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Chisnau, November 30, 2000

Mr. Horst Kéhler
Managing Director
International Monetary Fund
700 19th Street NW
Washington, D.C. 20431

Dear Mr. Kohler:

We are pleasad to convey to you the atached Memorandum of Economic and Financia Policies
(MEFP), describing our economic program for the coming three years and for which we request
your support. In this memorandum, the government of Moldova and the National Bank of
Moldova (NBM) report on the implementation of policies during 2000. Despite a difficult
economic environment and the absence of a program supported by the IMF for most of the yeer,
the government and the NBM continued to work closdy with IMF staff and successfully
implemented policiesin line with saff recommendations. The MEFP describes our objectives
and palicies for the coming three years and, in particular, our stabilization and reform policies

for the first year of our program. In support of our program, we request a three-year arrangement
under the IMF's Poverty Reduction and Growth Facility (PRGF) in an amount equivaent to SDR
110.88 million. We request that the Executive Board of the IMF congder our request for an
arangement under the PRGF after the prior actions specified in paragraph 36 of the attached
MEFP have been implemented.

The government and the NBM are aware that disbursements under the PRGF arrangement are
subject to observance of quarterly performance criteriaand the completion of semi-annud
program reviews, as specified in paragraph 37 of the atached MEFP and in the technical
memorandum of understanding attached to the MEFP. We understand that the phasing of
disbursements for the second and third year and the etablishment of associated conditiondity
will be established in the context of the second and fourth reviews, respectively.

We bdieve that the policies set out in the MEFP are adequate to achieve the objectives of the
program. The Government and the NBM, however, are ready to take any additional measures
gopropriate for this purpose and will consult with the IMF on such matters in accordance with
the palicies of the IMF. The Government and the NBM will provide the IMF with dl the



information needed for the IMF to assess progress in implementing the policies and reaching the
objectives of our program.

In addition to the MEFP, we are pleased to aso send you our Interim Poverty Reduction Strategy
Paper (I-PRSP) that has been prepared by the Government as afirst and important step to
prepare our Poverty Reduction Strategy. We are convinced of the need to make our policies
known to the internationa community and we have areedy published the I-PRSP on the
Government's internet site. We would aso request that the IMF make the MEFP and the I-PRSP
avalable onitsinternet Ste.

Sincerdy yours
15 15
Petru Lucinschi Dumitru Braghis
Presdent Prime Miniser
Republic of Moldova Republic of Maldova
15
Leonid Tdmaci
Governor

Nationa Bank of Moldova
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REPUBLIC OF MOLDOVA

M emor andum of Economic and Financial Policies
of the Government and National Bank of M oldova

|. Introduction

1. Economic performance thusfar in 2000 has been redatively good. Financid policies have
been gppropriately tight and there has been important progress in the area of structura reform,
notably with the wineries, the energy sector, and land privetization. Inflation hasbeenona
downward trend, and we expect it to be haved in 2000 (to around 21 percent). The current
acoount deficit, however, islikely to increase in 2000, largely on account of higher imports.
Notwithgtanding the lack of externd financing through most of this period and the Sgnificant
externa debt payments, gross reserves remained virtudly unchanged, hovering around 2 %2
months of imports of goods and services. The exchange rate has dso remained broadly steble.
Despite good palicy implementation, real GDP (which fell by 4 percent in 1999) is expected to
remain a the previous year's level; output in agriculture is expected to drop on account of
adverse weether conditions, while production in industry, trangport, and congtruction is picking-
up.

2. The government reduced the fiscal deficit (on a commitment basis) by about 6

per centage points of GDP in 1999, to 2.6 per cent 2 The budget remained tight in the first three
quarters of 2000, with a commitment deficit of 0.4 percent of GDP (on an annud bass). On a
cash bag's, the deficit was reduced from about 3 1/2 percent of GDPin 1998 to 1.2 percent of
GDP in the firg three quarters of 2000 (on an annud basis), with domestic budgetary arrears
(induding wages and pensons) faling by Md 147 million (or 13 percent of the stock a end-
1999). Revenues have been dightly higher than budgeted, partly because of improved tax
collection. Netting operations of the consolidated budget have been reduced and VAT
exemptions to the agricultura sector were diminated in the 2000 budget. A surcharge of
US$4/1000 cubic meters on gas consumption has aso been introduced in the 2000 budget in
combingtion with the issuance of bonds for arrears to our main gas supplier. Importantly, wide-
ranging, non-targeted energy privileges were diminated in the 2000 budget and replaced by a
better targeted scheme with the introduction of the Law on Nominal Compensation that limits
energy privilegesto 9 categories.

3. Monetary policy wastightened in 2000, with reserve money growing by 8 percent in the
fira haf of 2000. Money growth accderated, however, in the third quarter, reflecting srong
inflows of foregn exchange, including from workers remittances, and an increase in the demand
for lel. After some pressure on the exchangerate in late 1999, largely associated with political
uncertainties, the exchange rate of the leu sabilized in early 2000, while the strong inflows in the
summer months, aided by the increase in minimum capitd requirements for banks, caused the
leu to appreciae vis-avisthe U.S. dollar. These events alowed the Nationad Bank of Moldova
(NBM) to purchase foreign exchange; gross internationa reserves increased to US$189 miillion
a end-September (program definition), up from US$181 million a end-1999. Meanwhile, the
NBM has been increasing its use of open market operations (both with repos and outright sales
and purchases of treasury hills) to manage bank liquidity, returning to the Situation prevailing
before the Russan crids: the remuneration of reserve requirements was raised to 100 percent of
the NBM's base rate; the level of required reserves was reduced from 15 percent to 13 percent,
with required reserves now being held in banks correspondent accounts (with reserve averaging
permitted) ingtead of on separate blocked accounts; and the liquid asset ratio requiring banks to
invest 5 percent of their assetsin treasury bills was diminated. The NBM continued to



implement its policy amed a banking sector consolidation through a gep-wise incressein the
minimum capita requirements.

4. Progressin structural reforms, which had been uneven in the year sbefore, markedly
improved in 2000. In the energy sector, three eectricity distribution companieswere sold to a
drategic investor, and the sale of two additiond digtribution companies and the power generdtion
companies is underway. In agriculture, progress continued to be made in liquidating Sate farms
and in digributing land to individua farmers. Bankruptcy or restructuring procedures have been
initiated againg 57 firms with arrears to the state and socia fund budgets (including on credits
from the Minigry of Finance) exceeding Mdl 1 million. Moreover, in October, Parliament
goproved alaw dlowing for the privatization of five wineries and Six tobacco companies through
an open tender process. A firgt important step was dso made in strengthening the legal
framework with the first reading in parliament of a market-oriented civil code.

