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List of Abbreviations

BCR

Commercial Bank of Romania

BEEPS

Business Environment and Enterprises Performance Surveys

BVB

Bucharest Stock Exchange

CEC

Romanian Savings Bank

CEE

Central and Eastern Europe

CNVM

National Securities Commission

CPI

Corruption Perception Index

FDI

Foreign Direct Investment

GOR

Government of Romania

IFRS

International Financial Reporting Standards

IMF

International Monetary Fund

NBR

National Bank of Romania

OECD

Organisation for Economic Co-operation and Development

PPW

Packaging and Packaging Waste

RASDAQ Romanian OTC Securities Market
ROL

iii.

Foreign Investors Council

Romanian Currency (singular Leu, plural Lei)

INTRODUCTION

THE FOREIGN INVESTORS COUNCIL

The Foreign Investors Council (the FIC) is an association of the leading foreign
investors in Romania. The FIC was established in 1997 and now has 95 member companies, whose combined investment in Romania exceeds € 8 billion. This investment
represents more than two-thirds of Romania's total foreign direct investment (FDI)
since the former communist regime was overthrown in 1989.
The primary objective of the FIC is to foster dialogue between policymakers and
investors in order to improve Romania's business environment.
The FIC publishes a White Book every two years, which provides a comprehensive
overview of Romania's investment climate and specific recommendations for improving the business environment. The White Book has helped to build the reputation of
the FIC as a serious and effective lobbying organisation whose observations are accurate and whose recommendations are reasoned and sound. The White Book enjoys a
high profile both within Romania and internationally.
This is the fourth edition of the White Book. It is comprised of seven chapters:
(1) Rule of Law; (2) Taxation; (3) Labour Market Flexibility; (4) Banking; (5)
Corporate Governance and Capital Markets; (6) Environment; and (7) Corruption.
This White Book is the product of several FIC task forces, usually led by a board
member with the participation of volunteers from member companies. Senior managers of the FIC's member companies meet within the task forces to discuss issues
that are important to Romania's business environment. They propose recommendations for improvement based on their international experience, which often includes
familiarity with emerging markets. Members of the FIC task forces meet regularly
with senior government officials to lobby for positive change. Increasingly, the government of Romania (GOR) seeks the FIC's comments on draft legislation and regulations. The FIC's recommendations, which are not only in the best interests of foreign investors but also the entire business community, are increasingly incorporated
into new legislation and policy.

ROMANIA IN PERSPECTIVE

In recent years, Romania's macroeconomic indicators, such as a reduced inflation
rate, low budget deficit, and sustained increase in GDP, have been encouraging.
In recognition of these positive trends, international agencies such as Moody's,
Standard and Poor's, and Fitch have improved substantially their country credit risk
ratings for Romania. In addition, Romania has received positive endorsements of its
macroeconomic policies from the World Bank and the IMF.
Romania has one of the fastest growing economies in Europe, with an average annual GDP growth rate of approximately 4.5% from 2001 to 2004. Romania is expected to
sustain an average growth rate of 5% over the next few years.
Cumulative FDI since 1990 has reached over $12 billion, and in 2004 FDI increased
by 40% compared to 2003.1 In 2004, Romania ranked fifth in total FDI inflows in the
Central and Eastern Europe (CEE) region. However, FDI per capita has lagged
behind that of many other countries in the CEE region. In 2004, Romania ranked
11th out of 15 countries.2
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The EU's 2004 Regular Country Report mentions concerns within the European
Parliament and the European Commission about offering Romania full EU membership by 2007. According to the EU, although Romania's legislation in sensitive areas
such as combating corruption meets EU standards, in some cases the political will to
implement the legislation is lacking. Despite these concerns, the European
Commission has granted Romania the status of a “functioning market economy” and
now attention will turn increasingly to other important issues, such as strengthening
the country's judicial system.
This edition of the White Book documents many positive steps taken by the GOR over
the last few years to improve the business environment. The GOR has been serious
about listening to the concerns of foreign investors. Unfortunately, due to delays in
enforcing positive changes in legislation, many businesses have yet to see an
improvement in their day-to-day operations. The FIC is hopeful that the new GOR
will undertake additional measures to improve the Romanian business environment.
The FIC believes that its recommendations will make Romania a more attractive
place to invest and will result ultimately in increased FDI in Romania. In addition,
the FIC believes that its recommendations will assist Romania in achieving its objective of joining the EU in 2007.
Implementing the FIC's White Book recommendations will be a key challenge for the
GOR as it goes forward. The FIC is fully prepared to continue to provide the GOR with
its full support to help translate its recommendations into action.

1 Source: National Bank of Romania.
2 The highest per capita inflow of FDI was registered in Estonia ($550), followed by Croatia ($385), the Czech
Republic ($228), Bulgaria ($178), Serbia Montenegro ($167), Latvia ($141), the Slovak Republic ($102), Poland
($100), Hungary ($87), Bosnia Herzegovina ($84), Romania ($70), Albania ($56), Macedonia ($47), Lithuania
($41), and Slovenia (-$59). Source: EBRD Transition Report 2004.
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RULE OF LAW

Principal Issues and FIC Recommendations

LEGISLATION

Regarding legislation: (1) the number of emergency ordinances should be drastically reduced; (2) legislation should be republished whenever it is substantially amended; (3) there should be prior consultation for all proposed legislation; and (4) an
initial set of rules of application should be issued concurrently with any new law.

INTERFERENCE WITH
COURT RULINGS

To reduce interference with court rulings: (1) biased judges should be investigated
and prosecuted when called for; and (2) stricter rules for judicial oversight should
be enacted.

BANKRUPTCY

To better deal with fraudulent bankruptcies and related issues: (1) courts should be
instructed to quickly pursue the preservation of assets; (2) an accelerated procedure
should be implemented to extract control from fraudulent debtors; (3) persons who
cause fraudulent bankruptcies should be punished more vigorously under the present laws; and (4) additional bankruptcy training should be introduced in the bankruptcy divisions of the commercial courts.

LEVEL PLAYING FIELD

To assure that all companies have the same fair chances of competing for opportunities and are subject to the same obligations towards the state: (1) existing laws
should be universally and uniformly applied; (2) the GOR should post and regularly
update internet listings of significant debtors to the state budget; (3) EU-compatible
state aid rules should be applied transparently with regard to tax forgiveness, under
the consistent supervision of Romania's Competition Council; (4) the Competition
Council's independence from political pressure should be increased; and (5) the
open and transparent competitive tendering of state contracts should be mandatory
in all but exceptional cases, and such exceptions should be clearly motivated.

ELECTRONIC SECURITISATION
ARCHIVES

To improve the Electronic Archive of Security Interests in Personal Property: (1) all
registrations in the archive should identify the agreement giving rise to the indebtedness; (2) no registration should be allowed to encumber assets substantially
exceeding the amount of the indebtedness at the time of the registration; (3) it
should be a criminal offence to falsely register encumbrances; and (4) a similar,
national, internet-based public registry of mortgages should be implemented.

JUDICIAL OVERLOAD

To reduce judicial overload: (1) more judges should be hired and trained; (2) IT and
case management systems should be implemented; and (3) available sources
of funding should be used to implement these recommendations.
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TAXATION

HARMONISATION
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Principal Issues and FIC Recommendations

Romanian and EU tax legislation should be harmonised immediately.

UNIFIED CODE OF CONDUCT
AND CODE OF ETHICS

To clarify acceptable tax inspector conduct and taxpayer rights and obligations: (1)
balanced and uniform legislation should be enacted; (2) the Taxpayer Charter
should follow OECD guidelines; and (3) tax inspectors should be sanctioned for violating codes of conduct.

