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Introduction 

The subject analyzed in this policy memo has double ramifications, which are interconnected: one internal, where we have a description of the current situation in the Republic of Moldova’s energy sector, and the other external, which deals with the accession of the Republic of Moldova to the European Energy Community (EEC), special emphasis being made on the III energy Package. The analysis of the impact of our country's accession to the EEC on the safety of domestic energy sector constitutes the missing link needed to connect the internal and the external side of the Moldovan energy sector.
The analysis of the current issue is timely because energy is a fundamental strategic sector on which depends, de facto, the evolution of the national economy as a whole and the macroeconomic security of Moldova. At the same time, the accession of Moldova to the EEC and assuming some commitments, including the implementation of the III energy Package, brings a change of rules in the "energy game ", which has a certain impact on our state. Therefore, delaying negotiations with Gazprom on signing a new agreement on natural gas proves perfectly the current necessity to analyze this issue.

With regard to the set objectives, we would like to:

-  Make an objective radiography of the domestic energy sector: natural gas and electricity;

- Identify the advantages and disadvantages of the Republic of Moldova’s accession to the European Energy Community;

- Identify potential risks in case the Moldovan authorities will decide on the implementation of the III energy Package;

- Provide recommendations in the context of the interdependence between Moldova’s joining the EEC, on the one hand and ensuring national energy security, on the other hand.

Description of the real situation in the Republic of Moldova’s energy sector
Currently, the Republic of Moldova cannot fully ensure its energy security, because it is mostly dependent on imports. This causes a high vulnerability to the macroeconomic stability of the state, energy representing a strategic branch of the national economy. If we follow the evolution of the energy balance in the last 10-12 years, we’ll note that the overall situation is basically the same: in 1999 were imported 87,8% of the total volume of energy resources, in 2006 – 88,8% and in 2010 - 86,2%. We identify certain changes in the structure of energy resources imports, the biggest share being given to natural gas (about 59% in 1999, about 56% in 2006 and about 50% in 2010) and electricity (about 19% in 1999, about 12% in 2006 and about 13% in 2010), that  has little influence on the security of the state energy sector. The explanation comes from the fact that natural gas is 100% imported from a single source – Russian Federation, and on its basis the electricity is produced, be it the internal state source or the imported one
. Therefore, we have a situation where the domestic energy sector depends mostly on imported natural gas from Gazprom. In addition, if we make reference to the fact that the entire infrastructure of transit and distribution of natural gas in the country belongs to S.A Moldovagaz, where Russian monopolist holds the majority package of shares, the Government of the Republic of Moldova being the minority shareholder, than we convince ourselves that practically all the domestic energy industry is "in the hands" of the Russian Federation. Or, in this case, the Moldovan state holds scarce leverages during the negotiations on the import price of energy resources, the evolution of the average price of natural gas being the following: about 80 USD/1000 cubic meters in 2005, approximately 170 USD/1000 cubic meters in 2007, about 230USD/1000 cubic meters in 2008, about 260 USD/1000 cubic meters in 2009 and about 340 USD/1000 cubic meters in 2011
, this conditioning the increase  of electricity price -5,5 cents/kwh in 2008, 5,8 cents/kwh in 2009 and 6,9 cents/kwh in 2012.

Thus, it is clear that since the company and the state of its origin practically has the control over the energy situation in Moldova, representing the only source and sole partner on the import of natural gas, our state authorities have a very narrow field of action as regards the reduction of the energy dependence and ensuring a genuine security in that area. However, this is based on the following factors: 

the legal framework in the Republic of Moldova, which allowed the introduction of monopoly in the field of energy, fact that occurred when the Government gave up the Moldovagaz
 majority package of shares and handed over the entire control over the local energy infrastructures to one actor – Gazprom; 

the geographical and geo-economic factor, which did not allow and doesn’t allow further diversification of import sources and the identification of viable alternatives to Russian gas; 

financial and investment factor, which has not allowed and yet does not allow changing the essential structure of the main energy resources for the benefit of those that we are able to produce, the import override still in the national economy (in 2010 natural gas had a share 40,5% in the structure of primary energy resources used in the national economy and by population, and the volume of imported natural gas has suffered some insignificant modifications in the past 5 years: in 2007 was imported about 1305 million cubic meters, in 2009 – 1126 million cubic meters, in 2010 – 1188 million cubic meters, in 2011 - 1152 million cubic meters); 

political and geopolitical factor, which often occurs in establishing the energy relationship between Moldova and the Russian Federation or with other actors, the energy crisis in 2006, when Moldova was unplugged for a few days of gas deliveries, lack of consensus in the negotiations on signing a new contract with Gazprom, the decision on the interconnection of the energy infrastructure between Moldova and Romania, or even joining the European Energy Community (EEC), these being some indicative examples in this case.

