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Summary of answers to the public consultation ecing principles for use of
natural gas distribution networks in France

Between 9 October 2007 and 9 November 2007, CR&nesgd a public consultation on the pricing
principles for use of natural gas distribution netks in France, in preparation for a new tariff
proposal, to be applied as from 1 July 2008.
CRE received 26 contributions (see list in the appg:

* 1 from an end consumer,

e 10 from suppliers,

« 9 from natural gas distribution system operatorSQD,

« 2 from natural gas transmission system operat@©O[T

« 1 from potential users of natural gas distributi@tworks (Club Biogaz),

« 1 from an energy syndicate,

* 1 from the AFG,

* 1 fromthe FNCCR.

This consultation showed that most contributors ewsatisfied with the existing tariffs and the
conditions governing the use of distribution netkgoreven if attention was drawn to some operational
difficulties.
Furthermore, the majority of market players weréwour of the following propositions:

e setting up an incentive scheme to promote proditigtind quality of service,

e setting up a correction mechanism — the expensggeuenues clawback account (CRCP);
opinions were more divided as to the integratiothefvolume risk in this mechanism, which
might lead to significant assets and liabilitieshie CRCP,

« extending the existing tariff structure to new cesgions,

» taking into account costs incurred in promoting tise of gas and the safety of indoor
installations (although there was a narrower mgj@mong suppliers on this point),

» changing the way losses and differences are preddes GrDF and taking them into account
in the CRCP,

« aligning the scope of services included in theffsarcharged for the use of distribution
networks.
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However, the contributors, especially the suppliemsre against the proposal to leave tariffs fow ne
concessions to the discretion of DSOs.

Opinions were divided on:

« the validity period of future tariffs, although argle majority of suppliers stated that a long
term visibility on tariffs was required,

e transferring to TSOs the cost of adapting delivetgtions at transmission distribution
interface points (PITD) and ensuring their comptian

e achieving a rebalance between the fixed parts amgbptional terms of tariff options.

Lastly, many suppliers pointed out the need to enshat the tariffs for the use of distribution
networks and the regulated retail tariffs for natgas were mutually consistent, not only in teohs
level, to avoid unfair competition between suppljdout also in terms of structure, to avoid cross-
subsidies between customer segments.
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PRELIMINARY QUESTION:

Question1: What is your experience feedback on current taaffd terms for the use of natural
gas distribution networks?

Suppliers and end consumers:

As far as tariffs are concerned, most contributtesned to be satisfied with current terms for tise

of distribution networks. They wished to maintaixisting principles and leave the tariff structure
unchanged.

One supplier stated that tariffs were high, esjigdiacomparison with other European countries.
Another supplier regretted the great disparityriogs from one DSO to another and hoped that future
tariffs would attenuate these differences.

Three suppliers pointed out the need for greatesistency between the tariffs charged for the dise o
distribution networks and the regulated retail ftsrfor natural gas. One said that the changes in
infrastructure tariffs should be passed on to thgulated retail tariffs for natural gas as soon as
possible. Others expressed concern about the lackomsistency between the regulated tariffs
schedule and transportation tariffs.

The contributors raised other points that were lated to tariffs. Two suppliers reported operationa
problems with GrDF, including difficulties in obtang information vital for making an eligible bid
and for billing (number of metering and estimatfints, metering data, etc.), problems relating to
daily allocations (data on D+1 frequently inaccarattc.) and access to the new OMEGA portal.
Lastly, one market player regretted that GrDF waetimes too rigid in its application of the
procedures defined during gas working group mest{&yG).

DSOs:

None of the DSOs reported any particular diffi@dtior made any suggestions for improvements
regarding the tariffs structure and their implenadéioh. In fact, one DSO pointed out that the data o

customers and market players gathered via varibasnels (regular satisfaction surveys, bilateral
meetings and the activities of the gas working gr&@rG 2007) showed that network users were
satisfied with the tariffs structure and the redica@plication procedures.

On the subject of tariffs levels, two DSOs said/tiveuld like a review of the tariff applied to them
One of them considered that the current tariff aoger covered its costs, particularly within the
context of a market opening and legal unbundling.
The same DSO added that, for the second year mgniminad seen a significant drop in the growth of
transported volume, due to a combination of twadiac

- adownturn in growth in terms of the number of oosrs,

- and, more importantly, a significant drop in urdghsumption.

The other DSO considered that the common tarifélleset for LDCs which did not have unbundled
accounts, was too low to cover the costs of recmtivorks. It suggested that the most recent
distributors should be entitled to claim a slightrease in this tariff to allow for the significant

investment costs borne by their network.

The market players are satisfied with the current éariffs charged for the use of distribution
networks. The suppliers draw attention to the facthat any change in tariffs charged for the use
of distribution networks should be reflected in theregulated retail tariffs. Some operational
difficulties with GrDF have also been raised.
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QUESTIONS CONCERNING THE REGULATORY FRAMEWORK

Question 2 : Do you think that the duration of the forthcomiragiffs should be two years for
better understanding of the impact of market opgmn 1 July 2007 and DSO legal unbundling? If
you do not agree with this point of view, whatduryopinion would be the most relevant duration?

Suppliers and end consumers:

Almost all the suppliers expressed their need foodgvisibility when preparing their commercial
offers.

Four suppliers were in favour of a two-year penwithin the current context, but said they would
prefer a longer period all the same.

Three suppliers preferred a three-year period.

For one supplier, three years would be a minimuchafour-year period would be better.

One supplier thought that a four-year period wolé consistent with best practices in Europe.
Another favoured an application period of at |dast years.

The last contributor was in favour of the longestipd possible.

In addition, one supplier wished for transmissiad distribution tariffs to be adjusted accordingto
identical schedule.

DSOs:

Five DSOs were in favour of a two-year period. Enharere two reasons for this: a) to take into
account the real impact of market opening and lzaweore accurate idea of network operating and
depreciation costs and b) because two years gp@iats the stability they needed to make their
price offers, while allowing enough time for tariffvels to be adjusted to reflect changes in DSOs
expenses as accurately as possible.

[

Two DSOs thought that the system was well contolend was therefore compatible with an
application period of three or four years.

