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2019/20 performance 
highlights and outcomes

Group performance 
 • Underlying profit before tax up 2.6%
 • 2019/20 dividend per share up 6.6% to 43.77 pence per share
 • Cumulative return on regulated equity over K6 (2015-20) 11.8%
 • South West Water began the K7 (2020-25) regulatory period as the only 

company to have achieved fast-track status for its business plan in two 
consecutive five-year price reviews

 • Proposed sale of Viridor for an enterprise value of £4.2 billion, which 
will accelerate the realisation of significant value for our shareholders.

Directors’  
remuneration 
report

2019/20 single figure outcome (£’000)

Chris Loughlin 
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Link between strategy  
and remuneration 

Link to customers Principles used to develop remuneration policy

Link to strategy Link to variable 
remuneration 

1 2 3 Annual  
bonus LTIP

Long-term

Earnings per share (EPS)

Dividend per share

Return on capital employed (RoCE)

Annual 

Profit before tax (PBT)

Return on regulated equity (RoRE)

ODI net rewards *

ERF availability *

Sustainable business

Customer satisfaction  
with overall service *

Employee engagement *

Health & safety *

GHG emissions *

* Reflected in bonus operational and individual metrics.

Pay linked to underlying 
performance

 • Significant portion of executive 
remuneration linked to performance 
of the business

 • Annual bonus includes customer 
and operational measures linked 
to metrics assessed by the water 
industry regulator, customers, 
communities and wider stakeholders

 • Stretching targets – motivate 
management to deliver 
sustainable performance 

 • Safeguard mechanisms in place 
to ensure outcomes reflect 
underlying performance.

Performance pay – 
appropriately aligned 
with customer interests

Bonus and long-term 
incentives – substantial link 
to stretching performance 
delivery for customers

Clarity and 
simplicity

The Committee is committed to providing open and 
transparent disclosures with regards to executive 
remuneration arrangements.

Risk Annual bonus deferral, the LTIP holding period and 
shareholding requirements ensure that Executive 
Directors are exposed to the long-term performance 
of the Company.

Predictability For each component of pay, the policy outlines the 
maximum opportunity levels for Executive Directors. 
Actual incentive outcomes will vary depending on the 
level performance achieved against specific measures.

Proportionality Our remuneration framework does not reward poor 
performance. Payment of the annual bonus and 
LTIP are subject to the achievement of stretching 
performance targets.

Alignment to 
culture

The metrics used to measure both short and long-term 
performance at Pennon are closely aligned to our 
business strategy and vision. Delivery of awards 
in shares delivered over three to five years and 
shareholding guidelines ensure focus on sustainable 
performance.

Leadership in UK 
infrastructure
We aim to lead in the sectors we 
operate in by capitalising on Group 
strengths, capabilities, best practice 
and synergies, and achieving 
the right balance between risk 
and reward.

Cost base efficiency
We are focused on driving down 
overheads and operating in the 
most efficient way to minimise costs.

Sustainable growth
We actively seek opportunities to 
invest for growth, whether through 
investment to increase our asset 
portfolio, initiatives to expand our 
customer base, or partnerships 
with other organisations.

Group KPIs

1

2

3
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Annual statement 
from the Chairman of the Remuneration Committee

 
This has been a significant year in the 
history of the Pennon Group.

Gill Rider 
Remuneration Committee Chairman

Dear Shareholder
I am pleased to present the Directors’ remuneration report for the year ending 
31 March 2020. 

This has been a significant year in the history of the Pennon Group. In addition 
to strong operational and financial results, South West Water’s price review was 
fast tracked by the regulator. Then in March 2020, we announced the proposed 
sale of Viridor to KKR for an enterprise value of £4.2 billion, which will accelerate 
the realisation of significant value for our shareholders.

This provided the backdrop for decisions made in relation to executive 
remuneration.

Performance in 2019/20
The Group delivered another year of robust financial and operating performance 
in 2019/20. Overall underlying profit before tax increased to £288 million.

South West Water finished the K6 (2015-20) regulatory period with a cumulative 
sector-leading return on regulated equity of 11.8% and the successful conclusion 
of the 2019 price review process (PR19). As a result, South West Water began 
the K7 (2020-25) regulatory period as the only company to have achieved 
fast-track status for its business plan in two consecutive five-year price reviews.

This has been an important year for Viridor operationally. A pipeline of growth 
projects has been developed across energy recovery, plastics recycling and 
energy parks. This includes our new energy recovery facilities at Glasgow, 
Beddington and Dunbar moving to ramp up, and good progress with the 
construction of our plastics processing facility at Avonmouth, which is on track 
for contribute to earnings in 2020/21. 

The Group has an ambitious road map for health & safety, largely focused on our 
HomeSafe programme. This has yielded a range of improving and encouraging 
trends in recent years, however we continue to seek improvements as we work 
towards our goal of being a health & safety leader in our industries.

We continue to make progress against our long-term sustainability strategy. 
In 2019/20, South West Water further reduced the number of serious and 
significant pollution incidents to one Category 2 event, building on the 
previous year’s performance which was itself our best performance for a 
decade. Less serious grades of pollution incident continue to be a challenging 
area; an accelerated pollution plan has been implemented and we continue to 
make additional investment. Our water resources position recovered from the 
previous dry year and we have met our leakage target for 20 years in a row.

Despite the COVID-19 crisis, the Group continues to have significant cash and 
liquidity and has not taken any Government support measures. For 2019/20, the 
Board has recommended a final dividend and the total dividend of 43.77 pence 
per share has been achieved while investing more than £3.6 billion in our 
businesses over the past 10 years.
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Incentive outcomes
The significant progress against financial and operational objectives is 
reflected in the outcomes against the bonus scorecard and individual 
objectives. Further details are set out on pages 107 to 109. 

In September 2019, the Company announced a full review of the strategic 
focus, growth options and capital allocation policy for the Group.

Given the significance of this review, the Committee decided that 30% of 
the 2019/20 bonus for the two Executive Directors should be linked to the 
successful execution of the strategic review and the value created for our 
shareholders. The balance of the award remained subject to the normal bonus 
scorecard and individual objectives.

The Board are unanimous in the view that the strategic review has been 
highly successful. The share price rose by 42% from the announcement of the 
strategic review to the announcement of the proposed sale of Viridor. In March 
2020 Pennon also joined the FTSE 100 index. The transaction enables our 
shareholders to accelerate the realisation of value from Viridor and on 
completion of the sale, the Board intends to use the net cash proceeds to 
reduce Pennon’s company borrowings and pension deficit, and make a return 
to shareholders, while retaining a portion of funds for future opportunities.

Overall, the annual bonus earned in respect of the year is 78.0% of salary 
for the Chief Executive Officer and 78.7% for the Chief Financial Officer. 
The Committee is satisfied that the bonus outcomes are fully supported 
by performance in the year. 

Half of the bonus earned is deferred into shares which affirms Executive 
Directors’ commitment to creating a long-term, sustainable business. 

Share awards granted under the long-term incentive plan (LTIP) in 2017 
will be eligible for vesting in 2020. This award was based on EPS growth 
(40%), dividend growth and cover (40%) and RoCE (20%), as well as an 
‘underpin’ evaluation, including consideration of safety, ESG factors and 
financial performance.

Awards are expected to vest at 86.6% of maximum, as shown on page 109. 
This is reflective of EPS growth of 9.5% and returns of 9.6%. We have also 
delivered dividends of £519 million to our shareholders for the last three 
financial years while also making significant investments.

Vested shares for Executive Directors will remain subject to an additional 
two-year holding period.

Policy review
Our previous remuneration policy was approved at the 2017 AGM, receiving 
support of just under 98%. Under the normal three-year renewal cycle we will 
be submitting a new policy for approval at the 2020 AGM. 

