Transparent energy trading in secessionist regions
Case of Ukraine
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Introduction
In 2014, Russian aggression has led to occupation of the Autonomous Republic of Crimea and
Sevastopol, and the separate districts of Donetsk and Luhansk Regions (ORDLO in Ukr.) of
Ukraine.

Figure 1: Occupied territories of Ukraine
In March 2014, Russia occupied and annexed the Autonomous Republic of Crimea (the ARC)
and Sevastopol. The aggressor seized energy infrastructure facilities not only on the Crimean
Peninsula, but also offshore gas field facilities in the exclusive maritime zone of Ukraine. The
energy infrastructure facilities, coal mining enterprises and power generating plants were also
seized on the territory of ORDLO. A large number of the facilities suffered significant damage
due to military actions; they were plundered and destroyed by illegal military formations. The
enterprises, which continued activities there, tried to maintain relations with Ukraine by reregistering. However, in the end they were seized by the illegal military formations in the
process of the so-called nationalization after a trade blockade of the occupied territories was
established in 2017.

4

After the annexation of Crimea by Russia, Ukraine continued to supply electric power to the
occupied peninsula until October 2015. However, under social pressure (civil blockade) the
service was eventually disconnected. Russia makes efforts to build local power generating
facilities based upon combine cycle gas turbine (CCGT) power plants. Besides, assisted by a
Chinese company, Russia installed 4 power lines which have total capacity of 800 MW from the
Taman Peninsula to solve problems due to lack of electricity in Crimea after the power supply
was cut off by the Unified Power Systems of Ukraine. Up to this day, power supply failures and
temporary shutoffs occur in the occupied Crimea.
Practically immediately after the annexation, Ukraine cut off water supply from the Dnieper
River to Crimea through the North Crimean Canal. Russia gave green light to illegal production
of hydrocarbon fuels from deposits, which belonged to Chornomornaftogaz – the subsidiary
company of Naftogaz of Ukraine NJSC, which made it possible to satisfy basic natural gas
requirement of the occupied Crimea. Supply of oil products was arranged through oil terminals
in Kerch, Feodosiia and Sevastopol seized by Russia.
The occupation of ORDLO ruined integrity of gas and electric power supply infrastructure of
Ukraine. Military actions destroyed significant number of the gas distribution infrastructure
facilities and power lines. The Regional branch of Ukrtransgaz Company performed technical
reconfiguration of the gas supply system without cutting off main pipelines on the occupied
territories. Electric power continued to be supplied until 2016, and the supply was cut off only
following prolonged social protests. With this, only insignificant part of the supplied electricity
was paid for, and the regional power supply companies accumulated huge debts, in particular
Luhansk Energy Association LLC; the debts are not paid off by this day.
Russia claimed that it supplied gas and electricity to ORDLO and tried to make the Ukrainian
companies to pay for the supplies. Naftogaz of Ukraine NJSC included this issue in the lawsuit
filed in Stockholm Arbitration Court, and the Court ruled against Russia’s Gazprom, which
invalidated plans of Russia to implement the tactics they used in Transnistria to impose the socalled “gas debt”. The problem concerning electricity is yet to be solved, since Russia can still
exert pressure on Ukraine due to dependency on anthracite for the thermal power plant in
Shchastya (Novoaidar District of Luhansk Region) and technological synchronization of the
electric power systems of both countries.
Although Ukraine has learnt the lessons of Moldova, and for now, Russia could not create
mechanisms to exert the debt pressure, as it has been done in Transnistria, the facts of
misappropriation of natural resources in the ARC and ORDLO are very important for our country
and require the State authorities’ permanent attention. Also, a possibility that Russia returns to
implementation of economic blackmail using the occupied territories to achieve its purposes in
case pro-Russian political forces strengthen their positions in Ukraine cannot be excluded.
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1. Description of main players of energy sector related to secessionist
regions
Crimean Peninsula
In the occupied ARC, there remain core assets of the Ukrainian State-owned
Chornomornaftogaz Company, local gas transmission infrastructure of Ukrtransgaz Company
and Hlibovske underground gas storage facility, assets of the State Enterprise “Feodosiia
Petroleum Products Supply Company” and the Crimean Electric Power System1, separate
subdivision of SE “Ukrenergo NPC”.
The State-owned Chornomornaftogaz JSC is a wholly owned subsidiary of Naftogaz of Ukraine
NJSC, and until March 2014, it was involved in production of gas, oil and gas condensate from
onshore hydrocarbons fields in the ARC and offshore fields in the exclusive maritime economic
zone of the Black Sea and the adjacent areas of the Azov Sea. On the company’s books there
were 17 fields, including 11 gas fields, 4 gas condensate fields and 2 oil fields, with total
reserves of 58.56 billion cubic meters of natural gas, 1231 thousand tons of gas condensate and
2530 thousand tons of oil2.
After the occupation of the ARC, the Russian forces illegally seized not only facilities of
Chornomornaftogaz on the territory of the peninsula, in particular technical fleet vessels in
Chornomorske, but also production platforms jack-up drilling rigs on the Black Sea shelf in the
exclusive maritime economic zone of Ukraine. The company underwent re-registration on the
territory of mainland Ukraine in order to be able to continue operation and to claim back its
assets through international lawsuits. In May 2017, the special Law “On introduction of changes
into legislative acts of Ukraine in regard to stabilization of the state-owned Chornomornaftogaz
JSC in connection with temporary occupation of the territory of Ukraine” was passed in order to
ensure the company’s operation and to guard it against bankruptcy. Prymorskyi District Court
of Odessa City ruled to put a lien on 27 vessels, 4 jack-up drilling rigs and 33 non-residential
premises of Chornomornaftogaz3, which were illegally seized on the temporarily occupied
territory of Crimea.
In September 2017, representatives of the law-enforcement bodies of Ukraine and
Chornomornaftogaz JSC sailed on a Ukrainian Coast Guard motorboat to the area where
Odeske, Golitsynske, Shtormove and Arkhangelske offshore gas fields were located. They
conducted visual inspection of 4 jack-up drilling rigs “Petro Hodovanets”, “Ukraine”
(“Independence)”, “Sivash”, “Tavrida”, 6 stationary offshore platforms “Shtormova-17”, “MSP2”, “MSP-4”, “MSP-5”, “MSP-7”, “MSP-18”, 5 wellhead platforms No. 1, 10, 11, 13, 23 and

1

https://ua.energy/about/struktura/krimska-es/
https://investigator.org.ua/blogs/206074/
3
https://www.ukrinform.ua/rubric-crimea/2301550-prokuratura-ark-pidtverdila-zahoplenna-okupantami-visokcornomornaftogazu.html
2
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tugboat “Centaur”. All assets and facilities were controlled by armed persons; on some of the
facilities the flag of the Russian Federation was hoisted.

