A proposal for a

ROMANIAN SOVEREIGN BACKED UNDERWRITING PRODUCT 

in the

TRADABLE GREEN CERTIFICATE MARKET of ROMANIA

The nascent Tradable Green Certificate market in Romania, with its legislated price floor, provides an opening for an underwriting product 

Summary:

Romania is fostering renewable energy sources by promoting the use of Green Certificate compliance market, that requires 20% of energy to come from s that can sold to generators 

Necessary Background:

The promotion of electricity generated from Renewable Energy Sources (E-RES) is regarded by the European Union as a high priority activity for reasons of environmental protection, increasing the energy independence from imported electricity by ensuring a wider range of energy sources, as well as for other reasons of economic and social cohesion. 

Directive 2001/77/EC of the European Parliament on the promotion of electricity produced from Renewable Energy Sources in the internal electricity market represents the first step of the European Union in complying with the Kyoto targets of reducing the greenhouse gases. Romania was one of the first EU candidate countries transposing the Directive 2001/77/EC provisions into its own legislation, and to ensure that its national targets for E-RES are met, has introduced an incentive program to encourage investment into the sector.
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Numerous incentive mechanisms are in place across the EU, including Feed-In Tariffs systems in some countries and carbon-related certificates in others. To fund green energy in Romania, the government has adopted the Tradable Green Certificate (TGC) program, widely used in the EU, to subsidise such projects. Under this system each electricity distributor is legally obliged to purchase annually a quota of TGCs from a green energy producer. Thus, green energy producers gain income from both the price of their electricity on the market and the TGCs sold to electricity distributors. 

The number of TGCs received is dependent on the nature of the renewable energy source, and the additional price received for the certificates is determined on a parallel market, separated from the electricity market, where are traded the environmental benefits of the “clean” electricity production. 

In additional to legally obliging electricity distributors to purchase annually a pre-defined quota of electricity from E-RES, Romania has legislated (as of November 2008) that TGCs must trade within a range of 27-55 EUR/TGC, adjusted each year according to the CPI.

Wind-farm Developers, who will clearly be the largest producers of TGCs within Romanian for the next 10-20 years, arrange project financing based on the future sale of both energy and TGCs.  However, project financiers have generally been asking developers to arrange underwriting support for the TGC component of this pricing structure in the event that 1. prices drop and 2. the Romanian government does not honour its legal price support. 

This creates a potential opening for an underwriting agent or consortium that will provde support that is both acceptable to the project financier and competitive to the developer

Currently, applications for grid access for 20,000 MW (source ISPE, May 2009) has been received todate by authorities in Romania, but realistically just 2,000-3,000 MW will come to the grid in the next 5 years. Furthermore, though many of the project proposals will not be realised, it can be expected that some sort of underwriting support will be purchased during the project planning stage. 

Therefore, is our intention to create and market a product to local project developers which is underwritten by an entity with the necessary name and trading wherewithal to competently hedge this risk. 

Dragoman and Wallich are seeking an entity that will provide the necessary financial support and work with Dragoman locally as the marketing agent, providing a client base directly or on referral from project financiers. 

Principals:

This proposal is being proffered by Dragoman Development Bucharest and Wallich & Matthes Prague.

· Dragoman Development is an Irish-owned company active in Romania since 2003. The company has primarily focused on real-estate development, but is actively pursuing opportunities in the Romanian RES and agricultural sectors. 

· Wallich & Matthes is a regulated broker of financial securities with offices in Amsterdam, Prague and Dubai. Wallich, through its Prague office, brokers electricity and emissions credits since 2005. Wallich & Matthes’ is 100 percent owned by financial markets broker, RP Martin with its headquarters in London and with over 25 international offices. 

Biographies 

· Charles Bergen is the finance partner of Dragoman and is responsible for acquisitions, funding and structuring, Originally from Ireland, Charlie lived in Prague from 1995, working as an investment banker with Raiffeisenbank until 2000, where he served as head of corporate finance and in 2001, he became Managing Partner of Kilcullen Kapital Partners, an Irish private equity house based in Prague and focused on venture capital investments in financial services and real estate investment funds. In 2003, Charlie established Dragoman to take advantage of the emerging opportunities there.

