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Date Published: 9 April 2010

Overview or Purpose of Document:

ELEXON produces this report on the Credit Assessment Price (CAP) review process every 3 months for the 
Credit Committee.  This particular report covers January to March 2010.  The purpose of these reports is to 
assist the Credit Committee in its obligation to keep the CAP Review process under review.  

In summary:

• The previously agreed change in CAP from £49/MWh to £38/MWh became effective on 12 January 
2010 but no CAP reviews were triggered during this Quarter. 

• CAP has not been as a good a proxy for outturn SBP during this Quarter as in the last few 
Quarters.  It has undervalued SBP by £10.96/MWh on average over the Quarter.  This itself 
appears to be due to the relatively low forward electricity prices we use to review CAP, probably 
itself due to the unexpectedly long and deep winter 2010 temperatures not being factored into the 
Quarter forward prices that we use.

• However, we still see no immediate reason to change the CAP review process.  If our reasoning is 
correct, the discrepancy in Reference Price and outturn SBP is temporary and reducing.  This is 
borne out by the most recent March SBP levels.

• Based on the level of forward prices at the time of writing we would not expect a CAP trigger event 
to occur in the near future.  However, given the tightness of the tolerance band, it would take only 
a small forward price trend to emerge to change this prediction. 
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1 Why we produce the Quarterly Report

ELEXON creates this report every 3 months to provide an overview of the performance of the CAP 
review process.  We focus on the review process over the last Quarter (i.e. this report covers the 
months of January, February and March 2010).  We assess the weekly trigger checks and the 
performance of CAP against outturn System Buy Price (SBP) and forward market prices.

The primary aims of these reports are to assist the Credit Committee:

• by indicating where a change in the trigger level may be necessary;

• in its task of keeping under review the suitability and availability of the forward price data and 
enabling the Committee, where appropriate, to recommend a change of provider(s) or 
additional provider(s) of forward price data to the Panel; and

• by providing a view on how well the methodology for reviewing CAP is working. The Committee 
can recommend a change to the standard methodology to the Panel if it believes it to be 
necessary or appropriate. 

As these reports are primarily for the Committee, there is no explanation in these reports of how the 
CAP review process works or what CAP is used for.   If you are reading this report out of interest and 
want to know about this background, there are documents that cover this on the Credit Committee web 
pages, which you can find at:

http://www.elexon.co.uk/bscpanelandcommittees/panelcommittees/CreditCommittee/default.aspx

2 An overview of the CAP review process from January to March 2010

During this last Quarter, neither the upper nor lower CAP trigger level has been breached.  So there 
have been no formal CAP reviews or consultations.   However, as a result of the earlier, December 
2009, review, the value of CAP did change during the Quarter from £49/MWh to £38/MWh effective 
from 12 January 2010.  The details are set out in the table below.

Date of Trigger 
Breach

Effective Dates CAP Value actually 
implemented

CAP Value proposed 
in Consultation 

26/01/2009 04/03/2009 to
11/01/2010

£49/MWh £49/MWh

30/11/2009 12/01/2010 onwards £38/MWh £38/MWh

The trigger level also decreased on 12 January 2010, from £11/MWh to £6/MWh.

3 A more detailed analysis

A CAP review triggers if the Reference Price (which is derived from forward prices currently provided by 
ICIS Heren) breaches a band of current CAP +/- trigger level.  So for most of this first Quarter of 2010, 
a CAP review would be triggered if the Reference Price reaches £38/MWh +/- £6/MWh, i.e. below 
£32/MWh or above £44/MWh.

http://www.elexon.co.uk/bscpanelandcommittees/panelcommittees/CreditCommittee/default.aspx
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In Graph 1 above you can see how the Reference Price has varied and what the CAP value has been set 
at over time.   The new CAP review process was introduced in October 2007.   On the graph you can 
also see the upper and lower limits of the trigger level and the shaded areas indicate periods where the 
value of CAP was under review.

During this last Quarter, the Reference Price has remained within a very tight band, varying only a high 
point of £39.80/MWh (on 11 January) and a low point of £36.47/MWh (on 29 March) and.  The only 
trend to have emerged was a very slight downwards trend in prices in March.

The last Reference Price of the Quarter was £36.47/MWh on 29 March 2010.

