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Summary The Credit Assessment Price (CAP) lower Trigger Level of £42/MWh (£5/MWh 
below the current CAP value of £47/MWh) has been breached. The Credit 
Committee is invited to consider a new CAP value which would become effective 
from Thursday 24 December 2015. We are also inviting the Credit Committee to 
determine whether the current review process is still relevant and if Trigger 
Level value should be changed. 

 
 

1. Introduction 

1.1 The current value of the Credit Assessment Price (CAP) is £47/MWh. Every week, ELEXON compares this 
against a reference price, based on forward price data1. If the difference exceeds the Trigger Level (currently 
+/-£5/MWh), ELEXON initiates a review of the CAP value. The last review was carried out by the Credit 
Committee on 7 January 2015 and the CAP was set to £47/MWh on 12 February 2015. 

1.2 The reference price averaged £46.35/MWh during October 2015 and was based solely on Q1 2016 prices. 
From November 2015, the reference price calculation changed to give weight to Q2 2016 with two thirds to 
Q1 2016 forward prices. Lower prices in all of the weighted quarters have caused the reference price to 
breach the lower trigger level. 

1.3 On Monday 16 November 2015, the reference price was £41.79/MWh, breaching the lower Trigger Level by 
£0.21. 

1.4 We invite the Credit Committee to determine whether the CAP should be revised and, if so, the new value. If 
a decision is made to change the CAP value it would go live no earlier than 24 December 2015. 

1.5 Based on forward market prices at the time this paper was written (24 November 2015) the forecasted 
reference price (reflecting wholesale prices) as at the implementation date of 24 December 2015 is 
£38.80/MWh. 

 

 

 

 

 

 

                                                
 
1 Forward price data is provided by ICIS Heren. 
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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 areas shaded in blue on this graph indicate the periods where the value of the CAP was 
under review. 

2.2 The graph shows that the reference price has been decreasing since mid-October 2015 but the decrease has 
accelerated from the beginning of November 2015 when the reference price started using a third of Q2 2016 
prices in the calculation weighting. 

 

2.3 Since we issued the consultation on 17 November 2015, Q1 2016 and Q2 2016 forward prices fluctuated 
between £36/MWh to £40/MWh for baseload and £40/MWh and £47/MWh for peaks. The latest reference 
price was £42.17/MWh as of Monday 23 November 2015. 

2.4 Graph 2 shows the daily average System Buy Price (SBP), the 30 day moving average of SBP and the value 
of the CAP. We believe that this is a measure of how good the current CAP review process is as we consider 
CAP to be a proxy for outturn SBP. 

2.5 This shows that, after the introduction of the £47/MWh value, the current CAP was first underestimating then 
overestimating the average SBP. Since August 2015, the CAP has been very closely following the 30 day 
moving average value of the SBP until November 2015.  
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2.6 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 
a close correlation between the average SBP and the forward market price for the past year. 
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3. Consultation responses 

3.1 We issued a consultation on 17 November 2015 asking Trading Parties if they agreed with a proposed CAP 
value of £42/MWh, or whether a different CAP would be more appropriate. Trading Parties were requested to 
give the rationale for their views.  

3.2 We have received two responses to the consultation covering 17 Parties. One of the responses approved the 
recommended CAP value of £42/MWh when the other one suggested keeping the current value of £47/MWh 
as CAP at the moment. The rationale behind the second respondent’s suggestion is the unknown impact of 
the recent Modifications that have been implemented during the November 2015 release on the System 
Prices.  

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 January 2015 and was 
changed from -/+£6/MWh to -/+£5/MWh. 

4.2 At its meeting in January 2015, the Credit Committee asked ELEXON to consider changing the Trigger Level 
value to a fixed percentage of the CAP. Based on analysis of historical values, moving to a Trigger Level 
equal to 10% of the CAP would have increased the number of breaches by 20 since 2010. A Trigger Level of 
12% of the CAP would yield similar results to the actual Trigger Level values used over the same period. 
There would have been 57 breaches compared to the 60 that actually occurred with the £6/MWh and 
£5/MWh values used as Trigger Levels.  

4.3 Note that these comparisons are only estimations as Credit Committee meetings would have been held more 
or less often and different CAP values could have been chosen, affecting the future Trigger Levels. 

4.4 We invite you to consider if a change in the Trigger Level value or methodology is appropriate. 

5. Potential changes of the CAP review process 

5.1 Since 5 November 2015 when BSC Modification P305 – Electricity Balancing Significant Code Review 
Developments was implemented, the Imbalance Price calculation has changed from a dual price calculation 
to a single and more marginal one. As a result, the data used to calculate the reference price may not be as 
reflective of the System Buy Price (SBP) as it has been in the past when the Market Index Price was used as 
Reverse Price for every Settlement Period. Under the new arrangements, both System Prices are based on 
the Main Price calculation method and fluctuate depending on the market length. According to post-P305 
implementation data currently available (12 days), the System Prices average around £27/MWh when the 
market is long and £51/MWh when it is short. Over that period the market has been long 49.3% of the time 
and short 50.7%. 

5.2 In light of the changes to the price calculation, we are likely to see a step change in prices upwards if the 
system is persistently short.  

5.3 Different options could be considered when setting the CAP such as: 

• Using short term historical values of the SBP rather than forward looking market prices 

• Applying monthly weighting to the reference price based on expected market lengths  

• Meeting on a monthly basis to determine the CAP 

5.4 The notice period could also be reviewed to allow a more flexible process and a CAP value that matches 
current Imbalance Prices better however this would require a BSC Modification. The current CAP review 

https://www.elexon.co.uk/mod-proposal/p305/
https://www.elexon.co.uk/mod-proposal/p305/
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process takes an average of six weeks and therefore prices can significantly shift between a breach and the 
implementation date. 

5.5 Considering the small amount of data currently available on post-P305 prices, we recommend keeping the 
current method for calculating the reference price until we have more visibility on the impact of the 
Modification on System Prices. 

6. Next steps 

6.1 If the Credit Committee agrees a new value of the CAP, ELEXON will notify all Trading Parties, the Funds 
Administration Agent (FAA) and Energy Contract Volume Aggregation Agent (ECVAA) of the new value. 

6.2 The BSC requires that Trading Parties are given a minimum of 20 Working Days’ notice of the change. 
Therefore the new value would go live on Thursday 24 December 2015. 

7. Recommendations 

7.1 We invite you to: 

a) NOTE the contents of this paper; 

b) APPROVE 

i) The value of CAP is decreased to £42/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 and 
consultation responses; 

b) CONFIRM that the revised value of CAP will go live on Thursday 24 December 2015; and 

c) REVIEW the Trigger Level and agree whether or not the current £5/MWh value should be changed. 

Attachments 

Attachment A – Consultation Responses 

 

For more information, please contact: 

Thomas Routier, Market Analyst 

Thomas.routier@elexon.co.uk 

020 7380 4378 
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