In light of the planned sale of Viridor, the Committee concluded that any 
renewal of the remuneration policy at the 2020 AGM should incorporate 
only minor updates, with a more detailed review of the remuneration strategy 
deferred until later in the year when there is further clarity regarding the future 
structure of the Group. 

The key points to note in respect of the policy to be presented to shareholders 
at the 2020 AGM:

 • No material changes to structure - the conventional bonus and LTIP 
structures will be retained.

 • Bonus maximum – a modest increase to the bonus maximum from 100% 
of salary to 125% of salary is proposed. This change is intended to provide 
additional focus on key financial, operational and investment priorities, as 
the Company moves towards delivery against the plan agreed with Ofwat 
for the next five-year regulatory cycle, which commenced on 1 April 2020. 
The proposed maximum opportunity remains towards the lower end of 
FTSE 100 and FTSE 250 practices. Half of the award would continue to be 
deferred into shares for three years.

 • LTIP maximum – no change proposed (150% of salary).
 • Pensions - for new hires pensions will be aligned with arrangements offered 

to wider employees. We also commit to aligning pensions for incumbent 
Executive Directors with the wider workforce by reduction in two equal steps 
by 1 April 2022.

 • Post-cessation shareholding – executives will be expected to hold shares 
in the Company for two years following cessation of employment. 

 • Malus and clawback – provisions have been strengthened to align with 
best practice.

I would like to thank the major shareholders who provided feedback on these 
proposals during consultation earlier in the year.

The Committee intends to undertake a more wholesale review of the policy later 
in the year, following the completion of the sale of Viridor. To the extent that 
changes to the remuneration structure are proposed, we would consult and 
seek shareholder approval for a revised remuneration policy as appropriate.

Due to the timeframe for completion of the Viridor transaction, the Committee 
has determined that it would be prudent to delay the target-setting process 
for 2020 LTIP awards. This is to ensure that the performance criteria reflect 
the strategic priorities for the Continuing Group and the interests of our 
shareholders. Once finalised, we intend to publish the performance metrics 
and targets on our website. 

Further detail on pay arrangements is provided in the main body of the 
remuneration report. I hope that our shareholders continue to support 
our approach.

Gill Rider
Remuneration Committee Chairman
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Directors’ remuneration policy

Introduction
The previous remuneration policy was approved by shareholders at the 2017 AGM, where the resolution received the support of nearly 98% of shareholders who 
voted. Under the normal three-year renewal process, a new remuneration policy, as described in this part of the report, will be subject to a binding shareholder vote at 
the AGM to be held on 31 July 2020, and if approved will come into effect from this date.

The Directors’ remuneration policy will be displayed on the Company’s website at www.pennon-group.co.uk/about-us/governance-and-remuneration, immediately 
after the 2020 AGM and will be available upon request from the Group Company Secretary. 

Changes to the remuneration policy
The policy has been updated in order to be more aligned with evolving market and best practice, including the remuneration elements of the 2018 UK Corporate 
Governance Code. As explained on page 97, given the timing of the Group’s ongoing strategic review, a more detailed review of remuneration strategy has been 
deferred until later in the year.

In determining the updates to the new remuneration policy, the Committee followed a robust process, discussing the detail of the policy over a series of meetings 
in 2019 and 2020. The overall pay structure detailed in the previous 2017 policy remains in line with mainstream FTSE practices, and therefore the Committee was 
satisfied that there was merit in maintaining this approach for the purposes of the 2020 policy renewal.

Throughout the Committee’s deliberations on pay matters, careful consideration is given to the strategic priorities of the business, evolving market practice and 
investor guidance. Input is regularly sought from the management team, while ensuring that conflicts of interests are suitably mitigated. External perspective is 
also provided by our independent advisors. The Committee also assesses the operation of the policy against the principles of clarity, simplicity, risk-management, 
predictability, proportionality and alignment to culture detailed in the 2018 UK Corporate Governance Code.

The changes incorporated into this policy include:

 • A reduction of pension benefits for newly appointed Executive Directors from the previous limit of 20% of salary to be aligned with arrangements offered to 
employees in the wider organisation and a commitment to reduce pensions for incumbent directors;

 • A modest increase to the maximum bonus opportunity from 100% of salary to 125% of salary in order to provide additional focus on key financial, operational 
and investment priorities, as the Company moves towards delivery against the plan agreed with Ofwat for the next five-year regulatory cycle which commenced 
on 1 April 2020;

 • Extension of shareholding guidelines to operate after an Executive Director steps down from the Board; 
 • Strengthening of safeguards against payments for failure, by enhancing existing malus and clawback provisions; and 
 • Minor changes to clarify the operation of the policy and improve its effectiveness.
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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. 

Fixed pay

Base salary

Purpose and link to strategy Set at a competitive level to attract and retain high calibre candidates to meet the Company’s strategic objectives in an 
increasingly complex business environment. 

Base salary reflects the scope and responsibility of the role as well as the skills and experience of the individual.

Operation 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. 

However, the Committee reserves the right to make increases above those made to general employees, for example in 
circumstances including (but not limited to) an increase in the scope of the role, or to reflect an individual’s development in a role.

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

 • Salary increases generally for all employees in the Company and the Group 
 • Market rates 
 • Performance of individual and the Company and/or development in the role 
 • Other factors it considers relevant. 

There is no overall maximum.

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

Benefits

Purpose and link to strategy Benefits provided are consistent with the market and level of seniority to aid retention of key skills to assist in meeting strategic 
objectives.

Operation 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. 

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

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

There is no overall maximum benefit value but the Committee aims to ensure that the total value of benefits remain proportionate. 

Performance framework None.

Pension-related benefits

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

Operation Defined benefit pension arrangements are closed to new entrants. Defined contribution pension arrangements have been 
available to new employees since 2008 and we are currently consulting on proposals to further modernise our pension 
arrangements.

A cash allowance may be provided as an alternative and/or in addition where pension limits have been reached.

Maximum Pension benefits for new appointments will be aligned with the rate available for the majority of employees at the time of 
appointment. 

For the current Executive Directors, the pension benefits are currently 30% of salary for the CEO and 25% of salary for the CFO. 
These contractual benefits are consistent with the previous policy approved by shareholders. As noted in the annual report on 
remuneration, the intention is for these benefit levels to be reduced over time to align with the wider workforce by 1 April 2022. 

Legacy defined benefit pension arrangements will continue to be honoured. The current CFO is a pension member, however there 
are no further prospective accruals in respect of defined benefit pension arrangements.

Performance framework None.

Variable pay and share-based remuneration

Annual bonus

Purpose and link to strategy Incentivises the achievement of key performance objectives aligned to the strategy of the Company.

Operation Annual bonuses are calculated following finalisation of the financial results for the year to which they relate. 

A portion of any bonus is deferred into shares in the Company which are normally released after three years. Normally 50% 
is deferred. 

Dividends (or equivalents) may be paid/accrued on deferred shares. 

Awards are subject to malus and clawback provisions. Further details are set out on page 101.

Maximum The maximum bonus potential is 125% of base salary.

Performance framework Performance targets may relate to financial, operational, strategic and personal objectives which are reviewed each year. 
Performance criteria will reflect strategic priorities and regulatory requirements.

The level of payment for threshold performance will vary depending on the nature of the metric and the stretch of the target set. 
There is normally scaled payment for performance between the threshold and maximum performance hurdle.

The measures, weighting and threshold levels may be adjusted for future years.

Following the financial year end the Committee, with advice from the Chairman of the Board and following appropriate input from 
other Board Committees (including the Audit Committee), assesses to what extent the targets are met and determines bonus 
levels accordingly. The Committee may exercise its discretion in certain circumstances; further details are set out on page 101.
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Variable pay and share-based remuneration continued

Long-term incentive plan (LTIP)

Purpose and link to strategy Provides alignment to the achievement of the Company’s strategic objectives and the delivery of sustainable long-term value 
to shareholders.

