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In FY17, OptaSense began the delivery of devices for the
1,850km Trans-Anatolian Natural Gas Pipeline (TANAP),
one of its largest Distributed Acoustic Sensing (DAS) projects
to date. OptaSense is providing a single pipeline monitoring
system that integrates leak detection, third-party interference
prevention and other security functionality.
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Corporate governance statement

An introduction from our Chairman.

Dear shareholder,
This report focuses on how the Board has carried
out its functions, its oversight of strategy and
management activity, how it has applied good
governance practices and how QinetiQ has complied
with the requirements of the UK Corporate Governance
Code and related regulations.
During the year under review, QinetiQ has progressed
with delivery against the targets of its vision and
strategy, which it developed and rolled out in 2015 and
2016, under the guidance of the Executive Committee
which was set up at the end of the last financial year.
As part of this process, QinetiQ has sought to change
its internal operating model, to provide greater efficiency
in its offering to key customers and to expand
internationally. Against this backdrop of change, it is
therefore critical that the Board of Directors provides
leadership, guidance and oversight, to ensure that
QinetiQ operates a sound system of corporate
governance and internal control through effective
stewardship and risk management.
Mark Elliott
Non-executive Chairman

“It is critical that the
Board of Directors
provides leadership,
guidance and oversight.”

On the strategic and commercial front, during the
year, the Board of Directors was involved in decisions
concerning critical strategic campaign activity, including
the efficiencies provided to its key customer, the UK
Ministry of Defence, under the amendment to the Long
Term Partnering Agreement, the Strategic Enterprise
contract, the Naval Combat Systems Integration
Support Services contract, the acquisition of the
Target Systems business in the UK and Canada,
and the acquisition of RubiKon in Australia.
In terms of oversight and assurance, during the year
we carried out an external audit tender process which
resulted in the appointment of PricewaterhouseCoopers
LLP as QinetiQ’s auditor for the financial year ending
31 March 2018, subject to their appointment at the
forthcoming Annual General Meeting, in place of KPMG
LLP, who has been QinetiQ’s auditor since its formation
in 2001. Further details of the audit tender process can
be found on page 63 in the Audit Committee report.
In terms of leadership, as noted on page 4, the Chief
Financial Officer, David Mellors, resigned in December
2016 and was replaced by David Smith in March 2017.
There has been no change in Non-executive Directors
during the year. The Nominations Committee has
reviewed the skills required in the current and future
Non-executive Directors and, during the coming year, the
composition of the Board and diversity will remain areas
of focus. During the current year, the Non-executive
Directors have met with the wider leadership community
at quarterly events, to increase their knowledge and
understanding of the Company’s businesses and
how they operate.
The Non-executive Directors continue to bring
independent judgement on key issues affecting the
Group, and the Board intends to continue to provide
a solid foundation of robust corporate governance to
underpin the work of the executive management team
as QinetiQ proceeds with its strategic campaigns.
Mark Elliott
Non-executive Chairman
25 May 2017
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Corporate governance statement
Compliance statement

The Board considers that QinetiQ has
complied with all relevant Provisions of
the Code throughout the last financial year.

Overview of the application of
the Main Principles of the Code
QinetiQ is subject to the
Financial Reporting Council’s
UK Corporate Governance
Code (the Code) as currently in
effect. The Code and associated
guidance are publicly available
on the Corporate Governance
page of the Financial Reporting
Council’s website,
www.frc.org. uk.
This statement provides details
of the way in which the Main
Principles of the Code have
been applied during that year.
An overview of the Group’s
corporate governance
arrangements can be found
on the QinetiQ website at
www.QinetiQ.com/about-us/
corporate-governance.

The Board of Directors
is responsible for
overseeing the
Group’s strategy
and performance
and ensuring the
implementation of
operational activity
which supports
the strategy.

Code Principle A

Leadership
A1

The Role of the Board
The Board represents the interests of QinetiQ and
its shareholders. It comprises a range of experience
and expertise required to meet the challenges facing
the Group. The Board of Directors is responsible for
overseeing the Group’s strategy and performance and
ensuring the implementation of operational activity
which supports the strategy. It has mandated the
organisation’s standards of behaviour and its risk
appetite, along with key policies and processes,
and enables the business to implement strategy
and monitor operational performance through
its direction and advice.
The Directors’ powers are subject to the Articles
of Association and any applicable legislation. The
Board has delegated the day-to-day operational
management of the Company to the Executive Directors
and members of the senior management team, but
certain matters are reserved to it for its decision.
The Board monitors the performance of the senior
management team and organises its business
to have regular interaction with key members
of senior management.
The Board met seven times during the year. The
schedule of matters reserved to the Board and the
Board’s objectives and responsibilities can be found
on page 44. This report contains a statement of how
the Board operates, including which types of decisions
are taken by the Board and which are delegated to
management. Details of the Board and Committee
membership and Directors’ attendance at Board and
Committee meetings are set out on page 46.

