
PUBLIC 

1 
PUBLIC 

DOCUMENT OF THE EUROPEAN BANK 

FOR RECONSTRUCTION AND DEVELOPMENT 

 

 

 

Approved by the Board on 7 April 20201 

 

 

 

 

 

ROMANIA 

 

 

PROJECT MAYFAIR 

 

 

 

 

 

 
[Redacted in line with the EBRD’s Access to Information Policy]  

 

[Information considered confidential has been removed from this 

document in accordance with the EBRD’s Access to Information Policy 

(AIP).  Such removed information is considered confidential because it 

falls under one of the provisions of Section III, paragraph 2 of the AIP] 
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ABBREVIATIONS / CURRENCY CONVERSIONS  

ASF  Financial Supervisory Authority 

BCR Banca Comerciala Romana 

BSE  Bucharest Stock Exchange 

CAGR Compound annual growth rate 

CAIL Romanian Inter-ministerial commission of the Ministry of Finance 

CAPEX Capital Expenditure 

EIB European Investment Bank 

ESDD Environmental and Social Due Diligence 

EU European Union 

EUR Euro 

FX Foreign Exchange 

GDP Gross Domestic Product 

IFIs International Financial Institutions 

LC2 Local Currency and Capital Markets Development 

LCY Local Currency 

MF Ministry of Finance of Romania 

NBR National Bank of Romania 

RADET Bucharest District Heating supplier  

RATB Former Bucharest ‘regia’ for public transportation 

RON Romanian Leu 

STB Bucharest Transport Company 

VAT Value Added Tax 

WB The World Bank Group 

WWTP Waste Water Treatment Plant 

 

Currency Conversions 

Date Avg/ Eop (RON/EUR) 

March 20th, 2020 4.8220/4.8444 
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PRESIDENT'S RECOMMENDATION 

This recommendation and the attached Report concerning an operation in favour of 

the City of Bucharest (the “City” or “Bucharest”), the capital city of Romania, are 

submitted for consideration by the Board of Directors. 

The facility is designed to enable the City of Bucharest to successfully refinance its 

upcoming local currency bond. Although originally designed to consist of a 

subscription of up to RON 111 million (~ EUR 23.3 million equivalent) of the City’s 

RON 555 million (~ EUR 115 mil) bond issuance to support the refinancing of its 

maturing five-year bond with a ten-year bond, in the wake of the COVID-19 crisis, 

the Bank has designed a flexible response to ensure a successful bond refinancing for 

the City, an existing client.   

The Bank recognises that COVID-19 has resulted in increased market volatility and 

that demand from investors will be less than initially anticipated. Although the Bank 

will seek to limit its investment to 20 per cent of the total issuance, in the event of 

insufficient demand, the Bank would scale up to not more than 50 per cent of the 

issuance.  Finally, there is also possibility of market failure or the price of the bond is 

prohibitive for the City, in such an event, the Bank seeks the approval to  provide a 

short term loan to the City of up to RON 555 million (~EUR 115 million), the amount 

which needs to be refinanced. The Bank’s ability to extend a short term loan provides 

the City with the flexibility to address its financing needs during this difficult period 

and to revert to the capital markets after the crisis.  

The proposed operation will have two main impacts. First, a successful and orderly 

bond refinancing will increase confidence in the Bucharest Stock Exchange. In the 

event the bond goes ahead, it will also strengthen Romania’s developing municipal 

bond market, by supporting the City as it seeks to refinance its five-year bond with a 

ten year tenor during an uncertain period with increased market volatility. Second, it 

will enable the Bank to continue its support for the City of Bucharest as it seeks to 

prepare for future bond placements, including a Green Bond.  

The Project demonstrates the Resilience and Well-Governed transition qualities 

through its support for capital market development and improved reporting.  The 

increased flexibility to allow the Bank to scale up its investment or extend a loan 

further supports the Resilience quality, by helping to promote confidence in 

Romania’s capital markets.  

Given that Romania’s bond market is largely undeveloped compared to its European 

counterparts, the Bank remains additional. The Bank’s additionality is further 

demonstrated in the wake of its rapid response to COVID-19, which is affecting both 

investor confidence and capacity to participate in the proposed offering.  

I am satisfied that the operation is consistent with the Bank’s Strategy for Romania, 

the Municipal and Environmental Infrastructure Sector Strategy and with the 

Agreement Establishing the Bank. It is also is in line with the objectives of the Local 

Currency and Local Capital Market Development Initiative and COVID-19 Solidarity 

Package. 

I recommend that the Board approve the proposed facility substantially on the terms 

of the attached Report. 

