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1. INTRODUCTION 

1. This commentary accompanies tables B3.2, B3.4, B3.7 and B3.8) of the 
FBP. 

1.1. TABLE B3.2 – SEWERAGE SERVICE – BASE SERVICE OUTPUT 
PROJECTIONS 

1.1.1. Section A Key output projections – sewerage system performance. 

2. Lines 1 to 12 AMP4 data has been taken from JR08 data where possible 
or our internal business plan targets for the future forecast information. 

3. Lines 1 to 12 AMP5 data has been calculated using the number of outputs 
identified from our AMP5 proposed base and enhancement programmes.  
All outputs and activity data is reported from our LEADA+ systems using 
our data warehouse reporting.  The base level of performance by 2014-15 
takes into account the proposed enhancement programme outputs to align 
with the AMP4 forecast which also reflects our current AMP4 enhancement 
programme reductions. 

4. The methodology set out in the annex of the letter from Ofwat to Water UK 
(27 Feb 2007:  ‘Note on serviceability assessment - Supplementary 
Statistical Analysis’) has been followed for the reference levels and control 
limits identified on Lines 7 & 8.  For each measure, the reference year was 
chosen as the best year’s actual performance where not a-typical. The 
reference level was taken as the mean value obtained over the reference 
year and the following year, unless this was judged to be unrepresentative 
due to either step changes in performance or changes in measure 
definitions. The standard deviation was derived according to the definition 
in the above document, with control limits being generated at the reference 
level +/- 3 standard deviations. 

5. Lines 1 to 12 AMP6 data has been calculated using the number of outputs 
set out in our aspirational Strategic Direction Statement (SDS). 

6. For the reference levels and control limits identified on Lines 7 & 8.  The 
same methodology as identified in paragraph 21 above. 

 

 

1.1.2. Section B Key output projections – environmental compliance. 
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7. Lines 13 to 24 AMP4 data has been taken from JR08 data where possible 
or our internal business plan targets for the future forecast information. 

8. Lines 13 to 24 AMP5 data has been calculated using the number of 
outputs identified from our AMP5 proposed programme.  All outputs and 
activity data is reported from our LEADA+ systems. 

9. For the reference levels and control limits identified on Lines 16, 21 & 24.  
The same methodology as identified in paragraph 21 above. 

10. Lines 13 to 24 AMP6 data has been calculated using the number of 
outputs set out in our aspirational Strategic Direction Statement (SDS).. 

11. For the reference levels and control limits identified on Lines 16, 21 & 24.  
The same methodology as identified in paragraph 21above. 

12. The base level of performance by 2014-15 takes into account the 
proposed enhancement programme outputs in order to align with the base 
level of performance by 2014-15 identified in Section A. 

1.1.3. Section C Key output projections – serviceability. 

13. Lines 25 to 31 AMP4 data has been taken from JR08 data where possible 
or our internal business plan targets for the future forecast information. 

14. Lines 25 to 31 AMP5 data has been calculated using the number of 
outputs identified from our AMP5 proposed programme.  All outputs and 
activity data is reported from our LEADA+ systems. 

15. For the reference levels and control limits identified on Lines 25, 26, 29 & 
31.  The same methodology as identified in paragraph 21 above. 

16. Lines 25 to 31 AMP6 data has been calculated using the number of 
outputs reflected set out in our aspirational Strategic Direction Statement 
(SDS). 

17. For the reference levels and control limits identified on Lines 16, 21 & 24.  
The same methodology as identified in paragraph 21 above. 

2. TABLE B3.3 

2.1. ADJUSTMENTS TO THE BASE YEAR 

18. Line 4 – Special operating expenditure adjustments are detailed in table 1 
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2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2010-15
Special operating adjustments for Sewerage service
Traffic Management Act 0.000 0.207 0.398 0.398 0.398 0.398 0.398 1.990
Statutory Inspections 0.160 0.160 0.363 0.407 0.402 0.375 0.377 1.924
Reservoir Safety Maintenance 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
Pensions - 50:50 service split 0.000 0.000 5.000 5.000 5.000 5.000 5.000 25.000
Rates 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
Additions to rebase total opex to 2008-09 expected out-turn 1.836 1.836 1.836 1.836 1.836 1.836 1.836 9.180

1.996 2.203 7.597 7.641 7.636 7.609 7.611 38.094

 
2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2010-1

Special operating adjustments for Water service
Traffic Management Act 0.150 0.172 1.845 1.845 1.845 1.845 1.845 9.2
Statutory Inspections 0.113 0.113 0.146 0.268 0.361 0.267 0.265 1.3
Reservoir Safety Maintenance 0.000 0.000 0.670 0.670 0.670 0.670 0.670 3.3
Pensions - 50:50 service split 0.000 0.000 5.000 5.000 5.000 5.000 5.000 25.0
Rates 0.000 0.000 3.033 6.067 9.100 9.100 9.100 36.4
Additions to rebase total opex to 2008-09 expected out-turn 7.168 7.168 7.168 7.168 7.168 7.168 7.168 35.8

7.431 7.453 17.862 21.018 24.144 24.050 24.048 111.1

5

25
07
50
00
00
40
22

 

 

 

Table 1: Special Operating Expenditure Adjustments: 

2.1.1. Traffic Management Act 

19. The introduction of permits and a review of the Inspections Code of 
Practice will result in additional fees in 2009. 

