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Issues for consideration at today’s Working Group meeting
and for approval at the Co-ordination Council meeting

Issues for decision related to the work on renewable energy
1. Focus on streamlining and standardising the process for biomass investors in Ukraine
2. Focus on improving investment promotion to biomass investors

Issues for decision related to the work on energy efficiency
1. Focus on policies that promote the establishment of energy savings companies (ESCOs)
2. Focus on improving monitoring and enforcement of energy efficiency policies

Issues for decision related to the organisation and next steps of the project

1. Establish TWO separate Working Groups for the remainder of the project:

* a Working Group on Renewable Energy (with a focus on biomass); and

* a Working Group on Energy Efficiency.
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Agenda

1. Project background and update

2. Suggested project focus for renewable energy
3. Suggested project focus for energy efficiency
4. Presentation: Denmark's experience with energy efficiency

5. Project work plan, key decisions and next steps

CONFIDENTIAL — NOT FOR DISTRIBUTION




Phase lll of the Sector Competitiveness Strategy for Ukraine project builds
on the recommendations approved during Phase | and Il of the project

: deliverable: SCS N

———————— - ‘ Access to finance
Competitiveness and Private Sector
pevecemen Agribusiness :
UKRAINE g _ Improved business
SECTOR COMPETITIVENESS STRATEGY " Human Capltal development environment |eading to:
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S * Greater foreign investment
a Administrative procedures . g it
> Renewable ncreased competitiveness
‘= of private enterprises
i) Energy g
s Investment promotion * Higher employment across
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Policies for private sector * Higher economic growth

Energy
Efficiency

involvement in energy
efficiency

-

-="" Phasell
deliverable: Policy
b Handbook _.~
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PRIVATE SECTOR DEVELOPMENT
Policy Handbook

)

ATTRACTING
INVESTMENT
IN RENEWABLE
ENERGY IN
UKRAINE

Improve administrative procedures in co-operation with investment
agencies in a pilot region by:

Improve
Administrative
Procedures

o Defining energy strategy and targets
o Developing an action plan for facilitating permitting procedures

o Developing a roadmap for improving access conditions to the power
grid

Improve investment promotion activities in co-operation with investment

Improve agencies in a pilot region by:
Investment

Promotion
Activities

o Defining a communication strategy along with key messages for
potential investors

Key policy recommendations

o Designing more effective communication materials (e.g. brochures,
website etc.) for biomass investors
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Agenda

1. Project background and update

2. Suggested project focus for renewable energy

a) Streamline, standardise and effectively promote process to biomass investors
b) Current state and key issues when setting up a biomass plant in Ukraine
c) Suggested OECD good practices for further elaboration

d) Next steps for the work on renewable energy

3. Suggested project focus for energy efficiency

4. Presentation: Denmark's experience with energy efficiency

5. Project work plan, key decisions and next steps
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WG Question 1:

How to improve administrative
policies and procedures to attract
biomass investors in Ukraine?
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To improve administrative procedures for biomass investors, the suggested focus
is to streamline and standardise the process and improve investment promotion

Suggested focus Required next steps Case study

1. Streamline and
standardise the
process for setting

up a biomass plant

2. Ensure processes are °

Reduce the number of required documents
for submission, the number of steps in the
process and the number of agency touch
points

* Currently 28 separate documents required
throughout t the process

* Create clear processes, procedures and
decision criteria for all applications

* Currently 10 separate government bodies
are involved in the process

Ensure all new processes, policies, and

effectively decision criteria are communicated in an
promoted to easy format to businesses
potential investors e Currently an Invest Ukraine website exists,

although no details are provided on the
process investors should follow for setting
up a biomass plant (a 16-step process has
been developed by SAEE, but it is not
publicly available)

Assess OECD good practices
Conduct gap analysis

Identify which process steps and
documents to reduce or
eliminate in the process
Document a standard process
for all investors and government
departments to follow

Create an action plan to
implement suggested changes

* Germany

Assess OECD good practices
Conduct gap analysis

Create an action plan to improve
communication of the new,
standardised and streamlined
process to biomass investors

* Turkey

j

The OECD will provide assistance to develop detailed actions plans for these

recommendations and will provide capacity building where required
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Biomass investors face difficulties at every step of the process in Ukraine,
especially when seeking to obtain a Green Tariff and admittance to market

ADMINISTRATIVE STEPS TO SET UP A BIOMASS PLANT IN UKRAINE
1 2

Obtain certificate Obtain a Green

. Obtain a . .
Register land for . of readiness and Tariff and
. construction . )
construction . connection to the admittance to
permit .
grid market

— GENERAL ISSUES COMMON ACROSS ALL PROCESSES —

Single Investment window is optional
Unclear investment procedures and opaque criteria for decision making at each step
Lack of clarity on costs and duration of each step in the process
Lack of guidelines on requirements to increase energy supply

— STRATEGY AND STRUCTURE ISSUES —

No detailed renewable energy targets exist at the national or regional level
No common ownership structure of the Oblast Oblenergos

SPECIFIC ISSUES SPECIFIC ISSUES SPECIFIC ISSUES SPECIFIC ISSUES
* Cumbersome and costly * No specific issues reported | * Too many stakeholders * Too many stakeholders
land allocation for biomass involved in process involved in process
production » Difficulty meeting local
* Silent agreement rule not content requirements
always applied * Green Tariff only
guaranteed until 2029

Source: OECD (2014), ‘Improving Administrative Procedures to Foster Renewable Energy Growth in Ukraine — Piloting the Approach in Sumy Oblast’, Preliminary
findings of the study visit to Sumy Oblast, OECD Eurasia Competitiveness Programme
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When processes are not streamlined, standardised and promoted effectively,
biomass plant developers encounter many barriers, impacting competitiveness

The problem... The barriers encountered... The end result...

