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1.2

INTRODUCTION

This statement describes the Use of System Chaigettpodology under which
authorised users will be charged for use of SPriDigion’s electricity distribution
system.

Words and expressions used in this statement havesg specifically defined
herein) the definitions given to them in the Eleity Act 1989 (‘the Act’) or SP

Distribution’s Distribution Licence (‘the Licenceand shall be construed
accordingly.

This statement has been approved by the Gas amtri€ity Markets Authority
(the Authority). A fee of £10 (excluding VAT) wible payable for each copy of this
statement which is provided in accordance withquest. The most recent version
can also be obtained from the library section & 8cottishPower website at
www.ScottishPower.com

ScottishPower Companies

ScottishPower's Infrastructure Division includes WK wires businesses, which
comprises three asset owning companies and anraasetgement company. This
structure was introduced in October 2001 to conaptlg the Utilities Act 2000.

The companies within the Infrastructure Divisiop:ar

SP Transmission Ltd which owns the transmissionoet in south and central
Scotland (132 kV and above), and the Scottish lzamkd part of the
interconnector linking Scotland and Northern Irelan

SP Distribution Ltd, which owns the distributiontwerk (from 33 kV downwards)
in south and central Scotland;

SP Manweb plc, whose distribution system is locatelllerseyside, Cheshire and
North Wales; and

SP Power Systems Ltd which manages and maintagnsetiworks on behalf of the
three asset owners.

The three asset owning companies, which hold tesiission and distribution
licenses, fall within the responsibility of SP Tsamssion & Distribution, a
business unit within the ScottishPower Infrastruetivision.

Licence Obligations

SP Distribution is obliged, under Licence Conditid8, of its electricity
distribution licence, to prepare a statement (trethiddology Statement) approved
by the Authority setting out the methodology upodmick charges will be made for
the provision of Use of System. We are also @oligo review our charging
methodology annually to ensure it continues to eahithe ‘relevant objectives’
and, where necessary make such modifications tahheging methodology that
better achieve these. The ‘relevant objectives’ a
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(a) that compliance with the use of system charginghouktlogy facilitates the
discharge by the licensee of the obligations imgaseit under the Act and by
this licence;

(b) that compliance with the use of system charginghoukilogy facilitates
competition in the generation and supply of eletirj and does not restrict,
distort, or prevent competition in the transmissiomlistribution of electricity;

(c) that compliance with the use of system charginghottlogy results in charges
which reflect, as far as is reasonably practicafteking account of
implementation costs), the costs incurred by tleensee in its distribution
business; and

(d) that, so far as is consistent with sub-paragraphs (b) and (c), the use of
system charging methodology, as far as is reaspnafacticable, properly
takes account of developments in the licenseetslaligion business.

Price Control

SP Distribution is a licensed distribution businesgulated by the Authority. The

regulation is applied via the Distribution Liceraed the price control mechanism.
The price control period is 5 years and Ofgem piles¢he amount of revenue that
SP Distribution is allowed to recover from its amser base annually and over the
price control period. Use of System charges many wear on year as SP

Distribution sets its use of system charges tovexcis allowed revenue.

Use of System

SP Distribution will levy use of system chargesttilisation of its network for the
supply of electricity to end users and/or the tpam&ation of electricity across its
network from entry points. SP Distribution’s UseSyfstem tariffs are published in
our Licence Condition 14 Use of System Chargingtestent (‘Charging

Statement’).

Connection and Use of System Boundary

SP Distribution splits the recovery of costs intoaiges for connection to the
distribution network and charges for use of thevoek. The boundary point on
the network for demarcation of these charges istified using common rules for
both demand and generation customers. This stateohtails the charging
methodology that is applied for the calculation usie of system charges. The
Charging Statement details the use of system chalge are applied, whilst the
Licence Condition 14 Statement (‘Connections Statdf details the connection
charging methodology that is used for the calcotatf connection charges. The
latter statement also contains indicative chargelsexamples to aid understanding
of connection charges. These statements can benettérom our web-site,
www.ScottishPower.comrand they are also available on request at aofdst0 by
following up the contact details on page 5.
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The Contractual Framework

Users entitled to use SP Distribution’s electridtgtribution system are those who
are authorised by Licence or by exemption underAttieto supply, distribute or

generate electricity. In order to protect all sef the system, SP Distribution will
require evidence of authorisation before agreesrns for use of the system.
NOTE: In the rest of this commentary, requiremeayplying to authorised Users
or Authorised Electricity Operators should be takermean Licensed Suppliers,
Licensed Embedded Electricity Distributors or Lised Generators.

