WHO WE ARE
QinetiQ is a leading science and engineering company operating
primarily in the defence, security and critical infrastructure
markets. We are an information, knowledge and technologybased company with the breadth and depth of more than 3,000
scientists and engineers and a wide array of unique facilities.
WHAT WE OFFER
We apply our strengths through three core offerings to
customers which are increasingly relevant to provide solutions
in today’s rapidly changing security and economic environment.
Technology
We specialise in the creation of technology that is disruptive
to give decisive advantage.
Services and products
Bringing together our own and others’ technology and know
how to provide distinctive specialist services and products.
Unique capability generation and assurance
We are integrated across the life-cycle, undertaking creative research
and development, enabling test and evaluation and delivering
readiness through training and rehearsal. We play a central role in
delivering capability generation and assurance for our customers.

On the front cover
A QinetiQ flight test instructor flying
our first PC-21 during a training flight
with Pilatus from their base in Stans,
Switzerland prior to its delivery to
Boscombe Down later this year.

WHAT WE DELIVER
Operational and competitive advantage
These three core offerings allow us to deliver operational
advantage in the military context, or competitive advantage
in the commercial context.

OUR INHERENT STRENGTHS
–– Deep domain knowledge and experience
–– Close customer relationships
–– Core science and engineering expertise
–– Ability to develop and manage broad academic
and industrial partnerships
KEY TO OUR SUCCESS
Is to proactively understand our customers’ current and future
needs and to create and enable solutions at greater pace to
meet current threats, adjacent threats and emergent threats.
IN SIMPLE TERMS
Not only can we develop technology into capability, we can also
tell you if that capability will work when it is critically needed.
FINANCIAL HIGHLIGHTS
Revenue
Operating profit
Profit after tax
Earnings per share
Full year dividend per share
Net cash

Statutory results
2018
2017
£833.0m
£783.1m
£141.0m
£132.7m
£138.1m
£123.3m
24.4p
21.5p
6.3p
6.0p

Underlying* results
2018
2017
£833.0m
£783.1m
£122.5m
£116.3m
£109.0m
£103.8m
19.3p
18.1p
6.3p
6.0p
£266.8m
£221.9m

	Alternative performance measures
Alternative performance measures are used to supplement the statutory figures. These are additional key financial
indicators used by management internally to assess the underlying performance of the Group. Definitions can be
found in the glossary on page 139.

Strategic report
At a glance 2
Investment case 3
Chairman’s statement 4
Chief Executive
Officer’s review 6
Strategic progress 8
Q&A 11
Business model 12
Market themes 14
Trading environment 16
Key performance indicators 18
Principal risks 22
Longer-term viability assessment 27
Operating review 28
Our people 32
Corporate responsibility 34
Chief Financial Officer’s review 36
Corporate governance
Corporate governance statement 42
Board of Directors 48
Report of the Audit Committee 55
Report of the Nominations
Committee 59
Report of the Risk
& CSR Committee 60
Directors’ Remuneration Report 62
Directors’ report 78
Independent auditor’s report 81
Financial statements
Primary consolidated
financial statements 90
Notes to the consolidated
financial statements 94
Company financial statements
and notes 131
Five-year record 135
Additional information
Additional financial information 138
Glossary 139
Shareholder information 140

*

Year references (FY18, FY17, 2018, 2017) refer to QinetiQ’s fiscal year ending 31 March.

Visit the website at
www.QinetiQ.com

QinetiQ Group plc Annual Report and Accounts 2018

1

Strategic report

AT A GLANCE

EMEA SERVICES

Air & Space

Maritime, Land & Weapons

Combines world-leading
expertise with unique facilities
to provide capability
integration and assurance.
It does this through capability
integration, threat
representation and operational
readiness, underpinned by
long-term contracts that
provide good revenue visibility
and cash flows.

What we do
De-risk complex aerospace programmes by testing
systems and equipment, evaluating the risks and
assuring safety.

What we do
Deliver operational advantage to customers by
providing independent research, evaluation and
training services.

Approximate revenue
£185m

Approximate revenue
£295m

Key sites
Farnborough and Boscombe Down, UK.

Key sites
Farnborough, Boscombe Down, Shoeburyness, Fort
Halstead, Hebrides, Aberporth, Pendine, West Freugh,
Portsdown Technology Park and Haslar, UK.

Cyber, Information & Training

International

What we do
Help government and commercial customers
respond to evolving threats based on our expertise
in training, secure communication networks and
devices, intelligence gathering and surveillance
sensors, and cyber security.

What we do
Our International business leverages our expertise
and skills developed in the UK and applies them to
opportunities in attractive markets globally.

Approximate revenue
£100m

Approximate revenue
£70m

Key sites
Farnborough, Malvern and Crewe, UK.

Key sites
Australia, Sweden, Canada, Malaysia and
Middle East.

GLOBAL PRODUCTS

QinetiQ North America

OptaSense

Delivers innovative solutions
and products to meet
customer requirements.
Undertakes contract-funded
research and development,
developing intellectual
property in partnership with
key customers and through
internal funding with potential
for new revenue streams.

What we do
Develop and manufacture innovative defence
products specialising in unmanned systems,
survivability and maritime systems, along with
products in related commercial markets.

What we do
Provide innovative fibre sensing solutions to deliver
decision-ready data in multiple vertical markets.

Approximate revenue
£70m

Approximate revenue
£25m

Key sites
Waltham and Franklin, Massachusetts; Pittsburgh,
Pennsylvania; and Virginia, USA.

Key sites
Farnborough, Winfrith, Portishead, UK; Houston,
USA; Calgary, Canada, and Dubai, UAE.

£181.6m

Space Products

EMEA Products

What we do
Provide small satellites, payload instruments,
sub-systems and ground station services.

What we do
Provide research services and bespoke
technological solutions developed from intellectual
property spun out from EMEA Services. QinetiQ
Target Systems is reported in EMEA Products.

Approximate revenue
£20m

Approximate revenue
£65m

Key sites
Farnborough, UK and Antwerp, Belgium.

Key sites
Farnborough, Malvern, Haslar and Ashford,
UK and Medicine Hat, Canada.

£651.4m
FY18 annual revenue

5,239

FY18 total employees
Page 28
Operating review

FY18 annual revenue

826

FY18 total employees
Page 30
Operating review
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INVESTMENT CASE

UNIQUE CAPABILITIES
CRITICAL TO NATIONAL
SOVEREIGNTY...

Over 3,000 34
scientists and
engineers
globally

sites across
the UK

27%

Record

–– Key partner to UK defence
–– Leading expertise and facilities

...WITH INCREASING
EXPOSURE TO ATTRACTIVE
INTERNATIONAL MARKETS…
–– High growth home markets
in the US and Australia
–– Growing presence in the
Middle East and Europe
–– Addressable market of >£8bn

–– Lead and modernise UK
test and evaluation
–– Become a more
international business
–– Drive innovation

Page 36
CFO review

Larger

benefitting from more strategic
investment
contract wins

69%

of revenue
under contract

103%

cash
conversion

£267m

Long-term contracts
Cash generative model
Strong balance sheet
Ability to self-fund organic
and inorganic investment
–– Clear capital allocation policy

of net cash

...RESULTING IN INCREASING
RETURNS TO OUR
SHAREHOLDERS
–– Sustainable increase in key
financial metrics
–– Progressive dividend policy

Facilities

business models

––
––
––
––

Page 14
Market themes
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Pioneering

...SUPPORTED BY A
STRONG FINANCIAL
PROFILE…

 age 12
P
Business model

orders in
Australia

recent
international
acquisitions

...AND A CLEAR STRATEGY
FOR GROWTH…

Page 8
Strategic progress

international
revenue

Return

6%

7%

5%

to growth after
five years

revenue
growth

underlying EPS* increase
growth
in full year
dividend

*	Definitions of the Group’s ‘alternative performance
measures’ can be found in the glossary on page 139.

Strategic report | Investment case
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CHAIRMAN’S STATEMENT
POSITIVE PROGRESS

It is now two years since QinetiQ launched an
ambitious strategy to modernise and grow our
Company. This strategy aims to deliver growth, not
just for the short term, but for the next 10 years or
more. We are seeing positive and tangible evidence
of this strategy delivering results. In line with our
strategy, we are leading and modernising our core
UK Test and Evaluation capabilities, becoming a
more international business and innovating in a far
more thoughtful and commercial way.
The progress we have made is all the more notable
given the challenges in the UK market. In addition to
the headwind from the Single Source Regulations
Office this year, we have also felt some of the effects
of a constrained defence budget in the UK. Our
strategy was developed in anticipation of these
factors, and our financial and operational
performance demonstrates it is working.

Mark Elliott
Non-executive Chairman

This year has marked some real milestones for
QinetiQ, and as a Board we are particularly proud
of some of the key customer initiatives that were
achieved. From supporting the running of the largest ever European ballistic missile
training exercise, enhancing the capabilities of the Typhoon aircraft or protecting
over 1,800km of gas pipeline, QinetiQ is helping customers overcome some of their
most difficult challenges. Our international growth continues to accelerate and now
contributes 27% of revenue to our business. With a record breaking year in Australia,
and good progress in North America and the Middle East we are supporting an
increasingly diverse customer base.
Our investment ensures we remain able to support our customers’ future needs
With our origins in the UK Government itself, QinetiQ has a set of capabilities and
facilities that are unique for a public company and are critical to ensuring defence
capability. While these skills and capabilities are unique, we must not be complacent.
It is crucial we invest and modernise to ensure we continue to provide long-term value
to our customers in the face of a rapidly changing threat environment. The defence
and security landscape, like many other industries, is going through rapid change. Our
investment both in facilities and our people ensures that our capabilities can support
and guide our customers, both in the UK and internationally, through this change.
What supports our customers is the knowledge, skills and experience of our
employees. We are an organisation of more than 3,000 scientists, engineers and
technicians, many of whom are technical leaders in their respective fields. Our
employees are instrumental in delivering our strategy, and we continue to invest
in their development and ensure they are treated fairly.

27%

of FY18 revenue from
international markets

5%

increase in full year dividend
4

A continued focus on good governance
As a Board, we are focused on ensuring good governance and oversight of the
delivery of the strategy. In October, Board members spent two days with the
executive team conducting a thorough review of our future strategy. Non-executive
Directors also attend quarterly meetings of QinetiQ’s top one hundred leaders,
actively participating in discussions about the strategic direction of the Company.
In addition to providing insight into the delivery of our strategy, these meetings provide
an opportunity to oversee the development of the culture in the Company. The right
culture enhances our ability to attract top talent, to deliver the strategy, and to
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A CLEAR AND DISCIPLINED APPROACH TO CAPITAL ALLOCATION

1

Investing for growth
Organic investment complemented
by bolt-on acquisitions where there
is a strong strategic fit

3

Dividend
Maintaining our progressive
dividend in line with policy

2

Balance sheet
Maintaining the necessary level
of balance sheet strength

4

Shareholder distributions
Returning excess cash
to shareholders

effectively manage risk with the highest ethical standards. We continued our
discussions with our Employee Engagement Group which gives us good insight
into our employees’ views and our culture. As a Board we are keen to develop a
culture and organisation that is diverse, open to new ideas, acts swiftly, embraces
constructive challenge, and one that draws upon our breadth of skills through
collaboration to deliver value to our customers.
We are sensitive to our obligation to ensure our strategy is aligned to our
shareholders’ long-term interests. During the period, I met with many shareholders
who, in total, represented approximately one third of our overall register to listen to
their views. I also met with Institutional Shareholder Services Inc. (ISS), a provider
of corporate governance and responsible investment solutions to a significant
proportion of our shareholders. In particular, following last year’s AGM, it was clear
that we could have done better in explaining the link between business strategy and
our new Remuneration Policy. The Board is firmly of the view that the new policy
achieves the right balance in aligning management’s interests with shareholders.
We believe the policy allows the Board to set the right stretching targets on an annual
basis, ensuring management are incentivised appropriately for the dynamic market
in which we operate. While the initial targets are annual, the reward is then deferred
for a further five years in the form of shares, and can be reduced if performance
deteriorates during the vesting period, ensuring long-term alignment with
shareholders. We have improved how we communicate the Remuneration Policy
and its implementation in this year’s Annual Report.
Full year dividend (p)
2018
2017
2016
2015
2014

6.3
6.0
5.7
5.4
4.6

4.2p

Final dividend to be paid on
31 August 2018 (2017: 4.0p).
Progressive dividend policy
Since 2010, we have consistently
grown our dividend in line with
our progressive dividend policy.
Annual General Meeting 2018
11am on 25 July 2018, at the
offices of Ashurst LLP,
Broadwalk House, 5 Appold
Street, London EC2A 2H2.

Strategic report | Chairman’s statement

Our strategy is supported by a clear and disciplined approach to allocation
of capital
In support of our strategy we have a very clear capital allocation policy. Our priorities
for capital allocation are: organic investment complemented by bolt-on acquisitions
where there is a strong strategic fit; the maintenance of balance sheet strength; a
progressive dividend; and the return of excess cash to shareholders.
In line with this policy, the Board proposes a final dividend of 4.2p per share for
the year ended 31 March 2018 (2017: 4.0p), making the full year dividend 6.3p
(2017: 6.0p). Subject to approval at the Annual General Meeting, the final dividend
will be paid on 31 August 2018 to shareholders on the register at 3 August 2018.
The full year dividend represents an increase of 5%, reflecting our commitment
to a progressive dividend.
In future, the Board will announce the full year dividend at the preliminary results for
the year in question, with the interim dividend expected to represent one-third of the
prior full year dividend.
Finally, I would like to thank my fellow Board members, executives and all employees
at QinetiQ for their contribution over the past year.
Mark Elliott
Non-executive Chairman, 24 May 2018
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CHIEF EXECUTIVE OFFICER’S REVIEW
STRATEGY DELIVERING SECOND YEAR OF GROWTH

We are pleased with the progress we have made in FY18,
reversing five years of falling revenue with a second year
of organic growth. We delivered 3% organic revenue
growth and grew our international revenue to 27%
of revenue compared to 21% two years ago. Overall,
underlying earnings per share increased 7%, cash
conversion was strong and we continued to grow
our dividend progressively with a 5% increase for the
full year. The progress we have made demonstrates
QinetiQ’s ability to capitalise on the opportunities in our
markets as well as our growing international presence.
Through international growth we were able to overcome
well-flagged headwinds in the UK from the lower baseline
profit rate set by the Single Source Regulations Office
(SSRO) which made for a tougher trading environment in
FY18. Whilst this headwind is expected to intensify in
FY19, with the anticipated repricing of the remainder of
the Long Term Partnering Agreement (LTPA) which
was not part of the December 2016 amendment, we
expect the headwind will moderate in FY20 and beyond,
enabling growing revenue to deliver increased profitability.
Steve Wadey
Chief Executive Officer

We are making progress in a number of ways that are as a direct result of
our strategy.
We have engaged with our core customers to help them achieve their objectives of
maintaining or increasing their capabilities while also driving cost efficiencies. Our
ability to respond to our customers’ challenges has enabled us to deliver greater value
to them and create opportunities for us. This is a reflection of the more agile and
customer-focused organisation that QinetiQ has become, driven by our people. This
change in approach has increased the level of bidding activity for a number of new
opportunities with the UK Government.
We are investing into our core contracts, such as the LTPA, allowing us to modernise
our facilities and the services we offer. This makes them more relevant to our customers
for test and evaluation (T&E) and training and rehearsal (T&R) against current and
future threats. By investing in our contracts we can extend their duration, increasing our
long-term visibility, and attract a growing number of international customers.