20. The Yorkshire Highways Authorities Utility Committee (YHAUC) Permit 
Scheme working group is developing a common scheme for local 
authorities to adopt across Yorkshire. The indications are that it will apply 
to roads of a traffic sensitive nature to minimise disruption. 

21. Sheffield and Leeds are the two city councils currently considering 
commencing a permit scheme in or before October 2009.  The estimated 
annual fees associated with the two permit schemes are £0.45m.  This is 
broken down as follows: 

 Permit fees  £0.38m 
 Additional administration £0.07m 

 
22. It is assumed that all local authorities will join the scheme by 2010.  The 

estimated annual fees will be £2.2m.  This is broken down as follows: 
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B3 – Maintaining service and Serviceability to customers 

 Permit fees  £1.8m 
 Additional administration £0.4m 

 
23. If the permit scheme is applied to all streets across the Yorkshire region 

the estimated annual fees will be £3.9m.  This is broken down as follows: 

 Permit fees  £3.4m 
 Additional administration £0.5m 

 
24. The most likely scenario is deemed to be that all local authorities will join 

the scheme by 2010, but that they will only apply it to roads of a traffic 
sensitive nature (i.e. the £2.2m option shown above).  This is the scenario 
that has been included in the AMP5 costings. 

25. In addition to the costs of the permit schemes, new National Road and 
Streetworks Act (NRASWA) inspection fees are being introduced from 
April 2009.  The details of these fees are currently at draft stage, but 
applying the information made available within the proposals indicates that 
they will cost £1.1m per annum 

26. Both the permit scheme costs and the inspection fees have been split 
according to the current ratio of work within each business unit (Water & 
Sewerage) as well as revenue and capital work-streams.  This split is 
based on a detailed study of notices taken from the Yorkshire Water 
NRASWA noticing system (‘Confirm’) and has been adjusted for known 
changes in the work basket in PR09, specifically the downturn in Section 
19 Mains Rehabilitation. 

27. 72.6% of the permits and permit variations are anticipated to be revenue 
Opex work (59.3% Water/13.3% Sewerage).  Fees for this work have been 
costed according to the split between the types of notice required 
(Proposed Major, Major, Standard, Minor and Intermediate works) as well 
as the number of permit variations anticipated.  On this basis £1.15m of 
the total £1.8m cost for permit fees is anticipated to be revenue Opex (split 
£0.946m Water / £0.205m Sewerage).  The split of administration costs for 
this work based on the number of permits raised (excluding variations) is 
£0.247m Water / £0.047m Sewerage. 

28. Inspection fees costs for revenue work have also been allocated according 
to the split of permits and variations served. Hence 59.3% (£0.652m) of the 
inspection costs are anticipated to be Water revenue Opex work with 
13.3% (£0.146m) being Sewerage revenue Opex work. 

Section 8 – Further Table Commentaries (Sewerage) 
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2.1.2. Statutory Inspections 

29. Compliance with both the Electricity at Work Regulations (EaWR) and 
Control of Asbestos at Work Regulations 2006 requires regular re-
inspections of sites.  In AMP4, this work has been predominantly capital 
expenditure as the sites have been inspected for the first time under the 
new regulations, with remedial action taken where appropriate.  AMP5 will 
see re-inspections of sites – much of the work arising from these visits will 
result in capital expenditure to remedy issues arising, but a significant 
proportion of the expenditure will be operating costs as the visits will 
merely confirm that there is either no work or only minor work to undertake. 

30. The figures included in the DBP for the operating costs associated with this 
work are based on the most up-to-date estimate of the proportion of the 
work that will not be capital in nature. In total, the operating expenditure for 
the 5 years of AMP5 is forecast to equate to £3.23m (£1.77m for EaWR 
inspections plus a further £1.46m for Control of Asbestos inspections). 

31. The split of the costs between Water (£1.3m) and Sewerage (£1.9m) is 
based on the number and nature of sites to be inspected. 

2.1.3. Reservoir Safety 

32. Yorkshire Water (YW) owns and operates 140 reservoirs that come under 
the ambit of the Reservoirs Act 1975, comprising 105 impounding 
reservoirs and 35 non-impounding reservoirs and service reservoirs. 

33. As noted in the Impounding Reservoirs project charter, moving forward into 
new AMP periods there is an inevitable tightening of regulations with 
regard to public safety and reservoir maintenance. In addition, new non-
statutory recommendations need to be considered with a risk based 
approach to ensure that assets are maintained to a satisfactory level. 
Service with regards to reservoir safety has previously been about 
compliance with the Reservoir Safety Act. For this periodic review it there 
has been serious consideration of the new guidelines (and potential future 
statutory requirements) around Quantitative Risk and Structural Integrity 
assessments. 

