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THIRD ENERGY PACKAGE

Throughout this publication, we refer to the two Directives and three Regulations adopted by the European Council and the Parliament on 13 July 2009 
as the "Third Energy Package". For ease of reference, the Directives and Regulations adopted as part of the Third Energy Package: EU Directives 
2009/72/EC, 2009/73/EC and Regulations (EC) No 713/2009, No 714/2009 and No 715/2009 are referred to as the "New Electricity Directive", the 
New Gas Directive", the "ACER Regulation", the "New Electricity Regulation" and the "New Gas Regulation", respectively. Where the context so requires, 
we refer collectively to the two Directives as the "New Electricity and Gas Directives" and to the Regulations as the "New Electricity and Gas 
Regulations", as appropriate.

CLIMATE CHANGE PACKAGE

We refer to the four Directives, one Regulation and one Decision adopted by the European Parliament on 17 December 2008 and the European Council 
on 6 April 2009 as the "Climate Change Package". For ease of reference, throughout this publication, we refer to EU Directives 2009/29/EC, 2009/28/
EC, 2009/31/EC and 2009/30/EC as the "New EU ETS Directive", the "Renewable Energy Directive", the "CCS Directive" and the "Biofuel Directive" 
respectively. Further, we refer to EU Decision No 406/2009/EC and Regulation (EC) No 443/2009 as the "GHG Reduction Decision" and the 
"Emissions Standards Regulation", respectively.

Where required, we have referred to the previous internal energy market directives 1996/92/EC and 1998/30/EC as the "First Electricity Directive" and 
the "First Gas Directive", respectively and to Directives 2003/54/EC and 2003/55/EC as the "Second Electricity Directive" and the "Second Gas 
Directive", respectively.

Throughout the publication, we refer to Transmission System Operators as "TSO" and to Distribution System Operators as "DSO".

LEGAL ADVICE

Please note that the content of this publication does not constitute legal advice and should not be relied on as such. Specific advice should be sought 
about your specific circumstances.
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INTRODUCTION

I am delighted to introduce the 2013 edition of "The 
European energy handbook" which is presented in 
an updated format. The 2013 edition gives an 
in-depth survey of current issues in the energy sector 
in 41 European jurisdictions.

The review includes a summary of each legal and regulatory energy 
framework and analyses issues such as industry structure, third party 
access, the framework applying to use of systems both at the 
transmission and distribution levels, market entry, nuclear power and 
cross-border interconnection. Authors have given special attention to 
the status of the transposition and implementation of the Third Energy 
Package and the Climate Change Package into national law.

For the first time, the national chapters include details regarding the 
energy trading regimes and, in those jurisdictions with significant 
upstream oil and gas activities, an overview of the main features of the 
legislative features of the upstream regime. 

In addition to contributions for the European Union, France, Germany, 
Spain, Russia and the United Kingdom from our own offices, this year 
we have contributions from Schönherr (Albania, Austria, Bulgaria, 
Croatia, Czech Republic, Hungary, Montenegro, Romania, Serbia, Slovakia 
and Slovenia), Stibbe (Belgium and the Netherlands), Karanovic-Nikolic 
(Bosnia and Herzegovina and the former Yugoslav Republic of Macedonia), 
PwC Legal / Landwell (Cyprus), Kromann Reumert (Denmark), Raidia 
Leijns & Norcous (Estonia, Latvia and Lithuania), Roschier (Finland), 
Kyriakides Georgopoulos & Daniolos Issaias (Greece), Arthur Cox 
(Ireland), Studio Legale Legance (Italy), Linkage and Mind (Kazakhstan), 
Arendt & Medernach (Luxembourg), Buttigieg, Refalo & Zammit Pace 
Advocates (Malta), Arntzen de Besche Advokatfirma AS (Norway), 
WKB Wierciński, Kwieciński, Baehr (Poland), Esquivel Advogados 
(Portugal), Advokatfirman Vinge (Sweden), Homburger (Switzerland), 
Hergüner Bilgen Özeke (Turkey), BBA//Legal (Iceland) and Sayenko 
Kharenko (Ukraine).

Although the Third Energy Package and Climate Change Package have 
now entered into force, not all Member States have transposed the 
directives into national law and the European Commission has referred a 
number of Member States to the European Court of Justice for either 
partial or complete failure to implement the same. 

From a European policy perspective, the European Commission and the 
Council have underlined the importance of completing the internal 
energy market by 2014. However, given the current progress (or lack 
thereof) in the transposition of the Third Energy Package, the 
achievement of this aim seems doubtful. The European energy sector 
can therefore expect more enforcement actions from the European 
Commission in 2013. In its work programme for 2013, the European 
Commission has also announced a new framework for national 
interventions in the energy sector. 

The aim of this framework will be to ensure that:

adequate investments are effected; and 

market interventions are necessary and proportionate. 

In short, 2013 is shaping up to be a busy year of debate and changes in 
the European energy sector.

Silke Goldberg
Senior associate, Herbert Smith Freehills LLP

February 2013

© Herbert Smith Freehills LLP 2013

The contents of this publication, current at the date of publication set out in 
this document, are for reference purposes only. They do not constitute legal 
advice and should not be relied upon as such. Specific legal advice about 
your specific circumstances should always be sought separately before 
taking any action based on this publication.
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Global Head of Energy
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ENERGY LAW IN UKRAINE
Recent developments in the Ukrainian energy market

 By Vladimir Sayenko, partner, and Konstantin Gribov, counsel, of Sayenko Kharenko, Kiev

MAJOR LEGAL DEVELOPMENTS

Tax code 

The Ukrainian renewable energy market has grown significantly since 
2011. A number of projects were successfully undertaken due to the 
"green" tariff and other tax incentives established by the new Tax Code in 
2011. To continue this growth, further amendments were made to the 
Tax Code in 2012 which mean that all income generated as a result of 
energy companies producing electricity from renewable sources is not 
subject to income tax until 1 January 2020. By contrast, the original draft 
of the Tax Code stipulated that only income generated from the sale of 
renewable electricity would be tax-exempt. The new tax incentives only 
apply if the exempted cashflow is used to increase production, upgrade 
facilities, implement new and innovative technologies, or to repay or 
refinance loans (including interest). In addition, the money must be 
re-invested within three years of the end of the tax period in which the 
exemption was granted otherwise tax liabilities payable at the end of this 
three year period increase by an amount corresponding to the tax 
avoided by virtue of the exemption.

