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Executive Summary
The Romanian gas sector is not functional, its
development towards a fair and balanced libe
ralized market is impeded by major hurdles.
Despite the substantial steps made towards the
gas market liberalization within the recent years up
to late 2018, some major hurdles are still impeding
the emergence of a mature and attractive gas market
in Romania.
These hurdles have been identified along the
whole value chain from upstream to downstream
and affect both the wholesale and retail gas markets.
On the one hand, the poor liquidity of the wholesale gas market negatively impacts the whole Romanian gas sector by limiting the attractiveness of
investments in gas production and generating low
competitive intensity on the retail market.
On the other hand, in the absence of a reliable
wholesale market price, the mechanisms put in place
to cover the cost of gas supply in the regulated sale
tariffs are lacking transparency and predictability.
These uncertainties strongly limit the attractiveness
of the segment for potential new entrants. Moreover,
the absence of an efficient scheme to protect the
vulnerable energy consumers is strongly undermining the political acceptability of the household retail
market deregulation.

posed to potential price increase in the near future,
the application of GEO 114/2018 will clearly exacerbate the illiquidity of the wholesale gas market and
generate harmful medium to long-term impacts on
the security of supply and gas affordability for end
users.
As a matter of fact, the GEO 114/2018 is not addressing the disfunctions of the Romanian gas
market at its roots but will furthermore amplify
the hurdles impeding the efficient and balanced
development of the sector. The mere introduction
of a price cap is structurally inconsistent with the
conditions which would allow the development of
an attractive and competitive market for producers,
retailers and consumers.
In order to overcome these hurdles, a comprehen
sive roadmap is being proposed to improve the
attractiveness and competitiveness of the gas
sector along the whole value chain

The main objectives of the roadmap are the
following ones:
• Guarantee the affordability of gas for Romanian end users by enhancing the competitive
intensity in the household retail market and
adapting the protection of the vulnerable
energy consumers.

The recent introduction of the 68 RON/MWh price
cap is expected to exacerbate most of the existing
hurdles and generate harmful long-term impacts
on the Romanian gas sector.

•
Improve the wholesale market liquidity
through the full deregulation of the wholesale gas price and the further development
of a reliable Romanian price index.

The Emergency Ordinance GEO 114/2018 introduced by the Romanian Government at the end of
2018 (and amended late March 2019) imposed a 68
RON/MWh price cap on a substantial part of the volumes traded on the wholesale gas market.

• Incentivize the investments in the upstream
sector and enhance the interconnections
between Romania and the EU gas market.

Although such a measure mechanically prevents
the Romanian household consumers from being ex-
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The proposed roadmap has been designed in
order to be implemented as a consistent package of
interlinked actions within a reasonably short
period of time.
Provided that such measures would be accepted
by the Romanian authorities, such package could be
implemented in a 18-month period.
The full cancellation of the price cap introduced by
the GEO 114/2018 is a prerequisite to the development
of a liquid and deep wholesale gas market; such cancellation would be preconditioned by the implementation of a fair and targeted mechanism dedicated
to the protection of vulnerable energy customers. A
comprehensive energy poverty program combining
financial, non-financial and energy efficiency measures should be designed and implemented in order
to secure the sustainable protection of the Romanian
vulnerable energy consumers.
Some of the recommended actions, such as the
adaptation of the Centralized Market Obligations,
would be relatively easy to put in place with shortterm expected impacts, whereas some other measures are likely to need more time to be functional
but would generate more impactful and structural
evolutions, e.g. enhancement of the interconnection
capacities with the EU.
Several tools should be jointly implemented to
boost the liquidity of the wholesale market.
The currently applicable Centralized Market
Obligations (CMO) have not been able to guarantee an adequate and regular level of liquidity on the
market so far. These obligations should therefore be
adapted through a strong reinforcement of gas producers’ obligations. The latter would commit to offer
various products offered on the market (e.g. monthly,
quarterly, annual products) with an adequate prior
notice on volume, maturity and sale calendar.
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Such adaptations would have to be designed in
order to generate visibility and predictability on
gas volumes available on the market and should be
balanced by a substantial reduction of the global
gas quantities being subject to this obligation. In
addition, the positive effect of these new CMO would
be reinforced by the introduction of market making
serviceswhichwould enable price discoveryonthe spot
market (i.e. within-day and day-ahead products) and
an adaptation of the balancing rules which would
more directly integrate market prices.
The proposed roadmap would enhance the secu
rity of supply, reduce the exposure to imports and
therefore guarantee the competitiveness and af
fordability of gas for Romania in the long run.
The ambition to promote a liquid and deep
Romanian wholesale gas market is not an end in
itself, but directly serves more strategic objectives
such as security of supply, gas affordability and
competitiveness for the whole Romanian economy,
from production to consumption.
The combination of the proposed measures has
been designed as a package of actions whose proper
implementation will encourage the development of
additional gas productions, diversify the potential
import sources, export options, and guarantee
affordable gas to the Romanian household and
non-household customers in the long run.

I. Objectives of the study, applied
methodology and caveat
A. Objectives of the study
of the Romanian market across the whole
gas value chain.

Emerton has been appointed in November 2018 by
FPPG1 in order to proceed with an in-depth analysis of the Romanian gas market and propose some
structured actions to be put in place in order to
improve the global efficiency and attractiveness of
the gas sector along the whole value chain.

• Identification of the main hurdles which impede the well-functioning of the wholesale
and retail markets in Romania.

The main steps of the study have been the
following ones:

• Prioritization of the actions to take in order
to enhance the gas market liberalization and
elaborate an actionable roadmap.

•
Description of the applicable regulatory
framework and the ongoing developments

B. Applied methodology
The analyses of the present report are based
on combined elements resulting from:

tion methodologies, ENTSOG transparency
database.

• Market interviews of most of the Romanian players along the whole gas value chain,
from producers to retailers.

• Targeted benchmarks of other EU gas markets.
• Emerton’s expertise of the gas value chain.

• Research and analysis of public documents,
i.e. network code, laws, ordinances, applica-

C. Caveat
The roadmap proposed in the present report and its
related actions are needed to be implemented as a
package through a large consultation of the main
market players in Romania, obviously including the
public authorities and the ANRE.
Beyond the political acceptability of the roadmap,
one of its key success factors relies in the appropriate implementation of each proposed mechanism of
the roadmap.

1

Each mechanism needs to be fine-tuned and constantly monitored in order to stick with the on-going
evolutions of wholesale and retail markets. Regular
market consultations and shippers’ meetings constitute a prerequisite for the efficient and balanced
implementation of the measures proposed in the
present document.

The Romanian Oil and Gas Employers’ Federation.
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II. Despite the steps made towards
market liberalization up to late
2018, some root hurdles are
impeding the emergence of a
competitive gas market in Romania
The Romanian gas market had been going through
a gradual liberalization process which started in the
early 2000s and continued up to the issuing of the
emergency ordinance GEO 114/2018. The last main
milestones achieved were the liberalization of the
non-household market in 2015 and the complete deregulation of the gas purchase price from domestic
production in 2017.

markets. This section provides a focus on the
root hurdles which have been identified before the regulatory changes occurred during
2018. These root hurdles are the following
ones:

Despite these steps forward, several disfunctions
are still impeding the emergence of a competitive gas
market in Romania. Based on the outcomes of the
performed analysis, 14 hurdles have been identified
along the gas value chain2.