Figure 2: Fixed offshore platform of Chornomornaftogaz JSC and soldiers of Russia’s special
operations forces who guard the seized facility
In November 2018, Verkhovna Rada of Ukraine passed the Law of Ukraine No 8338 “On
introduction of changes into legislative acts of Ukraine in regard to resumption of operation of
the state-owned Chornomornaftogaz JSC”4. It regulates the procedure aimed at resumption of
the company’s activities, opening and servicing of bank accounts, repayment of debts and
establishing business relations with service providers.
Naftogaz of Ukraine NJSC filed a lawsuit in the tribunal established under the rules of the
Permanent Court of Arbitration in The Hague demanding compensation for the losses incurred
as a result of illegal seizure of its Crimean assets by the Russian Federation5 amounting to approximately
5 billion US dollars. The Court is expected to issue a decision in 2019.
As of the beginning of 2019, on the books of Chornomornaftogaz JSC there are all assets which
have been seized by Russia as a result of occupation and annexation of the ARC; the production
actually continues only in the Strilkove gas field in the Azov Sea. From among 19 special
permits, the major part was cancelled due to the absence of the possibility to continue
operation on the occupied territory.

4

http://zakon.rada.gov.ua/laws/show/2320-19/sp:max10
http://www.naftogaz.com/www/3/nakweb.nsf/0/0B22AB0A9EEF3D87C22581A100238F32?OpenDocument&High
light=0,%D0%BA%D1%80%D0%B8%D0%BC
5
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Table 1. Volumes of illegal natural gas production on the Black Sea shelf and on the territory of
the ARC during the occupation
No Volume of natural gas
2014
2015
2016
2017
2018
produced, MMm3
1.

2.

Based upon data
provided by the
Ukrainian sources
Based upon data from
the occupants’ sources

1 117

980

880

-

-

1500*

1844*

1644*

1700*

1700**

Source:
2014-2016
https://www.ukrinform.ua/rubric-economy/2219643-cornomornaftogaz-rosia-vkrala-zukrainskih-rodovis-vze-tri-milardi-kubiv.html
* Data obtained from the sources belonging to the so-called “State Unitary Enterprise of the Republic of Crimea
“Chernomornneftegaz” https://investigator.org.ua/blogs/206074/
** According to forecasts of the occupation authorities in the ARC

The occupation authorities set up their own State Unitary Enterprise of the Republic of Crimea
“Chernomorneftegaz” based upon the assets of the Ukrainian under protection of the military
forces of the Russian Federation, this enterprise launched illegal operation of the hydrocarbon
fields on the territory of the ARC, in the Black Sea and the Azov Sea. As of the beginning of
2018, according to forecasts of Verkhovna Rada Committee on Fuel and Energy Complex,
Nuclear Policy and Nuclear Safety6, the illegal production amounted to over 7.3 billion cub m of
gas and 231 t of oil and gas condensate. Production is carried out in 2 gas condensate fields
(Holitsynske and Shtormove), 6 gas fields (Arkhanhelske, Dzhankoyske, Zadornenske, SkhidnoKazantipske, Pivnichno-Bulhanakske and Odeske) and one oil field (Semenivske).
After imposition of sanctions against the Russian Federation for annexation of the ARC, Russia’s
Gazprom refused to officially incorporate State Unitary Enterprise of the Republic of Crimea
“Chernomorneftegaz”7 into its asset composition; this prevented large-scale development of
hydrocarbon reserves in the deposits seized by the occupants.
Since April 2, 2014, Ukrtransgaz lost all control over the company’s assets in the ARC occupied
by Russia. In particular, the above-mentioned assets include trunk gas pipeline DzhankoyFeodosiia-Kerch, 22 gas distribution stations, as well as Hlibovske underground gas storage
facility, which belongs to Chornomornaftogaz. Due to this fact, the company terminated
supplies of natural gas to the occupied territory of the ARC in order to balance seasonal
consumption. The above-mentioned assets are included in the lawsuit of Naftogaz of Ukraine
NJSC against Russia; the case is going to be examined by the Permanent Court of Arbitration in
The Hague.
6

https://tsn.ua/groshi/rosiya-nezakonno-vidobula-v-aneksovanomu-krimu-ponad-7-milyardiv-kubometriv-gazu1106130.html
7
https://ukrenergy.dp.ua/2014/10/21/ukraina-chernomorneftegaz-ostanetsya-samostoyatelnym-predpriyatiem-ine-vojdet-v-oao-gazprom.html
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The State Enterprise “Feodosiia Petroleum Products Supply Company” owned a submerged
technical complex, a land plot close to Feodosiia Bay, oil reservoirs and oil transfer units. The
company’s assets were seized by the occupation authorities by means of the so-called
“nationalization” in March 2014; the enterprise was re-registered on the territory of mainland
Ukraine as a State oil products supply company under control of the Ukrainian Ministry of
Energy (Minenergo)8.
Ukrenergo NPC SE owned Dzhankoy, Simferopol, Feodosiia main power transmission lines,
which were a part of the Crimean Electric Power System, founded on October 1, 1998, and an
education-training center. In total, the company operated and maintained 1353 km of 220-330
V overhead power transmission lines and 15electric substations9; the enterprise had 2 sanatoria
for its personnel. In the spring of 2018, Ukrenergo NPC SE officially notified Russian authorities
of the beginning of the investment dispute regarding the company’s assets, which were illegally
seized after annexation of the ARC10. In October 2018, the procedure was launched in order to
select a law firm which would represent Ukrenergo NPC SE11 in the lawsuit against the Russian
Federation concerning the company’s assets lost as a result of occupation and annexation of
the ARC.
The Crimean Electric Power System has been designed during the Soviet era to supply
electricity from the mainland to the peninsula through 4 overhead power transmission lines
from the Unified Power Systems of Ukraine. Maximum power transmission capacity is 1250
MW, which corresponds to the maximum potential power consumption on the peninsula.
Crimea’s own thermal generation amounts to 205.5 MW, including Sevastopol. (Basic local
power generation breakdown figures are as follows: 100 MW at Simferopol CHPP (with project
capacity of 100 MW), 6 MW at Kamysh-Burun CHPP (with project capacity of 30 MW) and 14.5
MW at Saki CHPP (with project capacity of 14.5 MW), and Sevastopol CHPP having 60 MW
capacity.
After termination of electric power supply from the mainland Ukraine in 2016, the following
projects became the main means of overcoming the power deficit:
- Russia’s power bridge from Krasnodar Krai, 800 MW capacity.
- Sevastopol (Balaklava) and Simferopol (Tavricheska) TPPs (CCGT), 470 MW capacity each.
According to plans, the two TPPs were to be built by May 2018; however, as of January 2019
they were not launched at full capacity due to problems with launching of turbines
manufactured by Siemens AG of Germany. One power unit works on Tavricheska TPP and one –
on Balaklava TPP producing 235 MW. The second unit of Balaklava TPP is ready to start
generating electricity, but the main remaining problem is connection of the TPPs to the
8