A2

Division of Responsibilities
The roles of Chairman and Chief Executive are not
exercised by the same individual and their separate
responsibilities are established, set out in writing and
approved by the Board.

A3

The Chairman
The Chairman, working with the Company Secretary,
sets the agenda for Board meetings and encourages an
open and constructive debate. In accordance with the
Code, the Chairman was independent on appointment.

A4

Non-executive Directors
The Non-executive Directors bring independent
judgement on key issues affecting the Group and its
business operations, including strategy, performance,
resources (including key appointments) and standards
of conduct. They provide constructive challenge to
management and help develop proposals on strategy.
The Board has appointed a Senior Independent
Non-executive Director. Regular meetings are held
with the Chairman and Non-executive Directors
without the executives present.

The Board considers that all the Non-executive Directors
were independent of QinetiQ’s executive management
and free from any business or other relationships that
could materially interfere with the exercise of their
independent judgement throughout the last financial
year. In accordance with the Code, the Board undertakes
an annual review of the independence of the Nonexecutive Directors.
The Non-executive Directors bring independent
judgement on key issues affecting the Group and its
business operations including strategy, performance,
resources (including key appointments) and standards
of conduct. Their independence of character and
integrity, together with the experience and skills that
they bring to their duties, prevent any individual or
small group from dominating the decision-making
of the Board as a whole.
Code Principle B

Effectiveness
B1

The Composition of the Board
In compliance with provision B.1.2 of the Code, at least
half the Board (excluding the Chairman) comprises
independent Non-executive Directors. The Board
considers the overall size and composition to be
appropriate, having regard to the experience and skills
that individual Board members bring to their duties.
They are able to operate at a high level independently
of each other but also work together as a team.
The Board considers that the skills and experience
of its individual members, particularly in the areas
of UK defence and security, the commercialisation
of innovative technologies, corporate finance
and governance, international markets and risk
management, have provided both support and
challenge to the Chief Executive Officer, Chief
Financial Officer and the executive management
team during the year, in terms of both the formulation
of the new strategy and transformation programme
and also in respect of ‘business as usual’ items which
require Board oversight, such as financial and trading
matters and significant commercial projects.
At the date of this report, the Board has nine members:
the Non-executive Chairman; six other Non-executive
Directors; and two Executive Directors – the Chief
Executive Officer (CEO) and the Chief Financial
Officer (CFO).
The following changes in Board membership took place
during the year:
––David Mellors resigned as an Executive Director
and CFO on 31 December 2016.
––David Smith was appointed as an Executive Director
and CFO on 1 March 2017.
Details of the process for the appointment of the new
CFO can be found in the report of the Nominations
Committee on page 52.
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Corporate governance statement continued

During the year,
individual Nonexecutive Directors
visited the
Shoeburyness and
Boscombe Down
sites in the UK and
the Waltham site
in the USA.

Details of the Directors, including their names, skills
and experience can be found in the biographies on
pages 48 to 49.
The Nominations Committee seeks to ensure that the
composition of the Board and its Committees provides
the optimum balance of skills, knowledge, background
and experience, and to oversee succession planning for
the Board and senior management. The report of the
Nominations Committee can be found on page 52.

B2

Appointments to the Board
The Nominations Committee oversees appointments
to the Board, its balance of skills and experience and the
succession planning process for the Board and senior
management. It ensures that the requirements for
updating Board membership are met on a timely basis.
The report of the Nominations Committee can be found
on page 52.

B3

Time Commitment
The anticipated time commitment required in respect
of the non-executive role is communicated in the
appointment process. The Board is notified of changes
to other significant commitments and the Chairman
consulted where appropriate.