• Low and erratic liquidity of the wholesale
market.

Few of them have been tagged as root
hurdles which are directly impeding the
well-functioning of the wholesale and retail

2

•
Limited interconnections of Romania with
the EU gas market.

• Low competitive intensity in the household
retail segment.
•
Inadequate protection of vulnerable consumers.

14 hurdles identified: Some root hurdles are detailed in the body of the report and the description of the others is available in Appendix.
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A. R
 oot hurdles impeding the well-functioning
of the Romanian gas market
i. The Romanian gas market has very limited interconnections
with the EU market
The Romanian gas grid is quite isolated from the European gas market. The cross-border transmission
capacities are limited both for the imports and the
exports.

Import capacities:

connection points with EU countries, i.e. Hungary and
Bulgaria, have very limited capacities as illustrated
in the Exhibit 1 hereafter. Indeed, the point allowing
the imports from Hungary to Romania (Csanadpalota) has been saturated during the last peak demand
period in January 2019.

The major part of the cross-border import capacities
is concentrated on Ukraine (~85%). The two inter-

Exhibit 1: Romanian technical import capacities and their utilization rate in January 2019

Ukraine

European Union

~85% of import capacities

~15% of import capacities
38%

97%

37%
Import capacity saturated
in January 2019

X% Average utilization

rate in January 2019

33%
16%

Isaccea

Import capacities are heavily
concentrated in Ukraine

Mediesul Aurit

Csanadpalota

Giurgiu-Ruse

Total

Import capacities with EU countries are very limited
The interconnection point with Hungary
has been saturated during peak demand periods

!"
Source: ENTSOG transparency platform, Emerton analysis
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Gas imports play a key role in fulfilling the Romanian gas demand during the peak demand periods in
winter. The limited diversification of import sources
makes Romania heavily dependent on the gas flows
through Ukraine.

the Russian gas imports through Ukraine. Indeed, if
the Russian gas flows are disrupted during the two
first weeks of February, the demand will have to be
curtailed by nearly ~25% as shown in the Exhibit 2
hereafter.

A stress test realized by ENTSOG3 in 2017 pointed out the Romanian gas market as one of the most
vulnerable in the EU region in case of disruption of

Exhibit 2: Vulnerability of the Romanian gas market to a disruption of Russian
imports through Ukraine
Romania is dependent on gas imports
during peak demand periods

Romania is vulnerable to potential disruptions
of Russian gas imports

Monthly gas imports 2016-2018
(GWh/day)

Demand curtailment requirements in case of Ukrainian
imports interruption during the 2 first weeks of February

Summer

160

Winter

Summer

Winter

Summer

Winter

120

5%

80

5%
5%
3%

40
0

Jan-16

Jul-16

Jan-17

Jul-17

Jan-18

No demand curtailment
Demand curtailment <10%
25%

Demand curtailment <50%

77%

Demand curtailment >50%

Jul-18

Gas imports play a key role in fulfilling Romanian gas
needs during peak demand periods

Romania is one of the most vulnerable EU countries
to a potential disruption of the Russian gas imports
through Ukraine during winter
Source: ENTSOG SoS simulation report, ENTSOG transparency platform, Emerton analysis

3

ENTSOG: European Network of Transmission System Operators of Gas. The stress test is based on the gas infrastructure development status of 2017.
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Export capacities

to 4 Bcm/year. The implementation of the BRUA4
gas pipeline with its two phases5 would secure the
achievement of this commitment and enhance the
interconnection between the Romanian and the European gas markets as illustrated by the Exhibit 3
hereafter.

The export capacities from Romania to other EU gas
markets are almost inexistent. This isolates furthermore Romania from the European gas markets and
impede the development of a liquid wholesale market.
In 2018, Transgaz committed to increase the
export capacities towards the European markets

Exhibit 3: BRUA project and its impacts on the Romanian export capacities

Expected evolution of the Romanian export capacities with the BRUA development phases
End 2018

End 2019

2023

Export capacities
(< 0,2 Bcm/year)

Finalization of the phase 1
of BRUA pipeline project

Finalization of the phase 2
of BRUA pipeline project
6.10
2.65
3.45

Export capacities
in Bcm/year

Export capacity
increase would
exceed the
commitments
of Transgaz

1.50
1.75
Export
capacity
to Hungary

Export
Total export
capacity
capacity in
to Bulgaria
end 2019

Increase of export
capacity to Hungary

Total export
capacity
by 2023

Source: Transgaz report 2018, Emerton analysis

4
5

BRUA for Bulgaria-Romania-Hungary-Austria gas pipeline.
The construction of the first phase of the project is ongoing but Transgaz development plan including the second phase has been rejected in March 2019.
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ii. Despite the introduction of the Centralized Market Obligations, the
liquidity of the Romanian wholesale market remains low and erratic
There are currently three trading platforms which
are licensed to operate the centralized gas market
in Romania: BRM, Opcom and Humintrade. The market players have so far preferred BRM as most of the
trades have taken place on this platform.

the trading platforms. This measure has mechanically led to an increase of the total volumes traded
on the wholesale market during the few last years as
shown in the Exhibit 4 below.

The Centralized Market Obligations (CMO) have
been introduced since 2015 in order to force producers to sell (and retailers to buy) a large part of the
gas volumes they produce (or sell to end-users) on

Exhibit 4: Increase of the gas volumes traded on the centralized markets
Volumes traded on BRM platform vs. CEGH (TWh)
x ~9
659

68

71

2017

2018

16
2016

2018

Volumes traded on BRM

Volumes traded on CEGH

Source: BRM, CEGH, Emerton analysis
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However, the detailed analysis of the various gas
products traded indicates that the liquidity of the
wholesale market remains quite limited. The Exhibit
5 here below highlights the example of the day-

ahead market where the volumes traded are erratic
and the number of market participants is very low in
some days (3-4 players).

Exhibit 5: Liquidity of the day-ahead market in February 2019
Gas quantities traded and number of market participants
on the day-ahead market1 in February 2019
(MWh/day)
5000

(units)
16

4000

12

3000
8
2000
4

1000
0
1-feb-2019

10-feb-2019

Number of market participants

20-feb-2019

0

Quantities tarded
1. Sum of the volumes traded on BRM and Opcom
Source: BRM, Opcom, Emerton analysis

Moreover, the medium-term products also suffer
from an irregular and unforeseeable liquidity. The
Exhibit 6 hereafter illustrates the example of the
monthly product where the volumes significantly
vary from one month to another. As an illustration,

6

the trades on the month-ahead product were almost
inexistent from June to September 2018 due to the
lack of visibility on the level of the Centralized Market Obligations the market players had to comply
with6.

Source: market interviews.
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Exhibit 6: Liquidity of the monthly product on BRM platform
Gas quantities sold on BRM using the monthly product and number
of transactions realized for each month
(GWh/month)

(units)

1,200

Quantities traded

1,000

20

800

15

Limited liquidity due
to the lack of visibility
on level of CMO
applicable1

600

10

400

5

200

Transactions number

25

0

0
Jan17

Mar17

May17

No. of transactions

Jul17

Sep17

Nov17

Jan18

Mar18

May18

Jul18

Sep18

Nov18

Quantities traded

1- Market players waiting for the secondary legislation regarding the centralized market obligations to be issued
Source: BRM, Emerton analysis

The Romanian wholesale gas market is not functional and does not provide reliable prices and
sufficient volumes to be traded both on the spot and
forward curve. The Centralized Market Obligations,
as they have been currently been implemented, do
not provide the necessary visibility and predictabil-
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ity that the market players would need in order to
properly structure and anticipate their gas supply. As
described in more detail later in the present report,
such mechanism would need to be adapted in order
to be more efficient and reach its initial objective.

iii. The competitive intensity of the household retail market is limited
The household retail market is dominated by two
players which control more than ~90% of it. This
market structure not only results from the history
of the Romanian gas sector but also from the limited attractiveness of the household retail activity for
potential new entrants.