34. Much of the expenditure relating to reservoir safety will be capital in nature, 
but an assessment has also been made of operating costs that will be 
required to address a proportion of both the statutory requirements on our 
asset base and the non-statutory but higher risk failure scenarios identified 
by the assessments. 
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35. A prioritised programme over the next 5 years has been adopted for 
reservoir safety maintenance (non statutory). This focussed on 2 areas; 

 Sites included in the 10 year inspection programme – this allows 
expenditure to be a targeted at a site level and delivers efficiencies 
through a reduction in any site establishment costs. 

 Ancillary assets connected to the operation of the reservoir to protect 
the company from the threat of legal compliance as a result of expert 
opinion from Quantitative Risk Assessments (QRA).  These 
maintenance activities are linked to residium cleaning, sapling clearing 
and access road work. 

 
36. The expenditure programme outlined above can be split into the following 

areas: 

 Residiums and intakes  £0.750m 
 Earthwork    £0.450m 
 Painting    £0.325m 
 Fencing    £0.615m 
 Access     £0.200m 
 Piping     £0.120m 
 General    £0.900m 

£3.360m 

37. The costs were collated by our consultants, Jacobs, who worked in 
conjunction with the relevant supervising engineer (SE) and inspecting 
engineer (IE) for each site.  Expenditure has been built up on a site by site 
basis and spread equally over the 5 years of AMP5. 

38. The new guidelines in relation to QRA require the impact of the overall risk 
profile of the assets to be assessed by the SE or IE. The impact of the 
QRA guidelines is showing a change in the risk profile that is acceptable to 
the SE or IE. 

2.1.4. Pensions 

39. Included within the base opex projections are £10m p.a. additional funding 
for pensions obligations.  The justification and costing for this expenditure 
are detailed in the information return to Robert Lee (e:mail 23 March 
2009).  For completeness we have included this return in Appendices 1 
and 2. 

2.1.5. Non-domestic rating revaluation 
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40. Every five years the Rateable Value (RV) for the Water business assets is 
re-assessed by the Valuation Office.  In November 2008 the Valuation 
Office issued their draft expectation of the RV for the period 2010-2015.  
This first draft contained a RV 120% larger than the current RV for the 
period (£109.5m).  This would have a significant impact on the rates bill for 
YW and therefore customers’ bills. 

41. To address this suggested increase we have: 

 Challenged the changes in methodology since 2004; 
 Identified cost items excluded by the Valuation Office; 
 Met with the Valuation Office twice to discuss suggested amendments. 

 
42. As a result of the work undertaken we assess the RV to be £77.4m which 

would increase the rates bill by £9.2m per annum, as set out below. 

 Adopted for 
Revaluation 

£m 
Income from the Water Business 405.0 
Expenditure (285.9) 
Divisible balance 119.1 
Tenant’s share (35% of divisible balance) 41.7 
Rateable Value (RV) 77.4 
  
Uniform Business Rate Multiplier expected 2010/11 41.3 - 44.9 
Rates bill (RV x multiplier) 31.94 – 34.74 
Average bill 33.34 
2009/2010 bill 23.3 
Bill increase at 2009/10 prices 10.0 
Bill increase re-priced to 2007/08 9.1 

Table 3:  Revaluation 

43. The Valuation Office has indicated that transitional relief will be applied to 
the increase in the rates bill.  We have assumed the relief will be on a 
straight line basis over three years as follows: 

 2010/11 2011/12 2012/13 2013/14 2014/15 
Rates increase (£m) 3.1 6.1 9.1 9.1 9.1 

Table 4:  Transitional Relief 

2.1.6. Energy costs 
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44. The current price control period has seen a lot of volatility and increase in 
energy costs.  At PR04 an increase in energy costs was built in to prices, 
however, this has turned out to have been significantly under-funded. 

45. We have considered the evidence for future trends in energy and also the 
pros and cons of shifting risks to customers.  We have concluded that the 
costs included in base year prices are appropriate to be used for the level 
of costs in the next price control period.  We see little benefit in unbundling 
energy costs once again, and, or treating this costs with a risk sharing 
mechanism e.g. notified item, cap and collar, cost-pass-through.  In other 
words our position is a ‘do nothing’ to the level of costs assumed in the 
base year. 

46. Our position rests on no unbundling of costs from the 2008-09 base year.  
If energy costs are unbundled and adjusted in any way then we reserve 
the right to re-consider our approach. 

2.1.7. Bad debts 

47. We are retaining the notified item with regard to bad debts.  The current 
economic climate is extremely volatile and unprecedented and as such the 
effect on customers’ ability to pay bills is uncertain.  We have not 
increased the forecast for bad debts over and above the base year as we 
will endeavour to keep the costs down to this level. 

 
2.1.8. Additions to rebase total opex to 2008-09 expected out-turn 

48. This line represents the rebasing of the opex forecasts, in total i.e. 
including opex effects of capex, to agree with the expected out-turn for 
2008-09.  The reason is that, as in previous price reviews, it is our 
understanding that this will be the base year for opex for the price setting 
period.  As such this represents a more accurate view of the level of opex 
requirement going forward. 