B4

Director Training and Development
On appointment, Directors receive a tailored induction
programme, comprising site visits, meetings with
management, and training where required. On an
ongoing basis, Directors receive appropriate training
about the Company and their duties. The Directors
are also required to complete the annual business
ethics training, as noted on page 31. The Company
Secretariat organises site visits and training to suit
individual requirements.
David Smith, who joined the Board in March 2017, has
received technical materials in respect of the Group’s
policies and procedures, had a series of meetings with
senior management, members of the Finance team and
members of the wider leadership community, and has
visited a number of QinetiQ sites, including Malvern and
Portsmouth in the UK and Waltham in the USA. He has
also met with the Company’s auditors, brokers, and
financial and corporate relations advisors.
During the year, individual Non-executive Directors
visited the Shoeburyness and Boscombe Down sites in
the UK and the Waltham site in the USA, as a result of
specific requests. The Board received collective training
in the form of technical briefings from KPMG on
accounting changes, from Ashurst on the Market Abuse
Regulation and a corporate governance update from
the Company Secretary. Non-executive Directors also
personally arranged and attended external updates
and training courses.

B5

Information and Support for Directors
The Chairman, working in conjunction with the Company
Secretary, ensures that the Board receives accurate,
timely and clear information.

B6

Performance Evaluation
An evaluation of the performance of the Board, its
Committees and individual Directors, is carried out
annually, with an external, independent, review in
each third year.
The most recent external review took place in 2016.
It was carried out by Lintstock and took place in the
final quarter of the year so that it could be fully focused
on outside the financial reporting cycle and strategy
meetings. The key findings of the prior year external
evaluation review and progress against them can be
found on page 50.
During the year under review, an evaluation of
the effectiveness of the Board and its Committees
was carried out internally by way of a questionnaire
completed by Board members. Details of the process
and key findings of this evaluation and resulting
priorities for the coming year can be found on page 51.

B7

Re-election of Directors
The Company requires each serving member of the
Board to be put forward for election or re-election
on an annual basis at each Annual General Meeting.
Code Principle C

Accountability
C1

Financial and Business Reporting
The Board presents its results at the full year and the
half year and provides quarterly updates to the market.
The Annual Report and Accounts contains a Strategic
report which provides an explanation of how the
Company generates or preserves value over the
longer term (the business model) and the strategy
for delivering the objectives of the Company. A going
concern statement and longer-term viability statement
are included on pages 58 and 22 respectively,
responsibility statements can be found on page 95,
and details of the process for ensuring that the Annual
Report is fair, balanced and understandable can
be found on page 61. There is also a statement
in the auditor’s report on page 99 about their
reporting responsibilities.

C2

Risk Management and Internal Control
The Board is ultimately responsible for the Group’s
system of internal control and for reviewing its
effectiveness in safeguarding shareholders’
interests and the Company’s assets.

All shareholders are
invited to attend the
Annual General
Meeting (AGM)
and to ask questions.

AGM date

19 July 2017
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The system is designed to manage and mitigate, rather
than eliminate, the risk of failure to achieve business
objectives, and, like any appropriate or proportionate
system of corporate internal control, cannot provide
absolute assurance against material misstatement
or loss.

Code Principle E

Details of risk management and internal control
processes can be found on pages 54 to 57. The risk
management process and the system of internal control
necessary to manage risks are assessed and monitored
by the Audit Committee (financial risks) and the Risk
& CSR Committee (non-financial risks). A report on
specific risk review activity undertaken during the year
by those committees, together with the current risk
registers, is presented by the CEO to the Board annually.
The Strategic report contains on pages 22 to 25 details
of the Company’s principal risks and uncertainties, their
impact and how they are managed.
An explanation of how the Directors have assessed the
prospects of the Company and a statement in respect
of the Board’s assessment of the Company’s longer-term
viability are set out on page 22.

C3

Audit Committee and Auditors
The Board has established an Audit Committee
comprising at least three independent Non-executive
Directors, with formal terms of reference. It oversees the
financial risk management and internal controls process,
the effectiveness of internal audit activities, the external
auditor’s independence and objectivity and makes
recommendations to the Board in respect of the
reappointment of the external auditor and their
remuneration. The report of the Audit Committee
can be found on pages 59 to 63.
Code Principle D

Remuneration
D1

Level and Components of Remuneration
The Board has established a Remuneration Committee
with formal terms of reference. It is responsible for
ensuring that levels of remuneration are of sufficient
quality and that any performance related elements
are relevant, stretching and designed to promote
the long-term success of the Company.

D2

Developing Remuneration Policy and Packages
The report of the Remuneration Committee can be
found in the Directors’ remuneration report on pages
82 to 84. It provides details of, or links to, the Group’s
reward and remuneration policies and payments,
and also the procedure for setting policy on
Executive Director remuneration.
The Committee also recommends and monitors
the level and structure of remuneration for senior
management. The Directors’ remuneration report
is incorporated into this corporate governance
statement by reference.