High Level Contractual Framework

DNO Industry
Codes/Agreements
Connection
Connection Agreement MRA, DCUSA, BSC,
D Code
CUSTOMER Supply SUPPLIER
Agreement

Users seeking to use the system will be requirady o using the system, to enter
into an agreement with SP Distribution setting the obligations of both parties.
The party seeking use of the system will be requioe

* pay all charges due in respect of use of the syatedescribed in this statement
and the accompanying schedules;

* be a party (where the person is a Licensed Suppiieghe Master Registration
Agreement (MRA) for the provision of metering poadministration services
within SP Distribution/SP Manweb’s authorised area,;

* enter into the National Grid Company’s (NGC) Cortimetand Use of System
Code and any necessary Bilateral Agreement, gavgieonnections to and use
of NGC'’s transmission system, unless SP Distrilsutsoinformed by NGC that
this is not required in any particular case;

* be a party to the Balancing and Settlements Cau; a

» comply with the provisions of the Distribution Co@@®pies can be downloaded
at www.dcode.org.uk).
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If the applicant and SP Distribution fail to ag@tractual terms, or any variation
of contractual terms proposed by SP Distributioithee party may request
settlement by the Office of Gas and Electricity ks (OFGEM).

While the terms and conditions in the agreementisba&i consistent with those in

this statement, the agreement will take precedeMibere a User, having entered
an agreement for use of SP Distribution’s eledfridistribution system, ceases for
whatever reason to be a User with respect to teataf the system, then the
entitlement to use of the system will cease forthwbut the User will continue to

be liable under the agreement unless and untilagreement is terminated. In
order to avoid any liability in this regard, a Useishing to terminate his

agreement or wishing to notify a change should @®eDistribution no less than
28 days’ notice. SP Distribution will normally resm within 28 days of a

notification of change.

Terms and conditions for connection of premisestber electrical systems to SP
Distribution’s electricity distribution system armentained in the Connections
Statement, which is available from SP Distributionrequest. Persons seeking use
of the system with respect to a new supply, musgilyagor connection in
accordance with the terms and conditions desciitbétht statement.

Where a person requires a connection to SP Disiitva electricity distribution
system pursuant to Section 16 of the Electricity & amended), the provisions of
this statement are without prejudice to the praowisiof sections 16 to 22 of the
Electricity Act (as amended) (those sections witiehl with the rights, powers and
duties of SP Distribution, as an electricity distrior), in respect of the distribution
of electricity to owners or occupiers of premises.

Contact Information

This statement has been prepared in accordance S#tiDistribution’s Licence
Condition 13. If you have any questions aboutdhetents of this statement please
contact us at the address shown below. Also giedombare contact details for the
Office of Gas and Electricity Gas Markets shouldgpective users wish to enquire
separately on matters relating to this statement.

For enquiries about this statement, please comtdhe first instance: -

Commercial Section

SP PowerSystems

New Alderston House
Dove Wynd

Strathclyde Business Park
Bellshill

ML4 3FF

Email: commercial@sppowersystems.com

Tel. No. 01698 413512
Fax No. 01698 413053

Page 4



4

&

SP ENERGY istributi
e st e SP Distribution UoS Methodology Statement

Persons seeking further information on any aspédhis document may also
contact:

OFGEM

9 Millbank
London
SWI1P 3GE

Tel: 0207 9017000
www.ofgem.gov.uk
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2 PRINCIPLES

The following paragraphs relate to the transporelettricity on SP Distribution's
system by Users of the system.

1. Where electricity is transported over electric $ir electrical plant comprising

4.

a part of SP Distribution's system, a charge fer afsthe system will be levied
on the user. The relevant use of system chamgedescribed in our Charging
Statement and are payable by reference to the atbasdics of the supply, in
accordance with the categories of supply describélde Schedule. Where the
Use of System Agreement is combined with a Conaecligreement and the
site is registered in the CVA registration systeother parties may be
responsible for Use of System charges, by agreebeinteen the partiehe
charges for each category of supply depend uporciiteria that determine
eligibility for that category, including the voltagf connection to the system,
the characteristics of the load, and installatibthe appropriate use of system
metering.

