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Enterprise and Lifelong Learning Committee

Meeting 18 September 2002

Subordinate Legislation

The following instruments were laid before Parliament on 4 July 2002 and are
attached at Annex A:

The Late Payment of Commercial Debts (Scotland) Regulations 2002 (SSI
2002/335)
The Late Payment of Commercial Debts (Rate of Interest) (Scotland) Order
2002 (SSI 2002/336)

These instruments transpose an EC Directive on late payments into Scottish law.
The law currently gives businesses a statutory right to claim interest if another
business pays its bills late.  These instruments would give:

§ a right to claim reasonable compensation from the debtor for all relevant recovery
costs incurred as a result of the debtor’s late payment, unless the debtor is not
responsible for the delay; and

§ the opportunity for organisations officially recognised as or having a legitimate
interest in representing small and medium sized enterprises to take action
according to the national law on the grounds that contractual terms relating to late
payment are grossly unfair to the creditor.

The instruments are accompanied by:

§ an Executive Note, covering these two instruments plus the Commencement
Order (see below);

§ a copy of the Scottish Executive Improving Regulation in Scotland (IRIS) Unit’s
paper on the regulatory impact of transposing the EC Directive on combating late
payment in commercial transactions.  This is the first such impact assessment
the Committee has received;

§ a copy of Directive 2000/35/EC of the European Parliament and of the Council of
29 June 2000 on combating late payment in commercial transactions. It is to fulfil
this directive that these instruments have been made; and

§ a copy for information only of The Late Payment of Commercial Debts (Interest)
Act 1998 (Commencement No. 6) (Scotland) Order 2002.  This instrument is
referred to in other papers, but is not subject to Parliamentary procedure and so
the Committee is not required to consider and report on it;

§ a copy of Commission regulation (EC) No 70/2001 of 12 January 2001 on the
application of Articles 87 and 88 of the EC Treaty to State aid to small
enterprises.  This regulation contains at Annex 1 a definition of small and medium
sized enterprises, which is used in the instruments under consideration; and
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§ a letter from the Scottish Executive apologising for the timescale in submitting
these instruments.

The Subordinate Legislation Committee did not refer any matters to the Committee
with regard to these instruments.

Recommendation

The Committee is invited to consider any issues that it wishes to raise in
reporting to the Parliament on these instruments.

Simon Watkins
Clerk to the Committee
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Enterprise and Lifelong Learning Committee

Meeting 18 September 2002

Subordinate Legislation

The following instrument was laid before Parliament on 4 September 2002 and is
attached at Annex A:

The Electricity Act 1989 (Requirement of Consent for Offshore Generating
Stations) (Scotland) Order 2002 (SSI 2002/407)

The Order modifies the Electricity Act 1989 to specify that any generating station
constructed in Scottish territorial waters (and wholly or mainly driven by water or
wind), with a permitted capacity of 1 megawatt or above, requires the consent of
Scottish Ministers.  The Electricity Act 1989 currently specifies that stations with a
capacity of 50 megawatts and above require such consent.

There are currently a number of proposals offshore generating stations.  The
Explanatory Note to the Order states that this Order would mean that consent for
each would be required on a case-by-case basis, and that each would be required to
undergo an Environmental Impact Assessment.

The Subordinate Legislation Committee made no comment on this instrument.

Recommendation

The Committee is invited to consider any issues that it wishes to raise in
reporting to the Parliament on this instrument.

Simon Watkins
Clerk to the Committee
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EVIDENCE  TO  THE  ENTERPRISE  AND  LIFELONG  LEARNING  COMMITTEE’S
INQUIRY  INTO THE  LEVELS  AND EFFECTIVENESS  OF  GOVERNMENT  SUPPORT

FOR  TOURISM

1. Introduction

1.1 COSLA welcomes the opportunity to provide evidence to the Enterprise and Lifelong
Learning Committee in its inquiry into the levels and effectiveness of Government
support for tourism.  Local government is a major but under-recognised player in the
Scottish tourism industry and is now keen to build on its local contributions with a
stronger voice in the national debate.

1.2 We do not propose to address all the questions raised by the Committee, but we have
focussed on those in which we have a direct stake and experience.  In support of our
evidence, and as demonstration of the scale of local government’s stake in tourism,
we submit to the Committee a report from the Scottish Local Authorities Economic
Development Group on ‘The Role of Scottish Councils in Tourism’.

1.3 This written evidence will inform COSLA’s presentation of oral evidence to the
Committee on 18 September and then our response to the questions raised by the
Committee.

2. How effective is the current tourism strategy?

2.1 In February 2000, the Scottish Executive published its first strategy for the
development of the tourism industry – ‘A New Strategy for Scottish Tourism’.  The
strategy identified 5 priority areas for action- the need for effective use of IT; for better
marketing; for higher standards of quality and service; for the development of the skills
of those who work in the industry; and a need to get the support structures right.

2.2 However, the Scottish Executive realised that further action needs to be taken,
particularly by businesses themselves, if the industry is to realise its potential.  Tourism
businesses did not take ownership of the strategy, which was seen as a public sector
document.  At the request of the Scottish Executive, VisitScotland led a group which
reviewed ‘A New Strategy for Scottish Tourism’.   It did this in partnership with the
tourism industry, and with all of the bodies that provide the industry with support.
COSLA played an active role in this review and in the process gained a deeper
appreciation of the fundamental importance of local government to the Scottish tourism
industry.

2.3 The outcome of this review is the ‘Tourism Framework for Action’, which builds on the
tourism strategy.  It provides a vision and three priorities for action.  The vision for
Scottish tourism is, “Scotland is a must-visit destination where visitors’ needs come
first, and tourism makes a vital contribution to economic growth.”   The priorities for
action are :
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• to develop stronger market positioning for Scotland, with better defined brands
and products to appeal to and meet the needs of domestic and international
customers.

• to adopt a consumer focus which must drive quality standards, develop new and
enhanced products and services, improve customer research and skills in the
industry.

• to enhance the status of tourism, so that everyone understands its importance and
the way it integrates into so many parts of the economy – including retailing,
construction, rural development and transport.

2.4 Supporting each priority is a range of necessary actions, which emphasise the actions
which are required of businesses.  The tactics for delivering these priorities and actions
are to be developed in the business plans of tourism business operators, the corporate
and structural plans of the public agencies, Scottish Executive policies and area
tourism strategies (led by the Area Tourist Boards).   

2.5 As the ‘Tourism Framework for Action’ was only adopted by its stakeholders in the
early months of this year it is still too soon to say whether it is effective – particularly as
it has taken six months to set up the Steering Group and the Implementation Group for
the delivery of the Framework.  However, COSLA has confidence that the Framework
has set the right vision and priorities for Scottish tourism.  More importantly, it was built
on secure foundations of genuine cross-sectoral dialogue and agreement.  The
Framework identifies 75 supporting actions for 2002-2005, of which 11 are for local
authorities and a further 25 for businesses.  But by reference to ‘The Role of Scottish
Councils in Tourism’, the Committee will see that 19 of the actions identified for
businesses are equally applicable to local authorities.

2.6 A key benefit of the cross-sectoral dialogue which developed the ‘Tourism Framework
for Action’ has been the acceptance by the Scottish Executive that it too should make
commitments to action in support of the Framework’s priorities, and that these
commitments should engage all relevant parts of the Scottish Executive.  An important
test of the effectiveness of the Framework will therefore be the extent to which cross-
departmental co-ordination and delivery actually results – particularly in the vital areas
of transport infrastructure, services and information.

3. How effective is VisitScotland post-reorganisation?

3.1 COSLA can only offer the positive comment that VisitScotland has maintained the
necessary dialogue with local government which arose out of the development of the
‘Tourism Framework for Action’ and the recognition of local government’s key roles in
providing services which underpin the Scottish tourism product.  However, COSLA
believes that VisitScotland would be more effective and more representative of the
major stakeholders in the tourism industry if it had the benefit of formal local
government representation on its Board, particularly in view of the scale of local
authorities’ direct provision of tourism attractions.

4. What are and should be the roles of VisitScotland, the Enterprise agencies and
the British Tourist Authority?

4.1 The roles of all the main support agencies were agreed and set out in the ‘Tourism
Framework for Action’.   COSLA believes that these remain the appropriate roles for
VisitScotland, the enterprise agencies and the British Tourist Authority :-
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VisitScotland

• Formulate strategy for marketing the whole of Scotland.

• Lead the promotion of Scotland as a visitor destination in home and overseas
markets.

• Lead the research and performance tracking requirements of Scottish tourism.

• Tourism product development (Non-capital involvement).

• Fund Area Tourist Boards (in partnership with Local Authorities and Business
membership).

• Advise Government on tourism matters.

• Manage national tourism quality assurance schemes.

Scottish Enterprise Network/ Highlands and Islands Enterprise Network

• Formulate strategy for training and infrastructure developments.

• Business development support including advisory services and product
development.

• Provide opportunities for tourism businesses to work with and learn from each
other.

• Support skills development including a range of tourism-specific programmes and
access to general skills programmes such as "Investors in People".

• Advise businesses on making the most of the Internet and opportunities for e-
business.

• Support the development of tourism facilities and infrastructure, including transport
links to Scotland.

British Tourist Authority

• Market Britain and Scotland as tourism destinations internationally, working in close
partnership with VisitScotland.

• Enable VisitScotland and Scottish businesses to access consumers, travel trade
and the media in key international markets through BTA marketing activity and its
network of overseas offices.

• Provide market intelligence and feedback to the industry throughout Scotland on
the international marketplace.

• Provide advice to the UK Government on matters affecting inbound tourism.

4.2 However, COSLA would like to take this opportunity to set out for the Committee’s
benefit the important roles played by local authorities, which were agreed in the
Framework as being :-



4

Local Authorities

• Develop policy and delivery of services within national frameworks: planning
control; provision of museums, galleries, leisure and park facilities, transport,
community development, education, public amenity provision.

• Work with Chambers of Commerce, trade associations and owners of large events
venues to market Scotland as a destination for conferences and exhibitions.

• Part-fund Area Tourist Boards and participate in development and delivery of area
tourism strategies.

• Enforce safety and hygiene regulations.

4.3 There is now general acknowledgement of the role of councils in supporting the
Scottish tourism sector through their responsibilities for licensing, planning, trading
standards, roads, transport and other services, in addition to being the main funders of
the Area Tourist Boards.  However, Scottish councils are also a major direct provider
of the tourism product in Scotland.

4.4 The Scottish Local Authorities Economic Development Group has produced ‘The Role
of Scottish Councils in Tourism’.  This report shows that the local government sector is
the largest provider of visitor attractions nationally and is responsible for the largest
share of visitors to attractions throughout Scotland.  It is also one of the largest
investors in the tourism product in terms of annual expenditure.

4.5 Some key findings of the report are that :-

• Council owned sites recorded over 14,800,000 visitors in 2001
• 45% of all visits made to all attractions were made to council owned sites
• Councils own 55% of the top 20 “free” attractions in Scotland
• Councils own 33% of the top 20 “free” and “paid” attractions in Scotland
• Councils own 47% of all 199 “free” attractions in Scotland
• Councils run 111 (22%) of all attractions
• Council owned country parks account for 97% of visits in this category
• Council owned museums and galleries account for 55% of visits in this category
• Council owned monuments and archaeological sites account for 36% of visits in

this category
• Councils owned “historic houses/palaces” account for 21% of visits in this category
• Councils spend over £14m annually on tourism projects supported by European

programmes

4.6 In addition, Scottish councils are major funders of direct services and joint
arrangements to support the local tourism product and marketing via :-

• Provision of genealogy services
• Film location and commissioning initiatives
• Convention activities – including ownership/ lease/ support to SECC and EICC
• Advice and support to individual tourism businesses
• Sponsorship of festivals (some of international repute) and events such as

Highland Games and Hogmanay.
• Twinning and friendship links
• Overseas trade development, tourism and cultural events
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• Local interpretation infrastructure and sign posting
• Provision of tourism brochures and ‘Whats On Guides’
• Town centre environmental enhancement/improvements
• Seafront redevelopment projects
• Promotion of local crafts and trade fairs
• Provision of sites and premises including railways

4.7 Other local government tourism products include:

• Sports/leisure – including international venues for sports and swimming.
• Parks, civic spaces, nature trails, country ranger services and beaches.
• Golf –  80 golf courses are owned by Scottish councils, representing 14% of all

Scottish courses. In addition to ownership of Open Championship venues there is
associated marketing, product development and golf events.

• Libraries – associated with genealogy, councils’ burial grounds and war memorials.
• Harbours – attracting cruise ships and visitor yachts.
• Other Infrastructure – including forests, airports, fisheries, racecourses.

4.8 In addition to direct provision, councils are an essential contributor to the Scottish
tourism product through their responsibilities for economic and social development,
licensing, planning, trading standards, roads and transport and environmental health.
This role is vital in ensuring that visitors have a satisfying and rewarding experience
once they are in the area.  This involves ensuring, among many other things, that :

• necessary infrastructure to support the tourism product is in place at the local level;
• visitor attractions are easily accessible, well signposted and well cared for;
• there is adequate, quality information available on local attractions and events that

will enhance the visitor’s experience;
• high standards of environmental care are maintained;
• there is particular attention to security and safety, for example through lighting,

policing and inspection of premises;
• new and enhanced tourism products are developed and supported.

4.9 Local government is probably the largest stakeholder in tourism in Scotland and has
forged a critical partnership with trade organisations and the accommodation sector in
developing the tourism market at local level as well as being a keen participant in
regional, national and European programmes.  The Committee’s inquiry therefore
provides a timeous opportunity to raise awareness more generally of the importance
which local government has for Scottish tourism and of the need to ensure that local
government is fully engaged in all discussion of the future for the tourism industry.

5. Is the current budget for tourism sufficient, and is the focus of investment
appropriate?

5.1 The budget for tourism is assumed to be the funding provided by the Scottish
Executive to VisitScotland.  However, the true public sector budget for tourism is the
sum of the amounts allocated by all the support agencies for the delivery of their
actions in the ‘Tourism Framework for Action’.  Those actions are the agreed and
appropriate focus for all public sector investment and it is important that the Steering
Group and Implementation Group should review investment as well as the
achievement of outcomes in 2002-2005.  For local authorities the focus of their
tourism investment is in meeting defined local needs and, while this investment is
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appropriate, it has to compete with essential public services and so is certainly not
sufficient.

6. How effective is the Area Tourist Board structure?  What other possible
structures are there?

6.1 Prior to 1996, local authorities had a more direct involvement in leading tourism
marketing and now is an appropriate time to review those arrangements in the context
of changes that have been made in Scottish tourism and by local government itself.

6.2 Councils are very different from their predecessor authorities and the culture of change
is being grasped in every area of council activity through Community Planning and
Best Value.  Since 1996 councils have adopted fundamental changes in their practices
and are now responding more rapidly to societal changes in the way we relate to
customers, the way we collaborate with partners and the way in which we apply the
new technologies in a cost effective and efficient manner.  The agenda is the same for
Area Tourist Boards.

6.3 The democratic duty is of paramount importance and councils are rightly concerned
that they fulfil their community responsibility for the delivery of tourism services as part
of a holistic approach to their new power of “community well-being”.  Councils have the
lead responsibility for co-ordinating Community Planning partnerships for the social,
economic and environmental wellbeing of their areas.  Police authorities, health boards
and local enterprise companies will have a duty to support the Community Planning
process.  The economic aspects of each Community Plan will be further developed
through the work of the Local Economic Forums, on which councils, business
representatives, LECs and the ATBs all sit.

6.4 Links between councils, ATBs and VisitScotland need to be integrated to ensure that
councils – who provide the major share of the visitor attractions in Scotland – are fully
involved along with business when looking at product development issues.  In the
context of local ATB strategies, Scottish councils already have a key partnership role
in local marketing campaigns and undertake specific destination marketing, web
facilitated promotion, conference bureau operations etc within their own communities –
linked with marketing and promotion of their own products and places.

6.5 There is much loyalty towards local ATBs, but there are also questions about the
efficiency and effectiveness of some.  Most ATBs are facing financial difficulties and
some have been threatened with insolvency. The centralisation of e-bookings at
VisitScotland should lead to a greater link between VisitScotland and ATBs.
Administrative efficiencies could be introduced by sharing other services with
VisitScotland, such as personnel, accounting and legal services.

6.6 Councils are the main funding source for ATBs
• councils provide 33% of ATBs revenue income;
• councils provided £7,900,000 of revenue funding in 2000/1;
• in 10 ATBs council funding is the greatest source of revenue (up to 60%);
• most Councils have agreed a 3 year rolling funding programme for ATBs

6.7 Given this financial stake, councils have a real concern over the present under-funding
of ATBs, at a time when they are being asked to assist the development of the
Scottish brand and deliver new marketing strategies. This has meant that resources
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are spread even more thinly with difficulties arising in establishing meaningful
priorities.

6.8 European Union funding presently accounts for a major portion of ATB project funding.
Under-funding of ATBs will become even more acute as the majority of current EU
programmes will be wound down between now and the end of 2006.

6.9 COSLA believes that councils need to be able to continue core-funding the ATBs.
However, there are questions as to how much influence this core-funding role actually
buys for councils at the moment.  Some councils have drawn up Service Level
Agreements and others make funding subject to conditions on outcomes and
performance.   It is important to recognise that councils will be obliged to seek Best
Value when procuring services and ATBs will have to demonstrate that they are the
best providers of tourism services.

6.10 The Area Tourist Board network currently works with VisitScotland and other agencies
to provide a support mechanism to national and local marketing initiatives.  This is
particularly the case as the focus moves away from generic area or destination
marketing to “customer orientated” or “themed activity” marketing.  Local delivery
mechanisms are vital to ensure delivery of local initiatives and to encourage
industry/private sector “buy-in” to national campaigns. Local Authorities will continue to
have a key partnership role in the destination marketing of their own communities and
in the promotion of their own products. They also have an accepted role in the
orientation of visitors throughout their localities by provision of signage and other types
of information.

6.11 There is a recognition by Scottish councils that the tourist/visitor has no real interest in
the administrative boundaries of local authorities.  Recent examples of regional
groupings e.g. regional golf tourism alliances and collaboration between councils and
other key players, irrespective of location, demonstrate that local government
appreciates and accepts the need to develop the market position and branding of
tourism products on a wider regional and Scottish platform.  This will mean integration
with central support coupled with a greater involvement in central decision-making on
national, regional and sectoral support programmes.

6.12 In a small country such as Scotland it would make sense if ATBs were fully integrated
with VisitScotland and operated as a network.  It is essential that any new
VisitScotland/ATB structure should have an integrated advisory role on appropriate
product development grading and classification and for themes on which they have the
lead e.g. golf.  This will ensure that the market intelligence held by ATBs is used
appropriately when partners, such as trade associations and councils are discussing
new product development.  New product development will thus match the needs of the
current and future market place.

6.13 Thus the role of ATBs should be to work with VisitScotland to market Scotland, regions
and key centres within Scotland as an appropriate destination for Activity Holidays,
Freedom of Scotland, City Breaks, Cultural breaks and Conferences and to advise on
appropriate product development to support this programme.  However, this should not
compromise the discretion of local partners, working with their Area Tourist Board, to
promote innovative strategies or ideas. It is important that ATBs and local partners
should work within national frameworks but also retain some freedom to develop a
more local slant to product development and marketing.
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6.14 It would make sense if companies who operate throughout a wider area, or seek
visitors from beyond the boundaries of their “home” ATB could pay a single consistent
membership fee and receive services from all other ATBs.  Indeed, there is a strong
argument that businesses should have access to the whole network i.e. with all of the
ATB/VisitScotland  organisation.

6.15 The question of how many ATBs there should be is almost an irrelevance, since
boundaries are never perfect.  What is important is that roles and relationships are
clearly understood and complementary.

6.16 Changes in the structure and number of boards coupled with changes in membership
mechanisms could lead businesses to feel more distanced from the network.
Particularly if ATBs become more integrated with VisitScotland at the centre and
undertake sectoral responsibilities for themes on a regional basis.  This is likely if the
trade associations and councils are not fully represented at every level of influence in
the new structure. If the future direction of tourism support is not dealt with in a fully
inclusive manner there will be increased pressures on councils from local businesses
and communities to fund non-ATB tourism activities, using their new power of
community well-being. Further fragmentation of the organisational landscape must be
avoided.

6.17 It is therefore vital that all councils should continue to be represented on the Boards of
the ATBs, representing their roles of civic leadership, democratic representation,
service delivery and tourism product development.

6.18 Whatever the outcome of the review of the ATBs, every effort must be made to ensure
a proper balance in geographical and sectoral terms to ensure that influence on the
future direction of tourism is governed on an accountable basis at all levels.

7. How effective are the current funding and management arrangements for Tourist
Information Centres?

7.1 Some Tourism Information Centres are expensive and there is little rationale for their
location, other than a “feel good factor” for the local populace. Customers are getting
information and making bookings in new ways. Already, 2000 businesses have agreed
to take bookings through visitscotland.com, the national website which has set itself a
target of securing around 500,000 room bookings online by 2005.  Accommodation
booking income has also fallen some 30% since 1998, although it should be noted that
accommodation bookings made through TICs rose by 23% over the last year.

7.2 Certainly, information sources have changed significantly and more purchases are
being made online. There is also a significant fall in the usage of TICs by visitors. In
2000, some 7.4 million visitors represented a fall of 14% from 1998 when TICs
recorded 8.6 million visitors. These trends highlight the need for a fundamental review
of TIC provision.

7.3 But, while the use of the Internet is growing at an increasingly fast rate and e-business
is the way forward for many sectors, there is still an important role for “face-to-face”
information provision to visitors through properly resourced and effective TICs.

7.4 Both the industry locally and visitors welcome the extensive network of TICs and it is
important that in key areas and gateway locations these are retained.  With the high
operational costs of stand alone TICs, increasingly TICs are utilising shared facilities
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with tourism businesses or other service providers, and this should be further
encouraged as long as the highly rated service quality is maintained.  However,
individual businesses could be utilised more to provide wider information to visitors and
this should be encouraged through local partnerships.

7.5 Around 75% of all current TIC throughput in Scotland is handled by 25% of TICs.
These key TICs should be developed as the main visitor service centres for gateway,
boundary and nodal points. These centres should be funded centrally and provide
information about facilities throughout Scotland, in accordance with a nationally
adopted standard of provision

7.6 Below this level there is a need to rationalise TIC provisions.  There is a clear need for
secondary gateway TICs to be provided in key locations where visitor numbers are
already high.  The aim being to re-orientate visitors by providing more detailed
information about that particular area.

7.7 In order to service information requirements in locations where an independent TIC is
not viable, ATBs should explore alternative, more cost effective arrangements with
other local and private sector partners.  At local level there are many opportunities that
now exist for integration of tourism information with other community based provisions.

7.8 In many cases the decentralisation policies of local authorities have provided new
opportunities through a range of access offices and helplines for more detailed
information and methods of orientation to be accessed rather than through the
provision of a separate TIC.  Scottish councils are able to provide visitor-servicing
facilities often using the most up-to-date computerised information alongside or as part
of their own products and services.  Harnessing existing local facilities would enable
both efficiencies in administration costs and a better spread of information points.

7.9 ATBs are in a critical position to determine, evaluate and clarify the information needs
of the customer. As a result, ATBs should clearly be the lead organisation in
developing a strategic framework for information provision in partnership with other
national and local agencies. In addition, they will be instrumental in the delivery of
much of the required visitor information and other services.  However, the roles of each
organisation should be clearly stated and agreed within the framework of a local
tourism strategy.

7.10 There is a need for VisitScotland/ATBs to ensure an even standard of quality across all
the facilities where information and other services are provided.  A national strategy for
visitor servicing is required with set standards of provision that takes account of all
levels of provision and IT capabilities.
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EVIDENCE  TO  THE  ENTERPRISE  AND  LIFELONG  LEARNING  COMMITTEE’S
INQUIRY  INTO THE  LEVELS  AND EFFECTIVENESS  OF  GOVERNMENT  SUPPORT

FOR  TOURISM

1. Introduction

1.1 COSLA welcomes the opportunity to provide evidence to the Enterprise and Lifelong
Learning Committee in its inquiry into the levels and effectiveness of Government
support for tourism.  Local government is a major but under-recognised player in the
Scottish tourism industry and is now keen to build on its local contributions with a
stronger voice in the national debate.

1.2 We do not propose to address all the questions raised by the Committee, but we have
focussed on those in which we have a direct stake and experience.  In support of our
evidence, and as demonstration of the scale of local government’s stake in tourism,
we submit to the Committee a report from the Scottish Local Authorities Economic
Development Group on ‘The Role of Scottish Councils in Tourism’.

1.3 This written evidence will inform COSLA’s presentation of oral evidence to the
Committee on 18 September and then our response to the questions raised by the
Committee.

2. How effective is the current tourism strategy?

2.1 In February 2000, the Scottish Executive published its first strategy for the
development of the tourism industry – ‘A New Strategy for Scottish Tourism’.  The
strategy identified 5 priority areas for action- the need for effective use of IT; for better
marketing; for higher standards of quality and service; for the development of the skills
of those who work in the industry; and a need to get the support structures right.

2.2 However, the Scottish Executive realised that further action needs to be taken,
particularly by businesses themselves, if the industry is to realise its potential.  Tourism
businesses did not take ownership of the strategy, which was seen as a public sector
document.  At the request of the Scottish Executive, VisitScotland led a group which
reviewed ‘A New Strategy for Scottish Tourism’.   It did this in partnership with the
tourism industry, and with all of the bodies that provide the industry with support.
COSLA played an active role in this review and in the process gained a deeper
appreciation of the fundamental importance of local government to the Scottish tourism
industry.

2.3 The outcome of this review is the ‘Tourism Framework for Action’, which builds on the
tourism strategy.  It provides a vision and three priorities for action.  The vision for
Scottish tourism is, “Scotland is a must-visit destination where visitors’ needs come
first, and tourism makes a vital contribution to economic growth.”   The priorities for
action are :
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• to develop stronger market positioning for Scotland, with better defined brands
and products to appeal to and meet the needs of domestic and international
customers.

• to adopt a consumer focus which must drive quality standards, develop new and
enhanced products and services, improve customer research and skills in the
industry.

• to enhance the status of tourism, so that everyone understands its importance and
the way it integrates into so many parts of the economy – including retailing,
construction, rural development and transport.

2.4 Supporting each priority is a range of necessary actions, which emphasise the actions
which are required of businesses.  The tactics for delivering these priorities and actions
are to be developed in the business plans of tourism business operators, the corporate
and structural plans of the public agencies, Scottish Executive policies and area
tourism strategies (led by the Area Tourist Boards).   

2.5 As the ‘Tourism Framework for Action’ was only adopted by its stakeholders in the
early months of this year it is still too soon to say whether it is effective – particularly as
it has taken six months to set up the Steering Group and the Implementation Group for
the delivery of the Framework.  However, COSLA has confidence that the Framework
has set the right vision and priorities for Scottish tourism.  More importantly, it was built
on secure foundations of genuine cross-sectoral dialogue and agreement.  The
Framework identifies 75 supporting actions for 2002-2005, of which 11 are for local
authorities and a further 25 for businesses.  But by reference to ‘The Role of Scottish
Councils in Tourism’, the Committee will see that 19 of the actions identified for
businesses are equally applicable to local authorities.

2.6 A key benefit of the cross-sectoral dialogue which developed the ‘Tourism Framework
for Action’ has been the acceptance by the Scottish Executive that it too should make
commitments to action in support of the Framework’s priorities, and that these
commitments should engage all relevant parts of the Scottish Executive.  An important
test of the effectiveness of the Framework will therefore be the extent to which cross-
departmental co-ordination and delivery actually results – particularly in the vital areas
of transport infrastructure, services and information.

3. How effective is VisitScotland post-reorganisation?

3.1 COSLA can only offer the positive comment that VisitScotland has maintained the
necessary dialogue with local government which arose out of the development of the
‘Tourism Framework for Action’ and the recognition of local government’s key roles in
providing services which underpin the Scottish tourism product.  However, COSLA
believes that VisitScotland would be more effective and more representative of the
major stakeholders in the tourism industry if it had the benefit of formal local
government representation on its Board, particularly in view of the scale of local
authorities’ direct provision of tourism attractions.

4. What are and should be the roles of VisitScotland, the Enterprise agencies and
the British Tourist Authority?

4.1 The roles of all the main support agencies were agreed and set out in the ‘Tourism
Framework for Action’.   COSLA believes that these remain the appropriate roles for
VisitScotland, the enterprise agencies and the British Tourist Authority :-
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VisitScotland

• Formulate strategy for marketing the whole of Scotland.

• Lead the promotion of Scotland as a visitor destination in home and overseas
markets.

• Lead the research and performance tracking requirements of Scottish tourism.

• Tourism product development (Non-capital involvement).

• Fund Area Tourist Boards (in partnership with Local Authorities and Business
membership).

• Advise Government on tourism matters.

• Manage national tourism quality assurance schemes.

Scottish Enterprise Network/ Highlands and Islands Enterprise Network

• Formulate strategy for training and infrastructure developments.

• Business development support including advisory services and product
development.

• Provide opportunities for tourism businesses to work with and learn from each
other.

• Support skills development including a range of tourism-specific programmes and
access to general skills programmes such as "Investors in People".

• Advise businesses on making the most of the Internet and opportunities for e-
business.

• Support the development of tourism facilities and infrastructure, including transport
links to Scotland.

British Tourist Authority

• Market Britain and Scotland as tourism destinations internationally, working in close
partnership with VisitScotland.

• Enable VisitScotland and Scottish businesses to access consumers, travel trade
and the media in key international markets through BTA marketing activity and its
network of overseas offices.

• Provide market intelligence and feedback to the industry throughout Scotland on
the international marketplace.

• Provide advice to the UK Government on matters affecting inbound tourism.

4.2 However, COSLA would like to take this opportunity to set out for the Committee’s
benefit the important roles played by local authorities, which were agreed in the
Framework as being :-
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Local Authorities

• Develop policy and delivery of services within national frameworks: planning
control; provision of museums, galleries, leisure and park facilities, transport,
community development, education, public amenity provision.

• Work with Chambers of Commerce, trade associations and owners of large events
venues to market Scotland as a destination for conferences and exhibitions.

• Part-fund Area Tourist Boards and participate in development and delivery of area
tourism strategies.

• Enforce safety and hygiene regulations.

4.3 There is now general acknowledgement of the role of councils in supporting the
Scottish tourism sector through their responsibilities for licensing, planning, trading
standards, roads, transport and other services, in addition to being the main funders of
the Area Tourist Boards.  However, Scottish councils are also a major direct provider
of the tourism product in Scotland.

4.4 The Scottish Local Authorities Economic Development Group has produced ‘The Role
of Scottish Councils in Tourism’.  This report shows that the local government sector is
the largest provider of visitor attractions nationally and is responsible for the largest
share of visitors to attractions throughout Scotland.  It is also one of the largest
investors in the tourism product in terms of annual expenditure.

4.5 Some key findings of the report are that :-

• Council owned sites recorded over 14,800,000 visitors in 2001
• 45% of all visits made to all attractions were made to council owned sites
• Councils own 55% of the top 20 “free” attractions in Scotland
• Councils own 33% of the top 20 “free” and “paid” attractions in Scotland
• Councils own 47% of all 199 “free” attractions in Scotland
• Councils run 111 (22%) of all attractions
• Council owned country parks account for 97% of visits in this category
• Council owned museums and galleries account for 55% of visits in this category
• Council owned monuments and archaeological sites account for 36% of visits in

this category
• Councils owned “historic houses/palaces” account for 21% of visits in this category
• Councils spend over £14m annually on tourism projects supported by European

programmes

4.6 In addition, Scottish councils are major funders of direct services and joint
arrangements to support the local tourism product and marketing via :-

• Provision of genealogy services
• Film location and commissioning initiatives
• Convention activities – including ownership/ lease/ support to SECC and EICC
• Advice and support to individual tourism businesses
• Sponsorship of festivals (some of international repute) and events such as

Highland Games and Hogmanay.
• Twinning and friendship links
• Overseas trade development, tourism and cultural events
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• Local interpretation infrastructure and sign posting
• Provision of tourism brochures and ‘Whats On Guides’
• Town centre environmental enhancement/improvements
• Seafront redevelopment projects
• Promotion of local crafts and trade fairs
• Provision of sites and premises including railways

4.7 Other local government tourism products include:

• Sports/leisure – including international venues for sports and swimming.
• Parks, civic spaces, nature trails, country ranger services and beaches.
• Golf –  80 golf courses are owned by Scottish councils, representing 14% of all

Scottish courses. In addition to ownership of Open Championship venues there is
associated marketing, product development and golf events.

• Libraries – associated with genealogy, councils’ burial grounds and war memorials.
• Harbours – attracting cruise ships and visitor yachts.
• Other Infrastructure – including forests, airports, fisheries, racecourses.

4.8 In addition to direct provision, councils are an essential contributor to the Scottish
tourism product through their responsibilities for economic and social development,
licensing, planning, trading standards, roads and transport and environmental health.
This role is vital in ensuring that visitors have a satisfying and rewarding experience
once they are in the area.  This involves ensuring, among many other things, that :

• necessary infrastructure to support the tourism product is in place at the local level;
• visitor attractions are easily accessible, well signposted and well cared for;
• there is adequate, quality information available on local attractions and events that

will enhance the visitor’s experience;
• high standards of environmental care are maintained;
• there is particular attention to security and safety, for example through lighting,

policing and inspection of premises;
• new and enhanced tourism products are developed and supported.

4.9 Local government is probably the largest stakeholder in tourism in Scotland and has
forged a critical partnership with trade organisations and the accommodation sector in
developing the tourism market at local level as well as being a keen participant in
regional, national and European programmes.  The Committee’s inquiry therefore
provides a timeous opportunity to raise awareness more generally of the importance
which local government has for Scottish tourism and of the need to ensure that local
government is fully engaged in all discussion of the future for the tourism industry.

5. Is the current budget for tourism sufficient, and is the focus of investment
appropriate?

5.1 The budget for tourism is assumed to be the funding provided by the Scottish
Executive to VisitScotland.  However, the true public sector budget for tourism is the
sum of the amounts allocated by all the support agencies for the delivery of their
actions in the ‘Tourism Framework for Action’.  Those actions are the agreed and
appropriate focus for all public sector investment and it is important that the Steering
Group and Implementation Group should review investment as well as the
achievement of outcomes in 2002-2005.  For local authorities the focus of their
tourism investment is in meeting defined local needs and, while this investment is
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appropriate, it has to compete with essential public services and so is certainly not
sufficient.

6. How effective is the Area Tourist Board structure?  What other possible
structures are there?

6.1 Prior to 1996, local authorities had a more direct involvement in leading tourism
marketing and now is an appropriate time to review those arrangements in the context
of changes that have been made in Scottish tourism and by local government itself.

6.2 Councils are very different from their predecessor authorities and the culture of change
is being grasped in every area of council activity through Community Planning and
Best Value.  Since 1996 councils have adopted fundamental changes in their practices
and are now responding more rapidly to societal changes in the way we relate to
customers, the way we collaborate with partners and the way in which we apply the
new technologies in a cost effective and efficient manner.  The agenda is the same for
Area Tourist Boards.

6.3 The democratic duty is of paramount importance and councils are rightly concerned
that they fulfil their community responsibility for the delivery of tourism services as part
of a holistic approach to their new power of “community well-being”.  Councils have the
lead responsibility for co-ordinating Community Planning partnerships for the social,
economic and environmental wellbeing of their areas.  Police authorities, health boards
and local enterprise companies will have a duty to support the Community Planning
process.  The economic aspects of each Community Plan will be further developed
through the work of the Local Economic Forums, on which councils, business
representatives, LECs and the ATBs all sit.

