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eSett I n b r I ef SERVES MOR]I-E’TSHSS

electricity market participants.

eSett was

FOUNDED IN 2013.
Its imbalance settlement

o

L

JOINTLY OWNED BY THE NORDIC TRANSMISSION
SYSTEM OPERATORS (TSO) Energinet (Denmark),
Fingrid (Finland), Statnett (Norway), and
Svenska kraftnat (Sweden) have equal shares.

operations started in May 2017.

_
RESPONSIBLE FOR IMBALANCE SETTLEMENT and invoicing
the Balance Responsible Parties (BRP) in Denmark,
Finland, Sweden, and Norway.
—e
21 (1 part-timer) was the NUMBER OF
Corporate Language ENGLISH. ¢
Service also in FINNISH, NORWEGIAN FULL-TIME EMPLOYEES at the end of 2022

and SWEDISH
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NBS Model & NBS Handbook

eSett maintains the financial balance NBS model describes how the imbalance settlement is done in the

in the Nordic electricity market Nordics (Finland, Sweden, Norway & Depmark) |
*+ TSOs own the NBS model and make decisions about changes in the
model
%ﬁt‘:ﬁ{.ﬁuys be a balance cTRIO *  TSO Expert Group decides on the details of the model
between electricity supply and o 1})-

+ Imbalance settlement is a natural monopoly and a necessary function in
a commercial electricity market

consumption. Market participants
are required to plan how to
achieve the balance.

*  The common Nordic Imbalance Settlement solution is supported by the
governments and regulators in the Nordic countries and is regarded as

an important step towards a fully functional common retail market.
IMBALANCE IMBALANCE SETTLEMENT

SETTLEMENT esett calculates realized * Each national TSO is still ultimately responsible for the balancing

electricity volume deviations . . . . .
from the planned clagriofty operations in their country but eSett will manage the settlement on their
volumes after the operation behalf

hour. Finally, eSett calculates

costs for imbalances and

invoices them.

FINANCE
Imbalance settlement results in
the financial balance between
the market participants in the
electricity market.

NBS Handbook describes the NBS model

«  Structures, metering, reporting, timings, imbalance calculation, pricing,
invoicing, collaterals, communication, market monitoring etc.

* NBS Handbook is an appendix of the Imbalance Settlement Agreement
. Main agreement between eSett and Balance Responsible Parties

* Unofficial translations available in Finnish, Swedish and Norwegian

*  https://www.esett.com/handbook/
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eSett’s role in Nordic electricity market

NORD CENERGINET FINGRID
IOI Nasdaq ) epexspot POOL = et Statnett % eSett

Imbalance
settlement

Financial market Day-ahead Intraday market SN
market markets

Reserve market
1 day — 10 years Auction: tomMormow Continuous trading: Real time
ahead today & tomorrow
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After delivery

Financial settlement
of imbalance power
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Imbalance Settlement is a necessary function in a
commercial electricity market

Before delivery hour:

Physical trading

Operated by NEMOs*

Delivery hour: After delivery hour:
Balancing Imbalance settlement
EOperated by TSOE Operated by eSett

market settlement

Bilateral trades

)

\

Plan before delivery hour:

Production + Purchases = Consumption + Sales

31 October 2023

Production + Purchases # Consumption + Sales

Reality during delivery hour:

v

Imbalance settlement after delivery hour:
Production + Purchases £ Imbalance Power = Consumption + Sales

*Nominated electricity market operators 6
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Imbalance Settlement is separate from the settlement of
the physical trades

Before delivery hour: Delivery hour: After delivery hour:

Physical trading Balancing Imbalance settlement

Operated by NEMOs* EOperated by TSOE Operated by eSett

Balancing Imbalance
market settlement

Bilateral trades

v v

Imbalance settlement:

Settlement of physical trades:
* |mbalance settlement is the settlement of differences between the

physical trades and the actual production and consumption
(=imbalances).

+ Day-ahead and Intraday trades settled by
NEMOs

* Bilateral trades settled between the
trading parties

Separate

activities

* Imbalance settlement also includes the invoicing of certain fees as
well as the settlement of reserves activated by the TSO in the
balancing market.

