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Summary

Ukraine submitted its intended nationally determined contribution (INDC) with a target of reducing
greenhouse gas (GHG) emissions by at least 40% below 1990 levels by 2030, including Land Use, Land
Use Change and Forestry (LULUCF). The INDC does not indicate any adaptation-related targets or
actions, but states that adaptation will be considered with the same priority as mitigation “for a medium-
term outlook™.

Nearly USD 860 million of climate-related development finance was committed per year to Ukraine
in the period 2013-14. This amount is significantly larger than the average among the countries of Eastern
Europe, the Caucasus and Central Asia (EECCA) (i.e. USD 303 million per year), and the second largest
only after Uzbekistan. Nevertheless, annual climate-related development finance “per capita” committed to
Ukraine (approximately USD 19 per capita per year) is about 30% smaller than the EECCA average (USD
27 per capita per year).

Nearly 90% of climate-related development finance was committed to the energy generation and
supply sector in 2013 and 2014. Both bilateral and multilateral providers of finance committed a
significant amount of finance to energy efficiency and renewable energy related projects during the period,
both on the supply and demand sides. This reflects the need to improve the GHG efficiency of Ukraine’s
energy sector that is among the most energy intensive across the world. The second largest amount of the
finance was directed to the “unallocated and unspecified” sector. The two largest projects in the sector are
for the subway system development project and the railway tunnel development, which could have also
been recorded as transport sector projects.

Both bilateral and multilateral providers committed significant amounts of climate-related
development finance in 2013 and 2014. The European Bank for Reconstruction and Development, the
World Bank Group and the European Investment Bank, and the Climate Investment Funds committed the
largest amounts of climate-related development finance in 2013 and 2014. Bilateral donors such as
Germany, Switzerland, the European Union, Sweden, the United States and Denmark also committed large
amounts of grants to the country, including for technical assistance projects.

The Ministry of Ecology and Natural Resources is in charge of the development and implementation
of state environmental policies, including on climate change issues. However, many other ministries and
governmental agencies as well as domestic public financing entities also co-finance and/or engage in such
projects. For instance, the State Agency on Energy Efficiency and Energy Saving is in charge of the
implementation of state policy in the field of energy efficiency and renewable energy development.



Overview of climate-related development finance to Ukraine in 2013-2014: Excerpt from the report
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This country-level study complements OECD (2016),*“Financing Climate Action in Eastern Europe,
the Caucasus and Central Asia”, and was prepared as part of the project “International Climate Finance for
EECCA” under the GREEN Action Programme hosted by the Organisation for Economic Co-operation
and Development (OECD). The project has been implemented with support of the German Federal
Ministry for the Environment, Nature Conservation, Building and Nuclear Safety. The report benefitted
from the discussions at the Expert Workshop on International Climate Finance for EECCA that was held
on 11 July 2016 in Paris, and written comments provided by the participants before and after the workshop.

The views expressed herein can in no way be taken to reflect the official opinion of Germany, or any
of the OECD member countries, or the endorsement of any approach described herein. This document is
also without prejudice to the status of or sovereignty over any territory, to the delimitation of international
frontiers and boundaries and to the name of any territory, city or area.

Questions and comments should be sent to:
Takayoshi KATO

Green Growth and Global Relations Division
Environment Directorate, OECD

2, rue André Pascal - 75775 Paris Cedex 16

Tel: +33 (0)1 45 24 74 88 || takayoshi.kato@oecd.org

Information on the OECD-hosted GREEN Action Programme and relevant publications is available at
http://www.oecd.org/env/outreach/eap-tf.htm
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Reader’s guide

This country-level study aims to provide an overview of how international development finance has
been supporting climate-related actions in the recent years, so as to improve clarity on how each of the
countries in Eastern Europe, the Caucasus and Central Asia (EECCA) region is working together with their
development co-operation partners. The study is based on both:

(i) quantitative analysis for the period between 2013 and 2014; and

(ii) qualitative analysis during the period between 2011 and 2015.

The 11 country reports were prepared to complement a publication “Financing Climate Action in
Eastern Europe, Caucasus and Central Asia” by the Organisation for Economic Co-operation and
Development (OECD) (Available at http://www.oecd.org/env/outreach/eap-tf.htm).

This study does not offer a complete picture of climate finance from all possible sources in public and
private sectors, or all relevant policy frameworks within the country. However, it intends to provide a
clearer understanding of international (public) financing flows committed to each of the 11 EECCA
countries in terms of major sectors/areas, providers, and financing structures for individual projects, as well
as domestic institutions involved in accessing and using such finance, on which relevant data tend to be
scattered.

The study also analyses the country’s climate targets and priority sectors/areas for climate actions
based on its INDC and/or other relevant policy documents. Finally, the study briefly outlines in-country
enabling environments, such as policies, laws, institutional arrangements and domestic financing
mechanisms, which aim to promote a low-carbon, climate-resilient development.

The quantitative analysis for the period 2013-14 is conducted by using the database from the OECD
DAC Creditor Reporting System (CRS)®. This database allows for an approximate quantification of
climate-related development finance flows that target climate mitigation and adaptation as either their
principle objective or significant objective. The bilateral sources include OECD DAC members, while
multilateral sources include multilateral development banks and international climate funds. Some of the
South-South co-operation and non-DAC member contributions are also included.

