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Minutes of the round table
“EU(UKRAINE:
Business Opportunities in Energy Efficiency”
23rd June, 2010, Brussels
The second Round Table in the series of 2010 took place on 23rd June in Brussels to discuss energy efficiency issues in EU Ukraine relations, in Ukraine and opportunities for business. The Energy Round Tables are sponsored by DTEK, the number one privately-owned power producer and number one coal producer in Ukraine. The role of energy efficiency and business potential; Ukraine’s commitments under the Energy Community, the ongoing negotiations on energy and energy efficiency provisions under the Association Agreement, financial support to Ukraine from the EU to deal with energy efficiency issues, the experience and views of Ukrainian private companies to deal with energy efficiency issues in practice were discussed in detail.

On the eve of the Round Table the Government of Ukraine provided to the Parliament of Ukraine the draft law on the market for natural gas in Ukraine (on 21 June, link to the Parliament Webpage in Ukrainian) the adoption of which is necessary to secure approval for signing the protocol on Ukraine’s joining the Energy Community. At the same time as the Round Table, the Minister for Fuel and Energy of Ukraine Mr. Boyko met with the EU Commissioner on Energy Günter Oettinger to discuss the issues requiring follow up after the EU Ukraine Cooperation Council meeting on 15th June in Luxembourg.
The discussions took place in the middle of the dispute between Russia and Belarus on gas supply with a drop in  gas supply from Belarus to Lithuania of 40% the same morning (23 June) which was closely followed by the EU and Ukraine. This situation underscored the vital importance of increasing energy efficiency and of securing a diversified energy mix in order to reduce dependence on the import of gas to meet industry and consumer demand.
The EU Ukraine Business Council would like 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 our media partners for the series: New Europe, The Parliament Magazine and EUobserver.com.
The publications can be found by the following links:

· http://www.neurope.eu/articles/Why-Energy-Efficiency-is-Important/101620.php
· http://www.cfdspros.com/news/commodities---futures-news/interview-ukraine's-dtek-sees-strong-eu-demand-for-its-power-113696
· http://www.euractiv.com/en/energy/ukrainian-energy-group-eyes-greater-brussels-presence-news-495885
The photos and video is available at the EUUBC Website:

· http://www.euubc.com/e/index.php?option=com_content&view=article&id=216:eu-ukraine-business-opportunities-in-energy-efficiency&catid=43:past-events&Itemid=127#video
The next Energy Round table in this series is tentatively planned on 28th October 2010 in Brussels to be devoted to the Ukraine’s accession to the Energy Community as we hope the procedures will be finalized by that date.
The following main issues were discussed and messages were given at the Round Table (in order of speaking):
James Wilson (Director, EU Ukraine Business Council) elaborated on four good reasons why energy efficiency is important with reference to EU and U.S. practice and processes as well as to the situation in Ukraine and opportunities there. These reasons are: (1) demand for energy will keep growing; (2) climate change is at the centre of the political agenda; (3) efficiency is the most cost-effective way to reduce consumption and CO2 emissions; (4) enlightened policy and advances in technology hold the key to progress in energy efficiency.
Peter Nagy (Deputy Head of Unit, European Commission DG External Relations) underlined the huge opportunities to work on energy efficiency in Ukraine, which is probably 3 or even 4 times less efficient than the EU at the present moment. There is also considerable scope to work within the EU on energy efficiency (and renewable energy) which set up very ambitious goals for these areas in its strategy till 2020. Working on energy efficiency and renewables improves the environment; provides more security of supply; creates jobs; saves money by reducing imports; and stimulates R&D. All this creates business opportunities. Ukraine is interested to approximate progressively with EU legislation on energy efficiency and renewable energy. This legislation includes, inter alia, standards for buildings, minimum performance standards, labelling of appliances, rules on renewable energy etc. Ukraine needs good institutions (with sufficient and well-trained personnel) and the right financial and non-financial incentives (e.g. market oriented prices) to fulfil this. The EU has provided and will provide financial and technical support on energy efficiency and renewables to Ukraine, lately through a large budgetary support of up to 70 mln. euros.

