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In the midst of the inquiries raised by
the European Commission with
respect to obstacles preventing the

development of competition in the
European gas market, and the constraints
pointed out by the Commission in its
annual report published earlier this year,
the status of the liberalization of the gas
sector in France is no exception to the
gloomy landscape.

As in many other European countries,
the principal market player in French gas
sector enjoys a strong position and its
new competitors have been unable to
more than dent its near-monopolistic
market share.

But, although still in its infancy, com-
petition is showing some progress,
especially in the northern regions of
France, where the high density of gas-
related infrastructure and equipment
helps.

France was not, this time, the last
country to implement a Directive aimed
at energy liberalization. Contrary to the
1996 and 1998 gas and electricity direc-
tives (finally implemented in January
2003), the June 26 2003 directive
became national law on August 9 2004,
meaning France was not placed on the
list of member states summoned by the
Commission for failure to implement this
newest piece of EU gas legislation.

But a timely implementation does not
mean France embraces competition with
enthusiasm. While other member states
immediately opened the entire gas sector
to competition, France has decided to use
a two-step process, starting on July 2004
with the opening to competition in the
professional and industrial markets and
ending in July 2007 with the opening of
the household market.

In recent months, observers of the
French gas market have seen numerous
initiatives, many of which should have a
positive impact of the development of
competition. These include the transfor-

mation of Gaz de France (GdF) into a
limited liability company, followed by its
part-privatization, gas releases giving
opportunities to new entrants to purchase
bulk gas, the unbundling of the transmis-
sion sector with the creation of two
separate entities from Total and GdF, new
regulations on the definition of the bal-
ancing zones, and access to transmission
infrastructure.

These initiatives shed new light on the
awakening to competition of what is con-
sidered to be the EU’s fourth biggest gas
market in terms of volume.

Principal obstacles to 
competition

The emergence of competition in the
French gas industry suffers from external
and national constraints that cannot be
efficiently reme-
died in the short
term. 
1. The price of gas
France has almost
no indigenous gas
production (it is
just 3% of con-
sumption), so
France imports
97% of consump-
tion from three
principal external
sources: Russia,
Norway and
Algeria. In terms of volume, GdF has
entered into long-term agreements cover-
ing more than 90% of French market
consumption. This makes the French gas
market highly vulnerable to price fluctua-
tions, and this structural weakness
adversely impacts the development of
competition. 

Price fluctuations at the European level
In recent months, as a consequence of the
indexation mechanisms in the long-term
supply agreements entered into with non-

EU suppliers, increases in gas prices in
Europe have closely followed the increase in
oil prices. At the same time, the prices of gas
on the spot markets followed a similar trend
and reached levels close to, and sometimes
higher, than the prices paid by historical gas
operators under long term supply agree-
ments. The future does not look
encouraging, as forward prices are higher
than prices under long-term agreements.

In France and other EU member states,
higher prices first hit new entrants to the
gas market, who have no historical access
to traditional foreign suppliers and who
have no other solution than to purchase
bulk gas at uncompetitive wholesale
prices on the market. 

Regulated prices
In France, the coexistence of regulated
prices (not always reflecting actual costs)
together with market prices has a negative
effect on the selection of suppliers by
industrial and business consumers.

Up to 640,000 industrial and business
consumer sites are considered eligible in
France to select their gas provider. As of
May 1 2005, about 35,000 had selected a
supplier and most elected to adopt the
market prices offered by the incumbent
operator. Only 308 sites selected an alter-
native gas provider providing gas at
market price. In other words, more than

90% of the eligible
French sites have
elected not to
change suppliers
and therefore con-
tinue to purchase
gas at regulated
prices which, in
many cases, the
historical gas oper-
ators provide to
them at a price
below what new
entrants, hit by the
increase in whole-

sale prices, can offer.
One of the objectives of the French gas

regulator, the Comission de Régulation
de l’Energie (CRE), is the suppression of
regulated prices for eligible consumers. 

2. The uneven density of gas infrastruc-
ture in France
In terms of gas infrastructure, France is
divided into two geographical zones, one
northern, one southern, where the respec-
tive levels of competition cannot yet be
compared.

