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EXECUTIVE SUMMARY

The problem of supplying households and industry with natural gas became a sensitive
issue on the entire European continent. Lack of agreement between Russia and Ukraine, the
blockade of natural gas supply in the middle of the winter of 2005 and 2006, the struggle
for taking control over the gas transit lines situated on the territory of Ukraine, which
neighbors Moldova, shuttered the minds in the last years and generated some dubious
reactions over the existing state of relations in the former soviet region, which have been
established after the ,more or least pleasant divorce” of its former republics and provoking
tensions with the Central and Western European states. These are invariable tensions which
appeared as a result of a deliberate Russian policy, which aims at regaining hegemonic
control in this are by means of political and economic leverages. Kiev or Warsaw, similar
to the countries (Baltic States, Ukraine, Moldova, Georgia, Armenia) which were directly
affected from Russian geo-economic blackmail attempted to offset Russian actions which
these countries consider inadequate. Moreover, undertaking the control over the national
gas distribution and transit systems leaves these countries vulnerable to energetic security
issues and represents a grave factor which is being used in various political and military
manipulations of Kremlin.

The tariff policies or the blockade of gas supply creates numerous “time bombs” when
following and improving the democratic course of the countries. As a result countries see
themselves in a dangerous dependence which impacts their course of democratization.
In 2006 EU expressed its discontent for the potential risk which resulted from the Energy
Carte, which Russian Federation refuses to sign. Ukrainian parliament ratified a set of laws
which prohibit the transfer of the transition system to tertiary parties. This is an attempt
to protect the country from recent Russian political and economic expansion. Armenia,
Georgia along with Poland and Baltic States are looking for solutions to fence off Russian
energetic intentions, which might clench the economies of these countries.

In this regard, what are the actions and the strategy Republic of Moldova is following? What
has been done in the past and what will be done to protect the business environment,
consumers from geo-economic repressions , bribe takers and artificially inflated tariffs?
How should we define in a better way our energetic security, and what should be done to
avoid issuing governmental decision without any clear content, but start staking actions
in the public interest, in the interest of the populations of Republic of Moldova. It is as
well important to realize to what point we have come to. It is well known that country’s
administration agreed several years ago to hand over gradually the control over the gas
pipe transit routes and distribution networks to the Russian monopolist Gazprom, without
receiving anything in exchange which could motivate this transaction.

The story behind this illegal transaction and its consequences remain to our opinion an
open topic for discussion for the civic society, public authorities and other institutions from
Republic of Moldova who should bring it sooner back-up for public awareness. Only in this
way public authorities, civic society and business representatives can express their loyalty
for the political regime and constitution of Republic of Moldova. It is a way for the public to
recognize the relative utility of the governing institutions.
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1. POLITICAL AND ECONOMIC CONTEXT

At the end of August 1991, after the collapse of the Soviet Union and the declaration of
independence of the soviet republics, there was a need to adjust the framework of the
external political and economic relations that governed this space to new realities. The
new independent states were recognized by the international community. As a premise of
the post-soviet democracy the newly emerging elite was making efforts to define exactly
the content of the independence and motivate the objective for transition to a market
functional economy and a state of law. The big majority of this elite did not have clear idea
over how to achieve this objective.

In the economic sense these countries had to detach a considerable part of the state
patrimony, which was in possession of some enterprises directly managed by the central
authorities, ministries or specialized agencies. Therefore one of the solutions for re-
adjusting the economic relations to the new political context was to reorganize among
the newly independent states the patrimony which belonged to the old soviet rule in the
frame of setting up new economic relations. The reorganization process starting offin 1991,
however due to an enormous work load related to the acquired or transmitted property,
decision were made after years of negotiations and repeated appraisals.

In this context the specifics of Republic of Moldova is the 1992 violent military conflict which
took place between loyal to Chisinau constitutional regime forces and the separatists from
south-eastern part of the country (Transnistria). The separatists were strongly backed by
the Russian political rule and military force. The massive implication right after Republic of
Moldova declared its independence of the special forces (KGB) and the Division 14, which
was transferred in the same period under direct jurisdiction of the Russian Military Forces
determined a military intervention and aggression of the latter ones against the sovereignty
and independence of Republic of Moldova. The conflict generated a profound crisis both
in the relations of political elite from Chisinau with local authorities in Tiraspol and in the
bilateral moldo-russian relations.

This crisis could not bypass the transfer process of the economic patrimony. Moreover local
authorities from Tiraspol were becoming more determined for separating from RM using
violent means. This also implied taking control over property objects which according
to the agreement reached between Russian and Republic of Moldova under no means
belonged to the separatist authorities. Transnistrians did not have any legal right to take
the control over neither the union enterprise from the south-east of Moldova or the Maiac
retransmission station. The same principle applies in regards to electric lines and transition
of natural gas from the left bank of Dnester.
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2. THE PROPERTY RIGHTS OVERTHE NATURAL GAS
SUPPLY SYSTEM

After Soviet Union collapsed, Moldova acquired an entire natural gas transportation/
transition and distribution network situated on its territory. This heritage can be separated
conventionally into 2 distinct components::

1. Interstate gas transportation network. There are 4 gas pipe routes which operate at a
different pressure level and cross the territory of Republic of Moldova (see table 1).
Gas is being transported through the first line (ADCB) to the underground deposit
at Bogorodceani and the other 3 ensure gas transportation to the neighboring
Balcan countries. Gas is being propelled by means of a system of pumping stations
(compression) which generate the necessary pressure. As it is indicated in the table, one
of these stations is located in Drochia. Other 4 stations in Tiraspol generate the pressure
for transporting gas to Izmail using the other 3 lines.

2. @Gas Distribution network, comprises approximately 7000 km of gas lines which reach
consumers throughout the entire country.

Table 1.Central Gas routes on the territory of Republic of Moldova

The Length on the Including Location of the

Central Gas Pipe Route territory of RM Transnistria umpina station
(km) (km) pampmg
1. Ananiev-Drochia-Cernauti- 199,8 15,0 Drochia

Bogorodceani (ADCB)
2. Ananiev-Tiraspol-lzmail (ATI) 92,1 18,8 Tiraspol
3. Sebelevka-Donetk-Krivoi Rog-

Razdelnoe-lzmail (SDKRI) Izt 22 flilasel
4. Razdelnoe-Izmail (RI) 126,46 24,3 Tiraspol
TOTAL: 542,94 81,2

The evolution of property over this heritage can be divided into 3 time periods:

I. period (1992- august 1995), the entire gas transportation and distribution heritage
remains an exclusive property of Republic of Moldova. However separatist authorities
reserve the administrative control over some part of it (see Chapter I);

[l. period (august 1995 — october 1998), the Gas Pipe Line Routes are included in the
statutory capital of the joint moldo-russian enterprise -- a Closed Jointed Stock
Company,Gazsnabtranzit”. “Gazprom” possessed 50% plus one privileged share (voting
right) from this enterprise. The local gas distribution network remained a property of
Republic of Moldova and remained partially under control of the Tiraspol regime. The
2 companies which are operating this network are,,Moldovagaz”and,Tiraspoltransgaz”
respectively.

Ill. period (october 1998 — present). The entire gas transportation and distribution network
becomes part of the statutory capital of the moldo-russian JSC“Moldovagaz” “Gazprom”
holds 50% + 1 privileged share from “Moldovagaz”.

In the upcoming sections of this chapter from this report we will analyze the framework
that all the property transformations took place in; its effects over gas consumption and
national interests of Republic of Moldova regardless of the party that was in power.
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There is no legal
document until
present days
which could en-
title Transnistria
to holding a part
of Moldova and
their value was
not verified...

2.1. The heritage of the gas pipe routes from the left
bank of the Dnester

Prior to proceeding with the analysis of the system use by the Republic of Moldova

authorities for administering the natural gas transportation and distribution patrimony, it

should be mentioned that

- as a consequence of the situation that resulted from the military clash between the
military forces of Republic of Moldova and the separatist ones driven by the marionette
government of the Russian Federation in Tiraspol

- after signing the agreement for ceasing fire in the summer of 1992 and outlining the
further controlled territory, a big part of the patrimony of Republic of Moldova including
the gas transport lines remains in under control of the Transnistrian administration.(see
Table 1).

You will therefore notice that there is a branch of the central gas line which spans through
the Northern region of the country (see Annex 1) and other 3 gas lines which lie in the
southern part of the country. During the soviet time the 4 gas lines were part of the balance
sheet of the ,Prikarpattransgaz” enterprise. Every of the 4 lines is crossing the separatist
territory. The separatist authorities from Tiraspol were administering this patrimony by
mans of the municipal enterprise called ,Tiraspoltransgaz”. Until present moment there has
been no legal evidence provided which would confirm the transfer of this heritage from
JPrikarpattransgaz” into possession of ,Tiraspoltransgaz”. The value of the assets which
“Tiraspoltransgaz”is currently possessing cannot be verified using the inventory act since
the appraisal was done using the initial value of the assets which cannot be demonstrated
by Transnistrian administration as well. At first sight this technical and legal aspect does
not to be conveying any meaning simply because Tiraspol administration is managing
these assets. However these However the oversight of this issue resulted later in causing
a damage to the Republic of Moldova citizen interests’ when establishing in 1995 the JV
»,Gazsnabtranzit”in 1995 and when establishing JSC,,Moldovagaz”in 1998. This topic will be
analyzed in more details in sections 2.4. and 2.6.

2.2. Sub estimating the value of the patrimony of
R.Moldova in 1993-1994

When the nationalization process of the USSR patrimony on the territory of Republic of
Moldova was taking place the Department for Gas Line ,Prikarpattransgaz” wrote off
according to the act from February 12, 1993 a part of the ADCB gas line in favor of the
State Department for Gasification from Republic of Moldova. This portion was assigned to
“Gazoducte Magistrale” from Drochia. The total value of assets was estimated at 1,13 billion
rubles of the former USSR, including amortization (according to the data from 1 January
1993). This value is almost 36,8% from the total value of the gas transportation lines on the
territory of Republic of Moldova, not including the value of the 3 gas lines which transport
gas to the Balkan states. However even this part of patrimony should have been included on
1 April 1993 on ,Moldovatransgaz” balance sheet (the enterprise which was administering
this line at that point) at its transferred lei value.

On march 5™ 1993, the Government of Republic of Moldova adopted the decision nr.118
,Regarding reevaluating the fixed assets and adjusting the value calculation of the state
patrimony for a further privatization, taking into account the inflation level in 1992".
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According to p.1 of this decision , the enterprises, institutions and organizations from
Republic of Moldova regardless of form of property, were obliged to finish up the before
15 may 1993, the indexation of the fixed assets according to the situation from January
1 1993. These institutions had to finish before December 31t 1993 the reevaluation of
the fixed assets according to the information resulted from inventory on October 1 1993.
The Republican Enterprise for Central Gas Lines “Moldovatransgaz” had to abide to the
stipulations of the decision which would bring as we estimate the value of assets of the
ADCB gas line to circa 1,33 billion lei. Unfortunately this was not done.

In the following years aiming at accomplishing the State Privatization Program in Republic
of Moldova, adopted by the parliament, on May 13 1994 the central government adopted
the Decision nr.287 ,Regulation and acceleration of the State patrimony privatization
process”. This act stipulates that, at the moment of transformation of state enterprises
into JSCs , the value of patrimonial contributions will be recalculated by multiplying this
value taken in the last financial report of the enterprise (which already had to be adjusted
according to the Act nr. 118, see previous paragraph) taken by indexation coefficients and
will be adjusted according to the cumulative inflation size in 1994. Providing that gas branch
administration especially the ,Moldovatransgaz” administration executed the stipulations
of this Act, by the end of IV th quarter (15 October) 1994 the value of this patrimony would
have reached 15,98 billion lei. Unfortunately even this Act was not put into practice. It
appears that the ,Moldovatransgaz” administration refuses to obey the decision taken by
the government of Republic of Moldova. The situation wouldn't be so grave if: (1) the value
of the patrimony would’ve been recalculated later on, following the stipulated actions
in the previous decisions/acts or (2) this patrimony would have remained state property
before indexation.