The progress
we have made
demonstrates
QinetiQ’s ability to
capitalise on the
opportunities this
market can present
as well as our
growing international
presence.”
6

We are becoming a truly international company, expanding the skills and experience
honed in the UK to support customers in attractive international markets. We have
increasing opportunities within some of the largest and fastest-growing defence,
security and critical infrastructure markets. We have made two successful
acquisitions to date that are helping accelerate our progress and create revenue
synergy opportunities across the Company. They are integrating well into our
operations and we are pleased with their performance to date. QinetiQ is providing
vital advice and support in modernising or developing indigenous defence capabilities
across the globe, leveraging our core expertise.
We are at the forefront of innovation, and are better than we have ever been at
effectively deploying real, commercial innovation. From advanced future laser
weaponry to autonomous robotics to innovative approaches to business models
and contracting, we are leading innovation in support of our customers’ objectives.
We have been disciplined on costs, ensuring we remain efficient in how we resource
and structure our Company. Our investment programme significantly increases
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Unique capabilities critical to national sovereignty: helping our
customers prepare for emerging threats

QinetiQ employees are real
professionals who run
ranges and have got
specialisations that we
wouldn’t have anywhere
else in UK defence.”
Rear Admiral Paul Bennett
Assistant Chief of Naval Staff,
Royal Navy

Hosted by QinetiQ, and led by the US Navy, Formidable Shield
brought together eight NATO countries in the Hebrides to test
integrated air and missile defence capabilities. Through a series of live
missile firings and demonstrations, the allies improved interoperability
in live-fire integrated air and missile defence environments.
Utilising our MOD Hebrides Range, which is part of the Long Term
Partnering Agreement (LTPA), over the 18 month planning process,
we managed the command and control centre, supported the
planning, data capture and analysis as well as the logistics and
safety for what was the most complex exercise of its type ever
conducted in the UK. In line with our strategy to lead and modernise
Test and Evaluation, and supported by our investment, we can
provide offerings which are more relevant to our customers, for
training, testing and rehearsal against current and future threats.
Combining our unique facilities with the skills and experience honed
in the UK, and deploying them to support customers broadens their
appeal to a growing number of international customers.

capability and reduces the operating costs of a number of our facilities. We appointed
six new senior leaders to the Executive Committee over the past two years, and we
have improved our internal structures, modernising them to deliver efficiencies and
enhancing our ability to operate at pace. We are now far better able to deploy our
people and their skills to best support our customers and reduce costs.
And finally, we remain financially strong. We have one of the strongest balance sheets
in UK defence and we are reinvesting the cash we generate back into the Company
to support our long-term growth ambitions. As well as supporting our international
expansion, this investment delivers an attractive return in its own right.
Outlook – FY19
We enter FY19 with confidence, having delivered a second successive year of organic
revenue growth.
In the UK, the impact of changes to single source pricing regulations to QinetiQ is
expected to intensify this year with the anticipated repricing of the remainder of the
LTPA which was not part of the December 2016 amendment.
The Group’s Global Products division has shorter order cycles than EMEA Services
and its performance is dependent on the timing of shipments of key orders. As a
result of its strong FY18 orders performance and pipeline of opportunities, we expect
the division to make continued progress in FY19 with further organic growth partially
offset by a translational impact from foreign exchange at current rates.
FY19 cash flow will reflect continued investment including capital expenditure of
£80m – £100m, the majority of which will be invested into the LTPA and returned over
the contract life, as well as an anticipated working capital outflow of £15m – £25m.
Overall we are maintaining expectations for Group performance in FY19, excluding
non-recurring trading items, with an approximate £6m profit headwind on UK singlesourced revenue. We anticipate continued modest organic revenue growth in FY19,
with the associated profit improvement largely offset by the impact of foreign
exchange at current rates.
Outlook – longer term
Our performance in FY18 demonstrates that we can create opportunities for
growth, provided we are customer focused, innovative and competitive. In the UK, our
customers have the challenge of overcoming new threats within the constraints of tight
budgets. We are well placed to help support our customers develop their capabilities
while also delivering efficiencies. Through our international businesses, we are operating
in attractive and growing markets that provide long-term growth opportunities.
Based on changes to the profit rate for single source contracts and our
contract mix, we expect a reduction in the headwind to our EMEA Services
division’s profitability in FY20 and onwards, enabling growing revenue to deliver
increased profitability.
Steve Wadey
Chief Executive Officer, 24 May 2018

Strategic report | Chief Executive Officer’s review
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STRATEGIC PROGRESS
DELIVERING LONG-TERM, SUSTAINABLE GROWTH
VISION

The chosen partner around the world for mission-critical solutions, innovating for our
customers’ advantage.

Delivery of the
strategy will
enable us to better
support customers
and deliver
long-term and
sustainable growth
and returns to
our shareholders.”

STRATEGY

Our integrated strategy is built on three mutually reinforcing pillars supported by our values.
UK
Lead and modernise the UK Defence Test & Evaluation enterprise, by working
in partnership with Government and prime contractors.
International
Build an international company that delivers additional value to our customers
by developing our home countries, creating new home countries and exporting.
Innovation
Invest in and apply our inherent strengths for customers’ advantage in defence,
security and critical infrastructure markets.
Objectives
–– Improve customer focus and competitiveness
–– Modernise and reinvigorate the LTPA for UK MOD
–– Build agile, competitive test and evaluation services for industry
–– Improve business winning approach through campaigns
–– Grow our Cyber, Information & Training business
–– Accelerate growth in our US and Australian businesses
–– Establish key partnerships in the Middle East
–– Win new export sales

VALUES

Integrity, Collaboration, Performance

Strategy
Our strategy was developed in anticipation of the market conditions we see today
and is designed to reinforce our leading position in the UK T&E market, increase
our international exposure and draw upon our ability to innovate. The three
components of the strategy, while presented distinctly, are interlinked and mutually
reinforcing. Delivery of the strategy will enable us to better support customers and
deliver long-term, sustainable growth and returns to our shareholders. As the trusted
partner to UK defence, our UK credentials enable us to establish relationships with
international customers. Investing in modernising our UK T&E reinforces QinetiQ’s
credentials and is a competitive advantage when bidding for international work.
UK Defence Test & Evaluation
With our origins in UK Government, QinetiQ plays a unique role in UK defence.
Defining and supporting this set of capabilities is the LTPA. It is our largest contract
and underpins much of the defence test and evaluation capability in the UK.
Our strategy is to invest in and modernise this unique capability, enabling us to
meet our customers’ growing demand for more complex and integrated testing and
training. This approach provides us with a strong foundation, securing UK customers
and growing international users. Being a leader in UK T&E is also critical to supporting
our international ambitions. Our ability to win work internationally is in part built upon
our credibility within our UK home market. Our work within UK T&E also enables
us to grow into near adjacent markets such as cost-effective training.

8
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OUR STRATEGIC PILLARS
The three elements of the
strategy, while presented
distinctly, are interlinked
and mutually reinforcing:

UK
Modernise
Lead and modernise the UK
defence Test & Evaluation
enterprise.

International
Build
Build an international company
that delivers additional value to
our customers.

Innovation
Invest
Invest in and apply our
inherent strengths for our
customers’ advantage.

Strategic report | Strategic progress

Highlights in the year included:
–– We are investing in modernising our air ranges and test aircrew training facilities
with new advanced tracking radar and aircraft, delivering significant operational
and cost benefits.
–– The investment enabled us to sign contracts with the Swiss defence procurement
agency and with the Royal Netherlands Air Force, the latter to train Dutch test
pilots and flight test engineers until at least 2022.
–– The investment allows us to deliver larger and more complex training exercises,
such as Formidable Shield. Led by the US Navy, and incorporating forces from eight
countries, over 18 months QinetiQ managed every aspect of the planning and delivery
of the exercise to evaluate the ability to track and destroy long-range ballistic missiles.
–– Working in partnership with the MOD and MBDA, the manufacturer of the Brimstone 2
missile, and using our facilities at MOD Aberporth, we provided the capability
assurance required to ensure that the missile can be integrated safely onto Typhoon,
expanding the aircraft’s capabilities and allowing for the timely retirement of Tornado.
–– With our partners Atkins and BMT, we have been invited by the UK MOD to
negotiate the Engineering Delivery Partner (EDP) programme on a sole source
basis. This is a significant arrangement through which the MOD will procure
its engineering services. Discussions with the MOD are ongoing and we are
actively embracing our customers’ challenges, innovating service delivery and
business models, and building on the successful track record of our Strategic
Enterprise approach.
Focus for FY19
Our focus areas for FY19 include repricing the remainder of the LTPA which was not
part of the December 2016 amendment, covering the operation and management of
15 sites and facilities and representing approximately £100m in annual revenue. We
are confident of concluding constructive discussions with the MOD in FY19 and have
put in place an arrangement for the interim period under existing LTPA contract terms.
We will also continue our investment into our air ranges and test aircrew training
facilities, and invest in the digitisation of our capabilities to enable real-time data
transfer and evaluation.
International
We have made significant strides in becoming a truly international company. Over the last
two years we have increased our international share of revenues from 21% to 27%.
Our international ‘home countries’ of the US and Australia have performed well with
the US achieving good order performance and Australia delivering record orders for
the third consecutive year. Outside of our home countries, we have made good
progress in the Middle East where there is a growing customer requirement for
capability integration to complement many years of platform acquisition.
Highlights in the year included:
–– We achieved record orders in Australia in FY18 as we continued to transform
the business to become a leading partner to defence support acquisition and
sustainment programmes. Building on our eight year partnership with the
Australian Department of Defence’s Science and Technology Group, managing
their scientific engineering services facility, we secured our second T&E facilities
operations contract in the country.
–– In North America we maintained good momentum, winning significant orders
for maritime systems. In March, we were down-selected for the first phase of a
significant program of record for robotics, with a total budget of approximately
US$400m in the form of an indefinite delivery/indefinite quantity contract over
seven years. QinetiQ is one of two remaining bidders with a decision on the final
stage expected towards the end of FY19.
–– The Middle East is a key growth region for QinetiQ as we support countries in the
region to develop their defence capabilities and ensure the security of critical national
infrastructure. We have established key partnerships with local companies and
government agencies to accelerate the delivery of services and products within the
region accordingly. This approach allows us to move with greater pace and is well
aligned with our customers’ objectives to develop indigenous capabilities and skills.
–– Since the implementation of the strategy, we have made two very successful
acquisitions which enhance our overall offer and increase our international
footprint. We were pleased to announce in April 2018 our intention to acquire
a third business which enhances our airborne training services and grows our
international footprint further.
–– Good organic growth in Australia was complemented by better than expected
revenue contribution from RubiKon, the integrated logistics support business
we acquired in January 2017. The acquisition strengthened our position in the
market, enabling us to take on broader programmes of work for our customers
and enhancing our technical expertise and domain knowledge.
–– The strategic rationale for our acquisition of QinetiQ Target System (QTS)
in December 2016, was to complement our T&E offer through the addition
of threat representation products and services, accelerate our international
QinetiQ Group plc Annual Report and Accounts 2018
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STRATEGIC PROGRESS CONTINUED

Investment in test pilot training is
attracting international customers
Our £85m investment in modernising
the UK’s provision of test aircrew
training is attracting international
customers. The Royal Netherlands
Air Force pilots will be the first to fly
our new aircraft, purchased in 2017
and delivered in early 2018.
This commitment from the Royal
Netherlands Air Force is an example
of the benefits that investment in our
core capabilities brings, in line with
our strategy to modernise UK test
aircrew training. The introduction
of multi-year agreements raises
exciting new possibilities for our
customers, such as tailored courses,
bespoke equipment and activities, and
long-term cost savings. They provide
extra certainty, which increases our
ability to plan for future opportunities
and accommodate customer
requirements, giving a huge boost
to the school’s commercial appeal.

expansion and to enhance our capabilities in unmanned systems. During
FY18 we have been extremely pleased with QTS’s performance as part of
QinetiQ, enhancing our ability to leverage their offering and meeting our
profitability expectations in addition to enhancing the overall margins of
the division.
–– In April 2018, we were pleased to announce the €70m acquisition of E.I.S.
Aircraft Operations, a high-growth provider of airborne training services
based in Germany, delivering threat representation and operational readiness
for military customers. The company generated €20.1m revenue and €5.4m
EBITDA in the year to 31 December 2017 and further enhances our training
and T&E capabilities as well as providing an entry into the German market and
the wider European defence market. The acquisition is expected to complete
towards the end of H1 2019, subject to legal and regulatory approvals.
Focus for FY19
Our focus in FY19 is to build on the momentum achieved in FY18, continuing to
accelerate the growth in our home countries, deepening our new relationships in the
Middle East and leveraging the investment we have made in our export sales team
to win more business. In the US, we will continue to rigorously pursue significant
opportunities in our robotics and maritime capabilities. Once completed, we will
leverage our recently announced acquisition of E.I.S. Aircraft Operations, to deliver
international revenue synergies and enhance our overall customer offer.
Innovation
We are a company which is founded upon innovation. Our people, using their extensive
technical and scientific expertise, innovate to overcome some of the most challenging
problems our customers face. A core part of our strategy to grow QinetiQ is to build on
this technical expertise with commercial innovation, and to apply this approach across
all our activities and geographies, as a major source of competitive advantage.

€25m

Highlights in the year included:
–– In FY17 we established business-winning campaigns supported by investment
and strategic partnering to drive growth. These are focused on T&E, engineering
services, training, mission assurance, information insight and experimentation.
In FY18 we were down-selected for five major campaign areas, including as
Engineering Delivery Partner (EDP) with the MOD, a framework through which
the UK MOD will procure its engineering services.
–– Our success on EDP was built on the innovative Strategic Enterprise model for
the delivery of aircraft engineering services for the MOD that has now been in
operation for more than two years. In FY18, we successfully added the evaluation
of a missile system to the programme, our first non-aircraft related work.
–– The space industry continues to grow rapidly, and QinetiQ is at the forefront
of some of the innovative technology that is critical to its success. In FY18, we
signed a €25m contract with the European Space Agency (ESA) to develop the
International Berthing and Docking Mechanism (IBDM), which positions us to
become the international standard for spacecraft berthing and docking globally.
–– We opened our Dragonworks facility, which will serve as a test bed for all technologies
associated with high-energy lasers for military and commercial applications. Based
on research we undertook and working in partnership with MBDA and Leonardo,
we are leading the next phase of disruptive directed energy weapon systems.

6%

Focus for FY19
Our focus in FY19 will be to build on the success to date of our campaign approach,
converting down-selects into contract awards. We will continue our internal research
and development investment focusing on major customer opportunities including the
digitisation of our T&E services.

The new fleet comprises two Grob
120TP and two Pilatus PC-21 fixed
wing aircraft, alongside four Airbus
H125 helicopters. These aircraft will
be complemented by new modular
courses, featuring modern working
environments, materials and teaching
practices, including student-centred
and distance learning.