The qualitative analysis for the period 2011-15 is based on publicly available project-level
information (e.g. project design documents, project evaluation reports, and periodic reports by donors and
financial institutions). In this part, sizes of some projects are indicated as committed financing volumes for
the entire projects, while for reporting purpose, multilateral development banks only report the value of the
components specifically relating to climate action as climate finance.

The DAC CRS records face values of the activities on the dates when grant or loan agreements are
signed with recipients (i.e. commitment, but not disbursement). It should also be noted that the scope of the
data sources for both the quantitative and qualitative analyses do not include some of the non-DAC
member donors such as the People's Republic of China and the Russian Federation, or private sector
investors, whose financial provision may be significant in certain EECCA countries.

The cut-off date of inclusion of information on data, policies and projects was 01 August 2016.

! For more details, see http://www.oecd.org/dac/stats/climate-change.ntm and on the DAC members see
http://www.oecd.org/dac/dacmembers.htm.
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Background

Ukraine is a Lower Middle Income Country with USD 8 237 per capita GDP purchasing power parity
(PPP) and a population of 45.4 million in 2014 (WB, 2016). The global financial crisis in the late 2000s
severely hit the economy of the country. The subsequent slow-down in the global economy and the conflict
in the eastern regions of Ukraine have also led to further deterioration of the country’s economy in 2015.
The World Bank forecasted recovery in the second half of 2016, which may result in growth of 1 percent
in 2016 (WB, 2015a). However, there are considerable downside risks for this projection, including: the
continuation of the decline in global commodity prices; slowdown in the implementation of reforms, which
may increase structural imbalances and delay official financial assistance; and reoccurrence of the conflict
(WB, 2015b). The prolonged dispute over gas price and supply between Ukraine and the Russian
Federation (as of March 2016), as well as the conflict in Donbass have imposed a number of energy
security issues on Ukraine’s energy sector (IEA, 2015).

Ukraine emitted about 402.7 million tCO,,, excluding Land Use, Land Use Change and Forestry
(LULUCEF), of greenhouse gas (GHG) in 2012, or 375.4 million tCOy, including LULUCF (GoU, 2015),
which is about 0.77% of the global GHG emissions. Ukraine is one of the three Annex | countries in the
region (together with Belarus and Kazakhstan) to the United Nations Framework Convention on Climate
Change (UNFCCC). Relating to the energy security issues mentioned above, more efficient use of energy
is a key development challenge. Despite the recent improvement, the energy intensity of Ukraine’s
economy is three times higher than that of the EU, which makes the country one of the 10 most energy-
intensive economies in the world (WB, 2015b). Challenges faced by the energy sector are diverse,
including maintaining the security, and improving the reliability and quality of supply. Policy reforms
relating to the energy sector, the financial conditions of energy sector enterprises and access to finance, and
upgrading the infrastructure are needed to make the energy sector more efficient and sustainable.

The agriculture sector contributes 17% to the total GDP, 31.5% to the total export and 11% to the
total state budget revenue (Ministry of Agrarian Policy and Food, 2015), and also plays an important role
in ensuring food security. The World Bank analysis shows, however, that the potential of the agriculture
sector has not been fully exploited due to depressed farm incomes and an inadequate policy framework
(WB 2015b). Climate change may have both positive and negative impacts on the productivity of the
sector: a warmer temperature may increase the yields of certain types of crops while the increase in
likelihood and intensity of extreme weather events may prevent a stable agricultural production.

Targets and priority areas for climate actions

Ukraine submitted its intended nationally determined contribution (INDC) with a target of reducing
GHG emissions by at least 40% below 1990 levels including LULUCF by 2030. Ukraine’s INDC mentions
that it will be revised after “the restoration of its territorial integrity and state sovereignty as well as after
the approval of the post-2020 socio-economic development strategies with account of investment
mobilization” (GoU, 2015).



Figure 1. GHG emissions in the base year, the recent data and the target year
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Source: Based on Government of Ukraine (2015), Intended Nationally-Determined Contributions of Ukraine to a
New Global Climate Agreement.

While Ukraine’s INDC does not explicitly mention the country’s priorities for adaptation or
mitigation actions, it indicates national legislations and future plans in some of the economic sectors. They
include energy generation, supply and use, agriculture, transport, water and forestry.

Table 1. Summary of the INDC

Scope of action Targets Priority sectors for mitigation actions
GHG emissions will Not specified
not exceed 60% of (Note: The INDC will be revised “after the restoration of its territorial
1990 GHG emissions | integrity and state sovereignty as well as after the approval of the
o level in 2030 post-2020 socio-economic development strategies”)
Mitigation (i.e. 377.8 MtCOx

excluding LULUCF,
and 349.8 MtCOy,
including LULUCF)

- Not specified
NO.SpeC'f'C target or (Note: Adaptation will be considered with the same level of priority as
. action mentioned in S -
Adaptation the INDC mitigation in the medium term)

_ Means of. Quantified needs if Description

implementation any
(“Ukraine will participate actively in the development of existing

Finance N.A. international market mechanisms and the implementation of new
ones”)

Capacity NA. N.A.

development

Technology NA. N.A.

