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Abbreviations and Acronyms 

AACR Autoritatea Aeronautica Civila Romana (Romanian civil aviation authority) 

AFER Autoritatea Feroviara Romana (Romanian railway authority) 

ANR Autoritatea Navala Romana (Romanian naval authority) 

ARR Autoritatea Rutiera Romana (Romanian road authority) 

BOT Build, Operate, Transfer 

BSC Balanced Score Card 

CEO Chief Executive Officer 

CESTRIN RNCMNR‘s Central Laboratory for Transport and Road Infrastructure 

CFR SA Societatea Naţională de Căi Ferata (railway infrastructure company) 

CFR Marfă Societatea Naţională de Transport Feroviar de Marfă (railway freight company) 

CFR Călători Societatea Naţională de Transport Feroviar de Călători (railway passenger 

company) 

DMU Diesel multiple unit (train set) 

DRDP RNCMNR‘s regional office 

EBRD European Bank for Reconstruction and Development 

ECA Europe and Central Asia region 

EIB European Investment Bank 

EU European Union 

EUR Euro currency unit 

EMU Electric Multiple Unit (train set) 

FR Functional Review 

GDP Gross Domestic Product 

GoR Government of Romania 

HQ Headquarters 

HRM Human Resources Management 

IFC International Finance Corporation 

IFI International Financial Institution 

IPMC Internal Project Management Consultant 

km (s) Kilometers 

km/h Kilometers per hour 

MOT Ministry of Transport and Infrastructure 

MPF Ministry of Public Finance 

OECD Organization for Economic Co-operation and Development  

OPRC Output and Performance-based Road Contract 

PA Performance Agreement 

pax-km A unit equivalent to the movement of one passenger by one kilometer 

PBMC Performance-Based Maintenance Contract 

PMMR Performance-based Management and Maintenance of Roads 

PSC Passenger Service Contract 

PPP Public private partnership  

PSP Private sector participation (whether through license, lease, permit, contract, 

agreement, joint venture, concession, PPP structure or other framework) 

RA Road Administration 

RAR Registrul Auto Roman (Romanian automobile registry) 

RON Romanian New Lei 



 

 
   

 

RNCMNR Romania National Company for Motorways and National Roads 

route-km Kilometers of commercially operated  railway route in network  

RRC Regional railway company 

SOE State-owned enterprise 

SOPT Sector Operational Program for Transport 

tonne Metric ton of 1,000 kilograms 

tonne-km A unit equivalent to the movement of one tonne of freight by one kilometer 

track-km Kilometers of railway track in the network (including duplicate and technical 

tracks) 

train-km A unit equivalent to the movement of one train by one kilometer 
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Executive Summary 

This Functional Review (the Review), undertaken for the Government of Romania, reflects 

the importance of Romania‘s transport industry to the economic and social life of the country. 

During its early transition years, Romania implemented radical structural reforms in the 

institutions of the transport sector, but over the last decade there has been concern that these 

changes have not led to tangible improvements in transport policy administration nor in the 

efficiency and effectiveness of the main delivery institutions in the railway and road sectors. The 

implications of the unfinished reforms are not negligible: poor prioritization leads to high and 

unsustainable fiscal costs, significant grant funds from the European Union (EU) are 

underutilized, and transport infrastructure and services are far below the expectations of 

Romanian citizens and European quality standards negatively impacting Romania‘s 

competitiveness in the European market.   

The Review has tried to discern the main reasons for these shortcomings and to identify 

remedial actions. It focuses on three main challenges: the administration of the transport sector 

as a whole; the corporate governance of state-owned road and railway companies; and the 

priorities for the companies themselves. Attention is also given to budgeting issues and 

opportunities for greater private sector participation. 

At the administrative level, the Review notes the lack of a comprehensive policy framework 

in the transport sector. It recommends that the Ministry of Transport (MOT) prepare a 

medium-term Romanian National Transport Strategy to chart a clear policy framework and a 

realistic public resource envelope for the industry through the difficult years ahead. The Review 

also recommends a restructuring of the administrative apparatus of the MOT to reduce current 

fragmentation of, and overlaps in responsibilities; and to separate the MOT‘s potentially 

conflicting policy-making, regulatory, ownership, and client roles. The creation of a multi-modal 

Strategy and Policy Group within the Ministry would also contribute to greater consistency in the 

administration of, investment in, and cost recovery of the road and railway infrastructure.  

The Review finds that the Corporate Governance of the four main state-owned companies 

in road and railway sectors is seriously flawed, failing to meet most of the criteria for good 

governance such as those suggested by OECD Guidelines on State-owned enterprises. An 

absence of strategic vision and commercially-skilled guidance by their Boards, which are 

overwhelmingly dominated by MOT career officials—in many cases with political backing—has 

either permitted and/or contributed to a long-term decline in many of the companies‘ key 

performance indicators. Corporate Governance could be improved, as in many countries, by 

dividing the onerous burden of ownership responsibility between the MOT (which is sometimes 

politically conflicted by transport company decisions) and another ministry; and also by the 

nomination of smaller but more professional and more independent Boards of Directors. The 

new independent Board members should bring a wider range of technical and professional skills 

than available within the MOT alone, so that the Board is better able to give the companies the 

long-term support and guidance they need. The Boards should also have a mandated role in 

selection of the Chief Executives. The selection of Chief Executives should be based on merit 

and their appointment be made through fixed-term management contracts with explicit 

performance targets. 
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In the case of the National Company for Motorways and National Roads (RNCMNR), 

apart from the governance recommendations, the Review finds a need to enhance the relationship 

between the State and the company through a Performance Agreement. It is also necessary to 

bring to the company modern corporate management practices. Moreover, the highway planning 

and engineering design functions must be strengthened, and the investment and operations lines 

of business must be streamlined with greater delegation to regional offices. The cost-

effectiveness of road maintenance can be improved by shifting to a road asset management 

approach, for example through long-term contracts based on performance criteria.  

The condition and reliability of rail infrastructure assets is declining and will continue to do 

so if the level of public funding which is likely to be available over the next few years is applied 

to a network of the current scale. The Review urges the national railway infrastructure company, 

CFR SA, to work with the government and train operators to identify and evaluate realistic 

options for a financially sustainable network that can properly serve the core markets in which 

railway services may have long-term competitive advantage. Based on such an assessment the 

Government and the MOT should make a decision on a more affordable public network. 

However, even with a more affordable public network and efficiency improvements, the Review 

finds that the railway infrastructure network, like the road network, will require stable long-term 

support from the Romanian budget.   

The Review examined the railway Passenger Services Contract (PSC) between the 

government and the state-owned railway passenger company, CFR Călători, and noted that it 

contains few incentives for service rationalization, efficiency improvements or revenue 

enhancement. The average number of passengers per train has declined over ten years from 170 

to about 90. Staff productivity has declined by a quarter over the same period, railcar utilization 

by a third. The Review suggests that the PSC should be redesigned to create a range of 

operational and commercial targets and incentives. The Review also notes that the very low 

passenger flows on many branch lines is neither an efficient use of expensive train-sets nor 

environmentally-friendly. An integrated network of rail and connecting bus services could 

provide much better value for money and lower greenhouse gas emissions. Publication of the 

existing average subsidies per passenger on Romania‘s public and private passenger railway 

routes would pinpoint the opportunities.   

In the rail freight sector, the Review notes the emergence of a vibrant private rail freight 

industry in Romania. But it expresses concern at the declining labor and equipment 

productivity—about half of what it was ten years ago—and dire financial situation of the state-

owned rail freight operator, CFR Marfă. Under the MOT‘s governance since 1998, CFR Marfă 

has been more and more squeezed between a deregulated road freight haulage industry and a 

private rail freight industry. It seems unlikely to survive without a more selective and aggressive 

business model, which in its turn is unlikely to be adopted under the existing state ownership. 

CFR Marfă remains one of the largest freight transport companies in the region, with potentially 

valuable skills, assets and customer base. The Review recommends that it be privatized in a way 

that will give it the commercial freedom and opportunity to contribute positively to the rapidly 

changing European rail freight market. The government has started the due diligence process for 

such privatization. 

On the issue of Public Budgeting, the Review notes that Romania‘s current annual program 

of transport infrastructure investment mostly contains projects that are either not funded, not 

started or uncompleted. The authorized annual expenditure on capital works that is implicit in 
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this program is many times greater than what has traditionally been spent, or than what is 

actually available to be spent. But at the same time, only a small fraction of EU funds that are 

already pledged for Romanian transport infrastructure have actually been used. The Review 

believes that the current program needs to be re-established on a realistic basis—using the three-

year ceilings in the Government‘s fiscal strategy as a start—and that in the future its assembly be 

more disciplined in the adoption and prioritization of projects. To obtain maximum leverage 

from scarce domestic funds, there is a strong case for immediate priority to be given to those 

projects for which EU funds are also available.  

The use of European Cohesion and Structural Funds available to the Romania‘s transport 

sector—about EUR 4.6 billion between 2007 and 2013—could have significantly boosted the 

funding of transport investments during a period of severe fiscal stress in Romania. However the 

MOT and the implementing entities have been unable to utilize such grants and there is a strong 

probability that only a fraction of those funds will now be used before the end of the planning 

period in 2013/15. The inability of Romania to exploit the funds allocated by the EU for 

transport is due to the same sector governance, corporate governance, and company management 

issues that are the subject of the present Review. There may be temporary fixes to enhance the 

administrative mechanics for the use of such funds, but as long as the fundamental issues 

covered by the Review are not addressed, the chances of using these funds within the current 

deadlines will remain limited. 

Finally, the Review supports Romania‘s early confidence in Private Sector Participation 

in road and rail transport services through deregulation, which led to growth in both the private 

bus and private road haulage industries, and by the licensing of private train operators to use 

Romania‘s railway system—Romania now has one of the highest proportions of private rail 

freight operations in Europe. However, attempts to attract private financing to the more 

challenging sphere of transport infrastructure, through the specialized mechanism of PPPs, have 

not been successful. Policies for encouraging private sector participation in transport services 

and infrastructure should be included in Romania‘s National Transport Strategy. The Review 

suggests options such as in the provision of integrated rail/bus systems, the piloting of private 

concessions for regional passenger railway services and the use of performance-based contracts 

for road maintenance. The Review foresees a role for PPPs for simpler and less costly highway 

projects than what has been attempted so far, and for other sectors such as airports. However, 

PPP projects are unlikely in the near future to yield more than a fraction of the funding already 

available from the EU grants pledged to Romania—if the transport infrastructure program and 

administration are refocused to use these grants. 

 



 

iv 
 

Summary of Findings and Action Plan 

Background 

1. The Functional Review (the Review) was undertaken by the World Bank for the 

Government of Romania (GoR). The Review‘s focus in the transport sector has been the 

Ministry of Transport and Infrastructure (MOT) and the four largest companies for which MOT 

acts as the sole shareholder on behalf of the State: the Romania National Company for 

Motorways and National Roads (RNCMNR); the National Railway (Infrastructure) Company 

(CFR SA); The National Railway (Passenger) Company (CFR Călători); and the National 

Railway (Freight) Company (CFR Marfă).  

2. During its early transition years, Romania implemented radical structural reforms in the 

transport sector, but the reform process seems to have lost momentum over the last decade. The 

Review has, in five main areas of investigation, tried to discern the underlying reasons and to 

identify remedial actions. The five areas are: 

i. Sector Governance: how the MOT discharges its public interest responsibilities in the 

transport sector. 

ii. Corporate Governance: how the four main companies are directed and monitored by 

their Shareholder and Boards of Directors. 

iii. Management priorities within the four companies. 

iv. Strategic issues in transport financing and budget determination. 

v. Opportunities for private sector participation (PSP). 

3. The findings and recommended actions in each area are summarized below. Many of the 

actions stated are urgent and need early implementation, but they will take some years to bear 

fruit. Complex and systemic administrative and governance problems will not be solved 

overnight. The objective of the recommendations is to strengthen the MOT to perform its public 

interest functions, and to improve the governance and functionality of the four companies to 

fulfill their specific mandates. 

Sector Governance 

4. There are strong public interests in the performance of the transport industry that justify 

governments playing a major role in the sector. Government actions, or lack of actions, are 

therefore always influential and often decisive in encouraging or hindering a successful transport 

industry. The Review considers that there are several flaws in transport sector governance in 

Romania:  

 The absence of a convincing and policy-oriented multi-modal national transport strategy 

that can guide both public and private participants in the industry in the difficult years 

ahead. 

 An unclear division of roles between the MOT and the road and rail infrastructure 

companies, an asset accounting framework in these two companies which is not well 
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geared to publicly-funded assets, and inconsistent treatment in road and rail funding and 

cost recovery policies. 

 Insufficient road infrastructure cost recovery (road user charge mechanism) that is 

inconsistent with EU recommendations; and neglect of other public roads (county and 

village roads). 

 Retention of CFR Marfă in a government-constrained straitjacket while having 

deregulated the private road haulage industry and the private rail freight industry, with 

both of which Marfă has to compete. 

 Signing by government of a Public Service Contract (PSC) with CFR Călători that is un-

incentivized for efficiency, obscure in its distribution among passengers, and clearly 

unaffordable to the public purse. 

 Insufficient clarity of roles and distance between the regulatory watchdogs and both the 

regulatory policy makers on the one hand, and the regulated parties on the other—for all 

transport modes. 

 A ministry that is modally and functionally fragmented into numerous directorates, is 

tactical and reactive in its approach; and the balance of influences that must necessarily 

mould its deliberations and conduct—the political and the technical—seems to be 

disproportionately skewed to the former. 

5. Table 1 shows a recommended Action Plan, for either Government or MOT actions. 

Table 1: Recommended Action Plan for Sector Governance 

Area of Sector 

Governance 

Summary of Short-term Actions Summary of Medium and Long-

term Actions 

1. Strategy & 

Policy 

MOT to prepare and publish a brief 

but realistic medium-term national 

transport strategy covering strategic 

objectives, policies and proposed 

programs for the next 5 years. 

The national transport strategy 

should be updated periodically. 

2. Main State 

Institutions for 

transport 

delivery 

Government to privatize CFR Marfă 

as soon as possible in a way that will 

allow it the opportunity to 

successfully compete on equal terms 

in the freight transport industry. 

Government to consider 

reconstituting CFR SA and 

RNCMNR as infrastructure delivery, 

management and maintenance 

companies: asset ownership and 

strategic direction of the rail and 

road networks themselves falling 

directly to (and appearing within the 

accounts of) the State.  

3. Purchase of 

services on 

behalf of the 

State 

(a) MOT to work with CFR Călători 

to negotiate an Affordable multi-

year PSC, with built-in efficiency 

incentives. 

(b) On a trial basis, MOT to draw up 

(a) Government to adopt an 

alternative fare concession and 

regulatory policy that gives CFR 

Călători more commercial flexibility 

and revenue incentive. 
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PSCs for social transport services on 

a number of branch-lines, and let the 

contracts by competitive tender to 

properly qualified private bus 

service operators. 

(b) On a trial basis, MOT to create a 

separable pilot regional passenger 

railway company from a segment of 

CFR Călători‘s regional (non inter-

city) operations and award the PSC 

contract of that company by 

competitive tender to a properly 

qualified and licensed private 

railway company. 

4. Regulatory 

functions 

Government to establish in another 

ministry an effective railway 

regulatory function to oversee the 

implementation of and disputes 

concerning the application of track 

access rights and charges. 

(a) MOT to determine the matters of 

regulatory strategy and policy that 

should be the responsibility of the 

policy directorates of MOT. 

(b) MOT to consider establishing a 

multi-modal Transport Licensing 

and Safety Agency. 

5. 

Administrative 

apparatus 

MOT to transfer the functions of 

general medical and social 

assistance and hospitals to the 

ministry responsible for health, with 

occupational health matters 

transferred directly to the 

companies. 

(a) Government to reorganize the 

MOT into more substantial and 

multi-modal General Directorates 

that will help reduce gaps and 

overlaps in functions. 

(b) MOT to enhance financial and 

human resource management in line 

with broader recommendations for 

the Romanian public administration. 

6. Performance 

Agreement with 

RNCMNR 

MOT to establish an annually 

reviewed Performance Agreement 

with RNCMNR with multi-annual 

perspective and budget envelope. 

MOT to give RNCMNR freedom to 

manage within the Performance 

Agreement. 

Corporate Governance 

6. Romanian Company Law was used to reconstitute the three transport delivery entities in 

the rail sector (in 1998) and that in the road sector (in 2004). This was to facilitate their ‗arm‘s 

length‘ distance from both the necessarily bureaucratic structures of government ministries, and 

the influence of short-term fluctuations in political aims. Both are legitimate features of 

government but their undiluted impact is inimical to the focused long-term planning and 

operational management necessary to deliver transport infrastructure and services efficiently and 

effectively in an environment of changing and challenging market demands. Corporatization can 

facilitate the dilution, but is not sufficient. Some critical reinforcements in corporate governance 

were omitted from the institutional architecture at its inception, and have not been rectified since. 

The result has been that the four transport entities have not migrated to become autonomous 

state-owned companies responsive to their ‗markets‘, but have remained branches of MOT 

reincarnated in corporate form.  
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7. This sector and governance structure has not prevented corruption as perceived by 

various stakeholders interviewed during the course of this Review. Corruption remains a key 

challenge for the transport sector in Romania. 

8. For a decade and longer, each of the four companies has faced different but very 

significant external market challenges within difficult resourcing constraints, but they have 

consistently failed to respond to these challenges. Short-term company mistakes can be put down 

to many causes: sudden market changes, poor individual management decisions, trade union 

actions, corrupt decisions and so on. But when serious flaws in basic corporate strategy endure 

over such a long period, the responsibility resides clearly with the Board of Directors and the 

Shareholders, as the Board‘s role in a joint-stock company is to establish and monitor the 

company‘s direction and strategy, and the Shareholders‘ role is to select the Board.  

9. These roles have been performed almost exclusively by the MOT, on behalf of the State, 

for the last decade. A combination of overwhelming Board domination by MOT delegates (9 of 

11 Directors in the case of railways), the reserved rights of the MOT-dominated Assembly of 

Shareholders (4 of 5 members), and selection of the Chairperson and CEO through the political 

patronage of the MOT has effectively closed, or rather never allowed to open, an ‗arm‘s length‘ 

distance between the MOT and the companies that their corporate form was meant to facilitate. 

The companies have been squeezed between the external pressures of market change and the 

internal inertia of political and bureaucratic control.  

10. The companies currently have no robust medium-term business or corporate plans and, so 

far as can be judged, their Boards and Shareholders have not seen the need to ask for one. 

Another symptom of inertia is in regard to the seventeen subsidiary companies that the three rail 

companies have collectively established, mainly for cosmetic reasons. Some contain core 

competencies that have little logic for separation. Others are non-core but there are no plans to 

divest them. For the most part, the subsidiaries neither compete with private companies for the 

contracts that they receive nor earn any significant income from external customers. Tackling 

sector governance problems is a necessary condition for any serious reform. Table 2 sets out the 

Review‘s recommendations to improve corporate governance, all these actions require 

immediate attention. 

Table 2: Recommended Action Plan for Corporate Governance of the four companies 

Area of 

Corporate  

Governance 

Summary of Actions 

7. Shareholdings Government to (a) delegate stewardship of a majority of the companies‘ 

shares to another ministry; (b) change the balance of the Assembly of 

Shareholders accordingly, and (c) restrict the number of matters on which 

the Assembly has immediate endorsement or veto over Board Decisions.  

MOT to manage shareholdings through a new specialist Directorate with a 

mandate confined to long-term stewardship of public shareholdings (See 

section 2).  

8. Boards of 

Directors  

Government to encourage creation of smaller, more independent and more 

professional Boards and require a majority of Board Members to be 
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independent of the shareholding Ministries. 

9. Chief 

Executive 

Officers 

Government to (a) Separate the roles of CEO and Chairperson of the 

Board; (b) Require that CEOs be selected by a merit-based process with 

defined Board involvement; and (c) Introduce minimum fixed-term 

management contracts for CEOs with performance targets. 

10. Corporate or 

Business Plans  

Government to require the Companies to present annually to the 

shareholding ministries the company‘s medium-term Corporate or 

Business Plan, prepared by Management and Adopted by the Board, that 

is financially feasible and consistent with any Performance Agreement (in 

the case of CFR SA and RNCMNR) or Passenger Service Contract (in the 

case of CFR Călători) with the Government. 

11. Transparency 

and Disclosure 

Raise the minimum requirements on annual reporting and disclosure of 

information, and mandate annual external independent audit in accordance 

with international accounting standards. 

12. Subsidiary 

companies 

Rail companies to commission an independent appraisal of their 

subsidiaries to determine whether to retain, divest or reincorporate them 

under core business management. 

Strategic Priorities for Company Management 

11. CFR Marfă: the Review finds the priority to be for the Company‘s executive 

management to prepare for privatization. CFR Marfă remains one of the biggest freight transport 

companies in the region, with valuable skills, assets and customer base.  It is likely that a private 

investor will want the company to pursue rail freight markets more selectively, more 

aggressively and from a higher productivity base. The government should take steps to ensure 

that CFR Marfă‘s professional managers and key operational staff are retained and motivated to 

support a successful privatization.  

12. CFR Călători: the priority for management is to prepare a rail passenger service 

specification that would reduce the real cost of state support for the passenger rail PSC. Much of 

the data and conceptual planning required has already been provided by an Italferr Consultancy, 

which estimated savings in net cost to the government of about a quarter. In carrying out this 

task, CFR Călători should nominate a number of routes where low passenger flows and high 

costs/passenger-km mean that social service could be better met by pilot PSC contracts between 

MOT and private bus companies. 

13. CFR SA: even with efficiency improvements, the finances of the company cannot be 

brought into a reasonable long-term balance without either a large increase in government 

budgetary support or a significant reduction in the network that CFR SA is required by the 

government to manage and maintain (or both). These are primarily decisions for the government, 

but CFR SA has a lead role to play with the MOT and train operating companies in preparing—

through a Task Force—the analytical basis for such decisions. The Task Force should 

recommend to the government a smaller network of higher average traffic density that will 

protect core passenger and freight markets, but give Romania a railway network more 



 

ix 
 

commensurate with its traffic flows and with the comparative advantages of rail, and on which a 

sustainable 21
st
 century railway industry can be rebuilt. 

14. RNCMNR: a number of actions are recommended to improve the management of the 

company and its activities including the role of regional offices. The short-term priority is to 

adopt traffic flow/condition-based routine and periodic maintenance prioritization. 

Table 3: Recommended Action Plan for Company Management 

Company Short-term Actions Medium and Long-term Actions 

12. CFR Marfă Management to prepare for early 

privatization; MOT to try to ensure 

key managers and staff are retained 

for future company success. 

 

13. CFR 

Călători 

Management to propose to the MOT a 

detailed service specification building 

upon the ideas and proposals 

contained in Italferr Report, with a 

view to reducing PSC cost by a 

quarter. 

Subject to Government adoption 

of a more flexible and targeted 

fare regulatory regime, 

Management to develop and 

implement a more market oriented 

fare structure and system. 

14. CFR SA Management, with the MOT and train 

operating companies, to develop and 

evaluate the alternative options to 

attain a long-term financially 

sustainable and competitive core rail 

network based on market and 

commercial criteria.  

Government to make a decision on 

a smaller network of higher 

average traffic density that will 

protect core passenger and freight 

markets, but give Romania a 

railway network more 

commensurate with its traffic 

flows. 

15. RNCMNR (a) Management to review the 

functional classification of roads and 

develop design, structural and 

maintenance standards by functional 

and traffic volume classes. The 

maintenance standards should be 

developed as the first priority. 

(b) MOT and Management to develop 

and conclude budget constrained 

Performance Agreement and put in 

place an annual cycle of performance 

monitoring on the basis of the 

Performance Agreement. 

(a) Management to articulate a 

vision and mission statements for 

RNCMNR consistent with the 

updated national transport strategy 

(Section 2.2). 

(b) Revise organization structure 

to be consistent with its mission, 

including planning, programming, 

evaluation and road safety. 

(c) Mainstream the use of the 

company‘s road asset management 

systems in resource planning. 
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Funding and Budgeting  

15. Domestic funding for the transport sector in Romania comes from general tax revenues, 

infrastructure usage fees and transport service tariffs. For a number of years, but compounded by 

the current circumstances, public expenditure programs in transport have far exceeded funding 

availability. 

16. At the same time, the MOT and the companies have been unable to utilize more than a 

fraction of EU transport grants due to the sector governance, corporate governance, and company 

management issues identified in this Review, and highlighted by weaknesses in administrative 

capacity and inadequate funding priorities given to other domestic projects.  

17. The inability to satisfactorily prioritize and manage projects over the last few years has 

meant that funding of new projects has been spread too thinly. A ballooning capital investment 

program has been overloaded with unfunded or inadequately funded projects. The total 

‗authorized‘ annual capital expenditure for all modes of transport in 2010 was more than six 

times the MOT‘s total annual budget and more than eight times the previous average annual 

capital expenditures.  

18. There is also a mismatch between resources devoted to capital expenditures vis-à-vis 

recurrent expenditures. For example, in 2009 the cost to the state budget of the PSC contract for 

passenger rail services, which was insufficient for CFR Călători to pay its infrastructure charges, 

was twenty times the direct budget contribution towards maintenance of the rail network. As 

four-fifths of train-kms are run to meet the PSC; the government is therefore actually ‗paying 

for‘ the steady deterioration of public assets. In the road sector funding for building new road 

capacity exists alongside major shortfalls in maintenance of the existing road network.  

19. Infrastructure cost recovery is particularly low in the road sector. Between 2006 and 2009 

revenues from the Rovignette system covered an average of about 10 percent of total outlays on 

national roads (including construction), and none of the other public roads. RNCMNR has now 

committed the full Rovignette revenues until at least 2016 to service debt on expensive supplier 

credits from commercial banks loans, leaving RNCMNR with no direct source to fund 

maintenance activities.  

20. The recommended action plan is summarized in Table 4. 

Table 4: Recommended Action Plan for Transport Funding 

Topic Short-term Actions Medium and Long-term Actions 

15. Public 

investment 

management 

(a) Rationalize MOT‘s public investment 

program, discard some projects and defer 

others to future years, therefore creating 

fiscal space for Romanian counterpart 

funding of EU funded transport projects, 

which should be given priority. 

(b) Increase road user charges to 

strengthen funds available for road 

maintenance and to attain more equal 

ratios of road and railway infrastructure 

(a) Rebalance the resources devoted to 

capital expenditures and recurrent 

expenditures in both railway and road 

sectors.  

(b) Bring together the planning and 

budgeting of public funding for roads and 

railway infrastructure and relate to the 

integrated Transport Strategy (Section 2.2). 

(c) Restructure the road sector budget to be 

policy-oriented allowing expenditures to be 
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cost recovery from users. MOT and 

RNCMNR undertake a Road User 

Charge study, including an evaluation of 

alternative ways to collect the charges. 

(c) Prohibit further pledging of 

Rovignette revenues. 

mapped onto budget categories. 

(d) RNCMNR Management to establish a 

time table for installing an electronic road 

user charge technology covering all public 

roads.   

Private Sector Participation 

21. Private sector participation (PSP) is the involvement of the private sector in a transport-

related activity traditionally carried out by a State authority or company whether through license, 

lease, joint venture, contract, franchise or concession agreement.  A public-private partnership 

(PPP) is a specific form of PSP and, though there is no single definition, it generally refers to a 

time-bound arrangement with a private company for the provision of public assets and/ or related 

services, where there is a substantial risk sharing and the private sector receives performance-

linked payments.  

22. Romania showed early confidence in the private sector in road and rail transport services 

through deregulation of both the private bus and private road haulage industries, and by the 

licensing of private train operators to use Romania‘s railway system (Romania now has one of 

the highest proportions of private rail freight operations in Europe).  

23. MOT also attempted at various times to attract private financing to the more challenging 

transport infrastructure sector, particularly major highway construction. However, for various 

reasons described in Section 6, the attempts in the road sector have all failed. Improved policies 

for PSP in the transport sector, including more modest but achievable PPP projects, should form 

an integral part of the Transport Strategy that is proposed in Section 2.  

24. Even if successful, PPP projects cannot in the foreseeable future yield more than a 

fraction of the funds already pledged to Romania by the EU, if Romania were able effectively to 

spend them. However, the range of PSP opportunities is much wider than PPP alone, and the 

benefits of private sector involvement are more far-reaching than just access to capital. Priority 

actions are set out in Table 5. 

Table 5: Recommended Action Plan for Private Sector Participation 

Topic Short-term Actions Medium and Long-term 

Actions 

16. Private 

Sector 

Participation 

(a) Ensure PPP law guarantees quality of 

preparation, competitive procurement, 

and transparency in decision making. 

(b) Implement pilot performance-based 

road rehabilitation and maintenance 

contracts. 

(c) Adopt smaller and less complex road 

network enhancement projects for PPP.  

(d) Rail sector proposals for PSP as 

Increased PSP may follow from 

independent business appraisal of 

the seventeen subsidiary 

companies owned by the three 

main railway companies: some of 

these could be privatized and the 

services they provide 

competitively procured. 

Other sectors such as airports can 

be proposed for PPPs  
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already described (privatization of CFR 

Marfă, rail passenger services contracts 

by PPP, and  private bus PSC contracts)   
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1 Introduction 

1.1 Objectives of the Review 

1. The Functional Review has been undertaken by the World Bank for the Government of 

Romania (GoR). Its purpose is to help the government develop a series of action plans to 

implement over the short and medium term to strengthen the effectiveness and efficiency of 

Romania‘s public administration in a number of areas, especially those functions that support 

Romania‘s implementation of the Lisbon Strategy.  

2. In the transport sector, which is the subject of this Report, the Bank‘s focus is on the 

Ministry of Transport and Infrastructure (MOT) and the four largest companies of which MOT is 

the sole shareholder, on behalf of the State: the Romania National Company for Motorways and 

National Roads (RNCMNR); the National Railway (Infrastructure) Company (CFR SA); The 

National Railway (Passenger) Company (CFR Călători); and the National Railway (Freight) 

Company (CFR Marfă). There are other organizations that are subordinated to or report to the 

MOT for which broader recommendations are made. 

3. Under the Memorandum of Understanding between the European Commission and 

Romania, the implementation of specific economic policy actions is envisaged. Policy actions 

directly related to the transport sector fall under the ―Structural Reforms‖ set of actions and they 

are summarized below, with the original dates by which such actions were to be taken: 

 Action plan for the restructuring of MOT and implementing agencies adopted; (by 

2009Q4); 

 The government adopts an action plan, which includes milestones and an implementation 

timeline, based on the outcome of the independent functional review (by 2010Q2); 

 Restructuring of MOT and implementing agencies finalized (by 2010Q2) 

 Progress with the implementation of the action plan, based on the outcome of the 

independent functional review (by 2010Q4 and 2011Q2). 

1.2 Background 

4. There are many ways in which the administration of transport in different countries is 

organized, depending upon administrative traditions and culture and on the policies which 

governments wish to implement.  State transport institutions have traditionally been concentrated 

in one or a few government departments or ministries, amalgamating different functions which 

have sometimes covered the full spectrum from policy formulation to final service provision. In 

the past decades, progress has been made in European Union (EU) countries and internationally 

to separate the roles of transport policy and regulation from those of transport delivery 

institutions. More recently, several countries in Europe—including member states of the EU—

have undertaken many changes to enhance the organizational effectiveness of the transport 

sector‘s institutions.  

5. During its early transition years, Romania implemented significant and at that time 

radical structural reforms in transport sector institutions that were coherent with the principles of 
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separation adopted in the EU. But over the last decade there has been concern that these changes 

have not led to tangible improvements in transport policy administration nor in the efficiency and 

effectiveness of some delivery institutions. The Functional Review has endeavored to discern 

why this is so and to identify actions to overcome the deficiencies.  

1.3 Method of Approach 

6. The Transport Sector Functional Review (hereinafter ‗the Review‘) covered the 

relationships and the accountability mechanisms in the provision of transport infrastructure and 

services. The Review adopted a top-down approach to the task, that is starting with overall 

transport sector governance and working down to individual institutions‘ performance; it also 

addressed broader cross-cutting issues in the transport sector, including sector budget and 

financing and opportunities for  private sector participation. The structure of the Report follows 

this approach and is organized as follows: 

7. Section 2 summarizes the Review‘s findings with regard to issues of Sector Governance;   

that is, how the government, mainly through MOT, manages the public interests in the transport 

sector as a whole. 

8. Section 3 deals with issues of Corporate Governance; that is, how the four main 

companies that were set up in 1998 are directed and monitored by their Shareholder and Boards 

of Directors in their functions of delivering transport infrastructure and/or services. 

9. Section 4 addresses key findings about the corporate management of these companies and 

how they organize their activities. Because this is a functional review of the transport 

administration, rather than a detailed company appraisal, the issues investigated are confined to 

higher level management matters, rather than detailed business processes. 

10. Section 5 deals with some of the strategic issues and pressing problems of budget and 

financing in the transport sector. 

11. Section 6 outlines some possibilities for private sector participation (PSP) in the transport 

industry that might help improve sector management and performance, while at the same time 

contributing to investment and operational funding needs. 

12. Section 7 sets out a draft matrix of recommended priority policy actions.  

13. Technical Annexes include details of some of the Review‘s proposals. 
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2 Sector Governance 

2.1 Main Roles of Government in Transport 

14. There are strong public interests in the performance of the transport industry that justify 

governments in playing a major role in the sector. Government actions, or lack of actions, are 

therefore always influential and often decisive in encouraging or hindering a successful transport 

industry. In this Review it is presumed that these public interests are: that the transport industry 

should be efficient; that it should be responsive to market needs; that it should be affordable to 

the public purse; and that it should be safe and meet the country‘s environmental standards.  

15. Governments pursue these public interests through the performance of six main roles: 

 Setting overall transport strategy and development objectives and implementing 

corresponding policies (including funding policies, which are dealt with in more 

detail in Section 5); 

 Determining the main institutional forms of the public entities in the industry; 

 Purchasing social transport services on behalf of the public; 

 Regulating the industry (including economic, safety and environmental regulations); 

 Administering international transport agreements and relationships; 

 Setting up the apparatus of transport sector administration: in other words, organizing 

the MOT to perform its various roles. 

16. The remainder of Section 2 summarizes the Review‘s findings in each of these areas.  

2.2 Strategy and Policy 

17. MOT does not have a documented multi-modal transport strategy that is consistent with a 

realistic assessment of the budgetary resources to sustain it over the next few years.  As a result, 

at a time of financial crisis in the Sector, there is great uncertainty within the MOT, the state-

owned delivery institutions, and the private sector, about where the sector is headed, what 

policies may be expected by them, and what is expected of them. Most other strategic documents 

were prepared in 2008 or earlier, or are concerned with establishing a desired program of 

investments in major projects, or relate to a particular mode. The policy content of such plans is 

usually absent or rather limited. 

18. Transport strategy is about articulating industry-wide objectives, adopting consistent 

principles for attaining them and setting priorities in the use of public resources to support them. 

The modally-based administrative structure of the MOT at best does not encourage and at worst 

hinders the development of a coherent overall transport strategy. Aviation and maritime transport 

policy and infrastructure matters are both organized as General Directorates. Railway and Road 

transport (despite being far larger industries) are entrusted to two separate lower level 

Directorates. And there is a separate General Directorate for Road Infrastructure and 

Concessions.  
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19. Given the severe and worsening financial position of the transport sector a realistic 

national multi-modal transport strategy should be developed as a matter of urgency, linked to a 

realistic estimate of budget resources. It should set out clearly for at least the next five years the 

strategic aims of and policy settings for pursuing the public interests and fulfilling the 

government roles in a time of stringency, prioritization and difficult choices. It should not be an 

excessively long or technical document nor be dominated by a capital investment plan (though it 

might usefully indicate a realistic medium-term program for all modes that is consistent with a 

prudent estimate of financial resources likely to be available from national, EU and private 

sources).  

20. Annex 1 describes the issues that such a Strategy might address. The remainder of the 

Review recommends some of the measures that the government might consider for inclusion in 

the national transport strategy. 

2.3 Transport Industry Structure 

21. The second role of government in its governance of the transport sector is to establish the 

form and scope of any state institutions involved in transport service or infrastructure delivery. 

This Functional Review is focused on four main state-owned transport delivery institutions. CFR 

Marfă and CFR Călători are rail transport services companies. CFR SA and RNCMNR are 

transport infrastructure companies. The railway companies and RNCMNR were established in 

1998 and 2004 respectively as joint-stock companies under Romanian corporate law, 100 percent 

owned by the State, which delegates the stewardship of its Shareholding to MOT. 

22. There is a difference in the economic context in which the two transport services 

companies operate compared to that of the two infrastructure companies. The former companies 

work in highly competitive service markets, dealing directly with consumers, and they are 

expected and able (in principle) to recover a substantial proportion of their own service delivery 

costs from final customers. They are clearly ‗businesses‘ and the Review finds that the current 

company form is an appropriate one for such businesses. 

23. By contrast, each of the infrastructure companies has near-monopoly control over the 

public infrastructure networks which have been trusted to them by the state to administer, neither 

company has direct relationships with the final beneficiaries of that infrastructure, and both 

inevitably rely mainly on taxpayer (Romanian and EU taxpayers) funding for network 

development, major rehabilitation and in practice even maintenance costs.  

24. While supporting the basic concept of a company structure, the two public Infrastructure 

Companies are not ‗businesses‘ in the commercial use of the term, but effectively service 

companies delegated to deliver, manage and maintain public infrastructure. The Review is not 

persuaded that they are optimally constituted to reflect their actual scope of responsibility and 

accountability to the public which owns and largely funds the development and preservation of 

their assets. One option is to reconstitute them not as quasi-owners of the huge infrastructure 

assets that dominate their balance sheets, but as delivery, management and maintenance 

companies. As such they would be contracted by the State to look after the State‘s respective rail 

and road networks, but the ownership of the network assets would fall to (and appear within the 

accounts of) the State itself or a specialist entity of the State.  



 

5 
 

25. In this model the MOT would have more explicitly the responsibility for determining 

strategic directions and main priorities for the network development and negotiating (multi-) 

annual agreements with the companies to deliver on them and on the service levels agreed with 

the companies within the agreed budgets or public service contracts and productivity targets 

adopted by the Boards. This option would bring together the responsibility and accountability for 

public infrastructure network development, service levels and funding within the strategic role of 

the State, instead of being fragmented between the MOT, the companies and the cracks in 

between; it would facilitate  more consistent decisions in cost recovery policies and the balance 

of public funding between road and rail networks;  it might diminish the role of ambit claims in 

establishing investment programs which are currently initiated by the companies and cut-back by 

the state;  and each company‘s financial accounts might be less distorted by the difficulties of 

applying corporate accounting and auditing techniques to long-term public assets under the 

stewardship of non-profit making entities. Recasting the corporate form of the infrastructure 

companies requires fuller investigation of options and it is arguable that this is not the time to 

divert the attention of managements from the pressing challenges that beset them. In the 

meantime, even under existing structures, the corporate governance of all four companies is 

clearly inadequate and in the view of the Review requires early resolution.  This is addressed in 

Section 3.  

26. In the case of CFR Marfă, the Review considers that the government should go farther.  

Freight transport is in all countries an arduous, competitive, low-margin business and it is 

difficult to see why governments wish to participate in it.  In Romania, CFR Marfă is competing 

against private rail freight operators who face none of the restraints of State ownership, and who 

understandably concentrate on attracting from CFR Marfă those customers for whom rail 

technology offers greatest competitive advantage. CFR Marfă (and the other private rail 

operators) also compete for other traffic against a highly decentralized, deregulated and 

entrepreneurial road freight haulage industry that faces minimal constraints on entry, movement, 

management or pricing. It is then not surprising that CFR Marfă‘s own traffic task, average 

haulage length and average consignment size are falling and thereby eroding the intrinsic cost 

advantages of railway technology; at the same time tariffs are inevitably pressured by 

competition, (which is its purpose). In addition, on many rail corridors in Romania the 

underlying freight flows are relatively low and those traffics that might be won by rail are not 

readily divisible between multiple rail operators. If CFR Marfă remains as it is, squeezed 

between the road haulage industry and the private rail freight industry the government will 

eventually be left with a company that serves only markets that are the least economic to be 

served by railway, or made so by market dilution.  

27. It is understood that the scoping study for privatization of CFR Marfă has been completed 

and rests with MOT for modification and recommendation to the government. The Review 

believes that the government should proceed with a preferred approach as soon as possible and 

allow the company to pursue its fortunes as a private company before it is too late. CFR Marfă 

remains the biggest rail freight operator in Romania, and in South-East Europe. Freed of the 

constraints of public ownership it could provide the nucleus of a strong regional rail freight 

company or alliance that could better compete with the road transport industry. 
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2.4 Purchase of Transport Services 

28. In its role as purchaser of transport services, the government has implemented EU 

directives by adopting a comprehensive Public Service Contract (PSC) between MOT and CFR 

Călători. But the government cannot afford to fund the current level of service contained in the 

PSC, and commercial responses to such a shortfall appear to have been precluded by weak 

corporate governance. This issue is addressed in Section 3.   

29. While supporting the PSC concept, the Review finds that there are a number of 

deficiencies in the current implementation. First, the PSC specifies the train-kms ‗purchased‘ on 

all routes but does not show the individual payment for providing services on that route, nor the 

number of passengers (or more accurately passenger-kms) that are expected to use the services 

and on whose behalf the contract is presumably made.  Both those figures are known and would 

indicate the implicit subsidy/ passenger-km and so facilitate more discriminating decisions by 

Government about which services to support through train services and which might better be 

supported by bus contracts.  

30. Second, the PSC only defines output targets.  It contains no input performance targets 

such as rolling stock utilization (passenger-kms/car) or labour productivity (passenger-

kms/employee) both of which have seriously deteriorated in the last ten years. Since CFR 

Călători‘s own PSC is currently not contestable (i.e. only CFR Călători is permitted to negotiate 

for its contract
1
) the incentive for management to seek efficiency improvements is the rather 

perverse one of underpaying the agreed contract price (due to budget constraints) rather than 

through an agreed series of efficiency targets. 

