
Directors’ report –
other statutory disclosures
Introduction
This Directors’ report is prepared in accordance with the provisions of the 
Companies Act 2006 and regulations made thereunder. It comprises pages 72 to 
93 and 116 to 120 as well as the following matters which the Board considers are 
of strategic importance and, as permitted by legislation, has chosen to include 
in the strategic report rather than the Directors’ report:

 • Particulars of important events affecting the Company and/or its subsidiaries 
which have occurred since the year end (page 10 of the strategic report)

 • Likely future developments of the Company (pages 13 and 35 of the 
strategic report)

 • Risk management systems (pages 58 to 60 of the strategic report)
 • Certain employee and employee engagement matters (pages 38 to 41 of the 

strategic report and pages 72 and 73 of the governance statement), as well 
as the disclosures below

 • Business relationships/engagement with suppliers, customers and others 
(pages 26 to 29 of the strategic report and pages 72 and 73 of the 
governance statement).

In addition, there are a number of disclosures which are included in the 
Directors’ report by reference, including:

 • Financial risk management (note 3 of the notes to the financial statements)
 •  Financial instruments (pages 50 to 57 of the strategic report and notes 2(o) 

and 18 of the notes to the financial statements).

Board of Directors
The Directors in office as at the date of this report are named on pages 76 and 
77. No other Directors served during the year.

Financial results and dividend
The Directors recommend a final dividend of 30.11 pence per ordinary share to 
be paid on 2 September 2020 to shareholders on the register on 24 July 2020, 
making a total dividend for the year of 43.77 pence per share, the cost of which 
will be £184 million, resulting in a transfer to reserves of £16 million. The strategic 
report on pages 50 to 57 analyses the Group’s financial results in more detail and 
sets out other financial information.

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

Employment policies and employee involvement
The Group has a culture of continuous improvement through investment in 
people at all levels within the Group. The Group is committed to pursuing 
equality and diversity in all its employment activities including recruitment, 
training, career development and promotion and ensuring there is no bias 
or discrimination in the treatment of people. In particular, applications for 
employment are welcomed from persons with disabilities, and special 
arrangements and adjustments as necessary are made to ensure that 
applicants are treated fairly when attending for interview or for pre-employment 
aptitude tests. Wherever possible the opportunity is taken to retrain people 
who become disabled during their employment in order to maintain their 
employment within the Group.

The Group has policies in place covering health & safety, equal opportunities, 
diversity and inclusion, ethics and employee relations. Further detail of the 
contents of the diversity and inclusion policy are set out in the report of the 
Nomination Committee on page 91. Also, information regarding the diversity 
of the workforce is provided on pages 38 and 39.

Pennon respects the right to freedom of association and employees are 
consulted regularly about changes which may affect them either through their 
trade union-appointed representatives or consultation groups or by means 
of their elected representatives at the Employee Engagement Forum which 
operates in South West Water and the Employee Voice Forum which operates 

in Viridor. These forums, together with regular meetings with particular groups 
of employees, are used to ensure that employees are kept up to date with the 
business performance of their employer and the financial and economic factors 
affecting the performance of the Group. The Group also cascades information 
monthly to all employees to provide them with important and up-to-date 
information about key events and to obtain feedback from them. Further details 
of workforce engagement and employment matters relating to the Group are set 
out on pages 38 to 41 of the strategic report.

The Group encourages share ownership among its employees by operating 
an HM Revenue & Customs approved Sharesave scheme and Share Incentive 
Plan. Following shareholder approval at the 2014 AGM, this scheme and plan 
were amended to provide for the increased savings limits approved by the 
Government. At 31 March 2020, around 36% (2019 38%) of the Group’s 
employees were participating in these plans.

Modern Slavery Act
We have in place policies and procedures to assess, monitor and reduce the risk 
of forced labour and human trafficking occurring in our businesses and supply 
chains. Risk assessments of any high risk supply partners are completed 
to ensure compliance with the Modern Slavery Act across the Group and 
our anti-slavery and human trafficking web-based statement is available at  
www.pennon-group.co.uk.

Greenhouse gas emissions
Methodology and approach
Our approach follows the UK Government’s Environmental Reporting 
Guidelines: including streamlined energy and carbon reporting guidance and 
the Greenhouse Gas Protocol Corporate Standard (collectively referred to here 
as the reporting guidelines). In calculating our emissions, we have used the 
2019 UK Government conversion factors for greenhouse gas (GHG) reporting.

