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Minutes of the round table 
“EU ( Ukraine: New Energy New Opportunities”
1st March, 2010, Brussels
On 1st March 2010 the series of Energy Round Tables organized by the EU Ukraine Business Council with support of the Mission of Ukraine to the EU opened. The Round Tables are sponsored by DTEK, the number one privately-owned power producer and number one coal producer in Ukraine. The first Round Table was devoted to discussions of ongoing negotiations on the new legislative framework for EU ( Ukraine relations in the energy sphere; Sweden’s initiative for Ukraine in supporting energy efficiency and environmental protection; new trends in EU energy policy, the energy mix, the role of renewable and fossil fuels; the political outline of the EU Ukraine relations where energy plays important role was also presented.
The Round Table coincided with the first visit to Brussels of the newly elected President of Ukraine, Viktor Yanukovych and also with the opening of the 10th round of negotiations on the deep and comprehensive FTA between the EU and Ukraine. There were about 40 participants, including visitors from Ukraine, Germany, U.K. and Belgium who travelled to Brussels to take part in this event. One of the most vital issues for participants related to financing reforms in the energy sector of Ukraine to meet EU requirements and assistance (funds available) from the EU and the EU Member States.
The EU Ukraine Business Council would like to take this opportunity to thank the highly respected speakers of the panel who managed to participate in the Round Table despite their tight agendas.
We are also grateful to the moderator of the discussions, Kostis Geropoulos and our media partners for the series: New Europe, The Parliament Magazine and EUobserver.com, you can find their publications devoted to this event with the following links:
· http://www.neurope.eu/articles/There-more-barriers-in--Ukraine-than-in-Europe--/99460.php
· http://www.neurope.eu/articles/99454.php
· http://euobserver.com/24/29579
· http://www.theparliament.com/policy-focus/foreign-affairs/foreign-affairs-article/newsarticle/barroso-optimistic-about-eu-ukraine-relations/
The next Energy Round table in this series is tentatively planned for 9th or 23rd June 2010 in Brussels to be devoted to energy efficiency issues. The EU Ukraine Cooperation Council meeting is scheduled in the EU Ukraine official agenda to take place in June.
The following main issues were discussed and messages were given at the Round Table (in order of speaking):
Vsevolod Chentsov (Deputy Head of Mission of Ukraine to the EU) outlined the history of EU Ukraine relations in the energy sphere, starting from the Memorandum of Understanding (signed in 2005), including 5 areas of the integration of the Ukraine energy market into the EU; he drew attention to the fact that the new investment arrangements for developing EU energy infrastructure should cover non-EU members as well; he stressed that this process should take into account the existing and potential storage capacities and transit capacities of Ukraine to the EU.
Philippe Cuisson (deputy Chief Negotiator of the EU negotiating team on the deep and comprehensive FTA (DCFTA) with Ukraine, deputy Head of Unit, European Commission DG Trade). The speaker briefly informed about opportunities for Ukrainian business arising from the negotiations on Associations agreement, including the DCFTA. The future Association Agreement will contain provisions on cooperation in the energy sphere, at the same time under the DCFTA binding provisions will be applicable to transit, networks and investment aimed at providing a legally solid basis and stability for long term relations. He stressed the importance of a reciprocal approach and listening to business, including the Ukrainian side, to make sure that the DCFTA opportunities will be fully utilised.
Madelaine Tuininga (Deputy Head of Unit for industrial sectors, European Commission DG Trade). The speaker explained in detail the aims, goals, legal bilateral and multilateral background behind the ongoing negotiations on the energy provisions of the DCFTA, and stressed that the DCFTA with Ukraine will be first one where energy issues are included. She explained that the context for ongoing trade related energy negotiations are: the Energy Community Treaty (transposition of essence of the EU acquis communautaire in this sphere is foreseen); Energy Charter Treaty (binding agreements on relations between investors and state; between states, as well as transition protocol which is not yet entered into force); FTA provisions (reasonable pricing for gas and energy which provides cost recovery; dispute settlement mechanism in situations of crisis, which is similar to the WTO mechanism; regulatory issues, in particular how to deal with licensing) and WTO provisions. She noted the importance of creating rules which allow business to work and industry to develop, where the issue of bringing tariffs for energy for the general population up to market level remains important.
Anders Henriksson (Senior Special Adviser, Swedish Ministry of Foreign Affairs). The speaker briefly explained the background and aims of the initiative “Eastern Europe Energy Efficiency and Environment Partnership” (E5P) which is proposed to Ukraine first and at the later stage might be enlarged to include other Eastern Partnership countries. The initiative aimed to assist countries in (1) developing good economic policy by supporting modernization of municipal infrastructure; (2) addressing climate change issues; (3) assist in energy security policy. The grant budget of 91 million Euro (which might be increased) will be made available over a period of 5 years for investment grants and technical assistance grants. These funds should be able to support a much larger volume of credit-financed investments. Necessary procedures are being completed, so fund exists legally and is managed by EBRD with participation of other international financial institutions/IFIs (EBRD, EIB, NIB, NEFCO, IBRD and IFC). Thus it is important that the Parliament of Ukraine will now make it possible for all IFIs to operate to put this initiative into practice. After confirming the first list of proposals by end of March, the E5P Steering Group will meet in May and the first operations might start already by autumn 2010.

