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1. Role of investments in RES for the energy sector development of Ukraine 
 

The European-Ukrainian Energy Agency (EUEA), which was established in 2009, unites investors 

from Austria, Belgium, Great Britain, Norway, Spain, Switzerland, Turkey, Ukraine, the USA and 

other countries that implement renewable energy projects in Ukraine (around 2 GW of operational 

renewable power plants, 0.5 GW power plants under construction, and almost the same of fully 

permitted projects with signed pre-PPAs).  

 

Foreign investors have committed investment into Ukraine’s renewable energy sector for many 

years based on a fair and stable regulatory framework. The law of Ukraine explicitly guarantees the 

“green”/feed-in tariff (FIT) and on that basis the members of our association invested more than 

EUR 3.0 billion in the Ukrainian renewable energy sector, and have also made commitments to 

further investments exceeding EUR 2.0 billion over the next 3 years. This could be an important 

success story for the Government of Ukraine in its attempts to attract foreign direct investments. 

Importantly, EUEA members have also attracted the world’s leading international financial 

institutions and banks to provide financing for these projects, including the European Bank for 

Reconstruction and Development, US Overseas Private Investment Corporation, France’s Proparco, 

Black Sea Trade and Development Bank, Denmark’s IFU, Finland’s Finnfund, Sweden’s Swedfund, 

the Netherlands’ FMO, Nordic Environment Finance Corporation, GIEK and others. All of these 

institutions that have supported Ukraine’s economy have done so in reliance on a stable legal 

system with good track record. 

International bank financing is an important building block for attracting foreign direct investments. 

Any non-voluntary retroactive changes to the current legislation for renewable energy would 
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certainly put many of the existing projects with leading international bank financings in default and 

would lead to restructuring of large portfolios of loans with a large number of international banks. 

This would have serious repercussions for continued and future financing of all infrastructure 

projects in Ukraine, not just in the renewable energy industry. 

 

2. General description of the problem in the renewable energy sector 

 

After years of Ukraine’s timely payment of FIT to renewable energy producers, the problems started 

in July 2019 right after the transition to the new electricity market model based on the Electricity 

Market Law. The Guaranteed Buyer (off-taker, the “GB”) delayed payments to renewable electricity 

producers for July after incomplete payment from the transmission system operator (the “TSO”) 

(due to litigations related to approval of its transmission tariff). The Government of Ukraine was 

able to restore normal payment flow in August. At the same time, it was achieved in such way that 

the GB became the centre of a complicated Public Service Obligation (PSO) mechanism with 

numerous inflows (Energoatom’s electricity, Ukrhydroenergo’s electricity, compensation from TSO) 

and outflows (household subsidies, CHPs, renewables, compensation of technological losses). 

Eventually it led to projections from the Ministry of Energy and Environmental Protection (MEEP) 

that the GB would face substantial deficit of funds in 2020. 

Ignoring this GB deficit is the result of numerous decisions and factors, including inefficient 

operation of the electricity market, lack of competition, non-optimal PSO scheme, unreformed 

subsidy scheme for household customers and other factors, the Parliament and the Government 

representatives at numerous meetings claimed that renewable energy sector had sole responsibility 

for this problem and should take a lead on its resolution. Starting in September, there have been 

also statements from the side of the Members of the Parliament about possible retroactive changes 

to the RES regulatory framework. On numerous occasions we heard of the plans of imposing special 

excise duty on electricity produced from RES, limitation of curtailment compensation (that partially 

materialized as Draft Law 2236-2), cancellation of issued pre-PPAs, etc. 

 

3. Detailed assessment of current situation in renewable energy sector 

 

A. When assessing the compensation paid by the Guaranteed Buyer (GB) to RES power plants, 

it is important to note that payment received by RES based on feed-in tariff (FIT) consists of two 

parts: “market component” (day-ahead market (DAM) price received by the GB when selling RES 

electricity) and “compensation component” (difference between FIT and DAM price).  

 

B. Compensation is not shared equally between wind and solar power plants. Using 2020 

estimates, IMEPOWER consultants calculated that share of utility-size solar power plants in overall 

compensation to RES will be 67% while the share of wind power plants will be 20%, the share of 
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biomass/biogas power plants will be 5% and the share of small hydro power plants will be 3% 

(another 5% is the share of household solar power plants, compensation to which is not channelled 

via the GB).  

 

C. Under the current law solar FIT drops in 2020 by 25% to 112.5 EUR per MWh going further 

down in 2021 and 2022, wind FIT drops in 2020 by 10% to EUR 90.47 per MWh. As result, 

compensation component will be reduced for any new capacity, especially if FIT Restructuring takes 

place under the Draft Law 2543 or similar framework (Draft Law 2543 envisages further reduction 

of 2020 solar FIT by 15% and wind FIT by 7.5% in exchange for an extension of the FIT term). The 

FIT for 2020 as foreseen by effective legislation is not excessive considering: the remaining FIT term 

(until the end of 2029), the burdensome financing conditions for non-recourse project financing in 

Ukraine, the country risk factor, the high cost of “balance of plant” for wind projects, etc. 

 

D. Original Electricity Market Law approved in 2017 envisaged that TSO electricity transmission 

tariff would be the sole source of funds used by the Guaranteed Buyer to pay compensation to RES. 

This system failed to ensure sufficient cash flow to the Guaranteed Buyer in the second half of 2019 

for the following reasons: (a) litigations from certain industrial customers and court decisions to 

block transmission system approval by the Regulator prior to litigation being completed and final 

judgement rendered; (b) low payment discipline of the customers of TSO services with overall level 

of payments being the level of 85-90%. Moreover, when approving TSO transmission tariff for 2020 

the Regulator made an obvious violation of the Electricity Market Law by setting RES compensation 

element in the tariff at a level clearly not sufficient for the GB to ensure full settlements with RES 

power plants. 

