunbHO MPeaoCTaBnATb
JOCTYMHbIE YCIYrN B TeUEHMWE ANUTENbHOTO BPEMEHW. [INs JOCTUKEHWA STOV Lienn CyllecTsyeT
0643aTenbCTBo [PaBUTENbCTBO B OTHOWEHUM «Liefeln B chepe Nerkoctv BefeHus usHeca»
- CUCTeMbl MoKasaTefniei, Mo KOTOPOW MPW COMOCTABAEHWM Ha MEXOYHapOAHOM YPOBHE
OLIEHOYHbI pe3ynbTaT YKpanHbl ABNAETCA HEONAronpUATHBIM.

B sHepreTuueckom cekTope BNacTAM yAanoch CO3AaTb PamMmoOUHble YCOBUS ANA OrnpefeneHHbIX
npuopuTeTHbIX BUA0B MW, XOTA 11 B 3aBUCMMOCTY OT bornee Unmn meHee 3GpHeKTUBHbIX YCIIOBUI.
MocnegHM NPUMEPOM ABNAIOTCA MPaBa Ha Pa3BefKy M Ao0bluy HeGTU 1 rasa, a 10 3TOro -
BBe/leHe BbIrO[HbIX TapUPOB Ha NMPOU3BOACTBO SHEPTMM OT BO3OOHOBAEMbBIX MCTOYHNKOB.
B uncne HavmeHee yaauHbIX YCIOBWIA - MNOAUTUYECKM MOMyNApHbe, HO, MOXanyi, MmeHee
OPEKTVBHbIE OrOBOPKN O MECTHOM MPOUCXOXKEHWUM, KOTOPbIE CBOMCTBEHHbI MPOEeKTaM B
00N1acT BO30OHOBASEMbIX UCTOYHMKOB SHEPIMM 1 MOTYT BfieUb 3a COOOM HenpeaBuaeHHble
HeraTVBHble MoCNencTBrs.

[MpoeKT JHepreTnyeckor cTpaTerin YkpaurHbol o 2030 roga 6bin BbiHECEH Ha 0bLeCTBEHHOe
obcyxneHve netom 2012 roga. C Tex NMop pasfalnTca Mpur3biBbl NEPecMOTPeTb MPOrHoO3bl
9KOHOMMYECKOr0 POCTa 1 CMPOCca Ha SHePruio. B obLunmpHoM 0630pe SHepreTuuecKom NoanTIKK
YkpauHbl 2012 ropa®. MexayHapoaHoe 3HepreTuyeckoe areHTcTBo (MSA) nopuepkHyno
nperMyLLecTBa NePeEXofa K pelmnTeslbHOMY YperynmpoBaHuio Npobnem 1 MCNofb30BaHWIo
BO3MOXHOCTV peanm3aumm Hercronb3yemoro noTeHLnana sHepro3dGeKTMBHOCTY 1 MECTHbIX
NCTOYHWKOB 3Heprnn. OQHO M3 NepBbIX MECT B CMUCKE MOAUTUYECKUX NpuopmuTeToB M3A
3aHUMaeT MNoBbILeHKEe SHEPro3hdEKTUBHOCTH BO BCEX 3BEHBAX IHEPreTUUECKON LIeNOUKN.

TpaoMUMOHHO HUM3KME U Cybcuavpyemble LEeHbl Ha 3Hepruio ana notpebutenei u
NPOMBILUAEHHOCTA M MeANIeHHBI MPOrpecc Ha nyTvi K MOSHOMY BO3MELLIEHMIO 3aTpaT
CNOCO6CTBYIOT NPOTUBOAENCTBII0 PedOPME LIEH CO CTOPOHBI MOTPEBUTENEN 1 MLLIAIOT CPeACTB
MOCTABLMKOB 3HEPrn. ITO CNOCOBCTBYET MPOAOIKAOLIEMYCA YXYAWEHWMIO COCTOAHNISA

* Ukraine 2012, International Energy Agency, Paris, 2012
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SHEPreTUYeCcKon UHGPACTPYKTYPbl YKparHbl. [py OTCYTCTBUK LieH, MOMHOCTbIO OTPaKAOLLMX
3aTpaThl, Pe3ynbTaTbl SHEPrOIGOEKTUBHOCTU OYAYT HUMKE UX SKOHOMUYECKM 0O0CHOBAHHOTO
YPOBHA.

DnNeKkTpOsHEpreTUYecKMe ¥ rasoBble  KOMMYyHasnbHble  MPEAnpUATUS 1,  OCOBEHHO,
MyHULUMNanbHble TIL| 1 TennoBble KOMNaHUK, a TakKe, B HEKOTOPOW CTEMEHU, UX KIVEHTbl —
BCE OHW UCMbITHIBAIOT BOMbLINE TPYAHOCTM 13-3a MOBbLILIEHNS LIEH HA SHEPTUIO B COUETaHWUM
C NpuUCyllen UM dHepreTmyeckon HedhOeKTUBHOCTbIO, KOTopasa OOXOAWTCA BCE AOPOXe
N CTaHOBUTCA BCe Oonee obpemMeHunTeNnbHOM. Takum 00pa3om, B TO BPeMs Kak KIloueBble
SNEMEHTbI 3TOM CUTYaLWM ObiNI UYETKO U TOYHO AVArHOCTUPOBAHbBI B pamMKax psafa NMpoeKToB
TEXHNYECKOTO COMIENCTBUA U APYIUX YKPAUHCKMX MPOEKTOB, OTBETHbIE MEPDI AIA PeanbHOro
MCNPaBEHMSA NMONOXEHVIA BCe ellle NPeACTOUT CHOPMYIMPOBATL B MOMHOM 06beme.

3HauuTeNbHada oonA ﬂOTpe6l/|TeﬂbCKl/l>< HYy»<[ B OTOM/1IEHNI B pral/lHe 6ygeT YAOBNETBOPATLCA
C MOMOLbIO LIEeHTPaNM30BaHHOIo TennocHabxeHnsa, 3a4acCTyto B COYETaHMM C NPOKM3BOACTBOM
SNEKTPOIHEePrnn. 3a TennocHabxeHwe ObITOBbIX I'IOTp66l/lTEJ'Iel7I B OCHOBHOM OTBeYatoT
MYHUUWMANNTETbI, 1 MUCMbITbIBaOWMM BCe bonee 3HauuTENbHbIE (bl/IHaHCOBbIe TPYOHOCTU
MyHUUWMaNMTETaM CNOXHO BbIMOHATL 3TY d)yHKLI,I/HO. YacTbto HpO6ﬂ€Mbl ABNAETCA 0Obem 1
LONA HEYYNTbIBAEMOT O TeMsla, KOTOPOE Ory1av4nBaeTCcA no C])VIKCVIpOBaHHOVI LeHe, 4To npnsoanT
KTOMY, YTO Yy I'IOTpe6l/lTeﬂel7l HEMHOTO M HET CTUMYTOB K 3KOHOMW I'IOTp66J'IFIEMOI;l SHeprnn.
9Ty CnTYyauntio ycyry6ﬂﬂ}0T HU3KKME TenNOBble XapakTePUCTUKNA CbOH):I,a 30aHNN.

Taknm O6pa3OM, KOMMYHasbHble NPeanpuATAA CTOAT nepen H€O6XO,EU/IMOCTI)POZ

- OcyulecTBneHvs WHBECTULMI B COBpPeMeHHble npeobpasyiolme sHeprnio T nnm
TennoueHTpany;

-+ OGHOBNEHMA 1N PEMOHTa M3HALWMBAOWENCA NHOPACTPYKTYPbl TeMNopacnpeaeTensHow
cety;

- Co3paHua oTBeYaloLLen TpeboBaHMAM CUCTEMbI yUueTa NoTpebneHus; 1

- (Cbopa AocTaTouHOro obbema NOCTYMIEHUI MO BbICTABMAEHHbIX CUETaM C WUCTbITbIBAIOLMX
dVHaHCOBble TPyAHOCTM noTpebutenei AnA QGUHAHCMPOBAHWA 3aKyMoOK 3SHepruv u
HEOoOXOAMMbIX HBECTULINIA.

Ha cerogHAWHWIA AeHb NoNUTUKa COCPeoToUeHa Ha Cnocobax peLleHna npobnembl AeduumTa
NOCTYMNEHUA 1 MPUBMEYEHMS HEOOXOAUMBIX WHBECTULMIA W3 YaCTHBIX W FOCY[AapCTBEHHbBIX
MCTOYHMKOB, UTO MPUBENO K MPUHATMIO PAfla 3aKOHOAATENbHbIX MHULMATUB AiA obecrnevyeHus
CO3aHNA roCyAapCTBEHHO-YACTHBIX MAaPTHEPCTB, COOBLLECTB KOHEUHbIX MOTpebuTenei 1 yyeta
NHAOMBMYaNbHOro noTpebneHns. beina npeanoxera «KoHLenUys NporpaMmsl MOLEPHM3ALWN 1
Pa3BUTUSA CUCTEM TEMOCHaOXeHMA YKpanHbl Ha neprop ¢ 2012 no 2022 rofbl», HO OHa He Obina
yTBEpXAEHA.

[oCynapcTBeHHOe areHTCTBO YKpauHbl MO dHeproddGeKTUBHOCTM U SHEProchepexeHnto
(TocaHeproaddeKTMBHOCTM YKpawrHbl) Oblno CO3daHO Ans peann3aummn roCyaapCTBEHHON
NOMUTVK B 00MacT  3HeprosdGeKTMBHOCTY, 3dHeprocbepexeHys, BO30OHOBIAEMbIX
NCTOYHWKOB 3SHEPIUM W anbTePHATMBHbLIX BMAOB TomamBa. OHO BXOAMT B CUCTEMY
NCNONHNTENBHOW BAACTV; PYKOBOACTBO VM 1 KOOPAMHALMIO €r0 AEATENbHOCTM OCYLLEeCTBAAET
KabuHeT MUHUCTPOB YKpauHbl Yepe3 MUHUCTPa 3KOHOMUYECKOTO Pa3BUTUA U TOProBM
YKpauHbl. B ero 06s3aHHOCTY BXOAWT BHECEHWE MPEANOKEHNI MO roCyJapCTBEHHOW MONUTIKE
B 00nacT yCTOMUMBOW 3SHepreTvky, pa3paboTka 1 yTBep)KAeHWe nporpamm AerCTBUl,
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npeaocrtapneHne VIHd)OpMaLI,MM N yCTaHOBIEHME HOPM W CTaHOAPTOB M MOHUTOPWHE KX
CO6J'HOLleHI/IF|, a TakXe Ha3HayeHne OMpeKTopOoB NoABeAOMCTBEHHbIX eMy yupemueHMM.

Yro kacaeTca HNOKP v coperictBua paspabotke nonntuku, 1o FTOCIHEPTOSOOEKTVIBHOCTMN
YKPAVIHbI 1 ero npealiecTBeHHNK MOAOEPKMBaNM NCCNeA0BaHVA, OXBaTbIBAKOLIME LLIVMPOKUI
CNeKTp BOMPOCOB, CBA3AHHbIX C MNPeaoKeHNemMm UK CNpPoCoOM B 3HepreTuke. [lofHbIN
CMUCOK NOAAEPKAHHBIX Ha CEroAHALIHWIA [eHb 3a8BOK MMeeTCa B 0a3e AaHHbIX Ha caiTte
[OCOHEPTOSOOEKTNBHOCTN YKPANHDI ansa aHanv3a no oTaenbHbIM NpoeKTam, TEXHOMOMMAM
1 pa3paboTkam, a TakKe Mo CcekTopam. bonblloe KonMyecTBO NMocieaHNX NPOEKTOB B Chepe
otonneHua (32) CBA3aHO C COKpalleHVeM MCMOMb30BaHWA ras3a M ero 3aMeHon APYrmMm
NCTOYHMKAMU DHEPTUN.

HeckomnbKo ycnelHbIX MHALMaTUE MUHUCTEPCTBA PErvOHaNbHOTO Pas3BUTMS, CTPOWTENbCTBA 1
KUULLHO-KOMMYHANbHOIO X03A1MCTBa NPOAEMOHCTPMPOBanu noTeHuman CKO B paspaboTke
peleHnin no  3GGEKTVBHBIM - CUCTEMAM  OTOTJIEHWS  MHOTOKBaPTVIPHBIX  [OMOB.  bbiu
BbIABNEHbI Clabble CTOPOHbI HbIHELWHEN CUCTEMbI Y MPeABapWTENIbHO OLEHEHbI pacxofsl Ha
BCEYKPAMHCKYIO MPOrpamMmmy PEKOHCTRYKLMN.

TakuM 06pasom, B KIOYEBBIX OOMACTAX MPefOCTaBMAEHUA SHEPreTuyecknx YCiyr VMeeTcs
[eTa/bHbI aHaNMM3 W LUIMPOKUI KOHCEHCYC B OTHOLWEHMW TOrO, YTO HeoOXOAMMO CAenaTb.
[lesTenbHOCTb MO OpraHM3auMn 1 peanv3aumn HeoOXOOVMbIMIA TeMMaMK U B HEOOXOONMbIX
MacliTabax ellie He Hauyanach, M OCHOBHOW MpobeMow No-npexxHeMy ABMAETCA GUHAHCUMPOBaHME.

Tem He MeHee, CyLIECTBYIOT M/laHbl NO peanv3aumn JOMONHUTENbHBIX MUAOTHBIX MPOEKTOB
M MEeCTHbIX MHMLUMATMB B PaMKax WMMeIOWMXCA B HacTofllee Bpemsa PecypcoB C Lefbio
[EeMOHCTPaLMM NPeuMyLecTB TOro, YTO MOXeT OblTb AOCTUrHYTO, M 6Gonee rnyboKoro
MOHWMAaHNA PONW rOCYAapPCTBa B CO3[aHUN HEOOXOANMbIX YCIIOBUN. Tem He MeHee, 13 aHanun3a
N VIMEIOWErocs Ha CEerofHAWHNA OeHb OMbliTa OYEBWAHO, UTO GUHAHCUPOBaHMe NoHOro
npoekTa TeCHO CBA3AHO CO CTOMMOCTBIO CIKOHOMAEHHOW SHEPTNM, KOTOPas MO-MpexHemy
He0OLEHUBAETCA 13-3a TOTO, YTO LieHbl Ha TEMO 1 ra3 ABASIOTCA CIULLKOM HU3KNAMU.

MonuTtnka B 06nacTy Bo306HOBNAEMOl SHEpPreTuKn

McTopua  rocynapCTBeHHOM COOCTBEHHOCTM M LUEHTPANM30BAHHOTO  MAaHWpPOBaHWA,
OTHOCUTENbHOE ObWVe [AELeBOro yrna 1 NPUPOLHOro rasa, a Takke JOMUHMPOBaHWE B
31eKTPO3HEPrETUUYECKOM CEKTOPE aTOMHOV SHEPrnu B TOW WM MHOW CTEMeHn OObACHAIT
HVI3K1e YPOBHM OCBOEHMSA BO3OOHOBAEMBIX MCTOYHVKOB SHEPIUM B YKpanHe.

B 21eKTpO3HEepreTMyeckom CEKTOPEe UMEETCA [Ba KPYMHbIX HU3KOYMEPOAHBIX MCTOYHMKA:
[10NA aTOMHOW SHEPreTKM B NOCTaBKax 3nekTposHeprin B 2012 roay coctasnna 45,5%, a gona
TpaanumoHHbix 3C — 5,6% . MNoTeHuMan Npon3BOACTBa NEKTPO3HEPrMI Ha 6a3e BETPOBOWM
N CONHEYHOWN 3HEPrun B YKpanHe LWMPOKO MPU3HAH, Y CYUTAETCA, YTO CyLIECTBYIOLLAA N1broTa
B BMAE NbFOTHOMO 3aKyno4yHoro Tapuda ABNAeTCA Weapon v bonee yem AOCTATOYHOW ANA
CTUMYNMPOBAHWA 3TOW AEATENBHOCTY, XOTA OHa ¥ CTPaJaeT OT aAMUHUCTPATUBHbBIX MPobaem 1
NpPaBOBOW HEOMPEAENEHHOCTH.

[pyrve yKka3sblBaloT Ha noTeHUMan 61MoMacchl, CCbiNanach Ha MOBCEMECTHOE Hanmume NecHbIX
N CeNbCKOXO3ANCTBEHHbBIX OTXO[OB, KOTOPblE MOXHO MO0 HEMOCPeACTBEHHO CKMUraTb A4
NPOV3BOACTBa Tenna, MMbo noasepratb OPOXKEHWIO AN MPOM3BOACTBA ra3a PasMyYHOro
KayecTsa. [lofaepkKa KOHKPETHOrO MeTOfla 3aBUCKT OT MacliTaba 1 yCOBWIA MCMOSb30BaHWA
npoun3BeeHHON NPOAYKLMN.
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B cooTBeTCTBMM C pelleHnemM MUHMCTPOB DHEepPreTMdeckoro CooblecTBa 1 CornalieHvem
O TMPWHATAM LeneBbiX MokasaTenen B 061acT BO30OHOBAEMBIX WCTOUYHUKOB SHEPruu
Ha 2020 rop, LeneBOW MoKasaTenb YKpaWHbl MO BO30OHOBAAEMbIM WUCTOUHMKAM SHEPrmu
B NpenioKeHnn nepBuYHON 3Heprum coctasnaeT 11% k 2020 rogy. XOTA B CPaBHEHUU C
KPYMHBIMA  rocyaapcTBamm-dneHamy EC 3Ta Lenb CKpoMHa, eé [OoCTUxeHwe noTpebyet
60NbLIVX YCUNWIA OT YKpauHbl, HAUMHAIOLEN C HU3KOrO YPOBHS B YCIIOBUAX CyOCUANPYEMBIX
LeH Ha 3Hepruio Ans notpebutenei.

YKpauHe Heobxooumo pa3paboTtatb CBOWM [naH AencTeui B 006NacTv BO30OHOBSEMON
SHEpreTVkM u MNpPUCTYNUTb K ero peanvauuy, UCXoad W3 YCTOMUMBOTO OCBOEHWS
BO30OHOBNAEMbIX MCTOUHNKOB SHEPTUN 1 C YUETOM BO3AENCTBUA Ha LieHbl B KPaTKOCPOUHOM
nepcnektnse. [103TOMy 3TOT MfaH LOSMKEH OCHOBLIBATHCA Ha MMEIOWENCA CTPaTernyecKkom
NHOOPMaLUK, ObITb SKOHOMNYECKN SOGEKTUBHBIM 1 0OECMEUNBATL LIMPOKME BO3MOXHOCTH
[N KOHKYPEHUWW 1 NPefnpUHMMAaTENbCTBA B XOME ero BbiMonHeHs. Ero oCHOBOW O/MKHa
CNyKnTb 6a3a GaKTUUECKINX JaHHbIX, KOTopas OyAeT pacluMpPATLCA B NPOLIECCe ero peann3aumnm,
1 OH AOJIKEH PErynapHO NepecMaTp1BaTbCA Ha OCHOBE KPUTEPMEB MPO3PaYHOCTU.

Cratyc YkpanHbl 8 PKMK OOH 1 lNpoTokone Kk Hel obecneunBaeT BO3MOKHOCTb JanbHelnLero
Pa3BUTMA XOPOWO CTPYKTYPUPOBAHHOMO MOAXoAa YKpawHbl K MPOeKTaM COBMECTHOro
OCYLL|eCTBAEHNA C COMYTCTBYIOLLEM STOMY BO3MOXKHOCTbIO CO3AaBaTb 4MHWLbl yCTaHOBNEHHOTO
Konnuectsa (EYK) 1 nonyyaTb JOXOA OT VX CTOUMOCTU.

O6wan oueHKa nporpecca

[nA  HblHEWHVX YCnoBWUM B YKpauHe XapakTepHbl HecTabwuibHOe BOCCTaHOBAEHME
SKOHOMMKK, BHYTPEHHee 1 BHellHee AaBreHye C LieMblo COBEPLIEHCTBOBAHWA PYKOBOACTBA,
reononuTMUecKne WHTepechl €& ONU3KMX COCeAel ¥ COXPaHAIOWAACA SKOHOMMYECKan
HeonpepfeneHHoCTsb B EC 1 BO BCcem Mmpe. [No3Tomy paclumpeHiie B3aumoaencTena YKpariHbl C
MeXAyHapOAHbIMIN OpraHu3aumamu, gorosopamm U EC cozaaeT HoBble npobnembl.

/13-3a OrPOMHbIX Pa3MepOB, CTPATEMMUYECKOTO MOMOKEHWSA, MPUPOAHbIX PECYPCOB, TEXHNYECKNX
BO3MOXKHOCTEW, a TakKe AONrOCPOYHOr0 SKOHOMUYECKOro MoTeHLmana, passuTre YKpauHbi
OyneT VUMeTb BaXKHble MOCNeACTBMA N8 e€ rpak[AaH U CoCefHMX CTpaH. bonblIMHCTBO
Tekywmx o3aboueHHocTelr EC B chepe 3HepreTkm OTPaKEHO B MATW AOPOXHbBIX KapTax
NS ABYCTOPOHHero cotpyaHudectsa EC 1 YKpavHbl B 001acT SHEPreTnkX. ITO AAepHas
6€30MacHOCTb, MHTErpauUusa PbIHKOB ra3a W NeKTPO3HePrnu, HaAeXHOCTb SHEProCHabKeHNS
1 TPaH3M1Ta yrNeBOAOPOAOB, YrONbHbIV CEKTOP U SHEPro3hdEKTMBHOCTD.

SHepreTMyeckad MONWUTMKA 3aHMMaeT BUAHOE MEeCTO BO BHYTPEHHEN MNOANTUKE U
nepcneKTMBHOM MNaHVMPOBaHMW. eicTBraA 1 NepcnekTVBbl YKpaviHbl NpeacTaBnaoT 60bLIOW
nHTepec ana Poccum n EC, 1 Ha KOHY CTOAT XM3HEHHO BaXKHble VMHTEPeCh KOMMEPYECKOro
XapaKTepa 1 HafIeXXHOCTN MOCTaBOK. [103TOMy HeaaBHee NprHATHE 06A3aTenbCTB No JoroBopy
00 yupexeHur JHepreTmyeckoro coobliecTBa 3afjaeT BeKTOP IBOMOUMN SHEPreTUdecKo
NONUTUKL YKpauHbl, KOTOpas Mpri3HaeT MPEeVMyLeCTBO PbIHKOB, Haafexallum 00pa3om
perynmpyeTca 1 CTPYKTYPUPOBaHa AnA KOHKYPeHUWn B chepe npefocTaBneHns YyCTONYMBbBIX
SHepPreTNYecKnx yCnyr.

B CBA3M C BaxHbIM 3HauyeHnem NPAMbIX  TOCYAAPCTBEHHbIX W YaCTHbIX WMHOCTPAHHbIX
NHBECTULIMI ANA SKOHOMUYECKOTO 0b6HOBEHMS, pacTeT NoOHVMaHne BaXHOCTUN N CPOYHOCTU
CHIIXEHMA MPpeMnK 3a PUCK AN1A MHBECTOPOB B praMHe A0 npunemMmnemblix ypOBHel;l. yﬂqueHme
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no3MUMKn YKpauHbl B peiTuHre nerkocTi BefeHvs ousHeca co 152 8 2011 roay no 137 8 2012
CBWAETENBbCTBYET O MPOrpecce B 3TOM OTHOWEHWN.

VICKYCCTBEHHO 3aHUMKEHHbIE LIEHbI HA SHEPTMIO B COUETAHUM C APYrMMI haKTOpammn Co3nanu
CUTYaLMIO, MPKU KOTOPOW MHOTME MOTPEOWTENN SHePrn Nonanu B NOBYLIKY AOCTYMHOCTY.
MoBbIlIEHME LieH Ha 3HEeprulo CKasblBAeTCA Ha WX MIaTeXeCcrnocobHOCTW, a MOCNeaAcTBus
ITUX LEH yCyrybnsaeT ypesmepHoe notpebneHne sHeprm (GakTnmyeckoe v HoMYHanbHoe)
BCNeACTBME obLlel He3DPEKTUBHOCTU CUCTEM CHAOMEHMS U KOHEYHOrO WCMOSb30BaHUA.
Mo3ToMy MpuBREYeHMe K UCMOMb30BaHMe CPeACTB Ha MOAEPHM3aLMio W OBHOBREHMe
M3HOLIEHHOW  SHEPreTUUeckon UHGPACTPYKTypbl  ABMAETCA  KIIOUYEBbIM  MPUOPUTETOM
SHEPreTUYeCcKon MNONUTUKL YKpauHbl. CTabUnbHOCTL M NPefCKasyeMoCTb IKOHOMUYECKON
N SHEpreTMyeckowm MOMUTUKM U  HOPMATWMBHO-MPABOBOWM 6a3bl OyayT CnocobCcTBOBaTb
npu1BReYeHNI0 HEOOXOANUMbIX CPEACTB.

Hannuve cpencts AnAa MHBECTUMUMIA BCErAa 3aBUCUT OT Hadnexallei OLeHKM BCero crekrpa
PVCKOB. B aHepreTueckomM cekTope YKpauHbl B VX YMCIIO BXOAAT NMOAUTUYECKNE, PErYIATUBHDIE,
PbIHOYHbIE 1 TEXHONOTYeCKme pUCKK. [1p1 OTCYTCTBIM 3aCiy»KM1BatoLLEN JOBEPUA 1 CTaOUIbHON
SHEPreTUYeCKor NONUTUKM U AOCTaTOUYHO PasyMHOrO 1 HE3aBUCUMOTO PEXMMA PErYIMPOBAHNA,
6ONBLWMHCTBO MHBECTOPOB MPEeANoUTET AOKAATECA OnpeaeneHHOCT. Mpu3biBbl K NepecMoTpy
SHEpreTUyYeckor MOANTUKK B XOe KOHCYMbTaumii ¢ obulecTtBeHHOCTblo B 2012 rogy cnemyet
paccmaTpmeaTh B 3Tom cgeTe. Cyaa no nyonunuHbiM 3asaeneHnam, nexoaawmm 13 CLUA v apyrix
CTPpaH, CXOHbIe MOCHINKY, PACUEThI 1 MPOrHO3bl B MPOEKTE SHEPreTUUeCKom NOAUTUKIA HAANEXNUT
nepecmoTpeTb. [0 MHeHMIo MDA, HeobxoaMMo cienaTb 6ONbLINIA akLEHT Ha CTOPOHe Crpoca.