Transfer

Source: GoU (2015)
Overview of climate-related development finance flows (2013-14)

Nearly USD 860 million per year of climate-related development finance was committed to Ukraine
in the period 2013-14. This amount is the second largest among the EECCA countries, next to that to
Uzbekistan. In terms of the number of projects, 66 projects in 2013 and 85 in 2014 were supported. The
hike in the amount of finance committed in 2014 is attributed to the increase in both average project size



(USD 9.13 million per project in 2013 and USD 13.14 million per project in 2014) and the number of
projects committed.

Figure 2. Climate-related development finance flows in 2013 and 2014 and the 2-year average
(Ukraine and the EECCA average: USD million per year)
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Source: Based on OECD (2016), Climate-related development finance, 2016 February version, Paris.
Note: Total climate-related development finance = Mitigation + Adaptation — Overlap (both).

Climate-related development finance committed to Ukraine in 2013 and 2014 is largely concentrated
on mitigation projects, especially in the energy sector, compared with the average of the entire EECCA
region. While the committed amount of finance to mitigation in Ukraine is 2.5 times larger than the
EECCA average, the amount of finance for adaptation in the country is smaller than the EECCA average.

The largest amount of climate-related development finance was committed to the energy sector (i.e.
energy generation and supply) in 2013 and 2014. While the committed amount to the “unallocated and
unspecified” sector is the second largest in the OECD Creditor Reporting System (CRS), the two largest
projects in this sector are the subway system development project in Dnipropetrovsk (USD 202 million in
2013) and the railway tunnel development in the Beskyd area (USD 72 million), supported by the
European Investment Bank (EIB). These two projects could have also been categorised as part of the
transport sector. The industry, mining, construction, trade policy and tourism sectors also received a
significant amount of finance, where 95% of the projects were supported by the European Bank for
Reconstruction and Development (EBRD). Examples include such as mitigation projects in the mining
industry. The agriculture sector received more support for mitigation projects, rather than adaptation, due
partly to the country’s need for efficient farm management and technology.



Figure 3. Climate-related development finance by sectors in 2013 and 2014
(USD million per year: 2013-14 average)
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Source: Based on OECD (2016), Climate-related development finance, 2016 February version, Paris.

Climate-related development finance delivered through multilateral channels, either multilateral
development banks (MDBs) or dedicated climate funds, was more than 10 times larger than the finance
through bilateral channels. Both concessional and non-concessional loans were used as financial
instruments to provide finance, while DAC member countries mostly used grants when they provided
bilateral support during the period 2013-14.

Figure 4. Channels and financial instruments used to deliver climate-related development finance (USD
million per year: 2013-14 average)
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Source: Based on OECD (2016), Climate-related development finance, 2016 February version, Paris.

Among MDBs, the EBRD (USD 309 million per year), the International Bank for Reconstruction and
Development of the World Bank (IBRD) (USD 165 million per year) and the EIB (USD 150 million per
year) committed the largest amounts of climate-related development finance for Ukraine in 2013 and 2014.
These MDBs supported a range of sectors, including the energy, agriculture, transport and water supply
and sanitation sectors, for which Ukraine has put a number of policy frameworks in place. The largest
EBRD-supported projects include: high efficient gas pipeline construction for UKRTRANSGAZ (co-
financed by the EIB); transport sector improvement for grain trans-shipment terminal in the Port of



Odessa; and an energy efficiency project at Yenakievo Iron and Steel Works. The EIB committed to
finance, among others, the transport sector such as the project to develop the subway in Dnipropetrovsk
and the railway tunnel development in the Beskyd area, as mentioned above. The World Bank committed
support to a large-size project on district heating that amounted to USD 330 million.

The Climate Investment Funds (CIF) committed support to a number of projects through its Climate
Technology Fund (CTF), which amounted to USD 300 million in total in 2013 and 2014. The projects
included relatively large-scale energy efficiency projects for infrastructure and smart grids as well as
renewable energy projects, such as wind and biomass power plants.

In the period 2013-14, bilateral donors committed USD 60.7 million per year to climate action in
Ukraine, of which Germany, Switzerland, the European Union (EU), Sweden, the United States and
Denmark committed particularly large sizes of the finance. For instance, Germany, which committed the
largest amount of climate-related development finance during the period, supported a range of mitigation
actions, including energy efficiency for infrastructure in cities, and for the production processes at small-
and medium-sized entities, as well as renewable energy projects. Switzerland directly supported municipal
governments’ efforts (e.g. the cities of Zhytomyr and Vinnista) in energy efficient municipal infrastructure.
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Figure 5. Major providers of climate-related development finance (USD million per year: 2013-14
average)
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Note 1: Total climate-related development finance = Mitigation + Adaptation — Overlap (both).
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Table 2. Sectoral coverage of mitigation and adaptation projects in 2013 and 2014 by provider
(“X" represents that a relevant project (or projects) exists in the sector)

Agriculture, ' Banking, Energy General Government
Forestry and flnanqal and Education generation | environmental and Civil Health
Fishing busn_\ess and supply protection Society
services

