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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 JR0O8 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 i 2010-11 2011-12 2012-13 2013-14 2014-15: 2010-15 |

Special operating adjustments for Sewerage service

Traffic Management Act 0.000 0.207i  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 7.611F  38.094
[ 2007-08 2008-09 2009-10 i 2010-11 2011-12 2012-13 2013-14 2014-15 2010-15
Special operating adjustments for Water service
Traffic Management Act 0.150 0.172}  1.845 1.845 1.845 1.845 1.845¢ 9.225
Statutory Inspections 0.113 0.113;  0.146 0.268 0.361 0.267 0.265: 1.307
Reservoir Safety Maintenance 0.000 0.000; 0.670 0.670 0.670 0.670 0.670; 3.350
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;  3.033 6.067 9.100 9.100 9.100;  36.400
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:  35.840
7.431 7.453; 17.862 21.018 24.144 24.050 24.048] 111.122

2.1.1.

19.

20.

21.

22.

Table 1: Special Operating Expenditure Adjustments:

Traffic Management Act

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

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.

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

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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¢ 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.
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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 AMPS5 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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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.
straight line basis over three years as follows:

2010/11

2011/12 2012/13

We have assumed the relief will be on a

2013/14 | 2014/15

Rates increase (Em) 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 B34 SEWERAGE SERVICE BASE OPERATING
EXPENDITURE PROJECTIONS.

2.3. LINE 6 —

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

¢ ldentified 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 AMPS5 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 AMPS 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
AMPS levels.
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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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3. APPENDIX
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Pensionable Pay

Pensionable Pay is defined in the Plan’s Trust Deed and Rules.

Dates of review of this schedule

This schedule of contributions will be reviewed by the Trustees and Kelda Group Limited no
later than 15 months after the effective date of each actuarial valuation, due every three years.

The employer contributions to the KWS Wales defined benefit sections will be reviewed on 1
April 2009.

This schedule of contributions, dated 31 July 2008 has been agreed by Kelda Group Limited
and the Trustees of the Kelda Group Pension Plan:

. \
U\S‘-/Q,—- l/(\w N
Signed on behalf of Kelda Group Limited ¥

Name CLLxENIN L mRAaETAaN |
Position o CHEER  XECuT v
Date agreement reached ... 3. 72. 00y

Signed on behalf of Kelda Group (% ‘ m Q
Pension Trustees Limited 02 A e e Vo7 AN
N T -
Name M’Bd%ﬁ[’“&@“’(“

Positon AT AN

Date agreementreached ... .Y [ .1 [ £9C B,
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Certification of schedule of contributions

Name of Scheme Kelda Group Pension Plan

Adequacy of rates of contributions

1. I certify that, in my opinion, the rates of contributions shown in this schedule of contributions
are such that the statutory funding objective could have been expected on 31 March 2007 to
be met by the end of the period specified in the recovery plan dated 31 July 2008.

2. | also certify that the rate of contributions shown in this schedule for members of the MIS
section is not lower than | would have provided for had | had responsibility for preparing or
revising the schedule, the statement of funding principles and any recovery plan.

Adherence to statement of funding principles

3. | hereby certify that, in my opinion, this schedule of contributions is consistent with the
Statement of Funding Principles dated 31 July 2008.

The certification of the adequacy of the rates of contributions for the purpose of securing that
the statutory funding objective can be expected to be met is not a certification of their adequacy
for the purpose of securing the Plan’s liabilities by the purchase of annuities, if the Plan were to
be wound-up.

Signature LV @0&6—

Scheme Actuary John Betts

Date of signing RV.7, Leof
Name of Employer Mercer Limited

Address 1 Whitehall, Whitehall Road, Leeds, LS1 4HR

Qualification Fellow of the Institute of Actuaries




Actuarial Valuation as at 31 March 2007 Kelda Group Pension Plan

Appendix G

Letter of agreement

See attached

Mercer 33



Kelda Group
Pension Trustees Limited KEIdaGfOUD
Western House

Halifax Road “"
S e

Bradford BD6 257
Tel +44 (0)1274 600111 3
Fax +44 (0)1274 608608 "”\\‘

www.keldagroup.com

Kelda Group Limited

Western House

Halifax Road

Bradford BD6 2SZ 31 July 2008

Kelda Group Pension Plan

We are writing further to various discussions which have taken place in connection with the completion of the
actuarial valuation of the Kelda Group Pension Plan (KGPP) as at 31% March 2007. This letter represents an
agreement between us in the context of an exchange of correspondence between David Brimblecombe in a letter
of 18™ June 2008 and Kevin Whiteman in a letter of 1% July 2008 following on from a meeting on 10™ June
2008 between advisers at which the proposed Whole Business Securitisation (WBS) was presented.