6.4 Links between councils, ATBs and VisitScotland need to be integrated to ensure that
councils – who provide the major share of the visitor attractions in Scotland – are fully
involved along with business when looking at product development issues.  In the
context of local ATB strategies, Scottish councils already have a key partnership role
in local marketing campaigns and undertake specific destination marketing, web
facilitated promotion, conference bureau operations etc within their own communities –
linked with marketing and promotion of their own products and places.

6.5 There is much loyalty towards local ATBs, but there are also questions about the
efficiency and effectiveness of some.  Most ATBs are facing financial difficulties and
some have been threatened with insolvency. The centralisation of e-bookings at
VisitScotland should lead to a greater link between VisitScotland and ATBs.
Administrative efficiencies could be introduced by sharing other services with
VisitScotland, such as personnel, accounting and legal services.

6.6 Councils are the main funding source for ATBs
• councils provide 33% of ATBs revenue income;
• councils provided £7,900,000 of revenue funding in 2000/1;
• in 10 ATBs council funding is the greatest source of revenue (up to 60%);
• most Councils have agreed a 3 year rolling funding programme for ATBs

6.7 Given this financial stake, councils have a real concern over the present under-funding
of ATBs, at a time when they are being asked to assist the development of the
Scottish brand and deliver new marketing strategies. This has meant that resources
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are spread even more thinly with difficulties arising in establishing meaningful
priorities.

6.8 European Union funding presently accounts for a major portion of ATB project funding.
Under-funding of ATBs will become even more acute as the majority of current EU
programmes will be wound down between now and the end of 2006.

6.9 COSLA believes that councils need to be able to continue core-funding the ATBs.
However, there are questions as to how much influence this core-funding role actually
buys for councils at the moment.  Some councils have drawn up Service Level
Agreements and others make funding subject to conditions on outcomes and
performance.   It is important to recognise that councils will be obliged to seek Best
Value when procuring services and ATBs will have to demonstrate that they are the
best providers of tourism services.

6.10 The Area Tourist Board network currently works with VisitScotland and other agencies
to provide a support mechanism to national and local marketing initiatives.  This is
particularly the case as the focus moves away from generic area or destination
marketing to “customer orientated” or “themed activity” marketing.  Local delivery
mechanisms are vital to ensure delivery of local initiatives and to encourage
industry/private sector “buy-in” to national campaigns. Local Authorities will continue to
have a key partnership role in the destination marketing of their own communities and
in the promotion of their own products. They also have an accepted role in the
orientation of visitors throughout their localities by provision of signage and other types
of information.

6.11 There is a recognition by Scottish councils that the tourist/visitor has no real interest in
the administrative boundaries of local authorities.  Recent examples of regional
groupings e.g. regional golf tourism alliances and collaboration between councils and
other key players, irrespective of location, demonstrate that local government
appreciates and accepts the need to develop the market position and branding of
tourism products on a wider regional and Scottish platform.  This will mean integration
with central support coupled with a greater involvement in central decision-making on
national, regional and sectoral support programmes.

6.12 In a small country such as Scotland it would make sense if ATBs were fully integrated
with VisitScotland and operated as a network.  It is essential that any new
VisitScotland/ATB structure should have an integrated advisory role on appropriate
product development grading and classification and for themes on which they have the
lead e.g. golf.  This will ensure that the market intelligence held by ATBs is used
appropriately when partners, such as trade associations and councils are discussing
new product development.  New product development will thus match the needs of the
current and future market place.

6.13 Thus the role of ATBs should be to work with VisitScotland to market Scotland, regions
and key centres within Scotland as an appropriate destination for Activity Holidays,
Freedom of Scotland, City Breaks, Cultural breaks and Conferences and to advise on
appropriate product development to support this programme.  However, this should not
compromise the discretion of local partners, working with their Area Tourist Board, to
promote innovative strategies or ideas. It is important that ATBs and local partners
should work within national frameworks but also retain some freedom to develop a
more local slant to product development and marketing.
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6.14 It would make sense if companies who operate throughout a wider area, or seek
visitors from beyond the boundaries of their “home” ATB could pay a single consistent
membership fee and receive services from all other ATBs.  Indeed, there is a strong
argument that businesses should have access to the whole network i.e. with all of the
ATB/VisitScotland  organisation.

6.15 The question of how many ATBs there should be is almost an irrelevance, since
boundaries are never perfect.  What is important is that roles and relationships are
clearly understood and complementary.

6.16 Changes in the structure and number of boards coupled with changes in membership
mechanisms could lead businesses to feel more distanced from the network.
Particularly if ATBs become more integrated with VisitScotland at the centre and
undertake sectoral responsibilities for themes on a regional basis.  This is likely if the
trade associations and councils are not fully represented at every level of influence in
the new structure. If the future direction of tourism support is not dealt with in a fully
inclusive manner there will be increased pressures on councils from local businesses
and communities to fund non-ATB tourism activities, using their new power of
community well-being. Further fragmentation of the organisational landscape must be
avoided.

6.17 It is therefore vital that all councils should continue to be represented on the Boards of
the ATBs, representing their roles of civic leadership, democratic representation,
service delivery and tourism product development.

6.18 Whatever the outcome of the review of the ATBs, every effort must be made to ensure
a proper balance in geographical and sectoral terms to ensure that influence on the
future direction of tourism is governed on an accountable basis at all levels.

7. How effective are the current funding and management arrangements for Tourist
Information Centres?

7.1 Some Tourism Information Centres are expensive and there is little rationale for their
location, other than a “feel good factor” for the local populace. Customers are getting
information and making bookings in new ways. Already, 2000 businesses have agreed
to take bookings through visitscotland.com, the national website which has set itself a
target of securing around 500,000 room bookings online by 2005.  Accommodation
booking income has also fallen some 30% since 1998, although it should be noted that
accommodation bookings made through TICs rose by 23% over the last year.

7.2 Certainly, information sources have changed significantly and more purchases are
being made online. There is also a significant fall in the usage of TICs by visitors. In
2000, some 7.4 million visitors represented a fall of 14% from 1998 when TICs
recorded 8.6 million visitors. These trends highlight the need for a fundamental review
of TIC provision.

7.3 But, while the use of the Internet is growing at an increasingly fast rate and e-business
is the way forward for many sectors, there is still an important role for “face-to-face”
information provision to visitors through properly resourced and effective TICs.

7.4 Both the industry locally and visitors welcome the extensive network of TICs and it is
important that in key areas and gateway locations these are retained.  With the high
operational costs of stand alone TICs, increasingly TICs are utilising shared facilities
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with tourism businesses or other service providers, and this should be further
encouraged as long as the highly rated service quality is maintained.  However,
individual businesses could be utilised more to provide wider information to visitors and
this should be encouraged through local partnerships.

7.5 Around 75% of all current TIC throughput in Scotland is handled by 25% of TICs.
These key TICs should be developed as the main visitor service centres for gateway,
boundary and nodal points. These centres should be funded centrally and provide
information about facilities throughout Scotland, in accordance with a nationally
adopted standard of provision

7.6 Below this level there is a need to rationalise TIC provisions.  There is a clear need for
secondary gateway TICs to be provided in key locations where visitor numbers are
already high.  The aim being to re-orientate visitors by providing more detailed
information about that particular area.

7.7 In order to service information requirements in locations where an independent TIC is
not viable, ATBs should explore alternative, more cost effective arrangements with
other local and private sector partners.  At local level there are many opportunities that
now exist for integration of tourism information with other community based provisions.

7.8 In many cases the decentralisation policies of local authorities have provided new
opportunities through a range of access offices and helplines for more detailed
information and methods of orientation to be accessed rather than through the
provision of a separate TIC.  Scottish councils are able to provide visitor-servicing
facilities often using the most up-to-date computerised information alongside or as part
of their own products and services.  Harnessing existing local facilities would enable
both efficiencies in administration costs and a better spread of information points.

7.9 ATBs are in a critical position to determine, evaluate and clarify the information needs
of the customer. As a result, ATBs should clearly be the lead organisation in
developing a strategic framework for information provision in partnership with other
national and local agencies. In addition, they will be instrumental in the delivery of
much of the required visitor information and other services.  However, the roles of each
organisation should be clearly stated and agreed within the framework of a local
tourism strategy.

7.10 There is a need for VisitScotland/ATBs to ensure an even standard of quality across all
the facilities where information and other services are provided.  A national strategy for
visitor servicing is required with set standards of provision that takes account of all
levels of provision and IT capabilities.
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Report Summary – the Role of Scottish Councils in Tourism

Scottish councils are a major stakeholder in tourism and have the lead responsibility for co-ordinating
Community Planning partnerships for the social, economic and environmental wellbeing of their areas.  Scottish
councils are the main funding source for ATBs (providing 33% of their revenue income) and provide a range of
services e.g. roads, planning, tourism, signposting, health and safety and licensing all of which have a direct input
on the tourism sector.  Councils also provide a wide range of information about their local areas and operate their
own web sites, which in most cases have extensive links (locally, nationally, internationally) and are designed to
promote local areas and their products and services including tourism.

The report - “The Role of Scottish Councils in Tourism”  (produced by SLAED – August 2002) brings
forward facts and figures to show that Local Government is a major provider of the tourism product
in Scotland.  It provides evidence to show that it is the largest provider of visitor attractions nationally
and is responsible for the largest share of visitors to attractions throughout Scotland.  The key findings of
this report are summarised below:

• Council owned sites recorded 14,800,835 visitors (recorded in the 2001 Visitor Attraction Monitor)
• 45.14% of all visits  made to all attractions were made to council owned sites
• Councils own 55% of the top 20 “free” attractions  in Scotland
• Councils own 32.5% of the top 20 “free” and “paid” attractions  in Scotland
• Councils own 47% of all 199 “free” attractions in Scotland
• Councils own 6% of all “paid” attractions in Scotland
• Councils run 111 (21.5%) of the 514 sites in 12 out of 18 categories
• Councils own 27% of sites in the top 5 categories with the highest numbers of visitor
• Around 55% of visits to museums and galleries were made to Council owned sites
• The National Audit of Scotland’s Museums and Galleries (2001) records that councils own 42% of all 435

sites accounting for 41% of all visitors
• Councils own 8 (40%) of the top 20 museums and galleries
• Councils provide 83% of income for their own museums and galleries
• Councils provide 13% of income for independent sites
• Councils spend over £14.3m annually on tourism projects supported by European programmes
• Council owned country parks account for 97% of all visits  in this category
• Council owned “other historic sites” account for 67% of all visits  in this category
• Council owned historic monuments and archaeological sites account for 35.53% of all visits  in this

category
• Councils owned “historic houses/palaces” account for 20.91% of visits in this category

In addition, Scottish councils are major funders of direct services and joint arrangements to support the local
tourism product and marketing via:
• Provision of genealogy services
• Film location and commissioning initiatives
• Convention bureau activities
• Community and Council web-sites (with key links)
• Advice and support to individual tourism businesses
• Local delivery of Small Business Gateway jointly with Scottish Enterprise
• Sponsorship of local events and festivals and Twinning and friendship links
• Overseas trade development, tourism and cultural events
• Local interpretation infrastructure and sign posting
• Provision of tourism brochures and Promotion of local crafts and trade fairs
• Town centre environmental enhancement/improvements and Seafront redevelopment projects
• Provision of sites and premises including railways (over…..)
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Other important tourism products include:

• Sports/leisure – includes international venues of sports and swimming.
• Parks/civic spaces – in addition there are nature/cycle trails, signposting and country ranger

services and beaches.
• Golf – in addition to ownership of Open Championship venues such as Carnoustie, which hosted the

1999 Open bringing 175,000 spectators to the area, there is associated marketing, product
development and golf events. There are around 80 golf courses owned by the 32 Scottish
councils representing around 14% of all Scottish courses.  Based on the sportscotland database
there are 62 golf courses in Scotland actually run by local authorities, either directly or through trusts.
Where there is more than one course in a “complex”, each course is counted separately.  This
number excludes courses owned by local authorities but either leased to clubs (as with several
courses in East Lothian and Fife for example) or managed under links committee arrangements (as
in Angus with Carnoustie, Montrose, etc).

• Libraries – associated with genealogy services, councils own burial grounds and war memorials.
• Harbours – attract cruise ships and visitor yachts.
• Other Infrastructure – includes forests, camera obscura, airports, fisheries, racecourses.
• Conference & Exhibitions – includes ownership/lease/ support to SECC/EICC/Aberdeen Exhibition

Centre.
• Tourism Initiatives – include a wide range of festivals some of international repute, film commission

offices, events such as Highland Games, Hogmanay, Dressing the City/Town, Whats on Guides
for visitors.

• Partnerships – other than core funding ATBs, some councils provide TICs, town centre
initiatives/improvements, signposting  and business support.

In addition to direct provision, Scottish councils are an essential contributor to the Scottish tourism
product through their responsibilities for economic and social development, licensing, planning,
trading standards, roads and transport and environmental health.  This role is vital in ensuring that
visitors have a satisfying and rewarding experience once they are in the area.  This involves ensuring,
among many other things, that:
• necessary infrastructure to support the tourism product is in place at the local level;
• visitor attractions are easily accessible, well signposted and well cared for;
• there is adequate, quality information available on local attractions and events that will enhance the

visitor’s experience;
• high standards of environmental care are maintained;
• there is particular attention to security and safety, for example through lighting, policing and

inspection of premises;
• new and enhanced tourism products are developed and supported.

Prepared by the SLAED Tourism Group
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FOREWORD

This paper is the result of collaboration between the
Scottish Local Authority Economic Development
(SLAED) Group and COSLA.  As such, it represents the
formal view of economic development practitioners
employed by the Scottish Local Government sector.
Prompted initially by the preparation of the national
Tourism Framework for Action, practitioners employed in
the economic development sector of Local Authorities
have voiced their concern that the role of Scottish
councils, as direct providers of visitor products and
services, has not been given the recognition it deserves.

There is general acknowledgement for the role of
councils in supporting the Scottish tourism sector
through responsibilities for economic and social
development, licensing, planning, trading standards,
roads, and transport and other services.  However,
Scottish councils are a major stakeholder in tourism.  As
well as having lead responsibility for co-ordinating
community planning partnerships, they are a major
provider of the tourism product in Scotland.

Using figures in The 2001 Visitor Attraction Monitor,
produced by the Moffat Centre for Travel and Tourism
Business Development and VisitScotland, this paper
brings forward evidence to show that the Scottish Local
Government sector is the largest provider of visitor
attractions nationally and is responsible for the largest
share of visitors to attractions throughout Scotland.  It is
also one of the largest investors in the tourism product in
terms of annual expenditure.

Council owned sites recorded almost 15 million visitors
during 2001 and accounted for over 45% of all visits
made to all attractions in Scotland.  Even then, the true
significance of the contribution made by Scottish
councils is easy to underestimate.  In a recent survey
carried out by the Tourism Sub Group of SLAED,
responses were made by 25 of the 32 Scottish councils.
In addition to the wide range of facilities provided, such
as conference venues, parks, arts venues, sports and
leisure venues, camping and caravan parks etc,
Scottish councils own and operate some 53 harbours
and around 80 golf courses, including Open
Championship venues.  Facilities include forests,
camera obscura, airports, fisheries and even a
racecourse.

Tourism initiatives led by Scottish councils include a
wide range of community websites, and festivals,
including some of international repute.  In short, the
Scottish Local Authority sector, comprising 32 councils,
is probably the largest stakeholder in tourism in Scotland
and has forged a critical partnership with trade
organisations and the accommodation sector in
developing the tourism market at local level as well as
being a keen participant in regional, national and
European programmes.

This paper also highlights the Local Authority perspective
that the future of tourism should be developed as part of
a holistic approach to “community wellbeing”.  The view
of Scottish councils is that tourism is woven into the
economy and investing in tourism brings benefits for the
whole community – not just for the tourism business
sector.  Investing in tourism also enhances the image of
an area and supports the crucial work councils do in
attracting inward investment and generally promoting
their local communities.

An invitation has been given by the Scottish Executive to
respond to the consultation on Area Tourist Boards.  The
evidence in this paper will support SLAED’s case for a
more integrated approach – one that properly recognises
the direct provision of tourism products delivered directly
by Scottish councils as well as their general support role
in providing the critical infrastructure required by the
tourism business sector. It calls for the role of Scottish
councils, as a major provider of the Scottish tourism
product, to be fully recognised in any review.

More than 20,000 businesses depend on tourism for
their success and profitability and the sector supports
around 193,000 jobs, around 8% of the workforce.  In
many communities in Scotland it is the major employer.
Economic Development practitioners in Scottish
councils believe that the future direction of tourism
should be the concern of everyone involved.

David Valentine Dip TP, MRTPI, MIED
Chairman, SLAED Tourism Group
(Scottish Local Authority Economic Development
Group)
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11
1.1

The tourism role of
Scottish councils is widely
acknowledged….

….as the main funder.

….as the provider of a
range of amenities and
services that impact
directly on tourism

Some councils employ
tourism officers and
collectively are
represented nationally by
COSLA

It is also recognised that
councils provide a wide
range of information about
their local areas and
operate their own web
sites

1.2

This paper brings forward
facts and figures showing
that councils are a major
provider of the tourism
product in Scotland.

THE ROLE OF SCOTTISH COUNCILS IN TOURISM

VisitScotland’s website “scotexchange.net” gives the
following description of the role of Local Authorities in
tourism.

“Local Authorities play a major role in tourism.
They supply the main source of funding for
the ATBs, as well as providing a wide range of
services to businesses and visitors.

Local Authorities have responsibility for roads,
planning, tourism, signposting, health & safety
and licensing, all of which have a direct impact
on an area’s potential success as a tourism
destination.  They control the main public
amenities – museums and galleries, theatres,
parks and sporting facilities and conference
facilities.

Some local authorities have their own tourism
officers or representatives who deal with
issues relating to tourism within their
respective local authority areas, normally in
liaison with the local Area Tourist Board.

Scotland’s Local Authorities are co-ordinated
at a national level by the Convention of
Scottish Local Authorities (COSLA), which
exists to promote the interests of its council
members and to communicate their collective
views and concerns to Government.

Local Authorities provide a wide range of
information relevant to your own area.  Most
maintain their own web sites.”

While essentially correct the above statement gives a greater
emphasis to the support role of Local Authorities.  In fact
Local Authorities have a major role in the direct provision of
tourism products as well as providing services and other
support to this sector of industry as outlined in this paper.
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22
22..11

SSccoottttiisshh  ccoouunncciillss  aarree  tthhee
mmaaiinn  ffuunnddeerr  ooff  aarreeaa
ttoouurriisstt  bbooaarrddss  pprroovviiddiinngg
3333%%  ooff  tthheeiirr  rreevveennuuee
iinnccoommee

22..22

IInn  1100  AATTBB  aarreeaass  ccoouunncciill
ffuunnddiinngg  iiss  bbyy  ffaarr  tthhee
ggrreeaatteesstt  ssoouurrccee  ooff
rreevveennuuee  wwiitthh  ffuunnddiinngg
lleevveellss  uupp  ttoo  6600%%

FUNDING

In 2000 – 2001, Area Tourist Board Funding breakdown was
as follows:

TABLE 1: ATB Revenue Income 2000 – 2001 - Total

Source of Funding Amount £’s % Contribution

Scottish councils   7,873,100 33
Private Sector   4,727,100 19
Project Funding   4,057,100 17
Other Commercial   4,053,500 17
Visit Scotland   3,493,600 14
TOTAL 24,204,400 100

(Based on figures given in the VisitScotland Annual Report)

At local level the percentage contribution varies significantly
but, as can be seen in Table 1 above, overall Scottish
councils provide one third of the total funding.

TABLE 2: ATB Revenue Income From Scottish councils
2000 – 2001

Area Tourist Board LA % Total Income

Aberdeen & Grampian    613,500 27   2,293,000

Angus & Dundee    404,000 44      919,700

Argyll, the Isles etc    629,300 20   3,188,000

Ayrshire & Arran    378,600 32   1,188,800

Dumfries & Galloway    350,000 38      932,500

Edinburgh & Lothians 1,287,500 35   3,722,500

Greater Glasgow & Clyde Valley 2,090,600 60   3,474,000

Highlands of Scotland    487,300 15   3,231,800

Kingdom of Fife    450,000 44   1,013,600

Orkney    198,700 35      571,100

Perthshire    468,500 37   1,280,500

Scottish Borders    271,000 18   1,510,000

Shetland Islands    160,000 36      442,500

Western Isles      84,100 19      436,400

Total 7,873,100 33 24,204,400

(Based on figures given in VisitScotland Annual Report 2000 – 2001)
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2.3

Tourism funding is a high
priority for local
communities and
discretionary funding has
been agreed on a three
year rolling basis by most
councils

3
3.1

The tourism Visitor
Attraction Monitor
published by the Moffat
Centre shows that Scottish
Councils own 55% of the
Top 20 “free” attractions .

3.2

….and 32.5% of the top
20 “free” and “paid”
attractions in Scotland

Table 2 above shows the Revenue Income from Scottish
councils for each of the 14 ATBs as a percentage of their
total income.  In some areas the level of Council funding is by
far the greatest source of funding.  For example funding from
councils in Greater Glasgow & Clyde Valley and Angus &
Dundee areas provide 60% and 44% of the funding
respectively.  While Scottish councils have undergone
severe year on year budgetary cuts most have managed to
maintain funding of ATBs at the same level since 1996.  This
indicates the increasing importance given to tourism by
Scottish councils reflecting the high priority tourism is given
by their local communities and business organisations.
 

VISITOR DESTINATIONS OWNED BY SCOTTISH
COUNCILS

 

 The 2001 Visitor Attraction Monitor covers a wide range of
visitor destinations in Scotland although it excludes golf
courses and many Local Authority facilities such as leisure
centres, caravan parks, swimming pools, parks, theatres –
all of which make a significant contribution to visitor activity.
 

 However even with these exclusions Scottish councils have
55% and 10% ownership of the top 20 “Free” and “Paid”
attractions respectively which amounts to a third (32.5%)
overall of the top 20 “Free” and “Paid” attractions in the
monitor – see Tables 3 and 4 below.
 

 TABLE 3: Ownership of Top 20 “Free” Attractions
 

 Ownership  Top 20 “Free” Attractions  %

 LAs  11    55
 PR/PLC  2    10
 GOV  4    20
 Trust  1     5
 Hist Scot  -     -
 Educ Instit  1     5
 Religious  1     5
 Nat Trust Scot  -     -
 All Owners  20  100
 
 (Based on figures given in 2001 Visitor Attraction Monitor)



THE ROLE OF SCOTTISH COUNCILS IN TOURISM AUGUST 2002

Prepared by the Scottish Local Authority Economic Development (SLAED) Group Page 4

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 3.3
 Scottish councils own
47% of all 199 “free”
attractions in Scotland….

 

 

 

 

 

 

 

 and 6% of all 318 “paid”
attractions

 

 

 

 

 

 3.4
 

 Scottish councils run 111
(21.5%) of the 514 sites in
12 of the 18 categories of
visitors….

 TABLE 4: Ownership of Top 20 “Paid” Attractions
 

 Ownership  Top 20 “Paid” Attractions  %

 LAs  2    10
 PR/PLC  8    40
 GOV  2    10
 Trust  4    20
 Hist Scot  3    15
 Educ Instit  -     -
 Religious  -     -
 Nat Trust Scot  1     5
 All Owners  20  100
 
 (Based on figures given in 2001 Visitor Attraction Monitor)

 

 In addition Scottish councils are often core, support or joint
venture partners in the funding and management of projects
owned by other bodies e.g. Trusts and sometimes in the
development of private sector projects.  In terms of all the
attractions covered by the monitor, the Scottish councils own
47% of “free” attractions and 22% of all (“free” & “paid”)
attractions in the monitor.  See Table 5 below.
 

 TABLE 5: Ownership of All “Free” and “Paid” Attractions
Showing Percentage Share of Sites
 

 Ownership  Free  %  Paid  %  All  %

 Local Authorities  93  47  20  6  113  22
 Other  106  53  298  94  404  78
 All Owners  199  100  318  100  517  100
 
 (Based on figures given in 2001 Visitor Attraction Monitor)

 

 Scottish councils own sites in 12 of the Monitor’s 18
categories shown in Table 6 below.  Scottish councils run
111 out of the total of 514 sites in all of the visitor categories.
This amounts to over one fifth (21.5%) of all sites.  In the top
5 sectors in terms of visitor numbers covering 24.2 million or
84% of all visitors, Scottish councils have ownership of 101
attractions (out of the 372 in this group) i.e. 27%.  This
makes Scottish councils a major player in the tourism
product of Scotland.
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 Scottish councils own
27% of sites in categories
ranked in the top 5
highest visitor activity

 TABLE 6: Categories of Visitors Showing Ownership of Sites
by Scottish councils as a percentage of All Sites
 
 Sector  Visitor

Numbers
2001

 % of
Category
to All
Visitors in
Total

 Sites
Owned
by
Scottish
councils

 All
Sites

 % of Sites
Owned by
Scottish
councils

 Museums/
Galleries

   8,124,056  28.19  65  155  41.94

 Country
Parks

   6,691,419  23.22  12  15  80.00

 Castles/
Forts

   3,195,170  11.09  -  60  

 Heritage
Visitor
Centres

   3,169,094  11.00  16  68  23.53

 Gardens    1,810,761  6.28  4  32  12.50
 

 Historic
Houses

   1,190,606  4.13  4  42  9.52

 Science
Tech
Centres

      813,124  2.82  1  9  11.11

 Other       770,225  2.67  1  10  10.00
 

 Industrial
Crafts

      653,799  2.27  -  23  

 Historic?
Archaeo
Sites

      580,622  2.01  4  28  14.29

 Safari/
Zoos

      547,667  1.90  2  8  25.00

 Distilleries       451,723  1.57  -  23  
 

 Places of
Worship

      368,403  1.28  1  12  8.33

 Steam
Railways

      143,922  0.50  -  3  

 Nature
Reserves

      121,325  0.42  -  10  

 Farm/
Rare
Breeds

        71,529  0.25  1  8  12.50

 Other
Historic

        63,570  0.22  -  4  

 Scenic         50,630  0.18  -  4  
 

 Total  28,817,645  100.00  111  514  21.60
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 (Based on figures given in Table

11.2 of the 2001 Visitor Attraction

Monitor)
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 Sites owned by Scottish
councils recorded
14,800,835 visitors….
 

 

 

 

 ….this amounts to
45.14% of all visits made
to attractions in Scotland
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Scottish councils are a
major player and, in
addition to their support
role, have a major
stakeholding in the
Scottish tourism product

 TABLE 7: Categories of Visitors Showing Share of Visits to
Sites Owned by Scottish councils
 
 Categories of
Sites

 ALL Visitors  Visitors to
Sites Owned
By Scottish
councils

 % of Visitors
to Sites
Owned by
Scottish
councils

 Gardens    2,189,693        627,514  28.66
 

 Heritage/Visitor
Centre

   3,826,125        477,651  12.48

 Historic
House/Palace

   1,240,752        259,380  20.91

 Historic Monument/
Archaeol Sites

      562,277       199,754  35.53

 Other Historic
Property

        67,412         45,722  67.82

 Safari Park/Zoo/
Aquarium/Aviary

   1,023,448         87,436  8.54

 Farm/Rare
Breed/Farm
Animals

        40,794           1,601  3.92

 Place of Worship       572,745         75,000  13.09
 

 Science/
Technology Centre

   1,015,709           9,914  0.98

 Other Attractions       483,665         50,000  10.34
 

 Country Park    8,320,735    8,072,033  97.01
 

 Museum and/ or Art
Gallery

   8,972,049    4,894,830  54.56

 Sub Total  28,315,404  14,800,835  52.27
 

 Castle/Fort  3,135,985  0  0
 0

 Distillery/Vineyard
or Brewery

 463,529  0  0

 Nature Reserve/
Wetlands/Wildlife
Trips

 80,892  0  0

 Steam/Heritage
Railways

 80,662,39,9
81

 0  0

 Other Historic/
Scenic Transport

 674,366  0  0

 Industrial or Craft
Workplace

 4,475,415  0  0

 TOTAL  32,790,819  14,800,835  45.14
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 (Based on figures given in Tables

11.5 to 11.22 (inclusive) of the

2001 Visitor Attraction Monitor).
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1There are differences in the summary figures given in Tables 11.1 and 11.2 of the 2001 Visitor Attractions Monitor for the various

categories of sites.  These differences are explained.  For the purpose of this exercise the summary illustrations shown are based on

total visits given for each site included in Tables 11.5 to 11.22 of the 2001 Visitor Attraction Monitor.

 3.5
 

 

 

 3.6
 

 

 

 4
 4.1

 58% of overseas visitors
to Scotland and 27% of all
UK visitors use
museums and galleries…

 

 4.2
 …and around 55% of
visits to museums and
galleries were made to
sites owned by Scottish
councils

 4.3
 

 

 

 4.4
 

 

 

 

 

 The National Audit of
Scotland’s museums and
galleries shows that sites
owned by Scottish
councils accounted for
42% of the 435 sites
attracting 41% of all
visitors to all sites

 The share of visits to sites owned by Scottish councils is
shown in Table 7.  This shows that 45.14% of all visits are
made to sites owned by Scottish councils.
 

 Annex 1 gives summary visitor figures by ownership together
with graphs for each category of site detailed in the 2001
Visitor Attraction Monitor.
 
 

MUSEUMS AND GALLERIES
 

The United Kingdom Tourism Survey figures summarised on
the VisitScotland website shows that “visiting museums,
galleries, heritage centres etc” is a major activity
undertaken by 58% of overseas tourists and 27% of all UK
tourists.

In “The 2002 Visitor Attractions Monitor” produced for
VisitScotland by the Moffat Centre for Travel & Tourism
Business Development the “Museums/Art Gallery” category
showed a total of 8,124,0561 visits which accounted for
28.19% of all visits.

Based on these figures it is estimated that 54.56% of visits to
museums and galleries were made to sites owned by
Scottish councils (see Annex 1).

An analysis of the “National Audit of Scotland’s Museums and
Galleries” commissioned by the Scottish Executive gives
additional information for 2001 about the important
contribution made by Scottish councils to this category of
tourism product.  Some key findings are as follows:

• LA’s have 182 sites (42% of all the 435 sites in the audit)

• Of the 12 million collection items, organisations other than the
national bodies hold 54% of them.  LA’s have 16% of collection
items of “international, UK and national significance” and 56% of
collection items of “regional and local significance”.

• LA’s provide 68% of the sites with “largest collections of
international, UK and national significance – attracting 66% of
visitors to this category of sites.
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Scottish councils own 8
(40%) of the top 20
sites….

….and provide 83% of
revenue income for
council owned museums
and 13% of independent
museums

5
5.1

Tourism has been a key
component of European
programmes in Scotland

Tourism is a complex mix
of services and products

• LA’s feature in 8 of the top 20 visitor sites (40%) attracting
39.3% of the visitors to these sites.

• LA sites attracted 41% of all visitors in the Audit – making
it highest ranked (see Table 8 below).

TABLE 8: Percentage Share of All Visitors to Museums and
Galleries in Scotland

Organisation Visitor Numbers % of all Visitors

Local Authorities   5,538,592 41
National   4,078,537 30
Independent   2,555,516 19
Military   1,026,573 8
University      305,066 2
Other          1,500
TOTAL 13,505,784 100

(Based on figures given in the National Audit of Scotland’s Museums and Galleries

for 2001).

• LA’s provide 83% of income for LA museums and 13% of
the funding of independent museums.

EUROPEAN FUNDING

The European Union received a report in October 1998 from
a High Level Group on tourism and employment which it had
commissioned to examine the conditions under which this
sector could make a greater contribution to growth and
stability in employment throughout Europe.  Tourism had
been a key component of Scottish programmes and is
pursued in regions of Scotland with diverse underlying
characteristics.  The high level group defined tourism as:

“a complex of services and products,
provided to meet consumer, business and
public sector demand for domestic and
foreign travel.  It is largely decentralised and
woven into the economy due to the mobility
and variety of tourists’ needs and because
tourist-related products and services are
bought before, during and occasionally after
the journey”.
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5.2

Tourism is viewed as part
of a “holistic” approach to
improving the overall
attractiveness of a region

5.3

Tourism is woven into
local economies….

5.4

Local populations
benefit from improved
living conditions and
tourism provides a
base for wider
investment and
development….

Tourism development
must be sustainable in
an economic
environmental and
social sense…

5.5

….and cultural heritage
is encountered
everywhere….

This definition reflects the considerable complexity and
variety of local areas which qualify for tourism support and
underlies the diverse way in which the sector is integrated
into Objective 2 programmes in combination with other
sectoral activities.  The IQ-Net thematic paper 5(2) “Wish
You Were Here?  Tourism and the Structural Funds (March
1999) published by the European Policy Research Centre of
the University of Strathclyde viewed tourism as part of a
“holistic approach to improving the overall attractiveness of a
region”.

The report explains that tourism is woven into the economy
and designed not just to benefit tourism related prospects but
also to improve living conditions for the local population as
well as providing the base for wider economic development
and investment.

The University of Strathclyde report indicates “one key
reason for many regions taking a more holistic approach to
tourism and regional image measures is the motivation to
attract inward investment and business development”.  It
goes on to say that “tourism, more than any other economic
development activities, relies on the integrated and
sustainable development of an area and its people.
Networks of business providing a range of services including
accommodation, food and drink, transport, leisure and
cultural activities are required and the effectiveness of
developments in one area will be lessened if the other areas
are neglected.  Tourism development must be sustainable in
an economic, environmental and social sense.  Integration is
an important condition of progress in this sector and is also
increasingly the method of support, bringing together
individual components under common themes and
approaches.”

A recent European Commission document1 on Investing in
Culture comments that “Europe’s cultural heritage provides a
means of redressing a balance of land use, since, whereas
industrial and agricultural activities are concentrated in
certain areas, our cultural heritage is encountered
everywhere: in cities, towns and villages, in the north as in
the south”.
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5.6
an important part of
improving the tourism
market is to improve the
overall business
environment                5.7

Scottish councils are a
major promoter of tourism
related projects under
European Programmes

5.8

At least £14m investment
is made by councils each
year on European funded
projects alone

The High Level Group commissioned by the European Union
has also indicated that an important part of improving the
tourism market is to improve the overall business
environment.

Scottish councils are a major promoter of tourism related
projects funded under European programmes as illustrated
in the table below.  This shows total expenditure on project
submitted by Scottish councils for various Programmes
(1994 – 1999) but excludes expenditure under Objective 5(b)
or Community Initiatives such as PESCA and Leader II.

TABLE 9: European Funding on Tourism Related Projects
1994 – 1999

Programmes Total Expenditure
by Scottish
councils

West of Scotland (ERDF)
(8 projects 1997 – 1999)

  3,531,181

Eastern Scotland  (ERDF)
(56 projects 1994 – 1999)

40,863,695

Highlands and Islands
(ERDF, ESF and 3rd party
EAGGF – Objective 1)

27,500,865

TOTAL 71,895,741

This shows that expenditure by Councils on tourism related
projects funded under European Programmes is estimated
to be at least £71.8m during the period between 1994 and
1999.  This figure does not include all projects but on the
basis of these figures alone, expenditure by Scottish councils
is estimated at a minimum of £14.3m per annum.  This is
mainly focussed on improving the range, quality, packaging,
marketing and promotion of the tourism product.
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6
6.1

In addition to direct
provision  of tourism
products, the other
specific activities of
councils is much wider
than most people imagine

6.2

Scottish councils have
considerable experience
of collaboration with other
public and private sector
businesses and
agencies…

Councils are taking more
of a  commercial approach
to the marketing of its
products and this cannot
be done in isolation

6.3

Tourism is a key theme
for local communities

OTHER ACTIVITY BY SCOTTISH COUNCILS FOR
TOURISM DEVELOPMENT & MARKETING

In addition, Scottish councils are major funders of direct
services and joint arrangements to support tourism product
development and marketing via:

• Provision of genealogy services
• Film location and commissioning initiatives
• Convention bureau activities
• Community and Council web-sites (with key links)
• Advice and support to individual tourism businesses
• Local delivery of Small Business Gateway jointly with

Scottish Enterprise
• Sponsorship of local events and festivals
• Twinning and friendship links
• Overseas trade development, tourism and cultural events
• Local interpretation infrastructure
• Provision of tourism brochures
• Town centre enhancement/improvements
• Seafront redevelopment projects
• Promotion of local crafts and trade fairs
• Provision of sites and premises including railways

Whilst Scottish councils are major providers of tourism
products in their local areas, the most effective approach is
for them to collaborate with other public and private sector
providers or partner with other Councils and bodies on a
wider basis.  Tourism initiatives will benefit visitors and local
people alike and therefore Councils have an added reason to
invest in the local tourism product (see Section 5 above).
Moreover Scottish councils have a duty to derive “Best Value”
and this will often mean taking a business like approach to
the promotion and packaging of its tourism assets by
adopting commercial values to marketing and provision of
customer facing operations.