https://wog.ua/ua/news-detail/wog_vvazhaye_shcho_pidkontrolne_minenerho_pidpryyemstvo_prychetne/
http://energyua.com/1093-0.html
10
https://www.radiosvoboda.org/a/news/29155968.html
11
https://hromadske.ua/posts/ukrenerho-nastupnoho-roku-podast-pozov-proty-rosii-cherez-vtrachene-u-krymumaino
9
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network. The plants are not operated at full capacity due to the fact that there is a problem
with power distribution. During the Soviet era, the Crimean electric power system was oriented
at supplying electricity from the mainland Ukraine –from north to south. Today it has to be
redesigned for east to west operation. In this connection, in early November 2018 the Ministry
of Temporarily Occupied Territories and Internally Displaced Persons of Ukraine informed about
the accident at Tavricheska TPP which occurred due to the failed attempt to launch a gas
turbine: “On November 3, 2018 on the roof of the main building of Tavricheska TPP a fault
section was discovered with the signs of damaged roofing due to thermal impact… Siemens gas
turbines were being installed at the TPP, which could lead to the accident.” Similar accidents
also occurred earlier, in March 2018.
Since 2017, two combined cycle gas turbine units are being built at Saki CHPP with total
capacity of 120 MW. To enable gas power generation, a gas pipeline seven kilometers long has
been built to bring gas from of Hlibovske underground gas storage. In April 2018 installation
and start-up works were started for the first phase of construction, i.e. launching of gas
turbines. On September 11, 2018, KrimTEC JSC informed that it completed test trials and
integrated equipment tests pertaining to the first phase of the project with total electric power
generation capacity of 90 MW. It was planned that by Power Engineers' Day – December 22,
2018 - the second phase of Saki CHPP would be ready to start operation, however, as of midJanuary 2019 the plans fail.
Works on the territory of mainland Russia gradually progress. In May 2018 information about
completion of the 500 kW overhead power transmission line “Rostovska-Andriivska-Taman”
appeared in Russian media; the line is to be a part of the Crimean power bridge. Rostov Nuclear
Power Plant is used as a point of coupling and a source of electric power for the power bridge.
According to assessments of Russian power engineers and specialists of the “ministry of
economic development of Crimea”, in 2020 the peninsula’s requirement in electric power
would be not less than 2 GW. Electricity deficit is forecast even taking into consideration the
power flow through the Kuban-Crimea power bridge. It is noted that with “dynamic economic
development” – this should be understood as active militarization of Crimea – the electricity
deficit in Crimea will increase from today’s 60-80 MW to 600 MW in 2020, according to
forecasts made by Taras Tsely, General director of KrimTEC JSC, even after launching of
Tavricheska and Balaklava TPPs, as well as new power plant in Saki.
The Russian Federation will need several years to completely rebuild the Crimean power system
for operation from east to west. It is predicted that the electricity deficit on the peninsular will
increase due to active militarization of Crimea.
The occupied districts of Donetsk and Luhansk Regions
Right from the start of operations aimed at seizure of power in Donetsk and Luhansk Regions
the Russian armed forces and local mercenaries began to establish control over energy
infrastructure facilities and energy complex enterprises.
10

For reference12:
Gas transportation system of Ukraine is a complex of high and medium pressure gas
pipelines, 38550 km long in total, with 72 gas compressor stations, 1455 gas distribution
stations, 13 underground gas storage facilities, 6 regional main gas pipeline branches,
including 41 gas pipeline management directorates and 9 underground gas storage
offices. The underground gas storage facilities comprise an integral part of the Ukrainian
gas transportation system. Their active storage capacity is 30.95 bcm, maximum daily
throughput capacity during the season of withdrawals can reach, under corresponding
conditions, 290 MMm3. The main underground gas storage facilities – 4/5 of the total
storage capacity – are located in the western part of the country, close to the main transit
gas pipelines – “Urenhoy-Pomary-Uzhgorod”, “Soyuz”, and “Progres”. It is possible to use
the underground gas storage facilities not only to compensate for the seasonal
fluctuations in consumption, but also to accumulate strategic reserves of up to 15 bcm in
order to ensure stable supplies of gas to consumers in Central Europe, Balkan countries
and Turkey.
When intensive military activities were conducted by the Russian armed forces and
secessionist military formations in the eastern part of the country, the gas distribution
systems, which were located in the battle zone, sustained 31 damages, all told. In 10
cases, it was impossible to restore functionality of the damaged facilities. In other 21, their
operation was resumed after repairs.
The Unified Power System incorporates 8 regional electric power networks, 265 producers
of electric power, including 7 electric power generator companies which produce over 90%
of electricity, as well as 45 power distribution companies, 5 thermal power generator
companies, 14 TPPs with 102 station units. Ukrhydroenergo PJSC operates 102
hydroelectric units of the cascade of major hydraulic power stations on the Dnipro River
and the Dniester River. Energoatom Nuclear Energy Generating Company operates 15
nuclear power plant units at 4 nuclear power plants. The Unified Power System of Ukraine
includes 220-750 kW major electric power networks, which are operated by Ukrenergo
NPC SE and power distribution networks serviced and maintained by 45 regional power
distribution companies.
In the immediate vicinity of the military activities zone Luhansk TPP (1.4 GW), Vuhlehirska
TPP (3.6 GW) and Myronivska TPP (0.2 GW) are located. In 2014-2015, bombardment of
these facilities damaged their equipment, substations and power transmission lines. As a
result of military activities on the territory of Donbas Regional Power System, 12 220 kW
trunk power transmission lines, 6 330 kW power lines and 2 500 kW power lines remain
damaged. In general, the impact of the above-mentioned damages on operation of the
UPS of Ukraine has been localized. Among important power generating facilities located
on the territory of ORDLO are Starobeshevo TPP (1.9 GW) and Zuyivska TPP (1.2 GW).
12