31 October 2023 *Nominated electricity market operators 7



INVOICING, PAYMENTS AND
COLLATERALS
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The imbalance settlement results are invoiced and settled
~3 weeks after the delivery day

Calendar
days

Week 1

Week 2

Week 3

Week 4

Delivery
days

Mon

Tue

Wed

Thu

Fri

Sat

Sun

Mon

Tue

Wed

Thu

Fri

Sat

Sun

Mon

Tue

Wed

Thu | Fri | Sat | Sun | Mon| Tue | Wed

Thu

Mon

Tue

Wed

Thu

Fri

Sat

Sun

N|foju (b | W [N|[F
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11

12

1

13

14

15

16

17

18

19 | 20 | 21 | 22

25

1

Delivery day DO

Reporting of data D2 —-D13

Settlement of week 1 final

Invoicing of week 1

Direct debiting of debit invoices

Payment of credit invoices




Settlement weekly activities

Weekday | Activities

Monday

Tuesday

Wednesday

Thursday

31 October 2023

The settlement of the last day (Sunday) to be included in the invoicing round is finalized

eSett calculates currency positions, makes FX forwards and converts invoice amounts (explained in
section 8.8)

eSett issues debit and credit notes to BRPs and BSPs by 13 CET
eSett calculates and communicates updated collateral requirement to BRPs and BSPs by 13 CET
BRP or BSP posts any additional collateral to meet the updated collateral requirement during Monday:

— Cash collateral to be deposited onto the settlement account during Monday so that it is included
in Monday’s closing account balance

— On-demand guarantees to be provided to eSett by 15 CET on Monday

BRP or BSP provides sufficient balance on settlement account for settlement of next invoice if it is a debit
note. Required amount to be deposited onto the settlement account during Monday so that it is included in
Monday’s closing balance

BRP or BSP to contact eSett if there are any issues with the invoice

eSett issues corrected invoice if there was an error that eSett is responsible for
eSett debits the settlement account of the BRPs and BSPs that received debit notes
eSett makes payments to BRPs and BSPs that received credit notes

BRPs and BSPs receive the payments for their credit notes on their settlement accounts (provided that
they have agreed with their settlement bank about receiving same-day-value payments)

INOTE!: A holiday in the
settlement interval (Mon — Thu)
in any of the NBS countries
shifts the activities on and after
the holiday one business day
forward. The Nordic calendar is
available on Handbook
Appendix 2

& eSett
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Collaterals

» eSett is the financial counterparty in the imbalance settlement towards
all BRPs/BSPs and TSOs

*  Counterparty risk of eSett arises from the outstanding obligations of BRPs,
i.e. from negative imbalances that have taken place but not been paid for yet

«  Each BRP must therefore provide collateral to eSett as security against the
risk that the BRP is unable to fulfil its obligations towards eSett

*  Exceptions:

Denmark where Energinet (TSO) bares the risk

BSPs are not required to post collateral as of now

« Collateral demand is calculated with a dynamic model 5

 Demand is calculated daily based on latest settlement data and prices

* Demand is published on Mondays a

e Minimum collateral demand is EUR 40 000,00

* Release of excess collateral upon request approved by eSett (Handbook

9.8) BN L
» Collateral can be provided in the form of cash or an on-demand &
guarantee, or a combination of these e 8 e

« At the termination of Imbalance agreement, eSett will release funds

after all liabilities have been settled

« Settlement bank is not allowed to release any collateral funds without
eSett’'s approval

« The Account Holder may not pledge the Pledged Cash Account to
third parties even with priority after eSett.
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Essential terms of On-Demand Guarantee

1 Currency can be DKK, EUR, NOK or SEK

2 Payable on first demand

3 Payment within 3 banking days of demand

4 Continuing guarantee

» Can be terminated by bank with 3 months’ notice

» Upon termination the guarantee remains valid for payment obligations incurred until the termination date until such payment obligations have been
settled in full
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Excess collateral release

