The Development of British Electricity Trading and Transmission Arrangements.  Report on Consultation and Next Steps
Response by Scottish and Southern Energy

1 Introduction 

1.1 We continue to believe that it is timely to consider the future trading arrangements in Scotland given the likely substantial changes in the market in the medium term.  In particular, the anticipated influx of renewable generation in Scotland as a result of the Renewables Obligation raises a number of issues that need to be addressed. We therefore welcome Ofgem's second consultation paper and the opportunity to further comment on the proposed reforms.

1.2 Although Ofgem/DTI’s thinking has developed in certain areas, there remains considerable uncertainty about BETTA which could potentially undermine the process going forward.  

Of particular concern is the allocation of functions between the SO and TO; transmission access, pricing and losses; the BSC and CUSC modification process; and a number of other issues.  We have commented on each of these in the following sections.

2 The Case for Reform

2.1 We are not in principle opposed to GB wide trading arrangements, provided the proposals recognise the particular circumstances of the market in Scotland.  In particular, we are not convinced that BETTA in isolation will resolve the challenges facing the wholesale market in Scotland.  We also do not believe that Ofgem have put forward a sufficiently compelling case for BETTA.  

2.2 A central part of Ofgem's initial justification for reform is based on comparisons of retail prices.  We welcome Ofgem's re-assessment of comparisons of retail prices, and in particular the recognition that allowing for differences in network costs, retail prices in Scotland are broadly in line with E&W.  This then feeds through to comparable discounts to customers by suppliers in Scotland and E&W.  Indeed, Ofgem are correct to point out that this would be expected as the prices are linked through the administered wholesale price arrangements, but they would be linked in any case through trading on the interconnector.  This in fact was the basis of the in-depth debate with Ofgem when setting the 1998 administered price, that continued the linkage with wholesale prices in E&W.  

2.3 This leaves Ofgem's case for BETTA reliant on the expectation that it could better facilitate competition in the wholesale market.  However, this has to be matched against the cost of the reform that ultimately will affect any final benefit to customers.

2.4 Ofgem's belief that greater competition will result is based on a number of subjective factors reproduced below with our comments.

“the current administered prices are set by consent with the companies, and are not formalised within a licence condition (which would give SP and SSE a route to resolve disputes via the Competition Commission). This implies that the administered pricing arrangements in Scotland must be acceptable to SP and SSE in the light of their generation costs and the prevailing market and contractual arrangements;”

2.5 The administered pricing arrangements have been agreed with Ofgem after consultation with the industry. They have remained of a similar form since their inception, maintaining the link with E&W prices. The debate about the arrangements as they have been reviewed has simply focused on translating those E&W prices into Scotland.

“the generation sector in Scotland has not been subject to any significant entry or exit since Vesting;”

2.6 Prior to the Renewables Obligation, it would not necessarily have been expected that generation would particularly want to build in Scotland, behind a known constraint.  The nature of the assets in Scotland (five large stations, of which two are nuclear, two are coal and one is gas fired plus the hydro sets) does not present the same drivers towards asset transfer as the large and diverse asset base that exists in England & Wales and this explains the lack of asset ownership change.

“Scottish wholesale prices are not determined by the costs of production of Scottish generators;”

2.7 Whilst a separate Scottish wholesale price has never been determined, again by reference to the 1998 debate on wholesale prices, there would not be any anticipated difference between the prices in Scotland and E&W in two separate but interconnected markets.  Indeed, the creation of a separate Scottish price would be akin to regional pricing in E&W and would be against what seems to be Ofgem's desire to have a common E&W and thus GB wholesale price.

“the absence of effective competitive arrangements must, in Ofgem/DTI’s view, distort the investment decisions of independent generators considering market entry and the investment decisions of host generators considering exit (or entry, through increasing capacity) – a point supported by a number of respondents;”

2.8 Investment decisions are made in a stable regulatory environment. This has been the case in the market in Scotland, both through the administered arrangements and through the low level of changes to the SAS. It is clear that the level of change under NETA (and indeed in the gas market) has been significant, and major regulatory initiatives such as new transmission access and losses rules (and hourly gas balancing) have created significant investment uncertainty, to a far greater extent than the relatively stable regulated environment in Scotland.