Slow progress in 
liberalization of 
France’s gas market
An open market for gas in France remains some distance away because of
obstacles for new entrants and the power wielded by the incumbent 
suppliers. But progress remains possible. By Thierry Chaumeil

The emergence of competition
in the French gas industry suffers
from external and national
constraints that cannot be
efficiently remedied in the short
term
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The northern regions
The northern regions, including the
northeastern regions, have a higher densi-
ty of population than the rest of the
country. This explains, at least partly, why
competition has found fertile grounds
there, as acknowledged by the European
Commission. 

The northern regions of the country
have also, from a gas infrastructure point
of view, most of the infrastructure
required for competition to develop: a
solid transmission network, one methane
terminal in the west on the Atlantic coast
(Montoir-de-Bretagne), three pipeline
entry points near the border with
Belgium (Dunkerque, Obergailbach and
Taisnières), one pipeline entry point on
the border with Germany (Oltingue), as
well as many storage facilities.

The situation in the southern regions
of France is less encouraging.

The southern regions
The reach of the transmission network is
less developed in the south than in the
north and the existing structure of the
national transmission network does not
allow enough southbound gas flow.

Until very recently, the only gas entry
point on the French territory in the south
was the methane terminal of Fos (Fos
Tonkin), on the Mediterranean sea. But
the Fos terminal is not equipped for the
unloading of liquefied natural gas (LNG)
from the largest methane ships.

But the infrastructure situation is
evolving, although its effect on competi-
tion will not be seen for a few years.
Earlier this year, a land interconnection
with Spain was completed (Port-de-
Larrau). Another pipeline with Spain will
soon be in service (the Euskadour project
led by Total), the purpose of this will be
to connect the storage facilities located in
the Bayonne region in France with the
methane terminal near Bilbao in Spain.
In addition, a new methane terminal will
be opened in 2007 in Fos (Fos II
Cavaou) with a capacity of 8.3 Gm3. The
shareholders of this new methane termi-
nal are GdF (70%) and Total (30%).

To foster competition in the short
term, a gas release program took place in
the south of France at the end of 2004,
with GdF and Total releasing together a
total of 16.1 TWh (terawatt hours) a year
for three years. All batches were sold,
either by auctions or, subsequently, by
over-the-counter transactions with respect
to the batches that could not be sold dur-
ing the auctions. BP, Distrigaz, Gas

Natural, Iberdrola and EDF were among
the purchasers.

Market players
In France, the top three gas suppliers have
a market share of 91% and the market
share of foreign-owned suppliers has been
so far limited to 3%. 

In addition to the two main French
players (GdF and Total), one of the
unique aspects of the French market is
that it has 22 independent local distribu-
tion companies or entities, placed under
the control of their respective municipali-
ties, most of them in small or
medium-sized cities, but also in bigger
local markets such as Bordeaux,
Strasbourg and Grenoble.

The incumbents
In recent months, historical operators
have been told to adjust their corporate
structure and market position to comply
with the new gas regulatory framework.
GdF was transformed into a limited liabil-
ity company with the French state as sole
shareholder. In early July 2005, more than
20% of its shares were placed on the mar-
ket with a gain for the company estimated
at about €2 billion. After the offering, the
state remains the majority shareholder of
the company, with 78% of the shares and
a windfall of €2.5 billion.
On January 1 2005, in accordance with
unbundling requirements in the 2003 gas
directive, Total and GdF each set up legal-
ly independent transmission entities
named: Total Infrastructures Gaz France
(TIGF) and Gaz de France Réseau
Transport (GdF RT), respectively. In order
to foster the development of competition
in the south, Total and GdF put an end to
the cross participations they each held in
two joint ventures covering each almost
half of the southern territory of France.
Within the scope of this operation, Total
is committed to, among other things,
improving access by third parties to cer-
tain transmission and storage facilities.

In spite of these efforts, criticisms con-
tinue to be directed at the two dominant
French players. First, deficiencies remain
with respect to the separate accounting
obligations that must be complied with
by historical operators, as well as by local
distribution companies. With respect to
the two new nominally independent
transmission companies, the fact that
they use the name of their parent entity is
not an encouraging sign in terms of their
independence. The CRE, the French reg-
ulator of the energy sector, has also

indicated that in terms of investment and
management, the independence of the
transmission entities is not yet enough.

