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GOVERNANCE AND REMUNERATION

CHAIRMAN’S
LETTER TO
SHAREHOLDERS
SIR JOHN PARKER, CHAIRMAN

DEAR SHAREHOLDER

In my first corporate governance report on behalf of the Board, I am
pleased to confirm that it was evident to me on my appointment that
the three essential pillars of a successful board were in evidence in
the Pennon boardroom, namely having strong financial control, sound
administration and good governance. I place great importance on all
these facets but maintaining good governance is central to the successful
management of every board and to the creation of shareholder value as
set out in our business model on pages 10 and 11.
I am committed to ensuring that Pennon Group continues to operate
to the highest standards of corporate governance and in my first few
months as Chairman I have reviewed in consultation with the Nonexecutive Directors the Board governance structure. The result is a
more streamlined structure as described in this report on page 62 whilst
ensuring that the water business remains ring-fenced in accordance with
Ofwat regulatory requirements.
The annual report is the principal method of reporting to
our shareholders on the Board’s governance policies and the
practical application of the principles of good corporate governance
set out in the UK Corporate Governance Code (the UK Code).
The UK Code is published on the Financial Reporting Council (FRC)
website, www.frc.org.uk. In accordance with the FRC’s requirements,
we have reported against the latest version of the Code, which is
effective for reporting periods commencing on or after 1 October 2014.
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THE THREE ESSENTIAL
PILLARS OF A SUCCESSFUL
BOARD ARE STRONG
FINANCIAL CONTROL,
SOUND ADMINISTRATION
AND GOOD GOVERNANCE
ROLE OF THE BOARD AND ITS EFFECTIVENESS

My primary role as Chairman is to provide leadership to the
Board and to provide the right environment to enable the
Directors and the Board as a whole to perform effectively to
promote the success of the Company for the benefit of its
shareholders. In doing so we take account of the interests of our
customers, employees, suppliers, the communities in which we
operate and other interested stakeholders including Ofwat, the
Drinking Water Inspectorate, the UK environment agencies and
other regulatory bodies in the UK.
I believe our revised Board structure reinforces the good
governance that was in place before I became Chairman
and will enable us to continue to operate effectively and
cohesively as a Board. It is my responsibility each year to lead a
detailed performance evaluation of the Board and each of the
Committees. The aim is to identify further areas for improvement
and ensure that our knowledge, skills and processes remain
relevant as the Group’s businesses develop and grow. Further
details of the review, which was facilitated by an external
governance consultancy, are set out later in this report.
The revised Board structure also assists in ensuring that all Board
members continue to have appropriate up-to-date knowledge
and understanding of our businesses as we pursue our refreshed
strategy described in the strategic report.
SHAREHOLDER ENGAGEMENT

We maintain appropriate and regular dialogue with our
shareholders to ensure that there is a good understanding of our
rationale for our strategy and our performance actions. It also
allows shareholders to provide feedback on the matters they
consider to be important and any issues which require addressing.
We have a comprehensive investor relations programme. During
the year some 85 meetings and conference calls were held and
Pennon attended six City conferences and salesforce briefings
hosted by investment banks. This engagement covered both
current and prospective shareholders, the majority of which are
institutional, with the remainder being a selection of large private
client investment managers.

The Chief Financial Officer continues to report to the Board
regularly on major shareholders’ views about the Group, and
every six months the Company’s brokers present to the Board on
equity market developments and shareholder perceptions. This
ensures that the Board is fully briefed on the views and aspirations
of shareholders.
I will actively encourage the participation of our shareholders at
our AGMs and will welcome questions on any business issues
affecting the Group. As usual, at our 2016 AGM on 1 July all our
Directors intend to be present together with a number of other
senior executives of our businesses to meet with shareholders to
further explain the developments in the Group.
COMPLIANCE WITH THE UK CORPORATE
GOVERNANCE CODE AND OTHER REQUIREMENTS

I am pleased to report that throughout the year the Company
complied with the provisions and applied the main principles set
out in the UK Code with no exceptions to report.
My introduction to this corporate governance report and the
following sections are made in compliance with the UK Code,
Financial Conduct Authority (FCA) Listing Rule 9.8.6 and FCA
Disclosure and Transparency Rules 7.1 and 7.2 and cover the work
of our Board and its Committees, our internal control systems
and procedures including risk management, our corporate
governance statements relating to share capital and control, our
confirmation of the Company as a going concern and Directors’
responsibility statements. Finally, in accordance with reporting
requirements, on page 101 the Board confirms to shareholders
that the Annual Report and Accounts taken as a whole is fair,
balanced and understandable and provides the information
necessary to assess the Company’s performance, business model
and strategy.
Sir John Parker
Chairman
Pennon Group Plc
24 May 2016

Over the year we also held a series of analyst and investor
briefings focused on particular industry themes and key areas of
our business. These included a Viridor Waste Market Briefing, a
South West Water Briefing on delivering and outperforming the
K6 business plan and an analyst and investor day in Manchester,
including site visits to Viridor’s Runcorn Energy Recovery Facility
and Longley Lane Materials Recycling Facility. In addition to
these events, Pennon held its inaugural Capital Markets Event in
February, focusing on recent Board and management changes and
Group strategy.
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GOVERNANCE AND REMUNERATION

BOARD OF DIRECTORS
The Board considers each of its Non-executive Directors
to be independent in accordance with the UK Corporate
Governance Code.

COMPOSITION as at 31 March

The Board believes its Directors have an appropriate range of
experience to oversee the business of the Group.
(%)

(%)

2015

Executive

37.5

2015

Male

75.0

2015

Non-executive (inc. chairman)

62.5

2015

Female

25.0

2016 Executive
2016 Non-executive (inc. chairman)

EXPERIENCE as at 31 March

43.0
57.0
(%)

2016 Male
2016 Female

71.4
28.6

TENURE as at 31 March

(%)

2015

Industry

37.5

2015

0-3 years

50.0

2015

Finance

50.0

2015

4-6 years

12.5

2015

Governance

12.5

2015

7-10+ years

37.5

2016 0-3 years

57.0
14.0
29.0

2016 Industry
2016 Finance
2016 Governance

43.0
43.0
14.0

2016 4-6 years
2016 7-10+ years

The Board’s target to achieve 25% female representation was achieved early, before the 2014/15 year end. However, during a period of
transition on the Board, the female representation fell to 22% between April and July 2015 but then increased to 28.6% following the
2015 AGM.

CHAIRMAN

GROUP CHIEF EXECUTIVE OFFICER

Sir John Parker

Christopher Loughlin

GBE, FREng, DSc (Eng), ScD (Hon), DSc (Hon),
DUniv (Hon), FRINA

Sir John was appointed to the Board as Deputy Chairman on 1 April
2015 and became Chairman on 1 August 2015. He is also chairman of
the Nomination Committee.
Sir John is recognised as a highly experienced and independent
chairman and brings a wealth of leadership experience across a range
of industries. He was previously the chairman of National Grid Plc,
senior non-executive director and chair of the Court of the Bank of
England, deputy chairman of DP World, joint chair of Mondi and chair
of BVT and P&O Plc.
External appointments
Sir John is the chairman of Anglo American Plc. He is also a
non-executive director of Carnival Corporation and Airbus Group.
Sir John is a Visiting Fellow of the University of Oxford and was
president of the Royal Academy of Engineering from 2011 to 2014.
Sir John’s significant commitments in the year have reduced with his
stepping down as deputy chairman of DP World in July 2015.
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BSc Hons, MICE, CEng, MBA

Chris was appointed to the Board on 1 August 2006 upon joining
Pennon Group as Chief Executive of South West Water. He became
the Group Chief Executive on 1 January 2016. Chris is chairman of
the Pennon Executive Management Board and a member of the
Sustainability Committee.
Chris was previously chief operating officer with Lloyds Register
and earlier in his career was an executive director of British Nuclear
Fuels Plc and executive chairman of Magnox Electric Plc. He was
also a senior diplomat in the British Embassy, Tokyo. Chris started
his career as a chartered engineer working in both the consulting
and contracting sectors and subsequently held a number of senior
positions with British Nuclear Fuels. Between April 2008 and March
2012 he was chairman of Water UK.
External appointments
Currently Chris is vice chairman of the Cornwall Local Enterprise
Partnership and a trustee and member of the audit committee
of WaterAid. He is a board member (and past president) of the
Institute of Water.
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DIRECTORS

Martin Angle

Neil Cooper

Susan Davy

Independent Non-executive Director
Martin was appointed to the Board on
1 December 2008. He is chairman of
the Remuneration Committee and a
member of the Audit, Nomination and
Sustainability Committees.
Formerly, Martin had senior positions with
Terra Firma Capital Partners and various
of its portfolio companies, including the
executive chairmanship of Waste Recycling
Group Limited. Before that he was the
group finance director of TI Group Plc
having previously held a number of senior
investment banking positions with SG
Warburg & Co. Ltd, Morgan Stanley and
Dresdner Kleinwort Benson.
During the year, having completed his full
terms of office, he retired from the boards
of OAO Severstal, Shuaa Capital psc and
the National Exhibition Group where he
was chairman.

Independent Non-executive Director
Neil joined the Board on 1 September 2014.
He is chairman of the Audit Committee and
is currently a member of the Remuneration
and Nomination Committees.
Neil was previously group finance director
of William Hill Plc and before that he was
group finance director of Bovis Homes
Group Plc. He also held senior finance
roles with Whitbread Plc, worked for
PricewaterhouseCoopers as a management
consultant and held a number of roles with
Reckitt & Colman Plc.

Chief Financial Officer
Susan joined the Board on 1 February 2015.
She is a member of the Pennon Executive
Management Board. Susan is a graduate
qualified chartered accountant with 20 years’
experience in the utility sector.
Susan was previously finance and regulatory
director of South West Water, a position to
which she was appointed in August 2007.
Prior to joining Pennon Group she held
a number of senior posts with Yorkshire
Water including head of regulation and head
of finance in its Waste Water Unit and was
head of finance for Brey Utilities, a joint
venture company owned by Yorkshire Water
and Earthtech Engineering Limited.

BSc Hons, FCA, MCSI

BSc Hons, FCMA

External appointments
Neil is currently the chief financial officer of
Barratt Developments Plc.

External appointments
Martin is currently the senior independent
director at Savills Plc, the vice chairman
and non-executive director of the FIA
Foundation, and the adviser to the board of
the Commercial Bank of Dubai.

BSc Hons, ACA

External appointments
Susan is a council member of
CBI South West.

GROUP COMPANY
SECRETARY

Ian McAulay

Gill Rider

Helen Barrett-Hague

Chief Executive, Viridor
Ian was appointed to the Board on 9
September 2013. He is chairman of
the Viridor Executive Management
Board and a member of the Pennon
Executive Management Board and the
Sustainability Committee.
Ian was previously chief of global strategy and
corporate development with MWH Global
based in the US, and before that he was the
managing director, capital programmes, at
United Utilities Plc. Ian started his career as
a consulting civil engineer and held a number
of positions with Crouch & Hogg in Glasgow
and subsequently Montgomery Watson,
which merged in 2001 with Harza to form
MWH Global.

Senior Independent Director
Gill was appointed to the Board on 1
September 2012. She is chairman of
the Sustainability Committee and a
member of the Audit, Remuneration and
Nomination Committees.
Formerly, Gill was head of the Civil Service
Capability Group in the Cabinet Office
reporting to the Cabinet Secretary and
prior to that held a number of senior
positions with Accenture LLP culminating in
the post of chief leadership officer for the
global firm. She was previously president
of the Chartered Institute of Personnel and
Development and a non-executive director
of De La Rue Plc.
External appointments
Gill currently holds non-executive
directorships with Charles Taylor Plc, where
she is senior independent director, and
Intertek Group Plc. She is chairman of both
their remuneration committees. She is also
chair of the council (board) of the University
of Southampton.

Group General Counsel &
Company Secretary
Helen joined Pennon Group as Group
General Counsel & Company Secretary to
the Board in March 2016.
She began her career in private practice
before moving in-house in 1999. Helen
subsequently held positions of increasing
responsibility with the Generics Group
AG, Aveva Group Plc and Alent Plc. She
has worked both in the UK and overseas
and has extensive corporate experience,
including capital raisings, initial public
offerings, corporate restructuring, mergers
and acquisitions. She has previously held a
number of non-executive directorships.

BEng, CEng, MICE, MCIWEM

External appointments
Ian is a member of the board of the
Environmental Services Association, the
Greater Manchester Low Carbon Hub
board and the Scottish Government’s 2020
Climate Group.

CB, PhD, CCIPD

Solicitor, LLB Hons
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GOVERNANCE AND REMUNERATION

THE BOARD AND ITS
GOVERNANCE FRAMEWORK
The Board and its new governance framework introduced in April 2016, which
incorporates a ‘plenary’ style of operation, is set out below. The Board has a
‘matters reserved’ schedule setting out its responsibilities, and each Committee
has a detailed terms of reference setting out its responsibilities, accountabilities
and reporting obligations to the Board. Further details of the responsibilities
of the Pennon Group Board Committees are set out in the report of each
Committee on pages 66 to 76. These, together with the risk management and
internal control frameworks described on pages 51 and 65, form an effective
and robust governance structure designed to manage and develop the Group in
accordance with the Group’s strategy to maintain and grow shareholder value.