· Paul Larkin is technical director within Dragoman and is responsible for all tendering, contracting, planning and project management. Paul first came to Romania in 2005 after two years working in Bulgaria as investor representative on a range of resort developments. Paul graduated from the NUI Cork with 1st Class Hons in Electrical Engineering and is to the forefront of Dragoman’s move into Renewable Energy. 

· Daniel Butler

TGC Market characteristics:

The whole concept of RECs (Renewable Energy Certificates) is an attempt by EU Governments (who each have legal obligations as per the EU 20/20 directive) to not only encourage private investment into Renewable technologies, but also to level the energy playing field with the incumbent energy suppliers (usually state monopolies) in each country who as a rule have a market-share/dominance that has been built up over decades of state subsidies and assistance. 

To encourage new entrants into the sector, each state within the EU has providing incentive schemes. Within Romania, these incentives to green producers extend to:

· Issuing Tradable Green Certificates to RES Producers;

· Imposing Mandatory Quotas of Green Energy on Suppliers;

· Priority Production for RES Producers;

· Tax offsets;

Tradable Green Certificates

Green Certificates are tradable instruments which green energy producers receive for each MWh of energy created. The value of each certificate is determined by means of market mechanisms and can be traded in two ways: 

· Via bilateral contracts negotiated between producers and suppliers. As suppliers have a mandatory quota of green electricity imposed on them by law, proof of purchase of such green energy is through the purchase of an equivalent amount of Green Certificates from green energy suppliers.

· On a Centralized Market organized and administrated by the market regulator, OPCOM. Certificates are traded monthly on this market.

The price of Green Certificates varies in a range established by Government Decision with a minimum price imposed in order to protect the producers and the maximum price to protect the consumers. From 2008 to 2014, the value of the green certificate trading on the markets as outlined in Law220/2008 is set within a band, with a minimum trading value of 27 €/TGC and a maximum trading value of 55 €/TGC. These ranges are index-linked, and during 2015-2030, the minimum transaction may not be less than the minimum value of transaction carried out in 2014.

Number of Green Certificates Provided

Recent changes to legislation mandate that producers of green energy receive a different number of green certificates depending on the renewable source they use to produce the energy delivered in the national network. Producers will receive: 

· 1 green certificate for each MWh generated in rehabilitated hydropower plants with a capacity of less than 10 MW; 

· until the end of 2015, 2 green certificates and 1 green certificate thereafter for each MWh generated using wind power; 

· 3 green certificates for each MWh generated from biomass, gas fermentation waste, geothermal energy and associated fuel gases power;
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4 green certificates for each MWh generated through solar;

For the reasons that:

· there is negligible E-RES currently online which is eligible for green certificates; 

· the mandatory quota obligations for E-RES amongst Distributors are increasing almost yearly to 2020 (see below);

· the expected increase in consumption of electricity with Romania over the next decade;

demand for green certificates is expected to continue to outstrip supply in a substantial manner over the forthcoming years. Consequently, certificates on the OPCOM Green Certificate Market should trade at their maximum tradable price of 55 €/TGC (plus adjustments for CPI) for the forthcoming years.

Mandatory Quota
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The 2009 quota requires Suppliers to purchase no less than 6.28% of their total energy needs from producers using renewable sources. In order to prove their compliance with the quotas, the Suppliers must hold the corresponding number of green certificates, acquired as provided by law.

Any supplier that fails to fulfil the annual quota obligations must pay the equivalent value of the green certificates which were not purchased at a premium of €70 for each certificate not purchased.

Volumes and Growth of the market:

The potential for RES in Romania is extensive, but as in all countries, the full theoretical potential is not technically practicable or economically feasible. The existing utilisation of RES in Romania is primarily in the hydro power sector, whilst other areas of RES utilization currently, as expected, are poorly developed.

According to the Hidroelectrica 2007 Annual Report, the generation capacity of electricity in Romania for 2007 amounted to just over 61TWh, and was derived from the following sources: 
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Electricity consumption within Romania for 2007 was 59.3TWh, providing little spare capacity within the system.

Including large hydro, the contribution from renewable sources to the Romanian electricity mix in 2007 was 26%. Under a new updated strategy on energy development issued in 2007 [1], new targets for generation of E-RES have been established for:

· 2010 where the target is 33%; 

· 2015 where the target is 35%; 

· 2020 where the target is 38%;

The new strategy for RES focuses more on small hydro and wind as the leading sources and technologies to achieve the target. 