 
49. The primary reason for the increase is the higher level of electricity costs 

experienced in the 2008-09.  This has been mitigated to an extent by on-
going efficiencies.  As mentioned above as the increase in electricity is 
included in the base opex allowance going forward we consider that no 
further adjustment for electricity is required. 
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2.2. TABLE B3.4 SEWERAGE SERVICE BASE OPERATING 
EXPENDITURE PROJECTIONS. 

2.3. LINE 6 – 

50. We have included savings regarding to the following investment in this line: 

 Identified Renewable Energy savings in AMP4 and AMP5 with the 
appropriate service split. 

 AMR installation savings 
 A small number of positive effects associated with additional sludge 

processes on water treatment works 
 Positive effects of CRC adjustments 

 

2.4. TABLE B3.7 SEWERAGE SERVICE –BASE CAPITAL 
MAINTENANCE EXPENDITURE PROJECTIONS 
(INFRASTRUCTURE) 

2.4.1. Section A Capital maintenance infrastructure forecast expenditure. 

51. Lines 1 to 3 AMP4 expenditure has been taken directly from CMS by data 
warehouse reporting. 

52. Line 1 AMP5 has all expenditure identified in our final business plan on 
sewerage infra assets.  This includes any infrastructure expenditure 
identified against non-infra assets such as sewage treatment works and 
sewage pumping stations reported from ELSA+ by data warehouse 
reporting. 

53. Line 2 AMP5 has all infrastructure expenditure on sea outfalls reported 
from ELSA+ by data warehouse reporting. 

54. Line 3 AMP4 and AMP5 expenditure reflects that no M&G proposed 
programme is classified as infrastructure. 

55. Lines 1 to 3 AMP6 expenditure reflects the uplift to address our 
deteriorating sewerage assets.  Sea outfall and M&G expenditure has 
been reported at AMP5 levels. 

56. Line 4 AMP7 expenditure reflects the uplift to address our deteriorating 
sewerage assets.  Sea outfall and M&G expenditure has been reported at 
AMP5 levels. 

 
PERIODIC REVIEW 2009 – DRAFT BUSINESS PLAN 
B3 – Maintaining service and Serviceability to customers 
Section 8 – Further Table Commentaries (Sewerage) 

 
Date issued: 03/04/2009  Page 11 of 13 



Yorkshire Water  Striking The Right Balance | Periodic Review 2009 

2.4.2. Section B Capital Maintenance infrastructure historical expenditure 

57. Lines 5 and 6 are pre populated from the ICS system.  We have reconciled 
our historic June Return regulatory reporting back to these numbers to 
ensure the commentary in B3 (although not identified by infrastructure and 
non-infrastructure but by asset group) agrees to the overall total. 

2.4.3. Section D Capital maintenance expenditure 

58. Line 12 has been calculated by reporting the Sewer Diversion proposed 
programme and applying the 65% contribution to this expenditure to align 
with the historic level of contributions. 

2.5. TABLE B3.8 – SEWERAGE SERVICE – BASE CAPITAL 
MAINTENANCE EXPENDITURE PROJECTIONS (NON-
INFRASTRUCTURE) 

2.5.1. Section A Capital maintenance non-infrastructure forecast expenditure. 

59. Lines 1 to 5 AMP4 expenditure has been taken directly from our CMS by 
data warehouse reporting. 

60. Line 1 to 5 AMP5 has all expenditure identified in our final business plan 
on non-infra assets.  Line 4 for sewage pumping station expenditure 
included expenditure associated with both in-line pumping stations and 
terminal pumping stations.  Line 5 reflects 50% of the identified M&G 
programme with the other half reported in Table B3.3. 

61. Lines 1, 2, 4, and 5 for AMP6 have been reported at AMP5 levels.  Line 3 
AMP6 expenditure reflects the uplift to address our deteriorating sludge 
incinerator assets. 

 

 

2.5.2. Section D Capital maintenance expenditure 

62. Line 14 has been input a zero throughout the AMP4 to AMP6 period to 
reflect that we do not forecast any grants or capital contributions on non-
infrastructure expenditure. 
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Notes to accompany Annex B to pension data for Ofwat 
 
In all cases, figures have been adjusted back to 2007-08 average prices.  
Where figures are in 2008-09 onwards, forecast RPI for 2008-09 has been 
used as the deflation factor. 
 
1 and 2 – SSAP24 and FRS 17 charges 
 
YW continues to adopt the multi-employer exemption, so all figures in 
sections 1 and 2 (2003-04 to 2008-09) are on a cash contributions basis. 
 
The figures reported here are for the YW regulated business only and are 
therefore consistent with those reported in YW’s regulatory accounts and 
June Return. Figures for 2003-04 to 2007-08 are actuals.  Figures for 2008-09 
are based on 11 months of actuals plus one month of forecast per 
management accounts. 
 
Figures relate to all pension schemes within YW, as defined contribution 
schemes are not accounted for separately as amounts applicable to these 
schemes are negligible. 
 