Law on alternative fuels 

Following recent amendments to the Law on Alternative Fuels, 
incrementally increasing standards requiring motor petrol to contain a 
specified percentage of biofuel have been established. Thus, all motor 
petrol that is produced or sold in Ukraine in the period 2014 to 2015 
must contain 5% biofuel, with the percentage increasing to 7% on 
1 January 2016. In the meantime, from the beginning of 2013 the 
requirement for motor petrol to contain 5% biofuel will be introduced 
as a non-binding recommendation.

Energy strategy of Ukraine 2030 

In March 2012, the President of Ukraine initiated the updating of the 
Energy Strategy of Ukraine 2030, which was adopted in 2006. The 
Ministry of Energy and Coal industry of Ukraine has confirmed that due 
to significant changes to, and the pace of development of, the global 
economy and the fuel and energy sector of Ukraine since 2006 the 
strategy needs to be revised. In June 2012, the Ministry completed the 
update in draft and launched public consultations on the document. The 
European Union, the United States of America and the World Bank 
missions to Ukraine, in their letter to the Ministry of Energy and Coal 
industry, have recently pointed out that the Draft Energy Strategy 2030 
is not fully aligned with the obligations undertaken by the Ukrainian 
government following its accession to the European Energy Community. 
In particular, the updated strategy does not provide a detailed 
assessment of the energy demand of Ukraine, the percentage of energy 
generated from renewable energy sources does not comply with 
provisions of the Renewable Energy Directive, and the expected amount 
of anthropogenic emissions does not take into account Ukraine's 
commitments under the Copenhagen Climate Accord. At this stage it is 
not clear whether the comments provided in this letter have been taken 
into account, since the updated Energy Strategy of Ukraine 2030 has not 
been adopted yet.

ELECTRICITY

Privatisation of the main electricity supply companies

The process of privatising the main electricity suppliers continues with 
the State Property Fund of Ukraine selling between 25% and 50% of its 
shares in these companies. There are 27 regional electricity supply 
companies, comprising 24 so-called "oblenergos" and three separate 
companies in the Autonomous Republic of Crimea and the cities of Kyiv 
and Sevastopol. During the first half of 2012, state shareholdings in five 
oblenergos have already been sold and at least two more auctions are 
being organised. A significant share of the energy supply market is now 
held by privately-owned companies such as DTEK, LLC VS Energy 
International Ukraine, LLC Luhansk Energy Association and 
Energetychna Ukraina TV.

Construction of electric power lines

The state enterprise National Power Company Ukrenergo has started 
construction of a power line running from the Rivne nuclear station to the 
Kyiv substation with a capacity of 750kV and covering a distance of 
more than 300km. The project is being financed by the European 
Investment Bank ("EIB") and the European Bank of Reconstruction and 
Development ("EBRD") and is expected to be completed by the end of 
2014. Another project involving the construction of a 750kV power line 
running from the Zaporizhska nuclear station to the Kakhovska 
substation, covering a distance of about 200km, was recently approved 
by the Ukrainian parliament. The project is estimated to cost 
approximately €175 million and is also being financed by the EIB.

OIL AND GAS SECTOR

LNG terminal

The Ukrainian government has approved feasibility studies for the 
construction of a liquefied natural gas ("LNG") terminal at Yuzhny sea 
port by the Spanish company Socoin. Moreover, the Ukrainian 
government has granted state guarantees totalling UAH2.305 billion 
(approximately US$288 million) in relation to the project. 

Black Sea shelf

An investment group comprising ExxonMobil, Shell, Petron and NJSC 
"Nadra Ukrainy" has won a tender to exploit the Skifska field, which is 
thought to contain about 200 to 250 billion m3 of hydrocarbons. The 
companies intend to conclude a production sharing contract ("PSC") 
with the Cabinet of Ministers of Ukraine by the end of 2012. 

In June 2012, SJSC Chornomornaftogas started the construction of 
87km of underwater gas pipeline which will connect the Odeska gas field 
with the United Gas Transportation System of Ukraine and three months 
later the state enterprise Ukrtransgas started the transportation of 
natural gas from the Odeska gas field which contains approximately 
21 billion m3 of natural gas. 
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Development of shale gas deposits

Shell and Chevron are to sign PSCs with the Cabinet of Ministers for the 
exploitation of the Yusivska (containing approximately 4,054m3 of 
natural and shale gas) and the Oleska (containing approximately 
2,980m3 of shale gas) gas fields. Shell and Chevron will also sign Joint 
Activity Agreements with Ukrainian companies LLC "Nadra Yusivska" 
and LLC "Nadra Oleska". Shell is committed to spend around US$200 
million on the exploitation of the Yusivska field, while Chevron will spend 
more than US$160 million on the exploitation of the Oleska field. 

Unbundling measures in the Ukrainian gas market 

Following recent amendments to the Law on Pipeline Transport, the 
Ukrainian government has started to reorganise national joint stock 
company Naftogas of Ukraine ("Naftogas") subsidiaries Ukrtransgas, 
engaged in the transportation and storage of natural gas, and 
Ukrgasvydobuvannia, a major gas producer. Both companies will be 
transformed into public joint-stock companies 100% owned by the state. 
Ukraine is reorganising Naftogas to fulfil obligations undertaken upon 
accession to the European Energy Community, which primarily seek to 
distinguish between the extraction, transportation and supply of gas in 
the domestic market.

The Cabinet of Ministers of Ukraine has also nullified a decision which 
meant that Naftogas was the sole trader of imported natural gas in 
Ukraine. From now on, any company that obtains a licence for the supply 
of natural gas will be able to import and obtain customs clearance for 
natural gas, trading it freely within Ukraine. 

Combined heat and power plants sector 

In April 2012, the Ukrainian parliament adopted a law under which 14 
combined heat and power plants ("CHP"), with an overall capacity of 
1.1GWt, became targets of privatisation. Following this decision, the State 
Property Fund of Ukraine is to sell 100% of its shares in four CHPs 
(Dniprodzerzhynska, Odeska, Khersonska and Kharkivska-5) by the end 
of 2012. Ukrainian CHPs mainly use gas and simultaneously generate 
electricity and heat. To reduce the use of natural gas, the Ukrainian 
government has approved an agreement between the Ministry of Energy 
and the Coal Industry of Ukraine and China Development Bank under 
which the latter will grant a loan of US$3.656 billion to fund the 
reconstruction of CHPs to use coal instead of natural gas, and the 
construction of four coal-to-gas conversion plants using coal-water 
slurry technology.

