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1. Background 

The objective of USAID's Gas Regulatory and Restructuring Assistance Project in 
Romania (hereinafter referred to as "The Project") is to provide technical assistance to 
the Romanian Ministry of Industry and Resources ("MoIR"), formerly Ministry of 
Industry and Trade ("MoIT"), the Romanian National Gas Regulatory Authority 
("ANRGN"), and the gas sector companies that, prior to Romanian Governmental 
Decision No. 334 of April 2000, were part of the Romanian National Gas Company, 
ROMGAZ SA'. 

The Project supports USAID's Strategic Objective 1.5: "A more economically 
sustainable and environmentally sound energy sector." 

Assistance under The Project is provided in two areas: 

1) Assistance to ANRGN, with participation of the gas sector companies, in 
establishing the rules of a liberalized, competitive natural gas market through the 
issuance oE (a) a Commercial Code, and @) a Technical Code; and 

2) Assistance to the successor companies of ROMGAZ in implementing reforms in 
the gas sector, by: (a) assisting the new companies to set up financial accounts, (b) 
assisting the Commercial OperatorIMarket Administrator to manage its 
responsibilities, and (c) assisting in defining the role and operations of the Gas 
Dispatcher/Transmission Operator. 

Nexant, Inc. ("Nexant"), a Bechtel Technology & Consulting Company and the successor 
to Bechtel National Inc. for implementation of USAID's IQC #LAG-1-00-98-0006, is 
implementing The Project under Task Order #814 ("Gas Regulatory and Restructuring 
Assistance in Romania") of that IQC. Work began on September 25,2000, with an 
estimated completion date of September 30,2002. 

Governmental Decision No. 334 of April 2000 dissolved the National Gas Company, TOMGAZ SA," 
and created the following state-owned corporations for the production, transportation, storage and 
dismbution of natural gas in Romania. Transgaz (transmission), Exprogaz (production), Depogaz (storage], 
Dlstrigz Nord (distnbut~on), and Distr~gaz Sud (distribution) On June 14,2001, Governmental Decision 
No 575 merged Exprograz with Depogaz to form a new company for production and storage under the 
name ROMGAZ, SA. 
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2. Summary of Project Activities During the Reporting Period 

The reportingperiod (October 1,2001), the fifth quarter of The Project's period of 
performance marked the start of our project's second year. 

As previously reported, our project's first year of activities included three principaI 
seminars at which the bulk of the presentations were made by short-term advisors. At the 
last of these events (a joint USAID-EU Seminar held at Poiana Brasov, September 27-28, 
2001) we sharpened the focus of our efforts and established a fully-functioning Romanian 
Project Team to take leadership over the development of the recommendations that must 
endure following the planned completion of our project in September 2002. 

At that seminar, the following targets were announced for each of our project's four focus 
areas: 

Commercial Code -Assist ANRGN in producing a draft by December 
31,2001. 
Technical Code - Assist ANRGN in producing a draft by December 31, 
2001. 
Public Participation - Assist ANRGN in implementing a Public 
Participation Strategy during December 2001. 
Financial Sustainability of the New Gas Companies - With the 
announcement of the impending privatization of Distrigaz Nord and 
Distrigaz Sud, our plan is to work with these companies to identify 
priority areas for assistance that will support the creation of a corporate 
culture that will embrace and pro-actively encourage private sector 
participation in 2002. 

In order to more fully involve our Romanian counterparts, it was decided to form a 
Project Team composed of staff members i?om each of the counterpart organizations - 
ANRGN, Distrigaz Nord, Distrigaz Sud, Romgaz and Transgaz. In October, the Chief of 
Party met separately with the senior management of each of those units to explain this 
new phase of our project, to outline the duties and responsibilities of Team Members and 
to request nominations for the Project ~eam.*  

The presentation made to the managements of ANRGN, Distrigaz-Nord, Distrigaz-Sud, Romgaz and 
Transgaz is included as Appendix B. 
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It was, and is, our intention that participation on the Project Team - and, in particular, 
participation in the forthcoming study tour to the USA in February 2002 - should not be 
viewed either as a perquesite of management or a bonus to be given to selected 
individuals. Although it was decided, with USAID's concurrence, that we would not 
over-ride any nomination proposed by one of the counterpart organizations, we strongly 
urged that senior management personnel not be included on the Project Team. We 
wanted individuals who could devote time to the project without the distraction of other 
senior management activities; and we wanted individuals who would use the experience 
of Team participation as an element in their overall professional development to senior 
management. On the whole our project team represents the desired mix and level? 

Project activities were scheduled as planned and, throughout the reporting period, there 
were numerous interactions - formal meetings as well as e-mails and other 
communications - between the Project Team and Nexant consultants, who were 
facilitating the team's progress. The consultants involved were: 

Commercial Code - Mr. Borgstrom, Nexant, Inc. (Bucharest) 
Technical Code - Mr. Cochran, Nexant, Ltd. (UK) 
Public Participation - Mr. Banks, Nexant, Inc. (New York) 
Financial Sustainability - Mr. Borgstrom &Mr. Foord, Nexant, Ltd. (London) 

At the conclusion of the reporting period, each of the targets had been achieved. Drafts 
of the Commercial and Technical Codes had been prepared for circulation and comment 
beyond ANRGN; similarly a Public Participation Strategy had been developed for 
ANRGN. These achievements were reported-on at our 4" Key Issues Seminar (January 
2002) and will be discussed in the 6Ih Quarterly Report. 

Other items during the reporting period: 

- On December 19, USAD approved of a proposed revision to the Project's budget 
structure. Without increasing the overall cost to USAID. the D ~ O D O S ~ ~  revision took - . 
advantage of labor cost savings realized by using the services provided by our 
counterparts and shifted funds to cover the expanded training and study tour program 
describkd above that would reach more participants than hadoriginally been 

- Continuing with the series of monthly "In House Seminars" which began in August 
20014, the following meetings were conducted at ANRGN headquarters: (Lead 
presenters are noted in parentheses.) 

3 The Project Team is presented in Appendix C. 
'As previously reported, seminars were also conducted on the following themes: Commercial Code 
(Robert Borgstrom), August 15,2001; Training Program (Sue Rollins), September 12,2001. 

4 
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o October 4 --Public Participation (John Banks, Nexant) 
o October 10 -- Technical Code (William Cochran, Nexant) 
o November 29 -- Technical Code (William Cochran, Nexant) 
o December 19 -- Public Participation (Carmen Perniu & Denisa 

Brailescu, ANRGN) 

Each of these informal seminars have been well attended by ANRGN's senior 
management as well as staff members from each of ANRGN's departments. Project 
Team members f?om other organizations have also been invited. The meetings, 
although typically focused on the prepared presentation of a visiting consultant, 
include, as well, presentations by one or more members of the Project Team. 
Discussions follow these presentations and are generally followed-up by specific 
meetings over the ensuing days. 

Cooperating With Other USAID & Donor-funded Projects 

The Project maintained regular contact with the EU Phare-sponsored project at ANRGN, 
managed by Consulectra. The project manager met with the Consulectra project manager 
during the latter's visits to Bucharest to discuss possible joint activities. A result of that 
cooperation was the successful USAID/EU Joint Seminar at Poiana Brasov in September 
2001'. This project's activities ended in December 2001. 

Our project also worked in parallel with USAID's project of support to the Romanian 
electric regulatory authority (ANRE). The Project Managers of the two efforts meet 
regularly to exchange views and remain current on energy and regulatory issues of 
common interest. That project's activities also ended in December 2001. 

Unfortunately the project's overtures to other USAID energy sector projects, in particular 
the regionai meetings of the CEE/NIS Association of Regulators organized under USAID 
sponsorship by the National Association of Regulatory Utility ~om&ssioners (NARUC) 
have not been as welcoming. Although our project is tasked to "arrange for ANRGN 
staff to attend regional rneeting~"~ of organizations such as this, the NARUC project 
manager advised that if ANRGN is interested in their program, ANRGN and not the 
USAID contractor, should initiate the request for information. Other meetings, sponsored 
by USAID and conducted in Bucharest, have also been closed to our project's 
observation as well as participation. 

See the 4" Quarterly Report. 
BechteVNexant's Task Order at page 9. 
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We respectfully disagree with this "closed door" approach. Within a reasonable 
framework USAID should welcome the initiative of its contractors in developing 
opportunities for the participants in complementary USAID-funded projects to meet one 
another, to share common interests as well as to learn from each others' experiences. We 
further note that our counterparts are often reluctant to make "cold calls" on other foreign 
"contractors" and welcome the facilitation and assistance of the USAID-funded advisors 
with whom they are working on a daily basis. 

In any regard, o w  project fimctions are open to all of our USAID colleagues and 
counterparts and we welcome their participation! 
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3. Future Activities 

Over the coming 7-month period (October 2001-April 2002), the Project Team will 
identify issues and work toward specific objectives in each of the four focus areas. 
Milestones include the following planned events: 

January 17-1 8,2002 - 4Ih Key Issues Seminar (Bucharest) 

Regulatory Law Issues 
Guest Speaker: William J. Froehlich, Esq., Lead Counsel, 

Federal Energy Regulatory Commission 
Washington, DC 

The Draft Commercial and Technical Codes would be presented and 
discussed with other colleagues from around Romania. Specific issues for 
further study would be identified. 

A Practice "Public Meeting" for a panel from ANRGN. 

February 23-March 2,2002 - Study Tour to Washington, DC 

Nine members of the Project Team, representatives of each counterpart 
organization, will visit Federal and State (Maryland) regulators, gas 
companies in Washington, Maryland and Virginia, and gas associations as 
part of a coordinated program to take the issues developed at the 4" Key 
Issues Seminar and produce specific recommendations for 
implementation. 

April 18-19,2002 - 5" Key Issues Seminar (Bazna) 

Private Sector Investment Issues 
Guest Speaker: William J. Moran, Jr. 

Vice President 
Memll Lynch 
Washington, DC 

A seminar will be held in Romania at which the Project Team would 
report on the conclusions of their study, including the study tour, and 
make specific recommendations for implementation in 2002. 
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Additional project activities would be scheduled based upon these 
recommendations. 

4. in-Country Staff Activities During the Reporting Period: 

Chief of Party / Resident Project Manager 

Mr. Robert Borgstrom (28 August)-1 ~ o v e m b e r ; ~  
(Project Manager, 20 November-26 ~ecember;' 
Nexant, Inc.) 30 December-present. 

Short-Term Advisors 

Mr. John P. Banks (23 September)-5 October 
(Project Manager, Nexant, Inc., New York, New York) 

Trade & Finance Specialist (Task 2.2) 
Participant in Joint USAIDEU Conference on Transition Issues 

Mr. William Cochran 4 - 10 October & 
(Nexant, Ltd., UK) 28 November - 5 December. 

Energy Economist (Task 3.3) 
Assistance with preparation of the Technical Code 

CCN 

Mr. Florin Tobescu Full Time 
(Associate, Nexant, Inc.) 

Ms. Doina Badea Full Time 
( ' 4 ~ ~ 0 ~  

' On a working-holiday in the USA, 2-19 Nov. 2001 (including project-related meetings in Washington, 
DC and San Francisco, California, on 5-8 and 12 Nov. respectively). 
* On holiday in the UK, 26-30 Dec. 2001. 

Ms. Doina Badea is an employee of ANRGN and her services to the project are provided without cost to 
USAID. Prior to 30 June 2001, Nexant, Inc. compensated ANRGN for Ms. Badea's services; from 1 July 
2001 onward, Ms. Badea's services are conbibuted by ANRGN without charge. 
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The project's use of volunteer assistance is related, primarily, to our program of 
in-country seminars and their perspectives on one of our key focus areas. No volunteers 
were used during the reporting period, although volunteers are scheduled for seminars 
during 2002. 

Volunteers to date have been: 

Mr. Peter Danforth, Bechtel (ret.), Washington, DC. 
Key Issues Seminar #2 (Bazna: June 2001) 

Mr. David A. Foti, Senior Manager, Accenture, Houston, Texas 
Key Issues Seminar #3 (Poiana Brasov: September 2001) 

Mr. Richard Waryn, Director, Emerging Markets Partnership, Washington, DC 
Key Issues Seminar #2 (Bazna: June 2001) 

Scheduled for future participation: 

Mr. William J. Froehlich, Lead Counsel, Federal Energy Regulatory Commission, 
Washington, DC 
Key Issues Seminar #4 (Bucharest: Janualy 2002) 

Mr. William J. Moran, Jr., Vice President, Menill Lynch, Washington, DC 
Key Issues Seminar #5 (TBD: April 2002) 

'O Time contributed by the volunteer andlor the volunteer's employer. 
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5. Deliverables During the Reporting Period 

(By Sub-Task in the Work Plan) 

1. Revised Work Plan proposed to USAID, August 6,2001. 

2.1.2 Paper on Proposed Market Rules for Romania was completed and 
will be delivered to USAID during the is' Quarter 2002, in 
conjunction with our 4Ih Key Issues Seminar, at which there will be 
a presentation on this issue. 

2.1.3 Informal working papers and reference materials provided to 
ANRGN in conjunction with work on Commercial Code; a 
deliverable will be submitted to USAID during the 1'' Quarter 
2002, in conjunction with our 4Ih Key Issues Seminar, at which the 
Draft Commercial Code is scheduled to be presented. 

2.1.4 Informal working papers and reference materials provided to 
ANRGN in conjunction with work on Technical Code; a 
deliverable will be submitted to USAID during the 1'' Quarter 
2002, in conjunction with our 4Ih Key Issues Seminar, at which the 
Draft Commercial Code is scheduled to be presented. 

2.3.4 A proceeding of the Joint USAID/EU hnded conference on 
Transition Issues held September 27-28,2001, was submitted to 
USAID in Oct. 2001. 

3.4.1 The training needs assessment conducted under sub-task 2.3.1 was 
revisited on September 10-15,2001; a memorandum discussing 
that review was submitted to USAID in Oct. 2001. 
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6. Budget Activity (through December 28,2001) 

On December 19,2001, USAID's Regional Contract Officer (in Budapest) approved 
Modification #02 of our project's Task Order. This modification, made at Nexant's 
request on August 6,2001, had the effects of: (a) eliminating 437 days LoE; @) 
shifting $45,352 from Labor Costs to ODC's; and (c) restructuring the project's 
estimated workdays, by functional labor category, to better meet the project's needs 
through September 2002. 

The elimination of 437 days LoE represents the budget for the CCN Clerical position, 
which is not required by our project inasmuch as our counterpart, the Romanian Gas 
Regulatory Authority ("ANRGN") has assigned one of its employees, a graduate 
engineer and licensed interpreter, to work full-time for our project without cost to 
USAID. 

The re-structuring of the project's budget is summarized as follows: 
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LoE and ODC's for and through the reporting period are as follows, relative to this 
latest modification of our Task Order: 

As Billed Per Task Order " 

! ODC ($) ' 336,648 158,601 48,671 207,272 129,376 I 

I 

% Total 100.0 47.1 14.5 61.6 38.4 
1 
j Total ($) 1,197,697 586,652 188,163 774,866 422,831 
1 

Per Funding To Date 

" Proposed reshucturing includes only paid labor (subject to reimbursement from USAID) + volunteers. 
12 Task Order Modification #02, Approved by USAID, December 19,2001. 
l3  Per Nexant, Inc. invoice to USAID dated September 24,2001. 
l4 Per Nexant, Inc. invoice to USAID dated January 15,2002. 
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Participation by Volunteers and Others Not Paid by USAID 

15 To date, our volunteers have been: Mr. Peter Danforth, Bechtel (ret.), Washington, DC; Mr. David A. 
Foti, Senior Manager, Accentwe, Houston, TX.; Mr. Richard Waryq Director, Emerging Markets 
Partnership, Washington, DC; - Scheduled to participate in fume p r o s a m  are: (in January) Mr. William 
J. Froehlich, Lead Counsel, Federal Energy Regulatory Commission, Washington, DC; and (in April) Mr. 
William J. Moran, Jr., Vice President, Merrill Lynch , Washington, DC. 
16 Full-time clerical assistance provided by ANRGN without cost to USAID; payment for this assistance 
was provided by Nexant through 30 June 2001; fiom 1 July 2001 onward the assistance has been 
contributed by ANRGN. 

LoE (Days) 

~olunteers" 

CCN - 
clericalI6 

Contributed 
by: 

ANRGN 
Naant, Inc. 