              

Suma Chakrabarti 
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BOARD DECISION SHEET 
 

ROMANIA: PROJECT MAYFAIR - DTM 51825 

Transaction /   

Board 

Decision  

Board approval 2  is sought to enable the City of Bucharest, an existing client, to 

successfully refinance its upcoming bond issue (the “Project”). Although originally the 

Project was designed to consist in an investment of up to 20% of Bucharest’s bond 

(RON 111 million or ~EUR 23.3 million equivalent), given current volatility across 

markets, the Bank seeks the approval to scale up its bond investment to RON 277.5 

million (~EUR 57.6 million equivalent) in the event market the bond goes ahead and 

demand is lower than anticipated. In the event the bond market becomes no longer 

conducive or the price of the bond is prohibitive for the City given envisaged increased 

demands on its budget, the Bank would provide a short term loan to the City of up to 

RON 555 million to enable full repayment of the bond maturing 4 May 2020. The loan 

would have a tenor of up to three years which would provide the City with the 

flexibility to revert to the capital markets after the crisis.  [REDACTED] 

Client Bucharest is both the largest and capital city of Romania. Despite recent deficits 

brought on by a regulatory changes in the municipal budget code, the City has solid 

fundamentals and is rated investment grade by all three rating agencies.,  

Main 

Elements of 

the Proposal 

 Transition Impact:  The Project demonstrates the Resilience and Well-Governed 

transition qualities through its support for capital market development and 

improved reporting.  The increased flexibility to allow scale up or to lend further 

supports the Resilience quality, by enabling the Bank to ensure a successful 

refinancing, thereby helping to maintain confidence in local capital markets.  

 Additionality: The Bank remains highly additional given the immaturity of 

Romania’s municipal bond market. The Bank’s additionality is further 

demonstrated in the wake of its rapid response to COVID-19, which is affecting 

both investor confidence and their capacity to participate in the proposed offering. 

[REDACTED].  

 Sound banking: Despite potential demands placed on its budget from COVID-19, 

the City remains a creditworthy issuer. Bucharest is rated investment grade by Fitch 

rating agency. 

Key Risks  Severe decline in investor demand, affected by COVID-19: The risk of reduced 

demand is mitigated by the Bank filling the gap and increasing its participation to 

up to 50% for the bond refinancing or extending a loan, if market conditions are 

non-conducive. 

 Repayment/refinancing/illiquidity risk: Repayment risk is mitigated by the 

City’s strong track record of successfully managing its cash flows. The City has a 

conservative debt profile and has consistently met its debt service obligations. 

Refinancing/illiquidity risk is mitigated by the recognition that the Bank’s 

anticipated larger investment is in response to the current situation. Once market 

conditions return to normal, the Bank can aim to sell down its participation if it 

scales up its bond investment. If a loan is pursued, the City will seek to refinance 

and return to the bond market.  

Strategic Fit 

Summary 
The proposed investment is consistent with the Bank’s strategy for both Romania and 

MEI, with regard to capital markets. The Project is also in line with the objectives of 

the Bank’s Local Currency and Capital markets Development Initiative (the “LC2” 

initiative and the COVID-19 Solidarity Package. 
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ADDITIONAL SUMMARY TERMS FACTSHEET 

EBRD Transaction The proposed transaction consists of financing to enable the City to 

successfully refinance its 5-year bond tranche, which matures on May 4 

through participation in its 10-year bond with an ability to scale up to 50% or 

to provide a short term loan.  Both options will enable the City to refinance its 

maturing bond and ensure confidence on the Bucharest Stock Exchange. 

Successful implementation of the Project, will provide the City with more 

budget flexibility to implement its ongoing investment plans and infrastructure 

expenditure.  

For the last several months, the City has been working closely with its 

arrangers, BCR, BRD – Groupe Societe Generale and Raiffeisen Bank 

(collectively, the “Arrangers”) to launch a ten-year RON 555 million bond (~ 

EUR 115 million), which would be issued pursuant to a base prospectus and 

publicly traded on the Bucharest Stock Exchange, to refinance its 5-year bonds. 

The bonds represent part of the local public debt contracted by the City through 

its 2015 Bond Programme. Given the 10-year tenor, both the City and the 

Arrangers sought EBRD’s participation.  

The COVID-19 crisis is unprecedented resulting in increased volatility in both 

global and local capital markets. Both the City and its arrangers recognise that 

the virus will have a major impact on potential investors’ capacity to 

participate in the refinancing and have thus asked the Bank to consider 

increasing its participation in the event of insufficient demand. In such an 

event, the Bank would be prepared to increase its participation to up to 50% of 

the issue. In the event of market failure or price of the bond being prohibitive 

for the City, the Bank would have the ability to provide a short term loan to the 

City of up to EUR 115 million. If the City elects not to proceed because the 

market is no longer conducive for a bond, the Bank would have the ability to 

provide the short term loan. [REDACTED] The loan would have a tenor of up 

to three years which would provide the City with the flexibility to revert to the 

capital markets after the crisis and pursue its infrastructure investments plan.  

Existing Exposure Total amount debt ~ EUR 71 million equivalent: 

 EUR 0.9 million loan maturing in November 2020 for the Bucharest 

WWTP (DTM 34842); TIMS Good/Negligible 

 RON 333 million (~EUR 70 million) for the Bucharest Bond Issue (DTM 

47374) in the seven and ten years tranches maturing May 2022 and May 

2025; TIMS Good/Negligible 

Maturity / Exit / 

Repayment 
Bonds: The new bonds issuance will have a maturity of ten years with a bullet 

repayment. The bonds will be traded on Bucharest Stock Exchange (“BSE”).  

[REDACTED] 

Loan: In the event of market conditions are not conducive to a bond, the Bank 

would extend a loan with maturity up to three years, with bullet repayment.  

