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Executive Summary 

The Economic Regulatory System (ERS) of the Water Supply and Sanitation (WSS) sector in 

Moldova is going through a period of change. The policy framework calls for drastic 

development in WSS, based on both domestic and international commitments. These are the 

association agreement with the European Union, the Sustainable Development Goals (SDGs) and 

the National Water Supply and Sanitation Strategy. 

The firm commitments contrast with the capacity of government to provide an accommodating 

economic regulatory system on the one hand and with WSS operators’ capacity to live up to 

much higher standards. Meanwhile the affordability of WSS services is a genuine concern in 

Moldova. Apart from a few local initiatives there are hardly any WSS related social measures. At 

the existing tariffs and level of efficiency the national strategy for WSS has an annual funding 

gap of EUR 15 mln. To close this gap tariffs must rise in the order of 40% on average whereas 

operators need taking drastic measures to reduce water losses and increase staff-output ratios. 

Such a transition cannot happen overnight. It requires an ERS that considers affordability, the 

need for cost recovery and debt servicing and a realistic performance improvement path for the 

utilities. This is a challenge that requires a concerted effort from all parties that make up the 

Economic Regulatory System in Moldova. 

To achieve that one requires considering best practise in economic regulation and learning from 

specific country experience. Best practise explains more about the optimal ‘how’ of economic 

regulation, such as through transparency, dialogue and stakeholder consultation, clarification of 

roles and performance evaluation. 

Country experience from Chile, Flanders, the Netherlands and Kazakhstan teaches lessons on the 

‘what’: The development of the regulatory framework and social measures in Chile, Dutch 

experience with regionalisation and sharing the disproportionate investment burden on smaller 

agglomerations, the social benefits and costs of the Flemish dual block tariffs and the rationale 

behind the regulatory reform in Kazakhstan. Experience of these countries is potentially 

applicable in Moldova, but differences in capacity and income must be taking into account. 

In the months to come further analysis and stakeholder dialogue will direct the development of 

the recommendations on the ‘what’ of the ERS development. 

As to the ‘how’ of the ERS development three options are outlined in this report:  

(1) “Back to the drawing board”, (2) “De-bottlenecking”; and (3) Completing and reorganising 

the system. The National Policy Dialogue is asked to advise according to which option it would 

like to proceed in Moldova. Based on this preferred option an expert workshop is organised in 

September or October 2016. With the feedback from the expert workshop the Final Report 

containing detailed recommendations for the development of the ERS of the WSS sector in 

Moldova is then submitted in December 2016.  
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Chapter 1. Introduction 

Natural monoplies occur when the economies of scale are so vast that the paralel provision of 

services in a given area is uneconomic. The case for economic regulation of natural monopolies 

is an old one. John Stuart Mill is credited for making the first case for the economic regulation of 

natural monopolies in his ‘Pinciples of Political Economy’ already in 1848. 

In the absence of competition on the market (“in the field”) service providers may charge more 

than is required to compensate for costs of operation and cost of capital. In a competitive market 

this is not possible because customers would turn to other suppliers and the provider would 

eventually go out of business if he charges more (or less) than the price that covers operating, 

maintenance and capital costs and a fair risk premium (profit margin) reflecting the risks of doing 

business in the industry in question. 

Competition also bring an incentive to innovate, reduce costs and improve service quality. 

Failing to innovate can have the same adverse effect in a competitive market. Natural monopolies 

lack these incentives. In the absence of government intervention they may charge more than is 

necessary in order to make excess profits (extract monopoly rent) or cover inefficiencies. 

Natural monopolies used to exist across the utilities sector. In telecoms and energy however 

technological and institutional change has led to a full or partial demonopolisation of (parts of 

these) markets.  Another option to diminish the size of monopoly rent extracted by natural 

monopolies is to create incentives similar to those existing in competetive markets by introducing 

“competition for the field” i.e. is for the right to operate infrastructure system and serve its 

customers in a certain service area for a limited period of time (e.g. 5-30 years), e.g. under a lease 

or concesssion contract – the idea formulated by Sir Edwin Chadwick in 1859, and further 

developed by Harold Demsetz (1968). 

Nowadays, competition “for the field” is typically associated with private sector participation 

(PSP) and public-private partnership. However, in many countries including Moldova where PSP 

arrangements are not yet used, or are in their infancy, centralised (piped) water supply and 

sanitation (WSS) services still firmly belong to the category of natural monopolies. On these Mill 

states that: "it is the part of the government, either to subject the business to reasonable 

conditions for the general advantage, or to retain such power over it, that the profits of the 

monopoly may at least be obtained for the public."  In other words: they require economic 

regulation. 

Economic regulation can be defined as all rules, procedures, practises, institutions, standards, 

norms, that set, monitor, enforce the economic aspects (tariffs, service standards) of WSS under 

given policy objectives (Castalia, 2005).  

Moldova set important steps forward in the development of its economic regualtory system for 

WSS with the adoption of Law 303 on Water Supply and Santitation in 2013 and the associated 

nomination of the National Energy Regulatory Agency of the Republic of Moldova (ANRE) as 

the competent regulatory authority for WSS in 2014. 
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The establishment of a sound economic regulatory system (ERS) however includes much more 

than  just the establishment of an independent regulator. The 2000 Almaty Ministerial conference 

provides an idea of what one may expects from a sound ERS:  

 Economic efficiency i.e. ensuring the best possible use of resources for the most 

productive outcomes 

 Cost recovery i.e. providing revenues to meet the costs of operations, maintenance, 

administration 

 Fairness i.e. treating all customers equally and excluding any abuse of market power by 

the natural monopoly 

 Financial stability (i.e. minimising revenue fluctuation) 

 Resource conservation and resource use efficiency by providing respective envronmental 

and economic incentives 

 Social orientation of water services, without making the water utility a social agency 

In the context of transition countries; OECD (2008, p. 11) adds to this  

 Ruling out of unfunded mandates in the environmental, social and public obliogation 

sphere 

 Simplicity and understandability 

To ensure the above outcomes it is required to: 

 Provide the right governance of the regulatory agency; and to 

 Ensure the proper integration, coordination and communication with the other 

constituents of the ERS. 

In the context of Moldova, the elements of the ERS, include, apart from ANRE, in particular: 

 Ministry of Environment and the Water Agency (Apele Moldovei) under it; 

 Ministry of Regional Development and Construction (MoRDC); 

 Ministry of Labour, Social Protection and Family (MoLS); 

 Ministry of Finance (MoF); 

 Local public administrations, WSS operators or associations thereof; 

This Interim Report aims to support the development of a sound ERS in Moldova. It proceeds as 

follows:  

Chapter 2 provides the context within which the ERS for Moldova has to operate; 

Chapter 3 analyse the performance of the current ERS in Moldova. 

Chapter 4 anlyses best practise and experience from selected countries that is potentially 

applicable in Moldova; and  

Chapter 5 provides three scenarios based on which policymakers can take the further 

development of Moldovas ERS at hand.  
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The National Policy Dialogue (NPD) on water has been asked to speak out in favour of one such 

scenario. Based on this the project will proceed with an expert meeting in October or November 

2016, in which proposals for further development of the ERS are discussed. The final report 

containing detailed recommendations will be submitted in December 2016. 
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Chapter 2. The context of Moldova’s ERS for WSS 

Moldova’s economic regulatory system has to perform within two important contexts: 

 “Policy”: the internal and external policy objectives of the Republic of Moldova; 

 “Capacity”: the characteristics of the WSS providers and their stakeholders in terms of 

number, production capacity, operations, physical condition, financial situation etc. 

“Policy” sets the ambition. It provides direction on what must be achieved or accommodated by 

the ERS. Moldova has committed externally to WSS related objectives in the Association 

Agreement with the EU and through the commitment to the Sustainable Development Goals 

(SDGs). National strategy and policy documents reflect an internal commitment to WSS related 

goals. Both external and internal commitments are further described in section 2.1. 

“Capacity” constrains the policy ambition. The WSS sector in Moldova faces challenges that will 

make it hard to absorb funds, regionalise, increase tariffs, co-finance, plan and manage projects 

required for compliance with the policy objectives.  

As suggested by Figure 2.1 below there needs to be a balance between policy ambition on the one 

hand and financial and human resources, planning, management and absorption capacity on the 

other hand. 

Figure 2.1: Context within which ERS must perform 

 

Source: Author’s own elaboration  

Policy 

Capacity 
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2.1 Policy objectives 

The policy framework for Moldova is very explicit. Its targets are defined in: 

1. Moldova’s Association Agreement with the EU  

2. Sustainable Development Goals  

3. National Policies and Strategies 

 

2.1.1 Association agreement 

The 2014 Association Agreement (AA) with the EU will become effective upon ratification by 

three remaining Member States. From 1 July 2014 onwards the AA will be effective. It has 

already been provisionally implemented.  The AA foresees in particular the compliance with the 

relevant EU water directives. These include: 

 Water Framework Directive (WFD) 

For Directive 2000/60/EC of the European Parliament and of the Council of 23 October 2000 

establishing a framework for Community action in the field of water policy as amended by 

Decision No 2455/2001/EC the AA provides for the: 

o Adoption of national legislation and designation of competent authorities shall take 

place within 3 years of the AA becoming effective; 

o Analysis of River Basin Districts (RBDs) and establishing of programmes for 

monitoring of water quantity and quality within 6 years; 

o Preparation, consultation and publication of RBD management plans shall take place 

within 8 years. 

 

 Urban Waste Water Treatment Directive (UWWTD) 

For Council Directive 91/271/EEC of 21 May 1991 concerning urban waste-water treatment as 

amended by Directive 98/15/EC and Regulation (EC) No 1882/2003 the following timetable has 

been agreed: 

o Adoption of national legislation and designation of competent authority/authorities within 

3 years; 

o Assessment of the status of urban waste water collection and treatment within 5 years; 

o Identification of sensitive areas and agglomerations within 6 years; 

o Preparation of technical and investment programme for the implementation of the urban 

waste water treatment requirements within 8 years. 

 

 Flood Risk Directive  

For Directive 2007/60/EC of the European Parliament and of the Council of 23 October 2007 on 

the assessment and management of flood risks the AA provides the following implementation 

deadlines: 
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o  Adoption of national legislation and designation of competent authority/authorities 

within 3 years; 

o Undertaking preliminary flood assessment within 4 years; 

o Preparation of flood hazards maps and flood risks maps within 6 years; 

o Establishment of flood risk management plans within 8 years; 

 

 Drinking Water Quality Directive 

 

For Council Directive 98/83/EC of 3 November 1998 on the quality of water intended for 

human consumption as amended by Regulation (EC) No 1882/2003 the AA provides for 

the following implementation deadlines: 

o Adoption of national legislation and designation of competent authority/authorities 

within 3 years; 

o Establishment of standards for drinking water within 4 years; 

o Establishment of a monitoring system and a mechanism to provide information to 

consumers within 6 years. 

 

 Water Pollution Directive 

 

Council Directive 91/676/EEC of 12 December 1991 concerning the protection of waters 

against pollution caused by nitrates from agricultural sources as amended by Regulation 

(EC) No 1882/2003 is to be implemented with the following deadlines 

o adoption of national legislation and designation of competent authority/authorities 

within 3 years; 

o Identification of polluted waters or waters at risk and designation of nitrate vulnerable 

zones and establishment of action plans and codes of good agricultural practices for 

nitrate vulnerable zones within 5 years 

Implementation of the above Directives is costly. WSS customers will pay the bulk of the 

compliance costs. Only the cost of compliance with the pollution directive may be borne by 

agriculture and industry. Climate adaptation measures that are also covered by the AA will also 

be costly for WSS. Section 3.4.2 provides estimates for the associated costs. 

Article 9 of the WFD provides for two principles that have far reaching consequences for the 

ERS: 

1. Full cost recovery i.e. the costs of WSS shall include not only the costs of operation and the 

cost of capital, but also the environmental and resource costs associated with the 

consumption of the service. 

