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FOREWORD

This document comprises proceedings in the origina languages of a Roundtable on Promoting
competition in the Natural Gas Industry, which was held by the working Party No. 2 of the Committee on
Competition Law and Policy in February 2000.

It is published under the responsibility of the Secretary General of the OECD to bring
information on this topic to the attention of awider audience.

This compilation is one of severa published in a series entitted "Competition Policy
Roundtables’.

PREFACE

Ce document rassemble la documentation dans la langue d'origine dans laquelle elle a été
soumise, relative a une table ronde sur la promotion de la concurrence dans le secteur du gaz naturel, qui
sest tenue en février 2000 dans le cadre de la réunion du Groupe de Travail no. 2 Comité du droit et de la
politique de la concurrence.

Il est publié sous la responsabilité du Secrétaire général de I'OCDE, &fin de porter a la
connaissance d'un large public les ééments d'information qui ont été réunis a cette occasion.

Cette compilation fait partie de la Série intitulée "Les tables rondes sur la politique de la
concurrence”.

Visit our Internet Site -- Consultez notre site | nter net

http://www.oecd.or g/daf/clp
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EXECUTIVE SUMMARY

In the light of the written submissions, the background note and the oral discussion, the following

points emerge:

D

)

Demand for natural gas stems primarily from its use as a source of energy, particularly in the
provision of heating and in the generation of electricity. In many, but not all, of its uses natural
gas competes with other energy sources, including coal, oil and éectricity. Some, but not all,
natural gas users could switch to electricity, especially in the medium to long-term. Conversely
some, especially large, electricity users and electricity generators could switch to gas, especially
with the growth of small-scale, clean, efficient gas-turbine generators.

Natural gasis both an energy source and an input into some production processes in its own right.
As an energy source it competes with other fuels, especially coad, oil and eectricity. The most
important uses of natural gas are for heating and in the generation of eectricity. The ability of
natural gas users to switch to other fuels varies from application to application. Where natural gas
is used as an input or a feedstock, the ability to switch to other fuelsis limited. Where natural gas
is used as an energy source, as in heating, it is usually possible to switch to other energy sources,
especially in the medium to long run. Some countries have, in effect, allowed the price of gasto be
determined by the price of other energy sources, particularly oil.

The ability of other energy users to switch to natural gas also varies. In some applications, such as
heating, many existing users of eectricity could in principle switch to gas in the medium to long-
term. The development of small-scale gas-fired electricity generation enhances the ability of large
electricity consumers to switch to gas, enhancing the convergence of the gas and electricity
markets.

Many countries noted that demand for gas is growing rapidly, especialy as a clean-burning,
efficient fuel for electricity generation.

It is possible to identify several distinct stages of production in the gas industry — most notably,
production, transmission (including storage), distribution and retailing or marketing. The
opportunities for conventional facilities-based in-the-market competition in each of these stages
differs from stage to stage and country to country. Broadly speaking, the opportunities for
competition are strongest in gas production and gas marketing and weakest in gas distribution.
Promoting competition in the gas industry therefore is primarily a question of ensuring the
development of competition in the gas production and gas marketing markets.

Gas production involves the extraction of gas at the wellhead, gathering the gas from the wells to
central processing facilities and processing the gas for insertion into long-distance gas pipelines.
The potential for competition in gas production depends on the number of independent gas
producers to which domestic consumers have access. The number of independent gas sources is
particular high in the US, Canada and the UK. The number of independent sources of gas in
Australia and New Zedland is limited by the presence of joint ventures between producing
companies.



DAFFE/CLP(2000)18

©)

Gas is usually transported from the wellhead to the point of consumption through high-pressure
transmission and low-pressure distribution pipelines. (Japan and Korea, however, primarily import
gasin the form of LNG). There are significant economies of scale in transmission pipelines. As a
result, the opportunities for competition between transmission pipelines depend on the geographic
location of producers and consumers and the level of gas demand. The US is an example of a
country which has a sufficiently dense pipédline network such that there is effective competition
between pipelines, especialy at points where severa pipelines meet known as “market hubs’. In
most other countries, thereislittle competition between transmission pipelines.

The local distribution of gas to smaller consumers exhibits economies of scale and density. The
scope for competition in this stage of production is strictly limited.

Unlike electricity, gas can be temporarily stored, enabling flows over the pipeline network to be
held relatively constant despite daily and seasonal fluctuations in gas demand. The opportunities
for competition in storage will depend, in part, on the number of suitable sites for storing large
quantities of gas, which varies from country to country.

Many countries also recognise another stage of production not directly linked to facilities, which is
called gas retailing or marketing. Companies active in retailing or marketing provide various
services such as negotiating with producers for supplies and transmission operators for transport
services. These companies may also develop new contractual products and services, which meet
the demands of downstream users and may also provide a brokerage service, matching the supply
and demand of gas customers in the gas markets. The barriers to entry into this activity are
relatively low and the scope for competition substantial.

Asin other indudtries, the development of competition in the competitive components of the natural
gas industry requires the implementation of a regulatory regime which can ensure access to the
non-competitive components, particularly the pipeline network. In addition, it is essential to allow
downstream customers choice over their upstream gas producer and to have some mechanism for
allocating scarce capacity. As in other industries, it is also important for regulatory decisions to
be taken by an independent, expert, regulatory authority. In practice, countries which have
substantial domestic gas supplies have gone the furthest in the process of introducing competition.

As in other industries, the development of competition in the potentially competitive activities of
gas production and gas retailing requires attention to certain policies. First, the companies in the
competitive activities must have access to the non-competitive facilities at non-discriminatory
terms and conditions. In the gas industry this will include (in most countries) access to the pipeline
network. It may aso (in some countries) include access to storage facilities. Most countries have in
place some kind of access regime for access by gas producers and gas marketers to the pipeline
network. Within the EC, such access is guaranteed by the Gas Directive, which must be
implemented by August 2000.

The approach to setting access prices varies from country to country. Given the high fixed-cost,
low margina-cost structure of the costs of transporting gas, in most cases pipeline charges also
include a high fixed or “capacity” charge and a low marginal charge for the gas actualy
transported. Some countries, including the UK and Mexico, noted that they use a price-cap
approach to regulating the prices for transmission and distribution. In the case of Mexico, the
competition authority has the power to decide which prices should be regulated and which should
be left to competition. Gas transmission and distribution prices are not regulated in New Zealand
and Austria.
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Second, the development of competition requires that downstream customers (either directly or via
an agent, broker or marketing company) have the right to choose their upstream supplier of gas. In
most countries competition is being introduced in a phased approach, with only the larger
customers having this right at the outset, with other customers granted this right over time. In
Many countries, all customers will be able to choose gas supply within a few years. By
August 2000 the EC expects that customers accounting for more than 70 percent of total demand in
the EC will have the choice of gas supplier. In federal countries, such as the US, the extension of
such “customer choice” to even the smallest customers is typically a responsibility of state
governments.

Third, the effective development of competition may require attention to mechanisms for
alocating scarce resources. Certain pipelines may be capacity constrained at peak times. If the
incumbent has an implicit priority in the use of capacity, the incumbent may restrict the capacity
availableto rivals and competition may be limited. The alocation of capacity may be improved by
implementing a system, such as auctions of bidding for the available capacity at peak times.
Structural separation (discussed below) can also materialy improve the incentives on the pipeline
to expand capacity and make capacity availableto rivals.

Many countries have responded to the need for independence and expertise in regulatory decisions
by establishing an independent regulatory body for the gas sector, sometimes combined with the
electricity regulator (as in the case of Ofgem in the UK). In some cases this body is part of the
competition authority (in the case of the Netherlands and Australia). New Zealand, which relies
primarily on its competition law, has no sectoral regulator for the gas industry.

Although it may be a coincidence, the countries which have, to date, introduced competition in the
gas industry (the US, Canada, Australia, the UK) have in common a number of independent
domestic sources of gas. Those countries, which rely primarily on imports, have been less inclined
to undertaken competition-promoting reforms, perhaps due to concerns of losing the buying power
that arises from a national monopoly importer and distributor of gas.

In addition, as in other industries, attention to structural policies can make a material impact on
competition. In particular vertical separation of the pipeline network from upstream producers
and downstream customers/retailers can enhance competition amongst gas producers and gas
retailers. Although structural separation has been adopted in a few countries a large number of
countries have retained a large degree of structural integration through the reform process.

As in other industries, a regulated pipeline operator which is integrated into gas production or gas
marketing has a strong incentive to offer transportation service of a higher price or lower quality to
rival producers or marketers, and to resist regulatory attempts which force it to offer non-
discriminatory access. As in other industries, separation of the regulated pipeline from the
competitive services can materially improve the degree of competition and the ease and
effectiveness of the access regulation on the pipeline.

Relatively few countries have chosen to structurally separate their gas industry, the UK being a
notable exception. The roundtable highlighted the different experience of the UK and the US - the
UK, which has implemented such separation, reported no cases of denial of access. The US, which
has many integrated pipelines, reported an on-going, intensive effort to address complaints of
denia of access and reported that it expected the need for this effort to go on into the indefinite
future. Other countries, such as Korea are planning significant separation of the incumbent
monopoly in the near future. Spain does not allow companies providing regulated activities to
cary out non-regulated activities. Several other countries, including France, Italy and New
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Zedland, have chosen to retain an integrated structure. The EC requires at least accounting
separation of the transportation, storage and distribution services.

In addition, horizontal separation of production arrangements could improve the scope for
competition in gas production and gas distribution. The ACCC in Australiareports that it has tried,
unsuccessfully, to break-up long-term joint-venture arrangements in the Australian gas production
industry. Where existing gas supplies are tied up in long-tern contracts separation might also
extend to the requirement to divest a proportion of existing contracts for gas supplies. Horizonta
separation of the distribution stage of production, for example into regional companies, can aso
facilitate competition at the margins of these companies and can enhance regulation through
benchmarking.

In many countries the presence of long-term take-or-pay contracts has been an important obstacle
to liberalisation. Non-commercial service obligations, which in other industries play a
fundamental role, also exist, although to a lesser extent, in the natural gasindustry.

Historically, long-term take-or-pay contractual arrangements have been common in the gas
industry. Such contracts protect gas producers against the possibility of hold-up, after they have
made a decision to invest in facilities to exploit gas deposits. Such contracts also guarantee
pipeline operators a continuous flow of gas and can be atool for tying up gas supplies to limit the
scope for new entry. Where the price fixed in these long-term contracts is above the current “ spot”
price of gas, the introduction of competition can threaten the financia viability of the incumbent
operator. The introduction of competition may therefore involve careful attention to these contracts
and possible compensation for the incumbent for the costs of being relieved of its obligations
under the contract. In the case of the UK, the threat to the incumbent under existing take-or-pay
arrangements assisted the process of separation of the incumbent firm.

Non-commercial obligations, which are prevaent in utility industries, are present, to a lesser
extent, in some OECD gas industries. Although “universal service” obligations to supply all
customers are virtually unknown in the gas sector, there may nevertheless be certain obligations,
such as the abligation on a competing gas retailer to not refuse a customer who wishes to be
supplied, or the obligation in Korea that gas service must be provided if it is requested by more
than 25 households within a 100 meter distance. In the past, both the Czech Republic and the
Slovak Republic subsidised domestic gas consumers from the revenues derived from transiting
gas.

Antitrust authorities have addressed a number of cases in the gas industry, particularly in the area
of mergers. Mergers between firms, which have activities at the same stage of production (i.e., two
producing firms, two transmission pipelines, or two distribution companies) will, as in other
industries, often have a direct impact on competition. Mergers between firms at different stages of
production (i.e., between pipelines and producers or pipelines and retailers) raise concerns about
raising incentives to deny access. Mergers between gas and electricity utilities raise both
horizontal and vertical issues as gasis an important input to electricity generation and gas utilities
are important potential entrants into electricity generation. In some cases mergers have been
approved subject to significant divestiture. Although gas and electricity are substitutes in some
applications, competition authorities noted that gas and electricity were not (yet) considered to be
in the same economic market.

Countries reported that the gas industry was subject to nationa competition laws and that
competition authorities were active in this sector. Nearly all competition authorities considered that

10
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although this may change in the future, gas and electricity could not yet be considered to be in the
same market.

Mergers between firms at each stage of the production process in the gas industry have been
opposed by competition authorities. The US, for example, has opposed a merger of two firms on
the basis that competition would be significantly reduced in the provision of gas gathering services.
The US also opposed a merger of two gas companies on the basis that the two companies owned
the only two pipelines, which could potentialy serve the Sdalt Lake City area. In Australia, the
merger of two neighbouring gas distribution companies in Brisbane was denied as each was an
important potential entrant into the other's market and these firms currently competed for the
supply of gas to each other’s large customers. The EC cleared a merger of a gas importer and an
electricity utility only after significant remedies had been offered. Given the important role of gas
in eectricity production, the combined entity would be able to control the prices of both gas and
electricity in Finland. The US challenged a merger between a gas pipeline and an electric utility on
the grounds that the combined entity would be able to exercise market power over the price of
electricity during periods of high electricity demand.

In addition to mergers, a number of other competition cases have been brought against anti-
competitive activitiesin the gasindustry. In Australia, the ACCC opposed an arrangement between
a pipeline and a gas marketing company, which was held to be designed to prevent the entry of a
competing pipeline. France addressed a case in which long-term contracts with substantial
penalties were designed to lock-in building promoters to use of gas as a heating fuel.

11
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SYNTHESE

A la lumiére des communications écrites, de la note d’information générale et des échanges de

vues, il se dégage les constatations suivantes :

1)

)

La demande de gaz naturel procéde essentiellement de son utilisation en tant que source
d' énergie, en particulier pour la fourniture de chaleur et la production d éectricité. Dans
nombre de ses applications, mais non dans toutes, le gaz naturel est en concurrence avec
d'autres formes dénergie, notamment le charbon, le pétrole et |'électricité. Certains
consommateurs de gaz naturel pourraient le remplacer par de I'éectricité, en particulier a
moyen € a long termes, mais tous n'‘ont pas cette possibilité. En revanche, certains
consommateurs d'électricité, notamment ceux qui en utilisent en grandes quantités, et les
producteurs d’ électricité pourraient se tourner vers le gaz, surtout compte tenu de la percée sur
le marché des petites turbines a gaz, propres et a haut rendement.

Le gaz naturel est ala fois une source d énergie et une matiére premiére utilisée dans certains
procédés de production. En tant que source d énergie, il rivalise avec d' autres formes d’ énergie,
notamment le charbon, le pétrole et I’ éectricité. Ses applications les plus importantes sont la
production de chaleur et d’ électricité. Selon I’usage qu'ils en font, les consommateurs de gaz
naturel ont une latitude plus ou moins grande de changer de combustible. Lorsque le gaz naturel
est employé comme matiére premiére ou comme produit d'aimentation, les possibilités de
substitution sont limitées, mais quand il est utilisé en tant que source d’ énergie, comme c'est le
cas pour la production de chaleur, il est généralement remplacable par d’ autres formes d’ énergie,
en particulier a moyen et a long termes. En fait, certains pays autorisent I’alignement du prix du
gaz sur celui d’ autres sources d’ énergie, notamment le pétrole.

Les possibilités qui s offrent & d’ autres consommateurs d énergie de substituer le gaz naturel a
d’ autres formes d' énergie sont variables également. Dans certaines applications, notamment le
chauffage, beaucoup de ceux qui consomment actuellement de I'éectricité pourraient, en
principe, passer au gaz a moyen ou a long termes. Le développement de la production
d'électricité a partir de gaz a petite échelle facilite |’adoption de ce combustible par les gros
consommateurs d' électricité, d' ol une convergence accrue des marchés du gaz et de |’ dlectricité.

De nombreux pays ont constaté que la demande de gaz progresse rapidement, et tout
particulierement en tant que combustible propre et rentable pour la production d’ électricité.

On peut distinguer plusieurs maillons différents dans la filiére du gaz -- principalement la
production, le transport (y compris le stockage), la distribution et, enfin, la vente aux clients
finals ou commercialisation. Les possibilités de concurrence liées aux installations classiques
dans chacun de ces segments du marché du gaz différent selon le maillon de la filiére et le pays
dont il s'agit. En gros, les possibilités de concurrence sont les plus grandes aux stades de la
production et de la commercialisation du gaz, et les plus faibles au niveau de la distribution.
Pour favoriser la concurrence dans le secteur gazier, il importe donc avant tout de faire en sorte
gu’ elle s'intensifie sur les marchés de la production et de la commercialisation.

La production de gaz comprend son extraction en téte de puits, la collecte du gaz extrait de

différents champs pour I’acheminer vers des installations centralisées de traitement, puis son
traitement pour I'injecter dans les gazoducs a longue distance. Les possibilités de concurrence au

13
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niveau de la production de gaz dépendent du nombre de producteurs gaziers indépendants
auxquels les consommateurs nationaux ont accés. |1s sont particuliérement nombreux aux Etats-
Unis, au Canada et au Royaume-Uni, tandis qu’en Australie et en Nouvelle-Zéande les sources
indépendantes d’ approvisionnement en gaz sont en nombre limité car il existe des entreprises
conjointes de production.

Le gaz est d ordinaire acheminé de la téte du puits jusqu’au lieu de consommation par des
conduites de transport a haute pression et des conduites de distribution a basse pression. (Le
Japon et la Corée, cependant, importent essentiellement du gaz sous forme de GNL). Les
gazoducs de transport autorisent de fortes économies d' échelle. De ce fait, les possibilités de
concurrence entre eux dépendent de la localisation géographique des producteurs et des
consommateurs ains que du volume de la demande de gaz. Les Etats-Unis, par exemple, ont un
réseau de gazoducs assez dense pour que s établisse une concurrence réelle entre entreprises
exploitant différentes conduites, surtout aux points d’interconnexion ou plusieurs d’entre elles se
rejoignent, qui représentent des « plagues tournantes » pour le marché. Dans la plupart des autres
pays, il Ny aguére de concurrence entre les entreprises de transport de gaz.

La digtribution locale du gaz aux petits consommateurs permet de réaiser des économies
d’ échelle et de densité. Les possibilités de concurrence a ce niveau sont strictement limitées.

Contrairement a |’ éectricité, le gaz peut étre stocké provisoirement, ce qui permet de maintenir a
un niveau relativement constant les flux transitant par le réseau de conduites malgré les
fluctuations journaliéres et saisonniéeres de la demande de gaz. Les possibilités de concurrence au
niveau du stockage sont en partie tributaires du nombre de sites adaptés pour stocker le gaz en
grandes quantités, qui différe d’'un paysal’ autre.

Dans de nombreux autres pays, il existe en outre un autre métier de la chaine gaziére, qui n'est
pas directement lié aux instalations: la vente aux clients finas ou commercialisation. Les
entreprises opérant dans ce segment du marché offrent divers services, par exemple la
négociation avec les producteurs concernant les approvisionnements et avec les entreprises de
transport du gaz pour |’ acheminement. Elles peuvent aussi créer de nouveaux produits et services
contractuels qui répondent aux attentes des consommateurs en aval, et proposer un service de
courtage qui met en rapport les fournisseurs et les clients sur les marchés gaziers. Les obstacles a
I’entrée de ce marché sont relativement faibles et les possibilités de concurrence assez
considérables.

Comme dans d autres branches d’ activité, pour ouvrir les segments concurrentiels du secteur du
gaz naturdl ala concurrence, il faut mettre en cauivre un régime de réglementation garantissant
I"accés aux segments non concurrentiels, en particulier le réseau de gazoducs. En outre, il est
essentiel de laisser le choix aux consommateurs en aval de leur producteur gazier en amont et de
disposer d’'un mécanisme permettant, d une facon ou d’'une autre, de répartir la capacité
lorsqu’elle est limitée. Il importe également, comme dans d’ autres secteurs, que les décisions
réglementaires soient prises par une instance indépendante et spécialisée. Dans les faits, on
observe que les pays disposant d’ abondantes ressources nationales de gaz sont ceux qui ont le
plus avancé dans le processus d’ ouverture a la concurrence.

Comme dans d' autres secteurs, certaines mesures doivent retenir |’ attention lorsgue s instaure la
concurrence dans les maillons de |a chaine potentiellement concurrentiels que sont la production
gaziere et la vente du gaz aux clients finals. En premier lieu, les entreprises opérant dans les
segments concurrentiels doivent pouvoir accéder dans des conditions non discriminatoires aux
installations non soumises a concurrence. Dans le secteur gazier, il S agit notamment (dans la

14
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plupart des pays) d avoir accés au réseau de gazoducs, mais auss éventuellement (dans certains
pays) aux installations de stockage. Une mgjorité de pays ont en place un régime ou un autre
gouvernant |I'accés des producteurs et des courtiers de gaz au réseau de gazoducs. Au sein de
I"UE, cet accés est garanti en vertu de la directive concernant les régles communes pour le
marché intérieur du gaz naturel, qui doit étre appliquée d'ici aolt 2000.

Les modes de fixation des prix varient d’un pays a |’ autre. Etant donné la structure des codts du
transport du gaz, qui comporte des colts fixes élevés et des colts marginaux faibles, le plus
souvent les redevances d acces aux gazoducs qui S appliquent au gaz effectivement transporté
comprennent une tranche fixe élevée liée ala « capacité » et une tranche faible correspondant au
cot marginal. Certains pays, dont le Royaume-Uni et le Mexique, ont fait savoir gu'ils
appliquent la méthode de plafonnement des prix pour réglementer les prix du transport et de la
distribution. Au Mexique, les autorités chargées de la concurrence ont |le pouvoir de décider quels
prix doivent étre réglementés et quels prix doivent étre déterminés par le jeu de la concurrence.
Les prix du transport et de la distribution du gaz ne sont réglementés ni en Nouvelle-Zélande, ni
en Autriche.

Deuxiémement, pour que la concurrence s exerce, il faut que les clients en aval (soit directement,
soit par I"entremise d’un agent, d’'un courtier ou d'une entreprise de commercialisation) aient le
droit de choisir leur fournisseur de gaz en amont. Dans la plupart des pays, la concurrence
s'instaure progressivement, et seuls les gros consommateurs jouissent de ce droit d emblée, les
reste des clients pouvant en bénéficier un certain temps aprés. Dans de hombreux pays, tous les
consommateurs pourront choisir leur fournisseur dans quelques années. La CE prévoit que les
consommateurs de I’ UE représentant 70 pour cent de la demande dans I’ UE, auront le choix de
leur fournisseur de gaz & compter d’ ao(t 2000. Dans les pays a régime fédéral comme les Etats-
Unis, ¢’ est aux administrations des Etats qu’il incombe généralement d’ accorder ce « libre choix
au consommateur », méme aux plus petits d’ entre eux.

Troisiéemement, |I'apparition de la concurrence peut attirer |'attention sur les mécanismes
d affectation des ressources limitées. Certaines entreprises de transport peuvent connaitre des
contraintes de capacité dans les périodes de pointe. Si |'opérateur historique bénéficie
implicitement de la priorité sur le réseau de gazoducs, il peut réduire la capacité dont disposeront
ses concurrents, d’ ol une possible entrave a la concurrence. On peut améliorer | affectation de la
capacité en recourant, par exemple, a la mise aux enchéres de la capacité disponible dans les
périodes de pointe. La séparation structurelle (dont il est question ci-aprés) peut auss encourager
sensiblement |’entreprise de transport de gaz & augmenter sa capacité et a la mettre a la
disposition des concurrents.

Face a la nécessité de veiller a ce que les décisions réglementaires soient prises en toute
indépendance et sur la base de connaissances spécialisées, nombre de pays ont créé une instance
de régulation indépendante pour le secteur gazier, parfois associée au régulateur du secteur de
I’ électricité (par exemple, I’ Ofgem au Royaume-Uni). Dans certains cas, cette instance fait partie
intégrante des autorités de la concurrence (comme aux Pays-Bas et en Australie). La Nouvelle-
Zé8ande, qui Sen remet pour I'essentiel a son droit de la concurrence, n'a pas de régulateur
sectoriel pour le gaz.

C'est peut-étre une coincidence, mais les pays qui ont ouvert jusqu'ici le secteur gazier a la
concurrence (Etats-Unis, Canada, Australie et Royaume-Uni) présentent un trait commun : ils
peuvent tous faire appel a plusieurs sources nationales indépendantes d’ approvisionnement
gazier. Les pays principalement tributaires des importations se sont montrés moins enclins a
lancer des réformes en faveur de la concurrence, peut-étre de crainte de perdre de la puissance
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(4)

©)

d’ achat en raison du monopole exercé par un seul importateur et distributeur de gaz sur le
territoire national .

En outre, comme dans d' autres secteurs, |’ attention accordée aux mesures d ordre structurel
peut avoir une réelle influence sur la concurrence. En particulier, la séparation verticale entre le
réseau de gazoducs et les producteurs en amont, d'une part, et les clients/entreprises de
commercialisation en aval, de I'autre, est susceptible de favoriser la concurrence entre les
producteurs de gaz ainsi qu’entre les entreprises qui le vendent aux clients finals. Rares sont les
pays qui ont adopté la séparation structurelle, alors que beaucoup ont choisi de maintenir un
degréimportant d'intégration structurelle tout au long du processus de réforme.

De méme que dans d autres secteurs, lorsgu’ une entreprise de transport de gaz réglementée est
intégrée avec des activités de production ou de commercialisation du gaz, elle a une forte
incitation a offrir un service de transport plus cher ou de moins bonne qualité aux entreprises
concurrentes de production ou de commerciaisation, et a opposer une résistance aux actions
réglementaires qui la contraignent a proposer un acces aux gazoducs dans des conditions non
discriminatoires. Comme dans d’ autres secteurs, la séparation entre |’ entreprise de transport de
gaz réglementée et des services concurrentiels peut sensiblement intensifier la concurrence et
faire gagner en souplesse et en efficacité larégulation de I’ accés aux gazoducs.

Relativement peu de pays ont opté pour la séparation structurelle de leur secteur gazier, le
Royaume-Uni étant une exception notable a cet égard. La table ronde a mis en évidence les
résultats différents obtenus au Royaume-Uni et aux Etats-Unis -- le Royaume-Uni, qui a appliqué
ce type de séparation, n’ a signalé aucune affaire concernant un refus d accés. Les Etats-Unis, ol
il existe de nombreuses entreprises intégrées de transport du gaz, ont fait savoir qu'ils
s employaient sans reléche arégler deslitiges faisant a suite des plaintes déposées concernant des
refus d'acces et qu’ils s attendaient a devoir continuer a le faire pendant une durée indéterminée.
D’autres pays, la Corée par exemple, prévoient actuellement de procéder prochainement a une
séparation importante du monopole en place. L' Espagne n’ autorise pas les entreprises dont les
activités sont réglementées a exercer des activités non soumises a réglementation. Plusieurs
autres pays, dont la France, I'Italie et la Nouvelle-Zélande, ont choisi de garder en place une
structure intégrée. La CE impose au minimum la séparation comptable des services de
production, de stockage et de distribution.

De surcroit, la séparation horizontale au niveau de la production pourrait améiorer les
possihilités de concurrence dans les maillons de la production et de la distribution de gaz. En
Austraie, I' ACCC (Australian Competition and Consumer Commission) indique qu’ elle a essayé
sans succes de démanteler les accords de coentreprise a long terme dans |’ industrie australienne
de production gaziére. Lorsque des approvisionnements gaziers existants sont liés dans le cadre
de contrats a long terme, la séparation pourrait aussi entrainer |’ obligation de céder une part des
contrats d’ approvisionnement gazier existants. Quant a la séparation horizontale au stade de la
digtribution, par exemple pour créer des entreprises régionaes, elle peut auss faciliter la
concurrence aux limites ou leurs zones de desserte se chevauchent et, par ailleurs, permettre une
meilleure régulation gréce al’ étalonnage des performances.

Dans de nombreux pays, les contrats « take-or-pay » a long terme en vigueur ont dressé un
obstacle important a la libéralisation. Les obligations de service non commercial, qui jouent un
role fondamental dans d’ autres secteurs, existent également dans celui du gaz naturel, bien que
dans une moindre mesure.
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Par le passe, les arrangements contractuels assortis d' une clause de prise ferme, dits « take-or-
pay », éaient largement répandus dans le secteur gazier. |ls prémunissent les producteurs ayant
pris la décision d'investir dans des installations pour exploiter des gisements de gaz contre le
risque de rupture de contrat. Des contrats de ce type garantissent auss aux entreprises de
transport la continuité des flux de gaz et ils peuvent servir a assortir les approvisionnements
gaziers de certaines contraintes pour limiter les possibilités d entrée de nouveaux acteurs sur le
marché. Lorsque le prix fixé dans e cadre de ces contrats along terme dépasse le prix « spot » du
gaz du moment, |’ ouverture a la concurrence risque de compromettre la viabilité financiére de
I’opérateur historique. |l faudra donc éventuellement, lorsque la concurrence commence a
s'instaurer, étre trés attentif a ces contrats et aux compensations qu'’il serait possible de verser a
I’ opérateur historique en contrepartie des colts qu'il devra supporter pour se dégager des ses
obligations aux termes du contrat. Au Royaume-Uni, la menace qui pesait sur |’ opérateur
historique du fait des contrats « take-or-pay » en vigueur a favorisé le processus de scission de
I’ entreprise.

Les obligations non commerciales qui prévaent dans les secteurs de service public sont imposées
aussi, dans une moindre mesure, au secteur du gaz dans certains pays de I'OCDE. Certes, les
obligations dites de « service universe », en vertu desquellesiil faut assurer la fourniture de tous
les consommateurs sans exception, sont pratiquement inconnues dans le secteur gazier, mais il
peut y avoir néanmoins certaines obligations a respecter, par exemple celle qui est faite a une
entreprise concurrente de vente de gaz aux clients finals de ne pas refuser de desservir un client
qui le souhaite, ou I’ obligation imposée en Corée d’ assurer la desserte en gaz s la demande en est
faite par plus de 25 ménages dans un rayon de 100 metres de distance. Par le passé, tant la
République tchéque que la Républigue slovaque subventionnaient la consommation de gaz des
meénages a partir des recettes tirées du transit du gaz sur leur territoire.

Les organismes chargés de faire respecter les lois antitrust ont traité un certain nombre
d' affaires dans le secteur gazier, notamment concernant des fusions. Les fusions entre
entreprises opérant dans le méme maillon de la filiére (c'est-a-dire entre deux entreprises de
production, deux entreprises de transport ou deux entreprises de distribution) auront souvent une
influence directe sur la concurrence, comme il arrive dans d’ autres secteurs de |’ économie. Les
fusions entre entreprises opérant dans des maillons différents de la chaine (¢’ est-a-dire entre une
entreprise de transport et un producteur, ou entre une entreprise de transport et une entreprise
de vente aux clients finals) suscitent des préoccupations parce qu’ elles augmentent les incitations
a refuser I'acceés. Les fusions entre entreprises électriques et gaziéres posent a la fois des
problémes horizontaux et verticaux parce que le gaz est une source d énergie importante pour la
production d’électricité et que les entreprises gaziéres sont de nouveaux entrants potentiels et
puissants dans le secteur de la production d'électricité. Dans certains cas, les fusions ont é&é
approuveées a condition que I’ on procéde a la cession d’ une forte proportion d' actifs. Bien que le
gaz et I’ éectricité puissent se substituer I’un a I’ autre dans certaines applications, les autorités
chargées de la concurrence ont constaté que le gaz et I'éectricité n'étaient pas (encore)
considérés comme des produits du méme marché économique.

Des pays ont signalé que le secteur gazier était assujetti au droit national de la concurrence et que
les autorités compétentes en la matiére intervenaient dans ce secteur. Les autorités chargées de la
concurrence estiment, presgue toutes, que I’on ne peut pas encore dire du gaz et de |’ dectricité
gu'’ils constituent un méme marché, bien que la situation puisse évoluer al’ avenir.

Les autorités de la concurrence se sont prononcées contre des fusions entre entreprises opérant

dans chacun de maillons de lafiliére du gaz. Aux Etats-Unis, par exemple, elles se sont opposées
alafusion de deux entreprises au motif que la concurrence serait sensiblement réduite au niveau
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des services de collecte du gaz, ains qu’'a une fusion entre deux entreprises gaziéres parce
gu’ elles possédaient les deux seuls gazoducs qui pouvaient desservir la zone de Salt Lake City.
En Australie, lafusion de deux entreprises voisines de distribution de gaz a Brisbane a été refusée
car chacune d'elles était un entrant potentiel important pour le marché de I’ autre et qu’ elles se
trouvaient en concurrence a ce moment-la pour la fourniture de gaz a leurs gros consommateurs
respectifs. La CE a donné son accord & une fusion entre un entreprise d importation de gaz et une
entreprise éectrique seulement aprés que des compensations significatives aient été offertes. Les
Etats-Unis se sont élevés contre une fusion entre une entreprise de transport de gaz et une
entreprise électrique en invoquant la possibilité qu’ aurait |’ entité intégrée d’ exercer un pouvoir de
marché sur laformation des prix de I’ électricité pendant les périodes de forte demande d' énergie
électrique.

En plus des affaires concernant des fusions, un certain nombre d’ autres actions ont été intentées a
I’encontre d' activités anticoncurrentielles dans le secteur gazier. En Australie, I' ACCC s'est
prononcée contre un arrangement conclu entre une entreprise de transport de gaz et une entreprise
de commerciadisation du gaz en vue d empécher I'entrée sur le marché d’'une entreprise de
transport concurrente. La France, pour sa part, a traité un litige dans lequel des contrats a long
terme assortis de lourdes pénalités étaient congus pour contraindre des promoteurs immobiliers a
utiliser le gaz comme combustible pour |e chauffage.
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BACKGROUND NOTE

I ntroduction

Although reform in the natural gas industry has lagged regulatory reform in other network

industries, the natural gas industry is increasingly the focus of attention of reformers in OECD countries.
Following successful and dramatic deregulation in the US and the UK, important steps have been taken in
Australia and New Zealand. With the adoption of an EC Directive on gasin 1998, the stage is also set for
further important European liberalisation in this sector.

What role can competition play in the gas industry? How can gas regulation be structured so asto

enhance the scope for competition and the quality of the overall regulation? This paper explores these
guestions, drawing on the experience of OECD countries.

This paper makes the following key points:

* natural gas is an energy source, which competes with other energy sources, particularly in the
provision of heating and the generation of electricity. Nearly al residential and industrial users
of natural gas can switch to aternative energy sources, particularly oil, coa and electricity. But
the reverse is not always true — most electricity users cannot switch to gas in the event of adrop
in the relative price of gas;*

natural gas is amost aways transported from the point of production to the point of
consumption over a pipeline network. As a result, the gas industry shares many economic
characteristics with other network industries such as railways and eectricity. The gas
transportation network can be divided into two components — high-pressure transmission and
low-pressure distribution. As with many other industries (such as telecommunications, postal
services, and electricity), the local distribution of gasis a natural monopoly but there may scope
for competition in transmission pipelines, depending upon the density of the network and the
physical location of gas producers and gas consumers. In most cases there is also significant
scope for competition between gas producers;

allowing competition between gas producers (and between transmission pipdines, where
possible) enhances incentives for efficiency in production and enhances the quality of the
regulation of the pipeline network. In order for such competition to develop rival gas producers
must have access to existing pipeline networks and there must exist a mechanism for allowing
gas consumers choice over the producer of their gas. Introducing competition for gas also yields
other benefits including the development of spot and futures markets in gas and stimulation of
investment in new pipeline interconnections (enhancing connectivity of the network and
enhancing pipeline-to-pipeline competition). In most cases the quantity and quality of
competition between gas producers will be enhanced if gas producers are prevented from
operating the transmission network;
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» where rival gas producers are ensured access to an existing pipeline network, there must exist a
system for rationing the capacity of the network at peak times. This could be achieved through a
system of peak-load charges for the use of the network, but in practice it is often easier to
auction the capacity of the network at peak times. Auctions have the advantage of being more
transparent on the use of the capacity and placing fewer burdens on the regulator. So far, the US
isthe only OECD country to have a devel oped mechanism for auctioning pipeline capacity;

in many countries, the liberalisation of the gas sector is made more complicated by the presence
of long-term take-or-pay gas contracts, which tie either pipeline owners or downstream gas
customersto asingle gas producer for a period of time. However, in the case of both the US and
the UK, the presence of long-term take-or-pay contracts was a factor facilitating liberalisation.
When the spot price of gas dropped and pipeline networks found themselves faced with
unprofitable obligations to buy and transport gas, pipeline networks were eager to transport gas
for third-parties at regulated prices which ensured a reasonable rate of return;

in the case of a country which is highly dependent on imports from a single foreign supplier
unilateral liberalisation might remove a countervailing power, enhancing the market power of
the foreign supplier, to the detriment of domestic consumers. Current levels of reliance on
imports and the degree of interconnection of the EU gas network imply that such concerns are
not currently material for most European countries but may become so in the medium to long
term;

as in most network industries, incumbent dominant gas companies are sometimes subject to
non-commercial obligations. Asin other industries, the presence of such obligations need not be
an obstacle to the introduction of competition, provided that the non-commercial obligations are
fully reflected in the prices for access to the gas transmission and distribution network.

2. Background: The natural gasindustry

This section provides an overview of the natura gas industry —the principa characteristics of gas
supply and demand and an overview of the regulatory regime and the market structure for gas in selected
OECD countries.

2.1 Natural gas demand

Natural gas is consumed by both households and industry. Households consume natural gas
primarily as a fuel source for cooking and heating. Industry consumes natural gas for heating, electricity
generation, asafuel in arange of industrial processes. In nearly al of its applications, natural gasis burned
as afuezl to produce heat. Natural gas thus competes with other energy sources, primarily electricity, coal
and oil.

Like al energy sources, the use of natural gas as a fuel requires investment in customer-premises
equipment. Although some equipment is designed to operate on more than one fuel (such as both gas and
oil), most customer premises equipment cannot quickly be changed to operate on other fuels. As a result
most gas customers cannot change rapidly to other fuelsin the short run in the face of a gas price hike, but
will reconsider the choice of fuel when the existing customer premises equipment reaches the end of its
economic life. The slope of the demand curve for natura gas is therefore, like many products, more elastic
in the long run than in the short run.
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In dmost al its applications, natural gas can be substituted by other energy sources. In the long
run, therefore, the price of other energy sources acts as a ceiling on the price of gas. The reverse is not true
however. There are certain applications for other energy sources (such as electricity for light bulbs) which
cannot easily convert to gas. Technically, the (non-generation) demand curve for gasis said to be “kinked”
at the price of other competing forms of energy.

The extent to which electricity, coal and oil act as a competitive discipline on natura gas prices
therefore differs from country to country according to the relative prices of these three commodities.?® In
the US, where electricity prices are low relative to natural gas there is significant inter-fuel competition. In
Britain, which enjoys an abundance of natural gas from the North Sea, inter-fuel competition plays amost
no rolein natural gas prices.*

Demand for natural gas is highly seasonal. Demand for natural gas for heating peaks in the
winter.®> As an illustration, Figure 1 presents the month-on-month demand for natural gas in the USA. Gas
consumption in the peak winter months of the US is about double that in the summer months. Industrial,
commercial and, especially, residential demand for natural gasis highest in winter. Consumption of natural
gas by US dectricity utilities peaks in the summer due to seasonal demand for eectricity for air-
conditioning.

Figure1l: USNatural Gas Consumption by Sector
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Gas consumers with dual-fuel capability (and more generaly, gas consumers with a very high
short-term elasticity of demand) are willing to reduce gas consumption at short notice in response to
changes in the price of delivered gas, such as might occur at peak times when the gas transportation
network is operating at capacity. In practice, partly for historical reasons, very short-term rationing of the
capacity of the network at peak times occurs not by raising price, but by reducing supply to certain
customers. Customers who are willing to accept such “interruptible” service (such as customers with dual-
fuel capability) can usually obtain alower price for transportation services.

Natural gasis essentially a homogeneous product. Although gas extracted from the ground differs

in chemical composition, gas-processing facilities remove unwanted substances and ensure that the
resulting gas maintains a minimum quality and calorific vaue.

21



DAFFE/CLP(2000)18

2.2 Natural gas supply: The chain of production

Like many other industries, the natural gas industry comprises a number of distinct “ components’
or “stages of production”, differing in the nature of their regulation and the scope for competition. It is
possible to distinguish five broad stages of production, from the point of extraction (the “well-head”) to the
point of consumption (the “burner-tip”).

(@ Gas Production — which can be further broken down into the exploration, drilling,
extraction and processing of gas. A few OECD countries import gas in liquid form (known
as LNG), which is subsequently re-gassified and distributed by a pipeline network. For the
purposes of this paper, such re-gassification facilities can be included within the gas
production sector.

(b) Gas Transmission — the high-pressure transportation of gas to high-volume customers such
as distribution companies, large industrial customers and power stations.

(c) Gas Digribution — the low-pressure distribution of gas to small and medium-volume gas
customers.

(d) Gas Storage — the smoothing of the flow of gas through the transportation network by
pumping gas into holding facilities at off-peak times, and withdrawing the gas at peak
times.

(e) Gas Retailing or Marketing — the provision of services of contracting with production,
transmission and distribution companies on behalf of gas customers and associated billing
and metering services.

We will examine each of these components in turn, with a focus on the economies of scale and
scope and the opportunities for competition.

221 Gas production

Natural gas is extracted from underground wells, often as a by-product of the extraction of ail.
Pipdines from individual wells (known as “gathering lines’) transport gas to nearby facilities where the
gasis cleaned and processed before being passed into the next stage of production, such as insertion into a
high-pressure transmission pipeline, or cooling into liquid form. The rate at which new wells are devel oped
depends upon investment in exploration, which depends, in turn, on predicted future gas and ail prices.

The development and exploitation of an underground gas reservoir requires a relatively large
sunk investment in the form of extraction and processing equipment, and a pipeline to the nearest gas
transportation network serving a suitable gas market. Because most countries have in the past maintained a
monopoly (or near monopoly) over the transportation and distribution network, in most cases a gas
producer faced only one potentia buyer of its gas. This exposed the gas producer to the threat of “hold up”
— whereby once the upstream investment is sunk, the downstream network monopoly refuses to purchase
in the hope of negotiating more favourable terms and conditions. As a result, ailmost all investment in new
production was (and still is in many cases) carried out under either long-term contracts or vertical
integration. In particular, long-term contracts of the form known as “take-or-pay” guarantee the gas
producer a price for a certain volume of gas. These contracts can be for aslong as 25 to 30 years.
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Aswe will see later, one of the benefits of introducing competition into the gas industry is that it
removes the dependence of gas producers on a single purchaser, thereby reducing or eliminating the threat
of hold-up. Gas production contract terms in the UK and the US have become significantly shorter and,
indeed, a growing proportion of gas is sold on the “spot” market (i.e., for delivery within a few days or
weeks).

In most cases, competition between gas producers is feasible. Although there is a certain
minimum efficient scale in gas processing facilities, these are not large.® For many countries there are a
sufficient number of independent gas fields within an economic distance of an existing pipeline to sustain
effective competition between gas producers.” In the case of the UK, for example, gas is produced at
80 different fields in the North Sea, six fields in the Irish Sea and 13 onshore fields. Of course, as in any
industry, the fact that competition is feasible does not imply that competition will be effective in practice,
as one or a few producers may own all the viable independent sources of gas. As discussed later, this is
especialy of concern when the independent sources of gas are under the jurisdiction of aforeign country.

As Figure 2 illugtrates, although OECD countries represent 54 percent of world consumption of
natural gas, they own arelative small percentage (around ten percent) of known world reserves. By far the
bulk of known world gas reserves are in the former Soviet Union. It is expected that in the long run OECD
countries will increasingly be gas importers.

Figure 2: World Reserves of Natural Gas
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222 Gas transmission

Unfortunately, most gas is not consumed where it is produced. Rarely are gas wells located near
major consumption centres. Gas must be transported, often over long distances. Although it is technically
feasible to cool gas into liquid form and transport it by conventional transport modes (rail, road, sed), in
practice this process is uncompetitive except in afew narrow circumstances.

Instead gas is transported through a system of pipelines varying in pressure and diameter. This
pipeline network is conventionally divided into two components - the high-pressure, “trunk” point-to-point
pipeline system known as the “transmission” network and the low-pressure, high-density gas “ distribution”
network for distributing gasto small and medium sized consumers.
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There is no clear physical distinction between these two networks. However, some distinctions
can be made on the basis of pipeline pressure. Nationa transmission usualy takes place at pressures of
around 60-80 bar. Regiona transmission is typically between 40 and 15 bar. Local gas distribution takes
place at a pressure of less than 15 bar. Because gas pressure diminishes in the pipeline along the direction
of flow, pressure is maintained in transmission pipelines by periodic compressor stations. To an extent, the
capacity of apipeline can be increased by upgrading the compressor stations.

The geography of natural gas transmission networks varies from country to country according to
the location of the primary sources of gas production (or gas importation) and gas consumption. As an
example, the natural gas transmission pipeline system in Austraiais presented in Figure 3.

Figure 3: The Transmission Pipeline Network in Australia
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Is competition possible between transmission pipelines? Asin other network industries, the scope
for competition in natural gas transmission pipelines depends upon the extent of economies of scale, the
level of demand and the physical location of sources of gas production and gas consumption.

Gas transmission pipelines exhibit sizeable economies of scale, for the following reasons:

« first, a large proportion of the costs of a new pipeline are the costs of obtaining rights-of-way
and laying the pipe. These costs are relatively insensitive to pipeline diameter and capacity;

» second, the capacity of a pipe increases at a rate more than proportional to the square of its

diameter®, while the capital cost of a pipe increases at a rate less than proportional to the square
of its diameter;
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» third, the pressure drops a ong the length of a pipeline for a given flow per unit area, but the rate
of pressure drop decreases as diameter increases. In addition, the capital cost of compressor
stations increases at arate less than the increase in the pressure ratio they cause.

The existence of economies of scale on a single route does not, however, rule out the possibility
of competition between gas transmission pipelines. A pipeline transporting gas from one field can compete

with another pipeline transporting gas from a different field, depending on the geography of producers and
consumers. Thisisillustrated in the following cases:

Table 1. The Role of Geography in Determining the Level of Competition between Pipelines

Gas
Producer

Casel: Casell: Caselll:

Gas Gas
Producer / \ Producer

Gas
Producer

Gas
Consumer Gas
Producer
Gas Gas
Gas
Consumer Producer

Gas Competition between rival pipelines is sustainable for some
Consumer but not all independent sources of production. Competition between rival pipelines is possble

for all independent sources of production

Three gas producers located
physically nearer each other
than maor sources of
consumption.  Competition
between rival pipelines is
not sustainable.

The possibility for pipeline-to-pipeline competition is most highly developed in the US, which
has a highly developed and inter-connected gas transmission network. Indeed, one US commentator has
argued that all major US cities could enjoy pipeline-to-pipeline competition from two or more pipelines
simply by constructing pipeline spursto pipelines passing with aradius of 100 miles.

In practice, pipeline-to-pipeline competition in the US is of greatest importance at so-called
“hubs’” where several pipdines intersect. According to FERC, as of July 1994, there were 19 hubs
operating in the United States and another 11 were scheduled to be opened by the end of 1995.° There is
aso a degree of pipeline-to-pipeline competition in Germany where Wingas competes mainly with
Ruhrgas for large-volume sales to industry™.

The scope for competition depends not only the economies of scale, and the geography of sources
of production and consumption, but also on the level of demand. Where demand is sufficiently large
relative to the capacity of any individua pipeline, there may be scope for competition between parallél
pipelines, even when the gas producers are located relatively near to one another. For example, in the UK,
four parallel pipelines transport gas into England from the beach head at St Fergusin Scotland.

The opportunities for facilities-based competition in transmission pipelines vary from country to

country according to the magnitude and the geography of demand for gas flows. As arule, however, given
the substantial economies of scale in transmission pipelines, it seems likely that for the foreseeable future
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effective inter-pipeline competition even in fully liberalised markets will be limited to a few geographic
locations (near “hubs’).

223 Gas distribution

Some gas customers, particularly very large gas consumers, are supplied directly off the high-
pressure transmission network. Most smaller customers, in contrast, are supplied through local gas
distribution companies, known as “LDCs’. Like many other network industries (such as local electricity
distribution, postal delivery, local telecommunications, cable television), local gas distribution exhibits
economies of density — once the costs have been sunk of installing a gas main down a street, the margina
cost of connecting another house or building to the gas main is very small. Because of these economies of
density, local gas distribution is, generally speaking, a natural monopoly.**

224 Gas storage

As mentioned earlier, demand for gas is highly seasonal. Demand at peak times can be several
times higher than at off-peak times. Because it costs significantly more to construct a network that can
cope with peak flow demands, there is a demand for services for smoothing the flow of gas through the
network — increasing the flow of gas at off-peak times and reducing the flow of gas at peak times.

This smoothing function is carried out by gas storage facilities, which are filled at off-peak times
and drawn down at peak times. Although it is feasible for gas consumers to store their own gas, in practice
(perhaps for safety reasons) this service has traditionally been supplied by the network itself or by third-
party service suppliers.

Gas is stored in a number of different types of facilities, such as depleted gas reservoirs or
disused mines. In addition, a certain amount of gas can be stored in the network itsdlf, by varying the
network pressure, increasing pressure in off-peak times and letting pressure decline at peak times. Thisis
known as “line pack”.

Although access to certain key facilities (such as depleted gas reservoirs) can be limited, the
economies of scale in gas storage are small. As a result, there remains scope for effective competition in
gas storage services, with the possible exception of regions with low population density.

The following figure illustrates how, in the case of the US, storage is used to smooth gas

consumption over the course of a year. Physical production remains roughly constant year round, with
storage facilities being filled in the summer months, and drawn down in the winter months.
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Figure 4: US Gas Supply By Sour ce Jan 97 to Oct 99 (bcf)
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2.3 Gas market structure and ownership

The market structure for the natural gas industry differs widely from country to country. As a
genera rule, in most OECD countries the gas industry features significant levels of government ownership
and, to an extent, vertical integration. There are however significant differences between countries. Table 2
summarises the market structure of the natural gas industry in a number of OECD countries.

For the purposes of this paper it is useful to highlight the most important differences between the
gas industries of North America and Europe:

» athough the EU Gas Directive will likely have an impact in the medium term, at present the
natural gas industry in Europe features a number of national transmission monopolies directly
supplying about half of the total gas market, and a number of regional distribution monopolies.
In afew cases transmission and distribution is fully integrated (e.g., the UK, France and Italy).
These national networks are interconnected (with the exception of Finland and Greece);

* the largest reserves of gas in Europe are those of Norway, Netherlands and the UK. Western
Europe imports a sizeable fraction of its gas, particularly from Algeria and the Russian
Federation. The proportion of imported gasisforecast torise;

* in contragt, the US industry involves a greater degree of vertical separation. At the level of gas
production, there are a very large number of field producers ranging greatly in size. The degree
of ownership concentration is small in virtualy al regions (except Alaska). The degree of
integration between production and transmission pipelines is small. About 80 pipelines cross
state boundaries, with 20 major pipelines transporting over 80 percent of US supplies. The
transmission pipelines are usualy not integrated into distribution. The level of connectivity in
the network is relatively high. Most gas consumers can purchase gas from almost any gas
producer. In addition, many distribution companies are served by more than one pipeline;
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the proportion of gasimported into North Americaissmall, although the USimportsaround 15
percent of its demand from Canada.

Figure 5 presents a comparison of gas pricesin OECD countries. It is worth noting that the US and the UK,
which have liberalised gas markets, have amongst the lowest prices for gas to industry. The prices for gas
are particularly high in Japan.*

Figure5: 1998 Natural Gas Pricesin US Dallars
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It is aso interesting to compare changes in gas prices over time. From Figure 6 it is apparent that
al gas prices have had atendency to rise over the last decade in most OECD countries, they have declined
in Canada and the UK, two countries which have liberalised the gas industry during that time period.
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Figure 6: Evolution of Natural Gas Prices 1988-1996
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Large consumers of electricity, however, may be able to install generation facilities allowing use
gas as afuel source

“Gas mainly competes against light fuel oil in residential markets, and against heavy fuel oil and
coal inindustrial markets’. Watkins (1995), p114.

See Watkins (1995).

IEA (1998a), p37. The IEA argues that inter-fuel price competition (and greater capacity for
storage) has the effect of stabilising prices in the US whereas the absence of inter-fuel
competition (and smaller storage capacity) makes gas prices in the UK are significantly more
volatile. This may be a temporary state of affairs. As long as gas prices remain below those for
other fuels there will be growth in gas fired generation capacity, increasing demand for gas
relative to other fuels.

In some countries there is also a smaller summer peak demand for natural gas as demand for
cooling increases demand for gas-fired electricity generation.

However, there can be significant economies of scope in the joint exploration and extraction of
oil and gas.

As in any industry, concentration of the ownership of gas producers will restrict competition, a
concern that has been expressed about the supply of gasto western Europe

According to Lawrey (1998), pipeline capacity is proportional to the diameter of pipe raised to
the power of 2.5, rather than to the power of 2, as might be expected. This is due to the greater
ease of flow through pipelines as diameter isincreased.

Each of these hubs has an administrator who oversees its operation and performs a variety of
functions, such as tracking the exchange of titles to gas supplies, invoicing customers for services
and alocating pipeline capacity and services at the hub when they are in short supply. See GAO
(1994), p3.

IEA (1998), p21.

Almost 30 years ago, Alfred Kahn noted: “The local distribution of gasis generally recognised as
a natural monopoly of the familiar type with the same justification: economies of scale with
increasing intensity of use given distribution facilities’. Kahn (1971), p152-153. It is worth
noting that the existence of strong economies of density does not entirely rule out the scope for
competition. The possibilities for competition will aso depend upon the level of demand and the
geography of the network. Where there are a large number of large users within a small
geographic area, there may be scope for profitable duplication of the distribution network in this
region, even though it would not be profitable to directly supply just one of these users.

In commenting on this table, New Zealand notes that the New Zealand data is based on a sample
of gas tariffs. Since the major industrial users are not tariff customers, they are not captured by
the survey. So while the datais a pretty good representation of household and small commercial
gas prices, it probably overstates the actual "industrial" gas pricein New Zedand.
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Netherlands Belgium Italy Germany France

Transmission A single transmission | Like the Netherlands, | In Italy, SNAM, controlled by ENI, is the | Ruhrgas is the dominant transmisson | In France there is one dominant
company (Gasunie) | Belgium has a single | dominant transmission company (with | company, carrying 70 percent of the | transmisson company (Gaz de
supplies 46 percent of | transmisson company | around 97 percent of total transmission | total gas supplies, but there are 17 other | France, “GdF’) dong with two other
the gas market directly. (Distrigaz) supplying | capacity) and is the only company to have a | transmisson companies. Collectively | smaller subsidiaries (Gaz de Sud-

about half (54 percent)
of the total gas market
directly. Distrigaz was
privatised in 1994.

nation wide natura gas transmisson
network. EDISON GAS, the second Italian
transmission company, has a transmission
capacity of around three percent.

these transmission companies directly
supply 32 percent of the total gas
market.

Ouest and Compagnie Francaise de
Méthane). About 30 percent of the
market are supplied directly off the
transmission network.

Distribution

35 LDCs, dl of which
are owned by regional
and local authorities.

There are 23 distribution
companies, the majority
of which (19) have
private  shareholdings
(although even in the
cases where private
shareholders are in a
majority, the public
shareholders keep the
majority of votes on the
company boards).

A very large number of LDCs (more than
800) are active in the distribution of gas.
Around 50 percent of these are directly
managed by municipal loca authorities.
ITALGAS Spa, the largest company, with a
30 percent share of distribution nation-wide,
is controlled by ENI. SNAM supplies
directly around 92 percent of the demand of
natural gasfor electricity production.

There are dso a large number (673) of
digtribution companies. “there is no
clear distinction between different types
of gas supply companies in the gas
chain. Many companies mainly active in
digtribution are aso involved in
transmission and vice versa’." Of these
distribution companies, the majority are
state-owned. Less than 25 percent of the
companies have some degree of private
ownership.

Although GdF is by far the largest
company in the gas distribution
sector, supplying the bulk of the gas
demand of residential/commercial and
small industrial customers, there are
aso 15 state-owned and private
distribution companies, which supply
2.8 percent of the market.

Vertical
Integration

There are amost no
ownership links between
Gasunie and the LDCs,
or between the LDCs
and gas producers. The
only exception is the
minority shares  (ten
percent) held by Gasunie
in two LDCs (Intergas
and Obragas).

There are no ownership
links between Distrigaz
and the LDCs.

ENI is vertically integrated in production,
transmission, and distribution activities.
ENI, through SNAM, has a 91 percent share
in the Italian market for natura gas. ENI
owns gas import facilities, transmission
networks and the largest distribution
company ITALGAS. EDISON GAS is aso
vertically integrated in production, trans-
mission and distribution activities through
ownership links.

Most of the transmisson companies
have ownership interestsin LDCs. Some
of the gas producers have ownership
interests both in transmission and
distribution companies.

GdF is highly verticaly integrated.
The other two transmission companies
are owners by Elf, Totd and GdF.

Horizontal
Integration

Only 11 of the LDCs are
pure gas companies, the
majority also distribute
electricity and heat.

Of the LDCs only 6 are
pure gas companies, the
others usualy aso
supply electricity and
cable TV signd distn.

The magjority of the LDCs aso distribute
other services, particularly water and less
often electricity.

Only around 20 percent of the LDCs are
pure gas distribution companies. The
majority distributes both gas and water
or gas, water and electricity.

GdF is a specialised gas company, but
the 15 independent LDCs are usually
involved in activities other than gas
distribution, such as  water
distribution.

31




DAFFE/CLP(2000)18

Table 3: Summary of Market Structurein Selected OECD Countries (contd.)

United Kingdom Australia New Zealand USA Argentina
Transmission BG Transco (formerly the pipeline | Arrangements differ in the different | One major transmisson pipeline | About 45 privately-owned | Two new pipeline companies
operating part of British Gas) provides | states. Most transmission pipelinesare | network in the North Island owned | interstate pipeline companies | where formed in 1992, in the
an integrated transmisson and | state-owned, except in Victoria and | and operated by NGC (Natural Gas | provide transmission services. | north (TGN) and the south
digtribution network. There are no | New South Wales. Corporation). These are privately owned and | (TGS). These companies are
other companies providing these regulated entities. privately owned.
services. British Gas was privatised in
1986.
Distribution BG Transco also operates the | Severa distribution companies, many | Two main distribution companies - | Distribution is carried out by | 8 didtribution and supply
distribution network. of which are private. NGC and Orion - distributing | local distribution companies, | companies were created in
primarily in the northern half of the | which are usualy privately | 1992. These are privately
North Island. 4 smaller companies. | owned and regulated. owned.
A
mixture of private and loca
government-owned.
Vertical The gas distribution system in Great | Vertica separation between | NGC is verticaly integrated | Thereisoftenintegration The Gas Act 1992 prohibits
Integration Britain has historically been the most | transmisson and distribution in | between transmission and | between transmission and gas producers and storage
highly integrated in Europe. In | Victoria, whereas transmisson is | distribution. Italsohasasignificant | production and between companies from owning a
addition to being a considerable gas | integrated into distribution in New | gasmarketing business. All but two | transmission and distribution. controlling interest in a
producer, British Gas was completely | South Wales. There is no integration | of NZ's gas distributors also have a transportation or distribution
integrated from the beach to the | between production and transmission. | gasretail business. company.
burner tip until the early 1990's when
competition was introduced.
However, in 1997 British Gas
separated into a production and
marketing company (Centrica) and a
transmission/distribution company
(BG Transco). BG is dso heavily
involved in  production,  with
ownership of a significant proportion
of the North Seagasfields.
Horizontal Neither Transco nor Centrica are NGC and some other distribution | Some distribution companies
Integration involved in other industries although companies are integrated with | are integrated with electricity
many of the new competitors in the electricity companies.
gas marketing sector also provide companies.

electricity or water services.
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3. Efficient regulation of natural gas
Asin other industries, efficient regulation of the natural gas industry involves three steps:
(i) identifying which components of the industry can sustain competition and which cannot;

(if) identifying mechanisms for introducing effective competition in those components of the
industry which can sustain competition; and

(iii) ensuring efficient price and quality regulation of the remaining non-competitive
components.

Determination of an efficient regulatory regime therefore begins with identifying those
components of the industry, which can sustain competition. The previous section noted that competition is
generally possible in natural gas production. In addition, it was noted that competition is possible in some
situations in natural gas transmission. In contrast, competition is typically not possible in natural gas
digtribution. Introducing competition in the natural gas industry therefore focuses primarily on introducing
competition between gas producers and, to alesser extent, competition between transmission pipelines.

Where there is effective competition between transmission pipelines delivering gas from
independent producers, thereislittle if any need for further regulation in either production or transmission.
Competition between transmission pipelines will ensure that gas is both produced and transported
efficiently.* In these cases little or no additional regulation is necessary. In practice, however, even in the
US, with a relatively dense pipeline network, only a limited number of sites enjoy effective pipeline-to-
pipeline competition. Most gas consumers face little or no choice of pipeline. It is this case which we will
focus on.

31 I ntroducing competition into the competitive components of the gasindustry

The question of how to introduce competition into the competitive components of the gas
industry is essentially the familiar question of effective regulation of access to essential facilities which
arises in virtually every regulated network industry. Such issues arise whenever an industry comprises a
non-competitive component, which is vertically integrated with a competitive component. There is alarge
literature discussing access issues in a number of different industries. From that literature, we know that
introducing effective competition into the competitive component involves the following three el ements:

(@ downstream customers of the industry must be able to combine the services of the non-
competitive component and the suppliers in the competitive component in such as way asto
obtain the combined services that they ultimately demand; and that

(b) the price and quality of the services offered by the non-competitive component must not
discriminate between firms providing the complementary competitive component; and, in
addition

(c) both the quality of the regulation of the non-competitive component and the level of
competition in the competitive component is likely to be higher when the owner of the non-
competitive component does not itself compete in the competitive component.

In the context of the natural gas industry, these principles imply that competition between gas

producers (and, to a lesser extent, gas pipelines) can be enhanced by (a) allowing downstream gas
customers to choose their gas producer and to transport that gas over the existing pipelines and (b) ensuring
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that the incumbent pipeline network not discriminate between gas producers in its prices and terms and
conditions. In addition, (c) the quality of competition in gas production (and gas pipelines) and the quality
of regulation on gas pipelines can be further enhanced by separation of the ownership of gas production
from pipelines.

311  Theimportance of mandating access at non-discriminatory terms and conditions

These three dements are essential to the promotion of competition for familiar reasons. As is
well known from work in a number of industries, a regulated firm in a non-competitive sector which is
vertically-integrated into a competitive sector will have a strong incentive to restrict competition in the
competitive sector, if doing so enables the regulated firm to recover some of the monopoly rents that are
foregone due to regulation.

Whether or not the regulated firm will be able to increase its profit through integration and
foreclosure of competition in the competitive sector will depend on the difference in the regulation that the
firm faces in the provision of the integrated or combined service and in the provison of the non-
competitive service alone. Where the regulation of the integrated service is weaker than the regulation of
the non-competitive service alone? the integrated firm will be able to increase its profits by limiting
competition in the competitive service. In this case the integrated firm will aways prefer to prevent firms
from competing in the competitive service.

In the case of the gas industry, if the pipeline regulation is such that it allows the pipeline owner
to earn residual monopoly rents on the bundled service of gas plus transportation while regulation of
transportation alone largely eliminates monopoly rents, the integrated firm will be extremely reluctant to
grant access to competing gas sources. This might be the case, for instance, if the regulation focused only
on controlling the price for transportation service, leaving the price for gas to be “determined by the
market”. In such a context an integrated firm has an incentive to exclude competition in gas production, in
order to raise the price for gas to recapture the monopoly rents that it loses through regulation of the
transportation service.

The reverse is also true: an integrated firm which is making on loss on the regulated sales of its
bundled service may be extremely willing to provide access to the non-competitive component when doing
so will alow it earn anormal rate of return on the non-competitive component alone. This fact was one of
the key stimuli to the liberalisation of the gasindustry in the US and the UK.

In the early 1980s US pipelines (which were at the time only allowed to offer a bundled “gas plus
transportation” service) entered into take-or-pay contracts at gas prices which reflected expected future gas
shortages and the high price of oil prevailing the time. Subsequent fallsin the price of oil and gas put many
pipelines in the position of making a loss on their bundled gas-plus-transportation service. Faced with the
possibility of bankruptcy, when offered the opportunity, many pipelines opted for providing transportation
service alone ensuring a guaranteed regulated margin, as a step towards restoring financial viability.

A similar situation arose in the UK. Although vertical separation of British Gas was advocated by
the competition authorities at the outset of the reform process, this was resisted by British Gas. However,
after the reforms had been implemented, British Gas found itself committed to long-term take-or-pay
contracts with a price above the market price for gas. British Gas's response was to voluntarily divest into
two companies — a pipeline operator (“Transco”) and a gas producer and retailing company (“Centrica’).
This dlowed British Gas to guarantee a viable rate-of-return on one part of its business (the pipeline
business, Transco), while restricting the losses to the gas production and retailing company.
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3.12  Theimportance of who makes the choice

It is not sufficient that gas suppliers be guaranteed access to the transmission network a non-
discriminatory terms and conditions. It is also necessary to place the decision over the choice of supplier in
the competitive activity in the hands of downstream firms who have the incentive to choose the supplier
efficiently — in this case, in the hands of downstream gas customers.

This can beillustrated by the experience in the US. Prior to the 1930s in the US, the gas industry
consisted largely of a series of non-interconnected pipelines connecting a single gas field with a single city
or large gas consumer. In the 1930s, in areorganisation of the industry, vertical separation was introduced
— the ownership of the pipelines was separated from the ownership of gas production and downstream
distribution facilities. In principle, a profit-maximising non-integrated pipeline would have no incentive to
discriminate between producers. In contrast, a profit-maximising non-integrated pipeline would have an
incentive to purchase gas from the cheapest gas source. However, pipelines are not simply profit
maximising, but are heavily regulated. The incentives on the pipeline owners depends upon the nature of
the regulation under which they operate. If pipeline owners are allowed to pass aong the price of the gas
they purchase in the regulated price of the bundled product, they will have little incentive to purchase gas
efficiently.

It was not until 1985 when the US Federal Power Commission introduced a system of third-party
access to the pipelines that competition between gas sources began to flourish. Downstream gas customers
had strong incentives to seek better prices from aternative gas producers and to arrange with existing
pipelines to deliver that gas to the point of consumption. Indeed, downstream gas customers had an
incentive to seek out cheaper gas producers even when that meant constructing new pipelines to connect to
low-price gas supplies. Gas producers also had a strong incentive to construct new pipelines when that
enabled them to deliver gas into high-price markets. As a consequence, the introduction of third-party
access had the result of increasing the connectivity of the US pipeline network to the extent that virtually
al-major gas customers can purchase gas from almost any supplier. The US experience is described further
in Box 1.
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Box 1: Third-Party Access, Competition and the Transfor mation of the US Natural Gas Industry

Following the passage of the Natural Gas Act 1932, the natural gas industry in the US was heavily controlled.
Vertical integration was discouraged, entry was controlled and pipeline tariffs and gas prices were regulated.
Pipelines were required to tie the sale of gas to its transportation. Pipeline customers (usually local distribution
companies and large end users) could purchase only the bundled package of services that included gas acquisition,
storage and transmission.

The process through which federal regulators certificated pipeline construction led to a dense but disconnected
network of pipelines. The regulatory processes balkanised gas markets and created a disconnected network topol ogy
that prevented gas from flowing from each connected field to each connected city. Pipelines operated independently
of one another, each supplying its own cities with its dedicated gas supplies.

Starting in 1985, through a series of regulatory orders by the Federal Energy Regulatory Commission, pipelines
increasingly took advantage of the possibility to become “open access’ pipelines which would offer pure
transportation services on behalf of any gas producer or consumer. Within three years of the passing of the enabling
order in October 1985, nearly all the mgjor pipelines had become open access pipelines. Between 1982 and 1987
transmission of pipeline-owned gas decreased 60 percent while transmission of customer-owned gas increased by 180
percent. By 1991 customers owned over 85 percent of gas shipped in interstate commerce.

As open access spread through the pipeline network, spot markets opened at fields and interconnection points. The
number of spot markets reporting prices to the Gas Daily, an industry periodical, grew from zero in 1985 to around
50in 1990. There are 21 major interstate pipelines on which 1400 local distributors hold transportation contracts. On
average, each pipeline has nearly 70 suppliers of transportation rights.

An important consequence of the change to open access has been the growth of connectivity of the gas network.
When prices across gas fields are disparate, gas purchasers will demand transportation connections to gain access to
fields with low prices. Gas producers in fields with low prices will demand transportation connections to gain access
to customers in downstream markets with high prices. As a result of this pressure pipeline interconnections have
proliferated, leading to convergence in prices nation-wide and the emergence of market “hubs’ where severa
pipelines meet.

The evidence clearly indicates that markets have flourished in the brief period since FERC authorised open access.
Markets have come into existence in every field and at most major pipeline interconnections. The volume of gas
transported has increased dramatically. The maximum flow between almost all points has improved because open
access has created many new paths through the network around former bottlenecks. Markets succeeded where
regulation failed in equalising gas prices across the geographically dispersed production fields.

“De Vany and Walls sum up their work thus: the industry has become almost perfectly contestable at the wellhead
and in transportation, with spot prices at 50 or so widely separated points following one another so closely that they
represent one market. On average, there are no arbitrage opportunities. City gate prices track field and pooling area
prices. Brokers now buy and sell gas over the entire pipeline network, even without uninterruptible transmission
rights. Pooling points (hubs) are very tightly integrated with production markets. ... In short, the North American
natural gas market now displays many of the key criteria of competitive markets: many sellers, many buyers; the
ability to link buyers and sellers; an absence of arbitrage opportunities, price transparency, and relative freedom of
entry and exit.”*
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3.1.3  Theimportance of separation

The third element in effective access regulation is separation. Experience from other industries
shows that achieving the full benefits of competition in the competitive segment requires ownership
separation of the competitive component from the non-competitive component. The arguments for such
separation are familiar. First, separation enhances the quality of regulation of the non-competitive
component by enhancing the quality of information about underlying costs, including the assets to be
included in the regulatory “rate base”. A regulator is better able to identify and cost the assets used in the
provision of the non-competitive service when those assets are physicaly separated from assets used to
provide other services.

The second argument relates to the effect of separation of the incentives of the firm and the ease
of regulation. In the absence of separation the integrated firm has an incentive to stifle competition, for the
reasons mentioned above. Regulatory controls on prices and terms and conditions and competition law
controls on abuse of dominance and other anti-competitive behaviour can limit the ability of the incumbent
firm to restrict competition but cannot eliminate this ability entirely. The regulated firm has both more
information and strong incentives to engage in regulatory evasion. The regulator, even if successful, is
constantly catching-up with the tactics of the regulated firm. Vertical separation reduces the incentive on
the owner of the non-competitive component to discriminate and restrict competition, and therefore
reduces the demands on regulation allowing a lighter-handed, more efficient form of regulation.

The third argument relates to the incentives on the owner of the non-competitive component to
expand capacity to meet access demands. When the competitive and non-competitive activities are
integrated, the owner of the non-competitive activity has a strong incentive to limit capacity if, as a result,
it can limit the amount of upstream or downstream competition. The refusal to expand capacity can prevent
new upstream firms from entering and eroding any rents the firm can obtain in the competitive activity. On
the other hand, when these two activities are separated, the owner of the non-competitive activity has an
incentive to expand capacity to meet the market demand.

These arguments in favour of separation need to be balanced against the potential losses of
vertical economies of scope. However, in the gas industry, since the vertical economies of scope are not
very large, vertical separation can yield amaterial improvement in competition.

This point is made by several commentators. For example, Braeutigam notes:

“Experience in regulatory reform in other industries serves as a caution to remain aware of the
problems that vertical integration in a regulated industry can create, particularly where a vertica
structure involves both regulated and unregul ated parts of afirm. The basic problem isthat afirm
with a regulated monopoly in one market may somehow take advantage of that position to gain
unintended advantages in unregulated, inherently competitive markets. Such vertical integration
might enable a firm to circumvent limitations on profit or rate of return placed on the regulated
portion of the firm. It also may alow the regulated firm to discriminate against other firms
competing against its unregulated affiliate. ...

Discussions of vertical integration often point out that integration can have desirable
consequences as well. For example, integration may alow the firm to co-ordinate its production
and transportation activities, ensure supplies for the pipeine, and eiminate incentives for
opportunistic behaviour by either party in bargaining for the best terms in contracts signed after
the facilities are built. Thus, potential problems exist with an integrated structure, but proscribing
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integration without first assessing the costs and benefits of such an action would not be sound
ti} 4

public policy”.
The ICC (1998) goes further:

“Some form of regime for third-party access to the monopoly network infrastructure has been the
axiomatic liberalising measure for all countries that have successfully liberalised their gas or
electricity sectors. The evolution of liberalisation has demonstrated that a positive right of third
party access is a crucial aspect in the creation of conditions for true competition in the gas and
eectricity industries. ... However the success of such a regime depends upon a variety of other
measures that are required to ensure that parties can in fact gain access to transmission or
transportation networks — perhaps the most crucia of other measures is a transmission system

which has been fully unbundled from its utility owner”

The regulatory regimes of both the UK and the US feature line-of-business restraints which
prevent pipeine owners from integrating into other parts of the gas industry, especialy gas production.
This vertical separation is a key component in the success of these regimes. Other countries (such as New
Zealand), which have sought to introduce competition while maintaining vertical integration have not met
with the same level of success. The important story of vertical separation in the UK gas industry is
described in the following box.
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Box 2: Vertical Separation: The Case of British Gas®

In 1988, following disappointment with the absence of competition in the UK gas industry, the UK Monopolies and
Mergers Commission (MMC) recommended that British Gas publish information about access terms and conditions
and that “ Chinese Walls’ be set up between the part of BG involved in access negotiations and those involved in gas
purchasing and supply. Three years later, in 1991, the Office of Fair Trading concluded that this conduct regulation
had not been sufficient to stimulate competition and that additional structural remedies were necessary. Although it
argued that full divestment was the best option, it was willing to accept the creation of a separate transportation and
storage subsidiary as a compromise.

In 1993, following a further review of the gas industry, the MMC went further in its recommendations. It
recommended that BG be required to divest its trading (i.e., supply) business by 31 March 1997. The MMC argued
that competition could only be sustained in the longer term if competitors had non-discriminatory access to the
transportation network and storage facilities. The MMC noted that ‘the integrated nature of BG's business ... is
unable to provide the necessary conditions for self-sustaining competition'. Even if BG had separate subsidiaries for
transportation and trading, as agreed in the undertakings to the OFT, the problems of conflict of interest would not be
resolved. There had been delays in offering quotations and in reading meters, and both the structure and the level of
transportation charges and BG’ s operational requirements for competitors affected their ability to compete. Ofgas had
argued that without full separation there might be problems over access to the network for competitors in the event of
capacity shortages, transportation pricing that disadvantage competitors, asset and cost alocation that favour the
transportation side of BG, and the confidentiality of information. Regulation of such behaviour would be costly and
difficult given the asymmetries of information. Since the MMC believed that competition would not be self-
sustaining without vertical separation and that competition in supply was desirable, it concluded that the situation
acted against the public interest, and recommended divestment of BG' s trading business.

The MMC noted that the cost of vertical restructuring, estimated at 130 million pounds per year over ten years, had to
be paid for, and it suggested that Ofgas should pass on ‘an appropriate proportion of the costs of such restructuring to
tariff users' and that Ofgas should take account of such costsin setting transportation and storage charges.

In the view of the MMC the sine qua non for future effective competition was full vertical separation. Although this
entailed costs — since a demand- and supply-balancing regime would have to be established, any scope economies
between trading and transportation would be lost, and transactions costs would be incurred — the MM C argued that
these did not offset the expected benefits of competition. The MMC quoted the BG’s estimate ... but stressed that
these estimates were uncertain and probably too high and that in any case they were small in relation to the size of
BG’ s supply business. ...

Other options for separation were also considered and rejected by the MMC. The option of splitting BG Trading into
separate regional companies, which was mentioned in Ofgas (1993) was not taken up because of the extra costs
involved and because the number of competitors was not a problem. The Hammond et al (1985) suggestion that BG
be split along the lines of the electricity supply industry into the national (and possibly) regional transmission system,
with integration regional distribution and supply companies, was rejected because of cost and the difficulty of
ensuring non-discriminatory access to the regional distribution networks. Similarly, the MMC did not believe that the
storage system should be split from transportation because BG's storage facilities are used to provide security of
supply as well as to service seasonal peaks. It did argue that accounting separation of storage facilities might be
desirable since competitors might want to set up their own storage facilities. ...

One lesson to be learned is that it is far easier to achieve structural reforms to promote competition before an
integrated monopolist is privatised. The very different approach that the [UK] government adopted when privatising
the electricity supply industry suggests that it did not take long to recognise the mistakes made in the case of British
Gas.
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3.2 Further issuesin gas liberalisation
321 Should all customers be able to choose?

In the US, the ability to choose gas supplier is primarily exercised by large gas customers, such
as power generators, large industrial consumers and loca gas distribution companies. In the UK, on the
other hand, in principle even small residential customers can choose their gas supplier. This raises the
question — If we are to exploit al the benefits of competition, is it necessary for all downstream gas
customers to have a choice of gas supplier (and possibly gas transmission pipdine), or is it sufficient that
large gas consumers have a choice of supplier? Or, to put the question another way, what are the benefits
from extending choice from merely the customers of the transmission network, to all gas customers,
including the customers of distribution networks?

A precise answer to this question depends upon the nature of the regulation on local distribution
networks. If this regulation provided perfect incentives on the local distribution company to choose the
most efficient gas supplier, there would be little benefit in extending choice to lower levels, as the LDC
could act as an efficient purchasing agent for the smaller customers that it supplies. In practice, the
regulation of LDCs is often imperfect and results in weak incentives on LDCs to actively seek out the
cheapest gas supplies. This, in turn, has a tendency to weaken competition in the market for gas supplies —
in a market for a homogeneous product in which the customers care little about costs, new efficient
producers will have difficulty gaining market share. Extending choice to customers of distribution
companies therefore has two beneficial effects:

« first, by placing the decision over gas supplies in the hands of those who have a strong incentive
to make such decisions efficiently it further enhances competition upstream in gas production
(and among pipelines); and

» second, by separating the gas purchasing decisions of LDCs from the gas transportation
decisions, it simplifies and improves the efficiency of regulation of LDCs — rather than
establishing incentive schemes and monitoring for two decisions — on gas purchasing and gas
transportation, now the regulatory system need only focus on ensuring efficiency in
transportation.

Extending choice to many millions of small customers also undoubtedly increases transactions
costs, as a single gas supply contract between and LDC and a producer is replaced by perhaps millions of
individual contracts between small gas customers and gas producers. To an extent these can be offset,
without reducing the benefits of customer choice, by allowing gas “retailing” or “marketing” companies to
act as intermediaries or “brokers’ between small and medium sized customers and the gas production,
transmission and distribution companies. These companies reduce transactions costs by aggregating the gas
demands of a number of small customers and acting on behalf of those customers in negotiations with
production, transmission and distribution companies. Competition between such gas retailing companies
can ensure that such services are provided efficiently. Thisis the approach that has been adopted in the UK
where there are currently around 66 companies licensed to provide such gas retailing or marketing
services.

In the US, the introduction of competition at the level of local distribution companies is a
responsibility of state regulators. As of July 1998, 13 states had some form of “open access’ programmein
place for at least part of their retail market. Virtually all other states are considering adopting open-access
programmes “ behind the city gate” (i.e., to individua customers of the LDC).”
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A study by Walls attempts to assess whether third-party access at the distribution level enhances
overal efficiency. He examines the degree of correlation between the price of gas to customers of
distribution companies and prices at gas fields. A low degree of correlation suggests that distribution
companies are not selecting efficient gas suppliers or are not passing the cost savings on to consumers. On
the other hand, a high degree of correlation suggests that gas customers are obtaining access to the most
efficient gas supplies. He finds that “ city markets which have adopted some form of bypass or open access
at the local level appear to be more strongly integrated with the field markets’. This suggests that open
(i.e., third party) access even at the local level is an essential ingredient in enhancing competition and the
quality of regulation.®

322 How should access be allocated to scarce capacity?

In the short run, the capacity of a natural gas transmission network is fixed and limited. The
possibility arises that this capacity limit will be reached, especially in winter, when gas demand is at its
peak. If the capacity limit is reached, not al access requests can be physically satisfied. What sort of
mechanism should be adopted for allocating scarce pipeline capacity amongst competing access demands?

Note that this question is a matter of policy interest only under a regulatory regime, which
requires mandatory carriage of gas for third parties. When the pipeline itself chooses its source of gas and
delivers abundled “ gas plus transportation” service, handling of peak load demand is an internal matter for
the transmission pipeline owner, which it can address through the careful use of storage facilities to smooth
flows over the network, peak-load pricing to ration demand at peak times, or through a system of
interruptible (quantity adjusting) contracts to its downstream customers. When a pipeline must carry gas
for third parties (asis required for effective competition) the question arises how access to the pipeline will
be rationed between those partiesin the event of shortages of capacity.

There are two broad approaches to rationing access. The first is to ration by raising the price of
transportation, causing downstream firms to reduce their quantity demanded to a level equal to the tota
capacity. The second approach is to ration the quantities that firms can transport (in an amount, which
sums to the total available capacity) and alow that quantity to be traded on a market, determining the
market-clearing price.

The first approach - rationing access to the network by raising the price for transportation at peak
times — is a conventional economic solution. In principle, the regulated price for transportation should be
adjusted in real time to the point where demand for gas at that moment just matches the available capacity.

The primary difficulty with this approach, however, is that it raises difficult regulatory problems.
The transmission company, like any regulated firm, has strong incentives to exploit any opportunity to
raise its prices. The regulated firm is likely to have more information than the regulator about available
gpare capacity at any given moment. It may therefore be in a position to influence the regulated prices by
claiming that capacity is exhausted.

In order to verify claims that the capacity of the network is exhausted the regulator needs access
to al of the transportation requests at all points in time — as the box emphasi ses, evidence that some subset
of transportation requests exhausts capacity is insufficient because these transportation requests can be
offset by requests for transportation in the reverse direction. The regulated firm may aso be able to
engineer capacity shortages through misuse of its pipeline or storage facilities.
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Traffic Flows and Capacity Bottlenecksin a Simple Networ k

This box illustrates that identifying the existence of capacity shortages in a network requires consideration of traffic
flows over the entire network.

Consider the following network with two producers (A and B) and two consumers of gas (C and D). The pipeline
layout is asfollows:

Producer Producer
A B
Consumer
X Y E
c D

The section of the network between X and Y has a maximum capacity of 100 units. Initially D signs a contract with A
for delivery of 100 units of gas. This contract exhausts the network between X and Y, preventing A from supplying
any other customers beyond Y, such as consumer E. However, suppose now that C signs a contract with C for
delivery of 100 units of gas. This demand can be satisfied simply by diverting the gas from A to C and the gas from B
to D. The section between X and Y of the pipeline is ho longer capacity constrained (and in fact is not being used at
al). Given the existence of the new contract between B and C, A can now sell up to an additional 100 units of gas to
customer E.

Rather than attempt to regulate the prices and allow quantities to adjust to clear the market, it is
often preferable to instead fix the total quantity of capacity available and then let the prices for that
quantity of capacity be determined on the market.’ This approach has the advantage of being transparent
and much easier for the regulator to police — determining the total level of capacity available is a much
more straightforward task than determining whether that capacity is exhausted given gas flows, at every
moment in time, over the entire network.

Note that the number of markets for pipeline capacity that are required could be relatively large.
Different segments of the pipeline network may have different capacities and may experience different
levels of congestion (certain segments may act like “bottlenecks’). Capacity on each of these segments
must therefore be traded in its own market. Gas traders must be able to purchase sufficient capacity on
connecting segments of a pipeline network to be able to form a viable path from the gas producer to the gas
consumer. Demand for capacity also varies over time. A market must therefore be established for each
pipeline segment and at regular intervals in time. The transactions costs involved in operating the large
number of necessary markets is one of the drawbacks of this approach.

The transactions costs of operating such markets also places a practical limit on the interval of
time over which capacity is purchased. In practice, of course, demand for capacity can vary throughout
each day according to weather (amongst other things). Yet, it would be impractica to auction capacity
rights for intervals of five minutes throughout the day. Instead, capacity is auctioned for much longer
intervals (currently one month in the case of the US). As a result, some other mechanism is required for
rationing gas when demand exceeds the capacity to supply in the intervals between auctions. The most
common such mechanism is the quantity-varying contract known as “interruptible’ supply.

Another important drawback with the use of markets to allocate capacity is that, having left the

determination of price to the market (rather than the regulator), the door is re-opened to the possibility of
the exercise of market power — a firm may be able to acquire a dominant position in capacity and to raise
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the price of capacity above itslong run incremental cost. As aresult, it is necessary under this approach to
incorporate saf eguards against the acquisition or exercise of market power.