“the incentives for non-host suppliers to procure electricity more efficiently are tempered by the administered arrangements, which in effect ensure that all non-host suppliers face the same wholesale price”

2.9 Suppliers will procure in the most efficient way available to them. The fact that this form is not available under NETA should not be seen as a criticism of the Scottish arrangement, rather, it is a criticism of NETA that 100% demand contracts are not available.

2.10 Ofgem's justification for BETTA is subjective and, in our view, BETTA needs to be justified through a robust cost benefit analysis. Our comments on the draft Regulatory Impact Assessment are given separately to this response.  From this and from the above, we do not believe that wholesale prices will reduce through the move to BETTA.  Indeed, we note from the draft regulatory impact assessment that the DTI do not envisage price reductions of more than 1% following BETTA.

We continue to have a major concern that BETTA, taken in isolation, will not address the fundamental challenges facing the Scottish market over the medium term.  Since an unconstrained Interconnector is a prerequisite to BETTA, SSE continue to believe that plans to upgrade the GB system should be urgently developed.  As part of this, transmission constraints in Scotland will need to be addressed as a substantial amount of the anticipated renewable generation will be located in the North of Scotland with or without BETTA.  These general concerns notwithstanding, we are not in principle opposed to GB-wide trading arrangements and we look forward to working with Ofgem to ensure that the unique circumstances of the Scottish market are fully reflected in the final proposals.

3 Allocation of Functions Between the SO and TO

3.1 We comment below on the criteria for the allocation of functions as listed in the consultation paper and reproduced in italics.

(1a) functions that directly affect market participants, and which cannot be easily codified and effectively monitored to ensure that no bias is being exercised, be separated from those with market affiliations;

(1b) access to confidential data, which may reveal the intentions of participants in market-based activities, should be available only to those that do not have affiliated interests in those same market-based activities;

3.2 While these are valid criteria, we believe that the perceived problems with respect to bias and confidentiality in criteria 1(a) and 1(b) have been greatly overstated, and do not justify ruling out TOs with affiliated generation from bidding to be the System Operator.  Any information obtained in operational timescales by a TO would be of little value to affiliated generation, even supposing abuse of licence confidentiality requirements by the TO, since there would be no time to react to it.  In planning time scales, it is essential for the TO to be aware of generation plant outages for example, so that these can be co-ordinated with transmission plant outages.

(2a) it is practical, efficient and economic to undertake the various functions of the system operator separately from the functions of the separate transmission owners;

3.3 It is generally accepted that separating the activities in combined transmission system owner/operators is inherently inefficient, and this objective should be to minimise such inefficiencies.

(2b) appropriate incentives can be given to each of the system operator and transmission owners to undertake their separate activities in an efficient, co-ordinated and economic manner;

3.4 We have highlighted above the problems of appropriate incentives, and agree that it is essential to ensure that incentives are aligned.  This is particularly relevant for the SO and in our view also rules out the possibility of the SO having any authority for investment decisions where it is aligned to one of the TOs. In these circumstances, there would be a principal-agent problem in that it would be virtually impossible to ensure that the SO (as agent) was not taking investment decisions that inappropriately favoured its own transmission business over the other TOs.

(3) the one-off costs of effecting the changes should be as low as possible, taking into account both central costs and participants’ costs;

3.5 This is a valid criteria, and we believe that the potential costs of a “deep” system operator are far in excess of a “shallow” arrangement.