Mitigation (M) or Adaptation (A) M A M A M A M A M A M A M A
Bilateral
Australia X
Canada X X X X
Denmark X
EU institutions excl. EIB X
Finland X
France X
Germany X X X X X
Greece X X
Iceland X X
Japan X
Norway X
Poland X X X X X X X
Spain X X
Sweden X X X X X X
Switzerland X X
United States X X X X X X
Multilateral
Climate Investment Funds X
E:Lc;pl)ss:]gr?tnk for Reconstruction and X X X X X
European Investment Bank X
Global Environment Facility X X
International Finance Corporation X X
World Bank.- International Bank For X X
Reconstruction and Development
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Selected examples of projects supported by climate-related development finance

This section covers climate mitigation and adaptation activities committed during the period between
2011 and 2015 based on information included in publicly available documents on individual
projects/programmes. Each example shows how the activity is financed and what actors are involved in it,
both inside and outside of the country. Whilst the previous section uses the OECD DAC statistical data for
the period 2013-14, this section rather uses qualitative data with some indicative numbers on each project
to illustrate how the country and its development co-operation partners as well as other domestic and
international stakeholders are working together to finance climate actions.

While the INDC of Ukraine does not identify priority sectors or activities, the country has developed a
range of policy documents that directly target, or indirectly relate to, climate change policies. The sectors
and measures covered in these policy documents include: energy efficiency measures; renewable energies;
agriculture; and transport (GoU, 2015). The INDC also refers to the Law of Ukraine “On the Basic
Principles (Strategy) of the State Environmental Policy of Ukraine through 2020”, whereby protection of
water resources, forests and arable lands are set as strategic priorities (GoU, 2010) (see the section on “In-
country enabling environments for climate actions” for more details).

Based on these documents, this sub-section presents selected examples of projects supported by
climate-related development finance in the following sectors or activities. Some of these projects are also
co-financed by domestic sources.

Energy supply and consumption in the industry sector and buildings;
Transport;

Water resource management;

Agriculture.

Energy supply, and consumption in the industry sector and buildings

Ukraine’s energy sector is one of the most energy intensive in the world, in which the ratio of the total
primary energy supply to GDP is 10 times higher than the average among the OECD member countries
(WB 2015b). Priorities of the government in improving energy efficiency include: (i) replacing the oldest
equipment with new equipment; (ii) upgrading plants with a reasonable remaining operating life (e.g. more
than 10 years); and (iii) decreasing energy production from old plants while investing in new plants. The
government has also set a target to install 6 GW of renewable energy capacity by 2030, or 10% of total
installed power plants’ capacity (WB, 2014).

On the demand side, Ukraine is also one of the most energy inefficient and carbon-intensive countries
in the EECCA region. Ukraine consumes approximately 3.2 times more energy per unit of GDP (PPP) than
the average among OECD member countries (WB 2015b). This is mainly due to: the high concentration of
energy-intensive industrial sectors; inefficient manufacturing production processes; inefficient district
heating systems as well as residential and commercial buildings (WB 2015b). The combination of these
factors threatens Ukraine's competitiveness in the manufacturing and agriculture sectors (GEF, 2014).

The uptake of low-carbon technologies in Ukraine remains low due to insufficient awareness of the
need for energy efficiency as well as financial, technical, legal and regulatory, and economic barriers.
Analysis of 500 companies in the industrial and commercial sectors in Ukraine has revealed that financial
barriers, such as high upfront investment costs of energy efficiency technologies, lack of capital and long
pay back periods are the strongest barriers to deployment of energy efficiency technologies (GEF, 2014).
FINTECC (Finance and Technology Transfer Centre for Climate Change), led by the EBRD and also
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joined by the Global Environment Facility and the EU’s Neighbourhood Investment Facility (NIF),
provides loans and ex-post incentive grants to EBRD-supported projects that include investments in
eligible technologies.

A significant amount of finance was directed to energy efficiency projects in the energy sector of
Ukraine in the period between 2011 and 2015, particularly through multilateral channels. For instance, the
IBRD, the EBRD, the Climate Technology Fund (CTF) of the Climate Investment Funds (CIF) and the
International Finance Corporation (IFC) have supported projects on energy efficiency for the district
heating systems and the residential sector, which are part of the government priorities (WB, 2014). The
measures taken include: installing individual heat substations in buildings; installing building-level heat
meters; and decreasing losses in district heating distribution networks. The IFC also supports financial
institutions to catalyse further lending for installing energy efficiency equipment to residential housings.

Some of the outdated infrastructure was rehabilitated, including the rehabilitation of transmission
substations with support of the IBRD and the CIF to reduce losses in the electricity distribution processes
(CIF, 2014). The EBRD-supported Ukraine Sustainable Energy Financing Facility aims to promote the
expansion of sustainable energy lending and leasing in energy inefficient technologies in Ukraine (EBRD,
2012).

Bilateral donors, such as Germany, the United States and Denmark, also committed significant
amounts of grant finance to energy efficiency and renewable energy actions. For instance, Germany-
supported “Energy Efficiency in Municipalities” project supports five joint ventures (consortia) between
municipalities across the country to promote energy efficiency measures at a sub-national level. The
project also involved staff members to intensive training activities in Germany. Several study tours
provided professional training for 46 employees in municipal governments in the field of energy efficiency
and energy management (G1Z, 2015).

There were also renewable energy projects supported by international sources over the period between
2011 and 2015. For instance, the project “Ukraine Renewable Energy Program” supported by the CIF aims
to scale up renewable energy investments in the wind, biomass, and agribusiness-related sectors by
providing capacity building and investment to major energy users and renewable energy project
developers; approximately 0.1 million tCO,, are expected to be reduced per year.