However in reality after what the administration of ,Moldovatransgaz’, under no legal
circumstances reduced the value of the Gas Line patrimony which was part of its property,
follows on with a proposal to alienate this property. Taking into account that the only
body entitled to alienate the state property was Ministry for Privatization and Public
Administration, especially to a foreign economic agent, on September 20" 1994 the
administration of ,Moldovatransgaz” and branch representatives initiated on behalf of
Republic of Moldova and agreement to establish a moldo-russian JV enterprise which
assumed the responsibility to supply Republic of Moldova with natural gas and administer
the gas transit on its territory. ,Moldovatransgaz” had ,Tiraspoltransgaz” and ,Gazprom” as
partners in this affair. In fact these are enterprises which are not even registered in Republic
of Moldova.

Moreover the illegal Agreement which was signed on September 20" 1994 stipulates that
~Gazprom” will possess slightly less that 51% of shares in the statutory capital of the newly
create enterprise. The capital was formed on account of Moldova's debts for gas supplied
by,Gazprom”.

It is necessary at this point to emphasize some details:

1. This agreement could have been denounced at any moment as being illegal at least
based on the fact that people who signed it on behalf of Republic of Moldova did not
have the delegated authority to sign legal documents which were enormously harming
the national interests of Republic of Moldova;

2. by renouncing the 50% of gas lines property to a single proprietor, exceptionally
monopoly which maintains control over gas supply should be further seen as losing
leverage in conducting price negotiations with the monopoly both for consumption
and gas transit.

The value of
Moldovan assets
was diminished
illegally by over
$ 3,5 billion
comparatively to
the value result-
ed from the legal
stipulations ...
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When Moldova
agreed to al-
low “Gazprom”
establish uni-
laterally the
transit price has
deprived the
country’s budget
and the citizens
from hundreds
of millions of
lei...

The realities existing at that moment and even today reveal the picture when itis impossible
to create areal market for gas transportation. The reason for thisis the absence of alternatives
for delivering gas to the Balkan states, while the gas transit line can function only within a
integral system. At the same time the property over every of its segment are in the hands
of economic agents or even countries. As a result we are seeing a paradox when supply
of gas to Balkans is controlled by a small number monopolies because regardless of the
line distance that monopolies administer (as it is in the case with separatist authorities
from Transnistria) they hold monopoly rights on the functioning of the entire gas system.
In order to drop light on the matter of this issue it is necessary to outline that the gas that is
being transported through this system is the property of the only monopolist: “Gazprom”.

In these ambiguous juridical conditions and complex interdependences, the only method
to preserve the negotiation capacity with the Russian monopolist regarding the price is to
maintain at least the decision power over the price for transiting the gas through Moldova.
Thereforeitcan be concluded that theinitiative expressedin the above mentioned Agreements
to give up “Gazprom” 50% state property from the gas pipe routes of Republic of Moldova
and implicitly the power to set-up unilaterally the price for transit was a harmful decision for
the citizens of Republic of Moldova. In the following chapters we will elucidate how this was
translated into practice.

3. The idea itself to pay back the debt of Republic of Moldova to “Gazprom” by giving-up
a significant share of state gas pipeline patrimony is not any better or worse than any
other decision for paying back these debts providing that Republic of Moldova preserves
it negotiation capacity.(see above). De facto this means that Republic of Moldova sold
its property at the price of its own debt. However as in the case of any transaction the
price matters the most. According to the law the price of one single gas line route from
the right bank of Dnester should have cost over $ 3,7 billion USD. This is the price which
should have been offered by “Gazprom”. “Gazprom” could have also give its refusal for
conducting a similar transaction which would leave Moldova to pay its debts from the
other sources (see chapter 2.3) as it has been done in following years.

Nevertheless there few people who could acknowledge the juridical logic and the arguments
of this summary over the detriment of the above mentioned agreements which directly affect
the economic interests of the country. On October 7 1994 the Government of Republic of
Moldova adopted unilaterally the Act nr.749 which stipulates “Establishment of a moldo-
russian JV ’, which implies the creation of a working group which will be dealing with
alienation of the state property by passing the Ministry of Privatization and State Property
Administration.

This group was empowered to conduct together with representations from “Gazprom”
preparation works founding the new enterprise. The group was entitled to coordinate the
methodology and recalculate the value of gas transportation assets on the territory of
Republic of Moldova. This stipulation was contradicting the functioning legislation of our
country, according to which there is only one existing method for reevaluating the assets
which are to be assigned as patrimonial contributions: indexation method according using
coefficients described in the Government Decision (nr.118 from 1993 and nr. 287 from 1994).
Moreover: there are no legal documents which could prove the need for another reevaluation
of this enterprise and its assets.

There has been a commission created headed by director of “Moldovatransgaz” who
conducted the enterprise property evaluation using other principles than stipulated in the
legislations of Republic of Moldova. The group used a methodology which was not published
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and being known by certain foreign experts who were acting as “Gazprom”was indicating. The
result of this was including into calculation only a part of the property of the enterprise: ADCB
Gas Line (in the Northern part of the Republic). Speaking about the remaining 3 gas lines
which span 277 km across the territory of Moldova only on the right side of Dnester there has
been not a single km taken into calculation. As a consequence of this calculation, the value of
gas transportation system from the right side of Dnester was reduced to 343 min lei, which is
over 45 times less than the value calculation method stipulated in the legislation.

The experts from “IDIS Viitorul” based on the available data conducted an independent
evaluation of the State Property. The methodology is based on the assumption that the gas
pipe system should be viewed as a business. The reason for not estimating the gas line as
assets is due to the lack of a real market for gas transportation pipelines. The system for gas
transportation and distribution is at the natural monopoly stage.

On the other hand, estimating the value of the gas line assets based on the construction costs
is alsoirrelevant as in the case with compounding the cost for natural gas based on extraction
costs or calculating the construction cost of an aqueduct which does not have access to
water source anymore. In this context the value of the gas line assets should be viewed as a
composition of:

1. Their value as a natural gas transiting business through Republic of Moldova to a
third country; and

2. Their value as a part of the natural gas distribution system and its sale in Republic
of Moldova.

The methodology applied by experts from IDIS for estimating the value of the gas line assets
in Republic of Moldova was based on calculating future profits and calculating their present
values. In other words we aimed at conducting a logical appraisal of the cumulative value in
1994, expected returns from transit gas pipe exploitation. It has to be mentioned that data
regarding the transit of natural gas through ADCB (located in the North of the country) are
of little credibility indicating that in 1994-1999 there was only one registered case in 1995 for
transporting gas using this line. The approximate value of gas is estimated at 10 million USD,
which is a smaller transit price compared to the price charged for gas transition to Balkans.
For this reason the 3,996 billion lei value (including 2,997 billion lei afferent to the right
side from Dnester) was obtained as a result of principles and calculations from Annex 2 and

it will be taking as a reference point Diagram The Value of Central Gas Pipe Lines 1 comparatively to
in this research, when referringonly the price paid by “Gazprom”, min $
to the value of gas transit business

to Balkans using the ATI, SDKRland | 400000
Rl gas routes.. This value does not | zs0nap -
include the ADCB pipe route (for the

: 3000,00 -
above mentioned reasons ) and does o500 00
not refer to the value of all the other 4 '
gas routes within the gas distribution 2000,00 7
system used for internal consumption | 130000
in Republic of Moldova due to the | 100000 1871,75
difficulty of estimations. 500,00 : - -
467,87 515
0,00 : - . . .

Therefore the illegal Agreement 1 2 3
which was signed on September 10*" Yaloarea conform legii & Waloares rea.lé a ) Cu:untrilklzuut.ig .

.. gazoductului magistral ADCB husiness-ului de Gazpram'-ului prin
1994 and the Government Decision tranzitare 5 gazuli reducerea datoriei

Act nr749 created a favorable | Cota aferentd 5.4 R. "Gazprom” dupéfundareaT.R.G.M."Gazsnabtranz'rt"
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Republic of
.Moldova made
an 89% price
discount for
»Gazprom”
when selling a
part of the gas
route... If simi-
lar conditions
would be avail-
able for citizens
then one would
need half a year
to purchase an
apartment in
Chisinau hav-
ing a salary of a
teacher...

grounds for the Russian monopoly to purchase the 50% share of gas route assets at a price
which is circa 9 times less than the real one (See Diagram 7). This action deprived the citizens
of Republic of Moldova from a patrimony which was evaluated at circa 1,78 billion lei, or
according to the exchange rate at that time (4,27 lei for 1 USD dollar). It is over 415 million
USD dollars, which is equivalent to $97 taken away from every citizen of the country from
both sides of Dnester taken in conventional prices from 1994,

2.3. Artificial increase of debts of Republic of Moldova
to, Gazprom”in 1994

As it was mentioned in the previous section, according to the agreement which was signed
on September 20" 1994 and The Government Decision Act nr. 749 from October 7 1994,
“Gazprom” was entitled to 51% share from the statutory capital of the moldo-russian JV
which had to be established. If Moldova would have decided to make a physical contribution
to the statutory capital (gas lines) then Russian contribution according to the agreement
would be compound,...from Moldova's debt to the gas that was supplied to consumers in
1993-1994.." In this section we will examine in more details the situation with debts.

According to the verification act of the economic and financial relations between Republic
of Moldova and “Gazprom’, for January 1 1994, at the beginning of the year- this is when
the illegal agreement was signed — Republic of Moldova’s debt to “Gazprom” for the natural
gas which was supplied constitutes only 22,2 million US dollars, or 94 million Moldovan
lei taking at the day exchange course, including 14,3 million US dollars (over 60 million
lei) afferent debt to Transnistria. Nevertheless even with adding up the afferent debt of
Transnistria this sum does not raise to 30% from the value which was 9 times reduced of a
part of the gas line assets! In order to justify the 51% share “Gazprom” was targeting in the
new JV, the value of these debts had to be at least greater than 343 million lei plus the gas
line patrimony from the balance sheet of ,Tiraspoltransgaz’, which also took part at this
affair. However with the debt accumulation rhythm at that moment, years were needed
to achieve the level that could be at least compared to the underestimated value of the
“Moldovatransgaz” assets.

As a result in December 1993 “Gazprom” issued a new project for a contract in which gas

delivering conditions for Republic of Moldova were roughly changed. According to the new

project:

e The price for natural gas supplied for internal consumption in Republic of Moldova
should increase from 38,5 to 80 US dollars per 1000 cubic meters,

e The price for transiting gas through the territory of Republic of Moldova was remaining
unchanged, in spite of increasing cost for gas transition and consumption;

e The payment for gas should be done in advance, using weekly payments;

e For each day of delay in payment there should be a 0,35% fine paid from the total
amount that is due;

e In the situation of not paying for gas during 2 months “Gazprom” reserves the right to
cut off gas supply to Republic of Moldova.