TRANSFER PRICING
REGULATIONS

With regard to transfer pricing regulations: (1) Romanian legislation should be
aligned with that of other countries; (2) tax authorities should recognise the importance of international cost-sharing arrangements; (3) tax authorities should provide
information regarding comparables; (4) documentation on transfer pricing policies
should only be required on request by the tax authorities; and (5) the Ministry of
Finance should apply EU and OECD standards when considering a request for an
advance fiscal ruling.

DEDUCTIBILITY OF
INVENTORY WRITE-OFFS

Tax deductions should be allowed for inventory/asset write-offs, and the profit tax
law should be aligned with the VAT law in this regard.

TAX GROUPINGS

Tax groups should be introduced for both tax and VAT purposes irrespective of
whether there is accounting consolidation.

INTERNATIONAL FINANCIAL
REPORTING STANDARDS

To successfully convert to IFRS: (1) legal and regulatory environments should be
established that provide for IFRS compliance without additional Romanian requirements; and (2) methodologies and training should be aligned with international
standards.
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LABOUR MARKET FLEXIBILITY

Principal Issues and FIC Recommendation

WAGE GUARANTEE FUND

The wage guarantee fund should be funded by unemployment insurance with no further increase in social contributions.

48-HOUR WORKWEEK

Employees should be permitted to work a maximum of 48 hours per week on average
over a period of one year.

HIRING, ADMINISTRATION, AND
DISMISSAL OF EMPLOYEES

During the probationary period, either party should be allowed to cancel the employment agreement for any reason. Regarding dismissal for incompetence: (1) “professionally unfit” should be based on performance, not professional qualifications; and
(2) the procedure should not have to follow that set for breach of discipline.
Regarding the general register of employees: (1) it should be eliminated; (2) a central electronic database should be established; and (3) records should be accepted
in electronic format.

NON-COMPETITION CLAUSES

Employers should not have to pay employees to agree to a non-competition clause
during the employment period. In addition, it should be left to the parties to negotiate compensation for an employee to not compete post-employment.

THE ROLE OF TRADE UNIONS

The requirement that companies must establish minimum employee work quotas in
tandem with trade unions should be eliminated. Regarding protection for trade
union officials: (1) protection against dismissal should be limited to six months after
the end of the term; (2) the criteria for dismissal should be broadened; and (3) the
number of officials should be limited. Regarding collective bargaining: (1) the
requirement that employers and trade unions meet annually should be eliminated;
(2) the parties bound by a collective agreement should be limited; and (3) only
unions that represent at least 50% of the work force should be allowed.

TRAINING

There should be no mandatory training of employees. In addition, paid short-term
placements should be allowed without the obligation to offer a permanent employment contract.
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BANKING

NBR MONETARY POLICY

Reducing the interest rate gap between ROL and foreign currencies should
be a priority.

SUPERVISION BY THE NBR

The training of NBR inspectors should be improved, as should communication
between the NBR and the banks.

PROVISIONING

Off balance sheet exposures should be included in the provisioning regulations.
The requirement that banks provision 100% of a non-performing loan and register a
loss the moment a legal action is commenced against a debtor should be made more
flexible.

LENDING LIMITS TO
RELATED COMPANIES

Current lending limits to related companies and companies belonging to the same
group should be made more flexible to take into account the nature and strength of
the related company.

INTERNATIONAL FINANCIAL
REPORTING STANDARDS

The IFRS rules should be implemented for all banks by 1 January 2006. Further,
IFRS regulations should be extended to the corporate sector.

FINANCE AND LEASING
COMPANIES

A legal and regulatory framework for finance and leasing companies should be quickly established.

BCR AND CEC PRIVATISATION
THE LEU GREU PROJECT

6

Principal Issues and FIC Recommendations
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Privatisation of the BCR and CEC should be accelerated and completed in 2005.
The 1 July 2005 ROL conversion date should be re-evaluated and possibly pushed
back.

CORPORATE GOVERNANCE

NATIONAL CORPORATE
GOVERNANCE CODE

Principal Issues and FIC Recommendations

A national corporate governance code should be adopted.

DISTRIBUTION OF DIVIDENDS

There should be a single list of shareholders having the right to vote and receive dividends.

CUMULATIVE VOTING

The requirement that the compulsory cumulative voting method be used to elect
board members upon the request of a “significant” number of shareholders should be
eliminated.

GENERAL ASSEMBLY APPROVAL FOR
TRANSACTIONS WITH FIXED ASSETS

The requirement that the General Assembly approve transactions with fixed assets if
their value exceeds 20% of total fixed assets minus accounts receivable should be
modified or eliminated.

VOTING REQUIREMENTS FOR IN
KIND SOCIAL CAPITAL INCREASES

The voting requirements for in kind social capital increases should be lowered. If
such increases are approved, minority shareholders should be allowed to make an
equivalent pro rata cash contribution.

THE ROLE OF AUDITORS

Auditing reporting duties should be brought into line with EU and international standards.

BOARD MEMBER RESTRICTIONS

The restriction that board members may not serve on more than three boards at one
time should be eased for companies operating within a group.

REPORTING OF RELATED
PARTY TRANSACTIONS

The obligation to report related party transactions exceeding € 50,000 should be
made more flexible by allowing the CNVM to establish reporting limits adapted to
each issuer.

SQUEEZE OUTS

The law should state more clearly the conditions under which withdrawal is mandatory when majority shareholders “squeeze out” minority shareholders.
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ENVIRONMENT
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Principal Issues and FIC Recommendations

ENVIRONMENTAL FUND

Regarding the Environmental Fund: (1) incentives should be offered for achieving
waste recovery and recycling targets; (2) funds should be used to develop infrastructure to improve waste recovery and recycling processes and to create separate waste
collection systems; (3) requirements should be harmonised with related legislation;
and (4) subsidies for material recovery and recycling should be eliminated.

UNIFORM ENVIRONMENTAL
PRACTICES AND PROFESSIONAL
DEVELOPMENT

Uniform training of environmental specialists should be provided to ensure proper
supervision and correct application of environmental standards. A code of conduct
for environmental authorities should be enacted.

PACKAGING AND
PACKAGING WASTE

Regarding packaging and packing waste: (1) the annual recovery and recycling targets for 2005 and 2006 should be reduced; (2) the annual reporting of packing placed
on the market should be conducted in a proper and transparent manner; and (3)
deposit systems and eco-taxes should be avoided.

ENVIRONMENTAL ISSUES
RELATED TO THE
POST-PRIVATISATION PERIOD

Financing mechanisms should be used to create installations and controlled deposits
for hazardous waste disposal. A realistic time frame (i.e., related to historical pollution levels) for implementing current and future environmental legislation should be
established.

WASTEWATER

Central authorities should be the only ones charged with setting the limits for wastewater quality to be discharged. Further, specific wastewater quality norms for each
industrial sector should be developed.
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CORRUPTION

ENFORCEMENT

Principal Issues and FIC Recommendations

Anti-corruption legislation should be enforced broadly and uniformly.

NATIONAL ANTI-CORRUPTION
PROSECUTION OFFICE

Further efforts should be made to ensure that this is independent, effective,
and accountable. It should concentrate its resources on investigating high-level
corruption.

CORRUPTION IN PUBLIC
ADMINISTRATION

Various long-term measures should be taken to eliminate corruption in public
administration, including: (1) raising salaries; (2) eliminating excessive discretionary powers; (3) adopting punitive actions for violations; and (4) monitoring
more closely officials' personal assets and possible conflicts of interest.