The most common form of safeguards are use-it-or-lose-it rules of various kinds. In order to be
able to exercise market power in the transportation market, the owner of the capacity must be able to
withhold the use of some of the available capacity (in effect, limiting the available capacity below that
which is physically possible). Use-it-or-lose-it rules offset the ability of the capacity owner to artificially
restrict capacity by ssimply mandating that any capacity, which is not used, becomes available for use by
others. An example of such aruleisthe rule that any capacity that is not used for the transportation of gas
by the owner of the capacity reverts to a specified person (such as the pipeline owner) who can resell that
capacity as“interruptible” supply.

“[U]se-it-or-lose-it and reversion provisions work explicitly against an entitlement holder’ s ability
to accumulate rights and then drive up their price by withholding them from the market. The
holder’s attempt to restrict output would be defeated by the required reversion of unused
entittements to the pipeline. The pipeline in turn would be required to market the unused

i} 10

capacity”.

Use-it-or-lose-it rules arise in other industries in similar regulatory contexts. For example, in the
airline industry, take-off and landing slots at many airports are rationed at peak times. In addition to the
ability to trade in slats, the regulatory regimes governing many airports include use-it-or-lose-it rules that
prevent slot hoarding and other such artificial limits on the airport capacity.™

It should be mentioned that, even amongst liberalising countries, the US is one of the few
countries to have a developed system for trading in pipeline capacity. This might be due to an abundance
of pipeline capacity in other countries, minimising concerns about the need to ration access to scarce
capacity. More likely, the absence of such a mechanism will prove to be a weakness in the regulatory
framework of these other countries that will show up in complaints of discriminatory treatment when
pipeline capacity is exhausted or in under-investment in pipeline expansion.

3.2.3 Pricing principles

Whatever approach is chosen, the transportation prices of the gas transmission network must (in
the absence of effective pipdine-to-pipeline competition) be regulated. The question arises as to the
appropriate structure for the regulated prices.

There are several general principles for the establishment of regulated prices, which are relevant
here. First, the structure of regulated prices should match as far as possible the structure of the underlying
costs. Where there are high fixed costs of transmission and low marginal costs (as is likely to be the case
for transportation of gas at off-peak times), the regulated prices should reflect this structure. Furthermore,
the marginal price for transmission should be equa to the margina cost of transmission. Transport over
longer distances and/or at peak periods should be charged more than transportation over short distances or
at off-peak periods.

Such a“two-part” (or multi-part) structure is commonly used in practice. For example, in the US
charges for transmission are broken down into a fixed-capacity charge and a commaodity (or usage) charge.
The bulk (90-95 percent) of pipdine revenue comes from the capacity charge, with a very low usage
charge, reflecting the very low margina cost of transmission (at off-peak times).

The second fundamental principle for price regulation is that where price discrimination between

customers or classes of customers is possible, fixed costs should be recovered by charges, which vary
according to the customer or the class of customers, according to the elasticity of demand. In other words,
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the regulated prices should discriminate between customers, charging higher prices to customers with a
higher willingness-to-pay and lower prices to customers with a lower willingnessto-pay. Such a
mechanism is more efficient than the alternative of charging all customers some form of average price, as
in this case, customers with a willingness-to-pay below the average choose to forego consumption even
when it would be efficient for them to consume.

It is sometimes argued that competition in the gas industry will eliminate all price discrimination
and that this is a desirable outcome from introducing competition. Neither of these statements is true. As
long as the transmission company can prevent resale of gas between its downstream customers, it can
discriminate in its charges to those customers, even when those customers are contracting independently
and competing with one another for supplies of gas. If, for some reason, the transmission company were
prevented from discriminating between downstream customers, it would be forced to charge an average
tariff which would, inevitably, force some customers to forego gas consumption even when their
willingness to pay exceeds the marginal cost of gas provision.

Note that discrimination in transportation prices between downstream customers is entirely
consistent with the principle of non-discrimination between gas producers. As long as the transportation
charges do not vary with the identity of the gas producer and consumers are free to switch producers,
discriminating between gas customers is consistent with alevel playing field for gas producers.

Unfortunately, depending on the design of the access regime, the transmission network may not
have the information that it needs to establish its charges efficiently. This issue also arises in the
liberalisation of the railroad industry. An integrated railroad company can discriminate between its
customersin what it charges for transport services. Thisis an efficient way to alocate the fixed cost of the
railroad network between railroad customers. ** However, in those cases where the provision of train
services is separated from the operation of the track, the track-operating company may not be able to
obtain the information that it needs to efficiently charge for the track services. Although, in principle, the
train-operating companies could pass on information about the final customers of transport services, the
incentives for misrepresentation and the need for close monitoring would be large. This is one of the
potential costs of separating track ownership from train services in the rail industry. The same arguments
can be made in the case of the gas industry. If gas transportation services are purchased by gas producers
(or by other brokers) the gas transmission companies may have difficulty obtaining information about the
ultimate consumer and, as aresult, may have difficulty discriminating in the transmission charges.

In the case of the UK, the pricing policy (at least prior to liberalisation) was highly
discriminatory. British Gas “was able to identify the use each customer made of gas and what its
aternative fuel sources were and could price accordingly”.® In 1988, following a decision of the UK
Monopolies and Mergers Commission which attempted to introduce greater transparency in the pricing
policies of British Gas, British Gas was required to price according to a published tariff schedule. “The
requirement to price to a schedule did not entirely remove discrimination because BG was allowed to relate
charges to volume and volume-related pricing is a classic form of second-degree price discrimination”.*
Price (1991) presents evidence that this volume-related pricing was able to bring marginal prices close to

marginal cost, one of the requirements of efficiency.

The third principle for the regulated prices of the non-competitive activity is that these access
prices should reflect the costs of providing non-commercial service obligations. Thisis discussed further in
the next section.
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3.24 Non-commercial service obligations

A non-commercial service obligation can be defined as a regulatory obligation to provide a
service for which the incremental revenue is less than its incremental cost. In general, hon-commercial
service obligations are not as extensive, burdensome and explicit in the gas industry as they are in other
industries. Nevertheless, they do exist. A classic example of a non-commercia service obligation is a
requirement to charge al residential customers the same charge, independent of their geographic location,
even though the costs of supplying customers varies with their location.™

Non-commercia obligations are seldom financed by funds from outside the industry. Instead, it
is most common for non-commercial obligations to financed through cross-subsidisation, charging some
group of customers above cost in order to cover the losses incurred in meeting the non-commercial
obligations arising from serving other groups of customers.

Non-commercial service obligations are not necessarily threatened by the introduction of
competition in the competitive segments of an industry. All that is required is that the regulated prices for
access to the non-competitive segment be adjusted (downwards) when that access is used as a component
of a non-commercial service, to reflect the lower price or higher costs of that service. For example, the
requirement to provide gas at a geographically uniform prices is consistent with competition among gas
producers provided that gas transmission prices are geographicaly uniform. The requirement to subsidise
gas to low-income households is consistent with competition among gas producers provided that the
subsidy is applied on gas transmission charges, irrespective of the source of the gas consumed.

Adjusting the access charges in this way eliminates distortions on entry that would otherwise
arise, as new entrants seek to avoid the unprofitable customers and instead focus on the high-margin
above-cost customers.

Problems of this kind arose in the UK. British Gas chose not to relate its retail price schedulesto
location or load factor. This implied that customers located close to the “beach head” sites where gas is
landed on shore were subsidising those located far away from beach heads. When the regulator chose to
introduce some geographic variation in the transportation charges for the carriage of third-party gas, an
opportunity for cream skimming arose. New entrants focused particularly on serving customers located
close to beach heads with high load factors who were being overcharged by British Gas. “Market shares by
the competitors were highest in the high-load factor medium demand market, and lowest for large-volume
markets. ... The pattern of competition was related to the fact that BG's transportation charges for
competitors reflected load factor and location, while its own price schedules ... did not”. *°

Nevertheless, the UK did choose to adjust some of its access charges on the basis of non-
commercia obligations. UK gas suppliers are required to keep a register of customers who are pensioners
or disabled and who qualify for specia services.*” A gas supplier can petition the gas regulator for a special
levy payment from the gas transportation company if it believes it has supplied an undue proportion of
customers with specia needs.'®

It is worth noting that although adjusting the access charges in this way ensures a level playing
field for competition in the competitive activity, it may in fact induce inefficient entry into the non-
competitive activity. If the non-commercia obligations are financed through internal cross-subsidisation
within the non-competitive service), at least some subset of the access charges must be above the cost of
providing the corresponding access service. As a result, even if the access service is a natural monopoly,
new entrants will be able to profitably enter this market. Thisis an example of an inefficient distortion of
entry. For example, if gas transportation charges were geographically uniform, it might be profitable for a
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new entry to build a new transmission pipeline from a gas field to a large gas consumer, even when that
gas could be more efficiently transported over the existing pipeline network.

The solutions to this problem are well known. One solution is ssmply to prohibit new entry into
the non-competitive component. Thisis undesirable, however. Determining which components of a market
can or cannot sustain competition is difficult and likely to change over time with technology and changes
in the level of demand. A rule prohibiting entry is likely to become obsolete and to create a constituency
for its own continuation. As a genera rule, regulation should not prevent entry. A better solution is to
finance the non-commercial obligations through funds externa to the industry. Failing this, firms entering
the non-competitive service and serving high-margin customers should pay a non-discriminatory
contribution to a fund to cover the costs of the non-commercial obligations. To ensure this contribution is
no higher than necessary, firms should have the right to provide non-commercia services using subsidies
from the fund. In practice, the determining the size of this contribution islikely to be difficult.

3.25 International trade issues

Some countries do not have domestic sources of gas production and rely instead on gas imported
via pipelines from other countries. Although some pipeline-to-pipeline competition for importing gas s, in
principle, possible, in practice a pipeline might have a dominant position in the market for importing gas.

The previous sections have highlighted the potentia benefits from enhanced competition arising
from third-part access to pipeline facilities. Yet, where a country is dependent on imports from a single
country for its gas supplies, a lack of regulatory jurisdiction over access to the foreign component of the
pipeline might eliminate any possibility of introducing competition among gas producers.

To make matters worse, in this context, liberalisation of the gas industry could conceivably leave
gas consumers in the importing country worse off. A single buyer of gas in the importing country can
exercise countervailing power against any market power exercised by gas sellers in the exporting country.
Fragmenting the buying side of the market might enhance the market power of the gas sellers.

This has been used as an argument against liberalisation of the gas industry in the EU.*® The EU
relies to an increasing extent on gas imported from three sources — Norway, Algeria and the Former Soviet
Union. Because the European gas network is relatively integrated there is some competition between these
sources. Nevertheless, liberalisation, it is argued might heighten the market power of the foreign sellers.
Indeed, the EU alowed a derogation from the liberalisation requirements from those countries (Finland
and Grez%ce) which are dependent on imported gas and whose networks are not integrated with the rest of
Europe.

The extent to which these concerns regarding the exercise of market power by foreign gas
suppliers to Europe are important will depend upon a variety of factors, which are difficult to predict, such
as the potential for development of new gas sources both inside and outside Europe. However, given that
imports currently only account for one third of European consumption such concerns are unlikely to have a
material impact in the short term.
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EU GasDirective and Liberalisation of the European Gas Industry

Within the context of the European Union, the EU Gas Directive has set out the path for liberalisation of the gas
industry. The most important aspect of this Directive is the requirement on EU member states to mandate third-party
access to the natural gas pipeline network. It is hoped that this requirement will stimulate competition among gas
producers, encourage investment in pipelines and enhance regulation of pipeline networks. The key features of the
Directive are as follows:

. Third-Party Access Requirement: Member states must allow certain gas customers to buy gas from the
supplier of their choice and to have it transported through the existing pipeline network at regulated rates.
This right will only be available initially to very large gas customers. For the first five years, only gas
customers taking at least 25 million cubic metres (mcm) of gas per year will be €eligible; for the next five
years the threshold reduces to 15 mecm per annum; in the final three years, this threshold reduces to 5 mcm
per annum. Member states can choose between “negotiated access’ and “regulated access’. Under negotiated
access individual customers enter into commercial negotiations to determine the precise terms and
conditions. Gas companies are required to publish their “main commercial conditions’ for the use of the
system. Under regulated access, gas customers have a right of access on the basis of published regulated
tariffs.

. Independent Regulatory Institutions:. Member states are required to designate competent authorities,
independent of the parties, with access to the internal accounts of the natural gas undertakings to settle
access disputes expeditiously.

. Unbundling: Natural gas undertakings are required to keep separate accounts in their internal accounting at
least for their gas transmission, distribution, storage and consolidated non-gas activities “as they would be
required to do if the activities were carried out by separate undertakings’.

. New Investment: Member states must allow a general freedom to build and operate natural gas facilities via
objective, non-discriminatory and transparent authorisations.

. Public Service Obligations: Member states are allowed to impose on gas utilities, in the general economic
interest, public service obligations which may relate to security of supply, regularity, quality and price of
supplies and to environmental protection.

. Capacity Rationing: Natural gas undertakings may refuse access to their system on the basis of lack of
capacity, or where the access to the system would prevent them carrying out the public service obligations
that are assigned to them.

. Derogations: A natural gas undertaking may apply to a Member state for a derogation from the obligation to

provide access if it considers that it would encounter serious economic and financial difficulties because of
its take-or-pay commitments. The granting of the derogation is overseen by the Commission. A member
state can apply to the Commission for a derogation of the requirement to open the gas market if it can
demonstrate that the implementation of the directive would result in substantial problems for the
development of the gas market in an emergent region. Such a derogation can only be given for ten years.
Finally, the directive allows a derogation of the market opening requirements for those markets (Finland and
Greece) which are dependent on one main external supplier and are not interconnected with the system of
another Member State.

The EU gas directive is an important step for the liberalisation of the gas industry in Europe, but it is nevertheless a
somewhat limited and hesitant step. Many aspects of the directive fall short of what is required to obtain full
competition. In particular, the proportion of the market for which competition is permitted is initially only 30 percent,
rising to 43 percent after 15 years. In addition, the separation obligations remain limited. Controlling the behaviour of
a dominant pipeline company is likely to prove difficult. Equally importantly, the directive fails to spell out an
adeguate regime for allocating scarce capacity. Under the existing regime the incumbent pipeline operator is in a
strong position to withhold capacity when it is in its interests to do so. Finaly, the directive alows for derogations
under a variety of circumstances, including the existence of take-or-pay contracts. Given the prevalence of take-or-
pay contracts the possibility remains that the actual market opening in practice will remain limited.

47




DAFFE/CLP(2000)18

3.2.6 Handling stranded costs
The I CC defines stranded costs as follows:

“Stranded costs are investments made, contracts signed, or costs incurred by a utility which are
not fully recoverable from consumersin afully competitive market and which ... would not have
been incurred in the firgt place if the market had been competitive ... They will have been
incurred by the utility as part of its fulfilment of public policy instruments or directives, usually
concerned with duties to supply and the use of particular fuels or technology. ... Not al losses
made by public utilities in the transition to a liberalised market can legitimately be called
stranded costs; for example, losses caused by inefficiency or by labour disputes or by poor
financial planning are not stranded costs’.**

In short, stranded costs are aform of sunk cost, which cannot be recovered due to a change in the
regulatory regime. Like other sunk costs, stranded costs aready incurred do not affect current economic
decisions and therefore do not affect economic efficiency. The concern over stranded costs therefore
relates entirely to the possibility future regulatory changes might lead to stranded costs being incurred in
the future. Anticipating this possibility, firms in the sector will be less willing to make substantia
investments in projects whose value would be put at risk by a change to the regulatory regime. In other
words, public policy concern over stranded costs arises from the fact that, in the absence of compensation,
the fear of stranded costs may have a chilling effect on new investment and thereby hinder the efficiency of
the industry and the effectiveness of the regulatory regime in achieving its objectives.

This chilling effect will be eliminated if firms anticipate that stranded costs legitimately incurred
will be fully compensated by some mechanism. It is important to ensure however, that only legitimate
stranded costs are compensated and to ensure that the mechanism for raising the funds for compensation is
transparent and does not interfere with effective competition in the marketplace. The ICC provides the
following criteria for assessing which stranded costs were legitimately incurred and could be considered as
acandidate for reimbursement.”

(@ Therelevant expenditure was incurred wholly as a result of the utility’s public service or a
similar (e.g., related to security or diversity of supply) obligation, and in the legitimate
expectation of the continuation of that obligation.

(b) The utility has not been compensated for the risk that the relevant asset may become
stranded by its rate of return on that asset in the past.

(c) The rdevant investment has not been made, or the relevant contract entered into, beyond
the time when it was clear that the public service obligations were changing or that the
market was going to be liberalised.

(d) Thecostsarise asadirect result of the transition to a competitive market.

In the case of the gas industry, where long-term take-or-pay contracts were entered into by the
incumbent operator in good faith and without the possibility of anticipating future regulatory changes, the
costs of these long-term obligations can legitimately be compensated as a cost of the transition to
competition. On the other hand, where long-term contracts were signed despite (or because of) an
imminent transition to competition (perhaps as a mechanism to tie up gas supplies in the medium term to
prevent the emergence of competition), the losses on those contracts are not legitimate grounds for
compensation.
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3.3 Competition controlsin a liberalised gasindustry

Regulatory reform which introduces third-party access to the transmission network may not be
sufficient to allow competition to develop in the competitive parts of the gas industry if, post-liberalisation,
the dominant incumbent operator is able to use its dominant position to control entry. Thisis especialy the
case where a proportion of gas consumers cannot choose their own supplier but instead must receive gas
through the dominant incumbent operator. A dominant incumbent gas marketing company may be able to
restrict new entry through three strategies:

(@ by preventing competitors from obtaining gas supplies by tying up existing gas reserves in
long-term exclusive contracts; or

(b) by tying refusing to buy gas to service the captive customer market from gas producers who
are competing in the market which is open to competition; or

(c) by exclusionary pricing (i.e., selective discounting to customers which are mostly likely to
switch to alternative suppliers, or MFN or price-matching clauses).

For example, during the liberalisation process of the gas industry in the UK, the UK Monopolies
and Mergers Commission found that:

British Gas tended to contract for 100 percent of each new gas field, which meant that potential
competitors had difficulties acquiring sufficient gas supplies. Gas producersrelied on BG's sales
in the tariff (i.e., captive) market for most of their own sales, and they were unwilling to
jeopardise their relationship with BG by selling gas to others, or by acting as suppliers
themselves.

In this case the remedy proposed by the UK Monopolies and Mergers Commission was to
prevent British Gas from contracting for more than 90 percent of any new gas supplies, as they became
available. Three years later the UK Office of Fair Trading also recommended lowering the threshold of
customers which were able to choose their supplier, to further reduce the dominance of British Gas as a
buy in the gas market. The OFT also recommended that BG sell some of its contracted gas to competitors,
to reduce its shared of the market open to competition to 40 percent.

4, Conclusion

The examples of the US and the UK, in particular, demonstrate both that competition in the
natural gasindustry isfeasible and that it yields important benefits. However, like other network industries,
which combine both competition and non-competitive components, introducing competition in the natural
gas industry requires well-designed regulatory interventions. Amongst these interventions the most
important is a third-party access regime which alows downstream customers of the transmission and
distribution networks to contract directly with upstream gas producers. This process is facilitated if the
transmission and distribution networks are structurally separated from the gas production companies. In
addition, it seems clear that effective access regulation will require a transparent, non-discriminatory
system for allocating capacity to the pipeline network at peak times. The lack of such a system in the UK
and New Zealand may prove to be a weakness in the future.

As in other liberalising sectors, liberalisation of the gas industry has had to address transition issues,
such as the handling of long-term contractual obligations. As we have seen in the case of the US and the
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UK (perhaps fortuitously) these long-term obligations became a source of pressure for liberalisation rather
than an opposing force.

In the longer term, given that OECD gas reserves are small relative to world reserves, OECD
countries will increasingly become gas importers and thus gas policy will increasingly become enmeshed
with issues related to international trade. It is to be hoped that international agreements between gas
importing and exporting countries can be reached which ensure continued competition between gas
producers and efficient regulation of gas pipelines, even when those gas producers are located in foreign
countries and must transport their gas over foreign pipelines with substantial market power.
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NOTES

|EA (1998b), p35.

Consistent with this approach, the US regulator, the FERC is alowing the market to play alarger
role in setting tariffs in the smal number of cases where effective pipeline-to-pipeline
competition is deemed to exist.

Perhaps due to greater uncertainty in assessing the “rate base” or the capital assets to be included
in caculating the alowable rate of return regulation thereby allowing the integrated firm greater
profits

Watkins (1995), p122-123.

Braeutigam (1990), p139-140. Braeutigam also states: “In the context of natural gas pipelines,
Kalt (1987) observes that “[t]he potential negative consequences with vertical integration stem
from the possibility that some pipelines could evade rate-of-return regulation by hiding
monopolistic profits in prices paid by affiliated producers. ... Although there is little evidence
suggesting this is a widespread problem, its possibility underscores the need to pay attention to
how integrated pipelines report their costs.” At a minimum, this suggests that regulators must
monitor how integrated pipelines report their costs and ensure that the transfers of gas from the
producers to the pipelines occur at competitive prices. The unbundling of rates also will help
keep vertically integrated firms from exercising unfair competitive advantages’. Amongst his list
of important public policy lessons for regulatory public policy makers, White includes: “the basic
principles underlying the AT&T divestiture — that a bottleneck monopoly should be under
separate ownership from that of complementary competitive goods and services — has important
applicability to other network industries that present mixtures of competitive and monopoly
components. Natural gas pipelines and electricity grids are obvious examples; others are surely
possible’. White (1998), p35.

ICC (1998), p56.

The material in this section is taken from Armstrong et al (1994).

ICC (1998), p26.

De Vany and Walls argue that “In light of the success of competition and markets in disciplining
prices where regulation failed, policymakers should apply the lessons of open access to

distributors and retail markets’. De Vany and Walls (1994), p96.

Other mechanisms (besides markets) have also been used to allocate capacity. Smith, De Vany
and Michaels (1990) note: “In the past, common carriers have deat with capacity situations by
various expedients. These have included prorating by current demand, prorating by historical use,
and imposing service delays on latecomers. Common carriage is economically inefficient since it
unnecessarily redtricts the range of possible transactions. In such a regime, a shipper cannot
guarantee himself firm transportation”.

Smith, De Vany and Michaels (1990), p155.

Use-it-or-lose-it rules do not, of course, address the issue whether the total available capacity (for
landing dots or gas transmission volumes) is set efficiently — they merely ensure that a firm
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12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

cannot exercise its market power to artificialy restrict total output below the total available
capacity.

“Economic theory indicates that efficient pricing for each type of service — including each
element of service in a multi-part tariff — should reflect demand elasticities as well as marginal
costs. The inverse easticity rules of Ramsey pricing not only will be economically efficient but
will alow pipelines to be price competitive in markets with more eastic demands. The
experience of railroads, when faced with motor carrier competition, demonstrates why this
flexibility iscrucia”. Braeutigam (1990), p138.

Armstrong et d (1994), p264.
Armstrong et al (1994), p264.

Or the obligation not to cut off non-paying or late-paying residential customers during the heating
season.

Armstrong et al (1994), p270.
See Ousdley (1996), p54.

The regulator can determine whether the criteria for receiving a specia subsidy has been met, and
whether the amount requested by the supplier is reasonable. The gas regulator is required to
refuse applications from suppliers which artificially exclude an undue proportion of pensioners or
the disabled, or those likely to default on payment. In addition, a few customers in remote parts
of Scotland and Wales are not connected to British Gas' natural gas grid and have been supplied
with piped LPG at a subsidised price. As part of the liberalisation process, special provisions
have been included in the legidation which provide that these customers (numbering about 8300)
areto retain their subsidy and are to be charged “no more than the average price for conveyance’
to similar sites on the grid.

See for example Asserhoj (1994).

In some contexts competition law remedies may be possible. For example, where the foreign
component of the pipeline is owned by domestic firms, domestic competition might be able to
force the domestic firm to provide access to foreign gas producers. It is aso possible, however,
that the foreign component of the pipeline is owned by foreign firms which have no domestic
assets and on whom no sanctions can be applied.

ICC (1998), p65.

ICC (1998), p65.
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NOTE DE REFERENCE

1. I ntroduction

Méme s le secteur du gaz naturel accuse un retard par rapport alaréforme réglementaire réalisée
dans les autres industries de réseau, les réformateurs des pays de I’OCDE lui portent une attention
croissante. Aprés une déréglementation radicale et réussie du secteur aux Etats-Unis et au Royaume-Uni,
des mesures importantes ont été prises en Australie et en Nouvelle-Zéande. L’ adoption de la Directive gaz
delaCE en 1998 a, par ailleurs, préparé lavoie a une libéraisation plus poussée de ce secteur en Europe.

Qud rdle la concurrence peut-elle jouer dans I'industrie du gaz ? Comment structurer la
réglementation dans le secteur du gaz de fagon a élargir la concurrence et a améiorer la qualité d’ ensemble
de la réglementation ? Le présent document examine ces questions en puisant dans |’ expérience des pays
del’ OCDE.

Le document fait ressortir les él éments suivants :

* le gaz naturel est une source énergétique qui est en concurrence avec d’ autres, surtout pour le
chauffage et la production d éectricité. La quasi-totalité des consommateurs résidentiels et
industriels de gaz naturel peuvent recourir a des énergies de substitution, le pétrole, le charbon
et I'éectricité, mais|’inverse n'est pastoujoursvrai : la plupart des consommateurs d’ dlectricité
ne peuvent pas recourir au gaz, mémesi le prix relatif de cette source énergétique diminue' ;

le gaz naturel est presque toujours transporté du point de production au point de consommation
par un réseau de gazoducs. L’'industrie du gaz partage par conséquent de nombreuses
caractéristiques économiques avec d'autres industries de réseau, comme par exemple les
chemins de fer et I'électricité. Le réseau de gaz peut étre divisé en deux composantes: le
transport sous haute pression et la distribution a faible pression. Comme c'est le cas de
nombreuses autres industries (tél écommunications, services postaux et éectricité, par exemple),
la distribution locale du gaz est un monopole naturel, maisil peut y avoir concurrence au niveau
des gazoducs, selon la densité du réseau et I'emplacement des producteurs et des
consommateurs. Dans la plupart des cas, il y a possibilité de concurrence entre les producteurs
degaz;

permettre la concurrence entre producteurs de gaz (et entre gazoducs, |a ou cela est possible)
augmente I'incitation a I’ efficience dans la production et la qudité de la réglementation du
réseau. Pour qu'une telle concurrence se développe, il faut donner aux producteurs de gaz
rivaux |'acces au réseau de gazoducs existant et mettre en place un mécanisme permettant aux
consommateurs de choisir leur producteur. L’ introduction de la concurrence dans le marché du
gaz procure d’ autres avantages encore, comme le développement de marchés spot et de futures
et la stimulation des investissements dans de nouvelles interconnexions entre gazoducs
(amélioration de la cohésion du réseau et de la concurrence entre gazoducs). Dans la plupart des
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cas, la concurrence entre producteurs de gaz sera meilleure, quantitativement et qualitativement,
S'il leur est interdit d' exploiter le réseau de transport ;

lorsgue des producteurs de gaz rivaux ont un accés garanti a un réseau de gazoducs existant, il
est impératif de mettre en place un systéme de rationnement de la capacité du réseau en période
de pointe. Cela peut prendre la forme d' un baréme de tarifs de pointe pour I'utilisation du
réseau mais, dans la pratique, il est souvent plus facile de mettre aux enchéres la capacité du
réseau en période de pointe. Les enchéres offrent | avantage d’ étre plus transparentes en ce qui
concerne I’ utilisation de la capacité et d’imposer un moindre fardeau au régulateur. Jusqu'ici,
les Etats-Unis sont le seul pays de I’ OCDE a avoir éaboré un mécanisme de mise aux enchéres
de la capacité des gazoducs ;

dans de nombreux pays, |'existence de contrats de prise ferme along terme ("take-or-pay"), qui
lient pendant une durée déterminée les propriétaires de gazoducs ou les clients en aval aun seul
producteur de gaz, complique la libéralisation du secteur gazier. Cependant, dans le cas et des
Etats-Unis et du Royaume-Uni, ces contrats ont facilité la libéralisation. Lorsque le prix du gaz
baissait sur le marché spot et que les réseaux éaient obligés d’ acheter et de transporter du gaz a
perte, les opérateurs de gazoducs étaient trés heureux de transporter du gaz pour des tiers a des
prix réglementés qui leur garantissaient une rentabilité raisonnable ;

dans les pays largement tributaires d’ importations en provenance d'un seul fournisseur étranger,
une libéralisation unilatérale risque de leur retirer un pouvoir compensateur et de rehausser le
pouvoir de marché du fournisseur étranger, au détriment des consommateurs locaux. Compte
tenu du niveau actuel de dépendance al’ égard des importations et du degré d’ interconnexion du
réseau gazier de |’ UE, ce risque n'existe pas pour le moment dans la plupart des pays européens,
maisil ne peut ére exclu amoyen ou along terme ;

» comme c'est le cas dans la plupart des industries de réseau, les sociétés gaziéres dominantes
sont souvent assujetties a des obligations de service non commercial. Comme dans les autres
industries, ces obligations ne sont pas un obstacle a I'introduction de la concurrence, des lors
gu' elles sont pleinement répercutées dans les prix d'accés au réseau de transport et de
digtribution du gaz.

2. Apercu du secteur du gaz naturel

Cette section donne une vue générale du secteur du gaz naturel en présentant les principales
caractéristiques de I’ offre et de la demande de gaz et un apercu du régime de réglementation et de la
structure du marché du gaz dans plusieurs pays de |’ OCDE.

21 Demande de gaz naturel

Le gaz naturdl est consommé par les ménages et par I'industrie. Les ménages consomment le gaz
naturel principalement pour la cuisine et le chauffage. L'industrie, quant a elle, consomme le gaz naturel
pour le chauffage, la production d’électricité et toute une gamme de procédés industriels. Dans presque
toutes ses applications, le gaz naturdl est brdlé comme combustible pour produire de la chaleur. Le gaz
naturel 2ast donc en concurrence avec d' autres sources d énergie, principalement |’ électricité, le charbon et
le fioul~.

56



DAFFE/CLP(2000)18

Comme c'est le cas de toutes les sources énergétiques, le gaz naturdl utilise comme combustible
exige un investissement en équipement chez le client. Bien que certaines installations soient congues pour
brller plus d'un combustible (gaz et fioul, par exemple), la plupart des installations domestiques ne peuvent
pas étre rapidement converties a d’ autres combustibles. La plupart des clients du gaz ne peuvent par
conséguent pas changer rapidement de combustible a court terme face a une hausse du prix du gaz, mais
envisageront une autre solution lorsgue leur installation arrivera ala fin de sa vie économique. La pente de
la courbe de demande de gaz naturel est donc, comme ¢'est e cas pour de hombreux autres produits, plus
élastique a long terme qu’ a court terme.

Le gaz naturel peut, pour presque toutes ses applications, étre remplacé par d' autres sources
d'énergie. A long terme, donc, le prix de ces autres sources exerce un effet de plafond sur le prix du gaz.
L'inverse n'est cependant pas vrai. Certaines applications d autres sources d'énergie (les ampoules
électriques, par exemple) ne peuvent pas étre aisément converties au gaz. Technigquement, on dira que la
courbe de la demande de gaz (autre que pour la production d’ électricité) est tributaire du prix des énergies
concurrentes.

L’ effet concurrentiel de I’ éectricité, du charbon et du pétrole sur les prix du gaz naturel varie
donc d’ un pays a |’ autre en fonction des prix relatifs de ces trois combustibles’. Aux Etats-Unis, ol les prix
de I’ électricité sont bas comparativement a ceux du gaz naturel, il existe une importante concurrence entre
combustibles. En Grande-Bretagne, pays qui jouit d'une abondance de gaz naturel en provenance de
lamer glu Nord, la concurrence entre combustibles ne joue presqu’aucun role a I’égard des prix du gaz
naturel”.

La demande de gaz naturel est extrémement saisonniére. La demande pour le chauffage est a son
maximum |’hiver®. La figure 1 montre la demande de gaz naturel aux Etats-Unis mois par mois. La
consommation de gaz pendant les mois d' hiver est a peu preés le double de ce gu'’ elle est pendant les mois
d' été. Les demandes industrielle, commerciale et, surtout, résidentielle de gaz naturel sont a leur plus fort
I"hiver. A l'inverse, la consommation de gaz naturel par les centrales électriques américaines connait une
pointe |’ éé éant donné la demande saisonniére d’ électricité pour la climatisation.

Figure 1 : Consommation de gaz naturel aux Etats-Unis, par secteur
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Source : US Energy Information Administration, Natural Gas Monthly

Les consommateurs de gaz possédant des systémes bi-combustibles (et, de fagon plus générale,
les consommateurs de gaz dont la demande est trés élastique a court terme) sont préts a réduire leur
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consommation de gaz rapidement en réaction a des variations du prix du gaz livré, par exemple lors de
périodes de pointe lorsque le réseau de transport du gaz fonctionne a pleine capacité. Dans la pratique, et
en partie pour des raisons historiques, le rationnement a trés court terme de la capacité du réseau en période
de pointe peut étre obtenu non pas en augmentant le prix mais en réduisant |’ approvisionnement de certains
clients. Les consommateurs qui sont préts a accepter un tel service « interruptible », (par exemple ceux qui
disposent d'un systéme bi-combustibles) peuvent en régle générale obtenir un prix de transport plus bas.

Le gaz naturd est globalement un produit homogéne. Bien que le gaz extrait du sol varie dans sa
composition chimique, les raffineries en @iminent les substances indésirables et veillent au maintien d’ une
qualité et d’ un pouvoir calorifique minimaux.

2.2 Offrede gaz nature : La chaine de production

Comme beaucoup d'autres industries, le secteur du gaz naturel comporte un certain nombre de
« composantes » ou « étapes de production », qui se distinguent par la nature de leur réglementation et
I’envergure de la concurrence. |l est possible de délimiter cing grandes éapes de production, du point
d’ extraction (latéte de puits) au point de consommation (le bec de brlleur) :

(a) production du gaz —qui peut étre subdivisée en prospection, forage, extraction et traitement.
Quelques pays de I’ OCDE importent du gaz liquéfié (appel€ GNL), qui est ensuite regazéifié et
distribué par un réseau de gazoducs. Dans ce document, les installations de regazéification sont
prises en compte dans le secteur de la production ;

(b) transport du gaz — le transport & haute pression de gaz a des clients grand volume, par exemple
entreprises de distribution, gros clientsindustriels et centrales thermiques ;

(c) digtribution du gaz —la distribution a faible pression de gaz a des clients petit ou moyen
volume;

(d) stokage du gaz —la régularisation du débit de gaz du réseau de transport, par pompage de gaz
dans des installations de stockage pendant les périodes hors pointe, le pompage du gaz stocké
pour faire face ala demande de pointe ;

(e) vente au détail ou commercialisation du gaz — la prestation de services de passation de contrats
avec des sociétés de production, de transport et de distribution pour le compte de
consommateurs de gaz et de services de facturation et de comptage connexes.

Nous examinerons chacune de ces composantes a tour de réle, en faisant ressortir les économies
d’ échelle et de gamme et les possibilités concurrentielles.

221 Production de gaz

Le gaz naturel est extrait de puits souterrains, souvent en tant que produit dérivé de I’ extraction
de pétrole. Les gazoducs a la sortie de différents puits (appelés « conduites de collecte ») transportent le
gaz dans des installations proches ou il est épuré et traité avant de passer al’ étape de production suivante,
par exemple son introduction dans un gazoduc de transport a forte pression ou son refroidissement en vue
de saliquéfaction. Le rythme auquel de nouveaux puits sont dével oppés dépend de I’ investissement dans la
prospection qui dépend, a son tour, des prévisions d’ évolution des prix du gaz et du pétrole.

58



DAFFE/CLP(2000)18

Le développement et I'exploitation d’'un gisement de gaz souterrain exige un important
investissement englouti, sous forme de matériel d extraction et de traitement, ains qu’ un gazoduc relié au
réseau de transport de gaz le plus proche desservant un marché approprié. Etant donné que la plupart des
pays ont maintenu dans le passé un monopole (ou un gquasi-monopole) sur le réseau de transport et de
distribution, on se trouvait le plus souvent dans une situation ou un producteur de gaz n‘avait comme
interlocuteur qu’ un seul acheteur potentiel. Cet état de choses exposait e producteur gazier a une menace
«d'extorsion » -- une fois I'investissement initiad englouti en amont, le réseau monopolistique en ava
pouvait refuser d'acheter dans I'espoir de négocier des conditions plus favorables. De ce fait, la
guasi-totalité de I'investissement dans de nouvelles capacités de production était (et dans bien des cas est
toujours) engagée dans le cadre soit de contrats a long terme soit d intégrations verticales. Les contrats a
long terme du genre « prise ferme », par exemple, garantissent aux producteurs un prix pour un certain
volume de gaz. Ces contrats peuvent couvrir des durées dlant jusqu’a 25 ou 30 ans.

Comme nous le verrons plus loin, I’un des avantages de I’introduction de la concurrence dans
I"industrie gaziére tient au fait que les producteurs cessent de dépendre d'un acheteur unique, ce qui réduit
ou éimine la menace d’ extorsion. La durée des contrats de production au Royaume-Uni et aux Etats-Unis
a sensiblement raccourci et une proportion croissante du gaz est en fait vendu sur le marché spot
(c’est-a-dire en vue de sa livraison dans un délai de quelques jours ou de quel ques semaines).

Dans la plupart des cas, la concurrence peut sexercer entre producteurs. Bien qu'il existe un seuil
d’efficience pour les usines de traitement du gaz, les volumes requis ne sont pas éevés’. Dans de
nombreux pays, il y a suffisamment de champs gaziers indépendants dans un rayon économiguement
viable autour d’ un gazoduc existant pour soutenir une concurrence effective entre producteurs’. Dans le cas
du Royaume-Uni, par exemple, on dénombre 80 champs différents en mer du Nord, six champs
en mer d Irlande et 13 champs aterre. Bien sr, comme dans toute industrie, le fait que la concurrence soit
possible ne signifie pas qu’ elle sexercera dans la pratique, étant donné qu’un seul producteur ou un petit
nombre de producteurs peuvent posséder toutes les sources indépendantes viables de gaz naturel. Comme
nous le verrons plus loin, c'est particuliérement préoccupant lorsgue les sources de gaz indépendantes sont
contrélées par un pays étranger.

Comme le montre la figure 2, bien que les pays de I’OCDE représentent 54 pour cent de la
consommation mondiae de gaz naturel, ils ne possédent qu’un pourcentage relativement faible (environ
dix pour cent) des réserves mondiales connues. La plupart, et de loin, des gisements de gaz connus dans le
monde se trouvent dans I'ex-Union soviétique. On s attend a ce gu’ a long terme les pays de I' OCDE soient
de plus en plus desimportateurs de gaz.

Figure 2 : Réserves mondiales de gaz nature
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222  Transport du gaz

Malheureusement, le gros du gaz n’est pas consommeé la ou il est produit. Rares sont les puits
situés a proximité d' importants centres de consommation. Le gaz doit ére transporté, souvent sur de
longues distances. Bien qu'il soit techniquement possible de refroidir le gaz pour le liquéfier afin de le
transporter par des modes conventionnels (train, camion, bateau), ce procédé n’est pas concurrentiel, sauf
dans de rares circonstances.

Cest ains que le gaz est transporté par un réseau de gazoducs de diamétre et de pression
variables. Ce réseau est habituellement divisé en deux composantes : le réseau de gazoducs principal point
a point sous haute pression, appelé « réseau de transport », et le réseau de « distribution » sous faible
pression de gaz de haute densité aux consommateurs petits et moyens.

Il n"existe aucune distinction physique claire entre ces deux réseaux. Cependant, certaines
digtinctions peuvent étre faites sur la base de la pression dans |e gazoduc. Le transport al’ échelle nationale
se fait en régle générale a des pressions d'environ 60 & 80 bars, tandis que le transport régional seffectue
entre 40 et 15 bars. La distribution locae, quant a ele, seffectue a des pressions inférieures a 15 bars.
Etant donné que la pression du gaz dans les conduites diminue dans le sens du flux avec la distance
parcourue, il faut lamaintenir au moyen de stations de compression. Dans une certaine mesure, la capacité
d’un gazoduc peut étre augmentée en améliorant |es stations de compression.

La distribution géographique des réseaux de transport du gaz naturel varie d’'un pays a l'autre en

fonction de I’ emplacement des sources primaires de production (ou d’importation) et de la consommation.
A titre d’exemple, lafigure 3 montre le réseau de transport du gaz naturel en Australie.
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Figure 3 : Réseau de gazoducs en Australie
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La concurrence est-elle possible entre gazoducs ? Comme dans d’ autres industries de réseau, son
intensité est fonction de I'importance des économies d'échelle, du niveau de la demande et de
I”’ emplacement physique des sources de production et des lieux de consommation.

L es gazoducs permettent des économies d’ échelle appréciables pour les raisons suivantes :

* premiérement, une part importante du colt de tout nouveau gazoduc réside dans le co(t
d’obtention des servitudes et de pose de la conduite. Ces colts sont trés peu fonction du
diamétre et de la capacité de la conduite ;

« deuxiemement, la capacité d’ une conduite augmente plus que proportionnellement au carré de
son diamétre®, tandis que le colit d'investissement augmente moins que proportionnellement au
carré de son diamétre ;

* troisiémement, la pression diminue le long du gazoduc pour un débit donné par unité de surface,
mais & un rythme qui diminue avec |’augmentation du diametre. D’autre part, le co(t
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d'investissement des stations de compression augmente a un taux inférieur a |’ augmentation du
taux de pression qu'’ elles produisent.
L’ existence d' économies d' échelle sur un tracé donné n’élimine cependant pas la possibilité de
concurrence entre gazoducs. Une conduite transportant du gaz provenant d un champ peut concurrencer

une autre conduite transportant du gaz d un champ différent, selon la distribution géographique des
producteurs et des consommateurs. Les cas de figure ci-dessous illustrent |e phénomeéne :

Tableau 1: Réle deladistribution géographique dansla détermination du niveau de concurrence

entre gazoducs
Producteur
degaz

La concurrence entre gazoducs rivaux est vigble pour certanes sources
indépendantes de production, mai's pas pour toutes.

Casl:

Producteur)” Producteur
degaz de gaz

Caslli

Consommateur
de gaz

Trois producteurs de gaz situés
plus prés, physiquement, les uns
des autres que des principales
sources de consommation. La
concurrence  entre  gazoducs
rivaux n’est pasviable.

Consommateur [ ]
Producteur | degaz Producteur
degaz degaz

La concurrence entre gazoducs rivaux est possible pour
toutes |es sources de productions indépendantes.

La possibilité de concurrence entre gazoducs est la plus forte aux Etats-Unis, pays doté d'un
réseau de transport du gaz trés développé et interconnecté. En fait, un commentateur américain soutient
gue toutes les grandes villes américaines pourraient jouir d'une concurrence entre deux ou plusieurs
gazoducs en raccordant tout simplement des lignes secondaires aux gazoducs passant dans un rayon de
100 miles.

Dans la pratique, la concurrence entre gazoducs aux Etats-Unis est & son plus fort aux
«intersections » de plusieurs gazoducs. Selon la FERC, en juillet 1994, il y avait 19 intersections en
exploitation aux Etats-Unis et 11 autres devaient étre opérationnelles avant la fin de I’ année 1995°. 1| existe
également une certaine concurrence entre gazoducs en Allemagne, ol la société Wingas livre
principalement concurrence &la Ruhrgas pour les ventes gros volume al’industrie™.
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L’importance de la concurrence dépend non seulement des économies d échelle et de la
distribution géographique des sources de production et de la consommation, mais également du niveau de
la demande. Lorsque la demande est suffisasmment forte par rapport a la capacité d' un gazoduc, il y a des
possibilités de concurrence entre gazoducs paralléles, méme lorsgue les producteurs de gaz sont situés a
proximité les uns des autres. Par exemple, au Royaume-Uni, quatre gazoducs paralléles transportent le gaz
jusqu’ en Angleterre a partir de lasortie de I’ eau & St. Fergus, en Ecosse.

Les possibilités de concurrence entre gazoducs varient d’'un pays a I’ autre en fonction du niveau
et de la distribution géographique de la demande. En regle générale, cependant, étant donné I’ ampleur des
économies d échelle réalisables avec les gazoducs, il semble probable que la concurrence effective entre
gazoducs, méme dans |es marchés pleinement libéralisés, sera limitée dans un avenir prévisible a quelques
rares endroits (a proximité des « carrefours »).

223 Distribution du gaz

Certains consommateurs de gaz, surtout les trés gros, sont approvisionnés directement par le
réseau de transport sous haute pression. La plupart des plus petits clients sont desservis par des
distributeurs locaux. Tout comme de nombreuses autres industries de réseau (comme, par exemple, la
distribution d’ électricité, les services postaux, les télécommunications locaes et latélévision par céble), la
digtribution locale de gaz permet des économies de densité. Une fois que les colts de pose d’ une conduite
principale dans la rue ont été effectués, le colt margina du raccordement d’ une autre maison d’ habitation
ou d'un autre immeuble a la conduite principale est trés faible. Du fait de ces économies de densité, la
distribution locale de gaz est de fagon générale un monopole naturel

224  Sockage du gaz

Comme on |’a vu, la demande de gaz est extrémement saisonniére. La demande en période de
pointe peut étre plusieurs fois supérieure & la demande hors pointe. Etant donné qu’il est sensiblement plus
colteux de construire un réseau capable d'assurer le débit de pointe, il existe une demande de services
d’ étalement du flux du gaz dans le réseau : augmenter le flux du gaz en période hors pointe et le réduire en
période de pointe.

Cette fonction de régulation est assurée par lesinstallations de stockage du gaz, qui sont remplies
en période hors pointe et vidées en période de pointe. Bien que les consommateurs aient la possibilité de
stocker leur propre gaz, dans la pratique (peut-ére pour des raisons de sécurité) ce service a
traditionnellement été assuré par le réseau lui-méme ou par des prestataires de servicestiers.

Le gaz est stocké dans de nombreux types d'installations différents, comme les gisements épuisés
ou les mines désaffectées. Par ailleurs, un certain volume de gaz peut étre stocké dans le réseau lui-méme
en modifiant la pression, c'est-a-dire en I’ augmentant en période hors pointe et en la diminuant en période
de pointe. |l sagit alors de « stockage en ligne ».
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Bien que I’ accés a certaines installations clés (par exemple les gisements de gaz épuisés) puisse
étre limité, les économies d'échelle que représente le stockage du gaz sont faibles. Il existe donc des
possibilités de concurrence effective en matiére de services de stockage du gaz, sauf, peut-étre, dans les
régions a faible densité de population.

La figure qui suit illustre la fagon dont le stockage aux Etats-Unis est utilisé pour étaler la
consommation de gaz sur |’année. La production physique demeure plus ou moins constante tout au long

de I'année, les ingallations de stockage étant remplies pendant I'été et le gaz qu’ elles renferment étant
écoulé pendant les mois d’ hiver.

Figure4 : Fourniture de gaz par source aux Etats-Unisdejanvier 1997 & octobre 1999
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Source : US Energy Information Administration, Natural Gas

2.3 Structure et propriété du marché du gaz

La structure de marché du secteur gazier varie beaucoup d' un pays a l'autre. En régle générale,
dans la plupart des pays de I’OCDE, ce secteur se caractérise par une forte proportion de la propriété de
I'Etat et, dans une certaine mesure, par une intégration verticale. Il existe cependant d'importantes
disparités selon les pays. Le tableau 2 résume |a structure de marché du secteur gazier dans différents pays
de|’ OCDE.

Compte tenu de I'objet de ce document, il est utile de faire ressortir les principales différences
entre les secteurs du gaz d Amérique du Nord et d’ Europe :

* méme s ladirective sur le gaz de I’ UE aura vraisemblablement une incidence & moyen terme,
le secteur du gaz naturel européen se caractérise actuellement par plusieurs monopoles de
transport nationaux desservant a peu pres la moitié du marché total et un certain nombre de
monopoles de distribution régionaux. Dans quelques cas, le transport et la distribution sont
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pleinement intégrés (au Royaume-Uni, en France et en lItdie, par exemple). Ces réseaux
nationaux sont interconnectés (exception faite de ceux de la Finlande et de la Grece) ;

* les plus importantes réserves de gaz en Europe sont celles de la Norvége, des Pays-Bas et du
Royaume-Uni. L’ Europe occidentale importe une part appréciable de son gaz, principalement
d’'Algérie et de I'ex-Union soviétique. |l est prévu que la proportion du gaz importé va
augmenter ;

* |e secteur américain, au contraire, est caractérisé par la prédominance de la séparation verticale.
Au niveau de la production, il existe un trés grand nombre d' exploitants de champs gaziers de
taillestrés variables. Le degré de concentration de la propriété est faible dans presque toutes les
régions (al’ exception de I’ Alaska). Le degré d'intégration entre production et gazoducs est trés
faible. Environ 80 gazoducs traversent des frontiéres inter-Etats, 20 gros gazoducs transportant
plus de 80 pour cent du gaz américain. Les gazoducs de transport ne sont pas intégrés dans la
distribution. Le niveau de connexion au sein du réseau est relativement dlevé. La plupart des
consommateurs peuvent acheter du gaz auprés de presgue n'importe quel producteur. Par
ailleurs, de nombreuses sociétés de distribution sont desservies par plus d’ un gazoduc ;

« la proportion de gaz importé en Amérique du Nord est faible, bien que les Etats-Unis importent
environ 15 pour cent de leur consommation du Canada.

Lafigure 5 compare les prix du gaz pratiqués dans les différents pays de I'OCDE. Il convient de
souligner que les Etats-Unis et le Royaume-Uni, qui ont tous deux des marchés de gaz libéralisés, affichent
des tarifs industriels qui comptent parmi les plus bas. Les prix du gaz sont particulieérement élevés au

Japon.*?
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Figure5: Prix du gaz naturel 1998, en dollarsUS
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Prix moyen par 106 kcal, sur une base ca orifique brute. Données de 1998, sauf pour la France, I’ Allemagne,
I’ Australie et le Japon, pays pour lesquels les données correspondent a1’ année 1997.
Source: AlE, Natural Gas Information (1999)

Il est également intéressant de comparer I’ évolution des prix du gaz dans le temps. |l ressort de la
figure 6 que tous les prix du gaz ont eu tendance a augmenter au cours de la derniére décennie dans la
plupart des pays de I’ OCDE et qu'ils ont baissé au Canada et au Royaume-Uni, pays qui ont libéralisé leur
secteur gazier pendant cette période.
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Figure 6 : Evolution du prix du gaz naturel 1988-1996
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10.

11.

NOTES

Il est cependant possible aux gros consommateurs d éectricité dingtaler des moyens de
production congus pour étre alimentés au gaz.

«Le gaz est principalement en concurrence avec le fioul Iéger dans les marchés résidentiels et
avec lefioul lourd et le charbon dans les marchésindustriels ». Watkins (1995), p. 114.

Voir Watkins (1995).

AlE (19984), p. 37. L’ Agence internationale de |’ énergie (AIE) prétend que la concurrence entre
combustibles sur le plan des prix (et une plus grande capacité d entreposage) a pour effet de
stabiliser les prix aux Etats-Unis, tandis que I’ absence de concurrence entre combustibles (et une
capacité d’ entreposage moindre) rend sensiblement plus volatils les prix du gaz au Royaume-Uni.
Cet état de choses est peut-étre temporaire. Tant que les prix du gaz demeurent inférieurs a ceux
des autres combustibles, la capacité des centrales électriques alimentées au gaz augmente, ce qui
accroit la demande de gaz comparativement aux autres combustibles.

Dans certains pays, on constate également une période de pointe dans |la demande de gaz naturel
I” été parce que la climatisation augmente la demande de production d’ é ectricité a base de gaz.

Des économies d’échelles appréciables peuvent cependant étre réalisées grace a des initiatives
combinées de praospection et d’ extraction de pétrole et de gaz.

Comme c'est le cas dans toute industrie, la concentration de la propriété chez les producteurs de
gaz limitera la concurrence, préoccupation qui a été exprimée pour I’ offre de gaz a I’ Europe
occidentale.

Selon Lawrey (1998), la capacité d' un gazoduc est proportionnelle au diamétre de la conduite ala
puissance 2.5, plutét qu’ ala puissance 2, contrairement a ce que I’ on aurait pu penser. Celaest da
au fait que le flux dans la conduite est de plus en plus facile au fur et @ mesure que le diamétre
augmente.

Chacun de ces carrefours a un administrateur responsable de son exploitation et de diverses
autres fonctions, notamment le contrble des échanges de titres correspondant a
I" approvisionnement en gaz, la facturation de clients pour les services offerts et la répartition de
la capacité des gazoducs et des services aux carrefours en situation de pénurie. Voir GAO (1994),
p. 3.

AIE (1998), p. 21.

II'y a presque 30 ans, Alfred Kahn a déclaré : « La distribution locale de gaz est généraement
reconnue comme étant un monopole naturel, de type familier, fondé sur la méme justification :
des économies d' échelle avec une intensité d’ utilisation croissante en fonction desinstallations de
distribution ». Kahn (1971), pp. 152-153. || importe de souligner que I’ existence d'importantes
économies de densité n’' écarte pas entierement la possibilité de concurrence. Les possibilités de
concurrence dépendront également du niveau de la demande et de la configuration du réseau.
Lorsqu’ une petite zone géographique renferme un nombre élevé d’ importants consommateurs, la
duplication du réseau de distribution dans la région peut ére rentable méme s'il ne serait pas
rentable d’ approvisionner directement un seul de ces consommateurs.
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Les notes relatives au tableau de la Nouvelle-Zélande signalent que les données néo-zélandai ses
S appuient sur un échantillon de tarifs. Etant donné que les principaux consommateurs industriels
ne sont pas soumis au baréme tarifaire, ils n’ ont pas été englobés dans |’ enquéte. Par conséquent,
méme s les données constituent une assez bonne représentation des prix du gaz payés par les
ménages et |es petits commerces, elles surévaluent vraisemblablement le prix « industriel » réel
du gaz en Nouvdle-Zédande.

69



DAFFE/CLP(2000)18

Tableau 4 : Apercu dela structure du marché dans un certain nombre de pays de|’OCDE

Pays-Bas Belgique Italie Allemagne France

Transport Une seule société de Tout comme les En Italie, la SNAM, controlée par ENI, estla | Ruhrgas est |a société de transport En France, il existe une société de
transport (Gasunie) Pays-Bas, laBelgique société de transport dominante (avec environ | dominante, avec 70 pour cent des transport dominante (Gaz de France,
fournit directement compte une société de 97 pour cent de la capacité totale de approvisionnements totaux, maisil « GdF ») ainsi que deux petitesfiliales
46 pour cent du marché | transport (Distrigaz) qui transport) et elle est la seule société a existe 17 autres soci étés de transport. (Gaz du Sud-Ouest et la Compagnie
du gaz. dessert directement posséder un réseau national de transport du Ensemble, ces sociétés de transport Francaise de M éthane). Environ

environ lamoitié gaz naturel. EDISON GAS, ladeuxieme fournissent directement 32 pour cent du | 30 pour cent du marché est desservi
(54 pour cent) du marché | sociétéitalienne de transport, aune capacité | marchétota du gaz. directement a partir du réseau de
total du gaz. Distrigaz a de transport d’environ 3 pour cent. transport.

été privatisé en 1994.

Distribution 35 distributeurs Il existe 23 sociétés de Un trés grand nombre de distributeurslocaux | Dans ce pays également, il existe un Bien que GdF soit deloin laplus
locaux (DL), distribution, dont la (plus de 800) interviennent dans |e secteur de | nombre important (673) de sociétés de grosse société dans |e secteur de la
appartenant tous a des plupart (19) fonctionnent | ladistribution du gaz. Environ 50 pour cent digtribution. « Il n’existe aucune distribution du gaz, fournissant le gros
administrations avec un systeme d’entre eux sont gérés directement par des digtinction claire entre les différents delademande
régionaes et locaes. d'actionnariat privé administrations locales municipales. types de sociétés d’ approvisionnement résidentielle/commerciale et des petits

(bien que, mémedansles | ITALGAS Spa, la plus grosse société, avec en gaz dans la chaine du gaz. De clientsindustriels, il existe 15 sociétés
cas ou des actionnaires une part de 30 pour cent deladistribution nombreuses soci étés principal ement de distribution publiques ou privées
privés sont majoritaires, nationale, est contrdlée par ENI. La SNAM actives dansladistribution s occupent qui desservent 2.8 pour cent du
les actionnaires publics fournit directement environ 92 pour cent du également de transport, et vice versa »'. marché.
détiennent lamajorité gaz naturel destiné ala production Lamajorité de ces sociétés de
des voix au consail d'électricité. distribution appartiennent a1’ Etat.
d’ administration). Moins de 25 pour cent des sociétés
appartiennent, ne serait-ce qu’ en partie,
ades propriétaires privés.

Intégration Il N’ existe presgue pas Il n'existe pasdeliensde | ENI est verticalement intégrée dans ses Laplupart des sociétés de transport ont GdF est fortement intégrée

verticale delien de propriété propriété entre Distrigaz | activités de production, de transport et de desintéréts dansles DL. Certains des verticalement. Les deux autres
entre GasunieetlesDL, | etlesDL. distribution. ENI, par I'intermédiaire de producteurs de gaz ont des intéréts et sociétés de transport appartiennent
ni entrelesDL et les laSNAM, détient 91 pour cent du marché dansles sociétés de transport et dansles | aElf, Total et GdF.
producteursde gaz. La italien de gaz naturel. ENI posséde des sociétés de distribution.
seule exception : les installations d’importation de gaz, des
actions minoritaires réseaux de transport ainsi que la plus grosse
(20 pour cent) détenues société de distribution, ITALGAS.
par Gasunie dans EDISON GAS est dle auss intégrée
deux DL (Intergas et verticalement dans ses activités de
Obragas). production, de transport et de distribution par

le biais de participations.

Intégration Seuls 11 des DL sont Seuls six des DL sont Lamajorité des DL fournissent d’ autres Seuls environ 20 pour cent des DL se GdF est une société spécialisée dans

horizontale des sociétés spécialistes | dessociétés spécidisées | services, notamment del'eau €t, moins consacrent uniquement aladistribution le gaz, maisles 15 DL indépendants

danslegaz ; lamajorité
d’entre elles distribuent

danslegaz ; lesautres
distribuent également de

souvent, de |'électricité.

de gaz. Lamajorité d entre eux
distribuent du gaz et de |'eau ou du gaz,

sont en général actifs dans d’ autres
secteurs, notamment la distribution

également de |'électricitéet la del'eau et del'dectricité. d'eaul.
I"électricité et du télévision par céble.
chauffage.
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Tableau 5 : Apercu dela structure du marché dans un certain nombre de pays de I’ OCDE (suite)

Royaume-Uni Australie Nouvelle-Z&dande Etats-Unis Argentine
Transport LaBG Transco (autrefoisle Les arrangements varient d' un Etat Un important réseau de gazoducs de | Environ 45 sociétés de Deux nouvelles sociétés de
département « exploitation de fedéré al'autre. Laplupart des transport dans I’Tle du Nord, gazoducs inter-Etats privées gazoducs ont été créées en
gazoducs » de British Gas) offre un gazoducs appartiennent al’ Etat appartenant aNGC (Natural Gas offrent des services de 1992, dansle Nord (TGN) et
réseau intégré de transport et de fédéral, exception faite de ceux de Corporation) et exploité par elle. transport. Il s'agit d’ entités dansle Sud (TGS). Ces
distribution. Il n’existe aucune autre Victoria et delaNouvelle-Galles du exploitées et réglementées par sociétés appartiennent a des
société offrant ces services. British Sud. des intéréts priveés. intéréts priveés.
Gas a été privatisée en 1986.
Distribution BG Transco exploite également le Plusieurs sociétés de distribution, dont | Deux principal es sociétés de Ladistribution est assurée par Huit sociétés de distribution et
réseau de distribution. bon nombre sont privées. distribution — NGC et Orion — des sociétés de distribution d' approvisionnement ont été
desservant principalement lamoitié | locales qui sont généralement créées en 1992. Elles sont
nord de I’Tle du Nord. Quatre plus détenues et réglementées par principal ement privées.
petites sociétés. Un mélange de desintéréts privés.
sociétés privées et de sociétés
détenues par des collectivités
locales.
Intégration Historiquement, le systéme de Séparation verticale entre transport et NGC est verticadement intégrée Il'y atrés peu d’intégration LaLoi surle gaz de 1992
verticale distribution du gaz de distribution dans I’ Etat de Victoria, entre transport et distribution. La entre le transport et la interdit aux producteurs et aux
Grande-Bretagne est le plusintégré de | tandisqueletransport est intégré ala | société aégalement uneimportante | production et entreletransport | sociétés de stockage de
I'Europe. En plus d’ &re un important distribution dans activité de commercialisation du et ladistribution. posséder desintéréts dominants
producteur de gaz, British Gas était laNouvelle-Gallesdu Sud. Il n'existe | gaz. Touslesdistributeurs de gaz de dans une société de transport ou
complétement intégrée, depuisla pas d'intégration entre production et laNouvelle-Zéande, al’ exception dedistribution.
sortie de I’ eau jusgu’ au bec du transport. de deux, exploitent également des
brlleur, jusqu'au début des années 90, services de vente de gaz au détail.
date d'introduction de la concurrence.
En 1997, British Gas a été séparée en
une société de production et de
commercialisation (Centrica) et une
société de transport/ distribution (BG
Transco). BG est également trés
active dans la production, car elle
détient une part importante des
champs gaziers de lamer du Nord.
Intégration Ni Transco ni Centrica ne sont actives NGC et d'autres sociétés de Certaines sociétés de
horizontale dans d’ autres secteurs, mais nombre distribution sont intégréesavec des | distribution sont intégrées avec
des nouveaux concurrents dans le compagnies d’ électricité. des compagnies d' électricité
secteur de lacommercialisation du
gaz offrent également des services
d'électricité ou d’ eau.
1 AIE (1998b), p. 35.
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3. Réglementation efficiente du gaz natur el

Comme dans d autres industries, |a réglementation efficiente du secteur du gaz naturel suppose
trois étapes :

1. déerminer les activités du secteur qui se prétent ala concurrence;

2. déterminer les mécanismes permettant de soumettre ces activités a une concurrence
efficace; et

3.  éablir une réglementation efficiente des prix et de la qualité pour les activités qui ne se
prétent pas ala concurrence.

La mise en place d’ un régime réglementaire efficient exige donc que I’on détermine d abord les
activités du secteur qui se prétent a la concurrence. Nous avons vu dans le chapitre précédent gque la
concurrence est généralement possible au stade de la production du gaz naturel et, dans certaines situations,
a celui du transport. En revanche, la concurrence n'est généralement pas possible au stade de la
digtribution. C'est pourquoi I'introduction de la concurrence dans le secteur du gaz naturd est
principalement axée sur les producteurs et, dans une mesure moindre, sur |es exploitants de gazoducs.

Lorsgu’il y a concurrence réelle entre les gazoducs transportant le gaz de producteurs
indépendants, il n’y agueére lieu de réglementer la production ou le transport. En effet, la concurrence entre
les gazoducs garantira que |e gaz sera produit et transporté de maniére efficiente’. 11 0’ est guére utile dans
ce cas d'imposer une réglementation supplémentaire. Toutefois, dans la pratique, cette concurrence entre
gazoducs N’ existe que dans un petit nombre d'endroits, méme aux Etats-Unis ol le réseau est relativement
dense. La plupart des consommateurs de gaz n'ont pas la possibilité de choisir entre plusieurs
transporteurs. C'est |e scénario sur lequel nous allons porter notre attention.

31 I ntroduction de la concurrence dans les activités concurrentielles du secteur gazier

Comment introduire la concurrence dans les activités du secteur gazier qui se prétent a ce
régime ? Cette question, qui se pose dans presque toutes les industries de réseau réglementées, raméne ala
problématique bien connue de la régulation efficace de |’ accés aux installations essentielles. Les difficultés
surgissent chaque fois qu’un secteur comprend une activité non concurrentielle verticalement intégrée a
une activité concurrentielle. La littérature traitant des problémes d'accés dans un certain nombre
d'industries différentes abonde. Elle nous apprend que I'introduction d’une concurrence efficace dans
I'activité concurrentielle doit répondre a trois conditions :

(a) les clients en aval doivent pouvoir combiner les services de I'activité non concurrentielle et
ceux des fournisseurs de I'activité concurrentielle de maniére a obtenir les services combinés
dont ils ont besoin ;

(b) les tarifs et la qualité des services offerts par I'activité non concurrentielle ne doivent pas
établir une discrimination entre les sociétés fournissant I'activité complémentaire
concurrentielle ; et, en outre,

(c) laqualité de laréglementation de I'activité non concurrentielle et le niveau de concurrence de

I'activité concurrentielle seront probablement meilleurs s le propriétaire de I'activité non
concurrentielle ne livre pas lui-méme concurrence dans I'activité concurrentielle.
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Dans le contexte du gaz naturel, ces principes impliquent que la concurrence entre les
producteurs de gaz (et, dans une moindre mesure, les gazoducs) sera plus vigoureuse si (a) on autorise les
clients en aval achoisir leurs producteurs et a transporter ce gaz au moyen des gazoducs existants et (b) on
empéche les exploitants de gazoducs d’ exercer une discrimination entre producteurs de gaz par le biais de
leurs tarifs et conditions. En outre, (c) la qualité de la concurrence au niveau de la production du gaz (et des
gazoducs) et la qualité de la réglementation des gazoducs seront renforcées si on sépare la propriété de la
production du gaz et |a propriété des gazoducs.

311 Importance d’ un accés a des conditions non discriminatoires

Ces trois @ éments sont essentiels & une bonne concurrence, pour des raisons connues. Comme les
études portant sur un certain nombre de secteurs I’ont démontré, une entreprise réglementée dans un
secteur non concurrentiel qui est intégrée verticalement a un secteur concurrentiel sera fortement incitée a
restreindre la concurrence dans le secteur concurrentiel si celalui permet de récupérer une partie des rentes
monopolistiques perdues du fait de la réglementation.

Lapossihilité pour I’ entreprise réglementée d’ accroitre son profit gréce al’ intégration verticale et
a la redtriction de la concurrence dans le secteur concurrentiel dépendra de la différence entre la
réglementation que I’ entreprise rencontre au niveau de la fourniture du service intégré ou combiné et celle
du service non concurrentiel seul. Lorsque la réglementation du service intégré est plus faible que la
réglementation du service non concurrentiel seul?, la firme intégrée pourra accroitre son profit en limitant
la concurrence dans le service concurrentiel. Dans cette situation, la firme intégrée préférera toujours
empécher I' arrivée de concurrents dans le service concurrentiel .

Dans le cas du secteur gazier, s la réglementation des gazoducs permet a I’ opérateur de retirer
des rentes monopolistiques résiduelles sur le service combiné «gaz plus transport », aors que la
réglementation du transport seul élimine pratiquement les rentes monopolistiques, la firme intégrée sera
extrémement réticente a donner acces a des sources de gaz concurrentes. Cela pourrait étre le cas, par
exemple, s la réglementation contrblait exclusivement le prix du transport, en laissant le marché
déterminer le prix du gaz. Dans un tel contexte, une firme intégrée est incitée a évincer les producteurs de
gaz concurrents, de fagon & pouvoir majorer le prix du gaz et retrouver les rentes monopolistiques que la
réglementation du service de transport |ui enléve.

L'inverse est également vrai : une entreprise intégrée qui réalise une perte sur I’ exploitation
réglementée de son service combiné peut-ére extrémement disposée a donner accés au volet non
concurrentiel si cela permet de dégager sur celui-ci un taux de rendement normal. Cette considération a é&té
déterminante pour la libéralisation du secteur gazier aux Etats-Unis et au Royaume-Uni.

Au début des années 80, les gazoducs américains (qui n’ étaient autorisés al’ époque qu’ a offrir un
service combiné « gaz plus transport ») ont conclu des contrats de prise ferme (« take-or-pay ») a des prix
de gaz anticipant une pénurie de gaz future et reflétant les cours élevés du pétrole prévalant alors. La chute
ultérieure des prix du pétrole et du gaz a fait que maints opérateurs essuyaient une perte sur leur service
combiné « gaz plus transport »). Pour éviter la faillite, lorsque la possibilité leur a éé offerte, de nombreux
gazoducs ont opté pour le service de transport seul, avec une marge bénéficiaire réglementée et garantie, en
vue de rétablir leur viabilité financiére.

Une situation similaire sest produite au Royaume-Uni. Bien que |'autorité en matiére de
concurrence ait préconisé au début de la réforme la séparation verticale de British Gas, cette derniére
opposait une résistance. Toutefois, une fois la réforme accomplie, British Gas S est trouvée engagée dans
des contrats de prise ferme along terme prévoyant un prix bien supérieur a celui du marché. Laréaction de
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British Gas a consisté a se scinder volontairement en deux sociétés — un opérateur de gazoduc
(« Transco ») et une société productrice et distributrice de gaz au détail (« Centrica»). Celalui a permis de
Sassurer un rendement viable sur une partie de son activité (le transport de gaz, Transco), en confinant les
pertes ala société de production et de distribution au détail.

312 Importance du centre de décision

Il ne suffit pas que les fournisseurs de gaz aient un acces garanti au réseau de transport a des
conditions non discriminatoires. || importe également que la décision relative au choix du fournisseur dans
le segment concurrentiel se situe au niveau des sociétés aval, en I'occurrence les consommateurs du gaz en
aval, qui sont incitées achoisir le fournisseur de maniére efficiente.

L’ expérience américaine illustre ce propos. Avant 1930, le secteur du gaz américain consitait
essentiellement en une série de gazoducs non interconnectés reliant un gisement donné a une ville ou un
gros consommateur donné. Au cours des années 30, a I’ occasion d une restructuration du secteur, on a
introduit la séparation verticale — la propriété des gazoducs a été séparée de celle de la production en amont
et des installations de distribution en aval. En principe, I'exploitant d'un gazoduc non intégré désireux de
maximiser son profit n'a aucun intérét a choisir entre les producteurs. En revanche, I'exploitant d'un
gazoduc non intégré désireux de maximiser son profit aintérét a acheter le gaz aupres de la source lamoins
chére. Toutefois, les exploitants de gazoducs ne sont pas seulement désireux de maximiser leur profit ; ils
sont aussi étroitement réglementés. Les incitations exercées sur |es propriétaires de gazoducs dépendent de
la nature de la réglementation sous le régime de laguelle ils opérent. Si ces opérateurs sont autorises a
répercuter le prix du gaz gqu'ils achétent sur le prix réglementé du produit combiné, ils sont peu incités a
acheter le gaz de maniére efficiente.

Cen'est qu’'en 1985, lorsgue I' US Federal Power Commission a introduit un systéme d’ acces de
tiers aux gazoducs, que la concurrence entre fournisseurs de gaz a réellement vu le jour. Les acheteurs de
gaz en aval éaient dés lors fortement incités a rechercher de meilleurs prix auprés d’'une multiplicité de
fournisseurs et a s entendre avec les exploitants de gazoducs pour acheminer ce gaz jusqu’ aux points de
consommation. De fait, les clients en aval étaient incités a rechercher des sources moins cheres méme
lorsgue cela imposait de construire de nouveaux gazoducs pour accéder a ces sources. Les producteurs de
gaz étaient eux-mémes fortement incités a construire de nouveaux gazoducs si cela leur permettait de
fournir des marchés a prix élevés. Aingi, I'introduction de |'accés de tiers a eu pour effet d accroitre
I'interopérabilité du réseau américain de gazoducs, a tdl point que tous les gros clients peuvent acheter du
gaz a pratiqguement n’importe quel fournisseur. L’ encadré 1 décrit plus en détail I’ expérience américaine.
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Encadrél: L'accésdetiers, la concurrence et la transformation du secteur du gaz naturel aux Etats-Unis

Aprés |'adoption du Natural Gas Act en 1932, le secteur du gaz naturel américain sest trouvé trés contrélé.
L’intégration verticale était découragée, |’ entrée controlée et les tarifs de gazoducs et les prix du gaz réglementés. Les
gazoducs étaient tenus de lier la vente du gaz & son transport. Les clients des gazoducs (habituellement des sociétés de
distribution locale et de gros consommateurs) ne pouvaient acheter que le service combiné englobant I’ acquisition du
gaz, son stockage et son transport.

La procédure d'agrément de la construction de gazoducs par I’ autorité de réglementation fédérale a conduit a un
réseau dense mais sans interconnexion. Les mécanismes réglementaires ont « balkanisé» le marché du gaz et
engendré une architecture de réseau déconnectée qui n’autorisait pas le passage du gaz de chaque gisement vers
chaque ville desservie. Les gazoducs étaient exploités de maniére indépendante les uns des autres, chacun
approvisionnant ses propres villes a partir des mémes sources.

A partir de 1985, gréace a une série d' ordonnances de la Federal Energy Regulatory Commission, les gazoducs ont de
plus en plus exploité la possibilité de devenir des conduites «a libre acces», offrant purement des services de
transport a tout producteur ou consommateur de gaz. Dans les trois ans qui ont suivi |I'adoption de I’ ordonnance
d’ octobre 1985, presque tous les gros gazoducs sont devenus des conduites a libre accés. Entre 1982 et 1987, le
transport de gaz appartenant aux gazoducs a diminué de 60 pour cent, tandis que celui appartenant aux clients a
augmenté de 180 pour cent. En 1991, les clients étaient propriétaires de 85 pour cent du gaz transporté entre Etats.

Au fur et a mesure que |’ accés au réseau de gazoducs s ouvrait, des marchés ponctuels sont apparus au niveau des
gisements et des points d'interconnexion. Le nombre de marchés ponctuels signalant les cours au Gas Daily, un
périodique professionnel, est passé de zéro en 1985 a une cinquantaine en 1990. |l existe 21 grands gazoducs
inter-Etats avec lesquels 1 400 distributeurs locaux ont signé des contrats de transport. En moyenne, chaque gazoduc
possede pres de 70 fournisseurs de droits de transport.

La croissance de I'interopérabilité du réseau de gazoducs est une importante conséquence de cette ouverture de
I"accés. Lorsgue les prix varient d'un gisement de gaz a I’ autre, les acheteurs exigent des connexions de transport
pour obtenir I’ accés aux sources les moins cheres. Les producteurs de gaz a faibles prix exigent la méme chose pour
trouver acces aux marchés d'aval a prix élevés. Ces pressions combinées ont amené une prolifération
d'interconnexions et, par conséquent, une convergence des prix a I’échelle nationale et I’émergence de marchés
« carrefour » aux points ou plusieurs gazoducs se rejoignent.

Tout indique que les marchés se sont épanouis depuis que la FERC a autorisé le libre accés. Un marché a surgi au
niveau de chague champ de gaz et de la plupart des grands carrefours de gazoducs. Le volume du gaz transporté a
grimpé en fléche. Le flux maximal entre presque tous les points s'est amélioré parce que le libre acces a donné
naissance a maints cheminements nouveaux atravers le réseau, contournant les goulots d’ étranglement antérieurs. Les
marchés ont réussi a égaliser les prix du gaz entre les champs de production géographiquement dispersés, ce que la
réglementation n'avait pas pu faire.

De Vany et Walls résument ainsi leurs travaux : « Le secteur est devenu presgue parfaitement contestable au niveau
de latéte de puits et du transport, les prix spot en une cinquantaine de points tres distants les uns des autres se suivant
desi prés qu'ils représentent un seul marché. En moyenne, il n'y presque pas de possibilités d arbitrage. Les prix aux
points de livraison sont alignés sur les prix aux gisements et aux points de mise en commun. Des courtiers achétent et
vendent aujourd’ hui du gaz sur tout le réseau de gazoducs, méme sans droit de transport ininterrompu. Les points de
mise en commun (carrefours) sont trés étroitement intégrés aux marchés de production... En bref, le marché du gaz
naturel d’ Amérique du Nord présente aujourd hui les caractéristiques essentielles d'un marché concurrentiel :
nombreux vendeurs, nombreux acheteurs; capacité de relier acheteurs et vendeurs; absence de possibilités
d arbitrage, transparence des prix et liberté relative d entrée et de sortie »°.
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313 Importance de la séparation

La séparation est le troisieme éément d une réglementation efficace de |’ accés. L’ expérience
d’ autres secteurs montre que pour récolter pleinement les fruits de la concurrence dans le segment
concurrentiel, la propriété de I'activité concurrentielle doit étre séparée de celle de l'activité non
concurrentielle. Les arguments en faveur d'une telle séparation sont bien connus. Premiérement, la
séparation contribue a la qualité de la réglementation de I'activité non concurrentielle en améliorant la
qualité de I'information sur les colts sous-jacents, notamment sur les biens d' équipement a englober dans
« | assiette » réglementaire. L’ autorité de réglementation est mieux en mesure d’isoler et de chiffrer le colt
des biens d’'équipement utilisés pour la fourniture du service non concurrentiel lorsque ces biens sont
physiquement séparés des équi pements employés pour fournir d’ autres services.

Le deuxiéme argument tient al’ effet de la séparation des incitations de I’ opérateur et alafacilité
de réglementation. En |’ absence de séparation, I’ opérateur intégré a intérét a freiner la concurrence, pour
lesraisons que I’ on avues. Le contrdle réglementaire des prix et conditions de vente et le contrdle, en vertu
du droit de la concurrence, de I’ abus de position dominante et d' autres comportements anticoncurrentiels
peuvent limiter, mais non pas éiminer entiérement, la capacité de |’opérateur établi a restreindre la
concurrence. L’entreprise réglementée est a la fois mieux renseignée et fortement incitée a tourner les
régles. L’ autorité de réglementation, méme performante, est contrainte a une course poursuite permanente
pour contrer les nouvelles tactiques de la société réglementée. La séparation verticale réduit I’ incitation du
propriétaire de I'activité non concurrentielle a exercer une discrimination et a restreindre la concurrence et
autorise de ce fait une forme de réglementation moins lourde et plus efficiente.

Le troiséme argument porte sur |’incitation du propriétaire de I'activité non concurrentielle a
accroitre la capacité afin de répondre aux demandes d’ accés. Lorsque les activités concurrentielles et non
concurrentielles sont intégrées, le propriétaire de I’ activité non concurrentielle a fortement intérét a limiter
la capacité s cela lui permet de restreindre la concurrence en amont ou en aval. Le refus d accroitre la
capacité peut empécher I’entrée de nouveaux opérateurs en amont susceptibles d’ éroder les rentes que
I’ entreprise peut tirer de I’ activité concurrentielle. En revanche, lorsgue ces deux activités sont séparées, le
propriétaire de |’ activité non concurrentielle a intérét a augmenter la capacité pour répondre a la demande
du marché.

Ces arguments en faveur de la séparation doivent étre jaugés a la lumiére de la perte potentielle
d’ économies de gamme verticales. Toutefois, dans |e secteur gazier, ou les économies de gamme verticales
ne sont pas trés importantes, la séparation verticale peut conduire a une intensification sensible de la
concurrence.

Plusieurs analystes partagent cet avis. Ainsi, Braeutigam signade :

« L’ expérience de la réforme réglementaire dans d’ autres secteurs nous met en garde contre les
problémes que I’ intégration verticale peut engendrer dans un secteur réglementé, particuliérement
lorsqu’ une structure verticale englobe a la fois des éléments réglementés et non réglementés. Le
probléme fondamental est qu’ une entreprise disposant d’ un monopole réglementé sur un marché
peut en tirer parti pour arracher des avantages imprévus dans des marchés non réglementés
intrinsequement concurrentiels. Une telle intégration verticale peut permettre a I’ opérateur de
contourner les restrictions de profit ou de taux de rendement régissant la composante réglementée
de I'entreprise. Elle peut permettre également a |'entreprise réglementée d'exercer une
discrimination al’ encontre d’ autres sociétés concurrentes de safiliale non réglementée. ...
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Néanmoins, on fait souvent observer que I’ intégration verticale peut aussi avoir des conséquences
opportunes. Par exemple, |’ intégration peut permettre al’ opérateur de coordonner ses activités de
production et de transport, garantir |’ approvisionnement du gazoduc et contrer le comportement
opportuniste de I’ une ou I’ autre partie dans la négociation de contrats signés aprés la construction
de I’ équipement. Ainsi, une structure intégrée présente potentiellement des problémes, maisil ne
serait pas de bonne politique de proscrire I’ intégration sans en évaluer au préalable les colts et les
avantages »".

L'ICC (1998) vaplusloin:

« Tous les pays qui ont libéralisé avec succes leur secteur gazier ou électrique ont introduit, sous
une forme ou une autre, un régime prévoyant |’accés de tiers a I'infrastructure du réseau
monopolistique. L' évolution de lalibéralisation a démontré qu’ un droit positif d acces detiers est
I’'une des conditions cruciales d’une concurrence véritable dans les secteurs du gaz et de
I’éectricité. ... Cependant, pour réussir, un tel régime exige une série d'autres mesures pour
garantir que les parties puissent effectivement accéder au réseau de transport — la plus cruciale
étant peut-étre |a séparation du transport et de la production »°.

Les régimes réglementaires britannique et américain prévoient tous deux des restrictions pour
empécher les propriétaires de gazoducs d'intégrer d’autres éléments du secteur gazier, en particulier la
production. Cette séparation verticale est un ingrédient clé de la réussite de ces régimes. D’ autres pays
(comme la Nouvelle-Zélande), qui ont voulu introduire la concurrence tout en préservant I'intégration
verticale, n'ont pas rencontré le méme succes. L’'encadré suivant relate les conditions de la séparation
verticale dans |e secteur gazier britannigue.
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Encadré 2 : Séparation verticale: Le casde British Gas®

En 1988, décu de I'absence de concurrence dans le secteur du gaz britannique, la UK Monopolies and Mergers
Commission (MM C) recommande que British Gas publie ses conditions d’ acces et que des cloisons étanches soient érigées
entre la composante de BG s occupant des négociations sur |’ acces et celle s occupant de |’ achat et de la distribution de gaz.
Trois années plus tard, en 1991, |’ Office of Fair Trading conclut que cette regle de conduite n’a pas suffi a stimuler la
concurrence et que des mesures structurelles supplémentaires sont requises. Tout en arguant que la meilleure solution serait
un désinvestissement complet, il était prét a accepter comme solution de compromis la création d’ une filiale de transport et
de stockage séparée.

En 1993, apres une nouvelle éude du secteur gazier, la MMC va plus loin dans ses recommandations. Elle préconise
gue BG soit tenu de se séparer de son activité de trading (c'est-a-dire de fourniture) avant le 31 mars 1997. Elle faisait valoir
gue la concurrence ne serait assurée along terme que si les concurrents jouissaient d’ un accés non discriminatoire au réseau
de transport et aux installations de stockage. Elle faisait observer que «la nature intégrée de I’ activité de BG... fait que les
conditions d’une concurrence auto-alimentée ne sont pas réunies». Méme si BG avait des filiales distinctes pour le
transport et le trading, comme convenu dans ses engagements envers I’ OFT, les problémes de conflit d’intéréts ne seraient
pas réglés. Des retards étaient signalés dans les cotations et |a lecture des compteurs, et tant la structure que le niveau des
frais de transport que les contraintes opérationnelles imposées par BG aux concurrents réduisaient la compétitivité de ces
derniers. Ofgas faisait valoir que, sans une pleine séparation, les concurrents pourraient se heurter a des difficultés d’ acces
au réseau en cas de pénurie de capacité, a des tarifs défavorisant les concurrents, a des modalités d’attribution des
équipements et colts favorisant |a composante transport de BG et a des problémes de confidentialité de I'information. Etant
donné les asymétries de I'information, il serait colteux et difficile de réglementer un tel comportement. Considérant que la
concurrence ne serait pas viable sans séparation verticale et qu’ une concurrence au niveau du trading était souhaitable,
MMC conclut que la situation était contraire al’intérét public et arecommandé que BG se sépare de son activité de trading.

LaMMC reconnaissait que le colt de la restructuration verticale, estimé a 130 millions de livres par an sur dix ans, devrait
étre financé et préconisait qu’ Ofgas répercute « une proportion appropriée des colts de la restructuration aux usagers » et
gu’ Ofgas en tienne compte en fixant ses tarifs de transport et de stockage.

Aux yeux de MMC, la séparation verticale complete était une condition sine qua non d’une réelle concurrence future. En
dépit du colt — puisquil fallait éablir un régime équilibrant I'offre et la demande, que les économies d’ échelle entre
distribution et transport seraient perdues et que des frais de transaction seraient encourus —, la MMC estimait que les
avantages de la concurrence |’ emportaient. Elle citait |’ estimation de colt de la BG ... mais soulignait que cette estimation
était incertaine et probablement trop élevée et qu’ en tout état de cause elle était faible comparée a la taille de I’ activité de
trading de BG...

