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GOVERNMENT ECONOMIC SUPPORT
FOR RENEWABLE ENERGY PROJECTS IN UKRAINE

OEPXABHA EKOHOMIYHA NMNIATPVUMKA NPQEKTIB
BIAHOBJIIOBAHOI EHEPTETUKI B YKPAIHI

The article identifies ways of the government’s involvement and participation in setting and conducting
renewable energy development process. The research shows how does the government support renew-
able energy projects by focusing on state’s actions and renewable energy policies, barriers that erase voids
in the accomplishment of renewable energy deployment and highlights the main interests of stakeholders
in shaping and influence on the renewable energy area of development in Ukraine. The regulatory bod-
ies showed improvements of the legislative framework in the field of renewable energy. The most vivid
drawbacks of modern politics were also considered, that became significant barriers to the state’s strategic
energy target 25% of renewable energy in the total supply of energy production in the country by 2035.
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B cTaTtbe onpeneneHbl Nyt BOBNEYEHWUA MU y4acTUA NpaBUTeNbCTBa B hopMmMpoBaHnN 1 nposeae-
HUM Npouecca pa3paboTtkn BVI. iccnenoBaHne nokasbiBaeT, kKak NPaBUTENbCTBO NOAAEPXKNBAET NpPo-
ekTbl B obnactn BN, cocpenotoumB BHMMaHME Ha OENCTBMAX rocyaapcTBa M Nonutuke B obrnactu
BW3, 6apbepax, KoTopble CONYTCTBYIOT BHEAPEHWIO Npouecca pa3sutua BV, a Takke AeMoHcTpupyeT
OCHOBHbI€ MHTEPECHl CTOPOH Npu hopMUpOBaHUM 1 BNAHUK Ha obnacTtb B3 B YkpauHe. Takxe pac-
CMOTpPEHbl HEAOCTaTKN COBPEMEHHOW NMOMUTUKN, KOTOPbIE CTAHOBATCA CYyLLECTBEHHbIMU BapbepamMun Ha
nyTW K rocyfapcTBeHHON cTpaTterundeckon uenu 2035, kotopana 3akntoyaetca B focTmxeHun 25% BO3-
O6HOBMAEMOW 3HEpPrmn B 06LLEM UTOre NPON3BEAEHHOWN 3HEPTN B CTPaHE.

KnioueBblie cnoBa: BO30OHOBNAEMbIE UCTOYHUKM 3IHEPTUN, rOCYAapCTBEHHAA NONWUTUKA, NbrOTHbIN
3eneHbli Tapudy, 6apbepsbl, cornalleHne o MOoKynkKe aMeKTPO3IHEPruM, MeXXayHapoaHble UHBECTULNM,
nocnenoBaTenbHOCTb MONUTUKMN.