In addition to these numbers, further pension contributions are paid by Loop 
Customer Management whose services are recharged back to YW. On 
Tables 21 and 22, these form part of the associated company charge but 
should be taken into account when assessing the total pensions impact for 
YW. These figures have not been included in the pension numbers reported in 
tables 1 and 2 (to ensure consistency with the pensions figures reported in the 
June Return). The table below shows the additional amounts to be added in 
order to establish the total impact for YW:- 
 

Pension element of Loop charge 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10

£m £m £m £m £m £m £m

Employer regular contribution 0.549 0.498 0.717 0.773 0.739 0.984 0.914

Deficit recovery contribution 0.000 0.000 0.253 2.268 0.222 0.107 0.107

Total contribution 0.549 0.498 0.970 3.041 0.961 1.091 1.021  
 
3 – Cash contributions 
 
Figures from 2003-04 to 2009-10 are also for the YW regulated business and, 
because of the multi-employer exemption, are the same as those reported in 
1 and 2 above. As reported above, YW’s operating costs have also been 
impacted by additional pension costs paid by Loop which are in addition to the 
numbers reported in Table 3. 
 
Figures for 2008-09 are based on 11 months of actuals plus one month of 
forecast per management accounts. 2009-10 is forecast based on 2008-09 
plus 3%, which is the agreed pay award for that year.  
 



2010-2015 figures are those used in the PR09 final business plan (described 
in section 6). These would therefore include contributions in respect of Loop 
which are described in section 2, which accounts for the apparent step 
change in contributions in 2010-2015. 
 
The split of cash contributions between years 2003-04 and 2007-08 between 
regular and deficit recovery is based on the contribution rates included in 
section 4. In the 31 March 2007 actuarial valuation, a fixed annual payment of 
£1.62m was agreed to recover the deficit over a 5 year period, so the 
amounts quoted represent YW’s share of this amount.  
 
2006-07 includes, as an exceptional item, YW’s share of a one-off payment of 
a £50m. This was to fund 50% of the pension deficit of £107m reported in the 
March 2004 valuation. 
 
Figures relate to all pension schemes applicable within YW, as defined 
contribution schemes are not accounted for separately as amounts applicable 
to these schemes are negligible. 
 
4 – Contribution rates 
 
These contribution rates apply to the whole scheme, as percentages are not 
calculated in respect of individual companies. 
 
The percentages disclosed for ‘employer regular’ exclude amounts in respect 
of deficit recovery. Percentages quoted for 2005-06 to 2007-08 relate to 
actual percentages experienced and reported in the June Return. 
Percentages for 2008-09 and 2009-10 represent the rate set as part of the 31 
March 2007 valuation. Rates for 2010-11 onwards were determined by the 
‘short-form’ type valuation described in section 6 below. 
 
5 – PR04  
 
These figures apply to YW regulated business only and are taken from the 
PR04 determination which included an incremental cost of £4.7m per annum 
(£4.0m at 2002-03 prices) in respect of regular contributions and £5.9m 
(£5.0m at 2002-03 prices) in respect of deficit recovery. 
 
The total amount allowed over the 5 year period for deficit recovery was 
£29.4m compared with actuals payment of £60.8m.  
 
6 – PR09 forecast 
 
The scheme actuary, Mercers, has undertaken a ‘short-form’ type valuation 
and the figures used are taken from page 4 of this report. Their valuation 
includes 3 sets of alternative calculations; base assumptions, alternative 
assumptions and the 2007 valuation approach. For the purposes of PR09 we 
have used the base assumptions which gives the lowest deficit and employer 
costs of pension accrual. The annual deficit recovery of £10.9m is based on 
recovering 50% of the proportion (95%) of the deficit which relates to YW’s 



regulated business. This recovers the quoted deficit figure of £238.1m 
(calculated by Mercers) over a period of 12 years, recognising the time value 
of money. 
 
The figures in the report apply to the whole scheme, which is substantially YW 
and Loop, so 95% of the figures has been used to adjust for the exclude the 
element relating to Kelda Water Services Wales (KWSW). The figures are 
consistent with those quoted in section B3 of the PR09 final business plan. 
 
7 – Step change in employer regular cash contributions 
 
The table requests analysis of movements between 2008-09 and 2009-10 
contributions. However both these years are subject to the 22.2% contribution 
rate agreed as part of the 31 March 2007 valuation, so the only movement 
relates to the agreed salary increase of 3%. 
 
The step change between 2009-10 and 2010-11, when considering the 
regular and deficit recovery contributions together, is around £10m per 
annum, calculated as follows:- 
 
 £m 
2009-10 YW cash contribution 13.687 
2009-10 Loop cash contribution   1.021 
 
Total YW related contribution 14.708 
 
Required 2010-11 contribution 24.767 
 
Step change   10.059  
 
The required contribution for 2010-11 is calculated using 95% (to exclude 
non-regulated activities) of Mercers ongoing contributions for the group of 
£14.6m plus 95% of the deficit of £238.1m calculated by Mercers, adjusted to 
account for the time value of money. 
 
8 – Step change in deficit recovery cash contributions 
 
The table requests analysis of movements between 2008-09 and 2009-10 
contributions. However both these years are subject to fixed deficit recovery 
payment agreed as part of the 31 March 2007 valuation, so there is no 
movement. 
 