Core to the implementation of this strategy is a mandatory obligation on Distributors to purchase a pre-set amount of energy from green producers each year. In order to prove their compliance with the quotas, the Distributors must hold the corresponding number of TGCs, acquired as provided by law. Broadly speaking, as the existing hydro-electric facilities are largely exempt from receiving TGCs (this is evidenced by Hidroelectrica receiving just 17,855 TGCs in 2007), the mandatory green energy quotas, as laid out in law, will be met primarily from new renewable projects, which are eligible for the TGCs the Distributors must also purchase to confirm compliance.

________________________________________________________________

[1] Ministerul Industriei şi Resurselor, “Strategia energetică a României pentru perioada 2007-2020”, www.enero.ro, 4 septembrie 2007.

The table below estimates the level of new power to come on stream to meet the mandatory quotas as detailed by Law 220/2008. 
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[1] From the Hidroelectrica Annual Report 2007


[2] All years from 2008 are estimates, with a projected increase of 2.5% per annum in keeping with European Union estimates of the projected annual increase in Romanian energy capacity to 2020

[3] The estimates in of MW are based on the RES technology having a 30% capacity factor. 

In 2007, OPCOM traded just 41,364 green certificates, which confirms that the RES market in Romania, as of the end of 2007, was extremely under-exploited with virtually none of the 875MW estimated generation requirement to meet the mandatory quota online.

Please write a few paragraphs (or quote some research ) aobout the real quantity of RES that will come on line, over the next years.  NOTE that we would then try to plug these into excel based on a 20 percent market success rate, using assumed premiums of 5 percent the underwritten amount, or whatever.. important here is a good presentation of the worst and best case scenarios on power, which quote other quality research (banks are best at research). 

· PL working on spreadsheet representation

TGC Market Participants:

The participants in the Romanian TGC market are:

· Romanian Energy Regulatory Authority – ANRE; 

· Electricity producers which own technologies that use renewable energy sources to produce electricity; 

· Electricity suppliers/distributors who are legally obliged to purchase TGCs on an annual basis;

· Transport and System Operator (TSO) – TRANSELECTRICA; 

· Romanian Electricity Market Operator – OPCOM;

The role of ANRE 

· Qualifies electricity producers which use RES eligible sources, to participate on the Tradable Green Certificates market;

· Controls the mandatory quota fulfillment by the suppliers; 

· Applies penalties for quota non-fulfillment; 

The role of the Transport and System Operator – TRANSELECTRICA 

· Monthly receives from the producers and the Network Operators where the producers are connected notifications concerning the quantities of electricity from RES delivered into the network;

· Monthly issues TGCs to producers for the quantity of E- RES produced and delivered into the network in the previous month; 

· Collects the amount of money corresponding to the penalties from the suppliers which for non-fulfilment of their quota at the end of the period of conformity; 

The role of OPCOM 

· Registers the participants on the Green Certificates Market;

· Forecasts and publishes the demand and the offer of Green Certificates Market at the national level;

· Registers the bilateral contracts for Green Certificates trading between the electricity producers from RES and the electricity suppliers; 

· Set up and administrates the Green Certificates Register; 

· Provide the trading framework for the Green Certificates Market on the Centralized Green Certificates Market;

· Receives the sell/buy offers for Green Certificates from the Producers/Suppliers; 

· Determines and publishes the Centralized Green Certificates Market Clearing Price and the number of Green Certificates traded each month on the Centralized Green Certificates Market;

· Publishes each month the cumulated demand and the cumulated offer of Green Certificates for the current year; 

· Determines the payment obligations and the receiving rights for the Centralized Green Certificates Market participants; 

Producers

According to OPCOM, 24 companies are registered as producers and are entitled to receive TGCs for the green energy they produce;