5

Down-selected on 5 significant
opportunities as the result of
our campaign led approach
to business winning

Contract with European Space
Agency to develop innovative
docking mechanism

Revenue growth in FY18
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Q&A
ANSWERS TO SOME OF OUR INVESTORS’ MOST
FREQUENTLY ASKED QUESTIONS

Q How do you manage a change in the SSRO rate?
A: The Single Source Regulations Office (SSRO) is intended to ensure the UK
Government receives value for money when there is only a single source for a
particular service or product. Given our innate specialisms, and the critical nature
of what we do, much of our work with the UK MOD falls into this category. We
are mitigating our exposure to future changes by putting more of the work we
undertake onto longer-term contracts, which is a key part of our UK T&E strategy.
Approximately two-thirds of our SSRO regulated revenue is now on longer-term
contracts. Additionally, by putting contracts onto a longer-term basis we create
greater visibility to support investment. This investment helps us to better serve our
customers, both in the UK and increasingly internationally, and is a key part of our
growth strategy. We expect the headwind to intensify in FY19, with an anticipated
repricing of the remainder of the LTPA, and moderate in FY20 and beyond.
Q How are cost pressures at the MOD impacting QinetiQ?
A: Given our long term contracts we typically start the year with over two-thirds of
our revenues under contract. Where we felt some of the effects of pressures at the
MOD was in our lower value, shorter cycle research work which attributed to lower
orders in certain parts of EMEA Services during H1 2018, which was partially offset
by stronger orders in H2 2018. We believe that cost pressures at the MOD present
a long-term opportunity for QinetiQ as we are well placed to support our major
customer in helping them realise efficiencies. Our active approach to helping
address our customer challenges has created many larger opportunities on which
we are actively bidding.
Q Why are you investing in core contracts like the LTPA?
A: We are investing in core contracts like the LTPA to support our strategy to drive
growth through leading and modernising UK T&E. The LTPA investment added
over £1bn to our order book and secures approximately half our core LTPA revenues
until 2028. The investment acts as a platform for growth by creating more relevant
and competitive T&E capabilities for the UK as well as international customers.
The investment is financially attractive as we earn a return on sales with additional
adjustments for risk and capital servicing, as well as recovering our investment over
the duration of the contract through depreciation included in the qualifying cost base.
Q Where are the growth opportunities within QinetiQ?
A: There are three main areas of growth opportunities for us. By leading and
modernising UK T&E we can grow our market share, win more work in adjacent
sectors such as training, and attract a broader array of international customers.
Internationally, we see strong growth opportunities for our services and products
in attractive markets such as Australia, North America and the Middle East. We are
well placed to help countries either develop their own indigenous defence capabilities,
or modernise the capability that they have. Our focus on innovation and the products
we have within our overall portfolio also offer the potential for significant growth.
As a Company, we have been much more focused ensuring our innovation is applied
in attractive commercial areas, and that we identify the best route to market, which
is often in partnership with other organisations; see our Dragonworks case study
as an example on page 88. This enables us to commercialise our IP better than we
have done historically. Finally, our balance sheet enables us to take advantage of
acquisition opportunities. Our focus is on bolt-on acquisitions with complementary
capabilities that enable us to accelerate our growth. Overall, we believe we have an
addressable market of over £8bn per annum to pursue across our businesses.
Strategic report | Q&A
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BUSINESS MODEL
CREATING SUSTAINABLE VALUE

Unique expertise
and facilities
QinetiQ is a company of scientists
and engineers essential to sovereign
capability, both in the UK and
increasingly internationally.
We combine the dedication and
creativity of our people, our unique
science and engineering expertise,
and our distinctive modernised
facilities to equip customers with
powerful solutions to their most
pressing challenges.
Customers choose us to protect,
improve and advance their vital
interests because of our...

A sustainable
business model

People and domain know-how

Technical expertise

Over

Over

3,000

scientists, engineers
and technicians
Approx.

90%

of our people in the UK,
and 75% in the US have
national security clearance

1,000
granted patents
Over

300

patents pending

1 of 3

Our low speed wind tunnel is
one of just three in the world

16

Our ocean basin at Gosport,
Hampshire is the largest
in Europe – it’s the size of
16 Olympic swimming pools

Our unique position in the market
Our customers are predominantly in defence,
security, and critical infrastructure in our home
markets of the UK, US and Australia, with a growing
international and commercial presence.

How we generate revenue
We deliver advantage to our customers when and
where it really matters through the provision of
services and technology-based products often
combined in unique ways.

Our customer relationships and domain know-how
have been developed over many years of working
in partnership.

We operate two divisions:
–– EMEA Services generates revenue through the
provision of advice and services, particularly test
and evaluation. The division is underpinned by
long-term contracts providing good visibility of
revenue and cash flows.
–– Global Products delivers products and solutions
supported by research and development which
is often funded by customers. The division is
technology-based and has shorter order cycles
so can have a more variable revenue profile.

As we are predominantly a services business,
valued for our independence, we occupy a unique
position in the market and collaborate with prime
contractors, service providers and a broad-based
supply chain that includes specialist firms.
Sustaining our business model
As a company whose reputation and achievements
are centred on our people, our future success is
primarily dependent on our ability to recruit,
develop, engage and retain exceptional employees.
Our business model is robust and sustainable
because our knowledge base is constantly
refreshed as we learn from experience, understand
emerging customer requirements and invest in our
future. This enables us to both sustain existing
capabilities and create new ones to ensure we
respond to customer requirements and stay ahead
of the competition.
We are investing in our facilities to ensure they
remain relevant to support our customers against
current and future threats, ensuring longevity and
sustainability in our business model.
Our strong balance sheet sustains our ability to
grow organically and inorganically.
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How we deliver benefits to key stakeholders
Customers
–– Deliver mission-critical solutions
–– Responsive and agile with the ability to innovate
at pace
–– Ensure value for money
Shareholders
Inherent strong cash generation allows us to invest
in our organic capabilities to deliver:
–– Sustainable growth in revenue, operating profit
and high quality earnings
–– A progressive dividend
Employees
–– Rewarding careers in highly skilled areas
–– Utilise expertise across QinetiQ
Within our two divisions, our business units are
aligned to customer domains and all deliver a
combination of services and products.

How we create value
We optimise for greater capability at lower cost, operating across the domains of air, land, maritime, cyber, and space, enabling faster transition
from concept to capability, and providing assurance throughout the lifecycle of complex platforms, weapons and capability.
Our work helps our customers to achieve operational and competitive advantage, and by working closely with them to address their existing needs,
we are able to understand future requirements for the next generation of capability.

Capability Generation & Assurance

Research & Experimentation/Test & Evaluation/Training & Rehearsal
What we deliver for our customers
Capability Integration
–– Maximise and optimise capability output
of our complex systems
–– Enable information exploitation and multidomain operations
–– Support through-life capability generation

Threat Representation
–– Provide effective threat and vulnerability
assessments
–– Lead in disruptive, cost-effective threat
representation solutions
–– Maximise use of simulation technologies
and techniques

Operational Readiness
–– Ensure strategic management of ranges
and facilities
–– Support mission-critical operations and
complex exercises in real-world environments
–– Enable evidence-based decision-making
in support of outcomes

FY18 examples
Strategic Enterprise — page 28
We have been working with the MOD to deliver
efficiency savings for the RAF by ensuring
aircraft are safe to operate and continuously
upgraded to maintain warfighting edge, and
deliver efficiencies.

Live targets — page 29
We safely delivered trial aerial targets within
2km from HMS Argyll, surpassing the previous
5km minimum distance, providing a realistic
threat against which the ship’s anti-missile
system could be tested.

Test aircrew training — page 10
This year, we signed a multi-year agreement
with the Royal Netherlands Air Force to train
test pilots on our new fleet of aircraft,
complemented by modular courses
delivered with a flexible, modern approach
and environment.

Formidable Shield — page 7
In November 2017, Formidable Shield brought together eight NATO countries to test integrated air
and missile defence capabilities through a series of live firings and trials. QinetiQ managed the
command and control centre, as well as the logistics and safety for what was the most complex
exercise of its type ever conducted in the UK.

Services & products

e.g. advice, intelligence, information systems, protection, unmanned systems, space systems

Technology

e.g. advanced materials, sensing, communications, cyber, analytics, autonomy, directed energy

Inherent strengths

Academic & industrial partnerships, science & engineering expertise, domain knowledge, experience

Strategic report | Business Model
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MARKET THEMES
KEY LONG-TERM TRENDS THAT
AFFECT OUR MARKETS
KEY THEMES

Increasing complexity

Increasing complexity
–– Growing global threats
from state and non-state
organisations
–– Rapid data disruption
–– Cyber risk threatening
public and private sector

Partnering for innovation

Value for money

The nature and number of challenges our customers face, and the pace at which
they evolve, have never been greater. A growing number of state and non-state based
threats around the world make for a highly complex environment that our customers
must plan, resource, test and train for. We are witnessing a so-called ‘fourth industrial
revolution’, where data analytics, machine learning, autonomous systems and
advancements in materials are fundamentally disrupting the way many markets
operate. The defence, security and critical infrastructure markets are acutely exposed
to this rapid change.
In defence, our customers are required to make long-term planning decisions and
resource accordingly. Certain nations are choosing to exert their influence in the world
through direct military action. Others are rapidly developing their ability to strike well
beyond their own borders with the potential for nuclear delivery. Advancement in
conventional capabilities is often run in parallel with offensive cyber capabilities,
which can be achieved without the ethical or constitutional considerations most
nations adhere to.
Given continued instability, terrorist groups are able to develop their own capabilities
in the vacuum left by civil wars. The proliferation of military equipment in unstable
and unpoliced areas has allowed terrorists the room to train, plan and coordinate
for large scale attacks both within the region and more broadly. Porous borders
facilitate the flow of information, people and weapons in support of such attacks.
At the same time, technology, particularly within encrypted communications,
allows individuals to plan and orchestrate relatively low-complexity attacks, with
devastating consequences. These challenges are not exclusive to our defence
customers. The environment in which our critical infrastructure customers operate
is also growing increasingly complex. Well-publicised cyber-attacks during the course
of FY18 highlight how all organisations are potentially vulnerable from state actors,
organised crime or individuals.
How we are responding
Our strategy and commitment to lead and modernise UK Defence Test & Evaluation
(T&E) allows us to support our customers in their preparations against a range of
increasingly complex threats. This is complemented by the investment we are making,
such as in our air ranges, ensuring we have the right capabilities to grow. Our ability to
understand, emulate threats, test and evaluate the resilience of systems against threat
scenarios helps our customers assess risk and develop informed mitigation plans.
This understanding positions us well to support our customers in the development
and delivery of critical training, a further growth area for QinetiQ.
Our ability to operate across all domains including air, sea, land, space and cyberspace
is aligned with our customers’ need to operate effectively in these environments.
Our expertise in cyber security, and our understanding of innovation and the ‘fourth
industrial revolution’, and how to evaluate and deploy the related technologies, helps
our customers to contend with imminent threats and prepare for the future. Our
research, development, test and evaluation activity is conducted across the
procurement life-cycle from concept development through to operations. This
provides us with the valuable insight necessary to support our customers in
innovating to successfully achieve their missions.
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Partnering for innovation
–– Accelerating pace of
innovation through
partnerships
–– Appetite to exploit
ideas coming from
outside defence
–– Rapidly integrate new
technologies into
existing capabilities

The pace of change within the threat environment means our customers need to
leverage innovation effectively to respond. Across the defence sector, government
initiatives are under way in a number of nations including the UK, Australia and the
US. These initiatives recognise that innovation in commercial and academic fields has
begun to outpace that within defence. Governments are looking to partner effectively
with organisations beyond their traditional supplier base to accelerate the pace of
innovation in their own defence capabilities.
Through these initiatives, defence and critical infrastructure customers are seeking
new approaches to innovation across the ‘Defence Enterprise’ in equipment
procurement, support and operations, so that they can rapidly integrate new
technologies into existing capabilities. Many customers are keen to harness the
innovation that comes from universities and SMEs, particularly as the defence sector
is no longer the sole, or primary, incubator of new technology. They are looking for
assistance from organisations that understand their operational context and can
collaborate to help them connect their supply chains and successfully exploit ideas
coming from outside defence.
How we are responding
QinetiQ is a company that was founded upon innovation; and research and
development, and test and evaluation form the core of our business. The breadth
and depth of our people’s technology and domain expertise, and our investment in
their continued development, enables QinetiQ to deliver valuable advice, innovative
solutions and services. Furthermore, as a predominantly service-based business, we
are not encumbered by large product portfolios, supply chains or conflicts of interests.
Accordingly, QinetiQ is ideally placed to act as an innovation integrator, acting as a
convening facilitator between government, academia and wider industry to rapidly
develop and deploy innovative solutions. Our strategy is to further develop our own
R&D capabilities as well as creating valuable partnerships to deliver innovation
effectively to our customers.

Value for money
–– Customers have
finite resources, but
increasing requirements
–– In some regions, defence
budgets are growing
–– UK defence budgets
under pressure
–– Customers are looking
to the private sector
to drive efficiencies

With finite resources, our customers are seeking ways to ensure they are able to
deliver the capabilities needed to fulfil their obligations to protect. The breadth of
threats and the speed of their evolution mean that value for money has never been
more important. The evolution of threats means it becomes increasingly difficult to
make longer-term plans for equipment procurement, and existing platforms require
upgrades and/or modifications to ensure they have the necessary capabilities.
While defence budgets in some regions are increasing, ensuring value-for-money
remains a key priority. In the UK, defence budgets remain under pressure and our
customers are looking for support from the private sector to drive efficiencies.
How we are responding
Our strategy is to ensure that QinetiQ continues to offer value-for-money to its
customers. By modernising UK Test and Evaluation, we not only make our facilities
more relevant for the threat environment, but increasingly more cost-effective to run.
Our understanding of system design and operation enables us to innovate with
our customers and partners to generate efficiency savings across the
procurement life-cycle.
Our International strategy creates opportunities for us to help deliver value to
international customers, particularly in the Middle East, Australia and North America
with best-in-class procurement and test and evaluation advice. This advice helps our
customers develop their own indigenous defence capabilities in a cost-effective
manner. Our strategic focus on innovation allows us to come up with solutions and
products that enhance capabilities while remaining cost-effective. Effective partnering
with other industry players and academia allows us to develop innovative business
models that save money while enhancing delivery capabilities.

Strategic report | Market Themes
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TRADING ENVIRONMENT

OUR ADDRESSABLE MARKET
By focusing on our core
offerings and target markets,
we have an addressable
market of over £8bn per
annum. Growth in QinetiQ
comes from increasing
our share in existing markets
and leveraging our strengths
into attractive adjacent ones.

>£8bn

per annum minimum
addressable market

	RDT&E = Research & Development
and Test & Evaluation.
	~£300m pa via Long Term Partnering
Agreement (LTPA) with UK MOD.
3
	Australia, Canada, New Zealand,
France, Germany, Sweden, Saudi Arabia,
UAE, Qatar, Turkey included. USA
($73bn pa) excluded.
4
	CAGR = Compound Annual Growth Rate.
1

SIGNIFICANT GROWTH POTENTIAL
Services and products
(Defence, security and critical infrastructure)
Size
£££bn pa
Growth +2-5% CAGR
Share <1% (£280m)

UK training

International training

Size
£1bn pa
Growth +1% CAGR
Share ~5% (£55m)

Size
££bn pa
Growth +1-3% CAGR
Share <1% (£8m)

UK RDT&E1

International RDT&E

Size
£1.5bn pa
Growth +1% CAGR
Share ~30% (£450m)2

Size
£5.9bn pa3
Growth +4% CAGR
Share <1% (£40m)

2

Source: Jane’s Market Forecast, FY18
market sizing (USD/GBP exchange rate
of 0.76), UK MOD. QinetiQ market share
based on FY18 revenue.