The step change between 2009-10 and 2010-11 relates to the growth in 
deficit to £238.1m, which is being recovered over 12 years, compared with the 
deficit of only £9.8m at the time of the 2007 valuation, being recovered over 5 
years. 
 



9, 10 and 11 – returns and membership 
 
This information was provided by Mercers, and is based on the whole group 
as figures are not available separately for YW.  



Annex B - pensions data
£m, 3dp, 2007-08 prices

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

1 3.454 3.356

2.619 2.617

6.0732 5.9733

capitalised 0.000 0.000

exceptionals 0 0

6.073 5.973

2 8.248 8.063 7.715 7.830

5.992 6.083 6.423 5.498

14.240 14.146 14.138 13.328

capitalised - - - -

exceptionals - 48.981 - -

14.240 63.127 14.138 13.328

3 6.073 5.973 10.520 12.035 10.867 11.955 12.314 13.870 13.870 13.870 13.870 13.870

- - 3.719 51.092 3.271 1.373 1.373 10.897 10.897 10.897 10.897 10.897

6.073 5.973 14.240 63.127 14.138 13.328 13.687 24.767 24.767 24.767 24.767 24.767

4 5.8 5.8 5.6 5.6 5.6 5.5 5.5 5.5 5.5 5.5 5.5 5.5

11.3 11.3 19.8 22.8 20.6 22.2 22.2 21.5 21.5 21.5 21.5 21.5

17.1 17.1 23.4 23.4 23.4 27.7 27.7 28.4 28.4 28.4 28.4 28.4

5 11.633 11.633 11.633 11.633 11.633 11.633 11.633

5.875 5.875 5.875 5.875 5.875 5.875 5.875

6 13.870 13.870 13.870 13.870 13.870

10.897 10.897 10.897 10.897 10.897

7 regular 2008-09 12.0

0.3

regular 2009-10 12.3

8 def rec 2008-09 1.4

def rec 2009-10 1.4

2003-04 2004-05 2005-06 2006-07 2007-08

9 56.7 34.1 34.5 26.5 27.3

28.7 35.3 37.7 34.1 33.3

7 9.7 8.4

0.3

5.8 5 5.3 6.5 7.5

0.1 14.9 6.5 11.1 8

1.6 8.8 8.2 10 13.3

4.6 1 0.9

2.5 1.9 0.8 1.1 1

10 25.4 11.4 26.2 7.1 -2.8

31/03/2005 31/03/2006 31/03/2007 31/03/2008

11 2,262 2,487 2,504 2,587

1,857 1,897 1,931 1,942

2,351 2,453 2,554 2,638

6,470 6,837 6,989 7,167

Note: membership figures include all final salary and money purchase members of the Kelda Group Pension Plan, including YWS and other employees in the Kelda group

3

increase due to

1 Salary inflation of 3%

2

3

increase due to

1

2

PR09 forecast Base allow
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MERCER
MARSH MERCER KROLL

GUY CARPENTER OLIVER WYMAN

Kelda Group Pension Plan

Valuation as at 31 March 2008 - adjusted to 31 January 2009

Preliminary results

This paper summarises the initial results of the valuation calculations and should be read in
conjunction with the 'method and assumptions' paper included in the agenda pack for the 5
February 2009 Trustees' meeting.

At this stage the notes concentrate on a proposed range of outcomes for the funding level.
Whilst I would expect the Trustees to seek the Company's views on the assumptions
adopted, another key consideration to agree a new recovery plan or schedule of
contributions will be the period over which the deficit is corrected.

1. Background on the calculations

• The audited asset figures and membership information used for the valuation were
obtained as at 31 March 2008 (a summary of the membership data is provided in the
appendix of this paper).

• Subsequent changes in economic and investment conditions, up to 31 January 2009,
have been taken into account in both the asset and liability calculations when
determining the valuation results. The asset value is based on the value of the invested
assets at 31 January 2009, as agreed with Hymans Robertson. No allowance is made
for cash or net current assets. Based on our experience of the workings of the Plan, we
have no reason to believe that net current assets will be material.

• The calculations have been based on age grouped data. The results are not as
accurate as those that would be available from a full valuation, carried out based on
individual liability calculations for each member. However, in my view, they are
sufficiently robust to provide support for a review of the contribution program. (I would
not expect the results to differ by more than 1 or 2% from a full valuation which is a
reasonable materiality level.)

• When updating the figures to 31 January 2009, we have made an approximate
allowance in the split of the total liability figure between membership groups for the
impact of members leaving service since 31 March 2008.

• The working assumption is that the Whole Business Securitisation ('WBS') will be
implemented and the Trustees will have the opportunity to confirm that its operation is as
expected by 31 March 2009.

î } Mercer Limited is authorised and regulated by the Financial Services Authority
-—-~ Registered in England No. 984275 Registered Office: 1 Tower Place West, Consulting. Outsourcing. Investments.

INVESTOR IN PEOPLE Tower Place, London EC3R 5BU



Page 2

• The initial results have been carried out using assumptions based on the principles
discussed at the Trustees' training day on 28 November 2008 and at the Trustees'
meeting on 5 February and summarised in the 'method and assumptions' paper which
accompanies this paper.