1. ASOCIAŢIA FAMILIALĂ ATOMEI GHEORGHE

2. S.C. APA SERV VALEA JIULUI S.A.

3. S.C. BALKAN HYDROENERGY S.R.L.

4. S.C. BLUE LINE ENERGY S.R.L.

5. S.C. E MARKET S.R.L.

6. S.C. ECOPROD ENERGY S.R.L.

7. S.C. ELECTRIC PROD S.R.L.

8. S.C. ELECTRO MARGO LINE S.R.L.

9. S.C. ELECTROGRUP ENERGY S.R.L.

10. S.C. ELSID S.A.

11. S.C. ENERGY HOLDING S.R.L.

12. S.C. ESPE ENERGIA S.R.L.

13. S.C. GREEN ENERGY GRUP S.A.

14. S.C. HIDRAL INVEST S.R.L.

15. S.C. HIDROELECTRICA S.A.

16. S.C. HOLROM RENEWABLE ENERGY S.R.L.

17. S.C. HYDRO-WIND POWER S.R.L.

18. S.C. ILEXIMP S.R.L.

19. S.C. LUXTEN LIGHTNING Company S.A.

20. S.C. NEPTUN S.A.

21. S.C. PIROTEHNIC OSB S.R.L.

22. S.C. SERVOPLANT ECO ENERGIE S.R.L. 

23. S.C. SOBIS SOLUTIONS S.R.L.

24. S.C. UZINSIDER GENERAL CONTRACTOR S.A.

Suppliers

According to OPCOM, 64 companies are registered as suppliers and will be obliged to purchase TGCs for the green energy they supply;