1998 1999 2000 2001
Actua Actud Edimate  Projection

GDP growth (in percent) -6.5 -4.4 0.0 50
Inflation (eop, in percent) 18.2 438 21.0 10.0
End-period gross officid

Resarves (in millions of daollars) 140 181 207 257
End-period gross officid

Resarves (in months of imports) 14 29 2.7 31
Externd current account balance

(in percent of GDP) -16.7 -2.6 -7.9 -6.8
Generd government baance

(in percent of GDP; commitment basis) -8.6 -2.6 -15 -15

[1. The Objectives for 2001-2003

5. Over the next three years, the government will continue to implement policies based on
the obj ective of high and sustainable economic growth which isan important prerequiste
for poverty reduction. We are avare that to achieve this objective we have to preserve
macroeconomic sability, degpen the process of structura reforms, improve governance, and
srengthen efforts to atract foreign investment. The remainder of this memorandum details the
meacroeconomic and sructurd policiesfor the period ahead. We bdlieve that these policies will

be sufficient to achieve the program objectives listed below, but will take additiona measures

and seek new undergtandings with the IMF should the program dverge from its specified targets.

6. The government considersthat the poverty reduction goal can be achieved only in the
context of financial stability accompanied by high and sustainable growth. The medium-
term objectives are: annua growth rates of 5 percent or even higher (which requires an incresse
in norkgovernment investment); alowering of the public debt burden (including domestic
expenditure arrears) to around 70 percent of GDP in 2003 from 92 percent of GDPin 2000
(induding areduction in the stock of externd public and publicly guaranteed debot from 75

percent of GDP in 2000 to around 60 percent of GDP in 2003); a further reduction in the annud
inflation rate to about 10 percent (end of period); and containing the externa current account
deficit to around 6 percent of GDP.



7. To achieve the medium-term objectives, the government will continue to implement a prudent
fisca palicy. In paticular, it will be important to am at aprimary budget surplus of & least 2
percent of GDP over the medium-term to reduce the debt burden and avoid crowding-out private
invesments. Thisimplies an overdl fiscal deficit of lessthan 2 percent of GDP. At the same
time, the budget dlocation for the socia sectors will be consstent with the poverty reduction
drategy. The government will aso give afurther impetus to the sructurd reform programs
through more vigorous efforts to strengthen the legd framework, restructure/liquidate firms with
large debit to the budget, complete the privatization program (including wineries, energy and
telecommunication companies), srengthen the market for agriculturd land, achieve additiond
public adminigration reform and further deregulation. We will dso be working dosdy with the
World Bank in these areas in order to atain our growth objectives.

8. To better focusour policiestoward poverty alleviation, we are preparing a
comprehensive poverty reduction strategy, which will beincorporated in a Poverty
Reduction Strategy Paper (PRSP) to be approved by the gover nment by early 2002. This
drategy will build upon the work dready donein this area--undertaken in the context of policies
developed with the assistance from the World Bank, UNDP, and other internationd

organizations and bilaterd donors. To strengthen the effectiveness and public support of our
poverty-dleviaing policies, we will organize a broad consultative process thet will indude
representatives of civil society groups, local communities, and foreign donors.

9. The geps for arriving a a full-fledged PRSP are described in our interim PRSP, approved by
the government in November 2000. This document describes Moldovas poverty profile, reviews
policies implemented over the past few years to strengthen the economy and reduce poverty, sets
out the medium-term economic scenario on which the program is based, and indicates the key
eements of apoverty reduction srategy. The interim paper dso specifies the inditutiond
framework and consultative process that will be used to prepare the srategy, the poverty
reduction targets, and atimetable for its preparation. A matrix of objectives and measures that
the government intends to implement in the next three years has dso been prepared.

[11. The Program for 2001
A. Objectives

10. M acr oeconomic policies for 2001 will aim at supporting a turnaround in GDP aswdl as
reducing inflation and maintaining a prudent level of official reserves, To achievethe
growth target of about 5 percent, we intend to proceed rgpidly with structurd reforms, improve
governance, and implement the privatization process as described below. While there are
downsde risks for the targeted growth rate in 2001, the implementation of structurd reforms,
induding the privatization program, a pogt privaization plan for agriculture, the initition of

public adminigration reform, and a strengthening of the legd framework, aswell asan
improvement in the externd environment, are expected to contribute to the turnaround in GDPin
2001. Inflation is targeted to further decline to about 10 percent (end of year bags) in line with
the tight financia policies. Externa reserves are expected to increase to over 3 months of
imports of goods and nonfactor services.

B. Fiscal policy
11. The 2001 budget, passed by parliament by early December (prior action), aims at

gabilizing Moldova'stotal stock of public and publicly guaranteed debt at around 74
per cent of GDP through achieving a Szeable primary surplus of 4 percent of GDP. The



overd| cash deficit for the consolidated government is budgeted at Mdl 400 million (1.9 percent
of GDP) with domestic budgetary arrears (including wages and pensions) budgeted to further
dedline by Mdl 100 million, resulting in an expected deficit on a commitment bass of Mdl 300
million (1.5 percent of GDP). The deficit target shows our commitment to fiscal prudence and
our determination to further strengthen public finances and reduce the debot burden. The budget
features measures to increase tax revenues to 22 percent of GDP. Expenditures will decline
dightly as a share of GDP despite the large interest payments and the further reduction of
domestic expenditure arrears. At the same time, the shar e of expenditure on education and
health careisbudgeted to increase. Asaresult of our ambitious, large-scae privatization
program, involving the energy, and tdecommunication sectors, we expect Szegble, but as yet
unquantifiable, proceeds to be available to the budget. Accordingly, the budget assumes for a
low amount of privatization proceeds. All privetization proceeds will be alocated to the budget
and any privatization proceeds received during the year in addition to the amountsincluded in
the 2001 budget will be usad to reduce domestic budgetary expenditure arrears (including on
wages and pensions) and public externd and domestic debt, including credit to the government
from the NBM, or reserved for debt service in later years, in proportions to be determined in
consultation with Fund gtaff.