THE BOARD
Consisting of the Chairman, the Group Chief Executive Officer, the Chief Financial Officer, the
Viridor Chief Executive and three independent Non-executive Directors. In addition, three
independent South West Water non-executive directors attend Board meetings and contribute
to the Board’s discussions.
AUDIT COMMITTEE

Members: three independent Pennon Non-executive
Directors. Two independent South West Water
non-executive directors attend Committee meetings and
contribute to the Committee discussions
REMUNERATION COMMITTEE

Members: three independent Pennon Non-executive
Directors. Two independent South West Water
non-executive directors attend Committee meetings and
contribute to the Committee discussions

GROUP EXECUTIVE
MANAGEMENT BOARD
Chaired by the Group Chief Executive
Officer and consisting of principal
executives of the Group

NOMINATION COMMITTEE

Members: the Chairman and three independent
Pennon Non-executive Directors with three
independent South West Water non-executive
directors attending when South West Water
matters are considered
SUSTAINABILITY COMMITTEE

Members: two independent Pennon
Non-executive Directors and two Executive
Directors. Two independent South West Water
non-executive directors attend Committee
meetings and contribute to Committee discussions

SOUTH WEST WATER
EXECUTIVE
MANAGEMENT BOARD
Chaired by the South West
Water Managing Director and
consisting of principal executives
of South West Water

VIRIDOR EXECUTIVE
MANAGEMENT
BOARD

Chaired by the Viridor Chief
Executive and consisting of
principal executives of Viridor

The South West Water board continues to operate as a separate independent board for regulatory and
statutory purposes and consists of the Chairman, the Group Chief Executive Officer, the Managing Director
and the Finance Director of South West Water, and six independent non-executive directors.
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BOARD COMPOSITION AND INDEPENDENCE

At the end of the year the Board of Directors comprised the Chairman, three Executive Directors and three Non-executive Directors.
All of the Non-executive Directors were considered by the Board to be independent throughout the year. None of the relationships
or circumstances set out in provision B.1.1 of the UK Corporate Governance Code (the UK Code) applied to the Directors listed
on the next page other than in respect of Gerard Connell who retired on 31 July 2015. While Gerard had served on the Board for
more than nine years since his first election, he was determined by the Board to be independent, and the Board was satisfied that he
demonstrated independence of character and judgement in the performance of his role on the Board up to the date of his retirement.
Sir John Parker, who was appointed to the Board on 1 April 2015 as Deputy Chairman, succeeded Ken Harvey as Chairman following
the 2015 Annual General Meeting. Sir John met the independence criteria set out in provision B.1.1 of the UK Code on his appointment
as Chairman and there have been no significant changes to his external commitments since his appointment.
Following the acquisition of Bournemouth Water in April 2015, Chris Loughlin and Gerard Connell were appointed as non-executive
directors on the Bournemouth Water board. That board, following the merger of South West Water and Bournemouth Water on 31
March 2016, ceased to operate and was disbanded.
All Directors are subject to re-election each year in accordance with provision B.7.1 of the UK Code.
DIRECTORS’ SKILLS AND ROLES

All of the Non-executive Directors are considered to have the appropriate skills, experience in their respective disciplines and
personality to bring independent and objective judgement to the Board’s deliberations. Their biographies and the experience chart on
pages 60 and 61 demonstrate collectively a broad range of business, financial and other relevant experience.
Neil Cooper is chairman of the Audit Committee and in accordance with the UK Code and FCA Disclosure and Transparency Rule
7.1.1 he has recent and relevant financial experience (as set out in his biography on page 61). Martin Angle is also a member of the Audit
Committee and he has relevant financial experience as set out in his biography on page 61.
There is a clear separation of responsibilities between the Chairman and the Group Chief Executive divided between managing the
Board and the business, while they of course maintain a close working relationship.
All the Directors are equally accountable for the proper stewardship of the Group’s affairs but they do have specific roles, which
include those set out below:
Position

Director

Role

Chairman

Sir John Parker

• Leading the Board and setting its agenda
• Promoting the highest standards of integrity and probity and ensuring good and effective governance
• Managing Board composition, performance and succession planning
• Providing advice, support and guidance to the Group Chief Executive
• Representing the Group and being available to shareholders
• Discussing separately with the Non-executive Directors performance and strategic issues

Group
Chief Executive
Officer

Chris Loughlin

• Managing the Group and providing executive leadership
• Developing and proposing Group strategy
• Leading the operation of the Group in accordance with the decisions of the Board
• Co-ordinating with the Chairman on important and strategic issues of the Group and providing input to
the Board’s agenda
• Contributing to succession planning and implementing the organisational structure
• Leading on acquisitions, disposals, business development and exploiting Group synergies
• Managing shareholder relations

Senior
Independent
Director

Gill Rider

• Assisting the Chairman with shareholder communications and being available as an additional point of
contact for shareholders
• Being available to other Non-executive Directors if they have any concerns that are not satisfactorily
resolved by the Chairman
• Leading the annual evaluation of performance of the Chairman with the other Non-executive Directors

Executive
Directors

Susan Davy
Ian McAulay

• Supporting the Group Chief Executive Officer in providing executive leadership and developing
Group strategy
• Reporting to the Board on performance and developments within their business areas
• Implementing decisions of the Board
• Managing their own specific business responsibilities

Non-executive
Directors

Martin Angle
Neil Cooper
Gill Rider

• Critically reviewing the strategies proposed for the Group
• Critically examining the operational and financial performance of the Group
• Evaluating proposals from management and constructively challenging management’s recommendations
• Contributing to corporate accountability through being active members of the Committees of the Board

www.pennonannualreport.co.uk/2016
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GOVERNANCE AND REMUNERATION

THE BOARD AND ITS
GOVERNANCE FRAMEWORK
CONTINUED

BOARD ATTENDANCE, OPERATION AND ACTIVITIES

The Directors and their attendance at the 10 scheduled meetings
of the Board during 2015/16 are shown below:
Members
Kenneth Harvey
(Chairman until 31 July 2015)
Sir John Parker
(Deputy Chairman and
Non‑executive Director
until 31 July 2015 and
Chairman thereafter)

Appointment
date

Attendance

March 1997

4/4

April 2015

9/10

December 2008

10/10

October 2003

4/4

Neil Cooper

September 2014

9/10

Gill Rider

September 2012

10/10

February 2015

10/10

August 2006

10/10

September 2013

10/10

Gerard Connell

Executive Directors:
Susan Davy
Christopher Loughlin
Ian McAulay

Sir John Parker and Neil Cooper were each unable to attend a
Board meeting on one occasion due to a prior commitment that
was scheduled before their appointment to the Board.
In accordance with the governance framework set out on page
62, the Board has a schedule of matters reserved for its decision.
The Board delegates more detailed consideration of certain
matters to Board Committees, to the Executive Directors
and to the Group General Counsel & Company Secretary, as
appropriate. The matters reserved to the Board include:
• approval of the full-year and half-year results announcements
• the approval of the Annual Report and Accounts (including the
financial statements)
• all acquisitions and disposals
• major items of capital expenditure
• authority levels for other expenditure
• risk management process and monitoring of risks
• approval of the strategic plan and annual operating budgets
• Group policies, procedures and delegations
• appointments to the Board and its Committees.
The Pennon Group Board now operates as a plenary board
covering Group and Viridor matters and separately, when
appropriate, as the board of South West Water. This is to ensure
governance of South West Water in compliance with Ofwat’s
principles on board leadership, transparency and governance.
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Under the guidance of the Chairman, all matters before the
Board are discussed openly. Presentations and advice are received
frequently from other senior executives within the Group
and from external advisers to facilitate the decision-making of
the Board.
BOARD SUPPORT AND TRAINING

Non-executive Directors:
Martin Angle

The Board operates by receiving written reports circulated usually
in advance of the meetings from the Executive Directors and the
Group General Counsel & Company Secretary on matters within
their respective business areas of the Group. When appropriate,
the Board also receives presentations on key areas of the business
and undertakes site visits to gain a better understanding of the
operation of business initiatives.
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Directors have access to the advice and services of the Group
General Counsel & Company Secretary, and the Board has
an established procedure whereby Directors, in order to fulfil
their duties, may seek independent professional advice at the
Company’s expense.
Newly appointed Directors receive a formal induction which
includes an explanation of the Group structure, regulatory and
legal issues, the Group governance framework and policies, the
Group’s approach to risk management and its principal risks
(financial and non-financial), duties and obligations (including
protocols around conflicts of interest and dealing in shares), and
the current activities of the Board and its Committees. Directors
also visit operating facilities across the Group and have meetings
with staff to receive briefings on key processes and systems.
The training needs of Directors are reviewed as part of the
Board’s performance evaluation process each year. Training
consists of attendance at external courses organised by
professional advisers and also internal presentations from
senior management.
PERFORMANCE EVALUATION

The Board has well-developed internal procedures to evaluate
the performance of the whole Board, each Committee, the
Chairman, each individual Director and the Group General
Counsel & Company Secretary.
The evaluation of the performance of the Board and its
Committees was facilitated by an external governance
consultancy, Lintstock. All participants’ views were sought via an
online questionnaire on a range of questions that were designed
by Lintstock following consultation with the Chairman and
the Group General Counsel & Company Secretary to ensure
objective evaluation of performance. Responses were then
analysed and summarised by Lintstock for the Board and each
Committee to consider and determine possible improvement
areas. Apart from providing services relating to pension scheme
board and committees’ performance evaluations and an insider
list governance system, Lintstock has no other connection with
the Company.

OVERVIEW
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The Board considered the 2015/16 performance evaluation which
it concluded was a thorough and valuable assessment of Board
performance although it was recognised that the new governance
structure had only just been introduced and therefore there
was a need to allow it to ‘bed in’ before further review.
Nevertheless some actions were considered desirable to improve
performance which related to a further drive to achieve more
succinct reporting by executives and careful time management
by the Board to ensure critical matters and strategic issues were
fully considered. The Board has agreed a performance action
plan against which the Group Company Secretary will monitor
developments during the year and ensure, in conjunction with
the Chairman and Executive Directors, that the agreed actions
are implemented.
The main area for action that had been identified as a result of
the 2014/15 performance evaluation (namely a focus on strategy
at a time of transition with the new Chairman) has been followed
up during the year and has resulted in a refreshed strategy
as outlined on page 8 and described in more detail on pages
14 to 17.
The Chairman’s performance was evaluated separately
by the Non-executive Directors, led by the Senior
Independent Director.
BOARD COMMITTEES’ TERMS OF REFERENCE

In accordance with Group policies, a range of key matters are
delegated to the Board’s Committees as set out on pages 66 to
76 of this governance report.

GOVERNANCE

FINANCIAL STATEMENTS

The Board confirms that it applies procedures in accordance
with the UK Code and the FRC Internal Control Guidance which
brings together elements of best practice for risk management
and internal control by companies. The Board’s risk framework
described on page 51 in the strategic report provides for the
identification of key risks including environmental, social and
governance (ESG) risks in relation to the achievement of the
business objectives of the Group, monitoring of such risks and
ongoing and annual evaluation of the overall process.
As part of the review of the effectiveness of the system of
risk management and internal control under the Group risk
management policy, all Executive Directors and senior managers
are required to certify on an annual basis that they have effective
controls in place to manage risks and to operate in compliance
with legislation and Group procedures.
The Group also has policies covering suspected fraud, anti-bribery
and whistleblowing. Allegations of misconduct and irregularity
are thoroughly investigated and follow-up action in respect of the
Group’s control environment is taken when appropriate. In the
normal course of business, investigations into irregularities may be
ongoing as of the date of the approval of the financial statements.
The Group’s processes and policies serve to ensure that a
culture of effective control and risk management is embedded
throughout the Group and that the Group is in a position to
react appropriately to new risks as they arise. Details of key risks
affecting the Group are set out in the strategic report on pages
52 to 54.

The terms of reference of each of the Board’s Committees are
set out on the Company’s website www.pennon-group.co.uk
or available upon request to the Group Company Secretary.
DEALING WITH DIRECTORS’ CONFLICTS OF INTEREST

In accordance with the directors’ interest provision of the
Companies Act 2006 and the Company’s Articles of Association,
the Board has in place a procedure for the consideration and
authorisation of Directors’ conflicts or possible conflicts with the
Company’s interests.
RISK MANAGEMENT AND THE GROUP’S SYSTEM OF
INTERNAL CONTROL

The Board is responsible for maintaining the Group’s system of
internal control to safeguard shareholders’ investment and the
Group’s assets and for reviewing its effectiveness. The system
is designed to manage rather than eliminate the risk of failure
to achieve business objectives and can only provide reasonable
and not absolute assurance against material misstatement or
loss. There is an ongoing process for identifying, evaluating and
managing the significant risks faced by the Group that has been in
place throughout 2015/16 and up to the date of the approval of
this Annual Report and Accounts.
The Group’s system of internal control has been further reviewed
to take account of the FRC’s new ‘Guidance on Risk Management,
Internal Control and Related Financial and Business Reporting’
(FRC Internal Control Guidance), which is applicable to reporting
periods beginning on or after 1 October 2014.
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GOVERNANCE AND REMUNERATION

BOARD COMMITTEES’
REPORTS
THE AUDIT COMMITTEE REPORT
Dear Shareholder
I am pleased to introduce the Audit Committee’s report in my
first full year as chairman of the Committee.
The principal responsibilities of the Committee are focused
firstly on the appropriateness of the Group’s financial reporting,
including the accounting judgements made in preparing reporting,
secondly the ongoing effectiveness of the internal control
environment and thirdly the risk management processes across
the Group, including challenging and testing the Group’s risk
appetite. Monitoring and reviewing the effectiveness of the
external auditor and the internal audit function is an important
element of the Committee’s assurance activities. These
responsibilities are discharged throughout the year in accordance
with the calendar of business of the Committee, which is
designed to allow sufficient time for their consideration whilst also
permitting time to be spent on related key financial matters.
New significant matters considered during the year included
a review of the Group’s delegated authorities and financial
procedures which, following the appointment of a Group Chief
Executive Officer for the first time, were refreshed to ensure
ongoing alignment with Group requirements and the risk profiles
of the businesses, and a review of the long-lived asset cash
generating units (CGUs) within Viridor, which were realigned to
ensure they remained consistent with the evolving operational
and management focus of the business.
The Committee has also reviewed progress on Viridor’s
Enterprise (business transformation and systems integration)
solution, which is progressing on a multi-year timescale, to ensure
assurance protocols are in place, and the internal controls and
audit systems in place in Bournemouth Water which was acquired
in April 2015. It was pleasing to note that they were determined
to be robust and appropriate to the size of the business.
We are mindful of the revisions to the UK Corporate Governance
Code (the UK Code) and supporting FRC guidance on risk
reporting. As a result, we have further reviewed the risk
management processes in place across the Group and have
endorsed the establishment of a new Group executive risk
management forum to assess risk appetite and monitor key
risks and their mitigation. More detail on our risk management
processes, principal risks and their mitigation can be found on pages
51 to 55. Aligned with this we have also assessed the Company’s
viability over a period of five years, which we consider to be
aligned with key business cycle periods in the water business and
the longer-term nature of Viridor’s ERF assets, as well as being
reasonable in terms of our ability to look forward with some
certainty in the business and regulatory environment in which the
Company operates. Our viability statement is reported on page 55.
As part of the half-year and year-end reporting review process,
we reviewed and challenged the key judgements of management
as set out on page 68. Significant matters considered by the
Committee both during the year and in relation to the year-end
financial statements are explained in this report.
Neil Cooper
Audit Committee Chairman

66

PENNON GROUP PLC ANNUAL REPORT 2016

AUDIT COMMITTEE COMPOSITION
AND MEETINGS

The membership of the Committee, together with appointment
dates and attendance at meetings during 2015/16, is set out below:
Members

Appointment date

Attendance

September 2014

7/7

October 2003

2/2

Martin Angle

December 2008

7/7

Gill Rider

September 2012

7/7

Neil Cooper
(Committee chairman)
Gerard Connell*

* Retired on 31 July 2015

Other regular attendees to our meetings during the year included:
• Group Chief Executive (following appointment on 1 January 2016)
• Group Director of Finance (now retitled Chief
Financial Officer)
• Chief Executive, South West Water (until 31 December 2015)
• Chief Executive, Viridor
• Group General Counsel & Company Secretary
• Managing Director, South West Water (following appointment
on 1 January 2016)
• Finance Director, South West Water
• Finance Director, Viridor
• Group Financial Controller
• Group Audit Manager
• External auditor.
In preparation for the revised governance structure (detailed on
page 62) two South West Water non-executive directors, Martin
Hagen and Lord Matthew Taylor, also attended the last two
meetings of the Committee in the year.
In addition, the Chairman of the Group, Ken Harvey until 31
July 2015 and Sir John Parker as his successor from this date, has
had an open invitation to attend the Committee meetings. In
the last year the Chairman has attended those meetings where
the Committee has reviewed the half-year and full-year financial
results of the Group.
In accordance with the UK Code, the Board is satisfied that Neil
Cooper and Martin Angle have recent and relevant financial
experience and also, in accordance with FCA Rule Disclosure and
Transparency Rule 7.1.1R, have competence in accounting and/or
auditing. Details of each Director’s significant current and prior
appointments are set out on pages 60 and 61.
All of the Committee members are also members of the
Remuneration Committee, which allows them to provide
input into both Committees on any Group performance
matters and on the management of any risk factors relevant to
remuneration matters.
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NEIL COOPER, AUDIT COMMITTEE CHAIRMAN

SIGNIFICANT MATTERS CONSIDERED BY THE COMMITTEE

The calendar of business of the Committee provides a framework for ensuring that it manages its affairs efficiently and effectively
throughout the year and is able to concentrate on the key matters that affect the Group.
The most significant matters that the Committee considered and made decisions on during the year and, where appropriate, since the
year end, are set out below:
Financial reporting

• Monitored the integrity of the financial statements of the Group and the half-year and full-year results announcements
relating to the Group’s financial performance, including reviewing and discussing significant financial reporting
judgements contained in the statements.
• After a detailed review in accordance with its established process, advised the Board that the Annual Report and
Accounts is fair, balanced and understandable in accordance with reporting requirements and recommended their
approval for publication.