The future EU-Ukraine Association agreement will include provisions on cooperation on energy efficiency/renewables as well as on a set of other energy policy issues. Ukraine is interested to align progressively with EU law in this area; timelines to harmonize Ukrainian legislation with EU energy legislation are under discussions. The DCFTA part of the Association agreement addresses, inter alia, issues of tariffs, prices, transit and access to the networks.

Regarding the Energy Community, which establishes an energy market based on the EU energy legislation with Balkan and certain Eastern European countries, Ukraine is very close to become a member of the Energy Community and for this the adoption of a gas law (which needs to be in line with EU legislation) is needed (Moldova is a member already).

Both the future Association Agreement and Ukraine’s future membership of the Energy Community will contribute to creating a favourable business climate including as regards energy efficiency and renewable energy.

The EU remains ready, as it was in the past, to help Ukraine on its path to increase energy efficiency and the use of renewable energy sources (as well as regarding other energy sector reform issues).
Viacheslav Kniazhnitskiy (Ministry of Foreign Affairs of Ukraine, Ambassador at Large) stressed the strong link between energy efficiency and energy independence (vividly shown at the time of the first gas crisis) and outlined the measures being undertaken in Ukraine in recent years to address the issue of energy efficiency. There is real progress made since 2006: establishing the National agency on energy efficiency (NAER) which is very active in cooperation with the European Commission, Energy Charter Secretariat, other energy efficiency agencies in other countries; signing bilateral agreements with Sweden, Greece, Austria, Germany on energy efficiency and energy saving, application of the Kyoto Protocol; progress on the road map with the EU on energy efficiency and energy saving which helps to address the existing problems. Ukraine is making progress on the adaptation of EU legislation and also on strengthening the institutional base to enforce such legislation (NAER). The important issue is to settle the pricing mechanism, first of all to cover not industrial consumption. The EU supported this process with special assistance programme through Taiex mechanisms to develop also the private sector infrastructure for small companies to work with local governments. Ukraine has already introduced more than 50 standards only on energy saving and by 2013 more than 600 national standards (rules for the Ukrainian market on the application of advanced technologies, especially on energy consumption) should be implemented. The state programmes (more than 10) on energy efficiency reflect the EU 2020 goal to increase the share of green energy up to 20%. The key question for Ukraine is sustainability. The gradual enforcement and monitoring of implementation is crucial to understand how effectively the available resources are spent, especially at local government level.
Under the Energy Community the modernization of the Ukrainian gas transportation system is also a part of the obligations; the background document here is the Brussels declaration of March 2009 which addressed the issue of how to modernize the gas transit lines which are going through Ukraine. It’s vital to understand that modernization of high-pressure lines is not possible without modernization of the reduction compressors of the distribution lines which are not covered by the Memorandum.

Ukraine provides the intergovernmental approach to energy efficiency issues through NAER with the involvement of leading ministries and also energy regulators. NAER is involved into the programmes with the EU; Ukraine also would like to join the EU Intelligent Energy Community (countries take such undertakings under their accession to the EU). The Government supports 12 new programmes on energy efficiency and energy savings which should be implemented by 2015 and where the budget of 200 mln. UAH (about 20 mln USD) should be available, including one fifth provided by the local budgets which creates the real opportunities for business.
As a comprehensive framework the Programme of Economic Reform till 2015 and the Government of Ukraine programme for 2010 provide the clear targets and deadlines for technological modernization in electricity, coal, oil and gas and in housing spheres.

