
Chairman’s letter
to shareholders

Dear Shareholder
On behalf of the Board, I am pleased to introduce 
the corporate governance report for 2020. 
This continues to be the Board’s principal method 
of  reporting to shareholders on our governance 
policies and on our application of the principles 
of good corporate governance.

Strong governance is central to our successful 
management of the Group and it provides the 
framework for the effective delivery of our strategy, 
the creation of shareholder value and the ongoing 
development of our sustainable business. 
As Chairman of Pennon, one of my overriding 
responsibilities is to ensure that we continue to 
operate to the highest standards of corporate 
governance. This year, for the first time, we are 
reporting formally on our performance against 
the Principles of the 2018 UK Corporate Governance 
Code. The table on pages 74 and 75 will help you to 
navigate our reporting and evaluate our performance.

 
Strong governance is central to our 
successful management of the Group 
for the benefit of all our stakeholders.

Sir John Parker 
Chairman

One consequence of Pennon’s ownership of South 
West Water, a regulated water and wastewater 
business, is that to meet the requirements of 
Ofwat, South West Water Limited maintains its own 
independent board of directors and continues to 
operate in the manner of a publicly listed company 
in its own right. Further detail of South West Water’s 
operations and governance will be contained in 
its annual report and accounts. Also, this year, Viridor 
Limited, our waste management business is reporting 
on its application of the Wates Governance principles 
during the year; further information will be published 
in Viridor’s annual report and accounts in due course.

Our current board and committee framework 
allows us to streamline our decision-making process. 
The South West Water board, which includes certain 
Pennon Executive and Non-Executive Directors, as 
well as three South West Water only non-executive 
directors, convenes on the same day as each Pennon 
Board meeting and considers South West Water 
strategy, performance and regulatory planning. In 
its meetings the Pennon Board concentrates on 
strategic forward-looking matters for all parts of the 
Group, including South West Water.

Our governance framework has served the complex 
structure of the Group well. It has been put to the 
test in recent weeks but I am pleased to say it has 
shown itself to be robust and effective in the way 
it has supported decision-making in relation to the 
Viridor disposal at the same time as dealing with 
Pennon’s response to the COVID-19 risk and the 
usual oversight of the Company’s performance and 
delivery of its strategy. Following the completion of 
the proposed sale of Viridor, we are mindful that 
modifications may need to be considered to ensure 
our system of governance remains appropriate and 
continues to support the delivery of our strategy.

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 each of the Directors, and the Board as a 
whole, to perform effectively to promote the success 
of the Company for the benefit of its shareholders 
and other stakeholders.

It is my view that the Board is highly effective with 
a good understanding of the Group’s opportunities as 
well as the threats facing the business. This view is 
supported by the results of this year’s Board and 
Committee performance evaluations, which are 
reported on pages 90 and 91, as well as hard 
evidence. I refer to the Board’s understanding of 
a wide range of opportunities from the release of 
value in Pennon’s waste business in the form of the 
Viridor sale, to the need for investment in plastics 
recycling for the benefit of the environment and 
our communities, and the New Deal for South West 
Water customers. We keep under constant review 
the threats to the future success of the business, 
the most immediate being COVID-19.

Culture
Organisations that embody a clear sense of vision and 
purpose deliver good results and the most successful 
workplace cultures are built on trust. The Board relies 
on employee engagement as a way of monitoring the 
organisation’s culture, most notably our Trust Index 
score. This is explained on page 38.

Stakeholder engagement
The Board understands the part the Group can 
play in bringing resources to life and creating a more 
sustainable UK. We are committed to carrying out our 
business in a responsible way and remain focused on 
improving the provision of water services for the 
benefit of all our stakeholders.

This year, and in full compliance with The Companies 
(Miscellaneous Reporting) Regulations 2018, we have 
provided a section 172 statement, which describes 
in more detail how the Board has had regard to the 
interests of all our stakeholders when carrying out 
its duties. Our section 172 statement, which can be 
found on page 121, should be read alongside pages 
26 to 29 and the summary opposite of how 
stakeholder interests were taken into consideration 
by the Board in decision making during the year.

