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1. Introduction 

As the appointed Settlement Body for the Capacity Market (“CM”), the Electricity Settlements 
Company (“ESC”) must, in accordance with Regulation 84 of the Electricity Capacity Regulations 
2014 (as amended) (“the Principal Regulations”), produce an annual report on the performance of 
its functions in respect of each capacity year1. The annual report must, no later than three months 
after the end of the capacity year to which it relates, be provided to the Secretary of State for 
Business, Energy and Industrial Strategy (“BEIS”) and must be published. This annual performance 
report covers the capacity year starting on 1 October 2020 and ending on 30 September 2021. 

The CM was introduced as part of the government’s Electricity Market Reform (EMR) programme, 
through the Energy Act 2013. The CM is aimed at ensuring security of supply during times of peak 
demand, through capacity agreements awarded to capacity providers via an auction process. 
These capacity agreements provide a steady, predictable revenue stream upon which capacity 
providers can base their future investments, with the aim of ensuring security of supply in future 
years at the lowest cost to consumers. 

ESC is the designated Settlement Body for the CM and its principal functions are to collect from 
electricity suppliers the funds to pay out to capacity providers in accordance with the relevant 
regulations. ESC is a private limited company, wholly owned by the Secretary of State for BEIS, 
which performs an integral role in the delivery of the CM. It oversees the settlement of the CM to 
ensure that regular payments are made to capacity providers who have agreed to provide capacity 
or reduce demand at times of system stress. 

This capacity year has seen the continuation of COVID related adjustments to milestones to 
support Capacity Providers where appropriate.  This has had no material impacts on the Capacity 
Market the value and has been focused on successful completion of specific milestones to support 
the delivery of capacity. 
 
2021 has had a data focus looking at what data we have access to and how we can utilise it further 
for the benefit of delivery and capacity providers which we will highlight later in the report. 

2. Auctions 

In order to participate in the capacity auctions run by National Grid ESO (NG ESO), some capacity 
providers are required at the ‘pre-qualification’ stage to lodge credit cover with ESC (in the form of 
cash or a letter of credit, or a combination of both). 

 
1 “capacity year” is defined in regulation 2(1) of the Principal Regulations and means “a period of one year starting on 1 
October and ending on the following 30 September”. 
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The T-1 auction held in February 2021 procured 2.3 GW capacity for the 2021/22 capacity year. 
The clearing price was £45.00 per kilowatt. The final capacity auction that took place in Q1 2021 
was the T-4 auction for the 2024/25 capacity year, in which just under 41 GW of capacity was 
secured at a price of £18.00 kW. 

3. Metering tests 

Capacity providers seeking to participate in a capacity auction must, as part of the CM 
prequalification process, carry out a metering assessment.  

From the information provided at the metering assessment, National Grid ESO will determine 
whether or not a metering test is required. ESC is required to perform these metering tests. The 
tests seek to ensure a capacity provider’s metering arrangements correctly reflect the flow of 
electricity supplied, generated and consumed within a site. Meter testing is therefore crucial in 
providing confidence in the integrity of the CM and the meter data that underpins it. 

During the 2020/21 capacity year, ESC undertook 75 component tests for 47 capacity market units 
(CMU) – 45 for new-build/existing CMUs and two for unproven demand side response (DSR) 
capacity providers. ESC also completed 25 metering site visits throughout the 2020/21 capacity 
year as part of its metering assurance programme. The metering aggregation rule information of 
1073 CMUs across seven capacity years (multi-year agreements) have been validated, 429 CMUs 
have been validated for the 2021/22 capacity year. ESC has approved 40 changes to capacity 
providers metering arrangements. 

4. Settlement costs levy 

ESC’s day-to-day operational costs are funded by suppliers via the settlement costs levy set by the 
relevant CM regulations. The levy amount is updated annually following a robust and detailed 
annual business planning and management process. 

The settlement costs levy for the financial year 2020/21 was set at £7.502m, a decrease of 
£0.052m on the previous year’s levy of £7.554m. The small decrease in costs is due to the 
reduction in updates to the settlement system process as the CM standstill has passed and there 
will be no additional costs associated to the restart period.  

ESC delivered a good fiscal performance in financial year 2020/21, half of which falls within the 
period covered by this report, meeting all operational requirements.  As a result, the company was 
in a position to return to suppliers £518k of settlement costs levy collected from suppliers during 
2020/2021. 
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5. Settlement 

As outlined above, one of ESC’s core activities is to perform the Settlement Body functions as set 
out in Part 6 (Payments) of the Principal Regulations. This role requires ESC to make payments to, 
and receive payments from, capacity providers who hold capacity agreements. ESC obtains the 
funds to make payments to capacity providers from electricity suppliers.  