Summarized data based upon data obtained from Ukrtransgaz PJSC, Ukrenergo NPC SE and the National Institute
of Strategic Studies.
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The state-owned mines incurred the most damage; the majority of them – around 40 mines13 –
required financial resources and drainage operations. Some of them were ruined due to the
military actions and they cannot be restored, and some were dismantled for scrap. Private
company DTEK owned by a Donetsk oligarch Rinat Akhmetov kept control over its assets on the
occupied territories, including mines, TPPs and metallurgical plants, until their so-called
“nationalization” in 2017. The State-owned mines, and in the period of time between April and
November 2017 the DTEK mines, were controlled by Coal of Donbas Trading House which was
headed by a henchman of Oleksandr Zakharchenko, the former leader of the illegal military
formations on the occupied territory of Donetsk Region, until the latter was killed.
Ukrtransgaz Company, operator of the UPS of Ukraine, lost some of its assets, which were
managed by its regional branch “Donbastransgaz” during the first half of the year 2014. Some
infrastructure facilities were destroyed, and some were seized by pro-Russian forces. In
particular Ukrtransgaz lost control over its structural unit “Donbastransgaz”14, 2500 km of
pipelines, Krasnopopivske and Verkhunske underground gas storage facilities15.
During the first months of 2014 Ukrenerho NPC SE lost a portion of the Donbas Power System’s
assets on the occupied territories and some infrastructure facilities in Luhansk Region due to
their deliberate destruction by the illegal military formations, in particular Luhansk TPP (1425
MW) in the town of Shchastya. Since ORLO accumulated huge debts (5.2 billion hryvnias in
total) not paying for electricity supplied by this TPP and nobody was going to repay them, in
April 2017 supply of electric power to the temporarily occupied territories of Luhansk Region
was cut off. ORLO face the problem of undeveloped electricity transmission lines that makes
problems to transport all necessary volumes of electricity from ORDO or Russia. Later, in July
2017 the electric power supply to the occupied territories of Donetsk Region was also cut off,
since their debt reached 5.8 billion hryvnias.16 Moreover, this debt caused blackouts for some
consumers in ORDO.
Private company “DTEK Skhidenergo” managed to keep control over its energy assets until 2017
by means of their juridical re-registration. However, after the so-called “nationalization” in
2017 Zuyivska TPP (Zugres, DTEK) and Starobeshevo TPP (Starobeshevo, “Donbassenergo”) cut
all relations with the Ukrainian parent companies. The regional electric dispatch center in
Gorlivka remained on the occupied territory and was the biggest loss of Ukrenerho NPC SE.
In addition to the above mentioned assets, on the territory of ORDLO Zuyivska Experimental
TPP, power installations of Donetsk Machine-building Plant, Yasynovskiy Coke-making Plant,
Alchevsk Coke-making Plant, Gorlivka Coke-making Plant, Makiyivka Metallurgical Plant,
Yenakiyevo Metallurgical Plant, Alchevsk Metallurgical Plant, Makiyivkoks, TPP of Silur OJSC,
13

http://gazeta.zn.ua/energy_market/proschanie-s-donbassom-_.html
https://www.epravda.com.ua/publications/2018/03/7/634729/
15
http://elar.nung.edu.ua/bitstream/123456789/3870/1/5672p.pdf
16
https://www.depo.ua/ukr/money/ukrayina-pripinila-postachannya-elektroenergiyi-okupovaniy-luganschini20170425561341
14
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power installations of Dmytro Firtash’s PJSC “Concern Stirol”, Cargill Plant and TPK Ukrsplav
LLC17.
Russian-led occupation forces try to use the enterprises still in operation to provide
employment for population and to secure at least some financial resources to sustain life on
the territory of ORDLO. By cutting off supply of raw materials which were necessary for
operation of metallurgical enterprises, in 2017 Dmitry Kozak, Deputy Prime Minister of the
Russian Government who handles economic issues for ORDLO, forced representatives of
Russia’s industrial groups to arrange for supply of iron ore and to create favorable conditions
for exports of metallurgical products despite the threat of sanctions18.
Starting from November 2018, control over the vast majority of enterprises in ORDLO goes to
Vneshtorgservice Company, registered in South Ossetia and masterminded by Serhiy
Kurchenko, a former representative of Viktor Yanukovich’s family; the list of these enterprises
includes coalmines, power generating and metallurgical plants. By doing this, the Russian
Federation has created a center, which controls financial resources generated on the territory
of ORDLO and their subsequent redistribution. The Russian companies, which established
relations with the enterprises on the occupied territories, have been elbowed out and their
collective appeals to the government have been ignored.
Gaz Alliance Company, which is also closely related to Serhiy Kurchenko, was granted exclusive
rights to supply energy resources to the territory of ORDLO and to collect payments for their
consumption.

17

https://economics.unian.ua/energetics/1047374-minenergovugillya-zatverdilo-spisok-elektrostantsiy-v-zoni-atodlya-pripinennya-rozrahunkiv.html
18
https://biz.nv.ua/publications/k-chemu-privedet-natsionalizatsija-ukrainskih-predprijatij-v-ldnr-807598.html

13

2. Developing energy trading schemes
The Russian Federation uses two different approaches to creation of schemes for supplying
energy resources to the occupied territories of Ukraine – the ARC and ORDLO, which were
formed as the conflict progressed and which were frequently corrected.
Occupied Crimea
After annexation of the ARC all state-owned Ukrainian enterprises were annexed and brought
under control of the Crimean occupation authorities directly managed by Moscow. In the
beginning, V. Putin was counting on quick settlement of the annexation issue on the
international level, which would make it possible to transfer core assets of the energy complex
of the ARC to the corresponding Russian companies. Introduction of sanctions for annexation of
the ARC made the Russians give up their plans to incorporate Chornomornaftogaz into Russia’s
Gazprom. Until this day, the so-called State Unitary Enterprise of the Republic of Crimea
“Chernomorneftegaz” controls the entire complex of the seized assets, including oil and gas
fields, vessels of technical fleet, auxiliary technical facilities, offshore and onshore
infrastructure.
Until January 1, 2017, the electric power sector facilities were managed by the so-called State
Unitary Enterprise of the Republic of Crimea “Krymenergo” which was based upon the Crimean
power system of SE Ukrenergo NPC after annexation of the ARC. Eventually, according to
information released by the Ministry of Energy of Russia 19, this enterprise was transferred to
the System Operator of the Unified Power System JSC as “Regional Dispatching Office of the
Power System of Crimea and the city of Sevastopol” (Chernomorskoye RDU in Rus.)20
In autumn 2015, the Ukrainian civil society organizations established a blockade of electric
power transmission lines to the occupied ARC, which resulted in complete stoppage of electric
power supply to the peninsula. Formal causes of the blockade were the news about the
existence of the contract between the above mentioned companies which included a statement
to the effect that the ARC was under Russian jurisdiction. In fact, the public felt insulted by the
fact that the Ukrainian authorities, hiding behind the law on establishment of free economic
zone “Crimea”21, arranged for active trading with the occupation authorities in the ARC.
Stoppage of electric power supply to Crimea led to a series of blackouts on the territory of the
occupied ARC in 2015-2016, which compelled the Russian Federation to put forth tremendous
effort to overcome problems with electricity deficit on the peninsula.