Indeed, household prices are still regulated and
the methodology used to set these regulated retail
tariffs does not ensure that the retailers effectively
cover their commodity costs under all market conditions.

Exhibit 7: Structure of the regulated retail prices for the household customers

Illustrative

CUG

Delta CUG

The CUG component is not
directly linked to the market price

Infrastructure
costs

Regulated
margin

Regulated
retail price

Delta CUG attribution mechanisms
does not always guarantee the coverage
of gas purchase costs

Source: ANRE report 2017, methodology 219/2018 establishing the regulated tariffs for households, Emerton analysis

As shown in Exhibit 7 hereabove, the recognized
commodity cost of natural gas (CUG) considered in
the regulated sale tariffs is not directly linked to the
market prices. The so-called “Delta CUG” component
has been introduced to cover the difference between
the CUG and the actual gas supply cost incurred by

7

the retailers. However, several conditions need to be
met in order to get this component recognized by the
regulator and these conditions7 are difficult to fulfill
and not transparent enough. Therefore, the structural profitability of the activity is undermined which
limits the competitive intensity of the segment.

C
 onditions mainly related to the cost of gas purchase which need to be fulfilled by all the retailers and to the hedging of 50% of the gas suppliers needs.
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iv. V
 ulnerable customers are not efficiently targeted
by the applicable mechanism
The current measures deployed to protect the vulnerable consumers in Romania could be improved.
First of all, the currently applicable definition of
vulnerable consumers8 in Romania only refers to the
income and not to the relationship between energy
expenditure and income. Such a definition is therefore not specific to energy poverty and is likely to exclude many people who are not able to satisfy their
minimum energetic needs.

Moreover, the amounts dedicated to the protection of vulnerable consumers have been decreasing
during the last years as illustrated in the Exhibit 8
hereafter. This is mainly due to the increase of household incomes9, while the conditions to be eligible to
public aids and the amount of the energy-related
aids have not been updated since several years.

Exhibit 8: Decreasing means dedicated to the protection of vulnerable consumers
Total amount granted for heating aids in Romania (Million RON)
-46%

231

2014

208

2015

160

125

2016

2017

Decline due to the increase of incomes while the conditions and
amounts of subsidies have not been updated since several years
Source: The Center for the Study of Democracy, Emerton analysis

Moreover, the current measures to protect vulnerable consumers are mainly focused on financial measures and do not provide non-financial means (e.g.
clear conditions for the restriction of disconnec-

8

9

tions) or energy-efficiency structural remedies (e.g.
replacement of inefficient household appliances or
boilers).

 ulnerable consumers in Romania are defined as “households who, for reasons of age, health or low income, are exposed to social exclusion risks, and
V
are granted welfare measures, including financial ones, to avert this risk”.
The minimum wage grew from ~800 RON in 2014 to ~1250 RON in 2017 according to the report “The natural gas opportunity for Romanian residential
sector”.
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B. T
 he root hurdles identified on the Romanian
gas market are strongly interlinked
The root hurdles identified are not independent.
There are many causal links between them.
Indeed, the limited interconnections with the EU gas
market are limiting the liquidity of the Romanian wholesale market. The inability to access to a
reliable price through a liquid and deep wholesale
market directly prevents r tailers from offering the
most competitive prices to non-household customers
(as this segment is fully deregulated). Regarding
household customers, the absence of a reliable
gas market price raises an issue since the effective
supply cost of commodity incurred by retailers is
not always taken into account in the regulated sales
tariffs as described in the previous section. Moreover, this lack of transparency and predictability
drastically reduces the competitive intensity on this
market segment.

The lack of an appropriate protection for
vulnerable consumers is limiting the political
acceptability to link household tariffs to the
wholesale gas market prices, which perpetuates
the need for non-fully transparent and mechanical
regulated sale tariffs leading to a non-attractive
retail market for potential new entrants.
Therefore, all these obstacles coupled together
are negatively impacting the affordability of natural
gas for Romanian end users. These hurdles should
clearly be overcome as a consistent package and not
as stand-alone issues.
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III.	The recent regulatory changes
are expected to exacerbate the
illiquidity of the wholesale
market and generate damaging
medium to long-term impacts
on the gas sector
A. S
 everal changes have been announced since early
2018 strongly impacting the regulatory and fiscal
frameworks
i. Introduction of the price cap through the GEO 114/2018
One of the most impacting changes is certainly the
GEO 114/2018, which introduced a cap on the price
charged by the domestic producers at 68 RON/MWh
for 3 years. It also introduced an additional tax on
the turnover of the energy companies. In its first version, the price cap was intended to be applied to all
the domestic production, but the amendment issued

late March 2019 limited its effects to the household
retail market. This new legislation brings the
Romanian household gas segment back to a
completely regulated framework undoing most of
the efforts made towards market liberalization.

ii. Indexation of the royalty calculation on the CEGH10
price through NAMR11 Order no. 32/2018
Another major change is the royalty calculation
methodology which is now indexed on the CEGH
day-ahead price. This external reference has been
significantly higher than the current price levels in
Romania. Indeed, it was almost 28% higher than
the average monthly price index on BRM in 2018 as

10
11

CEGH: Central European Gas Hub (The Austrian gas hub).
 AMR: National Agency of Mineral Resources.
N
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illustrated in the Exhibit 9. Therefore, this index does
not reflect the price that the producers can obtain
selling their gas volumes in the domestic market.

Exhibit 9: Romanian gas price levels compared to the CEGH price index
Romanian (BRM) vs. Austrian (CEGH) price levels
(RON/MWh)
140

2017
120

2018

Average price for CEGH is 28%
higher than BRM

Average price
for CEGH is 16% higher
than BRM

100
80
60
0
Jan-17

May-17

Sep-17

Jan-18

BRM monthly product price

1

May-18

Sep-18

Jan-19

CEGH monthly index

1. Weighted average of the monthly price index for domestic production and imports on BRM platform
Source: BRM, Emerton analysis

iii. Increase of the supplementary tax and its perpetuation through
the Law 73/2018
The supplementary tax is paid by the gas producers on the incremental income when the gas price is
higher than a certain threshold (i.e. 47.5 RON/MWh).
This tax was first introduced in 2013 and presented

as a temporary measure destined to the protection of
vulnerable energy consumers following the gas market liberalization.
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However, the Law 73/2018 perpetuated this tax and
increased it adding a new threshold (85 RON/MWh)

starting from which the incremental incomes are
taxed at 80% as illustrated in the Exhibit 10 below.