CTPYKTYPUPOBaHHbIM SHEPreTUUECKUM PbIHKAM, ABASIOWMMCH MPEAMETOM  KOHKYPEHLINW,
HeobxofMmMa YBEPEHHOCTb B OGECMPUCTPACTHOM U MPOGECCUOHANBHOM PErYANPOBAHNM
Hagnexalmm obpas3omM  YMOSHOMOUYEHHbIMM — OpraHamy  perynmpoBaHua.  ocTosHHoe
COBEPLIEHCTBOBaHNE OYHKLMW PEryIMpOBaHNS B COOTBETCTBUM C 06A3aTeNbCTBAMM U
06s3aHHOCTAMK MO [loroBopy 06 yupexaeHy SHepreTMueckoro cooblLlecTsa UMEeeT A
YKpauHbl XU3HEHHO BakHOE 3HayeHme. Ha 3Tom 6asumpyeTca ee CnocobHOCTb MpuUBAeKaTb
HEOBXOANMbIE UHBECTULIMN B CETV M OOBEKTHI MO NMPOU3BOACTBY ra3a, TEMOBON U 3NEKTPUYECKON
SHeprun. XOTs ero BbiMNOSHEHWE Ha HayasbHOM 3Tane Bbi3blBano 03a00UYEHHOCTb, MOXOXE,
yTO YKpauHa JOCTUMA NyYLEero NOHUMaHMsa TPeboBaHWI 1 NPEVMYLIECTB DHEPreTUYeckoro
coobuecTsa. YunTtbiBas paboTy B 3aKOHOAATENBHON Chepe, 3aTpaThbl 1 CBA3AHHOE C STUM HOBOE
MHCTUTYLMOHANbHOE Pa3BuUTMe, KOTOPble C 3TUM CBS3aHbl, BaXKHO OyAeT YeTKO MOHMMATb
npenMyLLIeCTBa B MAaHe TOro, KOraa v KTo 1x byaeT nonydars.

Onpepenervie 3GGeKTUBHOM SHEPreTNUeCKON MONNTVIKA U BBEEHWE B AENCTBYE ee NMONOKEHMN
npv COOTBETCTBYIOWEM PETrYNATUBHOM HaA30pPe M KOHTPOME MOMMUTUKKM ABMAETCA Hayasiom
6onee AnVTENbHOrO 1 ryOOKOrO NPOLECCa, KOTOPbIV AOMKEH OXBATWTb BCIO SHEProcucTemy -
OT OCBOEHUA PeCypPCoB [10 KOHEYHOrO MUCMOMb30BaHWA. B OTCYTCTBUE KaKMX-NMOO MCKaKatoLmx
bakTopoB (Hanpumep, CAMLIKOM BbICOKasA CTOMMOCTb KamnwTana), mpyu Haluumy OTpaxatollero
3aTpaThl LeHOOOPA30BaHKIA, PA3yMHOrO PeryvpoBaHWA, YeTKMX NMPaBuil PbiHKa, Haanexallel
BblAaue pa3peLleHnii I CTPOrON OLIEHKE MPOEKTOB, NP MHBECTULMAX B KPYTHYIO SHEPreTUYeCKyo
MHOPACTPYKTYPY OyaeT MMeTb MecTo TeHAEHUMA K MPUHATMIO OOOCHOBAHHDBIX pPeLleHnid npu
cneundrKaLmm sHepreTryeckomn 3ddeKTBHOCT HOBOTO 0O0PYAOBAHMA.
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OpfHako B Crlyuasx, KOrfa pelieHus MeHee 3HauMTeslbHbl UM KOMMETeHLIUsS OrpaHuyeHa
M COOKYCMPOBAHA Ha MWHbIX acnekTax, HeT HWKAKOW rapaHTUM TOro, YTO COODBpPaKeHMs
SHEPro3GGEKTMBHOCTM  GyayT [OCTAaTOYHbIMK NGO BeckumW. [lpu3HaBas 37O, BRacCTy
YKpanHbl npuberany K perynnposarnio. CylecTByeT MHOXECTBO MPUMEPOB YPEe3MEPHOTO
PErynnpoBaHns B Cliydasx, Koraa bonee yaoBneTBOPUTENbHBIX PE3YIbTaTOB MOXKHO 6bl10 Obl
JOCTWUb C MOMOLLbIO 60Mee MAFKOrO 1 OPUEHTUPOBAHHOTO Ha PBIHOK MOAXOAA C YNOPOM Ha
MHOOPMUPOBAHNE 1 OCBEJOMIEHHOCTb.

B Tex crnyuyasx, KOraa perynvpoBaHue ABNAETCA HaafeXallyM, OCHOBHbIM COODpaXKeHNEM
[OMKHa ObITb SPPEKTUBHOCTb. [103TOMY MMaBHOW AeTePMUHAHTON IGGEKTUBHOCTM NOOOro
PEerynmpoBaHunA ABIAETCA CTEMNEHb €r0 SKOHOMUYECKON MPONOPLIMOHANBHOCTH, MPAKTUYHOCTY
1 ocyuectsumocTn. ObecneyeHne COOTBETCTBUA NMPW Pa3yMHbIX 3aTpaTax BO3MOXHO NNLLIb
nocne cobnoaeHns yCnoBmin NPONoPLMOHANBHOCTY U MPaKTUYHOCTU.

Takvm 06pa3oM, XOTA MHOMVE LeAn MOAUTUKM YKPAMHCKMX BAacTel ACHBI, CMocobbl KX
3OdEKTUBHOIO OCTVKEHMSA MeHee AeTanbHO M 3a4acTylo HeJoCTaTOYHO MPopaboTaHbl Ans
JeiCTBU MO OCYLLECTBAeHMIO. ITO MOHATHO, MOCKOMbKY pa3paboTka MofnTUKL B 06nacTu
SHEPro3GGEKTUBHOCTM Ha MHTENNEKTYaNlbHOM YPOBHE MOAPasyMeBaeT COanaHCMpPOBaHHbIN
yueT eé B3aMMOAeNCTBMA C APYMMMU HANPaBAEHUAMY NOAWUTUKM, YacTO HaxOAAWMMMCA Ha
Takow e CTaann GopMMPOBaHKA. B SHEPreTUUYeCKoW NOUTUKE Her3beXHbI KOMMPOMUCChI
MeXay TPAAMUMOHHOM AOCTYMHOCTbIO, 6E30MacHOCTbIO M BO3AENCTBMEM Ha OKPYXaloLLYio
cpeday, K KOTopbIM B YKpanHe cneayeT 1o6asuTb COLManbHY0 NpremMneMocTb. MNpn npr3HaHum
CNOXKHOCTY 3TOW PaboThl Kak TaKOBOW CTaHeT ACHO, UTO MPOLeCC peanusaunv ABNAeTCH
ropasfo 6onee OOWMPHOW, MHOTOFPAHHOM U HEUeTKO 0O03HaueHHoW 3adadels, Kotopas B
NOJHOM MEePe BbIABNAETCA I1LIb B MPOLECCE OCYLECTBAEHNS.,

BbinonHeHne oTHOCUTCH K Cdepe pbiHKa — PArMeHTUPOBAHHOTO PbiHKA CO MHOTMVMM
YUACTHVKAMK, KaXOblA MX KOTOPbIX MMeeT CBOW COOCTBEHHBIM Kpyr noTpebutenein wu
NOCTaBUIMKOB, W OPraHoB PerynMpoBaHusa. HepasymHO OXuaaTb, 4YTO Yy  KakKoro-nvbo
pa3paboTyrka MOMUTUKM eCTb MOSHAA W aflekBaTHad KapTiHa pbiHKa. [la My pbiHKa He
OyfeT NoNHOro MOHMMAaHWA TOro, YTO UMEET B BUAY Pa3paboTuMk noamuTuki. B 3TOM CyTb
KOHCY/bTaTUBHOIO MOAXOAa, MPY KOTOPOM [paBuUTENbCTBO NPeCTaBAeT CBOV NMPeioKeHs
M npeanaraeT BbiCKaszaTb 3amevaHus. XoTa B OOWMX uepTax 3TOT Mpouecc npocT, 6e3
TUATENbHON MOATOTOBKM UM UCMONb30BaHMA HaAeXHOM 6a3bl IMIMPUYECKMX AaHHBIX OH
M3BPALLAeTCA, a pe3ynbTaT ABNAeTCA HeCchanaHCMPOBaHHbIM UV HEBEPHbBIM. [1paBUTENbCTBA
BO MHOMMX CTPaHax NpuberatoT K MOMOLM MHCTUTYTOB [/19 3arosHEHNA NPOOeNoB B JaHHbIX
nyTem WCCNefoBaHniA - UCCNefoBaHWi, KOTOpble MPOAOIKAIOTCA W MOC/ie Hayana dTana
BbINMOHEHNA C KOHKPETHOW LIeNbio MOHWUTOPVIHIA 1 aHanm3a nporpecca.

B nepson nonosuHe 2013 rofa, MeHee dem uepes TP rofla BbIMOMHEHUA YeTblpexyieTHel
nporpammbl Ha 2010 — 2014 rofgpl, yKe OYeBMAHO, YTO NMepBas 13 YeTbipex KIoUeBbIX Lesen
B 06nacTV 3Hepro3ddeKTMBHOCTY He AOCTUrHYTa, a YeTBepTasd, BO3MOXHO, He noadaeTcs
n3MepeHnto. TakMMm 0b6pasoM, VIMEKTCA COMHeHVs OTHOCUTENbHO YPOBHA MOHWUMAHWS,
FOTOBHOCTW 1 CMOCOOHOCTM GOPMYIMPOBATb LIV SHEPreTUUeckor MOMUTUKY, BbiAeNnsaTb
cpencTBa 1 obecrneuvBaTb MX AOCTUKeHWe. CBMAETENbCTBA YKa3blBAOT Ha HEOOXOAMMOCTb
ryboknx pedopm NOANTUUECKOrO MPOLIECCa, YemMy MOXKeT CNoCOOCTBOBATh CylleCTBeHHOe
NOBbILIEHVE OTKPLITOCTY, BOfIee LMPOKKIA HAOOP AaHHbIX, MPO3PaYHOCTb MPUHATUA PELIEHNI,
a TakXe YCTaHOBMEHME NOAOTYETHOCTM M OTBETCTBEHHOCTM 3a AOCTVKEHNE Lienei.
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PekomeHpauun

O6wume peKomeHgaLun

HpaBl/lTeﬂbCTBy pral/leI peKoOMeHAYETCA ONnpaBAaTb 3aKOHHbIE OXMAAHWA B OTHOWEHNN
nepecmMmoTpa QHGDFGTVI‘-{ECKOM CTpaTernn Ha ocHoBe 060CHOBAHHbIX NCXOAHbBIX MOCHITOK,
peanncTnyHbiX MNPOrHO30B W MPW3HAHHOIO MOoTeHUMana 3Ha4nTe/1bHOro MoBbIWeHNA
9Hepl’03¢¢eKTVIBHOCTV] B COOTBETCTBUN C I'IOTpe6HOCTﬂMl/I Pa3NnyHbIX 3aMHTEPECOBaHHbIX
CTOPOH. PEKOMeHﬂyeTCﬂ YCKOPWTb OKOHYaATESIbHYO ﬂOpa6OTKy CcTpaternn.

MpaBUTENbCTBY YKpPaUHbl PEKOMEHYETCA YCKOPUTb BCE HEOOXOAMMbIE U »KenaTesbHble
pedopmbl C Tem, YToObl pPaAvikanbHO YAYUWKUTb i) NEPCNeKTVBbl ANls UHBECTULMA U ii)
npencTaBnerrs 06 YKpanHe, OCHOBbBIBAIOWMECA Ha CUCTEMAX MOKa3aTeNel aBTOPUTETHbIX
MEX[yHapPOAHbIX OPraHu3aLui.

MpaBuUTENbCTBY YKpanHbl pekoMeHayeTcs obecrneuntb MoakpenneHne onybnmkoBaHHbIX
UM MOUTUYECKUX HAMEPEeHWN CepbesHOoM NporpaMmon  AenCTBUKM, NOANexallen
NeproaMYECKON OLeHKe, NepecMoTpy W KOPPEKTMPOBKE B COOTBETCTBUM C  YETKO
U3NOKEHHBIMI NPUHLIMAAMN.

MpaBMTENbCTBY  YKpaWHbl  peKOMeHAyeTCcA  MpeAnpuHATL  Wwarm B paspaboTke
SHepreTMUecKon NOAUTUKK B ayxe [porpammbl dKoHOMMYECKMX pedopm Ha 2010-2014
roabl Ana obecneyeHna BO3MOXKHOCTY MOYYeHMA OTAauUM OT PaboTbl FOCYAapCTBEHHbBIX 1
YaCTHBIX YUpexaeHWI 1 3anHTepecoBaHHbix HIMO.

HpaBV]TeJ’IbCTBy praVIHbI pekomeHayeTcA Nno-npexHemy  NoAOePXMBAaTb  MEpbI,
HaMpaB/eHHblIe Ha MNOoBbllWeHWe  OCBeAOMITIEHHOCTHN 06 BHepI'OQCb(beKTI/IBHOCTI/I M
npocBeleHre rocydapCTBeHHbIX ClyXKalx M WNPOKKMX CJTI0EB HaCeleHMA Ha MECTHOM,
PermoHaIbHOM 1 HallMOHaTbHOM YPOBHAX.

UHcTnTyynoHanbHasa CTpyKTypa

MpaBUTENbCTBY YKpPanHbl, C MOMOLIbIO COOTBETCTBYIOLLMX YUPEXAEHNA 1N KOHCYNbTALMNA
C OOLeCTBEHHOCTbIO, PEeKOMeHAYeTCA ObecrneunTb [OCTUKEHME BbICOKMX CTaHAapTOB
yrnpaBneHvs npwu paspaboTke MOMWUTUKK B 0ONACTV SHEPreTUKN 1 SHEProdhdeKTMBHOCTH
Y B XOfe ee peanum3aumm nytem nubepanvzalum SHepPreTMYeckoro poiHKa 1 MpUBaTU3aLmm
KOMMYHasbHbIX NPEANnPUATUIA N PETYIMPOBAHUSA KOHKYPEHLINN.

MpaBUTENBCTBY PEKOMEHLYETCA B CPOYHOM MOPSAAKE MPUHATb MEPbl K obecrneyeHuio
HaNUuMA HaanexalMm 0bpPa3omM CTPYKTYPUPOBAHHOTO MHCTUTYUMOHAIBHOIO NMOTEHUMana
ana >dbeKTUBHOM Pa3paboTKuM, MOHUTOPWHIA, aHanmM3a M nepecmoTpa MOANTUKA B
06nacTV 3HEpPreTnKM 1 3HepProd3ddeKTUBHOCTK, ee peanuaumm K obecrieyeHua eé
OCyLIeCTBAEHNA.

MpaBuTENbCTBY  YKPaMHbl  PEKOMEHIYETCA O0ecneunTb pPasBuUTUE  YUPEXAEHWA  Ans
NPOABMKEHNA YCTONUMBOW SHEPIETHKY, BKNIOUAA SHEProdGGEKTVBHOCTb, BO30OHOBIAEMbIE
MCTOYHMKM SHEPTUMN 1 BO3MOXKHOCTY COBMECTHOM peanm3aLmn.

MpaBUTENBCTBY PEKOMEH[IYETCA MOBLICUTH CTaTyC AreHTCTBa MO dHepProdadGeKTVBHOCTU 1
yUpEeauTb ero B KauecTse OTAeNbHON CTPYKTYPbI B [1paBUTensbCTBe.

HpaBl/lTeﬂbCTBy peKkoMeHAYyeTCA obecneunTb BblaeneHne [OCTaTOYHbIX KaApOoBbIX W
d)l/IHaHCOBbIX pecypcos AreHTCTBy no 3Hep|'03(1)¢el<Tl/lBHOCTl/l Kak Beayulemy areHTcTBy,
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a TakXke BCEM MOAPAa3AENeHUAM MUHUCTEPCTB W PervoHanbHbIX  afMUHUCTPALMI,
OTBETCTBEHHbIM 3@ Pa3PaboTKy 1 Peann3aLmio Nporpamm B 061acTy SHEPro3GHEKTUBHOCTU.

MNpaBWTenbCcTBY  YKpaMHbl  pekomeHayetcs  obecneuntb  BbICOKYIO — CTeneHb
MHOOPMUPOBAHHOCT  COOTBETCTBYIOLMX YUEBHbIX 3aBefeHnit U NpodeCccMOoHanbHbIX
opraHu3auunii,  3aHMMaIOLMXCA  0DOPA3oBaHMEM U MOBbILIEHMEM  KBanuduUKaumu,
OTHOCUKTENbHO Lienei, 3aaay 1 nporpamMmm B 0061acTv SHEProsdpdeKTUBHOCTY.

HpaBl/lTeﬂbCTBy pekomeHayeTcA obecneunTb YyCNnoBuA, pecypcbl 1 NOAAEPXKY  ANA
obecneueHua 6eCI'IpVICTpaCTHOCTI/I N HE3aBNCUMOCTN OpraHa perynmpoBaHa SHEPTETUKN.

JHepreTnyecKkunii pbiIHOK U LleHoo6pa3oBaHne

[MpaBuTENbCTBY YKpauHbl pPekOMEHAYETCA [OKa3aTb CTeneHb CBOEW MPUBEPKEHHOCTM
OTpaalollemy 3aTpaThl LleHoobpas3oBaHWio B sHepreTuke. lapannenbHo C NosbllleHem
LEeH, eMy HeobXoAMMO ObecrneunTb KOMMAEKCHbIM MOAXOA K VHAMBUAYANbHOMY YUeTy,
3ODEKTUBHOCTM KOHEYHOTO MCMOMBb30BaHWA, KOMGOPTHOCTM U APYrMM NpPenmMyLLecTBam.
Emy pekomeHAyeTcA NpOAOMKWTL MpoBefeHWe pedopMm Haanexalymu Temnamn Ha
MPOYHOM PBIHOYHOWM W MOANTNYECKOM OCHOBE.

HpaBVITeJ’IbCTBy pekomeHayeTcA obecneynTb TLLLaTeJ'IbeII7I MOHUTOPWHE  AOCTYMHOCTU
SHeprn n CO,D,eI;ICTBI/Ie MPUHATUIO KOPPEKTVPYIOLWKMX Mep 1A obneryeHus pr,D,HOCTeIZ C
MOMOLLbIO IKCTMEPTHOro OpraHa.

MpaBunTenbCTBY YKpaViHbl peKoMeHayeTcs obecneunTs, YToObl ero ANPEKTVBHbIE YKa3aHWsA
OpraHy perynmpoBaHus Obin NPO3payHbIMK, MPOUCTEKANV U3 SHEPreTUUYECKOW NMONUTUKM
1 ObInV TATEeNbHO NMPOAYMaHbI BO 13beXKaHe HenpeaBuaeHHbIX MoCnencTBui.

MpaBUTENBbCTBY PEKOMEHAYETCA MPWHATL Hagnexawme mepbl 478  3hdeKTMBHOro
PETYNVIPOBAHNA MOHOMOMMI U KOHKYPEHLMIN Ha PbIHKAaX 3MEKTPOIHEPTK, NPUPOAHOTO
rasa v pacnpegeneHun Tenna.

HpaBVITeJ’IbCTBy praI/IHbI pekomeHayeTcAa obecneyntb nposegeHne ped)Oprl
LUEHTPaIM30BaHHOIO TennoCHabXeHnsa B OONTOCPOYUHbIX  NHTEpPEeCax I‘IOTpe6I/ITeJ'I€‘M
n C y4yetom unx I'IOTpe6HOCTeI7I B KpaTKOCpOMHOI;I nepcnekTnee. HpaBI/ITeJ'IbCTBy
pekoMmeHOyeTCa npocnegnTb 3a TeM, YTOObI PaMOuHble YyCNOBUA MpenoCcTaBieHna ycnyr
Mo OTOMMEHNIO CrOCOBCTBOBANN npnBevYeHno HOBbIX VNHBECTUILIMI C LIENbIO MOBbIWEHNA
3Hepr09(|)d)eKTVIBHOCTI/I N KaveCTBa NpeAoCTaBIAEMbIX YCIYT.

®OuHaHcMpoBaHMe SHepro3pPpeKTNBHOCTU

MpaBuTeNbCTBY  YKPaWHbl, WCXOAS W3 HAAEXHbIX DHEPreTUYecKMx MpPOrHO30B U
SKOHOMMWUECKOTO aHam13a, PeKOMEH/yeTCs 3aKnaablBaTb B OIOAMET JOCTATOUHbIE PACXOfb!
Ha MCMOMb30BaHWe OFPOMHOrO NOTEHLMANa SHEProsdGEKTUBHOCTI B SKOHOMMKE C Liefbio
NOBbILLIEHVS 6AAar0COCTOAHMS, KOHKYPEHTOCMNOCOOHOCTY 1 YMEHbLLIEHWA BO3AEUCTBMA Ha
OKpY>KaloLLyto cpefy.

MpaBuTenbCcTBY  YKpauHbl  pekomeHayeTca  obecneuntb, 4ToObl  MpefoCTaBnsemoe
duHaHcMpoBaHMe 1 OlOKeTHble  acCUTHOBaHWA — OblM  AOArOCPOYHBIMK U
c6anaHCUPOBaHHBIMY MEXAY MHCTUTYTaMM1 1 X NPOrPaMMaMM.

MpaBUTENbCTBY YKPaUHbI PEKOMEHAYETCA NPeayCMOTPETb AONTOCPOYHOE MYHULIMNANbHOE
GUHAHCMPOBAHKE 1 NPABO MYHUUMMANWUTETOB YAEPXKMBATb CPEACTBA, COKOHOMIIEHHbIE B



BBEAEHWME

pe3ynbraTte VNHBECTULMI B 3H€‘p|'03d)d)eKTl/lBHOCTb, C uenbto obecneveHunsn Hafnexallnx
CTMMYNOB ONnA AeATeNbHOCTA Ha MyHULIMMaIbHOM YPOBHE.

MpaBWTeNbCTBY YKPaUHbI PEKOMEHIYETCA PacCMaTpMBaTb 0OA3ATENBCTBO MO MOBbLILIEHWIO
SHEProaQGEKTUBHOCTU B KauecTBe OfJHOTO W3 YC/IOBWIA MPEAOCTaBAEHUS NLEH3MN Ha
3HeprocHabxeHne Nobor SHePreTUYECKON KOMMaHMN,

MpaBWTeNbCTBY YKPaWHbBI PEKOMeHyeTCs TUATeNbHO M3yyaTb XapakTep W rMOKOCTb
noboro obA3aTenbcTBa B 0611acTy sHEProaddeKTMBHOCTH, UTOOLI YOCTOBEPUTLCA B €r0
SKOHOMMYECKOW SQGEKTUBHOCTM 1 CMOCOBHOCTN JOCTUXKEHMA KENaeMoro pesynsrata B
WHTepecax notpeduteneil.

MpaBUTENbCTBY YKPavHbl PEKOMEHIYeTCA MCNonb3oBaTh onbiT MOY npu paspaboTtke
HaNOroBOW MOSIUTUKM 1 HANOTOBbIX JIbFOT Ha 3HEProsdpdEKTVBHOCTL Y BO30OHOBAEMbIE
NCTOYHWKW SHEPTUM AN MAaKCUManbHOM 3GGEeKTUBHOCTM NI0OLIX TbroT Takoro poaa.

Mporpammbl n mepbl B 06nacTyi sSHepros¢ppeKTNBHOCTA

MpaBUTENbCTBY YKPaVHbI PEKOMEHYETCA 06eCneunTb PeanmcTMUHOCTb BCEX MPOrpamMm B
00nacTn 3HePro3dGEKTUBHOCTI C TOYKM 3PEHNA UX XKENAEMbIX DE3Y/BTATOB.

MNpaBUTENbCTBY PEKOMEH/IYETCS 3aBEPLINTD BBEEHVE SKOHOMUYECKM SDOEKTVBHBIX Mep
AIMUHUCTPATUBHOIO XapaKTepa, TakMX Kak MAapKMPOBKa SHEPTrOIQGEKTUBHOCTI BBITOBbIX
2NeKTPONPUOOPOoB. Kpome TOro, eMy pekoMeHAyeTCa NpoaHanv3nMpoBaTh ¥ PacCMOTPETb
BOMPOC O BBEAEHWM Ha [JOOPOBOSIbHOM OCHOBE XOPOLIO 33aPeKOMEH0BaBLIMX Cebs
CTaHOAPTOB dHEProdddEKTUBHOCTL ONA PA3NIMUHBIX KATEropuii SHEpPronoTpednaoLmx
TOBapOB.

MpaBuTENbCTBY YKparHbl pEKOMEHAYeTCA obecneunTs NpoaokeHre pedopmbl CeKTopa
LEHTPAIM30BAHHOMO TEMNOCHAOXKEHMA TakMM TEMMaMV U B TaKOW MOCIEA0BATENbHOCTY,
KoTopble obecrneyaT BbICTPYIO OKYNaemMoCTb W CBEAYT K MUHUMYMY PUCKM, CBA3aHHbIE C
HELOCTATKOM VHBECTULWI UM COCTOAHMEM LIEHHBIX aKTVBOB.

[MpaBUTENbCTBY YKPaVHbI PEKOMEHyeTCA 0becrneunTb MPaBoBoe COAENCTBIE MPOrPaMmam
PEKOHCTPYKLMM B TOM, UTO KacaeTcA 00s3aTeNlbHOro yyacTua COOCTBEHHWMKOB Wb,
HaaneXallnx CTaHAAPTOB U rapaHTMK KauecTsa.

B npouecce popaboTkm 3akoHa «O6 3HeprosapOeKTUBHOCTU B XUMbIX 1 OOLLECTBEHHbIX
30aHMAxX», [paBUTENbCTBY  PEKOMEHAYETCA MNPUMEHWUTb  CTpaTermueckmii  noaxod K
peanvzaunn Jupextnebl EC No sHepretmyecknm nokasaTtenam 34aHWN ONA NOyyYeHUA
MaKCVManbHbIX BbIFOA 1 CBEAEHMA K MUHUMYMY U3AEDXKEK BbIMOMHEHWA.

MpaBnTeNbCTBY  YKPaMHbl  pPeKOMEHIYeTCA MPWHATb M Peanv3oBaTb  HauWOHanbHbIN
nnaH AencTBrin B 00NacT 3HeproadGeKTUBHOCTY, Npexae Yem BBOAWTb HOBbIE Mepbl B
CTPEMNEHUM K JOCTUMXEHMIO CBOVIX LIeNIeBbIX MOKa3atenen Ha 2020 roa.

[MpaBWTENBCTBY YKpanHbl PEKOMEHAYETCA COAENCTBOBATL BHEAPEHMIO cTaHaapToB 1SO 50
001 Ana KpynHbIX NPOMBILLNEHHbBIX MPEANPUATAR, BKITIOUAIOLMX CTAHLAPTU3UPOBAHHbIN
NoAX0a K NPOBEEHNIO SHEProayanTOB.