The charges for use of the system reflect:

» the costs of providing, operating and maintainimng distribution system to
the standards prescribed by the Act, other tharsethoosts which are
recovered through the charges paid to SP Distohuiin respect of
connection to the system, and

» the costs to SP Distribution of providing certagrvéces and performing
functions for Users, on terms which SP Distributismnder a duty to offer
under its Electricity Distribution Licence, in ord® support the operations
of a fully competitive supply market in its autheed area. These services
include; Metering Point Administration Services; efgisation and De-
energisation and Re-energisation services; andoRBEeleswitch Services.
SP Distribution is either wholly or partly remunte@ through use of
system charges or through transaction chargeshésetservices. The cost
for provision of these services is detailed in Gharging Statement.

All charges for use of the system include a redslengeturn on the relevant
assets, and the revenues arising from the chargesulject to regulation in
accordance with the terms of the Licence.

Charges to Users for the use of the system areuaeal as if from SP
Distribution’s Grid Supply Points. These chargeftect real electrical flows on
the system and the need to provide adequate cppcdll voltage levels to
protect the security of the system. Charges ardieappo the electricity as
measured at the exit or entry points, as indicatgmiragraph 6 below.

The Users via its meter operator must ensure tiatdata provided by the
metering meets SP Distribution’s requirements fee wf system billing
purposes. In addition, SP Distribution reserves right to install metering
equipment for monitoring purposes; if SP Distribatiexercises this right, no
charge will be made for this equipment.
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Charges exclude the costs of meter provision aredatipn. Details of metering
charges are covered in a separate document, ‘StateshBasis of Charges for
Use of SP Distribution’s Metering Services’, whishavailable upon request at
a cost of £10.

. Charges for use of system will normally be payaisledemand, in accordance

with the billing period and payment terms agreedhwhe party using the

system. SP Distribution reserves the right to megappropriate security in

respect of the charges estimated to arise, depgdirthe circumstances of the
supply and on the basis of the agreed payment téntesest payment may be
applied to late payments. Invoices for residenéiatl [most/some] business
supplies will generally be calculated according tlee Supercustomer
Methodology for Use of System Billing, a descriptiof which is given in our

Charging Statement.

. Where a supply is to be provided wholly or partiyeo SP Distribution’s

electricity distribution system to an exit poinbfn that system, the Users must
demonstrate that at all times that the quantitgle€tricity entering the system
for the purpose of providing that supply equals tietered quantity delivered
from the system to that exit point plus the amouotelectrical losses
appropriate to the voltage at which the supplyabvdred and to the source of
the supply, as shown in the Schedule of Loss Adjast Factors (Schedule 5)
of our Charging Statement. However, the settlempnisess uses additional
adjustments to calculate supplier liability for plases. Relevant metering
information or membership of the Balancing and |8eiént Code will be
considered to meet the criteria for demonstrativag the supplier has provided
adequate energy to the system

. Where a supply is to be provided over SP Distrdni$ electricity distribution

system on either an intermittent or continuing $dsiany premises with own
generation, charges for use of the system will éagetl with respect to the
system capacity provided to meet the maximum poeguired as requested by
the party seeking use of the system. Other chargimgponents may also be
applicable depending on the voltage of connectibe,use of reactive power
and the capacity required.

. Where SP Distribution, after evaluation of the elteristics of the requested

use of the system, accepts that none of the ca¢sgof charges in the
schedules of our Charging Statement is appropri&feDistribution will offer
special arrangements, such charges will be caémlilatcording to the same
principles as the other use of system charges. SRildition will normally
make its offer of terms within 28 days of receivitig application, following
receipt of the full and final information necessdoy the preparation of the
terms.

. Where use of the system is sought at a standaseauirity different from that

referred to in the Distribution Code, SP Distrilbatimay consider special
arrangements with respect to that supply. Whesgtwer factor of the supply
is less that 0.95, it will normally be possible ##® Distribution to offer use of
system, subject to appropriate charges (see ourg@gaStatement). In such

Page 7



SP ENERGY istributi
N R SP Distribution UoS Methodology Statement

cases, specially assessed loss adjustment facaysapply at SP Distribution
discretion.

10.1n all cases the charges for use of the systemdech contribution to recovery
of NGC'’s transmission charges. These amountsacelated to be appropriate
to each class of customers. This is on the basisthe total contribution to
NGC'’s transmission charges paid by any class aioowsrs is in proportion to
the use of that class of customer.

