
Chairman’s  
statement

This has been a significant year in the history of the 
Pennon Group, and it has been a particularly busy 
one for the Board. In 2019/20, we delivered strong 
financial performance and operational progress as 
we approached the commencement of the new K7 
(2020-25) regulatory period for South West Water.

This performance has continued in the face of the 
COVID-19 crisis, throughout which the Group has 
proved resilient despite the range of operational 
and other challenges it has presented. On this 
point, I want to acknowledge our employees for 
their resilience and commitment throughout the 
year. In extraordinary times you need extraordinary 
people and it gives me huge pride when I think 
about our people across the Group, and in our 
supply chain, who have continued to deliver for 
customers and communities. 

I also want to thank all those employees who have 
supported our frontline teams to be able to continue 
delivering, learning to work collaboratively together 
in new and different ways.

Viridor strategic value realised, 
well positioned for future growth in water
Over recent years, the Board has closely monitored 
the market value of the Group and its component 
parts. It has been clear for some time that the 
fundamental value of Viridor was not adequately 
reflected in Pennon’s share price. Against this 
background, the Board concluded that it was an 
appropriate time to commence a strategic review 
of the Group. This was announced in September 
2019, which ultimately led to a series of inbound 
approaches to acquire the Viridor business.

Pennon announced on 18 March 2020 the proposed 
sale of Viridor to KKR for an enterprise value of 
£4.2 billion. The Board carefully considered the 
wider implications of the deal and the impact on all 
key stakeholders and agreed unanimously that the 
transaction was in the best interests of shareholders 
and employees across the Group. 

The share price rose 42% from the announcement 
of the strategic review to the announcement of the 
sale and Pennon was promoted to the FTSE 100. 
The transaction recognises the full strategic value 
that Pennon has developed and nurtured in Viridor 
over many years and accelerates the realisation 
of that value for shareholders. The European 
Commission has given merger clearance and 
Pennon’s shareholders have given their approval. 
The sale is expected to complete in early summer. 
The Board intends to use the £3.7 billion of net cash 
proceeds to reduce Pennon’s company borrowings 
and pension deficit, make a return to shareholders, 
and retain some funds for future opportunities. 

We are extremely proud to have grown Viridor into a 
key industry player with strong credentials as a 
leader in engineering excellence, pioneering new 
technologies, and as a vocal champion in tackling 
environmental challenges particularly around the 
use of plastics. Our shared heritage – between the 
water and waste subsidiaries – has given the Group 
a unique mix of strategic insight and operational 
expertise while shaping our holistic approach to the 
management of natural resources. This gives us a 
valuable knowledge base with which to enter a new 
period in the Group’s history.

 
I would like to thank our people for their 
incredible hard work and dedication to 
providing our vital services. They have 
continued to deliver for our customers 
and communities day in and day out in 
the most challenging circumstances. 
Thank you.

Sir John Parker 
Chairman
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Robust performance 
This has been an important year for Viridor 
operationally, as the most recent ERFs at Glasgow, 
Beddington and Dunbar move through their 
ramp-up phases. The construction at Avonmouth 
ERF is progressing and commissioning is underway. 
Recycling is on a growth trajectory with the new 
plastics processing facility at Avonmouth under 
construction. Viridor will continue to serve its 
customers and communities delivering vital public 
services under new ownership. 

South West Water finished the K6 (2015-20) 
regulatory period with a sector-leading return on 
regulated equity and the successful conclusion of 
the 2019 price review process (PR19). As a result, 
South West Water began 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. 

This recognition from Ofwat, our water industry 
regulator, was a welcome endorsement of the 
efforts put in by the South West Water leadership 
team over these plan periods. The board and 
management of South West Water made a 
great effort to introduce an even higher level of 
technology and innovation into the business plan 
and we look forward to seeing the benefits this will 
deliver for customers, enabling us to reduce bills at 
a faster rate than peers. 

Health & safety is at the heart of the Group 
The Group has an ambitious road map for health 
& safety, focused largely on our HomeSafe 
programme. This has yielded a range of 
encouraging and improving trends. 

Yet, despite our efforts, we sadly lost two colleagues 
during the year as a result of tragic accidents in 
Viridor operations: Mick at the Earls Barton, 
Northamptonshire facility and Mark at a customer’s 
premises in Bovey Tracey, Devon. Our thoughts are 
with their families, friends and colleagues as we 
continue to work with the Health and Safety 
Executive in relation to these sad events.

Our HomeSafe initiative is designed to deliver the 
highest standards of health & safety performance 
and enjoys high visibility and support across our 
operations. However, we have taken further steps 
to place even greater emphasis on this including 
further training, system upgrades and root cause 
analysis. The longer-term HomeSafe strategy has 
ambitious targets, which we are determined to 
achieve and is subject to independent review, 
which will help us achieve our goal to be the 
health & safety leader in the UK water and waste 
industries within this new K7 regulatory period.