RENEWABLE ENERGY

Construction of RES power plants

In October 2012, DTEK, the largest privately owned energy company in 
Ukraine, commissioned the Botiyevska wind farm, which, with a capacity 
of 90MW, is the largest in Ukraine. The company plans to commission a 
further 110MW of wind power generation capacity by the end of 2013. 
The construction costs of the wind farm amount to €350 million.

Several companies have declared plans to construct new power stations 
that will generate electricity from renewable sources, including 
Rentechno, which has three solar power stations in southern Ukraine, 
Fuhrlander Wintechnology with a wind farm in Kramatorsk and Franko 
PV with a second set of solar power stations in Starokozache and Filasa 
International, which plans to construct three wind farms in Crimea with a 
total capacity of up to 600MW.

Third European-Ukrainian energy day 

In May 2012, top managers from leading renewable energy companies 
and representatives from the European Commission and the Ministry of 
Regional Development, Construction and Housing and Communal 
Services of Ukraine attended an annual conference, Third 
European-Ukrainian Energy Day, which focused on energy efficiency in 

housing and communal services in Ukraine. Annual investment 
requirements in this sector total approximately US$2.5 billion and state 
authorities would like to increase the number of public-private 
partnership projects. 

Investment in energy efficiency and 
renewable energy projects 

The Ukraine Sustainable Energy Lending Facility ("USELF"), an investment 
fund for the financing of renewable energy projects in Ukraine with a 
budget of €50 million, was recently launched by the EBRD and the Climate 
Technology Fund. The fund is primarily aimed at financing small and 
medium sized projects (via loans of €1 to €15 million) that generate power 
from renewable sources (except for biofuels) and provides technical 
assistance for the producers. Only privately owned companies registered 
and operating in Ukraine may apply for financial assistance. The fund has 
already invested in several power generation and energy efficiency 
projects, including the construction of a wind farm in Staryi Sambir (in the 
Lviv region) with a capacity of 12.5MW, which is due to be commissioned 
by the end of 2012. The total cost of the project is approximately 
€13.3 million. Financing has also been provided for the construction and 
operation of a 4.5MW solar plant, located in the Vinnytsya region, with an 
overall cost of €5.7 million.

In addition to private projects, the EBRD is also deeply engaged in the 
Ukrainian public sector. Together with Eastern European Energy 
Efficiency and Environment Partnership, the EBRD has recently 
announced the grant of a €16 million loan for the modernisation of 
central heating systems in Ternopil with the aim of reducing energy loss 
and CO2 emissions. In co-operation with the EIB, the EBRD will commit 
€400 million to the rehabilitation of hydro power plants operated by 
Ukrhidroenergo, which will increase their total capacity by 10%. As of 
August 2012, the EBRD has financed over 320 projects in Ukraine with 
an aggregate investment totalling €8 billion. According to the EBRD's 
strategy, forthcoming projects will target safety upgrades in the nuclear 
sector, the development of electricity transmission networks, increasing 
energy efficiency and decreasing the carbon intensity of the electricity 
generation sector.

CLIMATE CHANGE AND SUSTAINABILITY

Trading in carbon credits

In March 2012, following the annulment of a previous decision of the UN 
Compliance Committee adopted in October 2011, which suspended 
international emissions trading and joint implementation projects in 
Ukraine, all rights of Ukraine under the Kyoto Protocol were reinstated. 

NUCLEAR ENERGY

The Ukrainian parliament has passed a Law on Allocation, Design and 
Construction of Power Generating Units No. 3 and 4 at the Khmelnytsky 
Nuclear Power Plant. It came into force on 4 October 2012 and provides 
for commissioning the construction of two new reactors by the Russian 
company Atomstroyeksport. The overall cost of the project is estimated 
to be US$5 billion, 80% of which will be financed by a loan from the 
Russian government.

In October 2012, construction of a nuclear fuel production plant in Smoline 
village commenced. The PJSC "Nuclear Fuel Production Plant" was created 
by the Ukrainian state enterprise "Nuclear Fuel" and the Russian OJSC 
"TVEL" in September 2011 and it is hoped that the plant will satisfy 
demand from Ukrainian atomic power stations for nuclear fuel. 
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OVERVIEW OF THE LEGAL 
AND REGULATORY FRAMEWORK 
IN UKRAINE

A.  ELECTRICITY

A.1  Industry structure
General overview
The United Energy System of Ukraine (the "UES") is an umbrella 
framework covering all of the facilities used to generate, distribute, 
transmit and supply electricity. The state of the Ukrainian electricity 
market is therefore dependent on the proper functioning of the UES. The 
existence of several overlapping electricity wholesale markets is strictly 
prohibited, so all market players must be members of the Wholesale 
Electricity Market of Ukraine (the "WEM"). WEM entry is subject to the 
necessary licences for the generation, distribution, transmission or 
supply of electricity being obtained.

Key market players 
Generation companies
Most of the electricity in Ukraine is generated by 14 thermal power 
plants ("TPPs"), four nuclear power stations and nine main hydroelectric 
power stations. The contribution of renewable energy to the generation 
mix has increased in comparison to the previous year. As of October 
2012, there were 24 owners of solar power stations and installations, 
nine wind power energy producers, two biomass energy power 
producers and 34 owners of small hydroelectric stations that had 
successfully obtained "green" tariffs and permission to sell electricity 
directly to WEM. The TPPs are both state and privately owned: three are 
owned by limited liability company Vostokenergo (owned by DTEK, the 
largest privately owned energy company in Ukraine, which is ultimately 
controlled by System Capital Management), six are owned by public joint 
stock companies Dniproenergo and Zakhidenergo (controlled by DTEK 
together with its affiliate companies) and the remaining five are owned 
by Donbasenergo and Centrenergo, state-owned public joint stock 
companies that are ultimately controlled by the National Joint Stock 
Company Energy Company of Ukraine ("ECU"). 

ECU was established in 2004 to hold the government's interests in the 
energy sector, and owns stakes of between 25 and 87% in the main 
power generation and distribution companies in Ukraine. 

Ukrhidroenergo, a public joint stock company owned by the state, 
operates nine main hydroelectric power stations on the Dnieper and 
Dniester rivers which were exempt from the privatisation process. 

Ukraine's nuclear power stations are also state-owned and are operated 
by Energoatom.