2. Polluter pays principle i.e. the cost of environmental degradation is borne by the person 

that causes it. This may also be regarded as an application of the first principle. 

The two principles imply that consumers of WSS will eventually pay for the full costs of service 

provision. In most cities including the capital Chisinau the present tariffs represent only a part of 

the full costs. Annex A provides a table with the tariffs charged in all 40 main service areas. 
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2.1.2 Sustainable Development Goals. 

The second series of high level policy objectives are the WSS related Sustainable Development 

Goals. It is considered that the implementation of the water related SDGs implies also the 

adherence to the “human right to water entitles everyone to sufficient, safe, acceptable, physically 

accessible and affordable water for personal and domestic uses", UN CESCR - General Comment 

15, para.2. The main commitments made under Goal 6 Water and Sanitation to be achieved by 

2030 unless indicated differently: 

 Equitable access to WSS for all (100% of population) 

 Reduce water pollution  

 Increase water use efficiency   

 Integrated Water Resource Management (IWRM) at all levels, including trans-boundary  

 Protect and restore water related eco systems (by 2020) 

For each of the above objectives indicators have been formulated so that progress on the SDGs 

can be monitored. The identification of data sources and owners has taken place and can be found 

on http://www.md.undp.org/content/moldova/en/home/library/obiectivele-de-dezvoltare-durabil/cartografierea-

ecosistemelor-pentru-revoluia-datelor-in-republic/. So far, however, no data have been made available 

that facilitate monitoring. 

Table 2.1. SDGs commitments applicable for Moldova 

Nr SDG 

6.1  By 2030, achieve universal and equitable access to safe and affordable drinking water for all 

6.2  By 2030, achieve access to adequate and equitable sanitation and hygiene for all and end open 
defecation, paying special attention to the needs of women and girls and those in vulnerable 
situations  

6.3  By 2030, improve water quality by reducing pollution, eliminating dumping and minimizing release 
of hazardous chemicals and materials, halving the proportion of untreated wastewater and 
substantially increasing recycling and safe reuse globally  

6.4  By 2030, substantially increase water-use efficiency across all sectors and ensure sustainable 
withdrawals and supply of freshwater to address water scarcity and substantially reduce the 
number of people suffering from water scarcity  

6.5  By 2030, implement integrated water resources management at all levels, including through 
transboundary cooperation as appropriate 

6.6  By 2020, protect and restore water-related ecosystems, including mountains, forests, wetlands, 
rivers, aquifers and lakes  

6.a  By 2030, expand international cooperation and capacity-building support to developing countries in 
water- and sanitation-related activities and programmes, including water harvesting, desalination, 
water efficiency, wastewater treatment, recycling and reuse technologies  

6.b  Support and strengthen the participation of local communities in improving water and sanitation 
management 

Source: https://sustainabledevelopment.un.org/sdg6, accessed 31 May 2016 

http://www.md.undp.org/content/moldova/en/home/library/obiectivele-de-dezvoltare-durabil/cartografierea-ecosistemelor-pentru-revoluia-datelor-in-republic/
http://www.md.undp.org/content/moldova/en/home/library/obiectivele-de-dezvoltare-durabil/cartografierea-ecosistemelor-pentru-revoluia-datelor-in-republic/
https://sustainabledevelopment.un.org/sdg6
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2.1.3 National Policy and Strategy 

Apart from the aforementioned external commitments the following domestic policy documents 

determine what is expected from the ERS in the years to come. These are: 

 National Development Strategy (Moldova 2020) 

From the three domestic WSS related documents the National Development Strategy (NDS) is 

the highest in ranking. This is because it has been developed on the basis of a number of 

collaborating Ministries. According to the World Bank, access to clean water and sanitation is 

one of the most cost-effective development interventions and critical for reducing poverty 

(http://www.worldbank.org/en/news/feature/2013/02/05/povertyreductioninpractice, accessed on 31 May 2016) 

It is therefore remarkable that water is hardly mentioned in this document, compared to, for 

instance, education and transport. In fact, access to water is often a condition for education and 

increased mobility. Unfortunately, one cannot derive concrete WSS related policy objectives 

from the National Development Strategy. 

The document is available on: https://www.mindbank.info/item/3861 

 Water supply and sanitation strategy (2014 -2028) 

The national water supply and sanitation strategy is concerned with the plan to comply with the 

EU Acquis and its financing. It schedules investment in the following amounts: 

 1,400 km network extension for water supply; 

  511 km for network extension for waste water sewerage; 

 42 new or rehabilitated Water Treatment Plants (WTPs); and 

 49 new or rehabilitated Waste Water Treatment Plants (WWTPs) 

The strategy speaks out in favour of regionalisation of services in order to reduce operating costs, 

improve absorption capacity and management. 

It is publicly available on http://www.serviciilocale.md/public/files/2nd_Draft_WSS_Strategy_October_final_Eng.pdf 

 National Environmental strategy (2014 -2023) 

UNDP (2009) foresees water scarcity in Moldova already in the 2020s or latest in the early 

2030s. In the absence of climate change adaptation measures this will put a brake on further 

economic development. The national environmental strategy includes the adaptation to climate 

change, targets on access to WSS, wastewater treatment and sludge management. 

An important objective is to ensure access to safe piped water supply for 80% of the population 

and to sanitation systems and services for 65% of the population by 2023. Current IBNET data 

estimates for 2014 are exactly in conformity with these targets. However, IBNET data statistics 

cover only 75% of the urban population and not rural population. Considering that 55% of the 

population in Moldova lives in rural areas achieving the set target is a formidable challenge. 

The national environmental strategy is publicly available on: 
http://green.gov.md/pageview.php?l=en&idc=41&t=/Regulatory-framework/Environmental-Strategy 

http://www.worldbank.org/en/news/feature/2013/02/05/povertyreductioninpractice
https://www.mindbank.info/item/3861
http://www.serviciilocale.md/public/files/2nd_Draft_WSS_Strategy_October_final_Eng.pdf
http://green.gov.md/pageview.php?l=en&idc=41&t=/Regulatory-framework/Environmental-Strategy
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Table 2.2. Objectives from the National Environmental Strategy (2013 – 2023) 

№ Action title Time 

frame 

Responsible 

institution 

Monitoring 

indicators 
Estimated costs, 

MDL 

Sources of 

financing 

Specific objective 6.2.  Ensuring access of about 80% of the population to safe water supply systems and services and of about 65% to sanitation 

systems and services 

65. Development of the water supply and sanitation 

infrastructure, as well as ensuring access, by the year 

2023, of around 80% of the population to safe water 

supply and sanitation systems and services, and 

development of regional water supply and sanitation 

systems Soroca – Balti,  Vadul lui Voda – Chisinau – 

Straseni – Calarasi, Prut – Leova – Basarabeasca – 

Cimislia and Ceadir- Lunga 

2023 Ministry of 

Environment; 

Ministry of 

Regional 

Development 

and 

Constructions 

Aqueducts, 

sewerage 

networks – 

built; 

wastewater 

treatment 

stations, 

population - 

connected 

3 910 415 850 State budget; 

foreign 

investment and 

assistance; 

National 

Ecological Fund; 

Regional 

Development 

Fund 

66. Promoting the principles of market economy and 

promoting public-private partnership in the field of 

water supply and sanitation 

2015 Ministry of 

Environment; 

Ministry of 

Economy 

Economic 

instruments – 

applied, public-

private 

partnerships– 

established 

105 600 State budget 

67. Assessment of the situation regarding urban 

wastewater collection and treatment and identification 

of sensitive and less sensitive areas 

2020 Ministry of 

Environment; 

Ministry of 

Health 

Assessment 

study – realized; 

sensitive areas 

– identified 

Within the 

approved state 

budget limits 

State budget; 

foreign 

assistance 

68. Elaboration of technical and investment programmes 

to implement the requirements for urban wastewater 

treatment in accordance with the provisions of Council 

Directive 91/271/EEC of 21 May 1991 concerning 

urban wastewater treatment 

2022 Ministry of 

Environment 

Directive 

provisions – 

transposed and 

implemented 

2 825 068 800 State budget; 

foreign 

assistance 

Source: National Environmental Strategy (2013 – 2023), accessed on 31 May 2016 
http://green.gov.md/pageview.php?l=en&idc=41&t=/Regulatory-framework/Environmental-Strategy 

http://green.gov.md/pageview.php?l=en&idc=41&t=/Regulatory-framework/Environmental-Strategy
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2.2 Capacity 

The ambitious policy agenda that Moldova has set for itself is to be realised in a developing 

institutional and regulatory environment and also in severe economic hardship. At Purchasing 

Power Parity (PPP) GDP per capita in Moldova is just 55% of the non EU SEE European 

average, ranking Moldova as by far Europe’s poorest country. The figures below provide a 

snapshot of the capacity of the WSS sector in Moldova. 

Figure 2.2. Moldova’s WSS performance in comparative perspective 

 

Source: Danube Program, http://sos.danubis.org/eng/report/country-pages/moldova/ accessed on 31 May 

2016  

http://sos.danubis.org/eng/report/country-pages/moldova/
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The sector is well behind Central and South East European peers with respect to: 

 Access to WSS, which is around 65% for water and still significantly lower for sanitation 

 Waste water treatment, at 24% of the population connected 

 Staff levels are 2-3 times above benchmark levels of 3-5 staff / 1,000 water plus 

wastewater connections 

 Affordability of service, which is for most of the population above 5% of expenditure, as 

illustrated by Figure 3.5 

 Investment from utilities’ own resources in WSS per capita lacks on average 30% behind 

other non-EU countries in South Eastern Europe (SEE). It lacks 90% behind if EU 

members are included in that average http://sos.danubis.org/eng/country-notes/moldova/ 

Whilst at least in line with the Central and South East European average there remain significant 

challenges in the field of  

 Non-Revenue Water (41%); 

 Customer satisfaction; and 

 Operating cost coverage (0.99 compared to a benchmark of 1.5). 

Table 2.3. IBNET data for WSS in Moldova (2012-2014), based on 43 largest utilities 

 2012 2013 2014 

1.1. Water coverage % 84 81 80 

2.1 Sewerage coverage % 70 67 65 

4.1 Total water consumption (lcd) 133 129 125 

4.7 Residential water consumption (lcd) 103 100 98 

6.1 Non-Revenue water % 44.48 41.19 39.91 

6.2 Non-Revenue water (m3/km/d) 29.7 25.54 22.85 

8.1 Water sold that is metered (%) 90.07 88.01 88.16 

11.1 Operational Costs W&WW (USS/m3 sold) 1.05 1.13 1.07 

12.2 Staff (W&WW/1,000 W&WW Conn) 15 13 12 

12.4 Staff (W&WW/1,000 W&WW Pop Served) 1.98 1.83 1.77 

18.1 Average Revenue W&WW (US$/m3 sold) 1.14 1.12 0.99 

23.1 Collection Period (days) 282 274 190 

24.1 Operating coverage cost ratio (before depreciation) 1.09 0.99 0.94 

Source: IBNET, https://database.ib-net.org/Default.aspx accessed on 31 May 2016 

For a comparative overview of the Moldovan water sector one can also visit 

http://sos.danubis.org/eng/country-notes/moldova/. The challenges for WSS in Moldova have 

been documented extensively, amongst other in the Water Supply and Sanitation Strategy 
http://www.serviciilocale.md/public/files/2nd_Draft_WSS_Strategy_October_final_Eng.pdf 

GIZ (2014) provides a more detailed, regional perspective can be found in the Regional Sector 

Programme on Water Supply and Sanitation for the North, Centre and South of Moldova. 

http://sos.danubis.org/eng/country-notes/moldova/
https://database.ib-net.org/Default.aspx
http://sos.danubis.org/eng/country-notes/moldova/
http://www.serviciilocale.md/public/files/2nd_Draft_WSS_Strategy_October_final_Eng.pdf
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Figure 2.3. IBNET country snapshot Moldova, based on 43 largest utilities 

 

Source: www.IBNET.org, accessed on 31 May 2016 

http://www.ibnet.org/
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2.3 Demands on the economic regulatory system 

Given the disparity between the limited capacity (human resources, financial, absorption) of the 

sector and the ambitious policy commitments the demand on the economic regulatory system in 

Moldova is intense. Eight elements of the economic regulatory system are singled out as key 

priorities. These are to: 

1. Monitor and steer towards performance improvement in WSS and on incentives for 

efficiency; 

Rather than applying fixed standards the ERS shall trigger developments leading to 

performance improvement. Increased transparency is one factor, another factor is 

negotiations with utilities on performance improvement trajectories for staff, NRW, energy 

etc. 