Internal control and
compliance

• Quarterly review of internal audit reports on core systems and processes across the Group, including Group treasury,
credit management, reactive operational maintenance, payroll, procurement practices, energy recovery facility control
environment, information security and IT risks, water leakage management, customer facing processes including billing
and collection, and business continuity management.
• Reviewed internal control framework for the Group.
• Monitored performance on specific matters including Viridor’s Project Enterprise (business transformation project).

External auditor

• Considered auditor’s report on its review of the annual results focusing on key findings.
• Assessed external auditor and its effectiveness in respect of the previous year’s external audit process.
• Recommended to the Board reappointment of the external auditor for approval at the Annual General Meeting with
the Committee being authorised to agree the external auditor’s remuneration.
• Considered and approved the audit plan and audit fee proposal for the external auditor.
• Monitored the provision of non-audit services.

Risk management

• Reviewed the risk management framework and compliance with that framework during the year and after the year-end
up until the publication of the Company’s annual report.
• Reviewed the assessment of the risks by the Executive Directors and considered risk appetite.
• Reviewed the Group risk register and considered appropriate areas of focus and prioritisation for the audit work
programme for the year.
• Received as part of the risk management review the annual report on any whistleblowing.
• Introduced regular ‘deep dives’ at Committee meetings on specific areas.

Governance

• Discussed the annual evaluation exercise of the Committee and agreed action plans to further improve the
Committee’s performance.
• Reviewed new annual report disclosure requirements including the audit report.
• Considered and approved Group accounting policies used in the preparation of the financial statements.
• Reviewed a number of updated Group policies covering financial delegations, foreign exchange, whistleblowing and
suspected fraud, anti-bribery and other irregularities.
• Confirmed compliance with the UK Code.
• Regularly held separate meetings with the external auditor and the Group Internal Audit Manager without members of
management being present.

www.pennonannualreport.co.uk/2016
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GOVERNANCE AND REMUNERATION

BOARD COMMITTEES’
REPORTS CONTINUED
THE AUDIT COMMITTEE REPORT CONTINUED
In respect of the monitoring of the integrity of the financial
statements, which is a key responsibility of the Committee
identified in the UK Code, the significant areas of judgement
considered in relation to the financial statements for the
year ended 31 March 2016 are set out in the following table,
together with details of how each matter was addressed by the
Committee. At the Committee’s meetings throughout the year
the Committee and the external auditor have discussed the
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significant matters arising in respect of financial reporting during
the year and the areas of particular audit focus, as reported
on in the independent auditor’s report on pages 104 to 113.
In addition to the significant matters set out in the table below,
the Committee considered a range of other areas including
presentational issues, in particular relating to non-underlying
disclosure and changes to asset lives following external
expert review.

Area of focus by the Committee

How the matter was addressed by the Committee

Revenue recognition

Once again there were a number of judgement areas in respect of revenue recognition relating to income
from measured water services, estimates of timing of receipt of unmeasured revenue, accounting for revenue
from long-term service concession arrangements under IFRIC 12 and calculation of accrued income on waste
management contracts and powergen. The Committee relied on South West Water’s track record of assessing
an appropriate level of accrual at previous year ends given actual outturns and Viridor’s internal processes for
analysing complex long-term contracts. The Committee also considered the work in respect of these areas at
year end by the external auditor who was satisfied with the approach taken in each business.

Non-current asset impairment
review and provisions

Recognising that the value of certain non-current assets and long-term environmental provisions within
Viridor is sensitive to changes in assumptions over future discount rates and cash flow projections which
require judgement, the Committee pays careful attention to asset impairment and provisions and the review
of goodwill. In addition, in the year management reviewed the evolving structure of the cash generating units
(CGUs) with the objective of ensuring the determination of CGUs remained consistent with both the waste
market and Viridor’s operating model. The change in CGU determination resulted in impairment reversals
and charges being recognised in the year. This key area was also reviewed as part of the year-end audit by the
external auditor. Following a detailed review of the analysis undertaken, and consideration of management
assumptions in relation to the revised structure of the CGUs, the Committee was satisfied that a robust and
consistent approach had been followed and that the management’s assertion that goodwill and intangible assets
were not impaired was reasonable, and therefore the Committee were able to approve the disclosures in the
financial statements.

South West Water and Viridor
bad and doubtful debts

Regular updates on progress against debt collection targets and other contractual payments due are received
by the Board. Performance is monitored regularly against South West Water’s historical collection record
and the track record of other companies in the sector. At the year end the external auditor reported on the
work it had performed, which together with the detailed analysis reported on to the Committee enabled the
Committee to conclude that the management’s assessment of the year-end position was reasonable.

Provisions for uncertain tax
positions

It has been and remains the general policy of the Group to take a balanced view of its tax position and only
release tax provisions when matters under discussion are expected to be cleared by HM Revenue & Customs.
At the year end the Chief Financial Officer provided an update to the Board on progress in resolving a number
of tax positions the background to which had been considered in detail by the Committee on a regular basis as
part of progress reports from the Chief Financial Officer. It was noted that where appropriate expert external
legal advice and other specialist taxation advice had been sought which assisted the Committee in forming a
view on the appropriateness of the provisions for uncertain tax positions and related tax disclosures in the
financial statements.

Going concern basis for the
preparation of the financial
statements and viability statement

A monthly report from the Chief Financial Officer on the financial performance of the Group including
forward-looking assessments of covenant compliance and funding levels under differing scenarios is provided
to the Board. Rolling five-year strategy projections and the resultant headroom relative to borrowings is also
regularly reviewed by the Board. At each half-year end the Chief Financial Officer prepares for consideration by
the Committee a report focusing on the Group’s liquidity over the 12-month period from the date of signing
either the annual report or half-year results. This year the Committee has also considered a report from the
Chief Financial Officer on the Group’s financial viability over an appropriate period, which the Board considers
to be five years, in connection with the new UK Corporate Governance Code requirement for a viability
statement to be given by the Board. Consideration of these reports and constructive challenge on the findings
of the reports, including the scenario testing carried out by management, has enabled the Committee to
form its assessment and satisfy itself that it remains appropriate for the Group to continue to adopt the going
concern basis of accounting in the preparation of the financial statements and in addition advise the Board on
providing the viability statement set out on page 55.
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EFFECTIVENESS OF THE EXTERNAL AUDIT PROCESS

Receiving high quality and effective audit services is of paramount
importance to the Committee. We continue to monitor
carefully the effectiveness of our external auditor as well as its
independence, bearing in mind that it is recognised there is a need
to use our external auditor’s firm for certain non-audit services.
We have full regard to the Auditing Practices Board’s Ethical
Standards and ensure that our procedures and safeguards meet
these standards.
The current external auditor was appointed following a
comprehensive audit tender process and approval by shareholders
at the Company’s 2014 AGM. Their reappointment was approved
at the 2015 AGM.
The external auditor produced a detailed audit planning report
in preparation for the year-end financial statements, which has
assisted the auditor in delivering the timely audit of the Group’s
annual report and financial statements.
The effectiveness review of the external auditor is undertaken
as part of the Committee’s annual performance evaluation.
The review demonstrated that there was satisfaction with the
performance of the external auditor. Accordingly, the Committee
considered that it is appropriate that the external auditor be
re-appointed and has made this recommendation to the Board.
The Committee chairman has also met privately with the
external auditor.
AUDITOR INDEPENDENCE

The Committee carefully reviews on an ongoing basis the
relationship with the external auditor to ensure that the auditor’s
independence and objectivity is fully safeguarded.
The external auditor reported on their independence in the
year and since the year end and confirmed to the Committee
that they have complied with the Auditing Practices Board’s
Ethical Standards and, based on their assessment, that they were
independent of the Group.
PROVISION OF NON-AUDIT SERVICES

The Committee has a restrictive policy for the engagement of
the external auditor’s firm for non-audit work. The policy is for
non-audit fees not to exceed 70% of the audit fee for statutory
work. Where fees for non-audit work exceed 50% of the
annual audit fees (but are less than 70%), the Committee must
be notified of the assignment with a summary report on the
background and the reasons for using the auditor for the work.
In exceptional circumstances, where there is good rationale for
the auditor’s non-audit fees to exceed 70%, the Chief Financial
Officer is required to set out in a report to the Committee
the reasons why the auditor’s firm should be appointed for any
such work. The Committee would carefully review whether it
was necessary for the auditor’s firm to carry out such work and
would only grant approval for the firm’s appointment if it was
satisfied that the auditor’s independence and objectivity would be
fully safeguarded. If there was another accounting firm that could
provide the required level of experience and expertise in respect
of the non-audit services, then such firm would be chosen in
preference to the external auditor.
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The level of non-audit fees payable to the external auditor for
the past year is 15.74% of the audit fee, which is well within the
Group’s 70% non-audit fee limit.
The Chief Financial Officer regularly reports to the Committee
on the extent of services provided to the Company by the
external auditor and the level of fees paid. The fees paid to
the external auditor’s firm for non-audit services and for audit
services are set out in note 7 to the financial statements on
page 132.
INTERNAL AUDIT

The internal audit activities of the Group are a key part of the
internal control and risk management framework of the Group.
At Group level there is a long-standing and effective centralised
internal audit service led by an experienced head of function who
makes a significant contribution to the ability of the Committee to
deliver its responsibilities.
A Group internal audit plan is approved usually in September
each year. It takes account of the principal risks, the activities to be
undertaken by the external auditor, and also the Group’s annual
and ongoing risk management reviews. This approach seeks
to ensure that there is a programme of internal and external
audit reviews focused on identified key risk areas throughout
the Group.
The Group Internal Audit Manager reports quarterly to the
Committee on audit reviews undertaken and their findings,
and there are regular discussions, correspondence and private
meetings between the Group Internal Audit Manager and the
Committee chairman.
FAIR, BALANCED AND UNDERSTANDABLE ASSESSMENT

To enable the Committee to advise the Board in making its
statement that it considered that the Company’s Annual Report
and Accounts is fair, balanced and understandable (FBU) on page
101, the Committee has applied a detailed FBU review framework
that takes account of the Group’s well-documented verification
process undertaken in conjunction with the preparation of the
Annual Report and Accounts. This is in addition to the formal
process carried out by the external auditor to enable the
preparation of the independent auditor’s report, which is set out
on pages 104 to 113.
In preparing and finalising the 2016 Annual Report and Accounts,
the Committee considered a report on the actions taken by
management in accordance with the FBU process and an FBU
assessment undertaken by each Group executive management
board. This assisted the Committee in carrying out its own
assessment and being able to advise the Board that it considered
that the Annual Report and Accounts taken as a whole is fair,
balanced and understandable and provides the information
necessary for shareholders to assess the Company’s performance,
business model and strategy.
STATEMENT OF COMPLIANCE WITH CMA ORDER

Having undertaken a competitive audit tender process in
2014, the Company is in compliance with the Statutory Audit
Services for Large Companies Market Investigation (Mandatory
Use of Competitive Tender Processes and Audit Committee
Responsibilities) Order 2014.

www.pennonannualreport.co.uk/2016
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BOARD COMMITTEES’
REPORTS CONTINUED
THE SUSTAINABILITY COMMITTEE REPORT
Dear Shareholder
I am pleased to introduce the Sustainability Committee’s report on its annual activities. Sustainability remains
an integral part of Pennon’s strategy, and the Group continues to take this responsibility very seriously in
all its business and operational practices. Our investment and our commitment to high levels of service
and performance will contribute to meeting our communities’ long-term needs – for water, energy and
waste management.
The role of the Sustainability Committee is to bring together and review initiatives that drive sustainability, to
approve targets and to monitor the progress made in achieving Pennon’s strategic sustainability objectives.
Those objectives are set out on page 72.
The implementation of the new governance structure (as explained on page 62) was introduced formally on
1 April 2016, and we have been pleased to welcome two South West Water non-executive directors to the
Committee. Neil Cooper stood down from the Committee on 1 April 2016.
We continue to apply the best practice framework published by Business in the Community (BitC), a leading
business-led charity that promotes responsible business, and use the structure provided through BitC’s key
areas of sustainability (marketplace, workplace, community and environment) for reviewing our programmes
and the performance of both South West Water and Viridor as they work to achieve the highest standards of
corporate responsibility.
On pages 10 and 11 we show how a thorough approach to sustainability helps us to draw together the needs
of society with the delivery of commercial success. This theme is expanded upon by Chris Loughlin in his Group
Chief Executive’s review, which explains how the Group’s strategy of investment for growth allows us to deliver
for the benefit of our customers, the environment and the communities we serve, as well as build shareholder
value. Details and examples of how South West Water and Viridor are implementing this strategy are provided
in the sections on Customers and Communities and Our Environment. We are pleased to note the results in
both businesses, which confirm sustainability is indeed integrated in all we do.
Gill Rider
Sustainability Committee Chairman
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GILL RIDER, SUSTAINABILITY COMMITTEE CHAIRMAN

SUSTAINABILITY COMMITTEE COMPOSITION
AND MEETINGS
Members

Appointment date

Attendance

Gill Rider (chairman)

September 2012

6/6

Martin Angle

December 2008

6/6

Gerard Connell*

November 2006

3/3

Neil Cooper

September 2014

5/6

Christopher Loughlin

November 2006

6/6

Ian McAulay

September 2013

6/6

* Retired on 31 July 2015

Two South West Water independent non-executive directors,
Steve Johnson and Lord Matthew Taylor, were invited to attend
the last two Committee meetings of the year in preparation for
the revised governance structure (detailed on page 62).
During the year the Sustainability Committee worked with the
South West Water sustainability committee and the Viridor
board which, prior to the new Group governance framework
coming into effect, directed sustainability activities for their
respective organisations, to ensure that the Group’s sustainability
objectives are met. The subsidiaries develop a range of targets as
part of their business planning processes and monitor and report
progress throughout the year.

During the year the Committee considered a wide range of
matters in accordance with its terms of reference, including:
• the Group’s health and safety performance and plans
• pollution and compliance performance
• performance in respect of customer service and engagement,
in particular South West Water’s approach to affordability and
social tariffs
• the Group’s approach to community engagement
and investment
• performance against the Group’s workplace policy, including
review of the results of employee engagement surveys
conducted by Pennon, South West Water and Viridor
• sustainable procurement and practices within the supply chain
• sustainability reporting for 2015 for the Group, South West
Water and Viridor, and the associated verifier’s reports and his
recommendations for the 2015/16 reports
• progress against the sustainability targets for 2015/16
and sustainability targets for 2016/17
• the coverage and appropriateness of Group policies.
In addition, the Committee considered:
• the Committee’s performance evaluation results
• modifications to the Committee’s terms of reference.