Network operators
The electricity network in Ukraine is split into eight regional divisions and is 
operated by the state enterprise National Power Company ("Ukrenergo"), 
a vertically-integrated natural monopoly responsible for the transmission 
of electricity by trunk line (with a voltage of over 110kW) and Ukraine's 
transnational networks. Ukrenergo's principal business is to deliver 
electricity to wholesale suppliers (the so-called "oblenergos", each of which 
provides end users with electricity in a particular region), to connect the 
Ukrainian network system with those of neighbouring states and to 
provide technical support for the export and import of electricity. As the 

sole operator of the UES, Ukrenergo is the cornerstone of the entire 
electricity market, controlling the consumption of electricity and the 
exploitation of electricity facilities on behalf of the state. However, there are 
plans to transform Ukrenergo into a joint stock company.

Local networks (with a voltage of less than 110/154kW) are owned by 
various oblenergos. There are 27 regional network operators 
(24 oblenergos and three separate companies located in the Autonomous 
Republic of Crimea and the cities of Kyiv and Sevastopol). 

Electricity traders
Energorynok was created in 2000 to operate the WEM. It is the only 
member of the WEM to buy electricity directly from producers, and sells 
exclusively to suppliers. It also bills and provides payments for electricity. 

Oblenergos and other independent privately owned suppliers buy 
electricity from Energorynok in order to supply it to end consumers. 

Public authorities
The Ministry of the Energy and Coal Industry of Ukraine is the main 
executive body that formulates and implements government policies in 
the energy sector by developing and approving regulatory instruments 
and investment programmes, as well as participating in the drafting of 
privatisation conditions.

The National Electricity Regulation Commission ("NERC") is the 
regulator of the electrical power industry, with a specific brief to oversee 
natural monopolies. As regulator, NERC has the exclusive power to set 
and review (and amend when appropriate) electricity tariffs; issue, 
suspend and revoke licences within the electricity industry; and to 
protect the interests of consumers by imposing sanctions on licensees 
who do not comply with the terms and conditions of their licences.

Other public authorities responsible for administering certain areas of the 
electricity industry include the state Inspectorate of Electric Power Stations 
and Network Operations (Derzhinspekciya) and the state Inspectorate of 
the Electricity and Heat Consumption Regime (Derzhenergonaglyad), both 
of which are subdivisions of Ukrenergo. The former supervises electric 
power stations and trunk line networks, while the latter controls electricity 
enterprises and supplier-consumer networks.

Key legislative, regulatory and contractual features
Legislation
The Law on the Electricity Power Industry is the main regulatory 
instrument for the electricity sector, covering the generation, 
transmission, supply and use of electricity. It also contains provisions 
on safety and maintenance, the use of generating facilities, and 
electricity consumption. The Law on Energy Efficiency regulates 
economic co-operation between the state and private entities, 
promoting effective energy use as well as stipulating certain economic 
sanctions for wasting resources.

All WEM members must sign an agreement (the "WEM Agreement"), 
which establishes market conditions in the WEM and stipulates the 
rights and obligations of the parties. 
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The Energy Strategy of Ukraine 2030, which was approved by the 
Cabinet of Ministers in 2006, states that the long term aim of Ukrainian 
energy policy is to obtain complete energy independence by 2030 
through increased reliance on renewable energy sources. 

Contractual framework
WEM members conclude the following types of agreements:

the sale of electricity by generators to Energorynok;

the sale of electricity by Energorynok to suppliers under a regulated 
tariff (meaning sale to oblenergos);

the sale of electricity by Energorynok to suppliers under a non-regulated 
tariff (ie, sale to independent privately owned suppliers);

agreements concerning operational and technical co-operation 
between Energorynok and Ukrenergo;

agreements concerning the connection of non-regulated tariff 
suppliers to regional networks owned by oblenergos;

supply agreements between suppliers and end consumers; and

network connection agreements between suppliers and 
end consumers. 

Although producers of electricity from renewable energy sources have 
the right to enter directly into agreements with consumers, they must 
still join the WEM and enter into an agreement with Energorynok, which 
acts as the intermediary in the WEM and has exclusive authority to buy 
electricity generated from renewable energy sources.

Licensing
All business activities in the Ukrainian electricity market are subject to 
licensing, including electricity generation, distribution, transmission, supply 
(under both regulated and non-regulated tariffs) and wholesale supply. 
Licences are issued by NERC whose powers also include setting the term 
of a licence (which must be at least three years). NERC may revoke a 
licence if the licensee repeatedly or materially breaches its conditions. 

A.2  Third party access regime

Owners of electricity networks that supply electricity must ensure equal 
access for each electricity supplier that has obtained a licence and 
concluded an agreement on the transfer of electricity. In addition, network 
owners cannot refuse access to generators of renewable electricity. 

On 1 January 2013, amendments to the Law on the Electricity Power 
Industry clarifying the payment procedure for connecting new 
generation facilities to electricity networks will enter into force. The 
amended legislation will require payments for standard connections (no 
longer than 300m to be calculated on the basis of connection rates set 
by electricity transmission companies on an annual basis and approved 
by NERC. Payment arrangements for non-standard connections should 
be set out in the project documentation provided by the customer 
seeking a connection. If providing a connection would require the 
transmission company to incur additional expenses, the customer may 
provide financial assistance. Any such financial assistance should be paid 
back within five years. The costs for connecting renewable generating 
facilities will be met, in equal proportions, by a special component in 
transmission charges and financial assistance provided by the customer. 
The term for reimbursement of such financial assistance is set by NERC 
and cannot exceed ten years. 

A.3  Market entry (supply and generation)

Ukraine's electricity market is heavily regulated, and dominated by 
state-owned enterprises. Securing market entry can be complicated. 
An interested party can either buy shares in state companies 
(for instance, in oblenergos undergoing privatisation under the Energy 

Strategy) or construct or lease private power generating facilities, 
especially those using renewable energy sources. However, all 
businesses that meet the membership criteria have free access to 
the WEM.

Market entrants must also become WEM members which involves 
submitting an application to the WEM Council and completing the 
following three steps: 

obtaining a licence for the activity the candidate plans to carry out;

submitting all information required to the WEM Council;

registering as a "subject of entrepreneurial activity" in accordance with 
established procedure.

A.4  Public service obligations and smart metering

Ukrainian legislation does not contain any special provisions regarding 
public service obligations; rather, it sets out the general rights and 
obligations for both suppliers and consumers, with more detailed 
obligations being derived from individual supplier-consumer agreements. 

A.5  Cross-border interconnectors

State foreign trade company "Ukrinterenergo" provides technical 
support for the cross-border transmission of electricity and was 
established to deal with the transmission and export of electricity to 
neighbouring countries. It owns 52% of shares in Ukrenergy Holding AG, 
which supplies electricity to six European countries.