(4) security of supply must not be jeopardised;

3.6 We agree that maintaining security of supply is essential.  It is clear that the “deeper” the SO function, the more new interfaces will be introduced between the TO and SO.  There is also a greater possibility for responsibilities to be “blurred”, the greater the involvement of the SO.  All of this has potential implications for security of supply.  Accordingly, we firmly believe that security of supply requirements point to a “shallow” model with little or no involvement of the SO in investment or long term system planing.

(5) there is the ability to ensure effective asset management, including safety and environmental issues to meet both shorter and longer term obligations; 

3.7 This is a valid objective and we firmly believe that effective asset management lies with the transmission owner.  Asset management in this context involves all aspects of construction and maintenance, and we believe that the obligations and requirements flowing from this lead to the conclusion that a shallow system operator is essential.

(6) functions continue to be carried out by those parties who are currently responsible for them unless there is a requirement to reallocate responsibility in order to meet the objectives of BETTA.

3.8 Again this is a valid objective, and essential if the costs of implementing BETTA are to be minimised.  In our view, the only practical conclusion from this criteria is that the system operator should be simply responsible for balancing and directing the configuration of the transmission system.  All the other roles we believe are not strictly necessary to achieve the objectives of BETTA, and merely add to the costs.  These are discussed in considering Ofgem’s preliminary proposals on the role of the GBSO in section 4 below.

3.9 However, before exploring the role of the SO, it is worth examining the role of the TO, as proposed in the paper, and the resources required to carry out this function.  This is stated in section 4.22 and 4.23 of Ofgem’s paper as follows: 

3.10 “In any event, it is envisaged that the transmission owners would be responsible for identifying asset maintenance requirements in the first instance. Transmission owners would continue to own their existing transmission assets, and new transmission assets within their areas, and would also be responsible for carrying out maintenance on those assets and optimising associated costs.” and “Ofgem/DTI believe that it is also appropriate for transmission owners to be responsible for planning and delivering new capital expenditure requirements on their transmission systems.”

3.11 In order to carry out its role of planning and delivering new capital expenditure, the TO would need experienced system planners, capable of load flow and stability modelling, including assessment of the impact on neighbouring TO and DNO systems.  To reasonably assess the capability of the system and therefore to plan any necessary reinforcements, the TO would require access to daily operational data on generation plant activity, system demands and load flows.  The planning engineers would also need to be capable of specifying the detailed technical requirements of the transmission plant.  These planning engineers also have the detailed knowledge of the network and customer requirements to provide a key interface with customers requiring new connections.  Engineers would also be required to project manage the capital expenditure plan for project delivery including new connections.

3.12 Plant engineers are a key resource in developing maintenance plans and specifications, and these often involve discussions with customers to co-ordinate maintenance requirements.  All these resources come together in developing the annual outage plans, as maintenance and construction outages are co-ordinated with those of other parties including DNOs, other TOs, generators and customers.

3.13 With respect to on the day switching activities, it is the TO that has the necessary resources in terms of on site manpower, local knowledge, and remote control equipment, and it would be inefficient and costly to replace the control equipment to interface with an existing combined TO/SO systems simply to provide a “button pushing” facility to the SO.

3.14 This means that the skills and resources that a TO would require to deliver the obligations specified in the consultation paper would still be required under the deep SO model. Accordingly, if the SO is involved in anything more than system balancing, the allocation of functions would result in inefficiencies, duplication of resources and unnecessary costs.

Comments on the “role of the GBSO”

3.15 The proposed responsibilities of the system operator in italics below have been reproduced from section 3.5 of the June consultation on the criteria for appointing the GBSO.

A. responsibility for purchase and call-off of GB balancing services in all timescales;

3.16 We recognise that as a cornerstone of BETTA, a single system operator needs to have an overview of the bids and offers for balancing services across GB so as to manage the network, and as such we agree with this allocation of responsibility.

B. responsibility for directing the real-time operational configuration of the operational transmission system within GB;

3.17 Directing the real time operational configuration as a high level responsibility could in practice be allocated to the GBSO. However, there is a detailed interaction with regional TOs in local network security, plant loadings, and customer interfaces that needs to be detailed in the framework document envisaged to govern the SO/TO relationship.