EXCESS COLLATERAL

31 October 2023

 Collateral funds
exceed the collateral
demand

» Collateral demand is
recalculated every
weekday

»

RELEASE REQUEST

 BRP/BSP creates a
release request in
Online Service

* BRP/BSP will inform
the release account
to be used and
sends eSett SSI if
one account model
is used

* In two account
model release
account is the Cash
account

RELEASE INSTRUCTIONS

 After validation eSett
will send the
Settlement Bank
payment instructions

J
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Role and requirements of
Settlement Banks

31 October 2023



Role of Settlement Banks

Provision of cash accounts

Execution of "Request for Transfer” instructions from
eSett according to the settlement schedule (MT101)

Daily reporting of account balances and transactions
to eSett (MT940)

31 October 2023
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Provision of Cash Accounts to the BRPs

OPTION A CASH ACCOUNT MODEL (NEW): OPTION B PLEDGE ACCOUNT MODEL (OLD):
1. Cash Account 1. Pledged Cash Account
«  Used for posting for settlement of the » Used for posting of cash collateral and for
BRP’s/BSP’s invoices settlement of the BRP’s/BPS’s invoices

«  Right of Disposal for eSett *  Pledge in favor of eSett

*  Can be part of cash pool or have a credit limit *  Rightof Disposal for eSett

. Customer can release funds independently » Governed by Pledged Cash Account Agreement

» Agreement template: Pledged account agreement

2. Cash Collateral Account

*  Used for posting of cash collateral
SERVICE FEES:

*  Pledge in favor of eSett
. The BRP/BSP is responsible for all applicable service fees for

the settlement bank services

» Governed by Agreement on Right of Disposal of Cash - eSettis not responsible for any fees or costs incurred by the
Account and Cash Collateral Settlement Bank

» Agreement template: Cash and Collateral Account *  Any pricing model can be applied to the settlement bank
Agreement clean agreement services, but settlement account cannot be used to cover the

bank’s service fees as all the funds need to be pledged to eSett
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https://view.officeapps.live.com/op/view.aspx?src=https%3A%2F%2Fwww.esett.com%2Fapp%2Fuploads%2F2023%2F08%2FCash-and-Collateral-Account-Agreement-clean-agreement-all-banks-8th-July-2022-BSP-role-added-62.docx&wdOrigin=BROWSELINK
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https://www.esett.com/app/uploads/2021/08/blank-pledged-account-agreement-20.2.2020.pdf
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Execution of “Request for Transfer” instructions from eSett

Instructions issued by eSett are forwarded by eSett’s Settlement
bank (Nordea) to Settlement Bank as MT101 message (Same-Day-
Value payment payment instruction CORT)

Transfers to be executed by Settlement Bank in accordance with
the "Request for Transfer” service defined by SWIFT

. The Settlement Bank shall include, unaltered, at least the 35 first
characters of any remittance information supplied in field 70 of the
incoming MT101 message

The Settlement Bank shall inform immediately eSett if it is, due to
any reason, unable to execute a payment from a Cash Account as
instructed by eSett

Message or
transaction

Description

Deadline

(1

Incoming Request
for Transfer from
eSett

Deadline for when an incoming Request for Transfer
instruction sent by eSett through eSett's bank shall be
available to the Settlement Bank in order for deadline (2)

to apply.

11:00 CET D+0

@)

Outgoing payment
transfer to eSeft

Deadline for when a payment transfer from the Account
Holder's Cash Account to eSett's account in response to a
Request for Transfer instruction from eSett shall be
available to eSett's bank, provided that the incoming
Request for Transfer instruction was available to the
Settlement Bank by the deadline (1).