In table 2 there is a comparative analysis of the stipulations from this agreement and other
contracts for gas supply from “Gazprom”. Based on this we can conclude that the terms that
were proposed to Republic of Moldova were much rougher on the country compared to the
terms that were negotiated with other former soviet states. It is not known to what extent a
similar analysis was conducted by those made further the decision on behalf of the central
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authorities of Republic of Moldova, but this contract was signed without any transparency.
The contact was immediately hidden from the public. As a result of a different politics
towards Republic of Moldova, during one year(1994), the debt of Republic of Moldova for
gas to “Gazprom”increased from 22,2 to 331,6 million US dollars, including penalties: over
140 million US dollars. This enormous debt is a result of the following factors:

Table 2. “Gazprom” gas supply conditions to Moldova and other CIS states in 1994

Indicator R. Moldova Other CIS countries
The price for 1000 m3 of natural gas 805% 30-80 S
Ukraine - 80S 1,316 $ 1,73 S (Ucraina)
'IE::nsn price for 1000 m3 of natural gas per 100 1316 173 $ (Ukraine)
Penalties for each day when paying off the cost 035 0,02 (standard, including for
of gas (% from the debt) ' Moldova in 1995)
Terms of payment and RN Data not available

payment

Existing agreements on gas ceasing gas supply Yes N

e Unadjusted price for Gas transit. As we have described before the gas exporting
business by using the central gas routes is very specific, being dominated by natural
monopolies at each stage. For this reason, in order to introduce a parity of total income
distribution from sale of gas the transit price is being calculated in proportion to prices
for gas. Therefore if the gas prices tend to increase the price for gas transiting goes up
proportionally. This is a normal widely use practice which can be met for example in
Ukraine. In reality the transit price has not been adjusted o the proportional increase
of prices for gas which is a lost 93 million lei of income (22 million USD dollars at the
exchange course of the day). It has to be mentioned that if the price for transition in
Moldova would have been adjusted proportionally to the increase of price for supplied
gas to Moldova its value would be significantly greater than in Ukraine. We do not know
however where this different comes from.

e The amount of penalties. The penalties calculated for other countries for every day of
delay in payment consisted 0,02-0,03%. It means that Moldova was imposed penalty
which was 12-17 times greater than in other states. If we consider that the average
penalty level for each day of delayed payment is 0,025%, then at the same gas price
level the amount due would reduce from 140 to 10 million US dollars.

e Terms of payment. According to the available data the gas supply contracts with
“Gazprom” and other countries presume delayed payments for up to 6 months. In this
context, accepting by the former country governors the conditions for weekly advance
payments appear to have no economic grounds, especially in the situation when
the country cosigned to exaggerated penalty payments for delays. Hence Republic
of Moldova had to pay for gas on average 18,5 days earlier than the countries which
were making monthly payments for gas that was consumed in the previous month.
If all the above mentioned conditions are equitable, the penalties that are calculated
for Republic of Moldova would have reduced from 140 to 9 million US dollars, which is
approximately a 15 times fall-off. Hence every citizen had to pay additional 30 dollars
(in one year!) which at that time was an equivalent for a monthly salary.

e The Volume of transit gas in 1994. According to the data for 1994 the transit volume of
gas to Balkan states was 2 times less compared to the following years, which suspicious
and requires an additional investigation. The reason for this was the essential decrease
of income of Republic of Moldova from gas transition, respectively leaving a large debt
balance feeding the penalty calculation. Moreover, according to the data provided by
»Moldovagaz’, since 1994 until 1999 there was only one gas transit made via the ADCB
route (north of Republic). The value of this transaction is $ 10 miIn. In our opinion this

Pendalitatile cal-
culate Republicii
Moldova doar pe
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lui 1994 pentru
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peste 130 milio-
ane $...
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information has to be verified (at least using the consumption statistics from the Western
Balkan natural gas beneficiary countries. The price for gas transit in this pipe route
was smaller for transit to Balkans. Unfortunately this data as well as other information
regarding the entire gas supply in Republic of Moldova is not made public. These
reports should be reflecting high figures which are very important for the economy of
Republic of Moldova.

e Delay of payment to “Gazprom” even when money was available. According to the
information for 1994, from the total of 70 million US dollars that were to the Russian
monopoly for the gas that was supplied , there were only 458 th. US dollars paid in
monetary unit, which is equivalent to 1,86 million of lei at the average exchange course
for that year, which represents only 0,19% from the value of imported gas from Russian
Federation in that year. However the tariff at which it was sold to consumers was even
higher (see Chapter 3). It is important to outline that “IDIS Viitorul” experts calculated
a 10 million lei benchmark for all the money expenses for supply, transportation and
distribution system maintenance. Together with the 2 million lei which were paid to
Russia, this money would constitute approximately 1% from the total amount consumer
was charged. It appears to be impossible for consumers to have paid that little for gas
consumption in Moldova in 1994.

e In terms of the possibility for cutting off gas supply late payments or any other reason,
we do not have information whether there have been similar clauses existed or not in
the contract “Gazprom” signed with other countries. It is certain though that according
to calculations the delays in payment for gas constituted on average 150 days, which is
2,5 times more than the 2 month term stipulated in the contract. This clause has never
been applied, which can be interpreted as it was more convenient for “Gazprom” to
continue gas supplies and calculating penalties for entire sum that was being due. This
position can be easily understood once that these sums being artificially increased at
least 15 times were to be converted into real property over the gas line patrimony on
the territory of Republic of Moldova. This “genial” strategy of capturing the property
of Republic of Moldova will have grave consequences on the economy of Republic of
Moldova, which we are going to be discussing further.

To sum up we can state that by accepting the conditions of the“Gazprom”contractin 1994 the
total debt of Republic of Moldova to the Russian monopoly was increased by 150 million US
dollars. This meant that each citizen from both sides of Dnester had to pay $35 (only during
1994) which can be considered as a gift made to “Gazprom” by the administration which
accepted to sign this contract and was well aware of the consequences which will occur
a as a result of its enforcement. Moreover the Russian monopoly was invited to purchase
on this money strategic property of Republic of Moldova with a 89% price discount (the
prices was 9 times less than the market one). If such conditions were acceptable not only for
“Gazprom” but also for other actors (local companies or even Moldovan citizens), then the
$35 which were gifted to Russian gas company would be enough to conduct a successful
privatization of some estate values.

2.4. Property reshuffling when constituting
»@Gazsnabtranzit” in 1995

By ignoring the obvious disadvantages of the transaction which implied underestimating
the asset value and artificially increasing the debt, on December 6 1994 the Parliament of
Republic of Moldova adopted the Decision Act nr. 305 regarding ,Government’s proposal
for creating a moldo-russian JSC...”” According to article 1 of this decision, it was agreed upon
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government’s decision to pay off the debts by transmit ting part of “Moldovagaz"” patrimony
on“Gazprom”account. This entitles the Russian gas supplier to become a shareholder in the
JSC. In this section we will examine in details this process.

First of all it has to be mentioned that in the previous sections we regarded Moldova as
integral from the point of view of its patrimony, population. De facto at that moment the
juridical and administrative situation was far from being homogeneous. One part of the
population, a segment of national territory and significant shares of patrimony (including
the system for supply with natural gas) were kept under control of the separatist authorities
from Tiraspol. Russian gas monopoly was in a very advantageous position in this regard.
This argument is supported by the fact that there were 3 parties which participated at
establishing the above mentioned JSC:“Gazprom”, with 50% + 1 privileged share obtaining
the capital from the debt amount which was accumulated by Moldova (see section 2.3),
“Moldovatransgaz” with 39% based on the underestimated value of the gas lines from the
right bank of Dnester (see section 2.2) and ,Tiraspoltransgaz” with 11% property controlled
by the self-proclaimed regime in Tiraspol. Below we will examine how these shares were
calculated and how they should've been divided based on the situation in 1994. This
moment is considered as a reference point when discussing the foundation of the new
JSC.

On December 31 the total debt of Republic of Moldova for “Gazprom” for supplied gas
constituted 191 million US dollars (excluding the penalties), including 100 million that are
afferent to the right side of Dnester and 91 million afferent to the left side. At the same
time the value of the participation patrimony of the 2 parties from both banks of Dnester
were divided in the following way: $80,33 million were afferent to the right side of Dnester
(equivalent to 343 million lei) and $22,7 (equivalent to 96,8 million lei). As it was mentioned
before in the section 2.1, there has been not verifiable data provided in 1994 which could
confirm the declared value of Transnitrian property. Moldova acknowledged the value of
this property by simply signing an inventory act which was conducting at its turn also by
JTiraspoltransgaz” without knowing the initial value on the base of which the inventory
checking was done. Moreover in the inventory act,Tiraspoltransgaz”indicated the length of
the gas pipe routes as being its property including: 39,5 km from the ATl gas pipe line (out
of 18,8 km which currently span on the territory of Transnitria) and 34,0 km of the Rl gas line
(out of existing 24,3 km ). At the same time the inventory act does not comprise the other
portions of the gas pipe routes which cross the separatist region (15 km of the ADCB and
23,1 km of SDKRI), which is another proof to the poor quality of the works conducted by the
Tiraspol authorities. This implies an actual thought whether to believe or not the document
which was the basis according to which Moldova-Gaz was founded. The evidence proves
that in 1994 when founding “Gazsnabtranzit”, the Tirapol parties participated with a share
of patrimony from its territory. This fraud was ignored by the governing administration
from Chisinau.

As a result in conditions when none of the official numbers regarding the patrimony of
gas pipe line assets and the debts of Republic of Moldova to “Gazprom” do not reflect the
actual reality of that time. Both Ministry of Privatization and State Property Administration
and Ministry of Finance did not accept Government’s law project according which was
stipulating “the establishment of the moldo-russian closed JSC ,Gazsnabtranzit”. This is
proven by a lack of acceptance signatures of the 2 bodies. Despite committing these frauds
on 12 may 1995 the government of Republic of Moldova adopts Decision nr.302 which
stipulated the establishment of ,Gazsnabtranzit” It is important to mention that in this
context the decision was not published in the ,Monitorul Oficial’, which does not entitle it
to any legal power. With all this, the newly formed enterprise was registered immediately
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Diagram 2. Property share distribution when
establishing “Gazsnabtranzit” in 1995
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Diagram 3. Participation shares when “Gazsnabtranzit”
was established in 1995

The picture represent the situation based on veridical
data and calculations made providing that Moldova
paid back all it’s debts to “Gazprom” which totaled

180 min $ as of 01.01.1995

Tiraspoltransgaz
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based on the registration permission issued by
the Ministry of Privatization and State Property
Administration. This body later refused to co-sign
the project according to which the enterprise
was created.

As a result the process that was launched with
multiple ignorance of the legislation of Republic
of Moldova resulted that on August 11, 1995
JSC “Gazsnabtranzit” was established having
439,9 million lei statutory (343,1 being afferent
to the right side of Dnester and having its value
underestimated; 96,8 were declared by the left
bank based on a inventory act as aleatory sums
of money). “Gazprom” contributed in the newly
created JSC only with $ 51,5 million, which
were extracted from the artificially created
debt of Republic of Moldova to the Russian gas
supplier. This helped “Gazprom” to obtain 50% +
1 privileged share. The remaining 39% and 11%
were the participation shares of  Tiraspoltransgaz”
(see Diagram 2).

Based on this irrelevant data the patrimony
should have been divided in the following way:
based on the net contribution of each party. In
other words from the patrimonial contribution
of “Moldovatransgaz” it was necessary to deduct
from $51,5 million the afferent debt of the party
from the right side of Dnester. The afferent debt of
the left bank of Dnester had to be deducted from
patrimonial contribution of ,Tiraspoltransgaz”.

