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	Project Title:
	Development and Commercialization of Bioenergy Technologies in the Municipal Sector in Ukraine

	Country:
	Ukraine  

	Related CPD/UNPF Outcome
	CPD 2018-2022 Outcome 3: By 2022, national institutions, private business and communities implement gender-responsive policies and practices to achieve sustainable management of natural resources, preservation of ecosystems, mitigation, adaptation to climate change and generation of green jobs

	Project Description and Key Lessons-Learned

	Brief description of context
	The Project’s goal was to reduce GHG emissions by creating a favourable legal, regulatory, and market environment and developing institutional, administrative, and technical capacities to promote the utilization of the country’s extensive agricultural biomass potential for municipal heat and hot water services. Given the high level of ambition of development objectives set the process of achieving them was not easy. The ambitious targets have been established based on the assumption that biomass energy projects for municipal heat- and hot water supply are financially feasible in most of the cases. Stemming from this assumption the design did not consider changes in the legislation aimed at introduction of financial incentives for investors. 

The implementation environment was significantly affected by the socio-economic and political transformations in Ukraine resulting in the national context changes, affecting the project design, and presenting the challenges for project implementation.
Throughout the project timeframe, the implementation has been challenged by the restructuring of the Ministry of Agrarian Policy and Food of Ukraine and DerzhZemBank liquidation, which have been identified as key project partners at the project development stage.

	Brief description of the project 
	The objective of this project was to accelerate sustainable agricultural biomass utilisation for municipal heat and hot water services in Ukraine by leveraging over $ 22 million in private sector investment over its four-year implementation period. This, in turn, was expected to generate direct global benefits of 63,577 tons of CO2 over the same period and 19,143 tons CO2/yr thereafter in avoided greenhouse gas (GHG) emissions. When one looks at the 20 year lifetime of the boilers earmarked for development during the project period, these boilers will have generated 1,618,834 MWhTH, with a combined amount of CO2 reduced of 361,000 tons, equivalent to $13 of GEF funds per tCO2. The project planned to achieve this target by introducing a conducive regulatory framework and by establishing a financial support mechanism that together had to facilitate private sector participation in utilising agricultural biomass to supply municipal heat and hot water services and assist the Government in closing private sector funded investments in municipal biomass. It was envisaged that this project will enable Ukraine to substantially move closer to its target of having some 7% of the country’s annual primary energy requirements for heating and hot water services supplied by biomass by 2030, as outlined in the “Energy Strategy of Ukraine to 2030”.

	Key project successes
	The Project contributed to all stakeholders’ understanding of the importance of the biomass energy technologies development for the municipal heating and hot water services in achieving the national strategic goals. Consequently, the ownership by regional governments, municipalities and other key stakeholders has increased though not to the required level. 
The most important project achievement is the development over the past 1.5 years of implementation of an extensive municipal bioenergy project pipeline with 48 projects across 35 cities. The project supported 33 feasibility studies and 19 detailed technical designs. Support of designs is a new area that increases the likelihood of implementation. 

Via its financial support mechanism work with IFC, the project enabled the relaunch of municipal loans in Ukraine, which had been halted since 2012 – a significant and meaningful feat. Work included developing a credit rating system for municipalities that could be used instead of collateral (which municipalities are unable to provide) to reduce the reserve ratio required to be held by banks for such loans.
Project’s Bioenergy Working Group hosted by Ministry of Environment and Natural Resources (MENR) likely was a major factor in MENR prioritizing biomass for EUR 7 M in BMU funding for its International Climate Initiative (IKI)
 in Ukraine, the only such BMU funding targeted for a specific sector under IKI in Ukraine. 

	Project shortcomings and solutions


	The project faced major challenges due to the country’s situation, but instead of using adaptive management to find new and innovative ways to address project aims, in the first 3.5 years, the aims seem to have been treated as unattainable, resulting in an unsustainable focus on 100% grants for boilers. Adaptive management was indeed carried out over the last 1.5 years with excellent results, but that effort was too late as most of the initiated pilot projects, to which assistance was provided in forms of Feasibility Studies and Technical Designs, could not been completed before the Project end. The project would have benefitted greatly if it had been able to shift to agile management earlier.
During its first 3.5 years of implementation the project focused on ‘sub-optimal’ government partners. Even at the project launch, State Agency for Energy Efficiency would have been the proper government partner for achieving policies to promote biomass and for reaching out to municipalities to encourage them to implement bioenergy projects.