12. Despite the recent improvementsin tax performance, we are awar e that further
progressisrequired to meet the ambitious revenue target for 2001. Accordingly, netting-out
operations will be reduced to 3 percent of total revenues of the combined state and locdl
governments, down from 5 percent in 2000 and 10 percent in 1999 (excet for thoseinvolving
debt clearing operations with the Socid Fund). Moreover, we will ress dl cdlsfor new lawsto
provide for tax exemptions, holidays, amnesties, or deferrals of any kind. Asregards the Free
Economic Zones (FEZs), we will draft anew law with technica assstance from the Fund that
will redtrict the zones to export-oriented production and trans-shipment. The intention will beto
grictly limit privileges and, ultimately, to phase out the FEZs We will submit such adraft,
together with other necessary legidative changes, to parliament by end-February, 2001
(structura benchmark). We will dso andlyze the gppropriateness of a presumptive tax on smal
enterprises to draw new private busnessinto the tax net, with aview to introducing a
presumptive tax in 2003. As regards persona income taxation, while the monthly exemption
threshold will be maintained at Mdl 210, the taxable income brackets will be raisad in line with
inflation. A 10 percent tax will be levied on annud income up toMdl 12,180, a 15 percent tax
will be levied on annua income between Md 12,180 and Mdl 16,200, and a 28 percent tax will
be levied on annud income greater than Mdl 16,200. Corporate income tax rates are budgeted to
reman unchanged in 2001. An excise of Md 1200 per MT will continue to be levied on gasoline
imports and an excise of Mdl 500 per MT will be levied on diesdl imports. Excises on acohol
will be adjusted annudly in line with inflation. Excise rates on tobacco products, which are low
by internetiona standards, will be increased gradudly up to the levels prevailing in other
trangtion countries with comparable economic conditions. Cigarette excise samps will be
required as of April 1, 2001. The excise tax on exported non-fermented tobacco has been
eiminated in the 2001 budget. To avoid the corroson of nonHtax revenues such as user charges
and fees by inflation, a number of those that generate the most revenues will be raised in nomind
terms (induding fees on patents, land improvement, licenses and fines gpplied by the State Tax
Inspectorate). Measures will aso be taken to tax enterprises that are currently outside the tax net.
We intend to discuss our tax policy during the mid-term review to assess the possibility of
lowering tax and excise ratesif the fiscd postion permits.

13. In the area of tax administration, the following measures will be implemented:



With the assstance of USAID, we have been working on introducing amodern tax
adminidration sysem that conformsto best internationa practices and should significantly
improve tax compliance. Parliament has dready gpproved Title 4 (excise chapter) and Title 6
(locd property tax chapter). By end March 2001, we expect it to gpprove Title 5 (tax
adminigtration chapter), astructurd benchmark, and, by end-2001, we expect it to goprove the
chapter on local taxes and fees aswell as the law on valuation of red etate property and the
property vauation method.

The large taxpayer unit (LTU) will be reorganized in order to make it afull fledged unit in line
with technical assstance advise provided by the IMF. A pilot project on the LTU has been
esablished in the Chisnau municipdity as afirs sep towards the implementation of afully-
fledged LTU for dl regions (prior action). A decree for this purpose was issued on July 24, 2000
and the pilot LTU became operationd on December 1, 2000.

We will develop a comprehendve collection enforcement program and areporting system for the
State Tax Ingpectorate (STI) to monitor the collection of arears at dl levels of the tax
adminigration. We will so develop an audit srategy for the STI that includes improved
coverage of taxpayers, automation and audit selection techniques, aswell as more
comprehengve audit methods.

We will amend the tax code to incorporate dl VAT measuresthat arein force and avoid annud
VAT legidation changes through the budget laws and we will increase the VAT regidration
threshold to Mdl 100,000 in 2002 in order to reduce the number of samdl tax payers and improve
the adminidration of VAT.

14. We will dso improve customs administration. In this regard,

anew customs code was gpproved by parliament which was deve oped with the
assstance of the EU and US Customs Service. The new code, based on EU standards,
will provide the basis for improved revenue collection, better service to the trading
sector, and more effective enforcement; and

a pre-shipment ingpection (PSl) program, in line with Fund technical assstance
recommendetions, is being implemented, while resources are being redeployed to
vulnerable areas that were not strengthened by the PSI.

15. As regards expenditur es, public sector slaries, which had been kept unchanged in nomina
terms from 1995 through 1999, are budgeted to increase by Mdl 83 million in 2001 (after
increasing by 30 percent in 2000) as aresult of the increase in the minimum wage to Mdl 100 per
month, from Mdl 65 in 2000. This has been made possble in part by the large cutsin public
sector employment which fdl from 309,000 in 1999 to nearly 285,000 in 2000. Further
reorganization of the public adminidration is expected in 2001 and beyond in line with the

World Bank's Public Sector Reform project. We will refrain from securitizing the outstanding
stock of wage and penson arrears.

16. Spending on health and education is budgeted to increase in red termsin 2001. But, & the
same time, we recognize the need to streamline and rationdize expenditure on socid outlays. In
education, the key measures indude raising the sudent-teacher ratio closer to internationd

norms, reducing the teaching week to five daysin schools and other educationd inditutions,
reducing the number of non-teaching staff, and introducing partia user chargesfor medsand
accommodation. Expenditure on heelth are dso being rationdized, without aloss of essentid



savices, by diminating underutilized hospital beds, improving the ca culaion method for
adlocating budget funds, improving medica services to provide a minimum standard of basic
sarvices, and continuing the partid hiring freeze. This much needed rationdization of education
and hedlth follows recommendations made by a Fund technica assstance mission in mid-1998
aswdl as efforts under the World Bank Public Sector Reform project and Education and Hedth
Reform projects.

17. Toimprove the effectiveness of public spending, we remain committed to limiting
subsidiesin the budget. Direct subsidies to the agricultural sector in 2001 will be limited to the
gpending amount alocated in the 2000 budget for the Agriculturd Support Fund (ASF). Funds
available within the spending limit will be targeted to rurd entrepreneurs and farmers through a
matching grant credit fund developed in agreement with the World Bank. In addition, we have
aready taken measures to better target energy compensations. In 2000, parliament and the
presdent passed legidation diminating various privileges and introducing targeted benefits that
will cost Mdl 225 million in 2001. For the current winter season, if grant funds become

avallable, resources additiond to those committed by the Law on Nomind Compensations will

be alocated for hegting compensations to a new category of pensoners. those whose pensons
do not exceed Mdl 150 per month. Any remaining funds will be used to increase the discount, for
the current heating season, for the categories aready covered under the Law on Nomind
Compensations.

18. We recognize that the structura imbalances of the payments made through the Social Fund
remain large, and further work is needed to improve the efficiency of its operations. We are
working with the World Bank to rationdlize targeting of socid spending (induding on socid
assistance expenditure) and to design adequate socid safety net measures. The adminidrative
costs of the Nationd Insurance House will aso be reduced and there will be no increase in socid
security contributions (employer or employee) in 2001. The minimum contribution rate gpplied

in the case of the saf-employed and farmers will beincreased in red termswhile mantaining
the exiging system based on plot Sze for the latter. In the event of sgnificantly higher-than-
expected revenue collection from the Socid Fund become avallable, we will decide, in
consultation with Fund taff, on its alocation for socid purposes.