As at 31 March 2016 South West Water had achieved eight of
its 12 targets for the year and Viridor had completed nine out
of 13 of its targets. Further details will be provided in Viridor’s
sustainability report and South West Water’s company annual
performance report, to be published in May 2016 and July
2016 respectively.
The Sustainability Committee operates in the context of the
requirement for companies to conduct their business in a
responsible manner (in relation to environmental, social and
governance (ESG) matters) while at the same time delivering
strong financial performance and lasting value for shareholders
and other stakeholders. The Sustainability Committee reviews
and approves as appropriate the strategies, policies, management,
initiatives, targets and performance of the Pennon Group
companies in the areas of occupational health and safety and
security, environment, workplace policies, responsible and ethical
business practice, customer service and engagement, and the role
of the Group in society.

www.pennonannualreport.co.uk/2016
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THE SUSTAINABILITY COMMITTEE REPORT CONTINUED
STRATEGIC SUSTAINABILITY OBJECTIVES

The Sustainability Committee has defined the following strategic objectives, which inform the
sustainability targets set by South West Water and Viridor. Further details are available throughout
the strategic report – page references are provided.
MANAGE PENNON GROUP AS A SUSTAINABLE
AND SUCCESSFUL BUSINESS FOR THE BENEFIT OF
SHAREHOLDERS AND OTHER STAKEHOLDERS

As a well-managed and responsible Group, with sustainability
at the core of our business strategy and our operations, we
aim to deliver strong performance and lasting value for all
our stakeholders. Our services and methods of operation are
designed to provide clear community benefits and to protect and
enhance the environment.
The key performance indicators by which we measure
shareholder value and wider stakeholder benefit are set out on
pages 5 and 7.
AIM TO ENSURE THAT ALL OUR BUSINESS ACTIVITIES
HAVE A POSITIVE ECONOMIC, SOCIAL AND
ENVIRONMENTAL IMPACT ON THE COMMUNITIES IN
WHICH WE OPERATE

Pennon recognises it has a responsibility to contribute positively
towards communities affected by its operations.
Details of the Group’s economic, social and environmental impact
can be found on pages 38 to 47.
ENGAGE WITH ALL STAKEHOLDERS AND FOSTER
GOOD RELATIONSHIPS WITH THEM

Pennon aims to be a good neighbour, and consults with
its stakeholders in order to understand and respond to
their priorities.

Details of the Group’s approach to stakeholder engagement and
customer satisfaction can be found on pages 36 to 41.
STRIVE FOR THE HIGHEST STANDARDS OF HEALTH
AND SAFETY IN THE WORKPLACE SO AS TO MINIMISE
ACCIDENTS, INCIDENTS AND LOST TIME

The Group remains committed to achieving and maintaining
improvements in health and safety. Both South West Water and
Viridor continue to endeavour to embed health and safety within
each organisation’s culture.
Details of South West Water’s and Viridor’s health and safety
performance and their future plans are provided on page 48.
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DEVELOP AND MOTIVATE OUR EMPLOYEES, TREAT
THEM FAIRLY AND ENSURE THAT THEY ARE FULLY
ENGAGED IN ALL ASPECTS OF THE PENNON GROUP’S
OBJECTIVES

Pennon’s success is fundamentally down to its employees. We
recruit talented and committed people and provide training
packages to equip them with the skills they need to deliver the
Group’s objectives.
Details of the Group’s strategies and performance around
employee engagement can be found on pages 49 and 50.
ASPIRE TO LEADERSHIP IN MINIMISING EMISSIONS
THAT CONTRIBUTE TO CLIMATE CHANGE, AND
DEVELOP CLIMATE CHANGE ADAPTION STRATEGIES

Pennon continues to strive for a reduction in emissions and
encourages its businesses to adopt initiatives for renewable
energy generation.

Details of the Group’s greenhouse gas emissions and climate
change strategies are provided on pages 44 and 45.
ASPIRE TO LEADERSHIP IN ALL ASPECTS OF WASTE
PREVENTION AND RESOURCE EFFICIENCY

Pennon is delivering solutions for society to address the
environmental challenge of depleting natural resources by
maximising the value of residual materials, transforming waste and
improving energy efficiency.
Details can be found throughout the strategic report, including on
pages 32 to 35 and 39 to 44.
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REPORTING AND VERIFICATION

In reporting on sustainability, the Company has sought to comply
with the Guidelines on Responsible Investment Disclosure issued
by the Association of British Insurers and now maintained by The
Investment Association.
Pennon’s sustainability performance and reporting has been
audited by Strategic Management Consultants Limited (SMC),
an independent management consultancy specialising in technical
assurance in the utility sector. Pennon considers that SMC’s
method of verification – which includes testing the assumptions,
methods and procedures that are followed in the development
of data and auditing that data to ensure accuracy and consistency
– complements the best practice insight gained through South
West Water’s and Viridor’s membership of Business in the
Community. Disclosures within this annual report in respect of
Bournemouth Water’s sustainability performance have been
verified by SMC against the output of an independent audit of
Bournemouth Water’s sustainability disclosures conducted by
Halcrow Management Sciences Limited.

BENCHMARKING

Pennon is pleased to have retained its place on the FTSE4Good
Index, having been independently assessed against the
FTSE4Good criteria and satisfying the necessary requirements.

FINANCIAL STATEMENTS

PENNON SUSTAINABILITY REPORT

Pennon’s sustainability reporting is integrated throughout the
strategic report and specifically in the following sections:
•
•
•
•
•

Group Chief Executive Officer’s overview (page 16)
Our operations (pages 30 to 31)
Customers and communities (pages 36 to 41)
Our environment (pages 42 to 47)
Our people (pages 48 to 50).

SOUTH WEST WATER AND VIRIDOR
SUSTAINABILITY REPORTS

The full sustainability report for Viridor will be published in
May 2016, and this year South West Water will incorporate
its sustainability reporting in its company annual performance
report and regulatory accounts, which will be published
in July 2016. Both documents will be available to view at
www.pennon-group.co.uk and also on the subsidiaries’
websites. Full details of the sustainability targets for South West
Water and Viridor for 2015/16, and their performance against
them, are given in their respective reports.

Created by the global index provider FTSE Russell (the trading
name of FTSE International Limited and Frank Russell Company),
FTSE4Good is an equity index series that is designed to facilitate
investment in companies that meet globally recognised corporate
responsibility standards. Companies in the FTSE4Good Index
Series have met stringent environmental, social and governance
criteria, and are positioned to capitalise on the benefits of
responsible business practice.
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THE NOMINATION
COMMITTEE REPORT

SIR JOHN PARKER, NOMINATION COMMITTEE CHAIRMAN

The Nomination Committee meets in accordance with an annual
calendar to consider succession planning, equality and diversity
reports and periodically as necessary to manage the Board
appointment process and recommend to the Board suitable
candidates for Board appointments in the Group.

DIVERSITY POLICY

It is the practice of the Committee, led by the Chairman,
to appoint an external search consultancy to assist in Board
appointments to ensure that an extensive and robust search can
be made for suitable candidates.

The Board’s diversity policy confirms that the Board is
committed to:

During the year the Committee met to consider:
• the Group Chief Executive Officer, the South West Water
Managing Director and the Group General Counsel &
Company Secretary appointments
• the Group’s diversity and equality policies and practice.
Following the year end the Committee also considered its
performance evaluation for the year and concluded that for the
forthcoming year there would be a sharper focus on succession
planning, having regard to the new corporate structure
recently introduced.
External search consultants were not engaged to assist with the
recruitment of the Group Chief Executive Officer or the South
West Water Managing Director due to exceptionally able internal
candidates being available for consideration by the Committee.
The appointment of the Group General Counsel & Company
Secretary was undertaken with the assistance of an external
search consultant.
Members
Kenneth Harvey*
(Committee chairman
until 31 July 2015)
Martin Angle

Appointment date

Attendance

March 1997

2/2

December 2008

4/4

October 2003

2/2

Neil Cooper

September 2014

4/4

Gill Rider

September 2012

4/4

April 2015

4/4

Gerard Connell*

Sir John Parker
(Committee chairman
from 1 August 2015)
*Retired on 31 July 2015

In accordance with the revised governance structure (detailed on
page 62) with effect from 1 April 2016 the South West Water
independent non-executive directors will also contribute to
Committee discussions when matters within the Committee’s
remit relevant to South West Water are to be considered.
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The Committee is required by the Board to review and monitor
compliance with the Board’s diversity policy and report on the
targets, achievement against those targets and overall compliance
in the annual report each year.

• the search for Board candidates being conducted, and
appointments made, on merit, against objective criteria and
with due regard for the benefits of gender and ethnic diversity
on the Board.
• satisfying itself that plans are in place for orderly succession
of appointments to the Board and to senior management
to maintain an appropriate balance of skills and experience
within the Group and on the Board and to ensure progressive
refreshing of the Board. In addition, within the spirit of
Principle B.2 of the UK Code, the Board endeavours to
achieve and maintain:
–– a minimum of 25% female representation on the Board
–– a minimum of 25% female representation on the Group’s
senior management team.
The Committee is pleased to report that as at 31 March 2016
and, as disclosed with the Directors’ biographies on page 60, the
Group had exceeded 25% female representation at Board level.
While circumstances on occasion will result in changes in Board
composition, the Committee and the Board remain committed to
maintaining at least the 25% level.
In respect of the Group’s senior management team, progress is
being made with 21.9% being female compared to the reported
16.4% at 31 March 2015. Action is being taken to improve
diversity across the workforce which will assist in increasing
female representation at senior management level as described
on page 50.
The Committee and the Board will continue to monitor and
promote diversity across the Group with the aim of achieving
a minimum of 25% female representation on the senior
management team by the end of 2017.
As well as its diversity policy, the Group has a number of
policies in place embracing workplace matters, including
non-discrimination and equal opportunities policies which are
reported on separately on page 48, together with information
regarding the gender breakdown of the workforce on page 50.
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THE REMUNERATION
COMMITTEE REPORT

MARTIN ANGLE, REMUNERATION COMMITTEE CHAIRMAN

The Committee meets in accordance with an annual calendar to
consider remuneration matters in respect of the Group and in
particular is responsible for:
• ensuring remuneration is aligned with and supports the
Group’s strategy, reflects our values as a Group and
optimises performance
• maintaining and reviewing the remuneration policy to ensure
it remains appropriate to attract and retain high calibre people
who are able to contribute to the success of the Group
• advising the Board on the framework of executive
remuneration for the Group
• determining the remuneration and terms of engagement of the
Chairman, the Executive Directors and senior management of
the Group.
Members

Appointment date

Attendance

December 2008

6/6

October 2003

4/4

Neil Cooper

September 2014

6/6

Gill Rider

September 2012

6/6

Martin Angle
(Committee chairman)
Gerard Connell*

* Retired on 31 July 2015

Two South West Water independent non-executive directors,
Martin Hagen and Steve Johnson, attended the last two
Committee meetings of the year in preparation for the revised
governance structure (detailed on page 62).
The current remuneration policy was approved by shareholders
at the Company’s 2014 AGM and no changes are proposed to the
policy at this year’s AGM.

OUR REMUNERATION POLICY
IS DESIGNED TO SUPPORT OUR
GROUP STRATEGY AND PROVIDE
STRETCHING INCENTIVES
FOR OUR MANAGEMENT TO
PERFORM IN THE INTERESTS OF
MAXIMISING SHAREHOLDER
VALUE WHILST ENSURING THE
LONG-TERM SUSTAINABILITY OF
THE GROUP.

FINANCIAL STATEMENTS

THE COMMITTEE’S ACTIVITIES DURING THE
FINANCIAL YEAR

• annual review of the pay and benefits policies and practices for
the staff below Board level in the Group
• annual executive salary review
• determining performance targets in respect of the Annual
Incentive Bonus Plan for 2015/16
• reviewing drafts of the Directors’ remuneration report for
2014/15 and recommending it to the Board for approval for
inclusion in the 2015 annual report, and reviewing early drafts
of the Directors’ remuneration report for 2015/16
• determining bonuses, deferred bonus awards and executive
share options pursuant to the Company’s Annual Incentive
Bonus Plan in respect of the year 2014/15
• approving the Performance and Co-investment Plan awards
for the year
• reviewing the annual performance evaluation results of
the Committee
• approving the remuneration arrangements for the new
Group Chief Executive Officer, the South West Water
Managing Director and the Group General Counsel &
Company Secretary
• approving the release of the 2012 deferred bonus share
awards and the vesting of executive share options pursuant to
the Annual Incentive Bonus Plan
• determining the outcome of the 2012 Performance and
Co-investment Plan awards.
THE COMMITTEE’S FOCUS FOR 2016/17

• monitor the alignment of executive pay and benefits with the
strategic direction of the Group
• following the acquisition of Bournemouth Water and the
bringing on stream of the ERFs, ensure incentive criteria is
properly aligned with the Group’s objectives
• review the remuneration policy in preparation for its
submission for approval to shareholders at the 2017 AGM
(after the conclusion of the three-year approval period of the
current policy) to ensure it is aligned with the Group’s strategy
going forward.
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BOARD COMMITTEES’
REPORTS CONTINUED
THE REMUNERATION
COMMITTEE REPORT CONTINUED
GOVERNANCE

The Committee’s terms of reference, setting out full details of the
role and responsibilities of the Committee in accordance with the
principles of the UK Corporate Governance Code, is available on
our website www.pennon-group.co.uk
In accordance with the Code, all of the Committee members
are independent Non-executive Directors, and the Committee
is advised by Deloitte, an independent remuneration consultant,
to ensure remuneration is determined impartially. The Chairman
of the Board is a regular attendee but not a member of the
Committee and, following his appointment, the Group Chief
Executive Officer is invited to attend meetings except for such
part of a meeting when matters concerning his own remuneration
are to be discussed.
For 2016/17 two South West Water independent non-executive
directors will attend meetings of the Committee and contribute
to discussions. They will contribute to the setting of the
remuneration policy for the whole Group whilst being responsible
for leading on remuneration matters concerning South
West Water.
This Directors’ remuneration report has been prepared in
accordance with the provisions of the Companies Act 2006 and
the Large and Medium-sized Companies and Groups (Accounts
and Reports) (Amendment) Regulations 2013. It also complies
with the requirements of the Financial Conduct Authority’s
Listing Rules and the Disclosure and Transparency Rules. The
UK Corporate Governance Code also sets out principles of
good governance relating to directors’ remuneration, and this
report describes how these principles are applied in practice.
The Committee confirms that throughout the financial year the
Company has complied with these governance rules and best
practice provisions.
The above regulations also require the external auditor to
report to shareholders on the audited information within the
annual report on remuneration which is part of the Directors’
remuneration report. The external auditor is obliged to state
whether, in its opinion, the relevant sections have been prepared
in accordance with the Companies Act 2006. The external
auditor’s opinion is set out on page 112 and the audited sections
of the annual report on remuneration are identified in this report.
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DIRECTORS’ REMUNERATION REPORT CONTINUED
ANNUAL STATEMENT FROM THE CHAIRMAN OF
THE REMUNERATION COMMITTEE
Dear Shareholder
INTRODUCTION

Our current remuneration policy was approved by shareholders
at our 2014 AGM and last year we set out a summary of the
policy for information. We are providing a summary again this
year on pages 79 to 83 as we are once again not proposing any
changes to the policy at this year’s AGM.
On pages 84 to 98 we set out our annual report on remuneration
which contains the remuneration, of the Directors for the
year 2015/16 including the ‘single remuneration figure’ table
providing a value for each element of remuneration for each
Director, together with the details of the link between Company
performance and remuneration during the year (pages 87 to
89). It also provides details of how our policy will be applied for
2016/17. This section of the report together with this letter is
subject to an advisory shareholder vote at this year’s AGM.
Last year the Remuneration Committee was pleased to note
that 98% of shareholders who voted approved the annual report
on remuneration. The Committee appreciates the continuing
support of its shareholders.
REMUNERATION DECISIONS