Exhibit 10: Implementation process of the supplementary tax in Romania
2018

2013

Implementation of the ordinance OG7/2013
- Introduction of the gas overtax “to support the
vulnerable consumer following the gas market
liberalization”

Implementation of the law 73/2018
- Increase of the overtax for gas prices
above 85 RON/MWh
- Perpetuation of the tax through a law

Gas price level
(RON/MWh)

Gas price level
(RON/MWh)

Above 47.5 RON/MWh:
Incremental incomes taxed at
60%

47,5

85

Wholesale price level in
December 2018 : ~115 RON/MWh

Above 85 RON/MWh:
Incremental incomes taxed at
80%

Above 47.5 RON/MWh:
Incremental incomes taxed at
60%

45,7

Source: ROPEPCA presentation “The Legal Framework for Upstream Companies in Romania”, Emerton analysis
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B. T
 he recent changes are undermining the
attractiveness of investment in the upstream
sector and exacerbating the illiquidity of the
wholesale market
All these regulatory and fiscal changes are significantly reducing the profitability of investment in
the upstream sector as illustrated in the Exhibit 11
hereafter. This is expected to lead to a decrease of

the domestic production which may, in the long run,
threaten the security of gas supply of Romania and
increase its exposure to more expensive gas imports.

Exhibit 11: Recent regulatory changes’ impact on the attractiveness of investment
in the upstream sector

Illustrative
Regulatory /
fiscal change

NAMR Order
no. 32/2018

Law
no. 73/2018

Royalty indexation

Tax increase

Emergency Ordinance
no. 114/2018
Price regulation
Tax increase
Price capped at
68 RON/MWh for
certain market
segments

Impact
on upstream
players’
margins

Additional tax on the
company turnover

Royalty indexed on CEGH
which was ~15% higher
than the Romanian BRM
price1 in 2018

Margin before
regulatory changes

Royalty
indexation

Supplementary
tax

Price
regulation

Additional tax
on turnover

Margin after
regulatory changes

1. Annual average of the monthly price of domestic production on BRM platform
Source: BRM, Emerton analysis
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The several changes described above have resulted
in a very low visibility on the regulatory and fiscal
frameworks. This is likely to generate damaging impacts on the upstream sector as it decreases the investors’ confidence who need predictability and may
discourage potential new players from entering the
Romanian market.
The price cap introduced by the GEO 114/2018 is
expected to marginalize the role of the centralized
market as the volumes destined to the household
consumers and district heating will not be sold on
the trading platforms anymore. This represents
more than one third of the Romanian gas demand
and will exacerbate furthermore the illiquidity of the
wholesale market.
Therefore, the recent regulatory changes are targeting the symptoms of the market disfunctions, but
they will not solve the root causes which are impeding the development of the Romanian gas market.
Contrarily, these regulatory changes constitute further hurdles which may generate harmful impacts
on the security of supply and gas affordability in the
long run.
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To conclude, the detailed analysis of the
Romanian gas sector pointed out 6 root
hurdles which are hampering the emergence
of a competitive and efficient market; 4 of
them are affecting the wholesale market:
• L
imited interconnections with the EU gas
market;
• P
 rice cap and fiscal pressure on the gas
producers (mainly the supplementary tax);
• Biased Royalty indexation;
• L
ow and erratic liquidity of the wholesale
market.
2 of them are directly linked to the retail
market:
• L
 imited competitive intensity in the household
retail segment;
• Inadequate protection of vulnerable consumers.

IV. A
 comprehensive roadmap
is proposed to overcome these
hurdles
A. T
 he objectives of the roadmap are directly derived
from the identified hurdles
A comprehensive roadmap is proposed in order to
overcome the main obstacles and enable the emergence of a competitive and efficient gas market in
Romania along the whole gas value chain, from producers to consumers.

The objectives of the proposed roadmap are
directly derived from the root hurdles identified and
aim at mitigating their impacts as illustrated in the
Exhibit 12 below.

Exhibit 12: Objectives of the proposed roadmap
Root hurdles impeding the development
of a competitive gas market
Wholesale market

Objectives to be reached to mitigate
the impacts of the root hurdles

Household
retail market

Price cap an fiscal pressure
on gas producers

A

Deregulate the wholesale price

Biased royalty indexation

B

Incentivize the investment in the upstream sector

Limited inter-connections
with EU gas markets

C

Enhance the interconnections with the EU
gas market

Illiquid wholesale market

D

Improve the wholesale market liquidity
and develop a reliable price index

Limited competitive
intensity of the household
retail segment

E

Enhance the competitive intensity of the
household market by boosting its attractiveness

Inadequate protection
of vulnerable customers

F

Improve the protection of the vulnerable
customers

Source: Emerton analysis
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The 6 objectives which should be achieved through
the implementation of the roadmap are strongly interlinked.
For instance, the deregulation of the wholesale
price (Objective “A”) is a key prerequisite to the development of a liquid wholesale market (Objective
“D”). However, the implementation of the objective
“A” should be associated with the enforcement of
protection measures to vulnerable energy consumers (Objective “F”) to guarantee gas affordability.

which would lead to the development of the important gas reserves in the Black sea increasing furthermore the volumes traded in the wholesale market
and its liquidity (Objective “D”). The Exhibit 13 hereafter highlights the main conditional links between
the multiple objectives of the roadmap.
Therefore, the objectives of the proposed roadmap have to be considered and implemented as a consistent package and not as stand-alone targets. The
failure to reach one of them could compromise the
achievement of all the others.

Another example is the incentivization of the investment in the upstream sector (Objective “B”)

Exhibit 13: Conditional links between the objectives of the roadmap
A
Deregulate the
wholesale price

Prerequisite to enhance the
liquidity of the wholesale market

D
Should be done
together

F
Improve the protection
of the vulnerable customers

Improve the wholesale market
liquidity and develop
a reliable price index

Boost the liquidity of the wholesale market
Prerequisite
to link the CUG*
to Romanian
wholesale
gas prices

Boost the liquidity
of the wholesale
market

E
Enhance the competitive intensity
of the household retail market
by boosting its attractiveness

Prerequisite to link
the royalties calculation
to Romanian wholesale
gas prices

C

B

Enhance the interconnections
with the EU gas market

Prerequisite for the development
of the Black Sea production

Incentivize the investment
in the upstream sector

Boost the liquidity of the wholesale market
X

Y

Achievement of Objective X is a necessary precondition to the achievement of Objective Y

Y

X

Positive feedback effect: achievement of Objective Y will enhance the achievement of Objective X

(*) Cost of gas (commodity component only)
taken into account in the regulated sale tariffs

Source: Emerton analysis
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B. T
 hese objectives can be achieved through the
implementation of a set of 12 interlinked actions
Each objective has been declined into a set of concrete actions which should be implemented and
carefully monitored to ensure its achievement. Overall, the proposed roadmap is built around 12 actions
as described in the Exhibit 14 hereafter. These 12
actions are interlinked and should be implemented
as a comprehensive package in order to achieve the
expected results.

Some of the recommended actions, such as the
adaptation of the Centralized Market Obligations
(Action #7), would be relatively easy to put in place with
short-term expected impacts, whereas some other
measures are likely to need more time to be functional
but would generate more impactful and structural
evolutions, e.g. enhancement of the interconnection
capacities with the EU (e.g. Actions #5 and #6).