11.Charges to generators for use of SP Distributisg&em will be made for use
of the system in respect of electricity that thenggator imports from and
exports to the system. The generator will be akdrfpr use of system in
respect of such imports or exports in accordantie paragraphs 1 to 10 above.
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3 USE OF SYSTEM METHODOLOGIES
The Use of System Methodology is split into twdeliént areas:

The “Legacy DUoS methodology” refers to the metHodg for determining
charges for EHV connected users. To set thesgebathe “legacy” methodology
(in place prior to 1 April 2010) is applied. It mecessary to populate the entire
model (at all voltage levels), although only the\Etemand tariffs are used.

The “Common Distribution Charging Methodology (CDEMrefers to the

methodology for determining charges for HV and LWngoected users. This
methodology is applicable from 1 April 2010. Charder HV and LV connected
demand, generation and embedded networks are setcordance with the new
common distribution charging methodology. This neelblogy can be found in
the DCUSA schedule designated to contain the CDGd is subject to
governance arrangements set out in the DCUSA.

4 EHV DEMAND TARIFFS, LEGACY DUOS METHODOLOGY

The following section describes the end to end oulogy used to determine
regulated EHV demand tariffs.

Determine Long Run Marginal Costs

A 4
Identify Yardstick Customers

A 4

Determine Long Run Marginal Costs
associated with Yardstick Customers

A 4

Determine Yardstick Tariffs for Yardstick
Customers

Calculate Projected Total Yardstick
Revenues

A 4

Determine Final Tariffs to recover Allowed
Revenue

Page 9
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4.1

4.1.1

4.1.2

4.1.3

Determine Long Run Marginal Costs

Long Run Marginal Costs are determined for theofeihg cost categories:-

e Transmission Costs

* 33kV Network Costs

e 33kV/ HV Substation Costs

* HV Network Costs

e HV/ LV Substation Costs

¢ LV Network Costs

e Service/ Connection Asset Costs

» Customer Related and Billing Costs

Transmission Costs

These are determined by the total forecast Trarssom<harges levied for demand
and divided by the total capacity to produce afkMA cost.

The proportion of transmission capacity providedaneet peak morning, afternoon
and night-time demands are also determined basemiiwant usage and forecast
projections.

33kV, HV and LV Network Costs

These are determined by establishing the cost Wér ik providing additional
network capacity based on current design and né&twecurity standards and
standard equipment sizes. Capital costs for eattage level of the system are
then calculated using current prices from SP [hgtion’s estimating package.
Typical circuit lengths are derived from analysfstlze historic network and the
ratio of overhead lines to cable networks, is basedn assessment of current and
forecast construction trends rather than the hestbmix. The Gross Asset Value is
converted to an annuitised yardstick cost usingrassl asset lives and the cost of
capital.

Operation and maintenance costs including othemnbss costs such as rates are
calculated as a percentage of the Gross Asset Vahie percentage is derived
using total forecast costs and the modern equivaleue of the existing
distribution network.

The proportion of networks provided to meet peaknimy, afternoon and night-
time demands are also determined based on cursagewand forecast projections.

33kV/HV and HV/LV Substation Costs

These are determined by establishing the cost\g&rik providing additional firm

transformer capacity based on current design ahadomnie security standards and
standard equipment sizes. Capital costs for eattage level of the system are
then calculated using current prices from SP uation’s estimating package. The
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4.1.4

4.1.5

4.2

Gross Asset Value is converted to an annuitisedsy@k cost using assumed asset
lives and the cost of capital.

Operation and maintenance costs including otheinbss costs such as rates are
calculated as a percentage of the Gross Asset Vahie percentage is derived
using total forecast costs and the modern equivaleue of the existing
distribution network.

The proportion of networks provided to meet peakmmy, afternoon and night-
time demands are also determined based on cursagewand forecast projections.

Service/Connection Asset Costs

These are determined by establishing the cost gommer type in providing the
connection to the appropriate network, for examjpde, domestic customers it
would consist of the service cable and cut-out. Gltomer types are as detailed
in 4.2 below. Capital costs are calculated usingretu prices from SP
Distribution’s estimating package. The Gross Asgatue is converted to an
annuitised yardstick cost using assumed assetdivéghe cost of capital.

Operation and maintenance costs including othemnbss costs such as rates are
calculated as a percentage of the Gross Asset Vahis percentage is derived
using total forecast costs and the modern equivaletue of the existing
distribution network.

Customer Related and Billing Costs

These are determined by establishing the cost pstomer type in providing
customer service and billing. The costs includeatimeualised costs associated with
support IT Systems. The customer types are Supstommer, Half-Hourly and Site-
Specific.