There are a number of routes through which 
the Board gains an understanding of employees’ 
views on key decisions, most notably staff forums, 
employee surveys and the Big Chat. We were 
particularly interested to see the results of the 
employee ‘pulse survey’ on home working during the 
COVID-19 pandemic; these views are reflected in the 
measures that have been taken to ensure the safety 
and wellbeing of our people. Further information on 
employee engagement is provided on page 38. 
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The following table sets out some of the most significant decisions taken by the Board during the year and how stakeholder interests were taken into account:

Key decision Stakeholders affected Strategic factors taken into consideration Outcome 

Proposed sale of Viridor Investors
Employees
Customers

• Realisation of significant strategic value for shareholders
• Positioning for potential future growth opportunities
• Smooth transition for employees
• Continuation of high standards of customer service

Board decision to progress the sale

COVID-19  
response

Employees
Customers
Investors

• Health, safety and wellbeing of employees and customers
• Continued delivery of essential services
• Helping vulnerable customers
• Financial security for employees
• Maintaining a solid funding and liquidity position

Strong Board support for measures 
introduced by the management team

Pensions Employees
Shareholders
Scheme trustee
Employee representatives

• Ability of pension scheme to continue to meet obligations
• Managing the pension scheme deficit
• Ensuring employees can continue to save for their future in a way 

that reflects their lifestyle and life stage

Board approval of employee consultation 
programme on the closure of the defined 
benefit scheme to future accrual and an 
enhanced defined contribution offering

Ofwat’s Final 
Determination of South 
West Water’s business  
plan for 2020-25

Investors
Employees
Customers
Government and regulators

• Realisation of strategic value for shareholders
• Continued delivery of high standards of service to customers
• Alignment of investor and customer interests; increasing trust and 

legitimacy
• Giving customers a greater say in our water business
• Regulatory and environmental compliance 
• Reputational matters

Acceptance of Final Determination

Interim dividend Investors
Employee shareholders

• Delivery of shareholder value Payment of dividend

New Group borrowings Investors
Employees
Customers

• Maintaining a sustainable and solid funding and liquidity position
• Delivery of shareholder value
• Continued delivery of high standards of service to customers

Entry into new funding facilities

Subsidiary strategic plans Investors
Employees
Customers
Communities 

• Realisation of strategic value for shareholders
• Continued delivery of high standards of service to customers
• Regulatory and environmental compliance 

Strategic planning and roadmap agreed

The Board also carries out site visits and we were 
disappointed when visits scheduled for March 2020 
had to be cancelled due to COVID-19. We look 
forward to those being rescheduled during 2020/21.

We continue to engage actively with all our 
stakeholders, including our customers, our 
communities, our people and our suppliers, as 
well as with our investors. We are acutely aware 
that our stakeholders are struggling with the 
challenges posed by an uncertain future and commit 
to maintaining appropriate and regular dialogue 
to ensure that the rationale for our strategy and our 
performance objectives reflects their expectations. 
Our continuous engagement allows stakeholders 
to provide feedback on the matters they consider 
to be important and any issues which they would 
like to be addressed. 

Shareholder engagement
Our shareholders are just one of our key stakeholder 
groups and we continue to manage a comprehensive 
engagement programme with them throughout the 
year. During this past year we undertook some 90 
meetings and conference calls with both current and 
prospective investors. Pennon also attended eight 
city conferences and sales force briefings and hosted 
11 road shows and investor events in the UK, USA 
and mainland Europe. Pennon maintains a stable, 
high-quality shareholder register with almost 
two-thirds of investors based in the UK. The 
majority of Pennon’s issued share capital is held 
by institutions, with the remainder largely held by 
private client investment managers.

The Chief Financial Officer continues to report 
to the Board regularly on major shareholders’ 
views about the Group, and the Company’s corporate 
brokers present frequently to the Board on equity 
market developments and shareholder perceptions. 

This helps to ensure that the Board is fully briefed 
on the views and aspirations of shareholders.

It is always pleasing to be part of a well-attended 
Annual General Meeting (AGM) and it was very 
pleasing to see many familiar faces at the 2019 AGM. 
I am sorry to say that we expect this year’s AGM, 
which will be held on 31 July 2020, to be very 
different. We are closely monitoring developments 
relating to the COVID-19 pandemic and as at the date 
of this report, compulsory government measures 
remain in force restricting public gatherings and 
non-essential travel. This means that shareholders 
will not be able to attend the meeting and the 
Company will arrange for a quorum to be present 
to transact the business of the meeting.

We are very aware that the AGM provides an 
important forum for shareholders to meet the 
Board and raise questions and, assuming the 
restrictions remain in place, we will provide an online/
telephone facility to allow shareholders to participate 
remotely. We also encourage our shareholders to vote 
on the resolutions by proxy. Further details will be 
found in the Notice of AGM. 