One DSO wished for a shift towards a four-yearfftgreriod that would be adjusted every year
according to rules defined in advance during thréode

One DSO specified that, whatever the frequencyaoff treviews, tariffs should include a correction
factor to take into account changes of certainscasteast, such as earthworks, piping and labour.

Another DSO requested that the next tariff for tise of distribution networks be applied as from
1 January 2008. Should the tariff come into effatta different date, this DSO considered that the
new tariffs should include a compensation mecharbseause, in its opinion, the current tariff no
longer covered its costs.

Others:

One contributor considered that a two-year peritmvad enough time for a better understanding of
the impact of market opening.

Two other contributors considered that a minimumqokof three years was needed. The FNCCR
pointed out that tariffs could come with annualiegw clauses to reflect changes in the economic
situation.

The suppliers would all like to see a longer tariffapplication period (3 years on average) fo
improved visibility of changes in tariffs for the use of distribution networks. Some are nof
against a two-year period within the current contex

However, a slight majority of DSOs is in favour ofa two-year period.
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Question 3 : Do you think that a DSO productivity incentive soleas necessary?

Suppliers and end consumers:

Apart from one supplier who expressed no opinidhthe suppliers declared that a productivity
incentive scheme needed to be set up. Implementatiothis scheme, however, should not be
detrimental to the quality of service.

One supplier stipulated that the 1.5% productitainget would seem to be the minimum percentage if
applied only to certain operating costs. Anothéntaal out that this type of mechanism could be used
to set targets and define what proportion of prasiig gains would be allocated to users.

Another supplier admitted the need for a produtiuncentive scheme to be set up in the medium
term but did not consider it a short-term prioriBSO quality of service indicators and a continuous
improvement policy were prerequisites for the impdatation of a DSO productivity scheme.

One contributor considered that DSOs should be gaithe basis of a productivity incentive scheme,
provided the scheme really did act as an incemingedid not affect the quality of service.

DSOs:

One DSO proposed setting up a regulation scheme a¥eur-year period, based on the following
principles: commitment to quality of service, intiea with an overall productivity factor of 1.5%n
an annual revaluation equal to inflation (RPI-X aggeh) and, lastly, implementation of the expenses
and revenues clawback account (CRCP) mechanismDB& drew attention to the impact of full
markets opening and the significant investmentstedl to the replacement of grey-iron piping on its
operating and capital costs. In this respect, tB®xonfirmed its request for a tariff applicable as
from 1 January 2008, for which an increase in ti@tgderm was vital if costs were to be covered.

One DSO considered it was too early to implemerihaantive scheme on this tariff and that relevant
analyses and well-argued diagnostics were reqftiirgtd Another DSO thought that not enough time

had been allowed for experience feedback to helimdsrstand more clearly the effects of a) markets
opening to household customers and b) the legalndilmg of incumbent operators.

Two DSOs approved the notion of productivity tasgen controllable costs. One of them pointed out
that targets should be differentiated accordingdmpany size and the efforts made. It added that it
own tariff adjustment was limited and that it whserefore against any incentive scheme for the most
virtuous DSOs. The other DSO said that payrollsastounted for most of its overall costs andithat
had virtually no room for manoeuvre on this poegpart from not replacing personnel leaving the
company.

One DSO said that it had been making an efforaftong time and had not waited for a productivity
scheme to be set up first. Another declared thatymtivity was a concern shared by all DSOs.
Transforming LDCs into trading companies and opgniip new gas concessions to competition
promoted higher productivity, but network safetgues should not be overlooked. In one DSO's
opinion, financial incentive mechanisms were alyegaken into account in the Quality Charter.
Another DSO was against setting up a productivitgentive scheme, claiming that since operating
costs were already calculated to the minimum, dtgngt to reduce them would be detrimental to
safety.

Others:
One contributor believed that an incentive scheras mecessary. In this way, the progress targets to

be met by the operator and the share of produgtidins to be passed on to network users could be
defined in transparent, contractual terms.
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Another contributor considered that the princigiwdd be made part of DSO policy, on condition
that quality of service was safeguarded.

For the FNCCR, an incentive scheme could be sefouponcessions within the scope of the
incumbent operator without impairing DSO qualitysefvice. It did not approve, however, of setting
up such a scheme at the national level for newessions, under the scope of tender. Instead, it was
in favour of a "decentralised" incentive schemaultexy from the introduction of competition before
concessions were granted, and from contractualiggomgé governing the conditions for revaluating
the rate of return for the concession holder.

A great majority of market players are in favour of setting up a productivity incentive scheme
One DSO has made proposals for a multi-year schem8everal LDCs, however, consider that
efforts have already been made to improve productity. The FNCCR is in favour of a
"decentralised" rather than national incentive scheme.

Question4: Do you think that an incentive mechanism for memtp quality of service is
necessary? Do you have any comments on the indicptanned for GrDF (cf. appendix)? Do you
have any comments on the list of indicators whaliccresult in financial incentives for GrDF?

Suppliers and end consumers:

The contributors were very largely in favour oftisgt up an incentive mechanism for monitoring
DSO quality of service, especially if DSOs werd&expected to meet productivity targets.

Only two suppliers considered that quality of seevivas not a major problem and that there was
consequently no need for any monitoring, apart fesrmindicator for supply interruptions. These two
suppliers said they would prefer to identify tasgghd commitments rather than have indicators.

The contributors were largely in favour of introthgethe indicators and incentive methods proposed.
Some also suggested new indicators and four comdri® wished to add to the list of indicators
leading to financial incentives.

The main themes concerned by the proposed additiutiaators were:
- quality of data flows transmitted by DSOs,
- quality of DSO/supplier relations (DSO organisatierth respect to suppliers and quality of
the OMEGA portal).

The main themes for which additional financial intvees were proposed were:
- quality of GRD/end consumer relations,
- respect of the intervention appointments (servioevided on the dates requested by the
customer),
- quality and relevance of information on the OMEGgktpl,
- failure to meet deadlines for transmitting metexdiags.

One supplier considered it important for the analgbart to reflect percentages as well as quastiti
so that malfunctions concerning newcomers showedlegrly against those of the supplier Gaz de
France.

DSOs:

Most DSOs were in favour of monitoring the quabfyservice.