Potential AMI eligible 

financing 
n/a 

Use of Proceeds The overall proceeds of the Bond issue or loan will be used to refinance the 

City’s RON 555 million (~EUR 115 million) five year bond issued in 2015 and 

maturing on 4 May 2020.  

The Bank’s use of proceeds for refinancing will be documented through a Side 

Agreement between the City and the Bank. In the event the loan option goes 

forward, use of proceeds will be covenanted. 

Financing Plan  SOURCES TOTAL:    EUR 115 M  USES TOTAL:            EUR 115 M  

EBRD:                            EUR 23.3 - 115 M     Refinancing : EUR 23.3 - 115M  

Other Investors:              EUR 0 - 91.7 M 
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Key Parties Involved Municipality of Bucharest 

Arrangers  

Conditions to 

subscription / 

disbursement  

Signing of the Side Agreement/Pre-financing Agreement/Loan Agreement 

The Bank will seek confirmations from the City that the Bank’s support to 

refinance or repay the bonds maturing May 2020 will facilitate infrastructure 

spending in general, with no particular undertaking on short term given present 

crisis. 

Key Covenants  

 
Bond: documentation according to Romanian law regulations for bond 

issuances. Compliance with standard Bank policies and procedures 

(environmental and social procedures, the EBRD Performance Requirements 

and fraud and corruption through a Side Agreement). 

Loan: Aligned with covenants in the Bank’s existing loan agreement  

Security /  

Guarantees 
Unsecured 

Other material 

agreements  
Bond Issue Prospectus/Loan Agreement 

Side Agreement / Pre-financing agreement between the City and the Bank. 

Associated Donor Funded 

TC and co-investment 

grants/concessional 

finance 

The Bank will assist the City to prepare for future sustainable bond placements, 

including Green Bonds that will serve as template for regional peer 

municipalities.  

[REDACTED] 
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INVESTMENT PROPOSAL SUMMARY 

  

1. STRATEGIC FIT AND KEY ISSUES 

1.1 STRATEGIC CONTEXT    

 

The Bank has a long-standing relationship with the City of Bucharest, dating back to 

the 90’s financing critical investments in district heating, wastewater treatment, traffic 

management and urban rehabilitation. More recently in 2015, the Bank invested in the 

in the City’s RON 2.2 billion Bond Programme. At that time, the City issued four 

roughly equal tranches of three, five, seven and ten year bonds, with the Bank 

investing in the seven and ten year tranches. 

 

The City’s 5-year bond matures on May 4.  Prior to the COVID-19 pandemic, the City 

planned to refinance this loan with a 10-year bond [REDACTED]. 

 

The Bank’s ability to scale up in the event the bond goes ahead or to offer a short term 

loan enables it to continue to support the City’s transition by helping it to overcome 

the COVID-19 crisis and return to the capital market at a later date. This will enable it 

to continue to diversify its funding sources as well as in helping to further develop 

Romania’s local bond market [REDACTED]. Reportedly 38 municipal bonds (all 

RON-denominated) amounting to ~EUR 696 million equivalent (only 14 per cent of 

the total BSE listed bonds by nominal value) have been issued since 2005. That is 

relatively low given that local funds have assets that worth in excess of EUR 8.1 

billion. The size of the issues ranges from RON 1.5 million (or ~EUR 314 thousand) 

to RON 100 million (or ~EUR 21 million), most of them amortising on a semi-annual 

or quarterly basis with a maturity between five and 20 years. [REDACTED] 

 

The proposed investment is consistent with the Bank’s strategy for both Romania and 

MEI, with regard to capital markets. [REDACTED] 

 

Moreover, the proposed investment is in line with the Bank’s Local Currency and 

Capital markets Development Initiative (the “LC2” initiative) and aimed at 

contributing to the increased use of local currency and local capital markets. The 

broader strategic objectives of the Bank during the Capital Resources Review 4 

(“CRR4”) include: “contribute actively to the stability and development of the 

financial sector in support of the real economy, including the build-up of local 

financial markets”.  The Project is also aligned with the objectives of the COVID-19 

Solidarity Package. 

 

1.2 TRANSITION IMPACT 

 

Primary Quality: Resilient 

Obj. 

No. 
Objective Details 

1.1 The transaction contributes to 

capital market development by 

having a longer maturity than 

the previous longest-tenor 

issuance in the market in the 

past year (debt instrument). 

The refinancing will result in a long-term bond, 

in a market where ten years maturities are not 

common for such large amounts of debt. The 

issuance is one of the largest in the local market, 

[REDACTED]. The proposed investment of the 

Bank will provide a valuable signal to the market, 

reinforce investor confidence and confirm that the 
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local municipal bond market is viable / has 

enough depth to absorb sizeable, long-term 

bonds. 

1.2 At least 80% of the issuance is 

expected to be placed with 

private non-IFI investors. 

In the event financial markets return to normal in 

April 2020, the EBRD would participate, with an 

investment capped at 20%. The remaining stake 

of 80% would be privately placed by qualified 

investors such as pension funds, and publicly 

placed on BSE. However, this situation is less 

probable and if the bond issue is pursuit, the Bank 

is expected to scale up its stake given the rapid 

evolution and negative impact that COVID-19 

already has on global economy and financial 

markets worldwide.  