THE 1997 OECD CONVENTION ON
COMBATING BRIBERY
“BUSINESS PRINCIPLES FOR
COUNTERING BRIBERY”

This convention should be endorsed and implementing legislation enacted.
This anti-bribery framework should be adopted as the best practice code of conduct.
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Rule of Law
1.1 POSITIVE DEVELOPMENTS

The FIC acknowledges many significant changes since the last publication of its
White Book.
The judiciary was established as a separate and equal state power allowing greater
independence.
The Supreme Court of Justice was transformed into the High Court of Cassation and
Justice providing its newly appointed members tenure for life, thus allowing for more
independent and objective decision-making.
A new law regarding judicial reorganisation was passed establishing specialised commercial courts.
The Superior Council of Magistrates (the Council) was established, thereby creating
a judiciary independent of the Minister of Justice, who no longer has the power to
appoint or promote judges. The Council is responsible for the recruitment, career
development, and sanctioning of judges and prosecutors.
The Council issued numerous regulations during September 2004, addressing such
issues as the procedure for evaluating the magistrates' professional activity and promoting executive positions, the requirement of continuing professional education
courses for judges (including the publication of test results), and the procedure for
electing members of the Council.

1.2 AREAS FOR IMPROVEMENT

The Rule of Law is a primary requirement of the EU acquis communautaire.
It implies the existence of an independent judiciary, effective and accessible means
of legal recourse, a legal system guaranteeing equality before the law and, perhaps
most important for Romania, the uniform enforcement of existing laws. In order to
increase domestic and foreign direct investment, which is essential for economic
growth, Romania must demonstrate to potential investors that the Rule of Law will
protect their investments and their contractual relationships.
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CHAPTER 1

RULE OF LAW

1.2.1 Emergency Ordinances

The issuance of emergency ordinances by the GOR is supposed to be restricted to
exceptional circumstances. This privilege, however, is abused in that emergency
ordinances are issued even when no exceptional circumstances exist. This creates a
number of problems. It is an abuse of power and violates the principle of separation
of powers as it shortcuts the parliament's mandate to pass legislation. Also, emergency ordinances often conflict with existing legislation because insufficient time
and resources were expended for proper research prior to issuing them.

FIC Recommendations

The GOR should significantly reduce the number of emergency ordinances it issues,
doing so only under truly exceptional circumstances.

Modifications to Legislation

With regard to existing legislation, over time, there are several substantial modifications, including a confusing renumbering of clauses. These changes are often not
consolidated into a single document that may be easily followed and understood.

FIC Recommendations

Monitorul Oficial al Romaniei should re-publish the full text of legislation whenever
it is substantially amended.

Prior Consultation

Law 52/2003 requires that all draft legislation be submitted to the public for consultation and comment prior to passage and publication. Unfortunately, compliance
with this law is rare. Prior consultation is important to ensure a process that will lead
to comprehensive, clear, and transparent laws implemented in a fair and equitable
manner. Legislation should be based on dialogue with and consideration for all
stakeholders' interests.

FIC Recommendations

Law 52/2003 should be strictly enforced.
All proposed legislation should be published in a new section of the Monitorul Oficial
al Romaniei and posted on a single internet site.
Written comments on proposed legislation should be permitted for at least 30 days
prior to final consideration by the parliament.
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Issuance of Rules of Application

Laws are usually issued without the respective rules of application (norms). Even if
the law stipulates that the rules of application shall be issued within a certain time
period, the deadline is generally ignored. As a result, there is no definition on how
new laws should be applied and authorities have different interpretations regarding
application. Also, indecisiveness leads to non-enforcement. One consequence is that
business entities may literally not know how to comply with the law.

FIC Recommendations

An initial set of rules of application should be issued concurrently with the publication of a new law, thus giving both the public and the institutions charged with compliance adequate time to understand and implement the law.

1.2.2 Interference with Court Rulings

Reportedly, Romania's judges are sometimes subjected to political pressure to influence the outcome of judicial proceedings. As a result, judicial rulings are not always
independent and unbiased and the Rule of Law suffers. Provincial prosecutors and
judges may refuse to apply the law when local interests may be jeopardised, such as
jobs. This is especially true in bankruptcy cases involving local politicians or powerful private entities.
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CHAPTER 1

FIC Recommendations

RULE OF LAW

Judges suspected of exercising bias due to political pressure should be investigated
swiftly and prosecuted vigorously if called for.
Transparent rules setting forth stricter oversight by, and the reporting of judicial
bias to, the Superior Council of Magistrates should be enacted.

1.2.3 Bankruptcy

Some entrepreneurs have been known to run their business outside the law. When
their fraudulent scheme collapses, they seek protection under Romania's bankruptcy laws. After a company enters into bankruptcy, there have been reported
examples of collusion among the judge, the administrator, and experts to serve the
interests of the debtor rather than a balanced consideration of the rights of creditors
and the state. Courts often tolerate or collude in delay tactics whereby the flight of
assets occurs or the value of perishable collateral is lost. The law requires a judicial
administrator to draft a report on the causes and circumstances leading to insolvency, indicating those persons responsible, but this obligation is rarely met.

FIC Recommendations

Courts should be instructed to quickly pursue the preservation of assets from further
erosion by unscrupulous entrepreneurs when repeated procedural delays are used to
frustrate the course of justice.
A special accelerated procedure should be implemented to extract control from
fraudulent debtors. If court personnel are shown to be partial to a debtor, they
should be removed from the case immediately and subjected to investigation.
The current law should be implemented by punishing shareholders and administrators who cause fraudulent bankruptcies.
Additional training in bankruptcy matters should be introduced in the bankruptcy
divisions of the commercial courts.

1.2.4 Level Playing Field

There must be clear assurances that all companies, foreign and domestic, have the
same fair chances of competing for opportunities and are subject to the same obligations towards the state. This is not always the case in Romania. For example, many
private and state-owned companies have been allowed to amass huge debts to the
state on which penalties and interest are forgiven arbitrarily.

FIC Recommendations

Existing laws should be universally and uniformly applied, with special emphasis on
strict and equal enforcement of tax collection.
The GOR should continue its transparency policy initiated in 2003 by posting and regularly updating on the internet the list of significant debtors to the state budget.
EU-compatible state aid rules should be applied transparently with regard to tax forgiveness, under the consistent supervision of Romania's Competition Council.
State aid decisions should be posted on the internet; the listing should include the
existing schemes, state aid applications, and awards.
The Competition Council's independence from political pressure should be
increased.
The open and transparent competitive tendering of state contracts should be
mandatory in all but exceptional cases, and exceptions should be clearly motivated.

Foreign Investors Council
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CHAPTER 1

1.2.5 Modification and
Expansion of Electronic
Securitisation Archives

RULE OF LAW

Law 99/1999 established the Electronic Archive of Security Interests in Personal
Property (Arhiva Electronic` de Garan]ii Reale Mobiliare; the Archive) where
pledges over moveable assets may be registered. The date of registration with the
Archive establishes the rank of the security. The Archive is public and is available on
the internet (see www.mj.romarhiva.ro/). This public registry is a tremendous
improvement over previous registration methods.
Unfortunately, there is insufficient information in the database and it is prone to
abuse. For example, it is possible for a creditor to register a first rank pledge over the
assets of a debtor far in excess of the amount of the actual indebtedness.
This method is sometimes used to shield the assets of a company from other legitimate first rank creditors, including the Ministry of Public Finances.

FIC Recommendations

All registrations with the Archive should require identification of the agreement giving rise to the indebtedness, the date, the amount, and the term.
No registration should be allowed to encumber assets substantially exceeding the
specific amount of the actual indebtedness at the time of the registration.
It should be a criminal offence to falsely register unsubstantiated encumbrances for
the purpose of defrauding legitimate creditors from exercising their rights to
recovery.
A national, internet-based, public registry of mortgages similar to that of pledges
should be implemented.