Tourism is a key theme for local communities and business
organisations representing stakeholders throughout
Scotland.  This is evident to Councils in their co-ordination of
Community Planning Partnerships for the social, economic
and environmental well being of their area.
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6.4

Scottish councils provide
a range of support to the
tourism sector through
the provision of a wide
range of local government
services

6.5
As well as being a major
provider of the Scottish
tourism product, councils
underpin the tourism
sector in a variety of ways

6.6

Tourism is integrated in
local economies.  It
contributes to the sense
of “image” and local
identity which in turn can
encourage local people to
visit in Scotland rather
than elsewhere

In addition to direct provision, Scottish councils are an
essential contributor to the Scottish tourism product through
their responsibilities for economic and social development,
licensing, planning, trading standards, roads and transport
and environmental health.  This role is vital in ensuring that
visitors have a satisfying and rewarding experience once
they are in the area.  This involves ensuring, among many
other things, that:

• necessary infrastructure to support the tourism product
is in place at the local level;

• visitor attractions are easily accessible, well signposted
and well cared for;

• there is adequate, quality information available on local
attractions and events that will enhance the visitor’s
experience;

• high standards of environmental care are maintained;
• there is particular attention to security and safety, for

example through lighting, policing and inspection of
premises;

• new and enhanced tourism products are developed and
supported.

Therefore, as well as being a major direct provider of tourism
products and services, Scottish councils invest many
millions of pounds in services which underpin Scottish
tourism.  The primary focus of this activity is for the benefit of
communities, but councils strive to accommodate the
additional demands which visitors make on local services.

It is difficult to separate tourism as a distinct set of activities
from the general economic environment because of the way it
is integrated with the local economy.  A commitment to the
development of tourism by Scottish councils follows from
providing more favourable living conditions for the local
population as well as better amenities and cultural emphasis.
Tourism development also improves the general attractiveness
of the area in question and this in turn brings other types of
investment and development.  It also contributes to the local
population of a community having a greater sense of positive
regional or local identity, thus bringing national benefits with
local populations staying in the regions during leisure time with
corresponding economic multiplier effects.
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6.7

Scottish councils have a
vital role in the future
direction of tourism as
part of a holistic approach
at all levels

6.8
A survey of Scottish
councils has been
undertaken by SLAED to
assess their  6.9
range of other tourism
products

6.10

The 25 councils who
responded operate some
1,258 sites and events

In conclusion, tourism, perhaps more than any other type of
economic development activity, is dependent on it being
woven in a sustainable way with the future direction of local
communities, businesses and people.  This holistic
approach hinges on it being seen as part of an overall
network of business activity covering a wide range of
products and services that must be sustainable from a
community sense and Scottish councils have a vital lead role
at local level.

SLAED has recently undertaken a comprehensive study of
Scottish Councils to assess their provision of tourism related
products.

This survey conducted over July/August 2002 identifies
“other” tourism related assets owned and operated by
Scottish councils.  A response rate of 78% of Scottish
councils was achieved (i.e. 25 out of the 32 councils).

Full details of the responses and analysis is available
however Table 10 below presents a numerical count of the
returns.

TABLE 10: Other Scottish Council Owned Assets (Tourism
Related)

Arts Venues      32
Sports & Leisure Venues    247
Parks    204
Golf Courses      61
Visitor Car Parks    122
Camping & Caravan Parks      33
Libraries    253
Events & Initiatives    100
Tourism Related Partnerships      60
Harbours, Marinas      53
Other Infrastructure      63
Conference & Exhibition Facilities      13
Archive & Genealogy Services      17
TOTAL 1,258

(Based on SLAED Survey of 25 Scottish Councils)
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6.11

….the sites vary
immensely from camping
& caravan sites to
harbours, golf courses
and arts venues

Some venues provide
international arenas for
sports and arts events.

Scottish councils own
around 14% of all Scottish
courses and these
include major
championship venues
such as Carnoustie

A wide range of festivals
and other events are
staged by councils

There is a great diversity of product depending on location:

• Sports/leisure – includes international venues of sports
and swimming.

• Parks/civic spaces – in addition there are nature/cycle
trails, signposting and country ranger services and
beaches.

• Golf – in addition to ownership of Open Championship
venues there is associated marketing, product
development and golf events. There are around 80 golf
courses owned by the 32 Scottish councils representing
around 14% of all Scottish courses.  Based on the
sportscotland database there are 62 golf courses in
Scotland actually run by local authorities, either directly or
through trusts.  Where there is more than one course in
a “complex”, each course is counted separately.  This
number excludes courses owned by local authorities but
either leased to clubs (as with several courses in East
Lothian and Fife for example) or managed under links
committee arrangements (as in Angus with Carnoustie,
Montrose, etc).  Courses include championship venues
such as Carnoustie which hosted the 1999 Open
bringing 175,000 spectators to the area.

• Libraries – associated with genealogy services, councils
own burial grounds and war memorials.

• Harbours – attract cruise ships and visitor yachts.

• Other Infrastructure – includes forests, camera obscura,
airports, fisheries, racecourses.

• Conference & Exhibitions – includes ownership/lease/
support to SECC/EICC/Aberdeen Exhibition Centre.

• Tourism Initiatives – include a wide range of festivals some of
international repute, film commission offices, events such as
Highland Games, Hogmany, Dressing the City/Town, What's on
Guides for visitors.

• Partnerships – other than core funding ATBs, some councils
provide TICs, town centre initiatives and business support.
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7
7.1

The National Tourism for
Framework has a clear
“must-visit” vision

7.2

Everyone has a role in
the attainment of its three
main priorities

                                 7.3

The role of Scottish
councils is recognised in
terms of general support
services provided for the
tourism

TOURISM FRAMEWORK FOR ACTION 2003 - 2005

The Scottish Executive Tourism Framework for Action has a
strong and clear vision that “Scotland is a must-visit
destination where visitors’ needs come first, and tourism
makes a vital contribution to economic growth”.

The framework document indicates that “the whole of the
tourism industry has a role to play in delivering this vision”
and that all those who work in the industry including the
public agencies that provide the industry with support
organise their delivery around the three undernoted priorities:

• Market Position – to develop a better and stronger
market position for Scotland with clearly defined brands
and products.

• Consumer Focus- to drive quality standards, develop
new and enhanced products and services, improve
customer research and skills in the industry; and

• Enhanced Status of Tourism – to ensure the
importance of tourism to the Scottish economy is
recognised.

Scottish councils are recognised in the document as having
a key role in tourism which is defined as follows:

• Develop policy and delivery of services within national
frameworks;

• Planning control;

• Provision of museums, galleries, leisure and park
facilities, transport, community development, education,
public amenity provision;

• Work with Chambers of Commerce, trade associations
and owners of large events, venues to market Scotland
as a destination for conference and exhibitions;

• Part-fund Area Tourist Boards and participate in
development and delivery of Area Tourism Strategies;
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7.4

But the direct contribution
made by councils who
have a major stake in the
Scottish product is largely
ignored

7.5

                                   7.6
and it must be
acknowledged that along
with businesses, councils
have a significant role in
contributing to the national
objective relating to direct
product provision and
marketing

7.7
In terms of tourism
products, councils are
similar to businesses
even if the motive is not
driven by profit

7.8

• Enforce safety and hygiene regulations

The framework for action clarifies clear roles and
responsibilities of the main stakeholders and highlights the
importance of partnership working.  For each business
action there are corresponding actions for the relevant
support agencies who will deliver within national and
budgetary frameworks.

However, while the Tourism Framework document
acknowledges the important support role of Local Authorities
in terms of developing policy and services including
provisions of museums, galleries, leisure and park facilities
etc, it makes no reference of the wide range of other key
products being developed and run by Local Authorities.

The Ministerial Foreword rightly emphasises “that the tourism
industry can do much more to derive benefit from our diverse
culture, from sport, from our natural and built heritage and
from opportunities available to us from the major events that
we can attract to Scotland”.  This paper shows that Scottish
councils will have a key responsibility and role to play in
realising this objective through:

• Direct provision of tourism attractions, visitor sites and
other products;

• General support and partnership with other public and
private providers; and

• Local marketing and direct participation in national and
regional press.

Given the reliance on best value and applying commercial
value to the operation and delivery of all services and
products provided by Local Authorities, Scottish councils
would regard themselves as similar to businesses in terms
of the actions outlined in the framework for action.

The role of Local Authorities is acknowledged in the Tourism
Framework document for the actions summarised in
Annex 2.
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7.9

Scottish councils have a
shared responsibility
along with Scottish
business for improving
the provision and
marketing of specific
products

However, applying the ethos of the framework for action
document to the product development activities of local
authorities it is felt that Scottish councils and business have
a shared responsibility for direct provision, packaging and
promotion of products and that the actions outlined for
business will also apply in reality to Scottish councils where
specific products and services are being developed and
marketed on a commercial basis e.g. golf courses, theatres,
visitor attractions, caravan parks etc



ANNEX 1:

BACKGROUND FACTS AND
FIGURES SHOWING TOURISM

PROVISION BY SCOTTISH
COUNCILS

based on the 2001 Visitor Attraction Monitor published by
the Moffat Centre

Prepared by the Scottish Local Authority Economic
Development (SLAED) Group
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Scottish Executive Consultation on Area Tourist Boards                                                                                                                                               Annex 1

A Response prepared by SLAED Tourism Group  (Ref : DV / SW 14 August 2002)                                                           

Visitor Numbers by Organisation
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Owner Visitors 2001 %age
Trust or Charity 118,000 4
Historic Scotland 2,100,783 67
Privately Owned 545,336 17
National Trust for Scotland 371,866 12
Total 3,135,985 100

Visitor Attraction Analysis: Castles/Forts
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Privately Owned 374,639 81
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Total 463,529 100
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Owner Visitors 2001 %age
Govt. Dept/Agency 734,527 34
Privately Owned 579,617 26
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National Trust for Scotland 248,035 11
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Total 2,189,693 100
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Privately Owned 1,078,782 28
Trust or Charity 799,496 21
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National Trust for Scotland 248,465 6
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Total 3,826,125 100
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Owner Visitors 2001 %age
Govt. Dept/Agency 206,393 17
Local Authority 259,380 21
Privately Owned 236,077 19
Historic Scotland 140,034 11
National Trust for Scotland 362,767 29
Trust or Charity 36,101 3
Total 1,240,752 100

Visitor Attraction Monitor Analysis: Historic House/Palace.

0

100,000

200,000

300,000

400,000

Govt.
Dept/Agency

Local Authority Privately Owned Historic Scotland National Trust for
Scotland

Trust or Charity

Owner

Owner Visitors 2001 %age
Local Authority 199,754 36
Historic Scotland 298,636 53
Trust or Charity 36,841 7
National Trust for Scotland 18,556 3
Privately Owned 8,490 2
Total 562,277 100
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Local Authority 45,722 68
National Trust for Scotland 20,697 31
Trust or Charity 817 1
Privately Owned 176 0
Total 67,412 100
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Trust or Charity 528,345 52
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Total 1,023,448 100
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Owner Visitors 2001 %age
Privately Owned 39,193 96
Local Authority 1,601 4
Total 40,794 100

Visitor Monitor Analysis: Farm/ Rare Breeds/ Farm 
Animals.
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Govt. Dept/ Agency. 35,798 44
Trust or Charity 30,919 38
National Trust for Scotland 6,518 8
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Total 80,892 100
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Owner Visitors 2001 %age
Religious Body 385,154 67
Local Authority 75,000 13
Privately Owned 102,033 18
Historic Scotland 10,409 2
Other 149 0
Total 572,745 100

Visitor Attraction Monitor: Place of Worship
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Trust or Charity 923,335 91
Public Company 54,269 5
Govt. Dept/ Agency 14,749 1
Educational Institution 10,000 1
Local Authority 9,914 1
National Trust for Scotland 3,442 0
Total 1,015,709 100
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Owner Visitors 2001 %age
Privately Owned 634,109 94
Trust or Charity 19,423 3
Historic Scotland 11,127 2
National Trust for Scotland 9,707 1
Total 674,366 100
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Total 483,665 100
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Owner Visitors 2001 %age
Local Authority 8,072,033 97
Public Company 208,702 3
Privately Owned 40,000 0
Total 8,320,735 100

Visitor Attraction Monitor Analysis: Country Park.
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Total 8,972,049 100
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ANNEX 2: ACTIONS IN THE TOURISM
FRAMEWORK DOCUMENT
ATTRIBUTED TO THE ROLE OF
LOCAL AUTHORITIES

MARKET POSITION OBJECTIVES AND ACTIONS:

• Inform, advise and assist central government on local
transport issues (3.1).

CONSUMER FOCUS OBJECTIVES AND ACTIONS

• Promote and support collaborative industry initiatives
which integrate products and services for the visitor e.g.
new tourism (1.2).

• Ensure leisure facilities, countryside access, cultural
facilities, signposting and environmental services meet
the needs of local residents and visitors (2.1).

• Provide effective transport infrastructure and services for
visitors and local residents (2.2).

• Ensure minimum business standards are met through
delivering rigorous licensing, environmental health and
trading standards (2.3).

• Support the development of appropriate tourism facilities
at key locations including the cities, Loch Lomond and
Trossachs and Cairngorm National Parks (2.5).

ENHANCED STATUS OBJECTIVES AND ACTIONS

• Include the tourism framework for action priorities in the
Area Tourism Strategies, and work with local partners to
deliver actions (1.1).

• Include the actions in this document in public sector
agency operating (business and community plans) (1.1).

• Commit to ensure that national and local support
structures are successful through reviewing current
delivery mechanisms and creating financial stability (1.3).
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• Work with tourism related sectors (1.3).

• Input to local and national policy debate to ensure tourism
needs are considered a priority by planners and decision
makers (2.1)
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ANNEX 3: ACTIONS IN THE TOURISM
FRAMEWORK DOCUMENT
ATTRIBUTED TO BUSINESS WHICH
ARE EQUALLY ATTRIBUTABLE TO
THE ROLE OF LOCAL AUTHORITIES
PROVIDING TOURISM PRODUCTS

MARKETING POSITION OBJECTIVES AND ACTIONS

• Subscribe to the emerging Scottish tourism brand to
improve consistency of the national marketing message
(1.1).

• Develop and market distinctive Scottish products in line
with national brand strategy (1.2)

• Keep marketing under constant review, adapting it as
customers change and new cost-effective techniques
evolve (1.3).

• Track and record customer details, and keep in touch
with them.  Use customer feedback to influence
marketing tactics (2.1).

• Make a visit “easy to buy” by developing tourism
partnerships (e.g. accommodation with nearby attraction,
restaurant).  Price appropriately and use the most
appropriate media to promote special offers and late
availability (2.2).

• Be ready to appropriately price and process bookings in
euros (2.3).

• Join with other like-minded businesses from appropriate
sectors to identify marketing and sales opportunities to
get more customers.  Work together to attract events
(2.4).

• Lobby as a group to increase the number of direct
access routes (3.1).

• Undertake joint marketing with appropriate direct  access
transport   operators.   Inform  customers  of   their   best
direct access options (3.2).
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CONSUMER FOCUS OBJECTIVES AND ACTIONS

• Keep management and professional skills up to date
(1.1).

• Contribute to trade associations and ATBs to maximise
business benefits.  Investigate partnership working with
similar and/or local businesses.

• Grow business and therefore the tourism sector by
contributing to – and learning from – research
programmes and best practice case studies.  Keep
reviewing competitors’ activities and performance (1.3).

• Use business development and information resources
provided by the support agencies (1.4).

• Keep up to date with consumer trends and the future
needs of the market by joining trade associations (2.1).

• Work, where appropriate as a group, with local transport
operators.  Be aware of local public transport options and
needs (2.2).

• Be part of appropriate scheme(s) for each business e.g.
VisitScotland Quality Assurance (QA) scheme.  Review
QA grading in line with customers’ needs (2.3).

• Look at the best use of the web for information provision.
Link to local area, ATB and visitscotland.com websites
for the most cost-effective links for promoting business
(2.4)

• Assess and develop new business opportunities, existing
products and services.  Review how to benefit from the
current and emerging national product development
strategies (2.5).

INVESTMENT IN PEOPLE AND SKILLS

• Reduce staff turnover by investing in better terms,
conditions and personal development opportunities.
Assess and take advantage of appropriate national and
local skills programmes (3.1).
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4 September 2002

Tourism Inquiry – Initial Evidence

TOURISM IS THE CONCERN OF EVERYONE SAY
LOCAL AUTHORITY ECONOMIC DEVELOPMENT OFFICERS

The lead organisation for economic development officers working in Scottish councils (SLAED)
has published the attached report and summary showing that local authority facilities attracted
almost 15 million visitors in 2001 which accounts for over 45% of all visitors to Scotland. Scottish
councils are also the main funder of Area Tourist Boards and invest millions of pounds annually
in developing the Scottish tourism product.

David Valentine, Economic Development Manager with Angus Council and Chairman of the
Scottish Local Authority Economic Development (SLAED) Tourism Group responsible for
publication of the report said today:

'the role of Scottish councils, as direct providers of visitor products and services, has not been
given the recognition it deserves.'

'There is general acknowledgement for the role of councils in supporting the Scottish tourism
sector through responsibilities for licensing, planning, trading standards, roads, transport and
other services.  However, Scottish councils are a major stakeholder in tourism.  As well as
having lead responsibility for co-ordinating community planning partnerships, they are a major
provider of the tourism product in Scotland.'

Using figures in The 2001 Visitor Attraction Monitor, produced by the Moffat Centre for Travel and
Tourism Business Development and VisitScotland, the report brings forward evidence to show that the
Scottish Local Government sector is the largest provider of visitor attractions nationally and is
responsible for the largest share of visitors to attractions throughout Scotland.  It is also one of the
largest investors in the tourism product in terms of annual expenditure.

Valentine added:
 “Council owned sites recorded almost 15 million visitors during 2001 and accounted for over
45% of all visits made to all attractions in Scotland.  Even then, the true significance of the
contribution made by Scottish councils is easy to underestimate. In a recent survey carried out
by the Tourism Sub Group of SLAED, responses were made by 25 of the 32 Scottish councils.  In
addition to the wide range of facilities provided, such as conference venues, parks, arts venues,
sports and leisure venues, camping and caravan parks etc, Scottish councils own and operate
some 53 harbours and around 80 golf courses, including Open Championship venues.  Facilities
include forests, camera obscura, airports, fisheries and even a racecourse.”

In addition, the report highlights that: “Tourism initiatives led by Scottish councils include a wide range
of community websites, and festivals, including some of international repute.  In conclusion, the Scottish
Local Authority sector, comprising 32 councils, is probably the largest stakeholder in tourism in Scotland
and has forged a critical partnership with trade organisations and the accommodation sector in
developing the tourism market at local level as well as being a keen participant in regional, national and
European programmes.”
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Cllr Willie Dunn, Chairman of the COSLA Executive Committee for Economic Development and
Planning welcomed the report and commented:

 “This report highlights the Local Authority perspective that the future of tourism should be
developed as part of a holistic approach to "community wellbeing".  The view of Scottish
councils is that tourism is woven into the economy and investing in tourism brings benefits for
the whole community - not just for the tourism business sector.  Investing in tourism also
enhances the image of an area and supports the crucial work councils do in attracting inward
investment and generally promoting their local communities.”

Commenting on the significance of the report findings, James Knowles, Head of Economic
Development for Aberdeenshire Council and national Chairman of SLAED added:

“The evidence in this paper will support SLAED's case for a more integrated approach - one that
properly recognises the provision of tourism products delivered directly by Scottish councils as
well as their general support role in providing the critical infrastructure required by the tourism
business sector. It calls for the role of Scottish councils, as a major provider of the Scottish
tourism product, to be fully recognised in any review.”

“More than 20,000 businesses depend on tourism for their success and profitability and the
sector supports around 193,000 jobs, around 8% of the workforce.  In many communities in
Scotland it is the major employer.  Scottish councils believe that the future direction of tourism
should be the concern of everyone involved.”

For further information contact:
Roland Diggens (SLAED Group Secretary) on 0131 476 8682 or e-mail on roland.diggens@scdi.org.uk
Stewart Wilkie on:  01307 473757 or e-mail on: wilkies@angus.gov.uk
David Valentine on : 01307 473777 or  e-mail on:  valentined@angus.gov.uk

A full response from SLAED to the Scottish Executive’s Review of ATB’s has also been delivered.
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Introduction
1. The Scottish Tourism Forum welcomes the opportunity to give evidence to the

Enterprise and Lifelong Learning Committee in its Tourism Inquiry into the level
and effectiveness of Government support for tourism.

2. Tourism’s impact on our society and economy is better understood, but
Scotland’s ability to maintain competitive global positioning and to sustain jobs
and communities is less certain. Tourism is dominated by the value and
contribution of the private sector, yet is dependent upon government and public
agencies to help deliver the customer to the product. Government influences
tourism through fiscal and regulatory policy and through funding of statutory
bodies – British Tourist Authority, VisitScotland, area tourist boards, enterprise
networks, local authorities and other national agencies (e.g. forestry, the built and
natural environment, arts and sport).

3. The Scottish Tourism Forum represents operators and the private sector in
tourism, comprising trade associations, companies, marketing groups and other
bodies dependent upon tourism for income (our membership list is appended).

Tourism Context
4. The Committee has asked a number of specific questions to which we will

respond in our submission and in an appendix. Government and commercial
decisions and actions in tourism must be taken in a market context. We know
that:
• Scotland, and the UK, is losing competitive positioning in world markets (e.g.

a decline of 24% of overseas visitors and 21% loss of spend, 1997 – 20011).
• Visitor behaviour is changing - as personal wealth grows, population

demographics change and demand changes in response to lifestyle, fashion
and easer access through e.g. budget airlines, with more short breaks being
taken from a growing choice of destinations2.

• New and rebranded destinations compete for customers on a world scale,
with well resourced, highly effective marketing, new budget air routes and
rapid changes or developments in their product in response to the market (as
affirmed by the Committee’s study by Stevens & Associates).

5. Against this background, Scotland (and the UK) is considered an expensive
destination, difficult to get to and get around. The products that Scotland offer
vary greatly – from business tourism, city breaks, cultural tourism, activity breaks,
romantic breaks etc. This has led to confusion about what the customer
experience in Scotland is and will be, with sometimes indifferent service and
quality and high costs jeopardising the quality of visitors’ experiences.

6. Crucially, domestic markets are also at risk within this context – as more people
travel overseas, high quality service and positive experiences provide a baseline
for comparisons of quality and value for money at home.

                                                
1 Source: VisitScotland
2 Various sources, Scottish Enterprise, VisitScotland, BTA etc
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7. There are however many positives – Scotland does have strong brand
awareness, products and businesses with world recognition; many businesses
excel at customer service and value for money; recent investment and product
development have resulted in dynamic opportunities for e.g. cities, business
tourism, activity breaks. Seasonality issues have been addressed in certain
markets (although still a huge constraint for many areas and operators).
Importantly, there is growing recognition and understanding of the importance of
tourism to the economy, as well as an increasingly dynamic public and private
sector motivated to develop solutions to Scotland’s loss of competitive positioning
in world markets.

Industry Priorities
8. The tourism industry’s top priorities are:

• Marketing of Scotland – more resources to sustain a presence in very
competitive markets; targeted, effective, delivered in partnership with the
private sector, looking at new opportunities and new markets.

• Transport – efficient and cost-effective direct access to Scotland and the
ability to travel around Scotland once here.

9. The next priorities are also crucial to Scotland’s international competitiveness:
• Innovation and product development –new products and services to

“modernise” the product offer to visitors and compete more effectively in
international markets, enhanced packaging and marketing.

• People and skills – to address current skill shortages in the industry and the
selection of tourism and hospitality as a career choice.

• Quality – to further improve quality in line with customer expectations and
offering value for money.

• Enhanced status for tourism – we need to improve understanding of the
importance of tourism and how it integrates into so many aspects of our
economy and community.

• The tax and regulatory regime – as examples: the VAT rate specifically puts
the UK at a competitive disadvantage with other European destinations;
dissociating Scotland from the Uniform Business Rate link with England, and
introducing the Small Business Rates Relief Scheme disadvantages tourism
and hospitality businesses3; local interpretation of licensing, health and safety,
food safety, fire, building warrant, planning and other regulations create
significant variations in costs across Scotland, made worse in rural areas
where many businesses need to recoup 52 weeks costs and investment over
(say) a 36 week season.

10. The current “Tourism Framework for Action”, to which the Scottish Tourism
Forum contributed, addresses some of these priorities4. It does not however
articulate fully the importance of more resources for marketing, integrated
transport and direct access5 skills issues6 and the tax and regulatory regime as
priorities for Scotland’s tourism competitiveness. The focus on actions to be
undertaken by public agencies, the Executive and the industry is welcome. The
Minister’s management arrangements for overseeing implementation will be
crucial - a Ministerial Steering Group is being put in place with, we understand, a
50:50 public: private membership.

                                                
3 Sources: CBI, SCDI, Forum of Private Business, Federation of Small Business
4 Published by the Scottish Executive, March 2002
5 Objective 3.1 page 11 of the Framework
6 Page 17 of the Framework
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The Role of the Private Sector
11. The private sector accounts for well over 90% of tourism. There is no single

estimate of public funds in Scottish tourism, considered to be between £80 and
£100m p.a.  Additionally, local authority investment in tourism7 together with
government agencies (arts, sports etc), still only represents investment of less
than £300m p.a. compared to tourism revenues of £4.1billion in 2001.

12. The private sector is obliged to run viable businesses – to deliver commercial
products, customer service, quality, value for money, employment and taxes.
Increasingly, the private sector is beginning to influence strategy, policy and
programmes. Partnership working is increasingly accepted, both by the industry
and by government and public agencies, to ensure the focus and commercial
relevance of public policy, marketing and investment decisions. There are still
opportunities for accelerating this process. Ultimately, VisitScotland’s re-
organisation was prompted by STB’s slow response to industry needs.8

13. Tourism industry leaders, and all businesses across the sector, are more
demanding about what they want from government and public agencies.
Sometimes this is prompted by difficult trading conditions – as with Foot and
Mouth, September 11th – but also by the need for better accountability to the
trade. There are still frustrations in the industry that agencies established by
statute do not listen to and act enough to meet industry needs. But we also
acknowledge the point made by Steven & Associates from overseas
comparison9: “.…avoid the pitfalls of trying to satisfy all interests.” There is still of
course a need for membership organisations to be accountable to members.

14. Industry frustration about the slow speed of involvement of the private sector is
exemplified by the fact that the former Ministerial steering group, the Scottish
Tourism Co-ordinating Group, did not meet after 1999, despite commitment in the
February 2000 New Tourism Strategy to an implementation group10 to oversee
the strategy. Even during Foot and Mouth, when Westminster invited industry
representatives to join Ministerial Task forces, no Ministerial task force with
private sector tourism interests was formed in Scotland.

15. We acknowledge that VisitScotland’s re-organisation has made the agency far
more effective, and we anticipate even more collaboration with the industry as the
cultural changes within the organisation take full hold.

16. The growing role of the private sector in influencing policy, and in self-help must
be acknowledged. Businesses are now realising that they can and must
collaborate to target and attract the market, as well as influence policy and
investment decisions, and only compete for business when it is here.

17. The “critical success factor”11 of a “central role for the private sector with private
sector leadership” in tourism is to be emphasised. We are unable to be more
eloquent than Steven & Associates in their report to the Committee on

                                                
7 Scottish Local Authority Economic Development Report, August 2002
8 STB Management Review, PricewaterouseCoopers Management Review, October 2001.
9 Para 12(iii) of Summary
10 Action, under section 5.5 of the New Strategy, 2000
11 Section 11 of Stevens & Associates’ Summary
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International Comparisons, when reviewing the role of the private sector and the
need for public agencies and government to respond to it12:
• “The importance of strong strategic leadership based upon working with a

limited number of stakeholders and key private sector leaders and
influencers.” (i)

• “Controlled, limited and focused consultation that is designed to “work with
winners”…. and adhere to the advice of industry leaders.” (iii)

• “Fully engaging the private sector in guiding strategy and especially with
those leading investment programmes and strategic thinking.” (v)

• “A real willingness to engage in new ways of doing business in a manner that
is capable of responding to market needs and industry demands.” (viii)

18. We re-emphasise the role of the Scottish Tourism Forum working in partnership
with national agencies and the Executive on tourism policy – the Forum provides
a representative mechanism for engaging businesses, through trade
associations, area tourist boards (those in membership of the Forum) and
marketing groups. The Forum also partners public agencies to support business
leaders to adopt and deliver the innovation agenda in tourism.

Role of the Public Sector
19. Market failure, in our opinion, results from the structure of the tourism industry. A

small number of large companies of international or national stature market their
facilities without the need to link to destination marketing priorities.  The large
number of small companies in the sector cannot afford to market Scotland as a
destination. There is thus a need for a national destination marketing focus by
government and the public sector. The BTA One Million Visitor Campaign13

generated 50:50 public and private sector funding. This model will be difficult to
fund in Scotland, with fewer large operators and where revenues do not compare
with the London and South East of England focus, although we do believe that
partnership funding in marketing is important and its role should be enhanced.

20. The Number One priority for tourism and for government intervention in tourism is
to bring more visitors to Scotland. BTA and VisitScotland’s priorities and focus
should not be diverted from this task, with a focus on overseas markets first and
UK markets second. We are of the view that public resources must be prioritised
to marketing and promotion of Scotland. There is no ambiguity that the capability
of Scotland to attract overseas visitors is linked to budgets for overseas
marketing. Overseas visitors must be the first target14. We recommend:
• That Scotland needs to be able to sustain its marketing presence at a level

compatible with other destinations in our prime markets - £50m p.a. should be
a minimum level of marketing funding15;

• That the positive relationship of BTA and VisitScotland must be exploited. We
also believe that the BTA should be made more accountable for delivering
Scottish, Welsh and English regional targets.

21. The very positive branding work being undertaken by VisitScotland is supported
by the industry and the Forum. It is essential that this framework, with associated
“product groups”, set the context for all destination, niche and product marketing -
a framework area tourist boards and the private sector must conform to in order
to maximise the potential for Scottish brand(s) and products to reach the market

                                                
12 Section 12 of the Summary
13 BTA and Scottish Tourism Forum newsletter 27th May 2002
14 Also as suggested by Stevens & Associates in their report, Section 12(ii) of Summary
15 VisitScotland’s budget currently stands at £32.85m in 2002/03
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place. The product portfolio work of VisitScotland and the private sector must be
accelerated to assist with the generation of innovative products.

22. The following hierarchy or structure sets the context for destination marketing:
• British Tourist Authority Getting visitors to the UK and Scotland
• VisitScotland Getting visitors to Scotland
• Area tourist boards Dispersal of visitors to local destinations
• Private marketing groups Marketing and sales of areas and products.

23. There is a wide range of views in the industry about the future of area tourist
boards. The Scottish Tourism Forum’s views on ATBs will be made in our
submission to the Minister’s review. Scotland must perform on a world stage; any
geographic fragmentation dissipates effort and confuses the market. An ATB
network should remain in place, with a reduced number of ATBs. The network
must work to targets, strategies and integrated marketing linked to the national
marketing plan agreed with and determined by VisitScotland. There needs to be
sustained funding to allow a focus on strategic issues. There also must be
consistent quality standards, membership benefits and pricing and accountability
to members. An ATB network comparable to the enterprise networks should be
developed, with mechanisms for maintaining the involvement of local authorities
and the private sector (through membership). Tourism should be made a
statutory function of local authorities to increase and better co-ordinate LA
commitment. TICs should be franchised or the partnership model extended;
gateway or national TICs should be supported with a stronger role in dispersal of
visitors. Cost savings should be directed to national marketing.

24. The Forum has strong and positive links with Highlands and Islands Enterprise
and Scottish Enterprise. The enterprise networks already provide an essential
and valuable role in supporting tourism - by tackling skills issues, product
development and innovation, identifying and developing new market opportunities
and transport infrastructure (with the Rosyth ferry for instance). Partnership
working between enterprise agencies, the private sector, ATBs and LAs are
improving all the time. There are concerns about the Business Gateway’s
capability to respond to the needs of tourism businesses. There are also
concerns that the business opportunities in transport, leisure, tourism and
hospitality are not given a high enough priority by Scottish Enterprise in
comparisons to perceived high technology, high specification sectors.

The Role of Government
25. One of the rewarding consequences of the Devolution Settlement has been the

increased priority given to tourism. We would argue that this is still not high
enough, but we recognise and applaud the work of the Executive in bringing
tourism into the debate about the economy16, in responding to industry demands
for a dedicated Minister17 and in increasing funds for VisitScotland.

26. Holyrood, Westminster and Brussels’ policies and actions all impact upon
Scottish tourism’s competitiveness. Strong Ministerial and Executive links are
needed with London, not only to ensure that BTA’s contribution to Scotland is
overseen, but also to represent Scottish tourism interests to UK government and
ensure no disadvantage from Westminster legislation and regulation.

                                                
16 Scottish Executive’s New Strategy for Tourism, February 2000; Framework for Economic
Development in Scotland, June 2000
17 Scotland United conference vote, November 2001
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27. There are a number of actions that the Committee, Parliament and the Executive
can undertake to support jobs and business in tourism in Scotland:
• Recognise the importance of tourism to the economy and to communities

across Scotland and provide a minimum of £50m p.a. of funds for
VisitScotland for marketing in competition with other overseas destinations.

• Support the setting of Scottish targets for the BTA.
• Support the vision for Scottish tourism, developed by public and private

sectors and included in the Framework for Action, namely:
“Scotland is a must-see destination where visitors’ needs come first
and tourism makes a vital contribution to economic growth.”18

• Support the acceleration of an integrated transport system and timetable to
support the dispersal of visitors and spend across Scotland to the benefit of
local communities. Particularly important is the need for A74 upgrading,
integrated transport links with Edinburgh and Glasgow airports and a review
of the role of Highlands and Islands Airport, and the Executive’s funding
contribution, to attracting and sustaining routes to the Highlands and Islands.

• Ensure that other cross-cutting policy issues which impact tourism - rural
affairs, finance and local government, enterprise and lifelong learning, arts
and sport - acknowledge tourism’s links and evaluate the impacts of policy,
regulation and investment on Scotland’s ability to compete in world markets.

• Review the consistent interpretation and implementation of health and safety,
food safety, licensing, building warrant, planning fire and other regulations
across all local authority areas.

• Reinforce and support the role of the private sector in determining strategy
and policy in tourism, both at a national and at a local level.

• Ensure that decisions are taken to develop a coherent and effective area
tourist board network resulting from the Minister’s review and that this should
include making tourism a statutory function for local authorities.

• Support the development of a more coherent and effective research base.
• Urge the Minister for Finance and Public Services to re-introduce the Uniform

Business Rate linkage with England.
• Ensure that regulation and fiscal policy derived from Westminster is also

evaluated for its impact on tourism in the UK and Scotland; and specifically
• Urge the Chancellor of the Exchequer to review VAT levels on tourism

services, especially on accommodation (as taken up by twelve of the fifteen
EU member states19); and

• Urge the Chancellor to reinvest revenue from Air Passenger Duty back into
air transport security and tourism18, as well as funding of additional Pubic
Service Obligations for air routes and route development.