31. Third, the government pays the fares of a remarkably wide range of user groups, and it 

also regulates all fares, on all services. Management therefore has no ability to implement more 

rational and commercial pricing systems. Indeed, as the PSC basically pays the difference 

between revenue and cost, the contract provides little incentive to collect all the fares it does 

charge (fare evasion is thought to be substantial). MOT should design and present to 

Government an alternative fare concession and regulatory policy that gives CFR Călători more 

commercial flexibility, providing a more limited range of concessionary passenger classes and 

fewer regulated ticket classes. 

32. It is the responsibility of MOT to obtain best value for money for the contracts that it lets 

for public services, but without any contestability or benchmarking of alternatives there can be 

no assurance that value for money is attained. Greater contestability for PSC‘s is a policy option.  

For example, CFR Călători might continue to run the strategic intercity network, but with the 

concessioning out of the shorter-distance regional rail services. This could be piloted by creating 

a separable regional rail company; drawing up the required PSC for that company but without 

specifying the payment; concessioning the operation of the company with its PSC contract 

through a bidding process; and monitoring performance and payments. The Review believes that 

the government should test this option on an experimental basis in a region to establish the best 

process and with a view to attaining equivalent or improved service at lower cost.  

33. A second option that will almost certainly improve the value for public money of social 

transport services on many smaller branch-lines would be to allow private bus and coach 

                                                 
1
 Though perversely, other passenger rail companies can compete with CFR Călători on routes supported by public 

funds, and can receive the same subsidy per train-kms, again independent of passenger use. 
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companies to bid for the PSC service performance specification on that route.  The financial and 

environmental costs of keeping lightly-loaded diesel trains running on poorly utilized branch-

lines is usually so high that, when a fair costing is undertaken, a good quality bus service is able 

to operate a faster, more frequent service for a lower cost to the taxpayer, and at lower emission 

levels per passenger.  The Review recommends that the government also test this option on an 

experimental basis on a number of low-density branch-lines with the objective of providing 

equivalent or improved service to passengers at lower cost.  Branch-lines could be mothballed 

until such trials are proven and any useable rolling stock and infrastructure assets allocated to 

other parts of the network where they are urgently needed. 

2.5 Sector Regulation 

34. The fourth role of government in transport sector governance is to administer (or delegate 

administration of) regulatory systems required to support its transport strategy and policies. 

There are three main types of regulation: economic regulation; safety regulation; and 

environmental regulation. Economic regulations may include conditions of licensing of industry 

entry, service standards, access to infrastructure, price regulations, among others. Safety 

regulation typically encompasses the standards and oversight of passenger, employee and 

community safety affected by transport routes, including compliance and investigation 

mechanisms. Environmental regulation typically encompasses environmental standards such as 

transport noise and emission standards, together with compliance and investigation mechanisms. 

In all cases, EU directives and regulations heavily influence the scope and nature of regulations 

adopted, as do other international agreements particularly applying to international shipping and 

aviation. 

35. The modal directorates of the MOT participate in the development of regulations relating 

to EU policies and legislation. These include safety, railway interoperability, intelligent transport 

systems, logistics, road traffic safety audits, and intermodal development and their application in 

Romania.  The Directorates also negotiate bilateral transport agreements with non-EU countries. 

36. Most other regulatory functions are carried out by off-budget authorities subordinated to 

the MOT.  The costs of regulation are largely covered by licensing and inspection fees, which are 

imposed upon operators and vehicle owners. The regulatory entities help draft national 

legislation and to issue rules and regulations and to monitor their enforcement. 

37. In Aviation the regulatory authority rests with Autoritatea Aeronautica Civila Romana 

(AACR). The task of AACR is to issue detailed aviation regulations to complement the 

international regulations, and to approve licenses and certificates for pilots and aircrafts, and to 

examine aircraft airworthiness and services relating to air navigation and use of the airspace.  

Passenger and cargo safety are also within the purview of the aviation regulator.  

38. In maritime transport the regulatory authority rests with Autoritatea Naval Romana 

(ANR).  Its activities include ship safety, ship and port security and, in collaboration with other 

authorities, protection of the marine environment. By surveys and inspections ANR makes sure 

that ships operating in the Black Sea, the Danube and at the Romanian ports meet all relevant EU 

and international safety requirements. Minimum safe manning of ships, certificates of 

competency for seafarers and register of ships and register of seafarers are also the responsibility 

of ANR. 
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39. In the railway sector part of the regulatory function is carried out by AFER (Autoritatea 

Feroviara Romana). It grants safety certificates for railway operators and the railway system, and 

permits to the railway equipment. The railways have a very extensive set of regulations 

concerning track maintenance, switches, safety of mechanical devices, rolling stock, markings, 

signs, and operability of railways. These functions are carried out by AFER. There are European-

wide regulations and interoperability systems—such as European Railway Traffic Management 

System (ERMTS)—which are gradually taken into use.   

40. In the Road sector there are two off-budget entities Autoritatea Rutiera Romana (ARR) 

and Registrul Auto Roman (RAR). They, like AFER, are subordinated to the MOT. ARR and 

RAR cover their cost through license and inspection fees. 

41. Regulatory arrangements must be designed to suit a government‘s favored transport 

strategy and policies but there are some basic requirements of any regulatory system: its 

regulators should be at arm‘s length from the specific organization that they are regulating; their 

deliberations should be open and transparent; they should be accountable for their decisions; and 

the principles they apply should be known and consistently applied. The Review has not 

investigated the efficiency and effectiveness of the individual regulatory agencies in Romania‘s 

transport sector against these criteria. But at a strategic level, it is observed that some of the 

bodies appear to be responsible for regulatory policy issues that would better reside with the 

strategy and policy organs of MOT, thereby distancing the referees from the body that makes the 

rules. It is also argued in Section 2.6 that the distance of the referees from the players, the 

specific entities that they regulate, could perhaps also be enhanced by grouping the safety 

regulatory agencies into a single, more powerful and perhaps more autonomous transport 

licensing and safety agency.   

42. Within the railway sector, a specific deficiency in regulatory structure that emerged is the 

need for an independent body to regulate issues arising out of allocation of railway infrastructure 

capacity and the access charges levied for use of the railway system. At present AFER licenses 

train operating companies, CFR SA allocates track capacity and the government (under advice 

from MOT) sets Infrastructure Access Charges. These divisions are reasonable.  But complaints 

and disputes in these functions are most likely to emerge from private train operators. Such 

disputes are currently adjudicated by a Railways Supervisory Committee comprised of officers 

of the MOT, which is clearly conflicted in this role by both its ownership of the two train 

operating companies which use most of the available train paths and by its role in establishing 

the charges for use of those paths. There are plans to relocate this function to another ministry 

and the Review supports such relocation. 

43. In the regulatory area it is recommended that: 

 an effective railway regulatory function reviewing the implementation of and disputes 

concerning the application of track access rights and charges be established in another 

ministry; 

 MOT establish a task force to determine the matters of regulatory strategy and policy 

that should be the responsibility of the policy directorates of MOT; and 

 MOT consider establishing a multi-modal Transport Licensing and Safety Agency, 

which also would take over the driver licensing and driving school oversight; 

comprehensive management of transportation regulation with a comprehensive public 
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reporting mandate should improve probity, integrity and transparency of transport 

sector regulation. 

2.6 Administrative Apparatus: Organizing the MOT 

44. The Review found that the MOT‘s apparatus for administering this important sector is 

modally and functionally fragmented into numerous directorates and is tactical and reactive in its 

approach. The Review also found that the balance of influences that must necessarily mould the 

MOT‘s deliberations and conduct—the political and the technical—seems to be 

disproportionately skewed to the former. 

45. The current organization of the MOT partly reflects principles of functional separation 

between policy setting, regulation, and infrastructure and transport service provision. However, 

the separation is not observed in practice and this is exacerbated by the fact that the Minister and 

other political appointees dominate almost all decision making power—spanning sometimes to 

very low levels of decision making. The role of career technical and administrative specialists in 

giving impartial advice or presenting alternative policy options for implementing government 

strategy seems to be at best consultative; they are mostly used to endorse decisions. This is also 

seen in the very weak prerogatives of the MOT‘s Secretary General—the highest ranking 

technocrat—whose role seems to be confined to coordination of the legislative tasks within the 

Ministry and with other government departments.  

46. Functional gaps and overlaps also exist in the current organization. Functional gaps 

consist of key roles that are not carried out as they should be such as transport strategy and 

corresponding policy development, program evaluation and monitoring, or effective stewardship 

of MOT‘s shareholdings in commercial companies. These gaps exist partly because of the very 

fragmented administrative structure of MOT which, on the one hand makes it difficult to pursue 

complex policies that require multiple inputs and, on the other hand, makes it easy for difficult 

issues to fall between the cracks. There also is significant functional overlap among the MOT‘s 

existing structures leading to uncoordinated action—in the absence of effective mechanisms to 

work across ‗silos‘ and structures and to share information. The Review noted many overlaps in 

the MOT‘s work on European legislation for example, and in important tasks such as the 

numerous institutional studies carried out in the past, or the general master plan.  There are even 

more serious overlaps between the MOT structures and the infrastructure or service companies, 

as illustrated by multitudes of reviews and layers of approvals in the MOT for matters that have 

already gone through similar procedures in the provider entities. Finally, there are functions 

currently exercised by the MOT that would normally be considered outside the scope of the 

transport sector. For example, the Ministry has a general directorate for medical and social 

assistance, and there are 15 hospitals reporting to it.  

47. The Review considers that the government should restructure the administrative 

apparatus of the MOT to fulfill its roles more effectively: delineate the roles and responsibilities 

of political appointees vis-à-vis those of public servants in a way that will empower the latter to 

give impartial advice to the former; reduce functional gaps, and overlaps;  strengthen MOT‘s 

capacity to create long-term multi-modal and integrated transport strategy, develop and 

implement policies and financing to implement such strategy, evaluate the performance of such 

programs, and regulating the transport industry; implement principles of good corporate 

governance in and stewardship over the entities reporting to the MOT; but preserve the existing 
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mechanisms already in place to manage EU-funded programs. Structural change in the MOT 

would need to be carried out in tandem with changes in Human Resource Management in line 

with broader recommendations for the Romanian public administration made elsewhere by the 

wider Functional Review. 

48. The number of (formal) political appointees—now estimated to be 20—should be 

reduced to the minimum necessary to properly support the Minister‘s duties. The number of 

State Secretaries in MOT should be one with specific responsibilities for the challenging parts of 

the portfolio, including parliamentary relations. Current administrative and technical 

responsibilities of State Secretaries should be delegated to career technocrats such as General 

Directors, and, especially, at the MOT, to the General Secretary whose responsibilities for this 

position need to be revised.  

49. The MOT continues to administer a number of medical and health facilities and services 

which has little to do with promoting the public interest in the transport sector and for which its 

administrative expertise appears limited. There are of course areas of occupational health and 

safety that are important to the state-owned transport companies but should be the responsibility 

of those specific companies (either through in-house or contracted out service provision).  

Otherwise, the Review recommends that MOT‘s administration of medical services and hospitals 

be transferred to the responsibility of Romania‘s Ministry responsible for health or to other 

relevant bodies. 

50. The Review suggests that the government consider reorganization of the MOT into five 

General Directorates, with the following remit, each led by a qualified and experienced public 

servant. More details are provided in Annex 2. 

 Transport Strategy and Policy (covering all modes): This would allow the 

consolidation of the multi-modal strategy and policy functions which are the core 

business of the MOT. Under this arrangement, the MOT‘s current ―normative‖ 

compliance verification functions would be reduced and kept at the level of the sub-

sector entities such as RNCMNR or CFR SA. As detailed in the Annex to this Report, 

this Directorate will have important functions—organized in subunits—including: 

transport strategic planning, safety and environment policy, private sector 

participation policy, and development of service specifications (PSCs, Performance 

Agreement with RNCMNR, etc.) 

 Budget, Finance, and Management: The key change compared to the existing 

structure is the addition of the management and program evaluation functions to the 

existing budget and finance directorate. Therefore, the Directorate would not only 

oversee the preparation of the transport sector‘s budget and supervise its 

administration in the MOT and in the reporting agencies, it would additionally: 

ensure the evaluation of the effectiveness of sector programs, policies, and 

procedures, assess competing funding demands among agencies, set funding priorities 

based on the strategy and policies, and ensures that agency reports, rules, and 

proposed legislation are consistent with the budget and with the sector policies. It is 

also possible that these management and program evaluation functions be undertaken 

under the proposed Transport Strategy and Policy unit. 

 European and International programs: It is not proposed to make any significant 

change to the existing directorate, which has a key role in fulfilling the Ministry‘s 
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function as managing authority for EU funds and coordination and monitoring of 

externally financed programs. It is however proposed that substantive policy or 

strategy aspects that are supported by such externally-financed programs be 

coordinated or managed by the strategy and policy directorate. This would include for 

example technical assistance that deals with strategic aspects such as planning, road 

user charges, etc. 

 Management of the Shareholdings: In order to rectify the very weak corporate 

governance in the many state-owned enterprises (SOEs) reporting to MOT, it is 

important that the MOT put in place this directorate to oversees the fulfillment of 

state ownership objectives in these SOEs. Many European and OECD countries have 

a national body or agency with such a mandate. However, in the absence of a similar 

mechanism in Romania, the Review strongly recommends that such a directorate be 

set up initially within the MOT. The key objective of such a directorate would be to 

ensure that sector policy objectives are achieved in the most efficient way possible; 

that the companies are run in a commercial, business-like, and transparent manner; 

and that adequate corporate governance and professional management are in place to 

deliver value for money for Romania. To do so, the directorate would formulate a 

clear ownership policy; publish regular reports on the companies owned by the State, 

their operations and their results; monitor and benchmark the performance of the 

companies; develop, implement and report on the structure for the process relating to 

the appointment of company board directors; etc. The Annex to this Report provides 

more details.  

 Administration Services (Human Resource Management, Legal Affairs, 

Procurement, Property Management etc.): These are administrative services that will 

need to be consolidated in one single directorate. 

2.7 Summary of Recommendations on Sector Governance 

51. In summary, the Review recommends that Government, through MOT or other channels, 

take the following actions to improve the governance of Romania‘s Transport Sector.  

 Prepare and publish a realistic policy-oriented, medium-term national transport 

strategy, which is robust with regard to a range of likely resource levels, in a form 

compatible with good practices adopted by other Ministries of Transport in the EU. 

 Consider reconstituting CFR SA and RNCMNR as infrastructure delivery, 

management and maintenance companies, with the function of asset ownership and 

determination of strategic directions and main priorities of the rail and road networks 

themselves falling directly to (and appearing within the accounts of) the State. The 

Review does not recommend splitting RNCMNR into two agencies (one for 

operations and maintenance and the other for capital investments). 

 Privatize CFR Marfă as soon as possible in a way that will allow it the opportunity to 

successfully compete on equal terms in the freight transport industry. 

 Adopt an alternative fare concession and regulatory policy that gives CFR Călători 

much more commercial flexibility while providing social fare options for poorer 

travelers. 
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 Publish average subsidy/passenger on all passenger rail services (public and private) 

and work with CFR Călători to negotiate an Affordable multi-year PSC, with built-in 

efficiency incentives. 

 On a trial basis, create a separable regional passenger railway company from CFR 

Călători‘s regional (non inter-city) operations and award the PCR contract of that 

company by competitive tender to properly qualified and licensed private railway 

companies, with a view to attaining equivalent or improved service at lower cost. 

 On a trial basis, draw up PSCs for social transport services on a number of branch-

lines, and let the contracts by competitive tender to properly qualified private bus 

service operators, with  a view to attaining equivalent or improved service at lower 

cost. 

 Establish in another ministry an effective railway regulatory function to oversee the 

implementation of and disputes concerning the application of track access rights and 

charges. 

 Establish an annually reviewed Performance Agreement with RNCMNR with multi-

annual perspective and budget envelope. 

 Determine the matters of regulatory strategy and policy that should be the 

responsibility of the policy directorates of MOT. 

 Consider establishing a multi-modal Transport Licensing and Safety Agency, which 

also would take over the driver licensing and driving school oversight; 

comprehensive management of transportation regulation with a strengthened public 

reporting mandate should improve probity, integrity and transparency of transport 

sector regulation. 

 Reorganize the MOT into more substantial and multi-modal General Directorates that 

will help reduce gaps and overlaps in functions. 

 Transfer the functions of medical and social assistance and the hospitals to the 

ministry responsible for health. 
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3 Corporate Governance 

3.1 Introduction 

52. This Section addresses corporate governance issues related to the four companies CFR 

Marfă, CFR Călători, CFR SA and RNCMNR.   

53. The adoption of a company structure for the main transport sector delivery agencies put 

Romania many years ahead of its time in the transition to a market economy. Use of Company 

Law to reconstitute the delivery agencies was supposed to be a tool to facilitate ‗arms length‘ 

distance for the delivery entities from both the in-built structural bureaucracy of government 

departments and the influence of short-term political decision-making.   

54. However, the corporate form for state-owned enterprises is a means to an end, not an end 

in itself. The architecture of a wholly state-owned company needs some heavy reinforcement if it 

is to effectively create the degree of autonomy on which its success depends. This section deals 

with some of the reinforcements that were omitted from the architecture at its inception, and not 

rectified since. These omissions have meant that the transport companies have not migrated to 

become autonomous enterprises responsive to their markets, but are effectively branches of 

MOT reincarnated in a corporate form.  

55. All of the companies have faced significant challenges in their areas of responsibility, but 

have failed to respond appropriately. In the case of CFR Călători, for example, over the ten years 

2000 to 2009, the number of passenger-kms carried roughly halved but the number of passenger 

train-kms operated in 2009 were only 4 percent less than in 2000. As a result the average number 

of passengers/ train reduced from around 170 to just over 90.  Despite some reduction in average 

train size, the average number of passengers/railcar fell by nearly a third. And despite significant 

staff downsizing, staff productivity in terms of passenger-kms/employee fell by at least a quarter. 

56. CFR Marfă was more focused in trying to match its train service to a rail market 

declining due to a restructuring of the economy, competition from road transport, and 

competition from private freight train operating companies; it managed to improve average train-

load marginally over the period. But while it adjusted train operations, it retained far more staff 

and assets than justified by those train services so that labor productivity, quite high in the year 

2000 compared to European norms, had halved by 2009, as had locomotive and wagon 

productivity. 

57. In the case of CFR SA, which serves CFR Călători, CFR Marfă, and private freight train 

operators, the average standard of infrastructure has fallen more or less continuously on all key 

performance indicators. The quality and reliability of freight train paths through the system was 

cited by a number of freight train operating companies as having become a serious constraint on 

competition with road transport. 

58. The situation of RNCMNR is not very different, though the challenge in the roads sector 

was the opposite one to railways, and was rapidly increasing demand. Road infrastructure was 

neglected under the policies of a planned economy, and it was anticipated that the rapid increase 

in road transport demand due to the restructuring of the Romanian economy would require an 

improved road network maintained to higher standards.  But even though priority has been given 

to capital funding of roads over railways, and with significant budgetary resources in the past 
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decade, RNCMNR has been unable to deliver a much needed program of capital investments in 

motorways and roads on time and within budget, and it has been unable to improve the 

efficiency of its road construction and maintenance functions. 

59. An adjustment of modal balance from railways to a newly liberated road transport and 

private car sector was both predictable and a widely predicted consequence of economic 

restructuring. The real failure has been the inadequate response of all four companies to the new 

market conditions. When a company has short-term failures it can be put down to many causes: 

sudden market changes, poor individual management decisions, trade union actions and so on. 

But when such serious flaws in a company‘s strategy and performance endure over many years, 

the principles that underpin a joint-stock company mean that responsibility lies clearly with its 

Board of Directors and Shareholders. The Board of Directors‘ role in a joint-stock company is to 

establish and monitor the company‘s direction and strategy; the Shareholders‘ role it is to select 

the Board of Directors.  

60. In this case it is a systemic failure of Corporate Governance (rather than personal failures 

of individuals). The same ‗generic‘ group of Directors and Shareholders have directed and 

monitored all four companies, on behalf of the State, for the last twelve years. A combination of 

Board domination by MOT—sometimes with strong political backing—the concentration of the 

administration of the Shareholding in MOT, the reserved rights of the MOT-dominated 

Assembly of Shareholders, and the MOT selection of the Chairperson and CEO has effectively 

closed, or rather never allowed to open, the ‗arm‘s length‘ distance between MOT and the 

companies that their corporate form was intended to create.  

3.2 Board Composition 

61. The membership of the four companies‘ Boards is selected by the MOT. The Chairperson 

(who is also CEO of the Company) is appointed by the MOT, as are 8 of the other 10 Directors 

(in the case of railways). The nominees of MOT are normally officers of MOT, but they are 

sometimes with strong political backing. The two external Directors are delegates of the Ministry 

of Public Finance and Ministry of Labor.  

62. A Board of Directors is expected to fulfill several roles in a company: to establish the 

company‘s vision, goals and values; to determine strategy and high-level structure; to ensure 

management of the necessary caliber is employed; to delegate day-to-day decision-making to 

that management; and to monitor management performance. It is not at all clear how a Board of 

only career public servants can furnish a Board with the diversity of professional skills and 

experience necessary to fulfill these onerous roles in what are some of Romania‘s largest and 

most important companies.  

63. Moreover, a Board Director is expected to exercise independent judgment in discharging 

her/his basic responsibility to shareholders. MOT employees act as delegates of MOT often 

deciding issues in pre-meetings of MOT; inevitably they will on the whole be motivated more by 

the political interests of their Minister, and/or to the bureaucratic interests of their Ministry, than 

to the long-term interests of the companies to whose Boards they are appointed. 
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3.3 Shareholdings and Reserved Shareholder Rights 

64. The shareholdings of the companies are owned by the State but the State‘s shareholder 

rights and responsibilities are wholly delegated to the MOT. In turn, the MOT delegates its 

shareholders rights to an Assembly of Shareholders.   

65. Under the founding ordinances—and unlike in most joint-stock companies—despite a 

Board that is already MOT-dominated, the shareholders have been given a short-term veto over 

many of the substantive decisions of the Companies‘ Boards of Directors. Most Directors‘ 

Meetings are followed by Extraordinary Meetings of the Assembly of Shareholders to ratify (or 

reject) Board decisions. The Assembly consists of 4 delegates of MOT and 1 delegate from 

Ministry of Public Finance invited by MOT. 

66. Therefore even if the Board of Directors were to exercise independence of decision-

making, decisions can be rescinded within hours by instruction of a Minister to the Assembly of 

Shareholders where his delegates also dominate.  

3.4 Selection of CEO and Chairperson of the Board 

67. As noted, the Minister of Transport also appoints the CEO of each of the four companies 

and the CEO becomes Chairperson of the Board. The Board has no rights of nomination, 

selection or veto over the appointment.  Indeed, it is difficult to envisage that a Board employed 

by the Minister of Transport would give explicit voice in the Board to doubts on the suitability of 

the Minister‘s choice. 

3.5 Business or Corporate Plan 

68. All four companies have an annual budget, and some have long-term investment and 

other plans. But the Review is not aware of any obligation of any of the companies, either in its 

foundation documents or under instruction of its Board, to produce a regularly-updated, medium-

term Business or Corporate Plan which in most companies is one of the key documents by which 

the Board exercises its responsibilities of strategic review, guidance and monitoring.  

3.6 Transparency and Disclosure of Information 

69. The Review noted that the MOT does not have a clear disclosure policy or standard 

ownership report concerning the SOEs in its portfolio. Information—when available—is 

scattered. It is therefore important that MOT develop such a disclosure policy and prepare annual 

reports on the activities of all SOEs in its portfolio. The recommendation made by the Review to 

create a new unit in the MOT to deal with ―the Stewardship of State Ownership‖ should enable 

the MOT to have a structure in place to cover these important aspects of transparency, 

disclosure, and more importantly stewardship of public assets. 

70. Additionally, at the SOE level, annual reporting and disclosure of information are weak, 

and when they exist, cover mainly achievements in terms of physical outputs and discussion on 

budget implementation. In fact, in terms of Board reporting, the statutes of the companies 

stipulate that the Board should submit an annual report on the activity of the entity, the balance 

sheet and the profit and loss account to the General Assembly of Shareholders. However, there 

are no specific MOT guidelines concerning the content of the report and the distribution to 
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various stakeholders, including the general public as the ultimate shareholder of these entities. 

The SOE should produce and disclose to the public annual reports. 

71. Finally, there does not seem to be a requirement for annual independent external audit 

based on international standards. In the case of RNCMNR and CFR SA, such audit reports have 

been prepared in the past at the request of IFIs, and when they were prepared there is no 

evidence to suggest that they were ever made public, nor were the auditors‘ recommendations 

implemented. Therefore the Review recommends that the SOEs should be subjected to annual 

independent external audit based on international standards, and that the audited financial 

statements be attached to the annual reports and made public, including through company 

websites. 

3.7 Subsidiary Companies 

72. A final corporate governance issue which the Review found to be problematic is the 

existence within the corporate structure of each of the railway companies of a number of 

subsidiary companies: CFR SA owns 7 such companies; CFR Marfă and CFR Călători each 

owns five.  Together, these 17 companies employ around 14,000 people, more than the total 

numbers of people employed on some smaller EU railway systems such as in Belgium, Sweden 

or Finland. The Review believes there can be good reasons for establishing subsidiaries, such as 

to create a structure to enable the parent company to foster competition with external suppliers, 

and/or to free the subsidiary to develop additional external markets of their own, or as a 

precursor of divestment of non-core business to another owner.  

73. Such reasoning is not evident in most of these cases. Among the subsidiary companies 

that have been formed by each of the three main rail companies there is a mixture of those 

performing core and non-core functions, but in nearly all cases the subsidiary companies neither 

compete with private companies for the contracts that they receive from the parent, nor do they 

earn any significant income from contracts independently won from other companies. Nor are 

there any plans to divest them, which is understandable in some cases given the core functions 

that they perform.  Given the timing of their set-up it is difficult to avoid the inference that their 

main purpose at the time was to transfer employees out of the main businesses to meet 

externally-imposed employment targets.  

74. In railways, as in other industries, the decision as to which support industries to retain in-

house and which to outsource should be based on a considered business justification of each 

compared with the alternative of contracting out.  This will differ from railway to railway, and 

service to service. Some service activities arguably embody core skills or competences which if 

divested entirely to outside contractors may increase critical risks, or reduce the organization‘s 

ability to assess or control those risks. For others, the external market may be too thin or poorly 

developed to make competitive out-sourcing an attractive prospect. But as many railways have 

found, most non-core services can be reliably outsourced, often improving the quality of service 

and almost always providing a long-term saving of cost that can turned to competitive advantage 

in the core transport activity. 

75. The Review recommends that the Boards of the three main railway companies 

commission an independent business review of the subsidiaries, with a view to divesting those 

companies that do not provide core services and whose services can be competitively procured, 

and transferring directly back under the executive control of the parent company those core 
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functions for which no competitive procurement is possible and no rationale for separate 

corporate existence can be made. 

3.8 Summary of Recommendations on Corporate Governance 

76. Based on the above, the Review recommends that the government take the following 

actions to improve the Corporate Governance of the four companies.  

 Delegate stewardship of a majority of the companies‘ shares held by the Romanian 

State to another ministry, removed from the day-to-day political consequences of the 

decisions made by Boards in the interests of the companies: also change the balance 

of the Assembly of Shareholders accordingly. 

 Manage the MOT‘s shareholdings in the companies through a new specialist 

Directorate in the MOT with a mandate confined to good long-term stewardship of 

public shareholdings (See section 2).  

 Restrict the number of matters on which the Assembly of Shareholders has final 

endorsement or veto over Board Decisions; apart from exceptional Special 

Resolutions it should not be necessary for Shareholders to meet more than twice 

annually. 

 Create smaller, more independent and more professional Boards by limiting the 

number of Board Members to a maximum of eight persons, seeking nominations in 

proportion to the revised shareholdings, requiring a majority of Board Members to be 

independent of the shareholding ministries, establishing selection criteria requiring 

relevant professional skills and experience, and remunerating the independent 

directors at rates necessary to attract suitable candidates. 

 Separate the roles of CEO and Chairperson of the Board, the latter to be a part-time 

position. 

 Require that CEOs be selected by a merit-based process; empower the Board of 

Directors to solicit applications and interview candidates for the post of CEO and to 

recommend such candidate or candidates for ministerial choice or approval; introduce 

minimum fixed-term management contracts for CEOs. 

 Require the Companies to present annually to the shareholding ministries the 

Company‘s medium-term Business or Corporate Plan, prepared by Management and 

provisionally adopted by the Board, and to take account of the shareholding 

ministries‘ written comments in the finalization and adoption of such a Plan. 

 Raise the minimum requirements on annual reporting and disclosure of information, 

and mandate annual external independent audit in accordance with international 

accounting standards. 

 Require the Boards of the three main railway companies to commission an 

independent business review of their subsidiaries to determine the optimum strategy 

for their future form. 
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4 Corporate Management and Processes 

4.1 CFR Marfă 

77. In Section 2 the Review recommends that the government should privatize CFR Marfă as 

soon as possible to give it the best chance of surviving in the highly competitive world of freight 

transport. In 2008 the company made a loss of RON 183 million which in 2009 increased to 

RON 361 million.  

78. The company cannot reasonably anticipate any strong recovery in its freight revenues in 

the foreseeable future because of the severity of economic conditions and intense competition 

from both road hauliers and private rail operators. It can also not be argued that CFR SA should 

reduce freight train infrastructure access fees. Access fees are only 14 percent (2009) of CFR 

Marfă‘s operating expenses (not excessive in terms of typical railway cost structures). CFR SA‘s 

finances are also in a critical condition and it cannot afford to grant lower freight train access 

fees to the public and private rail freight operators (which must legally be treated equally). 

79. To return to profitable operation on an annual basis CFR Marfă must achieve radical 

improvements in its asset utilization and labor productivity to reduce the approximately 80 

percent of operating expenses which are within the company‘s long-term control (excluding 

access fees and depreciation). In broad terms, profitability can only be restored by reducing its 

cost base by between a third and a half. Such a change would bring its efficiency to levels 

comparable with Romania‘s private freight train operators, but these improvements can only be 

attained if it moves towards a service model closer to those competitors. 

80. In order to do so the company will have to adopt a new and more selective approach to its 

operations, particularly in its market positioning and service strategy. The company currently 

operates over more than 90 percent of Romania‘s railway network. International experience 

suggests that CFR Marfă‘s acceptance of sometimes small and infrequent wagon-load  

consignments for collection and distribution between more than 500 Romanian freight stations 

(112 of them employing full-time staff) cannot possibly be sustained on an economic basis: this 

business model makes it harder to increase train sizes, creates high shunting and marshalling 

costs, holds down rolling stock productivity, and causes low labor productivity both in terminal 

operations and in clerical areas such as freight accounting.  

81. Under private ownership CFR Marfă‘s rail freight business model would be radically 

restructured, and is likely to include the following kinds of measures: 

 the concentration of human and capital resources on servicing and retaining train-load 

and semi-trainload freights while trying to increase train size (and net/tare freight 

ratios) in such operations in so far as it is consistent with meeting market frequency 

needs; 

 the withdrawal or rationalization of services to those consignees of small and 

irregular wagon-load freight consignments in relatively remote locations who are not 

willing to pay for the full costs of service so that CFR Marfă will generally migrate to 

servicing fewer but busier rail freight hubs and stations between which the Company 

can run more regular and reliable train services; 
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 early divestment or scrapping of all non-economic assets made redundant by such 

strategy including buildings, locomotives, wagons (especially wagons with poor net-

tare ratios) or other assets; 

 the reduction of CFR Marfă‘s labor force to match the new business model,  which is 

likely to require an increase labor productivity by at least 50 percent (relative to a 

2009 benchmark traffic task); 

 re-pricing or termination of branch-services or individual traffics that, even under 

targeted efficiency improvements will not recover at least their avoidable costs of 

operation (including train crew, fuel/energy, locomotive and wagon maintenance, and 

variable track access charges): it is likely that at least a quarter of CFR Marfă‘s traffic 

will be in this category; 

 creation of a management structure that creates profit-centre responsibility for main 

lines-of-business with individual product managers who would also be encouraged to 

aggressively win back profitable traffics lost to private rail operators, and target other 

promising market sectors, using rolling stock freed up by withdrawal from non-

profitable markets. 

82. CFR Marfă‘s key managers and operational staff could be instrumental in implementing a 

new business model that would secure the future of the company, and it is important that 

government encourages their retention through the process of privatization. If privatization 

occurs quickly, as recommended, there will not be time to implement a new model but it would 

be prudent for CFR Marfă‘s management actively to prepare for privatization and to be ready to 

present and discuss commercial and operating options.   

4.2 CFR Călători 

83. In 2008, after receiving subsidies from government of RON 1.34 billion (PSC payments 

of RON 1.22 billion and rolling stock subsidies of RON 221 million), the Company made a loss 

of RON 267 million. In 2009, after subsidies of RON 1.44 billion (RON 1.11 billion from PSC 

payments and RON 326 million rolling stock subsidies), the loss reduced to RON 229 million. 

Rail system subsidies in Romania are in absolute terms much lower than those in many EU 

countries
2
 but the substantial losses incurred even with support and the deterioration of the cash-

flow position indicate that Romania cannot afford to pay for the service specification that the 

MOT has contracted in the PSC. 

84. In a situation in which the company would be at ‗arm‘s length‘ from its main customer—

i.e. MOT—it would be expected that it would now pursue one (or a combination) of three 

options:  try to improve its efficiency and productivity to meet the existing PSC specification and 

price without incurring losses; cut-back or restructure into profitability any loss-making services 

that are not specified in the PSC; or decline to agree to meet a PSC specification if MOT‘s 

budget is not able to fund it. The Review found that company management is attempting to 

improve its efficiency, but is either not willing or not empowered by its Board to cut back 

services to the extent that could possibly rectify the deficiency in PSC payments.  

                                                 
2
 The average railway budgetary support (capital support plus PSC payments) in Romania is just over EUR15/per 

person in 2008, compared to over EUR100/person in the EU-15.  
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85. In the longer-term the creation of an independent Board in CFR Călători might create the 

‗arm‘s length‘ distance from MOT that could lead to negotiated resolution of the mismatch 

between specification and resources, but in the financial difficulties which now exist it is 

important that the PSC specification is brought rapidly into line with a realistic estimate of the 

budget resources available in the next 3-5 years. 

86. MOT, as the purchaser of rail passenger services, must take the lead in giving CFR 

Călători a prudent PSC financing envelope and CFR Călători must work iteratively with MOT to 

develop a PSC specification that it could meet for the price, after allowing for efficiency 

improvements, within that financial constraint. It should also contain incentives for both 

efficiency improvements that reduce average cost/railcar-km and commercial incentives to 

improve revenue earnings/railcar-km. These are the decisive drivers of the economics of rail 

passenger operations, assuming a constant level of track access charges.  The Review refers to 

such a specification as an Affordable PSC.  

87. It is for management and MOT to agree the Affordable PSC, but the necessary measures 

can be developed from ideas and proposals contained in the ―Survey of Market Demand for 

Railway Passenger Services‖, (by Italferr Consultants, September 2008). This Report found that 

if MOT is willing to modify the PSC accordingly, CFR Călători could reduce its requirement for 

state support to passenger services by about a quarter.   

88. The modifications to railway passenger service would be significant, but the social value 

of transport services could be maintained by making better use of existing rolling stock assets 

and replacement of some rail services by more cost efficient bus services. Both the average 

cost/railcar-km and the average fare yield/railcar-km can be improved by management actions 

both on the supply side and the demand side.  On the supply side, the measures would include: 

 Rationalization of the most underutilized lines, especially those in the ‗Personal‘ 

category with seat utilizations of less than 25 percent, and replacement with bus 

services. 

 Sizing of other train consists (numbers of coaches) better to actual demand to reduce 

fuel and coach maintenance costs. 

 Some merger/differentiation between other categories of train services to reduce the 

current service ‗brands‘ from four to three while matching frequency to market. 

 De-manning of stations where passenger numbers do not justify it and that add 

disproportionately to delivery costs relative to revenues. 

 Improvement of maintenance and shunting practices without uncoupling of the 

coaches. 

 Reorganization of depots and workshops for light maintenance. 

 Reduction of staff numbers to match the modified PSC specification and more 

efficient business model. 

89. On the demand side, the ability and incentives of the company to improve revenue 

earnings/railcar-km are heavily constrained by the high proportion of concessionary passengers, 

by the heavily regulated structure of normal fares, and by the construction of the PSC itself. 

While so many passenger fares are paid by the taxpayer, and virtually all railway fares are fully 
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regulated by the Ministry of Public Finance, from the poorest passenger on a remote branch to an 

international businessman on an inter-city express rain, CFR Călători has no realistic scope to 

use yield-management techniques to try to maximize sale of unused seats and improve average 

earnings per railcar-km. But even if it had this freedom (recommended in Section 2) the form of 

the PSC gives limited incentive to do so or even to collect all the fares it does charge. The 

Affordable PSC should be redesigned contain both efficiency and revenue collection incentives.   

4.3 CFR SA 

90. In 2008 the Company made a loss of RON 892 million after income from Track Access 

charges of RON 1,018 million and receiving from government contribution to infrastructure of 

RON 96 million.  In 2009 the company‘s loss increased to RON 1.215 billion, after income from 

Track Access Charges fell to RON 938 million and government contribution to infrastructure fell 

to RON 55 million. Leaving aside penalty payments and depreciation its results were consistent 

with an average expenditure of about EUR 18,000/track-km at 2009 exchange rates. This appears 

to be a low expenditure for the management, maintenance and traffic control of a mixed 

passenger and freight network including yards, stations and terminals.  But is typical of recent 

years, so that it is not surprising that the average standard of infrastructure is steadily declining. 

On some routes, CFR SA is now unable to offer a standard of service to freight and passenger 

train operating companies that give them much hope of competing against a robustly expanding 

road freight and passenger transport industry. 

91. CFR SA is currently pursuing labor reductions to help increase labor productivity, and 

should be encouraged rigorously to pursue all other short-term efficiency measures that it can. 

But labor restructuring measures on any practicable scale cannot possibly fill the gap between 

income and the funding needs of the Romanian railway network as currently configured and 

utilized
3
. On the revenue side, train operating companies already pay a significant level of track 

access charges in about the middle of the European range, and pay a higher proportion of their 

track costs than the road transport industry. So in addition to efficiency measures, MOT which 

represents the State in the ownership of the railway network, must provide CFR SA more funds 

for discharging the management and maintenance responsibilities that have been devolved to it, 

reduce the extent of the network that it requires CFR SA to manage or maintain, or a bit of both. 

A fourth option is to allow the network to continue to deteriorate but, given the competitive 

pressures on the train companies that use it, that is a recipe for ultimate collapse of the rail 

industry. 

92. In a situation in which the company managing the assets would be at ‗arm‘s length‘ from 

the owner of the assets (MOT) it would be expected that the Board would present to the MOT 

the alternative options, containing a mixture of network configurations, efficiency measures, and 

funding levels,  that would bring CFR SA to a long-term sustainable position. To the best of the 

Review‘s knowledge, the CFR SA Board has neither requested management to prepare such 

options and indeed MOT has not required the CFR SA Board to submit such options to it.   

93. In the longer-term the creation of an independent Board in CFR SA might create the 

‗arm‘s length‘ distance from MOT that could lead to negotiated resolution of the mismatch 

                                                 
3
 This is not surprising as there are very few mixed passenger and freight railways in the world in which freight and 

passenger train users recover the full costs of infrastructure and these are railways like China and  India which have 

traffic densities many times higher than those of Romania 
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between specification and resources, but in the financial difficulties which now exist it is 

important that Romania‘s strategy for the rail network is brought rapidly into line with a realistic 

estimate of the budget resources available over the next few years. 

94. MOT, as the owners, must take the lead in setting up a Working Group with the CFR SA 

to develop and evaluate alternative options to attain a sustainable rail network capable of 

competing with road transport in the corridors where rail can realistically compete in the long-

term.   The Working Group should invite representatives of public and private train operating 

companies, the users of the network, to contribute to its deliberations. 

4.4 RNCMNR 

95. RNCMNR has a mandate to develop—for approval by the MOT—the road network 

development and modernization strategy, and integrated development plans and programs. 

RNCMNR also has the mandate to maintain and manage national roads. In practice, RNCMNR 

lacks the management structures and processes to deliver on its mandates. 

96. The documented long to medium term planning is confined to programs funded from EU 

structural funds. There is a long term program to upgrade 8,000 km of national roads to meet EU 

axle load standards and another program to build several important bypasses, but these programs 

are experiencing severe implementation delays. 

4.4.1 RNCMNR mission 

97. As indicated in Section 2 of this report, transport and road sector policies and priorities 

are not clear, and this translates into a lack of direction for RNCMNR. RNCMNR does not have 

a clear vision nor mission statement. There is no written description of the problems and issues 

RNCMNR has or faces, and its mission and strategic directions to address these problems and 

issues in operational terms are not defined or disclosed. RNCMNR publishes annual reports that 

describe its accomplishments in terms of use of budgetary funds, but with the lack of clear prior 

objectives, these reports cannot be used to monitor corporate performance. Guidance on these 

issues is provided in Annex 7. 

4.4.2 RNCMNR organization 

98. The Review considers that RNCMNR is too heavily capital project-oriented. To fulfill its 

mandate the Technical Department of RNCMNR must be strengthened, and project preparation 

and management processes streamlined from advance planning to implementation, including 

coordination with budgeting. Guidance on organization matters is provided in Annexes; 

however, there is little point in restructuring before the RNCMNR mission, freedom to manage 

and other matters are resolved.  

99. The capital investment function in RNCMNR is additionally split between two 

departments: projects funded by the state budget, and projects funded by loans and credits from 

international financial institutions (IFI). The latter department benefits from complete support 

structures covering procurement, financial management, among others—this was supported and 

approved by the EC and IFIs. This leaves projects funded from the budget with a lower level of 

oversight when it comes to the support functions at a time when these projects include one of the 

largest motorway projects in Europe, the Transylvania motorway. The division between the two 
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departments is not functional:  both parts of the organization are served with several directorates, 

departments and service offices.  The Review recommends that the EU-IFI department absorbs 

the state-funded projects directorate and that the duplicate support functions be dismantled. 

Additionally the Review does not see the need for the two director level positions (for 

motorways) reporting directly to the General Manager. 