43

Relations with Shareholders
E1

Dialogue with Shareholders
The Chairman ensures that all Directors are made aware
of major shareholder issues and concerns, by way of
reports from the Executive Directors at Board meetings,
attendance at key financial calendar events and by
making themselves available to meet shareholders
as required.
The Company attaches significant importance to
maintaining an effective engagement with shareholders
to ensure a mutual understanding of objectives and
to deal with issues of concern. Responsibility for
communications with shareholders rests with the
Executive Directors, assisted by the Group Director,
Investor Relations and Communications. The Company
Secretary oversees communications with private
individual shareholders. As noted on page 67, meetings
with investors during the year were led by the Chairman
and the Senior Independent Director. Investor roadshows,
analyst presentations and webcasts were carried out
during the year, as detailed on page 67.
An analysis of the shareholder register, by type of holder
and by size of holding, can be found on page 152.

E2

Constructive Use of the Annual General Meeting
All shareholders are invited to attend the Annual General
Meeting (AGM) and to ask questions. The Chairs of
the Audit, Nominations, Remuneration, Risk & CSR
and Security Committees attend the meeting and
are available to answer any questions on the work
of the committees.
The 2016 AGM was held at the offices of Ashurst LLP,
Broadwalk House, 5 Appold Street, London EC2A 2HA,
on 20 July 2016 and each member of the Board attended
the meeting and was available to take questions.
The 2017 AGM is scheduled to be held at Ashurst LLP,
Broadwalk House, 5 Appold Street, London EC2A 2HA,
on 19 July 2017. The Company confirms that it will send
the Notice of Meeting and relevant documentation to all
shareholders at least 20 working days before the date
of the AGM. For those shareholders who have elected
to receive communications electronically, notice is given
of the availability of documents in the ‘Investors’ section
of the Group’s website.
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Code Principle A – Leadership

Non-executive
Directors have
attended each
of the quarterly
extended leadership
meetings run by
the Executive
Committee and
which are attended
by approximately
100 senior leaders
within the Group.

Board objectives
The overarching remit of the Board is to demonstrate
the highest standards of corporate governance in
accordance with the Code and to carry out the
Directors’ fiduciary duties:
––To demonstrate strategic leadership and oversight;
––To agree the strategy and to ensure the continuing
evolution and implementation of the Group’s strategy
to deliver value to all stakeholders: customers,
employees and shareholders;
––To develop challenging objectives for the business
and monitor management performance against
those goals;
––To provide a framework of effective controls to assess
and manage risks, with clear expectations of conduct
to the highest standards of ethics;
––To provide support and constructive challenges to
the CEO and senior management to promote the
Group’s success;
––To demonstrate leadership in management systems
around health, safety and environment; and
––To manage succession planning for the Board
and the Group’s executive management.
Matters reserved to the Board
The Board has a clearly articulated set of matters
which are specifically reserved to it for consideration,
in addition to those specified in the Company’s
Articles of Association.
These include (but are not limited to):
––Reviewing and approving the annual budgets;
––Raising indebtedness;
––Granting security over Group assets;
––Approving Group strategy and the corporate plan;
––Approving the Annual and Half-Year Report and
Accounts;
––Approving significant investment, bid, acquisition
and divestment transactions;
––Approving HR policies (including pension
arrangements);
––Reviewing material litigation; and
––Monitoring the overall system of internal control,
including risk management.
Operation of the Board
The Board has an annual calendar of meetings and
operates through a comprehensive set of processes
which define the schedule of matters to be considered
by the Board and its Committees during the annual
business cycle. This includes the level of delegated
authorities (both financial and non-financial) available
to Executive Directors and other layers of management
in the business, QinetiQ’s business ethics, risk
management, and health, safety and environmental
processes. The Board devotes one entire meeting each
year to consider strategy and planning issues that have