Operation Annual grant of conditional shares (or equivalent). Share awards vest subject to the achievement of specific performance 
conditions normally measured over a performance period of no less than three years. 

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. 

In addition, a two-year holding period may apply in respect of any shares which vest at the end of the three-year 
performance period. 

Dividends (or equivalents) may accrue on share awards that vest.

Awards are subject to malus and clawback provisions. Further details are set out below. 

Maximum The maximum annual award is 150% of base salary.

Performance framework Performance metrics and targets are set to reflect the long-term strategic priorities of the Group. Performance criteria are 
linked to our long-term strategy and may include a combination of financial, operational and/or shareholder-related measures.

The ‘underpin’ evaluation includes consideration of safety, environmental, social and governance (ESG) factors as well as 
financial performance. 

No more than 25% of maximum vests for minimum performance. 

The Committee will keep the performance measures and weightings under review and may change the performance condition 
for future awards if this were considered to be aligned with the Company’s interests and strategic objectives, as well as the 
impact of regulatory changes. In certain circumstances, the Committee may exercise its discretion and adjust performance 
outcomes. Further details are set out on page 101.

The Committee would seek to consult with major shareholders in advance of any proposed material change in 
performance measures. 

All-employee share plans 

Purpose and link to strategy Align the interests of all employees with Company share performance.

Operation Executive Directors may participate in HMRC approved all-employee plans on the same basis as employees.

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

Performance framework None

Shareholding guidelines

Shareholding guidelines

Purpose and link to strategy Create alignment between Executives and shareholders and promote long-term stewardship.

During the course of their tenure, Executive Directors are expected to build up a shareholding equivalent to 200% of salary.

Following the adoption of this policy, departing Executive Directors will also be expected to retain a material interest in Company 
shares for two years after they step down from the Board. Executives will normally be expected to hold 200% of salary (or actual 
relevant holding, if lower) on departure, with the guideline reducing to 100% of salary after 12 months. This guideline will apply to 
all share awards vesting after the adoption of this remuneration policy. 

Operation The Committee retains discretion to waive this guideline in certain cases (e.g. compassionate circumstances).

Directors’ remuneration policy
continued
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Notes to the policy table
Performance measures and targets
The performance conditions for the annual bonus plan are selected by the Committee each year to reflect key performance indicators and metrics used by the 
Board to oversee the operation of the businesses. There is a strong emphasis on financial and operating metrics.

In prior years the LTIP was based on EPS growth, a sustainable dividend metric (comprising dividend growth and dividend cover) and RoCE. The Committee chose 
these measures as they were closely aligned with Pennon’s strategic focus on the delivery of sustained earnings and related cash flows, our sector-leading dividend 
policy and the long-term capital returns generated by our businesses. As noted in the statement from the Remuneration Committee Chairman, the Remuneration 
Committee expects to finalise the targets for 2020 LTIP awards later in the year, following the completion of the sale of Viridor. The performance targets are set in 
the context of the Company’s forecasts and market expectations, and are regarded as stretching targets.

The Committee may amend performance measures, weightings and targets, in the context of the Company’s strategy, the impact of changes to the regulatory 
framework, accounting standards and any other relevant factors.

The measurement of performance against performance targets and determination of incentive outcomes is at the Committee’s discretion. Adjustments may be made 
to reflect underlying financial or non-financial performance of the individual or the Group, consideration of overall performance in the round, and/or circumstances 
unforeseen or unexpected when the targets were set. When making this judgement, the Committee may take into account all factors deemed relevant.

Performance conditions may also be replaced or varied if an event occurs or circumstances arise which cause the Committee to determine that the performance 
conditions have ceased to be appropriate. If the performance conditions are varied or replaced, the amended conditions must, in the opinion of the Committee, be 
fair, reasonable and materially no less difficult than the original condition when set.

The Committee would clearly disclose any material changes to performance measures, and seek shareholder views as appropriate.

Malus and clawback
Malus and clawback provisions apply to all incentive awards. These provisions enable awards to either be forfeited prior to delivery, repaid or made subject to 
further conditions where the Committee considers it appropriate in the event of any significant adverse circumstances. For awards granted under the term of this 
policy, the circumstances in which malus and clawback may be applied include a financial misstatement, error in calculation, material failure of risk management, 
serious reputational damage, serious corporate failure or misconduct. In respect of the annual bonus, clawback may be applied for the period of three years following 
determination of the cash bonus. Under the LTIP, clawback may be applied until the end of the holding period.

Operation of executive share plans
The long-term incentive plan will be operated in accordance with the rules of the plan as approved by shareholders. The deferred bonus awards will be governed 
by the rules adopted by the Board from time to time. Awards under any of the Company’s share plans referred to in this report may:

 • Be granted as conditional share awards, nil-cost options or in such other form that the Committee determines has the same economic effect
 • Have any performance conditions applicable to them amended or substituted by the Committee if an event occurs which causes the Committee to determine 

an amended or substituted performance condition would be more appropriate and not materially less difficult to satisfy
 • Incorporate the right to receive an amount (in cash or additional shares) equal to the value of dividends which would have been paid on the shares under an 

award that vest up to the time of vesting (or where the award is subject to a holding period, release). This amount may be calculated assuming that the dividends 
have been reinvested in the Company’s shares on a cumulative basis

 • Be settled in cash at the Committee’s discretion (e.g. due to regulatory limitations).

Pre-existing commitments
The Committee reserves the right to make any remuneration payments and/or payments for loss of office (including exercising any discretion available in 
connection with such payments) outside the policy set out above where the terms of the payment were agreed (i) before the 2014 AGM (the date the Company’s 
first shareholder-approved directors’ remuneration policy came into effect); (ii) before this policy came into effect, provided that the terms of the payment were 
consistent with the shareholder-approved directors’ remuneration policy in force at the time they were agreed; or (iii) at a time when the relevant individual was not a 
director of the Company and, in the opinion of the Committee, the payment was not in consideration for the individual becoming a director of the Company. For these 
purposes ‘payments’ includes the Committee satisfying awards of variable remuneration and, in relation to an award over shares, the terms of the payment are ‘agreed’ 
at the time the award is granted. 

Early vesting events
On a change of control or voluntary wind up of the Company, LTIP awards may vest to the extent determined by the Committee having regard to the performance of 
the Company and, unless the Committee determines otherwise, the period of time that has elapsed since grant. Deferred bonus awards may vest in full. Alternatively, 
participants may have the opportunity, or be required, to exchange their awards for equivalent awards in another company, although the Committee may decide in 
these circumstances to amend the performance conditions. 

The Committee also has the discretion to treat any variation of the Company’s share capital or any demerger, special dividend or other transaction that may affect 
the current or future value of awards as an early vesting event on the same basis as a change of control.

Differences in remuneration policy for all employees
When setting remuneration for Executive Directors the Committee considers relevant information about pay and conditions in the Group. Senior executives and 
Executive Directors generally receive a higher proportion of their total pay in the form of variable remuneration and share awards. All administrative employees of 
the Group are entitled to base salary and pension provision including life assurance. In addition, all administrative employees in Pennon Group and South West Water 
and all senior and middle management employees in the operations functions in Viridor are entitled to participate in annual bonus arrangements, the levels of which 
are based on the seniority and level of responsibility. Long-term incentive share awards are only available to senior executives and Executive Directors, and certain 
benefits are generally available only to more senior employees at management level and above.

Minor amendments to the remuneration policy
The Committee may make minor amendments to the policy (for example for regulatory, exchange control, tax or administrative purposes or to take account of a 
change in legislation) without obtaining shareholder approval for that amendment.
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Future policy table – Non-Executive Directors
Purpose and link to strategy Set at a market level to attract Non-Executive Directors who have appropriate experience and skills to assist in determining the 

Group’s strategy.