Yuri Ryzhenkov (DTEK Chief Operating Officer) stressed the importance of social responsibility for DTEK as the largest power generating and coal producing company in Ukraine (24.4% of total Ukrainian coal output, more than 45% of the thermal electric power in Ukraine, about 4.000 km of electric power transmission networks in the Eastern regions of Ukraine), which employs over 52 000 people. The speaker stressed the necessity of reforms in coal and energy sectors of Ukraine, which can be pushed forwards through Brussels. A successful first market auction of electricity took place in Ukraine in the end of 2009 (in which DTEK won the tender and effectively became the largest exporter of electricity from Ukraine); this had helped the Government to understand the importance of market deregulation. He stressed that the company is totally apolitical and works with every Government trying to assist in promoting Ukraine abroad by explaining the benefits of developing partnership relations with Ukraine, what both sides can bring to each other.
Chris Boyd (GreenCarbonLite, Partner) thought energy efficiency reinforces energy independence in the current EU energy policy triangle concept: “energy independence’ ( ‘competition’ ( ‘renewables’. The speaker emphasized the importance of better interconnections which provide more economic solution and will allow renewable energy absorption to increase significantly where Ukraine has a huge potential in developing cross border connections with its EU and eastern neighbours. The opportunities in Ukraine for using wind resources (following the example of the EU’s ambition to create a super-grid of offshore wind farms “2030: EWEA offshore grid vision”) and biomass (waste from agricultural production, etc.) were presented. He also proposed that there was considerable potential to develop an onshore network grid of interconnections for Eastern Europe to mirror the investment being poured into network development in the North Sea.
Thorsten Dierks (Euracoal General Secretary). Coal remains a big asset for securing energy supply in the region, establishing joint ventures and joint companies to exchange technologies in power plants and mining. From the energy triangle point of view coal remains for decades the important element to provide security of supply in the EU. The role of Ukraine will increase whilst the coal production in the EU Member States, for example Poland, will decline. The EU might learn from Ukraine, because Ukraine is aware of the value of its coal assets; its coal mines are open, it is developing an appropriate energy mix with an increase in the share of renewables. The EU can help Ukraine in providing technologies to modernize old and to build new efficient power plants which will comply with sustainability requirements (reduce of CO2 emissions) and also in assisting with improvement of the regulatory framework. The coal industry maintains a high level of social responsibility standards and conducts regular social dialogue meetings. From the point of view of tariffs, the coal industry is not subsidized, whilst renewables remain significantly more expensive.
Jacopo Moccia (European Wind Energy Association, Regulatory Affairs Advisor). Share of wind energy in the EU energy mix is constantly increasing (in 2009 share of wind in new installed power capacities in the EU comprised 39%) with corresponding decrease in the share of coal due to the process of ‘decarbonisation’ of the energy mix. Investors’ interest in Ukraine is growing due to Ukraine’s wind resources, favourable tariffs and potential to develop into a significant energy market. To make practical use of this interest it is important to guarantee the adequate legislative framework, efficient payment mechanism (access to grids, less bureraucratic administrative procedures, public acceptance) and to ensure the long term confidence of the investors.
Charles Tannock (Member of the European Parliament). From the European Parliament point of view, energy security is a major issue in relations with Ukraine where it’s important to ensure that Ukraine remains a reliable trading and transit energy partner. EU membership for Ukraine is open provided that Ukraine carries out necessary reforms, including reforms in the energy sector. With the entering into force of the Lisbon Treaty,  the European Parliament now plays a bigger role in shaping EU energy policy and energy relations. The Parliament also has the power of assent for bilateral trade agreements such as the EU Ukraine DCFTA. The speaker outlined the current internal discussions in the EU about energy security issues (pipelines, solar energy); 2020 EU Barroso package of measures to provide economic growth (target to decrease greenhouse gas emissions); energy mix in the EU (coal, biomass, biofuels, nuclear, renewables). Oil and gas remain top of the political agenda for EU external relations concerning energy issues due to the fact that many EU Member States rely on supplies from Russia. The European Parliament is highly interested and debates the EU Energy Action plan which allocates 250 million euros for infrastructure projects.
The audience was mostly interested in the following questions (in sequential order):
Question: Would the DCFTA energy chapter contain a special dispute settlement mechanism or will it be the same mechanism for the whole agreement?
Answer: Currently both sides are discussing the mechanism which can be used in case of crisis, which is specific for energy issues. The idea is to make it operational and prompt.
Question: Is energy efficiency covered in the energy provisions of the DCFTA?
Answer: DCFTA provisions will cover all trade related issues and approximation of legislation is foreseen. Green energy is foreseen as a part of normal trade discipline, the question is how better to use benefits from DCFTA in this sector.
Question: Does the European Commission foresee budget for assisting Ukraine in reforming the energy sector?