Key
Current market share

Future market potential

The UK, US and Australia are our three home countries. We define ‘home
countries’ as those in which we have our own indigenous industrial capabilities.
UK
In the UK, the Modernising Defence Programme (MDP) is underway to understand
the threats the UK faces, optimise how UK MOD works and determine the capabilities
required to meet national security priorities. The UK Government’s commitments on
overall defence spending await the results of the MDP review, with the initial themes
of the review expected to be reported in July 2018. Secretary of State for Defence,
Gavin Williamson, has said that the review will not necessarily be “fiscally neutral”
and he will be aiming for budget increases if the review concludes there is a need
for additional personnel and equipment to meet the threats identified.
It is likely that the outcome of the MDP will present opportunities and challenges
for us as we are well placed to support our customers in reducing procurement and
operational costs as well as risks. We also support our customers by applying our
skills to overcome emerging security threats in the land, sea, air, space and
cyberspace environments.

16

QinetiQ Group plc Annual Report and Accounts 2018

US
The US has by far the largest defence budget globally and is likely to see a top-line
budget increase of more than 10% in 2018 to $670.7bn, and then a further 2%
increase in 2019.

A core part of QinetiQ’s
strategy is to take the
products, skills and
expertise developed
in its home countries
into attractive
international markets.”

The National Defence Strategy published in January 2018 reinforced the need for
investment and modernisation in US defence capability. As part of this, QinetiQ is
well placed to support the advancement of robotic systems which are a key priority
for future defence capabilities. In addition to a number of formal ‘Programs of Record’,
which provide a systematic approach to procurement of capabilities such as robotics,
there are opportunities for greater robotic systems across the whole of US defence,
and increasingly in other governmental agencies, such as the Police.
The requirement to enhance capability also reinforces the need to modernise test and
evaluation capabilities, which has the potential to create longer-term opportunities for
QinetiQ in the US. During FY18 the US Navy ran a complex ballistic missile trial at the
Hebrides range operated and managed by QinetiQ. Our investment in our core UK T&E
capabilities supports our ability to build relationships in the US to help support their
ambitious defence plans.
Australia
Modernising and enhancing defence capability is a key priority for the Australian
Government which is reflected in its spending commitments. In Australia, defence
budgets are expected to grow to 2% of GDP by 2021, three years earlier than the
Government’s 2013 election pledge. Defence expenditure is expected to see
sustained growth of at least 3% to 4% a year over the remainder of the decade.
QinetiQ has been able to build on its position in this attractive growth market both
organically and through the acquisition of RubiKon, which provides specialised
integrated logistics support to key programmes in support of Australia’s defence
objectives. Our strengthening relationship with the Australian Government is reflected
in the award of our second T&E facilities operation contract, providing mine warfare
engineering facilities and support at HMAS Waterhen. QinetiQ is well positioned for
growth in Australia, supporting defence procurement, research and development,
T&E and operational support activities.
Broader international markets
A core part of QinetiQ’s growth strategy is to take the products, skills and expertise
developed in its home countries into attractive international markets. QinetiQ’s role as
a ‘customer friend’, providing best advice and support on how to develop indigenous
defence and security capabilities is proving to be an attractive proposition in highgrowth markets.
In the Middle East, defence budgets have remained resilient. QinetiQ is positioned
well to help support governments in the region with the development of indigenous
defence capabilities. Our approach, creating in-country presence through partnerships
with local companies and governments, allows us to play a key role in the
development of the local defence industry.
In Asia Pacific, as in the Middle East, governments are eager to develop their own
defence industrial bases. Singapore, Malaysia and South Korea are all looking to either
modernise the capabilities they have or enhance overall capabilities; systems in air,
sea and missile defence being areas of key focus within the region. QinetiQ, building
on its experience and credibility in the UK, is well positioned to support these nations
to continue to enhance their own capabilities and develop their own defence
industrial base.
Where references to international revenues are made within these results, they include
non-UK revenues from both EMEA Services and Global Products.
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KEY PERFORMANCE INDICATORS
NON-FINANCIAL KPIS

Key performance indicators (KPIs)
During 2018, David Smith, Chief
Financial Officer, led a review of the
key performance indicators and other
metrics that we use to monitor the
performance of the Company and
measure the progress of the
implementation of our strategy.
As a result we have replaced the
total Group profit after tax KPI with
International revenue to better reflect
the global growth strategy of the Group
and also changed underlying operating
cash flow to a pre-capex measure to
bring into alignment with executive
remuneration measures.
We now present customer satisfaction
as a Net Promoter Score to facilitate
comparability with companies in
other sectors.
The objective of our strategy is to grow
QinetiQ, delivering a sustainable
increase in quality earnings to our
shareholders. Progress is measured
through a range of financial and nonfinancial key performance indicators.
Measurements of customer satisfaction,
health and safety and employee
engagement underpin sustainability.
Measures such as orders, organic
revenue growth, profitability and cash
flow track financial performance.
Similar indicators are used to
review performance in each of
the Group’s businesses.
Page 32
Our People
Page 34
Corporate responsibility

Net Promoter Score

Health and safety
(LTI)

63

4.0

2017: 45
2018
2017
2016

63
45
37

Description
The Net Promoter Score is an internationally
recognised metric for customer satisfaction.
The NPS score is calculated by deducting the
percentage of customers who are detractors
from the percentage who are promoters, and
can therefore range from -100 to +100.

2018
2017
2016

4.0
5.7
5.0

Description
The Lost Time Incident (LTI) rate is calculated
using the total number of accidents resulting in
at least one day taken off work, multiplied by 1,000
divided by the average number of employees
in that year.

Rationale
Measuring customer satisfaction provides
us with insight into our customers’ views.
Complemented with qualitative surveys, this
provides us with actionable insights that enable
us to improve our customer experience.

Rationale
As a company it is imperative we operate with the
highest level of safety. Not only is this the right
thing to do for our people, but for our customers
who entrust us with safety critical work.

Performance this year
We made continued progress in FY18 and a
score of 63 is deemed ‘excellent’ by international
standards. In previous years we have reported a
score out of 10. The equivalent result is 8.6/10 for
FY18 compared to 8.2/10 in the prior year.

Performance this year
Safety is a top priority and a number of initiatives
were run in FY18 in line with our collective
objectives. The implementation of our Safe For
Life programme focuses on how we operate
across the whole Group and supply chain. The
reduction in LTI from 5.7 to 4.0 is an encouraging
sign of progress in making QinetiQ a safe place
to work.

Link to strategy
Achieving our ambition of becoming the chosen
partner requires a relentless focus on meeting the
needs of customers in both our home countries
and overseas. Customer satisfaction is a metric
used for the Bonus Banking Plan.

Link to strategy
The safety, health and wellbeing of our people are
intrinsically linked to our strategic success.

Page 6
Our strategy
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Page 32
Our People

Apprentices and graduates
(%)

Employee engagement
(Score out of 900)

Voluntary employee turnover
(%)

4.8%

592

10.0%

2017: 4.9%

2018
2017
2016

2017: 596

4.8
4.9
5.7

Description
The total number of apprentices, graduates
and sponsored students as a percentage of
our UK workforce.

2017: 9.0%

2018
2017
2016

592
596
623

Description
A measure of employee engagement (excluding
QNA) on a scale of 0–900, based on the Best
Companies Employee Survey. A separate survey
is conducted in the US.

2018
2017
2016

10.0
9.0
9.2

Description
This is a measure of the number of employees
leaving the Company not at QinetiQ’s instigation.

Through this survey, employees share their views
about working at QinetiQ under the headings of
management, leadership, company, personal
growth, my team, giving something back, fair deal
and wellbeing.
Rationale
As a knowledge based business it is critical to
our long-term viability that we develop the next
generation of employees. It is also a measure of
our commitment to The 5% Club, an industry-led
initiative of which we are a founding member,
to grow the number of young people on early
career schemes.

Rationale
The annual survey enables comparison between
QinetiQ and other UK companies. The primary
purpose of the survey is to provide guidance to
Team Leaders about how they can improve
employee engagement.

Rationale
Provides a measure of the Group’s ability
to retain employees.

Performance this year
There was a slight decrease this year but we
continue to focus on early careers as a key driver
of our talent pipeline.

Performance this year
There has been a slight fall in the overall score and
we will be working at local and organisational level
to make improvements, and introducing a new
digital engagement tool.

Performance this year
Overall employee turnover increased by 1% during
the period but remains broadly in line with our
historic average.

Link to strategy
As a business whose reputation and achievements are centred on our people, our future success is primarily dependent on our ability to recruit, develop,
engage and retain exceptional employees.
Employee engagement is a metric used for the Bonus Banking Plan.
Page 32
Our People
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KEY PERFORMANCE INDICATORS CONTINUED
FINANCIAL KPIS

Orders
(£m)

International revenue
(£m)

Organic revenue growth
(%)

£587.2m £226.0m 3%
2017: £675.3m
2018
2017
2016

2017: £175.7m

587.2
675.3
659.8

2018
2017
2016

2017: 1%

226.0
175.7
157.9

2018
2017
2016

3
1
(1)

Description
The level of new orders (and amendments to
existing orders) booked in the year. Although new
multi-year contracts can impact the reported
orders number, the level of orders booked in the
year is one indicator of future financial performance.

Description
This represents revenue derived from non-UK
customers, recognised in the period.

Description
The Group’s organic revenue growth is calculated
by taking the increase in revenue over prior year
pro-forma revenue, at constant exchange rates. It
excludes the impact of acquisitions and disposals.

Rationale
This provides a measure of the Group’s ability to
replace completed contracts/business with new
contracts/business.

Rationale
International revenue demonstrates the Group’s
capability to win and deliver work outside of its core
UK customer base and thus reduce its dependence
upon wider UK economic conditions and
government spending patterns.

Rationale
Organic revenue growth demonstrates the Group’s
capability to grow market share and sources of
revenue within its chosen markets before the effect
of acquisitions, disposals and currency translation.

Performance this year
Orders declined to £587.2m (2017: £675.3m),
reflecting the fact that FY17 included the award
of the £109m, 11-year renewal from the UK
MOD for the Naval Combat System Integration
Support Services (NCSISS), and £55m of Strategic
Enterprise contracts. Excluding these multi-year
contracts, orders increased by 15%.

Performance this year
International revenue grew by 29% to
£226.0m (2017: £175.7m) and includes £38.1m
(2017: £9.2m) from the QTS and RubiKon
businesses acquired in FY17.

Performance this year
Revenue grew 6% to £833.0m (2017: £783.1m).
Organic revenue growth, excluding the impact
of foreign exchange and acquisitions, was 3%
compared to 1% in FY17.
EMEA Services grew 4% organically and 6% when
the full year impact of the 2017 RubiKon acquisition
is included.

The contribution from businesses acquired during
2017 was £32.0m.

Link to strategy
Order intake is an important measure of progress
of the implementation of our strategy, the objective
of which is to grow the Group, and is used for the
Bonus Banking Plan. For Executive remuneration
it is adjusted to exclude businesses acquired in
the year.

Global Products showed a 4% organic decline,
reflecting its lumpy revenue profile, but 7% growth
when the full year impact of the 2017 QTS
acquisition is included.
Link to strategy
International revenue is an important measure
of progress of the implementation of our strategy,
a key element of which is accessing higher
growth, international markets. It will be used as
a performance measure for the FY19 Deferred
Share Plan.

Page 62
Directors’ Remuneration Report
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measures’ can be found in the glossary on page 139.
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Link to strategy
Organic revenue growth is an important measure of
progress of the implementation of our strategy, the
objective of which is to deliver sustainable growth.

Underlying operating profit*
(£m)

Underlying earnings
per share (EPS)* (p)

Underlying net cash flow
from operations* (£m)

£122.5m 19.3p
2017: £116.3m
2018
2017
2016

£126.5m

2017: 18.1p

122.5
116.3
108.9

2017: £111.9m

2018
2017
2016

19.3
18.1
16.3

2018
2017
2016

126.5
111.9
133.4

Description
The earnings before interest and tax, excluding all
specific adjusting items*.

Description
The underlying earnings, net of interest and tax,
expressed in pence per share.

Description
This represents net cash flow from operations
before cash flows of specific adjusting items.

Rationale
Underlying operating profit is used by the Group for
performance analysis as a measure of operating
profitability that is tracked over time. Specific
adjusting items are excluded because their size
and nature mask the true underlying performance
year-on-year.

Rationale
Underlying EPS provides a measure of the earnings
generated by the Group after deducting tax and
interest. Specific adjusting items are excluded
because their size and nature mask the true
underlying performance year-on-year.

Rationale
This provides a measure of the Group’s ability
to generate cash from its operations and gives
an indication of its ability to make discretionary
investments in facilities and capabilities and pay
dividends to shareholders.

Performance this year
Underlying operating profit* increased to £122.5m
(2017: £116.3m).

Performance this year
Underlying EPS grew 7% due to the contribution to
operating profit from the businesses acquired in
2017 and the reduced share count, following the
completion of the £50m share buyback in 2017.

Performance this year
Underlying net cash flow from operations was
£126.5m (2017: £111.9m) and included £14.2m
relating to the unwind of working capital, of which
£6.8m relates to non-recurring trading items.

Link to strategy
This is a measure of growth in quality earnings for
our shareholders. It was used for the Performance
Share Plan incentive scheme, adjusted to exclude
the impacting acquisitions.

Link to strategy
This is a measure of the cash-generative
characteristics of the Group and is used for
executive remuneration (adjusted to exclude
businesses acquired in the year).

The Group benefitted from £8.7m (2017: £7.4m)
of credits relating primarily to the release of engine
servicing obligations for test aircrew training and
settlement of a contractual dispute.
The contribution from businesses acquired during
FY17 was £6.6m.

Link to strategy
This measure is a reflection of the productivity
of the Group’s activities and is used for both the
Bonus Banking Plan and the Deferred Share Plan.
For Executive remuneration it is adjusted to exclude
businesses acquired in the year.
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Risk management framework
Effective risk management plays an integral
role in everything we do: ensuring we utilise the
Group-wide risk management framework to inform
our decision-making, support the successful
delivery of our objectives and increase our
operational efficiency.

Top down

PRINCIPAL RISKS
AN INTEGRATED APPROACH TO RISK MANAGEMENT

Our strategic focus on commercial innovation and
changes in our core customers’ approach to risk
are key business drivers shaping our application of
risk management. Proposing innovative business
models and taking a more outputs-based
approach to existing and new contracts are
examples of how we are taking on more risk to
pursue opportunities, while simultaneously
innovating for our customers’ advantage.

QinetiQ risk appetite
The Board defines and reviews its tolerance of
risk through establishing a clear risk appetite
and setting appropriate delegations of authority
to the executive and senior leaders. QinetiQ
focuses on those critical risk areas necessary
to achieve our strategic goals. The risk appetite
is articulated by defining three categories which
describe the balance of scrutiny and mitigation
activity against likely benefit or reward:
Cautious
Avoidance of uncertainty – with negligible or low
residual risk. Applying innovation prudently where
the risks are fully understood.
Balanced
Preference for delivery options that have a low
or moderate degree of residual risk. Applying
innovation only where successful delivery is likely.
Eager
Willing to consider all delivery options despite
greater inherent risk and eager to be innovative.