1. REGIA AUTONOMA PENTRU ACTIVITATI NUCLEARE

2. S.C. ALRO S.A.

3. S.C. ALSO ENERG S.R.L. 

4. S.C. ARELCO Distribuţie S.R.L.

5. S.C. BENY ALEX S.R.L. 

6. S.C. BUZMANN INDUSTRIES S.R.L. 

7. S.C. CASTRUM ELECTRIC S.R.L. 

8. S.C. CET Arad S.A.

9. S.C. CET Bacau S.A.

10. S.C. CET Govora S.A.

11. S.C. CEZ Vânzare S.A.

12. S.C. COMPLEXUL ENERGETIC CRAIOVA S.A. 

13. S.C. COMPLEXUL ENERGETIC ROVINARI S.A.

14. S.C. COMPLEXUL ENERGETIC TURCENI S.A. 

15. S.C. DALKIA TERMO PRAHOVA S.R.L.

16. S.C. E.ON MOLDOVA FURNIZARE S.A.

17. S.C. EDISON TRADING SPA MILANO – SUCURSALA BUCUREŞTI

18. S.C. EFE ENERGY S.R.L.

19. S.C. EGL GAS & POWER ROMANIA S.A.

20. S.C. EHOL DISTRIBUTION S.R.L.

21. S.C. ELCOMEX EN S.R.L. 

22. S.C. ELECTRICA S.A.

23. S.C. ELECTRICOM S.A.

24. S.C. ELECTROCENTRALE BUCUREŞTI S.A.

25. S.C. ELECTROCENTRALE DEVA S.A.

26. S.C. ELECTROCENTRALE ORADEA S.A.

27. S.C. ELECTROMAGNETICA S.A.

28. S.C. EMFESZ ROMANIA S.R.L.

29. S.C. ENCAZ S.R.L.

30. S.C. ENEL ENERGIE MUNTENIA S.A.

31. S.C. ENEL ENERGIE S.A.

32. S.C. ENELMED TOUR S.A. 

33. S.C. ENERGY HOLDING S.R.L.

34. S.C. ENERGY NETWORK S.R.L. 

35. S.C. ENERGY TRUST S.R.L.

36. S.C. ENEX S.R.L. 

37. S.C. ENNET GRUP S.R.L. 

38. S.C. ENOL GRUP S.A. 

39. S.C. EURO-P.E.C. S.A.

40. S.C. FIDELIS ENERGY S.R.L.

41. S.C. Filiala de Furnizare a Energiei Electrice "ELECTRICA FURNIZARE TRANSILVANIA SUD" S.A.

42. S.C. Filiala de Furnizare a Energiei Electrice „ELECTRICA FURNIZARE MUNTENIA NORD” S.A.

43. S.C. Filiala de Furnizare a Energiei Electrice „ELECTRICA FURNIZARE TRANSILVANIA NORD” S.A.

44. S.C. GDF SUEZ Energy Romania S.A.

45. S.C. GENERAL COM INVEST S.R.L. 

46. S.C. GEVCO S.R.L. 

47. S.C. GLOBAL ELECTRIC TRADING S.R.L.

48. S.C. GRIVCO S.A.

49. S.C. HIDROCONSTRUCTIA S.A.

50. S.C. HIDROELECTRICA S.A.

51. S.C. ICCO ELECTRIC S.R.L.

52. S.C. ICPE ELECTROCOND TECHNOLOGIES S.A. 

53. S.C. KBS Threenergyes S.R.L.

54. S.C. LUXTEN LIGHTNING Company S.A.

55. S.C. PETPROD S.R.L. 

56. S.C. PETROM S.A.

57. S.C. RENOVATIO TRADING S.R.L.

58. S.C. TEN TRANSILVANIA ENERGY S.R.L.

59. S.C. TERMOELECTRICA S.A.

60. S.C. TERMOFICARE 2000 S.A.

61. S.C. TINMAR IND S.A.

62. S.C. TOTAL ELECTRIC OLTENIA S.A. 

63. S.C. TRANSENERGO COM S.A. 

64. S.C. U.C.M. ENERGY S.R.L.

Comparative Markets:
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Most countries within the EU-27 have adopted a Feed-in-Tariff (FiT) system to encourage investment in RES. 

A system of Tradable Green Certificates has been adopted in other countries, including Sweden, UK, Belgium, Italy, Poland, and Romania.

The table below illustrates an overview of the schemes throughout Europe.

	Country
	Incentive for Wind
	Comment

	Germany
	€ 92/MWh for 5Y, then € 50/MWh FiT 20Y
	FiT 20Y, + grid compatability bonus € 5/MWh

	France
	€ 85/MWh for 10Y, indexed
	FiT 15Y, after 10Y tariff depends on wind hours

	UK
	Market price + £ 34/MWh + £ 13/MWh + £ 5/MWh
	Quota system, duration = asset life



	Bulgaria
	€ 96/MWh for <2,250h, € 87/MWh above
	FiT 15Y linked to residential electricity price , 15Y

	Romania
	Market price + € 54/MWh (floor) / €110/MWh (cap)
	1MWh = 2GC < 2015, = 1GC beyond 2015, 15Y

	Hungary
	€ 84-105/MWh
	FiT, plant lifetime



	Turkey
	€ 55/MWh
	FiT, 10Y

	Spain
	€ 75/MWh floor, € 88/MWh cap, indexed
	FiT 20Y, choice fixed/premium scheme

	Italy
	Market price + GC totalling € 180/MWh
	GC 15Y, GC = € 180/MWh – electricity price

	Greece
	€ 76/MWh up to € 87/MWh in the islands
	FiT 20Y



	Portugal
	€ 74/MWh
	FiT 15Y, not indexed

	Czech
	€ 88/MWh fixed or market price + premium
	FiT 15Y, fixed or premium schemes exist

	Belgium
	Market price + GC @ €90-120/MWh
	15Y, GC prices depend by region



	Netherlands
	Market price + variable € 30-50/MWh
	FiT premium payment, 15Y

	Denmark
	Market price + € 16/MWh
	Premium also includes balancing cost of €3/MWh

	Austria
	€ 78/MWh
	13Y FiT



	Poland
	Market price + PLN 210/MWh
	Quota system with GC close to CAP, 12Y


Case Studies:

Can you give one or two real project developers with this hurdle of underwriting and tell about their projects in detail? 

Competition to this product:

Other sources to supply this underwriting? There must be other avenues of approaching this problem; what have others done that might be easier and would make our product less interesting.

· CB/DB to address this topic

Legal:

Recent legislation affirms the commitment of the Romanian government to Renewable Energy. Law 220/2008 (see Appendix 1), which was published in November 2008, creates the legal framework necessary extending the use of renewable energy by:

a) reducing the cost of production, transport, and distribution of energy produced from renewable energy sources, compared with the use of classical fuels, fossil and thus reduce the energy bill of the various categories of consumers;

b) addressing the national energy balance of renewable energy required to increase the supply of energy and reducing imports of primary energy resources;

c) fostering sustainable development at local and regional level and the creation of new jobs related to processes of recovery of renewable energy; 

d) reducing environmental pollution by reducing the production of pollutant emissions and greenhouse gases; 

e) ensuring the financing necessary to attract external financial resources, to promote renewable energy;

f) defining rules relating to guarantees of origin, administrative procedures applicable to the electrical connection in terms of energy produced from renewable sources;

g) establishing criteria for the environmental sustainability of biofuels; 