. It is understood that the WBS is likely to be introduced by 31 December 2008. The effect of the WBS will be to
convey a status on the KGPP of preferred creditor; with any outstanding debt or liability to KGPP being ranked
as ‘super senior’.

It is agreed that if, as at 31* March 2009, the WBS has been delayed or frustrated, that the Trustees of KGPP
would instruct its advisors, to carry out a full review of the impact of such delay on KGPP.

A full review will include an assessment of the employer covenant as it then stands, and a reappraisal of the
appropriate assumptions to use in setting technical provisions in the light of the covenant review and any
changes in conditions and expectations as they affect investment and financial markets and scheme
demographics at that time.

The Company undertakes to cooperate with such review and understands it may lead to changes in the
calculation of the technical provisions, the Recovery Plan and Schedule of Contributions for KGPP, as may be
reasonably determined and agreed between the Trustees and Company on the advice of the Scheme Actuary
taking into account changes in all material circumstances identified since the 2007 valuation date. This review
will

*  be not inconsistent with the principles for funding adopted at previous valuations;
=  consider the strength of the employer covenant;
* lead to an agreed conclusion including any change to contributions by 30 June 2009.

and in the event of a failure to agree such changes by that date the statutory process as referred to in Section 229
of the Pensions Act for the failure to agree in the context of a full actuarial valuation would be invoked.

Signed for Trustees

Registered Office

Kelda Group Pension Trustees Limited,

Western House, Halifax Road, Bradford BD6 252
Registered in England and Wales

No 3309639
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Certification

Certificate of technical provisions

Name of scheme

Kelda Group Pension Plan

Calculation of technical provisions

| certify that, in my opinion, the calculation of the scheme’s technical provisions as at 31
March 2007 is made in accordance with regulations under section 222 of the Pensions

Act 2004. The calculation uses a method and assumptions determined by the trustees

of the scheme and set out in the Statement of Funding Principles dated 31 July 2008.

Signature

Name

Date of signing

Address

Qualification

Mercer

John Betts

2\1.7). 200%

Mercer Limited

1 Whitehall
Whitehall Road
Leeds, LS1 4HR

Fellow of the Institute of Actuaries
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STATEMENT OF INVESTMENT PRINCIPLES

This is the Statement of Investment Principles made by “the Trustee” (Kelda Group Pension Trustees Limited)
of the Kelda Group Pension Plan (“the Scheme”) in accordance with the Pensions Act 1995. It is subject to
periodic review by the Trustee, and will be reviewed at least every three years.

In preparing this Statement, the Trustee has consulted with the Principal Employer to the Scheme (Kelda Group
plc) and has taken written advice from the Investment Practice of Hymans Robertson LLP.

In relation to the Myners Code of Conduct for Investment Decision Making, the extent of the Trustee’s adoption
of the Code is provided in a separate document named “Statement of Compliance with the Myners Principles”.

The Scheme has Defined Benefit and Defined Contribution sections. The issues relating to these sections are
covered separately in this Statement.

1. DEFINED BENEFIT SECTIONS

1.1 SCHEME OBJECTIVE

The statutory funding objective is that the Scheme has sufficient and appropriate assets to pay its benefits as
they fall due (the technical provisions).

More specifically, the Trustee and the Principal Employer also have the objective of having sufficient assets to
cover 100% of the cost of providing benefits assessed using an assumed investment return based on the
redemption yield on UK Government conventional gilts of a duration appropriate to the liabilities of the Scheme,
plus currently (but subject to review as detailed in the Statement of Funding Principles) 0.25% p.a. (which
represents a margin designed to approximate to a “least risk” yield, bearing in mind current low gilt yields).

