Anders Lund:

«UKkrainian companies can maintain their competitiveness on the world
market only by reducing their energy consumption»

UKEEP Project Manager Anders Lund told
ii 0 a b oberefits bfhimvestments in
renewable energy sources, and about tt
economicrisks associated with the volatile
energy market.

Question The topic of energyefficiency in
this country has become particularly
relevant after Turkmenistan, Uzbekistan
and Kazakhstan declaredtheir intention to
increase theprice for gas sold to Gazprom
up to the average European level from 200!
The Russian monopoly exportsthe gas tc
Ukraine. How long will it take for Ukraine
to reduce its dependency on the importer
gas?

Reply. It has been calculated that Ukraicen
reduceits gas impors with between35% and
70% by making largescale investments

energy efficiency. It is difficulto forecast hov
much time the country needs to perform s
changes. For example, it took Sweden 20y
to radically reduce itsdependency onail,
which wasthe basis ofthe Swedishdistrict
heating systenn the 1970sNow the Swedisl
district heatingsystemis almost completel
based onbiofuel. It can be said thathe
reduction of fossil fuel consumption ha
become a national idea for Swedsuapportec
both on the governmental level and on
level of individual companies and househol

Energy intasity in Ukraine is around thre
times higher than in the EU. This means
on average, Ukrainian companies use t
times as much energy to produce the s
output as companies in the European Ur
Needless to say, the potential for ene
efficiency in Ukrainian companies is hug
even with today©o6s

which are low compared to EU leve
However, the market for energy efficier
investments in Ukraine is still in its infanc
But with increasing energy prices and W
accession, Ukrainian companies can or
maintain their competitiveness on the wc
market through reducing their energy
consumption by using every opportunity
profitable energy efficiency investments.

Taking into account the development ra
one is temptedat think that the threat of
Russian gas shutdown may have gebple
thinking about energy conservation, improv
energy efficiency and finding ways to cre
new alternative sources of energy like bion
and windpower.

Naturally Rus si a6 s ol nop the
natural gas supply is worrying for countr
depending on it. On the other hand, perha
should be viewed as a useful wake call for
Ukraine. One must remember that having
highest consumption of energy in Europe
each unit of prodetion is not a favorabl
competitive position for Ukraine to be in.

Investing into changes
Q: The key investors in energy efficiency

Ukraine are big companies that are interest
in increasing the efficiency of their



production and have a possibilityo attract
necessary ihancing for these investment:
How can this #uation be improved to
include small and medium sized comparfes

R: What is needed here is governme
support and the support of internatio
financial organizations. In particular, t
EBRD hasallocatel a EUR100 mincredit line
for Ukrainian companiethatwant to invesin
energy efficiency or renewable enerc
projeds. There are nexactlimits on project
size, although a typical loan size for
company will range somewhere betwd¢&D
2-5 million. In other wordssmall and middle
sized enterprises can invest in enel
efficiency improvemerst This is how UKEEF
works.

Q: How long does it take for such
investmentdo be paid back

R: The payback period for energy efficier
investments varies widely depending on
type of project, but typically lies between
and 6 years, which is a short time compare
traditional capital investments. Of cour
higher energy prices and higher energy sav
per invested dollar lead to a shorter paybi
period. Generally, the internal rate of returr
energy efficiency investments is higher tl
the interest rate on thesbit financing require
for the investments. This means that
additional debt that a company takes he
l'imited i mpact on
sheet, and the ultimate financial effects of
investments are positive.

However, the main benéfiof renewable
energy technologiess that the investme;
continues to deliver cheap and reliable en
for many years after the financing is repi
The life span varies from around 15 years
biodieselengines to at least 30 years for sm
hydroplants Thus, if an investment is made
small hydro and the loan is repaid after se
years, the company would have more t
another 20 yearsbo
energy to look forward to.

Q: UKEEP has been working in Ukraine fo
more than a year alreal How many
companieshavereceived the credits yet?

R: As of April 2008 UKEEP has financed0O
Ukrainian enterprisefor atotal sum of abot
$40min. However, we have screened abou
project ideas, of which many will be appro\
in the near futureThe projects implemented
these enterprises wikad to energy savings
more than 900 thousand Mwer yeaywhich
is equivalent to the annual househ
electricity consumption of more th&00,00(
average EU households. It can be compart
a city with the size of 500,000 peoplé-or
example centralHelsinki or Dublin.

As a result of taking such measures
guantity of CQ emissions will be reduced |
230 000 tons per year which is equivalém
average annual G@missions fronmore thar
100,0@® passenger cars

These figures show that comparatively sr
sums of investments can be a source
considerable changes both for conc
enterprises and for all the count

Q: Could you please tell us about soi
specific projects financed by your program.