The new entrants
According to the latest figures released by
the Ministry of Finance, 28 providers
(including GdF, Total and their affiliated
companies) are authorized to supply gas,
in addition to the 22 local distribution
companies authorized to supply gas within
the limits of their local market.

New entrants belong to several cate-
gories and do not share the same
ambitions in terms of investment, market
segment and expected gain of market
shares.

In the first category are the French sub-
sidiaries or branches of other European
players in the gas sector, based in
Germany (E.ON Ruhrgas, Wingas),
Spain (Iberdrola, Gas Natural), Italy
(ENI SpA) and Norway (Statoil).
Another group is made up of dedicated
entities set up by French companies or
companies with a traditional presence in
France (BP France, EDF, Air Liquide,
Rhodia Energy). A final category is made
up of the start-up players, such as
Altergaz and Poweo.

Before any new entrant can do business
in France, the Ministry of Finance must
grant an authorization pursuant to a
decree dated March 2004. The authoriza-
tion process might be seen as
unnecessarily long and cumbersome, and
applies to all gas suppliers, distributors,
resellers or traders. It is designed to pre-
vent the arrival of fly-by-night gas
operators by giving the Ministry a chance
to assess the technical, economic and
financial capacity of the operator and the
compatibility of its project with the serv-
ice public obligations. A proposed
supplier must provide, among other
things, the following information: cate-
gories of targeted clients; provisions of
the supply agreements with its future
clients; transmission capacities, a five-year
business plan; a five-year and 10-year gas
supply forecast; and measures to ensure
continuity of the gas supply. Once the
requested information has been provided
in full, the Ministry can take up to five
months to deliver (or deny) the authori-
zation. 

Regulation of the gas sector
The regulation of the gas sector is divided
between the Ministry of Finance and the
CRE. Decisions such as authorization of
suppliers and regulated prices are under
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the Ministry’s jurisdiction, although the
CRE often must be consulted beforehand.
The CRE is in charge of issues including
the management of networks and conflict
resolution with respect to access to trans-
mission, distribution networks and to
LNG facilities. After due process, the
CRE can also sanction operators for non-
compliance with access rules.

Recent regulatory measures in the gas sector
Recently, regulatory effort has been dedi-
cated to the transmission sector, with the
publication of several decree and orders in
May 2005.

A first order contains the new defini-
tion of balancing zones, the number of
which has been reduced from eight to
five, and should be reduced in the future
to three. In France, an entry-exit price
system applies to the so-called main
transmission network, that is, from the
gas entry point on the French territory to
the principal storage areas. Prices on the
regional transmission network are calcu-
lated based on the distance.

A decree deals with framework price
rules applicable to the use of transmission
networks charged by Gdf RT and TIGF.
An opinion issued by the CRE gives
additional specifi-
cations with
respect to the same
for each transmis-
sion operator. With
respect to the dis-
tribution of gas, an
order dated June
16 2005 defines
the rules used for
the calculation of
the price applicable
to the sale of gas
from the public
distribution networks.

Next regulatory measures 
Two orders of the Ministry in charge of
energy are expected soon in connection
with the following areas: (i) rules regard-
ing the price applicable to the use of LNG
installations (methane terminals); and (ii)

the definition of the procedure applicable
to the exception to the principle of access
by third parties to recently built infra-
structures. The order will set forth the

terms and condi-
tions of the
exception regime
authorized by
Article 22 of the
2003 Gas
Directive whereby
investors can
refuse access to
new infrastructure
if, among other
things, the purpose
of their investment
is to enhance com-

petition in gas supply and enhance
security of supply.  

Thierry Chaumeil is an associate in Hogan
& Hartson’s Paris office

In other words, more than 90%
of the eligible French sites have
elected not to change suppliers
and therefore continue to
purchase gas at regulated prices

Call +44(0)20 7779 8999 or visit www.iflr.com

Iflr
   international financial law review

No catches
Take advantage of our
FREE trial by signing up
today



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /OK
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