1.3 The issuance will be publicly 

offered and listed on a national 

exchange. It either has a credit 

rating from a rating agency 

other than "Big Three" 

(including local credit rating 

agencies) or it is not rated but 

the issuer is rated by at least 

one of the "Big Three". 

The issuance will be traded on Bucharest Stock 

Exchange. The issuance will not be rated but the 

issuer is rated by Fitch. 

 

 

Secondary Quality: Well-Governed 

Obj. 

No. 
Objective Details 

2.1 Substantial improvements of 

corporate governance will be 

implemented. 

Substantial improvements of corporate 

governance will be gradually implemented by the 

City to prepare for future sustainable bond 

placements, including Green Bonds. 

 

Transition risks:  

 

- Severe decline in investor demand, affected by COVID-19: The risk of 

reduced demand is mitigated by the Bank filling the gap and increasing its 

participation to up to 50% for the bond refinancing or extending a loan, if 

market conditions are non-conducive in the wake of the COVID-19 pandemic. 

Repayment/refinancing/illiquidity risk: Repayment risk is mitigated by the 

City’s strong track record of successfully managing its cash flows. The City 

has a conservative debt profile and has consistently met its debt service 

obligations. Refinancing/illiquidity risk is mitigated by the recognition that the 

Bank’s potential larger investment is in response to the current situation. Once 

market conditions return to normal, the Bank will aim to sell down its 

participation if it scales up its bond investment. If a loan is pursued, the City 

plans to refinance and return to the bond market once market conditions 

normalise.  

 

1.3 ADDITIONALITY 
 

Transaction: An investment by the Bank to ensure the City’s successful refinancing 

of its maturing 5-year bond, either through (i) a bond investment, aimed at 20% but 
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with a scale up to 50%, as the City seeks to extend the tenor from five to ten years or 

(ii) short term loan, in the event market conditions are not conducive to a bond.  The 

increased flexibility built into this approval further demonstrates the Bank’s 

additionality in the wake of the COVID-19 crisis, which is unnerving markets and 

affecting investor confidence and capacity to participate in the refinancing. 

[REDACTED] A successful refinancing will increase confidence in Romania’s capital 

market and the Bucharest Stock Exchange. 

 
Identified triggers Description 

A significant share (at least 30%) of the 

project is for refinancing purposes 

100% of the EBRD use of proceeds will be 

to refinance the five year tranche of the 

City’s 2015 Bond Programme. Given the 

extension of tenor to ten years, where 

investor interest is anticipated to be lower, 

the Bank’s involvement remains additional 

in the event the bond goes ahead. The 

Bank also remains additional even in the 

event it extends a loan given the impact of 

COVID-19 on global and local capital 

markets.  

A subsequent/consecutive transaction with 

the same client/group with the same use of 

proceeds (repeat transaction) 

Bucharest Bond Issue OpID 47374 (2015, 

~ EUR 70 million). 

A similar issue by the client/group or a 

closely related transaction was successfully 

placed in the past two years. 

In 2018, the City successfully refinanced 

its three years maturing bond part of the 

Bond Programme.  The proposed issuance 

would test market demand for longer 

tenors even under normal market 

conditions. The Bank’s involvement 

remains additional as it is expected it send 

a confirming signal to potential investors 

in the issuance. Usual investors that have 

participated in the previous refinancing are 

subject to concentration limits set by ASF.  

In the event market conditions are not 

conducive to a bond and the Bank extends 

a short term loan, the City will have the 

flexibility to return to the market at a later 

stage. 

 

Financial additionality  Description  

Crisis response: EBRD financing effectively 

bridges a financing gap due to adverse 

market conditions.  

The COVID-19 crisis is unprecedented 

resulting in increased volatility in the 

capital markets. Both the City and its 

Arrangers recognised that the virus will 

have a major impact on potential investors’ 

capacity to participate in the refinancing. 

The Bank’s increased flexibility to allow 

scale up or extend a loan is critical, 

otherwise the City is risking to default on 

its bond repayment, which would send a 

negative signal to the Bucharest Stock 

Exchange.  
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EBRD offers a tenor, which is above the 

market average and is necessary to structure 

the project. 

 

 

 

 

The Bank is supporting the issuance of a 

new ten years municipal bond in a market 

where long maturities are not common, 

particularly in such large amounts. The 

longer bonds tenor will provide the City 

with more budget flexibility. In the event 

of a loan, EBRD is stepping and 

supporting a key client during a 

challenging period for the market. 

EBRD investment is needed to close a 

funding gap. At the same time, EBRD does 

not crowd out other sources, such as from 

IFIs, government, commercial banks and/or 

complements them. 

Investors’ demand might be insufficient 

for the longer-term bond, as this is still a 

novelty for Romania’s municipal bond 

market. EBRD’s participation will help 

close any funding gap. Investors that 

participated in the previous refinancing are 

subject to concentration limits for 

Bucharest city set by ASF. In the event a 

bond is not conducive, the Bank will be 

filling a critical funding gap given 

envisaged increased demands on the City’s 

budget in the wake of the COVID-19. If 

proceeding with a loan, the Bank will seek 

to cooperate with other IFIs on a pari 

passu basis.  