MpaBuTENbCTBY YKPaUHbI PEKOMEHAYETCA PeKOMEH0BaTb [OCYAapCTBEHHOMY areHTCTBY
No 3HEProaGGeKTUBHOCTM pa3paboTaTb MPOrPaMmMbl C WUCMONb30BAHMEM HaWUMyyLLInX
VIMEIOLLIMXCS TeXHONOMIA, NPeACTaBAALWNE UHTEPEC ANA AOHOPOB 1 MOY.
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Bo306HOBNsAEMbIe UCTOUHUKMN SHEPIUUN U KOreHepauus

HpaBVITeJ’IbCTByYKpal/IHbI pekomMeHAOYyeTCA Ppa3smelllaTb SKOHOMUYECKMI aHaNN3, TeXHYecKme
OUEHKM 1 sKoNnornyeckne nocneactsmnAa CBOUX MjiaHOB MO OCBOEHUIO BO300OHOBAEMbIX
NCTOYHNKOB 3HEPrmnn (BM3) B OTKPbITbIX NCTOYHNKAX.

MpaBunTenbCTBY YKpanHbl pekoMeHayeTca B Oofbluel CTerneHy COoCpefoTounTbCcA Ha
CTOVMOCTW U JOCTAaTOYHOCTN CTUMYSIOB U yCTPaHeHn Gapbepos ocBoeruio B3, yewm, K
npVIMepy, Ha CO3AaHNN NPENATCTBUM KOHKYPEHLINN.

[MpaBUTENbCTBY YKpanHbl PEKOMEHAYETCA MPOBECTU KOHCYNbTaLWmn No [NnaHy J4encTBui B
00nacTV BO30OHOBNAEMOM 3HEPreTUKM, 40paboTaTb ero 1 B3ATb Ha ceba 006A3aTeNbCTBO Mo
€ro BbINOSIHEHNIO, MPEXJe YeM BBOAUTL B AENCTBME HOBbIE MEPbl B MOLAEXKKY OCBOEHMA
BO30OHOBAAEMbIX MCTOYHMKOB SHEPTMN B CTPEMIEHNM AOCTMYb LieNleBOro nokasatena 11%
8 2020 roay.

B cBete aKTMBHOM nponaraHibl OVOMACChl  MEXAYHAPOAHBIMU U YKPAUHCKUMM
obo3peBaTensamu, [paBUTENBCTBY peKOMeHAyeTCsA B3ATb Ha cebsa 00A3aTensCcTBO MO
OCYLLECTBNEHWMIO PAlA PErMOHANbHbBIX MUNOTHBIX MPOEKTOB AMA BanvhaUWmM NoTeHumana
COMOMbBI 1 ApeBecHOM B1MOMacChl C MUCMOMb30oBaHMeM Moaxoaa «obyyeHune B npolecce
AEATENBbHOCTUY,

[MpaBMnTENbCTBY YKPaNHbBI PEKOMEHAYETCA MPOCNEANTb 3a TEM, UTOObI KOreHepaLma ABNANACH
HeoTbemnemolr uYactbto [lnaHa AencTeuii B 06MaCTM BO30OHOBAAEMOW 3SHEPreTUKM,
NOCKONbKY TEXHWYECKME, PbIHOYHDBIE, PErynaTUBHbIE 1 SKONOrMYeckre npobnemsl 0bpasytoT
eAvHoOe Lienoe npu BbIHECEHN Pa3yMHOrO pelLleHus.

PeKOMeHﬂyeTCH No-npexHemy CO,D,€I7ICTBOBaTb [Pa3BnTO BbICOKoad)d)eKTI/IBHOPI
KoreHepaynn B MHTepeCax onTMasibHOro NCNoOb30BaHMA MMEIOLLEroca rasa.

C60p AaHHBIX 1 MOHUTOPUHF

MpaBWTeNbCTBY YKpanHbl peKOMeHAyeTCA No-NpexxHeMy COAENCTBOBATL COOPY, 0006LLEHWIO
Y CBOEBPEMEHHOW MybnMKaLmMu CTaTUCTUYECKMX [aHHbIX O CMPOCe Vi NPeaoKeHnn B
SHEpreTviKe, BO3NOXKMB OTBETCTBEHHOCTb 3@ VX NPeOCTaBNeHe Ha NEPBUYHbBIE UCTOUHVIKY
MHGOPMaLMK, a 3a NybnrKaLmio — Ha [oCyapCTBEHHYIO CIY»KOY CTaTUCTUKMN.

ToYHOCTb HEepreTMyeckoro OanaHca MMeeT BaKHOe 3HaueHue AnA roCyAapCTBEHHOrO
M YacCTHOrO MaHVMpoBaHWUA. [1paBUTENbCTBY peKoMeHayeTcs obecneunTb  AOCTynM
noTpebuTenen K TOYHbIM CBOHbBIM AaHHBIM MO SHEPTOCHAOXKEHNIO 1 SHEPTroNoTpebneHnto
B OTAE/bHbIX CEKTOPAX.
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Geography

Physical

Ukraine occupies an area of 603,000 km? and consists almost entirely of fertile plains that
form a large portion of the East European Plain. The World Factbook® describes the climate
as temperate continental, and Mediterranean only on the southern Crimean coast. The
precipitation is disproportionately distributed, highest in the west and north and lower in the
east and southeast. The winters vary from being cool along the Black Sea to cold farther inland,
and the summers are warm across the greater part of the country, and hot in the south.

The Dnipro Lowland is the central part of the country. Other lowlands extend along the shores
of the Black Sea and the Azov Sea in Southern Ukraine, while the Crimean Peninsula, in the
extreme south, has both lowlands and uplands. The Carpathian Mountains extend across
Western Ukraine for more than 240 km.

The principal rivers of the Dnipro, Don and Dniester all drain southward through the plains
and flow into the Azov-Black Sea Basin. Ukraine’s most important river, the Dnipro, is dammed
along much of its course for hydroelectric, water management and irrigation purposes.

Figure 1 Physical geography of Ukraine
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Population

According to the State Statistics Service of Ukraine (SSU or Urkstat) and the 2001 population
census, in 2001 ethnic Ukrainians made up more than 77.8% of the population of 48.45

* World Factbook 2013—14. Washington, DC: Central Intelligence Agency, 2013
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million. The population has since declined and was estimated to be 45.6 million in 2012.
Preparations for a new census are underway in 2013. Russians are the largest minority group,
accounting for about 17% in 2001. Other ethnic minorities, each accounting for less than
1%, are Belarusians, Moldavians, Tartars, Poles, Bulgarians, Jews and Greeks. The population
density averaged 75.8 persons/km?in 2012 and is highest in the industrialised Donetsk Basin
and Dnipro Bend regions and in the agriculturally productive forest-steppe belt.

The Ukrainian language is related to both Russian and Belarusian and belongs to the Slavic
group of languages. Ukrainian and Russian are the principal ethnic languages and are widely
understood. Crimean Tartar is the principal language of the Autonomous Republic of Crimea,
where Russian is widely spoken.

Natural Resources

The belt of mixed forest and steppe running east-west across south-central Ukraine has rich
black soils and their intense cultivation has established the country as a major producer of
winter wheat and sugar beets. Other crops include sunflower seeds, maize, potatoes, grapes,
oats, rye, millet and buckwheat. Fruits and vegetables are grown on the outskirts of cities, and
cattle and pigs are raised throughout the country.

Ukraine has rich reserves of iron ore, bituminous and anthracite coals and manganese-bearing
ores located in close proximity to each other. Where they occur, in the east-central Ukraine,
is the industrial heartland of the country and one of the major heavy-industrial and mining-
metallurgical complexes of Europe.

Ukraine also produces natural gas and petroleum, though reserves are now in many cases
depleted. Nevertheless there are good prospects for the discovery and development of
additional petroleum and shale gas resources. The Ukrainian economy largely depends
on heavy industry and agriculture. Besides its basic mining industries, the Donetsk Basin
has ferrous-metal industries that produce iron and steel in large quantities. Durable goods
manufactured in the Donetsk Basin include mining and metallurgical equipment, automobiles
and tractors.

Political System

Ukraine's political system underwent rapid change in the early 1990s after the country gained
its independence from the Soviet Union in late 1991.

During the Soviet period (1922-1991), Ukraine was governed by the Ukrainian Communist
Party, which in turn was subordinate to the Communist Party of the Soviet Union. After
independence, Ukraine’s legislature was converted to a functioning parliament, the Verkhovna
Rada, whose members, the people’s deputies, are elected to five-year terms in freely contested
elections.

The chief executive of Ukraine is the directly elected president. The day-to-day administration
of the government rests in the hands of the prime minister, who heads the Cabinet of Ministers
and is chosen by the president with parliamentary approval.

In June 1997 the Parliament of Ukraine adopted a new constitution that confirmed the
authority of the president, maintained a unicameral parliament and affirmed that Ukrainian
is the state language, while making allowances for the use of other languages (Russian and
Crimean Tartar, for example) in areas where they were the primary languages spoken.
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Ukraine has improved relations with Russia without, however, abandoning the priority of
European integration. The country has completed technical negotiations on a deep and
comprehensive free trade area (DCFTA) and an association agreement with the EU.

The country is administered through a structure of 24 oblasts, one autonomous republic,
Crimea, and two municipalities with oblast status, Sevastopol and Kyiv.

Figure 2 Principal cities of Ukraine
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Economic Background

On independence, Ukraine inherited substantial capacity in terms of its metallurgy and
chemicals, energy infrastructure, revenues from levies on the transit of energy resources
from Russia to Europe and abundant resources of fertile land. This inheritance, according to
a document by the World Bank,” created economic rents that allowed Ukraine to muddle
through without deep reforms.

According to the same source, the following is the case.

“The transition recession of the early 1990s has left deep scars. The outcome of the early transition
years was the concentration of wealth in the hands of the few and the erosion of social security
and public service standards. The combined failures of early reform efforts to deliver tangible
improvements and of government to stem state capture and corruption have sapped public
support for reform and prompted successive administrations to opt for short-term fiscal handouts
instead”’

However, after the indifferent economic performance led to an economic crisis, the government
achieved a psychological breakthrough in September 1996 with the introduction of a new currency,
the Ukrainian hryvnia.

In January 2012 the World Bank saw Ukraine as the juncture of an association agreement with the
EU, including a DCFTA that would provide an anchor for economic reforms. It acknowledged that
there is growing understanding among the country’s leadership that, without a more constructive
dialogue with civil society and business, ambitious development goals will not be achieved.
However, it opined “the government faces significant economic and political challenges in the face

5 World Bank, Washington, Report No. 66279-UA of 20 January 2012
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of public resistance against unpopular measures to bring sustainability to public finances, such as
pension reform, utility price increases, or the reform of social privileges'”

Ukraine's civil society is vocal and strong. In 2010, there were about 4,000 active civil society
organisations (CSOs), with some 40% having three or more permanent staff members. Support of
donors in building the capacity of CSOs will continue to be very important.

Economy

Outlook

According to the 2 April 2013 Ukraine Economic Update of the World Bank the economy of
Ukraine is in recession because of weak external demand and delays in policy adjustment.
Growth in 2013 is projected to remain weak and vulnerable to external shocks. The World
Bank argues that, along with macroeconomic adjustment, structural reforms are needed to
jumpstart growth.

Figure 3 GDP indicators 1990-2010
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Source: 2012 IEA online electronic statistical database
and national statistics, provided by Ukrainian authorities

Referring to Figure 3 above and according to the World Bank Update (2013) cited above, “after
a 14.8% Gross Domestic Product (GDP) decline in 2009, the economy grew 4.2% in 2010, and
posted 6.6% growth in the third quarter of 2011. Domestic demand has played an increasing
role in driving growth in 2010 and 2011, in contrast with 2009"

The update notes that industrial production has also recovered but with volatile growth rates,
highlighting the dependence on a few commaodity prices, such as that of steel. FDI flows
remain low compared to their pre-crisis level, partly due to governance concerns and the poor
investment climate. The state-owned oil and gas enterprise, Naftogaz, was expected to run a
1% GDP deficitin 2010 and balance its finances in 2011. The target for 2010 was missed, chiefly
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on account of a larger deficit in Naftogaz. Steady tariff increases in gas and heating are needed
to entrench fiscal consolidation, the World Bank opines.

“After significant deposit outflows during October 2008 — March 2009, the situation has
stabilised; banks have been recapitalised, and deposits have returned to the system. The banks'
non-performing loans remain high at around 40%, with few policy measures so far taken to
address them”

The World Bank's base case forecast is for a continued but fragile recovery that is not free of risks.
The increased uncertainty in international financial markets has resulted in a lower appetite for
risk, and investors have opted to reduce their exposure to several emerging markets, including
that of Ukraine.

Business Environment and Competitiveness

The World Bank, in giving its assessment of the business environment, has commented on a
range of issues impacting on the prospects for economic growth in Ukraine:

The World Bank highlights the scale of the shadow economy.

“According to national statistics, in 2010, 4.7 million people in Ukraine between the ages of 15—
70 worked in the informal sector, equivalent to about 23% of total employment. International
comparative studies put the shadow economy at 55% of GDP (average over 1999-2007), or
145" the largest out of 151 countries for which estimates have been produced. Informality is
concentrated in rural areas, partly because of the prevalence of informality in the agricultural
sector!

On the ease of doing business, Ukraine ranks 137" out of 185 countries according to the Doing
Business 2013, up from 152nd in 2012.° Low ranking metrics are dealing with construction
permits (183rd), obtaining electricity (166th) and registering property (149th). According to
the World Bank, reforms to entry regulations, the tax system and construction permits account
for the improvement in the overall ranking.

FDI has been lacklustre; moreover, FDI has been concentrated on thin capitalisation schemes
of existing businesses often recycling domestic capital via tax havens. Transformational FDI in
the real sector that would bring technology, enable modernisation and foster diversification
— central to the economic development strategy of the country — has been insignificant.

Improvement in Ukraine’s medium-term growth prospects requires substantial private
investmentto moderniseindustrial facilities,increase energy efficiency and improve agricultural
yields. Ukraine has significant unexploited efficiency reserves in the real sector but, without
significant complementary private investment and public spending to improve transport,
energy and municipal infrastructure, these reserves cannot be tapped. Lack of competitive
pressures and a poor investment climate have tilted private sector incentives against investing
in the official real sector, and instead sponsored a burgeoning shadow economy. Constraints
in the business environment have also limited opportunities for Ukraine to better exploit its
scientific and research potential.

While some progress has been made on regulatory issues, barriers to successful business
remain high. Ukraine has been trapped in a self-perpetuating low equilibrium of high entry

¢ Doing Business 2012: Doing Business in a More Transparent World, IFC and World Bank
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barriers, low competition, limited incentives for technology adoption, low export diversification
and sophistication, high vulnerability to commodity prices and incumbent fears of reduced
rents if entry barriers were reduced. Heavy handed administrative practices hinder market
contestability and competition, create corruption opportunities and ultimately generate
losses for the economy. Regulatory barriers affect mainly small and medium enterprises (SMEs)
and FDI.

Energy Supply

Ukrstat, the state agency responsible for statistics, with the assistance of the IEA, has been
working to establish an energy balance for Ukraine. The completed Energy Balance of Ukraine
for 2011 estimates the total primary energy supply (TPES) of Ukraine is 126.351Mtoe.

Figure 4 Trends in energy production, imports and primary energy supply
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From 1990 to 2010, the TPES dropped by 47% due to Ukraine’s economic depression in the
1990s and structural changes in the economy, such as the decline in manufacturing and the
increase in the service sector in the 2000s. Referring to Figure 4, net imports were the same in
2005 and 2000 and declined to a new low since 1990 in 2010.

Ukraine is well endowed with coal and there is further potential for the discovery of petroleum
and gas resources. Coal production declined significantly from 1990 to 1996 and has stabilised
since the end of the 2000s. While Ukraine’s coal production covers most domestic demand, it
is dependent on gas and oil imports. Total energy import dependency is 39% (Ukraine 2012 ).

37



38

In-Depth Review of the Energy Efficiency Policy of Ukraine | 2013

Figure 5 Structure of TPES by energy source
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As illustrated by the trends in Figure 5 above, the dominance of natural gas in Ukraine’s energy
mix decreased to 40% of the TPES in 2010, from 47% in 2004. Coal accounted for 31% in 2010,
compared with 23.6% in 2004. Nuclear power has maintained a relatively stable share — about
17% of supply in 2010.

Hydropower contributed up to 2% to the TPES over the period, as shown in Figure 5 above.
The recorded contribution from other renewable energy sources was marginal. However, as
reliable data on heat production from renewable sources is difficult to collect, and as official
statistics may underestimate real consumption of biomass products, the share of renewable
energy in the primary energy mix might be slightly higher.

Notwithstanding progress in energy efficiency in the industry sector, and closure of some of
the most energy-intensive industries in the 1990s, Ukraine's economy remains one of the most
energy intensive in the region. While the situation has improved through most of the decade
since the year 2000, when GDP growth was 1.5 times higher than energy demand growth,
there has been a deterioration in the broad energy intensity indicator in recent years.

Electricity

According to National Energy Regulatory Commission (NERC) supplied data on the Energy
Regulators Regional Association’s (ERRA's) website, the contribution from fossil fuel plants
accounted for45.8% of the output in 2011 with nuclear power contributing 48.2%. Total Ukrainian
power production in 2011 was 176 592TWh, of which 6454.9GWh was exported.



Table 1 Total installed capacity of electricity generating plants 2011

BACKGROUND

Type of power plant Installed capacity, MW Output, %
Thermal power plants 30536 45.8
Nuclear power plants 13835 482
Hydro power plants (HPP) 4596 5.8
s 59 i -
Renewable sources 156 0.2

Source: “Statement on Security of Energy Supply’, Ministry of Energy and Coal Industry of Ukraine, Kyiv, January 2012

Five power-generating companies, Dnyproenergo, Donbasenergo, Tsentrenergo, Zahydenergo
and Skhydenergo, operate 14 thermal power plants (TPPs). The total installed capacity, is 27.3GW.

The website” of the state-owned joint stock company “Ukrhydroenergo” (UHE) reports that
it operates 101 hydropower plants (HPPs) on the rivers Dnipro and Dnister. The total installed
capacity was 4,964MW in 2010. The most powerful HPP, Dniprovska HPP, has an installed capacity
of 1,500MW. The largest pumped storage plant (PSP), the Dnistrovska HSP, has a hydroelectric
generator with a capacity of 324MW.

Hydropower output varies seasonally with rainfall and from year to year. The figure below, which
is taken from UHE's website, shows its monthly hydropower production for the years 2007-2012,
with a strikingly high output for the first half of 2013 as compared with previous years.
Figure 6 Monthly hydropower output

2,200,000

GWh

2,000,000 -
1,800,000
1,600,000 -
1,400,000
1,200,000
1,000,000 :
800,000

600,000

400,000 ~

2013 -=-2012 --2011
—4-2010 -=-2009 -=-2008 2007

Source: Ukrhydroenergo, 2013

7 http://www.ecu.gov.ua/en/company/structure/ukrhydro
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In addition to providing the electricity that drives the Ukrainian economy, and drinking
water for local populations, each hydroelectric station is first and foremost tasked with flood
protection. Many hydropower stations are in densely populated areas, with each reservoir
holding millions of cubic meters of water — water that needs to be controlled.

The National Nuclear Energy Generating Company (NNEGC) “Energoatom” has, according to
the website below,? four nuclear power-generating facilities with two to six units per facility.
There are 13 units with a capacity of 1,000MW and a further two have capacities of 415MW
and 420MW. The oldest operating plant was commissioned in 1980 and 12 more built in this
decade are operating today. The most recent plants to be commissioned were in 2004, at the
Rivne NPP and the Khmelnitsky NPP sites.

According to Energoatom, nuclear power occupies one of the most prominent places in
the Ukrainian economy. The industry employs more than 38,000 people. With 22.8% of the
installed capacity on the Ukrainian power system, nuclear power meeting autumn and winter
maximum loads generated about 53% of the electricity. The annual share of nuclear electricity
generation is stable: in 1996 it was 43.8 %, in 2000 45.3%, in 2005 52.3% and in 2007 47.4%.

The electricity system of Ukraine includes, along with the power plants of the Ministry of
Energy and Coal Industry (MECI), power plants of other ministries and institutions, as well as
TPPs in municipal ownership (557MW) and additional privately owned TPPs (317MW).

Figure 7 Electricity output 1990-2010
Electricity output, 1990-2010
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& http://www,jso.kiev.ua/
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Electricity output in the period since 1990 has broadly reflected the trend in GDP but without either
falling to the same extent as the trough of 1999 or indeed rising to the same extent as the peak of
2008. Thus the electricity intensity of GDP reduced through the period 2000-2008, reflecting the
changing structure of the economy and energy efficiency gains to the extent that they occurred.
Over the same period output from coal fired plants declined rapidly from 1990 to 1998 before
staging a modest recovery from 2006 through to 2010.

Table 2 below gives the most recent figures from the MECI, who report a growth in electricity
production of 2.1% in 2012 compared with in 2011. The growth in electricity exports of 51.5% was
met by a combination of increased production and a reduction in home consumption.

Table 2 Electricity production 2012

Indicators for Electricity Million kWh | December Comparlz (itt ;el);cember 012 thelliti:::fl:;ear
2012 +/- % +/- %
Production 19157.5 7723 104.2 | 198119.4 4015.6 102.1
Export 798.7 104,1 115.0 | 97453 33123 151.5
Consumption (net) 137789 72.8 100.5 | 150720.1 -48.2 100.0

Source: Ministry of Energy and Coal Industry

Natural Gas

Ukraine has considerable amounts of locally extracted gas, but it also imports natural gas, mainly
from Russia. Natural gas consumption in 2010 was 57bcm while imports in the same period
were 36.5bcm. In 2011, Russian gas imports were about 44.8bcm compared with a take-or-pay
contract of 40.0bcm. The total expected volume of gas consumption in 2011 was 59.3bcm. An
unusual feature is the gas budget — the allocations for 2011 are shown in Table 3 below.

Table 3 Structure of the natural gas budget for 2011

Sector Allocations, %
Industrial enterprises 46.5
Households 28.8
Municipal heat and energy companies 14.0
SC"Ukrtransgaz” 7.5
Oblgazi 1.7
Budgetary institutions (public entities) 1.5

Source: “Statement on Security of Energy Supply’; Ministry of Energy and Coal Industry of Ukraine, Kyiv, January 2012

More than 97% of the oil and gas that is extracted in Ukraine is either produced by Naftogaz or
by its subsidiaries. Naftogaz is a vertically integrated oil and gas company subordinated to the
MECI of Ukraine.
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Oil

Ukraine has abundant coal resources. In parallel with the decline in coal fired power station
electricity generation, coal extraction declined from 1990 to 1996 and was stable through to
2008. Extraction dropped again in the years 2009 and 2010. According to the MECI of Ukraine,
production increased by 4.8% in 2012 as compared with in 2011. As is evident in the table

below the bulk of this increase in output was consumed in non-power-generation energy
production.

Table 4 Coal production and consumption in Ukraine 2012

Indicators Compared to December Relative to

Production (000 tonnes) December previous year 2012 the previous year

2012 S % = %
Coal Production 7.206.5 -43.4 99.4 | 85.946.0 3.954.6 104.8
Coking coal 2.085.3 -773 96.4 | 24.823.5 -198.6 99.2
Coal to Energy 5.121.2 339 100.7 | 61.1225 4.153.2 107.3
Coal consumption 5.054.7 -146.8 97.2 | 61.207.1 3.578.1 106.2
Coal to Power plants 2.582.0 -2517 91.1 | 32.227.6 542.1 101.7

Source: Ministry of Energy and Coal Industry

The industry is in the throes of a reform to improve the efficiency of the extraction and
increase the output from a reduced number of workings with greatly improved safety and
environmental standards.

District Heating

District heating is widely deployed in Ukraine to meet heat demand in the industry and residential
sectors. Over 40% of residences in Ukraine are connected to a district heating system and 50% of
the heat produced in such systems is delivered to industry. The principal fuel used is natural gas
and some of the conversion to heat is effected in CHP plants. According to the Ministry of Housing,
heat-only plants account for about 60% of heat production and about 85% of the plants are in
urban areas.

There are almost 900 local heat supply companies (TKEs) that operate district heating plants and
distribution networks. For the most part they are owned and managed by local governments and
municipalities who use separate entities for billing customers. The TKEs are heavily indebted to
Naftogaz, impacting on its profitability, its business prospects and the return to the state. Naftogaz
holds shares in large CHP plants as well as many smaller plants that are controlled by regional
electricity supply companies.



BACKGROUND

Figure 8 Heat generation 1990-2010
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As is clear from Figure 8, heat output declined continuously over the period 1990-2005 and in the
period 1990-2002 this was accompanied by a phasing out of oil as an energy source. For a brief
period in 2004 gas supplied the total heat output before coal made an entry, which was followed
by a re-entry of oil in 2009. These developments reflect the ruling prices and may be expected to
intensify as the price gap between coal and gas widens.

Energy Demand

Energy balances provide afoundation for medium-and long-term energy projections and scenarios,
which can help governments to make and evaluate policy decisions.

According to Ukraine 2012,in 2011, electricity demand in Ukraine was 65% of its 1991 level and the
highest for a decade. Industry accounted for about 50% of the demand and of this the majority was
base load. Analysts hold that, with the changing structure of industry, the growth of services and
the projections for a growth in household demand, the load profile of demand will generate higher
peaks and a greater hourly variation in electricity demand. The value of demand management
services will increase with this trend.
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Figure 9 Final energy consumption by sector 20052011
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Total final energy consumption (TFC) declined through 2008 because of the decline in industry,
while the transport and commercial and public services sectors have grown. TFC for 2011 is
illustrated by sector in the pie chart below.
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Figure 10 Final energy consumption by sector 2011
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Industry energy consumption trends are presented in the following two figures, in which the
scale of the crisis of 2009 is very evident. Industrial consumption in 2011 was running at 80%
of its pre-crisis level with the largest drop being in gas.
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Figure 11 Industry sector energy consumption trends
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Figure 12 Industry sector energy consumption 2011
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In contrast the energy consumption of the commercial and services sector continues to
exhibit an underlying growth trend, notwithstanding the anomalies in the data presented in
the following figure.

Figure 13 Commercial and service sector energy consumption 2005-2011
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Figure 14 Commercial and service sector energy consumption 2011
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Figure 15 Energy consumption in the residential sector 2005-2011
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Figure 16 Energy consumption in the residential sector 2011
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Figures 15 and 16 show energy consumption in the residential sector for 2005-2011. Aside
from the discontinuity in 2008 the most notable feature is the increase in electricity use and
the decline in coal use. Gas accounted for 60% of residential energy use in 2011.
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Outline

The energy policy of Ukraine is evolving in line with long established directions on
privatisation and with renewed commitments to competition and sustainability arising from
the international treaties and agreements that Ukraine has concluded.

