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Introduction
The establishment of Greece's high-pressure natural gas transmission system and liquefied natural gas (LNG) terminal facilities was the result of a policy decision in 1992 to modernize Greece's energy industry and diversify its energy sources. Greece has negligible proven gas reserves and all gas was to be sourced abroad; imports of piped gas from Russia began in 1996 and LNG imports from Algeria in 1999, in both cases under long-term supply contracts. The Public Gas Corporation SA (DEPA), the state-controlled gas company, was given responsibility for implementing the project. Under the Gas Law (2364/1995), it was granted the right to:

· plan, construct and operate the national natural gas transportation system and the regional distribution networks; 

· import and export natural gas; and 

· sell natural gas to the regional gas distribution and supply companies and to large end users. 

However, following the introduction of the Gas Market Law (3428/2005), which was enacted on December 27 2005, all rights relating to the construction and exploitation of the transportation system were transferred to an independent system operator, which was established in 2007, and DEPA’s exclusive rights in relation to imports, exports and trading in the natural gas sector were abolished.

A transportation system of high-pressure pipelines has already entered into commission, but the distribution system of medium and low-pressure pipelines is still being developed. Greece's natural gas transportation system comprises:

· a 512 kilometre (km) main high-pressure pipeline for the transportation of natural gas (at 70 bar) from the Bulgarian border to the Attica region; 

· 440km of high-pressure branch lines; 

· an LNG terminal station on Revithousa Islet, in the Megara-Attica Bay near Athens; 

· metering and pressure-regulating stations; 

· remote control and telecommunications systems; and 

· operational and maintenance control centres. 

The distribution network mainly consists of: (i) low-pressure (4 bar) networks in Attica, Thessaloniki, Larissa, Volos and Komotini; and (ii) medium-pressure (19 bar) networks at these locations and in Oenophyta, Platy Imathias, Serres, Xanthi and Kavala.

Greece's residential and commercial market for natural gas is new compared to that of most EU countries. Athens's limited gas distribution network dates back to the 19th century and has been used to distribute natural gas under the new scheme since January 1998. The lack of development of medium and low-pressure networks and other infrastructure has been the main impediment to the introduction of natural gas in the commercial and domestic sectors. DEPA envisages the construction of more than 500km of medium-pressure pipelines and a 6,500km low-pressure distribution network to meet the needs of the mainland urban centres. Supported by EU funding, DEPA has constructed substantial medium and low-pressure pipeline infrastructure in Greece's most densely populated regions - Attica, Thessaloniki and Thessaly. This infrastructure has been transferred to regional gas distribution and supply companies, established jointly by DEPA’s wholly owned holding companies and private investors (ie, Cinergy, Shell and Italgas) following a tendering process. The three distribution and supply companies have made considerable progress in introducing natural gas in the main urban areas. DEPA is adopting a similar approach, supported by national and EU funding programmes, to the development of distribution networks in northern and central regions.

Greece is seeking to diversify its natural gas imports by sourcing gas from countries such as Iran and Azerbaijan and is cooperating with several nations that are constructing pipelines. Azeri gas is scheduled to be transported through Turkey by the Southern Caucasus Gas Pipeline, while a pipeline connecting Turkey and Greece is nearly complete. Greece and Italy have recently decided to construct an undersea link to extend the latter pipeline to Italy by 2010. Another project, known as the Trans-Adriatic Pipeline, has been announced by TAP AG, a subsidiary of EGL, and Statoil Hydro. This pipeline is designed to connect with the mainline Greek gas transportation system in central and western Macedonia and will extend as far as the Albanian border. The pipeline is a recognized priority project under the EU Trans-European Energy Network Programme and will transport natural gas from Greece to Italy through Albania, crossing the Adriatic between Fier in Albania and Brindisi in Italy. The pipeline will be 513km long and will run offshore for 117km.