2. Focus regulatory efforts on large, regionalised entities 

Following examples of Kosovo and Romania the ERS in Moldova may consider leaving the 

economic regulation of non-regionalised entities altogether to municipalities. 

3. Facilitate alternative, suitable business models in WSS 

The traditional municipal utility model is not the standard solution or panacea for the 

challenges that the sector faces. Regionalisation of WSS services has been foreseen on paper, 

but is hardly functioning in practise. Apart from horizontal integration there are a number of 

alternative solutions that may be suitable in particular service areas. These include 

reconsidering and facilitating 

a) The right degree of vertical integration.  

The optimal combination of water production, distribution, sewerage and waste water 

treatment may differ across regions and amongst more rural and more urban areas. 

b) The use of private sector participation. This includes outsourcing services  

 

4. Allow for tariff increases to fund operation of WWTPs 

At the time WWTPs become operational a jump in operating costs must be covered by a 

timely increase in tariffs. If tariffs have not risen at that time the WWTPS cannot operate. 

5. Offer well-targeted mechanisms for protection of poor and vulnerable citizens 

Considering the necessary increases in tariffs and the human right to WSS there is a need to 

develop social safety nets that ensure access for poor and vulnerable citizens. 

6. Set the overall affordability constraint for the population within which tariffs may rise 

Unlike most SEE countries the overall affordability constraint in Moldova is real. For some 

service areas average expenditure on WSS is already above the commonly used 4% of 

household expenditure as a threshold. There is a need for a clearly defined affordability 
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ceiling. In order to meet the affordability criteria rural service areas may have to merge with 

richer, urban areas with the latter cross-subsidising the former through a uniform tariff 

applied throughout the service area. 

7. Recognise the need to bridge the funding gap through (affordable) loans and other forms 

of market based (repayable) external finance. 

The foreseen peak in capital expenditure cannot be covered by Tariffs, Transfers and Taxes 

alone. Such peaks require external, repayable finance, mostly through loans from 

International Financial Institutions (IFIs). This can bridge the funding gap but not close the 

gap as only Tariffs Transfers and Taxes can do so. This requires an ERS that recognises the 

cash flow consequences of external financing. That ERS should allow tariffs to accommodate 

debt service obligations, if taxes and transfers have not been committed to do so. 

Figure 2.4. Repayable external finance to bridge the funding gap 

 
Source: OECD (2010) 

 

8. Allow for adequate and cost effective ways to achieve SDGs, inter alia through revised 

design & construction norms and service quality standards. 

Given the challenge of meeting the SDGs there is a need for more flexible, appropriate 

approaches to WSS, particularly in sanitation and particularly in rural areas. This should be 

possible without breaking any construction or service norms or standards. 
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9. Apply dedicated economic instruments to co-finance investment particularly in waste 

water treatment. 

The WFD calls for water pricing in accordance with the full cost recovery and polluter pays 

principle. Full cost recovery implies charging not only the recurrent and capital costs of 

service but also the environmental and resource costs. 

Full cost recovery in WSS cannot be achieved through tariffs alone in the years up to 2030. The 

ERS will have to provide for other complementary economic instruments such as charges, taxes 

and market based instruments. These can at the same time generate funds needed for co-

financing WSS capital expenditure, particularly for Waste Water Treatment.  
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Chapter 3. Moldova’s Economic Regulatory System for WSS 

This chapter first describes the existing ERS for WSS in Moldova. It then proceeds by 

contrasting it to the demands on the ERS that were formulated on the previous pages. The 

Danube Water Program provides an overview of the WSS services organisation which already 

lists many of the actors in the WSS ERS. Their roles are described in section 3.2 

3.1 Recent developments in the legal and institutional framework 

During the past few years the legal and institutional framework has been improved. Moldova set 

important steps forward in the development of its economic regualtory system for WSS with the 

adoption of Law 303 on Water Supply and Santitation in 2013 and the associated nomination of 

the National Energy Regulatory Agency of the Republic of Moldova (ANRE) as the competent 

regulatory authority in September 2014. 

The new tariff methodology based on which all WSS utilities must prepare the tariff application 

has only been published in February 2015 (Official Monitor no. 33-38 Article No: 258).  

Local government remain the competent authority to approve the tariffs unless: 

1. Local councils have delegated the right of approval to ANRE; and/or 

2. Utilities operate under conditions defined in loan agreements with IFIs 

However, ANRE shall consider and endorse all tariff applications. If local councils approve tariff 

rates at a lower level than is endorsed by ANRE the municipality shall compensate for the 

difference. 

Apart from the tariff regulation, a number of additional regulations have been issued. These 

normative documents are required for completing the tariff applications because the tariff 

methodology refers to these (forthcoming) documents. 

The only regulatory document still to be published is the one defining the amount of losses that 

may be taken into consideration. These “eligible losses” affect the amount of eligible costs for 

electricity, chemicals and materials as well as the eligible water abstraction taxes. The public 

hearing on this should have been held on 10 June 2016. 

Only once the last document has been published complete tariff applications can be submitted 

and approved. This will end a period of almost two years without an effective mechanism for 

tariff increases. It is expected that a number of utilities will have 2015 tariffs approved towards 

the end of 2016, upon which they can immediately file for adjusting tariffs for 2016 and 2017 

according to the formulas laid out in the tariff methodology. 

Other developments of the economic regulatory system include the implementation of the 

regionalisation process as recommended in the National Water Supply and Sanitation Strategy. 

In practise, however, very little progress has been booked. The process depends on the voluntary 

cooperation of many stakeholders. Also the legal framework to facilitate it requires more 
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development. Furthermore, the carrot in the process, as has been there in Romania in the form of 

‘soft’ loans and cohesion fund financing is not present at this moment in Moldova. 

There is considerable progress in the development of a means tested social support system. 

Social payments made in this context are deemed also to cover WSS expenses. It will not be 

extended by special provisions for WSS-related social support, because it is deemed to be all 

inclusive. This system will not cover transitional specific WSS social measures. 

Finally, the ongoing implementation of the Protocol on Water Health is an area of progress. This 

will also lead to changes in the economic regulatory system.  

Most important to mention in this respect are the required changes in design and construction 

standards as laid out in the Building Code, referred to as SNIP. SNIP originates from Soviet 

times. The applicable design and construction standards in WSS lead to over-dimensioning and 

therefore unaffordable WSS projects through unnecessary investment and operating costs. They 

prevent implementation of international best practise with respect to urban and particularly rural 

water supply and they are at odds with more up to date EU standards. (WECF, 2014). Despite 

that these shortcomings have long been documented and that alternative standards have been 

offered, there has been no effective follow up until today. 

3.2 Main actors in the ERS, competences, activity and capacity 

Most of the stakeholders in the ERS have been interviewed by the project team in Q2 2016, and 

questionnaires have been handed out. Based on these and on prior research the main actors in the 

ERS were identified and their respective roles are described below. 

3.2.1 National Agency for Energy Regulation (ANRE) 

As of September 2014 ANRE has been designated as the competent economic regulator of WSS 

in Moldova. In interviews aiming at discussing the ERS ANRE took a formal, almost legalistic 

position. 

Leading scholars on economic regulation such as Sanford V. Berg (2013) and Rouse (2007) 

speak out for the regulator to take a more dialogue oriented approach. 

In interaction with utilities ANRE has been reported to work in a formal manner, without 

consideration for the actual capacities and situation of the utilities. To a large extent, ANREs 

self-adopted tariff methodology leaves the organisation no other choice. When asked about it 

ANRE refers to the Water and Sanitation Law 303 that leaves no room for an alternative 

methodology. 

As a minimum there could however be a much better coordination of the review and approval 

process, so that it is clear to everyone where s/he is in this process. Because there are utilities that 

will de facto not be able to fully comply the regulator eventually will have to turn a blind eye. 

But it is not clear where or when it will do so. This leaves the operator with the impression that 

ANRE can always demand new or more in depth information. The tariff methodology does not 

hold the regulatory agency to account in providing good governance in this respect. 



27 of 66 

The mandate of the independent economic regulator is itself a product of water sector reform. 

The existing Law that arranges for this mandate is under review. Until the amendments have 

been published the regulator appears to have no consideration for the actual business of the WSS 

utilities. It appears to have no view on the dynamics of water sector reform. This speaks clearly 

out of the tariff methodology but also from the approach of ANRE to utilities and other 

stakeholders. It comes across as isolated from the policy debate (dialogue), whereas best practise 

suggests the regulator should be a major participant in that ongoing debate. 

There is a perception that the independent economic regulator is in fact not entirely independent 

from politics. It is difficult to judge however whether: 

 The tariff methodology is applied too rigidly; 

 Whether the tariff methodology has been formulated too rigidly; or  

 Whether the Law 303 should indeed be adjusted before any of the problems observed 

can be addressed. 

A positive recent development is ANREs recent association with its Romanian counterpart 

ANSRC. With respect to WSS such an association should have taken place already before 

drafting the tariff methodology. 

3.2.2 Ministry of Environment (MoE) 

MoE is responsible for policy, planning and monitoring of various aspects of environment, 

including WSS. The responsibility for compliance with WSS related aspects of the Association 

Agreement rests with MoE. At the same time the Ministry is not a very powerful one and it is 

hard to keep environmental policies on the agenda. Underneath the Ministry operates the water 

agency Apele Moldovei as well as a number of Project Implementation Units (PIUs) and Project 

Monitoring Units (PMUs), environmental inspectorates and the National Ecological Fund (NEF).  

Despite the name, the NEF is really an environmental fund and not constrained to just the 

narrower environmental subject of ecology. The NEF has dedicated income from taxes on 

packaging material. It makes investment in WSS, irrigation and other environmental projects. 

Figure 3.1 presents data on revenues of, and allocations from, the fund, while Figure 3.2 presents 

data on allocations for WSS. 

The Fund has been criticised for the lack of coherence and transparency in decision-making. 

Recently, the fund become part of the central budget and is administrated based on the general 

rules of the central budget (Law 181 on Public Finance and Budgetary-Fiscal Accountability of 

July 25, 2014 published in Official Monitor nr.223-230/519 of August 08, 2014). This should 

improve the enforcement of existing management and procurement rules. 
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Figure 3.1: The National Ecological Fund of Moldova: revenues and allocations 

 
Source: National Ecological Fund, report on performance in 2010-2015 

Figure 3.2: National Ecological Fund spending on WSS 

 
Source: National Ecological Fund, report on performance in 2010-2015 

From the above figures one can see that allocations from NEF have been mostly for WSS 

projects. 
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Under the water agency Apele Moldovei, two design institutes operate as well as a dozen of bulk 

water supply providers responsible for irrigation and operation of a regional drinking water 

supply pipeline. Apele Moldovei is expected to play an important role in Integrated Water 

Resource Management. 

3.2.3 Ministry of Regional Development and Construction (MoRDC) 

MoRDC provides policy, planning and monitoring on various aspects of regional development. It 

is therefore involved in the regionalisation process of service provision. Furthermore, the 

National Fund for Regional Development (NFRD) operates under MoRDC. The NFRD also 

invests in the water sector, namely in regional projects. Investments in WSS by NFRD are 

smaller than the NEF makes. Regrettably, there is limited or no coordination of investment 

policy between the two institutions. 