100. RNCMNR has seven Regional Offices with unclear responsibilities—although they 

mainly carry out road maintenance activities. The Review finds that the regional offices are 

overstaffed with unskilled labor, that undertakes routine maintenance activities—when and if 

there is budget for materials and maintenance equipment. The Review recommends that the 

regional offices should be involved in the implementation of capital investment projects, they 

have better technical skills than in headquarters, and they are closer to the site and to local 

authorities and citizens. Maintenance activities should be outsourced and the regional offices 

should take on the management of those outsourced maintenance contracts. 

101. By tradition and rule-based (rather than condition-based) maintenance practice, the 

Regional Offices submit project proposals to the main office, but the final program authorized by 

MOT may or may not consider these proposals. RNCMNR has a road management system for 

pavements, but it is not used to determine priorities. Because the received RNCMNR budget has 

typically been less than 20 percent of the budget RNCMNR has requested through MOT, both 

project selection and trade-off between maintenance and capital projects is arbitrary. Despite the 

much lower budget received, numerous reasons contribute to lengthy delays and cost overruns of 

projects. 

4.4.3 Road functional classification 

102. Functional classification is the basis for road management in most EU countries. 

Romania follows that practice in principle and the national roads are classified functionally as 

motorways and E-roads, main roads, and secondary roads. However, except for motorways, the 

design and maintenance standards are not consistent and specified by functional class and traffic 

volume. The standards seem to be tied to whichever (foreign) consultant designs the section. 

RNCMNR‘s road maintenance is in principle rule-based—e.g. specified actions are to be carried 

out at certain time intervals—rather than based on road condition and traffic volume, which is 

the modern practice.  In practice, funding constraints do not allow the maintenance rules to be 

followed anyway. Roads are maintained by tradition within the available resources. RNCMNR 

roads have a high cost relative to international benchmarks, road traffic safety remains low 

although improving, and political factors strongly influence the allocation of funding. 

103. RNCMNR‘s experience with road management does not follow modern practices, under 

which road management is an economically-driven activity, with sufficient maintenance to 

preserve assets being the first priority, and capital investments justified by their economic 

returns. Guidance on road maintenance to allow for a more efficient asset management policy is 

provided in Annex 9. It is worth mentioning that a proposal for modern maintenance standards 

was embedded in a pilot performance-based maintenance project in Craiova, which was 

developed in 2008/2009 but was never implemented. The adoption of condition-based 

maintenance standards and an overall road functional classification should be undertaken. 

Additionally, given the importance of road maintenance to road user costs and level of service, 

RNCMNR should institute annual surveys, summer and winter, of road user satisfaction with the 
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quality of road maintenance, which can be useful to complement data from the road management 

system for condition-based maintenance. 

4.4.4 Resource planning 

104. The road sector budget and its structure are important for tracking road sector strategies 

and policies. The road budget provides the framework for assessing their effectiveness, for 

structuring and monitoring all road management costs.   

105. The current RNCMNR budget chapters allow discretion of purposes for which public 

funds are spent (e.g. repairs and investments) and the sources of funds (e.g. operating revenues, 

IFI loans, etc.). This structure is not useful for making decisions on key policies or for 

monitoring effectiveness of activities, or even particular activities such as road traffic safety.   

106. There is tight ministerial control of project approvals and payments to contractors and 

consultants.
4
 Ministerial discretion in approving projects makes program evaluation difficult, 

because MOT has firm control over the road company. For example, for payment of road 

projects the road company must present invoices monthly to MOT. But, budget funds are 

released quarterly, normally in the fourth quarter of each year. 

107. Thus, RNCMNR does not function as a company, but MOT verifies, and approves all 

expenditures. Political control begins at budget preparation cycle: 

 In May of each year MOT submits to the MPF its budget needs by project, including 

estimates of counterpart funds. In August it receives the budget ceiling and budget 

estimate for the next three years. In 2010 RNCMNR received a fraction of what it 

requested.  

 In September/October the MOT prepares a detailed program that is at or below the 

budget ceiling, along the following priorities: (1) co-financing of European funds, (2) 

co-financing of existing loans, (3) ongoing projects, and finally (4) new projects. 

These prioritization criteria can change since decisions can be made at the discretion 

of the Minister and State Secretaries. 

 In November the draft budget law needs to be approved by Government and the draft 

law is submitted to Parliament. 

108. The Sector Operational Program for Transport (SOPT) for 2007-2013 has experienced 

serious delays due to delays in project preparation, inadequate engineering design, complaints on 

procurement and a host of other reasons. This problem is not confined to the roads sector.
5
 Only 

about Euro 40 million was spent by 2009, more than Euro 1 billion less than planned, and delays 

continue through 2010. Similar delays are experienced in IFI funded projects. 

                                                 
4
 Projects of less than RON 4 million are approved by ‗ministerial agreement in principle‘, projects less than RON 

25 million require the Minister‘s decision after several layers of bureaucracy have approved ‗economic indicators‘.  

Projects of more than RON 25 million require a Government decision. 
5
 While outside the immediate scope of the Functional Review of the Transport Sector, it appears that Romanian 

public procurement regulations or the way in which they are applied have led to a high level of contestation of 

contract awards and disruption of project implementation timetables than is usual in most EU countries. 
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4.4.5 Oversight and Monitoring 

109. For road plans and programs to be useful and used they need to be consistent with the 

RNCMNR mission and strategic directions, and with the budget available. Only then is 

monitoring of the road program meaningful. A useful mechanism for monitoring and evaluating 

RNCMNR accomplishments is a Performance Agreement between MOT and RNCMNR. It 

should be prepared annually after guidance on the budget and changes in policies or emphases on 

the previous ones. The results should be presented in the RNCMNR Annual Report. (For 

guidance on Performance Agreement and Annual Reporting see Annexes 7 and 8).  

110. There is a ‗Sustainable Transport Strategy for 2007-2013, 2020, 2030‘ prepared by the 

MOT Directorate for Management, Strategy and Environment, and approved by Government in 

March 2008, and an ‗Integrated Strategic Plan for the Transport Sector‘, approved in June 2009. 

However, the Review found little evidence that these documents are used to guide strategy in the 

sector, and the MOT unit does not evaluate implementation or usefulness of the strategies. The 

Annual Sector Program merely provides a list of projects and funding sources. RNCMNR has 

made its own strategy consisting of a list of capital investment projects.  

111. For short-term planning and monitoring the MOT Directorate for Management, Strategy 

and Environment prepares a Quarterly Report that details completed activities of the Annual 

Programs. Both reports are submitted to the road (and rail) companies—but apparently are not 

used. RNCMNR has no formal monitoring of its accomplishments against objectives or targets, 

with the exception of the annual activity report which describes the status of project 

implementation and their costs. 

112. Thus, some basic components for monitoring the road programs do exist but they are 

weak, and more importantly, they are not used because they are perceived to lack real meaning. 

Monitoring is made difficult because of the fluidity of the budget, and the degree of discretion of 

the Minister and State Secretaries. 

113. It is recommended that each year RNCMNR management should present for adoption by 

its Board an updated medium-term Corporate (or Business) Plan, as would be expected by the 

Board and Shareholders of any major public company. For clarification, the Performance 

Agreement is effectively the ‗Contract‘ between the Client (MOT) and the Company and it sets 

out what the Client is going to pay and what 'outputs' it expects in return. A Company's 

Corporate (or Business) Plan sets out how the Company will conduct its business to meet its 

objective (in the case of RNCMNR the delivery of the agreed performance) and what results it 

expects (operational and financial targets). The Corporate Plan will therefore set out the 

measures it intends to take to ensure it delivers efficiently and effectively and within its financial 

capability. Typically it will specify not only the agreed outputs but proposed management 

structure, operational delivery process, planned productivity improvements, IT strategy, 

outsourcing strategy, human resource planning including training, health and safety issues, 

investment plan, performance indicators and targets, projected income and expenditures, balance 

sheet and cash-flow, among others. 

4.4.6 Human resources 

114. RNCMNR employs over 6,500 people, of whom about 550 are at the Headquarters and 

the remaining 6,000 in the Regional Offices. There is concern with the RNCMNR head office 
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employment and its allocation to directorates, for example the technical directorate seems 

understaffed. The regional offices have an excess of unskilled employees reflecting the ‗force 

account‘ labor used in maintenance. Based on a relatively recent consultancy report
6
, there is a 

shortage of several kinds of technical skills both at headquarters and the regional offices.  

115. RNCMNR employees are not subject to civil service laws and wages are determined by a 

collective labor agreement between RNCMNR and two unions. The performance assessments 

and reviews are complex. Training is required for underperforming employees, but it seems to 

have no effect on salary increases or promotion. The key issues of low salaries and promotions 

are not based on competency and performance but on longevity of service.   

4.4.7 Summary and Recommendations for RNCMNR 

116. In summary, the corporate responsibilities in RNCMNR are not clear; there is a shortage 

of competent staff in project preparation from concept to completion, especially in planning and 

design; accountability is undefined; performance of staff and organization as a whole is not 

monitored or rewarded; modern road management systems are not used although they are 

available; decision-making is not based on defined criteria about benefits, costs and equity; the 

budget structure and the budgeting process do not lend themselves to support or evaluate goal 

oriented road sector strategies;  there is a high level of political influence on project prioritization 

in the budgeting process; and there is instability in top management: the General Manager of 

RNCMNR and his key deputies have changed seven times since 2003. 

117. The Review therefore recommends that the government should make MOT and 

RNCMNR, as applicable, to:  

 Articulate a vision and mission statements for RNCMNR consistent with the updated 

National Transport Strategy (refer to Section 2.2). 

 Revise RNCMNR‘s organizational structure to be consistent with its mission. The roles 

and responsibilities of the Head Office and the Regional Offices need to be clearly defined. 

The department for planning and programming must be strengthened. Greater resources 

should be directed to program evaluation and reporting, and improving road traffic safety. 

 Review the functional classification of roads and develop design, structural and 

maintenance standards by functional and traffic volume classes. The maintenance standards 

should be developed as the first priority. 

 Institute annual surveys of road user satisfaction with the quality of road maintenance in 

summer and winter. 

 Incorporate the road asset management systems—based on HDM4 and the bridge 

management system—into the annual planning, programming, and budgeting process and 

ensure that the road and bridge data are reliable and up-to-date. 

 Update human resources in order to ensure that hiring, promotion, and training meet the 

corporate needs of RNCMNR. A separate Human Resources Review of Romania‘s public 

administration provides details to this effect. 

 Develop and conclude Performance Agreement between MOT and RNCMNR, and 

restructure the road budget to serve the planning, monitoring and evaluation of RNCMNR 

                                                 
6
 NEA (2007). ―Immediate Technical Assistance for Management. Review of RNCMNR‖, The report also has a 

useful discussion on the responsibilities of the RNCMNR and its Regional Offices and their current legal basis.  
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mission, its strategic directions, and the objectives and targets. Consideration should be 

given to lessen possibilities for corruption and political interference (beyond what is 

contained in the strategic directions and the Performance Agreement) when deciding the 

new budget structure. 

 Restructure the road sector budget to be policy-oriented allowing expenditures to be 

mapped onto budget categories. 

 Put in place an annual cycle of performance monitoring on the basis of the Performance 

Agreement. RNCMNR should collect the data to enable monitoring and to take corrective 

actions when necessary. The MOT would review the results twice yearly and also take 

corrective actions with means available to it. 

 Put in place a road user charge system which is consistent with the EU directive and 

allocate these funds to the development and maintenance of all public roads using well-

founded equitable criteria. 

 Implement the Corporate Governance improvements recommended in Section 3.  

 Consider reconstituting RNCMNR as an infrastructure management and maintenance 

company, with asset ownership and determination of strategic directions and main 

priorities of the road network falling directly to, and appearing within the accounts of, the 

State.   

4.5 Other Entities 

118. The detailed assessment under the Review was limited to the largest transport 

infrastructure providers RNCMNR and CFR SA, and state-owned transport service providers 

CFR Călători and CFR Marfă. The assessment has also identified the following issues that need 

to be addressed concerning the Romanian Automobile Registry (RAR) and the Romanian Road 

Transport Authority (ARR).  

119. RAR‘s core functions are vehicle registry, technical inspections of vehicles under 3.5 

tons, and certification of all road vehicles and spare parts. It has 1,500 employees, and it sets 

fees—unregulated—for its services with the objective of balancing its accounts, since it is an off-

budget agency (regie). RAR has offices throughout Romania, and it competes with privately 

owned automobile technical inspection franchises. The limited number of interviews conducted 

by the Review point to the fact that the quality of service provided by RAR may not be 

commensurate with the high level of fees set by RAR, and that citizens may not be receiving 

value for money from RAR‘s services. The MOT should review in detail both the organization 

and performance of RAR to ensure that the unregulated fees are not giving RAR disincentives to 

enhance its efficiency. The MOT should also make a decision on the role of RAR in the 

competitive market of automobile technical inspection in line with the MOT‘s private sector 

participation policy. As part of the review of RAR, the need for certification offices in more than 

one location in Romania should be assessed.  

120. ARR‘s core function is issuing permits and licenses for road goods vehicles of more than 

3.5 tons and for road passenger transport vehicles of 9 or more passengers. It also ensures 

technical inspection of the vehicles it licenses. ARR‘s mission is similar to that of AFER for 

railways, ANR for naval transport and AACR for aviation. ARR has between 600 and 700 staff. 

ARR proposes its rate structure and levels to the Minister who reviews and approves them. ARR 

must balance its account, and it is an off-budget authority. As in the case of RAR, the MOT 
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should urgently review the performance of ARR. The MOT should also ensure that any new 

structure addresses the possible conflict of interest in ARR‘s two key functions—licensing and 

inspection. 

121. There is a need to seek higher service standards and efficiency from both RAR and ARR. 

In addition, worldwide experience shows that the domains in which both RAR and ARR function 

are highly conducive to corruption. The MOT should therefore (i) introduce performance 

agreements with RAR and ARR to monitor and enhance their performance, (ii) strengthen and 

speed up the automation and computerization of the processes of both RAR and ARR, and (iii) 

put in place mechanisms for citizens and businesses to provide feedback on the service levels 

they receive from RAR and ARR. 
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5 Sector Funding and Budgeting  

5.1 Overview 

122. Funding for the transport sector in Romania comes from general tax revenues, 

infrastructure usage fees and transport service tariffs. Prior to the financial crisis, annual average 

funds allocated to the transport sector—excluding own revenues for revenue-earning entities and 

local government spending—were equivalent to about 2.5 percent of GDP. Since 2008, the 

MOT‘s annual budget has declined to about 2 percent of GDP on average, and this decline has 

also come with a reduction in the share of external borrowing and grants in the overall financing 

of the sector‘s spending.  

123. The use of European Cohesion and Structural Funds available to the Romania‘s transport 

sector—about EUR 4.6 billion between 2007 and 2013—could have significantly boosted the 

funding of transport investments during a period of severe fiscal stress in Romania. However the 

MOT and the implementing entities have been unable to utilize such grants and there is a strong 

probability that only a fraction of those funds will now be used before the end of the planning 

period in 2013/15. The inability of Romania to exploit the funds allocated by the EU for 

transport is due to the same issues that are the subject of the present Review: i.e. sector 

governance, corporate governance, and company management. There may be temporary fixes to 

enhance the administrative mechanics for the use of such funds, but as long as the fundamental 

issues covered by the Review are not addressed, the chances of using even a fraction of these 

funds within the current deadlines will remain limited.
7
  

124. The MOT has attempted at various times to attract private financing to the transport 

sector, particularly major highway construction, through private sector participation (PSP) and 

specific public private partnership (PPP) schemes. However, for various reasons the attempts in 

the road sector have all failed. These areas are discussed in more detail in Section 6 and Annex 

10. The Review believes that improved policies for PSP in the transport sector, including more 

modest but achievable PPP projects, should form an integral part of the Transport Strategy that is 

proposed in Section 2.2. But even if successful, PSP cannot in the foreseeable future yield more 

than a fraction of the amount of EU investment resources for roads and railways already pledged 

to Romania, assuming it were able to effectively absorb and exploit them. 

5.2 Public Investment Management 

125. The new Fiscal Responsibility Law requires the MOT to prepare budget proposals 

consistent with its strategic goals (strategic plan) and with the annual ceilings issued by the 

Ministry of Public Finance. This requires that the MOT develop and enforce strict prioritization 

mechanisms. Nevertheless, the annual budget estimates for future years in the plan approved in 

2009 are more than double the level of spending in 2008. There is also no clear link between the 

stated policy goals and the spending program. The annual budget law includes an annex with 

information on the MOT‘s objectives and some performance indicators, but there is no indication 

                                                 
7
 Project specific reasons have also played a part, some of which were outside Romanian control, such as delays due 

to disagreements between funding agencies on railway project design standards. 
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that this information is used in evaluating budget requests, nor is it used to monitor program 

implementation and performance. 

126. There are legal (normative) procedures in place before the approval (authorization) of 

new public investments (initiatives) is granted. However, it seems that the MOT‘s administrative 

bodies in charge of this process pay more attention to fulfilling the normative (legal) 

requirements. In the end, the strong politicization of decision-making in the MOT—and at the 

level of the relevant inter-ministerial committees—means that the whole prioritization process 

has little connection to the notion of strategic transport planning. 

127. The MOT‘s inability to prioritize projects over the last few years has meant that funding 

of new projects has been spread too thinly.  The practice of adopting new projects each year 

without assessment of their fiscal impact on the budget has resulted in a ballooning capital 

investment program overloaded with unfunded or inadequately funded projects, causing 

inevitable postponement and delays in implementation. For example, the total ‗authorized‘ 

annual capital expenditure for all modes of transport in 2010 was more than six times the MOT‘s 

total annual budget and more than eight times the previous average annual capital expenditures.  

128. As part of creating a realistic Transport Strategy, as well as complying with the Fiscal 

Responsibility Law, the MOT should take the opportunity to ‗clean up‘ its public investment 

program, discarding some projects and postponing others. One of the aims should be to create 

fiscal space for Romanian counterpart funding of projects that will then permit access to the EU 

Funds. 

129. Another deficiency that should be addressed is the mismatch between resources devoted 

to capital expenditures vis-à-vis recurrent expenditures. One striking example of this is that in 

2009 the cost to the state budget of the PSC contract for passenger rail services of RON 1.11 

billion was twenty times the budget contribution of RON 55 million towards maintenance of the 

rail network, on which passenger trains account for around four out of five of train-kms operated.  

This funding imbalance means that the government is purchasing the steady deterioration of its 

own assets. Another example of imbalance between capital and recurrent expenditure is in the 

road sector where funding for building new road capacity exists alongside major shortfalls in 

maintenance and rehabilitation of the existing road network.   

130. The strategic allocation of budget resources should be dealt with at the level of the 

MOT‘s strategic plans. It should take an integrated approach across modes (Section 2.2), and it 

should seek a more rational balance between capital and recurrent expenditures, including taking 

account of the future recurrent cost implications of investment expenditures.  The current 

separate capital budgeting for each mode prevents monitoring of transport programs overall from 

a performance or outcome standpoint.  

131. The largest share of the budget is dedicated to roads and railways and, turning to the issue 

of cost recovery, these two subsectors do not generate sufficient returns to develop (or even to 

preserve) their assets. European Directives suggest that users of transport infrastructure should 

cover, as a minimum, the marginal social cost they generate. For road network infrastructure in 

Romania, the level of cost recovery seems particularly low given the significant maintenance 

backlog and investment needs in the sector. Revenues from the Rovignette system provided 

RNCMNR with an average of RON 480 million between 2006-2009, and RNCMNR‘s total 

direct own revenues averaged about RON 600 million over the same period. This covered an 
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average of about 10 percent of total outlays on national roads (including construction)
8
. While 

the collection of revenues has slightly improved in 2009 thanks to stricter enforcement, there is 

still a need to increase the level of the Rovignette rates to ensure a better cost recovery. 

132. Higher charges for road users would also help reduce the imbalance between cost 

recovery in the road and railway infrastructure. In the case of railway infrastructure, revenues 

from track access charges provided CFR SA with an average of RON 1 billion between 2006 and 

2008, and CFR SA‘s total direct own revenues averaged RON 1.4 billion over the same period. 

This covered an average of about 45 percent of total outlays during the year. While this cost 

recovery may be artificially high given the very low level of spending on maintenance of railway 

infrastructure assets in Romania, it is still several times higher than cost recovery of road 

infrastructure.  However, it seems that the road user charges do not correspond to the EU 

recommendations and it is urgent that the government reassess road user charges in Romania and 

make the necessary adjustments between routine maintenance, road asset preservation and new 

construction so that the year-round service level to road users and preservation of road 

infrastructure assets is ensured and that there is a level playing field between the two main 

surface transport modes in the country. 

133. A serious concern in the road sector is RNCMNR‘s use of its own revenues from 

Rovignette. RNCMNR has routinely entered into contracts with road construction companies 

using high interest supplier credits from commercial banks secured by the future cash flows from 

Rovignette. As a result, RNCMNR has now committed the full Rovignette revenues to service 

this debt until at least 2016, leaving RNCMNR with no direct source to funds for maintenance 

activities. If the Board of Directors is unwilling to prohibit further exposure, RNCMNR should 

be forbidden by law from entering into such contracts. The government should also investigate 

the circumstances under which such contracts have been concluded in the past to determine 

whether these were concluded in bona fide, and in the public interest. 

5.3 Budget Formulation and Execution 

134. Budget execution systems should be aimed at ensuring efficient budget implementation, 

in accordance with the policies stated in the budget and in compliance with the budgetary 

authorizations. They should also be able to respond to possible changes in the macroeconomic 

environment without excessively disturbing budget management, in particular without generating 

arrears and creating inefficiencies.  

135. The budget execution systems in MOT, CFR SA, and RNCMNR suit the basic 

requirements for sound public expenditure management. A robust Treasury Single Account 

system is in place, financial reports covering different steps of the expenditure cycle are 

produced and there are effective compliance controls, at least for the central government. 

However, improvements are needed in the following:  

 The budget system presents inefficiencies, because of some cumbersome, sometimes 

duplicate, procedures. Reducing, these inefficiencies will liberate time for other activities 

than paperwork. 

                                                 
8
 The principle behind the Rovignette system is that it should cover at least the road network‘s operations, 

maintenance and management costs. 
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 Responding effectively to the new requirements stated in the fiscal responsibility act 

requires timely and comprehensive budget execution monitoring. 

 For more effective financial and management control, actions to strengthen internal control 

and internal audit need to be pursued. 

 To increase both effectiveness and efficiency in budget execution management some 

organizational arrangements may need to be reviewed. 
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6 Private Sector Participation 

136. Private sector participation (PSP) is the involvement of the private sector in a transport-

related activity traditionally carried out by a State authority or company whether through license, 

lease, joint venture, contract, franchise, or concession agreement.  A public-private partnership 

(PPP) is a specific form of PSP and, though there is no single definition, it generally refers to a 

time-bound arrangement with a private company for the provision of public assets and/ or related 

services, through investments and/or management undertaken by the private sector entity, where 

there is a substantial risk sharing and the private sector receives performance-linked payments.  

137. There are several reasons why Romania should seek greater PSP in the transport sector: 

to mobilize private capital; to harness private sector technical and managerial skills to improve 

transport performance and efficiency; and (in the case of infrastructure projects) to attain a more 

consistent completion of projects within the targeted time and cost.  

138. Romania showed early confidence in the private sector in road and rail transport services 

through deregulation of both the private bus and private road haulage industries, and by the 

licensing of private train operators to use the railway system; Romania now has one of the 

highest proportions of private rail freight operations in Europe.  

139. Increasing PSP in transport infrastructure is a more challenging task. The two main 

transport infrastructure companies, CFR SA (rail network) and RNCMNR (road network), have 

increased utilization of the private sector for normal construction contracts.  But they have had 

little success in implementing PPPs in which the private sector would help finance and share in 

the risks of major network projects. In the case of CFR SA this is more understandable; 

international experience shows that it is very difficult to structure and deliver railway 

infrastructure PPPs except for new ‗green-field‘ lines that are separable from existing operations. 

CFR SA has not had any such projects to deliver. The most promising opportunity for rail 

infrastructure PPP could be 41 of CFR SA‘s railway stations that require modernization. The 

private sector could potentially increase the commercial activities inside the railway stations and 

generate part of the funds required. 

140. Major new highways are usually a more promising area for successful PPP projects but 

Romania has not been able to successfully close a PPP transaction for a new highway. The most 

recent attempted transaction was for the Comarnic-Brasov highway concession with an initially 

estimated cost of EUR 983 million, that increased after bids to an unaffordable EUR 2 billion; 

the transaction failed. Arguably, the project was too complex and expensive for a first PPP, 

which reduced its bankability to private investors and its affordability to the government. It was 

not helped by the adoption of an accelerated timetable, non-standard procurement processes, and 

the lack of experience of some of the advisers. Moving forward, Romania could usefully 

consider adopting smaller and less complex road network enhancement projects for PPP.  

Unfortunately, the current pipeline of projects does not contain such cases. The multi-billion 

projects being considered for PPP would, if they were to proceed, absorb most of Romania‘s 

transport budget in deferred public sector payments.   

141. There is more immediate potential for RNCMNR to increase PSP in the roads sector 

through piloting of performance-base rehabilitation and maintenance contracts for roads 

(PBMC). Such PSP opportunities may be more appropriate than major new highway 
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concessions, given the limited fiscal space. Whereas a pilot highway concession project would 

probably take several years to complete construction, a PBMC could be developed and 

implemented within a much shorter period of time.  

142. In the railway sector, as argued in Section 2, there is scope for increasing PSP in rail 

freight transport services by privatizing CFR Marfă, in rail passenger services by developing PPP 

concessions to private operators and PSC to private bus companies to replace rail services on 

light-use branch-lines. Increased PSP may also be attainable as a consequence of the 

recommendation made in Section 3 to commission an independent business review of the 

seventeen subsidiary companies owned by the three main railway companies to determine the 

optimum strategy for their future form. Some of these could be privatized or possibly joint-

ventured with the private sector, and the services they provide could be competitively procured. 

143. At the government level, new PPP legislation was recently approved by Parliament, but 

possibly at the expense of efficiency and transparency. The PPP legislation allows public 

agencies to conclude PPP transaction with limited competition. Moreover, the lack of clarity in 

setting criteria for public benefit may open the door to more discretionary and politically-driven 

decisions about project selection rather than by tests of value for public money, affordability to 

the public sector, bankability to the private sector and practicality of implementation.  

144. Improved policies for PSP in the transport sector, including more modest but achievable 

PPP projects, should form an integral part of the National Transport Strategy that is proposed in 

Section 2.2. 
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Annex 1: Transport Strategy 

1. In the Main Report of the Review it is observed that MOT has not set out a multi-modal 

transport strategy that is consistent with a realistic assessment of the budgetary resources to 

sustain it over the next few years. As a result there is great uncertainty. Given the severe and 

worsening financial position of the transport sector it was recommended that a clear strategy 

should be established as a matter of urgency, given the scale and prevalence of the problems 

facing the industry. 

2. The Strategy should set out concretely for at least the next five years (2011 – 2015), and 

in less detail for subsequent periods, the strategic aims of and policy actions for pursuing the 

public interests in transport in an era of stringency, prioritization and difficult choices. It is 

envisaged to be a brief (20 – 30 pages) and high-level document that is policy-oriented and 

concentrates on policy priorities. In other words it should list the major new policy initiatives, 

legal and regulatory instruments, and administrative measures that are intended to be developed 

and implemented over the period of the Strategy. 

3. The Strategy might usefully indicate a realistic medium-term infrastructure program for 

each mode that is consistent with a prudent estimate of financial resources likely to be available 

from national, EU and private sources. However, since capital funds over the next few years are 

already heavily committed to completing existing projects, actions to pursue policy reforms are a 

more pressing and practical focus for the Strategy. 

4. There are many different ways of laying out such a strategy document. The one presented 

below is one alternative.  It is based on the following principles: 

 setting out the common objectives and principles that apply to the sector as a whole, 

before dealing with individual segments of transport; 

 treating transport services separately from transport infrastructure, for which different 

issues and policy priorities will almost certainly apply; 

 treating passenger transport services and freight transport services separately because 

again, different issues and policy priorities will apply; 

 including a section on the national policy priorities for urban transport, recognizing that 

there are likely to be different issues and responsibilities for the national Government in 

this area; 

 including a key section on how the MOT may re-organize itself and other functions to 

better manage the sector. 

5. Clearly MOT should initiate the document but it would have most weight if adopted by 

government and parliament. 
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Transport Strategy for Romania: Indicative Scope of Contents 

1. Policy Statement, Mission, and Vision 

2. Overall Context, Challenges, and Strategy Principles 

 Transport demand 

 roles of competition and coordination 

 roles of public and private sectors and priorities for private sector participation  

 infrastructure management, financing and cost recovery 

 corporate governance of state-owned companies 

 social transport needs 

 transport and safety 

 transport and environment 

 international transport obligations and priorities 

3. Transport Strategy Priorities, Objectives, and Results Indicators 

3.1. Passenger transport services: policy priorities  

 general orientation on modal priorities and coordination 

 personal private transport 

 road-based public transport 

 rail-based public transport 

 inland waterway passenger services 

 air passenger services 

3.2. Freight transport services policy priorities 

 general orientation on modal priorities and coordination 

 road freight transport 

 rail freight transport 

 inland waterway freight 

 sea freight 

 air freight 

 logistics services 

3.3. Infrastructure management and development: policy priorities 

 general orientation on modal priorities and coordination 

 road network  

 rail network 

 seaports 

 riverports 

 airports 

 intermodal 

3.4. Urban transport: policy priorities 

3.5. Transport Sector Administration 

 organization of MOT 

 sector regulation 

 decision-making and resource management 
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Annex 2: Alternative model for the reorganization of the Ministry of 
Transport 

1. The organizational structure of the MOT as of July 2010 is shown in Figure 1. Since then, 

the positions of two state secretaries and the deputy secretary general positions have been 

abolished. The MOT is organized along transport modal units. In addition, there are 55 entities 

that report to the MOT: 

a. Entities that function as subordinates of the MOT and that are financed from the 

state budget: 1—Romanian Air Club. 

b. Entities that function as subordinates of the MOT and that are financed through 

their own incomes, through the health social security system and from state 

budget transfers: 15—health clinics and hospitals. 

c. Entities that function as subordinates of the MOT and that are financed through 

their own incomes and from subventions from the state budget, within the 

conditions of the law: 4— ―Rapid‖ Sports Club, Romanian Agency for Rescue at 

Sea – ARSVOM, Superior School of Civilian Aviation, and Public Health 

Agency of the MOT. 

d. Entities that function under the coordination of the MOT: 1—House of Health 

Insurance of the MOT. 

e. Entities that function under the authority of the MOT: 29—these are ―pure‖ 

transport entities as described in Table 6. 
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Figure 1: MOT organization (as of July 2010) 

 

 

Table 6: Entities under the authority of the MOT 

No. Name of the entity Location 
1. Romanian National Railroad Company SNCFR RA Bucharest 
2. National Railroad Company CFR SA  Bucharest 
3. National Railroad Company of Merchandise Transport CFR Marfa Bucharest 
4. National Railroad Company of Passenger Transport CFR Calatori Bucharest 
5. Company of Railroad Assets Administration SAAF SA Bucharest 
6. Railroad Tourism Company SFT CFR  Bucharest 
7. ―Metrorex‖ – S.A. Bucharest Subway Transport Trading Company  Bucharest 
8. ―Henri Coanda International Airport -- Bucharest‖ National Company  Otopeni, Ilfov county 
9. ―Bucharest Baneasa International Airport – Aurel Vlaicu‖ –National 

Company 
Bucharest 

10. ―Mihail Kogalniceanu International Airport – Constanta‖ National 

Company 
Mihail Kogalniceanu 

commune, Constanta 

county 
11. ―Traian Vuia International Airport – Timisoara‖ National Company Timisoara, Timis 

county 
12. ―Romanian Administration of Air Traffic Services – ROMATSA‖ 

Autonomous Administration 
Bucharest 

13. ―Romanian Civilian Aeronautical Authority‖ Autonomous Administration Bucharest 
14. ―National Company of Romanian Air Transports – TAROM‖ Trading 

Company 
Otopeni, Ilfov county 
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15. ―Maritime Ports Administration Constanta‖ National Company Constanta, Constanta 

county 
16. ―Navigable Canals Administration‖ National Company Constanta, Constanta 

county 
17. ―Naval Radio communication Radionav‖  National Company Constanta, Constanta 

county 
18. ―Fluvial Administration of the Lower Danube‖ Autonomous 

Administration 
Galati, Galati county 

19. ―Administration of the Maritime Danube Ports‖ National Company Galati, Galati county 
20. ―Administration of the Fluvial Danube Ports‖ National Company Giurgiu, Giurgiu 

county 
21. Romania National Company for Motorways and National Roads 

RNCMNR 
Bucharest 

22. ―Romanian Vehicle Registry‖ Autonomous Administration Bucharest 
23. ―Administration of the Sulina Free Area‖ Autonomous Administration Sulina, Tulcea county 
24. ―Maritime Training Centre Television‖ – Constanta Trading Company Constanta, Constanta 

county 
25. ―Research in Transports Institute – INCERTRANS‖ Trading Company Bucharest 
26. ―Works on Roads and Bridges Enterprise Bacau‖ Trading Company Bacau, Bacau county 
27. ―Stard‖ SA – Trading Company Fetesti, Constanta 

county 
28. ―Via Star‖ Trading Company Bucharest 
29. ―Fluvdrag‖ Dredging on the Danube Trading Company Giurgiu, Giurgiu 

county 

 

2. State Secretaries. It appears that the role of the State Secretaries (deputy ministers) 

depends on the working methods of the Minister. They have generally been assigned specific 

management roles that cover several modes or other functions such as budget and administration. 

In effect, the State Secretaries run the functions that the Minister assigns to them. Under these 

arrangements, the high ranking civil servants such as the Secretary General, general directors and 

directors work under the State Secretary. This type of modus operandi may not be very efficient, 

especially with the frequent political changes in Romania. It is proposed that the role of career 

civil servant be enhanced and that the number of state secretaries be reduced to one, to deal with 

political aspects as opposed to operational and technical matters. 

3. Secretary General. The role of the Secretary General is problematic in Romania, in the 

sense that while it is supposed to be the highest ranking civil servant in the Ministry, his/her role 

is determined by law and is limited to administrative and legal compliance and coordination. 

While such a position is assumed to be filled with non political appointees, in practice that has 

not been the case, and this is not limited to the MOT. The government should therefore review 

this issue as part of the general administrative reform in Romania. 

4. In the Main Report it is recommended that the organization of the MOT should be 

strengthened to focus better on its key policy and regulatory functions. Any new reorganization 

should ensure a multi-modal strategy and policy are developed and implemented effectively and 

efficiently. In addition, it is recommended that the Ministry sets up a unit to ensure the 

stewardship of the public assets and state owned enterprises. 
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5. Functions outside of the scope of the MOT. It is obvious that all health-related 

departments, functions, and entities are not within the scope of the normal functions of a 

Ministry of Transport. These should be transferred to the government body in charge of public 

health.  

6. Multimodality. The current organization does not offer an enabling environment for 

multi-modal planning and coordination. It appears that sub-sectoral planning—when it exists—is 

done in silos. 

7. Strategy and planning. As explained in the Main Report, this is one of the weakest 

points in the current system, as the current Strategy Department is not sufficiently empowered to 

effectively take on the role of strategic planning and policy. There is also no program evaluation 

mechanism in place in the MOT. 

8. Regulatory and Safety Functions. As explained in the Main Report, the regulatory and 

safety functions are executed through various entities, and there may be many advantages in 

consolidating—in the medium term—all these functions under one national transport regulatory 

and safety entity. 

9. Stewardship of SOEs. As noted in the Main Report, there are severe sector and 

corporate governance shortcomings in the transport sector that limit the autonomy of many of the 

entities reporting to the MOT. The function that would ensure that state assets and SOEs and 

managed and operate in accordance with the government objectives for the sector is missing in 

the current organizational chart. 

10. Proposed new organizational structure of the MOT. Figure 2 shows a possible MOT 

organization and its relationships to the modal and other entities (which are not all shown). The 

key issue identified as this stage is the urgent need to set up a strong general directorate for 

multi-modal transport policy and strategy. In addition to policy formulation and strategy 

development—with inputs from the modal entities—this directorate must monitor the 

implementation of the strategy, and the degree of fulfillment of the policy objectives. Under the 

current reorganization proposal, several current modal directorates and units would be combined 

under the multi-modal policy and strategy unit. The details of this unit including what would be 

its mission and the description of the functions and tasks that it would be undertaking are 

described in Figure 3. 

11. Creation of a unit to ensure the stewardship of the state shareholdings in the SOEs 

reporting to the MOT. The mission of such a unit would be to ensure that sector policy 

objectives are achieved in the most efficient way possible; that the SOEs are run in a 

commercial, business-like, and transparent manner; and that adequate corporate governance and 

professional management are in place to deliver value for money. The unit would formulate a 

clear ownership policy (see Annex 5 for examples); publish regular reports on the companies 

owned by the State, their operations and their results; monitor and benchmark company 

performance; and develop, implement and report on the process relating to the appointment of 

companies‘ board directors. As explained in the Main Report, although some of the sector-policy 

companies‘ main objectives are not commercial, financial results and the efficient use of 

Romania‘s resources are also important. These companies‘ financial results must be weighed 

against the sector policy objectives, and the State as an owner is interested in achieving sector 

policy objectives in the most efficient way possible. The sector-policy companies‘ degree of 

commercial orientation varies: some operate in a competitive market (TAROM), others still have 
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near monopoly (CFR Calatori), and the rest have complete monopoly position (RNCMNR, CFR 

SA). 

12. Creation of a Management and Program Evaluation Unit—proposed to be under 

the General Directorate for Budget and Finance. Under this reorganization, the mission of the 

Budget, Finance, Management and Program Evaluation unit would be to oversee the preparation 

of the transport sector‘s budget and to supervise its administration in the MOT and in the 

reporting agencies. In helping to formulate the transport sector‘s spending plans, the unit is 

responsible for the evaluation of the effectiveness of sector programs, policies, and procedures, 

assesses competing funding demands among agencies, and sets funding priorities in line with the 

transport strategy. The unit also ensures that agency reports, rules, and proposed legislation are 

consistent with the Budget and with the sector policies. It is also possible that these management 

and program evaluation functions be undertaken under the proposed Transport Strategy and 

Policy unit. 
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Figure 2: Proposal for overall organization of the Ministry of Transport 
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Figure 3: Details of the Multi-modal Policy and Strategy Unit 

 

Example of the Mission of the Policy and Strategy Unit: 

To formulate policies and develop national transport sector strategy for fulfilling the MOT‘s roles, encompassing the desired institutional 

architecture in the transport sector, including public and private sector roles in delivering infrastructure and transport services; consistent  

pricing principles for users of publicly-owned transport networks; the extent of competition within transport markets—consistent with EU 

Directives—and for Public Service Contracts to meet the needs of disadvantaged groups and remote areas; and transport regulatory 

philosophy and structures.  
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Annex 3: Concept of a regional rail PSC concession 

1. The main Report recommends that Romania consider a program of making Public 

Service Contracts (PSC) for regional railway services contestable. This has been accomplished in 

a number of countries and while it is a process that is conceptually straightforward, it is complex 

in its details and application.  For this reason it is suggested that Romania develops and 

implements the policy in a trial region (or regions), with safeguards to ensure that users obtain 

equal or better service than they get now, and subject to the same fare regulations as elsewhere in 

the country. 

2. It is probably not feasible in Romania to simply tender out the rail service requirement 

directly. Potential bidders, including other public and private European train operating 

companies, are likely to be unable to bid unless they have access, at least in the short-term, to the 

existing rollingstock used in the region and to Romanian expertise in railway operations and 

passenger markets. 

3. The model suggested would first create, from a geographic region of CFR Călători to be 

defined, a model regional railway company (RRC) with its own management, staff, assets, 

accounts and a long-term track access contract with CFR SA. The RRC would be transferred to 

the ownership of MOT. MOT would then organize a competition among bidders for the rights to 

manage the company for a defined term (perhaps 7-10 years) as a concession or franchise and to 

deliver the services specified in a multi-annual PSC. In practice this would be a ‗negative‘ 

bidding situation. In other words, that company which required least subsidy, while meeting the 

railway operations and safety qualification criteria, would simultaneously win the right to take 

over the RRC and the obligation to meet the PSC. It would be the responsibility of MOT to 

monitor the performance of RRC in meeting the PSC (with whatever rewards and penalties are 

agreed in the contract).  An independent regulatory agency would be required to settle disputes 

between MOT and the company, with recourse to contract law in the event of continuing dispute. 

4. Design of such arrangements is a specialized legal task for experienced transport and 

legal experts in the field. But MOT can access information about the concept and contract forms 

used in Germany, Sweden, UK and elsewhere.   

5. The European Commission European Commission has also sponsored the production of 

some model PSC contract documentation that could help
9
 (although it is designed for the PSC 

aspects of the transaction and not the franchised rights with regard to company assets).  

6. The experience of Germany in developing regional rail passenger transport through 

private train operating contracts might be sourced through the Bundesarbeitsgemeinschaft der 

Aufgabenträger des SPNV (the Federal Association of Railway Passenger Transport 

Authorities
10

)  which is the umbrella organization of the customer organizations (typically 

regional governments) of rail transport in Germany. The 25 Members of the BAG-SPNV 

contract more than € 5.2 billion/year, for almost 630 million train-km, from 69 railway 

companies. Their objective is to improve the quality of transport in the regions. A map of the 

                                                 
9
 http://www.eltis.org/docs/Public_Transport_guide.pdf and http://www.eltis.org/docs/Public_Transport_study.pdf  

10
 http://spnv.de 

http://www.eltis.org/docs/Public_Transport_guide.pdf
http://www.eltis.org/docs/Public_Transport_study.pdf
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German rail operations in 2010 that were competitively bid can be found as referenced below
11

.  

Private companies now carry about a fifth of the total German rail passenger market. 

7. In the UK, virtually all non-urban rail passenger services are operated by private 

concession. Copies of all the Concession Agreements with private companies are available on 

the Public Register.  These agreements include not only regional railway systems, but also inter-

city and commuter train operating concessions.  The Review is recommending concessioning 

only regional services at this stage and those concessions and contract documentation that 

provide useful comparators to some of the disparate regional railway situations in Romania 

include the East Midlands services
12

, the Northern services
13

, Arriva Trains Wales
14

, and Trans-

Pennine Express services
15

. 