19. The Laws on Public and Private Pensons are being actively implemented with aview to
grengthening the financid pogition of the Socia Fund and improving the actuaria baance of the
Nationd Penson Fund. We are continuing to work with the World Bank to implement these
changes and to improve the targeting and efficiency of socid protection services under the Socid
Protection Management and the Public Sector Reform Credits. Since 1997, dl cash collection
operations of the Socid Fund have been undertaken by the State Tax Inspectorate of the Ministry
of Finance. This has materidly improved compliance and cash revenue performance. As of the
adoption of the 2001 budget, in-kind payments to the Socid Fund are accepted only for
clearance of higtoric debts incurred before January 1, 2000, up to a maximum of 50 percent.
These in-kind receipts will be sold a market prices. The Socid Fund will not accept red edtate
asin-kind collection in 2001 for the purpose of debt settlement, except in connection with the
restructuring of agricultura enterprises until end-June 2001 in accordance with the Law on
Bankruptcy; in-kind collections will be redtricted to agricultura products, foodstuffs, and
commund sarvices. We are a'so cognizant of the need to improve trangparency in Socid Fund
operations To thisend, monthly cash flow reports will be issued in 2001 and the Socid Fund

will explicitly indude the arrears of the State budget.

20. We are dso continuing our program to impr ove the management of public finances, All
exiging extra-budgetary funds will be consolidated for presentationa purposes for Fund use



beginning in 2001 and we will study further possible ways to improve fiscd trangparency and to
provide a comprehensive assessment of fiscal policy. In 2000, we extended the coverage of the
treasury system to local government revenues. In 2001, we will extend the tressury sysemto
cover dl local government spending as well, starting with 2 regions by end-March 2001 and &l
remaining regions by end-July 2001 (structurd benchmark). Also in 2001, to improve the
forecasting of cash flows and operationd cash management and with technica assstance from
the World Bank, we will establish a Cash Management Unit in the Treasury. Furthermore, we
will continue to strengthen public expenditure management and control with technica assstance
from the World Bank by registering al expenditure commitments (induding contracts for the
supply of goods and services) and by establishing cash spending cellings for the spending units.
These callings will be reviewed and adjusted as necessary.

21. The Adminigrative and Territorid Reform Law has been implemented. The number of locd
adminigrations have been reduced from 38 to 12 and the number of public sector employees has
been cut by dmogt 10,000. Savings are dso being utilized in non-wage expenditures as the new
dructures are progressively being put in place. We remain firmly committed to refrain from
directing credits through the NBM or commercia banks, or ingtruct banks to extend credits on
non-commercid terms, indluding to local adminigtrations and the Socid Fund. The STI
management of debtors has dso been strengthened and we are implementing a strategy to
recover funds from defaulters on government guarantees and firms with large arrears to the state
through bankruptcy and restructuring procedures (see below).

C. Monetary Policies and financial sector reforms

22. Monetary policy of the NBM will continueto be directed at achieving low inflation.
Monetary palicy will be amed a limiting inflation to about 20 percent in 2000 (year-end) and a
further reduction in inflation to 10 percent by end-2001. Within the context of afloating

exchange rate regime, the NBM has adopted reserve money asits intermediate policy target for
the conduct of monetary policy. The NBM's monetary program ams at limiting reserve money
growth to 31 percent in 2000 and to 17 percent in 2001. The monetary program furthermore ams
a mantaining aleve of grossinternationd reserves equivaent to over 22 months of imports by
end-2000 and to increase resarves to over 3 months of import coverage by end-2001. The
program for 2001 envisages amodest increase in (net) centra bank credit to the government by
Md 50 million, and is condstent with an increasein redl credit to the economy.

23. The NBM will further increaseitsuse of market based instrumentsin the conduct of
monetary policy. The NBM intends to gradually reduce reserve requirements if and when price
and monetary developments permit, in dose consultation with Fund gaff. The NBM dso intends
to conduct amore active interest rate policy to sgnd its palicy intentions. In this context, the
Lombeard facility will be adjusted to provide very-short-term credit only, with rates at a
aufficiently high pendty level. To facilitate a greater use of open market operationsin treasury
bills, the stock of central bank credits to the government that has not yet been converted into
treasury billswill be steedily converted. In 2001, an additiond Mdl 39.3 million of government
creditswill be converted into treasury bills. The NBM will continue to refrain from extending
direct or directed credits to enterprises.

24. The government is awar e of the danger of decapitalizing the NBM through excessive
profit transfers and the 2001 Budget Law provides for the continuation of an ex-post profit
transfer mechaniam. In particular, interim profit transfers will be made a most once per quarter
and will be based on a consarvative caculation of redized net profits of the NBM. Thus,

quarterly profit transfers for the first three quarters of ayear will be limited to 90 percent of net



redlized profits, thet is, after deduction of operationd expenses, reserve fund and loan
provisoning and unredlized |osses due to movements in exchange rates and prices of securities.
The profit trandfer for the fourth quarter will be limited to 50 percent of redized net profits, and
afind profit trandfer for the year will be made only after the completion of an externd audit of
the NBM's books and in accordance with the NBM law. Externd audits by a reputeble
internationa accounting firm will continue to be conducted annudly.

25. The NBM will continue to support the consolidation of the banking system, whichis
expected as consequence of the further increase in the minima capita requirement effective
December 31, 2000. The NBM will dso continue to strengthen banking supervison and
enforcement of prudentid regulaions, including remova of management, bark license
withdrawas, and the encouragement of mergers of banks not in compliance with minimum
capitd requirements. In this regard, we have revoked the license of 8 insolvent banks snce 1996.
The commercid bank(s) that will dedl with dl treasury operations of the gate (incdluding local
governments) will continue to be chosen in a competitive, trangparent way and in accordance
with the law on the Nationd Bank of Moldova

26. The stuation at the Savings Bank is under careful continuous review following the
government's take-over of the bank and the ingtdlation of new management in March 1999. The
rehabilitation plan is being actively implemented and the bank has achieved a positive net worth.
It is expected that the bank can be largdly recapitaized by afurther recovery of assets and
effidency gainsin 2001 without any government capita injections. The government will prepare
aplan for the privatization of the Savings Bank.

27. While a properly financed and structured deposit insur ance scheme can build confidence in
the banking system, we believe that the present environment is not conducive to the introduction
of deposit insurance and we will not introduce such a scheme in the near future until a sufficient
degree of bank consolidation in the sector and higher capitdization has been achieved, and after
consulting with Fund gaff.