ESC implemented a number of settlement system changes, one of these was related to Ofgem 
policy changes on the interpretation of Credit Cover processing. 

ESC implemented 15 settlement system changes in non-regulatory driven improvements, driven 
by industry feedback. A few to highlight form this list include: 

• New MyEMRS registration portal 

• Automation of the annual adjustment to Capacity Cleared Price for CPI 

• Support for BSC mod P399 

• HHDA issuance of retrospective data for an individual MPAN to EMRS via D0357 data flow

 
 

6. High level comparison: 19/20 & 20/21 reports

 

 2019/20 Annual Report 2020/21 Annual Report 

Metering component tests 46 75 

Metering site visits 11 25 

Settlement costs levy £7.554m £7.502 

Credit Cover collected £211m £107m 
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7. Data Focus  

Data analysis has been the strategic goal to enable greater operational efficiencies and improve 
performance monitoring:   
 

1) Operational efficiencies:  
 

ESC are using data to drive change and facilitate cost reduction, resource efficiency and 
increase scheme participant satisfaction. This is already showing promise with the development of 
a new Satisfactory Performance Day report that automates the process for Capacity Providers. 
This uses existing data to satisfy process requirements when there is already a known positive 
outcome and we have worked with the Delivery Body to enable this. Through the automation an 
estimated total of 20 FTE of time wasted can be removed across the four-month peak work 
programme period.  
 
ESC also mandated the requirement to deliver aggregation rules for the start of the delivery year. 
This was very successful for our CM risks and to enable data to be utilised for efficiency gains in 
future. This started from the 1st October this year, we achieved 99% active aggregation rules 
compared to 86% at the same point in the previous delivery year.  
 
Whilst ESC understand that this message was strong for Capacity Providers having active 
aggregation rules earlier has ensured the proactive monitoring of Metered Data flows and the 
early identification, and resolution of any issues.  
 
Achieving a higher aggregation rule completion at the start of the delivery year mitigates the risk 
of Capacity Provider non-participation in a winter Stress Event and reduces the rework in 
operational processes through the year. As we enter 2022, the value of the data accuracy will add 
further visibility and benefits for all parties. We plan to continue this increased automation drive 
where administration and cost is high. 

   
2) Performance monitoring and data optimisation:  
 

The CM has been built from a perspective where Capacity Providers must prove performance and 
ability to deliver. However, our change of approach to accessing and interpreting data has meant 
that we will be able to remove the administrative burden, complexity and through greater 
insight help shape the Scheme in new ways. Our desire is to advance how the CM scheme is 
delivered to support the Government’s principles of Security of supply, Value for money and Net 
zero.  
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8. Net Zero   

In the Capacity Market Call for Evidence published by the Government on 26th July 2021 we 
supported the need to explore alternative auction designs and the potential for split auctions. 
ESC/LCCC are keen to develop across the industry a clearer understanding of low carbon capacity 
in the CM and what aligned possibilities exist in the flexibility agenda. 

The current set-up of the CM Scheme can be perceived as overly complex by system 
optimisation technology providers (also known as flexible technologies). The details 
embedded in CM Rules and Regulations for participants whose main core business is not energy, 
or the type of technologies that do not appropriately fit into the current design, can lessen their 
appetite to participate in the Scheme.  

Increasing ESC’s data capability to understand broader potential for participation will support the 
Government’s future policy design, which is of vital importance to define future direction. 

 

8. The year ahead 

Our data focus has allowed us to consider new ways to automate and improve processes alongside 
increasing visibility of action undertaken in the Capacity Market. This is a starting point to build 
further in 2022 and we will be looking at implementing change to reduce costs, support security of 
supply and assist the Government with future Net Zero benefits.   

Our partnership with the Delivery Body has improved greatly allowing us to develop further 
interface controls to ensure accuracy of data flowing from the delivery to the settlement body. We 
are also on a journey to remove manual workarounds, including the Satisfactory Performance Day 
automation mentioned in the data focus section, and we will continue this optimisation through 
2022 and beyond. 

On end-to-end process improvements led by ESC have shown many opportunities which we are 
now working to implement with the Delivery Body and EMRS, our Settlement partner.  

Our data focus and research will also concentrate on understanding some of the aspects explored 
in this year’s Call for Evidence, including penalties and the impact to capacity availably in a Stress 
Event. 

We continue to work with the Government and Ofgem to ensure that research and data analysis 
feeds into future policy design. 



 

 

If you would like to discuss any part of this report further or have any questions, please email: 
info@electricitysettlementcompany.uk.
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