La MMC s'est également penchée sur d autres options de séparation, pour les rejeter. L’ option de scinder BG Trading en
sociétés régionales séparées, mentionnée par Ofgas (1993) n'a pas été retenue en raison du colt supplémentaire qu’elle
comportait et parce que le nombre des concurrents n’ était pas un probléme. L’idée de Hammond et al (1985) de scinder BG
a la maniére du secteur électrique, en un réseau de transport national (et éventuellement régional), avec intégration des
sociétés régionales de distribution et de production, a été rejetée a cause du colt et de la difficulté de garantir |’ accés non
discriminatoire aux réseaux de distribution régionaux. De méme, la MMC a refusé de séparer le systéme de stockage du
réseau de transport parce que les installations de stockage de BG servent a assurer la sécurité de |’ approvisionnement et a
couvrir les pointes de consommation saisonnieres. Elle a convenu qu'il serait souhaitable de séparer la comptabilité des
installations de stockage puisgue des concurrents pouvaient vouloir se doter de leurs propres installations.

Une lecon que I’ on peut tirer est qu'il est beaucoup plus facile de procéder a des réformes structurelles visant a promouvoir
la concurrence avant la privatisation d'un monopole intégré. L’approche trés différente suivie par le gouvernement
(britannique) lors de la privatisation du secteur éectrique montre qu'il n’a pas fallu longtemps pour reconnaitre les erreurs
commises dans |e cas de British Gas.
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3.2 Autres aspects de la libéralisation du gaz

321 Tous les clients devraient-ils avoir le choix ?

Aux Etats-Unis, la faculté de choisir son fournisseur de gaz est surtout exercée par les gros
consommateurs, tels que les producteurs d'électricité, les gros clients industriels et les sociétés de
digtribution locale de gaz. Au Royaume-Uni, en revanche, méme les petits clients domestiques peuvent, en
principe, choisir leur fournisseur de gaz. Cela souléve une question : si nous voulons bénéficier de tous les
avantages de la concurrence, est-il nécessaire que tous les clients en aval aient le choix du fournisseur de
gaz (et éventuellement du gazoduc), ou bien suffit-il que les gros consommateurs disposent de ce choix ?
En d' autres termes, quels sont les avantages d’ étendre |e choix, au-dela des clients du réseau de transport, a
tous les consommateurs de gaz, y compris les clients des réseaux de distribution ?

La réponse précise a cette question dépend de la nature de la réglementation des réseaux de
distribution locaux. Si cette réglementation fournit une incitation parfaite a la société de distribution locale
(SDL) de choisir le fournisseur de gaz le plus efficient, il n'y aurait guéere d’ avantage a offrir le choix a des
paliersinférieurs, puisque la SDL agirait comme un agent acquéreur efficient pour les petits clients qu’elle
approvisionne. Dans la pratique, la réglementation des SDL est souvent imparfaite et ne les incite que
faiblement arechercher activement I’ approvisionnement en gaz le moins cher. Ce phénomene, a son tour, a
tendance a affaiblir la concurrence sur le marché du gaz : de nouveaux producteurs efficients auront du mal
a se tailler une place sur le marché d' un produit homogene ou les acquéreurs se soucient peu du co(t.
Etendre le choix aux clients des sociétés de distribution présente par conséquent deux avantages :

* premiérement, en plagant la décision de I’ approvisionnement en gaz dans les mains de ceux qui
ont une forte incitation a prendre ces décisions de maniére efficiente, on accroit la concurrence
en amont, au niveau de la production de gaz (et de son transport par gazoduc) ; et

» deuxiemement, en séparant les décisions d’ achat de gaz des SDL des décisions concernant le
transport de gaz, on simplifie et améliore I’ efficience de la réglementation des SDL : au lieu
d'instaurer des régimes d'incitation et de contréle pour deux décisions — I’ achat et |e transport
du gaz —, le systéme réglementaire n’a plus qu’ a assurer |’ efficience du transport.

Donner le choix a des millions de petits clients accroit aussi, sans aucun doute, les frais de
transaction puisgu’ un contrat de fourniture de gaz unique entre une SDL et un producteur est remplacé par
peut-étre des millions de contrats entre des petits clients individuels et des producteurs de gaz. Dans une
certaine mesure, ce surco(t peut étre compensé, sans réduire les avantages du choix donné au client, en
permettant a des sociétés de vente au détail ou de négoce d’agir comme intermédiaires ou courtiers entre
les petits et moyens clients et les sociétés de production, de transport et de distribution de gaz. Ces sociétés
réduisent les frais de transaction en groupant les demandes de gaz d’' un certain nombre de petits clients et
en agissant pour le compte de ces derniers dans les négociations avec les sociétés de production, de
transport et de distribution. La concurrence entre ces sociétés de commercialisation au détail peut assurer
que ces services soient fournis de maniére efficiente. C'est 1al’ approche adoptée au Royaume-Uni ou I’ on
compte actuellement 66 sociétés agréées pour fournir des services de commercidisation ou de vente au
détail du gaz.
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Aux Etats-Unis, I’introduction de la concurrence au niveau des sociétés de distribution locales
reléve de la compétence des autorités de réglementation des Etats. En juillet 1998, 13 Etats avaient adopté
un programme de « libre accés » pour au moins une partie de leur marché de détail. La quasi-totalité des
autres Etats envisagent d’ adopter des programmes de libre accés « au-dela du point de livraison central des
villes » (C’ est-a-dire au niveau des clients individuelsdela SDL)".

Une éude de Walls tente de déterminer dans quelle mesure I’ accés de tiers au niveau de la
distribution accroit I’ efficience d’ ensemble. 1| examine le degré de corrélation entre le prix du gaz payé par
les clients des sociétés de distribution et les prix au niveau des gisements. Un faible degré de corrélation
indique que les sociétés de distribution ne choisissent pas les fournisseurs de gaz avec efficience ou ne
répercutent pas les économies de colit sur les clients. A I'inverse, un fort degré de corrélation permet de
penser que les clients ont acces aux approvisionnements les plus efficients. Walls constate que « les
marchés urbains qui ont adopté une forme de contournement ou de libre accés au niveau local semblent
plus fortement intégrés aux marchés de production ». Cela autorise a penser que le libre accés (de tiers),
méme au niveau local, représente un ingrédient essentiel si I'on veut renforcer la concurrence et la qualité
de laréglementation®.

322  Comment gérer I’ acces a une capacitérestreinte ?

A court terme, la capacité d’'un réseau de transport de gaz naturel est fixe et limitée. |l est
possible que cette limite de capacité soit atteinte, particulierement en hiver lorsque la demande de gaz est
maximale. Si lalimite de capacité est atteinte, toutes les demandes d’ accés ne pourront étre physiquement
satisfaites. Quelle sorte de mécanisme faut-il adopter pour répartir la capacité de gazoduc restreinte entre
les demandeurs d’ acces rivaux ?

La question ne se pose que dans un régime réglementaire qui impose le transport de gaz pour le
compte de tiers. Lorsque c'est le propriétaire du gazoduc lui-méme qui choisit sa source de gaz et fournit
un service combiné « gaz plus transport », la gestion de la demande de pointe reléve de lui seul et il peut a
cet effet utiliser judicieusement ses capacités de stockage pour lisser les flux sur le réseau, appliquer des
tarifs de pointe pour rationner la demande ou proposer un systéme de contrats interruptibles (pour gjuster
I'offre et la demande) a ses clients en aval. Mais lorsgu’ un gazoduc est tenu de transporter du gaz pour des
tiers (comme I’ exige une concurrence efficace), il convient de se demander comment I’ accés au gazoduc
serarationné entre |les parties en cas de capacité insuffisante.

Il existe deux grandes méthodes de rationnement de |'acces. La premiére consiste a majorer le
prix du transport, ce qui ameéne les clients en aval a ramener la quantité demandée a un niveau éga ala
capacité totale. La deuxiéme consiste a rationner les quantités que les sociétés peuvent transporter (a un
volume égalant |a capacité totale disponible) en laissant e marché déterminer le prix d’ équilibre.

La premiére méthode — le rationnement de I'accés au réseau par la mgjoration du prix du
transport en période de pointe — est une solution économique classique. En principe, le prix réglementé du
transport devrait étre gjusté en temps réd jusqu'a ce que la demande de gaz corresponde exactement a la
capacité disponible.

Le principa inconvénient de cette méthode est qu'elle souléve des problémes réglementaires
difficiles. La société de transport, comme toute entreprise réglementée, est fortement incitée a saisir toute
occasion de majorer ses prix. L’entreprise réglementée est susceptible d'étre mieux renseignée que
I"autorité de réglementation sur la capacité résiduelle disponible a tout moment. Elle est donc en mesure
d’influencer les prix réglementés en prétendant que lalimite de capacité est atteinte.
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Pour vérifier la véracité de cette information, I’ autorité de réglementation doit connaitre toutes les
demandes de transport a chague instant — comme il est indiqué dans I’encadré, il ne suffit pas de savoir
gu’ un sous-ensemble de demandes de transport épuise la capacité car ces demandes de transport peuvent
étre compensées par des demandes de transport dans le sens inverse. L’ entreprise réglementée peut
également étre en mesure de créer des pénuries de capacité par une mauvaise utilisation de son gazoduc ou
de sesinstallations de stockage.

Flux detrafic et goulots d’ étranglement dans un réseau simple

L’exemple ci-aprés montre que pour établir I’ existence d’ une pénurie de capacité dans un réseau, il faut examiner les
flux detrafic sur I’ ensemble du réseau.

Considérons un réseau de gaz comprenant deux producteurs (A et B) et deux consommateurs (C et D). Le réseau est
structuré comme suit :

Producteur Producteur
A B
Consommateur
X Y E
Consommeteur Consommateur
C D

La section de réseau entre les points X et Y possede une capacité maximale de 100 unités. Initialement, D signe un
contrat avec A pour la livraison de 100 unités de gaz. Ce contrat épuise la capacité entre X et Y, empéchant A
d approvisionner d' autres clients au-dela du point Y, tel qu’ un consommateur E. Toutefois, supposons que C signe un
contrat avec B pour lalivraison de 100 unités de gaz. Cette demande peut étre satisfaite simplement en acheminant le
gaz du producteur A au consommateur C et le gaz du producteur B au consommateur D. La section de gazoduc
entre X et Y n'est plus asa limite de capacité (en fait, elle n’est plus employée du tout). Etant donné le nouveau
contrat entre B et C, A peut maintenant vendre 100 unités de gaz supplémentaires au client E.

Au lieu de réglementer les prix et de laisser les quantités s gjuster jusqu’au point d’ équilibre du
marché, il est souvent préférable de fixer la quantité totale de capacité disponible et de laisser ensuite le
marché déterminer le prix®. Cette méthode présente |’avantage de la transparence et de la facilité de
contréle: il est beaucoup plus facile de déterminer la capacité totale disponible que de savoir a chaque
instant si cette capacité est épuisée par les flux intervenants sur I’ ensemble du réseau.

Signaons que le nombre de marchés requis pour épuiser la capacité d'un gazoduc peut étre
relativement grand. Différentes sections du réseau peuvent avoir des capacités différentes et connaitre
différents niveaux de congestion (certaines sections constituant des goulots d’ éranglement). La capacité de
chaque section doit donc étre négociée sur son propre marché. Les négociants en gaz doivent pouvoir
acquérir une capacité suffisante sur des sections contigués d'un réseau de gazoducs pour constituer un
cheminement viable entre le producteur et le consommateur de gaz. La demande de transport varie
également dansle temps. Il faut donc établir un marché pour chaque section de gazoduc et a des intervalles
de temps réguliers. L’ un des inconvénients de cette approche réside dans les colts de transaction résultant
du grand nombre de marchés nécessaires.
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Les colts de transaction associés au fonctionnement de ces marchés imposent également une
limite pratique aux intervalles de temps pour lesquels la capacité est achetée. Dans la pratique, bien
entendu, la demande de capacité peut varier tout au long de lajournée selon |es conditions météorol ogiques
(entre autres). Or, il ne serait pas pratigue de mettre aux enchéres les droits a la capacité pour des
intervalles de cing minutes au fil delajournée. La capacité est donc mise aux encheres pour des intervalles
beaucoup plus longs (actuellement un mois aux Etats-Unis). De ce fait, il faut trouver un autre mécanisme
pour rationner le gaz lorsque la demande excéde la capacité de transport dans les intervalles entre les
encheres. La méthode la plus couramment retenue est le contrat a quantité variable, appelé fourniture
«interruptible ».

Un autre inconvénient majeur du recours au marché pour répartir la capacité est qu'en laissant au
marché (plutét qu’ al’ autorité de réglementation) le soin de déterminer le prix, on ouvre a houveau la porte
al’exercice du pouvoir de marché — une société peut acquérir une position dominante et porter le prix de la
capacité au-dela de son codt incrémenta a long terme. De ce fait, cette méthode nécessite de prévoir des
mesures de protection contre I’ acquisition ou I’ exercice du pouvoir de marché.

Les régles de péremption de diverses sortes sont la forme de protection la plus couramment
utilisée. Pour exercer un pouvoir de marché dans un marché de transport, le propriétaire de la capacité doit
pouvoir refuser I'usage d'une partie de la capacité disponible (dans la pratique, ramener la capacité
disponible a un niveau inférieur ala capacité physique). Les regles de péremption compensent la faculté du
propriétaire de la capacité de restreindre artificiellement cette derniére en stipulant simplement que toute
capacité non utilisée est mise d'office a la disposition d autrui. Un exemple de ce type de régle est que
toute capacité non utilisée pour le transport de gaz par le propriétaire de la capacité est cédée a une
personne spécifique (le propriétaire du gazoduc, par exemple) qui peut la revendre dans le cadre d'une
fourniture « interruptible ».

« Les dispositions de péremption ou de réversion agissent explicitement contre la faculté d’ un
détenteur de droits d’accumuler ces derniers et d’en gonfler le prix en les thésaurisant. La
tentative du détenteur de limiter la production est contrecarrée par la cession obligatoire au
gazoduc del% droits inutilisés. Ce dernier, & son tour, est tenu de mettre sur le marché la capacité
inutilisée »™.

Les régles de péremption sont utilisées dans d'autres secteurs présentant un contexte
réglementaire similaire. Aing, par exemple, dans le secteur du transport aérien, les créneaux de décollage
et d atterrissage de nombreux aéroports sont rationnés aux heures de pointe. Outre la capacité de négocier
les créneaux, les régimes réglementaires régissant de nombreux aéroports prévoient des regles de
péremption qui empéchent |a thésaurisation et o autres restrictions artificielles & la capacité de I’ aéroport™.

Il est & noter que, méme parmi les pays favorisant la libéralisation du secteur, les Etats-Unis sont
I’'un des rares a avoir établi un systéme de négoce de la capacité de gazoduc. Cela peut ére di a une
abondance de capacité dans les autres pays, qui rend moins préoccupant le rationnement de I'acces a une
capacité limitée. Mais I'absence d'un tel mécanisme dans le régime réglementaire de ces autres pays
S avérera probablement a I'avenir une faiblesse qui se traduira par des plaintes pour traitement
discriminatoire lorsque la capacité de gazoduc sera épuisée ou par un investissement insuffisant dans le
développement des capacités.
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3.23  Principesdetarification

Quelle que soit laméthode choisie, les tarifs de transport sur le réseau de gaz (en |’ absence d’ une
concurrence effective entre gazoducs) doivent étre réglementés. La difficulté est de trouver la structure
tarifaire appropriée.

Plusieurs principes généraux s appliquent ici. Premiérement, la structure des tarifs réglementés
doit coller le plus prés possible a la structure des codts sous-jacents. Lorsque les colts fixes de transport
sont élevés et les colts marginaux faibles (comme ¢’ est probablement le cas pour le transport du gaz en
période creuse), les prix réglementés devraient refléter cette structure. En outre, le prix margina du
transport devrait étre égal au colt marginal. Le transport sur longue distance et/ou en période de pointe
devrait étre plus cher que le transport sur courte distance ou en période creuse.

Une telle structure « bindme » (ou « polyndme ») est courante. Aux Etats-Unis, par exemple, les
tarifs de transport comportent une redevance fixe, qui est fonction de la capacité demandée, et une prime
variable, qui est fonction du volume (ou de I’ utilisation). Le gros (90-95 pour cent) des revenus du gazoduc
provient de la redevance fixe, la prime variable étant minime compte tenu du trés faible colt margina du
transport (en période creuse).

L e deuxieme principe fondamental de la réglementation tarifaire est que, la ou une discrimination
par les prix entre clients ou catégories de clients est possible, les colits fixes sont a recouvrer au moyen de
redevances variables selon le client ou la catégorie de clients en fonction de I’ élasticité de la demande. En
d autres termes, les tarifs réglementés devraient varier selon les clients, ¢ est-a-dire étre plus élevés pour
les clients ayant une forte disposition a payer et plus bas pour les clients ayant une faible disposition a
payer. Ce mécanisme est plus efficient que I’ option consistant a facturer a tous les clients un prix moyen
puisque, en |’ occurrence, les clients ayant une disposition a payer inférieure a la moyenne renonceront a
consommer méme s'il serait efficient pour eux de consommer.

D’aucuns avancent que la concurrence dans le secteur gazier éliminera toute discrimination de
prix et que c'est la un résultat souhaitable. Aucune de ces deux théses ne tient. Aussi longtemps que la
société de transport peut empécher la revente du gaz entre ses clients en aval, elle peut leur appliquer des
tarifs différents, méme lorsque ses clients se concurrencent entre eux pour |’ approvisionnement en gaz. Si,
pour quelque raison, la société de transport était empéchée d'appliquer des tarifs différents a ses clients en
aval, elle serait contrainte de fixer un tarif moyen qui, inévitablement, aménerait certains clients a se passer
du gaz, méme lorsgue leur disposition a payer excéde le colt marginal de lafourniture.

Signalons que la différenciation des prix de transport entre clients en aval est entiérement
conforme au principe de non-discrimination entre producteurs de gaz. Dans la mesure ou les tarifs de
transport ne varient pas selon I'identité du producteur du gaz et ou les consommateurs sont libres de
changer de producteur, la différenciation entre clients du gaz ne placera pas les producteurs de gaz en
situation d’inegalité.

Malheureusement, selon la maniére dont le régime d’' accés est congu, le réseau de transport ne
possede pas nécessairement I'information requise pour établir ses tarifs de maniére efficiente. La méme
question se pose pour la libéralisation du secteur ferroviaire. Une société ferroviaire intégrée peut faire
payer a ses clients des tarifs de transport différents. C'est une fagon efficiente de répartir le colt fixe du
réseau ferroviaire entre les usagers'. Toutefois, lorsque la fourniture des services de transport ferroviaire
est séparée de |’ exploitation des voies, la société d’ exploitation des voies peut ne pas obtenir I'information
nécessaire pour tarifer avec efficience ses services infrastructurels. Bien qu'en principe, les sociétés de
transport ferroviaire pourraient transmettre les informations sur leurs clients, la tentation de falsification
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serait grande et imposerait un controle étroit. C'est |a I’'un des colts potentiels de la séparation de la
propriété des voies de celle des trains dans le secteur ferroviaire. Les mémes arguments s appliquent au
secteur gazier. Si les services de transport de gaz sont achetés par les producteurs (ou par d autres
courtiers), les sociétés de transport auront du mal a obtenir les renseignements sur le consommateur ultime
et donc a définir une gamme de tarifs adéquate.

Dans le cas du Royaume-Uni, la politique tarifaire (du moins avant la libéralisation) était
hautement discriminatoire. British Gas « pouvait déterminer |’ utilisation que chaque client faisait du gaz et
quelles éaient ses sources de combustible de remplacement et établir les tarifs en conséquence »*.
En 1988, suite a une décision de la Monopolies and Mergers Commission britannique, désireuse
d’introduire une plus grande transparence dans la tarification de British Gas, cette derniére a été tenue de
publier un baréme tarifaire. « L’obligation de tarifer selon un baréme n'a pas entierement supprimé la
discrimination car BG était autorisée a facturer selon le volume et la tarification au volume est une forme
classique de discrimination tarifaire au second degré »™. Price (1991) montre que cette tarification au
volume rapprochait le prix marginal du colt marginal, I’ une des conditions de I’ efficience.

Le troisieme principe de la réglementation tarifaire dans une activité non concurrentielle est que
les prix d’accés doivent refléter le colt des obligations de service non commercial. Nous examinons cet
élément ci-dessous.

3.24  Obligations de service non commercial

Une obligation de service non commercia peut ére définie comme |’ obligation réglementaire
d’ assurer un service dont le revenu marginal est inférieur au colt marginal. En général, les obligations de
service non commercial ne sont pas auss lourdes, contraignantes et explicites dans le secteur du gaz que
dans d' autres. Elles existent néanmoins. Un exemple classique d’ obligation de service non commercial est
I’obligation de facturer & tous les clients résidentiels le méme tarif de base, indépendamment de leur
situation géographique, bien que le colt du service varie selon le lieu™.

Les obligations de service non commercial sont rarement financées par des apports de fonds
provenant de I’ extérieur du secteur. Le plus souvent, les obligations non commerciales sont financées par
des subventions croisées, en faisant payer a un groupe de clients un tarif supérieur au co(t afin de
recouvrer les pertes résultant du service non commercial obligatoire a un autre groupe de clients.

Les obligations de service non commercia ne sont pas nécessairement menacées par
I’introduction de la concurrence dans les composantes concurrentielles d' un secteur. 11 suffit pour cela que
le prix réglementé de |’ accés a la composante non concurrentielle soit gjusté (a la baisse) lorsgue cet accés
est considéré comme un élément d’'un service non commercial, afin de refléter le prix supérieur ou le colt
inférieur de ce service. Par exemple, I’ obligation de livrer du gaz a des prix géographiquement uniformes
est conforme a la concurrence entre producteurs de gaz pourvu que les prix de transport soient
géographiquement uniformes. L’ obligation de subvention du gaz des ménages a faible revenu est conforme
ala concurrence entre producteurs de gaz pourvu que la subvention soit appliquée aux prix de transport du
gaz, indépendamment de sa source.

Ce mode d'ajustement des tarifs supprime les distorsions al’ entrée puisque les nouveaux entrants
sefforcent d'éviter les clients non rentables pour se concentrer sur les clients & haute marge bénéficiaire.
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Des problemes de cette sorte se sont posés au Royaume-Uni. British Gas a choisi de fixer des
tarifs de détail qui ne tiennent pas compte de la situation géographique ou du facteur de charge, ce qui
implique que les clients situés a proximité de la « téte de plage », ou le gaz parvient aterre, subventionnent
ceux qui sont plus éloignés. Lorsgue |’ autorité réglementaire a choisi d'introduire un certain différentiel
géographique dans les prix de transport appliqués au gaz de tiers, la possibilité d'un « écrémage » est
apparue. Les nouveaux entrants se sont attachés a desservir en particulier les clients situés a proximité des
« tétes de plage», a gros facteur de charge, que British Gas surfacturait. « Les parts de marché des
concurrents étaient les plus grandes dans le marché de la demande moyenne a facteur de charge élevé et les
plus petites dans les marchés de masse. ... Cette structure de la concurrence tenait au fait que le prix de
transport facturé par BG a ses concurrents reflétait le facteur de charge et la situation géographique, aors
que ses propres barémes de prix ne le faisaient pas. »*°

Néanmoins, le Royaume-Uni a choisi d gjuster certaines de ses redevances d accés sur la base
des obligations non commerciales. Les fournisseurs de gaz britanniques sont tenus d’ établir un registre des
clients retraités ou handicapés ou ayant droit & des services spéciaux’’. Un fournisseur de gaz peut
demander a I’autorité de réglementation de percevoir un prélevement spécial auprés de la société de
transport s'il estime avoir approvisionné une proportion excessive de clients ayant des besoins spéciaux™.

Signalons que, si cet gjustement des frais d' acces met les concurrents sur un pied d' égalité au
niveau de |’ activité concurrentielle, il peut dans la pratique conduire a une entrée inefficiente dans |’ activité
non concurrentielle. Si les obligations de service non commercial sont financées par des subventions
Croisées internes au service non concurrentiel, au moins une partie des frais d' accés doit excéder le colt du
service correspondant. De ce fait, méme s le service d acces est un monopole naturel, de nouveaux
entrants sur ce marché pourront dégager un profit. C'est 1a un exemple d'une distorsion inefficiente de
I"entrée. Par exemple, si les prix de transport du gaz sont géographiquement uniformes, il peut étre rentable
pour un nouvel entrant de construire un nouveau gazoduc reliant un gisement & un gros consommateur,
méme si ce gaz pourrait étre transporté de fagon plus efficiente par le réseau déjaen place.

Les solutions a ce probleme sont bien connues. L’une consiste simplement & interdire |’ entrée
dans la composante non concurrentielle du secteur. Toutefois, cela n’ est pas souhaitable. |1 est difficile de
déterminer quelles composantes d’un marché peuvent tolérer la concurrence et lesquelles ne le peuvent
pas, et cette situation peut évoluer dans le temps du fait de changements technologiques et de I’ évolution
de la demande. Une régle interdisant |'entrée risque de devenir obsoléte et d engendrer un groupe de
pression favorable a son maintien. De fagon générale, la réglementation ne devrait pas empécher I’ entrée.
Une meilleure solution consiste a financer les obligations non commerciales par des fonds provenant de
I’ extérieur du secteur. A défaut, les sociétés entrant dans la composante non concurrentielle et desservant
des clients a forte marge devraient verser une contribution non discriminatoire a un fonds couvrant le coQt
des obligations non commerciales. Pour éviter que cette contribution soit plus lourde que nécessaire, les
entreprises devraient avoir le droit de fournir les services non commerciaux au moyen de subventions tirées
sur le fonds. Mais dans la pratique, il sera probablement difficile de déterminer la taille de cette
contribution.

3.25  Enjeuxtouchant le commerce international
Certains pays ne disposent pas de ressources nationales de gaz et en importent de |’ étranger par

gazoduc. Bien gqu’ une concurrence entre gazoducs pour I'importation de gaz ne soit pas exclue en principe,
danslapratiqueil est probable qu’ un gazoduc d'importation aura une position dominante sur le marché.
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Nous avons vu plus haut les avantages potentiels d’un renforcement de la concurrence gréce a
I"accés de tiers aux ingtalations de transport de gaz. Or, lorsqu’un pays dépend des importations en
provenance d’ un seul pays étranger, |’ absence de pouvoir réglementaire sur |’ acces au trongon étranger du
gazoduc peut fermer toute possibilité d'introduire la concurrence entre producteurs de gaz.

Pire encore, dans ce contexte, la libéralisation du secteur du gaz pourra méme étre défavorable
aux consommateurs du pays importateur. Un acheteur de gaz unique dans e pays importateur peut exercer
un pouvoir de marché contrebalancant celui des vendeurs de gaz dans le pays exportateur. La
fragmentation du volet « achat » du marché pourrait accroitre le pouvoir de marché des vendeurs de gaz.

Cet argument a été utilisé a I'encontre de la libéralisation du secteur du gaz dans I’'UE™. L’UE
dépend dans une mesure croissante du gaz importé de trois provenances: la Norvege, I'Algérie et
I'ex-Union soviétique. Etant donné que le réseau européen de gazoducs est relativement intégré, il existe
une certaine concurrence entre ces sources. Néanmoins, la libéralisation, fait-on valoir, pourrait accroitre le
pouvoir de marché des vendeurs étrangers. De fait, I'UE a accordé une dérogation a I'obligation de
libéralisation aux pays (Finlande et Gréce) qui sont dépendants du gaz importé et dont les réseaux ne sont
pas intégrés a ceux du reste de |’ Europe®.

L'importance des craintes relatives a I’exercice d un pouvoir de marché par les fournisseurs
étrangers de gaz a |’ Europe dépend de divers facteurs difficiles a prévoir, tels que I'exploitation éventuelle
de nouveaux gisements en Europe ou ailleurs. Toutefois, comme |les importations ne couvrent actuellement
qu’ un tiers de la consommation européenne, les craintes sont peu justifiées a court terme.
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Ladirective « gaz » del’ UE et la libéralisation du secteur gazier eur opéen

Dans le contexte de I’ Union européenne, la directive « gaz » atracé lavoie alalibéralisation du secteur gazier. Son élément
le plus important est I’ obligation faite aux Etats membres d’imposer | accés de tiers au réseau de gazoducs. On espére que
cette expérience stimulera la concurrence entre producteurs de gaz, encouragera |I’investissement dans les gazoducs et
faciliteralarégulation des réseaux de gazoducs. L es principaux ééments de la Directive sont les suivants :

. Accés detiers: Les Etats membres doivent autoriser certains clients & acheter du gaz auprés du fournisseur de leur
choix et ale faire transporter par le réseau de gazoducs existant aux tarifs réglementés. Seuls les trés gros clients
auront initialement ce droit. Au cours des cing premiéres années, seuls les clients achetant au moins 25 millions de
métres cubes (Mm’) de gaz par an seront «éligibles»; au cours des cing années suivantes, le seuil passe &
15 Mm’par an ; au cours des trois derniéres années, le seuil tombe &5 Mm’® par an. Les Etats membres peuvent
choisir entre «I|’accés négocié» et «l'accés réglementé». Dans le premier cas, les clients engagent
individuellement des négociations commerciales pour déterminer les conditions exactes. Les compagnies de gaz
sont tenues de publier leurs « conditions commerciales principales» pour I’accés au systéme. Dans le deuxieme
cas, les clients ont e droit d’ acces sur la base des tarifs réglementaires publiés.

. Autorité de réglementation indépendante : Les Etats membres sont tenus de désigner des autorités compétentes,
indépendantes des parties, qui auront acces aux comptes internes des entreprises de gaz naturel afin de trancher
rapidement les différends concernant I’ acces.

. Dissociation comptable : Les entreprises de gaz naturel sont tenues de tenir des comptes internes séparés, au
moins pour leurs activités de transport de gaz, de distribution, de stockage et I’ensemble de leurs activités non
liées au gaz comme si « |es activités en question étaient exercées par des entreprises distinctes ».

. Nouveaux investissements : Les Etats membres doivent donner la liberté générale de construire et o exploiter les
installations de gaz naturel au moyen d’ autorisations objectives, non discriminatoires et transparentes.

. Obligations de service public : Les Etats membres sont autorisés & imposer aux entreprises de gaz naturel, dans
I'intérét économique général, des obligations de service public pouvant toucher la sécurité de
I’ approvisionnement, larégularité, la qualité et le prix des fournitures et la protection de I’ environnement.

. Rationnement de |a capacité : Les entreprises de gaz naturel peuvent refuser |’acces a leur réseau pour cause de
mangue de capacité ou lorsque |’ acces |es empécherait d’ exécuter leurs obligations de service public.

. Dérogations : Une entreprise de gaz naturel peut demander & un Etat membre une dérogation & I’ obligation de
donner acces si cela lui impose des difficultés économiques et financiéres graves en raison de ses engagements
« take-or-pay ». L’ octroi de la dérogation est supervisé par la Commission. Un Etat membre peut demander a la
Commission une dérogation a I’ obligation d’ ouvrir le marché du gaz s'il peut démontrer que I’ exécution de la
directive nuirait sensiblement au développement du marché du gaz dans une région émergente. Une telle
dérogation ne peut étre accordée que pour dix ans. Enfin, la directive accorde une dérogation aux contraintes
d ouverture du marché aux pays (Finlande et Grece) qui dépendent d’ un fournisseur étranger principal et ne sont
pas reliés au réseau d’ un autre Etat membre.

Ladirective de I'UE sur le gaz naturel représente un pas important vers la libéralisation du secteur gazier en Europe, mais
reste néanmoins une mesure limitée et hésitante. Nombre de ses dispositions ne vont pas aussi loin qu'il le faudrait pour
assurer une pleine concurrence. En particulier, la proportion du marché soumis a la concurrence n’est initialement que de
30 pour cent et elle passera a 43 pour cent au bout de 15 ans. En outre, les obligations de séparation restent limitées. Il sera
probablement difficile de contréler le comportement d’une société de gazoducs dominante. Autre omission tout aussi
importante, la directive n’ établit pas un régime adéquat de répartition de la capacité. Sous le régime prévu, |’ exploitant de
gazoduc en place est largement en mesure de thésauriser la capacité lorsqu’il y trouve intérét. Enfin, la directive autorise des
dérogations dans toutes sortes de circonstances, notamment |'existence de contrats «take-or-pay ». Etant donné la
prévalence de ce type de contrats, il est possible que I’ ouverture réelle du marché reste limitée dans la pratique.
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3.2.6 Traitement des co(its échoués
L’ ICC définit les colts échoués comme suit :

«Les colts échoués sont des investissements effectués, des contrats signés, ou des colts
encourus par un service public qui ne sont pas pleinement recouvrables auprés des
consommateurs dans un marché pleinement concurrentiel et qui... N’ auraient pas été encourus en
premier lieu s le marché avait éé concurrentiel... Ils ont é&é encourus par le service public aux
fins de I’exécution d'instructions ou de directives gouvernementales, imposant habituellement
une obligation d approvisionnement et I’emploi de combustibles ou technologies particuliers...
Toutes les pertes subies par les services publics lors de la transition vers un marché libéralisé ne
peuvent pas |égitimement étre qualifiées de colts échoués ; par exemple, les pertes engendrées
par I'inefficience ou des conflits du travail ou une mauvaise planification financiére ne sont pas
des colits échoués »*.

En bref, les colts échoués sont une forme de codts irrécupérables a cause d’ une modification du
régime réglementaire. Comme les autres colts irrécupérables, les colts échoués déja encourus
n’influencent pas les décisions économiques du moment et n’ affectent donc pas I’ efficience économique.
La préoccupation a leur sujet porte donc entierement sur la possibilité de modifications réglementaires
futures susceptibles d’ entrainer des colts échoués dans I’ avenir. Anticipant cette possibilité, |es entreprises
du secteur seront moins disposées a faire de gros investissements dans des projets dont la valeur serait
exposée au risgue d' une modification réglementaire. Autrement dit, les colts échoués sont un sujet de
préoccupation pour I'action publique dans la mesure ou, en I’ absence d’indemnisation, la crainte de co(ts
échoués peut dissuader d'investir et donc nuire a I'efficience du secteur et a I'efficacité du régime
réglementaire.

Cet dlément de dissuasion disparaitra si les entreprises peuvent compter qu’'elles seront, d'une
facon ou d'une autre, entiérement indemnisées pour les colts échoués | égitimement encourus. |l importe de
veiller, toutefois, a ce que seuls les colts échoués | égitimes soient couverts par I'indemnisation et que le
mécanisme de financement de I’indemnisation soit transparent et ne freine pas la concurrence sur le
marché. L' |CC propose |es critéres suivants pour évauer lalégitimité des colits échoués susceptibles d'étre
remboursés®.

(a) Ladépense considérée a été encourue entierement du fait d’ une obligation de service public
ou apparentée (liée a la sécurité ou a la diversité de |’ approvisionnement, par exemple), et
dans|’ attente |égitime du maintien de cette obligation.

(b) L’entreprise n'a pas éé indemnisée pour le risque que I’ actif considéré n'engendre un co(t
échoué en raison de son retour sur investissement antérieur.

(c) L'investissement considéré n’a pas été effectué, ou le contrat considéré n'a pas été conclu,
aprés le moment ou il est devenu clair que les obligations de service public allaient changer
ou que le marché allait étre libéralisé.

(d) Le co(t résulte directement du passage a un marché concurrentiel.

Dans le cas du secteur gazier, lorsque des contrats de prise ferme a long terme ont été conclus de
bonne foi par I’ opérateur en place et sans qu'il puisse anticiper des modifications réglementaires futures, le
co(t de ces ohligations a long terme peut légitimement donner lieu a indemnisation, a titre de colt de
transition vers la concurrence. En revanche, lorsgue les contrats a long terme ont éé signés en dépit (ou a
cause) du passage imminent a la concurrence (peut-é&re comme moyen de geler les fournitures de gaz a
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moyen terme pour barrer la route a des concurrents), les pertes essuyées sur ces contrats ne sont pas un
motif |égitime d’'indemnisation.

3.3 Contrdle de la concurrence dans un secteur gazier libéralisé

Laréforme réglementaire introduisant I’ accés de tiers au réseau de transport peut ne pas suffire a
instaurer la concurrence dans les activités concurrentielles du secteur gazier si I’ opérateur dominant en
place peut exploiter sa position dominante pour contréler |’ entrée. C'est particulierement le cas lorsqu’ une
partie des consommateurs de gaz ne peuvent choisir leurs fournisseurs et ne peuvent étre approvisionnés
gue par |’ opérateur dominant en place. Une société de commercialisation de gaz dominante peut restreindre
I’ entrée sur le marché au moyen de trois stratégies :

(@) en empéchant les concurrents de se fournir en gaz en gelant les réserves de gaz existantes
sous forme de contrats exclusifs along terme ; ou

(b) en refusant d’ acheter du gaz destiné a son marché captif auprés de producteurs qui sont ses
rivaux sur le marché ouvert alaconcurrence ; ou

(c) en pratiquant une tarification d'exclusion (soit en offrant des rabais sdlectifs aux clients les
plus susceptibles de changer de fournisseur ou au moyen de clauses NPF ou d' égalité des

prix).

Par exemple, lors de la libéralisation du secteur gazier du Royaume-Uni, la Monopolies and
Mergers Commission britannique a constaté que :

British Gas a eu tendance a sapproprier contractuellement 100 pour cent de la production de
chague nouveau gisement de gaz, s hien que les concurrents potentiels éprouvaient des
difficultés a acquérir des volumes suffisants de gaz. Les producteurs dépendaient des ventes
de BG sur le marché tarifé (c'est-a-dire captif) pour le gros de leurs propres ventes, et ils ne
voulaient pas nuire a leurs relations avec BG en vendant du gaz a d autres ou en agissant
eux-mémes comme fournisseurs.

Le reméde proposé en |’ occurrence par la Monopolies and Mergers Commission a consisté a
empécher British Gas de prendre a contrat plus de 90 pour cent de toute nouvelle production de gaz
devenant disponible. Trois ans plus tard, I’ Office of Fair Trading a également recommandé d’ abaisser le
seuil auquel les clients pouvaient choisir leurs fournisseurs, afin de réduire la domination de British Gas en
tant qu’acheteur. L’OFT a recommandé également que BG vende une partie de son gaz sous contrat aux
concurrents, de fagcon aramener a 40 pour cent sa part du marché ouvert ala concurrence.

4, Conclusion

Les exemples des Etats-Unis et du Royaume-Uni, en particulier, démontrent tous deux que la
concurrence dans le secteur du gaz naturel est possible et procure d importants avantages. Toutefois,
comme toutes les autres industries de réseau combinant des composantes concurrentielles et non
concurrentielles, I'introduction de la concurrence exige des interventions réglementaires soigneusement
congues. La plus importante de ces interventions est un régime d acces de tiers qui autorise les clients en
aval des réseaux de transport et de distribution a passer contrat directement avec les producteurs en amont.
L'adoption de ce régime est plus facile si les réseaux de transport et de distribution sont structurellement
séparés des sociétés de production de gaz. En outre, il semble établi que, pour ére efficace, la
réglementation de I'accés suppose un systéme transparent et non discriminatoire de répartition de la
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capacité du réseau de gazoducs en période de pointe. L’ absence d'un tel systéme au Royaume-Uni et en
Nouvelle-Zélande pourrait se révéler une faiblesse dans I'avenir.

Comme dans les autres secteurs, la libéralisation du secteur gazier sest heurtée a des problémes
de transition, notamment |’ existence d' obligations contractuelles & long terme. Comme nous |’ avons vu
dans le cas des Etats-Unis et du Royaume-Uni, ces obligations & long terme sont devenues (peut-étre
fortuitement) une source de pression en faveur de lalibéralisation plutét que l'inverse.

A plus long terme, étant donné que les réserves de gaz de I' OCDE sont faibles par rapport aux
réserves mondiales, les pays Membres de I'OCDE feront appel de plus en plus aux importations, si bien
gue la politique gaziére deviendra de plus en plus tributaire des aléas du commerce internationd. |l faut
espérer que des accords internationaux entre pays importateurs et exportateurs de gaz pourront étre conclus
afin de maintenir la concurrence entre les producteurs et une réglementation efficiente des gazoducs, méme
lorsque ces producteurs de gaz sont situés a I’ étranger et doivent transporter leur gaz par des gazoducs
étrangersjouissant d’' un pouvoir de marché substantiel.
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NOTES

Conformément a cette approche, I'autorité de réglementation américaine, la FERC, laisse
davantage le marché dicter les prix dans le petit nombre de cas ou €le considére gu’une
concurrence effective existe entre gazoducs. .

Cela peut ére di aux aéas de l'évaluation de |'assiette tarifaire, c'est-a-dire des biens
d équipement a prendre en compte dans le calcul du taux de rendement autorisé par la
réglementation, résultant en un profit supérieur pour |’ opérateur intégreé.

Watkins (1995), pp. 122-123.

Braeutigam (1990), pp. 139-140. Braeutigam indique également : « Dans le cas des gazoducs,
Kalt (1987) observe que «les conséquences néfastes potentielles de I'intégration verticale
tiennent a la possibilité que certains gazoducs échappent a la réglementation du retour sur
investissement en cachant les profits monopolistiques dans les prix payés par les producteurs
affiliés. ... Bien que peu d ééments indiquent que ce soit la un probléme répandu, cette
possibilité souligne la nécessité de préter attention a la maniére dont les gazoducs intégrés
comptabilisent leurs colts ». A tout le maoins, cela montre que I’ autorité de réglementation doit
contréler la maniéere dont les gazoducs intégrés déclarent leurs colts et veiller a ce que le transfert
de gaz des producteurs au gazoduc intervient a des prix concurrentiels. Le dégroupage des tarifs
contribuera également a empécher les opérateurs verticalement intégrés de se donner des
avantages concurrentiels déloyaux ». Dans sa liste de legons importantes en matiere de politique
publique a tirer par les autorités de réglementation, White englobe « les principes fondamentaux
gui sous-tendent le retranchement d' AT& T— a savoir que la propriété d'un monopole « goulot »
devrait étre distincte de celle de hiens et services concurrentiels complémentaires— sont
éminemment applicables a d autres industries de réseau combinant des activités concurrentielles
et monopolistiques. Les gazoducs et les réseaux éectriques sont des exemples évidents ; d autres
existent certainement ». White (1998), p. 35.

ICC (1998), p. 56.
Informations tirées de Armstrong et a (1994).
ICC (1998), p. 26.

De Vany et Walls considérent que « Vu le succés avec lequel la concurrence et les marchés ont
su discipliner les prix la ou la réglementation a échoué, les décideurs devraient appliquer les
lecons du libre accés aux distributeurs et aux marchés de détail ». De Vany et Walls (1994),
p. 96.

D’ autres mécanismes (autres que ceux du marché) ont également été employés pour répartir la
capacité. Smith, DeVany et Michaels (1990) font observer : « Par le passé, les transporteurs
publics ont eu recours a divers expédients face aux insuffisances de capacité, notamment en la
répartissant au prorata de la demande courante, au prorata de la consommation historique, et en
imposant des délais de service aux derniers arrivés. Le transport en commun est économiquement
inefficient puisqu’il restreint inutilement I’ éventail des transactions possibles. Dans un tel régime,
un expéditeur ne peut garantir le transport ».

Smith, De Vany et Michaels (1990), p. 155.
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11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

Les régles de péremption, bien entendu, ne résolvent pas la question de savoir s la capacité totale
disponible (de créneaux d’ atterrissage ou de volume de transport de gaz) est fixée avec efficience
— elles assurent simplement gu’une entreprise ne peut exercer son pouvoir de marché pour
restreindre artificiellement la production totale a un niveau inférieur a la capacité totale
disponible.

« Lathéorie économique veut que, pour étre efficiente, latarification de chaque type de service —
y compris de chaque éément de service dans un tarif multinbme — refléte les dasticités de la
demande ainsi que les colts marginaux. Les régles d'élagticité inverse de la tarification de
Ramsey seront non seulement économiquement efficientes mais permettront aux gazoducs
d’avoir des prix compétitifs sur les marchés a demande plus éastique. L’ expérience des chemins
de fer confrontés a la concurrence des transporteurs routiers démontre pourquoi cette flexibilité
est cruciale ». Braeutigam (1990), p. 138.

Armstrong et a. (1994), p. 264.
Armstrong et al. (1994), p. 264.

Ou l'interdiction de couper le gaz des clients résidentiels négligents ou défaillants pendant la
saison de chauffage.

Armstrong et al. (1994), p. 270.
Voir Ouseley (1996), p. 54.

L’ autorité de réglementation peut déterminer si les critéres d' octroi de la subvention spécial e sont
remplis et si le montant demandé par le fournisseur est raisonnable. Elle est tenue de refuser les
demandes émanant de fournisseurs qui excluent artificiellement une proportion excessive de
retraités ou de handicapés ou de clients insolvables. En outre, un petit nombre de clients dans des
régions isolées d’ Ecosse et du pays de Galles qui ne sont pas reliés au réseau de gaz naturel de
British Gas sont approvisionnés en propane liquide a un prix subventionné. Dans le cadre de la
libéralisation, des dispositions spéciaes ont été inscrites dans la loi, stipulant que ces clients (au
nombre d environ 8 300) conservent leur subvention et ne se verront pas facturer « plus que le
prix moyen du transport » a des sites comparables sur |e réseau.

Voir, par exemple, Asserhoj (1994).

Dans certains cas, des recours en droit de la concurrence sont possibles. Par exemple, lorsque le
trongon étranger du gazoduc appartient & une société nationale du pays importateur, il peut étre
possible de contraindre la société nationale de donner acces a des producteurs de gaz étrangers. I
Se peut aussi, cependant, que le trongon étranger du gazoduc appartienne a des soci étés étrangeres
gui ne possédent pas d avoirs dans le pays importateur et qu'il est impossible de sanctionner.

ICC (1998), p. 65.

ICC (1998), p. 65.
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QUESTIONNAIRE SUBMITTED BY THE SECRETARIAT

As with the other sectors we have considered, we may identify within the natural gas industry a
number of distinct markets or “stages of production”. The gas industry can be roughly divided into five
broad stages or components of production:

gas Production - the exploration, drilling, extraction and processing of gas (including re-
gassification of LNG);

gas Transmission - the high-pressure transportation of gas to high-volume customers such as
distribution companies, large industrial customers and power stations,

gas Distribution - the low-pressure distribution of gas to small and medium-volume gas
customers,

gas Storage — the storage of gas to smocth the flows of gas through the transportation
network;

gas Retaling or Marketing - the provision of services of contracting with production,
transmission and distribution companies on behalf of gas customers and the associated billing
and metering services (not al countries will have this last “stage of production” as its
existence depends on the arrangements for third-party access to transmission and distribution
networks).

Both the nature of regulation and the level of competition may differ in each of these markets and
in different geographic regions. In particular, in many countries the gas distribution market is likely to be a
natural monopoly (with very limited opportunities for facilities-based competition).

One of the purposes of the questions below is to distinguish those segments of the industry that
may be able to sustain competition and those that cannot; and to determine the extent to which competition
is permitted in the potentially competitive segments and the quality and effectiveness of regulation in those
segments of the market where competition is not possible.

Three broad approaches to regulation of the gas industry have been identified. These approaches
are set out here as a guide to understanding the questions bel ow.
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(1) Vertically-Integrated Monopoly

The first broad approach involves a vertically integrated monopoly
structure, in which transmission, distribution and retailing/marketing are
combined as a single firm. There may be severa gas producing or
importing firms, but it is in the power of the incumbent monopoly firm
(and not the end-customer) to choose which sources of gas will be
exploited. The prices of this integrated firm will typicaly be regulated.
The incentive to choose the cheapest source of gas will depend on the
nature of that regulation. There may or may not be separation between the
transmission/distribution company and the gas producers.

(2) Choice For Wholesale Customers

The second broad approach is similar to the first but allows gas
distribution companies and other large gas consumers that are supplied
directly off the transmission network to contract separately with gas
producers to buy gas and with the transmission network for the
transmission of the gas. In this approach, the transmission prices will be
regulated. Gas distribution companies are typicaly also regulated firms.
Their incentive to select the cheapest gas producer will depend on the
nature of that regulation. There may or may not be integration between
distribution and transmission and transmission/production.

(3) Choice for All Gas Customers

The third broad approach is similar to the second, but extends the ability

to contract directly with gas producers to smaller gas consumers (usually
represented by gas retailing/marketing companies), who then contract
with gas transmission and distribution companies for the transmission and
digtribution of the gas. The prices of the transmission and distribution
companies will typically be regul ated.

The questions for response by member countries follow:

Gas
Production

Gas
Transmission

Gas
Distribution

Gas
| Production

Gas
Transmission

Gas
Distribution

Gas
.| Production

Gas

Transmission

Gas

Distribution

Gas Retailing

1 Industry overview: regulatory framework and market structure

The purpose of this section is to present an overal picture of the natural gas industry in your

country, including the market structure, regulatory framework and regulatory ingtitutions.
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National context and key regulation

(1.1) What are the government's primary objectives for this sector? Do these objectives include
objectives, which can be interpreted as going beyond conventiona economic objectives to include
objectives such as ensuring energy security, environmental objectives, or universal service
objectives?

To what extent has the reform process in the gas industry been linked to that in other industries,
especialy electricity?

What is the title, date and main purpose of the key governing legislation or regulation in this
sector?

Regulatory ingtitutions

(1.2) Who are the key regulatory and policy-making agencies in this sector? Briefly, what are their
structure and responsibilities? What are their relationships to one another? To what extent is the
regulatory institution independent of the government? Is the regulator headed by a commission or
by a single person (such as a “Director General”)? To what extent is the regulator independent of
the incumbent firms? Of the government?

Key features of the demand for gas

(1.3) What are the primary uses of gas in your economy? In particular, what proportion of gas
consumption is used to generate electricity? For which of these uses can consumers substitute other
fuels (such as ail, coa or electricity)? Are fina gas prices effectively disciplined by inter-fuel
competition? Which and what proportion of gas users are prepared to purchase interruptible gas

supply?

Key features of the supply of gas: market structure

(1.4) Please briefly summarise the overall market structure in the gas industry: Who are the major firms
and in which segments of the industry do they operate? In particular, taking each major segment of
the industry separately:

» Which firms are active in the market for gas production (including the importation of gas or the
re-gassification of LNG)? How many sources of gas are there? (e.g., distinct gas fields or
wells). In countries without gas production sites, how many importing pipelines are there? What
are the ownership relationships between the gas sources (or importing pipelines)? Is there
effective competition between gas producing firms? Are these firms verticaly integrated into
gas transmission and distribution? To what extent are end-user customers supplied directly by
gas production firms (i.e., without passing through the transmission or distribution network)?
What proportion of gasis sold in thisway?

* Which firms are active in the market for gas transmission pipelines? Where are the key
pipelines located? Is there competition between pipelines in some areas? How many gas
consumers are supplied directly off high-pressure transmission pipelines (i.e., without passing
through aretail distribution network)? What proportion of gasis sold in this way?
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» Which firms are active in the markets for gas distribution? Is there competition between such
firms, or does each firm have a regiona monopoly? Are these firms integrated into
transmission?

» What firms (if any) are active in the market for gasretailing (i.e., the sale of gas by third parties
over the existing transmission/distribution network)? What services do these firms provide? Are
they integrated into gas distribution or other stages of the gas industry?

What is the ownership of the mgjor firmsin the industry? Are they foreign owned? Are they state-
owned? In those cases where an important incumbent firm is state-owned, how is that firm
organised? Is its organisation, governance, incentives on management, and managerial discretion
closer to that of a private corporation or to that of government department? Is the legd status of its
employees closer to that of a private corporation or a government department? (Please explains, in
either case).

In what other industries are the firms in the gas sector active? For example, do gas distribution
companies also provide electricity, heat, water, telecommunications or cable television services?
Are gas producers also active in the market for electricity generation?

Key features of the regulatory regime

This gquestion asks about the broad structure of the regulatory regime, which is followed up by

detailed questions on entry regulation, access regulation, price regulation, unbundling and so on.

(1.5)

In which markets is primary reliance placed upon competition to yield efficient prices and
quality, and in which markets is primary reliance placed upon conventiona price and quality
regulation? (e.g., is there effective competition between pipelines for serving certain cities? Is
there competition between gas producers in the sale of gasto pipelines, distribution companies or
consumers?) |Is structural separation imposed (i.e., are gas producing firms alowed to own gas
transmission facilities, and so on)? Where structural separation is not imposed, does the
regulatory regime require that the vertically integrated firm must allow rivals access to its
facilities? More specificaly:

— Are competing sources of gas production permitted? Is competition alowed in gas
importation or re-gassification of Liquified Natura Gas? Are these firms allowed to be
integrated into gas transmission? Where integration is allowed, is there a requirement on
dominant transmission pipeline operators to interconnect with and carry the gas of rival gas
producers? Are gas producers required to grant third-party access to their gathering lines and
production facilities?

Where the primary source of gas is an importing pipeline, can other gas producers have
access to that pipeline? Could your country force the pipeline to accept gas producers in
another country to grant access?

* |Is competition between transmission pipelines permitted? Is a firm alowed to construct a
pipeline for direct supply of a large gas consumer? Are transmission firms allowed to be
integrated into gas distribution? Where integration is allowed, is there a requirement on gas
distribution firms to interconnect with and distribute gas for rival transmission pipelines?
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* |Is competition in gas storage permitted? What are the arrangements for access of third-party
storage companies to the transmission or distribution system?

* |s competition in the gas “retailing” function (i.e., contracting on behalf of small customers for
gas transportation and distribution) permitted? Are gas distribution firms allowed to be
integrated into the market for gas “retailing”? When integration is allowed, is there a
reguirement on gas distribution firms to contract with to rival retailers?

Entry regulation

(1.6)

The previous question has asked in which stages of production entry is permitted. Are there any
specific licensing conditions that should be mentioned?

Which classes of customers are new entrant or competing firms permitted to serve? Is there an
intention to expand the class of customers for which competition is permitted over time?

Access regulation

(1.7)

The previous question asked whether there is an access requirement in each of the stages of
production. In each case where an access requirement applies: |s the obligation to interconnect with
arival pipeline or gas producer determined in the legislation or by decision of the regulator? Where
there is an obligation to interconnect how are the terms and conditions for the transportation of gas
determined? Are they determined by the regulator or by private negotiation? What principles
govern the establishment of access prices? Do access prices vary according to peak and off-peak
periods?

The capacity of certain facilities, such as pipelines, are limited. Not all access requests will
necessarily be able to be satisfied. How is capacity allocated at peak times? Is it through a system
of auctioning capacity, or a system of peak-load pricing of access? Does the regulator have tools
for verifying claims of alack of capacity?

Is there arequirement to make public the terms and conditions at which access has been (or will be)
granted?

Priceregulation

(1.8)

The previous question asked in which markets primary reliance is placed on price regulation to
control market power. This could be the market for gas delivered to end-users in the case of the
integrated monopoly approach, or the separate markets for gas transmission and gas distribution in
the case where end-users are able to contract directly with a gas producer. In each of those markets
where prices are controlled and for each distinct class of customers. What are the underlying
principles of the price regulation? |.e., are gas prices regulated so as to be competitive with respect
to other fuels, or with respect to underlying costs? Does the regulated firm have flexibility to adjust
individual prices within the context of the overall controls established by the regulator (such asin
the case where the regulation applies to a “basket” of prices)? Does the regulator use “yardstick”
regulation (i.e., compare prices to an aggregate of costs of similar firms)?
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The extent to which the regulated firm can vary its prices according to underlying costs is a factor
in determining the incentive for cost efficiency on the regulated firm and (in those industries where
consumers do not have direct choice over their gas supplier) its incentives to purchase from the
least-cost supplier upstream. What costs are the regulated firm allowed to pass on to its customers?
What proportion of those costs can it pass on? Does the price regulation provide incentives for
efficiency on the regulated firm and incentives for it to purchase from the lowest-cost supplier?

What is the resulting structure of prices? Do the prices have a “two-part” structure? If so, what
principles govern the size of the fixed and variable parts? Are different prices charged for different
end-uses (such as heating vs cooking)?

Demand for gas at peak times can be substantially higher than at off-peak times. How does the
structure of the regulated prices distinguish between peak and off-peak times? How do the
regulated prices vary according to the distance the gas is transported? How do the regulated prices
distinguish between “firm” and “interruptible” supply?

What mechanisms ensure that the quality of service is maintained?

Are there constraints on the ability of incumbent firms to price discriminate, especialy in those
markets in which competition is being introduced? Are there floors on prices?

What principles does the regulator follow to value the assets of the regulated firms?

Areregulated firms required to publish their tariffs?

Non-commercial service obligations

(1.9) Are there obligations on one or more firms to provide service to certain customers below cost
(including, for example, a requirement to distribute gas in unprofitable areas or a restriction on the
ability to withdraw from serving unprofitable customers)? Is the cost of these obligations made
explicit? If so, what methodology is used for calculating the costs? Do other firms have the
opportunity to compete to provide these services? If another firm sought to provide these services,
could it claim compensation for doing so? How are the funds collected to pay for these non-
commercial obligations? Through internal cross-subsidisation, or through a system of explicit
subsidies? If the latter, who contributes to the subsidy fund? Are competing firms expected to
contribute? On what basis?

Separation and unbundling

(2.20) In many industries, and especially in gas, forms of separation are imposed in an attempt to prevent
internal cross-subsidisation from regulated to competitive activities and to improve the
effectiveness of access regulation. Are there regulatory controls requiring ownership separation
(supported by line-of-business constraints)?

In many cases forms of separation short of full ownership separation are required. Are there
regquirements for “unbundling”, “operational” separation, accounting separation, or requirements to
operate in certain markets through arms-length subsidiaries? How do these requirements operate?

In what markets? For what purpose?
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Trade and investment issues

(1.11) What isthe nature of international trade in gas (if any)? Are there any restrictions on such trade? Is
there an import monopoly, or an export monopoly?

Are there controls on foreign ownership or foreign investment?

Miscellaneousissues

(1.12) In the transition to competition have concerns been expressed about stranded costs or stranded
contracts (such as long-term take-or-pay contracts that were signed under a previous regulatory
regime)? How have these concerns been addressed?

(1.13) How have environmental objectives influenced policy decisions over the regulatory regime? Does
gas receive the same tax treatment as other fuels? Why or why not?

(1.14) What proportion of gas production is tied up with long-term contractual commitments, such as
take-or-pay contracts? How is this expected to change over the next 5-10 years? Are there
mechanisms for releasing some of the gas tied up in such contracts for use by competitors? Is there
a tendency towards shorter-term contracts? What proportion of gas is traded on the spot or futures
market? How has this proportion changed over time?

2. K ey competition issues

Application and enforcement of competition law

(2.1) Does the national competition law apply to this sector without exemption or exception? Describe
the exemptions or exceptions that apply.

Who is responsible for enforcing the various components of the competition law in this sector?
What role does the regulator play in enforcing the competition law, or competition rules?

Market definition issues

(2.2) Have the competition authority or the courts had the opportunity to define the relevant markets in
competition cases arising in this sector? How have gas markets been defined? Was gas
distinguished in the market from other fuel sources? What other market definition issues have
arisen?

Abuse of dominance

(2.3) Have instances of alleged abuse of dominance arisen in this sector? Have there arisen cases of

predatory pricing, or raising rivals costs? Have the current regulatory requirements designed to
control abuse of adominant position been effective?

101



DAFFE/CLP(2000)18

Other competition enforcement issues
(2.4) Have instances of mergers or anti-competitive arrangements between firms arisen in this sector?

What analysis was carried out in approving or opposing these mergers or arrangements? What
remedies were imposed?
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QUESTIONNAIRE SOUMISPAR LE SECRETARIAT

De méme que pour les autres secteurs déja éudiés, il est possible de cerner dans I'industrie du
gaz naturel un certain nombre de marchés distincts, ou « stades de production ». L’industrie du gaz peut se
subdiviser en cing grandes phases ou composantes de production :

 production de gaz -- exploration, forage, extraction et traitement du gaz (y compris
regazéification du GNL) ;

e transport du gaz -- transport du gaz a haute pression pour les clients absorbant de grands
volumes, tels les entreprises de distribution, les gros consommateurs industriels et les centrales
électriques ;

« distribution du gaz -- distribution & basse pression pour les clients consommant des volumes
faiblesamoyens;

* stockage du gaz -- stockage du gaz pour régulariser les flux de gaz dans le réseau de transport ;

* vente au détail ou commercialisation -- prestation de services de passation de marchés avec les
entreprises de production, de transport et de distribution pour le compte des consommateurs de
gaz, ans que services correspondants de comptage et de facturation (on ne trouve pas dans tous
les pays ce dernier « stade de production », car son existence dépend des dispositions relatives a
I’ accés de tiers aux réseaux de transport et de distribution).

Tant la nature de la réglementation que le degré de concurrence peuvent varier dans chacun de
ces marchés et selon les régions géographiques. En particulier, le marché de la distribution du gaz est
probablement un monopole naturel dans de nombreux pays (d'ou des possibilités trés limitées de
concurrence au niveau des installations).

L es questions ci-aprés visent notamment a faire la distinction entre les segments de I’ industrie ou
la concurrence peut s'exercer et ceux ou €elle ne le peut pas, a déerminer dans quelle mesure la
concurrence est autorisée dans les segments potentiellement concurrentiels et a évaluer la qualité et
I" efficacité de la réglementation dans les segments du marché oul la concurrence n' est pas possible.

On a recensé trois approches générales de la réglementation de I'industrie du gaz, exposées ci-
aprés pour faciliter la compréhension des questions qui suivent.
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(1) Monopole verticalement intégré

La premiére approche générale suppose une organisation fondée sur un
monopole naturel verticalement intégré, dans laguelle le transport, la
distribution et la vente au détail/commercialisation sont regroupés au sein
d’ une seule entreprise. 1l peut exister plusieurs entreprises productrices ou
importatrices, mais |’ entreprise en place qui détient le monopole (et non le
consommateur final) choisit les sources d approvisionnement gazier qui
seront exploitées. En général, les prix pratiqués par cette entreprise intégrée
sont réglementés. L'incitation a choisir la source la moins chére dépendra
de lanature de laréglementation. |l peut y avoir ou non séparation entre les
entreprises de transport/distribution et les producteurs de gaz.

(2) Liberté de choix pour les clients grossistes

La deuxiéme approche générde S apparente a la premiére, mais les
distributeurs de gaz et les gros consommateurs directement approvisionnes
a partir du réseau de transport sont autorisés a signer des contrats a part
avec les producteurs de gaz pour |’ acheter et avec |’ opérateur du réseau de
transport pour son acheminement. Dans ce cas de figure, les tarifs de
transport sont réglementés et, le plus souvent, les entreprises de distribution
du gaz sont aussi soumises a réglementation. C'est en fonction de cette
réglementation gu’elles seront plus ou moins encouragées a retenir le
producteur de gaz le moins cher. Les stades de distribution, de transport et
de production/transport peuvent étre intégrés ou non.

(3) Liberté de choix pour tous les consommateurs de gaz

Latroisiéme approche générale est semblable ala deuxiéme, ala différence

Production
degaz

Transport
de gaz

Distribution
du gaz

Production
» degaz

Transport
du gaz

Distribution
du gaz

Production
gue les petits consommateurs (habituellement représentés par des | dugaz
entreprises de vente au détail/commercialisation) ont aussi la possibilité de
passer directement des contrats avec les producteurs de gaz, puis avec les

. . . . Transport
entreprises de transport et de distribution pour son acheminement. En ce dugaz
cas, les tarifs pratiqués par les entreprises de transport et de distribution T
sont généralement réglementés. Distribution

du gaz
[
Vente du gaz
au détail
L es questions auxquelles les pays Membres sont invités a répondre sont les suivantes :
1 Vued ensemble del’industrie : cadre réglementaire et organisation du marché

La présente section a pour objet de brosser un panorama général de I’industrie du gaz naturel dans votre
pays, en décrivant notamment |’ organisation du marché, le cadre réglementaire et les institutions chargées

de laréglementation.
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Contexte national et réglementations essentielles

(1.1)

Quels sont |es principaux objectifs des pouvoirs publics pour ce secteur ? Peut-on interpréter que
certains d' entre eux dépassent le cadre économique classique pour viser, par exemple, a garantir
la sécurité énergétique, a protéger I’ environnement ou a respecter des obligations de service
universe ?

Jusgu’ a quel point le processus de réforme de I'industrie du gaz a-t-il été articulé avec laréforme
dans d' autres secteurs, en particulier celui del’ électricité ?

Quels sont lestitres, les dates d' adoption et les objectifs les plus importants des principaux textes
|égidlatifs et réglementaires qui régissent le fonctionnement du secteur ?

I nstitutions chargées de la réglementation

(1.2)

Quelles sont les principales instances réglementaires et décisionnelles dans ce secteur ? En
résumé, comment sont-elles structurées et quels sont leurs domaines de compétence ? Quelles
sont les relations entre eles? Qud est le degré d'autonomie de I'ingtitution chargée de la
réglementation vis-a&vis de I'Etat ? L’instance de réglementation est-elle présidée par une
commission ou par une seule personne (un « Directeur général », par exemple) ? Quel est le
degré d autonomie de I'instance de réglementation vis-a-vis des entreprises en place ? et de
I’ Etat ?

Principales caractéristiques de la demande de gaz

(1.3)

Quelles sont les principales utilisations du gaz dans votre économie ? En particulier, quelle est la
proportion de la consommation de gaz destinée a la production d éectricité ? Dans quelles
applications le gaz peut-il étre remplacé par d'autres formes d'énergie (pétrole, charbon,
électricité, par exemple) ? Laformation du prix fina du gaz est-elle efficacement disciplinée par
la concurrence interénergétique ? Quels sont les consommateurs de gaz préts a acheter des
approvisionnements gaziers au titre de contrats interruptibles et quelle proportion représentent-
ils?

Principales caractéristiques de la fourniture de gaz : organisation du marché

(1.4

Veluillez décrire succinctement |'organisation générale du marché dans I'industrie du gaz :
guelles sont les principales entreprises et dans quels segments du secteur operent-elles? En
particulier, pour chague segment important du secteur pris isolément :

* Quelles sont les entreprises qui interviennent sur le marché de la production de gaz (y compris
I'importation ou la regazéification du GNL) ? Combien y a-t-il de sources d' approvisionnement
gazier ? (par exemple, champs ou puits de gaz distincts). Dans les pays ou il n’existe pas de
sites de production de gaz, combien de gazoducs y a-t-il pour I'importation ? Quels sont les
liens de capitaux entre les sources d' approvisionnement gazier (ou les opérateurs de gazoducs
d’'importation) ? Existe-t-il une concurrence réelle entre les entreprises productrices de gaz ?
Les activités de ces entreprises sont-elles verticalement intégrées avec celles de transport et de
digribution? Dans quelle mesure les entreprises productrices de gaz fournissent-elles
directement du gaz a des consommateurs finals (¢’ est-a-dire sans passer par des opérateurs de
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réseaux de transport ou de distribution) ? Quelle est la proportion du gaz vendu dans ces
conditions ?

* Quelles sont les entreprises qui interviennent sur le marché du transport de gaz par conduites ?
Ou sont situés les principaux gazoducs ? Les gazoducs sont-ils en concurrence dans certaines
régions ? Combien de consommateurs de gaz sont approvisionnés directement a partir des
conduites a haute pression (c’ est-a-dire sans passer par des opérateurs de réseaux de distribution
aux petits consommateurs) ? Quelle est la proportion du gaz vendu dans ces conditions ?

* Quelles sont les entreprises qui interviennent sur le marché de la distribution du gaz ? Sont-elles
en concurrence ou chacune d'elles détient-elle un monopole régiona ? Les activités de ces
entreprises sont-elles intégrées avec celles de transport ?

* Quelles sont les entreprises qui interviennent (le cas échéant) sur le marché de la vente de gaz
aux petits consommateurs (¢’ est-a-dire vente de gaz par des tiers en passant par le réseau de
transport/distribution en place) ? Quels sont les services fournis par ces entreprises ? Leurs
activités sont-elles intégrées avec celles de distribution ou d’ autres segments de I’'industrie du
gaz ?

A qui appartiennent les principales entreprises du secteur ? Sont-elles détenues par des intéréts
érangers ? Par I’ Etat ? Dans les cas oll une importante entreprise en place appartient a I’ Etat,
comment est-elle organisée ? L’ organisation, la structure décisionnelle, les incitations a une saine
gestion et le pouvoir de décision de la direction de I’entreprise en question s apparentent-ils
davantage & ceux d’une entreprise privée ou a ceux d'un service d’ Etat ? Le statut des salariés se
rapproche-t-il plutdt de celui qui est le leur dans une société privée ou dans un service de |’ Etat ?
(Veuillez expliciter la situation dans chague cas).

Dans quelles autres branches de I’ économie les entreprises du secteur gazier interviennent-elles ?
Par exemple, les entreprises de distribution de gaz fournissent-elles auss de I’ électricité, de la
chaleur, de I'eau, des services de télécommunications ou de télévision par céble? Les
producteurs de gaz jouent-ils un réle sur le marché de la production d’ dlectricité ?

Eléments marquants du régime de réglementation

Cette question concerne I’ organisation générale du régime de réglementation. Elle est suivie de

questions détaill ées sur la réglementation de |’ entrée sur le marché, de I’ accés aux installations, des prix, de
la séparation comptabl e, entre autres aspects.

(15)

Sur quels marchés s en remet-on surtout a la concurrence pour que les prix soient efficients et la
qualité satisfaisante, et sur lesquels fait-on essentiellement fond sur une réglementation
traditionnelle des prix et de la qualité ? (Par exemple, existe-t-il une concurrence réelle entre
différentes conduites pour desservir certaines villes? La concurrence joue-t-elle entre
producteurs de gaz pour la vente de gaz aux opérateurs de gazoducs, aux entreprises de
digribution ou aux consommateurs?) La cession d'actifs, également appelée séparation
structurelle, est-elle imposée ? (Autrement dit, les entreprises productrices de gaz sont-elles
autorisées a détenir des ingtalations de transport, notamment ?) Dans les cas ou la cession
d'actifs n"est pas imposée, le régime de réglementation contraint-il I’ entreprise verticalement
intégrée a accorder a ses concurrents |’ accés a ses installations ? Plus précisément :
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* La concurrence entre producteurs de gaz est-elle autorisée ? La concurrence est-elle autorisée
dans les activités d' importation ou de regazéification de gaz naturel liquéfié ? Est-il permis a
ces entreprises de mener des activités intégrées avec celles de transport de gaz ? Dansles cas ou
I"intégration est autorisée, les opérateurs de gazoducs de transport qui se trouvent en position
dominante sont-ils tenus d assurer I'interconnexion de leurs installations avec celles de
producteurs gaziers concurrents et de transporter le gaz qu’ils produisent ? Les producteurs de
gaz sont-ils tenus d'octroyer a des tiers |I'accés a leurs conduites de collecte et a leurs
installations de production ?

La ou la principale source d’ approvisionnement gazier est un gazoduc d'importation, d autres
producteurs de gaz ont-ils accés a cette conduite ? Votre pays pourrait-il contraindre |’ opérateur
du gazoduc d accepter d’'accorder I'accés a sa conduite a des producteurs de gaz d' un autre

pays ?

» La concurrence entre gazoducs de transport est-elle permise ? Une entreprise a-t-elle le droit de
construire une conduite pour approvisionner directement un gros consommateur de gaz ? Les
entreprises de transport sont-elles autorisées a mener des activités intégrées avec celles de
distribution du gaz ? Dans les cas ou I'intégration est permise, les distributeurs de gaz sont-ils
tenus d’ assurer I interconnexion de leur réseau avec les gazoducs de transport concurrents et de
digtribuer le gaz transporté par ces derniers ?

* La concurrence entre installations de stockage est-elle autorisée ? Quelles sont les dispositions
qui régissent I'accés des entreprises de stockage tierces aux réseaux de transport ou de
digtribution ?

» La concurrence est-elle autorisée dans les activités liées a la vente au détail du gaz (autrement
dit, est-il permis de passer des contrats de transport ou de distribution du gaz pour le compte de
petits consommateurs) ? Les entreprises de distribution du gaz sont-elles autorisées a mener des
activités intégrées sur le marché dit «de détail » ? Quand I’'intégration est permise, les
entreprises de distribution du gaz sont-elles obligées de passer des contrats avec les fournisseurs
de détail concurrents ?

Réglementation de I’ entrée sur le marché

(1.6)

La question précédente portait sur les stades de production dans lesgquels I’ entrée est autorisée.
Existe-t-il des conditions précises d octroi d' autorisations qu'il y ait lieu de mentionner ?

Quelles catégories de clients sont de houvealx entrants ou des entreprises concurrentes gqui ont le
droit de desservir une clientéle? A-t-on I'intention de laisser progressivement jouer la
concurrence dans une catégorie plus large de clients ?

Réglementation de I’ accés aux installations

(1.7)

La question précédente concernait I’ obligation ou non d accorder I’ acces aux installations dans
les différents stades de production. Dans chaque cas ou s applique une obligation en la matiere :
I’ obligation d'interconnexion avec un gazoduc ou un producteur de gaz concurrent est-elle
prescrite par laloi ou releve-t-elle d’ une décision de I'instance de réglementation ? Dans les cas
ou il existe une obligation d’interconnexion, comment sont arrétées les modalités et conditions de
transport du gaz ? Sont-elles définies par I'instance de réglementation ou découlent-elles d’'une
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négociation entre intéréts privés ? Quels sont les principes qui régissent la formation des tarifs
d’ accés aux installations ? Ces tarifs varient-ils en fonction des périodes de pointe et des périodes
creuses ?

Certaines installations, les conduites par exemple, ont une capacité limitée. |l ne sera peut-étre
pas possible de satisfaire a toutes les demandes d acces. Comment est affectée la capacité en
périodes de pointe ? Est-ce par un systéme de mise aux enchéres de la capacité ou de tarification
de I'accés en périodes de pointe ? L'instance de réglementation dispose-t-elle de moyens de
vérifier que les réclamations liées ala capacité sont fondeées ?

Est-il obligatoire de rendre publiques les modalités et conditions selon lesquelles I accés a été (ou
sera) accordé ?

Réglementation des prix

(1.8)

Dans la question précédente, il était demandé de préciser sur quels marchés on s’ en remet surtout
alaréglementation des prix pour exercer un contrdle sur le pouvoir de marché. Il peut s agir du
marché de la fourniture de gaz aux consommateurs finals dans le cas d'une approche de
monopole intégré, ou de marchés distincts du transport et de la distribution de gaz la ou les
consommateurs finals ont la possibilité de passer directement des contrats avec un producteur de
gaz. Sur chacun de ces marchés ou les prix sont réglementés, et pour chaque catégorie de
consommateurs: quels sont les principes fondamentaux de la réglementation des prix ?
Autrement dit, les prix du gaz sont-ils réglementés en tenant compte de la concurrence avec les
autres formes d’ énergie, ou en fonction des codts de base ? L’ entreprise réglementée a-t-elle une
marge de manceuvre pour gjuster certains prix compte tenu des contréles imposés par I’ instance
de réglementation (comme c’est le cas lorsque la réglementation porte sur un panier de prix) ?
Cette instance recourt-€lle a une réglementation « par comparaison » (en comparant les prix a un
ensemble de colts d’ entreprises similaires) ?

Selon I'importance de la latitude laissée a I entreprise réglementée pour faire varier ses prix en
fonction des co(ts de base, €lle aura plus ou moins intérét a se soucier de I’ efficience économique
et (dans les secteurs ou les consommateurs ne peuvent pas choisir librement leur fournisseur de
gaz) a acheter le gaz en amont au fournisseur le moins cher. Quels sont les colts que I’ entreprise
réglementée est autorisée afaire supporter a ses clients ? Quelle proportion de ces codts peut-elle
répercuter ? La réglementation des prix encourage-t-élle I’ entreprise réglementée a rechercher
I” efficience et a acheter le gaz au fournisseur le moins cher ?

Quelle est la structure des tarifs qui en découle? Est-elle de type «bindme» ? Dans
I" affirmative, quels sont les principes de fixation des éléments fixe et variable ? Applique-t-on
des tarifs différents selon les utilisations finales (par exemple, pour le chauffage des locaux ou la
cuisson des aiments) ?

La demande de gaz en périodes de pointe peut dépasser largement celle des heures creuses.
Comment fait-on la distinction, dans le baréme de tarifs réglementés, entre périodes de pointe et
heures creuses ? Quel role joue la distance sur laguelle le gaz est transporté dans la variation des
prix réglementés? Comment différencie-t-on les approvisionnements «fermes» des
approvisionnements « interruptibles » dans laformation des prix réglementés ?

Quels sont les mécanismes qui garantissent le maintien de la qualité du service ?
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Existe-t-il des contraintes qui empéchent les entreprises en place d’ exercer une discrimination par
les prix, en particulier sur les marchés qui s ouvrent progressivement a la concurrence ? Existe-t-
il des prix minimums ?

Quels sont les principes suivis par I'instance de réglementation pour déterminer la valeur des
actifs des entreprises réglementées ?

L es entreprises réglementées sont-elles tenues de rendre publics les tarifs qu’ elles appliquent ?

Obligations de services non commerciaux

(1.9)

Des obligations sont-elles imposées a une ou a plusieurs entreprises de fournir a certains clients
un service a perte (notamment, I’ obligation de distribuer du gaz dans des zones non rentables ou
des restrictions limitant |a possibilité de refus de desservir des clients non rentables) ? Le colt de
ces obligations est-il rendu public ? Dans ce cas, quelle est la méthode utilisée pour le caculer ?
D’ autres entreprises peuvent-elles entrer en concurrence pour I’ offre de ces services? Si une
autre entreprise a cherché a fournir ces services, pourrait-elle demander une compensation a ce
titre ? Comment se procure-t-on les fonds pour rémunérer les services fournis en vertu de ces
obligations non commerciales ? Est-ce par des subventions croisées internes ou dans le cadre
d’un régime de subventions explicites ? Dans ce dernier cas, d ol provient le financement de ces
subventions ? Envisage-t-on que des entreprises concurrentes y contribuent ? Sur quelles bases ?

Séparation et dissociation comptable

(1.10)

Dans de nombreux secteurs, et en particulier dans cdui du gaz, certaines formes de séparation
sont imposées pour essayer d'empécher que les activités concurrentielles bénéficient de
subventions croisées internes financées par les activités réglementées, ainsi que pour améliorer
I’efficacité de la réglementation de I'acceés aux installations. Existe-t-il des dispositions
réglementaires imposant la cession des actifs (justifiées par des contraintes liées au genre
d activité) ?

Il est trés souvent exigé d appliquer des formes de séparation qui ne vont pas jusqu’ a la cession
compléte des actifs. La séparation comptable ou la séparation de I'exploitation sont-elles
obligatoires ? Ou bien existe-t-il des prescriptions obligeant a opérer sur certains marchés par
I’entremise de filiales dans des conditions de pleine concurrence? De quelle maniére
s appliquent ces prescriptions ? Sur quel marché ? Dans quel but ?

Questions relatives aux échanges et a I’ investissement

(1.12)

De quelle nature sont les échanges internationaux de gaz naturel (le cas échéant) ? Ces échanges
font-ils I’objet de restrictions, sous une forme ou une autre ? Existe-t-il un monopole des
importations ou des exportations ?

L es participations ou | es investissements étrangers sont-ils soumis a des controles ?
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Questions diverses

(1.12)

(1.13)

(1.14)

Pendant la transition vers I’ ouverture a la concurrence, s est-il manifesté des craintes eu égard
aux codts ou aux contrats « échoués » (par exemple les contrats a long terme assortis d’ une
clause de prise ferme, dits « take or pay », qui ont été signés sous un régime de réglementation
antérieur) ? Comment a-t-on répondu a ces préoccupations ?

Quelle a éé I'influence des objectifs d environnement sur les décisions des pouvoirs publics
relatives au régime de réglementation ? Le gaz regoit-il le méme traitement fiscal que les autres
combustibles ou formes d’ énergie ? Pour quelles raisons ?

Quelles est la proportion de la production de gaz qui fait I’objet d’ engagements contractuels a
long terme, par exemple des contrats assortis d’ une clause de prise ferme ? Quelle est I’ évolution
prévue a cet égard dans les cing a dix prochaines années ? Des mécanismes sont-ils en place pour
débloquer une partie du gaz ayant fait I’ objet de contrats « take or pay » afin que des concurrents
puissent I" utiliser ? Observe-t-on une tendance a conclure des contrats a plus court terme ? Quelle
est la proportion de gaz faisant |’ objet d’ échanges sur des marchés spot ou a terme ? Comment a
évolué cette proportion au fil du temps ?

Questions de fond concer nant la concurrence

Application et respect du droit de la concurrence

2.1)

Le droit national de la concurrence s applique-t-il a ce secteur sans exemption ou exception ?
Décrire les exemptions ou exceptions en vigueur.

Qui est chargé de veiller au respect des diverses régles du droit de la concurrence dans ce
secteur ? Quel est le role de I’ instance de réglementation dans le contrdle de I’ application du droit
ou des régles de la concurrence ?

Questions relatives a la définition du marché

2.2)

Les autorités de la concurrence ou les tribunaux ont-ils eu la possibilité de définir le marché
pertinent a I’ occasion d' affaires de concurrence dans ce secteur ? Comment ont été définis les
marchés gaziers ? Sur le marché, le gaz se distingue-t-il des autres sources d'énergie? Quelles
autres questions a soulevé la définition des marchés ?

Abus de position dominante

(2.3)

Des actions ont-elles été intentées dans ce secteur pour abus de position dominante ? A-t-on
constaté des cas de prix d' éviction ou de majoration des colts des concurrents ? Les dispositions
réglementaires en vigueur destinées a lutter contre les abus de position dominante ont-elles été
efficaces ?
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Autres questions relatives au respect du droit de la concurrence
(2.9 Sed-il produit des cas de fusions ou d'accords anticoncurrentiels entre entreprises dans ce

secteur ? Quelles analyses ont été menées pour approuver ou se prononcer contre ces fusions ou
accords ? Quelles sont les mesures correctrices qui ont été imposees a cet égard ?
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AUSTRALIA

1. Overview

The gas industry in Australia has developed on a State basis, with little or no interconnection
between States to enable trade in gas. Competition between gas producers has been limited, with most
major gas markets in Australia supplied by a single transmission pipeline connecting the market to asingle
basin. Each market has usually been supplied by a single retailer and distributor, and the supply basin has
also typically been dominated by a single joint venture producer. The industry was therefore characterised
by amonopoly structure in the production, transmission, distribution and retail stages of the network.

In the mid 1990s Commonwealth, State and Territory governments agreed to introduce reforms
to increase competition in the natural gasindustry. Regulatory and legidative barriers to inter-State trade
in gas have been removed, and a uniform framework to govern third party access to natural gas pipelines
has been introduced.

Key features of the access regime are a requirement for pipelines to provide non-discriminatory
access to third parties on afair and reasonable basis, and a requirement for contestable gas businesses (e.g.
retailing and production) to be separately owned from the monopoly pipeline transmission and distribution
businesses. Access tariffs are required to be approved by a regulator, but pipeines and access seekers are
able to negotiate other terms and conditions of access.

Competition is aso being introduced in the retail sector with the progressive lowering of
thresholds, which enable gas customers to choose their gas supplier. Large industrial customers in most
jurisdictions are currently able to choose their gas supplier, and small business and household customersin
the mgjority of jurisdictions are scheduled to be able to choose their gas supplier by the end of 2001.

The new industry arrangements are expected to lead to increased investment in natural gas
pipelines, so that consumers will increasingly be able to receive gas supplies from more than one
production source.

2. National context and key regulation
2.1 Objectives of gasindustry reform

As part of the microeconomic reform agenda designed to enhance the efficiency of the energy
sector in Australia, in 1994 the Commonwealth, State and Territory governments made a commitment to
achieve free and fair trade in natural gas. The commitment had three underlying objectives:

* to remove policy and regulatory impedimentsto retail competition in natural gas;

« to remove a number of restrictions on interstate trade; and
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* to encourage the development of a nationally integrated and competitive natural gas market by
establishing a national regulatory framework for third party access to natural gas pipeline
systems, and facilitating the interconnection of pipeline systems.

The reforms have come some way since the early 1990s. Governments have removed regul atory
and legislative impediments to inter-State trade in gas and in 1997, governments agreed to implement a
uniform national regulatory framework to govern third party access to natural gas pipelines. The access
regime consists of the Gas Pipelines Access Law and the Gas Pipelines Access Code. The access regime
establishes a framework for third parties, such as gas retailers and end-users, to negotiate access to
transmission and distribution gas pipelines on fair and reasonable terms and conditions. It aimsto increase
competition in the sale of natural gas by addressing bottlenecks in the non-contestable segments of the
industry.

The Gas Pipelines Access (South Australia) Act 1997 was enacted in South Australia and
adopted in other jurisdictions through an application of laws, except in Western Australia which has
enacted essentially identical legidation to apply the law. The legidation and gas code may be found at the
following website: http://www.coderegistrar.sa.gov.au/. There are also a number of Commonwealth, State
and Territory acts that govern safety and gas and petroleum exploration and production. Under the new
market arrangements, consumers are able to contract directly with a service provider for the transportation
of the gas.