 

4. Position to solve problems in the field of renewable energy sector 
 

A. The problems mentioned in above point D from article 3 can be fixed, in particular, by 

improving primary and secondary legislation to ensure that customers of TSO services make full 

and timely payments and cannot block the Regulator’s decisions on tariff approval via courts 

anytime they do not want to pay.  

 

B. It would also greatly improve the transparency, stability and bankability of the GB if the 

current PSO mechanism is split between two entities – the Guaranteed Buyer would come back to 

its original role and functions envisaged by the Electricity Market Law (off-taker of RES electricity 

and manager of RES balancing group funded via TSO transmission tariff), while another state-owned 

entity would be responsible for management of the subsidies to households, CHPs, etc. (funded via 

sale of Energoatom’s and UkrHydroEnergo’s electricity or other sources appropriate for the 

Government). 
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C. If the Government believes that increase of TSO transmission tariff being the only source of 

RES compensation is too high at some point, there are additional funding sources that can be 

unlocked in the course of 2020 to serve as supplementary sources of paying RES compensation: (a) 

redirection of the excise duty paid by conventional electricity generators to the state budget to the 

GB (around UAH 7 billion on annual basis); (b) direction of the part of CO2 tax proceeds to the  GB.  

 

D. When assessing the financial impact from RES compensation, it is important to take a 

broader view and look at the dynamics of retail electricity prices paid by industrial/commercial 

customers rather than consider dynamics of TSO transmission tariff in isolation. As one can see, Q4 

2019 DAM price in Ukraine was significantly lower than Q3 2019 DAM price meaning that even with 

increasing transmission tariff the customers will not pay higher final price. Moreover, increase of 

RES share in electricity production will push away least efficient (and most expensive) thermal 

power units from generation mix helping to reduce DAM prices. 

 

E. Concerning the introduction of balancing responsibility, we appreciate the importance of 

that and are ready for gradual introduction of such responsibility from next year. At the same time, 

the speed of transition to full coverage of imbalances depends on efficiency of the balancing market 

and transparency of data on the side of TSO and the GB. Current practice when volumes and cost 

of imbalances are calculated several weeks after the reporting period by the TSO and GB makes 

investors really cautious. There should be clear, transparent and automatic process in place. 

 

F. Sometimes different stakeholders make recommendation to introduce additional 

transmission charge on RES power plants, please note that when constructing RES power plants the 

majority of investors made significant investment into the grid (building/upgrading new substations 

and power transmission lines and/or providing financing to grid owners – TSO and DSOs – for the 

same purpose). On average, such investment was in the range of EUR 30-70k per 1 MW of installed 

capacity, so every investor of 100 MW wind or solar power plant has already invested around EUR 

5 million for grid reinforcement/upgrade on top of normal CAPEX. In the scale of Ukraine, we are 

talking about around EUR 300 million of grid investments that TSO and DSOs did not have to finance 

from their investment programs. 

 

G. FIT Restructuring mechanism envisaged by the Draft Law 2543, which was supported by our 

association and numerous other market players, was brought to the table by the Ministry of Energy 

and Environmental Protection in the framework of the relevant working group with investors and 

presented at a renewables conference in Kyiv on 28 November 2019. The difference between the 

Ministry’s proposal and the Draft Law 2543 is that investors are ready to go for FIT Restructuring 

under 2543 on voluntarily basis (investors representing a majority of RES installed capacity signed a 

support letter to the President of Ukraine in December 2019), while the Ministry’s proposal has not 
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been agreed with investors. We believe that the impact from any FIT Restructuring will have a 

limited impact on the Guaranteed Buyer deficit (UAH 1.6 billion under Draft Law 2543 vs. UAH 2.7 

billion under the Ministry’s proposal on annual basis1) and should in any case be considered only as 

supporting instrument to improve short-term Guaranteed Buyer cash flows. The means for 

permanent assurance of GB long-term bankability and affordable consumer prices while expanding 

renewables capacity lie elsewhere. 

 

H. We strongly doubt competitive auctions will bring the RES electricity price down in Ukraine 

before the problem of the GB has been solved. Today the GB is not bankable and that will be 

reflected in the auction price bids. The only way to get lower RES electricity prices is proper de-

risking of investment in renewables in Ukraine by implementation of a stable, predictable, clear 

investment mechanism. Once this is in place, auctions could further decrease the prices. 

 

5. Conclusions 

Expedient fixing of the stability of renewable PSO scheme based on good public policy would restore 

confidence of investors in the establishment and ensure the ability of Ukraine to attract much 

needed investments not only in renewable energy generation, but also in other modern 

technologies that are important for the energy system such as battery storage, flexible generation, 

demand response systems, etc. A stable regulatory environment including sound compromises 

reached with investors with respect to the feed-in tariff system and electricity market design would 

enhance significantly the interest from investors to take part in future renewable auctions, helping 

Ukraine to achieve optimal auction prices for electricity due to a lower-risk environment and 

enhanced competition.  

 

Considering the current gridlock situation in the renewable energy sector, which is important for 

the Ukrainian economy, the health of its citizens, energy independence and climate change, EUEA 

and another local industry association UWEA applied to the Energy Community Secretariat to 

involve them as mediators in our further discussions with the Government to find mutually 

acceptable solution based on facts rather than perceptions and fake information.  
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1 Based on IMEPOWER estimates assuming participation of 100% of WPPs and 50% of utility-scale SPPs in restructuring 
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