


SWOT ANALYSIS
STRENGTHS:

1. Guaranteed Feedstock Availability
One common great weakness of biomass-based energy projects is the instability and price-insecurity of the biomass feedstock sourcing.  By contrast, in this project, this is one of the biggest strengths.  Ukraine has vast biomass resources, both naturally-occurring biomass and agricultural waste biomass (as well as potentially cash-cropped biomass).  
And in the case of this project – the biomass feedstock is produced and guaranteed by one of the largest Agricultural companies in Ukraine, whose (wheat, rapeseed, sugar beet, sunflower, barley and corn) fields and processing facilities are nearby and which is already producing huge quantities of the biomass from its current operations in those fields and processing facilities – in fact, there may already be some over-production of some agricultural waste streams and issues with its storage/disposal (e.g., sugar beet bagasse).  
2. Strong & (Perforce) Committed Local J.V. Partner
The Ukrainian Agro-company’s Sugar Mill desperately needs the Heat (Steam) to sustain its sugar manufacturing operations.  So the Agro company has a very strong motivation to make sure that this CHP plant keeps receiving a steady flow of the feedstock and producing heat and power.  The Agro company will contract to supply the biomass feedstock (in a form ready to use by the proposed CHP plant), delivered to the CHP plant’s production site (arranged by the Sugar Mill and adjacent to the Sugar Mill premises), at prices directly tied to the cost of the Steam that the Sugar Mill is contracting to buy back from the CHP plant.  Note that the Agro company is also expected to be an equity stakeholder in the SPV that will own and operate the CHP plant, to the tune of (up to) 39%.  
3. Exceptionally High Contribution Margin
In this project, the costs of Raw Materials, Labor and other inputs (as a percentage of the total revenue) are quite small.  The ‘Contribution’ margin is very high – 87% of the Total Revenue (refer Financials).  
4. High Growth In Economy
Ukraine’s economy is growing relatively fast.  It took a beating from the Global Financial Crisis of 2009-2010, but is growing again now.  It is currently expected to grow at between 4.5% to 6.5% a year in the forseeable future (which is slightly slower than Poland, but much faster than Germany, France or UK).  
5. Stable & Sustained Push Toward E.U. Green Energy Standards
Ukraine’s political situation is stable.  Its currency (the Hryvna) is quite stable vis-à-vis the Euro.  Ukraine has applied for and is pursuing full membership to the E.U. for several years now.  It is already a member of the European Energy Union (one of the key steps to joing the EU).  This is a leading factor influencing Green Energy legislation and practices in Ukraine, which are being brought to par with the standards prevalent in other EU nations, e.g., Germany or Sweden.  That means an immense expansion of the non-polluting and renewable Green Power sector, and a gradual de-coupling or reduction of dependence from the fossil fuel and nuclear power sectors.   In line with this, Green Power has been identified by the Ukrainian Government as one of its four highest priority areas.  This is driving the Biomass, Wind and Solar power industries in Ukraine.  Of these, Ukraine has the most potential for Biomass-based power, as it is a very biomass-rich land.  As such, the drive towards Green Power (and particularly Biomass) is likely to continue irrespective of any other factor.  
6. Excellent Legislative Support
A. Ukraine’s Feed-in Tariff guarantees producers of biomass-based power a minimum price of 12.4 euro-cents (or higher) per kwh.  

B. Ukrainian law also guarantees 100% offtake of all biomass-based power produced from any producer (in preference to conventional power).  

C. And the cost of connecting any green power producion facility to the grid is borne by the state and grid operators (not the producer of the green power).   

D. There is a 10-year exemption from Income Taxes for producers.  

E. The sector is also VAT-exempt.  

F. There are available exemptions from (100% of) customs duties (although these require specific applications to be made).  

7. Rising Costs Of Fossil Fuels & Nuclear
With the rapidly rising cost of fossil fuels, both globally and in Ukraine, and the recent nuclear disasters in Japan, the biomass sector in Ukraine is rapidly becoming more attractive.  
8. Expedited ‘Project Development’ – Short Gestation Period To Revenues & Profits
A CHP plant or power project of any kind takes a long time, sometimes years, of planning and ‘Project Development’, i.e., the permit-gathering and preparatory work that must be completed before the ‘Building Permit’ is issued for the construction of the plant.  Working through this, ensuring compliance with all in-country laws and often intricate local regulatory framework – can be very intimidating for any investor, particularly testing the patience and forbearance of a foreign investor.  But since this particular CHP plant replaces an existing legacy (60 year-old) CHP plant – it is deemed a ‘modernization and upgradation’ project, rather than a new power plant, hence the permit-gathering and licensing process is deemed to be much shorter than otherwise.   Also, since UkrAgCo1 will be assisting with this process, and they have immense leverage with the local authorities as the leading local employer, that is also likely to speed up the process considerably.  
WEAKNESSES:

1. Weak Banking Sector
Ukraine gained its independence from the USSR in 1991, and as such is a relatively new economy.  As in most post-Soviet Bloc countries, the Financial Markets are not yet very well developed.  Ukrainian banks were quite badly affected by the Global Financial Crisis of 2008, and while things are much better now and getting better all the time – there is not yet a lot of money in the Ukrainian banking sector.  The nation is dependent on external sources like the EBRD, World Bank, and of course German, Austrian, Russian banks operating there.  