Two considered that an incentive mechanism for tangg the quality of service was vital, given that
DSOs would eventually be expected to improve pradityg In their opinion, steps should be taken to
ensure that lower identified costs were not offsea drop in the quality of service.

One of them pointed out that the indicators shawt be selected until all the players had been
consulted to ensure that each player had predisamation on:
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- customers' (suppliers' and end consumers") realotxjons,

- any extra cost incurred in achieving the desirggrowement in quality,

- any saving made by tolerating a lower level of gyal
Three DSOs stated that quality of service had loegn a priority for natural gas distributors. Offie o
them said that it had already set up an in-houstesyfor monitoring quality of service. Another DSO
pointed out that quality of service was already itwwsad under DRIRE supervision.

Two DSOs made recommendations concerning the agiprtomabe adopted. One of them considered
that the basis for setting up any incentive medmarto measure operator quality of service should be
gradual, reliable and virtuous:

- implementation in stages, depending on the matofitthemes (from a simple report to the
definition of standard targets or even financiaeintives on a case-by-case basis and outside
the tariff formula),

- inline with changes in IS functions,

- experience feedback required concerning marketiogacto this information.

The other DSO indicated that the monitoring of @ertindicators would depend on the effective
deployment of suitable management tools by the D®BOparticular, certain functions of the
information system. A period of time should thereftoe allowed before the mechanism could be
applied. Failing this, data gathering would cafl ¥ery labour-intensive manual operations.

One DSO expressed reservations, saying that safieaiors were not relevant for DSOs with small
service areas, since all services were providetinvitery short times and far more rapidly than by
large DSOs. It also considered that the other aidis were too heavy and quite pointless; its own
competitive edge was mainly built around proxingityd customer relations.

Others:
Three contributors were in favour of monitoring D§@ality of service.

One suggested that the indicators concerning conwaion between DSOs and TSOs (indicators 25
and 26 in the appendix to the consultation docujrerduld be monitored for all DSOs, or at least for
those whose business volume had an impact on #ralbguality of allocations in a balancing zone.

Lastly, the FNCCR expressed the opinion that irafiproach to this issue, CRE should consider the
provisions of the amended version of Article 13avf no. 2004-803 of 9 August 2004, under which
DSOs were supposed to carry out their activitregthin the framework of concession technical
specifications and regulations applying to the sm¥g of state-run distribution compariies
According to this law, it was clearly within thigamework that DSOs should, in particular,
"guarantee access to networks under objective,sparent and non-discriminatory conditionsd
"operate and maintain these network®tiority should therefore be given to ensuring sistency
between the indicators adopted by CRE and thodeetalefined in the concession specifications
applying to public gas distribution. This consistgrcould be guaranteed, in particular, through a
national agreement between CRE and the FNCCR ircdfsacity as national representative of
authorities organising public gas distribution.

The markets players are largely in favour of settig up an incentive mechanism to monitor DSC
quality of service and also accept the indicatorsral incentive scheme contemplated for GrDF
Additional proposals (concerning indicators and inentives) have also been made by some
contributors.
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Question 5: What do you think of the implementation of the Bgps and revenues clawback
account mechanism for natural gas distribution? {8 have any comments on the items which
could be covered by this mechanism?

Suppliers and end consumers:

Most suppliers were in favour of adopting the exg@snand revenues clawback account mechanism
(CRCP) for gas purchases corresponding to lossese $f them added that this coverage should be
accompanied by measures to incite DSOs to redusie liteses. Several suppliers also approved
covering capital costs; only one was definitely ingiathis idea. The coverage of weather-induced
deviations was, however, more open to discussionmiast suppliers and two of them were firmly
against it. Two other suppliers, while not commegiton the basics of this issue, said that if tiik r
were to be covered, then they would prefer DSO sxy®to weather-induced deviations to be reduced
via the tariff structure. One of them pointed dnattif the operators were to be exposed to a loisker
then their rate of return should be lowered too.

Three suppliers considered that a CRCP mechanisnicshe applied to distribution in the same way
as to transmission. They approved of the items remvécapital costs and the purchase of losses).
Another considered that the CRCP mechanism shaitlther used to correct differences between the
cost structure and the tariff structure. One s@pphished to avoid sudden variations in tariffriro
one year to the next, as it could not integrateetktea costs in its offer if it had no visibilitynd no
way of planning ahead. This supplier would liketlsatent after a sufficiently long period, like the
tariff validity period. If an annual settlement weio be set up, a levelling mechanism would also be
required. The same supplier added that as farssscloverage was concerned, differences in volume
should be borne by the DSOs, as they were ablak® the necessary action (reducing leaks, for
example). This supplier also thought that the oikweather-induced deviations should be covered by
adjusting the proportion of fixed and variable parather than by including it in the CRCP
mechanism.

According to another supplier, only purchases ebés should be covered. Capital costs should not
be covered, as users should not feel the impaahpimanagement difficulties here, at least notl unti
assets had been unbundled. In this supplier's @pinweather-induced deviations should not be
included in the CRCP mechanism as the entire gaghswchain was exposed to this type of risk.
Whatever the case, covering this risk should leaalmnuch lower rate of return.

One supplier approved the logic behind the CRCPhar@em but considered it wiser to restrict its
use to lesser costs, so that expanding players weteexposed to negative time lags when
compensating for past costs. This supplier was ialdavour of covering losses, on condition that
DSOs were encouraged to improve their gas purcleaskseduce the volume of losses. It considered
that the risk of weather-induced deviations sholbkd covered by the tariff structure, through
adjustments in the fixed and variable part. It aijd@wever, that this solution could only be addpte
if the structure of regulated retail tariffs werdjuested accordingly. Lastly, it stated that anyrdase

in DSO risk should be reflected in a lower rateettirn.

One supplier admitted that a CRCP mechanism wa®d gay of covering certain risks. The CRCP
mechanism needed to be fine-tuned to enhancelitisithiiring the tariff period for users and system
operators and to avoid the build-up of regulatsyeds and liabilities within a context of long-term
regulation. This supplier was against including theaiinduced deviations in the CRCP mechanism.

One supplier considered it preferable to set upséem which provided DSOs with the incentive to
cut losses.

Another supplier found that the CRCP system wasractjral and was not favourable to market
opening.