Due to the significant gap between the
repartition of the gas pipe route patrimony (even
based on the calculations made by authorities
78% of the patrimony belonged to the right side
of the Dnester and the remaining 22% - to the
left side) and the debt repartition (52,5% - debt
of the right side and 47,5% debt of the left side).
By making these calculations we will obtain that
the administration from the right side of Dnester
contributed with a net amount of 51,8% at the
“Gazsnabtranzit” establishment. Transnistrian
share constituted 1,8%.

In other words Tirapol had to pay back Moldova
another 7,8 million lei. The Central Gas Pile line
assets (includingthe onesfromthe territoryonthe

left side of Dnester) had to be divided equally between “Gazprom” and “Moldovatransgaz”
Below we are presenting calculations made based on real values of the patrimony debts.
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It is necessary to outline that the value of the gas transit business to Balkan states
(excluding the ADCB gas route) constituted when establishing moldo-russian
“Gazsnabtranzit” approximately 4 billion lei. From this amount almost 3 billion were
afferent to “Moldovatransgaz”. Taking into account that debt to “Gazprom” was diminished
by 220 million lei (equivalent to 51,5 million US dollars) the property shares when
establishing “Gazsnabtranzit” had to be divided in the following way: “Gazprom” - 5,51%,
“Moldovatransgaz” - 72,11%, ,Tiraspoltransgaz” - 22,38%. If Moldova decided to pay off
its debts to “Gazprom’, which at that point constituted at that moment not more than $
180 million (including all the penalties), the participation share in “Gazsnabtranzit” should
have had the following structure: ,Gazprom” - 19,24%, ,Moldovatransgaz” — 64,91%,
JJiraspoltransgaz” - 15,85% (see Diagram 3). Therefore it can be seen that it was possible
to avoid the further penalty calculation for late payments. In this case Republic of Moldova
would have maintained its control over the price for gas transit through its own territory.

2.5. Artificial increase of debt of Republic of Moldova
to “Gazprom” in 1995-1997

After what the new moldo-russian JV “Gazsnabtranzit” was established the property issue in
the topic of supplying Republic of Moldova with natural gas continued to evolve according
to the scenario which was built in 1994: using different means, Republic of Moldova was
accumulating enormous debts that could be later transformed into diverse property forms
over country’s patrimony. The debt inflation strategy has thrown shadow over the gas debt
structure of Transnistria.

In order to evaluate the impact and effective results of these actions, it is necessary that we

outline some reference points:

e The price for gas which Republic of Moldova was supplied with in 1995-2004 was
established at the constant $ 80 benchmark for 1000 m>.

e The price for transiting gas across the territory of Republic of Moldova remained
unchanged since 1995. It's value constituted $ 2,66 for 1000 m3 per 100 km.

e The penalty rate for each late date of debt payment was established at 0,02% in 1995
(compared to 0,35% in 1994).

e Between January 1 1995 until January 1 1998, Republic of Moldova consumed 9,43
billion cubic meters of gas, including 5,68 which was consumer exclusively on the
territory to the right of Dnester.

e In the same period 78 billion cubic meters of gas transited across the territory of
Moldova to Balkan states.

e The debts accumulated by Republic of Moldova (both territories from Dnester) have
increased from $ 190 millions at the end of 1995 (including 140 million of penalties) to
$361,6 million with over $ 149 million of penalties as of January 1 1998.

o Meanwhile in this time frame Republic of Moldova paid $ 378,4 million in debts, out of
which $ 357,3 million is pure debt of the territory to the right side of Dnester.

We will examine further the debt formation and management for gas consumption in the
following 3 years, without repeating the situation with debt inflation with over $ 150 million
by the beginning of 1995.

Even though the price for transiting gas across the territory of Moldova was increase from
1,5t0 2,66 dollars for 1000 m3 per 100 km, it was not done proportionally with the increasein
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price for gas. If this adjustment would have been done (which could be possible if Moldova
would not have given away to “Gazprom” its 50% participation share in ,Gazsnabtranzit”),
the the price for transiting gas across the Moldova territory should have been $ 3,117 for
100’000 m*km. This is the only reason why Republic of Moldova (both territories from
Dnester) during within 3 years (1995-1997) $35,6 million in profit. This is the exact debt
amount which “Gazprom” had to deduct from its account for Moldova.

Another method according to which the debts of Moldova were inflated was the irrational
if not criminal way of managing the debts. As it has been mentioned before for each
day of late payment Moldova had to pay in 1994 0,35% from the total amount that was
due. In 1995 this interest rate was reduced to 0,02%. At the end of 1994 the total debt of
Moldova (excluding the penalties) constituted $ 190 million. Between 1995-1997 Moldova
paid $ 378,4 million in debt. As of January 1 1998 according to verification act of the debts
+Moldovagaz” to “Gazprom” the penalties which were calculated for remaining amount
of gas consumer in 1994 constituted $39,3 million. This summer was inflated 17 times
(0,35/0,02). In fact this ratio is even greater because money paid in this period covered
the debts which were penalized with 0,02% for each day of delay instead of covering the
penalties which constituted 0,35% for each day of delay. The penalties for these 3 years
were increased by 37 million dollars.

The situation with the debts of Republic of Moldova was confounded even more when the
amount of money for gas that was transiting across the territory of Moldova was not paid
directly by ,Gazprom”. Based on some calculations the price for this gas was reduced to 22
dollars for 1000 m3, This method was applied by “Gazprom”in relations with other countries.
However their internal consumption and the volume of gas that was transiting the territory
was fluctuating independently without any connection between the 2 variables. It is to be
mentioned that our country is characterized by having an ongoing conflict with the separatist
authorities. This resulted in having the patrimony of the gas supply and transition network
divided and being under partial control of the separatist authorities. Even if we take into
accountthe property shares when,Gazsnabtranzit”was established, which have been wrongly
calculated, Transnistria had to own 22% from the total amount of gas that was transiting the
territory and 78% belonged to the territory on the right side of Dnester.

Once that this money was converted into a reduction in gas purchasing price from 80 to 58
dollars for 1000 cubic meters of gas, this money had to be distributed not proportionally
to participation assets but proportionally to consumption. Knowing that the share of
Transnistria in the total amount of gas consumption constituted 40% during the 3 years
it acquired $ 83 million from the $207,5 million in revenues from gas transition. Moldova
gained $124,5 millions. In reality if we look at the participation share in ,Gazsnabtranzit’,
Transnistria was supposed to receive $45,6 million and Moldova $161,9 millions. Therefore
those who paid during the 3 years almost 95% of money for consumed gas to Russian
Federation were deprived from another $37,5 millions.

Table 3. Debt repartition of Republic of Moldova to “Gazprom” by Janury 1st 1998, millions US dollars
Right

Scenarios: Total territory to GHLE
to Dnester
Dnester
According to conditions that were accepter by 510,8 141,26 369,54
Republic of Moldova in 1994-1997,
including penalties: 149,18 41,26 107,92
If Moldova paid back its debts when establishing 104,93 -107,36 212,29
,Gazsnabtranzit”,
including penalties: -30,10 -43,02 12,92
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As a consequence the debt of Republic of Moldova to“Gazprom”the end of 1997 constituted
$510,8 millions. This is including penalties in the amount of $149 millions. The debt was
inflated by at least $222,6 millions . Consumers from the territory to the right of Dnester
were charged another $37,5 which in fact should’ve been the responsibility of consumers
from the opposite territory. If Moldova managed in 1995 to pay back its debt to “Gazprom”
when ,Gazsnabtranzit” was established using its patrimony (see section 2.4), country’s debt
to “Gazprom” by 1998 would have only been 104, 9 million US dollars (see table 3). The
negative values from this table indicate the over payments that were made. Therefore the
administration from the right territory to Dnester paid with $107,36 millions more than the
actual debt. The penalties that were calculated were $30 million higher than the cumulative
amount paid by both territorial units. In real terms if the property structure is preserved
for ,Gazsnabtranzit” as it is presented in Diagram 3, Tiraspoltransgaz” had to pay $104,93
millions to “Gazprom”and $107,36 millions to “Moldovatransgaz”

Therefore after harming the interest of Moldova in 1994-1995 by $566 millions (giving
away the property at a price of $51,5 millions which in fact cost $468 millions), Moldovan
administration continued accepting conditions which resulted in a loss of another $76
millions by 1998.

In the following chapter we will examine how this money was converted into property right
over the entire distribution and natural gas supply system.

2.6. The give up of patrimony of Republic of Moldova
in 1997-1998 when establishing ,,Moldovagaz”

In conditions when by 1998 the debt of Republic of Moldova for gas constituted almost
half a billion dollars, the same technique was applied as in 1994 in order to decrease this
debt: giving away a part of the supply and distribution gas assets. On January 19 1997,
on the basis of the Republic Production Association ,Moldovagaz’, the Central Enterprise
JSC ,Moldovagaz Concern” was created. Following this year in October 1997 as a result of
negotiations conducted by the vice-prime minister of Republic of Moldova and deputy
president of “Gazprom” it was agreed to create in the IV quarter of 1997 the mixed JSC with
the participation of the following legal entities:

e “Gazprom” with the participation share which constituted the debt of Moldova as
of July 1,1997;

e Ministry of Privatization and Republic of Moldova State Property Administration;

o Coordination committee of Property in Transnistria.

According to the minutes taken as a result of the negotiations the statutory capital of the
newly formed enterprise should be composed from the following:

e The value of of the social capital of the Closed JSC,Gazsnabtranzit”,
e The share value of sate participation in,Moldovagaz”;

e The value of property of the gasification enterprises in Transnistria;
e Value of shares of other people, shareholders of ,Moldovagaz".

The same document stipulates evaluation methodology of assets of the newly created
enterprise which has to be done according to the legislation of Republic of Moldova.
According to p.6 of this document at the beginning of 1998 the asset value of the enterprise
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will be recalculated taking into account the world market price. The occurring modification
in asset value will be added to the statutory capital of the enterprise.

This stipulation is a proof that the value of assets of Republic of Moldova were known at the
moment when negotiations were conducted and it will be irrelevant from the economic
point of view. In this case the asset reevaluation for adjusting the economic value could
have been done before the mixed enterprise was established. Moreover the contract for
establishing ,Moldovagaz” was signed in October 23, 1998 after the assets were already
reevaluated. This implies that the new enterprise could have been formed assets whose
value has already been recalculated.

Table 4. Central Gas Line routes which have been included in ,,Gazsnabtranzit”
asof31.12.1994 and 01.07.1997, km

Territory to the | Territory to the Total
right of Dnester | left of Dnestrer

Total Central Gas Line routes including: 461,74 81,2 542,94
; 21I'D|CB 184,80 15,00 199,80
> SDKRI 73,30 18,80 92,10
> R 101,48 23,10 124,58
102,16 24,30 126,46
As of 31 December 1994: 184,80 73,50 258,30
; ﬁﬁCB 184,80 184,80
> SDKRI 39,50 39,50
- R 34,00 34,00
As of 1 July 1997: 305,00 81,20 386,20
; ﬁﬁCB 184,80 15,00 199,80
> SDKRI 20,70 18,80 39,50
> R 50,20 23,10 73,30
49,30 24,30 34,00

Thus after re-evaluation the value of assets which were part of the statutory capi-
tal of ,Gazsnabtranzit” increased by 86,8%. At the same time the participation share
of “Gazprom” remained unchanged at 50%, while the value of Transnistrian shares
increased from 11% to 21,4% after decrease of asset share from 39% to 28,59% of
Transnistria. Table 4 outlines the patrimony which was included in calculations when
conducting the re-evaluation. The following conclusions can be drawn from this:

1. Only central gas lines that were part of contribution of Moldova’ property to “Gaz-
snabtranzit” social capital were re-evaluated. Proportionally to the increase of
their value, the share value of “Gazprom” (composed from the debts of Moldova
for the gas that was consumer) has increased too. According to the available data
when the share value of “Gazprom” increased by 191 million lei, the debt of Re-
public of Moldova to the Russian monopoly did not diminish, which means that
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the country made another“gift”to the supplier of $41,2 million (the exchange rate
was 4,63 for 1 dollar).

