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  Target Model Task Force
Current status and 11 April London Workshop feedback

We limit ourselves to some high level feedback in this response to events in London but thank regulators for the opportunity to attend and participate in the London Workshop. All of our earlier feedback remains valid but is not repeated here. We look forward to a more comprehensive face-to-face dialogue on the matters which follow and more detailed items. We appreciate your offer to meet with ENTSOG/TSOs to further discuss the TM and look forward to receiving an indication of potential dates so that we can schedule  our diaries and prepare for the meetings to best use regulators’ availability. We propose to formulate some further questions and to supply them to regulators ahead of our upcoming meetings.

· Regulators’ feedback to ENTSOG presentation
We look forward to hearing your views on the presentation given by ENTSOG in London and particularly with respect to how we value the establishment of, and incremental improvements in, functioning wholesale markets. This quantification is essential to ensure evidence based decisions are made in respect of Target Model (TM) implementation.

· ENTSOG feedback on regulators presentations 
We remain concerned about the manner in which some aspects of regime performance are presented by the regulators. A particular example is the utilisation of interconnection capacity. Whilst unused capacity may be indicative of problems associated with access to capacity such a deduction may not be appropriate. Indeed there is a high degree of alignment between many NW European hubs; frequently gas price differentials are less than underlying interconnection capacity costs so the resulting flows are considered efficient by many. The potential short term consumer surplus that might be achievable in gas is substantial less than that achievable in electricity. Hence we continue to advocate an evidence based impact assessment evaluating cost/benefit trade-offs to establish proportionate changes to enhance market establishment and functioning. 

We note that contractual congestion seems to be the central problem identified by the regulators and therefore we would advocate that we should focus on delivering Congestion Management Procedures (CMP) changes to improve access to capacity and then assess their efficiency. 
· High level feedback on Target Model proposals.
The aspiration should be to create a series of liquid wholesale markets that normally achieve a gas price relativity that are reflective of transaction costs (including transport capacity cost) unless constraints exist between the markets when localised supply and demand will determine different pricing levels that cannot be resolved via investment. We recognise that proponents of the MECOS model suggest that special efforts (based on a  gas regime derivative of market coupling) might be appropriate at day-ahead to seek to help achieve an optimal price alignment in this timeframe.

We welcome the new third pillar in the MECOS model, enabling secure supply patterns which should ensure that the necessary interconnection and intraconnection investments are made.  Functioning wholesale markets within entry-exit regimes can only exist where internal congestions are small and rare. The underlying assets must be fairly rewarded both now, and in the future, to ensure that required investments supporting further development of functioning wholesale markets can be delivered. 

ENTSOG understands that some regulators continue to support the shorter term release of capacity at prices that may be much lower than capacity purchased well before gas flow and we would welcome dialogue and clarification from regulators about how some of the potential undesirable consequences are to be managed. Zero priced capacity may maximise social welfare at an instant in time but will create other distortions or increase socialised costs elsewhere. It is therefore essential to consider much wider timescales covering investment leadtimes and asset lives than implied by a very short term social welfare consideration.  

Therefore ENTSOG concludes that very low short term capacity prices (compared with longer term bookings) run the risk of undermining longer term capacity sales, detracting from secondary capacity markets, generating undesirable cross-subsidy effects between users or inappropriate risks to TSOs.   

· Market areas and trading regions

The complexity associated with ensuring fully harmonised balancing rules in merged market areas is recognised and therefore the trading region approach might be somewhat easier although we believe that the assumption about no, or at least minimal, congestion risk (in both approaches) needs to be made explicit. The trading region approach might be regarded as a first step towards full market area establishment; the appropriateness of each step to be determined by an evidence based approach reflecting local circumstances.

Any integration (crossing national borders) will raise important legal and contractual issues. We look forward to gaining learning from the intended Irish/Northern Issue zone merger announced just prior to the London workshop.  

· Linking markets
We are cautious about the terminology “market coupling” that is used in electricity. There are fundamental differences between electricity and gas that render a straightforward read-across inappropriate. For example electricity TSO revenues are essentially guaranteed by local consumers and cross-border energy flows are small; the gas environment is very different and therefore adaptions are necessary to ensure a viable gas regime proposal that does not have adverse unintended consequences. 

There may be merit in considering a gas process to better link markets and ENTSOG will look at the technical requirements of this approach. We will share the outcome of this with regulators during June and would propose to make this part of an ENTSOG presentation to the last TM Workshop. 

Our initial view is that, given the aspiration to optimise price alignment then a process at day ahead might be relevant. This process could be designed to effectively link three transactions; commodity trades in adjacent hubs and (bundled) hub-to-hub capacity. For example capacity to be used in this market linkage process could come from:

· secondary capacity market (i.e. directly sold into the mechanism by shippers) 

· recalled capacity (i.e. that freed up by the current Congestion Management Procedures (CMP))

· TSO sale of capacity (i.e. overselling incentives envisaged within CMP) 

ENTSOG will work to develop a generic concept of how the lessons from market coupling could be used to develop a “linking markets” idea that might be a desirable feature within the TM. Later determination of whether the approach  should be used in particular circumstances would be determined on the basis of a more detailed evaluation.
· Next steps 
We look forward to receiving an early release of a near final MECOS model paper that includes a full description of the model and the underlying assumptions. Our view is that insufficient information means that the model is still poorly understood (by ourselves and many other stakeholders). All of the underlying assumptions in the MECOS model must be made explicit to better enable the evaluation of the model.

Therefore early sight of the promised paper to enable a thorough assessment of the model and more dialogue are essential to ensure the ramifications of the model are well understood , let alone accepted by the broad range of stakeholders. 

The TM must not be allowed to detract from the 2014 objective of single market delivery and must not be allowed to unduly delay current guideline, framework guide and network code delivery already being progressed. Any resulting changes to CMP, CAM and balancing activities already underway must be small and of low impact if currently expected timelines are to be achieved. 

ENTSOG looks forward to an ongoing dialogue with regulators and to present its views, and recommendations, about the future TM at the June workshop. 
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