In Graphs 2 and 2a below you can see the relationship between CAP and daily average SBP.  We 
believe that this is the real measure of how good the current CAP review process is at predicting 
outturn SBP.   Graph 2 shows the period from January 2008 to date, while Graph 2a shows the same 
data but for the last 12 months only, from April 2009 onwards.   
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From this, you can see that the match between CAP and daily outturn SBP in this first Quarter of 2010
is not as good as in previous recent quarters.   CAP has undervalued SBP by £10.96/MWh, averaging 
over the whole Quarter.   At least until March, SBP has not dropped in the way forecast by the 
Reference Price at the time of the December 2009 CAP review.  We suspect that the cause is probably 
due to the long duration and depth of the cold spell this winter that was not factored into the forward 
prices used to calculate the Reference Price. As SBP has been dropping towards the end of the 
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Quarter as temperatures climbed more towards the seasonal average, we take this as support for our 
view.   The results for Quarter 1 2010 shown in Graph 3 below add further weight.

Graph 3 shows the average outturn System Buy Price (SBP) over each Quarter against the forward price 
for that Quarter.   We have based this forward price on the last available forward market price before 
the Quarter actually began.   This is another measure of how good the CAP review process is overall.   
This is because if the forward price does not predict outturn future SBP movements well, then with our
current methodology, CAP will not reflect future SBP well either. Of course, we should make the point 
that forward prices are not necessarily used by the markets as predictors of SBP (!), but we have 
previously found that they are generally a good basis for this purpose, as can be seen over the years in 
Graph 3.  Hence they have proved a good basis for use in the CAP review process.

For the first Quarter of 2010, you can see that the last forward price was below the outturn SBP
(£9.86/MWh below to be exact).   This is not particularly unusual in terms of the difference we have 
seen over the years.  But it does reinforce our view that the CAP is lower than outturn SBP probably
because the market was not anticipating the colder weather of winter 2010 even at the very end of 
2009.  We note that the last available forward price for Q1 2010 dropped from that for Q4 2009, but 
the actual outturn SBP took the opposite direction and rose between the Quarters.

3.1 Effect of Modification P217

ELEXON has now commenced monitoring the impact of pricing modification P217, implemented on 5 
November 2009.  Reports are now included as routine in the monthly Trading Operations Report.

The evidence from this monitoring is that P217 can impact the prices in individual half hours but has no 
significant impact on the level of average daily prices.   So there is still no reason to suggest that the
current CAP review process needs to be revised as a result.
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3.2 Review of 2009

On behalf of the Credit Committee, we presented a paper to the March 2010 meeting of the BSC Panel 
on how well the CAP review had worked over 2009.    We noted the CAP review process had worked 
well in 2009 and did not recommend any immediate change was necessary to the CAP review process.  
The Panel agreed and noted our report.

4 Looking Forward

4.1 Will there be another CAP Review soon?

The reduction in trigger level to £6/MWh means that the Reference Price need not change as much as 
previously to initiate another CAP review.  After the change in CAP and trigger level on 12 January 2010 
a review would trigger if the Reference Price rose above £44/MWh or dropped below £32/MWh.  This 
makes a CAP review more likely than previously.

With each change of month in the coming Quarter, we include less of the third Quarter of 2010 forward 
prices and more of the fourth Quarter prices in calculating the Reference Price.   

In April, the Reference Price is purely based on third Quarter prices. At the time of writing (9 April
2010) the latest Reference Price is standing at £37.29/MWh.  Fourth Quarter 2010 prices are currently 
higher at £40.68/MWh; and Q1 2011 is higher still at £43.45/MWh but none of these prices are 
currently sufficient to breach the £44/MWh trigger level.   If forward prices were to remain at today’s 
levels, this would imply that there is no immediate prospect of a CAP review.

Of course forward prices are always changing (during this first week of April, third Quarter prices have 
risen by £0.90/MWh for example) and as noted above, it needs less of a trend to become established to 
trigger a CAP review with the smaller trigger level was at £6/MWh.  

5 Conclusions

• The previously agreed change in CAP from £49/MWh to £38/MWh became effective on 12 
January 2010 but no CAP reviews were triggered during this Quarter. 

• CAP has not been as a good a proxy for outturn SBP during this Quarter as in the last few 
Quarters.  It has undervalued SBP by £10.96/MWh on average over the Quarter.  This itself 
appears to be due to the relatively low forward electricity prices we use to review CAP, probably
itself due to the unexpectedly long and deep winter 2010 temperatures not being factored into 
the Quarter forward prices that we use.

• However, we still see no immediate reason to change the CAP review process.  If our reasoning 
is correct, the discrepancy in Reference Price and outturn SBP is temporary and reducing. This 
is borne out by the most recent March SBP levels.

• Based on the level of forward prices at the time of writing we would not expect a CAP trigger 
event to occur in the near future.  However, given the tightness of the tolerance band, it would 
take only a small forward price trend to emerge to change this prediction. 
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