8. As a trial policy it will be particularly important to assess the value for money of a 

privately concessioned regional railway operation vis-a-vis the net costs of continued operations 

by the national railway passenger company CFR Călători.  An independent ‗baseline‘ study 

should therefore be carried out on the market, service and financial performance of the regional 

rail service to be operated by RRC; the comparable ‗after‘ performance would then be 

benchmarked.   

9. For the new policy to be properly tested, CFR Călători itself would not be permitted to 

bid for the trial RRC. However, if the policy is successful in providing better service to 

customers and value for money then it can be progressively extended to other regions. Allowing 

CFR Călători to participate in future competitions, subject to independent verification of its cost 

bid (to avoid underbidding) would then create a strong incentive for CFR Călători to improve its 

own performance in all regions. 

  

                                                 
11

 http://spnv.de/website/cms/upload/fakten/2010-02-09_Wettbewerbsnetze_2010.pdf 
12

 http://www.dft.gov.uk/pgr/rail/passenger/publicregister/current/eastmidlands/ 
13

 http://www.dft.gov.uk/pgr/rail/passenger/publicregister/current/nthn/ 
14

 http://www.dft.gov.uk/pgr/rail/passenger/publicregister/current/atw/ 
15

 http://www.dft.gov.uk/pgr/rail/passenger/publicregister/current/tpe/ 

http://spnv.de/website/cms/upload/fakten/2010-02-09_Wettbewerbsnetze_2010.pdf
http://www.dft.gov.uk/pgr/rail/passenger/publicregister/current/eastmidlands/
http://www.dft.gov.uk/pgr/rail/passenger/publicregister/current/nthn/
http://www.dft.gov.uk/pgr/rail/passenger/publicregister/current/atw/
http://www.dft.gov.uk/pgr/rail/passenger/publicregister/current/tpe/
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Annex 4: Concept of a branch line bus PSC contract 

1. There are many low-density branch lines in Romania for which railway technology is an 

uneconomic way to ensure that the public in the towns and villages that they serve have a regular 

and reliable public transport service. Romania has a well developed private bus industry that 

could be given the opportunity to bid for replacement public transport services. This form of 

competition for PSC contracts will almost certainly improve the value for public money of social 

transport services. The Review recommends that the government also test this option on an 

experimental basis on a number of low-density branch lines with the objective of providing 

equivalent or improved service to passengers at lower cost. CFR Călători should identify a 

number of trial routes where low passenger flows and high railway operating costs/passenger-km 

make this an option for increasing value for money. It will be particularly so on branch lines that 

are not essential for long-term rail freight business so that not only train operating cost savings 

but also track maintenance costs can be set against the costs of the replacement bus service. 

2. It is possible that if passenger rail services were simply withdrawn from these lines, 

private bus operators would appear and provide some sort of bus service, but there is no 

guarantee that it would be at the same standard or fare as the previous rail service. The essence 

of the PSC option is that the services and fares are set in the contract at levels compatible with 

providing adequate service, though in practice buses will often be faster and able to offer more 

convenient stopping points than the trains they replace. The schedules would be arranged so that 

the buses would continue to connect with the trains on the main regional and trunk lines. 

3. There is already considerable experience of contracting private bus operators in Romania 

to cover service when railway track is unavailable due to heavy maintenance or repairs. 

However, it is suggested that in the trial stage MOT should take the initiative because CFR 

Călători would have little incentive, and may face internal resistance to successfully replacing its 

own railway services.  However, if the initiative is successful, and with the right incentives and 

policy review of individual cases by MOT, CFR Călători could in due course become the 

contracting authority and take responsibility for delivering an integrated rail and bus network 

across Romania
16

 in fulfillment of the PSC. 

4. There is much experience throughout the EU and in other countries of contracting bus 

and coach services to provide connecting services with railways and a number of different forms 

that such contracts can take.  Good practices for bus contracting can also be found in Eltis
17

. The 

World Bank‘s own Urban Bus Toolkit also explains and describes a number of different bus 

contracting alternatives, with an evaluation of their appropriateness to different situations and 

objectives, which with minor modification can be readily adapted to a non-urban context
18

. 

  

                                                 
16

 An example of such a network is found in New South Wales in Australia in which the State-owned railway, 

Countrylink, provides the trunk railway services to major towns and has contracts with numerous local bus and 

coach operators to offer high quality connecting services (in Countrylink livery) to a large number of more isolated 

towns communities. All of the towns served by Countrylink coaches were once served by railway lines (since closed 

entirely, or converted to freight only). Information and a map showing Countryrail‘s rail/bus integrated network can 

be found at http://www.countrylink.info/timetables/network_map 
17

 http://www.eltis.org/docs/Public_Transport_guide.pdf and http://www.eltis.org/docs/Public_Transport_study.pdf  
18

 World Bank and PPIAF (2006):  Urban Bus Toolkit.   

http://www.countrylink.info/timetables/network_map
http://www.eltis.org/docs/Public_Transport_guide.pdf
http://www.eltis.org/docs/Public_Transport_study.pdf
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Annex 5: Review of Corporate Governance against OECD Guidelines 

A. Introduction 

1. This Annex reviews corporate governance arrangements of state owned enterprises 

(SOEs) in the transport sector in Romania carried out by World Bank staff as part of the 

Functional Review in the Transport Sector. The existing arrangements are judged against the 

OECD Guidelines on Corporate Governance of State-owned Enterprises. Each of the OECD 

criterion is taken in turn. The specific OECD guideline is shown in bold in a heading box. Some 

illustrations of practices used elsewhere are given in text boxes. 

2. The focus is on the corporate governance in two large SOEs, the National Railway 

Infrastructure Company (CFR SA) and the Romanian National Company of Motorways and 

National Roads (RNCMNR), and the exercise of the ownership function of these SOEs by the 

Ministry of Transport and Infrastructure (MOT). However, the conclusions almost all apply 

equally to CFR Călători and CFR Mărfa, the other entities subject to broader Functional Review. 

3. The findings are based on the desk review of current legislation, reports by external 

consultants, documents on the ministerial and SOE websites, inferred practices from the 

evidence available on the ministerial and SOEs websites and a number of interviews of 

ministerial or SOE staff.  

4. The rating system is broadly based on a modification of ratings used in the 2004 Report 

on the Observance of Standards and Codes for Romania A category of ‗not known‘ has been 

added as the Functional Review was not able to form a view in all areas. 

Observed means that all essential criteria are met without significant deficiencies 

Largely observed means only minor shortcomings are observed, which do not raise 

questions about the authorities‘ ability and intent to achieve full 

observance in the short term 

Partially observed means that while the legal and regulatory framework complies with the 

Principles, practices and enforcement diverge 

Not observed means that no substantive progress toward observance has been 

achieved 

Not known Unable to come to a conclusion because of lack of information about 

actual practices 

Not applicable Criterion does not appear appropriate in the circumstances  
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B. Ensuring an Effective Legal and Regulatory Framework 

Criterion A. There should be a clear separation between the state ownership function and other 

state functions that may influence the conditions for state-owned enterprises, particularly 

with regard to market regulation 

Assessment Partially observed 

Description The MOT as the representative of the Romanian state performs several roles that affect 

the operation of the SOEs under its portfolio in the road and railway sub-sectors. It is the 

policy maker in the respective sub-sectors, it acts as the owner of these SOEs, and it is 

partly their regulator.  The potential or perceived conflicts of interest arising from these 

roles are recognized, but in practice the division of functions is very weak. The General 

Directorate for Infrastructure and Railway Transport and the General Directorate for 

Infrastructure and Road Transport are each responsible for carrying out public policy and 

coordinating the operation of the SOEs in their respective sub-sector. There is no 

separation of sub-units within these departments that would be responsible for 

performing these functions, such as policy, contracting (e.g. through a performance 

agreement), regulation or monitoring for value for money with respect to the SOE. No 

regulations are available (on the ministerial website) to clarify how these conflicts of 

interest should be dealt with. 

 

Criterion B. Governments should strive to simplify and streamline the operational practices and the 

legal form under which SOEs operate. Their legal form should allow creditors to press 

their claim and to initiate insolvency procedures 

Assessment Largely observed 

Description The formal legal and regulatory framework for the SOEs is generally in line with the 

legislation that applies to commercial companies. Both CFR SA and RNCMNR were set 

up as joint-stock companies and are respectively subject to all the provisions of the 

Romanian Company Law 31/1990 , Accounting Law 82/1991 and the relevant orders of 

the Ministry of Finance. While, in principle, subject to the provisions of the  Bankruptcy 

Law, they are not applied in practice to either company which have been technically 

bankrupt for a number of years and which rely on Government transfers and grants to 

continue operating as going concerns. Neither entity is listed, and therefore, the more 

stringent public disclosure, reporting and transparency requirements of the Bucharest 

Stock Exchange do not apply. 

 

Criterion C. Any obligations and responsibilities that an SOE is required to undertake beyond the 

general norm should be clearly mandated by laws or regulations 

Assessment Partially observed  

Description Some obligations in the transport sector meet the criteria. For example, the emergency 

ordinance setting the CFR SA and other rail companies provides that the current and 

retired employees as well as their relatives are entitled to free railway travel ‗under 

conditions of law‘. (Similarly, the PSC specifies the public service obligations that CFR 

Călători should meet).    

More broadly, discussions with officers of MOT and several of the MOT-owned 
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companies suggest that in practice there are regular interventions and pressures exerted 

on SOEs with which they feel obliged to comply and that are not clearly mandated.  The 

channels for such ad hoc interventions and pressures include through prior ministerial 

briefing of members of the Board (dominated by MOT delegates), through Special 

Meetings of the Assembly of Shareholders (also MOT dominated) which are held after 

nearly every Board Meeting to ratify or veto key Board decisions, and the political 

appointment of the Companies‘ CEOs who as beneficiaries of political patronage are 

inevitably susceptible to the influence of their patrons. 

 

Criterion D. SOEs should not be exempt from the application of general laws and regulations 

Assessment Not known. However, in practice the railway companies have benefited from tax write-

offs in the past. 

Description  

 

Criterion E. The legal and regulatory framework should allow sufficient flexibility for adjustments 

in the capital structure of SOEs when this is necessary for achieving company objectives 

Assessment Largely observed  

Description According to their statutes, both entities, similar to private joint-stock companies, can 

have their shares listed and transferred freely at the stock market. Both entities have the 

right to increase or reduce the share capital, issue new shares and convert them from one 

category to another. However, the state reserves the right to remain a majority 

shareholder. 

 

Criterion F. SOEs should face competitive conditions regarding access to finance. Their relations 

with state-owned banks, state-owned financial institutions, and other state-owned 

companies should be based on purely commercial grounds. 

Assessment Not applicable 

Description Both the CFR SA and RNCMNR are technically bankrupt, but continue to operate given 

the economic, social and strategic importance assigned to these entities by the 

Government. Both entities are implementers of rehabilitation and modernization 

programs in the road and railway sectors that are financed by the Government, EU and 

external donors. The statutes of both organizations allow them to take bank loans 

guaranteed by the state. Their long-term dependence on state, EU and donor funding 

suggests that this criterion is not really applicable. (See Main Report for 

recommendations to reconstitute these companies as management and maintenance 

companies). 
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C. The State Acting as an Owner 

Criterion A. The Government should develop and issue an ownership policy that defines the 

overall objectives of the state ownership, the state‘s role in the corporate governance and 

how it will implement the ownership policy 

Assessment Not observed 

Description The organization of the state ownership function in Romania is mixed, but can be 

generally described as decentralized. While the Authority for State Assets is responsible 

for managing state assets, particularly those that are subject to privatization, it is 

individual ministries that have responsibility for ownership function in various sectors of 

the economy. Romania does not have a state ownership policy at the central level. (For 

illustration of what is meant by that, Box 1 gives an example of the contents of such a 

policy adopted in Norway). 

The MOT is the ownership entity for the SOEs in the transport sector. The ministry itself 

also does not have a separate unit responsible for the SOEs in the transport sector. The 

Directorate for Infrastructure and Railway Transport oversees the operation of the CFR 

SA while the Directorate for Infrastructure and Road Transport supervises the activity of 

the RNCMNR.  

MOT also does not have an ownership policy for the SOEs in its portfolio, or at any 

event, there is no such policy given on its web-site. In fact, there is very little, if any 

information at all about the SOEs under its stewardship on the ministerial page.  

The commercial obligations of the two companies are unclear. A profit-making objective 

of CFR SA was specifically mentioned in the Emergency Ordinance nr. 12/1998 but this 

aim is (perhaps more realistically) absent from the subsequent regulations and the 

company statute.  No commercial objective at all is mentioned in the case of RNCMNR. 

There are reasons for treating rail and road infrastructure companies on a similar basis, 

and for establishing consistent objectives with respect to their recovery of costs, rather 

than to the maximization of profit (which in the circumstances seems neither realistic nor 

appropriate). An ownership policy would make it easier to articulate and attain this 

consistency. 

An ownership policy would also standardize the review of medium and long-term 

company plans. In terms of corporate planning (and review of such plans) requirements, 

the Boards of the two companies do not appear to have required from management nor as 

a matter of course adopted a regularly updated medium-term Corporate or Business Plan, 

as would normally be expected in any large public company. Nor at the public disclosure 

level is there comprehensive reporting by either the SOEs or the MOT of targets or of 

performance against targets. 

 

Box 1: Example of the Content of an Ownership Policy in Norway 

1. FOREWORD BY THE MINISTER 

2. THE GOVERNMENT‘S OBJECTIVES FOR STATE OWNERSHIP 

2.1 Scope 

2.2 The Soria Moria declaration 

2.3 A national base 

2.4 Ensuring national ownership and control of and revenues from our natural resources 

2.5 Securing other important political goals 
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3. THE STATE‘S EXPECTATIONS OF THE COMPANIES 

3.1 Important sector-independent considerations 

3.2 Division into categories 

3.3 Objectives for the ownership of the individual companies 

4. REQUIREMENTS OF THE COMPANIES 

4.1 Companies with commercial objectives – required rate of return 

4.2 The capital asset pricing model 

4.3 Companies with sector policy goals 

4.4 Dividend 

4.5 Repurchase of shares 

4.6 The companies‘ reporting 

5. THE GOVERNMENT‘S POLICY ON THE REMUNERATION OF LEADING PERSONNEL 

6. THE DIVISION OF ROLES IN THE STATE ADMINISTRATION 

6.1 The purpose of distinguishing between roles 

6.2 On the administration of ownership in the individual ministries 

       9.    APPENDIX 

      10.  REFERENCES 

Source: the Government‘s Ownership Policy, Norwegian Ministry of Trade and Industry, 2006 

 

Criterion B. The Government should not be involved in the day-to-day management of SOEs and 

allow them full operational autonomy to achieve defined objectives 

Assessment Not observed 

Description While all the formal building blocks of governance under Company Law, such as the a 

General Shareholders‘ Meeting, Management Board and the General Manager, exist in 

the two Companies, they are negated by the domination of the first two by delegates of 

the ownership entity itself and the appointment of the General Manager (and Chairperson 

of the Board) by political patronage. 

This effectively means that the Minister can take any management decision related to 

these SOEs or essentially remove and appoint CEO‘s at will. The financial statements 

reviewed for both the CFR SA and the RNCMNR shows that they were signed by 

different General Managers almost every year. There is no clear explanation in any 

annual report published on MOT or SOE websites as to the reasons why the CEOs were 

appointed, or removed. Without stable management based on selection by merit, it is 

difficult to ensure any management coherence and strategic direction for these SOEs.  

 

Criterion C. The State should let SOE boards exercise their responsibilities and respect their 

independence 

Assessment Not observed 

Description In addition to flaws in independence already cited, there are also no clear competency 

requirements for board members and no clear nomination process and selection process 

in place. ( 

Box 2 gives a contrary example of Petrom in Romania‘s energy sector). 
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Box 2: Example of Board Membership in Petrom 

Petrom is an SOEs with 20% ownership by the State which is represented by the Ministry of 

Economy.  Petrom has adopted a two-tier board system. Its supervisory board that consists of 9 

people. There are only two representatives of the state (Ministry of Economy) and the remaining 5 

members of the board bring in significant expertise in areas that are relevant to the business needs of 

Petrom: strategic management, marketing, finance, production and exploration. 

Source: www.petrom.ro 

 

Criterion D. The exercise of ownership rights should be clearly identified within the state 

administration. This may be facilitated by setting up a coordinating entity, or more 

appropriately, by the centralization of the ownership function 

Assessment Not observed 

Description As noted, the organization of the state ownership function in Romania is mixed. While 

the Authority for State Assets is responsible for the state assets, particularly for those that 

are subject to privatization, it is individual ministries that have exclusive responsibility 

for ownership function in various sectors of the economy. The MOT is the ownership 

entity for the SOEs in the transport sector. The State Authority does not play the role of a 

coordinating unit that would define the objectives and the ownership policy and 

guidelines for SOEs across sectors. No other coordinating unit exists at the central level 

or in the MOT.   

 

Criterion E. The coordinating or ownership entity should be held accountable to representative 

bodies, such as the Parliament and have clearly defined relationships with relevant public 

bodies, including the state supreme audit institutions 

Assessment Partially Observed. 

Description No accountability to Parliament, only to Court of Accounts. 

 

Criterion F. The state as an active owner should exercise its ownership rights according to the legal 

structure of each company 

Assessment Partially observed 

Description According to the OECD guidelines, the state has five main responsibilities: a) being 

represented at the general shareholders meetings and voting state shares; b) establishing 

well-structured and transparent board nomination processes and actively participating in 

the nomination of all SOEs; c) setting up reporting systems allowing regular monitoring 

and assessment of SOE performance; d) maintain continuous dialogue with external 

auditors and specific state control organs; and e) ensuring that remuneration schemes for 

SOE board members foster the long-term interest of the company and attract and 

motivate qualified professionals. As indicated elsewhere in the Review, the processes 

seem inadequate in respect of (b), (c), possible (d) and (e). 
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D. Equitable Treatment of Shareholders 

Criterion This section of OECD Guidelines mainly relates to the equitable treatment of minority 

shareholders.  

Assessment Not applicable 

Description This is not applicable in the case of SOEs under review because the MOT is their sole 

shareholder. 

 

E. Relations with Stakeholders 

Criterion A. Government, the coordinating or ownership entity and SOEs themselves should 

recognize and respect stakeholders‘ rights established by law or through mutual 

agreements, and refer to the OECD Principles of Corporate Governance in this regard 

Assessment Partially observed 

Description Employee Rights – The Labor Code that protects the rights of employees in the private 

sector applies to the rights of the employees in the SOEs. The salary and other rights are 

negotiated by the Board with the representatives of the Trade Unions through Collective 

Labor Agreements. There are no legal provisions in the current legislation or company 

statutes for employee nomination and selection to the Boards of these SOEs. In addition, 

the statute of the CFR SA entitles current and former employees as well as members of 

their families to free train travel ‗under conditions stated by law‘. 

Creditor Rights – Needs to be clarified. Both entities are technically bankrupt and the 

financial audits mentioned that they were in middle of litigation.  

Access to information – MOT and SOEs publish a considerable amount of information 

but little in the way of performance targets and their attainment. However, they are 

subject to Law 544/2001 on Free Access to Public Information which gives the right to 

the general public as the ultimate stakeholder to access to any information of public 

interest. The law puts the burden on the individual who has to request the information in 

writing and has to wait from 5 to 30 days for a response depending on the complexity of 

his/her request.  

 

Criterion B. Listed or large SOEs, as well as SOEs pursuing important public policy objectives , 

should report on stakeholder relations 

Assessment Not observed 

Description The MOT does not have any guidelines or requirements for the SOEs in the transport 

sector to produce a stakeholder report. (Box 3 gives a further example of SOE 

stakeholder reporting requirements from Norway.  Box 4 reproduces a recent Employee 

Report by Petrom). 
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Box 3: Requirements on stakeholder reporting by SOEs in Norway 

In Norway, the ‗Government‘s Ownership Policy‘ mentions specific requirements for SOEs in terms of 

stakeholder relations: ‗The state expects companies in which the state has an ownership interest to 

maintain an open dialogue with their surroundings about their finances, social responsibility and 

environmental matters, and that the companies take steps to provide information about how they deal with 

these matters in practice and the results they achieve. Both the companies‘ annual reports and their 

websites are appropriate channels in this context. Large companies with international operations should 

consider using the reporting norm ‗Global Reporting Initiative‘. This norm has broad support and is 

supported by the UN‘s environmental program, UNEP‘. 

Source: Government‘s Ownership Policy, Naerings Og Handelsdepartmentet, 2007, p. 42 

 

Box 4: Report on employee relationship by Petrom 

The relationship between manager and employees as well as of any conflict elements which 

characterize this relationship 

 

The relations between the management and the employees remained positive and constructive over the 

year, without the occurrence of collective actions to challenge the management. The dialog between 

unions and management continued on a regular basis. All the steps of the reorganization process that the 

company has entered were discussed and agreed by both parties. 

The defective wording of stipulations from the Collective Labor Agreement of Petrom resulted in a chain 

of labor litigations through which several employees requested the payment of bonuses allegedly unpaid 

to them. These litigations are in progress on various stages, in Bucharest and across the country. Petrom‘s 

defense is based on the argument that the respective bonuses were included in the base salary of the 
employees. 

Throughout 2009, Petrom continued to receive claims relating to this matter, but following the 

management assessment of the potential liabilities with respect to ongoing cases, the provision of RON 

1.3 bn, booked in 2008 to cover the risk in line with prudence principles, was not increased. Petrom has 

taken all possible action and committed all necessary resources to defend itself against these lawsuits, and 

also to prevent a further increase in litigation. 

Source: www.petrom.ro 

 

Criterion C. The board of SOEs should be required to develop, implement and communicate 

compliance programs for internal code of ethics. These codes of ethics should be based 

on country norms, in conformity with international commitments and apply to the 

company and its subsidiaries 

Assessment Not observed 

Description The MOT does not have any guidelines or requirements for the SOE boards to develop 

and follow a code of that would govern the conduct of employees and provide, among 

other things, guidance on procurement processes and protection for whistleblowers. 
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F. Transparency and Disclosure 

Criterion A. The co-coordinating or ownership entities should develop consistent and aggregate 

reporting on state-owned enterprises and publish annually an aggregate report on SOEs 

Assessment Not observed 

Description As noted, the MOT does not have a clear disclosure policy or standard ownership report 

concerning the SOEs in its portfolio. An example of the contents of a State-Ownership 

Report is given in Box 5. 

 

Box 5: Content of an Aggregate Ownership Report 

(By Norwegian Ministry of Trade and Industry) 

 

1. Foreword by the Minister 

2. The year 2007 

2.1 Financial Trends 

2.2 Listed Companies 

2.3 Non-listed Companies (Categories 1-3) 

2.4 Companies with Sectoral Policy Objectives (Category 4) 

2.5 Capital Contribution and Transactions 

2.6 Other Ownership Matters 

2.7 Buy-back of Own Shares for Cancellation 

3. Rate of Returns  and Values 

3.1.  Performance of the listed companies in 2007\ 

3.2   Net share divestments and capital contributions 

3.3   Dividend 

        4.    Financial Development of the Companies 

               4.1  Companies where commercial objective is one of the objectives (Categories 1-3) 

               4.2  Companies with sectoral policy objective (Category 4) 

         5.   Other Factors 

               5.1  Remuneration to Chief Executive Officer and Directors 

               5.2  Auditors‘ Fees 

               5.3  No. of employees 

               5.4  Board composition 

        6.    The State Management of Its Own Stakes 

6.1  Companies where commercial objective is one of the objectives (Categories 1-3) 

6.2 Companies with Sectoral Policy Objectives (Category 4) 

7. Companies 

Source: http://www.eierberetningen.no/index.gan?id=16250&subid=0 

 

Criterion B. SOEs should develop efficient internal audit procedures and establish an internal audit 

function that is monitored by and reports directly to the board and to the audit committee 

or the equivalent company organ 

Assessment Partially observed 

Description The organization of the internal audit function is generally in line with Romanian 

Company Law. The general shareholders‘ meeting appoints 5 censors and 5 deputy 

censors.  At least one censor should be a certified accountant. The censors review the 
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administration of the company and check the appropriateness of the financial statements. 

The financial statements of the company cannot be approved by the General 

Shareholders‘ Meeting unless approved by the censors. The censors should submit a 

detailed annual report to the GSM.  

It is not clear whether the censors have any role in relation with the external audit or 

whether they follow up with the company governance structures on the implementation 

of the external auditors‘ recommendations.  

 

Criterion C. SOEs, especially large ones, should be subject to an annual independent external audit 

based on international standards. The existence of specific state control procedures does 

not substitute for an independent external audit. 

Assessment Partially observed 

Description Both the Romanian National Company of Motorways and National Roads (RNCMNR) 

and the Romanian Railways (CFR SA) have conducted external audits of the full set of 

financial statements in accordance with international auditing standards since 2002 and 

2001 respectively, but this was to satisfy the requirement of their IFI creditors. 

However, they are not necessarily required to do so by law. According to the Order of the 

Minister of Finance 1752/2005 (OMF 1752) which details the accounting and auditing 

obligations of based on size criteria, only entities that exceed the limit of two of the three 

size criteria must prepare a full set of financial statements and be subject to an external 

audit in accordance with international auditing standards.  The rest can prepare simplified 

financial statements and are not necessarily required to subject them to an external audit. 

The size requirements are the following: total assets of EUR 3,650,000; net turnover of 

EUR 7,300,000; average number of employees during the financial year of 50. While 

both the CFR SA and the RNCMNR meet the criteria for the number of employees, 

neither meets the net turnover requirement as both are loss-making entities and only 

RNCMNR has total assets in excess of the limit. 

 

Criterion D. SOEs should be subject to the same high quality accounting and auditing standards as 

listed companies. Large or listed SOEs should disclose financial and non-financial 

information according to high quality internationally recognized standards 

Assessment Partially observed 

Description The statutory accounts of RNCMNR and CFR SA are currently not based on endorsed 

IRFS. Although both organizations have in recent years prepared their financial 

statements in accordance with IRFS and subjected them to an external audit based on 

IAS, they have done that at the request of IFIs that financed their activities. In both cases, 

the auditors were not able to express an opinion on the financial statements and issued 

disclaimers. This represents a regress, particularly for the CFR SA, which was able to 

obtain an unqualified audit opinion back in 2001. 

 

Box 6: Good practice – Romanian SOE 

Petrom conducts an annual external audit based on the IRFS. Starting with the first quarter of 2010, 

Petrom announced that it will present its consolidated financial statements on a quarterly, semi-annual 
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and annual basis to allow investors to evaluate the position and the evolution of the company. 

Note: The state represented by the Ministry of Economy owns 20.6 % of shares. 

Source: Petrom Annual Report 2009, available at 

http://petrom.webstyler.ro/files/library/RA%20in%20cifre%202009%20-%20RO.pdf 

 

Criterion E. SOEs should disclose material information on all matters described in the OECD 

Principles of Corporate Governance and in addition focus on areas of significant concern 

for the state as an owner and the general public 

Assessment Not  observed 

Description The MOT does not have an official disclosure policy document for the SOEs in its 

portfolio.  Although both the CFR SA and RNCMNR indicate their general mission 

statements and broad aims at their respective websites, there is little information on the 

annual performance targets and indicators. The SOEs‘ own websites appear to be used 

sparingly as instruments of transparency and disclosure to the general public. 

There is also little, if any, reporting on how their stated objectives are fulfilled on an 

annual basis. Even if such reports exist elsewhere, for example in the annual report of the 

CFR SA for 2008, its content and quality can be significantly improved. Under the rubric 

of financial statements, the RNCMNR, for example, has a scanned page with hand-

written figures suggesting that the entity made a profit of RON 48,515,178 in 2008 when 

it actually operated at a loss in 2008. Neither entity provides any information on whether 

they follow any code of corporate governance and what disclosure policy they have or 

disclose third party transactions. 

G. The Responsibility of the Board 

Criterion A. The Boards of SOEs should be assigned a clear mandate and ultimate responsibility 

for the company performance. The board should be fully accountable to the owners, act 

in the best interest of the company and treat all shareholders equitably. 

Assessment Not observed 

Description See previous descriptions of Board deficiencies. The Boards do not have a clear mandate, 

are not held accountable for company performance, and are as likely to act in accordance 

with the political interests of the ministry as of the corporate interests of the company.  

In terms of Board reporting, the statutes of both companies stipulate that the Board 

should submit an annual report on the activity of the entity, the balance sheet and the 

profit and loss account to the General Assembly of Shareholders. However, there are no 

specific guidelines provided by the MOT concerning the content of the report and the 

distribution to various stakeholders, including the general public as the ultimate 

shareholder of these entities. At the time of writing, the only annual report available on 

the CFR SA website is for 2008, while none is available on the RNCMNR website. 

MOT could choose expose the SOEs to the requirements for reporting necessary for 

listing on the Bucharest Stock Exchange,  or the OECD Corporate Governance 

Guidelines for SOEs, or other benchmark reporting models. Petrom (Box 7) illustrates 

one approach. 
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Box 7: Structure of Petrom’s Annual Report 

1. Highlights 

1.1 Members of the Executive Board 

1.2 Statement of the Chief Executive Officer 

1.3 Operational Results 

1.4 Financial Results 

2. Company 

2.1 Our Strategic Directions and Objectives 

2.2 Members of the Supervisory Board 

2.3 Statement of the President of the Supervisory Board 

2.4 Petrom Shares 

2.5 Business Environment 

3. Business Segments 

3.1 Exploration and Production 

3.2 Refining and Marketing 

3.3 Gas and Power 

4. Sustainability 

4.1 Sustainability Profile 

4.2 Environment Protection 

4.3 Social Responsibility 

4.4 Sustainability Indicators 

5. Report of Governing Bodies 

5.1 Report of the Supervisory Board 

5.2 Directors‘ Report 

5.3 Financial Highlights 

5.4 Risk Management 

5.5 Information required as per Regulation no.1/2006 issued by the National Securities 

Commission 

5.6 Subsequent Events 

5.7 Outlook 2010 

5.8 Petrom‘s Participations 

6. Independent Auditor‘s Report and Financial Statements 

Source: www.Petrom.ro 

 

Criterion B. SOEs boards should carry out their functions of monitoring of management and 

strategic guidance, subject to the objectives set by the government and the ownership 

entity. They should have the power to appoint and remove the CEO   

Assessment Not observed 

Description See reasons above. 

 

Criterion C. The boards of SOEs should be composed so that they can exercise objective and 

independent judgment. Good practice calls for the Chair to be separate from the CEO 

Assessment Not observed 

Description There are no representatives of the private sector or of academia or professions who 

could bring in management or specialist expertise. No law or regulation specifies the 
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nomination and consultation process to ensure that the selection of the board members 

matches the skills profile required for the respective SOE. There are no mechanisms in 

place to evaluate the effectiveness of the Board. (Box 8 gives an example of how Boards 

must be appointed to SOE‘s (Crown Companies) in New Zealand). 

 

Box 8: Crown Company (SOE) Boards appointment process in New Zealand 

The main steps of the Board Appointment process are: 

1. Shareholders‘ expectations conveyed to the board; 

2. Agree skill requirements for the board; 

3. Review against present membership and identify gaps; 

4. Agree skill profiles for vacancy and relevance for any forthcoming reappointments; 

5. Minister consults political colleagues in the Parliament; 

6. Compile list of candidates – Minister and Crown Company Monitoring Advisory Unit 

(CCMAU); 

7. Interview candidates and advise Minister of outcome; 

8. Due diligence of preferred candidates; 

9. Referee checks; 

10. Interview candidates and advise Minister of outcome; 

11. Recommendations to shareholding Ministers; 

12. Ministers make appointments; Ministers require to certify that due process has been followed and 

that candidates have no unmanageable conflicts of interests; 

13. Cabinet appointments and Honors Committee (APH) confirms;  

14. Cabinet ratifies; parliamentary party consulted; 

15. Appointment documentation completed; 

16. Chair initiates induction program; 

17. CCMAU initiates sector induction program. 

Sources: Corporate Governance in New Zealand Government-owned companies, The Boardroom Practice 

LTD/CCMAU, OECD/ ICSSR Conference on Privatization and Corporate Governance of State-owned 

assets, 27-28 November 2003, New Delhi, India. 

 

Criterion D. If employee representation on the board is mandated, mechanisms should be 

developed to guarantee that this representation is exercised effectively and contributes to 

the enhancement of the board skills, information and independence 

Assessment Not applicable 

Description There is no mandated employee representation on CFR SA and RNCMNR Boards. 

 

Criterion E. When necessary, SOE boards should set up specialized committees to support the full 

board in performing its functions, particularly in respect to audit, risk management and 

remuneration. 

Assessment Not observed 

Description There is no reference in the statutes of either CFR SA or RNCMNR or ministerial 

guidelines as to the creation of specialized committees to help boards in areas, such as 

risk management and audit. 
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Criterion F. SOE boards should carry out an annual evaluation to appraise their performance 

Assessment Not observed 

Description There are no ministerial guidelines or provisions in the statutes of either entity requesting 

that the Boards should carry out a formal individual or collective evaluation of its 

members. 
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Annex 6: Road Sector Administrative Framework and Proposed 
Organization of RNCMNR 

1. This Annex makes an assessment of the current administrative framework of the road 

sector in Romania based on well-established organizational structures. The Annex then makes 

proposals for (i) the organization of RNCMNR, (i) the division of responsibilities between the 

various stakeholders in the road sector, and (iii) the road sector‘s budget structure. 

A. The Administrative Framework Governing Romania’s National Roads 

Current status 

2. Administratively Romania‘s inter-urban road network, with a total length of 

approximately 79,000 km, has a three-tier classification. Adding urban and village roads, the 

entire Romanian road network length is about 199,000 km. The national roads, which include the 

E-roads, are owned by the state and are administered and managed by the RNCMNR through a 

49-year concession agreement. Regional roads are owned by the counties and managed by the 

county‘s technical office. In some counties the road management responsibility is outsourced to a 

consulting company. Communal roads are owned by the communes, but, in most cases, managed 

by the county‘s technical office. This report discusses the national road network managed by 

RNCMNR. 

3. Modern road management practices require functional classification of roads. Romania‘s 

national roads are classified functionally as motorways and E-Roads, main roads, and secondary 

roads. Table 7 shows the condition of these roads in 2007 when 88% of the national road 

network was reported to be in good condition.   

Table 7: Length and Condition of the National Road Network (2007) 

Condition 

Motorways and E-

Roads 
Main National 

Roads 
Secondary 

National Roads Total 
Km  % Km % Km % Km % 

Excellent 2,808 53% 286 7% 0 0% 3,094 21% 
Good 2,443 46% 3,148 74% 4,470 82% 10,060 67% 
Fair  45 1% 826 19% 840 15% 1,711 11% 
Poor 0 0 24 0 156 3% 179 1% 
Total 5,296 100% 4,284 100% 5,465 100% 15,045 100% 

 

4. RNCMNR administers and manages the motorways and national roads network as a 

concession. The concession agreement—(No. MM/487; 2004) based on Emergency Ordinance 

No. 84 and published in the Romanian Official Gazette in October 2003—sets up RNCMNR as a 

Joint Stock Company by reorganizing the former ―National Administration of Roads in 

Romania‖. 

5. RNCMNR‘s own revenues are low and are not linked to the concessioned assets. The 

concession agreement does not clearly specify the funding structure for the concession. Funding 

for the maintenance and preservation of existing assets as well as for the planned significant road 



  

 

63 
 

investments is made on an annual basis, and this funding is covered mostly from the state budget, 

EU funds, or state-guaranteed loans. The great uncertainty of RNCMNR‘s funding poses 

significant doubts as to whether the company can function as a going concern, and raises the 

issue of whether the current legal status and the concession agreement for national roads is 

appropriate. As indicated in the Main Report, the present Review proposes that the government 

should consider reconstituting the RNCMNR as an infrastructure management and maintenance 

company
19

, with the asset ownership and determination of strategic directions and priorities of 

the national road network themselves falling directly to, and appearing within the accounts of, 

the State.  

6. The Emergency Ordinance stipulates that the RNCMNR is administered by a Board of 

Directors, with the State as the sole shareholder through MOT. The Board of Directors and its 

president are appointed by the Minister. The president of the Board is the General Manager of 

the RNCMNR. In practice, there are severe corporate governance issues associated with the 

current set-up, and the Main Report of this Review makes several proposals to rectify these 

shortcomings. 

7. The key mandates of the RNCMNR, specified in the Emergency Ordinance, are shown in 

Box 9. According to the ordinance, RNCMNR should ―elaborate the strategy for the 

modernization and development of the network of national roads and, together with the county 

councils, of the network of county and commune (local) roads, as well as the strategy regarding 

use of special technologies in the road sector and submit them for approval to the Ministry of 

Transport‖ (Article 3.4); and ―drawing up annual and prospective programs for the national, 

county and commune (local) roads, bridges and motorways and submit them to the Ministry of 

Transport for approval‖ (Article 3.5).  

8. Thus, RNCMNR has the mandate to elaborate integrated development plans for the entire 

Romanian public road network. In practice, the RNCMNR proposes the road program only for 

the national roads according to the wishes of the MOT, which approves it considering the 

available budget and other resources. The RNCMNR is then responsible for the implementation 

of the approved national road program. RNCMNR has never exercised its responsibility at the 

lower level network, and MOT provides no funds for its management.   

Box 9: Selection of legally defined RNCMNR activities 

• Drawing up studies and prognosis for the development and systemization of the public roads 

network, submitting them for approval by the competent authorities and pursuing their 

accomplishment to satisfy the requirements of the national economy; 

• Analyzing and making proposals, under the law, regarding the construction of new roads, the 

elimination of roads, as well as their classification and drop in status; 

• Collaborating with the bodies of local administration for the purpose of unitary development 

of the entire network of roads, according to the needs of the national economy; 

• Elaborating the strategy for the modernization and development of the network of national 

roads and, together with the county councils, of the network of county and village roads, as 

well as the strategy regarding the special technologies in the road sector and submit them to 

                                                 
19

 This is different from splitting RNCMNR into two separate entities—one for operations and maintenance and the 

other for capital investments—which the Review does not recommend. 
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the approval of the Ministry of Transport, Constructions and Tourism; 

• Drawing up annual and prospective programs for the national, county and village roads, 

bridges and highways and submit them for approval of the Ministry of Transport, 

Constructions and Tourism.  

Source: Constitutive Act of the RNCMNR (September 18
th

, 2003) 

Road sector organizational benchmarking 

9. The intention behind RNCMNR‘s organization as a joint stock company has been for 

RNCMNR to function as an autonomous organization with sound business practices, business 

planning, and managerial and financial accountability. There were also expectations that such 

arrangements would enable some sort of off-balance sheet accounting. This setup constitutes an 

advanced progressive enabling environment to preserve the autonomous status of RNCMNR. 

However, because of the issues of funding and corporate governance outlined above, the 

intentions of the law have never materialized. The only key achievement of the current legal 

status has been the development of commercial accounts for the national roads that have been 

audited annually in accordance with international accounting standards at the request of IFIs. 

Thus, the question arises of how the current administrative structures compare to practices 

elsewhere. 

10. The Review conducted a benchmarking of Romania‘s road sector organization with other 

European countries: Germany, The Netherlands, France, and Sweden (Table 8 provides some 

key indicators for these countries) based on the following benchmarks: institutional setting, 

policies, financing, private sector participation, relation with road users and other interest groups, 

and relation with other road infrastructure providers.  

11. The Review additionally conducted a benchmarking of the current administrative 

framework of Romania‘s road network against road sector organizational models. In general, 

there is a well-accepted 5-phase model for restructuring a road administration (RA) as shown in 

Box 10.
20

   

Table 8: Key indicators of Selected European Road Administrations
21

 

  GER FR NL SWE RO 

 Unit BMVBS DGR RWS SRA RNCMNR 

Network       

Total network RA Km 53,143 20,000. 3,849 98,400 15,810 

Main network RA Km 53,143 11,500 3,249 4,900 10,640 

Average utilization Veh/km/day n.a. n.a. 45,000 10,600** 5,000 

                                                 
20

 Talvitie, A. (1996) ―International Experiences in Restructuring the Road Sector‖, Transportation Research Record  

No. 1558, pp. 99-108. 

 
21

 There are significant differences in road network length, in its utilization, and administration and management 

practices. The costs of traffic management, safety and environmental mitigation costs, project preparation costs, and 

financing costs are not separated from ―investments‖ and ―maintenance‖. For these and other reasons there a large 

variance in per kilometer costs is observed. This suggests that the costs are not calculated using the same principles 

and cannot be used for benchmarking purposes.  
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 Motorways Km 12,174 9,700* 2,100 1,600 230 

Value of total road network EUR bln - 104 - 10 - 

Organization       

Regions Nr. n.a.  21 6  7 7 

Employees Nr. 200 12,600 3,000 3,150*** 7,500 

Finances       

Annual expenses EUR bln 4.3 4,5 1.9 1.8 1.2 

 -Investments EUR bln 2.3 2,3 0.9 0.9 0.73 

- Maintenance  EUR bln 2.0 2,2 1.0 0.5 0.47 

* Plus 8,500 km managed by concession 

** E-Roads only 

*** The figure after reorganization is not available, but is likely to be lower—right now the HQ 

staff is 450. 

 

Box 10: Benchmarking of road sector organization against well-established models 

 

Phase 1: Traditional construction and maintenance organization.  In this phase the RA employs 

thousands of people (in Romania about 6,500 for 15,000 km of roads or one person per 2.3 km). 

The perceived road needs are concrete – road construction, road maintenance and direct labor 

employment. The RA is centralized and the Ministry above it micromanages the budgets and 

project selection.  ―Politics‖ is the method in resource allocation and road management. A large 

part of RNCMNR functions in this phase. 

Phase 2:  Identification of client (RNCMNR) and supplier (contractor) functions.  In this phase the 
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RA adopts a de-concentrated form of organization: most project management is moved to the field; 

this is taking place in Romania now.  Political pressures compel the Ministry to have regional 

perspectives in project selection, but micromanagement continues. Late in this phase, the Ministry 

finally begins to think about multi-modal transport policy.  

Phase 3: Separation of client and supplier organizations. Increased use is made of private sector 

contractors and of the market mechanism in road construction and also in periodic maintenance. 