Organisational boundary
The emissions listed here cover the Pennon Group of companies, each of which 
uses the financial control approach, whereby the emissions are reported on the 
basis of the equity share held by the Pennon Group of companies in a company. 
This means that emissions from joint venture operations can be accurately 
attributed to the company in proportion to the percentage of Pennon Group 
of companies’ holding. 

Operational scopes
We report our Scope 1, 2 and 3 emissions where relevant and material.

Market and location-based methodology 
The reporting guidelines allow for the reporting of both ‘market-based’ and 
‘location-based’ Scope 2 emissions from imported energy. For some of our 
supply we contract with third party renewable energy suppliers and ensure 
this supply is backed by Renewable Energy Guarantees of Origin (REGOs) 
allowing the contracted green tariff supply to qualify as zero carbon market-
based emissions. We have chosen to report our market-based emissions 
separately from the location-based supply and this is set out in our Group 
GHG emissions table opposite. 

Self-generated renewable energy export
In accordance with the 2009 Defra Guidance, we may report an emissions 
reduction in our reported net CO2e figure for any renewable electricity we have 
generated and exported to the national grid or a third party. In order to meet 
the good quality criteria set out in 2009 Guidance, especially concerning double 
counting and additionality, we have only reported REGO-backed supply which 
for which REGOs have been retired. Supply for which the associated REGOs 
have been sold to third parties have not been included. 

Base year
For GHG reporting we compare the current financial year against the previous 
financial-year performance. As part of the Group climate change and carbon 
management strategy we will use a 2019/20 baseline for setting of carbon 
reduction targets.
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Targets
As part of the climate change and carbon management strategy the Group is 
intending to set a science-based target in 2020. South West Water supports the 
UK water industry’s commitment to achieve net zero carbon emissions by 2030. 
Carbon reduction opportunities and mechanisms are set out in Pennon’s climate 
change and carbon management strategy.

Intensity measurement
We report an intensity measure of Scope 1 and 2 gross emissions in tCO2e  
per £100,000 revenue.

External assurance statement
Our GHG data has been independently assured by DNV GL. Certain aspects 
that relate to the disclosure of emissions from South West Water have been 
subject to a separate and independent audit of regulatory data conducted  
by Jacobs. The assumptions, methods and procedures that are followed 
in the development of the reported data have been tested and the data  
audited for accuracy and consistency. DNV GL’s statement can be found at  
www.pennon-group.co.uk/sustainability. 

Pennon Group plc GHG emissions(1)

2019/20 
(market based)

2019/20 
(location based)

2018/19
(market based)

2018/19
(location based)

Scope 1 GHG emissions (tCO2e)(1)  2,042,672  2,042,672  1,572,996  1,572,996 
Scope 2 GHG emissions (tCO2e)  83,535  96,846  100,472  101,661 
Total gross Scope 1 & 2 GHG emissions (tCO2e)  2,126,207  2,139,518  1,673,468  1,674,657 
Scope 3 GHG emissions (estimated)(2)  617,132  617,132  60,547  60,547 
Total gross Scope 1, 2 & 3 GHG emissions (tCO2e)  2,743,339  2,756,650  1,734,015  1,735,204 
GHG emissions saved through purchases of REGO-backed renewable electricity import (tCO2e)  ~ (13,311)  ~ (1,190) 
GHG emissions saved by exporting self-generated electricity (tCO2e) (2,218) (2,218) (100,472) (100,472) 
Total annual net GHG emissions (tCO2e)  2,741,121  2,741,121  1,633,543  1,633,543 

Notes:
~ Included in market-based Scope 2 GHG emissions above.

(1) GHG emission figures expressed in tonnes of carbon dioxide equivalence (tCO2e) whereby emissions of carbon dioxide (CO2), methane (CH4), nitrous oxide (N2O), the fluorinated gases  
(HFC, PFC, SF6) are shown in terms of the equivalent emissions from CO2. A breakdown of emissions by GHG is available at www.pennon-group.co.uk/sustainability/greenhouse-gas-emissions.

(2) 2019/20 data includes comprehensive estimate of Scope 3 GHG emissions for the first time.

Scope 1 (direct GHG emissions) GHG activities owned or controlled by our organisation that release emissions straight into the atmosphere. For Pennon, key Scope 1 GHG emission sources include 
combustion related emissions from ERFs, fugitive emissions from landfill, GHG emissions from stationary plant, fugitive emissions from air conditioning plant and transport related GHG emissions from 
our own vehicles and fleet.