2. Having in mind that the length of Gas Pipe lines increased by 65%, their value
increased by only 37%. The10,5% increase of gas line for “Tiraspoltransgaz” was
translated into a 263,5% increase in value which absolutely unrealistic from any
point of view.

3. It is difficult to imagine that people who conducted the re-evaluation of assets
which were to be included later in the statutory capital of ,Gazsnabtranzit” could
not have noticed another 155 km of gas routes which cross the territory located
to the right of the Dnester. It is 50 km from each of the 3 gas routes which trans-
port gas to Balkans. This lead to modifications in property structure within the
newly established enterprise and inadequate income repartition coming from
gas transition, leaving consumers from the Moldova robbed.

Further on the Department for Privatization and State Property Administration pro-
poses the Government to increase the total value of distribution, supply and trans-
portation assets to 1°333 millions of lei, including the cost of Central Gas Pipe routes
to 821,81 millions of lei. This would mean that the value of the medium and low pres-
sure distribution networks was estimated at 511 millions of lei (as of 01 July 1997).
This is equivalentto $ 111,1 millions taken at the 4,6 lei per 1 dollar exchange rate. We
have to mention that this evaluation is irrelevant from economic point of view since
in 1994-1997 after what the price for gas increased to $80/1000 m3, Republic of Mol-
dova using this distribution network was annually consuming gas in the total value of
$240-260 millions. As you will see in Chapter 3, by applying the calculated tariff using
misleading legislation, the gas distribution business profitability using this system
constituted 10% from this amount. Respectively this is at least $30 millions per year.
The approximate value of the selling gas business in Moldova is estimated to be $145
millions (applying the methodology from Annex 2). As a result of this we encountered
another prejudice to Republic of Moldova of $34 millions. “Gazprom” received $17
millions from that amount.

In October 21, 1998 the Government of Republic of Moldova adopts the Act nr. 1068
according to which it accepts the offer of Department for Privatization and Public
Property Administration to establish JSC“Moldovagaz” This has been done by violat-
ing the Foreign Investment Law (April 1, 1998) which

stipulates that when state property is being depos-

ited in the statutory fund of a JSC, it has to be evalu-
ated according to international prices. In October 23,
1998 the Government signed the contract according
to which “Moldovagaz” was established, having a
1’333 millions of lei statutory capital. This capital (see
diagram 4) was divided in the following way: “Gaz-
prom”—50% plus one share, ,Tiraspoltransgaz” (using
both Central Gas Route assets and the distribution
gas assets) — 13,4%, ,Moldovatransgaz” (using Central
Gas Route assets) - 20,3% and ,Moldovagaz” (using
distribution network made of ,raigazuri” - territorial
agencies on the level of raion(district)) - 16,3%. It is
practically impossible to explain de jure and de facto
the situation which further was taking place:

Diagram 4. Property share repartition when
establishing S.A.”Moldovagaz”in 1998

Current situation

Tiraspoltransgaz
13,4%

Gazprom
50%

36,6%
Moldovatransgaz
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v First of all the moldo-russian enterprise ,Gazsnabtranzit” was not abolished and
was not among the founders of JSC,Moldovagaz” Therefore the Central Gas Pipe
lines were part of its property and were also part of the social capital of ,Moldova-
gaz”

v Even though Moldova made an additional contribution of low and medium pres-
sure gas pipe lines to“Gazsnabtranzit”, whose value was underestimated to $111,1
millions in 1998 and 1999 there is no data proving that “Gazprom” diminished the
debt of Republic of Moldova for consumed gas. The fact alone can be taken as a
motive for canceling the contract according to which “Moldovagaz” was estab-
lished and return to the situation from 1997.

v" The foundation contract was not registered within 2 months as it was stipulated
according to the legislation. It was resisted on May 25 1997, which 7 months after
the date when the enterprise was established. This is another reason for which the
contract should’ve been canceled.

Diagram 5. Property Share Repartition Repartizarea
when establsihing JSC.”Moldovagaz”in 1998

Below we will present the situation in real terms,
according to calculations made in Annex 2 and
with regard to information presented in sections

63%
Moldovatransgaz istrian Property— 8,94%. As it can be seen the

Based on veridical data and calculations 2.2-2.5 (see diagram 5). Therefore, even if Mol-
dova would have paid back its entire debt as of

Tiraspoltransgaz end of 1997 with patrimony to “Gazprom” ($105

8% millions, afferent to Transnistria), then, keeping

Gazprom

P in mind that it was necessary to add 670 million

lei to the statutory capital of “Gazsnabtranzit” (4
billion lei) — which is the real value of the gas
distribution system the new JSC had to have
the following structure of the statutory capital:
“Gazprom” - 26,83%, Ministry of Privatization
and State Property Administration of Moldova-
64,23%, Coordination Committee of the Transn-

share of the right bank of Dnester was remaining

almost unchanged comparatively to 1998 versus
the total value of the social capital which has in-
creased. The share of “Gazprom” should have increased on account of Moldova’s debt
which was supposed to be fully extinguished.

Starting with 1999 the situation was evolving based on the new realities after “Mol-
dovagaz” was established. Republic of Moldova continued to accumulate debts, es-
pecially the territory to the left of Dnester. In December 2005, “Gazprom” sold the 1,2
billion debt to a US company ,Factoring-Finans” Ltd, which is a also owned by the
Russian monopolist. From this amount 120,1 millions constituted the debt of the ter-
ritory to the right of Dnester and 567 millions main debt of the territory to the left of
Dnester. The other 500 millions in penalties were divided more or less proportionally
to the main debt. Starting with 2005 the territory to the right of Dnester started to
pay back fully for gas consumption. There have been no other modifications in the
property structure over the Moldovan gas transport, supply and distribution were
not encountered. In this section we will demonstrate that this structure had to be
modified towards increasing the share of Moldovan participation, and potentially
participation share of “Gazprom” if the latter one would have decreased the debt of
Republic of Moldova.
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2.7. The situation with local distribution networks
(2001-2006)

Based on the data we have, starting with 2000-2001, there were several infrastructure
and local development projects launched in Republic of Moldova including rural and
urban gasification projects. These projects being demanded by the local population
implied the use of local and foreign investments. They supplemented the budgetary
sources allocated for implementation of these projects. The most important contribu-
tion in this regard had special funds (including the ones administered by MSIF - Mol-
dova Social Investment Fund being mostly financed with credits from World Bank),
individual people. There were tens of millions of US dollars allocated using direct
financing to which community contribution is added.

Before examining in detail the amounts of money that were invested in these proj-
ects from credits that were obtained by Republic of Moldova administration, special
allocations from national, sub-national and local budgets, it is necessary to stress
the idea that in the contract according to which “Moldovagaz” was established it is
stipulated that the enterprise is responsible for modernization, extension and main-
tenance of gas distribution and transportation networks on the territory of Republic
of Moldova. This is a fair stipulation because “Moldovagaz” is th enterprise who will
be directly benefiting from network exploitation and receiving the profit. The com-
pany is neither a philanthropic organization neither it is a ghost company and at the
same does not bear any responsibility for its clients. Moreover this enterprise has
monopoly power over gas distribution and transportation. Respectively there is no
other organization which has the institutional capacity to exercise the obligation of
network maintenance and extension. On the other hand gasification is not solely im-
portant to the joint enterprise. It is also in the interest of the citizens because it is a
cheaper and more comfortable mean for supplying energy. The same applies for the
state of Republic of Moldova. This issue has political importance because it also helps
to preserve the forest and improves the general ecology. In this context it is logical to
have the state’s and citizen’s implication in extending the gas pipe line network and
implicitly in gas consumption. Nonetheless the financial contribution of Republic of
Moldova and its citizens has to be compensated by “Moldovagaz”, which assumed the
responsibility to conduct these works on its own account.

According to the report of Ministry of Economy, which was presented during the Par-
liament’s session in April 6 2006, the total amount of budgetary investments (both
national and local budge) for extending gas distribution networks constituted 900
millions lei, which is equivalent to $69,2 millions (at the 13:1 rate of exchange). This
number does not include the investments made by MSIF and the investments made
by population during the last 16 years. At this session, Ministry of Economy assumed
the responsibility to make a detailed report and present it to the Parliament in which
it will include the estimative value of these investments. However in 2006 this report
was never presented by Ministry of Economy, which can be explained either that this
report was not made public at all or it never reached the Parliament.

Based on the information published on the website of MSIF, in the past 2 and a half
years (January 1 2004 - July 1 2006), there were $12 million allocated to be invested
for extending Moldova’s distribution networks. There is no information regarding the
amounts of money that were invested by citizens and neither MSIF publishes the
cumulative value of these investments. It would be better if the numbers from MSIF

Today a part of
the gas distribu-
tion network is

not listed on the

balance sheet of

wMoldovagaz”.
Nonetheless
consumers have
to pay the cost
for its mainte-
nance...
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It is estimated
that citizens paid
500 millions lei.
This amount has
to be reimbursed
either by shares
from “Moldova-
gaz” or partici-
pation share in
the regional gas
distribution com-
panies...

Citizens who
invested in
gasification
need to stipulate
their actions on

paper...
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included also this data in order to obtain a general picture of the infrastructure proj-
ects (budget, MSIF, citizen’s contribution). According to estimations made by experts
from IDIS Viitorul these investments equal to 2 billion lei.

This patrimony whose present value is $160 million is a juridical vacuum: it is not
included in the balance sheet of “Moldovagaz’, respectively this enterprise does
not have any responsibility in case any exploitation problems occur. It is not even
allow including this property on the balance sheet of local authorities who contrib-
uted to building this estate. Nonetheless “Moldovagaz” is constantly using these net-
works and according to the data presented by National Agency of Energy Regulation
(NAER), in 2006 the gas consumption in households increased by 2.5%, which leads
to a profit increase for ,Moldovagaz”. Knowing that this property is not on balance
sheet of “Moldovagaz”, NAER can see itself motivated to increase the tariffs for gas.
This intention was stipulated in agency’s press release dating February 14, 2007. In
the framework of consumer protection this situation has to be solved urgently.

IDIS experts suggest several methods which could resolve the current situation in
terms of gas distribution networks in RM:

1. The networks can be transmitted on the balance sheet of “Moldovagaz’, at their
whole value, respectively increasing the share of Republic of Moldova (particu-
larly —territory from to the right from Dnester) in the statutory capital of this en-
terprise. Or if “Gazprom” intends to maintain the property share, it has to decrease
the debt of Moldova (if there are any debts left using realistic calculations, see
Conclusions) for consumed gas has to be diminished proportionally to the partici-
pation share of the Russian monopoly. In this case money used from citizens to
build new gas lines can be paid back by S.A.“Moldovagaz” by supplying gas at the
price when the investment was made.

2. Based on the investments made for network built-up it is possible to establish
regional distribution companies which will have contractual relations with “Mol-
dovagaz” in the framework of the national legislation. The property in these en-
terprises has to be divided proportionally with the investments made by the state
and the citizens.

3. “Moldovagaz” can purchase the property of these networks either by paying
money or supplying cheaper gas to compensate the price difference.

