
Introduction
The Directors’ remuneration policy was approved by 
shareholders at the Company’s AGM held on 31 July 2014. 
It sets out the Company’s forward-looking policy on Directors’ 
remuneration and is subject to a binding shareholder vote every 
three years.

Future policy table – Executive Directors
The table below sets out the elements of the total remuneration 
package for the Executive Directors which are comprised in this 
Directors' remuneration policy.  

How the components support 
the strategic objectives of the 
Company

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

Maximum potential value of 
the component

Description of framework 
used to assess performance

Base salary

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

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

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

•	 salary increases generally for 
all employees in the Company 
and the Group

•	 market rates
•	 performance of individual and 

the Company; and
•	 other factors it considers 

relevant.
There is no overall maximum.

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

Benefits

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

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.

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.

None.
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How the components support 
the strategic objectives of  
the Company

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

Maximum potential value of 
the component

Description of framework 
used to assess performance

Annual bonus

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

Annual bonuses are paid 
following finalisation of the 
financial results for the year to 
which they relate and paid usually 
3 months after the end of the 
financial year.

A portion of any bonus is 
deferred into shares in the 
Company which are normally 
released after three years. 
Normally 50% is deferred.  
Any dividends on the shares 
during this period are paid to  
the Directors. 

The deferred bonus plan is 
operated in conjunction with the 
Company’s HMRC approved 
executive share option scheme 
(ESOS) on the basis that the 
pre-tax value of awards under 
both are the same as if the 
deferred bonus plan had 
operated alone.

For bonuses awarded in respect 
of the 2014/15 financial year and 
going forward malus and 
clawback provisions apply which 
permit net cash bonuses and/or 
deferred bonus shares to be 
forfeited, repaid or made subject 
to further conditions where the 
Committee considers it 
appropriate in the event of any 
significant adverse 
circumstances, including (but not 
limited to) a material failure of risk 
management, serious 
reputational damage, a financial 
misstatement or misconduct. 
Clawback may be applied for the 
period of three years following 
determination of the cash bonus.

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

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

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

Following the financial year end 
the Committee, with advice from 
the Chairman of the Board and 
following consideration of the 
outturn against target by the 
chairman of the Audit 
Committee, assesses to what 
extent the targets are met and 
determines bonus levels 
accordingly. In doing so the 
Committee takes into account 
overall Company performance 
and may adjust the bonus 
upwards or downwards for any 
specific factors such as 
exceptional out-performance or 
under-performance.

Future policy table – Executive Directors 
Continued
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How the components support 
the strategic objectives of the 
Company

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

Maximum potential value of 
the component

Description of framework 
used to assess performance

Long term incentive plan 
(Performance and co-investment plan)

Provide alignment to 
shareholders and to longer term 
Company performance.

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

A grant is only made if the 
Director has acquired or is due to 
acquire co-investment shares 
equivalent to one-fifth of the value 
of the award.

Dividend equivalents (including 
dividend reinvestment) may be 
paid on vested awards. 

An “underpin” applies which 
allows the Committee to reduce 
or withhold vesting if the 
Committee is not satisfied  
with the underlying operational 
and economic performance of 
the Company.

The maximum annual award is 
100% of base salary. 

The current performance 
conditions are based on TSR 
with–50% based on TSR against 
the water/waste peer group 
index (chosen because these 
companies are regarded as the 
Company’s key listed 
comparators) and 50% based on 
TSR against constituents of the 
FTSE 250 index (excluding 
investment trusts) (chosen 
because this is the FTSE index to 
which the Company belongs 
currently). No more than 30% of 
maximum vests for minimum 
performance.

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

The Committee will keep the 
performance measures under 
review and may change the 
performance condition for future 
awards if this were considered to 
be aligned with the Company’s 
interests and strategic objectives. 
However, the Committee would 
consult with major shareholders 
in advance of any proposed 
material change in performance 
measures.

Pension

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

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

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

Legacy defined benefit pension 
arrangements will continue to  
be honoured. 

Whilst one Executive Director is a 
pension member there are no 
further prospective accruals in 
respect of defined benefit 
pension arrangements.

None.

Future policy table – Executive Directors 
Continued
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The Company also operates a shareholding policy. The way in 
which this currently operates is set out on page 91 of the 
Company’s Annual Report and Accounts 2014.