Tore Emanuelsson (European Investment Bank, Head of the EIB Representative Office in Ukraine) presented information about the EIB as the largest investor in the world with primary focus on the EU Member States, as well as the EIB activities in Ukraine. In its activities outside the EU the EIB primarily supports the FDIs and SMEs, it’s mandate with Eastern Europe, South Caucasus, Russia for 2007(2013 amounts 3.7 billion euros to be channelled in particular to energy and environment spheres. The EIB is involved in managing the Eastern Partners Facility amounting to 1,5 bln. euros to support the FDIs, in particular bilaterally from the EU to Ukraine. EIB was already present in Ukraine through Bank Forum to provide loans on energy efficiency to SMEs (total budget is 100 mln. euros). Within the EU Ukraine Cooperation Council on 15th June in Luxembourg the agreement was signed on opening the EIB Resident representation office in Kyiv. Speaker outlined the advantages of the EIB loans and EIB landing to Ukraine to date (signed and potential) which amounts up to 1 835,5 million euros.
Kirill Ermichine (DTEK) explained about recent developments in the company, its high standards in corporate governance and corporate social responsibility with active position in advocating for the reforms in Ukraine, lobbying for legislation on energy to provide the interconnection between the EU and Ukrainian electricity grids up to full liberalization on energy markets in Ukraine and synchronization with ENTSO-E. The company also supports Ukraine’s joining the Energy Community and sees its role as a partner for both the Ukrainian Government and the EU institutions in addressing challenges related to the implementation of Ukraine’s obligations. DTEK is the only company in the sector which invests into modernization and the improvement of energy efficiency and fuel efficiency (2 projects were implemented which allowed to increase energy efficiency by 3% and 12% respectively). The company also contributes to energy efficiency by investing in renewable energy with an ambition to reach up to 1 000 MWt production of wind energy.

The increase in energy efficiency in Ukraine has not only a financial but also a psychological dimension because as long as energy consumption is not properly accountable and cheap, the population won’t be interested in saving energy. DTEK together with the USAID and its Municipal Heating Reform project is conducting a project in the city of Kurakhovo to conduct a municipal efficiency assessment; energy audit; energy planning. The practical result of this project is to develop the legal and financial specification for metering equipment to implement the new energy saving technologies and to raise knowledge and awareness of energy efficiency. This can be a good basis to increase the quantities of bankable projects in energy efficiency from the municipalities to the IFIs in Ukraine.

Promoting energy efficiency in Ukraine requires a lot of resources and DTEK uses its competitive advantages to pave the way, which also includes spreading the information about the state of play of market and the opportunities, including in Brussels.
Yuri Ryzhenkov (COO, DTEK) turned attention to the existing potential to bring tariffs for energy in Ukraine to justifiable levels, stressing that the public tariff is 5 times lower than the economically justified level of tariffs. The way to address the situation is to use the segment calculation with providing specific help to those who need it. The tariffs should be based on the costs which provide for economic recoverability, if the costs remain at the current level - then, according to the joint calculations of the DTEK and the Ministry for Fuel and Energy of Ukraine, the present level of power production facilities will decay.

