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Disclaimer 

For the purposes of the following disclaimers, references to this ñdocumentò  
shall mean this presentation pack and shall be deemed to include references  
to the related speeches made by or to be made by the presenters, any  
questions and answers in relation thereto and any other related verbal or  
written communications. 

This document contains certain ñforward-looking statementsò with respect to 
Pennon Groupôs financial condition, results of operations and business and  
certain of Pennon Group's plans and objectives with respect to these matters 
which may constitute ñforward-looking statementsò within the meaning of the U.S. 
Private Securities Litigation Reform Act of 1995 (the ñPSLRAò). . 

Forward-looking statements are sometimes, but not always, identified by their  
use of a date in the future  or such words as ñanticipateò, ñaimò, ñbelieveò, 
ñcontinueò, ñcouldò, ñdueò, "estimateñ, ñexpectò, ñforecastò, ñgoalò, ñintendò,  
"may", ñplan", ñprojectò, ñseekò, ñshouldò, ñtargetò, ñwillò and related and similar 
expressions, as well as statements in the future tense. 

By their very nature forward-looking statements are inherently unpredictable, 
speculative and involve risk and uncertainty because they relate to events  
and depend on circumstances that will or will not occur in the future. 

Various known and unknown risks, uncertainties and other factors could lead  
to substantial differences between the actual future results, financial situation 
development or performance of the Group and the estimates and historical  
results given herein. Undue reliance should not be placed on forward-looking 
statements which are made only as of the date of this document. Important  
risks, uncertainties and other factors that could cause actual results,  
performance or achievements of Pennon Group to differ materially from any 
outcomes or results expressed or implied by such forward-looking statements  
are changes in law, regulation or decisions by governmental bodies or  
regulators, non-recovery of customer debt, poor operating performance due  
to extreme weather and climate change, poor service provided to customers  
or increased competition leading to loss of customer base, global economic 
downturn pressuring volumes and margins, downward pressure on UK  
wholesale power prices, business interruption or  significant operational  
failures/ incidents, non-compliance or occurrence of avoidable health and  
safety incidents, failure or increased cost of capital projects, exposure to 
contractor failure to deliver construction progress, failure of information  

technology systems management and protection including higher risks, 
maintaining finance and funding to meet ongoing commitments, uncertainty 
arising from open tax computations where liabilities remain to be agreed and 
difficulty in recruitment, retention and development of appropriate skills which are 
required to deliver the Groupôs strategy. 

Forward looking statements should therefore be construed in light of such risks, 
uncertainties and other factors and undue reliance should not be placed on them. 
Nothing in this document should be construed as a profit forecast. 

All written or verbal forward-looking statements, made in this document or made 
subsequently, which are attributable to Pennon Group or any other member of the 
Pennon Group or persons acting on their behalf are expressly qualified in their 
entirety by the factors referred to above. Pennon Group may or may not update 
these forward-looking statements.  

This document is not an offer to sell, exchange or transfer any securities of 
Pennon Group or any of its subsidiaries and is not soliciting an offer to purchase, 
exchange or transfer such securities in any jurisdiction. 

Without prejudice to the above, whilst Pennon Group accepts liability to the extent 
required by the Listing Rules, the Disclosure Rules and the Transparency Rules 
of the UK Listing Authority for any information contained within this document 
which the Company makes publicly available as required by such Rules: 
a) neither Pennon Group nor any other member of Pennon Group or persons 

acting on their behalf shall otherwise have any liability whatsoever for loss 
howsoever arising, directly or indirectly, from use of the information contained 
within this document;  

b) neither Pennon Group nor any other member of Pennon Group or persons 
acting on their behalf makes any representation or warranty, express or 
implied, as to the accuracy or completeness of the information contained 
within this document; and 

c) no reliance may be placed upon the information contained within this 
document to the extent that such information is subsequently updated by or on 
behalf of Pennon Group. 