DSOs:
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Most DSOs were in favour of a CRCP mechanism.

One DSO thought that the CRCP provided a solutmmldvelling revenue from transportation
activities, where most costs are fixed. Howevemaduer could be affected by contingencies. If it
were to follow a policy of promoting gas, it wouddem fair to cover the part of its revenue that was
in proportion to the amounts transported. It wafairour of covering capital costs and loss purchase
Furthermore, in view of the amplitude of the rededstariff period, this DSO thought that the
account should be managed on an annual basis amdoweo propose a levelling system to avoid
sharp tariff variations.

One DSO agreed that capital costs should be covéirednsidered that one advantage of covering
the volume risk was that it would take into accotln@ DSOs' constraints (fixed costs), but rejected
the idea that this should be reflected in a lowés of return. It added, however, that to the et

the DSO still had a role to play in developing u@sgas, there was a chance that differences in
volume would not be covered by the CRCP mechanism.

Two DSOs were in favour of the mechanism for thenesareasons as those that justified its
implementation for transmission. They also appravecbvering weather-induced deviations.

One DSO gave no precise judgement on the mechdnisiconsidered that covering the volume risk
would indeed help to reduce the DSOs' risk conalalgr It accepted that this risk could be excluded
from the mechanism if the rate of return on thauleigd assets base (RAB) remained at a satisfactory
level.

Two DSOs approved of the mechanism. One of themgthiothat volumes should be covered. The
other pointed out that weather-induced deviatioasevthe chief problem facing LDCs.

Another DSO said that the SPEGNN was exploringpibesibility of setting up a CRCP mechanism.
It did not agree, however, that the rate of retomnthe RAB should drop on account of the CRCP
lowering the industrial risk.

One DSO thought that applying a CRCP mechanismidivilsition might complicate the existing
mechanism.

Others:

The FNCCR considered that the DSOs' request tor dbeedifference in revenue due to quantities
demonstrated that their revenue and cost structweze not matched. It was more in favour of
reviewing tariffs, with the revenue structure arstcstructure moving closer together, rather than
broadening the scope of the CRCP mechanism. Itestigd increasing the fixed part of tariffs and
setting up differentiated tariff options, on comatit however, that doing so would not undermine the
users' buying power.

The vast majority of market players are in favour d setting up a CRCP mechanism anc
consider that it should cover capital costs and pwhases of losses. There is less agreement
among contributors as to whether the CRCP should ae@r the risk of weather-induced
deviations.

Lastly, according to some contributors, the operatig rules of the mechanism need to be fine
tuned to limit sudden changes in tariffs.

Question 6 :  What do you think of the guidelines for the tariffsyew concessions? Do you agree
with the proposal to leave the pricing level to tiiscretion of DSOs and the authorities granting
concessions? If not, what in your opinion wouldHheecriteria to be adopted?

Suppliers and end consumers:

All contributors thought that the tariff structuie DSOs serving new concessions should be in line
with that of the equalised tariffs currently apglier the use of distribution networks.
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As for how the tariff level should be fixed, onlrée market players were in favour of the proposed
guidelines. Furthermore, one of them only appramedondition that a solution be found to safeguard
the economic bases applicable at the time the ssime was granted, without stepping outside the
regulatory framework within which the administraiguthorities define and approve tariffs for the us
of networks. Another pointed out that it was impottfor all the suppliers to be informed of théftar
before marketing under the responsibility of thed3%®oncerned.

Most of the other suppliers who gave an opinionthis subject were against the idea of leavingftarif
levels to the discretion of DSOs. They wished fetemal control of tariff levels by CRE or by a
government authority. In particular, three of thexplained that, as far as price levels were comtkrn
the new concessions should be governed by the sdewefor determining the tariffs charged for the
use of distribution networks as those applied tistarg concessions. According to them, any other
method would make the DSOs' — and consequentlsuipeliers' — range of tariffs more complex,
which would be detrimental to competition (in pewtar because of a lack of clarity for the end
consumer).

One supplier pointed out that the number of newiaipalities was small compared with the number
of existing concessions and that extra costs dumftymation systems and the complexities of
managing different tariff rules would increase with benefit to the consumer.

Another explained that the Gaz de France regulegtall tariff only had six levels and was not
supposed to vary with distribution costs. It wemt to say that too great a difference between
distribution tariff levels would have much the samffect as creating cross-subsidies between
customers.

DSOs:
All the DSOs believed that the structure shouldHsesame for all DSOs and all concessions.

Opinions diverged, however, on the extent to whiehlevel of these tariffs should be controlled:

- Six DSOs were in favour of the tariff level — arndg adjustments over time — being agreed
upon jointly by the concession granting authority @ahe concession holder, even if, in the
end, the level were proposed by CRE and determiyetthe Minister. Nevertheless, one of
them proposed setting up limiting criteria defirlmdaw.

- The others were against this idea, mainly becatisesis relating to the information system
and the increasing complexity of the system.

Others:

Two contributors were in favour of the proposal.

There is a consensus that the equalised tariff stoture currently in force should be applied to
new concessions. However, the market players — pimularly suppliers — do not share the
changes introduced by the law of 7 December 2006 View of this situation, most of them are
against the idea of leaving the tariff level to theliscretion of the DSOs.

QUESTIONS CONCERNING THE LEVEL OF AUTHORISED REVENU E

Question 7: What do you think of the principles currently irrc® for defining the level of
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authorised revenue for operators (RAB valuationhoét etc.)?

Suppliers and end consumers:

Five suppliers had no observation regarding theeotirmethod used to determine the level of
revenue.

One supplier observed that two methods were usedaloulating capital costs. CRE applied one of
these methods for electricity grids and the otloerdas networks. For the same rate, the second
method offered gas network operators higher piaifitg, the difference being roughly equal to the
inflation rate.

One supplier said that a unit cost scale wouldrbetjzal.

Another supplier questioned the use of a GDP tiadex for revaluing the historic values of DSO
assets as at 31/12/2002, given that after 2002 cdmsumer price index had been used for this
purpose. It went on to say that the consumer pgridex measured trends in the prices of goods
consumed by households; it was irrelevant and shioeireplaced by industrial price indices.