B.  GAS 

B.1  Industry structure

Currently, domestic production of hydrocarbons covers only 15 to 18% of 
demand. Consequently, up to 85% of Ukraine's oil and gas requirements 
are imported from elsewhere in the CIS. However, Ukraine is set to 
increase domestic production by promoting joint activity programmes 
and entering into production sharing contracts ("PSCs"). Currently, 
certain sectors of the industry, such as hydrocarbon transportation and 
storage, are run by state monopolies. Ukraine's state-owned United Gas 
Transportation System (the "GTS"), which is operated by "Ukrtransgaz", 
deals with all gas transportation, distribution and storage. However, 
private companies are quite active in other sectors such as exploration, 
extraction and processing. Any activities related to exploration for, or the 
production of, hydrocarbons require a licence.

State enterprises operating in the hydrocarbons sector enjoy state protection 
from bankruptcy and debt claims as set out in the Law on the Measures 
Aimed at Ensuring Stable Operation of Fuel and Energy Companies. 

Key market players
National joint stock company "Naftogaz of Ukraine" ("Naftogas") is a 
vertically-integrated oil and gas company whose affiliates produce 
over 90% of the oil and gas in Ukraine. Naftogaz is involved in the full 
cycle of oil and gas operations, including exploration and 
development, storage, transportation and supply to consumers, 
through the following subsidiaries:

state joint stock company "Chornomornaftogaz" is responsible for the 
exploration and production of oil and gas in the Black Sea and the Sea 
of Azov shelf as well as the transportation and storage of natural gas in 
the Autonomous Republic of Crimea; and

subsidiary company "Ukrtransgaz" is responsible for the 
transportation and storage of natural gas in Ukraine, except in the 
Autonomous Republic of Crimea.

Public joint stock company "Ukrnafta" and Naftogaz's subsidiary 
company "Ukrgazvydobuvannia" are major oil and gas producers 
operating drilling and processing facilities.
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Open joint stock company "Ukrtransnafta" distributes oil to refineries 
and transports exported oil through Ukraine. It operates the "Druzhba" 
and "Prydniprovsky Magistralny Naftoprovody" oil pipelines.

Due to obligations imposed on Ukraine by the EEC Charter, Naftogaz is 
being re-organised and several of its subsidiaries are being hived off. In 
particular, Ukrtransgaz and Ukrgazvydobuvannia are being turned into 
public joint stock companies. It is also expected that Naftogaz will lose its 
regulatory powers. 

There are also a number of well-known private players in the oil and 
gas industry that are actively involved in the production of 
hydrocarbons in Ukraine.

Public authorities
The Ministry of the Energy and Coal Industry of Ukraine is the main authority 
that determines and implements state policy in the oil and gas sector.

The state Service of Geology and Subsoil Use issues special permits for 
subsoil use, controls compliance with their requirements, and is 
empowered to suspend or terminate them. 

The Ministry of Ecology and Natural Resources approves documentation 
submitted in order to obtain a special permit on subsoil use. 

The state Service on Mining Supervision and Industry Safety issues 
mining allotments for oil and gas extraction and controls 
compliance with safety requirements for gas processing and 
transportation facilities.

NERC issues licences for business activities in the oil and gas sectors and 
approves tariffs for the transportation, supply and storage of oil and gas.

Main laws 
The Subsoil Code of Ukraine establishes the general principles of 
subsoil use.

The Law on Oil and Gas regulates issues relating to the ownership of 
extracted oil and gas, as well as the functioning of underground storage, 
processing and transportation facilities. The law also governs the 
conditions and requirements subject to which companies can obtain 
special permits for the use of oil and gas deposits.

The Law on the Principles of Natural Gas Market Functioning 
provides all licensees with free access to the GTS, as well as free 
entry to the gas market. Moreover, the law sets out the unbundling 
requirements for market participants and essential provisions for 
contracts with consumers.

The Law on Coalbed Gas (Methane) establishes a legal framework for the 
extraction of gas from coalfields. In addition, it governs the relationships 
between coalfield users and the developers of any gas deposits. 

The Law on Pipeline Transport regulates ownership rights with respect 
to the pipeline system and its infrastructure.

The Law on Production Sharing Contracts regulates the procedure for 
concluding and executing PSCs, lists their essential provisions, and 
provides conditions for production sharing. 

Licensing
All mineral resources located in Ukraine are the exclusive property of the 
state and, consequently, the development of oil and gas deposits 
requires special permits for subsoil use. 

In addition, pursuant to the Law on the Licensing of Certain Business 
Activities, the following gas market business activities can only be 
undertaken after obtaining a licence from NERC:

the transportation of oil and oil products by trunk pipelines, the 
transportation of gas by pipelines and gas distribution;

the supply of gas under regulated and non-regulated tariffs; and

the storage of excessive gas volumes (in excess of licensing conditions).

B.2  Third party access regime to gas 
transportation networks

According to the Law on the Principles of Natural Gas Market 
Functioning, owners of gas transportation networks must provide access 
for every market participant through entry into network connection 
agreements. Denying access without valid grounds amounts to a breach 
of the network owner's licence which can result in sanctions including 
fines and suspension or even termination of the licence. However, 
owners may refuse network access for valid reasons, such as a lack of 
available capacity. 

Pipeline connections are governed by a standard gas transportation 
agreement concluded between suppliers and the relevant state 
company. In order to enter into a standard agreement, a supplier must 
have a gas supply agreement with consumers and a supply volume 
certificate from NERC.

Consumers can connect directly to gas distribution networks, but only if 
a gas supply agreement has been concluded and the gas supply system 
has been duly commissioned. 

Amendments to the Law on Principles of Natural Gas Market 
Functioning which will take effect on 1 January 2013 clarify the payment 
procedure for the connection of new or reconstructed gas supply 
facilities to the GTS. The fees for standard connections for new gas 
supply facilities will be determined by NERC. The fees for non-standard 
connections will depend on the capacity of the gas supply facilities. 
Customers seeking a connection may also finance the creation of 
additional capacity in the GTS network and where they do so their 
investments will be paid back within five years. 

According to the access rules for the GTS developed by Naftogaz, 
transportation tariffs are as follows:

the price for residents is established by NERC and is calculated by a 
special formula; and 

the price for non-residents is established by a separate contract.

B.3  LNG and gas storage 

The GTS is one of the largest gas storage systems in Europe, including 
12 underground gas storages operated by Ukrtransgaz with an overall 
capacity of 31 billion m3. To gain access to those storage facilities, a gas 
storage customer needs to enter into an agreement with Ukrtransgaz. 
NERC establishes storage tariffs for residents, while non-residents pay 
the tariffs agreed with Ukrtransgaz under their contract.

