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Thank you for the opportunity to respond to this consultation. This res@ssbmitted on behalf
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| hope that you find these comments useful. Should you have any gueries points raised,
please feel free to contact us.

Yours sincerely,
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Commercial Manager, Trading Arrangements
ScottishPower Energy Management Limited



TRANSMISSION PRICE CONTROLSAND BETTA - UPDATE

SCOTTISHPOWER UK DIVISION RESPONSE

1 General comments

1.1 ScottishPower UK Division welcomes this opportunity to comment on
Ofgem/DTI’s latest proposals for transmission price contuoider BETTA. We
are generally supportive of these proposals. However, we note thataseas are
still under development, and it will be important that they are @effily far
progressed in time for Ofgem/DTI's followup consultation on Draftp@sals,
currently planned for June/July 2004, to enable them to be incorporated into othe
areas, in particular the development of GB transmission charlgimgll also be
important to ensure that there is consistent treatment of the ttaesmission
licencees, particularly in determining appropriate adjustmenthleio tespective
revenue restrictions in relation to interconnector socialisation and anygreates
of assets from connection to infrastructure. We believe that auelmgements
should follow a principle of allowing each licencee to continue ¢eive the same
overall revenue streams as they do under the pre-BETTA contractual arratsgyeme

1.2 The above matters are discussed in more detail below.
2 Specific comments
Revenue adjustments in relation to interconnector socialisation

2.1  We support the proposal to amend the regulatory asset values ©r S5
Transmission and SHETL at 1 April 2005 to ensure that each continueseive
the same overall income stream from their interconnectorsatdedtthey currently
receive under the present contractual arrangements.

2.2  As a generator in Scotland with access to the interconneetaumwently pay
capacity charges for the use of the interconnector assetdsana cross border exit
charge for leaving the Scottish system and a cross borderchainye for entering
the NGC system. These ‘pancaked’ exit and entry charges soipbsed on
Scottish exporters are a barrier to competition and inconsistént Buropean
legislation. Removal of these charges will not change SP Trssismis and
NGC'’s allowed price control income as the charges would be spreagsaystem
users under the agreed charging methodology.

2.3 It is important that each of the three transmission licensdesated on the same
basis recognising that the investments required for the upgradeheof
interconnector post vesting were undertaken, as a result of liobfigations, by
all three companies following commercial negotiations in a privatisedosment.
Shareholders who have invested in the parent companies of the &m&mission
licensees have done so on the basis of anticipated future oneaatie streams, of
which the income streams from the interconnector assets emestituent part.



2.4

2.5

2.6

2.7

Socialisation of the interconnector income streams would be consistdnt
shareholders’ expectations and reduce investor uncertainty.

Post BETTA we do not consider that it would be appropriate to selyacentify
for each transmission licensee a rate of return to be made amdtconnector
assets and also the costs of operating and maintaining thetse d$se=appropriate
interconnector assets should be fully incorporated into each éesnsegulatory
asset base in such a way that separate identification isquite@ and the licensee
Is incentivised to operate and maintain these assets efficimdlyeffectively on
the same basis as it is incentivised for the rest of its transmission netwoskcaim
be achieved by adjusting the regulatory asset value at 1 April 2085 hynount
which at the cost of capital set for the price control ddliver the same income
stream for each licensee as under the present contractual arrangements.

Under BETTA all GB generators will be able to compete dyratthe GB market
and with single GB transmission charging arrangements thi#rao longer be a
separate interconnector charge to disincentivise trades betwedlan8 and
England & Wales. It is, however, important that the new GB trezssom
charging arrangements do not act as a disincentive for gersettat locate in
Scotland, particularly as it is now widely recognised that the &iernment’s
environmental targets cannot be achieved without a significant cordribisdom
new Scottish renewable generation.

