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Dear Simon,

NGC System Operator incentive scheme from April 2005
Initial proposals
December 2004

Thank you for the opportunity to respond to this consultation. This res@ssbmitted on behalf
of ScottishPower UK Division, which includes the UK energy bissas of ScottishPower,
namely ScottishPower Energy Management Ltd, ScottishPower &ienektd and ScottishPower
Energy Retail Ltd.

| hope that you find these comments useful. Should you have any gueries points raised,
please feel free to contact us.

Yours sincerely,

MikeHarrison
Commercial Manager, Trading Arrangements
ScottishPower Energy Management Limited
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General comments

ScottishPower UK Division welcomes this consultation on Ofgemisal
Proposals for NGC’s SO incentive scheme from April 2005. In our resgorthe
previous consultation we argued that it is important in the lightxpéreence of
NGC'’s SO incentive schemes to date that the scheme targietlienging to NGC
and based on a robust assessment of costs. We welcome the includiGR sf
cost forecasts for 2005/06, and Ofgem’s assessment of them, witlonisigitation
as an improvement in transparency in this area.

In this consultation Ofgem have noted that NGC has consistentlyabéerio
manage the operation of its transmission system such that #Colt-turned
substantially lower than NGC’s proposed target for the relesaheme, and
suggested that NGC’s forecasting methodology may be biased andteaths
overestimate the mean of the distribution of costs. While wesMgelthat the
probability-weighted scenario approach used by NGC may be apimpsie note
that the resulting distribution is sensitive to the combinations s@inagtions
underpinning the scenarios, and the respective probabilities attachiést
scenarios. Further, as highlighted by Ofgem, the values chosenofoe s
assumptions, may affect the values for others. We also agre¢éhéhaissumed
additional costs for GB compared to E&W seem disproportionate todhease in
market size.

On examination of NGC's costs forecasts for 2005/06 and Ofgesessment of
them, we would agree with Ofgem’s conclusion that there arealeareas in
which NGT’s projections may overestimate costs. We agreetlisa should be
taken into account in setting the parameters for the scheme.

Detailed comments

Our views on the proposed details of the SO incentive schemellyersrain as
stated in our response to the Initial Consultation, and they will not be repeated here.

We previously argued that NGC’s compensation payments to T@abon to
outage reshuffling should not be included in the GBSO incentive sclagmehat

such costs should be entirely absorbed by NGC, not recoverable from users through
BSUO0S. While this latest document has acknowledged our concern indhjsta
remains unclear to us whether, and if so how, the TO incentivasgamants
impact on the SO incentive scheme, and more particularly whéeayments to

TOs for outage reshuffling are recovered from users or absorb@iGly We

would ask Ofgem to clarify this in the final proposals consultation.

We agree that a net losses scheme is more appropriate than a grosshesses