This drives the separation into client and supplier organizations. The client organization increases 

decentralization: the HQ administers and manages, and the regional offices reporting to it manage 

most projects and are accountable for service delivery. The Ministry begins to delegate budgetary 

and other responsibilities to the RA and its supervisory Board. The Ministry defines the RA 

mission, and fixes the annual budget. Some functions of RNCMNR are at this level. 

Phase 4: Corporatization/Privatization of the supplier. The supplier organization(s) is corporatized 

or privatized. A road financing fund may be established to increase the autonomy of the RA, which 

continues to report to the Ministry. The Ministry exercises oversight over the RA using 

performance indicators. The RA-HQ—now responsible for policy uniformity and compliance, and 

performance—is small and administers using modern technology and management systems. The 

road program is managed by the regional offices that also carry out or outsource performance 

measurement. In general, the following principal problems seem to persist even in Phase 4, after 

the road administration has become the client organization and supply is privatized: 

(i) unclear administrative performance  (ii) non optimal network size 

(iii) budget and financial management  (iv) maintenance 

(v) effectiveness of management    (vi) inattention to social aspects 

Phase 5: Corporatization of the client organization. In this phase the (client) RA is corporatized 

and becomes the owner of the road network on behalf of the government. The road administration 

emulates a private corporation with income from road user charges. This phase cannot be achieved 

without sufficient and predictable sources of funding. 

 

12. In several European countries the first four phases of the evolution have already been 

taken.  The fifth step may be inevitable because it is already taking place in some countries in other 

transport infrastructure administrations: railroads, ports, and airports, but it cannot be implemented 

without sufficient and predictable funding, otherwise the corporation cannot be a going concern. 

Romania seems to have leapfrogged from Phase 1 to Phase 5, corporatization of the RNCMNR 

(referred to as the Client), without going through the requisite development and learning 

processes in phases 2-4. Such leapfrogging has proved unsustainable elsewhere. In practice, 

RNCMNR is currently between phases 1 and 3, and the MOT still micromanages RNCMNR, 

which is typical to Phase 1. 

13. To shift the road administration from one phase to the next, several activities and 

development processes should normally take place. The key features in each phase are shown in 

Table 9. It should be noted that the RA mission is perceived differently in each phase. The content 

of the core activities may also differ, though their definitions may remain the same; continuous 

evaluation and updating of the core activities is part of Phase 4. 

 



  

 

67 
 

Table 9: Typical evolution phases for road administrations 

RA Phase Core Process for Progress RNCMNR 

Status 

1. Centralized RA 

with Direct Labor 

Force 

 Define the role of the organization Incomplete  

- develop mission statement and articulate 

strategic directions  

Not articulated in writing 

- define private/public roles Not clear 

2. Identify Client 

and Supplier 
 Develop policy framework, road and 

financial management systems 

Incomplete 

-   establish or review functional classification of 

roads 

Exists, but needs a review 

-   articulate organizational options for the road 

administration 

Atkins/EBRD Report; not 

implemented  

- begin to develop road data and road 

management systems 

Status unclear, no 

evidence of use 

-  project and financial management systems for 

monitoring and review  

Status unclear; 

improvement needed 

-  establish road user charges to cover the 

economic roads (and social costs) 

PHARE RUC study 

completed; needs to be 

redone 

3. Separate Client 

and Supplier 
 Improve management structure and 

strengthen management processes 

Largely by-passed 

-  decentralize the RNCMNR and increase 

accountability and responsibility 

NEA study addresses the 

issue. Not done 

-  improve data and road management systems to 

support decision-making 

Road data timeliness and 

availability unclear 

-  define outputs: service, road condition, access, 

safety, environment, and road and user 

information 

Not done: maintenance 

standards, road safety 

audit; road user info  

-  monitor performance and goal attainment Not done or reported 

-  designate funding sources, including private 

financing of roads 

Done on a year by year 

basis (SOPT) 

4. Incorporate or 

Privatize Supplier 
 Expand and develop human 

resources. Evaluate continuously all core 

processes 

By-passed 

-  develop human  resources Not sufficient  

-  establish sustainable funding; consider equity Insufficient road user 

charge revenues 

(Rovignette) 
-  establish monitoring systems Not available 

-  outsource data services Not yet relevant 

5. Autonomous 

RNCMNR 
Not yet relevant RNCMNR Established 
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14. From the benchmarking against other European countries and against well-established 

models of road administration, the complex and interrelated issues which need focused attention 

in Romania are the following: 

 On policy the Ministry of Transport is the policymaking entity in the EU countries, 

including Romania, with the Road Administrations playing an important supporting role.  

It follows that the policies and roles of the respective entities (MOT, RNCMNR) should 

be defined as clearly as possible. In several EU countries the road administrations have a 

―performance contract‖ or ―public service agreement‖ with the Ministry with target 

indicators reported regularly during the year, which measure the achievement of policy, 

institutional, productivity, traffic safety, environment, and physical objectives. It is 

recommended that a Performance Agreement should be developed and implemented 

between the MOT and RNCMNR (see Annexes 7 and 8). 

 Typically, in the EU countries, road administrations have a role in strategic network 

planning and prioritizing implementation. The Ministry (or the Government) decides on 

large investments and their funding source(s). Benefit-cost analyses and environmental 

assessments have an important role. Unlike the surveyed EU countries, in Romania 

policies—the responsibility of MOT—do not seem to be developed nor stated, and 

projects and their priorities are determined by the Ministry and change frequently, short-

changing maintenance and rehabilitation. 

 Program development and project selection in most EU countries are based on 

transparent and systematic cost-benefit and multi-criteria analysis. There is little evidence 

that projects in Romania—especially those implemented under 100% state budget 

financing—are well chosen using documentable methods, although they follow all the 

normative acts and requirements. 

 All EU-15 countries have 3-5 year transport sector programs and budgets. Without them 

meaningful sector organization, processes, budget preparation and road management are 

not possible. The MOT and RNCMNR should urgently develop a realistic and 

implementable medium term program. 

 The road administration in Romania is a company, but it is not a going concern and it is 

technically bankrupt. The present Review proposes that the government should consider 

reconstituting RNCMNR as infrastructure management and maintenance company, with 

the asset ownership and determination of strategic directions and priorities of the national 

road network themselves falling directly to (and appearing within the accounts of) the 

State. 

 Increasing commercialization and competitive procurement of road administrations‘ 

service delivery is taking place in most EU countries. Market responsiveness and market 

discipline are experienced positively. In Romania the competitively procured investments 

do not appear to deliver value for money; and current (winter and summer) maintenance 

is still mostly done by direct labor. 

 Road administrations excel in the development of good norms and specifications, in 

project preparation, and in on-time, on-cost execution of construction and maintenance 

works. Where these basic activities falter—for one reason or another—the operations of 

the road administration are negatively impacted. In RNCMNR, the priority would be to 
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strengthen the capacity of the Technical Departments in order to improve project 

delivery. 

 Traffic management and incident management, both important for alleviating congestion 

and improving trip reliability, logistics and safety, and informing current maintenance 

activities are relatively new activities everywhere, but in many countries they are 

mainstreamed. In Romania, traffic management and related IT-based applications have 

not yet started. Strategy work, pilots and experimentation should begin using both in-

house and private sector know-how. 

 Road financing comes predominantly from the state budget in EU countries. However, 

the trend is toward the adoption of road pricing and congestion charges. Road 

infrastructure cost recovery in Romania needs urgent re-assessment. 

 Public-private partnerships with (shadow) tolls or availability payments are on the rise in 

most EU countries. The experience in Romania has not been very successful, Annex 10 

of this Report provides an assessment and recommendations for Romania regarding PPPs 

in the transport sector. 

 Successful commercialization seems to be based on early introduction of commercial 

financial management practices without immediately changing the modus operandi of the 

road administration. It would seem that, in Romania, the first steps to better financial 

management, and monitoring of the efficiency and productivity of the sector should start 

with better budgeting, improving the budget structure, and better sector organization. 

 Finally, road administrations gather information on road user views and work with a large 

number of people, both users and non-users. A great variety of methods are being used 

and there is no doubt regarding the importance of public inquiries and road user surveys. 

Road user feedback on the quality of service received should for example be started in 

Romania. 

B. Options for RNCMNR’s Organization 

Headquarters 

15. The following is a proposal for improving RNCMNR‘s organization based on the 

discussion above. Four permanent Directorates are proposed: Planning, Investments, Operations 

& Maintenance, and Administration (Figure 4). These directorates report to the Director General. 

There also can be special Directorates for Large Projects and PPP projects. By Director 

General‘s decision these can either report to the Director General or to the Deputy Director 

General for Investments. The Director General would have three other units reporting directly to 

him/her: Parliament and Public relations, Internal audit, and Accounting. Accounting could also 

report to the Executive Director of Administration. 

16. The Planning Directorate would need to be strengthened considerably compared to the 

present situation. It would have four principal functions: 

 Medium to long range network level planning.  

 Medium term budgets: This unit would interface with the MOT (transport policy 

and strategy as well as budget) and make plans and programs that are consistent 
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with the policies and objectives, and the road sector budget envelope of the MOT. 

The budget would include indicative amounts also for maintenance and 

operations. 

 Multi-year project pipeline for planning (both small and large projects). Public 

consultations. Environmental review. 

 The project pipeline would follow from the medium to long term plan. Public 

consultations, environmental assessments and alternative analyses need to be 

conducted in order to secure readiness for implementation. These activities would 

be carried out by the Regional Offices for most small projects. 

 Technical services, road and bridge management systems, and for road and bridge 

technology to support the Regional Offices and the Large Projects Group.  

Review and development of the technical standards for roads and bridges.  

CESTRIN would report to this unit. 

 A Land Acquisition unit would coordinate with the project pipeline and the 

regional Offices. 

17. The Investment Directorate would correspond to the current ―external finance 

investment department‖ but would also include the current ―state funded projects‖ since there 

appears to be no reason why the latter should exist as a separate unit. It is proposed that the 

management of the smaller projects is decentralized to the Regional Offices, which also would 

manage the current maintenance operations. The Directors of large projects could report to the 

Deputy General Director of Investments. The reporting decision for large projects is left for the 

Director General who may opt to have some of them to report directly to her/him. The permanent 

functions of the Directorate would include: 

 Preparation of the annual road program for small investment projects together with 

the Regional Offices. Engineering design approval of these projects (if necessary). 

 Support for Contract management; road program monitoring and risk management. 

 Preparation of standard procurement documents (regardless of source of financing). 

18. Directorate for Maintenance and Operations would have the following permanent 

functions: 

 Allocation of current maintenance budgets between the Regions 

 Maintenance standards (performance based) 

 Road, traffic and weather information 

 Permits (if not delegated to the Regional Offices) 

 Road data services and updating  (as an option CESTRIN could report to this 

directorate) 

19. The main tasks of the Directorate of Administration would be to coordinate within 

RNCMNR and MOT the development of the annual budget and 3-year budget—or corporate 

(business) plan—to be within the budget frame communicated by the MOT. Other functions of 

the Directorate include: 

 Administrative and legal services 

 Human resources management 
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 Management information systems (Accounting and payment services could also be 

here). 

20. Finally, Large Project Directorates could be established for motorway and PPP 

projects, or large bypass projects. These Directorates would have their life time limited to the 

completion of the large project. There can be several large projects ongoing at a given time, 

although that will tax the implementation capacity and possibly require an Internal Project 

Management Consultant (IPMC) support.  

RNCMNR’s Regional Offices 

21. Figure 5 shows a possible Regional Office Organization. It is similar to the HQ 

organization, except that procurement and land acquisition for all small projects take place in the 

Regional Office. Planning and programming of small projects should also be carried out in the 

regional offices. This activity takes it cues from the Planning Directorate at the HQ, and requires 

coordination with the Administration Directorate in formulating the Annual Budget. 

Organization for small projects 

22. Figure 6 shows a sketch for organizing small projects. The RNCMNR Director of the 

Road Program is located in the Headquarters‘ Investment Directorate. In the Regional Offices 

there possibly are several Project managers who report to the Regional Director. It is left open 

whether the Regional Director reports to one of the Executive Directors or the Director General. 

It also is possible that the Director General has a Deputy who oversees the regional Offices. 

According to Figure 6, designs are developed by consultants and separate consultants are 

responsible for project supervision. It is entirely possible that the design consultants are also 

awarded the project supervision consultancy. Finally, in order to improve capacity, Consultants, 

called Internal Project Management Consultant (IPMC), are employed to provide training both at 

the HQ and at the project offices. 

Organization for large projects 

23. A possible organization setup for large projects is shown in Figure 7. It is noted that the 

Project Manager(s) for large projects are located at the HQ. Each project manager would 

normally manage only one project, although a group of projects is also possible. In that case each 

individual project would have a project manager. This possibility is sketched for Contractor 

Group 1, which are supervised by consultants and each project has its specific project manager. 

IPMC consultancy can be hired to train and to provide capacity support. 
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Figure 4: Sketch for RNCMNR Organization 
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Figure 5: Sketch for Regional Office Organization 
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Figure 6: Organization for small projects (Decentralized) 
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Figure 7: Organization for large projects (HQ-centered) 
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C. Proposed Division of responsibility between the road sector entities 
(Cooperative framework matrix) 

24. At present, the MOT dominates in practice the relationship with RNCMNR, which 

only provides inputs for decision making, but is responsible for implementing the decisions 

made by the Ministry. In addition, despite the good intentions and the clear language in the 

laws, in practice, there is no clear division of responsibilities; no-one seems to be accountable 

for taking corrective actions for delays and cost-overruns—so common in RNCMNR‘s 

activity—or when roads are not maintained to preserve their value or to provide acceptable 

round-the-clock service to road users. This section makes proposals on how the many 

responsibilities in owning, administering and managing roads could be divided in Romania‘s 

road sector.  

25. This section lists primary and supporting responsibilities of the sector stakeholders 

with a clear approval and review hierarchy. Table 10 shows a proposal for the responsibility 

matrix in Romania‘s road sector. The proposal is a basis for discussions, but it is important 

that clear lines for decision-making and authority are agreed. The distribution of 

responsibilities between the RNCMNR Main Office (HQ) and the Regional Offices is of 

great practical importance and it is discussed in the previous section and below.  

26. The allocation of the budget within the road program—routine maintenance, periodic 

maintenance and rehabilitation, road development investments, and the externalities—and 

between regions is the key issue facing the sector management. In general, the budget 

allocation should be based on the concept of life cycle costs and deal with the entire road 

program with the help of trade-off analyses; one RON saved with road maintenance should 

not be more than one RON saved with development investments. This obviously is no easy 

task.22 The SOPT with partial grant financing, the long lead time required for preparing 

construction projects, and the eventual multi-year performance-based maintenance contracts 

introduce severe complications to this difficult technical problem. However, there is limited 

flexibility. Project choices can be re-evaluated within the principles governing the SOPT. A 

―normal‖ approach is to over-program and over-prepare with 20-25 percent of the likely 

investment budget. The maintenance contracts, which could be 30-50 in number, should not 

all be awarded in a single year but over a 3-5 year period, and therefore benchmarking is 

possible. This flexibility in investments and improved cost-awareness about maintenance will 

allow an annual RNCMNR management review of the road program and possible 

rearrangement of project priorities.  

27. In this process and in project implementation the HQ Management and the Regional 

(DRDP) Management have different roles. The road program can be viewed as a collection of 

numerous, geographically identifiable projects or it can be viewed as a collection of projects 

identified by their attributes. The former approach is often called "bottom up" and the latter 

"top down". 

28. The "top-down" road management function is carried out by the RNCMNR HQ in the 

following manner: 

* Most of the road budget allocations for maintenance, operations, investment and 

externalities are considered within a trade-off framework in reference to MOT guidance 

on goals, priorities and the total budget;  

                                                 
22

 Robin Dunlop (2010). The Trade-off between Maintenance and Construction for a Road Network. Paper presented at the 

WCTRS Conference, Lisbon. 
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* The HQ management compares and benchmarks the eventual multi-year maintenance 

contracts between regions considering road condition and per kilometer costs; 

* The HQ management has a competent Technical Directorate that has an ongoing 

medium-term planning program that informs RNCMNR management of land use and 

other traffic generating developments and about traffic forecasts, and together with the 

regional offices liaises with relevant government entities, cities and regional 

development entities.   

* The HQ management assesses the importance of the road sub-programs using the road 

management systems and benefit-cost analyses, combines it with the planning 

information from the Technical Directorate, and communicates these assessment to 

Regional Offices, possibly in twice yearly workshops, in terms of the likely future 

scenarios and trade-offs between competing programs.  This helps the Regional Offices 

to begin preparations of their road program, including feasibility studies. 

* The HQ Management assigns the road budget to regions, normally by functional 

classification (or volume class), and sets the targets for road and traffic condition using 

the road management system (at CESTRIN) and for road safety and other externalities, 

and also makes a recommendation for specific actions (routine maintenance, re-paving 

with asphalt or surface treatment, rehabilitation, a new road, black spot removals, noise 

barriers, etc.) that best achieves these targets; 

* The HQ monitors the road program implementation and achievement of performance 

targets, organizes road user satisfaction surveys, and together with the Regional offices 

selects and supports R&D activities.  The HQ also maintains reliably sourced road and 

traffic data.  

29. The "bottom-up" road management function is carried out by the Regional Offices, 

consisting of the following activities: 

* Use of "historical memory". Historical memory is local for the most part.  The many 

variables that affect the final design, and therefore, the final road program, are known 

and available only locally.  This is important in every project, because even a simple 

project consists of many tasks (e.g. leveling, drainage improvements, overlay); 

* Direction and freedom to manage maintenance. The regional office engineers must have 

'direction' (budget constraint, recommended but not mandated action, etc.), 

'accountability' (audit of the road conditions) and 'freedom' to make engineering design 

choices. The direction is provided by the HQ management; accountability, audit of road 

and traffic conditions, is arranged in cooperation with CESTRIN; but there remains 

freedom to choose the engineering actions and the details of the multi-year maintenance 

contracts, and to procure them, in order to achieve the targets and objectives in most 

cost-effective way. 

* Direction and freedom to manage development investments. For rehabilitation and 

development investments, the Regional Office will procure and carry out the alternative 

analyses and feasibility studies, excepting the large projects, and choose the preferred 

alternative. The regional offices will also supervise the projects or outsource the activity.  

* Regional offices must maintain good relationships with local authorities and regularly 

arrange fora for public consultations. 

30. This "bottom-up" approach insures that local management conceives the precise 

output it is responsible for managing in terms of both cost and road condition and traffic level 



  

 

78 
 

of service, and can account for the variables not included in any model of road system 

performance, but which may have substantial cost consequences.  

31. Table 10 enumerates the many activities that are part of a comprehensive road 

program, and makes a proposal for division of responsibilities between the road sector 

stakeholders for a basis of discussions on the issue. 
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Table 10: A proposal for responsibilities of the road sector entities 

FUNCTIONS RESPONSIBLE PARTY Comments 

Primary 

responsibility 

Supporting 

responsibility 

Approval or Review 

responsibility 

 

1. Road sector policy and strategies     

1.1 Anticipated 1+3-yr financial envelope for the road 

sector  

MPF MOT CM The budget is the financial basis of the 

Performance Agreement (PA, which is not 

a legal document) 

1.2 Road sector policy, vision and strategies (separately). 

The first two are concise documents 1 page each.  

Strategy is a substantive document <15 pages and 

related to budget. 

MOT RNCMNR CM RNCMNR provides input on the 

constraints (process, physical, legal, and 

readiness)  

1.3 Monitoring of RNCMNR‘s performance agreement MOT -- -- MOT will review PA twice a year. Board 

monitors management every 2 months 

1.4 Road sector performance indicators RNCMNR RNCMNR/unit MOT RNCMNR will propose PA after receiving 

budget guidance and last year results  

2. Legal Matters     

2.1 Propose amendments to road sector legislation MOT RNCMNR CM  

2.3 Obtain road loans from the IFIs MPF MOT/RNCMNR CM  

2.4 Obtain commercial loans RNCMNR -- Board MOT can exercise oversight on 

commercial loans 

3. Programming, financing     

3.1 Prepare transport sector long range plans (5-10 years) RNCMNR/CONTR DRDP MOT MOT has the final approval responsibility 

3.2 Prepare road sector 3+1-year rolling plan RNCMNR/CONTR DRDP -- MOT is informed of policy compliance 

3.3 Propose road sector financing plan RNCMNR -- MOT/MPF  

3.3 Propose annual road sector budget, show budget 

structure 

RNCMNR -- MOT/MPF Only large investments are itemized 

(e.g. > RON 50 million) 

3.4.1 Propose distribution of the road budget to budget lines  RNCMN DRDP -- Exception: Large investments, which 

MOT approves  

3.4.2 Allocation of the road maintenance budget to 

functional classes and between regions 

RNCMNR DRDP --  

3.5 Road sector budget management  RNCMNR/unit DRDP -- MOT office on Budget and Management 

is informed quarterly and ill monitor  

3.6 Expenditure auditing (by external auditor) RNCMNR -- MOT  

4. Road Safety     

4.1 Public info and road safety management programs MOT RNCMNR/unit IMCRTS Inter-ministerial Committee on Road 

Traffic Safety is the approval entity 

4.2 Road safety audits in planning and construction MOT/CONTR RNCMNR/unit MOT/unit  

4.3 Safety & vehicle standards RAR/ARR Police ARR/RAR MOT has policy function 
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4.4 Vehicle safety inspection CONTR Police ARR/RAR MOT has policy function 

4.5 Accident analysis and reporting, Black spot 

identification 

RNCMNR/CONTR Police IMCRTS (r)  

4.6 Hazardous goods management, Emergency 

preparedness 

DRDP RNCMNR/unit ARR/RAR MOT has policy function 

5. Studies, design     

5.1 Public consultation; Stakeholder relations DRDP/RNCMNR RNCMNR --  

5.2 Conduct of feasibility and environment assessment 

studies 

DRDP/CONTR RNCMNR/unit RNCMNR/ 

MEN (r) 

Exception: MOT approves large projects, 

after legal appeals (if any) 

5.3 Selection of preferred alternative RNCMNR DRDP -- Road law legal appeal processes apply  

5.4 Engineering design after feasibility study approval DRDP/CONTR RNCMNR/unit RNCMNR MOT approves large projects 

5.5 Resettlement and safeguard processes DRDP RNCMNR/unit MI/MEN Legal processes apply 

6. Procurement strategy in the road sector     

6.1 Procurement strategy RNCMNR SPA SPA (r)  

6.2 Development of General Condition of Contracts 

Document 

SPA RNCMNR CM/ SPA (r)  

6.3 Propose amendments to procurement legislation RNCMNR -- CM  

6.4 Development of standard bidding docs RNCMNR SPA SPA (r)  

7. Procurement     

7.1 Decision on the contract model to be used RNCMNR/DRDP   Exception: Very large projects 

7.2 Prepare contract documents for projects and 

maintenance  

RNCMNR/unit DRDP/CONTR   

7.3 Prequalification of contractors for the bidding (if 

needed) 

RNCMNR DRDP  Prequalification may not be necessary. 

Postqualification could be a better 

approach to restrict collusion 

7.4 Short-listing of contractors for bidding  DRDP RNCMNR/unit  Postqualification circumvents shortlisting  

7.5 Evaluation of the bids DRDP RNCMNR/unit   

7.6 Criteria for selection of the consultant or contractor RNCMNR SPA   

8. Maintenance policy, standards and contracts     

8.1 Maintenance policy MOT/unit RNCMNR MOT MOT approves  

8.3 Development of maintenance standards RNCMNR CONTR  MOT informed of policy compliance 

8.4 Availability of contract models for maintenance RNCMNR/unit --   

8.5 Monitor implementation of maintenance contracts DRDP/CONTR RNCMNR/unit DRDP  

9. Road classification, Norms, and Tech specs     

9.1 Road classification MOT/unit RNCMNR/CONT

R 

MOT  

9.2 Design standards (geometric and structural) RNCMNR/CESTRIN CONTR   

9.3 Aggregate material, bitumen, cement and other 

standards and technical specifications 

RNCMNR CONTR   
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CM = Council of Ministers/Parliament 

MOT/ = Designated unit in MOT 

RNCMNR/DG = Director General of RNCMNR 

RNCMNR/HR = RNCMNR Human Resources unit  

RNCMNR/unit = Designated unit in RNCMR (e.g. maintenance, planning, procurement, etc.) 

DRDP = RNCMNR Regional office 

MPF = Ministry of Public Finance 

MI = Ministry of the Interior  

MEN = Ministry of the Environment  

SPA = State Procurements Agency  

CONTR = Consultant, Contractor, or other private sector entity 

CESTR = CESTRIN 

10. Road data services, surveys and public information     

10.1 Prepare data collection strategy CESTRIN CONTR RNCMNR  

10.2 Prepare annual road and traffic data collection program CESTRIN CONTR RNCMNR  

10.3 Public information on road conditions RNCMNR/unit DRDP   

11. Quality management     

11.1 Prepare the quality strategy of RNCMR RNCMNR/unit DRDP   

11.2 Monitor the road user service quality, road user 

surveys  

RNCMNR/unit DRDP   

12. Environment     

12.1 Development road sector environmental policy RNCMNR MENV MEN(r)  

12.2 Environmental impact assessment and mitigation DRDP/CONTR MNR/unit MOT/unit MEN informed 

12.3 Monitor implementation of environmental 

management plans  

DRDP CONTR MEN (r)  

13. Administration     

13.1 Organization structure RNCMNR DRDP  MOT informed 

13.2 Appointment of DG, tenure  Board -- MOT  

13.2.1 Appointment of Department heads, tenure RNCMNR/DG --   

13.2.2 Appointment of professionals RNCMNR RNCMNR/HR --  

13.3 Human resources policy, promotion, and training RNCMNR/HR -- Board MOT informed 

13.5 Job grading and the salary structure RNCMNR/HR  Board MOT informed 
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D. Proposed Road Sector Budget Structure 

Introduction 

32. The structure of the road sector budget is central to good road administration and 

management, and this section makes a proposal for a budget structure, which is policy-oriented 

and allows mapping of government road sector policies to expenditures in different budget 

categories and subsequent evaluation of policy effectiveness. The proposed road budget structure 

has several levels; the principal levels, identified below with Roman numerals, are shown in 

Table 11. In this proposal, the expenditures for these levels would be approved by the Parliament 

and would constitute the road sector budget law. The next level identifies the eligible 

expenditures in each principal category and amplifies their content. Such budget details would be 

prepared by the RNCMNR‘s management and approved by RNCMNR‘s Board. When 

applicable the ―bullet level‖ is accompanied by Region level distribution of the budgeted funds. 

33. The first five categories in the state budget‘s Road Chapter would show only the total 

allocation, initially proposed by RNCMNR to the MOT. Excepting the large projects, projects 

would not be itemized. MOT consolidates the entire transport sector budget and presents it to the 

Council of Ministers and Parliament for approval. 

34. RNCMNR makes the resource allocations between regions and road classes using 

policies defined by MOT, and with criteria agreed with the MOT. Specific technical decisions 

will be made either by the RNCMNR or its regional offices, which are the Road Managers as 

recommended throughout this Review. The criteria and analysis methods used in the RNCMNR 

budget proposal should be public, but need not the same for all budget categories. The last two 

categories, land acquisition and financing costs, are separate because land acquisition often 

cannot be associated with road works that year, and therefore needs to proceed at its own pace.  

It is important to show financing costs separately. 

35. The budget should indicate not only the total amounts, but also the source of funding: 

state budget, including the counterpart funds; Rovignette; grant; IFI loans; commercial loans; 

and other. The budget for the large projects can be expressed as an authorization to be spent over 

several (3 to 4) years. For planning and programming purposes, the budget should be 

accompanied by indicative budgets for the next 3-5 years. 

36. An important aspect to note is that in the proposed budget structure most of the staff 

salaries are attached to projects or a specific activity. When this is combined with well-targeted 

Performance Agreement between MOT and RNCMNR, incentives are given to the managers to 

acquire needed knowledge and staff skills in the organization on one hand, and to avoid 

overstaffing on the other. Staffing, skills and knowledge and training decisions would become an 

important HR activity. 

Table 11: Proposed road sector budget categories 

I Road administration and management 

II Routine maintenance and operations 

III Road and bridge periodic maintenance and rehabilitation  

IV Road and bridge network development 

V Externalities, including road safety 
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VI Identified strategic large road investments or equity injections 

VII Land acquisition 

VIII Financing costs 

Activities and eligible expenditures funded in the budget categories 

Road administration and management 

37. This category would provide funds for: 

 Staff salaries and benefits at the HQ  

 Buildings and facilities such as computers, IT and other equipment 

 Organization and human resources development, training, travel  

 Planning and technical services not attributable to projects 

 Management systems maintenance and development  

 Data collection and data updating 

 Research and development 

 Other expenditures necessary for operating a competent road administration 

 

38. In the budget, Road Administration and Management is a lump sum. RNCMNR needs to 

build it up from its components. Often administration and management expenditure items 

are paid little attention with the result that salaries lag behind; although the total salary 

bill may be high because of excess staff. Often there are no funds for updating aging IT 

systems; for management and data systems that are the backbone of thoughtful road 

management; no funds for training or travel, and so on. Noteworthy in this budget structure 

proposal is that project planning and technical services, including engineering design, 

supervision, and monitoring are included in project budgets. Planning in the administrative 

budget refers to system level planning, cooperation with the land use planning entities and with 

cities, public participation at the system level, and for other general issues and ―public relations‖. 

For the most part these planning expenditures are incurred at the headquarters.  

Routine maintenance and operations 

39. This budget category aims to ensure the daily passability and safety of the existing roads 

in the short run, and to prevent premature deterioration of the roads. Routine maintenance 

includes:  

 Staff costs for routine maintenance and operations (mostly at the regional offices) 

 Winter maintenance 

 Traffic management 

 Traffic signs markings, and signals 

 Drainage 

 Dust control (gravel roads) 

 Patching and pothole repair 

 Shoulder care 

 Bridge cleaning (expansion joints, bearings, and drainage), painting, minor repairs 

 Road side maintenance and the rest areas 

 Other activities carried out annually 
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40. It is recommended that there should be no itemization or functional prioritization in the 

budget; because that is for RNCMNR to do. If routine maintenance is done by contract, as is 

preferable and recommended throughout this Review, the bulleted items must be included in the 

contracts. For budgeting purposes and for (maintenance contract) supervision RNCMNR needs 

to establish maintenance standards for level of service and allowed response times by functional 

classes; in some cases refinement of standards by traffic volume may be necessary. These 

standards enable the RNCMNR to segregate the routine maintenance budget by functional class 

and by geographic area (region), regardless of supplier. 

Road and bridge periodic maintenance and rehabilitation 

41. This category aims to maintain the value of the road and bridge assets, prevent unaware 

disinvestment in roads and bridges, and maintain safety and level of service to users in the 

medium run. It is recommended that the projects to be undertaken should not be itemized in the 

budget, but decided by the regional office (the RNCMNR HQ approves the resource allocation to 

this category and sets the quality targets). 

 Staff costs for road and bridge design, program development and supervision 

 Road program (repaving, rehabilitation of structure, minor alignment adjustments 

 Bridge program (expansion joints, bearings, waterproofing, abutments, super- and 

substructure repairs, etc.) 

Road and bridge network modernization and development 

42. Often it is difficult to draw a line between this category and the periodic maintenance/ 

rehabilitation. The easiest definition is that the projects in this category are chosen (but not 

managed) by the Central Administration with the objective to improve traffic flow, open access 

to new areas, improve traffic safety, reduce congestion, and so on. It includes non-strategic not-

large projects and other road capacity increases: 

 Staff costs design, program development and supervision 

 Addition of lanes to existing roads 

 Control of direct access to land 

 Urban area by-passes 

 Partial new alignments  

 Building of new bridges 

 

43. What is a non-strategic and not-large project? As an example, these projects cost less 

than US$5 million (or $10 million) and do not need a follow-on project. In some cases, 

especially if there is earmarking, once the strategic decision has been made, Category VI funds 

can be included here in order to ensure efficient procurement and construction. It is 

recommended that projects should not be itemized in the budget, but decided by RNCMNR. 

Externalities 

44. The scope of the externalities varies.  But it may include the following: 

 Staff costs associated with the programs identified below 
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 Traffic Safety. Traffic safety is an important function in any Road Administration. It 

deserves a budget item of its own so that traffic safety objective can be monitored 

 Emergency. There are unexpected emergencies in the road system in every country.  

These may include, unusual weather conditions, landslides, and so on. Often emergencies 

are handles as a reserve percentage of the routine maintenance budget, which can be 

rolled over to the next budget year 

 Environment. Environmental management and environment impact mitigation is 

important and needs to be recognized on its own right 

45. It is recommended that there should be no itemization of the Externalities in the budget. 

The details of the budget allocation are the responsibility of RNCMNR, approved by the 

management team and the Board. Once the concept of the externalities is internalized in the 

RNCMNR, this budget category can be subsumed in categories I-IV. 

Strategic large road investments or equity injections   

46. These will be decided by the Ministry (or the council of ministers) and itemized in the 

budget. They could include the associated staff costs and for: 

 Motorways or highways of significant length, which will require 3-4 years to complete or 

more 

 strategic road investments (e.g. a new road with substantial economic risk) 

 support for a specific road network class of social nature (e.g. county roads, rural local 

roads, and so on) and other equity injections not financed from road user charges 

47. The funds in this budget category are especially relevant if PPP projects are developed, or 

there are identified and committed road user charges for road management. Normally, for items 

(1) and (2) there is a specific multi-year development program that can be itemized by project. 

Budget justification 

48. In addition, the budget should have an annex which contains RNCMNR analysis of the 

budget proposal from the point of view of Government policies and objectives in order to clarify 

how the budgeted road program supports them. Another annex to the budget should deal with 

road user charges. The annex should detail what road user charges exist, how they are collected, 

who does the collection, where the road user income is deposited, and who decides on their use. 

Road user charges should be predictable and large enough to cover the road management 

expenditures in the budget categories I-V, and VII, and gradually also cover the expenditures in 

category VI. The Government should decide when the road user charges should also cover the 

debt service of the eventual loans, budget category VIII. 

 



  

 

86 
 

Annex 7: Performance Agreement, Vision, Mission Statement, Corporate 
(Business) Plan, and Annual Reporting for RNCMNR 

A. Introduction 

1. In the Main Report, the Review noted the following weaknesses in sector governance, 

and in RNCMNR‘s corporate governance and its management practices: 

 Road sector policies and priorities are not clear, and this translates into lack of 

direction for RNCMNR. 

 It was observed that RNCMNR does not have a clear vision nor a mission statement. 

There is no written description of the problems and issues RNCMNR has or faces, 

and its mission and strategic directions to address these problems and issues in 

operational terms are not defined or disclosed.  

 The Review also noted that there seems to be no obligation of RNCMNR, either in its 

foundation documents or under instruction of its Board, to produce a regularly-

updated, medium-term Corporate (Business) Plan which in most companies is one of 

the key documents by which the Board exercises its responsibilities of strategic 

review, guidance and monitoring. 

 The Review also noted that RNCMNR‘s annual reporting and disclosure of 

information are weak, covering mainly achievements in terms of physical outputs and 

discussion on the budget implementation. 

B. The Performance Agreement 

2. The Review recommended that a service level agreement (to be called Performance 

Agreement) containing annual and multiannual objectives which are measurable, relevant and 

achievable should be signed between the MOT and RNCMNR. MOT could also propose a 

revised financing plan to achieve the objectives stated in the Performance Agreement (PA) from 

the state budget and other sources in agreement with Ministry of Public Finance. The PA must to 

be reconciled with the available budget before adoption. The Parliament approves the road 

budget and the road program. 

3. The General Manager of RNCMNR would sign the Performance Agreement with the 

Minister of Transport, which details key measurable outputs and outcomes, but is not a legal 

document. RNCMNR Board would monitor the PA regularly and the MOT would review it 

formally twice a year. Corrective actions are taken as necessary. Annex 8 provides more details 

on how such a PA could be developed and implemented. 

C. The Corporate (Business) Plan 

4. This Review recommended in the Main Report that RNCMNR‘s Management should 

each year present for adoption by its Board an updated medium-term Corporate (or Business) 

Plan, as would be expected by the Board and Shareholders of any major public company. For 

clarification, the Performance Agreement is effectively the ―Contract‖ between the Client 
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(MOT) and the Company and it sets out what the Client is going to pay and what ―outputs‖ 

it expects in return. A Company's Corporate (or Business) Plan sets out how the Company will 

conduct its business to meet its objective (in the case of RNCMNR the delivery of the agreed 

performance) and what results it expects (operational and financial targets). The Corporate Plan 

would therefore set out the measures it intends to take to ensure it delivers efficiently and 

effectively and within its financial capability. Typically it will specify not only the agreed 

outputs but proposed management structure, operational delivery process, planned productivity 

improvements, IT strategy, outsourcing strategy, HR planning including training, health and 

safety issues, investment plan, performance indicators and targets, projected I&E, Balance Sheet 

and Cash-flow, etc. 

D. RNCMNR’s Vision and the Mission Statement 

5. RNCMNR must have a vision and a mission statement. The former tells what the 

organization aspires to be in the future, and the latter is an operative guideline stating concisely 

the broad aims of RNCMNR. It includes:  

 A general statement about the importance of roads;  

 A specific statement what the current problems with the road system are;  

 A statement that the RNCMNR  is the right entity to address these problems; and 

 Strategic Directions: How the RNCMNR is addressing these problems.  

6. Legislative framework and legal supports, consistent with the mission statement, may be 

necessary so that RNCMNR can accomplish its mission. The staff at RNCMNR and the MOT, 

and also the public, must know the vision and the mission statement in order for them to have 

desired effects. An example follows below. 

Box 11: Examples of Vision and Mission Statement for RNCMNR 

Vision 

A competent and valued road administration by 2015 that enables Romania to have a 

national road network that is safe, affordable and efficient, and serves the people in an 

equitable manner. RNCMNR consults and informs the public, and its activities are well-

organized, competently managed, adequately funded from road user charges, 

transparent, and procured from competitive open markets.  

Mission 

RNCMNR delivers road infrastructure services that meet the needs of the economy and 

people of Romania. 

Roads are necessary for economic and social development. RNCMNR is embedded in 

administrative, social, economic and environmental context. It administers and manages 

about 16,000 km of national roads and motorways. County and village roads and city 

streets are under the responsibility of their respective governments.  

Currently, road maintenance does not meet the expectations of the road users; the direct 

costs of maintenance and construction are high; the social costs in terms of accidents, 

congestion, and harm to the environment are also high; funds available from the EU are 
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not used; there are substantial delays or signed contracts without budget from the state; 

and there are shortcomings in consultations and public information. 

RNCMNR is established by Law to administer and manage the national roads and 

motorways. It plans to address the current problems by putting in place maintenance 

standards that satisfy road user expectations; set and meet clear targets to improve road 

traffic safety and the environment; alleviate congestion especially near the urban areas; 

rehabilitate the designated roads to approved standards and complete timely the Trans-

European road network; and reduce the costs of roads using open and competitive 

procurement of services. RNCMNR will improve employee competence; adopt modern 

technologies whenever feasible; establish processes for timely public consultations; and 

issue an Annual Report on its accomplishments. 

 

E. The Annual Report 

7. RNCMNR would publish an Annual Report which details its performance against 

objectives and targets in the Performance Agreement and the Corporate (Business) Plan, 

including the financial performance. The Report would discuss how RNCMNR had progressed 

in completing the multi-year road program, achievements in terms of productivity improvements, 

human resources, the ways in which RNCMNR had dealt with important environmental issues, 

consulted the public, degree of achievement of performance indicators, results of road user 

satisfaction survey results. The audited financial statements of the company should be included 

in the Annual Report.  

F. Transparency and Disclosure of Information 

8. All documents related to sector and corporate governance must be made public and easily 

accessible to the general public for example in electronic format available on the website of the 

company. The disclosed documents should include as a minimum the Performance Agreement, 

the Corporate Plan, and the Annual Report which includes the audited financial statements of the 

company. 
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Annex 8: Conceptual Framework for the Performance Agreement 
between the Ministry of Transport and RNCMNR 

G. Introduction 

1. The Review recommends the development and implementation of a Performance 

Agreement (PA): a ―Contract‖ between the Client (MOT) and the Company setting out what the 

Client is going to pay and what ―outputs‖ it expects in return. This Annex presents a conceptual 

framework for the PA. As explained in Annex 9, the PA in turn forms the basis for the Corporate 

Plan (the Business Plan), which the Board approves, to deliver the services in the Performance 

Agreement.  

2. This Annex has four parts. The first part describes the process to develop and use of the 

Performance Agreement. The second part describes the framework for and the relation of the 

Performance Agreement to the Mission, Values, and Critical Success Factors of RNCMNR and 

connects the latter with strategic directions and measurable indicators of the Government‘s road 

sector policies. The performance indicators are then expanded to Balanced Score Card (BSC) 

with three year perspective and a 5-year target. The third part describes possible first year (i.e. 

2011) performance indicators. And the fourth part presents the financial and human resources 

necessary (the MOT commitment) to deliver the Performance Agreement 

H. The Performance Agreement 

3. A written Performance Agreement between MOT and RNCMNR should be prepared 

annually. It should be underpinned by the Government‘s long term goals for the sector. The PA 

should be part of the yearly planning cycle in accordance with the ―year clock‖ as illustrated in 

Figure 8. According to the ―year clock‖, RNCMNR would receive in June written guidance from 

MOT for the next (three) year‘s budget and prioritized strategic directions. RNCMNR 

management would then discuss the matter internally in workshops and in the Board and prepare 

a written proposal for the next year‘s PA to MOT by September, and concurrently update the 

rolling medium term (5-year) plan using the guidance and projected budget and financing 

information. If no medium term road program that is consistent with anticipated funding exists, 

then it is of utmost importance that MOT and RNCMNR develop one in cooperation with the 

Ministry of Public Finance. The final written PA would be signed in January the following year.  

4. RNCMNR should report on the performance indicators to MOT biannually, in mid year 

and early next year, and no later than February. This reporting takes place both as written report 

and in a review meeting attended by key managers on both sides. MOT should respond also in 

writing. The indicator values must be related to the annual road funding from all sources 

available to RNCMNR, and to the medium term 3 to 5-year road program.  The indicator target 

values do not exist by themselves, but are a summary of the road program and a gauge that the 

sector goals are being achieved. 

