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Regulatory changes and impacts on the 
development strategy for gas distribution 
operators 
Towards a new perspective on asset management
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Strategy Group

Gas distribution is bound to face radical changes and new Gas 
distribution is bound to face radical changes and new challenges 
as a result of the regulatory reorganization completed at the end 
of January 2012, with the publication of the decree containing 
the tender criteria for the award of the territorial concessions. 
The aim of the Legislator was to facilitate a process of market 
concentration in order to make it more efficient by achieving 
operating and management synergies which today have yet 
to be realized due to the high territorial fragmentation of the 
concessions. 

Indeed, we will move from the existing more than 7,000 
distribution concessions, with an average basin of 2,300 users, to 
the prospective 177 sub-provincial concessions with an average 
of over 115,000 users. 

In particular, as shown by a recent study by PwC, we will move 
from a market system characterized by the current 230 players, 
mostly publicly owned (former municipal companies also active 
in the gas and electricity retail activity), to no more than 50 
players. 

This organizational change is the natural consequence of the 
joint provision by the Legislator as regards the main criteria for 
participation and award of new tenders.

In particular, based on the main criterion of economic and financial 
eligibility for participation in tenders, suitable subjects are the 
distributors who have developed a sales volume of at least 50% of 
the regulated revenues related to the object of the tender, even if the 
turnover is made from concessions outside  the tender territory (in 
other words, the player, especially in the case of a local operator, 
should have a market share of 50% in the relevant territory).

The second  criterion moves in the same direction by giving 
to the technical project about 70% of the total score and thus 
going to favour the ability to prepare an adequate technical 
and industrial project that only those players who are already 
significantly active in the perimeter of the new tender territories 
will be able to draw.

An analysis conducted by PwC on this market shows that in 
118 new tender territories there is already a market leader who 
serves an average of 75% of total users; in the remaining 59 
territories, characterized by a greater fragmentation, there is 
still a leader serving on average 40% of total users, often with a 
strong local presence, and some smaller sized players. 

In substance, even assuming that the territory’s leading players 
will be awarded the tenders, around 180 players are destined 
to exit the market. These are the so-called marginal players 
characterized by a very tiny market share and their divestment is 
expected to occur significantly before the tenders, i.e. in the next 
24 months.

Which strategies are going to characterize the reorganization of 
this industry ?

The large national players now present in numerous and 
fragmented territories should rationalize their portfolio and their 
territorial presence, by identifying investment opportunities 
in the territories where they are more active, by acquiring the 
existing marginal players in the pre-tender phase. At the same 
time, they should tend to exit the non-strategic territories, thus 
funding the potential acquisitions.

The major former municipal companies should instead pursue 
a strategy of consolidation in their historic territories and 
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opportunistically evaluate any growth option in geographically 
adjacent territories if characterized by a high fragmentation and 
likely to be subject to consolidation.

Which are the prospects for the smaller players in the business of 
gas distribution?

The smaller players, i.e. the small-medium distributors, 
characterized by a significant local presence but not endowed 
with the financial and economic requirements for autonomous 
participation in the tender, will need to consider whether to 
develop a partnership strategy (which is possible only if they 
are active in competitively fragmented territories) to stay in the 
business or alternatively exit the distribution business and sell 
their own assets to the interested parties; it is unlikely that they 
will wait for the tenders as an exit strategy. 

The Municipalities that own small and medium sized multi-
utilities know very well the strategic value of the network 
business and the prospects of the retail business.

The current orientation, when they are active in the distribution 
business with uncertain going concern prospects, follows a 
twofold direction:

• pursuit of alliances and partnerships  in the distribution 
business in order to maintain a presence at local and 
community level. The network business for its regulated 
features (guaranteed remuneration and tariff certainty) is 
considered more akin to the nature of local government; 
furthermore, the gas distribution actually represents 
and fully justifies the public role of the Municipality in 
the local economy since through the protection of the 
quality and safety standards and the provision of the 
technical support in the territory (emergency), it actually 
guarantees a service for the protection and to the benefit 
of the community it serves;

• complete transfer or research of industrial partnerships 
in the free market retail business, where the service to 
the community is increasingly assuming the features of a 
commodity with the exception of the proximity and the 
localisation of the support relationship; the latter, which 
for the end user is merely administrative rather than 

technical, can be guaranteed through its explicit provision 
in the joining rules of the industrial partner (rules of 
governance/shareholder agreements/terms providing for 
the maintenance of the local support centres).

However, it is important to point out that the smaller players, 
even though they do not meet the economic and financial 
requirements for independent participation, consider today 
as a strategic priority option the possibility of establishing 
distribution partnerships with the major national players 
interested in expanding their own basin of presence and/or with 
other local players; the strategic option of (early) exit from the 
business is considered as a solution of last resort only in case of 
lack of possible partnerships.

Consequently, although the first tenders probably will not take 
place before 2014, the search for local partnerships is also the key 
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strategic option for the main players and the large aggregations 
of former municipal companies, interested in evaluating any 
concrete opportunity to expand, through partnerships, their own 
basin of future presence.

What kind of new players will be able to financially support the 
growth of the gas distribution players?

The decline of incentivized investments in renewables has 
significantly contributed to steer the attention of the major 
Infrastructural Funds in the gas distribution sector; indeed, the 
regulated characteristics of the gas distribution business and the 
number of existing players make the industrial consolidation and 
growth path attractive also for external financing parties.

The basic conditions of financial attractiveness (investment 
needs) for the Infrastructural Funds appear to be met thanks to 
the characteristics of the gas distribution, in particular:

• Profitability and guaranteed and stable return on 
investment: gas distribution is a business with a stable 
regulatory framework and predictable profitability, 
expected cash flows and IRR of the investment;

• Commitment and timing for the provision of the financial 
resources: the participation together with a distribution 
player to the territorial tenders allows investors to plan 
and define the financial dimension of the strategy in line 
with the recognized commitment (maximum expected 
investment) which will be required in a defined time 
horizon (the period of the planned tenders) and will turn 
into an actual loan only if the tender is awarded, in order 
to liquidate the outgoing player.

• Planned way out and defined/definable realizable value: the 
territorial tenders will have a duration (12 years) in line 
with the average investment of the Infrastructural Funds 

by defining the value of the way out (liquidation value at 
the end of the concession) already known (at least in its 
criteria) when the concession is awarded (RAB at the end 
of the concession).

However, the above-listed conditions which make the deal 
attractive under a financial point of view, are necessary but not 
sufficient. Indeed three key industrial requirements (pillars) 
have to be met by the potential operating partner:

• High managerial level: i.e. presence of an industrial 
management entrusted to a BoD capable of expressing 
independent lines of development in relation to public 
ownership; 

• Consolidated operating capacity: i.e. management of 
the complexity of a business which extends beyond the 
provincial boundaries and operates with a client-base 
whose size is already significant; 

• Concrete and attainable industrial expansion plan: possible 
if you are willing to operate in a territorial context 
with a potential to grow, characterized by competitive 
fragmentation with several options for consolidation 
(partnership/acquisition) that might be successfully 
pursued.

Conclusions

The reorganization of the sector inevitably involves the 
redefinition of roles and players in the industry chain regardless 
of their size and weight in the business.
For these reasons, PwC, expects that in the next 24 months 
numerous deals will be concluded, which although of a limited 
size, will in fact anticipate the concentration process promoted 
by the Legislator through the reform of the sector.
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