Past performance of securities of Pennon Group cannot be relied upon as a guide 
to the future performance of any securities of Pennon Group.  
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Building Momentum, Driving Growth 

 
Good operational and financial performance 

Å Consistent outperformance in Water ï RORE of 11.7% 

Å ERF portfolio on track to deliver c.£100m EBITDA 2016/17 

Å Recycling ï self-help measures delivering improved margins 

Continued focus on cost efficiency 

Å Cumulative Water Totex outperformance ï £80m 

Å Shared Services Review ï extra efficiency of c.£6.0m(1)  p.a. ï in addition to c.£11m p.a. 

Å Efficient, effective consolidation of Bournemouth Water ï c.£27m target for K6 on track 

Supporting RPI +4% dividend policy to 2020 

Securing further growth 

Å Avonmouth ERF committed 

Å Non-household retail venture with South Staffs/Cambridge Water based in Bournemouth 

Well prepared for regulatory and market developments 

Å Engaged in Water 2020 

Å Ready for water retail market opening 
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(1) Expected annual efficiency from 2019 
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Financial Highlights(1) Half Year 2016/17 
Results on track to meet managementôs expectations 

 

ADJUSTED EBITDA(2) 

£277.2m 
+6.0% 

DIVIDEND PER SHARE 

+6.0% 
to 11.09p 

OPERATING PROFIT 

£153.9m  
+13.7%  
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(1) Before non-underlying items as set out on slide 10 

(2) Statutory EBITDA plus share of Joint Venture EBITDA and IFRIC 12 interest receivable 

(3) Before deferred tax and adjusted proportionately to reflect the half year impact of the annual hybrid periodic return. Basic earnings per share (statutory basis) 17.7p 

NET FINANCE COST 

£28.6m 
Effective rate of 3.3% 

(SWW 3.2%) 

EARNINGS PER SHARE(3) 

23.6p 
+1.7% 
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Financial Highlights 
Robust results 
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£m 

Underlying(1) H1 2016/17 H1 2015/16  CHANGE  

Revenue 685.5 689.1 (0.5%) 

EBITDA 245.4 231.7 +5.9% 

Adjusted EBITDA(2) 277.2 261.6 +6.0% 

Operating Profit 153.9 135.3 +13.7% 

Profit Before Tax 128.1 106.8 +19.9% 

Tax (30.7) (21.9) +40.2% 

Earnings per share(3) (p) 23.6 23.2 +1.7% 

Dividend per share(4) (p) 11.09 10.46 +6.0% 

Underlying Profit After Tax to 

Statutory Profit After Tax (PAT) 

Underlying PAT 97.4 84.9 +14.7% 

Non-underlying Items (8.3) - - 

PAT(attributable to holders of hybrid capital) (16.2) (16.2) - 

PAT(attributable to shareholders) 72.9 68.7 +6.1% 

Adjusted EBITDA ahead 
ÅHigher SWW revenue and opex 

efficiencies 

ÅStrong ERF performance 

ÅRecycling self-help measures  

A 

Profit before tax growth 
ÅSWW in line with expectations 

ÅSignificant Viridor contribution 

ÅEfficient ongoing finance costs  

 

Non-underlying items 
 

ÅShared services restructuring 

ÅDerivatives  

ÅChange in tax rate 

 

EPS ahead of H1 2015/16 
 

ÅUnderlying profits ahead 

ÅYOY impact from last yearôs prior 

year corporation tax credit  

 

(1)     Before non-underlying items 
(2) Statutory EBITDA plus share of Joint Venture EBITDA and IFRIC 12 interest receivable 
(3) Before deferred tax and adjusted proportionately to reflect the half year impact of the annual hybrid periodic return. Basic earnings 

per share (statutory basis) 17.7p 
(4) The RPI rate used is 2.0% as of September 2016 

A 

B 

C 

B 

C 

D 

D 
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South West Water Financial Highlights  
Continued outperformance of regulatory contract ï 11.7% RORE 
 