14:45 CET D+0

17
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3 Dally reporting of Account Balances and Transactions

» For collateral monitoring and for ensuring orderly settlement of outstanding invoices, eSett needs to have up to
date information about the balances and transactions on the BRPs’/BSPs’ Cash Accounts

« The Settlement Bank shall make daily end-of-day transaction and balance reports on the BRPs’/BSPs’ Cash
Accounts available to eSett in the SWIFT MT940 format defined by SWIFT

« The MT940 reports will be retrieved from the Settlement Bank on eSett’s behalf by eSett’s bank

 When needed, the Settlement Bank shall also respond to eSett’s enquiries concerning transactions and balances
on a Cash Account during the day

31 October 2023 18
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Requirements of Settlement bank

1 Technical requirements for settlement banks:

» Bank domiciled in European Economic Area (EEA) or UK area

* Provide cash accounts in EUR, SEK, NOK or DKK. Account owner is BRP/BSP

* Member of SWIFT or operating through another SWIFT member

Ability to execute Request for Transfer instruction/ MT101 with Same Day Value according to eSett's schedule (CORT)
* Ability to include remittance information from incoming MT101 in outgoing payment

* Ability to report balances in MT940 format according to eSett's schedule

2 Rating requirements for settlement banks:

 Rating at least from one of the following:
» Standard & Poor's: long term rating “A-"
» Moody's: long term rating "A3"
» Fitch: long term rating “A-"

* If the Settlement Bank is rated by several agencies, at least one of the ratings must be on the aforementioned level and the lowest rating must be at
least BBB+ (Fitch, Standard & Poor's) or Baal (Moody's).

3 Contractual requirements for settlement banks:

+ Settlement bank agreement

» Account agreement (one & two account models)

* Bilateral agreement with eSett’'s main bank (Nordea Finland)

* MT101, MT940

« Standard Settlement Instructions (with the one account model)

* Any necessary agreements between Settlement Bank and BRP/BSP

31 October 2023 19
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Contract structure for governing invoicing, payments and
collateral in the Nordic imbalance settlement

31 October 2023

Imbalance
Settlement
/Balancing
Service
Settlement
Agreement

Account
agreement

~.] On-Demand

Guarantee

Settlement
Bank
Agreement

Bilateral
agreement for
Request for
Transfer

Banking

service
agreements
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Steps to become a settlement bank

L Bank contacts eSett

+ Contact to finance@esett.com
» Bank to appoint contact person for further communication

2 eSett and Nordea (eSett’s Settlement bank) review information about the bank’s capability to operate in
accordance with eSett’'s settlement model

» Settlement bank delivers completed Settlement bank questionnaire to finance@esett.com
» Settlement bank guestionnaire

eSett confirms to the bank whether the bank can be approved as a Settlement Bank in the Nordic Imbalance
Settlement

4
All necessary agreements signed with Settlement Bank

o eSett performs end-to-end testing of Request for Transfer transaction and Balance Reporting together with

selected BRP/BSP

eSett adds bank onto public list of approved Settlement Banks

31 October 2023 21
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Further information

> eSett’s website www.esett.com Contact:

finance@esett.com

» Handbook | Nordic Imbalance Settlement Model |
eSett

» chapters 8 and 9

> Settlement Banks | Nordic Imbalance Settlement
Model | eSett
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WE SETTLE, TOGETHER!




	Slide 1: Information about  Nordic Imbalance Settlement  to prospective Settlement Banks
	Slide 2: Topics
	Slide 3
	Slide 4: NBS Model & NBS Handbook
	Slide 5: eSett’s role in Nordic electricity market
	Slide 6: Imbalance Settlement is a necessary function in a commercial electricity market
	Slide 7: Imbalance Settlement is separate from the settlement of the physical trades
	Slide 8: INVOICING, PAYMENTS AND COLLATERALS
	Slide 9: The imbalance settlement results are invoiced and settled  ~3 weeks after the delivery day
	Slide 10: Settlement weekly activities
	Slide 11: Collaterals
	Slide 12: Essential terms of On-Demand Guarantee
	Slide 13: Excess collateral release
	Slide 14: Role and requirements of  Settlement Banks
	Slide 15: Role of Settlement Banks
	Slide 16:   Provision of Cash Accounts to the BRPs
	Slide 17
	Slide 18
	Slide 19: Requirements of Settlement bank
	Slide 20: Contract structure for governing invoicing, payments and collateral in the Nordic imbalance settlement
	Slide 21: Steps to become a settlement bank
	Slide 22: Further information
	Slide 23