Exhibit 14: Set of actions proposed in the roadmap
A
Deregulate the wholesale
price
1. Cancel the price cap
introduced by the EO 114/2018

D

E
Improve wholesale market liquidity
and develop a reliable price index

Enhance the competitive intensity
of the household retail sector

F
Improve the protection
of vulnerable consumers

7. Adapt the centralized market
obligations (for medium/long-term
products)

2. Change the current definition
of vulnerable consumers (VC)

8. Define market making obligations
on the spot market

3. Introduce a temporary social mechanism
for VC with a cost of gas purchase limited
at 68 RON/MWh

9. Amend the balancing rules to enhance
the liquidity on the spot market

4. Draw a sustainable scheme
for the protection of VC

C

10. Ensure that the trading platforms
propose clearing services

11. Revise the calculation methodology
of the regulated tariffs for households
linking the cost of gas purchase (CUG)
directly to the Romanian wholesale
gas price

B
Incentivize the investment
in the upstream sector
12. Revise the royalty indexation,
i.e. royalty to be based on the Romanian
wholesale gas price instead of CEGH

Enhance the interconnections
with the EU gas market

5. Continue the development of BRUAphase 2 project (export capacities)
6. Increase import capacities
from EU countries, notably from Hungary

X

Y

Achievement of Objective X is a necessary precondition to the achievement of Objective Y

Y

X

Positive feedback effect: achievement of Objective Y will enhance the achievement of Objective X

Source: Emerton analysis
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The implementation difficulty and the expected
impacts of the different recommended actions are
illustrated in the Exhibit 15 hereafter.
Some of the actions are complementary; for
instance, the adaptation of the centralized market
obligations12 (Action #7) aims at improving the liquidity on the curve (i.e. monthly, quarterly, seasonal and
yearly products), while the definition of market making
obligations (Action #8) is targeting the spot market.

Some other actions are recommended to be
implemented simultaneously; for example, the cancellation of the cap on wholesale price (Action #1)
should be associated with the introduction of a temporary social mechanism which would limits the cost
of gas purchase for vulnerable energy consumers to
68 RON/MWh (Action #3). Such a temporary social
mechanism would support the transition towards a
more sustainable scheme intended to structurally
protect these customers.

Exhibit 15: Implementation difficulty and expected impact of the recommended actions
Expected impact vs. feasibility of the 12 recommended actions
Impacts
on the Romanian
gas market
Strong
++

1
Cancel the
price cap2

3
Introduce a
temporary social
mechanism for
vulnerable
customers

2

7

Change the
current definition
of vulnerable
customers

8

4

Adapt Centralized
Market Obligations
and define market
making obligations

9

12

Amend the balancing
rules

Revise the royalty
indexation

Define a sustainable
scheme to
protect vulnerable
consumers

5

11
Revise the
methodology
to calculate the cost
of gas purchase
(CUG) in Regulated
Sales Tariffs

6

X

Action with direct
impact on the
wholesale market

X

Action with direct
impact on the
retail market
Bundled actions

Increase the interconnection
capacities with the EU gas market

Complementary
actions

10
Limited
--

Ensure that clearing
services are proposed

Relatively easy to implement
++

Relatively difficult to implement
--

Implementation
relative difficulty1

1. “Implementation difficulty” refers both to the level of political acceptability and the difficulty of implementation of the actions proposed
2. The cancellation of the price cap as imposed by GEO 114 is considered as politically acceptable as it is proposed in combination with a temporary
mechanism to protect the vulnerable consumers limiting the cost of gas purchase to 68 RON/MWh for them – Source: Emerton analysis

12

See specific focus in the next section.
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Provided that such measures would be accepted by
the Romanian authorities, the recommended package of
actions could be implemented within a reasonably short
period of ~18 months. An implementation calendar is
suggested in the Exhibit 16 hereafter, on an indicative
basis.

The order according to which the roadmap should be
implemented is crucial as some actions constitute prerequisites to the implementation of the others. For instance, the revision of the royalty indexation cannot be
done until a reliable price index of the Romanian gas
market emerges, which should be the result of the combined set of actions boosting the liquidity of the wholesale market (i.e. actions # 7, 8, 9 and 10).

Exhibit 16: Implementation calendar of the proposed roadmap
2019
Actions to be implemented as a package

A

Jul

2020

Aug Sep Oct Nov Dec

Jul

Aug Sep

Oct Nov Dec

1. Cancel the price cap on domestic production
2. Change the current definition of Vulnerable
Consumers (VC)

F

Jan Feb Mar Apr May Jun

Vulnerable consumers
protected with
the temporary measure

3. Introduce a temporary social mechanism for
VC limiting the cost of commodity @ 68 RON/MWh
Apply the social tariff as a temporary mechanism
for the protection of VC

Vulnerable consumers protected
with the sustainable scheme

Enforcement

4. Draw a sustainable scheme for VC protection
Cancel the temporary social tariff and
implement the sustainable scheme to protect VC

Enforcement

7. Adapt the Centralized Market Obligations
8. Define market making obligations

D

9. Amend the balancing rules

Emergence
of a reliable
WS price

10. Ensure clearing services are offered
Enforce the various measures to enhance
the liquidity of the wholesale (WS) market

E
B
C

Enforcement

11. Revise the calculation methodology
of the regulated tariffs for households

Enforcement

12. Revise the royalty indexation

Enforcement

Ensure visibility and predictability of the
fiscal and regulatory framework

Enforcement

5. Continue the development of BRUA-phase 2
6. Increase the import capacities from Hungary

Actions requiring regulatory changes/
preparatory decision-making

Fine-tuning
actions

Enforcement
actions

Source: Emerton analysis
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V. T
 he adequate protection of
vulnerable energy consumers
and the emergence of a liquid
wholesale market are key
pillars for the development
of competitive retail markets
A. F
 ocus on the sustainable protection
of vulnerable consumers
Providing a robust and sustainable protection to the
vulnerable energy consumers is a central element
which would allow the whole population to fulfill their
energy needs at an affordable cost. Moreover, the protection of vulnerable customers is a key prerequisite
to the liberalization of the household retail market.

For that purpose, the first step would be to adopt
a clear and appropriately targeted definition of the
energy poverty.

i. Definition of the vulnerable energy consumers
The definition of the vulnerable consumers should
be objective and based on measurable metrics. It
is therefore recommended to combine at least two
kind of complementary indicators in order to cover
the different profiles threatened by the energy
poverty:
• High share of energy costs indicator: such as the
“2M indicator” which identifies the households
having a high energy expenditure relative to their
incomes
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• Hidden energy poverty indicator: such as the
“M/2 indicator” which identifies the households
having abnormally low energy consumption (see
Exhibit 17 below)
These indicators could be associated with a threshold on the absolute income per household to ensure
that these social aids would be directed to the people
effectively needing them.

Exhibit 17: Examples of indicators to be used for the definition of the vulnerable consumers
“2M” indicator:
High share of energy costs

Indicator

Definition

Strength
of the indicator

“M/2” indicator:
Hidden energy poverty

A household is a vulnerable customer if
the share of its income spent on energy
is larger than twice the national median

A household is a vulnerable customer if
its absolute energy spending is lower
than half the national median energy
spending

Identification of households with
high energy costs relative to their incomes

Identification of households with
abnormally low energy consumption

Adopting such kind of indicators to define the energy
poverty would significantly increase the number of

beneficiaries from the energy aids in Romania as
illustrated in the Exhibit 18 below.