Conclusion
28. There is already support for the conclusions and critical success factors in

Stevens & Associates’ report. Whilst gleaned by evaluation of successful
overseas destinations, they affirm many actions and trends developing in
Scotland. We now need to accelerate these. Central is the role of the private
sector and the emphasis on partnership working and funding for marketing.
These actions will support the challenge for Scotland to remain in international
markets and ensure our competitive capability.

                                                
18 Tourism Framework for Action, March 2002
19 Tourism Spending Priorities, English Tourism Alliance, April 2002
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Aberdeen Exhibition and Conference Centre Lambie Gilchrist Consultancy
Activity Scotland Lynne Jones Research Ltd
Ardnamurchan Tourist Association Lochaber Business Group
Area Tourist Boards (12) Lochaber Centre for Tourism Excellence
Association of Scotland's Self-Caterers Mactours
Assoc. of Scottish Bed & Breakfast Operators The Moffat Centre, Glasgow Caledonian University
Association of Scottish Visitor Attractions Napier University Business School
Ayrshire & Arran Tourism Industry Forum National Caravan Council
BMI National Galleries of Scotland
British Airways National Museums of Scotland
British Holiday and Home Parks Association The National Trust for Scotland
British Horse Society Scotland Perth College
British Hospitality Association Queen Margaret University College
British Incoming Tour Operators Association RAC
British Trust Hotels The Robert Gordon University
Business Tourism Scotland The Royal Yacht Britannia
Celtic Fringe Tourism Association Scotland on Line
Confederation of British Industry Scotland’s Best B & Bs
Confederation of Passenger Transport Scotland’s Hotels of Distinction
Continental Airlines Scotland the Brand
Easy Jet Scottish Airports Ltd
EAE (Edinburgh Arts and Entertainment) Scottish Council Development and Industry
Edinburgh Chamber of Commerce Scottish Destination Management Association
Edinburgh Conference Centre (Heriot Watt) Scottish Exhibition & Conference Centre
Edinburgh International Conference Centre Scottish Hotel School, University of Strathclyde
Edinburgh Military Tattoo Scottish Licensed Trade Association
Edinburgh Principal Hotels Association Scottish Racing (Horse Racing)
Farmstay UK (Scottish Region) Scottish Tourist Guides Association
Federation of Small Businesses in Scotland Scottish Youth Hostels Association
Fife College Sea Containers Ltd
Glasgow College of Food Technology Segal Quince Wicksteed Ltd
Hedoin Associates Springboard UK
Highland Hostels St Andrews Bay Golf Resort and Spa
Historic Houses Association, Scotland Stirling, University of
Historic Scotland Taste of Scotland
Hospitality Training Foundation Tourism and the Environment Forum
Independent Backpackers Hostels of Scotland Tourism Resources Company
JAC Travel Scotland Tourism Society, Scottish Chapter
Jarvis Hotels Trekking and Riding Society Scotland
JBK Associates Venuemasters Scotland
Kilmartin House Virgin Trains

The Board of the Forum Representing
Paul Bean Marriott Dalmahoy Hotel and Country Club
Amanda Clark Taste of Scotland
James Coutts Activity Scotland
John Dickson Scottish Youth Hostels Association
Douglas Logan Chairman Scottish Destination Management Assoc.
Andrew Mathieson Perthshire Tourist Board
Paul Murray-Smith (Chair) Dreamhouse Limited
Peter Taylor British Hospitality Association
Marjory Rodger Confederation of Passenger Transport
Laurence Young Lochaber Centre for Excellence
Ivan Broussine  Chief Executive



Tourism Inquiry Scottish Tourism Forum Submission

Appendix 2
Responses to Specific Committee Questions

8

Enterprise and Lifelong
Learning Committee Questions

Scottish Tourism Forum Responses

How effective is the current
tourism strategy?

It is too early to tell how effective the strategy will be,
but we are optimistic. The management and
monitoring arrangements will be crucial for
overseeing progress.

How effective is VisitScotland
post-reorganisation?

The impact of the re-organisation can already be
seen, especially in the field of branding, marketing
and promotion. Partnership working has improved
considerably. We are optimistic that further
improvements will result from cultural change driven
throughout the agency.

What has been the impact of,
and the response to, Foot and
Mouth Disease and 09/11/01?

The negative impact in 2001 was significant,
although recovery from Foot and Mouth has largely
occurred throughout the industry, with domestic and
European substitution also occurring post 11 th

September. (The Royal Society of Edinburgh report
on the impact of FMD published in July 2002 is an
accurate reflection of its impact.) The continued loss
of the US market is the biggest single impact in 2002,
exacerbated by geopolitical uncertainties.

What are and should be the roles
of VisitScotland, the Enterprise
Agencies and the British Tourist
Authority?

BTA and VisitScotland priorities - and the Forum’s
No. 1 priority – are to bring more visitors to Scotland.
The Enterprise Agencies should continue to support
skills and product development, and transport
infrastructure (cf. the support for the
Rosyth/Zeebrugge ferry).

Is the current budget for tourism
sufficient, and is the focus of
investment appropriate?

More funds need to be committed to international
and UK marketing, allocated to VisitScotland, to
enable Scotland to compete with other international
destinations. We acknowledge the opportunity to
generate partnership funding.
Investment priorities will be better served by stronger
partnership with the private sector to identify
commercial opportunities.

How effective is the Area Tourist
Board (ATB) structure? What
other possible structures are
there?

We recommend the retention of an ATB network,
pared down with strong direction from VisitScotland,
following the HIE and SEn model. Consistent levels
of service, membership benefits, outputs, targets etc
should be linked to ATB funding.

What issues arise from the first
year of the introduction of the
Euro?

These appear to be limited, although the Forum
believes that price transparency will be a positive
benefit to the tourism industry in international
markets.

How can niche marketing tourism
be best promoted and
developed?

With stronger public: private sector links to determine
markets and targets, but within a national marketing
and branding strategy established by VisitScotland.

How can potential for e-tourism
be exploited most effectively? Is
the development of eTourism Ltd
the most effective way to exploit
the potential of the web?

The PPP and eTourism Ltd are supported by the
Forum as a crucial commercially-driven investment in
our infrastructure. Other web operators offer choice
to consumers. Broadband investment is essential for
Scotland, as is encouraging take-up by tourism
businesses.
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SUBMISSION FROM THE FEDERATION OF SMALL BUSINESSES

ENTERPRISE and LIFELONG LEARNING COMMITTEE INQUIRY into
TOURISM

RESPONSE of the FEDERATION of SMALL BUSINESSES IN SCOTLAND

Tourism in Scotland – Opening Remarks

The tourism industry in Scotland faces a number of challenges:

• Changes in consumer behaviour are being influenced by a large
number of factors including; use of the internet for information and
booking, higher expectations of service and overall holiday experience
and the development of niche product (activity) orientated markets etc.
These factors have led to changes within the industry and have
increased competition.

• The industry players are difficult to identify and quantify (most tourism
sector businesses are small - employing less than 50) because tourism
percolates across so much of the Scottish economy. However, it
seems tourism is still not seen as a core economic player.

• The industry has traditionally had a dependency culture, exacerbated
by widespread commitment to a ‘doom and gloom’ attitude and a
reliance on public sector agencies.

• The industry is currently suffering from a skills gap due to poor labour
market fit in education and training, combined with a perception that
the industry is unappealing, low wage and lacking in career prospects.
This undervaluing does little to move away from the ‘doom and gloom’
attitude.

• There is apparent uncertainty in the industry about VisitScotland’s remit
and relationship with the industry and with Area Tourist Boards (ATBs).

• Area Tourist Boards (ATBs) are under-performing due to poor funding
mechanisms, a changing market place, bureaucracy, an inappropriate
and declining membership structure and dated attitudes.

• Competition and confusion exists amongst quality assurance schemes,
set against concerns about the quality of the Scottish product.

• There is recurrent pressure towards compulsory registration, which
would work only in favour of the big corporate businesses whilst
damaging many small operators and would act as a barrier to entry,
stifle innovation and entrepreneurship.
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• External factors such as Scotland’s fractured transport infrastructure,
the strength of the pound, the euro, and unforeseen crises (FMD and
9/11) have affected visitor numbers.

Questions

Question 1:  Effectiveness of the current strategy

As the current tourism strategy has, in effect, only been place since the
beginning of 2002 the FSB believes it is far too early to judge whether the
strategy is effective in the short-term, or whether it will be effective in the long-
term.

We must recognise that the process of change undergone by VisitScotland in
the past two years has had an impact both on the development and
implementation of the new strategy. An accurate assessment of the short-
term effect of the strategy should begin 18 months after implementation. The
long-term impact on Scottish tourism cannot be effectively judged until the
end of a three year period.

The FSB agrees with the overall direction of the strategy, and in particular the
product-based approach to marketing Scotland.

We must give people reasons to visit Scotland. The days when visitors came
just to visit particular areas of Scotland have largely disappeared. Visitors
come to Scotland to play golf, visit castles, cycle, attend festivals – food,
music, culture, climb mountains, visit our cities, etc, etc. Accordingly, the
views of the consumer must be the most important aspect of any tourism
strategy, rather than the parochial view based on the marketing of specific
geographical areas of Scotland.

However, we do recognise that a balance also needs to be struck between
place and destination marketing, but only where it is relevant to the target
audience.

Question 2: Effectiveness of VisitScotland

Again the FSB believes that it is too early to make a judgement on this
question, as the re-organisation of the senior management team and
departments of VisitScotland has only just been completed.

However, the FSB has, in regular meetings with VisitScotland, been
impressed with the knowledge, expertise and approach (particularly to
implementing substantive change) of the new senior management team. We
have found them willing to listen and learn from our own knowledge of small
business in the tourism industry.

The changes have been positive but we now need substantial and effective
change at a local level. There has also been a welcome recognition by
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VisitScotland that effective change in product development and delivery has
to be industry led.

Question 3: Impact of, and response to, FMD and 9/11

The impact of FMD and 9/11 highlighted the importance of tourism to the
Scottish economy and also the diversity of the industry itself.

Tourism is estimated to be worth some £2.5bn a year to the Scottish economy
– 4% of Scotland’s GDP. The industry employs over 190,000 people – 8% of
the overall workforce and 15% of the workforce in the Highlands and Islands.

In light of this economic situation and particularly in relation to FMD, the FSB
believes that the Scottish Executive’s strategic approach to the crisis should
have prioritised responding to the impact on the tourism industry rather than
agriculture (3% of Scottish GDP and declining employment). Support and
funding should be directed towards an industry with long-term potential growth
rather than towards a (arguably) over-subsidised, declining sector.

Public sector organisations such as VisitScotland must have the ability to
react immediately to a crisis situation and also have the flexibility to change
their marketing strategy and target new audiences accordingly. For example,
the recognition by VisitScotland that the US market for 2002 was, in the main,
lost was widely shared within the industry. However, media hype and political
posturing – fuelled by vested interests within the industry - surrounding this
realistic assessment of the marketplace can act as a barrier and become a
distraction away from initiative and quick re-targeting of resources.

Question 4: Roles of VisitScotland, LECs and the BTA

The roles, responsibilities and (most importantly) accountability of
organisations in Scottish tourism must be clarified.

Scotland is a small country with too many competing interests. We need to
create a national framework that allows for clear leadership and effective
delivery of the Scottish tourism product at an international, national and local
level.

It is clear that tourism must firstly be positioned as part of Scotland’s
economic and enterprise strategy.

VisitScotland

• The core activity of VisitScotland must be the marketing of Scotland
and the Scottish tourism product, with an effective balance between
product and place/destination marketing.

• All activity must be relevant to markets and consumers. Therefore, a
key role for VisitScotland is the development of sophisticated and
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robust statistical information with which to analyse the nature and
trends within the trade.

• Product development - in conjunction with the industry - should be the
responsibility of VisitScotland.

• VisitScotland should recognise the Scottish tourism industry (alongside
the visitor) as a main client to facilitate change by engaging with
tourism businesses on strategy, product development and marketing.

Enterprise Network

• All business development issues relating to tourism business should be
carried out by Local Enterprise Companies.

British Tourist Authority

• The FSB sees no role for the BTA. To maximise impact VisitScotland
should be responsible for all overseas marketing of Scotland.

Question 5: Resources

If the current tourism structure remains in place then VisitScotland’s resources
will continue to be thinly spread by spending £3.5m to support a bureaucratic
and ineffective ATB network.

In addition, the £7.9m local authorities spend on ATBs could be more
effectively used to support local attractions, the physical environment
(including street cleaning) and local transport infrastructure - all of which play
an increasingly vital role in the visitor experience.

The FSB believes that the focus should be on the effectiveness of current
resource allocations, rather than the total level of resources. Clarity in the
roles, responsibilities and accountability of tourism bodies would ensure
resources are spent on core activities.

Additional emphasis should be placed on joint funding of marketing
campaigns with the industry, as a means of increasing private sector
investment. The current VistScotland monetary support to ATBs could be
used to “match” fund industry led marketing campaigns.

Question 6: ATB Structure

The ATB network is driven by artificial, out-of-date geographic boundaries
which do little to support effective delivery of Scotland’s tourism product or the
needs of consumers.
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As stated earlier the FSB believes that ATBs are under-performing due to
poor funding mechanisms, a changing market place, bureaucracy, an
inappropriate and declining membership structure and dated attitudes.

VisitScotland should market all areas of Scotland, in conjunction with the
industry. Local marketing would be consumer and product driven but industry
led.

The FSB supports the abolition of the ATB network as it is no longer an
effective delivery mechanism.

Question 7: The Euro

The majority of tourism businesses are prepared for and accepting Euros in
payment for goods and services.

The FSB would like to see the Scottish banks adopting a policy of treating the
Euro as a parallel currency, resulting in no transaction charges.

Question 8: Niche Marketing

The FSB firmly believes that it is the responsibility of businesses in the tourist
industry to take the lead in developing niche markets and new products.

The FSB supports VisitScotland alongside Scottish Enterprise (SEn)
facilitating if, and when, required or able to add value. The work of the SEn
Tourism Cluster in encouraging and facilitating tourism businesses to come
together to develop innovative marketing and product improvement is
welcomed.

The enhanced development and communication of this approach by
VisitScotland and SEn must only be continued with the matched commitment
of the tourism industry. A ‘top-down’ approach cannot be adopted.

Question 9: e-tourism

The FSB’s latest ICT survey shows that tourism is the leading industry sector
in Scotland in its use of IT to develop and generate new businesses. Tourism
businesses have enthusiastically bought into the IT revolution. The tangible
benefits of ICT as a business development tool must continue to be
highlighted and encouraged by VisitScotland and SEn.

A large amount of public funding has gone into the development of eTourism
Ltd. As a consequence, we must give it the opportunity to prove that it can
meet the needs of consumers and the industry.

Implementation and development of the site should be vigorously accelerated
and continuously improved in light of market demands. The site should sell
Scotland the destination, with accommodation simply a part of the featured
product range. Outlets for eTourism Ltd information should be made available
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in libraries, post offices, shops, travel terminals and tourism businesses
across Scotland.

Question 10: TICs

TICs are becoming obsolete, especially in light of the development of
eTourism Ltd. TIC services could be readily delivered through other premises
and mechanisms. In addition, any public sector competition with the fragile
private tourism sector should be eradicated, particularly retailing in TICs.

Access to tourism information should be promoted through as many channels
as possible and if TICs are required (perhaps only cities, acting as gateways,
have a strong case) they should be run as private, unsubsidised operations,
perhaps as franchises of VisitScotland.
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SUBMISSION FROM HISTORIC SCOTLAND

ELL COMMITTEE OF THE SCOTTISH PARLIAMENT:  TOURISM ENQUIRY
HISTORIC SCOTLAND SUBMISSION

Introduction

1. Historic Scotland is an Executive Agency of the Scottish Executive.  It is part of the
Education Department and reports to the Minister for Tourism, Culture and Sport.   Its
purpose is to protect the nation’s built heritage and present it to the public for education and
enjoyment.

2. Historic Scotland has responsibility for over 300 historic properties in the direct care
of Scottish Ministers.  Seventy of these sites are staffed and subject to admission charge.  In
2001 there were 2.64 million visitors to the staffed properties.

3. Historic Scotland is the largest operator of visitor attractions in Scotland and is a
major player in the Scottish tourism industry.

4. Scotland’s top visitor attraction, Edinburgh Castle is in Historic Scotland’s care. Over
one million visitors a year come to the castle.   All the properties in HS care are marketed at
home and abroad to a range of audiences via a range of media.

5. Historic Scotland is a market leader in the provision of high-quality visitor services
and customer care.  Six of the properties have earned the top accolade of a five-star rating for
visitor facilities from VisitScotland, and three of them have earned gold awards under the
Green Tourism Business Scheme.

Scope of the Enquiry

6. As an Executive Agency, directly accountable to Scottish Ministers, it would be
inappropriate for Historic Scotland to comment on some of the issues being examined by this
enquiry.   These include questions about the effectiveness of VisitScotland, the roles of
VisitScotland, the enterprise agencies and BTA, the budget for tourism, the effectiveness of
the ATB structure and funding and management issues for TICs.  These are for the Minister.

7. We do, however, offer the following comments on the remaining issues before the
enquiry.

Impact of Foot and Mouth and 11 September

8. Historic Scotland properties throughout Scotland were affected by the foot and mouth
outbreak, either because of their proximity to farm land or because of the resulting drop in
visitor numbers across Scotland.  Historic Scotland was represented on the Foot and Mouth
Review Group which produced the Comeback Code and the risk assessment model used to
assess whether sites could be safely re-opened.

9. Historic Scotland’s properties were assessed using this model and by mid-April only 8
of the staffed properties were still closed.  The HS web site became the main medium for
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communicating with the public.  It was updated regularly to give information on which
properties were open.

10. Early on in the outbreak, Historic Scotland alerted Ministers to the fact that targets on
visitor numbers and income were unlikely to be met.  We could, at that stage, have “drawn in
our horns” and not opened about twenty seasonal monuments.   Ministers agreed, however, to
open these properties, where safe to do so, to give a positive signal of support to the tourism
industry and to show faith with the visitors.

11. The outbreak led to a sharp decline in visitor numbers at HS properties, especially
during the peak months of June, July and August 2001 when we saw decreases of 9%, 11%
and 7% respectively.  This was not restricted to rural areas.   The major properties of
Edinburgh, Stirling and Urquhart Castles were badly affected and as they generate the
majority of our income, this had a detrimental effect on our overall revenue.   Admissions
income fell by only 1.6% over these three months compared to the previous year, reflecting a
year-on-year increase in admission charges.  Because of major efforts to re-align the retail
operation, retail income fell by only 0.7%.

12. Income generated via travel trade operators fell substantially (-16%) as mainstream
group tours stayed away from the UK.  The full effect of FMD was mitigated, however, by
increased retail spend, and some growth in other commercial activities such as our
membership scheme, catering and functions business.   (Membership +12%;  Catering +10%;
Functions +5%).   Overall gross income from Properties in Care for the financial year
2001/02 increased by 2.6% from £18.969m to £19.465m.

13. Increased marketing activity was also focused on the domestic short-break and day-
trip markets, signposted by a programme of events aimed at attracting domestic visitors. This
was highly successful in generating new business.  Joint marketing with VisitScotland and
other operators was also carried out but the effectiveness of this was difficult to measure.

14. The impact of 11 September was to further depress the overseas -  especially
American - market (-4% across the estate) and so the emphasis on the domestic market is
currently being maintained.  The feeling is that it will take a couple of years for the American
market to recover although we are already seeing one or two positive signals.  HS will
continue to work in that market to take full advantage of the recovery when it comes.

15. Visitor numbers picked up at the end of 2001, due mainly  to increased short-break
visits generated by low-cost flights into Scotland.  HS finished the calendar year 2001 with an
8% decrease in visitor numbers but a slight increase in overall income.   Overall admission
and retail income increased by 0.3%.  In the first seven months of the current calendar year
(1 January to 31 July) visitor numbers are 4.4% up and admission and retail income is 10.8%
up.

Introduction of the Euro

16. HS properties throughout Scotland have been accepting Euro notes since 1 July, 2002.
The decision to take the Euro was based on the desire to provide the highest standards of
customer service.  At the height of the summer 26% of Edinburgh Castle’s visitors come
from Europe;  at the rest of the properties the figure is 22%.



EL/02/24/6

CJM9794

17. There has been a strong take-up of this service, especially at sites with substantial
numbers of European visitors.  Edinburgh Castle has been taking in excess of 7,000 euros per
week since 1 July.  Euro notes can be used to pay for retail and catering purchases as well as
admission.  Change is given in sterling.

18. The provision of this service appears to be meeting a demand and if it leads to greater
customer satisfaction, in our view it is worth doing.   We are pleased with the take up so far,
although it is hard to ascertain whether the spend in euros is displaced (that is, customers
would have spent the money in sterling anyway).   It seems likely that the euro is being used
by visitors from the eurozone, purely for convenience, and by visitors from elsewhere who
are travelling in Europe and want to use currency flexibly.

Development of Niche Tourism

19. Scotland’s built heritage is one of the main reasons why people come to Scotland and
visiting a castle or monument is the most popular activity for both overseas and domestic
visitors.  Historic Scotland’s outstanding portfolio of historic visitor attractions means that it
is ideally placed to take advantage of that mainstream interest.

20. The niches identified by VisitScotland also provide opportunities for Historic
Scotland as we believe that our product can be positioned within most of them be it city
breaks, cultural holidays, activity holidays or genealogy.  We are working with VisitScotland
both in domestic and overseas markets on the product themes and niches identified by them.
In other words, someone on a golfing holiday is not going to play golf all the time and we
want to ensure they visit our sites as well.   There are also partners to consider, who may be
keen to do things away from ‘the niche’.

Potential for e-tourism

21. The web’s potential as an interactive marketing tool is recognised by Historic
Scotland.  During the last year a new visitor portal has been developed on the HS web site
www.historic-scotland.gov.uk.  Visitors to the site enjoy easier access to information on
Historic Scotland’s properties and products.  Retail items, Friends of Historic Scotland
memberships and Explorer Tickets which give unlimited entry to the attractions can all be
bought from the web site.  A pilot to sell admission ticket to individual properties is about to
start.  We have also established a web marketing officer post.

22. Historic Scotland welcomes the further development of visitscotland.com and is in
negotiation with VisitScotland/Schlumberger with a view to selling our Scottish Explorer
Tickets through this medium.

Historic Scotland
5 September 2002
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British Electricity Trading and Transmission Arrangements

As you know Ofgem is the regulator for the electricity and gas markets in
Great Britain.  Our primary statutory objective is to protect consumers where
appropriate by promoting competition in Britain’s electricity and gas
markets.

2.  As part of this work Ofgem has been working on proposals to merge the
two separate wholesale electricity trading systems in England & Wales and in
Scotland and I know that Charles Coulthard, Managing Director Scotland for
Ofgem has been speaking to you about this.

3.  Following the Government announcement last month that it would bring
forward legislation to introduce British Electricity Trading and Transmission
Arrangements, we have published jointly with the Department of Trade and
Industry the attached paper which sets out in some detail the way forward to
introducing the new arrangements by April 2004.

4.  Although I recognise that both energy and regulation are reserved
matters, it is clear that the work that we do has considerable impact on areas
that are within the remit of the Scottish Parliament and Scottish Executive.

5.  Accordingly I am writing not only to send you a copy of the attached
paper, but also to say that my colleagues and I would be more than happy to
come and speak to your Committee to explain in more detail our proposals
for these reforms which we believe to be in the interests of Scottish, English
and Welsh electricity consumer.

CALLUM McCARTHY
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Enterprise and Lifelong Learning Committee

Meeting 18 September 2002

Ofgem

Ofgem is the official regulator of the gas and electricity markets in the UK.

Callum McCarthy, the Chief Executive, approached the Committee earlier this year
with a request to appear before it to explain Ofgem’s proposals for the reorganisation
of the wholesale electricity market in Scotland. This is intended as part of a wider
consultation that Ofgem is currently undertaking. The letter from Callum McCarthy to
the Convener is attached.

Ofgem’s proposals are known as BETTA – British-wide Electricity Trading and
Transmission Arrangements. Effectively they seek to open up the wholesale energy
market in Scotland to more competition than currently exists. This involves
introducing similar arrangements to those that exist in England and Wales, and
creating an open UK-wide wholesale energy market. The BETTA proposals are
outlined in more detail in the attached factsheet.

The BETTA proposals, and the request to appear, were of course made before the
difficulties being experienced by British Energy became apparent. British Energy are
one of the two big generating companies in Scotland and will be significantly affected
by the proposals.

Callum McCarthy will appear before the Committee. He will outline the BETTA
proposals, and then be open to questioning from members.

Simon Watkins
Clerk
Enterprise and Lifelong Learning Committee



A BETTA deal for electricity customers and the
electricity industry in Scotland

Why reform?

• Ofgem’s primary statutory duty is to protect the interests

of British customers wherever appropriate by promoting

competition in the gas and electricity markets.

• Scottish customers are not benefiting from

competition which is now established in the

wholesale (electricity generation) market in England

and Wales, where prices are now some 20 per cent

lower than last year. This is important because

wholesale costs make up around half of all domestic

customers’ bills.

• Competition is established in the retail market in

Scotland but more competition in the wholesale

market will put an even greater pressure on prices.

• Current arrangements in Scotland also restrict the

market for Scottish electricity by preventing easy

access to a wider British market for Scottish electricity.

• The arrangements for the Scottish wholesale market

date from privatisation. While appropriate at the time,

today they are more of a hindrance than a help to the

development of the Scottish electricity industry:

– Scotland produces 70 per cent more electricity than

it consumes – this electricity needs a market 

– at the time of privatisation, a contract was put in place

to secure the sale of all British Energy (BE) electricity

generated in Scotland to Scottish Power (SP) and

Scottish and Southern Energy (SSE). This contract ends

in 2005 at the latest. If current arrangements are not

reformed there will be no wholesale market for BE’s

energy – this has implications for BE and the Scottish

electricity community.

• New British-wide Electricity Trading and Transmission

Arrangements (BETTA) will bring more competitive

prices to Scottish customers and will open up access

to markets in England and Wales for Scottish

electricity generators. 

• New arrangements will create a bigger and more

competitive market for electricity generation in Britain

as a whole, which is also good news for electricity

customers and generators in England and Wales.

• Ofgem is working with the companies in Scotland,

England and Wales, customer groups and

government in London and Edinburgh to bring in

these changes which have wide support but will

require primary legislation.

Ofgem factsheet 8  | 12.12.01

Ofgem’s BETTA proposals

The elements of the BETTA programme are:

• A GB-wide electricity market, based on the New Electricity Trading Arrangements (NETA), 

which were successfully introduced this year for England and Wales

• GB transmission access and losses arrangements

• The creation of an independent GB-wide System Operator, responsible for maintaining the balance of supply

and demand

• A competitive market structure in Scotland

Not all of these are within Ofgem’s scope to deliver. We are working closely with industry, customers, the DTI, the

Scottish Executive and other key players to achieve these reforms. Because of the scope of the changes, the need

to provide a firm legal framework, and to licence the GB-wide System Operator, the creation of GB-wide

arrangements requires primary legislation to deliver its benefits.



The market structure in Scotland locks-in the status quo and in

so doing prevents the development of a more dynamic and

competitive market which would be good for the Scottish

energy industry and for Scottish businesses more widely. 

The creation of a GB-wide NETA, new GB Transmission access

arrangements and a new market structure will bring: 

• an independent GB-wide system operator 

• a right to third party access, on fair and competitive terms,

to all of the transmission network including Scotland

• a single set of GB arrangements for balancing the

transmission system, and for setting the costs of balancing

BETTA and the development of 

Scottish renewables

The development of Scotland’s renewable industry is not being

helped by the present arrangements: 

• the costs for a renewable generator in Scotland to be able to

participate in the existing Scottish settlement systems and

thereby trade directly with suppliers other than Scottish Power

or Scottish and Southern Energy can be substantial

• as there is no competitive market, renewable generators have

no viable alternative other than to sell their output to Scottish

Power or Scottish and Southern Energy. Under BETTA

renewable generators would be able sell their electricity into a

much wider market. It would also be cheaper for renewable

generators to deal directly with suppliers

Work is underway in England and Wales to address some of the

issues affecting renewable and CHP generators operating under

NETA. Changes have already been made to NETA arrangements

which have helped generators. A new industry/Ofgem/DTI

group is looking at ways to further encourage the development

of consolidation services. These allow renewable generators to

club together to sell their electricity.

1.GB-wide NETA

New Electricity Trading Arrangements were introduced in

England and Wales in March 2001. NETA saw the end of the

electricity Pool, used for setting prices for electricity generation

in England and Wales. Generation prices in Scotland are

administered and are not based on the market conditions 

in Scotland.

Under NETA, generators, suppliers and customers now trade

with each other and agree bilateral contracts for the purchase

and sale of electricity. The overwhelming majority (97%) of all

wholesale electricity is now bought and sold in this way. 

Separate arrangements are in place to ensure that supply meets

demand on a second by second basis. This is known as the

Balancing Mechanism. 

By replacing the Electricity Pool with more competitive

arrangements customers have benefited:

• wholesale prices have fallen by 20-25 per cent compared to

last year

• market liquidity has improved

• the costs of keeping the system in balance have reduced

2.GB transmission access and losses arrangements

BETTA also proposes reforms to the transmission network, the

high voltage wires, which transmit large volumes of electricity

around Britain. 

Open and fair access to the transmission network is needed to

ensure competition can be brought to the wholesale electricity

market since all generators must have access to the

transmission system in order to transport their electricity.

Electricity is lost (as heat) as it is transported, this is neither

efficient or good for the environment.

Ofgem is, therefore, proposing a common set of transmission

access and losses arrangements across GB. These arrangements

will take into account the cost of transporting the electricity to

where the demand is located.

Further proposals will be published early in 2002. 

3.Creating a GB-wide System Operator 

and reforming market structures 

In Scotland, Scottish Power, British Energy and Scottish and

Southern Energy (formerly Scottish Hydro) have been responsible

for the generation, transmission, distribution and supply of

electricity. This situation has remained substantially unchanged

since privatisation.

By contrast, the market structures in England and Wales have

been able to develop significantly since privatisation. This has

provided incentives for new entrants and opportunities for

structural changes and corporate transactions – all of which has

increased the competitiveness of industry.

For example, today, there are some 30 generating companies in

England and Wales market compared to four in 1990. In

Scotland only two generating companies own or control 98 

per cent of generation capacity, the same as at privatisation.

New Electricity Trading Arrangements

Domestic
Customers

Business
Customers

Generators

Traders
Customers

Suppliers

Balancing and
Settlement

Structure of industry in England, Wales and Scotland 
since privatisation

1

2

3

4

The number of generating
firms has increased from
three at privatisation to

30 including 25 new
companies 

Electricity generators
eg. PowerGen, British Energy.

The National Grid was
floated as an independent

company by 12 regional
electricity companies in 1995

The National Grid
operates the pylons and wires

for transmitting electricity.

All of the 12 distribution
companies have changed
owners since privatisation

Electricity distribution businesses
electricity is transformed to lower 

voltages for local distribution, 
where it is conducted by 

underground cables or wires 
on poles.

Over 38 per cent of electricity
customers and 37 per cent of gas

customers have switched supplier. All of
the 12 former Public Electricity suppliers

set up at privatisation have been
bought by another company.

Customers
including domestic customers
and business customers, large

and small, who pay their bills to
a range of suppliers such as

London Electricity, SEEBOARD,
British Gas and Amerada.

1

4

Most generation is still dominated by just
three firms Scottish Power, Scottish and
Southern Energy and British Energy, 
whose ownership remains unchanged.

All transmission and distribution is
still owned by Scottish Power and
Scottish and Southern Energy

Competition for
electricity, although
well established for
domestic customers,
is still 10 per cent
lower than in
England and Wales. 

England
and Wales

Scotland
NETA (New Electricity Trading Arrangements) is a new wholesale

market, comprising trading between generators and suppliers of

electricity in England and Wales. Under NETA, bulk electricity is

traded forward through bilateral contracts and on one or more

power exchanges. NETA also provides central mechanisms which

do two things. They help NGC to ensure that demand meets

supply, second by second, and they sort out who owes what to

whom for any surpluses or shortfalls. The majority of trading in

NETA takes place in the forward contracts markets. Only small

volumes of electricity are traded in the central mechanisms.

The Balancing and Settlement Code, which sets down the rules for

central mechanisms and governance, is managed by a separate

company called ELEXON. All participants have to sign up to it. 

2/3



For more information you can contact: 
Colin Sausman colin.sausman@ofgem.gov.uk  
020 7901 7339

The retail market in Scotland

Competition is established in the Scottish retail market – but

further progress will be held back if reforms are not made to

the wholesale market. 

In Scotland, 28 per cent of electricity customers have switched

supplier – the average rate of switching in England and Wales is

10 per cent higher. 

Retail competition is sufficiently established for Ofgem to propose

lifting the remaining price controls which apply to Scottish Power

and Scottish and Southern Energy. In future, Ofgem believes that

domestic customers’ interests are best served by:

• working to develop competition in the wholesale market and

continuing work to monitor the retail market

• taking specific measures under the Social Action Plan to help

vulnerable and low income customers who suffer fuel poverty,

and generally

• progressing work with energywatch to make it easier for

customers to choose and change supplier.

Dec 2001 

Feb 2002

Summer 2002

Winter 2002/3

Summer 2003

Winter 2003/4

April 2004

Publication of Ofgem’s Consultation Paper

Issue decision paper

Consult on the details of the System Operator and associated licence

Consult on the details of associated Code and contract changes. Relevant legislation 
introduced to Parliament (subject to the required parliamentary time being available)

Consult on Licence changes need to implement BETTA

Consult on specific code and contract changes 

BETTA goes live

BETTA will reform the wholesale market in Scotland

and increase the scope of the wholesale market in

England and Wales. For such a large restructuring

parliamentary legislation will be required before BETTA

can be introduced. 

This means it will not be possible for BETTA to be

introduced until April 2004 at the earliest. Ofgem will

be working with the industry to ensure the

preparation for BETTA is ready when parliamentary

time can be found for the necessary legislation.

Costs of BETTA

Much of the work on new trading arrangements to

create BETTA has been done in the NETA project.

The costs of BETTA to industry and in Ofgem’s own

costs will reflect this.

Timetable

Betta timetable and costs



Ofgem appearance at the Enterprise and Lifelong Learning Committee on 18
September 2002

When Callum McCarthy, Margaret Ford and David Halldearn met the Committee
recently they promised to provide you with some further information on the
differences in domestic electricity prices between Scotland and England & Wales.
The purpose of this letter is to provide that information.

Prices paid by prepayment meter customers of the ex Public Electricity Suppliers in
Scotland average £288.00 per annum, this is £22.00 greater than the average of
£266.00 paid by consumers in England & Wales.  For direct debit customers the
annual charge is £270.00 compared to £244.00 for consumers in England & Wales, in
this case an additional £26.00.  There is therefore a difference of around 10 per cent.

There are a number of reasons for this difference. While the cost of operating the
transmission and distribution systems in England & Wales and Scotland has fallen
substantially since privatisation due to effective regulation, the rate of average
decrease in England & Wales has been more rapid than comparable reductions in
Scotland.  Individual regions of England & Wales with comparable network
characteristics (and charges), such as South Wales and Northern England, have
similar (and in some cases higher) retail prices to those observed in Scotland.

It is also widely recognised that competition at the wholesale level in Scotland is less
developed than in England & Wales.  England & Wales wholesale prices are 40 per
cent lower since the NETA reforms were proposed in 1998.  While Ofgem has sought
to ensure that the benefits of competition in England & Wales are reflected in
Scotland, through the regulated wholesale and imbalance prices, this is an
imperfect proxy.  To this end, the Government has announced its intention to bring
forward legislation to implement effective wholesale competition across GB.  Ofgem

Our Ref: CG/jh.0303
Direct Dial: 0141 332 3935
Email: charles.gallacher@ofgem.gov.uk

Friday 11 October, 2002

Mr Alex Neil MSP
Convenor Enterprise and
Lifelong Learning Committee
The Scottish Parliament
Edinburgh
EH99 1SP



expects these reforms, known collectively as British Electricity Transmission and
Trading Arrangements (BETTA), to be implemented from April 2004.