an impact on the Group, from which the corporate plan
is generated. It is also regularly kept up to date on
strategic issues throughout the year.
For each meeting, as standing items, the Board receives
a written report from the CEO and CFO and a report
produced by the Company Secretary on key legal and
regulatory issues that affect the Group.
The CEO’s and CFO’s report contains a financial
overview, addresses the key actions taken in pursuit
of strategic initiatives which have had an impact on the
Group since the previous Board meeting, with particular
focus on the progress of each of the businesses,
a report on investor relations which is prepared in
consultation with QinetiQ’s brokers and a report
on employee matters.
During the year under review, in response to comments
arising from the annual Board effectiveness review
(as detailed on page 50), the format of the CEO’s and
CFO’s report was adjusted to lay greater emphasis on
the growth strategy of the Company, to give more detail
on customer engagement and to give details of progress
with strategic goals. Other matters which might be
included in the report as and when required include
health, safety and environmental matters, corporate
responsibility, the status of key account management/
customer relationship initiatives, the pipeline of potential
bids, acquisitions, disposals and investments, and
the post-acquisition performance of recently
acquired businesses.
The Board also receives updates from key functional
areas on a structured basis, on issues such as human
resources, treasury, corporate responsibility, real estate,
security, trade controls and pensions.
During the year under review, members of the senior
management team presented to the Board and its
Committees on specific areas, including research
and development activity, recruitment and retention,
reputational risk, corporate responsibility, cyber risk and
strategy. Non-executive Directors have attended each
of the quarterly extended leadership meetings run by
the Executive Committee and which are attended by
approximately 100 senior leaders within the Group.
The meetings take place over a two-day period, include
updates on key business developments and provide
networking and development opportunities for the
wider leadership community.
Board and Committee meetings are generally spread
over a two-day period, to allow sufficient time for the
Board to deal with the various items of business. The
Chairman meets with the Non-executive Directors,
without executives present, after each Board meeting.
The Board also meets informally, to facilitate Board
integration and working together as a team, and to allow
time for the Directors to consider other matters outside
of the formal agenda.
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Key issues considered by the Board in the past year

During the year under review, the Board continued to focus
on its drivers for growth – implementation of strategy,
oversight of progress with the Group transformation
programme and organisational design, business
development initiatives and financial performance.

1

Group strategy
and transformation
programme

The Board has had full oversight of the progress of the
Group strategy and transformation programme during
the year. Of the seven Board meetings held during the
year, Group strategy was presented at five of them, the
other two Board meetings having a particular focus
on the financial results. At three of the meetings, the
Group Director, Strategy and Planning, gave an update
on key aspects of the Group strategy, on mergers
and acquisitions, on progress against strategic goals,
on market conditions and on particular areas of
strategic focus. At these meetings the Board had
the opportunity to question and challenge the
work being undertaken.
The October Board Strategy meeting was a two-day
meeting held at an off-site location where the strategy
for the Group as a whole was reviewed by the Board.
Reading materials were circulated in advance of the
meeting, setting the strategic market context and
including updates on strategic initiatives, the strategy

2

Business development –
contract amendment
to the Long Term
Partnering Agreement

In December 2016, QinetiQ announced a
£1bn contract amendment to the Long Term
Partnering Agreement with the UK Ministry of Defence,
under which Test and Evaluation (‘T&E’) services have
been delivered since 2003. Under the amendment,

3

Financial
reporting

Financial reporting is an ongoing area of Board
governance, which is carried out in three principal
ways: (i) by way of a standing report at each Board
meeting from the CEO and CFO; (ii) by way of review
of the full year and half-year results; and (iii) by way
of an update at the annual Board Strategy meeting.
As noted above, the CEO’s and CFO’s report tabled at
each Board meeting contains a Group financial report.
This report contains an overview, split by month and
full year summary, and sets out details of Group
financial performance to date, the latest forecast,
and performance by sector.
In conjunction with the Audit Committee, the Board
reviews the results at the half-year and the full year,

for each business area (Air and Space, Maritime
Land and Weapons, Cyber Information and Training,
International, OptaSense, QinetiQ North America and
Business Development), and updates on the Group’s
financial performance and trajectory, and on the
ongoing internal business transformation programme
in respect of process excellence, competitiveness, and
working environment. At the outset, the CEO set out
the objectives for the meeting and the Board advised
on the details they wished to understand from the
discussions. In the concluding remarks, it was noted
that the matters raised by the Board had been
addressed and the conclusions noted.
Business leaders attended the two-day meeting
and presented on key subject areas where required.
There was also time allocated during the two-day
period to enable the Board and the senior managers
to meet informally.
At the March Board meeting, the Group Director,
Strategy and Planning, presented the Integrated
Strategic Business Plan for the coming financial year,
the plan being the culmination of feedback from the
October strategy meeting, progress against existing
strategic objectives and targets for the coming year.

In 2016, the Company initiated a two-year
transformation programme, designed to deliver
growth through improved customer focus and greater
operational efficiency. As part of this programme, a
new operating model based on collaboration, improved
efficiency and new ways of working across the
Company was rolled out. An organisational design
programme in the Company’s employee structure was
completed during the year under review to support the
delivery of this operating model. The Board was kept
up to date on progress against objectives and was
able to challenge developments by way of regular
reports from the Group Director, Transformation and
by way of updates in the CEO’s and CFO’s report. At
the October Board Strategy meeting, a specific report
on the transformation programme was presented by
the Group Director, Transformation, and the impact
of the organisational design programme was referred
to in a wider report by the CEO and Group Director,
Human Resources in respect of HR strategy, talent
management and succession planning.
The progress of the Integrated Strategic Business Plan
and transformation programme will continue to be on
the Board agenda for review and measurement over
the coming year. Details of the Group strategy can be
found in the Strategic report on pages 14 to 17.