As the construction of the first LNG terminal in Ukraine is only in the 
preliminary stages, legislation governing access to the facility has not yet 
been adopted. 

B.4  Market entry

The Law on the Principles of Natural Gas Market Functioning establishes 
unbundling requirements which provide that distributors or transporters 
of gas cannot also engage in development or supply. In addition, 
distributors cannot also provide transportation or storage services. If 
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distributors and transporters are part of a vertically-integrated business 
their legal and managerial independence should be ensured. In this 
scenario, the relevant entities are free to choose the unbundling 
measures they employ but must submit a list of them to NERC. The 
unbundling regime does not apply to small enterprises.

To enter the gas market, participants only need to obtain a standard 
licence, during the term of which the applicant will need to have the asset 
base required to give them sufficient market power. Suppliers under 
non-regulated tariffs, together with their affiliates, cannot supply more 
than 35% of the total amount of gas consumed in Ukraine. This is to 
ensure that they do not acquire a position of dominance in the market 
under the applicable competition laws.

B.5  Public service obligation and smart metering 

Ukrainian legislation does not contain any special provisions regarding 
public service obligations or smart metering; rather, it sets out the 
general rights and obligations of both suppliers and consumers with 
more detailed obligations being defined in individual agreements 
between suppliers and consumers. 

B.6  Cross-border interconnectors

Gas and oil pipelines in Ukraine are used to transport Russian 
hydrocarbons to neighbouring European countries, including Poland, 
Slovakia, Romania and Hungary. The conditions of transit are established 
in long term contracts between Naftogaz and Gazprom. Under the 
Energy Strategy, the Ukrainian government plans to diversify its oil and 
gas supply by building new pipelines to import hydrocarbons from the 
Caspian region.

C.  ENERGY TRADING

C.1  Electricity trading

As mentioned above, electricity is traded on the WEM on a "one buyer" 
model; Energorynok buys all the electricity that is generated before 
selling it to suppliers for regulated and non-regulated tariffs. Suppliers 
then distribute electricity to consumers.

Tariffs
Electricity tariffs receivable by generators, including the "green" tariff 
receivable by renewable electricity generators (explained further in 
section D.4) below), are set by NERC, except for the tariffs for 
hydroelectric energy to which different rules apply. The tariff for 
hydroelectric power is the average price offered by producers calculated 
on an hourly basis. Small hydroelectric power stations (with a capacity of 
less than 10MW) can sell electricity directly to consumers for 
unregulated tariffs, and in this case the tariff will be set out in an 
agreement entered into between the generator and the consumer. 

Energorynok purchases electricity from generators and sells it for a 
wholesale market price which consists of the purchase price plus 
Energorynok and Ukrenergo service fees and a premium to cover 
transmission losses. Retail electricity tariffs only apply to oblenergos 
due to their local network monopoly. The tariff is set monthly by 
NERC and is the same for all oblenergos. Generally, the retail tariff is 
the wholesale market price adjusted to reflect electricity losses, 
distribution and supply tariffs. 

The WEM is controlled by the WEM members, represented by the 
WEM Council, which is charged with supervising the performance of 
WEM Agreements as well as inspecting Energorynok's activities. The 
main principles of the WEM are the following:

equal access to the market and networks under licence conditions;

a WEM Agreement must be entered into by all market participants on 
the sale of electricity to, or the purchase of electricity from, 
Energorynok; and

the rules of the WEM regulate the prices of electricity at all stages in 
the supply chain, from generation to use by the end consumer.

In accordance with the National Action Plan on the Implementation of 
Economic Reforms for 2012, the WEM will be transformed into a 
competitive market based on direct agreements between suppliers and 
producers. The draft of the Law on the Electricity Market, which will 
enact this change, passed its first reading in the Ukrainian parliament in 
late November 2012.

C.2  Gas trading 

Ukrainian legislation defines the natural gas market as one based on 
competitive principles, with certain exceptions. These exceptions apply 
to the activities of state-owned companies, joint ventures and joint 
activity agreements. Such market participants are obliged to sell natural 
gas based on pre-established prices to Naftogaz, which will then 
distribute it to the end consumer. 

Suppliers sell gas to consumers under either regulated or non-regulated 
tariffs. The regulated tariff is established by NERC and applies to owners 
or users of distribution networks, while the non-regulated tariff applies to 
customers and is negotiated in separate agreements. It is prohibited for 
the same company to supply gas under both non-regulated tariffs and 
regulated tariffs in the same area.

The Law on the Principles of Natural Gas Market Functioning establishes 
the following contractual framework for the supply of gas:

a sale and purchase agreement between the supplier and the 
gas producer;

an agreement between the supplier and the transportation company 
for the transportation of gas by trunk pipelines;

an agreement between the supplier and a gas distribution company 
for the transportation of gas through the relevant distribution network; 
and

an agreement between the supplier and the end consumer.

C.3  Introduction of EMIR and REMIT

According to the Law on the state programme on adaptation of the 
legislation of Ukraine to the legislation of the European Union, Ukraine 
has assumed a commitment to adapt Ukrainian legislation to the EU 
legislation in a list of spheres, including the energy market. 
Notwithstanding that the introduction of EMIR and REMIT will not 
directly affect the Ukrainian energy market, some provisions of the latter 
regulations may in future be implemented in Ukraine.

D.  CLIMATE CHANGE AND SUSTAINABILITY 

D.1  Climate change initiatives

Ukraine signed the Kyoto Protocol in 1999, and it was subsequently 
ratified by the Ukrainian parliament in 2004. In 2005, the Cabinet of 
Ministers approved the National Plan for the Realisation of the Kyoto 
Protocol Provisions. Most of the measures in the plan must be 
accomplished by 2012. In November 2012 the Inter-agency 
Commission on Implementation of Kyoto Protocol Provisions reviewed 
the issue of the progress towards accomplishment of National Plan 
provisions, however no decision on the matter is publicly available at 
the moment. Ukrainian legislation currently contains a number of 
legislative documents regulating Joint Implementation projects which 
aim to reduce CO2 emissions. 