C. a formal role in co-ordinating the scheduling of construction and maintenance outages on the GB transmission network and a formal role in understanding and agreeing outage changes, including the need to cancel or shorten outages;

3.18 Again, we accept that there is a role for the GBSO in co-ordinating outage plans between neighbouring TOs.  However, the outage details would necessarily rest with the regional TO who has the detailed asset knowledge and customer requirements to prepare the plan.  In addition, to the extent that the SO required any changes to the outage plan put forward by the TO, it should be made to compensate the TO at appropriate (and pre-agreed) rates.  This is necessary to ensure that the SO does not have an incentive to disturb the TO’s work programmes by pushing its own constraints in real time onto the TO.

D. the GB system operator may have some incentive arrangements and responsibilities applying in relation to transmission system investment planning;

3.19 This is one area where it is very difficult to codify the potentially conflicting incentives on an SO which has an affiliated TO.  When the SO’s annual balancing costs can be reduced by investment in transmission assets, network users as a whole only benefit if the annualised investment costs are less than the avoided balancing costs.  With a separate SO and TO, it is essential to ensure that their incentives are aligned so that the lowest cost solution overall is obtained.  As noted above, we do not believe that it would be appropriate for a GBSO with an TO affiliate to have any role in investment, given the potential conflict of interest and in particular the possibility that it might inappropriately favour its own TO business over the other transmission businesses.

E. potentially some role in the new connections planning process in order to help to ensure independence and non-discrimination;

3.20 We do not agree that the SO has any role to play in the new connections planning process.  There are already robust arrangements in place to ensure confidentiality of information, and in practice, information relating to generation connections is in the public domain long before a connection offer is made.  Given the resources and information required by the TO to carry out its development and planning obligations, this would also be a duplication of resources and lead to further inefficiency.

F. responsibility for contracting with users of the GB transmission network for connection to and use of the system. This would include collection of revenues for connection to and use of the GB transmission network. Certain of these revenues would be distributed to transmission owners; 

3.21 We regard this as fundamentally unworkable.  The legal routes for liability, particularly for connection, lie between the connected party and the owner of the assets.  For use of system, it is possible to envisage an arrangement where each TO delivers an interconnected transmission network to the GBSO in return for a payment, and the GBSO recovers its costs from parties to whom the transmission capacity is effectively sold on.  In the event that a TO’s assets are overloaded as a result of the SO’s actions, the TO would seek redress from the SO.  However, if a connection asset failed resulting in damage to a connected customer's equipment, the liability route would clearly be between the customer and the TO.  Similarly, if a TO had a claim against a connected party for example relating to damage to connection equipment, it would be very difficult to pursue that claim through a third party (the SO).  We continue to believe that the CUSC should be a multi party document, with governance arrangements such as the MRA, which has a similar framework of multiple service providers, and multiple users.  Within that framework, contracting for connection would be a TO function.
G. responsibility for proposing, and subsequently administering, a transmission charging methodology for connection to and use of the GB transmission network.
3.22 We do not necessarily agree that a single method of charging for transmission is a necessary condition for BETTA, although we understand why Ofgem might consider it desirable. In particular, however, with a shallow connection policy, and taking into account our comments above on the legal relationships, we do not see a role for the SO in connection policy.

3.23 In summary, we believe that while the high level allocation of responsibilities between the TO and SO could cover a range from “shallow” to “deep”, the functions that the TO is required to carry out, combined with the assessment criteria lead inevitably to a shallow SO.  Furthermore, when these roles are formalised in licence conditions under the legislation, we believe that is important that these roles cannot be changed without a formal opportunity for consultation and appeal (i.e. the normal Competition Commission route for disputed licence changes).