* Investors encounter many
documents, steps and touch
points throughout the process

When processes

for biomass Poorly organised . Invest . .
investors are... pves ors encounter unnecessary A ngher
time delays
costs for
o businesses
* Investors receive different
When procedures administrative experiences
for setting up a Unstandardised throughout the country A Reduced
biomass plant nstandardise * Procedures are open to local competitiveness

interpretation, creating

are... opportunities for corruption

* Investors are not sure where to

When processes

; Poorl begin
for biomass y * Investors must hire brokers and
Investors are... promoted consultancies to apply for permits

on their behalf
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Suggested Focus 1 |
Germany has one of the simplest set of processes for potential investors

to follow in order to set up a biomass plant
STREAMLINED,

Description Administrative procedures in Germany for setting up a bioenergy plant
T TS TT T s T s E s T T m T T 1
1
1
 * The process for ! 7 months
. | 1 | Duration f |
\ approvaltosetupa
E biomaSS plant ta keS : : 2 - 7 months, accelerated process: 3 months Hh‘l_af._a_n'l_ugt_hi___-l
1
' between 2-7 months | PUEli tiononly
: : :‘::;ess Consultation Application Application Application for wood biomass ".‘ Rl ]
: ° |t |nVO|VeS a total Of : meeting submission assessment /apprcwul :;_g:{;}fn:r;tahnedr :,-
I ! bi
5 key documents ! e
: | Tasks B Consultation B Handover of B Involvementof B Written B Potential written W Written
| . 1 ahout application gavernment cammunication public objaction cammunication
i * |t involves no more ' — Suitability of documents, a.g., agencies of application B Written response of application
: 1 location — Plant blue- — Water agency approval or by bioenergy approval or
I than 5 government ! Economic print Waste agency rejection producer rejection
1 R : efficiency Plant type Commune B Hearing
: agenCIGS 1 Permitting specification Building W Decision
1 ! procedure Capacity agency
1 : — Key factors of information — Laboragency
: 1 successful — Information of
----------------------- ! application biomass type
and sourca
Infarmation of
operating
types,
emissionand
Interface | neise
far bio- v
Energy County administration
producer

Source: Biogasin; German Ministry for Environment and Nuclear Security.
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Suggested Focus 2 |

Turkey’s investment website has detailed information for

potential investors in renewable energy

The licensing procedure for renewable energy generation facilities.

Power plants that have an installed capacity greater than 1 MW are required to obtain a generatlun Ilcense from the
Energy Market Regulatory Authority (EMRA). The licensing procedure of some of the rengya
others: for solar and wind power plants, grid connection is the most critical step before obtaining a Ilcense & W
Electricity Market Law regulates the tender process for grid connection rights. A tender based on a =contribution fees
payable to the Transmission System Operator for the first 3 years following commissioning is mandatory for solar and
wind investments whose application cover overlapping or intersecting areas aiming for the same transformatory center.

+  Obtaining the
license after

For small hydros, water usage rights are granted
by General Directorate of State Hydraulic Works
{D51), which follow a similar procedure: a water

An easy step-by-step
process is included for
potential investors

usage fee is payable to DSI, where it can organize
a tender for the water usage rights.

completing

Pre-license
application.

Figure 2: The license application connection rig

E—r:cm o E;Em"r generation + Technical and Is acquired.
I EneERE Snemy- ,—* financial feas! bility Finding financ
studies measuring Sup?ﬂm .
. data and equipment ang
E::rlﬂf[:::lﬂo;g:lthe completion of starting
impact project construction.
developrment.

assessment and

+ For solar and wind
energy, gaining
grid connection

other related
permissions.
! ait:;:.::::lg rights through For biomass power plants, a tender is applicable Private Financing Institutions
principles for the bidding in the for those companies who want to build a power
facility such as tender and IF plant that uses landfill as a fuel. In this case,
successful in the . - )
location, installed tender, application usage rights of the city landfill is granted through
capacity, financing (o pelicense. a tender by the municipality.
method, etc.
+  Assessment of the
resource. "
Section A of the PDF A R b| E p | :
Lnuestment Support and ., | download covers these . enewabnle cnergy rFolicies
relevant topics ' - -
i and Regulations in Turkey

i. Overview of the Renewable Energy Market and Targets in Turkey

ii. Licensed and Unlicensed Generation

iii. Energy Sales Options for Renewable Energy Investors

Source: Invest in Turkey Website: http://www.invest.gov.tr/en-US/Pages/Home.aspx
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INVESTMENT

PROMOTION

B. Public and Private Incentives
for Renewable Energy Projects

Incentives Provided by the Ministry of Economy

Incentives Provided by the Renewable Energy Support Mechanism

iv. The Young and Skilled Labor Force of Turkey

Government incentives
for renewable energy
are summarised in
Section B of the PDF
download

11
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Along with the two areas of suggested focus, there are many other
actions Ukraine can take to improve investment in biomass FROM SUMY

VISIT REPORT

LEGEND: Very low :O Low = Q Medium = O High = Q Very high = ‘

Value of Expected Expected | Effortto Ministry/Agency
SUGGESTED ACTIONS policytype OECD nistry/Ager

Lower or eliminate the fee for allocation of land Incentives Agency for Land
Apply silent agreement rule in all cases Regulation O Q O O Agency for Investments
Establlsh clear processes and communicate widely Process and awareness ‘ ‘ ‘ O SAEE / Agency for,
ICreate standard process for businesses and communicate widely ~ Process and awareness Investmentsi

Establish clear criteria for Green Tariff and publish widely Regulation O ‘ O O NERC (replacement)
Reduce or eliminate the local content requirements Regulation

§ Consider extending the Green Tariff to 2050 Incentives O Q O O NERC (replacement)