Lastly, one supplier considered that a benchmatk &uropean operators should be available to
compare RAB scopes.

DSOs:

Most DSOs considered that the principles adopted dalculating authorised revenue were
appropriate, although one of them pointed out ithas too soon for it to make a clear judgement in
comparison with the current rate.

One DSO agreed on the methods used to determin&kAe and the different components of
authorised revenue for monopoly concessions. i saat rules for new concessions should be
determined within the context of a market opendimpetition.

Another DSO considered that DSOs should have datgy framework and long-term methodology
for defining their investment policy.

One DSO said that a 50-year lifetime for networksl @onnections was too long. Based on the
precautionary principle, lifetime should be reduted0 years here.

Another DSO pointed out that, although it did ngtee with some provisions (e.g. the lower rate of
return under ATRD 2), the calculation methodology work. One DSO was in favour of the current
cost-plus system and would have liked to see itreded, before developing into another type of
system, such as a price-cap system. Another DSQid=red that the principles applied were
appropriate in that they covered the costs inhdremaintaining quality and safety, both issues of
public concern now that markets were to be opaotopetition.

Others:

The FNCCR considered that assets could only besdabn the basis of perfectly reliable inventories,
the problem being that no detailed inventory waailaile for connections (40% of the assets
granted).

Most DSOs agree with the principles adopted for callating authorised revenue. Most suppliers
either have no comment or else find the current mébd used to determine the level of revenug
appropriate.

Question 8 :  What do you think of the rate of return in forceiatural gas distribution activities?
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Suppliers and end consumers:

Two suppliers had no comment on the rate. Anotbiend the rate acceptable as it was representative
of those currently applied.

One supplier was in favour of a cost-plus systemnade no comment on the current rate of return
of 7.25%.

Another supplier observed that different methodsewgsed for electricity (nominal rate) and gas
(real rate).

Two suppliers thought the rate too high for anvitgtivhere temperature was the only risk.

One supplier explained that this rate had beenewsd at the end of 2005 to allow for new
developments that had taken place on capital nmrgeice the former rate of return had been
determined, and that the new rate should be detedon the same basis.

Another supplier had no comment on the rate. Infgol out, however, that, whatever the rate,
suppliers should be able to pass distribution cost® the end customer. Furthermore, it considered
the tariff levels proposed by the DSOs dispropadie and said that the 11.7% increase requested by
GrDF would increase the "tariff pinch" for newcomelt added that there was no justification for the
increase proposed by the DSOs: newcomers shouldenekpected to pay the 1.7% increase related
to changes in volume, for it was the operators atuepted this risk when they invested in networks.
In addition, the 6.3% rise in operating costs stidnd offset by efforts to improve productivity.

DSOs:

One DSO explained that the rate of return shouldatand take into account the following:

- an objective view of market items used to deterntigedistributor's weighted average cost of
capital (WACCQC),

- an examination of parameters specific to the distar (spread, lever) and the risk to which
the gas distribution activity in France is expoflaeta coefficient),

- the specific nature of the method used to calculaterate-of-return component in capital
costs: this component is restricted to assets ulyt depreciated and is based on the RAB,
which is a partially depreciated value,

- the fact that capital costs do not cover assetsiratvn before their theoretical end-of-life,

- the fact that operating costs do not cover futiseentling costs,

- making the distributor responsible for improvin@guctivity,

- and, more generally, the overall balance that helgbtain the signed authorised revenue.

One DSO thought it necessary to wait for the resfulhe comparative study of rates.

Two DSOs approved of the applied rate. Accordinthtam, the rate of return on DSO assets should
be aligned with those used for transmission to owertransparency and ensure that network
operators were treated on a more equal footing.oRerof these DSOs, a preferential rate could be
applied to calculate the return on investments niad@prove personal safety.

One DSO said it was against lowering the rate uAdétD 2.

Many suppliers have no comment on the current ratef return. A few of them, however, say it is
too high. Most DSOs are satisfied with the currentate of return. One of them considers the rate
should reflect several factors (scope of the RAByerall balance of authorised revenues, etc.).

Question 9: What do you think of CRE’s decision for managenuéntoncession fees paid to
concession granting authorities within the framekvof the ATRD 2 tariffs in force?

Suppliers and end consumers:
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Five suppliers were in favour of excluding concesgees.

One supplier thought that these fees should beded, since they were contractual obligations from
which the concession holder could not break frebaut specific legal provisions.

One supplier had no opinion on the matter.

DSOs:

The eight DSOs that replied to this question wearest excluding concession fees from the costs to
be covered. They considered these fees as cordtaduses and asked CRE to reconsider its
position on the subject.

Others:

Two contributors considered that the concessior feere paid in exchange for a service including
costs arising from missions and public service r@mts.

The suppliers are in favour of excluding concessiofees. The DSOs, however, consider these fees
as costs to be covered and ask CRE to reconsides jiosition.

Question 10 : What do you think of the DSO request for incorporatof costs related to the
development of gas usages? Do you think that D®0sld contribute to the development of gas
usages?

Suppliers and end consumers:

Only one supplier was against promoting the usgagsfto existing customers, claiming that it was
part of supplier-customer relations. In this suggdi opinion, only costs promoting new gas
connections could be taken into account.

The other nine suppliers were in favour of DSOsmmting the use of gas, provided that these
activities were of benefit to suppliers and notyaid DSOs and, more importantly, of benefit to each
and every supplier. One of them underlined thais only in favour if these gas promotion actigtie
were not carried out under the name of an incumbamplier.

DSOs:

All the DSOs thought it necessary to consider hogtsrelated to the development of the use of gas
could be taken into account in the calculation efwork tariffs. This was necessary because new
suppliers were only interested in existing cust@nand incumbent suppliers were mostly concerned
with securing customer loyalty. As a result, the@3Svere the only ones who had to invest in finding
new customers at a time when development was dlifficlue to competition from electricity and
alternative energy sources). Moreover, if the DX@d no incentive to promote gas to offset these
losses, the drop in volumes would automatically leaan increase in the tariffs charged for theafse
distribution networks. One of them explained the tost of promoting the use of gas was relatively
low in comparison with overall operating costs dhndt the investment would really pay off for the
company, which would ultimately be able to profirh all network users via tariff revisions.