The EBRD, the EIB and the World Bank extend credit lines for projects particularly in energy
efficiency. The state Export-Import Bank of Ukraine (i.e. Ukreximbank) has the largest number of credit
lines supported by the MDBs not only in Ukraine but also in the EU’s Eastern Partnership countries,
including Armenia, Azerbaijan, Belarus, Georgia, Moldova and Ukraine (OECD, 2016b). Such schemes
include the Ukraine Sustainable Energy Financing Facility, supported by the EBRD and Austria.
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Table 3. Examples of projects supported by international climate-related development finance

(Committed in 2011-2015

Project Project Finance Financial Co-financing Key domestic institution
type provider instrument and by domestic
amount actor
Energy District Heating IBRD and Non-concessional | N.A.* Ministry of Regional
efficiency Energy Efficiency the Climate loan (IBRD: USD Development,
Project (2014) Investment 323 min) Construction, Housing
Funds (CIF) Concessional loan and Communal
(CIF: 50 min Services,
through the Clean Ministry of Finance,
Technology Fund, National Commission on
[CTF]) the Regulation of
Communal Services,
Local district heating
companies
Second Power IBRD and Concessional loan | N.A.* UKRENERGO,
Transmission CTF of CIF (CTF: USD 50 Ministry of Energy and
Project (2014) min) Coal Industry
Non-concessional
loan (IBRD: USD
330 min)
Legal Energy EBRD and Non-concessional | EBRD loan is Dnipropetrovsk Municipal
Efficiency the Eastern loan (EBRD: EUR | secured by the | Energy Management
Infrastructure in the | Europe 20 min) City’s Company (owned by the
City of Energy Grant (E5P: EUR municipal City of Dnipropetrovsk)
Dnipropetrovsk Efficiency 2.5 min) guarantee
(using ESCO) and
Environment
Partnership
(E5P)
Energy Efficiency in | Germany Grant (USD: 21 N.A* Ministry of Regional
Municipalities (through min) Development,
(2014) GlZ) Construction, Housing
and Communal
Services of Ukraine
Municipal Energy USA Grant (USD: 7 N.A* Ministry of Regional
Reform Project (through min) Development,
(MERP) (2012) USAID) Construction, Housing
and Communal Services,
National Commission
for State Energy and
Public Utilities,
State Agency on Energy
Efficiency and Energy
Saving
Energy Renewable Energy Denmark Grant (USD 7 N.A* Ministry of Energy and
efficiency and Energy min) Coal Industry
and Efficiency
renewable | Programme
energy (REEEP) 2014-17
Novoazovsk Wind EBRD and Non-concessional | Co-finance LLC Novoazovskiy Wind
Project (2012) CTF loan (EBRD: USD | provided by Park
33 min) LLC
Concessional loan | Novoazovskiy
(CTF: USD 15 Wind Park
min) (The amount
not clear)

16




FINTECC (2015) EBRD, GEF | Non-concessional | N.A.* Project developers,
and NIF loan (EBRD: USD enterprises of various
39 min) sizes
Grant (GEF: USD
7 min, and NIF:
USD 5.4 min)
Ukraine Sustainable | EBRD and Non-concessional | N.A.* Local banks and leasing
Energy Financing Austria loan (Credit lines companies (e.g.
Facility (USEFF) of USD 21.7 min) Ukreximbank)
(2013) Grant (Austria)
Ukraine Sustainable | EBRD, CTF Non-concessional | Project Project developers,
Energy Lending and GEF loan (EBRD: EUR | sponsors enterprises
Facility 50 min) (EUR 30 min)
(USELF) (2014) Concessional loan
(CTF: EUR 20
min)
Grant (GEF: EUR
6.6 min)
Carbon CCS: Capacity Norway Grant (USD 0.76 N.A* Ministry of Energy and
capture building through min) Coal Industry,
and energy and climate CSR Ukraine
storage dialogue (2013)

* Information on co-financing from domestic sources is not found.

Transport sector

“Transport Strategy of Ukraine for the period up to 2020” aims to promote sustainable and efficient
transport sector operation, and is highlighted in the Ukraine’s INDC. There is a significant potential for
further improvement in the Ukrainian transport sector in terms of, for instance, safety, quality and
efficiency of passenger and freight services and energy performance (Dvulit and Bojko, 2014). Technical
improvement and upgrade are needed in a range of transport sector infrastructure, such as railways,
airports, and seaports (ibid.).

It is widely recognised that pursuing a sustainable transport system has multiple benefits, such as
reducing fossil fuel consumption, the number of traffic accidents, air pollution and costs of living and
business operation. However, many of the barriers to scaling up investment in a more efficient transport
system (e.g. electric tram, subway, and trolley bus systems) remain unsolved in many countries including
Ukraine (GlZ, 2014).