While indicators of the effectiveness of competition at the retail level indicate a
dynamic market across GB, the rates at which customers have been switching
electricity supplier in Scotland, and thereby putting pressure on ex-PES suppliers to
reduce prices, has been slightly slower than the average for England & Wales.  This
could reflect many different things, including the strength of Scottish Power and
Scottish & Southern brands within the Scottish market.

I hope that this has been helpful and provides the information that your committee
requires.  If you require any further information or members require specific briefing
we would of course be happy to provide that.

Yours sincerely

Charles Gallacher
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29 October 2002

Alex Neil MSP
Convener
Enterprise and Lifelong Learning Committee
The Scottish Parliament
Edinburgh
EH99 1SP

Dear Convener

COMPARISON OF ELECTRICITY PRICES IN SCOTLAND AND ENGLAND &
WALES

I am writing to you further on the issue of the level of electricity prices in Scotland
compared to England & Wales.  ScottishPower�s views were summarised in a letter sent to
the members of the Enterprise and Lifelong Learning Committee following its meeting on
the 18th September, at which evidence was taken from Callum McCarthy, Director General
of Ofgem, where the issue was raised.  I have since read the transcript of that meeting and
am concerned that the Committee may not have had the full facts made available to it on
the important issue of electricity prices in Scotland.  I am therefore pleased that the
Committee is seeking additional written evidence on the cost of energy to Scottish
consumers and I set out below ScottishPower�s answers to the specific questions raised,
together with further background information.  The key points we wish to draw to the
Committee�s attention are as follows.

1. Standard domestic bills are higher in Scotland than the average in England &
Wales only because of the higher regulated charges for use of the electricity networks and
for other monopoly services.  No other factors have a significant impact on the difference.

2. Before privatisation, electricity prices were set by Government policy.  Since then,
regulation and the introduction of competition have forced prices to become cost reflective
and have removed cross-subsidies between different services and customer groups.

3. The DTI�s own draft regulatory impact assessment for BETTA estimates that it will
reduce electricity prices in Scotland by only 1-2%.  We believe that the DTI have
overestimated the benefits and underestimated the costs of BETTA and that the impact on
prices in Scotland will be at best neutral.

The following analysis explains in more detail the basis for these conclusions and
addresses the specific questions raised by the Committee.
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What is the higher cost to Scottish domestic electricity customers?

A comparative analysis of standard domestic bills at October 2001 is shown in the table
attached to this letter.  This shows that a domestic customer in ScottishPower�s area in the
south of Scotland, with an annual consumption of 3,300 kWh, would have an annual bill of
£267.  This is 23% lower in real terms than 10 years ago.

By comparison, a similar domestic customer in England & Wales with the same standard
annual consumption, would have a bill of £242 per annum on average.  Thus the standard
bill in ScottishPower�s area is some 10% above the England & Wales average.

However, as is evident from the attached table bills vary significantly across the 12
electricity regions in England & Wales.  Perhaps not surprisingly, there are 5 regions
where the standard domestic bill was also above the average, including SWALEC in South
Wales which was 14% above average.  Prices in ScottishPower�s area, and also those in
Hydro-Electric�s area, are thus not outwith the range of prices across England & Wales
and are not dissimilar to prices in Wales and South West England.

What causes the higher cost to Scottish domestic electricity customers?

Customers� bills include charges for monopoly services, such as the use of the electricity
networks, which are regulated and are paid at a standard rate by all competing suppliers.
The remaining charges relate to the competitive elements of generation and supply.

It is possible to identify separately the monopoly charges, which cover the use of the
distribution and transmission networks, levy payments for renewable generation and
charges for the systems required for the competitive supply market, since they are required
to be published.  When these charges are deducted from the above standard domestic bills,
as shown in the attached table, it can be seen that customers in ScottishPower�s area pay
£171 per annum for the competitive elements of generation and supply while customers in
England & Wales pay on average £172 for the same elements.

This clearly shows that the higher bills paid by Scottish domestic customers are
caused entirely by the higher regulated charges for monopoly services.  Factors such
as lack of competition, privatisation contracts, and excess profits play no part.

This is hardly surprising since the administered wholesale price for electricity in Scotland
is directly linked to the price in England & Wales.  The Scottish wholesale price is in fact
set at 1% below the England & Wales level and sets a cap on the price that ScottishPower
and Hydro-Electric generation can charge suppliers for energy.  Competition between
ScottishPower and Hydro-Electric to provide generation to suppliers competing in
Scotland, such as Scottish Gas and Npower, results in an effective wholesale price in
Scotland below the England & Wales level.  The continuation of this direct link following
the introduction of the New Electricity Trading Arrangements in England & Wales has
ensured that Scottish customers continue to benefit from the competitive pressures in
England & Wales.  Suppliers with no generation in Scotland are able to purchase their
requirements for their Scottish domestic customers at a level below the England & Wales
market price and this thus sets the competitive benchmark for domestic prices in Scotland.
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Why are regulated charges for monopoly services in Scotland higher than in England &
Wales?

Charges for the settlement systems for the competitive supply market are higher per
customer in Scotland than in England & Wales, partly because of the smaller size of the
Scottish market and partly because costs incurred in Scotland when the market was opened
in 1998 had already been incurred in England & Wales and had been included in the costs
of privatising the industry there in 1990.

The charges associated with renewable generation are also higher per customer in Scotland
again because of the smaller size of the Scottish market but also as a result of the greater
success of renewables projects in Scotland.

However, the major reason for higher charges is the higher cost per customer for
using the distribution and transmission networks.

The electricity network in Scotland constitutes 20% of the whole network in Great Britain
but carries only 10% of the electricity supplied.  As a result the cost of distributing and
transmitting a unit of electricity in Scotland is 30% higher than in England & Wales and
since distribution and transmission account for some 30% of the final price to customers
then this element alone results in Scottish bills 9% higher than England & Wales.

Is there a lack of electricity competition in Scotland?

In his evidence to the Committee on 18 September Callum McCarthy confirmed that
Ofgem do not have concerns with the level of competition to final customers in Scotland.
Their two areas of concern are GB wide and relate to the level of switching among the
older population and also in the countryside.  Ofgem�s 2001 review of domestic
competition showed that ScottishPower had lost 28% of its domestic electricity market in
the south of Scotland to competitors.  This is close to the GB average of 30% and is
comparable to the rate of switching in regions such as London and South West England.

In relation to generation competition in Scotland the market structure there dictates that
there will be a limited number of competitors and it is for this reason that the Scottish
wholesale price is set by generation competition in England & Wales rather than in
Scotland.  Nevertheless there has been an increase in suppliers sourcing their generation
requirements from independent generation in Scotland or through imports from England &
Wales through the interconnector.

Do the unique privatisation arrangements in Scotland, including the restructuring
contracts, affect customer prices?

At the customer end of the supply chain i.e. marketing, billing, and customer service, and
for the monopoly network elements the privatisation arrangements in Scotland mirrored
those in England & Wales.  Therefore as far as prices were concerned the unique
arrangements in Scotland were restricted to generation and ensured that the generation
component in prices to final customers were based, not on the costs of generation in
Scotland, but on the competitive generation market in England & Wales.  This ensured a
common price for generation across GB thus placing suppliers and customers in Scotland
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on a par with their counterparts in England & Wales.  Thus any differences between the
generation costs incurred by ScottishPower and Hydro-Electric, under the unique Scottish
privatisation arrangements, compared to the equivalent costs in England & Wales have had
to be absorbed by the Scottish companies and could not be passed on to customers.

Do excess profits affect customer prices?

There is no question of excess profits being earned.  The UK electricity sector is under
significant profit pressure as evidenced by British Energy, the recent profit warning from
TXU, and the mothballing of plant by PowerGen and others.  As set out above the level of
profit made by ScottishPower in its generation business does not impact customer prices in
Scotland.  Since all suppliers in Scotland are able to purchase generation at the
administered wholesale price, profit margins in the supply business are set by supply
competition.  The level of supply competition in Scotland is similar to that in England &
Wales and thus Scottish host suppliers are unable to make greater profits than their
England & Wales equivalents without significant loss of their customer base.  The
profitability of ScottishPower�s combined generation and supply activities is no different
from other comparable operators in the UK.

Why are Scottish domestic customers paying more than English customers now when
they were paying less at privatisation?

Before privatisation political considerations influenced customers bills and in particular
the relative prices paid by domestic and business customers.  Pre-privatisation charges paid
by Scottish domestic customers were some 5% lower than customers in England & Wales
using the same amount of electricity.  Scottish business customers were however paying
some 17% more than their English equivalents.  There was a desire to keep domestic
prices in Scotland below the average in recognition that Scottish domestic customers used
more electricity than those in England & Wales because of weather factors and a lower
penetration of gas.

Privatisation separated out the competitive and monopoly elements of customers� prices
and exposed any cross subsidies from one customer group to another.  With the full
introduction of competition from 1998 all such cross subsidies have disappeared and as set
out above this results in the standard domestic bill in Scotland now being higher than the
average for England & Wales.

How will BETTA impact Scottish prices?

In May 2002 the DTI published a draft Regulatory Impact Assessment for the introduction
of British Electricity Trading and Transmission Arrangements (BETTA) which is planned
for April 2004.  The document, which is attached, estimates that consumers in Scotland
will benefit from electricity prices some 1-2% lower as a result of BETTA. In our
response, which is also attached, we state that there is little reason to believe that, in a GB
market, wholesale prices in Scotland would or should be any different from those in
England & Wales and therefore there is little reason to believe that final prices to Scottish
customers could reduce by 1%.  In fact we believe there is a possibility prices could go the
other way.
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We believe that the DTI�s Regulatory Impact Assessment significantly overestimates the
benefits from BETTA and underestimates the costs and are concerned that it could create
unjustified expectations of reduced prices which would be unlikely to materialise.  In our
view, the benefits of BETTA are likely to be more longer term, from the establishment of a
fair and competitive wholesale market across GB.  This will ensure continued downward
pressure on prices for all customers in the face of upward pressures from fuel,
environmental and other costs.

Conclusions

While the level of ScottishPower�s domestic electricity prices in Scotland has fallen by
23% over the last 10 years it is above the average level for England & Wales.  It is,
however, comparable with the price in other areas with a large rural network and a
dispersed population and, for example, is below the level in South Wales.  The key reason
for the differential with the average price in England & Wales is the increased investment
and operating costs per customer required for the Scottish wires network, in view of its
geographic nature and exposure to severe weather.  The network element of electricity
prices remains subject to price review by Ofgem and all suppliers active in Scotland are
subject to the same charge.

I hope that the Committee will find this information helpful in considering further the
question of electricity prices in Scotland.  If it would be helpful, we would be pleased to
discuss with the Committee any points arising from this submission.

Yours sincerely

Simon Bucknall
Director of Regulation



Components of Standard Domestic Bills in 1st tier areas at October 2002

3,300kWh - Quarterly Eastern Powergen London Manweb MEB Northern Norweb
Annual Bill £227.46 £224.79 £234.95 £255.58 £231.76 £250.95 £230.29
DUoS £49.50 £55.93 £57.70 £69.54 £60.38 £63.89 £53.54
TUoS £6.80 £5.98 £9.96 £4.69 £7.53 £1.10 £4.62
Levy £0.00 £0.00 £0.00 £0.00 £0.00 £0.00 £0.00
Settlement £1.78 £1.78 £1.78 £1.78 £1.78 £1.78 £1.78
Supply + Generation £169.38 £161.10 £165.52 £179.56 £162.06 £184.18 £170.35

3,300kWh - Quarterly SEEBOARD Southern SWALEC SWEB Yorkshire E&W Ave SP SHE
Annual Bill £229.38 £252.89 £276.78 £256.13 £238.77 £242.48 £266.95 £269.36
DUoS £53.16 £61.72 £81.63 £72.46 £63.25 £61.89 £87.03 £77.55
TUoS £8.11 £9.86 £10.77 £12.30 £4.08 £7.15 £6.36 £11.30
Levy £0.00 £0.00 £0.00 £0.00 £0.00 £0.00 £1.59 £1.48
Settlement £1.78 £1.78 £1.78 £1.78 £1.78 £1.78 £0.83 £0.83
Supply + Generation £166.32 £179.53 £182.60 £169.59 £169.66 £171.65 £171.14 £178.19
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Appendix 1 - Respondents to December 2001 document

The following organisations submitted responses to Ofgem’s December 2001

document1:

Alcan Smelting and Power UK
Association of Electricity Producers
BOC Gases
British Energy plc
British Wind Energy Association
Centrica plc
Chemical Industries Association
DTI Engineering Inspectorate
EDF Energy Merchants Limited
Edison Mission Marketing & Services Limited
ELEXON Limited
energywatch
Grangemouth CHP Limited
Health & Safety Executive
Institution of Electrical Engineers
LE Group
Magnox Electric plc
Natural Power Consultants Ltd
Powergen UK plc
Scottish and Southern Energy plc
Scottish Electricity Settlements
ScottishPower UK plc
SEEBOARD plc
The National Grid Company plc
TXU Energy Limited
Wisenergy

The responses have been placed in Ofgem’s library and are available on Ofgem’s

website www.ofgem.gov.uk.

                                                          
1 The Development of British Electricity Trading and Transmission Arrangements (BETTA) : A consultation

paper, Ofgem, December 2001.

http://www.ofgem.gov.uk/
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Appendix 2 - December consultation document

This appendix summarises the responses received to the December consultation

document grouped according to main areas of consultation in that paper. It also sets out

the Ofgem/DTI thinking behind conclusions that have been set out in this paper.

This Appendix comprises a number of Annexes, each of which deals with a particular

aspect of the December consultation document. Annex 1 discusses the case for reform;

Annex 2 the impact assessment; Annex 3 price controls; Annex 4 system operation and

transmission ownership; Annex 5 balancing and settlement; Annex 6 CUSC and

transmission charging; Annex 7 system security and quality of supply standards; Annex

8 the legal framework; and Annex 9 the project plan and organisation.
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Annex 1:  The case for reform

Introduction

A1.1 Ofgem’s principal objective is to protect the interests of consumers, wherever

appropriate by promoting effective competition. The market rules for the

balancing and settlement of electricity, and connection to and use of the

transmission system, can have a significant effect on the price of wholesale

electricity and may impact other related markets. Furthermore, the structure of

the transmission sector can also affect wholesale electricity competition. This is

principally because those in control of certain transmission-related activities (for

example system balancing) are in a position to influence the risks faced by

market participants. The development of arrangements that do not unduly

discriminate, and that facilitate efficient trading and transmission, are therefore

central to Ofgem’s work in protecting the interests of consumers.

A1.2 The December consultation document contended that a unified and harmonised

set of GB trading and transmission arrangements would be the most effective

means of promoting competition. Such reforms would open up markets to new

players, and create more equitable and transparent rules to trading in such

markets.

A1.3 The arrangements put in place in Scotland at privatisation were fundamentally

different to those established in England & Wales. A vertically integrated

structure was retained for the two host Scottish companies, together with a series

of long-term contracts (the ‘restructuring contracts’) to allocate the output of

Scottish generating plant between the host companies, and to govern use of the

interconnector between England and Scotland.

A1.4 While these arrangements have not changed materially since Vesting, the

December consultation document cited a number of reasons why the possibility

of more competitive arrangements is increasingly relevant, particularly, the

limited duration of the remaining restructuring contracts, and the lessening of

transmission constraints between England and Scotland.

A1.5 Three of the restructuring contracts may end over the next decade, which in

tandem with a reduction in the system constraints that limit the flow of

electricity between Scotland and England will potentially release significant
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amounts of capacity to a wider market. Allied to this is the potential growth in

renewable generation capacity connecting in Scotland. There is therefore likely

to be a step increase in the market liquidity for Scottish generation output over

the next decade. The absence of effective market mechanisms in such

circumstances will lead to distortions and inefficiencies in respect of the use of

this capacity.

A1.6 However, while the factors above indicate why reform might be timely, the

main case for reform as set out in the December consultation document related

to the degree to which competition across GB can be expected to promote

efficiency and reduce costs to consumers. It was contended that the lack of

wholesale competition, with protection for consumers through explicit

regulation of wholesale prices and top-up and spill prices available to non-host

suppliers, was a second-best solution. A comparison of developments in England

& Wales and Scotland in both wholesale and retail markets since Vesting were

used to illustrate this point.

A1.7 The design of NETA, while limited to the market in England & Wales, has

provided valuable insights in both theory and practice to the development of

competitive arrangements, and the identification of barriers to such competition.

The December consultation document concluded that NETA provided an

appropriate basis upon which to develop GB arrangements, given that NETA has

successfully met its objectives and that there is a significant degree of overlap

with the objectives for BETTA. It was also noted that a design based on NETA

could have additional practical benefits in terms of system and development

costs.

Responses

A1.8 Twenty-two respondents commented on the case for reform, either directly or

indirectly. These views are summarised below.

A1.9 The majority of respondents supported the overall objective of BETTA to reform

trading arrangements to promote more effective competition. There was also

broad support for the notion that competition should be promoted across GB.

One respondent stated that ‘competition in the Scottish market is totally

inadequate’, while another noted that the Scottish market is not competitive and

that arrangements lack transparency – and that this has acted to the detriment of
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Scottish consumers and potential new entrants. One respondent noted that there

is a lack of satisfactory arrangements for independent generators. Another

respondent expressed strong support for the NETA reforms, and stated that GB

arrangements should be based on the NETA design.

A1.10 However, one respondent explicitly questioned the value of competition as a

means of reducing prices, and also questioned the extent to which NETA

provided appropriate longer-term price signals and therefore the degree to which

it represented an appropriate model for GB arrangements. One respondent

welcomed the commitment by Ofgem to the BETTA reforms, while noting that

its perception of problems in Scotland are not wholly referable to the present

trading arrangements.

A1.11 A number of respondents made explicit reference to perceived deficiencies in

the arrangements for accessing the interconnector, and welcomed the proposed

incorporation of these assets into the GB transmission system via BETTA. Four of

these respondents cited reform of the interconnector as essential in creating

more competitive arrangements. A number of respondents also stressed the

system operator’s independence as an essential element of creating a more

competitive regime.

A1.12 A significant number of respondents expressed the need for implementation

costs to be considered in more detail prior to finalising the design of BETTA. A

significant proportion of these respondents called for a formal cost/benefit

analysis to be carried out. A number of these respondents stressed the

importance of capturing all costs, and not just those costs incurred centrally,

through this analysis. One respondent noted that its ability to take a view on the

proposals was constrained by the lack of detailed information on

implementation costs. Another respondent stated that a lack of clarity on

timescales could subsequently lead to higher implementation costs.

A1.13 A small number of respondents commented on the potential savings in

development and implementation costs through use of existing NETA systems.

One respondent commented that the arrangements in England & Wales

provided a ‘sound and pragmatic’ platform for GB arrangements. One

respondent noted that it was probably the case that implementation costs would

be relatively low, but that this should be assessed formally through a Regulatory

Impact Assessment.
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A1.14 One respondent stated that the vision of BETTA, whereby all parties are treated

equitably within a GB market, is an attractive one. It agreed with what it

characterised as Ofgem’s view that circumstances in Scotland have materially

changed such that the current arrangements now constitute a barrier to effective

competition, but contended that any such reform must recognise the ‘holistic’

nature of the arrangements put in place at Vesting, including the ‘restructuring

contracts’ – and that all such arrangements should be dismantled through the

BETTA reforms. This respondent argued that consideration of issues, e.g.

interconnector reform, in isolation can be misleading.

A1.15 The same respondent expressed a view that Ofgem’s interpretation of facts in

respect of retail competition was not meaningful. It argued that different trends

in retail prices in England & Wales and Scotland reflect different network costs.

The question was not therefore whether prices are too high now, but why prices

were so low relative to England & Wales in the years immediately after Vesting.

It also stated that Ofgem’s ‘assertion’ that the lack of an independent system

operator adversely affected the development of competition was not supported

by evidence, and that existing arrangements whereby the behaviour of the

system operator is regulated and affiliate2 interests are in separate legal entities

are consistent with relevant current and future EU directives. It also noted that

arrangements for top-up and spill are approved by Ofgem, and do not unduly

favour host generators, relative to generators in England & Wales and relative to

other generators located in Scotland.

A1.16 Another respondent expressed strong views that the case for reform put forward

by Ofgem in support of the BETTA proposals was not sufficiently compelling. It

noted that reform per se was necessary in the context of the end of the Nuclear

Energy Agreement (NEA) and an expected increase in the number of renewable

generators connecting in Scotland. It also noted that it was not in principle

opposed to GB trading reforms. However, it challenged a number of the

arguments set out by Ofgem in the December consultation document in support

of BETTA.

A1.17 The respondent took particular exception to the suggestion of a link between the

lack of competition in wholesale markets and subsequent developments in retail

markets. It ‘absolutely refuted’ Ofgem’s view that a lack of wholesale

                                                          
2 In this document, “affilitated” means within the same corporate group, or within the same company and

“affiliate” means another entity within the sam corporate group or within the same company.
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competition had restricted supply competition and noted that the arrangements

for suppliers to procure generation are explicitly regulated by Ofgem. It also

challenged the use of simple price comparisons, noting the importance of

network costs in understanding trends in prices. It contended that prices in

Scotland were in fact lower than England & Wales on a like-for-like basis,

adjusting for network costs, the fossil fuel levy, and the cost of electricity

procured through the NEA. It observed that the trend of divestment and new

entry in England & Wales has not been seen in Scotland because of the nature of

generating assets in Scotland and not because of a lack of competitive trading

arrangements.

A1.18 The same respondent contended that the BETTA reforms did not address the key

issues for Scotland, which it saw as the likely dramatic increase in generating

capacity consequent to the Renewables Obligation and the natural comparative

advantages of Scotland in respect of renewable technologies, most notably wind

power. It stated that plans to upgrade the transmission system to accommodate

such projected changes in plant mix and location should be urgently considered.

A1.19 Another respondent stated that it understood the rationale for BETTA and

appreciated that the proposals represent one way of introducing competitive

arrangements across GB without requiring divestment. It also expressed support

for the underlying principle of not requiring divestment of transmission assets.

However, a number of concerns were highlighted about the potential impact of

the reforms in England & Wales and in particular how the interests of the system

operator, transmission owners and consumers could be aligned within this type

of model. It contended that any solution which retained a split between

transmission owner and system operator would necessarily be ‘second–best’ in

comparison to a single ‘transco’ model in this regard. A ‘transco’ model means

one in which the system operator and the transmission owners are in common

ownership.

A1.20 It also questioned the extent to which BETTA would reduce prices, relative to

the continuation of administered arrangements in Scotland which, in effect,

pegged prices to out-turn prices in England & Wales. The use of simple price

comparisons, unadjusted for network costs, was also questioned. It expressed

support for a full Regulatory Impact Assessment to be performed to demonstrate

that the proposals would be in the public interest and beneficial to all

consumers.
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Annex 2:  Impact assessment

Introduction

A2.1 The section below addresses a number of specific comments raised by

respondents to the December consultation document in relation to the potential

impact of BETTA. The comments addressed are grouped under the following

headings:

♦  Impact on retail markets; and

♦  Implementation costs and Regulatory Impact Assessments.

Impact on retail markets

A2.2 Three respondents to the December consultation document questioned the

degree to which the proposals could be expected to affect retail prices. One

‘absolutely refuted’ the suggestion that existing arrangements in Scottish

wholesale markets affected competition at the retail level, stating that ‘all

suppliers are able to procure generation to meet all of their demand in Scotland’

from Scottish Power or Scottish and Southern. Ofgem/DTI continue to believe

that existing administered arrangements in Scotland do not constitute a

competitive wholesale electricity market. The ability of independent suppliers to

procure significant quantities of energy in Scotland from the two dominant

incumbent generators alone serves to underline, rather than undermine the lack

of competition in the current generation sector.

A2.3 The same three respondents also questioned the meaningfulness of the price

comparison information set out in the document in the light of differences in

network costs underpinning such comparisons. One noted that it was important

that debate is not distorted by misleading statements.

A2.4 Ofgem/DTI agree that comparisons of retail prices allowing for charging

differences in network costs demonstrate that retail prices in Scotland have

moved broadly in line with those in England & Wales. This is not surprising

given that wholesale prices to non-host suppliers are linked to a basket of

England & Wales prices through regulation.
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A2.5 However, a straight comparison of prices in England & Wales and Scotland,

adjusted for network costs or not, does not provide the main justification for

BETTA and it was not the intention of the December consultation document to

give this impression. The case for BETTA is based on the extent to which the

reforms will facilitate greater competition.

A2.6 The key issue for the case for reform, therefore, is not what out-turn prices are

constrained to be in practice through regulation, but rather what scope there is

for prices to fall as a result of greater competition. The appropriate comparison is

therefore between prices under (a) competitive GB trading arrangements, and (b)

the current hybrid of competitive and regulated prices. Such a comparison is

necessarily hypothetical and uncertain. Actual outcomes from a competitive

process reflect a range of complex interactions over time.

A2.7 However, there are a number of factors that can be borne in mind in anticipating

the direction of change, at least:

♦  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;

♦  the generation sector in Scotland has not been subject to any significant

entry or exit since Vesting;

♦  Scottish wholesale prices are not determined by the costs of production

of Scottish generators;

♦  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; and

♦  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.
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A2.8 In Ofgem/DTI’s view, the points set out above suggest collectively that more

competitive GB arrangements will reduce wholesale prices relative to the

current mix of market and administered prices – since wholesale prices will bear

a closer relationship to the costs of generation, and suppliers will have greater

incentive and opportunity to procure energy more efficiently. While this process

will take time to evolve, it is unambiguously beneficial for consumers. In

Ofgem/DTI’s view, the suggestion of some respondents that administered

arrangements in Scotland are as ‘as good, if not better’ for consumers than

competitive arrangements is not accepted and is not consistent with Ofgem’s

statutory duties.

Implementation costs and Regulatory Impact Assessments (RIAs)

A2.9 Many respondents highlighted the need for more detailed consideration of the

practicalities of implementation and in particular the costs of implementation for

all affected parties. A number of respondents called for a formal Regulatory

Impact Assessment to be undertaken.

A2.10 A consideration of the costs and benefits of any measure is implicit in Ofgem’s

statutory duty to protect the interests of consumers. A rationale for each set of

proposals is usually included in all Ofgem consultation documents. It would be

inconsistent with this statutory duty to commit the industry to incur significant

costs, which will ultimately be passed on to consumers, for minimal benefits. It

would, however, also be inconsistent with this statutory duty to overlook

reforms that promote effective competition, where such competition is

appropriate. It is hoped that the December consultation document and the

current document explain why Ofgem/DTI believe BETTA to be necessary and

appropriate.

A2.11 In terms of the detail, Ofgem/DTI agree that more information on the level of

costs associated with implementing BETTA and how such costs (where

efficiently incurred) might be recovered, is important in informing debate.

However, it should also be recognised that costs can only be estimated with any

degree of certainty once key design issues which are presently under

consideration have been finalised.

A2.12 As the implementation of BETTA requires primary legislation, it is incumbent on

the DTI to conduct and publish a Regulatory Impact Assessment and
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Competition Assessment, in line with Cabinet Office and Office of Fair Trading

guidance. An RIA is generally published with the relevant Bill or Statutory

Instrument (SI). It is also standard practice to publish and consult on preliminary

RIA findings prior to the publication of the Bill or SI.

A2.13 The preliminary findings of the DTI’s Regulatory Impact Assessment, which has

been informed by discussions with Ofgem, are published as Appendix 3 to this

document. The Competition Assessment forms part of the RIA. Comments on

Appendix 3 are invited in Section 1 of the main document.
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Annex 3:  System operation and transmission ownership

Introduction

A3.1 The December consultation document explained that the implementation of

BETTA would require the creation of a single GB system operator and suggested

that it was appropriate for certain transmission related functions to be carried out

by a party that was not affiliated with the market activities of generation and/or

supply. It was proposed that as a minimum such functions should include the

procurement and call-off of balancing services.

A3.2 The December consultation document also noted that it was not proposed to

require a divestment of transmission assets3 as part of BETTA. Given the intent to

place responsibility for GB balancing with a single system operator, it was

explained that this meant that responsibility for carrying out existing transmission

functions would necessarily be split.

A3.3 The December consultation document set down some of the issues associated

with, and invited views on, the criteria for deciding whether system operation

and other transmission related functions should be allocated to the system

operator or to transmission owners and the appropriate allocation of a number of

such transmission functions in light of the criteria suggested.

A3.4 Three illustrative models were described. They proposed different divisions of

responsibility for transmission functions between the system operator and the

transmission owners. A further model developed by working groups established

after Ofgem’s August 2000 consultation paper was also discussed.

Criteria for allocation of functions

A3.5 The December consultation document suggested that the criteria for allocating

functions should be assessed in the light of how well the arrangements promote

efficiency, both in the conduct of the system operator and the transmission

owners themselves, and most importantly in the wider operation of the market.

Ofgem suggested that the following criteria were relevant in this regard:

                                                          
3 It is anticipated that BETTA would result in the requirement for certain staff and assets to transfer from

existing transmission licensees to the GB system operator. However, it is not intended that assets forming
part of the transmission system itself would transfer other than in certain discrete respects – see para 5.18
of main text.
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♦  the demonstrable independence of the system operator (from generation

and supply market interests);

♦  the costs of separation;

♦  the practicality of operating separated functions;

♦  access to confidential information;

♦  the efficient incentive-based regulation of system operator and

transmission owner activities; and

♦  the ability to ensure effective asset risk management.

A3.6 Views were invited on:

♦  the factors suggested as appropriate criteria to guide the allocation of

transmission functions, and in particular whether the factors discussed

above were correct and/or complete;

♦  the relative importance of the factors identified;

♦  whether or not system operation and competitive market activities such

as supply and/or generation should be permitted in the same group

ownership;

♦  the appropriateness of any mitigating actions identified to deal with

issues that might arise;

♦  suggestions for other mitigating actions that might be contemplated; and

♦  any other related matters, whether or not included in the December

consultation document.

A3.7 In the December consultation document, two specific issues were also discussed

in more detail. These were, first whether it was appropriate to permit the system

operator to be affiliated to others with interests in the generation and/or supply

of electricity, and second whether it was appropriate to permit the system

operator to be affiliated to one or more transmission owners.
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Separation of system operation from generation and supply

Respondents’ views

A3.8 Whilst noting that seven respondents believed that it was important to

demonstrate further the cost-benefit analysis of BETTA prior to moving ahead

with the reforms, there was widespread agreement that the system operator

should be demonstrably independent from functions affecting generation and/or

supply. Some respondents suggested that system operation and competitive

market activities such as supply and/or generation should not be permitted to be

carried out in the same group ownership.

A3.9 One respondent was concerned about any model in which the system operator

or the transmission owner has or is able to develop affiliates with transmission–

connected generation assets.

A3.10 Separately, individual respondents commented that:

♦  there were existing precedents for ensuring that functions with conflicts

of interest can coexist within the same corporate entity. It also believed

that the transparency of the balancing arrangements under NETA and the

number of generators in this market would provide a further discipline

for the system operator not to favour any affiliated supply or generation

business. It indicated that it was not convinced that there was any scope

for a transmission owner to favour its affiliated generation particularly

because transmission charges would be subject to Ofgem approval. It

also noted that measures could be put in place to protect commercially

confidential information;

♦  suitable governance arrangements for the system operator should be put

in place to reinforce the existing protections against potential

discriminatory behaviour which might arise should the system operator

be affiliated to any competitive electricity interests; and

♦  the interests of both transmission owner and system operator must be

fully aligned with those of consumers and that such alignment would be

less than complete while the transmission owner has affiliations with

other commercial interests in the Scottish electricity market. It favoured a



Office of Gas and Electricity Markets/DTI May 200216

deep system operator model which created a system operator

independent of market interests.

Ofgem/DTI views

A3.11 Ofgem/DTI continue to believe that promoting competition in generation and

supply requires that there is access to the transmission system which is, and

which is perceived to be, independent and non-discriminatory. In accordance

with the views of the substantial majority of respondents to the December

consultation document, Ofgem/DTI agree that this requires that certain functions

are undertaken by a party or parties that do not have affiliated interests in

market–related activities. Ofgem/DTI believe that one such function is the

purchase and call-off of balancing services. Given that it is proposed that the GB

system operator will be responsible for operating the balancing mechanism (i.e.

it will at a minimum be responsible for the procurement and call-off of some

balancing services) it is concluded that the GB system operator should be

separate from affiliations with generation and/or supply.

Separation of system operation from transmission ownership

Respondents’ views

A3.12 A number of respondents suggested that the activity of system operation should

be separate from transmission ownership or expressed concern that there may be

scope for the system operator to favour affiliated transmission owners.

A3.13 Some said that there were cost inefficiencies associated with the separation of

functions, and one believed that Ofgem should undertake a cost-benefit analysis

to provide guidance on the trade-offs involved.

A3.14 One respondent believed that the system operator should be independent from

transmission ownership if multiple transmission owners existed, although

believed that this would not be necessary if there was a single GB transmission

owner. Another said that the creation of a single UK transmission system

operator, under the ownership of a company independent from the current

owners of the Scottish network, is essential.

A3.15 Those respondents who believed that it was appropriate for system operation to

be separate from transmission ownership argued that in the absence of such
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separation, there would be scope for discrimination between transmission

owners by the system operator. One respondent believed that the possibility for

decisions of the system operator to have differential adverse impacts on

transmission owners would stem particularly from the distinct geographic nature

of existing transmission owners. One respondent noted that deeper system

operator models appear to allow for the possibility of introducing competition in

the provision of transmission assets.

A3.16 Two respondents argued that it was appropriate to separate the activity of system

operation from transmission ownership so as to avoid conflicts of interest in

areas where transmission competed with market services, citing the example that

reactive compensation transmission equipment may be in competition with

generating units in the provision of reactive compensation.

A3.17 One respondent said that the relationship between the system operator and each

of the three transmission owners should be equitable, and that the most

equitable arrangement is achieved by requiring the system operator to be

independent of other interests including transmission ownership. It indicated

that it believed that scope for the perception of bias may arise particularly in the

areas of connection offers and use of system charging. It argued that because as a

minimum two of the transmission owners will be separate from the system

operator, it would be necessary to structure incentive schemes so that they work

appropriately between a system operator and transmission owner in separate

ownership. To the extent that efficiency gains could be realised through

common ownership, this could lead to charges of a system operator favouring its

affiliated transmission owner.

A3.18 Another respondent indicated that although it did not believe that there was any

significant opportunity for a system operator to favour affiliated generation it

believed that there were opportunities for a system operator to favour an

affiliated transmission owner. This, it stated, was because the system operator

actions were much less transparent and less subject to competitive oversight. It

believed that without proper controls, the system operator would have the

inherent ability to influence profits and costs in both affiliated monopoly

functions (transmission owner and system operator) and competitive market

activities. It believed that the scale of this influence may be as great, if not

greater, in a large affiliated transmission owner as in an affiliated generation or

supply business. Where the system operator was affiliated to one, but not all, of
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the transmission owners, it believed that with an associated incentive scheme,

there will inevitably be opportunities for a combined system

operator/transmission owner to maximise commercial advantages to the

detriment of other transmission owners and potentially the market in general.

Examples quoted included the resolution of “nested” constraints where the

system operator would have the opportunity to favour solutions which

maximised constraint incentives to the affiliated transmission owner to the

disadvantage of other transmission owners leading to sub-optimal market

solutions. Another example was that the system operator could favour balancing

solutions from its affiliated transmission owner rather than from non-affiliated

transmission owners or the market in general (e.g. in the provision of reactive

power).