Others:
Two contributors considered that the DSOs should teepromote the use of gas. One of them said

that if nothing were done to alter the current dremetwork tariffs would eventually go up much more
to offset the loss of distribution revenue indubgdslower consumption. The choice had to be made
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between an immediate — but slight — increase ireedjpure and a forced and much more significant
increase in distribution tariffs in the future.

The FNCCR had doubts. It believed that the promotibnatural gas by DSOs should be part of the
government's energy policy. Promoting natural dgasukl be aimed at reducing greenhouse gas
emissions and not lead to the replacement of nmifeetive sources of energy. It should also take int
account objectives concerning the control of enelgyand.

One last contributor rejected the DSOs' requestingathat there was no reason why customers
already connected or new subscribers should hapaydor communication operations. The cost of
this type of operation should be financed out oDO8ofits.

-

All the contributors except three (including one ofthe ten suppliers expressing an opinion) are i
favour of incorporating costs related to the develpment of natural gas in the tariffs charged for
the use of networks.

Question 11 : What do you think of the DSO request for incorpiatacosts related to safety of
indoor installations? Do you think that DSOs sholulldiil this remit?

Suppliers and end consumers:

Three suppliers were opposed to the request ma@Gbl. The first thought that this issue should be
examined at a later date, since, in the immediaterd, the DSOs of incumbent companies are
unlikely to undertake this activity, at least natileffective unbundling, a complete change of pam
or even the unbundling assets occurs, given tleaétis too great a risk of discriminatory practithke
second thought that, while it is only natural tBE8Os should be involved in ensuring the safety of
indoor installations, this is an activity that iglependent of gas transmission and metering amdatha
such, there is no reason why the cost of this i@gtshould be included in the tariff. This supplier
suggested including these costs in the catalogusefices. The last thought that the gas working
group studies GTG 2007 had already defined theides and responsibilities of each type of player:
customers, professionals, regulating authorities R8Os. The DSO’s remit insofar as concerns the
safety of indoor installations is, he believedcheck that certificates are provided, the costlottvis
already included in the tariff.

Six suppliers stated that they were in favour of03&arrying out certain activities related to the
safety of indoor installations. In their opiniomfaty is not just another argument to make theicerv
more competitive; it helps create a better imageattiral gas in the eyes of the consumer and thus
boosts development. They thought that DSOs aregwod position to carry out these activities, given
their proximity in the field.

One of the suppliers also pointed out that if thastvities were performed by DSOs, this would
ensure harmonisation across the country, indepéiydehthe suppliers, and this in the long-term
thanks to regulated incomes.

Another said that the suppliers should have thiat tigg examine the budget allocated for this agtivit
and to check performance, to ensure that it is wakien in accordance with the principles of non-
discrimination and transparency to which DSOs algest.

DSOs:

All the DSOs except one were in favour of the coslated to the safety of indoor installations lgein
incorporated in the tariffs for the use of disttibn networks, in the interests of the gas induéas
explosions, whether they occur in the public or pineate area, create a negative image of natural
gas). They said that DSOs have the expertise ejaind that they are in the best position to handle
the logistics and financing required for this aityivMoreover, three DSOs thought that suppliees ar
not sufficiently involved in information campaigdsaling with the issues related to using gas aimed
at the end customer (carbon monoxide poisoning), etc
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The one DSO that opposed the proposal thoughittiats not the DSOs’ job to ensure the safety of
indoor installations and that the same system atsahplied in the electricity sector should beuggt
namely, that safety is managed by a third partyicwiperforms safety audits and ensures that
installations are compliant.

Others:

The FNCCR was in favour of DSOs managing this égtiv

The majority of suppliers are in favour of some ofthe costs related to the safety of indoof
installations being incorporated in the tariffs. The DSOs are almost unanimously in favour.

Question 12 : What do you think of the transfer to TSOs of cistalignment and adaptation of
delivery stations at the interfaces between tragsion networks and distribution networks?

Suppliers and end consumers:

Three suppliers were in favour of transferring éhessts to the TSOs, implying the apportionment of
costs to the organisation which is in charge obé¢hstations, provided that such a transfer will not
effect costs for the suppliers.

Four suppliers were against transferring thesescimsthe TSOs. One said that only DSOs should
control these costs. Two suppliers questioned venethich a transfer, which, in their opinion, would

be detrimental for customers whose demand is higidgulated, was appropriate at this time. The
last thought that these costs were not the TSQgoresibility and carried the risk of not producing

savings for the DSOs.

One of the suppliers asked that connection comstrsighed by TSOs with their customers should be
aligned with those signed by DSOs for transmissidistribution network interface points, to ensure
that delivery terms reflect the same costs.

DSOs:

Of the five DSOs that expressed an opinion onghlgect, four were in favour of transferring these
costs to the TSOs. The main reasons given were:

- since delivery stations are an integral part of Tigworks, and are operated and regularly
maintained by them, the TSOs have total controlr ae work schedule related to the
required maintenance actions;

- allocating an annual budget to the TSOs for themitas part of their tariff income, would
enable them to plan multi-year investment prograsimere efficiently;

- transferring these costs to the delivery capadigrge for transmission distribution interface
points would make it possible to pass on the cbstaasmission as closely as possible to the
actual cost, whilst eliminating price differences @istribution, which are solely related to the
period when a delivery station was set up.

One DSO was against transferring these costs tosT8Oview of the fact that it owns the
engineering structures for connecting to the trassion network, as shown in its RAB. Similarly,
operating costs are eventually entered in its atisoas operating expenses. This DSO said thas in i
case, a general policy in favour of GrDF's requestild lead to these costs being accounted for twice
for its transmission / distribution network inteséapoint.

Others:

One contributor thought that delivery stations,etthgr with pressure reduction stations, should be
transferred to TSOs, thereby improving the “retaminvestment” in some cases. More generally, it
thought that, if DSOs want a better regional gasice, then transmission infrastructures need to be
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reviewed and extended, in order to avoid, withim filamework of public service delegation contracts,
having to deal with infrastructures which, depegdiom linear configuration and diameter resemble
transmission networks.

One TSO thought that going ahead with such a teangds conditional upon the publication of a CRE
deliberation to guarantee that the changes plaoresde economic balance and are financially neutral
for every player in the market.