O [ Make the Single Investment Window mandatory Regulation (P O @ Q Agency for Investments

'_

g Create a Customer Service Commitment Charter Process and awareness O . Q O SAEE

o}

& | Establish clear guidelines for producers to increase supply Regulation . ‘ O ‘ Ministry of Energy
Set clear and more realistic targets for renewable energy Policy and strategy @ Q G Q Ministry of Economic

Development and Trade

Establish a clear ownership /governance structure for Oblenergos Structural policy Q 0 Q 0 Ministry of Energy
Update investment promotion strategy with clear value Policy and strategy 0 O ‘ SAEE / Invest Ukraine
proposmon and ensure linkages with regional strategies ‘
|Improve investor materials and prioritise investor Promotion material ‘ ‘ G Q SAEE / Invest UkralneI
lcommumcatlons along targeted sectors |
Create strategy to collect post-investor feedback Investor relations ‘ ‘ @ O Invest Ukraine
Update staff contracts and improve staff training Investor relations O e ‘ O Invest Ukraine
Improve availability of English materials for investors Promotion material O 6 @ G Invest Ukraine
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Suggested actions to improve specific administrative procedures for

investors setting up a biomass plant in Ukraine

FROM SUMY
VISIT REPORT

Specific
process issues

Cumbersome and costly land allocation for growing
energy crops and building biomass plants

The silent agreement rule, which gives investor the
right to proceed with construction if they have not
heard from authorities within 30 days, is not fully
applied. The Single Investment Window or local Bureau
may still insist on a land allocation certificate, even
though this rule is currently in place

Too many stakeholders involved in the process.
Multiple stakeholders are involved throughout process
and decision criteria for granting access is not widely
publicised

Lack of objective criteria for awarding Green Tariff

o Fulfilling local content requirements is the only
criterion for eligibility

Difficulty meeting local content requirements

Green tariff only guaranteed until 2029. Decisions by
investors to build plants are often taken under longer
horizon

)
)
)
)

SUGGESTED ACTIONS

* Consider reducing the fee for allocation of

land per unit of land

Apply silent agreement rule in all cases

Establish clear processes and procedures and
make these widely available, including:

o Authorities responsible

o Decision criteria

Establish clear criteria for deciding whether to
award Green Tariff and publish widely
Consider reducing or eliminating the local
content requirements for biomass producers

Consider adjusting the timeline of the Green
Tariff to 2050

Source: OECD (2014), ‘Improving Administrative Procedures to Foster Renewable Energy Growth in Ukraine — Piloting the Approach in Sumy Oblast’, Preliminary
findings of the study visit to Sumy Oblast, OECD Eurasia Competitiveness Programme
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Suggested actions to improve the overall process for setting up a biomass
plant in Ukraine FROM SUMY

VISIT REPORT

s SUGGESTED ACTIONS

Single Investment Window is optional. Many investors still deal with
several agencies, increasing risk of corruption

* Make the Single Investment Window
mandatory

Unclear investment procedures and opaque criteria for decision making
at each step.
* There’s no pre-defined process for businesses or public bodies to follow

* Create a Customer Service Commitment
Charter

General * Create process charts for businesses and
ARG * Perceptions of discretionary decision making and corruption communicate through all existing channels
* As aresult, plants may be built but not given access to market
common to

¢ Create a Service Commitment Charter with
clear standards for duration and fees and
publish online

all processes Lack of clarity on the costs and the duration of the procedures. Duration
and fees are not published for investors

Establish clear decision guidelines for
producers wishing to increase supply

Requirements to increase the supply of energy. A producer may not be
able to increase supply, and decision is on a case-by-case basis

No renewable energy targets at regional level and national renewable

energy targets set are too low and not detailed enough

* No regional renewable targets defined in the Sumy Strategy 2015

Strategy and * Although there is a National Energy Strategy, the targets set are low and
Structure they are not broken down into renewable energy sources

Issues

* Include in the next strategic planning
phase for the region

* Set clear and more realistic targets for
renewable energy production and
consumption

No common ownership structure of the Oblast Oblenergos across regions
* Some are privately-owned while others are publicly-owned
* Private ownership increases risk of corruption

* Establish a clear ownership and
governance structure for Oblenergos
across regions

<= = I B LE

Source: OECD (2014), ‘Improving Administrative Procedures to Foster Renewable Energy Growth in Ukraine — Piloting the Approach in Sumy Oblast’, Preliminary
findings of the study visit to Sumy Oblast, OECD Eurasia Competitiveness Programme
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Suggested actions to improve investor awareness and satisfaction for
setting up a biomass plant in Ukraine FROM SUMY
VISIT REPORT

SUGGESTED ACTIONS

Lack of clear positioning of Sumy Oblast * Summarise the value proposition for

* No unique value proposition to investors
* Materials do not provide overview of region or why invest in
Sumy and are not sector-specific

The National Investment Promotion Strategy is not sufficiently
linked to the Oblast regional strategy. The Investment
promotion strategy does not mention regional strategy

Lack of proactive investor communications

investors in the Investment Promotion
Strategy and disseminate widely

Update investment promotion strategy
and ensure linkages with regional
strategies

Improve investor materials and prioritise
investor communications along targeted

Investment * No prioritising of investor communication or efforts bi 4 ici
promotion * No information about Sumy on Invest Ukraine website sectors — biomass and energy efficiency
activities

No investment aftercare
No standardised approach to collect feedback from investors

No fully mandated nor sufficiently trained employees to carry
out the full set of activities

Staff are not trained to carry out the full set of activities
required for comprehensive investment promotion

Investment promotion materials only partially available in
English

= = L L b

Create focus groups, surveys and informal
forums to collect post-investor feedback