Policy and Legal Framework
Until recently, the Greek gas market was essentially regulated by Law 2364/1995 (as amended by Laws 2528/1997 and 2992/2002). This legislation arguably conformed, to a certain extent, to the fundamental EU guidelines in the sector. However, the most crucial and significant step towards gas market liberalization came with the relatively recent enactment of the Gas Market Law, which implemented the EU Second Gas Directive (2003/55/EC) before the lapse of the derogation period granted to Greece as an emerging market under Directive 98/30/EC. Among other things, the law provides for:

· the unbundling of services through the establishment(1) of an independent system operator to undertake the transportation activities that were exclusively allocated to DEPA; 

· the development by private investors of independent natural gas transportation systems, LNG installations and storage facilities; 

· the transit of natural gas through the Greek transportation system; 

· the liberalization of supply on the basis of an authorization procedure; 

· third-party access to the national natural gas transportation system, including LNG and storage facilities, on the basis of published tariffs; 

· accounting unbundling; 

· the establishment of a natural gas spot market; and 

· the extension of the regulator’s powers with respect to the gas market. 

Natural gas activities within the Greek territory constitute the operation of a public utility and are performed under the supervision and regulation of the minister of development. In general, energy policy focuses on:

· ensuring security and continuity of supply; 

· protecting consumers; 

· promoting competition;  

· protecting the environment; and 

· promoting the implementation of energy-efficient, economical and effective practices by licensees. 

The minister's supervisory and regulatory powers are exercised in consultation with the Regulatory Authority for Energy, which was established under the Electricity Liberalization Law (2773/1999) as the independent administrative authority for the energy sector. Following the enactment of the Gas Market Law, the authority’s role is considered compatible with the role of the gas market regulator as stipulated by the EU Second Gas Directive. The powers granted to the authority cover the regulation of both the electricity and the natural gas market in compliance with the obligations imposed by the respective directives.

Production
Natural gas represents over 7% of Greece’s primary energy consumption, but demand for gas is projected to increase significantly, rising to 20% by 2015, as it gains a larger market share in power generation and the industrial, residential and commercial sectors. Although Greece's gas demand by population size is significantly below that of other European countries, its projected 10-year compound annual growth rate for gas consumption (up to 12.7% by 2010) is the highest among the EU-15 states,(2) which average 4.6% overall. Greece's natural gas needs are met exclusively through imports.

Entry to the natural gas import market is unrestricted, whereas the sale of natural gas to eligible and non-eligible customers is subject to a supply licence. Rights to explore and exploit natural gas fields may be granted by contract following a public tender conducted in accordance with the provisions of the Hydrocarbons Law (2289/1995), although such activities are negligible in the Greek market.

Regulation and authorization
The state enjoys exclusive rights to prospect for and exploit hydrocarbons and exercises such rights for public benefit. Subject to an appropriate recommendation by the minister of development and a decision by the Council of Ministers, the state may assign such rights directly to the state-controlled company Hellenic Petroleum, which acts as the state’s appointed agent. The state (or its agent) may further grant the right of research to third-party concessionaires subject to ministerial approval, whereas concessions for exploration or exploitation are assigned by contract following a public tender. The minister is the competent administrative authority for the exercise of the state’s exclusive rights. The state grants prospection rights to investors on the basis of a research licence granted at the minister's discretion. The state’s rights to explore and exploit natural gas fields are transferred to investors on the basis of a lease contract or a production-sharing contract.

In order to exploit a mineral field, a private investor must obtain an exploitation concession, which is limited to a specific field; thus, each concession contract is granted in respect of one or more adjacent areas of land or seabed (as determined by the minister of development, who must have regard to Hellenic Petroleum’s opinion). The initial exploration area is known as the 'contractual area' and may subsequently be reduced to the areas where commercially exploitable deposits are discovered (known as 'exploitation areas'). The law states that the exploitation area should be rectangular if possible and may not exceed 100km2. If the contractor proves that hydrocarbon deposits may cover an area greater than 100km2, the area may be extended up to an area of 200km2. There are no restrictions on the volume of natural gas to be produced.

The law states that a concessionaire is entitled to perform all exploitation operations and works which are required for the fulfilment of its contractual obligations. However, the concessionaire is required to notify the minister of development - and, in the case of offshore works, the ministers of defence and the merchant navy - of the exact location of its drilling within the timeframes set in its contract.

Revenue sharing
Under a lease contract, a contractor that discovers a commercially exploitable field and begins production must pay the state or its appointed agent a contractually agreed royalty. Under a production-sharing contract, the contractor retains a percentage of the revenue from the fuel produced every calendar year from each development area to cover certain operational costs identified by law. The proceeds of the remaining production and other revenues identified by law are distributed between the state (or its appointed agent) and the contractor in predetermined proportions.