Scope 2 (indirect GHG emissions) GHG emissions released into the atmosphere associated with our consumption of imported electricity.

Scope 3 (other GHG indirect emissions) GHG emissions that are a consequence of our actions, which occur at sources which we do not own or control. Further details of our 2019/20 Scope 3 GHG 
emissions estimate are provided below.

Other Group carbon and energy reporting 

2019/20 
(market based)

2019/20
(location based)

2018/19 
(market based)

2018/19
(location based)

Energy consumption used to calculate Scope 1 and 2 GHG emissions (MWh) (see energy usage section) 620,409  620,409  Not reported Not reported
GHG emissions intensity measure: tCO2e (gross Scope 1+2/£100,000 revenue)(3)  152.8  153.8  113.2 113.3
Biogenic GHG emissions outside of Scopes (tCO2e)  1,756,029 1,769,365 1,588,882 1,588,882

(3) Based on Group pro forma revenue for 2019/20.

Operational Pennon Group plc GHG emissions by business

Waste 
(Viridor)

Water (South 
West Water and 

Bournemouth Water) Group total*

Scope 1 GHG emissions  2,023,726  18,713  2,042,672 
Scope 2 GHG emissions (market based)  16,941  66,568  83,535 
Total gross Scope 1 & Scope 2 GHG emissions (tCO2e)  2,040,667  85,281  2,126,207 
Note: 
The water business figure provided here includes the impact of emissions from our two hydroelectric power stations which do not form part of our annual reporting to the water regulator Ofwat since 
these sites are outside of the Ofwat regulated contract. 

* Total includes 259 tCO2e from Pennon Water Services and Group shared services.

Change in GHG emissions
Operational (Scope 1 and 2) GHG emissions for the Group increased by 27% 
from 2018/19. This was primarily due to the new energy recovery facilities (ERFs) 
coming online within our waste business. Overall, our waste business contributed 
around 96% of Group GHG emissions. 

Measures to manage and reduce GHG emissions in order to achieve our 
science-based targets, as well as the context of the essential sanitary treatment 
of residual waste by ERFs and the out-of-scope carbon benefits of recycling, 
are set out in our climate change and carbon management strategy.

All Group companies benefited from a continued reduction in the UK’s average 
electricity grid emissions conversion factor, which fell by 10% from 0.3072 to 
0.2773 kgCO2e/kWh(4) over the reporting period. This resulted in a reduction 
in the Group’s overall Scope 2 GHG emissions while the purchase of REGO-
backed power has helped our water business to reduce its operational emissions 
(market based) by around 17%.

The intensity metric has increased from 113 to 153 tCO2e/£100,000 turnover(3). 
This reflects the increase in emissions from our waste business, as described 
above, alongside a reduced turnover compared with 2018/19. 

Scope 3 GHG emissions
As part of our commitment to fuller GHG disclosure and to enable science-
based target setting, the business undertook detailed analysis of our wider value 
chain activities in 2019 in order to estimate Scope 3 GHG emissions. Scope 3 
categories were evaluated in line with the GHG Protocol Scope 3 Calculation 
Guidance. The assessment is based on the latest data available at the time 
of the assessment which, for most categories, was 2018/19 activity data. 
Where more recent 2019/20 data is available, this has been used. 

With the inclusion of these additional emissions sources, our estimated 
Scope 3 footprint is 617,132 tCO2e. As part of the climate change and carbon 
management strategy the Group is committed to better understanding our 
Scope 3 GHG emissions and investigating opportunities to reduce GHG 
emissions. This includes working with our suppliers to help them understand 
and manage their GHG emissions and implementing smarter travel/transport 
policies.

(4) Aggregation of Scope 2 and Scope 3 grid electricity conversion factors.
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Directors’ report –
Other statutory disclosures
continued

Estimated Scope 3 GHG emissions breakdown (2018/19 activity data except where indicated* which use 2019/20 data)

Sources of Scope 3 GHG emissions Evaluation status Viridor South West Water Total