At the core of Ukrainian energy policy is a determination to enhance the country’s energy
security, to capitalise on the revenue from its gas transit infrastructure and to make strong
efforts to exploit its untapped oil and gas resources

Reform of the energy sector features prominently in the president’s Programme of Economic
Reform 2010-2014 and is set out in detail in the chapter on “Modernisation of Infrastructure
and Primary Sectors’, where the challenges, aims and objectives and necessary steps are
analysed before three stages of reform to 2014 are laid out and timetabled, and it concludes
with a set of four success indicators.

Tariffs for households brought to an economically viable level by the end of 2012
Privatisation of power supply and thermal power generation completely by the end of 2014
New wholesale electricity market model up and running from late 2014

Specific energy efficiency of the economy improved by at least 20% by the end of 2014.

Thus thereis a clear statement of short-term goals the achievement of which would contribute
to the "Prosperous Society, Competitive Economy, Effective State’, which the programme seeks
to create.

Cooperation in the energy sector is a key element in EU-Ukraine relations within the
framework of the Eastern partnership. A memorandum of understanding (MOU) was signed
on 1 December 2005 in the context of the implementation of the EU-Ukraine Action Plan. The
MOU establishes a joint strategy towards the progressive integration of the Ukrainian market
with that of the EU: its substance is a series of five roadmaps covering i) nuclear safety, ii) the
integration of gas and electricity markets, iii) security of supply and the transit of hydrocarbons,
iv) the coal sector and v) energy efficiency.

Further to a request from the MECI of Ukraine, the EU co-financed the IEA's 2012 Energy
Policy Review of Ukraine. The review was published in October 2012; at the launch Ukraine
acknowledged that the IEA recommendations would be taken into account in the revision of
the Draft Energy Strategy of Ukraine to 2030.

The IEA review acknowledges that energy sector structural reform in Ukraine requires time to
develop and take hold. It sets out expectations for desirable outcomes over three to four years,
over five to eight years and within 15 years — a timeframe that is close to the Draft Energy
Strategy of Ukraine to 2030.

The 16" EU-Ukraine Summit of 25 February 2013 saw Ukraine and the EU reaffirming their
commitment to deeper political and trade ties. A joint statement highlighted plans to sign the
association agreement later in 2013 and on 15 April 2013 the Cabinet of Ministers of Ukraine
approved an action plan to give effect to the joint conclusions of the Seventh EU Ukraine
Report under the MOU.
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Energy Strategy

The current energy strategy of Ukraine dates from 2006 and is in the process of being updated
after public consultation on the Draft Updated Energy Strategy to 2030 in mid-2012.

The Draft Updated Energy Strategy is explicit about the reasons for updating and asserts that
the 2006 strategy did not take sufficient account of the following.

Energy efficiency
- Competition for efficient resource utilisation
Environmental protection.

The strategy update was also driven by changes in the domestic economy of Ukraine and the
recognition that the 2006 strategy was not delivering the targeted level of power station and
transmission system upgrades. Other important reasons given were the accession to the EnC,
and the impact of the financial crisis on the economy and on energy demand and supply.

The stated aim of the Draft Updated Energy Strategy is to develop an integrated and effective
framework with due regard to Ukraine’s national legislation and its commitments under
international treaties, including commitments to comply with European energy legislation,
promote a competitive energy market, improve energy efficiency, increase the domestic
production of energy resources, diversify the sources of imported energy, enable cost-reflective
pricing and ensure attractive investment conditions for private investments.

As well as envisaging increases in electricity, gas and coal production, it sets out to end subsidies,
improve the performance of energy utilities and implement a comprehensive programme of
energy efficiency with the reduction of energy consumption in the economy of 30-35% by 2030.
The strategy recognises that securing the necessary enabling FDI will require further reforms to
prices, competition and law.

The need for training, progress review and post-review adjustment were all foreseen in several
growth scenarios that may, in the light of developments since, appear to be too optimistic.
For the purposes of this review the chapters dealing with the strategy on heat and alternative
renewable energy are particularly important.

In June 2012, the working Draft Energy Strategy was shared with the EU, the IFls and other
bodies: the EU, the World Bank and the US Embassy jointly provided detailed comments in
July 2012, seeking greater emphasis on demand-side measures, emphasising the need for a
wider consultation of stakeholders and pointing to the importance of taking into account the
commitments Ukraine entered into when joining the Energy Community in February 2011.

According to the joint report, “Ukraine has confirmed that the EU Delegation/World Bank/US
Embassy comments and the IEA's recommendations will be taken into consideration in the
redrafting of the strategy”.

Energy Sector Reform

Progress in energy sector reform has been recorded annually in the joint EU-Ukraine report
“Implementation of the EU-Ukraine MOU" The seventh such report of 2012 describes the
progress since 2011 and refers in the first instance to the strategy as detailed above and then
under the five roadmaps that comprise the substance of the MOU.

? EU-Ukraine Energy Cooperation: Seventh Joint EU-Ukraine Report, Brussels, 25 February 2013
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Ukraine’s electricity sector operates through separate generation, transmission and wholesale
market entities, with the distribution and retail operations bundled together in several regional
electricity suppliers.

Unbundling and privatisation have been underway for 20 years and state-owned assets, such
as the nuclear fleet and the bulk of the HPPs, were consolidated in state-controlled entities by
2004. Under the Programme of Economic Reforms for 2010-2014, thermal generating plants
and supply businesses were to be privatised. Share sales are complete in many cases (of which
there were eleven in 2012) — thus the process is well underway.

On the roadmap of the Integration of Electricity and Gas Markets, while a large measure of
reform was reported in 2012, the report notes that a number of deadlines have been missed in
the obligations attendant on Ukraine’s membership of the Energy Community.

Other pressures are evident. For example, Ukraine is urged to expedite its internal procedures
for the adoption and implementation of the rules of the third internal energy market package.
Furthermore, as a result of the decisions of the 10" Energy Community Ministerial Council
on 18 October 2012 to extend the Energy Community acquis to cover EU legislation on
the promotion of renewable electricity, on statistics and on oil stocks, as well as Ukraine’s
agreement to adopt the “Energy Strategy of the Energy Community”.

The report draws on the Energy Community Secretariat's 2012 annual report and notes the
following.

Further steps need to be taken to ensure that the NERC is independent and able to set full
cost recovery tariffs.

- The draft law concerning state regulation in the energy sector is not in line with the acquis.

Thus important guidance and cooperative oversight are being provided through the Energy
Community membership and annual review process.

Similar issues arise in the gas market, in which the pace of reform has accelerated following
the joint declaration from the March 2009 Conference on the Modernisation of Ukraine’s Gas
Transit System (GTS). Provision is being made in law for the unbundling of the state gas company
NJSC (Naftogas of Ukraine) and its subsidiaries, as well as for third party access to the network.
According to an IMF Staff Working Paper, the following is the case.””

Heavily regulated tariffs and a lack of transparency make it difficult to unbundle and privatize
NG, as is the government’s objective. Legislation to “unbundle” NG was approved by Parliament
in April 2012 and privatization of NG's business segments would increase their operational
efficiency and enhance service quality. However, regulated tariffs and low or negative profitability
of the majority of NG's business segments due to under-priced household gas and heating tariffs
would deter investors.

The modernisation of the Ukrainian GTS remains an important priority for the EU, for Ukraine
and for the international financial institutions (EIB, European Bank for Reconstruction and
Development (EBRD) and World Bank). Support for the evaluation of enhanced gas storage and
LNG importation facilities and for investment in compressor station upgrades are all part of a
series of actions to improve the GTS, which is central to the interests of Ukraine, Russia and the EU.

10" Pritha Mitra and Ruben Atoyan, IMF working paper, WP/12/247
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The Master plan for the Development of the Ukrainian Coal Industry was developed in 2011.
Its core elements deal with privatisation, mine closure, occupational health and safety, the
environment and the mitigation of social impacts.

Implementation

The 16" EU-Ukraine Summit of 25 February 2013 saw Ukraine and the EU reaffirming their
commitment to deeper political and trade ties. A joint statement highlighted plans to sign
the association agreement later in 2013. The 27-nation EU, in an explicit show of support for
Ukraine, also announced a €610 million loan to Kyiv for ‘macro-financial” assistance.

Targeting the implementation of the Order of the President of Ukraine No. 127 on the Decision
of the National Defence and Security Council of Ukraine of 12 March 2013 “"About urgent
measures directed to ensure European integration of Ukraine’, the MECI of Ukraine in synergy
with the concerned central executive authorities and organisations elaborated the Action Plan
on Activation of Cooperation between Ukraine and the EU in the energy area for 2013, which
was approved at a session of the Cabinet of Ministers of Ukraine on 15 April 2013.

Energy Pricing Policy

The Government of Ukraine has on many occasions and in policy documents affirmed the
need for energy price reform to eliminate subsidies and to move to competition-facilitated
cost-reflective pricing. For example, “Tariffs for households brought to an economically viable
level by the end of 2012"is one of the four key performance indicators of the Programme of
Economic Reform 2010-2014.

The matter of making sure that tariffs are cost reflective and economically viable for service
providers is not confined to households — it affects industry and municipalities and extends
across electricity, gas and heat tariffs, all of which are subsidised to some degree with serious
consequences for all and, not least, for the effectiveness of the energy system in supporting
economic recovery.

Residential electricity prices are low in comparison with those of Western Europe and on a par
with Belarus and Russia. The government increased prices in 2006 and 2007 and again in 2011.
Cost recovery peaked at 60% in 2006 and then fell to 28% in 2011.
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Figure 17 Gas prices in Ukraine 2000-2011
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Industrial electricity prices are determined by the NERC and they are set monthly. The industry
sector effectively subsidises the household sector at a penalty of prices that are 22% higher
to meet the cost of the subsidy. It is through Ukraine’s high reliance on state-owned nuclear
power for 47% of its electricity and the fact that these plants are fully depreciated that it is
possible to maintain subsidies.

However, it is in the heating sector where the crisis is most acute. The rise in energy prices and
the earlier failure to pass though these costs has become manifest in a loss of competitiveness
and an increased dependence on subsidies that the state and, more directly, Naftogaz can no
longer afford.

According to the annual report of the EU Action Programme 2012 for Ukraine the deficit of
Naftogaz Ukrainy (NG) will most likely miss the target (0.7% of GDP) and is forecast to reach
2% of GDP this year. The company’s finances continue to suffer from failure to raise domestic
tariffs, as well as higher import costs and lower than expected payment compliance. Rather
than increasing commodity'' gas prices received by NG from households and heating utilities
by 30% and 58%, respectively, in 2011, as agreed with IMF, the authorities reduced them by
20% and 6%. Domestic tariffs received by NG remain a small fraction of the actual cost of
imported gas.

"1 “Here, the reference goes not to the nominal tariffs per se but the price of gas as a commodity that is the part of the tariff which ends up with NG and
has an impact on its cash receipts. The composition of the tariffis the following — (a) price of gas as a commodity, (b) transportation tariff for TransGas,
(c) transportation tariff for oblgasi, and (d) surcharge (mark-up) on the gas price. For the period observed the nominal level of the tariff remained unaltered
while the market requlator kept increasing (b) and (c) which eventually shrank the portion of NGs share of the pie.”
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Investment by district heating providers has been postponed in an effort to contain costs in
the face of low customer revenues and rising input, mainly gas prices. A pattern of normal
wear and tear combined with reduced investment has resulted in a deterioration of assets,
competitiveness and the erosion of profits into large losses on the supply side. The performance
of the economy has limited many end-users'ability to pay. Thus consumers and suppliers alike
are caught in an affordability trap, where the already high input costs are amplified in their
impact by the inefficiency and high levels of wastage in the energy conversion, transmission
and end-use system.

Access to capital for investment in modern technology, systems and remedial works is
widely agreed to be essential for progress and several international finance institutions
have committed to supporting Ukraine in reconstructing the energy sector. This support is,
however, conditional on Ukraine putting in place a series of reforms to underpin the long-term
economic, social and environmental sustainability of energy services in Ukraine.

Institutional Arrangements

The institutional framework for energy policy development and implementation has been
reorganised in recent years with the Cabinet of Ministers of Ukraine designated as the ultimate
decision-making body. The Cabinet of Ministers of Ukraine is responsible for policy coordination
and oversight of state energy companies. Energy policy is high on its political agenda with
Parliament and the president also involved in the decision making.

Government ministries with energy policy responsibilities include the following:

The MEC! is responsible for most energy supply policies and for coordinating energy policy
across the government and providing advice to Parliament.

+ The Ministry of Economy and Trade Development is the lead for energy efficiency policies;
responsibilities forimplementing energy efficiency policies are shared with several ministries
and agencies.

The Ministry of Ecology and Natural Resources is responsible for licensing and production
sharing agreements for hydrocarbon development and for climate change policy.

- The Ministry of Regional Development, Construction and Housing and Communal Sector of
Ukraine develops policy and programmes relevant at local levels.

- The Ministry of Finance is responsible for taxation relevant to the energy sector.

Budgetary Provision

The EU Action Programme 2012 in Ukraine’s annual report concludes that “there is neither an
overall medium term fiscal framework (MTFF) nor a medium term expenditure framework
(MTEF) for the energy sector. The revised Draft Energy Strategy to 2030 provides the Ukrainian
Government’s estimate for financial and other resources needed to implement the reforms in the
energy sector” There follows some extracts.

The state budget allocates funds to the MECI, NERC and the SAEE. In 2011 the budget for the
SAEE was UAH 625 million (5.6%), including an allocation for the implementation of the state
programme on energy efficiency with UAH 600 million. It was reduced to UAH 534 million (4.8%)
in 2012 (see below).
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In the budget for the fiscal year 2012, the total for the three executive authorities was UAH
11,071 million (ca. €1,100 million). Of this, the allocation for the ministry was UAH 10,502 million
(or 94.86%), including state aid to the coal producing companies for the amount of UAH 7,802
million, for the SAEE UAH 534 million (4.8%), including an allocation for the implementation
of the state programme on energy efficiency of UAH 502 million, and for the NERC of UAH 35
million (0.3 %). The budget for 2012 provided very significant — although compared to 2011
considerably reduced (from UAH 7,000 million (ca. €650 million)) — allocation for subsidies to
offset the commercial impact of government fixed concessionary electricity, gas and heat tariffs,
accounting for UAH 4,575 million (over €400 million).”

State Agency for Energy Efficiency and Energy Saving of Ukraine of Ukraine

The SAEE is a legal successor of the National Agency of Ukraine for Efficient Use of Energy
Resources and the State Inspectorate for Energy Saving, a governmental body of state
administration that acted within the National Agency of Ukraine for Efficient Use of Energy
Resources. It was established by a presidential decree dated 13 April 2011 and amended on
22 February 2012.

The SAEE is a central executive authority directed and coordinated by the Cabinet of Ministers
of Ukraine through the agency of the Minister of Economic Development and Trade of Ukraine.
It is part of the executive authority system and is charged with the implementation of the state
policy concerning efficient use of fuel and energy resources, energy saving, renewable energy
sources and alternative fuels.

National Commission for Energy Regulation

The NERC was established in 1994 and has 432 staff members. There is provision for six
commissioners to serve for a term of six years. Commissioners are appointed by the Cabinet of
Ministers on the advice of the prime minister of Ukraine, and can be re-appointed for a second
term not more than once.

The NERC is responsible for the following:

Regulation of natural monopolies activities in the power sector, in the oil and gas complex
and in the sphere of heat generation

Protection of the rights of consumers of electricity, heat, gas, oil and oil products
Issuance of licences to entrepreneurial entities operating in the energy sector

Implementation of pricing policies in the power sector, in the oil and gas complex and in
the sphere of heat generation

Regulation of relations in the retail electricity market.

The NERC is financed from the national budget and its main responsibilities for regulation in
the field of alternative energy are as follows.

Participation in establishing and providing for the execution of the state national investment
policy in the environmental protection sector area as well as the state policy in the field of
the regulation of anthropogenic adverse negative impacts on climate change

Execution of the provisions set in the United Nations Framework Convention on Climate
Change (UNFCCC) (955_044) and implementation of the mechanisms of the Kyoto Protocol,
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including the implementation of greenhouse gas (GHG) mitigation projects, attracting
investments to the environmental protection

Establishment of and ensuring the operation of the national system for the assessment of
the GHG emissions and absorption.

State Statistical Service of Ukraine (SSU)

The collection and collation of energy statistics in Ukraine has been evolving since 1991
through to 2001 under the responsibility of the SSU (Urkstat). In 2011 the energy balance
of Ukraine in 2010 was completed according to approved methodological regulations for
statistical surveys and energy balance building.

This evolution is based on the law of Ukraine and a series of ordinances of the Cabinet of
Ministers of Ukraine in 1999, 2007, 2008 and 2011, with the ultimate aim of achieving
compliance with international rules and EU standards. Statistics are collected and reported
monthly and annually. There are six key administrative sources of data on the primary energy
sources as well as heat and electricity, with price data being supplied by the NERC.

Urkstat has been working closely with the IEA to develop and publish the energy balance for
Ukraine in accordance with agency and international standards. Energy balances for 2010 and
2011 were recently completed and are available on the Urkstat website.'

12 http://ukrstat.gov.ua/
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Overview

The energy intensity of Ukraine’s GDP is high compared with that of advanced countries of the
world and is a significant factor in the competitiveness of the economy. According to figures
supplied by the SAEE, at 0.4kg of oil equivalent per US$ of GDP Ukraine's energy intensity is
comparable to that of Russia (0.42), twice that of the United States (0.19) and three times that
of Japan and Germany (0.14).

Ukraine, like many more developed countries, has unrealised energy efficiency potential. The
IEA's Ukraine 2012 puts it at 20-30% of the energy supply — a magnitude that should ensure
that it is accorded a high priority in a sustainable energy policy.

With less than half the energy efficiency potential of Ukraine, the EU has set a target of a
20% improvement in energy efficiency by 2020 and member states have drawn up individual
national energy efficiency action plans to secure, demonstrate and monitor progress with
respect to the target. Against this background Ukraine has set energy saving targets of 30-50%
in various timeframes, to 2015 and to 2030.

One of the stated reasons for the 2012 update of the National Energy Strategy of Ukraine to
2030 was to address and provide for the growing importance of energy efficiency. This was in
the context of a world of rising oil and gas prices, where there is greater emphasis on security
of supply and on the need to reduce emissions of GHG. It is precisely because of energy
efficiency’s direct and positive impact on the economic, social and environmental dimensions
of energy systems that it is widely recognised by policy makers as the priority in achieving early
and sustained progress on energy and climate goals.

Internationally, there is plenty of evidence to show that in captive markets, where effective
regulation is lacking and especially where energy prices are subsidised, energy consumption
increases with little or no commensurate increase in welfare or output. Waste is not merely
tolerated; it is effectively encouraged. Furthermore, when energy prices rise, as they have in
Ukraine, the response from consumers is often delayed, and delayed indefinitely where ability
to pay is an issue.

The slow pace in which Ukraine is adjusting to its changed energy and economic circumstances
has brought about a situation where the embedded inefficiencies of energy supply in utilities
and the associated infrastructure are amplifying the increased costs of energy and other inputs.
Competitiveness and affordability are now serious issues for large numbers of businesses and
consumers alike. Utilities are financially stretched and the government's ability to maintain
subsidies where needed is severely constrained.

The Government of Ukraine is well aware of the current situation and is appreciative of the
need to establish and provide for the regulation of competitive markets to resolve the tensions
in energy supply and demand while delivering quality services to consumers. At the present
time the energy system, in addition to its underpinning role of service provision, is recognised
as one of the principal axes of economic development and the economic fortunes of Ukraine
are very much bound up with its successful reform.

Energy Efficiency Potential of Ukraine

The energy saving potential of Ukraine has been estimated at one quarter of the TPES or
27Mtoe equivalent by the IEA in its Ukraine 2012 review.
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The DraftUpdated Energy Strategy of Ukraine to 2030 (7 June 2012) provides foracomprehensive
programme of energy efficiency with a reduction in energy consumption in the economy by
30-35% by 2030, with the intention of reducing the energy cost burden on the economy and
increasing the energy independence and competitiveness of the economy. The strategy is
subject to high, medium and low growth projections on the back of assumptions about the
rate of economic growth in the main economic sectors of industry, services and agriculture.

The strategy gives an overview of the potential savings in heat supply, which is well developed
by way of district heating systems in Ukraine. Most heat networks and heat sources have no
automated consumption monitoring and control, with the result that accurate information is
not available. Estimated losses are reported to be at least 30%, and may in fact be larger. There
are also large heat losses in heat networks due to their poor physical condition. Most systems
lack appropriate temperature controls for users. This leads to additional heat losses, which are
estimated to be 10-15%. Finally, it notes that the large amount and proportion of unmetered
heat that is subject to a flat rate charge ensures that there is little or no consumer incentive to
conserve use.

Theimplementation of otherenergy saving measures for consumption inthe built environment
sector includes reducing its specific consumption by about 30% through the insulation of
houses as well as the application of up-to-date norms and standards in construction work,
primarily in the construction and renovation of residential and commercial building stock.

The strategy is clear about the role of prices in influencing consumer behaviour and also about
the need to manage scarce public resources and target the vulnerable. It asserts the following.

Also an important factor in improving the efficiency of heat should be changing consumer
behaviour due to the tariff and non-tariff incentives. Implementation of such projects requires
an early abandonment of the practice of cross-subsidisation of the industry in the areas of gas,
electricity and heat production subsidies, with the introduction of mechanisms for targeted
subsidies to vulnerable populations.

The approach to estimating the potential for energy saving in heat supply is illustrated by the
following extract from the updated strategy.

Under the baseline forecast total heat consumption by 2030 increases to 271 million Gcal,
or slightly more than 15% compared to the base year. The greatest growth will occur in the
commercial and public sector due to the expected three-fold increase in the specific area
per person. Given that the efficiency of heat will improve by 30%, the consumption of these
sectors will increase from 29 million to 53 million Gcal per year. Heat consumption industry will
grow from 47 million to 57 million Gcal by virtue of industry growth (increase in the share of
GDP doubled).

The updated strategy assumes that residential sector energy consumption will increase
from 156 million Gcal/annum to 161 million Gcal/annum over the period. The main driver
is an increase in the specific area per person from 23 m? at present to 38 m? in 2030. On the
other hand, the impact of the higher efficiency of new buildings will be offset by the lower
performance of existing buildings, resulting in an average reduction per head of population
of not less than 20%.

The evidence suggests that there is wide agreement about the sources of inefficiencies and the
current scale of energy losses in aggregate, and a good understanding of the remedial action
required. It also suggests that there are wide gaps in terms of detail in the knowledge and
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data, gaps that could lead to future revisions to programme estimates and projections, thereby
running the risk of undermining the credibility of those programmes that are predicated on
existing data.

The accession of Ukraine to the Energy Community and the associated requirement to adopt
the European Community's aquis provided the impetus for the preparation of a national
energy efficiency action plan that contains, as the principal element, a roadmap to energy
savings. The roadmap should be predicated on a firm statistical base and quantify for each
sector the saving that will result from actionable measures that are economically feasible and
within the capability of the actors involved to deliver.

The Draft Updated Energy Strategy expressesit as“The major task in the field of energy efficiency
of the economy of Ukraine due to technological leverage is to increase the energy efficiency
of electricity, gas, heat and oil. To ensure the goals necessary to develop a comprehensive
energy efficiency programme that includes a description of the specific measures to achieve
these goals.

The government, through the “State target economic programme of energy efficiency and
renewable energy sources 2010-2015", aims to create the right conditions to approximate the
energy intensity of the GDP of Ukraine to the level of those of developed countries and EU
standards. This is interpreted as reducing the energy intensity of the GDP within the period of
the programme by 20% compared to in 2008 (annually by 3.3%), increasing the effective use
of fuel and energy resources and improving the competitiveness of the national economy”.

The programme also aims to achieve the following:

optimising the structure of the state energy balance, where the share of energy carriers
obtained from renewable energy sources and alternative fuels will amount to at least 10% in
2015 due to reduction of the share of imported fossil organic energy resources, in particular
natural gas, and their substitution via alternative energy resources, including the secondary
ones, provided the Programme will be duly financed.

Policy Framework

As we have seen, the recent strengthening of the energy efficiency policy of Ukraine is reflected
in the Updated Energy Strategy of Ukraine to 2030 for consultation in June 2012. This was a
response to i) the poor performance of the strategy up to 2012, i) changes in the external
environment, where greater emphasis is placed on energy efficiency and GHG reduction, iii)
perceptions about security of supply in Ukraine and, finally, iv) the demands of international
finance organisations and donors with strong views on sustainable energy investments.

Policy is also adapting to the strategic choices made by Ukraine as it seeks to exploit growing
external markets for agriculture, energy and industrial products while building an effective
service economy at home. These strategic choices include its accession to the Energy Charter
Treaty, the deepening of its relations with the EU and its membership of the Energy Community
and the WTO. Thus energy efficiency policy formulation and delivery in Ukraine are being
adapted to reflect these choices and the commitments entailed.

Arising from these choices is a need to demonstrate progress in the transposition and effective
implementation of a range of EU directives that bear on the structuring of energy markets for
competition and on their subsequent regulation. From an energy efficiency perspective this is
a first requirement for giving a robust and very necessary true-cost price signal to energy users.
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Other directives focus on energy efficiency and align with Ukraine’s undertaking to achieve a
reduction in energy demand of 9% by 2020. These include the following.

Energy End-use Efficiency and Energy Services Directive (2006/32/EC)
Energy Performance of Buildings Directive (2010/31/EC)
Energy Labelling Directive (2010/30/EQ).

The cooperation with the EU that has resulted in the conclusion of an agreement over five lines
of action or roadmaps and the linking of these to financial and other support constitute an
important step in maintaining discipline over a timeframe that extends beyond the electoral
cycle.

Achieving the widely visible process that will enhance the capability to do more requires early
strategic and accurate targeting of those issues that are capable of early resolution. Such early
success can create confidence and augment the resource base on which further action can
build.

The Draft Updated Energy Strategy of Ukraine to 2030 is a long and detailed document and
not all of the supporting analysis was available for inspection. The strategy has a high level of
awareness of what has to be achieved but it is less clear on how it will be achieved, that is, by
whom, with what resources, in what order and at what pace. While the main responsibilities
are delineated, the progress anticipated is tellingly acknowledged to be dependent on the
availability of resources.

A draft Law on Energy Efficiency, which should replace the 1994 Law on Energy Conservation,
which is unanimously recognised as obsolete, is still under preparation. Article 5 of this law
provides for “Ensuring implementation of energy saving policies and measures for energy
conservation in all sectors of the economy — industry, transport, construction, agriculture,
etc, in social and everyday life, as well as in interstate and international cooperation”.