Identify Yardstick Customers

The following Yardstick Customers are used to pafmthe “legacy” DUoS model

as these represent the major types of customer.pré&gously pointed out, the

entire model needs to be populated since yardstisks are interlinked by the need
to scale to allowed revenue (see below), althoudh the EHV demand prices are
used.

* Domestic Unrestricted

e Domestic Electrically Heated

» Business Unrestricted

e Business Electrically Heated

e Other Off-Peak Supplies

* Non-Half-Hourly Metered Customers connected tolt¥ieNetwork

» Half-Hourly Metered Customers connected to the LatwWwbrk

» Half-Hourly Metered Customers connected to the Hitwork

» Half-Hourly Metered Customers connected to the 3gkMV) Network
* Un-metered Street Lighting Supplies

Page 11
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4.3

4.4

e Un-metered Street 24 hour supplies

Connections to other distribution networks will tbeated as Half-Hourly Metered
Customers at the appropriate point of connection.

Determine Long Run Marginal Costs associated ¥ Yardstick Customers

For each yardstick customer type, the average oopison and capacity are
determined.

The demand in kVA at the voltage of connectionalulated using electricity load
research demand coefficients and an assumed poaetor ffor the type of

customer. Demands are calculated for morning, redtar and night-time peaks.
Demands on higher voltage networks are then catikaking account of network
losses and diversity factors.

Long run marginal costs are then calculated usimgd demand figures and the
costs associated with providing capacity at eaclitage level calculated
previously. The required capacity as opposed toctieulated demand is used at
the voltage of connection.

Customer service costs are determined from thedf/pastomer.

Total yardstick costs are then determined by applyine connection/use of system
boundary rules. All customer related and operatimal maintenance costs are
recovered through use of system charges. A prapoii network costs at the

voltage of connection, and up to one voltage lalsve, are recovered through
connection charges. This connection/ use of systeamdary is applied to identify

total yardstick use of system costs for the typeustomer.

For all half-hourly metered customers, yardstickrémental costs associated with
poor power factor are used to determine a charggevhe average power factor in
the month drops below 0.95 lagging. These are ohixted by calculating the costs
of providing the necessary additional equipmertirtog the power factor to within
acceptable limits. These are determined by estdbly the cost per kVArh in
providing reactive compensation. Capital costsefich voltage level of the system
are calculated using current prices from SP Distiilm’s estimating package. The
Gross Asset Value is converted to an annuitisedsy@k cost using assumed asset
lives and the cost of capital. Operation and nesiahce costs including other
business costs such as rates are calculated ascengage of the Gross Asset
Value. This percentage is derived using total das¢ costs and the modern
equivalent of the existing distribution network.

Calculate Projected Total Yardstick Revenues

The total yardstick revenue is calculated basedfovacast customer numbers,
consumption and other tariff components using tlaedstick tariffs for each
customer type.
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4.5

4.6

Determine Final Tariffs to Recover Allowed Rewveue

The total revenue that SP Distribution is allowedcharge is determined by its
Price Control. In order to determine final pricesrdstick tariffs are scaled in
proportion to match the allowed revenue minus tkgeeted revenue from EHV
generation (as explained in Section 5.4). As esly mentioned, although the
legacy DUoS methodology produces yardstick priaed triffs for all demand

customer groups, only the EHV demand charges agd tm determining final

tariffs, as explained below.

Determine Final EHV tariffs

The tariff components for EHV demand customers éised charge, capacity
charge, reactive charge and sole use charge. Tla¢ EHHV yardstick tariffs
calculated in 4.5 above are spread across the fthedge and capacity charge
element of the final EHV tariff. The other two cooments are customer related
costs.

» Fixed Charge — this covers all the customer relatests.

e Capacity Charge — this will include asset relatedts at the voltage of
connection and the shared assets above the vadfagennection, including
NGC exit.

* Reactive Charge — this is a charge where the asgrager factor falls below
0.95 lagging. The methodology for determining tharges is as set out in
paragraph 4.3. Charges are levied for each kVAnorted in excess of 0.33
of the kWh imported in a month.

* Sole Use Assets Charges

The capital cost of any new assets provided forsible use of the EHV site is
recovered from the customer prior to energisatidhis will be in the form of an
upfront capital contribution in accordance with gonnection charge methodology
and statement.

The Gross Asset Value of the sole use assets iswes annually to take account
of inflation and any modifications. An annual cointition towards the costs of on-
going Operation and Maintenance is calculated udiiegGross Asset Value and
the Operation and Maintenance percentage useceifRéigulated Demand Tariff
Model.

