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USAID’s Energy Security Assistance

USAID intends to enhance Ukraine’s energy security by improving the
legal and regulatory frameworks, assisting the creation and development
of competition-based free market mechanisms in electricity, natural gas
and district heating sectors and increase energy supply through private
sector-led energy investments.

As a result, USAID will assist the Government of Ukraine to provide
affordable, reliable, resilient and secure energy to all Ukrainians.



Energy Markets Must Be Sustainable

* Bilateral (OTC) or blind markets (physical DAM, Intra-Day, Balancing and
financial product markets) must operate without interruptions.

* In blind markets, buyers and sellers are not aware of each other. If a market

player defaults without collateral protection, who is responsible for the
liabilities ?

* If the seller does not deliver the energy, then the buyer must replace this
energy normally with higher priced energy.

* If the buyer fails to pay for the energy delivered, then the seller will loose
revenues.

e Ukraine has a severe debt spiral issue in the current single-buyer for electricity
and bilateral gas markets.

» Ukraine needs a “clean slate” before starting competitive energy markets.

OTC Over-The-Counter DAM- Day-Ahead Market



Debt Spiral & Energy Poverty

* Conditions leading to a debt spiral
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* And Energy Poverty leading to market distortion in price formation
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Debt Accumulation in the Electricity Sector
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Two-Pronged Approach to Financial
Settlements

» Prerequisites to a “clean slate” energy sector:

— Debt settlement, cost-recovery tariffs for regulated segments,
proper capitalization, proper (direct) government subsidies,
no cross-subsides, standard contracts for bilateral trading
(EFET)

 First: Bank Clearing for bilateral/OTC trades

« Second: Market Clearing House for blind trades and possibly
bilateral trades



Critical Steps Towards Competitive Trades

Competitive commercial activities requires a strong
chain starting from legal and regulatory framework
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Financial Settlement in District Heating — KyivTeploEnergo
(KTE)
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The algorithm does not ensure the payments for gas if customers do not pay fully and on time

NEURC National Energy and Utilities Regulatory Commission of Ukraine



Financial Settlement in District Heating - Proposed KTE
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KSCA Kyiv City State Administration



Financial Settlement in Electricity - Current Scheme
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Financial Settlement in Electricity - Proposed Scheme in EML
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Market Clearing House - Central Counterparty Clearing

» Clearing ensures that when a trade is executed at the market price
between a seller and buyer, the transaction takes place in a safe, secure
and reliable way.

» Clearing guarantees that the buyer will receive value of power delivered
and not delivered and the seller will receive payment. Clearing assumes
the counterparty risk and provides netting the offsetting positions.

» Clearing receives a fee for the services (membership, per trade and per
delivery) and liquidity of the markets is important.
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Central Counterparty - Lines of Defense/Default Waterfall

1.- Membership criteria
. AV 4
2.- Initial margin requirements
F i
3.- Variation margin requirements

4- Default Fund* (Def. CM)
SEEET
5.- CCP’s Skin-in-the-Game (SITG)

6.- Mutualised Default Fund (Non-
Def. CM)

Several regulations at the European Level
(e.g. EMIR, MIFID, MIFIR) require
common and robust regulatory framework
protecting market players

CCP mechanisms are designed so to
cover the default risk of two clearing
members which has the highest exposure

Regular monitoring and stress tests are
vital for the success of the defense lines

European Commodity Clearing (ECC)
provides CCP service to energy trade in
Europe

EMIR- European Market Infrastructure Regulation, MIFID- Markets in Financial Instruments Directive, MFIR- Markets in Financial Instruments Regulation, CCP- Central Counterparty Clearing, ECC- European

Commodity Clearing
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Thank you!

Sukru Bogut
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