Fees
Operation Fees are set by the Board with the Chairman’s fees being set by the Committee. The relevant Directors are not present at the 

meetings when their fees are being determined.

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, consider the level of fees payable to Non-Executive Directors in 
other companies of similar scale and complexity.

Maximum Total fees paid to Non-Executive Directors will remain within the limits stated in the Articles of Association.

Benefits
Operation Where appropriate limited role-appropriate benefits may be provided.

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).

The Chairman’s benefits include the provision of a driver and vehicle, when appropriate for the efficient carrying out of his duties.
Maximum None.

Illustrations of applications of remuneration policy 
The total annual remuneration for the Executive Directors that could result from the proposed remuneration policy, based on salaries for 2020/21, is shown below.

Chris Loughlin – Chief Executive Officer (£000) Susan Davy – Chief Financial Officer (£000)
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Scenario Assumptions

Fees
Minimum performance Fixed pay, which constitutes base salary, pension-related benefits and benefits in kind. These values are made up of the salaries 

for 2020/21 (set out on page 105) and an estimate of the value of the benefits and pension-related benefits.
Mid performance Fixed pay and 50% of the maximum annual bonus and 25% of the maximum long-term incentive award.
Maximum Fixed pay and 100% vesting of the annual bonus and of long-term incentive awards.

No adjustments have been made for potential payment of dividends. Benefits from all-employee schemes have also been excluded.

As long-term share awards are granted in shares and subject to stretching performance criteria, the value of the award can vary significantly depending on the extent 
to which targets are achieved and the movement in the share price. For example, if the share price increased by 50% over the relevant vesting and holding period, the 
maximum values shown in the charts above would increase to £2,660,800 for the CEO and £2,027,225 for the CFO. Conversely if the share price was to fall by 50%, 
the maximum values shown in the charts above would reduce to £1,840,863 for the CEO and £1,400,263 for the CFO.

Directors’ remuneration policy
continued

102 Pennon Group plc Annual Report 2020

Governance



Approach to recruitment remuneration
When considering the appointment of Executive Directors, the Committee seeks to balance the need to offer remuneration to attract candidates of sufficient calibre 
to deliver the Company’s strategy while remaining mindful of the need to pay no more than is necessary. 

The Committee will appoint new Executive Directors with a package that is in line with the remuneration policy that has been agreed by shareholders and is in place 
at the time. Base salary may be set at a higher or lower level than the previous incumbent. 

Other elements of remuneration would be in line with the Company’s policy set out in the in the future policy. 

The maximum variable pay opportunity on recruitment (excluding buyouts) would be 275% of salary, which is in line with the future policy table. The Committee may 
determine for the first year of appointment that incentives may be subject to different weightings or objectives. 

To facilitate recruitment, it may be necessary to recompense a new Executive Director for the expected value of remuneration arrangements forfeited on joining the 
Company (buyout awards). The Committee may make buyout awards in accordance with LR9.4.2 of the Listing Rules or utilising any other incentive plan operated by 
the Group from time-to-time. The Committee will ensure that any such award would at a maximum match the value of the awards granted by the previous employer 
and be made only where a Director is able to demonstrate that a loss has been incurred from joining the Company. Any buyout would take into account the terms of 
the arrangement forfeited, including in particular any performance conditions and the time over which they vest. The award would normally have time horizons which 
are in line with or greater than the awards forfeited. Where appropriate the exact nature of the buyout may be tailored based on the commercial circumstances at the 
time, provided that the value of the buyout remains comparable to arrangements forfeited.

For interim positions a cash supplement may be paid rather than salary (for example a Non-Executive Director taking on an executive function on a short-term basis).

Where an employee is promoted to the position of Executive Director (including if an Executive Director is appointed following an acquisition or merger), pre-existing 
awards and contractual commitments would be honoured in accordance with their established terms.

Non-Executive Directors’ fees would be in line with the policy set out in the future policy table on page 102.

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

Executive Directors Date of service contract Notice period

Chris Loughlin 1 January 2016 12 months
Susan Davy 1 February 2015 12 months

Each of the Executive Directors’ service contracts is subject to 12 months’ notice on either side. The contract has a normal retirement age of 67, except where 
otherwise agreed by both the Executive Director and the Company.

Non-Executive Directors Date of initial letter of appointment Expiry date of appointment

Sir John Parker 19 March 2015 31 March 2021
Gill Rider 22 June 2012 31 August 2021
Neil Cooper 17 July 2014 31 August 2020
Iain Evans 16 June 2018 31 August 2021
Claire Ighodaro 28 May 2019 31 August 2022

The policy is for Executive Directors’ service contracts to provide for 12 months’ notice from either side. 

The policy is for Non-Executive Directors’ letters of appointment to contain a three-month notice period from either side.

All Non-Executive Directors are subject to annual re-election and letters of appointment are for an initial three-year term. 

Copies of Executive Directors’ service contracts and Non-Executive Directors’ letters of appointment are available for inspection at the Company’s registered office.

Policy on termination of service agreements and payment for loss of office
The Company’s policy is that Executive Directors’ service agreements are normally terminable on one year’s notice or such other date as the parties agree.

There are no liquidated damages provisions for compensation on termination within Executive Directors’ service agreements. Taking into account the circumstances 
of any termination, the Committee may determine that a payment in lieu of notice should be made. Any such payments would be restricted to salary and benefits 
(which may include pension-related benefits). In these circumstances, consideration would be given to phasing of payments and an individual’s duty and opportunity 
to mitigate losses. 

The Committee reserves the right to make any other payments in connection with a Director’s cessation of office or employment where the payments are made in 
good faith in discharge of an existing legal obligation (or by way of damages for breach of such an obligation) or by way of compromise or settlement of any claim 
arising in connection with the cessation of a director’s office or employment. Any such payments may include but are not limited to paying any fees for outplacement 
assistance and/or the director’s legal and/or professional advice fees in connection with his cessation of office or employment.

The Company may meet ancillary costs, such as outplacement consultancy and/or reasonable legal costs, if the Company terminates the Executive Director’s 
service contract.
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Any compensation payable will be determined by reference to the terms of the service contract between the Company and the employee, as well as the rules of the 
various incentive plans as set out in the table below.

Annual bonus Normally no bonus is payable unless an Executive Director is employed on the date of payment.

In certain good leaver circumstances (death, disability, redundancy, retirement and any other circumstance at the Committee’s 
discretion) a bonus may be payable. Any such bonus would be based on performance and pro-rated to reflect the period of service 
with performance normally assessed at the same time as other employees. The Committee retains discretion to adjust the timing 
and pro-rating of any award to take account of any prevailing exceptional circumstances which they consider would be fair to the 
Company and to the employee. Share deferral would not normally apply.

Deferred shares Unvested awards would normally lapse upon cessation. In certain good leaver circumstances, unless the Committee determines 
otherwise, the restricted period is not automatically terminated on cessation of employment; rather, the restricted period continues 
to apply as if the leaver was still in employment. However, awards may be released to participants on an earlier date following 
cessation of employment at the discretion of the Committee.

Good leaver circumstances are death, injury, ill-health, disability, redundancy, retirement, the sale of the individual’s employing 
business or company out of the Group and any other circumstance at the Committee’s discretion.

Long-term incentive plan Any unvested awards would normally lapse upon cessation of the individual’s employment within the Group. In certain good leaver 
circumstances, awards vest to the extent determined by the Committee taking into account the extent to which the performance 
conditions have been satisfied, the period of time elapsed between grant and the cessation of employment and such other factors 
as the Committee may deem relevant. Awards would normally vest on the original normal vesting date and be released at the end of 
the two-year holding period (unless the Committee determines awards should be subject to earlier vesting and release dates).