The Ukrainian Tax Code imposes an ecological tax for polluting water 
or the atmosphere. The tax can be imposed on all legal entities whose 
activities generate waste and/or emissions, including branches and 
representative offices of non-Ukraine resident enterprises, and every 
car owner. 
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D.2  Emissions trading 

Since Ukraine is not an EU Member State, it does not participate in the 
EU ETS. However, Ukraine is participating in joint implementation 
projects and emission trading under the Kyoto Protocol. The state 
Environmental Investment Agency of Ukraine (the "SEIA") is responsible 
for compliance with the Kyoto Protocol, and issues letters of approval for 
specific projects. To obtain permission for the sale of emission reduction 
units ("ERUs") the owner or user of the Joint Implementation project 
must submit a set of documents to the SEIA, together with a draft of the 
contract entered into with the buyer. Publicly available records indicate 
that 118 Joint Implementation projects are either operating or under 
construction as of 20 September 2012. 

In October 2011, the UN Compliance Committee temporarily suspended 
emissions trading and Joint Implementation projects in Ukraine. 
However, in March 2012 this decision was annulled and Ukraine now has 
fully restored rights under the Kyoto Protocol.

D.3  Carbon capture and storage 

Despite Ukraine receiving an EU grant for research and development into 
clean carbon technologies, there is no law providing for the 
implementation of such projects. The Ukrainian Institute of Carbon 
Technologies, which is responsible for the way the grant is used, is set to 
develop recommendations on the use of carbon capture technology in 
thermal combustion power stations with a view to offering projects for 
investment in two years' time. 

D.4  Renewable energy

The core Renewable Energy Sources ("RES") legislation includes:

The Law on Alternative Energy Sources, adopted in 2003, which 
provides the list of RES and types of permits issued for activities 
using RES, including permits for networks transmitting electricity 
directly to consumers;

The Law on Electricity Power Industry, which provides the "green 
tariff" for RES electricity supply, regulates the Ukrainian 
component requirement and provides state guarantees for RES 
electricity producers;

Resolution No. 444 of the Cabinet of Ministers of Ukraine (14 May 
2008), which provides a list of imported equipment and materials for 
the construction of facilities using RES that are exempt from VAT;

Resolution No. 749 of NERC (15 June 2012), which sets out how the 
Ukrainian component of the costs of constructing renewable energy 
facilities is calculated and which expert organisations are able to 
certify such calculation; and

The Tax Code, which establishes tax incentives for RES producers.

In 2006, NERC introduced licensing for heat generation using renewable 
and non-traditional sources of energy. As of September 2012, 99 
companies had obtained such licences.

The "green" tariff
In 2008, a "green" tariff was introduced to incentivise the generation of 
electricity from renewable sources such as solar power, wind, 
geothermal, biomass and biogas energy, etc. 

The "green" tariff (which will be in force until 2030) is established by NERC 
for each electricity producer and is based on a tariff multiplier which varies 
according to the renewable technology type. In upcoming year rules 
regulating the "green" tariff will be substantially amended by the Law of 
Ukraine N 5485-VI "On changes to the Law of Ukraine on the Electricity 
Power Industry regarding promotion of RES electricity generation" (adopted 
on 20 November 2012 and officially published on 1 December 2012), which 
will come into force on 1 April 2013 (the "Amending Law"). 

According to these recent changes, a decrease in the tariff multipliers 
for renewable power stations commissioned after 1 April 2013, then 
from 1 January 2015 to 31 December 2019, from 1 January 2020 to 
31 December 2024 and from 1 January 2025 to 31 December 2029 
(as well as a temporary increase in tariff multipliers for electricity 
generated by micro- and mini hydro power plants commissioned 
from 1 April 2013 to the end of 2014) is explicitly defined in a table 
placed in the text of the relevant article. 

For instance, the tariff multiplier for solar electricity generated by 
above-ground power stations should decrease from 4.80 for electricity 
generated from installations commissioned up to 31 March 2013 to 
3.5 for electricity from installations commissioned from 1 April 2013 to 
the end of 2014. Then such tariff multiplier should amount to 3.15 for 
electricity from installations commissioned during 2015 to 2019 and, 
consequently, to 2.8 during 2020 to 2024. Finally, the multiplier of 2.45 
should apply to electricity generated by solar power facilities 
commissioned after 1 January 2025.

In cases where the renewable power station includes several start-up 
complexes, different tariff multipliers should apply to electricity generated by 
each such complex, depending on the time of their commissioning.

Renewable energy offtake and the "green" tariff is guaranteed by the 
state, such that all electricity generated from alternative energy sources 
(except electricity derived from small hydroelectric power stations) that 
is not sold directly to consumers or energy supply companies will be 
purchased by the state for the applicable "green" tariff. 

Prior to the application for the "green" tariff RES electricity generators 
must obtain a licence from NERC before they can generate electricity. 
NERC has developed sample supply agreements which should be used 
by generating companies to sell RES electricity under the "green tariff". 

The availability of the "green" tariff depends on compliance with the 
so-called "local component" requirement, which was introduced in 
2009 and modified by the Amending Law in 2012. To qualify for the 
"green" tariff, generators must demonstrate (through expert 
certification) a certain minimum spend on Ukrainian products, 
materials and services for construction of power generating facilities 
which started after 1 January 2012. 

In comparison with one general paragraph in the current version of the 
Law of Ukraine on the Electricity Power Industry, the Amending Law 
introduces a separate article, which describes in detail the elements and 
percentage of the local component in operations required for 
construction of power generating facilities which differ for each 
technology type.

For solar, wind and biomass power generating facilities commissioned 
after 1 July 2013, the minimum local component is 30%, increasing to 
50% if commissioning has taken place after 1 July 2014. For installations 
producing electricity from biogas, the 30% local component applies 
after 1 July 2014 and, consequently, the 50% minimum applies after 
1 July 2015. The local component requirement is not applicable to small 
hydropower stations. Notably, the requirements apply to solar power 
generators, creating opportunities for domestic Ukrainian producers of 
polysilicon wafers such as Quazar Micro. 

D.5  Biofuel

In 2009, Ukrainian laws on biofuel production and use were amended to 
lift custom duties on the importation of equipment and materials for the 
construction and development of biofuel facilities between 2010 and 
2019. However, since 2010, biofuel production has stagnated due to the 
failure of the state to approve the necessary technical standards. 
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General provisions on the production of biofuels are contained in the Law on 
Alternative Fuels, which distinguishes between conventional and alternative 
fuels, establishing free access to the biofuels market for all producers. 
However, bioethanol production and trade is licensed by the state tax 
administration. The sale, but not production, of biogas or biodiesel requires a 
licence from the Ministry of the Energy and Coal Industry.