Figure 3.3: Total capital expenditure under MoRDC, MDL mln 

 

Source: BOOST database, converted from MDL to EUR at year end exchange rate 

Investments in WSS by NFRD are smaller than the NEF makes (see Figures 3.3 and 3.4). The 

local public services modernisation project spends also on WSS expenditures, amongst a handful 

of other public services. Through its sub-agencies and inspectorates MoRDC is also responsible 

for the construction standards. See separate textbox below. 
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Figure 3.4: Capital expenditure under MoRDC, EUR mln 

 

Source: BOOST database, converted at year end MDL/EUR exchange rate 
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3.2.4 Ministry of Labour, Social Protection and Family (MoLS) 

The Ministry of Labour, Social Protection and Family mission aims to ensure eventually a decent 

standard of living for the population, peace and social security. It acts in the field of social 

insurance, social assistance for the elderly, people with special needs and for the social 

Box 3.1. Outdated design and construction standards 

In Moldova, design and construction of water supply and sanitation infrastructure is based on SNIP 

and GOST standards. The SNIP and GOST standards are uniform design and construction codes 

and regulations that were elaborated during Soviet times and applied in the entire Soviet Union. 

They last underwent review about 30 years ago. 

Currently, the following design standards are considered as the main guidance documents in WSS: 

 SNiP 2.04.01-85: Internal (in-door) water supply and sanitation systems; 

 SNiP 2.04.02-84: Water Supply. External (out-door) networks and facilities; 

 SNiP 2.04.03-85: Wastewater. External (out-door) networks and facilities. 

The present WSS design and construction standards are inadequate and cause unnecessary 

investment and operational costs for WSS infrastructure. On-going application of the SNIP and 

GOST standards without any revision leads to a situation that: 

1. Over-sized supply and sanitation infrastructure will be engineered, approved and 

implemented as the required capacity is based on SNIP consumption norms which define a 

total water demand of up to 600 lcd for urban areas and 150 lcd for rural areas, while 

current average consumption in Moldova is only 111 lcd in urban areas. Additionally, the 

norms require a high level of supply contingency (e.g. duplication of main pipelines and 

high storage capacity, high requirements for available flow for firefighting). These 

instructions result in oversized, often poorly performing and overly expensive systems in 

terms of both capital and operating costs; 

2. Internationally accepted best practices and state-of-the-art technologies cannot be 

implemented in Moldova as permitting institutions are referring solely to the requirements 

of the SNIP and GOST standards. 

3. There are no adequate standards for small-scale rural WSS systems. The existing codes 

give common provisions for both urban and rural areas, resulting in massive over-sizing of 

small-scale systems due to high fire-fighting flow demands and storage requirements. 

Moreover, modern treatment technologies are not covered by the existing norms, creating 

an obstacle in country-wide implementation of such technologies (e.g. constructed 

wetlands, Ecosan toilets etc.). 

Adapted from: GIZ (2014) 

P.S. Two years after this publication the standards yet remain to be updated. For comparison, 

Ukraine has meanwhile made progress in deregulation, updating and simplifying norms and 

standards. 
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protection of family and children’s rights As such it has a natural interest in securing access to 

and affordability of WSS. As mentioned the Ministry seeks to fulfil this mission rather through 

general income assistance and not through specific WSS related assistance. OECD (2003) 

actually calls for such specific assistance when tariffs increase sharply. The Ministry is not 

against WSS related social measures per se, provided they are financed from other sources, such 

as cross-subsidies from other consumers or other budgetary sources. The Ministry has indicated 

it would not free up resources for specific WSS related social measures. Nevertheless, MoLS can 

be a vital resource for designing targeted social measures in WSS. 

3.2.5 Ministry of Finance (MoF) 

MoF is responsible for the allocation of national budgets and its administration. One would 

normally add here also its coordination. MoF sees its role however as strictly administrative. In 

the interest of overall budget balance, it seeks to limit any expenditure.  

MoF sees only a limited role for itself in streamlining expenditure or supporting WSS cost 

recovery from tariffs. It is against any further centralisation of finance, for instance for the 

purpose of social measures in WSS. 

3.2.6 Local Public Authority Level I (LPA I, lowest - settlement, municipal - level) 

The provision of WSS is a responsibility of the lowest level of government (LPA I). Most WSS 

infrastructure is owned by LPA I. LPA I is the competent authority to approve tariffs based on 

the methodology of ANRE. LPA I is also responsible for the provision of WSS services in its 

territory. They are united in the Association of Municipalities (CALM). On behalf of its 

members CALM speaks out for regionalisation of service, but on the basis of autonomous 

decisions of LPAs. 

LPAs have to balance the interest of consumers (quality service at low tariffs) with those of long 

term sustainable water provision (protecting resources, investment and cost recovery). As the 

owner of the infrastructure it has a third role to play. With the establishment of the independent 

regulator the room for manoeuvre in the area of tariff setting has been reduced. LPAs remain the 

competent authority, but registered operators have to submit the tariff application to LPA I in 

accordance with the tariff methodology. Furthermore, if LPAs approve tariffs that deviate from 

the tariff calculation based on the methodology it will have to compensate the operator. 

Only around 40 operators have been registered with ANRE. These are the incorporated urban 

operators. The remaining operators continue to work outside the control of ANRE. According to 

World Bank (2013) that represents supply to approximately 58% of the population. It can be 

expected that in the course of the regionalisation process the role of LPAs in the management of 

utilities will reduce. For the moment however, in rural water supply LPA is often, de facto 

regulator, the owner and operator of the infrastructure. 

3.2.7 Local Public Authority Level II (LPA II, rayon level)) 

Rayons (LPA II) coordinate the development of WSS sector and in the case of Gagauzia, the 

Rayon owns the WSS infrastructure in selected localities. 
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3.2.8 Consumer organisations, NGOs, WUCs 

A number of organisations advocate better policies and performance in the water sector. 

Amongst others these are: 

1. Associations of Water Consumers, who themselves often operate small water systems; 

2. Water Users Committees (WUCs), such as being created in Chisinau; 

3. Pro poor water and environmental advocacy groups such as SEAM (www.seam.md) 

Their leverage over authorities is limited and their interest is sometimes against tariff increases. 

Experience in Western Europe shows they may however develop as a powerful instrument for 

performance improvement. They can contribute to water governance. 

3.2.9 IFIs, donor community and other international organisations 

Also international organisations and institutions such as IFIs and EU can be perceived as part of 

a broadly defined ERS actors. Since they co-fund capital expenditure and other development in 

the sector they can influence. Though they do not exercise this influence de jure, but they may 

do so de facto. In Moldova their role in (shaping) the ERS has so far been limited. 

APC (2015) reported one year ago to the NPD that the WSS Commission, based on GoM decree 

#92 dated December 23, 2009 was in need for revitalisation. Platforms, task forces or working 

groups can be a permanent instrument for cooperation, coordination and accountability between 

water authorities. It is of particular importance for the Moldovan water sector. The NPD is also 

such a platform but it is not meeting as regularly as the WSS Commission could. 

3.2.10 WSS Operators 

Finally, there are the so-called Apa Canals (municipal water utilities) that manage and operate 

local or regional WSS facilities. They are rather the subject of the ERS. However, to the extent 

that they lead their own development, operators shall also be mentioned. Case studies show that 

strong, visionary and autonomous managing directors of water operators have sparked off the 

reform process in some countries (SECO, forthcoming)  

There are several legal forms in which WSS operators may be organized such as water users 

associations, municipal enterprises, joint-stock companies or even as private operators. There are 

40 incorporated operators who operate in cities. WSS Operators are united in the Association of 

Moldovan Water and Wastewater Service Providers (AMAC).  

http://www.seam.md/
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3.3 Tariff methodology and its application 

The tariff methodology is a key part of economic regulation and therefore of the ERS. The main 

purpose of independent economic regulation of WSS in Moldova is (should be) facilitating 

utilities entering into a sustainable development path. Without this sustainable development the 

value of protecting customers might be very low if there is no  water supply! Failing to facilitate 

that development path erodes the whole case for independent economic regulation. 

Unfortunately, that is what often happens. 

The tariff methodology developed by ANRE is based on its mandate under Law 303 on Water 

Supply and Sanitation. ANRE is a multi-sector regulator, responsible also for gas, electricity, 

district heating, technological and bulk water. Of the 34 countries surveyed 23 have a multi 

sector regulator (OECD, 2015, 35). That should not mean however that WSS are to be regulated 

in the same manner as other utility sectors.   

The main remarks to the methodology and its application are presented below. At the time of 

writing this report amendments to the Law 303 on WSS were proposed that would require 

significant adjustments to the tariff methodology. These proposed amendments could not be fully 

reviewed before the submission of this report. 

3.3.1 Regulation should take into account specificity of transition country 

WSS in Moldova is not a mature industry. However, the tariff regulation as it stands now lacks 

any consideration for the performance improvement process that utilities are going through or 

should start to go through and timing needed to achieve improvements. The methodology works 

under the implicit assumption that efficiency can be achieved literally overnight. Harmonisation 

of tariffs for legal entities and household clients may also be achieved… overnight. Staff levels 

may be optimised … overnight. NRW shall be according to the norms... overnight. 

The regulation in the way it has been set up is not adequate for the situation operators are in. It is 

based on the concept of utility management as a mechanical clockwork type operation with 

minimal variation, whereas in fact the opposite is true. Therefore, as in for instance Albania and 

Kosovo, the key document for the regulator is/should be the operator’s business plan, 

supplemented by its investment plan. The business plan shall show and justify the performance 

improvement that can realistically be achieved. The remaining costs are then a necessary and 

partially a transitional cost. These are to be financed by either of the three Ts (tariffs, taxes or 

transfers). One cannot expect a utility to perform much better than its approved business plan 

assumes. 

3.3.2 Cash flow constraint 

Even if a more gradual performance improvement schedule could be built into the eligible costs 

calculation a major problem remains with the existing methodology (see text box 3.2 for various 

terms). 

Depreciation of non-donated assets over their life-time is an eligible cost. However, if assets 

have been financed under a loan the payback period is typically much shorter than the life of the 

assets. This leads to a liquidity problem for the utilities. Furthermore, the loan covenant typically 
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requires EBITDA to be well in excess of just the debt service. Such covenants cannot be met. 

The return on capital that is allowed on assets does not provide enough revenue for that. 

Source: Author’s elaboration and OECD publications 

3.3.3 Social aspects 

In case the affordability of service for the population is at stake tariffs needs adjustment. OECD 

(2003) considers the rule of thumb to limit average total water bill to 4% of average household 

expenditure. As in Moldova water is valued high and the willingness to pay for quality water is 

high, the limit could be established at 4-5%. However, the figure below from the WSS strategy 

shows that adhering to this rule of thumb would not help much to increase user charge revenues 

as most households already pay for WSS over and above that limit (see Figure 3.5). 

  

Box 3.2. Definitions in economic regulation of WSS 

Affordability: Affordability is the capacity of a particular household group to cover the total 

WSS expense (including VAT, taxes and any additional charges). It is often expressed as a 

percentage of household income or expenditure. In Moldova where both the informal 

economy and foreign remittances are substantial affordability is best estimated on the basis of 

household expenditure. Affordability is widely considered at stake if 5% of the average 

household expenditure is used to pay WSS bills. This implies over 50% of the population 

actually pays more than 5% of expenditure. Often the word affordability is used also for the 

actual percentage that is spent on WSS. 

Eligible costs: Those parts of the overall costs that an operator incurs that the regulator 

deems needed for providing the regulated service. 

RAB: The Regulatory Asset Base is formed by those assets of the operator that are deemed 

necessary for providing the regulated service. A higher amount of RAB assets provide for a 

higher eligible depreciation expense and thus higher eligible costs. 