BnBuYeHHA NTaHb CKNaAHOCTI Ta CyNepeunnBocCTi CydacHUX NPoLECciB Aep>XaBHOT NIATPUMKM iHHOBaLi-
HUX TeXHONOTi (0cobnnBO y chepi eHepreTnK) Mae Bennke TeOPETUYHE Ta NPaKTUYHe 3HaUYeHHA BIATOAI,
AK YKpaiHa nepebyBae Ha Nopo3si rnobanbHOro eHepreTMYHOro nepexoay 3aanA ManbyTHbOro EKOHOMIY-
HOr0 3POCTaHHA Ta 3MiLLHEHHA eHepPreTMYHOI Ta EKOHOMIYHOI 6e3nekn. AKTyarnbHiCTb NpPobnemmn oep>xkas-
HOT MIATPUMKN BiAHOBMNIOBAHOI EHEPreTUKW MOMATrae y CTBOPEHHI e(heKTUBHMX MeXaHi3MiB MOMiTUKKN Ta
LNAXiIB yyacTi Aep>kaBu B PO3BUTKY HOBOFO EHEPreTMHYHOIO KypcCy KpaiHu, NpuBabrneHHi iHO3eMHUX iHBeC-
TULIN Ta 3a0XO0UYEHHI AIANbHOCTI HaLUiOHANbHUX | MiXKHAapPOAHMX FPaBLIB Ha PUHKY BUPOBHUKIB BiAHOBIIO-
BaHOI eHeprii. OCHOBHMM ynpaBniHCbKMM 3aBAAaHHAM YKpaiHCbKOi eHEPreTMKM y cknaaHi Yacu diHaHCOBO-
€KOHOMIYHOI KpM3Kn B YKpaiHi 3anuniuaetbcA nolyk 6anaHcy yyacTi Ta ChiBBIAHOLWIEHHA BaXXeniB BNAVBY
Aep>kaBW AK OCHOBHOTO iIHCTUTYTY 3aKOHOAABYOro Ta NPaBOBOro NPUMYCY Ta iIHTEPECIB iHLWMX YY4aCHMKIB
PVHKY Yy Bce3aranbHOMY MpOLECi pO3BMTKY BiAHOBMOBaHOI eHepreTukn. MixkHapoaHi iHBecTopu ay>xe
NMO3MTMBHO HanalTOBaHi LoAo NOTOYHOI NOMITUKM NOHOBIIOBAHOI eHepreTukn B YkpaiHi. ABTOpoM oco-
6nvBy yBary npuaineHo oCHOBHMM AiAM Ta NONiTULi Aep>kaBHOI y4acTi B pO3BUTKY YKpPaiHCbKOT BiAHOBMIO-
BaHOI eHepreTuky, WO HauineHi Ha nianpytodi nosuuii YkpaiHu cepepn kpaiH CxiaHoi €Eeponu. PosrnaHyTo
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Henornikn cy4acHoi NONITUKK, WO CTaloTb CYTTEBUMM Bap’epamMm Ha LUNAXY A0 Aep>XaBHOI CTpaTeriyHoi Lini
2035 poky, Aka nonArae B AOCArHEHHI 25% BiAHOBMNIOBAHOI eHeprii y 3aranbHOMy MiACYMKY BUPOBGNeHoi
eHeprii B KpaiHi. ABTOPOM BU3Ha4Y€HO iHTEPECH OCHOBHWX IPaBLLIB PUHKY, AKi 4OCUTb CYTTEBO BNIMBaOTh
Ha dopMyBaHHA NOMiTMKM y cdepi BIAHOBMNIOBaHOI eHeprii B YKpaiHi. Y cTaTTi BU3Ha4YeHO LnAaxu 3any-
YeHHA Ta y4yacTi ypaay y hopmMyBaHHi Ta po3po6neHHi BiAHOBMNIOBAHOI EHEPreTUKN.

KniouoBi cnoBa: BigHOBMNIOBaHi [XXepena eHeprii, gepXkaBHa Monitnka, Tapud Ha 3akynienio,
6ap’epwn, yroga npo KyniBnto enektTpoeHeprii (“power purchase agreement”), Mi>kHapoAHi iHBeCTMUIT,

Y3rookKeHicTb NOMITUKN.

Formulation of the problem. Ukraine has
started a global energy transition for future eco-
nomic growth. Current dependence on imported
energy resources has provoked Ukraine to
choose energy independence as one of the prior-
ity directions for development. The government
has decided to choose FIT and green rate in euros
as a stable incentive for new investment in renew-
able technology. It is valid until 2030 and gradually
decreases every few years. Such a strategy for
renewable energy is believed to bring additional
investments into Ukraine’s economy and open
new horizons of development.

Now many European countries are moving
from a fixed tariff to more efficient support meth-
ods, such as green auctions. The Verkhovna Rada
is also drafting a bill that provides for the transi-
tion to auctions. It will allow the state to buy green
electricity at the most effective price. This will ulti-
mately lead to a reduction in the financial burden
on the consumer. For businesses, the transition to
auctions means a stable investment climate and
clear rules of the game in the market. According to
National energy and utilities regulatory commis-
sion, over the past 4 years, about EUR 1.5 billion
have been invested in “green” projects in Ukraine.
In Ukraine, about 300 companies produce elec-
tricity from renewable energy sources (RES).
Their total capacity at the beginning of November
2018 was about 1.9 GW.

The research was conducted using qualitative
methods of documentary analysis (laws), liter-
ature search on the topic from scientific articles
and internet, as well as interviews with the experts
in renewable market of Ukraine. The analysis we
have made was inductive, reflecting the results
of the data collection and consequently compre-
hensive, holistic findings were achieved towards
the topic of the government’s support for RE in
Ukraine.