1.2.6 Judicial Overload

The workload of judges is excessive. The number of cases is estimated to exceed
600 per judge per year. This results in at least two problems. First, it affects the accuracy of rulings. On appeal, errors are discovered in 30% of the civil cases in the court
of first instance. Second, there is a significant backlog of cases causing unacceptable
delays in their resolution.
More than 10% of the currently designated judgeships are vacant and recent reforms
of the judiciary will require even more judges and support staff.
International funding (e.g., from the World Bank) has been made available to the
Ministry of Justice to educate judges and improve the efficiency of the judicial system, but for unknown reasons such funding has not been utilised.

FIC Recommendations

More judges should be hired and trained.
IT systems and a nationwide case management system should be implemented.
Available sources of funding, especially international funding, should be used to
implement the above recommendations. If conditions attached to the funding are
considered unacceptable, they should be renegotiated.
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Taxation
2.1 POSITIVE DEVELOPMENTS

The FIC acknowledges many significant changes since the last publication of its
White Book.
With effect from 1 January 2004, new legislation came into force whereby laws relating to all significant taxes were consolidated into a single fiscal code (the Fiscal
Code).
Transfer pricing norms were published on 18 November 2004, which is a starting
point for aligning Romanian regulations with international standards.
New legislation dealing with advance fiscal rulings was published on 7 December
2004.
Significant steps have been taken during the past two years to improve the system of
prior consultation regarding proposed changes to tax legislation. For example, the
draft legislation for 2005 was published in 2004, allowing for prior consultation and
providing a notice period for companies to adjust their operations accordingly.
With effect from 1 January 2005, the system of taxation of personal income has been
simplified with the introduction of a flat rate tax.

2.2 AREAS FOR IMPROVEMENT
2.2.1 Harmonisation with
EU Directives

FIC Recommendations

All significant taxes have been consolidated into the Fiscal Code. However, in many
cases it has not yet been harmonised with EU legislation, such as in relation to corporate income tax, VAT, and customs duties. In particular, there is a lack of harmonisation in relation to: (1) cost sharing agreements; (2) tax deductibility of perishable
goods; and (3) VAT treatment of goods imported under the suspense regime as it
applies to excise duties.
Harmonisation of Romanian and EU tax legislation should take place immediately
rather than waiting for EU accession, particularly in the areas identified above.
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CHAPTER 2

2.2.2 Unified Code of Conduct
and Code of Ethics

TAXATION

Legislation governing the conduct of tax inspectors does not address all key issues
and is often contradictory. The same is true with taxpayers' rights and obligations.
Although efforts have been made to improve matters, current legislation still does
not provide certain basic rights to taxpayers, such as exist in OECD regulations. For
example, the Fiscal Code is not sufficiently clear to ensure that taxpayers can reasonably anticipate the tax consequences arising from the conduct of their personal
and business affairs. These rights exist in various EU countries and the OECD recommends that such rights should exist.
Not only is current legislation weighted towards the tax authorities to the detriment
of taxpayers' rights, but enforcement of existing laws is not even-handed. While taxpayers are frequently severely sanctioned for not complying with fiscal law, it is
unusual for any action to be taken against tax inspectors who fail to comply with legislation governing their conduct, even though such failure causes considerable damage to taxpayers.

FIC Recommendations

Coherent, uniform legislation relating to both the conduct of tax authorities and to
taxpayers' rights and obligations should be enacted. This should be done either by
consolidating all relevant norms into a single legal document (for example, in the
format recommended by the OECD - the Taxpayers Charter) or by harmonising the
norms from the Taxpayers Charter with those of other relevant legislation, such as
the Tax Procedure Code.
The Taxpayers Charter should follow the format and content indicated by OECD
guidelines (as already implemented by several EU countries) as this is essential to
establishing a balanced relationship between public servants and taxpayers.
Tax inspectors should be sanctioned if they fail to respect the codes of conduct or
legislation as they relate to taxpayers' rights.

2.2.3 Transfer Pricing Regulations

Transfer pricing policy and application in most countries (including all EU countries) is generally consistent and follows OECD guidelines, as this is necessary to
ensure consistent international application of transfer pricing rules. The Romanian
authorities have not yet fully aligned transfer pricing legislation with legislation
found in most other countries and Romania does not fully apply OECD guidelines,
although the norms published on 18 November 2004 are an improvement.
Romanian transfer pricing legislation does not fully recognise the part that international cost-sharing arrangements play within multinational companies. Romanian
companies that are part of an international group and participate in an international cost-sharing arrangement are often unfairly penalised.
Another problem is that the responsibility of documenting transfer pricing policies
and methodologies can be burdensome and costly for the taxpayer. Part of this
process involves obtaining comparables, which can be very difficult in Romania
because of the lack of publicly available information.

FIC Recommendations
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Transfer pricing legislation should be fully aligned with legislation found in other
countries. In addition, the OECD “Transfer Pricing Guidelines for Multinational
Enterprises and Tax Administrations” should be fully implemented.

CHAPTER 2

TAXATION

Tax authorities should recognise the importance of international cost-sharing
arrangements to the development of business in Romania and examine any such
arrangements within the OECD guidelines dealing with this issue.
The tax authorities should make available information regarding comparables.
Documentation on transfer pricing policies and methodology should only be required
on request by the tax authorities. A reasonable time period should be permitted to
produce such documentation.
Advance Pricing Agreements provide a mechanism whereby a company involved in
transactions with a related party can seek prior agreement with the tax authorities
for a proposed pricing structure. The Ministry of Finance should apply accepted EU
and OECD standards when considering a request for an advance fiscal ruling where
the subject matter of that request concerns transfer pricing.
2.2.4 Deductibility of
Inventory Write-offs

Many companies, especially those dealing with perishable consumer products,
encounter inventory losses. In relation to food products and pharmaceutical products in particular, companies are obliged to write off inventory, either because it has
passed its sell-by date, has become damaged and is not safe to sell to the consumer,
or because of other quality issues. In this respect, tax law in Romania is too restrictive and, unlike most other countries, does not generally permit the company to
claim a tax deduction for inventory or other assets written off for the above reasons,
or indeed for any reason.
Also, the law on profit tax is more restrictive in this regard than the VAT law. Profit
tax deductions are not allowed for inventory write-offs whereas VAT deductions are.
Companies should not suffer a tax disadvantage when inventory/assets are written
off as this penalises the company for carrying out its normal business. Further, the
denial of a tax deduction for inventory write-offs is discriminatory since EU member
states permit such a deduction.

FIC Recommendations

Tax deductions should be permited for inventory or asset write-offs. The profit tax
law should be aligned to the VAT law.

2.2.5 Tax Groupings

Under the Fiscal Code, where there are two or more subsidiary companies in
Romania under the common ownership of another company (Romanian or foreign),
each subsidiary company has to file a separate profit tax return and VAT return; they
are not permitted to file one consolidated return. The consequence is that losses in
one subsidiary may not be offset against profits in another subsidiary. Also, transactions between subsidiaries within the same group are liable to Romanian VAT and
each must file separate VAT returns. Further, tax groups are not related to the concept of accounting consolidation.

