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Thank you for the opportunity to respond to this consultation. This resp®ssbmitted on behalf
of ScottishPower UK Division, which includes the UK energy bisses of ScottishPower,
namely ScottishPower Energy Management Ltd, ScottishPower &iemektd and ScottishPower

Energy Retail Ltd.

I hope that you find these comments useful. Should you have any queriks points raised,

please feel free to contact us.
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Response by ScottishPower UK Division
1 Executive Summary

ScottishPower UK Division (SP) believes it is clear tthe Government’s firm targets for the
percentage of electricity to be generated from renewableyesewyces by 2010 and 2015 and its
aspirational target for 2020 can only be achieved if the potasti@wable energy resources of
Scotland are fully exploited. In order to meet these tardeis essential that sufficient
transmission capacity is available to facilitate fultess to the GB-wide electricity market and in
particular that the reinforcements identified under the RETSanmuge are put in place as soon as
possible.

It is essential that a funding mechanism is put in place hwinicentivises the transmission
licensees to make the necessary investments ahead of meentise This will require the
transmission licensees to be able to proceed on the basisred#dafprecasts of capacity
requirements knowing that they will be allowed an appropriaterm on their investment
irrespective of the actual outturn generating capacity commissioned.

Since it is only necessary at this stage to cover thsdgemp to 2006/07 a simple funding
mechanism should be put in place such as a lump sum allowancey somihe existing price
controls, determined from the forecast level of efficienegtinent, together with the recovery of
financing costs i.e. depreciation and return.

It is necessary to recognise that the new renewable genesatibsonsequential infrastructure
investment, a large share of which will be in Scotland, exemnl by the need to meet a UK target
and will benefit GB as a whole. Consequently, the individual macgrol adjustments should be
based on common assumptions as to the investment required aBroasdXhe overall costs of

this investment should be spread evenly across GB as a WhBETTA is delayed then a means
must be found of recovering the aggregate additional GB costsralyifacross GB users and

reallocating this recovered revenue between the transmissinadies

NGC'’s currently proposed GB transmission charging methodologypatexcessive burden on
generators, particularly those in Scotland, that are velgtdistantly located from GB centres of
demand and introduces tariff instability. These shortcomings will need to besattifesufficient
renewable generators are to be incentivised to connect to tht@slscsystem to meet the
Government’s targets.

The funding of the proposed transmission investment introduces furibertainty as to the initial
and future level of transmission charges under BETTA. It wbeldeneficial if Ofgem could
provide NGC with accurate estimates of the additional revdoube recovered from GB
transmission charges in time for these to be incorporatedha indicative tariffs on which NGC
will consult in September 2004.

It would not be appropriate to delay capacity provision until comstiaists exceed investment
costs. This would send the wrong message to renewables desedogewould act as a further
disincentive to achieving the Government’s renewable targets.



b)

d)

Response to Specific Views sought by Ofgem

Revenue deriving from the adjustment mechanism

We agree that the revenue deriving from the adjustment mechdrosid e based on the
funding costs of projections of investment over the period 2004/08066/07 and

welcome the use of a co-ordinated approach to looking at all 3 nkstaagether rather
than separately, and also addressing the potential for double couMiegagree that

Ofgem’s consultants should co-ordinate and review the assumptiotisbysthe three

transmission licensees regarding the future developmentsewf respective networks.
This analysis should supersede the TIWG report, particularly givethen&atter may have
overstated the requirements through the inclusion of the 1320 MW Norwaetdian |

Identification of outputs

We do not consider that this is an issue that requires tedmved at this stage. It is
important that transmission licensees are incentivised now gtigate the initial
development work, which is likely to involve seeking planning cosselnicensees should
not be allowed returns on investments that are not fit for purposi¢ aitidoe appropriate
to develop suitable outputs to measure this. We believe, howtatrthis could be
undertaken as part of the next main price control review to benplace from 2007/08
onwards.

Dealing with planning uncertainties

Accommodation of additional renewable generation is likely qoiire the construction of
new overhead line routes with long lead times for obtaining planning consents. Ayny del
which are due to the obtaining of planning consents could be addiagsgeferring
addition to the RAB until consent is obtained. This would providenaentive for
transmission licensees to mitigate potential delayshowit creating undue further
uncertainty.