3.24 While we are working with Ofgem to determine the optimal split of the SO and TO functions, we are very concerned that interim reforms regarding access arrangements and incentives on NGC as the E&W system operator will undermine this work.  For example, if the SO is to be given incentives analogous to Transco either to buy back capacity, or to invest in the system then there is a danger that this could undermine the high level split determined by Ofgem above. Under this framework, the role of the TO could be limited to simply collecting “rent” for the assets he owns, and this would not be acceptable in terms of overall asset management. 

3.25 We would regard such a split as unacceptable and indeed unworkable in practice. We therefore firmly believe that if a deep SO incentive framework is accepted by NGC in E&W before BETTA, then such a scheme should not be automatically imposed in Scotland as part of the BETTA legislation. This would not prevent Ofgem from subsequently putting forward proposals to the Scottish TOs (and the GBSO) using the normal licence modification process once BETTA is introduced.

3.26 In summary, we firmly believe that a shallow SO is the most appropriate model consistent with the criteria determined by Ofgem, and in particular would provide the most cost effective solution while delivering its obligations for asset management.

Transmission Access and Charging

3.27 Ofgem have proposed that, as far as possible, BETTA would involve the extension into Scotland of the NETA arrangements in E&W prevailing at the time the legislation takes effect. In February, Ofgem published proposals for reform of the transmission access arrangements and the application of zonal loss factors in E&W.  As a consequence, the introduction of BETTA through primary legislation may also result in the application of revised transmission access arrangements and zonal losses in Scotland as well as introducing NETA into Scotland.

3.28 Taking each of these separately, it is clear that the application of zonal losses would have significant adverse effects for generation in Scotland. We comment on the general issue of interim reforms to the BSC and CUSC in section 7. However, given the significance of the issue of zonal losses for Scotland, we would welcome early clarification from Ofgem about whether it is envisaged that the BETTA reforms would include the extension of zonal losses into Scotland. We recognise that this issue is still being formally considered under the BSC modification process in E&W.  However, we do not believe that the BSC process necessarily precludes an early statement of intent from Ofgem about the applicability of zonal losses in Scotland assuming that such a regime (of whatever final form) is to be introduced in E&W in the interim.

3.29 Changes to the transmission access regime potentially raise similar issues in terms of the adverse effect of locational signals on generation in Scotland. However, we recognise that Ofgem’s proposals on access are still under development. We also recognise that reform of the transmission access regime is inseparably linked to Ofgem’s work on introducing a deep SO incentive on NGC in E&W (along similar lines as the proposed long-term incentive scheme for Transco). It is presumed that this would require changes to NGC’s transmission licence as well as changes to the CUSC.

3.30 Whatever the outcome of the licence modification process in E&W, reform of transmission access and the associated issue of deep SO incentives is so fundamental to transmission licensees, that we do not believe that it would be appropriate for this to be taken forward under the BETTA legislation. In addition, it is clear that a common framework for transmission access is not an absolutely necessary condition for GB-wide trading at BETTA go-live. Accordingly, we believe that if Ofgem still wish to pursue reform of transmission access and longer-term SO incentive schemes for Scotland, these should only be implemented by the normal licence modification route after the introduction of BETTA, including the prospect of appeal to the Competition Commission. In our view, it would not be appropriate for the BETTA legislation to be used to impose such substantive reforms on Scottish transmission licensees. 

3.31 More generally, Ofgem have concluded that it would be necessary to have a single method of transmission pricing across GB under BETTA. We can understand the logic for this, but we do not believe that it is necessarily a prerequisite of introducing BETTA. Furthermore, at present the three transmission licensees each have different methods of charging generators and suppliers for use of their respective systems. As a consequence, the movement to a single method of charging for transmission raises a number of concerns about potential increases in charges to particular customer groups or generators, depending on which precise methodology is applied.

3.32 We suspect that Ofgem’s preferred methodology would be to apply NGC’s ICRP methodology into Scotland. The effect of this on transmission charges to final users is uncertain. Moreover, we understand that NGC are at present conducting a review of ICRP in E&W, which means that the present methodology for transmission charging may change in E&W, and this increases the uncertainty for market participants.