With regard to the technical regulation of the building sector, the controls in force stem
from the Resolution of the Cabinet of Ministers of Ukraine N1764 of 20 December 2006 on
Approval of Technical Regulations for Construction Products, Buildings and Structures, which
consider “The main requirement to buildings is to ensure energy conservation. In the course
of designing, erection and equipment of a building it is necessary to ensure the efficient
use of energy required for use, with due account to climatic conditions”. In accordance with
Article 11 of the Law of Ukraine on Construction Standards, use of building standards or their
individual provisions is mandatory for all entities, regardless of their form of ownership, that are
engaged in construction, urban planning and architectural activities and in the manufacturing
of products for construction purposes.

The new draft Law on the Efficient Use of Energy Resources will determine the legal
principles for promoting energy efficiency in Ukraine, with the aim of ensuring economic and
organisational conditions for the efficient and economical use of fuel and energy. While this
draft law includes a number of provisions in Directive 2001/31 on energy services, it does not
provide for a national energy efficiency action plan, a national target and for energy efficiency
criteria in public procurement.

With regard to buildings generally, the Law of Ukraine on the National Programme for Reform
and Development of Housing and Communal Sector for 2009-2014 states “One of the main
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objectives of the programme is technical rehabilitation, reduction of specific indicators of
use of energy and material resources necessary for provision of housing and utility services,
including establishment of an effective and transparent mechanism to encourage the use of
alternative energy sources and fuels”.

Positive developments in the legal and regulatory framework took place in 2012, with a Law
on Energy Efficiency of Buildings adopted in a first reading, and the second reading expected
early in 2013. It sets out and defines i) the basic principles of state policy in the sphere of
energy efficiency of buildings, i) the organisational and legal basis for the certification of the
energy efficiency of buildings, iii) major energy efficiency measures in buildings and iv) general
principles of professional and information support in the field of energy efficiency of buildings,
rights and duties of the owners (co-owners) of buildings.

Thus this draft law reflects the main provisions of the Energy Performance in Buildings
Directive as required by the EnC. The related secondary legislation is also reported to be under
preparation by the Ministry of Regional Development, Construction and Municipal Economy.

The SAEE is charged with preparing policies in line with the EnC. These include a roadmap
for the implementation of the Energy Community acquis and the national energy efficiency
action plan, drafts of which were submitted to the Energy Community Secretariat in 2012. It is
also preparing regulations to comply with the Directive on Energy Labelling.

Requirements for Coordination

The realisation of energy efficiency goals carries implications for other government
departments and the policy goals to which they are committed. Aside from the Ministry of
Economic Development and Trade, which has central responsibility for energy efficiency,
those most affected in Ukraine are the Ministry of Energy, Ministry of Environment and Ministry
of Regional Government and of course Ministry of Finance.

The implementing agencies or authorities of the same ministries have similar orientations and
will have corresponding requirements to align their actions, if not in terms of synergy, then at
least to avoid overlap and conflict.

Finally, with respect to public governance arrangements, while policies may be well formulated
in ministries at the national level, responsibility and accountability for delivery have to be
devolved and commensurate resources have to be allocated at regional and local levels for
effective implementation. Thus the arrangements at local government and municipality levels
must be such as to administratively support the balanced realisation of what is enshrined in
national policy.

However, not all of the actors are within the public sector and indeed the policy thrust is to place
more and more of the responsibility for service delivery on the private sector to achieve service
delivery under market conditions. Thus there is a role for government to hold consultations
and to ensure that there is, among other things, secondary legislation to establish standards
of performance, adequate provision for training capacity and programmes of awareness
to complement initiatives and accelerate the deployment of energy saving technologies.
Many of these complementary activities are reflected in the detailed requirements laid out
in EU directives. Thus, while the directives have compliance at their core, they also embody
procedures that are proven to help delivery when diligently and sensitively employed.
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In connection with the ongoing electricity market reform process the regulatory authorities
across Europe and the US regularly post notices of intent and engage in consultative
procedures to ensure that the principal actors are market ready and informed, and that their
legitimate interests and insights are given adequate consideration in the evolution of market
rules and arrangements. Thus the processes by which the regulatory system evolves under
market consultation and scrutiny serve to coordinate and align the expectations of the players.

This commitment to transparency addresses many issues of coordination at the same time as
addressing the transparency of the decision making and in doing so underpins the evolution
of fit-for-purpose regulation. Common to all such effective consultations is a clear statement
of intent coupled with the proposed arrangements.

If coordination is so important at the level of policy implementation it is clearly even more
important at the policy design stage. The added importance is not simply a result of the high
level at which national policy is determined, but rather it is because different kinds of outcome
are sought, that is, economic impacts, environmental goals, rights to property and profits,
etc. Thus there is the expressed desire for more public consultation on energy policy on the
part of a range of Ukrainian and international bodies aware of the complexities and trade-offs
involved in policy formulation and implementation.

Once again the requirements for coordination are acknowledged and foreseen by the Ukrainian
authorities. At the highest level this is reflected in the elevation of the final responsibility
for energy policy formulation and assigning to the Cabinet of Ministers of Ukraine. Such
arrangements need a strong underpinning agreement and a commitment to collegiality in
making the arrangements work.

Institutional Arrangements

The SAEE is mandated to provide policy proposals to the minister on efficient use of fuel and
energy resources, energy saving, renewable energy sources and alternative fuels, as well as
to ensure the implementation thereof. It has the authority to develop and approve the state,
industrial and regional purpose-oriented programmes on the efficient use of energy resources,
energy saving, renewable energy sources and alternative fuels. It is empowered to exercise
control over the implementation of complementary state programmes.

The mandate of the SAEE extends to 19 other areas of responsibility, including facilitating
appointments and the dismissal of directors of state enterprises in accordance with established
procedures. Thus the SAEE has executive, policy, implementing and regulatory functions and
sits within the Ministry of Economic Development and Trade.

State Target Economic Programme of energy efficiency and renewables RES 2010-2015

The state target economic programme of energy efficiency and development in the sphere
of production of energy carriers produced from renewable energy sources and alternative
types of fuel for the years 2010-2015 was approved by Resolution No. 243 of 1 March 2010
by the Cabinet of Ministers of Ukraine, most recently amended on 25 January 2012. The
resolution provides for the following.

The Ministry of Economic Development and Trade shall annually include programme
specific objectives, measures and indicators on submission of the SAEE to sections of the
draft of the state programme for the economic and social development of Ukraine for the
relevant year.
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The Ministry of Finance, the SAEE shall include funds for performing the measures and tasks
in the programme when drafting the state budget of Ukraine for the relevant year.

The SAEE shall submit the annual report on the fulfilled programme results by 15 April of the
year following the reporting period to the Cabinet of Ministers of Ukraine and the Ministry
of Economic Development and Trade.

The programme envisages and lists a set of issues for which solutions are required in harmony
with the implementation stages of the draft energy strategy of Ukraine and then proceeds to
list the following main tasks of the programme, as follows.

Improvement of the legal framework and the standards system in the field of energy efficiency,
renewable energy and alternative fuels through two action lines

Reduction of technological losses and non-productive losses of energy carriers due to
the modernisation of equipment, introduction of modern energy efficient technologies,
improvements in state governance and promotion of energy efficiency, in particular by
means of seven capital-intensive lines of action

Optimisation of the structure of the state energy balance, including the replacement of
conventional energy sources by other types, including the ones derived from renewable
energy sources and alternative fuels, and secondary energy resources, by means of 12
renewable, peat, gas and new technologies, including lines of research

Rehabilitation of residential buildings, social sphere objects and building facilities that are fully
funded from the state budget, which represent a complex set of technical measures aimed at
their restoration and adjusting their thermal performance according to modern requirements,
norms and standards, reducing energy and water losses and improving residence conditions
for employees.

The execution of the programme will enable some 12 goals, including the following:

to reduce the energy intensity of the GDP by 20% compared with 2008

to optimise the structure of the state energy balance, where the share of energy carriers
derived from renewable energy sources and alternative fuels will amount to at least 10% in
2015

to ensure that, due to implementation of the programme, the substitution of the natural
gas in the state energy balance amounts to at least 15 mird. m?, starting from 2016, and 1
million tonnes of mineral ol

to increase the level of heating supply to the population and to reduce the volume of
natural gas for producing thermal energy required for heating the residential stock, by 60%,
and for public buildings by 35%

to reduce by 50% the state budget expenditures for financing public utility services for
energy supply to public institutions

to provide for a reduction in the consumption of imported natural gas by 25%.

The indicative financing of the programme amounts to 341.59 mird. UAH, including 7.58 mird.
from the state budget, 15 mlrd. from local budgets and 319.01 mlird. UAH from other sources.
The scope of financing the programme is revised once a year when drafting the state and local
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budgets for the relevant year within the framework of expenditures stipulated by the chief
budget funds administrator.

Implementation

Programme implementation has been by way of the following.
15 sectoral programmes for energy efficiency improvement
27 regional programmes for energy efficiency improvement
45 programmes to reduce energy resource consumption by budget-funded institutions.

In the financial envelope for the programme the bulk (93.5%) of the estimated €34,600 million
required was envisaged as coming from other sources leveraged by a state budget contribution
of 2.2% and a local budget of 4.3%.

Considerable effort has been devoted to the establishment of normative standards for utilities
and industrial processes.

According to a presentation by SAEE, in the housing and utility sector, water losses in 2012,
at 33.41%, were running about 10% above the “normative water loss % of 29.96. The recorded
thermal losses for 2012 in transportation by enterprises in Ukraine's housing and utility sector
were presented as being 15.81% compared with “Approved normative thermal energy losses” of
15.13%.

The certification of specialised organisations is administered by the SAEE and since 2005 the total
number of organisations certified has increased from 69 to 145 in 2013.

The development of technical regulations on energy labelling in 2012 to comply with EU law
has focussed on amending the current technical regulation on the energy labelling of domestic
appliances.

Electric equipment, approved by the Resolution of the Cabinet of Ministers of Ukraine No. 5
of 6 January 2010

Refrigerators, freezers and their combinations, approved by the Resolution of the Cabinet of
Ministers of Ukraine No. 107 of 6 February 2011

Washing machines approved by the Resolution of the Cabinet of Ministers of Ukraine No.
108 of 6 February 2011.

The National Action Plan for Energy Efficiency has progressed according to Directive 2006/32/
ECon energy end-use efficiency and energy services. The main goal is to set out the measures to
achieve the energy saving target of 9% for the average end-use domestic energy consumption
by 2020. It is being prepared on the basis of the EU-supported “EMEEES” project template for
the Energy Community member states and it considers the four economic activity areas of
services, housing, industry and transport.

Energy Efficiency in Transport

In the context of the transport strategy of Ukraine to 2020 there is a state approved “Sector
programme for the improvement of energy efficiency in the transport sector for 2010-2014",
the goal of which is to reduce the transport energy consumption by the subordinate budget
institutions of the ministry. The means employed are all-embracing and are organisational,
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technical, institutional, legal, economic and financial activities implemented at the enterprises,
institutions and establishments subordinate to the ministry.

In describing the ways to achieve the programme goal the ministry set out six lines of action
that accord with sound investment, management, optimisation and control principles.

The key indicators of programme implementation within the ministry and its subordinate
organisations, which need to be achieved by 2014, are as follows.

- Reduction in the energy intensity of the work performed for at least 20% of the level of 2009

- Reduction in losses of fuel and energy resources in the performance of work for not less than
40% of the level of 2009

Savings in allocations to the budgetary institutions for payment for the energy sources to the
amount of 35-50% of the base year

- 100% use of energy efficient light bulbs in the premises of budgetary institutions.

At the sub-sector level the areas of common activities are grouped under railway transport,
sea and river transport and road transport. In each case the high level options are enumerated.

What is not clear, however, is the actual level and quality of the financial and human resources
committed to the task, whether there is any sense of priority or indeed whether there is any
substance to the targets and indicators posited for the programme.
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Overview

It is clear from this and other analyses that the scope for energy efficiency improvements is
immense, with opportunities across many sectors and involving a huge amount of intervention
throughout Ukraine. The vast bulk of the initial improvements depend on modernising energy
production, conversion, transmission and end-use equipment. This phase is capital intensive
and the scale of investment up to 2030 is such that recourse to external sources, experience
and know-how is essential for a good outcome and the future competitiveness of the economy
of Ukraine.

The German International Cooperation with Ukraine (GIZ), GFA and SAEE of Ukraine with
the Ministry of Regional Development, Building and Housing of Ukraine have produced an
exemplary set of “Guidelines for Project Proposals” directed at municipalities and their public
utilities. The aim is to assist medium sized towns in Ukraine to access additional funds for their
infrastructure development.

The “State economic programme of energy efficiency and development of energy carriers
produced from renewable energy sources and alternative types of fuel for years 2010-2015"
envisages that in the financial envelope for the programme the bulk (93.5%) of the estimated
€34,600 million required would be leveraged by a state budget contribution of 2.2% and a
local budget of 4.3%. Thus the vast bulk of finance for energy efficiency must come from
private sources, international sources of loan finance, donor contributions and FDI.

The public international lenders, as judged by their Ukraine strategy papers, have careful regard
for the economic life of the assets for which they are invited to provide investment support.
Some, like the World Bank and the EBRD, are bound by rules that have been set for them and
invariably these are reflected in their lending strategies. This review draws on the experiences
of these institutions as reflected in their formal strategies and regular appraisals.

The Cabinet of Ministers of Ukraine originally agreed on a “Procedure for the initiation,
preparation and implementation of projects of economic and social development of Ukraine,
supported by international financial institutions”in 2008 and this was most recently amended
in April 2013. This effectively places the responsibility for coordination of such internationally
assisted projects with the Ministry of Economic Development and Trade.

Notwithstanding the scarcity of public funds in Ukraine there are several new funding
initiatives by the SAEE. The State Local Self-Governance Support Fund is designed to highlight
and advance opportunities for energy efficiency consistent with the objectives of the “State
Targeted Programme for Energy Efficiency etc, 2010-2015" For example “Pilot municipalities
can be supported with respect to projects along any of four lines of action.

- Introduction co-generation technologies

Application of heat pumps at state institutions
- Application of electric thermo-accumulative heating and hot water supply
- Modernisation and use for RE in social sector boilers.

The SAEE publishes and maintains an information base of scientific and technological
development, energy efficiency technologies and projects. It is available as a web-based
tool and can provide lists and details of the projects funded using a range of sort criteria.
The emphasis on gas replacement, itself a reflection of current government policy, is evident
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as most of the 2011-2012 project entries are in some way supportive of this objective. The
thermal insulation of facades and renovation of buildings have been a feature of many of the
projects listed for previous years.

According to the Ministry of Regional Development, Construction and Housing and Communal
Sector of Ukraine about 52.5% of the population live in detached privately owned houses.
About 93% of the balance of the population live in owner occupied apartments in one of
240,000 apartment blocks in the principal towns and cities of Ukraine.

Many of the problems in the housing sector are associated with the unsatisfactory condition
of the fabric, poor energy performance of the building envelope and inefficient systems for
the maintenance of buildings and adjacent areas. The situation is compounded by a lack of
affordable long-term loan finance, unsatisfactory financing of upgrade measures from the state
and local budgets and an absence of legal tools to encourage energy efficiency in buildings.

With donor assistance the ministry has partnered with the GIZ and others to develop pilot
projects. These have included training programmes, feasibility studies for the renovation of
residential areas and proposals for amendments to the current legislation on the regulation of
ESCOs activities in Ukraine and the introduction of energy service contracts.

One example of the thermal upgrading of a residential building is in the city of Nizhyn in
Chernihiv Oblast, where the project, managed by an ESCO, resulted in energy consumption
being halved by doubling the energy performance of most of the building elements that
comprised the 150-apartment block. The attractiveness for residents was cemented by a 3%
discount for heating and hot water supply at the specified tariff. The payback period at the
ruling tariff in 2011 was 10 years.

On a similar scale and with a similar impact was the thermal upgrading by means of the
external insulation of a residential apartment building in the city of Lutsk, Volyn Oblast, where
the management company took responsibility for the insulation of the building and the
renovation of key elements such as windows and heating controls.

The economic evaluation of the thermal performance upgrading of nine residential buildings
shows that for an outlay of €5-10 million the energy consumption of typical buildings can be
reduced by 50% with paybacks between 6.5 and 7.7 years, depending on the options chosen.

The ministry believes that an ESCO model can deliver — provided the required conditions
are in place that will allow for profits that are directly proportional to the reduction of thermal
consumption. Issues of legal status, standard contracts, recognised procedures, regulations
and responsibility to pay remain to be tackled.

Thereare planstocontinueto promote the use of ESCO contractsinafurthersixneighbourhoods
and to continue support for the draft Law on the Law on Energy Efficiency of Residential and
Public Buildings (2012) and the draft Law on Introduction of Energy Service Contracts and
ESCO Mechanisms (2013).

At the core of the strategy to address the renovation of the housing stock is the recognition
of the scale of what has to be tackled: The cost has been estimated at UAH 400 billion and the
current vision for a solution includes the following.

Formation and support of effective homeowners

Implementation of ESCO contract mechanism
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Economic incentives for energy efficiency measures, including the use of taxation tools
Attraction of accessible long-term credit resources.

The plan for 2013 envisages capital repairs to 2,973 buildings at a cost of UAH 1.0 billion with a
further UAH 1.5 billion for elevator repairs and UAH 0.3 billion of preferential crediting. Thus the
annual projected spend is modest in the scale of what is required.

The EBRD continues to be the largest financial investor in Ukraine. As of 1 January 2013, the
EBRD has committed more than €8.2 billion ($10.7 billion) to 318 projects. In 2012, the EBRD
invested €934 million ($1.2 billion) in 35 projects in Ukraine. About 71% of the investment went
into private companies and the balance to projects in the public sector.

In its strategy for Ukraine for 2011-2014 the EBRD sets out what it sees as some of the key
transition challenges facing Ukraine.

Strengthening energy efficiency and energy security
Unlocking Ukraine’s agricultural and industrial potential
Providing good quality and reliable infrastructure

Dealing with the legacy of the crisis in the financial sector.

In the energy sector the EBRD will, inter alia, support safety upgrades in the nuclear sector,
electricity transmission networks, operations that will integrate Ukraine into the European
energy market and operations that will increase the overall energy efficiency and decrease the
carbon intensity of the sector.

In the enterprise sector the EBRD will support FDI and local enterprises to help diversify the
economy and restructure old energy-intensive industries with a focus on improving their
governance, transparency and energy efficiency. As part of its support for infrastructure, the
EBRD will also support the “‘commercialisation” of municipal utilities through projects with
large demonstration effects or energy efficiency gains.

The lending instruments supported by the EBRD focus on SMEs, financing energy efficiency
improvements and trade facilitation with the use of appropriate technical assistance.

The success of the EBRD's ambitious operational strategy in Ukraine will, according to the
EBRD, to a large extent depend on the implementation of reforms in all the main sectors. Slow
reform progress will inevitably lead to a reduced investment by the EBRD, particularly in the
public sector. In the coming years, the EBRD will be actively involved in policy dialogue with
the authorities together with other IFls. The recent experience of coordinating discussions in
the gas and financial sectors sets a good precedent, which the EBRD will seek to emulate in
other sectors.

With a view to both attracting credit and granting MFI funds in the areas of energy efficiency
and energy conservation, in 2009 the agency held meetings with the representatives of the
Embassy of the Kingdom of Sweden in Ukraine, the EBRD and experts from the Swedish
International Development Agency and reached agreements on starting the Eastern Europe
Energy Efficiency and Environmental Partnership (E5R). Thus in 2009, during the EU presidency
of Sweden, the creation of the E5R was initiated.

The mission of the fund is to harmonise the effective provision of financial assistance through
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providing non-repayable contributions by such institutions as the EBRD and others for the
implementation and support of energy efficiency and environmental protection projects,
which will result in improved energy efficiency and the reduction of CO, and GHG emissions.

The fund provides for direct investments in energy efficiency, including but not limited to the
installation of central heating and generating capacity as well as the improvement of energy
and heat supply systems. The E5R also provides for long-term commitments by Ukraine to
reform the country’s energy sector together with donors and international financial institutions.

Energy Efficiency Examples

The EBRD is lending €10 million to a district heating company in the Western Ukrainian city
of Ternopil as part of its efforts to modernise the sector and unlock the country’s enormous
energy efficiency potential (EBRD press release 24 September 2012).

The loan to the municipal district-heating operator in Ternopil will support the utility’s
investment programme for improving energy efficiency, reducing gas and electricity
consumption and raising the quality of the heating and hot water services it provides to the
population of the city. This will be the first project under the EBRD’s new Integrated Approach
to Reform in the Ukrainian District Heating Sector, which aims to boost Ukraine's energy
efficiency through increased energy and cost efficiency, improved financial sustainability and
the regulatory reform of municipal utilities.

The EBRD loan will be complemented by a grant of up to €5 million from the Eastern Europe
Energy Efficiency and Environment Partnership (E5P), a grant fund established by international
donors to co-finance investments in the Ukrainian municipal sector with a focus on demand-
side efficiency improvements. The contributors to the E5P are Denmark, Estonia, the EU,
Finland, Iceland, Latvia, Lithuania, Norway, Poland, Sweden, Ukraine and the USA.

Once the project is fully implemented, it is expected to reduce gas consumption by around
12.7 million cubic metres per year (including gas savings from conversion to biofuel). It will also
achieve heat savings of 32,400 Gcal per year and electricity savings of 2,540MWh per year and
lead to a drop in CO, emissions in excess of 27,000t per year.

International Finance Corporation (IFC)

The IFC, a member of the World Bank Group, is the largest global development institution
focussing exclusively on the private sector.

Ukraine became a member of the IFC in 1993. The IFC began operating in Ukraine by pioneering
advisory projects in privatisation and land reform. This helped create a base for the private sector,
with support from such governments as those of Canada, Japan, Norway, Sweden, the UK and
the United States.

Through a combination of investment and advisory services the IFC continues to partner
with clients in strategic sectors crucial for Ukraine’s sustainable development, those that focus
on agribusiness, infrastructure, energy efficiency, cleaner production and financial markets. It
seeks new opportunities to partner with companies in these key sectors in order to achieve the
maximum development impact on Ukraine’s long-term economic growth.

In helping Ukrainian companies become market leaders and global players, IFC has invested over
$2.3 billion, including $632 million in syndicated loans, in 70 projects across a variety of sectors. In
the fiscal year 2012, IFC's commitments to Ukraine totalled $156 million.
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USAID

USAID energy programmes are working to improve Ukraine’s energy efficiency and reduce
the country’s heavy dependence on imported energy resources. USAID is supporting reform
in Ukraine’s municipal heating sector, a large consumer of energy, by strengthening the legal,
regulatory and institutional frameworks necessary to improve heating services. USAID is also
helping implement measures to provide an effective social safety net for supplying affordable
heat to vulnerable populations.

A four-year, $18.5-million municipal heating reform project (MHRP) aims to create a viable
municipal heating sector that delivers reliable and efficient services to residents, public
institutions and local industries. The project is working closely with the Government of Ukraine
to establish a legal and regulatory basis for heating sector reform at all levels. The project is also
assisting 25 municipalities across Ukraine to improve their district heating and make energy
more efficient and affordable for consumers by developing municipal energy plans, helping
attract investment to implement energy efficiency measures and introducing energy efficient
technologies.

By promoting and facilitating the creation of condominium and homeowner associations, the
project seeks to improve collective condominium management and increase homeowners’
financial responsibility. A comprehensive public awareness campaign encourages citizens
to take an active personal role in energy saving and to contribute to the country’s energy
independence.

USAID is partnering with the Dnipropetrovsk Oblast and rayon councils, and the Donbas Fuel
and Energy Company (DTEK), to develop a five-year strategy to save energy and reduce CO,
emissions for manufacturing, agriculture and communal and housing sectors in Dnipropetrovsk
Oblast. By developing demonstration actions, the project seeks to attract investments in energy
efficiency and CO, reduction technologies and disseminate knowledge and best practices.

Listed among the programme’s highlights are the following.

The National Heating Strategy and National Action Plan for Energy Efficiency approved by
the Government of Ukraine

Five key sector laws approved by Parliament, including a National Commission of Communal
Services Market Regulation (NCCSMR)

Over 400 energy audits of public and residential buildings conducted to identify energy
efficiency potential in 25 project partner cities

25 district heating company energy audits conducted to identify the energy efficiency
potentials of heating systems (including Kyiv and Dnipropetrovsk)

25 municipal energy plans developed of which 22 have been approved by city councils and
three are awaiting approval

25 partner cities formed energy management units and city advisory committees on energy
savings

Ten cities received approval from international financial institutions for financing energy
efficiency projects in public buildings

$175 million of public and private funds leveraged for energy efficiency projects, including
funding from IFls, municipal and state budgets, commercial banks and private partners
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38 demonstration energy efficiency projects initiated, 34 implemented and 30 completed
to date on co-financing principles, leveraging about $4.3 million of private and municipal
funds in 13 Ukrainian cities; the projects include heat metering and heat control systems
installation in 40 residential and public buildings

« 11 home owner association advisory centres established to promote condominiums
and residential energy efficiency; demonstration projects implemented in 24 residential
buildings

135 energy efficiency-related public events organised with mass media participation; about
1,800 news articles published or broadcasted in printed, electronic, TV and radio outlets.
Advertisements on energy efficiency awareness placed on more than 1,400 billboards in
five MHRP partner cities

24 secondary schools actively participated in MHRPs

- Energy Efficient Schools Programme. The programme was recognised by the Ministry
of Education and Science and approved as a part of the nation-wide public education
curriculum; six universities involved in the Energy Efficient Campuses Programme

Eight demo projects implemented in Dnipropetrovsk Oblast. These included the installation
of LED street lighting, installation of solar panels to heat water for a kindergarten swimming
pool, introduction of basic energy efficiency measures such as roof and wall insulation
and windows and door replacement to improve comfort and save resources in various
kindergartens. Nine other demo projects initiated targeting biomass fuel and introduction
of energy efficient technologies in street lighting.

Investment Projects

Promoting Energy Efficiency in Ukraine’s Residential Housing

The IFC Ukraine Residential Energy Efficiency Project is designed to create an effective legal and
institutional platform to support Ukrainian homeowner associations and housing management
companies in obtaining access to finance for the energy-efficient refurbishment of multi-
family buildings. Through the project, IFC aims to facilitate energy efficiency investments in
Ukraine’s residential sector.

The residential housing sector represents one of the best opportunities for achieving energy
savings and thus reducing GHG emissions. Investments with simple payback terms can result
in heat energy savings of 30% to 40%, and a reduction in gas consumption by 25% to 30%.