The other TSO was against transferring costs velati delivery stations from DSOs to TSOs, since it
could not see how this would improve on the exgstaystem, which, it added, has the following
advantages:

- Designated costs, in avoiding the risks involvegdanling between transmission / distribution
network interface points that have high connectibarges and those with lower connection
charges. In this case, LDCs with low operating leware liable to suffer if the proposed
change is introduced;

- bipartite cost control, which is a factor in ensagrefficiency.

It would prefer to see improvements made to theteg system.

Suppliers and TSOs are divided on this proposal. Gnof the TSOs was not against the idea
provided that CRE could ensure economic balance anfihancial neutrality.
The DSOs are mainly in favour of the idea.

Question 13 : What do you think of the changes in the managemembsses and differences
planned for GrDF?

Suppliers and end consumers:

Seven suppliers were in favour of procuring gasdwer losses by posting calls for tender from
potential suppliers, provided, according to thrdetrem, that this would be implemented in a
transparent and non-discriminatory manner.

One supplier questioned the feasibility of the s and the conditions required for implementation
In its opinion, the recent use of OMEGA for caldinlg distribution imbalance accounts still needs
enough time to stand back and check whether thesmuats consistently converge in line with the
various losses and differences, and to profiledes$he same supplier also wanted the mechanism to
act as an incentive to reduce losses.

Another suggested partially including this item the expenses and revenues clawback account
(CRCP).

DSOs:

Two DSOs thought that this change would probablybeeeficial for GrDF but could not see
themselves implementing such a change. GrDF isial&vour of the proposal.

One DSO thought that, until the gas market reaahesdequate level of maturity, it is not feasile f
LDCs to procure supplies on the markets.

One DSO said that this situation could not be a&ppin the case of LDCs which are under no
obligation to unbundle their activities. Allocatitige cost of losses is managed within the framework
of account unbundling based on total gas purchbgede LDC.

Others:

One contributor was in favour of the proposal bothdered how it would be implemented. In fact, in
its opinion, gas should be traded at Gas ExchamgetdPon the transmission networks (a market
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limited to shippers already present on a DSO ndtwwould be too small to allow any real
competition), implying, at first analysis, that DS@hould become shippers on the transmission
network.

FNCCR had some reservations. It was in favour ef pnoposal insofar as concerns losses and
differences that do not come under the DSO'’s resipiity, namely technical losses. On the other
hand, it was against it in the case of the othemehts that come under this item, in a bid to eragei
DSOs to reduce such losses and differences.

The majority of market players are in favour of GrDF procuring gas to cover losses by means of
a call for tender process that would be transparen&and non-discriminatory.

QUESTIONS CONCERNING THE TARIFF STRUCTURE:

Question 14 : What do you think of the general principles of t#f structure?

Suppliers and end consumers:

All the suppliers said they were satisfied with tberrent structure. They all wanted it to be
maintained. One of them did point out, howevert thdhe DSOs think that the existing structurddai
to reflect their cost structures adequately, it \tdne a good idea to change it.

DSOs:

All the DSOs said that they were satisfied with theff structure and wanted to keep the current
principles on which it is based.

One of them nonetheless wished to minimise thesriskDSO revenue related to variability in the
quantities distributed, but suggested doing sahesExpenses and Revenues Clawback Account.

All the market players are satisfied with the geneal principles on which the tariff structure is
based.

Question 15 : Do you think that the system in force for pricirfgsecond tier distribution networks
is applicable as it is for the new concessions eomed by tariff differentiation?

Suppliers and end consumers:

All the players in the market who responded to tjusstion were in favour of the application asit i
of the system in force for pricing of second tigstdbution networks, for the new concessions
concerned by tariff differentiation.

DSOs:

The DSOs that gave a response to this questionallarefavour.

Others:

The FNCCR thought that second tier DSOs should flieihem special tariffs related to the fact that

they are not end customers. Some services covgrételtariff are simplified or optional services in

the case where the user is a DSO. The tariff agiplicto second tier DSOs should primarily cover

costs incurred by first tier DSOs acting as intediages for second tier DSOs to access the
transmission network.
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The majority of market players are in favour of appying the current pricing system for second
tier distribution networks, for the new concessions

Question 16 : What do you think of the GrDF request concerningatancing between the fixed
parts and proportional charges in the tariff segrsen

Suppliers and end consumers:

Six contributors were in favour of such rebalanciigsofar as it would reflect DSO costs more
accurately. One of them, however, would prefer et neutrality threshold was changed to 30
MWhl/year, in a bid to minimise the impact for srealtustomers and comply with tariff structures for
regulated retail tariffs. Another supplier saidlitl not want to see any further increases to thedfi
part of the tariffs.

One supplier said that the possible implementatiorebalancing should comply with the following
principles:
- compensation for only a part of weather-inducedat®mns under this mechanism;
- gradual introduction, so that regulated retailftarcan be adjusted at an acceptable pace for
the customer and all the stakeholders.

Two suppliers thought that rebalancing would seantla negative signal regarding energy demand
management in the current context. One of thenthercontrary, in support of the idea of reducing
energy consumption via by means of the tariff, ®sted, firstly, differentiating more clearly betwee
the fixed and variable parts of the tariff and,@etly, consolidating the variable part.

One supplier noted that the threshold of 25MWhlise to average consumption for a house and
would push up the cost of gas in hew constructions.

DSOs:

DSOs were in favour of the rebalancing proposeshfar as it would make them less dependent on
weather-induced deviations.

However, one of them noted that, to maintain targbntinuity at current thresholds, this would
require raising tariffs for one tariff segment dadering them for others. As a result, this wowddd

to cross-subsidies between different tariff segsiemhich it did not agree with.

For another DSO, this rebalancing is essentiaksirictariffs do not cover its costs as it is.

One DSO pointed out that it should be possibleasspn variations in the fixed terms of the Third-
Party Access to Distribution Networks (ATRD) tarifi the fixed terms of regulated retail tariffs,
rather than to the variable terms (kWh) of thesiéfszalone.