Specifically, the law addresses the incentive programs to encourage investment in RES, namely:

· the national targets on the share of electricity produced from renewable energy sources (including hydro) in final consumption of electricity for the years 2010, 2015 and 2020 (33%, 35%, and 38% respectively);

· the mandatory E-RES quota system for Distributors, combined with the green certificates trading system;

· the mandatory annual rates of green certificates for the period 2008-2014;

· the mandatory annual rates of green certificates for the period 2015-2030 will be established by the ministry concerned and will not be lower than the rate set for 2014;

GC role in project financing:

· Charlie, can you fill out this

Actors in this arena:

Dragoman is not the first international investor to identify opportunities within the Romanian Renewable Energy sector. Several large European energy companies have entered the Romanian market in recent years, re-affirming the attractiveness of the Romanian market for RES investment. 

Czech utility company CEZ is a significant investor in Romania, with interests in electricity distribution, nuclear generation, and renewable production. On the RES front, CEZ has started construction of its 600MW wind-farm in Fantanale in Romania’s Dobrogea region close to the Black Sea. Valued at 1.1Bil EUR, the project is projected to start energy production on a phased basis from 2010 onwards.

Spanish renewable firm, Iberdrola Renovables signed a contract with Eolica Dobrogea Schweiz, a company belonging to the Swiss engineering group NEK to acquire a portfolio of approximately 50 wind projects totalling around 1,600MW, located in the Dobrogea region of eastern Romania. Iberdrola estimates that the price may be between E200 to E300 million, depending on the sites eventually acquired. The 50 projects include approximately 800 wind farm installation sites, which are in various phases of development. The first farms are expected to start operating in 2009. With the acquisition of the wind energy assets in Romania, Iberdrola Renovables said that it has expanded its portfolio of projects to more than 43,500MW worldwide.

Portugese group, EDP Renováveis, recently acquired a majority stake in a company which owns several wind projects in Romania totalling 736 MW in different stages of maturity and consisting of 3 wind projects totalling 225MW classified as Tier 1, 60MW of projects classified as Tier 2, 12MW classified as Tier 3; and 440MW classified as prospects. According to EDP Renováveis, these acquisitions are in line with EDP strategy of entering new geographies through a very selective approach to deliver long-term profitable growth, balancing attractive returns and controlled risk. This transaction will allow a leading presence in the attractive Romanian wind market and enables EDPR to selectively diversify its portfolio of growth options, expanding EDPR's existing platform in the Eastern European market with a strong local expertise.

Please also defend however possible, the argument that the banks require this underwriting. I suppose a list of conferences where this issue was brought up, and banks spoken to, would actually help.  

Charlie, can you fill out this

Operating scenarios:

Could you suggest a mechanism to streamline the process (its best if we could show the TU 

· CB/DB to address this topic

Risks identified

There are risks. One is that the price drops, so lets identify all the things that make this possible.

Separately, we might need to identify all the things that would force the government to abandon this support. 

Thirdly, there might be illiquidity in the market; what could drive this? 

· We can certainly flush this out, but I believe that specialist consultancy work will be required to fully analyse the evolution of the GC market, thereby accurately assessing the each of the risks

Barrier to entry:

According to OPCOM, entities wishing to become participants in the Tradable Green Certificates market have to accomplish the following steps:

1. Obtain the licence and the qualification for priority production and participating in the TGC market from ANRE (GENERATORS)

2. Obtain the licence for electricity supply activities (SUPPLIERS)

3. Register with Transelectrica to enable TSO to issue them with TGCs (GENERATORS)

4. Complete and forward an application form, and all other necessary documentation, for TGC market participation to OPCOM (GENERATORS AND SUPPLIERS)

5. Pay any required fees/tariffs 


Potential Product ideas:

Can you come up with the “product” potentials?  Ie., an option on the sovereign debt market using the sovereign govt bid ask market?  Or some sort of swaption that can be sold ot the geneators, ie, they have to buy GC but would rather buy them cheaper than 27; couldn’t they sell puts in conjunction with the underwriter? 

· CB/DB to address this topic

>> Any other sections that would add some MEAT to the teaser ? Something I left out? 