Analysis of recent research and publications.
Institutional processes can work through coercive
pressures imposed by institutions that directly
influence firms [2]. As the basis for our institu-
tional framework, we have chosen to follow insti-
tutional isomorphism in the coercive dimension.
The renewable energy sector (RES) often receives
financial, institutional or educational support
from the government. In the case, when firms are

affected by institutions, the state plays a role of a
powerful regulator, who sets political pressures
and conducts organizational decisions.

The regulative (mandatory) structure acts
through the coercive mechanism which we usu-
ally see in the form of international either local
governmental or industrial legislative pressure.
So, R. Scott (1995) sees the regulative pillar in rule
setting, monitoring, recompense and punishment
[14]. The Ukrainian government’s supportive incen-
tives of RE are driven by the normative act, the
Energy Strategy of Ukraine targeting 25% of the
total primary renewable energy supply by 2035,
disclosing how is the regulator (government) mov-
ing towards this aim, by implementing the legis-
lative framework and RE supporting mechanismes.

Government is associated with the concept of
power, mainly with political and economic power
in the form of social control, authority or influence
[6]. Monetary wealth, access to natural biophysical
materials, civil authority, social connections, rep-
utation, belief systems, artifacts such as weapons
and technology are seen as sources of power [1;
13]. Consequently politics becomes the processes
of distributing resources and the power guides
their distribution. In this study | have adopted
institutional framework based on Max Weber's
understanding of power and look at institutional
influence of government with regard to providing
an environment through rules and regulations in
order to lead firms toward achieving the aims of
the government in RES. The company should not
be misled by the government’s set of drivers but
instead being directed toward the government’s
goals. However, the most important fact that
is neglected here is that big, strong companies
can be more powerful than government. Is the
Ukrainian government powerful enough to lead
firms toward achieving its aims, or vice versa?
Answering this question will help to analyze the
government’'s action system in supporting RE
projects, what actually has been done within the
regulative and normative frameworks.

The majority of literature [9; 16] put empha-
sis on public policies as the main drivers for RE
development. A. Marques, J. Fuinhas, J. Manso
(2010) determine government support policy in RE
as a combination of various schemes and strate-
gies, such as R&D incentive programs, investment
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incentives (grants or low-interest loans), incentive
taxes, incentive tariffs, mainly feed-in-tariffs, vol-
untary programs and compulsory renewable tar-
gets (production quotas and tradable certificates)
[9]. In addition, W. White, A. Lunnan, E. Nybakk,
B. Kulisic (2013) in their study stressed the impor-
tance of the long-term continuity of policy support
in achieving policy goals on renewable energy
[16]. Implementation of long-term stable policies
helps to minimize uncertainty, that becomes vital
for those who want to invest in RESs or support
such developments for social or environmental
reasons.

A.B. Jaffe et al. (2005) and G.F. Nemet (2009)
see two ways the government can influence RE
deployment: by funding allocation for energyinno-
vation to technology-push mechanisms, through
knowledge creation, research and development
(R&D), or by demand-pull mechanisms, through
market creation via subsidies or guaranteed mar-
kets. Within the abovementioned debates, FITs
are used by the government to create a market for
renewable technologies. Secondly, by removal
barriers to renewable energy projects, FITs are
able to quickly deploy RE capacity, provide sta-
bility and investor certainty by reducing the pre-
mium risk and the energy prices volatility [8; 12].

According to Freeman’s theory, stakeholders
can be defined as “any group or individual who
can affect or is affected by the achievement of
the organization’s objectives” [4]. According to
G. Walker and P. Devine-Wright (2008), CRE proj-
ects were characterized by the process dimension,
defining the actors that are involved during the
implementation of the project, and the outcome
dimension showing the actors that are influenced
by the results of the project. These two dimen-
sions are transformed into the questions “who is
involved and has influence” in the development of
a project and “who it is that benefits in economic
and social terms” [15].

The purpose of the article is to identify how
does the government supports RE projects by
focusing on state’s actions and RE policies, barri-
ers that erase voids in the accomplishment of RE
deployment and highlighting the main interests of
stakeholders in shaping and influence on the RE
sphere development in Ukraine.