Sub Total 

Total 

Budget 

77 

0 

77 

As of 
9/30/01 

28 

45 
156 

lO/l/Ol - 
12/31/01 

0 

73 
0 

274 

(225) 

Total to 
12/31/01 

28 

118 
156 

201 

Remaining 
Budget 

49 

229 73 392 
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Appendix A 
Schedule of Tasks & Deliverables 

Schedule of Tasks & Deliverables 

1. Work Plans 

1.1. Work Plan (delivered - 11/30/2000) 
1.2.Revised Work Plan (submitted to USAID - 8/6/2001) 

2. Quarterly Status Reports 

2.1. Quarterly Status Report 1 - October-December 2000 - delivered 
2.2.Quarterly Status Report 2 - January-March 2001 -delivered 
2.3.Quarterly Status Report 3 - April-June 2001 - delivered 
2.4.Quarterly Status Report 4 - July-September 2001 - delivered 
2.5.Quarterly Status Report 5 - October-December 2001 - delivered 
2.6.Quarterly Status Report 6 - January-March 2002 
2.7. Quarterly Status Report 7 - April-June 2002 
2.8. Quarterly Status Report 8 - July-September 2002 

3. Completion Report (Sept. 2002) 

4. Technical Reports 

Task 2 -Technical Assistance to Reeulation of Gas Markets 
Sub-Task 2.1 - Market Rules 
Market Model 

2.1.1 Technical Memorandum on Gas Industry Market Structures in 
Other European Countries (Task 2.1.1) -delivered May 2001 

2.1.2 Technical Memorandum on Proposed Market Model for Romania- 
completed. 

2.1.3 Commercial Code 
2.1.3.1 Discussion paper outlining a recommended Commercial 

Code - working draft delivered in August 2001. 
2.1.3.2 Comments on drafts of Commercial Codes by ANRGN - 

continuing. 
2.1.3.3 Other memoranda on Commercial Code issues 

2.1.4 Technical Code 
2.1.4.1 Discussion paper outlining a recommended Technical Code - 

-working draft delivered in October 2001 
2.1.4.2 Comments on drafts of Technical Codes by ANRGN - 

continuing. 
2.1.4.3 Other memoranda on Technical Code issues 
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Appendix A 
Schedule of Tasks & Deliverables 

Sub-Task 2.2 -Public Information 
2.2.1 Strategy for communications with the public (December 2001) 
2.2.2 Reports on public participation events 
2.2.3 Papers for public dissemination 
2.2.4 Other memoranda on developing public information 

Sub-Task 2.3 -Training 
2.3.1 Training Needs Assessment 

2.3.1.1 1" Year Assessment - Feb. 2001 
2.3.1.2 20d Year Assessment - Sept. 2001 

2.3.2 Key Issues Seminar 1 -Regulatory Issues (May 24,2001) - 
Slideshandouts delivered. 

2.3.3 Key Issues Seminar 2 - Gas Industry Issues (June 7,2001) - 
Slideshandouts delivered 

2.3.4 In-House Conference on Public Participation Strategy (December 
2001)'~ 

2.3.5 Reports from attendance at Regional Meetings in CEEMIS under 
USAID Sponsorship 

2.3.6 Regulatory Law Seminar (January 2002) 

Task 3 -Technical Assistance to the Gas Industry 
Sub-Task 3.1 -Financial Sustainability of the New Gas Companies 

3.1.1 (included within 2.3.3) 
3.1.2 Report on Financial Unbundling of ROMGAZ - ongoing. 
3.1.3 Other Memoranda 

Sub-Task 3.2 - Establishment of Commercial berator  
3.2.1 Technical Memorandum on Organization & Management 
3.2.2 Recommendations on Designloperational Issues 
3.2.3 Comments on Rules and Methods proposed by counterparts 

Sub-Task 3.3 - Strenptheninr. of the Gas Transmission Dispatcher 
3.3.1 Technical Memorandum on Oreanizat~on & Management 
3.3.2 Comments on Rules and ~ e t h i d s  proposed by  as Dispatcher 
3.3.3 Report on Resource Requirements 

Sub-Task 3.4 -Training 
3.4.1 An updated Training Needs Assessment (September 2001) 
3.4.2 Joint USAIDEU Conference on Gas Sector Transitional Issues 

(Sept. 2002) 
3.4.3 Key Issues Seminar - Market Rules, Market Operator, Dispatching 

(January 2002) 

"Topics presented at the Joint USAIDlEU Conference on Sept. 27-28,2001. An in-house conference on 
Public Participation was conducted at ANRGN on Dec. 19,2002; ongoing activities are scheduled for 
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Appendix A 
Schedule of Tasks & Deliverable 

3.4.4 Study Tour to the USA (February 2002) 
3.4.5 Seminar to Follow-up the Study Tow (April 2002) 
3.4.6 An Additional Seminar on Topics TBD Other trainings to be determined 

based upon the updated Training Needs Assessment. 
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Appendix B 
COP Presentation on Focus Areas & 
Selection of Project Team Members 

The following presentation was made to the management of our counterpart organizations on the 
dates indicated: 

ANRGN (E3ucharest) 
Distrigaz Nord (Targu Mures) 
Distrigaz Sud Pucharest) 
Romgaz (Medias) 
Transgaz (Medias) 

This material was also reviewed with the Ministry of Industry and Resources. 
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Proiect Team 
(* Study Tour Participants) 

Commercial Code 
Mihai Goage (ANRGN)* 
Cosmina Hertioaga (Transgaz) 
Radu Moldovan (Transgaz) 
Gheorghe Stefan (Dispatch Center/Transgaz)* 
Lucian Stancu (Romgaz) 
Bogdan Stanica (ANRGN) 

Technical Code 
Vasile Florea (ANRGN) 
Marius Nenisanu (ANRGN)* 
Vlad Pavlovschi (Transgaz)* 
Dumitru Rotar (Romgaz)" 
Emil Varvara (Romgaz) 

Public Participation 
Denisa Brailescu (ANRGN) 
Carmen Perniu (ANRGN)* 

Financial Sustainability of the New Gas Companies 
Mihai Armencea (Distrigaz-Sud) 
Gheorghe Iliescu (Distrigaz-Sud) 
Marioara Neagu (Distrigaz-Sud)* 
Marcela Oltean (Distrigaz-Nord)* 
Dan Pantille (Dishigaz-Sud)* 

Appendix C 
Project Team 
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Appendix D 
Review of Legislative & Market Changes 

A-Legislative changes 

". A-.... ==: ::.-?,. ~-~ 

PIECE OF LEGISLATION AND TITLE 
. . . 

31312001 regarding the Necessary the measures necessary to balance 
Ensure The Security of Natural Gas Supply during the Cold Season: issued by MIR the demandloffer and a program for the daily 
October 2001-March 2002 domestic production and import (including the 

natural gas storage facilities) for the period 

~ . October 2001-March 2002 
- ~ 1-r-1 Decision 51312001 Awmval for Natural Gas Distribution Frame- k m b e r  2, Establishes the legal framework and general . . 

Contract conditions of a k i t t en  agreement between 

.. ~- .... 
distributor and consumer 
~- 

Establishes the procedure for reporting the data 
data concerning na toward ANRGN, in compliance with Directive 
CE 901377 CE 901377 concerning a Community procedure 

to improve the transparency of gas and 
electricity prices to industrial end-users, 
foreseen in the appendix part of the present 

. . ~  
order. .- .. 
Regulates the tariff for nahxal gas storage 

gas storage service service into underground deposits of Natural 
Company "Romgaz" - S.A. ANRGN and ANRM Gas National Company "Romgaz" - S.A. 

Medias, related to a natural gas injection and 
extraction complete cycle from underground ! 
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Appendix D 
Review of Legislative & Market Changes 

system or consumers connected to the natural 
gas distribution systems. The document 
establishes also the regulated tariffs in natural I 
gas sector for performing natural gas transport 

. 
and distribution service for eligible consumers. 

~~ 
~ ~ p -  

This document regulates prices related to natural 
gas supplying for captive consumers, directly 
connected to the natural gas national transport C I 5. Order 8651195 regarding the approval of prices and establishment of 

regulated tariff in natural gas sector 
8l5December 18, 
2001- issued by 
ANRGN and ANRM 
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Appendix D 
Review of Legislative & Market Changes 

Through a an order issued in December by the National Authority for Gas Sector 
Regulation and the National Agency for Mineral Resources, gas prices and regulated 
tariffs were approved as follows: 

derground Storage 

(the above prices and tariffs are calculated at ROWS exchange rate 33250 and do not include VAT) 

US Dollar to Romanian Lei Conversion Rate 
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1. Background 

The objective of USAID'S Gas Regulatory and Restructuring Assistance Project in 
Romania (hereinafter referred to as "The Project") is to provide technical assistance to 
the Romanian Ministry of Industry and Resources ("MoIR"), formerly Ministry of 
Industry and Trade ("MoIT"), the Romanian National Gas Regulatory Authority 
("ANRGN"), and the gas sector companies that, prior to Romanian Governmental 
Decision No. 334 of April 2000, were part of the Romanian National Gas Company, 
ROMGAZ SA'. 

The Project supports USAID'S Strategic Objective 1.5: "A more economically 
sustainable and environmentally sound energy sector." 

Assistance under The Project is provided in two areas: 

1) Assistance to ANRGN, with participation of the gas sector companies, in 
establishing the rules of a liberalized, competitive natural gas market through the 
issuance of: (a) a Commercial Code, and @) a Technical Code; and 

2) Assistance to the successor companies of ROMGAZ in implementing reforms in 
the gas sector, by: (a) assisting the new companies to set up financial accounts, @) 
assisting the Commercial OperatorIMarket Administrator to manage its 
responsibilities, and (c) assisting in defining the role and operations of the Gas 
Dispatcher/Transmission Operator. 

Nexant, Inc. ('Wexant"), a Bechtel Technology & Consulting Company and the successor 
to Bechtel National Inc. for implementation of USAID'S IQC #LAG-1-00-98-0006, is 
implementing The Project under Task Order #814 ("Gas Regulatory and Restructuring 
Assistance in Romania") of that IQC. Work began on September 25,2000, with an 
estimated completion date of September 30,2002. 

I Governmental Decision No. 334 of April 2000 dissolved the National Gas Company, "ROMGAZ SA," 
and created the following state-owned corporations for the production, transportation, storage and 
distribution of natural gas in Romania: Transgaz (transmission), Exprogaz (production), Depogaz (storage), 
Distrigaz Nord (distribution), and Distrigaz Sud (distribution). On June 14,2001, Governmental Decision 
No 575 merged Exprograz with Depogaz to form a new company for production and storage under the 
name ROMGAZ, SA. 
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2. Summary of Project Activities During the Reporting Period 

The reporting period (July 1 - September 30,2001), the fourth quarter of The Project's 
period of performance saw a restructuring of the Project's work plan and budget as well 
as an accelerated start to the project's second year of activity. Activities included: 

A revised Work Plan was prepared in August and, with the approval of 
the CTO, is being implemented. (This work plan is attached at Appendix 
B.) In part the proposed revision restructured the Project's staffing to 
focus attention on priority needs that had been identified during the h t  
year of the Project. 

A proposed revision to the Project's budget structure was submitted to 
USAID on August 6. Without increasing the overall cost to USAID, the 
proposed revision took advantage of labor cost savings realized by using 
the services provided by our counterparts and shifted h d s  to cover an 
expanded training and study tour program that would reach more 
participants than had originally been planned. 

On August 15, the first in a series of monthly "In House Seminars" was 
held at ANRGN headquarters. The objective of these meetings was to 
explore "issues of the month" through the vehicle of having ANRGN's 
management and staff discuss an informal presentation of a key issue. To 
date the following issues have been di~cussed:~ 

o August 15 - Commercial Code 
o September 12 - Training 

Each of these seminars have been followed-up by meetings between the 
USAID consultants and staff members from various departments within 
ANRGN. 

In August, the Project proposed that ANRGN's president accompany the 
project manager to Philadelphia to attend the Annual Conference of the 
National Association of Regulatory Utility Commissioners. It was felt 
that this important meeting would be an opportunity for ANRGN to 
become better known among the community of regulators, as well as for 
ANRGN to gain from the experiences of that peer group. Unfortunately 
ANRGN's president was unable to accept this invitation, but we shall 

In addition, seminars on October4 and October I0 covered Public Participation and Technical Code 
issues, respectively. 
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continue to seek opportunities to help ANRGN's management to develop 
these essential contacts. 

In September, the Training Needs Assessment was revisited with a focus 
on identifying key issues that would be the subject of a coordinated 
program of seminars and a study tour that would occupy the Project's 
second year. Those issues are: 

o Commercial Code - Our target is to assist ANRGN in producing a 
draft by December 31,2001. 

o Technical Code - Our target is to assist ANRGN in producing a 
draft by December 3 1,2001. 

o Public Particiaation - Our target is to assist ANRGN in - 
implementing a Public Participation Strategy during December 
2001. 

o Financial Sustainability of the New Gas Companies - With the 
announcement of the impending privatization of Distrigaz Nord 
and Distrigaz Sud, our plan is to work with these companies to 
identify priority areas for assistance that will support the creation 
of a corporate culture that will embrace and pro-actively 
encourage private sector participation in 2002. 

September 27-28, a Joint USAJDIEU Phare Conference on the Transition 
of the Romanian Market for Natural Gas was conducted by the Project 
and our counterparts at EU Phare (Consulectra) at Poiana Brasov. The 
conference was attended by approximately 45 people from ANRGN, the 
Ministry of Industry and Resources and each of the Romanian natural gas 
companies. The Agenda for this conference is presented in Appendix C.  
An important element of the Joint Conference at Poiana Brasov was the 
announcement of our plans for the coming year of project activities. 

Other activities at the seminar included a guest presentation on analyzing 
the competitive benefits of comparative cornorate structures. This 
present&ion, by David A. Foti, Senior ~ k a g , e r  of Accenture in 
Houston, Texas, followed-up a guest presentation in June by Richard 
Waryn, director of the Emerging Markets Partnership, an investment fimd 
in Washinpton. DC. These two mesentations focused on the future - ,  

corporate planning needs of the new gas companies and supported the goal 
of our section on "Financial Sustainability" - i.e. the requirement of the 
new companies to make themselves attractive to foreign, private sector 
investment. 
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Cooperating With Other USAID & Donor-funded Proiects 

The Project maintains regular contact with the EU Phare-sponsored project at ANRGN, 
managed by Consulectra. The project manager meets with the Consulectra project 
manager during the latter's visits to Bucharest to discuss possible joint activities. 

One such possibility was a joint visit the utility regulator in Italy, as part of a study tour 
that had been proposed by Consulectra for September 2001. The plan was for EU Phare 
to fund travel by ANRGN officials in conjunction with a more extensive tour to Italy and 
Germany. Our Project was to provide incremental funding for the tour such that officials 
of the Romanian gas companies could join in the Italian portion thereof. Negotiations 
between our Project and Nomisma, the Consulectra sub-contractor in Italy, broke down 
when, in the apparent absence of EU Phare funding for the event, we were told that we 
would have to pay for all of the preparatory costs in Italy rather than for incremental 
costs, as was our initial agreement. As this substantially higher cost would not have been 
an efficient use of our project's limited resources, we declined to participate in the tour, 
which was postponed but eventually conducted in two parts: a trip to Germany in 
September and a trip to Italy in October. 

A more successful collaboration with our Consulectra colleagues was the joint 
USAIDIEU Phare Conference at Poiana Brasov on September 27-28, described above. 

Our project is also working in parallel with USAID's project of support to the Romanian 
electric regulatory authority (ANRE). The Project Managers of the two efforts meet 
regularly to exchange views and remain current on energy and regulatory issues of 
common interest. 

Observations 

The Project Team presents the following observations and conclusions by which our 
future activities can be guided: 

Important steps have been taken by the Romanian government to enable 
private sector participation in the natural gas sector, but there is still much 
to be done to translate these initial steps into the kinds of meaningful 
action that will encourage private investment. Chief amongst these 
necessary changes is the need for the Ministry to take decisive leadership 
in de-coupling the management of sector entities   om its own political 
agenda and requiring the management of the gas companies to take 
individual responsibilities for operational policies. 
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The processes of bureaucratic inefficiency are well established throughout 
the sector with the historic intent of controlling rather than facilitating 
market-based transactions. This view must be revised on an urgent basis 
in order to create business units that will attract private investment. Here, 
too, the Minishy can take leadership in enabling the companies to make 
meaninghl changes. The managements of the companies must also 
encourage their staffs, at every level, to question day-to-day practices with 
the view toward making the operation of these enterprises more efficient 
and, therefore, more commercially viable. 

The establishment of rational, tariff-setting mechanisms, although not a 
focus of our ~roiect, is at the heart of meaninghl sector reform and, 

A - .  

therefore, the attraction of private investment. Price setting by ANRGN - 
which means price-setting by the Ministry - is at best a temporary 
expedient that must be phased-out in favor of a system that allows the 
companies to set their own, market-based tariffs within guidelines 
approved by ANRGN. We note that this question has not been directly 
addressed by other consultants to ANRGN and recommend that it be the 
focus of ~riority attention of assistance in the nearest term. 
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3. Future Activities 

As we begin the implementation of our updated Work Plan over the second year of 
Project activities, our efforts are focused on identifying key members of the staffs at 
ANRGN and the gas companies, who will join the project team and take leadership roles 
in becoming experts in one or more of our focus areas: 

Commercial Code 
Technical Code 
Public Participation 
Financial Sustainability of the Gas Companies 

The selected team members will participate in all future seminars as well as a 
study tour to the USA, which is scheduled for the first quarter of 2002. In advance of the 
study tour they will prepare materials for distribution to study tour hosts and during the 
study tour they will lead the discussions with our hosts and counterparts. Upon returning 
to Romania a follow-on seminar will be conducted at which the team members will make 
recommendations for an action plan, which can be implemented during the summer of 
2002. 