Sustainability is our strategy
Last year the Board endorsed a new long-term 
sustainability strategy with clear objectives and 
three-year targets across nine sustainability focus 
areas. Over the course of this year, we have made 
good progress towards these targets through 
implementing our detailed Group-wide action plans. 
We continue to invest and focus management 
efforts on further improvements to environmental 
performance at South West Water. 

In 2019/20, we further reduced the number of 
serious and significant pollution incidents down 
to one Category 2 event, building on our 2018/19 
performance which was the best in the 2015-20 
regulatory period. We expect our substantial 
investments and measures to ensure further 
reductions across all wastewater pollution 
categories to meet our ambitious targets. 

Thank you to our people
In these extraordinary times, I would 
like to thank all our employees across 
the Group for their incredible hard 
work and dedication. 

The Group has been tested in ways 
we would never have previously 
imagined but it gives me great pride 
that we have been able to adapt so 
successfully to the many challenges. 
This would not have been possible 
without the tremendous efforts of 
all our people, many of whom are 
classified by Government as key 
workers in our society. I thank them 
all for maintaining and delivering 
high-quality services during this 
difficult period and I wish our Viridor 
employees a fond farewell and good 
fortune under their new ownership. 

Leakage Technician 
Mel Ryan checking for 
rural leaks during the 
lockdown period in April

Our water resources position recovered from the 
previous dry year and we have met our leakage 
target every year since targets were introduced 
over two decades ago. 

Transparent and engaged
Last year we welcomed the changes to the 
UK Corporate Governance Code requiring 
companies to better understand the views of key 
stakeholders and report how their interests have 
been considered and taken into account. In addition, 
the Board is now required to report, through the 
section 172 statement, on the broad range of factors 
we consider as part of discharging our duty to 
promote Pennon’s success for the benefit of our 
shareholders as a whole. Our section 172 statement 
can be found on page 121. This move to increase 
transparency fully aligns with our values and we 
continue to develop strong relationships with our 
full range of stakeholders. 

We constantly engage with our people and seek 
their views. Our employees are key to our successes 
and achievements and provide vital services to our 
customers and communities. We have increased the 
frequency of our Big Chat over the year, providing 
employees the opportunity to hear from and ask 
questions of Directors, we have enhanced our 
Employee Voice and Engagement Forums and 
seen further improvements in our Group-wide 
employee survey results.

Pennon Group plc Annual Report 2020 11



 
With up to £20 million funding from 
South West Water, CREWW will conduct 
world-leading research into the 
provision of safe and resilient water 
services in the UK and overseas.

Sir John Parker 
Chairman

Chairman’s statement
continued

Using technology & 
innovation to enhance 
customer service
In July 2019 we were pleased to 
receive confirmation that Research 
England would be providing 
£10 million support for the Centre 
for Resilience in Environment, 
Water and Waste (CREWW) – a 
joint venture between ourselves 
and the University of Exeter. 

With up to £20 million funding 
from South West Water, CREWW will 
conduct world-leading research into 
the provision of safe and resilient 
water services in the UK and overseas. 
Central to its focus will be how to 
manage our natural resources to 
ensure there is sufficient water to 
cope with population growth, the 
pressures of climate change, and 
improving resilience to the potentially 
devastating effects of flood, drought 
and emerging pollutants. CREWW 
will accommodate state-of-the-art, 
specialist laboratory facilities, and 
designated space to encourage 
collaborative research between 
academics and experts from the 
water industry and will draw on 
Exeter’s world-leading expertise 
across a wide range of disciplines 
to develop innovative new solutions 
that benefit the environment, 
global societies and the economy.

Sustainability focus area

   See sustainability  
strategy on page 20
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We work hard to build strong relationships with 
our customers and to deliver excellent services. 
The 2020-25 business plan is all about empowering 
customers and offering a New Deal. A striking feature 
of this New Deal is an innovation called WaterShare+, 
which builds on our established WaterShare financial 
mechanism for sharing outperformance with our 
customers. Through WaterShare+, we will go even 
further, offering eligible South West Water customers 
a shareholding in Pennon Group in 2020, along with a 
greater say in how South West Water is run through 
a separate customer annual general meeting. The 
Board wholeheartedly supports this bold and 
imaginative initiative.

Promoting diversity
The Board promotes equality and diversity in 
the workplace. We remain committed to the 
search for Board candidates being conducted 
and appointments being made on merit, range 
of relevant experience and with adequate 
consideration given to the benefits of gender 
and ethnic diversity.

The latest Hampton-Alexander Review: FTSE 
Women Leaders (November 2019) listed Pennon 
24th in its FTSE 250 rankings for women on boards 
and in leadership, compared with 85th last year. 
Key to our success this year has been the recent 
appointment of Non-Executive Director, Claire 
Ighodaro. As a result, the Board’s female headcount 
increased to three with our diversity at board level 
now standing at 42.9%.