5. In the MOT, it is the proposed ―Service Specifications Unit‖ under the ―Multi-modal 

Policy and Strategy Directorate‖ (see Annex 2) that would be in charge of interacting with 

RNCMNR regarding the Performance Agreement matters. In RNCMNR, the Deputy General 

Manager in charge of Planning would cover Performance Agreement matters. 
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Figure 8: Proposed RNCMNR management annual clock 

 

N refers to current year 

Source: Finnroad. Poland GDDKiA Modernization Action Plan 

I. Proposed Performance Agreement Structure 

6. As described in Annex 7, it is important that RNCMNR establish a strategic framework 

with a Mission Statement, Corporate Values, and Strategic Directions for key activities. A 

proposal is shown in Table 1 with four to five key dimensions and with Critical Success Factors 

for each. Strategic directions for the following five years mapped out as Balanced Score Card 

(BSC) (Table 13) and lay the basis for a five year sector program and the Performance 

Agreement. The tables below indicate the proposed BSC concept with indicative Strategic 

Directions and Indicators. Error! Not a valid bookmark self-reference. and Table 13 are 

examples that should be used by the MOT and RNCMNR management for their discussions and 

they must refine them after introduction to and discussions with MOT and RNCMNR staff. 

 

Table 12: Proposed Strategic Framework and Performance Indicators for 2011-2015 

Vision A Competent and Valued Road Administration by 2015 

Mission 
"RNCMNR delivers road services that meet the needs of the economy and people of 

Romania.‖ 

Corporate Values Social responsibility, professional competence, customer orientation, cooperation 

Management Process
Year Clock

January

February

March

April

May

June

November

October

September

August

July

December

Preparation of (N+1) 

Program and Budget

Updating MYP and Draft 

First Year Program (N+1...)

Processing of the Updated 

MYP (N+1...)

Performance Agreement

Preparation (N+1)

Approval of the Updated MYP

and the First Year Program (N+1)

Performance Agreement

Negotiations (N+1)

Performance Agreement (N) --

MOT and RNCMNR

Annual Report (N-1)

Strategic Directions

(N+1...) from MOT 

for MYP

Self Evaluation and 

Review of  Organisation

Development.

Guidance for Performance Agreement (N+1)Semi-annual Performance

Agreement Report (N)

F
a
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g

y
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o
rk

s
h

o
p
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RNCMNR Critical 

Success Factors 
Road Administration and Management:  

Effectiveness, Customer Orientation, Efficiency and Economy, and Competence  

 

Dimension Effectiveness Customer orientation Efficiency and Economy Competence 

Critical 

Success 

Factors 

Road network level of 

service 

Road traffic safety  

1.  

Customer satisfaction 

Quality of products and 

services 

Asset management 

Market competition  

RNCMNR program 

delivery 

Staff competencies and 

motivation 

Information management 

Strategic 

Directions 

2010-2015 

(These form 

the basis of 

performance 

agreement) 

 Improve budget 

structure  

 Disburse all 

available funds 

 Level of service 

targets on the main 

roads 

 Improve road traffic 

safety 

 Develop and survey 

road user satisfaction 

 Improve RNCMNR 

public image  

 Improve road user 

satisfaction, safety, and 

level of service with 

better maintenance 

 Improve road asset 

management  

 Develop procurement 

process for on-time 

contractor mobilization 

and competition 

 Improve the planning 

process for timely 

delivery of projects 

 Develop human 

resources plan  

 Implement staff 

development program  

 Develop IT systems, 

road  and traffic 

information and data 

services  

Measures/ 

Indicators 

 Road budget funds 

available on time 

 Undisbursed road 

budget funds 

 Percentage of roads 

meeting the level of 

service target 

 Fatalities and injury 

accidents on roads  

 User satisfaction rating 

with main roads 

 Public image of 

RNCMNR (rating) 

 Public information 

participation events held 

in every region 

 Road user satisfaction 

with the quality and 

level of maintenance. 

 Roads (km) below IRI 

criteria 

 Bridges (#) with weight 

restrictions 

 Contracts not starting on 

time (# or value) 

 Plans not ready on time 

 Unit costs of 

maintenance 

 Road administration 

costs 

 HR plan and graded 

job descriptions 

 Correspondence of 

HR plan with staff 

competence 

 Employee satisfaction  

 Readiness of IT and 

delivery of traffic and 

road data services. 
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Table 13: Performance Agreement.  Balanced Score Card Targets 

Strategic direction Measure  Baseline 

Value 

2010 

MYP 

2011 

... Target 

 2015 

Effectiveness      

Budget structure Road budget structured by function (see 

Annex 7) 

    

Disbursement  Road budget disbursement (% of available 

funds, all sources) 

    

Level of service target HCM Level of Service (Km not in targeted 

category: A, B, C, D, F ) 

    

Reduce road traffic fatalities Number of fatalities     

 Number of injury accidents     

      

Customer Orientation      

Road user satisfaction  Survey: Main roads by Region and 

Functional Class (scale to be established) 

    

RNCMNR Public image Rating from the above survey     

Public participation (multiple 

dimensions)  

Rating from the above survey. The number 

of participation events organized. 

    

Quality and level of road 

maintenance (multiple dimensions) 

A dedicated survey focused on summer and 

winter maintenance, and the rest areas. 

    

      

Efficiency and Economy      

Asset management Roads with IRI below target (km)      

 Bridges with weight restrictions (#)     

Procurement  Contracts not starting on time (projects or 

value) 

    

Planning process 

  

Plans not ready on time (# of projects or 

RON value).  

    

Service delivery Unit costs of maintenance (€/km)     

 Road administration costs (€)     

Competence      

Annual Business Plan and Report Consistency of the Business Plan with the 

Performance Agreement and Indicators 

    

Human resoure plan Written and up-to-date HR plan     

 Graded job descriptions      

 Correspondence between HR plan and staff 

competences 

    

Employee satisfaction Survey     

IT and information servces  Readiness of IT strategy     

   - Road traffic information to users     

   - Road data register on road condition and 

traffic 

    

   - Information source on road construction 

and maintenance actions and costs (by link) 

    

   - Disbursement at project completion (by 

project) 
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J. Proposed First Year Performance Indicators for Restructuring RNCMNR 

7. Before the above structure can be put in place a substantial restructuring work has to be 

undertaken as indicated in the main text of this report. Ten performance indicators—listed 

below—are recommended to ensure that the restructuring is done during the first year. Once the 

restructuring is done the steady state BSC approach can be taken into use. The program aims at 

comprehensive restructuring of RNCMNR. 

1. Restructure the RNCMNR organization and write down the Work Rules for 

approval by the Board.  

2. Development of a pilot version for the Performance Agreement to be taken into use 

in 2012. 

3. Development of 3 to 5 year rolling road program, which is financially constrained 

to conform to the likely funding envelope. 

4. Completion of the Action Plan for implementing change in road maintenance 

(described in Annex 9)  

5. Establishment of road and bridge data bank with location reference system, uniform 

content and accuracy for the national roads.  

6. Development of a comprehensive road traffic safety improvement program. 

7. Development of a comprehensive environment conservation program. 

8. Development, pilot application and analysis of road user satisfaction survey. 

9. Implementation of the EU Cohesion Fund road program. 

10. Writing prototype Corporate (Business) Plan. 

8. A brief description of the performance indicators follows. 

Performance indicator 1: Restructure the RNCMNR organization and write down the Work 

Rules for approval by the Board. 

Target for 2011: Reorganization of RNCMNR with indicative staffing plan, with job 

descriptions and competence requirements. Rules of Work that establish 

decision-making authority, possible delegation of responsibility, and which 

decisions must be made on recommendation of a civil servant. 

Performance indicator 2: Development of a pilot version for the Performance Agreement to be 

taken into use in 2012. 

Target for 2011: Pilot testing of a proposal for Performance Agreement (as described 

earlier) with target values and consistent with the Government road sector 

goals and the likely budget envelope. 

Performance indicator 3: Development of 3 to 5 year rolling road program which is financially 

constrained to conform to the likely funding envelope. 

Target for 2011: The rolling 3 to 5 year road program that covers all RNCMNR activities 

submitted to the Board for approval. 

Performance indicator 4: Completion of the Action Plan for implementing change in road 

maintenance (described in Annex 9)  

Target for 2011: The Action Plan is described in Annex 9. 
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Performance indicator 5: Establishment of road and bridge data bank with location reference 

system, and with specified uniform content (e.g. IRI, rutting, distress, geometric features, etc.) 

and accuracy for the national roads. 

Target for 2011: Road and bridge data bank established and populated with available 

information, and made available to all the regional offices using the WAN 

network. Associated GIS system completed. A protocol for data 

augmentation and updating is established. 

Performance indicator 6: Development of a comprehensive road traffic safety program. 

Target for 2011:  Development of timed Action Plan for improving road traffic safety, which 

can be implemented within RNCMNR mandate. Activation of traffic 

accident reporting system and its protocol for privacy, and coordination 

with the Inter-ministerial Road Traffic Safety Council are necessary.   

Performance indicator 7: Development of a comprehensive environmental program 

Target for 2011: Development of a comprehensive environmental program for RNCMNR. 

Establish targets for reduction in salt use, energy use; and write 

environmental protection requirements for RNCMNR bidding documents. 

Preparation of training plan for staff in environment protection. 

Performance indicator 8: Customer satisfaction of users of national roads and motorways. 

Target for 2011: Development of survey questionnaire and its scientific application and 

pilot testing for summer and winter maintenance and the rest areas.  There 

should be a national sample and the results should be capable for reporting 

by RNCMNR Region. Rollout for regular use in 2012. 

Performance indicator 9:  Implementation of the EU Cohesion Fund program. 

Target for 2011: Successful submission of at least three applications for Cohesion Fund 

support to EU. Successful procurement and mobilization of one large 

motorway contract supported by the Cohesion Funds. 

Performance indicator 10:  Write prototype Corporate (Business) Plan. 

Target for 2011: Submitting a prototype for the Corporate Plan for Board Approval.   The 

Corporate Plan submission should draw on relevant parts of the other first 

year tasks, especially items 2, 3, and 9, but also 6 and 7. 

9. These tasks are ambitious but doable in one year, provided the task forces that work on 

them are given sufficient time and resources. Only after reorganizing the work culture and 

methods in RNCMNR the Performance Agreements and Performance Indicators will have a 

meaning and be a useful management tool.  

K. The RNCMNR Budget and Human Resources Plan 

10. The Performance Agreement must specify the resources that are provided for its 

execution. Otherwise an imbalance may occur between what is expected and the resources 

provided. The total RNCMNR budget comes from the state budget, Rovignette, IFI loans, and 

EU grants. As described in Annex 7, the budget use should be divided between the principal 
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RNCMNR functions as shown below. If desired, there can be a separate column for EU funds in 

both tables: 

Prospective budget  
(million RON – the baseline is hypothetical but in the ballpark, except for Adm and Mgt, and the Externalities). 

Year Adm 
and 
Mgt* 

Maint and 
Operations 

Periodic 
Maintenance 
and Rehab 

Network 
Development 
(construction) 

Road Safety 
and 
Externalities  

Land 
Acquisition 

Large 
projects 

(identified 
by name) 

Financing  Total 

Million 
RON 

2010 

Baseline 

50 250 700 450 50 50 600 150 2300 

2011          

2012          

2013          

2014          

2015          

Total           

          

 
Personnel plan 

Year Adm 
and 
Mgt* 

Maint and 
Operations 

Periodic 
Maintenance 
and Rehab 

Network 
Development 
(construction) 

Road Safety 
and 
Externalities  

Land 
Acquisition 

Large 
projects 

(identified 
by name) 

Financing  Total 

Million 
RON 

2010 

Baseline 

            

2011          

2012          

2013          

2014          

2015          

Total           

          

* These staff would consist only of the senior managers and standards and policy development staff at RNCMNR 

headquarters and the staff at the Office of the Regional Road Director having no direct project or maintenance 

planning responsibilities. However, persons involved in road program development, financing, land acquisition, and 

etc. would be assigned to and paid by the functions they perform. 
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Annex 9: Organization of Road Asset Management and Maintenance and 
the Concept of Performance-Based Maintenance Contracts 

A. Preamble 

1. Maintenance is the backbone for preserving the value of the road assets and providing 

service to the road users. Road maintenance costs are predictable and can be budgeted provided 

there is good enough road data and road asset management systems, which can be used to 

prepare the road maintenance budgets for 2-5 years forward and also applied to schedule and 

monitor the maintenance works. 

2. A review of RNMCNR‘s management and maintenance practices in particular was 

conducted under a technical assistance carried out by the consulting firm NEA in 2007/2008: 

―Immediate Technical Assistance for Management Review of RNCMNR‖, which was co-

financed and supervised by the World Bank under the Transport Restructuring Project. The 

study‘s findings and recommendations are very relevant and RNCMNR Management and the 

MOT must review the outputs of this technical assistance and start implementing its 

recommendations in accordance with the detailed action plan developed at that time. 

3. A feasibility study of Performance-Based Maintenance Contracts (PBMC) in Romania 

and the development of a strategy and a concrete proposal for a pilot project were carried out for 

RNCMNR by the consulting firm Atkins Consultancy UK in 2008 ―Development and 

Implementation of Performance-Based Maintenance Contracts‖. The study was co-financed by 

EBRD and supervised by the World Bank. RNCMNR Management and MOT should review the 

results of this study as well, because of their relevance to the subject of the present Review. 

B. Current status 

4. Routine and periodic road maintenance in Romania is executed by seven regional 

directorates (DRDPs), using some 300 routine maintenance stations, including winter 

management stations. Planning is done at the regional and central levels. CESTRIN manages a 

central pavement and bridges database, while regional directorates plan maintenance activities, 

focusing on the most urgent problems. RNCMNR employs about 6,500 staff as illustrated in 

Table 14. 

5. Maintenance activities, as performed by the RNCMNR can best be typed as risk based 

management methodology, which is often applied in a (temporary) situation of insufficient 

funds. The rationale behind risk based management is that choices about the sequence of 

maintenance activities are made based on a risk assessment, executing maintenance at those 

locations with the highest risk profiles. In the Romanian situation, risk failure is estimated by 

central and local employees of the RNMCNR.
23

 

6. Periodic maintenance and rehabilitation investments are a high EURO 40,000/km. Also 

routine maintenance expenditures are high, about EURO 14,000/km. A recent study that 

benchmarked several maintenance practices and costs (routine winter and summer maintenance, 

and rest area care) in eight different countries in EU (6) and states/provinces in North America 

                                                 
23

 NEA (2007). ―Immediate Technical Assistance for Management Review of RNCMNR‖ 
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(2) the per kilometer costs varied between 3,000 – 9,000 Euros
24

.  There can be no doubt that the 

good condition of RNCMNR road network can be managed with greater efficiency without 

compromising the results.  

Table 14: RNCMNR’s employees by region 

Unit/Regional 

Directorate 

Network 

Length 

Employees 

with 

university 

education 

Employees 

with high 

school 

education 

Employees 

with other 

studies 

Total 

 Km No. No. No.  

HQ -- 475 69 9 553 

Bucharest 2,569 215 277 572 1,064 

Cluj 2,511 245 240 494 979 

Iasi 3,307 241 415 401 1,023 

Craiova 1,993 180 192 482 854 

Timisoara 1,906 289 290 306 885 

Constanta 1,646 111 164 290 565 

Brasov 1,706 155 371  526 

CESTRIN -- 53 45 11 109 

Total as of Dec 2009 15,637 1,964 2,063 2,565 6,558 

 

C. The issue of rule-based maintenance 

7. Road maintenance at RNCMNR is rule-based. According to this concept, the rules 

specify the frequency with which certain road maintenance actions should take place. The rules 

do not ensure condition of the roads, focusing instead on expenditures. In RNCMNR, routine 

maintenance is outsourced in principle but not in practice. The Review found that current 

maintenance contracts are carried out if there is money, but when there is shortage of funding, in-

house (direct) labor is used to perform routine maintenance tasks on ―as needed‖ basis. At the 

same time, there is not enough evidence to suggest that in-house labor in fully utilized given the 

shortage in equipment and consumables. Periodic maintenance is primarily done by in-house 

(direct) labor. Because of the severe budget shortfalls—and the fact that most Rovignette 

revenues are committed to pay off short term commercial debt—only 30 percent or less of the 

rule-based maintenance needs have been funded.  

8. The RNCMNR rules, titled ―Standard for the Maintenance and Repair of Public Roads‖, 

specify the frequency and type of action. In modern road maintenance practice, maintenance 

standards define the road condition and the response time within which a substandard condition 

needs to be rectified. They do not specify the quantities or how the desired road conditions are 

reinstated, but leave that decision to the contractor. This approach to road maintenance is called 

performance based maintenance, which has been successfully applied in several countries with 

substantial cost savings and improvement in road user service. A feasibility study for such an 

approach in Romania and the development of a concrete proposal for a pilot project was carried 

                                                 
24

 The range is large because the traffic, the network, the lane kilometers, and the type of roads are vastly different. 

Source: ―The Road to Excellence. An International Benchmarking Project between National Road Administrations.‖  

Trafikverket, Sweden, and Aalto University, Helsinki. 2010.   
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for RNCMNR by the consulting firm Atkins Consultancy UK in 2008. RNCMNR needs to 

review that proposal. 

9. The backbone of the performance-based maintenance is well defined maintenance 

standards and reliable road data. Although the road engineers and road administrations have 

always worked with maintenance standards and service levels in the Western countries, they 

have not been in writing but understood by tradition. During the last decade or so road 

organizations have realized the advantages and the necessity to formulate the maintenance 

service levels in writing. Early experience with maintenance has taught that maintenance 

standards need to be understandable, clearly defined and measurable. Reliable road data and 

written maintenance standards, neither of which exists at RNCMNR, have made maintenance 

contracting possible, but not necessary.   

10. RNCMNR has currently a substantial direct labor force at the regional offices, shown in 

Table 14. While there is some concern with the quality and strength of RNCMNR-HQ office 

staff, the regional offices have an excess of (unskilled) employees reflecting the ―force account‖ 

labor in maintenance. Performance-based maintenance (contracting) can thus be implemented 

either using the ―force account‖ at the regional offices (DRDPs), but restructured from the Client 

Organization as a separate supplier organization, or by private (or privatized) firms whose 

administration and management are independent of the Client RNCMNR, or DRDP. 

Restructuring of a traditional road administration into a modern one is discussed in Annex 2.  

Regardless whether maintenance is carried out by RNCMNR‘s restructured supplier organization 

or by private (or corporatized) contractors, the concept and execution of a Performance-Based 

Maintenance Contract (PBMC) remains the same.  

D. The Concept of Performance Based Maintenance Contracts (PBMC) 

11. Maintenance contracts have traditionally been based on road construction and 

rehabilitation contracts with payment based on quantities and unit costs. In recent years, 

Performance Based Maintenance Contracts (PBMC) have become popular and cost-effective 

with duration of several years. PBMCs are straightforward extension of the unit-based contracts 

made possible by the measurable standards and road data. Under this approach, the Road 

Administration specifies the maintenance standards and the contractor has the freedom to choose 

the methods and means to bring them to these standards and to maintain it. The contractor is 

required to have a quality assurance system to measure the quality of its works and to report 

monthly. The Client reviews the quality reports, verifies them with spot checks, and pays the 

contractor monthly. If the required service level is not met, payments are reduced unless the 

shortcomings are corrected within a specified time. The freedom to choose the method of 

meeting the requirements has improved maintenance technology and equipment. Multi-year 

area-wide maintenance contracts have further increased competition and attractiveness to 

contractors.   

12. The following characterizes the performance based maintenance contracts:  

(i) well-defined, measurable maintenance standards 

(ii) reliable road data 

(iii) long term (3-7 years) area wide contracts 

(iv) freedom to choose the equipment and methods to meet the requirements 

(v) competitive selection of the contractor 
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13. Experience has shown that, taken together, these characteristics have reduced the routine 

maintenance costs by 15-40 percent. In many countries, there have been several successful pilot 

projects that have been later mainstreamed over the entire network. The success and efficiency of 

the PBMCs is attributed to its good results.  

14. Maintenance contracts have expanded from routine maintenance to periodic maintenance, 

because often some roads had to be rehabilitated before they were in maintainable condition. 

―Hybrid contracts‖, which include both performance-based and quantity-unit cost components 

were therefore necessary to develop, and international experience distinguishes between two 

kinds of performance-based contracts: Performance-based Maintenance and Management of 

Roads (PMMR), which deals with routine maintenance only, and Output and Performance-based 

Road contracts (OPRC) which includes periodic maintenance works.   

E. Main Features, Costs, Benefits of Maintenance Contracting 

15. As explained above, the distinctive features of PBMCs are: 

1. The contract defines minimum conditions for road and bridge assets, and traffic level 

of service during the contract period 

2. The contractor is free to decide what, when, how, where to do the work to meet the 

contract performance requirements  

3. PBMC may have items with traditional unit price/work amount basis 

4. Monthly payments are based on contractor‘s compliance with the requirements, not 

on the amount of work, except for the quantity/unit price items 

5. Accurate and reliable data are the key to PBMC contracting and to maintain the road 

network in the most cost-effective way 

6. Contractors‘ personnel competence, and Client and contractor relationship are both 

important to the success of PBMC 

7. An important purpose of maintenance standards, reliable road data, and contract 

maintenance is to avoid deferred maintenance (because a contract obligates funding 

for maintenance). 

16. Both PMMR and OPRC when bid competitively have the potential to deliver cost 

reductions in maintenance and increase benefits from well-maintained roads. The most important 

reasons for cost reductions are:  

1. Elimination of equipment costs. Maintenance contracting removes the need for the 

Road Administration to own equipment and depots and garages to service and park 

them. This reduces the cost of maintenance. 

2. Better utilization of equipment. The contractors will need to own or rent equipment, 

but because a large share of the equipment is not contract-specific it can be used for 

other purposes and for maintenance of other road (county, village, city). Better 

utilization of equipment reduces costs also to the Road Administration.  

3. Less staff. The equipment operators, employed by the private (or privatized) 

contractors, are not the only reason for staff reductions. RNCMNR also needs to 

employ less road maintenance staff, both on the road sites and in the office. The 

remaining staff may need re-training in road management systems. Because the 
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contractors can use the staff they employ in a multi-tasking manner–analogous to the 

equipment deployment—there is an overall ―trickle down‖ savings in personnel costs.  

4. Better timing of maintenance actions: when necessary and not when a rule applies or 

money is available. Maintenance contractors will do right actions, in the right places, 

at the right time—or face payment reductions. This would reduce costs to the Road 

Administration.  

5. Competitive business environment promotes innovations in work planning, work 

methods, equipment use, and road maintenance procedures. 

17. Taken together all the above sources of cost reduction translate in to improved 

productivity and efficiency—the broad objective of maintenance contracting. Reduced road 

maintenance costs, without reducing the level and quality of service to the road users, enables the 

RNCMNR to transfer these funds to uses that deliver benefits to the road users.  

F. Mitigating the risks of maintenance contracting 

18. Road maintenance by contract can have risks compared to the traditional in-house force 

account delivery. However, the disadvantages are manageable if they are considered and 

mitigated in the change management process. The most important are: 

1. Labor resistance.  Maintenance labor is likely to resist maintenance by contract 

because of fear of losing the job. This is a manageable issue. For example, the 

Scandinavian countries managed the transfer to contract maintenance without lay-offs 

using a transition period.  

2. Key performance indicators and quality measurement. In PBMC the performance 

indicators and measurement of quality can be problematic issues. For this reason the 

contract requirements and their measurement, and clauses for cost escalation must be 

clear. In unclear cases use of quantities and unit prices is a preferable course of 

action. 

3. Contract supervision.  Supervision of maintenance contracts is a demanding task.  It 

has multiple dimensions.  Underlying the multidimensional issues is a key factor: 

Client and Contractor relationship and competence.  

4. Allowance for innovation. Innovation means doing something in a new, untried way.  

This is excluded in rule-based maintenance.  In order to foster innovation, the 

contractor should be allowed to reap most of the reward, but also bear the risk.   

5. Legal foundation. Contract maintenance does require that there is a road maintenance 

policy, that the legislation and budget process permit multi-year maintenance 

contracts, and that contract documents are good and liabilities of the contract parties 

are defined. 

6. Corruption. There are many ways to eliminate the risk of corruption such as free 

entry to the construction market, competitive procurement, public opening of the bids, 

third party supervision, unannounced supervision visits, among others. Many of them 

have high transaction costs and in isolation have been ineffective. Close relationships 

between the Employer and the contractors, politically connected ownership of 

companies, and prequalification of contractors make corruption and collusion difficult 

to detect, particularly if a corrupted relationship is the precondition to prequalify to 

bid. Maintenance contracting provides nonetheless a means to reduce corruption and 
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increase the quality of maintenance works and transparency of contracting. Written 

maintenance standards, competitive selection from among postqualified contractors, 

publication of winning bids on the internet, not bidding all maintenance contracts in 

the same year, use of Project Audit Group
25

 in supervision and for customer 

feedback, timely payments to avoid delays and consequent claims, and most 

importantly, leadership at MOT and RNCMNR that eschews corruption, can in 

combination eliminate corruption.  

G. Context, Supervision, and Payment in Maintenance Contracts 

19. Because of its importance, contract supervision is next considered briefly. This section 

also shows and underlines the importance of up-to-date and reliable road data.  It also becomes 

clear that contracting, whether done by private firms or ―in-house‖ direct labor supplier 

organization, maintenance requires more ―paperwork‖. Written, well-defined maintenance 

standards and monitorable performance indicators will make the ―paperwork‘ and contract 

supervision professional and ensures uniform road standards within functional classes. 

The context 

• Maintenance contract between a Road Administration (RNCMNR, the Employer) and the 

Contractor specifies services for 400-700 km of roads in an area.  The roads are divided 

into sections of significant length by maintenance class. 

• The contract specifies indicators that will be monitored, and defines the maintenance 

standards by maintenance class that need to be achieved during the contract period. 

• The Employer has a Project Manager who will supervise the project.  

• The Contractor is represented by a Contract Manager who will manage the project.  

Information normally provided by the Road Administration 

• Traffic volume by road segment, including truck percentage 

• Climate pattern, including historical rainfall and snow accumulation 

• Technical information of each road segment (length, width, no. of lanes, ramps, design 

standard if available, maintenance class) 

• Current condition of the road segments, using indicators that will be monitored 

• Specification of maintenance standards, indicators and criteria 

• Road works to be carried out by the Contractor for the unit priced component 

• Quality requirements of the materials 

• Work/design documents requiring Project Manager review or approval 

• Payment schedule and payment reductions 

                                                 
25

 Project Audit Group, a competitively selected consultancy, is used in Transport Scotland to supervise maintenance 

contracts, to obtain customer feedback and to measure customer satisfaction. Source: ―The Road to Excellence. An 

International Benchmarking Project between National Road Administrations.‖  Trafikverket, Sweden, and Aalto 

University, Helsinki. 2010.   
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Reporting of contract progress 

• Maintenance contracts are normally self-reported by the Contractor 

• The Contractor files a monthly report in compliance with the contract requirements  

• After Project Manager verification, payment and payment reductions are based on that 

report  

• Project Manager supervises the contract using formal and informal inspections. 

– Formal inspections take place within 5 days after each monthly report. The Contract 

Manager must be present and provide the devices for the inspection. 

– A written report is produced regarding compliance and deviations for each road 

section.  Payment is based on that report. 

– Informal inspections may take place any time the Project Manager so desires.  If 

deviations are observed, he must inform the Contract Manager in writing.  To avoid 

payment reductions, the Contractor must rectify the deviations within the time 

specified in the contract.  

Contract documents and Contractor Response include 

• Lump sum bid prices for activities that are not or cannot be quantified 

• Requested quantities (unless provided in the bidding document) and unit prices 

• Equipment list 

• Quality assurance plan for monthly reports 

• Health and safety management plan 

– Simple: identification of hazards and protective measures, procedures for spillage 

and accidents, monitoring and reporting of incidents in the monthly report 

– Emergency procedures: contact info for persons and the police, detour routes 

• Traffic management (road user information of works; detour signing) 

• Updating of the road data base 

• Monthly reports and handover report at completion 

Payment methods 

• PMMR: Almost exclusively monthly lump sums for maintainable roads for reaching and 

maintaining service levels 

• OPRC: Monthly lump sums for PMMR part; different payment options: periodic 

maintenance and rehabilitation, upgrading; quantity-based payment for emergency works. 

 

H. Proposed incremental Implementation of maintenance contracting in 
Romania 

20. In most countries PBMCs have started with pilot contracts which were soon followed 

with a number of area-wide road networks each of them with a length of 400 to 700 km to cover 

the entire country. Contracting relieved the Road Administration from owning and servicing 

equipment and transferred most road maintenance risks to the contractor.  
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21. Applied to RNCMNR, maintenance contracting could be adopted in the following 

sequence: 

Stage 1: Pilot PMMR routine maintenance contracts for a 3-year duration (area wide 

network) 

Stage 2: Once PMMR is established, extend coverage over the entire network with 

contracts duration for 5 – 7 years 

Stage 3: Pilot OPRC for 3-5 years for most road maintenance works (―hybrid contracts‖) 

Stage 4: Mainstream OPRC of all the maintenance works for 7-10 years, overlaying may 

or may not be included 

Stage 5: If relevant, introduce long term concession contracts for 20-30 years, as part of 

road construction (often an element in PPP contracts).  

22. This evolutionary sequence is necessary because maintenance is a broad concept and 

requires learning by doing.  Stage 1 can be carried out with a restructured force account as the 

supplier using a negotiated contract. Care must be taken that the documents in subsequent 

contracts are not too complicated, otherwise they will not be accepted by the current 

maintenance managers and direct labor staff, or only a limited number of contractors would 

participate in bidding or the ―in-house‖ direct labor supplier would make bid for a negotiated 

contract. Technical assistance in bringing the PBMC concept to the market in Romania is 

recommended in either case.  

23. Contract for ―in-house‖ supplier. As an option for adopting the PBMC model, the 

pilots could use the ―in-house‖ direct labor force.  This could be organized and implemented as 

follows.   

1. Sub-regional entities with network length of 300-500 km would be chosen for pilots.  

These areas should have reliable road data available, and if not the data would need to be 

collected. 

2. Two or more maintenance teams operating in the region are then asked to prepare a bid 

for the maintenance works using the prepared bidding documents. The bid should be 

based on the road condition reflected in the road data, the proposed maintenance 

standards and cost and other information available to the teams (for example rates for 

equipment the teams would need to hire). The team would need to price in their (desired) 

salaries and profit expectations. The contract period could be 3 years. 

3. The pilots could differ in details to gain experience on how PBMC would function in 

Romania. For example, in some areas private firms would be invited to bid also. 

4. The bids would be evaluated by the Regional Client Organization and the best offer 

would be chosen to do the work. Assurances could be given to losers that they will have a 

guaranteed job for three years.   

5. Because the expectation is that after the pilots the PBMC would be expanded to cover the 

entire country, the same work conditions could be extended to other regions also not 

participating in the pilot experiment. This would give the other regional maintenance 

units to encourage them to prepare themselves for the transformation to a supplier 

organization that will function in a market environment where jobs are awarded through 

competition. 
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6. Eventually the privatized/corporatized supplier organizations would bid for work to 

maintain the county and village roads. 

I. Conditions for successful PBMCs and Proposed Action Plan 

24. Introduction of contract maintenance is a challenging task. It will take 3 to 5 years to 

adopt it country wide. The prerequisites are written road maintenance policies and standards, 

permissive legislation for contracting road maintenance, good road data and road management 

systems, well-defined contractual responsibilities, and management motivation to change 

ingrained practices. Contract maintenance is a key means to reduce maintenance costs and 

improve the service to the road users.   

25. Contract maintenance requires training and knowledge transfer for RNCMNR and the 

consulting and contracting industry. All involved parties need to acquire appropriate skills and 

the contracts must be well conceived, executed and supervised. The Contractors‘ personnel 

competence and Client and contractor relationship are both important to the success of PMMR 

and OPRC. 

26. Even when there is stable and satisfactory road budget, good road classification, good 

road data, good management systems and a clear assignment of responsibilities, the road sector 

may not be delivering service and value for money to the users. The reason is that the road 

administration or management is inefficient and not motivated to change. 

Table 15 and  

27. Table 16 outline an action plan to implement changes to the maintenance function in 

RNCMNR. 
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Table 15: Action plan for implementing change in the maintenance function 

Change Process 

Type of Experts 

Composition Task 

Force 

Tasks Force Assignment Names: 

Chairman and 

Task Force 

Members 

1 Road Sector Management 

Management and Experts, 

Road Engineers,  

IT Specialist 

Process Owner and 

Chairman (MOT); 

members from 

RNCMNR and 

DRDPs 

 MOT and RNCMNR policies and objectives, and strategic investments 

and directions 

 Restructuring of the budget for MOT and RNCMNR purposes (a formal 

restructuring would be a long process) 

 Draft Performance Agreements for RNCMNR and the DRDPs 

 Develop a web-site to announce all bids and bid awards with amounts at 

the site 

 

2 Road Management 

Systems 

Road Mgt System Expert, 

Data Collection Expert 

IT Specialist, 

Maintenance Experts 

Process Owner and 

Chairman 

(RNCMNR); 

members from 

RNCMNR, 

CESTRIN, and 

DRDPs  

 Road condition data on-line with schedule periodic updating of road and 

bridge survey data  

 Use of road and bridge management systems in maintenance program 

preparation.  Integration of CESTRIN experts to the programming process 

 Development of the multi-year road program (either 3 or 5-year rolling 

plan) 

 

3 Maintenance Standards 

and Costs 

Maintenance and 
Procurement experts, 

Contract lawyer, Economist, 

Financial analyst 

Process Owner and 

Chairman 

(RNCMNR); 

members from 

RNCMNR, 

CESTRIN, and 

DRDPs 

 Development of condition-based road maintenance standards  

 Approximation of cost of maintenance, both current and periodic with 

these standards (both short and long term)   

 Drawing a proposal for Performance-based maintenance contract with 

simplified bidding documents (re: Atkins documents) 

 Uncertainty in maintenance financing   

 

4 Oversight, Monitoring, 

and Training 

HR specialist, Management 

specialist, statistical analyst 

Process Owner and 

Chairman 

(RNCMNR); 

members from MOT, 

RNCMNR, and 

DRDPs 

 Develop and implement road user satisfaction survey and organize and 

road user input on road condition. 

 Propose a process and format for performance monitoring of goal-

achievement  

 Assuming that PMBC will be implemented, propose means to deal with 

excess staff, including a re-training for staff to be retained. 

 

 

Note: with adaptation from NEA (2007) and Finnroad (2005). 
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Table 16: Road map for implementation of change processes 

1 Road Sector Management End 2010 By June 2011 By end 2011 Lead person 

a) RNCMNR policies and objectives, and 

strategic investments and directions 

Policies and objectives written 

down and approved. 

5 and 10 year investment plans 

with cost estimates. 

Review Review and 

adjustment 

 

b) Restructuring of the budget for MOT and 

RNCMNR purposes (a formal restructuring 

would be a long process) 

Recasting the existing 

RNCMNR budget according to 

the proposal in this report. 

A formal proposal to the 

MPF on RNCMNR budget 

  

c) Road Sector Performance Agreements for 

RNCMNR and the DRDPs 

Draft Performance Agreement 

for 2011  

Draft Performance 

Agreement for 2012 

  

d) Web-site to announce all bids and bid 

awards with amounts at the site 

Ongoing Project Website completed 

and publicized 

  

2 Road Management Systems End 2010 By June 2011 By end 2011 Lead person 

a) Road condition data on-line with schedule 

for periodic road and bridge surveys  

Data definitions agreed and data 

collection method decided  

Most recent data available 

online  

  

b) Road and bridge management systems 

used in maintenance program preparation 

and  Integration of CESTRIN experts to the 

programming process 

Necessary organizational and 

procedural changes made. 

Maintenance program 

proposal for 2011 with 

budget constraint ready 

Fine-tuning if 

necessary 

 

c) Development of the multi-year road 

program (either 3 or 5-year rolling plan) 

Responsible team identified Ongoing First 3 or 5 year 

maintenance 

program ready 

 

3 Maintenance Standards and Costs End 2010 By June 2011 By end 2011 Lead person 

a) Development of condition-based road 

maintenance standards  

Review of maintenance 

standards is selected EU 

(Condition-base) 

Maintenance standards 

New maintenance 

standards applied in 
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countries completed (written 

report) 

approved for RNCMNR 

network and for PBMC pilots 

2012 

b) Approximation of condition-based 

standards on maintenance costs, both current 

and periodic (for short and long term)   

 Approximate maintenance 

budgets (current and 

periodic) for the next 5 years 

for the condition-based 

standards 

The effect of budget 

constraint on road 

condition  

 

c) Proposal for Performance-based 

maintenance contract with simplified 

bidding documents (re: Atkins documents) 

Written review of PBMC 

contracts in EU countries 

Approved PBMC contract 

document available for 

piloting in 2012 

Contracting or 

negotiations of the 

PBMC pilots in 

progress (see note 

next) 

 

4 Oversight, Monitoring, and Training End 2010 By June 2011 By end 2011 Lead person 

a) Develop and implement road user 

satisfaction survey and organize and road 

user input on road condition 

Review of available survey 

forms and their implementation 

completed and a proposal for 

RNCMNR survey ready 

Road user/customer 

satisfaction survey format 

and implementation approved 

and its pilot completed 

Customer 

satisfaction survey 

program in progress 

 

b) Propose a process and format for 

performance monitoring of goal-

achievement  

Establish time table (year clock) 

for monitoring performance and 

goal achievement using 

intermediate outputs form the 

Performance Agreement and 

sector policy groups 

 On-going  

c) Assuming that PMBC will be 

implemented, propose means to deal with 

excess staff, including a re-training for staff 

to be retained. 

A plan for separating the 

Supplier organization from the 

Client organization. Retraining 

proposed for the affected 

employees.  

Supplier organization plan 

approved. Retraining plan 

preparation underway. 

Retraining on-going  

Note: Note: with adaptation from NEA (2007) and Finnroad (2005).
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Annex 10: Public-Private Partnerships in Transport 

A. Summary 

1. Romania needs urgently to rethink the way it approaches Public-Private Partnership 

(PPP) in the transport sector. The objective behind PPP in Romania appears more to circumvent 

budget restrictions for capital investment while threatening medium-term affordability. The 

approach taken, especially in the highway sector, is to structure very expensive and complex 

projects as PPP with payments from budget starting after construction. Although a process for 

identifying, preparing and procuring PPP projects is in place, the multi-billion Euro projects 

being considered will likely absorb most of transport budget if implemented as Public-Private 

Partnerships. 

2. Projects currently in the pipeline will likely increase further fiscal constraints while 

missing real opportunities in the sector. Almost all projects have a capital investment above Euro 

500 million, with the highest priority projects being close to or above Euro 1 billion. These 

projects are all new capital investments, which will likely be implemented under an availability 

payment mechanism, where Government pays the concessionaire a defined amount during the 

operating years regardless of the traffic. Such mechanism can contribute to accounting the 

liability of the projects outside the General Government Balance, but could easily result in a high 

share of the transport budget in the near future. At the same time, PPP is not seriously considered 

for existing services and assets, where the potential for budget savings and attractiveness to the 

private sector is much higher. The Bucharest International Airport is a clear example of an 

existing project that could generate revenue for Government (through privatization) or reduce 

public debt required for further expansion (through concession). 

3. Although the transport sector is said to have more capacity in PPP than other sectors, the 

recent failure of the Comarnic-Brasov highway is clearly linked to weak capacity and a 

politically driven process. It is not clear why this section was chosen as PPP when it was not on 

any Pan-European corridors and when Romania is struggling to implement projects supported by 

EU structural funds. A survey of lenders and advisors involved in the region confirmed that the 

general view was that the Comarnic-Brosov project was too expensive and complex to be a 

successful PPP pilot project in highway. The competitive negotiation process, although 

authorized by the EU, resulted in significant change in alignment and more than 100% increase 

in capital cost. Serious concerns were raised about the use of weak transaction advisers who may 

not have had sufficient experience in PPP and be able to resist political pressure to reach 

financial close in less than 6 months after signature of the concession agreement. Finally, the 

objective of ensuring off-balance sheet accounting of the project clashed with what the market 

believed was needed to reach financial close in a crisis context. 

4. While the process followed for PPP projects looks solid on paper, it weakens due 

diligence compared to publicly-funded projects and contributes to the missed opportunities. The 

current process allows the Ministry of Transport Infrastructure and operating agency (such as 

RNCMNR) to initiate and develop PPP projects up to an advanced stage before seeking approval 

from Ministry of Public Finance. The limited separation of responsibilities between the Ministry 

and line agencies contributes further to the identification of new investment and disregard for 

opportunities to increase efficiency and transfer responsibility to the private sector. The PPP Unit 



 
 

 
 

 

109 
 

in the Ministry of Public Finance (MPF) appears to have stronger technical capacity but remains 

involved mainly in supporting public entities develop projects, without a strong role in the 

identification or approval process. This means that a project can be initiated and developed until 

an advanced stage of preparation without intermediate approval process and when political cost 

of not moving forward will likely be high.  

5. There is an urgent need to review the law and not enact it in its current form. Steps have 

been taken to increase scope for PPP, with a new PPP legislation recently approved by 

Parliament, but at the expense of efficiency and transparency. The PPP legislation raises a lot of 

concerns that it would allow public agencies to conclude PPP transaction with limited 

competition. Moreover, the lack of clarity in relation to what a project must demonstrate may 

open the door to even more discretionary decisions driven by political imperatives rather than 

economic benefit, value-for-money and affordability. 

6. The most urgent recommended set of actions consists of restructuring the current pipeline 

of projects and addressing the concerns related to the PPP law. There is an urgent need to stop 

the current process to enact the PPP legislation and rework the law until the concerns related to 

transparency and efficiency are addressed. The projects currently in the pipeline should be 

reviewed with a stronger focus on affordability, and to identify viable pilots that would bring 

value, be affordable for Government, and attractive to the private sector. A successful pilot 

highway project would most likely require an investment below Euro 500 million, without major 

complexity related to engineering, environmental, and social issues, and prepared with very 

reputable advisers and realistic schedule. 