FIC Recommendations

Tax groups should be introduced for both profit tax and VAT purposes, irrespective
of whether or not there is accounting consolidation. This would result in benefits for
both the tax authorities and companies. For the tax authorities, examination of the
returns would be simplified, particularly for VAT. For investors, it would eliminate
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distortions that arise because of the inability to offset losses against profits, simplify
filing obligations, eliminate VAT on transactions between subsidiaries within the
same group, and generally create a more attractive fiscal environment for investors.
2.2.6 Implementation of
International Financial
Reporting Standards

FIC Recommendations

From 1 January 2005, all listed companies in the EU are required to apply
International Financial Reporting Standards (IFRS) in their consolidated financial
statements. However, although adoption of IFRS was supposed to take place in
Romania from the same date, the GOR has delayed its implementation until 2006.
Such a delay is a negative message to investors and ignores the positive benefits that
can arise from a well-managed conversion to IFRS.
To achieve a successful conversion to IFRS:
Finance authorities should immediately establish stable legal and regulatory
environments that provide for IFRS compliance, without additional Romanian
requirements.
The Ministry of Public Finances should seek to align methodologies and training with
international standards.
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Labour
3.1 POSITIVE DEVELOPMENTS

The FIC acknowledges many significant changes since the last publication of its
White Book.
The Labour Code is a comprehensive piece of legislation that significantly impacts
virtually all Romanian companies. In the 2003 supplement to its White Book, the FIC
outlined six critical issues from the Labour Code to be addressed.
In July-August 2004, the Ministry of Labour organised a series of consultations with
the Romanian Employers Associations, trade unions, and business associations to
discuss issues and recommendations regarding the Labour Code. The FIC submitted
detailed recommendations.
A consultant was appointed under the Programme Adjustment Loan programme
financed by the World Bank to review the Labour Code. The consultant produced a
report with proposed amendments.
The GOR agreed to the condition under the Precautionary Stand-by Agreement with
the IMF that it submit to the parliament by 30 March 2005 an amended version of the
Labour Code.

3.2 AREAS FOR IMPROVEMENT
3.2.1 Wage Guarantee Fund

The requirement to provide a “wage guarantee fund” as a special fund to be used in
case of bankruptcy of an employer in addition to the unemployment contribution is
not common in market economies. The FIC is not against the principle of compensating employees who are victims of bankrupt companies, but additions to employers' costs of employment, which are already substantial, could deter investment.
Implementation of the EU directive on wage guarantee funds vary from country to
country. For example, in Austria, the United Kingdom, and the Czech Republic, there
is no such fund; in Spain it is part of the social contribution and is 0.4 % of the
employee's salary; in France 0.2 %; in Poland 0.15%; and in Belgium 0.20 - 0.23%.
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FIC Recommendations

The wage guarantee fund should be funded by unemployment insurance without any
further increase in the social contribution.

3.2.2 48-Hour Workweek

Under the existing law, employees are permitted to work a maximum of eight hours
of overtime per week, limiting the workweek to a maximum of 48 hours. This rule is
too rigid for many industries, especially seasonally oriented sectors where business
demands may fluctuate considerably from week to week.

FIC Recommendations

In line with the EU Directive 2003/88/EC, employees should be permitted to voluntarily work a maximum of 48 hours per week on average over a period of one year.

3.2.3 Hiring, Administration,
and Dismissal of Employees

The Labour Code states that the agreed probationary period must end before either
party can be released from the employment agreement. This is inflexible and could
be onerous to both parties. If it is clear that an employee is unsuited for the job, the
employer should not have to wait until the end of the probationary period to cancel
the employment agreement. Similarly, an employee who decides not to take the job
should not have to wait until the end of the probationary period.

Probationary Period

FIC Recommendations

Either party should be allowed to cancel the employment agreement at any time during the probationary period for any reason.

Dismissal of Incompetent
Employees

“Professionally unfit” is a common ground for the dismissal of an employee. When
interpreting professionally unfit, however, courts tend to focus on professional qualifications alone instead of on performance. In addition, dismissals on grounds of professional incompetence are required to follow the procedure established for breach
of discipline. This requirement is burdensome and increases the time and effort necessary to dismiss a non-performing employee.

FIC Recommendations

The basic principle for dismissal should be changed, from one relating to professional qualifications to one focusing more on performance.
The requirement that dismissal for professional incompetence must follow the procedure established for breach of discipline should be eliminated.

General Register of Employees

Employers are required to document manually the same personnel records twice:
in the so-called “general register of employees” and in the “workbooks,” containing
duplicate personal details for each employee. In addition, employers must maintain
a register of employees for payroll taxes and social contributions. Local labour
inspectorates do not accept personnel records submitted in electronic format by
employers.

FIC Recommendations

The general register of employees should be eliminated and only the current system
of workbooks retained, until it is phased out in 2007.
A central electronic database with all data regarding personnel, payroll taxes, and
social contributions should be established.
Labour inspectorates should accept personnel records submitted in electronic
format.
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The Labour Code requires employers to pay a salary premium to employees who
agree to a non-competition clause covering the employment period. This is not typical in a market economy, where non-competition clauses normally cover only the
post-employment period and where restricting employees from working concurrently for a competing company is considered unnecessary as it would be an obvious
conflict of interest.
Further, under the Labour Code, compensation to an employee for agreeing
to a post-employment non-competition clause must be a minimum of 25% of the
employee's salary.

FIC Recommendations

The requirement that an employer pay additional wages for an employee's loyalty
during the employment period should be eliminated.
Compensation to an employee for agreeing to a post-employment non-competition
clause should be left to the parties to negotiate.

3.2.5 The Role of Trade Unions
Work Quotas

The Labour Code requires employers to work together with trade unions to establish
minimum work quotas for employees, both blue-collar and white-collar. This is inappropriate. In a typical market economy, employers, not trade unions, are responsible
for the management of their companies. Requiring the consent of trade unions for
setting work quotas unduly restricts the authority of the employer to organise production and may lead to lower productivity and increased costs.

FIC Recommendations

The requirement that companies must establish minimum employee work quotas
in tandem with trade unions should be eliminated.

Protection for Elected
Trade Union Officials

Under the Labour Code, a trade union representative can only be dismissed on disciplinary grounds, and such protection continues for two years after the representative
has ceased functioning as such. Although it is important to provide for special protection of trade union representatives, the Labour Code's prohibition on dismissal is
too restrictive.
In addition, the number of trade union officers is decided by the statutes of each
trade union and is not necessarily related to the number of members they represent.
This can lead to a situation where employees take on the status of a union officer
representing a small number of members, thereby taking advantage of the protections granted to trade union officers.

FIC Recommendations

Protection against dismissal of a trade union representative should be limited to a
maximum of six months after the expiry of the representative's term.
The criteria for dismissal of trade union representatives should be broadened to
allow for dismissal for economic or organisational reasons.
The number of trade union officers should be limited by setting a minimum number
of employees they must represent.
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Collective Bargaining

Under the Labour Code, annual negotiations between employers and trade unions
are mandatory and enforced with sanctions against an employer who does not enter
into negotiations. This requirement violates International Labour Organisation conventions and recommendations on collective bargaining. Based on the principle of
the voluntary nature of collective bargaining, normally only employers and trade
unions that are a party to the collective agreement are bound by it. However, according to the Romanian Labour Code, an employer is bound by any higher-level collective agreement even if it is not a party to the agreement and is not a member of an
employers association that concluded the agreement. According to the law on associations, the minimum number of employees required to form a trade union is 15.
If such union is affiliated with another officially recognised trade union, the annual
mandatory negotiating requirement applies to it. This can lead to a small minority of
the work force having the power to negotiate on behalf of all employees.

FIC Recommendations

The requirement that employers and trade unions meet annually should be eliminated. Decisions to meet should be left to the initiative of either of the parties.
A collective agreement should be binding only on employers who are a direct party
to the agreement or a member of an employers association that has concluded a collective agreement at a higher level.
The formation of a trade union should only be possible if the union represents at
least 50% of the work force
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3.2.6 Training
Mandatory Training

Under the Labour Code, employers must provide training for all employees on an
annual basis.