Others:

The FNCCR was in favour of the proposed rebalancing

The majority of DSOs are in favour of rebalancing.A narrow majority of suppliers is also in
favour of rebalancing.
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Question 17 : Are you in favour of the scope of services incluikethe LDC tariffs being aligned
with that of GrDF?

All the suppliers and end consumers who responadéeti$ question said that they were in favour of
harmonising the scope of services. One of themesigd a period of adjustment if necessary.
Two DSOs were against harmonisation, believing ¢laah DSO has its own specificities.

The other DSOs who answered this question weraviour, possibly requiring a period of adjustment
since this impacts on the company’s accountingesysind information system.

Except for two DSOs, all respondents that answerettis question are in favour of harmonising
the services included in the tariffs.

OTHER QUESTIONS.:

Question 18 : Do you have any comments concerning distributicnesy operators’ catalogues of
services?

Suppliers and end consumers:

Three suppliers wanted services to be alignedrimg@f their nature and their price.

One supplier wanted a compensation procedure et wistomers and suppliers in the event that the
DSO breaches of its obligations (delivery on sclheduwunctuality, etc.).

Two suppliers brought up a problem regarding thek laf consistency between the services
classification system used in the catalogue, aadubed in other contractual documents (distriloutio
transmission contracts, including agreements omesgmtation and standard delivery terms and
conditions).

One supplier suggested that the services catalahwrdd be subject to supplier approval, given the
fact that the supplier has to provide the catalogod offer DSO services to customers. It also
suggested that DSOs could provide training for seupplier employees.

One market player raised the following points edtio the prices of certain services:

- Problem of consistency between prices for servieesn when exercising eligibility, between
regulated retail tariffs and prices in various DS$vices catalogues;

- Lack of transparency regarding costs when issuir@ations (no details that can be used to
relate the cost of services as shown in the catelpg

- No optimisation of the cost of meter rental; in #went of a drop in consumption;

- The initial rental fee is too high: 15.6% of thdueaas new of rented equipment, even though
the economic life of such equipment is 20 years;

- Unjustifiable changes to connection deadlines tmta@mers whose meters are not read every
six months when a technician is required to visit premises.

DSOs:

DSOs made no comment on the services cataloguesptefor one, which specified that it wanted to
maintain the system whereby different DSOs havermint costs.

The majority of market players are satisfied with the services catalogues. Some nonetheless
pointed out certain inconsistencies and other poist with which they were dissatisfied with
regard to certain services.
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Question 19 : Do you have any other remarks concerning currerifftaand terms for the use of
natural gas distribution networks?

Suppliers and end consumers:

The contributors mainly made comments on the fahgvsubjects:

- Alignment with regulated retail tariffs:
Three suppliers mentioned the need for alignmetit vagulated retail tariffs for gas and the need to
pass on any possible increase in tariffs. One @mtnoted that the demand made by the majority of
DSOs to substantially increase the distributioffftarould have a major impact on the total price of
gas since the percentage of the tariff for distidsuis almost 50% of the total price of gas for
residential customers: a rise of 11% for T1 custsnmaplies a rise of nearly €3/MWh, in other words,
a 6% increase on total supply. Another supplierssied that such an increase in the distributiaif, tar
if it did not occur hand in hand with an increasedgulated retail tariffs, would make it impossilbb
develop market offers able to compete against egelated retail tariffs, and would therefore block
the opening of the market in the long term.

- Exceeding subscribed capacity:
Two suppliers wanted a change to the rules regareceeding subscribed capacity, with a view to
applying the same principles as those in forcetertariffs for using transmission networks. One of
them suggested that the excess threshold shouldised to do away with penalties for exceeding
delivery capacity at transmission/distribution netkvinterface points on the transmission networks.
According to this supplier, this would make it pbss to introduce allocation of capacity levels
directly for balancing zones rather than at trassion/distribution network interface points.

- Interruptible capacity:
Two suppliers wanted interruptible capacity to beecavailable on the market. One of these thought
that the lack of an “interruptible” option in therecent tariff structure makes the eligible offesde
competitive than some regulated retail tariffs vahireclude this option. This supplier wanted thegri
of interruptible capacity to be lower than thatfioin capacity. The other supplier thought that this
would facilitate operational processes for resapvirierruptible capacity on the transmission networ
upstream of transmission/distribution network ifgee points, by directly linking interruptibilityot
the sites concerned in the distribution networksis supplier thought that the price of interrugibl
capacity should be the same as firm capacity( sime® is no congestion on the distribution netyork

- Proximity tariff:
One supplier said that the fact that the publiaidbknow the distance between their premises amd th
transmission network makes the systematic useisfahff difficult.

DSOs:

One DSO wanted the transportation tariffs to tdeepgroblems of new distributor into account, tghel
them develop their networks.

One DSO wanted the common tariff level to take anot@f new costs arising as a result of opening
up the energy markets.

Others:
One contributor wanted CRE to include, in the nekwtariffs, provisions for measures enabling
biogas to be injected from production sites inte thistribution networks. This contributor also

thought that other developments should be takenaotount so that it would eventually be possible t
transmit biogas injected in distribution networ&sdas Exchange Points.
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The key point raised by this question is the needtensure alignment between tariffs for using
the distribution networks and the regulated retail prices of natural gas. In particular, any
changes in the tariffs for using the networks shodl be passed on in the regulated retail tariffs tg
avoid blocking competition between suppliers. Otherequests or points to keep an eye on insofé
as regards the tariffs for use of the networks weralso raised.
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List of respondents

Consumers:

« Dalkia

Current or potential suppliers:

» Altergaz
« EDF
* Eni

* Gas Natural

» Gaz de Bordeaux supplier

» Gaz de France Direction Commerciale (Sales&Markeflirectorate)
» Gaz de Bordeaux supplier

e Poweo

* Soteg

* Tegaz
Distributors:

* Energies Services Lavaur

* Gaz de Barr

* Régaz

» GrDF

* Gaz de Strasbourg

* Gedia SEML — Dreux

» Soregies

* Veolia Eau — Gaz de Huningue

* Vialis (public distribution company for Colmar)

Others:
« AFG
* Club Biogaz
* FNCCR
* GRTgaz
« TIGF

* SIEML (Syndicat Intercommunal d'Energies de Mait&@re — intercommunal energy
syndicate for Maine-et-Loire)
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