D. Structural reformsand privatization

28. The gtructural reform agenda under the program will focus on measuresthat will
contribute to the restoration of growth, an important prerequisitefor poverty alleviation,
In addition to public sector, agriculture, and energy sector reforms that will be implemented with
the assstance of the World Bank under its prospective lending operations (PPSAC and PSRC),
our structurd reform agendain the context of the PRGF supported program will focus on the
following:

29. Privatization program. The privatization hill on five wineries and the tobacco sector was
goproved by Parliament in October 2000 (prior action). In the coming period, and according to a
drategy to be agreed to with the World Bank, we will prepare the privatization of these wineries
and tobacco companies. We expect to be able to announce a sdles tender for a least two wineries
by May 1, 2001. We a0 plan to proceed with the privatization of M oldtelecom, in conaultation
with the World Bank. In this regard, Parliament has dready gpproved an independent regulatory
agency for the telecommunication sector, gopointed a board of directors and physcaly
edtablished the agency. Moldtelecom has not contracted any externd debt snce May 1999 and
will not be permitted to contract debt pending its privatization, except for making necessary pre-
privatization invesmentsin agreement with the World Bank. We will launch atender for
sdecting afinancd advisor for the privatization of Moldtelecom by February 1, 2001 (Structurd
benchmark).



30. Bankruptcy/r eor ganization procedur es againgt 24 loss-making firms with arrears to the
Sate and/or Socid Fund budgets exceeding Mdl 3 million have dreedy been initiated (prior
action) (Table 2). Creditors have filed lega proceedings againg these companies. We intend to
put increased pressure on these and other enterprises undergoing reorganizetion through the
creditor council's authority under the Law on Bankruptcy. However, the Law on Bankruptcy will
need to be amended to accderate the reorganization/liquidation process. We will submit an
amended law to parliament by February 15, 2001 (dructural benchmark) and expect its approvd
by May 1, 2001. This should contribute to financid discipline (i.e,, through a demondration
effect), areduction of tax arrears, and the promation of efficiency and growth.

31. Strengthening legal and regulatory framework. We are continuing our efforts to establish
afirm legd framework for amarket economy, akey component to providing a business friendly
environment and to improving transparency and good governance. In this regard, the first
reading of the civil code--which isindispensable to regulate contractud relations--was approved
by parliament in October; we expect the civil code to be approved by end-June 2001. We
recognize that the liquidation of insolvent banks, after their license has been revoked, has placed
aheavy burden on the NBM, absorbing alarge number of staff and hampering the supervison of
other banks. The NBM will submit by end-March 2001 amendments to the Law on Financid
Indtitutions and other related laws to parliament to trandgfer the respongbility for gppointing bank
liquidators and monitoring progress of the liquidation process to the courts (dructura

benchmark). Moreover, the government will dso submit an amended law on collaterd and to
parliament by end-March 2001, to alow for an easer enforcement of property rights and
contractud obligations. In the area of improving governance and trangparency, we intend to
submit, with assstance from the Fund, adraft law on finandid disclosure to parliament by end-
June 2001 (structurd benchmark), requiring regular reporting by senior eected and appointed
government officds.

32. Moldovais an agricultura economy which exports much of its output unprocessed. In order
to generate an increased leve of exports, we think it isimportant to reduce the shadow economy,
improve the business environment, and take dl possble measures to foster foreign and domestic
invesment in agriculture and, in particular, agro-processng. Accordingly, we will work with the
World Bank to reduce barriers to economic activity, and to identify technica assstance for the
development of a srategy for foreign direct investment and export promation.

E. External sector issues

33. Given Moldovas vulnerability to externd shocks, we recognize thet it isin the country's best
interest to maintain a floating exchange rate regime. Interventions by the NBM in the foreign
exchange market will continue to be limited to smoothing out short-term fluctuations and to
meseting reserve targets. In addition, we will continue our liberal and transparent trade and
exchange policies and maintain areatively low leve of tariff protection. In this context, we have
eliminated the ban on the export of cereds that had been prompted by the drought earlier this
year (prior action). We hope to complete the negotiations on WTO accessons in the coming
months. Furthermore, we will not impaose or intensify any exchange restrictions, introduce any
multiple currency practices, or conclude any bilatera payment agreements that are inconsstent
with Artidle V111 of the Fund's Articles of Agreement, or introduce or intensfy any import
restrictions for balance of payment purposes. In this regard, we will refrain from raisng the
average import tariff from the 1999 leve and from introducing an import surcharge, and we will
mantain the maximum import tariff rate at 15 percent (ructurd benchmark).



34. Moldovas externd debt has risen sharply since the sart of the trangition process and debt
service obligations have been very high in recent years and will remain so in the period aheed.
Moldova hes gone a grest length, however, to reman current on its obligations (athough there
have been afew ingtances of (temporary) payment arrears) and to regularize our relaions with
our creditors, and we will continue to do 0. In addition, we will continue to work with our
creditors on the possihilities for rescheduling of our debits. In this context, we have requested the
assgtance of the Dutch government to organize, in cooperation with the World Bank, a
Conaultative Group meeting to be held in early 2001, to mohilize additiona donor support. To
prevent afurther increase in our debt burden, the government and the NBM will refrain from
contracting non-concessond debt and dso refrain from issuing guarantees on non-concessond
termsfor commercid ventures, whether state-owned or private.

35. Privatization of the energy sector has resulted in alarge stock of unresolved (externa) debts,
some of which may ultimately need to be assumed by the Republic of Moldova We intend to
address this problem in a systematic manner, using market-based mechaniams, and taking into
account comparability of treetment principles. The energy debts will be audited by areputable
international accounting firm. To this end, we are requesting technical assstance from the Fund
and the World Bank to help us define the problem and develop astrategy to solveit. Inthe
meantime, the government and the NBM will not take upon themselves any debts of
Moldovagas, Moldtrandectro, or any other commercid venture, whether sate-owned or private.

F. Prior Actions

36. As noted above, we will take the following prior actions before the IMF Executive Board
consders our request for an arrangement under the PRGF:

?? A budget for 2001 will be adopted thet is consstent with IMF recommendations.

?? The draft chapters of the new Tax Code on excises and local property taxes will be
promulgated into law.

7?2 Wewill establish apilot project for afull-fledged Large Taxpayer Unit for the Chisnau

region.

We will diminate regtrictions on grain exports.

Legidation will be adopted that dlows the effective privatization of five Srategic

wineries through an open tender process.

7?2 Wewill initiate bankruptcy or reorganization procedures agand at least 24 enterprises

with arrears to the budget of more than Md 3 million.