To achieve this purpose, it is necessary to
solve the following tasks:

— what is the current policy of the government
support for RE projects Ukraine;

— what are the voids in the government'’s
actions to support RE;

— what are the barriers companies are facing
now, that block their performance;

— what is expected from the government to be
changed in the nearest time;
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— who are the other actors in shaping the sup-
port of RE projects.

Presentation of the main research material.
The regulatory bodies showed improvements of
the legislative framework in the field of renew-
able energy. The following international regu-
latory framework has been implemented: Paris
Climate Agreement in 2015; as a member of the
European Energy Community, Ukraine has signed
and ratified the Association Agreement with the
EU, undertaking the commitment in develop-
ing renewable. The following national norma-
tive framework is currently in force [7]: Ukraine’s
Electricity Market Law (Law N2 4493) from 13 April
2017 (in force from 2019); Law of Ukraine “On
amendments to certain Ukrainian laws and reg-
ulations with regard to improvement of urban
development activities”; Law of Ukraine “On Elec-
tric Power Industry”; National Renewable Energy
Action Plan (NREAP) (2014); Corporate income tax
exemptions in Ukraine available for renewable
energy sector; Green Tariff (Feed-in Tariff) since
2009; Law on Promotion of Biological Fuels Pro-
duction and Use (N2 1391-VI); VAT and Customs
Duties Exemptions (2008); Program to develop
biodiesel production (2006); Law on Combined
Heat and Power (cogeneration) and Waste Energy
Potential (2005); Law on Alternative Energy
Sources (2003); Law on Alternative Liquid and
Gaseous Fuels; Law on Energy Savings (1994).

The dynamics of RE growth in Ukraine started
in 2009 from the introduction by the state authori-
ties a number of economic mechanisms aimed at
stimulation of RES energy generation. The main of
them are as shown below these [7].

1) Feed-in tariff mechanism that is a special
price system for the purchase of electricity gen-
erated by plants using RES. According to the
Law of Ukraine “On Electric Power Industry” [7],
the minimum state guaranteed feed-in tariff is set
for wind power plants, solar power plants, small
hydropower (with power no more than 10 MW)
and biomass power plants. The feed-in tariffs rate
is fixed to euro rate that helps to protect investors
against possible inflation. The scheme of the gov-
ernment economic support of electricity genera-
tion using feed-in tariff is being valid till January 1,
2030. During this period, the state guarantees pur-
chases of the whole volume renewable sources’
electricity generated and the payment for such
energy in the total volume.

2) Tax and custom benefits:

— exemption from value added tax (VAT) pay-
ments and customs duties for imported equip-
ment, that is used for the generation of renewable
energy in case of identical equipment with simi-
lar quality characteristics is not being produced
within the territory of Ukraine;
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— withdrawing the land-tax by 75% for territo-
ries and lands used for plants constructing, aimed
at renewable energy generation.

The international investors are very favorable
towards FITs in Ukraine. On January 24th 2019 in
Davos on the World economic forum an agree-
ment between the Norwegian NBT, French Total
and the European Bank for Reconstruction and
Development was signed on the implementation
of the Ukrainian wind energy project Sivash. The
arrival of NBT and Total is evidence that foreign
investors are returning to Ukraine, giving the
country the possibility to become the second larg-
est European market now. According to NBT CEO
Juara Viken, the company has enough potential to
build an additional 700-800 MW of wind capacity
in Ukraine [10].

In September 2018, the National Commission
for State Regulation in the Fields of Energy and
Utilities issued drafts of the following act: Typi-
cal contract for the sale and purchase of electric
energy between a guaranteed buyer and a pro-
ducer of electricity from alternative sources of
energy (“Power Purchase Agreement”). These
documents are important not only for the intro-
duction of a new electricity market, but also for
the further growth of electricity from renewable
energy sources (RES) and investment attraction.
PPA s the firstthing, investors will pay attention to,
when considering the possibility of financing the
RE project. Therefore, approval of this document
should facilitate investment in renewable energy
projects in Ukraine. In order to attract financing for
RES projects, investors need to confirm that they
have enough guarantees from the government for
the future payments for the electricity generated
within the green tariff.

The contract for the sale and purchase of elec-
tric energy between the guaranteed buyer and the
manufacturer of RES or PPA is a contract starting
from July 1, 2019 for the sale of electricity gener-
ated from RES (for electricity deduction for own
needs) at the “green” tariff for a guaranteed buyer.
From September 2017, changes to the current
exemplary form of the PPA were provided in the
form of pre-PPA, an agreement for producers who
intend to produce electricity from RES.