Cost of capital

In order to ensure that transmission licensees have the ngcegsartive to invest we
believe that it will be necessary for the cost of capaathe period up to March 2007 to
be the same as that used in setting the main price control. id&tothe stranded
investment risk is removed with licensees guaranteed an agteomturn then we do not
believe there is a need for a higher cost of capital thanatimated on the rest of the
licensees’ RABs.

|dentification of annual revenue drivers

We do not think it will be possible to identify suitable sirafii revenue drivers in the
short term for the likely necessary investments in ScotléReinforcements in Scotland
are likely to be triggered by the connection of generation olargar range of voltages
than is the case in England & Wales and are likely to redh@&econstruction of new
overhead line routes. Again we do not believe that this issuis neebe resolved at this
stage and could be addressed as part of the next transmission pricereoietrio



f)

)

h)

)

K)

Renewable generation in Scotland

We agree that at present there is significant uncertaibtut the level of renewable
developments in Scotland and believe that this uncertaintikely to continue for a

number of years. Nevertheless it will be necessary to doman agreed level of
transmission reinforcement which will require funding in #hert term. Assessing the
economics of renewable energy development in Scotland is camaplicby the

uncertainties in the transmission charges to be faced by genseteider the currently
proposed GB transmission charging methodologies. As evidenced bgspmnses to

NGC's recent GB Transmission Charging Initial Methodologi@ssultation, the level and
temporal stability of these charges are key issues for isnelstment decisions. Indeed
these issues may form a barrier to new entrants by iaffettteir ability to obtain finance,
such that the chosen GB charging methodologies will be a key dedetnin whether

sufficient growth in renewables in Scotland is achieved, consistgh UK targets for

renewable generation.

Operation of existing conventional plant in Scotland

In the timescales considered in this consultation, i.e. up to 2006/0%¢ligge it is clear
that the assumption that should be made about the operation of conveptanain
Scotland is that such existing plant continues to have full dicoess to the GB network.
Any other assumption would be contrary to statements made by then®eve and
Ofgem in the lead up to BETTA.

Economic assessment of transmission upgrades

While it is clearly desirable in the long term to achieweoptimal balance between the
cost of transmission system reinforcement and the cost dhgia&nstraint payments in
lieu of such network reinforcements, we do not believe it isogpjate at this stage to
delay capacity provision until constraint costs exceed imast costs. This would send
the wrong message to renewables developers and would adudbkea disincentive to
achieving the Government’s renewable targets.

Expected costs of reinforcement schemes

We agree that Ofgem consultants should co-ordinate and rdwseassumptions used by
the three transmission licensees regarding the costs of fdawelopments of their

respective networks. At this stage, however, the work undgrthy the transmission

licensees on the RETS programme should be sufficient to cover the getm@@06/07.

Appropriate changes to NGC's charging methods

NGC's currently proposed GB transmission charging methodologgepl an excessive
burden on generators, particularly those in Scotland, that atévety distantly located
from GB centres of demand and introduces tariff instability. s€lsortcomings will need
to be addressed if sufficient renewable generators are itcoetivised to connect to the
Scottish system to meet the Government’s targets.

Commitment by generators to long term access arrangements

We do not believe that generators who trigger significavgéstment in the transmission
system should be required to commit to longer-term access amants. Investment in



infrastructure is not generally attributable to a singleegator and is seldom attributable
even to a small set of generators. To the extent that re@mh@nts will provide a more
robust and secure transmission network, the reinforcementse@dor RETS will be of
benefit to a large number of GB network users.

Allocation of access rights to generators

We believe that access rights should continue to be altbcate first come, first served
basis.

Trading of transmission access rights

Separate consultations are underway on the trading of Trarmmigsry Capacity within
a GSP and while this could be difficult to manage there may very well be scatiehs at
which such arrangements could work. This issue does not need tesdged in
identifying the investment required up to 2006/07 and should not dé¢m® decision
on this consultation.

Appropriate contribution from distribution connected generators

This is also an issue on which separate consultations are @ydang which we do not
believe needs to be resolved in the short term. In determiningpajgte contributions
from embedded generators it is important to recognise that thoies the transmission
network can be caused by reductions in demand as well as feyases in output from
distribution connected generators