For 2016/17 the salary of the Group Chief Executive Officer
was not increased due to Chris Loughlin being appointed to the
position towards the end of the 2015/16 year. The salary for the
Chief Executive, Viridor, was increased by 1.5%, reflecting market
rates and performance in the year. Susan Davy was promoted
to the position of Chief Financial Officer on 1 February 2015.
The Committee initially set her salary at £325,000, a level below
market rates, with the intention of providing flexibility to make
higher than usual increases to reflect performance and experience
in the role. The Committee’s assessment is that she is now fully
effective in the role, and performing at a level which exceeds the
expectations set out on her appointment. The Committee’s view
was therefore that it was appropriate to make an adjustment to
her salary for 2015/16, and her salary was increased to £390,000
from 1 April 2016, the first salary increase since her appointment.
Following this adjustment, which is believed to be in line with
market rates and commensurate with her predecessor’s salary, it
is not anticipated that there will be any further increases of this
nature for Susan Davy and future increases are not expected to
be materially different from general employee increases.
The bonus outturns for the Executive Directors for 2015/16
reflect the achievements of the Group businesses in the year, the
Company’s performance against corporate financial targets and
the Executive Directors’ performance against individual targets.
Half of the bonus is deferred into shares. Further details of targets,
measures and performance are set out on pages 87 and 88.
As regards the Company’s long-term incentive plan, the overall
estimated outturn for awards vesting at the end of the three year
period ended 31 March 2016 is 34.5% of the maximum 100%.
This reflects that the Company’s total shareholder return is
estimated to be 0.52% above the comparator index performance
and is expected to have a percentile rank of 52% within the FTSE
250 group.
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BOARD CHANGES

Sir John Parker became the Chairman on 1 August 2015
and his fee in the role was set at the same level as that of his
predecessor. His fee for 2016/17 will be £266,350.
On 1 January 2016 Chris Loughlin became the Group Chief
Executive Officer. As this was a new position for the Group,
his salary was set after receiving advice from the Committee’s
remuneration consultant and reflected the fact that he was an
experienced Director with the Pennon Group, having been
promoted from being the Chief Executive of South West Water.
Accordingly his pre-existing awards and contractual commitments
will continue in accordance with their established terms. This is in
accordance with the approved remuneration policy.
LOOKING FORWARD

We will continue to review performance measures annually to
ensure they are aligned with our strategy. For the financial year
2016/17 they have been adjusted as set out on page 84 to reflect
the drive for synergies across the businesses and the changing
structure of the businesses as the ERFs become operational and
as South West Water prepares for industry change.
We will also review our overall remuneration policy with our
external independent remuneration consultant in readiness for
submission for shareholder approval at our AGM in 2017 at the
end of the approval period of our current policy.
In conclusion, I hope you find our report this year informative
and that we can rely on your vote in favour of the annual report
on remuneration.
Martin D Angle
Remuneration Committee Chairman
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DIRECTORS’ REMUNERATION POLICY
INTRODUCTION

The current Directors’ remuneration policy was approved by shareholders at the Company’s AGM on
31 July 2014.
The Committee’s intention is to seek approval for the remuneration policy at the end of the normal three year
cycle, in line with the remuneration reporting requirements. We are therefore not seeking approval for our
remuneration policy at the 2016 AGM. The Committee will undertake a review of the policy during 2016/17
which will then be submitted for shareholder approval at the 2017 AGM.
The remuneration policy tables for Executive and Non-executive Directors are set out below for shareholder
information. They have been reproduced as approved at the 2014 AGM with the exception of updating to
reflect Director changes; additional wording on malus, clawback and the holding period introduced in 2015 in
the Group’s Performance and Co-investment Plan; and minor and inconsequential changes.
The Directors’ remuneration policy is displayed on the Company’s website www.pennon-group.co.uk/
about-us/directors-remuneration-policy and is available upon request from the Group Company Secretary.

FUTURE POLICY TABLE – EXECUTIVE DIRECTORS

The table below sets out the elements of the total remuneration package for the Executive Directors which are
comprised in this Directors’ remuneration policy.
How the component supports
the strategic objectives of
the Company

How the component operates
(including provisions for
recovery or withholding of
any payment)

Maximum potential value of the
component

Description of framework
used to assess performance

Salaries are generally reviewed
annually and any changes are
normally effective from 1 April
each year. In normal circumstances
salary increases will not be
materially different to general
employee pay increases but there
may be exceptions such as where
there has been the recruitment
of a new Executive Director at an
initially lower salary.

When reviewing salaries the
Committee has regard to the
following factors:

None, although individual
and Company performance
are factors considered when
reviewing salaries.

Benefits currently include the
provision of a company vehicle,
fuel, health insurance and life
assurance. Other benefits may
be provided if the Committee
considers it appropriate.

The cost of insurance benefits may
vary from year to year depending
on the individual’s circumstances.

BASE SALARY
Set at a competitive level to attract
appropriate candidates to meet
Company’s strategic objectives
and to aid retention.

• salary increases generally for all
employees in the Company and
the Group
• market rates
• performance of the individual
and the Company
• other factors it
considers relevant.
There is no overall maximum.

BENEFITS
Benefits are provided that are
consistent with the market and
level of seniority and which aid
retention of key skills to assist in
meeting strategic objectives.

In the event that an Executive
Director is required to relocate,
relocation benefits may
be provided.

None.

There is no overall maximum
benefit value but the Committee
aims to ensure that the total value
of benefits remains proportionate.
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DIRECTORS’ REMUNERATION POLICY CONTINUED
FUTURE POLICY TABLE – EXECUTIVE DIRECTORS CONTINUED
How the component supports
the strategic objectives of
the Company

How the component operates
(including provisions for
recovery or withholding of
any payment)

Maximum potential value of the
component

Description of framework
used to assess performance

The maximum bonus potential
for each Director is 100% of
base salary.

Performance targets relate
to corporate and personal
objectives, which are reviewed
each year. Normally at least 70%
relates to financial targets or
quantitative measures.

ANNUAL BONUS
Linked to achievement of key
performance objectives aligned to
the strategy of the Company.

Annual bonuses are paid following
finalisation of the financial results
for the year to which they relate
and paid usually three months after
the end of the financial year.
A portion of any bonus is deferred
into shares in the Company, which
are normally released after three
years. Normally 50% is deferred.
Any dividends on the shares
during this period are paid to
the Directors.
The deferred bonus plan is
operated in conjunction with
the Company’s HMRC approved
executive share option scheme
(ESOS) on the basis that the pretax value of awards under both are
the same as if the deferred bonus
plan had operated alone.
For bonuses awarded from the
2014/15 financial year malus
and clawback provisions apply.
These provisions permit net
cash bonuses and/or deferred
bonus shares to be forfeited,
repaid or made subject to further
conditions where the Committee
considers it appropriate in the
event of any significant adverse
circumstances, including (but not
limited to) a material failure of risk
management, serious reputational
damage, a financial misstatement
or misconduct. Clawback may be
applied for the period of three
years following determination of
the cash bonus.
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The measures, weighting and
threshold levels may be adjusted
for future performance years.
Following the financial year-end
the Committee, with advice
from the Chairman of the Board
and the Group Chief Executive
Officer, except with regard
to his own performance, and
following consideration of the
outturn against target by the
chairman of the Audit Committee,
assesses to what extent the
targets are met and determines
bonus levels accordingly. In
doing so the Committee takes
into account overall Company
performance and may adjust the
bonus upwards or downwards
for any specific factors such as
exceptional outperformance
or underperformance.
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FUTURE POLICY TABLE – EXECUTIVE DIRECTORS CONTINUED
How the component supports
the strategic objectives of
the Company

How the component operates
(including provisions for
recovery or withholding of
any payment)

Maximum potential value of the
component

Description of framework
used to assess performance

LONG-TERM INCENTIVE PLAN (PERFORMANCE AND CO-INVESTMENT PLAN)
Provide alignment to
shareholders and to longer-term
Company performance.

Annual grant of conditional shares
(or equivalent). Share awards vest
dependent upon the achievement
of specific performance conditions
measured over a performance
period of no less than three years.
A grant is only made if the
Director has acquired or is due
to acquire co-investment shares
equivalent to one-fifth of the value
of the award.
Dividend equivalents (including
dividend reinvestment) may be
paid on vested awards.
An ‘underpin’ applies which allows
the Committee to reduce or
withhold vesting if the Committee
is not satisfied with the underlying
operational and economic
performance of the Company.
Introduced for 2015/16 onwards
For grants made from 2015
onwards malus and clawback
provisions apply which permit
shares to be forfeited, repaid
or made subject to further
conditions where the Committee
considers it appropriate in
certain circumstances. The
circumstances in which malus
may be applied include (but
are not limited to) material
misstatement, serious reputational
damage, or the participant’s
misconduct. The circumstances
in which clawback may be applied
are material misstatement or
serious misconduct.

The maximum annual award is
100% of base salary.

The current performance
conditions are based on total
shareholder return (TSR) with
50% based on TSR against the
peer group index (chosen because
these companies are regarded
as the Company’s key listed
comparators) and 50% based
on TSR against constituents of
the FTSE 250 index (excluding
investment trusts) (chosen because
this is the FTSE index to which
the Company belongs currently).
No more than 30% of maximum
vests for minimum (threshold)
performance, as described on
page 89 in respect of the current
forecast outturn for 2015/16.
The ‘underpin’ evaluation includes
consideration of environmental,
social and governance (ESG)
factors and safety performance as
well as financial performance.
The Committee will keep the
performance measures under
review and may change a
performance condition for future
awards if it was considered to
be aligned with the Company’s
interests and strategic objectives.
However, the Committee would
consult with major shareholders in
advance of any proposed material
change in performance measures.

In addition a further two year
holding period will apply in
respect of any shares which vest
at the end of the three year
performance period.
Malus may be applied during the
three year performance period
and clawback may be applied up
until the end of the holding period.
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DIRECTORS’ REMUNERATION POLICY CONTINUED
FUTURE POLICY TABLE – EXECUTIVE DIRECTORS CONTINUED
How the component supports
the strategic objectives of
the Company

How the component operates
(including provisions for
recovery or withholding of
any payment)

Maximum potential value of the
component

Description of framework
used to assess performance

Defined benefit pension
arrangements are closed to new
entrants. Defined contribution
pension arrangements have been
available to new staff since 2008.
A cash allowance may be provided
as an alternative and/or in addition
where pension limits have
been reached.

The maximum annual pension
contribution or cash allowance
is 20% of salary. For Executive
Directors who commenced
employment prior to April 2013
the maximum annual pension
contribution or cash allowance is
30% of salary.

None.

Executive Directors may
participate in HMRC approved allemployee plans on the same basis
as employees.

The maximum is as prescribed
under the relevant HMRC
legislation governing the plans.

PENSION
Provides funding for retirement
and aids retention of key skills to
assist in meeting the Company’s
strategic objectives.

Legacy defined benefit pension
arrangements will continue to
be honoured.

ALL-EMPLOYEE SHARE PLANS
To align interests of all employees
with Company share performance.
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FUTURE POLICY TABLE – NON-EXECUTIVE DIRECTORS

The table below sets out the Company’s policy in respect of the setting of fees for Non-executive Directors.
How the component supports the strategic
objectives of the Company

How the component operates

Maximum potential value of the component

Fees are set by the Board with the Chairman’s
fee being set by the Committee. The relevant
Directors are not present at the meetings
when their fees are being determined.

Total fees paid to the Chairman and Nonexecutive Directors will remain within the limits
stated in the Articles of Association.

FEES
Set at a market level to attract Non-executive
Directors who have appropriate experience
and skills to assist in determining the
Group’s strategy.

Non-executive Directors normally receive a
basic fee and an additional fee for any specific
Board responsibility such as membership or
chairmanship of a Committee or occupying the
role of Senior Independent Director.
In reviewing the fees the Board, or Committee
as appropriate, considers the level of fees
payable to Non-executive Directors in other
companies of similar scale and complexity.
BENEFITS
Benefits for the Chairman are provided which
are consistent with the market and level
of seniority.

Expenses incurred in the performance of
non-executive duties for the Company
may be reimbursed or paid for directly by
the Company (including any tax due on
the expenses).

None.

The Chairman is entitled to expenses on
the same basis as for other Non-executive
Directors and, when appropriate for the
efficient carrying out of his duties, is provided
with a driver and vehicle.

DIRECTORS’ SERVICE CONTRACTS/LETTERS OF APPOINTMENT

The policy for Executive Directors’ service contracts is to provide for 12 months’ notice from either side. The policy for Non-executive
Directors’ letters of appointment is to contain three months’ notice from either side. The policy for the Chairman’s letter of
appointment is to contain a six month notice period from either side.
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DIRECTORS’ REMUNERATION REPORT CONTINUED

ANNUAL REPORT ON REMUNERATION
INTRODUCTION

This section sets out how the Company has applied its remuneration policy in the year, and details how the policy will be implemented
for the year 2016/17. In accordance with section 439 of the Companies Act, this section will be put to an advisory vote at the
Company’s AGM which is scheduled to be held on 1 July 2016.

OPERATION OF THE REMUNERATION POLICY FOR 2016/17

A summary of the specific remuneration arrangements for Executive Directors in 2016/17 is described below:
Base salary

2016/17 salaries are:
• Chris Loughlin: £510,000
• Ian McAulay: £406,000
• Susan Davy: £390,000
Susan Davy was promoted to the position of Chief Financial Officer on 1 February 2015. The Committee initially
set her salary at £325,000, a level below market rates, with the intention of providing flexibility to make higher
than usual increases to reflect performance and experience in the role. This approach of setting a lower salary
with the potential for higher increases following appointment is in line with the Committee’s normal policy. The
Committee’s assessment during the review was that she is now fully effective in the role, and is performing at a
level which exceeds the expectations set out on her appointment. The Committee was therefore of the view that
it was appropriate to make an adjustment to her salary for 2015/16, and her salary was increased to £390,000
from 1 April 2016, the first salary increase since her appointment. Following this adjustment, which is believed
to be in line with market rates and commensurate with her predecessor’s salary, it is not anticipated that there
will be any further increases of this nature for Susan Davy. Accordingly, future increases are not expected to be
materially different from general employee increases.

Pension and benefits

No changes. Salary supplement cash allowance of between 20% and 30% from which is deducted the employer’s
contribution to the defined benefit or defined contribution pension schemes for the Directors.
Chris Loughlin, appointed on 1 January 2016 and having been promoted from within the Group, already received
a pension benefit equivalent to 30% of salary, in respect of which there has been no change.

Annual bonus

No change to maximum opportunity of 100% of salary. No change to operation of deferral. 50% of the bonus
is delivered as deferred shares. No changes to the overall performance measurement framework for the annual
bonus for 2016/17 although there is some adjustment to the component make-up of the financial performance
measures and the role-specific measures affecting the Group Chief Executive Officer and the Chief Financial
Officer to reflect goals for the year, as set out below:
• 30% EPS (before deferred tax and non-underlying items) performance
• 30% personal strategic objectives
• 40% measures which are specific to the role including, in South West Water, net debt, operating profit,
RoRE (Return on Regulated Equity), Totex (total expenditure), performance and service improvements
and, in Viridor, operating profit, net debt and Adjusted EBITDA (earnings before interest, tax, depreciation,
amortisation and non-underlying items plus joint ventures EBITDA and IFRIC interest receivable).
More detail on the measures and weightings is provided on the following page. The objective was to ensure
alignment to measures identified as key for each role with an appropriate balance between hard financial
measures and objectives aligned to the strategic success of the business.
For bonuses from 2014/15 both malus and clawback apply as described in the summary of the remuneration
policy report.