It is important that citizen who invested in gasification of their living community
have to stipulate their payment on paper. Today a major part of their sums are not
stipulated anywhere on paper, therefore there is no economic and legal proof for
this money to be returned by “Moldovagaz” or Russian monopoly. Another important
observation is that even though the distribution system of the natural gas was ap-
praised in 1998 at $111,1 millions extension of these networks in 2001-2006 by 78,6%
(total length increased by 7000 km up to 12500 km) demanded investments that to-
taled $160 millions (144%). IDIS experts that these discrepancies are due to the fact
that from the very start, the patrimony of Republic of Moldova was drastically under
evaluated in 1998. After this Moldova had to endure the consequences of high ex-
penses for building distribution networks in 2001 until present days.

To ensure the integrity, continuity and comparability of representations, we will ex-
amine below the effects of converting the entire debt of Republic of Moldova from
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the end of 2996 into property over gas supply, transportation and distribution sys-
tem (if we use the first method out of the that were described above). If we take as a
reference the situation that was presented in diagram 5 (beginning of 1998) and the
debts that were accumulated during 1998-2006, then purchasing the debts by letting
“Gazprom” participate in the statutory capital of ,Moldovagaz” would lead to its in-
crease by at least 13,3 billion lei with property share repartition as follows: “Gazprom”
-- 68,43%, territory to the right of Dnester -- 75,61%, ,Tiraspoltransgaz”: — 44,04%,
which means that the accumulated debts by Transnistria are 2 as big as its value of
patrimony. When conducting these estimations were took into account the following
aspects:

v Estimative value of the distribution network constituted in 2001-2006 2 billion
lei.

v The value of the gas transition business from the statutory capital had to be ad-
justed with the exchange rate fluctuations (US dollar).

It is obvious that this structure of the statutory capital is not possible. If the debt of
Transnistria would have been divided proportionally to the participation shares of
other participants, then “Gazprom” would need to recuperate from the separatist re-
gime another 2,78 billion lei, or $209 million calculated at the 13,29:1 exchange rate
as of December 31, 2006. At its turn administration from Moldova could claim for 3,07
billion lei, which is $ 231 millions.

These amounts represent credits or grants (be-
cause it was little possible to recuperate these
amounts having an illegal regime) that have

Diagram 6. Property share repartition in JSC
“Moldovagaz” as of 31 December 2006

been offered to separatist authorities by “Gaz- Based on veridical data and calculations

prom” and Government of Republic of Moldova.
In other terms this is a way to finance the sepa-
ratist regime. This calculation does not comprise
money paid by consumers from the territory to
the right of Dnester, gas and losses afferent to
the left side territory using the inflated tariff
which could have increased even more the debt 529
of Transnistria for the government of Moldova.
In other words this is a way to finance the sep-
aratist regime by Republic of Moldova. In such
conditions “Gazprom” would own 47,51% from
the statutory capital of . ,Moldovagaz” (13,3 bil-
lion lei), and the enterprises that manage the gas

transportation and distribution on the right side
territory would own the remaining 52,49% (see
diagram 6).
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3.NATURAL GAS TAXATION POLICY

In the previous chapter we analyzed the situation of gas supply in Republic of Moldova
and its transit in the framework of patrimonial relations of “Gazprom” and organizations
which were managing this process on both sides of Dnester. In this chapter we will analyze
the relations between the gas supply and distribution business and its clients (natural gas
consumers) especially with those on the right territory to Dnester because there is data
available for conducting the analysis.

It is necessary to outline that due to the fact that the natural gas distribution system
represents a monopoly and has a series of economic and political interests, the relations
with clients have some specific features. The main feature is that the price for gas cannot be
established by the company which supplies it, but is an object of negotiations between the
company, whose natural interest is to maximize its profit and the government whose role is
to keep the prices constant or low for citizens, public institutions and businesses. Further on
we will examine how governmental authorities at different stages starting with 1994 until
present days played their role of consumer protectors and what were the effects of their
public policies in this domain over national economy and every citizen taken in part.

Diagram 7. Natural gas de facto tariff evolution versus adjusted real gas price The gas tariff calculated i'n
) Moldovan lei for 1000 cubic
for gas (august 1994-april 2007) )
— - meters had the following
Based on veridical data and calculations . .
dynamics versus the price
for natural gas supplied
3000 to Republic of Moldova
2500 . adjusted to currency ex-
,_I change for each period(see
2000 . ,
_ diagram 7'):
51500 !F 4 August 1, 1994 -
1000 ,J-/“"":—‘—/ March 1, 1995 differentiat-
500 / ed average tariff for differ-
0 ‘ | ‘ | | | | | | | | | ent consumer categories--
< [To B o) ~ © o)) o = N o™ < [To S 0o 421 lei.
2 9 9 o o & S o o 9 o o 9
8 8 8 8 8 8 83 8 8 8 8§ & 8 v March 1, 1995 -
O © © o o © o o o o o o o July 1,1997: the tariff is de-
=—=Tarif —— Pret la gaz ajustat —— Pret de facto creased to 331 lei.
v July 1, 1997 - Sep-
tember 9, 1998: Average
tariff increases to 454 lei.
v' September 9 — December 15, 1998: the tariff is decreased to 370 lei.
v" December15, 1998 - June 25, 1999: the newly established tariff is 638 lei.
v' June 25,1999 - July 1, 2003 the tariff for gas is 926 lei.
v After a short period (1-15 July 2003) when the tariff was 1079 lei, it was decreased
slightly to 1058 lei remaining at this level until March 1, 2004.
v March 1, 2004 - February 17, 2006 average tariff constitutes 1083 lei.
v February 17 - July 21, 2006: Natural gas tariff was 1553 lei.

v" July 21, 2006 - February 14, 2007: the tariff was calculated at 2335 lei, resulting after-
wards in 2545 lei, remaining valid at present moment.

1 The tariff that is presented in the diagram and text does not include VAT= 5%.
2 Arythmetic Averag for different consumer groups; there is not data regarding natural consumption for this period, therefore
it is impossible to calcualte the weighted average.
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It is important that tariff reduction in 1995 and 1998 took place at the initiative and order
of specific people, who are representatives of central power. They managed to present
calculationsand demonstrate that the actual tariff was inflated. Even though the calculations
made by these authorities show that the tariff reduction should have been even greater and
based on the de facto tariffs fro this period, then diagram 7 indicates clearly what should
have been the real difference between the tariff and the price for gas. In the past time and
especially in the latest years this difference became enormous. Population from the right
territory to Dnester had to pay annually additional tens of millions of dollars..

The structure of tariff is strictly requlated and stipulates positions that can participate when
calculating the tariff. Unfortunately experts from IDIS had access only to data regarding
tariff structure from 1996. This data was obtained as a result of an inquiry made by the Court
of Accounts in 2000-2001. This is why we will further provide less updated examples (1996)
of methods used to inflate the tariff. In other words the principles used when compounding
the tariff remained unchanged. Therefore they can be applied when analyzing the existent
tariff when its structure will be made public.

3.1. The problem of the “lost” gas

According to the information that is available, the 1996 tariff included gas losses which
totaled 41,4 millions lei, or $ 9 millions at the 4,6:1 exchange rate as of 1996. This is 155
million of cubic meters of gas (calculated at $58 per 1000 cub. M purchase price with
transit discount) or 5% from the entire amount of gas that was consumed in Republic
of Moldova including the separatist region.

This is an unacceptable proportion of loss, which is exaggerated in regards to standards
in this branch and even in regards to reports of ,Moldovagaz’, which stipulates that its
gas technological losses sum up to 7,2 million lei.

In order to explain how these losses occur it is necessary to mention that the meters
which track the volume of gas which enters and leaves the territory of Moldova are lo-
cated in Ukraine, at 40km distance from our border. The meter which tracks the volume
of gas that exists Moldova in the ADCB gas line is situated in Ukraine as well in the Cer-
nauti region. If you look at the Annex 1, which has the map of all gas routes that trans-
port gas to Balkans then it can be see that they intersect the Moldovan and Ukrainian
border several times. However there are no meters installed on these portions which
could allow us to calculate the exact volume of gas which was consumed in Republic of
Moldova and Ukraine. In order to make the loss repartition, a moldo-ukrainean commis-
sion is being summoned ever year which divides these volumes among the 2 countries
through negotiation. The public community, local experts from Republic of Moldova
have never received answers to what these negotiations mean, what is the procedure
according to which the repartition is made, what is the loss estimation method. On
top of this, the statute and working documents of this commission, its members, and
even minutes have never been made public and were not even presented at Republic
of Moldova Court of Account’s inquiry, when the latter one conducted an activity audit
of JSC,Moldovagaz”in 2000-2001. Any clarification over the gas consumption subject,
that are initiated by public authorities have to begin from creating conditions in which
transparency and public control over key elements of the existent administrative sys-
tem will not raise suspicions and fit in the state’s organization.

The meters
which are used
to track the
volume of gas
which enters and
exists the terri-
tory of Repub-
lic of Moldova
are located in
Ukraine, at 30-
40 km distance
from our border
which results

in hundreds of
millions of cubic
meters of gas or
dollars in an-
nual loss ...
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“Moldovagaz”
increases its
annual profit-
ability margin
by 10 million US
dollars at con-
sumer’s expense
after obtaining
government’s
agreement and
across any legal
stipulations...

It is obvious that gas theft does exist. However when adding up the volumes of gas that
is considered to have been stolen, this would mean that during an entire century, those
who are responsible for managing the gas transportation and distribution system did not
undertake any efforts to solve this issue. In addition to this, not one single Lei, was paid by
separatist regime. Money was put on the balance sheet of ,Moldovagaz”and respectively
consumers had to pay this money which was reflected in the gas tariff. It isimpossible that
the separatist land did not have any implication in this affair. This argumentation implies
that it is not the physical loss of gas by more likely political will to steal the money from
consumers on the right territory to Dnester. On the other hand these losses represent an
important margin for reducing the tariff: for example in 1996 after eliminating all non-
technological losses, the tariff had to be decreased by 20 lei or 4.5% from the existing
tariff.

3.2. Including in the tariff for population on the
territory to the right of Dnester the afferent
expenses of the Transnistrian region

In the previous chapter (see section 2.5) we mentioned that the situation regarding
the gas transit income repartition between the left and right territory to Dnester was
modified by reducing unilaterally of the gas purchasing price from Russia from 80 to 50
US dollars at expense of services for transiting natural gas across the territory of Republic
of Moldova. It was ignored however that the share of Transnistrian gas consumption was
much greater than its contribution to gas transit (according to the property structure in
“Gazsnabtranzit”). By making these frauds, in just 3 years consumers from the right territory
to Dnester had to pay additionally over $37,5 millions! However if we consider that the
income from gas transit during the 3 years would be split in a 40% to 60% proportion
(separatist region and the opposite territory), then the afferent expenses for gas transit
and distribution would have been entirely transmitted on Moldovan account with the
following clarification: ,de ,Tiraspoltransgaz” services for gas transportation”. After what
Moldovan authorities accepted these expenses (which in 1996 constituted over 9 million
lei), the gas consumption tariff was inflated to 5,38 lei, or by 1,2%.