Several projects have been supported by bilateral and multilateral development co-operation partners.
Germany and the EBRD supported the City of Lviv in implementing its plan for sustainable mobility for its
citizens. The EBRD will also provide the City of Odessa with loans to finance the acquisition of up to 45
new trolleybuses and related maintenance equipment (EBRD, 2015). The project aims at improving access
to clean urban transport, improving capacity and efficiency. Switzerland has donated second-hand trams to
the city of Vinnista.
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Table 4. Examples of projects supported by international climate-related development finance

(Committed in 2011-2015)

Project type Project Finance Financial Co-financing by Key domestic
provider instrument and domestic actor institution
amount
Transport Tram system in Lviv | Germany, Grant (Germany: City of Lviv City of Lviv
(2014) EBRD EUR 5 min) (EUR 6.2 min)
Non-concessional
loan (EBRD: 6
min)
Tramway project in Switzerland | Grant (USD 0.5 N.A* City of Vinnista
Vinnista (2011) min - Donating
second-hand
trams from Zurich)
Trolleybuses (2015) | EBRD Loan** (EUR: 8 The loan is Odesmiskelectrotrans
min) secured by a (a public transport
municipal operator in the City of
guarantee of the | Odessa)
City.

* Information on co-financing from domestic sources is not found.
**Information on concessionality is not available.

Water resource protection

Ensuring sustainable water management and securing safe drinking water and an adequate sanitation
level are the main priorities for Ukraine’s water sector development. The State Programme on Water
Sector Development up to 2020, adopted in 2009, also aims to promote adaptation actions to climate
change (OECD, 2014). While Ukraine has the most developed water and wastewater infrastructure among
the EECCA countries, updating its aged assets that are operating beyond their planned lifetime is a primary
issue (WB, 2014). The government also considers that addressing the over-fragmentation of water supply
services, and identifying the necessary reforms and barriers to their implementation are also among the
country’s priorities (OECD, 2014).

Investment needs for upgrading the water infrastructure are high. The World Bank estimates that USD
5.5-8 billion would be needed to bring the water and sanitation system to operational safety, and total of
USD 30-35 billion would be needed to achieve international service standards (WB, 2014).

Ukraine’s water supply and wastewater treatment facilities are also energy-intensive. The “Second
Urban Infrastructure Project” is part of Ukraine’s “Improving Energy Efficiency Program” supported by
the Clean Technology Fund of the CIF. The project (the first and second phases were approved in 2007 and
2014) aims to improve the quality, and efficiency of services relating to water, wastewater and solid waste
management in selected cities in Ukraine (WB 2014).

Another example is the “Lviv Wastewater Biogas Project” that provided financing for building
wastewater management and biogas plants in the city of Lviv, supported by the EBRD, the Eastern Europe
Energy Efficiency and Environment Partnership (E5P) and the Nordic Environment Finance Corporation
(NEFCO). The project is expected to improve overall wastewater treatment and reduce pollution
discharged into the Poltva River, but also reduce GHG emissions by using biogas generated from the
process of treatment (EBRD, 2016).
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Table 5. Examples of projects supported by international climate-related development finance
(Committed in 2011-2015)

Project type Project Finance Financial Co-financing Key domestic
provider instrument and by domestic institution
amount actor
Water and Lviv Wastewater EBRD, E5P, Loan* (EBRD: Lvivvodokanal | Lviv Communal
waste water | Biogas Project NEFCO EUR 15 min, and of up to EUR Enterprise
management | (2015) NEFCO: EUR 5 4.0 min “Lvivvodokanal”
min) EBRD loan is
Grant (E5P: EUR secured by a
7.5 min) municipal

guarantee of
the City of Lviv

Second Urban IBRD, CTF, Non-concessional | No Ministry for Regional
Infrastructure and Sweden loan (IBRD: USD Development,
Project (water, (through 300 miIn) Construction, Housing
wastewater, and SIDA) and Communal
solid waste Concessional loan Services,
management (CTF: USD 50 Vodokanals (water
services) min) utility companies)

Grant (SIDAUSD Kharkiv Municipal

7 min) company for Waste

Management

Support for the Poland Grant (USD 0.06 N.A. Chmielnik local
municipality of min) government
Chmielnik in

Vinnytsia in efforts
to improve water
resource and waste
management

* Information on concessionality is not available.
Agriculture

The agricultural sector is a strategically important sector for Ukraine, which accounts for 17% of the
total GDP, 31.5% of the total export and 11% of the total state budget revenue (Ministry of Agrarian
Policy and Food, 2015). There may be both positive and negative impacts of climate change on the
agriculture sector. While higher temperature could increase, for instance, wheat yield by 2080, potential
increase in the frequency and intensity of extreme weather events could decrease such benefits (Met Office
Hadley Centre, 2010).

Canada has committed to supporting the development of an agriculture insurance system in Ukraine
through the “Agriculture-Insurance Sector Development” project. The project aims to establish a
functioning, transparent and financially viable agriculture insurance scheme, and to enhance the necessary
capacity of local institutions and human resources (Canada, 2014).