For some existing EHV sites, where the cost wasanigfinally recovered as a
capital contribution, a capital charge is also weced. This comprises of:-

) a depreciation charge calculated on a straightdiasis from the Gross
Asset Value of the sole use assets, a nominabfif® years; and

(i) a return charge calculated from the depreciatedevaf the asset and the
cost of capital.
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5.1

5 EHV GENERATOR EXPORT TARIFFS, LEGACY DUOS
METHODOLOGY

For periods where an EHV Generator is importing red power the appropriate
demand tariff will apply. These charges will be leiled on the registered
supplier.

For periods where an EHV Generator is exporting peaver the appropriate
generator tariff will apply. These charges will legied on either the purchaser of
the exported energy or the generator.

For EHV connected Generators, sole use asset chattide calculated using the
same methodology as for demand customers but wiltdzovered through the
generator tariff and therefore recovered via thgpBer registered for the export.

EHV Generator tariffs are set using the followingthodology.

Determine Long Run Marginal
Reinforcement Costs associated with
Generation

\ 4

Identify Projected Volume of Generation
likely to be connected to the System

A 4

Determine Yardstick Tariffs Caps for
Generators

A 4

Calculate Projected Total Yardstick
Generator Revenues

A 4

Determine Final Tariffs to recover Allowe(
Distributed Generator Revenue

—_

Determine Long Run Marginal Reinforcement Costs associated with
Generation

Long Run Marginal Costs associated with accommodatimbedded generation
are identified. This will include reinforcement t®ghat are not recovered from
individual connection applications.

Capital costs for the EHV voltage level of the systare then calculated using
current prices from SP Distribution’s estimatingkage. The Gross Asset Value is
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5.2

converted to an annuitised yardstick cost usingrassl asset lives and the allowed
cost of capital.

Operation and maintenance costs including otheinbss costs are calculated as a
percentage of the Gross Asset Value using totachst costs and the modern
equivalent value of the existing distribution netlwoFor the avoidance of doubt,
the operation and maintenance costs for Generdton®t include a contribution to
business rates.

The reinforcement costs are calculated for the EddNage level and geographic
location.

The reinforcement costs in excess of £200/kW wéallrbcovered as a connection
charge.

For illustration purposes only, if the followingrgeral reinforcement is estimated to
be required assuming 200MW of generation connedtse HV network.

Reinforcement @ 132kV £5 million
Reinforcement @ 33kV £2 million
Total Reinforcement due to 11kV Generation £7iomll
Expected Life 15 years
Allowed Cost of Capital 6.6%
Annuitised Annual Cost £0.75 million
O&M of 132kV Assets @ 2% of GAV £0.10 million
O&M of 33kV Assets @2.5% of GAV £0.05 million
Total Annual Costs £0.90 million

For all EHV Generators, yardstick incremental castsociated with poor power
factor are used to determine a charge where theageg@ower factor in the month
drops below 0.95 leading. These are determined dgulating the costs of
providing the necessary additional equipment togthe power factor to within
acceptable limits. These are determined by estably the cost per kVArh in
providing reactive compensation. Capital costsefierh voltage level of the system
are calculated using current prices from SP Distiim’s estimating package. The
Gross Asset Value is converted to an annuitisedsyi@k cost using assumed asset
lives and the cost of capital. Operation and nesiance costs including other
business costs are calculated as a percentagee oBribiss Asset Value. This
percentage is derived using total forecast codistlam modern equivalent value of
the existing distribution network. Charges levied each net kVArh imported in
excess of 0.33 of the kWh exported in a month d¢aled in the periods that the
generator is exporting real power.

Identify Projected Volume of Generation likelyto be connected to the System

For the EHV voltage level and each geographic amastified in the long run
marginal cost analysis the expected level of geimerso be connected is forecast.
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5.3

5.4

Determine Reinforcement Yardstick Tariff for Generators

For each of the voltage levels and geographic amidastified, a reinforcement
Yardstick Tariff is calculated from the long run mgimal cost analysis and the
expected level of generation to be connected. Agehper kVA is calculated using
a unity power factor.

For illustration purposes only, using the previous example

Yardstick Annual Costs for 11kV connected Generatio £0.90 million
Expected level of 11kV connection generation ROV
Yardstick Tariff at unity power factor £4.50 pgarA

SP Distribution will set Yardstick Tariffs based projected reinforcement costs
associated with connecting a certain level of diigtion generation. The Yardstick
Tariffs may be set for the whole DNO area, or thexay be different tariffs for
geographic areas or different connection voltages.