Exhibit 18: Percentage of vulnerable consumers from the total population according
the indicator used
Evolution of the beneficiaries1 from the energy aids according to the indicator used
(as % of the population)

Max
Estimate
13.5%

12.1%

25.6%

~20%

Min

Possible partial
overlap resulting from
some households
counted twice due to
both their low energy
spending and low
incomes

4.6%

Current beneficiaries

Beneficiaries
using 2M indicator

Beneficiaries unsing
M/2 indicator

The conditions to obtain energy aids have not
been updated since several years, despite
an increase of the incomes, excluding many
households from these aids

Beneficiaries
combining the two
indicators

The latest studies published2 estimate
that the energy poverty is affecting
~20% of the population in Romania

1. The beneficiaries refer to the households threatened by energy poverty whatever the source of their energy needs
(gas, electricity, biomass, etc.)
2. “Energy poverty and the vulnerable consumers in Romania and Europe”, “Addressing energy poverty in the European Union”
Source: The Center for the Study of Democracy, energypoverty.eu, Emerton analysis
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Indeed, less than 5% of the Romanian population is
currently eligible to the heating aids. However, the
application of the indicators most commonly used

in Europe to Romania would increase this share to
nearly 20% of the population.

ii. A
 doption of a sustainable scheme to protect the vulnerable
consumers
Once the vulnerable energy consumers are
appropriately targeted, a comprehensive
program should be implemented to ensure
their protection. This program should include three kinds of measures:
• Financial measures aiming at supporting the
vulnerable energy consumers for the payment
of their energy bills. Such measures are offered
in several European countries such as “Chèque
énergie” in France or “Winter fuel payment” in
the UK.
• N
 on-financial measures mainly referring to
the prohibition of disconnection of vulnerable
consumers under certain conditions, e.g. during
the winter period or when it would have
negative impacts on health. The Romanian Law
already provides some safeguards against the
disconnection of vulnerable energy consumers
in case of health problems. However, the lack
of clear and pre-established criteria makes
these kinds of restrictions quite difficult to implement.
• E
 nergy efficiency measures aiming at reducing the energy consumption of vulnerable
consumers in order to reduce their energy bills.
These measures can take several forms such as
the free or partial coverage of the replacement
of non-efficient appliances (e.g. boilers) or
granting financial incentives for the improvement of the thermal insulation of building.

13
14

Several options could be considered to fund
a vulnerable consumers protection scheme,
for instance:
• A
 social tax could be introduced on the energy
bills (gas and electricity) paid by the end-users
including the household and non-household
segments.
• T
 he energy companies could also contribute
in financing these schemes. For example, the
energy retailers in UK contribute to the “Warm
Homes Discount” program by applying a £140
annual discount on a certain number of their
vulnerable customers depending on their market share.
Regardless from the financing sources, accessing to
a fund of nearly 1 Billion RON per year would provide
a robust protection against energy poverty in Romania. Indeed, assuming that the vulnerable consumers
would represent around 20% of the Romanian population, the fund would materialize in an annual aid of
~650 RON/year for each vulnerable household13. This
amount would cover ~50% of the average annual gas
bill14 paid by a household customer in Romania.

See Exhibit 19.
Calculations based on an annual average gas consumption of 10 MWh/year/household and a gas price of ~130 RON/MWh.
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Exhibit 19: Funds required to provide a robust protection to vulnerable energy consumers

~970 million
RON/year

Share of the gas price covered by the allocated aid1

Distributed to
1,5 million households
(20% of the population)

~650
RON/year
Part
covered
by the
energy aid

~65 RON
/MWh

~65 RON
/MWh

Total amount proposed
to finance the protection
of vulnerable consumers

Annual aid for
each vulnerable
consumer

50%
of the
gas price

Gas price in charge
of the vulnerable customer

~130 RON
/MWh

Average household
gas price in 2018

1. Considering an average annual gas consumption of 10 MWh/year/household or age criteria
Source: ANRE reports, Emerton analysis

B. F
 ocus on the development of a liquid wholesale
market
With the objective to enhance the liquidity of the
wholesale market, the roadmap introduces a set of

complementary tools targeting the different market
maturities.

i. Adaptation of the centralized market obligations
The currently applicable Centralized Market Obligations (CMO) have not been able to guarantee an adequate and regular level of liquidity on the market so
far. Therefore, such obligations should be adapted to
ensure a more foreseeable liquidity on the different
spot and forward products.

main producers should commit to make available on
the market certain volumes according to a predictable timeframe as firm deliveries on specific market
products (e.g. quarters, months) and the main retailers should commit to propose associated buy offers
for these volumes.

Instead of an obligation limited to the global annual volume to be sold on the centralized markets, the
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Such an evolution would be a strong toughening of
the producers’ obligations and could not be applied
to a large volume of the production. Therefore, it
should be balanced by a substantial reduction of the
total gas quantities to be offered under this obligation. In that respect, most of the comparable gas release schemes introduced in the European countries

used to cover a quite small fraction of the domestic
gas demand as illustrated in the Exhibit 20 hereafter.
Therefore, it is recommended to adapt the CMO to
no more than 25% of its current level, i.e. ~1.25 Bcm/
year which would represent a substantial share of
the Romanian gas demand (~10%).

Exhibit 20: Examples of gas release schemes introduced in Europe
Volumes involved and their share1 compared to national gas demand

2003-2008

2005-2007

2004-2008

2001-2004

10%

(1.25 Bcm/y)

(1.4 Bcm/y)

5%

0%

(0.25 Bcm/y)

(1.5 Bcm/y)

(2.3 Bcm/y)

~3%

~3%

~3%

Austria

France

Italy

(X)

~10%
~7%

Spain

Several volume release schemes have been introduced
in the EU gas markets during the 2000-2010s
The volumes involved usually cover a small share
of the domestic gas demand (3%-7%)

Annual volume
involved in the scheme
Share of the
domestic demand

Proposed roadmap
for Romania

The volume proposed in the Roadmap
covers a higher share of the Romanian gas
demand compared to most of the programs
previously introduced in Europe

1. Share of the domestic gas demand calculated according to the level of the demand when the gas release programs have been introduced
Source: EFET, Eurostat, CRE, BP statistical review, Emerton analysis
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This 1.25 Bcm annual volume should be allocated
over the different products of the wholesale market
in such a way that enough visibility and predictability
is generated regarding the volumes available on the
market.
Small volumes could also be offered for the following year in order to spark liquidity on the longer-

term products. The Exhibit 21 here below gives an
illustrative example on how the volumes could be
allocated. However, it is strongly recommended to
go through a large consultation process involving
the main market players active in the Romanian
market before setting the different parameters of
the program in order to ensure the most favorable
conditions for its success.

Exhibit 21: Adaptation of centralized market obligations - illustrative example
Gas volumes

Illustrative

25% of the current CMO (~1.25 Bcm/year)
offered on various products according
to a predictable schedule
Monthly products:
1% of CMO for
each month

Monthly products
12% of current CMO
(0,6 Bcm/year)
Quarterly products
8% of current CMO
(0,4 Bcm/year)
Annual product
5% of current CMO
(0,25 Bcm/year)

Q1 product
(2% of CMO)

Q2 product
(2% of CMO)

Q3 product
(2% of CMO)

Q4 product
(2% of CMO)

Offer some volumes on gas year N+1 in order
to create liquidity on longer term products

Annual product (5% of CMO)

October 2019

October 2020

October 2021

Source: Emerton analysis
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ii. Introduction of market making obligations
In addition to the adaptation of the Centralized Market Obligations, it is recommended to introduce market making services which would more specifically
target the spot market. This mechanism consists
in the commitment of a player (called liquidity provider) to submit in each market session a minimum
number of offers both on the bid and the ask sides
of the order book to enhance the liquidity of the spot
market. The liquidity providers may be any one or
several of the active players on the gas trading markets (e.g. producers, suppliers, traders).
This kind of mechanisms has been implemented
in several Northwest European markets at the
early stages of the spot market development, they
revealed efficient in enhancing the liquidity and
enabling the price discovery on the short-term
products. Once a spot market price is set, it could be
used as a reference to set the price curve on longerterm products.

