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of possibilities for streamlining and simplifying the process of applying a
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Brussels, 29 April 2025

ENTSO-E welcomes the European Commission’s Report on the assessment of possibilities of
streamlining and simplifying the process for Members States to apply for a capacity mechanism
(CM), the proposal for simplified State aid procedures for CMs, and recommendations to update and
simplify the ERAA methodology.

The complexity of the current ERAA methodology, in fact, creates significant challenges for ENTSO-E
to deliver the ERAA report on a yearly basis as mandated by the Electricity Regulation. The update and
simplification of the ERAA methodology should aim at supporting Member States and other
stakeholders by (i) reducing the risk of delays in submission of the ERAA, which Member States rely on
for national decision making, and (ii) streamlining the process for Member States to perform
complementary National Resource Adequacy Assessments (NRAAs), which should be based on the
ERAA methodology.

Based on its experience in conducting four editions of the ERAA, ENTSO-E firmly believes that the
upcoming ERAA methodology revision needs to strike the right balance between ensuring robustness
of the study, achieving significant simplifications to ensure feasible delivery, and enhancing the value
of the ERAA for Member States by simplifying the process of applying for a CM. On this basis, ENTSO-
E has identified the following main principles for a future ERAA:
e ERAA is not a crystal ball, and key uncertainties that impact resource adequacy should be
considered at the core of the ERAA;
e The number of reference scenarios, selection of target years and sensitivities are
interdependent and should be carefully chosen to maximise the value of the ERAA for Member
States, while ensuring it is feasible to deliver in the mandated time frame;
e The role of economic viability assessment (EVA) should evolve to further increase its
robustness;
e The complementarity and equal importance of the ERAA and NRAAs in identifying resource
adequacy concerns and potential need for a CM should be recognized.

With these principles in mind ENTSO-E generally welcomes and supports the following proposals from
the European Commission in its streamlining report:

e Limit the number of explicitly modelled target years to include only those most critical for
monitoring resource adequacy and making timely decisions regarding CMs.

e Introduce an additional scenario which would reflect the uncertainty that the policy ambitions
laid out by Member States in their National Energy and Climate Plans (NECPs) may not be
achieved as intended (e.g. due to policy effectiveness and/or deployment risks), or taken for
granted in the current ERAA central reference scenario. This additional scenario could be based
on recent trends and reasonably-expected progress towards Member States’ delivery on their
NECPs. On the other hand, the introduction of a new central reference scenario in ERAA would
significantly increase the complexity of the data collection and modelling process, depending
on the number of scenario dimensions involved (e.g. supply, demand, flexibility, network etc.).
To ensure this scenario can be accommodated, ENTSO-E suggests limiting changes in this
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scenario to fewer dimensions (e.g. focused on the supply side) and not requiring it to be
performed in every ERAA edition.

e Reuvisit in the EVA the conditions for investment decision-making process, by appropriately
modelling the risk aversion of a rational investor via ‘hurdle rates’. However, while we
endorse the ‘hurdle rate’ approach and its explicit inclusion in the ERAA Methodology, hurdle
rates cannot capture all investment risks, and reflecting a more appropriate investor behaviour
in the EVA will require a combination of complementary risk management approaches towards
price volatility and price spikes.

e Monitor assumptions linked to cross-zonal exchanges from third countries to reflect the level
of risk associated with these systems. ENTSO-E confirms that we already operationally conduct
such monitoring.

e Make the sensitivity to identify whether indirect restrictions to price formation may
constitute possible sources of resource adequacy concerns, which is currently a mandatory
requirement, optional in the revision of the ERAA methodology.

e Enhance transparency — an essential aspect of ENTSO-E’s work and stakeholder engagement
— we continue our effort to provide clear and accessible information about the inputs and
outputs of the ERAA. For instance, the ERAA 2023 publication included the hourly distribution
of energy not served (ENS), which was also published for ERAA 2024. For ERAA 2024 a new
input data dashboard was also made available to stakeholders.

However, despite the stated objective of the ERAA methodology revision to simplify the methodology
and to ease its implementation at EU and national level, several of the Commission’s proposals would
tend to increase the scope and complexity of the ERAA, rather than simplify it. It is vital that the new
methodology is streamlined compared to the current one to ensure the ERAA can be delivered on time,
and Member States can assess their security of supply in a timely way and take action where necessary.
Moreover, several proposals also risk undermining the principle of complementarity between NRAAs
and the ERAA. In that respect, ENTSO-E has specific concerns regarding the following proposals:

e As part of the simplified State aid procedure for CMs, the Commission proposes to include a
post-processing step to enable the direct identification of the volume of capacity to procure
for each bidding zone for the CM, and for the ERAA to publish relevant parameters (e.g. de-
rating factors) required for the dimensioning of a CM under this simplified procedure. Such a
step would be a fundamental change in the scope of the ERAA, which should not be taken
lightly. While ENTSO-E supports in principle the introduction of a simplified State aid
procedure, this must not lead to the introduction of a new complex step in the ERAA process
that would endanger timely delivery, as this would be counterproductive to the overall goal of
streamlining and simplifying the process. While a simplified post-processing calculation of the
‘adequacy gap’ and derating factors from ERAA could be useful for Member States that need
to calculate these values urgently rather than precisely, or for Member States that have not
yet developed a NRAA and/or approaches to define the auction parameters, nationally-
calculated values are likely to have higher precision, and should be seen with (at least) equal
priority.