Some of the principal barriers to residential energy efficiency in Ukraine relate to the
undeveloped status of homeowner associations, absence of targeted state support and
lack of control over energy use. Other issues include regulated energy prices, the inability of
financial institutions to lend to the sector because of contradictions in legislation concerning
homeowner associations and a lack of knowledge about the benefits of residential energy
efficiency.

The IFC approach is to:

develop legislation in close cooperation with government agencies to enable local
homeowner associations and housing management companies to access finance to
improve energy efficiency in residential buildings
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increase awareness about residential energy efficiency among key market stakeholders by
relationship building and the development of information campaigns

work with Ukrainian banks to develop and market financially viable energy efficient housing
loan products targeted at homeowner associations and housing management companies
for the purpose of energy efficiency renovations to multifamily buildings.






80

In-Depth Review of the Energy Efficiency Policy of Ukraine | 2013

Ukraine has mainly contributed to renewable energy sources made by Ukraine in the following
ways: i) hydropower for electricity generation and ii) fuel-wood for domestic heating and
biomass for process heating in the wood industry and power production in CHP plants.
According to the national energy balance for 2011, the share of renewable energy resources in
TPES in Ukraine was 1.95% in 2011.

The contribution of renewable energy sources to electricity supply in 2011 was 8%, according
to the Urkstat, and principally from hydropower that is closely integrated with water
management along the Dnieper and Dniester rivers. Many of the hydroelectric dams are close
to populated areas and their robustness under flood conditions is a key driver for their ongoing
assessment and refurbishment.

There is strong international and donor support for the necessary refurbishment to improve
efficiency, mitigate environmental impact and increase the power yield. According to
ministerial sources, the expectation is that, by 2015, the completion of a third turbine
installation, the Dniester PSP, on its upper reservoir will provide an additional 972MW of
hydropower-generation capacity.

There is a wide body of opinion, research and anecdotal evidence to show that the renewable
energy potential of Ukraine is greatly underexploited. It is a priority area for economic
development that could be attractive to, and greatly benefit from, FDI. Aside from wind and
solar power, both of which are most suited to specific areas, additional focus on biomass and
biogas has been recommended by the IEA and others.

Figure 18 Total technical energy potential of renewable energy sources in Ukraine
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According to data presented' by the NERC, “The total annual technically attainable energy
potential of the principal renewable energy sources in Ukraine is about 81Mtoe, or 70 billion
cubic metres (bcm) of natural gas, which equates to 40% of Ukraine’s annual energy needs; the
volume of its development in 2030 may reach 50%"

5 Presentation (June 2013) to Review Team of doc 00/00/2013, by the NERC



RENEWABLE ENERGY

This data and other Ukrainian reports and international assessments point to the scale of the
renewable resources and the scope for energy from wind, solar and geothermal power as well
as biomass, in the form of wood and wood wastes, including agricultural wastes, to make a
substantial contribution to energy supply. The abundance of fertile land and energy crops,
such as oilseed rape for biodiesel production, are believed to have the potential to contribute
to the sustainability of transport in Ukraine.

The SAEE has presented estimates of the technically feasible annual potential for a range of
renewable energy sources. After wind and bioenergy, which together account for 60% of the
potential, geothermal (10%) and solar (6%) power have the next highest potential.

The Government of Ukraine recognises the potential for new and existing renewable energy
to contribute to energy security, reduce dependence on imported oil and gas, contribute to
economic development and create sustainable employment in Ukraine. Accordingly, it has
put in place a package of incentives and enabling measures to promote the development of
Ukraine’s renewable energy resources.

Following its accession to the EnC, the Government of Ukraine has committed to increase
until 2020 the share of renewable energy in total energy supply up to 11%. This is an ambitious
target and with target attainment in mind it provides a useful axis around which to design and
deliver renewable energy policy.

Renewable Energy Status

This section will present the background and current status of the principal renewable energy
sources in Ukraine, beginning with the longest established source of renewable electricity,
hydropower.

Hydropower

Ukraine’s hydroelectric industry became world renowned in 1932 when the 650MW Dnieper
hydropower plant began production. In recent times, for example, between 1996 and 2005,
annual output varied between 9 and 16TWh and accounted for between 5% and 9% of
electricity generation.

Ukraine’s hydropower facilities are ageing and have suffered from neglect through the 1990s.
They are benefitting and will benefit further from technical upgrade programmes carried out
to achieve higher efficiency, safety and environmental performance. International financial
institutions, including the World Bank and the EBRD, are committing significant sums to
rehabilitate and extend hydroelectric facilities.

The World Bank has given $374 million to the Hydropower Rehabilitation Project to run to
2017.

In a separate arrangement the EBRD signed an agreement in 2011 worth €200 million over
a period of 15 years to reconstruct 21 units at six of UHE's HPPs by 2017. This initiative will
not only boost capacity by over 8OMW, it will also extend the equipment’s lifespan.

UHE is Ukraine’s largest producer of hydropower and has nine HPPs on the Dnieper and
Dniester rivers in Kyiv, Kaniv, Kremenchuk, and Dniprodzerzhynsk. It also runs the Kakhovka
HPPs, the Kyiv PSP and the existing Dniester HPP.
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Some analysts see significant potential for small hydroelectric plants in Ukraine. In 1970,
roughly 1,000 small hydroelectric plants were in operation in Ukraine, compared to 84 today.
The SAEE has suggested that the technically feasible annual electricity generating potential is
about 10% that of wind and a similar proportion of that of biomass.

As of May 2013 the NERC “Register of electric power sector facilities using alternative energy
sources”includes 86 entities availing of the green tariff and using the energy of small rivers to
generate electricity.

Wind Power

Wind power is new to Ukraine; its contribution to energy supply is for the time being small
and the industry is in its infancy. However, under the stimulus of attractive feed-in tariffs it is
growing rapidly from a low base.

Figure 19 Wind energy potential of Ukraine
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According to the Draft Updated Energy Strategy, Ukraine has significant potential for wind
energy development. The most promising in terms of its development is the southern and
south-eastern regions of the country, where the average wind speed exceeds 5 m per second
(see the brown and red shaded areas in Figure 16 above).

According to the Ukrainian Wind Energy Association’s (UWEA's) annual report, Kyiv, 2013,
Ukraine had 12 state wind power plants with a total installed capacity of 85.6MW and 65.5MW
of new wind capacity installed with 100% private capital at the end of 2011. Thus in two years
the private sector delivered 75% of the capacity delivered by the state in the previous ten years.

The UWEA reports that the construction of Novoazovskiy Wind Farm in the Donetsk region
near the Azov Sea coast began in 2011. The project will eventually include 43 wind turbines
with a capacity of 107.5MW.
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According to the SAEE, the installed wind capacity in Ukraine was rated at about 193.8MW at
the end of 2012, having doubled in 2011 from a base of 76.6MW in 2010.

However, “although there is international interest in investing in Ukraine’s wind power sector,
particularly because the new green tariffs for electricity production make it very attractive,
regulatory barriers relating to planning and permitting as well as local content rules have
prevented some projects from taking off” (Annual Report of the UWE).

The EBRD announced its first ever investment (25 April 2012) into wind power generation in
Ukraine by organising a €13.3 million financing package for Eco-Optima, a Ukrainian-Italian
joint venture company, which will operate a wind farm in the Staryy Sambir region of Western
Ukraine. The loan will consist of two parallel tranches: a 10-year EBRD loan of €9.5 million and
a 15-year loan of €3.8 million from the Clean Technology Fund (CTF). The loan proceeds will be
used to construct and operate a wind farm with a total capacity of 12.5MW. It will consist of five
wind turbines and is expected to generate at least 25.5GWh every year.

As of May 2013 the NERC “Register of electric power sector facilities using alternative energy
sources”includes 14 entities availing of the green tariff to generate electricity.

Solar Power

The Draft Updated Energy Strategy of Ukraine asserts that it will be “Taking into account
the experience of the implementation of SES European countries with similar levels of solar
radiation, as well as the cost reduction of solar power stations (SES) as a result of technological
development, the target level of installed capacity SES in Ukraine in 2030 will be 1.5-2.5GW,
and their level (rate) of development to 2-3.3TWh per year” — subject to a significant drop in
the cost of construction.

Ukraine 2012 reported that 188.22MW of solar power was installed at the end of 2011. There are
reports of several projects with an additional 290MW of capacity due to come online in 2012.
ActivSolar, an Austrian photovoltaic cell producer, completed an 80MW project in Crimea, one
of the largest in Eastern and Central Europe.

The IEA Ukraine 2012 country review notes the significant potential for solar energy production
in the south of Ukraine where solar irradiation reaches 1,450 kWh per square metre per year
(kWh/m?/annum) compared with about 800kWh/m?/annum in the north. The technical
potential is 28.8TWh/annum, based on estimates from the Institute of Renewable Energy of
the National Academy of Sciences of Ukraine.

As of 29 May 2013, the NERC“Register of electric power sector facilities using alternative energy
sources” includes 40 entities availing of the green tariff and generating electricity from solar
energy.

Biomass

The IEA Ukraine 2012 country review reports that biomass and waste are used for heat
production in private households and public buildings in rural areas, as well as for heating
and processes in the wood products industry. Reliable data is said to be hard to come by and
there are suggestions that its contribution to meeting heat demand may be underestimated.
According to the Ministry of Agriculture, boilers for the combustion of straw and other types
of biomass are installed in 19 villages in the Vinnytsia, Kyiv, Rivne, Volyn and Cherkasy regions.
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Ukraine produces wood products such as sawdust briquettes, pellets, fuel wood chips, charcoal
and firewood. The SAEE has issued certificates of affiliation to 109 manufacturers of solid fuel
with an annual production of 542,000tn in 2012. The vast bulk of this production has been
supplied to export markets.

According to figures by the SAEE, the technically attainable thermal energy potential of
biomass is about 15Mtoe/annum. About 84% of this potential is from four sources: straw (43%),
energy crops (30%), wood wastes (6%) and biogas from animal manure and bird droppings
(5%). The balance is accounted for by bioethanol, biodiesel, biogas from landfill, sunflower
husks, peat and biogas from sewage water.

According to the handbook Attracting Investment in Renewable Energy in Ukraine biomass
has the greatest renewable energy potential across all regions of the country.

In light of the great potential for energy production from biomass, Phase | of the OECD Sector
Competitiveness Review selects energy produced from biomass as the pilot sector in which
to launch efforts to enhance sector competitiveness. The report affirms the role that the
government could have in fostering an investment policy climate to encourage growth in
energy production from biomass (OECD, 2012).

Citing the same source the IEA notes that the technical potential of forest biomass was
2.1Mtoe and that of agricultural waste is 12Mtoe based on the 2008 data. Agricultural biomass
is concentrated in the central, south-eastern and southern regions while the potential for
forest biomass is in the northern and western parts of the country.

Biofuels

According to Ukraine 2012, Ukraine produces liquid biofuels with about 100,000 tonnes/
annum (t/a) of bio-diesel at small installations. The SAEE “Registry of Alternative Fuels”includes
52 manufacturers of bio-ethanol-based liquid fuels, accounting for 47,000t/a in 2012. According
to the IEA about 50,000t/a of bioethanol is produced at six small plants and one large plant
produces between 120,000 and 150,000 tonnes annually.

The NERC maintained register of electric power sector facilities using alternative energy
sources includes one entity using biofuel residue oil to generate electricity.

Biogas
The IEA country review claims the following.

Ukraine’s agriculture sector generates significant agricultural waste. The Biomass Centre
estimates that it could be used to produce enough biogas to replace 2.6 bcm of natural gas
per annum. With agricultural expansion, biogas potential could grow to the equivalent of
7.7bcm of natural gas. It is estimated that organic matter from livestock could support 4,000
biogas installations.

According to the NERC register of electric power sector facilities using alternative energy
sources there are seven entities using biogas to generate electricity.

" SAEE Presentation to Review Team, June 2013
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Renewable Energy Goals

The Draft Updated Energy Strategy of Ukraine to 2030 asserts that the development of
alternative renewable energy sources (RES) is an important factor in:

reducing the use of fossil fuel resources for power generation and improving energy security
improving the environmental situation in Ukraine
developing Ukrainian industry.

The draft strategy proposes a combined alternative and renewable energy target of 10% of
installed electricity generation capacity or 7.5GWh. Complementing the draft energy strategy,
which is the energy sector’s guiding policy document, Ukraine has more specific sector
programmes, to one of which we now turn.

The National Targeted Programme on Energy Efficiency and Renewable and Unconventional
Energy for the period 2010-2015 was adopted by the Cabinet of Ministers of Ukraine (Decree
No. 243, March 2010). It sets out a target to increase the share of renewable and alternative
energy in primary energy supply to 10% by 2015 and replace 14Mtoe of traditional fuels.

Ukraine, as part of its accession to the EnC, is expected to develop, on a voluntary basis,
plans to implement EU directives on the promotion of electricity from renewable sources
(2001/77/EC) and biofuels or other renewable fuels for transport (2003/30/EC). In August 2011,
the Cabinet of Ministers of Ukraine signed a resolution on the planned measures to meet
Ukraine’s obligations regarding the Energy Community Treaty and tasked the SAEE with the
development of proposed measures to comply with the directives.

The primary objective of the Government of Ukraine in the area of renewable energy is
the fulfilment of its commitments taken under the EnC. The Ministerial Council of the
Energy Community, held in Budva on 18 October 2012, approved the decision regarding
the implementation of Directive 2009/28/EC and amended Article 20 of the EnC. Directive
2009/28/EC determines the minimum share of energy produced from renewable sources in
final energy consumption to the amount of 11% in 2020.

Legal Framework

The primary legislation in the sphere of alternative energy includes the following five laws of
Ukraine and other statutory instruments.

On Alternative Energy Sources

On Alternative Fuels

On Electric Power Industry

On Energy Conservation

On the combined heat and power production and use of waste.

The state energy-production strategies and programmes setting long-term goals include the
following.
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Draft Energy Strategy to 2030

State Target Economic Programme of Energy Efficiency and Development of Sphere of
Production of Energy Carriers Produced from Renewable Energy Sources and Alternative
Types of Fuel for Years 2010-2015 (of the Cabinet of Ministers of Ukraine from 1 March 2010
No. 243, dated 1 March 2010).

On 20 November 2012 the Verkhova Rada of Ukraine adopted the Law of Ukraine No. 5485-VI on
Amendments to the Law of Ukraine on Electric Power Industry (regarding the promotion of the
production of electricity from alternative energy sources). The law envisages the following.

Reduction of the green tariff coefficients for solar power plants
Granting of green tariffs for facilities that use biogas

Differentiation of green tariff coefficients for small hydropower plants, depending on their
installed capacity

Granting of green tariffs for generating units in households (beginning on 1 January 2014)
Changes in the local content principle.

According to the Ukrainian Wind Energy Association Law No. 5485-VI established the definitions
of a wind power plant and also resolved uncertainty concerning what power capacity should be
considered for calculating the green tariff rate by fixing the green tariff to the unit capacity of a
wind power installation (turbine).

Support Measures

Among the effective measures for the development of the alternative energy sector by the
National Commission in Charge of State Regulation in the Energy Sector as presented to the
review team are the following.

Setting of a “green” (preferential) tariff on electricity generated from alternative energy
sources

Obligating the Wholesale Electricity Market of Ukraine (WEM) to purchase the entire volume
of electricity produced from alternative energy sources

Formation of the State fund for Energy Conservation
Tax and customs exemptions

Concessional lending

State subsidies.

There are a number of tax-related fiscal incentives for enterprises producing renewable energy
sources that are designed to enhance profits by reducing the burden of taxation on inputs and
profits; several of these are time bound to 2019 and 2020.

The principal support measure is the feed-in tariff for electricity from renewable energy
sources. Wind, solar, biomass and small hydropower plants qualify subject to certain capacity
stipulations and are paid a minimum price of €0.05385/kWh subject to an adjustment upwards
by the application of a co-efficient for all qualifying categories save for small HPPs (less than
TOMW capacity). Solar plants and small HPPs benefit from an addition peak time co-efficient of
1.8, which incentivises and rewards the delivery of power within a certain window.
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With its Decree No. 365, dated 1 April 2013, the NERC established a fixed minimum size for the
“green”tariff (equivalent in the local currency) for the facilities commissioned from 1 April 2013
to 31 December 2014; the applicable tariffs by technology are shown in Table 5 below.

Table 5 Fixed minimum green tariff for RE installations from 1 April 2013 to 31 December 2013

RE Source Description Fixed minimum tariff cop./kWh
Wind Up to 600kW 70.15
Wind 600-2,000kW 81.84
Wind Over 2,000kW 122.77
Biomass 134.46
Biogas 134.46
Solar Roof mounted 388.82-389.34
Solar Ground-based 368.30

Source: NERC, 2013

In the same Decree No. 365, dated 1 April 2013, the NERC set different prices for electricity
generated from solar facilities commissioned prior to 31 March 2013, whereby the fixed
minimum solar tariff applied to ground-based solar facilities was 505.09 cop./kWh and the
range for roof-mounted installations was 463.00-484.05 cop./KWh. The fixed minimum green
tariff for small HPPs was 126.27 cop./kWh.

While the tariffs for solar and wind power are high by EU standards they are subject to a
progressive decline, that is, by 10% after 2014, by 20% after 2020 and by 30% after 2024 for
new plants or plants that are significantly upgraded.

An unusual feature of the support system is that green tariffs can only be obtained after the
completion of a power plant, approved by the NERC on a case-by-case basis.

In November 2012 the Parliament adopted the Law (No. 5485-VI) on Amendments to the Law
on Electric Power Industry (in its section on stimulating electricity generation from alternative
sources), which envisages the introduction of green tariffs for electricity produced from biogas
aswellasindustrial and municipal waste. It also reduces (without retrospection) the coefficients
for solar energy and introduces differentiated coefficients according to the installed capacity
for electricity produced at small hydropower stations.

The law provides that, as from 2012, to be eligible for green tariffs renewable energy generating
facilities must comply with local content requirements. By 2014, the share of Ukrainian
materials, equipment, services and works cannot be less than 50% of the total construction
costs. The NERC has been tasked with developing an appropriate procedure.

All electricity produced by eligible renewable energy power plants and not sold under direct
contracts must be purchased at green tariff rates on the WEM. In anticipation of further market
reforms and to provide certainty to investors, the Law on Power Industry stipulates that the
state’s obligation to purchase renewable energy at green tariff rates will survive the reform.

According to the SAEE, the contribution of renewable energy sources to electricity generation
in 2010 was as follows.
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Figure 20 Contribution of renewable energy sources to electricity supply 2010
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Renewable energy generators are subject to direction by the system operator, who has no
obligation to provide priority dispatch for generation from renewable energy sources.

While electricity network companies are obliged to connect power produced from renewable
energy sources to the grid, the grid code makes no special provision for renewable sources;
arrangements for wind are in place but are reported to be location specific.

A concern has been expressed that there is no standardised procedure for renewable energy.

Legislation as of 2012 deals with the connection fees chargeable by network monopolies as
of 2013. However, the procedures for reimbursing the qualifying costs for connecting are not
standardised.

Planning and permitting can be time consuming and at least ten steps taking over two years
are identified by the IFC in its publication “How to Obtain Feed-in Tariff’, with the existence of
gaps in the process intensifying the risk.

The ERRA™ has published an “Overview of RES-E Promotion Systems”, which reports that the
most debated current issue — from a regulatory point of view — is the over-subsidisation
problem in the rapidly developing PV segment and this includes possible solutions to limit its
impact on consumer prices.

Over-subsidisation of PV technology —meaning to provide a higher level of subsidies than
economic rationality would suggest — has several negative effects on any RES-E promotion
system.

- It reduces the efficiency of the promotion systems, through spending money on costly
technology

It could crowd out cheaper and more resource-efficient technologies, if a budgetary limit
exists on the overall RES-E promotion

15 See ERRA Website - Publications
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In cases where there is no such an explicit budgetary limit, it increases end-user electricity
prices, which can reach socially and politically unacceptable high levels (for example, it
already exceeds 10% of the overall consumer price in some EU countries).

Renewable Heat

B npoekTe cTpaterin He NpeaycMOTPEHO HUKAKMX Mep Mo NoAAepKKe MCNob3oBaHus The
draft strategy does not provide for any measures to support the use of renewable energy in the
heat sector. While it recognises the potential, it takes the view that the currently unfavourable
economics of renewable energy deployment in the heating sector will improve technological
developments over time.

Draft Law No 1083, while aimed at electricity production from biomass, may be expected to
assist the economics and facilitate the co-production of heat for district heating.

Renewable Energy Sources and Alternative Energy in Transport

The Government of Ukraine envisages introducing labelling motor fuels under environmental
classes and also bio-component content. The Law on Amendment of Some Laws Concerning
the Production and Use of Biological Types of Fuel No. 1391-VI of 21 May 2009 with Amendment
of 2010 is dedicated to stimulating the production and usage of biofuel and developing a
national fuel market based on the application of biomass as a renewable raw resource for
the production of biological types of fuel. In particular, the law foresees a partial release from
customs duties and excise duties on equipment and vehicles propelled by biofuel.

The Law on Amendment of Some Laws of Ukraine on the Production and Use of Motor Fuels
Containing Biological Components No. 4970-VI of 19 June 2012 introduces requirements for
the mandatory content of bioethanol for all the petrol produced and sold in the country in:

2013 — Recommended content of bioethanol not less than 5% (vol.)
2014-2015 - Obligatory content of bioethanol not less than 5% (vol.)
2016 — Obligatory content of bioethanol not less than 7% (vol.).

The Ministry of Infrastructure of Ukraine remarks, “‘about two thirds of the Ukrainian fleet is not
designed and not adapted to use petrol with more than 5% of bioethanol content”.

Among the other measures are two resolutions of the Cabinet of Ministers of Ukraine.
No. 1307 of 5 October 2004 Issuing of Certificates for Approving Alternative Fuels
No. 581 of 18 May 2011 Importing Equipment etc,, for Biological Fuel Production and Use.

The ministry is also committed to the development of the market for gaseous fuels and has
presided over an expansion of the usage and the growth in the number of outlets retailing
gaseous fuels. Refuelling stations for CNG have doubled in number between 2004 and 2008.
The ministry within its own system has created a network of about 100 enterprises that have
converted vehicles for usage of gaseous fuels such as CNG and LPG.

Conclusion

The centrality of the energy sector in facilitating economic growth is widely appreciated in
both Ukraine and among the international community and within that understanding there is
a consensus that renewable energy is an important growth vector.
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There is strong but conditional financial support from the international community and the EU,
as well as from their associated development and financial institutions, for the redevelopment
of the energy sector and renewable energy. The Government of Ukraine recognises that FDI is
important for the accelerated development of Ukraine’s renewable energy sources and this is
reflected in a commitment to a business friendly policy.

However, there is a desire to capture as much as possible of such investment for Ukrainian
manufacturing and supply and, by doing so, further enhance the pace of economic
development. Administrative requirements to achieve a minimum Ukrainian component
of new renewable projects have had mixed results in promoting additional investment. The
opening up of the RES-E market to private investment has stimulated the recent growth in
renewable energy supply and the establishment of manufacturing facilities in Ukraine.

Thus there are early lessons in the delivery of policy measures that point to the need to carefully
consider the costs, risks and unintended consequences at the policy design stage. In recent
work undertaken under the auspices of an OECD team there is emphasis on drawing from
experience elsewhere but with caveats to exercise caution in their direct replication under
Ukrainian conditions.

Nevertheless, the short-term potential for renewable sources, relative to their current state of
utilisation, is enormous; the electricity generation structure of Ukraine is, according to figures
for 2012 supplied by the SAEE, dominated by thermal energy (48.6%), nuclear power energy
(45.59%) and hydropower energy (5.6%) with new renewables included in the balance of 0.3%.
Notwithstanding the RES-E potential, the low-carbon sources of nuclear and hydropower
together account for more than 505 of the electricity supply.






92

In-Depth Review of the Energy Efficiency Policy of Ukraine | 2013

International Agreements

The Government of Ukraine signed the convention in the Earth Summit of Rio de Janeiro in
June 1992. It was ratified in May 1997 and came into force in August 1997.

Ukraine signed the Kyoto Protocol in March 1999 and ratified it in April 2004; the Protocol
entered into force in February 2005, after the Russian Federation’s ratification in November
2004.

To comply with its"Annex | countries commitments”under the convention, Ukraine sentits First
National Communication on Climate Change to the UNFCCC in February 1998. The second
communication was sent in June 2006 and is available only in Russian. The third and fourth
communications were subsumed into the fifth communication, delivered in December 2009.

In the report on the in-depth review of the fifth national communication of Ukraine by the
compliance committee the UNFCC provides an overview of the climate policy of Ukraine
on the date of its preparation, April 2011. Information on more recent developments in the
national climate policy was provided during the in-country review and a summary of GHG
emissions for Ukraine covering 1990, 2000 and 2010 is available on the UNFCC website.

UNFCCC Review

The sharp decline in CO, emissions between 1990 and 1996 reflects the decline in energy
production and demand in the early stages of the economy’s transition. Non-CO, emissions
halved over the period and, in contrast to CO,, have not increased since 2000. Emissions of CO,
fell again in 2009 and 2010 as a result of the recession induced by the financial crisis.

Figure 21 Total GHG emissions 1990-2011 Ukraine
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Source: “National Inventory Report of GHG and Removals for 1990-2011"

Total GHG emissions decreased by 53.9% between 1990 and 2008. The reduction in emissions
was driven by changes that stem from the transition from a centrally planned to a market-
driven economy and structural changes in industry and the economy, together with an
increase in the share of services and an associated decrease in energy consumption, as well as
by changes in the structure of primary energy use (reduced use of coal and increased use of
natural gas). The effects of these drivers were amplified by improvements in energy efficiency
and related programmes.
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Ukraine’s emissions are far below its target under the Kyoto Protocol. Therefore, Ukraine does
not, for UNPCC purposes, urgently need an overarching national GHG emission reduction (ER)
strategy. Climate change policy and measures are driven by the goals of economic efficiency
and the development and security of energy supply.

The report observes that there is a little evidence from monitoring and evaluation that policies
and measures promoting energy efficiency have resulted in sizeable energy and GHG emission
savings. Regulatory instruments (laws, regulations and standards) play a key role in Ukraine’s
climate change related policy.

Ukraine has made GHG emission projections for the period 2010-2020, including three
scenarios: baseline “without measures’, “with measures” and “with additional measures” The
projected GHG ERs in 2020 in relation to the base year levels under the “without measures’,
“with measures” and “with additional measures” scenarios are lower by 18.0%, 30.7%, and

35.8%, respectively.

Thus the projections indicate that Ukraine expects to meet its Kyoto Protocol target (which
is the stabilisation of GHG emissions at the base year levels) under the “without measures”
scenario. GHG emissions are not expected to exceed the country’s base year level, even by
2020.