Update staff contracts and improve staff
training

Improve availability of English materials
for investors

Source: OECD (2014), ‘Improving Administrative Procedures to Foster Renewable Energy Growth in Ukraine — Piloting the Approach in Sumy Oblast’, Preliminary
findings of the study visit to Sumy Oblast, OECD Eurasia Competitiveness Programme
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For the two suggested areas of focus, here is a detailed view on the next
steps of the project

Amending of
investment

Suggestion of
simplified process

Analysis of
Investment

Launch of co- Identification of

Reinforcement of

operation with
Sumy Oblast

* Launch of co- * Analysis of * Elaboration of * Strengthening of ¢ Redesign of * Capacity
operation with -administrative policy actions institutional roles and building
Oblast procedures for capacities responsibilities
Administration renewable * Identification of
and regional energy investors  OECD good * ‘Suggested * Suggested
IPA -investment practices improvements for 5 ovements

promotion ploigsssles for investment

* Involvement act|V|t|es.(e.g. - Al of prqmqtlon
of local expert communication . . activities

national policy
strategy) £
) o ramework .

* Field visit to * Embedding
Sumy Oblast change

* OECD * OECD * OECD * OECD * OECD * OECD

E * SAEE * SAEE * SAEE * SAEE * SAEE * SAEE

o * Ministry of * Ministry of * Ministry of

g Economic Economic Economic

o Development Development Development
& and Trade and Trade and Trade

practices in Sumy
Oblast

key barriers to
Y steps and

promotion IPA capacities

investment

documents

approach
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Issues for consideration at today’s Working Group meeting -
FOR APPROVAL

and for approval at the Co-ordination Council meeting

Issues for decision related to the work on renewable energy
1. Focus on streamlining and standardising the process for biomass investors in Ukraine

2. Focus on improving investment promotion to biomass investors

Issues for decision related to the work on energy efficiency
1. Focus on policies that promote the establishment of energy savings companies (ESCOs)
2. Focus on improving monitoring and enforcement of energy efficiency policies
Issues for decision related to the organisation and next steps of the project
1. Establish TWO separate Working Groups for the remainder of the project:
* a Working Group on Renewable Energy (with a focus on biomass); and

* a Working Group on Energy Efficiency.

CONFIDENTIAL — NOT FOR DISTRIBUTION
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Next steps

Immediate

actions

By December
2014

By the next

WG meeting in
February 2015

Provide the OECD with any further
feedback on the preliminary findings
from the Study Visit to Sumy Oblast

Suggest additional members to invite to
the Working Group on Renewable
Energy

All indicated Ministries/Agencies to
analyse appropriateness of the
suggested solutions presented and
provide written feedback to the OECD

Provide the OECD with any further
information required

CONFIDENTIAL — NOT FOR DISTRIBUTION

Working Group members OECD

Revise recommended policy areas
based on Working Group feedback

Revise draft report on the study visit to
Sumy Region

Finalise membership for the Working
Group on Renewable Energy

Incorporate feedback from
Ministries/Agencies into OECD analysis

Present detailed recommendations for
the suggested actions to the Working
Group

Present final report on the study visit to
Sumy Region

18



Agenda

1. Project background and update

2. Suggested project focus for renewable energy

3. Suggested project focus for energy efficiency

a) Encourage the private sector to implement energy efficiency measures in Ukraine
b) Current state of the energy efficiency sector in Ukraine
c) Suggested OECD good practices for further elaboration

d) Next steps for the work on energy efficiency

4. Presentation: Denmark’s experience with energy efficiency

5. Project work plan, key decisions and next steps
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WG Question 2:

How to improve policies that promote
energy efficiency in Ukraine?

IIIIIIIIIIIIIIIIIIIIIIIIIIIIIII



The IEA (a sister organisation of OECD) suggests 25 policy areas to promote the
market for energy efficiency, covering specific sectors and economy-wide policies

Cross-Sector Policy Responses in IEA Member Countries

Strategies and action plans

Policies that encourage investment in energy efficiency

Monitoring and enforcement of energy efficiency policies

* Competitive energy markets with

appropriate regulation

Data collection and indicators

_ Appliances & sy
Buildings PP . Lighting Transport Industry
Equipment
Mandatory building * Mandatory * Phase-out Mandatory Require adherence to
codes MEPS and labels energy vehicle fuel- energy management
i ici efficienc rotocols
Net zero energy * Test standards |.neff.|C|ent clency P
L lighting standards . -

consumption in and Require minimum

- products
buildings measurement Measures to energy performance

protocols * Energy- improve vehicle standards for

Improved energy .. . . .

. . . o . efficiency fuel efficiency equipment
efficiency in existing * Market L

. . lighting .. . .
buildings transformation svstems Fuel-efficiency Energy efficiency

i policies Y non-engine services for SMEs
Building energy labels

o components .
or certificates Put in place
Eco-driving complementary

Energy performance
of building
components and
systems

Transport system
deliver

policies to support
industrial energy
efficiency

Source: International Energy Agency (IEA) (2011), 25 Energy Efficiency Policy Recommendations: 2011 Update. IEA, Paris.
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Of all five cross-sector policy responses suggested for IEA member countries,
two are suggested for further development as part of the project

Current status in Expected Expected | Effort to Initial

 Strategies and action * A National Action * Medium < Low * Medium
plans for energy Plan has been
efficiency drafted
g . Policies that encourage * Limited stage of * High * Low * Low \/ I
00 I investment in energy development |
n 2|l efficiency I
ool L - . |
oL Monitoring and * Limited stage of * High * Low * Low ‘/ I
(:,), 8:) : enforcement of energy development I
o efficiency policies ]
* Competitive energy * Proposed plans * Low * High * High X
markets with appropriate for privatisation
regulation
e Data collection and * Limited stage of * High * High * High X
indicators development

Source: International Energy Agency (IEA) (2011), 25 Energy Efficiency Policy Recommendations: 2011 Update. IEA, Paris.
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To improve energy efficiency, focus on encouraging the private sector to
implement energy efficiency measures in Ukraine

Suggested Policy Tools Details Current Status | Next Steps OECD
Focus Country

Encourage
the private
sector to
implement
energy
efficiency
measures in
Ukraine

1. Policies that * Tax and other

promote the incentives,
establishment regulations,
of energy government
savings mandates
companies etc.