For an illustrative purpose, several parameters need to be set for the market marking
obligations:
•P
 roducts concerned: e.g. within-day, day-ahead.
•M
 inimum volume to be offered by each liquidity
provider on each trading session: number of
contracts and volume of each contract (e.g. 500
contracts of 2 MWh each).
•M
 aximum bid/offer spread: the maximum price
spread that the liquidity provider is allowed to
have between his bid and sale offers.
•M
 inimum presence in the book: the minimum
duration that the bid and sale offers must remain
simultaneously in the order book.
The different parameters need to be set accurately
and could be revised continuously during the implementation of the process to improve the efficiency of
the mechanism.

iii. Amendment of the balancing rules
The balancing rules should be amended with the
aim of incentivizing the market players to balance
their positions on the within-day and day-ahead
markets. This could be made by directly linking the
balancing price to market price (e.g. within-day) and by
modulating the penalties based on the contribution of a shipper in the physical balance of the gas
network. For instance, the penalties could be
toughened in case a shipper exacerbates the
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imbalance of the network (e.g. shipper in a short position and network in a tight status).
By this way, and depending on the network status,
the market players may be strongly penalized if they
are in an imbalanced which would incentivize them
to balance their position on the spot markets therefore boosting their liquidity.

VI. T
 he implementation of the
roadmap would have positive
impacts on the affordability
of gas for end users, security
of supply and the Romanian
economic development
The proposed roadmap has been designed as
a package of interlinked actions whose proper
implementation would boost the liquidity of the
wholesale market, increase the competitive intensity
of the retail market, encourage the development of
additional gas resources and enhance the interconnections with the EU gas markets.

These ambitions are not an end in themselves, but
rather instruments which would directly serve more
strategic objectives which are the affordability of
gas for end users, their security of supply and the
development of the whole Romanian economy.

A. T
 he proposed roadmap would lead to a structural
decrease of the end users gas prices in Romania
Rather than imposing artificial price caps which
would have substantial negative effects on the
long term, the rationale behind the proposed
roadmap is to incentivize the development of
the domestic gas resources and to enhance the
liquidity of the wholesale gas market. This would
lead to a sustainable decrease of the retail gas
prices driven by two structural factors:

•T
 he higher competitive intensity in the retail
segment: in the most competitive gas markets
in Northwest Europe, the retail prices offered
to the household customers are lower than
the regulated tariffs set by the regulator. The
stronger competitive intensity is an incentive
for the retailers to optimize their margins for
the benefit of the end user.

•T
 he lower exposure to gas imports: gas imports have usually been more expensive than
the domestic production. Therefore, the increase of domestic production would translate
into a decline of the average gas price level in
Romania.

Moreover, the proposed roadmap aims at clearly
identifying the vulnerable energy consumers and
providing a robust protection for them in order to
make the coverage of the energetic needs affordable
for all households regardless of their income level.
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B. T
 he proposed roadmap would diversify the gas
supply sources and enhance the security of supply
One of the major targets of the proposed roadmap is
to create an environment ripe for the development
of the large gas reserves in the Black Sea. These resources present a strategic asset for Romania which
would be able to export substantial gas volumes to
the neighboring countries.

Moreover, the enhancement of the interconnections with the European gas market would diversify the gas import sources and make Romania less
dependent on the gas flows imported from Ukraine.

C. T
 he proposed roadmap would boost the Romanian
economic development
Beyond the consideration related to the gas market
itself, the proposed actions would have several
positive impacts on the Romanian industry and the
macro-economic indicators.
Indeed, the development of the upstream sector
would increase the gas producers’ contribution to
the State budget through the royalties and taxes
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paid. Besides, the new investments would stimulate the industrial sector and create many new jobs
either directly on the upstream projects or
indirectly sustaining the activities of the suppliers and
energy services companies. Finally, the increase of gas
production would make large gas volumes
available for exports which would enhance the
Romanian trade balance.

GLOSSARY
Balancing

Refers to the offset of the amount of gas delivered into the transmission system and the amount of gas
off-taken from the transmission system by insuring that the volumes injected by each player are equal to the
volumes off-taken through the balancing period.

Centralized Market Obligations (CMO)

Obligation for the producers to sell and for the suppliers to buy a minimum percentage of their gas volumes on
the centralized markets. The level of these obligations is set by the Romanian regulator (ANRE) for each year.

Energy poverty

Refers to incapability of individuals to access to appropriate forms of reliable and affordable energy to meet
their basic needs (e.g. food, domestic heating and healthcare). Several indicators are used across the European countries to identify the persons facing this phenomenon.

European Network of Transmission System Operators for Gas (ENTSOG)

An association including 44 gas Transmission System Operators (TSOs) from 27 European countries. Its main
role is to facilitate the cooperation between TSOs across Europe and to ensure the development of a pan-European transmission system in line with the European Union energy goals.

Market liquidity

The ability to quickly buy or sell reasonable volumes of gas without causing a significant change in price.
A key feature of a liquid market is that it has a large number of players willing to transact at all times.
The assessment of market liquidity shall include a consideration of the volumes traded, the number of players
active on the market and the churn rate.

Market making

The commitment of a market player (called market maker or liquidity provider) to submit in each market
session a certain number of offers both on the bid and the ask sides of the order book with a spread between
the bid and offer prices below a certain level (maximum bid/offer spread) in order to enhance the liquidity of
the market.

Recognized cost of purchasing natural gas (CUG)

The cost recognized by the regulator to the retailers to cover their commodity costs. It represents the most
significant component of the regulated tariffs.
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Appendix
Mapping of the hurdles impeding
the well-functioning of the Romanian
gas Market
tioning of the Romanian gas market as illustrated in
the Exhibit 22. 6 of them have been considered as
root hurdles and were detailed in the body of the
report; the remaining 8 are described in the present
appendix.

A detailed mapping of the Romanian gas sector has
been performed through the examination of the
current regulatory framework and its ongoing developments and the analysis of the available information related to the wholesale and retail markets.
Based on the outcomes of the study, 14 hurdles
have been identified as impeding the well-func-

Exhibit 22: Main hurdles impeding the well-functioning of the Romanian gas market
Production

Transmission

Storage

Distribution

Consumption

General regulatory framework
a.1 – Punitive regulatory framework

Infrastructure

a.2 – Lengthy administrative procedures

Production assets

Midstream infrastructures

b.1 - Lack of investment opportunities
in the upstream sector

c.1 - Limited interconnections with EU
gas markets

b.2 - Biased royalties indexation

c.2 – Decreasing profitability of investment
in midstream infrastructure

b.3 - Price cap and fiscal pressure
on gas producers

c.3 - High short-term multipliers for
cross-border capacities

b.4 - Lack of visibility on the
regulatory and fiscal framework

Wholesale market
c.1 - Illiquid
wholesale
market
d.2 - Lack of credit
risk
mitigation

Wholesale
and retail
markets

Households retail market
e.1 - Limited competitive intensity
of the household retail segment
e.2 - Inadequate protection of
vulnerable customers

Non-households retail market

f.1 – Increased exposure to imports
Hurdle

Root hurdles

Hurdle

Other hurdles

Source: Emerton analysis
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 a1 - Punitive regulatory framework
The regulatory framework governing the
gas market in Romania is very punitive.
Heavy penalties are applied on each kind
of non-compliance. These penalties are not
set according to the seriousness of the infringement or its impacts of the gas sector,
but they are usually expressed in terms of
significant percentages of the turnover of
the companies. Examples:
• Non-fulfillment of the centralized market
obligations: from 5% to 10% of the turnover

To give some comparison elements, the maximum
fine which could be applied under the EU competition
law in case of extremely serious infringements such
as cartel cases is capped at 10% of the company’s
turnover, and even in these cases, the fines could be
reduced if a settlement is found. This highlights the
disproportionate aspect of the aforementioned penalties.
Such a punitive regulatory framework undermines
the attractivity of the Romanian gas sector and may
constitute an entry barrier for new players.