FIC Recommendations

There should be no mandatory training requirement. Employers should be allowed to
train their employees on an “as needed” basis.

Trainees

The Labour Code stipulates that trainees must be hired as permanent employees if
they are paid any amount of money. This discourages the hiring of trainees and is
contrary to international practice. Many companies give valuable work experience to
trainees while paying them an allowance. This regulation may prevent employers
from running work experience programmes and/or may cause them to pay trainees
no allowance whatsoever.

FIC Recommendations

The Labour Code should be amended to allow for paid short-term placements without the obligation to offer a permanent employment contract.
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Banking
4.1 POSITIVE DEVELOPMENTS

The FIC acknowledges many significant changes since the last publication of its
White Book.
Romania's banking and financial sector is generally sound and reliable. The National
Bank of Romania's (NBR) wise monetary policy has provided a stable environment
for the development of banking and financial products and services.
Security of operations is now governed by strict regulations issued during the past
three years, in particular regarding money laundering. A new banking law was issued
at the end of 2003. It incorporates into the Romanian legislation most of the EU
acquis communautaire and defines the audit function applicable to banks, which is
in line with best practices.
The rules for provisioning were changed in January 2003 and now take into account
the financial situation of counterparts. Consequently, provisioning within the banking system has improved and is closer to the International Financial Reporting
Standards (IFRS) criteria. The establishment of the Credit Bureau has also helped
reduce the risks to banks.
In its previous White Book, the FIC recommended the implementation of an electronic clearing system. The NBR is currently implementing an Electronic Payment
System (EPS) in close cooperation with the banks. Some uncertainties remain, particularly regarding cost, but this project, scheduled for completion in early 2005, will
improve the productivity and efficiency of the banking sector.
The new bankruptcy law, in place since May 2004, accelerates procedures and strikes
a more even balance between creditors and debtors, improving the security of banking operations. This should be complemented by a new and more efficient law on
forced execution, presently being discussed in parliament.
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4.2 AREAS FOR IMPROVEMENT
4.2.1 NBR Monetary Policy

The NBR's policy of high interest rates to combat inflation has encouraged
companies and individuals to borrow in foreign currencies and deposit in ROL. This
mismatch between assets and liabilities on the balance sheets of banks increases
their funding costs; they are obliged to pay high interest rates on currency deposits
and to borrow large amounts on the international markets. Costs are further
increased by the high level of reserve requirements. This situation is provisionally
sustainable but could jeopardise profitability and increase risk levels if it continues.

FIC Recommendations

The FIC recognises that this policy is part of a strategy for lowering inflation.
Nevertheless, reducing the interest rate gap between ROL and foreign currencies
should be a priority.

4.2.2 Supervision by the NBR

Supervision by the NBR has improved but remains overly bureaucratic. There is still
a lack of communication and real understanding between banks and NBR inspectors.
Inspectors tend to be excessively formal and their knowledge of bank activities and
modern products and services, as well as their understanding of the soundness of
borrowers, is often limited. Consumer credit is a typical area where the credit
process is not well understood. Banks' implementation of credit scoring systems is
not compatible with traditional evaluations of credit activities.

FIC Recommendations

The training of NBR inspectors should be improved. Banks are eager to help with the
understanding of their business.
Better communication between the NBR and the banks should be established.

4.2.3 Provisioning

Several issues remain for improving the NBR provisioning rules implemented in 2003
and aligning them more closely with best international practices.
According to the rules, banks are required to provision 100% of a non-performing
loan and register a loss at the moment a legal action is started against a debtor.
This method is mechanical, unsophisticated, and inflexible. Under this blanket rule,
the amount and quality of the collateral and the overall financial situation of the
debtor is not considered. The current policy does not take into account real differences between securities (e.g., registered mortgages and pledges, and the quality
and rank thereof).

FIC Recommendations

Off balance sheet exposures should be included within the regulations for
provisioning.
More flexible and objective provisioning rules should be implemented that take into
account important differences between customers in default. Banks should have the
right to judge if it is necessary to provision 100% or less, depending on the situation.
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4.2.4 Lending Limits
to Related Companies

Current regulations establish a lending limit of 25% for related companies and 20%
for companies belonging to the same group.

FIC Recommendations

The regulations should allow a more flexible approach to lending limits to related
companies to take into consideration the nature of the related company (e.g., international institutions, parent companies in the case of multinationals).
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4.2.5 IFRS

Implementation of the IFRS accounting rules has been delayed to 2006 and the regulations to be issued by the NBR are still unknown.

FIC Recommendations

The IFRS rules should be implemented for all banks by 1 January 2006. This would
make the banks' financial reports uniform and comparable and increase the credibility of the banking system as a whole.
IFRS regulations should be extended to the corporate sector to improve the soundness of the business environment. Consolidated financial statements should be made
compulsory. Strict control of the quality of audit forms should be promoted.

4.2.6 Finance and
Leasing Companies

Finance companies in Romania have no official legal status and are therefore not
regulated. The new banking law fails to address this issue. Leasing companies
are also currently unregulated and their supervision by the NBR has been postponed
until 2007.

FIC Recommendations

A legal and regulatory framework for finance and leasing companies should be quickly established. This will play a positive role in the modernisation and stability of the
financial sector.

4.2.7 BCR and CEC
Privatisation

The privatisation of the two remaining large state-owned banks, the Commercial
Bank of Romania (BCR) and the Savings Bank (CEC), is long overdue, but there is
still no clear schedule for doing this.

FIC Recommendations
4.2.8 The Leu Greu Project

FIC Recommendations

Privatisation of the BCR and CEC should be accelerated and completed in 2005.
The schedule for the “leu greu” project (revaluation of the ROL by eliminating four
zeros; currently € 1 = ca. 37,000 ROL) is potentially problematic. Delays in establishing the rules of conversion make it extremely difficult to envisage a 1 July 2005
conversion date.
The date should be re-evaluated and possibly pushed back.
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Corporate Governance

5.1 POSITIVE DEVELOPMENTS

The FIC acknowledges many significant changes since the last publication of its
White Book.
During the last two years, the Romanian authorities have taken a more balanced
approach to the sometimes conflicting interests of majority and minority shareholders. The new Capital Market Law 297/2004 provides new opportunities for discussion
and debate.
Both the Comisia Nationala a Valorilor Mobiliare (Romanian National Securities
Commission; the CNVM) and the GOR have displayed a real and ongoing effort to
adapt Romanian law to the EU acquis communautaire and its many directives. Most
EU directives have been incorporated into the Capital Market Law.
Steps were taken in 2004 to merge the two capital markets, RASDAQ and BVB.
Hopefully, this will result in a more efficient and dynamic market that attracts new
companies and helps established ones raise funds.
Specialised commercial courts have been established.
The prohibition of contributions in kind to share capital has been lifted (although
this requires some adjustment, as discussed below).
The mandatory appointment of experts to analyse the financial operations of a company upon the request of its minority shareholders has been lifted.
The conditions applied to a mandatory public offer followed by a delisting - specifically the evaluation of share prices - have succeeded in maintaining the balance
between the opposing interests of minority and majority shareholders found when
Government Emergency Ordinance 28/2002 was issued.
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The requirement that board members and controllers of Societ`]i de Servicii de
Investi]ii Financiare (brokers) have graduated in economics or law studies has been
replaced in the CNVM regulations by a more flexible and appropriate requirement of
practical experience.
5.2 AREAS FOR IMPROVEMENT
5.2.1 National Corporate
Governance Code

In recent years, there have been several high-profile frauds, particularly high-value
accounting frauds, involving companies in the United States and Europe. Such spectacular scandals undermine confidence in the management and supervision of listed
companies operating in organised capital markets. Romania is not immune to such
failures.
In a report to the European Commission entitled “A Modern Regulatory Framework
for Company Law in Europe,” a High Level Group of Company Law Experts recommended that each member state should be required to draw up a national corporate
governance code. Romania does not yet have such a code. All of the older members
of the EU have published such codes. In addition, the 10 new EU members have
addressed this issue and eight have published codes or recommendations.