Answer: Yes. Budget is allocated through a comprehensive institution capacity building programme aimed at funding reform of the respective authorities of Ukraine, there is also a technical assistance budget for the energy sector. On the supply side, Ukraine is interested to provide transit services and EU investors and investments can assist in this.
Question: Would the DCFTA foresee a mechanism to fix tariffs?
Answer: No fixed tariffs are discussed in bilateral talks with Ukraine because this issue can’t be isolated from the interests of other operators in this sector. At the same time parallel avenues are explored, and some possibilities are provided by the draft transit protocol which is discussed multilaterally under the Energy Charter Treaty.
Question: When from DTEK’s point of view will synchronization of electricity grids be possible?
Answer: The company is in favour of synchronization but fully understands the difficulties related to this process both in terms of harmonization of standards and energy efficiency. This will require a long time, but decisions on interconnection can be taken quickly with implementation following step by step.
Question: What kind of regulatory reforms are required in Ukraine?

Answer: First of all they should target (1) Ukrainian legislation on emissions, including tariffs and (2) creating conditions to secure the reliability of networks. The issue of full liberalization of all energy market is important, where DTEK plays active role by preparing draft legislation and waiting for political will to adopt and implement it.
Question: What should be the level of tariffs taking into account the specific situation with electricity (tariffs)?

Answer: Nuclear energy remains competitive in terms of tariffs but with liberalization of the market and recalculation of tariffs this will be changed. DTEK favours to ‘sandwich the supplier mix’ in providing electricity. While the level of tariffs for industry is very close to the one in Poland or Hungary, due to subsidies the tariffs for consumers are extremely low (3 times lower than in Russia, 1,5 times lower than in Belarus and 10 times lower than in neighbouring EU member states). An increase in tariffs for the general population (consumers) will make the economy of Ukraine more competitive.
Question: How many coal power plants remain in the EU?

Answer: Not that many at the moment, but after applying the requirements of the  Carbon Capture Scheme (CCS) it is expected that from 15 to 20 power plants will start operations in 5(10 years.
Question: Coal industry is declining and it’s more expensive than renewables, in particular in the U.K., how does that fit with Euracoal’s vision?

Answer: U.K. represents a specific market with requirements for coal industry which are sometimes impossible to meet in practice; the situation is different in other EU Member States.
Question: How will development of coal’s potential comply with environmental tax reform in Ukraine?

Answer: There is an understanding from industry and consistent encouragement to Ukraine to develop renewables and to secure an efficient energy mix, where coal shall still play its role.
Question: What kind of energy mix can the EU propose to Ukraine if there are 27 out of 27 energy mixes in the EU?
Answer: This issue is under Member State competence, but the European Commission observes the situation, there is also monitoring conducted by the international authority.
Question: What can the EU side offer to Ukraine in practical terms, taking into account the difficulties which Ukraine faces to undertake reforms in the energy sphere (implement/finalize energy efficiency projects), practical problems in working with municipalities, possible complications resulting from the political situation?

Answer: International financial institutions can help, to enable them to do this political will and establishing conditions are needed from the Ukrainian side (Anders Henriksson).

Practical solutions can be provided through framework agreements with local banks. The current situation won’t last for long, and that’s why DTEK is recommended to think forward, to take the initiative and to be a motor helping Ukraine to develop (Chris Boyd).
Dialogue with business which will be supported by the provisions of the DCFTA will help to put reforms through (Philippe Cuisson).

DTEK works on projects to install cogeneration equipment for its production capacities to capture the heat and supply it to the network. The company has good operational contacts and works with municipalities; these issues are part of the company’s corporate social responsibility package (Yuri Ryzhenkov).

At present Ukraine receives budget and technical assistance from the EU under the ENPI, but this is not sufficient, for example new EU Member States received much bigger assistance from the EU under the accession process. So for Ukraine at the present moment a more practical way would be to address international financial institutions to generate budget internally through joint ventures (Charles Tannock).
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