 

(1) Before non-underlying items 
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£m H1 2016/17 H1 2015/16  CHANGE  

Revenue  287.9 279.3 +3.1% 

Operating Costs(1) (104.9) (105.7) (0.8%) 

EBITDA(1) 183.0 173.6  +5.4% 

Depreciation (55.8) (55.9) (0.2%) 

Operating Profit(1) 127.2 117.7 +8.1% 

Interest (30.2) (30.7) (1.6%) 

Profit Before Tax(1) 97.0  87.0 +11.5% 

Capital Expenditure 79.7 58.0 +37.4% 

RORE 11.7% 11.5% +0.2% 

 Revenue 
Å Tariff increase 1.4% (1.1% RPI) 

ÅHigher demand up 1.3% 

Å Increase in new connections 

A 

EBITDA 
ÅOperating costs down ï lower bad 

debt  at 1.1% of revenue  and 

efficiency savings 

ÅContributing to Totex outperformance 

of £24m  H1 2016/17 - £80m 

cumulative to date 

 RORE 
ÅOutperforming regulatory contract 

ÅMaintaining momentum from year 1 

 

 

 

C 

A 

B 

C 

B 
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Viridor Financial Highlights  
Growth driven by ERFs and recycling óself-helpô 
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£m H1 2016/17   H1 2015/16   CHANGE 

Revenue(1) 397.9 410.1 (3.0%) 

EBITDA(2) 63.3 61.0 +3.8% 

ERFs 50.5 43.8 +15.3% 

Landfill 3.2 4.5 (28.9%) 

Landfill Gas 12.9 16.0 (19.4%) 

Recycling 11.0 7.2 +52.8% 

Contracts, Collections & Other 16.0 20.1 (20.4%) 

Indirect Costs (30.3) (30.6) (1.0%) 

Share of JV EBITDA 23.0 21.6 +6.5% 

IFRIC 12 Interest Receivable 8.8 8.3 +6.0% 

Adjusted EBITDA(2) 95.1 90.9 +4.6% 

Profit Before Tax(2) 23.1 12.9 +79.1% 

Capital Investment(3) 103.6 107.9 (4.0%) 

(1) Including landfill tax and construction spend on service concession arrangements 

(2)  Before non-underlying items  

(3) Including construction spend on service concession arrangements 

 

A 

B 

B 

C 

 Growth in ERF EBITDA 
Å Increase vs H1 2015/16 as plants 

ramp-up 

ÅExpected to contribute c.£100m of 

EBITDA by the end of the year 

A 

Optimising landfill 
ÅNow at 13 sites, reducing to a 

handful of strategic sites by the end 

of 2020 

ÅMaximising gas yields but 

decreasing as expected  

 

B 

Recycling self-help 
ÅSignificant progress made in 

reducing costs 

Å Improvements in asset utilisation 
  

 

C 

 Contracts, collections & other 
ÅHigher asset sales in H1 2015/16 
  

 

D 

D 
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Non-underlying Items  

 

(1)  No non-underlying items in H1 2015/16 

£m H1 2016/17 H1 2015/16(1) 

Operating costs 

Shared services restructuring costs   (10.7) - 

Net operating costs (10.7) - 

Movement in derivatives (15.0) - 

Deferred tax ï change of rate 20.1 - 

Tax charge on non-underlying items (2.7) - 

Net charge for the period (8.3) - 

Restructuring 

ÅShared Services Review delivering 

additional c.£6m per annum of efficiencies 

from 2019 

ÅMigration to a Group platform ï non-cash 

asset de-recognition of £9.5m plus 

restructuring costs of £1.2m  

 

A 

Derivatives 

ÅMovements in fair value shown separately 

within the income statement to make 

clearer. Reflects changes in expected future 

cash flows of derivatives driven by market 

conditions and legislative changes 
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Change in rate 