Category 1 – Purchased goods and services Material, calculated 60,975 51,204 112,179
Category 2 – Capital goods Material, calculated 30,699 70,478 101,177
Category 3 – Fuel- and energy-related (not Scope 1&2)*~ Not material, calculated 17,386^ 19,834 37,235
Category 4 – Upstream transportation and distribution Material, calculated 177,398 7,979 185,377
Category 5 – Waste generated in operations Not material, calculated 9,400 9,102 18,502
Category 6 – Business travel*~ Not material, calculated 1,390^ 334 1,817
Category 7 – Employee commuting~ Not material, calculated Included in total Included in total 4,095
Category 8 – Upstream leased assets Relevant, not calculated**
Category 9 – Downstream transportation and distribution Material, calculated 133,314 – 133,314
Category 10 – Processing of sold products Not relevant
Category 11 – Use of sold products Not relevant
Category 12 – End of life treatment of sold products Material, calculated 23,437 – 23,437
Category 13 – Downstream leased assets Not relevant
Category 14 – Franchises Not relevant
Category 15 – Investments Not relevant
Total estimate Scope 3 GHG emissions 453,999 158,931 617,133

Scope 3 emissions data notes:
^ Included in DNV GL 2019/20 Assurance.

* Figures updated based on 2019/20 activity data.

~  Totals include estimated impact for whole Group (i.e. including Pennon Water Services, Group shared services activity data). All other categories based on Viridor and South West Water impact only 
as rest of Group impact is considered immaterial (i.e. <1% of total Group total Scope 3 emissions).

Category 8 – Upstream leased assets. Based on the 2018/19 data assessed there were some landlord locations within the portfolio. At present some are included under Scope 1 and 2 and some are 
excluded due to lack of available data. This will be further evaluated and where possible included in future disclosures.

‘Not relevant’ – categories currently assessed as ‘not relevant’ in line with GHG Protocol Scope 3 Calculation Guidance. Further information on our Scope 3 emissions and explanation of the methodology 
can be found in our CDP climate change disclosure available on the CDP website.

Energy usage
Including self-supplied energy, our water business used 354GWh of energy in 2019/20, while our waste business used 379GWh. A breakdown of Group energy usage 
and associated data assessment methodologies is shown below. In 2018/19, the Group used a total of 709GWh of energy; details of this and previous years’ data are 
provided at www.pennon-group.co.uk/sustainability/environmental-leadership. 

Water business
 (MWh)

Waste business
 (MWh)

Total Group*
(MWh)

Methodology 
(South West Water/Bournemouth Water) Methodology (Viridor)

Imported grid electricity^  307,813  66,278  374,191* Verifiable metered data except  
some nHH supply~

Verifiable metered data 

Imported private wire electricity 
(renewable)

 4,734 –  4,734 Verified metered data n/a

Self-supplied renewable electricity  11,873  89,946  101,819 Verified metered data Estimated based on 
verifiable data

Self-supplied heat  6,946 –  6,946 Estimated that 60% of heat generated  
by sewage gas CHP is beneficially used, 
the rest (40%) is lost to atmosphere

n/a

Natural gas^  2,689  13,028  15,717 Verified metered data – from billing  
(some element of estimates)

Verified metered data

Liquid fuels (for stationary 
applications)^

 5,014  114,481  119,495 Estimated based on verifiable data  
(i.e. fuel expenditure)

Estimated based on 
verifiable data

Energy used by fleet transport^  15,258  94,932  111,106* Estimated based on verifiable data  
(i.e. fuel expenditure)

Estimated based on 
verifiable data 

 
Total energy usage 354,327 378,664 734,008
Intensity measure: MWh/£100,000 revenue 52.8

Energy usage data notes:
No heat, steam or cooling was purchased by any Group company in 2019/20.

‘Self-supplied renewable electricity’ includes power from South West Water’s two hydroelectric power stations.

^ Energy consumption used to calculate Scope 1 and 2 emissions. 

* Includes small amount of electricity and transport related energy use for Pennon Water Services/Group shared services totalling an estimated 1GWh or around 0.1% of Group total.

~ Estimate used for non-half hourly electricity supply (c.7% of total imported electricity) based on supplier renewal quotation estimate.
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Energy efficiency action taken
South West Water and Viridor are accredited to the ISO 50001 energy 
management system standard. A summary of improvement activities 
undertaken in 2019/20 is provided below.

South West Water
Pumping represents around 80% of South West Water’s energy consumption 
and so we have continued to invest in energy efficiency projects under our 
pump efficiency programme, as well as funding energy efficiency projects under 
our powerdown programme.