FIC Recommendations

The RASDAQ and BVB, cooperating with other interested parties, should adopt a
national corporate governance code. Romania's code should use as its basis one of
the best, recent codes, such as the Dutch (2003) or Belgian (2004) codes. The code
should be principle-based, not rule-based. In most cases, the principles will endure
and remain relatively stable. On this foundation, specific best practice existing in
mature capital markets may be stipulated; best practice will evolve over time.
All listed companies should be required to follow the “comply or explain” principle,
i.e., comply with each of the principles of the code or explain in their annual report
why they do not do so. This principle is appropriate since companies differ in strategy and goals and not all instances of non-compliance are negative. For example, a
listed company that is a branch of a foreign parent company listed on an international financial market should be permitted to follow a corporate governance code applicable to its parent company, not the Romanian code, in which case it would have to
explain this to its shareholders. On the other hand, unconditional freedom to decide
whether or not to apply the code is also not desirable.

5.2.2 Distribution of Dividends

The timely distribution of dividends after they have been declared at a general meeting of shareholders has been modified by the Capital Market Law but is still not properly regulated.

FIC Recommendations

There should be a single list of shareholders having the right to vote and the right to
receive dividends.

5.2.3 Cumulative Voting

Romania uses the compulsory cumulative voting method to elect board members
upon request by a “significant” number of shareholders. This provision does not exist
in any of the EU markets.

FIC Recommendations
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This requirement should be eliminated.
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5.2.4 General Assembly Approval
for Transactions with Fixed Assets

Approval by the General Assembly is required for transactions with fixed assets if
their value exceeds 20% of the total fixed assets minus the accounts receivables. This
requirement is excessive.

FIC Recommendations

This approval requirement should be eliminated or modified, possibly in accordance
with the stipulations of Art. 146 of the Company Law.

5.2.5 Voting Requirements for in
Kind Social Capital Increases

According to the Capital Market Law, in kind social capital increases are permitted,
but only if approved by shareholders holding at least 75% of the social capital. This
threshold is unrealistically high.

FIC Recommendations

The voting requirements for in kind social capital increases should be replaced with
the voting requirements provided in Art. 115 of the Company Law, including the possibility for a second call.
If an in kind social capital increase is approved, each minority shareholder should
be afforded the opportunity to make an equivalent pro rata cash contribution to
avoid dilution.

5.2.6 The Role of Auditors

The Capital Market Law requires auditors to perform certain ambiguous reporting
duties beyond their normal professional and/or legal competence and professional
standards. Premature disclosure of potential qualifications of audit opinions, arbitrary predictions of potential risks, and an unrestricted flow of information conflict
with International Financial Reporting Standards, the draft Directive of the
European Parliament, and the Council on Statutory Audit of Annual Accounts and
Consolidated Accounts.

FIC Recommendations

The law should be changed to bring auditing reporting duties into line with EU and
international standards.

5.2.7 Board Member Restrictions

According to the Company Law, board members may not serve on more than three
boards at one time. This is too restrictive as many groups often have several levels of
holding companies with little or no operational activity.

FIC Recommendations

This restriction should be liberalised for companies operating within a group.

5.2.8 Reporting of Related
Party Transactions

According to Capital Market Law, Art. 225, issuers are obligated to report related
party transactions exceeding € 50,000. This is not realistic for large companies or
banks, which generate most of the stock exchange transaction volume.

FIC Recommendations

This requirement should be made more flexible by allowing the CNVM to establish
reporting limits adapted to each issuer, such as large companies and banks, who by
their nature engage in a large number of operations above this limit, including intragroup operations.
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5.2.9 Squeeze Outs

The possibility, under specific conditions and with proper compensation, for majority shareholders to “squeeze out” minority shareholders is not clearly stated in either
the Capital Market Law or the Company Law. This will give rise to unnecessary litigation, harmful to both companies and the market.

FIC Recommendations

The law should state more clearly the conditions under which withdrawal is mandatory for minority shareholders.
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Environment

6.1 POSITIVE DEVELOPMENTS

The FIC acknowledges many significant changes since the last publication of its
White Book.
The GOR has developed the National Strategy for Environmental Protection to
ensure sustainable implementation of environment legislation nationwide.
The GOR has established objectives through the National Strategy and the National
Plan for Waste Management to regulate waste minimisation, recovery, recycling, and
elimination.
The GOR has established the National and Regional Environmental Protection
Agencies, which provide the institutional framework to monitor environmental
impact and assist in local implementation of the environmental regulations.

6.2 AREAS FOR IMPROVEMENT
6.2.1 Environmental Fund

FIC Recommendations

The Environmental Fund (the Fund) is a co-financing instrument of the GOR and
the EU designed to address priorities in the environmental protection area.
Companies are obligated to contribute to the Fund to help achieve EU environmental standards. The FIC is concerned about how Fund money from the penalty associated with packaging waste targets for recovery and recycling is raised, allocated, and
administered. The FIC is also concerned that Fund money is used for subsidies.
Incentives should be given for achieving waste recovery and recycling targets to
encourage private sector companies to meet their obligations.
Funds should be dedicated to developing the infrastructure needed to improve waste
recovery and recycling processes and to creating separate waste collection systems.
Fund requirements should be harmonised with those of related legislation. For
example, the packaging payment under the Fund is due monthly whereas the target
for recovery and recycling under the Packaging and Packaging Waste legislation is
due yearly.
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Subsidies for material recovery and recycling should be eliminated to allow prices to
be set by the market.
6.2.2 Uniform Environmental Practices
and Professional Development

After the closing of the environment negotiations with the EU and the enactment of
implementing legislation, Romanian authorities are now focusing on enforcement of
the legislation. Accordingly, a strategy has been implemented to increase the number of staff in the different environmental authorities, which has resulted in the
recruitment of more than 700 environmental specialists.
According to the Romanian Integrated Pollution Prevention and Control Law, environmental experts are required to authorise the production activities that are subject to this ordinance. However, different legislative interpretations by various
authorities with environmental responsibilities are creating confusion for private
sector companies. Clarity is needed to ensure uniform application of the legal
requirements and a level playing field.

FIC Recommendations

Uniform training of environmental specialists should be provided to ensure proper
supervision and correct application of environmental standards.
A code of conduct for environmental authorities should be elaborated.

6.2.3 Packaging and Packaging Waste

The Romanian Packaging and Packaging Waste (PPW) legislation serves the purpose
of implementing EU legislation in this area. The targets related to the PPW legislation must be achieved by 31 December 2013, which means that the EU has granted
Romania a five-year transition period starting from 2008.
The targets for recovery and recycling of packaging waste have been set at 60% recovery and 55% recycling. The PPW legislation takes into account the EU transition periods and targets, yet it obligates private sector companies to achieve a 30% recovery
target in 2005 and a 50% recovery target in 2006, allowing seven years for the remaining 10% (i.e., to reach the 60% recovery target).
The schedule for enforcement of PPW targets does not take into account the need to
strengthen the administrative capacity at regional and municipal levels and to
ensure coordination between authorities. Separate waste collection systems and
facilities for recovery and disposal need to be established.
There is a risk that rapid enforcement of the given targets will increase the costs of
consumer goods and lead to the creation of recycling systems that are not viable.