2. Immature Stock Market
The Stock Market is also not as well developed as in the West.  

3. Underdeveloped Domestic E.P.C. Sector
The EPC or ‘Turnkey’ Engineering Contracting industry in Ukraine is less developed.  So foreign EPC contractors have to be used.  And European (or American) EPC firms tend to be very expensive.  

OPPORTUNITIES:

1. Higher I.R.R. Than Other Markets
CEE (Central & Eastern Europe) offers investors much higher rates of return than Western Europe, and Ukraine is one of the largest and most attractive markets in CEE.  And the Power sector is of course one of the safest and most stable sectors of industry.  Within that sector, the Green Power segment is less developed than conventional power, and affords the most potential.  

2. Ukraine Rich In Resources
Ukraine was historically the richest and most developed part of the USSR – it was called the “Breadbasket of Eastern Europe”, and was also the centre of the Soviet Union’s High-Tech and Heavy Industry.  While the country is undergoing the painful process of reinventing itself as an independent nation (for the first time in its history) – the economic and geographic fundamentals remain unchanged.   Ukraine is still the most fertile land, capable of feeding all Europe with its verdant forests and fields and its well-developed agricultural sector.  Larger than France, Ukraine is also the largest nation in Europe (excluding Russia), and it is the most populous of the ex-Soviet Bloc nations (after Russia).  Despite all its attractions, it has been slow to attract foreign investors, who have flocked to neighboring Poland and nearby Czech, but not yet to Ukraine in large numbers.  But Ukraine has the potential to be much more than Poland or Czech.  And it will be.  That is just a matter of time.  And when that happens, foreign investors who entered the Ukrainian market early will enjoy great ‘early bird’ advantage.  
3. Easy Expansion Potential
The ABCD Sugar Mill is one of about 4 owned by UkrAgCo1, each of which contains a legacy (decrepit) CHP plant that will soon need to be replaced.  And Ukraine is full of other legacy assets that are in dire need of replacement.  So if we are successful with ABCD, we are likely to get many more similar projects at an early date.  

4. E.P.C. Cost Advantage
Since the Promoter/Developers of this project have their roots in the EPC contracting industry in India, and Indian EPC costs are typically much lower than in Europe or America – this can translate into some crucial cost advantages for the project.  

5. Good Exit Strategy For Private Equity/Financial Investors
The Promoters/Developers of the project will be agreeable and open to engaging in a discussion to giving any investors the option to sell their stake(s), based on stock pricing formulae and exit strategies agreed upon in advance, say, after a period of five-ten years of operation of the CHP plant.  

THREATS:

1. If The XXXX Company Shuts Down
This is not likely – XXXX is one of the largest companies in Ukraine, one of the largest players in the Agricultural sector of Ukraine and Eastern Europe, the largest producer of eggs, and one of the largest producers of Sugar and many other staples.  
XXXX is to be the contracted suppliers of the feedstock, so their absense will have an impact.  

Recourse:  If XXXX fails, we would then have to find other sources of feedstock – biomass, peat, etc. – which are in plentiful supply in the Rivne region.  The power demand and offtake will also not be adversely impacted (as it is protected under Ukrainian Green Energy law).  
2. If Ukraine Decides Not To Join The E.U., & Starts To Move Away From The West
This is not likely – regardless of the political posturing de jure, as it seems to be the Popular Will of the Ukrainian people to join the West and move away from Ukraine’s past and domination by Russia.  
But if this unlikely event occurs, can that impact their current robust emphasis on developing Green Energy production and –  in the face of rapidly growing domestic energy demand – move the Energy Industry’s current and anticipated direction away from ‘Green’ and back towards the production of Fossil Fuel-centric and Nuclear-centric electricity and heat?  

Recourse:  In the unlikely event that Ukraine does back-pedal from its current politico-economic trajectory, it is even more unlikely that they will move away from Green Energy, particularly Biomass, regardless of the changing colors of the political winds.  Why?  
a. Because Fossil Fuel prices are already very high and will grow higher.  
b. Public awareness of the pollution/Greenhouse Gas consequences of fossil fuel use is already widespread and growing in Ukraine, and even in Russia.  
c. And so is the awareness of the dangers of nuclear power, in the aftermaths of the recent Japanese nuclear disasters –particularly as Ukraine was the site of Chernobyl (the first nuclear power-related disaster), something that strikes a national emotional chord with Ukrainians.  
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