3.33 Given that transmission charges are an important part of the cost base of generators and suppliers, the uncertainty about the precise method of charging for transmission under BETTA needs to be clarified as a matter of urgency. In particular, there is a generally held regulatory principle that network charges for use of the system should not be subject to any substantial shocks year-on-year and we would urge Ofgem to provide some comfort that this will be the case under BETTA. Indeed, given falling transmission charges generally through the application of the RPI-X formula, we see no reason why Ofgem/DTI can not provide a commitment that Scottish generation will not face any (real) increase in the amount paid for transmission under BETTA.

Other Issues

Price Controls 
3.34 With the shallow SO model detailed above, the TOs would continue to carry out the vast majority of functions that they carry out at present.  In the short term, the TOs’ costs could therefore be expected at best to stay broadly the same and may even increase, since any slight reduction caused by the SO carrying out system balancing would be at least offset by the increased costs of managing the interface with the SO.  The SO could be expected to have some additional costs which could be covered by the SO incentive scheme.  This should minimise any reopening of price controls.  

3.35 Given the timing of the next transmission price controls, it may also be appropriate to incorporate the contractual levels of interconnector costs into the TO system costs (i.e. as an excluded service) in the interim, rather than reopen the price control merely to adjust the regulated asset bases of the licensees.  These assets could then be fully incorporated into the regulated asset bases of the licensees at the next price control review.   On this final point, SSE also have a capital interest in the E&W interconnector, having made significant investments in Scottish assets under the terms of the Scottish Interconnector Agreement, and this investment would need to be treated in a similar way to NGC and SP.

Balancing and Settlement

3.36 The decision by Ofgem/DTI not to change the current legislative definition of high voltage lines (and thereby the scope of transmission in E&W and Scotland), should increase certainty of how the BETTA arrangements will progress. However,  the fact that the issues surrounding the classification of 132kV have been moved to be resolved through the BSC or in other ways (charging for TNUoS etc) continues to leave the issue unsatisfactorily unresolved. The impact, therefore, on embedded generation in particular remains unresolved.

SESL/Elexon

3.37 There are a number of issues around SESL, including: 

Ÿ Whilst it is recognised in the paper that there are legal constraints on Elexon's activities in its capacity as BSCCo, there are similar legal constraints on SESL. Just as in E&W where changes to the BSC and CUSC for BETTA are not within the current vires of those agreements, then neither can SESL be expected to be involved in arrangements that are outside of their vires. 

Ÿ It has to be remembered that SSE and SP carry out the financial settlement of the Scottish arrangements and that these will have to continue for the run-off period (14 months +), and an allowance has to be made for that cost. 

Ÿ There will be transitional and enduring implications for systems and staff following the implementation of BETTA, and from the run-off period.

Ÿ The issue of cost recovery (e.g. the £22m Scottish development cost), remains unresolved and again adds to uncertainty, although we welcome Ofgem’s recognition that this is an issue.

CUSC 
3.38 We do not necessarily agree that there needs to be a harmonised connection charging policy across GB as a necessary condition for BETTA, although we recognise the potential benefits of doing so. However, if there is to be a single method for connection charging, for legal reasons the bilateral connection agreements would need to be between customers and the TO.  This could be achieved within a GB CUSC framework, with the CUSC operating as a multi party document incorporating the respective roles of the TO and SO. 
System Security and Quality of Supply Standards

3.39 We note that Ofgem believe that further work is required to analyse the differences in the planning and operating standards.  We believe that aligning Scottish standards with NGC’s would impose significant costs.  In terms of planning standards, NGC operate to an "N-2" standard (plant remains within limits for loss of any two transmission circuits) and they also include an assessment of outage conditions on critical boundaries - effectively applying N-3 in these circumstances.  In Scotland the planning standard is "N-d" which limits the most onerous faults to the loss of two circuits on a common tower.  This difference is very significant e.g. there are three transmission circuits feeding north from Inverness to Dounreay, Wick, Thurso and on to Orkney: two 132kV circuits on a common tower and one 275kV circuit on a separate tower.  Applying N-d makes the worst case loss either the single 275kV circuit or the two 132kV circuits -  under both combinations the current arrangement is secure.  However, applying N-2 requires the network to be secure for loss of the 275kV circuit AND one of the 132kV circuits, which it would not be.