Revenue adjustments in relation to connections

If implemented, NGC’s current proposals for the GB connection iolgarg
methodology would lead to a redesignation of assets from conneaiion t
infrastructure due to the redefinition of the connection boundary overctitésg
networks under the “Plugs” model. This raises similar issudgetortplementation

of “Plugs” in England & Wales in April 2004, hence the treatmenhefScottish
transmission licensees should be consistent with that previously éalltsw NGC.
We agree therefore that under any such redesignation trarkl e consequential
changes to the regulatory asset bases and adjustments &vénee restriction
where necessary in order to ensure that each transmissioreéicenso better or
worse off in terms of overall revenue as a result of the chang®nnection
boundary. These revenue restriction adjustments should also provide ttighScot
transmission licensees with any additional funding necessaagddoess legacy
iIssues as appropriate.

Interaction with development of GB transmission charging

The above revenue restriction adjustments in relation to intercmmect
socialisation and any redesignation of assets from connection #&stmfiture
clearly affects the calculation of GB transmission chargesefttaiaty as to the
level of these adjustments, and also the further adjustmentslatiometo
transmission investment for renewables, compounds uncertainty aslévehef
transmission charges to which users will be exposed under BETTwill Ibe
useful if Ofgem/DTI's draft proposals on price controls and dmassion
investment for renewbles, both of which are currently planned for Jim&Qd04,



2.8

2.9

2.10

2.11

2.12

were sufficiently far advanced and in sufficient detail to pteviNGC with
reasonable estimates of the additional revenue to be recovesed GB
transmission charges, for incorporation into the calculation of indectdriffs for
their next consultation on GB transmission charging methodologies, gurentl
planned for September 2004.

The use of accurate target revenue assumptions is particulalyif NGC
continue to propose a methodology which incorporates a G:D split adpisime
order to eliminate negative demand tariffs, since the targenve will clearly
affect that adjustment. However, as stated in our recent respoi¢&C’'s GB
Initial Methodologies Consultation, we do not support NGC’'s methodology
proposals nor do we believe that G:D split adjustment is an apg@on robust
means of addressing the issue of negative demand tariffs in an enduring manner.

We note that charging implications of part year price contmalsel event of mid-
year BETTA implementation will be taken forward as part leé transitional
arrangements for BETTA. It will be important that a consistapproach is
followed in considering the charging arrangements over each indiviétaork
pre-BETTA and over the GB network post-BETTA.

TO incentives

We agree that the compensation payments to TOs in relation g2 q@léaning
should not be included in incentivised balancing costs, however it isaaotfobm

this consultation how it is proposed that such payments would be fundeddins

We would ask Ofgem/DTI to clarify such matters in their nextsultation, and

also demonstrate how their proposed arrangements follow the peirtbg the
impact both on NGC and on users’ charges should be the same on whichever
network the outage is changed. We also believe that to the exterti@aa is
required to report on the compensation payments to the Scottish tT€suid
similarly report on the costs incurred by its TO function in atvg from the
agreed week 49 outage plan over the England & Wales network.

In terms of new connections we are not convinced that the curpgoppsed
BETTA arrangements ensure that applications to the GBSO focoemections to
non-affiliated TO networks can be progressed as efficientligcse to the England
& Wales network. We believe that this creates an inherent diséatye to Scottish
users, particularly in instances of interactive applications oshartage of
transmission capacity. While we agree that specific TOnthes may not be
appropriate in this area, we believe that further consideration shoglddreto the
need for a specific obligation or incentive on the GBSO to ensureeeffy and
equitability in the applications process for connection and use @nsysb that no
applicant is disadvantaged by the complexity of the industry cdndalac
framework.

Costs recovery mechanims

We agree that BETTA implementation costs should be recovered tiB8SuS
charges, similarly any TO costs in undertaking SO-relatediteet. We also



believe that BSUOS is the most appropriate mechanism for recaverasis in

relation to transmission activities carried out by the GBS@. drilis would ensure
that the GBSO revenue restriction on which TNUoS charges aed lamild cover

the aggregate GB costs of equivalent TO-related activiigsed out by the three
transmission licensees over their respective networks.

SO incentives

2.13 We note that this consultation does not cover SO external costvaeseah which
Ofgem/DTI intend to carry out a separate consultation in Juge2ig4. We
would urge Ofgem/DTI to issue that consultation as soon as possibleler to
give the industry a more complete picture of their overall proposalishe
transmission price controls and incentives arrangements under BETTA.