Risk & CSR Committee
Focuses on risks where the primary
impact is non-financial

Risk Management
Designs and facilitates the risk
management processes across the
organisation, provides risk expertise and
support to the businesses and reports risk
information across the Group

Cautious
Commercial
Opportunities relating
to increased market
share where we have
proven delivery into
existing markets
Opportunities that
translate proven
delivery into new
markets
Opportunities that
translate new
capability/delivery into
existing customers
Opportunities that
involve new capability
or delivery into new
markets

Operational delivery
Compliance with
legal and regulatory
requirements
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Internal Audit
Provides assurance to senior
management and the Board on the
effective implementation of risk
management processes and internal
control systems, through an ongoing
programme of risk-based audits

Business and Operational Management
Own and review Business and Operational risks, operate controls and implement mitigation
actions

Operational

22

Audit Committee
Focuses on risks where the primary
impact is financial

Executive Committee
Identifies and monitors the principal risks, as well as the material risks
(including operational) reported from the Business and Group Functions

Bottom up

Our risk management framework, including
key responsibilities is shown to the right. The
reports of the Audit Committee and Risk &
CSR Committee can be found on pages 55
to 61. Details of the Group’s system of risk
management and internal control can be
found in the corporate governance statement
on pages 50 to 54.

Board of Directors
Responsible for effective risk management across QinetiQ Group. Sets risk appetite
and assesses principal risks

Balanced

Eager

Risk register
The Group risk register consists
of material risks relating to effective
delivery of our strategy. The Board
recognises that some risks may be
affected by factors outside the
control of the Company and also
recognises that however robust the
risk management processes are, they
cannot provide absolute assurance
and unknown risks may manifest
without warning. The Company
has processes in place to deploy
appropriate management to
such risks.

Note
The Transformation Programme risk
included in the 2017 Annual Report
has been retired following the
successful completion of the initial
Programme. However, focus remains
on ensuring the subsequent changes
are embedded.

Key
Proximity
0-1 years
1-2 years
2+ years
Velocity

Strategic risks
UK Defence Test and
Evaluation strategy

International
strategy

Risk
UK Government budget constraints lead to
reduced spending in the core markets in which
the Group operates. EU exit causes a loss of
market confidence and reduction in collaborative
EU funding.

Risk
Plans to grow our international business may be
impacted by external influences outside of our
control, such as geopolitical risks, or specific risks
arising from working in new markets.

Impact
A reduction in revenue and associated
profitability from the Group’s government and
defence contracts.

Impact
Unable to realise expected growth in the planned
time-frames.

Mitigation
Our strategy is focused on leading and
modernising UK Test and Evaluation in support of
our customers’ objectives.

Mitigation
Our international strategy is focused on the
markets we feel we have the best routes to access
with the most appropriate products or services.

Proactive engagement with our major customers
allows us to support their objectives and our
investment into core contracts helps to ensure
that we are able to provide the right services as
the threat environment continues to evolve.

Adopting a focused approach ensures we can
closely monitor our progress, adapting and
responding as necessary.

Read more in the Strategic report on page 8

We undertake extensive due diligence, taking the
appropriate professional advice to ensure
structural, regulatory, legal and political risks are
understood and minimised.
We partner, where appropriate, with high-quality
local businesses to leverage their infrastructure
and de-risk the process.
Read more about our addressable markets
on page 16

Metrics
–– Customer satisfaction
–– All financial KPIs

Metrics
–– All financial KPIs
–– International revenue

Responsibility
Group Director Business Development

Responsibility
Managing Director International

Risk appetite
Eager

Risk appetite
Balanced to Eager

Likelihood/Impact
Medium/High

Likelihood/Impact
Medium/High

Proximity/Velocity

Proximity/Velocity

Low
Medium
High

Strategic report | Principal risks
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PRINCIPAL RISKS CONTINUED

Strategic risks
Innovation strategy

A material element of the
Group’s revenue is derived
from one contract

Single source
contract regulations

Risk
Failure to create a culture of innovation or to invest
adequately in, or create value from, our innovation
investment. As well as the risks arising from the
introduction of disruptive technologies/alternative
business models.

Risk
The Long Term Partnering Agreement (LTPA) is
a 25-year partnering relationship with UK MOD to
provide test, evaluation, and training services. UK
Government budget constraints could lead to a
material change to the contract.

Risk
Group performance is adversely affected by
application of regulations from the Single Source
Regulations Office (SSRO).

Impact
Negative impact on the Group’s market position,
competitiveness, and future growth.

Impact
The LTPA directly contributes a material
proportion of the Group’s revenue and earnings.

Impact
The regulations could have an adverse impact
on the Group’s financial performance.

Mitigation
We have a strong track record of innovation.

Mitigation
Our aim is to provide our customer with the
capabilities they need to test and train against
current and future threats in a cost-effective
manner – leading and modernising UK T&E.

Mitigation
Our strategy to lead and modernise UK T&E and
invest in our core contracts allows us to put a
greater volume of our UK single sourced work onto
longer-term firm-price contracts, reducing the
proportion of our revenues exposed to changes
in the SSRO rate.

Our overall strategy helps us to ensure that we
focus our innovation on areas with clear
commercial opportunities.
We are focused on effective collaboration to find
the best routes to market for our technology, such
as our partnership with Rockwell Collins.

As a business we have become more customer
focused and we are applying this to understanding
requirements for the remainder of the LTPA which
we are in the process of negotiating.

Our operating model, based on matrix working,
helps to ensure that any internal barriers to
collaboration and knowledge sharing are removed.

Our recent investment into a core part of this
contract continues to ensure it meets our
customer’s expectations and remains relevant
in an evolving threat environment.

Read more about our approach to
innovation on page 15.

Our growing international business provides the
opportunity for us to earn higher-margin work
which further mitigates SSRO margin pressure
on qualifying work within the UK.
QinetiQ continues to support a joint industry
position in refining the SSRO framework and
its practical application.

Metrics
–– Customer satisfaction
–– Employee engagement
–– IRAD investment

Metrics
–– All financial KPIs except orders
–– Customer satisfaction

Metrics
–– Customer satisfaction
–– All financial KPIs

Responsibility
Group Director Business Development

Responsibility
Managing Director Maritime, Land and Weapons
Group Director Test & Evaluation

Responsibility
Chief Financial Officer

Risk appetite
Balanced

Risk appetite
Balanced

Risk appetite
Cautious

Likelihood/Impact
Medium/High

Likelihood/Impact
Medium/High

Likelihood/Impact
High/Medium

Proximity/Velocity

Proximity/Velocity

Proximity/Velocity
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Operational risks
Recruitment and retention

Significant breach of relevant
laws and regulations

Security and IT systems

Risk
The Group operates in many specialised
engineering, technical and scientific domains
where key capabilities and competencies may be
lost through failure to recruit and retain employees
or a lack of domain-specific graduates leads to a
future skills shortage.

Risk
The Group operates in highly regulated
environments and recognises that non-compliance
has the potential to compromise our ability to
conduct business in certain jurisdictions and
would potentially have an impact on a variety
of stakeholders.

Risk
A breach of physical or data security, cyberattacks or IT systems failure could have an
adverse impact on our customers’ operations.

Impact
Delivery of business strategies, plans and projects
would be impacted negatively.

Impact
Failure to comply with particular regulations could
result in a combination of fines, penalties, civil or
criminal action, suspension or debarment from
government contracts, as well as damage to the
QinetiQ brand.

Impact
Significant reputational damage, as well as
the possibility of exclusion from some types of
government contracts resulting in reduced
orders, revenue and profit.

Mitigation
Ensuring regular communication and
greater connectivity for our people via the
Employee Engagement Group, face-to-face
communications, and the launch of the Global
Portal, our new intranet.

Mitigation
Instilling the right behaviours and culture within
QinetiQ is a key part in minimising the risks.

Mitigation
Data security is assured through a multi-layered
approach that provides a hardened environment,
including robust physical security arrangements
and data resilience strategies.

Helping our people to develop and fulfil their
potential via the QinetiQ Academy and clear
succession planning.
Ensuring we have access to talent now and in
the future such as the STEM outreach programme
and as founding members of The 5% Club.
Read more about our people on page 32.

In addition, the Group’s robust policy, procedures
and mandatory training defines clear expectations
for the Group and its employees.
Key areas of focus include:
Safety of product and services, health, safety &
environment, international trade controls, bribery
and ethics, where the Group adopts a zero
tolerance approach to bribery and corruption.

Information systems are designed with
consideration to single points of failure and
comply with relevant accreditation standards.
Mandatory security awareness training for all staff.

Read more on page 34.

Metrics
–– Employee engagement
–– Apprentices and graduates
–– Voluntary employee turnover

Metrics
–– Health and safety
–– Mandatory training compliance
–– Commercial intermediary monitoring

Metrics
–– Cyber dashboard
–– Security dashboard

Responsibility
Group Director Human Resources

Responsibility
Company Secretary/Group General Counsel

Responsibility
Chief Financial Officer

Risk appetite
Balanced

Risk appetite
Cautious

Risk appetite
Cautious

Likelihood/Impact
Low/Medium

Likelihood/Impact
Medium/High

Likelihood/Impact
Medium/High

Proximity/Velocity

Proximity/Velocity

Proximity/Velocity
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PRINCIPAL RISKS CONTINUED
RISK MANAGEMENT IN ACTION
Using our risk appetite to inform our
approach to international business
Our international business growth
targets are ambitious and in order
to achieve these we need to be clear
about the specific risks we face and
the level of risk we are prepared to
accept (see ‘International strategy’
risk). We have a Balanced to Eager
approach to opportunities where
we are able to translate proven
capabilities into new markets; with
a preference for delivery options that
have a high chance of success but
a low or moderate degree of residual
delivery risk.
Our approach to developing our
presence in new markets has been
to amalgamate local knowledge,
business capability, regulatory
awareness and cultural values, with
our proven capability and technology.
The most advantageous approach to
achieving this outcome has been to
utilise partnerships which deliver a
solid platform for growth, minimising
our capital investment requirements
and deliver an accretive low risk value
proposition. Minimising our residual
risk exposure in this way strengthens
the realisation of sustainable and
profitable revenue growth for the
International business.

Investing into the Long Term
Partnering Agreement (LTPA) –
Considering risk in how we deploy
our capital
Considering the balance between
risk and reward is a key part of
determining how and where we
deploy our capital. We have an Eager
risk appetite for opportunities which
increase market share where we have
proven delivery into existing markets,
ensuring we have considered all
delivery options and are innovative.
The investment we are making into
the LTPA is an example of how
risk-based decision-making has been
used to identify and progress an
opportunity for the mutual benefit of
our customer and our business, and
is aligned to our strategy of leading
and modernising UK T&E.
S
 ee risks ‘UK Defence Test
and Evaluation strategy’ and
‘A material element of the
Group’s revenue is derived
from one contract’
This approach made strategic sense:
the long-term contractual revenues,
margin and capital repayment
profiles, which provide a reasonable
rate of return, were complemented by
the opportunities to attract a growing
share of international work to our
UK facilities.
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LONGER-TERM VIABILITY ASSESSMENT

Assessing the prospects of the Group
The Group’s corporate planning processes involve the following individual processes
covering differing time frames:
1. An annual Integrated Strategic Business Plan (ISBP) process that looks at the
financial outlook for the following five years. This process commences with an
assessment of the orders pipeline producing an Order Intake Scenario. A review
of the phased delivery profile and the cost base required to support this enables
generation of base-case, high-case and low-case profit forecasts. Capex and
working capital requirements are also collected, reviewed, approved and a cash
flow produced for the Plan period;
2. An annual budget process that covers the first year of the five-year planning
horizon in detail;
3. A bi-annual forecast process to update the view of the first budget year (the year
which would be in progress);
4. A rolling monthly ‘latest best estimate’ process to assess significant changes
to the budget/forecast for the year in progress.
The corporate planning process is underpinned by assessing scenarios and risks that
encompass a wide spectrum of potential outcomes, both favourable and adverse.
The downside risk scenarios are designed to explore the resilience of the Group to the
potential impact of all the significant risks set out on pages 22 to 25, or a combination
of those risks.
The scenarios are designed to be severe but plausible, and take full account of the
availability and likely effectiveness of the mitigating actions that could be taken to
avoid or reduce the impact or occurrence of the underlying risks, and that realistically
would be open to them in the circumstances. In considering the likely effectiveness
of such actions, the conclusions of the Board’s regular monitoring and review of risk
and internal control systems, as discussed on page 60, is taken into account. It is
assumed that existing, undrawn bank facilities could be re-financed before they
mature in FY20.
Alongside the annual review of risk scenarios applied to the strategic plan,
performance is rigorously monitored to alert the Board and Executive Committee
to the potential crystallisation of a key risk.
We consider that this stress-testing based assessment of the Group’s prospects
is reasonable in the circumstances of the inherent uncertainty involved.
The period over which we confirm longer-term viability
The period over which the Directors consider it possible to form a reasonable
expectation as to the Group’s longer-term viability is the three-year period to
31 March 2021. This is within the period covered by our strategic planning process
and is subject to stress-testing and scenario planning around potential risks. It
has been selected because it presents the Board and readers of the Annual Report
with a reasonable degree of confidence whilst still providing an appropriate longerterm outlook.
Confirmation of longer-term viability
As noted on page 53, the Directors confirm that their assessment of the principal
risks facing the Group was robust. Based upon the robust assessment of the
principal risks facing the Group and their stress-testing based assessment of the
Group’s prospects, all of which are described in this statement, the Directors have a
reasonable expectation that the Group will be able to continue in operation and meet
its liabilities as they fall due over the period to 31 March 2021.

Strategic report | Longer-term viability assessment
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OPERATING REVIEW

EMEA Services
Financial performance

Total orders1,3
Orders excluding LTPA amendments1
Revenue
Underlying operating profit*
Underlying operating margin*
Book to bill ratio2
Funded order backlog
Total funded order backlog3

2018
£m
456.1
355.9
651.4
94.3
14.5%
0.8x
709.6
1,804.9

2017
£m
1,522.3
520.9
613.5
92.7
15.1%
1.3x
813.6
2,019.8

Includes share of orders from joint ventures
	B2B ratio is orders won divided by revenue recognised, excluding the LTPA contract
and share of JV orders
3
	FY18 includes value associated with work to be performed under the interim LTPA
arrangement for 12 months beginning 1 April 2018

The base line profit rate which applies to pricing discussions
is a three-year rolling average. Whilst the input rate for FY19
increased from 6.44% to 7.94%, the overall three year rolling
average, which forms the basis for pricing discussions in the
year, decreased from 7.46% to 6.81% for FY19.
The impact of changes to single source pricing regulations to
QinetiQ are expected to intensify this year with the anticipated
repricing on the remainder of the LTPA, which was not part of
the December 2016 amendment, representing a headwind of
~£6m to operating profit in the EMEA Services division for
FY19. Based on changes to the profit rate for single source
contracts and our contract mix, we expect a reduction in the
headwind to our EMEA Services division’s profitability in FY20
and onwards.