NN

G. Program monitoring and reporting requirements

37. Program monitoring will be carried out on the basis of quarterly quantitative performance
criteriaand sructura benchmarks established for the period October 1, 2000-September 30,
2001, with sami-annud reviews based on performance as of end-March 2001 and end-September
2001. Quantitative performance criteria have been set for December 31, 2000 and March 31,
2001 and indicative targets for the remainder of the fird year program; performance criteriafor
the remainder of the first year program will be set in the context of thefird review. The
quantitative performance criteriainclude (i) afloor on the net internationd reserves (NIR) of the
NBM; (ii) aceiling on reserve money of the NBM; (iii) acelling on net credit to the generd
government from the NBM; (iv) a celling on the contracting or guarantesing by the government,
the NBM or any other agency acting on behdf of the government of new non-concessond
medium- and long-term externa debot with origind maturities longer than 1 year, with asub-
ceiling on the contracting or guarantesing of new non-concessiond externd debt in the maturity



range of 1-5 years; (v) aceling on the net disbursement of short-term externd public and
publicly guaranteed debt, with the exception of norma import-reated credits; (vi) aceling on
the cash dficit of the generad government; and (vii) acalling on the sock of overdl domestic
expenditure arrears of the generd government. In addition, there is so a continuous
performance criterion on the non-accumulation of external payment arrears by the government
and the NBM. Indicative targets have been set for: (i) the net domestic assats of the NBM; (i)
grossinternationa reserves of the NBM; and (jii) generd government arrears on wages and
pensons. Detals on the leves, definition, monitoring (and adjugtors) of quantitative
performance criteria and indicative targets are st in the Technica Memorandum of
Undergtanding (attachment | to this Memorandum). The structura benchmarks under the
program are summarized in Table 1. All datanecessary for the effective monitoring of the
program will be reported in atimely manner to the Fund by the Ministry of Finance and the
NBM.
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Table 1. Structural Benchmarks
Continuous

? Refrain from raising the unweighted average import tariff from its 1999 level, and do not
increase the maximum tariff rate from its current level of 15 percent.

End-February 2001

? Launch atender for sdlecting afinancia advisor for the privatization of Moldtelecom
(February 1, 2001).

? Submit to parliament an amendment to the Law on Bankruptcy that would endble an
acceleration of the bankruptcy and restructuring process (February 15, 2001).

? Submit to parliament legidation that will restrict free economic zones (FEZS) to export-
oriented production and transshipment, limit privileges and establishes atime-frame for the
eimination of FEZs.

End-March 2001



? Approva by parliament of the draft chapter of the new Tax Code on tax administration.
? Extend Treasury operationsto include al local government transactionsiin at least two
regions.

? Submit to parliament an amendment to the Law on Finandid Indtitutions, shifting
respongibility for the liquidation of banks from the NBM to the courts.

End-June 2001

? Submit to parliament adraft Law on Financid Disclosure, requiring regular reporting by
senior eected and gppointed officias.

End-July 2001

? Extend Treasury operationsto indude al loca government transactionsin al regions.



Table 2. Enterprises subject to bankruptcy/reor ganization procedures

INo. | |. Name of the economic agent
1 |SA "Apomd’, Edine

2 |S A."Combinatul de came din Floreti"

3. |S A. "Fabricade urt din Froreti"

4. |S A."Alimentarma!’, Chiinu

5. |S A."Serele Moldove"

6. |S A."Livada, Chiinu, sr. Voluntarilor, 15

\7. ]S A. "Agroprepar”, Chiinu

8. |S A."Combinatul de vinificaie Cojund!

9. |S A."Caind", Briceni

110. |S A."Micron", Chisinu

\]_’L ]S A. "Agrotehnica-Invest”, Chiinu

112, |S. A. "Combinatul de producere din Lipcani, or. Lipcani
\13. \S A. "Fabricade conserve, Spad’

\14. \S A. "Fabrica de conserve, Nisporeni”

115, |S. A. "Fabricade zahr din Ghindeti”, jud. Soroca or. Ghindeti
16. |S. A. "Cdrede-Cupdni”, Edine

17. |S A."Mezon", Chiiru

18. |S A."Perfuzon”, Chiinu

19. |S A."Med", Chiinu

20 |S A."Sgmd', Chiinu

21 |S A."Crigta-Flor", Floreti

2. |S A."Mélisa", Drochia

23 |SA."CIPS', Bli

24. |S. A."Ambag-Polimer, jud. Sorocaor. Drochia, r.
Lermtov, 8

\Souroe: Minigtry of Finance




REPUBLIC OF MOLDOVA

Technical Memorandum of Under standing

Table 1. Floorson the Stock of Net Inter national Reserves (NIR) and
Gross Reservesin Convertible Currencies of the NBM

(In millions of U.S. dallars)

Minimum Levds

Pogtion on Net internationd reserves Grossinternationa reserves
(performance criterion) (indicative target)

September 30, 2000 44 189

December 31, 2000 52 206

March 31, 2001 67 229

June 30, 2001 (indicetive) 59 229

September 30, 2001 (indicetive) 83 262

Definitions and adjustors

Net international reserves of the NBM in convertible currencies are defined as gross reserves
minus reserve ligbilities in convertible currencies. For program monitoring purposes, grass
resarves of the NBM are defined as monetary gold, holdings of SDRs, reserve pogtion in the
Fund, and holdings of foreign exchange in convertible currencies that are reedily available,
induding holdings of securities denominated in convertible currencies issues by governments or
central banks of OECD member states. Excluded from reserve assets are capita subscriptionsto
foreign finandd inditutions, long-term nonfinancid assets, funds disbursed by the World Bank
assigned for onlending and project implementation, assets in nonconvertible currencies, foreign
assets pledged as collaterd or otherwise encumbered, and interest accrued on reserve lighilities.
Reserve lighilitiesin convertible currencies are defined as use of Fund credit, and convertible
currency lidbilities of the NBM to nonresidents with an origind maturity of up to and induding
one year. Excluded from reserve liahilities are ligbilities with origind maturities longer than one
year.

For program monitoring purposes, U.S. dallar denominated components of the NBM baance
sheet will be valued a the program exchange rate. The program exchange rate of the Moldova
leu to the U.S. dollar has been st & Mdl. 12.2584/$ and the exchange rate of the U.S. dollar
againg the SDR dollar has been sat at $1.29789/SDR (being the prevailing exchange rates a
September 29, 2000). Amounts denominated in other currencies will be converted for program
purposesinto U.S. dollar amounts usng the cross rates prevailing a September 29, 2000.



The program assumes disbursement of the second tranche of US$ 20 million under the World
Bank's SAC to the budget and agrant of $10 million from the government of The Netherlands to
the budget, each by end-December 2000; Euro 7.5 million from the European Union to the
budget by end-March 2001; and $30 million from the World Bank under the PPSAC by end-
September 2001. The net internationa reserves and gross reserves targets will be raised, pari-
passu, by the equivdent of any externd (budgetary) financing over these amounts and lowered
for shortfals resulting from temporary delays in any disbursements beyond the assumed dates,

respectively.

