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European Bank

for Reconstruction and Development

Ms. Natdlia Gavrilita
Minister of Finarice

7, Constantin Tanase Str,
Chisinau, MD=2005,
Republic of Moldova:

17 Qctober 2019

Re: Gas Purchase Faeility Initiation
Dear Ms, Gavrilita,

In:response to-the letter No. 11/2-07/258 dated 12.09.2019"and the subsequerit meetings with
the Goveitmient™s representatives, I'-would like to inform you that the Bank is considering
providing the requested financing for 2019 cmergency gas purchase,

Little time femains. for implementing 2 new EBRD financing s 2019 and, mereover, the
EBRD’s Public Procurement Rules necessitates the use of'an EBRD ¢empliant gas procurement
system. Time does not periiit implémenting such a procurement system in Moldova this year.
However, such a procurement system.is in operation af Nafiogaz. Herice, subject o successful
negotiations between Moldova and Naftogas, the EBRD could consider arranging financial
supportin 2019, as follows:

¢ The gas buyer (e.g- Energocomi) soonest enters into an Agency Agreement with Naftogaz
satisfactory 10 the Bank. Nafiogas (NAK) will handle gas. procurement aind such other
services necessary to deliver the gas to Energoeom,

°  EBRD would entér into an agreement with the Republic of Moldova (RoM) which. sets out
the terms: (including the entry into the Agency Agreement between Energocom and NAK for
the procurément.and supply of gas)unider which EBRD. may-issue a letter of credit {L/C), ot
strnilar payment instrument, in favour .of NAK iny respect of NAK’s. rights to receive
payments fromi Energooogm under the A gency Agreerment,,

¢ The I/C will be for a limited ter sind aifs to facilitate NAK agreeing that Bnergocom will
have up to 180 days (o collect receivables) before paying Naftogaz for gas -delivery.

¢ The RoM would reimburse any amounts EBRD' pays out under the L/C. Repayment term
of 36 moniths may apply.

*  The RoM will undertake to implement & study 11 2020 with the objective to prepare an
action-plan for Energocom relative'to moderni sing eorperate goverhance and:procureinent,

¢  Finally, the project documentation would fol’lowEBRD’s sovereign loan decumentation to
the extent possible and its sovereign terms, including EBRIY s sovereign pricing,



If you find the above an acceptable solution, then we will now seek internal approvals. Given the
very tight schedule, this project will require significant efforts to secure timely approvals from
both the Bank and the Government of Moldova. Negetiations would need to be concluded by 7
November 2019 in order to enable the review and approval by the EBRD Bozrd of Directors at
the last imeeting of the year on 11 Deceriber 2019..

In parallel, I am pleased to confirm that the Bank is also interested to conimence preparation of a
sovereign loan for gas purchases in the summer of 2020. An overview.of this *second project’ is
presented in Annex 1 to this letter,

The details of the project preparation-can be discussed with Octavian Costas, Associate Director,
Senior Banker in EBRD Chisinau office (Tel: +37369109585, email: costaso@ebrd.com) and
Iryna Tsahelnik, Associate BRanker inh EBRD London HQ (Tel: +447551126352, email:
tsalieli@ebid.com).

We look forward to continuing our co-operation with you and successful preparation and signing
of these two facilities:

Yours sincerely,

‘Name: Angela Sa’ é// A A
Title: Head of EBRD Mbldova




Annex 1 - Overview of the ‘Second Project’ for 2020 Summer Gas Finance

The financing structure for 2020 season gas purchase project (the Project) envisages the
provision of a 2-3-year working capital loan by the Bank to the Republic of Moldova of
up to USD 150 million to finance 2020-2023 winter season gas purchases, The Bank’s
involvement would, inter alia, be subject to satisfactory due diligence, further progress
on gas sector reform and approval of the Project by the Bank's management and Board
of Directors,

In the preparation of the Project, consultant will be required to conduct a study of
Moldovan gas market in order to update the Energy Reform Action Plan (ENERSAP)
developed by EBRD in 2016 in collaboration with Moldovan authorities and other
development partners. The scope of the study would also include the governance
framework of the state owned entities involved in the gas purchase facility, The Bank is
ready to select and engage a consultant for up to EUR 70,000 as per Terms of Reference
presented in Annex 11, We would like to obtain your commitment that we launch the
study in October 2019,

We would also ask you to facilitate the consultant’s cooperation in identifying and -
where appropriate -- contacting relevant stakeholders and making available their experts
as both interviews subjects and final workshop attendees. We also need the contact
details to a project study person, who will enable this cooperation and deliver the
answers to initial list of questions presented in Annex IIL.

We anticipate joint review of the study and negotiations on a term sheet for the Project
in February 2020. Approvals are then expected in April and signing in May 2020. That
would give time to implement nhecessary gas procurement and trading trainings and
timely disbursement for the first purchase of back-up gas stored EU and/or in Ukraine.