The Yardstick Tariffs are set to ensure that assetsized for optimum utilisation
on an enduring basis.

Generators who exceed their declared capacity)grecéed to request an increase
in their supply arrangement and pay for any rerdarent necessary in accordance
with our connection charge methodology and statémen

Determine Final Tariffs to recover the EHV Gengation target Revenue

The EHV generation tariffs reflect the DG incentimechanism in effect prior to 1
April 2010. This mechanism is in place in order iteentivise the efficient
connection of DG. The mechanism allows SP Distidsuto recover a percentage
of the reinforcement costs associated with conaecaif generation and a value per
kw of generation connected which includes an alloveafor operation and
maintenance costs. The EHV generation pricing aaronvolves the creation of
an EHV generation target revenue income stream.

The EHV generation target revenue is determineddlgulating the value of the
incentive mechanism for EHV generators only. Ineortb determine final prices,
the Yardstick Tariffs are scaled proportionatelyntatch this target revenue to
produce a Network Charge for each EHV generator.

The Network Charge for EHV generators will be of/kdV/A basis.

In recognition of the expected greater volatilitghwgenerator export tariffs, in the
period to 2010, annual price increases will berietsd to the greater of 10% per
annum or £1/kVA (0.5p/kWh for non-half-hourly megdrgenerators).
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5.5

5.6

Network Unavailability Rebates, for EHV generabrs

By prior agreement with Generators connected a&eApril 2005, SP Distribution
will rebate generators for network unavailabilittheve a physical break in the
distribution system prevents the generator fronoetkpg power.

The precise arrangements applying to unavailahiétyates will be the subject of
bilateral discussion between SP Distribution arelgbenerator and will be included
in the generator's connection agreement. A relodteero will normally be
applicable where the generator has requested afirminconnection to the
distribution system.

The duration of any network interruption will exdkr

« 50 per cent of the duration of interruptions duer@-arranged outages for
which statutory notifications have been issued.

» cases that are exempted events in the qualityreiceeincentive.

Rebates will be paid annually covering the periodptil to 31st March. Rebates
will not exceed the annual use of system chargeth&generator.

A de-minimis level of rebate will also apply.
Generators connected prior to 1 April 2005

Existing generators have no liability for use ofteyn charges whether they import
or export real power and liable for no reactivergea. With effect from 1 April
2005 generators will become liable for use of syst@arges when they import real
power. For periods when generators export realegpow charges will be levied
until 2010. The pre-2005 DG exemption currentlyplace will be lifted from 1
April 2010. However, pre-2005 DG will not be chadg until appropriate
arrangements are developed as part of a collakeratiort by the industry.
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8.1

INTERACTION BETWEEN THE LEGACY EHV DUOS METHODOLOGY
AND THE CDCM

The total revenue recovered from the EHV demand gerteration customers, is
calculated by applying the resulting EHV tariffal@ulated as described in Section
4 and Section 5) to the EHV customer forecastHergricing year.

This EHV revenue is an input to the CDCM methodgloghe CDCM
methodology takes the EHV revenue input and thal @itowed revenue for the
licensee, as per the Price Control settlementatindates the difference to HV and
LV demand and generation customers, thus ensutiag the total revenue
recovered from all customers equals the expecteded revenue.

CAPACITY RAMPING FOR EMBEDDED LDNOS

Where connection is made to an embedded distributietwork operated by
another licensed distribution operator, demandatboundary may grow over an
extended period of time, prior to that network lgeflly developed. In these
circumstances, the chargeable import capacity @haeplicable) will be allowed
to grow over time, in line with demand, up to tleguested capacity as agreed in
the relevant connection terms.

USE OF SYSTEM CHARGES

Where our Use of System Charges are published

SP Distribution’s Use of System tariffs are pubdighin our Licence Condition 13
Statement. This can be obtained from our web ®sitew.scottishpower.com, or
available on request at a cost of £10 by followipgthe contact details in section
1.7.
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NETWORKS
GLOSSARY

The following definitions are intended to assist tleader’'s understanding of this

document.

“Act” The Electricity Act 1989 as amended by theilities Act
2000.

“Authority” The Gas and Electricity Markets Authtyrias established by
the Utilities Act.