Market Rules 

Our project team has provided advice to counterparts at ANRGN in the drafting 
of Commercial and Technical Codes. Drafts of these documents are expected for our 
comment during the next reporting period and we plan to have a formalpresentation of 
the draft codes during a seminar, to be attended by representatives of ANRGN, the 
Ministry and each of the gas companies, during January 2002. A senior attorney fiom the 
Federal Energy Regulatory Commission in Washington, DC, has agreed to participate in 
this seminar as a volunteer. 

Public Partici~ation 

ANRGN is, with project team support, preparing a Public Participation Strategy, 
which will be presented at a seminar to be conducted in December 2001. One of the 
items in this strategy will be the holding of Public Meetings where ANRGN (as a model 
for the other gas companies) can explain positions on policy as well as receive and 
respond to public comment. Our project proposes to provide training in holding such 
meetings by conducting a "Mock Public Meeting" during the December seminar. In 
addition, the meeting will be taped and the subject of personalized, constructive criticism 
by members of the project team. 
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Financial Sustainabilitv 

Continuing with our seminar-approach of introducing key issues to our colleagues 
at the new gas companies, we plan to have as guest speakers at our January seminar, an 
attorney who worked with the recent privatization of utilities in Portugal, and the 
chairman of a utility consulting firm, which focuses upon developing successfUl business 
strategies in the gas sector. 
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4. In-Country Staff Activities During the Reporting Period: 

Chief of Party / Resident Project Manager 

Mr. Robert Borgstr6m (May 3 1)-August 21;' 
(Project Manager, August 28-present. 
Nexant, Inc.) 

Short-Tern Advisors 

Mr. John P. Banks September 23-(October 5,2001) 
(Project Manager, Nexant, Inc., New York, New York) 

Trade & Finance Specialist (Task 2.2) 
Participant in Joint USAID/EU Conference on Transition Issues 

Ms. Sue Rollins September 9-17, 2001~  
(Development Associates, Arlington, Virginia) 

Sr. Training Specialist (Task 3.4) 

CCN 

Mr. Florin Tobescu Full Time 
(Associate, Nexant, Inc.) 

Ms. Doina Badea 
(ANRGN~ 

Full Time 

On holiday, August 22-27,2001. 
4 Ms. Rollins' return to Washington, DC from Bucharest was delayed from September IS to September 17 
because of air travel restrictions imposed by the US Government following the terrorist attacks in New 
York and Washington, DC on September 11. 

Ms. Doina Badea is an employee of ANRGN and her services to the project are provided without cost to 
USAID. Prior to June 30,2001, Nexant, Inc. compensated ANRGN for Ms. Badea's services; from July 1, 
2001 onward, Ms. Badea's services are contributed by ANRGN without charge. 
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Mr. David A. Foti September 25-30,2001 
(Senior Manager, Accenture, Houston, Texas) 

Participant in Joint USAD/EU Seminar on Transition Issues 

Time contributed by the volunteer and/or the volunteer's employer. Expenses paid for by Nexant, Inc., 
without cost to USAID. 
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5. Deliverables During the Reporting Period 

(By Sub-Task in the Work Plan) 

1. Revised Work Plan proposed to USAID, August 6,2001 

2.1.2 Paper on Proposed Market Rules for Romania - being revised, to 
be delivered to USAID during 4Ih quarter 2001. 

2.1.3 Informal working papers and reference materials provided to 
ANRGN in coniunction with work on Commercial Code; a formal 
deliverable wilibe submitted to USAID in Oct. 2001. 

2.1.4 Informal working papers and reference materials provided to 
ANRGN in conjunction with work on Technical Code; a formal 
deliverable will be submitted to USAID in Oct. 2001. 

2.3.4 A proceeding of the Joint USAIDEU funded conference on 
Transition Issues held September 27-28,2001, is being prepared 
and will be submitted to USAID in Oct. 2001. 

3.4.1 The training needs assessment conducted under sub-task 2.3.1 was 
revisited on September 10-15,2001; a memorandum discussing 
that review will be submitted to USAID in Oct. 2001. 
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6. Budget Activity (through August 24,2001) 

Per Task Order 
Budget 

Non- 
clerical 
Level of 
Effort 

Total LoE 
(days)'' 1 1 

Labor ($) 906,401 

Totals at 
5/25/01' 

% Total I 
I 32.4 19.6 52.0 48.0 
! 

i ODC ($) 1 291,296 
I 

1 116,025 42,576 158,601 132,695 1 

Total ($) 1 1,197,697 409,362 220,390 629,752 567,945 

Per Funding 

I 

' Per Nexant, Inc. invoice to USAID dated June 18,2001. 
Per Nexant, Inc. invoice to USAID dated September 24,2001. 
Excluding the CCN Clerical position, for which full-time assistance is being provided by AhRGN 

without cost to USAID. 
l o  All paid labor (subject to reimbursement from USAID) + volunteen and other labor not paid for by 
USAID. 

% Total 34.1 18.4 ' 52.6 47.4 
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Participation by Volunteers and Others Not Paid by USAID 

Per Proposed Restructuring (pending USAID Approval) " 

I I Proposed restrncturing includes only paid labor (subject to reimbursement from USAID) + volunteers. 
l2  Per Nexant, Inc. invoice to USAID dated June 18,2001. 
l 3  Per Nexant, Inc. invoice to USAID dated September 24,2001. 
l4 Full-time clerical assistance provided by ANRGN without cost to USAID; payment for this assistance 
was provided by Nexant through June 30,2001; from June 1,2001 onward the assistance is contributed by 
ANRGN. 

Remaining 
Budget 

675 

389,898 

567,945 

LoE 

ODC 

Total 

Totals at 
5/25/01 l 2  

357 

409,362 

Budget 

1,324 

861,049 

1,197,697 

7/1/01 - 
9/30/01 

9 

66 

As of 
6/30/01 

19 

135 

Volunteers 
Level of 
Effort (days) 

Proposed 

CCN - 
~ l e r i c a l ' ~  
LoE (days) 

Proposed 

Budget 

70 

77 

437 

0 

5/26/01 - 
812410 1 I' 

294 

220,390 

Total to 
9/30/01 

28 

201 

Total to 
8/24/01 

649 

629,752 

Remaining 
Budget 

42 

49 

236 

(201) 
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Proposed Schedule of Tasks & Deliverables 

Completed Items are in Bold Type 
Items Sclzeduled for Conrpletion During Next Reporting Period are in Bold Italics 

Nems Scheduled for Completion by tlte End of 2001 are in Italics. 

1. Work Plans 

1.1. Work Plan (delivered - November 30,2000) 
1.2.Revised Work Plan (submitted to USAID - August 6,2001) 

2. Quarterly Status Reports 

2.1.Quarterly Status Report 1 - October-December 2000 - delivered 
2.2.Quarterly Status Report 2 - January-March 2001 -delivered 
2.3.Quarterly Status Report 3 - April-June 2001 - delivered 
2.4. Quarterly Status Report 4 - July-September 2001 
2.5. Quarterly Status Report 5 - October-December 2001 
2.6. Quarterly Status Report 6 - January-March 2002 
2.7.Quarterly Status Report 7 - April-June 2002 
2.8. Quarterly Status Report 8 - July-September 2002 

3. Completion Report (Sept. 2002) 

4. Technical Reports 

Task 2 -Technical Assistance to Regulation of Gas Markets 
Sub-Task 2.1 - Market Rules 
Market Model 

2.1.1 Technical Rlemorandum on Gas Industry Market Structures in 
Other European Countries (Task 2.1.1) - delivered May 2001 

2.1.2 Technical fifemorandunr on Proposed Market Model for Ronrania 
2.1.3 Commercial Code 

2.1.3.1 Discussion paper outlinirrg a recomnrended Comnrercial Code 
- workirzg draft delivered in August 2001. 

2.1.3.2 Comments on drafts of Commercial Codes by ANRGN - 
continuing. 

2.1.3.3 Other memoranda on Commercial Code issues 
2.1.4 Technical Code 

2.1.4.1 Discussiorr paper outli~zi~rg a reco~nme~rded Technical Code - - 
- working draft delivered in October 2001 

2.1.4.2 Comments on drafts of Technical Codes by ANRGN 
2.1.4.3 Other memoranda on Technical Code issues 
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Sub-Task 2.2 -Public Information 
2.2.1 Strategy for conrmunications with tltepublic (November 2001) 
2.2.2 Reports on public participation events 
2.2.3 Papers for public dissemination 
2.2.4 Other memoranda on developing public information 

Sub-Task 2.3 -Training 
2.3.1 Training Needs Assessment 

2.3.1.1 lS'Year Assessment - Feb. 2001 
2.3.1.2 20d Year Assessment - Sept. 2001 

2.3.2 Key Issues Seminar 1 -Regulatory Issues (May 24,2001) - 
Slideshandouts delivered. 

2.3.3 Key Issues Seminar 2 - Gas Industry Issues (June 7,2001) - 
Slideshandouts delivered 

2.3.4 Workshop on Customer Communications Issues (September 200l)'~ 
2.3.5 Reports kom attendance at Regional Meetings in CEE/NIS under 

USAID Sponsorship 
2.3.6 Regulatory Law Seminar (January 2002) 

Task 3 -- Technical Ass~stancc to the Gas Industry 
Sxb-'l'ask 3.1 - F~nancial Sustainability of the New Gas Companies 

3.1.1 (included within 2.3.3) 
3.1.2 Report on Financial Unbundling of ROMGAZ. 
3.1.3 Other Memoranda 

Sub-Task 3.2 -Establishment of Commercial Operator 
3.2.1 Technical Memorandum on Organization & Management 
3.2.2 Recommendations on DesigdOperational Issues 
3.2.3 Comments on Rules and Methods proposed by counterparts 

Sub-Task 3.3 - S'enmhenin~ of the Gas Transmission Dispatcher 
3.3.1 Technical Memorandum on Organization & Management 
3.3.2 Comments on Rules and Methods proposed by Gas Dispatcher 
3.3.3 Report on Resource Requirements 

Sub-Task 3.4 -Training 
3.4.1 An updated Training Needs Assessment (September 2001) 
3.4.2 Joint USAID/EU Conference on Gas Sector Transitional Issues 

(Sept. 2002) 
3.4.3 Key Issues Seminar - Market Rules, Market Operator, Dispatching 

(January 2002) 
3.4.4 Study Tour to the USA (February 2002) 
3.4.5 Seminar to Follow-up the Study Tour (MarchlApril2002) 

'' Topics presented at the Joint USAIDEXI Conference on Sept. 27-28,2001. A follow-up conference on 
Public Participation is scheduled for Dec. 12, 2001. 

A-2 
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3.4.6 An Additional Seminar on Topics TBD Other trainings to be determined 
based upon the updated Training Needs Assessment. ding Remarks & 
Adjournment 
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Work Plan 
(First Revision) 

August 2001 

I. Objective 

The objective of USAID's Gas Regulatory & Restructuring Assistance Project in 
Romania - Task Order 814 of IQC Contract LAC-1-00-98-006 ('The Project") - is to 
provide technical assistance to the Ministry of Industry and Resources ("MoIR")'~, the 
National Gas Regulatory Authority ("ANRGN") and the "Gas Companies" that, until 
April 2000, were part of ROMGAZ SA", in their efforts to reform the gas sector. 

The US Mission's strategy encompasses assistance to the Romanian gas sector. Its scope 
- "to accelerate energy sector restructuring to build a free market for energy for 
promoting competition" - is within the framework of Strategc Objective 1.5: "A more 
economically sustainable and environmentally sound energy sector." 

USAID believes that by 2002 there will be significantly more companies, both Romanian 
and foreign, that are active in the Romanian gas market and are creating a truly 
competitive market for natural gas in both long-term contracts and a sport market. 
USAID also believes that there will be measurable progress in establishing accountable 
market operations and regulatory oversight. These results will be critical to achieving 
broad economic restructuring and reform. 

Assistance is provided in two major directions: 

1) To ANRGN, with participation by the Gas Companies, in establishing the 
"Market Rules" of a liberalized, competitive gas market, by issuing: 

a. A Commercial Code that defines the relationships between buyers, sellers 
and suppliers of services (e.g. transport and storage), defines the type of 

16 Prim to the elections of 2000, the MoIR was known as the Minishy of Indushy and Trade. 
" Governmental Decision No. 334 of May 2000 dis-integrated the National Gas Company, "ROMGAZ 
SA," and created the following state-owned gas companies: Transgaz (transmission), Exprogaz 
(production), Depogaz (storage), Distrigaz Nord (distribution), and Distrigaz Sud (distribution). On June 
14,2001, Governmental Decision No 575 merged Exprograz and Depogaz to fonn a new company for 
production and storage under the name ROMGAZ, SA. 
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trade in gas (spot market) and who is qualified to participate in it, defines 
the regulatory oversight of international trade in natural gas, defines the 
oversight of gas dispatching to ensure fairness, and 

b. A Technical Code that define the technical requirements from market 
participants in terms of quality of service, safety and environmental 
protection. Assistance shall be provided throuh documents to be drafted 
by the consultants, discussions with stakeholders, reviews of and comment 
on Romanian documents, the carrying-out of a public relations program 
for ANRGN, and training of ANRGN staff. 

2) To the Gas Companies in implementing the reforms in the gas sector by: 

a. Providing assistance in setting up the financial accounts of the new 
companies 

b. Assisting the "Market  erato tor"" to manage its responsibilities (recording 
transactions, settlement of accounts) and 

c. Assisting in defining the role and operations of the Gas 
Dispatcher/Transmission Operator. 

USAD is closely coordinating its technical assistance program with EU Phare, which has 
developed a program that complements USAID's technical assistance to MoIR and 
ANRGN. The Project will work with the EU Phare to the maximum extent practicable to 
ensure that there is a sharing of information and lessons learned along with a minimum of 
overlap between the two programs. Joint activities will be scheduled whenever there is a 
cost-effective benefit in doing so to achieve USAID's objectives. 

11. Work Plan Activities 

TASK 1 - WORK PLAN 

An initial "Work Plan" for this Project was delivered to USAIDIBucharest on November 
30,2000. It outlined activities for the Project's first year (October 2002 - September 

Formerly referred to as the "Commercial OperatorNarket Administrator," the Market Operator was 
established by the Ministry of Industry and Trade on April 2,2001 (Order 85102.04.2001). The term 
"Market Operator" will be used within this Work Plan in lieu of the term "Commercial OperatorMarket 
Administrator," which appears in earlier versions of the Work Plan as well as in our Proposal and the Task 
Order. 
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2001) and responded to the Scope of Work that had been elaborated by USAID in its 
request for proposals for this Task Order, which, having been prepared early in 2000, 
reflected the economic and political environment of Romania at that time. By May 2001, 
after the Proiect had been established within ANRGN's offices and the Proiect Team had . 
completed a period of initial data gathering and discussions with counterparts, it was 
determined, in consultation with USATD, that the environment, structure of the Romanian 
gas sector i d  the contractual structure fir  the Project had evolved to the extent that the 
Work Plan for the project's "second year" (i.e. September 2001- September 2000) should 
be updated to respond to those changes. 

This revised Work Plan places Project activities into an updated context but does 
departfrom the strategv that guided USAID's decision to provide this program of 
technical assistance. 

With ANRGN and the new gas companies, as with any newly created organizational 
structure, we recognize that there will be day-to-day problems that can consume 
management's resources and divert attention from overall objectives. Exacerbating these 
"start-up" problems are the changes that have occurred within the Romanian government 
a s  a result of its national elections at the end of 2000 and the changes of leadership at 
ANRGN and the gas companies that have occurred since the inception of this Project. 
We are sensitive to these problems and eager to offer, pro-actively, whatever assistance 
we can to respond to the evolving needs of our counterparts as they arise. Nonetheless, 
the Project will stay focused on USAID's objectives. Despite the changes of the recent 
past, the overall thrust of reform is unchanged from that which was contemplated in 
USAID'S WP.  

Our challenge is, therefore, to be flexible and creative in the evolutionary development of 
a constructive assistance program, and our commitment to USAID is to do so within the 
general framework of our Task Order. An essential element in meeting this challenge is 
for our Project Team, through the resident Project Manager, to have a regular, open and 
mutually beneficial dialogue with the USAID CTO. It is planned that the Project 
Manager will meet with the CTO on a weekly basis to discuss Project activities and 
plans, as well as the energy sector environment in Romania, for the express purpose of 
keeping the Project focused on USAID's objectives. 