The Committee reserves the right to make any remuneration 
payments and payments for loss of office (including exercising 
any discretions available to it in connection with such 
payments) that are not in line with the policy set out in this 
report where the terms of the payment were agreed before the 
policy came into effect or 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 pension payments under 
legacy defined benefit pension plans and the satisfaction of 
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.

The Performance and Co-Investment Plan (PCP) 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.  In 
accordance with those rules the Committee has discretion in 
the following areas:

•	 awards can be granted as forfeitable shares, conditional 
share awards, nil or nominal cost options or awards in other 
forms it determines has a substantially similar purpose or 
effect.  Awards may be settled in cash;

•	 the Committee may adjust the number of shares under an 
award if there is a capitalisation, rights issue, subdivision, 
reduction or any other variation in the share capital, a 
demerger or special dividend or any other exceptional event 
which in the opinion of the Committee justifies an 
adjustment;

•	 a performance condition applicable to a PCP award may be 
amended in accordance with its terms or if an event occurs 
which causes the Committee to consider that an amended 
performance condition would be appropriate (taking into 
account the interests of shareholders) and would be no less 
difficult to satisfy had the relevant event not occurred;

•	 on a change of control or voluntary winding up of the 
Company, PCP awards may vest to the extent determined 
by the Committee having regard to the performance of the 
Company and the period of time that has elapsed since 
grant. Deferred bonus awards may vest early 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; 
and

•	 the Committee has the discretion to treat a 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.

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.

How the components support 
the strategic objectives of  
the Company

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

Maximum potential value of 
the component

Description of framework 
used to assess performance

All-employee share plans

To align interests of all employees 
with Company share 
performance.

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.

None.

Future policy table – Executive Directors 
Continued

Notes to the policy table
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Notes to the policy table Continued 
Performance measures and targets
The performance conditions for the annual incentive bonus 
plan are selected by the Committee each year to reflect key 
performance indicators for the Company and each year key 
metrics used by the Board to oversee the operation of the 
businesses. These targets are determined annually by the 
Committee following a review of the Company’s forecasts and 
market expectations. Targets may be adjusted by the 
Committee to take account of events such as significant 
capital transactions.

In respect of the current long-term incentive plan performance 
conditions the Committee chose the two total shareholder 
return measures as it believes that performance against these 
measures aligns the Executive Directors’ interests with those 
of shareholders including how successful performance is 
compared to both the general market and a bespoke sector 
peer group. 

Differences	in	remuneration	policy	for	 
all employees
All administrative based employees of the Group are entitled 
to base salary and pension provision including life 
assurance. In addition all administrative staff in Pennon 
Group and South West Water and all senior and middle 
management staff in the operations functions in Viridor are 
entitled to participate in annual bonus arrangements, the 
levels of which are based on the seniority and responsibility 
of the role. Other benefits such as car allowance and 
medical insurance are generally available only to more senior 
employees at management level and above and long-term 
incentive share awards are only available to senior 
executives and Directors.  Generally senior executives and 
Directors receive a higher proportion of their total pay in the 
form of variable remuneration and share awards.

Future policy table – Non-executive 
Directors
The table below sets out the Company’s policy in respect of 
the setting of fees for Non-executive Directors.  

How the components support the 
strategic objectives of the Company

How the component operates Maximum potential value of the 
component

Fees

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

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.

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

Benefits

Benefits for the Chairman are provided which 
are consistent with the market and level  
of seniority

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

The Chairman’s benefits include the  
provision of a company vehicle, fuel and 
health insurance.

None.
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100% £529k

63% 23% 14% £839k

40% 30% 30% £1,303k

Illustrations of applications of 
remuneration policy
The total remuneration for each of the Executive Directors that 
could result from the proposed remuneration policy in 
2014/15 is shown below.

Minimum performance

Mid performance

Maximum performance

Minimum performance

Mid performance

Maximum performance

Minimum performance

Mid performance

Maximum performance

Fixed remuneration
Annual variable remuneration
Long-term variable remuneration

Chris Loughlin – Chief Executive, South West Water

£0k £250k £500k £750k £1,000k £1,250k £1,500k 

David Dupont – Group Director of Finance

Ian McAulay – Chief Executive, Viridor

100% £531k

63% 23% 14% £841k

40% 30% 30% £1,305k

Scenario Assumptions

Minimum performance Fixed pay, which constitutes base salary, pension and benefits in kind. These values are made up of the salaries 
for 2014/15 (set out on page 82) and an estimate of the value of the benefits and pension.