Reforms in the gas industry have proceeded on a similar timetable to electricity industry reforms,
although there are different timetables for gas and dectricity retail contestability. Reformsin the gas and
eectricity industries gained momentum from recommendations of the Hilmer Committee on Nationa
Competition Policy in 1993. As part of their commitment in 1995 to implement National Competition
Policy and the related reforms, State and Territory Governments agreed that progress in reforming the
energy sector would be a condition for National Competition Payments from the Commonwealth
Government.

3. Regulatory institutions

Under the gas pipelines access regime, the Australian Competition and Consumer Commission
(ACCC) is the regulator for al transmission pipelines except those in Western Australia, where a State-
based regulator has been appointed for both transmission and distribution pipelines. The aim of having a
common regulator for transmission pipelines is to provide maximum uniformity for regulation.
Distribution pipelines are regulated by a loca regulator in each jurisdiction, except for the Northern
Territory where the ACCC is the distribution pipeline regul ator.

Table 1 sets out the key regulatory institutions for gas pipelinesin each jurisdiction, and indicates
whether the regulator is headed by a Commission, Tribunal or a single person.
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Tablel: Key Regulatory Institutionsfor Gas Pipelines

Stateor Territory Regulator Type of Regulator
Australian Capital Territory
. Transmission pipelines Australian Competition and Consumer Commission Commission
. Distribution pipelines Independent Pricing and Regulatory Commission Commission
New South Wales
. Transmission pipelines Australian Competition and Consumer Commission Commission
. Distribution pipelines Independent Pricing and Regulatory Tribunal Tribunal
Queendand
. Transmission pipelines Australian Competition and Consumer Commission Commission
. Distribution pipelines Queensland Competition Authority Authority
South Australia
. Transmission pipelines Australian Competition and Consumer Commission Commission
. Distribution pipelines South Australian Independent Pricing and Access Regulator

Regulator

Northern Territory
. Transmission pipelines Australian Competition and Consumer Commission Commission
. Distribution pipelines Australian Competition and Consumer Commission Commission
Western Australia
. Transmission pipelines Office of Gas Access Regulation Regulator
. Distribution pipelines Office of Gas Access Regulation Regulator
Victoria
. Transmission pipelines Australian Competition and Consumer Commission Commission
. Distribution pipelines Office of the Regulator-General Regulator-General

Under the gas pipelines access regime, regulators are responsible for considering and approving
access arrangements submitted by service providers under the Gas Pipeines Access Code. Access
arrangements set out the terms and conditions under which a pipeline operator/owner (service provider)
will alow third parties to have access to a pipeline. Regulators may also arbitrate disputes relating to the
terms and conditions of access.

State and Territory regulators may also have responsibilities for approving gas tariffs for
customers who are not yet digible to choose their gas supplier. Retail tariffs for customers who are
eligible to choose their gas supplier are not regulated.

The ACCC is aso the national competition regulator and is responsible for administering the
provisions of the Trade Practices Act 1974, including competitive conduct provisions such as those
governing mergers and anti-competitive agreements. Most State and Territory regulators have an ex-
officio representative on the ACCC.

Regulators are required to be independent authorities established by statute. The independence of
regulators (i.e. independence from governments and incumbent firms) is assessed by the Nationa
Competition Council as part of the process of approving each jurisdiction’ s access regime.

The Gas Reform Implementation Group, which comprised representatives of government,
industry and regulators, was responsible for devel oping the gas reforms. Other key bodies are the National
Gas Pipelines Advisory Committee and the Code Registrar. The National Gas Pipelines Advisory
Committee monitors the Gas Pipeline Access Law (including the Code) and prepares advice and
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recommendations to Ministers on amendments to the law and the Code. The Code Registrar has a number
of functions, including maintaining an up-to-date version of the Gas Pipdines Access Code, a public
register of access arrangements submitted under the code, and the decisions of regulators and arbitrators.
Membership of the National Gas Pipelines Advisory Committee includes an independent Chair, the Code
Registrar and representatives from government, regulators and the industry.

4, Key features of the demand for gas

The domestic natural gas industry makes a significant contribution to the Australian economy,

providing a fuel source for industry, electricity generation, transport, commerce and households. It isaso
amajor source of feedstock for some industries.

Chart 1: Natural Gas Consumption, by sector®

1800 Other
Residential
1500 - Commercial
§ 1200
g Manufacturing
(]
= 900
o . .
T 600 Mining
(o)
a 300 - Electricity
generation
O 1 T T T T
SN AN SN N
oV ¥ o o g & Ng
N N N N P P P

As Chart 1 illustrates, the manufacturing sector is the main consumer of natural gasin Austraia,
accounting for 44 per cent of gas consumption in 1997-98. Electricity generation currently accounts for
20 per cent of natural gas consumption, although gas consumption in the electricity generation and mining
sectors is projected to increase significantly.

Hot water, space heating and temperature control for commercial and industrial applications are
the main uses where consumers may substitute gas for other fuel sources (such as diesd, coal and
electricity). Switching from one fuel source to another usually involves changes to, or the replacement of,
machinery using the energy source. The extent of price competition between gas and other fuels is
therefore affected by the cost of switching to aternative fuel sources. There may also be a lag in
responding to price changes.
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5. K ey features of the supply of gas. market structure
The map below illustrates Australia’ s existing transmission pipelines and natural gas reserves.

Figurel: Australia’sNatural GasBasinsand Pipelines
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Asindicated in Figure 1 above, most magjor marketsin Australia are served by one mgjor pipeline
connecting a single basin to a market. Within that basin, a single joint venture (or unitised joint ventures)
has generally supplied the gas to a single distributor/retailer.

This situation arose for a number of reasons, including:

* the concentration of gas supplies, generaly at a significant distance from major population
centres;

* the relative immaturity of the market (the natural gas industry in Austrdia did not begin to
develop until the 1960s); and

* adesire by State and Territory governments to ensure that sufficient gas supplies were available
to service their energy needs.
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51 Separation and unbundling

The national gas pipelines access regime requires contestable gas businesses (e.g. retailing and
production) to be separately owned from the monopoly pipeline transmission and distribution businesses.
This includes a requirement to have separate accounts, marketing staff and customer information for each
business. Where a pipeline has a related gas production or retailing business, the business must be a
separate legal entity. In addition, contracts between related businesses must be approved by the regulator,
with a decision by the regulator not to approve a contract between related businesses subject to
administrative appeal .

These ring-fencing arrangements aim to ensure that related businesses cannot gain preferential
treatment at the expense of other market participants. The regulator may vary these arrangements on a
case-by-case basis, either by imposing additional obligations or by waiving certain obligations. Any
decision by the regulator to vary the arrangements is subject to appeal .

Transmission and distribution pipelines are also expected to unbundle pipeline services where
reasonable and practical, so that prospective access seekers can obtain a service that includes only those
elements that the user wishes to be included in the service. Where unbundling occurs, pipelines should
also charge a separate tariff for each element of a service.

52 Production

The aim of the gas pipelines access regime is to ensure that the owner of the facility will make
access to the facility available to other firms on reasonable terms in order to alow the benefits of upstream
and downstream competition to be passed onto end users. However, competition has been, and continues
to be, limited in the upstream gas production sector in Australia.

As Table 2 below illustrates, the main gas production basins supplying Australia are the
Carnarvon Basin which supplies gas to Western Australia, the Cooper/Eromanga Basin, which supplies
South Australia, Queendand and New South Wales, and the Gippsland Basin, which supplies gas to
Victoria

There is ardatively high level of cross-ownership between joint ventures within each basin and
across basins.  Santos, for example, has a significant interest in the South Australian Cooper Basin Unit
joint venture and the South West Queensland Cooper Basin Unit joint venture. Esso holds interestsin both
these joint ventures and a fifty per cent interest in the Gippdand Basin. While Western Australia has a
larger number of actual and potential gas production joint ventures, a degree of common ownership exists
between these projects, particularly between those projects capable of supplying gas to larger industrial
users.
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Table2: GasField/Basin Production and License Owner ship, 1998

Field/Basin Main Production Santos Esso BHPP Boral Others

mar ket(s) Sales Gas % % % % %

mmcf (1997)
Cooper/Eromanga Qld, SA, 191,933
NSW

SA Cooper Basin 59.75* 20.21 - 13.19 6.85
Patchawarra East 69.35* 17.14 - 10.54 297
SWQ JV Unit 58.86* 23.2 - 16.74 12
Surat/Bowen Qld
Denison Trough 12,202 50* - - 50 -
Kincora 3,499 - - - 100* -
Moonie 36 100* - - - -
Roma 2,324 85* - - - 15
Silver Springs 3.574 50* - - - 50
Gippsland Longford Victoria 175,557 - 50* 50 - -
Otway
Port Campbell Victoria 2,795 - - - 100* -
Katnook, Ladbroke, SA 2,208 - - - 55.71* 44.29
Haselgrove
Amadeus NT
Palm Valley 7,586 46.72 - - 1.25 52.03*
Mereenie 4& 5 8,891 65* - - - 35
Adavale Gilmore Qld 1,806 - - - - 100*
Perth WA
Beharra Springs 10,691 - - - 67* 33
Dongara 3,272 - - - - 100*
Woodada 1,239 - - - - 100*
Carnarvon WA
Griffin 5,590 - - 45¢* - 55
NW Shelf vV 135,613 - - 16.67 - 83.35*
Tanami 1,185 - - - - 100
Tubridgi 7,085 - - - 56.65* 43.35
East Spar V 7,707 45 - - - 55*
Harriet JV/Rosette 25,915 - - - - 100*
Thevenard Is. 363 - - - - 100*

* Operator of field/basin.

The Upstream Issues Working Group (UIWG) presented a report to Australian governments in
December 1998 on the implications of current approaches to gas exploration and production on
downstream competition. The focus of the report was to ensure that the benefits of reforms in the pipeline
and retail sectors of the industry are not eroded by a lack of competition in the upstream gas sector (i.e.
exploration and production). The report recommended:

» that reforms be undertaken in relation to acreage management policies;

* that industry and jurisdictions develop best practice principles for third party access to gas
production facilities; and
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* that the existing authorisation provisions in the Trade Practices Act 1974 be maintained for
approving joint marketing activities, but that separate marketing of gas by participants in joint
ventures should be encouraged whenever and as soon asthisis feasible.

The UIWG recommendations relating to acreage management are largely being addressed by
jurisdictions in the context of reviews of their petroleum legislation. The upstream petroleum industry has
developed principles for its members to apply in commercial negotiation of access to spare capacity at
upstream facilities. The upstream industry principles did not include a number of key features (cost
reflective pricing, arbitration or mediation) which most jurisdictions and other industry groups had been
calling for. Accordingly, Commonwealth, State and Territory Energy Ministers, at their meeting in August
1999, noted the industry principles, but did not endorse them, and agreed that their effectiveness in
improving competition in the upstream sector should be reviewed in two years.

At present no natural gasisimported into Australia. However, there are plans to build a natural
gas pipeline from Papua New Guineato Queensland. If the pipeline proceeds, it will provide an dternative
source of supply and should promote supply competition in the Australian gas market.

No end-user customers are currently supplied directly by gas production firms without passing
through the transmission or distribution network. Most natural gas production facilities are located a long
way from customers and therefore have to go through at the least the transmission network to supply
customers.

53 Transmission

A number of firms operate transmission pipelines in Australia.  The key pipelines, and their
operators, arelisted in Table 3 below.

Table3: Major transmission pipelines

State Pipelinelocation/route Operator Length (km)
Queendand Wallumbillato Brisbane AGL PipelinesLtd 434
Ballerato Wallumbilla Epic Energy Pty Ltd 750
Wallumbillato Rockhampton Duke Energy International 627
Ballerato Mt Isa AGL PipelinesLtd 840
New South Wales ~ Moombato Sydney East Australian Pipelines Ltd 1,950
& ACT
Victoria Rural Eastern GPU GasNet Pty Ltd 505
Rural Central Northern “ 497
Rural Central “ 388
Rural Western “ 231
South Australia Moombato Adelaide Epic Energy Pty Ltd 1,067
Northern Territory ~ Amadeus Basin to Darwin AGL PipelinesLtd 1,815
Western Australia  Dongarato Pinjarra CMS Gas Transmission of 445
Austraia
Dampier to Bunbury Epic Energy Pty Ltd 1,803
Goldfields Gas Pipeline AGL PipelinesLtd 1,427
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In most instances, competition between transmission pipdines is limited. This is partly
attributable to the long distance between customers and most gas sources, which makes it uneconomic to
duplicate pipelines.

However, there is now the potential for some competition between pipelines and gas sources
following the recent and proposed expansion of the network in eastern Australia For example, the
Victorian and New South Wales transmission systems were interconnected in 1998, which has provided an
additional source of gas supply to the Victorian market (as most gas currently flows south into Victoria
over the Interconnect pipeling). A transmission pipeline is currently under construction from the Victorian
gas production plant at Longford to Sydney that will enable Gippsland Basin gas to be sold directly into
the Sydney market. The pipeline is expected to promote competition between the Cooper Basin and

Gippdand Basin gas producers, and with the Moomba-Sydney transmission pipeline.

At present, only a relatively smal number of gas consumers are supplied directly off
high-pressure transmission pipdines (i.e. without passing through aretail distribution network).

54 Distribution and retailing

As noted above, ring-fencing requirements under the Gas Pipelines Access Code require
disgtribution activities to be separate from retail businesses.

The major distribution and retailing companies in each region are set out in Table 4. There are
aso a number of smaller distributors and retailers, which generally supply smaller markets in regiona

areas.
Table4: Major Distributorsand Retailers

Region Distributor (s) Retailer(s)

Victoria Multinet Energy Pty Ltd Kinetik Energy Pty Ltd

New South Wales & Australian
Capital Territory

Queendand

. South Brishane, Gold Coast,
Toowoomba & Oakey

. North Brisbane, Ipswich,
Gladstone, Rockhampton

Northern Territory

. Alice Springs

. Darwin

Western Australia

South Australia

Westar (Gas) Pty Ltd
Stratus (Gas) Pty Ltd
AGL Gas Networks

Allgas Energy

Envestra/Boral Energy Ltd

Centre Gas

NT Gas Pty Ltd
AlintaGas
EnvestralLtd

Boral Energy Pty Ltd
Energy Partnership (Retail) Pty Ltd
AGL Retail

Allgas Energy

Envestra/Boral Energy Ltd

Centre Gas

NT Gas Pty Ltd
AlintaGas

Boral Energy
Terra Gas Trader
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Owing to the naturad monopoly nature of gas distribution pipeline systems, most distributors have a
local or State-wide monopoly over distribution. In recent years, the number of gas retailers has increased,
in part due to government initiatives. For example, prior to the privatisation of the Victorian gas
businesses, the incumbent retail/distribution company was separated into three retail and three distribution
companies. Each gas distributor was commercialy stapled to a gasretailer, and services another retailer as
well.

Distribution pipelines are generaly separately owned from transmission pipelines, although in
the case of the Northern Territory the key distribution and transmission pipelines are operated by the same
company. Some distribution companies have an interest in transmission pipelines — for example, the New
South Wales and ACT gas distributor AGL has a majority shareholding in EAPL, which operates the
Moombato Sydney gas transmission pipeline.

Gas retailers may provide a range of services, including connections for natural gas and
eectricity, energy audits for businesses and appliance repair and maintenance. Some retailers also have an
interest in gas appliance sales and installation.

55 Ownership

With the exception of AlintaGas in Western Australia, Allgas Energy in Queendland, Terra Gas
Trader in South Austrdia, and the Power and Water Authority in the Northern Territory, all the major gas
companies in Australia are privately owned. Allgas Energy is owned by Energex, a State Government
owned dlectricity distributor/retailer. The Power and Water Authority is primarily an electricity business,
but owns a gas pipeline on behalf of the Northern Territory Government. Terra Gas Trader and AlintaGas
are expected to be privatised in the near future.

The state-owned gas firms operate as corporatised entities, with governments setting key
financial and non-financial performance targets. Allgas Energy, Terra Gas Trader and AlintaGas are
registered corporations, and are required to comply with Corporations Law provisions in the same manner
as any privately owned company.

Many gas companies in Australian are foreign-owned. For example, apart from those pipelines
owned by AGL, al magor transmission pipelines are owned by foreign companies. Foreign-owned
companies are also prevalent in gas production (e.g. Esso, Chevron and Shell).

5.6 Multi-utilities

In recent years, gas distributors and retailers have expanded their range of business activities.
For example, AGL is an electricity and gas retailer and Boral Energy has an interest in electricity retailing
as well as gas production, transmission, distribution and retailing. At this stage, no gas companies provide
water, telecommunications or cable television services, but many companies are actively considering
expanding the range of services they provide. No gas producers are currently directly involved in the
market for electricity generation.
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6. K ey features of theregulatory regime

6.1 Entry regulation

As noted above, ring-fencing requirements in the national gas pipelines access regime
require businesses engaging in gas retailing or production to be separately incorporated from gas
transmission and distribution businesses.

6.1.1 Production

There are no regulations/restrictions on competition between gas production sources, or on gas
importation or re-gassification of Liquefied Natural Gas. However, licensing requirements may apply. For
example, potential gas producers need to successfully bid for exploration permits and production licences.

6.1.2 Transmission and distribution

There are no regulations/restrictions on competition between transmission pipelines. In fact,
investment in transmission pipelines has increased in recent years, with the result that consumers in some
jurisdictions are now able to receive gas supplies from more than one production source and via more than
one transmission pipeline.

Transmission and distribution pipelines in most jurisdictions that wish to transport gas must
obtain an authorisation from the relevant jurisdiction. Firms wishing to construct a pipeline for the direct
supply of large gas customers may be required to comply with standard licensing and environmental
approval processes, but apart from these there are no general restrictions on pipeline construction.
Transmission firms are also allowed to be integrated into gas distribution, although most such businesses
are separately owned.

6.1.3 Sorage

Competition in gas storage is permitted, although linepack accounts for the bulk of existing
storage. Underground gas storage facilities have been recently developed in Victoria. It is envisaged that
these storage facilities will be used to supplement the supply of gas during periods of high seasonal
demand, and enable gas suppliers to balance loads when supply and demand imbalances occur. Some
underground storage facilities also exist in the Cooper Basin in South Australia. LNG storage may also be
used to supplement gas supplies and is used for peak shaving on the Victorian transmission system.

6.14 Retail

In the retail sector, competition is being introduced with the gradual phasing out of restrictions on
the ability of customers to choose their gas supplier. While the timetable for phasing out these restrictions
varies between jurisdictions, large industrial customers in most jurisdictions are currently able to choose
their gas supplier. All customers are scheduled to be able to choose their gas supplier (i.e. become
contestable) in New South Wales and the Australian Capital Territory by July 2000, in South Australia by
July 2001, and in Victoria and Queendand by September 2001. Most gas customers in Western Australia
are expected to be able to choose their gas supplier by July 2002.
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At present gas retailers are generally required to obtain authorisation from the relevant
jurisdiction to supply gas. Governments have agreed to phase out or reform any exclusive franchise
arrangements, with the exception of aregional franchise arrangement in Western Australia that is expected
to expire in February 2008. Future exclusive franchises for gas retailers and distributors will only be
granted if the applicants meet strict criteria.

Following reforms in the Victorian gas industry, the government has imposed restrictions on the
retailing activities of the dominant gas producers in that state. These provisions am to promote
competition in the retail gas market and limit the incumbent producer’ s market power by restricting the gas
producers to selling gasto the largest 35 gas customers in the state.

6.2 Access regulation

6.2.1 Transmission and distribution

The gas pipelines access regime, which incorporates the Gas Pipelines Access Code, establishes
the rights and obligations of service providers and users in relation to third party access to natural gas
transmission and distribution. It is designed to promote competitive market outcomes where there are
pipeline facilities with natural monopoly characteristics serving a market.

The access regime applies to most transmission and distribution pipelines, and requires service
providers to submit an “access arrangement” for approval to the relevant regulator. The access
arrangement sets out the proposed terms and conditions of access, including reference tariffs for the
maximum price to access the services provided by a pipeline. The terms and conditions approved by the
regulator will apply in the event of an access dispute that requires third party arbitration. Parties are free to
commercially negotiate other terms and conditions for access to a pipeline.

When submitting an access arrangement, service providers are also required to provide
information covering factors such as capital and operations and maintenance costs, and pipeline capacities.
Thisinformation may be publicly disclosed, at the discretion of the regulator. The terms and conditions of
access approved by a regulator, including reference tariffs, will be made publicly available. However, if a
third party negotiates access to a pipeline on other terms and conditions, these details may be kept
confidential.

The Gas Pipelines Access Code aso makes provision for interconnection between pipelines, by
providing aright for third parties to interconnect with a distribution or transmission pipeline. In addition, a
regulator may require a service provider to expand the capacity of a pipeline to meet the requirements of a
prospective user.

As some pipelines have only limited spare capacity, as part of their access arrangement pipelines
are required to submit a queuing policy for the regulator’s approval. The queuing policy sets out rules for
alocating spare and future capacity in the pipeline in a non-discriminatory fashion. This may include
provisions for allocating capacity at peak and non-peak times, if applicable. Parties who have a contracted
right to pipeline capacity may also trade their unused contracted capacity to other parties. The service
provider may only withhold consent to transfer capacity on reasonable commercial or technical grounds.

The Gas Pipelines Access Law aso contains provisions that prohibit service providers or users

and their affiliates from engaging in conduct for the purpose of hindering access to a transmission or
digtribution pipeline.
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6.2.2 Market carriage

In Victoria, a market carriage system applies to the main transmission pipeline system, with no
requirement for retailers to contract for specific capacity over pipelines between points of injection and
delivery. Instead, users of the pipeline system have aright to vary the amount of capacity on the system
that they utilise, with charges based on capacity and volume usage. A net pool has been established to
determine market clearing prices and help resolve physical constraints. Gas storage facilities may bid to
inject or withdraw gas like any other participant. If the system operator, VENCorp, has to intervene to
resolve congestion, system users may be liable to pay an ‘uplift’ charge. The uplift charge reflects the cost
to VENCorp of resolving the constraint, such as by requiring LNG to be injected into the system.

6.2.3 Production facilities

Gas producers are not required under the Gas Pipelines Access Code to grant third-party access
to their gathering lines and production facilities. However, the Upstream Issues Working Group, which
reported to Commonwealth, State and Territory governments in December 1998, recommended that
industry and jurisdictions develop best practice principles for access to gas production facilities. The
upstream petroleum industry has developed principles for the commercial negotiation of access to spare
capacity at upstream facilities and has requested its members to apply them. However, the principles did
not include a number of key features called for by most jurisdictions and other industry groups (e.g. cost
reflective pricing, arbitration or mediation). Accordingly, Commonwealth, State and Territory Ministers
agreed that the effectiveness of the principles in improving competition in the upstream sector should be
reviewed in 2001.

6.3 Priceregulation

6.3.1 Retail prices

The gas reforms introduced from the mid 1990s aim to promote competition at all stages of the
industry — from production to gas transportation and retailing. As restrictions on competition are still being
phased out, some elements of the industry are still subject to price regulation. For example, the prices paid
by retail customers who are not eligible to choose their gas supplier are regulated by jurisdictional
regulators or relevant government ministers. Such regulation will be removed, or in some cases reviewed,
when all customers are eligible to choose their gas supplier.

In most jurisdictions, retail gas prices are subject to CPI-X based incentive regulation. The price
cap sets amaximum final delivered gas price, which may reflect the commaodity price of gas and haulage
costs plus a margin for retailers. Gas retailers are provided with some flexibility to adjust components of
the tariff within the price cap, although in some jurisdictions the regulator’s approval must be obtained
before increasing fixed supply or minimum bill charges. Some jurisdictions also require that customers
pay a uniform charge throughout or in most parts of a state. Gas retailers are not required to charge
different prices for peak and off-peak times, or for different end-uses.

6.3.2  Transmission and distribution prices

Prices for transmission and distribution are regulated in the sense that pipélines are required to
obtain regulatory approval for reference tariffs that establish the maximum price for services provided by a
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pipeline. If a pipeline provides more than one reference service, it must submit a proposed reference tariff
for each service.

The principlesto be used in setting reference tariffs are set out in the Gas Pipelines Access Code.
The principles provide regulators with a high level of discretion and flexibility to take into account
pipeline-specific circumstances. The key requirement is that reference tariffs should be based on the
efficient costs (direct and indirect) of providing pipeline services. Regulators have some discretion to
determine which costs may be passed on to customers. For example, if the pipeling's proposed operation
and maintenance costs are judged to be excessive compared to industry benchmarks, the regulator may
require that only a portion of these costs be reflected in the reference tariff. Incentives for the service
provider to share in productivity improvements are also encouraged.

There are three alternative methodologies that may be used, or a combination of these, in
determining total revenue, and hence the reference tariffs, for a pipeline — a cost of service approach,
internal rate of return, or a net present value approach.

Regulators also have some flexibility in relation to asset valuation and depreciation. A full
spectrum of methodologies, including past asset valuations and tariffs, may be used by aregulator to assess
theinitial capital value of an asset. It is expected that the initial capital value of an existing pipeline would
normally not be below depreciated historic cost and not be above the depreciated optimised replacement
cost. Redundant assets are also to be written out of the cost base, to encourage service provider to be
efficient and to seek to expand the market.

There is no requirement for access prices to vary according to peak and off-peak periods,
athough service providers may propose this as part of their access arrangement if desired. As noted above,
the terms and conditions of access approved by a regulator, including reference tariffs, will be made
publicly available.

Regulators also have some discretion to determine whether reference tariffs should be distance-
based, or apply a single price for an entire zone. For example, a single zonal price may be considered
appropriate for a new pipeline in order to generate sufficient demand across a region for the services
provided by the gas pipeline.

Reference tariffs are typicaly for “firm” supply of gas. In Victoria, where a market carriage
system applies, pipeline users do not receive a contractual right to capacity. However, pipeline users may
be offered a choice as to whether they are interruptible or non-interruptible customers, with charges based
on the type of service provided.

The Gas Pipelines Access Code does not specificaly require regulators to ensure that quality of
service standards are maintained. However, service providers are required to provide information on Key
Performance Indicators to justify ‘reasonably incurred’ costs and to provide comparative information on
performance with other pipelines.

There are also some constraints on the ability of firmsto price discriminate. For example, while
access seekers can negotiate access prices at arate less than the reference tariff, pipelines may only recover
these discounts through higher reference tariffs on other users if the regulator approves them as prudent
discounts.
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6.3.3 Production

The gas production sector is not subject to price regulation. Although the limited competition
between gas producers is of concern, policy action in this area has been aimed at addressing the causes of
limited upstream gas competition, rather than applying aregulatory solution to counteract its effects.

Although the production sector is not price regulated, Victoria has introduced legidation to
prevent significant Victorian gas producers from misusing their market power, particularly in amanner that
prevents or discourages gas retailers from seeking alternative sources of gas. A competition rule prohibits
the dominant producers from discriminating among gas retailers in a manner that has the purpose, or has or
islikely to have the effect, of substantially |essening competition in a Victorian gas market.

6.4 Non-commercial service obligations

Some jurisdictions impose a requirement on retailers to provide non-commercial service
obligations.

For example, in New South Wales the Government requires retailers to provide discounts to
pensioners holding pensioner concession cards. The amount of these concessions is approximately $3.50 a
person per quarter. The Government has a legislative requirement to fund these rebates, but has deferred
this obligation until al gas customers are eligible to choose their gas supplier. The cost is therefore
currently paid by the existing gas retailers through internal cross-subsidisation.

In Victoria, the Government requires gas utilities to provide a 17.5 per cent Winter Energy
Concession and an Energy Relief Grant Scheme. These non-commercial service obligations are funded
from the State budget. New entrants are also subject to these obligations.

6.5 Trade and investment issues

6.5.1 Trade

Internationa trade in gasis currently limited to exports of LNG. LNG exports are expected to
rise dightly to 7.9 megatonnes in 1999-2000, valued at $1.66 billion. There are no restrictions on trade in
LNG.

At present, Australia has no gas pipeline links with other countries. However, a proposa to
construct a natural gas pipeline to import gas from Papua New Guineato Queendand is well advanced.

6.5.2 Foreign investment

The Australian Government’s approach is to encourage foreign investment consistent with the
interests of the community. Overall, the general stance of Australia's foreign investment policy is
welcoming, in recognition of the contribution that foreign investment has made and continues to make to
the development of Australia.

The natural gas industry is subject to the general foreign investment rules that apply to most

sectors of the economy. In brief, al investment proposals by foreign interests in the natural gas industry
above certain thresholds need prior approva and therefore need to be notified to the Government. The
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general notification threshold for either a direct acquisition of a substantia interest in an existing
Australian business or for an offshore takeover is $50 million, while the notification threshold for the
establishment of a new business is $ten million.

The ultimate objective of Australia’s foreign investment screening system is to encourage foreign
investment while allowing the Australian Government to determine whether foreign investment is or is not
contrary to Australid s nationa interest. This is done by implementing the ‘national interest test’ (i.e. a
negative test rather than a prescriptive test to a list of criteria, whereby the onus is on the Australian
authorities to have reason to reject a proposal, rather than on the investor to show benefits to Austraia
resulting from a proposal). Through the national interest test, the foreign investment screening process is
applied on a non-discriminatory basis as to the source economy of investment funds. Very few proposals
are rejected using thistest.

6.6 Miscellaneousissues

6.6.1  Existing contractual rights

In reaching agreement on reforms to the gas industry, it was acknowledged that existing contracts
would merit some protection. Accordingly, the Gas Pipelines Access Code provides that a regulator must
not make a decision that would impede the existing rights of a user to obtain services, or deprive any
person of a contractual right that existed prior to the submission of an access arrangement or the
notification of a dispute, other than an exclusivity right which arose on or after 30 March 1995. An
exclusivity right is a contractual right that expressly prevents or limits a service provider from supplying
servicesto certain parties.

6.6.2 Environmental issues

Reformsto the natural gas industry have not been made with specific environmental objectivesin
mind. However, as energy market reform proceeds towards full implementation, it is envisaged that
natural gas will increasingly be used as an alternative to other fossil fuels for electricity generation and
energy supplies, resulting in a significant reduction in greenhouse gas emissions.

Existing fuel taxes reflect a preference for fuel sources that are a lower source of greenhouse gas
emissions and other pollutants. For example, natural gas and liquefied petroleum gas (LPG) are currently
not subject to excise. Excise duty applies to refined petroleum products and certain crude oil and
petroleum condensate used as fuel substitutes, as well as stabilised crude petroleum oil and condensate
produced from onshore and some offshore projects.

The major excisable refined products include gasoline (leaded and unleaded petrol and aviation
gasoline), diesel fud, kerosene (including aviation turbine kerosene), and fuel and heating oil. The rates of
excise applicable are based on intended end use. The highest rates are imposed on on-road transport fuels
such as gasoline and automotive diesel fuel. Concessiona rates apply to products used for non-transport
fuel use —for example, heating oils, kerosene and fud ails.

6.6.3 Long-term contracts

From the time of the development of the natural gas industry in Australia, the majority of gas
produced has been supplied under long-term contracts that commonly included take-or-pay and annual
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contract quantities commitments. Although the duration of contracts has varied, contracts negotiated in the
early stages of the market were typically for terms of 20 years and in some cases 30 years. At that time,
the justification for these terms was the buyer’s and seller’s need to underwrite significant up-front capita
expenditure and the buyer’ s need for security of supply.

However, as the market in Australia has developed, this justification has become less relevant
and in some cases long term contracts have instead become regarded as a barrier to entry for other
producers. While the term of gas supply contracts has tended to become shorter, a large proportion of
current contracts are typically for terms of 10-15 years. The predominance of long-term contracts is not
expected to lessen until parties are able to source gas from different suppliers with varying terms and
conditions. This has been demonstrated in Western Australia where, given the greater number of
competing production joint ventures than elsewherein Australia, some larger gas users are now adopting a
portfolio approach to gas supply contracts with a combination of long term, medium term and shorter term
supply contracts.

There are indications that producers in eastern Australia are now encountering indirect
competition between basins as the major long-term contracts wind down. Furthermore, recent
interconnection of transmission pipelines of the Victorian and New South Wales markets, the impending
entry of the Eastern Gas Pipeline from Victoria to New South Wales and several proposals to source gas
externaly to Australia, are likely to bring competitive pressure on the producers and impact on contract
terms.

A transition to separate marketing by production joint venture members in the future is also
considered likely to result in varying contract terms and conditions given the expected differences in
incentives between firms within the joint venture. While no separate marketing currently takes place in
Australia, due in part to the relative immaturity of the market, this is expected to change as the market
moves from a project-based market to a commodity market.

6.6.4  Soot and futures market trade in gas

The proportion of gas traded on the spot or future market in Australia is currently negligible.
Victoriais the only State in Australia to have introduced a wholesale gas spot market. The market is till
in its infancy, with trading activities accounting for a small proportion of the market. For example, spot
trading accounted for between 3 and 8 per cent of total Victorian gas demand monthly during the period
August to December 1999.

7. Key competition issues

7.1 Application of and enforcement of competition law

In addition to its role as regulator for gas transmission pipelines, the ACCC is responsible for
administering and enforcing the national competition and consumer protection laws enacted in the Trade
Practices Act 1974 (TPA). The administration of regulatory functions and competition law functions
within the one organisation in Australia is unique. By contrast, a large proportion of countries have
separate institutions administering the regulatory functions and general competition law.

Broadly speaking, Part 1V of the TPA prohibits a range of anti-competitive conduct including:
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* anti-competitive agreements and exclusionary provisions (s.45) which relate to, for example,
market sharing and price fixing;

» misuse of market power (s.46). If a business has market power it is prohibited from taking
advantage of that power for the purpose of eliminating or damaging a competitor, or preventing
the entry of a person into any market;

* exclusive dealing (s. 47). Section 47 prohibits anti-competitive exclusive dealing that has the
purpose or effect of substantially lessening competition in a relevant market;

* resale price maintenance (s. 48);

» mergers that have the effect of substantially lessening competition in a substantial market for
goods or services (s.50).

Conduct that may substantialy lessen competition under the TPA may be granted authorisation
under the TPA, which is a mechanism that provides immunity from legal proceedings for certain
arrangements or conduct that may otherwise contravene the Act.

Authorisation may be granted on the grounds of prevailing public benefit. The ACCC must be
satisfied that the arrangement results in a benefit to the public that outweighs any anti-competitive effect;
or that the conduct results in such a net benefit to the public that the conduct should be allowed to occur.
Decisions made by the ACCC in relation to authorisations can be appeaed to the Australian Competition
Tribunal.

For example, conditional authorisation was granted for the participants in the North West Shelf
Project to discuss and agree on common prices, terms and conditions for the sale of natural gas made
available from the proposed expansion of the Project to domestic customers. The parties were also
conditionally authorised to co-ordinate their method of marketing and selling gas. This authorisation was
granted for a seven years period on the basis that the public benefits likely to result from the expansion
would outweigh the anti-competitive effects.

In addition, in limited circumstances statutory exemptions for certain prohibited conduct is
available under section 51(1) of the TPA. Prior to 1995, section 51(1) enabled the Commonwealth, the
States and Territories to exempt conduct in areas otherwise subject to the TPA. Since then, statutory
exemptions have continued to be available, but only where the legidation or regulation expresdy refersto
the TPA.

7.2 Market definition issues

In the Australian gas industry, the most recent court consideration of market definition was by the
Australian Competition Tribunal in 1997.3 This matter was in the context of the Tribunal’s review of the
ACCC's determination revoking authorisation of the Australian Gas Light Company’s gas supply
arrangements from the Cooper Basin to New South Wales.
721 Product market

The Tribunal stated that the natural gas market extends at the margin to encompass, at times,

aternative and complementary energy sources, principally electricity. It aso found that there were three
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product markets of relevance to the application, namely natural gas, and the services of transmission and
reticulation (distribution).

The Tribuna aso considered that the content of the product market was expanding over time.
The Tribunal stated:

So far asthe natural gas market is concerned, the main factor is the relationship with electricity,
which has become much more important. In today’s market, gas and e ectricity may be substitute
fuelsin industrial, commercial and domestic uses, and they are complements in co-generation.*

However, the Tribunal recognised that in industrial applications, gas is the fuel of choice. The
Tribunal stated:

Statements from several industrial users as to the logic of their continuing choice among
alternative fuels, and from environmental authorities as to their attitudes and practices in the
regulation of industrial emissions and wastes, satisfy the Tribuna that (unless the supply of
natural gas somehow becomes unreliable or the costs of gas use relative to aternative fuels
become highly disadvantageous) natural gas will be increasingly entrenched in the market as the
industrial fuel of choicein NSW.°

In a recent decision, the ACCC® stated that competition between gas and electricity is more
common in the domestic and commercial segments than in the industrial segment. While gas and
electricity may be considered substitutes in a commercia or domestic environment in the sense that they
can be put to the same use, for example, heating, thisis not necessarily the case for large industrial users.

722 Geographic market

The Tribunal considered that the geographic scope of these markets was expanding over time,
from New South Wales in 1986 to southeast Australia (New South Wales, Victoria, South Australia and
Southern Queendand). In the Tribunal’s view’, the ‘future market’ would be Austraia-wide, including
offshore sources of gasin Western Austradia and the Northern Territory, and also Papua New Guinea.

The Tribunal concluded that just as the scope of the markets is expanding, so the market
structures are evolving from monopoly to at least ‘ contestability’ in present-day markets and possibly to
full workable or effective competition in the markets of the future.

723 Other factors

In view of the anticipated increase in competition between firms operating in the markets for gas
and for dectricity in the future, convergence between utilities is likely to become an increasingly
significant issue in the ACCC' s assessment of market definition in relevant markets.
7.3 Abuse of dominance

The ACCC has considered a limited number of cases of alleged abuse of dominance in the
natural gas sector since the introduction of the regulatory regimes from 1997. Of those considered, none of

the matters progressed to court either because the conduct ceased or a settlement was reached with the
ACCC.

131



DAFFE/CLP(2000)18

74

74.1

An overview of one of these matters and of the outcome s presented below.

AlintaGas/EPIC

In February 1998 the ACCC advised Gas Corporation (trading as AlintaGas) that it believed that
the agreement between AlintaGas and Epic Energy Pty Ltd for the haulage of gasto the An Feng
Kingstream Steel Project near Geraldton in Western Australia was anti-competitive.

In the ACCC’ s view, the agreement for haulage services involved the misuse of market power by
AlintaGas for an anti-competitive purpose. It concluded that AlintaGas had, by virtue of its then
ownership and operation of the Dampier-Bunbury Natural Gas Pipeline (DBNGP), which is the
only gas pipeline connecting the south west of Western Australia with the North West Shelf gas
fields, a substantia degree of market power for the haulage of gas.

The ACCC formed the view that AlintaGas misused its market power by offering access to the
DBNGP to Epic, under the agreement, on uncommercia terms and made for the purpose of
preventing the entry of a second competing pipeline to the market.

The ACCC advised the parties that it believed that such conduct was at risk of contravening
sections 45 and 46 of the TPA and that the appropriate course was to not proceed with the
agreement.

In light of the ACCC's concerns, AlintaGas advised that it had decided not to proceed with the
agreement.

Other competition enforcement issues

Anti-competitive arrangements

In the past two years, there has been only one case involving an aleged anti-competitive

arrangement in the gas industry that has been pursued by the ACCC. The number may be low in part
because firms may apply for authorisation of certain arrangements, as outlined above.

Gasgo

In May 1999, the ACCC ingtituted proceedings against Gasgo, a company that buys natural gas
and on-sells it, mostly to the Northern Territory Power and Water Authority (PAWA). The
ACCC dleged that, in January 1999, Gasgo had given or threatened to give effect to a pre-
emptive right clause in a 1985 gas purchase agreement between Gasgo and the Mereenie
Producers in respect of natural gas proposed to be supplied by the Mereenie Producers to a
competitor of PAWA, NT Power Generation Pty Ltd.

The Mereenie Producers are collectively a group of companies that supply natural gas from the
Mereenie gas field in the Amadeus Basin of the Northern Territory. NT Power is the owner of a
gas powered electricity generation plant located at Mount Todd in the Northern Territory. It
proposed to supply electricity to consumers in the Darwin/Katherine area of the Northern
Territory.
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The pre-emptive right required the Mereenie Producers, prior to selling gas to third parties, to
first offer that gas to Gasgo at the same price and for the same quantity. Gasgo then had a limited
time in which to choose whether to accept the offer, or aternatively decline or waive its rights
with respect to that gas, in which case the Mereenie Producers could then sell that gas to the third

party.

The gas sold to Gasgo is predominantly used by PAWA for the generation of electricity for sale
to industrial, commercia and domestic consumers in the Darwin/K atherine area.

The ACCC alleged that this conduct was in breach of section 45 of the Trade Practices Act 1974
which prohibits firms from giving effect to a contract, arrangement or understanding that has the
purpose or likely effect of substantially lessening competition.

The ACCC's primary objective in instituting these proceedings was to prevent Gasgo from
exercising its pre-emptive right. This objective was achieved when Gasgo agreed, by way of a
court enforceable undertaking, not to exercise its pre-emptive right in respect of gas sales by the
Mereenie Producers to any third party wishing to use that gas for the commercial generation of
electricity for supply to customers in the Darwin/Katherine area.

The ACCC viewed the pre-emptive right as a significant barrier to entry for any potential new
entrant to the commercia electricity generation market in the Northern Territory. The aim of the
undertaking was ensure that any potential new entrant would be able to secure a supply of natural
gas from the Mereenie Producers, without Gasgo having aright of first refusal.

Mergers

Section 50 of the Act prohibits acquisitions that would be likely to substantially lessen

competition in a substantial market in Australia, in a State or in a Territory. Merger law is especialy
important given the absence of a divestiture law in Australia that enables existing firms to be broken up
and the substantial number of privatisations that have been occurring at all levels of the energy markets.

In the assessment of a merger proposal, the ACCC follows its published Merger Guiddines,

which outline its policy for administration and enforcement of those provisions of the TPA that deal with
mergers and related matters. The guidelines state the factors taken into consideration by the ACCC when
considering a merger proposal.

An overview of the key gas industry mergers that were considered by the ACCC in the past two

years are outlined below.

Bora/Allgas

Allgas Energy Limited was initially the subject of takeover bids from Texas Utilities and Boral
Energy Resources Limited. Given its existing interests in gas distribution and retailing, the bid
by Bora was considered by the ACCC to potentialy lessen competition in the relevant markets.

The Brishane domestic and commercia gas loads, together with most industrial loads in the
Brisbane metropolitan area, are supplied by Bora on the northern side of the Brisbane River and
by Allgas on the southern side. Bora is a gas retailer and also operates Envestras gas
digtribution network. Allgas had a combined gas retail and distribution business. Boral and
Allgas were assigned retail/distribution franchise areas by the Queendand Government that were
proposed to be phased out in the transition of the market to contestability.
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7.4.3

Market inquiries undertaken by the ACCC indicated that there was aready competition between
Allgas and Bora in the supply of gas to industrial customers, and that this competition was
expected to increase when the market was deregulated. Contracts had already been written with
customers in anticipation of deregulation at rates lower than those offered under previous
contracts. The ACCC concluded that this competition would be lessened if the acquisition were
to proceed.

Inquiries identified a number of factors that indicated that barriers to entry were high. There was
also evidence that sources of competitive gas supplies to new entrants were limited. The
incumbents existing long-term take-or-pay contracts with gas producers gave them a strong
advantage in terms of retaining existing customers. In particular, the take-or-pay obligations
would have given the incumbents an incentive to do everything possible to retain their existing
customers, and would have had the effect of deterring new entrants.

After extensive consideration, the ACCC concluded that entry was not likely to occur, nor occur
on such a scale, and in a sufficiently short time as to compensate for the loss of competition
between Allgas and Boral when the Queensland market was deregulated. The ACCC also found
that the threat of new entry was not sufficiently credible to constrain the merged entity.

The ACCC therefore concluded that the acquisition was likely to substantialy lessen
competition. The ACCC sought an undertaking from Boral not to proceed with its proposa to
acquire Allgas.

Energex, a Queendand based electricity utility, subsequently announced a takeover bid for
Allgas. Bora then advised the ACCC that it would not proceed with its bid, stating that
Energex’ s bid had gone beyond an amount that Boral was prepared to pay for Allgas.

Energex/Allgas

On 27 July 1998 the ACCC announced that it would not intervene in the acquisition by Energex
of Allgas.

Energex is an electricity utility based in southeast Queendand that serves just under one million
customers. At present the only other franchise electricity retailer in Queendand is Ergon Energy.
Following reforms by the Queensland Government the customer franchises held by the existing
electricity retailers are being progressively removed to enable users to purchase electricity
directly from generators or from other retailers. The entire Queensland market is expected to
become contestable by January 2001.

The ACCC noted that the gas and electricity industries in eastern Australia were undergoing
substantia regulatory reform, including the move toward a national electricity market, a national
code on access to gas pipelines, and ongoing State programs to progressively remove franchises
held by incumbent retailers.

The ACCC considered that there were, at the time, separate gas and electricity markets in
Queendand, and that Energex and Allgas did not compete in the same market.

Privatisations

The ACCC has considered a significant number of privatisationsin the gas sector in recent years.
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The ACCC has no role in advising governments on whether assets should be sold or on the
structure of the markets. However, proposed acquisitions of government assets or businesses by private
sector companies, suppliers or customers are till subject to section 50 of the TPA and are examined by the
ACCC.

In the past two years, the ACCC has assessed the sale of a number of Victorian gas assets,
including each of the three retail/distribution businesses and the gas transmission business, Transmission
Pipdines of Australia. The ACCC took a pro-active role in the sale process and liaised with the State
Government on potential competition issues raised by the bidders prior to the sales.

In relation to the sale of the retail businesses, the ACCC did not raise any concerns with the
majority of bidders. Its considerations included an assessment of the competitive impact of the sale of the
retail businesses on other Victorian electricity retail businesses. The ACCC' sinquiriesindicated that some
degree of convergence between gas and eectricity retail/distribution businesses might result in efficiency
gains. Given the number of participants in the market with ‘dual fuel’ capabilities, this convergence was
unlikely to substantially lessen competition. The ACCC will, however, continue to monitor future cross-
utility merger proposals on a case-by-case basis.

In relation to the sale of Transmission Pipelines of Australia, the ACCC considered that its saleto
GPU Powernet could potentially raise some competition issues. Given that GPU Powernet also operates
the State electricity transmission network, this would potentially place the owner of eectricity and gas
transmission networks in a position to influence the development of the energy industry, particularly in
Victoria. However, on the basis of market inquiries it appeared unlikely, in this particular situation, that
significant competitive detriment would be likely to occur. Accordingly, the ACCC did not oppose any of
the Victorian asset sales.
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NOTES

1 Data from Australian Energy: Market Developments and Projections to 2014-15, ABARE,
April 1999.

2. Source: Report of the Upstream Issues Working Group to ANZMEC and COAG, Upstream
I ssues Working Group, December 1998, p.12.

3. Australian Competition Tribunal, Review of ACCC Determination revoking Authorisation
No A90424 (No VI of 1996), 14 October 1997.

4, Australian Competition Tribunal Decision, p. 95.

5. Australian Competition Tribunal Decision, p. 68.

6. Australian Competition & Consumer Commission, Determination: Application for Authorisation

— North West Shelf Project, 29 July 1998, pp. 23-25.

7. Australian Competition Tribunal Decision, pp. 94-95.
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AUSTRIA

1 Industry overview: regulatory framework and market structure

11 National context and key regulation

Full liberaisation of the Austrian energy market (including also natural gas) leading to
competitiveness and job security isthe key objective of the Austrian government.

This objective should be reached with aview to Austria’s general energy policy goals:
- cost effectiveness;

- security of supply;

- environmental compatibility;

- social compatibility.

The EU Gas Directive went into force on 10" August, 1998 and has to be transformed by the
Member States into national law within a period of two years.

At present a new Austrian Gas Act is in preparation, the bill of this law will be submitted to
Parliament for decision in spring 2000.
12 Regulatory ingtitutions

As aready mentioned the new Gas Act is under preparation, this questions cannot be answered
before adoption of Parliament which is expected in spring 2000.
13 Key features of the demand for gas

In 1998, 20 percent of the natural gas consumption are used in powerplants, 45 percent by
industry for generating electricity and production processes and 35 percent by the residential/commercia

sector.

Nearly all power generators can be fired either by gas or ail or coal. In Austria import prices as
well asfina prices are effected by inter-fuel competition.
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14 Key features of the supply of gas. market structure

Two companies are engaged in the exploration of Austrian gas reserves. OMV AG (market share
in 1999 approx. 60 percent) and RAG (market share in 1999 approx. 40 percent). Nearly 20 percent of
Austria s gas consumption are produced domestically. The main gasfields are situated in Upper and Lower
Austria.

80 percent of the gas consumed in Austria is imported. Austria's main supplier is Russia
(88 percent). Further amounts of gas are imported from Norway (seven percent) and Germany
(five percent).

The structure of the Austrian gas Industry as well as its ownership can be seen in the attached
graph (attachment 1).

The most important import and transmission pipelines are the West-Austria Gasleitung (WAG)
and the Trans-Austria Gadeitung (TAG) but aso the HungariaAustria-Leitung (HAG) and the Sid-Ost-
Leitung (SOL) owned by the OMV. The location of these pipelines can be seen in the attached map
(attachment 2).

There is effective competition between the two gas producing companies in Austria. Both of
them are aso vertically-integrated into gas transmission and storage. There is also competition between
pipelinesin some area.

In the attached Structure of the Austrian Gas Industry (attachment 1) the main gas transmission
and distribution companies can be found. In Austria there are no regiona monopolies. Some of the
distribution companies are integrated into transmission - but only to avery small extent.

Thelegd status of the gasindustry’ s employees is the same as in private corporations.

OMYV is dso active in oil industry, chemical industry and refinery. Some of the gas distribution
companies are providing el ectricity and heat servicestoo.

15 Key features of the regulatory regime

Competing sources of gas production are permitted in Austria as well as gas importation. These
firms are also alowed to be integrated in gas transmission. As Austria has to implement the EU Gas
Directive, third party access will be granted according to this Directive, by the enactment of the new

Austrian Gas legidlation.

Competition is also permitted between transmission pipelines, storage and retailing.

16 Entry regulation

In Austria there are licensing systems for construction, operation and closing down gas
production, storages and pipeline systems. These licenses are generally based on technical, environmental
and right of passage conditions.

The main objective of the Austrian government is a total liberalised energy market with full
competition for al firms and the right even for small customersto choose their suppliers for energy.
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1.7 Access regulation

In Austria there isn't any obligation to interconnect with a rival pipeline or gas producer
determined in the legidation.

Prices for the use of pipelines are not determined by authorities. According to the new Austrian
Gas Act digtribution and transmission companies will have to publish their tariffs and other terms and
obligations for use of their systems.

18 Priceregulation

Gas prices are not determined but monitored by the Austrians authorities. In exceptional cases
when market forces do not suffice the authorities are entitled to determine prices temporarily.

According to the monitoring system for gas prices which will be established together with the
new Austrian Gas Act al price related data must be provided by the gas industry to the responsible
Austrian authorities.

19 Non-commercial service obligations

Public service obligations are taken into consideration in the EU Gas Directive. Such obligations
may, when justified in the general economic interest, be imposed by public authorities on service operators
such as gas companies when the market fails to provide the service in question or when considered
necessary to protect consumers as well as the integrity and safety of the system.

Also the new Austrian Gas Act will include public service obligations laid on the gas industry.
The cost of these obligations should be made transparent and born by those taking profit of them.

1.10 Separation and unbundling

Like the Gas Directive also the Austrian Gas Act will require accounting separation.

The accounts of all integrated natural gas undertakings will have to be separated for different
activitiesto avoid discrimination, cross-subsidisation and other distortions of competition.

Provisions for unbundling are under discussion at present and will be enacted together with the
new Gas Act.
111 Trade and investment issues

There are neither import nor export gas trade monopolies in Austria. For monitoring and supply
security purposes export and import contracts have to be notified to the public authority.

There are no controls on foreign ownership or foreign investment.
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1.12 Miscellaneousissues

Concerning potentia serious economic and financia difficulties related to take or pay-
commitments accepted in one or more gas-purchase contracts the EU Gas Directive regulations will be
implemented by Austriain full accordance.

So the Gas Industry Law will take into account that in such cases an application for a temporary
derogation from access to the system may be sent to the public authorities without delay. The application
and al relevant information on the nature and extent of the problem and on the efforts undertaken by the
gas company to solve the problem has to be analysed. Only if alternative solutions are not reasonable and
the economic and financial difficulties proved to be serious public authorities may decide to grant a
derogation.

Due to environmenta objectives and socia compatibility natural gas in Austria receives another
energy tax treatment as for example oil and electricity. Vaue added tax-percentage is equal for all energy
Sources.

About 90 percent of gas production and imports are tied up with long term commitments. As
aready mentioned 80 percent of the gas consumed in Austria has to be imported mainly from non EU
member countries. So there will be no significant changes concerning the duration of gas contracts in the
near future.

Due to the ongoing liberalisation of gas marketsin all of Europe a tendency towards shorter-term
contracts isto be expected in the long run.

2. Key competition issues

2.1 Application and Enforcement of Competition Law

The Austrian Cartel Act of 1988 fully applies to the gas sector without any specific exemptions
or exceptions.

Decisions are held by the Cartel court. Procedure at Cartel court provides legal parties
(Amtsparteien). Position as legal party is granted by Sector 43 of Cartel Act to:

- the Finanzprokuratur (Counsdl of the Federal State);

- the Federal Chamber of industry and commerce;

- the Conference of the presidents of the Chambers of agriculture;

- the Federa Chamber of employee.

In procedure of merger the presiding judge may request for an expertise of the joint committee,

which consists of experts in the field of Economic Affairs or Cartel and Competition Law (Section 133
Cartel Act).
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2.2 Market definition issues

In the last years the question of market definition within the gas sector has arisen only once. The
case concerned a merger between EVN — the monopolistic lower -Austrian energy distribution company —
and the Burgenland Holding — a holding for the sole energy distributor of the Burgenland. The Joint
Committee of Cartel Matters defined the gas distribution market within the exclusive distribution areas of
the two companies as rdevant. As natural gas is used 2/3 in the production of heat and 1/3 in the
production of eectricity. The Committee looked into the possible substitution effects of aternative means
of production for heat and electricity. As the market of heat and energy production were seen as highly
competitive, no objectionsto this merger were found.

2.3. Abuse of dominance

No legal action was taken by any complainant.
24 Other competition enforcement issues

Only one second merger case came up during the last years, concerning the gas sector. It passed
the examinations by the legal parties without any veto.

141



DAFFE/CLP(2000)18

Structure of the Austrian Gas Industry

Domestic
production

Imports

Gas-supply

companies

oMY

35,0 % Osters. Industrieholding AG

45,4 % Diversificd holdings

19,6 % International Petroleum
Investment Company (IPIC)

RAG

75 % RAG-Beteiligungs-AG
25 % SHELL (Austria AG)
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Fufinote {:

Fufinote 2:

Fufinote 3:

Fubnote 4:

FuBinote 5:

RAG-Beteiligungs-AG

40,00 % EVN AG
40,00 % Bayemwerk AG
10,00 % Salzburger AG fuir Energiewirtschaft

10,00 % Steirische Ferngas AG

AUSTRIA FERNGAS Ges.m.b.H.

23,75% EVNAG

23,75% Steirische Femgas AG

23,75% WIENGAS GmbH
1,00 % BEGAS - Burgenland.

Erdgasversorgungs AG

1,00 % KELAG ~ Kdmtner Elektrizitits AG
1,00 % Oberosterreichische Ferngas AG
1,00 % Salzburger AG fiir Energiewirtschaft
1,00 % VEG ~ Vorariberger Erdgas GmbH

FERNGAS BETEILIGUNGS AG

68,23 % OMYV Erdgas-Beteiligungsges.m.b.H
10,59 % E-Werke Wels

10,59 % SBL

10,59 % ESG

Energie Steiermark Holding
75,00 % Land Steiermark
25,00 % Konsortium der Electricité de France

(EdF) und Gaz de France (GdF)

Importe aus

Russische Foderation, Norwegen und Deutschland OMV)
Norwegen (AFG)

Deutschland (VEG)
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CANADA

1 Industry overview: regulatory framework and market structure

11 National context and key regulation
What are the government’ s primary objectives for this sector?
The main objectives of current federal energy policy areto ensure:
- that Canadians have secure, reliable access to competitively priced energy supplies,

- that development of Canadian energy resources and associated technology offers the
maximum economic benefit to Canadians; and

- that Canadas energy needs are met and that energy production and consumption are
environmentally responsible.

The government has a market-oriented policy for the natural gas sector. Canada's energy policy
framework allows the marketplace to determine natural gas prices and supply, without undue government
involvement or burdensome regulations.

The best assurance that Canadian consumers will have reliable and reasonably priced supplies of
energy isto have a healthy producing sector. Thisis fostered by market-determined commodity prices and
assured market access.

Since deregulation in 1985, natural gas prices in Canada have been determined by markets.
Market pricing has resulted in lower energy costs for Canadians compared to the preceding period of
regulated prices.

Through trade agreements with the US and Mexico, Canada has secured market access for
Canadian natural gas producers.

Natural gas will also expected to help in the challenge of climate change, sinceit is aless carbon-
intensive than other fuels.

What is the title, date and main purpose of the key governing legislation or regulation in this
sector?

Jurisdiction over energy policy is divided between the federal and provincial governments. The
provinces generally own energy resources, and develop energy policies and regulations associated with the
management of those resources. Federal powers are associated with federal lands (mostly in the offshore
and the Arctic), with inter-provincial and international movement of energy and energy-using equipment,
and with projects extending beyond a province's boundaries.
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The major piece of legidation concerned with inter-provincial and international movement of energy is the
National Energy Board Act. Details are provided below.

12 National energy board act (1959)

The purpose of this statute is, in part, to regulate the construction and operation of pipelines and
the exportation of oil and gas resources.

Key regulations made under that statute are:

- Gas Pipelines Uniform Accounting Regulations (1983)

- National Energy Board Act Part VI (Oil and Gas) Regulations (1996)
- National Energy Board Act Cost Recovery Regulations (1990)

- National Energy Board Act Export and Import Reporting Regulations (1995)
- National Energy Board Pipeline Crossing Regulations, Part | (1988)
- National Energy Board Pipeline Crossing Regulations, Part 11 (1988)
- National Energy Board Rules of Practice and Procedure, 1995

- Onshore Pipeline Regulations (1989)

- Pipeline Arbitration Committee Procedure Rules, 1986

- Pipdine Overhead Crossing Order (prior to 1978)

- Toll Information Regulations (1979)

The National Energy Board Act (“NEB Act”) and Regulations aso apply in the Accord areas
provided that there is no conflict or inconsistency with the Accord legidation.

Currently, there is no such inconsistency.

The following would apply on federal lands, excluding the Nova Scotia and Newfoundland
Accord areas.

Canada Petroleum Resources Act (* CPRA” )(1986)

The purpose of this piece of legidation is to regulate the issuance of interests (exploration
licences, significant discovery licences and production licences and to establish the royalty regime. It
appliesto both oil and gas.

Key Regulations made under that statute are:

- Environmental Studies Research Fund Regions Regulations (1987)

- Frontier Lands Petroleum Royalties Regulations (1991)

- Frontier Lands Registration Regulations (1988)

Canada Oil and Gas Operations Act (* COGA”) (1992 -- Formerly the Qil and Gas Production
and Conservation Act)

The purpose of this statute is to promote safety, protection of the environment, conservation and
joint production agreements in respect of the exploration for and exploitation of oil and gas. This is the
technical statute.

K ey Regulations made under that statute are:
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- Canada Oil and Gas Certificate of Fitness Regulations (1986)

- Canada Oil and Gas Diving Regulations (1988)

- Canada Qil and Gas Drilling Regulations (1982)

- Canada Oil and Gas Geophysical Operations Regulations (1966)

- Canada Oil and Gas Installations Regulations (1996)

- Canada Oil and Gas Operations Regulations (1983)

- Canada Qil and Gas Production and Conservation Regulations (1983)
- Canada Oil and Gas Spills and Debris Liability Regulations (1990)

The following appliesin the Nova-Scotia Accord Area:
Canada - Nova Scotia Offshore Petroleum Accord | mplementation Act (1988)

This Act creates ajoint management regime for offshore oil and gas. Part | of the Act creates the
joint Board, Part Il mirrors the CPRA and Part 111 mirrors the COGOA. The other parts deal with various
funds and fiscal regimes etc.

Thereisaprovincia version of this statute that is almost identical.
Key Regulations are:

- Canada-Nova Scotia Oil and Gas Spills and Debris Liability Regulations (1995)

- Nova Scotia Offshore Area Petroleum Diving Regulations (1995)

- Nova Scotia Offshore Area Petroleum Geophysical Operations Regulations (1995)

- Nova Scotia Offshore Area Petroleum Production and Conservation Regulations (1995)
- Nova Scotia Offshore Certificate of Fitness Regulations (1995)

- Nova Scotia Offshore Petroleum Drilling Regulations (1992)

- Nova Scotia Offshore Petroleum Install ations Regul ations (1995)

- Nova Scotia Offshore Revenue Account Regulations (1993)

- Nova Scotia Offshore Revenue Fiscal Equalisation Offset Payments Regul ations (1996)
- Offshore Area Exclusion Order (1987)

The following appliesin the Newfoundland Accord Area:

Canada - Newfoundland Atlantic Accord I mplementation Act (1987)

This Act creates ajoint management regime for offshore oil and gas. Part | of the Act creates the
joint Board, Part |1 mirrors the CPRA and Part 111 mirrors the COGOA. The other parts deal with various
funds and fiscal regimes etc.

Thereisaprovincia version of this statute that is almost identical.
Key Regulations are:

- Canada-Newfoundland Oil and Gas Spills and Debris Liability Regulations (1988)

- Newfoundland Offshore Area Oil and Gas Operations Regulations (1988)

- Newfoundland Offshore Area Petroleum Diving Regulations (1988)

- Newfoundland Offshore Area Petroleum Geophysical Operations Regulations (1995)

- Newfoundland Offshore Area Petroleum Production and Conservation Regulations (1995)
- Newfoundland Offshore Certificate of Fitness Regulations (1995)

- Newfoundland Offshore Petroleum Drilling Regulations (1993)

147



DAFFE/CLP(2000)18
- Newfoundland Offshore Petroleum Installations Regulations (1995)
- Newfoundland Offshore Petroleum Resources Revenue Fund Regulations (1995)
13 Regulatory ingtitutions
Who are the key regulatory and policy-making agencies in this sector? Briefly, what are their
structure and responsibilities? What are their relationships to one another? To what extent is
the regulatory ingtitution independent of the government? Is the regulator headed by a
commission or by a single person?
The key regulatory agency for international and inter-provincial trade, and regulation of
international and inter-provincial pipeline tolls and tariffs, is the Nationa Energy Board (NEB). For
further information on the NEB' s responsihilities, see attachment 1.

Provincial agencies regulate activities under provincial jurisdiction, which includes resource
development, and natural gas distribution.

The key policy-making institution is Natural Resources Canada (“NRCan”). For more
background on NRCan’ sroles and responsibilities, see attachment 2.
14 Key features of the demand for gas

What are the primary uses of gas in your economy? In particular, what proportion of gas
consumption is used to generate el ectricity?

Primary uses. heating - residential and commercia (40 percent), industrial use (50 percent),
electric power generation (ten percent).

For which of these uses can consumer s substitute other fuels (such as ail, coal or electricity)?

A proportion of natural gas use in the industrial and electric generation sectors is substitutable
with other fuels, primarily fuel oil.

Which and what proportion of gas users are prepared to purchase interruptible gas supply?

Interruptible volumes account for 20-30 percent of gas exports. Marketers purchase most
interruptible volumes for export. Industrial users tend to purchase interruptible volumes in their gas supply
portfolios.

15 Key features of the supply of gas. market structure

Please briefly summarise the overall market structure in the gas industry: Who are the major
firms and in which segments of the industry do they operate?

Producing Sector
Major gas producers include PanCanadian, BP Amoco, Petro-Canada, Alberta Energy Company
and Canadian Natural Resources Limited. The Western Canada Sedimentary Basin (WCSB) contains some

45 000 producing gas wells in about 20 000 pools. There are over 200 gas producers but, only the major
producers have a marketing subsidiary; the remainder tends to have large marketers selling on their behalf.
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Gas Transmission

TransCanada Pipelines extends over some 2000 miles from the WCSB to eastern Canada. The
Westcoast Energy system collects and distributes gas in British Columbia. Alliance Pipeline is under
construction and will extend from WCSB to Chicago. Alliance and TransCanada will be in direct
competition. A negligible amount of gas reaches consumers through a bypass of a distribution system.

Gas Distribution

The main distributors are: Union Gas, Enbridge Consumers Gas (Ontario), Gaz Métropolitain
(Québec), Centra Gas (Manitoba), SaskEnergy (Saskatchewan), ATCO Gas (Alberta) and BC Gas (British
Columbia). Each distributor operates in its own franchise area and they are not integrated into
transmission.

Gas Retailing

Agent/Broker/Marketer are very active in the Ontario (the largest market) but this function is
primarily done by gas distributors in other provinces. These retail marketers are not integrated with the
distributors and are not involved in transportation; only buying and selling gas supplies.

Generd

The major producers and transmission pipelines are publicly traded companies. The magjor
digtributors are generaly owned by transmission companies. Some gas distribution companies are
involved in the provision of services in non-energy unregulated businesses (e.g. water). Some pipeline
companies have subsidiaries involved in electric power generation.

16 Key features of the regulatory regime - a national energy board perspective

In responding to the specific questions posed, the National Energy Board (the Board or NEB)
focussed exclusively on its mandate regarding regulation over natural gas pipelines as set out in the
National Energy Board acts (the NEB Act). The Board has federal regulatory authority over the
construction, operation, and abandonment of inter-provincial and international oil, gas, and commodity
pipelines and over the setting of tolls and tariffs with respect to those pipelines.

With some notable exceptions (Westcoast’s gathering and processing and the Sable off-shore),
the Board does not exercise regulatory authority over gas gathering and processing, gas distribution, and
gas storage facilities - these are typicaly regulated by various provincial regulatory authorities.

Geography and the associated long distances between gas supply sources and main markets have
had a significant and direct impact on how gas is traded/transported in Canada.

Given those logistics, there is virtually no pipeline-on-pipeline competition in Canada to serve
domestic and export markets - that is, there have been few entrants, those willing to pay the high price tag
associated with pipeline construction in Canada - the effect is that each gas pipeline is a virtual monopoly
having essentialy carved out its own niche market - that situation is slowly changing as can be seen from
the following.

In Canada, most of the gas supply transported in inter-provincial and internationa trade is
produced from fields located in the Western Canadian Sedimentary Basin (the Provinces of British
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Columbia, Alberta, and Saskatchewan - the WCSB), with additional supplies just recently becoming
available from Canada's offshore fields (e.g. Sable Island), but which for now will serve markets in close
proximity - i.e. the Maritimes and the US Northeast markets.

In addition, recent gas pipeline facility additions will allow more US and/or Canadian supply to
be delivered via the US interstate pipelines to serve Canadian domestic markets in Ontario and Quebec,
e.g. Vector. There is therefore virtually no competition between Canadian producing supply basins - there
is however, between individual producers. Basin-to-basin competition could occur in the near future as the
Sable Idand producers compete with WCSB producers for the same domestic and export markets. This
would be a business decision, one over which the Board would have no regulatory authority. The Board's
regulatory authority would be over the congtruction and operation of the necessary connecting pipeline
facilities; the Board would have to make a finding that those were in the Canadian public interest.

Recently, the new Board has made a significant shift from economic to physical regulation in
approving new pipeline facilities and facility expansions. That is, the Board has concerned itself less with
the economic justification of those facilities and more with whether those facilities will be constructed and
operated in a safe and environmentally sound manner - e.g. it will be the marketplace, through the
execution of long-term firm service agreements, which will determine whether those facilities will be
constructed. The Board is still required to determine that over the long term, those facilities will be used
and useful. i.e. is there sufficient supply, do those agreements ensure payment of the associated demand
charges covering the fixed costs associated with the construction and operation of those facilities etc.?

There are no regulations prohibiting producers from owning and operating gas pipelines. In fact,
recent new facilities have been very much producer sponsored and driven. e.g. Alliance and Sable.

Canadian gas pipelines have been “open access’ pipelines since the gas industry was deregulated
starting in 1985. Canadian federal and provincial governments decided to bring competition to the market
place by, among many other things, unbundling the transportation from the merchant functions of the
Canadian gas pipelines and thereby alowing: more shippers access to transportation networks; consumers
to negotiate directly with producers and marketers; and, allowing the marketplace to determine the price of
the commaodity.

A consequence of unbundling is that most gas pipelines have created their own marketing
affiliates to compete with the multitude of marketers who sprang up overnight to fill the void created when
the pipdines divested themsalves of the responsibility of purchasing and selling their own gas. There is
however a necessary arm’'s length relationship between the gas pipeline and its marketing affiliate, a
relationship which was not established in accordance with specific federa regulations, guidelines or
criteriaetc., i.e. it smply happened. The Board monitors that relationship and it has |egislative authority to
handle any complaints.

Gas pipelines are required to provide non-discriminatory “open access’ to al prospective
shippers provided they are able to comply with the various tariff provisions governing access and service,
including demonstration of supply, market, and financial integrity etc. Those provisions are set out in the
individual company tariffs which are approved by the Board and which can differ from pipeline to
pipeline. The Board and interested and affected parties follow events closely to ensure that the pipeline's
marketing affiliate is not accorded special transportation or other privileges.

The same principles regarding open access apply to Canadian gas pipelines constructed under the
Board'sjurisdiction to import gas from the US. That is, jurisdiction is restricted to Canadian pipelines and
the Board cannot apply that jurisdiction over US pipelines connecting Canadian pipelines at the
international border - those fall under the jurisdiction of the Federal Review Committee (“FERC”). Should
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it become necessary, the Board can force a Canadian gas pipeline to provide service to a US shipper
wanting to transport gas either to a Canadian market or in-transit, to a US market. (Refer to Q1.7/Access
Regulation)

As noted above, there is increasing pipeline-on-pipeline competition in Canada, and for that
matter throughout North America, as the industry in both countries becomes more fully integrated and as
shippers and marketers increasingly take advantage of swaps, displacements, increased access to storage,
and other marketing and transportation tools and services.

Regarding direct service to alarge consumers, typically for federally regulated gas pipelines the
Board has jurisdiction over the tie-in facilities (e.g. meter station or sales tap), whereas the provincial
regulator has jurisdiction over the downstream connecting facilities of the Loca Distribution Company
(LDC). The LDC will own and operate those connecting facilities in accordance with franchise rights
granted by the provincial regulator. A recent example of such adirect connect involved the construction of
aco-generation facility in proximity to afederally regulated gas pipeline by one of its affiliates.

1.7 Access regulation
Isthere an obligation to interconnect?

Qil pipelines are subject to a statutory obligation to “receive, transport and ddliver all oil offered
for transmission” on its pipeline. This “common carrier” obligation for oil pipelines is set out in
subsection 71(1) of the NEB Act.

On the other hand, gas pipelines are “contract carriers’ and may, for particular reasons, refuse to
enter into a contract to receive, transport and deliver gas for a certain shipper. In that situation, the shipper
may apply to the Board under subsection 71(2) of the NEB Act for an order, on terms and conditions
specified in the order, to require the pipeline company to receive, transport and deliver any gas offered by
the shipper for transmission on its pipeline. In most cases, the applicable toll would be set equd to the
tolls in effect for transmission of gas under smilar services over smilar transportation routes. Before
issuing such an order, the Board would consider the relevant facts and make a finding that granting the
order wasin the public interest.

Related to an application under subsection 71(2), there may be a requirement for additional
facilities. If it considers it necessary or desirable to do so in the public interest, the Board may require a
pipeline company under subsection 71(3) of the NEB Act to provide adequate and suitable facilities for the
receiving, transmission and delivery of the oil or gas offered by a shipper. The Board would only issue
such an order if it found that no undue burden would be placed on the company by requiring it to do so.

For reasons of market growth or other factors, there may be times when demand is greater than
the capacity available on certain pipelines. On oil pipelines, the available space is apportioned to al
shippers based on a pro rata alocation of their requested volumes. On gas pipelines, the available capacity
is designed and built on the basis of the aggregate contract demand (CD) volumes of all the shippers. On a
day-to-day basis, if shippers require more gas than their CD entitlement, they can contract for interruptible
or peaking services or draw down gas previously injected into storage. Increased demand, through
reguests for new or additional services, may trigger the need for an expansion of a pipeline, which would
be brought to the Board for consideration. An application for such an expansion usually would only be
approved if it were supported by shippers willing to sign long-term, firm service contracts.

By way of a specific example, Westcoast has initiated an “Interconnection Policy” with respect to
how shippers can connect to its gathering and processing facilities either in competition to or in co-

151



DAFFE/CLP(2000)18

operation with Westcoast. The Policy was devel oped to reduce the barriers to competition and to ensure an
orderly and economic devel opment of the WCSB.

18 Priceregulation

Underlying principles of price regulation?

In 1985, the Federa Government, by way of agreement with the three producing provinces,
effected an unbundling between the price of natura gas and the price of transportation. As aresult of this
agreement, natural gas prices have been completely deregulated in Canada since 1986. There are well over
600 gas producers located in the Western Canada Sedimentary Basin. Competition is strong and, in this
environment, there is no need to regulate well-head prices.

The Board is responsible for approving the tariffs on inter-provincial and international oil and gas
pipelines, but has no regulatory control over the prices of the commaodity.

The NEB Act only requires that tolls be just and reasonable and not unduly discriminatory.
Within this broad directive, the Board has considerable latitude to interpret what constitutes a just and
reasonabletoll.

A few examples will help illustrate the breadth of the Board' s latitude. These are as follows:

The Board is responsible for approving the tolls for gathering and processing on a system
owned by Westcoast Energy Inc. in Northeast British Columbia. The Board approved a
“light-handed framework” under which Westcoast negotiates rates with each individual
shipper; moreover, these rates are confidential and are not disclosed either publicly or to the
Board, except on an aggregate/average basis.

The rationale behind this approach is that gathering and processing is a contestable business
and, if the company does not provide reasonable rates, the service will be provided by
competitors.

TransCanada Pipelines Limited, the largest gas transmission system in Canada, provides a
service known as “parking and loan” service. Under this service, shippers may “park” gas at
points along the system and withdraw it a later date. The service is considered to be in
competition with storage services provided by other non-TransCanada owned facilities.
Accordingly, the Board approved market-determined rates for this service on the basis that it
is essentially a competitive market service.

More generally, the tolls on most of the major gas and oil Pipelines are determined according
to agreements that are negotiated between the pipeline companies and their shippers. These
agreements embody various forms of incentives, under which the Pipelines have
opportunities to retain additional revenues derived from cost saving measures and/or
opportunities to earn additiona revenues from providing discretionary services. The Board's
only criteria are that all parties agree to the terms and conditions that are negotiated and that
all affected parties were involved in the negotiations.
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- Tollsfor long-distance transmission on the major gas Pipelines must be published. Thetall is
generally a two-part toll, with a demand (or reservation) charge, which recovers the fixed
costs of the pipeline, and a small variable charge which recovers the variable operating costs.
To the extent that the demand charge is till based on a cost-of-service approach, assets are
valued at their historical cost, net of depreciation.

Although the Board does not have explicit pricing “policies’, the Board can be said to adhere to
the following guidelines:

- market-determined tolls are superior to tolls determined by regulatory fiat;
- wherever possible, encourage Pipelines and shippers to negotiate rates;

- where strong monopoly power exists, the Board stands ready to arbitrate disputes as
required.

19 Non-commercial service obligations

Arethere obligations one or more firmsto provide service to certain customers below cost?

NEB-regulated pipelines, being inter-provincial and international natural gas transmission
pipelines, do not provide service to individual residential end-users. Those customers typically receive
their gas through gas marketers and/or local distribution companies (“LDCs’) which are under provincial
jurisdiction. There is no obligation on federally- regulated pipelines to provide service below cost to any
targeted groups, such as low-income persons.

1.10 Separation and unbundling
Arethereregulatory controls on cross-subsidization?

Many NEB-regulated pipelines, including TransCanada Pipelines Limited and Westcoast Energy
Inc., conduct both regulated and non-regulated businesses within the regulated entity. Accounting
separation is the primary regulatory tool used by the National Energy Board to prevent and detect cross-
subsidization of competitive activities by the regulated ones. Books and records of regulated pipelines are
kept on the basis of a uniform system of accounts approved by the Board. Inter-corporate transactions
above prescribed dollar thresholds between certain regulated companies and non-regulated facilities are
reported periodically to the Board.

There are no regulatory provisionsin place preventing NEB-regulated companies from owning or
entering any particular businesses. While the Board has not used structural separation as a regulatory tool,
NEB-regulated companies hold their gas marketing operations in separate non-regulated affiliated
companies.

1.11 Trade and | nvestments | ssues

What is the nature of international trade in gas? Are there any restrictions on such trade? Are
there controls on foreign ownership or foreign investment?
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Canadaisthe second largest exporter of natural gasin the world, after Russia. Canada trades gas
only with the US. Canada exports over half of its production (54 percent) to the US, and aso imports
minor amounts from the US Canadian gas exportsto the USin 1998 were 3.1 Trillion Cubic Feet.

Natural gas exports are regulated by the NEB. Natura gas export licences (for long term exports,
over two years) or orders (for short-term exports) are required before exports are permitted. The NEB
monitors the supply and demand of natura gas, including the performance under existing export
authorisations. This ensures that the quantity of gas exported does not exceed the surplus remaining after
Canadian requirements have been met.

There are no set limits on how much foreign investment or ownership may occur. However,
acquisitions over a certain threshold (all Canadian gas Pipelines would be over the threshold) must be
approved by the Minister of Industry Canada under the Investment Canada Act.*

1.12 Miscellaneousissues

In the transition to competition have concerns been expressed about stranded costs of stranded
contracts? How have these concerns been addressed?

The Board does not have any formal policy towards the treatment of potential stranded assets.
This is due, in part, to the fact that the natura gas transmission sector in Canada continues to be
characterised by a high degree of monopoly power. Since its system was constructed in 1958,
TransCanada Pipelines Limited has been the only transporter of natural gas from western Canadato eastern
Canadian markets in Ontario and Quebec. Due to the long distances involved, and the relatively small
markets, there has been little opportunity for new entrants to share the market with the incumbents.

In the early 1980s, two pipeline systems, the Westcoast system and the Foothills system, were
serioudly under-utilised (load factors of 40 percent and 30 percent respectively). At the time, natural gas
prices were very high. The Board allowed the pipeline to spread their costs across the remaining system
users, and rates were simply increased to ensure that the Pipelines recovered al of their costs. Eventually,
gas prices fell, gas demand increased, throughput increased and rates could be reduced. This experience
typifiesthe Board' s past approach to under-utilised assets.

In the fall of 1998, the Board approved the construction of a new pipeline system, Alliance that
will provide some competition to TransCanada. A number of shippers are not renewing their
transportation contracts on TransCanada and are switching to the Alliance system, raising concerns that the
TransCanada system will be under-utilised for a number of years. However, the expectation is that the
system will be fully utilised as soon as gas demand catches up with the growth in pipeline capacity.

In summary, the Board does not have any formal policies for the treatment of potential stranded
assets. The Board treats each case on the basis of its particular merits.

How have environmental objectives influenced policy decisions over the regulatory regime?

The Board's corporate purpose is to promote safety, environmental protection and economic
efficiency in the Canadian public interest, while respecting the rights of individual landowners. In
fulfilling its corporate purpose, the Board must often balance the demands of the marketplace with the
potential impacts of pipeine projects on the environment.
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For the most part, the impacts associated with pipeline construction and operation are local in
nature, and the impacts can be mitigated with proper construction and operation techniques. The Board
gives potentia environmental impacts close scrutiny during the application process to construct new
facilities. Typically, approval to construct and operate pipeline facilities is granted subject to requirements
that a number of environmental protection measures be implemented. Thus, environmental considerations
tend to result in a lengthier approval process than would otherwise be the case and frequently result in
modifications to a project, such as minor changes in the proposed route. However, environmental
considerations rarely result in denial of a project.

Population density in Canada is much less than it is in either the United States or Europe.
Therefore, there are more choices for pipeline corridor routes that result in minimal conflict with public
land use or potentially sensitive environmental areas. Nonetheless, as public concern with environmental
protection grows, and population pressures increase, the Board is putting increasing emphasis on ensuring
that pipeline construction and operation results in minimal adverse environmenta impacts.

What proportion of gas production istied up with long-term commitments?

A significant portion of gas production is under long-term contracts to aggregators (marketers).
However, very little production is shut-in because of contractual reasons. About 75 percent of gas exports
are on a short-term basis. Data is unavailable for the domestic market but it is likely that the same
proportion is short-term. The trend is toward shorter-term contracts.

2. Key competition issues

2.1 Application and enforcement of competition law

Does the national competition law apply to this sector without exemption or exception? Describe
the exemptions or exceptions that apply?

Who is responsible for enforcing the various components of the competition law in this sector?

In Canada, the Competition Act is of general application; there are no specific provisions in the
Competition Act for specific industries. The Competition Act includes among its provisions criminal
sanctions against conspiracies to prevent or lessen competition unduly as well as civil remedies in respect
to mergers or abuse of dominant market positions where their effect is to prevent or lessen competition
substantialy.

The Competition Act, with certain exceptions, applies to all competitive business activity in
Canada. A key exception, and one that is important to consider in the natural gas industry, relates to
regulated activities. Where business conduct is subject to oversight by a valid federal or provincia
regulatory authority, such conduct is deemed to be in the public interest and, therefore, beyond the
application of the Competition Act. This “regulated conduct defence’ is not a defence for all types of
behaviour in a regulated industry.? It applies only where a specific business conduct is approved by the
regulatory authority.

With respect to activities, which are subject to the provisons of the Competition Act, the

Commissioner of Competition under the Competition Act is responsible for enforcement. Cases are
adjudicated by the courts, if criminal, and by the Competition Tribunal, if civil.
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2.2 Market definition issues

Have the competition authority or the courts had the opportunity to define relevant markets in
competition cases arisen in this sector? How have gas markets been defined?

Severa transactions have been subject to review by the Competition Bureau under the mergers
provisions of the Competition Act, mostly in the highly competitive upstream and downstream markets of
the natura gas industry. Depending on the transaction reviewed, the examination concluded that the
relevant product markets were natural gas exploration, natural gas production, natural gas transmission,
natural gas gathering, and natural gas marketing.

The Bureau determined that the relevant geographic markets in which the different parties
compete, for the production and exploration markets, were within Canada or North America.

As for the marketing of natural gas, the Competition Bureau distinguished different markets
depending upon the type of customers. With respect to the wholesale of natural gas to residential/small
commercial customers, the Competition Bureau identified two possible separate product markets. On the
one hand, there is the regul ated market, which is occupied by the local distribution companies whose tariffs
are subject to the approval of provincia utility boards. On the other hand, there is the direct market
(supply of natural gas to customers through natural gas direct purchase programs) which is comprised of
agents and brokers and whose conduct may or may not be subject to a province's oversight depending on
the provinces where they operate®.

In 1999, in its assessment of a merger involving the two most important natural gas wholesalers
(or direct marketers)’, the Competition Bureau surveyed industry participants in order to determine
whether to include the local distribution companies in the relevant market. There were differing views on
this issue. For some, the relevant market for residential customers should be limited to direct marketers
whereas for others, the relevant market should include local distribution companies, which, athough
regulated, remain a viable option for consumers. The Competition Bureau considered the market shares
under the two suggested relevant market definitions and concluded that the merger would not likely
prevent or lessen competition substantialy in either case as a result of other competitive factors. For
example, when adopting the market definition under which the parties have the biggest market shares i.e.
the direct market, the Competition Bureau determined that the low barriers to entry in conjunction with the
regulations applying to the conduct of direct marketers limited the direct marketer’s ability to erect higher
barriers through deceptive or misleading marketing practices.

Was gas distinguished in the market from other fuel sources?

In its analysis of the above noted acquisition, the Competition Bureau considered oil, wood,
propane and electricity as alternative sources of energy to natura gas. It concluded that these aternatives
were not true substitutes to natural gas, mainly because they were not cost competitive alternatives. The
Bureau noted that there is little or no proof that consumers are actually switching to other aternatives and,
if anything, they are switching to natural gas. Contrary to what can be observed with industrial customers,
residential and small commercia customers do not move away from natural gas to alternative fuels to take
advantage of price differentials. The amounts that could be saved in this manner by those small users are
not important enough to justify the costsincurred in modifying or changing installation egquipment.

23 Abuse of dominance

Have instances of alleged abuse of dominance arisen in this sector?
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There has been no conclusive evidence of predatory pricing brought to the attention of the
Competition Bureau that would substantiate a case of abuse of dominance.

However, in his advocacy role, the Commissioner of Competition has addressed a number of
issues that might arise in abuse cases undertaken by the Competition Bureau.