Conclusion:

Wind Farm project developers have many variables to support technically and financially, before construction begins. The project financier banks have provided one hurdle that is already supported by the Romanian government through legislation. 

Green Certificates are awarded in multiples of the Megawatts produced by renewable energy, from which revenue is earned and therefore a significant and necessary financing servicing stream.

Through an effective hedging mechanism and with the aide of local marketing talent, an underwriting entity can earn significant premium fees based on the apparent unsatisfied demand for a price supporting structure. 

20090601

Daniel,

I have studied the TGC paper you provided me last week - as I understand it, you have had some discussions with its author, Christoph Heinzel from UNSW.

Some key points on this paper:

  - pg3: "Each certificate has an indefinite maturity"

This is an important consideration as should there be an excess in any one year, certificates can be held over until times of under-supply

  - pg11: Reference is made on the last paragraph to the recently published legislation - Law220/2008 from November 2008 - which addresses Renewable Energy legislation in Romania to 2020. The author makes it clear though that this paper does not account for this legislative amendment (which to me seems strange as this paper was published in Feb 2009, 4 months after the legislation was published)

  - pg11: "Unsold certificates are bought back by Transelectrica"

This statement re-affirms the Romanian State (through Transelectrica) as the buyer of last resort.

Law 220/2008 does not make reference to Transelectrica as the buyer of last resort. However, if this has been stated in previous Government Decisions, then this should continue to remain the case with no need for re-affirmation of such stance in this legislative amendment.

I will try to confirm at to-morrow's conference that unsold TGCs will be purchased by the State/Transelectrica.

  - pg13: "Therefore, Romania cannot be expected to fulfill its RES quota in the near future". I would suggest that this is an outdated statement, given Law220/2008's intention to provide 2 TGCs/MWh until 2015.

Further to this, I would be very interested in the author's opinion of the TGC market in Romania when impact of Law220/2008 is considered.

  - pg14: This section (ie. Section 4) is of major interest to us as this discusses project financing requirements.

Charlie, please ensure that you read this section.

Here, the author discusses two senarios:

  1) selling elec and TGCs on the open-market

  2) selling elec and TGCs via bilateral contracts and the pros/cons of each.

Unfortunately, the author discusses these senarios without taking into consideration Law220/2008, so the assumptions on which he is basing his analysis is outdated.

Nonetheless, he states that financiers would prefer that developers enter into long-term bilateral contracts for the elec & TGCs they produce. This provides visibility on elec and TGC revenue. Should Suppliers such as CEZ, ENEL, EON agree to to do this with certain developers, then the product which we are envisaging may not apply to these developers (i.e. the banks might regard these contracts as sufficient to release financing).

These are just some thoughts on this paper. It would be very interesting to know if the author plans to update the paper to reflect the newly published Law220/2008

Paul

20090601

Daniel,

Law 220/2008 will have a fundamental effect on the TGC system in Romania, and potentially how projects are financed. Given that Christoph has put some opinions about the TGC system in Romania into the public domain through this paper, I feel that it is quite acceptable to pose some questions to him for his opinion.

However, I would be very specific in the questions to him, so as to maximise the quality of the response. I would be happy to draft these for you if you wish. I would suggest that I not enter the equation for now. Let's see how forthcoming his responses are to you first.

Just on your last comment, my feeling from Christoph's paper is that his beef is that this system (and also the same for the alternative Feed-in-Tariff system) is that they fail to reduce emissions adequately. 

May be this is true. Personally, I don't care if this is true or not.

All we need to know is that the Romanian government/EU has put a range of incentives in place to stimulate investment into RES. This goes some way to levelling the playing-pitch with the existing incumbent state electricity generators (and this by the way is only fair, as new players need such assistance to enter into competition against these powerful incumbents who, I may add, have had their infrastructure and plant built for them by the State over the decades).

The system may have its flaws, but knowing how to use it is all we should be concentrate on.

Paul

===================================

Partner

Dragoman Development,

Str. Brezoianu 29,

Bucharest,

Romania.

Mob: +40-720-692426

Email: paul.larkin@dragoman.ro

Tel: +40-31-8054092

Fax: +40-31-8054093

===================================

Butler, Daniel wrote:

> Paul,

> 

> Chrstolph mentioned he would respond to me, but didn't.   I wonder, would it be appropriate to forward this list of questions to him? And maybe to introduce you?   