Under both types of contract, the contractor is subject to a special 40% rate of income tax, free from additional ordinary or extraordinary contributions, charges or other burdens in favour of the state or a third party.

Pipelines and Storage
Pursuant to the Gas Market Law, the National Natural Gas System Operator (DESFA), a subsidiary of DEPA, is vested with exclusive authority for the operation of the natural gas transportation system and is granted exclusive and non-assignable rights of programming, construction, ownership and exploitation. The law also grants DESFA exclusive rights in relation to storage (including the management of existing LNG terminal facilities that constitute part of the national system) and processing of gas within the system.

Furthermore, the law provides for the granting of licences for the construction, ownership, operation and exploitation of independent natural gas transportation systems (including direct lines) by undertakings other than DESFA. In the case of direct lines, such a licence may be granted only if such undertakings have unsuccessfully applied for a licence for the national natural gas transportation system (or another independent natural gas transportation system).

Regulatory framework and government authorization
Private third parties other than DESFA may construct and own independent transportation pipelines and storage facilities under a system licence, whereas the operation and exploitation of such assets requires a separate system operation licence. Both forms of licence are granted by the minister of development, subject to a favourable opinion from the Regulatory Authority for Energy. However, once established, DESFA will be granted sole ownership of, and an operating licence for, the national gas transportation system.

In addition, a transportation system developer must obtain certain secondary permits and authorizations for the installation and operation of transportation pipelines and associated infrastructure in order to comply with general environmental, health and safety and planning legislation.

Although the transportation and distribution of natural gas are considered public utility activities, they are not regulated by explicit provisions, except those provisions applying specifically to:

· DEPA;  

· DESFA (from the date of its establishment) in its capacity as the operator of the national gas transportation system; and 

· distribution and supply companies in their capacity as operators of the respective regional gas distribution systems. 

On the basis of these provisions, another third party (ie, an independent gas undertaking) that intends to construct a gas transportation, distribution or storage facility is entitled to proceed with the compulsory acquisition (ie, expropriation) of private land in order to carry out the necessary works or use public land for the construction of such facilities.

Access 
The Gas Market Law requires DESFA to provide system users with access to the national gas system in the most economic, transparent and direct way for as long as they wish. It must conclude contracts with system users for transportation and the use of storage and LNG facilities. Such contracts must be based on model contracts drafted and published by DESFA on its website following the approval of the tariffs by the relevant minister and authority.

Provided that the notification procedure in Article 27 of Directive 2003/55/EC is followed, access may be refused if:

· there is a lack of capacity (pursuant to the special provisions in the system’s operating code, which will be adopted soon); 

· access to the system could prevent DESFA from fulfilling its public service obligations; or 

· serious economic and financing difficulties occur owing to contracts containing ‘take or pay’ clauses. 

DESFA must specifically substantiate such a refusal and must communicate its decision and reasons to the authority and the user. DESFA is responsible for balancing the system load - these duties will be specified in the system’s operating code. In addition, DESFA may conclude load-balancing contracts with suppliers following a tender, according to non-discriminatory and transparent procedures and with due respect for market rules. In addition, DESFA will carry out congestion management at the entry and exit points of the system based on market mechanisms and in accordance with transparent criteria, as defined in the operating code, in order to promote non-discriminatory competition between users.

With regard to independent natural gas transportation systems and storage facilities, the operator must conclude contracts for the use of such systems with users, pursuant to a model contract prepared and published by the operator following the approval of the authority and in accordance with the provisions of the respective system’s operation code. Access to such systems may be refused only for reasons of capacity or where such access might prevent the operator from fulfilling its public service obligations (unless it is exempt by law from offering such third-party access).

If an independent gas transportation system is licensed and connected to the national system, its operation licence will pass to DESFA, which will compensate the original holder pursuant to a contract concluded between the two operators on the basis of the published tariffs that DESFA collects from system users.

DESFA is required to prepare periodical 10-year system development studies for the expansion of the national gas system. Such plans must be submitted to, and approved by, the minister and the authority.

Tariffs and terms of service 
The methodology for setting tariffs in respect of main natural gas activities, including pipeline or storage services, will be provided in a regulation to be adopted pursuant to the Gas Market Law. Nevertheless, in view of the immediate need to open the electricity market and determine transportation tariffs for the licensed independent power producers, the minister of development has issued a decision determining the tariffs for the use of the transportation system, including LNG terminal and storage facilities, and a model contract for the transportation of natural gas through the national system.