Performance and
Co‑investment Plan (PCP)

No change to maximum performance opportunity of 100% of base salary, awards being subject to co-investment
of 20% of the award, and performance measures:
• 50% TSR vs FTSE 250 (excluding investment trusts)
• 50% TSR vs a peer group index.
‘Underpin’ relating to overall Group performance including consideration of environmental, social and governance
factors and safety performance, as well as financial performance.
For awards from 2015/16 both malus and clawback apply and a holding period applies in respect of any shares
which vest at the end of the three year performance period, as described in the summary of the remuneration
policy report.

Shareholding guideline
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FORWARD-LOOKING PERFORMANCE TARGETS

Details of the annual bonus framework that will apply for each Executive Director for 2016/17 are set out in the table below:
Group Chief Executive Officer, Chris Loughlin
30%

EPS*

20%

Average of South West Water directors’ performance including:
(i) Operating profit
(iii) Net debt
(ii) RoRE+ performance
(iv) Totex# outperformance

20%

Average of Viridor directors’ performance including:
(i) Operating profit
(ii) Net debt

30%

Personal strategic and delivery objectives.

(v) Service improvements performance

(iii) Adjusted EBITDA

Chief Executive, Viridor, Ian McAulay
30%

EPS*

40%

Average of Viridor directors’ performance including:
(i) Operating profit
(ii) Net debt

30%

Personal strategic and delivery objectives.

(iii) Adjusted EBITDA

Chief Financial Officer, Susan Davy
30%

EPS*

20%

Average of South West Water directors’ performance including:
(i) Operating profit
(iii) Net debt
(ii) RoRE+ performance
(iv) Totex# outperformance

20%

Average of Viridor directors’ performance including:
(i) Operating profit
(ii) Net debt

30%

Personal strategic and delivery objectives.

(v) Service improvements performance

(iii) Adjusted EBITDA

* EPS is before deferred tax and non-underlying items + RoRE is Return on Regulated Equity # Totex is total capital and revenue expenditure

The specific bonus targets are considered to be commercially sensitive. However, the Committee intends to disclose details of the
targets set retrospectively to the extent they are not considered commercially sensitive.
For the PCP (long-term incentive plan) the targets are set out below:
Threshold
(30% of maximum vests)

Maximum
(100% of maximum vests)

Comparator index (50% of award)

Equal to index

15% above the index

FTSE 250 (excluding investment trusts)
(50% of award)

Above 50th percentile

At or above 75th percentile

The comparator index will comprise:
• Shanks Group
• National Grid
• Severn Trent
• Séché Environnement

• United Utilities
• Veolia Environnement

• Suez Environnement

NON-EXECUTIVE DIRECTOR FEES

Non-executive Director fees for 2016/17 are set out below. They include increases per Non-executive Director ranging from 0.6% to
7.3% approved by the Board, effective from 1 April 2016, to reflect principally changed responsibilities and additional commitments
arising from the revised Board governance structure. The Chairman’s increase approved by the Committee was 1.5%.
Role
Chairman
Basic Non-executive Director fee
Additional fees
Senior Independent Director fee

Fees
£
266,350
46,500
5,000

Additional fee for chairman of the Audit Committee

14,000

Additional fee for chairman of the Remuneration Committee

10,000

Additional fee for chairman of the Sustainability Committee

10,000

Committee fee

5,000
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SINGLE TOTAL FIGURE OF REMUNERATION TABLES (AUDITED INFORMATION)

Base salary/fees
(£000)

Benefits
(including
Sharesave)
(£000)

Annual bonus
(cash and
deferred shares)
(£000)

Performance and
Co-investment
Plan
(£000)

Pension
(£000)

2014/15

2015/16

2014/15

2015/16(i)

2014/15

2015/16

18

2

238

51

66

–

91(ii)

Chris Loughlin,
Group Chief
Executive
Officer (appointed
1 January 2016 –
previously Executive
Director and Chief
Executive, South
West Water)(iii)

427

387

29

27

356

303

179

–

128

Ian McAulay, Chief
Executive, Viridor

400

355

21

34(iv)

238

202

–

–

87

262

8

24

–

–

–

219

–

–

–

–

–

Gerard Connell
(retired 31
July 2015)

23

63

–

–

–

Neil Cooper

65

37

–

–

Martin Angle

62

60

–

Gill Rider

65

60

–

2014/15

2015/16

54

2015/16

2014/15

325

2014/15

2015/16

Susan Davy,
Chief Financial
Officer (appointed
1 February 2015)

Total
remuneration
(£000)

33(ii)

738

140

116

1,119

833

80

71

739

662

–

–

–

95

286

–

–

–

–

219

–

–

–

–

–

–

23

63

–

–

–

–

–

–

65

37

–

–

–

–

–

–

–

62

60

–

–

–

–

–

–

–

65

60

Executive Directors

Non-executive Directors
Ken Harvey,
Chairman (retired
31 July 2015)
Sir John Parker,
Chairman
(appointed 1 August
2015 – previously
Deputy Chairman
from 1 April 2015)

(i) Based on an estimated 34.5% vesting as referred to on page 89 and based on the Company’s share price of 796.5p as at 19 May 2016, together with an estimate of the accrued
dividends payable on the vesting shares
(ii) Includes legacy pension benefit accrued in the year
(iii) Remuneration is aggregate total in the year in respect of both positions
(iv) Benefits included a reimbursement of relocation costs (including income tax) of £15,000.
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ANNUAL BONUS OUTTURN FOR 2015/16

The performance targets set and the performance achieved in respect of the annual bonus for 2015/16 for each Executive Director is
set out below. In line with the Committee’s policy, 50% of any bonus is payable in shares.
SUSAN DAVY
Measure

Weighting

Threshold

EPS

30%

31.6p

SWW operating profit

5%

£198.8m

SWW Return on
Regulated Equity

5%

8.5%

Target

Maximum

Actual
outturn

Bonus
outturn

35.1p

40.4p

39.5p

24.38%

£209.3m

£219.8m

£215.0m

3.85%

9%

10%

11.7%

5.00%

£42.4m

£44.5m

Viridor operating profit

10%

£40.3m

£41.0m

2.16%

Net debt

20%

No payout for below target. Maximum payout for net debt
of 2.5% below target.*

£1,788m

9.84%

Personal strategic objectives

30%

Relating to key finance business objectives for the Group
including progressing the Group’s funding strategy, driving
the Group strategic review, developing the Group financial
framework and delivering on objectives relating to
subsidiary financial targets.*

–

28.00%

Total outturn

73.23%

* Some objectives and the detailed targets continue to be commercially confidential

IAN McAULAY
Target

Maximum

Actual
outturn

Bonus
outturn

35.1p

40.4p

39.5p

24.38%

Measure

Weighting

Threshold

EPS

30%

31.6p

Average Viridor
directors’ performance

40%

The average of the bonus earned by the other executive
directors of Viridor including targets that related to:

10.13%

• operating profit – the operating profit targets
were £38.2m(threshold), £42.4m(target) and
£46.6m(maximum); actual outturn was £40.9m
• net debt*
• Adjusted EBITDA.*
The average also took into account collective strategic
objectives relating to profitable revenue growth, forecasting
process improvements, comparative health and safety
performance, and implementation of organisational design.*
Personal strategic objectives

30%

Implementing Viridor strategy and projects, including
profitable sales of landfill sites and objectives in relation to
the implementation of the ERF programme.*

Total outturn

–

25.00%

59.51%

* Some objectives and the detailed targets continue to be commercially confidential
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ANNUAL BONUS OUTTURN FOR 2015/16 CONTINUED
CHRIS LOUGHLIN

Chris Loughlin became Group Chief Executive Officer from 1 January 2016 and therefore different objectives applied to the last three
months of the year as set out below:
Measure

Weighting

Threshold

Target

Maximum

Actual
outturn

Bonus
outturn

35.1p

40.4p

39.5p

18.28%

Targets applicable for the period 1 April 2015 to 31 December 2015
EPS

22.5%

31.6p

Average South
West Water
directors’ performance

30%

The average of the bonus earned by the other executive directors of South West
Water in respect of targets which related to:

Personal
strategic objectives

22.5%

26.00%

• operating profit – the operating profit targets were £198.8m (threshold),
£209.3m (target) and £219.8m (maximum); actual outturn was £215m
• net debt*
• the position the company achieves in the ‘Service Incentive Mechanism’ of water and
wastewater companies established by Ofwat*
• the achievement of a range of service standards set for the company by Ofwat.*
Implementing South West Water’s new strategies and projects
including the achievement of the transition milestones and synergies
related to Bournemouth Water acquisition and the delivery of opex/
capex efficiency targets.*

21.00%

Total outturn

65.28%

Targets applicable for the period 1 January 2016 to 31 March 2016
EPS

7.5%

31.6p

35.1p

40.4p

39.5p

Average South
West Water
directors’ performance

5%

The average of the bonus earned by the other executive directors of South West
Water in respect of targets which related to:

Average Viridor
directors’ performance

5%

6.10%
4.33%

• operating profit – the operating profit targets were £198.8m (threshold),
£209.3m (target) and £219.8m (maximum); actual outturn was £215m
• net debt*
• the position the company achieves in the ‘Service Incentive Mechanism’ of water and
wastewater companies established by Ofwat*
• the achievement of a range of service standards set for the company by Ofwat.*
The average of the bonus earned by the other executive directors of Viridor
including targets that related to:

1.27%

• operating profit – the operating profit targets were £38.2m (threshold), £42,4m
(target) and £46.6m (maximum); actual outturn was £40.9m
• net debt*
• Adjusted EBITDA.*
The average also took into account collective strategic objectives relating to
profitable revenue growth, forecasting process improvements, comparative health
and safety performance, and implementation of organisational design.*
Personal
strategic objectives

7.5%

Development of new role as Group Chief Executive Officer, completing the
integration of Bournemouth Water and pursuing synergies across the Group.*

Total outturn

18.70%

Overall total outturn

83.98%

* Some objectives and the detailed targets continue to be commercially confidential

88

7.00%

PENNON GROUP PLC ANNUAL REPORT 2016

OVERVIEW

GOVERNANCE

GROUP PERFORMANCE

FINANCIAL STATEMENTS

PERFORMANCE AND CO-INVESTMENT PLAN OUTTURN FOR 2015/16

The PCP awards made on 2 July 2013, which are due to vest on 2 July 2016, are the awards included in the single figure table, and
currently it is estimated that the outturn will result in a 34.5% vesting as set out in the table below.
50% of the awards vest subject to the Company’s TSR performance measured against an index made up of the following six listed
comparator companies. These companies were considered to be the Company’s key listed comparators:
• National Grid Plc
• Shanks Group

• Séché Environnement
• Suez Environnement

• Severn Trent
• United Utilities

The remaining 50% of the awards vest subject to the Company’s ranked TSR performance against the constituents of the FTSE 250
(excluding investment trusts).
The calculation of TSR performance over the three year performance period (being 1 April 2013 to 1 April 2016) for the PCP awards
was undertaken by Deloitte LLP for the Committee.

Comparator index (50% of award)
FTSE 250 (excluding investment trusts) (50%
of award)

Threshold (30% of
maximum vests)

Maximum (100% of
maximum vests)

Achievement in the
period to 1 April 2016*

Vesting
outturn*

Equal to index

15% above the index

1.05% above the index

18.3%

Above 50th percentile

At or above 75th percentile

52.0%

16.2%

TOTAL

34.5%

Straight-line vesting between points.
For below threshold performance, 0% vests.
* As the calculation requires averaging TSR performance over the first three months of the performance period and comparing it to the average over the three months following the
end of the performance period (1 April 2016 to 30 June 2016) the achievement and the outturn is an estimate at the date of calculation (20 May 2016)

Vesting of an award is also subject to the ‘underpin’ described on page 81 which the Committee has determined to the date of this
report would be satisfied.

TOTAL PENSION ENTITLEMENTS (AUDITED INFORMATION)

Susan Davy

Defined benefit pension accrued
at 31 March 2016(i)
£000 p.a.

Normal retirement age
(for pension purposes)

Description of additional benefits
available to the Director on
early retirement

16

65

None

(i) The accrued pension for Susan Davy is based on service to the year end and final pensionable salary at that date.

Susan Davy receives an overall pension benefit from the Company equivalent to 25% of her salary. She is a member of Pennon
Group’s defined benefit pension arrangements and is entitled to normal retirement pension payable from age 65 of broadly 1/80th of
pensionable remuneration for each year of pensionable service completed.
The employer’s contribution to the pension for Susan Davy is deducted from the overall pension allowance.
Pensions in payment are guaranteed to increase at a rate of 5% p.a. or RPI if lower for service accrued in the period up to 30 June 2014
and at a rate of 2.5% p.a. or CPI if lower for service accrued in the period after this date. If a Director dies within five years of retiring,
a lump sum equal to the balance of five years’ pension payments is paid plus a spouse’s pension of one half of the member’s pension.
Pensions may also be payable to dependants and children.
Ian McAulay is a member of Pennon Group’s defined contribution arrangement and received an overall pension benefit from the
Company equivalent to 20% of his salary. Chris Loughlin is not a member of any of the Pennon Group’s pension schemes and receives a
sum in lieu of pension entitlement equivalent to 30% of salary.
No additional benefits will become receivable by a Director in the event that the Director retires early. Chris Loughlin’s normal
retirement age is 67, which will be reached on 20 August 2019. Ian McAulay’s normal retirement age is 65, which will be reached on
25 April 2030. Susan Davy’s normal retirement age for pension purposes is 65, which will be reached on 17 May 2034.
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DATES OF DIRECTORS’ SERVICE CONTRACTS/LETTERS OF APPOINTMENT

The dates of Directors’ service contracts and letters of appointment and details of the outstanding term are shown below.
Executive Directors

Date of service contract

Susan Davy*

Expiry date of service contract

1 February 2015

At age 67 (17 May 2036)

Chris Loughlin*

1 January 2016

At age 67 (20 August 2019)

Ian McAulay*

2 August 2013

At age 65 (25 April 2030)

Date of letter of appointment

Expiry date of appointment

19 March 2015

Ongoing – subject to six months notice

1 April 2005

31 July 2015 (retired on this date)

Martin Angle

28 November 2008

30 November 2017

Gerard Connell

30 September 2003

31 July 2015 (retired on this date)

17 July 2014

30 August 2017

22 June 2012

30 August 2018

* Each of the Executive Directors’ service contracts is subject to 12 months’ notice on either side

Non-executive Directors
Sir John Parker
Ken Harvey

Neil Cooper
Gill Rider

The policy for Executive Directors’ service contracts is to provide for 12 months’ notice from either side.
Non-executive Directors’ letters of appointment contain three months’ notice from either side and the Chairman’s letter of
appointment contains a six month notice period from either side.
OUTSIDE APPOINTMENTS

Executive Directors may accept one board appointment in another company. Board approval must be sought before accepting an
appointment. Fees may be retained by the Director. Currently, no Executive Directors hold outside company appointments other than
with industry bodies or governmental or quasi-governmental agencies.