A3.19 One respondent believed that the integrated system operator and transmission

owner structure in England & Wales should be retained and this system operator

activity should be extended to Scotland to create the GB system operator

activity. It believed that costs and inefficiencies could be introduced across the

interface between the system operator and transmission owner, and that this

should be avoided (at least) in England & Wales. It believed that introducing any

transmission owner-system operator split would lead to economic inefficiencies

in terms of transaction costs and difficulty in providing appropriate incentives

and performance measures for both the system operator and the transmission

owners that align fully with the interests of consumers. Furthermore, it believed

that more critically, it could create ambiguity in the responsibility and

accountability for key issues such as long-term asset integrity, health and safety,

environmental management and system security. It provided a number of areas

in which it believed inefficiencies would arise if the system operator and

transmission owner functions were separated. A selection of some of the areas in

which it believed that existing advantages may be lost if the activities of

transmission ownership and GB system operation are split included:

♦  use of short-term plant ratings in the management of system constraints;

♦  use of real time load monitoring equipment on transmission plant;

♦  predictive rather than probabilistic methods of rating determination;
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♦  provision of transmission plant outside normal planning criteria,

specifically for the management of constraints and to provide flexibility

against future uncertainty, i.e. the premium for specialised relocatable

equipment; and

♦  flexible outage arrangements e.g. live line working, short emergency

return to service times, accelerated/overnight maintenance, employing

circuit breaker bypass arrangements, and optimised maintenance

schedules.

A3.20 It also believed that inefficiencies could arise in the following areas:

♦  the establishment of new information flows between the GB system

operator and transmission owner, whereas such flows are internalised

within a combined system operator/transmission owner activity;

♦  restructuring costs associated with development of the contractual

interface between the GB system operator and transmission owners, staff

transfer costs and re-working regulatory price controls for the new

activities; and

♦  the creation of additional transaction costs, for example to manage the

contractual interface between GB system operator and transmission

owner, including the duplication of some functions.

Ofgem/DTI views

A3.21 It is recognised that there are potential benefits in separating the GB system

operator from all transmission owners as this would avoid the possibility that the

GB system operator would discriminate between non-affiliated and affiliated

transmission owners. At the same time, there are benefits from the integrated

management of transmission functions, where these are free of market-related

affiliations. For example, in England & Wales there have been significant savings

in the costs of managing transmission. Ofgem/DTI believe that these benefits

should be capable of being retained providing they are not outweighed by

inefficiencies due to any perverse incentives on the GB system operator to

favour affiliated transmission owners.
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A3.22 Ofgem/DTI believe that appropriate incentives and licence conditions on

transmission owners and the GB system operator will, in conjunction with the

availability of recourse to competition law, be capable of regulating effectively

any incentive on the GB system operator to favour its affiliated transmission

owner. Rather than exacerbate the potential problem, the geographically distinct

nature of the three existing transmission systems will serve to significantly

reduce the scope for cross-substitutability between solutions in the three

systems, and hence Ofgem/DTI believe there is relatively little scope for

favouring investment (for example), in an affiliated network when investment in

one of the non-affiliated networks would have been the more efficient solution.

Furthermore, any such action by the GB system operator is likely to be very

apparent, and any scope of bias would be minimised by ensuring that the

revenues for transmission owners did not accrue in such a manner that the

system operator could not enhance the profits of an affiliated transmission owner

by taking perverse operational decisions (as, for example, might be the case if

revenues to transmission owners were dependent upon MW-mile utilisation of

assets).

A3.23 The possible inefficiencies arising from any perverse incentives for the GB

system operator to discriminate in favour of an affiliated transmission owner

should be substantially lower than the efficiencies of integrated management

that would be lost with the separation of the GB system operator and

transmission owner functions. On balance, Ofgem/DTI do not believe that it is

necessary to require the GB system operator to be separate from transmission

owners and that, subject to the criteria set out above, the potential for gaining

efficiencies from the integrated management of system operation and

transmission ownership should be possible under the BETTA arrangements.

A3.24 A related issue raised in the responses to the consultation was that it was

considered appropriate for the GB system operator to be separate from

transmission ownership so as to avoid conflicts of interest in areas where

transmission competes with market services, for example where reactive

compensation transmission equipment may be in competition with generating

units in the provision of reactive compensation.

A3.25 The debate over issues arising from competition between transmission and

generation in certain areas (in particular reactive compensation) has been

ongoing for many years. It is an issue that exists within the current England &
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Wales markets as well as those in Scotland. Given the intent to continue to

regulate the transmission sector under BETTA, striking the right balance between

levels of (or use of) generation and transmission assets will continue to rely on

the effectiveness of the regulation of transmission, irrespective of whether the

system operator is or is not affiliated to one or more transmission owners.

Ofgem/DTI believe that any further associated issues arising from affiliation

between the GB system operator and transmission owners are likely to be

outweighed by the efficiency savings associated with joint ownership and

operation of transmission. Where possible, Ofgem/DTI believe it is appropriate

to continue to allow for the possibility of such efficiency savings to be realised

and do not believe that it is necessary to prohibit affiliation per se between the

GB system operator and transmission owners.

Criteria for allocation of functions

Respondents’ views

A3.26 The majority of respondents expressed broad agreement with the criteria

proposed in the December consultation document, although a number of

additional or, in some cases rephrased criteria were suggested by respondents.

These included the following:

♦  that the initial split should represent a pragmatic approach that facilitates

a practical implementation by April 2004;

♦  whether efficient incentives can be set for the separately regulated

activities;

♦  the extent to which the separate activities can be ring-fenced and

reported upon;

♦  the costs and practicality of implementing the change;

♦  potential impact on users of the transmission network, including the

costs of any changes to systems, and the impact on existing commercial

arrangements;

♦  whether the structure minimises barriers to entry for those in the

competitive sectors of the market;
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♦  whether or not wires businesses are affiliated to market activities (i.e.

generation and supply);

♦  the detail and complexity of the price controls to be applied to the

system operator and transmission owners;

♦  the ability of the transmission owner to be able to control its own

network and thereby to be able to comply with existing and proposed

regulations relating to the safety of electrical equipment and quality and

continuity of supply;

♦  the fact that transmission owners are best placed to manage their own

networks;

♦  the ability to ensure that quality and security of supply is not

compromised;

♦  the ability to ensure effective health and safety management;

♦  the ability to ensure effective environmental management;

♦  compliance with relevant European Union Directives;

♦  economic purchase of balancing services;

♦  complexity of the customer interface;

♦  the benefits of running integrated distribution and transmission

businesses in Scotland in providing connections;

♦  the ability of transmission owners to develop a network which will

facilitate Government policy in facilitating the development of

renewable energy;

♦  the development of a cost effective network;

♦  assurance and a transparent methodology for recovering costs associated

with implementing the change; and

♦  establishment of and compensation for shareholder value lost as a

consequence of any reallocation of existing functions.
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Ofgem/DTI views

A3.27 Ofgem/DTI believe that most of the additional criteria identified by respondents

were implicitly included in the list of criteria set down in Ofgem’s list of criteria

in the December consultation document. It is however appropriate to clarify

where this is the case and to update the list of criteria to reflect more precisely

the intention of each criterion and in some cases to include additional criteria.

A3.28 To this end, it is proposed that the criteria to be used in determining the

allocation of functions between the GB system operator and transmission owners

should be such that the allocation ensures that:

(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;

(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;

(2b) appropriate incentives can be given to each of the system operator and

transmission owners to undertake their separate activities in an efficient,

coordinated and economic manner;

(3) the one-off costs of effecting the changes should be as low as possible,

taking into account both central costs and participants’ costs;

(4) security of supply must not be jeopardized; and

(5) there is the ability to ensure effective asset management, including safety

and environmental issues to meet both shorter and longer term

obligations.

A3.29 In the above list, criteria 1a and 1b have been grouped because they both relate

to issues associated with independence from generation and/or supply. Similarly
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2a and 2b have been grouped because they both relate to efficiency in

operation.

A3.30 Of the additional criteria suggested by respondents to the December

consultation document, Ofgem/DTI believe that criterion 2a now incorporates:

the detail and complexity of the price controls to be applied to the GB system

operator and transmission owners; and the benefits of running integrated

distribution and transmission businesses in Scotland in providing connections.

A3.31 Criterion 2b incorporates: the complexity of the customer interface; whether

efficient incentives can be set on the separately regulated activities; whether the

structure minimises barriers to entry for those in the competitive sectors of the

market; the economic purchase of balancing services and the development of a

cost effective network. This also incorporates the ability of the overall

arrangements to ensure a consistent approach to the development of a network

in response to new generation connections and load growth.

A3.32 Whether or not wires businesses are affiliated to market activities (i.e. generation

and supply) is a factor that can significantly affect the allocation of functions

between the GB system operator and the transmission owners. If all wires

businesses were separate from generation and supply, then the issues associated

with allocating functions that significantly affect market functions to the

transmission owners would be avoided.

A3.33 One of the assumptions of BETTA is that divestment of assets comprising the

transmission system will not be required except where appropriate for those

assets directly connected with GB system operator functions. Therefore the

scope for affiliation between transmission owners and market related functions

may continue (in Scotland at least) and hence the affiliation between wires and

generation and supply is not a criterion for selecting between different models,

but a given for all of them.

A3.34 The extent to which the separate activities can be ring-fenced and reported upon

is now implicitly included in criterion 1a, which indicates that those functions

that cannot be easily “codified” and “monitored” should be carried out by those

without market affiliations.

A3.35 Whilst it will be important to give appropriate consideration to such matters,

Ofgem/DTI do not believe that “assurance and a transparent methodology for
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recovering costs associated with implementing the change” should have a

bearing on the split of functions between the GB system operator and the

transmission owners. Neither (except to the extent that it has a bearing on

criteria 2a) should the “establishment and compensation of shareholder value

lost as a consequence of any reallocation existing functions” favour any one

particular allocation of functions over any other.

A3.36 Ofgem has indicated that it considers asset risk management to be a key

responsibility for all network companies, whilst recognising that the obligations

could be adequately discharged by a number of different business models.

Ofgem has recently published a consultation document on these issues4, and the

requirement to take them into account is reflected in criterion 5.

A3.37 Insofar as meeting legislative requirements is concerned, it will clearly be

necessary to ensure that any arrangements are consistent with European

directives and other legislation. Ofgem/DTI believe that this is another given for

all models, rather than a criterion for selecting between alternative models. As a

consequence, compliance with legislation is not included in the list of criteria.

A3.38 It is intended that the changes made to implement BETTA should only be those

which are specifically needed to meet the objectives of BETTA. As this is the

case, and in light of comments received to the consultation paper, it is proposed

to introduce one further criterion as follows:

(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.

A3.39 In relation to criteria 4 and 5, the development of the GB system operator and

transmission owner functions as part of BETTA will also take into account:

♦  any new standards or obligations on transmission licensees identified as

part of the DTI/Ofgem review of licensees' contingency response and

emergency preparedness;

                                                          
4 Asset Risk Management in electricity and gas networks – Conclusions on framework and proposals for the

survey. Ofgem, April 2002.
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♦  obligations in the current Electricity Supply Regulations and those that

arise under the proposed Electricity Supply, Quality and Continuity

Regulations; and

♦  facilitating the requirements of the health, safety and environmental

legislation.

A3.40 Insofar as prioritisation of criteria is concerned, Ofgem/DTI believe that all

criteria need to be taken into account but that a degree of trade-off will be

needed to formulate a practical solution. Particular weight will need to be given

to 1a and 1b, given the context of the BETTA objectives, but other than this, the

numbering of the criteria outlined above should not be taken to imply any

hierarchy or priority. In any event, given that different solutions are likely to

meet the various criteria to differing degrees, an overly quantitative approach to

analysing solutions is unlikely to be practicable.

Allocation of transmission functions

A3.41 The December consultation document noted that the activity of electricity

transmission currently undertaken by the existing transmission licensees in GB

encompasses a broad spectrum of functions and noted that it would be

necessary to determine which of those functions should be allocated to the GB

system operator as part of BETTA.

A3.42 The functions considered were:

♦  purchase and call-off of balancing services;

♦  determining the real-time configuration of the transmission system;

♦  switching the transmission system;

♦  transmission system investment planning;

♦  construction of new transmission system assets; and

♦  transmission system maintenance.

A3.43 The December consultation document discussed whether each of the functions

should be undertaken by the GB system operator or by the transmission owners

in light of the criteria that had been proposed for determining the allocation. The
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December consultation document also described a number of illustrative models

of the split in functions, these models were termed the Shallow system operator,

Intermediate system operator and Deep system operator, the “depth” of the

system operator reflecting the scope of functions allocated to it.

A3.44 Under the Shallow system operator, the GB system operator would be

responsible essentially only for procurement and call-off of balancing services in

operational timescales and for directing the configuration of the transmission

system in real-time. All other transmission-related functions currently carried out

by the transmission licensees would be carried out by the transmission owners.

It was suggested that the Shallow system operator model represented the

minimum set of functions that would need to be allocated to the GB system

operator in order to achieve the implementation of a single GB wholesale

electricity market.

A3.45 Under the Intermediate system operator model, the GB system operator was also

allocated responsibility for approving transmission outage plans and for

approving new construction plans. Under the Deep system operator model, the

GB system operator also undertook the functions of developing the regional

maintenance outage plans and undertaking transmission system investment

planning. In all of the models considered, transmission asset maintenance was

carried out by the transmission owners.

A3.46 The December consultation document also explained that a number of

Workgroups established after the August 2000 Consultation Paper developed,

amongst other things, arrangements for the creation of a GB system operator to

manage a GB balancing mechanism and its interface with the three transmission

operators which they believed could be achieved without the need for

legislation. One of the products of this work was a model for the creation of a

single GB system operator and a single GB balancing mechanism. Views were

also invited as to the appropriateness of adopting this model.

Respondents’ views

A3.47 A wide spectrum of views was received from respondents in commenting on the

most appropriate of the models discussed in the December consultation

document. Most of the reasons why individual respondents favoured particular

models have been discussed above in the context of comments received on the
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criteria for allocation of functions, and as such are not repeated here. In some

cases whilst useful issues were raised, no specific view was given of the

favoured model, and in others, views expressed were dependent upon other

factors (such as whether or not the transmission owners were independent from

market activities). A number of respondents also believed that further work was

necessary before deciding upon the allocation of responsibilities.

Ofgem/DTI views

A3.48 Given the responses to the December consultation document, the development

of the criteria discussed above and the process undertaken to date, Ofgem/DTI

believe that it is now appropriate to initially conclude on the allocation of

certain transmission related functions. Ofgem/DTI recognise that based on these

initial conclusions it will be necessary to develop the detailed allocation of

functions between the GB system operator and the transmission owners, and

that in doing so it will be necessary to consider further the practicalities and

costs associated with such splits. It is intended that further consultation

documents will address the issues of more detailed allocations of transmission

functions, the detail of the legal interface between the GB system operator and

transmission owners and the form of incentive regulation to be applied to each.

In progressing this work, it is proposed that the criteria identified above would

be used in allocating the responsibility for more detailed functions to the GB

system operator or to the transmission owners.

A3.49 Whilst it is recognised that it is possible that working up further detail of the

arrangements may reveal that the initial conclusions need to be revisited in order

to achieve a more appropriate balance between meeting the various criteria,

Ofgem/DTI believe that it is appropriate to make certain decisions at this stage in

the process.

A3.50 In order to satisfy criteria 1a and 1b, responsibility for purchase and call-off of

balancing services in all timescales, and responsibility for directing the

configuration of the operational transmission system should lie with the GB

system operator. The activity of procurement and call-off of balancing services

does directly affect market participants, and cannot, be easily codified and or

monitored to ensure that no bias is being exercised. Placing this activity with the

GB system operator is consistent with the substantial majority of respondents

who expressed a view on this matter in response to the December consultation
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document. It is therefore essential that this activity be separated from those with

market affiliations.

A3.51 Allocating responsibility for purchase and call-off of all balancing services to the

GB system operator also allows a number of the other criteria to be met. First it

would help to restrict access to confidential data, which may reveal the

intentions of participants in market-based activities, only to those that do not

have affiliated interests in those same market-based activities (i.e. the GB system

operator). Placing responsibility for purchase and call-off of balancing services

with a single party would also serve to significantly simplify arrangements and

hence would constitute a practical implementation approach (rather than, for

example, splitting between the GB system operator and the transmission owners

responsibility for purchase and call-off of different balancing services). It would

also permit appropriate incentives to be given to the GB system operator in

order to manage the associated costs. Because responsibilities would be clear,

placing sole responsibility for purchase and call off of balancing services with a

single organisation would also serve to ensure that security of supply was not

jeopardised and would help to ensure effective health and safety management.

Finally, as is noted above, Ofgem/DTI agree with the majority of respondents to

the December consultation document that in order to promote wholesale

competition it is appropriate that the purchase and call off of balancing services

is carried out independently from those with market affiliations. As this is the

case, a change in responsibilities in this area is required in order to meet the

objectives of BETTA.

A3.52 For the same reasons, it is also appropriate to allocate responsibility for directing

the configuration of the operational transmission system to the GB system

operator. Furthermore, given the decision to place responsibility for purchase

and call-off of balancing services to the GB system operator, to place

responsibility for directing transmission system configuration with another party

or parties would be likely to introduce significant additional practical difficulties.

A3.53 The responsibility for directing the configuration of the operational transmission

system should, in this context, also include a formal role in co-ordinating the

scheduling for construction and maintenance outages and a formal role in

understanding and agreeing outage changes, including the need to cancel or

shorten outages. Changes need to take into account issues such as system

security, balancing services costs and factors that arise from asset risk
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management. It is for further consideration exactly what role and incentives

transmission owners should have in determining the timing of maintenance and

construction outages. This could range from their proposing an initial outage

schedule to the GB system operator for approval to having the GB system

operator more directly involved in co-ordination and work scheduling. 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.

A3.54 Subject to changes arising consequent to developments on NGC’s SO incentive

scheme in England & Wales and/or transmission access, which is discussed

further below, 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. Given that it is proposed to make

transmission owners responsible for carrying out transmission maintenance, it is

envisaged that by also giving them responsibility for planning and delivery of

new investments, this will help to ensure that they can be provided with

appropriate incentives to make efficient decisions on when to make new

investments and when to undertake maintenance or refurbishment, ensuring a

coordinated approach to transmission asset management is maintained. It is

anticipated that whilst the underlying responsibility for the new investment

planning process would sit with the transmission owners, the GB system

operator would have a role in the development of a co-ordinated GB

transmission investment plan from the plans of the individual transmission

owners. Furthermore, Ofgem/DTI believe that it is necessary to ensure that the

planning process adopted provides sufficient assurance that new connections to

the transmission system will be managed in an independent, non-discriminatory

manner, in particular in the case of connections to the systems of transmission

owners with generation and/or supply affiliates. Ofgem/DTI therefore believe

that consideration should be given to involving the GB system operator in the

new connections planning process in order to help to ensure such independence

and non-discrimination.

A3.55 It was noted in the main document that if new arrangements for transmission

access are introduced, the responsibilities placed on the SO part of NGC’s
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Transmission Business would cover a larger range of functions than at present,

and that Ofgem intends to consult on the scope, form and duration of an

appropriate price control. It is anticipated that consideration will be given to the

current proposals for the SO and TO activities of Transco5 during the

consultation process. Ofgem/DTI believe that subject to the outcome of this

consultation process, it will be necessary ensure that the detail of the incentive

arrangements and responsibilities applying to the system operator and

transmission owners under BETTA, particularly in relation to transmission system

investment planning, are consistent with any developments in this area. It is

noted for example that it is proposed that under the Transco arrangements, the

SO is responsible for making the decisions to release incremental capacity

volumes at particular locations in response to its investment signals and for

arranging with the TO for the delivery of additional investment.

A3.56 Ofgem/DTI believe that it is appropriate for the GB system operator to be the

party responsible for contracting with users of the transmission system for

connection to and use of the system6. Placing responsibility for contracting for

connection and use of system with the GB system operator will help to meet

criteria 1a and 1b. Under such arrangements, where new entrants wish to

connect to and/or use the transmission system their contractual terms would,

consistent with international best practice, be managed by a party that was seen

to be independent. As noted above, the extent of role afforded to the system

operator in the new connections planning process requires further consideration.

It is therefore envisaged that transmission owners would be unlikely to need

contractual relationships with those connecting to and using the transmission

system. Revenues for connection and use of system would be collected by the

GB system operator in accordance with a transmission charging methodology

proposed by the GB system operator. Transmission owners would derive a

revenue from the GB system operator under the SO-TO interface arrangements.

A3.57 Making the GB system operator the single responsible party also avoids the

complexities of requiring users of the transmission system to enter into multiple

contractual relationships for different services. This is clearly more practical and,

because from the perspective of a user of the transmission system, it will be clear

                                                          
5 See - Transco’s Price Controls and the NTS SO Incentives 2002-7, explanatory notes to accompany the

Section 23 notice of proposed changes to Transco’s Gas Transmission Licence. Ofgem, April 2002.
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that the GB system operator is responsible, this should help to meet criteria 4

and 5.

A3.58 Ofgem/DTI believe that it should be possible to develop a more detailed

allocation of functions that permits transmission owners to continue to construct

and maintain their own transmission assets without introducing significant

conflict with criteria 1a or 1b. It is also possible that such arrangements may

provide for efficiencies to be realised in the joint management of distribution

and transmission in Scotland to continue to be realised. Again, more detail is

required to understand the process, and whilst it is proposed that responsibility

for construction and maintenance should fall to the transmission owners, this

should be subject to establishing efficient and workable incentive arrangements

for both the GB system operator and the transmission owners.

Next steps

A3.59 Ofgem/DTI propose to take forward development of the more detailed split in

functions between the GB system operator and transmission owners based upon

the high-level allocation of functions set down above. In deciding how more

detailed functions should be allocated, it is also proposed that the criteria

identified above should be used.

A3.60 It is intended to issue a number of consultation documents as the more detailed

allocation of responsibilities becomes defined. It is proposed that work on

developing the detailed allocation of functions between the system operator and

transmission owners will commence immediately. It is currently envisaged that

separate consultation documents will be developed in three different areas:

balancing (dealing with the allocation of functions between system operation

and transmission ownership to support the discharge of functions and

responsibilities covered in Balancing Codes 1, 2, and 3 of the Grid Code);

operational planning (dealing with transmission outage planning and

maintenance); and transmission investment planning (dealing with new

investment). In each case, it is proposed to set out in more detail the steps

involved in the process and the alternative options available for allocation within

the bounds of the conclusions set down in this document. Each consultation will

then provide an analysis of the different options against the criteria identified

                                                                                                                                                                     
6 It is recognised however that once the detail of the legal framework and associated responsibilities is

known, it may be necessary to have some limited form of contractual relationship between the
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above. It is currently anticipated that initial consultations on these issues will be

published towards the end of August 2002.

A3.61 In parallel, it is proposed that Ofgem will progress the development of the

proposed form of regulation of the parties responsible for carrying out the

activities of system operation and transmission ownership. This is discussed

further in Annex 4 below.

                                                                                                                                                                     
transmission owners and users.
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Annex 4:  Price controls

Introduction

A4.1 In the December consultation document Ofgem indicated that consideration

would need to be given to the appropriate price controls to be applied to

transmission owners and to the GB system operator. Ofgem indicated that in

both cases, the intention would be not to reopen existing arrangements, except

to the extent that any separation of functions makes this necessary. It also raised

the issues of whether it would be appropriate to seek congruence of review

dates and arrangements for the appropriate treatment of any implementation

costs that may arise.

Respondents’ views

A4.2 The December consultation document did not address these matters in detail,

but a few respondents made comments on them.

A4.3 One respondent recognised that the RPI-X form of regulation may need to be

modified and supported the use of output measures in setting price controls and

incentives. One respondent wanted to see more detail of the incentive scheme

that would apply to the system operator under BETTA, but believed that a 1-year

duration would be appropriate.

A4.4 A number of other respondents raised issues relating to the recovery of

implementation costs of BETTA. One said that the cost of the reforms required

for BETTA must be justified and fully recoverable. It said that the proposed

reforms must ensure that the value of the existing transmission businesses is

maintained. Another supported the view that the separation of transmission

owner and system operator activities could and should avoid the full re-opening

of existing (internal cost) price controls and that at an early stage the means of

recovery of costs efficiently incurred in the development and implementation of

BETTA should be established.

Current arrangements

A4.5 The transmission price control arrangements currently in place are as follows:
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Company Expiry date of current
price controls

Scottish Hydro-Electric Transmission Ltd 31 March 2005
SP Transmission Ltd 31 March 2005
National Grid Company plc (NGC)
 TO
 SO

31 March 2006
31 March 2003*

*subject to further review for the period 1 April 2003 – 31 March 2006

A4.6 The total revenues derived by the above companies from transmission system

activities are governed by price controls set by Ofgem and enforced through the

licences. Currently each of the existing transmission licensees have separate

licences. Each licence covers all transmission related functions. In the case of

NGC this includes its “balancing services activity”, which is separately identified

within its licence, and which is separately price controlled. For the Scottish

companies, the Ofgem price control final proposals gave indicative revenues for

the SO and TO activities, but this split was not implemented in the Scottish

licences.

Price controls under BETTA

A4.7 The implications of the allocation of functions between the system operator and

the transmission owners will need to be carefully considered in implementing

new price control arrangements under BETTA including the basis for financial

transactions between each of the parties.

A4.8 It is noted that, in recent price controls, Ofgem has been refining and improving

the RPI-X approach so that companies have broadly the same incentives to invest

in quality enhancing investments at different points in the regulatory cycle and

that such refinements may need to be reflected in the GB system operator and

transmission owner controls. The final sculpting of individual controls and

incentives will depend on the precise allocation of functions and responsibilities

to the GB system operator and the transmission owners

A4.9 There are a number of factors to be taken into account when considering the

magnitude of changes to existing price controls and incentive arrangements as

BETTA is introduced including:

♦  Cost analysis
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As noted in the last Scottish price control, both the Scottish companies

had integrated the management of their transmission and distribution

systems under common ‘power systems’ businesses and clarity on the

functions and costs related to GB system operator related activities will

be needed. As regards NGC, the GB system operator may have a

different scope of functions from those covered by the existing

“balancing services activity” as defined in NGC’s licence and further

work on cost attribution and allocation may be required.

♦  Developments in form of regulation

Ofgem intends to consult on the scope and form of an appropriate price

control for the SO and TO activities of NGC, consistent with

developments in relation to Transco’s proposed SO incentive scheme.

Any developments in this area will also need to be taken into account

when determining the form of the relevant price controls;

♦  transfer of assets to the GB system operator;

♦  estimating the costs of GB balancing; and

♦  any changes to planning and operating standards.

A4.10 The transmission owners will have an interest in their respective price control

arrangements and it is also noted that, in coming to an acceptance of any GB

system operator price control or incentive regime, the management of that

organisation will have an interest in the costs of system operator related activities

within NGC and the two Scottish transmission companies. In setting price

controls for the GB system operator and for the transmission owners, Ofgem will

need to give careful considerations to the financial structure of each business

and to the ability of each to finance its functions.

Process and timetable

A4.11 The introduction of a GB system operator in April 2004 will require new (or

amended) transmission licences to be in place at that date. The forms of control

applicable to each licensee will need to provide the correct incentives on each.

The introduction of BETTA and the changes associated with extending the

England & Wales CUSC and BSC to GB will introduce a number of significant
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uncertainties to the operation of the new price control and incentive schemes

and may influence the detailed arrangements.

A4.12 In the longer term there may be regulatory advantages in carrying out all the

transmission owner price controls to the same timetable; a possible advantage

would be in aligning the costs of capital appropriate to each of the transmission

owners.

A4.13 There are a number of ways in which the process of setting the price controls

and incentives on the new transmission licensees can be taken forward. The

process will need to take into account the arrangements already in place and

Ofgem proposes to consult on the options in Summer 2002.
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Annex 5:  Balancing and settlement

Introduction

A5.1 The December consultation document noted that one of the key components of

BETTA is the introduction of arrangements for the wholesale trading of electricity

across GB, consistent with the present NETA arrangements in England & Wales.

To achieve this, it is necessary to introduce a unified set of trading arrangements

across GB for balancing and for settling energy imbalances. It is envisaged that

the way in which this will be achieved is through the introduction of a new BSC,

using arrangements applying in England & Wales as a basis for consultation, to

apply across the whole of GB.

A5.2 One consequence of this will be that there is no longer a requirement for

existing transmission licensees separately to balance generation and demand in

their respective areas. Instead balancing will be achieved simultaneously across

GB, with all generators and demand competing to provide GB balancing

services.

A5.3 In Scotland, the current administered prices for top-up and spill will therefore

cease to apply. In addition any imbalances of the Scottish host generation and

supply businesses will be calculated and settled in an identical manner to other

generators and suppliers in GB.

Respondents’ views

A5.4 The majority of respondents supported the introduction of a GB BSC. Some

respondents were concerned that NETA was not yet proved as a model, or that

NETA was not yet fully developed, or that there were specific aspects of NETA

that would require special consideration in Scotland.

A5.5 Concerns were also expressed that interim developments to the BSC in England

& Wales, before the implementation of BETTA, would not be assessed against

objectives that took into account their eventual application across GB.

A5.6 More than one respondent expressed concern that the Scottish companies do not

have a voice on industry panels except through any England & Wales interests

they may have and also that there may be interested parties in Scotland who are
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not parties to the BSC. In particular, one was concerned about the effect that any

changes in the arrangements for charging losses would have on Scotland.

A5.7 Some responses noted areas that they thought still required development under

NETA including: treatment of constraints on distribution networks; transmission

network failures; rules for trading across interconnectors; demand-side

participation and the treatment of small generators and those with unpredictable

output.

A5.8 Further matters raised included: differences between NETA and the current

Scottish arrangements which allow ex-post notification of contracts; issues

surrounding the treatment of cascade hydro; and the current form of Moyle

interconnector trading and in particular the ability for within Gate Closure

services to be provided across the interconnector in both directions.

A5.9 Most respondents supported the use of existing England & Wales BSC systems

with minimum change. They noted that major generators and suppliers in

Scotland have already invested in such systems but there are some players who

have not and these will need to be considered in setting implementation

timescales. Most thought that the impact of extending central systems would not

appear to be great but there may be a significant volume of detailed work that

would benefit from the establishment of an expert group. Respondents also

noted that much of the Scottish SVA arrangements7 were based on the England &

Wales 1998 rules but some differences were introduced at the time and not all

subsequent England & Wales changes have been mirrored in the Scottish

arrangements.

A5.10 One respondent noted that to facilitate balancing and system operation, the

NETA systems for receiving and processing market information, despatching

tools and balancing services systems would need to be extended or replaced.

Also, that control room facilities would need to be extended and that the GB

system operator would require new systems to accommodate transmission

owner information. It noted that the cost of central system developments could

be expected to be material and Ofgem should establish an appropriate recovery

mechanism.

                                                          
7 Supplier Volume Allocation (SVA) arrangements relate to the calculation of non half-hourly metered

demands.
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A5.11 Several respondents noted that 132kV assets are classified as transmission assets

in Scotland and distribution assets in England & Wales, and that this would have

implications for: metering requirements; treatment of losses; transmission

charging and the treatment of small generators, particularly cascade hydro. One

respondent stated that this would not be beneficial for generators connected at

132kV in terms of access to embedded benefits and equivalence with generators

connected at 132kV in England & Wales. One said that the existing definition of

the transmission boundary in Scotland distinct from that in England & Wales

should be retained as changing the boundary would cause significant costs and

it was necessary to include the 132kV network in planning studies. Another

noted particularly the implications of the definition of transmission on losses.

A5.12 Another respondent suggested that retaining the 132kV definition as a

transmission voltage seriously reduces the scope for economic operation of

generation embedded at 33kV or 11kV as many will need to use the 132 kV

system to gain access to their customers, thus incurring TNUoS charges, which

would not apply in a similar situation in England & Wales. A solution suggested

was that all 132 kV systems in GB are defined as distribution but certain 132kV

lines in really remote areas could be regarded as sub-transmission which would

be treated as distribution for trades entirely under the 275/132 kV GSP and as

transmission for others parties such as large generators. Another respondent said

that a common approach to the voltage split would have been preferable but it

may be pragmatic and sensible to identify and classify certain Scottish (e.g.

132KV) lines as being transmission rather than distribution assets. The split

between transmission and distribution will have to be clearly defined as it

impacts on the general subject of transmission access and losses which forms an

integral part of BETTA.

A5.13 One respondent noted that the metering installed at many Scottish generator

connection points is not currently compliant with settlement or ancillary service

requirements and that installing compliant metering at such points might have a

significant financial impact on the Scottish companies.

Ofgem/DTI views

A5.14 Overall, respondents supported the proposal that the BSC forms an appropriate

basis for developing GB-wide trading arrangements.
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A5.15 While there were comments from a small number of respondents that NETA is

not yet proven as a model, it should be noted that Ofgem’s analysis8 of trading

under the first 3 months of NETA found that the new trading arrangements had

resulted in real and sustainable benefit to consumers. Furthermore, it is now

over a year since the introduction of NETA and Ofgem is of the view that the

trading arrangements have continued to work well and, as borne out by the

majority of respondents, considers that NETA is the appropriate model to use for

the introduction of GB-wide trading arrangements.

A5.16 In developing a GB BSC there will be consultations on any issues arising from

the application of the England & Wales BSC across GB, and on possible

differences between a GB BSC and the England & Wales version that might have

to be considered as a consequence. This will provide an opportunity to identify

whether there are any circumstances in Scotland that warrant special

consideration and if so what such circumstances are and their appropriate

treatment under a GB BSC.

A5.17 There are concerns about changes to the England & Wales BSC in the period

between now and the implementation of BETTA, and the transition to the GB

BSC. This issue is discussed further in Section 5 of the main document.

A5.18 The development of the GB BSC will need to take into account various

initiatives underway which may change the England & Wales arrangements:

♦  the Distributed Generation Co-ordinating Group is considering the

treatment of constraints on the distribution network;

♦  the treatment of licence exempt generators was considered by the

Consolidation Working Group and, as a result, two modifications to the

BSC have been approved; and

♦  the development of demand-side participation is under consideration by

the Demand Side Working Group.

A5.19 Ofgem/DTI note the support for extending the BSC systems used in England &

Wales and the desire to minimise disruption and development costs for

participants. In doing this consideration needs to be given to those participants

who are not currently active in the England & Wales market and who still need

                                                          
8 The New Electricity Trading Arrangements, A review of the first three months. Ofgem, August 2001.
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to develop facilities to enable them to participate. It will be necessary to assess

the compliance of metering in Scotland with requirements under a GB BSC.

A5.20 Regarding concerns over the definition of 132kV assets as transmission in

Scotland but distribution in England & Wales, Ofgem/DTI do not intend to

change the current legislative definition of high voltage lines in England & Wales

and in Scotland. The position of small generators in the BSC and with respect to

transmission charges is determined by a number of things including:

transmission charging methodology; plant size; licence exemption and certain

BSC definitions (GSP Group, Balancing Mechanism Unit and Trading Unit) and

metering requirements. Any perceived inequities that result may be addressed, if

it is considered appropriate to do so, by changes to relevant documents, such as

the BSC.

The implications for SESL and ELEXON

A5.21 The December consultation document noted that at present, the settlement

system in England & Wales is managed by ELEXON and that settlements in

Scotland and the administration of the Settlement Agreement for Scotland (SAS)

is the responsibility of Scottish Electricity Settlements Ltd (SESL). Under BETTA,

some of the ELEXON and SESL systems would need to be enhanced or replaced

as new systems consistent with the requirements of a new BSC are introduced.

Respondents’ views

A5.22 Respondents saw advantages in combining the ELEXON and SESL roles. Some

stressed the desirability of early involvement of these parties in the process;

some suggested that there may be a significant volume of issues to be

progressed.