19

https://minenergo.gov.ru/node/6871
https://www.kommersant.ru/doc/2712845
21
https://zakon.rada.gov.ua/laws/show/1636-18
20

14

Occupied territories of Donetsk and Luhansk regions
Armed hostilities have led to destruction of some part of the gas transmission infrastructure
and natural gas delivery interruptions on both sides of the frontline. Ukrtransgaz lost control
over its regional branch “Donbastransgaz” and, after carrying out some technical operations,
cut off the occupied territories from the gas transmission system of Ukraine.
Starting from February 2015, using the so-called Minsk agreements as a pretext, Russia’s
Gazprom22 began make declarations about supply of natural gas to the occupied territories of
ORDLO via the gas delivery measuring stations “Prokhorivka” and “Platove” in the southeastern
sector of the border with the Russian Federation, which is not controlled by Ukraine, and issue
invoices to Naftogaz NJSC. Naftogaz rejected Gazprom’s approach right away, since it
contradicts the terms of the existing contract for gas supply; the contract stipulates the
acceptance procedure to be conducted at specific gas delivery measuring stations with signing
of bilateral acts. Later, in 2017, the ruling of Stockholm Arbitration Court23 confirmed that the
Ukrainian company has no obligations to pay for unmeasured volumes of gas. It was a juridical
confirmation of the fact that Russia failed to enforce the so-called “Transnistria variant of gas
debt” on Ukraine.
The scheme of gas supply to the occupied territories of ORDLO included a mediator (supposedly
Serhiy Kurchenko and companies affiliated with him, registered mostly in Rostov Region of the
Russian Federation or in South Ossetia). For example, Oilinvest 2014 Co. became a widely
known monopolist in the field of oil products supply to the territory of ORDLO as far back as
2014 with equity capital of less than 11 thousand Russian rubles24. In September 2015, a
conflict broke out between the leader of Donetsk illegal military formations Oleksandr
Zakharchenko and Serhiy Kurchenko, which led to prohibition of any economic activity in
separate districts of Donetsk Region based upon allegations that the latter misappropriated
financial means received for supply of oil products and natural gas 25. After Oleksandr
Zakharchenko was killed, there appeared information about resumption of active operations of
Kurchenko’s business structures on the occupied territories of ORDLO; it is believed that his
direct curator is Dmitry Kozak, Deputy Prime Minister of the Russian Government, who
personally “oversees” economic activities in ORDLO26.
Until November 2015 the so-called “swap” operations concerning electricity deliveries were
carried out, which enabled Russia’s Inter RAO Co. to supply electricity to the territory of Ukraine
via “Amvrosiivka”, “Pivdenna”, Kvashino-Tyahova” substations in Donetsk Region and
“Peremoga”, “Tsentralna”, “Tyahova” substations in Luhansk Region. In March 2015, as a result
of activities of illegal military formations in ORDLO, the control over the above mentioned
facilities was lost. The Chamber of Commerce and Industry issued a certificate concerning force
22
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majeure circumstances experienced by Ukrenergo NPC SE, following which the company
claimed that it was impossible to measure electricity supplied through the occupational
territories and that they were terminating execution of contractual obligations before their
counteragents – Ukrinterenergo and Inter RAO27.
Immediately after seizure of coal mining enterprises on the occupied territory of ORDLO, the
schemes of anthracite exportation began to come into being. Prior to imposition of the official
ban on importation of the goods from ORDLO, in the beginning of 2017 significant amounts of
coal were imported by the companies which were registered on the territory of Ukraine and
belonged to both private companies (DTEK) and the State28. On the official level, the necessity
of such cooperation was explained by the requirement in specific coal grades (anthracite) for
thermal power generation, as well as political and economic reasons to maintain relations with
the Ukrainian citizens living on the occupied territories, etc. The coal business has become one
of the most clandestine and corrupt businesses, which eventually led to civic blockade of
transportation routes that linked Ukraine with the occupied territories of ORDLO. Although
later the trade was officially forbidden, exportation of coal as one of the main sources of
income for the territories of ORDLO occupied by Russia still exists and continues to grow29.
For reference30:
When Russian intervention in Donbas began, 69 of 150 Ukrainian mines had to stop
production of coal. Seven mines were ruined during the period of armed hostilities. On the
occupied territories of Donetsk and Luhansk Regions there are 85 mines of all forms of
ownership, which amounts to 57% of the total number of the Ukrainian mines in the prewar period. 60 of them produced power-generating coal – anthracite. Only 35 of 90 stateowned mines, which reported to the Ministry of Energy and Coal Industry of Ukraine, are
now on the territory controlled by Ukraine. The major part of the state-owned mines and
approximately half of all privately owned enterprises, which produce mostly gas grade
coal, is located on the territory of Donbas controlled by Ukraine (“Dzerzhinskvugillya”,
“Dobropillyavugillya”, “Krasnoarmijskvugillya”, “Lysychanskvugillya”, “Pavlogradvugillya”
and “Selidovvugillya” mining companies, coal mines “Pivdenno-Donbaska No 1” and
“Krasnolimanska”. On the territories which are temporarily not controlled by Ukraine the
following state-owned and private mines, which produce mostly anthracite coals, are
located: coal mines of “Makiivvugillya”, “Ordzhonikidzevugillya”, “Shakhtarskantratsit”,
“Torezantratsit”, “Snizhneantratsit”, “Donbasantratsit”, “Luhanskvugillya”, coal mines of
DTEK Company (“Rovenkiantratsit”, “Sverdlovskantratsit”, “Krasnodonvugillya”,
“Komsomolets Donbasu”). Besides, there are also illegal small private mine, called
“copanka” in Ukrainian, which produce volumes of coal, including anthracite, out of any
official control and are part of illegal schemes.
27
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The basic elements of the scheme of the illegal exportation of coal produced on the occupied
territories of ORDLO are the following:
Coal of Donbas Trading House, the company which is registered on the uncontrolled
territory and which is managed by leaders of the so-called Donetsk People’s Republic;
the so-called “Interdepartmental Commission on humanitarian aid for the affected
territories of the south-eastern districts of Donetsk and Luhansk Regions” headed by
Sergey Nazarov, deputy minister of economic development of Russia31”;
“RZhD Logistika” JSC, the company which delivers railway cars (wagons) to Uspenskaya
railway station in Rostov Region; the cars cross the Russian-Ukrainian border illegally and
then return via this station which further is specified in the documents as the point of
shipment;
S. Kurchenko’s “Gaz Alliance Company” LLC, the firm that takes on the role of the supplier
and concludes contracts with the companies that actually deliver coal to the Russian
Federation, Ukraine and abroad (instances of deliveries to Poland, Bulgaria, Turkey and
North Korea are known);
coal from the occupied territories of ORDLO was supplied to Ukraine through Cortex
Co.32, which is supposedly connected to Viktor Medvedchuk, former Chief of Staff of the
Presidential Administration of Ukraine during Leonid Kuchma’s presidency, and V. Putin is
a godfather of his child. But after 2017 the scheme of coal supplies changed, and coal
from occupied territories goes to Russia where it is mixed with Russian coal to be farther
officially transported to Ukraine by “RZhD Logistika” JSC as “legal Russian coal”.
One of the important aspects of the illegal schemes of coal exportation from the territory of
ORDLO is registration of ownership rights to the enterprises, which are registered in Ukraine. In
particular, this refers to the companies that belong to the Melnychuk33 and Yuri Zyukov34, who
were subjects of numerous journalistic investigations in the past. The majority of ORDLO coal
sales schemes are also believed to be connected to certain high-ranking officials of the Ministry
of Energy and Coal Industry of Ukraine. Absence of tangible progress in regard to reforms in the
coal sector and criminal prosecution of individuals involved in numerous “coal scandals”
suggests that the illegal schemes have substantial support in the higher echelons of Ukrainian
and Russian government officials.
According to the Ministry of Temporarily Occupied Territories and Internally Displaced Persons
of Ukraine35, in 2018 the total cost of coal exported through Russia amounted to not less than
280 ml US dollars. The main place of shipment is the Russian port of Azov. Further coal goes
31
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through the Kerch Strait and the Black Sea to Turkey, Bulgaria. Sinking of Volgo-Balt 214
freighter loaded with coal off the Turkish port of Samsun proves once again that the illegal coal
business exists36.
Concentration of energy commodities trading on the occupied territories of ORDLO in the
hands of S. Kurchenko and his Russian governmental “handlers”, involvement of companies
affiliated with such individuals as V. Medvedchuk and ex-members of the Party of Regions in
the coal supply schemes, increase in importation of energy commodities to Ukraine from the
Russian Federation are the danger signals for Ukraine. Dependency on importation of oil
products and coal from the RF brings the risk that it will be used to exert pressure on Ukraine,
especially on new politicians after pending presidential and parliamentary elections in 2019.
With this, the Russian Federation can always issue financial claims and resort to the methods
tested during Kuchma’s time in the office (prolongation of the 1997 Black Sea Fleet Agreement
and abandoning the Euro-Atlantic integration course in 2004 in exchange for doubtful debts for
gas) and Yanukovich’s presidency (“gas supplies to Ukraine in exchange for its fleet” in 2010).
Meanwhile, coal production on the temporary occupied territories of Donetsk and Luhansk
Regions is decreasing, miners are dismissed from work and proposed to be recruited to illegal
military formations of ORDLO. Some of them go to work on mine in the territory under the
control of Ukraine, but some of them fill up the rows of mercenaries under control of Russian
militaries.