7. Medium-term measures would focus on improving further the overall PPP framework to 

better balance the need for flexibility in the current crisis context with much needed checks and 

balances. A fiscal sustainability framework should be implemented to manage long-term risks 

associated with PPP. The PPP process should also be better integrated with the budget planning 

process to ensure that projects initiated meet strict requirements in terms of economic impact, 

efficiency and affordability. This would also be the right time to start the bidding of 1-2 pilots 

with increased transparency and strong advisers to maximize the chances of success. 

8. The proposed short and medium-term action plan for Romania in the area of PPP in 

transport is the following: 

 

 Short-Term (3 months) Medium-Term (6-9 months) 

Policy Increase transparency in decision making 

process by making supporting studies 

(feasibility study, opportunity review, etc.) 

available to external audience 

Integrate PPP process with budget 

planning and increase role of MPF in 

project identification 

Seek technical assistance on use of EU 

funds to support PPP projects and reduce 

level of availability payments.  

Develop a strategy for PPP in the 

transport sector 

Projects Restructure existing pipeline of PPP 

projects in Transport to identify a bankable 

and affordable pilot (simple project with 

investment below Euro 500 million) 

 

Conduct bankability workshop with 

lenders and other IFIs to review new 

pipeline of project  
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Undertake a sector review to identify 

opportunities (incl. privatization) for 

efficiency improvement in existing 

transport operations (port, airports, urban 

transport) 

 

Give high priority to output-base 

rehabilitation and maintenance contract as 

form of PPP 

Implement plans for private participation 

in Bucharest Airport. 

 

 

 

 

Announce small pilot project (less than 

Euro 500 million) highway project to be 

implemented as PPP with support from 

EU funds. 

Legal 

Regulatory 

Framework 

Review PPP law recently approved by 

Parliament to improve quality of 

preparation, use of competitive 

procurement, transparency in decision-

making. 

Design fiscal sustainability framework to 

manage long-term risk associated with 

PPP 

Institutions 

Capacity 

Building 

Require strong project team and reputable 

advisory firms with past experience in PPP  

 

Assess risks associated with PPP done by 

local authorities 

Set-up small coordinating unit on PPP 

within MOT for all PPP projects (not just 

major projects or highway) 
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B. Introduction 

9. This document presents the findings of the functional review on transport focusing on 

Public-Private Partnership (PPP). It is the result of several meetings with senior Government 

officials, together with representatives of the private sector and International Financial 

Institutions (incl. EBRD and IFC). 

10. The Review identified PPP as an important topic since it appears that the experience in 

PPP in the road sector was not successful, despite high potential for the transport sector. 

11. This Annex (working paper) takes a comprehensive approach to PPP. It reviews past 

experience in the road sector based on good practice in PPP in the sector and recent trends 

following the impact of the international financial and economic crisis. The review covers the 

following aspects of PPP: (i) roles of institutions in Transport PPP, (ii) processes for preparation, 

approval and procurement of transport PPP, (iii) policy formulation and planning of PPP 

projects, (iv) legal and regulatory framework for PPP, and (v) assessment of pipeline of PPP 

projects. 

12. The author of the working paper on PPP in Transport is Vickram Cuttaree, Senior 

Infrastructure Economist and PPP-Coordinator in the Sustainable Development Department of 

the Europe and Central Asia (ECA) Vice-Presidency of the World Bank.  

C. Overview of Public-Private Partnerships (PPP) 

Definition and benefits of PPP 

13. The term has been used to describe a form of private sector participation (PSP) in 

infrastructure financing. Although definitions vary, all are based on the common principle that 

PPP is a procurement process to provide services or deliver assets through joint public and 

private cooperation. Forms of PPP include inter alia, concessions, build-operate-transfer (BOT), 

leases and management contracts. Privatization is sometimes considered a form of PPP, but the 

other forms of PPP allow Government to maintain ownership of assets. Best practice PPP aims 

for an optimum balance of private sector risk and rewards: PPP recognizes that private sector 

financing costs more and the private sector needs a higher return on investment, but this is offset 

by the private sector‘s ability to reduce overall costs of infrastructure services delivery through 

higher efficiency and better risk management, for example during construction. 

14. The main benefit of PPP is to provide better value-for-money to public authorities, 

which means cheaper/better services over the long-term. A review of construction projects by 

the UK National Audit Office has shown that PPP on average had only 22 percent of cost 

overrun for the public sector, as opposed to 73 percent under traditional procurement. This is 

however possible only with an optimal risk allocation between the public and private sector. 

Some risks, such as construction, can be better managed by the private sector. Traditional 

procurement often leads to costs overruns or construction delays, which are better managed by 

the private partner. The same applied to operations and maintenance and a well-designed PPP 

project can ensure proper maintenance, which extends asset life, reduces overall management 

costs, and yield more value-for-money for government than traditional projects. 

15. PPP can also bring private sector financing because investors can recover their 

investment from user charges. In many developing countries, Government objective for PPP 
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has been to attract private sector investment in infrastructure. The rationale is that user charges 

(supplemented if needed by Government guarantees or payments) can be used to reimbursed the 

private sector for the upfront investment and maintenance of the assets. However, investors 

borrow to invest so they must repay debt and generate a reasonable profit for their equity 

participation. Moreover, the sources of funding remain the same (user charges and taxes), so PPP 

does not bring new investment as Government forego the portion of taxes corresponding to its 

contribution to the project and tolls that would have been levied if the project was not a PPP. 

This is why it is strongly recommended to ensure that the PPP option is cheaper than traditional 

procurement and public sector borrowing. 

Figure 9: Sources of Revenue for PPP and Public Highway 

 

Source: PPP in Europe and Central Asia: Designing Crisis-Resilient Strategies and Projects (2010) 

16. Successful PPPs have clear contracts, competitive procurement, and credible 

contract enforcement. Developing a successful PPP program requires:  (i) good project cycle 

management of preparation, procurement, and monitoring; (ii) a solid PPP framework; and (iii) 

strong public sector institutional capacity in PPP to ensure that projects deliver value to 

government and infrastructure users and are sustainable, including fiscally sustainable. Although 

a PPP program can begin without a complete framework or strong institutional capacity, these 

are essential to success and should be developed as early as possible. A well-prepared project 

should be the priority, but any PPP project requires an enabling legal environment, allocation of 

sufficient public sector financial and human resources, and international PPP expert assistance.  
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Figure 10: Traditional PPP Framework 

Well Prepared PPP Model and 
Clear Tender Process

Careful selection of the model as well as 
involvement of private sector at a very 
early stage  of the process is 
recommended, i.e. through  
consultation of potential private sector 
parties

Government
Commitment to PPP agenda

Government commitment to the PPP 
project, procurement scheme and 
financial support is vital for the success 
of PPP projects

Fair Risk Allocation

Allocate risk to the party best able (and 
willing!) to manage or control.
Inappropriate allocation by Grantor or 
acceptance by Developer may lead to 
higher project costs or even failure of 
projects

Regulatory and Legal 
Framework

Adequate regulatory framework to 
transfer public sector responsibilities to 
private sector as well as legal 
framework to grant required security to 
international Developers and lenders 

 

Source: PPP in Europe and Central Asia: Designing Crisis-Resilient Strategies and Projects (2010) 

 

17. Unsuccessful PPP projects exhibit several common weaknesses. A review of 15 years 

of PPP projects in transport
26

 revealed that unsuccessful PPPs had weak feasibility studies and a 

lack of comprehensive planning; since most PPP projects are complex and differ substantially 

from normal project procurement, an overly ambitious agenda can hinder project preparation. 

Common feasibility study mistakes include unrealistic demand forecast, poor risk allocation, and 

undefined public sector contribution. Lessons from experience in transport PPP in the ECA 

region are summarized in Annex 10.1. 

Risks Associated with PPP 

18. The main risks associated with PPP are fiscal, including direct fiscal impact. Good 

practice in PPP program development recommend that public authorities implement only 

projects that are absolutely needed, taking into consideration the long-term financial commitment 

associated with PPP. Although the public sector is usually asked to contribute to capital 

expenditure, some its contribution is phased during the life of the concession. Because longer-

term future payments (often 30 years) are typically unaccounted for in budget planning, public 

authorities may be tempted by the relatively small initial contribution to implement an 

                                                 
26

 Private Participation in the Transport Sector: Lessons from recent experience in ECA, World Bank (2009) 
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unaffordable project. However, the risk is that longer-term payments could restrict Oblast or 

municipal ability to finance other much-needed projects.  

19. A PPP program could also constrain future spending through accumulated 

contingent liabilities. Delaying capital investment payments can appear attractive for a single 

project but if a PPP program is developed, it would result in an accumulation of payments. Given 

that a concession is often for 30 years, an active PPP program over, for example, 5-10 years may 

restrict future public investment, because Government would have to service these contracts 

before considering other projects. The other issue is that government must often provide 

guarantees for PPP projects, and the more projects government undertakes, the more likely it 

becomes that at least some guarantees will be triggered, resulting in future payments to support 

the private partner. This may be problematic, especially in countries with limited fiscal space. 

20. Countries with more successful experience in PPP have used eligibility criteria at to 

approve PPP projects. Concerns about long-term fiscal impacts of PPP projects prompted 

governments to establish rules to ensure that projects demonstrate (i) value-for-money; (ii) 

optimum risk transfer to the private sector; and (iii) affordability for government. The remaining 

key risk is that countries could not afford basic services or undertake future investments if 

payment levels become unsustainable. Brazil, for example, has established limits on future 

payments for PPP projects to protect future investments. This trend is emerging in the ECA 

region; Hungary is proposing an amendment to the Act on Public Finance that would count the 

total capital value of PPP investment for budgetary investment at the time of its accounting 

capitalization
27

. 

Box 12: South Africa: Assessing PPP transactions 

South Africa‘s Treasury Unit contains a dedicated group to oversee PPP transactions nation-

wide. Before approving new projects, this unit will verify the following: 

• Affordability. Public institutions must be able to meet their financial obligations under 

the PPP agreement throughout the life of the project. Current and anticipated budgets must 

be able to support any PPP-related expenses, including the costs of public oversight. 

• Value for money. Private sector participation must offer additional value to the public 

sector through risk transfer, increased quality, or both. Without value for money, 

traditional public procurement is preferred to realize new infrastructure services. 

• Substantial risk transfer. Private partners must assume meaningful risks in a proposed 

PPP arrangement. Value-for-money results when private partners can manage project risks 

better than their public counterparts. 

 

South Africa‘s Treasury Unit uses a series of reviews and approvals throughout the project 

development process. Sometimes funds from a special project development facility can offer 

additional resources to local and regional project planners to meet Treasury Unit standards for 

PPPs.  

Source: South Africa’s PPP unit, (/www.ppp.gov.za) 

 

21. Another good practice is to manage or monitor the contingent liabilities associated 

with PPP projects. Typically it is impossible to avoid providing guarantees to the private sector 
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for risks not under their control; however, these risks carry premium prices that reduce value-for-

money aspects of PPP. Guarantees can be triggered, but establishing rules to ensure that people 

in charge of PPP projects have the right incentives, information, and abilities to account for the 

costs and risks of contingent liabilities. Below are some rules to achieve those objectives:
28

 

 Use cost-benefit analysis to select projects; use value-for-money analysis to choose 

between PPPs and public finance; 

 Quantify costs and risks of contingent liabilities; 

 PPP approval should occur at the level of the cabinet, or Minister of Finance, or a 

government body with an interest in future spending. The Ministry of Public Finance 

should review proposed PPPs 

 Governments should bear only those risks that they can manage through control or 

influence; 

 Adopt modern accrual-accounting standards for financial reporting to reduce temptation 

of using PPPs to hide fiscal obligations; 

 Publicly disclose PPP contracts, and cost/risk information on financial obligations 

imposed on government; 

 Modify budgetary systems to capture the costs of more contingent liabilities 

 Use a guarantee fund so the cost of guarantees is recognized when they are given, or to 

help with payments when guarantees are called 

 Government should charge fees for guarantees. 

D. PPP Policy and Pipeline of Projects in Transport 

22. Romania does not have a PPP policy for the transport sector. The purpose of such 

document is to provide clarity to the public and private sector on the role that the private sector is 

expected to play in a given sector. A PPP policy in Transport may also identify key priority 

sector for private participation. For the private sector, it helps better understand the medium-term 

plans of Government and reduces the uncertainty in relation to policies. A PPP policy supported 

by Government would show to the private sector that the identified areas of focus have a high 

priority and fit into an overall medium-term strategy, as opposed to an individual project 

identified by a Minister or to address a short-term priority. This is important in the case of 

Romania, where the lack of political stability may prove a challenge for a long-term vision 

required to prepare public-private partnerships. 

23. The pipeline of projects in transport reflects this absence of strategy. The list of 

projects, mainly in highways was presented as the ―transport PPP strategy‖. The list consists of 

several sections of highways (Table 17), worth Euro 14.8 billion and with a planned execution 

for 2010-15. In a few cases, the existing feasibility study was more than three years old, which 

may suggest that the amount will be higher. Another project mentioned as having potential for 

PPP is the two sections of the Bucharest Motorway by-pass, with a total estimated capital cost of 

close to Euro 2 billion. The Review team was informed that the Sibiu-Pitesti highway (Euro 3.2 

billion estimated cost) may become the next pilot project. 
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Table 17: Pipeline of PPP projects in highways 

Construction of Motorways and by-passes at Motorway Profile-Concession projects 
No Project Length Value Financing Project Stage Execution 

(km) M EUR 
1 By-Pass 

Bucharest North 
53 968 Concession GoR decision to approve 

technical and economic 

indicators 

2010-13 

2 By-Pass 

Bucharest South 
48 902 Concession GoR ordinance to approve 

technical and economic 

indicators 

2011-14 

3 Ploiesti-

Comarnic 
49 380 Concession Feasibility Study 2006 2012-15 

4 Comarnic-

Brasov 
58 983 Concession Feasibility Study upgraded 

in 2010 
2011-15 

5 Tg. Mures-Iasi-

Ungheni 
307 6,919 Concession Bidding for feasibility study 2012-15 

6 Ploiesti-Buzau-

Focsani 
133 585 Concession Feasibility study 2011-14 

7 Focsani-Albita 155 854 Concession Feasibility Study under 

preparation 
2012-15 

8 Sibiu-Pitesti 117 3,246 Concession GoR ordinance to approve 

technical and economic 

indicators 

2011-14 

Source: Ministry of Transport Infrastructure 

24. Another project in the Ministry’s pipeline is the Water Channel Danube-Bucharest. 
The capital cost is estimated around Euro 1 billion and the works is expected to be implemented 

as a concession. The Review team was not able to discuss this project in details but it appears as 

another example of complex project with high investment costs. There is currently no funding 

source identified. It is not clear what value is expected from the private sector beyond providing 

the investment. The feasibility study is being updated but the details were not discussed. 

25. The strategy for PPP in the transport sector seems to maximize off-balance sheet 

construction of assets. Discussions about PPP projects often referred to off-balance sheet 

accounting of assets. A presentation from the PPP Unit mentions the motivation of public entities 

to engage in PPP to (i) delivery quality public services, (ii) ensure subsequent P&M for certain 

outputs created under EU financing, and (iii) promote off-balance sheet projects for investments 

that are considered national priorities. Such approach is also seen in several Central and Eastern 

European countries but seems to be taking very high proportions in Romania. 

26. The current fiscal situation and short-term approach explains why PPP is favored 

from a cash flow point of view. The way PPP projects in highway are structured will result in 

no payments during construction and availability payments during operations. The figures below 

show why PPP can be very attractive from a pure cash flow perspective. The first chart shows 

the cash flow payment for projects financed from budget or EU funds, where Government needs 

to provide an upfront capital investment and ensure regular maintenance and rehabilitation. A 

highway project with tolls and structured as an availability payment (second chart) would not 

require upfront investment and recurrent payment will take place after financial close, typically 3 

to 4 years after financial close. 
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Source: Author 

27. However, this approach raises serious concerns about the affordability of these PPP 

projects. From a pure cash-flow point of view, a PPP project appears very attractive to fiscally 

constrained countries such as Romania. A line Ministry may not need to worry about immediate 

budget support. Following Eurostat guidance on accounting of PPP projects, a highway PPP 

where construction risk and availability risk are transferred to the private sector can be accounted 

―off-balance sheet‖, with only the annual availability payment being accounted on Government‘s 

books. However, implementing one of several transport projects over EUR 1 billion may create 

significant future direct and contingent liabilities. 

Box 13: Eurostat accounting of PPP Projects 

Eurostat classification says that a DBOF asset is off-balance-sheet, therefore does not affect 

the General Government Balance (GGB) upfront over the construction period, if the private 

sector partner carries risks for construction, and either availability or demand. Under new 

rules, DBOF PPP projects are off the government balance sheet, and project costs counted 

against the GGB may be spread over the life of the PPP agreement, rather than over the 

construction period. 

According to this classification, projects with capital costs that do not affect the GGB over the 

construction period, but rather during the operating phase of the contract include: Design, 

Build, Operate, Finance (DBOF) project for which the private sector carries the construction 
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risk and either the availability risk or demand risk. Design, Build, Finance (DBF) projects 

where the contract is similar to an operating lease. 

Projects with capital cost that will affect the GGB over the construction period include: DBOF 

projects for which the public sector partner carries most of the project risk:  for example, the 

public sector carries the construction risk or carries both availability and demand risks; 

Design, Build (DB) projects; DBF projects for which the contract resembles a finance 

lease;Design, Build, Operate (DBO) projects; conventional public procurement projects. 

These rules were established to clarify PPP project accounting, but they allow a PPP project 

design to account for assets off-balance-sheet. What remains on the account is any 

Government availability payment but not overall debt levels. In the context of the financial 

crisis, or fiscal restrictions related to EU membership or accession, it is not surprising that 

most PPP projects that are being prepared in the region are DBOF types. 

It is unclear how PPP project accounting will evolve within the EU framework. However, it is 

becoming more difficult for projects to be off-balance-sheet because of changes in risk 

allocations due to the financial crisis or evolving accounting rules. A recent EU 

communication to the EU Parliament identified the need to ensure proper debt and deficit 

treatment of PPP. 

Source: European PPP Report 2009 (EPEC), Communication from the Commission to the European Parliament (November 

2009) and ―Guidance note on the accounting treatment of capital projects for General Government Purposes (2005). 

28. This cash-flow approach may explain partly why PPP remains high on the agenda 

limited execution of EU funds. One example is Comarnic-Brasov, which is not part of pan-

European corridors but was until recently the PPP project with highest priority. In fact, if we 

compare a highway project financed by EU structural funds to a PPP project, the PPP project 

may be more attractive from a pure short-term cash flow point of view. This by itself does not 

explain the low execution of PPP projects but could explain why PPP projects are still being 

considered despite limited budget execution on EU funds. 

29. Implementing the Sibu-Pitesti highway will likely result in very high availability 

payments during operations and will not be sustainable for Romania (Figure 11). It was not 

possible for the Review team to obtain the feasibility study of any PPP project and a simplified 

financial model was used instead. Assuming the capital cost would remain at Euro 3.246 billion, 

an availability payment of about Euro 481 million would be needed for the first year of operation 

and the same amount, indexed with inflation, every year for 26 years. The annual budget in 2010 

was Lei 10.8 billion or about Euro 2.6 billion for the Ministry of Transport Infrastructure. The 

availability payments for Sibu-Pitesti would represent close to 19% of total budget. Annex 10.3 

shows the details of the calculation. 
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Figure 11: Simulation of financial flows of a highway PPP project 

 

 

30. The use of EU grants to reduce the level of debt could make the project more 

affordable but is unlikely to be easy to implement. Romania‘s implementation of EU-funded 

programs has been very limited and the past experience in PPP not successful. Blending EU 

funds and PPP is an attractive solution: a 50% contribution to the upfront cost from EU funds 

would reduce the availability payments by 35% (from Euro 481 million to Euro 315 million - 

Figure 12). However, even an 80% grant contribution would result in an availability payment of 

Euro 214 million or 8% of total budget. Given the poor execution rate of EU funds and 

disconnect between the available budget and required availability payments, a more appropriate 

strategy could be to (i) focus on improving budget execution in traditional projects and (ii) 

undertake a small pilot project with EU funds but without making it a short-term strategy to 

justify implementing multi-billion Euro of investment as PPP. 
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Figure 12: Simulation of financial flows of a highway PPP project with capital grant 

 

E. Recent Experience in Transport PPP in Romania 

31. Experience in successful Transport PPP in Romania is quasi non-existent. The only 

project reported to have reach financial close in World Bank‘s PPI Database is the International 

Brasov Airport in 2007. This project prepared as a Build-Operate-Transfer over 40 years, is 

expected to bring about $116.8 million
29

 in private investment and payment to Government. 

Another positive example mentioned was the concession of gas stations on a highway. However, 

despite positive experience in several EU countries, including in Central and Eastern Europe, 

Romania has not been able to successfully close a PPP transaction in the road sector. 

32. The most recent transaction was the Comarnic-Brasov highway concession. The 

project was envisaged as a 58 km section of a highway with an initial estimated cost of Euro 983 

million. The procurement was done under competitive dialogue, which is in line with EU 

legislation and was justified on the ground of the complexity of the project. After 4 firms were 

preselected, a consortium led by Vinci was awarded the concession. However, the concessionaire 

did not manage to reach financial close and requested to stop negotiations. The negotiation 

process resulted in a change in alignment of about 70% to enable the highway to meet speed 

requirement and avoid residential areas. EBRD did a review of the procurement process and 

found it acceptable. However, the cost of the project increased to about Euro 2 billion. 

33. Discussions with Government officials focused on two issues. One reason mentioned 

was that the concessionaire requested several important changes that were not possible to fulfill 

as they represented key selection criteria that could not be changed. For example, the 

concessionaire had 6 months to reach financial close according to the bidding documents, and 

providing additional time would have meant in practice changing the selection criteria. The other 

reason was the lack of support from the European Commission to this project—given the 

justified concerns about the budget situation and the status with EU-funded programs—which 

prevented the European Investment Bank from providing financing for about 50% of the 

construction of the motorway. 

34. However, a survey of lenders and advisory firms involved in the region focused on 

different issues. The general finding is that the project was not bankable. A strong reservation 
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emerged from the size and complexity of the project. It was mentioned that a country like 

Romania, which is perceived more risky than other EU countries with successful experience in 

tolled PPP projects, should have chosen a smaller and less complex pilot project. The high cost 

of the project for a relatively short section raised concerns of affordability: given that the 

Government is expected to make payments over a 26 year period from budget. This could not 

only threaten the financing of future projects and maintenance, but could potentially result in a 

Government default on payment. Finally, although several firms were not directly involved in 

the transaction, the market felt that the main objective was to count the project off-balance sheet 

than to ensure a bankable transaction. 

35. Another important issue worth highlighting was the poor quality of advisers. 

Although the technical adviser was an international firm, the financial adviser was not 

recognized as a firm with demonstrated experience and the legal adviser was a local firm, which 

in the case of Romania means limited expertise in PPP. Experienced transaction advisers are 

essential for the success of a PPP project. They bring not only expertise but credibility. As shown 

previously, the crisis has resulted in a more conservative approach from the private sector to 

projects. In order to attract credible firms, projects and risk allocation should be based on 

international best practices and with a view to reach financial close, as opposed to minimize 

budget impact. Recruiting reputable firms will also re-assure potential bidders that the adviser 

will be strong to convey the reality of the market to Government and will resist political 

pressure. 

36. The procurement choice may not have been appropriate for a pilot project. The use 

of competitive dialogue was justified on the basis of technical complexity. It should be 

recognized that competitive dialogue is allowed under EU rules and has been used widely in 

Europe to award public contracts. It allows the award of a public contract by a public entity after 

discussing possible solutions with short-listed bidders before calling for final bids. One concern 

often expressed in relation to this procedure is that it does not try to optimize value for money 

and may encourage a public entity to avoid investigating several options (including cheaper 

ones). The other concern is that the procedure should be clearly justified and not seen as a way to 

avoid competitive bidding. It can be argued that a good pilot project is expected to be simple in 

design, which was not the case for Comarnic-Brasov. Comparing the investment estimation in 

the initial feasibility study (Euro 983 million) with the bid proposal (about Euro 2 billion) 

suggests that value-for-money may not have been achieved here. 

37. The failure of Comarnic-Brasov appears more the result of the choice of project, 

procurement method, risk allocation and weak advisers. The schedule for completion of the 

procurement process was too aggressive to allow a bidder to reach financial close. The project 

was too complex and expensive for a pilot, which reduced the project bankability and 

affordability. Finally, stronger and reputed advisers (especially financial and legal) could have 

helped raised the anticipated issues related to the project. 

38. Moving forward, Romania needs to select a simple highway project representing an 

investment smaller than Euro 500 million and reduce the influence of political imperatives. 

Following the recent failures, Romania needs urgently a successful pilot PPP project if it wants 

PPP to play a role in the highway sector. The current pipeline of projects does not seem to fit 

what the market expects and something that would be affordable in the medium and long-term. A 

project such as the road on the east side of the Prohova Valley (between Comarnic and Brasov) 

could be a better pilot than the projects currently being considered. It may cost less than Euro 
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500 million, does not seem to have much land issues and the technical challenges seem 

manageable. 

F. Review of PPP Opportunities in other transport sub-sectors 

39. The Review team met with representative of the Ministry of Transport Infrastructure 

involved in the other subsectors (airport, railway, naval) and identified the following 

opportunities: 

40. Airport Sector: The Bucharest Airport may represent the strongest opportunity for a 

concession with investment from the private sector. The current capacity of the airport is being 

increased to 6 million passengers a year under Phase 3 of the development plan. The next phase 

is expected to increase capacity to 20 million passengers per year and is expected to start in 

2013. The capital expenditure (without land acquisition) is estimated at Euro 500 million, which 

is a not too big. The current plans are for the airport company to raise funds and procure the 

works under traditional procurement.  

41. Recent experience in the region shows that airport concessions have a high potential to 

attract private investment through either privatization or concession contract. Revenues are 

usually in foreign currency, which reduce the foreign exchange risk resulting from borrowing 

likely going to be in Euro. If the airport is the main international airport of country, traffic is 

often already established and growing. The recent success of Pulkovo Airport in St Petersburg to 

attract more than Euro 1 billion was supported by World Bank technical assistance. 

Box 14: St Petersburg Pulkovo Expansion Project 

The Russian Federation took important steps since 2005 to leverage private investment in 

infrastructure through Public-Private Partnership (PPP). At the sub-national level, St 

Petersburg has been championing PPP, with the decision to bid four multi-billion pilot 

PPP projects.  

St. Petersburg‘s Pulkovo International Airport (―Pulkovo Airport‖) is the fourth largest 

airport in the Russian Federation, having handled some 6.1 million passengers in 2007 

and serving more than 137 regular destinations within the Russian Federation and abroad.  

Pulkovo Airport is expected to handle up to approximately 20 million passengers by 2025 

but the current infrastructure and access is inadequate to meet traffic needs and has 

become a priority project for the region. For this reason, in the summer of 2008, the City 

launched a PPP project for the management and expansion of Pulkovo Airport. The first 

phase of this investment program, will amount to some Euro 1 billion, to be financed 

entirely by the private investor 

The project became effective (responsibility transferred to the concessionaire) early 2010. 

This would be one of the first concession projects in Russia reaching financial close in the 

context of the global financial crisis. It is also a sub-national PPP project over US$ 1 

billion prepared by a city with no previous experience in PPP. The World Bank acted as 

strategic adviser to the City on this project, together with international technical, financial 

and legal advisers. 

Several factors contributed to this success. First as opposed to most other PPP projects in 

the transport sector in Russia, the Pulkovo Airport project is an existing airport with an 

established and increasing traffic. Revenues are also in foreign currency, which reduces 

foreign exchange risk for investors. Investment in the airport will be done in a phased 
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way, with clear indicators established to trigger the additional construction. Finally, the 

Russian Development Bank (VEB) played a strategic role, together with key IFIs (IFC 

and EBRD) in helping the project reach financial close. 

 

42. Railway Sector: According to the Ministry of Transport, about 41 railway stations have 

to be modernized by the infrastructure company. The private sector could potentially increase the 

commercial activities inside the railway stations and generate funds to cover (at least partly) the 

investment in rehabilitating the railway. This approach has been applied in several countries and 

could be considered in Romania. 

43. Highway Sector: The pilots in the highway sector have been essentially concession 

projects but the potential for performance-base rehabilitation and maintenance contracts (PBMC) 

should be investigated further. The potential for private investment is more limited than for a 

concession but such approach may be more appropriate given the limited fiscal space and poor 

pipeline of projects (see Annex 9). A pilot concession project would likely take several years 

before construction starts, whereas a management contract (PBMC) can be developed in a 

shorter period of time. This can also be seen as a pilot for the highway sector, which would keep 

the private sector engaged while a viable and sustainable portfolio of PPP projects is being 

developed 

44. The transport sector would benefit from a re-assessment of potential for private 

participation in existing infrastructure. The Bucharest Airport represents the most immediate 

opportunity to either generate funds (through privatization) or relief future payments (through 

concession). A study investigating PPP options for the airport could be done within 6 months and 

would recommend the most appropriate model of private participation. 

G. PPP legal and institutional framework 

45. PPP projects in transport are currently prepared under the public procurement law, which 

has a PPP section covering works and services. There is no dedicated piece of legislation for PPP 

but at the time of the Review plans were under way to introduce a new PPP law. The draft law 

was approved by Parliament recently and the secondary legislation will be issued 6 months after 

publishing of the law. The new PPP legislation was an initiative of senators and deputies and is 

intended to provide more flexibility in the forms of PPP and enable smaller PPP projects by local 

authorities. 

46. The Review identified several issues in the new proposed law related to governance and 

clarity. There may be a higher risk that PPP projects could be procured with limited competition 

and that the quality of the due diligence would be compromised. More specifically the following 

issues have been identified: 

Procurement:  

The Act provides a regime for procurement of PPP. The Act needs to specify how Public 

Procurement Rules will apply to PPP procurement, its relationship with any Public 

Procurement Act and what if any authority will ensure compliance of PPP projects with 

applicable procurement rules.  
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Application of principals  

Article 3 provides a series of principals that should apply to the PPP process.  As 

concepts these are fine, but they appear to be legally binding under Article 13, and under 

Article 40 can lead to nullification of the agreement if they are not implemented.  This 

will create serious uncertainty, as there are different ways of applying those principals, 

and private investors are likely to see these as a convenient way for the Government to 

change deals ex post negotiations. 

 

Project preparation 

The law is veritably silent on what kind of pre-feasibility studies and feasibility studies 

are required before a project can be selected to be implemented as a PPP. This selection 

process is critical to demonstrating a serious approach to PPP, the ability to focus efforts 

on only viable projects and a desire to use PPP as a reliable procurement method, rather 

than a mechanism to circumvent public procurement laws. 

 

Government support 

The law is silent on what support the Government is allowed to provide (eg subsidies, 

grants, guarantees, etc.), how the decision is made as to amounts and types of support and 

how the Government will monitor and manage the liabilities it will incur through PPP 

transactions. 

 

Approval authority 

There is reference to various approvals of a PPP projects at different times during the 

procurement process, but there is no detail as to who will have the approval power, when 

and how long they will have to approve and on what basis that approval can be granted or 

refused.  While this can be detailed in the implementing regulation, some basic principals 

need to be set here, in particular which Ministries/authorities will have approval powers, 

in particular, where Government support/financial liabilities are involved, the Ministry of 

Public Finance should be involved. 

 

Institutional mandate 

There is little information on how PPP will be managed institutionally (as an example, it 

is not specified which Ministry will have the power to issue implementing regulations for 

this Law, which will be critical and sensitive).  The line ministries and government 

entities seem to each be mandated to do with PPP as they will, subject to a data collection 

responsibility of the Central Unit for Coordination of PPP. In particular to support local 

government PPP, the Government may want to establish  

 a coordination authority to ensure that the Government's PPP policy is implemented 

properly and that only good projects are proposed for PPP,  

 a technical assistance body, with the right skills, staff and funding for expert 

consultants, to ensure use of best practice project development, and 

 a fiscal risk management entity, that protects the Government from inappropriate 

liabilities created through PPP projects. This can also be a sort of regulatory authority 

for PPP, ensuring the rules are applied properly, stand forms are used and practice 

corresponds to Government requirements. 
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Single bids 

These are a serious risk for the Government and should not be pursued except in extreme 

circumstances, i.e. where they represent value for money and there is little if any 

likelihood of attracting more bids.  Otherwise the project should be restructured and 

rebid, at least once, before even considering a single bid. 

 

47. On the institutional side, the PPP Unit in the MPF plays an important supporting 

role in the development of PPP program in Transport. The PPP Unit was created in 2005 

initially as a directorate within the Ministry of Public Finance and now under direct coordination 

of the Secretary of State. Its role is mainly to provide technical, legal and financial assistance to 

contracting authorities. The PPP unit is also preparing with EPEC a PPP strategy expected to be 

completed in the second half of 2010. The PPP Unit appears to have solid expertise in PPP and 

the team that was put in place in 2005 has not been changed.  

48. However, its role is limited in project initiation, decision making or advising on 

fiscal risk. An inter-ministerial committee on PPP is responsible to improve the legal framework 

and serves as a platform to help line ministries identify PPP projects. The Minister of Finance is 

the chairman of this committee and the members of the PPP Unit acts as technical experts. 

49. The Ministry of Transport Infrastructure seems to have some capacity in PPP but 

mainly allocated to major highway projects. The discussion with government officials from 

the Ministry of Transport Infrastructure showed that a few people, including those in charge of 

department, have a good understanding of PPP. However, it seems that this expertise is 

essentially in the highway sector and the situation is different in other departments. There has not 

been much involvement of the Ministry of Transport Infrastructure in other sub-sectors such as 

railways or airport. This may be a challenge to initiate PPP projects in non-highway sectors, 

unless the staff with experience in highway PPP is available to help initiate projects in other sub-

sectors.  

50. The early involvement of the operating company may also contribute to the development 

of new infrastructure as PPP as opposed to improving existing ones. PPP can bring much value 

in the transport sector in relation to operations. Examples include the operation of a port, airport 

or railway. However, in order to be attractive to the private sector, reforms of the public 

operating entity are often needed. For ex., railway reforms, with potential impact on 

employment, are often completed before private investment is pursued. In the case of Romania, 

the operating entities are often mostly publicly owned companies with blurry responsibilities 

with the Ministry of Transport Infrastructure. The National Road Company is directly involved 

from the early stages in the preparation of PPP project. The company managing the Bucharest 

Airport is publicly owned and may not have the incentive to suggest concessioning the airport. 

H. Governance and PPP Process 

51. On paper, the process for approving PPP projects appears adequate to ensure 

value-for-money. The PPP Unit prepared, with support from international firms, a guidance 

manual to prepare and procure PPP projects. The manual is very detailed and cover all important 

aspects of PPP, including: (i) procurement method, (ii) value-for-money calculation, (iii) 

legislation in place, (iv) PPP options, and (v) use of transaction advisers (technical, financial and 

legal). According to the PPP Unit, value-for-money is calculated a various stages of the process. 
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Such manual will prove very useful for implementing agencies and Ministries to prepare PPP 

projects. The document and discussion with PPP Unit and Ministry of Transport Infrastructure  

52. However, there is limited transparency in the decision making to identify and 

approve PPP projects. The feasibility study and PPP opportunity study were considered 

confidential and not provided to the Review team. There are no quantitative criteria defined so 

there is much room left for discretionary decisions. Project initiation appears at the discretion of 

a Ministry, which means that the Ministry of Public Finance may not have a strong involvement 

in determining if a project presents potential for increased value-for-money if implemented as a 

PPP.  

53. The process for preparing PPP project may in fact encourage political pressure on 

the decision. The process for preparing PPP projects is disconnected from the regular budget 

process. Projects can be initiated by the Ministry of Transport Infrastructure and the approval of 

the feasibility study and study justifying the PPP option is done by an internal committee of the 

Ministry of Transport Infrastructure and RNCMNR. The Ministry of Public Finance seems to be 

more involved once the feasibility study is completed and it is demonstrated that the PPP option 

makes sense. Obviously the involvement of the PPP Unit would help the Ministry be aware of 

the projects being developed. However, this means that there may be already a very strong 

political strong political commitment when the project is presented to the Ministry of Public 

Finance. 

54. A process more integrated in the budget and with early checks may reduce political 

pressure and help identify more opportunities for increased efficiency. Ideally, the project 

initiation could start at the initial stage of project preparation, with the Ministry of Public 

Finance playing a stronger role in determining potential for savings with the PPP option. Instead 

of PPP becoming the method of choice for projects not receiving budget support, the Ministry of 

Public Finance could determine that a project could receive partial funding and implemented as a 

PPP project. This approach could be integrated into a Medium-Term Expenditure Framework 

and would increase the potential for high-priority projects being implemented as PPP with 

maximization of value-for-money. The early involvement of the Ministry of Public Finance and 

test for value-for-money and affordability would reduce the incentive for political intervention in 

the decision making process. 

I. Recommendations and Conclusions 

55. The pipeline of PPP project should be reviewed with a stronger focus on bankability 

and affordability. Recent experience has been disappointing and some mistakes may be 

repeated. One feedback received from the market is that the Comarnic-Brasov highway was too 

expensive and complex (about Euro 2 billion) and the expectations were not realistic in the 

context of the crisis and for a pilot PPP project. It was recommended considering a smaller pilot 

with a size of about Euro 300-500 million. However, the potential new pilot is the Sibiu-Pitesti, 

with an estimated capital expenditure of about Euro 3.2 billion. Based on the experience on 

Comarnic-Brasov, the actual cost may be much higher, especially if competitive dialogue 

procedure is used. This project has not only a high risk of failure but would result in high 

availability payments starting after construction and likely to represent at least 30% of the 

current transport budget. 
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56. At the same time, there may be missed opportunities to improve efficiency of public 

funding, attract private investment and transfer responsibilities to the private sector. The 

review team identified several opportunities for Bucharest airport, the Railway Company and 

road rehabilitation and maintenance. These potential projects are not being considered for many 

reasons, including the need to undertake reforms, the more limited potential for private 

investment and off-balance sheet accounting, and the limited incentive of operating companies to 

identify such projects. These projects could transfer operating responsibilities to the private 

sector but a more in-depth analysis will be needed before confirming the potential for private 

participation. 

57. Another urgent priority is to review the overall framework for PPP. The new PPP 

law recently approved by Parliament is raised serious concerns from various stakeholders. A full 

review of the law should take place to ensure transparency and clarity in relation to the use of 

competitive procedures. The process for identification and approval of PPP project should be 

strengthened, with earlier checks for potential for value for money and affordability, and 

integrated in an overall Medium-Term Expenditure Framework. Transparency in the decision 

making should be improved, especially in relation to the identification and approval of PPP 

projects. 

58. PPP has the potential to bring value to the Romanian economy but requires a long-

term approach. PPP can increase efficiency in public investment and provide much needed 

investment in infrastructure. At the same time, it is a complex process that needs a strong project 

team and reputable transaction advisers. More efforts should be made to recruit high quality 

advisors that would be able to challenge some politically motivated requirements, such as an 

unrealistic schedule to reach financial close. Having a short-term view on PPP will contribute to 

compromising on key success factors that may result in a higher cost for the economy. 

J. Proposed Action Plan 

Table 18: Proposed PPP Action Plan 

 Short-Term (3 months) Medium-Term (6-9 months) 

Policy Increase transparency in decision 

making process by making 

supporting studies (feasibility study, 

opportunity review, etc…) available 

to external audience 

Integrate PPP process with budget 

planning and increase role of MPF in 

project identification 

Seek technical assistance on use of 

EU funds to support PPP projects and 

reduce level of availability payments.  

Develop a strategy for PPP in the 

transport sector 

Projects Restructure existing pipeline of PPP 

projects in Transport to identify a 

bankable and affordable pilot 

(simple project with investment 

below Euro 500 million) 

Undertake a sector review to identify 

Conduct bankability workshop with 

lenders and other IFIs to review new 

pipeline of project  

Implement plans for private 

participation in Bucharest Airport. 

Announce small pilot project (less 
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opportunities (incl. privatization) for 

efficiency improvement in existing 

transport operations (port, airports, 

urban transport) 

Give high priority to output-base 

rehabilitation and maintenance 

contract as form of PPP 

than Euro 500 million) highway 

project to be implemented as PPP 

with support from EU funds. 

Legal/Regulatory 

Framework 

Review PPP law recently approved 

by Parliament to improve quality of 

preparation, use of competitive 

procurement, transparency in 

decision-making. 

Design fiscal sustainability 

framework to manage long-term risk 

associated with PPP 

Institutions/ 

Capacity 

Building 

Require strong project team and 

reputable advisory firms with past 

experience in PPP  

Assess risks associated with PPP 

done by local authorities 

Set-up small coordinating unit on PPP 

within MOT for all PPP projects (not 

just major projects or highway) 

 

K. Appendix 1: Impact of the crisis on PPP in Europe and Central Asia 
region 

A Bank study discusses the impact of the crisis on PPP infrastructure projects across the Europe 

and Central Asia Region (ECA). The main findings are the following: 

PPPs are not dead. Following an initial sharp decline, PPP investment globally and in the 

ECA Region is beginning to experience resurgence and never suffered the precipitous drop 

of the 1990s Asian crisis. Instead, ECA countries have maintained pipelines of infrastructure 

projects in pre-approval, tender, and financing phases.  

Country capacity to finance infrastructure and PPP is diminished. Deterioration in GDP 

and fiscal space has cut government capacity to fund projects from budget and to allocate 

public funds to PPP projects, raising immediate interest in PPP as an infrastructure financing 

solution. 

Cautious private investors now seek to reduce their risk. The flight to quality projects and 

countries is notable, as in previous crises, and bidders avoid politically or financially risky 

countries. After the onset of the financial crisis, investors sought countries with resilient 

financial sectors, or those with dedicated measures to help projects reach financial close; 

often, these were countries with solid institutional, regulatory and financial frameworks. 

Systematic project selection criteria and fundamentals have untapped potential. Often in 

ECA, value-for-money has not been a primary criterion for project selection, which may 

explain some of the unrealistic project pipelines or projects that are too weak to achieve 

financial close under crisis conditions. Project size—exceeding US$1.0 billion, especially in 

the highway sector, has contributed to the struggle to reach financial close as bidders now 

look for smaller, phased projects to limit their risk. 
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Private investors now expect more government support, investment and guarantees. In 

addition to looking for smaller projects with lower risks, bidders now expect governments to 

bring more to the bargaining table—capital grants, guarantees, or other support measures.  