It is also desirable that there be regular meetings between the Project Manager and the 
project manager of the companion EU Phare program, and the project manager of 
USAID's program of assistance to ANRE, the Romanian National Electric Regulatory 
Authority. 
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TASK 2 -TECHNICAL ASSISTANCE IN REGULATION 
OF THE NATURAL GAS MARKET 

Sub-Task 2.1 - Market Rules 

Creating competitive markets for a commodity such as natural gas, which is transported 
through a system of fixed transmission and distribution pipelines, to which a limited set 
of buyers and sellers have access, requires a complex set of "Market Rules" that define 
the relationships between sellers, buyers, transporters and providers of services, including 
storage. The rules must balance the need to open the pipeline networks to many with the 
maintenance of the system's technical integrity. For Romania, the market rules must also 
be designed to comply with the European Union's Directive on a Single Gas Market, 
which is a long-term goal of participation in the Trans-European gas market. 

The Project will assist ANRGN in drafting and/or reviewing or commenting on all 
relevant documents needed to define Market Rules for the Romanian gas sector. These 
documents will include: 

a) The Commercial Code defining relationships between market 
participants; 

b) The Technical Code defining quality of service and safety 
regulation for licensed providers; 

c) Rules related to the Gas Dispatcher's Role in ensuring fairness in 
dispatching; 

d) Rules concerning underground storage to serve domestic and 
regional gas markets; and 

e) Rules and models related to settlement of accounts and disputes 
among market participants. 

We will ensure that extensive documentation is provided to ANRGN with respect to 
regulation in other European countries and particularly their technical codes and 
operating rules. Experience from the United States will also be made available, however, 
the priority focus of ANRGN's attention should be in developing a system that is 
compatible with and complementary to those planned for, andlor in operation, in Europe. 

Under Sub-Task 2.1.1 -Market Structure in Other Europearz Countries - a technical 
memorandum was prepared on the gas industry market structure and regulatory 
framework in other European countries. This memorandum included a discussion of the 
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ways in which Romania could utilize the experience of its European counterparts in 
complying with the EU Gas Directive. A presentation, based upon this memorandum, 
was made to the counterparts at a Key Issues Seminar. [Item 2.3.11 

Specific Activities 

2.1.2 Proposed Market Model for Romania 

Based upon the technical memorandum prepared under item 2.1.1 and its 
discussion during the Key Issues Seminar [Item 2.3.11, a technical memorandum 
will be prepared that proposes a market model for the Romanian gas market. 
Included will be an assessment of whether the proposed model is consistent with 
Romanian laws and regulations and, if it is not, the reasons for the discrepancies 
will be explained and possible-reconciling approaches identified. 

2.1.3 Commercial Code 

Assistance will be orovided to ANFGN in the develo~ment of a Commercial 
Code. Regular meetings will be held with working groups within ANRGN in 
order to review ANRGN's progress in developing this Code as well as to make - A - 
suggestions and offer input on various aspects of the Code's preparation. In 
addition we will also have discussions with ANRGN, MoIR and the Gas 
Companies to gain a broader perspective of the problems being addressed. (Initial 
discussions took place during site visits to the companies and during the first Key 
Issues Seminars [Item 2.3.11.) The assistance will include: 

(a) the preparation of a discussion paper that outlines elements of a 
recommended Commercial Code, 

@) the review with comments of draft Commercial Codes prepared by 
ANRGN, 

(c) other advice and assistance with the preparation of fkther drafts. 

(d) As appropriate presentations on the Commercial Code will be made during 
seminars and workshops conducted throughout the contract period. 

2.1.4 Technical Code 

Assistance to ANRGN in the development of a Technical Code. Regular meetings 
will be held with working groups within ANRGN in order to review ANRGN's 
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progress in developing this Code as well as to make suggestions and offer input 
on various aspects of the Code's preparation. In addition we will also have 
discussions kith ANRGN, ~ o i a n d  the Gas Companies to gain a broader 
perspective of the problems being addressed. (Initial discussions took place 
during site visits to the companies and during the first Key Issues Seminars [Item 
2.3.11.) The assistance will include: 

(a) The preparation of a discussion paper that outlines elements of a 
recommended Technical Code, 

@) the review with comments of draft Technical Code prepared by ANRGN, 
and 

(c) other advice and assistance with the preparation of further drafts. 

Sub-Task 2.2 - Public Information 

Effective and timely participation by, and communication with, industry participants and 
customers enhance successful implementation of market rules and energy tariffs. Public -- 
acceptance of change and the reasons for change, and of increasing energy prices, is 
essential for reform to succeed. ANRGN will need to take leadership in securing that 
acceptance. 

Specific Activities 

The Project will assist ANRGN with its Public InformationJPublic Participation 
Program by: 

2.2.1 Recommending a strategy to communicate with the public, with 
special attention to mechanisms increasing public participation. This 
recommendation will be based upon international best practices with 
particular reference to ongoing activities by other regulators in the 
region. 

2.2.2 Assisting with the implementation of a public participation process to 
solicit input from the public (customers, NGO's, Government, etc.) 
regarding gas sector r;forms,'including tariffs. Reports will be 
prepared on public participation events (at least 2 per year). 

2.2.3 Implementing an information dissemination process aimed at the gas 
industry participants (sellers, buyers, traders). Papers (at least 2 per 
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year) will be prepared for public dissemination explaining ANRGN's 
actions. 

2.2.4 Advising ANRGN, MoIR and affected stakeholders on the 
implications of pricing, regulatory reforms and other actions on the 
investment environment; Advising on developing public information. 
-The Project Team will hold regular meetings (at least one each 
month) at ANRGN's headquarters for informal discussions of relevant 
topics. 

Sub-Task 2.3 - Training 

The Project will prepare a program of formal seminars and implement it with short-term 
specialists as part of their general technical assistance responsibilities. Training will be 
relevant to the technical assistance program described under Sub-Task 2.1 and, to the 
extent practicable, coordinated with the training implemented by EU Phare's consultants. 
The training program will include a combination of in-house courses and study tours. 

The Project will arrange for ANRGN staff to attend regional meetings of the CEEINIS 
Association of Regulators organized under USAID sponsorship by the US National 
Association of Regulatory Utility Commissioners (NARUC), or other appropriate 
programs. 

Under sub-task 2.3.1 - Training Needs Assessment - field visits were made in February 
2001 and a formal assessment of training needs was prepared as a basis for the training 
program. 

Sub-task 2.3.2 was a I-day Key Issues Seminar (#I) held at Bazna on May 24,2001 for 
ANRGN, the Gas Companies and MoIR on "Regulatory Issues" at which there were 
presentations and discussions of (a) the Role of the Regulator, and (b) the Roles and 
Responsibilities of Market Participants. [This activity supports Sub-Task 2.1 .] 

Sub-task 2.3.3 was a 1-day Key Issues Seminar (#2) was conduced at Bazna on June 7, 
2001 for ANRGN, the Gas Companies and MoIR on ''Industry Issues" at which there 
were presentations and discussions on (a) critical concems with the operation of the 
Romanian gas system under market conditions, [This activity supports Sub-Task 2.1.1 
and (b) financial and other business concems with the financial viabilityof the Gas 
Companies under market conditions [This activity supports Sub-Task 3.11. 
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Specific Activities 

2.3.4 A joint USAIDIEU-funded conference on Transition Issues will be 
conducted for ANRGN, the Gas Companies and MoIR at the start of the 
2nd year of project activities. 

2.3.5 Attend regional meetings in CEEJNIS under USAID Sponsorship. In 
consultation with USAID, programs will be proposed for this activity 
throughout the contract period. 

2.3.6 The Project Team will hold regular monthly meetings at ANRGN's 
headquarters for informal discussions of relevant current issues, i.e. 
"issues of the Month." 

2.3.7 A Key Issues Seminar (#3) on Regulatory Law Issues will be held to 
broaden participants' understandings of regulatory law f?om the 
perspective of the US Federal Energy Regulatory Commission (FERC). 
This official will also present case studies i?om other Eastern European 
countries, where he has assisted other new energy regulatory agencies as 
part of similar USAID projects. In conjunction with the seminar, the 
FERC representative will be available for direct consultation with in- 
country project staff and ANRGN staff involved in developing the 
commercial and technical codes. [This activity supports Sub-Tasks 2.1.2 
and 2.1.3.1 

TASK 3 - TECHNICAL ASSISTANCE TO THE 

GAS INDUSTRY RESTRUCTURJNG & MARKET OPERATIONS 

USAID's intention is to ensure that reforms in the gas sector go further than the 
functional unbundling of an integrated monopoly, but result in the development of 
companies that are active participants in a competitive gas market. The vehicle for this 
competitive market will be the operations center for the market, the Market Operator and 
the Gas System Operator. 

With the restructuring of ROMGAZ SA, a successor company, TRANSGAZ, owns and 
operates the transmission assets and will act as the Gas System Operator. A Market 
Operator will he established as an independent entity. The Project will provide technical 
support to these entities, and to the other successor Gas Companies as appropriate. The 
MoIR, currently the owner of all of the former ROMGAZ SA, is also a counterpart for 
this program of assistance. ANRGN, through its Market Rules, has regulatory oversight 
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ensuring compliance with these rules by the Market Operator and the Gas System 
Operator. 

Sub-Task 3.1 -Financial Sustainabilitv of the New Gas Comvanies 

The Task Order provides for assistance to the Gas Companies through advice with 
unbundling the subsidiaries (of ROMGAZ) into companies, specifically with respect to 
the separation of assets and the separation and allocation of long-term debt. However, 
the new companies had already been formed by the time of the Project's inception; that 
event has overtaken the need for assistance in this area. Nonetheless, we recognize that, 
in these early stages of each company's formation, there is still a need to review the 
financial structure of the new companies and make comments upon the financial 
sustainability thereof. 

(Sub-Task 3.1.1) At the Key Issues Seminar #2 on June 7,2001 (See item 2.3.2), an 
international investment advisor made a presentation on the issues of concern to investors 
with respect to the financial viability of gas companies. An open forum to discuss those 
issues with representatives of the Gas Companies accompanied this presentation. 

(Sub-Task 3.1.2) As a follow-up to this seminar presentation, the Project met with the 
economic/financial management of each of the Gas Companies over the period June 9- 
20,2001, to identify problem areas, if any, with respect to such issues as: 

a) The separation of assets and liabilities 

b) The adoption of International Accounting Standards 

c) Other financial management concerns 

Building upon these interactions, a report on the financial unbundling of ROMGAS will be 
prepared for comment by the Gas Companies, MoIR and ANRGN. Other memoranda will be 
prepared to address specific problem areas that are identified by the fieldwork 

Sub-Task 3.2 -Establishment of Market Overator 

The Market Operator is a new entity that was established by the MoIT in April 2001 to 
record transactions in the market, and to be the accounts settlement center of the gas 
market. The Project will provide advice to the establishment of the Market Operator in 
the following areas: 



a) Organization and management of the Market Operator entity, including its 
relationship to TRANSGAZ SA and to ANRGN, in registration of gas market 
participants. 

b) The methodology for calculating gas market prices for the trading period 

c) The procedures for carrying out gas tradingtauctions and recording 
transactions 

d) The procedures for settling accounts among participants 

e) The procedures for settling international gas transactions, including transport 
of gas through Romania to other countries. 

Specific Activities 
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3.2.1 Based upon a review of decisions taken to date, and following extensive 
discussions with all stakeholders, a Technical memorandum will be 
prepared on the recommended organization and management of the 
Market Operator. 

3.2.2 A set of technical Memoranda will be prepared that details 
recommendations with respect to the following designloperational issues 
for the Market Operator: 

a) The design of a data base for recording transactions 

b) Methods for clearing market prices for trading periods 

c) Methods for settling accounts 

3.2.3 The Project will prepare written reviews and comments on all rules and 
methods proposed by ANRGN, MoIR and the Gas Companies concerning 
the Market Operator. 

Sub-Task 3.3 - Strengfhening of the Gas Transmission Dispatcher 

Operating the high-pressure natural gas transmission pipeline system is the responsibility 
of the Gas System Operator, a function of TRANSGAZ SA, which will be required to 
ensure the short- and long-term provision of balance between gas demand and supply. 
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The Gas System Operator needs to comply with Market Rules established by ANRGN, 
which has oversight over its functions. The Project will advise the gas dispatcher in 
carrying out its functions, including: 

a) Organization and management of the Gas System Operator, including 
definition of its relationship to the Market OperatorMarket Administrator 

b) Development of rules or technical codes (approved by ANRGN) that ensure 
safe and reliable functioning of the gas pipeline system, which are binding 
upon all market participants broducers, importers, storage operators, low 
pressure pipeline operators, etc.) 

c) Identification of requirements for proper functioning of the Gas Dispatcher, 
and of shortcomings of the existing gas pipeline system in terms of: metering, 
communications systems, etc. 

Specific Activities 

3.3.1 Based upon a review of decisions taken to date, and following extensive 
discussions with all stakeholders, a Technical memorandum will be 
prepared on the recommended organization and management of the Gas 
Dispatcher. 

3.3.2 The Project will prepare writing reviews and comments on all draft 
technical codes and rules proposed by the Gas Dispatcher. 

3.3.3 A report on resource requirements (communications systems, gas meters, 
computer systems, etc.) will be prepared. 

Sub-Task 3.4 -Training and Dissemination of Market Rules 

Complementing the training and dissemination tasks under Sub-Tasks 2.2. and 2.3 
(above), the Project will design two programs of in-house training: 

a) A study tour to appropriate counterparts outside Romania to help the functioning 
of the competitive gas market. ANRGN, the Gas Companies, the Gas Dispatcher 
and the Market Operator will be the beneficiaries of this program. 

b) A program of disseminating the new rules to other market participants, including 
operators of low-pressure gas grids (local distributors), operators of storage 
depots, gas traders, gas producers, and importers/transporters throughout 
Romania. 
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Reports containing a description and evaluation of each training event will be prepared. 

Specific Activities 

3.4.1 The training needs assessment performed under sub-task 2.3.1 will be 
updated in September 2001. The training program identified under sub- 
task 2.3 will be modified in accordance with this updated program as well 
as to reflect the concerns identified in the introduction to sub-task 3.4. 

3.4.2 A Key Issues Seminar (#4) will be conducted during the is' Quarter 2002 
to report on progress with Market Rules, the Market Operator and the 
Dispatching Center. A specific agenda will be developed during the 
updating of the training needs assessment (sub-task 3.4.1). 

3.4.3 A Study Tour to the USA will be scheduled for the 1'' quarter of 2002. 
The focus of this training will be the functioning of a competitive gas 
market. For continuity, participants from the gas companies will be 
nominated from those managers who have actively participated in other 
project activities. The Study Tour will begin with a conference in 
Bucharest at which participants will be assigned specific topicslthemes 
based upon their professional interests and involvement. Each participant 
will be expected to pursue these topicslthemes while on the study tour and 
to make a presentation to their colleagues at a seminar to be held shortly 
after their return to Romania. A specific agenda will be developed during 
the updating of the training needs assessment (sub-task 3.4.1). 

3.4.4 Key Issues Seminar #5 will be held to follow-up the Study Tour for the 
purpose of facilitating the disseminating the information learned and 
experiences gained to a broad audience of colleagues in Romania. 
Participants in the Study Tour will be required to make presentations at 
this seminar on specific topicslthemes that were assigned to them prior to 
their departure for the USA. 

3.4.5 Other activities to be determined following the assessment identified as 
sub-task 3.4.1. 

3.4.6 A conference will be held at the conclusion of the project to review 
accomplishments, identify outstanding issues and make recommendations 
for future actions. 
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III. Organization for Project Implementation 

Nexant, Inc., A Bechtel Technology and Consulting Company ('TJexant"), will manage 
this program of assistance under an IQC for USAID. 

Project activities began in September 2000 by Bechtel National, Inc. ('Bechtel"). 
Subsequently (October 12,2000), USAID modified its contract with Bechtel to the extent 
that responsibility for the Project, and all other activities under this IQC, were transferred 
from Bechtel to Nexant, which was formed on 1 January 2000. This administrative 
action did not affect the agreed-to cost of this Task to USAJD. 

In effect, the consultants that formed Nexant were the same professionals that had been 
working for the Bechtel Consulting group (within Bechtel). The novation of Bechtel's 
contract to Nexant and the subsequent expansion of Nexant through the hiring of 
additional, highly experienced consultants enhances Nexant's ability to undertake this 
Project for USAID. Throughout the contract period, it is planned that the names and 
resumes of consultants, who were not members of the Bechtel team at the time of our 
proposal for this Task, will be proposed to USAID for approval and inclusion in the 
Project Team. 

Mr. Matthew Addison, Vice President, Nexant (Washington, DC) is Project Manager of 
Nexant's Energy IQC. 