SUFFICIENCY

To ensure the sufficiency of the Scheme’s assets, the Trustee will seek contributions from the Principal
Employer at such rates as they determine, on the advice of the Scheme Actuary, to be sufficient to meet the
expected cost of the benefits payable from the Scheme. To assess the expected cost of the benefits payable
from the Scheme, the Trustee will obtain regular actuarial valuations of the Scheme from the Scheme Actuary.

If the actuarial valuation shows that the Scheme’s assets are insufficient to meet the cost of members’ past
service benefits, the Trustees will put in place a recovery plan which will require additional contributions from the
Principal Employer. The method and assumptions used in assessing the sufficiency of assets is covered in the
Statement of funding principles.

In determining the sufficiency of assets, the Trustee will have regard to the potential investment return
achievable based on the chosen investment strategy.

APPROPRIATENESS
The policy for securing the appropriateness of the assets is set out in this Statement of Investment Principles.

1.2 INVESTMENT STRATEGY
The Trustee has considered its investment objectives, with respect to its strategic management of the assets

and control of the various risks to which the Scheme is exposed.

The Trustee has translated its objectives into a suitable strategic asset allocation for the Scheme. All day to day
investment decisions have been delegated to a number of authorised investment managers. The strategic
asset allocation has been translated into benchmarks for the individual managers which are consistent with the
Scheme’s overall strategy. The Scheme asset allocation is consistent with the Trustee’s views on the
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appropriate balance between seeking an enhanced long-term return on investments and accepting greater
short-term volatility and risk.

The investment strategy takes due account of the maturity profile of the Scheme (in terms of the relative
proportions of liabilities in respect of pensioners and non-pensioners), together with the level of disclosed
surplus or deficit (relative to the objective of having sufficient assts to cover 100% of the cost of providing
benefits assuming an investment return of 0.25% p.a. above conventional gilts). As the Scheme is now closed
and the funding position relatively healthy, the Trustee intends to reduce the proportion of the Scheme invested
in return seeking assets (currently 70% in equities plus property) to 30% gradually as the funding level of the
Scheme improves towards gilts plus 0.25% p.a. level. Itis intended that this position will be reviewed regularly
relative to the progress being made towards achieving the funding objective and reviewed more formally at least
every three years following actuarial valuations of the Scheme.

To achieve its objectives the Trustee has agreed the following:-

CHOOSING INVESTMENTS: The Trustee will appoint one or more investment managers who are authorised
under the Financial Services and Markets Act 2000 to undertake investment business. The Trustee, after
seeking appropriate investment advice, has given the managers specific directions as to the asset allocation,
including control ranges for each asset class and or geographic region. Subject to their respective benchmarks
and guidelines the managers are given full discretion over the choice of stocks and are expected to maintain a
diversified portfolio.

In addition to the above arrangement(s), the Trustee has invested directly in the following pooled funds:
° a range of passive pooled funds covering all equity regions and bond asset classes within the Scheme;
° a portfolio of pooled property vehicles.

The Trustee is satisfied that the pooled funds selected in conjunction with the above appointments are
consistent with the objectives of the Scheme, particularly in relation to diversification, risk, expected return and

liquidity.

KINDS OF INVESTMENT TO BE HELD: The Scheme may invest in quoted and unquoted securities of UK and
overseas markets including equities, fixed interest and index-linked bonds, cash and property, either directly or
through pooled funds. The Scheme may also make use of derivatives and contracts for difference for the
purpose of efficient portfolio management or to hedge specific risks. The Trustee considers all of these classes
of investment to be suitable in the circumstances of the Scheme.

BALANCE BETWEEN DIFFERENT KINDS OF INVESTMENTS: The Scheme'’s investment managers will hold
a mix of investments which reflects their views relative to their respective benchmarks. Within each major
market each manager will maintain a diversified portfolio of stocks through direct investment or pooled vehicles.

RISK: The Trustees monitor risk in two ways. As indicated above, they have set a strategic asset allocation
benchmark for the Scheme. They assess risk relative to that benchmark by monitoring the fund’s asset
allocation and investment returns relative to the benchmark. They also assess risk relative to liabilities by
monitoring the delivery of benchmark returns relative to liabilities through regular funding updates from the
Scheme Actuary.

The Trustees provide a practical constraint on Scheme investments deviating greatly from the Trustees’
intended approach by adopting a specific asset allocation benchmark and by agreeing benchmark asset
allocations and tracking error requirements with their managers which the Trustees monitor.
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In appointing more than one investment manager, the Trustee has considered the risk of underperformance of
any single investment manager.