Therefore, Republic of Moldova is now in a delicate situation on ensuring its energy security and, in fact, the Moldovan Government cannot have full control in this area. For these reasons, Chisinau authorities are forced to look for new solutions, such as: diversification of imported sources and energy interconnection with other systems; reduction of the share of imported energy sources in the national energy balance, particularly of natural gas; attraction of investments; de-monopolize and liberalize the energy sector; as well as energy efficiency, actions that we are witnessing today and which have direct link with Moldova joining EEC.
The accession of the Republic of Moldova to the European Energy Community

European Energy Community (EEC) is an association of EU member states and South-East Europe ones, which aims at the creation and regulation of the common electricity and natural gas market. EEC bases have been set up on October 25, 2005 in Athens, when the main Treaty was signed, and entered into force in 2006. In addition to the EU member states, within the EEC there are all the non-member states situated in the Balkan Peninsula, as well as Moldova and Ukraine. The main objectives of the Community are:
- The set up of a stable legal and trade framework, favorable for investment, in order to allow a stable and permanent supply of energy; 

- The set up of a single regulatory space for exchanges of lattice energy; 

- Improving the security of supply in the area and the development of relations with neighboring countries; 

- Improvement of energy efficiency and environment situation related to lattice energy; 

- The development of renewable energies; 

- The development of competition in the lattice energy markets
.  
At the same time, the Energy Community Treaty provides for members of the EEC which are outside the community to adopt EU rules as regards the single energy market and liberalization in the field of natural gas and electricity.
The Republic of Moldova has obtained observer status to the Energy Community Treaty at the ministerial meeting of the EU Council on 17 November 2006. On 19 January 2007, Republic of Moldova has submitted an application for accession to the Energy Community Treaty as full member. After three rounds of negotiations, on 17 March 2010, in Vienna was signed the Protocol on the accession of the Republic of Moldova to the Energy Community, allowing our country to be an active member on the regional and European energy market, forcing the state to adjust national legislation in the field of energy to the Community acquis. For example, the implementation of the so-called "II energy Package"
, adopted by the EU in August 2003, was to be completed in late 2010, as required by the Protocol of accession
, and now we must align to the III Legislative Energy Package, which appeared in 2009, when the Council and the EU Parliament have come up with new amendments to the II Package.
The reasons for the accession of Moldova to the European Energy Community are directly related to ensuring national energy security, the interconnection to the European energy networks and diversification of energy resources sources of the country, which would represent a viable alternative to the exclusive dependence on the East: on the Russian Federation - in the field of natural gas and partly in the field of electricity (the Moldovan CERS in Transnistria belongs to the Russian company "Inter RAO UES") and Ukraine – in the field of electricity. Another reason for the participation of our country to the Energy Community Treaty is that it opens up new opportunities for attracting investments in the energy system, which would enable to ensure the modernization of the local energy infrastructure, increasing the energy efficiency and stimulate the use of alternative energy sources.
In fact, the reasons for the accession of the Republic of Moldova to EEC reveal the benefits that such a decision could bring us. We will mention the following:
1. Integration into the European energy market, which implies an energy market without frontiers between the member states of the EEC. 

2. Possibilities of developing connections with gas reserves of the Caspian region, North Africa and the Middle East, which could contribute to the diversification of our partners and to exclude the Russian monopoly on the import of natural gas. Or, the construction of the pipeline Ungheni - Iaşi, which ensures the connection of the Moldovan energy system with the Romanian one and, consequently, with the European system, this representing a solution concerning the diversification of energy partners. Thus, there is the possibility to connect to the transnational pipelines or/and participate in European transnational projects, Nabucco or the AGRI project (Azerbaijan – Georgia - Romania Interconnector)
 these being conclusive examples in this case.
3. The existence of clear rules, a single normative framework and a stable mechanism for the functioning of the regional markets in energy, covering the territory of the Member States, which excludes discrimination and marginalization and which can stimulate investment in gas networks; energy production and transmission networks for electricity. 

4. Customs duties and quantitative restrictions on imports and exports of energy, as well as all measures having equivalent effect are prohibited between the parties, with some exceptions
. 
5. Mutual aid and assistance between states in case of disturbance or crisis situations.  