If a participant dies, an award will, unless the Committee determines otherwise, vest and be released as soon as possible following 
the participant’s death, taking into account the extent to which the performance conditions have been satisfied and the period of 
time elapsed since grant.

Good leaver circumstances are death, ill-health, injury, disability, redundancy, retirement, where the participant’s employer is no 
longer a member of the Group, where the participant is employed in an undertaking which is transferred out of the Group, or for any 
other reason that the Committee determines.

All awards would lapse if a participant was summarily dismissed. 
All-employee awards Leavers will be treated in accordance with the HMRC approved rules.
Other awards Where a buyout award is made on recruitment, leaver provisions would be determined at the time of award.

Statement of consideration of employment conditions elsewhere in the Company
In setting executive remuneration the Committee takes account of employment market conditions and the pay and benefits differentials across the Group. The 
Committee considers annual summary reports of employee remuneration and the terms and conditions of employment within each operating company and has 
regard to these when considering remuneration for the Executive Directors and senior management. As part of this assessment the Committee considers various 
metrics including data on the ratio between CEO and all-employee pay, gender pay statistics and measures of employee engagement.

Engaging our workforce around remuneration is currently undertaken as part of the Great Place to Work survey. Additionally during 2020, we have undertaken our 
largest consultation around remuneration as a Group as part of our plans to modernise pension arrangements. Going forward, we plan to utilise our engagement 
forums to proactively talk about executive remuneration and how it aligns to wider Company pay as part of our ongoing two-way communication with employees. 

Statement of consideration of shareholder views
The Committee has taken into account general good governance, best practice and shareholder views when formulating the remuneration policy. The changes to our 
approach on pensions, the introduction of a post-employment shareholding guidelines and the updates to the malus and clawback provisions have all been made in 
direct response to investor comment.

The Committee would seek to consult with shareholders prior to any material changes in our approach to pay for Executive Directors. Prior to the adoption of this 
policy, major shareholders were notified regarding the Committee’s proposed approach and views were sought. To the extent that a further review of the policy is 
initiated later in the year, the Committee would seek to engage with major shareholders as appropriate.

In accordance with the Companies Act 2006, shareholders have the right to vote on the Directors’ remuneration report. The remuneration policy is subject to a 
binding vote at least every three years and the annual report on remuneration is subject to an annual advisory vote.
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Annual report on remuneration

Implementation of the remuneration policy for 2020/21
The proposed changes to the remuneration policy are set out on page 98 and will be subject to a binding shareholder vote, following the date of the Company’s 2020 
AGM which is scheduled to be held on 31 July 2020. This section sets out how the policy will be implemented for the year 2020/21.

Executive Directors: 

Base salary 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.

Salaries for 2020/21 were increased by 1.5%, which was in line with or lower than increases for all employees:

Chris Loughlin – £546,625

Susan Davy – £417,975
Benefits No changes.

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.

 Pension-related benefits The rate for new hires in the future will be aligned with the rate available to the majority of employees at the time of appointment.

The retirement benefits for incumbent Executive Directors will be aligned with the wider workforce, with reduction to be made in 
two equal steps to ensure alignment no later than 1 April 2022. The details of the reductions for incumbent directors will be 
considered later in the year, following the conclusion of the wider review of workforce pensions.

Annual bonus Following the adoption of the new policy, the maximum bonus potential for each Director is 125% of base salary, with deferral of 
50% of any bonus into shares for three years.

Malus and clawback provisions apply.

The annual bonus for 2020/21 will continue to be based on a combination of financial, operational and strategic objectives. In line 
with our regulatory requirements, a substantial portion of the bonus will be linked to customer-related goals. The detailed metrics 
will also require adjustment in light of the proposed sale of Viridor.

The detail of bonus targets are closely aligned to the strategy and are therefore considered to be commercially sensitive. 
Disclosure of targets will be provided on a retrospective basis in next year’s remuneration report.

Long-term incentive plan (LTIP) Share awards vest subject to the achievement of specific performance conditions measured over three years. In addition, a 
two-year holding period will apply in respect of any shares which vest at the end of the three-year performance period.

The maximum annual award is 150% of base salary.

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.

Malus and clawback provisions apply.

As noted in the Chairman’s statement, the target setting process for the 2020 LTIP grants has been deferred in light of the 
proposed sale of Viridor. This is to ensure that any targets for the three-year period ending 31 March 2023 are aligned with the 
long-term strategic priorities for the Group.

Once finalised, we intend to publish the performance metrics and targets on our website.
Shareholding requirements 200% of salary for both the Chief Executive Officer and Chief Financial Officer.

Following the adoption of the new policy, departing Executive Directors will be expected to hold shares in the Company for two 
years after they step down from the Board. Executives will be expected to hold 200% salary (or actual relevant holding, if lower) on 
departure, with the guideline reducing to 100% salary after 12 months. This new requirement will apply to all incentive shares 
vesting after the new policy comes into effect.

All-employee share plans Executive Directors may participate in HMRC approved all-employee plans on the same basis as employees.

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

Non-Executive Director fees 
The table below outlines how the fees will be implemented for 2020/21 (an increase of 1.5%). 

2020/21 2019/20

Chairman £279,850 £275,700
Basic Non-Executive Director fee £49,850 £49,100
Additional fees
Senior Independent Director £7,400 £7,280
Chairman of Audit Committee £15,000 £14,785
Chairman of Remuneration Committee £10,725 £10,560
Chairman of Sustainability Committee £10,725 £10,560
Committee fee £5,350 £5,280
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Remuneration approach for wider employees
Consistent with best practice, the Remuneration Committee spends considerable time on matters relating to remuneration arrangements in the wider organisation. 
Details of pay trends for the wider employee base provide important context when making decisions regarding remuneration for the Executive Directors as well as 
ensuring that consistent approaches are being adopted across the organisation.

Although the structure of pay varies at different levels in the organisation, the Company applies a consistent set of guiding principles. The structure of Pennon’s 
approach to remuneration in the wider organisation is summarised in the table below:

Base salary Salaries reflect the scope and responsibility of the role, as well as the skill and experience of the individual. 

The percentage change in salary for the Chief Executive Officer in 2020 was 1.5%, compared with general increases of 
between 1.5% and 1.8% across the Group.

Pension and benefits All employees of the Group are entitled to pension provision, including life assurance. Certain benefits are generally 
available only to more senior employees at management level and above. 

The Group also encourages share ownership among its employees by operating HM Revenue & Customs approved 
Sharesave scheme and Share Incentive Plan. All employees are eligible to participate in share plans, and there is a 
strong emphasis of employee buy-in and ownership.

Variable remuneration All employees in Pennon Group plc and South West Water are entitled to participate in annual bonus arrangements. In 
Viridor and Pennon Water Services, all senior and middle management employees as well as many employees in 
operations functions are entitled to participate in annual bonus arrangements or performance incentives. The 
maximum bonus levels are based on seniority and level of responsibility. 

Long-term incentive share awards are only available to senior executives and Executive Directors.

In response to the 2018 UK Corporate Governance Code, the Committee has also reviewed the level of information provided on pay matters in the wider organisation. 
Key activity in this regard included:

Pennon pay dashboard  • We have established a pay dashboard to help support the Committee in reviewing workforce remuneration and 
related policies

 • The dashboard provided an overview of pay arrangements across the business and provides key statistics on pay 
in different areas of the business

 • The dashboard covers information on workforce demographics, employee engagement, gender pay, pay ratios, 
pension and benefits and incentive outcomes in different areas of the business

 • The Committee intends to keep the content of the dashboard under review to ensure that it continues to provide 
suitable information for the Committee.