36
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3.

Non-transparent energy trading schemes are still used

Annexation of the ARC by Russia created a unique precedent of brazen violation of the
international law and subsequently forced the occupation authorities to implement new
approaches in order to supply energy to the peninsula, especially following the introduction of
sanctions and Ukraine’s refusal to supply the energy commodities. These unexpected
circumstances forced the Russian Federation to spend huge amounts of money to build energy
infrastructure facilities in order to arrange gas and electric power supplies for the ARC. Now,
after 5 years of occupation, the Russians try to partially compensate for the numerous power
failures and lack of stable supply by offering lower prices in comparison with the Ukrainian
prices, subsidizing costly natural gas power generation and the use of mobile generators from
their state’s budget. The ARC became one of the most subsidized regions suffering from power
shortages, despite the fact that there are significant reserves of hydrocarbons around the
peninsula and that climatic conditions are favorable for wind and solar power generation.
Sanctions against the Russian Federation for annexation of the ARC ruined the plans to transfer
the seized assets of the power generating enterprises to the Russian companies, in particular
Gazprom. Moreover, the financial institutions are not willing to deal with the enterprises
located on the occupied peninsula because they are wary of sanctions, basically those imposed
by the USA. For now, Russia tries to use media to spread information about the ever-growing
dependency of the annexed ARC on supplies of the whole gamut of energy commodities
presenting Russia’s actions as an unprecedented relief effort and downplaying the plans in
regard to the peninsula’s oil and gas sector which existed before 2014.
Supply of fresh water to the peninsula remains the most important issue for the Russian
Federation, which indirectly affects all spheres of life in Crimea and restricts possibilities of
cutting down subsidies without the risk of stirring up popular discontent. In the foreseeable
future resumption of energy commodities supply from Ukraine to the occupied Crimea is highly
unlikely.
In Donbas Russia tried to implement a complex program of creating non-transparent schemes
for supply of energy resources to the territory of ORDLO which were not controlled by Ukraine
and to shift the responsibility onto Ukraine. As the conflict progressed, the Russian schemes
were modified, efficiency of some of them diminished, but the possibility of their stepping-up if
political situation is favorable for Russia still exists.
Russia’s Gazprom failed to implement the scheme of non-transparent gas supply to the
occupied territories of Donbas and make Naftogaz of Ukraine NJSC pay for it. The Ukrainian
company refused to supply natural gas to ORDLO after it lost control over the local gas
transmission infrastructure and rejected to accept Gazprom’s documents in regard to gas
deliveries via Prokhorivka and Platove gas metering stations in the sector of the border with the
Russian Federation which was not controlled by Ukraine. This issue was included in the lawsuit
against the Russian company failed in Stockholm Arbitration Court. The court ruled in favor of
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Naftogaz of Ukraine NJSC. Although, according to some sources, Russia’s Gazprom continues to
supply natural gas to the territories of Donbas occupied by the RF, the financial obligations are
to be fulfilled only by the intermediary companies, which carry out direct deliveries to the
customers and collect payments for the consumed gas. According to information obtained from
local residents, the cost of gas and electricity of ORDLO is significantly lower than on the other
territories of Ukraine, as the prices remain unchanged since 2014, and the payments are in
Russian rubles37. It is obvious that Russia tried to create the appearance of taking care of the
population on the occupied territories by subsidizing consumers, but at the same time using the
commercial price for Naftogaz of Ukraine NJSC in an effort to create another pseudo-debt
which can be used as a tool in future political bargaining. Although in 2018 Gazprom
abandoned the attempts to make the Ukrainian companies to pay for the gas supplied to
ORDLO, there still exists a possibility that such demands will be immediately used in dealings
with the Ukrainian politicians who will try to negotiate with the Russian Federation behind the
scenes.
A more difficult situation is in the field of electric power supply to and from the occupied
territories of ORDLO. Owing to the fact that in 2014-2016 a significant number of enterprises
had a possibility to be registered in Ukraine while they conducted their activities on the
occupied territory led to accumulation of sizable debts for electricity consumed but not paid
for. As far as bilateral relations with the RF are concerned, there were lawsuits in regard to
claims concerning payments for electricity supplied to the occupied territories; however, they
ended up on the level of the corresponding national bodies. Thus, Ukrenergo NPC SE won the
court case38 claiming that the demands of Russia’s Inter RAO UES to be paid for electricity
allegedly supplied to the occupied territories in 2014-2015 without prior consent of the
Ukrainian side were illegal. When Ukraine stopped supplies of electricity to Crimea occupied by
Russia, the so-called “swap scheme” was scrapped.
The most complicated situation is faced by Luhansk Energy Association LLC which was
authorized to supply electric power to all districts of Luhansk Region even after complete loss of
control over the assets located on the occupied territory in July 2016. The enterprise
accumulated debts of over UAH 5 billion which were due to the State Enterprise “Energorynok”,
since Luhansk Energy Association LLC was unable to get payments for the supplied electricity
and was sanctioned by NEUCR (National Energy and Utilities Regulatory Commission of
Ukraine); the sanctions were eased only in October 2018 after repeated appeals to the law
enforcement bodies. Only in April 2017, the government released the company from the
obligation to supply electricity to the occupied territories, which enabled it to drastically reduce
its financial losses. According to information obtained from the senior officials of Luhansk
Energy Association LLC, the assets of the company located on the occupied territories were
seized and transferred to the so-called Nefteprodukt Trading House, which is believed to be
connected to S. Kurchenko and Russian governmental circles.
37
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Notwithstanding the above mentioned, in the field of electric power supply Russia also failed to
create schemes of non-transparent transactions between the occupied territories of ORDLO
and Ukraine and burden Ukrainian taxpayers. Since April 2017, all electric power supplies to the
territories of ORDLO occupied by Russia are carried out exclusively with participation of the
Russian companies, the majority of which are believed to have connections with S. Kurchenko
and his Russian handler – Dmitry Kozak.
Non-transparent financial scheme exists only in the sphere of coal supply. However, even there
it does not create direct links between the occupied territories of ORDLO and Ukraine; it is
rather a possibility to obtain cheap coal for the Ukrainian owners of TPPs, both state-owned