Moreover, according to the projections, Ukraine can meet its target under the Copenhagen
Accord — ER by 20% by 2020 compared with the base year level — with domestic measures
only. This is with the backdrop of an expected increase by 2020 in the share of coal instead of
natural gas in the structure of the primary energy supply.'®

Ukraine does not intend to make use of the Kyoto Protocol mechanisms to meet its target for
the first commitment period (CP) of the Kyoto Protocol.

Ukraine benefits from JI projects and many of them focus on energy efficiency improvements
in industry. Ukraine participates in international emission trading through the Green Investment
Scheme (GIS), the aim of which is to use the revenue from emissions trading for funding mostly
small-scale energy efficiency projects in public buildings and landfill gas recovery for energy use.

The National Adaptation Action Plan, which is under preparation, will set the basis for the
adaptation actions for various sectors. As the National Adaptation Action Plan has not yet been
approved, the scope, time frame and level of its implementation remain uncertain.

The Expert Review Team (ERT) commended Ukraine’s continuous efforts to cooperate with
developing country parties on training about climate change. With regard to research and
systematic observation, Ukraine maintains a network of hydro-meteorological stations and
contributes to the work of the IPCC on climate change.

The ERT notes in the conclusion of the annual review report (ARR 2010) under the UN
Framework Convention on Climate Change that Ukraine’s national system is not performing
its required functions as set out in Decision 19/CMP.1 and that at the time of the preparation
and publication of this report the question of the implementation of the national system of
Ukraine identified in the ARR 2010 remained unresolved.

16 See FCCC/IDR.5/UKR

93



94

In-Depth Review of the Energy Efficiency Policy of Ukraine | 2013

The ERT concludes that the national registry continues to perform the functions set out in the
annex to Decision 13/CMP.1 and the annex to Decision 5/CMP.1, and continues to adhere to
the technical standards for data exchange between registry systems in accordance with the
relevant decisions of the Conference of the Parties serving as the meeting of the parties to
the Kyoto Protocol. The ERT notes “updates of databases, applications, security measures, and
changes to the national registry software, are documented on a regular basis by nominated
responsible persons’”.

The ERT encourages Ukraine to undertake a number of improvements regarding the
transparency and completeness of its reporting. The most important of these relate to
information on the effects of individual policies and measures and their costs, and in the
building sector, in particular, and also those measures that increase GHG emissions.

Ji

The basic principles of Jl are defined in Article 6 of the Kyoto Protocol. Project participants and
Annex 1 parties may jointly implement an emissions-reducing project in the territory of an
Annex 1 party, and count the resulting emission reduction units (ERUs), which goes towards
meeting their Kyoto target.

The large scale and urgency of the need to restructure and modernise the power and heavy
industry sectors of Ukraine, combined with the contraction of the economy, have created
conditions and incentives for the earning of ERU units on the back of much needed investment
in these sectors. Investors from the Netherlands, the UK, Germany, Ireland and Japan have
availed of the opportunity to pursue JI projects in Ukraine. They are an important source of
investment capital and, in many cases, of technological advancement and contribute to the
competitiveness and sustainability of the economy of Ukraine.

The implementation of JI projects in Ukraine is governed by the “Procedure for Preparation,
Examination, Approval and Registration of Projects Aimed at Reduction of Volumes of
Anthropogenic Emissions of Greenhouse Gases’, approved by Resolution of the Cabinet of
Ministers of Ukraine No. 206, dated 22 February 2006.

The procedure is administered by the State Environmental Investment Agency (SEIA) and
includes the following steps.

Application for support for the SEIA, which is completed upon issuance of a letter of
endorsement by the SEIA

- Submission of a detailed description of the JI project along with a determination report to
the SEIA. This stage is completed when the SEIA issues a letter of approval and registers the
Jl project

- Implementation of the JI project; submission of a monitoring report of the JI project to the
SEIA for registration

Transfer of ERUs to the account of the JI project owner held with the national carbon
register. Furthermore, the ERUs may be transferred to the account of any foreign entity held
with a foreign carbon register.

In August 2012 a public consultation on proposed revisions to the regulatory impact of
Resolution 206 was ongoing. The Joint Implementation Action Group (JIAG) represents
developers of JI projects and in its submission it welcomed the inclusion of regulations for
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programmes of activities and the bundling of JI projects to facilitate smaller projects. The same
submission stressed the need to observe timelines for the processing of applications and for
greater transparency, which go towards providing a level playing field for applications.

State Support

Environmental projects may benefit from state support, such as financial support (through
direct funding, provision of state guarantees and interest reduction under loans attracted from
commercial banks) as well as preferential regulation incentivising environmental and energy
efficiency projects.

The principal mechanisms for the provision of state financial support are i) state support of
public private partnerships and ii) financing under various state task programmes. The former
mechanism was introduced in 2010 with the adoption of the Law of Ukraine on Public Private
Partnership. It provides companies acting as private partners in the framework of public private
partnership (through a concession agreement, joint activities agreement or otherwise) with an
opportunity to seek funding from the budget or to apply for state guaranties. Although the
mechanism is not fully effective yet, the Government of Ukraine is taking a proactive stance in
its implementation.

Further state support may be acquired through specific state support mechanisms, such as the
task programme for energy efficiency and the development of renewable energy resources
for 2010-2015 and the mechanism of reimbursement of interest under loans attracted for
projects in the sphere of energy efficiency.

In addition to direct financial support from the government, environmental projects may
benefit from preferential regulation. For instance, the importing of energy efficiency materials
and equipment is exempt from customs duties and VAT.

Carbon Market Initiatives

In 2010, Ukraine started negotiations with the EU on a bilateral agreement to recognise
ERUs generated in Ukraine in the European Union Emissions Trading Scheme (ETS). For the
time being, there has been little progress, which is largely due to differences between both
parties as to the level of emission reduction commitments that Ukraine should assume. It is
also possible that the EU will impose eligibility criteria for Ukrainian JI projects before ERUs
generated under these projects can be admitted into the European system.

The EBRDin close collaboration withthe Ukraine’s NEIAis developing a carbon market facilitation
programme for Ukraine. The project was to run to July 2011 and aimed to help Ukraine to
develop a legal, financial and institutional framework for the identification, assessment,
designation and trade of Kyoto units and to increase the capacity to address carbon markets.
It was delivered with the support of the Government of Spain and the resulting handbook
Guidelines for the Development of JI Projects in Ukraine provides valuable clarity for potential
“Object Owners”.

JI Project Achievements and Accreditation

Achievements

Ukraine is one of the most active countries in the JI market, accounting for over 40% of global
ERUs in June 2012. Projects are dispersed over the industrially developed eastern, central and
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southern regions of Ukraine. The largest quanta of ERUs are from the capture of methane and its
utilisation in coal mines, industrial processes, co-generation and use in the gas transport system.
The refurbishment of central heating systems is another important source.

On 18 March 2009, the New Energy and Industrial Technology Development Organization of
Japan (NEDO) and SEIA, formerly NEIA, concluded an AAU purchase agreement for 30 million
(CO, equivalent). Through this GIS agreement, NEDO's AAU purchase funds are to be applied to
GHG ER and other environmental projects.

In 2012 the NEDO and SEIA announced that they had agreed (press release of 24 April 2012) to
implement 319 energy conservation projects, based on the GIS ) concluded through the GIS
agreement.

These projects will aim to reduce GHG emissions and improve the insulation of the window
frames, walls and roofs of schools and hospitals (319 facilities) in various regions in Ukraine.
The majority of the public facilities in Ukraine, including schools and hospitals, have become
dilapidated and have poor insulation, and are in need of renovation works. Improving the
insulation of these facilities as GIS projects will address Ukraine’s social needs and will also help
to increase the awareness of energy conservation in various regions. Expectations from these
projects are, therefore, very high throughout Ukraine. This agreement includes amendments
(change of projects, etc,) to the agreement on the social project announced on 19 January 2011.

Accreditation

According to the National Ecological Centre of Ukraine (NECU), the experience of JI in the first
commitment period (CP1) shows that the mechanism has helped to reduce the compliance
costs, both under the Kyoto Protocol and EU ETS.

JI'has initiated an industry-lead bottom-up approach in ER efforts and resulted in a number
of worthy ER initiatives. In some cases JI has facilitated the transfer of knowledge and ER
technologies.

However, the centre believes that the application of the mechanism at international and
national levels has shown flaws that should be addressed for the second Kyoto period to
secure its environmental integrity and to ensure the continuation of JI as an ER tool.

The NECU concludes with an observation and a plea to all of those involved.

Without a deep transformation JI will not be an effective tool of mitigating climate change
and may eventually come to an end. The Parties to the Kyoto Protocol together with the JI
Supervisory Committee and, possibly, the Governing Body should address the issues of the
mechanism as soon as possible. It should be also realised by all stakeholders involved in JI,
such as project developers and owners, ERU purchasers and traders, AlEs and host country
DFPs, that it is in their interest to restore the environmental integrity and credibility of JI, and
stop considering it purely as a source of cash.

Adesk review and the analysis of publicly available information on Ukrainian JI projects resulted
in its raising issues on baselines, consistency, retrospection, additionality and due diligence. On
the other hand, projects with high levels of additionality but with accompanying risk were
overlooked in the early stages. Examples of landfill gas and coal bed methane were cited.

At the time of writing the uncertainty of the CP2 framework prevents ER projects from
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seriously relying on CP2 ERUs in their implementation. Even though most of the registered
and operational projects are set to claim ERUs beyond 2012, the need for further crediting can
be questioned. Nonetheless, some projects may indeed rely on JI for their future operation or
implementation if they are not yet completed.

Based on these findings, the NECU proposed several changes in the operational model of Jl in
CP2, which are called to address the highlighted issues.

(1) Considering the uneven quality and questions about the environmental integrity of
currently registered projects, their baselines and additionality will have to be reviewed before
they are allowed to receive ERUs in CP2. Only those implemented projects the future operation
of which depends on ERU incomes should continue receiving JI support. Otherwise, the next
Kyoto period will suffer from the outlined problems and the enormous supply of low-quality
ERUs will continue.

(2) The problem of the ambiguity over ways to demonstrate additionality should be addressed.

(3) Baseline setting should also become more clear and transparent as the approach of the
“most likely scenario”leaves a great deal of space for manipulation.

(4) JI should operate in a single track with international oversight versus existing JI Track 1
and Track 2. The governing body should be able to step into the project cycle both at the
registration and ERU issuance stages.

(5) Special attention should be paid to the elimination of the conflict of interests of accredited
independent entities in performing the determination of JI projects and verification of resulting
GHG reductions.

(6) Potential incomes from ERUs should be increased, so that JI can enable ER projects that
otherwise would not be implemented. Therefore, the crediting period should be maximised
for projects with long payback periods; this can be achieved so that CP2 lasts eight years
instead of five. Measures to support the price of credits should be taken, such as filtering out
non-additional projects as suggested above, and increasing the level of ambition of countries’
QELRO:s.

EU Ukraine Relations

In the field of climate change, Ukraine has taken further steps to prepare legislation on emission
trading, in line with its long-term objective to link with the EU emission trading system.

Some 34 new JI projects were registered at the UN level, bringing the number of registered
projects to 82.

In October, the UNFCCC Kyoto Protocol compliance committee suspended Ukraine from
trading emissions units pending the resolution of questions relating, in particular, to the
transparency of emission data. Ukraine is encouraged to build capacity and engage in the
new carbon market mechanism to be developed following the UNFCCC (UNFCCC COP 17).

Ukraine is also encouraged to fully implement the Cancun and Durban agreements and, in
particular, devise a low-carbon development strategy, including update information on targets
or actions that it will implement.

The EU has launched two projects to study the potential implementation of low-carbon
technologies and carbon sequestrations with Ukrainian partners.
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Ukraine has adopted a national environment action plan for 2011-2015 to implement its
environmental strategy. A decree setting out the procedure for public participation with
regard to decisions that can affect the environment has also been approved. New legislation
regulating urban development activities has raised concerns about the procedure for
environmental assessments, including possibilities for public participation, and will need to
be reviewed.

Ukraine has faced problems with implementing several agreements it has already ratified.
In June and July, respectively, the fifth Meeting of the Parties of the Espoo Convention and
the fourth Meeting of the Parties of the Aarhus Convention issued cautions against Ukraine
for non-compliance. The EU launched a sector policy support programme in the field of
environmental protection (EUR 35 million). A follow-up project to continue support for
Ukraine’s implementation of the Espoo and Aarhus conventions was also launched.
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Overall Assessment of the Progress

The being carried forward by the Committee on Economic Reforms under the president of
Ukraine is impressive in its scope, level of detail and effort to timetable the progress, outcomes
and progress indicators. The programme aims are reflected in the programme’s title:“Prosperous
Society, Competitive Economy, Effective State”

The reform of the energy sector, as detailed in the chapter on “Modernisation of Infrastructure
and Primary Sectors’, analyses the challenges, aims and objectives and necessary steps before
laying out and timetabling three stages of reform to 2014. It closes with a set of four success
indicators.

Tariffs for households brought to an economically viable level by the end of 2012

- Privatisation of the power supply and thermal power generation completely by the end of
2014

New market model up and running from late 2014
Specific energy efficiency of the economy improved by at least 20% by the end of 2014.

These indicators, and the extent to which the necessary steps envisaged in the PER are
achieved, as conceived in the outcomes in Stage | (by the end of 2010) and in Stage Il (by the
end of 2012), provide a valid basis for an overall assessment and review of the progress.

Ukraine is at a crossroads and there are many dimensions to the choices and options available.
Geopolitical considerations figure highly in traditional markets, such as those for steel, food
and energy. Inward investment is a priority for the modernisation of the economy and
the reconstruction of the energy system. There are no quick and easy answers to Ukraine’s
dependence on external energy resources, the cost of which is increasingly unaffordable.
The concentration of power and influence in a small group with vested interests has created
issues for the perceived independence of the administration and trust in government and its
institutions.

Against this background, which is reinforced by international statistical comparisons of the
energy intensity of GDP in Ukraine, it is not surprising that Ukrainian policy makers feel free
to set high and ambitious targets for energy efficiency. While it is right and proper to have
ambitious goals, the effort to achieve energy efficiency goals is enormous, not least because
of the scale of investment required, the breath of issues to be addressed and the number and
range of actors involved.

The principal responsibility for energy efficiency policy rests with the Ministry of Economy
and Trade. However, energy efficiency policy delivery will have a direct impact on plans and
projections for energy supply and GHG emissions and it needs to be sympathetically received
and accounted for in the Ministry of Coal and Energy and in the Ministry of Environment.
Ultimately, it is to the Ministry of Finance that energy efficiency programmes must look for
their funding and ongoing support.

One year after the adoption of the PER, the EBRD observed “that the past three years had
been challenging for Ukraine. In its view the announced structural reforms, if implemented
fairly, should contribute towards increasing the country’s long-term growth potential and help
mitigate the post-crisis macroeconomic vulnerabilities”.

The recent competition for petroleum exploration and production licences is an example
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of a prioritised and material action that has the potential with FDI, through natural resource
development, to address the security of the energy supply, industrial development and
employment creation and generate new government revenues.

Policy and Measures to Promote Energy Efficiency

The “State Targeted Economic Programme for Energy Efficiency and Development of the
Sphere of Energy Generation from Renewable and Alternative Energy Sources for the Period
2010-2015" was developed and approved by the Cabinet of Ministers of Ukraine on 1 March
2010.

The programme defines the priorities in terms of energy efficiency for the period 2010-2015.
By 2015, compared with a reference year of 2008, the objectives are for a 15% decrease in
emissions and a 50% reduction in heat losses in the housing sector as a result of their
rehabilitation. In 2011, the state budget foreseen for this programme was UAH 910 million
(about €90 million). On 29 June 2011, the Cabinet of Ministers of Ukraine decided to finance
six power lines, using the funds allocated to the programme.

Under the EU-Ukraine Energy Cooperation the key progress reported since October 2011
included the following observation.

During 2011 and 2012 Ukraine worked on updating its Energy Strategy to 2030 that was
originally adopted in 2006. The stated aim of the draft Updated Energy Strategy is to develop
an integrated and effective framework that has due regard to Ukraine’s national legislation
and its commitments under international treaties, including commitments to comply with
European energy legislation, to promote a competitive energy market, improve energy
efficiency, increase the domestic production of energy resources, diversify the sources of
imported energy, cost-reflective pricing and ensuring attractive investment conditions for
private investments.

In June 2012, the working draft of the Updated Energy Strategy to 2030 was shared with the
EU, the IFls and other bodies. The EU, World bank and US Embassy jointly provided detailed
comments in July 2012 seeking greater emphasis on demand-side measures, the need
for a wider consultation of stakeholders and the importance of taking into account the
commitments Ukraine entered into when joining the Energy Community in February 2011
as well as the recommendations of the IEA in-depth review of Ukraine published in 2012.
According to the joint report “Ukraine has confirmed that the EU Delegation/World Bank/US
Embassy comments and the IEA's recommendations will be taken into consideration.

While the Updated Energy Strategy of Ukraine to 2030 is to be the main vehicle for future
proofing and establishing the continuity of policy, implementation and delivery take place
in a shorter timeframe ranging between 2014 and 2020, depending on the area under
consideration. Thus, for example, the Ministry of Infrastructure, being responsible for transport
policy, is working to a 2020 vision, incorporating energy efficiency goals in support of
sustainability objectives.

A draft law on energy efficiency, which should replace the 1994 Law on Energy Conservation,
which is unanimously recognised as obsolete, is still under preparation. The new draft Law on
the Efficient Use of Energy Resources will determine the legal principles for promoting energy
efficiency in Ukraine, with the aim of ensuring economic and organisational conditions for the
efficient and economical use of fuel and energy.
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Positive developments in the legal and regulatory framework took place in 2012, with the
Law on Energy Efficiency of Buildings adopted in the first reading, and the second reading is
expected early in 2013. This law should reflect the main provisions of the Energy Performance
in Buildings Directive as required by the EnC Treaty. The related secondary legislation is also
reported to be under preparation by the Ministry of Regional Development, Construction and
Municipal Economy.

The SAEE is currently preparing policies in line with the EnC, such as a roadmap on the
implementation of the Energy Community acquis and the national energy efficiency action
plan, which were submitted to the Energy Community Secretariat in 2012. According to the
Energy Community this requires improvements and the relevant work is now ongoing. The
SAEE is also preparing regulations to comply with the Directive on Energy Labelling.

According to a USAID factsheet of January 2013, Ukraine's energy sector problems — low
energy efficiency, high vulnerability to price fluctuations and dependence on imports — are
especially evident in the municipal heating sector. Recognising that the municipal heating
sector requires fundamental reforms to save energy and provide quality services to the
Ukrainian population, public institutions and local industries, USAID, with the cooperation of
the Ukrainian Authorities, has launched an MHRP. The objective is to assist the Government
of Ukraine and local governments to create a viable municipal heating sector that is able to
deliver quality services to residents, public institutions and local industries. Experts estimate
that up to 60% of energy is wasted within the municipal heating chain — and that the largest
losses occur at end-user facilities.

The Ministry of Regional Development, Construction and Housing has demonstrated in a series
of donor co-financed residential apartment renovations that savings of 50% are attainable
with a payback period of seven to ten years, depending on the energy price and the options
chosen.

The Cabinet of Ministers of Ukraine approved in July 2012 the action plan “for the Regulatory
Support to the Implementation of the Energy Efficient Heat Consumption Policy and
Modernisation of the Heat Supply Sector”. This plan was warmly welcomed and expectations
for its swift implementation were high. The plan also addresses some of the provisions of the
Energy Services Directive, in particular those related to energy performance contracting.

Financing Energy Efficiency

The funds for energy efficiency are limited by, amongst other things, i) the state of government
finances and ii) the current policy of low energy prices for consumers. However, according to
the IFC, finance is available for those businesses with the potential for competitive advantage
while operating under free market conditions.

Where state funds have been provided they have sought to leverage private and international
sources of finance and the government has sought to assist this process by coordinating
donor finance and directing it to priority projects and leveraging the capacity of ESCOs to
finance necessary investments.

IFls are firmly fixed on providing finance for the reconstruction of the energy sector of Ukraine
and the modernisation of existing industry. Several large projects are underway to improve
the energy efficiency of electricity generation and transmission, and also in the steel industry.
Each will make a significant contribution to reducing the cost and environmental impact of
steelmaking while building experience to assist wider replication.
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On the acquisition of funds for public utilities, the GIZ, GFA and SAEE of Ukraine with the Ministry
of Regional Development, Building and Housing of Ukraine have produced an exemplary set
of “Guidelines for Project Proposals” directed at municipalities and their public utilities. This is
an important initiative in reaching out to medium sized towns to suitably structure projects to
attract funding.

The lending to several priority industrial sectors for investment by the IFls is in many cases
conditional on sustainable energy practices and choices. Thus energy efficiency is a formally
recognised component of business and sustainable development. Clearly, cost-reflective
energy prices will support and reinforce such choices for all new investment in industry and
services where the market arrangements allow for a sufficient return.

SMEs and private consumers have limited access to affordable finance and in many cases
are extremely limited in their ability to pay. Special arrangements by way of low cost finance
can assist but inevitably the high costs of administration and losses increase the margins that
local banks apply. Take-up rates are modest and other solutions are necessary for a scaled-up
response. Utilities may have a role in both service delivery and finance as the government
formulates and finalises its national energy efficiency action plan.

The EBRD, in its “Strategy for Ukraine 2011-2014", has opined that “it will be necessary to
significantly improve the business environment and reduce the perceptions of endemic
corruption in order to attract large scale quality investments that would, over time, help to
reduce Ukraine’s dependence on several low value added and energy-intensive export
sectors” The EBRD has prioritised its lending to strengthening energy efficiency and energy
security and made future lending conditional on the pursuit of a comprehensive and credible
reform agenda. It would appear from the choice of language that the credibility of reform
programmes is an issue.

Institutional Arrangements

The most recent re-structuring of energy efficiency delivery was the creation of the State Agency
for Energy Efficiency and Energy Saving of Ukraine (SAEEE) as the legal successor of the National
Agency of Ukraine for Efficient Use of Energy Resources and the State Inspectorate for Energy
Saving, a governmental state administration body that acted within the National Agency for
Efficient Use of Energy Resources. It was established by Presidential Decree dated 13 April 2011
and amended 22 February 2012.

The NERC was established in 1994, is financed from the national budget and as of now has 432
staff members responsible for the following: regulation of natural monopoly activities in the
power sector, in the oil and gas complex and in the sphere of heat generation; consumer rights
protection; issuance of licences; implementation of pricing policies in the power sector, and in
the sphere of heat generation; and regulation of relations in the retail electricity market. Further
legislation is required to allow the regulator the independence of action that is mandatory under
the EU acquis.

The privatisation process in the electricity sector has been on-going since 2011 and a set of
generation and distribution assets has already been privatised. In parallel, the privatisation of the
combined heat and power plants and the gas distribution services has been launched in 2012.

In the light of the importance of the energy sector and of energy efficiency in particular it is not
clear that the SAEE is adequately resourced, structured, positioned and empowered to drive the
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scale of change required. In the first instance there is a gap between the ambition of the policy
and the resources allocated. The proliferation of targets, all ambitious, is suggestive of an energy
policy that is declamatory rather than focussed on the practical steps necessary to achieve more
modest but nevertheless real and durable progress. This creates difficulties by fostering cynicism
and a sense of disempowerment.

Any accelerated move to full and widespread application of cost-reflective pricing will create
intolerable pressures for some already hard-pressed consumers and this reality, along with the
general sense of entitlement of the population to cheap energy, go some way to explaining
the government’s lack of progress. However, the economic and institutional pressures for
reform continue to grow and the room for manoeuvre though further procrastination is being
steadily eroded by the precariousness of the economy. It is against this background that the
government must ensure that subsidies are directed to where they are actually needed and it
would be appropriate for an agency to assume the responsibility for monitoring the situation
and recommending policy action.

It is clear from the results of pilot projects undertaken in the residential sector that the
implementation of the Energy Efficient Heat Consumption Policy and Modernisation of the
Heat Supply Sector Plan or its equivalent will require the creation of new institutions and further
development of existing institutions to drive the change, regulate the behaviour of market
participants and allow sufficient rates of return on capital to attract new market entrants and
entities with strong and ample resources, sector knowledge and a desire to establish sustainable
business in meeting heat supply needs. If ESCOs are to play a leading role in delivery the existing
legal and market deficits in the framework for delivery will have to be addressed.

The SSU continues to develop energy statistics activity. It has concentrated on data verification
checks and correction procedures and has benefited from international support and mentoring,
of which the completion of the IEA questionnaires with software worked out by IEA is a key part.
Analyses are now available showing the structure of energy consumption by industry and, for
example, the power intensity of GDP as it continues to fall, reflecting the changing structure of
GDP and energy efficiency gains.

Energy Pricing and Taxation

There is evidence to suggest that the proportion of energy end-use consumer costs that
are recovered by revenues has declined to an all-time low in recent years. Such inertia and
slippage do not auger well for the achievement of full cost recovery by 2014, as foreseen in the
national programme.

The challenge for the government is to establish the climate within which energy prices can
migrate upwards to cost-reflective levels. The elements of such a climate are both rational and
emotional. Thus it has to be approached with great sensitivity to equity, clarity of purpose and
resolve to see it through. The key point is that cost-reflective pricing is a means to an end; the
end is to value and husband scarce resources for the common good.

In the context of the roadmap on the integration of the electricity and gas market it has been
observed that further steps need to be taken to ensure the NERC has the ability to set full cost
recovery tariffs.

From an investor perspective the acid test of the sustainability of any investment is the return
of a stream of revenue over time that exceeds or, at a minimum, matches the cost of capital.
Where there is a doubt about the customer’s ability to pay or willingness to meet the cost
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of the service it will be reflected in a risk premium. In some circumstances borrowers will be
dissuaded and in others investors will be unwilling to put their funds at risk. In both cases the
opportunity for investment is lost.

Thus in formulating a basic strategy it will be important to identify attainable outcomes that
will engender confidence and thereby strengthen subsequent efforts.

An IMF staff working paper'” concluded “Government savings from higher household tariffs
can be channelled into a higher quality of life for all households. Overall, under-pricing gas and
heating utilities provides a 5% of GDP subsidy to households. The analysis suggests that even
with just a 20% tariff increase the government will gain almost 0.3% of GDP. The associated
increase in social assistance costs will be minimal and more than offset by the elimination of
benefits to the wealthy. Government savings should first be used to finance energy-saving
infrastructure investment, helping to reduce the burden of tariff increases on households.
Investment of additional savings arising from gradual tariff increases in domestic gas
exploration and development as well as growth-enhancing activities will eventually provide
greater financial gains for all households than under-priced gas and heating tariffs.