The energy tools implemented by the state
should be consistent with the Energy Strategy,
Ukraine’s international commitments and a long-
term national development plan for the industry.
As the FIT will be valid till 2030, the future tran-
sition to tariff auctions is also an option that is
very actively discussed by the government as the
competition in the market will be increased and
the cost of “clean” electricity for consumers will
be reduced. On 4 December 2018, the Committee
on Fuel and Energy Complex, Nuclear Policy and
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Nuclear Safety approved the updated version of
the main conditions for the Draft Law on Amend-
ments to Some Laws of Ukraine on Ensuring Com-
petitive Conditions for the Production of Electric-
ity from Alternative Energy Sources.

However, the problem of auctions is very con-
troversial though. The big players of Ukrainian
energy sector are against such initiatives. Within
the framework of such a serious discussion, which
is now taking place on the topic of auctions, their
implementation may worsen the position of inves-
tors, whose projects are at a late stage of devel-
opment, non-transparent approaches or inconsis-
tency of positions are unacceptable.

Institutional theory explains the role of the
government as a trendsetter of RE policies of RE
deployment, by using its power as a main gear.
However, in the Ukrainian realities big, strong
energy companies are more powerful than gov-
ernment, influencing the behavior of the govern-
ment. Nowadays, the biggest national company
in RE sector of Ukraine is DTEK and its operat-
ing company DTEK RES, which is part of DTEK's
energy holding. Its share among the Ukrainian
“greens” exceeds 11% and amounts to 210 MW
of power. By the end of 2020, the company plans
to increase its portfolio to 1,000 MW. DTEK RES
is currently running the projects in both solar and
wind power, among which Botievskaya WPP, Tri-
fanovskaya SPP. Lots of projects, such as Nikipol-
skaya SPP, Primorskaya WPP, Orlovskaya WPP
are on the stage of active development and con-
struction [3]. What is more, the main shareholder
of DTEK is a famous Ukrainian politician and
businessman, who can lobby the interests of his
company, influencing the decisions in policymak-
ing process by the government. The evidence of
such an influence was the implementation of the
well-known Law 8015, that became a green light
for the development of wind power in Ukraine,
by: simplification of construction control pro-
cedures for facilities producing electricity from
wind power; the possibility of building renewable
energy objects through the simplified CC1 pro-
cedure, which sees little impact on the environ-
ment; simplification the requirements of autho-
rized environmental authority for carrying out the
examination of projects for the construction of
wind power plants by transferring the object from
the CC-2 (average) class to the CC-1 (insignificant)
of the level of consequences for the surrounding.

However, some obstacles can erase while con-
ducting RE projects in Ukraine, including policy
uncertainties. This is because FITs are temporary,
and nothing is clear about what will be next, what
is waiting for the companies after 10 years. As a
result, companies are not confident upon the gov-
ernment’s intention to support RE sector.
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Conclusions from the study. In conclusion we
would like to sum up that Ukraine has really started
to be reformed in the energy sector, especially in
renewables. | strongly believe that by 2035 Ukraine
will reach its target in 25% renewable energy sup-
ply and becomes a leader in this field among other
countries with transitional economies. Both the
international regulatory acts and national legisla-
tive framework is being effectively implemented
giving the ability for the international investors to
return back to Ukraine. However, some problems
that are still vital for both national and international
investors still create barriers in achieving the main
goal of the full Ukrainian RE market development.

As we have stated above, policy consistency
is a significant challenge for investors. This is
because FITs are temporary; transition to tar-
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iff auctions is now discussed actively. However,
nothing is clear about what will be next, what
is waiting for the companies after 10 years. As
a result, companies are not confident upon the
government’s intention to support RE sector.
The state should also clarify the final procedures
for purchasing electric energy at the “green” tar-
iff and conditions of Power Purchase Agreement
(PPA), as these documents are important are PP
the first things, investors ‘will pay attention to,
when considering the possibility of financing the
RE project. First of all, before investing, investors
need to confirm that they have enough guaran-
tees from the government for the future payments
for the electricity generated within the green tariff.
As the result, it will foster investment in renewable
energy projects in Ukraine.
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