Projects completed during the year include further investment in our advanced 
metering project to constantly monitor some of our largest energy using assets. 
These new monitors have helped identify where pumps were performing below 
their optimal efficiencies. Intervention has resulted in a cost saving of almost 
£0.5 million in avoided electricity usage across the business by identifying and 
refurbishing underperforming pumps to their ‘as new’ condition and by making 
fine adjustments to the parameters that automatically control the pumps. 

Major project work was undertaken at Bolham raw water pumping station 
(£25,000 savings), Restormel water treatment works low-lift and high-lift pumps 
(£236,000 savings), Roadford raw water pumping station (£43,000 savings), 
Hayle sewage treatment works (£150,000 savings) and at Ilsham Valley sewage 
pumping station (£15,000 savings). Further work included the implementation 
of new variable speed drives to improve the control of pump motors at Pynes 
(Exeter) water treatment works, saving £10,000 in pumping water to Belvidere 
reservoir and £4,000 in pumping water to Parsonage reservoir in Exeter.

Viridor
The successful engagement and increased number of on-site energy champions 
at Viridor’s highest energy consuming facilities allowed for strong progress in 
energy management across the business this year, with the implementation of 
a number of practical energy-saving projects. 

Behaviour change projects such as operation ‘out of the red rate’ also resulted 
in benefits across key sites through organised shift changes and maintenance 
routines. The energy management team focused on effective communications 
to share energy learnings across the business. Scheduled ongoing training 
continues to onboard energy champions at as many sites as possible.

As part of the business-wide roll out of electrical submetering, Rochester 
plastics recycling facility has observed a 7.5% reduction in site energy 
consumption. Submeters have also been installed and live dashboards setup at 
Crayford, Ford, Salmon Pastures and St Helens. Further installations are planned 
at six sites in the coming year. The business is also moving forward with rooftop 
solar installations with 13 sites having passed the preliminary feasibility stage, 
with a planned portfolio expected to have a generation capacity of 1MW. 

Research and development
Research and development within the Group involving water and wastewater 
treatment processes amounted to £0.1 million during the year (2018/19 
£0.2 million).

Overseas branches
The Company has no overseas branches.

Pennon Group donations
During 2019/20, the Group provided a total of £65,000 in charitable donations 
(2018/19 £197,000).

No political donations were made or political expenditure incurred and no 
contributions were made to a non-EU political party (2018/19 nil).

Purchase of own ordinary shares
The Company has authority from shareholders to purchase up to 10% of its own 
ordinary shares (as renewed at the Annual General Meeting (AGM) in 2019), 
which was valid as at 31 March 2020 and remains currently valid. No purchases 
were made during the year and no shares were made subject to a lien or charge. 
As at 1 April 2019, 8,443 shares were held in treasury, with a nominal value of 
£3,436 and representing 0.002% of issued share capital. No treasury shares were 
reissued during the year.

Disclosures required by publicly traded companies
The following disclosures are made pursuant to Part 6 of Schedule 7 of the 
Large and Medium-sized Companies and Groups (Accounts and Reports) 
Regulations 2008 and Rule 7.2.6.R of the UK Listing Authority’s Disclosure 
Guidance and Transparency Rules (DTR).

As at 31 March 2020:
a)  Details of the Company’s issued share capital, which consists of ordinary 

shares of nominal value 40.7 pence each, are set out in note 33 to the financial 
statements on page 176. All of the Company’s issued shares are fully paid up, 
rank equally in all respects and are listed on the Official List and traded on the 

London Stock Exchange. The rights and obligations attaching to the 
Company’s shares, in addition to those conferred on their holders by law, are 
set out in the Company’s Articles, copies of which can be obtained from 
Companies House in the UK or by writing to the Group Company Secretary at 
the Company’s registered office;

b)  There are no restrictions on the transfer of issued shares of the Company or 
on the exercise of voting rights attached to them, except where the Company 
has exercised its right to suspend their voting rights or to prohibit their 
transfer following the omission of their holder or any person interested in 
them to provide the Company with information requested by it in accordance 
with Part 22 of the Companies Act 2006 or where their holder is precluded 
from exercising voting rights by the Financial Conduct Authority’s Listing 
Rules or the City Code on Takeovers and Mergers. There are no persons with 
special rights regarding control of the Company. No shares issued under the 
employee share schemes have rights with regard to control of the Company 
that are not exercisable directly by the employees;

c)  Details of significant direct or indirect holdings of securities of the Company 
are set out in the shareholder analysis on page 198. The Company is not 
aware of any agreements between shareholders which may result in 
restrictions on the transfer of securities or on voting rights;

d)  The Company’s rules about the appointment and replacement of Directors 
are contained in the Articles and accord with usual English company law 
provisions. The powers of Directors are determined by UK legislation and the 
Articles in force from time to time. Changes to the Articles must be approved 
by the Company’s shareholders by passing a special resolution;

e)  The Directors have the power to make purchases of the Company’s own 
shares in issue as set out above. The Directors also have the authority to 
allot shares up to an aggregate nominal value of:

 (i)  £57,049,557 (such amount to be reduced by any shares allotted or rights 
granted under (ii) below in excess of £57,049,557); and

 (ii)   £114,099,113 by way of a rights issue (such amount to be reduced by any 
shares allotted or rights granted from (i) above), which was approved by 
shareholders at the 2019 AGM. In addition, shareholders approved a 
resolution giving the Directors a limited authority to allot shares for cash 
other than pro rata to existing shareholders. These resolutions remain 
valid until the conclusion of this year’s AGM. Similar resolutions will be 
proposed at this year’s AGM. The Directors have no present intention to 
issue ordinary shares other than pursuant to the Company’s employee 
share schemes;

 As resolved by shareholders at the 2019 AGM, the Directors have the  
 authority to allot a single non-cumulative redeemable preference share of one  
 penny nominal value (the WaterShare+ Share), the rights and restrictions in  
 relation to which are set out in Article 5A of the Company’s Articles of  
 Association. The authority will expire at the 2021 AGM.

f)  There are a number of agreements that take effect, alter or terminate upon 
a change of control of the Company following a takeover bid, such as 
bank loan agreements, Eurobond documentation, hybrid capital securities 
documentation, private placement debt and employees’ share plans. 
This may result in certain funding agreements being altered or repaid early. 
The impact on employees’ share plans is not considered significant; and

g)  There are no agreements between the Company and its Directors or 
employees providing for compensation for loss of office or employment that 
occurs because of a takeover bid.

There is no information to be disclosed under Listing Rule (LR) 9.8.4R. The 
Company has no long-term incentive arrangements in place under LR 9.4.2R (2) 
where the only participant is a Director and the arrangement is established 
specifically to facilitate, in unusual circumstances, the recruitment or retention 
of the individual.

Going concern
At 31 March 2020 the Group has access to undrawn committed funds and cash 
and cash deposits totalling £1.6 billion (£1.4 billion after restricted cash). Having 
considered the Group’s strong funding position, the potential use of proceeds 
from the proposed sale of Viridor and prudent financial projections, which take 
into account a range of possible impacts, as described in this report, from the 
COVID-19 pandemic, the Directors have a reasonable expectation that the 
Group has adequate resource to continue in operational existence for the period 
of at least 12 months from the date of the approval of the financial statements 
and that there are no material uncertainties to disclose. For this reason they 
continue to adopt the going concern basis in preparing the financial statements.
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Board Committee overseeing the sale of Viridor
Immediately following the announcement in September 2019 of the Group’s 
strategic review, the Board established a dedicated Board Committee to 
undertake the strategic review and report back to the Board with 
recommendations for the Group’s future strategic focus, growth options 
and capital allocations policy. 

Committee composition for the first stage of the strategic review, involving 
oversight of the Viridor transaction, was as follows:

 • Sir John Parker (Chair of the Committee).
 • Gill Rider 
 • Iain Evans
 • Chris Loughlin
 • Susan Davy
 • Simon Pugsley (General Counsel and Secretary to the Committee)

Terms of reference were adopted to set and regulate the Committee’s remit 
from the Board, covering matters which included scope of delegated authority, 
quorum, frequency of meetings, reporting responsibilities, record keeping and 
minutes, establishment of project teams and working groups, and appointment 
of external advisers. 

The Committee met every two weeks throughout the initial period of the 
strategic review ending with a contract being executed for the sale of Viridor. 
The Committee’s main remit during that period covered the management and 
coordination of the workstreams and outputs. Decisions on strategic focus and 
major items of expenditure and risk were reserved for the Board.