The Commissioner has, in addition to his enforcement role, the statutory authority, under
section 125 of the Competition Act to make representations and call evidence with respect of competition
before any federal board or tribunal where such representations and evidence are relevant to the matters
under consideration. Under section 126 of the Competition Act, the Commissioner of Competition may
make representation before provincial boards or tribunals, subject to their consent. In this regard, in the
natural gas sector, the Commissioner has participated in support of competition in proceedings before the
National Energy Board, the Manitoba Public Utilities Commission, the Ontario Energy Board and more
recently before the Board of Commissioners of Public Utilities of New Brunswick.

In these proceedings, the Competition Bureau argued for open access to common carrier
pipelines, provided advice for the introduction of further deregulation and provided advice on ways to
guarantee the protection of consumers.

In November 1996, pursuant to section 125 of the Competition Act, the Competition Bureau
intervened in a National Energy Board (NEB) hearing to consider the application of PanCanadian
Petroleum Limited for an order requiring Inter-provincia Pipe Lines Inc. (IPL) to transport PanCanadian’s
natural gas liquids. Although IPL is a common carrier pipeline regulated by the NEB, Amoco Canada
Petroleum Company Limited controls facilities required to transport natural gas liquids on the IPL and was
the only natural gas liquids shipper on the IPL.

The Competition Bureau argued in favour of open access to common carrier pipelines. The
Bureau urged the Board to consider whether restrictions on access were limiting competition in natural gas
liquids markets. In the Competition Bureau's view, the order sought by PanCanadian held out the
possibility of competitive benefits in the form of higher prices for producers and lower prices for
consumers of natural gasliquids.

In its decision, the Board granted PanCanadian’s request for an order requiring IPL to transport
PanCanadian’s natura gas liquids east from Alberta. The Board emphasised that it considers open public
access to pipelines under its jurisdiction to be of overriding importance.

In addition to the above noted issue, the Competition Bureau has made representations to the
Ontario Energy Board with respect to the prevention of deceptive or misleading marketing practices of
direct marketers of natural gasin Ontario. These representations were made in response to new legidation
proposed by the Ontario government designed to curb if not eliminate mideading and unfair marketing
practices in the Ontario natural gas market place. The Competition Bureau has also commented on
proposals made by the Ontario Energy Marketers Association to administer and control the resolution of
consumer complaints. Throughout this transition period, the Competition Bureau provided advice to
protect against future anti-competitive and unfair marketing practices as well as to develop a clear set of
rules of conduct for all direct marketing participants in the natural gas industry in Ontario. Examples of
previous marketing practices which raised concerns to the Competition Bureau consisted of door-to-door
sales misrepresentations, less-than-ethical telephone or direct mail techniques and the communication of
misleading or insufficient information to contractually commit consumers to long term contracts, typically
fiveyears or longer.

Have there arisen cases of predatory pricing, or raising rivals costs?
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There has been no conclusive evidence of predatory pricing brought to the attention of the
Competition Bureau that would substantiate a case of predatory pricing.

2.4 Other competitive enforcement issues

Have instances of mergers or anti-competitive arrangements between firms arisen in this sector?
What remedies were imposed?

As mentioned above, numerous mergers have arisen in the natural gas sector, mostly in the
upstream markets of exploration and/or production in the market of direct marketing of natural gas. These
markets have large numbers of participants and are highly competitive. The transactions that have been
subject to the review of the Competition Bureau under the mergers provisions have involved parties with
small market shares and thus did not raise issue under the Competition Act.

In 1998, the Competition Bureau reviewed a transaction involving two integrated natural gas
companies, Nova Corporation and TransCanada Pipelines, involved in the transmission, gathering and
marketing of natural gas. At the conclusion of its review, the Competition Bureau determined that the
merger would not likely prevent or lessen competition substantially. The pipeline industry is heavily
regulated with respect to key aspects of competition such as price, entry and exit, service as well as access
for producers and other pipeline companies, thus mitigating the need for the Competition Act to be invoked
in protection of these important elements of competition. In addition, an industry accord between the
Canadian Association of Petroleum Producers, the Small Explorers and Producers Association of Canada,
and the merging parties helped to resolve concerns expressed by various third parties.

The accord endorses three guiding principles: (1) support for competition and greater customer
choice; (2) the need to construct competitive incrementa pipeline capacity; and (3) the need for pro-
competitive regulatory changes. The accord also provides for a specific provision dealing with
interconnection policy between different pipeline companies. The principles set out in the proposed
interconnection policy should enhance economic efficiency and competition in the natura gas pipeine
industry.

In the other areas of competitive overlap between the merging parties, natural gas gathering,
processing as well as in natural gas marketing, it was concluded that there are a significant number of
competitors remaining as well as substantial countervailing buying power on the part of customers. In
addition, NOVA divested its natural gas marketing business. As a result, no remedies or actions were
required from the Competition Bureau.

What analysis was carried out in approving or opposing these mergers arrangements?

The anaytic framework used by the Bureau to determine whether a merger is likely to
substantially lessen or prevent competition in a market is outlined in the Bureau publication “Merger
Enforcement Guidelines’.®> Central to this determination under the merger provisions as well as any other
provision of the Competition Act having a competitive effects test, is an assessment of whether the relevant
business has or would have significant market power. In other words, to what extent would the relevant
business be able to increase prices or alter the other terms or conditions of supply in a market.

Following the approach described in the Appendix, a merger review involves accurately defining

the relevant markets, measuring the size of the merged entity in the relevant market and assessing the
likely impact of the merger on prices and other terms of sale.
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With respect to the size of the merged entity in the relevant market, the merger guidelinesinclude
market share thresholds below which the Bureau is unlikely to have concerns regarding the exercise of
market power. These thresholds are a market share of less than 35 percent for the merged entity or a
market share of less than 65 percent for the largest four firmsin the post-merger market.

Market share values above these thresholds will not automaticaly trigger action under the
Competition Act. Other factors mentioned in the Competition Act and supported by the economic analysis
of markets and competition are also considered. Chief among these are barriers to entry, the analysis of
which is described in the Appendix.

As afina point on the assessment of mergers, it may be noted that even where a merger is likely
to result in a substantial lessening or prevention of competition, the Competition Act specifically provides
that it be allowed if it is aso likely to result in compensating efficiency gains. As part of the analysis,
therefore, we also examine claims that a merger would have efficiency benefits. The merging parties must
demongtrate that the gains in efficiencies which will likely arise from a merger will be greater then, and
will offset, the effects of any likely substantial prevention or lessening of competition, and that these gains
would not likely be attained if a prohibition order were obtained. These claims will be taken into
consideration where they reflect a real resource saving to the economy, not just a financia gain to the
relevant businesses.
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NOTES

1 Foreign takeover proposals in the natural gas industry are treated no differently than those in
most other industries. The current threshold for review is $192 million (assets of Canadian
business), unless the investor is from a non-WTO country where the threshold fallsto $5 million.

2. To date, no jurisprudence has been developed under the Competition Act as to potential
application of the regulated conduct defence to the natural gasindustry.

3. For example, in Ontario, the Ontario Energy Board (“OEB”) adopted a Code of Conduct for
marketers. The Code makes it mandatory for direct marketers to obtain a licence from the OEB
in order to be able to sell or offer to sell natural gasin Ontario. If any of the sections of the Code
are not complied with, the Board has the authority to suspend or revoke the gas marketer’s

license.
4, Alliance Gas Management Income Fund and Direct Energy Marketing Limited
5. Itis also summarized in the Appendix 111 to this submission.
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APPENDIX |
HISTORY AND RESPONSIBILITIESOF THE NATIONAL ENERGY BOARD

1 What isthe national energy board?

The National Energy Board (the NEB or the Board) is an independent federal regulatory agency
that was established in 1959. The Board regulates the following specific aspects of the energy industry:

- the construction and operation of inter-provincial and internationa pipelines; pipeline traffic,
tolls and tariffs;

- the construction and operation of international and designated inter-provincial power lines;
- the export and import of natural gas;

- the export of oil and electricity; and

- Frontier oil and gas activities.

Other responsibilitiesinclude:

- providing, where the Board has expertise derived from its regulatory functions, energy advice
to the Minister of Natural Resources;

- carrying out studies and preparing reports when requested by the Minister; conducting studies
into specific energy matters;

- holding public inquiries when appropriate; and monitoring current and future supplies of
Canada's major energy commodities.

In addition to its responsibilities under the National Energy Board Act (NEB Act), the Board aso
has responsibilities under the Canada Oil and Gas Operations Act, the Canadian Environmental
Assessment Act, the Northern Pipeline Act, and certain provisions of the Canada Petroleum Resources Act.
As a result of the Canada Transportation Act, which came into effect on 1 July 1996, the Board's
jurisdiction has been broadened to also include pipelines that transport commodities other than oil or
natural gas.

The Board's corporate purpose is to make decisions that are fair, objective and respected. This
principle guides the Board in carrying out and interpreting its regulatory responsibilities. The Board is
accountable to Parliament, to which it reports, through the Minister of Natural Resources.

The Board deals with approximately 750 applications annually. For major applications, the Board
holds public hearings where applicants and interested parties can participate. These hearings can be either
written or ora proceedings and are usually held at locations across Canada where there is a particular
interest in the application and which will be most affected by the Board's decision. Normally, a panel
consisting of three Board Members is assigned to hear applications.
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The Board operates as a court of record, very similar to a civil court. Its powers include the
swearing in and examination of witnesses and the taking of evidence. Before a hearing, individuals,
interest groups, companies and other organizations are given an opportunity to register as intervenors or
interested parties and in thisway actively participate in the process.

2. Why was the national energy board created?

In the early post-war years, western Canadian oil and gas resources were discovered and
developed for inter-provincial and international use. Important policy issues arose regarding the conditions
for the construction of new pipelines and the approval of long-term exports, particularly of natural gas.

The 1957 Diefenbaker administration set up a Royal Commission on Energy to examine whether
a national energy board should be created and what authority it should exercise. The Commission in 1959
recommended that a national energy board be established. Prior to the tabling of its report, the 1955 Royal
Commission on Canada's Economic Prospects had aso recommended that a nationa energy authority be
created to regulate energy exports.

The government acted promptly on the Commission’s recommendations, drafting a legisative
proposal and introducing it to Parliament in May 1959. As a result, the National Energy Board Act was
proclaimed in November of the same year. The Act transferred to the new Board responsibility for
pipelines from the Board of Transport Commissioners and responsibility for oil, gas and electricity exports
from the Minister of Trade and Commerce. In addition, it granted the Board responsibility for regulating
tolls and tariffs and defined its jurisdiction and status as an independent court of record an important new
factor.

Since then, the Board has developed its expertise on energy matters and enjoys a respected
national and international reputation. In 1991, the Board relocated from Ottawa, Ontario to Calgary,
Alberta. In 1994, legislative amendments expanded the Board's jurisdiction to include decision-making
authority for Frontier lands not administered through provincial/federal management agreements.

3. Whoisthe national energy board?

Under the NEB Act, up to nine Board Members may be appointed by the Governor in Council. A
Member is appointed initially for a seven-year term. Reappointment may be for seven years or less until
the age of seventy. In addition, up to six temporary Board Members may aso be appointed subject to terms
and conditions set out by the Governor in Council. Members typically have a wide range of government
and energy industry experience.

The Governor in Council designates the Chairman and Vice-Chairman of the Board from among
the Members. The Chairman is the chief executive officer.

Members are assisted by approximately 280 employees who possess the diverse skills required to
support the work of the Board. Employees may be financia analysts, computer specialists, economists,
engineers, environmentalists, geologists, geophysicists, lawyers, human resource and library speciaists or
administrative staff.
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4, What aretheboard’s responsibilities?

4.1 The construction and operation of pipeines and power lines

411 Pipelines

Inter-provincia and international oil and gas pipelines and additions to existing pipeline systems
under federal jurisdiction require the Board's approval before they may be built. Public oral or written
hearings are held for pipeline construction applications exceeding 40 kilometres in length or any other
applications at the discretion of the Board. Pipelines which lie completely within the borders of a single
province are regulated by that province's regulatory body.

In determining whether a pipeline project should proceed, the Board reviews, among other things,
its economic, technical and financial feasibility, and the environmental and socio-economic impact of the
project.

To ensure that engineering, safety and environmental requirements are met, the Board audits and
inspects the construction and operation of pipelines. Since February 1987, Board inspectors have also been
responsible for enforcing Part 11 of the Canada Labour Cade, applying to the occupational safety and health
of pipeline workersin thefield.

The NEB shares responsibility with the Transportation Safety Board for incident investigation.
The NEB investigates pipeline incidents to determine whether its regulations have been followed and if
those regulations may need to be changed. The Transportation Safety Board investigates the cause and
contributing factors. The NEB aso monitors excavation activity by third parties near pipelines to ensure
compliance with existing regulations.

4.1.2 Power lines

Most electric power lines and facilities fall within provincia jurisdiction. The Board authorizes
the construction and operation of international power lines and designated inter-provincial lines under
federa jurisdiction.

In determining the suitability of an application, the Board reviews, among other things, the
technical feasibility of the project, its effect on adjacent provinces and its environmental impact.

Almost all provinces bordering the US have interconnections with neighbouring American
utilities.

4.1.3 Environmental protection

The Board's environmental responsibility includes ensuring environmental protection during the
planning, construction, operation and abandonment of energy projects within its jurisdiction. When making
its decisions, the Board may take into consideration environmental concerns related to air, land and water
pollution, disturbance of renewable and non-renewable resources, the integrity of natural habitats, the
disruption of land and resource use, and the protection of landowner rights.
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Companies preparing an application to the Board are usualy required to anticipate the
environmental issues and concerns that the proposed project could create and to discuss these with all
leves of government, public interest groups, and affected landowners.

If the project application is approved, the Board ensures that the company continues to protect the
environment and public health and safety by auditing and inspecting the company’s construction activities,
the operation of its system, and the company’s routine maintenance and monitoring procedures.

414 Environmental assessment

Under the NEB Act, the Board is required to consider matters of public interest as they may be
affected by the granting of an application. The Board has assumed a mandate for environmenta protection
as a component of the public interest. The Canadian Environmental Assessment Act (CEA Act) provides
an additional mechanism to ensure that projects receive appropriate levels of assessment before they
proceed. The CEA Act sets out uniform requirements for environmental assessments by al federa
government departments and agencies. As a ""responsible authority” under the CEA Act, the Board ensures
that appropriate environmental assessments are conducted for projects under its jurisdiction, according to
standards prescribed by the legislation.

415 Public safety

Safety is a matter of primary public interest and has been included in the Board’'s mandate since
1959. The Board is responsible for ensuring companies comply with regulations concerning the safety of
employees, the public, and the environment, as they may be affected by the design, construction, operation,
mai ntenance and abandonment of a pipeline. For 35 years the Board has worked with CSA International to
develop safety regulations and technical standards currently in effect for federally regulated pipelines.

In addition, through an agreement between the Board and Human Resources Development
Canada, Board staff has been designated as Safety Officers for the occupational health and safety of
pipeline company field staff. These health and safety duties are usually combined with other construction
site and facility inspections.

4.1.6 Traffic, tolls, and tariffs

The Board regulates pipeline tolls and tariffs under its jurisdiction to ensure they are just and
reasonable and that there is no undue discrimination in tariffs or services.

Pipelines under the Board's jurisdiction are divided into two groups: Group lconsists of ten major
oil and gas pipeline companies and Group 2 encompasses the remaining smaller pipeline companies. This
grouping tailors the degree of financia regulation to the extent of the public interest in a company’s
operations. To reduce the regulatory burden on smaller companies, the Board regulates three of the Group
1 pipelinesand all of the Group 2 companies on acomplaint basis. Under the complaint basis of regulation,
the parties are encouraged to work out any problems with the Pipeline Company. If this is unsuccessful, a
complaint may be filed with the Board.

When establishing tolls for the Group 1 companies, the Board traditionally examines their capital
and operating costs to ensure that companies shipping oil or natural gas are protected from unjustified high
transportation costs. Tolls set by the Board cover the cost of service plus a fair and reasonable return to
investors.
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Major toll applications normally warrant a public hearing. However, the requirement for lengthy
and costly oral public hearings has been declining, in large part due to the advent of negotiated multi-year
settlements. In 1995, the Board republished its Guidelines for Negotiated Settlements of Traffic, Tolls and
Tariffs. The guidelines are intended to facilitate a negotiated settlement process which will alow pipeline
companies, producers, shippers, consumers, governments and other interested parties to resolve toll and
tariff matters through consensus building and negotiation, without resorting to a lengthy hearing process.
Any negotiated settlements must still be approved by the Board. Some of the largest pipeline companies
regulated by the Board have reached multi-year incentive toll settlements with their stakeholders.

In 1994/95 the Board conducted a generic multi-pipeline cost of capita proceeding. Capital
structure and rate of return on common equity for some Group 1 companies are set based upon an
adjustment mechanism established in this proceeding. This mechanism has aso helped to reduce the
reguirement for hearings.

A pipdline company’s tariff contains the conditions under which transportation service is
provided. The tariff includes conditions on accepting new shippers, on alocating capacity to shippers and
on determining which position a prospective shipper will occupy on the waiting list for service.

The Board requires that pipeline companies operate according to the principle of "open access'.
This means that all parties must have access to transportation on a non-discriminatory basis. In addition,
tollsfor services provided under smilar circumstances and conditions with respect to all traffic of the same
description, carried over the same route, must be the same for al customers. The Board conducts
compliance audits as part of its monitoring responsibility.

417  Theexport and import of energy
The Board regulates the following specific forms of energy:
Natural Gas

The export and import of natural gas is authorized by the Board under either long-term licences
or short-term orders. Following a public hearing long-term licences may be issued for up to 25 years
subject to Governor in Council approval. Short-term orders for a maximum period of two years can be
issued without a public hearing and do not require Governor in Council approval.

Natural gas exports occur at several major export points along the Canada/United States border.
The volume exported depends upon market supply and demand as well as available pipeline capacity.
Canada's imports of natural gas are relatively small, compared to its exports, and are used primarily to
serve markets in southern Ontario and British Columbia.

Propane, butanes and ethane are by-products extracted from natural gas processing and refinery
processing of crude oil. Board approval is required for export, usually in the form of a short-term export
order. Ethylene is a compound produced by cracking ethane and does not require approval for export
purposes. All four products are classified as natural gas.

The Board monitors the supply and demand of natural gas, including the performance under

existing export authorisations. This ensures that the quantity of gas exported does not exceed the surplus
remaining after Canadian requirements have been met.
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Oil

The Board authorises oil exports by issuing short-term orders for periods less than one year for
light crude oil and less than two years for heavy crude oil. These exports occur under short-term orders due
to characteristics of the oil market. The Board does not regulate oil imports.

Canada produces enough oil to meet its own needs and has been a net exporter of oil for some
time; however, oil is imported to supply both the Atlantic Provinces and Quebec. Most Canadian oil
exports are to the American Midwest and Montana markets. Smaller volumes are shipped to the US West
and Gulf coasts.

The Board monitors the supply and demand of ail, as it does with natural gas, to ensure quantities
exported do not exceed the surplus remaining after Canadian requirements have been met.

Electricity

Normally, permits are issued to export electricity without a public hearing unless the Governor in
Council, after recommendation by the Board, designates a particular application for licensing or
certification. The Board does not regulate el ectricity imports.

I ssues which the Board considers when making its decisions may include the effect of exports on
adjacent provinces, the environment and fair market access for Canadians.

The amount of electricity exported is influenced by several factors. First, the amount exported
cannot exceed the limits set by the Board. Secondly, the weather plays an important role because
approximately 70 percent of exports are generated by hydro-electric facilities; low water levels in Canada
reduce the amount of power generated and the amount available for export. Strong domestic demand can
also reduce quantities available for export. Finally, the economics of export transactions influence the
amount sold.

Frontier Oil and Gas Activities

The Board regulates Frontier lands and offshore areas not covered by provincial/federal
management agreements.

Responsihilities include the regulation of oil and gas exploration, development and production,
enhancing worker safety, and protecting the environment. Other Frontier activities include the calculation
of discovered and undiscovered hydrocarbon resources, the development of emergency environmental
contingency plans, and fostering research programs, which support and complement the Board's regul atory
responsibilities.

Northern Pipeline Agency

The Board provides technical and administrative assistance to the Northern Pipeline Agency
which, under the Northern Pipeline Act, has primary responsibility for overseeing the planning and
construction of the Canadian portion of the proposed Alaska Natural Gas Transportation System by
Foothills Pipe Lines Ltd. A Board Member serves as Administrator and Designated Officer of the Agency.

Energy Studies and Advisory Function

When required, the Board conducts studies or research into energy matters to meet its regulatory
responsibilities. The Board may also hold inquiries on its own initiative, when appropriate. With this
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knowledge and expertise, the Board reports to and advises the Minister of Natural Resources on energy
issues.

4.1.8 Co-operation with other agencies

The Board co-operates with other agencies, wherever practical, to reduce regulatory overlap and
provide more efficient regulatory services. In addition, the Board provides assistance to other countries
who seek to benefit from the Board' s long experience and success as a leading regulatory agency.

419 Co-operation with other government and regulatory agencies
Northern Pipeline Agency

The Board provides technica and administrative assistance to the Northern Pipeline Agency,
which, pursuant to the Northern Pipeline Act, has primary responsibility for overseeing the planning and
construction of the Canadian portion of the proposed Alaska Natural Gas Transportation System by
Foothills Pipe Lines Ltd. A Board Member serves as Administrator and Designated Officer of the Agency.
In 1996, the position was vacant until August, when Mr. Kenneth Vollman was appointed to a one-year
term.

Transportation Safety Board of Canada

While the Nationa Energy Board has exclusive responsibility for regulating the safety of oil and
gas pipelines under federal jurisdiction, it shares the responsibility for investigating pipeline incidents with
the Transportation Safety Board of Canada. The roles and responsibilities of each body with regard to
pipeline accident investigations are outlined in a Memorandum of Understanding ("MOU") between the
two boards.

Human Resources Development Canada

The Board has an MOU with Human Resources Development Canada to co-ordinate the safety
functions under the COGO Act and the NEB Act. This MOU applies to all Board-regulated pipelines and
associated facilities.

Natural Resources Canada

In May 1996, the Board signed an MOU with Natural Resources Canada (“NRCan™) to reduce
duplication and increase co-operation between the agencies. This MOU covers items such as data
collection and development, the enhancement of energy models and special studies.

Y ukon Territory Government

The Board continues to work with Yukon officias to facilitate the transfer of oil and gas
regulatory responsibilities in accordance with the Y ukon Accord Implementation Agreement. The Board

provides expert technical advice to the Y ukon Territory Government.

Alberta Energy and Utilities Board ("AEUB")
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In 1995, the Board and the Alberta Energy and Utilities Board (“AEUB”) entered into an MOU
on Pipeline Incident Response. The agreement provides for mutual assistance and a faster and more
effective response by both boards to pipeline incidentsin Alberta.

During the year, the Board continued its involvement in a Pipeline Task Force with the AEUB.
The purpose of this task force is to develop consistent and compatible regulatory requirements. It is
expected that this process will result in more efficient use of organisational resources, leading to a reduced
regulatory burden on both the pipeline industry and the public.

The Board and the AEUB have developed a common reserves database for oil and gas reservesin
Alberta. Both boards are committed to developing more efficient methods for maintaining estimates of
reserves and to exploring other opportunities for co-operation.

In April 1998, the NEB and the AEUB will be co-hosting the 1998 CAMPUT Educational
Conference. For more information, visit the CAMPUT Web Site.

British Columbia Ministry of Employment and Investment

Following a technical protocol agreement signed in 1995, discussions are continuing to
investigate areas of co-operation and collaboration.

Ontario Energy Board

The Board is pursuing its Electronic Regulatory Filing ("ERF") initiative as a joint venture with
the Ontario Energy Board ("OEB") and twenty other key participants in the regulatory arena. The ERF
initiative will result in a fully functiona electronic system for the creation, exchange, use and reuse of
regulatory information. Co-operation with the OEB will ensure its applicability in both jurisdictions.

Saskatchewan Department of Energy

Preliminary discussions have been held with regard to establishing a common reserves database.

4.1.10 Co-operation with there countries

During 1996, the Board co-operated with several foreign countries by providing information on
the Board' s regulatory role and other energy-related matters. Consultations took place with representatives
from Argentina, Australia, Brazil, Chile, China, Columbia, France, India, Japan, the Kyrghyz Republic,
Mexico, Norway, Russia, the Ukraine and the United Kingdom.
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APPENDIX 11
ABOUT NATURAL RESOURCES CANADA

1. Whoweare

Natural Resources Canada (NRCan) is a federal government department specialising in energy,
minerals and metals, forests and earth sciences. At NRCan, we deal with natural resource issues that are
important to Canadians. We look at these issues from both a national and international perspective, using
our expertise in science and policy. How we manage our land and resources today will determine the
quality of life for Canadians both now and in the future.

2. What we do

NRCan provides four main servicesto Canadians:

We conduct leading-edge science and technology to provide Canadians with idesas,
knowledge and technologies. This helps Canadians use their country’s resources wisdly,
reduce costs, protect the environment and create new products and services.

We build and maintain a national knowledge infrastructure on Canada’s land and resources,
so al Canadians can easily access the latest economic, environmental and scientific
information.

We ensure that federal policies and regulations on issues such as the environment, trade, the
economy, Canadian land and science and technology enhance the natural resources sector’s
contribution to the economy. At the same time, we make sure these policies and regulations
protect the environment and the health and safety of Canadians.

We promote Canada’s international interests, together with international agencies and
other nations. This helps Canada meet its commitments related to natural resources,
and keeps access open to globa markets for Canadian products, services and
technology.

3. Our mission

A Better Energy Future for Canada. The Energy Sector enhances the economic and
environmental well being of Canada by fostering the sustainable development and use of the nation’s
energy resources to meet the present and future needs of Canadians.

4, Our vision

The Energy Sector’s vision is to demonstrate a valued contribution to Canadian society and to be
recognised for our expertise, our management practices and our serviceto clients.
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5. Our organisation

51 Energy resources branch
The Energy Resources Branch Mandate is:

- to facilitate the economic development of Canada’s petroleum, electricity and renewable
energy resources,

- to develop and implement Canadian government policy on nuclear energy, uranium and
radioactive waste;

- to enhance access to domestic and international markets;
- to bring a balance between economic and environmental concerns to energy supply issues;

- to promote renewable energy alternatives to manage frontier resources and to develop
policies that will enhance the value to Canada of its uranium and nuclear industries in a safe
and secure way.

511 Frontier lands management division

The Frontier Lands Management Division manages the national interest in Accord and
Non-Accord areas. Advises the Minister of NRCan on her statutory obligations under various frontier oil
and gas legidation. Negotiates MOUs with respect to environmental assessment review processes and co-
operative regulatory arrangements for projects in the offshore. Manages the Canada-Newfoundland
Offshore Development Fund and the Canada-Nova Scotia Development Fund; and administers offshore
revenues and statutory payment systems.

512  Qil division

The Oil Division assesses developments in Canadian and international oil supply, demand,
prices, and trade. Performs economic and policy analysis related to oil market and associated public policy
issues. Ensures that public policies related to oil production, transportation and refining contribute to the
attainment of national economic, social and environmental policy priorities. Represents Canada in
international energy agency bodies deaing with oil market and oil emergency planning matters; and
prepares oil emergency response measures.

513 Natural gasdivision

The Natural Gas Division fosters free and open trade in natural gas. Promotes market access for
the Canadian industry. Facilitates transparency in gas markets. Facilitates the evolution of the North
American natural gas market into a deregulated, integrated, and competitive marketplace, which recognises
the principle of environmentally responsible development; and manages the Pipdine Arbitration
Secretariat.
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514 Renewable and electrical energy division

The Renewable and Electrical Energy Division advises the Minister of NRCan on policy matters
related to renewable and electrical energy; Develops and implements a renewable energy strategy.
Develops and implements a federal strategy to encourage the development of a harmonised approach to
open transmission access on inter-provincial and international power lines, and reciproca access for US
companies. Supports Canada-US negotiations regarding the Columbia River Treaty; and supports the
Minister in responding to the National Electricity Round Table.

515 Uranium and radioactive waste division

This division is responsible for maintaining a thorough and current understanding of Canadian
uranium supply capabilities, industry developments and related policies, and for providing effective
information, advice and representation in these areas as well as maintaining a sound understanding of the
international uranium market, monitoring Canadian uranium exports and market opportunities.

The division is aso responsible for policy on all aspects of radioactive waste management
including used nuclear fuel, low level radioactive waste, uranium mine tailing, radiation protection issues
and the Nuclear Liability Act.

5.1.6 Nuclear energy division

Thedivision isresponsible for policy in the area of nuclear energy, both domestic and export.

52 Energy policy branch

The Energy Policy Branch (EPB) takes the lead on federal energy policy and international energy
issues, environmental issues pertaining to energy, sustainable development and other long-term strategies,
fiscal analysis, forecasting and other cross-cutting energy issues. EPB provides the linkages between the
efficiency, resources and technology branches within the Energy Sector when issues are of a genera nature
or require central co-ordination. In many ways, EPB is a service branch. The major clients are the Minister
and Deputy Minister and to a large degree, other branches and divisions in the Sector. The Branch also
provides policy briefing co-ordination services to the Sector.

The Branch is divided into five permanent divisions and one temporary project specific, program
division:

521  Policy analysis and co-ordination division

Policy Analysis and Co-ordination (PAC) Division takes the lead in the development and
elaboration of broad federal energy policy (such as the sustainable development energy strategy). It co-
ordinates the management of sectora issues and the preparation of briefing materials for the Minister and
Deputy Minister that require cross-sectoral inputs. PAC provides strategic planning for the Branch and
some aspects of Sector planning. PAC aso elaborates federal energy policy for other government
departments, other levels of government and foreign delegations.
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522 International energy division

The International Energy Division (IED) fulfills the co-ordinating role for the Sector on
international activities and issues, including for example, those relating to trade policy and trade
facilitation, energy security, and other policy issues with an international dimension. |ED acts as a window
to and from outside agencies, foreign governments and other players dealing with internationa issues
pertaining to energy, and represents and defends Canadian positions and interests internationally. It has a
policy role in linking domestic and international issues and in relating with international agencies dealing
with energy, such asthe International Energy Agency.

523 Environment division

The Environment Division has lead responsibility in the Department on policy relating to air
issues, principally climate change, acid deposition and urban smog. The Division s main focus is climate
change where activities include overall policy development and co-ordination, co-ordination of supporting
analysis, federal/provincial and stakeholder liaison and international negotiations.

524 Economic and fiscal analysis division

Economic and Fiscal Analysis (EFA) provides economic, financial and fiscal studies relevant to
the Canadian energy sector. EFA aso provides anaytical support to policy, program or project
development in the Energy Sector. The Division examines the implications for the energy sector of
developments in other sectors, governments, departments or the economy at large. EFA participates in the
preparation of budget submissions to the Department of Finance. The Division collects and disseminates
economic and energy statistics. It also analyses input of budget measures on the energy economy. The
Division also provides advice on the economic viability of energy projects, negotiates federal financial
participation in such projects and manages the contractual arrangements for projects in which Canadais a
participant.

525 Energy forecasting division

The main responsibility of the Energy Forecasting Division (EFD) is the development of the
Department s long-term energy and energy-related emissions projections in the form of Canada s Energy
Outlook. The Outlook provides a reference scenario for energy and emissions-related analysis and policy
formulation within the Department and an official baseline projection of energy-related greenhouse gases
for National Action Program on Climate Change. EFD s modelling framework is used in the quantitative
assessment of energy and environmental policy options and proposed measures. EFD synthesises
departmental views, incorporating both science and policy considerations in the preparation of its forecasts.
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APPENDIX 111
ANALYTICAL FRAMEWORK FOR ASSESSING THE COMPETITIVENESS OF MARKETS

This Appendix describes the basic analytical framework that the Competition Bureau uses to
assess the competitive implications of business practices in connection with the provisons of the
Competition Act having a competitive effects test. The provisions include, for example, those pertaining
to abuses of dominant market positions and mergers.

In assessing the state of competition in a market, the Bureau ascertains whether any firm in the
market can exercise significant influence over prices or the terms or conditions of sale other than by
superior competitive performance. The Bureau generally considers a market to be effectively competitive
if no firm operating in it has sufficient market power to unilaterally and profitably impose a significant and
non-transitory price increase. This is a simple enough definition, but putting it into practice normally
involves a detailed step by step process that requires accurate information.

The first step in assessing the competitiveness of markets is establishing the boundaries of the
relevant market. Thisis defined as the smallest group of products or customers for which sellers, acting as
asingle firm, could profitably impose a significant and non-transitory price increase.

To assess the relevant market, the Bureau examines various factors relating both to the
willingness of consumers to switch between products and suppliers and to the likelihood of entry occurring
as aresult of priceincreases. Evidence of substitutability that we may look at includes: buyers views and
consumption behaviour in relation to the products in question; any physical and technical characteristics of
products that could limit their interchangeability; costs that customers might have to bear to switch
between products; or whether there are potential suppliers with facilities that could be easily adapted to
producing the relevant product.

Having defined the relevant markets, the Bureau then determines whether or not a supplier, or a
subset thereof, has the ability and incentive to significantly increase prices for a sustained period. The
determination of what constitutes a significant and non-transitory price increase will depend on the nature
of the relevant practice and the market. When examining mergers, for example, a general guideline used
by the Bureau is whether the merger would likely result in afive per cent price increase for two years.

The size of the company or companies under examination in relation to the relevant market is an
important, but not a determinative consideration in this part of the analysis. The higher are both the market
share of the relevant businesses and the leved of concentration in a market, the more likely it is that we will
be concerned about the existence of market power.

However, high market share alone will not lead to a conclusion that market power exists. Rather,
other factors mentioned in the Competition Act and supported by the economic analysis of markets and
competition must aso be considered. These factors include, for example: the availability of substitutes
that are acceptable to buyers; the barriers facing new competitors who wish to enter the relevant market;
and the nature and extent of change and innovation in the relevant market.

Of these factors, barriers to entry may be particularly important to consider in assessing whether

a business has or would have market power. Entry impediments exist to some extent in al markets. To
determine their importance, we tend to concentrate on the following questions:
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(i)  what must be done and what commitments must be made by potential competitors in order
to enter on ascale that would be sufficient to eliminate significant market power;

(ii) what factors are likely to delay entry, and are they collectively likely to prevent sufficient
scale entry; and,

(itf) are potential competitors likely to enter, given the commitments that must be made, the
time required to become an effective competitor, the risks involved and the likely rewards?

From an economics perspective, the notion of commitment or sunkness embodied in these
questions is particularly important to keep in mind. Costs of entry that are recoverable should not be
considered as barriers to entry. Only those that must be sunk or committed to enter the market and cannot
be recovered on exit should be viewed as actua barriersto entry.

Market power is not the only concern when examining markets and business practices. The
Bureau also considers whether the actions under consideration have efficiency or other pro-competitive
advantages that outweigh their anti-competitive effects. The benefits that we take into consideration in this
part of the analysis are only those that involve a rea resource cost to the economy. That is, it is not
sufficient that there be a pecuniary gain to some market participants or customers. Rather, this gain must
also be linked to areal economic benefit.
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CZECH REPUBLIC

1 Industry overview: regulatory framework and market structure

11 National context and key regulation

The Czech Republic’s energy policy is based on the same pillars as the European Union’s energy
policy, i.e. safety and reliability of energy supplies; environmental protection; observance of the principles
of sustainable development; and support of the national economy’s competitiveness. Since the Czech
Republic is amost 100 percent dependent on natura gas imports, this sector is perceived as a strategic one.

The reform process in the gas industry is not closely tied with an analogous process, which is
taking place in the electricity industry.

The key document for the energy sector, and therefore also the gas industry, is Act No. 222/1994
of 2 November 1994, On Conditions of Engaging in Business and Discharge of State Administration in the
Energy Industries, and on the State Energy Inspection Office (“the Energy Act”), which also contains
provisions on governmental regulations.

In terms of price regulation, the primary legidation is the Price Act No. 526/1990. Secondary
legislation isthe Ministry of Finance's Price Decree, which sets regulated prices applicable to the sdllers as
well as the buyers (both individuals and corporations).

12 Regulatory ingtitutions

The Ministry of Industry and Trade (“MIT") exercises governmenta regulation under the above
Energy Act. The importance and scope of regulation has necessitated underpinning governmental
regulation in both organisationa and staffing terms. A separate section was therefore set up at the MIT
with effect from 1 January 1998, called the Energy Regulation Administration (“ERA™), headed by a chief
director who reports directly to the Minister. The ERA is composed of two departments — the regulation
and analysis department and the authorisation department. The ERA carries out financia analyses of the
financial management and cost analyses of regulated companies, i.e. those engaged in gas transmission,
storage and distribution (including sales). Being the governmental regulator, MIT is the only authority
empowered to present proposals for price changes to the Finance Ministry, which is, under the Pricing Act,
entitled to set gas prices with finality. It also grants governmental authorisation to carry on businessin the
electricity, gas and heat-supply industries.

Gas production is not regulated. Gas import licences are granted by MIT, but not by its ERA
section. Neither does ERA interfere with contractual negotiations on gas imports.
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13 Key features of the demand for gas

The share taken by natural gasin the consumption of primary energy sources has been growing at
afast pacein the past few years. The reasons include the statutory requirement for all energy sources over
five MW to meet emissions limits by the end of 1998, as well as the Government’s massive financial
support of households connection to gas supplies. In combination with the restructuring of industria
production, consumption of solid fuels dropped heavily while that of natural gas increased. The following
table shows the percentage of natural gasin the consumption of primary energy sources.

1990 1991 1992 1993 1994 1995 1996 1997 1998
10.8 12.9 13.9 14.2 14.2 15.6 18.6 18.2 19.6

Thereis currently no gas-fired power station in the Czech Republic generating merely electricity.
Nevertheless, there are several combined cycle units fired by natural gas, which generate dectricity and
heat by burning the gas in a boiler or a gas turbine. Some e ectricity-producing units use lignite as their
chief fuel while resorting to natural gas when they need to increase their output rapidly.

In 1998, the Czech Republic consumed a total of 9.22 bcm of natural gas, of this volume,
320 mcm of gas was consumed in the above combined cycle units.

Natural gas prices are still not based on fuel competition; they are set by the Ministry of Finance
as maximum and regulated prices.

The new tariff system that introduces two-component prices, in place since 1 January 2000, is the
first step towards the provision of interruptible services.

14 Key features of the supply of gas. market structure

Some 100 mem of natural gas is lifted in south Moravia in the Czech Republic annualy. This
production accounts for about one per cent of the country’s annual consumption of natural gas. Thereis
only one producer — Moravian Qil, a shareholding company based in Hodonin, which sells this gas to
South Moravian Gas, plc, adistribution company. Virtualy the entire Czech demand for natural gasis met
by gas imports, chiefly from the Russian Federation (79 percent) and Norway (19 percent). Natural gasis
imported into the Czech Republic by state-owned Transgas, which is also the sole operator of the gas
transport system and underground gas storage facilities (see Fig 1 for a detailed scheme of the gas transit
transmission system, including the border transfer [metering] stations). Six end users are directly
connected to the transmissions system, who altogether take some 10 mem of gas annually. State-owned
Transgasis the sole importer of natural gasto the Czech Republic, and its position is provided for in MIT’s
Decree No. 318 of 1996. This decree, which de facto provides for Transgas monopoly position, will
terminate on the day of the Czech Republic joining the European Union. Eight regional gas distribution
companies (“RDCs") distribute and sell gas. These RDCs buy gas from Transgas and sell it to end users;
each of them has monopoly in its respective region. There is no competition among RDCs at this moment.

Moravian Qil, plc, is basically a privately owned company in which the State holds, through
Transgas, an equity stake of about 25 percent. Transgas is wholly owned by the State, its Founder is MIT.
Its activities are overseen by a Supervisory Board headed by Deputy Minister of Industry and Trade.
Transgas organisational structure is rather similar to that of a state administration authority. Distribution
companies — North Moravian Gas, South Moravian Gas, North Bohemian Gas, East Bohemian Gas, South
Bohemian Gas, West Bohemian Gas, Central Bohemian Gas, and Prague Gas — are al shareholding
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companies. With the exception of Prague Gas, the State holds a controlling (i.e., more than 50-percent-
stake) in al of them. Minority shareholders are foreign, mostly gas companies. Each RDC's
organisational structure is somewhat different but on the whole, their structure resembles that of a privately
owned company more than a state administration authority.

Companies that operate in the gas industry are not active in any significant way in any other
industries at the moment. Moravian Oil is the only exception — it produces oil in addition to gas; Transgas
operates in telecommunications. His optical fibre system has been desighed and implemented for gas
network control. In terms of the control required by Transgas, the telecommunication system supports the
following main functions: telephone services, dispatching control system services, corporate services, e-
mail and Internet. Spare capacities of the telecom system are offered on the telecom market in the form of
data services in co-operation with Global One Communications.

15 Key features of the regulatory regime

The production company’s business is not regulated and it therefore may sell gas to any customer
under terms and for prices subject to mutual agreement. Since the amount of the natural gas produced in
the Czech Republic is negligible, this does not constitute any competition — it is just a supplementary
source of gas.

As mentioned above, Transgas is the only organisation, which meets the statutory conditions for
gas imports and its transport to RDCs. RDCs hold governmental authorisation for gas distribution and
supply (sale) to their customers within their respective franchise. Consequently, this arrangement also
does not represent any competition between Transgas and RDCs, nor competition among RDCs. Third-
party access to networks has not been introduced to date.

The regulator (ERA) reviews the usefulness of the development and upgrading of gas facilities,
i.e. underground gas storage facilities, and transport and distribution networks from the perspective of the
respective regulated company’s financial standing, but the construction of such facilities is not subject to
the regulator’ s approval.

The issue of company integration does not fall within the regulator’s powers; it is a matter of the
Government’s energy policy.

1.6 Entry regulation

As mentioned under 1.5, natural gas production is not subject to regulation, and therefore is not
licensed (no governmental authorisation is required).

For all practical purposes, only new companies for gas distribution to end users can be
considered. The regulator does not stipulate to which customer categories such companies may or may not

supply gas.

17 Access regulation

Neither legidation nor the regulator is concerned with these relations among gas companies.
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18 Priceregulation

Gas prices are set on the basis of cost-plus regulation. This approach is necessary mainly
because prices il remain distorted from earlier times, do not reflect the costs incurred, and there still exist
cross subsidies. A gradua rebalancing of these distortions has already been started, and will be completed
in 2002.

Gas prices (still set by the Finance Ministry) are set as maximum prices. This implies that a
company sells gas for a price determined by the Finance Ministry or lower. Companies are not required to
publish these lower prices.

Gas purchase and selling prices, and their components, are published by the Finance Ministry in
the form of an assessment in what is referred to as the Price Gazette.

A new pricing system based on multi-component prices and more detailed customer
categorisation was introduced on 1 January 2000 with a view to facilitating better differentiation of the
nature and profile of gas consumption throughout the year.

For industrial customers with a high annual consumption, fitted with automatic registration and
recaculation of their daily gas consumption, the price has three components. a rate for maximum daily
consumption (capacity charge), and prices for gas supplied in summer and in winter (commodity charge).
Industrial customers with lower gas consumption only have rates differentiated to summer and winter
prices.

L ow-offtake customers (the commercial sector) have two-component prices, i.e. a flat monthly
charge and the price for gas supplied. Household prices are spread into four bands of annual consumption,
reflecting the nature of gas uses (cooking, water heating, space heating). These are two-component prices.
One component is aflat monthly charge, the other is price for gas supplied.

This tariff (the capacity charge) reflects to a certain degree, the costs of gas storage. The
individual gas prices are not directly tied to transport distances because networks are interconnected and
gas flowsin more than one direction.

Separate rates for interruptible supplies have not been set in the pricing system.

In its analyses of regulated companies, the regulator does not use asset value directly; it includes
asset (gas facility) depreciation in full into the costs calculated for the purposes of gas pricing. Asset
revaluation will have to be done soon because the value of the assets procured before the liberalisation of
other prices is incomparable with the current situation. The regulator uses the Return on Equity (ROE)
ratio to determine the companies profit from gas sales.

19 Non-commercial service obligations

As mentioned above, Transgas sells gas to RDCs for maximum prices set in the Finance
Ministry’s assessment. The regulation distinguishes inland gas transport from other activities (such as
transit transmission). Up to 1998, maximum prices were set in such away that Transgas subsidised inland
transport from its other transmission. A decision was taken in 1999 to discontinue such subsidies,
provided that Transgas would generate zero profit from inland transport. This approach till allows cross
subsidies to households. As mentioned above, the Czech Government’s Energy Policy Paper envisages
removal of cross subsidies by 2002.
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1.10 Separation and unbundling

Regulated and non-regulated activities have not yet been separated in gas companies. With a
view to the expected entry into force of the new Energy Act as from January 2001, which implements
Directive 98/30/EC in full, gas companies are making preparations for separating the two types of activity.
Nevertheless, the new law will not require any physical separation of the companies, merely accounting
separation. Nor will the regulatory authority — the position of which is also being addressed in the new
Energy Act —require physical separation.

1.11 Trade and investment issues

State-owned Transgas is the sole importer of natural gas to the Czech Republic; its position is
provided for in secondary legidation (i.e. MIT's Decree No. 318/1996). This Decree will terminate on the
day the Czech Republic joins the European Union.

Supervision over or restriction of foreign investments or ownership of foreign entities are non-
existent.

Miscellaneous issues

112 Theregulator isnot concerned with thisissue

1.13 The issue of the so-called environmental tax on fuels has not been resolved to date. The
Ministry for the Environment monitors this issue with a view to making it possible to align the
relevant Czech laws with the European equivalent once the question of tax harmonisation
isresolved in the European Union.

114 In 1999, about 9.4 bcm of natural gas was consumed in the Czech Republic. The Czech
Republic signed a twenty-year contract for Norwegian gas imports in 1997, while a 15-year
contract for Russian gas imports was signed in 1998. Both of these long-term contracts
contain the take-or-pay clause. The contract for Norwegian gas imports of 3 bcm/year will
remain in forceto 2017; the contract for Russian gas imports of 8 to 9 bcm/year will remain in
forceto 2013 with an option to extend it by another ten years.

2. Competition issues

2.1 Application and enforcement of competition law

In the Czech Republic, the protection of economic competition is governed by Act No. 63/1991,
Call., on the Protection of Economic Competition, in the wording of Act. No. 495/1992, Coll. and Act No.
286/1993, Call. (“the Competition Act”). The Competition Act appliesto all sectors without exemption. It
applies to both private and public undertakings. The Competition Act is enforced by the Office for the
Protection of Economic Competition (“the Office”) which is fully independent in its decision-making.
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As aready mentioned above, the behaviour of gas producers and gas suppliersis regulated by the
Energy Act. Entities doing business under the Energy Act are subject to the state regulation exercised by
MIT.

MIT is empowered to control the purposefulness of expended costs and is the only body
competent to submit proposas concerning changes in electricity, gas and heat prices to the Ministry of
Finance. The compliance with the Energy Act by undertakings operating under this Act is administered by
aspecial body of state administration, namely the State Energy Inspection (“SEI").

When enforcing competition law in the gas industry, the Office does not go beyond the scope of
the Energy Act, i.e. in so far as an undertaking operates in compliance with the Energy Act, its conduct
does not represent a breach of the Competition Act. In concrete cases, the Office co-operates with SEI or
MIT, respectively.

2.2 Market definition issues

The Office perceives the relevant market as a correlation between supply and demand at a given
place and time of goods capable of satisfying consumer needs. In practice, the Office defines product and
geographic markets in each individua case.

Relevant product mar ket

The relevant product market includes all products and services which are identical, or which are
regarded by the consumer as substitutable and interchangeable by reason of the products characteristics,
their prices, and their intended use.

The relevant product market in the gas industry has been defined by the Office as the market for
gas supplies to final consumers. When defining the market, the Office takes into account that gas can be
interchangeable with other kinds of energy only after overcoming significant investment and time barriers.
Even so, from the point of view of the consumer, gas would be non-interchangeable due to the difference
in prices.

Relevant geographic market

The relevant geographic market comprises the area in which the given undertakings are involved
in the supply and demand of products and services, in which the conditions of competition are sufficiently
homogeneous and which can be distinguished from other geographic areas particularly because the
conditions of competition are appreciably different in those areas.

The relevant geographic market in the gas industry has been defined by the Office as the area
covered by a network system of a particular gas distribution company, i.e. territories of individual regions.
2.3 Abuse of dominant position

In the gas industry, the Office has dealt with a number of abuses of dominance cases concerning
two types of conduct considered to be in contravention of the Competition Act. The first type of abuse

pertained to the situations where gas distribution companies conditioned entering into a gas supply contract
with a new customer by guaranteeing the previous customer’s debts by the latter. The second type of
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abusive practices consisted in requiring by individua gas distribution companies that consumers cover the
costs of procuring and installing the gas-meter. Such requirement was in contravention of the Energy Act.

The Office has not yet dealt with dominance abuses in the form of predatory pricing or raising
rivals costs.

24 Other enforcement issues

Agreements distorting competition

The Office has granted two exemptions from the ban on restrictive agreements in the gas
industry. Both cases concerned franchising agreements for distribution of liquefied heating gas (propane,
butane, and the mixture of these gases) sold in bottles. The agreements included exclusive purchasing and
exclusive distribution provisions as well as bans on active sales outside of the contract territory. Such
provisions restrict competition. At the same time, however, the agreements enabled the franchise holder to
establish a common sales network and provided consumers with an adequate share of the resulting benefit
through the combined effect of the common sales network and the existence of undertakings interested in
the effective functioning of their businesses. The Office supplemented the exemptions by two restrictive
conditions: (i) contractually allocated territory can be changed only with the approval by the Office, and
(ii) the Office' s approval is necessary aso for the renewal of the franchise agreement.

The Office has dealt with one case of a prohibited restrictive agreement concerning the sale of
bottled liquefied heating gas. The agreement included the following obligations: (i) resde price
maintenance, (ii) an obligation not to sell more than ten percent of non-contractual goods, and (iii) a non-
competition clause for two years following the expiry of the agreement. The Office found this agreement
to be an agreement distorting competition pursuant to the Competition Act and imposed a fine for the
breach thereof.

Concentrations between undertakings
The Office has dedt with five concentrations in the gas industry. In all cases, the relevant
product market was defined as the market for liquefied heating gas sold in bottles. All of these

concentrations were approved by the Office as they did not effect a change in the market share on the
relevant geographic market.
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FRANCE

Au cours des dernieres années le Conseil de la concurrence a exposé dans plusieurs avis et
décisions les raisonnements qu’il suivait en matiére de régulation concurrentielle dans les secteurs
récemment ouverts a la concurrence ou dont |’ ouverture a la concurrence était programmeée, en particulier
dansle cadre de I’ intégration du marché européen.

Compte tenu du théme retenu par le groupe de travail n°2 dans sa séance du mercredi
23 février 2000, I’ ouverture ala concurrence du secteur du gaz, la présente note procéde donc a un examen
de la structure du marché de I'industrie du gaz en France (1), a I’ organisation et au fonctionnement de la
régulation (I1) et aux principaux problémes de concurrence qui ont été rencontrés ou qui sont susceptibles
d étre rencontrés de la part des opérateurs dans ce secteur d’ activité (I11).

1 Lastructuredu marchédel’industrie du gaz en France

Quatre grandes fonctions caractérisent les activités de I'industrie du gaz: la production,
I’ approvisionnement en gros (en réalité, il s agit souvent d’importation a I’ échelon nationd), le transport
sur longue distance internationale et de transit (auquel on adjoint généralement le stockage) et la
digtribution aux clients finals. La France ne dispose pas de réserves significatives sur son territoire ; son
taux de dépendance avoisine les 95 pour cent.

11 La production et I'importation

Dans le cas de la France, la consommation de gaz a atteint 431 TWh en 1998, soit une
augmentation de 6,4 pour cent par rapport a 1997. Ses quatre principal es sources d' approvisionnement sont
la Norvége (28 pour cent), la Russie (27 pour cent), I' Algérie (27 pour cent) et les Pays-Bas (13 pour cent).
La production nationale - représentant donc cing pour cent de la consommation nationale - provient
essentiellement du gisement de Lacq, exploité depuis 1951 mais qui sera prochainement épuise.

Les voies d' approvisionnement sont terrestres et maritimes. Le gaz est livré par gazoducs de
grand transport, a |’exception du gaz d Algérie acheminé sous forme de gaz naturd liquéfié (GNL) par
bateaux aux terminaux méthaniers de Fos-sur-Mer et de Montoir. Les sources d’ approvisionnement se
diversifieront dés I’ automne 1999, avec le Nigeria, €t, en 2000, avec la mise en production des gisements
Elgin et Franklin en mer du Nord britannique.

12 Lafaible part du gaz dans le bilan énergétique francais
Les gatistiques disponibles font apparaitre, au plan national, une progression continue du gaz
dans la consommation totale d énergie. La consommation frangaise a progresse de 3,3 pour cent I’an de

1990 a 1996. Cependant, la part du gaz dans le bilan énergétique frangais (14 pour cent) reste faible par
rapport ala moyenne européenne égale a 23 pour cent.
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Allemagne Belgique Espagne  France Italie Pays-Bas RU

Part de gaz (%)° 21 22 8 14 28 51 35
Consommation 85 14 10 38 55 44 85
(Gm3)

Dépendance 77 100 95 93 64 export. 1

La fonction de production d’ éectricité représente 2,1 pour cent de la consommation de gaz en
France, dors qu'elle atteint 39 pour cent en Espagne, 22,4 pour cent en ltalie et 15,2 pour cent en
Allemagne. Seulement 1,4 pour cent de I’ électricité est produite a base de gaz en France ; ¢'est aussi une
particularité francaise (52,7 pour cent dans les Pays-Bas, 26,4 pour cent au Royaume-Uni et 22,4 pour cent
en Italie).

13 Structure de la demande

Le chauffage dans le «résidentiel-tertiaire» congtitue le principal débouché pour GDF
(53,3 pour cent des usages du gaz, contre 40,7 pour cent a I'industrie, 1,9 pour cent a la sidérurgie et
0,7 pour cent al’agriculture). Le développement du gaz est encouragé par les pouvoirs publics, les contrats
de plan entre I'Etat et GDF ayant réguliérement fixé a cette entreprise des objectifs quantitatifs de
pénétration du marché a la hausse. Le développement des énergies renouvelables, encouragé par les
pouvoirs publics, notamment gréace a I’adoption de dispositifs Iégidatifs incitatifs (loi n°92-646 du
13juillet 1992 relative a I'dimination de déchets, loi n° 96-1236 du 30 décembre 1996 sur |'air et
I’ utilisation rationnelle de |’ énergie notamment), reste limité. Si le contre-choc pétrolier et I'amélioration
gualitative des matériels, moins consommateurs d' énergie, ont ralenti la chute de la part du fioul
domestique, les statistiques traduisent I’ érosion continue de la part de cette énergie dans le chauffage,
puisqu’ en 1996, selon le CEREN," la part du fioul dans la consommation du secteur résidentiel s élevait a
14,3 pour cent alors qu’ elle était encore de 15,2 pour cent en 1993.

A I"exception de la concurrence exercée par les réseaux de chaleur, pour lesquels les opérateurs
principaux sont des entreprises de dimension nationale, voire internationale, mais qui ne concernent que
certaines zones géographiques et au total représentaient moins de quatre pour cent du marché du chauffage
domestique en France,? la concurrence exercée par les autres opérateurs, compte tenu notamment du
caractére local de ladistribution d’ énergie, provient souvent de petites entreprises qui ne peuvent rivaliser
avec GDF sur le plan de la notoriété ou des moyens techniques et financiers. A défaut d’'une position
dominante, GDF dispose d’ une position prééminente sur le marché de I’ énergie destinée au chauffage.

14 Structure du marché du cété de I’ offre

Comme I Italie, la Gréce, I’ Irlande et la Belgique, la France est, en terme d organisation de son
systéme gazier, un des pays européens les plus intégrés.
141  Unmonopoleal importation et a |’ exportation

En vertu de laloi du 8 avril 1946, les activités de production, transport, distribution, importation
et exportation de gaz combustible ont été nationalisées et la gestion des entreprises nationalisées a été
confiée & Gaz de France; ont été exclues de la nationalisation les entreprises gaziéres dont la production

annuelle moyenne de 1942 et 1943 était inférieure a six millions de m3/an, seuil porté ultérieurement a
12 millions de m3/an.
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En 1949, la production et le transport du gaz naturel ont été exclus de la nationalisation, tandis
gu’'un régime particulier a été prévu pour la production de gaz des houilléres nationales, des cokeries
sidérurgiques, des hauts fourneaux et des raffineries. La loi de 1946 a é&é interpré&tée (avis du Consell
d’ Etat du 1°décembre 1966) comme conférant 2 GDF les monopoles d’ importation et d’ exportation du gaz
en France.

Actuellement, 95 pour cent du gaz consommé en France est importé par GDF, les cing pour cent
restant étant constitués par la production frangaise d EIf sur le gisement de Lacq. Ce gaz est acheminé
jusgu’ au point d’ entrée sur le territoire national, soit par gazoduc (solution la plus rentable jusqu’a environ
4000 kilométres), soit par méthanier sous forme liquéfiée pour des distances supérieures.® Le transport du
gaz importé de Norvege colite 1,7 cF/kWh, celui du gaz importé de Russie prés de 4 cF/kWh (sur des prix
de vente moyens aux industriels de 7,2 cF/kWh et aux usagers domestiques de 21 cF/kWh).

14.2  Troisopérateursassurent le transport

Le transport du gaz naturel n’entre pas dans le champ d’ application de la loi de nationalisation,
mais celui-ci ne peut ére assuré que par un établissement public ou une société nationale dans laquelle la
majorité du capital est détenue par I’ Etat ou par des établissements publics.*

Le transport du gaz, destiné a approvisionner par des canalisations a haute pression les
digtributions publiques et les clients industriels et commerciaux, a é&é considéré comme une activité de
service public dans un avis du Conseil d’ Etat du 28 septembre 1995. L’ article 8 de la loi n°46-628 de 1946
I’'a exclu de la nationalisation. Cependant, les sociétés opérateurs de transport doivent comporter au
minimum 30 pour cent de capitaux publics, en vertu du décret n 50.578 du 24 mai 1950 qui dispose: « les
transports de gaz combustible a distance par canalisations sont (...) concédés (...) (par I’ Etat) en ce qui
concerne le gaz naturel, aux organismes prévus a l’article 2 de la loi n° 49-1090 du 2 ao(t 1949 » ; les
transporteurs sont soumis a un cahier des charges type approuvé par le décret n° 52.77 du 15 janvier 1952.

Les concessions concernent les canalisations jusgu’ au compteur d'entrée des distributions. Elles
alimentent, par ordre de priorité, les distributions publiques, les ouvrages de transport et les clients directs.
Les obligations de service public qui pesent sur cette activité sont définies par I'article 19 (continuité du
service) et par I article 23 (égalité de traitement) du cahier des charges.

L’ article 4 du décret n° 85-1108 du 15 octobre 1985 dispose que « dans les zones de distribution
publigque, le transport ne peut, sauf accord avec le distributeur, aimenter directement que des entreprises
industrielles dont la consommation annuelle est supérieure a cing millions de KWh ». Ce décret réglemente
les procédures administratives de concession ainsi que le transit de gaz naturel entre grands réseaux de
transport.

Le transport du gaz naturel est donc réalisé en France par deux concessionnaires, Gaz de France
et GSO, et par un fermier de GDF, CFM ; tous trois disposent de monopoles géographiques, Sud-Ouest
pour GSO, Centre-Ouest pour CFM et le reste du territoire pour GDF. Le capital de ces sociétés est détenu
a plus de 30 pour cent par des personnes publiques. Les actionnaires de GSO sont Elf (70 pour cent) et
GDF (30 pour cent) ; CFM est unefiliale a 55 pour cent de GDF, le reste du capital éant réparti entre EIf
(30 %) et Total (15 %). Les livraisons annuelles de GSO et CFM ont atteint respectivement en 1998 38,8
milliards et 91,3 milliards de kWh, soit environ 10 et 22 pour cent du gaz naturel consommé en France.
CFM livre 330 clients industriels importants qui représentent 18 pour cent des consommations totales de
gaz naturel de I'industrie (consommation de 25 milliards de kWh par an) et 505 distributions publiques
(70 milliards de kwh). Elle dispose d’ un réseau affermé par GDF, de 6350 km de canalisations souterraines
et du réservoir souterrain de Chémery. GSO approvisionne 450 points de livraison.
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Enfin la distribution de gaz de réseau, qui entre dans le champ de la nationalisation prévue par la
loi du 8 avril 1946, s opére dans le cadre de concessions de distribution publique accordées aux centres de
digtribution GDF, méme si des «distributeurs non nationalisés » (DNN), essentiellement des régies
municipales et des organismes assimilés (au nombre de dix-sept), demeurent habilités a assurer cette
distribution, en vertu des modifications apportées alaloi de 1946 par laloi du 2 ao(t 1949. La capacité de
distribution de ces régies municipales a été éendue aux communes limitrophes, restreignant en droit le
monopole de la distribution du gaz de réseau confié a GDF, en vertu de laloi n° 96-314 du 12 avril 1996.

143 Deux opérateurs ont la propriété des sites de stockage et autres installations connexes

80 pour cent des capacités de stockage européennes sont concentrés dans trois pays, I'ltalie
(SNAM 15 Bcm), laFrance (GDF 10,9 Becm) et I’ Allemagne.

L’ activité de stockage est soumise en France a un régime d autorisation, par |I’ordonnance
n° 58.1132 du 25 novembre 1958. Il S agit d’ une activité concurrentielle, mais en pratique, compte tenu du
co(t des investissements, seuls GDF et EIf disposent de telles installations. Quatorze lieux de stockage
existent en France (douze pour GDF, deux pour EIf), dont onze en nappes aquiféres et trois en cavités
salines. Les volumes de gaz naturel effectivement stockés sont équivalents a quatre mois de consommation
nationale (égale en 1998 a 38 Gm3), soit 12 Gm3 de capacité en service, sur une capacité totale de
25 Gm3. Les stockages en cavités salines ont de trés fortes capacités de soutirage pendant de trés courtes
périodes. Ils sont mobilisés dans les cas de tres grand froid ou lors d'une interruption brutale
d’ approvisionnement.

144 Plus de 90 pour cent de la consommation nationale est distribuée par GDF

L’activité de distribution du gaz combustible consiste dans I'aimentation par canalisation,
essentiellement en basse pression, des clients finals (usagers consommant des quantités de gaz inférieures a
cing millions de KWh/an , essentiellement domestiques et petitsindustriels). Elle incombe aux collectivités
locales territoriales (essentiellement aux communes). Qualifiée expressément de service public dans
I’article 3 de laloi n° 46-628 du 8 avril 1946, la distribution du gaz par réseaux en France est un service
public local acaractére industriel et commercial organisé sous le régime de la concession.

Aux termes de ces concessions, pour une durée comprise en général entre vingt et trente ans, sur
un modéle type négocié au niveau nationa par la Fédération nationale des collectivités concédantes et des
régies (FNCCR), «l'autorité concédante (la commune ou groupement de communes) garantit au
concessionnaire (distributions publiques de GDF) le droit exclusif d'exploiter le service public de
distribution de gaz dans le périmétre défini et a cette fin, d’ établir les ouvrages nécessaires ».

Les ouvrages du domaine concédé de la distribution, a savoir les canalisations et installations
connexes, sont des biens de retour, propriété des communes ou des groupements de communes.

Echappent toutefois au monopole de GDF dix-sept distributeurs non nationalisés [régies
municipales ou sociétés d économie mixte exercant une seule activité ou d autres activités (telles
I"éectricité, I'eau et le chauffage urbain)] desservant 170 communes (soit trois pour cent de la
consommation nationale de gaz naturel). Les plus grosses DNN sont Gaz de Bordeaux (dont le capita est
détenu par EIf, Dakia et GDF, a hauteur de 16 pour cent chacun) et Gaz de Strasbourg (GDF:
24,9 pour cent et Total : 25 pour cent).

En 1999, 6514 communes regroupant plus de 39 millions d habitants, soit plus de 70 pour cent de
la population, sont desservies par Gaz de France.
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Jusqu’en 1998, GDF détenait le monopole de la desserte de gaz combustible en réseaux et était
seul a pouvoir entreprendre la desserte des communes non encore alimentées, s le respect d' un taux
minimal de rentabilité était assuré, « afin de veiller a ce que I’ extension de la desserte ne se fasse pas au
détriment d'une concurrence loyale entre énergies substituables », ains que le stipulait la circulaire du
ministére de I'industrie du 3 mai 1996 ; ce taux (bénéfice actualisé/montant actualisé des investissements)
avait étéfixéao,3.

Deux ouvertures ont été apportées dans ce monopole de GDF par la Commission européenne.
Celle-ci, faisant application de la jurisprudence du « monopole défaillant » développée par la Cour de
justice des communautés européennes dans |’ affaire Hofner/Elser du 23 avril 1991, a estimé que, dans les
Zones non encore desservies en gaz pour des raisons de rentabilité, le monopole conféré par la légidation
francaise a GDF conduisait I’ opérateur public a commettre un abus de position dominante sur le marché
national de la distribution de gaz, en empéchant tout opérateur concurrent de desservir ces zones. Cette
analyse se situe dans le cadre de la doctrine de I’ abus automatigue des monopoles publics.

A lasuite de cette intervention de la Commission, le Parlement francais a adopté deux textes :

- l'article97 de la loi n° 96-314 du 12 avril 1996, portant diverses dispositions d ordre
économique et financier, permet aux régies et sociétés mixtes non nationalisées d' étendre
leurs activités de distribution de gaz aux communes non desservies en gaz, voisines de celles
qu’ elles desservent ;

- I'article’50 de la loi n° 98-546 du 2 juillet 1998 permet par alleurs aux communes non
desservies en gaz par GDF de recourir au distributeur de leur choix. Cependant, GDF
bénéficie d’'une sorte de droit de préemption des communes les plus rentables. En effet,
I"article 50 instaure un plan national de desserte des communes non desservies qui souhaitent
étre aimentées par GDF ou par les DNN. Les collectivités concédantes avaient jusqu’au
14 ao(t 1999 pour demander leur inscription sur ce plan, élaboré au niveau départemental et
arrété au niveau ministériel. Toutes les communes présentant un seuil de rentabilité supérieur
ou égal azéro (B/I) peuvent demander leur inscription sur le plan, sous réserve de I'incidence
de la future desserte en gaz naturel « sur les activités énergétiques concurrentes et sur la
situation économique et sociale locale » ou « sur la politique énergétique nationale ». GDF
devraengager lestravaux danslestrois ans. Ce plan sera publié au plustard le 14 avril 2000 ;
il ne concerne que la desserte en gaz naturel, a I’ exclusion des autres gaz combustibles. La
mise en cauvre de ces dispositions pourrait se traduire par la desserte de 800 a
1200 communes supplémentaires, ayant 1 500 habitants en moyenne, dans les trois ans a
venir, portant ainsi le nombre des communes raccordées a 7600 (sur un total de
38 000 communes).

Les communes ne figurant pas dans le plan de desserte ou celles qui ont postulé dans I hypothése
de la non publication du plan avant le 14 avril 2000 ou encore celles qui n’ont pas éé desservies dans le
délai de trois années (C'est-a-dire au 14 avril 2003) pourront recourir a |’ opérateur de leur choix pour
assurer le service de distribution de gaz. Elles pourront donc déléguer la distribution du gaz a toute
entreprise ou société d économie mixte régulierement agréée par le ministre chargé de |'énergie. De
nombreux opérateurs sont intéressés par ce marché nouveau, des vendeurs de propane et de butane
notamment, tels Butagaz et Primagaz. Ces derniers construiraient des réseaux de distribution alimentés par
une citerne de gaz de pétrole liquéfié (GPL) située al’ entrée des communes.
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2. Organisation, fonctionnement et évolution de larégulation

Actuellement, la situation est celle du monopole décrite ci-dessus, dont le principal opérateur est
Gaz de France (GDF), sous le contréle direct du gouvernement, sans autorité indépendante pour régler des
litiges d’ acces aux réseaux qui demeurent théoriques dans la structure monopolistique précitée.

Pour | avenir, une directive européenne n° 98/30/CE> ouvre a la concurrence |’industrie du gaz
dans un soucis de création d’un marché unigue européen pour ce produit. Cette ouverture devrait imposer
une série de mutations structurelles et institutionnelles.

2.1 Les mutations structurellesimposées par la directive n® 98/30/CE

Des mutations sont imposées a I'industrie du gaz par |'approfondissement du processus
d’intégration du marché européen. Ces mutations sont traduites par la directive de 1998 précitée visant a
I établissement d’ un marché unique du gaz.

Les communautés européennes n’ont pas prévu al’ origine de politiques d ensemble de I’ énergie.
Seuls ont été concernés le charbon et |’atome. Cette orientation tient & la spécificité du secteur, dont les
caractéristiques rendaient moins opérants les avantages a attendre d’'une ouverture a la concurrence.
L’impératif de sécurité d approvisionnement a été al’ origine d’ une planification a long terme des sources
d’ approvisionnement. Les réseaux de transport et de distribution du gaz et de I’ éectricité ne peuvent étre
dupliqués que trés difficilement, pour des raisons de colt, et de respect de I’environnement. Le gaz et
I’électricité sont des produits de premiére nécessité pour les usagers domestiques et ne sont pas
substituables ou difficilement substituables pour les entreprises. La fourniture de ces énergies en tout point
du territoire pour |’ dectricité, dans les communes ol sa distribution est économiquement rentable pour le
gaz, et ades prix plus ou moins pérégqués, a été considérée comme une mission de service public.

Dans la plupart des pays européens, les secteurs éectrique et gazier étaient dominés par des
monopoles publics au niveau national, comme en France et en Angleterre, ou au niveau régional, comme
en Allemagne. Dans les années 70, la préoccupation principae était de garantir la sécurité
d’ approvisionnement et la tendance était plutdt au renforcement de ces monopoles. Ce n’est que dans les
années 80 gque |I'on a commencé a les remettre en cause, a mesure gue les prix de I’ énergie en tant que
composante importante des prix industriels (dans la chimie, jusgu’a 60 pour cent des codts de production)
sont devenus une préoccupation majeure. Or, selon la Commission européenne, les prix de I’ dectricité et
du gaz seraient en moyenne de 40 pour cent plus élevés en Europe qu’ aux Etats-Unis. La premiére étape du
mouvement de libéralisation des marchés s est manifestée dans les années 1980, avec |’ adoption de deux
directives, la directive du 29 juin 1990 instaurant une procédure communautaire assurant la transparence
des prix au consommateur final industriel d’ électricité et de gaz et les directives du 29 octobre 1990 et du
31 mai 1991 pour le transit de I’ dectricité et du gaz. Le processus a enfin débouché sur I’ adoption des
directives du Parlement européen et du Conseil de I’ Union européenne n °96/92/CE du 19 décembre 1996
concernant des regles communes pour le marché intérieur de I’ électricité et n° 98/30/CE du 22 juin 1998
concernant des régles communes pour le marché intérieur du gaz naturel. Cette derniére directive a é&é
publiée au JOCE le 21 juillet 1998 ; elle doit étre transposée dans le droit national pour le 10 ao(t 2000.
Elle ne concerne que le gaz naturel (y compris le gaz naturel liquéfié [GNL]), et non le propane butane.
Elle ne traite pas de la production de gaz, réglementée par la directive n° 94/22/CE du 30 mai 1994, ni des
candisations off shore. Son objectif est de permettre a des clients dits « éligibles » d’ acheter leur gaz a
I’ opérateur de leur choix et d'instaurer ainsi une concurrence « gaz-gaz » sur I'aval gazier (transport et
distribution).
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La directive pose quatre exigences majeures : I'accés des tiers aux réseaux, la transparence des
co(ts et des prix, la dissociation comptable des activités (unbundling) et une régulation du secteur.

Les négociations de cette directive ont fait ressortir les intéréts divergents des opérateurs.
Certains réclamaient I’ ouverture du marché gazier, notamment les producteurs d' éectricité (en Italie et en
Espagne), gros consommateurs de gaz, qui souhaitaient contracter directement aupres des producteurs de
gaz. Inversement, les compagnies gaziéres, importatrices, étaient tentées de « verrouiller » le marché, en
saturant leurs canalisations. La multiplication des contrats « take or pay », ces derniéres années, a réduit
singulierement la marge de manoeuvre des Etats; en 2005, sur 455 Gm3 de consommation gaziere
attendue, 435 Gm3 auraient dga fait |’ objet de contrats ; en 2010, 450 Gm3 sur 490 Gm3. Ces contrats
« take or pay » consistent dans des conventions par lesgquelles un acheteur prend un engagement a long
terme d acheter un certain volume de gaz. Cet engagement trouve une contrepartie dans I’indexation des
prix du gaz livré ala frontiére sur le cours du pétrole, avec pour contrainte de soutenir la compétitivité du
gaz naturel en termes de prix facturés aux clients finals par |I'opérateur national, aprés transport et
distribution a un producteur (principe du « net back »). Lorsque |’ acheteur ne veut ou ne peut enlever la
guantité qu'il s'est engagé a acheter, il doit payer des pénalités de non enlévement. Les contrats prévoient
généralement une certaine marge de manoeuvre annuelle, généralement plus ou moins dix pour cent par
rapport a la quantité d’ enlévement convenue. C'est ainsi par exemple que si I’ acheteur enléve une quantité
inférieure de cing pour cent a la quantité prévue, il paiera la somme relative a la quantité prévue et le
fournisseur pourra lui restituer le surplus acheté et non enlevé lors d' une autre période. Ces contrats
prévoient auss des marges de souplesse pour les enlévements journaliers et contiennent des clauses de
révision de prix qui permettent de corriger régulierement le prix de base convenu entre les parties au début
de la période contractuelle, dans le but de maintenir la compétitivité du gaz par rapport aux énergies
concurrentes (formule d’indexation ; prise en compte du risque de change; clause de révision de prix
triennale).

Ce mécanisme a été congu pour garantir un débouché stable aux producteurs, de nature a
rentabiliser lesinvestissements d’infrastructure nécessaires a |’ exploration et al’ exploitation des champs. I
résulte de ces dispositions que les opérateurs nationaux gaziers se trouveraient confrontés a de graves
difficultés s'ils ne pouvaient enlever les quantités de gaz prévues dans ces contrats parce que leurs clients
se seraient approvisionnés auprés d’ autres fournisseurs, qui offrent du gaz sur les marchés de court terme, a
des prix inférieurs.

Les modalités de transposition de la directive, en application du principe de subsidiarité, sont en
grande partie laissées a I'initiative des Etats ; |’ouverture & la concurrence peut étre totale, comme au
Royaume-Uni ; elle peut étre partidlle, ains que I'a préconisé le groupe Energie 2010-2020 du Plan, et,
sous réserve du respect d'un certain nombre de principes, limitée aux industriels. L'ouverture a la
concurrence peut étre dans ce cas circonscrite a I'introduction marginale de nouveaux opérateurs et de
nouveaux modes de commercialisation. La problématique de transposition de la directive varie selon les
Etats et refléte les différences dans I’ organisation et la place du secteur gazier (plus ou moins grande
dépendance aux importations, usages du gaz...).

2.2 Les mutations institutionnelles

Sur le plan institutionnel, la directive prévoit la désignation d’'une autorité indépendante pour
régler les litiges contractuels d’accés aux réseaux. L’article 21 de cette directive dispose notamment que
« les Etats membres désignent une autorité compétente qui doit étre indépendante des parties pour régler
rapidement les litiges relatifs aux négociations d’' accés aux réseaux. Cette autorité doit notamment régler
les litiges concernant les négociations et le refus d' acces dans le cadre de la présente directive. L’ autorité
compétente présente ses conclusions sans délai ou, s possible, douze semaines au plus tard aprés avoir éé
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saisie du litige ». En outre, I article 23 de la directive prévoit aussi la mise en place d' un systéme similaire
« pour permettre la résolution rapide des litiges portant sur I’ accés aux réseaux de gazoducs en amont »,
c'est-a-dire au réseau utilisé pour transporter du gaz naturel d' un site de production vers une usine de
production ou un termina d’ atterrage. La France n’est pas concernée par cet article, a cause du faible
niveau de sa production. En vertu de I'article 12, ces « autorités de reglement des litiges (...) ont le droit
d’ accéder ala comptabilité des entreprises de gaz naturd (...), lorsgue cette consultation leur est nécessaire
pour exercer leurs fonctions». Elles préservent la confidentiaité des informations commercialement
sensibles dont elles ont connaissance. Certains articles se référent ala désignation facultative d’ une autorité
compétente pour accorder |les autorisations aux opérateurs gaziers (article 4), pour fixer les critéres relatifs
al’octroi de construction ou d’ exploitation de conduites directes (article 20), pour connalitre des demandes
de dérogation a I’ acces des tiers au réseau des entreprises de gaz naturel, basées sur leurs engagements
« take or pay » (article 25).

S agissant des autres composantes de la mission de régulation, elles sont dévolues par la directive
al'Etat. C'est ainsi que I'Etat doit veiller a |'édiction de prescriptions techniques d’interopérabilité des
réseaux (article 5), prend les mesures nécessaires pour que les entreprises de transport, de stockage de
GNL (article6) et de distribution (article 9) exploitent et développent leurs réseaux et s abstiennent de
toute pratique discriminatoire al’ égard des tiers utilisateurs du réseau et pour gu’ elles tiennent des comptes
séparés de leurs différentes activités, lorsgu’ elles sont intégrées (article 13). Enfin, il est par ailleurs précisé
a l'article 22 que « les Etats membres créent des mécanismes appropriés et efficaces de régulation, de
contréle et de transparence afin d'éviter tout abus de position dominante, au détriment notamment des
consommateurs, et tout comportement prédateur. Ces mécanismes tiennent compte des dispositions du
traité et notamment de son article 86 ».

En outre, un «Livre blanc»® du gouvernement francais rappelle quelles devraient étre les
caractéristiques de la régulation du secteur (articulation avec les politiques publiques de I’ énergie ; rapidité
d’intervention ; pouvoirs de sanction ; compétence technico-économique ; articulation avec les autorités de
concurrence et lesjuridictions de droit commun) et suggére la création d’ une Commission de régulation. Il
laisse ouvert le choix entre la création d une commission spécifique au gaz et I'extension au gaz de la
compétence de la Commission de régulation chargée de I’ dectricité. La mise en place d' un systéme de
régulation efficace et transparent apparait en effet indispensable a I'ouverture réelle du marché a la
concurrence. Les taches qui lui seront dévolues seront essentidlement de régler les litiges d’acces au
réseau.

Pour sa part, dans un avis n° 98-A-05 du 28 avril 1998 sur I’électricité’, le Conseil de la
concurrence a exposé les différentes solutions envisageables pour assumer ces taches. La solution d'une
formation spécialisée au sein du Conseil de la concurrence avait été envisagée a cette occasion, par
comparaison avec les pays dans lesguels I’ autorité de concurrence exerce une fonction de régulateur. La
solution de I|'autorité administrative autonome, selon le Conseil, « permet une concentration des
compétences et manifeste le souci d’indépendance vis-a-vis de la tutelle de I’ opérateur public, notamment
aux yeux de la Commission européenne et de la Cour de justice ».

Quelle que soit la forme finalement retenue pour cette autorité, ses compétences, d ordre
réglementaire, de sanction ou d avis, devraient étre notamment les suivantes :

- intervenir sur les points suivants: les tarifs de transport et les tarifs destinés aux
consommateurs captifs ;

- sanctionner les manquements des entreprises gaziéres (a la confidentialité, a la séparation
comptable, au droit d'acces) ;
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- régler les litiges d'accés au réseau (gazoducs, installations connexes) entre les entreprises
gazieres exploitant les réseaux et lestiers utilisateurs ;

- apprécier lavalidité des demandes de dérogations fondées sur les contrats « take or pay » ;

- fixer les regles de séparation comptable entre les activités de transport, stockage et
distribution.

En tout état de cause, la création d’ une nouvelle autorité administrative indépendante appellerait
la formalisation d'une coordination avec le Conseil de la concurrence, comme c'est déja le cas avec
I’ Autorité de régulation des Télécommunications (ART) dans |e secteur des tél écommunications.

3. Lesprincipaux problémes de concurrence rencontrés ou susceptibles d’ étre rencontrés

Le Conseil de la concurrence a eu I’ occasion a de multiples reprises d’ exposer les raisonnements
et méthodes d’ analyses a suivre pour prendre en compte la dimension concurrentielle des problémes posés
par I'ouverture a la concurrence, notamment dans un avis de 1994 sur les problemes soulevés par la
diversification des activités d EDF et de GDF au regard de la concurrence et dans deux avis de 1998
concernant le fonctionnement concurrentiel du marché électrique et les principes devant guider et encadrer
lapolitique tarifaire d EDF.2

Pour I'industrie du gaz, I’ ouverture a la concurrence devrait entrainer plusieurs conséguences sur
les structures de I’ offre (A). Par comparaison avec les conséquences de I’ ouverture ala concurrence pour le
secteur de la production et de la distribution de I’ électricité imposée par la directive 96/92/CE, I’ ouverture
a la concurrence de I'industrie du gaz devrait entrainer des problémes de concurrence d’une nature
similaire (B). Toutefois, des problémes de concurrence spécifiques a I’industrie du gaz pourraient auss
intervenir (C).

31 Les conséguences structurelles de |’ ouverture a la concurrence

Les sociétés de transport et de distribution gaziéres jusgu’ici en monopole sur leurs marchés
nationaux (comme GDF) risquent de perdre leurs clients éligibles au profit des pérogaziers (oligopole
pétrogazier de mer du Nord : Statoil, Norsk Hydro, Shell, Exxon, Mobil, BP) qui offriront non seulement
le gaz qu'ils produisent mais auss des prestations de transport. Longtemps protégées sur leur marché
national, les entreprises disposant de monopoles nationaux rencontreront des difficultés & mettre en cauvre
une stratégie adaptée aux nouvelles conditions du marché, et notamment a faire face aux effets de ciseau
résultant des engagements fermes a long terme (take or pay) qu'elles ont contracté et des aléas de la
demande finale désormais partiellement gouvernée par la concurrence. Elles n’auront d autre solution que
de consolider leurs avantages concurrentiels (installations de stockage pour GDF), I'internationalisation de
la distribution et la diversification dans les services énergétiques aux consommateurs finals pouvant
également constituer des orientations fructueuses. Enfin, de nombreuses synergies sont possibles au niveau
de la production et de la distribution entre le secteur de I’ éectricité et le secteur du gaz ; aing, la plupart
des sociétés distributrices de gaz sont auss distributrices d’ électricité sur le marché anglais. Les
compagnies d électricité de leur coté ont intérét a contrdler la ressource gaziére, appelée a devenir la
matiére premiére de la production d' électricité; Power Gen ou RWE, présents dans la production de
I’ électricité, seretrouvent naturellement dans |e transport et la distribution de gaz.

L’ apparition et le développement de marchés spot du gaz (comme celui de Zeebrugge)
permettront progressivement aux prix de refléter la compétition gaz-gaz et non plus seulement |’ évolution
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des prix des autres énergies. Elle entrainera une plus grande volatilité des prix et un besoin de couverture
des risgues pour |es compagnies gaziéres. Les modalités d' achat et de vente du gaz en seront profondément
transformées.

A I"heure actuelle en Europe, seul le Royaume-Uni a totalement ouvert son marché du gaz ala
concurrence, y compris pour les ménages. L’ Allemagne a d’ ores et d§ja transpose la directive dans une loi
du 29 avril 1999 et n’a pas prévu de redtrictions quant a I’ digibilité. L’ Italie afait de méme. En Hollande,
Gasunie accorde un accés des tiers a son réseau de grand transport, mais cet acces est en réalité restreint
par le mode de tarification retenu. L’ Espagne a instauré en 1996 un acces des tiers (ATR) au réseau gazier
pour les clients industriel s importants (chimistes et électriciens), en prévoyant des dispositions restrictives,
notamment si les volumes additifs de gaz importés empéchaient |’ opérateur national Enagaz de remplir ses
obligations « take or pay ».

3.2 Les problémes de concurrence communs a l’industrie du gaz et de I’ électricité

Ces problémes concernent, d’ une part, le choix des critéres d’ digibilité et d' autre part, |’ acces au
réseau.

321 Lechoixdescriteresd éigibilité

Les clients digibles de chaque Etat membre sont, selon la directive, «les clients qui ont la
capacité juridique de passer des contrats de fourniture de gaz naturel ou d’achats de gaz naturel » aupres
des fournisseurs de leur choix, méme si ces fournisseurs sont situés dans un autre Etat membre. De leur
définition dépend donc le degré d ouverture des marchés. Comme la directive 96/92/CE sur |’ électricité, la
directive 98/30/CE n’impose qu’ une ouverture limitée et progressive ala concurrence.