• N
 on-fulfilment of the storage obligations: from
5% to 10% of the turnover
• N
 on-observance of the GEO
obligations: 10% of the turnover

114/2018

 a2 - Lengthy administrative procedures
The administrative procedures related to the gas
sector are sometimes very lengthy. This affects several segments of the gas value chain.
A first example is the approval process for the
upstream concession agreements; once the concessions are granted, they go through a very long procedure requiring several revisions and approvals from
different ministries which may take up to 3 or 4 years
in some cases15.

15

The procedure to connect new customers to the
distribution system is also very time-consuming;
several permits are required, and many authorities
need to be approached. The deadlines set to issue
the permits are usually not respected resulting in
important delays. Such complex procedures slow
down the development of the gas market in Romania.

Source: market interviews.
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 b1 - Lack of investment opportunities in the upstream sector
Unlike many neighboring countries, the investment
opportunities in the upstream sector are very limited
in Romania as illustrated in the Exhibit 23 hereafter.
The last bid round (10th edition) dates back almost 10

years ago. The upstream players are still waiting for
the 11th bid round to be launched. The lack of investment opportunities is limiting the entry of new players to the upstream sector.

Exhibit 23: Examples of bid rounds launched recently in the Eastern European countries

Illustrative

2009

Romania (2010)
The last bid round
in Romania was
launched in 2009
(10th bid round)

2016

Hungary (2016)
An exploration bid
round for 9 blocks
took place in Hungary
in 2016

No bid round organized in Romania
since almost 10 years

Greece (2017)
Greece launched
a bidding process
for 3 offshore blocks
in late 2017

2017

2018

Croatia (2018)
An bid round for 7 onshore
blocks covering ~14000
km2 was launched in Croatia
in 2018

2019

Ukraine (2019)
An upstream licensing
round is being organized
offering 42 onshore blocks
which cover ~20000 km2

Several bid rounds organized in the neighboring
countries in the few last years

Source: Oil and Gas Journal, World Oil, Emerton analysis
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 b4 - Lack of visibility and predictability of the regulatory framework
The frequent changes in the fiscal and regulatory
framework announced in 2018 resulted in an absence of visibility and predictability on the regulatory and fiscal frameworks as illustrated in the Exhibit

24 below. This may have damaging impacts on the
upstream sector as it decreases the investors’ confidence and discourages new players from entering to
the Romanian market.

Exhibit 24: Summary of the main recent regulatory and fiscal changes

Price
regulation

Royalty
calculation

Tax
increase

March 2018

April 2018

December 20181

Order 32/2018

Law 73/2018

GEO 114/2018
Wholesale prices capped at
68 RON/MWh for the household
segment and district heating

Market-based wholesale prices

Royalties are based
on the highest of:
- the realized price
- ~46 RON/MWh

60% overtax
on incremental
incomes for prices
> ~47 RON/MWh

-

Royalties are based
on the highest of:
the realized price
CEGH day-ahead price

60% overtax on incremental
incomes for prices > ~47 RON/MWh
80% overtax on incremental
incomes for prices > 85 RON/MWh

60% overtax on incremental
incomes for prices > ~47 RON/MWh
80% overtax on incremental incomes
for prices > 85 RON/MWh
Additional tax on the turnover
of energy companies (0,2%)

1. The emergency ordinance 114/2018 was amended in March 2019 – Source: Emerton analysis
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 c2 - Decreasing profitability of the investment in the midstream
infrastructures
The remuneration scheme of the investment in gas
infrastructures has recently been lowered in all midstream segments as illustrated in the Exhibit 25
below. For instance, the regulated rate of return on
capital (RoR) for the distribution system has been

reduced from 8.53% to 5.66% which limits the
attractiveness of investment and may lead to a
slow-down of the development of gas demand in
Romania.

Exhibit 25: Recent changes in the remuneration scheme of the investment
in gas infrastructures
Remuneration of the investment in the gas infrastructures

Transmission

Storage

Distribution

Old
remuneration
scheme

RoR1 = 7,7%

RoR1 = 7,7%

RoR1 = 8,53%

New
remuneration
scheme

Cost plus
(the costs are
remunerated
at 5.66%)

Cost plus
(the costs are
remunerated
at 5.66%)

RoR1 = 5,66%

1. RoR= Regulated rate of return on capital is the average weighted cost of capital calculated in real terms before taxation
Source: market interviews , Emerton analysis
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 c3 - High short-term multipliers for the cross-borders capacities
transmission capacities are booked on a short-term
basis. This might be one of the drivers explaining the
increased spread between the Hungarian and the
Romanian gas prices registered on the day-ahead
market in January 2019.

The tariff structure applied by Transgaz for the
cross-border capacities is based on high multipliers for the short-term capacity products in winter
as illustrated in the Exhibit 26. This may lead to
an increase of the price spread with neighboring
gas markets during the peak demand periods if the

Exhibit 26: Cross-border capacity tariffs applied by Transgaz in winter
Cross-border capacity tariffs in winter
(Oct-Mar) in RON/MWh
X 1.7

X2

X 3.9

6.6
1.7
Annual

2.9

3.3

Quarterly

Monthly

Daily

Source: Transgaz, Emerton analysis
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 d2 - L
 ack of credit risk mitigation
The trading platforms operating in the Romanian
gas market offer clearing services only for the spot
transactions; the forward products are not covered.

markets are not partnered with any clearing house
in order to mitigate the credit risk (see Exhibit 27
below)

Unlike the major part of the gas hubs in Central
and Eastern Europe, the Romanian centralized

Exhibit 27: Clearing houses operating in the main gas hubs in Central and Eastern Europe
Entities providing clearing services in the main Hubs in Central and Eastern Europe

Gas market

Austria

Cech Republic

Hungary

Romania

Main platforms
for gas trading
(PCG1)

Clearing services
provided by the
platform only for
spot transactions2

Clearing house

1. Join venture established by CEGH and Powernext in 2016 – Source: BRM, CEGH, CEEGEX, Emerton analysis
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 f1 - Increased exposure to imports of the non-household final users
The GEO 114/2018 allocates the domestic production in priority to the household customers. This
would mechanically increase the exposure of the
non-household users to gas imports. Such an in-

creased exposure would have negative impacts both
on the security of supply of these customers and on
the price they pay (imports are usually more expensive than domestic production).
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