3.40 There is a similar fundamental difference in operating standards.  The Scottish TOs operate normally to a single circuit security, except at times of high lightning risk or severe storms when they move to secure the system to double circuit criteria.  However, NGC operate normally to double circuit criteria except in very good weather conditions when they temporarily relax to a single circuit criteria on some circuits.  The impact of operating to double circuit security in Scotland would be significant.  For example, there are four 275kV circuits feeding Aberdeen and Peterhead power station in the north east.  Regularly, other than in the winter period, one of the 275kV circuits will be out for routine maintenance.  During this outage period, applying a single circuit security standard (other than in severe weather conditions), no constraints apply.  However, if the system is to be normally secured to a double circuit criteria there would be a significant application of constraints throughout the outage period.

3.41 We do not believe that it would be appropriate to harmonise the standards up to NGC’s level, as this would imply significant costs. However, if Ofgem believe that this is appropriate, the additional investment in the Scottish network to meet the same technical and operating standards would need to be recognised by Ofgem. It would also need to be recognised that even if a policy of harmonisation was adopted as part of BETTA, this could not be achieved in practical terms before 1st April 2004. In addition, we believe that it may be appropriate to take into account the differing levels of security when considering access charges to the network.

Cost Recovery

3.42 Cost recovery remains an important issue.  Although costs could be minimised by adopting a shallow SO operation as outlined above, there would still be significant costs in extending the E&W balancing and settlement arrangements to Scotland.  As BETTA is a GB project, we believe that the costs should be spread over all GB customers and we would welcome Ofgem’s early confirmation of the mechanism that would be used to achieve this.

Restructuring Contracts 
3.43 We agree with Ofgem that any treatment of the restructuring contracts in Scotland fall outside the direct scope of the BETTA reforms. The only exception to this may be the interconnector agreement which may have to be cancelled once the interconnector assets are subsumed within the respective asset bases.

Shetland
3.44 We note that Ofgem will further consider the issue of Shetland, but would reiterate our view that the most efficient mechanism is to continue as at present.

Process 

3.45 Ofgem has asked for specific views on the process plan.  While the overall project timetable remains achievable, we believe that key uncertainties need to be resolved at an early stage so that the market participants can fully understand the implications of the BETTA package of reforms on their activities.

3.46 BETTA will in essence introduce NETA into Scotland.  However, NETA itself is changing all the time, and it is not clear how this interim change process will be managed. For example, there are a number of BSC modifications being considered for the introduction of zonal losses in England and Wales and Ofgem are also consulting on reform of the transmission access arrangements in England and Wales. It is not clear whether the BSC or CUSC reforms necessary to implement those changes would automatically be included within the GB versions of the respective Codes. If these reforms were extended into Scotland under BETTA, they would have an adverse effect on Scottish generation, including the new wind farms that are likely to connect in Scotland.

3.47 While we welcome Ofgem’s commitment to consult specifically on whether such interim reforms to NETA in E&W before 2004 should be extended to Scotland, we do not believe that this commitment is sufficient to reduce the considerable uncertainty for market participants in Scotland about exactly what is being proposed as part of the BETTA package of reforms. We therefore firmly believe that there needs to be a formal mechanism in place to take into account the potential consequences for Scotland of interim changes to the BSC and CUSC in E&W before BETTA. We also believe that there would need to be a cut-off date to the E&W arrangements beyond which no further changes were implemented before the introduction of BETTA. 

4
1