Distribution

Under the Gas Law, DEPA's regional subsidiary distribution companies cooperated with Cinergy and Shell to establish a gas distribution and supply company in Attica. DEPA also cooperated with Italgas to establish companies in Thessaloniki and Thessaly.

The incorporation of the three distribution and supply companies took place following an international tender for the participation of private investors (up to 49%). The tender also covered the management of the companies, including the enjoyment of exclusive rights in respect of (i) the development and operation (but not the ownership) of the corresponding distribution network, and (ii) the marketing of natural gas to low and medium-pressure customers in the respective areas for 25 years. The Gas Market Law provides for the granting of similar distribution and supply licences in Sterea Hellada and Evia, central Macedonia, eastern Macedonia and Thrace.

The first three licences will be transferred to three new regional companies. These companies will be established jointly by DEPA and private investors following a tender process on terms to be decided soon. The new law also provides for the unbundling of distribution licence holders - in legal, organizational and decision-making terms - if they are part of a vertically integrated natural gas undertaking. The provisions of the Gas Law pertaining to the distribution and supply companies still apply.

The construction and operation of distribution networks in the rest of Greece require a distribution licence, issued following an application under the new law (and the implementing regulation, which will be enacted shortly). The minister may grant an distribution network licence upon the application of the interested party, unless state aid or other applications for the same area are involved, in which case the law provides for a tender process, rather than simply an evaluation of the respective application.

Specific public service obligations to be imposed on gas distribution utilities will be specified by a ministerial decision in conjunction with the licences regulation.

Access and tariffs
All distribution and supply companies are required to provide suppliers with access to their distribution networks for the supply of eligible customers, provided that such access does not violate the legislation in force or the respective distribution licences and does not endanger the safe operation of the network. The companies are entitled to compensation for the use of the networks that they operate, up to an amount which will be determined under the tariffs regulation.

The Gas Market Law merely provides the general methodology for setting tariffs with regard to the main natural gas activities, including distribution services. Access tariffs will be determined by a tariffs regulation to be prepared by the authority and approved by the minister following a proposal by the competent operator and a public consultation. The regulation will not set tariffs, but will specify the undertaking's calculation methods. The regulation will also deal with issues such as changes in rates and terms of service.

Specific and additional obligations pertaining to the exercise of distribution activities are imposed by means of the distribution licence, granted pursuant to an as-yet unenacted regulation. For example, under the gas distribution licences granted to the existing distribution and supply companies, each company must connect and supply premises at which the annual consumption of natural gas is not expected to exceed 30 megawatt hours and which are located within 25 metres of a distribution main within 120 days of the entry into force of the connection and supply contract. This condition applies to consumer applications submitted before the end of the seventh year of the company's licence; thereafter, the deadline is 60 days. In other cases the company must connect and supply the consumer as soon as is reasonable in the circumstances. Compliance with these obligations is a condition of the company's licences and is monitored by the authority.

Sales and Trading
DEPA and the distribution and supply companies are entitled to supply non-eligible customers with natural gas in their respective areas of jurisdiction pursuant to their respective supply licences. Except in these designated areas and on these terms, the sale of natural gas to both eligible and non-eligible customers is carried out by holders of natural gas supply licences. Other activities, including wholesale trading and the import and export of natural gas, are not subject to licensing requirements. The minister's oversight and the authority's opinions and market monitoring in relation to each licensee’s compliance with the terms of its licence constitute the official supervisory framework.

Physical trades in natural gas will be determined on the basis of specific provisions in the operating codes to be prepared by the operator of the relevant transportation system (ie, the national transportation system or an independent system). Further conditions will be determined by the model transportation contracts. However, in an effort to tackle the legal uncertainties which arose from the lack of secondary implementing legislation provided under the Gas Market Law, in February 2007 the minister of development issued a decision that provides a transitional model transportation contract for DESFA and any gas undertaking wishing to gain access to the national system in order to supply an eligible customer. Among other things, the model contract includes detailed procedures pertaining to the acceptance and delivery of quantities of gas at the entry and exit points of the national transportation system, thereby determining the means of completion of physical trades in natural gas conveyed through the national system. Given the relatively undeveloped state of the domestic gas market, the completion of financial trades in gas follows the principles that apply to physical trades under gas supply contracts. Thus, the physical delivery of a quantity of gas (as certified by the system operator) determines the basis upon which the related financial trades are completed.