Energy Efficiency and the Environment

Ukraine is party to all of the important international GHG emission and control protocols and
treaties. Its record on the timely submission of reports is patchy; for example, in reporting to
the UNFCCC and to comply with its "Annex | countries’commitments” under the convention,
Ukraine sent its First National Communication on Climate Change to the UNFCCC in February
1998.

The second communication was sent in June 2006 and is available only in Russian. The third
and fourth communications were subsumed into the fifth communication, delivered in
December 2009.

However, according to the NECU the experience of JI in CP1 shows that the mechanism has
helped to reduce the compliance costs, both under the Kyoto Protocol and EU ETS.

In October, the UNFCCC Kyoto Protocol compliance committee suspended Ukraine from
trading emissions units pending the resolution of questions relating, in particular, to the
transparency of the emission data. Ukraine is encouraged to build capacity and engage in the
new carbon market mechanism to be developed following the UNFCCC COP 17.

According to the EU, Ukraine adopted a national environment action plan for 2011-2015
to implement its environment strategy. A decree setting out the procedure for public
participation with regard to decisions that can affect the environment was also approved. New
legislation regulating urban development activities has raised concerns about the procedure
of environmental assessments, including possibilities for public participation, and will need to
be reviewed.

The evidence for high aspirations is reflected in the number and scope of international
agreements, protocols and treaties concluded. The ambition to achieve good outcomes
is reflected in the early arrangements for JI projects, in which Ukraine appeared to excel.
However, there are indications of a weakness in the achievement of the necessary compliance
and verification arrangements.

17 Pritha Mitra and Ruben Atoyan, IMF working paper, WP/12/247
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Nevertheless, action is proceeding on a broad front and the basic building blocks of setting
goals and targets and establishing the necessary institutions and procedures for holding
them accountable. A huge amount of work remains to be carried out in terms of establishing
the conditions for direct investment in where it can be most effective. There are formidable
coordination challenges ahead.

Renewable Energy

The rapid development of solar and wind power in Ukraine is attributable to the stimulus of
the feed-in tariff. In the absence of a similar stimulus the development of biomass has been
modest by comparison.

The Verkhovna Rada has addressed the biomass and the unrecognised biogas potential by
providing for a green tariff to enable these additional renewable sources to contribute to
electricity production. This broadening of the base of renewable supply is a welcome step
towards a more balanced development of the available renewable energy sources.

Furthermore, the projected adjustments to green tariffs are appropriate to ensure the future
cost effective development of renewable energy. Going forward it will be important to monitor
carefully the impacts of the local supply conditions with a view to ensuring value for money for
the electricity consumer and for sustainable industrial development.

In parallel and in response to external demand for alternative fuels there has been a growth in
the output of the biomass fuel processing industry in Ukraine, to where initially the vast bulk
of the production of pellets and similar products was exported.

This nascentindustry results from entrepreneurial activity that has responded to developments
in neighbouring markets and has not materially benefitted from state support. However, it
augurs well for the future development of a renewable heat supply in Ukraine and, where
appropriate, for high efficiency biomass fired cogeneration plants to meet the needs of
municipalities.

On 18 October 2012, the Energy Community Ministerial Council agreed on the implementation
of EU Directive 2009/28/EC and amendments to Article 20 of the Energy Community Treaty.
Ukraine's share of energy derived from renewable sources was set at 11% for 2020.

The NERC is sensitive to the consumer cost issues raised by renewable energy development
in other (EU) markets and recognises that the costs of an alternative energy policy may reach
a critical level of affordability. According to the NERG, this raises the issue of determining the
optimal contribution from alternative energy sources in the energy sector of the country.

Other issues identified by the NERC are as follows.
Integration of the alternative energy facilities into the power-generation system

- Balancing intermittent (for solar and wind generation) power-generating facilities
Management of the priority connection of the alternative energy facilities
Compensations for the connection costs

- Formation of correct and timely price signals for the alternative energy sphere

Certification and verification of electrical energy produced from alternative energy sources.



OVERALL ASSESSMENT

Having committed to a target of 11% according to the relevant directive, Ukraine should
develop and submit to the Energy Community Secretariat its national renewable energy action
plan by 30 June 2013 and ensure the entry into force of the laws, the secondary regulations and
administrative provisions to implement Directive 2009/28/EC by 1 January 2014. For example,
without priority despatch it is not clear how renewables would fare in a market context where
so much of the electricity consumed is dispatched at a very low marginal cost.

With the Government of Ukraine settled on its high level renewable energy 2020 targets this
ambition must be reflected in the Draft Energy Strategy to 2030. Therefore, the targets and
the concerns of the regulator must now find full expression in the National Renewable Energy
Action Plan of Ukraine.

Conclusion

There is a high level of awareness of the need for a robust energy strategy and indeed of the
key issues to be addressed.

The most pressing issues have benefited from considerable scrutiny and debate and the high
level goals are not in dispute. It is probably the case that the delay in finalising the energy
strategy centres on the need to articulate a robust approach that is acceptable to the principal
stakeholders. In this context, the identification of win-win solutions can be a potent enabler,
for example meeting the heating service needs of apartment owners while contributing to the
viability of the service.

Considering that, in the first half of 2013, it is already evident that less than three years into a
four year programme, 2010-2014, the first of the four key energy efficiency targets, “Tariffs for
households brought to an economically viable level by the end of 2012’ has not been met
and it may not be possible to measure the fourth, “Specific energy efficiency of the economy
improved by at least 20% by end 2014".

Thus there is doubt over the level of understanding, commitment and ability to formulate,
resource and deliver certain energy policy goals. Such doubts cannot be confined to a review
as they are likely to be more widely held in Ukraine and understood and more deeply felt and
justified in the policy-making system. Thus the risk of cynically serving whatever the moment
requires is likely to continue until such time as such behaviours are sanctioned or better
behaviours rewarded.

Recognising that energy not wasted is intangible, and in so far as it is a cost that has not arisen,
the monitoring of progress and the justification of continuing expenditure require careful
attention in policy delivery and review. This is especially the case where funds are scarce and
there is strong competition between competing demands on government. Thus there is a
strategically important internal government dimension to the successful formulation and
delivery of energy efficiency policy.

The evidence points to the need for in-depth reforms of the policy-making process, which
can be assisted by transparency in decision making and the establishing of responsibility
and accountability. The organisation and coordination of efforts within a robust strategy are
fundamental to achieving measurable progress.
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General

The Government of Ukraine should meet legitimate expectations for a recast energy
strategy based on well-founded assumptions, realistic projections and the acknowledged
potential for huge energy efficiency gains according to the needs of various stakeholders.
The finalisation of the strategy should be expedited.

The Government of Ukraine should accelerate all necessary and desirable reforms so as to
radically improve i) the prospects for investment and ii) perceptions of Ukraine as measured
by the metrics of reputable international bodies.

The Government of Ukraine should ensure that its published policy intent is backed up by
solid programmes of action that are subject to periodic evaluation, review and adjustment
according to clearly stated principles.

The Government of Ukraine, in the spirit of the PER, should take steps to formulate its energy
policies to ensure that it can benefit from the work of public and private institutions and
interested NGOs.

The Government of Ukraine should continue to support measures aimed at raising
awareness of energy efficiency and educating public officials and the wider population on
local, regional and national levels.

Institutional Framework

The Government of Ukraine should, with recourse to appropriate institutions and to public
consultation, ensure that high standards of governance are obtained in the formulation
of energy and energy efficiency policy and in its implementation through energy market
liberalisation, utility privatisation and the regulation of competition.

The Government of Ukraine should, as a matter of urgency, take steps to ensure that it
has the institutional capacity appropriately structured to effectively formulate, monitor,
analyse and review energy and energy efficiency policies and their implementation and
enforcement.

The Government of Ukraine should provide for the development of institutions for the
promotion of sustainable energy, including energy efficiency, renewable energy and Ji
opportunities.

The Government of Ukraine should improve the status of the SAEE and establish it as a
separate structure within the government.

The Government of Ukraine should ensure that sufficient human and financial resources
are allocated to the Agency of Energy Efficiency as the leading agency, as well as to all
units within ministries and regional administrations responsible for the development and
implementation of energy efficiency programmes.

The Government of Ukraine should ensure that supporting educational institutes and
professional bodies concerned with educational formation and skills development are well
informed about energy efficiency goals, targets and programmes.

The Government of Ukraine must enable, resource and underpin the impartiality and
independence of the energy regulator with legislation.



RECOMMENDATIONS

Energy Market and Pricing

The Government of Ukraine should evidence the strength of its commitment to cost-
reflective energy pricing. It needs to provide for an integrated approach to individual
metering, end-use efficiency, comfort and other benefits in tandem with price rises. It
should proceed at an appropriate pace of reform in a secure market and policy framework.

The Government of Ukraine should ensure that energy affordability is closely monitored
and that remedial action to alleviate hardship is promoted through an expert body.

The Government of Ukraine should ensure that its guidance for the regulator is transparent,
rooted in energy policy and thought through to avoid unintended consequences.

The Government of Ukraine should make adequate provision for the effective regulation of
monopolies and competition in the electricity, natural gas and heat distribution markets.

The Government of Ukraine should ensure that the reform of district heating is in the long-
term interests of consumers and sensitive to their short-term needs. The Government of
Ukraine should make sure that the framework conditions for heating service provision are
conducive to securing new investment to improve energy efficiency and service delivery.

Energy Efficiency Funding

The Government of Ukraine should, on the basis of robust energy projections and economic
analysis, budget sufficient expenditure to leverage the huge energy efficiency potential of
the economy to improve welfare, competitiveness and environmental impact.

The Government of Ukraine should ensure that the available funding and budget allocations
are multi-annual and balanced between institutions and their programmes.

The Government of Ukraine should allow for multi-annual municipal budgeting and for
the retention of savings resulting from investment in energy efficiency, so as to provide
appropriate incentives for municipal actions.

The Government of Ukraine should consider an energy efficiency obligation as a condition
of any energy utility supply licence.

The Government of Ukraine should give careful consideration to the nature and flexibility
of any energy efficiency obligation to ensure that it is economically effective and capable of
delivering the desired outcome in the interests of consumers.

The Government of Ukraine should draw on the experience of IFls in framing tax policies and
allowances for energy efficiency and renewable energy so as to maximise the effectiveness
of any such concessions.

Energy Efficiency Programmes and Measures

The Government of Ukraine should ensure that all energy efficiency programmes are
material in relation to their desired outcomes.

The Government of Ukraine should complete the introduction of cost effective administrative
measures such as energy efficiency labels for household appliances. In addition, it should
analyse and consider the introduction of well-proven energy performance standards for
different categories of energy using products on a voluntary basis.
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The Government of Ukraine should ensure that the reform of the district heating sector
proceeds at a pace and in a sequence that will provide early returns and minimise the risks
of either underinvestment or the standing of valuable assets.

- The Government of Ukraine should ensure that retrofit programmes are legally facilitated
with regard to compulsory participation of homeowners, appropriate standards and quality
assurance.

In the process of finalising the Law on Energy Efficiency in Residential and Public Buildings,
the Government of Ukraine should adopt a strategic approach to the implementation of
the EU Directive on the Energy Performance of Buildings to maximise benefits and minimise
compliance costs.

The Government of Ukraine should adopt and deliver a national energy efficiency action
plan preparatory to the launch of new measures in pursuit of its 2020 targets.

+ The Government of Ukraine should promote the adoption of ISO 50 001 standards to large
industrial enterprises incorporating a standardised approach to energy auditing.

The Government of Ukraine should encourage the SAEE to develop best available
technology programmes of interest to donors and IFls.

Renewable Energy Sources and CHP

The Government of Ukraine should place the economic analysis, technical assessments
and environmental impacts of its renewable energy deployment projections in the public
domain.

- The Government of Ukraine should focus on the cost and sufficiency of incentives and
the removal of barriers to the deployment of renewable energy rather than, for example,
creating barriers to competition.

- The Government of Ukraine should consult on, finalise and commit to the implementation
of its renewable energy action plan, preparatory to the launch of new measures to support
the deployment of renewable energy in pursuit of the 11% 2020 target.

Inthe light of the strong advocacy for biomass by international and Ukrainian commentators
the Government of Ukraine should commit to a number of regional pilots to validate the
potential of straw and wood biomass to avail of a “learning by doing” approach.

+ The Government of Ukraine should ensure that CHP is an integral part of the renewable
energy action plan as the technical, market, reqgulatory and environmental challenges are
all of a piece in terms of delivering a robust solution.

High efficiency cogeneration should continue to be promoted in the interests of making
the best use of the available gas.

Data Collection and Monitoring

The Government of Ukraine should continue to promote the collection, collation and
timely publication of energy supply and demand statistics by placing the onus to provide
on primary sources of information, and publication on the national statistics service.



RECOMMENDATIONS

The accuracy of the energy balance is important for public and private planning. The
Government of Ukraine should ensure that users have access to accurate aggregate sector-
specific data for energy supply and use.
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General economics and energy data '®

Table 6 Energy balance ktoe
Indicators 2005 2006 2007 2008 2009 2010 2011
Total Primary Energy Production 80977 | 83008 | 81600 | 81289 | 76433 | 78087 | 85185
Netimports 59742 | 56197 | 59612 | 59263 | 41381 | 42169 | 47664
TPES 143260 | 137332 | 137342 | 136050 | 112364 | 131194 | 126351
TFC 83405 | 82345 | 82256 | 78585 | 69011 | 73787 | 75836
Table 7 TPES structure ktoe
Products 2005 2006 2007 2008 2009 2010 2011
Coal and coal products 37318 | 40093 | 40608 | 40783 | 34041 | 37154 | 41490
Crude, NGL and feedstocks 19809 | 15485 | 14889 | 11360 | 11320 | 11476 9031
Petroleum products 5052 1029 645 3200 2355 1682 3344
Natural gas 67445 | 58235 | 56144 | 55990 | 40789 | 55229 | 46841
Nuclear 23130 | 23513 | 24117 | 23413 | 21764 | 23387 | 23672
Hydro 1063 1108 872 979 1026 1131 9
Geothermal - - - - - - -
Solar/wind/other 3 3 4 4 4 8 10
Combustible renewables and waste 262 821 851 900 1432 1476 1563
Electricity -718 -898 -789 -579 -367 -349 -541
Total Primary Energy Supply 155369 | 137332 | 137342 | 136050 | 112364 | 131194 | 126351

18 State Statistics Service of Ukraine and the IEA




ANNEX | GENERAL ECONOMICS AND ENERGY DATA

Table 8 TFC ktoe
Products 2005 2006 2007 2008 2009 2010 2011
Coal and coal products 11970 | 12274 | 12947 | 11680 7976 8258 9339
Petroleum products 13283 | 13237 | 14261 | 13399 | 11576 | 12292 | 12284
Natural gas 34757 | 33929 | 32735 | 31838 | 25603 | 28396 | 29188
Combustible renewables and waste 223 543 521 540 1041 1005 1040
Electricity 10587 11149 | 11613 11598 10067 11526 12023
Heat 12563 | 11194 | 10160 9531 | 12736 | 12299 | 11951
Total Final Consumption 83405 | 82345 | 82256 | 78585 | 69011 | 73787 | 75836
Table 9 Electricity generation GWh
Products 2005 2006 2007 2008 2009 2010 2011
Coal and coal products 50013 | 64942 | 67101 | 70629 | 65195 | 69516 | 74494
Petroleum products 586 695 759 982 1694 822 555
Natural gas 34157 | 24450 | 25545 19313 11688 15703 18451
Nuclear 88756 | 90225 | 92542 | 89841 | 82924 | 89152 | 90248
Hydro 12363 | 12886 | 10143 | 11512 | 11936 | 13152 | 10946
Solar/wind/other 38 35 45 45 43 51 19
Combustible renewables and waste 185913 | 193233 | 196135 | 192586 | 173619 | 188584 | 194947
Total electricity generation 50013 | 64942 | 67101 | 70629 | 65195 | 69516 | 74494
Table 10 Heat production T
Products 2005 2006 2007 2008 2009 2010 2011
(oal and coal products 292921 | 327.577 | 378.905 | 2043.589 | 2187.709 | 2119.041 | 1841.144
Petroleum products 0 0 0 5.446 5.087 4777 4753
Natural gas 9.53 6.306 7.237 | 217.756 | 712716 | 191.745 | 129.001
Nuclear 16599.36 | 14794.88 | 13283.92 | 12197.36 | 10334.53 | 12193.66 | 12187.71
Hydro 0 0 0| 167574 | 189.93 | 201.204 | 216.562
Solar/wind/other 16901.81 | 15128.76 | 13670.06 | 14784.63 | 13583.12 | 14863.6 | 14532.1
Combustible renewables and waste
Total heat production 707645 | 630549 | 572338 | 536868 | 559847 | 622309 | 608430
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Table 11 TFC by sector ktoe
Sectors 2005 2006 2007 2008 2009 2010 2011
Residential 24231 | 25363 | 23033 | 23376 | 17653 | 25218 | 23604
Industry Sector 33205 | 32771 | 33893 | 30757 | 18236 | 25799 | 26246
Commercial and Public Services 2182 2695 2752 2834 271 3485 4838
Transport Sector 12148 | 11674 | 12364 | 12505 11733 11640 | 12561
Agriculture/Forestry 2626 1816 1828 1738 1641 1777 24
Non-energy Use 8805 8023 8369 7371 272 5561 6008
Non-specific (Other) 208 3 17 4| 12755 307 338
Total Final Consumption 83405 | 82345 | 82256 | 78585 | 69011 | 73787 | 75836
Table 12 Final energy consumption of the residential sector ktoe
Energy products 2005 2006 2007 2008 2009 2010 201
Coal and Coal Products 1288 1847 1443 1407 567 481 708
Electricity 2242 2380 2430 2674 2886 3160 3308
Natural Gas 14344 | 14880 | 13361 | 13822 | 13213 | 14063 | 14060
Heat 5803 5171 4693 4403 - 6529 4507
Petroleum Products 536 673 713 649 51 60 84
Combustible Renewables and Waste - 411 392 422 935 926 937
Total Residential Sector 24231 | 25363 | 23033 | 23376 | 17653 | 25218 | 23604




Table 13 Final energy consumption of the service sector

ANNEX Il SELECTED END-USE DATA TABLES

ktoe

Energy products 2005 2006 2007 2008 2009 2010 2011
Electricity 1596 1733 1839 1956 2721 1644 1821
Heat - - - - - - 2228
0il Products 51 51 56 63 710 775 157
Natural Gas 536 532 535 545 297 348 423
Coal and Coal Products - 328 277 228 165 174 167
Combustible Renewables and Waste = 50 44 4 4 6 Ly}
Total Services Sector 2182 2695 2752 2834 27N 3485 4838
Table 14 Final energy consumption of the industry sector ktoe
Energy products 2005 2006 2007 2008 2009 2010 2011
Coal and Coal products 8366 8911 9957 8839 6810 7089 7865
Petroleum Products 1388 1585 1600 1492 1166 1391 1465
Natural Gas 11034 | 10291 | 10651 9470 5597 6437 6572
Combustible Renewables and Waste - 50 64 54 46 55 44
Electricity 5651 5906 6154 5774 4610 5668 5409
Heat 6759 6023 5467 5128 - 5155 4880
Total Industry Sector 33205 | 32771| 33893 | 30757 | 18236 | 25799 | 26246
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Table 15 Energy consumption of the industry sector by subsector

ktoe

Subsectors 2005 2006 2007 2008 2009 2010 2011

Iron and Steel 16341 | 15858 | 16888 | 14665 | 11546 | 13973 | 14099
Chemical and Petrochemical 1225 1199 1318 125 697 2103 2683
Non-Metallic Minerals 239 901 913 934 1448 1753 2008
Non-Ferrous Metals 2887 2989 3247 3220 205 656 669
Food and Tobacco 890 979 945 909 793 1885 1969
Mining and Quarrying 1684 1838 1917 1736 1364 2019 1686
Machinery 824 774 822 741 501 757 829
Construction 494 554 678 617 398 492 510
Textile and Leather 57 58 54 52 40 75 75
Paper, Pulp and Printing 126 132 138 141 127 272 293
Non-specified/Other 8438 7489 6973 6611 117 1814 1425
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Governmental Stakeholders
State Agency for Energy Efficiency and Energy Saving of Ukraine (SAEE)
Ministry of Energy and Coal Industry (MECI)
Ministry of Regional Development, Construction and Housing and Communal Sector
Ministry of Economic Development and Trade
Ministry of Finance
Ministry of Ecology and Natural Resources of Ukraine
Ministry of Infrastructure (former Ministry of Transport and Communications)
National Commission for State Regulation in the Energy Sector
National Commission for Regulation of Municipal Services
State Statistical Service
State Agency of Environmental Investments
State Agency of Forest Resources
State Road Transport Research Institute
IFl and Non-Governmental Stakeholders
EU Delegation
EBRD
GlZ
UNDP
WB
IFC
EU-Ukraine Energy Agency
Dixi Group
Energy Efficient Cities of Ukraine
Ukraine Wind Energy Association
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AAU
ARR
CIFs
CTF
DCFTA
EBRD
EECU
EnC
ERRA
ERT
ERU
E5P
ETS
EU
EUR
GIS
GlzZ
GW
HPP
IEA
IPCC
IFC

Jl
JIAG
MEPU
MFEU
MRDBH
MTU
Mtoe
NECU
NEDO
NEFCO

Assigned Amount Units

Annual Review Report under the UNFCCC

Climate Investment Funds

Clean Technology Fund

Deep and Comprehensive Free Trade Area

European Bank for Reconstruction and Development
Energy Efficient Cities of Ukraine

Energy Community (Treaty)

Energy Regulators Regional Association

Expert Review Team under the UNFCC

Emission Reduction Unit

Eastern Europe Energy Efficiency and Environment Partnership
European Union Emissions Trading Scheme
European Union

Euro

Green Investment Scheme

German International Cooperation

Giga-watt

Hydroelectric power plant

International Energy Agency

Intergovernmental Panel on Climate Change
International Finance Corporation

Joint Implementation

Joint Implementation Action Group

Ministry of Environmental Protection of Ukraine
Ministry of Fuel and Energy of Ukraine

Ministry of Regional Development, Building and Housing of Ukraine
Ministry of Infrastructure of Ukraine

Million tonnes of oil equivalent

National Ecological Centre of Ukraine

New Energy and Industrial Technology Development Organisation

Nordic Environment Finance Corporation



ANNEX IV ABBREVIATIONS

NEIAU  National Environmental Investment Agency of Ukraine
NERC  National Energy Regulatory Commission of Ukraine

OECD  Organisation for Economic Cooperation and Development
SAEE  State Agency on Energy Efficiency and Energy Saving of Ukraine
SsuU State Statistics Service of Ukraine

UAH Ukrainian Hryvna

UHE Ukrgydroenergo or UrkHydroEnergo

UKEEP  Ukraine Energy Efficiency Programme of EBRD

UNFCCC United Nation Framework Convention on Climate Change
WB World Bank

WEF World Economic Forum

WEM  Wholesale Electricity Market of Ukraine
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Sources by title

Annual Review Report for 2010 under the UNFCCC.

Annual Report (2011 and 2013) of the Ukrainian Wind Energy Association, Kyiv.

Attracting investment ... in the areas of EE and RE, SAEE, Kyiv, June 2013.

Attracting Investment in Renewable Energy in Ukraine, OECD, November 2012.

Assessment of the EU-Ukraine Action Plan Implementation: Environment and Sustainable Development, Resource
and Analysis Centre “Society and Environment’, 2009.

Energy efficiency situation in core economic activity areas, Tron, O. Y., SAEE, Kyiv, 2013.

Energy Statistics in Ukraine, Kyiv, 18 June 2013, State Statistics Service of Ukraine.

Draft Energy Strategy of Ukraine for the period up to 2030 — updated, 7 June Kyiv.

Europeanizing Environmental Impact Assessment in Ukraine, Malygina, K., European Focus No. 16, 2012.
EU-Ukraine Energy Cooperation, MOU and Seventh Joint Report, Brussels, 25 February 2013.

“EU, US call on Ukraine to review updated draft energy strategy’, Kyiv Post.

Experience in developing and implementing projects to improve energy efficiency in residential buildings,
Shapovalenko, V. G, MRDBH, Kyiv.

FDI Priority Sectors in Ukraine, Invest Ukraine.

Global Energy Architecture Performance Index Report 2013, WEF and Accenture, December 2012.

Guidelines for Project Proposals: Acquisition of Funds for Public Utilities — GIZ, GFA, SAEE and MRDBH of Ukraine.
Guidelines for the Development of JI Projects in Ukraine, EBRD.

IEA online electronic statistical database 2012 and national statistics, provided by the SAEE.

International Finance Corporation, Country Fact Sheet, Ukraine, 2013

Implementing 319 GIS Projects in Ukraine, Press Release, NEDO, 24 April 2012.

Integrity of Joint Implementation Projects in Ukraine, NECU, Kyiv, 2012.

International Bank for Reconstruction and Development, Country Strategy Ukraine

JI Projects Implementation, Nigorodova, S., Ministry of Environment, Ukraine.

Joint Implementation Action Group, Letter to SEIA, 29 August 2012.

Jointimplementation projects in Ukraine: tips for prospective investors, Avellum Partners, June 2011.

Key findings on Ukraine’s FDI attractiveness, Ernst & Young, 2011.

Ministry of Infrastructure of Ukraine, Kyiv, June 2011.

Municipal Solid Waste Management: Opportunities for Ukraine, IFC, Washington.

Programme of Economic Reform 2010-2014, Committee on Economic Reforms under the President of Ukraine, 7
July 2010.

Regulation of alternative energy sector in Ukraine, 2013 — NERC.

Review of Studies on GHH Reduction Potential for Ukraine, Ogarenko, I, NECU, 2010.

State Agency on Energy Efficiency and Energy Saving of Ukraine — SAEE.

World Bank; Ukraine Home Page, Economic Update, Country Partnership Strategy for Ukraine: Report No. 66279-UA,
20 January 2012.

World Factbook 2013-2014. Washington, DC: Central Intelligence Agency, 2013

Strategy for Ukraine 2011-2014, EBRD, 12/13 April 2011 and website.

State policy on renewable energy in Ukraine, Kovalev, I, SAEE, Kyiv 2012.

State Policy and Legal Basis for Investment Incentives in EE and RE in Ukraine, Yerokhin, O.,, ARENA-ECO, 2010.
5 Years of Success, Ukrainian Wind Energy Association, Kyiv, 2013.

Ukraine 2012, International Energy Agency, Paris, 2012.

Ukraine and Energy Community: Two Years of Waiting, Dixi Group, Kyiv, 2013.

USAID see website for full project listing.

" Ukraine Economic Update of the World Bank, Website, 2013

Ukraine 2012, International Energy Agency, Paris, 2012.

Based on IEA online electronic statistical database and national statistics, provided by Ukrainian authorities
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