EXPECTED RETURN ON INVESTMENTS: The investment strategy aims to achieve a return on Scheme
assets which, taken in conjunction with contributions, is sufficient over time to match the growth in the Scheme’s
pension liabilities.

REALISATION OF INVESTMENTS: The majority of the Scheme’s investments may be realised quickly if
required. Property, which represents 10% of total assets, may be difficult to realise quickly in certain
circumstances.

2. DEFINED CONTRIBUTION SECTIONS (UNDER REVIEW)
The Trustee reviews the Scheme’s investment strategies, fund choices offered to members and the investment
manager arrangements from time to time, taking advice as required.

2.1 PRIMARY OBJECTIVE
The primary objective of the Scheme is to provide, on a defined contribution basis, benefits for members on
their retirement or benefits for their dependents on death before retirement.

2.2 INVESTMENT STRATEGY

221 CAREER CHOICE CONTRIBUTION SECTION

The Trustee has appointed Legal & General plc (which is authorised under the Financial Services and Markets
Act 2000 to undertake investment business) to provide the funds in which the assets of the Scheme are
invested. Currently, this comprises solely of the Consensus Fund. Legal & General plc manages this fund on a
passive (index tracking) basis. The Trustee monitors the performance of the appointed manager on a regular
basis.

222 KWS (WALES) DEFINED CONTRIBUTION SECTIONS

Members have a choice of a range of investment funds, allowing members to tailor their investment strategy to
meet their own risk and reward objectives. There is also the option of an ‘automatic’ life-styling matrix, whereby
investment is made in equity based (‘long term’) funds when members are younger and is gradually switched to
fixed interest and cash (‘short term’) funds as members approach retirement.

The Trustee has entered into a contract with a policy provider (which is authorised under the Financial Services
and Markets Act 2000 to undertake investment business) to provide the funds in which the assets of the
Scheme are invested. The policy provider is responsible for the appointment of an investment manager to
manage each fund. Currently, these comprise equity and bond funds and a cash deposit fund managed
predominantly on a passive (index tracking) basis, and one actively managed global equity fund. The available
funds are listed below. The Trustee monitors the performance of the appointed manager on a regular basis.

BGI Global Equity 60/40 Fund (Passive)

o BGI Over 5 Years index-Linked Gilt Fund (Passive)
o BGI Deposit Fund (passive)

o BGI Over 15 years Gilt Fund (Passive)

. BGI Ascent Global Equity 60/40 Fund (Active)

The Trustee monitors investments on a regular basis. Advice is received as required from professional
advisers. In addition, the Trustee reviews the performance of Scheme investments on a regular basis.
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2.2.3 ALL DEFINED CONTRIBUTION SECTIONS

The Trustee is currently reviewing the appropriateness of the asset allocation benchmarks, performance
benchmarks and the various controls adopted by the managers in managing the funds in which members can
invest. The Trustee is also reviewing whether the benchmark and guideline controls reflect the Trustee’s views
on the appropriate balance between maximising the long-term return on investments and minimising short-term
volatility and risk for that fund’s strategic aim.

The Trustee monitors investments on a regular basis. Advice is received as required from professional
advisers. In addition, the Trustee reviews the performance of Scheme investments on an annual basis.

CHOOSING INVESTMENTS: The funds in which members invest are pooled funds, which the Trustee believes
is appropriate given the size and nature of the Scheme. The managers of the pooled funds choose individual
stocks on the basis of their index weights and are expected to maintain a diversified portfolio. The Trustee is
satisfied that the assets held in each fund are suitable in relation to the needs of members.

KINDS OF INVESTMENT TO BE HELD: The investment managers may invest in UK and overseas investments
including equities, fixed and index-linked bonds and cash. However, the investments in the funds will depend
on the fund objective and benchmark and the risk controls which operate. Within each fund, the proportions
held at any time in each asset class or geographic region will reflect the index weights in the benchmark for that
fund.

RISK: The major component of risk is strategic risk which arises from the asset allocation of the individual
member’s portfolio.

EXPECTED RETURN ON INVESTMENTS: The objective of the equity-based funds is to achieve an attractive
real return over the long term. The objective of the bond based funds is to perform broadly in line with the value
of an annuity. The Trustee is satisfied that these return objectives offer a range of strategies that are consistent
with the aims of members.