“BSC” Balancing and Settlements Code — wholesalectetity
trading arrangements introduced in England and $V2081
are designed to provide greater competition, while
maintaining a secure and reliable electricity gyste

“Connection The principles on which and the mdghby which,

Charging for the purposes of achieving the obyjestireferred to

Methodology” in paragraph 3 of standard conditioB 4Connection
Charging Methodology Statement), connection chaages
determined.

“CuscC” Means the Connection and Use of System Cgmleerning
connection to and use of NGC'’s transmission system.

“CVA” Central Volume Allocation.

“De-energisation”

“Distribution Code”

“Distribution
Licence”

“Distribution
System”

“Distributed
Generator”

Means the movement of any switbk,removal of any fuse,
or the taking of any other step to deliberatelyvpre the
flow of electricity from the Distribution System tthe
connection.

The Distribution Code, the dwoeent produced by each
Distributor in accordance with Condition 9 of itscénce
and approved by Ofgem to define the technical dspmtd
planning criteria of the working relationship beemethe
Distributor and all those connected to its Disttibo
System.

Refers to the Electricity DistributioLicence.

The whole of our interconnected distition equipment,
including such items as; cables, overheses| and
substations, which we operate in accordance with ou
Licence.

A generator with a direct connectiorma Distributors’
Distribution System, rather than NGE&&hsmission system.
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“Electricity The Electricity Distribution Licencergnted to SP Manweb
Distribution /SP Distribution pursuant to sectiqi )§c) of the Act.
Licence”

“Exit Point” A point of connection at which a sugpbf electricity may

flow between the Distribution System and the Cusiosn
Installation or User’s Installation or the Distrilan System
of another person.

“Export Capacity” Means the export of a supply olfectricity into the
Distribution System through the point of connectamd is
measured in kilo volt-amperes.

“Extra High An EHV premise is defined as a site mected to the

Voltage (EHV)” distribution system at a voltagetogher than 22kV or at a
substation with a primary voltage of 66kV or above.

“Grid Supply The points on our system where supphaken from

Points (GSPs)” from NGC. Usually at a 400/132kV2#/132kV or a
400/275/66kV substation.

“High Voltage Means a voltage between 1,000 vatid 22,000 volts. In

(HV)” the case of our Distribution System, this mea,600 volts

or 11,000 volts plus or minus 6% measured betwagrnvao
phase conductors.

Legacy DU0S Means the DU0S methodology in plac® po April 2010,
methodology and currently used only for EHV custmne
“Licence” Refers to the Electricity Distribution deénce unless

otherwise stated.

“Low Voltage 230 volts plus 10% or minus 6% meaduretween the

(LV)” neutral conductor and any phase conducto#d@@ volts plus
10% or minus 6% measured between any two phase
conductors.

“Master Registration Means the agreement of thatendated 1 June 1998.
Agreement (MRA)”

“Metering Point” The point, determined according tbe principles and

guidance given at Schedule 9 of the Master Registra

Agreement, as which a supply to (export) or fromport) a

Distribution System:

(a) is or is intended to be measured; or

(b) where metering equipment has been removed, was or
was intended to be measured; or

(c) in the case of an Unmetered Supply under the Urretbte
Supplies Procedure, is deemed to be measured,
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‘NGC”

“Ofgem”

“Use of System
Charges”

“Use of System
Charging
Methodology”

“Users”

where in each case such measurement is for th@gespf
ascertaining the supplier’s settlement liabilitiesder either
the Settlement Agreement or the Balancing and eeéht
Code.

National Grid Company — own and operate tighhvoltage
electricity transmission network.

Ofgem is the Office of ‘Gas and Electricityarkets,
regulating gas and electricity industries in Gr&aitain.
Ofgem operate under the governance of the Authaositych
sets all major decisions and policy priorities.

Charges made or levied, or to beenoadevied, by the
licensee for the provision of services st of the
distribution business to any person, as more fdégcribed
in standard condition 4 (Use of System Charging
Methodology) and 4A (Charges for Use of System),dmes
not include connection charges.

The principles on which and the éshby which, for the
purposes of achieving the objectives refkto in

paragraph 3 of standard condition 4sdUof System
Charging Methodology), Use of System Charges are
determined.

Persons entitled to apply for Use of System
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Appendix 1. Statement of Loss Adjustment Factor Methodology folSP Distribution
Ltd.’s Electricity Distribution Network

The Statement for Loss Adjustment Factor has besmoved from this
Methodology Statement and is now a stand-alonerdeatiwhich can be found at
http://www.elexon.co.uk/documents/market_data/madata - static_data_-
_what_is_a_line_loss_factor/scottish_power_energivorks.pdf
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