Annex II. Terms of Reference - Moldovan Gas Market Study

Context — Moldovan gas market

Moldova is at present an important route for the transit of Russian gas to Turkey, Bulgaria,
Greece and the Western Balkans. In recent years, the amount of gas fransported through
Moldova was around 20 Bemyy. The figure below (source: EC) illustrates the strategic position
of Moldovan gas market in the wider region, between Ukraine, Romania, and wider Western
Balkan markets.

The local gas market on the right bank of Dniester River — excluding Transnistria ~ is relatively
small with I bema consumption, with a single source of supply. Transnistria has 1.6 to 1.9 bema
consumption. The local power market is chiefly dependent on gas as a fuel source.

All key gas market activities in the country remain concentrated within the corporate group of
one vertically integrated company — Moldovagaz (joint venture of Gazprom and Moldovan
state). The company is responsible for gas imports from Russia and exercises control over the
country’s two gas fransmission system operators, Moldovatransgaz (managing gas flows on the
right bank of Dniester) and Tiraspoltransgaz (managing gas flows in Transnistria). Through its
twelve subsidiaries, Moldovagaz controls about 70% of Moldovan gas distribution networks,
and acts as a major retail supplier. Rules and procedures for supplier switching are adopted, and
the supply rules are drafted. In practice, however, only incumbent suppliers are active in the
market,

Vestmoldtransgaz, a new TSQ established by Moldovan state in 2014 for developing new
interconnections, was sold to Romanian Transgaz in 2018 with the obligation of the latter to
invest in the Ungenhi Chishianu pipeline, which would enhance connection to Romanian gas
market. Diversification of gas supplies in Moldova via Romania depends primarily on making
the interconnector with Romania operational through the Iasi-Ungheni pipeline (low
throughput), and in particular on its projected extension to Chisinau anticipated for 2020.
Potentially, some diversified imports via Ukraine and/or Balkans via transit pipeline could also
be considered, subject to access arrangements.

Moldova is in process of preparing the unbundling, and the respective certification of
Vestimoldtransgaz and Moldovatransgaz in compliance with the Third Energy Package in order
to ensure the completion of the procedure by 1 January 2020, as set by its Accession Protocol to
the Energy Community Treaty.

Background

Given positive experience with similar arrangements in Ukraine, there is interest from Moldovan
policy makers, in EBRD helping to structure and fand a gas import facility with a duration for
about a year. The concept is to us the facility to purchase gas from Western European gas
markets as a back-up security supply to Russian gas.

That is seen as an important step in the development and liberalisation of the Moldovan gas
market as it continues to move away from dependence on a single monopoly supplier.

EBRD wishes to support this development, and broader gas market reforms and is seeking
support in an overview of the Moldovan gas regulations, import system, domestic consumption,
history of gas payments and a proposed reform programme to enhance sector performance with
regards to 2 move to a cleaner energy use in the country’s energy mix, better energy security and
more economic viability.

We understand the key focus of this study to be on the right bank of Dniester river, and to
exclude Transnistria.



Objectives of the consulting services

EBRD is seeking the support of Baringa Partners to i) provide an updated reform roadmap for
the Moldovan gas market in line with its commitment under the EU Association Agreement and
Energy Community Treaty; ii) review the corporate govenrnance of the designated entity for
natural gas purchases vs best international practices

The starting point of the analysis shall be the ENERSAP developed by EBRD in collaboration
with EIB, EU and Energy community. The consultant shall update the current status of the
implementation of the original reform program and complement it with potential additional
milestones needed for market liberalization in the country taking into account recent and
anticipated market development in the region.

The recommendation shall be based on specific analysis of;

Regulations governing the gas sector

Gas pipeline import system

Domestic consumption

Industry landscape — key players and roles

History of payments

Current role of gas in the energy mix; and

A proposed reform programme to enhance sector performance with regards to a move to

a cleaner energy use in the country’s energy mix, better energy security and more
economic viability.

A NN S NN

The consultant shall also review the review the corporate govenrnance of the designated entity
for natural gas purchases vs best international practices. For this purpose EBRD will make
available its expertise in similar assignment in its countries of operations and together with
Moldovan authorities will identify the relevant international benchmarks.

Scope of services

EBRD requires the development of 1) an update reform roadmap of the Moldovan gas
marketthrough desktop research and telephone and on-site interviews with key players, and the
development and facilitation of a stakeholder workshop in Moldova to better understand options
for further market development, and proposed reform programme status. 2) recommendation on
a corporate governance model for the desigrated entity for gas purchases;

Specifically, the scope of services to be undertaken are as follows:
1. Having identified and invited, in coordination with EBRD, a group of relevant stakeholders,
undertake a series of telephone interviews to establish a strong understanding of the status quo,
their expectations and desires regarding Moldovan gas market, and to engage them in the project
process of anticipated further opening up to diversification
2. Develop, based on the interviews, data request, and desktop research and analysis, and
drawing on consultant’s experience and expertise, a c.15-to 25 page draft report that will act as a
‘primer’ for a stakeholder workshop to be held subsequently. This report is anticipated to
contain:

a. A clear expression of objectives of the study -

b. An overview of progress to date in the development of the Moldovan gas market

¢. Identification of preferred option(s) for further market development based on

assessment of pros and cons of gas market reform versus EU Gas target model

d. Recommendations
3, Identification and invitation of key stakeholders to attend workshop in Moldova on status of
the gas market and proposed reforms (this to be done in coordination with EBRD)
4. Preparation for and execution of a [half-day] workshop in Moldova