Gender pay gap  • From April 2018 Pennon has published gender pay gap data for the business 
 • As a Group that operates in traditionally non-diverse sectors, we are well aware of the impact our own practices may 

have in relation to gender, as well as the broader issue of race and ethnicity
 • While we firmly believe there is still much to be done, our already established programme of measures means that 

Group-wide we have an average gender pay gap of 4.1%, below the latest published UK average.

Employee engagement
Across Pennon we endorse the principle of strengthening opportunities for employees to engage in two-way dialogue at all levels.

We have welcomed the insight provided from the annual employee survey and the feedback from the Employee Voice and Employee Engagement Forums. We have 
increased the frequency of Big Chat events during the year which provides employees the opportunity to dial-in to a Group-wide call with the Pennon Executive to 
hear updates on key projects and participate in open question and answer sessions. This feedback is essential as we continue to work with employees to make 
performance improvements across the Group and motivate and engage our employees. One of the key priority areas for discussion during the last year has been on 
reward and remuneration and we were pleased to see an increase in our Trust Index score from 62% to 63%. We have also conducted our largest ever consultation 
with employees regarding our proposals to modernise pension arrangements across the Group.
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Operation of the remuneration policy during 2019/20
Single total figure of remuneration tables (audited information)

Base salary/fees
(£000) 

Benefits(i)  
(including Sharesave)

(£000)

Annual bonus  
(cash and  

deferred shares) 
(£000)

Long-term  
incentive plan

(£000)
Pension(iii)

(£000)

Total  
remuneration

(£000)

2019/20 2018/19 2019/20 2018/19 2019/20 2018/19 2019/20(ii) 2018/19(ii) 2019/20 2018/19 2019/20 2018/19

Executive Directors
Chris Loughlin 539 528 37 34 420 480 1,030  151 162  158 2,188  1,351
Susan Davy 412 404 29  29 324  369 788  115 117 115 1,670 1,032

Non-Executive Directors
Sir John Parker 276 270  –  –  –  –  –  –  –  – 276  270
Gill Rider 78  77  –  –  – – – – – – 78 77
Neil Cooper 69  69  – – – – – –  –  – 69  69
Iain Evans 70  40 – – – – – – – – 70 40
Claire Ighodaro(iv) 35 – – – – – – – – – 35 –

(i) Benefits comprise a car allowance, fuel allowance and medical insurance.

(ii) For 2019/20, the 2017/18 LTIP has been valued based on the average share price during the three-month period to 31 March 2020 of 1093.66p and a vesting outcome of 86.6%, as referred to on page 
109, together with an estimate of the accrued dividends payable on the vesting shares. Of the vested amount, 26.6% relates to share price appreciation over the performance period. The Committee 
did not exercise any discretion in relation to share price changes.

  The 2016/17 LTIP value for 2018/19 reflects the share price at the date of vesting of 741.2p, a vesting outcome of 32% and an additional 4.7% equivalent to the value of accrued dividends over the 
three-year performance period. The Committee did not exercise any discretion in relation to share price changes. 

 Both LTIP awards are subject to a two-year holding period.

(iii) See page 110 for further information on pensions.

(iv) Claire Ighodaro was appointed to the Board on 1 September 2019.

Notes to the single figure table 
Annual bonus outturn for 2019/20
As noted in the statement from the chairman of the Remuneration Committee, the Committee determined that the basis for 2019/20 bonus awards should be adapted 
to reflect the strategic review that commenced in the latter half of the year.

In light of the scale and scope of the review, and the potential incremental value for shareholders, the Committee determined that it would be inappropriate for 
bonuses to be based solely on the conventional business-as-usual objectives. Therefore, on an exceptional basis, the Committee exercised discretion to assess 
bonuses for 2019/20 on the following terms:

Part A: 70% – based on combination of financial (60% of element), customer and operational (20% of element) and individual (20% of element) objectives as per 
original terms; and

Part B: 30% – based on the successful execution of the strategic review and the value created for shareholders.

In line with the Committee’s policy, 50% of any bonus is payable in shares, the release of which is deferred for three years.

Group financial measures (60% of Part A)

Measure Threshold Target Maximum Actual outturn
Bonus outturn

(% of max)

Underlying PBT (50% of Part A) £277m £283m £297m £287.6m 64%

RoRE (10% of Part A) 8% 9% 11% 11.8% 100%
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Customer and operational measures (20% of Part A) 

Measures Target Actual outturn Target achieved
Bonus outturn

(% of max)

Water metrics
Service incentive mechanism (SIM) Upper quartile Median No
Bathing water quality 0 beaches failing 0 beaches failed Yes
Leakage 84 megalitres per day 84 megalitres per day Yes
Wastewater pollution incidents: 67%

 Category 1-2 0 1
No

 Category 3-4 145 296
Average duration of interruptions to supply 0.162 hours per property 0.158 hours per property Yes
Water and wastewater asset reliability Stable Stable Yes
Waste metrics
ERF availability(i) 89% 90% Yes
ERF gate fee (£/T) * * Yes
ERF volume inputs (mT) 2 2 Yes
ERF electricity revenue (£m) * * No
ERF power output (million MWh) 1.2 1.1 No 56%
Landfill volumes traded (mT) 1.3 1.25 No
Landfill gas power output (million MWh) 371.4 401.8 Yes
Recyclate revenue (£/T) * * Yes
Recycling volumes traded (mT) 1.2 0.99 No

(i) Weighted by capacity. Includes joint ventures at 100%, excludes GRREC due to different technology.

* Target and outturn not disclosed for reasons of commercial confidentiality.

Individual objectives (20% of Part A)

Objectives Achievements Bonus outturn
(% of max)

CEO and CFO – joint objectives
Deliver the South West Water business plan metrics 
for K6 (2015-20) including customer, operational 
and environmental targets. Ensure the foundations 
are in place for delivery of the K7 business plan 
(2020-25)

 • Close out of South West Water’s confirmed position as sector leading with a cumulative  
RoRE of 11.8%

 • All operational targets were met with the exception of pollutions
 • South West Water starts the K7 regulatory period as the only company to have achieved 

fast-track status for its business plan in two consecutive five-year price reviews
 • CEO continued to fulfil the role of Managing Director, South West Water.

CEO:
70%

CFO:
75%

Continue to embed HomeSafe across the entire 
Group and drive further improvement in health & 
safety performance

 • Improvement in headline performance target (lost time injury frequency rate) by 34%  
to 0.90 against a target of 1.09

 • Increased senior leadership visibility .
Build on the trust and engagement of our 5,000 
employees to support the delivery of our strategy

 • 1% improvement in Group’s Trust Index
 • Highest ever response rate at 83%
 • Year-on-year improvements in both trust and engagement.

CFO only
Lead the review of the modernisation of the Group’s 
pensions arrangements

 • Most extensive ever employee consultation across the Group
 • Modernised pension arrangements due to be implemented from 1 July 2020.

Of the objectives set out above, a quarter of the individual objectives were linked to objectives relating to safety. Although good progress was made in relation to the 
personal objectives linked to safety, and the overall trend in safety metrics remains positive, the Committee determined that the outcome under this element should 
be reduced to nil.
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Strategic review – Part B (30% of overall bonus)

Objective Bonus outturn
(% of max)

Conduct a full review of the strategic focus, 
growth options and capital allocation policy for 
the Group to maximise value for shareholders

 • Review commenced given the strong financial performance and operational progress of Viridor 
and South West Water, coupled with the imminent start of the new K7 regulatory delivery period 
for South West Water and the near and medium-term growth opportunities at Viridor. In March 
2020, we announced the proposed sale of Viridor to KKR for an enterprise value of £4.2 billion, 
which will accelerate the realisation of significant value for our shareholders.

 • The share price rose by 42% from the announcement of the strategic review to the 
announcement of the sale of Viridor. In March 2020 Pennon also joined the FTSE 100 index.