RIA: The (ex ante) Regulatory Impact Assessment is a systematic process of identification 

and quantification of important benefits and costs likely to flow from the adoption of a 

proposed regulation under consideration. 

WACC: The Weighted Average Cost of Capital is a calculation of the operators cost of 

capital in which each category of capital is proportionately weighted. All long term capital 

associated with the regulated service are included. WACC rises with the so called Beta factor, 

measuring the risk of equity capital. Estimating Beta in illiquid companies is more difficult 

than it is for those listed on the stock exchange. A higher regulated WACC implies a higher 

cost of capital (of the RAB) and therefore a higher tariff. 

Source: OECD (2015) and author’s own elaboration 
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Figure 3.5: Affordability assessment for Moldova’s urban, rural and entire population 

 

Source: National WSS strategy of Moldova 

Apart from a general affordability ceiling there is a need for social measures targeted at the poor 

and vulnerable part of the population. 

Unlike other regulatory agencies ANRE does not provide any direction on how to deal with the 

social dimension of WSS. This is because Law 303 at this moment does not permit it. The 

national WSS strategy states however that ‘the regulator should be responsible to ensure a 

reasonable balance between the need for renovation and quality of services and affordability 

constraints of certain tranches of population’. 

In reality the word social or affordable does not occur in the tariff methodology. The position of 

ANRE in this respect is that social measures are a matter of social policy at the national or local 

level. The report on domestic financial support mechanisms (2015) and OECD (2016) argue that 

when tariffs are rising drastically at least temporary solidarity measures are required within the 

sector. These measures may be related to supply, demand, income or tariff. When policymakers 

opt for tariff related measures there is a need for ANRE to: 

1. Set affordability ceilings 

2. Rule on tariff structures or other measures such as vouchers and rebates 

Non-tariff related measures could be implemented by other parts of the ERS such as measures to 

improve water supply and access for the poor or income support measures. 

Moldova is by far the poorest country in Europe. The 2015 Human Development Index shows a 

107
th

 place of the country. OECD (2016) and GIZ (2014) have alerted to the need for a genuine 

affordability constraint at 4% of household expenditure and the need for the regulator to act also 

in this respect. 
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Table 3.1: GDP per capita in Moldova and selected CEE countries  

 
Source: World Bank, obtained through Google Public Data 

3.3.4 Tariff structure and cross subsidies 

The regulation assumes a single volumetric tariff that is the same for households and legal 

entities alike. Generally, this is positive and in agreement with the polluter pays and beneficiary 

pays principles. However, as the differential between household and legal entities tariff is 

sometimes very large, one would want to have a transition period over which the cross subsidy 

could be phased out. The application of a single volumetric tariff follows the practise in all but 

two utilities in Moldova and most EECCA countries. As APC (2015) argues that distributional 

effects of Increasing Block Tariffs (IBTs) are questionable. As a minimum they require social 

research into setting the right brackets and relative tariffs. They make revenue planning 

complicated and expose the utility to disproportional reduction in revenue if demand goes down. 

Therefore, it is better to focus on other measures than IBTs. A two-part tariff structure as applied 

in Germany and the Netherland is neither advised. It would have a sizeable fixed component and 

a single volumetric component on top of it. In the absence of further social measures that will 

have a regressive effects compared to the single volumetric tariff structure. The two-part tariff 

structure does bring the revenue structure more in line with the cost structure of utilities, who 

have large fixed costs. Some regulators allow limited fixed elements in the tariff structure, 

namely those related to customer services such as metering, billing and meter maintenance. 

3.3.5 Preparation and application of the methodology 

Leaving aside the above shortcomings tariff regulation still has taken a long time to be 

completed and still does not provide necessary guidance such as on the capitalisation of material 

costs or the calculation of eligible interest on working capital. Regulation takes time to develop 

but this should not refrain the regulator from issuing provisional or temporary consent to tariff 

increases. In most utilities tariffs have therefore stayed frozen for the past two years. 
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In the public hearings preceding the adoption of the methodology only Apa Canal Chisinau has 

made substantial comments. 

Provided they had been worked out consistently, the eligible costs, RAB and WACC concepts 

underlying the ANRE tariff methodology could lead to an indicative starting point for tariff 

setting. A softer application of the methodology could still have allowed for an affordability and 

cash flow check. Using its discretion as an independent economic regulator, ANRE could still 

have implemented necessary transition paths, allowing for performance to improve, affordability 

to go up and loans to be repaid. 

Regulation may not be enforceable from the first day, because utilities need time to comply and 

regulators need time to work out and test the details. It is in the independent judgement of these 

and in the mapping out of a viable tariff and corporate transition path that a regulator is actually 

carrying out… regulation. In the context of a transition country this regulation means necessarily 

also capacity building. Technical assistance programmes to regulatory agencies in South Eastern 

Europe show that training of staff is important so that the independent regulator can train the 

operators to comply.  

That approach to regulation however requires an appropriate sector structure. Without doubt the 

present sector with already 40 incorporated entities is too large a number to effectively regulate. 

The remaining, unincorporated water works did not file for a license and ANRE is not pursuing 

them to do so.  

To appropriately regulate with the present and foreseen capacity one should rather have a 

handful of operators. This requires that ANRE supports the regionalisation strategy, in the 

interest of proper regulation. The Water and Waste Water strategy provides this as a 

recommendation to the regulator.  

To optimise the use of its resources an economic regulator may focus on bigger and regionalised 

utilities and allow the others to work under a heavily simplified regime. If, as in Romania, non 

regionalised operators are ineligible for funding capital expenditure projects from public funds, 

then regionalisation will proceed much more quickly. 

 

3.4 Funding Gap 

One of the demands on the ERS formulated in section 2.3 was that it should facilitate external 

finance to bridge the funding gap. How big is this funding gap? 

3.4.1 Tariffs, taxes and transfers 

The ultimate sources of funding for WSS operating and capital expenditure includes only the 3Ts 

of: 

i. User charge revenues (Tariffs)  

In the case of Moldova this represents an annual revenue stream of approximately EUR 40 mln 
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ii. Government subsidies (Taxes), 

Excluding donor assistance that is channeled through the central budget this amounts to 

approximately EUR 18 mln, mainly through the National Fund for Regional Development and 

the National Ecological Fund. More detailed sources of budgetaty funding can be found in the 

Boost database http://mf.gov.md/actdoc/BOOST and through the NEF reports available on the 

MoE website http://mediu.gov.md/index.php/strategia/79-categorii-in-romana/despre-

minister/institutii-subordonate/72-fondul-ecologic-national  

iii. External assistance (Transfers),  

Partly this is carried out through government and partly these are transferred directly from 

development aid organisations. The Water and Waste Water Strategy counts on about 20m Euro 

per year. 

The total sources of funding mentioned above lead to 78m Euro per year in constant prices, 

without any tariff increases beyond inflation compensation and assuming no operating subsidies. 

Converting operating subsidies to capital investment may bring this amount to 84m Euro, 

assuming government spending on capital expenditure in WSS at 1.2% of total national 

government expenditure budget,  in accordance with the WSS strategy. 

3.4.2 Indicative opex and capex required until 2030 and funding gap 

The GDP of Moldova is around EUR 7,000 mln. The national public budget is around EUR 

2,000 mln. 

WSS tariffs (plus operating subsidies) subsidies cover mostly operating expenditure and the 

sector breaks even on that. A continued annual flow of EUR 45 mln per year may be sufficient 

to cover operations as they are. This means that the investment cost, their repurcussions on 

operating expenditure plus recurrent capital expenditure are still to be funded from transfer and 

taxes of which EUR 44 mln is available each year. Is that sufficient? 

The compliance costs of EU Directives have been estimated by OECD in 2008 to be at least 

EUR 1,850 mln, that is almost the size of the annual budget of GoM. 

Using the non-EU average of the Danube program required investment per captia as reference 

(EUR 15 mln) for a period of 20 years the figure would be around EUR 1,000 mln. 

Using a more detailed study for Macedonia’s compliance costs and correcting for population 

differences one arrives at a figure of EUR 1,050 mln. 

The OECD estimate from 2008 may therefore have been at the high end. However the current 

WSS strategy calculates with just EUR 705 mln, out of which EUR 194 mln is to be spent before 

2019. This implies and annual excpence of EUR 39 mln. One should add to that at least an 

annual EUR 20 mln in recurrent capital expenditure and increased operating costs which leads to 

EUR 59 mln to be funded. 

This EUR 59 mln is EUR 15 mln more than the available EUR 44m. 

http://mf.gov.md/actdoc/BOOST
http://mediu.gov.md/index.php/strategia/79-categorii-in-romana/despre-minister/institutii-subordonate/72-fondul-ecologic-national
http://mediu.gov.md/index.php/strategia/79-categorii-in-romana/despre-minister/institutii-subordonate/72-fondul-ecologic-national
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The annual funding gap 15m EUR untill 2019; after that  it will grow to EUR 21 mln thereafter 

due to increased investment (see Figure 3.6). 

This funding gap is not systematically monitored, let alone addressed. As a minimum the MoF 

would have a multiyear perspective on phasing out operating subsidies in favour of capital 

expenditure.  

For the MoE the funding gap implies a gap in its entire sector strategy. Before strategies can be 

developed to close or bridge the gap the ERS shall first monitor it. The above calculations are 

only a rough approximation. 

Figure 3.6: Assessing the funding gap in WSS in Moldova 

 

3.4.3 Closing or bridging the gap 

Closing the gap implies that tariffs, transfers or taxes increase by EUR 15 mln per year on a 

structural basis. Taxes are unlikely to cover the gap as they are already forecasted at an increased 

level of 1.2% of government budget while the overall economic and fiscal situation is difficul 

(budget deficit). Donor funding is unlikely to go up due to capacity constraints on the recipient 

side. Tariffs may therefore be the main available source to fund the gap. It implies on average a 

38% tariff increase from the basis of EUR 40 mln per year in user charges revenues obtained 
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currently. Even such a large tariff increase, if at all feasible under the current methodology, does 

not allow capital expenditure. Loans are needed to finance the investment. Increased tariffs allow 

for paying back loans. Three challenges arise here: 

1. External, market based finance to bridge this gap will be difficult to obtain given the poor 

creditworthiness  of Moldova, budget deficit for 2015 of 2.2% of GDP (with no sign of 

improvement in Q1 2016) and past experience. Due to delays in the tariff application and 

approval, under the first tranche of the EBRD&EIB loan the disbursement to Apa Canal 

Chisinau has yet to take place. This signals risk to lenders with respect to regulation and 

absorption capacity. 

2. Section 3.3.2 already mentioned that the tariff methodology fails to considere the cash 

flow implications of loan financing. Utilities that are able to obtain external finance 

would be unable to apply tariffs so that debt service obligations and loan covenant ratios 

can be met. Without this adjustment in the methodology external finance to the sector 

will dry up. 

3. Considering the affordability constraints signalled in the WSS strategy social measures to 

mitigate the impact of tariff increases to the poor must be developed without delay. One 

cannot rely on local government or the Ministry of Social Affairs to pick up this burden. 

Transitory social measerues must be developed within, and carried out through, the WSS 

sector itself. 

That means the social measures and affordability criteria must be firmly in place before such an 

increase can be considered. A report has been published on this subject over one year ago. 

Follow up on the recommendations is becoming urgent. 

3.5 ERS evaluation 

Moldova’s internally and externally agreed policy objectives put strong but legitimate demands 

on its ERS for WSS. The confrontation of these demands with the reality of the existing ERS is 

striking. 

1. Performance monitoring and incentives for improvement are lacking. The tariff 

regulation requires an initial monitoring of the base costs, after which, with the 

exception of electricity all tariff adjustment is fixed by parameters unrelated to 

performance. Incentives are therefore either meaningless or grossly unfair. Inter alia, 

the ERS does not provide incentives for optimising the capacity of WSS systems 

where they are presently highly over-sized. 