5. Documentation of outputs of workshop, updating of the drafi report to final form, and a
closing review session with EBRD

Timeline

The indicative timeline for the services is as follows:

-Project kic

- Confirmation of 1

- interviews, data

- “initiation and oh
“Invitations - \
-Primary researchincluding review -

of doclimentation® i s 0T L Y

Preparation of interview * Meeting notes

questionnaires *  Captured data

+  Telephone interviews with

Moldovan and other Western

European parties

Collation of interview notes

Woarkshop in Moldova‘ Pdst-Workshop notes

meeting with EBRD 0l

Finalisation of post-workshop ¢ Final report

documentation and report ¢ Closing meeting in London with
the EBRD team

Workshop fq!iqﬁ,W%ﬁpfeQigw_k:éll],- Agreednextstepsandacttons

* Interview and Workshop dates are subject to confirmation based on project kick-off and availability
of key personnel and stakeholders



Annex III. Information Request List

Component Data required Description Units Moldova
specific
comiment

Existing and Interconnection Name of gas - Existing national

proposed point (IP) and interconnection point gas transmission

national gas direction and direction infrastructure -
transmission specified by region of focus at existing
infrastructure origin to country of system, transit.
destination Proposed - focus
Technical capacity | Total energy flowing | MWh/day | at new
of IPs on through each IP per investments, and
exit/entry day their status.
FID Status of financial - Information per
investment decision T8O.
(FID)
Date of Date when the [P -
commercial began/projected to
operation begin operation

Existing and UGS name Name of storage - There is no

proposed facility existing

underground Capacity (working | Maximum amount of | TWh underground
storage facilities | gas) gas UGS can hold storage facilities

(UGS) Operator Party operating UGS | - (UGS), any

Withdrawal Amount of gas taken | GWh/day | information on
out of UGS per day rehar}ce on
Injection Amount of gas GWh/day | Ukraine system
injected into UGS per
day
TPA Reserved for third %
party access (TPA)
Location of UGS | Geographic location | -
of UGS
Monthly Average utilisation of | %
utilisation storage capacity per
month, last vear
FID Status of financial -
investment decision
Date of Date when the UGS | -
commercial began/projected to
operation begin operation

Existing and Name of LNG Name of LNG - Moldova is

proposed terminals terminals mostly

liquefied natural | Commercial Date when the - landlocked with

gas (LNG) Operation Date tertninal began exception of 600

terminals commercial operation meters of

Technical capacity | Maximum LNG flow | MWh/day | Danube flowing
per day to Black sea.
Max docking Size of LNG ship m3/MNG | Thereis no
Access Conditions under - existing
which the terminal liquefied natural
may be accessed gas (LNG)
Fees Fees paid for the use | EUR/MWh | (erminals; any
of terminal plans for e.g,
Annual regasified | Volume of regasified | TWh/year FSRU in co-




volumes

NG at each terminal
per year

FID

Status of financial
investment decision

Date of
commercial
operation

Date when the
terminal
began/projected to
begin operation

operation with
Ukraine could
be specified

Market
fundamentals

(3as demand

Gas demand by sector
(residential, industry,
generation, transport,
other, own
consumption) for
2010-2019 and
outlook until 2040

TWh/year

Historical
electricity
production by fuel

Electricity generated
by different
technologies, i.e.
solar, wind, oil, coal,
gas for 2010-2019

TWh/year

Demand outlook
by sector

Projected natural gas
demand for until
2040 by sector
(residential, industry,
generation, transport,
other, own
consumption}

TWh/year

Indigenous natural
gas production

Current production
volumes include
source, i.e. offshore,
onshore, 2010-2019

MSm3/year

Natural gas
imports

Annual natural gas
imported by country,
2010-2019

TWh/year

Suppliers

Overview of
wholesale gas market
players by market
share, 2010-2019

%

Long term
contracts

Description of current
long-term contracts
by supplier including
he detail on source,
Annual Contract
Quantity (ACQ, take
or pay) and
indexation (oil, hubs,
define), contract
duration for each
supplier

History of
payments

Overview of
payments to suppliers
for 2010-2019

$year

Gas prices

Historical (2010-
2019} and projected
gas prices per sector
(residential, industry,
generation, other)

$/MWh

Market

fundamentals -
we note a large
dependence on
single supplier




Regulationand | Key institutions Institutional network Latest status
Gas market and network and list of key (2019)
regulation policies in place for
the natural gas market
- gverview in English
Future Qutlook | Government Any available Latest status
strategy at least documentation of (2019)
current and future

until 2030.

government energy
strategy; maps of gas
system (present,

outlook)