FIC Recommendations

The annual recovery and recycling targets for the years 2005 and 2006, as described
in the Government Decision 899/2004, should be reduced as follows:
• 2005 From a 30% to a 20% recovery target
From a 20% to a 15% recycling target
• 2006 From a 50% to a 30% recovery target
The annual reporting of packaging placed on the market should be conducted in a
proper and transparent manner in order to provide all interested parties with
useful data related to packaging and packaging waste.
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Deposit systems and eco-taxes should be avoided as they lead to higher consumer
prices while not promoting environmental protection.
6.2.4 Environmental Issues
Related to the
Post-privatisation Period

According to current legislation enacted in 2002 expediting privatisation, the local
environmental authority issues an environmental permit, which: (1) defines the
environmental obligations of the company; (2) establishes the environmental compliance programme related to the obligations; and (3) identifies the liabilities for
environmental pollution caused by the former activity of the company. However,
after obtaining an environmental permit, private sector companies encounter problems with the obligation to dispose of various types of hazardous waste due to a lack
of organised disposal procedures for this purpose. Authorities advise private sector
companies to organise temporary storage deposits and to keep hazardous waste on
their sites, which leads to additional costs.
Uncertainty regarding liabilities for past pollution is also a concern for private sector companies. According to the Environmental Protection Law, the Romanian
authorities have the right to issue regulations for the rehabilitation and clean-up of
soil, subsoil, and terrestrial ecosystems affected by activities that harm the environment. To date, no regulations have been issued. The FIC is concerned that private
sector companies might be obliged to clean up contaminated soil resulting from historical pollution within an unrealistic time frame.

FIC Recommendations

Financing mechanisms (the Environmental Fund, international funds, etc.) should
be used to create installations and controlled deposits for hazardous waste disposal.
A realistic time frame (i.e., related to historical pollution levels) for implementing
current and future environmental legislation should be established in consultation
with private sector companies.

6.2.5 Wastewater

Different national and local environmental requirements regarding the quality of
wastewater create challenges for private sector companies. Romanian national legislation on wastewater quality is based on EU legislation and covers the quality of
wastewater discharged by industrial companies and urban wastewater treatment
plants.
National legislation allows private sector companies to discharge their industrial
wastewater even if the quality does not meet the requirements. This exception is
granted on the condition of implementing a compliance programme within a certain
period. However, Romanian legislation allows local operators and local water authorities to impose stricter wastewater quality limits than those stated in the norms. This
right to impose stricter limits frequently leads to unrealistic compliance programmes
for private sector companies, and penalties are applied for non-compliance.

FIC Recommendations

The law should be changed so that central authorities are the only ones charged with
setting the limits for wastewater quality to be discharged.
Specific wastewater quality norms for each industrial sector should be developed in
consultation with industry groups. This approach has been successfully applied in
several EU countries, such as Germany, the Czech Republic, Slovakia, and Slovenia.
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Corruption
7.1 POSITIVE DEVELOPMENTS

The FIC acknowledges many significant changes since the last publication of its
White Book.
In 2003, Romania passed important anti-corruption legislation, which regulates for
the first time conflicts of interest of government ministers and civil servants and creates a National Authority for Control.
In general, Romania's anti-corruption legislation is well developed and is broadly in
line with the EU acquis communautaire.

7.2 AREAS FOR IMPROVEMENT

Corruption is a serious and undeniable problem in Romania as revealed by numerous
surveys and statements by reputable international institutions and organisations.
The FIC firmly believes that a reduction in corruption would improve the business
climate in Romania, accelerate the pace of transition, increase the level of FDI, and
facilitate the process of EU accession.

European Parliament

The European Parliament's March 2004 resolution on Romania's progress towards
accession stated:
“The European Parliament […] considers that despite progress in a number of areas,
Romania currently faces serious difficulties fulfilling the requirements of the
Copenhagen criteria; finalisation of accession negotiations at the end of 2004 and
becoming a member in 2007 would not be possible unless Romania fully implements
[…] anti-corruption measures, especially addressing corruption at the political
level and implementing anti-corruption laws, […] .”

European Commission

Corruption concerns were also expressed in the European Commission's (October)
2004 Regular Report:
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“Surveys and assessments conducted by both national and international organisations confirm that corruption remains a serious and widespread problem in Romania
which affects almost all aspects of the society. There has been no reduction in
perceived levels of corruption and the number of successful prosecutions remains
low, particularly for high-level corruption.”
Transparency International

Transparency International has issued the Corruption Perception Index (CPI) every
year since 1995. The CPI draws on 18 surveys and ranks 146 countries in terms of the
degree to which corruption is perceived to exist among public officials and politicians. Since 1997, Romania has been among the worst performers in the region and
has consistently ranked last among the accession countries. It ranks 87th in the most
recent (2004) report, with a CPI score of 2.9 out of 10, similar to the Dominican
Republic and Iran and below Mongolia and Senegal. All current EU members, including the ten 2004 entrants, and the other EU accession countries fare much better.

World Bank & European Bank for
Reconstruction and Development

The World Bank and the European Bank for Reconstruction and Development perform Business Environment and Enterprises Performance Surveys (BEEPS) every
three years. The surveys include 6,000 companies in 26 countries in the region. In
order to assess the aspects of economic governance, including corruption and the
rule of law, BEEPS asks companies to evaluate the extent to which the business environment creates obstacles to the operation and growth of their businesses.
For Romania, the 1999 and 2002 BEEPS reported that over 35% of companies spend
on average over 2% of their total sales to bribe public officials. These statistics are
similar to Albania, Azerbaijan, Georgia, Kazakhstan, Moldova, the Kyrgyz Republic,
Tajikistan, and Ukraine. There was no clear improvement between 1999 and 2002.

Foreign Investment
Advisory Service

The Administrative and Regulatory Cost Survey on administrative barriers to investment, conducted with the assistance of the World Bank's Foreign Investment
Advisory Service, identified corruption and bribery as major obstacles to foreign
investment. The highest level of corruption is in the import/export area, where nearly one-third of respondents reported corruption. With regard to licensing procedures,
high levels of corruption exist in the import/export and construction areas. The level
of corruption for customs procedures in Romania is significantly higher than in other
neighbouring countries, such as Bulgaria, Macedonia, and Latvia.

FIC Recommendations

Although Romania's anti-corruption legislation is well developed, it should be
enforced broadly and uniformly.
Further efforts should be made to ensure the independence, effectiveness, and
accountability of the National Anti-corruption Prosecution Office. Also, it should concentrate its resources on investigating high-level corruption.
A long-term effort should be made to eliminate corruption in public administration
through the following measures:
(a) raising salaries: this can be partly accomplished by reducing the number of
civil servants;
(b) eliminating excessive discretionary powers;
(c) adopting punitive actions for violations;
(d) monitoring more closely and effectively officials' personal assets and
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possible conflicts of interest by: (i) aligning conflict of interest legislation with EU
best practices; (ii) introducing sanctions for incorrect or incomplete declarations of
assets and interests; (iii) addressing the transfer of assets to relatives; (iv) lowering
the burden of proof before an investigation can be launched into whether assets were
obtained illegally; and (v) enacting legislation that permits investigation of discrepancies between an official's income and assets.
Romania should endorse the 1997 OECD Convention on Combating Bribery of
Foreign Public Officials in International Business Transactions and enact implementing legislation. This convention addresses the bribe-giver.
“Business Principles for Countering Bribery,” promoted by Transparency
International and Social Accountability International, should be adopted as the best
practice code of conduct. This anti-bribery framework was drawn up collectively
by companies, international financial institutions, NGOs, and trade unions. It promotes good business practices and risk management and focuses on bribery prohibition in all forms.
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