1
2

FY18 review
Overview
EMEA (Europe, Middle East and Australasia) Services combines
world-leading expertise with unique facilities to provide
Orders for the year were £355.9m (2017: £520.9m) due in part
capability integration and assurance. Our core value proposition
to the award in the prior period of the £109m Naval Combat
is built upon our expertise in capability integration, threat
System Integration Support Services (NCSISS) contract and
representation and operational readiness underpinned by
£55m of Strategic Enterprise contracts. Excluding the impact
long-term contracts that provide good visibility of revenues
of these multi-year contracts, acquisition contribution and
and cash flows. The division is also a market leader in research
foreign exchange, we saw slower H1 2018 orders offset in part
and advice in specialist areas such as C4ISR, weapons and
by stronger order performance in H2 2018 resulting in an overall energetics, cyber security and procurement advisory services.
modest decrease of £12.7m for the year.
Air & Space (29% of EMEA Services revenue)
Revenue increased by 6% to £651.4m (2017: £613.5m) and
The Air & Space business de-risks complex aerospace
increased by 4% on an organic constant currency basis,
programmes by testing systems and equipment, evaluating
principally driven by the International and Maritime, Land
the risks and assuring safety.
& Weapons businesses.
–– In March we announced the appointment of Dr Nic
At the beginning of the new financial year, 75% of EMEA
Anderson as Managing Director of Air & Space. Nic joined
Services’ FY19 revenue was under contract, compared with
from Babcock where he was MD of Land Defence.
79% at the beginning of the prior year. The change is a
–– We are building upon the investment made as part of the
reflection of lower value, shorter dated orders during FY18, and
December 2016 amendment to the LTPA in test aircrew
an increasing international mix within the business, which is
training. We have begun marketing the new enhanced offer,
typically shorter dated.
which utilises our new aircraft and syllabus, and in
November 2017 signed the first multi-year contract with the
Underlying operating profit* increased to £94.3m (2017: £92.7m).
Royal Netherlands Air Force for £6m. We have subsequently
*
FY18 underlying operating profit was assisted by £7.7m
signed a contract with Armasuiss, which is responsible for
(2017: £5.2m) non-recurring trading items including: £5.3m
defence procurement in Switzerland, and we are in close
credit relating to the release of engine servicing obligations;
dialogue with a number of other potential customers.
£4.7m credit related to settlement of a contractual dispute;
–– The business completed the implementation of Strategic
£2.7m charge relating to property liabilities; and a number of
Enterprise, securing customer endorsement and achieving
other contract-related releases. Excluding these non-recurring
Full Operating Capability, a major milestone under the
trading items, the effect of foreign exchange and acquisitions,
contract. Strategic Enterprise has been a significant
underlying operating profit fell by £3.4m due to the lower
achievement for QinetiQ, with over £250m of orders placed
baseline profit rate for single source contracts, in line with
under the framework since its inception. In addition, we have
our expectations.
received positive customer response for the framework,
increasing customer satisfaction from 80% to 85%.
Approximately 75% of EMEA Services revenue is derived from
–– Looking at ways to bring innovation to our service delivery,
single source contracts. By investing in our core contracts and
we have piloted a number of approaches with the Air
extending their duration we are reducing our exposure to future
Warfare Centre to deliver faster and more cost-efficient
changes in the base line profit rate set annually, and the
test and evaluation to accelerate the ability to bring new
methodology used by the Single Source Regulations Office,
or modified equipment into frontline service.
as well as securing longer-term revenue visibility.
–– The business continues to deploy significant resources
to develop the gridded ion engine electric propulsion
system to be used on ESA’s BepiColombo mission to
Mercury. This ambitious, multi-spacecraft mission remains
scheduled to launch in October 2018 and the module has
*
	Definitions of the Group’s ‘alternative performance
measures’ can be found in the glossary on page 139.
now been shipped to the launch site in French Guiana.
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Supporting our customers’ enduring need for capability assurance
QinetiQ has skills and facilities that are vital to both maintaining and enhancing
the UK’s defence capability. We occupy a unique position in UK defence as
many of these only exist within QinetiQ.
QinetiQ operates across the lifecycle of platforms, from initial early stage research, to
development and testing to upgrades and enhancements. Throughout the lifecycle,
we ensure that systems and platforms deliver what they are intended to do.
An example of this is the work we do in integrating and testing complex
combat and communications equipment and software systems for all Royal
Navy warships, guaranteeing their safety and effectiveness. As ships are
brought into service, upgraded or maintained over their service life, QinetiQ
ensures new or adapted systems integrate and work effectively in their own
right and with pre-existing systems.
Conducted under the 10-year NCSISS contract, and operating in the
Portsmouth area, we have established a centre of excellence for maritime
mission systems integration. During FY18 we were pleased to add the new
Type 26 frigate to the contract. QinetiQ will play an intrinsic role supporting
the Type 26 both into active service and throughout its service life.

Technical qualification of the electric propulsion system
needs to be satisfactorily completed and accepted by the
customer before approval can be given to launch.
–– By actively embracing our customer challenges, and
proposing innovative service delivery and business models,
we have been invited by the UK MOD to negotiate the
Engineering Delivery Partner (EDP) programme on a sole
source basis. This is a significant arrangement through
which the MOD will procure its engineering services, which
we will deliver with Atkins and BMT.
Maritime, Land & Weapons (45% of EMEA Services revenue)
The Maritime, Land & Weapons business delivers operational
advantage to customers by providing independent research,
evaluation and training services.
–– In May 2017, Steve Fitz-Gerald was appointed as Managing
Director of Maritime, Land & Weapons. Steve joined from
Marshall Aerospace and Defence Group where he was Chief
Executive Officer.
–– The investment in our air ranges we are making as part of the
December 2016 amendment will allow us to deliver more
complex trials and rehearsals to our UK and international
customers. Large scale exercises, such as Formidable Shield,
are a reflection of the increasing demand from customers to
rehearse against increasing threat complexity.
–– Using our facilities at MOD Aberporth, we worked in
partnership with the MOD and MBDA, the manufacturer of
the Brimstone 2 missile system, to provide the capability
assurance required to ensure that the missile can be
integrated safely onto Typhoon. This expands the aircraft’s
capabilities enabling the timely retirement of Tornado, which
will ensure cost efficiencies for the MOD.
–– We showcased the short-range engagement capabilities
of the Sea Ceptor air defence system against Mirach aerial
targets, which emulate the threat from missiles, from within
2km of the firing frigate. Sea Ceptor is in development for
the UK MOD as the principal air defence capability for the
Royal Navy’s Type 23 and 26 frigates.
–– We are delivering an increasing amount of work for
international customers. In January 2018, we won an order
from a key international customer to perform submarine
research, modelling and testing at our Haslar site which
provides world-class ocean and ship testing facilities.
–– As part of an ongoing programme of work we provided test
and evaluation services on the escape systems of the new
class of submarines being built for the Italian Navy.
–– Our credentials in delivering real innovation to our
customers were recognised by our appointment to lead
a new framework programme for naval research and
development for the UK MOD. This is an innovative four-year
framework programme providing the UK MOD with access
to key industry, academia and SME expertise.
–– Working with MBDA, the missile systems specialist, and
the MOD, the business is developing a joint UK energetics
strategy. As part of this strategy, we have secured a
Strategic report | Operating review

significant contract for weapon test and evaluation and
completed the refurbishment of an Environmental Test
Centre, a key facility at MOD Shoeburyness.
–– Following successful delivery of the DragonFire design review,
the MOD has agreed to place the second year of funding with
the DragonFire consortium, formed of QinetiQ, MBDA and
Leonardo. We provide world leading high energy laser source
expertise into the critical programme for the UK.
Cyber, Information & Training (CIT)
(15% of EMEA Services revenue)
The CIT business helps government and commercial customers
respond to fast-evolving threats based on its expertise in training,
secure communication networks and devices, intelligence
gathering and surveillance sensors, and cyber security.
–– CIT’s orders were lower in FY18 than the prior year,
principally due to fewer research related orders from the
UK MOD during the period.
–– Following the appointment of James Willis as Managing
Director of CIT in July 2017, the business is focused on
bidding and winning more transformational deals with new
customers, services and products. The strategy is focused
on becoming the ‘Mission Assurance Partner’ to key
strategic clients within the defence and security market.
This will enable CIT to build its services and products
portfolio to change the revenue profile from short-term
contracts to more multi-year service and product revenue
streams. Major deals being bid for include work for client
side support for Battlefield and Tactical Communications
& Information Systems (BATCIS) with an estimated
contract value of between £50m to £95m, the new Defence
Operational Training (DOT) synthetic training environment,
and continuation of the Rockwell Collins partnership for
the next generation of position, navigation and timing
(PNT) receivers.
–– QinetiQ is bidding for Serapis, the replacement for the
MOD’s current communications and information systems
R&D framework run by QinetiQ (CSIIS).
–– During the period the business was awarded a £4m
consultancy contract to the UK Space Agency utilising our
experience in satellite communications.
–– The business has developed a cyber test and evaluation
service to enable organisations to test and rehearse cyber
defence scenarios to better understand vulnerabilities and
responses to them.
–– QinetiQ is responding to customer needs and building a new
capability hub in Lincoln to address new requirements for the
Electronic Warfare community based around RAF Waddington.
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OPERATING REVIEW CONTINUED

EMEA Services continued

Global Products

International (11% of EMEA Services revenue)
Our International business leverages our expertise and skills
developed in the UK and applies them to opportunities in
attractive markets globally. Revenues derived from outside of
the UK are reported in many of our businesses, and are not
exclusive to our International business.

Financial performance

–– FY18 marked a significant year for our business in Australia.
Overall record orders were complemented with strategically
significant contract wins and an increase in revenue of
approximately one third. Earlier in the year we announced
the award of our second test and evaluation facilities
operations contract in Australia to run the Mine Warfare
Maintenance Facilities at HMAS Waterhen in Sydney.
–– Building on our January 2017 acquisition of RubiKon, an
Australian specialist in integrated logistics services, we
achieved an A$16m increase in our contract under AIR7000
to provide support relating to the procurement of maritime
patrol aircraft in Australia.
–– QinetiQ, as part of a consortium led by Nova Systems, has
been down-selected by the Australian Department of
Defence as one of four Major Services Providers (MSPs)
enabling it to bid for larger strategic, capability and
integrated work partner contracts.
–– Our Advisory Services business increased its international
consulting contract wins and entered a number of new
Middle Eastern and European countries. As a result the
business doubled the size of its order intake in 2018.
–– In Sweden, we secured three new international customers
at our Flight Physiological Centre that we operate on behalf
of the Swedish FMV. The centre also conducted its first
space mission training.
–– Post the year end, we announced the acquisition of E.I.S.
Aircraft Operations, a leading provider of airborne training
services based in Germany. The acquisition will, subject to
completion, enhance QinetiQ’s international growth strategy,
establishing a test and evaluation and engineering capability
in Germany and enhancing our access to the broader
European market.

	Definitions of the Group’s ‘alternative performance
measures’ can be found in the glossary on page 139.

*
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Orders
Revenue
Underlying operating profit*
Underlying operating margin*
Book to bill ratio
Funded backlog

2018
£m
231.3
181.6
28.2
15.5%
1.3x
200.5

2017
£m
154.4
169.6
23.6
13.9%
0.9x
158.9

Orders increased to £231.3m (2017: £154.4m) including a total
of more than US$50m orders for maritime systems in the US
and a €25m spacecraft docking mechanism order from the
European Space Agency.
The Global Products division had 51% of its FY19 revenue
already under contract at the beginning of the new financial
year compared with 55% at the same time last year, reflecting
the shorter contract cycle of the division and an overall increase
in expected revenues.
Revenue was up 7% on a reported basis at £181.6m
(2017: £169.6m) driven by the impact of the acquisition of
QinetiQ Target Systems. On an organic constant currency
basis revenue declined by 4% due to lower robot sales.
Underlying operating profit* increased to £28.2m
(2017: £23.6m). Adjusting for the impact of the acquisition of
QinetiQ Target Systems, foreign exchange movements and
£1.0m (2017: £2.2m) of non-recurring trading items, underlying
operating profit increased by £2.7m, predominantly driven by
improved profitability in OptaSense and high margins in the
QTS business in the last quarter.
FY18 review
Overview
Global Products delivers innovative solutions to meet customer
requirements and undertakes contract-funded research and
development, developing intellectual property in partnership
with key customers and through internal funding with potential
for new revenue streams. The division is technology-based and
has shorter order cycles than EMEA Services so can have a
more lumpy revenue profile.

Delivering innovation to our customers
QinetiQ North America (QNA) has a strong track record of delivering leading
edge innovation to customers.
The business was selected by General Atomics as the provider of the
Electromagnetic Aircraft Launch System (EMALS) and the Advanced Arresting
Gear (AAG) for the USS Gerald R. Ford (CVN 78), the future John F. Kennedy
(CVN 79) and the future Enterprise (CVN 80) aircraft carriers.
EMALS is designed to replace the steam catapult system currently used on US
Navy aircraft carriers. EMALS provides significant benefits over current launch
systems, including reduced maintenance and installed volume.
The electric motor-based AAG system provides for aircraft deceleration during
aircraft carrier recovery operations. AAG allows for arrestment of a broad
range of aircraft, reducing manning and maintenance, and higher reliability
and safety margins. AAG’s design uses simple, proven energy-absorbing
water turbines coupled to a large induction motor for fine control of the
arresting forces.

QinetiQ North America (40% of Global Products revenue)
QinetiQ North America (QNA) develops and produces innovative
defence products specialising in unmanned systems,
survivability and maritime systems along with products in
related commercial markets.

Space Products (11% of Global Products revenue)
QinetiQ’s Space Products business provides satellites, payload
instruments, sub-systems and ground station services.
–– During the year we were awarded a €25m contract from
the European Space Agency for our innovative International
Berthing and Docking Mechanism. We are engaged in
discussions with other potential users of the system both
in the commercial and governmental sectors for the supply
of docking modules, potentially creating a new revenue
stream for the business.
–– The business secured a €3m contract with the European
Space Agency for the preliminary design activities on the
Altius earth observation satellite. This satellite will study
the distribution of ozone in the earth’s stratosphere.
–– The business also secured a number of new contracts, the
most significant of which was COLIS, a €6m project to build
a Colloid Light Scattering instrument for investigating the
effect of density and temperature on colloidal structures.
EMEA Products (35% of Global Products revenue)
EMEA Products provides research services and bespoke
technological solutions developed from intellectual property
spun out from EMEA Services. It also includes various product
based acquired businesses including QinetiQ Target Systems.

–– In a highly competitive field, we were unsuccessful on US
Department of Defence’s (DoD) Man-Transportable Robotic –– The performance of QinetiQ Targets Systems, which
System (MTRS Inc II) programs of record. Despite this,
we acquired in December 2016, continues to exceed our
we are well placed for the remaining programs and were
expectations. During the year it won work from two new
pleased to be selected as one of two suppliers for the
customers, the Republic of Korea Air Force and the
Engineering and Manufacturing Development (EMD) phase
Japanese Self Defence Force. It was also awarded a
of the Common Robotic System (Individual) program of
five-year framework contract for the Dutch Navy for the
record. The EMD phase will last approximately 10 months,
majority of its portfolio of aerial, rotary and maritime targets
during which time the DoD will test and evaluate robots
in addition to a long-term framework with the US Targets
from the two suppliers. The total budget for the program is
Management Office. QTS reached production milestones
approximately $400m in the form of an indefinite-delivery/
with its Hammerhead and Banshee targets making them
indefinite-quantity contract over seven years.
the most proliferated surface maritime and aerial target
–– We secured over US$20m of orders during the period for
anywhere in the world.
Talon robots and more than US$20m of orders for our
–– QinetiQ is supporting the Canadian government with trials of
Q-Nets and Armor products.
QinetiQ’s counter-UAV system Obsidian. Obsidian uses state
–– We won a total of more than US$50m orders for maritime
of the art radar technology and optics linked to a powerful
systems in the US, including for aircraft launch and recovery
management and tracking software tool to provide an
equipment for the new class of aircraft carriers. Our ability
industry leading solution to detect and track drones.
to innovate was shown by the successful demonstration
–– Exploiting our research into metamaterials, we are
of our Dolphin system, allowing underwater full duplex
collaborating with Isotropics Ltd in the development of
acoustic communications.
electromagnetic lenses for use in electronically steered flat
panel satellite antennas. This technology enables High
OptaSense (14% of Global Products revenue)
Throughput Satellite communications in the growing areas
OptaSense provides innovative fibre sensing solutions to deliver
of communications on the move and consumer broadband.
decision-ready data in multiple vertical markets.
–– QinetiQ is launching its new secure Iridium-based satcom
phone for military, emergency services and users working in
–– The performance of OptaSense improved as we saw
challenging environments such as oil & gas or mining. It will
the impact of returning confidence in the oil field market
use a ruggedised design with encrypted data links to ensure
and its diversification into adjacent markets started to
global secure coverage for users.
reap rewards.
–– The move to a more customer aligned organisation since
the beginning of the year has delivered higher quality
orders with less reliance on R&D investments. Our industry
leading and proven technology has continued to be a
differentiator with major in-well acquisitions taking place
in three continents as the focus on production and
efficiency accelerates.
–– OptaSense has made multiple significant deliveries to
infrastructure customers during the year: the largest single
system awarded (TANAP) has been delivered to Turkey; we
have had significant deliveries into the Middle East region
and the first significant award and first phase delivery into
the US.
–– Oil field activity in North America continues to increase
while the adoption in the Middle East and Asia markets
becomes more embedded.
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OUR PEOPLE
ENGAGED IN HIGH-PERFORMING TEAMS

We are committed to a safe, modern working environment where everybody has
the opportunity to contribute to our success. Our culture, inclusive approach to
engagement, recognition and development, enable people to deliver outstanding
solutions for our customers around the world.