From the outset the Board indicated its commitment to ensuring and 
maintaining the highest level of corporate governance throughout the strategic 
review. The Committee’s remit was therefore written around this requirement. 
Through the permanent attendance of the Group General Counsel at all its 
meetings, the Committee had assurance that there was appropriate oversight 
of all relevant legal and regulatory requirements. Financial assurance and 
integrity was supported through attendance at the Committee of the Pennon 
Director of Treasury, Tax and Group Finance. Retained financial and legal 
advisers provided continuous advice and guidance to the Committee, and where 
appropriate, to the Board. The project team working to the Committee likewise 
worked with the financial and legal advisers across all areas of activity. The 
Group’s auditor, Ernst & Young were kept regularly informed of developments 
and of the state of play of the strategic review. Regular meetings of the Group’s 
Disclosure Committee took place to ensure adherence with market disclosure 
rules throughout the process. 

Throughout the review, robust assurance processes were implemented to 
ensure accurate and complete data and financial inputs, and detailed and 
objective verification procedures were established in order to substantiate the 
financial and technical data underpinning the review’s outputs and conclusions. 

Ultimately, the Committee recommended that the Board accept an offer 
from KKR for the acquisition of Viridor. The Committee and its advisers 
presented extensive findings and recommendations to the Board together 
with all information and assurance required by the Board to make a fully 
informed decision.

Following signature of the transaction, the Committee continued to operate in 
order to ensure that all relevant activities required to achieve completion of the 
transaction were appropriately concluded. These activities included the proper 
preparation, verification and submission of a Class 1 Shareholder Circular.

The wider Group strategic review continues and the Committee continues to 
operate.

Statement of Directors’ responsibilities
The Directors are responsible for preparing the annual report, the Directors’ 
remuneration report and the financial statements in accordance with applicable 
law and regulations. Company law requires the Directors to prepare financial 
statements for each financial year. Under that law the Directors have prepared 
the Group and Company financial statements in accordance with International 
Financial Reporting Standards (IFRSs) as adopted by the European Union (EU).

Under company law the Directors must not approve the financial statements 
unless they are satisfied that they give a true and fair view of the state of affairs 
of the Group and the Company and of the profit or loss of the Group for the year.

In preparing these financial statements the Directors are required to:

 • Select suitable accounting policies and then apply them consistently
 • Make judgements and accounting estimates which are reasonable 

and prudent
 • State whether applicable IFRSs as adopted by the EU have been followed, 

subject to any material departures disclosed and explained in the financial 
statements. The Directors confirm that they have complied with the above 
requirements in preparing the financial statements.

The Directors are responsible for keeping adequate accounting records that 
are sufficient to show and explain the Company’s transactions, and disclose 
with reasonable accuracy at any time the financial position of the Group and 
the Company; and enable them to ensure that the financial statements and the 
Directors’ remuneration report comply with the Companies Act 2006 and, as 
regards the Group financial statements, Article 4 of the International Accounting 
Standards Regulation. They are also responsible for safeguarding the assets of 
the Group and the Company and hence for taking reasonable steps for the 
prevention and detection of fraud and other irregularities.

Each of the Directors, whose names and functions are listed on pages 76 and 77, 
confirms that, to the best of his or her knowledge:

i)  The financial statements, which have been prepared in accordance with IFRSs 
as adopted by the EU, give a true and fair view of the assets, liabilities, 
financial position and profit of the Group and of the Company.

ii)  The strategic report (pages 1 to 69 and 121) and the Directors’ report, include 
a fair review of the development and performance of the business during the 
year and the position of the Company and the Group at the year end, together 
with a description of the principal risks and uncertainties they face.

iii)   Following receipt of advice from the Audit Committee, the annual report, 
taken as a whole, is fair, balanced and understandable, and provides the 
information necessary for the shareholders to assess the Group’s position 
and performance, business model and strategy.

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

Statement as to disclosure of information to the auditor
i)  So far as each of the Directors in office at the date of the signing of the report 

is aware, there is no relevant audit information of which the Company’s auditor 
is unaware; and

ii)  Each of the Directors has taken all the steps each Director ought to have 
taken individually as a Director in order to make himself or herself aware of 
any relevant audit information and to establish that the Company’s auditor 
is aware of that information.

The Directors’ report consisting of pages 72 to 93 and 116 to 120 was approved 
by the Board on 3 June 2020.

By order of the Board

Simon A F Pugsley
Group General Counsel and Company Secretary

3 June 2020
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Section 172  
statement 

Matters considered by the Board Further information 

The likely consequences of any decision in 
the long term

Our strategic objectives, which are set and monitored through a rolling long-term strategic planning process, 
and delivered through our focus on customer service and satisfaction, employee training, development and 
wellbeing, our Sustainable Financing Framework and sustainable procurement policy, ensure we work towards 
achieving long-term growth in a sustainable way (see pages 17 to 19).