The targets will be monitored from the accounts of the NBM. Datain the agreed format will be
reported to the Fund within seven days of the end of each month by the NBM.

Table 2. Cellingson the Net Domestic Assets (NDA)
and Reserve Money of the NBM

(Inmillions of L&)

Postion on NDA Reserve Money
(Indicative target) (Performance criterion)

September 30, 2000 1232 1,766

December 31, 2000 1,327 1,969

March 31, 2001 1,226 2051

June 30, 2001 (indicative) 134 2119

September 30, 2001 (indicetive) 1,187 2212

Definitionsand adjustors

Net domestic assets of the NBM are defined as the difference between reserve money (defined as
the sum of currency issued, total required and excess reserves of banks, and non-bank non-
government deposits) and net foreign assets of the NBM, (net internationa reserves of the NBM
asddfined in Table 1 plusthe net pogtion of the NBM correspondent accounts with the centrd
banks of the Bdltics, Russia, and other countries of the former Soviet Union (BRO), dl

expressed in Moldovan Le). Net internationd reserves shdl be vaued as noted in Table 1.

The NDA targets assume disbursement to the budget of the second tranche of US$ 20 million
under the World Bank SAC by end-December 2000 and $30 million under the PPSAC by end-
September 2001; and Euro 7.5 million from the European Union to the budget by end-March
2001. The targets will be adjusted upwards by 100 percent of the equivdent of these amounts,
expressed in Moldovan le for temporary delays in any of these disbursements. The NDA targets
as0 assume dishursement of agrant of $10 million from the government of The Netherlandsin
December 2000 of which Mdl. 50 million is assumed to be usad in December 2000. The target
for end-December 2000 will be adjusted upward by Mdl. 74 million in case this grant will not be
received. The targets will be lowered by the full amount for the receipt of any amounts,
expressed in Moldovan ld, of externd budgetary financing (not indluding grants, but including
rescheduling and restructuring of officia debt) above the assumed disbursements. The use of



such additiond funds will be determined in consultation with Fund staff in the context of the
review or the discussions on the second year program.

The targets for reserve money are based on a programmed reserve requirement retio of 13
percent of total deposits subject to reserve requirements and will be adjusted for any deviation of
the actud reserve requirement ratio from the programmed ratio, based on the following formula:
(actud rétio - programmed ratio) * reservable base. The reservable base indudes dl commercid
bank liabilities subject to reserve requirements.

The targets for the net domestic assets of the NBM and reserve money will be monitored from
the accounts of the NBM. Dataiin the agreed format will be reported to the Fund within 7 days of
the end of each month by the NBM.

Table3. Limitson Net Credit to General Gover nment from the NBM

(Inmillions of l&i)

Pogtion on (Performance criterion)
September 30, 2000 1433
December 31, 2000 1,540
March 31, 2001 1419
June 30, 2001 (indicative) 1560
September 30, 2001 (indicetive) 1328

Definitions and adjustors

The generd government is defined as comprising the consolidated budget (the republican and
local government budgets) and the Socid Fund. Any new extra budgetary funds creeted will be
included in the generd government. Net credit to generd government is defined as outstanding
clams of the NBM on the generd government, including overdrafts, direct credit and holdings
of government securities, less depogits of the generd government.

The targets assume disbursement to the budget of the second tranche of US$ 20 million under
World Bank SAC by end-December 2000 and $30 million under the PPSAC by end-September
2001; and Euro 7.5 million from the European Union to the budget by end-March 2001. The
targets will be adjusted upwards by 100 percent of the equivalent of these amounts expressed in
Moldovan le for temporary ddaysin any of these dishursement. The targets dso assume
dishursement of agrant of $10 million from the government of The Netherlands in December
2000 of which Mdl. 50 million is assumed to be used in December 2000. The target for end-
December 2000 will be adjusted upward by Mdl. 74 million in case this grant will not be
disbursed. The targets will be lowered by the full amount for the receipt of any amounts,
expressad in Moldovan ld, of externa budgetary financing (not including grants, but induding
rescheduling and restructuring of officia debt) above the assumed disbursements. The use of
such additiona funds will be determined in consultation with Fund S&ff in the context of the
review or the discussons on the second year program.



The limits will be monitored from the accounts of the NBM. Data in the agreed format will be
reported to the Fund within 10 days of the end of each month by the NBM.

Table4. Limitson the Overall Cash Deficit of the General Gover nment

(Inmillions of I&)

Cash Deficit
(Performance criterion)

Cumulative change from September 30, 2000

December 31, 2000 230
March 31, 2001 45
June 30, 2001 (indicative) 464
September 30, 2001 (indicative) 571

Definitionsand adjustors

The generd government is defined as comprising the consolidated budget (the republican and
locd government budgets) and the Socid Fund. Any new extra budgetary funds crested will be
induded in the generd governmen.

The quarterly limits are cumulative and will be monitored from the financing Sde as the sum of
net credit of the banking system to the generd government, the genera government's net
placement of securities outsde the domestic banking system, other net credit from the domegtic
nonbanking sector to the generd government, the generd government's receipt of disbursements
from externd debt? for direct budgetary support (i.e., excluding disbursements from externa
loans for pecific projects) minus amortization paid, and privatization proceeds semming from
the sde of the generd government's assets, after deduction of the costs directly associated with
the sale of these assats. The program assumes Mdl. 271 million in privatization receipts during
October 1, 2000 - September 30, 2001. In the context of the privatization of the energy sector
and Moldtelecom, inter dia, large privatization receipts may occur in 2000-01, which inthe
event they exceed the program assumptions would trigger consultations with Fund staff to agree
on thelr use. The excess privetization proceeds will be used to reduce the stock of domestic
budgetary arrears, externd and internal government debt, including credit from the NBM, in
proportions to be agreed in conaultation with the Fund gaff. The cash deficit limits would be
adjusted accordingly. Smilarly, the use of any amounts, expressed in Moldovan le, of externd
budgetary financing (not including grants but including rescheduling and restructuring of officia
debt) above the assumed disbursements (the second tranche of US$ 20 million under the World
Bank SAC by end-December 2000 and $30 million under the PPSAC by end-September 2001,
and Euro 7.5 million from the European Union by end-March 2001) will be determined in
consultation with Fund gt&ff in the context of the review or the discussions on the second year

program.

Government securities in the form of zero-coupon obligetions sold at a discount to face vaue
will be trested as financing itemsin the fiscal accounts, in the amount actualy received from
buyers. At the time of redemption, the sales value will be recorded as amortization, and the



difference between amortization 0 defined and the face value will be recorded as domestic
interest payments.