QinetiQ will modernise and operate the air ranges at
MOD Aberporth and MOD Hebrides, and test aircrew
training through the Empire Test Pilots’ School at MOD
Boscombe Down. The Board of Directors considered
the proposal at a Board meeting in July and approved
it for initial presentation to the customer. An update on
progress was provided in the CEO’s and CFO’s report
at the September meeting and a formal presentation
was made by the Group Director, Test & Evaluation at
the Board Strategy meeting in October on the priorities
related to the Company’s T&E strategy, approach,
progress to date, targets and next steps. The contract

amendment was finally agreed and announced
in December 2016. At the January Board meeting
the Group Director, Business Development and
the Group Director, Test & Evaluation presented
an update on how work under the new arrangement
was progressing and provided an update on progress
against the objectives relating to T&E. Throughout
the process the Board was kept up to date on
developments and had the opportunity to
challenge management where appropriate.

in November and May respectively. At the May Board
meeting, the draft annual report and financial results
announcement were considered. The Company’s
brokers attended relevant parts of the meeting. The
Board received a report from the CFO and considered
the recommendation from the Audit Committee in
respect of the work undertaken to satisfy the ‘fair,
balanced and understandable’ requirement and the
longer-term viability assessment. The Board received
a summary of the principal controls put in place by the
executive to ensure the integrity of the audit process,
including the provision of information to the auditor,
the self-certification process and internal management
representations, and a going concern review. A paper
was also tabled to discuss dividend considerations.

In terms of dividend considerations, at both the full
year and the half-year, the CFO tables a dividend paper
which contains a recommendation as to whether
to retain the current dividend policy and to propose
consideration of a dividend payment based on that
policy. The current dividend policy was reinstated in
May 2011, when the Group recommenced payment
of a dividend on the basis of “a progressive dividend
policy which will take into account the profitability of
QinetiQ’s businesses and underlying growth, as well
as its capital requirements and cash flows, while
maintaining an appropriate level of dividend cover. The
final dividend will normally represent approximately
two-thirds of the full year dividend in future periods.”
The dividend paper presented to the Board covers
these various aspects and also looks at sustainability
and market expectations.

At the November Board meeting, the half-year
announcement and draft results presentation were
presented by the CEO and CFO to the Board for
their consideration, together with a paper to discuss
dividend considerations. The Company’s auditor
and brokers attended relevant parts of the meeting.

At the annual Board Strategy meeting, the CFO
gave a presentation on the financial performance
trajectory, looking at Group performance against key
financial parameters across a range of scenarios.
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Code Principle A – Leadership continued

The Disclosure
Committee was
established during
the year under review
to ensure compliance
with the Market
Abuse Regulation.

Attendance at meetings of the Board and its Committees: 1 April 2016 to 31 March 2017
Members

Board

Audit
Committee

Nominations
Committee

Remuneration
Committee

Risk & CSR
Committee

7/7
7/7

–
–

6/6
6/6

5/5
–

4/4
4/4

1/1
7/7
7/7
7/7
6/7

–
6/6
6/6
6/6
5/6

–
6/6
6/6
6/6
5/6

–
5/5
5/5
5/5
4/5

–
4/4
4/4
4/4
4/4

5/5
7/7
7/7

–
6/6
6/6

–
5/6
6/6

–
5/5
5/5

3/3
4/4
4/4

Mark Elliott
Steve Wadey
David Smith
(Appointed 1 March 2017)
Lynn Brubaker
Admiral Sir James Burnell-Nugent
Michael Harper
Ian Mason1
David Mellors
(Resigned 31 December 2016)
Paul Murray 2
Susan Searle
	Ian Mason was unable to attend the March Board
and Committee meetings due to a prior commitment.
	Paul Murray was unable to attend the July Nominations
Committee meeting due to a prior commitment.
There was no requirement for the Security Committee
to meet during the year.

Committees, with the exception of the Disclosure
Committee (as noted below) and other than where
prohibited by the Code, statutory or Security Committee
requirements. As a result, all Board members are
members of the Risk & CSR Committee, which
facilitates full consideration of the oversight of internal
controls and non-financial risk management, with all of
the Non-executive Directors being the members of the
Audit Committee and focusing on financial controls and
financial risk management. Details of the key issues
discussed, and decisions taken, are circulated to
all members of the Board after the relevant
Committee meeting.