REALISATION OF INVESTMENTS: The majority of assets held within the pooled funds are held in stocks
which are quoted on major stockmarkets and may be realised quickly if required.

3. SOCIAL, ENVIRONMENTAL AND ETHICAL CONSIDERATIONS

The Trustee recognises that social, environmental and ethical considerations are among the factors which
investment managers will take into account, where relevant, when selecting investments for purchase, retention
or sale. The managers have produced statements setting out their policy in this regard. The managers have
been delegated by the Trustee to act accordingly. Some of the funds are managed on a passive basis; in this
case the manager has no discretion over the choice of security in which it invests.

4, EXERCISE OF VOTING RIGHTS

The Trustee has delegated the exercise of voting rights to the investment managers on the basis that voting
power will be exercised by them with the objective of preserving and enhancing long term shareholder value.
Accordingly, the managers have produced written guidelines of their process and practice in this regard. The
managers are encouraged to vote in line with their guidelines in respect of all resolutions at annual and
extraordinary general meetings of companies.

5! ADDITIONAL VOLUNTARY CONTRIBUTIONS (AVCS)
The Trustee gives members the opportunity to invest in a range of vehicles at the members' discretion.
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6. COMPLIANCE WITH THIS STATEMENT

The Trustee will monitor compliance with this Statement annually. In particular, it will obtain written confirmation
from the investment managers that they have complied with this Statement as supplied to them and the Trustee
undertakes to advise the investment managers promptly and in writing of any material change to this Statement.

7. REVIEW OF THIS STATEMENT

The Trustee will review this Statement in response to any material changes to any aspects of the Scheme, its
liabilities, finances and the attitude to risk of the Trustee and the Sponsoring Company which it judges to have a
bearing on the stated Investment Policy.

This review will occur no less frequently than every three years to coincide with the Actuarial Valuation. Any
such review will again be based on written, expert investment advice and will be undertaken in consultation with

the Company.

Signed by David Brimblecombe for and on behalf of the Trustee of the Kelda Group Pension Plan on 31 July
2008
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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 - PRO4

These figures apply to YW regulated business only and are taken from the
PRO04 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

Company: Yorkshire Water Services Limited

Pension scheme: Kelda Group Pension Plan

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 |SSAP24chg w| 3.454| 3.356
s| 2.619] 2.617
total opex chg in
for DB T21/22| 6.0732| 5.9733
capitalised] 0.000| 0.000
exceptionals 0 0
schemes totall  6.073] 5.973
2 |FRS17/1AS19 w 8.248 8.063| 7.715
s 5.992 6.083] 6.423
fotal opex chgin
chg for DB T21/22] 14.240| 14.146] 14.138
capitalised - - - -
exceptionals -|  48.981 - -
schemes total 14.240{ 63.127| 14.138] 13.328
3 |Cash regular] 6.073| 5.973| 10.520| 12.035| 10.867| 11.955| 12.314( 13.870| 13.870| 13.870| 13.870| 13.870
deficit recov - -l 8.719] 51.092| 3.271 1.373] 1.373| 10.897| 10.897| 10.897| 10.897| 10.897
contributions totall 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  |Contribution employee 5.8 5.8 5.6 5.6 5.6 5.5 5.5 5.5 5.5 55 5.5 55
rates for DB employer regular 11.3 11.3 19.8 22.8 20.6 22.2 22.2 21.5 21.5 21.5 21.5 21.5
schemes (%) total 171 171 23.4 23.4 23.4 27.7 27.7 28.4 28.4 28.4 28.4 28.4
PRO04 implied B I
5 |pension ase alow 11.633| 11.633| 11.633| 11.633| 11.633| 11.633| 11.633
forecast (pre- -
. Deficit recov
efficiency) 5.875| 5.875| 5.875 5.875| 5.875| 5.875] 5.875
6 |PRO09 forecast Base allow 13.870| 13.870| 13.870| 13.870| 13.870
Deficit recov 10.897| 10.897| 10.897| 10.897| 10.897