 • The transaction enables our shareholders to accelerate the realisation of value from Viridor. 
On completion of the sale, the Board intends to use the net cash proceeds to reduce Pennon’s 
company borrowings and make a return to shareholders, while retaining some funds for 
future opportunities.

100%

Summary of bonus outcome

Weighting

Bonus outturn

Chief Executive
 Officer

Chief Financial
 Officer

Part A: Financial, strategic and individual 70%
Group financial measures 29.6% 29.6%
Customer and operational measures 8.6% 8.6%
Individual objectives 9.8% 10.5%
Part B: Strategic review 30% 30.0% 30.0%
Total outturn 100% 78.0% 78.7%

In the interest of full transparency, it is noted that without the exercise of discretion to vary the basis of performance assessment, the bonus outcomes for the Chief 
Executive Officer and the Chief Financial Officer would have been 68.5% and 69.5% of maximum respectively.

Malus and clawback provisions apply in relation to the bonus awards in respect of the year.

Long-term incentive outturn for 2019/20
The awards in the single figure table relate to the 2017/18 share awards granted on 25 August 2017, which are due to vest on 24 August 2020. 

The 2017/18 share awards were subject to the satisfaction of EPS growth, a sustainable dividend measure and RoCE performance conditions. These conditions were 
set at the time that the awards were granted. 

Threshold 
(25% of maximum vests)

Maximum 
(100% of maximum vests) Achievement

Vesting
 outcome

(% of max)

EPS growth (40% of award) 6% p.a. 10% p.a. 9.50% p.a. 90.5%
Sustainable dividend measure (dividend growth 
and dividend cover) (40% of award)

2.6x 3.6x 3.4x 82.9%

RoCE (average)(1) (20% of award) 8% 10% 9.62% 85.9%
Total 86.6%

(1) Average of opening and closing capital employed.

Straight-line vesting between points.

For below threshold performance for either performance condition, 0% vests in respect of that performance condition.

Vesting of the award is subject to an ‘underpin’ relating to overall Group performance including environmental, social and governance factors and safety performance, 
as well as financial performance. The Committee has determined, to the date of this report, that this underpin has been satisfied.

If awards were to vest, they would be subject to a two-year holding period during which clawback may be applied if the Committee considers it appropriate in certain 
circumstances. The holding period ends on 24 August 2022.
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Retirement benefits and entitlements (audited information)
Both Executive Directors were appointed prior to April 2013 and participate in legacy pension arrangements. Details of the Directors’ pension entitlements and 
pension-related benefits during the year are as follows:

Value of defined 
benefit pension(i) 

(£000)

Company contributions 
to defined contribution 

arrangements 
(£000)

Cash allowances 
in lieu of pension 

(£000)

Total value for 
the year 

(£000)

Normal retirement 
age and date 

(for pension purposes)

Accrued pension 
at 31 March 2020(ii) 

(£000)

Chris Loughlin –  – 162 162  67 (20 August 2019)  –
Susan Davy 29 – 88 117 65 (17 May 2034) 26(ii)

(i) The value of the defined benefit pension accrued over the period comprises the total pension input amount (which has been calculated in line with regulatory requirements) less the pension 
contributions paid by the Director.

(ii) Accrued pension is based on service to the year end and final pensionable salary at that date.

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.

Susan Davy receives an overall pension benefit from the Company equivalent to 25% of her salary which in 2019/20 comprised an employer’s contribution of £14,958 
and a cash sum of £87,992. 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.

No additional benefits will become receivable by a Director in the event that the Director retires early.

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. Chris Loughlin was appointed as a non-executive director of Mears Group PLC on 17 August 2019 and Susan Davy continued as a non-executive 
director of Restore plc throughout 2019/20. No other outside company appointments are held by the Executive Directors other than with industry bodies or 
governmental or quasi-governmental agencies. 
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Additional contextual information 
Historical TSR
The graph below shows the value, over the ten-year period ended on 31 March 2020, of £100 invested in Pennon Group on 1 April 2010 compared with the value of 
£100 invested in the FTSE 250 Index. The FTSE 250 index is a broad equity market index of which the Company was a constituent until the end of the period.
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Historical chief executive officer remuneration
As the Company did not have a Chief Executive Officer until 1 January 2016, the table below provides historical 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. 

From 2015/16 onwards, the Chief Executive Officer’s remuneration for the year is shown.

2010/11 2011/12 2012/13 2013/14 2014/15 2015/16(i) 2016/17 2017/18 2018/19 2019/20

Average Executive Director single 
figure of remuneration (£000)

1,091 1,221  894 962 762  –  –  –  – –

Chief Executive Officer single figure 
of remuneration (£000)

 –  –  –  –  – 1,119 1,318 1,153 1,351 2,188

Annual bonus payout (% of maximum)  94.69 72.87 47.00 67.56 68.20 83.98 84.05 87.00 91.00 78.0
LTIP vesting (% of maximum) 50.00 79.30 50.00 30.20 0.00 37.90 20.40 0.00 32.00 86.6

(i) Group Chief Executive Officer for the year, including remuneration received between 1 April 2015 and 31 December 2015 when in position as Chief Executive of South West Water.

Comparison of Chief Executive Officer remuneration to employee remuneration
The table below shows the percentage change between 2018/19 and 2019/20 in base salary, benefits and annual bonus for the Chief Executive Officer, and 
all employees.

Percentage change in salary Percentage change in benefits Percentage change in annual bonus

Chief Executive Officer remuneration 2.0% 8.8% (12.5%)
All employees 4.6% 7.3% 11.6% 

The percentage increase in average remuneration for employees is calculated using wages and salaries (excluding share-based payments) of £180.9 million 
(2018/19 £184.3 million), analysed into the three components in the table and the average number of employees of 4,853 (2018/19 5,239) both as detailed in note 13 to 
the Group financial statements.

Relative importance of spend on pay

2019/20
(£ million)

2018/19
(£ million)

Percentage
change

Overall expenditure on pay(i) 205.3 205.8 (0.2)
Distributions to ordinary shareholders 172.6 162.0 6.5
Distributions to perpetual capital security holders 8.6 8.6 0.0
Purchase of property, plant and equipment (cash flow) 337.7 356.0 (5.1)

(i) Excludes non-underlying items.

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 past financial year.
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Chief Executive Officer pay ratio
The table below discloses the ratio of the Chief Executive Officer’s pay for 2019/20, using the single total figure of remuneration (as disclosed on page 107) to the 
comparable earnings of employees at the 25th, 50th & 75th percentiles.

Year Method
25th percentile (P25) 

pay ratio
Median (P50)

pay ratio
75th percentile

pay ratio

2019/20 Option A 87:1 68:1 50:1

Option A has been used for the calculations as per the disclosure regulations. The employees at the lower quartile, median and upper quartile (P25, P50, and P75, 
respectively) have been determined based on a calculation of total remuneration for the financial year 1 April 2019 to 31 March 2020. 

 • Basic salary for part-time employees and new joiners within the applicable period have been converted to full-time equivalents for the purpose of the calculations
 • Estimated values for employee P11D data have been used to establish the ordering of employees, given the timing of publication. This will be validated and 

amended in due course to account for any variances.

The total remuneration of 2019/20 for the employees identified at P25, P50 and P75 is £25,184, £32,221, and £43,388, respectively. The base salary of 2019/20 for the 
employees identified at P25, P50 and P75 is £22,737, £29,500, and £28,483, respectively. Employee identified at P75 has a higher component of variable pay (shift 
premiums and overtime) relative to other employees at a similar level.

The remuneration arrangements for senior executives, including the Chief Executive Officer, fluctuate year-on-year as a significant portion of the package is linked to 
performance-related incentive plans. This variation will impact the pay ratios reported in future years.

The reporting requirements required by the BEIS came into effect for the reporting of financial years starting on or after 1 January 2019. As a result this is the first year 
of reporting within the annual report.