1

2

Committees
During the year, QinetiQ operated by way of five principal
Board Committees and the Executive Committee.
In the interests of full Board participation and
transparency, the Board maintains a policy of all
of the Directors being members of all of the Board
Board Committees
Board of
Directors

Audit
Committee

Nominations
Committee

Remuneration
Committee

The Board has established five principal Committees:
the Audit Committee, the Nominations Committee, the
Remuneration Committee, the Risk & CSR Committee
and the Security Committee, together with a Disclosure
Committee. Each operates within written terms of
reference approved by the Board.
The Disclosure Committee was established during the
year under review to ensure compliance with the Market
Abuse Regulation. The Disclosure Committee comprises
the Chairman, the CEO, the CFO and any one of the
Non-executive Directors that chair the Audit Committee,
Remuneration Committee or Risk & CSR Committee.
The role of the Committee is, on an ad hoc basis, to
determine whether information is inside information
which would require disclosure, and to make
recommendations as to when that information
should be disclosed, in accordance with regulatory
requirements. In addition, a meeting of the Disclosure

Risk & CSR
Committee

Security
Committee

Disclosure
Committee

Committee is held after each Board meeting, with all
Board members in attendance, which reviews the work
of the executive-level Disclosure Panel that has taken
place since the previous Board meeting.
The full terms of reference of each Committee can be
found in the Governance section of the QinetiQ website
at www.QinetiQ.com/about-us/corporate-governance.
A report in respect of each of the five principal
Committees is set out in this report on the pages noted
in the index on page 39. The details of attendance at
Committee meetings are set out in the table on the
previous page.
The relevant Code disclosures in respect of the
Remuneration Committee are set out in the Directors’
remuneration report on pages 68 to 91 and are
incorporated into this Corporate governance
statement by reference.

Executive Committee
members and
members of the senior
management team
present to the Board
and the Board
Committees
on key matters.
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The Executive Committee
The Executive Committee comprises the CEO, CFO,
the MDs of the business groups and functional heads.
The full list of members can be found in the Governance
section of the QinetiQ website at www.QinetiQ.com/
about-us/corporate-governance and as at the date
of this report is as set out in the table below:

During the year under review, the Committee met on
a two-weekly basis, and reported via the Chief Executive
Officer to the Board. Its focus continued to be on the
achievement of the Group’s strategic goals in respect
of growth and operational excellence, with an ongoing
consideration of governance issues. The Executive
Committee received, discussed and acted upon subject
presentations on health, safety and environment, risks
and opportunities, trade controls, business ethics,
security and General Compliance matters. It was
responsible for the day-to-day management of the
Group’s activities, with the exception of QinetiQ North
America (which is managed through the Proxy Board,
as described on page 57 in the section headed
‘Management and control of US subsidiaries’) and
the oversight of the risk management process and
its implementation by the businesses and functions.

Executive Committee membership:
Steve Wadey
David Smith
Jon Messent
John Anderson
Ian Beresford
David Bishop
Michelle Cummins
Iain Farley
Sarah Kenny
Jamie Pollard
Neville Salkeld
Andy Thorp
Vicky Weise
Jeff Yorsz

Chief Executive Officer
Chief Financial Officer
Company Secretary &
Group General Counsel
Managing Director,
Air & Space
Group Director, Engineering
& Operations
Group Director, Investor
Relations & Communications
Group Director, Human
Resources
Managing Director,
International
Managing Director, Maritime,
Land & Weapons
Chief Executive Officer,
OptaSense
Group Director, Strategy
& Planning
Group Director, Business
Development
Chief of Staff
President, QinetiQ North
America
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The Group uses a number of different committees to
monitor and drive operational excellence and to ensure
appropriate actions are taken to deliver the strategy.
These committees are split between strategic and
operational focus.
In addition, the Executive Committee has set up
a number of sub-committees to drive integration,
alignment and monitoring of policies and processes
across the Group, to ensure functional excellence
and best practice. Each sub-committee is led by a
member of the Executive Committee and comprises
representatives from relevant businesses and functions.
Communication between the Board and the
Executive Committee
The Executive Directors and Company Secretary are
members of the Executive Committee and are involved
in the day-to-day management of the Group’s business,
operations and underlying committees. Other Executive
Committee members and members of the senior
management team present to the Board and the Board
Committees on key matters. This interaction enables
the Board to receive information first-hand about the
Company and its operations and to give guidance
on strategy and oversight of the business direct to
senior management.
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Board of Directors

The Board represents
the interests of QinetiQ
and its shareholders.