EBRD offers local currency financing on 

terms not readily available in the market 

The Project offers financing of RON 555 

million for Bucharest, as an alternative to 

traditional loans, which is not common for 

the municipal bonds market. 

 

 

Non-financial additionality source Description 

Client seeks EBRD expertise on corporate 

governance improvements, including for 

higher financial transparency 

The Bank will support the City to comply 

with regulatory reporting requirements of 

the BSE.  

Client seeks EBRD expertise on higher 

environmental standards, above ‘business as 

usual’ in view of future green priority 

investments, Green Bonds included that will 

serve as lead for other municipalities in 

Romania  

 

 

 

A corrective programme in a form of an n 

Environmental and Social Management 

Plan (“ESMP”) will be developed by the 

City and implemented as part of the 

Project conditionality in line with the Side 

Agreement environmental and social 

requirements. Actions under the ESMP are 

expected to go beyond local requirements 

and in line with EBRD Designated 

Performance Requirements. In addition, 

the Bank has relevant sector and municipal 

knowledge and will support the City to 

prioritise and drive the City’s green 

investments 
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1.4 SOUND BANKING - KEY RISKS 

 

Risks Probability 

/ Effect 

Comments 

Macroeconomic  

context 
Medium/ 

High 

Moody’s credit rating for Romania was last set at Baa3 with 

stable outlook. Fitch’s credit rating for Romania was last 

reported at BBB- with stable outlook, while S&P reaffirmed 

BBB- with negative outlook 3 . The Romanian economy is 

expected to grow by 3.1% on average according to the Bank’s 

base case scenario, although this may decline in the wake of 

COVID-19.  

Sponsor risk Low/ 

Medium 

Bucharest is Romania’s capital and largest city and operates 

within a predictable institutional framework. Fitch last rated 

Bucharest at “BBB-“, with stable outlook, which  reflects the 

City’ continuing sound operating performance, moderate debt 

levels relative to the City's operating balance and current 

revenue, and sound debt ratios. 

Completion/ 

Demand risk 

(Lack of investor 

interest) 

 

Medium/ 

High 

[REDACTED]  The Bank’s participation will increase the 

probability of the placement being successful and will send a 

confirming signal to other investors. In the event the Banks 

extends a loan, it is envisaged that the loan would be refinanced 

when the City returns to the bond market. 

Exit risk  

(Refinancing/ 

repayment/ 

illiquidity risk) 

 

 

Low/High Repayment risk is mitigated by the City’s strong track record of 

successfully managing its cash flows. The City has a 

conservative debt profile and has consistently met its debt service 

obligations. Refinancing/illiquidity risk is mitigated by the 

recognition that the Bank’s anticipated larger investment is in 

response to the current situation. Once market conditions return 

to normal, the Bank can aim to sell down its participation if it 

scale up its bond investment. If a loan is pursued, the City will 

seek to refinance and return to the bond market. 

 

2. MEASURING / MONITORING SUCCESS  

 
Primary Quality: Resilient 

 

Obj. 

No. 

Monitoring 

indicator 
Details Baseline Target Due date 

1.1 Maturity of the 

New Issuance or 

Average Tenor of 

the Portfolio 

New bonds with 10 years 

maturity  

[REDAC

TED] 

[REDAC

TED] 

[REDAC

TED] 

1.2 Volume of new 

capital market 

activity raised 

New RON 555million 

valued bonds (~ EUR 

115 million equivalent) 

[REDAC

TED] 

[REDAC

TED] 

[REDAC

TED] 

1.3 Issuance listed on 

a national or/and 

international 

exchange 

Issuance listed on 

Bucharest Stock 

Exchange with EBRD 

holding 20 per cent or 

less 

[REDAC

TED] 

[REDAC

TED] 

[REDAC

TED] 

                                                 
3 S&P’s negative outlook is linked to changes in Romania’s fiscal regime as explained in Section 5. 
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Secondary Quality: Well-Governed 

 

Obj. 

No. 

Monitoring 

indicator 
Details Baseline Target Due date 

2.1 Corporate 

governance 

improved: 

Commitment to 

Corporate 

Governance 

Corporate governance 

improvement to comply 

with regulatory 

requirements for 

sustainable bond 

placements, including 

Green Bonds 

[REDAC

TED] 

[REDAC

TED] 

[REDAC

TED] 

2.2 Corporate 

governance 

improved: 

Transparency and 

Disclosure 

Higher transparency and 

disclosure to comply 

with regulatory 

requirements of the BSE 

[REDAC

TED] 

[REDAC

TED] 

[REDAC

TED] 

 

Additional Indicators 

 

Obj. 

No. 

Monitoring 

indicator 
Details Baseline Target Due date 

1.1 Clients or 

companies 

benefit from 

improved product 

or terms on 

listing in capital 

markets 

Tenor extension, from 

five to ten years, of RON 

denominated municipal 

bond  

[REDAC

TED] 

[REDAC

TED] 

[REDAC

TED] 
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3. KEY PARTIES 

3.1 BORROWER   

 

The City of Bucharest is the capital and largest city of Romania, with around 1.9 

million inhabitants. It is also the political and economic hub of the country, generating 

over 20 per cent of the country’s GDP, more than twice the national average. The 

unemployment rate is 0.9 per cent, the lowest of the national level.  Almost one third 

of the national taxes are paid by Bucharest's citizens and companies.  