Questions and answers:
Question: Were the rumours that latest round of Association Agreement negotiations was not successful near to the truth? At what stage are the negotiations right now?
Answer: Negotiations are the process which was launched more than 2 years ago and require time; each negotiating round is different from another and reflects the issues under discussions. In whole the negotiating are advancing and both sides have clear target to conclude the Association Agreement, including DCFTA.
Comment: Ukraine’s negotiations on WTO accession went a similar way; partially the current situation can be explained by changes in the negotiating team; the situation depends on the topics at the negotiating table. It’s crucial to have better understanding at the negotiating stage how to reach the agreed goals when the agreement should be implemented.
Question: Is the current situation with Russia and Belarus [gas supply dispute] looks familiar and what conclusions can we draw from it?
Answer: The European Commission closely follows the situation to avoid negative impact on the EU Member States and the region, and hopes that partners will find the solutions to their dispute as soon as possible.
Question When it could be realistic for Ukraine to join the Energy Community and what are possible deadlines to conclude the negotiations on Association Agreement?
Answer: Ukraine is already observer to this Community. And there is already a decision by the Ministers of Energy Community to include Ukraine but the precondition for membership is to adopt the Law on gas in Ukraine which should be in line with EU legislation.  On the Association agreement, it will depend on the pace of negotiations by partners. It is hoped that negotiations might be completed till the end of 2011. After conclusion of the negotiations there is also a process of ratification by the Ukrainian Parliament and internal EU procedures.
Comment: Moldova is already a member of the Energy Community, but Ukraine is a different case as it’s an energy giant and has a potential which exceeded the capacities of all Balkan countries. To become a member of the Energy Community Ukraine undertakes the commitment to implement the EU Directives on electricity and gas by 1 January 2012. Unlikely the previous times when the European Commission had many serious concerns on the draft Law on gas, this time only 4 comments were received which mostly contained the recommendations on the further steps to enforce the law. There should not be any major difficulties with passing the Law on gas in the Parliament of Ukraine, and the protocol on Ukraine’s accession to the Energy Community can be signed next day after ratification.
Question: How are companies interested in energy efficiency able to apply for and get loan, especially if these are the SMEs?
Answer: EIB closely cooperates with the EBRD, the loan can be obtained through the financial partners which have branches all other Ukraine: Bank Forum and Ukreksimbank. The company should address the bank to present the credit case and it could also benefit from long term baking loan (from 5 till 7 years). For the public sector and municipalities the situation is more challenging as it’s more difficult to find the bankable cases and only few cities in Ukraine are bankable.
Question: There is a project on EIB financing road infrastructure but why not railways as it is economically needed taking into account the necessity to change the switch to Russian railways system at the Ukrainian border with the EU.
Answer: It was a loan on such project but it defaulted, so the discussions on another one were opened; the EIB is interested to credit railways.
Comment: At the 1st Round Table in March the detailed information on Sweden initiative for Ukraine (E5P) was presented which was followed up by some interested companies who tried to be involved and to get more information through the EBRD office in Kyiv, but they failed. It is very useful to know that there are some funds available but it will not help if there is no doable mechanism of how interested actors (both companies and municipalities) can use them, efficient communications are also needed.
Question: Does the EIB plan to use its experience in involving the energy service companies for the projects in Ukraine (similar to the projects the EIB does in the Eastern European Member States to finance the energy efficiency)? The EIB role is crucial as it is the only institution which has practical tools to implement the strategies and policies in this area in practice.
Answer: The experience on energy efficiency companies might be looked at, it’s necessary to have a credit case to provide the loan.
Question: Do the criteria on social responsible companies applied by banks when they will look at the credit case and in which way?
Answer: There are the provisions at the cooperation agreement between EIB, EBRD and the European Commission which should be followed.
Question: What guarantees are needed for IFIs to provide funds or do projects in Ukraine?
Answer: DTEK undertakes close contacts with the municipalities to support them in elaborating the projects and adopting the business approach to draft the requests on energy efficiency projects.

Answer: The EIB works with private sector through the intermediators (Bank Forum and UkrEximbank) and with public sector though the Government of Ukraine. The main challenge in dealing with public sector is to secure the profitability in the situation where tariffs’ level does not cover the investment costs. This is true for municipal projects but also for Naftogaz Ukraine and increase in tariffs remains a very sensitive issue, but this is a road which should be followed.
Comment: Looking at the tariffs for the population in Ukraine one should take into account also the incomes, there is no sense in increasing tariffs if population cannot pay them. The EU Directive 54 on electricity, which requires from the wholesale market on electricity to have more providers and foresees the direct contracts with consumers, should be implemented in Ukraine carefully, the wholesale market on electricity to have more providers and direct contracts with consumers. It should be up to the Government to channel subsidies to support the people who are not able to pay for the energy they consume. The President and Government of Ukraine have already suggested a time limit till 1st January 2015 to shift to cost recovery tariffs for the population.
Comment: The European Commission takes into consideration the social aspects in cooperation with Ukraine in energy. Other countries faced similar problems when liberalizing the energy markets. Ukraine has chosen itself to adjust its energy market to the EU internal energy market, which requires non-distorted energy prices. The internal market rules includes however rules to protect vulnerable consumers and social schemes can cater for social assistance.
Question: What is the role of coal in Ukraine and how the potential to improve the productivity of coal fire plants is addressed?
Answer: Share of coal in the energy mix in Ukraine constitutes 40% and it will remain the major part of the Ukrainian power production for coming 15 years. However the level of energy efficiency is low, it’s around 30% at the average coal power station with best figures shown by the Zuevskaya power electricity station owned by DTEK (33-36%). In the nearest future there is no space for opening new commercial capacities in coal firing power stations.
Question: Does the EIB policy have a special line to support the clean coal technologies in Ukraine?
Answer: No technology is explicitly excluded but the EIB policy for energy projects is anchored in environmental sustainability and energy efficiency.
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