Once wholesale trading begins in Greece, system users (eg, importers or suppliers) will be able to procure transmission services from the respective system operators separately from the gas itself, while customers will pay an access charge for the use of distribution and transportation networks bundled with the commodity. Retail consumers located within the operating areas of a particular distribution and supply company will purchase natural gas and the related transmission and distribution services as a bundled product, as the company will act as both the local distribution system operator and the regional supplier of non-eligible customers.

Cross-border sales and deliveries
DEPA no longer enjoys the exclusive right to purchase, import and export natural gas. Such activities are open to any party interested in the principal natural gas activities that can be undertaken without a licence. In addition, the new Gas Market Law provides explicitly for nominated transit (ie, the transportation of natural gas quantities through systems in the Greek territory that are not produced, stored or used in Greece).

Acquisition of Utilities and Shares
The price of DESFA's services is regulated on the basis of the general methodology principles introduced by the Gas Market Law, which will be incorporated into the tariff regulation. Among other things, these principles call for a reasonable rate of return on occupied capital by the transmission service operator, which will be calculated on the basis of asset investments, rather than the purchase price of shares. The revenues of distribution and supply companies (as well as local distribution service operators and suppliers) may not exceed a certain threshold set in their licences. Consequently, when a party acquires a stake in a distribution and supply company, the purchase cost may be included in the supply and distribution tariffs, provided that the company’s revenues would not thereby exceed the maximum allowable threshold determined by its licence.

No specific restrictions apply to the acquisition of shares in gas utilities, except for certain conditions relating to the acquisition of an interest by a third party in one of the existing distribution and supply companies. However, the Gas Market Law makes DESFA the exclusive owner of the national system's transportation assets; therefore, such assets cannot be transferred to a third undertaking. Similarly, distribution and supply companies may not hold distribution network assets that belong to DEPA.

The natural gas sector is open to foreign private investment. However, national security considerations may preclude the award of natural gas development contracts to legal entities originating from non-EU states.

Affiliate Transactions 
The Gas Market Law requires gas undertakings to keep separate accounts for their natural gas transmission, distribution and storage activities and, where appropriate, consolidated accounts for non-gas activities (as they would be required to do if the activities in question were carried out by separate undertakings). This requirement is intended to prevent discriminatory treatment, cross-subsidization and distortion of competition. In addition, the Gas Market Law requires separate accounts to be kept in respect of supply arrangements with eligible and non-eligible customers, as well as for expenditure in respect of public services obligations. In essence, the law requires accounting unbundling and - in the case of DESFA and the distribution and supply companies - legal unbundling. With respect to other potential distribution licence holders, it also provides for organizational unbundling in the case of vertically integrated undertakings.

Affiliate restrictions are enforced by the Regulatory Authority for Energy and the Competition Commission; non-compliance may be punishable by imprisonment and fiduciary penalties, as well as by the administrative penalties provided for in competition legislation and the Gas Market Law (ie, administrative fines and the revocation of licences).

Treaties and Multinational Agreements
As a member state of the European Union, Greece is required to harmonize its national legislation with applicable EU law and adhere to the common rules concerning the establishment of an internal natural gas market. It has ratified the Energy Charter Treaty by means of Law 2476/1997 and maintains a special interest and role in the operation of the Energy Community of Southeast Europe.

Outlook
Greece's gas market is still developing and major legislative acts have yet to be promulgated (eg, the grid code for the management of the national gas transportation system and secondary legislation required under the Gas Law). Legislation is also required to bring into effect the Regulations for Invoicing of Basic Activities (ie, transportation, distribution and storage services in relation to LNG). A growing need for gas and the construction of new power plants, which will be commissioned in the next five years, will create new conditions in the market.

For further information on this topic please contact Gus J Papamichalopoulos at Kyriakides Georgopoulos & Daniolos Issaias by telephone (+30 210 8171 500) or by fax (+30 210 6856 6578) or by email (g.papamichalopoulos@kgdi.gr).
Endnotes
(1) By Presidential Decree 33/2007.

(2) The member states of the European Union before the accession of 10 candidate countries on May 1 2004.

An earlier version of this update was first published in Getting the Deal Through – Gas Regulation 2008.
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