 

Bucharest has a financial performance with a large revenue base of EUR 700 – 800 

million equivalent in every year. The City has stable revenue sources, with growth 

prospects in line with national GDP growth. Based on its capital status, Bucharest is 

less dependent on central government transfers, its revenues largely stemming from 

redistributed VAT, and transfers accounts for a low share of the City's revenue. 

 

In January 2020, Fitch reaffirmed ratings for Bucharest City at “BBB-“, with stable 

outlook. Fitch quotes that the affirmation reflects Bucharest's continuing sound 

operating performance, moderate debt levels relative to the city's operating balance 

and current revenue, and sound debt ratios. Moody’s credit rating for Romania was 

last set at Baa3 with stable outlook. While S&P has changed its outlook of Romania’s 

rating from stable to negative while affirming the country’s long- and short-term 

foreign and local currency sovereign ratings at BBB-/A-3 in December 2019, 

reflecting increasing risk to Romania’s economic and fiscal stability.  

 

The current mayor of Bucharest is Mrs. Gabriela Firea, elected in June 2016. The 

Mayor has a solid, and quite a popular reputation. In 2017, the Government approved 

an updated and ambitious investment plan for the City. To meet the population’s 

needs, the City will continue to invest in infrastructure with a focus on roads. In 2020, 

the budget approved for Bucharest City reveals ~EUR 518 million equivalent priority 

infrastructure projects, of which the highest amount of ~EUR 120 million equivalent 

is allocated to Transport sector, in particular roads infrastructure and ~EUR 75.5 

million equivalent for improvements in district heating, public lighting, and water and 

wastewater infrastructure.   

 

COVID-19 is affecting the global economy by directly affecting production, by 

creating supply chain and market disruption, and by its financial impact on firms and 

financial markets. Countries worldwide that implement measure in relation to 

COVID-19 are expected to experience economic slowdown or downturn.  

 

The Romanian Government’s first set of measures against COVID-19 include closure 

of schools, restaurants, gyms, prohibition of public events and restrictions on road and 

air transportation. In the absence of any State support and depending on the duration 

of the epidemic crisis and the population’s reaction to it, the revenues of Bucharest 

city as provider of essential public services are expected to be severely affected in 

2020. At the time of drafting this document, the Government was prioritizing a first 

set of measures aimed at helping companies and population in sectors directly hit by 

the restrictions imposed by efforts to limit the spread of the virus, such as healthcare, 

transportation, tourism and entertainment. Public budgets have remained unchanged, 

as approved at the beginning of 2020. For the time being, no new measures were 

announced for any municipality in Romania.  
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4. MARKET CONTEXT 

The municipal debt market is regulated by the Ministry of Finance and there are strict 

restrictions in the fiscal code on how much debt a municipality may contract, although 

there is greater flexibility on debt contracted to co-finance EU funded projects. As 

such, in any given year, debt service level cannot exceed 30 per cent of a 

municipality’s own revenues. Moreover, municipalities can only borrow to finance 

investment projects and all debt issues, regardless of currency, must be approved by 

the Inter-ministerial Commission within the Ministry of Finance (“CAIL”). The 

Ministry closely monitors debt levels and compliance with these ratios is checked on a 

quarterly basis. The City is in compliance with this ratio and as of September 2019 

posted a ratio of 9.3%. The Project does not impact the debt service level of the City, 

as it represents a refinancing of its existing bond with a longer tenor. The City has 

already obtained CAIL’s confirmation for the proposed financing. [REDACTED] 

 

The proposed investment in a LCY denominated municipal bond with a longer tenor 

of ten years is expected to help shape a more coherent municipal bond market with a 

liquid issuance of a larger amount. The refinancing of Bucharest five year bonds, 

including in particular a tenor extension to ten years will become a proper benchmark 

for future municipal bonds issuances, for both municipalities and investors. 

 

The Bank has been active in supporting the development of the Romanian bond 

market. The total investment of the Bank in the Romanian bond market amounts to 

around RON 2.5 billion million (approx. EUR 520 million equivalent). The bond 

refinancing to be implemented by Bucharest would add confidence that the RON 

market is now viable to support refinancing for municipalities that are contemplating 

to raise significant amount of LCY denominated debt on long term from the capital 

market.  The size of the refinancing, as well as the longer-term maturity, should also 

promote liquidity in a sector previously characterised by its lack of turnover. Please 

refer to Annex 2 for additional details. 

 

Recent market developments 

The COVID-19 pandemic and its economic consequences present an unprecedented 

challenge. COVID-19 and efforts to contain it have had a major impact on economic 

activity around the globe, owing to factory closures, disruption to supply chains, 

travel restrictions, a sharp drop in commodity prices and loss of consumer and 

business confidence. This represents the greatest disruption to global economic 

activity since the 2008-09 crisis. COVID-19 crisis will continue to affect the vast 

majority of economies worldwide. The overall impact will likely be felt throughout 

2020, beyond initial supply and demand shocks. At present, there is still high 

uncertainty about numbers, lengths and severity of shocks and their macroeconomic 

impact.  

 

The outbreak of the coronavirus has upended financial market forecast for 2020. 