R: One example iKherson shipyard. It is or
of the bhiggest shipyasdin Ukraine. At the
moment thg have built 300 ships for =
countries.An Energy audit was madeat the
enterprise by UKEEP experts Its results
showed thatprofitable investmentscould be
madeinto wiring modernization, installation
infrared gas heaterspptimization of the
oxygen supply systemand construction o
additional heating boilers. The sum o
necessary investments is about $717 thou:

Q: What is their rate of return?

R: Less than two and a half years with anr
savings of more than$346 thousands an
internal rate of return of up t470%. The
realization of the project will make it possil
for the shipyard to have relatively stable
energy consumption even with increa:
production capacity.



The biggest UKEEP project has beealizec
at the IvaneFrankivsiCementplant that will
let it save more thai$10 million per year
Around 90% of Ukr ai
are still using the
which is very energy intensive and conside
an obsolete technology by modern stands
Converting thod using enodér
equipment saves around 50% of ene
consumption. But cheap energy has kept
Ukrainian cement industry from convertit
Ivano-FrankivksCement recognized the tht
of increasing energy prices and the benefil
modern technology andtasted investing.It
applied for UKEEP financing for part of tl
large total investment cost of USET million.
As aresult the company received financing
the amount of USDL5 million. The rest i
covered by commercial loans and ¢
financing.

Profitable arguments

Q: Talks about energy efficiency in th
country are mainly associated witlvarious
speculationsabout the advantage of energ
savings. But it is common knowledge that t
entrepreneurs prefer to have concre
arguments. Which of those would you spec
first of all?

R: The foremost argument lies in establist
security of supply. A stable supply ehergy
can significantly reduce the risk in a compi
and in turn decrease the cost of capitaile
the competitive abilityincreasesat the sam
time. The dependency on energy pri
decreases and the company risks are redd
as a result. file producon cost and loan ccs
are reduced to@ndthe value of the compan
increases The costssavedfrom efficient use
of energy are usually more than enough to
for the loan received in order tdo these
investmers, while the investment itse
increags the future competitivaess of the
company. The trade arekchange of emissic
credits can also increase the pofiwith
considerable energy savings. The reductio

energy consumption also leads to the redur
of emissions into the environmerdand the
company image is improved. Such investm
can bring a number of other positive results

Q: What else could you add

R: Banks can give credits with low risks i
themselves as soon as the potential profit 1
the energy efficiency growth is evidendait
is transparently reflected in the dooentation
The suppliers ofenergy efficient equipmel
increase theimcome anchave a possibility t
expand the number @¥ork places and in suc
a way makeahe economy growT he ¢ o
dependency omported energy is reduced &
its competitiv@essand image as an efficiel
economy grows. Finally, for ordinary peopl
it means they have goodiéronmentand thus
good health.

Asian risks

Q: In one of the articles on the UKEE|
websiteit said that an even bigger threat fo
our economy than expensive imports ¢
Russiangasmay come fromAsia. Why?

{: There is no sign of a significant reduct
in economic activity in Asia or in the boomi
Middle East economies. Building codes are
and liquidity from the banking and investm
markets is huge. Migrant workers flood in
these countries for wagesathare higher tha
in their home countries. Many of the
workers receive basic food, accommodatio
a room shared by two or three others ar
wage of USD 150 a month. Many immigra
must work 12 hours a day, six days a weel
fixed periods of wo to five years.Education
the security of a family, health care ¢
pension plans are neexistent. Workers hax
limited or no rights in these countries. T
means that these Asian countries can be
from unlimited supplies of cheap Ilab
mountains of ash and lax controls. They he
a huge advantage to invest with low cost
undercut suppliers in Eastern and Cer
Europe where controls and social structi
are more rigid and advanced.

Asian countries are a serious threat to@agn
though their ompetitive advantagealso is



their long term weakness. In such uncontrc
environments economic swings are disast
and often result in social unrest. This howe
is not of any comfort for Ukraine. It is a gre
competitive advantage to have a rigkighbor
even if it is a bit gruff sometimes.
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UKEEP (Ukraine EnergyEfficiency Program) is a loan progam developed by th“.
EBRD for Ukrainian privatdy owned companies of any sectfr the economyhat are willing to

make investments that woulelad to a reduction of energy consumption, growth of own energy
production and more efficient energy use.

Correspondent Svetlana DOLINCHUK
14.05.2008° 80 ( 84 3)

Trandated by UKEEP