	Lessons learned
	· During the initial project implementation phase, the Project Management Team has started the implementation of the pilots in absence of a comprehensive projects pipeline. This caused challenges for operationalization of the Financial Support Mechanism envisaged in the Project Document. The future projects aiming for wide uptake of technologies are recommended to adopt the model followed by the Project in its final 1.5 years of implementation, key elements of which are: (1) a roster of expert consultants that assist clients, such as municipalities, in feasibility studies and TORs for technical design; (2) funding for feasibility studies for a large number of clients; (3) funding for technical design for a large number of clients; (4) strong interactions between the clients and roster experts that emphasize financial viability of projects and getting projects financed.
· Unaffordable interests of the local banking sector - should be mitigated through elaboration of the market-based solutions to ensure sustainability of results and align them with the products being offered to the clients. Additionally, involvement of DFIs to finance the small-scale projects for smaller municipalities to ensure the energy security at the grassroots level. 
· To ensure the sustainability and functioning of the Biomass Support Unit (BSU), a sustainable one-stop shop where municipalities and others could get support for developing bioenergy projects, envisaged by the Project document, a future project design should consider the possibility of engaging a non-government institution (as a responsible party). While the initial project’s vision was that BSU would be based within a government agency, this was later proved to be an impractical solution due to government funding constrains and change in country context. The non-government institution should be able to support the development of the targeted type of investment projects through the establishment and maintenance of a specialized platform to support investment projects across multiple priority areas. Since sustainability of such non-government BSU beyond project lifetime could still remain an issue, it is critical to develop capacity of responsible party and enable BSU to generate funds through various activities to fund continued operation.
· The domestic study tour has been recognized as effective means of building awareness and developing an investment project pipeline for future projects. There is a widespread assumption that a study tour needs to be international, domestic study tours are proved to be not only more cost-effective means, but also a generally more effective means to achieve targeted results. The domestic study tour allows participants to see the technology or approach of interest in their own national environment, which may give them a more realistic example and provide with useful continuous networking and exchange with counterparts on technical issues. Since, a study tour should be focused on the installation sites to demonstrate achievements of the project, this provides a good opportunity to see the bottlenecks and shortcomings which could be visible only after completion of the project activities.   
· Comprehensive market research on biomass boilers should be conducted at the project development stage to ensure the wide participation of potential suppliers during the project implementation phase. Conducting professional engineering surveys could be considered to make sure that the specific solutions designed for each of the locations is technologically advanced, up to the cutting-edge industrial standard for durability and ease of maintenance, as well as is climate friendly and offers a cost-effective and financially sound use of the limited financial resources. 

· Combined solutions should be considered to increase efficiency of the support, where installation of the boilers could be accompanied with comprehensive energy efficiency analysis and the application of advanced insulation materials; 
· Alternative solutions should be identified to make sure that the result could be achieved in a more efficient and climate neutral way – with less CO2 emissions and reduced maintenance costs;
· Agreements and contractual relations between the parties should be defined more explicitly through ensuring sufficient warranty coverage for the installed equipment that should be reflected in the contract with supplier. Moreover, application of the penalties should be foreseen in case if such obligations are not fulfilled. 
· Introducing the stimulating mechanism for energy crops cultivation and use in Ukraine could be one of the potential areas of intervention for future programming.
· The properly designed marketing and awareness raising campaign led to the sharp increase of the interest of municipalities in bioenergy technologies, as well as in their trust that such initiatives can be sustainable including financially. This process, in turn, facilitated the "consolidation” of engineering, technical, production capacities in Ukraine. It appeared that there are tens of qualified project developers, consultants, companies producing highly efficient equipment, etc. And finally, this process attracted the interest of FIs. For example, Ukrgasbank, expressed its interest in participation in the created FSM and finance RE (and EE as well) projects    

· Municipal bioenergy technologies are still in the pre-mature stage of their development in Ukraine and their sustainable operations are influenced by number of external factors, most important of which is related to the availability of the biomass (uninterrupted supply at more or less stable price). For example, along with sharp increase of the installed capacity of biomass-fired boilers, availability and prices of biomass pellets varied in a wide range that might lead to the higher financial risks

· One of the main supportive factors for bioenergy development in Ukraine was the legal changes allowing tariff for biomass-based energy at the level of 90% of the natural-gas-fired boilers. This was really a strong supportive factor when the gas prices were relatively high. But in the long-term, more objective tariff methodology shall be developed and applied 

	Follow-up Actions
	As a Consortium member render support in the development of the full-fledged proposal to the International Climate Initiative (IKI) “Supporting Implementation of the Paris Agreement and Protection of Biodiversity in Ukraine”, which will be developed based on the experience of the following UNDP projects:

-“EU4Climate” (supports the development & implementation of climate-related policies)

-“Development and Commercialization of Bioenergy Technologies in the Municipalities” (promoted biomass for heating and hot water)
- “Ukraine Energy Efficiency Secretariat and Expert Hub” (supported the GoU with the development of the Energy Strategy and Action Plan).

 In particular, the support will be rendered for the development of the Priority Area 3 “Promotion of sustainable biomass as a substitution for fossil fuels”.


	Project Information

	Award ID:
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https://saf.org.ua/en/news/125/
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