e The Commission’s proposal for a simplified State aid process limits Member States to rely on
adequacy gaps and derating factors calculated from the ERAA only. However, ENTSO-E
believes a simplified approval process should also be available for MSs based on their NRAAs
where national specificities are typically modelled in more detail, and CM auction parameters
can be determined more precisely.

e ERAA should not contain parameters strictly related to CM auctions such as derating factors
and capacity needs, unless explicitly requested by a Member State or a TSO. The reason for
this is that key auction parameters should be calculated close to the auctions themselves and
not through forward-looking studies like ERAA, to better forecast the electricity system state
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in the auction delivery year. Moreover, an adequacy assessment is primarily a medium-term
risk assessment, not a tool designed to dimension the needs of a commercial mechanism. The
auction demand curve expresses the willingness of a Member State to cover the risks with a
given level of confidence and therefore represents a core national responsibility. Finally, an
EU-wide assessment may not capture all national peculiarities. For example, the solar
generation profile in Mediterranean countries is different from Nordic countries. Hence, also
the technology derating factors will vary strongly across the EU. Thus, any ERAA-calculated
parameters should only be provided for Member States specifically requesting them for the
simplified State aid procedure, and not for CMs justified on the basis of NRAAs.

The proposal that ACER calculate ‘reference’ Value of Lost Load (VOLL) and Cost of New Entry
(CONE) indicators at EU level is potentially inconsistent with European Regulation (e.g.
Electricity Regulation Article 25) where it is the prerogative of Member States to establish their
VOLL and CONE parameters and set their acceptable level of security of supply, according to
the ACER’s methodology (Decision of 2 October 2020). In any case, single ACER-calculated
‘reference’ VOLL and CONE values applied for the whole EU would not reflect the different
characteristics across Member States relevant for defining a Reliability Standard (e.g.
differences in willingness-to-pay, energy use patterns, wages, investment and labour costs),
and is likely to create conflicts between official values established by Member States
themselves. It is crucial that the prerogative of Member States to determine their own VOLL
and/or CONE values is fully preserved, and therefore any reference values calculated centrally
by ACER should not undermine this national competence—whether in the context of the
simplified State aid process, or in any NRAA.

The proposal to sharpen the ERAA implementation towards the consideration of non-fossil
flexible resources (e.g. better reflecting ramping constraints and considering ancillary services
revenues in the EVA) is not straightforward. The current simplification of flexibility constraints
in the ERAA is both reasonable and necessary as it has a negligible impact on adequacy
indicators (e.g. LOLE, ENS), and ensures reasonable computational times. Including all
flexibility constraints in the dispatch model would likely lead to a tenfold increase in simulation
times and render the ERAA unachievable, without improving the quality of the final adequacy
results. Incremental refinements could be investigated over time to better reflect flexibility
limitations and additional (ancillary service) revenues in the EVA, but these would necessitate
further simplifications in other aspects and should only be considered if the benefits outweigh
the trade-offs. The possibility to consider additional ramping constraints is also provided for in
the proposed methodology for the Flexibility Needs Assessment.

While ENTSO-E intends to shift to the so-called ‘revenue-based’ EVA approach over time in
the ERAA, the ‘cost-based’ EVA approach could remain a viable option for Member States to
apply in their NRAA.

Regarding the simplified State aid procedure, several proposed requirements outlined in Annex | of
the Commission’s proposal for the Clean Industrial Deal State Aid Framework (CISAF) also raise
concerns:

The requirement that the latest available ACER-approved ERAA central reference scenarios are
the sole basis for identifying the need for a CM. This would undermine the principle of principle
of complementarity with the NRAA, and be too limiting given many Member States which have
implemented a CM have done so on the basis of the NRAA.

The requirement that Member States have already received an opinion from the Commission
on their market reform plan, would still constitute significant barriers for a swift and
streamlined CM approval process.

ENTSO-E further elaborates on these (and other) concerns in its response to the CISAF public
consultation.
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ENTSO-E is looking forward to working with ACER and the Commission to work towards a
streamlined ERAA methodology that strikes the right balance of achieving robust results, added value
for Member States, while being realistically achievable in the legal timeframe.
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