2. Regionalisation is not moving ahead in the absence of leadership to push through the 

required changes in the legal framework, as well as the lack of preparedness of some 

LPA I and the lack of legal enforcement of agreements made by them. 

3. Regulation is designed on the basis of norms and considering only one business 

model: efficient, single purpose, non-regionalised water utility (apacanal) owned by 

municipality. 
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4. The ERS does not look, nor create incentives for optimised business models in terms 

of vertical integration, outsourcing or regionalisation. It would scare away private 

sector participation. and outsourcing services. 

5. Tariffs may not even cover operation, let alone funding of expanded services such as 

WWT, let alone a rate stabilisation fund (it is often applied to avoid drastic tariff 

increases, e.g. in the US). 

6. The ERS provides no mechanisms for protection of poor and vulnerable citizens, 

other than that local government or the Ministry of Social Affairs is welcome to step 

in. 

7. There is no established affordability threshold for the population at large below 

which tariffs may gradually rise. 

8. There is no monitoring of the funding gap that may erode the WSS strategy 

9. If the funding gap could be bridges, there is no allowance in the tariff methodology to 

meet debt service coverage ratios or other loan covenant requirements. 

10. Outdated design and construction standards prevent achieving the SDGs in an 

economic, cost-effective manner. 

11. There are no plans to expand economic instruments for environmental policy, for 

instance to the construction of WWTPs. 

12. The governance of the regulator itself shows shortcomings (see next chapter). 

However, blaming for these discrepancies just the Regulator would not be fair; as building a 

sound ERS is the responsibility of the government at large. 

OECD (2014, 22) illustrates good regulation as fitting pieces of a puzzle: 

Figure 3.7. Necessary elements of better regulatory outcomes 

 
Source: OECD (2014) 
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In the case of Moldova none of the pieces is yet particularly well developed, let alone that it fits 

to the other elements. The ERS appears fragmented. Individual components of the system are in 

place but the overall result can hardly be classified as a system let alone a well-working one. 

Individual Ministries and Agencies operate isolated within strictly defined ‘territories’. There is 

no single actor responsible for coordination or oversight. The body that could play this role, 

namely the WSS Commission, has been inactive over the last years. 

The Economic Regulator for WSS appears drawing on legal competences, more than on 

authority and sector experience. No TA program or strong connection to international water 

regulatory practise is in place. The regulator itself may not be governed according to best 

practise (see section 4.1). 

Amendments to Law 303 are being discussed at the time of writing this report. It remains 

important to evaluate exactly to which extent the criticisms mentioned in this chapter are 

addressed by the amendments. 

The present situation does not look very bright. However, it remains well possible to get the 

rules, processes, capacities, frameworks and institutions right. The next chapter looks at best 

practise that potentially may be applied in Moldova and is consistent with the Association 

Agreement. 
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Chapter 4. Best practice and country experience  

This chapter looks at what can be learned from other countries in developing economic 

regulatory systems to accommodate policy objectives. 

4.1 Best practice 

A first principle in good governance of WSS is the separation of policy, regulation and service 

provision (Rouse, 2007). This separation is never completely finished or without controversy. 

Regulators shall be willing to engage in discussion and coordinate what belongs to each of the 

three categories. 

Standards in regulation are emerging. OECD (2015) has identified seven principles for 

regulation 

Table 4.1. Seven OECD principles for water regulation 

 

Source: OECD (2015), The governance of water regulators 

Similarly, standards for the governance of regulators have been developed, with remarkable 

resemblance to the principles of regulation. 
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Table 4.2. Seven principle for the governance of regulators 

 

Source: OECD (2015), The Governance of Regulators 

Considering economic regulator and regulatory practise described in chapter 3 and the above two 

lists one can imagine there is scope for enhancing both the regulation and the governance of the 

regulator. 

Some of the above sets of principles hint also at the need to accept iteration, learning, 

stakeholder consultation (feedback, dialogue) as a key element of best practise. The economic 

regulatory system is not a turnkey project and never finished! 

Regulation is part of the entire sector governance (Rouse 2007). Furthermore, good governance 

of the regulators is vital for good regulation and in this way for service delivery. Distinctions 

between regulation and policy are not always clear and do require periodic calibration. 

On the next page one will find a number of regulatory tasks and functions. It is not immediately 

obvious in the Moldovan context which task belongs where. It is more important to recognise the 

importance that these functions are carried at all. 

Sanford v Berg (2013) makes observations on the relations and interactions between regulator, 

service provider and policy maker. He explains that in order to regulate one needs a sector that 

can be regulated. The right interactions are critical to successful development of the economic 

regulatory system: 

“The problem boils down to getting a broader set of institutions to support regulatory and 

managerial actions that promote good sector performance. This means getting the governance 

structures right (rules of the game) and the substantive actions right (play of the game).” 

Best practise in economic regulatory systems does not provide for practises that may simply be 

copied. It requires most of all transparency, dialogue, patience and a professional solution 

oriented attitude. For more practical experience one can still look at country cases. 
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Table 4.3. Typical functions and task for economic regulation 

 

Source: Trémolet and Hunt (2006) 
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4.2 Country experience 

There is a long list of countries with experience that is potentially applicable. Reference is made 

also to the 2015 report that considered experience in Armenia, Romania, France and Ukraine. 

The country experience described below should be seen as a useful addition. 

1. Chile is a middle income country with a highly advanced regulatory system; 

2. Flanders is known for its advanced system of tariff related social measures; 

3. The Netherlands has regionalised water supply in the mid-1970ies, it is known for its 

multi stakeholder approaches and has a special WSS social instrument 

4. Kazakhstan is a former Soviet Union country that has embarked on a comprehensive 

regulatory reform process. 

As illustrated in the figure below the countries are in many respect different from Moldova. 

Whilst drawing on lessons learned this should always be kept in mind. 

Figure 4.1. GNI and HDI scatter diagram and position of reference countries 

 

Source: Google public data 
http://www.google.com/publicdata/explore?ds=ife8n327iup1s_&ctype=b&strail=false&bcs=d&nselm=s&met_y=indicator_103706&scale_y=lin

&ind_y=false&met_x=indicator_137506&scale_x=lin&ind_x=false&ifdim=country&ind=false&icfg#!ctype=b&strail=false&bcs=d&nselm=s&

met_y=indicator_137506&scale_y=lin&ind_y=false&met_x=indicator_141706&scale_x=log&ind_x=false&idim=country:4003:1903:10303:134

03:14503&ifdim=country&pit=1403128800000&hl=en_US&dl=en_US&ind=false 

  

http://www.google.com/publicdata/explore?ds=ife8n327iup1s_&ctype=b&strail=false&bcs=d&nselm=s&met_y=indicator_103706&scale_y=lin&ind_y=false&met_x=indicator_137506&scale_x=lin&ind_x=false&ifdim=country&ind=false&icfg#!ctype=b&strail=false&bcs=d&nselm=s&met_y=indicator_137506&scale_y=lin&ind_y=false&met_x=indicator_141706&scale_x=log&ind_x=false&idim=country:4003:1903:10303:13403:14503&ifdim=country&pit=1403128800000&hl=en_US&dl=en_US&ind=false
http://www.google.com/publicdata/explore?ds=ife8n327iup1s_&ctype=b&strail=false&bcs=d&nselm=s&met_y=indicator_103706&scale_y=lin&ind_y=false&met_x=indicator_137506&scale_x=lin&ind_x=false&ifdim=country&ind=false&icfg#!ctype=b&strail=false&bcs=d&nselm=s&met_y=indicator_137506&scale_y=lin&ind_y=false&met_x=indicator_141706&scale_x=log&ind_x=false&idim=country:4003:1903:10303:13403:14503&ifdim=country&pit=1403128800000&hl=en_US&dl=en_US&ind=false
http://www.google.com/publicdata/explore?ds=ife8n327iup1s_&ctype=b&strail=false&bcs=d&nselm=s&met_y=indicator_103706&scale_y=lin&ind_y=false&met_x=indicator_137506&scale_x=lin&ind_x=false&ifdim=country&ind=false&icfg#!ctype=b&strail=false&bcs=d&nselm=s&met_y=indicator_137506&scale_y=lin&ind_y=false&met_x=indicator_141706&scale_x=log&ind_x=false&idim=country:4003:1903:10303:13403:14503&ifdim=country&pit=1403128800000&hl=en_US&dl=en_US&ind=false
http://www.google.com/publicdata/explore?ds=ife8n327iup1s_&ctype=b&strail=false&bcs=d&nselm=s&met_y=indicator_103706&scale_y=lin&ind_y=false&met_x=indicator_137506&scale_x=lin&ind_x=false&ifdim=country&ind=false&icfg#!ctype=b&strail=false&bcs=d&nselm=s&met_y=indicator_137506&scale_y=lin&ind_y=false&met_x=indicator_141706&scale_x=log&ind_x=false&idim=country:4003:1903:10303:13403:14503&ifdim=country&pit=1403128800000&hl=en_US&dl=en_US&ind=false
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4.2.1 Chile 

Chili is well regarded nowadays both for its water sector performance as well as its good social 

services. Water sector reform started in the 1970s. Regionalisation and gradual tariff increases 

took place. The crown on the work was the establishment of an independent economic regulator 

Superintendencia de Services Sanitarors (SSIS) and four principles of tariff setting: non-

discrimination, cost recovery, economic efficiency and encouraging conservation. The small 

SSIS developed a model company with which the 14 utilities could be compared. When setting 

the tariffs, the future efficiency improvement measures of the utilities were factored in. Under 

SSIS leakage levels and cost recovery improved. Still investment remained too small whereas 

SSIS had too little powers to have leverage over some of the larger inefficient utilities. These 

were resolved by: 

 granting SSIS more power and independence, including funding through a levy on water 

utilities; 

 Attracting finance for infrastructure through equity sales, concession contracts and 

involving the private sector, raising USD 1 bn, that was subsequently wholly invested in 

infrastructure. 

Amongst its main activities SSIS monitors both performance of the sector as well performance of 

the concession contracts. 

Also in social terms Chiles is a success story. No access to water is more expensive than access 

at cost recovery tariff levels. Social measures have concentrated on funding extension or 

financing the costs of increased access, half of which went to the poor. 

All consumers are billed the same full rate for metered amount of water consumed. Means tested 

poor customers however can bring bills to the municipality. The municipality pays part of the 

bill, provided that the other part is paid by the beneficiary. Municipalities cover in this way on 

average 6% of turnover of water utilities. 

There can be little debate about the success of Chile in water sector reform. The question is 

however to which extent it is replicable. Chile has a long tradition of effective administration and 

an acceptance of a contractual approach in public sector management. Based on these it has been 

able to provide targeted support to the poor and raise capital, mostly for waste water treatment 

investment. The case of Chile illustrates that economic regulation needs periodic recalibration 

with the policy targets which is the task for the government at large. 

Even in a highly advanced regulatory framework the regulator must fight its corner. The social 

system provides for local autonomy (autonomy of local actors) with respect to the extent of 

support, but not with respect to defining the poor or how to support them. At the same time 

capital expenditure has ensured almost universal access to water supply. With half the new 

connections going to the poor between 1987 and 1995 this capital expenditure can be seen as 

most important part of the social protection measures package. 

Source: Rousse (2007) 
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4.2.2 Flanders  

The Flanders region of Belgium has perhaps the most advanced and in the eyes of many ideal 

system of (social) water tariffing. First of all, there is only a small fixed fee, that is linked to 

costs related to customers such as metering and billing. Overall it is less than 10% of the bill. 

The volumetric part of the bill is charged either as ‘normal’ or as ‘social’. The normal tariff 

structure is a straightforward IBT, but instead of fixed brackets they are determined based on the 

household size. In this way larger households pay a similar price per cubic metre as small 

households, provided they are in the same tariff group and provided they have a similar per 

capita consumption. 