Pennon is a member of the 30% Club, a forum with 
a goal of achieving a minimum of 30% women on 
FTSE 350 boards by 2020. 

Developing and retaining talent
In 2018, we announced our new vision – bringing 
resources to life – with its strong supporting 
values of trusted, collaborative, responsible and 
progressive. Good work has continued this year in 
further embedding these values across the Group.

Great people make great organisations and 
developing and retaining talent is integral to the 
Group’s future success. Overcoming competition 
for top talent in the marketplace is a priority for 
the Group. Alongside our management trainee 
scheme at Viridor, we have extended our graduate 
recruitment across the Group in 2019/20 supporting 
our pool of internal talent. We have continued to 
invest in apprenticeships and are particularly  
proud of our apprenticeship scheme which 
started 191 new apprentices through this route 
in 2019/20. This now brings our three-year total 
to 575 apprenticeships across Pennon.

Balancing returns and investment
The Board has evaluated the Group’s dividend 
for 2019/20 in light of the COVID-19 crisis and 
has concluded that it is appropriate for Pennon 
to deliver on its dividend commitment. The Group 
has significant cash and liquidity of £1.6 billion and 
has not needed to take any Government support 
measures. The vast majority of Pennon shareholders 
are pension funds, charities, employees, customers 
and other retail holders who rely on this income. 
Pennon’s dividend has been supported by the 
growth in Viridor’s earnings and we have shared our 
success with customers through South West 
Water’s innovative WaterShare mechanism with 
£140 million of total cumulative benefits identified 
since 2015 and shared through bill reductions, 
service improvements and reinvestment. This will 
continue with our 2020-25 WaterShare+ scheme.

For 2019/20, the Board has recommended a final 
dividend of 30.11 pence per share, subject to 
shareholder approval at the Annual General 
Meeting on 31 July 2020. Together with the interim 
dividend of 13.66 pence per share, this will result in a 
total dividend of 43.77 pence per share, an increase 
of 6.6% from last year. This is in line with our 
dividend policy for 2010-20 of retail price index 
(RPI) +4% growth per annum, which has been 
achieved while investing more than £3.6 billion 
in our businesses over the past 10 years. 

Board and leadership 
We were pleased to welcome Claire Ighodaro to 
the Board in September 2019. Claire’s extensive 
range of boardroom experience and her 
background in finance, across both regulated 
and non-regulated industries, is a great asset to 
the Group and complements the broad range of 
skills on the current Board. We ensure that our 
Board has a broad skill set and deep experience.

Sadly, we will say our farewells to Lord Matthew 
Taylor and Martin Hagen, who have both served 
on the South West Water board for some 10 years, 
in order to provide continuity through to the K7 
regulatory period. Both have rendered exemplary 
service and deserve our heartfelt thanks. We thank 
them for their commitment over many years and 
wish them all future success. 

Outlook
The sale of Viridor is targeted to complete 
in summer 2020 and the Pennon Board will then 
oversee the operating companies of South West 
Water and Pennon Water Services and also perform 
a holding company role in managing and allocating 
the funds from the Viridor sale. 

Pennon will continue to be a UK-focused water 
infrastructure group, comprising South West Water 
and Pennon Water Services. South West Water is 
focused on providing services in the most efficient 
and sustainable way possible. Innovation, new 
technologies and a holistic approach underpins 
our commitment to delivering service improvement 
and long-term value. South West Water serves its 
customers and communities and continues to 
be committed to the highest standards of 
environmental performance. Work is already 
underway to deliver the commitments in the 
business plan focusing on cost-base efficiency, 
operational performance, customer service and 
sustainable growth.

The crystallisation of the Viridor sale is equivalent 
to 22.66 pence per share of the recommended 
2019/20 dividend. This implies a Continuing Group 
dividend (after excluding Viridor) of 21.11 pence 
per share.

The Board intends to use the c.£3.7 billion of 
net cash proceeds to reduce Pennon’s company 
borrowings and pension deficit, retain some funds 
for future opportunities, and make a return to 
shareholders. Details of additional returns to 
shareholders from the sale of the Viridor business 
will be announced in due course.

Pennon’s dividend policy for 2020-25 for the 
rebased Continuing Group will be growth of CPIH 
+2% per annum, from an implied Continuing Group 
dividend for 2019/20 of 21.11 pence per share. The 
shift from the existing policy of linking the growth 
in dividend from RPI to CPIH reflects the change 
in the regulatory model for South West Water and 
assumes continued alignment in regulatory growth.

The rebased dividend reflects the sector-leading 
position of the Continuing Group, with expectations 
for outperformance on financing and totex 
supporting the sustainable dividend growth policy.

Sir John Parker 
Chairman

Bathing waters off 
Plymouth, Devon 
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