The interests of the Company’s employees We pride ourselves on being a responsible employer, focused on employee engagement and communication, 
promoting a diverse and inclusive workforce and the continued development of our people in a safe working 
environment (see pages 38 to 41).

The need to foster the company’s 
business relationships with suppliers, 
customers and others

Continued commitment to delivering quality of service, value for money and satisfaction to our customers, 
with regular engagement through focus groups, workshops and surveys (see pages 26 and 69).

We continue to foster key strategic and commercial relationships with our supply chain partners – with 
a focus on quality and sustainability-focused delivery across the entire supply chain (see page 28).

Open dialogue and transparent engagement with our regulatory bodies, policy makers and other stakeholders 
who shape our social contract (see page 29).

The impact of the Company’s operations 
on the community and the environment

Committed to providing educational programmes and community sponsorships and engaging in charity 
support initiatives and outreach events across our regions of operation (see pages 27, 40 and 47).

Regular engagement and close relationships with our environmental stakeholders, partners and interest 
groups in the areas in which we operate (see page 28).

Our Sustainable Financing Framework supports investment across our key activities, namely: pollution 
prevention and control; sustainable water and wastewater management; and climate change adaptation 
(see page 23).

The desirability of the company 
maintaining a reputation for high 
standards of business conduct

We ensure a transparent approach to conducting business in a responsible manner, with a focus on 
maintaining good governance. The codes of conduct and policies which apply across our group are 
regularly updated to ensure the highest of standards are adhered to (see pages 40 and 83).

The need to act fairly as between 
members of the company

Regular engagement with our shareholders to ensure that they are well informed of our business strategy 
and key developments (see page 29).

Legislation is now in place requiring companies to report on how directors have 
discharged their duty to promote the success of the company, while having 
regard to the matters set out in section 172(1)(a) to (f) of the Companies Act 
2006 (CA2006). 

Each director is required to act in the way they consider, in good faith, would 
be most likely to promote the success of the company for the benefit of its 
members as a whole. In doing so directors must have regard (among other 
matters) to:

 • The likely long-term consequences of any decision
 • The interests of the company’s employees
 • The need to foster the company’s business relationships with 

suppliers, customers and others
 •  The impact of the company’s operations on our communities 

and environment 
 • Maintenance of the company’s reputation for the highest standards 

of business conduct
 • The need to act fairly as between members of the company.

The Board welcomes the reporting requirement introduced by section 172, 
and sees it as an opportunity to explain how these considerations have 
informed and helped shape strategy and decision making. 

Stakeholder engagement is embedded within the detailed corporate governance 
framework operated by the Board, and the long-term consequences of its 
strategic decision making are reviewed and assessed at each Board meeting, 
through its Committees, and through its oversight of decision making delegated 
to executive management. The Board takes its section 172 obligations very 
seriously, and applies section 172 in the context of its strategic direction of 
the Group at its meetings, including in the following specific ways:

Strategic priorities
At every Board meeting the Directors review progress against our strategic 
priorities with the executive management team. 

Health, safety and environment
The Board and its Committees conduct regular reviews of safety matters and 
environmental performance, with the aim of continually improving safety and 
minimising environmental impact.

Financial discipline and shareholder returns 
Board meetings review executive management’s focus around fiscal discipline, 
and delivery of solid and stable earnings and shareholder returns.

People
The Board approaches all its decisions which may affect employees by reference 
to our corporate values of ‘trusted, responsible, collaborative and progressive’. 
The Board has focused this year on fostering a leadership culture which stresses 
the importance of good mental health, diversity and inclusion.

Governance 
Our governance requires consistently high standards of business conduct 
and the Board and the Audit Committee review all decisions in the light of this 
strategic priority. Strong cultural leadership and governance are seen by the 
Board as critical elements underpinning the continuing success of the Company. 

Operational availability and reliability
Executive management is charged by the Board with maintaining the strong 
operational resilience expected by our customers, suppliers and others, with 
reports on these areas provided to each Board meeting.

Ultimately Board decisions are taken in a way which further both the long-term 
financial success of the Group and the interests of our stakeholders.

The table below provides the context behind the Board’s approach to decision 
making in view of its obligations under section 172 and to ensure wider 
stakeholder engagement, with cross references to where more information can 
be found in this Annual Report. Examples of how the section 172 factors 
influenced the significant decisions taken by the Board during the year are set 
out on page 73.
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