DIRECTOR CHANGES – ADDITIONAL INFORMATION
RETIREMENT OF MR K G HARVEY AND MR G CONNELL

Both Mr Harvey (Chairman) and Mr Connell retired from office
on 31 July 2015. Neither Director received any compensation for
loss of office.
Following his retirement Mr Harvey continued in office as
the non-executive chairman of the board of Viridor Limited.
This appointment ceased on 31 March 2016 following the
implementation of the new Group Board structure. Mr Harvey
received fees amounting to £56,667 and benefits of £2,830
in respect of the Viridor chairman role for the remaining eight
months of the year.
Mr Connell, following his retirement, continued in office as a
non-executive director on the board of Bournemouth Water
until that board was disbanded on 31 March 2016 consequent
upon the merger of Bournemouth Water and South West Water.
Mr Connell received fees amounting to £13,333 in respect of
this role.

90

PENNON GROUP PLC ANNUAL REPORT 2016

SIR JOHN PARKER

Sir John Parker was appointed as a Non-executive Director and
as Deputy Chairman of the Board on 1 April 2015.
His fee was determined to be 50% of that of the then
Chairman’s fee and was increased to the same level as that of his
predecessor upon his taking up the appointment as Chairman
on 1 August 2015. When appropriate for the efficient carrying
out of his duties, he is provided with a driver and vehicle.
He is entitled to expenses on the same basis as for other
Non-executive Directors.
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ALL EMPLOYEE, PERFORMANCE AND OTHER CONTEXTUAL INFORMATION
HISTORICAL TSR

The graph below shows the value, over the seven year period ended on 31 March 2016, of £100 invested in Pennon Group on 1 April
2009 compared with the value of £100 invested in the FTSE 250 Index. This index is considered appropriate as it is a broad equity
market index of which the Company is a constituent.
Total shareholder return (TSR)
350

Pennon
FTSE 250

300
250
200
150
100
50

2009

2010

2011

2012

2013

2014

2015

2016

Year

EQUIVALENT CHIEF EXECUTIVE OFFICER REMUNERATION

As the Company did not have a Group Chief Executive Officer until 31 January 2016, the Committee has provided historic single
figure information in the form of the average remuneration of the Executive Directors for years up to and including 2014/15. Their
remuneration was considered to be the most appropriate to use as they were the most senior executives in the Company.
For 2015/16 the Committee has provided the average remuneration for the Executive Directors (excluding the Group Chief Executive
Officer) and the Group Chief Executive Officer’s remuneration for the year, as explained in footnotes (i) and (ii) below.
2009/10

2010/11

2011/12

2012/13

2013/14

2014/15

2015/16(i)

2015/16(ii)

916

1,091

1,221

894

962

762

738

1,119

Annual bonus payout (% of maximum)

91.79

94.69

72.87

47.00

67.56

68.20

66.37

83.98

LTIP vesting (% of maximum)(iii)

67.30

50.00

79.30

50.00

30.20

0.00

34.50

34.50

Average Executive Director single figure
of remuneration (£000)

(i) The average of the Executive Directors, excluding the Group Chief Executive Officer
(ii) Group Chief Executive Officer for the year, including remuneration received between 1 April 2015 and 31 December 2015 when in position as Chief Executive, South West Water
(iii) The long-term incentive plan (LTIP) vesting percentage is an estimate as at 19 May 2016 and excludes accrued dividends which are added on vesting.

www.pennonannualreport.co.uk/2016

91

GOVERNANCE AND REMUNERATION

DIRECTORS’ REMUNERATION REPORT CONTINUED

COMPARISON OF EXECUTIVE DIRECTOR REMUNERATION TO EMPLOYEE REMUNERATION

The table below shows the percentage change between 2014/15 and 2015/16 in base salary, benefits and annual bonus for the average
of the Executive Directors (including the Group Chief Executive Officer from his appointment on 1 January 2016 and in his previous
role as Chief Executive, South West Water) and all employees. To enable comparison, the remuneration of the previous Chief Financial
Officer (previously titled Group Director of Finance) for 2014/15 has been included in the calculation of the percentage changes.
The percentage increase in average remuneration for employees is calculated using wages and salaries (excluding share-based
payments) of £158.0 million (2014/15 £143.9 million), analysed into the three components in the table and the average number of
employees of 4,987 (2014/15 4,558) both as detailed in note 13 to the Group financial statements. To ensure a consistent calculation of
year-on-year movements, Bournemouth Water’s costs and employee numbers have been excluded.
Percentage
change in salary

Percentage change in
benefits

Percentage change in
annual bonus

+2.95%

-20.01%(i)

+8.63%

+0.5%

-0.9%

+9.6%

Average Executive Director remuneration
All employees

(i) This figure includes relocation costs for Ian McAulay. Without these benefits the change would have been -2.89%

RELATIVE IMPORTANCE OF SPEND ON PAY

Overall expenditure on pay

2015/16
(£ million)

2014/15
(£ million)

Percentage change

180.0

165.4

+8.8%

129.5

117.0

+10.7%

20.3

20.3

–

283.7

298.1

-7.3%

(i)

Distributions to ordinary shareholders
Distributions to perpetual capital security holders
Purchase of property, plant and equipment (cash flow)
(i) Excludes non-underlying items. 2015/16 includes Bournemouth Water expenditure on pay.

The above table illustrates the relative importance of spend on pay compared with distributions to equity holders. The purchase of
property, plant and equipment (cash flow) has also been included as this was the most significant outgoing for the Company in the last
financial year.

SHARE AWARD AND SHAREHOLDING DISCLOSURES (AUDITED INFORMATION)
SHARE AWARDS GRANTED DURING 2015/16

The table below sets out details of share awards made in the year to Executive Directors.

Executive Director
Ian McAulay

Type of interest

Basis of award

Face value
£000

PCP

100% of salary

400

Chris Loughlin

Performance period
end date

30% of maximum

31 March 2018

n/a

26 July 2018

400

Susan Davy
Ian McAulay

Percentage vesting
at threshold
performance

325
Deferred bonus

50% of bonus awarded

101

Chris Loughlin

151

Susan Davy

78(i)

Sharesave (SAYE) awards were also made, as detailed on page 97.
(i) A proportion of the award made to Susan Davy related to her performance in her previous position with the Group as finance and regulatory director, South West Water.

PCP awards were calculated using the share price at the date of grant (1 July 2015) which was £8.105 per share. Deferred bonus
awards were calculated using the share price at the date of grant (27 July 2015) which was £7.91.

92

PENNON GROUP PLC ANNUAL REPORT 2016

OVERVIEW

GOVERNANCE

GROUP PERFORMANCE

FINANCIAL STATEMENTS

DIRECTORS’ SHAREHOLDING AND INTEREST IN SHARES

The Remuneration Committee believes that the interests of Executive Directors and senior management should be closely aligned
with the interests of shareholders.
To support this, the Committee operates shareholding guidelines. The Executive Directors are expected to build up a shareholding in
the Company in accordance with the Company’s shareholding guideline which amounts to a shareholding interest equivalent to 100%
of salary to be built up within the first five years of joining the Company at the rate of at least 20% per year by the end of each year.
This level of shareholding is then expected to be maintained by each Director and is revalued each year in accordance with the then
prevailing share price and the Executive Director’s salary.
The beneficial interests of the Executive Directors in the ordinary shares (40.7p each) of the Company as at 31 March 2016 (or date of
cessation, if earlier) and 31 March 2015 together with their shareholding guideline obligation and interest are shown in the table below:
Unvested awards
Share
interests
(including
connected
parties) at
31 March
2016

Share
interests
(including
connected
parties) at
31 March
2015

Shareholding
guideline (100%
to be accrued
over five years)

Susan Davy(i)

44,197

38,557

Chris Loughlin

247,745
18,748

Ian McAulay

Shareholding
guideline
met?

Performance
shares
(subject to
performance
conditions)

40%

Yes

225,045

100%

–

40%

SAYE

Deferred
bonus
shares

ESOS

Buyout
award

79,338

2,635

24,907

4,329

–

Yes

155,627

4,984

55,654

4,329

–

Yes(ii)

93,810

–

20,554

3,651

16,091

(i) Susan Davy’s unvested awards include those she received in her previous position as finance and regulatory director, South West Water, which she retains an interest in following
her appointment as Chief Financial Officer on 1 February 2015
(ii) Due to salary increase timing and share price movement there is currently a small shortfall due to be made up in connection with the 2016/17 Performance and Co-investment Plan
award to Ian McAulay.

Since 31 March 2016 3,618 additional ordinary shares in the Company have been acquired by Chris Loughlin as a result of participation
in the Company’s scrip dividend alternative and the Company’s Share Incentive Plan; and 45 additional ordinary shares in the Company
have been acquired by Susan Davy as a result of participation in the Company’s Share Incentive Plan. There have been no other
changes in the beneficial interests or the non-beneficial interests of the above Directors in the ordinary shares of the Company
between 1 April 2016 and 20 May 2016.
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NON-EXECUTIVE DIRECTORS’ SHAREHOLDING

The beneficial interests of the Non-executive Directors, including the beneficial interests of their spouses, civil partners, children and
stepchildren, in the ordinary shares (40.7p) of the Company are shown in the table below:
Director

Shares held at 31 March 2016

Shares held at 31 March 2015

Sir John Parker

10,000

–

Ken Harvey (retired 31 July 2015)

26,209

26,209

–

–

4,495

4,444

–

–

2,500

2,500

Martin Angle
Gerard Connell (retired 31 July 2015)
Neil Cooper
Gill Rider

There have been no changes in the beneficial interests or the non-beneficial interests of the above Directors in the ordinary shares of
the Company between 1 April 2016 and 20 May 2016.
There is no formal shareholding guideline for the Non-executive Directors; however, they are encouraged to purchase shares in
the Company.

SHAREHOLDER DILUTION

The Company can satisfy awards under its share plans with new issue shares or shares issued from treasury up to a maximum of 10%
of its issued share capital in a rolling 10 year period to employees under its share plans. Within this 10% limit the Company can only
issue (as newly issued shares or from treasury) 5% of its issued share capital to satisfy awards under discretionary or executive plans.
The percentage of shares awarded within these guidelines and the headroom remaining available as at 17 May 2016 is as set out below:
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Awarded

Headroom

Total

Discretionary schemes

1.48%

3.52%

5%

All schemes

4.18%

5.82%

10%
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DETAILS OF SHARE AWARDS
(a) Performance and Co-investment Plan (long-term incentive plan)
In addition to the above beneficial interests, the following Directors have or had a contingent interest in the number of ordinary shares
(40.7p each) of the Company shown below, representing the maximum number of shares to which they would become entitled under
the plan should the relevant criteria be met in full:

Conditional
awards held at
31 March 2016

Date of end
of period for
qualifying
conditions to
be fulfilled

Conditional
awards held at
1 April 2015

Conditional
awards made
in year

Market price
upon award in
year

Vesting in
year(i)

Value of shares
upon vesting
(before tax)
£000

3/7/12

17,696

–

768.50p

–

–

–

2/7/15

2/7/13

21,347

–

653.00p

–

–

21,347

1/7/16

14/7/14

17,893

–

798.50p

–

–

17,893

13/7/17

–

40,098

810.50p

–

–

40,098

30/6/18

3/7/12

48,145

–

768.50p

–

–

–

2/7/15

2/7/13

57,810

–

653.00p

–

–

57,810

1/7/16

14/7/14

48,465

–

798.50p

–

–

48,465

13/7/17

–

49,352

810.50p

–

–

49,352

30/6/18

44,458

–

798.50p

–

–

44,458

13/7/17

–

49,352

810.50p

–

–

49,352

30/6/18

Director and
date of award
Susan Davy(ii)

1/7/15
Chris Loughlin

1/7/15
Ian McAulay
14/7/14
1/7/15

(i) None of the July 2012 award shares vested on 2 July 2015 due to the performance criteria not being met. Therefore all of the award lapsed
(ii) A portion of Susan Davy’s share awards are those she received in her previous position as finance and regulatory director, South West Water, up to 31 January 2015, in which she
retains an interest in her role as Chief Financial Officer
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DETAILS OF SHARE AWARDS CONTINUED

(b) Annual Incentive Bonus Plan – deferred bonus shares (long-term incentive element)
The following Directors had or have a contingent interest in the number of ordinary shares (40.7p each) of the Company shown below,
representing the total number of shares to which they have or would become entitled under the deferred bonus element of the Annual
Incentive Bonus Plan (the bonus plan) at the end of the relevant qualifying period:

Vesting
in year

Value of shares
upon vesting
(before tax)
£000

Conditional
awards held at
31 March 2016

Date of end
of period for
qualifying
conditions to
be fulfilled

Conditional
awards held at
1 April 2015

Conditional
awards made
in year

Market
price of each
share upon
award in year

27/7/12

7,263

–

754.50p

7,263(ii)

57

–

26/7/15

5/8/13(iii)

7,555

–

693.00p

–

–

7,555

4/8/16

27/8/14

7,543

–

821.50p

–

–

7,543

26/8/17

27/7/15

–

9,809

791.00p

–

–

9,809

26/7/18

27/7/12

20,650

–

754.50p

20,650(iii)

163

–

26/7/15

5/8/13(iii)

16,978

–

693.00p

–

–

16,978

4/8/16

27/8/14

19,552

–

821.50p

–

–

19,552

26/8/17

27/7/15

–

19,124

791.00p

–

–

19,124

26/7/18

16,091

–

696.00p

–

–

16,091

29/9/16

7,775

–

821.50p

–

–

7,775

26/8/17

–

12,779

791.00p

–

–

12,779

26/7/18

Director and
date of award
Susan Davy(i)

Chris Loughlin

Ian McAulay
30/9/13(iv)
27/8/14
27/7/15

(iii)

(i) A portion of Susan Davy’s share awards are those she received in her previous position as finance and regulatory director, South West Water, up to 31 January 2015, in which she
retains an interest in her position as Chief Financial Officer
(ii) These shares vested on 18 August 2015 at 791.10p per share
(iii) In connection with the awards made on 5 August 2013 (and 27 August 2014 to Ian McAulay) the Directors received options pursuant to the Company’s executive share option
scheme (ESOS), details of which are set out on page 97. These awards were made in conjunction with the operation of the bonus plan, details of which are set out on page 80
(iv) This was a buyout award.

During the year the Directors received dividends on the above shares in accordance with the conditions of the bonus plan as follows:
Susan Davy £9,251; Chris Loughlin £22,356*.
* Chris Loughlin received his dividend in the form of ordinary shares (40.7p each) in the Company as a result of participation in the Company’s scrip dividend alternative and these
shares are included in the figure given for the additional ordinary shares (40.7p each) in the Company that he acquired since 31 March 2016 given on page 93.
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(c) Executive Share Option Scheme (ESOS)
The following Directors had a contingent interest in the number of options shown in the ordinary shares (40.7p each) of the Company
pursuant to the Company’s ESOS. Further details relating to the operation of the scheme are set out on page 80.

Date of award

Market
value of
each share
at 31 March
2016

Options
held at 31
March 2016

Maturity
date

Options
held at 1
April 2015

Granted in
year

Exercised in
year

Exercise
price per
share

Market
price of each
share on
exercising

4,329

–

–

693.00p

–

811.00p

4,329

5/8/16

4,329

–

–

693.00p

–

811.00p

4,329

5/8/16

3,651

–

–

821.50p

–

811.00p

3,651

27/8/17

Susan Davy(i)
5/8/13
Chris Loughlin
5/8/13
Ian McAulay
27/8/14

(i) Susan Davy’s share options are those she received in her previous position as finance and regulatory director, South West Water, up to 31 January 2015, in which she retains an
interest in her position as Chief Financial Officer.