7  |Explanation of step change in cash  [regular |2003.09 12.0
contributions
increase due to
1 Salary inflation of 3% 0.3
2
3
regular |2009-10 12.3
8 |Explanation of step change in cash  |gef rec |2008-09 1.4
contributions
increase due to
1
2
3
def rec 2009-10 1.4
2003-04 2004-05 2005-06 2006-07 2007-08
9 |Scheme asset|UK equities 56.7 34.1 34.5 26.5 27.3
allocation —
% Overseas equities 28.7 35.3 37.7 34.1 33.3
UK property 7 9.7 8.4
Overseas property 0.3
Hedge funds
UK fixed-interest gilts 5.8 5 5.3 6.5 7.5
UK index-linked gilts 0.1 14.9 6.5 111 8
UK corporate bonds 1.6 8.8 8.2 10 13.3
Overseas bonds 4.6 1 0.9
Cash 2.5 1.9 0.8 1.1 1
other (give details)
other (give details)
10 |Actual investment returns % | 254] 114] 262] 71] 2.3
31/03/2005 31/03/2006 _31/03/2007 31/03/2008
11 |Membership [Active 2,262 2,487 2,504 2,587
Deferred 1,857 1,897 1,931 1,942
Pensioner 2,351 2,453 2,554 2,638
Total 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
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Kelda Group Pension Plan

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

Praliminary results

This paper summanses the initial results of the valuabion calculations and should be read in
conjunction with the ‘'method and assumptions' paper included in the agenda pack for the 5
February 2000 Trustees' meeting.

At this stage the notes concentrale on a proposed range of outcomes for the funding level
Whilst | would expect the Trustees to seek the Company's views on the assumptions
adopted, anolher key considaration to agn;m a new racovery plan or schedule of
contrioutions will be the perlod over which the deficlt Is corrected.

1.

Background on the calculations

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

Subsequent changes in economic and Investiment conditions, up to 31 January 2009,
have beentaken into account in both the asset and lability calculations whan
datermining tha valuation resulis. Thea asset value is based on the valug of the invested
assets al 31 January 2009, as agreed with Hymans Robertson. No allowance is made
for cash or net current assels. Based on our experience of the workings of the Plan, we
hava no reason o baiieve that nel curranl assats 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 oul based an
individual llability calculations for each member, However, In my view, they are
sufficiently robust to provide support for & reviaw of the contribution program. (| wouwld
nab axpect the results o differ by more than 1 or 2% from a full valuation which is a
reasonable materality level )

When updaling the figures to 31 January 2008, we have made an approximate
allowance in fhe splif of the total liability figure between memberzhip groups far the
impact of members leaving service since 31 March 2008

The working essumption is that the Whole Business Securifisation {'WBS') will be
implamented and the Trustees will have the oppartunity te confirm that B8 operation i as
expected by 31 March 2005,

£ P Lok i v o i AE Dy I F AT DTl AURTRTY
s Psgmianed in Enigard bin SHETS Rrgndnrd [fioe- | Tower Mo Sl Consulting. Dulssureing. Investmants,
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2.

The initial results have been carried oul using assumptions based on the principles
discussed at the Trustees' training day on 28 Movember 2008 and at the Trustees'
mesting on 5 February and summarised in the 'method and assumplbions' paper which
goocompanies this paper.

In particular, the approach to sefting the assumptions can be viewed as consistent with
the approach takan for the tast valuation (nof adherance to the same specific
assumptions), meaning a consistent level of predency relative 1o current conditions and
other comparable plans (the 7 out of 10" principle). This has led to higher essat
putperfarmance assumplions refative to gilts, bul a more cautious lifs expectancy
projection

Market yields

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

3 January 2009 31 March 2007
Long-dated gill yiald 4.57% 4.40%
Long-dated index-linked gill yiakd 0.82% 1.23%
Marko! spoactation for infiadon A7% 3.13%
(long-term)
Long-daled AR carporale bonds over 15 years 8.94% 5a37%

(Biowx bond yietd

3. Initial assumptions

The main financial and demographic assumptons | have adapied for the preliminary resuits

are sef out in the table below,

Thasa follow the principles described in the ‘methed and assumptions” paper and | confirm
that in my opinion the ‘Base assumpltions’ approach would be my best estimate o keep the
consistency of approach and prudence compared with previous valuations (and other similar

schemes)