• In particular, the approach to setting the assumptions can be viewed as consistent with
the approach taken for the last valuation (not adherence to the same specific
assumptions), meaning a consistent level of prudency relative to current conditions and
other comparable plans (the 7 out of 10' principle). This has led to higher asset
outperformance assumptions relative to gilts, but a more cautious life expectancy
projection.

2. Market yields

The table below sets out a summary of the market yields at the valuation date,
31 January 2009, together with the yields at the date of the previous valuation:

31 January 2009 31 March 2007

Long-dated gilt yield 4.57% 4.40%

Long-dated index-linked gilt yield 0.82% 1.23%

Market expectation for inflation
(long-term)

3.72% 3.13%

Long-dated AA corporate bonds over 15 years
iBoxx bond yield

6.94% 5.37%

3. Initial assumptions

The main financial and demographic assumptions I have adopted for the preliminary results
are set out in the table below.

These follow the principles described in the 'method and assumptions' paper and I confirm
that in my opinion the 'Base assumptions' approach would be my best estimate to keep the
consistency of approach and prudence compared with previous valuations (and other similar
schemes).

However, there is uncertainty, particularly around the long term assumption for inflation, and
also the outperformance which might prudently be obtained by investing in corporate bonds.
I have therefore considered a range of results meeting the requirement of similar prudence
and advise that this can be represented by taking +/- 0.2% per annum on the RPI
assumption below. As an illustration, I have included the numbers on +0.2% as 'Alternative
assumptions'.
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Financial

Derivation of Derivation of
Base Alternative base 2007

assumptions assumptions assumptions assumptions

Investment return

Pre-
retirement

Post-
retirement

Price inflation
(RPI)

Salary increases

Pension increases
in payment

6.6% p. a.

5.6% p. a.

3.5% p. a.

4.9% p.a.

3.5% p.a.

6.6% p.a. Gilt yield plus Gilt yield plus
2% 1 .5%

5.6% p.a. Gilt yield plus Gilt yield plus
1% 0.5%

3.7% p.a. Difference Difference
between fixed and between fixed and

index-linked gilt index-linked gilt
yield less 0.2% yield

5.1% p.a. Price inflation plus Price inflation plus
1 .4% 1 .4%

3.7% p.a. Price inflation Price inflation

Demographic

Retirement age

Mortality- base table

Mortality - future
improvements

Commutation

Base assumptions

60

PA92 tables using year
of birth and based on
member's age plus 3

years

Long cohort projections
with 1% p.a. minimum
improvement starting

from 2007

Members assumed to
take 60% of maximum

cash in exchange for
pension on retirement

2007 valuation
Alternative approach to setting

assumptions assumptions

60 60

PA92 tables using year PA92 using year of birth
of birth and based on and based on member's
member's age plus 3 age plus 2 years

years

Long cohort projections Medium cohort
with 1% p.a. minimum projections
improvement starting

from 2007

Members assumed to Members assumed to
take 60% of maximum take 60% of maximum

cash in exchange for cash in exchange for
pension on retirement pension on retirement
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4. Initial results at 31 January 2009

Base assumptions

2007 valuation
Alternative approach to setting

assumptions assumptions

£'m £'m £'m

Technical provisions

• Active members

• Members with deferred
benefits

• Pensioners

Total technical provisions

Assets

Deficit

Funding level

Employer cost of pension
accrual (% of pen. pay)*

Employer cost of pension
accrual (£'m p. a.)*

313.2

144.9

423.5

881.6

643.5

238.1

73%

21.5%

14.6

328.6

152.1

434.4

915.1

643.5

271.6

70%

22.9%

15.5

352.5

163.5

441.9

957.9

643.5

314.4

67%

25.1%

17.0

Notes: employer contributions for the PPF levy, early retirements, Pension Saver, life assurance premiums and
DC benefits are payable in addition.

* The Employer cost is an overall rate and has not been adjusted for the specific contributions payable for
members under the Welsh Water contract.

5. Sensitivity to assumptions

Change in assumption

Reduction Reduction in cost of
in technical pension accrual

provisions
£m

Pre-retirement investment return increased by 0.25% p. a.

Post-retirement investment return increased by 0.25% p. a.

Price inflation assumption reduced by 0.1% p. a.

£12. 6m

£28. 5m

£17. 1m

0.9% of pen pay

£0.6m p. a.

0.8% of pen pay

£0.5m p. a.

0.7% of pen pay

£0.5m p. a.

(Figures based on alternative assumptions)

6. Possible longer term funding target

In the longer term the membership will be expected to mature and investment strategy
become more cautious. Some of this is accounted for within the principle of a lower discount
rate post retirement, although that effect has been weakened somewhat to follow market
movements (now gilts plus 1% proposed compared with gilts plus 0.5% previously).
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While there is no requirement for immediate action, the opportunity arises to consider the
current implications of moving towards lower risk, more cautious investment strategies on
say a 15-20 year view. A lower risk funding target is referenced in the Plan's statement of
funding principles.

I understand that the Company wishes to engage with the Trustees to discuss de-risking
over the longer term. Initial discussions could take place in the lead up to the 2010
valuation.