and privately owned. In 2014-2016, there existed various schemes of direct coal supplies from
the occupied territories across the frontline based upon the Ukrainian registration of coal
mining enterprises. After establishment of the trade blockade and the so-called
“nationalization” of the enterprises by the illegal pro-Russian military formations the supply
schemes have been modified; nowadays practically all coal is exported through the Russian
territory where it is legalized and “assigned” Russian, South African or some other provenance
before returning to the territory of Ukraine. This scheme does not directly create obligations for
Ukraine; however, it remains one of the forms of indirect support for the occupied territories of
ORDLO, a source of enrichment and a supporting means for the pro-Russian political forces in
Ukraine. Today the State finds itself pushed into a corner, as a significant number of coal
traders try to use every opportunity to import coal produced in ORDLO or in the Russian
Federation, and the ban on imports would result in further strengthening of positions of the
domestic monopolist supplier – DTEK Company. For the latter the complete ban on coal imports
is also disadvantageous, because they benefit from “Rotterdam +” coal price formula –
calculation of the cost of coal based upon the import parity in the Dutch port of Rotterdam.
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4. Impact of energy trading in secessionist regions on energy security
and the EU integration process of Ukraine
In the last 5 years during which Ukraine fights back the Russian aggression, it was able to
minimize negative impact of Russia’s energy supply schemes on its security and to prevent
creation of new pseudo-debts for doubtful deliveries of energy commodities. Ukraine’s position
now confirmed and supported by court decisions, which declared that the demands for
payment for natural gas and electric power supplies were illegal, can be changed only if the
future political leaders voluntarily recognize the demands in exchange for the promise of
“peaceful settlement”.
Nevertheless, Russia was able to keep and even exacerbate the Ukrainian dependency on
supplies of oil products and coal, which creates a big threat to the energy security of the State
and requires urgent solutions. Coal supplies indirectly help Russia to maintain their supporters
on the occupied territories of ORDLO by creating schemes for coal deliveries through the
Russian territory not only to Ukraine, but also to other countries in Europe and even Asia.
Existence of non-transparent schemes in the coal sector presents an indirect threat for the
European integration of Ukraine, since it slows down reformation of the entire energy sector
and can be used in the claims in regard to inadequate ecological standards. Coal-fueled power
stations continue to be a source of environmental pollution, and the coal supplies continue to
be a highly politically charged issues; this can be used as a method of exerting pressure on the
State authorities.
For such companies as Luhansk Power Association LLC, SE Ukrtransgaz, Ukrenergo NPC SE the
most important issues are the debts which have accumulated as a result of the loss of control
over collection of payments from their counteragents, as well as the financial damages due to
the loss of their assets located on the occupied territories and inability to receive profits from
their operation.
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5. Potential solutions to existing problems in energy trading in
secessionist regions
Ukraine lawfully put responsibility for energy supplies to the temporarily occupied territories on
Russia, which occupied them. In regard to the ARC, a number of lawsuits were filed with claims
that the assets of state-owned and privately owned energy companies were illegally seized.
Using lawsuits, the Ukrainian companies proved that Russia’s demands for payments for the
energy commodities, which were allegedly supplied, to the temporarily occupied territories of
ORDLO are groundless.
The policy of international sanctions, diplomatic and legal pressure on Russia as the aggressor
country ruined its plans to follow the Transnistria scenario to create schemes of nontransparent relations in the field of energy supplies between the self-proclaimed territories and
the State bodies of Ukraine. With this, however, Ukraine was not able to completely liquidate
its dependency on supplies of coal and oil products. The coal industry, which was seriously
affected by the lack of transparency earlier, remains an important source of profits for the
leaders of the illegal military formations and their Russian handlers. At the same time, financial
resources generated by the coal industry are a source of corruption among the Ukrainian
officials; they attract various criminal groups on both sides of the frontline.
The coal industry remains one of the most corrupt and socially sensitive branches of energy
engineering. Finding solution to problems of non-profitable coalmines and employment
assistance for the miners, creation of coal exchange using ProZorro platform as a model can
drastically improve the situation and contribute to solution of one of the biggest problems of
the Ukrainian energy sector.
The Ministry of Temporarily Occupied Territories and Internally Displaced Persons of Ukraine
keeps a close watch on illegal misappropriation of energy commodities in ORDLO and their
subsequent transportation to the Russian Federation and other countries. It is important to
establish a special interdepartmental body employing personnel of law-enforcement
organizations, courts and civil society organizations, which are involved in gathering of
information from open sources. It should have the authority to consistently identify the legal
entities involved in illegal operations with the Ukrainian energy commodities, to conduct
investigations and to adjudicate. Besides, it should work in close contact with Ukraine's
National Security and Defense Council and come out with proposals concerning extension of
sanctions list based upon the results of its work. All results should be made available to the
international partners, primarily the USA, the Great Britain, the European Parliament and the
European Commission.
Ukraine has to continue working on creation of the legislative environment to ensure inevitable
punishment of criminals who committed criminal, economic and other offences on the
occupied territories or were involved in those crimes. One of the most efficient measures can
be official designation of the so-called “DPR” and “LPR” as terrorist organizations by Ukraine,
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with penal actions against the states, companies and individuals, which support them in one
way or another. Such measures could significantly restrict capability of the Russian Federation
in regard to creating transshipment facilities to accommodate the energy commodities and
other materials exported from the occupied territories and increase the price that Russia has to
pay in order to keep those territories under its control.
Special attention should be paid to the existence of the free economic zone “Crimea”, since it
fosters non-transparent relations between the Ukrainian companies and their Crimean
counteragents and/or subsidiaries registered in accordance with the Russian legislation. Even
taking into account the existing social context and the necessity of indirect control over the
assets located in the occupied ARC, this issue requires further consideration and introduction of