Recent amendments to the Law on Alternative Fuels established 
incrementally increasing standards requiring motor petrol produced or 
sold in Ukraine to contain a certain percentage of biofuel. For the period 
from 2014 to 2015 petrol must include 5% biofuel and the percentage 
will increase to 7% on 1 January 2016. A law on the production and 
consumption of biofuels is due to be adopted by the Ukrainian 
parliament following reconsideration of Presidential proposals. The law 
will provide state loans for companies involved in biofuel production. 

D.6  Energy efficiency 

The Law on Energy Efficiency is the main legal instrument governing 
energy saving projects. Although it establishes numerous economic 
bonuses and priority credit policies for enterprises implementing 
energy-efficient technologies, the number of projects undertaken as a 
result of this law is very low. 

E.  NUCLEAR ENERGY

At present, there are four operational nuclear power plants in Ukraine 
(Rivne, Khmelnytsky, South Ukraine and Zaporizhzhya), providing 
approximately 46% of the country's total electricity generation capacity. 
The National Nuclear Energy Generating Company ("Energoatom") owns 
and operates these four plants. The main activities of Energoatom are the 
construction, commissioning and exploitation of nuclear installations, and 
nuclear waste management. According to the National Action Plan on the 
Implementation of Economic Reforms for 2012, Energoatom is to be 
transformed from a state entity into a joint stock company.

The Chernobyl nuclear power plant was finally shut down in 2000. In 
April 2012, its operator, state specialised enterprise "Chernobyl NPP" 
started construction of a new radiation shelter, the New Safe 
Confinement ("NSC"), which is due to be completed in 2015. The project 
is funded by the International Chernobyl Shelter Fund, underwritten by 
the European Bank for Reconstruction and Development.

Ukraine is an active member of the IAEA, meaning that Ukrainian 
legislation must comply with IAEA ratified regulations. The key statute 
on nuclear power is the Law "On the Use of Nuclear Energy and 
Radiation Safety", which imposes obligations on operators of nuclear 
installations and governs liability for damage resulting from nuclear 
fission and fusion. The procedure for obtaining special licences is 
regulated by the Law "On the Licensed Use of Nuclear Energy".

The State Nuclear Regulatory Inspectorate is the sole nuclear power 
regulator in Ukraine, empowered to issue licences and permits for the 
commissioning of nuclear power stations and waste storage facilities. It 
also develops and monitors safety standards. 

Ukraine is set to increase its production of nuclear power through the 
construction of two new reactors at Khmelnytsky NPP. 

F.  UPSTREAM 

To decrease her dependence on imported fuel Ukraine is encouraging 
the development of natural gas, shale gas and coalbed methane deposits 
in her territory, as well as supporting geological research on the Black 
Sea shelf. Ukrainian shale gas deposits are estimated to be among the 
largest in Europe. 

Normally, Ukrainian companies undertake upstream activities under 
special permits for subsoil use. Such permits are awarded to tender 
winners and issued by the state Service of Geology and Subsoil of 

Ukraine.1 The applicant requests a permit of a certain duration, which is 
approved by the State Service of Geology and Subsoil Use subject to a 
maximum of ten years for exploration works, 20 years for production 
activities (or 30 years for the production of deposits on the Black Sea 
shelf) and 50 years for the construction and use of underground storage 
facilities. The term of permits can be extended if the applicant observes 
the conditions of subsoil use they contain. 

Upstream projects in Ukraine may be implemented under joint activity 
agreements or PSCs. For example, in 2012 the Cabinet of Ministers of 
Ukraine tendered PSCs for the development of the Yuzivska and Oleska 
shale gas fields and the Skifska offshore oil and gas area. The Ukrainian 
government is currently negotiating the terms of the PSCs with the winners 
of the tenders, which include Shell, Chevron and a pool of companies 
headed by Exxon. It has also been announced that the government will 
launch four more PSC tenders late in 2012 or early in 2013.

Pursuant to the Law On Production Sharing Contracts ("Law On PSCs"), 
such contracts are concluded between the Cabinet of Ministers of Ukraine 
on behalf of the state and investors. Under the terms of a PSC, the state 
allows the investor to explore and develop hydrocarbon deposits at its own 
cost and risk in return for a share in future production revenue.

A foreign investor that is party to a PSC must register a branch or 
representative office in Ukraine within three months of signing the 
contract. The operator is subject to a similar obligation but must satisfy 
the requirement within a shorter timeframe (one month from the date 
the PSC is signed). It is worth noting that the investor or the operator 
may transfer their rights and obligations under the PSC to any person 
that possesses sufficient resources and the necessary expertise to 
conduct upstream activities, but only with the consent of the Cabinet of 
Ministers of Ukraine and the approval of the local council. By contrast, no 
consents are required where a third party acquires an interest in an entity 
that is already party to a PSC, unless the PSC provides otherwise.

Tender conditions may oblige investors to conclude a PSC with a state 
company (or an enterprise established by the state company) that will 
receive a certain percentage of the investors' profits.2 

After entering into a PSC, the investor receives a special permit for 
subsoil use which will remain valid throughout the term of the PSC3 
(which cannot exceed 50 years but may be extended). The state also 
ensures that all other necessary permits, quotas and licences the 
investor requires are issued, approved or granted.

PSCs place certain local purchasing, procurement and community 
development obligations on investors. For example, materials and 
services used must be of Ukrainian origin if possible (provided they 
comply with the applicable international standards), and most 
employees must have Ukrainian citizenship. Under the PSC all 
equipment and materials imported by the investor are exempt from 
customs licensing and quotas.

During the term of the PSC all taxes and dues are replaced by production 
sharing, except for income tax, VAT and a subsoil use fee.

The state provides change in law protection, guaranteeing the 
application of the same legislative instruments that were effective at the 
beginning of the PSC for the duration of its term, except where any 
supervening legislation provides a more favourable regime for investors. 
The state also guarantees that no statutory instruments or local state 
and municipal authorities will be able to bind the investor, except those 
which regulate safety, health and welfare at work, environmental 
protection, and public health.
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1.	 However, there are a few exceptional cases in which special permits can be awarded without a tender. In particular, companies performing exploration works at their own 
cost, expanding an already developed area of subsoil for further exploration, constructing storage facilities, or increasing the extraction area by less than 50% of the 
already-developed area will normally qualify for a special permit without having to take part in an auction.

2.	 For instance, tender conditions for the Oleska and Yuzivska shale gas fields provide for a state company to receive a 50% share of the investors' aggregate profits.
3.	 Normally separate special permits are issued for each round of upstream activity (ie, research, development and extraction).

ENDNOTES
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