However, there is unceralnty, particularly ground the long term assumption for inflation, and
also the gulperformance which might prudently be oblained by investing in corperate bonds.
I have therefore considered a range of résulls masling the requirement of similar prudence

and advise that this can be represented by taking +/~ 0.2% per annum cn the RPI

assumption below, As an iflustration, | have incluoded the numbers an +0.2% as "Allamalive

assumptions’
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Derivation of Daerivation of
Base Altermative baso 2007
Fimancial apEumptions assumptions naspmplions assumpltions
Imvaestmant retum
Pra- B.6% p.a 8.6% pa. Gilt wiald plus Gilt wiakd plus
retiremeani 2% 1.6%
Poal- 5.6% pa 6% pa Gilt yiekd plus Gill yisld plus
retirameani 149L 0.6%
Frice inflation 3.5% p.a. 3. 7% p.a Differance Difference
{RPI} between flxed and between fixed and
index-finkad gilt indece-linked gitl
yield lass 0.2% yiald
Saldry increases 4.9% p.a 6% pa.  Price inflation plus  Price inflation plus
1.4% 1.4%
Pension increaseas 3.5% p.a. 3.7% p.a. Price Inflatian Price Inflation
in payment
2007 valuation
Altermative appropch to satting
Demographic Base assumplions agsumpiions assumptions
Retirement aga B0 &0 &0

Marlalily - base labls

PASE tablea walndg yesr
of birth and based on

PASE tablas wsing year
of birth and based on

PASE waing year of birth
ard based on meamber's

member's age plus 3 mamber's age plus 3 age phus 2 years

yEars YRArS
Martality - futura Long cohort projections  Loag cobort projections Mediurm cahor
Wmpravemanis with 1% p.a. mindmuam with 1% p.a, minimum projections

mprovemeant staning
from 20407

impravement starting
from 2007

Commuiation

Members assumed to
take 50% of maximum

cash in exchange for
pension on relirement

Mambers assumed (o
lake BO% of maximum

cash in exchange for
pansicn on retiramant

Members assumed o
take &0% of madmum

cash in exchange for
ponsion on relremeni
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4. Initial results at 31 January 2000

2007 valuntion

Altarnative approach to setting
Base assumplions assumptions assumptions
£'m Em E'm
Technical provisions
*  Active membars 3132 3288 as25
*  BMambers with defered 1449 1521 T Y
banefits

*  Pansioners 4235 434 4 4419
Tatal lechnical provisions Ba18 8151 AL
Assals 6435 6435 G435
Drafiesil 2381 2718 d14.4
Funding level T3% T0% 87%
Employer cosl of penslon 21.5% 22.8% 251%

acerual (% of pen. pay)® -
‘Employer cost of pension 14.6 155 17.0

accrual (£'m p.a.)*

Motes: employer conributions for ther PRF levy, early refirernants, Pension Saver, life assurance pramiums and

D bhensfis are payable in addtion

" The Employer cost is an overall rade and has not bean adustod for the spacific comfributons payable for
mermbears undar the Weish Waler conirecd

5. Sensitivity to assumptions

Reduction Heduction in cost of
in technical pension accrual

provislans

Change in assumption Ern
Pre-rafirement investment returm increased by 0.25% poa. £12.5m 0.8% of pan pay
E0.Gm poa.
Post-retwement mvestmeant retum increased by 025% pa £28.5m 0.8% of pen pay
E£0.5m p.a.
Price infalian assumpltion reduced by 0.1% p.a. £17.1m 0.7% of pen pay
E0.Sm poa:

(Figures based on sfemative assumplions)

6. Possible longer term funding target

[n the longer term the membacship will be expected to mature and investment strategy
bacome more cautious. Some of this is accounted for within the principle of a lower discount
rate post relirement, although that effect has been weakened somewhat to follow marke!
movements (now gilts plus 1% proposed compared with giits plus 0.5% previously)
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While there is no requirement for immediate attion, the cpportunity 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 i referenced in the Plan’s statement of
funding principles.

| understand that the Company wishas o 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

Liabliity measure &t 3 Janusry 2009 Deficit
Buy-out cost E1.228m EG8Zm
Fension Protection Fund [PPF) £788m E154m
saction 178 vaheation

14518 accounting valuation £763m E118m

The PPF and 14318 measures are used by the Pensions Regulator as trigger poinis for
selecting valuations that it will apply further scrutiny o,