The social tariff is zero for the first 15 m
3
 per person per year or 41 lcd. Above that the social 

tariff is lower than the normal tariff. The figure below illustrates the concept.  

The built in cross subsidisation between smaller and larger units of consumption ensure that for 

rich and poor alike the marginal price of water is the most expensive. In this way there is an 

incentive to reduce consumption. 

Figure 4.2. Flanders type dual IBT concept 

 

Source: Smets (2012) 
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Intuitively the concept is appealing as providing for the poor, providing for environmental 

incentives at the margin and maintain cost recovery. 

The maintenance of the dual block tariff system however puts an administrative burden on the 

utilities, who have to maintain the records on inhabitants per household and the IT systems to 

charge appropriately. Expenditure for WSS is in the order of 1-2% of household income. It is 

difficult to assess how effective the system is to maintain affordability for the poor. Obviously 

the per capita delineation of the tariff brackets addresses the most pressing argument against 

IBTs. But little is known on how well the brackets and tariffs perform in maintaining 

affordability that otherwise would not have exist. Adjusting the brackets in the light of 

proceeding insight or recent information and poverty statistics will obviously hurt consumers 

who have otherwise no difficulty paying the bill. 

Flanders illustrates an advanced social system carried out through the tariff. The Regulator 

therefore has a strong influence on the social policy.  It is unclear whether the ‘value’ of 

increased affordability of services is realized for the ‘money’ of an increased administrative 

burden. The redistribution from measures related to the tariff structure cannot go beyond the 

service area. 

For Moldova it should be kept in mind that the difference between rich and poor is larger 

between (current) service areas than within each service area. To achieve better affordability for 

some most municipalities would have to redistribute substantially. Other, richer municipalities 

would barely need to redistribute in order to achieve basic affordability of services for the poor. 

IBTs, no matter how they are set, remain an inflexible and broad way to achieve better 

affordability. Many people benefit and many people contribute. Forecasting revenues and cost 

recovery tariffs becomes harder for utilities and regulators. An advanced IBT system puts 

another sizeable administrative burden on the billing systems of utilities. 

These all place question marks by how effective IBTs and dual tariffing is for Flanders or could 

be for Moldova. 

4.2.3 Netherlands 

In the mid-1970s the Netherlands considered that its municipal water works lacked economies of 

scale and scope to remain the efficient form of service provision in the future. The 1975 Water 

Law kicked off a regionalization process that has resulted in presently ten suppliers of drinking 

water. They are incorporated public entities that are 100% owned by municipalities and 

provinces. 

Waste water reticulation has remained a municipal responsibility. It is financed through a 

separate municipal tax. 

Responsibility for waste water treatment and water management rests with the democratically 

elected water boards. Water boards are legal persons, the first one of which was established in 

1255. Presently there are 23 water boards. They operate on a regional scale. 
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Historically the rationale behind regionalisation has been the need for efficient operations. 

Regionalisation however has supported affordability for the less densely populated areas. The 

table below illustrates this: 

Table 4.4. Relationship between size of agglomeration and unit costs of WWT 

 

Source: OECD (2013), citing Kommunalkredit Public Consulting GmbH 

If all agglomerations up to 1000 population equivalent (PE) would be charging on the basis of 

cost recovery, then tariffs in the rural areas would have to be triple of those in large urban 

conglomerations. Rural income is smaller. Regionalisation of operations and harmonization of 

tariffs across the expanded service can help share this burden. High income low WSS unit cost 

consumers cross subsidise through the harmonized tariff the lower income high WSS costs rural 

population. 

The municipalities collect: 

1. The waste water reticulation charge to cover municipal sewerage costs 

The charge can be based on drinking water consumed, property value or the number of 

inhabitants. 

2. The waste water treatment charges and pollution charges on behalf of the water boards 

The charge is related to the number of persons in the household. Above three the charge 

stays the same as for three-person household. 

3. The water system charge, also on behalf of the water boards, for water resource 

management. It is charged on the main owner occupant of the house or apartment. 

As one can see from the above these charges mostly provide a fixed component to the WSS 

related expenditure and may be seen as regressive.  

Municipalities in the Netherlands provide for a WSS related social measure through the partial or 

full exemption of their poorer citizens. As a consequence, the incentives to save water 

consumption remain mostly intact. The benefits of the exemption fall entirely on low income 

groups. 
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The Dutch system of WSS provision is complex and appears fragmented. Because of the long 

tradition and a strong culture of coordination amongst authorities it does provide for a high level 

of service and reliability. The regionalisation of services has enables an automatics cross subsidy 

mechanism that would otherwise have been impossible to set up. In addition, a decentralised 

targeted WSS related social assistance is in place through the exemption of fixed charges on poor 

citizens. 

Both the effect of regionalisation and the design of the WSS related social measures provide 

interesting lessons for Moldova. As with Chile the effective redistribution generated by the 

regionalisation may be as significant as the more explicit WSS related social measures. Whereas 

the former is practically irreversible and general, the municipal WSS related measures provide 

for firm targeting and flexibility in the amount of redistribution. 

If the Dutch concept has to be carried out by the operator instead of the municipality there will 

be a separation between policy and execution, incurring perhaps additional costs and the burden 

of coordination. The flexibility in the criteria remains as well as the local autonomy as to how 

much solidarity should be there in WSS. 

4.2.4 Kazakhstan 

Up until recently Kazakhstan has approached the subject of economic regulation of WSS from an 

‘anti-monopoly’ perspective. Despite being a government agency, the anti-monopoly agency 

(AREM) is a large organisation with many regional branches. Amongst others it monitors and 

interferes in industry accordance to the Law on Competition. It seeks to control if not prevent 

industry dominance. WSS operators, being natural monopolies, are dominant players by 

definition. WSS operators turn to AREM with a tariff application. 

Tariff applications are based on a methodology set by AREM. The process shows a number of 

similarities with the Moldovan situation. The tariff application process takes a long time, it 

involves furnishing numerous data, the methodology is in some respects ambiguous and it puts a 

large administrative burden on WSS operators. 

As part of a broad economic reform program the Government of Kazakhstan intends to reform 

also the tariff setting process and the regulatory framework for WSS operators, district heating, 

sea- and airports. An interesting aspect of this process is the strong collaboration with the 

European Bank for Reconstruction and Development (EBRD). Based on the Government of 

Kazakhstan’s request, the EBRD has arranged or is arranging for an array of Technical 

Assistance projects to facilitate this reform. TA takes place at pan sectoral level with respect to 

the overall reform of economic regulation, as well as to individual sectors, such as water, 

heating, electricity, sea- and airports.  

With respect to WSS this TA involves the development of a new tariff policy, the elaboration of 

a detailed methodology and the testing of that methodology in a pilot utility.  

A separate project has been launched to elaborate and pilot social measures. Social measures are 

mostly administered through the housing subsidy system in a way similar to Russia and Ukraine. 

These systems aim to cap household utility expenses to a maximum percentage of income, based 
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on an complex reimbursement procedure. A permanent stream of documentary evidence is 

required if one is to remain eligible for payments. Furthermore, one must proof having paid to 

the utility the amounts that are not paid for by the housing payment system to the utility. Also in 

the case of Kazakhstan the eligibility criteria and the system of subsidy rates are fairly complex 

and costly to administer for both the recipient as well as the subsidy provider. APC (2015) has 

described the Ukrainian housing subsidy system for NPD in further detail. With respect to the 

social measures the Government of Kazakhstan seeks to at least streamline the mechanism, if not 

to overhaul it entirely. 

With respect to the reform of the ERS for WSS the Government of Kazakhstan will continue to 

regulate WSS alongside other sectors within an overall framework. The specific framework may 

be close to or similar to the one for district heating. These sectors will now be approached as one 

that naturally need regulation, following from their natural monopoly status. Rather than the pure 

anti-monopoly perspective this perspective looks more appropriate. 

Technically the reforms will lead to a regulatory asset base (RAB) and weighted average costs of 

capital (WACC) that is better and more appropriately defined than it is currently. Both items 

determine an important component of the eligible tariff. The RAB determines the amount of 

depreciation that may go into the tariff calculation. The WACC determines the cost of capital of 

the RAB and hence the amount of free cash flow for investment that a utility can build into its 

tariff. 

The reforms are likely to lead to a more business and performance oriented regulator, rather than 

one that bases itself on sometimes inappropriate norms and sometimes ambiguous standards. The 

future economic regulator is likely to be leaner, more oriented to the business plan, its KPIs (Key 

Performance Indicators) and having a focus on incentivising performance improvement over 

time. It shall also be more aware of its own regulatory impact and the administrative burden it 

puts on its subjects. The involvement of EBRD may suggest that the regulatory framework that is 

developed will accommodate strong lending to a sector that currently lacks creditworthiness.  

Truly that new regulatory framework will be responsive to the interest of lenders, rather than the 

short term interest of consumers in low tariffs. Currently tariffs in Kazakhstan are on average 

half those in Moldova. In the longer term however poor and rich customers alike will be much 

better with rehabilitated and extended networks, waste water treatment, improved customer 

service etc. That requires that the ERS accommodates financing the WSS sector. 

Yet, Kazakhstan is by no means unique in designing ERS reform in collaboration with an IFI. In 

Romania the EBRD has also played an active role for many years. APC (2015) has already 

described the Romanian experience for NPD.  

Kazakhstan provides for relevant reference because the starting point of its ERS shows a number 

of similarities to the Moldovan ERS and because it is also a former Soviet Union state. The 

organisation of the ERS reform in Kazakhstan may be of inspiration to Moldova because it is 

only just about to start. It shows how a country in 2016 with similar reform challenges can go 

about this process. 



54 of 66 

Chapter 5. Scenarios for the economic regulatory system of Moldova 

The preceding chapters do not provide a blueprint for the further development of ERS in 

Moldova. Before such blueprint can be prepared one must first formulate and decide on the 

option according to which the ERS may further develop. The NPD is asked to indicate which of 

the options formulated below it considers most appropriate for further elaboration.  

5.1 Option 1: “De-bottleneck” 

The first option is to address the shortcomings of the existing ERS within the current system. 

This implies leaving all existing institutions and regulations in tact, focus on cooperation and 

infromally revise roles of key actors and the procedures for interaction. 

In this way the focus is towards practical, ad-hoc sollutions to any problem that the existing ERS 

encounters. 

Any attempt to create WSS related social measures off the ground will have to rely on the good 

will and budget of LPAs. Within this option there is no space to address the social dimension of 

WSS through tariff or supply measures. The tariff structure will remain single volumetric. 

The first option has the advantage that there are no obstacles, costs or legislative changes 

required before implementation. Secondly, only those elements of the ERS are addressed that are 

perceived as problematic. This however may be a disadvantage too as one does not always know 

what opportunities are missed. The problems experienced today may just be symptoms, for 

instance the ones related to tariff increases that are required under loan covenants but not 

possible under the present ERS. Focussing on these symptoms will not address underlying 

structural shortcomings in the ERS.  

The third observation is that there is no leadership in the ERS improvement process in Moldova, 

exactly because the existing framework stays in tact. In reality developing an improved ERS 

requires years of more structural institutional development. This can be concluded from 

observing regulatory reform in Italy, England and Wales, Kosovo and many more countries. 

Some of the case studies provided by the Economic Policy Instrument project provide further 

examples of this (http://www.feem-project.net/epiwater/pages/download-public-deliv.html). 

In conlusion it is therefore unlikely that the demands on the ERS from section 2.3 can be met on 

the basis of Option 1. 

5.2 Option 2: “Back to the drawing board” 

The second option toward ERS development is to take a full step back and rethink the objectives 

of WSS policy, WSS regulation and the roles to play for various stakeholders. It requires a 

further in depth reflection on what Moldova expects from its ERS, in a way similar to what has 

been done in section 2.3. That section has listed monitoring performance, regulatory focus, 

facilitating alternative, sustainable business models, allowing for tariff increases, social 

protection, affordability, facilitating external finance, facilitating achieving SDGs in a cost-

http://www.feem-project.net/epiwater/pages/download-public-deliv.html
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effective way inter alia through updated design and construction norms and standards and the 

application of dedicated economic instruments as main criteria for an enhanced ERS. 