The Chief of Party and Resident Project Manager is Mr. Robert E. ~ o r ~ s t r o m . ' ~  Mr. 
Borgstrom has management and consulting experience with natural gas and electric 
utilities, energy businesses and related governmental agencies and has successfully 
managed several multi-disciplillary energy projects for NexantBechtel Consulting in 
Bulgaria, Hungary, Lithuania, and Macedonia as well as in Romania. Prior to joining 
Bechtel, he worked for Price Waterhouse's International Privatization Group in 
Kazakhstan, Kyrgyzstan, Russia and Ukraine. In addition to consulting experience that 
has in recent years emphasized the electric sector (e.g. his work for RENEUCONEL and 
their distribution subsidiarv at Brasov in 1998). his ~rofessional backaound includes a , . - 
solid foundation of management and consulting experience in the natural gas industry. 
He was an economic and financial analyst for American Natural Resources (1975-7), and 
manager of economic analysis for ~ o l u h b i a  Gas Distribution Companies (1987-92); 

l 9  Mr. Christopher Turner was Project Manager from the inception of the Project in September 2000 until 
his resignation fromNexant on March 7,2001. On April 4,2001, Mr. Borgstrom was approved by USAID 
to be Project Manager; he began his full time residency in Bucharest on April 30". 
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From 1977-86, he was a consultant with Stone & Webster Management Consultants 
leading, as well as participating in, a wide variety of economic, supply planning and 
operational analysis projects for natural gas companies throughout the USA, Canada and 
in Argentina. 

Mr. Borgstrom will lead a Project Team that includes short-term experts in privatization 
and restructuring, energy economics, accounting, natural gas and energy law, and natural 
pas overations will ioin the Proiect on an as-needed basis. Consultants f?om - - 
Development Associates, Inc., will conduct a training needs assessment and help to 
implement training programs throughout the contract period, subject to USAID's 
approval. 

Complementing the expatriate staff will be two Romanian nationals: Mr. Florin Tobescu, 
a senior technical and policy advisor, who is an expert in the Romanian gas and energy 
industries. Until recently he was Executive Director of the Romanian Energy Policy 
Association. 

Ms. Doina Badea, an engineer, formerly with the Ministry of Industry and Trade and 
currently with ANRGN, has been assigned by ANRGN to provide technical support to 
the Project on a full-time basis and without cost to USAID. Ms. Badea has considerable 
industrial sector experience as well as being a Romanian-government qualified 
interpreter. 

The Project is located within the offices of ANRGN in Bucharest. This physical 
proximity will improve the quality and timeliness of our Project's assistance. Nexant 
wishes to acknowledge, with appreciation, the support extended by ANRGN to the 
Project. 
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Lmm Joint USAlDlEU Phare Conference 
on Transition of the 

Romanian market for Natural Gas 

and assistance rendered by USAID and Phare 

Poiana Brasov, Romania 
Hotel Sport, Teleferic Hall 

September 27-28,2001 

Agenda 

Thursday, Sept. 27 

09:30 - 10:30 Registration (with coffee served in lobby) 

10:30 Conference Called to Order - Mr. Borgstrom 

Welcoming/Introductory Remarks by: 

Mr. Iancu, MoIR 
Mr. Radu, ANRGN 
Mr. Musatescu, USAID 
Mr. Brown, EU Phare 
Mr. Binig, EC-Delegation 

Conference Logistics 
Mr. Tobescu (Nexant) 

O v e ~ e w  of Transitional Issues 
Perspective of the EU PhareIConsulectra Project - Mr.Gayh 
Perspective of the USAIDNexant Project - Mr. Borgstrijm 
Perspective of ANRGN -Mr. Morari 
Comments/Discussion 

Luncheon 

USAID/Nexant Proiect Issues 

Corporate Structures: Implications for Competition - 
Mr. Foti (Accenture) 



17:30 

19:OO 

Friday. Sept. 28 

09:OO 

09:15 
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Discussion 

Public Participation in the Regulatory Process: Review of 
International Best Practices and Implications for ANRGN - 
Mr. Banks (Nexant) 

Discussion 

Break (with refreshments) 

Presentations by the Gas Companies 

Distrigaz-Nord - Mr. Borda 
Distrigaz-Sud - Mr. Armencea 
Transgaz - Mrs. Goage 
Romgaz- Mr. Dimbean 

A d j o m e n t  for the day 

Dinner 

Conference Resumes - Mr. Gayh 

EU Phare Proiect Issues 

Presentation on the EC Directive and the impact on primary and 
secondary legislation and possible derogation for Romania - 
Mrs. Dr Fouquet (Kuhbier) 

Discussion 
Presentation on Prices and Tariffs in the liberalised gas market - 
Mr. Penglis (Kantor) 
Discussion 

Break (with coffee) 
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Presentation on Opening of the Romanian Gas Market - 
Mr. Dumele (ECH-OVM) 

Discussion 

Presentation entitled "Meeting the Challenge" - 
Mrs. Brandolini (Nomisma) 

Concluding Remarks 
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LIST of PARTICIPANTS 
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A-Leeislative changes 

.. ~ 

~ u b l i c  services in counties, towns and villages 
Decision 14712001 Approval for the List Containing the The List containing the natural gas eligible 
Eligible Consumers issued by ANRGN consumers, foreseen in the appendix of this 

- --- 
NO. 

1. 

-- -- -. ,. .. ~ 

Law 46312001- Approval of Governmental 
Regulation of the activities in natural gas sector 

- - - - 
~overnmental  Decision 64712001- Approval of Energetic Development 
National Strategy of Romania for medium term - 2001-2004 

.. ... - - 
PIECE OF LEGISLATION AND TITLE 

Law 32612001- Public Services provided by Local Utilities 

.... ~~ .. . . . 
Order 21612001 - Approval For The Unique Price For Captive 
Consumers In Natural .~~~ ~ Gas Sector 
Order 11312001 - Some Technical ~ e g u l a G n  For containers-G; 
Cylinders 

Order 285112712001- Establishment Of Regulated Tariffs In Natural 
Gas Scctor 

PUBLISHED-OFFICIAL 
GAZETTE (MOO 
3591 July 4,2001- 
issued by The 

Parliament of Romania 
4441August 7; 2001- 

Observations 
Establishes the legal framework for the 
establishment, functioning and monitoring of the 

issued by GoR 

.. ... ,.. .... 
457lAugust 10,2001- 
issued ~. ~ by ANRGN 
463lAugust 14,2001- 
issued by GoR 

. . 
the activities in . natural gas sector 
This document whose starting point is the 
sustainable development of Romania in the 
context of county's admission to EU, takes into 
consideration the main obiectives and ~riorities 
of the longtenn . national energy strateg; 
Establ~shes the unique regulated prlce for 
captive consumers 
~stabl;shes specific technical rcgi~lations for 
container catcgorles and obligations for the body 
designed for verifytng -the State Inspect~on for 
Controlling Boilers, Under-pressure Container 
and Lifting Installation - ISCIR 
~stabltshes the unique regulated tartffs in natural 
gas scctor for transport service, undergroutid 

2 e  service - and distribution service - 
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decision, is approved. 
Order 37912001- Modifying and Completing Order 23,2001- Establishes the distribution tariff for captive and ' 
concerning the establishment of regulated tariffs in eligible consumers, directly connected to the 
sector distribution system or to the national transport 

.... .. - - 
Decision 3 1212001 Temporary License In Natural Gas Sector 

issued bv ANRGN issues the licensee for legal persons, Romanian 

Regulates the Technical Agreement between the 
supplier, operator and beneficiary regarding the 
operation of natural gas commercial 
deliveryltaking over stations, part of the present 

.. 

8. Decision 260/2001 - Technical Agreement Regarding The Operation Of 
Natural Gas Commercial Deliverynaking Over Stations 

I 
- .  

or foreign, to participate at a public auction, to 
obtain the concession of distribution andlor due 

491lAugust 23,2001- 
issued by ANRGN 

I1 I . . . .  
ANRGN I~ -  I appcndix part, is approved 

-~ 

-p-~ 

11. 

. . . . . . . . . . .  
12. 

13. 

14. 

15. 

~- ~p~ ... -. goodsservices~ ....................... ... ....... 
Decision 18612001- Approval of the Frame Contract for 

issued by ANRGN foreseen in the 
appndix part, is approved ............ -- ...... ....... 

Decision 37712001 Completing Decision Brings some details to Decision 31212001 
Temporary License In Natural Gas Sector 2001 -issued by regarding temporary license in natural gas sector 

........ ........ ,,, 

Emergency Ordinance 11512001- Imposes the obligation of the establishment of 
Assure the Necessary Funds for 

- . . . .  
Govcrnrne~ltal Decision 93212001 - Modifying 
And The Financial Support Granted To Poor Families Which Are to their net income per 
Connecte? To The District Heating Systems 

~ ~ ~ 

family member 
Decision 18712001 -Approval of the Frame Through the present decision the Natural Gas 

Trans~ort Frame-Contract, foreseen in the 
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..... 

16. 

....... 
17. 

- 

Order 43812001 - Approval For the Prices and Establishment the 
Regulated Tariffs In Natural Gas Sector 

