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David Densley, Head of European Affairs, Scottish & Southern Energy 
 
Scottish and Southern Energy is one of the biggest Energy Companies in 
Great Britain and in that market we are the second biggest non nuclear 
generator, the second biggest energy supplier and also the second biggest 
netwrok company.  We are therefore vertically integrated, with electricity 
transmission and distribution, gas distribution as well as electricity 
generation, gas storage and electricity and gas supply.  In fact, 40% of our 
profits come from our networks businesses so we do not support ownership 
unbundling. 
 
What is particularly interesting for today’s discussion is that we own the 
electricity transmission system in the north of Scotland but we don’t operate 
it – National Grid is the Independent System Operator for Scotland and so 
we have first hand experience of the ISO arrangements because we have 
been working with it now for two years very successfully. 
 
So I want to say a few words about the key features of the “Scottish Model” 
and how it works and, more importantly why it works. 
 
I also want to comment on the Commission’s proposal and why in our view it 
would not work. 
 
In Great Britain National Grid is the Independent System Operator or “ISO”.  
It is responsible for all commercial arrangements for access to the system, 
for day to day system operation and for congestion management.  It also 
has a key role in investment planning but does not invest in or maintain the 
Scottish transmission system. 
 
In the Scottish model there are two companies in Scotland who own 
transmission assets and are responsible for their maintenance and 
development – in other works investment. These companies are 
Transmission Owners or “TO”s. 
 
The Commission proposal is for the ISO to be responsible for investment and 
maintenance.  This means that the TO would simply have some transmission 
assets on his balance sheet but would have no say in their maintenance or 
development.  It would be rather like owning a house without being able to 
decide when to carry out repairs or build an extension – one simply would 
not do it.  This is exactly the same discussion I had with the GB regulator a 
few years ago in designing the details of the Scottish model and it is why we 
have arrived at the current arrangements in Britain. 
 



In the Scottish model the TO keeps the responsibility for maintenance and 
investment, but there is strong regulatory oversight of investment plans and 
system performance. 
 
One criticism of the ISO model is this requirement for regulatory oversight.  
In fact, for us introducing the ISO has reduced the regulatory burden.  
Instead of separate Scottish and English Grid Codes, Commercial 
arrangements and interconnector access rules to administer, the regulator 
now has only one Grid Code, and one Code governing system access.  This is 
much easier for the regulator and much better for the market players since 
there is only a single set of technical and commercial rules for the whole GB 
market.  To tie it all together there is a single new Code setting out how the 
three transmission companies work together in terms of system planning 
and investment.  
 
Investment, we hear is another potential problem with ISO arrangements, 
and more generally a lack of investment appears to be a symptom of lack of 
market integration. 
 
Again this is not our experience.  The regulatory regime gives incentives to 
invest in networks and our task has usually been to convince the regulator of 
a need to invest rather than vice versa.  Indeed, in the last regulatory 
review the three electricity transmission companies submitted capital 
investment plans totalling nearly 7bn Euro over five years, but the regulator 
only allowed 5.5bn. 
 
This is a further benefit of the ISO arrangement because part of the 1.5bn 
saving came about because the regulator could compare the investment 
plans of the companies and their policies and see where there might be cost 
savings in terms of procurement and asset management. 
 
The ISO has a key role in system planning and development by, in effect, 
approving the investment plans of the transmission owners, so let me 
explain how that works because it is a key issue for the proposed directive. 
 
The access arrangement in GB are that once a generator has paid for his 
connection to the system, if there is congestion then the system operator 
pays compensation.  We don’t have the concept of congestion “rent” – the 
system operator has congestion costs and if the costs increase such that it 
would be economic to invest in more transmission capacity then the ISO can 
notify the transmission owner of the problem and the asset owner then 
produces a plan for approval of the ISO and the regulator, and then carries 
out the investment. 
 
So in summary the ISO arrangements in Great Britain work very well in the 
competitive energy market and I believe should be an acceptable alternative 
to full ownership unbundling 
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