Sont éligibles par nature les producteurs d’ électricité a partir du gaz quel que soit leur niveau de
consommation, et les gros clients finals ayant une consommation supérieure a 25 millions de m3 par an et
par site (seuil porté a 15 millions puis a cing millions de m3 en 2003 et 2008). Pour le reste, les Etats sont
libres, en vertu du principe de subsidiarité, de définir les criteres d'éligibilité, dans le respect d'un seuil
minimal d’ ouverture, évolutif, imposé par la directive : une ouverture du marché égale a 20 pour cent au
moins de la consommation annuelle totale de gaz du marché national du gaz le 10 ao(t 1998, portée a
28 pour cent cing ans aprés I entrée en vigueur de la directive, soit le 10 ao(t 2003, puis a 33 pour cent dix
ans apres cette entrée en vigueur, soit le 10 ao(t 2008.

L es Etats peuvent aler au-dela des prescriptions de la directive. L’ objectif affiché par la directive
est cependant d’ aboutir & un niveau comparable d’ ouverture des marchés des différents Etats membres. Dix
années apres |’ entrée en vigueur de la directive, la Commission pourra proposer une nouvelle ouverture du
marché (article 28).

Compte tenu de lafaible part de la production d’ électricité a partir du gaz en France, |’ application
des critéres d' dligibilité automatique (consommateurs de plus de 25 millions de m3) aboutit a I’ ouverture
minimale voulue par la directive (20 pour cent), contrairement aux autres pays européens qui dépassent
nettement | es seuils minimaux en appliquant mécaniquement les critéres d’ éigibilité automatiques.

322 La question de |’ accés au réseau

La directive n'impose pas, contrairement a la directive sur |’éectricité, la désignation d'un
gestionnaire de réseau indépendant.
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GSO et GDF ont chacun un systéme de gestion de leur réseau de transport (dispatching) chargé
d’ assurer I’ équilibre du réseau au jour le jour. C'est une fonction plus simple a assurer que la gestion du
réseau de transport de I’ électricité. En effet, I équilibrage de I’ offre et de la demande n’a pas a s effectuer
«en temps réel », compte tenu de la possibilité de stocker le gaz et du temps de détente du gaz sur le
réseau. En outre, le gestionnaire de réseau de transport de gaz n’a pas a mobiliser des installations de
production selon un ordre de préséance économique. Son rdle essentiel est de faire transiter le gaz sur ses
canalisations.

Comme pour |e gestionnaire du réseau de transport de |’ éectricité, il conviendrait notamment que
des sanctions pénales soient prévues a I’ encontre des personnes physiques en charge des opérations de
gestion qui divulgueraient des informations commercialement sensibles susceptibles de créer un
désavantage pour les concurrents ou qui favoriseraient indiment leurs entreprises liées.

Par ailleurs, si des tarifs de transport du gaz plus élevés que ceux supportés par GDF étaient
proposés a des producteurs ou des importateurs nouveaux entrants, il en résulterait un désavantage pour les
concurrents de I’ opérateur historique qui ne pourraient pas pratiquer des prix de vente de gaz compétitifs
par rapport a |’ opérateur public. Cette pratique pourrait ére anticoncurrentielle. Des prix de transport trop
élevés pourraient congtituer un obstacle rédhibitoire a I’ ouverture du marché. Dans un avis de 1993 déja
cité, relatif aux conditions d’ exploitation de I’ oléoduc Donges-Melun-Metz, le Conseil de la concurrence a
rappelé que s les tarifs de base du transport et |les conditions éventuelles de remises doivent étre objectifs,
transparents et non discriminatoires, «tout systéme comportant des avantages tarifaires en fonction de
quantités transportées serait de nature a affecter le jeu de la concurrence, car cela peut avantager indiment
certains utilisateurs par rapport & d’autres ».” Une tarification du transport comportant une composante
tenant largement compte des quantités transportées risquerait d'introduire une dissymétrie dans la
concurrence avantageant |’ opérateur historique.

Dans I'industrie du gaz, la question de |’ acces au réseau pose également le probléme sectoriel
spécifique de I’ accés aux installations de stockage. Cette question est traitée ci-apres.

33 L es problémes de concurrence spécifiques a l’industrie du gaz

Trois problémes sont plus particuliérement susceptibles d’ affecter I'industrie du gaz, contribuant
a distinguer ce secteur de celui de I’ dectricité : I"acces aux installation de stockage, la problématique des
contrats « take or pay », la question du monopole d' importation et d’ exportation.

331 L’ acces aux réseaux de stockage

La définition du réseau comprend auss les installations de stockage. Cependant, les installations
de stockage ne sont pas soumise au principe d acces des tiers au réseau, sauf, ains que I’ exposent les
déclarations interprétatives sur le 13 de I'article 2 de la directive, «si un tel acces est techniquement
nécessaire pour fournir un acces efficace au réseau de transport et/ou de distribution ».

Les futurs concurrents de GDF et certains clients digibles revendiquent un droit d’acces aux
ingtallations de stockage. Ils prétendent gqu'il s agit d'infrastructures essentielles en |’ absence desquelles
I’ ouverture ala concurrence ne pourra se faire, en raison de I'impossibilité des fournisseurs de répondre a
la demande modul ée selon les saisons de leurs clients industriels.

Il n"est pas indispensable de prévoir un droit d accés systématique d’ acces aux installations de

stockage dans les textes de transposition de la directive en droit national, a I’ exception de la part du
stockage limitée a deux pour cent des capacités servant a I’équilibrage au jour le jour du réseau, pour
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plusieurs raisons et notamment parce que les installations de stockage sont utilisées par les deux opérateurs
nationaux GDF et ELF pour faire face a des scénarios de rupture d' approvisionnement ou de pointe
d'hiver, et donc les capacités disponibles dans les ingtallations de stockage de GDF et d'ELF pour un
éventuel accés aux tiers sont limitées.

Par ailleurs, pour la satisfaction des clients éligibles, la fonction de modulation saisonniére ne
semble pas «techniqguement » nécessaire pour assurer un acces efficace au réseau de transport,
conformément aux termes des déclarations interprétatives sur la directive gaz. En effet, au niveau des
besoins a satisfaire, on constate que le profil de charges des consommateurs digibles est assez plat et
prévisible (a I'exception des cogénérations). En outre, il existe des aternatives au stockage, telles le
recours a des prestations de modulation (Gazunie), les achats spot et enfin les contrats des clients dits
« interruptibles ».

Les installations de stockage sont certes des infrastructures lourdes et difficilement
reproductibles, a cause de leur colt, de la rareté des sites géologiques et des préoccupations
environnementales ; il n’en résulte pas pour autant une impossibilité totale de les mettre en place. Il existe
sur le territoire francais quelques sites « déplétés », anciens gisements, qui pourraient étre reconvertis en
installations de stockage.

D’autre part, I'octroi a priori d'un droit d'accés ne peut étre automatiquement considéré comme
une condition préalable pour que s opére une concurrence effective. Si une entreprise en position
dominante doit s abstenir de tout comportement anticoncurrentiel, elle n'est pas tenue de promouvoir
activement la concurrence en accordant systématiquement a ses concurrents un droit daccés aux
installations qu'elle a construites pour elle. Dans une décision Oscar Bronner/Mediaprint, la Cour de
justice des Communautés européennes a jugé que, pour que le refus d’ accés a son systéme de portage a
domicile opposé par un journal a son concurrent constitue un abus de position dominante, il fallait que ce
refus « soit de nature a éliminer toute concurrence sur le marché de la part du demandeur du service et ne
puisse étre objectivement justifié, mais également que le service en lui-méme soit indispensable a
I"exercice de I'activité de celui-ci, en ce sens qu'il n'existe aucun substitut réel ou potentiel audit
systéme ». Or, en |'espéce, la Cour a constaté gque, d’ une part, d’ autres modes de distribution existaient,
«méme s'ils devaient &re moins avantageux », et, d’ autre part, que la création par |le demandeur d'un tel
systéme n’était pas impossible, car il ne suffit pas « pour démontrer que la création d'un tel systéme ne
constitue pas une alternative potentielle réaliste et que I’ accés au systéme existant est donc indispensable,
(...) defairevaoir qu' elle n’ est pas économiquement rentable ».

La construction d'installations de stockage a permis a GDF de suppléer al’ absence de gisements
sur le sol frangais. Permettre aux futurs concurrents de GDF ou d'ELF, tels SHELL ou Distrigaz d’ accéder
a leurs instdlations de stockage, alors que réciproguement GDF ou ELF nauraient pas accés aux
gisements de ces producteurs, reviendrait a défavoriser les opérateurs nationaux, de maniere
disproportionnée par rapport a I'intérét pour I’ ouverture de la concurrence. Cette solution présenterait en
outre des dangers de spéculation sur le prix du gaz et de saturation des capacités au détriment des
obligations de service public de GDF et d'ELF (fourniture des clients captifs, dont la consommation subit
d’importantes modul ations sai sonni eres).

Toutefois, en cas de refus d’ acces ou d’ acces dans des conditions discriminatoires, le Consell de

la concurrence devrait apprécier, au cas par cas, les éventuels abus de position dominante des deux
détenteurs d’installations de stockage, GDF et ELF.
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3.3.2  Laproblématique des contrats « take or pay »

La conjonction des besoins des pays importateurs de gaz et de |I'importance des infrastructures
nécessaires a |’exploitation du gaz ont conduit a |’ apparition de contrats a long terme comportant des
clauses appelées « take or pay ». Il s'agit de clauses de partage de risques, entre les producteurs et les
sociétés gazieres. Ces contrats « take or pay » consistent dans des conventions par lesquelles I’ acheteur de
gaz prend un engagement a long terme d’' acheter un certain volume de gaz vis-avis du fournisseur. Cet
engagement trouve une contrepartie dans I’ ajustement des prix livrés alafrontiére sur lavaleur du cours du
pétrole, avec pour objectif de soutenir la compétitivité du gaz naturel en termes de prix facturés aux clients
finals par |’ opérateur national, aprés transport et distribution (clause de net back). Lorsgue I’ acheteur ne
peut enlever la quantité qu'il s'est engagé a acheter, il doit payer des pénalités de non-enlévement. Les
contrats prévoient généralement une certaine marge de manoeuvre annuelle, généralement plus ou moins
dix pour cent par rapport a la quantité convenue. C'est ainsi par exemple que si |’ acheteur enléve une
quantité inférieure de cing pour cent ala quantité prévue, il paierala somme relative ala quantité prévue et
le fournisseur pourralui restituer le surplus acheté et non enlevé lors d’ une autre période. Ce mécanisme a
été congcu pour garantir un débouché suffisant aux producteurs, leur permettant d’ engager les gros
investissements d’ infrastructure nécessaires a |’ exploration et a I’ exploitation des champs. De leur c6té, les
pays importateurs se voyaient assurés d’étre approvisionnés en gaz. On voit hien que les opérateurs
nationaux gaziers qui ont conclu de tels contrats sont pris en ciseau entre ces engagements a long terme et
des risgues de perte de marchés ala distribution ou au transport.

L 'existence des contrats "take or pay" condulit a privilégier une ouverture progressive et maitrisée
du marché. Toutefois, des possibilités de renégociation des contrats avec des marges de flexibilité plus
importantes sont possibles.

Il est donc important de veiller a ce que les engagements "take or pay" n'aboutissent pas a
empécher toute ouverture réelle du marché. Le régulateur devra attentivement sassurer que les entreprises
gaziéres n'abusent pas de cette justification pour refuser I'accés destiers aleur infrastructure.

333 Les monopoles d' importation et d’ exportation

L e monopol e des importations et des exportations de gaz naturel a été confié a GDF. 95 pour cent
du gaz consommé en France est importé par GDF, les cing pour cent restant constituant la production
francaise d’ EIf sur le gisement de Lacq.

La directive ne contient aucune disposition directement relative aux monopoles d'importation et
d’ exportation des compagnies gazieres. Cependant, en instaurant la faculté pour les clients éigibles de
S approvisionner aupres du fournisseur de leur choix, elle réduit la portée de ces monopoles, car ces clients
éligibles auront une relation contractuelle directe avec ces fournisseurs, sans passer par les opérateurs
nati onaux.

La Cour de justice des Communautés européennes, dans une affaire Commission contre France
du 23 octobre 1997, n"ani validé ni infirmé les droits exclusifs d’' importation de GDF.

La directive ne prévoit comme droits exclusifs, motivés par I'accomplissement des missions
d’intérét économique général des compagnies gazieres, que les droits exclusifs de distribution et non pas
les exclusivités d’ exportation et d’importation.

Le maintien des monopoles d' importation et d exportation de GDF parait donc difficilement

envisageable : si lestransporteurs - fournisseurs (CFM, GSO) ne pouvaient importer librement du gaz pour
leurs clients non éligibles, ils ne pourraient pas réaiser d'infrastructures nouvelles sur leurs réseaux, en
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I" absence d’ un marché suffisant pour les amortir (I’ ouverture des marchés européens devrait cependant leur
garantir amoyen ou long terme d’ autres marchés géographiques). GDF resterait |e seul opérateur a pouvoir
investir dans des infrastructures lourdes (par exemple, la construction de méthaniers). Il n'y aura donc pas
de réalisation d'infrastructures concurrentes de GDF. Par ailleurs, |es trois transporteurs-fournisseurs ayant
exactement les mémes obligations de service public au regard de la clientéle des distributions publiques, il
serait difficile de judtifier I’existence de monopoles d'importation et d exportation pour I'un d entre
exclusivement.

Pour ces raisons, la fin des monopoles d’ importation et d exportation de GDF apparéit donc
comme une condition nécessaire de I’ ouverture ala concurrence du secteur.

34 L es problémes de concurrence tenant a la position dominante de |' opérateur historique

Le monopole historique va rester en position dominante pendant une certaine période, aprés la
date théorique d ouverture a la concurrence. Pour le Conseil de la concurrence, cela entraine
nécessairement la définition d’un certain nombre de critéres d’' analyse, notamment en ce qui concerne la
définition du marché pertinent, les conditions d'octroi de certains avantages commerciaux dans des
relations contractuelles, les conditions de tarification et de diversification des monopoles.

34.1 La définition du marché pertinent
Dans la situation de monopole, le Conseil adéfini un certain nombre de marchés :

- dans une décision 96-D-80 du 10 décembre 1996," le Conseil a considéré qu'il y avait un
marché national de la production de I'@ectricité, sur lequel EDF déenait une position
dominante (92 pour cent), nonobstant |'existence d'une obligation d'achat de la part dEDF et
la réglementation des tarifs, considérant qu'une concurrence existait entre les producteurs
autonomes et EDF, non pas sur les prix, mais sur la compétitivité des divers moyens de
production de |'éectricité. La Cour d'appel a confirmé cette analyse dans une décision du
27 janvier 1998 ;

- dans une décision (publiée dans le Monde) n° 99-D-51 du 20 juillet 1999,* le Consel a
défini un marché de lafourniture d'énergie destinée au chauffage des bétiments et un marché
de lafourniture d'énergie destinée & la climatisation des bétiments, sur lesquels EDF et GDF
sont apparus comme disposant d'une position dominante. Dans cette décision, le Conseil a
également précisé qu'en |’ état actuel « les marchés du gaz et de I’ éectricité sont également
des marchés nationaux ». Cette décision a auss permis au Conseil de définir un marché
pertinent spécifique au gaz distinct du marché de I’ énergie pour le chauffage : « les marchés
pertinents a retenir sont, d' une part, les marchés de fourniture de I’ énergie destinée a assurer
le chauffage et la fourniture de I’ énergie destinée a assurer la climatisation, marchés qui se
caractérisent par une rencontre de I’ offre et de la demande opérée au stade du choix de
I’ équipement, et, d’ autre part, les marchés du gaz et de I’ électricité, marchés caractérisés par
une rencontre de I’ offre et de la demande au stade de I’ expression des besoins gquotidiens de
chaud ou de froid. » L’un et I"autre des opérateurs en cause ont é&é condamnés pour avoir
abusé de cette position dominante.

Par ailleurs, en ce qui concerne la défense de parts de marché, le Conseil a rappelé, dans une

décision n°96-D-10 du 20 février 1996 relative a des pratiques mises en cauvre par France Télécom et par
I'office d'annonces™?, « qu'une entreprise disposant d'une position dominante et confrontée a 'arrivée d'un

196



DAFFE/CLP(2000)18

concurrent, est en droit de défendre ou de développer sa part de marché pourvu qu'elle demeure dans les
limites d'un comportement loyal et |égitime ; gu'en revanche, le fait, pour |'entreprise disposant d'une telle
position de tenter de limiter I'accés du marché a son concurrent en recourant & des moyens autres gue ceux
qui relévent d'une concurrence par les mérites revét un caractére abusif ».

Le Conseil sanctionnera donc, conformément a sa jurisprudence classique concernant la Poste ou
France Télécom, les abus de position dominante visant a empécher I'entrée sur le marché ou a pénaliser les
consommateurs en leur faisant payer les tarifs bas consentis aux gros clients (lesquels tarifs pourraient
S analyser comme des prix prédateurs).

34.2 Pratiques commerciales discriminatoires

Le Conseil a aind sanctionné certaines pratiqgues commerciales dEDF dans la décision
précitée n° 99-D-51."° || sagissait d'aides consenties par EDF & la BNF pour l'inciter & se doter d'une
installation autonome de production de froid, a I'exclusion du raccordement au réseau de froid de
Climespace, filiale de Suez-Lyonnaise des Eaux.

Le Conseil a estimé que les aides commerciades accordées par une entreprise en position
dominante ne sont pas en ellesmémes anticoncurrentielles d'autant moins qu'elles constituent la seule
marge de négociations commerciales pour les entreprises dont les prix sont régulés par la puissance
publigue. Pour qu'elles soient constitutives d'un abus de position dominante, il faut démontrer soit qu'dles
ont permis de pratiquer des prix prédateurs, soit que leurs conditions d'octroi sont discriminatoires.

Il a sanctionné en revanche les pratiques consistant a subordonner I'octroi d'aides a des clauses
d'exclusivité. En I'espéce, il éait reproché a EDF et GDF d'avoir, dans le cadre de la construction de la
Bibliothéque nationale de France, subordonné I'octroi d'aides financiéres au raccordement éectrique a
I'engagement par le client (Etablissement public de la Bibliothéque de France), de sapprovisionner en
énergie exclusivement et directement auprés dEDF pendant une durée d'au moins vingt ans, et sous peine
de pénalités financiéres.

3.4.3 Latarification

Le Conseil a eu I'occasion, en 1998 d'examiner des questions relatives a la tarification d'EDF :
une demande d'avis émanait du Syndicat Nationa des Producteurs Indépendants d'Electricité Thermique
(SNPIET) et une autre de la Fédération Nationale de la Gestion des Equipements, de I'Energie et de
I'Environnement (FG3E). Les analyses développées en matiére d’ électricité sont dans une certaine mesure
transposables dans |e secteur du gaz.

Les questions examinées par le Conseil présentaient deux dimensions : d'une part, la gestion des
tarifs d'EDF dans la situation historique du monopole et d'autre part, les orientations futures a adopter en
matiére de réglementation des prix dans le cadre de I'ouverture partielle du marché de I'électricité, a
compter du 1% février 1999.

Sagissant de la tarification actuelle du monopole, les syndicats professionnels concernés
prétendaient qUEDF sétait dloignée de son systéme de tarification au colt marginal de développement,
afin de baisser ses prix sur les périodes de pointe (hiver) et d'augmenter ses prix sur la période de base, et
soutenaient que la réforme tarifaire amorcée le 8 avril 1997 affectait les producteurs autonomes ayant
investi dans les installations de pointe et les gros consommateurs d'éectricité.
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Sagissant de laréglementation future des prix de I'éectricité dans la concurrence, le Conseil a été
amené a examiner certains des principes qui pourraient étre appliqués a la tarification dEDF dans le cadre
de I'ouverture prochaine du marché de I'éectricité afin de garantir une saine concurrence et de permettre
I'accés a ce marché a de nouveaux entrants. Il éait en quelque sorte demandé au Conseil d'anticiper sur
I'organisation future des marchés et les formes de concurrence et d'anayser les moyens d'éviter les
subventions croisées et les prix prédateurs: les gros clients industriels qui seront bientét digibles
(c'est-a-dire qui auront le choix de leurs fournisseurs) auront probablement une consommation d’ électricité
réguliere. Les besoins a satisfaire nécessiteront donc des installations de production fonctionnant toute
I’année, c'est-a-dire, selon les modes de production les plus performants, des turbines a gaz, des cycles
combinés au gaz, de la grosse cogénération), donc de taille moyenne et décentralisée.

Le systeme de tarification d’ EDF au colt marginal de développement a été plus particuliérement
analysé par le Conseil quant aux prix ala clientéle captive, dans le cadre de I’ ouverture du marché a la
concurrence, car, outre les avantages liés intrinséquement et par construction a ce systéme de tarification :

- il fournirait des outils tout préts pour calculer les seuils de prédation (la somme des colts
marginaux de court terme étant égale aux colts moyens variables, et la somme des colts
marginaux de développement étant égale aux colts moyens totaux) ;

- il permettrait, en appliquant aux clients captifs un prix-plafond (price cap) égal au colt
marginal de développement, de vérifier |'absence de subventions croisées entre clientéle
captive et clientée digible.

Enfin, d’ autres pratiques naissent du fait qu’une entreprise détenant une position dominante sur
un marché exerce alafois des activités d' intérét général et des activités ouvertes alaconcurrence.

344 La diversification des monopoles

Le Conseil sest exprimé sur la diversification des activités de I’ opérateur dominant, dans un
avisn°94-A-15 du 10 mai 1994, relatif aux problémes soulevés par la diversification des activités d EDF-
GDF.*

La diversification de I'activité d’'un monopole historique peut générer des distorsions de
concurrence, car |” entrée sur le marché de ces monopoles n’ exercant pas dans les mémes conditions que les
opérateurs concurrentiels peut poser probléme. La disposition essentielle susceptible de trouver application
en |I'especes réside dans la prohibition des abus de position dominante que permet I'existence de
monopoles ou de droits exclusifs ou spéciaux ; Ces abus peuvent prendre diverses formes telles que la
discrimination dans les conditions de vente ou le refus de vente ; la pratique de prix prédateurs, mais c' est
surtout I’ existence de subventions croisées qui apparait spécifique ala problématique de ladiversification.

Au regard du droit de la concurrence, le Conseil de la concurrence a souligné que la situation
particuliére des filiales des monopoles historiques leur permet d’ obtenir de maniére privilégiée des moyens
de financement, que I'accés au consommateur final est facilité par I'existence d’'un réseau couvrant
I'intégralité du territoire national et qu’ils bénéficient de I'image d’intérét général du service public, toutes
caractéristiques qui constituent des avantages incontestables, notamment pour ce qui concerne :

- |"acces aux infrastructures du réseau commercial EDF-GDF Services ;

- I"accés a des informations privilégiées concernant les marchés connexes a ceux détenus en
monopole ;
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- I"acces a des compétences techniques (brevets, recherche) ;
- lesmises adisposition de personnels.

Le Conseil a préconisé un certain nombre de mesures propres a garantir que les filiales d EDF
exercent leur activité dans des conditions comparables a celles des entreprises privées du méme secteur. |1
aans demandé le regroupement de toutes les activités de diversification de I’ entreprise sous un holding
commun qui accéderait au marché des capitaux, lafilialisation de chacune des activités et la mise en place,
pour chacune des filides, d'une autonomie juridique, matérielle et comptable. Le méme type de
raisonnement ou de principes d’ analyse pourrait étre suivi dans le secteur du gaz dans la jurisprudence que
le Conseil sera amené a développer dans les années a venir au gré des saisines des opérateurs intervenant
dans ce secteur et |es secteurs connexes (amont et aval) qui y sont liés.

NOTES
1 Centre d' Etudes et de Recherches sur I’ Energie.
2. Voir la décision du Conseil de la concurrence n° 99-D-51 du 20 juillet 1999 relative a des

pratiques constatées dans | e secteur des applications thermiques de |’ énergie.

3. Pour ce qui concerne les conditions d acceés a des infrastructures de transport de produits
énergétiques, voir ladécision du Consell de la concurrence

4, Concernant la jurisprudence du Conseil de la concurrence dans le domaine du transport de
combustibles, voir notamment I'avis n° 93-A-15 en date du 28 septembre 1993 relatif a une
demande d'avis sur les conditions d’ exploitation de |’ oléoduc Donges-Melun-Metz.

5. Directive 98/30/CE du Parlement européen et du Conseil de I’ Union européenne du 22 juin 1998
concernant les régles communes pour le marché intérieur du gaz naturel.

6. «Vers la Future organisation gaziére francaise», Livre Blanc du gouvernement francais
concernant la définition des consommateurs éigibles, les conditions d’ entrée sur les marchés du
négoce et de la fourniture de gaz naturel, I'accés des tiers aux réseaux gaziers, les conditions
d’ utilisation des autres infrastructures gaziéres, Paris, 1999.

7. Avis n° 98-A-05 en date du 28 avril 1999 reatif & une demande d'avis sur les principes a
respecter ou les dispositions a prévoir pour assurer le fonctionnement concurrentiel du marché
électrigue dans le cadre tracé par la directive européenne 96/92/CE.

8. Avisn® 94-A-15 en date du 10 mai 1994 relatif a une demande d’ avis sur les problémes soulevés
par ladiversification des activités d EDF et de GDF au regard de la concurrence, avis n® 98-A-05
en date du 28 avril 1998 relatif & une demande d'avis sur les principes a respecter ou les
dispositions a prévoir pour assurer le fonctionnement concurrentiel du marché éectrique dans le
cadre tracé par la directive européenne 96/92/CE et avis n® 98-A-22 du 8 décembre 1998 relatif a
deux demandes d’avis sur les principes devant guider et encadrer la politique tarifaire d’ EDF.
Voir également les rapports annuels du Conseil de la concurrence pour 1994, 1997 et 1998.

0. Avis du Conseil de la concurrence n° 93-A-15 en date du 28 septembre 1993 relatif a une
demande d'avis sur les conditions d’ exploitation de I’ ol éoduc Donges-Melun-Metz.
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10.

11.

12.

13.

14.

Décision n° 96-D-80 du Conseil de la concurrence en date du 10 décembre 1980 relative aux
saisines présentées par la Compagnie générae de chauffe (CGC), la société Vaernerg, la société
UTEC SA, la société auxiliaire de chauffage (SAC), la société lyonnaise d exploitation et de
chauffage (SLEC) et la société d exploitation de chauffage de Vénissieux (SECV) a |’ encontre
d’ Electricité de France, ainsi qu’ aux saisines présentées par MM. Bastide et Ségur, la société SA
2 EM et le syndicat indépendant d’ électricité thermique (SNPIET) a I’ encontre d’ Electricité de
France.

Décision n° 99-D-51 du Conseil de la concurrence du 20 juillet 1999 relative a des pratiques
constatées dans |e secteur des applications thermiques de |’ énergie.

Décision n°96-D-10 du Conseil de la concurrence en date du 20 février 1996, reative a des
pratiques mises en cauvre par France Télécom et par I’ Office d’ Annonces (ODA).

Dacité.

Dégacité.
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HUNGARY

1 Industry overview: regulatory framework and market structure

Gas consumption of Hungary exceeded 12 billion m®in 1998. This represents 38.6 percent of the
primer supply, which is the second highest proportion in Europe. In the structure of communal and
households' energy consumption gas represents more than 40 percent, moreover, around 70 percent of
households and ingtitutions use this source of energy.

11 National context and key regulation

The objectives of the Hungarian Government are incorporated in the Governmental Decision of
2199/1999. (VII. 6.): "Basis of Hungarian energy policy, a business model for energy sector". This
document has been made public in the Official Gazette of Hungary.

Major objectives relating to the gas industry are as follows:

« through the progressive establishment of competition on the market of gas industry the
Hungarian energy transmission has to be placed on entrepreneurial basis;

» the Hungarian gas industry has to be made an integral part of the single European energy trade
with specia emphasisto provisions of EC Directive of 98/30/EC;

o further (physical) diversification of gas import has to be stimulated by economic policy
incentives,

* system of a transparent supply fee-structure has to be daborated in order to run supply and
distribution;

» for non-authorised consumers service obligation will be maintained further on, in order to
protect small consumers and to ensure certainty, gradual character, quality and regulated prices

of supply.

The reform process going on in the gas industry is closely connected to other industries, mainly
to dectric industry. There is about one year time lag between the schedules of reregulation of eectric
industry on the one hand and that of gas industry on the other hand. In the electric industry new regulation
will enter into force in 2001. The planned date for introduction of the new regulation in the gas industry is
1 January 2002. According to information of January 2000 the government intends to accelerate the work
aiming at reregulation of gas industry, in order to promote competition to be developed in the electric
industry.

There are 7 Acts, 6 Government Decrees, 1 Parliamentary Resolution, 23 Government
Resolutions and 9 Ministerial Decrees containing detailed rules for gas industry.
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The Acts are asfollows:

— Act on Price Setting (Act No LXXXVII of 1990);

— Act on Concessions (Act No XVI of 1991);

— Act on Mining (Act No XLVIII of 1993);

— Act on Gas Supply (Act No XLI of 1994);

— Act on General Rulesfor Environment Protection (Act No LI of 1995);

— Act on Prohibition of Unfair and Restrictive Market Practices (Act LVII of 1996).

12 Regulatory ingtitutions

I nstitutions shaping economic policy in the field of energy sectors are as follows:

Parliament makes energy policy public through its resolutions and requires report
about their fulfilment every two years.

Government, as part of the economic policy form the energy policy of the country and
Ministry of Economic submit it to the Parliament for approval.
Affairs

Regulatory institutions:

Ministry of Economic | shapes the main directions of the regulation drawing into this work other
Affairs ministries, the competition authority and undertakings as well

Hungarian Energy Office | concrete regulatory authority. According to relevant directives this
ingtitution works out the detailed rules. All ingtitutions taking part in the
formulation of the directives (managed by the Ministry of Economic
Affairs) areinvolved to this work also. The HEO issues permission, which
are necessary for the undertakings to operate.

The Hungarian Energy Office is the regulatory authority of the energy sector. The Office is
managed by a Genera Director who is appointed by the Minister of Economic Affairs with the assent of
the Government. The Office is dependent from the Government but it enjoys full independence from the
industry. (Nevertheless, the principles of the new regulatory system envisage the analysis, how greater
independence of the regulatory authority could be created.)

13 Key features of the demand for gas

In Hungary the primary uses of gas are as follows:

— communa and households consumption represents around 40-45 percent (for heating,
cooking, hot water supply);

— in power generation (around 20-22 percent); and

— for other purposes: about 30-40 percent (in chemistry, construction materia industry,
metallurgy and agriculture.
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In certain areas - mainly in power generation, in some particular industrial sectors (e.g. in
construction material industry) and in communal heating gas can be substituted (e.g. by ail). Price is
regulated with regard to these substitution possihilities.

Inter-fuel competition has limited impact on final gas prices.

The power stations and also the district heating companies are ready to purchase interruptible gas
supply, even completely. For the last few years this has rarely happened.

14 Key features of the supply of gas: market structure

Today in Hungary gas industry is operated in a two-stage system: the gas supplier is responsible
for nation-wide gas supply, while the gas distributors are responsible for distribution of gas for consumers.

The system stands as follows:

Production, import, transmission, wholesaling: Hungarian Oil Pic. (MOL)

Gas distribution: 6 larger, 3 smaller undertakings operating in
territorial separation

The model of the operation of the Hungarian gasindustry is asfollows:

MOL Ltd. |_{ Public utility contract}-|
Im- Gas supplier
m—> port National
pipelines | Gas > Consumers
Prc_)duc- + distributors
tion storage system

i 1 4 1) T

Production in
the framework
of ~MINING— there is only exploration at this stage, quantities which
concessions would be worth for production have not been found

3firms

There is only one firm active on the market of gas production - MOL -, which is a vertically
integrated public limited company. Beside MOL, there are three multinational undertakings, which have
acquired concessions for exploration, however these have not produced gas yet in the country. MOL is the
only undertaking, which imports gas to Hungary. Production covers 1/3, import covers 2/3 of the
Hungarian consumption. Two pipelines are available, one of them transmits gas from East the other from
Austria. Since there is only one gas producer in the country, competition does not exist in this segment of
the industry.
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MOL runs the gas storage as well as the high-pressure pipelines. MOL has magjority ownership in
some smaller distributors and minority ownership in some larger distributors.

MOL distributes about of 23 percent of the annual consumption to consumers directly.
— In Hungary competition does not exist between the two existing pipelines.

— There are 6 larger and 3 smaler undertakings operating in gas distribution. These
undertakings have local monopoly positions. Among them the possibility of competition is
limited to attainable markets only. These firms have not been integrated to gas transmission

— Retail gas market has not developed in Hungary. Nevertheless, there are some signs of
initiations as far as organisation of separate undertakings for works aiming at connecting
households to the network is concerned.

Foreign ownership is characteristic to a great extent of leading firms of the Hungarian gas sector.
Undertakings are operating in the form of public limited companies. The organisation, governance, and
management operate like in private undertakings as well as the incentive on management and managerial
discretion are closer to that of the private sector. Legal status of employees are also closer to that of a
private corporation.

Firms of the gas sector have not pursued electricity, heat, water, telecommunications or cable
television services. However, some of these firms have begun to analyse these markets in order to give
chance to penetrate to these markets after afuture liberalisation process. It is a fact, nevertheless, that MOL
has taken certain steps aiming at restructuring its organisation, in order to make entry possible to the
electric power generation within arelatively short period of time.

15 Key features of the regulatory regime

Parallel, competing pipelines do not exist in Hungary. According to the regulation being in force
at present, if an exploration becomes resultful and the exploring undertaking becomes producer, it may
establish own pipeline depending on its own business strategy. Access to the pipelines has been made
possible by the regulation being in force at present. Access hasto be negotiated by the interested parties.

— In theory, competing sources of gas production are permitted by the Hungarian regulations.
However, in practice this competition does not exist, since MOL has a service obligation. That
is why importers have to offer the gas they are intending to import to MOL and it buys the gas
in order to meet domestic demand. Until the present rules remain in force, access to pipelines of
gas producers domiciled abroad in order to transmit gas to Hungarian consumersis not possible,
since overall service obligation entailed on MOL does not allow it.

— Thereis only one pipeline in operation in Hungary, nowadays. Today, a foreign undertaking is
not allowed to construct a pipeline for direct supply of a large gas consumer. (This would be
allowed for domestic producers, if they managed to explore and produce gas.) In Hungary,
acquisition of ownership by the transmission firm in a gas distributor is possible. Acquisition of
more than 25 percent of the stakes requires the preliminary approval of the regulator -
Hungarian Energy Office, while acquisition of more than 50 percent of the stakes require the
clearance of the Office of Economic Competition.
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— Competition does not exist in gas storage. Regulations make access to storage and pipelines by
third parties domiciled in the country possible - through negotiations.

— InHungary gas "retailing" has not existed so far.

New domestic gas producers can enter the market with permission. The primary condition of the
permission is based on the domestic resources of the natura gas. A foreign firm can enter the Hungarian
market also with a permission, however, the primary licensing condition is to have a storage with certain

capacity.

During the last few years new service providers entered that part of the Hungarian market where
gas supply was not existed yet and they had to apply for prior authorisation of different authorities.

16 Access regulation

As mentioned above there is no access requirement in Hungary. Primary requirement is that all
customers requests must be satisfied by the licensed undertakings. If some extra capacity (in the storage or
pipelines network) above the demand remains it could be exported following a negotiation process.
Publication of access conditionsis not binding in these cases.

1.7 Priceregulation

The price of import gas is based on contracts and follows the price of substituting products. Price
setting of domestic gas production is based on costs including VAT.

as prices are regulated in Hungary and those are maximum prices. Different prices are charged
for different consumers, however, prices within the certain categories are the same. within the country.
Prices are set by the Hungarian Energy Office and published in a ministry regulation by the Minister of
Economic Affairs. Prices are defined under consideration of the principle of the lowest costs based on the
previoudy defined and announced price formula. The price formula involves also an efficiency factor,
which is defined by the regulator from time to time.

The price regulation considers the "interruptible" supply.

The quality of service is maintained by a control mechanism, built in the regulatory regime.
Further, the consumer protection department of the regulator has competence to give legal remedy in cases
of unsatisfactory quality.
18 Non-commercial service obligations

In Hungary there are no non-commercial service obligations.

Of someone cannot pay the bill for service the supply can be interrupted under the existing
regulation.
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Service providers are not obliged to distribute gas on unprofitable areas. On these areas
customers may establish pipeline network on their own and conclude contracts with gas supply firms for
the purpose of supply.

19 Separation and unbundling

To set prices it was necessary to define the gas industria activities in each segment (production,
transport, supply) and costs must be separated according to this and have to be notified to the regulator.
The separation on accounting and the possible ownership is the subject of the current regulatory
preparation work.
1.10 Trade and investment issues

Thereis an import monopoly on the Hungarian gas market justified by the service obligation.

As far as the ownership or investment are concerned, the Hungarian regulatory regime is neutral
for both Hungarian and foreign firms.

1.11 Miscellaneousissues

The questions of stranded costs and the possibility of stranded contracts are just on the agenda of
the preparatory work for regulation. At this moment there is no information available yet on this topic.

Costs arisen by the stricter environmental rules gradually become a part of the prices.
Gas receives the same tax treatment as other fuels sincethe VAT isuniversaly 12 percent.

Two third of the Hungarian demand of gasis originated from import. Similarly to other European
countries, in Hungary, there are long term contractual commitments to satisfy the demand. There are
several similar contracts with different time periods of termination. These will be reviewed during the
establishment of the new regulatory regime. There is no tendency towards shorter-term contracts. Thereis
no areain Hungary where contracts are made for trading of gas on the spot or futures market. According to
our knowledge no undertaking from Hungary took part in smilar kind of foreign system so far.

2. Key competition issues

2.1 Application and enforcement of competition law

The national competition law fully applies to those parts of this sector, which are not regulated
specialy. For instance the market entry or prices are regulated where according to specific Acts, the
Hungarian Energy Office and other authorities, like Mining Bureau of Hungary and National Inspectorate
for Environment and Nature Conservation etc., have competence to take measures.

As far as other competition issues, like merger control or abuse of dominant position are

concerned, on the not-regulated part of this sector the competition authority has competence to enforce the
competition law.
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During competition proceedings the competition authority requests the opinion of the regulator
and takesit into consideration in its decisions.

The competition authority and the regulator are working together on the development of the new
regulatory regime.

2.2 Market definition issues

Defining the relevant markets in competition cases is relatively easy. Market entry is allowed
only with the permission of the regulator. The permitted activities, the geographical areas the customers
and to whom service must be provided are defined in the licenses of undertakings.

2.3 Abuse of dominance

The competition authority investigated the abuse of dominance in this sector especialy in the
following fields: (i) application of incorrect assessment methods when time-period for reading the meter in
households was changed from quarter year to a half as a basis of making out a hill, (ii) overcharging for
connection from households into gas pipe line network, (iii) delay of investment on the areas where service
were not provided yet or overcharging the contribution for investment, (iv) reluctance to make contract for
operating services and delaying time for own interest.

The competition authority took measures effectively in these cases.

24 Other competition enforcement issues

Under the privatisation process, taken place in an earlier period, the gas distributor (MOL) was
not allowed to take part in this privatisation of the gas service providers, which covered the mgority part of
the country, to prevent vertical integration. Following the privatisation process a few small gas service
providers established businesses on the undeveloped areas of Hungary where no gas supply had existed
yet. Because of the lack of capital these undertakings were unable to improve which was obvious after
some years when they tried to sell their businesses. MOL was the only potential buyer. The transactions
became the subject of notification regquirement under the Competition Act.

The competition authority cleared the transactions. Since the gas price is regulated at this
moment there is no gap for the abusive market conduct.
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IRELAND

1 Basicindustry characteristics

Following the first discovery of commercially exploitable indigenous gas reserves in Ireland in
1973, the Gas Act 1976 was enacted to establish Bord Gais Eireann' (BGE) as the statutory body with
responsibility to purchase, transmit, distribute, sell and supply natural gas in Ireland. BGE is not given
statutory monopoly for al its areas of operation, but has a de facto monopoly resulting from the statutory
protection which it does have. While gas production and supply are potentially competitive, gas
transmission and distribution are essentially natural monopolies. While new entrants to the pipeline
business may emerge in the future, there are limits to what can be expected in the Irish market. However,
there are large parts of the country that are not served by the existing network, which could potentialy be
served by anew entrant. At present BGE is divided into four business units:

- Transmission Operations(management of the magjor gas pipelines);

- Distribution Operations(management of the low pressure pipelines);
- Customer Products;

- Asset Development;

The Energy (Miscellaneous Provisions) Act 1995 provides for the introduction of partial
competition in the natural gas market, however it is minima and will only affect a handful of BGE's
largest consumers. Therefore regardless of what competitive pressures BGE may face in respect of salesto
its top few customers, it is relatively unconstrained in its ability to set prices and terms for the rest of its
industrial and domestic customers. Nonetheless, in volume terms, thisis over and above what is required
under the EU directive on competition in the natura gas sector. It is intended that BGE will remain
vertically integrated with the advent of competition, however, BGE's transmission activities must now be
operated independently in management terms from its other activities. This entails keeping separate sets of
accounts for transmission activities, applying the same charges to its own activities for the transmission of
natural gas, and maintaining any commercially sensitive information gathered in the course of the
transmission business within that division.

Natural Gas now contributes twenty per cent of Ireland’s total primary energy requirements,
compared to six per cent in 1980 (see Table 1). Gas faces some competition from alternative fuels such as
electricity, oil and LPG. However, cross elasticities of demand are low in the short run, particularly in the
household market. This is because consumers have made sunk investments in centra heating systems
which are generally fuel specific. [BGE would argue however that it is the price of fuel which determines
the type of system which is put in place in the first instance and that the base price of gasis set so asto be
competitive with other fuels] Cross price easticities tend to be higher for those, mainly industrial users,
who can quickly and cheaply switch to aternative fuels. Studies of Irish data by Scott et. al. suggest cross
price elasticities between fuels are relatively low. UK data suggests that long-run elasticities are somewhat
higher but the evidence does not suggest that inter fuel competition at the aggregate level is strong.?
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Table 1: Breakdown of Irelands Primary Energy Demand 1998

Energy Type Per centage of
Primary Energy

Demand 1998
QOil 51
Gas 20
Coal 17
Peat 10
Other 2

Source: Department of Public Enterprise
2. Gasinfrastructure

Figure 1 shows the extent of the existing natural gas network in Ireland. There are two
indigenous offshore gas reservoirs in Ireland - Kinsale Head and Ballycotton. It is estimated that both
indigenous sources will be depleted by 2004. After this time all gas demand in Ireland will have to be met
by imports, unless there are further indigenous gas discoveries.

In 1993 Bord Géis built a sub-sea interconnector pipeline from Loughshinny in North County
Dublin to Moffat in SouthWest Scotland. Natural Gas is now imported via the interconnector to
supplement the supply of gas to the Irish market. Figure 2 shows the increasing dependency on imports via
the interconnector in recent years.
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Figure1l: GasInfrastructure 1999
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Natural gas is brought ashore at Inch, County Cork and at Loughshinny in Co Dublin and piped
into the national grid. Before gasis delivered to domestic customers, the pressure is reduced and the gasis
piped into the town gas system. In 1998, natural gas was available to over 79 percent of urban households
and 46 percent of all Irish households.
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Figure2

Source of Gas Supply 1995-99
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3. Future sour ces of supply

Several studies® have been undertaken evaluating Ireland’ sinfrastructural options for meeting gas
demand up to 2025. The preferred option at present seemsto be a ‘twinning’ of the existing interconnector
between Scotland and North County Dublin. However, any indigenous discoveries would most definitely
postpone the development of a second interconnector. Enterprise Oil Ltd has announced gas discoveries
60 km off the coast of Mayo in what is known as the Corrib field and is currently carrying out feasibility
studies. Confirmation of a commercia gas find in the Corrib field would provide additional indigenous
gas supplies but additional infrastructure would be necessary to transmit such supplies. The Department of
Public Enterprise (DPE)* have stated that any decision concerning major capital investment in import
pipelines will be delayed pending clarification of the position concerning the Enterprise gas discovery.

4, Storage

Storage of natural gasis required to meet the fluctuating seasonal and peak demand periods there
is no storage of natural gas in Ireland. However, BGE provide for fluctuations in demand through supply
contracts, which can avail of storage facilities available in the UK.

5. Gasdemand

Demand growth has been strong for natura gas in Ireland in recent years. When the
Scotland/Ireland interconnector was built in 1993, it was forecast to meet the demand for gas in Ireland
until 2015. However gas demand has greatly exceeded these forecasts. Advancing the installation of
compressors on the interconnector by up to ten years is expected to enable most demands to be met until
2003-2004, but new infrastructure will have to be put in place by 2004 at the latest.

BGE'’s two largest customers, ESB and NET®, collectively accounted for 70 percent of sales in
volume terms in 1998. However, in terms of turnover they only contributed 40 percent as gas is supplied
to the ESB and NET at well below market rates. Table 2 shows the contribution to sales in volume and
turnover terms by category of customer in 1997.
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Table?2
Volume%  Turnover %  Price per therm
Domestic 11 30.0 73p
Commercia/Industrial 21 26.9 34p
NET 19 7.6 7.8p
ESB 49 355 18.1p

Source: BGE and Authority’s calculations

A key driver of gas demand has been for power generation, which accounted for 48 percent of the
annua demand in 1998. It is expected that gas will have increasing importance in this sector in future
years because of the efficiency of combined cycle gas turbine generating sets; and because of the relatively
benign environmental impact of gas emissions. In advance of the partial opening of the electricity market
to competition in February 2000, BGE has received applications for capacity in the natural gas network,
which, in aggregate significantly exceed the capacity, which is available in the immediate short term. The
applications received by BGE relate to the provision of network capacity for some 4 000 MW® of new
electricity production, i.e. about 90 percent of existing installed electricity production capacity in
circumstances where only 28 percent of the electricity market is being opened to competition in the first
instance.

Directive 98/30/EC concerning common rules for the internal market in natural gas provides that
Member States may, in the general economic interest, impose public service obligations on natural gas
undertakings. The Government has stated that the establishment of clear procedures for the allocation of
gas network capacity to ensure the early development of power generation capacity is in the general
economic interest and warrants regulatory intervention. It is intended that the procedures will be placed on
a statutory footing and will be administered by the Commission for Electricity Regulation. Available
capacity in the natural gas network has been reserved specifically for the purpose of fuelling new gas
powered power stations and will be alocated to selected power producers on an ex ante evaluation of ‘first
to market’ basis.

Thereis also ongoing increase in gas utilisation in domestic households. 1n 1998 natural gas was
available to over 79 percent of urban households and 46 percent of al Irish households. This reflects
increasing availability of gas through both network devel opment and ongoing new household devel opment.
While gasis also widely used currently for industrial purposes, this demand will increase and will include
further growth of combined heat and power applications in this sector.

6. Legidation

6.1 Energy (miscellaneous provisions) act 1995

To some extent the partial opening of the gas market to competition has preceded EU measures.
The passing of the Energy (Miscellaneous Provisions) Act 1995 reflected a growing redlisation by
government that greater competition in the natural gas industry may be beneficial to the economy at large.
This act provides a framework for granting third party access [TPA] to the natural gas transmission
network, which is owned and operated by BGE. Gas consumers using not less than an annual amount of
nine million therms qualify for TPA. On the basis of that figure 75 percent of BGE's market (in volume
terms) is opened up to competition. Only 28 percent of the market is required to be opened under the EU
directive. Therefore while this Act aready meets those obligations, the number of eligible customersis
less than ten. Competition therefore will begin in only the heavy industrial sector and there are no
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proposals a the moment to facilitate the emergence of a competitor in the domestic consumer market.
BGE has around 10 000 industrial customers whose average annual consumption of gas is 22 000 therms.
It will therefore continue to enjoy a monopoly position in respect of such customers as well as all domestic
customers. Tables 2 and 3 show the different categories of BGE customers. Those classified as ‘large
industrial’ will be the only customers to benefit from TPA.

The Authority has serious concerns about the extent of the introduction of competition in the
sector and has raised some of these issues in a submission to the DPE’. The Authority believes that
competition should be introduced on a much wider scale. Thisis particularly so, given that in afew years
time, the State may be reliant on imports for all of its supplies of natural gas. It sees no justification for
retaining BGE's monopoly in respect of the vast magjority of gas users in such circumstances. Rather than
retaining BGE's monopoly rights so that it can import gas from overseas suppliers, it believes that such
suppliers should be allowed compete in the market and supply Irish customers directly. There can be no
justification for granting BGE a captive market. Rather it should be required to win the right to supply
customers on the basis that it is the most efficient supplier in the market. The Authority has proposed that
the threshold for Third Party Access to the transmission and distribution system should be reduced from
nine therms to 25 000 therms in two years time and should be further reduced to 2 500 therms after four
years. It believes that full-scale competition for al gas consumers should be introduced after six years.

Table3
Customer Category Annual Consumption
Kilowatt hours Therms
Small Commercid 900,000 30,709
General Commercid 900,000 - 9 million 30,709 — 307,092
Large Commercial 9 million - 30 million 307,092 - 1,023,638
General Industria 30 million - 260 million 1,023,638 - 8,871,533
Large Industria Over 260 million Over 8,871,533
Source: BGE
Table4
Customer Category Total Number of Customers
Small and Genera Commercia 9,125
Genera and Large Commercia 791
Genera Industria 168
Large Industrial 5
Source: BGE
6.2 Access pricing

The Energy (Miscellaneous Provisions) Act 1995 aso provides for the giving of genera
ministerial directives to BGE relating to transmission and pricing aspects of TPA. In 1998 the DPE
published draft directives for issue to BGE laying down the conditions under which TPA would operate
[covering access to, and the cost of, transport within the BGE transmission system]. The directive
proposed a rate of return postalised system of pricing [same charges apply irrespective of the point of
delivery] for the BGE system and published an indicative tariff based on forecasts at that time. While
issues such as access pricing are typically handled by a sector specific regulator, no such regulator has
been established for the gas sector as of yet. Therefore, it is likely that they will ultimately be decided in
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the absence of aregulator and instead the Minister will set access terms, which will be invoked by statutory
instrument.

TPA charges were set so that BGE recovered the cost of operating its transmission network,
including arate of return of 7.5 percent on the relevant transmission assets. The figure of 7.5 percent is
derived from the weighted average cost of capital for BGE. BGE's transmission costs were to be
recoverable through two different charges. The primary charge, through which 90 percent of costs are to
be provided relates to the amount of capacity reserved by shippers. The second is related to the volume of
gas throughput on behalf of the shippers and accounts for ten percent of BGEs allowable costs.

Subsequent to the publishing of these draft directives the DPE became concerned that the TPA
pricing proposals may, inter alia, have the effect of distorting economic signasin relaion to building new
pipelines and may not be sustainable in circumstances where independent pipelines are deployed.
However, the main contentious issue under the current draft directive on access charges, is the proposed
postalised tariff structure. There is a concern that the postalised system may not provide appropriate
incentives for the promotion of offshore exploration and the exploitation of indigenous natural gas
discoveries. Thisis especialy significant in view of speculation of new indigenous gas discoveries, which
could be used to serve the Irish market. Gas producers argue that the current postalised system is unfair
because it burdens indigenous gas with transportation tariffs that includes costs associated with the UK-
Ireland interconnector. For example, Enterprise gas should be cheaper to bring to market than gas from
Scotland, because the pipe from the west coast to Dublin will be shorter than the Scotland-Ireland pipeline.
Therefore the gas should have a competitive advantage in the market. However, if the price is postalised
back to the well head, it will be lumbered with some of the costs of bringing gas in from Scotland. This
will make it less commercialy attractive for Enterprise to develop their fields. More widely, gas suppliers
will be indifferent as to where they bring their gas from, because they know that their costs will be covered
by the postalised tariff. Therefore, fields may be developed in areas, which are uneconomic, or gas may be
brought from more expensive areas, and the extra cost will be paid by competitors and ultimately
consumers.

In July 1999 the DPE requested BGE to conduct a fundamental review of the form of the tariff.
BGE have now published a review of the tariff structure for access to the natural gas network. A number
of aternative systems were examined®:

« full Postalised - current draft directive proposal;

» separated Postalised - separate charges for use of onshore transmission network and
interconnector;

» distance-related tariffs - customers pay atariff based on distance from source of gas;
» zona Structure - different tariffs for predetermined geographic zones;

* entry/Exit model - point to point tariffs based on a combination of the entry point of the gas to
the transmission system and the exit point/zone in which the customer is located.

The different tariff structure options were evaluated againgt eight tariff design criteria. Of the
tariff structure options considered, the full postalised model was still considered to give the most
acceptable tariffs from a consumers perspective but not from a gas producers perspective. The Irish
Entry/Postalised exit modedl was considered by BGE to offer an equitable solution for gas producers and
was favoured over the Separated Postalised Model. This report will now form the basis of further public
consultation on the setting of access charges.
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6.3 Gas (amendment) bill 1998

The purpose of this Bill isto amend section 37 of the Gas Act 1976. Section 37 providesthat ‘all
natural gas landed in the state, or got within the jurisdiction of the state, for consumption therein, shall be
offered for sale to BGE on reasonable terms’. The section also provides that any gas which is offered to
and purchased from BGE shall be disposed of by the board for consumption in the State unless the
Minister of Public Enterprise give consent to the export of the gas. In fact, al natural gas produced to date
from indigenous reserves has been consumed in the state and no consents have been sought or given.

The Bill has been instigated on the basis that section 37 is anti-competitive and in conflict with
the competition provisions of the Energy Charter Treaty which Ireland signed in December 1998. In order
to ratify the treaty all contracting parties must ensure that their domestic laws and regulations are
compatible with its provisions. Section 37 would have to be repealed in any case to bring the Gas Act in
line with EU competition rules.

6.4 EU legidation

Directive 98/30/EC establishes common rules on the storage, transmission, supply and
digtribution of natural gas. It provides for the immediate opening of the market by 20 percent, rising to
28 percent in 2003 and 33 percent in 2008. The DPE is preparing legidation to transpose the directive into
national legidation.

6.5 Gas (capacity allocation) hill

The government has decided to fast- track a bill which will decide which of the companies
planning power stations in Ireland will be allocated gas capacity on the existing gas inter connector
between Ireland and Scotland. At present there is only available capacity for two power stations and the
alocation islikely to decide which of about ten operators will be in a position to build a station.

6.6 Gas and €electricity

While a Commission for Electricity Regulation has been established to regulate the sector, no
regulator has been established to oversee the introduction of competition in the gas industry. It has been
envisaged that the commission may expand to include a gas regulator, but separate legidation would have
to be introduced for this. Many commentators fedl it is wrong to regulate electricity and not to have
regulated gasin tandem. Thisisaconcern since most |ndependent Power Producers (1PPs) will use natural
gas, and BGE isinterested in entering the dectricity market. However there is not enough gas to provide
the needs of al potential IPPs. Therefore, thereisareal potentia conflict of interest here.

7. Vertical separation of BGE

While some degree of competition is being introduced it is intended that BGE should remain
vertically integrated. BGE has stated that its ‘natural gas transmission activities will be independent in
management terms from its other activities and a separate Management Division within the integrated
organisation has been established.” It has aso given guarantees about the confidentiality of commercially
sensitive information obtained in the course of carrying out its transmission business and stated that it will
charge its own trading arm for transmission services on the same basis as other users of the network.
Nevertheless there are strong incentives for a verticaly integrated firm such as BGE to restrict
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competitors access to its transmission and distribution network. The Minister for Public Enterprise has set
out rules for setting access charges in an attempt to deal with this problem. Such measures may be
insufficient since it is widely recognised that the question of determining access charges for use of the
transmission and distribution network is made far more difficult where the network operator also competes
in downstream markets as it has far more information about the business and a strong incentive to misead
the regulator.

The Authority has called for BGE' s transmission and distribution business to be established as a
wholly independent state-owned company. It believes that the keeping of separate accounts is not
sufficient to eliminate the potential for anti-competitive behaviour. Vertical separation of networks would
reduce some of the problems associated with regulating such activities since independent operators of
transmission and distribution systems do not have the same incentive as a verticaly integrated to
discriminate against new firms providing services in competition with the incumbent over their networks.
In the absence of further commercial indigenous discoveries Ireland’ s natural gas requirements will have to
be imported. BGE's trading arm will therefore be one of potentially several importers and in such
circumstances it is not clear why it should not be established as a totally separate company to the
transmission system operator.

8. Other marketsin which BGE is active

8.1 Telecommunications market

BGE's plan to diversify into the telecommunications market has been marked by Aurora
Telecom; a joint venture between BGE and the Norwegian State Telecoms Company Telenor. Aurora
plans to use the old town gas networks’ as ducts for high speed broadband networks as well as making
‘live insertions’ into existing mains for this purpose. Aurora has received a general telecoms licence from
the Office of the Director of Telecommunications Regulation and is said to be targeting the SME market.
However the new venture has been seriously delayed because the Gas Act 1976, explicitly states that BGE
cannot get involved in businesses outside its core area. The legidation to remove this barrier is currently
going through the preliminary stages.

8.2 Electricity/power generation

The demand for power generation is forecast to grow by 6 per cent per annum. With the
liberalisation of the electricity market, opportunities in gas fired power generation are available. Although
BGE has decided to branch into the electricity market with plans for its own power generation station, the
new Gas (Capacity Allocation) Bill may deny BGE access to the scarce capacity on its own pipeline®.
Capacity is to be allocated on a first past the post basis, with three different consortia'* already having
passed the planning permission stage. However it is still possible that ancther operator choosing an
uncontentious site might be favoured.

8.3 CHP

BGE is active in the Combined Heat and Power market. CHP is being marketed by BGE through
its subsidiary Conservation Engineering Limited. Estimates of minimum efficient plant size for CHP
plants range from 50 to 350 MW, while some authors suggest it may be even lower”. BGE have stated
that for CHP to be technically and economically feasible, it generally requires a simultaneous demand for
heat and electricity on the premises for a minimum of 14 hours per day or 5 000 hours per annum. The
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Electricity Regulation Act 1999 provides for the opening up of the electricity market by 28 percent in 2000
and 32 percent by 2003. When the Act was being drafted CHP was defined as an alternative energy which
meant that CHP producers would have 100 per cent access to the eectricity market from the start.
However, it was argued that this definition would result in CHP projects being approved that were not in
practice operating as such, but rather as electricity generators, thereby undermining the parameters of
competition envisaged by the Act. Following extensive lobbying an amendment was made to the Bill so
that CHP was no longer defined as an alternative energy source. CHP is now defined as being where an
overall thermal efficiency of 70 per cent is achieved.

8.4 Enforcement issues

In 1997 the Authority received a complaint about BGE in respect of the construction of a
combined heat and power plant in an industrial premises. The Authority held discussions with BGE to
clarify BGE's obligations under the Competition Acts. The Authority indicated that, in its view, BGE
could not charge different prices to firms buying similar quantities of gas where those firms were in
competition with one another, nor could it offer more favourable terms to a firm which it had an interest
where doing so placed a rival firm at disadvantage. In addition, the Authority indicated that in setting
charges to competitors for the use of the interconnector and the gas pipeline, BGE could not set charges,
which were less favourabl e than those applying to itself. The Authority had ongoing discussions with BGE
regarding the setting of access charges for use of the transmission network. During 1998 the Authority
commenced a second investigation into the prices and terms on which BGE supplied gas to certain of its
industrial and commercial customers in order to ensure that BGE's terms were not discriminatory. This
investigation is still ongoing.

9. Government objectivesfor the natural gasindustry

Physical Infrastructure - Meeting energy requirements post 2004 means putting the required
infrastructure in place to deal with the increases in demand.

Regulatory Infrastructure - Designing an appropriate regul atory framework for implementation of
the EU Directive and third party access to the transmission and distribution network.

Environmental Obligations - Gas makes a major contribution to enabling Ireland meet its
obligations under a number of international environmental treaties and air pollution protocols.

Privatisation of BGE? - Although no government decision to privatise BGE has been announced,

the flotation of Telecom Eireann and stated government intentions to proceed to divest State interests in
Aer Lingus, suggest that privatisation of the state gas company could arise over the next few years.
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ITALY

1 National context and key regulation

The presence of a state owned enterprise (ENI) with a de facto quasi-monopolistic position in
domestic supply (production and import), and vertically integrated with transmission as well as with fina
digtribution in many local marketsis the main feature of the Italian natural gas sector.

The regulatory framework governing the natural gas sector has been recently reformed following
the enactment of law n° 481 of 1995 which has granted to the newly established “ Authority for Electricity
and Gas’ (“the Authority”) regulatory responsibilities for the gas and the electricity industries. Three main
objectives to be pursued by the Authority are mentioned in the law: 1) promote competition and efficiency
in the regulated industries, 2) guarantee adequate quality standards for the regulated services and their
homogenous diffusion in all parts of the country; 3) set up a pricing system enabling the economic and
financial viability of market operators as well as the attainment of the social and environmental objectives
set by the Government.

The Italian natural gas sector is on the verge of wide-ranging regulatory reforms. The Italian
Ministry of Industry has recently announced that the EU Directive 98/30/CE aimed at liberalising the
European natural gas market will be adopted by the end of February 2000 on the basis of the guiding
principles recently indicated by Parliament in art. 41 of law n° 144 of 17 May 1998. In 1999, the Italian
Competition Authority and the Authority for Electricity and Gas have submitted to Parliament and to
Government two reports on such guiding principles and on the whole regulatory reform process (see
section 4).

2. Key features of the demand for gas

In Italy, natural gas consumption reached approximately 62 billion cubic meters in 1998. Italy
makes up the third largest market in Europe, after Germany and the United Kingdom. Of the totd,
24.5 billions cubic meters go to residential use (mainly for heating and cooking purposes), while 21.8 and
15.6 billions are devoted, respectively, to industrial use and electricity generation. Around one third of all
industrial suppliesrefers to interruptible contracts for users with plants able to work with alternative energy
supplies (the supplier can unilaterally suspend deliveries of gas).

During the last ten years, the natural gas share of total energy consumption has greatly increased,
representing, in 1998, 55 percent of residential energy consumption, 42 percent of industria energy
consumption and 25 percent of electricity production energy requirements. The great increase in natura
gas consumption relatively to other sources of energy depends on two main reasons. First, natural gas
consumption has been considered to have less negative effects on the environment than oil and coal: as a
consequence, its use has been greatly promoted through fiscal and other types of incentives. Second, the
use of natural gas in éectricity generation has greatly expanded as a consequence of the decision to
abandon the use of nuclear technology for energy production. Electricity generation through natura gas
has aso significantly expanded in relation to the diffusion of the new combined cycle gas turbine

221



DAFFE/CLP(2000)18

technologies, substantially more efficient compared to more traditional methods of energy generation (at
present, around 25 percent of electricity generation occurs through the use of natural gas and this share is
rising). The expansion in the use of natural gas is expected to continue in the future: most forecasts agree
on estimates for natural gas consumption for the year 2005 to be included in the 81 - 89 billion cubic
meters range.

Figure 1

Natural gas demand in Italy, 1998

electricity
producers
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users
40%
industrial users
35%
3. Key features of the gas market structure

A very high degree of concentration characterises the Italian natural gas industry. In al the
activities making up the industry, ENI’s market dominance (directly or through controlled enterprises) is
overwhelming, being reinforced by the company’s vertical integration in transmission and distribution.
ENI (through the AGIP Division) accounts for aimost 90 percent of national production of natural gas,
while 91 percent of al import contracts are held by SNAM (controlled by ENI) which also buys all the
domestic gas from ENI. SNAM holds, in addition, around 97 percent share of the entire transmission
network. Finally, SNAM controls ITALGAS, which covers over 30 percent of gas distribution sales. The
rest of local distribution is carried out by alarge number of small companies, more than 60 percent of those
are controlled by the municipalities they serve.

While 49 percent of ENI has been privatized, the State still remains at present the controlling
shareholder.
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Tablel. GasMarket Structurein ltaly

Production and Imports
¢ Around 70 percent of total natural gas demand are covered by imports. The remaining share
consists of national production, almost entirely (90 percent) covered by AGIP (a Division of ENI
Spa), whereas around ten percent is covered by a number of small producers (Edison among them).

Transmission
¢ SNAM (controlled by ENI) is the dominant transmission company, owning around 97 percent of
the national gas transmission network. Around nine percent of total gas transmitted by SNAM is
carried for third parties (mainly for ENEL, the state-owned el ectricity producer).
¢ EDISON GAS, the second Italian transmission company, owns around three percent of the national
gas transmission network.

Distribution
¢ A very large number of loca distribution companies (more than 800) are active in gas distribution.
More than 60 percent of these are directly managed by local authorities.
¢ ITALGAS Spa (controlled by ENI through SNAM) covers around 30 percent of nationa gas
distribution.

31 Gas production and imports

In 1998, domestic demand was met for two thirds by imports (42.7 billion cubic meters) and one
third by national production (18.9 billion cubic meters). The imports share is expected to increase
considerably, in view of the rise in total demand expected in the course of the next few years. Almost
90 percent of national production are carried out by ENI. The second largest firm (EDISON), which is the
only other firm vertically integrated in the transmission activity, holds a seven percent share of nationa
production, while the remaining three percent, is held by other private enterprises (most of them Italian
subsidiaries of multinational enterprises).

223



DAFFE/CLP(2000)18

Figure 2

Natural gas importsin Italy (1998)
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Law n° 625 of 25 November 1996 has abolished, in line with what required by EU Directive
94/22/EC of 30 May 1994, ENI’s exclusive franchise rights (held for over forty years) for exploration,
drilling and extraction of natura gasin the Po Valley (located in the northern part of the country), paving
the way to the possihility of additional entry. However, while the activity of building and managing
pipelines for the transmission of natural gas is formally liberalised, ENI holds legal rights still preserving
the company’s privileged market position, since all the infrastructure construction activities in which ENI
engages maintain a “public service” status. This, inter alia, allows ENI to significantly reduce the costs as
well as the time necessary to acquire the rights to build facilities on areas owned by private entities.
Equivalent rights are assigned to other firms only for the specific areas for which they hold explicit
exploitation franchises granted by the Ministry of Industry. For all other areas, obtaining such public
service rights is a particularly lengthy process. According to the guiding principles recently indicated by
Parliament in art. 41 of law n° 144 of 17 May 1998, these remaining privileges reserved to ENI will be
abolished by the announced adoption of the EU Directive 98/30/CE.

Imports of national gas come from Algeria, Russia and, for a smaller share, the Netherlands.
Imported gas is transported through three pipelines, connecting Italy to the exporting country delivery
points, jointly controlled by SNAM with Ruhrgas AG and Swiss Gas AG (for gas imported by the
Netherlands), OMV AG (for gas imported by Russia) and Sonatrach (for gas imported by Algeria). In view
of the expected decrease in the available national resources and the rise in demand, imports are expected to
represent, by the year 2005, around 75-80 percent of total consumption. To face the expected surge in
demand, ENI has recently subscribed new long-term import contracts (with Libia and Norway),
substantialy expanding its portfolio of contracts. On average, import contracts have a duration of
approximately 20 - 25 years and around 60 percent of them contain take or pay clauses which guarantee
producers minimum revenue levels, independently of the gas volumes actually delivered (buyers usually
maintain the right to spread the take or pay obligations around the duration of the contracts). ENEL (the
state controlled electricity company, which has recently privatized a minority share), is another significant
importer: ENEL’s direct imports, (also conveyed through ENI’s pipelines) represent around 10% of total
imports.
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3.2 Gastransmission and storage

ENI owns amost al-existing nation-wide high-pressure transmission capacity (around
29 000 kilometers of pipelines). At present, only around three percent of natural gas is transmitted through
facilities owned by other companies. In addition, ENI owns amost al of the available storage facilities,
consisting mostly of depleted gas reservoirs, which can contain up to 28 billion cubic meters. The
additional storage capacity owned by other firms is very marginal. Storage availability is essential to
operate in the production and transmission phases because it allows to ensure constant deliveries despite
the high seasonality of consumption (particularly residential consumption). ENI’ s former exclusive drilling
rights in Northern Italy has contributed to originate this quasi-monopoly on storage facilities. Franchises
for storage rights are linked to the drilling activities and are not granted generally to firms operating only in
the downstream markets (transmission) and not active in exploration and drilling. It can be noted that no
public service requirements have been imposed on ENI with respect to setting aside and storing natural gas
in order to ensure constant supplies.

Around 60 percent of transmitted gas goes to large users (around 58 percent of this goes to
industrial users while 42 percent goes to electricity producers) and 40 percent is transmitted to distribution
companies which supply final customers (consumers and small enterprises).

321 Gasprices

Snam adopts a three part tariff for industrial users (buying above 200 000 cubic meters of gas per
year) and electricity producers. The tariff is structured into a monthly charge, afixed fee determined by the
transmission capacity made available by Snam and a variable component proportional to the quantity
demanded. Seasonal discounts are applied to large users. Interruptible supply contracts are usually adopted
by industrial users and electricity producers operating multiple fuel plants.

322 Gas pricesfor industrial users

The price paid by SNAM'’s gas buyers is determined by a bargaining process with the industrial
associations and the associations of gas distribution companies. Snam is a vertically integrated company
with no accounting separation requirements until today. Prices are set at the nationa level with no
geographic differentiation. All industrial users are entitled to pay the amounts set in the industry-wide
contracts.

323 Gas pricesfor electricity producers

With respect to the supply of natural gas to dectricity producers, SNAM's supply to ENEL is
governed by bilateral long-term contractual agreements (ENEL demands about 12 percent of total gas
consumption at the national level). SNAM aso signed contractua agreements for the supply of natura gas
to private electricity producers. These contracts may contain both continuous and interruptible supply
options.

324  Gaspricesfor distribution companies

Prices for gas supply to loca distribution companies (covering both gas procurement and
transmission costs) are based on a two-part structure which comprises a fixed fee (revised annually on the
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basis of inflation rates) and a variable component proportiona to the average annual consumption of end-
users and correlated to price variations in heating oil. Tariffs and contractual obligations are agreed at
national level between SNAM and national association of municipa authorities (Anci), municipal gas
utilities (Federgasacqua) and private owned firms (Anig and Assogas).

In 1998, around 6.1 billions of cubic meters were transported for third parties. Most of it (around
70 percent) has been transported on behalf of Enel, the remaining part, as requested by article 12 of Law
n 9/1991, has been transported on behalf of other Italian gas producers for their own internal use or for
electricity production.

3.3 Gas distribution

Responsibility for natura gas fina distribution has been granted to municipalities, which can
choose to supply the service through the different aternative modalities listed in law n° 142 of 1990
(directly or through public or private enterprises). Currently, distribution services are carried out by around
800 companies each holding a loca exclusivity. At present no third party mandatory access to the loca
distribution network exists. Of the total, around 400 distributors are part of the local public administration,
112 are municipality-owned enterprises and 300 are private companies. The local distribution network is
65 000 kilometers long and reaches around 82 percent of the ltalian population, with gas coverage
relatively lower in the Southern regions compared to the other areas of the country.

Fina distribution prices (with respect to consumption levels below 200 000 cubic meters) are
regulated by an articulated tariff system set a the municipality level. Thisis based on unified nation wide
criteria and related to standard costs of delivery which take raw material and distribution costs into
account. In turn, raw materia costs have two components. an annualy revised fixed component which
takes into account the dimension of committed volumes and a variable component which is determined by
gas volumes and price. Distribution costs have two components. 1) operating costs increased annually
following a price cap formula; 2) distributors investment costs. Four different tariffs exist according to
final use: household uses (cooking and hot water production); single household heating; centralised heating
systems (residential and offices uses) and small enterprises; industrial users with annual consumption
levels between 100 000 and 200 000 cubic meters. Universal service requirements are imposed at the
distribution level: distributors are required to interconnect with al users located in their area of activity,
regardless of their relative profitability.
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Table 2. Theltalian Natural Gas M ar ket
1998, billion cubic meters

EDISON DISTRIBUTION
TOTAL | AGIP | SNAM |ENEL | and others COMPANIES
(ENI) | (ENI) (including ITALGAS
(END)
NATIONAL 18,9 16,8 0 0 21 0
PRODUCTION
GAS STORED 1 1 0 0 0 0
VARIATION
IMPORTS 42,7 0 38,5 4 0,2 0
RUSSA 16,7 0 16,7 0 0 0
ALGERIA 228 0 18,8 4 0 0
NETHERLANDS 3 0 3 0 0 0
ABU DHABI 0,2 0 0 0 0,2 0
GASSUPPLY 62,6 0 26,6 4 2 30
(excluding intragroup
dealings)
Network Leakages 0,7 0 0,2 0 0 0,5
GASDEMAND 61,9 0 26,4 4 2 29,5
Electricity producers 15,6 0 10,4 4 1,2 0
industrial users 21,8 0 16 0 0,8 5
residential users 24,5 0 0 0 0 24,5

Source: Authority for Electricity and Gas, Annual Report, 1999.

34 Key competition issues

In several competition advocacy reports, the Italian Competition Authority has identified five
digtinct relevant markets within the natural gas industry: supply (production-import); transmission;
digtribution to large customers (industria customers with annual consumption exceeding 200 000 cubic
meters) and electricity producers (defined as“ primary distribution”); local distribution; and retailing.

34.1  The Sham/Transmission charges case

In February 1999 the Authority completed an investigation into an alleged abuse of a dominant
position by Snam in the markets for the transport of natural gasin the national gas pipeline network and the
primary distribution of natural gas. The abuses of which Snam was accused concerned in particular:
i) Snam’s refusal to grant Assomineraria (the natural gas producers association) access to its nationa
network for gas for uses other than those referred to in Article 12 of Law no. 9/1991, that is for dectricity
generation and own consumption; ii) Snam’'s refusal to accept Assomineraria’s request to revise the
agreement of 22 December 1994 with regard to the transmission of natural gas produced in Italy, with
special reference to the price of the service; and iii) Snam’s practice of monitoring the final destination of
the gas carried on behalf of Edison Gas Spa.

In view of Snam’s dominant position in the market for the transport of natural gas and the

essential nature of its trangport facilities, the Authority concluded that the company was not justified in
refusing access to its national network of gas pipelines to actua and potential competitors and that they
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therefore had the right to the carriage of natural gas in cases other than those referred to in Article 12 of
Law no. 9/1991.

Moreover, the Authority found that the method of calculating the charge for carriage laid down in
the 1994 agreement of allowed Snam to fix the price level independently of the effective demand for the
transport of third parties gas and was likely to lead to the imposition of unjustifiably burdensome
contractual conditions, in violation of Article 3 of Law no. 287/1990.

In view of the seriousness and duration of the violations identified, the Authority fined Snam
3584 million lire, equivalent to nine percent of the company’ s revenuesin 1997 for the transmission of gas
for third parties.

Snam has appeaed the decision by the Authority at the administrative Court of the Latium
Region, which has suspended the efficacy of the decision. The Court will rule on the merit of the case in
the next months.

3.4.2  Advocacy reports on competition and regulation in the gasindustry

On November 1999, the Competition Authority has presented to the Government and to the
Parliament a report commenting on the draft decree which will introduce into the Italian legislation the EU
natural gas liberalization Directive 98/30/CE. The Government’'s will adopt the decree by the end of
February. Several issues were raised in the report:

1) the need to eliminate ENI’ remaining lega privileges with respect to exploration, drilling,
infrastructure building, and storage, in order to ensure an effective level playing field for all
enterprises involved in domestic production. This measure should be matched by the
obligation for ENI to dismiss and to sell to other competing firms part of domestic and import
natural gas supplies currently controlled by the firm as well as to provide access to storage
facilities;

2) the importance of structural separation between the potentially competitive (domestic
production, import and final sae) and natural monopoly (transmission and distribution)
activities of the gas industry in order to ensure effective competition and prevent predatory
and exclusionary practices by the vertically-integrated incumbent dominant enterprise.
Accounting or administrative separation of ENI's potentially competitive and natural
monopoly activities was considered an insufficient remedy to guarantee effective
competition;

3) the need to ensure a cost-based and non-discriminatory access to essential facilities. Access
conditions to the essential networks should not be left to bargaining among the parties but be
subject to direct regulation in view of the concentrated structure of supply, a feature which
will continue to prevail in the industry for the near future;

4) the selection of the categories of users which will be allowed to choose freely their gas
suppliers be as wide as possible, taking into account the specific characteristics of the Italian
industrial structure, made up by alarge majority of small and medium sized enterprises: firms
which consume less than five million cubic meters per year make up over 70 percent of total
industrial consumption. In fact, while the EU directive prescribes that free choice in supply
should be granted “at least” to all economic entities with annual consumption greater than
25 million cubic meters, member States are free to adopt lower thresholds and open up to
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competition larger shares of the market. Any limit imposed on categories of consumers with
respect of their choice of supply should be limited in time;

5) the need for the introduction of public service requirements in the upstream markets. In
particular, the Authority suggested the usefulness of introducing obligations with respect to
natural gas storage for al enterprises active in the sector, in order to ensure reliable and
constant supplies. These obligations should be based on transparent and non-discriminatory
criteriaand subject to constant monitoring by the regulatory authority.

On December 1999, the Authority for Electricity and Gas has also submitted a report on the
natural gas regulatory reforms. The main proposals contained in the report included:

1) noindividua enterprise would be allowed to supply more than 60 percent of the total of the
natural gas supplied at national level (production or imports) by year 2003 (40 percent by
2006);

2) a corporate separation of transmission and distribution from other commercia activities
should be introduced:;

3) al users with consumption levels beyond 200 000 cubic meter per year should be allowed to
choose their source of supply, regardless of the final destination of the gas purchased.
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JAPAN

Introduction
The characteristics of the gas industry in Japan are as follows:

* Firgt, athough some natural gas is supplied by domestic companies which develop natura gas,
most natural gas consumed in Japan is imported from Malaysia, Indonesia and other countries
after being liquefied because Japan does not have sufficient gas fields. Furthermore, in Japan
long-distance gas pipelines are not developed and local gas conduit networks are not connected
each other.

» Second, gas suppliers are divided into two categories -- general gas suppliers that mainly supply
natural gas and community gas/LP gas suppliers that produce gas from liquefied petroleum gas,
thereby dividing consumers of gas-based energy into those who use natural gas and those who
use gas generated from liquefied petroleum gas.

* Third, genera gas suppliers in Japan are responsible for the entire process of producing and
supplying gas - from the procurement of materials, transportation through pipelines and
distribution and retail of gas (so-called virtually integrated). Therefore, none of the general gas
suppliers specialise in gas transportation.

As mentioned above, the Japanese gas business differs in certain ways from the other member
countries in some aspects. Therefore, in this contribution paper, we would like to describe the current
situation of the general gas industry and outline the regulations governing them (including the deregulation
implemented under the revised law in 1999) and give specific examples of actions that could restrict
competition.

Most gas industry regulations are based on the Gas Utility Industry Law and other legidation.
The Ministry of International Trade and Industry MITI, responsible for enforcing legislation, has
jurisdiction over regulations. MITI is an administrative body headed by a state minister, and not an
independent administrative committee.
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1 The current situation of the gas business sector and on outline of theindustry’sregulations.
11 Gas business sector

111 Outline of gas businesses

Basicaly, there are three types of gas businesses — the general gas business, the community gas
supply and the LP gas sales business. The genera gas business and community gas supply are regulated by
the Gas Utility Industry Law.

General gas businesses supply gas to a large number of users in certain areas through conduits,
and community gas businesses supply gas from community gas production methods to housing complexes
and other places where a certain number of houses are concentrated through conduits.

LP gas sales companies sell liquefied petroleum gas under the Law Concerning the Securing of
Safety and the Optimization of Transaction of Liquefied Petroleum Gas (However, those that fall into the
category of community gas suppliers are excluded.).

As of the end of the fiscal year 1998, about 48.2 percent of gas users were supplied with gas by
general gas suppliers, about 2.8 percent by community gas suppliers and about 49 percent by LP gas sales
companies.

There are also large-lot gas suppliers that sell gas to wholesalers - who supply gas to general
suppliers through conduits -- and to those who consume alarge volume of gas.

12 Outline of general gas business

A. Outline

Gas supplied by general gas suppliers accounts for 6.2 percent (FY 1998) of all the final energy
sources consumed in Japan'.

The number of customers of the domestic general gas suppliers -- the number of gas meters
installed by such suppliers at households and offices — amounted to 25.23 million at the end of the fiscal
year 1998. General gas suppliers sold 22.7 billion cubic meters (10 000 kcal per cubic meter) in the fiscal
year 1998. Of that amount, 39.8 percent was supplied to households, 36 percent to factories, 16.4 percent
to offices and 7.8 percent to others.

There were 245 general gas suppliers: 1) 13 companies that supply gas to big cities and their
vicinities including the so-called “Magjor Four” - Tokyo Gas Co., Osaka Gas Co., Toho Gas Co. and Saibu
Gas Co.; 2) 162 smal and medium-sized suppliers that supply gas to smaller cities and 3) 70 public
suppliers run by local governments. Tokyo Gas, Osaka Gas and Toho Gas account for about 75.3 percent
of the volume of gas sold across the country.

There is a wide gap in the number of customers between large and small suppliers: the largest
suppliers have 8 582 493 customers while the smallest company has less than 1 000.
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B. Pipelines and conduits

General gas suppliers supply gas to about five percent of the nation’s total land area and
approximately 21 percent of the land area of the nation’s big cities.

There are two types of pipeline-holder: pipelines owned by wholesalers and high-pressure trunk-
pipelines mainly owned by the “Major Four” suppliers for transportation. - And regional conduits networks
for distribution owned by genera gas suppliersin their respective territories.

Thetotal length of all the pipelines owned by wholesalers was 1 544 kilometers at the end of FY
1998 (only those used by gas wholesalersto supply gas to genera gas suppliers).

The high-pressure trunk-pipelines owned by the “Major Four” suppliers across the country
function as trunk pipelines connected to regional conduit networks. The total length of these pipelines was
about 1 331 kilometers (at the end of FY 1998).

Regiona conduit networks are low-medium pressure conduits that general gas suppliers own in
their respective territories. Some of the regional conduit networks - owned by general gas suppliers that
supply gasto big cities - cover large areas, but the others laid by suppliers that supply gas to smaller cities
cover comparatively small areas.

The laying of gas conduits and pipelines is subject to regulations under the High-Pressure Gas
Safety Law in order to ensure safety. Meanwhile, companies that conduct general gas businesses
(including supply of gasto large-lot customers) are regulated by the Gas Utility Industry Law in order to
ensure safety of the equipment to produce gas and prevent excessive plants and equipment.

C. Types of gas and their supply

General gas suppliers use liquefied petroleum gas (LNG), domestically produced natural gas and
LP gas as the materials of gasthey produce. Community gas and L P gas sales companies use LP gas as the
material [ Some community gas suppliers use compressed natura gas (CNG)].

LNG accounts for about 80 percent, LP gas about 13 percent and domestically produced natural
gas about 6 percent of the gas used in genera gas supply (in calorie: FY 1997). However, many suppliers
are switching to natural gas and propane air gas because the use of high calorie gas has been promoted.

Businesses that are importing LNG in Japan are eectric power companies (about 69 percent),
large-scale general gas suppliers (hereinafter referred to as "major general gas suppliers') that have
facilitiesto receive and store LNG (about 30 percent) and the steel companies (about one percent).

Of the nation’s general gas suppliers, 64 companies use LNG as the material to produce gas.
Most of them are supplied with the material through pipelines owned by major general gas suppliers’.

Some wholesalers use tank trucks to transport LNG to general gas suppliers but most of the
suppliers are supplied with gas through pipelines owned by major general gas suppliers that wholesae
LNG.

Of the nation's general gas suppliers, 86 companies use domestically produced natura gas (40 of

them also use other materials in addition to domestically produced natural gas). They are supplied with
natural gas through long-distance pipelines owned by wholesalers.
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LP gas consumed in Japan is either imported or produced in Japan by liquefying imported oil at
oil refineries etc. Most of the general gas suppliers are supplied LP gas from primary ail distributors.

2. Outline of the regulations on general gas business

2.1 Entry regulation

Article 3 of the Gas Utility Industry Law requires that permission to start a general gas business
must be obtained from the authorities. Under Article 5, they are required to meet the demand for gas and
their facilities must meet government standards as preconditions for obtaining permission.

2.2 Large-lot supply

The amendment of the Gas Utility Industry Law that came into force in 1994 has relaxed
regulations for the supply of gas through conduitsin response to demands by consumers for a fixed amount
of agreater quantity of gas (hereinafter referred to as "large-lot supply™) asfollows:

@ Where general gas suppliers supply gasin largelot;

General gas suppliers can supply gas in large lot outside of own service areaif they obtain prior
permission from the minister of International Trade and Industry (Clause 1, Article 23).

As a precondition for such permission, the law stipulates that in cases where general gas suppliers
supply gasin large lot to areas outside their business territories, the supply concerned may not hinder the
interest of gas usersin the areas (Clause 2, Article 23)

(b) Where businesses other than general gas suppliers supply gasin largelot;
Large-lot supply to areas outside the business territories of genera gas suppliers

Businesses other than general gas suppliers can supply gasin large lots if they notify the minister
of International Trade and Industry in advance (Clause 1, Article 37-8).

However, the minister of International Trade and Industry is empowered to recommend suppliers
to change the contents of such notification or to abandon their large-lot supply, and order them to obey the
recommendation in cases where the minister recognizes that the large-lot supply could make it extremely
difficult for the new general gas supplier to start its service in the areas concerned (Clause 2 and 3,
Article 37).