A5.23 Respondents noted that in Scotland, the settlement role is split with SESL

carrying out the analysis to determine energy volumes transferred between

parties and the SAS party companies carrying out the financial settlement

processes. Respondents noted that wind up and handover issues would need to

be considered for both functions and that run-off services will be needed to

complete the settlement processes in Scotland for trading periods prior to the

introduction of BETTA.
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A5.24 One respondent noted that parties in England & Wales had to write off sunk

costs in Pool systems and invest in NETA systems without recourse to stranded

cost recovery. Others mentioned the need for recovery of outstanding Scottish

costs relating to the introduction of full retail market competition from 1998.

Ofgem/DTI views

A5.25 It is intended to involve SESL and ELEXON at an early stage in the development

of BETTA and, as stated in the December paper, Ofgem will work closely with

SESL and ELEXON in the analysis of the issues associated with run-off of SAS and

to ensure an appropriate handover of functions and responsibilities. Ofgem is

conscious of the current legal constraints on ELEXON activities in its capacity as

BSCCo under the England & Wales BSC, but is aware that there could be

benefits from the early involvement of ELEXON.

A5.26 The existing BSC sets out how certain costs related to England & Wales

arrangements such as central development costs are recovered. The GB BSC

may be an appropriate vehicle to recover run-off costs and outstanding

settlement costs related to the existing England & Wales arrangements but this

will require further consideration. Work is being carried out on the identification

of these and other costs, as well as consideration of who should pay the costs,

and these matters will be consulted upon in due course.

Related matters

A5.27 The December consultation document also invited views on any other matters

related to GB balancing and settlement. The following matters were raised in

responses to the consultation.

Respondents’ views

A5.28 One respondent noted that the size of generation plant that would have to be

licensed has not been addressed. Several respondents noted that whilst they

wished trading arrangements to be improved in both the short and long term that

interim changes to Scottish trading arrangements should be cost effective and

not distract from BETTA.
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A5.29 Several respondents mentioned the need to co-ordinate with the work of other

initiatives such as the Demand Side Working Group and the Energy Policy

Review.

Ofgem/DTI views

A5.30 Ofgem/DTI note that the effect of the current generation licence exemption

regulations in Scotland are different from those in England & Wales but consider

that this matter is not within the remit of BETTA.

A5.31 In so far as respondents' express views about interim changes in Scotland, those

will be taken into account in as far as they may be relevant considerations for

BETTA against the background of Ofgem's principal statutory objective.

A5.32 Ofgem/DTI believe that it is entirely appropriate for other initiatives to progress

in parallel with BETTA but believe that it would not be appropriate to constrain

either those initiatives, or the BETTA project, by requiring too close an

integration between them.
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Annex 6:  CUSC and transmission access charging

CUSC

December consultation document

A6.1 The December consultation document noted that one of the key features of

BETTA is the implementation of a single set of contractual arrangements for

access to the transmission system, based substantially on the CUSC in place in

England & Wales. It is envisaged that the way in which this will be achieved is

through the introduction of a new CUSC to apply across the whole of GB.

A6.2 An important component of this is the implementation of a single set of charging

arrangements for connection to and use of the GB transmission system, based

upon the transmission charging arrangements in place in England & Wales,

taking into account any issues arising in the application of those arrangements

across GB.

A6.3 A change in the treatment of existing interconnector assets between Scotland

and England & Wales was also proposed in the December consultation

document. Under a single GB market the Scotland-England Interconnector

would become part of the transmission system assets.

Respondents’ Views

A6.4 There was widespread support for extending the England & Wales CUSC to GB

with the attendant benefit of a single set of charging and access arrangements.

Respondents noted the dependency of the form of CUSC on the allocation of

responsibilities between the system operator and transmission owners and the

associated licensing arrangements. Various forms were suggested depending on

the respondent’s preferred model. Some thought that the GB CUSC should be

split into separate documents either geographically or functionally. Some

respondents highlighted detailed contractual issues that might need to be

addressed if the CUSC provides an interface between users and the system

operator and transmission owners, for example issues such as creditworthiness,

default arrangements and liabilities. One respondent commented that the

complexity of the CUSC would increase as you move away from a deep system

operator model due to increased complexity across the system operator and
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transmission owner interfaces. Most welcomed the idea of a single, GB

document covering transmission access and charging arrangements.

A6.5 One respondent commented that the adoption of a harmonised approach to

contractual arrangements could bring with it a degree of inflexibility and that

due consideration should be given to whether sufficient flexibility could be

provided to accommodate the diverse conditions that will be encountered across

GB.

A6.6 Respondents identified the need for a document governing the relationship

between the system operator and transmission owners. Separately some

respondents commented on the possible need for a document governing the

interfaces between transmission owners also. The need for the ability to change

these documents consequent upon changes to the GB CUSC was also identified.

A6.7 One respondent considered that the CUSC Amendments Panel may need to

have transmission owner representation. Another stated that the transmission

owners need to continue to have a contractual and charging relationship with

customers.

Ofgem/DTI views

A6.8 Ofgem/DTI note the support for a single CUSC to apply across GB and agree that

this should be the basis for further work. Proposals for the arrangements that

should be embodied in the CUSC to apply across GB will be brought forward for

consultation.

Harmonised connections policy

December consultation document

A6.9 The December consultation document restated Ofgem’s vision to standardise

connection arrangements across GB through BETTA.

A6.10 It was noted that there were different connection charging policies applied by

the three transmission licensees. The policies of SP Transmission Ltd and NGC

could be characterised as “shallow”, in essence meaning that the connectee is

charged solely for the costs of connecting to the local transmission network, with

associated reinforcement costs being recovered from all network users.
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A6.11 In the past, Scottish Hydro-Electric Transmission Ltd (SHETL) has applied a

“deep” connection charging policy. However, Ofgem has recently proposed9

new connection and charging arrangements for the SHETL system. Under

Ofgem's proposals new generators will only be charged for the cost of

connecting to the transmission network, with any costs associated with system

upgrade as a result of the new connection being passed to all new generators on

the SHETL network through transmission use of system charges.

Respondents’ views

A6.12 A number of respondents supported the adoption of a single connection policy

for GB based on the shallow charging approach. One said that it would

introduce much needed transparency in this area. Two supported deep

connection charges and one shallow with the option for deep connection

charges in specific circumstances.

A6.13 One respondent noted that the proposed Electricity Safety, Quality and

Continuity Regulations will impose duties on the transmission owner. They may

also impose duties on the system operator and there must be clear

responsibilities assigned. The regulations will also require the consent of the

transmission owner to all new connections even if the system operator is

responsible for such connections.

Ofgem/DTI views

A6.14 There is general support for a single connection policy based on shallow

charging and shallow connection charging arrangements, based on current

England & Wales arrangements, will be proposed in due course under BETTA.

A6.15 Ofgem/DTI will consider the impact of the proposed Electricity Safety, Quality

and Continuity Regulations as the system operator/transmission owner roles are

developed.

A6.16 Further analysis may indicate that some detailed changes to the connection

charging polices in the three transmission owner areas may be appropriate in

harmonising the arrangements under the GB system operator.

                                                          
9 Connection and charging policy for new generation by Scottish Hydro Electric Transmission Limited: A

final proposal document, Ofgem, March 2002.
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Harmonised transmission access and charging

December consultation document

A6.17 The December consultation document reiterated that under BETTA it is

envisaged that there will be a single set of transmission charging arrangements

applied consistently across GB. It was proposed that when BETTA is

implemented, the transmission access regime then applying in England & Wales

would be applied across GB.

A6.18 The December consultation document noted that in May 200110 Ofgem issued a

consultation document on proposed changes to charging arrangements for

transmission access and transmission losses in England & Wales. Subsequently,

in February 2002, Ofgem published revised proposals for transmission access

and losses under NETA11. The revised proposals are outlined below.

A6.19 In the December consultation document, Ofgem recognised that introducing a

single GB transmission access regime based on CUSC would raise a number of

issues, and that it will be necessary to consult upon these in due course.

A6.20 It will also be necessary to consider the impact on generation and demand of

amending the treatment of the interconnector and creating a GB BSC and CUSC,

and to understand the implications that these have for the transmission access

arrangements to apply under BETTA.

Respondents’ views

A6.21 Most respondents noted that they were awaiting the proposals for England &

Wales transmission access. Most thought that these proposals should be

considered in the context of extending those arrangements to Scotland. One

respondent stated that they did not wish Southern customers to pay more

because of BETTA. Two respondents commented that the extension of the

current Investment Cost Related Pricing (ICRP) charging arrangements would be

inappropriate or extremely damaging to renewables and that any charging

arrangements for GB should be able to balance the needs of all stakeholders, as

well as the requirement to develop a network that will facilitate Government

policy for renewable energy.

                                                          
10 Transmission access and losses under NETA, Ofgem May 2001.
11 Transmission access and losses under NETA, Revised proposals, Ofgem February 2002.
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A6.22 Several respondents were concerned about the impact on generators of

introducing revised proposals for charging for transmission losses to Scotland.

One respondent was of the view that transmission access reform in England &

Wales should not be a pre-requisite for introducing BETTA and that unless there

is a demonstrable cost-benefit, transmission losses should be averaged.

Ofgem/DTI views

A6.23 It is recognised that respondents consider that clarity on the transmission access

and charging arrangements that will apply across GB under BETTA is important.

At the time of the December consultation document, respondents were awaiting

Ofgem’s further proposals on transmission access and losses in England &

Wales.

A6.24 It is also recognised that some respondents have concerns about the application

of England & Wales arrangements to Scotland and GB and that the impact of

extending the arrangements will need appropriate consideration.

Ofgem’s Revised proposals for transmission access and losses under NETA

A6.25 In order to take this forward Ofgem has set out proposals below.

A6.26 On 26 February 2002, Ofgem published revised proposals for the treatment of

transmission access and losses under NETA12. This document sets down Ofgem’s

current view of how transmission access and transmission losses should be

treated under NETA. In this document, Ofgem reiterated its view that reform of

these arrangements was appropriate, although in light of concerns expressed in

response to Ofgem’s May 2001 consultation on these issues Ofgem has

considered whether the policy objectives of providing effective short and longer-

term locational signals can be met through less complex and costly approaches,

and proposed a number of simplifying changes that should help to achieve this.

A6.27 Ofgem’s proposed reform of transmission access set out in the February

consultation is based on the creation of financially firm, tradable rights for use of

the transmission system for both generators and consumers. Ofgem believes that

the introduction of firm rights will bring immediate benefits to system users as it

will reduce the risks associated with failures of the transmission system to users.

It will also enable the creation of appropriate incentives on NGC to invest in

                                                          
12 Transmission Access and Losses Under NETA, Revised Proposals, Ofgem, February 2002.
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system reliability. Finally, it will promote greater choice and innovation in the

services that NGC offers users (by enabling the development of, for example,

interruptible use of system rights).

A6.28 The reforms also incorporate proposals for a revision to the incentive

arrangements applying to NGC to provide new transmission capacity. These are

directly analogous to, and complementary to, Ofgem’s proposed new capacity

investment incentives for Transco’s National Transmission System (NTS)5.

A6.29 Ofgem indicated that it had also reconsidered its views on transmission losses as

a result of concerns raised during the May 2001 consultation. A number of

respondents argued that charging for losses on the basis of locational marginal

losses would provide unduly strong and potentially unstable price signals to

participants and would overstate the actual costs of transmission losses. In light

of these concerns, Ofgem has examined whether the scaled marginal loss

approach previously proposed by the Pool might be more appropriate than the

full marginal loss treatment proposed in the May document. This scheme can be

thought of as an average zonal losses approach and Ofgem now believes that the

Pool proposals should form the starting point for discussions on reform of losses

charging.

A6.30 It is recognised that there are still a number of issues of detailed design that will

need to be discussed and addressed. Ofgem has set out, at a high level, its

current preferences for new access and losses arrangements to facilitate

discussions, and it is anticipated that these discussions will allow all interested

parties to make representations and shape the proposals.

A6.31 Detailed discussions have already begun through the processes by which

modification proposals to the BSC are considered13.  In relation to changes

effected through CUSC, the Transmission Access Standing Group was

established by the CUSC Panel on 22 March 2002 to consider such issues.

Ofgem believes that new losses arrangements, based on the Pool scheme, could

be implemented in a matter of months as the NETA central systems were

designed to accommodate such changes. Transmission access reform may take

longer, as there are more detailed discussions to be held to resolve design issues.

                                                          
13 The relevant proposals are BSC Modification Proposal P75 “Introduction of Zonal Transmission Losses”

and BSC Modification Proposal 82 “Introduction of Zonal Transmission Losses on an Average Basis”
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There will also be longer lead times associated with developing NGC’s systems

and contractual framework.

Implications for BETTA and the way forward

As noted in Section 5 of the main report, if a modification proposal is raised

against the BSC and/or an amendment proposal has been raised against the

CUSC which is designed to introduce revised arrangements for transmission

access and losses charging in England & Wales then it will be necessary to

consider the impact on BETTA as part of the proposed parallel consultation

process. Prior to the BETTA project consulting upon the charging arrangements

to be applied across GB, Ofgem will review the timetables published by the BSC

and CUSC panels respectively, to identify the process that those panels intend to

follow to consider these specific modifications and their planned dates for

providing to the Authority their recommendations on these modifications. At that

time Ofgem will consider the implications that these timescales have for

developing GB transmission charging arrangements and the process and

timetable that the BETTA project should follow in developing those

arrangements.

Related matters

A6.32 The December consultation document also invited views on any other matters

related to a GB CUSC and GB transmission access and charging. The following

matters were raised in response to the consultation.

Respondents’ views

A6.33 All respondents who commented, agreed that the Scotland – England

interconnectors should be treated as part of the GB transmission system. Most

respondents considered that the capacity of the interconnector would be

adequate for the first few years but that new infrastructure would be required in

the longer term to avoid significant transmission constraint costs. One

respondent thought that urgent work would be required to the England & Wales

system to provide an unconstrained network. One respondent thought that the

interconnector assets should be entered into the transmission companies’

regulatory asset bases at a value consistent with current arrangements. One

respondent was concerned that long-term contracts for access should not be

allowed in the interim.
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Ofgem/DTI views

A6.34 Ofgem/DTI conclude that it is appropriate to include the Scotland–England

interconnector as part of the GB transmission system for access and charging

purposes. It will be necessary to determine the appropriate regulatory asset value

of these assets as part of the process of determining the price controls to apply to

the relevant transmission owners under BETTA.
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Annex 7:  System security and quality of supply standards

Introduction

A7.1 The December consultation document noted that the three transmission systems

in GB are currently planned and operated to comply with different system

security and quality of supply standards. The paper gave a brief summary of the

applicable standards, and raised a number of issues in relation to the appropriate

application of the standards following the introduction of BETTA. It also

considered briefly the issues associated with implementing a single GB Grid

Code and non-connected island systems.

A7.2 The December consultation document noted that there are differences in the

definition of transmission assets between England & Wales and Scotland. This

issue is addressed in the section on Balancing and Settlement above.

Security and quality of supply standards

Respondents’ views

A7.3 Respondents expressed a range of views with respect to conforming planning

and operational standards as part of BETTA. A number were concerned about

any potential cost impact and benefits to customers. One said that England &

Wales customers should not be asked to subsidise increased standards in

Scotland. When considering remote regions one said that a uniform security

standard could have significant financial consequences for minimal benefits, and

another that full compliance would be economically impractical.

A7.4 One respondent suggested that Scottish standards should apply across GB since

the weather is less clement in Scotland than in England & Wales and their

operating standards have held them in good stead.

A7.5 Several said that standards should be unified (to England & Wales standards) but

use should be made of derogations where external influences prevent necessary

reinforcement or on a time limited basis. One respondent mentioned the

importance of security standards to nuclear safety cases.

A7.6 One respondent noted that relaxing England & Wales standards would increase

the capacity of the interconnector. Another respondent noted that different
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security standards would lead to different treatment between England & Wales

and Scottish generators.

A7.7 One respondent said that there is little difference between National Grid's

Security and Quality of Supply Standards and those applied in Scotland, and

considered that planning and operational standards under BETTA should

conform to these since it is difficult to justify adopting different levels of security

on what would effectively be a single integrated transmission system. It regarded

the current England & Wales standards as the most appropriate standards for the

GB transmission system because they were the product of an extensive

consultation with National Grid's customers, consumer groups, Ofgem and

others and considered it inappropriate to move away from these without a

similar consultation process. It did not believe that such conformance of

standards would result in any significant non-compliance issues or any material

increase in constraint costs over and above those that would occur under

application of the current regional standards.

A7.8 Another respondent said that there was no underlying requirement as a

consequence of BETTA to unify planning and operating standards across the

three transmission owners and there would potentially be significant costs and

inefficiency associated with attempting to do so. For good reasons, the

transmission network in the north of Scotland is not planned or operated in the

same manner or to the same standards as the transmission network in England &

Wales, and the underlying factors that have driven this difference will largely

remain. Another respondent said there is no evidence that customers are

disadvantaged by the existing standards and that moving away from these to

unified arrangements would either involve considerable expense or stranded

assets.

Ofgem/DTI views

A7.9 Given that the objective of BETTA is to introduce a set of GB wide

arrangements, it might be preferable for these arrangements to include a

harmonised set of planning and operational standards. Nevertheless, it would be

appropriate that any conformed standard would take geographical, climatic and

economic factors into account. It is to be expected that complying with such a

conformed standard would not involve unwarranted investment.
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A7.10 Conversely, whether it would be untenable to operate with different standards

applying to the transmission system of each transmission owner, might be

dependent on the detail of the allocation of functions between the system

operator and transmission owners. A single licensee having to operate to

different standards in different parts of the network might be problematic,

whereas it might be more acceptable if each licensee had to operate to a single

standard albeit one which might differ from another licensee.

A7.11 However, were there to remain any discrimination in the access to the system as

a result of differences in standards this could be regarded as a distortion to

competition and would need to be addressed.

A7.12 Ofgem/DTI thus believe that further work is required to analyse the differences

in standards and hence to determine the standards that should apply.

Single Grid Code

Respondents’ views

A7.13 There was support for the harmonisation of the Grid Code, although to differing

degrees. One respondent said that a single GB Grid Code is not essential for

BETTA and the existing Grid Codes can be harmonised in due course using the

existing governance arrangements of the individual codes.

A7.14 One respondent envisaged having a GB Grid Code with 3 area specific sections

covering technical and commercial issues corresponding to the three licensed

areas. Another suggested there may be greater benefit from selecting the best

aspects of all the existing codes.

Ofgem/DTI views

A7.15 Ofgem/DTI consider that a single Grid Code is preferable and will progress this

in the BETTA project. Ofgem/DTI note that, as a minimum, a single set of

balancing codes will have to apply across GB if there is to be a single GB

balancing mechanism. It is for further consideration whether other aspects of the

Grid Code should be common across GB, or whether differences should be

retained to reflect technical differences between the current Grid Codes in

England & Wales and Scotland.
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Shetland systems

A7.16 Few respondents expressed a view on the arrangements that should be adopted

in the Shetland Isles. One respondent thought that as the Shetland Isles are not

physically connected to the main system, and only one generator can provide

balancing services, that the existing arrangements should persist, whereby the

distribution system operator balances the Shetland System. Another respondent

believed that the current incumbent should continue to operate the system. Two

respondents thought that it was inappropriate for BETTA to apply to island

systems.

A7.17 Ofgem/DTI will consider further the treatment of the island systems and their

inclusion in the GB BSC.
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Annex 8:  Legal framework

December consultation document

A8.1 The framework for BETTA set out in the December consultation document was

based on the application of the trading and transmission access arrangements in

England & Wales to the whole of GB. This entails the development of a number

of new or revised entities, documents and associated support systems as follows:

♦  a single licensed GB system operator, separate from generation and

supply interests;

♦  licensed transmission owner activities;

♦  a GB BSC, incorporating a single balancing mechanism and energy

imbalance arrangements;

♦  a GB CUSC,; and

♦  common governance of technical arrangements.

A8.2 The December consultation document set out the key legal tasks, apart from

support to the legislative process, which will need to be undertaken to

implement BETTA:

♦  the creation of a single licensed System Operator activity including the

definition of its powers and the appointment of that System Operator;

♦  the establishment of three licensed transmission owner activities;

♦  the establishment of a GB BSC to be designated;

♦  the establishment of a GB CUSC to be designated;

♦  the amendment of other relevant codes and relevant contracts, or the

creation of new documents, such amended or new documents to be

aligned both with each other and with other relevant codes such as the

BSC and the CUSC, these amended or new documents to be designated

in licences; and
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♦  an obligation to sign underlying multiparty contracts giving the BSC and

CUSC contractual force.

Respondents’ views

A8.3 Those who commented on the issue supported the intention to implement

BETTA through primary legislation. One party noted that such powers should

not be sought until the costs to all GB parties is demonstrated.

A8.4 A respondent had concerns that primary legislation would be broad based giving

regulatory authorities power to introduce unlimited changes to Scottish trading

arrangements, and believed that any legislation would need to be very narrowly

and tightly defined to afford the minimum powers necessary to introduce the

revised arrangements.

A8.5 A respondent said that the most efficient and practical mechanism for

implementing a number of the BETTA proposals was by way of primary

legislation. A particular issue raised was whether the proposals affected property

rights.

A8.6 Another commented that the legislation should be limited in scope to that

required to deliver BETTA. One respondent raised additional considerations

relating to the process for transition from the current set of arrangements to the

new legal framework under BETTA, and the implications that this would have for

the population over which legislative powers would need to be exercised.

A8.7 A respondent noted that the distinctive nature of the Scottish legal framework

needs to be considered. Another respondent commented that it was not clear

from the consultation whether the Scottish Parliament had any vires over the

process to implement BETTA, and if not, how their views will be represented,

and another noted that in introducing a GB legal framework for trading and

transmission arrangements and in putting in place arrangements that seek to

transfer existing contracts and/or assets, differences between English and Scots

law would have to be considered.

A8.8 A number of respondents mentioned the importance of the appointment of the

system operator. One said that the method of appointment of the system

operator will need to be carefully considered and may require a competitive

tender. Another respondent commented that the process for appointment of the



Office of Gas and Electricity Markets/DTI May 200259

system operator should be progressed as a priority, so that potential bidders for

the system operator role have adequate time to prepare, and the opportunity to

be involved during the design phase of BETTA.

A8.9 One respondent thought that the split of licence conditions and obligations

between the system operator and transmission owners should come under the

legislative powers but that subsequent amendments would then need to be

implemented through the normal licence amendment process.

A8.10 Another respondent said that the legal measures to be put in place as part of

BETTA should include the means by which the Government can if necessary

require timely termination of the restructuring contracts in the absence of

consensus. A further respondent suggested that as part of the package of BETTA

reforms, a recovery mechanism should be provided for any stranded costs that

might arise, including those arising under the restructuring contracts, and that

the cost recovery mechanism should recognise that the BETTA reforms are

designed to benefit all customers in Great Britain. Another respondent, while

noting that the restructuring contracts are likely to require amendment, said that

Ofgem should not be directly concerned with this.

A8.11 One respondent noted that the GB BSC is to be designated and operated in

parallel to the England & Wales BSC, and that there may be a need in the period

close to Go-live to align the then current England & Wales BSC and the GB

version in the event that the two have diverged. The BSC subsidiary documents

will also need to be extended to Scotland. This respondent commented that

clarity is needed on who is to undertake and pay for the detailed assessment of

the legal implications for the GB BSC, associated contracts and processes.

Ofgem/DTI views

A8.12 Ofgem/DTI accept the views of respondents on the scope of legal powers under

the BETTA Bill and intend that the provisions of the Bill are directed narrowly at

adequately addressing those legislative changes which are required to the

existing legal framework to deliver BETTA and to provide for any new legal

provisions which are consequent to the introduction and delivery of the BETTA

proposals.

A8.13 DTI/Ofgem support this basic proposition also in relation to property rights

affected by the BETTA proposals and as explained earlier in this paper only those
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assets which are required to support the functions of the new GB system

operator to be created by the BETTA proposals will be the subject of any transfer

scheme pursuant to the Bill.

A8.14 A number of respondents have raised the issue as to which law, Scots or English,

would be the applicable law governing any new GB arrangements that would be

put in place to deliver BETTA. This is not believed to be a matter for the BETTA

Bill but will be reviewed and consulted upon when the detail of the underlying

codes and/or contractual documents are worked through. Its outcome will

depend on the nature of the framework arrangements.

A8.15 Ofgem/DTI agree that the appointment of the system operator is important to the

BETTA vision. However a GB system operator (and other central service

providers) cannot be appointed until the relevant legislation has been passed, as

until then no legal basis exists for such appointment. In preparation however

Ofgem/DTI wish to consult upon the process by which any appointment

decision will be reached and the criteria that will be used for deciding who is

best placed to fulfil this role.

A8.16 Ofgem/DTI believe that any treatment of the restructuring contracts in Scotland

fall outside the direct scope of the BETTA reforms.

A8.17 Ofgem/DTI believe that a key component of the delivery of the BETTA project is

the work to develop the key legal documents and the intended processes for that

are explained in chapter 5 of this paper.

BETTA legislation

A8.18 The December 2001 BETTA consultation paper suggested that primary

legislation would be sought to introduce BETTA. The Government has recently

announced the intention to bring forward legislation to provide the legal

foundation for BETTA when Parliamentary time allows14.

A8.19 A number of respondents to the December 2001 consultation paper expressed

the view that the legal powers taken under any new legislation should be no

wider than those necessary to deliver BETTA. This is the intention of any

legislation.

                                                          
14 See Hansard, 15th April 2002 Official Report Column 748W
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A8.20 At this stage given that the detailed legal structure of the arrangements for BETTA

are under development it is not possible to be specific about the precise nature

or extent of the legislation required to deliver BETTA. However, broadly

speaking the provisions presently contemplated will have to address the

following issues in order to give effect to BETTA:

♦  amendment to the Electricity Act 1989 so that both the activities of

system operation and transmission ownership are licensable and any

consequential changes that may be necessary;

♦  the power to licence a GB system operator and the owners of

transmission assets;

♦  the need to change existing industry documents and where necessary the

introduction of new documents, including a GB BSC, GB CUSC and GB

Grid Code;

♦  the transfer of certain necessary assets, where appropriate, to the system

operator; and

♦  transitional arrangements required to implement BETTA.

Way forward

A8.21 The intention is that changes to the existing legal framework to deliver BETTA,

involving such matters as licences and codes and implementation scheme for

BETTA, will be considered in further detail as part of the ongoing consultation

process and views will be invited at the appropriate time.
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Annex 9:  Project plan, industry consultation and project

organisation

Project plan

A9.1 In the December consultation document, key elements of the project plan were

described. These included:

♦  the assumption that Parliamentary time will be available in the 2002/03

session, leading to appropriate legislation by July 2003;

♦  further work leading to a more precise definition of the allocation of

functions between the system operator and transmission owners by the

middle of 2002, allowing drafting of licences and final drafting

instructions to be commenced thereafter;

♦  the development of several associated strands of work, such as the

arrangements surrounding planning and operating standards (whether

conformed or otherwise), transmission cost recovery issues associated

with a GB transmission charging and access regime, GB balancing and

settlement arrangements and the appropriate legal framework for BETTA;

♦  in early 2003, when a clear picture of the details of BETTA has emerged,

work on the changes to computer systems that will support the new

arrangements; and

♦  final consultation on licences and subsequently on codes taking place in

2003, with the intention to designate the new codes, and to introduce

the new licences in September 2003.

Respondents’ views

A9.2 In general respondents supported the proposed plan, and several welcomed the

target date of April 2004. A number commented that this was contingent upon

seeing more detail. Some were concerned at the period of time until the new

arrangements were put in place, although none challenged the conclusion that

this was necessary in the light of the legal advice regarding the requirement for

legislation to implement BETTA. Two respondents thought that the timetable was

challenging, and others agreed with the comment in the December consultation

document that further work was needed, especially involving potential central

service providers, to confirm the assumptions about the degree of system
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development work necessary and the associated timescales for its completion.

One respondent said that once a more detailed plan was produced, then this

should be discussed in open forum with the industry.

A9.3 Five respondents said that they thought it important to develop a realistic

timetable and then to adhere to it. One of these said that major changes to the

plan at a late stage should be avoided, and another said that the timetable must

be realistic so as to avoid the potential for nugatory work. One commented that

it was important to focus on the overall objective and avoid getting delayed by

relatively minor details. Another made a similar comment, advocating

pragmatism over perfection, and another argued that the focus should be on the

major principles, with necessary changes to detail being picked up afterwards

through the modifications process.

Ofgem/DTI views

A9.4 Although a small number of reservations as to the practicality of the plan were

expressed, Ofgem/DTI welcome the view of most respondents that the outline

plan set out in the December consultation document was a suitable basis for

further work. Ofgem/DTI also accept that such work has to involve parties such

as potential central service providers, and that the aim should be to drive as hard

as possible for an April 2004 implementation, where necessary leaving some

matters of detail to be resolved later where this does not impact significantly

upon participants.

A9.5 Whilst noting that further detailed work is required, a summary plan is being

prepared in the light of responses to the December consultation document and

in light of further thinking by Ofgem since the December consultation document

was issued.

Industry consultation

Form of consultation

A9.6 The December consultation document set out a number of proposals on

consultation as the BETTA project moves forward. In particular:

♦  an industry wide Steering Group was not felt to be appropriate;
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♦  instead reliance would be placed on the normal mechanism of

consultation, i.e. a mix of consultation papers, seminars and meetings

with interested parties;

♦  one or more expert groups would need to be established; and

♦  at a later stage, an Implementation Managers Forum would be

established if there was sufficient industry interest and were it felt that

such a forum would be useful.

Respondents’ views

A9.7 There were a number of responses on various aspects of the consultation

proposals. Seven respondents wished to see a greater degree of industry

involvement than set out in the December consultation document, although

another welcomed the suggestion for a normal consultation process instead of

what it described as an ‘insiders’ steering group. Several respondents welcomed

the concept of expert groups, and expressed interest in participating in them.

One said that an Implementation Managers Forum was not enough to ensure

meaningful involvement by industry participants, and another said much the

same, noting that the Forum would only be involved in the implementation of

proposals rather than their development in the first place.

Ofgem/DTI views

A9.8 Ofgem/DTI recognise the need to involve industry members to the fullest extent

possible in the further development of the BETTA project. Although some policy

questions remain to be resolved, the main focus of further work is on applying

arrangements in England & Wales across GB and the associated implementation

issues that arise. This means that consultation arrangements appropriate for those

circumstances need to be devised. In general, Ofgem/DTI believe that it is

appropriate to rely on the normal mechanisms of consultation to take forward

the BETTA project. The various means of consultation are to be as follows:

♦  consultation papers will be issued from time to time, first as matters are

developed to stages appropriate for consultation, and subsequently as

detailed changes to relevant documents are identified. Section 5 of the

main document gives further details on these consultation processes;
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♦  seminars will be held at key stages, to determine views generally and to

describe how matters are being taken forward. The first of these will be

held in June 2002 and further details are given later in this section;

♦  expert groups will be convened to progress particular topics, and further

thinking on this point is presented later in this section; and

♦  at a later stage, if the need is apparent, an Implementation Managers

Forum, similar to that set up under the NETA Programme, will be

established.

Proposals for an expert group

A9.9 The December consultation document noted that it was important to obtain

access to industry expertise and that one or more expert groups would be

appropriate. Initial thinking was for one group, to focus on issues associated with

the allocation of functions between system operation and transmission

ownership, transmission access and charging, standards and conformance.

Respondents’ views

A9.10 Five respondents commented specifically on expert groups, and all were

supportive of the proposal. One suggested that, as well as the group proposed,

there was a need for an expert group to consider issues associated with

settlement. Two said that the remit of the groups needed to be on a GB basis,

and one expressed concern that the expert groups previously established, under

the workstreams established after the August 2000 consultation paper, had too

narrow a membership.

Ofgem/DTI views

A9.11 Ofgem/DTI remain of the view that appropriate expert groups can add value to

the work of the BETTA project. These groups are primarily for the discussion of

detailed technical matters, rather than consideration of policy matters and will

not be used as a consultation forum. For this reason, Ofgem/DTI wish to ensure

that the composition of the groups is appropriate. It is therefore proposed to

focus group membership on those with relevant technical skills. From time to

time the results of the work of the groups will be incorporated in relevant

consultation papers.
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A9.12 As described in the December consultation document, one expert group is

envisaged to provide technical advice required for Ofgem/DTI to develop their

thinking further on the detailed allocation of functions between the system

operator and transmission owners. This group will be comprised of experts in

transmission matters, which is likely to limit participation to the three

transmission licensees in GB.

A9.13 Ofgem/DTI accept the need also to have an expert group dealing with settlement

and implementation matters. At this stage it is envisaged that the group would

focus on issues relating to the various systems that comprise settlement, what

changes might be needed, whether any bulk qualification and/or registration

processes would be required and so forth. This will draw on experts from SESL,

BSC participants, system providers and central service providers.

A9.14 As matters progress, it may be appropriate for additional expert groups to be

convened.

Project organisation

December consultation document

A9.15 The December consultation document set out limited detail on the organisation

of the project, and noted that the organisation would change over time in

accordance with the demands of the project.

Respondents’ views

A9.16 Two respondents commented on organisational issues. One said that to avoid

wasting time Ofgem and the Scottish Executive should share a united platform

on BETTA. The other said that it would be helpful to know who is responsible

for what aspects of the project, and the level of involvement required.

Ofgem/DTI views

A9.17 Ofgem/DTI agree with both of these comments and have taken the following

decisions:

♦  a Steering Group has been established. This Steering Group includes

senior members of staff from Ofgem, DTI and the Scottish Executive and

meets monthly to exercise overall stewardship over the project.
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♦  a clear project structure has been established, and Appendix 5 gives

further details of how work within the BETTA project will be organised.
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Appendix 3 - Draft Regulatory Impact Assessment

R.1 This is the Draft Regulatory Impact Assessment (RIA) of the primary legislation

that will facilitate the introduction of British Electricity Trading and Transmission

Arrangements (BETTA).

R.2 The purpose of this RIA is to assess the impact of BETTA. The impact of BETTA

has been appraised for its potential impact on competition in wholesale

electricity and related markets, its impact on regulated elements of the electricity

sector and its impact in other areas such as the environment. The purpose of the

legislation is to enable reform rather than to specify the details of BETTA. The

detail of the BETTA reforms will be manifested by and embodied within licenses

and other core industry documents and it is intended that proposed drafts of

such documents will be consulted on jointly by DTI and Ofgem. Details are not

therefore finalised and may not be finalised at the time of the legislation.

Consequently, estimates of costs and benefits set out here are generic in form

and designed to be robust to a wide range of possible implementation details.

R.3 This assessment does not take into account potential fundamental reforms to

transmission access and charging arrangements, as consulted on by Ofgem in

February 2002 in respect of England & Wales. Possible modifications to England

& Wales arrangements are presently being taken forward by the industry. The

application of any such reforms on a GB basis under the umbrella of BETTA will

be subject to further detailed consultation.

Purpose and intended effect of the measure

R.4 The purpose of BETTA is to facilitate the creation of a single, integrated and

competitive wholesale electricity market covering the whole of GB. This will

involve a GB transmission system operated by a single entity, with common

rules and charging arrangements for connecting to and using the transmission

system and with the balancing services procured by the system operator. The

current differences between the interconnected systems in Scotland and England

& Wales that limit competition between and within these geographical areas will

be reduced and where possible removed. As well as improving competition,

BETTA will facilitate the exploitation of economies of scale in the natural

monopoly activity of transmission system operation, with a single operator

replacing the current three operators.
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R.5 Competition is a key element of the Government’s energy policy. The principal

objective of the regulator for gas and electricity markets, Ofgem15, is to protect

the interests of consumers, where ever appropriate by promoting effective

competition. Competition promotes efficiency, and creates choice and value for

customers. It ensures that existing resources are used efficiently, and that

decisions on new investment are based on appropriate economic signals. It is

anticipated that more competitive wholesale electricity markets will increase

competition in electricity retail markets, and in other related markets such as gas

supply.