Diverse impact is expected within the bond universe. Credit ratings are generally a 

good barometer of a borrowers’ ability to withstand unexpected financial stress. 

Bucharest City is a good example in that respect. The City has a long history of 

functioning through varying economic cycles, credit cycles and temporary 

disruptions. Latest re-confirmed Fitch rating for the City ‘BBB-‘ / stable is a good 

barometer of Bucharest ability to withstand this crisis. COVID-19 financial stress and 

economic downturn is expected to be a temporary situation with an impact on the 

short term for the City. 
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During this period of major disruption it is vital that Bucharest City, an investment 

grade client of the Bank, has adequate access to funds to repay its maturing bond, 

while it may experience a temporary loss of revenues. The City is the provider of 

essential public services that will be less utilised by the population in the next period, 

such as public transportation, cancellation of public and cultural events. 

 

 

 



PUBLIC 

17 
PUBLIC 

 

5. FINANCIAL / ECONOMIC ANALYSIS 

 

5.1  FINANCIAL PROJECTIONS  

 

[REDACTED] 

 

5.2 SENSITIVITY ANALYSIS 

 

[REDACTED] 

 

5.3 PROJECTED PROFITABILITY FOR THE BANK 

 

[REDACTED] 

 

 

6. OTHER KEY CONSIDERATIONS 

6.1 ENVIRONMENT AND SOCIAL 

 

Categorised B (ESP 2019). Low – Medium risk.  The proceeds of the new bonds 

would be used to refinance the Client’s existing municipal bonds (initially issued in 

2015 under OPID 47374 as a refinancing of an existing Eurobond), and are not 

envisaged to be directed at specific physical assets or any new CAPEX investments. 

Therefore, Environment and Social (“E&S”) due diligence  focussed on assessing the 

risks and impacts associated with the City’s existing E&S management systems, 

practices and compliance record of the existing operations. This has been done 

through review of publicly available documentation and the reporting which the client 

has produced on previous projects. Bucharest City’s corporate Environmental and 

Human Health, Safety and Security (“EHSS”) practices, their internal management 

systems and practices are deemed adequate and generally in line with the PRs. The 

full Prospectus has also been provided for review and did not raise any major 

concerns. The Side Agreement with the City includes specific E&S provisions that 

after subscription the Bank requires that (i) the City will comply with the EBRD 

Performance Requirements, and (ii) any high risk projects or projects categorised “A” 

in line with EBRD’s Environmental & Social Policy 2019 will not be financed 

through this Bond refinancing.  

 

6.2 INTEGRITY    

 

In conjunction with OCCO, updated internal integrity due diligence was undertaken on 

Municipality of Bucharest (the issuer), the Mayor, Deputy-Mayors and key 

management directly involved in the implementation of the Project, as well as on the 

mandated Arrangers (BCR, BRD and Raiffeisen Bank) and their legal counsellor 

(Dentos) engaged for this bond issuance. No negative information was identified on 

the City, its mayor or management.  [REDACTED] 

 

All actions required by applicable EBRD procedures relevant to the prevention of 

money laundering, terrorist financing and other integrity issues have been taken with 

respect to the project and the project files contain the integrity checklists and other 

required documentation which have been properly and accurately completed to 

proceed with the project. 
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ANNEXES TO OPERATION REPORT 

 

ANNEX 1 Transition impact scoring chart 

ANNEX 2 Romanian Bond Market Overview 
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ANNEX 1- TRANSITION IMPACT SCORING CHART 

 

 

Score for primary transition quality  Score for secondary transition quality 

Quality: Resilient  Quality: Well-Governed 

Component: Financial stability  Component: National-level governance 

Quality average score: 65.0  Quality average score: 55.0 

                       ↓           ↓ 

ATQ adjustment 
 

ATQ adjustment 

Country: Romania 
 

Country: Romania 

ATQ adjustment: Financial stability: -
5.0% 

 
ATQ adjustment: National-level 

governance: 0.4% 

Adjusted Quality score: 61.8 
 

Adjusted Quality score: 55.2 

↓                        ↓  

Weighted TI score* 

Base TI score (ATQ-adjusted): 60.1 

↓ 

Adjustment for Country Strategies 

Adjustment: 2.0% – Strategic project alignment 

NA Adjusted score: 61.3 

↓ 

Local currency / Equity uplift** 

0.0%  uplift 

↓ 

Final TI score 

Final TI score: 61 
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ANNEX 2 – ROMANIAN BOND MARKET OVERVIEW 

 

Overview 

 

Capital markets in Romania indicate significant room for growth.  [REDACTED] 

 

Issuers’ profile 

 

A. Bonds listed on the Bucharest Stock Exchange (BSE)  

 

EUR mil

2016 2017 2018 2019 Jan-20

No of outstanding bonds 81 76 77 78 77

Turnover year-to-date 68.87 62.06 34.52 25.2 0.25  
Source: BSE, Monthly Bulletin, January 2020 

 

As of January 2020, 77 bonds were listed on BSE. Turnover continued to be low in 

the secondary market with 107 transactions (FY2019: 2,563) amounting to EUR 0.25 

million (FY19: EUR 25.2 million). 