Order 14812001 -Approval For the Prices and Establishment the 
Regulated Tariffs In Natural Gas Sector 

- ~~~p . 
p~ 

607lSeptember 27, 
2001- issued by 
ANRGN 

607ISeptember 27, 
2001- issued by ANRM 

. . . . . . .  

- 
Regulates prices and tariffs related to natural gas 
supplying for captive consumers directly 
connected to the natural gas national transport 
system or consumers connected to the natural 
gas distribution systems 
Regulates prices and tariffs related to natural gas 
supplying for captive consumers directly 
connected to the natural gas national transport 
system or consumers connected to the natural 
gas distribution systems 
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Through a an order issued in September by the National Authority for Gas Sector 
Regulation, gas prices and regulated tariffs were approved as follows: 

Captive 
Customers 
(Merchant 
Service) 

ROUl OOOcm USD/1000cm 

Distrigaz-Nord 
or Distrigaz-Sud 2,538,855 

I 
Connected via 

Transgaz 

) Transportation 

2,116,020 

Underground Storage i 76,935 2.50 

Distribution 
Tariff 

I Connected 1 
I 107,709 

(the above prices and tariffs are calculated at ROL1.S exchange rate 30,774 and do not include VA4'13 

Captive 
Customers 

The electricity tariffs were raised in October. The tariffs for electricity have been 
raised by 3.6% and are valid until October 31. The electricity tariffs will be adjusted on a 
monthly basis, subject to the progress of the ROLEUR rate. 

Transgaz 
Connected 

The previous increases in electricity rates took place in April, for an average of 6.1%, and 
in July - 15%. 

The Romanian Commodities Exchange (BRM) has launched hvo futures contracts for 
the maturity price of the kilowatt and the cubic meter of natural gas in order to probe the 
market and acquaint the operators with instruments aimed to cover the permanent utilities 
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price increases. These products do not involve the effective delivery of the commodities. 
Operators may gain or lose depending on the sole price to be settled upon the maturity 
term, compared with the price they calculate. 

Petrom has launched the first corporate Eurobond issue, worth 125 million Euro. 
Maturing in five years, the issue bears an interest rate of 11.625 per cent and was jointly 
arranged by ABN Amro Bank and ING Barings. 

Ruhrgas Energie AG (Germany) has announced that it intends to place a takeover bid 
for the Hungarian Group MOL Rt's operations in the natural gas sector by November, 
and to use the Hungarian distribution network to expand to other countries in the region, 
such as Romania and Croatia. 

Romania has considerably increased its natural gas storage capacity, reaching 1.6 
billion cubic meters at the end of first decade of October, 100 million cm more than 
specified in the Governmental program, and 200 million more than last year's capacity. 
Moreover, the works at the new storage located at Butimanu, which are about 2 years 
behind schedule, have been resumed "at a brisk pace", so that the new 300 million cm 
storage will be available next spring. The capacity thereof will be in the future increased 
by 600 million cm. 

Minister Popescu estimated that "Hopefully, by the end of 2002, we shall reach and even 
exceed a storage capacity of 2 billion cm". 

Shell has stopped all investments in Romania for the time being, but they will be 
resumed if there is any change in the situation of the fuel distribution market. Accordis 
to Shell Romania manager Sorina B?il!atu, the above-mentioned decision was made 
because of Petrom's market position and the price policy imposed by the Romanian 
Government. Petrom is the leader of the fuel distribution market, with a 60% market 
share, and owns two refineries processing most of the Romanian crude, which represent 
the main supply source for the gas stations of the other market players. 

The price policy imposed by Petrom seems to be posing big problems to all the players 
on the fuel market, as all international companies (Agip, OMV, MOL) posted losses after 
doing business in Romania for several years. 

TransGaz completed the second segment of Russia-Turkey natural gas transit pipe. 
The quantity of natural gas to enter Romania will considerably increase, with the 
completionbf the works at the pipe which will connect ~ u s s i a  and Turkey, an investment 
of $185 million, co-financed by Gazprom (Russia)-65%, and by TransGaz-35%. The 
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project consists of 3 stages: a 90 km segment put into operation in 2000, another one of 
65 km, just finalized, and a third one, to become operational in March 2002. 

Mr. Gabriel Coconea, General Manager of TransGaz declared "The new pipe will 
basically double the transportation capacity on this route. All the components of the 
project, except for certain taps which are not manufactured in Romania, are made and 
assembled in Romania". This work is an important item of the Governmental Agreement 
concluded between Romania and Russia in 1996, according to which the quantity of 
natural gas transported on the route Russia-Turkey will be doubled until 2002. 

Greece and Macedonia will also benefit from the gas transported through this pipe. The 
Romanian party will be paid through a credit-commodity account, and will receive an 
increased quantity of natural gas, for $12011000 cm, against $140/1000 cm now. On 
October 24, Minister Dan Ioan Popescu will negotiate in Moscow, within the Romanian- 
Russian joint commission, with Gazprom representatives, the completion of the natural 
gas stocks needed for this winter, which are appreciated at a minimum of 2 billion cm. 

US Dollar to Romanian Lei Conversion Rate 
I 1 USD = ROL I 
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I. Background 

The objective of USAID's Gas Regulatory and Restructuring Assistance in Romania 
(hereinafter referred to as "The Project") is to provide technical assistance to the 
Romanian Ministry of Industry and Resources ("MoIR"), formerly Ministry of Industry 
and Trade ("MoIT"), the Romanian National Gas Regulatory Authority ("ANRGN"), and 
the gas sector companies that, prior to Romanian Governmental Decision No. 334 of 
April 2000, were part of the Romanian National Gas Company, ROMGAZ SA'. 

The Project supports USAID's Strategic Objective 1.5: "A more economically 
sustainable and environmentally sound energy sector." 

Assistance under The Project will be provided in two areas: 

1) Assistance to ANRGN, with participation of the gas sector companies, in 
establishing the rules of a liberalized, competitive natural gas market through the 
issuance of: (a) a Commercial Code, and (6) a Technical code; and 

2) Assistance to the successor companies of ROMGAZ in implementing reforms in 
the gas sector, by: (a) assisting the new companies to set up financial accounts, @) 
assisting the Commercial OperatorIMarket Administrator to manage its 
responsibilities, and (c) assisting in defining the role and operations of the Gas 
Dispatcher/Transmission Operator. 

Nexant, Inc. ('Wexant"), a Bechtel Technology & Consulting Company and the successor 
to Bechtel National Inc. for implementation of USAID's IQC #LAG-1-00-98-0006, is 
implementing The Project under Task Order #8 14 ("Gas Regulatory and Restructuring 
Assistance in Romania") of that IQC. Work began on September 25,2000, with an 
estimated completion date of September 30,2002. 

I Governmental Decision No. 334 of .April 2000 dissolved the National Gas Company, "ROMGAZ SA," 
and created the following state-owned corporations for the production, transportation, storage and 
distribution of natural gas in Romania: Transgaz (transmission), Exprogaz (production), Depogaz (storage), 
Distrigaz Nord (distribution), and Distrigaz Sud (distribution). On June 14,2001, Governmental Decision 
No 575 merged Exprograz with Depogaz to fonn a new company for production and storage under the 
name ROMGAZ, SA. 
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11. Summary of Project Activities During the Reporting Period 

This reporting period (April 1 -June 30,2001) the third quarter of The Project, 
was characterized by a re-starting of activities following a brief interval created by the 
former Chief of Party's ("COP") resignation on March 7,2001. Mr. Robert Borgstrijm 
was nominated to take over those responsibilities and was confirmed in that position by 
USAID effective April 4,2001. Mr. Borgstrom moved to Bucharest on April 30,2001, 
following a period for relocation, including various project-related planning meetings in 
Washington, DC and San Francisco. 

The new CoP's immediate objective was to position The Project such that all 
activities under the Task Order would be completed on schedule and within budget. 
Notwithstanding the interruption caused by the aforementioned resignation, the project 
had moved slowly in its first months, due in large part to the challenges of working 
within a changing political environment and with counterparts who are, themselves, 
trying to position their organizations to adapt to those changes. 

Under the new CoP's direction, The Project Team is mindful of these challenges 
but confident that the timing is opportune for USAID to help the gas sector participants 
define a new, market-based era for Romania. In this regard, positioning of the project 
meant bringing the Project Team and the counterparts - ANRGN and the Gas Companies 
- together to: 

a) Introduce the Project Team to the pressing issues that our counterparts 
were facing in their efforts to reform the gas sector; and 

b) Explain the scope and purpose of the Project as well as the important 
opportunities that are presenting themselves to the Romanian gas sector. 

Knowing that there would be a relaxation of activities amongst the counterparts 
during the summer months of July and August, an intensive effort was made to hold two 
"Key Issues" Seminars and to make visits to each of the Gas Companies during the 
months of May and June. Accordingly two, one-day seminars were held in Bazna, 
Romania, on the following topics: 

Seminar #I 

The Roles and Responsibilities of the Regulator 

A Comparison of the Regulatory Environments in EU Countries 

The Roles and Responsibilities of Market Participants 
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Seminar #2 

Business Principles 

Privatization Investment Issues 

Technical Code Issues 

Presentations by each of the Gas Companies 

The agendas for these seminars are presented in Appendices B and C. 

The meetings were well attended with representatives from each of the 
counterparts including the President of ANRGN, the General Directors of ANRGN's 
Technical Regulations Department and Licensing-Concessions Agreements Department 
and the General and Deputy General Directors of the gas companies. The format 
provided for prepared presentations by Team Members from the USA and UK as well as 
guest speakers from the USA who "volunteered" their time to participate in our program. 
The presentations were followed by open discussions of the issues that had been 
presented. Contacts were made between the Project Team and counterparts that were 
followed-up by individual meetings in Bucharest and by a round of visits to each of the 
Gas Companies shortly thereafter. 

One of our tasks (Sub-Task 3.1 of our Work Plan) is to assess the financial 
sustainability of the newly created gas companies. In this regard, and in order to make 
recommendations about the separation of Romgaz into these new companies, the Project 
Team visited each of the companies to interview their financial and economic 
managements. A report is being prepared on the status of each company's: (a) Business 
Planning; (b) Budgeting Process; (c) Finance and Accounting, and (d) Other relevant 
issues. 

Cooperating With Other USAID & Donor-funded Proiects 

Our project is working in parallel with USAID'S project of support to the 
Romanian electric regulatory authority (ANRE). The Project Managers of the two efforts 
meet regularly to exchange views and remain current on energy and regulatory issues of 
common interest. 

On June 5-7, the Project Team was invited to participate in the Electric Sector 
Restructuring Group's seminar on "Corporatization in Market Economy for Romanian 
Companies in the Energy Sector". Similar invitations will be extended to the ESRG 
Project Manager with respect to our future project events. 
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We are also working with EU Phare to coordinate our activities such that best use 
may be made of our complementary resources. Since the beginning of the year there has 
been cooperation with respect to the use of office services and equipment; there was 
recently a joint meeting with EU Phare team members, the Project Team and the 
Transmission Dispatcher. A joint EUNSAID conference is being planned for 
September 27-28 to discuss Gas Sector Transitional Issues; this conference will be the 
conclusion of the EU Phare project's work in Romania and the beginning of our 2nd year 
of activities. 

observations 

With the completion of these three events, the Project Team presents the 
following observations and conclusions by which our future activities can be ,&ded: 

1) The dis-integration of Romgaz has resulted in the creation of separate business 
units, but there remain implicit ties to the "old" Romgaz organization (and to the 
MoIT) that continue to guide, if not control, decision making. The issue for The 
Project is to help participants understand the imperative of developing 
independent business thinking and competitive capabilities. 

2) Participants in the sector are challenged by the "mixed signals" of overt 
instructions to reform and the reality of a market that is not yet open (and may not 
be for years to come) and the arguable necessity for exogenous controls on prices 
and supply decisions to meet social, economic and political needs. The attention 
of The Project must rise above these transitional concerns and stay focused upon 
the issues that will help to shape a competitive future. 

3) Many within the sector have expressed confidence in their own ability, absent 
controls, to compete in a marketplace, but few have a vision of that market. In 
particular there is a need to assist sector participants in understanding the roles of 
their organizations as competitive entities, not only within Romania, but also 
within an openly competitive European Market that will include Romania. Here, 
too, the vision of The Project is that business imperatives more than governmental 
policies are the engines of competition; Romanian companies must develop their 
capabilities to compete and public policies must be designed to facilitate that 
private sector initiative. 

4) Throughout the sector, there is a good, basic understanding of international 
business principles; the issue at hand is how those principles can be implemented 
in ~om&ia .  ~ i t u r e  training should, therefore, focus on facilitating discussion 

5 
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groups and working seminars whereby transitional issues can be debated at length 
and in detail. Foreign speakers should be chosen by their abilities to provide 
relevant examples of transitional topics that will "jump start" and enhance that 
discussion process. 
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111. Future Activities 

As we look forward to the remaining months of our project (July 2001 through 
September 2002), an updated Work Plan is being prepared for USAID's approval. This 
Work Plan will propose a focused effort to accelerate the accomplishment of the 
outstanding items in our Task Order by the summer of 2002. The modality will be a 
pairing of consultant visits with counterparts to provide advise on specific issues, and 
then the presentation of results by that consultant and histher counterpart at various 
workshops and seminars to be held at venues around Romania. 

The Project Team has already begun to identify key managers within counterpart 
organizations; working relationships will be developed, pro-actively, in order to establish 
points of contact, information and expertise on a sustainable basis after the conclusion of 
our project. 

At the end of September we will participate with EU Phare's companion program 
at ANRGN to conduct a two-day, joint EUIUSAID conference on Gas Sector 
Transitional Issues. This conference will be the focal point for launching our 2nd year by 
presenting visions of market-related reforms, as well as by presenting our work in the 
areas of Public Participation (task 2.2) and Sustainable Business Structures (2.1 and 3). 

Our training needs assessment will be reviewed at or about this time with the view 
of fine-tuning our Work Plan. Specifically we will, by October 2001, develop a final 
schedule of seminars and trainings including the outline for a Study Tour to the USA by 
March 2002. The Study Tour will be designed to bring our analyses of various key issues 
to closure by affording our counterparts the opportunity to see how counterparts from the 
gas sector in a mature marketplace have addressed and are resolving issues that are 
emerging in Romania. A follow-on seminar will be scheduled in Romania at which 
participants in the Study Tour will be expected to make presentations describing their 
findings and conclusions. 

A full calendar of events, including seminars and regional events, will be 
scheduled for the remainder of the project's term. 
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IV. In-Country Staff Activities During the Reporting Period: 

Chief of Party I Resident Project Manager 

Mr. Robert ~ o r ~ s h . ~ i m ~ "  (March 21)-April6; 
iJ'roject Manager, April 30 -May 28; 
Nexant, Inc.) May 3 1 -present. 

Short-Term Advisors 

Mr. William Cochran June 5 - 10,2001 
(Associate, Nexant, Ltd., Isle of Man, UK) 

Sr. Energy Economist (Task 2.1) 
Participant in Key Issues Seminar #2 

Dr. Charles Ebinger May 22 - 31,2001 
(Vice President, Nexant, Inc., Washington, DC) 

Sr. Regulatory Advisor (Task 2.3) 
Participant in Key Issues Seminar #1 

Mr. Jonathan Foord June 12 - 22,2001 
(Senior Consultant, Nexant, Ltd., London, UK) 

Sr. Trade & Finance (Task 3.1) 

Dr. Charles Zimmermann May 22 - 28,2001 
(Senior Consultant, Nexant, Inc., Riga, Latvia) 

Sr. Regulatory Advisor (Task 2.1) 

CCN 

Mr. Florin Tobescu Full Time 
(Associate, Nexant, Inc.) 

On March 15,2001, Mr. Borgstrom was named Acting Chief of Party, following the resignation of Mr. 
Christopher Turner on March 7. He was confmed by USAD as Chief of Party on April 6. Mr. 
Borgstrom was present in Bucharest from March 21 through April 6 ,  and following a period for relocation, 
including project-planning meetings in Washington, DC and San Francisco, he returned to Bucharest on 
April 30 to begin his full-time residency. 
' Mr. Borgstrom was away from Romania on travel unrelated to the Project over the period May 28-30; this 
included 1 weekend day, the Memorial Day holiday and 1 personal day. 
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Full Time 

Mr. Peter Danforth June 5 - 12,2001 
(Associate, Nexant, Inc., Washington, DC) 

Participant in Key Issues Seminar #2 

Mr. Richard Waryn June5 - 11,2001 
(Director, Emerging Markets Partnership, Washington, DC) 

Participant in Key Issues Seminar #2 

Ms. Doina Badea is an employee of ANRGN; her services to the project are provided without cost to 
USAID. 
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V. Deliverables During the Reporting Period 

(By Sub-Task in Work Plan) 

2.1.1 Technical Memorandum on Gas Industry Market Structures in 
Other European Countries (Task 2.1.1) Delivered to USAID May 
2001 for review; per CTO approval, delivered to all counterparts in 
June 2001. 

2.3.1 Slidesihandouts for Key Issues Seminar 1 -Regulatory Issues 
pazna: May 24,2001) -delivered to all counterparts in June 
2001. 

2.3.2 Slidesihandouts for Key Issues Seminar 2 - Gas Industry Issues 
(Bazna: June 7,2001) - delivered to all counterparts in June 2001. 
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VI. Budget Activity (through May 25,2001) 

Clerical 
LoE (days)' 

Non- 
Clerical 
Level of 
Effort (days) 

Total to 
5/25/01 

338 

Remaining 
Budget 

Budget 

1,324 

ODC ($) ! 291,296 65,558 50,487 116,025 175,271 1 
! I 
i 

Totals at 
2/28/01' 

185 

I 
Total LoE 
(days) 1 1,761 

1 Total (S) 1 1,197,697 ~ 197,806 21 1,556 409,362 788,335 ; 
I 

3/1/01 - 
5/25/016 

153 

I I 

260 213 473 1,288 i 
Labor ($) 1 906,401 ' 132,248 161,089 293,337 613,064 

I I 

Participation by Volunteers 

Per Nexant, Inc. invoice to USAlD dated March 13,2001. 
6 Per Nexant, Inc. invoice to USAlD dated June 18,2001. 
' Full-time clerical assistance provided by ANRGN without cost to USAID 

Provided in June, 2001. 

ODC ($) 

Level of 
Effort (days) 0 70 

0 

19* 

4,696 

19 

4,696 



Gas Restructuring and 
Regulatory Assistance in Romania 

3rd Quarterly Report - ApriVJune 2001 

Attachment A 

Proposed Schedule of Tasks & Deliverables 

Completed Items are in Bold Type 
Items Sclzeduled for Completion During Nexi Reporting Period are it; Bold Ztalics 

Ifems Scheduled for Cotnpletion by the End of 2001 are in Italics. 

1. Work Plans 

1.1. Work Plan (delivered - November 30,2000) 
1.2. Revised Work Plan (Scheduled for submission to USAID by July 31,2001) 

2. Quarterly Status Reports 

2.1.Quarterly Status Report 1 - October-December 2000 -delivered 
2.2. Quarterly Status Report 2 - January-March 2001 - delivered 
2.3. Quarterly Status Report 3 - April-June 2001 (delivered July 13,2001) 
2.4. Quarterly Status Report 4 - July-September 2001 
2.5. Quarterly Status Report 5 - October-December 2001 
2.6.Quarterly Status Report 6 - January-March 2002 
2.7. Quarterly Status Report 7 - April-June 2002 
2.8.Quarterly Status Report 8 - July-September 2002 

3. Completion Report (Sept. 2002) 

4. Technical Reports 

Task 2 -Technical Assistance to Rermlation of Gas Markets 
Sub-Task 2.1 -Market Rules 
Market Model 

2.1.1 Technical Memorandum on Gas Indnstm Market Structures in 
Other European Countries (Task 2.1.1) -delivered May 2001 