A further reflection is required in defining what is a matter of law and what is a matter of 

regulation. It is good legal practise to have laws establishing the general principles, that are 

subsequently worked out in detail and explained in regulation. Unfortunately, the Moldovan law 

is very detailed, leaving little room for adjustment, according to the circumstances, in the spirit 

of the law. Lawmakers have become de-facto regulators and regulators have no possibility to 

regulate. Such detailed laws provide more scope to be in conflict with one another, which is 

frequently the case. 

The second option will allow for a complete revision of the ERS in accordance with EU best 

practise. That goes beyond the process described in the previous chapter that Kazakhstan has 

gone through. It would allow for a higher standard in economic regulation, such as through 

imposing regulatory impact assessment (RIA). It could impose on the regulator a more active 

role in performance monitoring, providing for transparency and truly incentivising performance 

improvement. Social measures and affordability may become an integral part of the regulator’s 

mandate. 

The regulator may receive a larger degree of regulatory discretion. Whereas some standards shall 

clearly apply to all, other standards may not have to enforced for everybody immediately. In this 

regard the regulator is best positioned to make an independent judgement, free of interests. This 

requires addressing also the governance of regulators, building in more independence and 

protection from politics in combination with a higher degree of accountability. 

All of the above could be developed if one decides for Option 2. Yet, Option 2 requires both time 

and capacity. Moldova’s constraints on both time and capacity are the main disadvantages with 

respect to Option 2.  

For comprehensively redesigning and re-implementing the ERS one may easily reserve a period 

of two to three years. As a minimum during this period the existing ERS shall continue to 

function and even improve in performance. Can Moldova afford losing the time on the uncertain 

outcome of redesigning the ERS? 

The second disadvantage is namely capacity requirements. Delivering such a demanding ERS 

requires sector and legislative expertise that is in short supply. It requires good inter-ministerial 

and interagency cooperation while presently it is insufficient to manage the existing ERS well. It 

will be challenging to develop a wholly new ERS. There is a risk that the project will not lead to 

the desired outcome. 

A further disadvantage might be that the Water Law 303 is from 2013 and is therefore only a few 

years old. As of mid-2016 the independent economic regulator has its mandate for WSS for less 

than two years. Taking a U-turn after that short a period may be perceived as inconsistent 

governance and policy. If, however one could be sure of achieving the desired policy outcomes, 

this U turn may be only a minor disadvantage. 
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5.3 Option 3: “Complete and reorganise” 

The third option seeks progress through dialogue, gradual adjustment and capacity development. 

A central role is foreseen for the WSS Commission as a central government body and a 

platform for permanent stakeholder coordination. The approach would seek high level consensus 

on what Moldova’s ERS shall achieve, taking into account strategic sector development targets 

up to 2030, the Association Agreement, the EU Directives and SDGs. 

Where necessary legislative amendments shall be enacted. If possible that shall be limited to 

Law 303 on WSS. 

ANRE should develop a more outspoken profile, engaging in public debate, seeking to clarify 

and test the boundaries of its mandate through dialogue. This mandate shall be confirmed by 

legislative amendments should that be required. ANRE should indicate limitations in its mandate 

that other parts of the ERS shall take responsibility on. Obviously that includes design and 

construction standards, but also the development of economic instruments to ensure sustainable 

WSS services in the future. ANRE can act as a vocal advocate for change, therewith reassuring 

current and potential financiers and donors.  

The Government of Moldova would look for a specific WSS Technical Assistance package to 

the economic regulator and support developing stronger link with other WSS regulators in EU 

and transition countries. EU countries have best practise to offer. They have little experience 

with regulating service providers that are cash constrained, require drastic performance 

improvement, operate networks of poor quality and need massive capital expenditures in order to 

catch up. Many other countries did obtain such experience over the last two decades. 

The tariff methodology would be updated using domestic and foreign expert assistance based on 

a clear set of policy objectives that is agreed prior to drafting the methodology. 

The WSS Commission shall be required to take the lead in the reform process and coordinate the 

regionalisation process and to facilitate the use of sustainable business models including 

respective levels of horizontal and vertical integration, outsourcing and private sector 

participation. 

To mitigate the negative effects of tariff increases on the poor a social measure is worked out, 

providing WSS assistance. The measure shall be developed through significant stakeholder 

consultation. It shall provide for an optimal level of autonomy to LPAs to adjust to the specific 

local needs and the degree of solidarity. The financing of the measure shall be transparent. 

Implementation of this Option can start without delay. A possible difficulty is balancing the 

competences of the ministries with that of the WSS commission. Formally the competences rest 

with the Ministries. The Ministries however will have to respect and feel committed to results or 

compromises achieved in the WSS commission. Some countries have resolved this through 

bringing the chairmanship of the commission under the Office of the Prime Minister. However, it 

remains a risk whether the policy outcomes be achieved and also be firm enough so that they will 

be implemented.  
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5.4 Conclusion and further steps 

Policymakers must decide on what is the most appropriate option for ERS development. Below 

one will find a summary evaluation of the advantages, risks and implementation prospects that 

are associated with each option. 

Table 5.1. Evaluation of options: “Implementability” versus Desired Policy Outcomes 

 Option 1 Option 2 Option 3 

A. “Implementability”  

Elaboration and implementation 

time    
Administrative and governance 

costs (of impmenetation)    
Implementation risk 

   *** 
B. Desired policy outcomes 

  * ** 
* The risk being that after a long process there will still be no desired policy outcomes 

** The risk being that to achieve the desired policy outcomes. 

***The risk being that more fundamental legislative and institutional changes are required to 

avoid that implementation is obstructed. 

Legenda: 

 Good prospects and/or very limited risk (for implementation)

 Reasonable prospects and/or limited risk 

 Significant obstacles and/or significant risk 

 Serious obstacles and/or risk

 Almost blocking obstacles and/or almost blocking risk 

Source: Author’s own elaboration  

The Consultant recommends the NPD to consult its members and to speak out in favour of the 

option it considers optimal and feasible, latest by the end of August 2016, 

The preferred option will then be developed further and discussed in the expert meeting in 

October or November 2016.  

The fully elaborated option for achieving and improved ERS and the detailed recommendations 

are presented in the Final Report in December 2016. 

Regardless the option that is chosen what matters perhaps as much is individual engagement. 

Ultimately individuals, not systems, engage and cooperate (or not), align interests, build trust, 

make compromises, invent sollutions, deliver etc., all of which are vital in succesful ERS 

development. 
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Annex A: Tariffs in Moldova (MDL/m3 as of May 2015) 

№ p / 

p 

Name of water supply 

company (apa canal) 

Average 

tariff 
Population other Budget other 

1 
S.A. "Apă-Canal 

Chişinău" 
8.86 8.06 12.7 - 

6.69 

(technical 

water) 

  

2 Î.M. "RCL" Cricova 12.86 10 34.86 - - 

3 Î.M. "RCL" Ciorescu 11.05 7 21 18.02 - 

4 
Î.M. D.P. "Apă-Canal" 

Anenii Noi 
13.53 

13.50 / 

37,40 - 

7.5 

4.5 (socio- 

  
vulnerable 

populations) 

5 
Î.M. "Comunservice" 

Criuleni 
10.7 9.2 30 - - 

6 Î.S. "Apă-Canal" Străşeni 14.72 14,60 30 - - 

7 Î.M. "DC" Cojuşna - - - - - 

8 Î.M.C. "Floreni-Service" 8.88 7 13 - - 

9 
I.M. Regia "Apă-Canal" 

Bălţi " 
15,05 11.08 23.64 - - 

10 Î.M. D.P. "GCL" Făleşti 14.51 10.9 35,20 - - 

11 
Î.M. "Servicii Comunale 

Glodeni" 
23.61 13.2 54.83 - - 

12 
Î.M. "Gospodăria 

Comunală Rîşcani" 
13.85 12 28 - 

25 

(professional 

school) 

13 
Î.M. D.P. "Apă-Canal" 

Sîngerei 
10.71 9 40 13 - 
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№ p / 

p 

Name of water supply 

company (apa canal) 

Average 

tariff 
Population other Budget other 

14 Î.M. "Apă-Canal" Cahul 11.25 6.0 / 12.0 27.97 21 - 

15 
Î.M. "Apă-Canal" 

Cantemir 
14.05 9.95 24 - 

9.8 

public 

restroom 

16 
Î.M. "Apă-Canal" 

Taraclia 
13.61 10 37,50 16.67 - 

17 Î.M. "Apă-Canal" Edineţ 21.35 12.5 25,05 19.15 - 

18 Î.M. "GCL" Briceni 12.82 11 35 - - 

19 
Î.M. "Apă-Canal" 

Donduşeni 
17.7 14 33 33 - 

20 
Î.M. "Apă-Canal" 

Basarabeasca 
9.7 9 36 - 

7 

(single 

pensioners) 

21 Î.M. "Apă-Canal" Leova 21.03 16,03 34.82 - - 

22 
S.C. "Amen-Ver" S.A. 

Hînceşti 
22.07 18,40 50,40 - - 

23 
Î.M. Regia Apă-Canal 

Orhei 
15.7 16,20 26,10 - 

2.9 

(Piatra) 

16,20 

sports 

complex 

24 Î.M. "SCL" Rezina 21,50 12,80 51.8 - - 

25 
Î.M. D.P. "Apă-Canal" 

Teleneşti 
12.39 10 35 - - 

26 
Î.M. Regia "Apă-

Soldăneşti" 
6 5.4 12 - - 

27 
Î.M. "Apă-Canal" 

Drochia 
17.81 10 39.17 - - 



62 of 66 

№ p / 

p 

Name of water supply 

company (apa canal) 

Average 

tariff 
Population other Budget other 

28 
S.A. "Service-Comunale" 

Floreşti 
21.16 19.36 35.09 32.26 - 

29 
S.A. "Regia Apă-Canal" 

Soroca 
17.85 

10.90 / 

35,20 40.94 

14.5 

15.26 (population 

  s.Egorovka) 

    

30 
Î.M. "Apă-Canal" 

Căuşeni 
17.38 14,00 38,00 - - 

31 
Î.M. D.P. "Apă-Canal" 

Ştefan Vodă 
17,60 15 48.74 - 

28 

(heating 

network) 

32 
Î.M. "Apă-Canal" 

Ungheni 
8.98 5.84 22.04 13,90 - 

33 Î.M. "GAAC" Nisporeni 16.92 14 37.23 

18.80 / 

37.23 
22.34 

school 

  

34 Î.M. "GCL" Călăraşi 18,16 16.5 28 - - 

35 Î.M. "Su-Canal" Comrat 19 16 32.92 35.41 

11,67 

S.A. "Aidîn" 

36 
S.A. "Apă-Termo" 

Ceadîr-Lunga 
18.76 16.2 40 - 

16,20 

nursing 

home 

  

  

37 
Î.M. "Apă-Canal" 

Vulcăneşti 
  16 44 50 - 

38 Î.S.I. "Acva-Nord" 4.05 - 4.05 - - 
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№ p / 

p 

Name of water supply 

company (apa canal) 

Average 

tariff 
Population other Budget other 

39 Î.M. "Apă-Canal" Ocniţa 19.19 15.1 35.75 - - 

40 
Î.M. "Servicii Publice" 

Cimişlia 
14.13 12 18 15 - 

Source: Association of Water Utilities in Moldova (AMAC), www.amac.md   

http://www.amac.md/
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Annex B: Sector data from Danube program 
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Source: http://sos.danubis.org/eng/country-notes/moldova/ accessed on 31 May 2016 

http://sos.danubis.org/eng/country-notes/moldova/