Safe for Life
The Safe for Life Champion role is
a key catalyst for improving safety
awareness and action. Champions
receive behavioural observation
and intervention training and are
empowered to make improvements.
For example at the BUTEC range site,
our champion has identified new
ways to ensure safe operations –
from how boats are refuelled, to
improving signage. His engagement
is not just with our people but
also with our customers to ensure
everyone is able to contribute to
a safe working environment.

Health and safety
FY18
Lost Time
Incident rate

4.0

FY17 FY16
5.7

5.0

The LTI rate is calculated as the
number of lost time incidents, where
the employee is away from work for
one or more days, times 1,000,
divided by the total number
of employees.

Where to find more information
Page 18
Non-financial KPIs: employee
engagement, apprentices and
graduates, health and safety
Page 22
Principal risks and uncertainties:
recruitment and retention
For more information on ED&I
and our Gender Pay Gap Report
www.QinetiQ.com/about-us/
corporate-responsibility
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Focused on safety, health and wellbeing for our people
In 2017, we launched a three-year Health, Safety and Environment strategy. Our aim is
to create a safety first culture, where everyone is involved in continuously improving
health, safety and the environment. A ‘Safe for Life’ programme has been introduced
across the Company, to ensure that we keep ourselves and each other safe at all
times. In FY18, our leaders committed to a collective objective to drive and support
the success of this programme. Safety awareness is increasing through a focus on
communication and on behavioural safety. Following the launch of the programme we
are observing an improvement in safety performance. The FY18 Lost Time Incident
(LTI) rate for QinetiQ Group was 4.0 compared with 5.7 in FY17. There were no
prosecutions, prohibition notices or improvement notices issued by regulators in the
UK during the last financial year, two indicators that our approach to safety is creating
real results. We are encouraging our people to manage their own health and wellbeing,
enabling them to perform to the best of their ability, with energy and creativity. Plans
for FY19 include greater emphasis on raising awareness on wellbeing issues – the
importance of health, and how to get help and support, and we have recently created
a wellbeing group to create momentum.
Creating the culture to engage our people for business performance and growth
We have introduced a cultural development strategy and plan, centred on three
strands: defining our culture, managing performance and employee engagement.
Our top 100 leaders and employee groups will continue to play a key role in shaping
our ‘One QinetiQ’ culture. Improving the way in which we enable our people to own
and drive their performance continues through our performance and development
framework. We are ensuring consistency of approach, based on the ‘what’
(objectives) and on the ‘how’ (values and behaviours), as well as emphasis on
continuous professional development, through our career pathways as our people
are deployed to different business units within the Company.
Engaging our people is vital to our success and the delivery of our strategy. This
starts from our first interaction with our future employees through our outreach
programmes (see page 35), early careers pipelines, at interview, recruitment,
onboarding and throughout people’s careers including our Friends of QinetiQ
employee partnership programme. We have developed a new approach to onboarding
and induction, celebrating this new connection with QinetiQ. We communicate and
listen to our people through many channels such as roadshows and monthly business
reviews. We introduced the ‘Global Portal’ intranet platform in FY18, enabling greater
digital connectivity across the Group. We value this continuous dialogue and feedback
to shape our business focus which enables our people to understand QinetiQ’s
strategy, performance and priorities and how their contribution forms part of our
overall success. We obtain regular feedback through a range of channels, including
engagement surveys. At the end of FY18 we had a 72% response rate to the
engagement survey and a score of 592 which is slightly lower than last year (596).
At both local and organisational levels we are developing action plans with our people
to improve engagement. We will introduce a new digital engagement tool in FY19
which will capture real time feedback more regularly throughout the year so that we
can understand the impact of decisions made and actions taken in the moment.
The UK Employee Engagement Group (EEG) is an independent consultative forum
which acts as an employee voice. This year the EEG have been instrumental in
developing our Rewarding for Performance framework and ensuring effective and
fair implementation of organisational change. During FY18 there was engagement
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QinetiQ Early Careers Live!
Over two days we challenged 130
apprentices and graduates with a
range of creative exercises
culminating in presenting to a key
customer. The event provided an
innovative and challenging
environment and the level of stretch
that our early careers population are
demanding in a career with us and
what we need from them.

Early careers
FY18
Apprentices1
129
Graduates
109
Sponsored
11
students
% UK workforce 4.8%

FY17 FY16
146
106
10

150
135
25

4.9% 5.7%

	This number does not include the 21
apprentices who are not part of the early
careers community, 14 of whom are
undertaking the Systems Engineering
Masters Apprentice Programme.

1

Gender diversity
Board Directors1
Senior Managers2
All Employees3

Female

Male

2
(22%)
44
(15%)
1,207
(21%)

7
(78%)
248
(85%)
4,564
(79%)

	For more information on Board diversity
see page 59.
	Excluding senior managers who are also
Board Directors (CEO and CFO).
3
Excluding senior managers.
1
2

between the Chair of the Remuneration Committee and the EEG Chair to ensure the
Board are informed about employee views.
Creating a diverse and inclusive environment for innovation
We believe that creating diverse teams and an inclusive environment is fundamental
to creating an innovative, collaborative and high-performing international company.
In FY18, we revitalised our Equality, Diversity and Inclusion (ED&I) programme with
a focus on training and we have worked with key groups (such as resourcing and
project managers) to raise awareness of unconscious bias. We have reviewed and
improved key policies and we continue to focus on attracting women into STEM
careers (see page 35). In FY19 we will be building cultural awareness within regions
to support our international growth agenda and expanding our training in ED&I. Our
commitment to mentoring, ‘fair treatment advisors’ and progressive initiatives such
as increased parental leave in Australia ensure that diversity of people and thought is
central to our strategies. We continue to monitor our gender balance at senior
leadership across the Group and the breakdown of employees by gender as at the end
of March 2018 is shown in the table. We published our Gender Pay Gap in FY18 and
the full report can be found on our website. Gender pay is entirely different to equal
pay, as it does not show differences in rates of pay for comparable jobs. When we
look at the salaries we pay men and women, the difference in mean and median pay
is due primarily to our employee profile; more men being in senior, higher paid roles.
Our mean gender pay gap at April 2017 was 17%. We are committed to reducing this
gap; and will be focusing on this in our reward and talent processes. However we
know gender is just one aspect of diversity and our programme goal is inclusion for
all. For example through participation in the Social Mobility Index, Movement to Work
(see page 35) and our membership of The 5% Club.
Rewarding and recognising our people
Creating transparency of our reward offering was delivered this year by total reward
statements for all employees. FY19 will see the introduction of an all employee
incentive scheme as the central part of our Rewarding for Performance framework,
which recognises sustained contribution and performance. In July 2017, we held a
gala dinner bringing together people across the Company to recognise and celebrate
their exceptional achievements. There were individual and team awards that
recognised the performance, values, capabilities and qualities shown by our people,
that are central to our future success.
Developing our people
Underpinning our growth are the capabilities of our people; to deliver world-class
solutions. Our Academy provides technical, business and leadership development
training solutions to ensure our people are able to develop throughout their career.
We have invested significantly in our leaders and managers, recognising the role they
play and this will continue to be a priority in FY19. By March 2019, 800 managers will
have completed the Management Development Programme. We are building a Group
wide talent and succession plans for leaders and technical roles to ensure that
capability and competencies for growth are specifically addressed within our strategy.
These plans will be implemented by the end of FY19. The new Early Careers team was
launched in December 2017, with a successful event for graduates and apprentices
– QinetiQ Early Careers Live! In addition we are planning our future pipeline needs
and exploring Degree Level apprenticeships (Level 6). We are a founding member of
The 5% Club, which aims to increase employment and career prospects and equip
the UK with the skilled workforce it needs. Members of the campaign commit to
publishing the number of employees on apprenticeships, graduate programmes and
sponsored students (see table and also page 19).
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CORPORATE RESPONSIBILITY
OUR VALUES SUPPORT OUR STRATEGY
FOR GROWTH

How we do business, in line with our values of integrity, collaboration and
performance, underpins our business strategy and ensures we maintain trust
with our stakeholders
Business ethics – doing business the right way
We strive to create an environment in which people feel able to ‘speak up’ and so we
provide a number of routes for employees to seek help or raise concerns. Our people
are encouraged to talk to a manager, use our ethics email advice service and our
independently-run 24/7 confidential reporting line. We have provided prompt help
and advice in response to all queries received via our ethics email services and all
communication through the confidential reporting line is appropriately investigated.
We provide advice and guidance on our ethical standards for employees via our
Code of Conduct and our annual business ethics training, which is required for all
employees, managers, leaders and our Board. We have introduced a new Supplier
Code of Conduct, which clearly articulates our expectations. Our Ethics programme
is overseen by our Business Ethics Committee, chaired by our Chief Ethics Officer
(the Company Secretary and Group General Counsel). We are active participants
in the ethics forum hosted by our trade association ADS, where members can share
best practice on ethics, human rights and anti-bribery.
Anti-bribery and corruption
In line with our zero-tolerance approach to bribery and corruption we have robust
anti-bribery policy and procedures in place, overseen by our Chief Ethics Officer,
which are regularly reviewed against changing regulations and industry guidance.
Anti-bribery risks are assessed in our business relationships and we use both in-house
expertise and third party due diligence providers as part of this process. Anti-bribery
training forms part of our mandatory business ethics training for all employees, and,
additionally, we provide face-to-face training for higher risk roles.
Human rights
We seek to anticipate, prevent and mitigate potential negative human rights impacts
through our policy and processes, which underpin our commitment to responsible
business practices. For example, we address salient human rights issues through our
Code of Conduct, trading policy, international business risk management process and
export controls process. We monitor the application of these policies and procedures
through our business assurance processes. We believe that this integrated approach
is effective. As part of our ongoing programme to address modern slavery, we continue
to provide training, and review our approach to risk in the supply chain and our new
supplier code of conduct will help ensure clarity of requirements on human rights.
Our modern slavery and human trafficking statement is published on our website.
Environmental stewardship and use of resources
As part of the overall Health, Safety and Environment Strategy we are working
together to deliver for our customers while protecting and sustaining our environment.
By engaging with others, including our customers, we will continue to embed our
commitment to stewardship across our Company. Underpinning our approach is our
ISO 14001 certification and in the UK we completed our transition to the new
standard in June 2017. Our Environmental Working Group meets quarterly to discuss
progress on waste management, energy use, conservation and any environmental
incidents. We have recently reviewed our Integrated Rural Management Plans on four
key sites which we manage on behalf of the MOD, to ensure that we are able to
manage complex trials on sites which have conservation designations. We share
progress with employees using our Global Portal, for example during ‘Environment
Week’ in 2017. We continue to be active members of the MOD-Industry Sustainable
Procurement Working Group, ensuring we are actively contributing to the
sustainability agenda.
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Adding diversity to Dorset’s heathland
We have been participating in ‘Back
from the Brink’, a Heritage Lottery
Funded Conservation project, aiming
to save 20 species from extinction.
The Site of Special Scientific Interest
(SSSI) at our Hurn site (used as a
vehicle test track) is benefitting from
mowing, scrub clearance and
scrapes, to reverse the process of
invading grass, scrub and bracken, as
well as expanding habitat for species
requiring open ground.

Greenhouse gas emissions and energy management
Building upon last year’s success of achieving certification against ISO 50001 for
our Energy Management System, the Energy Matters programme continues to deliver
value across the Company. We have transitioned to a flexible procurement strategy
to ensure the UK business obtains the greatest value from its electricity and gas
procurement. We meet regulatory reporting requirements under the Carbon Reduction
Commitment Energy Efficiency Scheme in the UK, and our greenhouse emissions are
voluntarily reported under the Carbon Disclosure Project Climate Change Programme.
Our Scope 1 and Scope 2 emissions have been externally verified by an independent
third party, against the ISO 14064-3 standard. The verification statement can be
found on our website. The FY18 Scope 1 and 2 GHG emissions have reduced by 4%
(2,126 tCO2e) against the FY17 reported emissions, resulting in a 24% (15,632 tCO2e)
reduction to date against the FY14 baseline year (our first year of GHG reporting for
the Group). Our emissions intensity ratio has also improved. Emissions arising from
the use of electricity continue to account for the largest portion of our footprint (48%),
with jet fuel (14%), natural gas (12%), and gas oil (5%) making up the majority of the
remainder. This year we recorded a significant contribution to reported emissions
from refrigerants (6%) which we believe is attributable to improved data collection
and reporting processes as opposed to an increase in demand for refrigerant use.
Our target of a 17% reduction in GHG emissions by 2020 from a FY14 baseline has
been surpassed having achieved a 24% reduction in FY18. In FY19 we will launch a
new Energy Strategy which will include a new corporate target that will be established
in accordance with the science-based targets methodology. Throughout FY19 our
focus will be on cascading the new corporate target into site-specific targets,
underpinned by improved internal performance reports and a renewal of the Energy
Management Action Plans as part of the new Energy Strategy to ensure sites have a
roadmap to achieve their targets.

Greenhouse gas emissions
FY18

FY17 FY16

Total Scope 11 24,651 21,245 23,691
Total Scope 22 25,678 31,210 36,857
Total Scope 1
and 23
50,329 52,455 60,548
Intensity ratio4
60
67
80
	Emissions (tCO2e) from fuel
combustion and operation of facilities
	Emissions (tCO2e) from
purchased electricity
3
	Emissions (tCO2e)
4
	(tCO2e per £m of revenue)
1
2

Our Group greenhouse gas (GHG)
emissions are captured to meet the
requirements of the Companies Act
2006 (Strategic Report and Directors’
Report) Regulations 2013. The table
above provides a summary of the
Group’s GHG emissions from 1 April
2016 to 31 March 2018. We have
adopted a financial control approach
and have used the latest emissions
factors from the UK Government and
the International Energy Authority.