special measures.
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Conclusions and Recommendations
Since the very beginning of its independence, Ukraine feels the impact of the Russian
aggression in the sphere of energy engineering. Non-transparent schemes of relations in the
field of gas supply have become one of the factors which enabled Russia to implement
annexation of the ARC, since they made it possible for Russia to keep its Black Sea naval base in
1997 and later, in 2010, to make the Ukrainian authorities capitulate in the face of the brazen
blackmail threats over Ukraine’s foreign policy.
Annexation of the ARC created a unique legal precedent when the Russian occupation
authorities made hasty announcement about the “new order” on the peninsula, but were not
able to arrange for the basic supply of energy resources. The Russians expected that the
situation would soon be settled on the international level and that Ukraine would fail as a state
and collapse, but their expectations never became reality. It brought numerous problems
concerning energy supplies and led to huge expenses required to build new infrastructure.
The international sanctions became an obstacle, which made it impossible for Russia to
incorporate the Crimean energy assets into business empires of individuals from V. Putin’s
environment and resulted in the failure of the plans concerning large-scale development of
offshore hydrocarbon deposits. However, the Russian Federation did achieve its strategic goal –
to stop hydrocarbon exploration and production by the international companies in the Black
Sea, which could have dealt a powerful blow to Russia’s raw materials sector.
Under public pressure, Ukraine quickly liquidated the schemes of non-transparent sales of
electricity to the occupied Crimea. Tight blockade of the illegally occupied territories of the ARC
in regard to supplies of energy resources was implemented, which made Russia pay a huge
price for the occupation.
Russian aggression against Ukraine in Donbas was accompanied by uncontrolled seizure of
energy infrastructure facilities by the illegal military formations and their Russian handlers.
Many facilities were plundered, destroyed or rendered inoperable. In 2015, when the frontline
stabilized, Russia tried to implement the tactics of creating debts and financial obligations filing
claims and issuing invoices for payment for natural gas and electricity allegedly supplied to the
occupied territories of ORDLO. Owing to a number of lawsuits filed, among others, in Stockholm
Arbitration Court, Ukraine was able to keep its ground, prevent repetition of the “Transnistria
gas debt” precedent and avoid dealings with the leaders of the illegal military formations.
Establishment of blockade in regard to trade with the occupied territories of ORDLO, illegal
seizure of the assets of the Ukrainian enterprises by local ringleaders in 2017 put an end to the
practice of exchanging energy resources and other materials which existed in some form or
another in 2014-2016.
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In order to sustain basic activities on the occupied territories, Russia implemented schemes of
illegal exportation of the produced energy resources, first of all coal, from ORDLO and their
sales through the go-between companies on both domestic and international markets. 20172018 saw increase in coal imports from the Russian Federation to Ukraine by the companies,
which had “shady” beneficiaries; the imported coal was often of Ukrainian origin, i.e. it was
produced on the occupied territories of Donbas.
Non-transparent coal supply schemes existed throughout the entire time during which Ukraine
was independent, and they promptly reappeared in the process of military actions against the
Russian army and the illegal military formations in Donbas. Until November 2015 there existed
the so-called “swap operations” in regard to electricity, when Russia’s Inter RAO supplied
electric power to the territory of Ukraine via “Amvrosiivka”, “Pivdenna”, “Kvashino-Tyahova”
substations in the Donetsk Region and “Peremoha”, “Tsentralna” and “Tyahova” substations in
the Luhansk Region. In March 2015, due to activities of the illegal military formations in ORDLO,
the control over the above-mentioned facilities was lost. The Chamber of Commerce and
Industry issued a certificate to Ukrenergo NPC SE confirming the existence of force majeure
circumstances, following which the company declared that it was impossible to carry out
measurements of the amounts of energy supplied through the occupied territories and that it
terminated execution of its contractual obligations before its counteragents – Ukrinterenergo
and Inter RAO39.
The need to maintain operation of the energy sector and to keep control over the major part of
the coal assets in Donbas on the part of several local financial and industrial groups led to
preservation of this business. Growing coal prices in Ukraine boosted implementation of the
non-transparent schemes, since they made it possible to get huge profits, even though coal had
to be transported through the territory of Russia.
Although overall Ukraine successfully fights back the Russian aggression and non-transparent
energy supply schemes, there still exist a number of threats to national security, in particular
high dependency on supplies of coal and oil products.
Ukraine has to create operable tools to identify the facts of illegal activities in regard to energy
and fuel on the occupied territories of the ARC and ORDLO, investigate them, mete out
punishments and prosecute the offenders using mechanisms of national legislation and
international sanctions.
An example of the efficient work is monitoring of illegal activities of the Russian Federation in
the Black Sea and the Azov Sea by the Black Sea Institute of Strategic Studies headed by Andrii
Klymenko. This example must be used as a model in order to set up interdepartmental
commissions for the ARC and ORDLO; the Institute should be given wide-ranging powers to
conduct its activities on the corresponding territories.
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Ukraine should continue to improve its legislation and designate the so-called “DPR” and “LPR”
as terrorist organizations in order to step up prosecution of the members of the illegal military
formations and the individuals involved in plundering the Ukrainian assets on the occupied
territories of third countries, companies and private individuals for encouraging terrorist
activity. Formalization of the national legislation will improve the relations with the Ukraine’s
international partners and make the price of occupation for Russia still higher.
Special attention should be paid to the issue of the existence of the free economic zone
“Crimea”. In this connection, it is necessary to revise approaches to establishing efficient
policies needed to support Ukrainian business and Ukrainian citizens in the occupied Crimea,
while minimizing formats of collaborationism.
Stepping up reforms in the coal sector of the Ukrainian economy is of the vital importance.
Assessment of both state-owned and private assets should be conducted; influence of legal
entities and private entrepreneurs on the coal market and methods for creating the balancing
mechanisms should be defined. It is necessary to establish an open trading floor in order to
create a properly functioning coal market with restrictions as to participation of monopolist
players, such as DTEK.
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