2.1.2 Technical Memorandum on Proposed Market Model for Romania - 
(scheduled for delivety it; July .%001) 

2.1.3 Commercial Code 
2.1.3.1 Discussion paper outlitzing a recommended Conrmercial Code 

(October 2001) 
2.1.3.2 Comments on drafts of Commercial Codes by ANRGN 
2.1.3.3 Other memoranda on Commercial Code issues 

2.1.4 Technical Code 
2.1.4.1 Discussiott paper outlitzing a recomnzet~ded Technical Code 

(October 2001) 
2.1.4.2 Comments on drafts of Technical Codes by ANRGN 
2.1.4.3 Other memoranda on Technical Code issues 

Sub-Task 2.2 - Public Information 
2.2.1 Strategy for cot~tt~tunicatiorrs with the public (September 2001) 
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2.2.2 Reports on public participation events 
2.2.3 Papers for public dissemination 
2.2.4 Other memoranda on developing public information 

Sub-Task 2.3 -Training 
2.3.3 Training Needs Assessment 

2.3.3.1 1" Year Assessment - delivered Feb. 2001 
2.3.3.2 2"' Year Assessment - sclreduled for Sept 2001 

2.3.4 Key Issues Seminar 1 -Regulatory Issues (May 24,2001) - 
Slideshandouts delivered. 

2.3.5 Key Issues Seminar 2 -Gas Industry Issues (June 7,2001) - 
Slideshandouts delivered 

2.3.6 Workshop on Customer Communications Issues (September 2001) 
2.3.7 Reports from attendance at Regional Meetings in CEE/NIS under 

USAID Sponsorship 
2.3.8 Regulatory Law Seminar (January 2002) 

Task 3 -Technical Assistance to the Gas Industry 
Sub-Task 3.1 -Financial Sustalnabiliw of the New Gas Comoanics 

3.1.1 (included within 2.3.3) 
3.1.2 Report otr Finatrcial Unbu~rdlitrg of ROMGAZ- (to be conrpleted irt 

June 2001. 
3.1.3 Other Memoranda 

Sub-Task 3.2 -Establishment of Commercial Ooerator 
3.2.1 Technical Memorandum on Organization & Management 
3.2.2 Recommendations on ~esign16perational Issues 
3.2.3 Comments on Rules and Methods proposed by counterparts 

Sub-Task 3.3 - Strenctheninp. of the Gas l'ransmlssion Disvatcher 
3.3.1 Techn~cal Memorandum on Organization & Management 
3.3.2 Comments on Rules and Methods proposed by Gas Dispatcher 
3.3.3 Report on Resource Requirements 

Sub-Task 3.4 -Training 
3.4.1 An updated Training Needs Assessmerrt (September 2001) 
3.4.2 ~ o i n t  US&D/EU Conferertce ott Gas Sector Transiriot~al Issues (Sept. 

2002) 
3.4.3 Key Issues Seminar- Market Rules, Market Operator, Dispatching 

(January 2002) 
3.4.4 Study Tour to the USA (Febmarymarch 2002) 
3.4.5 Seminar to Follow-up the Study Tour (2"d Quarter 2002) 
3.4.6 An Additional Seminar on Topics TBD (2"6 Quarter 2002) 
3.4.7 Other trainings to be determined based upon the updated Training Needs 

Assessment. 
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08:45 Welcome & Project Overview 
Robert Borgstriim, Project Manager, Nexant, Inc. (Bucharest) 

Introductory Remarks by 
Virgil Musatescu, USAID (Bucharest) 
Representative of the Ministry of Industry & Resources 

09:30 Session 1 -The Roles and Resvonsibilities of the Regulator 

Key Issues discussed in presentations by: 
Charles Ebinger, Vice President - International Energy Practice, 

Nexant, Inc. (Washington, DC) 
Gheorghe Radu, President, ANRGN 
Charles Zirnrnermann, Senior Consultant, Nexant, Inc. (Riga, Latvia) 

Attachment B 

GAS REGULATORY & RESTRUCTURING 
ASSISTANCE PROJECT IN ROMANIA 

"KEY ISSUES" SEMINAR #I 

REGULATORY ISSUES 

May 24,2001 

Bazna, Sibiu County, Romania 

Promamme 

08:OO Registration (with coffee) 

10:30 Break 

10:45 Open Discussion 

12:OO Luncheon 

13:30 Session 2 -The Roles and Responsibilities of Market Participants 

Elements of a Commercial Code presented by: 
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Ana Durnitru, Head of Claim Legislation Dept., ANRGN 

Key Issues raised by Representatives of the Romanian Gas Companies. 

Open Discussion 

15:30 Concluding Remarks 
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Attachment C 

u s m  
GAS REGULATORY & RESTRUCTURING 

ASSISTANCE PROJECT IN ROMANIA 

"KEY ISSUES" SEMINAR #2 

GAS COMPANY FINANCIAL & 
TECHNICAL ISSUES 

June 7,2001 

Bazna, Sibiu County, Romania 

Programme 

08:OO Registration (with coffee) 

09:OO Welcome 
Robert Borgstram, Project Manager, Nexant, Inc. (Bucharest) 

09:30 Business & Financial Issues 

"Natural Gas Business" - Peter Danforth, Associate, Nexant, Inc. (Washington, 
DC) 

"Privatization Investment Issues" - Richard Waryn, Director, Emerging Markets 
Partnership (Washington, DC) 

Discussion 

10:30 Break (with coffee) 

11:OO Technical Issues 

"Elements of a Technical Code" - Vasile Florea, Director, ANRGN 

"Gas Market Reform" - William Cochran, Gasconsult (UK) 

Presentations from the Gas Companies 

"Overview of the Commercial Company Exprogaz SA" - Emil Pop, Director, 
Exprogaz SA 
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"Introducing SNDSGN Depogaz SA" - Virgil Scarlatescu, Director, Depogaz SA 

12:30 Luncheon - dining room 

13:45 Coffee to be sewed outside the meeting room. 

14:OO Presentations from the Gas Companies (continued) 

"Presentation of the National Company for Natural gas Transmission Transgaz 
SA Medias" - Dorin Deac, Head, Transgaz SA 

Discussion 

15:30 Concluding Remarks & Adjournment 
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Appendix D 
Review of Legislative & Market Changes 

A-Le~islative changes 

consumers 

consumers in gas sector consumcrs 
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Appendix D 
Review of Legislative & Market Changes 

8. 

9. 

10. 

Order 199lJune 19,2001 -Strengthening the discipline in the gas sector 

Governmental Decision 5751June 14,2001 - Establishment of National Gas 
Company ROMGAZ SA, through the merge of SC EXPROGAZ SA and 
SN DEPOGAZ SA 

Decision 133IJune 4, 2001- Establishing the initial rate for the domestic gas 
market opening 

- - ~  

- (issued by 
MIR) 

3431June 27, 
2001 (issued 
by GoR) 

332lJune21, 
2001 (issued 
by ANRGN) 

Establishment of rules to increase the security 
of supply, improvement the collection, cutting 
of the supply in case of non-payment 
The merger of two separated entities with the 
same activities: exploration, production, gas 
supply, underground storage and 
commercialization 
Establishes an initial opening market rate of 
10% compared with the total 2000 year 
consumption 
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Review of Legislative & Market Changes 

B- Market changes: 

Through a an order issued at the beginning of June by the National Authority for Gas 
Sector Regulation, gas prices for captive consumers were approved as follows: 

USD/1000cm 

43.80 Households 

Commercial Consumers 

ROW1 OOOcm 

1,272,000 

Industrial Consumers (excl. 
Termoelectrica) 

2,396,100 

Local Heat Producers 

82.60 

2,396,100 

Termoelectrica (supplied by 
Distrigaz Sud) 

The electricity tariffs were raised in June. The minister Dan Ioan Popescu said that the 
new rise in fees is not determined by the import of natural gas because no such import 
was made in April. Last March the Ministry of Industry and Resources (MIR) decided to 
establish a sole price of the gas destined to business operators ($8511000 cubic meters), 
resulted from a basket, which includes both natural gas from domestic production and 
imported gas. The fact that no gas was imported in April resulted in the fall of natural gas 
prices to $7911000 cubic meters. 

82.60 

2,396,100 

Termoelectrica (supplied by 
Distrigaz Nord) 

Termoelectrica, the main producer of electricity in Romania, benefited to a very small 
extent from this "incentive" which was introduced in order to cover some of the losses 
registered as a result of the lesser rise in the tariffs. Consequently, it is necessary to 
increase electricity prices, although such an increase will be smaller than the latest one of 
6.2%, which took place in April. "Through the implementation of the Governmental 
resolution (from November 1999) according to which the business operators who pay for 
energy in advance and in foreign currency are granted a discount of 30% of the price, 

82.60 

1,986,700 68.50 

Prices are exclusive of VAT; conversion rate is: USD=ROL29,000. 

1,601,237 55.20 
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Termoelectrica registered losses of 2,000 billion ROL,"~ said Minister Dan loan Popescu. 
From the above-mentioned amount, 1,700 billion ROL are represented by the energy sold 
at a discount, while 300 billion ROL represent the equivalent of the 150 million cubic 
meters of natural gas registered as losses by the two gas distribution companies (Distrigaz 
Nord and Sud). 

Minister Puscas says that Romania observes EU negotiation schedule. Minister 
Vasile Puscas, chief negotiator for the relationship with the EU, declared that with the 
two new chapters opened by Romania in Brussels, the established schedule has been 
observed. Those chapters refer to the "customs union" and to "fishing." Another 3 
chapters - "consumer protection," "free circulation of capital" and "transportation" - 
were under his focus at the Accession Conference of June 11-12. During that week, the 
working groups finalized the chapters on "social policies" and "energy" which have to be 
submitted to Government for debate with the shortest delay. The working meetings for 
another four chapters - "free circulation of services," " economic and monetary union," 
"environmental protection" and "justice system and domestic affairs" - will also start. 
The Romanian official also mentioned that, starting this year, a cost assessment will be 
made in connection with each chapter, such assessment relying on an impact study. 

Environment care: common solutions for common problems. Carpathian - Danubian 
countries attending the summit on environment and sustainable development - which 
began in Bucharest with a conference of Environment ministers -signed a joint 
statement to pledge to co-operate better on matters of environment and development in 
the region. 

The summit took place at the Parliament Palace is the most important regional forum 
hosted by Romania this year as leaders of 16 Carpathian - Danubian countries have 
announced their participation. The meeting occasioned an exchange of views on the 
current stage of regional co-operation and a search for new ways to expand and diversify 
environment care and sustainable development. The Summit was preceded by conference 
of ministers of Environment from the 16 attending countries, who discussed current 
aspects of policies and strategies of managing the Danubian basin, economic co-operation 
mechanisms, biodiversity and sustainable development, environment and regional 
security as well as environmental issues of the Stability Pact. 

Petrom increased fuel prices. Petrom raised retail fuel prices following a depreciation of 
the local currency, which had made crude imports and excise duties more expensive, 
Petrom spokesman said. According to Reuters, prices increased by up to 150 ROL per 
liter for diesel oil and 300 ROL per liter of premium petrol from about 12,500 and 14,000 

Approx. US$69-Million. 
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respectively. Prices were last raised in December in response to protests from 
independent fuel retailers, who accused Petrom of using its dominant position to keep 
prices artificially low and demanded that its vast distribution network be broken up and 
sold off. 

Oil and gas companies deepen local presence. Central European oil and gas companies 
such as MOL of Hungary and OMV of Austria have been stepping up their efforts in 
consolidating their regional expansion. Both have announced further investments in 
Romania thus biting further into Petrom's market share. 

Eneco leaves Romania. Dutch power and heating distributor Eneco is currently in the 
process of dissolving its activities in Romania due to the lack of reform in the sector. 
According to the manager of the representative office in Bucharest "no progress in the 
needed reform for the domestic energy sector and changes in the international energy 
sector were registered." The consortium looked to invest in power plants in Arad, Cluj, 
Iasi, Govora, Targoviste and Timisoara, under the joint implementation protocol, which 
aims at cutting C02 emissions. Today only projects in Cluj and Targoviste, worth 71 
million USD, continue to be developed. The consortium's businesses were taken over by 
Dutch-based Nuon Romania BV, which will form a joint venture with the respective 
municipalities, under the name Comenor. 

Cabinet hits formalities. In a bid to simplify administrative formalities for registering 
new businesses the Government passed an emergency ordinance, stipulating that regional 
Chamber of Commerce branches will host sole offices in charge with processing 
registration applications. In addition, the present registration code will become identical 
with the fiscal code. The Finance Ministry will issue a single registration code, which 
will be used by the business along its entire existence in relations with third parties. 

IMF concerned about budgetary deficit. Sidex's privatization was the main topic on the 
agenda of the meeting between the Privatization Authority minister Ovidiu Mugetescu 
and the IMF negotiator for Romania, Neven Mates. The talks between the Romanian 
authorities and the IMF representatives were focused on reconciling the Law on granting 
incentives for SMEs with the Law on direct investments, on the modification of certain 
provisions on the global income tax law and on ways to attain a consolidated budget 
deficit of 3.5% of GDP. IMF had been in favor of a 3.5% deficit all along, a level that 
would be attained, said the quoted sources, who also pointed out the importance of 
monitoring this level. The Government took a 3.7% budgetary deficit into account when 
drafting this year's budget, as well as 25% in inflation and 4.1% in economic growth. 

The Great Privatization completed by 2003. The Privatization Authority will privatize 
50 large and very large trade companies every year, so that the state-owned companies 
will become private property by mid 2003, the Privatization Authority minister Ovidiu 
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Mu~etescu said. "By the end of this year, we will be able to announce the privatization of 
25-30 companies in the PSAL and RICOP programs alone, accounting for more than half 
of the share capital in the Privatization Authority's portfolio," Mu~etescu specified. 
As for the RICOP program, Muqetescu said that, "aside from several-week delays", the 
privatization process was in line with the terms agreed upon with the EU. 

Energy sector privatization will begin with 21 unfinished hydropower plants. The 
Office for State Shareholdings within the Ministry of Industry and Resources (MlR) will 
begin the privatization of electricity generating units by putting on sale 21 unfinished 
hydropower plants in biddings open to Romanian and foreign investors interested in their 
completion, Industry Minister Dan Ioan Popescu announced. The 21 centrals total 1,000 
MW in power and their completion needs funds worth some 900 million dollars, Popescu 
added. The plants that can be completed during 2001-2002 will remain the property of 
Hidroelectrica. According to the Minister, investors from Canada, Germany, USA and 
France have already shown their interest in hydropower plants. 

Direct investment law - one step away from promulgation. The Government has 
assumed responsibility for the direct investment law. PM Nastase said investments are 
needed for intirastructure, services, and industry. The Government's bill defines direct 
investments with significant impact on the economy as investments exceeding 1 million 
US dollar that will be canied out in the development and modernization of infrastructure 
and create new jobs. The bill is thought to be applied for hture investments only and it 
will have no effects on investments performed in the financial, banking, and insurance 
and reinsurance sectors. The Government pledges to guarantee these investment and a 
provision is made in the text that specifically say these investments shall not be 
expropriated. 

The World Bank Board endorses country assistance strategy for Romania. World 
Bank's Board of Executive Directors discussed the Country Assistance Strategy for 
Romania and approved a US$50 million Social Sector Development Loan to Romania. 
The new Country Assistance Strategy for Romania aims to guide the Bank Group's 
overall program in the country through 2004. The World Bank Group's country 
assistance strategy presents two very distinct lending scenarios. If Romania sustains 
accelerated reforms, the World Bank Group's assistance will support a broad set of 
structural and sectoral reforms to accelerate growth and pave the way for Romania's 
eventual accession to the EU, in addition to an enhanced program of poverty-focused 
interventions. Under this high-case lending scenario, the Bank's commitments would 
increase to a maximum US$995 million over 2002-2004, with three or four operations 
per year, in contrast to lending commitments totaling nearly US$600 million during 
1998-2000. 
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Inflation slows pace. Romania's monthly inflation went down to 1.7 per cent in May, 
from 2.7 per cent a month before, mainly due to a slower advance in food prices, 
according to National Statistics Board data. May inflation level was in line with the 1.6 - 
1.7 per cent official forecast made by PM Adrian Nastase. Year-on-year inflation was 
37.4 per cent last month, while prices were 13 per cent up from last December. The 
Government targets a year-on-year inflation of 25 per cent in December, but analysts put 
the figure at around 30 per cent. 

US Dollar to Romanian Lei Conversion Rate 

June 29,2001 
March 31,2001 

USD = ROL 
29,160 
27,566 
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I. Background 

Nexant, Inc. ('Nexant"), a Bechtel Technology & Consulting Company and the successor 
to Bechtel National Inc. for implementation of USAID'S IQC #LAG-1-00-98-0006, is 
providing technical assistance to the Romanian Gas Sector under Task Order #814 ("Gas 
Regulatory and Restructuring Assistance in Romania") of that IQC, hereinafter referred 
to as "The Task." 

The Task supports USAID'S Strategic Objective 1.5 -"A more economically sustainable 
and environmentally sound energy sector." 

The objective of The Task is to provide technical assistance to the Romanian Ministry of 
Industry and Resources ( " M o w ,  formerly Ministry of Industry and Trade ("MoIT"), 
the Romanian National Gas Regulatory Authority ("ANRGN), and the gas sector 
companies that, prior to Romanian Governmental Decision No. 334 of April 2000, were 
part of the Romanian National Gas Company, ROMGAZ SA'. Assistance under The 
Task will be provided in two areas: 

1) Assistance to ANRGN, with participation of the gas sector companies, in 
establishing the rules of a liberalized, competitive natural gas market through the 
issuance of: (a) a Commercial Code, and (b) a Technical Code; and 

2)  Assistance to the successor companies of ROMGAZ in implementing reforms in 
the gas sector, by: (a) assisting the new companies to set up financial accounts, (b) 
assisting the Commercial OperatorIMarket Administrator to manage its 
responsibilities, and (c) assisting in defining the role and operations of the Gas 
Dispatcher/Transmission Operator. 

The Task began on September 25,2000, with an estimated completion date of September 
30,2002. 

11. Summary of Quarterly Activities 

' Governmental Decision No. 334 of April 2000 dissolved the National Gas Company, "ROMGAZ SA," 
and created the following state-owned corporations for the production, transportation, storage and 
distribution of natural gas in Romania: Transgaz (transmission), Exprogaz (production), Depogaz (storage), 
Distrigaz Nord (distribution), and Distrigaz Sud (distribution). 
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By the end of the reporting period - January 1 through March 30,2001 - the Task had 
completed its start-up phase and, under the leadership of a new Chief of Party ("COP"), is 
positioned to complete the work outlined in our Task Order on time and within budget. 

During the reporting period, the Task was moving "slowly and cautiously" to find its way 
amid an uncertain environment that was, in large part, the product of the Romanian 
government's focus upon the national elections of November and December 2000, and 
the results of important senior-level changes within the managements of all of our 
counterparts, including ANRGN, a primary counterpart for our Task, at which Mr. 
Gheorghe Radu, formerly of Transgaz, was appointed its new President on January 15, 
2001. In early February, Mr. Christopher Turner, COP, met with USAID-Bucharest (Mr. 
Virgil Musatescu, CTO) to observe that ANRGN was still in a start-up mode and trying 
to adjust to its senior-level turnover. MoIR was preoccupied with the change of 
government yet it was still asserting control over the regulator in terms of near-tern price 
and supply decisions. On the whole, the gas industry companies were not functioning as 
distinct and independent enterprises. Indeed there was talk of recombining the 
companies. Understandably questions were raised about the timeliness of our Task: 
Could we be effective in achieving USAID's objectives amid such organizational 
uncertainty? We believe, however, that these challenges are indicators of the important 
impact that our Task can make upon the reform of the Romanian gas sector at this critical 
period of restructuring. 

In mid-February, Ms. Sue Rollins (Development Associates) visited Romania to conduct 
a Training Needs Assessment. Ms Rollins met with the management of ANRGN and of 
the gas companies in order to develop a training plan, which was delivered to USAID in 
March. This visit was followed in late-February and early March by Mr. Robert 
Borgstrom's (Nexant) supplementary scooping-visit to the gas companies to assess the 
need for economic and financial assistance. During this period, Dr. Charles 
Zimmermann (Nexant) also visited Romania to undertake exploratory work in several 