 

The composition of the bonds listed to BSE as of May 2019 is as follows: 

 

i. Municipal Bonds. The municipal debt market is regulated by the Ministry of 

Finance and there are strict restrictions in the fiscal code on how much debt a 

municipality may contract, although there is greater flexibility on debt contracted 

to co-finance EU funded projects. As such, in any given year, debt service level 

cannot exceed 30 per cent of a municipality’s own revenues. Moreover, 

municipalities can only borrow to finance investment projects and all debt issues, 

regardless of currency, must be approved by the Inter-ministerial Commission 

within the Ministry of Finance. The Ministry closely monitors debt levels and 

compliance with these ratios is checked on a quarterly basis.  

 

[REDACTED] 

 

ii. Sovereign bonds historically represented the main category of BSE listed bonds 

but these have been recently surpassed by corporate bonds. Their share now 

accounts for 40 per cent of the total, represented by 19 issues in total value of 

EUR 2 billion equivalent. Domestic banks remain the main source of demand for 

government bonds, with the value of exposures to the public sector as a 

percentage of total assets (about 22 per cent) ranking among the highest in the EU. 

Sizeable holdings of sovereign bonds by credit institutions ensure a high degree of 

stability for public sector funding and constitute a key source of liquidity for 

banks, as these are highly liquid and eligible for REPOs. 

 

iii. Corporate bonds (including banks’ bonds) (EUR 2.3 billion equivalent or 46 per 

cent of the total) have become the largest segment since 2017 on the back of 

several large EUR-denominated issues by real estate players (NEPI and 

Globalworth) which own large commercial and office portfolios in Romanian 

cities.  [REDACTED] 
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EBRD involvement in bond issues by Romanian entities  

 

In the FI sector, EBRD subscribed to all bank issuances taking place between 2013 

and 2019, except the small issuance of Idea Bank. Take up of senior bonds by private 

investors has improved gradually over the last decade so EBRD’s average 

participation tended to be lower at about 20 – 25 per cent of the total issuance. 

[REDACTED] 

 

Investors’ profile 

 

The main investors on the bonds market in Romania are: 

 

i. Pension Funds are one of the key investors targeted by the new issuers. A total of 

17 private pension funds are active in Romania (7 for Pillar II with EUR 10.2 

billion of assets under management (AUM) and 10 funds for Pillar III with EUR 

0.4 billion of AUM as of December 2018).  

 

The investment policy for pension funds set out an investment limit for corporate 

bonds of 30 per cent of AUM. Concentration limits apply as well: (i) not more than 5 

per cent of AUM in instruments issued by one company, or (ii) not above 10 per cent 

in instruments issued by a group of companies. The current regulation allows 

investing in Romanian bonds either with investment grade or entirely guaranteed by 

the Romanian state, as well as in corporate bonds issued by Romanian companies, 

which cumulatively fulfil the following criteria: (i) have a minimum rating of one 

notch below sovereign; and (ii) none of the ratings assigned by Fitch, S&P or 

Moody’s are lower than BB-, BB- or Ba3. 

 

Pillar II and III pension funds are the main investors expected for Bucharest bond 

refinancing, depending on their available investment funds during subscription period 

and concentration limits set by the Financial Supervisory Authority (“ASF”) as 

previously described.   

 

ii. Insurance companies. In 2018 the insurance market in Romania reported EUR 

2.1 billion gross premiums written, up by 4.5 per cent yoy, and EUR 1.1 billion 

gross claims paid by insurers, up 21 per cent year on year. In 2018, the insurance 

sector witnessed a rise in total assets of 3.2 per cent compared to YE17, yet its 

share in the financial sector’s assets is 4 per cent. 

  

According to regulatory requirements, insurance companies may invest in stocks, 

corporate bonds and other securities issued by the private entities on the regulated 

market up to 50 per cent of their assets but with a limit of 5 per cent in instruments 

issued by one entity. Nevertheless, in order to reduce risk and capital requirements, 

most life insurance companies mainly place their investments in sovereign bonds (as 

of 2018 year end, 76 per cent of their investment portfolio was placed in sovereign 

bonds).  

 

Given regulatory constraints and low risk appetite, insurance companies are not 

expected to invest in Bucharest bond refinancing. 

 

iii. Mutual funds. There are 96 local open investment funds with net assets under 

management of EUR 5.06 billion as of December 2019 (16 per cent lower yoy). 

Fixed income mutual funds account for 75 per cent of total AUM. The market is 

significantly concentrated, with Erste Asset Management and Raiffeisen Asset 
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Management at about 60 per cent of total AUM. The top-4 players are owned by 

the largest banks in Romania and make up 90 per cent of the market. Assets are 

administrated mainly through open-ended funds.  

 

Fixed income mutual funds (20) such as Erste Asset Management, Raiffeisen Asset 

Management, BT Asset Management, Amundi Asset Management, BRD Asset 

Management, Unicredit Asset Management, are among the expected investors for 

Bucharest bond refinancing, depending on their available investment funds, 

concentration limits set by ASF at 10% per issuer and internal capital adequacy 

requirements. 

 

iv. Other investors such as local collective investment companies (SIFs) and other 

small investment funds such as SAI Swiss Capital, Atlas Asset Management are 

not expected to invest in the refinancing of the bond issued by Bucharest, given 

their low risk appetite. 