Large-lot supply to the business territories of general gas suppliers

Businesses other than general gas suppliers can supply gas to the business territories of general
gas suppliersin large lots if they obtain permission from the minister of International Trade and Industry
(Clause 1, Article 37-9). The law stipulates that as a precondition for permission for such supply, it must be
ensured that the large-lot supply may not hinder the interest of gas users in the business territories of the
general gas suppliers (Clause 2, Article 37-9).
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Where general gas suppliers supply gasin large lot, they must compile a business plan on large-
lot supply each fiscal year and submit it to the minister of International Trade and Industry before the
beginning of the fiscal year (Clause 1, Article 25-2). The minister of International Trade and Industry is
empowered to recommend general gas suppliers to change its business plan if the minister recognizes that
such change is necessary to ensure proper business activities related to the large-lot supply (Clause 3,
Article 25-2).

The scope of large-lot supply has been increased by lowering the minimum standard from
two million cubic meters or more per year to 1 million cubic meters or more per year with the revisions
enforcement regulations of the Gas Utility Industry Law that came into force in 1999.

2.3 Duty of supply

General gas suppliers must not refuse to supply gas to anybody in their business territories
without proper reasons (Article 16).

24 Priceregulation

The clauses on gas supply that provide for rules on gas charges must be approved by the minister
of International Trade and Industry (Clause 1, Article 17).

The law stipulates that charges provided for in the clauses on gas supply must be calculated by
adding proper profits to the proper prime costs under efficient management (the government uses its own
yardstick to check the prime costs that gas suppliers calculate during the prime cost calculation period (in
principle a one-year period)), that the charges must be clearly determined on the basis of fixed rates or
prices, and that they do not treat certain users unfairly or discriminatively.

However, the following deregulation has been implemented with the revision of the Gas Utility
Industry Law in 1999.

» Where gas suppliers lower their gas charges or they are not likely to hinder the interest of gas
users, they can change their charges fixed in their clauses on gas supply if they notify the
minister of International Trade and Industry (Clause 3 and 4, Article 17).

* Gas suppliers can offer optional clauses on charges and allow users to choose between the two
charge programs under the original clauses on gas supply and the optional clauses if they notify
the minister of International Trade and Industry — on condition that such a measure is expected
to contribute to efficient use of facilities for general gas supply and efficient management of
their business (Clause 6 and 7, Article 17).

Where it is recognized that optional clauses submitted by gas suppliers treat certain users unfairly
or discriminatively, the minister of International Trade and Industry is empowered to order the suppliers to
change such optional clauses (Clause 8, Article 17).

On the other hand, gas suppliers can supply gas in large lot to individual users in their own

territories without prior permission from the minister of International Trade and Industry if they agree on
the terms of supply (proviso in Article 20).
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25 Connection supply

Under the revised Gas Utility Industry Law that came into force in 1999, designated general gas
suppliers (currently, the “Major Four” companies) are required to submit and publicize their clauses on
charges and other terms of the supply of gas through the connection to pipelines (limited to large-lot
supply) (Clause 1 and 4, Article 22-2). (Such clauses are referred by law as "transmission clauses' but
generally called "consignment clauses.")

Where the contents of the transmission clauses seem to be unjustly discriminatory to certain users
or make it extremely difficult for them to receive transmission, the minister of International Trade and
Industry is empowered to order the suppliers to change the contents of such clauses (Clause 3, Article 22-
2). Where designated general gas suppliers refuse connection supply without proper reason, the minister is
empowered to order them to provide the service (Clause 5, Article 22-2).

2.6 Regulations on operating other businesses

General gas suppliers were required to obtain permission from the minister of International Trade
and Industry if they intended to operate business other than general gas business. However, this regulation
was abolished with the revision of the Gas Utility Industry Law in 1999.

2.7 Wholesale

General gas suppliers or gas wholesalers were required to obtain permission from the minister of
Internationa Trade and Industry if they intended to wholesale gas to other genera gas suppliers. However,
from the revision of the Gas Utility Industry Law in 1999 (Clause 1, Article 22 and Clause 1, Article 37-
11), suppliers only need notify the minister of such a supply.

3. Specific examples of efforts to promote competition in the general gas business and actions
that hinder competition

An example of the efforts to promote competition in the genera gas business is the introduction
of competition in the gas business sector based on the amendments of the Gas Utility Industry Law etc.

In 1994, Some measures were taken such as liberdization in the large-lot supply sector.
Furthermore, in response to “The Action Plan for Economic Structural Reform” approved by the Cabinet
in May 1997, in which the Government set the target to eliminate high-cost structure, some measures were
taken such as the introduction of the transmission system. subsequently, some consideration concerning
details of the ingtitution was conducted. And the revised Gas Utility Industry Law came into force in
November 1999.

The Japan Fair Trade Commission (JFTC) held a study group on the government regulations and
competition policy in 1997. At this study group, attendees discussed what should be done to promote
competition policy, such as the review of the regulations on gas business and the enforcement of the Anti-
Monopoly Act. The JFTC then published the results of the discussion in a report entitled, "Deregulation in
the gas business sector and tasks to promote competition policy."

After the amendments of the Gas Utility Industry Law etc, in 1999, at the study group, attendees

examined the system reform and discussed what should be done to further promote competition policy, in
view of the promotion of competition in the gas business sector. The JFTC concluded its result in the
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report entitled, "Tasks to promote competition policy in the gas business sector." The report affirmatively
evaluated the expansion of the scope of large-lot supply, the institutionalization of transmission and the
abolition of the Local Gas Business Adjustment Consultative Organization in community gas supply
business etc. from the viewpoint of competition policy. On the other hand, the report pointed out the need
to 1) review the requirement of permission for large-lot supply; 2) expand the scope of businesses that are
required to submit and publicize their clauses on transmission and 3) introduce a wholesale transmission
system.

In Japan, general gas suppliers still have a large share of gas supply through conduits in their
business territories, it is difficult to lay new conduits networks in some areas and the sources of LNG and
natural gas - which are the materials of the gas supplied in the domestic market - are limited.

Faced with such a stuation MITI should take certain policy measures (in order to ensure
substantial competition in the gas business sector). At the same time, the JFTC that is responsible for
enforcement of the Anti-Monopoly Act should clarify what will happen if the law is applied to the gas
business sector in order to help promote competition in the sector.

Therefore, the JFTC will cooperate with MITI that is responsible for enforcing the Gas Utility
Industry Law to compile and publish the draft of “the Guidelines on Appropriate Trade of Gas (atentative
name)” and seek opinions from various circles. After consideration of the opinions, the JFTC will complete
and publicize the guidelines.

The guidelines are expected to cite specific examples actions that could run counter to the Gas
Utility Industry Law and the Anti-Monopoly Act, and actions by suppliers that are considered desirable for
promoting competition in the market (for example, disclosure of the average prices and standard model
prices calculated with reasonable methods, the fair burden-sharing of costs of connection supply, ban the
connection supply section and the marketing section of a supplier from sharing the same information on its
customers).

Anticipated actions that could hinder competition in the gas business sector in each field are as
follows:

31 Liberalisation of gas retail

Where general gas suppliers offer unreasonably low charges to only large-lot users that are
negotiating a contract with new suppliers, if the offer make the new suppliers difficult to operate business,
this could be further suspected to violate the Anti-Monopoly Act (private monopolization, unfair low price
sales).

However, if general gas suppliers grasp how their individua large-lot customers use gas and set
the price that is not below the cost of supplying gasto them, it will not basically violate the Anti-Monopoly
Act.

Basically, general gas suppliers are allowed to manage their large-lot supply section at their own
discretion. However, if they induce customers to deal with them by offering unjust benefits in the light of
normal business practice (for example, offering facilities - for which users usually pay charges -- free of
charge) in order to prevent new suppliers from entering the market. it could violate the Anti-Monopoly Act
(Customer inducement by unjust benefits).
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3.2 Transmission

If designated general gas suppliers (those who are required to submit and publicize their clauses
on transmission), which usualy offer backup, parking and adjustment of calorie as part of ther
transmission contract, refuse to provide the services to certain new suppliers without proper reasons, it
could violate the Anti-Monopoly Acts (refusal to dedl etc.).

If designated general gas suppliers discontinue to provide new suppliers with services that they
have provided to them as part of the transmission contract, it could violate the Anti-Monopoly Act (refusal
to dedl).

3.3 Wholesale

If general gas suppliers or wholesalers (domestically produced natural gas suppliers or eectric
power companies that import LNG, etc.) supply wholesae gas to other general gas suppliers on condition
that they not buy gas from other wholesalers, it could violate the Anti-Monopoly Act (dealing on exclusive
terms).

If general gas suppliers or wholesalers put customers unreasonable disadvantages in the light of
normal business practice by offering conditions for transactions or actually carrying out the transactions to
general gas suppliers to whom they supply wholesale gas, it could violate the Anti-Monopoly Act (abuse of
dominant bargaining positions).

If general gas suppliers or wholesalers limit the customers of genera gas suppliers to whom they
supply wholesale gas, it could violate the Anti-Monopoly Act (dealing on restricting terms).
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NOTES

Gas supplied by genera gas suppliers accounted for only 6.2 percent of the final energy sources
consumed in Japan in the fiscal year 1998, while petroleum accounts for 60.3 percent, electric
power 22.0 percent, LP gas 5.4 percent and coke and others 6.1 percent, according to MITI.

Electric power companies imported a large quantity of LNG, but previously they were not
allowed to freely wholesale LNG because of the regulations on their involvement in other
business. (The regulations were abolished when the Electricity Utility Industry Law was revised
in 1999.)
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KOREA

1 Overview of the Gas Industry: Regulatory regime and market structure

11 National context and key regulation

Among its policy objectives in the gas industry, the Korean government places top priority on
enhancing efficiency. In addition, it pursues conventional objectives such as ensuring energy security,
universal service and environmenta conservation.

The reform in the éectricity industry that is under way in a sense necessitates the reform in the
gasindustry, since the Korean gas industry relies heavily on the electricity industry as a swing consumer to
flatten out the seasonal differencesin demands.

Key laws governing the gas industry are:

City Gas Business Act

Enacted in 1983, the Act sets forth the framework for the city gas industry, such as licensing
requirements for the supply of gas, construction of gas supply facilities, terms and conditions of
gas supply, and safety management.

Korea Gas Corporation Act
Enacted in 1982, the Act stipulates the organization and business scope of Korea Gas
Corporation (KOGAS).

Act of Safety Management of High-Pressure Gases
Enacted in 1983, the Act specifies safety issues in handling and using high-pressure gases and
constructing supply facilities.

2. Regulatory institutions

The Ministry of Commerce, Industry and Energy (MOCIE) is primarily responsible for the
regulation and policy-making of the gas industry. MOCIE draws up a long-term LNG supply/demand
plan, regulates the construction of facilities and approves LNG wholesale supply rate. The authority of
approving retail rates belongsto relevant city or provincial government.

With regard to natural gas industry reform, an independent regulatory body for the gas industry
will be established under the aegis of the MOCIE in 2002, whose main function will be to oversee the
retail and wholesale trades and facility operation. Its exact status and detailed organisational form is yet to
be determined.
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3. K ey features of the demand for gas

LNG is primarily used for electricity generation and for city gas. Asfor city gas, LNG is used
for residential (62 percent), commercial (17 percent) and industrial (21lpercent) purposes. The LNG
demand for power generation currently constitutes roughly 39 percent of the tota demand. Industria
consumers can usually substitute other fuels for gas. The final fuel price is only partially affected, rather
than effectively controlled, by inter-fuel competition. The power generation and industrial customers are
expected to be able to subscribe to interruptible supply service, when it becomes available.

4, K ey features of the supply of gas. market structure

Major firmsin the Korean natural gas industry include the Korea Gas Corporation (KOGAS) and
City gas companies.

In Korea, KOGAS is the monopoly importer and wholesaler of entire natural gas demand of over
11 million tons a year (as of 1998). KOGAS owns and operates LNG-receiving terminals and main
transmission network. Korea has no indigenous production of natural gas, and thus depends entirely on
imports. Two existing terminals are located in Inchon and Pyongtaek, and one is now under construction
in Tongyoung, to be completed in 2002. Besides performing the role of facility operator, KOGAS also
supplies natural gasto power generation and retail city gas companies.

The main transmission pipeline spans 1,994 km and forms a looping network. Power generation
customers receive supplies directly off the main high-pressure pipelines, without passing through a retail
distribution network.

Currently, 20 out of 32 city gas companies use LNG as feedstock for city gas (the rest of city gas
companies supplies manufactured gas, that is, LPG-air. However, they will gradually replace it with
natural gas). City gas companies are retail companies that purchase gas at wholesale from KOGAS and
supply it to end-users. They are local distribution companies, having a regional distribution monopoly to
end-users within their territories. They own and operate distribution pipeline networks, but there is no
competition between pipelines, since each city gas company is granted a territorial monopoly and owns
separate pipdines. The retail service provided by city gas companies is the bundled service of gas and
transmission.

The current system makes the gas retailing (the sale of gas by third parties over existing
transmission network) impossible, since the city gas companies involved enjoy regional monopoly in their
digtricts and have no obligation to allow access to their distribution pipelines.

The wholesaler and facility operator, KOGAS, is state-owned, while city gas companies are
privately owned. In the past, al city gas companies were owned by Koreans, but recently foreign firms
took over some city gas companies. Nowadays, foreign firms are vigorously pursuing the acquisition of
City gas companies.

KOGAS consists of administration (general affairs, finance, security and emergency), marketing
(purchasing, marketing, project development), production (terminal operations and construction), facility
operation (pipeline operation, regional offices), pipeline construction (regiona pipeline offices), and R&D
departments. The business operation of KOGAS is guided and regulated by MOCIE. This is well
demonstrated by the fact that many of the KOGAS activities, such as importing and construction, require
approval from MOCIE. Within this regulatory constraint, however, KOGAS enjoys managerial incentive,
which is closer to that of a private corporation. As KOGAS is state-owned, it is subject to an annual audit
by Nationa Assembly members. The combination of public ownership and private manageria incentive
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of KOGAS places its employees legal status somewhere between that of a private corporation and of a
government agency.

No relevant firm in the gas sector isinvolved in other public utility industries.

Since Korea has no indigenous production of natural gas, the questions on producers, here and
forthcoming below, are not applicable.

5. Key features of theregulatory regime

As was explained above, currently no competition is allowed in any area of the industry.
Following the restructuring plan of the natural gasindustry, however, competition will be introduced in gas
trading from 2002, by allowing three importers of gas (see the Appendix for an outline of the restructuring
plan). A regime permitting a third-party access to facilities, including receiving terminals and main
pipeline network, will be adopted to foster competition in gas sales. To that end, gasimports and sales and
facility operation will be separated by the end of 2002. Since the storage and re-gasification facilities and
main pipeline network will be operated by a government-run firm, importers and marketers will be
guaranteed equal access to them.

All gas imports are in the form of LNG carried by vessels, and none in the form of PNG. The
possibility and viability of PNG imports from eastern Siberia are currently being explored.

As for the competition among regiona distribution pipelines, the current system does not allow
such competition, since each city Gas Company has a territorial monopoly over distribution with separate
pipelines. That is, local distribution and (retail) gas sales services are bundled and monopolised by
respective city gas companies. However, according to the restructuring plan, the competition over the
construction of distribution facilities is likely to be permitted in 2000. Any company, which earned the
certification from the government, will be able to construct and operate distribution facilities in an area
where the distribution service is currently unavailable. The construction of pipeline for a direct supply to
big gas consumers will be alowed as well. After introducing competition in the supply to big gas
consumers, the retail supply businesses will aso be separated into the facility operation and gas sales, like
in the wholesale sector, in order to spur competition in the retail sector. The realisation of this will require
interconnection among rival pipelines.

6. Entry regulation

As stated earlier, competition will be introduced in importing and wholesale trading from 2002
(From 2001, however, anyone can import LNG for self-use). Accordingly, entry will be permitted in these
areas, but due to the existing contracted import amount, certain restrictions are expected on the entry into
importing, at least in the early stage of competition. According to the restructuring plan, competition for a
supply to big customers will be introduced first (the concrete timetable is yet to be decided), and then the
scope of competition will gradually expand to include smaller customers.

7. Access Regulation
Since the storage facilities and main transmission network will be owned and operated by one

firm even after the restructuring, competition in the main trunk line is not expected. However, competition
in the retail distribution pipelines will be gradually introduced. When competition in the retail sector is
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fully permitted, retailers are expected to face an obligation of allowing access to their distribution
pipelines.

At this point of time, details regarding a third-party access to facilities are not yet worked out.
Accordingly, the terms and conditions on gas transportation are not available, but they will most probably
be determined by the independent regulatory body that will be set up, rather than by negotiations among
private entities. The question of setting the access prices is not yet resolved as well. However, it is highly
likely that the access prices will basically reflect the costs arising from each service provision more
accurately than now. The terms and conditions on granting access will be made public as soon as they are
finalised.

8. Priceregulation

The government (MOCIE) issues the Long-term Natural Gas Demand/Supply Plan in alternate
years. As such, the operations of KOGAS rely heavily on this centralised plan rather than on the workings
of market forces. The prices, which KOGAS offers, have to be approved by MOCIE. In determining the
gas tariffs, MOCIE consults with the Ministry of Finance and Economy (MOFE) for macroeconomic
policy consideration. Underlying principle of price regulation is cost recovery, rather than competitiveness
with respect to other fuels. However, facilitating the natural gas usage has been taken into account in
pricing, especially in the early stage of LNG introduction. Another factor in determining the price for each
class (distinguished by its use) is the need to meet the varying seasonal demands with limited storage
facilities: e.g. in the summer, lower price to boost demand. KOGAS does not have the flexibility to adjust
individud prices, sncethe gpprova from MOCIE isrequired for prices of each class.

The supply terms and conditions, including the retail gas tariffs, of city gas companies require
approvals from the local government concerned. The local government holds a public hearing before
approving the proposed gas tariffs. Typically, policy considerations have more weights in determining gas
prices than the need to reflect actual supplies costs.

Currently, linear pricing is employed in all gas tariffs, wholesale and retail alike (that is, non-
linear pricing including two-tier tariffsis not used). Different prices are charged for different end-users.

The final gas price conssts of feedstock cost and supply cost and all costs are passed on to
customers.

To reflect the change in LNG import price following fluctuations in oil prices and exchange rate,
the feedstock cost applied to power generation customer (KEPCO) is adjusted on a monthly basis. In
contrast, the feedstock cost for city gas companies had reflected the fluctuation in import price only on a
need basis out of the concern for consumer price stability, until a new system was set in motion in 1998 to
reflect the change on a quarterly basis.

Three seasonally varied tariffs are employed with regard to the supply cost for power generation;
winter, summer and the rest. Since winter is the peak season, the highest price is charged, while the lowest
is charged in summer. The price does not vary based on the transportation cost, and the current regime
does not alow price discrimination according to service varieties like fixed or interruptible supply.

All services are essentialy fixed services, but at times of supply shortage in winter, power
generation customers are advised to adjust its consumption downward for some period of time.

The basic approach employed in deriving final prices is the cost-plus method. While regulatory
incentives are not explicitly used, "yardstick regulation” is used for some city gas companies. To be more
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specific, where severa city gas companies exist in a city or province, a single rather than different retail
price is applied to each company. Thus, a company that has relatively high cost can not fully recover the
allowed rate of return.

There is no special mechanism that ensures service quality, such as ex post facto penaty
provisions. However, comprehensive safety regulations and guaranteed recovery of the safety expenses
through gas prices provide an incentive to keep the quality of service high and work in effect as a quality-
ensuring mechanism.

9. Non-commercial service obligations

There is no obligation for gas supplying firms to provide service to any customers below cost.
City gas companies decide on building distribution network and serving customers within their respective
regions from the perspective of business profitability. Thus, some population-sparse regions are left
unserved. In some areas, however, distribution is required of suppliers under the terms and conditions for
supply. For example, in the Seoul Metropolitan area, gas service should be provided if so requested by
more than 25 households within a 100-meter distance, and 60 households in the case of Kangwon
province. Even in such cases where the number of households sets the criterion for mandatory supply,
however, the threshold is adjusted in order to guarantee an appropriate rate of return on investment for
suppliers. Therefore, in effect, suppliers do not have to service unprofitable areas. The gas industry
restructuring plan paved the way for competition in the unserved areas, by allowing any firm, with the
certification from the loca government concerned, to construct distribution facilities and provide gas
supply service in the areas where the distribution serviceis currently unavailable but deemed profitable.

10. Separation and unbundling

Since the Korean gas industry is currently monopolised (in the wholesale market by KOGAS,
and in the retail sector by city gas companies), there is no room for cross-subsidization from regulated
activities to competitive activities at the moment. In addition, services are offered only in bundles (gas
sales and transportation). The restructuring plan will eliminate this practice, separating gas sales and
transportation.

11. Trade and investment issues

With regard to the international trade in gas, Korea is involved only in the importation of gas.
Thereis no export from Korea, since there is no indigenous gas production. The current import monopoly
right enjoyed by KOGAS will be removed in 2001 when the import of gas for self-use will be permitted.
With the gas industry restructuring, several importers are expected to enter the market.

Thereisno control or restriction on foreign ownership or investment.

12. Miscellaneous issues

According to the restructuring plan (see appendix), KOGAS will spin off its gas import and
wholesale units into three affiliated companies by 2001, based on the long-term purchasing agreements of
LNG. Two of the three subsidiaries are to be sold off to private investors by the end of 2002, while the
other will remain under KOGAS' control until its sdll-off, the time of which isto be determined later. The
government intends to have purchasers of the contract (subsidiary) undertake any liabilities including those
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arising from the take-or-pay provision of the long-term import contracts and default provision for LNG
vessdls, with the necessary support from the government.

The environmental concern led the government to encourage the use of environmentally friendly
natural gas. In 1987, the government started restricting the use of solid fuels in Seoul and metropolitan
areas, making it mandatory for buildings with large boiler capacity to use clean fudl. Since then, this
criterion has been toughened.

Concerning tax incentives, there is indeed a preferential treatment to gas, in that lower import
duty (one percent) is imposed on gas, compared to petroleum products (five percent). Although such
differential taxation can be interpreted as reflecting the environmental concern, it would be more correct to
say that the preferential treatment to gas was mainly attributable to the government policy to lessen heavy
dependency on petroleum products.

As Koreaimports all amount of natural gas for consumption, 100 percent of its demand istied up
with take-or-pay contracts. Unless international contractual practice changes, the situation will remain
unchanged in the future. According to the restructuring plan, parts of the existing contracts will be taken
over by subsidiaries that will be owned by private investors. At this moment, there appears to be no
tendency towards shorter-term contracts. Only occasionally has the spot gas trade occurred, mainly to
meet unusually high peak demand in winter, and no trade has ever taken place in the futures market.

2. K ey competition issues
2.1 Application and enforcement of competition law

In principle, Korea's competition laws and regulations apply to al industries without exemptions
or exceptions. Thus, the gas industry is governed by competition law, should there arise any anti-
competitive acts such as the abuse of market dominant power, undue concerted acts, etc. The KFTC is
responsible for enforcing competition-related laws and policy in this sector, just like in other industries.

However, Korea's competition law stipulates that a legitimate business practice pursuant to any
effective Act is exempt from its application. Therefore, setting up gas prices under the City Gas Business
Act and managing KOGAS under the Korea Gas Corporation Act are exempt from the application of
competition law. Presently, MOCIE governs technical regulations and economic regulations in this sector
but it is not involved in enforcing competition law. The establishment of an independent regulatory body
that will govern the gas industry following the restructuring may lead to a shift in the division of
regulatory power. For now, however, details of the divison of labor between the regulatory body and the
KFTC isyet to be worked out.

2.2 Market definition issues

In recent five years, the KFTC dealt with less than ten anti-competitive cases in this sector.
However, the nature of those cases did not allow for the chance to define relevant markets.

2.3 Abuse of dominance

Since gas prices and operation of KOGAS are heavily regulated by the government, there have
been no instances of the abuse of market dominance in Korea.
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APPENDIX

Outline of the Korean Natural Gas Industry Restructuring Plan

Import and wholesale businesses

Korea Gas Corporation (KOGAS) will spin off the import and wholesale divisions in 2001 into
three subsidiaries, based on the long-term purchasing agreements of LNG to Korea.

» Two subsidiaries are to be sold off to private investors by the end of 2002, while one subsidiary
will remain under KOGAS control until its sell-off. The sell-off date will be decided later for
the one remaining subsidiary.

* The purchasing agreements of LNG will be grouped in order to support a fair and transparent
competition among the three companies for imports and wholesales.

To that end, an independent regulatory body will be established and the current regulatory
structure will be redefined and reinforced to accommaodate the plan.

To the private participants of the sell-off, priorities will be given to the choice of the subsidiaries.

* On the premise that purchasers of the contract undertake any liabilities including those arising
from the take-or-pay provision of the long-term import contracts and default provision for LNG
vessels, the government is to devise an appropriate measure to provide necessary support.

OA will be adopted for al facilities of KOGAS (the terminals and the transmission network).

* By the end of 2002, the government will sell off its stake in KOGAS, while holding a portion of
the shares in consideration of the public nature of the company.

In 2001, LNG imports by the consumers for self-use will be alowed.
Retail business
In 2000, competition over the construction of distribution facilities will be introduced.

» Any certified companies will be alowed to construct and operate distribution facilities in the
unserved area.

* At first, competition between two or three retail suppliers will be promoted.
Competition in the gasretail sector will be introduced through several phases.

The gas supply service by LNG tank lorry will be introduced to the areas where distribution
network is not established.
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MEXICO

Industry overview: regulatory framework and market structure

National context and key regulation

1.1.1 What are the government’'s primary objectives for this sector? Do these objectives include

objectives, which can be interpreted as going beyond conventional economic objectives to include
objectives such as ensuring energy accurity, environmental objectives, or universal service
objectives?

In 1995, the Mexican government introduced far-reaching reforms in the natural gas sector with

the following aims:

lines;

* to attract private investment to this industry, which had previousy been reserved to the
Mexican State;

* to enhance the competitiveness of domestic industry through the availability of a sufficient,
timely and competitive supply of a cost-effective fuel such as natural gas; and

* to contribute to a better environment by offering a cleaner fuel, in compliance with newly
established environmental regulations of the industry.

As the legal reform was established, the industry’s structure was redefined along the following

* natural gas exploration and production, processing and first-hand sales were considered
strategic activities reserved to Petréleos Mexicanos (Pemex —the national State-owned ail
company—); and

* natural gas transportation, distribution, storage, and marketing, including foreign trade, became
non-strategic activities in which the private sector could participate;

In order to carry out this restructuring of the natural gas industry, the Mexican government

followed alogical order in order to implement each phase. The reform included the following elements:

Policy Decisions. Design and implementation of the policy decisions on which reforms would be
based. This guaranteed that al government institutions and offices involved in the process had a
common final objective and based their activities on a clear and pre-established framework,
avoiding contradictory behaviours that could jeopardise the success of the reform.
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112

Lega Reform: Undertake the necessary legal reformsto establish the legal basis that would allow
the development of a clear and predictable regulatory framework. With these reforms, the
government aimed to foster private sectors participation and introduce competitive conditions in
the market.

Institutional Building: the governments roles as owner (Secretaria de Energia), operator (Pemex)
and regulator (Comisién Reguladora de Energia-CRE) were clearly defined in order to determine
distinct objectives for each entity, eliminate conflicts of interest and avoid controversies resulting
from concurrent roles.

To what extent has the reform process in the gas industry been linked to that in other industries,
especially dectricity?

The 1995 Natural Gas Reform followed the amendment in 1992 of the Electric Energy Public

Service Law, originally enacted in 1975. This amendment opened up power generation to limited private
participation. Although Comisién Federal de Electricidad (CFE —the nationa State-owned utility—)
remained the only entity to supply electricity power for public service, domestic and foreign investors were
then allowed to invest in the sector through different modalities, the most important of which are self
supply and independent power producers (IPPs). Currently, the CRE has granted 156 permits for private
power generation, which are shown in the following table:

Activity Permits Capacity I nvestment
(MW) (millions of dollars)
Self Supply 107 3730.10 2972.61
Cogeneration 36 1819.24 943.32
IPP's 7 3250.86 1673.60
Importation 6 10.20 2.64
Tota 156 8 810.40 5592.17

Therefore, one of the purposes of the gas reform was to secure a cost effective and

environmentally friendly fud for power generation. With the reform of the main fuel source for electricity
well under way, now the time isright to introduce further reform in the electricity sector.

113

What are the title, date and main purpose of the key governing legisation or regulation in this
sector?

* Article 27 Constitution, which establishes the nation’s control of natural resources, including
oils and gas.

* Regulatory Law of the Congtitutional Article 27 on Petroleum (RLCAZ27) (11/05/95), which
redefines the structure of the natura gas industry, distinguishing between strategic and non-
strategic activities.

» Law of the Energy Regulatory Commission (LCRE) (31/10/95), which establishes the purpose,
jurisdiction and powers of the regulator of the energy sector.
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» Natural Gas Regulation (NGR) (08/11/95), which implements the Regulatory Law of the
Consgtitutional Article 27 on Petroleum (RLCAZ27), establishing the regulations for natura gas
first hand sales, transportation, distribution and storage activities.

» The Directive on the Determination of Prices and Rates for Natura Gas Regulated Activities
(20/03/96). This regulation contains the methodologies, which must be used by regulated
businesses when setting prices and rates in the natural gasindustry.

» The Accounting Directive for Natural Gas (03/06/96) the object of this Directive is to establish
the criteria and accounting guidelines to be used by regulated firms.

» The Directive on the Determination of Geographic Zones for Natural Gas Distribution
(27/09/96). This regulation establishes the criteria and guidelines that will be used by the CRE
to determine geographic zones for natural gas distribution.

12 Regulatory ingtitutions

121  Who are the key regulatory and policy-making agencies in this sector? Briefly, what are their
structure and responsibilities? What are their relationships to one another? To what extent is the
regulatory institution independent of the government? Is the regulator headed by a commission
or by a single person? To what extent is the regulator independent of the incumbent firms? Of the
government?

A key feature of the 1995 natural gas reform was the redefinition of the government’s roles as
owner, operator and regulator. In this sense, proprietor and policy-making duties are within the Ministry of
Energy (SE), while regulatory functions were transferred to the newly established Energy Regulatory
Commission (CRE).

Enactment of the LCRE by Congress in 1995 enhanced its regulatory duties. Originaly, the CRE
was created in 1993 as a consultative body reporting to the Ministry of Energy. Its role was purely advisory
and limited to the eectricity industry. However, the enactment of the LCRE in 1995 changed its role
substantially to that of an empowered and independent regulator. The LCRE also contributed to provide a
clear legidlative mandate to regulate the activities of both public and private operators in the el ectricity and
natural gas industries. Furthermore, the LCRE expanded CRE's scope and it brought together a range of
regulatory functions previously spread across a number of government agencies.

The CRE is empowered to regulate first hand sales, transportation, storage, and distribution of
natural gas. While fostering contestable gas markets, the CRE grants permits, authorizes rates and prices,
approves terms and conditions for the provision of services, issues directives, resolves disputes, requests
information and imposes penalties, among others. The regulatory activities carried out by the CRE must
not obstruct nor limit private participation.

The CRE has based its regulatory activities on five basic operation principles:

- clear and predictable rules.- The CRE establishes clear and precise rules with respect to its
regulatory duties;

- stahility.- The rules are designed to promote long-term investment in the energy industry;
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- transparency.- Decisions are made by a five-member collegiate body and kept in public
record;

- genera applicability. - The Law makes no distinction between public and private entities; all
participants are required to comply with regulatory provisions. Uniform analysis criteria is
applied in aconsistent and predictable manner, and

- autonomy. - Decisions are taken by the CRE based on a long-term vision of the industry
established in legal provisions not subject to political considerations.

The LCRE also establishes the organization and operation of the CRE. Thus, it defines the CRE,
as a technically and operationally autonomous body that makes its decisions through a collegiate body
comprised by five commissioners. One of whom is designated Chairman. The Commissioners deliberate in
a collegiate manner and their decisions are kept on public record. Commissioners are appointed by the
President of Mexico for five-year staggered terms. The five commissioners meet as a group and decide
matters on a majority vote.

The CRE's structure includes six areas: the Executive Secretary, an Administration Department,
the Electricity Department, the Natura Gas Department, the Economic Policy Unit and a Legd
Department.

13 Key features of the demand for gas

1.3.1  Whataretheprimary uses of gasin your economy?
The primary uses of natural gas can be grouped within the following sectors:
* in the electricity sector, for power generation;

*in the petroleum sector, for oil extraction, equipment operation, and feedstock for
petrochemicals and refining processing;

* inthe industrial sector for manufacturing and mining activities,
* in the household and commercial sector for cooking and heating;

* in the transport sector, as fuel by some vehicles that have been converted to useit.

132 In particular, what proportion of gas consumption is used to generate electricity?

Between 1991 and 1998, the electricity sector’s consumption represented 14 percent of total
natural gas demand, while experiencing an annua average growth rate of 5.7 percent. Total gas
consumption for power generation shifted from 433 million cubic feet per day (MMcfd) in 1991 to
639 MMcfdin 1998. However, it is expected that the annual average growth of natural gas demand lead by
power generation will be around nine percent over the next ten years, consequently gas consumption for
electricity generation is expected to increase significantly (perhaps reaching between 30 and 50 percent of
total demand). This future consumption growth will be due to additional generation capacity as well as
conversion of fuel ail-run plants.
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1.3.3  For which of these uses can consumers substitute other fuels (such as ail, coal or electricity)?
* in the electricity sector, the main substitute in generation for natural gasisfuel oil;
« in the industrial sector, main substitutes are diesdl and fuel oil;

e in the residential and commercial sector, the principal substitute for natural gas is liquid
petroleum gas (LPG); and

* in the transport sector, L PG and gasoline are the substitutes for natural gas.

134  Arefinal gasprices effectively disciplined by inter-fuel competition?

The final price of natural gas to end-users is determined taking into account the first-hand sales
price, the transportation tariff, the distribution tariff, other services, and taxes. Since the first-hand sales
price is based upon international reference, the final gas price reflects the opportunity cost with respect to
relevant marketsin the US.

Regarding inter-fuel competition in Mexico, the natura gas industry is incipient, so competition

is feasible with alternative fuels such as LPG, diesdl, gasoline, fuel oil and others in the short to medium
term.
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135  Which and what proportion of gas users are prepared to purchase interruptible gas supply?

Currently, only the electricity sector purchases interruptible gas supply from Pemex. Interruptible
purchases account for one third of total demand.

14 Key features of the supply of gas: market structure

141 Please briefly summarize the overall market structure in the gas industry: Who are the major
firms and in which segments of the industry do they operate? In particular, taking each major
segment of the industry separately:

In 1995, the Mexican government introduced far-reaching reforms in the natural gas sector with
the aim of attracting private investment and promoting the competitiveness of domestic industry. New
legislation was enacted to open natural gas transportation, storage and distribution activities, as well as
imports, exports and marketing, to private participation. Transportation, storage, and distribution activities
shall require a permit granted by the CRE. Until the 1995 reform, Pemex had exclusive control of the
industry as avertically integrated gas company.

Structure of the Natural Gas Industry
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142  Which firms are active in the market for gas production (including the importation of gas or the
re-gassification of LNG)?

In Mexico, natural gas exploration and production activities are exclusively reserved to the
Mexican State through Pemex. Although legidation allows imports to be made by any market participant,
Pemex still remains the main gas importer (main intake points are located in Reynosa-Tamaulipas,
Chihuahua and Naco-Sonora). In addition, Pemex has a joint venture with El Paso Natural Gas over an
import pipeline aso located in Chihuahua. Investors have expressed interest in developing transportation
projects to build new infrastructure in order to import gas from the United States. As a result, within the
next months, it is expected that the first wholly privately owned importing pipeline (Sempra Energy) will
start operations in the city of Tijuana (located in the Northwest border of Mexico). It is worth mentioning
that currently three distribution companies located in Mexicali-Sonora (Sempra Energy), Piedras Negras-
Coahuila (Cia. Naciona de Gas) and Cd. Juarez-Chihuahua (Gas Natural de Juarez) respectively, aso
import gas to provide service to their customers.

It is worth mentioning that the Mexican Government unilaterally exempted gas from import
dutiesin August 16, 1999. This decision intends to promote competition in thisindustry.

Regarding re-gassification, this activity is limited to very small gas imports made by truck in
areas where there is no pipeline infrastructure, as there are no LNG projectsin Mexico.
143 How many sources of gas are there? (e.g., distinct gasfields or wells).

In Mexico, natural gas can be associated or non-associated. Of total gas production between
1991-1998, 73 percent was associated, with the remainder being non-associated. In 1998, there were
approximately 25 associated gas fields and ten non-associated gas fields, while total gas production
amounted to 4.791 MMcfd.

144 In countries without gas production sites, how many importing pipelines are there?

This guestion does not apply to Mexico. However, there are three importing pipelines currently
operating, which are located in Reynosa-Tamaulipas, Chihuahua and Naco-Sonora. In the next months, it
is expected that a new importing pipeline will start operations in the Northwest border of Mexico. Also,
three distribution companies import gas to supply service to their customers, these are located in Mexicali-
Sonora, Piedras Negras-Coahuila and Cd. Juarez-Chihuahua.

145  What are the ownership relationships between the gas sources (or importing pipelines)?

See answer 1.4.2.

1.4.6 Is ther e effective competition between gas producing firms?

Gas production in Mexico is reserved to the Mexican State through Pemex.
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147  Arethesefirms vertically integrated into gas transmission and distribution?

Prior to the 1995 reform, Pemex was a verticaly integrated firm, with control of most
transmission and commercial control of the main distribution systems. However, over the past few yearsit
has completely withdrawn from distribution and consequently, its distribution assets have been sold to
private investors. In addition to its upstream exclusivity, Pemex owns the main pipeline system in the
country, which is 8 704 kilometers long; as well as of two other reatively small loca pipelines in the
Northwest border: Naco-Hermosillo and Gasoductos de Chihuahua (339 and 38 kilometers, respectively).

14.8 To what extent are end-user customers supplied directly by gas production firms (i.e., without
passing through the transmission or distribution network)?

Currently, Pemex provides bundled services to al its clients as the industry is undergoing a
transition period. As mentioned before, Pemex has exclusivity over first-hand sales and owns the main
pipeline system in the country, which is operated under an open access criteria and its operations are

regulated by the CRE. With the exception of gas used for upstream activities, supply generally includes the
use of Pemex’s transmission system, but not necessarily the use of third-party distribution systems.

149  What proportion of gasis sold in this way?

In 1998, 97 percent of Pemex’s total sales was for end-user customers under bundled service
contracts, which generaly involve the use of Pemex’s own transmission system. The remaining
three percent was supplied to end-user customers through local distribution systems.

150  Whichfirmsareactive in the market for gas transmission pipelines?

In gas transmission, CRE has granted 16 permits of which only six are operating. Among the
market participants there are both international and local companies.

* Petroleos Mexicanos (Pemex);

* KN Energy ;

* El Paso Natura Gas;

» TransCanada Pipdlines;

» Tgjas Gas,

» Compariia Mexicana de Gas,

* Williams International Ventures;
* Sempra Energy;

» Midcoast Energy Resources,

e Techint.
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15.1.0 Wherearethe key pipelines|ocated?

» the National Gas Pipeline System operated by Pemex, is 8 704 kilometers long and links the
Northern border of the country with al the production regions in the Northeast and Southeast. It
crosses eight Mexican states;

* the Energia Mayakan pipeline, operated by TransCanada is 710 kilometers long and links Cd.
Pemex, the main production site in the South, with the Y ucatan peninsula, passing through the
states of Campeche and Y ucatan;

» the Naco-Hermosillo pipeline, operated by Peme, is 339 kilometers long, and links the state of
Sonora with the US border;

» the Tijuana-Rosarito pipeline, which will be operated by Sempra Energy, will be 36 kilometers
long, and will link the Northwest of Mexico with the US border.

1511 Isthere competition between pipelinesin some areas?

Currently, there is no competition among gas pipelines. However, there is a permit granted to
Midcon-KN Energy to build up a 150-kilometer pipeline to link the Northeast part of the country with the
US. It is expected that in the following years, similar projects will be developed and therefore, Pemex will
be facing competition from other suppliersin this key region.

15.1.2 How many gas consumers are supplied directly off high-pressure transmission pipelines (i.e.,
without passing through a retail distribution network)?

In 1998, Pemex supplied 2 697 MMcfd to nearly one thousand customers connected directly to
high-pressure transmission pipelines. This figure excludes gas supplied for upstream activities as well as
for distributors.

15.1.3 What proportion of gasis sold in this way?

The above mentioned figure amounts to 74 percent of Pemex’s total sales in 1998, excluding the
oil industry.

15.1.4 Whichfirmsare active in the markets for gas distribution?

As of January 2000, the CRE had granted 20 distribution permits, of which 18 are operating. Gas
Natural SDG (Spain) has six permits, Sempra Energy (US) three, Gaz de France three, Tractebel (Belgium-
France) two, Texas Utilities (US) two, KN Energy (US) one and three more for local Mexican companies.
15.15 Isthere competition between such firms, or does each firm have a regional monopoly?

According to the NGR all new distribution permits confer atwelve-year exclusivity period on the
construction of the system and the receipt, transmission, and delivery of gas within a geographic zone. This

is known as simple distribution service. Digtribution permits for existing firms confer a five-year
exclusivity period to allow tariff stabilization. It is important to mention that physical bypass is permitted
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for large users and that distribution permits do not confer exclusivity rights to market gas within a
geographic zone because permit holders are obliged to provide open access to their systems (commercial
by-pass). Following the expiration of the exclusivity period, the CRE can grant new permits within the
same geographic zones, but these permits will not confer any additional exclusivity.

1516 Arethesefirmsintegrated into transmission?

According to the NGR, a distribution permit holder cannot be granted a transportation permit to
serve the same geographic zone, unless the CRE authorizes it for efficiency reasons or lack of interest from
third-parties. No such authorisation has been granted yet.

15.1.7 What firms (if any) are active in the markets for gasretailing (i.e., the sale of gas by third parties
over the existing transmission/distribution network)? What services do these firms provide? Are
they integrated into gas distribution or other stages of the gas industry?

Currently, there are no active gas marketers operating in Mexico other than Pemex. Although
transportation and distribution systems are subject to open access, retailers have not yet entered into the
market. However, many investors have expressed interest in entering into this activity.

15.1.8 What isthe ownership of the major firmsin the industry? Are they foreign owned? Are they state-
owned?

Asit has been mentioned, all gas production and most parts of the transmission systems currently
operating in Mexico are under the control of Pemex, the National State owned oil company. The second
largest transmission pipeline, Energia Mayakan, is controlled by TransCanada, while the remaining
pipeline projects under construction belong primarily to US companies, namely Tegjas Gas, Williams
International Ventures, Sempra Energy and KN Energy.

Regarding distribution systems, these are primarily controlled by foreign companies, with
Mexican companies participating as single owners or local partners in some cases. The total investment
commitments to the 5" year of operation are 920.9 millions of dollars. The major foreign investors in
digtribution are Gas Natural of Spain and Gaz de France, with both companies having more than 50 percent
of coverage commitments as of January 2000. Texas Utilities, Sempra Energy and Tractebel are other
major foreign investors in distribution.

15.1.9 Inthose cases where an important incumbent firmis Sate-owned, how isthat firm organised?

Petr6leos Mexicanos (Pemex) is the nationa State-owned oil company. In natura gas, it is
involved in exploration & production (E&P), processing, transmission and marketing. Following a
corporate restructuring in 1992, oil and gas E&P activities are carried out by Pemex Exploracion y
Produccion (Pemex Exploration and Production), while natura gas processing, transmission and marketing
is responsibility of Pemex Gas-Petroquimica Bésica (Pemex Gas and Basic Petrochemicals). Additional
affiliates include: Pemex Refinacion (Pemex Refining), in charge of refining, distribution and trading of oil
products; Pemex Petrogquimica (Pemex Petrochemicals) is responsible for production and distribution of
secondary petrochemical products; Pemex Comercio Internaciona (Pemex Internationa), which is
responsible for international trade'.
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1.5.2.0 Is its organisation, governance, incentives on management and managerial discretion closer to
that of a private corporation or to that of government department?

The separation of Pemex in different specialized subsidiaries was aimed at increasing efficiency
and corporate governance for the company as a whole. Each subsidiary is autonomous and acts as a
separate profit centre, while having its own Board of Directors. Coordination is managed through a
corporate strategy division, which oversees the activities of the operating subsidiaries and has its own
Board of Directors.

1521 Isthe legal status of its employees closer to that of a private corporation or a government
department?

The status of Pemex employeesis closer to that of a government corporation.

15.2.2 Inwhat other industries are the firms in the gas sector active? For example, do gas distribution
companies also provide electricity, heat, water, telecommunications or cable television services?
Currently, firmsin local gas distribution participate exclusively in this sector. However, some of

these firms are interested in participating in Independent Power Producer (IPP) projects, and the other way

round.

15.2.3 Aregasproducers also active in the market for electricity generation?

As the only gas producing company in Mexico, Pemex, is hot involved in power generation
because this is amarket controlled by another State-owned company, Comision Federal de Electricidad.
15 Key features of the regulatory regime

This question asks about the broad structure of the regulatory regime, which is followed up by

detailed questions on entry regulation, access regulation, price regulation, unbundling and so on.

151 In which markets is primary reliance placed upon competition to yield efficient process and
quality, and in which markets is primary reliance placed upon conventional price and quality
regulation? (e.g., isthere effective competition between pipelines for serving certain cities)?

Mexico's natural gas reform is aimed at introducing competition in areas which are potentialy
competitive (e.g. gas marketing), while regulating those activities exclusively performed by the State
through Pemex (such as first-hand sales) as well as those with natural monopoly characteristics (e.g.
transportation, distribution and storage).

152 I's there competition between gas producersin the sale of gas to pipelines, distribution companies
or consumers?

Current legidation states that gas production is a strategic area reserved to the State through
Pemex. For this reason, first-hand sales, that is, Pemex’s sales of domestic gas production are subject to
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price and conditions of service regulation. However, supply is potentially competitive, as consumers can
buy gas from either Pemex or third-parties, including importers.

153 Is structural separation imposed (i.e. are gas producing firms allowed to own gas transmission
facilities, and so on)?

One of the key objectives of the current structural reform of the gas sector is the unbundling of all
activities. Pemex has been forced to unbundle first-hand sales from transmission services and it has had to
apply for transportation permits, which in turn establish the technical and commercial guidelines for
providing transmission services.

Unbundling is enhanced by the so-called permit regime. Three types of activities require a
permit: transportation, storage, and distribution. Permits for these activities are granted by the CRE for an
initial term of 30 years and may be renewed for one or more additional 15-year periods. The same person
may hold licenses for all three activities, but as mentioned before transportation permits to serve a
particular geographic zone shall not be granted to a person holding aso the distribution permit for the same
zone. An exception to this restriction may be granted whenever the CRE deems such vertical integration
would result in efficiency gains and more cost-effective rates to customers.

154 Where structural separation is not imposed, does the regulatory regime require that the vertically
integrated firm must allow rival accessto its facilities?

All transportation and distribution permit holders are subject to the principle of open access and
non-discriminatory service, regardless of whether they have some sort of vertical integration.

155  Arethere competing sources of gas production?
No, as mentioned before, gas production is reserved to the Mexican State through Pemex.

156 Is competition allowed in gas importation or re-gassification of Liquefied Natural Gas? Are
these firms allowed to be integrated into gas transmission?

According to the NGR, natural gas exports and imports, including LNG regassification, are
competitive activities, which can be undertaken by any market participant. Although currently Pemex is a
major participant in foreign trade activities, it is expected that in the next few years more private
participants will enter into this market. It is worth mentioning that in August 1999 the Mexican
government eliminated all import duties on natural gas as an effort to eiminate entry barriers. No
restrictions to the integration of gas transmission and foreign trade activities apply in Mexico.

157 Where integration is allowed, is there a requirement on dominant transmission pipeline
operatorsto interconnect with and carry the gas of rival gas producers?

As mentioned before, all transmission permit holders must provide open access and non-
discriminatory service, regardless of whether this involves rival producers or marketers. In fact, the NGR
(Art. 64) establishes mandatory interconnection to al permit holders provided that there is available
capacity and the interconnection istechnically feasible according to CRE regulation.

260



DAFFE/CLP(2000)18

158  Aregas producers required to grant third-party access to their gathering lines and production
facilities?

The RLCAZ27 establishes that all gathering lines and production facilities are strategic activities,
that is, activities reserved to the State through Pemex. Therefore, no third-party access is alowed in
gathering lines.

159  Where the primary source of gas is an importing pipeline, can other gas producers have access
to that pipeline?

This gquestion does not apply to the Mexican case. However, any gas producers in the US may
have access to importing pipelines capacity.

1.6.0 Could your country force the pipeline to accept gas producers in another country to grant
access?

As of December 1999, Mexico had gas interconnections exclusively with the US, which in turn
also offers open accessin its pipeline systems. Therefore, gas producers both in Mexico and the US should
have open access to their respective transmission systems.

16.1 I's competition between transmission pipelines permitted?

Yes, in transmission pipelines, there is no exclusivity period as in distribution. In fact, the CRE
may issue multiple permits for the same route.
16.2 Isafirmallowed to construct a pipeline for direct supply of a large gas consumer?

Y es, the NGR allows large consumers to apply for self-use transportation permits as long as they
are end-user consumers or members of self-supply clubs. If the applicant is located within a distribution

zone, it is subject to the following minimum annual average consumption requirements:

« 60 000 cubic meters (m®) per day if the application is made within the first two years of
operation of the distribution permit holder;

« 30 000 m® per day if the application is made within the third of fourth year of operation of the
distribution permit holder;

* N0 minimum consumption requirements are established if the application is done within the
fifth year of operation of the distribution permit holder, or if the applicant is located in regions
where there are no distribution systems operating.

1.6.3  Are transmission firms allowed to be integrated into gas distribution? Where integration is
allowed, is there a requirement on gas distribution firms to interconnect with and distribute gas
for rival transmission pipelines?

According to the NGR, transportation and distribution services in a determined geographic zone
cannot be provided by (or transferred to) the same person or persons. Exceptions to the former could apply
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only if the CRE determines that vertical integration will result in efficiency gains and more cost-effective
rates to customers. No such authorisation has been issued so far.

In any case, it is worth mentioning that permit holders are required to grant open access
conditionsto their pipelines and to provide service in a non-discriminatory basis.

164 Is competition in gas storage permitted? What are the arrangements for access of third-party
storage companies to the transmission or distribution system?

According to the NGR any interested party can apply for a storage permit, although there have
not been investments on this area yet.

1.6.5 Iscompetition in the gas “ retailing” function (i.e., contracting on behalf of small customers for
gas transportation and distribution) permitted? Are gas distribution firms allowed to be
integrated into the market for gas “retailing”? When integration is allowed, is there a
requirement on gas distribution firms to contract with to rival retailers?

In Mexico, gas retailing or marketing is considered a potentially competitive activity, and
therefore no regulation applies to these companies. However, since gas retailers have not yet appeared in
the market place, this function is performed primarily by distributors. As such, they are regulated in terms
of pricing and conditions of service. In spite of the fact that gas retailing and distribution integration is
alowed, distribution permit holders are subject to open access conditions and to non-discriminatory
principles. Hence, they cannot refuse to provide service to riva retailers, provided that there is available
capacity in their system.

16 Entry Regulation

1.6.1  The previous question has asked in which stages of production entry is permitted. Are there any
specific licensing conditions that should be mentioned?
Gas production is exclusively reserved to the Mexican State and this activity is performed by

Pemex.

16.2  Which class of customers are new entrant or competing firms permitted to serve? Is there an
intention to expand the class of customers for which competition is permitted over time?
Although the domestic production of natural gas is an activity exclusively reserved to the State

through Pemex, the current regulatory framework allows firms other than Pemex to compete to supply
natural gas (be it domestic or imported) to any type of customers in the market place.

17 Access Regulation

1.7.1  The previous question asked whether there is an access requirement in each of the stages of
production. In each case where an access requirement applies: Is the obligation to interconnect
with a rival pipeline as or gas producer determined in the legislation or by decision of the
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regulator? Where there is an obligation to interconnect how are the terms and conditions for the
transportation of gas determined? Are they determined by the regulator or by private
negotiation? What principles govern the establishment of access prices? Do access prices vary
according to peak and off-peak periods?

The CRE grants open access transportation permits, which must incorporate the principle of open
access and non-discriminatory service, while being subject to regulation of rates and generd terms of
service. These permits are granted upon application, and the ultimate decision to build the pipeline depends
on the permit holder’s ability to secure demand. The obligation to alow riva pipelines to connect to the
permit holders’ pipelinesis established in the NGR and in the terms and conditions of each pipeline, which
in turn are jointly negotiated with the regulator. Access prices are referred to transmission and distribution
rates, whose regulation is explained in further detail in the response to question 1.8.

1.7.2  The capacity of certain facilities, such as pipelines, are limited. Not all access requests will
necessarily be able to be satisfied. How is capacity allocated at peak times? Is it through a
system of auctioning capacity, or a system of peak-load pricing of access? Does the regulator
have tools for verifying claims of a lack of capacity?

The pipeline's capacity is alocated on a first come-first served basis. Whenever a permit holder
denies access to its pipeline, it needs to demonstrate the lack of capacity. The regulatory framework alows
usersto present to the CRE claims regarding discrimination on the allocation of capacity at peak times.

1.7.3 Is there a requirement to make public the terms and conditions at which access has been (or will
be) granted?

Yes

18 Price Regulation

1.8.1  The previous question asked in which markets primary reliance is placed on price regulation to
control market power. This could be the market for gas delivered to end-users in the case of the
integrated monopoly approach, or the separate markets for gas transmission and gas distribution
in the case where end-users are able to contract directly with a gas producer. In each of those
markets where prices are controlled and for each distinct class of customers. What are the
underlying principles of the price regulation? l.e.,, are gas prices regulated so as to be
competitive with respect to other fuels or with respect to underlying costs? Does the regulated
firm have flexibility to adjust individual prices within the context of the overall controls
established by the regulator (such asin the case where the regulation applies to a “ basket” of
prices)? Does the regulator use “ yardstick” regulation (i.e., compare prices to an aggregate of
costs of smilar firms)?

Regulation of the natural gas industry in Mexico includes first hand sales, transmission,
digtribution and storage. As defined by the NGR, first hand sales are all sales of natural gas produced and
delivered in Mexico to end-users other than Pemex. Given Pemex’s monopolistic condition as exclusive
producer of gas in Mexico, the CRE regulates first-hand sales using an international reference and a
netback methodology in order to reflect the opportunity cost of Mexican gas with respect to the North
American market. However, it should be noted that the NGR opens the possibility to lift first-hand sales
regulation if the Federa Competition Commission (Comisién Federal de Competencia- CFC) determines
that there are effective competitive conditions in the marketplace. In principle, a reason for determining

263



DAFFE/CLP(2000)18

this situation could be a significant inflow of gas imports made by agents other than Pemex in a certain
region.

Transportation and distribution rates are regulated under an incentive-type methodology, and
particularly under an average revenue formula, which includes some elements of cost of service regulation.
This method aims to offer permit holders the necessary flexibility in developing new markets while
alowing them the opportunity to achieve an appropriate return on their assets and encouraging the
expansion of gas supply to a wide customer base. Additionaly, the method is designed to provide
transporters and distributors with an incentive to improve efficiency.

The CRE sets an annual revenue cap for a five-year period, which is subject to further review at
the end of this period. The formulaincludes the following elements:

» the base value of the revenue yield cap adjusted by the change in the inflation index and an
efficiency factor X;

* the pass-through costs, and

« the correction factor K applied to ensure compliance with the revenue yield cap in a determined
year.

For every open access transportation and distribution permit holder, a maximum average revenue
(Po) for a 5-year period is determined according to a cost-of-service methodology which allows operators
to recover operation and maintenance costs, taxes, depreciation, and an appropriate rate of return. This rate
is usually determined using a weighted average cost of capital profitability analysis, although aternative
approaches such as the capital asset pricing model and the dividend growth theory are accepted as well.

For those distribution permits granted through competitive bidding, the initial base value of the
revenue yield is determined according to the winning bidder’s proposal. In the case of transportation and
digtribution permits granted by application, the revenue cap is proposed by the applicant, subject to
detailed analysis by the CRE.

Since the maximum average revenue is denominated in Mexican pesos, the CRE allows permit
holdersto adjust it over time for inflation and fluctuations in the exchange rate. This adjustment is usually
done annually, but the CRE may authorize a quarterly or monthly adjustment if deemed. The inflation
factor reflects historic annual changesin the Mexican Consumer Price Index and the Consumer Price Index
inthe USA.

The achieved revenue must be reported to the CRE on an annual basis according to specific
guidelines. Among these is the obligation of the permit holder to adjust (for the revenue caculation) the
revenues earned from contract rates (that is, the gas volumes sold below the regulated rate) so that they
reflect the revenue which would have been earned if the service had been sold at a regulated rate.
Additionally, the CRE allows adjustments in the revenue formula if actual throughput in a calendar year
drops by ten percent or more with respect to the previous year.

Finally, it should be mentioned that the CRE reviews all the parameters of the maximum revenue

formula every five years. This review takes into account the new business plan for the next period,
including investments, operating and maintenance costs, and gas flows, among other factors.
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182  The extent to which the regulated firm can vary its prices according to underlying costs is a
factor in determining the incentive for cost efficiency on the regulated firm and (in those
industries where consumers do not have direct choice over their gas supplier) its incentives to
purchase from the |least-cost supplier upstream. What costs is the regulated firm allowed to pass
on its customers? What proportion of those costs can it pass on? Does the price regulation
provide incentives for efficiency on the regulated firm and incentives for it to purchase from the
|lowest-cost supplier?

In Mexico, gas end-users can choose to purchase gas either directly from the distributor or from
transporters, marketers or Pemex. When they contract the purchase through distributors, the pass through
costs are regulated by the maximum acquisition price (i.e. the costs that can be passed through to the final
user by the distributor as aresult of the acquisition of gas, as well as transportation and storage services).

The costs associated with the acquisition of gas should reflect the price of the natura gas, the
transportation and storage costs. It should be mentioned that pass-through costs should reflect prudent
contracting of transportation or storage services (that is, utilising appropriate routing and type of services at
the rates approved by the CRE for the respective permit holders).

1.8.3  What isthe resulting structure of prices? Do the prices have a “ two-part” structure? If so, what
principles govern the size of the fixed and variable parts? Are different prices charged for
different end-uses (such is heating vs cooking)?

In Mexico, only transmission and distribution rates have a “two-tier” structure, that is, a
combination of charges for maximum reserved capacity (capacity charges) and volumes actually supplied
(usage charges). This was implemented in order to better reflect an optimal allocation of fixed and variable
costs.

Mexico's gas price regulation does not distinguish different end-uses.

184 Demand for gas at peak times can be substantially higher than at off-peak times. How does the
structure of the regulated prices distinguish between peak and off-peak times? How do the
regulated prices vary according to the distance the gas is transported? How do the regulated
prices distinguish between “ firm” and “ interruptible” supply?

In Mexico, price regulation does not distinguish between peak and off-peak times. Capacity
charges are set according to the maximum daily capacity reserved over the system peak period.
185  What mechanisms ensure that the quality of service is maintained?

First-hand sales, transmission and distribution are subject to both price and quality of service
regulation. Pemex as a first-hand seller, as well as any transmission or distribution permit holder, must

present to the CRE their Genera Terms of Service (GTS) for approval. In every case, the regulator seeksto
secure that the GTS offer minimum quality standards.

1.8.6  Arethere constraints on the ability of incumbent firms to price discriminate, especially in those
mar kets in which competition is being introduced? Are there floors on prices?

Several features of the current regulatory framework are aimed at avoiding price discrimination
practices among regulated firms. In the case of Pemex, pricing below the maximum price has to be done on
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a transparent and non-discriminatory basis, that is, customers under similar circumstances, regardless of
their location, must be granted the same prices.

In the case of transmission, firms are subject to afloor price, which must equa the operation and
mai ntenance costs approved by the CRE.

Distribution firms must have in their GTS a detailed tariff schedule for each type of customer and
service. Firms are subject to a floor price, which is usually the usage charge or in some cases a lower
charge, which must equal the operation and maintenance costs approved by the CRE. However, these costs
might differ for each end user, depending upon delivery pressure or volumes contracted.

In al cases, users have the right to appeal to the CRE if they believe they are facing
discriminatory practices from the regulated firm. The permit holder will then be required to submit enough
data to support CREs investigation.

1.8.7  What principles does the regulator follow to value the assets of the regulated firms?

All firms to use Mexico's Genera Accepted Accounting Principles (GAAP) issued by the
Mexican Institute of Certified Accountants.

1.8.8  Areregulated firmsrequired to publish their tariffs?

All regulated firms must present their GTS for CRE"s approval. Once aproved, these GTS, which
must include the tariff schedule, become part of the firm’s permit and as such they are obliged to make
them public.

19 Non-commercial service obligations

19.1  Arethere obligations on one or more firms to provide service to certain below cost (including,
for example, a requirement to distribute gas in unprofitable areas or a restriction on the ability
to withdraw from serving unprofitable customers)? I s the cost of these obligations made explicit?
If so, what methodology is used for calculating the costs? Do other firms have the opportunity to
compete to provide these services? |f another firm sought to provide these services, could it claim
compensation for doing so? How are the funds collected to pay for these non-commercial
obligations? Through internal cross-subsidisation, or through a system of explicit subsidies? If
the latter, who contributes to the subsidy fund? Are competing firms expected to contribute? On
what basis?

Regulated firms in Mexico are obliged to satisfy all economically viable demands for service.
Transporters and distributors can only charge rates, which do not exceed the maximum rate approved by
the CRE for each type of customer or service. However, they are alowed to offer “conventional rates’ as
long as they are offered on a non-discriminatory basis and they do not go below the “floor price’,
previoudy explained.

Regarding subsidies, the NGR allows them only when these are financed by specific government
funds and do not affect permit holder’ s revenues.
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1.10 Separation and unbundling

1.10.1 In many industries, and especially in gas, forms of separation are imposed in an attempt to
prevent internal cross-subsidisation from regulated to competitive activities and to improve the
effectiveness of access regulation. Are there regulatory controls requiring ownership separation
(supported by line-of business constraints)?

In many cases forms of separation short of full ownership separation are required. Are there

requirements for “unbundling”, “operational” separation, accounting separation, or

requirements to operate in certain markets through arms-length subsidiaries? How do these
requirements operate? In what markets? For what purpose?

Unbundling of the natural gas industry has been a key feature of the 1995 reform. In order to
achieve this, the CRE has implemented a permit regime to distinguish each activity as well as specific
accounting procedures within each activity in order to prevent internal cross-subsidisation.

Permit holders must keep separate accounts for each of the following revenues:

I. Transporters

* revenues and expenditures related to pure transportation service;

* revenues and expenditures related to the provision of connections, and

* penalty revenues.

[1. Distributors
* revenue and expenditures relative to the acquisition of gas, storage and transportation;

* revenue and expenditures relative to the provision of pure gas distribution services (e.g. gas
delivery);

* revenue and expenditures from the provision of non-standard connections, disconnection’s and
reconnections, as well as penalty revenues.

These accounting procedures must be filed on an annual basis to verify that there are no cross-
subsides among different businesses lines, services, or regions.

111 Trade and investmentsissues
1.11.1. What is the nature of international trade in gas (if any)? Are there any restrictions on such
trade? Is there an import monopoly, or an export monopoly?
The NGR establishes that international trade in natural gas may be freely carried out pursuant to
the Mexican Law of Foreign Commerce. CRE’s only requirement for importers and exporters is to provide

proper information on these activities. In addition, and as mentioned before, no import tariff nor other non-
tariff barriers exist in natural gasforeign trade.
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1.11.2 Aretherecontrols on foreign ownership or foreign investment?

No restrictions on foreign investments are included in the natural gas regulatory framework. It is
only required that firms present proof of their technical, financial and administrative capabilities.

1.12 Miscellaneousissues

1.12.1 Inthe transition to competition have concerns been expressed about stranded costs or stranded
contracts (such as long-term take-or-pay contracts that were signed under a previous regulatory
regime)? How have these concerns been addressed?

1.13 No.

1.13.1 How have environmental objectives influenced policy decisions over the regulatory regime?
Does gas receive the same tax treatment as other fuels? Why or why not?

One of the main objectives of the 1995 natural gas reform was to provide the Mexican industry
with more cost-effective and environmentally friendly fuels. This was complemented by new
environmenta regulation (Clean Air Act) which requires fuel oil substitution among manufacturing and
power industries.

Natural gastax treatment is the same as for other fuels. However, an exception is observed in the
transportation sector, where compressed natural gas (CNG) faces a special tax which puts it in
disadvantage with respect to liquid petroleum gas (LPG), which does not face this tax and it is its main
substitute. It is important to mention that the fiscal authorities are currently considering the elimination of
this special tax on CNG.

114

1141 What proportion of gas production is tied up with long-term contractual commitments, such as
take-or-pay contracts? How is this expected to change over the next five-ten years? Are there
mechanisms for releasing some of the gas tied up in such contracts for use by competitors? Is
there a tendency towards shorter-term contracts? What proportion of gasis traded on the spot or
futures market? How has this proportion changed over time?

All Pemex contracts until now are take-or-pay. The CRE considers that short-term contracts will

prevail in the market, and no mechanisms for releasing long-term contracts on gas sales will be needed. In
Mexico thereis no futures market yet.
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2 K ey competition issues
2.1 Application and enforcement of competition law

211 Does the national competition law apply to this sector without exemption or exception? Describe
the exemptions or exceptions that apply.

The Federal Law of Economic Competition (LFCE) is observed throughout the Mexican territory
and applies to all areas of economic activity. The LFCE forbids monopolistic practices and monopolies.
However, according to the Mexican Constitution, certain activities can only be performed in an exclusive
way by the State, through state companies in the so-called strategic sectors. These include: postal services,
telegraph and radiotelegraphy; petroleum and other hydrocarbons; basic petrochemicals; radioactive
minerals, nuclear energy generation and electricity, among others.? The activities developed solely by the
State in these areas are not regarded as monopoliesin the Mexican Constitution.

Regarding natura gas, the State exercises exclusive functions in upstream activities (namely
exploration, production and first-hand sales) through Pemex. These activities are not regarded as
monopoliesin terms of the Mexican Constitution and the LFCE. However, PEMEX is subject to the LFCE
as to the prohibition of monopolistic practices in performing these functions.

Likewise, activities not reserved to the State, and thus open to private participation, are subject to
the LFCE. These activities refer to transportation, storage and distribution of natural gas, which may be
carried out by private agents through a permit granted by the CRE.

212 Whoisresponsible for enforcing the various components of the competition law in this sector?
What role does the regulator play in enforcing the competition law, or competition rules?

The Federal Competition Commission (CFC)?® is the sole agency responsible for the enforcement
of the LFCE, which appliesto all economic sectors.

In 1992, the Congress approved the LFCE, * which establishes the creation of the CFC to enforce
it. The CFC was created as a separate administrative agency, attached to the Ministry of Trade and
Industrial Promotion, empowered with technical and operational autonomy, responsible for the prevention,
investigation and elimination of monopolies, monopolistic practices and anticompetitive mergers, in the
terms of the LFCE and provided with autonomy to issue its decisions.

2.1.3  What role doesthe regulator play in enforcing the competition law, or competition rules?

The CRE is not empowered to enforce the LFCE. It has the authority to develop and enforce the
regulatory framework regarding natural gas activities such as first-hand sales, transportation, storage and
digtribution with an aim to contribute to the promotion of competition in this industry. In turn, the CFC
enforces the LFCE in order to promote and protect competition by preventing and eliminating monopolies,
monopolistic practices and anticompetitive mergersin the sector.

The RLCAZ27 includes rulings aimed at promoting system interconnection and open access to
transport and distribution infrastructure on an equitable and non-discriminatory basis. It also forbids
practices that may affect competition processes. The CRE is the agency in charge of enforcing these
rulings.
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The CRE and the CFC have complementary roles as to the promotion of competition in the
natural gas sector: The CRE enforces RLCA27 and the Natural Gas Regulation (RGN) whereas the CFC
enforces the LFCE.

According to RLCAZ27, regulations on natura gas first-hand sales, transportation, storage and
digtribution are aimed at ensuring an efficient supply, including elements such as. open access to
transportation, storage and pipeline distribution services and the determination of prices and tariffs
whenever no effective competition conditions exist, according to the CFC. It aso establishes that any
transportation, storage and distribution permits granted by the CRE may be revoked if the permit holder
engages in unduly discriminatory practices against users and for not complying with the prices and tariffs
approved by the CRE.

The LFCE also forbids and penalises practices that reduce, harm or impede competition. Hence,
an economic agent could be penalised by both commissions. Other activities where the CFC interacts with
the CRE are:

() Agents interested in obtaining a natural gas permit must file a notice before the CFC,
following RGN article 18.

Before granting any permit, the CRE evaluates technical proposals and rejects those that do
not comply with the technical standards and requirements set out. In the first phase, it must
also discard proposals of bidders that are blocked by the CFC. Thus, only the economic
proposals of bidders that make it through the first stage are eligible for holding a permit.

(b) Agentsinterested in transferring a permit must notify the CFC.

The request to the CRE for transferring a permit must be filed along with a copy of the notice
brought before the CFC regarding the permit holder modification. The purpose is to avoid
undue permit and activity concentration as regards natural gas.

(c) Establishment of methodologies to determine applicable prices and tariffs whenever the CFC
judges no effective competition conditions exist.

The CFC is empowered to investigate and decide about the existence of competition
conditions in the natural gas industry in order to determine if the price and tariff regulation
developed by the CRE is desirable. Thus, the CFC declaration of non-existence of effective
competition conditions opens the possibility that the CRE sets out methodologies to
determine prices and tariffs that favour the development of an efficient industry, allow first-
hand sales and permit holders services to reflect competitive market conditions; avoid undue
price discrimination, foster competition and open access to services and prevent cross-
subsidisation.

(d) Permit withdrawal for discriminating and failing to comply with prices and tariffs.
The RGN considers the refusal to deal with similar users or customers in similar conditions
as unduly discriminatory. However, discriminatory treatment differences accruing to the

existence of different service modalities, location or categories of users or customers is not
deemed discriminatory.
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According to the LFCE and related regulation, the sanctioning of discriminatory practices by
the CFC requires, besides the harm to competition, that the aleged responsible party has
substantial power in the relevant market.

2.2 Market definition issues

221 Have the competition authority or the courts had the opportunity to define the relevant marketsin
competition cases arising in this sector?

A technical opinion as regards competition issues is elaborated for every matter dealing with
natural gas brought before the CFC. This opinion addresses the determination of the relevant market.

Economic agents interested in obtaining permits for the transportation, storage or distribution of
natural gasfile a notice before the CFC, which carries out the corresponding analysis and issues an opinion
from the competition perspective. The CFC also receives notification of economic agents interested in
transferring a permit to athird party and of agentsinvolved in mergersin the natural gas sector.

222 How have gas markets been defined?
The definition of the relevant market addresses the following issues:

- ldentification of goods and services comprising the relevant market which includes those
produced, commercialised or supplied by the economic agents, and their actual or potential
substitutes, of domestic or foreign origin.

— Casesreferring to supply in natural gas distribution zones (GDZ) as defined by the CRE.

The CFC has identified natural gas as the relevant product and LPG, diesel and fuel oil as
its main substitutes, depending on the composition of fuel demand within the GDZ.

It is worth mentioning that eectricity is not considered a substitute for natural gas. In the
cases filed before the CFC it has been noticed that the infrastructure of homes and
industries consuming fuel is such that an attempt to switch to electricity would imply a
considerable technological change and incurring in substantial costs.

Until now, LPG is the main fuel for residential and commercia use in urban centres
throughout the country. In addition, distribution and transportation projects make it
feasible supplying natural gas to the industrial sector, which traditionally registers
significant levels of diesel and fuel oil consumption.®

The above observations highlight the fact that the importance of every type of fuel as
substitute to natural gas will depend on their relative weight in the energy balance of the
area where the merger, permit or permit transference has effects.

In order to be able to identify substitute products conforming the relevant market, the CFC
has had the support of the CRE in relation to natural gas distribution issues by
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systematically providing information regarding the demand structure for fuel in the
corresponding GDZ.°

—  Casesreferring to natural gas provision outside GDZ.

In cases regarding merger notifications or natural gas transportation permits, the relevant
market definition has differed from that set out for cases involving natura gas provisionin
GDZ.

In such cases the route served by the system is crucid to establish the geographical limits
of the market. Besides, in these cases the definition of the relevant market also identifies
the type of actual and potential users, which will be provided with natural gas, taking into
account whether these users have an aternative energy source that may be considered a
substitute product.

Up to now, notified mergers and transportation permits have only involved systems which
provide natural gas to distributors of GDZ, electricity plants technologically designed to
consume natural gas, industrial parks and industries |ocated beyond the GDZ which do not
have access to alternative supply sources.

- Determination of the geographical areaof the relevant market

In order to determine the geographical area of the relevant market in cases referring to
mergers and transference’s or permits requested, the CFC has considered the geographical
area within which natura gas would be provided and where potential demanders would be
indifferent to access supply.

— Casesreferring to supply in GDZ as defined by the CRE.

The CFC has defined the geographical dimension of the relevant market as the area
including urban centres conforming the GDZ previoudly defined by the CRE. This zoneis
the geographica area where the agent obtaining a new distribution permit would have
exclusivity to supply final users for a twelve-year period, without any other agent being
able to perform distribution activities. The mgjority of users have no possibility to access
aternative natural gas suppliers within this zone’, at least during the exclusivity period
granted by the new distribution permit.

— Casesreferring to natura gas provision outside GDZ.
The definition of the geographical area of the relevant market is given by the route of the

natural gas transportation system, as long as the actual or potential users are located along
this route and taking into account that users have access to alternative sources of supply.

2.2.3  Wasgasdistinguished in the market from other fuel sources?
In its competition analysis of cases dealing with natural gas supply within GDZ the CFC has

made no distinction between the market for natural gas and fuels such as LPG, fuel oil and diesel, as long
as actual or potential final users are able to satisfy their energy requirements by using alternative fuels. In
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addition, no economic or legal restrictions limiting users access to alternative fuels in the geographical
zone have been identified.

The new exclusive distributor will compete in GDZ delimited by CRE with fuel providers that
have traditionally satisfied energy requirements of economic sectors and that generally correspond, listed
in order of importance, to LPG, ail fuel and diesdl. It is therefore foreseeable that once natural gas is
available to economic sectors, a competitive process will be spurred.

224 What other market definition issues have arisen?

To this date, no market definitions have been elaborated by the CFC other than those mentioned
above.

2.3 Abuse of dominance

23.1 Haveinstances of alleged abuse of dominance arisen in this sector? Have there arisen cases of
predatory pricing, or raising rivals costs?

No abuse of dominance cases have been filed before the CFC in this sector, nor cases of
predatory pricing or raising rivals costs. Regulation impedes monopoly pricing and undue output
restriction, amongst other things.

232 Have the current regulatory requirements designed to control abuse of a dominant position been
effective?

No formal cases regarding anticompetitive practices (abuse of a dominant position) have been
filed before the CFC as regards the natural gas sector. Given the present structure of the natural gas market,
the current regulation has been adequate to effectively control abuse by agents with a dominant position.

Current regulation foresees that whenever no adequate competition conditions exist, according to
a CFC evauation, a pricing methodology should be applied. As has been commented in previous
questions, this imposes a price regulation which prevents service providers from applying monopolistic
prices or discriminating among users, and which also avoids predation, as it incorporates all costs arising
from rendering the service. In the case of first-hand sales, regulation may also be applied to saes
conditions. Regulation foresees transportation, storage and distribution permits granted by the CRE may be
revoked for failing to comply with prices or tariffs applied by the competent authority.

When adequate competition conditions exist, according to the CFC, the sector-specific law
foresees that regulation be suspended, thus allowing for free market forces to act.

Sector-specific regulations also establish that tariffs should not be unduly discriminatory or
conditioned to the rendering of additional services. Permit holders have the obligation to provide users
open and non-discriminatory access to their respective system services (limited by their corresponding
capacities) and permits may be revoked for undertaking discriminatory practices against users.

The current regulation sets out that permit holders refrain from carrying out unduly
discriminatory practices. While the RGN consider refusing to deal with similar users or customers in

273



DAFFE/CLP(2000)18

similar conditions as unduly discriminatory, differentiated treatment resulting from different types of
services, location or categories of users or customers are not considered discriminatory.

On the other hand, The General Terms of Service (GTS) for rendering services regarding natural
gas (storage, transportation and distribution to end users) are approved by the CRE and are included in the
permit along with the tariffs, the GTS for access and types of services to be rendered; the rights and
obligations undertaken by the service provider and the arbitration procedure proposed by the permit holder
to settle disputes derived from rendering the services.

Finally, article 8 of the LFCE forbids practices that reduce, harm or impede competition.
Therefore, in addition to sector-specific law, agents may be sanctioned by the CFC, whenever they carry
out practices such as predation, discrimination, cross-subsidization and tied sales.

2.4 Other competition enforcement issues

24.1 Have instances of mergers or anti-competitive arrangements between firms arisen in this sector?

The CFC has carried out competition analysis in relation to every merger notification filed
concerning the natural gas sector. In determining whether the merger should be conditioned or opposed the
elements established in article 18 of the LFCE are applied. These refer to determining the relevant market,
identifying economic agents that supply the market, analysing their market power and the degree of market
concentration.

In terms of the LFCE, it may be asserted that no anticompetitive mergers have taken place in this
sector. Up to now, notifications of mergers filed before the CFC have dealt with business restructuring and
have not been intended to promote vertical integration nor have they lead to structural changes in their
corresponding relevant markets that would convey concentration level modifications.

24.2  What analysiswas carried out in approving or opposing these mergers or arrangements?

Before issuing a decison regarding a merger notification, including those in the natural gas
sector, the CFC works on a technical opinion containing both, the legal aspects and the corresponding
economic analysis. The former includes issues concerning the legality of the transaction and the
identification of the entrepreneurial group or groups. The economic section is devoted to defining the
relevant markets, which are affected by the merger, the determination of the existence of substantial market
power and whether the merger will facilitate monopolistic practices. Particular attention is given to vertical
integration issues.

24.3  What remedies were imposed?
All mergersin the natural gas sector reviewed by the CFC since the opening up of this sector to

private participation have not presented risks to competition. Therefore so far, mergers in the natura gas
sector have not been blocked or conditioned.
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NOTICE:

Further details regarding the industry overview, the regulatory framework and market structure
can befound in:

International Energy Agency (IEA) — Organisation for Economic Co-operation and Devel opment
(OECD), Regulatory Reformin Mexico’s Natural Gas Sector, 1996.
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NOTES

1 According to the RLCAZ27, basic petrochemicals are; ethane, propane, butane, pentane, hexane,
heptane, nafthas, and methane used as input for petrochemicals. In turn, secondary
petrochemical s are the by-products derived from basic petrochemicals.

2. See Mexican Constitution, article 28, paragraph 4.

3. The CFC is a separate administrative agency attached to the Ministry of Trade and Industrial
Promotion empowered with technical and operational autonomy to issue its decisions.

4, The LFCE was published in the Official Gazette of the Federation on December 24,1992 and
entered into force on June 22, 1993. With the issuance of this law, the Organic Law of 1934
which regulated Article 28 of the Constitution on monopolies was abrogated, as well as the 1950
Ley de Atribuciones del Ejecutivo Federal en Materia Econdmica, the 1941 Ley de Industrias de
Transformaciones and the 1937 Ley de Asociaciones de Productores para la Distribucion y
Ventas de sus Productos.

5. Natural gas has been basically consumed by the industria sector in the central and northern
regions of the country, following the pipeline national system configuration. However, the
pattern for natural gas consumption isincreasing in response to the introduction of private parties
in natural gas transportation and distribution activities registered in the last four years.

6. It should be noted that in order to identify the minimum market scale or size to delimit a
distribution zone, the CRE considers parameters such as. fuel consumption levels, economic
activity and industrial development. According to sectorial rulings, both the issuing and the
transferring of natural gas transportation permits are subject to previous opinion of the CFC,
which is empowered to veto atransaction.

7. In certain distribution zones, the CRE have granted self-use transportation permits for big

consumers according to the conditions commented in question., which are directly supplied by
Pemex Gas and Basic Petrochemicals.
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THE NETHERLANDS

1 Role of government in the gas sector and theregulatory framework

11 Objectives government

The Dutch energy policy has traditionally been aimed at the realisation of a reliable, affordable
and clean energy supply infrastructure. In terms of gas, this means a reliable gas capacity, an affordable
gas supply and a clean gas supply.

The Third White paper on Energy Policy (December 1995, European Commission) kicked off a
policy creating more scope for free market forces.

The traditional objective of the energy policy is to remain intact throughout these changes.
Especially with regard to natural gas it is important that a healthy mining climate should be preserved
which contributes to the Dutch gas reserves being developed to the highest possible level while
contributing to the prosperity of the country as a whole. Given these policy targets, the reliability of
availability of gas and the mining climate in particular, a choice has been made in favour of a gradua
transition to a more demand-driven market structure.

111 Key regulation

The structure of the Dutch gas supply system, which is described in the next paragraph, was laid
down in the “De Pous Memorandum” (this title refers to the minister of Economic Affairs of those days,
Mr De Pous). The memorandum was not trandlated into legidlation, but into public-private agreements and
arrangements between the Dutch government, Shell, Esso and the State Mines organisation. Those
agreements confer certain powers on the minister of Economic Affairs regarding the gas volume to be
produced and sold as well as the price charged. Two elements are crucial in these agreements. First the co-
ordination of extraction and sale by Gasunie, which enables the production of natural gas from small gas
fields, which have been gaining in importance since the 1970s. Second, application of the market value
principle of gas, i.e. the price of aternative sources of energy in the constituent market in question. Both
the co-ordination of extraction and sale and the market value principle have ensured a good economic
utilisation nationally of mineral resources in the Netherlands in the past.

To create a competitive gas market, the Dutch Ministry of Economic Affairs proposed a gas Bill.
This Bill contains statutory regulations with respect to the organisation of the transport and supply of
natural gas. It is the first time that such specific regulations are applied in the Netherlands with respect to
the organisation of transport and supply. The Gas Bill hopefully enters into force before August 2000. As
above, this was arranged in public-private agreements between the different players (Government, Shell,
Esso, State Mines).
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2. The market and the players
2.1 Creation of the Dutch gas market

The structure of the Dutch gas market in gas flows and cash flows is schematically summarised
in the following schedule:

Production Consumption

Groningen field distribution

Small fields - Gasunie - industry

Import €electric power plants
export

Profit - cost margin - market value

!

Gas proceeds

There are a number of specific characteristics of this structure. Firstly, the discovery of the
Groningen field has determined the structure of Dutch gas supply up to this date. Together with the parties
involved, namely Shell and Esso, the government has created a structure, which was aimed at utilising
those mineral resources as properly as possible from a national -economic point of view. This means to take
care of guaranteed gas supply to the domestic market and a considerable gain of the proceeds for the
community. The large volume and other characteristics of the Groningen field, such as the flexibility and
the quality of Groningen gas, are still decisive for the Dutch supply. Production from the Groningen field
may vary in avery flexible way. That is why there is the possibility to use this field as so-called “swing
supplier”. About the quality of Groningen gas one can say that Groningen gas has alow combustion value
(calorific value) —the gas equipment/appliances of the mgjority of the customers in the Netherlands
(households and small industries) is adapted to that low calorific value. To prevent accidentsit is important
that the gas is supplied within an accurate quality range. Complication in this connection is that the gas
from the other fields comes with a higher, sometimes also lower, caorific value. In the current
constellation, Gasunie takes care that the various qualities will be blended with each other or that nitrogen
is added, due to which the calorific value will be reduced.

A second specific characteristic for the structure of the Dutch gas market is the high co-
ordination of production of gas in the Netherlands as well as the sales (domestic market and abroad). The
small fields are able to produce at a constant rate while production from the Groningen field depends on
the actual demand. Gasunie is in the position to offer very favourable terms and conditions to the
producers: guaranteed offtake at a virtually constant rate and at a favourable price. As a result of this so-
called small field policy, certain small fields are produced which elsewhere are not considered sufficiently
profitable.

A third specific characteristic is that Gasunie passes on the proceeds —except for a margin- to the

producers (the co-called “net back” mechanism). The proceeds are determined by application of the market
value principle.
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2.2 Demand for gas

There were some 6 747 000 customers in the Netherlands in 1996. These customers vary in scale
of use and branches of industry.