R.6 The proposed legislation will enable the introduction of GB-wide arrangements

for the trading and transmission of electricity by providing for:

♦  a licensed GB system operator, who is independent of electricity

generation or supply interests;

♦  a GB Balancing & Settlement Code (GB-BSC) and Balancing Mechanism;

and

♦  a GB Connection and Use of System Code (GB-CUSC) and associated

charging methodologies and statements.

R.7 The revised licensing framework and associated documents will be enduring

arrangements. As such they will affect the development of competition in both

the short term and longer term.

Risk assessment

R.8 This regulatory measure is not designed to address directly risks to consumer or

worker safety or health, or the environment as is the case with a great many

Government regulations.

R.9 The key risk addressed by BETTA is the risk to consumers of higher prices and

lower standards of services associated with a lack of effective competition. This

risk is discussed in the main assessment of benefits that follows.

                                                          
15 Ofgem is governed by the Gas and Electricity Markets Authority and its powers are provided under the

Gas Act 1986, the Electricity Act 1989 and the Utilities Act 2000. The Authority determines strategy and
decides upon major policy issues.  It is made up of executive and non-executive members and may
regulate its own procedures and has adopted Rules of Procedure. Everything that Ofgem does is done in
the name of the Authority.
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Options

R.10 As noted in Paragraph R1.5, the promotion of effective competition is one of the

key ways in which Ofgem can pursue its statutory duty to protect consumers. For

a wide range of reasons, including asymmetric information between regulators

and those regulated, the sharper incentives that competition places on economic

actors, and the need for successful firms in competitive markets to understand

the needs and wishes of their customers and, where possible, innovate to meet

those needs, effective competition is more likely to protect consumers’ interests

than regulation.

R.11 Ofgem has also consulted widely on the effectiveness of competition on a GB

basis, in the context of potential barriers to such competition for parties located

or wishing to trade electricity in Scotland. A number of options have been

considered through this process, including independent reform of Scottish

arrangements allied with reform of the interconnector between the England &

Wales and Scotland transmission systems.

R.12 Ofgem and the DTI have concluded through this consultation process that

common GB arrangements underpinned by a single GB system operator

independent from generation and supply interests is most consistent with an

effective competitive market. A GB system operator independent of generation

and supply interests operating within a transparent and robust regulatory regime

of the kind envisaged by the BETTA proposals cannot be introduced without

primary legislation.

R.13 There are many possible models for an integrated GB wholesale electricity

market. However, the New Electricity Trading Arrangement (NETA) framework

in operation in England & Wales since March 2001 provides a sensible starting

point. NETA was implemented following extensive consultation, and shares

common underlying objectives with BETTA. A GB system based on NETA

principles will minimise disruption to market participants in England & Wales,

and will very significantly reduce development and implementation costs.

R.14 A design of BETTA based around a GB system operator independent from

generation and supply, and NETA-based market mechanisms and core

documents is therefore the only option under consideration and so long as the

benefits of this option exceed its costs, it will be preferable to doing nothing.
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Benefits

Identifying the benefits

R.15 The benefits of BETTA can be expected to come in the following main areas:

♦  greater competition in the supply and generation of electricity;

♦  greater competition in the provision of balancing services for the system

operator;

♦  improved locational signals for generating plant, location-flexible

demands, and transmission capacity;

♦  economies of scale in transmission system operation; and

♦  avoidance of separate arrangements for interconnection between

Scotland and England.

R.16 These benefits are expected to be felt particularly in Scotland, where the degree

of change to existing trading arrangements will be more dramatic. The benefits

for consumers in England & Wales are likely to be small in view of the fact that

the trading arrangements will not change substantially, the market in that region

is already more competitive and that it is a far larger market than that in

Scotland. For these reasons, no attempt is generally made in what follows to

quantify any short-term benefits to customers in England & Wales.

R.17 However, the creation of a single GB market will support more efficient signals

for the longer term development of the electricity transmission systems and the

associated patterns of generation and demand. These improved economic

signals in the context of an effective competitive market will deliver benefits to

consumers across GB.

Greater competition in supply and generation

R.18 BETTA will improve the competitiveness of the wholesale electricity market in

Scotland in the following ways:

♦  it will ensure that all generation and supply is treated even-handedly by a

system operator which is itself independent from generation and supply.

At present, there is concern among actual and potential independent
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participants that Scottish Power and Scottish and Southern (the

“incumbents”) might treat their own generation and supply more

favourably than that of others;

♦  it will ensure even-handed balancing costs. At present, independent

generation and supply are exposed to balancing charges that are

regulated by reference to those in England & Wales whilst incumbents

are not exposed to clear cut charges but have to absorb the actual costs

of system balancing within their portfolios. These different approaches

will be replaced by one in which all suppliers and generators will face

the same, market-based, balancing charges;

♦  it will encourage more effective competition between suppliers by

removing the current situation in which the incumbents have to release

generation to independent suppliers at regulated prices. The current

situation is designed to ensure that independent suppliers can participate

in the Scottish market, but limits the extent to which they will actively

seek their own competitive advantage through lower generation costs;

and

♦  by basing GB trading and transmission arrangements on those currently

in place in England & Wales – and by reducing the number of contracts

market players need to enter into in order to compete on a GB basis - ,

BETTA will reduce the transactions and learning costs of doing business

in Scotland, since a wide range of companies are already familiar with

the England & Wales arrangements.

R.19 Costs associated with generation and supply generally make up at least 50% of

the final price of electricity to consumers – considerably more in respect of

larger consumers. Our preliminary judgement is that an increased ability for

suppliers and generators to compete in Scotland allied with sharper incentives to

drive down costs (which in turn will exert greater pressure on incumbent

suppliers) might lead to final prices to Scottish consumers being around 1%

lower than otherwise. This is equivalent to combined generation and supply

costs being between 1%and 2% lower than otherwise. With the value of sales to

Scottish consumers being currently in the order of £1.6 billion per annum, this

would be worth £16 million per annum. At a 6% discount rate, this in turn

would have a present value of some £250 million. It should be noted that
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competition in generation and supply is not currently absent in Scotland, it is

just that various factors have inhibited its development.

Greater competition in balancing services

R.20 BETTA should improve competition in the supply of balancing services to the

system operator in Scotland. At present, there is no transparent market for

balancing services in Scotland and each of the incumbents carries out its own

balancing using its own generation and supply. BETTA would improve the

situation by:

♦  ensuring that all parties offering balancing services were treated even-

handedly and removing any suspicion that incumbents might favour

internal provision;

♦  enabling effective competition for the provision of balancing services

between parties based in Scotland and those based in England & Wales;

and

♦  providing clear market-based signals of balancing costs to market

participants in Scotland, encouraging those participants to manage better

their requirements for balancing services.

R.21 By analogy with the costs of balancing in England & Wales, the costs of

balancing within Scotland are provisionally estimated to be in the order of £50

million per annum. Cost reductions equivalent to some 5% of these costs might

be anticipated from the introduction of competitive arrangements for the first

time and from the increased potential for competition between balancing service

providers in Scotland and England & Wales. This would be worth some £2.5

million per annum with a present value of some £42 million.

Improved locational signals

R.22 BETTA will lead to a co-ordinated, set of locational price signals operating

throughout Great Britain. At present each of the three transmission owners

provides price signals for its own area, including signals for links to adjacent

areas. Further, the price signal in respect of the Scotland-England interconnector

is overlaid by a separate set of access arrangements that do not provide equal

access rights to all parties. A single, coordinated set of signals and access rules
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should ensure improved efficiency in the location of generation plant and

location-flexible demands as between the three regions and should also optimise

the balance between investment in new or replacement transmission capacity

and investment in generation or demand reducing capacity.

R.23 Improved locational signals might, other things being equal, be expected to

result in a reduced need for investment in the transmission system. To illustrate

possible magnitudes, savings equivalent to 5% of the annual investment in the

Scottish transmission networks might be expected (although a part of these

savings might come via lower investment in England & Wales) would be worth

some £9.5 million per annum, or £150 million in present value terms.

Economies of scale in system operation

R.24 BETTA will mean that instead of there being three system operators in Great

Britain, each one monitoring its own part of the system, taking balancing actions

as necessary and carrying out settlement operations, there will only be one. It is

estimated that the annual system operation costs of the two Scottish incumbents

are some £4.6 million per annum (excluding costs associated with the

Interconnector) plus a further £5 million per annum for settlement.

R.25 Significant cuts in these costs should be accessible to the GB system operator,

perhaps of the order of 50%. This would be worth £5 million per annum or

some £80 million in present value terms.

Avoidance of interconnector arrangements

R.26 Approximately £2 million per annum has been spent by the Scottish

transmission companies on administration of the interconnector between

Scotland and England. BETTA has the effect of converting the interconnectors

into just one part of the integrated Great Britain network with no separate

commercial arrangements being required for its use.

R.27 As a result a saving of close to £2 million per annum should be possible, with a

present value of about £33 million.
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Summing the benefits

R.28 From the above paragraphs we get a total annual benefit of £35 million having a

present value of some £570 million, assuming the benefits are indefinite and

discounted at 6% per annum in real terms.

R.29 In due course, competition would ensure that these benefits accrue to electricity

consumers in the form of lower prices. Most of the short term benefits are likely

to be felt by consumers in Scotland where they could amount to prices being

some 1-2% lower than they would otherwise have been. However, the longer

term development of a more competitive market across GB will benefit

consumers in England & Wales as well.

Costs

Assessing the costs

R.30 The implementation of BETTA will require the development of central systems to

support the GB Balancing Mechanism and settlement, and the associated

operational actions of the GB system operator. Any recovery mechanism for

such costs, where efficiently incurred, will be subject to consultation.

R.31 BETTA will require a transfer of functions from existing transmission licensees to

the GB system operator. There is a cost associated with this transfer of functions.

The creation of a GB system operator will involve costs to create and operate an

interface between the GB system operator and transmission asset owners. The

detail of such costs will depend on the precise allocation of functions to the GB

system operator. This issue is the subject of further consultation.

R.32 There will be costs for market participants in preparing to operate within the GB

market underpinned by BETTA. There will also be costs associated with

participation in the consultative process operated by Ofgem and DTI to develop

the detailed design of BETTA, in terms of licence conditions and core

documents.

R.33 BETTA will also require significant resource commitments from Ofgem.
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Quantifying the costs

R.34 At this stage it has not been possible to carry out an assessment of the

implementation costs of BETTA to enable estimates of such costs to be included

in this draft assessment. However, in broad terms it is anticipated that these costs

will be modest since the main issue is the extension of what is now a tried and

tested system in England & Wales to cover Scotland as well. Issues of system

design can therefore be kept to a minimum and the new systems will already be

familiar to almost all the parties affected.

GB Balancing and Settlement

R.35 A GB Balancing Mechanism requires that parties can submit bids and offers, and

that the system operator can accept, issue operational instructions and

subsequently settle such bids and offers. Since the GB system operator will have

access to current central NETA systems (modified as necessary) the costs relate

mainly to the extension of system underpinning the balancing mechanism and

settlement systems in England & Wales.

R.36 The largest cost item is expected to relate to GB system operator systems to

implement accepted bids and offers in the balancing mechanism and to model

the need for balancing services and system control on a GB basis. Extension of

such systems may require capital investment in additional IT equipment. It will

also require significant data transfer and validation in respect of networks,

generation and demand situated in Scotland. Central systems will also need to

be extended to enable parties to be registered, for energy volumes and contract

positions to be notified and aggregated, and for imbalances to be cashed out.

These changes are expected to be limited in scale, given the tried and tested

nature of the NETA systems upon which they will be based.

R.37 It will also be necessary for market participants to submit the necessary contract

and metering data to central systems. The costs directly borne by market

participants are however expected to be low given the fact that the main

participants in the Scottish electricity market also already participate in the

England & Wales market and thus understand the NETA systems and are able to

use them.
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Wider GB system operator and transmission asset owner activities

R.38 At present the system operator and transmission owner in England & Wales are

the same company, NGC. Likewise both Scottish Power and Scottish and

Southern also perform both system operator and transmission owner roles in

their respective regions.

R.39 Whilst the regulator can and does use different regulatory tools and measures on

the system operator and transmission owner parts of the businesses, there may

be advantages from a regulatory point of view in having both these monopoly

functions within the same organisation.

R.40 Under BETTA, although final decisions have still to be made, it is quite likely

that there will continue to be three separate transmission owners. Some

additional regulatory work will be needed to define and enforce appropriate

regulation of the commercial relationships between the single system operator

and the separate transmission owners. The need for additional regulation in this

area could lead to some additional costs and losses of efficiency. However, these

costs and efficiency losses are expected to be small, given that the regulator

already needs to exercise oversight over both the system operator and

transmission owner functions of the existing companies.

Ofgem costs

R.41 Ofgem has allocated costs of £8m to BETTA over the next three years in its

corporate plan, which was published for in April 200216.

Consultation with small business

R.42 The vast majority of small businesses in Great Britain will only be affected by

BETTA to the extent that it leads to changes in their electricity prices

R.43 Small businesses in the electricity sector will be affected by BETTA. In broad

terms it is anticipated that opening up the electricity market in Scotland to more

effective competition will improve the prospects for smaller companies

operating in that market which remains overwhelmingly dominated at present by

the incumbents. The more competitive market in England & Wales has seen

considerable new entry in both generation and supply, although it is also

                                                          
16 Ofgem corporate strategy and plan 2002 – 2005. Ofgem, April 2002.
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recognised that there has also been a degree of consolidation suggesting that

electricity generation and supply may be activities that exhibit economies of

scale that make them less suitable activities for small businesses.

R.44 A group of small businesses of particular interest is that of small generators

producing electricity from renewable or combined heat and power installations.

The impact of BETTA on this group is considered further below.

R.45 Ofgem issued a consultation document on BETTA in December 2001 prior to

this consultation document. Further consultation is anticipated as details of the

BETTA arrangements become clearer. In all these consultations, the views of all

electricity consumers, business and private individuals, are sought and copies of

consultation documents are sent to organisations representing consumer interests

such as energywatch. Specific comments in respect of the impact of BETTA on

small business, and in particular small and renewable generators, is invited in

the context of this draft RIA.

Environmental impacts

General

R.46 BETTA is not a measure whose primary purpose is to promote benefits to the

environment. However, by promoting effective competition and hence the more

efficient use of all resources, and also the better use of resources in monopoly

activities, BETTA should have a generally, if mildly, positive environmental

impact.

R.47 For example, the enhanced competitive pressures under BETTA should sharpen

incentives on generators to minimise the use of fuel in their activities whilst the

improved locational signals should reduce the need for investment in costly and

unsightly transmission facilities.

R.48 However, to the extent that greater competition also leads to lower prices for

consumers, there could be adverse environmental effects as consumers chose to

use more electricity. However, it has previously been estimated that the impact

on customers’ bills might be about 1-2% in Scotland, and significantly less in

England & Wales. Price differences of that magnitude are unlikely to lead to

material increases in electricity use.
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R.49 Perhaps the main way in which BETTA will have an environmental impact is in

its impact on the relative commercial attractions of electricity generation of

different sorts. BETTA is not intended to benefit any particular type of generation

relative to any other type – it is intended to be neutral in this respect.

Nonetheless, the changes from the existing arrangements may produce some

changes in the relative attractions of different generation types. In the section

that follows we look in particular on the likely impact of BETTA on

environmentally attractive forms of generation such as renewables and

combined heat and power.

Impact on renewables and combined heat and power (CHP)

R.50 The primary purpose of electricity transmission and trading arrangements is to

establish a framework for a competitive electricity wholesale market which

meets the needs of consumers. However, it is also very important that electricity

trading and transmission arrangements are not biased against environmentally

friendly generation or place unnecessary barriers in its way.  In addition there is

already a range of Government measures in place to encourage environmentally

beneficial forms of generation. Renewable Obligations have just been

introduced in both England & Wales and Scotland and renewables are exempt

from the Climate Change Levy (CCL). Government is also working on a strategy

to support CHP and Treasury recently announced full exemption for CHP from

the CCL. Finally, in addition to its principal objective to protect the interests of

consumers by promoting effective competition, Ofgem has other statutory duties

which include having regard to the effect on the environment in carrying out

certain of its functions and it will also have regard to guidance on social and

environmental matters issued by the Secretary of State.

R.51 It has been claimed that NETA is biased against small renewable and CHP

generation in a number of ways such as the following:

♦  it is excessively harsh in its treatment of unpredictable generation. Many

renewables (especially wind) and some CHP come into this category;

♦  NETA is complex to understand and, by requiring 24 hour and 7 day a

week monitoring, is costly for small companies; and
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♦  NETA has led to reduction in the value of “embedded benefits” which

are accessible by smaller generators not directly connected to the

transmission networks.

R.52 Ofgem and DTI have taken these concerns very seriously. Ofgem carried out an

assessment of the impact of NETA on these generators in August 200117 and in

November 200118 the DTI published a consultation document to seek views on

how to help smaller generators operate more effectively under NETA.

R.53 On 4th April 200219, DTI published its response to that consultation. The DTI

response noted that progress had been made in a number of areas since the

consultation and proposed further steps to assist smaller generators in the

following areas:

♦  reducing the period of gate closure in NETA;

♦  considering the case for and possibility of unbundling embedded

benefits;

♦  assessing the need for comprehensive guidance for small generators and

provide funding if necessary; and

♦  assessing the need for standard contracts for smaller generators;

R.54 Finally, it is proposed that Ofgem carry out a full review of the impact of NETA

on smaller generators once data for a full year is available. That review would

consider whether NETA was producing cost reflective prices and if not how

NETA might be modified to improve the situation.

R.55 Both DTI and Ofgem are working hard to ensure that the trading and

transmission arrangements in England & Wales are not biased against

renewables and CHP and any changes that are introduced to the England &

Wales arrangements in pursuit of that objective will of course be incorporated

into the BETTA arrangements covering Scotland.

                                                          
17 Report to the DTI on the Review of the Initial Impact of NETA on Smaller Generators. Ofgem, August

2001.
18 Government Response to Ofgem’s Reports “The New Electricity Trading Arrangements – Review of the

first three months”, and “Report to the DTI on the Review of the Initial Impact of NETA on Smaller
Generators”. 1 November 2001.

19 Government Response to the Consultation on NETA and Smaller Generators of 1 November 2001. 4 April
2002.
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R.56 There are also a number of other ways in which BETTA would affect renewables

and CHP. BETTA should help small generators in the following ways:

♦  companies operating in both England & Wales and in Scotland will only

have one set of trading and transmission arrangements to master instead

of two. This will reduce a barrier to entry;

♦  use of Consolidators is one way that small generators can manage

imbalance risks under NETA. BETTA should make it easier for

consolidation to combine generation in Scotland with generation in

England & Wales and thereby increase its potential benefits;

♦  companies wishing to trade between Scotland and England will no

longer have to be concerned about interconnector access since this will

become incorporated in their transmission or distribution use of system

charges. This will remove a barrier to entry;

♦  by increasing effective competition in electricity supply, BETTA should

make it more likely that smaller generators in Scotland will face a wider

range of potential purchasers of their output than at present and thus be

able to negotiate better prices; and

♦  an integrated set of transmission price signals and incentives should

improve the prospects of new transmission capacity being provided

where there is an economic case for so doing. This could benefit

renewable generation in Scotland where there is currently some concern

that there will be inadequate transmission capacity to bring potential

renewables developments to market.

R.57 On the other hand, small and intermittent generators could be adversely affected

in some respects by BETTA. For example, independent generators in Scotland

currently face regulated imbalance charges that, although related to actual

imbalance prices in England & Wales, are limited by both caps and ceilings.

Exposure to unregulated imbalance charges could be more onerous for some

participants, especially those with unpredictable output.

R.58 Our preliminary assessment is that on balance BETTA will have a small positive

impact on renewable and CHP generation in Scotland. However, it is recognised

that there are uncertainties in this area and responses are particularly invited on
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how BETTA will affect such participants and on ways in which adverse effects

might be mitigated within the broad outlines of the expected arrangements.

Competition filter

R.59 In this section, we consider a set of general questions which the Office of Fair

Trading (OFT) use to assess whether a proposal would have a significant impact

on competition. It has already been pointed out above that the major aim of

BETTA is to improve competition in electricity markets, especially in Scotland.

Would the costs of BETTA affect some firms substantially more than others?

R.60 To the extent that market participants face direct costs, these are expected to fall

mainly on participants in Scotland since it is the Scottish market that is being

targeted for greater competition. It is yet to be decided how the costs incurred by

the new GB system operator will be recovered.

R.61 BETTA will result in a transfer of functions to the GB system operator from

existing transmission companies. Clearly, this will only affect transmission

companies, and could also be expected to transfer the value of regulatory

incentives associated with these activities under the existing regime. Electricity

transmission is accepted to be a natural monopoly activity requiring ongoing

regulation.

Is BETTA likely to affect market structure, changing the number/size of firms?

R.62 BETTA will make it easier for new entry to a range of electricity market activities

in Scotland where markets are currently dominated by two large companies

each with very considerable market share in its own area and with a wide range

of interlocking activities that it might be able to use to cross subsidise activities,

limit transparency and discourage entry.

R.63 While it is difficult to anticipate how parties will avail themselves of these new

commercial opportunities, the market structures that evolve as a result of BETTA

are expected to be more dynamic.

Would BETTA lead to higher set up costs for new or potential firms compared

with the costs of existing firms?
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R.64 BETTA will reduce set up costs for new or potential firms since the various sets

of market rules that exist currently for Scotland and England & Wales, and in

respect of the interconnector between the two systems, will be rationalised

under one set of trading rules. Further, these rules will be subject to open and

transparent processes for consultation and modification, with regulatory

oversight. The need to become familiar with fewer and more transparent rules,

will be of particular benefit to firms wishing to operate in both Scotland and

England & Wales, although to the extent that each system is not entirely

independent of the other at present, there will also be benefits for participants

wishing to operate in just one region.

Would BETTA lead to higher ongoing costs for new or potential firms

compared with the costs for existing firms?

R.65 BETTA will ensure that new entrants face the same costs as existing firms of a

similar nature. This is not the case at present in Scotland where incumbents face

different rules from those applied to independent generators and suppliers. Partly

as a result of these arrangements there has been very little entry into the Scottish

markets over the past decade.

Are the electricity wholesale markets characterised by rapid technological

change?

R.66 Rapid change has not been evident in recent years. Generating technologies

employed have not changed a great deal. The main area of change has been in

market liberalisation which has permitted electricity consumers to choose

between suppliers.

R.67 Looking forward, however, a higher degree of technological change might be

expected, first in the way that electricity generation responds to environmental

pressures that are expected to become tighter and secondly as the relationships

between customers, suppliers and generators adapt to the new technologies and

market arrangements.

Would the regulation restrict the ability of firms to choose the price, quality,

range or location of their products?

R.68 No. The greater competition arising from BETTA should lead to a greater range

of products being offered.
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Enforcement, sanctions, monitoring and review

R.69 BETTA will be implemented in practical terms through licences and changes to

core industry documents. Licence obligations are enforced by Ofgem, and

licence breaches can be subject to financial penalties. Licensed parties will be

obliged to sign and comply with core industry documents. In addition,

signatories to these documents will be bound by the contractual terms therein.

R.70 Licences can be subject to modification proposals by Ofgem, and disputes in

respect of proposed modifications can be referred to the Competition

Commission. Modifications to core industry document will have an open and

transparent governance process, with regulatory oversight. Participants under

BETTA will also continue to be subject to the normal operation of competition

law.

Summary and recommendations

R.71 [This section will be completed in the final Regulatory Impact assessment, taking

into account the comments received on the current draft.]
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Appendix 4 - The way forward

Introduction

The December 2001 paper set out Ofgem’s high level timetable for the implementation

of the BETTA project, with completion targeted for April 2004. This appendix sets out

further detail on the project plan and resources to meet this timetable, as well as the

principal organisational steps that need to be taken.

In developing the detailed project programme for BETTA, Ofgem will be giving

consideration to whether individual items within the programme can be implemented in

advance of the planned completion date for BETTA in order to provide early gains and

to facilitate the transition to BETTA for industry parties.

Project approach and target implementation date

Section 5 of the main document summarises the key elements of the plan that were

described in the December consultation document. Whilst noting that further detailed

work is required, a summary timetable is being prepared in the light of responses to the

December consultation document and further thinking on the part of Ofgem/DTI.

Comments on this plan will be invited at the June seminar that Ofgem/DTI intend to

hold to discuss a number of issues relating to the BETTA project, and written views are

invited in response to this document.

There are a number of key assumptions that underpin the timetable. Apart from the

availability of Parliamentary time leading to legislation being in place by the summer of

2003, they include:

♦  that the GB system operator and the GB BSCCo can be identified early

enough for them to begin relevant work;

♦  that the timescales shown in the plan for system development and

implementation work are valid; and

♦  that issues of concern to principal participants are identified and resolved

in a timely manner.
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Project organisation

The project team within Ofgem has now been established. The timetable contains five

principal workstreams. They are:

♦  legal documents;

♦  transition and implementation;

♦  allocation of transmission functions;

♦  price controls and incentives; and

♦  transmission charging.

The first two workstreams are focused on delivery, and the remainder develop

requirements to be delivered.

In future, as the project develops, it is envisaged that the organisational structure will

change. In particular, over time resources will move progressively into the two delivery

workstreams, Legal Documents and Transition and Implementation.

The project is taking the approach that necessary systems development work will be

undertaken by the bodies who will be using the systems. These include in particular the

system operator and the central service providers. The project is planning to take merely

a coordination and enabling role in this area.

June seminar

Ofgem/DTI propose to hold a seminar in June to enable an open discussion on how best

to take forward a number of the issues set out in this paper. The intention will be to

engage participants in discussion on the key elements of BETTA, to inform Ofgem/DTI

in advance of further consultation on such topics.  More detail on the date, venue and

agenda will be published on the Ofgem website in the near future.
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BETTA Draft Regulatory Impact Assessment

Response from ScottishPower

Introduction

We welcome the publication of the Draft Regulatory Impact Assessment (RIA) of the primary
legislation that will facilitate the introduction of BETTA.  This is a positive development in
regulatory practice and should be extended to all major regulatory proposals.

We recognise that since the details are not finalised, at this stage estimates of costs and
benefits require to be of a general nature.  It is however important that parties affected by
BETTA have a good understanding of the likely effects and have expectations based on a
robust comparison between revised trading arrangements under BETTA and the current
trading arrangements in Scotland.

Our response covers the following points:

� the implication for the RIA of BETTA of the close link between BETTA and
Transmission Access and Charging

� the appropriate base level against which the RIA of BETTA is assessed
� comments on the components of the benefit case
� comments on the cost assessment
� consultation with small businesses
� environmental impact

Our comments on the benefits and costs reflect our initial review of the draft RIA.

At face value, they place a question mark over the robustness of the cost benefit case for
BETTA [although we recognise that there may be wider, less tangible considerations to take
into account].

Link to Transmission Access and Charging

The assessment does not take into account potential fundamental reforms to transmission
access and charging arrangements which may be applied on a GB basis as part of BETTA. 
Such new arrangements could have a very significant effect on parties in Scotland,
particularly if the new arrangements were to penalise all Scottish generators, including
renewable generators, based on their distance from a GB load centre. 

As new transmission access and charging arrangements are unlikely to require primary
legislation it is not clear that there will be a requirement for DTI to produce an RIA for this
development. Without such an RIA it will not be possible for parties to assess fully the effects
of new trading and transmission arrangements in Scotland.
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Base level for Risk Assessment

The RIA identifies the key risk addressed by BETTA as the risk to consumers of higher prices
and lower standards of services associated with a lack of effective competition.  In order to
assess this risk it is necessary to state clearly the effect of the current arrangements on prices
and standards of services in Scotland compared to England & Wales.  This means recognising
that under the current Scottish trading arrangements the wholesale price is capped at the
equivalent price under the new trading arrangements (NETA) in England & Wales.  Thus the
current price in Scotland is set by the level of competition in England & Wales under NETA
which is recognised by Ofgem as being effective. This translates into final prices (net of
network charges) which are no different from the E&W average.  In our view this is the base
level for the RIA risk assessment.

Benefits

Greater competition in supply and generation

In relation to the ways identified in the RIA in which BETTA will improve competitiveness
of the wholesale electricity market in Scotland:

� BETTA will ensure that all generation and supply is treated even-handedly by a system
operator which is itself independent from generation and supply.  There are currently,
however, licence conditions in place which prevent ScottishPower and Scottish &
Southern from treating their own generation and supply more favourably than that of
others and thus any change will be one of perception rather than materiality.

� While BETTA will ensure even-handed charges for balancing it must be recognised that
these charges will be at the NETA level and that these are significantly above the current
level of charges in Scotland.  ScottishPower and Scottish & Southern currently provide
100 per cent of demand contracts to suppliers, capped at the equivalent NETA price,
enabling suppliers active in Scotland to avoid imbalance charges completely.  This facility
is used extensively by suppliers in Scotland and under BETTA these suppliers will be
required to incur NETA balancing costs which are estimated at around 50p/MWh.

� Current imbalance charges for generators in Scotland, and for suppliers who do not
choose to avoid them, are significantly below the equivalent level in England & Wales.
The current arrangements for top-up to be capped at NETA market price plus 5%, for the
first tranche of spill required to balance the market to be paid at the top-up price and for
the price for follow on spill to be floored at £10/MWh ensure low imbalance costs for any
party incurring them.  Ofgem�s BETTA consultation paper of December 2001 showed
that from April to October 2001 top-up prices in Scotland were 57% below England &
Wales while the follow on spill price was 56% higher.

� The RIA states that BETTA will encourage more effective competition between suppliers
by removing the current situation in which incumbents have to release generation to
independent suppliers at regulated prices.  It states that the current situation, which is
designed to ensure that independent suppliers can participate in the Scottish market, limits
the extent to which suppliers will actively seek their own competitive advantage through
lower generation costs.  This fails to recognise that the current price paid by suppliers in
Scotland is set by the level of competition in England & Wales and that since Scottish
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generation already participates in NETA through the interconnector then BETTA will
have very little impact on the GB price.  It also fails to recognise that removing the
requirement for the incumbents to release generation increases suppliers costs through
exposing them to balancing costs as above.

� There is thus little reason to believe that in a GB market wholesale electricity prices
in Scotland would or should be any different from those in E&W and therefore that
final prices to Scottish customers could reduce by 1% as a result of lower generation
and supply costs with a resultant benefit of £250 million.  In fact, there is a
possibility they could go the other way.

Greater competition in balancing services

� The RIA again does not recognise that the costs of balancing within Scotland are set at the
England & Wales level through inclusion of the NETA balancing services use of system
(BSUoS) charge in the Scottish wholesale price.  Moreover Scottish generators already
compete to provide balancing services in England & Wales so it is unclear that the formal
extension of the balancing market to cover Scotland would have a material impact on
BSUoS charges in E&W.

� There is no reason to believe that balancing costs in Scotland would reduce by 5%
as a result of BETTA with a resultant benefit of £42 million.

Improved locational signals

� The RIA suggests that savings equivalent to 5% of the annual investment in the Scottish
transmission networks might be expected through improved locational signals from
BETTA.  However the most significant investment in transmission networks in the
foreseeable future is anticipated to be for renewable developments the meet the
Government�s environmental targets.  It is unlikely that any new locational signals, either
through BETTA or through new GB transmission access and losses arrangements, would
deliver the correct balance between investment in new or replacement transmission
capacity, investment in generation or demand reducing capacity and achievement of the
Government�s environmental aims.  There is no evidence that the locational signals
introduced in England & Wales since privatisation have had any significant effect on the
location of new generation.  In order to obtain the correct balance it will in our view be
necessary to carry out specific studies, such as the one the 3 transmission licensees are
currently carrying out on the network reinforcement required for various levels of
additional renewable generation to be connected.  There is a real danger that new
locational signals on their own will actually act against the �optimal� balance by for
example discouraging renewable generation in renewable rich areas.

� There is no evidence that locational signals introduced as part of BETTA will lead to
savings equivalent to 5% of the annual investment in the Scottish transmission
networks with a resultant benefit of £150 million.
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Economies of scale in system operation

� While there will be savings from moving from three system operators to one GB operator
we do not anticipate that these savings will be as great as the value of £80 million stated
in the RIA.  This is because the savings will be significantly offset by the additional costs
incurred as a result of the formality and complexity of the system operator/transmission
owner model currently being developed.

Avoidance of interconnector arrangements

� While there will be savings in reduced interconnector administration costs we do not
anticipate that these savings will be anywhere near as great as the value of £33 million
stated in the RIA.  We believe that the savings estimated in the RIA are based on a
misunderstanding of the actual costs of interconnector administration.

Summing the Benefits

On the basis of the points set out above we believe that the DTI should reassess the
evidence that there will be significant financial benefits to consumers from the
introduction of BETTA.  The only real benefits may be those associated with the
economics of scale in system operation and reduced interconnector administration.  We
believe these are overstated, moreover, they are likely to be offset by the increased
balancing charges incurred by parties in Scotland as they become exposed to NETA
balancing costs.

Costs

Quantifying the Costs

As recognised in the RIA it is not possible at this stage to carry out an assessment of the
implementation costs of BETTA as these are dependent on the details of the implementation
including the form of GB system operator adopted.  It is thus too early in the process to
anticipate that these costs will be modest.  However given that the financial benefits of
BETTA may be small it would be necessary to minimise the costs in order to ensure there is
not a significant detriment associated with BETTA.

GB Balancing and Settlement

Even allowing for the availability of tried and tested NETA systems as a base there will be
significant costs and effort involved for GB system operator systems to implement accepted
bids and offers in a GB balancing mechanism with balancing services and system control on a
GB basis.

Wider GB System Operator and Transmission Owner Activities

Significant up front costs will be borne by the existing transmission licensees and the new
system operator in legal work, in transferring functions and integrating system operation
processes and creating new interfaces between the new system operator and the new
transmission owners. As  noted above (in our comments on economics of scale in system
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operation) there will also be additional ongoing costs under the new arrangements in respect
of the interface between the system operator and the transmission owner, dependent on the
form of system operator adopted. In addition, there will be significant costs to market
participants, especially those trading in and with Scotland who are not currently party to the
BSC, in respect of systems and processes required under BETTA.

Consultation with Small Business

As stated in the RIA the vast majority of small businesses in GB will only be affected by
BETTA to the extent that it leads to changes in their electricity prices.  The general
impression among small businesses in Scotland currently, however, is that BETTA will lead
to substantially lower prices.  It is important that this misconception is corrected and that
small business and other customers in Scotland are aware that BETTA is unlikely to
significantly reduce prices and may in fact increase them.

Environmental Impacts

Impact on Renewables

The RIA recognises that while there will be some benefits for renewable generators in
Scotland from BETTA there will also be adverse effects. An integrated set of transmission
price signals and incentives will improve the prospects of new transmission capacity being
provided for renewable generation in Scotland only if it is not a regime that penalises Scottish
generators based on their distance from a GB load centre.  The RIA recognises that exposure
to NETA imbalance charges as a result of BETTA could be more onerous for some
participants, especially those such as renewable generators with unpredictable output.

Summary

The current draft RIA in our view significantly overestimates the benefits from BETTA and
underestimates the costs.  The key element in the assessment is the comparison between
prices pre and post BETTA. For the reasons explored above, we believe that the RIA
assumptions in this regard are misleading.  In addition, as recognised by Ofgem/DTI in the
impact assessment in Annex 2 �such a comparison is necessarily hypothetical and uncertain�.
These observations put a question mark over the RIA justification for the BETTA legislation.
 Moreover we are concerned that the RIA could create unjustified expectations of reduced
prices which would be unlikely to materialise.  In our view the benefits of BETTA are likely
to be more longer term, from the establishment of a fair and competitive wholesale market
across GB.  This will ensure continued downward pressure on prices for all customers in the
face of upward pressures from fuel, environmental and other costs.