ÅChange in the headline tax rate to 17% in 

2020 has resulted in a deferred tax credit 

C 

B 

A 

B 

C 
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Taxation 
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£m H1 2016/17 H1 2015/16 

Current Year 

Current tax  23.1  18.5 

Deferred tax 9.5  6.4 

32.6  24.9 

Prior Year 

Current tax (0.3)  (14.7) 

Deferred tax  (1.6) 11.7 

 (1.9)  (3.0) 

Total Underlying Tax Charge 30.7 21.9 

Deferred tax ï change of rate  (20.1)  - 

Tax charge on non-underlying items(1)  2.7  - 

 13.3  21.9 

Current tax  

ÅCurrent year current tax effective 

rate of 18.0% (H1 2015/16 17.3%) 

reflecting capital allowances 

(including ERFs) 

A 

Non-underlying items  

ÅReflect the change in headline rate 

of future current tax and tax on 

other non-underlying items 

B 

A 

B 

B 

(1)  £4.0m deferred tax charge net of £1.3m current tax credit 
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2014/15 2015/16 H1 2016/17 H2 2016/17 2017/18 2018/19 2019/20 

Capital Investment, Investing For Growth 
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£m H1 2016/17 H1 2015/16 

Viridor 

ERFs(1) 86 87 

Recycling 2 3 

Landfill Energy 5 6 

Contracts and Collections 4 5 

Other 7 7 

Viridor Total 104 108 

South West Water 

Clean Water 38 26 

Waste Water 42 32 

South West Water Total 80 58 

Total Pennon Capital Investment(1)(2) 184 166 

(1) Including construction spend on service concession arrangements 
(2) Includes £6.1m of capitalised interest  in H1 2016/17 
(3) Future periods exclude capitalised interest and capital expenditure during operation 
(4) Contractual remedies in place to mitigate incremental costs on Glasgow. 

ERF CAPITAL INVESTMENT(3) 

 
£204m 

£139m 

c. £80m 
c.£180m 

c.£140m 

c.£60m 

Exeter Glasgow(4) 

Cardiff (Trident Park) Dunbar 

Runcorn II South London (Beddington) 

Oxford (Ardley) Avonmouth 

Peterborough 

Total ERF portfolio - £1,529m (including 
£252m for Avonmouth) 

Å Remaining investment c.£460m. 
 

  

£86m 
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Net Debt Movements 
Strong cash inflow from operations, continuing investment 
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(1) Includes £7.2m non-cash movement in Euro loan due to exchange rates 
(2) Includes 2015/16 interim and final dividend due to advancement of final results reporting and AGM date 
(3) Including construction spend on service concession arrangements and proceeds from sale of property, plant and equipment 

£m 

Net Debt 
 1-Apr-16 

Cash inflow 
 from Operations 

JV Loan 
Repayments 

Pension  
Contributions 

Other 
movements 

Net Interest  
Paid 

Dividends 
Paid 

Capital 
Payments 

Net Debt 
30-Sept-16 

(2,484.4) 

257.5 4.0 

(163.0) 

(6.2) 

(33.3) 

(131.6) 

(9.1) 

(2,566.1) 

(1) (2) (3) 
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Balance Sheet 
Strong funding position underpinning capital investment 
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Net borrowings increased with capital investment  

Gearing  
Å Pennon ï reflects continuing investment, timing of dividend and pension 

accounting deficit increase 
 

Å SWW ï aligned with Ofwat efficient level  

Committed funding in place 
 

Å SWW EIB drawn September 2016: £130m  
 

Å Group fully funded to March 2019, including the three ERFs currently 
under construction 

 

Development of portfolio 
 

Å Avonmouth will be corporately financed ï options, including new hybrid, 
being considered 
 

Å EIB funding for Pennon agreed 

  -  £110m new Pennon facility ï to support ERF programme 

   

 

(1) Net borrowings/(equity + net borrowings)  
(2) Including £219m deposits with Letters of Credit providers and Lessors 
(3) Based on RCV at March 2017, assuming RPI of 2.5% 