Compliance with the UK Corporate 
Governance Code and other requirements
Details of how we have applied the Principles that 
form the UK Corporate Governance Code (the UK 
Code) are provided throughout this annual report 
and the table on pages 74 and 75 provides some 
useful signposting. Underpinning our application of 
the Principles is our compliance with the UK Code’s 
Provisions throughout the year; I am pleased to say 
that we have no exceptions to report. The UK Code is 
published on the Financial Reporting Council (FRC) 
website, www.frc.org.uk. 

My introduction to this corporate governance report 
and the following sections is 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 covers 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 120 
the Board is able to confirm 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 
3 June 2020
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Chairman’s letter
to shareholders
continued

How we have performed against the Principles of the 2018 UK Code

Information about how we follow the Code’s Principles can be found in the following sections of the annual report:

UK Code principles Where
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 • An effective and entrepreneurial board
 • Promoting the long-term sustainable success of the Company
 • Generating value for shareholders
 • Contributing to wider society

 • Board of Directors (pages 76 and 77)
 • Strategic progress (pages 16 to 19)
 • Business model (page 14 and 15)
 • Sustainability at the heart of the business (pages 20 and 21)

 • Company’s purpose, values and strategy are aligned with 
its culture

 • Directors act with integrity, lead by example and promote 
the desired culture

 • Business model (page 14 and 15) and throughout the annual report
 • Our People (page 40)

 • Resources, internal controls, risk management  • Report of the Chief Financial Officer (page 54)
 • Risk report (pages 58 to 60)

 • Shareholder and stakeholder engagement  • Our stakeholders (pages 26 to 29)
 • Our people (page 38)

 • Workforce policies and practices are consistent with the 
Company’s values and support its long-term sustainable success

 • Workforce is able to raise any matters of concern

 • Business model (pages 14 and 15)
 • Our people (pages 38 to 41)
 • The Board and its governance framework (page 83)
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The role of the Chairman is to:
 • Demonstrate objective judgement
 • Promote a culture of openness and debate
 • Facilitate constructive board relations and the effective 

contribution of all non-executive directors
 • Ensure the directors receive timely, accurate and clear information

 • The Board and its governance framework (pages 79 to 82)
 • Nomination Committee report (pages 90 and 91)

 • Board composition – balance of executive/non-executive
 • Clear division of responsibilities between the Chairman and CEO

 • The Board and its governance framework (pages 80 and 81)

 • Non-Executive Director time commitment
 • Non-Executive Director roles – to provide constructive challenge, 

strategic guidance, offer specialist advice and hold management 
to account

 • Board of Directors (pages 76 and 77)
 • The Board and its governance framework (page 80)

 • The Board, supported by the Company Secretary, has the policies, 
processes, information, time and resources it needs to function 
effectively and efficiently

 • The Board and its governance framework (pages 81 and 82)
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UK Code principles Where
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 • Board appointments are subject to a formal, rigorous and 
transparent procedure

 • An effective succession plan is maintained for Board and 
senior management

 • Appointments and succession plans are based on merit and 
objective criteria, and should promote diversity

Nomination Committee report (pages 90 and 91)

 • The Board and Committees have a combination of skills, 
experience and knowledge

 • Consideration is given to the length of service of the Board as a 
whole and membership regularly refreshed

Board of Directors (pages 76 and 77)
The Board and its governance framework (page 79)

 • Annual evaluation of the Board considers its composition, diversity 
and how effectively members work together to achieve objectives

 • Individual evaluation demonstrates that each director continues to 
contribute effectively

Nomination Committee report (pages 90 and 91)
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 • The Board has established policies and procedures to ensure the 
independence and effectiveness of internal and external audit 
functions and satisfy itself on the integrity of the financial and 
narrative statements

Audit Committee report (page 87)

 • The Board presents a fair, balanced and understandable 
assessment of the Company’s position and prospects

Audit Committee report (page 87)
Directors’ report (page 120)

 • The Board has established procedures to manage risk, oversee 
the internal control framework and determine the nature and 
extent of the principal risks the Company is willing to take in order 
to achieve its long-term strategic objectives.

Risk report (pages 58 to 60)
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 • Remuneration policies and practices are designed to support 
strategy and promote long-term sustainable success.

 • Executive remuneration is aligned to the Company’s purpose and 
values, and is clearly linked to the successful delivery of the 
long-term strategy

Directors’ remuneration report (page 95)

 • There is a formal and transparent procedure for developing 
policy on executive remuneration and determining director 
and senior management remuneration

 • No director is involved in deciding their own 
remuneration outcome

Directors’ remuneration report (page 98)

Directors: 
 • Exercise independent judgement and discretion when authorising 

remuneration outcomes; and
 • Take account of Company and individual performance, and 

wider circumstances

Directors’ remuneration report (pages 107 to 109)
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