Share awards and shareholding disclosures (audited information) 
Share awards granted during 2019/20
The table below sets out details of share awards made in the year to Executive Directors.

Executive Director Type of interest Basis of award 
Face value 
£000 

Percentage vesting at 
threshold performance 

Performance/restricted 
period end date 

Chris Loughlin
LTIP 150% of salary 

808
25% of maximum 3 July 2022

Susan Davy 618
Chris Loughlin

Deferred bonus 50% of bonus awarded 
240

n/a 23 July 2022
Susan Davy 185

LTIP awards were calculated using the share price of £7.5272 being the average closing price over the five dealing days preceding the date of grant, which was 
4 July 2019. LTIP awards are also subject to an additional two-year holding period. Deferred bonus awards were calculated using the average share price at which 
shares were purchased on the market on 23 July 2019 in order to satisfy the award, which was £7.555386.

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 of 200% of salary for both the Chief Executive Officer and Chief Financial Officer. In line with best 
practice guidelines, deferred bonuses and LTIP awards subject to a holding period only may count towards the guidelines on a net of tax basis. As noted on page 105, 
a new post-employment shareholding requirement will come into effect following the AGM.

The beneficial interests of the Executive Directors in the ordinary shares (40.7p each) of the Company as at 31 March 2020 and 31 March 2019 together with their 
shareholding guideline obligation and interest are shown in the table below:

Share interests
 (including 

connected parties) 
at 31 March 2020

Share interests
 (including 

connected parties) 
at 31 March 2019 

Vested 
LTIP awards in 
holding period(1)

Deferred 
bonus shares(1) SAYE

Performance 
shares (subject 
to performance

 conditions) 
Shareholding

 guideline 
Shareholding 

guideline met?

Chris Loughlin 394,102 359,265 20,343 87,876 2,196 304,293 200% Yes
Susan Davy 78,834 71,844 15,557 67,698 2,834 232,687 200% Yes

(1) These share awards are not subject to further performance criteria and may therefore count towards the guideline on a net-of-tax basis.

Since 31 March 2020, 6,277 additional ordinary shares in the Company have been acquired by Chris Loughlin as a result of participation in the Company’s Dividend 
Reinvestment Plan (DRIP) and the Company’s Share Incentive Plan; and 68 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 2020 and 2 June 2020.
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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 2020 
Shares held

at 31 March 2019

Sir John Parker 27,027 27,027
Gill Rider 2,500 2,500
Neil Cooper –  –
Iain Evans – –
Claire Ighodaro – –

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 2020 and 2 June 2020.

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 2 June 2020 is as set out below:

Awarded Headroom Total

Discretionary schemes 1.50% 3.50% 5%
All schemes 3.73% 6.27% 10%

Details of share awards
(a) 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 (of nominal value of 
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:

Director and 
date of award 

Conditional 
awards held at 

1 April 2019

Conditional 
awards made 

in year 

Market price 
upon award 

in year 
Vesting 

in year(i)

Value of shares
 upon vesting

 (before tax) 
£000 

Conditional 
awards held at 
31 March 2020

Date of end 
of period for 

qualifying 
conditions to 

be fulfilled 
Expected date 

of release(iii)

Chris Loughlin 
01/07/16 55,434  – 920.00p  20,343  151 20,343(ii) 30/06/19 30/06/21
25/08/17 96,733  – 802.70p  –  – 96,733 24/08/20 24/08/22
02/07/18 100,239 – 790.12p  – – 100,239 01/07/21 01/07/23
04/07/19 – 107,321 752.72p – – 107,321 03/07/22 03/07/24
Susan Davy 

01/07/16 42,391 – 920.00p  15,557 115 15,557(ii) 30/06/19 30/06/21
25/08/17 73,972  – 802.70p  –  – 73,972 24/08/20 24/08/22
02/07/18 76,653 – 790.12p – – 76,653 01/07/21 01/07/23
04/07/19 – 82,062 752.72p – – 82,062 03/07/22 03/07/24

(i) 32% of the award shares granted on 1 July 2016 vested on 1 July 2019 at a market price of £741.2p per share. The total number of shares that vested included additional shares equivalent in value to 
such number of shares as could have been acquired by reinvesting the dividends which would otherwise have been received on the vested shares during the three-year performance period. The 
balance of the award lapsed.

(ii) Vested award; no longer subject to performance conditions.

(iii) Awards granted from 2015 onwards are subject to a two-year holding period following vesting.
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(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 restricted period:

Director and date of award 

Restricted 
awards held at 

1 April 2019

Restricted 
awards made 

in year 

Market price 
of each share 

upon award 
in year

Released 
in year

Value of shares
 upon release
 (before tax) 

£000 

Restricted 
awards held at 
31 March 2020 

Date of end 
of restricted

period 

Chris Loughlin 
04/07/16 18,759  – 950.14p 18,759(i) 142 – 03/07/19
30/08/17 26,504 – 808.691p – – 26,504 29/08/20
25/07/18 29,575 761.36p  –  – 29,575 24/07/21
24/07/19 – 31,797 755.5386p – – 31,797 23/07/22
Susan Davy 

04/07/16 12,524 – 950.14p 12,524(i) 95 – 03/07/19
30/08/17 20,503 – 808.691p  –  – 20,503 29/08/20
25/07/18 22,746 761.36p  –  – 22,746 24/07/21
24/07/19 – 24,449 755.5386p – – 24,449 23/07/22

(i) These shares were released on 25 July 2019 at 758.0p per share.

During the year the Directors received dividends on the above shares in accordance with the conditions of the bonus plan as follows: Chris Loughlin £34,408*; 
Susan Davy £26,266.

*  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 DRIP . 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 2019 given on page 112.

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

Date of award 

Options 
held at 

1 April 2019
Granted 

in year 
Exercised 

in year 
Exercise price 

per share 

Market price 
of each share 
on exercising 

Market value 
of each share at 

31 March 2020 
Options held at 
31 March 2020 

Exercise period/ 
maturity date 

Chris Loughlin 
24/06/15 2,196 – – 683.00p – 1085.5p 2,196 01/09/20-28/02/21
Susan Davy 
03/07/18 2,834 –  – 635.00p – 1085.5p 2,834 01/09/21-28/02/22

The Remuneration Committee and its advisers
Gill Rider, Neil Cooper and Iain Evans were members of the Remuneration Committee throughout the year. 

During the year the Committee received advice or services which materially assisted the Committee in the consideration of remuneration matters from 
Sir John Parker (Chairman of the Board), Adele Barker (Group Director of Human Resources) and from Deloitte LLP.

During 2018/19, Deloitte LLP was reappointed directly by the Committee with a refreshed advisory team, following a comprehensive retendering process. 
Deloitte LLP’s fees in respect of advice which materially assisted the Committee during 2019/20 were £103,950 (arrived at from an hourly rate basis of charging). 
During the year, Deloitte LLP also provided tax services to the Group. 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.
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Statement of voting at general meeting
The table below sets out the voting by the Company’s shareholders on the resolutions to approve the Directors’ remuneration report at the 2019 AGM and the 
remuneration policy at the 2017 AGM, including votes for, against and withheld.

Annual report on remuneration (2019 AGM)

For % (including votes at the Chairman’s discretion) 99.31
Against % 0.69
Withheld number 1,236,442
Remuneration policy (2017 AGM)

For % (including votes at the Chairman’s discretion) 97.92
Against % 2.08
Withheld number 237,155

A vote withheld is not counted in the calculation of the proportion of votes for and against a resolution.

Directors’ remuneration report compliance
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 124 and the audited sections of the annual report 
on remuneration are identified in this report.

On behalf of the Board

Gill Rider
Chairman of the Remuneration Committee

3 June 2020
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