CASH / COMMITTED 
FACILITIES(2) 

£1,603m 
(31 March 2016 £1,707m) 

GROUP NET 
GEARING(1)  

65.3%  
(31 March 2016 62.5%) 

GROUP NET  
BORROWINGS  

£2,566m  
(31 March 2016 £2,484m) 

WATER BUSINESS 
NET DEBT/RCV 

 

62.2%(3) 

(31 March 2016 59.7%) 

© Pennon Group plc 2016 



Balance Sheet 
Strong funding position underpinning capital investment 
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Sustainable funding 
 

Å Diversified funding mix of fixed, floating and index-linked borrowings  

Å Weighted average debt maturity of 21 years - matching the asset base  

Å South West Water funding: 

- Predominantly hedged for K6 ï policy to have hedging in place before 
the start of a regulatory period 

- 2/3 of funding from finance leases 

- Long maturity and secured margins of finance leases 

- 25% of funding from RPI-linked debt 

GROUP NET  
FINANCE COSTS (1) 

£28.6m 
(H1 2015/16 £29.5m) 

GROUP AVERAGE  
INTEREST RATE 

3.3%  
 (H1 2015/16 3.4%) 

SOUTH WEST WATER  
AVERAGE INTEREST RATE 

3.2% 
(H1 2015/16 3.2%) 

(1)  Before non-underlying items 
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22.55 

24.65 
26.52 

28.46 
30.31 

31.80 
33.58 

2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 

+9.3% 
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Dividend growth 
Sector leading policy 

(1) Future dividends growth based on policy of 4% + RPI forecast to 2020. 2016/17 interim dividend based on September 2016 RPI of 2% 

Note: Full Year dividend in pence per share 

 

 

 
 

 

Policy of 4% + RPI leading to a 
doubling of dividend over 10 years 
(2010 to 2020)(1) 

 

Scrip dividend alternative 
available as an option to 
shareholders  
 

 

H1 

11.09 

+6.0% 

+5.6% 
+4.9% 

+6.5% 
+7.3% 

+7.6% 
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Chris Loughlin  

 

Group Chief Executive 

 

Operating Performance 
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Building Momentum, Driving Growth 

 
Good operational and financial performance 

Å Consistent outperformance in Water ï RORE of 11.7% 

Å ERF portfolio on track to deliver c.£100m EBITDA 2016/17 

Å Recycling ï self-help measures delivering improved margins 

Continued focus on cost efficiency 

Å Cumulative Water Totex outperformance ï £80m 

Å Shared Services Review ï extra efficiency of c.£6.0m(1)  p.a. ï in addition to c.£11m p.a. 

Å Efficient, effective consolidation of Bournemouth Water ï c.£27m target for K6 on track 

Supporting RPI +4% dividend policy to 2020 

Securing further growth 

Å Avonmouth ERF committed 

Å Non-household retail venture with South Staffs/Cambridge Water based in Bournemouth 

Well prepared for regulatory and market developments 

Å Engaged in Water 2020 

Å Ready for water retail market opening 
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(1) Expected annual efficiency by 2020 

© Pennon Group plc 2016 



Water: Good operational and financial performance 
Sector leading RORE outperformance 
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           11.7% 

Cumulative RORE (1) 
performance to H1 2016/17 

2.3% 

0.3% 

3.1% 

 

 

 

6.0% 

 

 

 

 

(1) Cumulative annual equivalent outperformance to H1 2016/17 

(2) Source: Ofwatôs Monitoring financial resilience report published November 2016  

Totex 

ODIs 

Financing 

 

 

 

Base returns 

 

 

 

 

OFWAT INDUSTRY RORE(2) 

COMPARISON 2015/16 
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Water: Good operational and financial performance  
Building momentum from strong early outperformance 
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        2015/16  2016/17  2016/17   2017/18   2018/19   2019/20    

