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Consultation response - Nordic TSOs’ proposals for the methodology for a 
market-based allocation process of cross-zonal capacity for the ex-change of 
aFRR balancing capacity 
 

4. Please share your views on the proposal 
 
Finnish Energy supports the integration of Nordic and European electricity markets, including in the 
balancing timeframe, but underlines that the main principle is making all cross-zonal capacity (CZC) 
available to the day-ahead market in a transparent way. As the proposal does not provide an underlying 
transparent and market-based method for the reservation of capacity, the TSOs should at a minimum 
present an analysis comparing the proposed solution to the use countertrading 
 
Although the EBGL provides legal basis for the proposed reservation regime, we remind of the article 38(5), 
which states that capacity reservation is only possible if cross-zonal capacity is calculated in accordance 
with the capacity calculation methodologies developed pursuant to Regulation (EU) 2015/1222 and (EU) 
2016/1719. 
 
The explanatory document focuses on the costs of the TSOs rather than the benefit of the electricity 
market as a whole. The comparison of price differences just measures the marginal cost/utility to the TSO 
of reserving capacity and not the marginal benefit to the whole market. Very small changes in available 
cross border capacity can result in significant changes in the clearing price of a volatile day-ahead market. 
Consequently, TSOs should be conservative in the methodology and actual reservation levels to cause as 
little interference in the market as possible. 
 
There is a high risk that TSOs withhold capacity for aFRR exchange that would have had a higher value in 
the day ahead market, and we believe that this risk is not sufficiently reflected in the current proposal. To 
address this, TSOs should establish clearer criteria for forecasting the CZC value; make use of higher uplift 
values; consider a more conservative reservation cap than 10 percent of the NTC; and establish a fully 
transparent notification process to market participants of the use of reservations. 
 
One main concern is the lack of a full socio-economic analysis of the proposal. Rather the starting point is a 
cost-efficient method of achieving a model agreed between the TSOs themselves. There is no analysis why 
countertrade or using actual prices would be worse alternatives. We also call that TSOs report on the 
volume and frequency of ‘undue’ reservations where forecasted CZC values are significantly lower than 
realized day-ahead. 
 
Article 3 - Notification process for the use of the market-based allocation process 
EBGL Article 41(1)(a) states that the methodology proposed by TSOs shall include “the notification process 
for the use of the market-based allocation process”.  
 
In our view, this means that TSOs shall prepare a process or mechanism to notify market participants of the 
actual, day-to-day, use of market-based capacity reservations. It is not sufficient to merely notify other 
European TSOs of the “detailed description of the approved methodology and time for entering into 
operation”, and it does not seem logical that the EBGL requirement should be interpreted in this way. 
Clearly, a ‘notification process’ is not necessary for a one-off information to other European TSOs.   
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We urge TSOs to include in the final proposal a description of a proper notification process to market 
participants. The notification process should inform market participants about every instance of CZC 
reservations on a daily basis.  
 
Article 4 - Determining the actual CZC market value for exchange of balancing capacity and the forecasted 
CZC market value for exchange of energy 
We question the robustness of the proposed methodology to forecast the market value of CZC based on 
reference day spot prices. The market clearing prices of the day-ahead market on the reference day (i.e. the 
day prior to aFRR capacity bids) will in many instances not reflect the actual CZC value. For instance, 
weather conditions may differ, or interconnectors and productions facilities may/may not be available. 
Similarly, the reference day has very little predictive power for some bidding zones. We recommend the 
TSOs to find the calculations done by Danish Energy concerning DK2-SE4-border and of using that as 
inspiration for calculation with respect to other borders also. 
 
TSOs should clarify the criteria for deciding that “market conditions are known to be completely different” 
in Article 4(3).  It is important that TSOs are transparent in establishing the reference day and forecasted 
market value of CZC. indeed, the detailed rules for defining the reference day and adjustments of the price 
difference (article 4(5) should be part of the current proposal and regulatory approval. Alternatively, the 
proposal should set a clear deadline for finalization of these rules and a process for stakeholder 
consultation. 
 
Article 5 - Defining the maximum volume of allocated cross-zonal capacity 
Market participants have negative experiences with undue CZC reservations by TSOs in the past. In several 
cases, for instance on Hassle, Storebælt and Skagerak, previous capacity reservations by TSOs have been 
found to be in conflict with fundamental market principles and consequently repealed by regulatory 
decision. On this background, we welcome that TSOs have voluntarily decided to cap the maximum volume 
of CZC reservations. We would, however, like to see an assessment of different cap levels or, at least, 
justification or for the capping the volume at 10 % level rather than 5 % or other options. 
 
Article 6 - Determining the allocated volume of cross-zonal capacity for exchange of balancing capacity   
TSOs should be cautious when determining the allocated volume of CZC. Small changes in available CZC can 
significantly impact DA prices and may lead to suboptimal, especially too large, CZC reservation volumes.  
 
Given the high uncertainty of the proposed methodology to forecast the market value of CZC, the proposed 
uplift values (0,1EUR/MWh; 1EUR/MWh) in Article 6(4) should be increased to ensure that reservation 
volumes are conservative.  
 
For instance, an estimate calculated by Danish Energy on 2017 day-ahead market price data indicates that 
an uplift of 0.1 Eur/MWh and 1.0 EUR/MWh to the estimated CZC price difference based on the reference 
day is not sufficient to reflect the estimation error. We urge to revise the quality of the reference day 
method after 1 year to evaluate if the proposed model is performing as expected and the day-ahead 
interconnector capacities are not affected. 
 
 
Finnish Energy represents approximately 260 companies that produce, acquire, transmit and sell electricity, 
gas, district heat and district cooling and offer related services. 
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