(ESCOs)

2. Monitoring * Policies to
and effectively
enforcement enforce
of energy energy
efficiency efficiency
policies policies for

businesses

e Currently

there is no
policy
framework to
encourage the
growth of
ESCOs in
Ukraine

Currently
there is no
overall
framework to
monitor or
enforce energy
efficiency in
Ukraine

Provide current status of policy * USA
framework to OECD

Analyse key features of OECD

country policies for ESCOs

Benchmark against OECD good

practices

Gap analysis

Recommendations

Provide current and future
policies for the sector to the
OECD

Analyse key features of
monitoring and enforcement
for energy efficiency in OECD
countries

Gap analysis
Recommendations

* Germany

j

The OECD will provide assistance to develop detailed actions plans for these
recommendations and will provide capacity building where required

CONFIDENTIAL — NOT FOR DISTRIBUTION
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The suggested focus for the project strikes a good balance given the
various energy efficiency priorities for Ukraine

Areas of

suggested @
focus EU Directive on

Energy Efficiency

Ukraine Draft
National Energy
Efficiency Action

Plan Through 2020

E.g.

E.g.
Building Codes

* Co-operate and exchange
information on energy
efficiency technologies

Strategy and plans

* Promote emissions reduction
through energy efficiency
projects

Quality standards

Fuel-efficiency standards

IEA Suggested
@ Actions for

Ukraine

Association
Agreement

Sources: European Union (EU), Directive 2006/32/EC of the European Parliament and of the European Council; of 5 April 2006; on energy end-use efficiency and
energy services and repealing Council Directive 93/76/EEC; website accessed on 29 September 2014: http://eur-lex.europa.eu/legal-
content/EN/TXT/?uri=CELEX:32006L0032; European Union (EU), website accessed 29 September 2014:
http://eeas.europa.eu/ukraine/assoagreement/assoagreement-2013 _en.htm; International Energy Agency (IEA) (2012), Ukraine 2012: Energy Policies Beyond IEA
Countries. |EA, Paris; Ukraine legislation website, accessed 28 July 2014: http://zakon4.rada.gov.ua/laws/show/74/94-%D0%B2%D1%80
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ESCO’s are specialised service providers of fundraising, engineering, and
risk management to companies implementing energy savings projects

1. ESCO policy

Model 1: where the End User acts as
borrower and takes on more of the risk

// Y
\  EndUser |
Energy Services " 4
Agreement —_—— s
Turnkay EE i
Project i )
Installation & Project payments
Services Purchase Capital $
¢ Price e
,/'"}Equipmenr_"""\\ //" Einancial "y
"\ Syppher i J \ Institution
. Contractor _~ R 5

- -

framework

Model 2: where the ESCO acts as
borrower and takes on more of the risk

Typical Performance Contract Structure

Energy End Users

Sales Agresment: tumkey

Energy Services or Energy \ l

projact installation and
senvicaes: E3CO awns

Fayment based on “savings”
or delivered energy units

sysiem

ESCO

Loan Agreament. cap
for project installation

-

tal

|

Dabt service payments;
assignmant of project
revenues & assets as loan
secunty

Financial Insttution

efficiency measures

* ESCO’s provide companies with certainty on the recoupment of investments

* The ESCO’s income is derived from the money a client saves as a result of implementing energy

Source: European Commission (2013), Current Status and Perspectives of ESCO Market in Ukraine: Model and Mechanisms for Financing Energy Efficiency in

Buildings, Workshop on the Policies and Scheme for Financing Energy Efficiency in Buildings, Belgrade, 18-19 June 2013.
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There are several ESCO’s already operating in Ukraine; however, there is
no overarching framework to encourage the development of the sector

1. ESCO policy
framework

* Approximately currently 30 ESCO’s exist in Ukraine, mostly focused on residential and
public buildings

Ry 2o e UkKrESCO is a leading one focused on EE within enterprises in Ukraine

in Ukraine
e Since 2001, more than 100 ESCO projects implemented in buildings in Ukraine,
amounting to approximately 20 million euros
* No specific laws exist which relate to the framework in which ESCOs operate
Current

regulatory * EBRD project in 2011 on ESCOs

framework for

- * The regulatory framework for energy efficiency in Ukraine includes 7 laws, more than
S

250 regulations and normative documents, and 50 national and 60 regional standards

Source: European Commission (2013), Current Status and Perspectives of ESCO Market in Ukraine: Model and Mechanisms for Financing Energy Efficiency in
Buildings, Workshop on the Policies and Scheme for Financing Energy Efficiency in Buildings, Belgrade, 18-19 June 2013.
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Current status: Ukraine’s preeminent policy for energy efficiency, the Law

on Energy Savings, lacks any meaningful monitoring aspect for the sector

2. Monitoring and

enforcement

 The Law on Energy Savings sets out the legal, economic, social and ecological basis for energy conservation
for all companies, associations and organisations located on the territory of Ukraine

e The Law:

v Outlines the main principles for state policy in energy conservation;

v Establishes norms, standards and the powers and functions of the State Agency for Energy Efficiency;

4 Sets out a framework for international co-operation on energy savings initiatives.

* However, the following articles related to energy-efficiency were deleted from the Law, in 2012:

Deleted article | Title of article Purpose of article

Economic sanctions for  This article gave powers to the state to fine companies for wasteful spending on

x Article 17

X
X

Article 25

Article 26

x Article 27

prodigal spending of
fuel and energy
resources

Task of control in the
sphere of energy savin

State control in the

energy resources or for not executing recommendations from state bodies
concerning energy savings.