3.3. lllegal increase of the profitability margin

Another way frequently used by enterprise’s administration to inflate the tariff was
sincreasing the profitability margin”. The legislation of Republic of Moldova stipulates a 10%
profitability margin for companies with a monopolistic power on the market of the country.
This margin has to be applied only on production expenses, while branch enterprises also
applied the 10% margin on the gas purchasing price. This tariff policy contradicts the
legislation of Republic of Moldova because the gas that is being purchased is not being
processed. Respectively it has to be considered “merchandise” and not “raw material” or
“finished goods”. With this having on hand the government of Republic of Moldova does
not take any actions against this measure. This results in tariff inflation by another 26,8 lei
(6%). As a result of price manipulations Moldovan consumers are penalized for additional
49,5 million lei just in 1996.
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3.4. Decreasing the calculations basis (volume of
supplied gas)

Another method used for increasing the tariff was accepting by central authorities the
decrease of calculation basis (the volume of supplied gas). As it has been mentioned before
the tariff is being calculated for each 1000 cubic meters. It is divided then by expenses
made for gas transportation and distribution, maintenance works, etc. to the total volume
of gas which was consumed. According to the data Moldova consumed in 1996 3,15 billion
of cubic meters of gas, out of which 1,8 billion cubic meters were consumed solely by the
right territory to the Dnester. However in order to calculate the tariff based on the data from
1996, the total amount of expenses encountered for gas distribution and transportation
(94 million lei, which were also inflated) were divided to 1,2 billion cubic meters of gas,
which resulted in another 20 lei increase of tariff (4%). In this regard we tend to mention
thatin 1999 “Gazprom” pays for the gas that transited across the territory of Moldova not by
reducing the gas purchasing price but using additional gas supply volumes to transit across
the territory. Knowing the strategy applied for manipulating with data for calculating the
volumes of gas that were delivered to Moldova it is urgently necessary to verify whether
this information appears on the balance sheet of “Moldovagaz” and were included in the
tariff composition at each historical period. We presume it is not included on the balance
sheet.

3.5. Including in the tariff penalties for late gas
consumption payments and interest rates for
paying off credits necessary to return the debt to
“Gazprom”

When calculating the gas tariffs there were additional calculations included regarding the
penalties for late payments and credit interest rates. When calculating penalties at 0,02%
for each day late payment “Gazprom”is charging 7,3% annual interest rate in US dollars for
a credit to JSC”"Moldovagaz”. Unfortunately there is no information regarding conditions at
which this credit was taken, to evaluate the relations between “Gazprom”and “Moldovagaz”
in this contract.

However even if the penalty and interest rate sums are included in the tariff calculations,
it stimulates a chain reaction of late payments because the penalties for late payments are
distributed among all consumers. It means that those people pay in time their bills, transfer
a part of accumulated debt by those who do not pay in time or do not pay at all. On one
hand this stimulates bad tax payers to keep up with their practice and on the other hand this
is being reflected into a financial pressure over loyal consumers. In macroeconomics there
exists a law, according to which after a certain level the further increase of tax will diminish
its collection. This rule is also available for natural gas tariffs Itis possible to assume how the
tax collection could have changed if the bills were 15-20% lower.

As a conclusion by recalculating the tariff based on conditions stipulated in 1996 then out
of 454 lei, if the corresponding calculation methodology would have been used, the tariff
should be under 294 lei. If we take into account that the tariff was to increase proportionally
with to the purchasing price of gas and exchange rate fluctuations (because the currency
value in the contract with “Gazprom”is in dollars), then we can conclude that during 1995-

In its attempts
to increase the
profit “Moldova-
gaz” is applying
data manipu-
lation. Public
authorities ac-
cepted this ether
because were
not informed or
having some ill-
intentions...

The current
tariff structure
stipulates that
loyal consumers
have to pay af-
ferent penalties
for those who
are late with
payments or do
not pay their bill
at all...
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During 1995-
2006, consumes
were from the
right bank of
Dnester were
forced to pay ad-
ditional 3,6 bil-
lion lei than the
real gas price.
Having a 50%
share in ,,Mol-
dovagaz” ,,Gaz-
prom” obtained
an additional 1,4
billion lei or 110
million dollars

profit...

2006, by inflating the consumer tariff for population on the territory to the right of Dnester
were forced to pay 3,6 billion of lei, which is equivalent to $370 million. Having in mind
that since 1999 “Gazprom” holds a 50% share from “Moldovagaz’, around 1,4 billion lei or
110 million US dollars is the money of the Russian monopoly in the over profits that JSC.
“Moldovagaz”encountered at expense of consumers from the right territory of the Dnester.
Taking these premises into account today the tariff should be decreased by one third.

These were only direct effects when compounding an inflated tariff for gas consumption.
However there are indirect consequences whose effects are difficult to measure in value
means, such as:

1. affecting the competitiveness of local producers both on the local and international
market;

2. aggravating the Transnistrian by indirect finance of the Tiraspol regime;

3. decreasing the collection rate of payments for gas and the total volume of
accumulation

4. Environment pollution and deforestation, etc.
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4. CONCLUSIONS AND RECOMMENDATIONS

The main conclusions that can be drawn from this report are that the public policies
that have been adopted at various historical stages by the administration of Republic of
Moldova caused a total prejudice to the country of at least $ 952,2 millions, including
$111,7 additional profits which were collected by “Gazprom”. This money comes directly
from consumers from the territory to the right of Dnester. Additionally consumers were
forced to pay another $338,4 million which were used indirectly to finance the separatist
regime from Tiraspol through:

By the end of 1994 and when the establishment of ,Gazsnabtranzit” was coming to an

end:

v" Over $416 millions were obtained by selling at the price of $51,5peste million a
patrimony whose real value is $468 millions;

v" $ 150 millions were obtained by inflating the debt to “Gazprom”.

By the end of 1997 when JSC "Moldovagaz” was established:

v' $ 76 million by inflating the debt to “Gazprom”;

v'$95,5 millions by avoiding repaying additionally obtained patrimony;

v' $70,1 millions obtained by inflating the tariff;

v Additional $ 107,36 millions as afferent debts of Transnistrian consumers. This
money was paid by consumers from the right territory to Dnester.

By the end of 2006 and by not including the newly built distribution system, in addition

to what has been written above:

v" $103 millions were obtained from not adjusting the price for gas to the transit
price;

v $240 millions were obtained from inflating the tariff;

v' Additional $ 231 millions were paid by consumers from the territory to the right to
Dnester for debts that were afferent to consumers from the left bank.

The situation that was created in this strategic domain for economic growth of the
country can be defined as catastrophic. In such conditions, central public authorities,
the Parliament, Government and other public representatives have to summon a
National Commission which will investigate the crimes that have been committed and
establish a new framework of relations wit the Russian monopoly. The new framework
will appear only if there will be serious political and economic intentions for protecting
the independence and sovereignty of Republic of Moldova.

The following priority steps should be taken by this commission, established by the
government of Republic of Moldova:

v’ Establishing a transparent framework over information regarding natural gas
consumption, transit and consumer tariff calculation. Annex 3 contains the list
of documents and information needed to conduct a detailed analysis and not an
estimative one. If this data is published in a short time frame this would be a proof of
constructive dialogue and intention of “Moldovagaz” for having an open dialogue.

v" Installing an automatic control at the eastern border for tracking the volume of
supplied natural gas. Revising the procedures for data monitor at the moldo-
ukrainean border;

v' Creating a mixed inter-governmental group with the participation of the business

The total
amount of preju-
dices caused as
a result of public
policies adopted
in 1994-2006 are
estimated at 1,5
billion US dol-
lars...
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representatives and civic society in order to assess in a more professional and
responsible way the situation described in this paper and offer solutions based on
real and not estimative data;

Negotiating with “Gazprom” new price conditions for gas transit and consumption
equivalent to the ones in Ukraine; subscribing RM to the European Energy Carte,
as a natural gas transit country, and appealing to legal services in case Moldova is
being rejected by the Russian monopolist;

Reevaluating the property which is owned by the shareholders of “Moldovagaz”
including Transnistrian property and consumption reevaluation. This can be
achieved by using all the legal and economic possible instruments; insisting on
cancelling all previously signed agreements and returning to the situation from
1993.
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ANNEXE:

Annex 1. The map of Republic of Moldova Central Gas Routes
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THE GAZE INDUSTRY IN RM:

THE BURDEN OF IGNORANCE AND THE COST OF ERRORS

Annex 2. Estimating the value of the gas transportation business in Republic of Moldova
as of 1994

The evaluation method is called discounting profit flow by calculating their present

values.

In other words we will calculate the present (1994) value of future profits.

For applying this method we considered the following reference information:
v' Calculation Period(t) = 30 years. We considered this period because:

1.

The gas transit business is relatively stable because in 1994 the demand for energy
resources in Balkans was relatively stable having a tendency to increase in future.
The only fluctuations were due to temperature variations during the heating
season.

The risk for appearance of alternative technologies for obtaining cheaper energy
and their implementation in Balkans and entire Europe is reduced to zero.

The effective working period for gas pipes is between 30 and 100 years. We
considered the smaller number.

v" Discounting rate in the following periods (d) = 10% annually. We use this number
because:

1.

As it has been mentioned before the natural gas transportation business is a stable
one.

All the calculations and payments in this business are made using a convertible
currency which has a world circulation: US dollars. Therefore the business does not
depend on fluctuations of national currency and the uncertainties that could have
provoked it.

With all this the business is located in Republic of Moldova, the country with an
instable legislative, political system on whose territory there have been often
conflicts.

V' Business profit in the first year (P) = 77 min. . This value is not equivalent to the one that
was reported by enterprises which administered this system:

1.

The price for transit in 1994, had to be adjusted proportionally to increase of gas
prices. It should have constituted 3,1169 dollars for 1000 m* which transit the
territory. In reality the price remained $1,5 in 1994 and was increased to only $2,66
in 1995 (see section 2.5).

According to the data (see Annex 4) the average quantity of gas which transited
the territory of Moldova to the Balkans in 1995-1998 equaled to 25,5 billion cubic
meters per year. In our calculations we assumed that the volume of gas which
transited the territory was 24 billion of cubic meters of gas per year due to the
following reasoning: (a) the data which was officially presented in 1994 was wrong
(see section 2.3); and (b) gas consumption in 1994 could have been lower than this
average due to the general increase of gas consumption trend in Balkans.

The entire amount of money which was obtained from transiting gas should be
considered profit, because all the afferent expensesto transit,including depreciation,
network maintenance and gas consumed by the compression stations were
included in the final tariff (see Chapter 3). As a result this money had to be paid off
by consumers.

v’ Average Annual rate of profit growth (r) = 4%, being made of:

1.

Annual average rate of growth for gas prices, which is caused by the general trend
for energy resource price increase. This is especially true for non-recoverable energy
resources.

Average Annual Gas consumption growth, which is caused by extension of natural
gas supply networks and switching from burning coal and oil to natural gas. This is
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also caused by the industrial development in the Balkans and the entire Europe.

Therefore for each further period the following formula was applied when calculating the
present value of profits:

_ P+rx(n-1)

P

" d
1+—)"
( 100)

where n is alternating from 1 to t = 30.

The sum of these values VP, VP, VP, .., VP_, VP  equals to

29/

$ 935,75 millions or 3,995 billion Moldovan lei
Using the 4,27 lei per 1 dollar exchange rate, as of 31.12.1994.

The same formula was applied when evaluating the gas selling business to Moldovan

consumers except from::

V' Business profit (P) in the first year was estimated at 30 min. S.

V' The discount rate of profits (d) was fixed at 24% per year because in this case business is
made in the entire country, which has an instable political and economic regime. We
look here also at exchange rate risk because the payments to “Gazprom” were calculated
in dollars, and the incomes in lei.

According to the formula, the estimative value of the gas selling business in Moldova equals
to:

$ 145,37 millions or $ 668,69 million Moldovan lei

NOTA BENE:

Due to a tight connection between the price for gas and transit price (which has to be
adjust each time) the gas transit business value increases proportionally with to the
price for gas. Therefore this value should have been adjusted at least in 2006 and 2007,
when the price for gas supplied to Moldova went up.
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THE GAZE INDUSTRY IN RM

Annex 3. The list of documents and information which have to be made public by the JSC

~Moldovagaz” administration
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Annex 4. Consolidated information regarding money settling with “Gazprom” for
consumed gas (1994-1999)
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The total volume of gas which transited Moldova in 1994-2006.
»Moldovagaz”, “Moldovatransgaz’, “Gazsnabtranzit balance statements for 1994-2007.