The Task Force on Climate-related Financial Disclosures is a global initiative which has
created a framework for companies to better articulate the potential impact of climate
change on their business. Since 2017, we have undertaken climate change risk
assessments on three sites which we manage on behalf of the MOD, to understand
what the key issues might be and we are planning further assessments in FY19. The
key findings of the assessments have helped us to ensure we understand any
vulnerabilities to climate change and can prioritise mitigation.
Community investment
Our STEM (Science, Technology, Engineering and Maths) outreach programme
recognises the value of inspiring the next generation of scientists and engineers
and contributing to current and future skills shortages in these disciplines. There is
clear evidence that giving young people the opportunity to engage with business
has a positive impact on their future employability and our employee volunteering
programme contributes towards this goal. Our people use their professional skills
to make a positive difference and our approach is to grow sustainable long-term
relationships with local schools and youth groups such as cadets, near to our sites.
This year our volunteers engaged with over 90 schools and approximately 6,700
young people in the UK, through activities such as inspirational STEM projects with
our STEM Ambassadors, visits to our sites, mentoring, support with extra-curricular
STEM and coding clubs, and careers fairs. We have also engaged with young people
at events such as The Skills Show with its focus on apprenticeships.
In addition to our engagement with cadet groups we supported over 140 armed
forces ‘wounded, injured and sick’ leavers with their employability skills, working with
the Career Transition Partnership as part of our commitment to the UK Armed Forces
Corporate Covenant. We recognise that STEM subjects have traditionally been seen
as male dominated and so as part of our ED&I strategy we continue to focus on
attracting girls into STEM careers. We support International Women in Engineering
Day and in 2017, we undertook a range of events. We engaged with 170 girls from 20
different schools and published blogs and videos featuring our female engineers from
across the world, telling their stories. We also undertook other outreach activities
focused on girls through the year (see case study). In FY19, we will enter the Social
Mobility Employer Index for the first time, and we will welcome our first Movement to
Work cohort in the UK, a programme which includes work placements for young
people aged 16-24 who are not in employment, education or training (NEETs).
We introduced new corporate charities, nominated by our employees, in April 2017,
with an emphasis on mental and physical health, and also rolled out a new
programme of local charity partnerships at over 20 of our UK sites, to recognise
locally important issues. In Australia, our people completed a 96 km trek, the Legacy
Australia Kokoda Challenge, raising over A$100,000 for Legacy, and they have offered
in-kind project management and engineering services for the Australian
War Memorial.
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STEM outreach
In Australia our engineers hosted an
industry visit for 120 Year 11 and 12
students attending the University of
New South Wales Women in
Engineering Camp. The camp gives
young women who are interested in
engineering the opportunity to spend
a week learning about the exciting
possibilities that a career in
engineering has to offer. The students
visited our Mine Warfare Maintenance
Facility at HMAS Waterhen in Sydney
and met with our engineers and
technicians, including female role
models, who shared their experiences
and real world applications in
electronics design and testing
and safety relating to the use of
explosive ordnance.

Where to find more information
For more on community
investment, our Modern slavery
statement and our greenhouse
gas verification statement go to:
www.QinetiQ.com/about-us/
corporate-responsibility
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CHIEF FINANCIAL OFFICER’S REVIEW
GOOD REVENUE VISIBILITY AND
A STRONG BALANCE SHEET

Overview of full year results
We delivered a strong financial performance in FY18,
building on the strategic progress we have made
over the past two years. The performance is all the
more encouraging given the well flagged headwinds
we face in the UK on single-sourced work. While we
are making good progress, we continue to maintain
our financial discipline and a rigorous focus on cost
control and cash generation. Consequently, we enter
FY19 well positioned with good revenue visibility
and a strong balance sheet, which provides the
resources to continue to invest in our organic
capabilities and take advantage of attractive bolt-on
acquisitions where there is a strong strategic fit.
Revenue was up 6% at £833.0m (2017: £783.1m),
including a strong contribution from the QinetiQ
Target Systems (QTS) and RubiKon businesses
which were acquired in FY17. Revenue grew by 3%
on an organic basis, with a 4% increase in EMEA
Services more than offsetting a 4% decline in Global
Products, reflecting its lumpy revenue profile.
David Smith
Chief Financial Officer
Financial highlights
–– Revenue up 6%, 3% on an
organic basis
–– Underlying* operating profit up 5%,
assisted by £8.7m non-recurring
trading items (2017: £7.4m),
broadly flat on an organic basis
–– Solid orders performance,
excluding multi-year orders
in FY17
–– 103% underlying* cash conversion
pre-capex

Orders in the year excluding LTPA amendments totalled £587.2m (2017: £675.3m)
and grew 15% excluding the £109m 11-year NCSISS contract and £55m Strategic
Enterprise contracts awarded in the prior year. This increase was driven by a strong
performance in Global Products and the contribution of the QTS and RubiKon
businesses acquired in FY17 offsetting a small decline in EMEA Services. Key orders
won in FY18 included US maritime systems contracts totalling more than US$50m
and €25m for a spacecraft docking mechanism with the European Space Agency.
Orders bridge:
†

£ million

2017 Orders
FY17 NCSISS order
FY17 Strategic Enterprise orders
EMEA Services other performance
Global Products other performance
Acquisitions
Foreign exchange
2018 Orders†

675.3
(109.0)
(55.3)
(12.7)
56.3
32.0
0.6
587.2

†E
 xcludes the LTPA contract amendments.

At the beginning of the new financial year, 69% of the Group’s FY19 revenue was
under contract, compared to 74% at the same point last year. The change is a
reflection of lower value, shorter dated orders during FY18, an increasing international
mix within the business, which is typically shorter dated, and an overall increase in
expected revenues. The FY19 revenue cover includes the work to be performed under
the interim LTPA arrangement with the MOD for the 12 months beginning 1 April 2018.

	Definitions of the Group’s ‘alternative performance
measures’ can be found in the glossary on page 139.

*

36

QinetiQ Group plc Annual Report and Accounts 2018

Total backlog

Revenue bridge:

£2.0bn
2017: £2.2bn

Organic revenue growth

3%
2017: 1%

Statutory Underlying*
results
results
(£m)
2018 2017 2018 2017
Revenue 833.0 783.1 833.0 783.1
Operating
profit
141.0 132.7 122.5 116.3
Profit
after tax 138.1 123.3 109.0 103.8
(p)
Earnings
per share 24.4 21.5 19.3 18.1
Full year
dividend
per share
6.3 6.0 6.3
6.0

(£m)
Total orders1
Orders excluding
LTPA amendments2
Net cash inflow from
operations
Cash conversion
ratio
Free cash flow
Net cash

Underlying*
results
2018 2017
687.4 1,676.7
587.2 675.3
126.5 111.9
103% 96%
56.3 76.4
266.8 221.9

	FY18 includes value associated with
work to be performed under the interim
LTPA arrangement for 12 months
beginning 1 April 2018
2
	Includes share of joint ventures
1

£ million
783.1
26.7
(6.4)
30.7
(1.1)
833.0

2017 Revenue
EMEA Services – organic
Global Products – organic
Acquisitions
Foreign exchange
2018 Revenue

Underlying operating profit* was up 5% at £122.5m (2017: £116.3m), assisted by
£8.7m (2017: £7.4m) non-recurring trading items including: £5.3m credit relating
to the release of engine servicing obligations; £4.7m credit related to settlement of a
contractual dispute; £2.7m charge relating to property liabilities; and a number of other
contract-related releases. Excluding these non-recurring trading items, the QTS and
RubiKon acquisitions and the effect of foreign exchange, underlying operating profit
for the Group was broadly flat. This included a £3.4m reduction in EMEA Services
driven by the lower baseline profit rate for single source contracts, in line with our
expectations. Global Products underlying operating profit grew by 19% (6% on an
organic basis) driven by improved profitability in OptaSense and high margins in the
QTS business.
Underlying operating profit* bridge:
£ million

116.3
(7.4)
(3.4)
2.7
8.7
6.6
(1.0)
122.5

2017 Underlying operating profit*
FY17 non-recurring trading items
EMEA Services – organic
Global Products – organic
FY18 non-recurring trading items
Acquisitions
Foreign exchange
2018 Underlying operating profit*

Total operating profit was £141.0m (2017: £132.7m), including £14.6m (2017: £18.4m)
recognised on the disposal of property and £5.9m (2017: nil) on the sale of
intellectual property.
Underlying profit before tax* increased 5% to £122.1m (2017: £116.1m) in line with the
increase in underlying operating profit*, with underlying net finance costs* at £0.4m
(2017: £0.2m).
Total profit before tax increased to £144.8m (2017: £131.5m) due to the higher
underlying profit before tax, the £5.9m sale of intellectual property and £4.2m
(2017: cost £1.0m) finance income related to the defined benefit pension asset.
Specific adjusting items
Specific adjusting items, shown in the ‘middle column’, at the profit after tax level
amounted to a total credit of £29.1m (2017: £19.5m). This included a profit of £14.6m
(2017: £18.4m) recognised on the disposal of property, £5.9m (2017: nil) on the sale of
intellectual property, £4.2m (2017: cost £1.0m) finance income related to the defined
benefit pension asset, and £6.4m (2017: £4.1m) of tax movements, predominantly
relating to the recognition of deferred tax assets in respect of tax losses and internally
generated intellectual property. This was offset by £2.6m (2017: £1.0m) amortisation
of acquired intangible assets reflecting a full year’s ownership of the QTS and
RubiKon businesses.
Net finance costs
Net finance income was £3.8m (2017: cost £1.2m). The underlying net finance cost*
was £0.4m (2017: £0.2m) with additional income of £4.2m (2017: cost £1.0m) in
respect of the defined benefit pension asset reported within specific adjusting items*.

	Definitions of the Group’s ‘alternative performance
measures’ can be found in the glossary on page 139.
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CHIEF FINANCIAL OFFICER’S REVIEW CONTINUED

We enter FY19 well
positioned and with
the resources to
continue to invest.”

Tax
The total tax charge was £6.7m (2017: £8.2m). The underlying* tax charge was
£13.1m (2017: £12.3m) with an underlying effective tax rate* of 10.7% (2017: 10.6%).
The effective tax rate continues to be below the UK statutory rate, primarily as a result
of the benefit of research and development expenditure credits (RDEC) in the UK.
The effective tax rate is expected to remain below the UK statutory rate in the
medium term, subject to any tax legislation changes, the geographic mix of profits,
the future recognition of unrecognised tax losses and the assumption that the benefit
of net R&D expenditure credits retained by the Group remains in the tax line. Future
recognition of unrecognised tax losses will also affect future tax charges.
Deferred tax assets of £7.6m have been recognised in the period (2017: £3.7m), with
the income statement credit classified as a specific adjusting item. These assets are
in respect of US net operating losses and the recognition of tax deductible intellectual
property assets in the UK, whereas the prior year related to an element of the Group’s
UK non-trade loan relationship deficits. Together with a £1.2m tax effect of the
pre-tax specific adjusting items, the total specific adjusting items tax credit was
£6.4m (2017: £4.1m).
At 31 March 2018, the Group had unused tax losses and surplus interest costs of
£118.0m (2017: £141.7m) which are available for offset against future profits. A
deferred tax asset is recognised in respect of £17.0m of US net operating losses
(2017: nil) and £7.7m (2017: £20.2m) of UK losses. No deferred tax asset is
recognised in respect of the remaining £93.3m of losses/interest costs due to
uncertainty over the timing of their utilisation.
The current tax liability was £8.9m as at 31 March 2018 (2017: £43.7m). The decrease
in the liability is primarily due to the settlement of a tax liability in the US related to an
unfavourable court decision in respect of the tax treatment of the Group’s acquisition
of Dominion Technology Resources, Inc. in 2008. The tax settlement was funded
through a recovery under an insurance policy (the receivable for which had previously
been included within trade and other receivables).
Cash flow, working capital and net cash
Net cash flow from operations*
Cash conversion (pre-capex)
Free cash flow*
Net cash* (note 24)

31 March 2018
£126.5m
103%
£56.3m
£266.8m

31 March 2017
£111.9m
96%
£76.4m
£221.9m

Underlying net cash flow from operations was £126.5m (2017: £111.9m). This included
a £14.2m working capital unwind, of which £6.8m was due to non-recurring trading
items, and £12.4m of pension deficit repair contributions, which are expected to fall to
c. £2.5m from FY19 onwards. This resulted in a cash conversion* of 103% (2017: 96%).
Net cash flow associated with capex increased to £54.5m (2017: £32.9m) with an
additional non-cash £25.9m capex creditor, which will be settled in the first half of
2019. After paying tax and net interest of £15.7m the Group generated free cash flow*
of £56.3m (2017: £76.4m).
As at 31 March 2018, the Group had £266.8m net cash (2017: £221.9m). The increase
was primarily due to the £56.3m free cash flow and £23.1m cash inflow from property
disposals offsetting £34.5m of dividends.
Total committed facilities available to the Group at year end, consisting of a revolving
credit facility which is currently undrawn, amounted to £237.3m (2017: £245.7m), the
decrease being solely due to foreign exchange movements (the facility containing a
USD denominated component).

	Definitions of the Group’s ‘alternative performance
measures’ can be found in the glossary on page 139.
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Capital allocation
Priorities for capital allocation are:
1. Organic investment complemented by bolt-on acquisitions where there is a strong
strategic fit
2. The maintenance of balance sheet strength
3. A progressive dividend
4. The return of excess cash to shareholders.

Total profit for the year

£138.1m
2017: £123.3m

Cash conversion (pre-capex)

103%
2017: 96%
Net cash

Capital expenditure increased to £80.4m (2017: £32.9m) to support the development
and modernisation of capabilities for long-term UK MOD contracts and expansion
into high growth, international markets. Capital expenditure is expected to be in the
£80m-£100m range in FY19 with the capex associated with the LTPA recovered in full
under existing LTPA contract terms.
Earnings per share
Underlying basic earnings per share* increased by 7% to 19.3p (2017: 18.1p)
benefitting from the higher underlying profit before tax and the reduced share count
following the completion of the £50m share buyback in FY17. Basic earnings per
share for the total Group (including specific adjusting items) increased 13% to 24.4p
(2017: 21.5p).
The average number of shares in issue during the year, as used in the basic earnings
per share calculations, was 565.2m (2017: 573.9m) and there were 565.4m shares in
issue at 31 March 2018 (all net of Treasury shares).

£266.8m
2017: £221.9m

Dividend
The Board proposes a final FY18 dividend per share of 4.2p (2017: 4.0p) making the
full year dividend 6.3p (2017: 6.0p). The full year dividend represents an increase of 5%
in line with the Group’s progressive dividend policy.

Dividend

Subject to approval at the Annual General Meeting, the final FY18 dividend will be paid
on 31 August 2018 to shareholders on the register at 3 August 2018.

2017: 6.0p

In future, the Board will announce its full year dividend at its preliminary results for the
year in question, with the interim dividend expected to represent one third of the prior
full year dividend.

6.3p

Pensions
In the UK the Group operates a defined benefit pension scheme. The Scheme is
closed to future accrual and there is no on going service cost. The Scheme is in a
very healthy position with the most recently completed actuarial valuation showing a
surplus of £139.7m (as at 30 June 2017) and on an accounting basis under IAS 19 the
net asset position was £316.2m as at 31 March 2018 (2017: £156.0m). As at year end
the Scheme is hedged against approximately 85% of the interest rate risk and 100% of
the inflation rate risk, as measured on the Trustees’ gilt-funded basis. Full details are
set out in note 30, on page 125.
IFRS 15 implementation.
The adoption of accounting standard IFRS 15 for our FY19 financial year is not
expected to have a significant impact on QinetiQ’s reported financial performance,
given the nature of our contracts and the existing method of accounting (using
‘percentage of completion’ accounting for service contracts as opposed to milestone
accounting). The Group completed an assessment on FY18 revenue with the
conclusion that the impact would not be material if the new standard was adopted
for FY18.
David Smith
Chief Financial Officer, 24 May 2018

Strategic report | Chief Financial Officer’s review

QinetiQ Group plc Annual Report and Accounts 2018

39