Government guarantees can reduce off-balance-sheet budgeting opportunities. Revised 

risk allocation, with lenders asking for more guarantees, implies larger government 

commitments, which may no longer be permitted as ―off-balance-sheet‖.  

Achieving financial close is now more complex and time consuming. Across the ECA 

Region, each project structure exhibits unique risks, but since the crisis, increased 

complexity and longer times between contract signature and financial close are common. 

 

Policy Choices:  PPP remains relevant 

PPP remains valid if underlying investments are fully justified. For fiscally constrained ECA 

countries, PPP may still be justified if the project is designed to maximize economic and social 

benefits, and if alternative financing options are unavailable or more expensive.  

Infrastructure funding remains a mix of public and private resources. Effective use of scarce 

public funds is more important than ever to ensure PPP viability, as are support mechanisms, 

such as guarantees, to attract private funding. 

The principles of good PPP practice are unchanged. Reliable cost estimates, demand 

assessments, transparent and competitive procurement, and solid legal, regulatory, and 

institutional framework are the fundamentals of good project design and risk allocation. 

Institutional frameworks must be adequate to manage PPP arrangements. PPP projects are 

long-term and the existing project environment is difficult, so governments must establish 

institutional and regulatory structures that are strong and flexible enough to manage PPP 

arrangements, changes, and challenges under dynamic circumstances. Sometimes a strengthened 

framework with a specific financial component should be included to clarify the government role 

and specify government support. 

 

Developing a new PPP strategy 

Governments must revise their traditional PPP strategies to align with new circumstances. 
Short-term and medium-term strategies should clarify the scope for private participation, 

demonstrate a thorough understanding of PPP benefits and risks, and for the private sector, 

identify a realistic role in financing and delivering infrastructure services. Furthermore, the 

strategies must accomodate the quality of the project pipeline and existing fiscal space.  

Countries must reprioritize projects in existing PPP pipelines. Prioritize projects based on the 

level of support required and their potential economic and social impacts. Second, evaluate 

projects for their longer-term effect on government ability to provide financial contributions and 

guarantees, and project bankability. Third, establish specific national financial support 

mechanisms to provide projects with immediate financial support and guarantees.  

Limited fiscal space or weak project pipelines do not preclude PPP. In the short term, countries 

without strong PPP pipelines or PPP experience are unlikely to attract private investment. 

However, in the medium term, these countries can still develop more robust PPP programs and 
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build capacity, thereby increasing private sector confidence for financing risks by adopting 

management contracts—a more progressive approach to risk transfer that uses performance-

based remuneration without full commercial risk transfer.  

Institutional framework improvements may be needed for PPPs. Some governments may lack 

the stronger appraisal capacity and rapid decisionmaking required by PPP projects. In countries 

with strong institutional capacity, some decentralization could improve decisionmaking, using a 

dedicated investment or guarantee fund. Transparency and good governance remain a priority; 

every institution or fund must conduct proper appraisals and use public money to fund only those 

projects eligible for support. 

Smaller projects and larger government contributions may require amendments to laws and 

regulations. Most laws and regulations are geared to big concession contracts, and some laws 

forbid government financial support to PPP projects that deviate from concession-type PPPs. 

Smaller projects and larger government contributions may also require changes to procurement 

PPP/concession laws, or even new legislation.  

 

Implementing PPP - Solutions to support PPP projects  

In designing innovative solutions for implementing PPP, countries should consider the following 

five broad categories, while accommodating overall strategy and associated costs.  

1. Project Design 

Projects must first fulfill government objectives and demonstrate value for money. 
Project selection must ensure that all potential PPP project benefits are specific and 

quantifiable. The project preparation process must include built-in mechanisms to solicit 

expert advice and consult potential markets, for example by including specific 

requirements in laws governing PPPs, or by establishing a project development facility to 

promote good project preparation practices.  

Identify projects that fulfill minimum bankability requirements. Projects that generate 

revenue in foreign currencies, such as airports or electricity generation for export, are 

more attractive than projects with local currency revenues and limited opportunity for 

raising user fees, such as highways or water supply. Brownfield projects, such as 

rehabilitating an existing highway, require limited investment and offer established 

demand and are therefore more bankable than a greenfield/build, operate, transfer (BOT) 

project with unknown demand, such as upgrading a road to a six-lane highway. Project 

preparation complexity is also a criterion for selecting projects; strategic projects that are 

unattractive to the private sector may be good candidates for public procurement.  

2.  Financial Support 

Project preparation should specify maximum government financial contributions. 

Financial analysis should assess project funding requirements, specifically government 

implicit or explicit guarantees. Consultation between line ministries and the Ministry of 

Public Finance is essential throughout project preparation and procurement. Contingent 

liabilities associated with guarantees should be priced in ‗value-for-money‘ analysis and 

be accounted for within government financial and budget reports.  
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Public guarantees of private loans can improve bankability and reduce cost of debt for 

private concessionaires. Lenders may not finance a project without sovereign or 

municipal guarantees, especially if Grantor creditworthiness is deficient. However, 

‗wrapping‘ project debt with the full faith and credit of public institutions should be done 

carefully to ensure that the PPP retains adequate risk transfer and incentives to the private 

sector. Planners should ensure that public guarantees on senior debt benefit from 

adequate cushions of equity capital at risk.  

Government must ensure PPP financial equilibrium and adequate project-level support 

mechanisms. Government may choose to support project revenue streams, in particular 

where tariff increases are politically infeasible or unaffordable. Government funding can 

mitigate higher tariff impacts under affordability constraints by using mechanisms such 

as specific subsidies payable against pre-specified conditions, including output-based aid 

to support revenue shortfalls.  

3. Risk Management 

Government should ensure recapture of initial support to a PPP, or capture of benefits. Since 

market conditions and project credit profile fluctuate over time, favorable changes could increase 

value capture through project capital or debt structure elements. 

Government can provide guarantees to support infrastructure investments and assume 

some developer risks. Government support instruments, such as guarantees, should 

increase private sector incentives to improve performance.  

Government should incorporate PPP contract variation mechanisms to minimize 

viability risk. Since PPP projects have a lifespan of 20-30 years, it is impossible to 

predict changes in the technical financial environment, so governments should establish 

mechanisms for contract adaptation over the project lifespan to increase long-term 

viability, and reduce the need for government or third-party intervention. This lowers 

investor risk and therefore should lower prices as well. 

4. Institutional  

Governments require a solid project team. Risk-averse investors recognize quality. Now 

that resources are limited, governments must resist the temptation of skimping on PPP 

project preparation costs. Low-quality project preparation is a false economy that could 

deter bids and diminish credibility in the market.  

Specialist institutions or agencies can be established to support PPPs. Special 

guarantees or infrastructure funds can mitigate PPP project sectoral and contractual risks, 

and provide a platform to assess project pipelines, project viability, and level of 

government support required.  

5. Procurement 

Test the market, including lenders, before moving to bidding. Market testing is a 

continuous process. Consultations begin with project sponsors and lenders at the design 

stage and should continue throughout bid design and the bidding process. To ensure 

fairness and transparency, procurement rules should include consultations; to ensure 

maximum responsiveness, lenders‘ feedback should be considered before bidding starts.  
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Open, transparent, and fair procurement systems reduce perceived market risks. 

Government advisers must have realistic and practical knowledge of current financial 

markets, and an ability to explain market needs to their clients. If market concerns are 

dealt with, this is more likely to result in a viable financeable project, and to minimize the 

need for a more expensive scheme to cover the higher perceived risks.  

Procurement processes should allow for market change prior to financial close. Bids 

reflect combined bidder and financing costs. Current volatile market conditions prevent 

committed financial terms at the time of bid submission, so governments should build 

flexibility into the procurement process to allow for variations in funding terms. 

Ensuring flexibility and committed bids requires innovative solutions. For example, 

governments could develop their own financing package to be offered at the bidding 

stage. Bidders can opt for the government financing strategy or their own if the developer 

can deliver a financing package at more competitive terms. Alternatively, a funding 

competition could seek the best available terms from the market after technical bids have 

been submitted. The strategy must gear incentives toward securing the most suitable 

financing solution. 

Procurement should be organized with a view to attracting IFIs. International financial 

institutions can offer long-term financing and help ensure financial close, and typically, 

their support must be sought during project feasibility phase or prior to bidding. These 

agencies often require projects to demonstrate positive economic return and good practice 

in procurement and environmental/social safeguards, including social requirements for 

land acquisition and compensation that may exceed local legislation. Often, competitive 

bidding is a requirement for IFI support.  
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L. Appendix 2: Good Practice in PPP in Transport in ECA 

The following is a summary of good practice in developing a PPP program in Transport in ECA. 

It is based on a review
30

 conducted in 2008-09 on 15 years of PPP experience in the region. 

Importance of Robust Project Selection and Design  

Modesty and realism are needed in planning and implementation. Some vast and complex 

projects undertaken in the region had to be reduced in scale as they were simply too ambitious 

for the context and the market.  Size and complexity increase project risk and make it more 

difficult to attract private investment. In addition, a weak institutional framework, political 

uncertainty, and limited public sector resources, even with a positive track record in PPP design 

and implementation, will always engender greater concern on the part of potential financiers, 

raising the cost of the project, even if funding can be secured.  For example, for large motorway 

projects, a phased approach to construction could mitigate some of the problems and risks 

resulting from large project scale. 

The importance of a robust feasibility study.  The preparation of a robust independent feasibility 

study in the ECA region has been more the exception than the norm. The absence of a strong 

feasibility study, containing a good assessment of alternatives, a objective demand forecast, a 

strong economic and financial appraisal, and an assessment of the contingent liabilities, has led 

to the development of a number of projects for political reasons, which subsequently failed to 

attract private participation. Over optimistic traffic forecasts, under estimated costs, and limited 

assessment of willingness to pay or the likely response to tolls, have all been prevalent and have 

contributed to project delay and failure.  Overall, PPP projects with high economic and financial 

returns should be prioritized, and the level of Government financing should be supported by a 

thorough financial analysis. Without supporting analysis, any necessary public sector 

contribution will be determined more by negotiations, between parties with very different 

strengths, than the required rate of return. 

There is a need for greater emphasis on value for money (VfM). In theory, the public sector rule 

for prioritizing PPPs should be VfM: if a project can be procured and implemented more 

efficiently under a PPP than under traditional public investment, then it should be taken forward. 

Value for money in this context is generated by several factors, including inter alia: (i) optimal 

(not maximal) risk transfer to the private sector; (ii) careful assessment of the services to be 

provided achieving whole life asset management and holistic risk management (not normally 

associated with public procurement); (iii) flexibility provided to the private sector for innovation 

and efficiency; (iv) competitive and transparent procurement; and (v) the availability of 

appropriate capacity in the public and private sector. Unfortunately, in practice, the focus in ECA 

countries has been too often on the maximization of the level of private investment, while VfM 

calculations have generally been either overlooked, or were clearly secondary. 

The need for appropriate risk sharing. Appropriate risk transfer between the public and private 

sector can increase the VfM of a PPP project and can ultimately reduce the financial contribution 

from Government and/or the tariff required to be paid by users. However, the transfer of 

maximum risk to the private sector, as happened with the early PPP projects in the region, has 

generally not worked, increasing the total project cost and the risk of project failure. Some risks, 
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such as construction delays, cost overruns or operational setbacks, can usually be transferred to 

the private sector as was also done in the region. Similarly, the responsibility for inflation and 

foreign exchange risk is usually assigned to, and accepted by, the public sector. 

The allocation of demand risk has been problematic. Demand risk is one of the most 

controversial risks present in transport projects. It refers to the uncertainty of project revenue 

caused by unpredictable future demand. In the ECA region, particularly for the earlier projects, 

the demand risk has sometimes been imposed entirely on the private party, while international 

practice shows that demand risk is often better shared between the private and public sector. 

Typically, laying full responsibility for demand risk on the private sector does not represent the 

best VfM and has often led to project failure. Only if the private sector controls or can heavily 

influence traffic demand, should demand risk be allocated to it.  

The return for lenders and sponsors will determine the attractiveness of the project. Return on 

investment determines the attractiveness of a project to the private sector. The return is always 

adjusted for the particular risk profile of the project. A riskier undertaking is expected to yield a 

higher return to compensate for the uncertain operational, commercial, financial, legal or 

political components of the project. Potential concessionaires and their lenders also expect a 

sufficiently high Debt-Service Coverage Ratio (DSCR)31 to provide cushion for annual debt 

repayment.  

Procurement and Contract Monitoring 

The need for open and competitive procurement. Procurement in ECA has been characterized by 

limited, and sometimes opaque, competition, resulting in lower VfM, public resistance and 

renegotiations, and even failure. Examples of projects that were procured without competitive 

bidding, and which subsequently faced issues during negotiations or after financial closure 

include motorways in Bulgaria, Serbia and Croatia. The absence of competitive bidding has also 

resulted in longer negotiations than normal, as was the case in Poland, again engendering 

uncertainty in the minds of potential investors. 

Unsolicited proposals are rarely as good as they appear. Increasing interest in large infrastructure 

projects is usually accompanied by a rash of unsolicited proposals, of varying quality, from 

potential financiers.  These offers can be accompanied with disputable claims as to their benefits, 

including greater efficiency, or the confidentiality of proprietary technology.  The reality is 

usually very different, with the information asymmetry between the potential bidder, a large 

well-informed, well resourced contractor group, and a weak public sector, with the latter usually 

conceding far more than it should.  The result is increased cost, and frequently poor value for the 

public money expended.  In those rare cases, where there is genuine innovation in the proposal 

and when the government has little financial resources for project development, unsolicited 

proposals may be useful. But even here the benefits of open competition can be realized by 

providing an advantage during the normal procurement process to the company that made the 

original unsolicited proposal.  

The Institutional Framework for PPPs 

The need for an appropriate legislative framework.  A legal framework should create a favorable 

environment to attract private sector financing and put in place adequate controls to ensure that a 
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months or 1 year). 



 
 

 
 

 

135 
 

PPP project will deliver its expected value to the public. In more recent years, several countries 

in the ECA region have passed special legislation for PPPs, concessions and public procurement, 

to improve the required contractual framework. In addition, a well-drafted PPP contract can 

reduce transaction costs and help the government avoid excessive risk-taking.  

The need for a centralized unit to lead the preparation.  PPPs are complex projects that require 

extensive coordination between various ministries and public agencies. One solution adopted by 

several countries within and outside the region has been to create a central PPP unit. While this 

can be based in the line ministry, or the Ministry of Public Finance, what is important is the 

removal of ambiguity in responsibility for any part of preparation. Countries with successful 

programs tend to have such a unit, although it is not a necessary or sufficient condition for 

success.  Ideally, a PPP Unit has a clear mandate, and the resources and authority to fulfill its 

tasks. Some ECA countries have already created institutions such as a PPP Unit (sometimes at 

the regional level such as in St Petersburg, Russia) to help better develop and manage PPP 

projects. It is also important to engage experienced PPP transaction advisers to support the 

Government.  

Advantage of strong credit rating and mature local capital markets. A country‘s credit rating 

directly impacts the total cost of a PPP project for the Government and users. Given that the 

country‘s credit rating is a measure of risk, it does influence directly the project‘s risk perception 

and its cost of capital. A poor credit rating may require additional guarantees or credit 

enhancement measures for the project. Having mature capital markets can further reduce project 

risk by allowing local borrowing with longer maturities. The risks involved with foreign 

borrowing could materialize in a time of strong currency fluctuation or sharp depreciation. 

Mature capital markets will also increase project attractiveness to investors by providing an 

improved exit option. In practice, local capital markets are often unable to provide debt with the 

long maturities required for PPP projects. 

The need for a stable policy framework.  The stability of the country‘s policy framework, both 

for the sector and for PPPs more generally, is also critical to attracting investment in PPPs. A 

stable and robust policy framework can contribute to the attraction of lower-cost finance.  A 

strong sector policy and regulation are essential for the sustainability of a PPP project.  

The contribution of the International Financial Institutions (IFIs). IFIs, such as the World Bank, 

can offer risk mitigation instruments, such as guarantees, to help accelerate infrastructure 

investments in transition countries, such as in the ECA region. Guarantees from IFIs like the 

World Bank insure the private sector against government performance risk and thus mobilize 

new sources of financing while significantly lowering the financing costs and extending 

maturities. In addition, IFIs can offer favorable loans with longer repayment terms. IFIs are also 

well-positioned to provide much-needed technical assistance and capacity building, and to 

disseminate best practices to master the complexities of PPPs. For example, the World Bank has 

produced port and highway toolkits to educate government officials on all aspects of PPPs.  
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M. Appendix 3: Affordability of Sibiu-Pitesti 

It is possible to undertake an early assessment of the budget impact of a PPP project in 

Highway. A simplified financial model can be built to assess the required level of availability 

payment to ensure the viability of a highway project. Capital and recurrent (maintenance and 

rehabilitation) expenditure are known and with preliminary assumptions in relation to traffic, 

tolls and financial terms, a financial model can determine the level of availability payments. 

Then it can be compared to the total budget envelope and provide an early estimation of the 

long-term budget impact of a highway project. 

A simple financial model was built to prepare such estimates. The financial model can 

determine the level of availability payments from Government to achieve a specific goal: either 

(i) return on investment for equity holders (EqIRR) or (ii) minimum Debt-Service-Coverage 

Ratio (DSCR) for lenders. The team could not get a copy of the feasibility study of the 

Comarnic-Brasov feasibility and PPP studies, which would have allowed to compare and to align 

the assumptions used. However, the following assumptions were used: 

 Capital Expenditure of Euro 3.246 billion 

 Construction cost incurred over 4 years with the same amount every year 

 Recurrent expenditure for maintenance and rehabilitation. Without the values, it was 

assumed that the tolls charged would be high enough to cover these expenses, and the 

availability payment would cover the capital expenditure and associated costs (such as 

financial) 

 Project financed by debt and equity (70% debt and 30% equity). Additional equity is 

raised to cover debt servicing during construction 

 Availability Payment calculated to achieve EIRR of 15% and minimum DSCR of 1.2 

 Debt consisting of a mix of IFI and commercial debt. As IFI are expected to play an 

important role, the loan will have the following characteristics: 

o Currency: Euro 

o Maturity: 15 years 

o Interest rate: 5% 

 Taxes applied to the project (30% corporate taxes) 

 Average inflation of 4% and use of July 15, 2010 exchange rate 

 Availability payment starting on the first year of operation and indexed with inflation. 

Availability Payment does not decrease after debt servicing 

The availability payments would reach about Euro 481 million in the first year of operation. The 

availability payments would be used to cover debt service, taxes and dividends to equity holders. 

The net payment (Availability Payments minus tax received) is equal to Euro 417 million, which 

would have been the availability payments if no corporate taxes were applied. 
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Assuming a budget of Euro 2.6 billion in 2010, the first availability payment in the first year of 

operations represents 19% of total budget. This amount is already high and adding more PPP 

projects will quickly increase the portion of the budget that would need to be allocated to the 

project. 

Looking at the experience of Comarnic-Brasov suggests a higher Availability Payment may be 

required. 

The level of availability payment can be reduced by either reducing the size of the project or 

taking advantage of EU grants. If 50% of the capital investment comes from grants, the level of 

availability payments required decreased to Euro 315 million. Increasing the amount of grant to 

80% of capital reduces to availability payments to Euro 214 million, or a 55% decrease. 
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Annex 11: Financial Management and Budget Execution 

A. Introduction 

1. Budget execution systems should aim to ensure efficient budget implementation, in 

accord with the policies stated in the budget and in compliance with budgetary authorizations. 

They should also be able to respond to possible changes in the macroeconomic environment 

without disturbing excessively budget management, in particular without generating arrears and 

creating inefficiencies. The functions of the Ministry of Transport and Infrastructure (MOT) 

departments involved in supervising budget execution have been reviewed with regard to the 

capacity of the budget execution systems to achieve these objectives. 

B. Current situation in the MOT 

Main organizational arrangements for budget execution within the MOT 

2. The main activities of the MOT in the budget execution area include: (i) in-year financial 

planning and release of funds; (ii) debt management; (iii) payment processing; (iv) accounting 

and reporting; (v) financial control; and (vi) internal audit.   

3. The Budget Finance General Directorate (BFGD) manages the cash releases and 

therefore plays a key role in budget execution and cash planning in addition to its functions in 

expenditure programming and budget preparation.  

4. Financial control and internal audit functions within MOT are supported by the Central 

Harmonization Unit (CHU) for financial management and control and the CHU for internal 

audit, both established under the Ministry of Public Finance (MPF). Such an organization is 

similar to the Public Internal Financial Control (PIFC) model promoted by the EC.   

In-year financial planning and release of funds 

Allotment procedure 

5. After approval of the annual budget law, the main spending authorities (ordonatori) draft 

quarterly budget implementation plans which are reviewed by the BFGD and approved by the 

Minister of Transport. The main spending authorities include presidents of subordinated 

agencies, heads of other public authorities and specialized agencies and chiefs of autonomous 

public entities.  

6. Once the quarterly budget implementation plans are approved, the main spending 

authorities distribute the approved budgetary credits for their own budget and for their 

subordinated public entities or units, whose managers are secondary or tertiary spending 

authorities. Then, the secondary spending authorities distribute the approved budgetary credits 

for their own budget and their subordinate tertiary spending authorities.  

7. To ensure prudent budget execution, the main spending authorities are required to 

allocate in their budget implementation plan 10% of approved funding as a reserve, with the 

exception of personnel expenditures and funds related to external liabilities, which are entirely 

distributed. This reserve is distributed during the second half of the year. 
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Cash releases 

 

8. Cash is released through monthly ―credit opening‖ (deschidere de credit). Main spending 

authorities present each month several requests to the BFGD for cash releases, which should be 

in line with the quarterly spending limit. These requests are accompanied by a note presenting 

the operations that will be financed. After reviewing these requests, the BFGD authorizes the 

―credit openings‖, which release cash to main spending authorities and partly to secondary 

spending authorities. These ―credit openings‖ are recorded in the Treasury payment system. 

Then, the authorized cash releases are distributed in cascade within the main spending units.  

9. The BFGD exercises a tight control over credit releases, through the combination of 

quarterly cash limits and monthly credit opening. Such controls may help keeping cash under 

control, when the budget is not based on realistic revenue estimates. However, this process is 

time-consuming and involves a large number of checks and verifications. The process affects 

negatively expenditure management at the lowest administrative level when the distribution of 

―credit openings‖ within MOT are distributed with some delays. It also risks generating arrears if 

the cash releases do not take into due account the payment schedule related to the existing 

commitments, or if the cash releases are limited due to the overall limited funds availability.  

Payment processing 

10. An effective Treasury Single Account system is in place. All cash transactions are 

channeled through the Treasury account at the central bank, with a few exceptions concerning 

transactions in foreign currency, which are processed by commercial banks. The MOT and 

subordinated entities‘ accounts are kept with the Treasury. Payments are made to these accounts 

through the Treasury information system generally within one day. The subordinated entities 

lack an effective system to monitor that the funds have been made available to them and they 

rely heavily on frequent informal checks by telephone with MOT financial staff and Treasury as 

to whether the funds have been made available. 

11. Spending authorities have to bring payment orders (ordonantare) to the Treasury branch 

offices. This procedure, although required by the Law on Public Finance (500/2002), is 

cumbersome, time consuming and involves significant paperwork and signatures. Up to now, 

problems related to the legal authorization for electronic signature prevent the automation of the 

transmission of payment orders from spending authorities to Treasury branch offices. At the 

Treasury branch offices, the payment orders are generally scanned (a payment order includes a 

bar code) or manually processed to be registered in the Treasury data base. 

Accounting and Reporting 

12. Main, secondary and tertiary spending authorities of the State budget and other 

government entities keep their accounts using the accrual accounting method (e.g. they account 

for depreciation of fixed assets). There is a unified chart of account for the central and local 

government units. The government has already implemented, from 2003 to 2009, 18 

International Public Sector Accounting Standards (IPSAS) accrual accounting standards (out of a 

total of 31 standards). Consolidating the implementation of these standards and implementing 

further IPSAS standards will require further training and close supervision. 
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13. The budget expenditure classification system allows reporting according to the 

international standards. It includes an administrative (organizational), a functional and an 

economic classification.  

14. MOT and the main spending authorities prepare quarterly and annual financial 

statements, which include: 

 a report on budget execution which shows : (i) the commitment authorization; (ii) the 

initial payment budgetary credit; (iii) the revised budgetary credit; (iv) the budgetary 

commitments (reservation of the budgetary credit for a specific use); (v) the legal 

commitments; (vi) the payments; (vii) the verified expenditures including unpaid 

expenditures; (viii) monthly reports on salary expenses.     

 a balance sheet that shows assets and liabilities.  

15. MOT consolidates these financial statements and then, they are centralized by the Public 

Institutions Accounting Methodology General Directorate (PIAMGD) within MPF through a 

dedicated software. Quarterly reports are transmitted to the PIAMGD within 45 days to 60 days 

from the end of the quarter under review. In parallel, the Treasury Information System is able to 

produce budget execution reports on a cash basis, nearly in real time.  

16. The time needed to get data on commitments is significant. Commitments made the first 

month of a quarter are reported only 3.5 to 4 months after the end of that month. This poses the 

following problems:  

 Sometimes, appropriations already committed have been sometimes cut during budget 

revisions, reflecting weaknesses in commitment reporting. This may lead to arrears 

generation. 

 Reporting commitments in a timely manner together with sanctions for over-committing 

and off-budget commitments will contribute to improved fiscal discipline.      

 More effective cash planning would required a shorter reporting period for commitments 

and reporting the payment schedule associated to the commitments.  

 MOT financial information software systems are focused mainly on accounting and 

reporting, but even these processes rely heavily on manual interventions.  The data 

transfer from the MOT software into the format requested by MPF‘s PIAMGD is done 

manually, based on the MOT trial balance and it is thus prone to errors. 

17. In addition, for the moment, there is no systematic procedure to compare the expenditure 

payments disclosed in the budget execution reports of a secondary and tertiary spending 

authority with the payments transactions registered in the Treasury System.   

Budget execution financial controls  

18. The Law No 500/2002 on Public Finance defines four stages of budget execution (ALOP 

norms - commitment, verification, payment order and payment) and stresses the principle of 

separation of duties. There is a system of preventive (ex-ante) financial controls performed in 

MOT as follows: 
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 internal financial controllers who perform ex-ante financial control of all expenditure 

transactions (commitments, cash opening and payment order–ordonantare); these are 

regulated by the own financial preventive control norms; 

 MOT is subject to the ―delegated‖ MPF financial controllers who belong to the staff of 

the MPF CHU for Financial Management and Control. They perform financial controls 

on transactions above a certain amount, which are generally in the range of 20 000 to 

50 000 RON. These transactions are submitted to a ―double visa‖ system, consisting of 

both the visa of the internal own ―preventive‖ financial controller and the visa of the 

MPF ―delegated‖ financial controller. 

19. An acceptance note is issued at the verification stage (lichidare), but it is not submitted to 

the visa of the financial controllers. 

20. The ―double visa‖ system increases the paperwork and risks making line ministries think 

that they are relieved of their accountability requirements, their transactions being verified ex-

ante by a MPF controller. The MPF intends to phase out its delegate financial controls within 

line ministries by December 2012. After this date, only financial controllers reporting to line 

ministers will make preventive controls. This desirable measure may need further actions to 

strengthen internal control within line ministries. Line ministries are preparing a program of 

work for this purpose. The CHU for Financial Management and Control will have to review and 

monitoring these programs of work.  As of mid 2010, MOT is still among the ministries that are 

subject to the visa of the MPF delegated financial controller. 

 

Internal audit 

 

21. The internal audit units within the MOT structure are established in accordance with the 

Law on Public Internal Audit (672/2002). These internal audit units are monitored by the MPF 

CHU for internal audit, that prepares the internal audit methodology, carries out training 

activities and participates in sectorial audits involving several ministries.  

22. Each main spending authority and all public institutions with a budget of more than EUR 

100 000 have set up an internal audit unit. The number of internal auditors per unit is on average 

low and many internal auditor positions are not filled in. This hampers the effectiveness of 

internal audit. The development of internal audit in Romania is recent, support of the CHU for 

internal audit is crucial.  The internal audit department in MOT is facing the generic issues for 

the whole country, i.e. excessive ad-hoc internal audit missions, that impair the effectiveness of a 

risk based internal audit strategy and annual work plan; limited staff resources; relatively low 

interest of the MOT management in the internal audit findings with a view to improve and 

streamline processes and procedures. 

 

Options for further improvements 

23. The budget execution system suits the basic requirements for sound public expenditure 

management. A robust Treasury Single Account system is in place, financial reports covering 

different steps of the expenditure cycle are produced and there are effective compliance controls, 
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at least for the central government. However, improvements are needed in the following 

directions:  

 The budget system presents inefficiencies, because of some cumbersome, sometimes 

duplicate, procedures. Reducing, these inefficiencies will liberate time for other activities 

than paperwork.    

 Responding effectively to the new requirements stated in the Fiscal Responsibility Act 

requires timely and comprehensive budget execution monitoring. 

 For more effective financial and management control, actions to strengthen internal 

control and internal audit need to be pursued. 

 To increase both effectiveness and efficiency in budget execution management some 

organizational arrangements may need to be reviewed. 

24. Some of the improvements suggested below will depend on the implementation of 

automated processes. However, subject to further review, most of them may be implemented at 

comparatively short notice. 

 

Streamlining budget execution procedure 

 

25. Budget execution procedures should be streamlined to avoid inefficiencies and remaking 

the budget during budget execution. A review in detail of the business processes and the 

paperwork at the different stages of the expenditure cycle would be desirable. However, some 

measures can be already identified: 

 The cumbersome credit opening procedure will no longer be needed if the budget is 

based on realistic revenue forecasts and commitments are monitored in a timely manner. 

Therefore, it is suggested to phase out the credit opening procedure in coordination with 

the improvement of commitment monitoring.   

 For efficiency the payment orders issued by spending authorities should be sent 

electronically to the Treasury local offices. This will require resolving the issues related 

to the legal authorization for electronic signature or finding other solutions to ensure 

secure transactions. It is recommended to undertake immediately actions, with the view 

to implementing the electronic signature for electronic transmission of payment orders 

(ordonantare) to Treasury offices, by the end of 2010.  

 Some special cases should be reviewed. For example, it is questionable to submit the 

debt service payments, which are obligatory expenditures to the visa of two financial 

controllers. 

Pursuing the implementation of internal control and audit 

 

26. Actions to pursue the implementation of a modern internal control and audit system 

within line ministries should be pursued.  

 



 
 

 
 

 

143 
 

The delegated MPF financial control posted within line ministries should be phased out by the 

end of 2012, as planned, or even earlier.  

 

27. Actions to increase the capacity and effectiveness of the internal audit units should be 

taken.  

 

Reporting  

 

28. Effectiveness of fiscal reporting in supporting the management of budget execution is 

limited, particularly because the time needed to get data on commitments. Commitments should 

be reported monthly within about two weeks from the end of the month.  

 

29. Payment transactions recorded in the Treasury system should be systematically 

compared with the payments disclosed in the budget execution reports of each spending 

authority, including local governments. 

 

30. A full fledged integrated financial management information system will respond to these 

requirements, because it will manage expenditure transactions at the different stages of the 

expenditure cycle. However, implementing a fully fledged integrate financial management 

information system (IFMIS) is costly and needs time. MOT could use the experience of some of 

the existing systems implemented in other entities.  At any rate, such steps should be taken in 

close coordination with the overall Government plans to implement an IFMIS for all its 

activities.  In the immediate future, subject to further review, a cost-effective solution may 

consist of using the Treasury information system to report monthly commitments made by 

spending authorities and to ensure consistency between line ministries reports and reports from 

the Treasury information system.   

C. Aspects related to RNCMNR and CFR SA 

Overview 

 

31. Apart from the generic issues affecting MOT, there are a number of aspects that affect the 

financial management functions of the RNCMNR (roads) and CFR (railways) companies.  The 

main problems stem from the organizational form of the companies, which are established as 

commercial companies, being subject to the company law, insolvency law and all other relevant 

legislation, but in fact operating as Government agencies/ministerial departments. This exposes 

the entities to insolvency risks as well as other issues as detailed below. 

Budget approval 

 

32. Even though legal requirements mandate that the companies‘ annual budgets be approved 

within 30 days after the approval of the State Budget Law, in practice there are significant 

delays. For example, the 2010 company budget was approved only in April 2010, a couple of 

months after the State Budget Law approval.  In some previous years, there has been no budget 

approved for the year and the company used 1/12 of the previous year‘s budget, as per the 

applicable legislation.  In addition, State Budget Law rectifications affecting the companies are 
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passed on with significant delays, resulting in some cases in rectifications being approved by the 

companies in the final one or two months of the fiscal year, with no time left for implementation.  

Such instances, even if considered as isolated incidents, undermine the yearly budget role and 

increase the unsuitability of the current organizational form of the entities. 

Accounting and Reporting 

 

33. Accounting and reporting systems in the RNCMNR and CFR are very fragmented and 

mostly manual.  The entities‘ accounting systems are separated for in two major sections i.e. 

their own activity and external credits, i.e. loans and grants. CFR has started the implementation 

of Oracle Financials, however, it has only managed to implement a few modules, due to the lack 

of funding.  Critical areas, such as fixed assets (covered partially), stocks and inventories are not 

covered. In addition, due to the lack of funds, CFR does not have a maintenance contract with 

Oracle, thus it is not able to obtain the system updates and to ensure proper maintenance, and the 

most pressing system setting changes are either done in-house or an a pro-bono basis. 

34. The companies are required to comply with the Romanian statutory reporting 

requirements—as well as with IFRS for the IFIs and other foreign lenders.  There is no capacity 

to ensure the preparation of IFRS-compliant financial statements, and thus the companies hire 

accounting firms that make the conversion of the Romanian statutory financial statements into 

IFRS – compliant financial statements.  Despite having done this exercise for many years in a 

row, there is no IFRS conversion capacity at RNCMNR and only limited capacity at CFR.  

Flow of funds 

 

35. As commercial companies, RNCMNR and CFR have opened several bank accounts in 

various commercial banks, which are used for their own revenues, for external and internal loans 

and for the day to day activities with clients and suppliers. In addition, the companies receive the 

funds from the State Budget through the MOT budget, in accordance with the Treasury monthly 

credit opening procedures.  This increases the burden on the financial departments, while also 

allowing that significant funds be channeled through the commercial banks, outside the single 

treasury account.   

Internal control and internal audit 

 

36. RNCMNR and CFR have organized their internal control mechanism in accordance with 

the relevant legislation. There are ex-ante internal preventive control procedures, but no written 

procedures for all processes.  In general, internal controls are tighter in the departments in charge 

with external loans and grants, and checklists and procedures manuals are used consistently only 

for the projects financed by external loans and grants. Overall, the control environment is 

cumbersome, with many departments responsible for certain aspects of the processes, and thus 

many control stages, dominated by a bureaucratic and significant paperwork with a lot of 

verifications and signatures required, but blurred accountability. 

37. Internal audit departments within RNCMNR and CFR suffer from the same generic 

issues that affect the internal audit in the whole country. These departments have been initially 

created to cover external funds and over the past years have been made responsible to cover all 

activities.  However, they are affected by severe staff reductions and instead of increasing their 

capacity to cover also the own activities, the structures remained the same or diminished. There 
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are no audit committees and the company’s management is not genuinely interested in the 

internal audit findings and as a consequence regards these departments only as something 

required by law, but not as useful ones. Despite the assistance that the companies‘ internal 

audit departments receive from MOT‘s internal audit, the capacity remains weak and fall short 

from the requirements of a company‘s proper internal audit. 

External Auditing 

 

38. RNCMNR and CFR are subject to annual statutory audits, in accordance with the 

Romanian legislation requirements. In addition, the IFRS–compliant financial statements are 

audited in accordance with International Standard on Auditing, as required by the legal 

agreements with IFIs and other foreign lenders.  The auditors have consistently disclaimer their 

opinion, in RNCMNR‘s case mainly due to the uncertainties on the current organizational form, 

as concession rights represent an intangible asset amounting to almost 100% of the balance sheet 

that has been quantified with no linkage to the capacity to generate future revenue streams; and 

in CFR‘s case mainly due to the company‘s extremely weak financial position with very large 

accumulated losses. The auditors mention many other significant qualifications, related to the 

valuation of assets, deferred income, etc. and these are being repeated from one year to another.   
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Annex 12:  List of people met 

Ministry of Transport and Infrastructure 

 H.E. Anca Daniela Boagiu, Minister, Ministry of Transport and Infrastructure (MOT), since 

September 3, 2010 

 H.E. Radu Berceanu, Minister, MOT, until September 2, 2010 

 Mr. Constantin Dascalu, State Secretary, MOT 

 Mr. Eusebiu Pistru, State Secretary, MOT 

 Mr. Marin Anton, State Secretary, MOT, until July 2010 

 Mr. Gheorghe Popa, State Secretary, MOT, until July 2010 

 Mr. Georghe Dobre, Secretary General, MOT, since September 2010 

 Mr. Radian Tufa, Secretary General, MOT, until September 2010 

 Ms. Mariana Ionita, General Director, General Directorate of Investment, Procurement, and 

Privatization 

 Ms. Dana Galben, General Director, General Directorate of Road Infrastructure and 

Concessions 

 Ms. Niculina Cristea, General Directorate of Investment, Procurement, and Privatization 

 Ms. Irina Ionescu, General Directorate of Road Infrastructure and Concessions 

 Mr. Alexandru Serban Cucu, General Director, General Directorate of External Finance 

 Ms. Monica Teju, General Director, General Directorate Economic and Budget Department 

 Mr. Petre Neacsa, General Directorate Economic and Budget Department 

 Mr. Sorin Sirbu, General Director, General Directorate of Road Transport 

 Ms. Jaqueline-Iulia Iordan, General Director, General Directorate for EU Affairs and 

International Relations 

 Ms. Ilinca Balan, General Directorate for EU Affairs and International Relations 

 Mr. Claudiu Dumitrescu, Director, Directorate for Railway Transport and Infrastructure 

 Mr. Marin Stancu, Deputy Director, Directorate for Railway Transport and Infrastructure 

 Ms. Rodica Ionica, Director, Directorate of Management, Strategy and Environment 

 Ms. Camelia Brad, Directorate of Management, Strategy and Environment 

 Ms. Camelia Lungoci, Directorate of Management, Strategy and Environment 

 Mr. Petre Marculet, General Director, General Directorate of Legal and Human Resources 

 Ms. Gabriela Mocanu, Head of Legal Division, General Directorate of Legal and Human 

Resources 

 Mr. Paul Berghia, Expert, General Directorate of Road Infrastructure and Concessions 

 Mr. Bogdan Chitescu, Director of Cabinet of State Secretary 

 

Ministry of Public Finance 

 Mr. Ciprian Gorita, Head of Unit, PPP Central Unit, Ministry of Public Finance  
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RNCMNR 

 Ms. Dorina Tiron, General Director, RNCMNR, until September 2010 

 Ms. Daniela Draghia, Deputy General Director, RNCMNR, since September 2010 

 Ms. Valentina Roxana Moise, Deputy General Director, RNCMNR, until September 2010 

 Mr. Marin Ionescu, Deputy General Director, Investments and capital Repairs, RNCMNR 

 Mr. Ionut Masala, Deputy General Director, Economic and Finance, RNCMNR 

 Ms. Cristina Branici, Finance Director, RNCMNR 

 Ms. Ana Raducanu, Head of Unit, Human Resources and Training Service 

 Mr. Vincentiu Cuc, Director, CESTRIN, RNCMNR 

 

CFR SA 

 Mr. Ioan Valeriu Trica, General Manager, CFR SA, since September 2010 

 Mr. Emil Sabo, General Manager, CFR SA, until August 2010 

 Mr. Viorel Scurtu, Deputy General Manager, Operations 

 Mr. Radu Irimia, Deputy General Manager, European Projects, CFR SA 

 Mr. Tiberiu Angelescu, Director, Project Directorate, CFR SA 

 

CFR Marfa 

 Mr. George Micu, General Director, CFR Marfa SA 

 Mr. Mihai Frasinoi, former General Director, CFR Marfa SA 

 

CFR Calatori 

 Mr. Liviu Pescarasu, General Manager, CFR Calatori 

 

Others 

 Mr. George Buruiana, SERVTRANS 

 Mr. Sorin Chinde, Grup Feroviar Roman (GFR) 
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Annex 14: Glossary of Terms 

Availability payment In PPP arrangements, regular payments made by the public sector to the private 

sector party contingent on specific contracted services being available 

  
Going concern A going concern is a business that functions without the intention or threat of 

liquidation for the foreseeable future, usually regarded as at least within 12 

months. 

  
Private sector 

participation (PSP) 
The involvement of the private sector in a transport-related activity traditionally 

carried out by a State authority or company whether through license, lease, joint 

venture, contract, franchise or concession agreement.   

  
Public-private 

partnership 
A public-private partnership (PPP) is a specific form of Private Sector 

Participation (PSP) and, though there is no single definition, it generally refers 

to a time-bound arrangement with a private company for the provision of public 

assets and/ or related services, through investments and/or management 

undertaken by the private sector entity, where there is a substantial risk sharing 

and the private sector receives performance-linked payments. 

  
Road Sector: 

Administrator 
Agent of the road Owner, responsible for effecting policies, activities and 

regulations to meet the aims of the owner. In Romania the Administrator is 

RNCMNR.  

  
Road Sector: 

Manager 
Entity responsible for specifying, supervising, and monitoring the activities to 

be carried out. Often the Manager and the Administrator functions are 

combined with the Regional Offices acting as the Managers. There is a trend 

toward contracting the management with consultant firms. 

  
Road Sector: Owner The entity responsible for funding, policy and the legal and regulatory 

framework. The main roads the owner is the Ministry of Transport (for the 

state). 

  
Road Sector: 

Supplier 
The entity chosen to deliver services, selected and supervised by the Manager. 

The supplier is a private contractor procured competitively. 

  
Rovignette Time-based road user fee charged for users of national roads in Romania. 

Rovignette is direct revenue for RNCMNR. 

  
Value for Money In PSP approaches, it means that private sector participation must offer 

additional value to the public sector through risk transfer, increased quality, or 

both. Without value for money, traditional public procurement is preferred to 

realize new infrastructure services. 
 


