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The Credit Assessment Price (CAP) review trigger level of £57/MWh (£6/MWh above the 
current CAP value of £51/MWh) has been breached and the Credit Committee is asked to 

consider whether the CAP should be revised and, if so, the new value. A new CAP would 
become effective from Thursday 12 September 2013. We are also inviting the Credit 

Committee to determine whether the Trigger Level value should be changed at the same 

time. 

 

1. Introduction 

1.1 The current value of the Credit Assessment Price (CAP) is £51/MWh. Every week we compare this against 

a reference price, based on forward price data1. If the difference exceeds the trigger level (currently +/-

£6/MWh), then a review of the CAP value is initiated. The last review was carried out by the Credit 

Committee on 6 September 2012, with the value of £51/MWh being implemented on 4 October 2012. 

1.2 The reference price averaged about £56.50 during July and was based exclusively on Quarter 4 2013 

prices. Under the reference price methodology, the reference price calculation changed in August. During 

August the calculation uses two-thirds of Quarter 4 2013 prices and one-third of Quarter 1 2014 prices. 

The higher Quarter 1 2014 prices caused the reference price to breach the trigger level. On Monday 5 

August, the reference price was £57.90 breaching the trigger level by £0.90. 

1.3 We ask the Credit Committee to determine whether the CAP should be revised and, if so, to what value. 

If a decision is made to change the CAP value, under the terms of the BSC this new value would go live 

no earlier than Thursday 12 September 2013. 

2. Recent Pricing Data 

2.1 Graph 1 shows the reference price in comparison to the CAP value and the upper and lower limits of the 

trigger level. The area shaded in blue on this graph indicates previous periods where the value of CAP 

was under review. 

                                                

1 Forward price data provided by ICIS Heren 
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The graph shows that the reference price has remained higher than CAP since the £51/MWh value was 

introduced, and has been increasing over the last three months.  

 

2.2 Since the consultation was issued on 5 August, Q4 2013 prices have decreased, Q1 2014 prices have 

increased, and the overall reference price has decreased. From September the calculation will use two-

thirds of Q1 2014 and one-third Q4 2013 and in October the reference price will be exclusively based on 

Q1 2014 forward prices. The latest reference price will be provided at the meeting. 

2.3 Graph 2 shows the daily average SBP, the 30 day moving average of SBP and the value of CAP.  We 

believe that this is the real measure of how good the current CAP review process is, as CAP is intended to 

be a proxy for outturn SBP. 

2.4 This shows that since the introduction of the £51/MWh value, the CAP has generally underestimated the 

SBP, but over the past three months the CAP has been much closer to the average SBP. 
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Graph 3 shows the average outturn SBP over each Quarter against the forward price for that Quarter. 

The graph provides an indication of how closely outturn SBP matches the forward price. This forward 

price is based on the last available quarterly forward market price before the Quarter commenced. The 

graph shows that the average SBP and the forward market price are closely related. 
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3. Consultation Responses  

3.1 We issued a consultation on 5 August 2013 asking Trading Parties if they agreed with a proposed CAP 

value of £58/MWh, or whether a different CAP would be more appropriate. Trading Parties were 

requested to give the rationale for their views.  

3.2 We received three responses, representing 11 BSC Parties. The responses are provided as Attachment A. 

3.3 A respondent agreed with the proposed value of £58/MWh.  The respondent believed that in view of the 

current market condition and uncertainty in the near future concerning fuel and power prices, the CAP 

should be increased. While £58/MWh is a relatively large increase, the Committee should continue to take 

into account the latest information in trends (in both the forward market and the moving average SBP) 

before finalising the CAP price. The respondent also suggested a larger trigger level. 

3.4 A respondent proposed an alternative value of £57/MWh. In line with current peak prices for October 

power, the respondent recognised that this may result in a need to review the CAP price again in a 

relatively short period unless prices stabilise. The respondent believed that smaller parties would still 

prefer to try to minimise credit costs where possible. 

3.5 Another respondent proposed an alternative value £57/MWh. The view was that the CAP should be the 

same as the SBP at the moment otherwise there is a significant risk of repeated consultations in the near 

future if the CAP is increased by too much now (considering the trigger level of £6 and the current 

calculation method). 

4. Trigger Level 

4.1 The CAP Review guidance document requires the Credit Committee to review the Trigger Level at least 

once a year. The value was last reviewed at the previous Credit Committee meeting on 6 September 

2012.  

5. Next Steps 

5.1 If the Credit Committee agrees a new value of the CAP, we will notify all Trading Parties, the Funds 

Administration Agent and Energy Contract Volume Aggregation Agent of the new value. 

5.2 The BSC requires that Trading Parties are given 20 Working Days notice of the change. Therefore the 

new value would go live on Thursday 12 September 2013. 
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6. Recommendations 

We invite the Credit Committee to: 

a) NOTE the contents of the paper; 

b) AGREE that; 

i The value of CAP is increased to £58/MWh, as proposed for industry consultation;  

OR 

ii The value of CAP is revised to an alternative value in light of more recent reference prices; 

OR 

iii The value of CAP should remain unchanged at £51/MWh; 

 

c) CONFIRM that the revised value of CAP will go live on 12 September 2013; and 

d) REVIEW the Trigger Level and agree whether or not the current £6/MWh value should be 

changed. 

Attachments: 

Attachment A – Consultation Response 1 

Attachment B – Consultation Response 2 

Attachment C – Consultation Response 2 
 

 

 

 

 

 

 

For more information, please contact: 

Oliver Xing 

Market Analyst 

Oliver.xing@elexon.co.uk 

020 7380 4276 

 