(d) Sharesave scheme
Details of options to subscribe for ordinary shares (40.7p each) of the Company under the all-employee Sharesave scheme were:

Options
held at
1 April 2015

Granted
in year

Exercised in
year

Exercise
price per
share

Market
price
of each
share on
exercising

29/6/12

1,530

–

1,530

588.00p

748.00p

–

–

1/9/15 – 28/2/16

24/6/15

–

2,635

–

683.00p

–

811.00p

2,635

1/9/18 – 28/2/19

2,788

–

–

538.00p

–

811.00p

2,788

1/9/18 – 28/2/19

–

2,196

–

683.00p

–

811.00p

2,196

1/9/20 – 28/2/21

Date of award

Market
value of
each share
at 31 March
2016

Options
held at 31
March 2016

Exercise period/
maturity date

Susan Davy(i)

Chris Loughlin
3/7/13
24/6/15

(i) Susan Davy’s share options are those she received in her previous position as finance and regulatory director, South West Water, up to 31 January 2015, in which she retains an
interest in her position as Chief Financial Officer.
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DIRECTORS’ REMUNERATION REPORT CONTINUED

ADVISERS TO THE REMUNERATION COMMITTEE

During the year the Committee received advice or services which materially assisted the
Committee in the consideration of remuneration matters from Ken Harvey, Chairman
of the Company (until 31 July 2015), from Ken Woodier, Group General Counsel &
Company Secretary (until 24 March 2016), from Chris Loughlin, Group Chief Executive
Officer following his appointment on 1 January 2016, and from the following adviser who
was appointed directly by the Committee:
• Deloitte LLP on calculating the Company’s total shareholder return compared
with two comparator groups for the Company’s long-term incentive plan, on
remuneration trends and on the fee level for the Group Chief Executive Officer
and the Chief Financial Officer. Subsequent to the year end Deloitte LLP provided
advice to the Committee on the form of the Directors’ remuneration. Deloitte LLP’s
fees in respect of advice which materially assisted the Committee during 2015/16
were £28,740 (arrived at from an hourly rate basis of charging). Deloitte LLP also
provided tax and share scheme advice to the Group, consulting, corporate finance
and assurance advisory services to Viridor and assurance advisory services to South
West Water. Deloitte LLP is a member of the Remuneration Consultants Group
and as such voluntarily operates under the code of conduct in relation to executive
remuneration consulting in the UK. The Committee is satisfied that the advice it has
received from Deloitte LLP has been objective and independent on the basis that
it is an independent professional firm and complies with the code of conduct of the
Remuneration Consultants Group referred to above.

STATEMENT OF VOTING AT GENERAL MEETING

The table below sets out the voting by the Company’s shareholders on the resolution
to approve the Directors’ remuneration report at the Annual General Meeting held on
31 July 2015, including votes for, against and withheld.
Remuneration report
For % (including votes at the Chairman’s discretion)
Against %
Withheld number
A vote withheld is not counted in the calculation of the proportion of votes ‘for’ and ‘against’ a resolution.

The Remuneration Committee is pleased to note that over 98% of shareholders
who voted approved the 2014/15 Directors’ remuneration report. The Committee
appreciates the continuing support of its shareholders.
On behalf of the Board
Martin D Angle
Chairman of the Remuneration Committee
24 May 2016
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DIRECTORS’ REPORT –

OTHER STATUTORY DISCLOSURES
INTRODUCTION

This Directors’ report is prepared in accordance with the
provisions of the Companies Act 2006 and regulations made
thereunder. It comprises pages 58 to 76 and 99 to 101 as well as
the following matters which the Board considers are of strategic
importance and, as permitted by legislation, has chosen to include
in the strategic report rather than the Directors’ report:
• risk management systems (page 51 of the strategic report)
• likely future developments of the Company (page 17 of the
strategic report)
• important post-balance sheet events (note 45 of the notes to
the financial statements)
• all matters relating to sustainability, which include details of the
Group’s carbon emissions (page 45 of the strategic report)
and information relating to employee involvement (page 50) of
the strategic report, as well as the disclosure below).
In addition, the Directors’ report includes the following
disclosures (and any other disclosures) which are incorporated
by reference:
• financial risk management (note 3 of the notes to the
financial statements)
• financial instruments (notes 2(o) and 18 of the notes to the
financial statements).

BOARD OF DIRECTORS

The Directors in office as at the date of this report (all of
whom served during the year) are named on pages 60 and 61.
In addition, Ken Harvey, the previous Chairman, and Gerard
Connell, the previous Senior Independent Director, served during
the year until their retirement from the Board on 31 July 2015.

FINANCIAL RESULTS AND DIVIDEND

The Directors recommend a final dividend of 23.12p per ordinary
share to be paid on 2 September 2016 to shareholders on the
register on 8 July 2016, making a total dividend for the year of
33.58p, the cost of which will be £138.5 million, resulting in a
transfer to reserves of £13.6 million. The strategic report on
pages 18 to 25 analyses the Group’s financial results in more detail
and sets out other financial information.

DIRECTORS’ INSURANCE AND INDEMNITIES

The Directors have the benefit of the indemnity provisions
contained in the Company’s Articles of Association (‘Articles’),
and the Company has maintained throughout the year Directors’
and officers’ liability insurance for the benefit of the Company,
the Directors and its officers. The Company has entered into
qualifying third party indemnity arrangements for the benefit
of all its Directors in a form and scope which comply with the
requirements of the Companies Act 2006 and which were in
force throughout the year and remain in force.

EMPLOYMENT POLICIES AND EMPLOYEE
INVOLVEMENT

The Group has a culture of continuous improvement through
investment in people at all levels within the Group. The Group is
committed to pursuing equality and diversity in all its employment
activities including recruitment, training, career development and
promotion and ensuring there is no bias or discrimination in the
treatment of people. In particular, applications for employment
are welcomed from persons with disabilities, and special
arrangements and adjustments as necessary are made to ensure
that applicants are treated fairly when attending for interview
or for pre-employment aptitude tests. Wherever possible the
opportunity is taken to retrain people who become disabled
during their employment in order to maintain their employment
within the Group. Information regarding the Group’s workplace
policies is provided on page 48.
The Board has a diversity policy and encourages gender diversity
in particular. Further details of the Board’s diversity policy are set
out in the report of the Nomination Committee on page 74, and
information regarding the diversity of the workforce is provided
on page 50.
Employees are consulted regularly about changes which
may affect them either through their trade union-appointed
representatives or by means of the elected staff council which
operates in South West Water for staff employees.
These forums, together with regular meetings with particular
groups of employees, are used to ensure that employees are kept
up to date with the business performance of their employer and
the financial and economic factors affecting the performance of
the Group. The Group also cascades information monthly to
all employees to provide them with important and up to date
information about key events and to obtain feedback from them.
Further information about employment matters relating to the
Group is set out on pages 48 to 50 of the strategic report.
The Group encourages share ownership among its employees
by operating an HM Revenue & Customs approved Sharesave
scheme and Share Incentive Plan. Following shareholder approval
at the 2014 AGM, these were amended to provide for the
increased savings limits approved by government. At 31 March
2016 around 44% of the Group’s employees were participating in
these plans.

HUMAN RIGHTS AND ANTI-SLAVERY

The Group is fully supportive of the principles set out in the
UN Declaration of Human Rights, and the Group Ethics Policy
outlines the high standards of employment practice with which
everyone in Pennon Group is expected to comply. The Group
also supports the International Labour Organization’s core
conventions for the protection and safety of workforces wherever
they may be throughout the Group.
The Group’s commitment to ensuring the human rights of its
employees are not infringed extends to those of its suppliers.
Supplier codes of conduct are in place to ensure that people are
treated fairly and with respect and dignity.
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In addition, following appropriate due diligence we have put in
place policies and procedures to assess, monitor and reduce the
risk of modern slavery and human trafficking occurring in our
businesses and supply chains. Risk assessments of any high risk
supply partners have been completed by Viridor, South West
Water and Bournemouth Water to ensure compliance with the
Modern Slavery Act across the Group and we are in the process
of drafting our anti-slavery and human trafficking web-based
statement for the financial year 2016/17. This will be available at
www.pennon-group.co.uk in due course.

RESEARCH AND DEVELOPMENT

Research and development within the Group involving water and
waste treatment processes amounted to £0.1 million during the
year (2014/15 £0.1 million).

OVERSEAS BRANCHES

The Company has no overseas branches.

PENNON GROUP DONATIONS

No political donations were made or political expenditure
incurred and no contributions were made to a non-EU political
party (2014/15 nil).

PURCHASE OF OWN ORDINARY SHARES

The Company has authority from shareholders to purchase up
to 10% of its own ordinary shares (as renewed at the Annual
General Meeting in 2015), which was valid as at 31 March 2016
and remains currently valid. No purchases were made during the
year. As at 1 April 2015, 389,515 shares were held in treasury,
with a nominal value of £158,533 and representing 0.1% of issued
share capital. 379,159 treasury shares representing 0.09% of
issued share capital as at 1 April 2015 were reissued during the
year under the Company’s employee share schemes for proceeds
of £2.5 million.

DISCLOSURES REQUIRED BY PUBLICLY
TRADED COMPANIES

The following disclosures are made pursuant to Part 6 of Schedule
7 of the Large and Medium-sized Companies and Groups
(Accounts and Reports) Regulations 2008 and Rule 7.2.6.R of the
UK Listing Authority’s Disclosure and Transparency Rules (DTR).
As at 31 March 2016:
a) Details of the Company’s issued share capital, which consists of
ordinary shares of nominal value 40.7 pence each, are set out
in note 33 to the financial statements on page 160. All of the
Company’s issued shares are fully paid up, rank equally in all
respects and are listed on the Official List and traded on the
London Stock Exchange. The rights and obligations attaching
to the Company’s shares, in addition to those conferred on
their holders by law, are set out in the Company’s Articles,
copies of which can be obtained from Companies House in
the UK or by writing to the Group Company Secretary at the
Company’s registered office;
b) There are no restrictions on the transfer of issued shares of
the Company or on the exercise of voting rights attached
to them, except where the Company has exercised its right
to suspend their voting rights or to prohibit their transfer
following the omission of their holder or any person interested
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in them to provide the Company with information requested
by it in accordance with Part 22 of the Companies Act 2006
or where their holder is precluded from exercising voting
rights by the Financial Conduct Authority’s Listing Rules or
the City Code on Takeovers and Mergers. There are no
persons with special rights regarding control of the Company.
No shares issued under the employee share schemes have
rights with regard to control of the Company that are not
exercisable directly by the employees;
c) Details of significant direct or indirect holdings of securities of
the Company are set out in the shareholder analysis on page
174. The Company is not aware of any agreements between
shareholders which may result in restrictions on the transfer of
securities or on voting rights;
d) The Company’s rules about the appointment and replacement
of Directors are contained in the Articles and accord with
usual English company law provisions. The powers of Directors
are determined by UK legislation and the Articles in force from
time to time. Changes to the Articles must be approved by the
Company’s shareholders by passing a special resolution;
e) The Directors have the power to make purchases of the
Company’s own shares in issue as set out above. The
Directors also have the authority to allot shares up to an
aggregate nominal value of: (i) £55,765,009 (such amount to
be reduced by any shares allotted or rights granted under (ii)
below in excess of £55,765,009); and (ii) £111,530,018 by way
of a rights issue (such amount to be reduced by any shares
allotted or rights granted from (i)) above), which was approved
by shareholders at the 2015 Annual General Meeting (AGM).
In addition, shareholders approved a resolution giving the
Directors a limited authority to allot shares for cash other than
pro rata to existing shareholders. These resolutions remain
valid until the conclusion of this year’s AGM. Similar resolutions
will be proposed at this year’s AGM. The Directors have no
present intention to issue ordinary shares other than pursuant
to the Company’s employee share schemes and the scrip
dividend alternative;
f) There are a number of agreements which take effect, alter or
terminate upon a change of control of the Company following
a takeover bid, such as bank loan agreements, eurobond
documentation, hybrid capital securities documentation,
private placement debt and employees’ share plans. This may
result in certain funding agreements being altered or repaid
early. The impact on employees’ share plans is not considered
significant; and
g) There are no agreements between the Company and its
Directors or employees providing for compensation for loss of
office or employment that occurs because of a takeover bid.

GOING CONCERN

Having considered the Group’s funding position and financial
projections the Directors have a reasonable expectation that
the Group has adequate resource to continue in operational
existence for the foreseeable future. For this reason they
continue to adopt the going concern basis in preparing the
financial statements.
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STATEMENT OF DIRECTORS’
RESPONSIBILITIES

The Directors are responsible for the maintenance and integrity
of the Company’s website www.pennon-group.co.uk.
Legislation in the United Kingdom governing the preparation and
dissemination of financial statements may differ from legislation in
other jurisdictions.

Company law requires the Directors to prepare financial
statements for each financial year. Under that law the Directors
have prepared the Group and Company financial statements
in accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Union.

STATEMENT AS TO DISCLOSURE OF
INFORMATION TO THE AUDITOR

The Directors are responsible for preparing the annual report,
the Directors’ remuneration report and the financial statements
in accordance with applicable law and regulations.

Under company law the Directors must not approve the financial
statements unless they are satisfied that they give a true and fair
view of the state of affairs of the Group and the Company and of
the profit or loss of the Group for the year.
In preparing these financial statements the Directors are required to:
• select suitable accounting policies and then apply
them consistently
• make judgements and accounting estimates which are
reasonable and prudent
• state whether applicable IFRSs as adopted by the European
Union have been followed, subject to any material departures
disclosed and explained in the financial statements.

i) So far as each of the Directors in office at the date of the
signing of the report is aware, there is no relevant audit
information of which the Company’s auditor is unaware; and
ii) each of the Directors has taken all the steps each Director
ought to have taken individually as a Director in order to make
himself or herself aware of any relevant audit information
and to establish that the Company’s auditor is aware of
that information.
The Directors’ report consisting of pages 58 to 76 and 99 to
101 was approved by the Board on 24 May 2016.
By Order of the Board
Helen Barrett-Hague
Group Company Secretary
24 May 2016

The Directors confirm that they have complied with the above
requirements in preparing the financial statements.
The Directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the Company’s
transactions, and disclose with reasonable accuracy at any time
the financial position of the Group and the Company; and enable
them to ensure that the financial statements and the Directors’
remuneration report comply with the Companies Act 2006
and, as regards the Group financial statements, Article 4 of the
International Accounting Standards (IAS) Regulation. They are
also responsible for safeguarding the assets of the Group and
the Company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.
Each of the Directors, whose names and functions are listed
on pages 60 and 61, confirms that, to the best of his or
her knowledge:
i) The financial statements, which have been prepared in
accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Union, give a true and fair
view of the assets, liabilities, financial position and profit of the
Group and of the Company.
ii) The strategic report (pages 4 to 55) and the Directors’ report
(pages 99 to 101) include a fair review of the development and
performance of the business during the year and the position
of the Company and the Group at the year end, together with
a description of the principal risks and uncertainties they face.
iii) Following receipt of advice from the Audit Committee, that
the annual report, taken as a whole, is fair, balanced and
understandable, and provides the information necessary for
the shareholders to assess the Group’s performance, business
model and strategy.
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