This article gave powers to state bodies to control the sector to ensure adherence
g tonormsin the legislation on energy saving.

This article gave state-control of energy savings to the State Inspectorate on

sphere of energy-saving Energy-Saving, in accordance with prescribed procedures. The article also defines

Responsibility for
violating legislation on
energy-saving

the scope of enterprises which fall under the control of the State Inspectorate.

This article outlined the cases in which companies would be held responsible
violated, not complying or not fulfilling requirements laid out in the Law on
Energy Savings.

Source: Ukraine legislation website, accessed 28 July 2014: http://zakon4.rada.gov.ua/laws/show/74/94-%D0%B2%D1%80
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Germany and the US are two good practice case studies -
CASE STUDIES

Ukraine could learn from in order to improve energy efficiency

Policies that USA - * Adedicated section in the Energy Independence and Security

promote the Department Act (2007) outlines the policy framework for energy savings
service providers

e Section 432 of the Act:

o Defines the role, scope, costs and benefits of ESCO’s
(“Resource Efficiency Managers”) for State buildings and
businesses

o Provides Federal step-by-step guidance to businesses and
Agencies wishing to contract Resources Efficiency Managers

o Provides minimum requirements for audit reports, e.g.
project overview and technical assessment; measuring,
monitoring and evaluation of performance

establishment of of Energy
energy savings
companies (ESCOs)

Monitoring and Germany * Germany encourages the development of energy efficiency
enforcement of through a range of ‘carrot’ and ‘stick’ mechanisms:

o Reducing energy demand through regulation and legislation
o Creating incentives for energy savings

o Providing energy saving information and advice

energy efficiency
policies

Source: Power, A., Zulauf, M. (2011), Cutting Carbon Costs: Learning from Germany’s Energy Saving Program. LSE Housing & Communities, London School of
Economics; U.S. Department of Energy Website, accessed 29 September 2014 from: http://www.energy.wsu.edu/documents/rem_guidebook.pdf
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AR, U.S. DEPARTMENT OF

Case study: USA’s Department of Energy’s policy &

framework for ESCO’s EN ERGY

1. ESCO policy
Background: framework

* Section 432 of the Energy Independence and Security Act of 2007 adds a new subsection Use of Energy
and Water Efficiency Measures in Federal Buildings

* The new subsection prescribes a framework for facility energy project management and benchmarking,
including the following:

o Definition and scope of energy saving service providers (“Resource Efficiency Managers”)

o Mechanisms (e.g. web-based tracking systems) to monitor and follow-up on the implementation of
energy efficiency measures

o Benchmarking and reporting for Federal Buildings

Relevance for Ukraine:

* Ukraine could consider developing a similar subsection for the Law on Energy, extending the guidelines
for private sector buildings as well as public buildings

* Including such a subsection would create a policy framework to encourage the growth and development
of a private market for energy savings service providers in Ukraine

Source: U.S. Department of Energy Website, accessed 29 September 2014 from: http://www.energy.wsu.edu/documents/rem_guidebook.pdf
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Suggested Action 1 |
Case study: U.S. Department of Energy’s policy

framework for ESCO’s

* The guide provides step-by-step guidance —
from making a decision, to drafting a
contract, to assessing performance — for
businesses and Agencies seeking to engage
energy savings service companies (“Resource
Efficiency Managers”)

The guide includes:

* A self-screening survey and other
assessments to determine whether
business/Agency needs a REM

1. ESCO policy
Federal Energy Management framework

Contracting for a
Resource Efficiency
Manager

A Federal Energy Management
Program, Operations & Maintenance
Center of Excellence Guidebook

* Typical costs, benefits and funding options for
engaging REM providers

* A step-by-step process to hire a REM:
contracts, duration, responsibilities, liability,
reporting and measuring REM performance

Source: U.S. Department of Energy Website, accessed 29 September 2014 from: http://www.energy.wsu.edu/documents/rem_guidebook.pdf
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Suggested Action 2 |

Germany’s Federal policy framework for energy efficiency covers three
pillars: regulation, incentives and information provision for energy efficiency

Energy Conservation Act 2009

* Sets targets

* Includes upgrade to EE
technologies

* Performance certificates
mandatory

* Issuers must be accredited

* KfW programmes — investment bank of
Federal/regional governments

* Subsidy programme for renewable
energy and other Federal government
programmes

Limiting demand through
legislation and regulation

Promoting alternatives —>

l

Regional
and local
agencies

2. Monitoring and

Heating Costs Act 2009 enforcement
* Regulates cost of heating
* Consumption (e.g. tenant) based
charging
Renewable Energy and Heating Act
2009
Renewable Sources Act 2009
* Sets targets and outlines feed-in
tariff

Providing information

DENA —standard setter

Germany Energy Agency (DENA) activities:

1. Information and motivational
campaigns

2. Training experts

3. Increasing transparency in energy
standards and certification

4. Developing model projects

5. Simplifying methods

Source: Power, A., Zulauf, M. (2011), Cutting Carbon Costs: Learning from Germany’s Energy Saving Program. LSE Housing & Communities, London School of

Economics
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Suggested Action 2 |

With respect to monitoring and enforcement for energy efficiency, Germany’s
Energy Conservation Regulations sets clear standards and mandates enforcement