The large-scale users (over ten million m3 per year) are bulk users in the chemical, paper and
dairy indudtries, inter alia, as well as in the electricity generating sector. The total number of the large-
scale users is approximately 150, with a demand of 46 percent of the total Dutch gas demand. The middle-
scale users (with a minimum consumption of 170 000 m3 per year), are horticultural industry, small-scale
industry and service suppliers. There are 16 000 middle scale users of which 11 000 horticultural industry
(thisincludes the small companies), with atotal demand of 16 percent. The small-scale users (consumption
less than 170 000 m3 per year), are the households and small businesses like small horticultural companies,
retailers, construction, business and financial services. The number of small usersis 6 458 000 of which
57 4000 in district heating. Their demand was approximately 38 percent.

2.3 Supply of gas

231 Gas production

At the production side there are about 13 gas producers active as operator of one or more gas
fields. The Nederlandse Aardolie Maatschappij (NAM) is by far the largest of them. NAM takes care of
about 75 to 80 percent of total production in the Netherlands, more than half of which originates from the
huge Groningen field. The total production in the Netherlands is approximately 80 billion m3 per year, of
which the most is sold to Gasunie.

The Netherlands till has considerable gas reserves at its disposal; every year new fields are
discovered. The table below summarises the remaining reserves of natural gas at 1 January 1999 in m3
billion.

Remaining proven reserves Remaining expected reserves
Groningen field 1119 1212
Other onshore territory 226 321
Continental shelf 209 360

232 Sorage and LNG

In the Netherlands there are three underground storage facilities (Alkmaar, Norg and Grijpskerk)
and one LNG-terminal. The underground storage facilities are owned by NAM (Norg and Grijpskerk) and
by BP/Amoco (Alkmaar). The facilities are rented by Gasunie under long term contracts. The LNG
terminal isowned by Gasunie

2.3.3 Transmission

Gasunie is at present the only transmission company and the only wholesae deder in the
Netherlands. This combination of purchasing, transportation, capacity services and sales in one national

279



DAFFE/CLP(2000)18

gas company is found in virtually all-European countries. The reason for thisis the security of supply and
economies of scale and scope. These economies of scope are related to the fact that the different functions
are technically and commercialy hard to separate. For instance because of the adaptation of capacity of
production networks; contracting storage facilities; the necessity to keep the supplied and lifted volumes
daily in balance, even if an extremely cold day occurs or a supplier fails to deliver due to circumstances;
the fact that in supply contracts volume and capacity are aways offered in combination. Gasunie is the
owner of the high-pressure network with a total length of about 11 000 km. Although it is alowed for
othersto build networks as well, the investments are very high. So, basically Gasunie isthe only one with a
network all over the country.

234 Distribution

Recently there were 35 energy distribution companies in The Netherlands. Most of them were
supplying electricity as well. Right now there are five companies left and we expect that by the end of the
year only three will be three left. Due to liberalisation there are a lot of mergers between the distribution
companies. Some distribution companies aso supply other services such as heat and cable services. The
distribution companies are both owners of the distribution network and purchaser and seller of natura gas
for the benefit of end-consumers. The distribution companies do have aregional monopoly.

The table below shows the position of the various suppliers in relation to the supply to end users
in the Netherlands:

Supplier 1996 gassales (in min m3) Dutch market share (%)
Gasunie 20 100 40
Of which
Industry 14 000 28
Power stations 6,100 12
Distribution companies 28,070 56
Of which
Small users 18 020 36
District heating 1020 2
Horticulturalist 4 860 10
orticulturalists 4170 3
Bulk users
Third parties 2000 4

Sources: EnergieNed, Gasunie, SEP

3. Towards a competitive gasmar ket

3.1 I ntroduction

Given the policy targets, the reliability of availability of gas and the mining climate in particular,
a choice has been made in favour of agradua transition to a more demand-driven market structure.

In order to safeguard such gradual transition and to ensure that access to transport networks are

available on non-discriminatory conditions to the demand as well as the supply side, regulations governing
the transport and supply of gas have been included in the proposed Gas Bill. Furthermore the Bill contains
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a regulation which deals with supplying gas to captive customers. Also part of the Bill are a number of
restricted regul ations concerning gas companies.

The Bill has an impact on the Dutch industry as a whole, especialy on businesses whose
operations entail the trade, transport and storage of gas and the customers.

3.2 Gradual transition

Gradual liberalisation is important to give the gas companies enough time to prepare for the new
market order. The phased liberalisation of the gas supply market implies that specific categories of
customers will not have afree choice of supplier during the transitiona period; rather, they will continue to
source the gas they use from their current supplier. Although the current set-up does not provide for a
legally imposed relationship, a situation effectively exists at practical level in which the customers of local
distribution companies in particular depend on their local supplier. The gas Bill will temporarily formalise
such relationships. Licenses will be issued to the distribution companies, thus granting them the exclusive
authority to provide for the gas supply to the customers in question. The Minister of Economic Affairs will
in principle grant such licenses to all companies that supplied gas to the relevant customers at 1 July 1996.
The area of which the license holder is alowed to supply gas on a basis of exclusivity is to be defined as
part of the licensing process.

The captive customers enjoy a protected status. The monopoly position that the license holder
enjoys calls for supervision of the price and quality of the services it provides. License holders will, for
example, be subject to a supply duty while the minister of Economic Affairs will fix the maximum rates to
be charged to captive customers (see paragraph 4).

In the draft Gas Bill the boundary line between non-captive and captive customers is set a an
annua gas consumption of over or under ten million m3; from 1 January 2002 onwards only those using
less then 170 000 m3 of gas per year will remain “in captivity”. Finally, this last group of customers will
be free in their choice of supplier from 1 January 2007 onwards. But meanwhile, due to new developments
it is preferable to speed up this process. The Bill provides room to change these dates and right now we are
planning to change them and to fasten up the liberalisation process.

The requirements of the license holders are:

» supply obligation with respect to the supply to protected customers,

* separate bookkeeping with respect to the supply to protected customers;

» maximum tariff rates established by the minister;

» providing data and information to the supervisory body and the minister of Economic Affairs;

* willingness to at least comply with genera supply terms and conditions and a model of service
obligations;

- willingness to join a disputes procedure which may be followed by a captive customer in the
event that there is disagreement between license holder and customer about the supply.
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33 Access regulation

The Gas Bill regulates access to downstream networks (the transmission and distribution
networks), while provisions of the Netherlands Competition Act apply to access to upstream networks.

331 Access downstream networ ks

The draft Gas Bill proposes a system of negotiated third party access (Ntpa) to the grid. Thisis
primarily based on the competition Law, which aready obliges the net operator to negotiate access in an
objective and non-discriminatory way. That is, assuming the net-operator has a dominant position.

There are a number of reasons why a choice in favour of Ntpa would be an obvious choice. First
of dl Ntpaisin line with existing practice. Some 65 percent of al gas that is consumed in Europe crosses
one or more nationa borders en route to the customer; this takes place on the basis of contracts with the
network owner. Secondly the current market trend is one whereby transport contracts are increasingly
taken out with gas transport companies, independent of the sourcing or selling of gas. Developments in the
supply of gas warrant the impression that the pressure on gas transport companies to transport gas on
behalf of third partiesisincreasing. A further trend that is emerging is that certain parties are considering
or proceeding with the construction of gas pipelines of their own. After al there is freedom of network
construction in the gas sector.

The system of Ntpa is also most in line with the “minimum regulation” principle. The question
should be addressed in this context whether there are reasons to introduce sector-specific legislation in
addition to the Competition Act. After al, this Act applies to the full complement of economic sectors and
contains bans on anti-competitive arrangements and abuse of economic power as well as provisions
pertaining to the supervision of concentration. The Netherlands Competition Authority enforces
compliance with these regulations, which are based on European competition regulations. The ban on
abuse of economic power implies that access to networks should be granted on reasonable, objective, non-
discriminatory and transparent conditions.

Looking at the existing practice in the gas market and the emerging trends in that market, the
Competition Act would appear to provide for an adegquate foundation for supervision of access to
networks. In the Gas Bill supplementary provisions regarding access to the gas transport networks are
included, whose purpose is to facilitate and support the competition regulations. The Bill renders explicit
the duty (which any gas transport company which is deemed to enjoy a position of economic power has) of
negotiating with customers seeking access to the network. This negotiation duty also extends to such other
services as are required for the realisation of such transport. Network owners will be able to refuse access
to the networks as far as they have no capacity available for the requested transportation. With respect to
the question whether no capacity is available, not only the technically available capacity should be taken
into consideration but also whether such (reserve) capacity should not already be kept free as aresult of the
imposition of tasks of general economic interests. In addition it is possible to refuse access on the strength
of financial and economic problems with so-called take-or-pay contracts. We, however, do not expect any
of these problemsin the Netherlands.

By way of follow-up to the Directive, regulations have been set out in the Bill amed at
enhancing transparency in relation to network access. Firstly, the Bill prescribes the separation, in
accounting terms, of storage and transport operations in order to enable the Netherlands Competition
Authority to gain an insight into the reasonableness of the rates or the existence of cross-subsidy.
Furthermore an obligation has been included regarding the allocation of costs in accordance with the actua
use of resources in support of the different operations. Secondly, the Bill makes it obligatory for transport
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companies to publish indicative tariffs and commercial conditions for the transport of gas and the
necessarily related services. Thirdly, the Bill imposes the obligation of erecting “Chinese walls’ separating
the transport and trade operations so as to prevent confidential information acquired in connection with one
activity being abused in support of the other.

The separation of accounts is in line with the optimum functioning of the gas infrastructure,
ensuring transparency while giving Dutch companies sufficient leeway to strengthen their competitive
position at European level. It also enables the policy of security of supply and exploration of small gas
fields to be maintained. Generally speaking integrated gas companies enjoy a position of strength;
especidly in relation to the Gasunie, the integration of functions will ensure that the before mentioned
policy is put in to practice to maximum effectiveness.

3.3.2 Access upstream networ ks

As said before, the provisions of the Netherlands Competition Act apply to access of upstream
networks (including those on the continental shelf). The Gas Bill does not provide for more specific
provisions (e.g. publication of indicated rates, negotiation duty, grounds for refusal): the structure of the
upstream market and the types of players operating in that market render this unnecessary, in addition to
which the Directive does not provide for it. We would point out that there is in fact not much difference
between the two regimes, as both are based up on the basic assumption that economic power may not be
abused. The Netherlands Competition Act makes it mandatory for the managers of upstream networks too
to negotiate access to such networks.

34 I mpact liberalisation gas sector

34.1 Production

Liberalisation will only have impact on the selling price of the gas. The Bill directly affects gas
producers in so far as they are the owners or managers of production networks or have set up a gas field by
way of storage facility. Specia access regulations apply to production networks in relation to third-party
gas (see paragraph 3.3.2). Producer operations are otherwise governed by the Dutch (statutory) mining
regime, enabling owners of new fields to produce, in so far as they have been licensed pursuant to the
Carbohydrate Licensing (Continental Shelf) Decree 1996, or the Carbohydrate Concessions (Netherlands
Territory) Decree 1996, to sell the gas to be produced to a supplier of their choice.

34.2 Sorage/LNG

Instead of transport, storage isn’t a natura monopoly function. Therefore regulation of access to
storage is unnecessary and not preferable. In the proposed Gas Bill access to storage independent from
transport is not foreseen. Furthermore the Competition Act is applicable, with supervision of the
Netherlands Competition Authority (reasonable tariffs and conditions). The Gas Bill is only applicable for
access to storage facilities (as far as needed for transport) and not for the construction of new storage
facilities. Underground storage will be explicitly dealt with in the Mining Act.

The Gas Bill states that companies providing the storage of gas will be required to provide for
separate recognition in their accounting records. It aready may be assumed that the existing storage
companies have maintained separate accounts for their storage operations. Storage and LNG companies are
furthermore required to provide one another as well as the transport companies with sufficient information
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to ensure safe and effective gas transport and storage. Most of these issues are already provided for in the
form of contracts.

34.3 Transmission

Integrated undertakings are required to maintain separate accounting records pertaining to their
transport operations. They are also under an obligation to exchange information with one another and with
storage and LNG companies aswell as prepare and make available technical minimum specifications.

3.4.4 Distribution

Gas distribution companies will be under the obligation to comply with regulations concerning
the supply of gas to the captive customers. The licensing requirement will apply to all gas distribution
companies, as they supply gas to all parties forming part of the category of captive customers. Each
supplier will be given one license. License holders will moreover be required to maintain separate
accounting records pertaining to the supply of gas to captive customers. The license will be accompanied
by administrative charges and stamp duty the level of which cannot yet be accurately specified.

4, Pricing Policy

At the tie of the large-scale introduction of natural gas into the Dutch energy infrastructure, a
choice was made in favour of an integrated extraction-cum-take-up policy of which the pricing policy was
aprominent element.

The objective of the policy was to enable natural gas to achieve such a position in the energy
market as to make a maximum contribution to increasing national prosperity. Partly in view of the fact that
the gas market was till initsinfancy, pricing was based on the value of gasin the market rather than on its
production costs —the so-called market value principle. The system of pricing based on market value gave
consumers the certainty that their gas bill would never exceed the costs when using the fuel alternative (i.e.
domestic fud oil or oil fuel); at the same time suppliers enjoyed guaranteed take-up thanks to be being
shielded from subgtitution. This guaranteed take-up continues to this day to represent an important
condition for development of gas fields in view of the major investments and protracted construction and
production period this entails.

The gas market has since matured into a market with an ongoing strong growth in demand and
increasing numbers of suppliers. This has done away with the need for arriving at a justified gas price on
the basis of the link with only oil product prices. The prices charged by other gas suppliers are gaining in
relevance in the determination of the market value. This is bringing pressure to bear on the market value
principle in its original meaning. Competition between gas producers and suppliers will increasingly
determine the price (although the price of substitutes such as oil will of course continue to make itself felt).

A second development in the context of price formation is abandoning the all-in price. In addition
to the price for a cubic metre of gas, a price will be set on the various services. Differences in gas sourcing
costs will be determined by the prescribed adjustments to the capacity utilisation rate and the quality as
well as other services provided (e.g. transport and provision for spare capacity).

As pointed out in paragraph 3.2, the government will fix a price for the supply of gas to a
dwindling number of captive customers during the transitional period.
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The aspects which the Minister takes into consideration while setting the rates are, among others,
the importance of reliably, effectively and environmentally soundly performing gas supply infrastructure as
well as the interest on the part of captive customers of being assured of gas supply on reasonable
conditions. These reasonable conditions include, inter alia, that the pressure on the rates may not be such
as to compromise the service to captive customers. The gas Bill contains a detailed amendment formulain
which allowance is made for the rates charged for services relating to the supply of gas as well as for
inflation expressed as the consumer price index for al households. An efficiency discount is applied in
support of promoting an efficient business operation. Also, a policy regulation will be developed with
respect to the application of the efficiency discount. Allowance is made in the formula for the sourcing
price as agreed between the license holder and its supplier. As for the sourcing price of gas, it should be
noted that gas is supplied exclusively by Gasunie for the benefit of the captive customers pursuant to the
prevailing contracts. This situation is also deemed appropriate from a policy point of view with a view to
the gradual opening up of the market.

Once the transition is completed, the government is not expected to play a further role in this
respect. The government does not think it is necessary due to an expected price cut. The greater scope for
free market forces would enable gas prices to decrease due to inefficiency or monopoly gains at existing
companies. The development of price levelsin countries where the gas market has already been liberalised
shows that liberalisation can indeed cause price levels to be cut. Especially a reduction is expected in the
prices charged for transport related to supply and other services, by the margins that are realised at this
point. Because increased competition is bound to result in greater cost efficiency and pressure on the
margins.

5. Competition law and the Netherlands Competition Authority

51 I ntroduction

As regards the proposed arrangements in the gas Bill for access to transport networks, the broader
framework offered by the Netherlands Competition Act has been followed. The gas Bill envisages
facilitation of the implementation of the Competition Act in so far as it concerns the practice of gas
transport and the behaviour of gas transport companies. It also creates greater transparency where it
concerns the access conditions, and is therefore expected to improve the practicability of the Competition
Act in relation to the gas sector.

The role of the Netherlands Competition Authority, as the supervisory body, is of specia
importance for the effects that the law envisages to achieve. The Competition Act and the gas Bill govern
the behaviour of gas market players. The Director Genera of the Netherlands Competition Authority
(NMa) has a range of instruments such as administrative penalties or judicially imposed penalties at his
disposal in the context of the Competition Act. The NMa is also in charge of the execution of certain
specific competition-relevant powers as per the gas Bill as well as of the settlement of disputes concerning
the implementation of negotiated access.

In principle, a company will grant access to its networks. This provision is the confirmation of
what generally follows from competition law. In its capacity as a manager of a gas transport network, the
gas transport-company will often hold an essentia facility enabling the performance of operations in the
gas transport market as well as the supply of gas to customers. European competition law (with which
Dutch competition legidation is in line) increasingly revolves around the “essential facilities’ doctrine.
The crux thereof is that if a business has a facility or infrastructure at its disposal from whose nature it
follows that other businesses can only supply services to users by having access to such essential facility.
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The business in question may not deny such other businesses access to its facility. If it does, it is guilty of
abuse of economic power. The European Commission has since applied this doctrine to port and aviation
services on a number of occasions. Moreover a practice has aready formed at nationa level, pursuant to
the effect of the Netherlands Economic Competition Act, in connection with access to the television cable
network which is in line with the above. The point of departure here is that unrestricted, non-
discriminatory access to cable networks -with respect to which the operator enjoys a position of power-
should be feasible.

In view of the above, gas transport companies have limited scope for refusing to perform a
specific transport service. However, if the parties are unable despite having negotiated in all honesty and
good faith to reach agreement on the transport conditions or rates (which conditions and rates should be
non-discriminatory), the gas transport-company will not have to perform the dispute serviced. Any disputes
in connection with the negotiations or the refusal to perform the transport service can be submitted to the
Director General of the NMa.

The fact that the Competition Law already is applicable (since January 1998) has been noticed.
The Competition Authority is aready investigating several complaints and contracts, mainly about the
tariffs and terms of Gasunie. The ratings of the Authority are bound to be guidelines for the way contracts
can be negotiated in the future. So even before the Gas Law enters into force, we will have an impression
of the functioning of the negotiated tpa-regime.

5.2 Supervision of network access and supply

The supervision arrangements for the gas sector, as included in the gas Bill, are based on the
Council of Ministers view regarding the report entitled “Vision of Supervision”, key to which is that the
general competition regime should have maximum scope in order to prevent legal inequality and forum
shopping. The creation of sector-specific competition rules warrants reserve; use is to be made where
possible of the regime provided for by the Netherlands Competition Act. In so far as sector-specific
statutory provisions are called for, the criteria as set out in the before mentioned report haven been applied
with respect to supervision.

5.3 Dispute settlement

In view of the fact that the NMa (also) applies to the gas sector, a reference to this Act has been
included. Therefore, disputes about the access to networks can be brought before the Director General of
the NMa. The tangible standards which have explicitly been included in the gas Bill provide the Director
Genera of the NMa with a reference framework when assessing any particular dispute on abuse of
economic power, especially where it concerns the grounds for refusal of the gas transport. If any party is
convinced that it has been discriminated against, as regards rates and trading conditions or that the gas
transport company applies unreasonable rates and a dispute arises on this, that requesting party has the
option of filing a complaint with the Director General of the NMa. The Director General of the NMa can -
in the case of a complaint which he upholds- fine the gas transport-company. He may also impose a
judicial penalty obliging the company to provide for the transport of gas, for the benefit of the requesting
party, at a specific rate or on specific conditions. The reference to the Netherlands Competition Act implies
that it is this Act which determines the powers conferred upon the Director Genera of the NMa, i.e. the
rules concerning his powers and the matching procedura rules of the Act will be applied. The Director
General may on the strength of the Netherlands Competition Act be regarded as the arbitration institution
in connection with disputes on access to the production networks.
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In addition to being authorised to settle disputes, the Director General of the NMa obviously
remains authorised to carry out investigations into the gas sector on the strength of the Netherlands
Competition Act.
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NEW ZEALAND

1 Industry overview: regulatory framework and market structure

11 National context and Key regulation

What are the government’s primary objectives for this sector? Do these objectives include
objectives, which can be interpreted as going beyond conventional economic objectives to include
objectives such as ensuring energy security, environmental objectives, or universal service
objectives?

Government policy for the downstream natural gas industry fits within the context of wider
energy policy. In essence the policy is to ensure reliable, efficient, environmentally sustainable energy
supply, through market mechanisms wherever possible. The policy does not include a universal service
objective for gas.

To what extent has the reform process in the gas industry been linked to that in other industries,
especially eectricity?

Gas and electricity reforms both arose from the same energy sector review in the 1980s. After
that initial review, gas and electricity reform have been treated separately athough gas reforms have
generally followed the path taken by electricity reform. Thisis not, however, true of the 1998 package of
electricity reforms which introduced mandatory ownership separation of line and supply businesses in that
industry. Ownership separation is not being considered for the gas industry.

The New Zealand model of “light-handed regulation” (a broad-based Commerce Act that outlaws
anti-competitive practices' backed by sectoral public information disclosure regulation and the threat of
price control) that applies to the gas industry is also applied to the telecommunications, postal and airport
industries.

What is the title, date and main purpose of the key governing legislation or regulation in this
sector?

Thekey legidationis:

Commerce Act 1986

The Commerce Act applies to all commercial sectors. The Act includes provisions prohibiting
abuse by a company of a dominant position and the making of anti-competitive contracts. It aso
includes provisions enabling the initiation of a price control inquiry and the imposition of price

control. The Act is enforced through the courts.

Gas Act 1992
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12

The Gas Act peforms a wide range of functions. Its contribution to the promotion of
competition includes the abalition of exclusive gas franchise areas (achieved when the Act came
into force on 31 March 1993) and provisions enabling the making of information disclosure
regulations.

Gas (Information Disclosure) Regulations 1997

Information disclosure regulations require gas pipeline owners to make publicly available
detailed information regarding their financial and reliability performance, pricing, contractual
terms and conditions and pipeline capacity. This information can be monitored by users and
government or private analysts for evidence of monopoly pricing or anti-competitive behaviour.
These Regulations are currently under review.

Regulatory ingtitutions

Who are the key regulatory and policy-making agencies in this sector? Briefly, what are their
structure and responsibilities? What are their relationships to one another? To what extent is
the regulatory institution independent of the government? |Is the regulator headed by a
commission or by a single person (such as a “Director General”)? To what extent is the
regulator independent of the incumbent firms? Of the government?

The lead energy policy agency is agovernment department - the Ministry of Commerce (MoC):

- Asawhole, MoC has responsibility for policy across a broad range of areas affecting the
commercia environment in New Zealand, including policy relating to the Commerce Act.

- With respect to energy policy in particular, MoC includes a small policy development
group and another group that monitors, enforces and analyses information disclosure in
eectricity and gas and compiles a full range of energy statistics. These groups deal with
downstream gas, electricity and oil issues primarily and other energy issues as required.
Energy policy is developed by MoC in consultation with other government departments —
notably the Treasury, the Ministry for the Environment and the Department of the Prime
Minister and Cabinet.

- Issues affecting public safety and other consumer interests are handled by the Ministry of
Consumer Affairs (MCA). MCA is structurdly part of MoC.

Responsibility for enforcing the Commerce Act (i.e. with respect to al industries) is shared

between the Commerce Commission (CC) and private parties, either of whom can instigate court action.
CC is an independent but government-funded organisation established under the Commerce Act. Its
operational parameters are set out in that Act. Investigations are run in a quasi-judicial manner by a
relatively small number of Commissioners (currently five but this can vary), supported by a small
permanent staff. Commissioners are appointed for a set term by the government.

13

Key features of the demand for gas
What are the primary uses of gas in your economy? In particular, what proportion of gas

consumption is used to generate electricity? For which of these uses can consumers substitute
other fuels (such as ail, coal or eectricity)? Are final gas prices effectively disciplined by inter-
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fuel competition? Which and what proportion of gas users are prepared to purchase
interruptible gas supply?

Table 1. Gas use by sector, year to March 1999. Total net production for the period was 209PJ
(Ministry of Commerce Energy Data File, July 1999).

Electricity Petrochemicals Industrial/ Residential  Transport
generation Commercial

(including

cogener ation)

40.8% 42% 14.4% 2.4% 0.2%

Gas provided 22 percent of electricity generated in the year to March 1999, and is often the
marginal generator (67 percent of electricity was generated by hydro in the year to March 1999). Gas
could be substituted by coa for generation in some situations, but is not substitutable for petrochemical
production. For some industrial uses and al residential or transport uses, gas is readily substitutable by
other fuels.

There is a general view that gas prices are disciplined to some extent by inter-fuel competition.
The CC has taken that view in its investigations of proposed utility mergers, but not to the extent of
regarding gas and electricity as a single “energy” market. Some of the utilities have argued that they do
not consider inter-fuel competition in setting prices, preferring to focus on returns to shareholders.

We are not aware of any interruptible gas supply contracts.

14 Key features of the supply of gas: market structure

Which firms are active in the market for gas production (including the importation of gas or the
re-gassification of LNG)? How many sources of gas are there? (e.g., distinct gas fields or wells).
In countries without gas production sites, how many importing pipelines are there? What are the
ownership relationships between the gas sources (or importing pipelines)? Is there effective
competition between gas producing firms? Are these firms vertically integrated into gas
transmission and distribution? To what extent are end-user customers supplied directly by gas
production firms (i.e., without passing through the transmission or distribution network)? What
proportion of gasis sold in this way?

In the year to March 1999, 11 fields produced gas. The sole owner or mgjority joint venture
partner in all but one of these fields was Fletcher Challenge Energy Ltd (FCE). The field in which FCE
does not have an interest is Kapuni, owned by a partnership of Shell and New Zealand-owned Todd.
These two companies are al'so minority partners with FCE in the Maui oil and gas field, which accounted
for amost 80 percent of gas production in the year to March 1999. Other companies involved in gas
production joint ventures with FCE are New Zealand Oil and Gas, Bligh Oil and Ngatoro Energy. All
producing fields are in the Taranaki region (western part of mid-North Island). Maui is offshore; the other
production fields are onshore.

Gas from the Maui field is committed under long-term contracts to three buyers. Two of these
buyers are competing wholesalers, one of which is also amajor electricity generator. Gas from the Kapuni
field (11 percent of national production in year to March 1999) is being sold in competition to other
wholesale gas. Thereis effective competition at the wholesale level.

291



DAFFE/CLP(2000)18

FCE was integrated into transmission and distribution until 1999, when it opted to sell its
shareholding in pipeline owner NGC (Natural Gas Corporation). Todd, one of the Kapuni joint venture
partners, owns 40 percent of distributor/retailer Nova Gas and a so operates an electricity/gasretailer called
Fresh Start.

Very little gas is delivered independently of the transmission and distribution networks. Todd
Energy bypassed the transmission system to deliver Kapuni gas (which is relatively high in CO,) directly
to a cogeneration customer 50km from the field. And FCE supplied small quantities of gas from the
Mangahewafield to the nearby methanol plant while it tested the field’ s potential for long-term production.

Which firms are active in the market for gas transmission pipelines? Where are the key pipelines
located? |s there competition between pipelines in some areas? How many gas consumers are
supplied directly off high-pressure transmission pipelines (i.e., without passing through a retail
distribution network)? What proportion of gasis sold in this way?

T NATURAL GAS CORPORATION

High Pressure Gas Pipelines

Represents high pressure transmission
pipelines owned and operated by HGC

n Paime Refines Represents the high pressure Maui
pipeline owned by the Maui Mining
Partners and operated hy NGC

........

Bisouans Cosrapaciyse Statica

New Plymoutly——

o Frildimg,

Above isamap of New Zealand's gas transmission network (downloaded from NGC's website —
www.natgas.co.nz). The Maui pipeline is owned by the Maui joint venture partners FCE, Shell and Todd.
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The rest of the network is owned by NGC. NGC operates the entire network — including the Maui
pipeline.

According to NGC' s disclosures, it had 12 transmission customers at 30 June 1999. Six of these
would be gasretailers, leaving 6 gas consumers.

Which firms are active in the markets for gas distribution? Is there competition between such
firms, or does each firm have a regional monopoly? Are these firms integrated into
transmission?

Gas digtributors (i.e. distribution pipeline owners) are NGC, Orion, Powerco, Wanganui Gas,
AGL and Nova Gas. There are no regulatory barriers to the construction of parallel systems but each of
these companies, except Nova Gas, essentially operates a regional monopoly (an exception is part of the
Auckland market, where NGC and Orion have parallel pipelines).

Nova Gas has built its pipelines parallel to those of incumbent distributors in the Wellington,
Hawke' s Bay and Auckland regions and targets the larger customers of incumbent retailers.

Of these distributors, only NGC is integrated into transmission. Nova Gas is dffiliated to the
producer Todd.

What firms (if any) are active in the market for gasretailing (i.e., the sale of gas by third parties
over the existing transmission/distribution network)? What services do these firms provide? Are
they integrated into gas distribution or other stages of the gas industry?

Gas retailers are NGC, Orion, Wanganui Gas, Nova Gas, Contact Energy (trading as Enerco),
Transalta and Fresh Start. There are no regulatory barriers to these retailers selling anywhere. Most
retailers are integrated into distribution; NGC is also integrated into transmission and wholesaling; Nova
Gas and Fresh Start are integrated into production. Four of these retailers (NGC, Contact, Transalta and
Fresh Start) can offer electricity/gas retail packages.”

Retailers contract separately with transmission and distribution for transportation and rebundle
these charges for end users. Distributors do not generally have contracts with consumers.

What is the ownership of the major firms in the industry? Are they foreign owned? Are they
state-owned? In those cases where an important incumbent firmis state-owned, how is that firm
organised? Is its organisation, governance, incentives on management and managerial
discretion closer to that of a private corporation or to that of government department? Is the
legal status of its employees closer to that of a private corporation or a government department?
(Please explain, in either case).

Gas industry participants are in a mixture of private and local government ownership,
exemplified by three of the larger participants:

- FCE isaNew Zeaand-based publicly listed multi-national.

- NGC is 70 percent owned by Australian-based AGL (Australian Gas & Light) — a private
listed company. The remaining 30 percent istraded on the New Zeaand Stock Exchange.

- Orionis owned by alocal government group through a holding company (Christchurch City
Holdings). Orion’sgasbusinessis currently for sale.
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In what other industries are the firms in the gas sector active? For example, do gas distribution
companies also provide electricity, heat, water, telecommunications or cable television services?
Are gas producers also active in the market for el ectricity generation?

Gas distributors Orion and Powerco aso own electricity distribution networks.
Gas distributor/retailers NGC and Orion also retail electricity.
Gas retailers Contact Energy, Fresh Start and Transalta also retail electricity.

Gas retailers Contact Energy and Transalta are also eectricity generators and include gas-fired
thermal plant in their portfolios.

Gas producer Todd has connections with electricity retail through Bay of Plenty Energy and its
Fresh Start brand. Todd also owns hydro electricity generation assets.

Key Features of the Regulatory Regime

15  This question asks about the broad structure of the regulatory regime, which is followed up by
detailed questions on entry regulation, access regulation, price regulation, unbundling and so
on.

In which markets is primary reliance placed upon competition to yield efficient prices and
quality, and in which markets is primary reliance placed upon conventional price and quality
regulation? (e.g., is there effective competition between pipelines for serving certain cities? Is
there competition between gas producers in the sale of gas to pipelines, distribution companies
or consumers?) Is structural separation imposed (i.e., are gas producing firms allowed to own
gas transmission facilities, and so on)? Where structural separation is not imposed, does the
regulatory regime require that the vertically integrated firm must allow rivals access to its
facilities?

In wholesale and retail gas markets, primary reliance is placed on competition. In transportation
markets, primary reliance is placed on the Commerce Act, supported by public information disclosure to
promote price efficiency and access. The regulatory regime does not include “conventional price and
quality regulation.”

Are competing sources of gas production permitted? |s competition allowed in gas importation
or re-gassification of Liquefied Natural Gas? Are these firms allowed to be integrated into gas
transmisson? Where integration is allowed, is there a requirement on dominant transmission
pipeline operators to interconnect with and carry the gas of rival gas producers? Are gas
producersrequired to grant third-party access to their gathering lines and production facilities?

Where the primary source of gas is an importing pipeline, can other gas producers have access
to that pipeline? Could your country force the pipeline to accept gas producers in another
country to grant access?

Competing sources of gas production are encouraged. Gas importation and re-gassification are
not an issue (neither is economic at this time). Gas producers may be integrated into transmission and,
until 1999, our major producer (i.e. FCE) was integrated into transmission. There are no mandatory
requirements for interconnection, carriage or third-party access. However, a refusal to interconnect, carry
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gas or negotiate access may be subject to scrutiny under the provisions of the Commerce Act for anti-
competitive implications.

Is competition between transmission pipdines permitted? Is a firm allowed to construct a
pipeline for direct supply of a large gas consumer? Are transmisson firms allowed to be
integrated into gas distribution? Where integration is allowed, is there a requirement on gas
digtribution firms to interconnect with and distribute gas for rival transmission pipelines?

The answer to the first 3 questionsis “yes’ (the Resource Management Act sets out a regulatory
regime for pipeline construction). There are no mandatory requirements for interconnection or distribution
on behalf of rival transmission pipelines. However, arefusal to interconnect or distribute may be subject to
scrutiny under the provisions of the Commerce Act for anti-competitive implications.

Is competition in gas storage permitted? What are the arrangements for access of third-party
storage companies to the transmission or distribution system?

Competition in gas storage is permitted, but there is no gas storage industry as such. Gas may be
re-injected in some circumstances, the transmission system operates with linepack and production contracts
may allow deferred delivery of take-or-pay gas. Accessto gas storageis not an issue.

Is competition in the gas “ retailing” function (i.e., contracting on behalf of small customers for
gas transportation and distribution) permitted? Are gas distribution firms allowed to be
integrated into the market for gas “retailing”? When integration is allowed, is there a
requirement on gas distribution firms to contract with rival retailers?

The answer to the first 2 questionsis “yes’. There are no mandatory requirements for integrated
distributors to contract with rival retailers. However, the government’s intention to promote competition is
clear. The gas industry has responded through a voluntary forum known as Gas House, which has
developed a gas pipeline access code. New Zealand's regulatory regime is designed to encourage self-
regulation — failure to ensure efficient outcomes may result in a firmer regulatory regime, possibly
including price control. A refusal to contract with a rival retailer may be subject to scrutiny under the
provisions of the Commerce Act for anti-competitive implications.

16 Entry regulation

The previous question has asked in which stages of production entry is permitted. Are there any
specific licensing conditions that should be mentioned?

Which classes of customers are new entrant or competing firms permitted to serve? Isthere an
intention to expand the class of customers for which competition is permitted over time?

Gas prospecting, exploration and production are governed by a licensing system. There is no
licensing regime for gas transmission, distribution or retailing. Since 1993, when gas franchise areas were
done away with, gas suppliers have been free to compete for any customers.

17 Access regulation
The previous question asked whether there is an access requirement in each of the stages of

production. In each case where an access requirement applies: |s the obligation to interconnect
with a rival pipeline or gas producer determined in the legislation or by decision of the

295



DAFFE/CLP(2000)18

regulator? Where thereis an obligation to interconnect how are the terms and conditions for the
transportation of gas determined? Are they determined by the regulator or by private
negotiation? What principles govern the establishment of access prices? Do access prices vary
according to peak and off-peak periods?

Not applicable.

The capacity of certain facilities, such as pipelines, are limited. Not all access requests will
necessarily be able to be satisfied. How is capacity allocated at peak times? Is it through a
system of auctioning capacity, or a system of peak-load pricing of access? Does the regulator
have tools for verifying claims of a lack of capacity?

Under a voluntary industry access code (developed by the industry body Gas House), pipeline
owners publish their policies for allocating capacity and the process for dealing with requests. NGC's
policy for its transmission capacity, for instance, is “first come, first served”. We are not aware of capacity
constraints requiring the enforcement by the pipeline operator of capacity allocation protocols. Thereisno
peak-load pricing. Punitive transmission overrun charges encourage users to book capacity at peak
demand levels.

Pipeline owners are required to publicly disclose detailed information about pipeline capacity.
This alows users to model potential new loads independently of the pipeline operator and to assess any
claims by the pipeline owner of capacity constraints. If false claims emerged, users would have incentives
to take private action under the Commerce Act, or to bring the false claims to the attention of the
Commerce Commission.

Is there a requirement to make public the terms and conditions at which access has been (or will
be) granted?

The terms and conditions of access contracts are required to be disclosed under the Gas
(Information Disclosure) Regulations.

18 Priceregulation

The previous question asked in which markets primary reliance is placed on price regulation to
control market power. This could be the market for gas delivered to end-users in the case of the
integrated monopoly approach, or the separate markets for gas transmission and gas distribution
in the case where end-users are able to contract directly with a gas producer. In each of those
markets where prices are controlled and for each distinct class of customers: What are the
underlying principles of the price regulation? l.e.,, are gas prices regulated so as to be
competitive with respect to other fuels, or with respect to underlying costs? Does the regulated
firm have flexibility to adjust individual prices within the context of the overall controls
established by the regulator (such asin the case where the regulation applies to a “ basket” of
prices)? Does the regulator use “ yardstick” regulation (i.e., compare prices to an aggregate of
costs of smilar firms)?

Prices are not regulated.
The extent to which the regulated firm can vary its prices according to underlying costs is a

factor in determining the incentive for cost efficiency on the regulated firm and (in those
industries where consumers do not have direct choice over their gas supplier) its incentives to
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purchase from the least-cost supplier upstream. What costs are the regulated firm allowed to
pass on to its customers? What proportion of those costs can it pass on? Does the price
regulation provide incentives for efficiency on the regulated firm and incentives for it to purchase
from the lowest-cost supplier?

Prices are not regulated.

What isthe resulting structure of prices? Do the prices have a “ two-part” structure? |If so, what
principles govern the size of the fixed and variable parts? Are different prices charged for
different end-uses (such as heating vs cooking)?

Prices are not regulated, so the structure of prices does not “result” from regulation. Prices for
transportation services and prices paid by end-users for bundled gas/transportation are two-part.
Distribution/retail prices are generally set on the basis of customer groupings, defined either by annual
consumption or meter size. Transmission charges are made up of a capacity reservation fee (fixed) and a
throughput fee (variable).

Demand for gas at peak times can be substantially higher than at off-peak times. How does the
structure of the regulated prices distinguish between peak and off-peak times? How do the
regulated prices vary according to the distance the gas is transported? How do the regulated
prices distinguish between “ firm” and “ interruptible” supply?

Prices are not regulated. Gas companies do not post peak and off-peak prices. Each offtake
point on the transmission system has its own-posted capacity reservation fee. Prices reflect the offtake
point’ s distance from the origin of the gas and the number of customers taking gas at that point.

What mechanisms ensure that the quality of service is maintained?
This is handled contractualy between the relevant parties. To assist negotiations, pipeline
owners are required to publicly disclose rdiability performance measures under the Gas (Information

Disclosure) Regulations. These measures are currently under review, and are likely to be enhanced.

Are there congraints on the ability of incumbent firms to price discriminate, especially in those
markets in which competition is being introduced? Arethere floors on prices?

Prices are not regulated. Prices are transparent. Price discrimination is not illegal provided it is
not anti-competitive.

What principles does the regulator follow to value the assets of the regulated firms?

Prices are not regulated. The “regulator” does not value the assets of pipeline owners. As part of
a current review of the Gas (Information Disclosure) Regulations, it is proposed to introduce a mandatory
valuation methodology for gas pipeline owners. If this proposa proceeds, pipeline owners would be
required to follow a prescribed methodology to produce an optimised deprival vauation (ODV) of their
system fixed assets. The valuation, including the full valuation report, would be publicly disclosed and
would require certification by the directors of the company.

Areregulated firms required to publish their tariffs?

Yes.
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19 Non-commercial service obligations

Are there obligations on one or more firms to provide service to certain customers below cost
(including, for example, a requirement to distribute gas in unprofitable areas or a restriction on
the ability to withdraw from serving unprofitable customers)? Is the cost of these obligations
made explicit? If so, what methodology is used for calculating the costs? Do other firms have
the opportunity to compete to provide these services? If another firm sought to provide these
services, could it claim compensation for doing so? How are the funds collected to pay for these
non-commercial obligations? Through internal cross-subsidisation, or through a system of
explicit subsidies? If the latter, who contributes to the subsidy fund? Are competing firms
expected to contribute? On what basis?

There are no such obligations.

1.10 Separation and unbundling

In many industries, and especially in gas, forms of separation are imposed in an attempt to
prevent internal cross-subsidisation from regulated to competitive activities and to improve the
effectiveness of access regulation. Are there regulatory controls requiring ownership separation
(supported by line-of-business constraints)?

Thereis no requirement for ownership separation in the gas sector.

In many cases forms of separation short of full ownership separation are required. Are there

requirements for “unbundling”, “operational” separation, accounting separation, or

requirements to operate in certain markets through arms-length subsidiaries? How do these

requirements operate? In what markets? For what purpose?

Accounting separation is applied through the Gas (Information Disclosure) Regulations. Pipeline
owners are required to disclose separate financid statements for their transmission, distribution,
wholesaling and retailing businesses.

The rules for accounting separation are currently under review. If current proposals are adopted,
pipeline owners will be required to:

- disclose separate accounts for pipeline activities only; and

- treat their pipeline business as a “ stand-alone” business and allocate expenses etc according to
an avoidable cost allocation methodol ogy.
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1.11 Trade and | nvestment | ssues

What is the nature of international trade in gas (if any)? Are there any restrictions on such
trade? |s there an import monopoly, or an export monopoly?

Not applicable.
Are there controls on foreign ownership or foreign investment?

No. Major investments should be approved by the Overseas Investment Commission, but the
relevant regulations are liberal.

Miscellaneous I ssues

112 In the transition to competition have concerns been expressed about stranded costs or stranded
contracts (such as long-term take-or-pay contracts that were signed under a previous
regulatory regime)? How have these concerns been addressed?

No concerns have arisen regarding stranded costs or contracts.

1.13 How have environmental objectives influenced policy decisions over the regulatory regime?
Does gas receive the same tax treatment as other fuels? Why or why not?

There are no pressing environmental problems arising from gas production or consumption that
require direct government intervention at a national level. For instance, there is no policy to promote
electricity generation from gas as opposed to some alternative (or vice versa).

Some gas users have entered into Voluntary Restraint Agreements in relation to CO, emissions.
Measures that implement our commitments under the international Framework Convention on Climate
Change may impact on gas users and producers. These measures are still under devel opment.

Site-by-site environmental concerns are handled at the local level through a system of seeking
consents under the Resource Management Act for construction, discharges and other activities that might
have alocal environmental impact.

In general, gas receives the same tax treatment as other fuels. However, most production gas
pays an energy resource levy, which was part of the royalty regime in place when the gas was discovered.
Gas transport fuels have an advantage over liquid fuels at the retail end, being exempt from some of the
liguid fuelstaxes and levies. Thisis avestige of the preferential tax system that operated for gas transport
fuelsin the early to mid 1980s.
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114 What proportion of gas production istied up with long-term contractual commitments, such as
take-or-pay contracts? How is this expected to change over the next five-ten years? Arethere
mechanisms for releasing some of the gastied up in such contracts for use by competitors? Is
there a tendency towards shorter-term contracts? What proportion of gasistraded on the spot
or futures market? How hasthis proportion changed over time?

Almost all gas production is committed by way of long-term contracts but gas is available to
competing wholesalers. The production sector still seems to favour long-term contracts to reduce the risk
of investment in production fields. There is no visible trend towards shorter-term contracts. There is no
spot or futures market, athough there is some infrequent trading of low volumes of gas (such trading
would not have occurred prior to deregulation).

2. K ey competition issues

2.1 Application and enforcement of competition law

Does the national competition law apply to this sector without exemption or exception? Describe
the exemptions or exceptions that apply.

National competition law (in particular the Commerce Act) applies to the gas sector without
exemption or exception.

Who is responsible for enforcing the various components of the competition law in this sector?
What role does the regulator play in enforcing the competition law, or competition rules?

Seeresponsesto 1.1 and 1.2.

2.2 Market definition issues

Have the competition authority or the courts had the opportunity to define the relevant marketsin
competition cases arising in this sector? How have gas markets been defined? Was gas
distinguished in the market from other fuel sources? What other market definition issues have
arisen?

The CC has considered the definition of the gas market more than once, in response to proposed
merger activities. Over time, its gas market definitions have traced an increase in the contestability of
retailers and larger consumers. Small commercia and residential consumers are still generaly reliant on
the incumbent distributor. The CC still makes a distinction between gas and e ectricity markets.

2.3 Abuse of dominance
Have instances of alleged abuse of dominance arisen in this sector? Have there arisen cases of
predatory pricing, or raising rivals costs? Have the current regulatory requirements designed to

control abuse of a dominant position been effective?

Allegations arise from time to time, but no such alegations have led to lega action or to an
investigation by the CC.
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2.4 Other competition enforcement issues

Have instances of mergers or anti-competitive arrangements between firms arisen in this sector?
What analysis was carried out in approving or opposing these mergers or arrangements? What
remedies were imposed?

There has been significant restructuring activity in the downstream gas industry since mid-1998.
This activity did not give rise to competition concerns, and proceeded in a normal commercial manner (i.e.
no government approval was required). Three proposals were placed voluntarily before the CC for
consideration (part of the CC's role is to assess certain acquisition proposals for possible competition
implications). In each case, the CC found no reason to oppose the proposal.

At the production level, the CC initiated legal proceedings against FCE when it acquired a
magjority interest in the undeveloped offshore Kupe field. The action was based on FCE's aready
dominant position in dil and gas production, which would be extended by this acquisition. The case was
discontinued when FCE sold its holding.
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NOTES
1 Certain anti-competitive practices may be approved on application to the Commerce Commission
where benefits outweigh costs.
2. At the time this submission was being prepared, NGC was awaiting the clearance of the CC to

complete the purchase the electricity and gas retail business of Transalta (NZ) Ltd.
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POLAND

1 Industry overview: regulatory framework and market structure

11 National context and key regulation

The main objectives of the Polish energy policy are defined in the Energy Law of April 1997.
They include creation of the conditions for the sustainable development of the country, energy security,
efficient and rational use of fuels and energy, development of competition, counteracting negative
consequences of natural monopolies, consideration of natural environment protection requirements and
obligations stemming from international agreements and protection of consumers interest and
minimisation of costs.

In the field of the gas sector the objectives listed above will be met, inter alia, by the way of
intensification of activities aimed at diversification of sources of gas supplies, effective use of indigenous
gas resources and building up of gas stocks, organisational and technica decentralisation of the gas
network system, liberalisation of the gas market including restructuring and privatisation of the sector, gas
prices liberalisation, implementing of efficient methods of management, enhancing competitiveness of gas
companies and implementation of the TPA in respect to gaseous fuels.

The Energy Law of 10 April 1997, the Geological and Mining Law of 4 February 1994 and
secondary legiglation acts are the legal basis for economic activity in the gas sector in Poland. Among acts
of secondary legidation of particular significance are:

- the Ordinance of the Minister of Economy on detailed conditions of connecting usersto a gas
grid, payment of costs of the interconnection, trade in gaseous fuels, provision of transmission
services, grid flow management and grid operation and quality standards for customer service;

- the Ordinance of the Minister of Economy on detailed terms of designing and calculating
tariffs and terms of settlement in trade in gaseous fuels including settlements with individual
users,

- the Ordinance of the Minister of Economy on the agenda for obtaining by particular groups
the right to use transmission services.

The Energy Law defines the principles of development of state energy policy, principles and
terms of supply and use of fuels and energy, the operation of heat and energy enterprises and authorities
relevant in questions of fuels and energy economy.

The Energy Law does not apply to exploitation of minerals, which is regulated by the Geological
and Mining Law of 1994. According to Art. 1, “the Act defines in particular the principles and terms of
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exploration and extraction of minerals from deposits...as well as principles of protection of deposits of
mineralsin connection with conducting exploration and extraction activities’.

12 Regulatory ingtitutions

The Energy Law introduced the division of ownership, policy-making and regulatory functions
among three ingtitutions: the Ministry of State Treasury, the Ministry of Economy, Energy Regulatory
Office and the Ministry of Environmental Protection.

According to the provisions of the Energy Law the Minister of Economy is the supreme
government administration body appropriate in energy policy issues. Tasks of the Minister of Economy in
the energy policy issues cover:

» elaboration of energy policy guidelines and co-ordination of their implementation;

 determination of detailed conditions of planning and operation of fuels (including gaseous
fuels) and energy supply systems;

* supervision over operation of the national energy systems (including the gas network system);

* co-operation with local government and community authorities in questions of planning and
implementation of fuel and energy supply systems;

e co-ordination of co-operation in the energy sector with international governmental
organisations.

Within the Ministry of Economy, issues connected with the gas sector belong to the Department
of Energy responsibilities.

Tasks pertaining to the regulation of fuels and energy economy (including gaseous fuels) and to
the development of competition were entrusted to the Energy Regulatory Office (ERO), established by The
Energy Law.

According to the Act, the President of the ERO is a central government administration body
appointed by the President of the Council of Ministers. The President of the ERO regulates activities of
energy enterprises (including gas sector entities) according to the state energy policy guiddines and the
Act, aiming at balancing of interests of energy enterprises and customers. According to Art. 23 of the Act
the tasks of the President of the ERO shall bein particular:

* issuing licences for production, transmission, trade and distribution of fuels and energy;

« approval and control of tariffs of gaseous fuels, electric energy and heat in terms of their
consistence with the principle of the law;

* agreement of draft development plans to meet present and future demand for gaseous fuels and
electric energy;

» control over quality parameters of supply and customer services in the area of trade in gaseous
fuels and electric energy;
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» resolving disputes concerning the conditions of rendering services,
* imposing fines upon enterprises not fulfilling principles provided in the Act;

* co-operation with organs relevant in counteracting monopolistic practices of energy enterprises
(including those in gas sector);

* publishing information with aview to improve the efficiency of energy and fuels utilisation;
» collecting and processing information relating to energy economy;

« control over qualifications of persons handling operation of grid and technical equipment of
specified kind.

With the President of the ERO there is the Consultative Council affiliated. It is composed of
seven members appointed from candidates proposed by the national professional energy organisations and
national consumer’ s organisations. Members of the Council are appointed and removed by the President of
the Council of Ministers.

The ERO includes the following departments:

* the Licensing Department;

» the Quality Control and Supervision Department;
* the Tariff Department;

* the Planning and Analysis Department.

Moreover, the organisational structure of the ERO includes offices responsible for legal affairs,
information systems and public relations, international co-operation and administration and budget.

According to the amendments introduced in July 1999 to the Act on Sections of the
Governmental Administration of 4 September 1997, the Minister of Economy supervises the activity of the
Energy Regulatory Office. According to Art. 24 of the Energy Law the Minister of Economy has the power
to claim from the President of the ERO information concerning the field of its operation. Art. 24 also
require the President of the ERO to submit to the President of the Council of Ministers annual activity
reports.

The ERO isfully independent from the companies operating in the sector.
13 Key features of the demand for gas

The share of gasin the structure of primary energy consumption in Poland in 1998 amounted to
ten percent and is expected to rise constantly in the next years.

Almost one half of the population in Poland uses gas. In 1998 the POGC supplied gas to

6.7 million households, which jointly used 3.9 billion m® of gas. About 16 percent of households customers
(1.1 million) using gas for heating purposes holds 72 percent share in gas consumption by al households.
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Traditionally, the most important gas customer is the industrial sector. Its share however
decreased significantly at the beginning of the 1990 as the result of the changes in the Polish economy. The
limited gas purchases by industrial customers was the main reason for the decrease in gas consumption in
Poland during this period. As at the end of 1998 the POGC had 3 486 industrial clients, which jointly used
5.5 billion m® of gas (five billion m* including electric energy sector). The differentiation in gas
consumption by particular industrial customers must be underlined. From the total number of about
3500 of industrial customers, five biggest use 40 percent of gas, ten biggest use 51 percent, and thirty
biggest — 66 percent. The most important customer is the nitrogenous industry.

To the main customers a so belong metallurgy, glass-works and chemical industry.

To the non-industrial customers belong first of al hospitals, schools, kindergartens and nurseries,
entities operating in services and small loca heating stations. The consumption of gas in this group of
customers amounted in 1998 to 0.9 billion m®. The foreseen double rise in consumption by this group in
2010 will result from establishing local heat and power stations.

According to the Guidelines for energy policy in Poland, the share of gas in the primary energy
consumption shall increase to 19-20 percent until the year 2020. The growth in demand for gas shall result
mainly from the increasing demand for this fuel in the power sector (small and middle-sized combined hest
and power gtations). At present gas does not play a very significant role in electric energy generation in
Poland. Most of the installed capacity in power sector is based on hard coal and brown coal (in 1998 the
electric energy production amounted to 131 000 GWh, of these - 51 000 GWh - based on brown coa and
80 000 GWh - based on hard coal).

Till the end of 1999 gas prices were set by the Minister of Finance. For the firgt time, in
accordance with the Energy Law, tariffs (i.e. prices and payment rates) will be calculated by the gas sector
enterprises and submitted for the ERO President’ s approval in March 2000.

14 Key features of the supply of gas: market structure

The Polish Qil and Gas Company (POGC) is the main entity operating in the Polish gas sector.
Since 30 October 1996 it has a status of ajoint stock company with the State Treasury as the sole owner.
The enterprise has a multi-branch organisational structure, comprising of local branches, subsidiaries, and
associated companies, operating in the following fields:

» geological-exploration works;

* extraction of crude oil and gas,

* production, transmission and distribution of gas;

» designing, building and production of oil, gas and other professional equipment;

* purchasing of gas from import and from domestic suppliers, balancing of gas fuels and power
management of the transmission network.

Besides the POGC, to the key enterprises of the gas sector in Poland belongs the Petroleum and

Gas Deposits Exploration and Exploitation Enterprise “PETROBALTIC", which operates mainly in the
Polish Baltic Sea zone.
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Moreover, till 31 January 2000 the President of the ERO issued licenses to 43 entities for
different kinds of activities (including six licenses for generation, 36 for transmission, 35 for trade and one
for storage).*

It should be emphasised that competition in the upstream sub-sector has already been introduced.
Exploration and production became market-oriented based on the EU regulations and amendments to the
relevant legislation on geology and mining. During tenders companies (mainly western) were allowed
freedom of activity. Currently, 13 companies have licence rights to about 160 000 km? of geological area.

15 Transforming the regulatory regime: opening, restructuring and privatisation of the gas sector

151 Harmonisation of the polish gas sector with the EU regulations

The obligation to harmonise the Polish legidation with the EU regulations derives from the
Europe Agreement, signed by Poland in 1991. Art. 78 of this Agreement defines the framework of co-
operation in the energy sector, referring among others to: modernisation of infrastructure, diversification of
supplies, managing of energy resources, promoting effectiveness of energy utilisation, environmental
protection, connecting gas and dectricity systems, opening of markets and improving conditions for
trangit.

The EU most important lega act in the field of gas industry is the European Gas Directive of
22 June 1998 on common rules of the internal natural gas market.

The graph below illustrates the provisions of the Polish legidation referring to the process of the
gas market opening in Poland.

The lega act regulating the method of the Polish gas market opening is the Ordinance of the
Minister of Economy of 6 August 1998 on the agenda for obtaining by particular groups the right to use
transmission services. The Ordinance provides for the timetable of acquiring by particular groups of
customers the rights to use transmission services, i.e. transmission (among others) of fuels extracted in the
country, depending from the total volume of gas fuels purchase per year.

According to the above, customers purchasing gas fuels, annua volume of which is less than:
« 25 mln m*- acquire the right to use transmission services on 1 July 2000;
« 15 mln m*- acquire the right to use transmission services on 1 January 2004;

« customers with gas fuels purchase, annual volume of which is less than 15 min m®, acquire the
right to use transmission services on 5 December 2005.

The volume of annua purchase of gas fuels (and other energy sources), referred to in the
mentioned Ordinance, is calculated on the basis of data described in the motion to conclude contract on
rendering transmission services.

The gas market shows certain similarity to the eectricity market, where network enterprises act
as monopoalies in the area of transmission and distribution and are subject to regulation, while trading

L One enterprise may receive several licenses, depending on the fields it is operating in as the
licenseis of the subject and objective character.
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enterprises and producers as they act in the competitive market conditions are to be deregulated. So the
Polish gas market monopolist (POGC) will have to make its network available to the entitled entities
(according to the access timetable), and other entities, e.g. newly established gas enterprises, including
trading companies. Moreover, the possibility to build new gas grids will be provided. One can then foresee
that the POGC monopoly in the field of trade in gas can with time be broken.

“The Program of Restructuring of the POGC” was adopted by the Council of Ministers on
2 April 1996, and provided for the gradual accomplishment of the restructuring process in accordance with
the decision of the President of the Antimonopoly Office (present Office for Competition and Consumer
Protection) of 12 March 1993 on the POGC division.

The decision issued after the natural gas market analysis by the antimonopoly authority was done
and the antimonopoly proceeding conducted, concerned the POGC division by creating separate economic
entities on the basis of the existing, within the structure of the Enterprise, organisational units. The decision
ordered the restructuring of the Enterprise in a way allowing the technical services units and geologica
research and oil and gas exploration units to function as separate economic entities.

While issuing the above-mentioned decision, the Office decided that the restructuring would
influence the emergence of economic entities capable of participating in the market economy mechanisms
and in competition. This also meant that not all the elements of the organisational structure of the divided
Enterprise could be included into newly established companies, for the purpose of the Office's decision
was to exclude the ineffective components from these companies assets.

While issuing the decision the Office was also aware of the fact that the ordered division would
not eliminate all the prerequisites of Art. 12 of the antimonopoly law (“ State enterprises and co-operatives,
as well as commercia law companies holding a dominant market position, may be subject to division or
dissolution if they permanently restrict competition or the conditions of its emergence’) for further
division. This division should first of al encompass the creation, on the basis of the local gas plants assets
components, of the independent enterprise dealing with gas purchase from nationa producers and
importers and with gas transmission. This enterprise holding monopoalistic position (natural monopoaly)
would have to be under particular supervision with the view of protection of consumers' interests from
monopolistic practices.

Concluding, the process of the accomplishment of “ The Program of Restructuring of the POGC”
develops asfollows:

» the first stage (commerciaisation of the Company) was completed on 30 October 1996 when
the POGC was registered as a joint stock State Treasury company in the Economic Court in
Warsaw;

» during the second stage of the Programme, implemented in accordance with the decision of the
Antimonopoly Office, mainly in 1998, the POGC separated from its structure the units of
auxiliary production and technical services, on the basis of which 16 subsidiary companies were
established with assets of 500 million USD and staff of 13 500 persons;

« in the third (the last) stage of the restructuring process two companies were to be set: “Polish
Oil Company” based on extraction sections and the Geological Office “GEONAFTA” and
“Polish Gas Industry” based on all the gas industry branches.

However, due to the adoption of the new Energy Law in Poland and of the EU “Gas Directive’,
the third stage of the implementation of the POGC restructuring Program must have been reviewed. The
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respective proposa was therefore prepared by Price Waterhouse Cooper (selected in atender), acting as an
advisor to the Minister of State Treasury. The revised Program will be considered by the Council of
Ministers. At present the PWC proposal is being reviewed.

The Program should consider the objectives of the State Treasury, of the POGC and gas
consumers. One of the priorities is providing for the security of gas supply as it influences the energy
security of the country. At the same time, the Program should enhance the effectiveness of the POGC
within the new structure, improve operative capacity and effectiveness of gas sector services in the country
aswell as prepare the Company for the development of competition.

The proposed structure of the gas industry in Poland, prepared for privatisation, evolves from one
centralised enterprise towards decentralised structure, in which the division of activities among different
entities would be made. Accordingly, the POGC would deal with transmission, storage and trade, while the
other activities would be entrusted to the companies separated from the Company’s structure. Regional
companies separated from the POGC structure would deal with distribution.
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The PWC proposal was passed for the Economic Committee of the Council of Ministers
consideration in January 2000.

From the point of view of the regulation of economic entities operating in this market, the
restructuring aiming at separation of particular stages of a production-services cycle (i.e. exploration and
extraction — transmission and storage — distribution) is sound and will enable the President of the ERO to
selectivaly influence particular market operators. The above is aso in line with fundamental rules of the
Energy Law and the EU Gas Directive of 1998 (access of third parties to the transmission and distribution
infrastructure, separate accounting for different kinds of activities, and other).

The division of the POGC into separate enterprises, depending on the field of operation, will
make it possible for the ERO to identify and limit cross-subsidisation between licensed activities. In case
of distribution companies it will be possible to conduct comparison analysis between them. The new
structure will also enable the President of the ERO to improve the control over the transmission company
with respect to its observance of the rule of access of the third parties.

The regulation of this sector is moreover of particular importance for the achievement of the
Government objectivesin thefield of its privatisation.

To these objectives belong:

e arousing investors' interest;

» enhancing effectiveness of entities operating in the gas sector;
» enhancing competition;

* consumer protection (quality of services);

* security of supply.

» Moreover, the ERO will influence the privatisation process through:
» defining licensing rules for al subjectsin the sector;

* agreement of tariffs;

* supervision of the quality of servicesrendered;

* establishment of the penalties system;

* supervision of passing over "take or pay” contracts.

152 Small restructuring program

In its decision on the division of the POGC, the antimonopoly authority pointed out the necessity
of the POGC undertaking activities aiming at the separation of the oil and gas extraction entity, as well as
the entity which would deal with the re-organisation of the gas distribution sphere by creating distribution
entities in the number ensuring effective customer services.
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In June 1999, the Governing Board of the POGC adopted, the so-caled “Small Restructuring
Program”, aimed at adjustment of the organisational structure to the above requirements, which constituted
the basis for the decisions on:

* separating the oil mining sector;
» implementation of changesin the gas sector including separation of transmission system;

* privatisation of subsidiary companies operating in the sphere outside the core activity of the
POGC.

The separation in question will bring the company in line with the requirements of the Energy
Law and finally will result in unbundling of costs of the mentioned economic activities.

The implementation process of the “Small Restructuring Program” in the area of gas sector
develops asfollows:

— 8ix transmission directorates were appointed. Decisions on organisational structure and
number of staff for Regional Offices were taken. Works on division of assets and staff in
connection with the change of the internal structure of the sector are coming to en end. Since
1 January 2000 the distribution sub-sector comprises 23 distribution companies, which
replaced the regional gas units. The companies will continue the internal restructuring,
particularly in the field of technical services.

In the scope of privatisation of subsidiary companies:

— thefirst stage of atender for sharesin seven subsidiary companies, of which the POGC isthe
sole owner, has been completed. More than ten companies, which participated in the tender,
will be invited to further negotiations.

2. K ey competition issues

2.1 Application and enforcement of competition law

Entering into force of the Energy Law of 10 April 1997 and defining the tasks of the Energy
Regulatory Office within the scope of approval and control of tariffs of gaseous fuels, electric energy and
heat in terms of their consistence with the principle of the law, as well as control over quality parameters of
supply and customer services in the area of trade in gaseous fuels and electric energy, resulted in the ERO
taking over the responsihilities in this field from the Office for Competition and Consumer Protection
(former Antimonopoly Office).

According to the provisions of the Energy Law, apart from the accomplishment of tasks relating
to the regulation of the fuels and energy economy, the Energy Regulatory Office performs functions
pertaining to the development of competition in the energy sector (including gas) and aiming at balancing
of interests of energy enterprises and consumers. At the same time, the ERO is responsible for co-operation
with authorities relevant in counteracting monopolistic practices of energy enterprises (including those in
gas sector).

The statutory competencies of the ERO are not contrary to the OCCP competence in the field of
observance by the energy enterprises (including energy sector enterprises, i.e. POGC) of the Act of
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24 February 1990 provisions on counteracting monopolistic practices and protection of consumers
interests.

In this context, the OCCP conducts numerous administrative proceedings against the POGC
abusing its dominant position, in most cases by imposing of onerous contract terms, relating to connecting
usersto agas grid, yielding unjustified benefits to the one imposing such terms.

The tasks of co-operation of both Offices were subject to several debates of their competent
representatives. It should be pointed out that there is a close co-operation in place between the ERO and
the OCCP, which is reflected among others in regular meetings of the management of both institutions
and ad hoc consultations. The last meeting at the management level took place in January 2000.
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SPAIN

1 Industry overview: regulatory framework and market structure

11 Key regulations and key features of the regulatory regime

Key governing legidlation in this sector:

- Royal Decree 1914/1997-December 19, on access conditions,

- Law 34/1998-October 7, on Hydrocarbons;

- Royal Decree 6/1999-April 16, on urgent measures to enhance competition;
- Royal Decree 1339/1999-July 31, on Energy National Commission;

- Royal Decree 15/1999-October 1, on measures to liberalize and enhance competition on the
Hydrocarbons Sector.

The Hydrocarbons Law enacted in October 1998 approaches gas regulation in a similar way as
Law 54/1997 did with the electric sector. It intends to protect the consumer’s interests as well as the
producer’s interests against any intent of abuse of dominance in the market. The Hydrocarbons Law lays
down a phased liberalisation of prices (starting with large consumers) over a fifteen years period, the
accounting separation of transport, storage and distribution, as well as the setting by government of a
single tariff for third party network access under certain pre-set conditions.

Prior to this law, al activities related to the gas sector were considered public service and were
reserved to the state, which could through concessions contract them out with private or public enterprises.
Once this Law came into force, the activities related to al the stages of the industry are no longer public
service obligations for the state to provide. Nevertheless the activities defined as regulated in the Law are
subject to general economic interest obligations and need authorisations (permissions) to be carried out.

Hydrocarbons Law classifies activities related to the gas sector in regulated activities
(regassification, storage, transmission and distribution) and non-regulated activities (retailing).

Regulated activities need authorisation (permission) to be carried out. Their prices are regulated.
Firms carrying out regulated activities are not alowed to carry out non-regulated activities.

Customers are classified depending on their volume of natural gas consumed in: Eligible
Customers and Non-Eligible Customers.
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The Law defines three kinds of networks:

e the Basic Network: Transmission pipelines with a pressure equal or above 60 bars,

regassification facilities, storage sites, upstream pipeline networks,

e secondary Transmission Network: transmission pipelines with a design pressure between

16 and 60 bars;

» distribution Network: transmission pipelines with design pressure between 60 and 16 bars and

any other pipeline connecting basic network or secondary network with final customers.

The system designed in the 1998 Hydrocarbon Law in Spain works as follows:

the transmission undertakings are the owners of the basic and secondary networks. They have
third-party access obligations. They must keep security storage, and diversify their providers.
They establish contracts with the distributors, at tariffs approved by the Ministry of Industry
and Energy. They are entitled to import.

At present, the only transporter or transmission undertaking is ENAGAS, which owns the
importing pipelines, the basic pipeline network, the regassification facilities and the storage
sites.

the distribution undertakings are the owners of the distribution networks and supply gas to
non eligible customers at regulated prices, approved by the Ministry of Industry and Energy.
They have third party access and supply obligations.

According to Royal Decree 6/1999 during a maximum period of ten years no distribution
network can be built in aregion where a distributor already operates and owns a distribution
pipeline network.

retailers do not own networks, but they have third-party access rights. Retailers, are obliged
to keep security storage, and to diversify their providers. They are entitled to access to all
facilities and networks of transmission and distribution undertakings. They are the only
undertakings entitled to contract with eligible customers, at prices and conditions freely
agreed. They are the wholesal e customers of Directive 98/307CE. They can import.

Recently the Ministry of Industry and Energy has granted authorisations as retailers to eight
firms related to the dectricity and petroleum markets. These firms are: IBERDROLA,
ENDESA, HIDROCANTABRICO, BP AMOCO, NATURGAS, IBERICA DE GAS,
CEPSA and SHELL.

eligible customers can satisfy their needs either by importing or buying from retailers.
According to 34/1996 Law gas-fired power stations are eligible customers irrespective of
their annual consumption. To be qualified as an eligible customer, 34/1998 Law approved the
following agenda: to consume when the Law was enacted more than 20 Mm3/year on a
consumption-site basis, 15 Mm3/year by January 2000, 5Mm3/year by January 2003, ...by
2013 al customers irrespective of their annua consumption would be eligible customers.

Royal Decree 6/1999 modified this agenda establishing the threshold of 5 Mm3/year by

January 2000, which represents the liberalization of 63-66 percent of the total market, and
approved total liberalization by the year 2008.
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Structural separation was imposed by 34/1998 Law, in addition undertakings carrying out
regulated activities (re-gassification, storage, transmission and distribution) cannot carry out
non-regulated activities (retailing). Natural gas undertakings carrying out more than one
regulated activity must have separated accounts for each of them.

12 Access regulation
Spain has opted for a procedure of regulated access.

At present, the tariffs for third-party access in force were approved in 1997, prior to the
enactment of the Hydrocarbons Law, and have not been modified since them. The tariffs in force are
calculated adding four tolls, connexion, regassification, transmission and storage. They have a two-part
structure. The connexion toll represents 28 percent of the whole tariff, the regassification toll, 20 percent,
the transmission toll, 29 percent, the distribution toll, 19 percent, and the storage toll four percent. Eligible
customers argue these tariffs are too high. They also argue they cannot obtain a competitive import price.

The Ministry of Industry and Energy is working on new regulation to calculate tariffs for third
party access and to establish the principles that will govern the requirementsto become retailers.

Undertakings with third-party obligations could deny access requests on the basis of lack of
capacity, general economic interest’s obligations and serious financial constraints.

13 Priceregulation

Price isregulated for non-eligible customers. Non eligible customers are supplied by distributors.
The Ministry of Industry and Energy approves the structure and the level of prices for non-eligible
customers (industrial and households-commercial) and for distributors. Distributors are supplied by
transmission undertakings.

The structure of the reference cost approved by the Ministry of Industry for households and
commercial customers has three components related to the acquisition, transmission and distribution costs.
The acquisition cost is established in relation to the FOB prices of a basket of petroleum products. There
are three tariffs for households and for commercial customers depending on their level of consumption.
The tariffs have a two-part structure. The structure of regulated prices does not distinguish between peak
and off-peak times.

The structure of the regulated tariffs for industria customers approved by the Ministry of
Industry and Energy has been simplified during 1999. The regulated tariffs are identical for the whole
country. The tariffs for firm and interruptible supplies are calculated in relation to the cost of fuel, as
alternative energy. An industrial customer can apply for interruptible supply if he has in operation an
aternative energy supply, in any case, this tariff can only be applied to consumption’s above 10 000 000
termiag/year. Distribution undertakings are entitled to supply or not interruptible supplies. And industria
customer with an interruptible supply contract has to be notified with no less than 24 hours if the
digtribution undertaking is going to stop supplying him. Interruptible supply represents 16 percent of the
total natural gas consumed by industrial customers.

Tariffsfor eligible consumers are freely settled.
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Broadly speaking domestic prices are higher in Spain than in other European countries and
industrial prices are lower. Eligible customers although are entitled to import directly they are not doing it
at present, and they are buying at regulated prices

14 Regulatory ingtitutions

The Energy National Commission was set up by the 1998 Hydrocarbons Law, substituting for the
existing Electricity National Commission. It has been regulated by Royal Decree 1339/1999, 31 July.

The Commission as a consultative body has to issued binding reports on some aspects of the
development of the energy sector. The Commission is the dispute settlement authority in disputes affecting
natural gas undertakings, acting as the arbitration body. Disputes concerning negotiations and refusal of
access to the system shall be settled by the Energy National Commission. Within the Commission there are
two Consultative Councils, one for Electricity and other for Hydrocarbons.

The Commission authorises the stakes taken by companies with activities that are regarded as
regulated activities (regassification, transmission, distribution, storage) in any entity carrying out non
regulated activities.

The main aim of the Energy National Commission is to ensure effective competition in the
energy sector, but restrictive practices in the gas sector will be reported by the Energy Nationa
Commission to the Service for the Defence of Competition of Ministry of Economy in order to enforce the
Competition Law.

The Energy General Directorate within the Ministry of Industry approves tariffs for non-eligible
customers, grants authorisation for transmission, distribution, supply and storage of natural gas
undertakings, and fixes third-party access tariffs.

15 Key features of the demand of gas

In 1998 natural gas represented with 11 816 (ktep) only 10.7 percent of the total primary energy consumed
in Spain, the same percentage as in 1997, coal represented 15.5 percent and petroleum 54.1 percent. Spain
enjoys mild weather conditions and has a low density of population except in coastal areas and Madrid
region.

This demand could have been higher, but the demand for gas-fired power generators decreased
65 percent compared with 1997. Nevertheless total consumption of natural gas as primary energy increased
6.9 percent compared with 1997.

The volatile situation of natural gas demanded by traditional thermal power stations will last until
the new combined-cycle power stations, which are at, present under construction will start operation.
Nevertheless, the total figure of generated electric power using natural gas as primary energy hasfallen, in
1998, only by 3.4 percent, due to the progressive use of natural gasin co-generation. As awhale, in 1998,
natural gas was used to produce eight percent of the total electric power, coa share was 32,3 percent, and
nuclear energy share was 30.1 percent.

The market share of natural gasin the fina energy demand, in 1998, was 12 percent, petroleum’s
being 67.2 percent and electricity 17.8 percent.
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The total demand of natura gas by sectors was split in the following percentages. households-
commercial 17.5 percent; industrial 73.3 percent; electricity generation (therma power stations)
4.7 percent. The number of household customers was in 1998 of 3.425.582; the number of industria
customerswas 3 772

Geographically, natural gas demand is highly concentrated in the Mediterranean coast.

16 Key features of the supply of gas: market structure

Gas Industry in Spain depends heavily on imports, 95.9 percent of the supply of gasin Spain is
imported; 62.3 percent of the supply comes from Argeliaand 16.5 percent from Norway.

Spain has a total of 30 131 km of gas natural pipelines.9 910 km are high-pressure pipelines.
13 289 km are medium pressure pipelines and 6 932 km are |ow-pressure pipelines.

Spain has three regassification facilities (LNG Terminals) in Barcelona, Murcia, and Huelva.
Two in the Mediterranean coast and one in the south Atlantic coast. Spain has twelve underground storage
sites, two of them are strategic storage sites.

Imports and high-pressure transmission network were developed in the past by the stated owned
company ENAGAS, which was privatised in 1994 and integrated in GAS NATURAL GROUP. Locd
distribution companies were concentrated around GAS NATURAL GROUP.

At present, GAS NATURAL GROUP has a dominant position in the Spanish natural gas industry
and market.

GAS NATURAL GROUP is engaged in the supply, transport and distribution of natura gas in
Spain:

- Spain has two importing pipelines, one coming from the Maghreb, with a capacity of
10bcm/year, and the other coming from France, with a capacity of 6bcm/year. Through these
pipelines imports from Algeria, Libya and Norway arrive in Spain. Both upstream pipelines
belong to ENAGAS. The two underground strategic storage also belong to ENAGAS.

- Themain firm in the market for gas transmission is ENAGAS. ENAGAS owns 84 percent of
the transmission pipelines network in Spain. The three regassification facilities belong to
ENAGAS. At present, ENAGAS is the only importing firm in Spain, but 1998 Hydrocarbons
law alows other undertakings to import gas and to transport it through the basic network
paying atariff for the access.

ENAGAS shareholder is GAS NATURAL SDG 100 percent. Major investments are being
carrying out by ENAGAS to enlarge the basic network.

There is another firm, which owns a regional transmission network, GAS EUSKADI in the
Basque Country. GAS EUSKADI is developing a vertically integrated group for
transmission, distribution, and retailing natural gas in the Basque Country, owned by Basque
Country government.

- The main firm active in the markets for gas distribution is GAS NATURAL SDG, with a

market share of 90 percent. GAS NATURAL SDG is responsible for distributing natural gas
to the autonomous communities of Madrid and Barcelona. In addition, NATURAL GAS
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GROUP has mgjority holdings in 11 companies which distribute gas in several regions of
Spain, and has interests of under 50 percent in another three gas distribution companies in
Aragon and the Basque Country. From an end-users point of view GAS NATURAL GROUP
has 85 percent of the household-commercial market, 91 percent of the industrial market, and
ENAGAS has 100 percent of the power generator market.

GAS NATURAL SDG is a joint stock company whose main shareholders are REPSOL
(45.3) and the Catalan saving bank LA CAIXA (25.5).

This monopolistic position was built in a very short period of time, from 1989 to 1994, the story
reads as follows:

ein 1981 the government set up, the state owned, INSTITUTO NACIONAL DE
HIDROCARBUROQOS, INH, which owned all state owned companies related to petroleum and
gas exploration, production, transmission, distribution and retailing;

*in 1987, al companies related with the Petroleum and LPG were verticaly integrated in
REPSOL, 100 percent owned by INH. REPSOL became a fully vertically integrated petroleum
undertaking. The privatisation of REPSOL, started in 1989, with a tranche of 30 percent of its
stake being floated;

* ENAGAS, till 100 percent state owned, through INH, was developing the transmission natural
gas network and negotiating the conditions to build a transmission pipeline from Algeria to
Spain through Morocco. ENAGAS owned the three regassification facilities and it was an
importing and transmission natural gas undertaking, REPSOL being the natural gas exploration,
and extraction undertaking;

* GAS MADRID, a private company produced and distributed manufactured gas in Madrid
region, and CATALANA DE GAS, distributed gas in Catalufia and VValenciaregions;

* in 1990 the state owned INH bought the private owned GAS MADRID. Gas Madrid started its
conversion to distribute natural gas. In this same year INH, only shareholder of GAS MADRID,
LA CAIXA, main share holder of CATALANA DE GAS, and REPSOL, reached an agreement
and GAS NATURAL SDG was created merging GAS MADRID, CATALANA DE GAS, and
al the subsidiaries of REPSOL BUTANO, which distributed natura gas. The shareholders
were REPSOL 40 percent, INH 14 percent, LA CAIXA 25 percent and 28 000 small share
holders;

*in 1993, REPSOL, LA CAIXA and INH reached a new agreement backed by the Ministry of
Industry and Energy, GAS NATURAL SDG will take control of ENAGAS. Both companies
will have the same chairman (GAS NATURAL chairman) and the same chief executive officer
(ENAGAS CEO). In September 1994, GAS NATURAL SDG bought 91 percent of ENAGAS,
INH retaining nine percent. Prior to this operation all ENAGAS assets related with the
construction of the Maghreb transmission pipeline were segregated from ENAGAS and
incorporated to a state owned company, SAGANE. The conditions to incorporate the Maghreb
pipeling, once it was finished, to GAS NATURAL were settled in the 1993 agreement;

*in 1998, when Hydrocarbons Law was approved, the state sold to GAS NATURAL the
remaining nine percent of ENAGAS;
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* in 1989 the Competition Law was enacted, this law fully applies to the natural gas industry
sector, nevertheless no communication about this merger was passed to the Service for the
Defence of Competition, as notification was voluntary at that time.

2. Key competition issues

Due to its recent liberalisation, the natural gas sector has not been involved in many competition
cases with the National Competition Authorities.

There have been some cases related to vertical issues between Gas Natural and its authorised
repairers. The Service for the Defence of Competition has forwarded a case to the Tribuna where Gas
Natural was found to be responsible for using its dominant position, held in the gas distribution market, to
abuse in the neighbour and liberalised market of inspection and installation services to end users.
According to the case, Gas Natural had imposed prices to the final services provided by the repairers and
hel ped to share the market among them. In the market of gas installations and inspection services there are
several complaints that are presently under investigation.

The supply of natural gas to the future combined-cycle power stations is giving rise to several
competition issues. In this context the Service for the Defence of Competition undertook an investigation
on a long-term gas supply agreement between the gas monopolist and an electric company introducing
some modifications for avoiding a possible discriminatory treatment. In this respect, Gas Natural, which
holds a de facto monopolist and privileged situation, cannot discriminate between the different electricity
operators, otherwise the outcome of the recently liberalised electricity market, due to the relevance of gas
asaprimary eectricity generation input, could be distorted.

In 1999, ENDESA and GAS NATURAL GROUP notified the Service for the Defense of
Competition the acquisition of joint control in two natural gas regional distribution undertakings, Gas
Aragon and Gas Andalucia. The operation reinforced the position of both companies in their respective
markets. The Minister of Finance sent the case to the Tribunal de Defensa de la Competencia, and the
Tribunal reported the case to the Council of Ministers, which did not authorize the operation.

The Service for the Defence of Competition has launched an investigation in the L PG distribution
market. In this market, REPSOL owns a 98 percent market share. This investigation will focus on the
cumulative effect of the exclusivity between REPSOL and its distributors, to determine whether this
exclusivity and its conditions may arise barriersto entry for new operatorsin arecently liberalised market.

In any event, competition cases and issues in these markets are expected to increase as the
liberalisation speeds up.
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UNITED STATES

This paper will cover four topics:*

- What is the Federal Energy Regulatory Commission and how does it embody the basic
choices the United States has made about how to regulate an industry?

- How has the regulatory system for natural gas changed over the last few years to meet a
radically changing industry?

- How have these changes worked to date and what changes are expected over the next few
years?

- What are the key competition issues?

1 What isthe federal energy regulatory commission?

The Federal Energy Regulatory Commission (FERC), as the name implies, is part of a federal
system. The reason lies both in history and in the nature of an integrated utility industry. Until the 1930s,
regulation of the natural gas industry took place at the State and local level; in the early days, most gas was
either manufactured from coal or produced near where it was consumed. But with the growth of large gas
production fields in the Southwest United States, large-scale monopoly pipelines began to transport that
gas over longer distances. The industry became inherently interstate in nature?> Because the power to
regulate interstate commerce is reserved to the federal government under the United States Constitution,
this presented a jurisdictional problem for State and local authorities that had previoudy regulated loca
digtribution companies. As aresult, State and local regulatory bodies were not able to regulate the prices
charged for natural gas in the wholesae transactions between interstate pipeline companies and local
distribution companies.

The Congress responded to this regulatory gap — between State regulatory goals and State
jurisdiction —with the Natural Gas Act of 1938 (NGA). The NGA granted the federal government control
over those parts of the industry that involved interstate commerce, but left matters of local concern to the
states. For example, natural gas distribution, which involves generaly the receipt and delivery of gas to
the ultimate consumer within a state, remains under state jurisdiction, while the FERC regulates rates,
terms and conditions of service for interstate transportation and sales for resale. The NGA gives the FERC
the authority to regulate the rates for transportation (including storage) and sales for resale of natural gas;
to authorize the acquisition, construction, and abandonment of facilities; and to authorize the siting of
facilities involved with the importation or exportation of natural gas.®> These activities are automatically
authorized under blanket certificates held by the pipelines. The NGA specifically exempts production,
gathering, and local distribution from FERC jurisdiction. (But, as will be described below, the United
States Supreme Court's 1954 Phillips Petroleum Co. v. Wisconsin decision, led to the regulation of
wellhead production and pricing from the late-1950's until the early 1980's.)
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In the United States the same agency, FERC, regulates several energy industries: natura gas, oil
pipelines, eectric power and hydroelectric projects. The FERC often implements common policies across
the regulated industries. To some extent, the choice and scope of the federal regulatory authority is a
historical accident. Hydroelectric jurisdiction came first with the passage of the Federa Power Act in
1920, which created the Federal Power Commission (the forerunner of the FERC). FERC's hydroelectric
regulation principally involves licensing hydroelectric facilities with conditions and balancing
environmental and other concerns such as the need for power and dam safety issues.

Initially, the FPC did not have authority to engage in economic regulation — for example, to set
just and reasonable rates and to police potential abuses of market power. But these and other regulatory
responsibilities at the federa level were added over time largely involving issues of regulating companies
that may have market power. The FERC aso has regulatory responsibility over the construction and siting
of interstate natural gas pipelinefacilities. As part of this responsibility, the FERC performs environmental
analysis associated with pipeline construction proposals. As mandated by the National Environmental
Policy Act (NEPA), the Commission considers the environmental impact associated with a project in its
decision-making process. When the FERC authorizes pipeline facilities, the pipeline has the authority
under the NGA to seek the right to exercise eminent domain (e.g., the right to obtain an easement from
private landowners through condemnation procedures, in exchange for compensating them for the fair
market value of their property). To obtain eminent domain, the pipeline which has received FERC
authorisation to build new facilities must take action in the local district court where the facilities are to be
sited. Thisis unlike oil pipdine and eectric utility facility siting responsibilities where the states, not the
FERC, authorize the construction of new facilities.

Combining natura gas, oil pipelines and electricity regulation in a single agency makes sense
because these industries have strong structural similarities - they are al large-scale transmission grids. The
FERC has been able to learn from its experience with one industry lessons that it can apply to the others.
Most recently, the FERC has used its experience with applying competitive market forces to the regulation
of natural gasin its changing approach to electric regulation. For example, the FERC required open access
to wholesale electric transmission services in 1996, similar in many respects to the voluntary open access
transportation program for natural gas pipelinesinitiated in 1985.

Over time, a strong federal regulatory system has evolved. Significant federa economic
regulation is one reason the US did not nationalise the utility industries affecting the public interest as
many other countries did. Instead, the US chose to regulate a privately held industry to control the exercise
of market power.

Through this approach, the US anticipated the basic problem that many other countries now face.
Private entities providing necessary public services retain market power, which could allow them to charge
captive customers excessive rates and provide service below the level they would have to offer in a
competitive market. This would be economically inefficient and unacceptable from a public policy
perspective.

2. Wh