Confidence in delivering cumulative K6 Totex 
outperformance 

Å Continuing advantage from strategic alliances 

- New water distribution alliance framework 

- H50 capital delivery alliance in place since 2010 - 
aligned incentives 

- Using off-site build techniques 

Å Changing ways of working ï iOps 

 

Confidence in our ability to deliver cumulative K6 
financing outperformance 

Å Maintaining efficient gearing levels 

Å Good balance of fixed and floating debt 

Å Continued finance leasing - cost efficient debt 

 

 

6.0% £56m 

            FY          H1           FY            FY           FY            FY    

£48m 

£33m 

            FY          H1           FY            FY           FY            FY    
        2015/16  2016/17  2016/17   2017/18   2018/19   2019/20    

K6 Totex outperformance 

K6 Financing outperformance 

£80m 
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Water: Good operational and financial performance 
Cumulative 2016/17 performance levels  
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Water quality standard 

Taste, smell and colour contacts 

Operational contacts resolved 1st time 

Water restrictions 

Supplies interrupted due to flooding 

Duration of supply interruptions 

 

Pollution incidents (Cat 3&4) 

Customers paying a metered bill  

Wastewater numeric compliance(1) 

Service Incentive Mechanism (SIM)(1) 

  
 

Wastewater pollution incidents (Cat 1&2) 

External sewer flooding  
 

ODI Outperformance net reward £3.8m(2) (cumulative) 

£5.7m reward : £1.9m penalty   

Odour contacts 

Bathing water quality 

Water & waste asset reliability 

Sustainable abstractions 

Internal sewer flooding  

Leakage level 

Descriptive compliance 
 

 

(1) End of AMP measure only, on track to deliver with no penalty assumed 

(2) Cumulative ODI performance to H1 2016/17 based on performance to 30 September 2016 £5.7m net reward will be recognised at the end of the 

regulatory period and £1.9m net penalty which can be reflected during the regulatory period. 
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Water: Delivering ODI performance 
Focus on delivery and improvements 

Water restrictions & quality 

Å 20th consecutive year without water restrictions  

Å Leakage target met every year since inception ï driving further improvements 

Å Maintaining top quartile water quality performance 

 

Bathing water quality 

Å 98.6% of bathing waters achieving more stringent bathing water standards 

Å Innovative solutions for Plymouth bathing waters investment 

 

Customer service (SIM) ï our best ever score 

Å Written complaints reduced by 28% in South West and 20% in Bournemouth region 

Å Value for money satisfaction at an all time high 

 

Wastewater compliance and significant pollutions   

Å Significant pollutions reduced 

Å Year on year compliance improvements ï c.98% vs 95.8% 
 

Outperformance shared through established WaterShare mechanism 

Half Year Results 2016/17 22 

(1)  Category 1 & 2 pollution incidents 
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Viridor: Good operational and financial performance  
ERF and landfill portfolios delivering 
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OPERATIONAL 

CAPACITY(1) 

2.1 mT 

178 MW 

 

LANDFILL 

13 Operational sites 

99 MW 

ERFs 

8 operational 

3 
in construction 

 

Focus on reliability and optimising performance 

Å On track to deliver c. £100m of EBITDA in 2016/17 

Å Expected availability of c.90% in 2016/17 
 

Continued progress on 3 ERFs in construction 

Å Dunbar and South London progressing well 

Å Glasgow commissioning commenced ï proactive intervention to complete 

ī MRF in commissioning  

ī AD plant construction completed ï ready for commissioning 

ī ACF(2) c.85% of construction completed 
 

Contracted position secure 

Å c.80% long-term contracted volumes (and associated price) across 

existing ERF portfolio 
 

Delivering cash flow from landfill 

Å Dynamic reviews of local market conditions to optimise value 

Å Optimising landfill gas output 

H1 2016/17 

(1) Includes 100% capacity of joint ventures 

(2) Advanced combustion facility (ACF) 

© Pennon Group plc 2016 