Commodity loanswill be trested as financing items in the fisca accounts, at the value of theloan
in foreign exchange converted into Moldovan le a market exchange rates the date of the receipt
of the loan. The amounts on-lent to domestic enterprises minus domestic counterparts received
from these enterprises will be recorded in net lending. Interest payments by the government on
these loans to externd creditors will be recarded as interest payments on foreign debt and
interest paid by domestic enterprises to the government on these loans will be recorded in non-
tax revenues. Repayments of principa from domestic borrowers to the government will be
treated as negative net lending and repayments of principa by the government to foreign
creditors will be recorded as amortization. The government will abostain from guarantesing any
commerca borrowing, induding that funded by internationd financid indtitutions.

For monitoring these limits, datain the agreed format will be reported to the Fund within 30 days
of the end of each quarter by the Minigry of Finance of Moldova

Table 5. Limitson the Contracting and Guar anteeing of Nonconcessional
External Debt with Original Maturities Indicated Below by the Gover nment
of Moldova, the NBM or any other Agency Acting on Behalf of the Gover nment,
and on the Accumulation of External Arrears

(Inmillions of U.S. dollars)

Maximum Limits
(Performance criteria)

Maturity Subcelling
1 year or Over 1 year - Over 5 years
less under 5 years

Cumulative change from September 30,

2000

December 31, 2000 0 0 14
March 31, 2001 0 0 14

June 30, 2001 (indicative) 0 0 14
September 30, 2001 (indicative) 0 0 14

Definitions

The term debt will has the meaning st forth in Point 9 of the Guidedines on Performance Criteria
with Respect to Foreign Debt adopted on August 24, 2000. In this regard, debt is understood to
mean acurrent, i.e,, not contingent, liability, crested under a contractua arrangement through the
provison of vauein the form of assats (including currency) or services, and which requires the



obligor to make one or more payments in the form of assets (indluding currency) or services, a
some future point(s) in time; these payments will discharge the principa and/or interest liabilities
incurred under the contract. Debts can take a number of forms, the primary ones being as
follows (i) loans, i.e,, advances of money to obligor by the lender made on the basis of an
undertaking that the obligor will repay the funds in the future (indluding deposits, bonds,
debentures, commercid loans and buyers credits) and temporary exchanges of assets thet are
equivaent to fully collateralized loans under which the obligor is required to repay the funds,

and usudly pay interest, by repurchasing the collatera from the buyer in the future (such as
repurchase agreements and officia swap arrangements); (i) suppliers credits, i.e., contract
where the supplier permits the obligor to defer payments until some time after the date on which
the goods are ddlivered or services are provided; and (jii) leases, i.e., arrangements under which
property is provided which the lessee has the right to use for one or more specified period(s) of
time that are usualy shorter than the total expected service life of the property, while the lessor
retains the title to the property. For the purpose of the program, the debt under item (iii) isthe
present value (at the inception of the lease) of al lease payments expected to be made during the
period of the arrangement excluding those payments that cover the operation, repar or
maintenance of the property. Under the definition of debt above, arrears, pendties, and judicidly
awarded damages arisng from failure to make payment under a contractua obligation thet
conditutes debt are debt. Failure to make payment on an obligation thet is not considered debt
under this definition will not give rise to detat.

This performance criterion gpplies not only to debt as defined above, but aso to commitments
contracted or guaranteed for which vaue has not been received.

For purpose of the program, the guarantee of a debt arises from any explicit legd obligation of
the government or the NBM or any ather agency acting on behdf of the government to service
such adebt in the event of nonpayment by the recipient.

Government is defined as the Republic of Moldovaand the NBM, but does nat include any
government-owned entity with separate legd persondity other than the NBM.

Concessiondity will be caculated using currency-specific discount rates based on the OECD
commercid interest reference rates (CIRRS). The tenyear average of CIRRs will be used asthe
discount rate to assess the concessondity of loans of an origind maturity of at leest 15 years,

and a x-month average of CIRRswill be used to asses the concessiondity of loans with

origind maturities of less than 15 years. To both the tenryear and Six-month averages, the
fallowing marginswill be added: 0.75 percent for repayment periods of lessthan 15 years; 1
percent for 15-19 years; 1.15 percent for 20-30 years, and 1.25 percent for over 30 years. Under
this definition, only loans with a grant dement equivaent to 35 percent or more will be excluded
from the borrowing limits. The debot limits will not gpply to loans dassified as internationa

reserve liabilities of the NBM.

Externa-debt limits gpply to the net disbursement of short term externd debt (with an origind
meaturity of up to and including one year) and contracting or guaranteeing of nonconcessond
medium- and long-term debt with originad maturities of more than one year, with sublimits on
the contracting or guaranteaing of such debt with origind maturities of up to and including five
years. Short term debot indudes dl short term obligations, exduding reserve ligbilities of the
NBM and import trade credits. Short term debt denominated in currencies other than the U.S.
dollar shdl bevdued in U.S. ddllar at the exchange rate prevailing a the time of disbursemen.
Medium and long term debt denominated in currencies other then the U.S. dollar shall be valued
in U.S. dollars at the exchange rate prevailing at the time of contracting or guaranteeing. The



limits dlow for the disbursement of an areedy agreed upon 10 year Euro 15 million loan from
the European Union in late 2000 or early 2001.

The government undertakes not to accumulate payment arrears on externd debt with origind

meaturity of more than one year contracted or guaranteed by the government (including debt
converted into government debt). Payment arrears are payments due (following the expiration of

any gpplicable grace period) but unpaid.

Table 6. Ceilings on Domestic Expenditure Arrears of the Gover nment

(Inmillions of &)

Maximum Levds
Geneard government Wages and pengons
Postion on (Performance criterion) (Indicative target)
September 30, 2000 966 283
December 31, 2000 913 240
March 31, 2001 220
June 30, 2001 (indicative) 863 200
September 30, 2001 (indicetive) 180

Definitions and adjustors

The generd government is defined as comprising the consolidated budget (the republican and
loca budgets) and the Socid Fund. Any new extra budgetary funds created will be included in
the generd government.

Expenditure arrears are defined as the difference between payments the generd government is
legally committed to make and actud payments made. Commitmentsindude, but are not limited
to, wage, penson, and energy payments. Arrears between the republican budget, loca
governments and al extra budgetary funds are not counted toward the celling.

For monitoring these limits, datain the agreed format will be reported to the Fund within 30 days
of the end of each month by the Minigtry of Finance of Moldova

! The consolidated government budget includes both local and state budget, and Social Fund. Thefiscal data
presented in this memorandum exclude project |oan disbursements (both in the financing of the budget and the
corresponding expenditures above the line). The fiscal data presented here do include, however, the debt service
associated with these loans as well as the counterpart funds provided by the government.

2 Debt will have the meaning set forth in Point 9 of the Guidelines on Performance Criteriawith Respect to Foreign
Debt adopted on August 24, 2000.