sub-task areas including an analysis of the legal basis by which ANRGN and the gas 
companies had been established and investigations to provide a basis for the future 
project activities in the areas of establishing a Commercial Code. 

On March 7, Mr. Turner tendered his resignation from Nexant. On March 14-15, Mr. 
Matthew Addison, Project Manager of Nexant's USAID IQC, met with USAID in 
Bucharest during which Mr. Robert Borgstrom was named Acting COP. Mr. Borgstrom 
assumed that position in Bucharest on March 21 and was confirmed in that capacity by 
the USAID CO in Budapest on April 4. 

As Acting COP, Mr. Borgstrom proposed to Mr. Musatescu an accelerated program of 
activities for the Task that includes the hosting of "Key Issues" on May 24 and June 7 to 
consolidate the introductory work that has taken place to date and to launch the remaining 
elements of the Task. (A summary of activities scheduled for the period April through 
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June 2001 is presented as Attachment A.) Mr. Musatescu concurred with this approach. 
Mr. Borgstrom will begin his full-time residency in Romania on May 1. 

111. Deliverables During Quarter 

Task 2.7.1 Training Needs Assessment (provided to USAID on March 21,2001) 

IV. In-Country Staff Activities 

Chief of Party 

Mr. Christopher ~urner" January 20 -March 1 

Acting Chief of Party 

Mr. Robert ~o rgs t rom~ March 21 -4 

Short-Term Advisors 

Mr. Robert Borgstrom (Sr. Policy Specialist) February 26 - March 8 
Ms. Sue Rollins (Sr. Training Specialist) February 12 - 21 
Dr. Charles Zirnmermann (Sr. Regulatory Advisor) February 26 -March 2 

CCN 

Mr. Florin Tobescu 
Ms. Doina Badea 

Full Time 
Full Time 

L Mr. Turner resigned on March 7. 
5 Mr. Borgstrom was named Acting Chief of Party on March 15, and was confmed as Chief of Party on 
April 4. 
4 Mr. Borgstrorn departed Bucharest for Washington, DC, on April 6; following a period for relocation, it is 
plamed that he will begin his full-time residency in Bucharest on April 30. 
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Attachment A 

Proposed Schedule of Tasks & Deliverables 
For April-June 2001 

Task 1 -Work Plan 1 Management 
Updated work plan (April) 

Task 2.1 - Elaboration of Market Rule 
2.1.1 Memo on Gas Industry Market Structures and Regulatory Framework in 

Other Countries (April) 
2.1.2 Memo proposing a market model for Romania (May) 
2.1.3 Internal memo with issues for Commercial Code (April) 

Key Issues Seminar I - Regulatory Issues (Bama: May 24"~ 
Key Issues Seminar 11 - Technical Issues (Bazna: June 7") 

Task 2.2 -Public Information 
2.2.1 Plan for conducting a Survey of International Practices (June) 
2.2.2 Workshop on Effective Customer Communications (Target: 4" Quarter 

2001) 

Task 2.3 -Information Management 
2.3.1 Internal memo describing plan for conducting this task (June) 

Task 2.4 - Support for Financial Stability of the Gas Companies 
2.4.1 Internal memo describing plan for conducting this task (June) 

Task 2.5 - Commercial Operator 
2.5.1 Internal memo with issues for Commercial Operator paper (April) 

Draft Concept Paper on Commercial Operator (June) 

Task 2.6 - Additional Support 
2.6.1 Ongoinglas needed 

Task 2.7 -Training 
2.7.1 Training Needs Assessment - delivered to USAID March 21,2001 
2.7.2 Training Plan for Jan. - Sept. 2001 -provided within 2.7.1 
2.7.3 Training Programs - to be scheduled (Sept. 2001 onward). 
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I. lntroduction 

Nexant, Incorporated (Nexant), as successor to Bechtel National, Inc., provides technical assistance 
to the Romanian Gas Sector under IQC LAC-1-00-98-0006, Task Order No. 8 14. The expected 
duration of the project is two years, through September, 2002. While the first-year work plan 
provided to USAID calls for some activities across the spectrum of industry and Government of 
Romania (GoR) participants, the current principal counterpart for assistance is the Romanian 
National Gas Regulatory Authority (ANRGN). It is anticipated that the focus in the second year of 
the Project will shift toward the industry participants, in particular the gas distribution companies. 

I .  Narrative -Recent Developrner~ts 

The initial phase of this project has been carried out in an atmosphere of severe uncertainty and 
near-paralysis of the ANRGN and the gas industry. This was occasioned both by national politics 
and by sector problems. National elections in November and December resulted in the return to 
power of the Party of Social Democracy (PDSR) and of Ion Iliescu as President. Formation of the 
new government occupied most of December, and the outgoing government took it upon itself to 
complicate matters for the sector by attempting to place its favorites into positions such as President 
of the ANRGN. The Bucharest-based Nexant team (occasionally together with the representative of 
the USAID Mission) met the previous two presidents of ANRGN in order to get in contact, to 
discuss priorities, to inform them about the project and to assure continuity. After the New Year, 
the new government reversed the interim appointment and officially named on January 15 another 
new ANRGN President, Mr. Radu Gheorghe, formerly of Transgaz. Thus the authority has had 
three heads in as many months. Perhaps not surprisingly, the companion EU-Phare program of 
assistance to the ANRGN, initially scheduled to time-track with this project, had not begun as of the 
end of 2000; it is anticipated that some activity will take place in late January. 

Although the expected pace of progress in starting up the ANRGN was exceeded until late in the 
year just ended, this progress came to a halt as a result of the political manuvering. Further, 
continuity of restructuring in the industry has lapsed and financial and operational problems have 
intensified. At the beginning of the new year, the government indicated its intention to place both 
the ANRGN and its counterpart regulator for electricity and heat, ANRE, under control of the 
Ministry of Industry and Resources (Mom). This means that the independence of the regulatory 
bodies will be severely compromised, and that Romania's position visa vis European Union 
accession, as well as its chances of attracting outside investment in the energy industries, will be 
further diminished. Meanwhile. the gas industrv continues to struggle to cam, out its basic , - "" - 
responsibilities for continuity of supply. Reasonably mild weather in the fourth quarter of 2000 was 
a positive force, but the operational and financial situations remain difficult. 

Although the project's activities and results have been severely compromised by the foregoing, 
progress has beenmade in several areas. In October and November, useful meetings were held with 
industry leaders from Distrigaz (Nord and Sud), Transgaz, Depogaz, and Exprogdz, and with 
ANRGN and MoIT (now MoR) senior staff members. Ongoing contacts with ANRGN staff have 
been maintained. Purchase and installation of computer equipment has been accomplished. The 
basic "infrastructure" for the long term advisor was put into place. The project is in a position to 
move ahead at a more rapid pace if the path to do so is cleared of obstacles. 

11. Statement of Objectives 

USAWRomania is pursuing energy sector reform as part of their overall strategy. Specifically, 
the work carried out under this task order supports Strategic Objective 1.5, "A more 
economically sustainable and environmentally sound energy sector." Nexant is proceeding 
under a corresponding Intermediate Result (IR) related to the Romanian natural gas industry's 

3 
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progress toward functioning as an independently regulated group of commercialized or 
privatized enterprises: "Issuance by ANRGN of a Commercial Code during 2001 and Technical 
Codes during 2001 and 2002, and significant steps taken toward their implementation during 
2002." 

These results are critical to achieving the goal of broad economic restructuring and reform in the 
natural gas sector in Romania. In particular, the establishment of an independent regulator, 
prices that reflect prudent costs, and an open process for market entry and are 
prerequisites for successful privatizations of energy enterprises. The recent GoR decision to 
place ANRGN and ANRE under control of the ~ I R  is a step backward. 

USAID's objectives, if achieved: will help to elevate Romania's ability to attract foreign and 
domestic investment in the gas industry, and thereby to achieve substantive improvements in the 
efficiency and effectiveness of the sector. This will pave the way for a commercially viable, 
customer oriented, and ultimately privatized industry that can succeed in a competitive 
environment. 

This USAID-funded program of assistance complements an EU Phare project to assist with 
ANRGN's establishment. In general terms, the USAID project concentrates on development 
and implementation of commercial and technical market rules while the EU Phare project will 
focus on the internal functions of ANRGN as well as tariffs and licenses. However, these 
"tenitones" are not seen as exclusive, and some crossing over of efforts is likely and 
appropriate. Both programs will provide training to a wide range of Romanians from ANRGN, 
the MoIT and the enterprises. It is anticipated that the two projects will begin coordinated 
activities in the first quarter of 2001. 

111. Work Plan Activities 

The focus of assistance for the first year is on the ANRGN as it implements first-stage regulations 
and begins to build up the information needed to move into preparation and elaboration of market 
rules. Involvement with the industry is in the context of developing relationships and information 
flows that fulfill ANRGN's requirements. Training in gas markets and economic regulation will be 
delivered to regulatory, GoR and industry participants. The ANRGN's information management 
systems and public participation efforts will be further developed, and ad hoc advisory support to 
the President and senior staff of ANRGN will be provided. 

1. Work Plans 

The first-year work plan was provided to USAID for comment during November, and a revised 
version incorporating these comments was issued at the end ofNovember. Revisions to the work 
plan will be made as appropriate, with a more extensive review scheduled for April-May 2001 and a 
second-year plan to be issued in September. There will be ongoing coordination with the EU Phare 
project once it has been started. 

2. Teclznical Assistance in Gas Zndustrv Re~ulation, Reslructuri~f~ and Market O~erations 

The primary objective ofthis task is to support ANRGN in its efforts to become a capable, 
independent and self-sustaining regulatory agency. Indicators of success are that ARNGN 
demonstrates its informed judgment and technical expertise by issuing and achieving public support 
for the relevant market rules for a natural gas industry in Romania that will attain increased 
efficiency through competition, transparency and consumer protection. 

The secondary objective of this task is to assist the gas industry generally and ANRGN as the 
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regulator in implementing Romania's program of restructuring and market reform. Specifically, 
assistance will focus on establishing transparent commercial transactions and appropriate financial 
accounting and operational management standards among and within corporate entities in the gas 
sector. Once these have been addressed, the emphasis (mostly in the Project's second year) will 
shift to implementation of the Commercial Code, the organization and management of the 
"Commercial Operator" (once defined), and the Technical Codes as a principal responsibility of the 
"Gas Transmission Dispatcher" (once defined). 

2.1 Elaboration of Market and Technical Rules 

The Nexant team is assisting ANRGN in preparing hvo documents: the Commercial Code and the 
Technical Codes. Charles Zimme~mann is the lead expert. The Commercial Code will present the 
market structure concepts and the basic guidelines for price formation in the gas sector, and will 
clarify the regulator's role by explaining which prices are deregulated and which prices are subject 
to regulatory oversight. One of the basic requirements of the EU Gas Directive is that all the gas- 
fired generators and all the final customers consuming more than 25 million cubic meters per year 
will be "in the market" and will pay for access to the transmission and distribution nehvork, but will 
not have an obligation to purchase gas from the transmission and distribution companies. 
According to this requirement and the local situation, Romania has taken into consideration all the 
final customers consuming more than 5 million cubic meters per year. The Commercial Code will 
deregulate gas prices to "eligible" customers and take steps to eliminate any cross-subsidies that 
would distort the price of gas to them. 

We assume that the first draft of the Commercial Code will be based on the assumption that a 
"Commercial Operator" will be established as a company (a legal person) that is independent in 
management and accounting terms from transmission and distribution undertakings. However, this 
is open to further discussion, as early indications from meetings with industry participants revealed 
a lack of unanimity as to the appropriate ways to establish a transactions clearing house, as well as 
to the role of bilateral contracts in relation to a spot market, which can affect the decisions as to 
how to implement it. More basically, there remain open questions as to the need for and role of a 
Commercial Operator for the Romanian gas sector (see 2.5 below). 

The Technical Codes, to be developed later, will build on existing industry rules, standards and 
procedures. The Codes will define the rules needed to ensure that adequate gas pressure will be 
maintained in the transmission and distribution networks, and will define the rules for 
interconnection to the existing network and construction of new pipelines. Technical Codes will 
ensure that customers who create imbalances in the system will either pay a surcharge for balancing 
service (based on the marginal cost associated with the use of gas storage facilities, for example) or 
will have their gas deliveries restricted so that their system output (consumption) is equal to their 
system input (the supplies obtained from producers and importers). 

We assume that the first draft of the Technical Codes will be based on the assumption that a Gas 
System Operator will be established as a separate division within the gas transmission company, 
TRANSGAZ. In fact, this is the case at the moment, as the role is being performed by the National 
Gas Dispatching Center in Bucharest. Nexant's analysis will include a discussion of the role and 
relationships of this entity with the other market participants. 

2.2 Public Information/Public Participation and Dissemination to Gas Industry 

Effective and timely participation by, and communication with, industry participants and customers 
enhance successful implementation of market rules and energy tariffs. Public acceptance of change 
and the reasons for change, and of increasing energy prices, is essential for reform to succeed, and 
ANRGN will play a key role in securing that acceptance. 
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ANRGN staff and the Nexant team will work together to develop the desipn and implementation of 
an effective public communication plan. Activities will begin in the second quarter of 2001, and 
will include: 

1. Survey of international best practices with particular reference to ongoing activities by other 
regulators in the region, to evaluate the most effective programs and specific tools for 
obtaining public input regarding energy prices and communicating the economic 
justification for price increases and other regulatory actions 

2. A workshop for both regulatory staff and energy company personnel to review and discuss 
effective customer communications. At the workshop, many of the best practices will be 
analyzed, and ample discussion will be held to examine which techniques and 
communication tools are most appropriate in the Romanian context. 

3. Development of a specific public communications strategy for ANRGN. This strategy will 
be drafied jointly by the Nexant team and selected ANRGN personnel, using the knowledge 
gained in the previous activities. The strategy will set out specific vehicles for public 
participation in regulatory proceedings and the use of public information campaigns to 
educate the public regarding any pricing actions, and will include a detailed implementation 
plan. 

2.3 Information Management and Database Development 

As a regulatory body, the ANRGN is required to collect, analyze and utilize commercial data to 
make decisions related to tariffs, licensing and other regulatory issues. Managing information 
effectively is important for two basic reasons: regulatory decisions, although made in a political 
environment, must rely in great measure on information that gives a sound basis for the regulator's 
"informed judgement;" and good information flow increases the chances for industry and general 
public acceptance that regulatory decisions, many of which will be unpopular, have been made 
carefully and transparently. 

Since the ANRGN is a newly established organization, the team will perform an assessment ofthe 
evolving information management inhstructure and an analysis of ANRGN's data management 
requirements. Charles Hartel will be the lead expert for this task, which will begin in March or 
April 2001. He has extensive resident experience in Romania. He and the team will provide 
recommendations for a system model and the required procurement of data management software 
and hardware. Of particular interest will be building ANRGN's capabilities in receiving, analyzing 
and using data from the regulated companies in support of short- and long-term cost and revenue 
forecasts to be used in setting prices. 

2.4 Financial Stability and Sustainability of the New Companies 

The focus of this sub-task is to provide the new successor companies to ROMGAZ with financial 
and management consulting advice on creating competitive business units that reflect the 
restructuring of previously integrated and bundled functions into the existing and any planned 
additional companies. Robert Borgstrom is the lead expert. This task will begin in the second 
quarter of 2001, assuming that there is a resumption of activities in the GoR toward sector 
commercialization and privatization. 

2.5 Defining the Role of the "Commercial Operatorn 

The main objective of this task is to assist ANRGN, MoIR, and the successors to ROMGAZ in 
defining and beginning the implementation of a Commercial Operator. Charles Zimrnermann is the 
lead expert, assisted by Chris Turner and Florin Tobescu. Work began in December on this task 
with review of relevant papers and information from other countries. In January, the effort will 
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continue with the following: 

1. Assistance to ANRGN and MoIR in drafting a mission statement for the Commercial 
Operator and to define its main business objectives; 

2. Meetings with ANRGN and MoIR to define the key functions of the Commercial Operator, 
and writing of a technical memorandum on its recommended organization and management; 

3. Writing of a memorandum containing specific recommendations on the design of 
settlement of accounts. 

Subsequent activities for this sub-task will depend on the progress made during the Project's first 
year in moving toward implementation of the Commercial Operator as ultimately defined 

2.6 Additional Support to the ANGRN and the Gas Industry 

Continuing support will be provided through ongoing contacts among the long-term and short-term 
advisors and their ANRGN, MoIR and industry counterparts. Chris Turner, Florin Tobescu and 
Doina Badea are the lead experts. An important area is expected to be commenting on draft 
legislation to advance the development of the national energy policy. This will be an area of 
coordination with the EU Phare project. The team will help ANRGN and the successor companies 
to ROMGAZ to develop their competence and move beyond the initial stages of organization. 

3. Training 

The ultimate success of the A W N  and the industry will depend in large measure on the 
quality of staff and the quality of training. The primary training vehicle will be short-duration, 
"as needed" course modules to fit the situation at the times training is delivered. Training will 
be in Bucharest 01 elsewhere in Romania as appropriate. 

In October and November, very preliminary scoping of the training effort was carried out in 
Bucharest and Washington. On-site assessment of training needs, and scheduling of detailed 
training modules, have been delayed because of the political manuvering during November and 
December 2000 and into January 2001. Once the initial coordination with the EU Phare project has 
been accomplished, the training effort will resume. 

IV. Organization and Management 

Nexant, Inc., a Nexant Technology and Consulting Company is managing the program of 
assistance. Project Manager is Mr. Christopher D. Turner. Mr. Turner has been on-site in 
Bucharest during October - December 2000, and has met with many of the counterparts and 
other interested parties. Complementing Mr. Tumer as resident staff are hvo Romanian 
nationals. Mr. Florin Tobescu is senior technical and policy advisor to ANRGN and the gas 
enterprises. Ms. Doina Badea has joined ANRGN from the Ministry of Industry and Trade and 
is assigned full-time to this Project on a reimbursable basis. Charles Zimmermann made hvo 
trips to Bucharest in late 2000, and will continue to address the Commercial Code task area both 
on- and off-site. Other short-term advisors and experts will be present in Romania as called for 
in the project schedule. 

At the end of December, the project had expended a total of $165,742.55 and 138.5 labor days, 