Efficiency in agricultural production is also expected to benefit the country in terms of economic
growth and GHG mitigation. The EBRD has committed to support the project on “New Europe Property
Fund (NEPF) Farming Ukraine” that is expected to help farms in Ukraine improve their productivity and
energy efficiency through applying advanced farming techniques and environmentally sustainable farming
practices (EBRD, 2014). Another example is the support provided by the IFC to the agriculture holding
company, Mrya, with the implementation of sugar production plants that reduce energy consumption,
water use and GHG emissions (IFC, 2012).
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Table 6. Examples of projects supported by international climate-related development finance
(Committed in 2011-2015)

Project type Project Finance Financial Co-financing Key domestic
provider instrument and by domestic institution
amount actor
Sustainable | NEPF* Farming EBRD Non-concessional | N.A. Farms owned by
agriculture Ukraine loan (USD 40 min) the New Europe
Property Fund L.P.
Cleaner Production | IFC Loan (USD 5 min) | N.A (likely co- | Mriya Agro holding
Loan Facility Mriya financed by LLC
(for Diversified Mriya)
Edible Agricultural
Crops Production)
(2012)
Agriculture Agriculture- Canada Grant (USD 0.9 Insurance Farmers as policy
insurance Insurance Sector (through IFC) min) policy holders | holders

Development (3"
phase)

(Amount N.A))

* New Europe Property Fund L.P. (“NEPF”).

In-country enabling environments for climate actions

Legal and policy frameworks

Ukraine has developed several legislative and policy frameworks. The Energy Strategy of Ukraine for
the Period until 2030 provides general guidelines and new targets for electricity generation from various
sources such as renewable energy sources and nuclear power. It however does not provide clear
information on specific actions or supporting policies, except the feed-in tariff mechanism. Ukraine
introduced a feed-in-tariff scheme called the “Green Tariff” in 2008 which set fixed tariffs for renewable
energy and also guarantees grid connectivity to all renewable electricity producers. The tariffs were

initially established at relatively high rates, but updated in 2012 and 2015 to adjust to the market levels.

There has been no comprehensive adaptation policy framework in Ukraine. Its INDC mentions that
the country will consider adaptation to be as important as mitigation in the future, but does not provide any

plan to develop necessary legislative frameworks to date.
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Regulatory policies for renewable energies

Renewable energy targets X

Biofuels obligation / mandate X

Electric utility quotas obligation / Renewable Portfolio Standard (RPS)

Feed-in tariff / premium payments X

Heat obligation / mandate

Net metering X

Tendering (i.e. Public bidding) for renewable energy

Tradable renewable energies certificates

Fiscal incentives for renewable energies and public financing

Capital subsidy / rebate

Energy production payment X

Investment or production tax credits X

Public investment, loans or grants

Reduction in sales, energy, CO,, VAT or other taxes X
Energy efficiency policies

Energy efficiency target X

National energy efficiency awareness campaigns

National energy efficiency regulations, standards or laws X

Governmental institution(s) to formulate and implement energy efficiency strategies and policies X

Energy efficiency labelling policies X
Adaptation

| National-level comprehensive policy document that facilitates adaptation

Source: Based on the data from REN21 and UNECE (2015) “The UNECE Renewable Energy Status Report” and GoU
(2015), Intended Nationally Determined Contribution.

Domestic climate finance mechanisms and frameworks (Selected examples)
Feed-in tariff

Ukraine has introduced a feed-in-tariff scheme called "the Green Tariff" policy that aims to mobilise
domestic financial resources to renewable energies. The Green Tariff is overseen by the National
Commission for State Energy Regulation, and is targeted at solar and wind, biomass and biogas. After a
few amendments made since its creation, the Green Tariff applied new tariff rates and also local content
premium, whereby plants using components produced locally will receive additional premium paid on top
of the regular feed-in tariff in 2015 (IEA&IRENA, 2015).

Government grant for capital costs

In order to reduce natural gas consumption, in 2015, the State Agency for Energy Efficiency and
Energy Saving established a scheme which provides grants (of up to 20% of total costs of the investment)
to individual home owners who wish to replace their gas boilers for non-gas ones (EC, 2015). The
government allocated UAH 50 million (approximately USD 1.9 million) to the scheme, which led to a 19%
reduction in natural gas consumption by the residential and public sectors from 2013 to 2014, according to
Naftogaz Ukraine (ibid). This budget allocation was made in line with the framework of the EU-funded
sector budget support programme in the field of energy efficiency and renewable energy.
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National funds that can be used for financing climate change actions

The government has also planned to establish a national Energy Efficiency Fund that provides
financing for the implementation of energy efficiency measures primarily in the residential and public
sectors but also in enterprises of the heat supply industry in 2016 (GoU, 2015b; SAEE, 2015). Possible
sources of finance include funds from the state budget and donor contributions from international financial
institutions. The Fund also envisages the introduction of a revolving mechanism whereby funds from the
state budget, which would have been used for fossil fuel subsidies, can be used for the support of
subsequent energy efficiency projects (GoU, 2015b). Germany is working closely with the government of
Ukraine on the establishment of the Fund.

Municipal budgets’ allocations

Municipal governments or local entities owned by them have also financed a number of projects that
aim, for instance, at reducing GHG emissions from infrastructure in cities. Examples include: the Lviv
Communal Enterprise “Lvivvodokanal” (Lviv water utility) for the water sector; City of Lviv,
Odesmiskelectrotrans (a public transport operator in the city of Odessa) for the transport sector; and
Dnipropetrovsk Municipal Energy Management Company (owned by the city of Dnipropetrovsk) for the
energy sector (for more information see the section on Selected examples of projects supported by climate-
related development finance).