2. Monitoring and
enforcement

Enforcement of the Building Code

Germany’s Energy Efficiency Building

Code (EnEV)
 The Energieeinsparverordnung (EnEV), or * Code has manda.tory er\forcement status
Energy Conservation Regulations, is © Enforcgmgnt IS provnfjed through
Germany's energy efficiency building accreditation of applicants
code o On-site inspections occur during
 One of the most stringent codes in the construction and post completion
world. the EnEV sets standards for * Enforcement is supported by certification:
insulation, fenestration, envelope, and o Energy Performance Certificates
HVAC o Positive labeling for building beyond the
« The code passed originally in 2002, and min.imum BC level . .
meets requirements for the EU Energy * Penalties for Non-compliance include:
Performance of Buildings Directive refusal of permission to occupy and/or
(Directive 2002/91/EC,EPBD) refusal of permission to construct

* Other measures supporting Enforcement:
Mandatory Computer Modeling and Training
of Inspectors

Source: Power, A., Zulauf, M. (2011), Cutting Carbon Costs: Learning from Germany’s Energy Saving Program. LSE Housing & Communities, London School of
Economics
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For the two suggested areas of focus, here is a detailed view on the next
steps of the project

Analysis of current Identification of good
policies and monitoring practice OECD

Assessment of policy .
instruments in OECD Gap analysis and Support for

framework for energy countries for further : recommendations implementation
. : : . : case study countries
efficiency in Ukraine consideration

* Fact check current * Elaboration of policy * Key features of * Involvement of * Capacity
policy recommendations ESCOs policy OECD experts building
environment for framework

energy efficiency * Suggestion of legal  Develop
e Eact check current amendments * Key features of detailec! action
policies for energy * Analysis of national enforcerpent and plan .to |mprove
services policy framework monitoring ISR
framework for enforcement
energy efficiency framework
* Key success factors
* OECD * OECD * OECD * OECD * OECD
Fll  SAEE * SAEE « SAEE » SAEE * SAEE
E * Ministry of * Ministry of * Ministry of
g Economic Economic Economic
o Development and Development and Development
e Trade Trade and Trade
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Issues for consideration at today’s Working Group meeting
and for approval at the Co-ordination Council meeting

Issues for decision related to the work on renewable energy
1. Focus on streamlining and standardising the process for biomass investors in Ukraine

2. Focus on improving investment promotion to biomass investors

Issues for decision related to the work on energy efficiency
1. Focus on policies that promote the establishment of energy savings companies (ESCOs)
2. Focus on improving monitoring and enforcement of energy efficiency policies
Issues for decision related to the organisation and next steps of the project
1. Establish TWO separate Working Groups for the remainder of the project:
* a Working Group on Renewable Energy (with a focus on biomass); and

* a Working Group on Energy Efficiency.
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Next steps

Working Group members OECD

* Provide the OECD with current status of * Revise recommended policy areas
Immediate ESCO’s, monitoring and enforcement based on Working Group feedback
. framework for energy efficiency in
actions Ukraine

* Suggest additional members to invite to * Finalise members for the Working
the Working Group on Energy Efficiency Group on Energy Efficiency
* SAEE, Ministry of Energy, Ministry of * Incorporate feedback from

By December Agrarian Policy and the Ministry of Ministries/Agencies into OECD analysis
2014 Economic Development and Trade to

analyse appropriateness of the suggested
solutions presented and provide written

feedback to the OECD
* Provide feedback on detailed * Present detailed recommendations for
By the next recommendations to the OECD the suggested actions to the Working
WG meeting in Group on Energy Efficiency

February 2015
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Agenda

1. Project background and update
2. Suggested project focus for renewable energy

3. Suggested project focus for energy efficiency

4. Presentation: Denmark’s experience with energy efficiency

5. Project work plan, key decisions and next steps
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Agenda

1. Project background and update
2. Suggested project focus for renewable energy
3. Suggested project focus for energy efficiency

4. Presentation: Denmark’s experience with energy efficiency

5. Project work plan, key decisions and next steps
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Action plan for rest of 2014 and until the end of the project

Timeline

Q2 2014

= Decision on final
recommendations to
improve investment
procedures

= Development of
implementation plan for

I.(e.y. improving investment
activities procedures and
investment promotion
activities (Oblast level)
= Review of report
summarising findings
Key
meetings

Q3 2014

= Launch and monitoring
of implementation
effort at Oblast level

» Improve investment
procedures

» Improve investment
promotion
communication and
investor interaction

= Continuous support to
implementation

= Finalisation of report
summarising findings

= 3rd Working Group
meeting June 2014

Q4 2014

Q1 2015

Q2 2015

= Decision on final suggested
actions for the work on
renewable energy and
energy efficiency

= Develop detailed actions
plans for the work on
renewable energy and
energy efficiency

= 4th Working Group
meetings
16 October 2014

® Eurasia Competitiveness

Roundtable in Paris ,
November 2014

® Launch of action plans
and monitoring of
implementation effort
at national level

= Continuous support

provided by OECD to
implementation

= 5th Working Group
meeting on 12
February 2015

® Reporting on
implementation of
action plans

® Finalise
recommendations for
improving skills in
renewables

= 6th Working Group
meetings in June
2015

= Seminar on Energy
Efficiency in Ukraine
(Kyiv) April 2015
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Contact details

Antonio SOMMA

Head, OECD Eurasia Competitiveness
Programme

e-mail: antonio.somma@oecd.org

Yerim PARK

Project Co-ordinator, OECD Eurasia
Competitiveness Programme

e-mail: yerim.park@oecd.org

Gabriela MIRANDA

Project Manager, OECD Eurasia
Competitiveness Programme

e-mail: gabriela.miranda@oecd.org

Dan BIDOIS

Policy Analyst, OECD Eurasia
Competitiveness Programme

e-mail: dan.bidois@oecd.org

Katerya OBVINTSEVA
Policy Analyst, OECD Eurasia
Competitiveness Programme

e-mail: katerya.obvintseva@oecd.org
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The two focus areas are also consistent with previous recommendations

for energy efficiency presented to Ukraine from the IEA in 2012

Key issues with energy
efficiency in Ukraine

Cross-Sector Policy Recommendations for Ukraine

____________________________

1. Ukrainian energy policy is
very focused on supply-side
issues

2. Insufficient priority is
placed on energy efficiency

i 3. Ukraine lacks effective
' governance for energy
i efficiency, including:

: * A combination of
| legislative frameworks

* Funding mechanisms

* |nstitutional
arrangements and co-
ordination mechanisms

1. Strategies and Plans: Develop a more effective programme for energy efficiency in the
! industry and building sectors; ensure energy efficiency is covered in the new national
energy strategy, and develop sector-specific action plans for energy efficiency

-------------------------------------q

2. Policy incentives to encourage access to finance: Develop policies to promote access
to credit and eliminating legal constraints to energy efficiency investments

3. Monitoring and coordination: Provide government agencies with sufficient resources
and mandate to implement and monitor energy efficiency programmes

4. Data Collection: Improve the availability and reliability of energy statistics

Appliances &

for new and existing
lighting products

Buildings . Transport Industr
g Equipment P y
* Establish strict * Apply minimum energy * Adopt and * Implement
building codes performance regularly update policies to
for new requirements and fuel-efficiency promote
buildings and labelling schemes standards for energy
bwldmgs: « Adopt quality, reliability road vehicles eff|C|er'1cy in '
undergoing o, SMEs, including
. and minimum energy . .
renovations improving
performance standards
access to

energy audits

Source: International Energy Agency (IEA) (2012), Ukraine 2012: Energy Policies Beyond IEA Countries. IEA, Paris.
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The two suggested areas of focus are consistent with actions for energy
efficiency outlined in the EU Association Agreement with Ukraine

NN X X

Establish energy efficiency
policies and legal and regulatory
frameworks

Improve frameworks via exchange
of good practices, improving
competitiveness

Co-operate and exchange
information on energy efficient
technologies

Promote emissions reduction
through energy efficiency and
renewable energy projects

Promote energy efficiency, through the establishment of
policies, legal and regulatory frameworks, with the aim of
achieving major improvements to EU standards,
compatible with the functioning of market mechanisms.

Create better framework conditions (e.g. management of
structural changes such as energy efficiency), via the
exchange of information and good practice, contributing
to greater competitiveness.

Co-operate and exchange information for the
development and improvement of technologies in energy
production, supply and end use, with focus on energy-
efficient and environmentally friendly technologies.

Promote the implementation of the Kyoto Protocol to the
UN Framework Convention on Climate Change of 1997 to
reduce emissions of greenhouse gases through energy
efficiency and renewable energy projects.

Source: European Union (EU), website accessed 29 September 2014: http://eeas.europa.eu/ukraine/assoagreement/assoagreement-2013 _en.htm
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The EU directive on energy efficiency and energy services (2006/32/EC)
provides Ukraine with three suggested actions for ESCOs

The Directive includes energy savings targets, obligations on national public authorities as regards energy
savings and energy efficient procurement, and measures to promote energy efficiency and energy services.

! Ensure sufficient

incentives for ESCO
market development

2

Provide model contracts
for organisations wanting
to engage ESCOs

3

Provide funds to
subsidise programmes
through ESCOs

* Ensure there are sufficient
incentives, competition and
level playing fields for ESCOs
to independently offer and
implement energy services,
energy audits and energy
efficiency improvement
measures

* Develop model contracts for
those financial instruments
available to existing and
potential purchasers of
energy services and other
energy efficiency
improvement measures in
the public and private
sectors.

* These may be issued by a
State authority or agency

* Establish funds to subsidise
the delivery of energy
efficiency improvement
programmes and promote the
development of a market for
energy efficiency improvement
measures.

* Such measures shall include:
o Energy auditing
o Financial instruments for

energy savings
o Improved metering and
informative billing

Source: European Union (EU), Directive 2006/32/EC of the European Parliament and of the European Council; of 5 April 2006; on energy end-use efficiency and
energy services and repealing Council Directive 93/76/EEC; website accessed on 29 September 2014: http://eur-lex.europa.eu/legal-

content/EN/TXT/?uri=CELEX:32006L0032
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The (Draft) National Energy Efficiency Action Plan Through 2020

1

The Action Plan Through 2020 seeks to implement the following EU Directives:

* Directive 2006/32/EC on energy end-use and energy services
* Directive 2010/31/EC on the energy performance of buildings
* Directive 2010/30/EC on labelling of energy products

Residential
building measures

2 ) public and
commercial
building measures

3

Industry measures

Additional insulation of
walls

Energy efficiency
windows installation
Additional rood
insulation

Energy efficient
engineering equipment
installation

Replacing of the interior
light

e Reconstruction and

overhaul of residential
building

* Development and

reconstruction of heat
supply systems

* Implementation of

energy and resource
saving sources of
lighting and lighting
systems

* Construction of top-
pressure recovery turbines
Construction of waste
heat recovery boilers

* Use of secondary energy
sources

* Development of energy
efficient and
environmentally friendly
technology

* Creation of water heat
pumps

* Developing production of
energy saving automated
units

Source: State Agency for Energy Efficiency, Draft National Energy Efficiency Action Plan Through 2020
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4
Transport

measures

Restructure of the transport
infrastructure in accordance
with needs of production
Technical modernisation of
fixed assets

Optimisation of the structure
of rolling stock aimed at
improving passenger and
freight traffic efficiency
Improvement of performance
indicators of transport routes
Increased energy efficiency of
vehicles

Improvement of efficiency of
equipment operation
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