Profit and Loss accounts (Form 2) of the above mentioned economics agents for the
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“Moldovagaz”income flow from consumers in 1994-2006.

Moldo-Ukrainean negotiation meeting notes regarding gas loss repartition (1993-
2006)

Detailed structure of tariffs calculated during 1994-2007
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Annex 5. “Gazprom” experts’ recommendations regarding the value of the ATI gas line
and income repartition obtained from natural gas transit between the right and left
territories to the Dnester (07.02.2000)
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Annex6. “Moldovagaz” explanation regarding no including in its calculations the central
gas routes and income repartition from gas transit (03.04.2001)

SOCIETATEA CU RASPUNDERE LIMITATA
OBLIECTBO C OTPAHUYEHHOI OTBETCTBEHHOCTbIO

"Moldovatransgaz'"S.R.L.

5200, R.Moldova, or. Drochia, ¢/p 24 5200, P.Moanosa, r. Jdpokus, a/s 24
Tel.  (04252) 2.44.52 Fax 2.62.38 Ten. (04252)  2.44.52 ®axc 2.62.38
C/d 222402500502 “Moldindconbank” Ple 222402500502 “MoanHAKOHOAHK»
or. Chisiniu, cod 280101325 r.Knunnes, M@®O 280101325
Nr.ﬂ\QO’f din ﬂé@?a?DD/

Lanr. din

Ipeacenatesio IpaBienus
AOOT «MoJiroBaras»
I-ny M.JIecank

PykoBoauTeio
KOHTPOJILHOH rpynnel
I-ny T.IMoiiTy

O  mekotopeix  Bompocax — momuaThix  Cuernoit  [lamatoir B
HpC,‘]BapHTCHbHOM (ﬂpoMe)I\'yTO‘IIIOM) aKTe IPOBEPKH OTHOCHUTEJIbHO CO3J1aHus
AO3T “T"azcnabrpansnut” 1 AOOT “Monosaras”:

1.1lo moBoAy aHAAHM3a  TEPEOLeHKH  OCHOBHBIX  (hOHI0B
IpeaNpHATHIi MATHCTPAILHBIX rasonposoaos (000 "Moagosatpancras' u
IO PYMI '"Tupacnoabrpancras'),  mnepelaHHpiX IIs CO3AaHHS AO
“T'azcH20Tpan3ut” 1o coctosiHuio Ha 01.10.1994r.

Io croBaM GbiBinero riapHoro 6yxranrepa PIIMI™ “Moutosarpascras”
r-na I'pocy M.M. nipu npueme ocHoBHbIX cpencts ot “IIpukapriartpancrasa’ B
omucH mepejaun ¢ Ganamca Ha Oananc He ObUIM BKIIOYEHbI MAarHCTpallbHbIE
razonpoBozsl ATH — 52,6 kv , IIJIKPH — 51,2 kM, PU — 52,1 km, Beero — 156,6
KM, HAXOJUIIIHecs B 30He obciykusanus Toraa PIIMIT “MonjoBarpancras”, XoTs
COMIACHO  CYIIECTBYIOLIErO  JMCHETYEPCKOro  COTValleHust IpH  pacuerax,
pemonusembix PIIMIT “Mongosatpancras” u 110 PYMI™ "Tupacnosnbrpancras”
TPaHCHOPTHOH padoTbl B 10/KHOM HANPABJACHHH OTH JUIMHBI Y4YHTBIBATUCH 32
PIIMI™ “MousnioBaTpamcras”.

OpnHaKo, CHEIHANUCTbl CUMTAIOT, YTO HE BKIIOYEHHBIE B CTOMMOCTH
ocuosusle cpepcrBa  ATH, PU, IIJKPA  npoTseHHOCTBIO 156,6 kM
KOMIIEHCHUPYIOTCS YBeIMYeHHeM CTOMMOCTH oHoro kM AYb j0 mepeoueHku u
HCTIONBIOBAHMEM [OBBIIIEHHOTO KOd((QHUIMEHTa [IPH NEPEOLeHKH. (cM. Tabiuua
Ne | npunaraercs).

Yro Kacaercs H€ BKIIOYEHHE MAarucCTPalibHbLIX — a3oNpOBOJIOB,
npoxoaAmmMx 1o rtepputopun Iaray3-EPHM B cTOMMOCTE OCHOBHBIX donmon
“Monnosatpancras”  BIIOTh 10 oOpasoBaHums Hooro ofbwecrsa  AO
“MonpoBaraz” — Bcero 120,2 kM, TO TOACHSEM, YTO IO 3TOMY BOIIpOCY
HEOJHOKPATHO TMOAHMMAINCh Bompockl Ha ypoBHe AQO “I'azcHabGTpan3ut”,
Konuepua “Mongoaras”, IpaButenscra PecryGuuki MoJijjoBa, HO paspeiinth
npobneMy ynanock Toibko rnocie hopmuposanust AOOT “Mongosaras”.

2. Ilo moBoaxy pacrpeiejeHHs A0X010B OT yCiy
oxaszanubie PAO “I'aznpom” Pecny6imkoi Moagosa.

Yrto Kacaercs KOPPEKTHOrO WM HEKOPPEeKTHOrO pachpejeneHns
JIOXO0JI0B, IOJYYEHHBIX OT OKa3aHWA NAHHBIX YCIYT, TO CIEIyeT CcKasaTb, 4YTO
JIOXOJBI OT OKa3aHHBIX ycyT Kak 11o IIpaBomy, Tak u no JleBomy Oepery He muiu
Ha MoraleHue JOJTOB, a HanpaBlsUIMCh Ha y/elleBleHHe 3aKyNOYHOH UeHBI.
Pacuer ynemeBnenus 3akymodHOH meHsl s JleBoOGepexsst n IlpaBoOeperbs
Mongossl npunaraercs (cm. Tabmmiy Ne2).

TpaH3WTa rasa,

3. I1o Bonpocy pacxoxiaeHus no goary Pecny6aukn Mosjgosa nepen
PAO “Tasnpom” wmexay PIIMI' “MoagoBarpancras” u Kouunepna
“MoaagoBaras”. (CnpaBka , cTp.7).

Yro xacaercst 3anoivkenHocT Pecryomuxu Monnosa nepen PAO
“Tasmpom”, cooflijgeM, 4TO COIVIACHO CBOJAHOH HHQOPMALMU IO pacueraM 3a
npuponubiii ra3 Kouuepuna “Mongosaras” u AO3T “I'ascuabrpamsut” (AO3T
“Monnosarpancraz”’) ¢ PAO “Tasnpom™ no coctosuuio Ha 1 siHBaps 1991r.
cocraBmger 361601  Teicau  gommapos  CIIA, 49ro mnoATBepkaaerTcs U
undopmarmeit, npeacrasientoit Konuepnom “Mongosaras”.

Oumbxa nomyuieHa B ceoake uHdpopmammn AO3T “Monnosarpancras”,
B crpoke 11 cnenoBano BmecTo “3azomkeHHocTh Tepes PAO “I'azmpoM” Ha
01.11.1997r.” nucare “3aponkentocts nepes PAO “Tasnpom™ na 01.01.1998r.”.
Hukakux pacxo/IeHHI He CYIIeCcTBYeT.

Cpoxnast vHMOpMalMsi MO pacyeTam 3a INpUpoaHbIi raz ¢ PAO
“T'asnpom” 1o coctostamio Ha 01.01.1998r. npunaraercs.

JdupekTop
000 "Mouaposarpancras" — I'.M.Beanuyk
=

37



38

THE GAZE INDUSTRY IN RM: THE BURDEN OF IGNORANCE AND THE COST OF ERRORS

Annex 7. Informative note of the department of finance from Ministry of Privatization
and State Property Administration regarding violations committed when establishing
»Gazsnabtranzit”

FOTK TNFORVATIVA

a Directiel de fipany




THE GAZE INDUSTRY IN RM:

THE BURDEN OF IGNORANCE AND THE COST OF ERRORS

Annex 8. Decision of Government of Republic of Moldova nr. 302 from May 12, 1995
regarding ,,Gazsnabtranzit” foundation, which was not published in Monitorul Oficial

GUYERNUL REPUBLIGII MOLDOVA
HOTARIRE r\r.AB_O.gJ

RG] 199;_‘2/

or. Chisindu

Cu privire la societa.ea pe actiuni mixti
1d use de_t <1¢] 'Gozsnabbranzit"

In urma tntelegerii, co-form .. t&rfrii Guvernui.i Republicii
Moldova nr.749 din 7 octombrie 1994, cu societatea pe actiuni
"Gazprom" din Rusia privind condifiile de creare gi funct{ionare

a societdtii pe actiuni mixte moldo-ruse "Gazsnabtranzit",
Guvernul Republicii Moldova HOTARASTE:

1. Se aprobA proiectele Acordului de constituire $i a Sta-
tutului scocietifii pe actiuni mixte moldo-ruse de tip fnchis
"Gazsnabtranzit".

2. Se obligh directorul general al Concernului de Stat
"Moldova-gaz", M.Lesnic, directorul Intreprinderii republicane
a gazoductelor magistrale "Moldovatransgaz', G.Beliciuc i di-
rectorul general al Directieil regionale a gazoductelor magistra-
le "Tiraspoltransgaz", V.Piancov si semneze fn numele pirtii
moldave documentele nominalizate $i s& le prezinte, fn modul
stabilit, pentru inregistrarea de stat.

2. Se stabilegte ci:

a) capitalul statutar al societdfii pe actiuni mixte moldo-
ruse "Gazsnabtranzit" se formeaz# din contul patrimoniului de
stat al complexului Intreprinderii republicane a gazoductelor

g

magistrale "Mcldovatransgaz" si Directiei regionale a gazoducte-
lor magistrale "Tiraspoltransgaz", ce i-a fost transmis f{n pro-
prietate, de comun acord cu societatea pe actiuni "Gazprom" din
Rusia, in volum de 439920 mii lei (echivalent cu 104000 mii do-

lari. S.U.A.).

3. Se obligA Departamentul Energeticid Resurse Energetice
§i Combustibil (d1 M.Cebotari) §i Concernul de Stat "Moldova-
waz" (dl M.Lesnic) si acorde ajutor societdfii pe actiuni mixte
moldo-ruse "Gazsnabtranzit" tn vederea amplasfrii acesteia fn
or.Chigin&u, complet#irii cu cadre de tnaltX calificare g1 orga-
nizArii unei activitAti eficiente.

Prim-pinistru
al Republicii Moldova ANDREI SANGHELI

Contrasemneazi:

Y f\ecw»m_
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x * Studiu elaborat in seria “Politici publice” cu asistenta Institutului pentru Dezvoltare si Initiative Sociale (IDIS) “Viitorul”. Seria
AN T “Politici publice” reprezinta un program de actiuni si studii sustinut de catre OSI. Aceste studii apar cu regularitate in Biblioteca
* I)I\ * Institutului IDIS Viitorul din anul 2002, alaturi de alte cercetari si evaluari independente pe subiecte relevante pentru interesul
public din Republica Moldova. Opiniile aparute in acest studiu apartin in exclusivitate autorului.

Datele de contact: Str. lacob Hancu 10/1. Mun. Chisinau. Republica Moldova. Tel. 373-22 22-71-30, 22-18-44. Fax. 373-22 21-09-32
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