6. Economic integration within the EU and access to the various European funds for developing domestic energy sector.
It is worth noting that a delicate situation in Moldova - Russian bilateral energy relationships has emerged as a result of the Government's decision of October 6, 2011 on the implementation by the year 2015 of the directives and regulations part of the III energy Package. This may be considered as a disadvantage for us, as a result of the commitments assumed during the accession to the EEC. The disadvantage lies not in the provisions themselves, which is to be implemented; it lies in the limited implementation possibilities of our state and of the contradictions which have emerged between Moldova and Russia.  
Further on, we will list the basic provisions of the III energy Package: 
- division of production, transport and distribution in the natural gas and electricity sector, in order to ensure access for any company seeking to enter the internal energy market of the state (it means de-monopolizing the energy market);

- enhance competition between various companies by elimination of discrimination with regard to new suppliers or manufacturers in addition to those that already exist on the market;

- granting regulatory authorities greater powers.
In this context, it should be noted that Gazprom from the outset opposed to the implementation of the III energy Package in Europe, in particular in the states in which it holds an energy monopoly, because it narrows its business activities and ambitions of main player in the energy field. Therefore, as a producer of natural gas, the Russian monopolist will be prohibited from owning and controlling the gas transport and distribution infrastructure under the provisions of present III energy Package. As a result, the Gazprom’s investments made and/or expected in transnational pipeline and distribution infrastructure become useless, as the company will not be able to benefit of them.  
With reference to the Republic of Moldova, the situation becomes clear in the light of the above-mentioned things. Moldovagaz, which is owned by Gazprom, will have to go through a process of restructuring and be divided into several independent companies, dealing with supply and distribution separately. As Gazprom through Moldovagaz has the entire control over natural gas industry in the country – production, supply and distribution – it makes sense that it would oppose the changes that the Moldovan Government undercooked, because it may be disadvantaged in its patrimony and commercial interests. As a result, there are a series of difficulties and contradictions in the negotiations between Moldova and Russia on signing a new agreement regarding the import natural gas, the adoption of a final solution being postponed for this summer.
However, apart from the Russian position on the provisions of the III energy Package we need to reveal some new benefits for our country and for the energy sector security: 
- De-monopolizing the energy market and the emergence of new players on the market will create a security of supplies and a reduction in the risks of low quality services and disconnection of services;

- De-monopolizing the market will contribute to the creation of an efficient mechanism for pricing and will diminish dependence on the consumer by the manufacturer, namely will render the consumer of "tyranny" of a single vendor;

- By stimulating investment in modernizing energy infrastructure will ensure greater energy efficiency;

- Modernisation of energy infrastructure will contribute to reducing the pollution level of the atmosphere.
Despite these determinable advantages, there are certain financial and geopolitical difficulties regarding the implementation of the III energy Package in Moldova. Financial problems will emerge when the principle of de-monopolizing and liberalization of the energy sector will enter into force, our country being obliged to redeem certain Gazprom investments, the debt towards it consisting about 3,6 billion dollars, including 3,2 billion dollars on behalf of Transnistria. We can assume that the division of the debt between the right bank and the left of the Dniester River will not be realized or even "allowed" because of certain political and geopolitical considerations. Ultimately, this could block the practical implementation of the III energy Package provisions because the state will not have the financial capacity to defray the debts in short-term. Another financial disadvantage for our state would be co-financing from the State budget for some investment projects, which are required in the process of connection to the requirements of the EEC.
Diminishing the geopolitics consists in the fact that Gazprom unlikely will make certain concessions and will allow the access of other providers to its pipelines. However, this contradicts Moscow’s geo-economic and geo-energetic strategy in the region, because it well knows that Russia often uses the energy factor as a "tool of pressure" in ex-soviet states to maintain and reinforce political and geopolitical positions in Eastern and South-Easter Europe.
If we analyze and make comparison with other EEC countries with regard to the implementation development of the III energy Package we note that the situation is not dynamic and at the level of all members of the EEC is uneven. For example, in September last year, the European Commissioner  for energy Gunter Etinger, said that the European Commission intends to sue 18 states for lack of implementation of the III energy Package
, among them being Romania, Bulgaria, Cyprus, Estonia, Netherlands, Slovakia, Spain and Luxembourg. What regards Germany, one of the most important Russia’s energy partners, we will mention the German Chancellor Angela Merkel's statement of 8 November, during the opening of the pipeline North Stream, which said that "the EU must change what it cannot explain," advocating for a flexible and constructive position towards Russia with regard to the implementation of the III energy Package
. Approximately the same situation is with France, which calls for the identification of an alternative on the separation of property and division of players’ activities on the energy market. On the other hand, we have the case of Lithuania and the United Kingdom
, which have transposed the provisions of the III energy Package by adopting appropriate normative framework in the field of electricity and natural gas began the restructuring energy companies and the process of liberalizing its own energy markets.  
In the case of Lithuania, for example, the process of implementation was the following: during the period June - August 2010 they have prepared the necessary draft laws, in August - September 2010 were held public consultations, afterwards the draft laws were adopted at the level of the Government and, finally, the Parliament. In parallel developed the institutional dimension - set up a regulatory authority on infrastructure, which must be independent and strong in order to ensure uniform regulatory principles between different sectors of energy, stable regulation environment for investment and effective protection of consumers ' rights. In this respect, law adoption was held all during 2010
. Finally, a practical example in the case of Lithuania on the implementation of the III energy Package is an agreement signed between Lithuania and the Norwegian company Hoehg LNG, through which it is possible to diversify the import of natural gas, which is, in fact, an alternative to Russian gas. The project involves the import of liquefied natural gas from the North by sea; the start of the process is expected in 2014.
Conclusions and recommendations
According to the present analysis we came up with the following conclusions:

1. Republic of Moldova does not control entirely the energy sector in the country, which makes it vulnerable in the process of ensuring its own energy security. At the same time, excessive imports of energy resources, especially natural gas and electricity, as well as the lack of viable alternatives, determine state authorities to hold limited levers during negotiations on the import price of energy resource. Therefore, we can assume that the state doesn’t have a clear strategic vision on how to  ensure the energy security of the country in the long run, this being indirectly confirmed also by the Minister of Economy Valeriu Lazar, who said that “Republic of Moldova needs a new Energy Strategy, much more ambitious, but realistic at the same time"
 .

2. Accession of the Republic of Moldova to the European Energy Community was one badly needed and welcomed thing to us in the context of ensuring energy security, as this offers several advantages, such as: the integration on the European energy market and interconnection to the European electricity system; attraction of investments; opportunity to diversify Moldova’s energy cooperation, to identify new partners and viable alternatives to the  one-way import from the East; possibility to control the national energy industry; raising energy efficiency level, increase the security level of natural gas and electricity supplies, positive environmental effects, etc..
3. The accession of the Republic of Moldova to the European Energy Community is an important step in the process of European integration and EU standards approximation. 

4. The blockage between Moldova and Russia, caused by the III energy Package exceeds the bilateral framework, because the confrontation is between Brussels and Moscow. 

5. In short or even medium term, it is unlikely for the current provisions of the III energy Package to be fully implemented, given that Moldova's energy dependence of one actor – Russian Federation is still too high and at the moment there is no viable alternative to Russian natural gas. 
6. The current implementation of the III energy Package at the level of EEC members is uneven, which can ensure a wider field maneuvering for Moldova in the context of overcoming disagreements with Gazprom.
In the light of the above conclusions, we make the following recommendations: 
1. The use of all the opportunities of EEC membership for the purpose of diversification of sources and routes of natural gas and electricity supply, the diversification of the energy mix in order to decrease the share of natural gas in the state energy resources balance.

2. De-monopolize and liberalize the national energy sector in order to attract investments in the future and to allow the penetration of other players on the national energy market, which will lead, as a result, to competition and quality in the field. 

3. National authorities have to follow closely the discussions between Brussels and Moscow on the identification of an agreement concerning the implementation of the III energy Package so that it could know what actions to take with Gazprom in light of the commitments assumed as a member of the EEC. 

4. Taking into account the flexible position of several EU member states, such as Germany and France with regard to the provisions of the III energy Package, as well as the Declaration of European Commissioner  for energy Gunter Etinger, that in the process of implementation of the III energy Package there are possibilities for flexibility and exceptions
, the Moldovan Government must persuade European partners that the process of commitments implementation cannot be independent of economic and energy conditions existent in the Republic of Moldova. 

5. The Chisinau authorities should identify a formula to divide the shares of energy market players, so that, on the one hand, this is not retroactive and does not present an attempt on investments made by existing companies, and on the other hand, to remove and not to allow in the future monopoly on Moldovan energy actor. 

6. The Republic of Moldova must regain control over its own energy industries, particularly in the one of natural gas and electricity, which is a strategic branch for any country.   
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� From 2009 the Republic of Moldova imports electricity from Moldova CERS in the Transnistrian region, which produces electricity on the bases of the imported natural gas by Moldovagaz from Gazprom. 


� In the IV semester of 2011 the price for natural gas reached 402 USD/1000 cubic meters


� The Russian Federation owns through Gazprom 50,02% of Moldovagaz shares, Republic of Moldova through Moldovatransgaz – 36,56% and the Transnistrian region through Tiraspoltransgaz – 13,43%, which are managed also by Gazprom.  
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