7. Other liability measures

Approx. liability assessment
Liability measure at 31 January 2009 Deficit

Buy-out cost £1,226m £582m

Pension Protection Fund (PPF) £798m £154m
section 179 valuation

IAS19 accounting valuation £763m £119m

The PPF and IAS19 measures are used by the Pensions Regulator as trigger points for
selecting valuations that it will apply further scrutiny to.

The figures above indicate that the initial valuation results, based on the initial assumptions,
do not trigger on either measure since both trigger points produce a lower liability than the
valuation results using the Base assumptions (£881.6m).

8. Current contribution program

The contribution rates agreed following the 2007 valuation are documented in the Plan's
current Schedule of Contributions.

Currently, the Employer contributions are expected to total around £16.4m p.a (based on the
2008 payroll). £14.7m is in respect of pension accrual (based on the Employer paying
22.2% for non-Welsh Water members and 15% for the Welsh Water contract) and £1.7m is
in respect of deficit payments (of which £0.1m is in respect of the Welsh Water contract).

The Employers also meet the cost of the levy to the Pension Protection Fund, life assurance
premiums for some members, any benefit augmentations, early retirement costs and
Employer contributions to the defined contribution sections of the Plan.

In addition, for members who participate in the salary sacrifice arrangement (known as
'Pension Saver'), the Employers meet member contributions on their behalf.



Page 6

9. Illustrative recovery plans

The following table shows estimated employer contributions, commencing 1 April 2010,
based on two illustrative recovery periods and the preliminary results of the valuation.

Base assumptions

Recovery period

Years

10

15

Cost of benefit
accrual (employer)

£'m p. a.

14.6

14.6

Deficit recovery

£'m p. a.

34.9

26.5

Total employer
contribution

£'m p. a.

49.5

41.1

Alternative assumptions

Cost of benefit Total employer
Recovery period accrual (employer) Deficit recovery contribution

Years £'m p.a. £'m p.a. £'m p.a.

10 15.5 39.8 55.3

_15 15.5 30.2 45.7

The cost of benefit accrual is based on an estimated pensionable payroll over the whole
recovery period of £67.9m p.a. Deficit contributions are assumed to be fixed annual
amounts.

There may be other considerations which arise about the format of contributions for specific
employers. For example, the non-regulated businesses - and specifically the Welsh Water
contract. The employer contribution rate for the Welsh Water contract will be separately
reviewed later in 2009.

The length and format of the recovery plan remains to be discussed with the Company and
the future development of the Plan's investment strategy will be relevant to this discussion.

John Betts FIA
Scheme Actuary
20 February 2009

This report does not cover all the aspects that would be required in a formal valuation report and therefore does not comply

fully with the Board for Actuarial Standards' Guidance Note 9: Funding Defined Benefits - Presentation of Actuarial Advice.

This report is addressed to the Trustees. The calculations in the report use methods and assumptions appropriate for

reviewing the financial position of the Plan and determining the appropriate contribution rate for the future. Mercer does not

accept liability to any third party in respect of this report; nor does Mercer accept liability to the Trustees if the advice is used for

any purpose other than that stated.

This report may be disclosed to any participating employer and, if the Trustees and Mercer consent, this report may be

disclosed to other parties.
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Appendix

Membership summary as at 31 March 2008

The membership data is summarised below, with figures at the previous valuation shown for
comparison.

Active members

Number

Total Pensionable Pay (£'m)

Average Pensionable Pay (£ p. a.)

Average age

Average past service (years)

31 March 2008

2,500

67.9

27,142

43.4

15.0

31 March 2007

2,425

63.3

26,106

43.6

15.4

Number of actives at 31 January 2009: 2,329

Members with deferred benefits 31 March 2008 31 March 2007

Number 1,838 1,834

Total deferred pensions revalued to 8.6 8.3
valuation date (£'m)

Average deferred pension (£ p.a.) 4,693 4,529

Average age 45.4 44.8

Number of members with deferred benefits at 31 January 2009: 1,864

Pensioners 31 March 2008 31 March 2007

Number 2,641 2,558

Total pensions payable (£'m) 22.6 21.1

Average pension (£ p.a.) 8,562 8,263

Average age 65.1 64.5

Number of pensioners at 31 January 2009: 2,749
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Graphs which illustrate the change in the membership profile between the valuation at 31
March 2007 and 31 March 2008 are shown below:

Actives

20-25 25-30 30-35 35-40 40-45 45-50 50-55 55-60 60-65 65-70

D in service at 2007 valuation I in service at 2008 valuation

Deferreds

O 2007 deferred pensioners 12008 deferred pensioners
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Pensioners

60-65 65-70

Age

D 2007 Pensioners m 2008 Pensioners

Data in relation to members of the Plan was supplied by the Trustees, via the Plan's administrator. The accuracy of the data
provided has been relied upon. Whilst reasonableness checks on the data have been carried out, they do not guarantee the
completeness or the accuracy of the data. Consequently Mercer does not accept any liability in respect of its advice where it
has relied on data which is incomplete or inaccurate.
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