> 

> I would try to contact him first by phone and build rapport with him.  Afterall, his advice might prove useful. I only wonder if he would not be inclined to lend support to the program that he has basically dismissed. 

> 

> Daniel

> 

20060601

Hi Daniel,

Please find attached a list of questions for Christoph Heinzel that centre around the projected evolution of the TGC market in Romania.

As per Point 7, Christoph may be able to recommend some Papers/Studies that discuss this in detail. Such papers would be very very useful.

Note: it would be better that he forwarded them to you rather than recommend them, as they usually have to be purchased from an online source.

I hope these questions make sense.

Let me know if you have any questions.

Paul

Butler, Daniel wrote:

> Paul,

> 

> Understood. I wrote him a note just now and asked if I might ring him. I suggest that you take the previous questions and simplify them so that I could mention them in conversation.  

> 

> Perhaps the most 'burning' questions first. I might try catching him tonight, if he does not reply (remember he is in australia.   

> 

> I will also try to put the document together totally, just to see if we can rush it out to get some close friends to look at it. I would be interested for Charlie to look at the fee ideas asap; this is a key part of the proposal after all. 

> 

> Daniel

1) > Does Christoph intend to update his Paper to take account of Law220/2008 which was published by the Romanian State in November 2008?

2) Law220/2008 introduces some fundamental changes regarding RES in Romania, namely:

a) It establishes a New Price Range for TGCs:

Previously, the price range for TGCs was 24-42 EUR/TGC with a penalty of 84 EUR/TGC for each TGC if the Supplier does not fill his quota.

The new price range for TGCs is 27-55 EUR/TGC with a penalty of 70 EUR/TGC for each TGC if the Supplier does not fill his mandatory quota.

b) The Number of TGCs is now dependent on the Renewable Energy Source:

e.g. Producers of electricity from renewable sources receive: 
     - 2 green certificates, to the year 2015, and a green certificate starting with the year 2016, for each MWh supplied to the electricity grid to electricity producers from wind energy; 
    - 4 green certificates for each MWh delivered electricity grid of electricity producers of solar energy. 

c) It establishes a New Mandatory Quota System for Suppliers to the year 2020:


   

With these changes, how does he feel that they will affect the evolution of the TGC market in Romania?

i.e. 

· does he envisage any years of over-supply of TGC?

· If so, then has he any estimates of the level (and years) of over-supply?

· If not, then what are the limiting factors that will ensure that there will always be an over-supply of TGCs e.g. limited grid capacity, under-investment in RES, etc?

3) Article 10.4 of Law220/2008 states that:

“During 2015-2030, the minimum transaction may not be less than the minimum value of transaction carried out in 2014”

This makes the market price of 2014 TGCs very important as it sets the floor at which TGCs will trade for the next 15 years. If there is an under-supply in 2014, then TGCs will trade at their maximum of 55 EUR/GC for 2014, thereby ensuring favourable conditions for the TGC pricing for 2015-2030. If there is a large over-supply in 2014, then TGCs will trade towards the bottom of the 27-55 EUR, which is not advantageous to the Developer in terms of income from TGCs for 2015-2030.

So, how does he feel that the TGC market will trade in 2014?

4) On page 11 of his Paper, he says that "Unsold certificates are bought back by Transelectrica" 
This statement affirms the Romanian State (through Transelectrica) as the buyer of last resort. Is it his understanding that this is still the case with Law 220/2008?

5) In relation to Project Financing, he asserts in his paper that Financiers would prefer that developers enter into long-term bilateral contracts for the elect & TGCs they produce. 

Given the changes brought about by Law220/2008 (and specifically the fact that Developers will receive 2 TGC/MWh for wind until 2015), will this lead to a change in the attitude of Financiers and Developers in how projects are financed i.e. hedge some of the TGCs through bilateral contracts and trade the remainder on the open market??? 

6) Law220/2008 provisions for the integration of the Romanian TGC market into the European Systems for Green Certificates (ref. Art 12).

Does he believe this is a realistic goal, given the limited number of EU countries that have adopted the TGC system (most countries have a FiT system), and also given the diverse nature of the systems in each in these countries?

7) Can he forward to you any Papers/Studies that discuss the projected evolution of the Romanian TGC market in light of Law220/2208?
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