Private sector financing

The local banking sector in Ukraine has been suffering from a multitude of challenges related to the
sharp depreciation of the local currency in 2013 and 2015, the stagnation in economic growth and the
conflict in the eastern part of the country. Even before the current crisis for the banking sector, the
financial authorities already struggle to address issues related to local banks, such as the high level of non-
performing loans, weak corporate governance, high levels of related-party lending, and ineffective banking
supervision (WB, 2015). The EBRD’s credit lines to energy efficiency and renewable energy measures
(the Energy Efficiency Programme for Banks in Ukraine, or UKEEP) were designed to facilitate scaled-up
lending by the local banks (EBRD, 2006). However, information on leveraged financing by the local
banks’ own assets has not been identified.
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Annex: Key institutions and legal and policy frameworks

The tables below outline key institutions and legal and policy frameworks in the country that are, or
and using climate-related development finance. The institutions include:
those engaged in development planning; those in charge of environmental policies and regulations; those
gy industry; those which are private or state-owned entities engaging in
work with international climate finance sources; those whose work is related to adaptation (e.g. water,

will be, involved in accessing
which manage or oversee ener
disaster risk management etc.).

Major domestic institutions inv

olved in climate-related projects in the country

Entity

Description

Ministry of Ecology and
Natural Resources

In charge of the development and implementation of state environmental policy,
including climate change issues

Ministry of Energy and Coal
Industry

Responsible for planning and implementing state policies in the areas of
electric power generation, nuclear, coal, oil and gas industries

Ministry of Regional
Development, Building and
Housing and Communal
Services

Responsible for the development and implementation of regional development
policy, architecture, construction and building sector, including energy
performance of buildings

Ministry of Economic
Development and Trade

Responsible for the development and implementation of state policy regarding
economic and social development, trade, industrial policy, statistics, etc.

Ministry of Foreign Affairs

Responsible for external relations of Ukraine, including the development and
implementation of state policy aimed at the integration of Ukraine into the EU
political, economic and legal structures

State Agency on Energy
Efficiency and Energy
Saving

Responsible for the implementation of state policies in the field of the efficient
use of energy resources, energy efficiency, renewable energy and alternative
fuels

UKRENERGO

National Power Company, providing power energy through its transmission
lines to power-supply companies and consumers.

Major legal and policy documents relevant to climate action (Examples)

Name

Description

Law of Ukraine "On the main
principles (strategy) of the State
Environmental Policy of Ukraine
till 2020" N 2818-VI dated 21
December 2010

The law envisages, among others, the development of the basic policy
framework for adaptation to climate change by 2015, development and
phased implementation of a national action plan to mitigate climate change
for the period to 2030.

Energy Strategy of Ukraine for
the Period until 2030

The Energy Strategy, adopted in 2006 and updated in 2013, provides a
platform addressing key challenges in the energy sector.

Decree of 14 April 1999 No. 583
“On Inter-agency commission on
ensuring implementation of the
United Nations Framework
Convention on Climate Change”
(as amended in 2015).

Establishes the Inter-agency Commission on ensuring the implementation of
UN Framework Convention on Climate Change and regulates its operations.

Law of Ukraine No. 5485-17 of
20 November 2012 “On
Amending the Law of Ukraine
"On Electricity”

The law stipulates the policies and regulations regarding the promotion of the
production of electricity from alternative energy sources. The law also
establishes the “Green Tariff* scheme (i.e. a feed-in tariff for electricity
generated from alternative/renewable energy sources).

The Tax Code of Ukraine, Law
No. 2755-17 dated 02.12.2010

The law introduced CO; emissions tax in 2011 for stationary sources
(mainly power sector and processing industry such as metal and coke
production, chemical and petrochemical, cement, food industries). However,
the tax rate is low (i.e. UAH 0.22-0.26 per carbon, or USD 0.009 per carbon)
and its effects on emission reductions are negligible. Some analyses suggest
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that in order to achieve the reduction target a carbon tax of around UAH 40
tCO2 would be necessary.

Resolution “On approval of the
Action plan aimed at the
implementation of activities to
ensure regulatory legislative
base for energy efficiency policy
implementation, heat
consumption and modernization
of heat supply systems” (2012
Ne 588)

The resolution aims to improve: the operations in the heat supply sector;
implementation of the state policy related to installing individual heating units;
activities aimed at raising energy efficiency awareness among the population
and heat supply enterprises.

Economic Programme on
energy efficiency and
development of production of
energy carriers from renewable
sources and alternative fuel for
2015-2020

The programme clarifies the use of funds from the state budget for the
implementation of the State Targeted Economic Programme on energy
efficiency and the development of the production of energy carriers from
renewable sources and alternative fuel for 2015-2020.

State Climate Policy Concept by
2030 (under development)

The draft is under the process of approval as of July 2016 with the view to
implement provisions of the Paris Agreement. The Concept include multiple
goals: (1) Institutional development and enhanced capacity in climate change
policy with transformation to low emission development; (2) Mitigation; and
(3) Adaptation and resilience.

Sources: Based on GoU (2015) Intended nationally Determined Contributions; IEA (2015), Energy Policies Beyond IEA
Countries: Caspian and Black Sea Regions 2015, IEA Publications, Paris; Clima East (2016) Ukraine: Country Profile
(at 1 January 2016), http://www.climaeast.eu/.; Ministry of Ecology (2016), Climate-related finance: challenges and
examples in Ukraine http://www.slideshare.net/OECD_ENV/clipboards/workshop-on-climate-finance-for-eecca
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