Richard Lavender

Transmission Charging Development

Commercial

National Grid Company plc

NGT House (Floor 3C) 06 February 2004
Warwick Technology Park

Gallows Hill

Coventry

568 2983

CV34 6DA

Dear Richard,
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16 December 2003

Thank you for the opportunity to respond to thissudtation. This response is submitted on behalf

of ScottishPower UK Division, which includes ScsiifPower Energy Management Ltd,
ScottishPower Generation Ltd and ScottishPowerdgneetail Ltd.

ScottishPower UK Division opposes the extensiothefEngland and Wales transmission charging

method to GB as outlined in the consultation docurfier the following reasons.

It would have a discriminatory effect on generatiimm renewable sources.

The investment cost related pricing (ICRP), at himart of the charging method, reflects
notional future costs that may never be incurrether than the actual costs of providing
transmission service.

When applied to GB it produces extreme chargingsrat peripheral zones. This imposes an
individual and excessive burden on transmissiotoousrs in those zones.

Charges in the peripheral zones are highly semsitivsubjective assumptions used in the
model and to individual decisions of market paptits.

It is therefore entirely unsuitable as a basiddoational signals to guide generators' long term
investment decisions.

It is demonstrably not cost-reflective nor doesnsure that the actual transmission costs are

recovered from users of the GB transmission netwoekfair and proportionate way.

The fact that the charging method is not cost-céifle can easily be illustrated by considering the

indicative generation charges given in the appemalithe consultation. This shows indicative



charges for all zones in England and Wales for Z2b@pether with the corresponding charges that
would apply in 2005/6 if the charging method weréeaded to GB. The indicative generation
charges for every zone in England and Wales ageite®005/6 than in 2004/5. As a consequence
the revenue that would be collected from England #ales generators in 2005/6 would be
several tens of millions less than would be codldcin 2004/5 from broadly the same customer
base. Clearly if the charges dictated by this gihgrmethod were cost-reflective for England and

Wales generators in 2004/5, it follows that theyldaot possibly be cost-reflective in 2005/6.

This does not imply that there is anything wronghwB-wide transmission arrangements in

which the total revenue required to fund the GBigraission system is recovered via a common
charging regime across all GB transmission custemdt simply illustrates that the charging

method currently used in England and Wales doegprumtuce cost-reflective charges. Indeed it
can be argued that any charging method that rasutisgative charges cannot be cost reflective or
proportionate. Wherever generation or demand mhected to the transmission system it makes
use of assets which have a real and positive coBuitd and maintain. Transmission customers
who receive payments in the form of negative creugmtribute nothing towards the cost of the

transmission infrastructure that they use. Moredke total revenue collected from customers in
positive-charge zones must exceed the actual revemuired to operate, maintain and develop the
entire transmission system. This is because thente collected from those customers must also

provide the funds that are paid to customers iratiegrcharge zones.

We have provided more detailed comment on spetgfioes raised in the consultation in the
attached paper. These comments reflect ScottistlPdW Division’s current thinking in relation

to the matters under consultation. These comnaetsubmitted without prejudice to our ability
to further review and reach additional and/or aki¢ive conclusions as to the impact these matters
may have on ScottishPower UK Division and the indugenerally, along with any legal rights
which may arise in relation to that impact. Shoybdi have any questions on the points raised in

this response, please feel free to contact us.

Yours sincerely,

Alex Brennan
Commercial and Regulation Director
ScottishPower Energy Management Limited