Mid performance Fixed pay and 50% of the maximum annual bonus and 30% of the maximum long term incentive award.

Maximum Fixed pay and 100% vesting of the annual bonus and long term incentive awards.

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

24%

30.5% 30.5%

14.5%

£452k

£736k

£1,162k

100%

61.5%

39%
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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 whilst remaining mindful of the need to 
pay no more than is necessary.  

Where possible, salaries may be set at an initially lower level 
with the intention of providing potential for higher than usual 
increases over the following two years to reflect experience 
gained and performance in the role. Other elements of 
remuneration would be in line with the Company’s policy set 
out in the in the future policy table on page 1.

The maximum variable pay opportunity on recruitment 
(excluding ‘buyouts’) would be in line with the future policy 
table on page 1.

The Committee may determine for the first year of 
appointment that any annual bonus will 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 incentive 
rewards foregone with their previous employer (‘buyout’ 
awards). The Committee may make buyout awards under 
LR9.4.2 of the Listing Rules. 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 leaving his or her previous employment.  
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 have time horizons which are in line with or greater than 
the awards 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 table on page 5. 
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Executive Directors Date of service contract Expiry date of service contract

Colin Drummond  5 March 1992 30 September 2013  
(retired on this date)

David Dupont* 2 January 2003 No expiry date 

Chris Loughlin* 16 May 2006 No expiry date 

Ian McAulay* 2 August 2013 On normal retirement date at age 65 
(25 April 2030)

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

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

Non-executive Directors Date of letter of appointment Expiry date of appointment

Ken Harvey 1 April 2005 Ongoing – subject to 12 months notice from 
either side

Martin Angle 28 November 2008 30 November 2014

Gerard Connell 30 September 2003 31 July 2015

Dinah Nichols 10 June 2003 1 August 2013 (retired on this date)

Gill Rider 22 June 2012 30 August 2015

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 three months notice period from either 
side and for the Chairman’s letter of appointment to contain a 
12 months’ notice period from either side.

All Non-executive Directors are subject to annual re-election 
and are appointed for an initial three-year term.

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

Directors’ remuneration policy

8Pennon Group Plc Director’s remuneration policy



Policy on termination of service 
agreements	and	payment	for	loss	of	office
In the event that the employment of an Executive Director is 
terminated, 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.

The Company’s policy is that Executive Directors’ service 
agreements normally continue until the Director’s agreed 
retirement date or such other date as the parties agree.  
Otherwise they are terminable on one year’s notice and 
provide no entitlement to the payment of a pre-determined 
amount on determination of employment in  
any circumstances.

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. In these circumstances consideration 
would be given to phasing of payments and an individual’s 
duty and opportunity to mitigate losses. 

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.

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  
(including ESOS)

Unvested awards would normally lapse upon cessation. In certain good leaver circumstances awards are 
released to participants on cessation of employment.

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.

Performance and  
Co-investment 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 target has been satisfied, the extent to which the 
co-investment condition has been satisfied, the period of time elapsed since grant and such other factors 
as the Committee may deem relevant. Awards would normally vest on the original normal vesting date 
unless the Committee determines awards should vest earlier.

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

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 recruitment leaver provisions would be determined at the time of award. 
The buyout award to Mr McAulay has the same leaver provisions as the deferred bonus plan. 

Directors’ remuneration policy

9Pennon Group Plc Director’s remuneration policy



Statement of consideration of employment 
conditions elsewhere in the Company
In setting executive remuneration the Committee not only 
takes account of employment market conditions, but also 
of the pay and benefits differentials across the Group. The 
Committee considers annual summary reports of workforce 
remuneration and the terms and conditions of employment 
within each operating company and has regard to these in 
setting salary and other benefits for the Executive Directors 
and senior management although these reports do not 
include comparison metrics.

The Committee does not consult with employees when 
drawing up the Directors’ remuneration policy but does take 
account of the Group-wide policy as described above.

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.  Where there is a 
significant change to policy the Committee would consult with 
major shareholders. For example shareholders were consulted 
when the Performance & Co-investment Plan was introduced. 
The Company’s pay policy for Executive Directors has 
remained consistent for a number of years and has enjoyed 
shareholder support over that period.
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