The figures above indicate that the initial valuation resulls, based on the initial assumplions,
do not trigger on elther measure singe both trigger points produce a lower lkability than the
valuation results using the Base assumptions (£881 Bm)

B. Current contribution program

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

Currantly, the Employer contributions are expectad to 1otal 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-Weksh Water members and 15% for the Welsh Water conlract) and £1.7m s
in respact of deficil payments {of which £0.1m is in respect of the Weish Water contract)

The Employers also meat the cost of the levy to the Pension Protection Fund, Ife assurance
pramiums for somea mambers, any benaf avgmentations, early retirement costs and
Employer cantributions to the defined contribution sections of the Plan,

in addition, for members who participdte in the salary sacrifice arrangement (known as
‘Penskon Saver'), the Employers mee! member contributions on their behalf.
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9, Ilustrative recovery plans

The following table shows estimated employer contributions, commencing 1 April 2014,
based on two illustrative recovery perods and the preliminary results of the valuation,

Base assumptions

Coat of benefit Total employer
Recovery period nccrual (amployer) Deficil recovery contribution
Years £ pa. E'rny o, £'m pa,
10 148 348 485
15 145 26.5 411
Alternative assumptions

Coal of benafit Tolal emplayer
Recovery period socrual (smployer) Dafleit resovery eantribution
Years £'mp.a. £'mp.a. £mp.a
10 155 o B 56.3
i5 5.5 3.2 457

The cost of benefit accrual is based on an estimated pensicnable payroll over the whole
recovery perod of £67.8m p.a. Deficit contribufions are assumed (o be fixed annual
armaunts.

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

The length and format of the recovery plan remains 1o be discussed with the Company and
the future development af the Plan’s investment sirategy will be ralevant to this discussion.

John Betts FIA
Schema Actuary

20 February 2008

Th'umdwmmﬂﬂumlmmummrﬂhammkﬂmwmm doas nob comply
fully wilh Ehi Boasd for Achuarial Standards’ Gradancs Mola 8 Funding Defined Eenafilts ~ Fresantabon of Acivaniad Adwos,

This rapor = sckdresaed 1o tha Trustees The calodations In f report use methods and assumplions appropeiate for
revkawing the finardal poaition of the Plan and determining s appoopriate contsizulion fabe Yo the fufune. Mercor does nal
acxep bakility 10 any thind party in resped of Shis report, nor does Mecer pocept llabilty Lo the Trostaed T 1R sivice s e for
any purpose obhar than Bl sladed.

This repord ingy e disciondd 1 any paticinating amplayer and, if iha Trusisss and Marcer consert. (hic repon may b
disclosed ho other pariies
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Appendix
Membership summary as at 31 March 2008

The membership data s summansed below, with figures at the previous valuation-shown for
comparisan,

Active mombars 31 March 2008 31 March 2007
Mumbsar 2,500 2425
Total Pensicnable Pay (£'m) 67.0 633
Averagae Pensionable Pay (£ paj 27 142 26,108
Average age 474 434
Average past service (years) 15.0 154

Mumber of actives at 31 January 2009: 2,329

Membors with deferred banefits 31 March Z008 31 March 2007
Mumbar 1.838 1.834
Tatal deferred pensions revatued to 8.6 83
waluation date (E'm)

Average defarred pansion (£ pa) 4,693 4 529
Average age 454 44 .8

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

Pansloners 31 March 2008 31 March 2007
Mumber #6541 2 558
_Tolal pensions payable (E'm) 248 211
Average pension (€ p.a.) B, 562 B.263
Average age 65,1 64,5

Humber of pensioners al 31 January 2009. 2,745
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Graphs which illustrate the change in the membership profile betwean the valuation at 31
March 2007 and 31 March 2008 are shown below:

Furzar of marnises

B 5 # B H E & B

B

e

| saeen 000 wkation B sarers ol 08 mkomton

A

e
¥ E
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Chata i redation %o memnbers of this Pien was supplied by the Trusiacs, via the Plan's administrator. The accuracy of the dats
wmmﬂdeWMMﬂdﬁmmm#Hyﬁrm
cornplelarass o e acourscy of Ihe Consaguanlly Marsar does nol accapt ey raapact o whse i
has reded an data which is incompiets ar inaccurate.
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