Mark Elliott, Non-executive Chairman
Appointed in June 2009; elected Chairman in
March 2010.

Steve Wadey, Chief Executive Officer
Appointed in April 2015.
N RC S

N R RC

Skills and experience: Mark has experience of a
variety of industry sectors from membership of
the boards of FTSE listed companies.
Mark was a Non-executive Director of G4S plc, where
he was the Senior Independent Director and Chairman
of the Remuneration Committee, from September
2006 until May 2016. He was a Non-executive Director
of Reed Elsevier Group plc (and also Chairman of its
Remuneration Committee) and Reed Elsevier NV from
April 2003 until April 2013. He worked for IBM for over
30 years where he occupied a number of senior
management positions, including General Manager
of IBM Europe, Middle East and Africa and was a
member of IBM’s worldwide Management Council.
Other appointments: Mark is Chairman of Kodak
Alaris Holdings Limited.

Skills and experience: Steve has in-depth experience
of the defence industry and technology, and extensive
operational and corporate experience and stewardship.
He is a Fellow of the Institution of Engineering and
Technology, a Fellow of the Royal Aeronautical Society
and a Fellow of the Royal Academy of Engineering.
He was previously Co-chair of the UK Defence
Growth Partnership, a member of the Prime
Minister’s Business Advisory Group, Co-Chair of the
National Defence Industries Council Research and
Development Group and a Non-executive director
of the UK MOD Research and Development Board.
Steve held various roles with MBDA from 2001 to
2014, most recently as Managing Director, MBDA UK
and Technical Director for the MBDA Group. Before
that, he held various roles in engineering with Matra
BAe Dynamics from 1996 to 2001, and various roles
with British Aerospace held from 1989 to 1996.
Other appointments: Steve is Chair of the Defence
Industry Liaison Board of the UK Department for
International Trade, Defence & Security Organisation.

Admiral Sir James Burnell-Nugent,
Non-executive Director
Appointed in April 2010.

Ian Mason, Non-executive Director
Appointed in June 2014.
A N R RC S

A N R RC S

Skills and experience: Sir James has significant
experience of the defence industry, contracting
with government and management.
Committee membership key
A
N
R
RC
S

Audit
Nomination
Remuneration
Risk & CSR
Security
Committee Chairman

Sir James was High Sheriff of Devon during 2015.
During a 37-year career in the Royal Navy, which
culminated in his appointment as Commander-inChief Fleet, he commanded the aircraft carrier HMS
Invincible and three other ships and submarines.
Between operational duties, Sir James held several
positions at the MOD and gained cross-Whitehall
experience while on secondment to HM Treasury.
Other appointments: Sir James is the Non-executive
Chairman of Witt Limited.

Skills and experience: Ian has considerable
experience in strategy, business transformation,
eCommerce and international development.
He was Group Chief Executive of Electrocomponents
plc from 2001 until 31 March 2015, having joined that
company in 1995. Previously he worked for The Boston
Consulting Group and was a Non-executive Director
of the Sage Group plc from 2007 to 2013.
Other appointments: In October 2016, Ian was
appointed Chief Executive Officer of Domestic &
General Insurance Limited.
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David Smith, Chief Financial Officer
Appointed in March 2017.
RC S

Skills and experience: David has extensive executive
experience in blue-chip companies and has worked
in the aerospace and defence, technology and
automotive sectors. David is an Associate of the
Chartered Institute of Management Accountants
and a member of its Advisory Panel.
Before joining QinetiQ, David was Chief Financial
Officer and a director of Rolls-Royce Holdings plc
from November 2014, having joined that company
in January 2014 as Chief Financial Officer of the
Aerospace Division. Prior to Rolls-Royce, David was
Chief Financial Officer and a Board member of
Edwards Group from 2010 to 2013. David was Chief
Executive Officer of Jaguar Land Rover from 2008 to
2010, having been Chief Financial Officer and Interim
CEO in 2008 and, from 1983 to 2008, held a variety
of roles with Ford Motor Company. During the year
under review, David ceased to be an Advisory Board
member for the Warwick Business School.

Michael Harper, Deputy Chairman and Senior
Independent Non-executive Director
Appointed in November 2011; elected Deputy
Chairman and Senior Independent Nonexecutive Director in February 2012.
A N R RC S

Skills and experience: Michael has a wealth
of operational and corporate experience and
stewardship, including in the engineering sector.
Michael was Chairman of Ricardo plc from November
2009 until November 2014, having joined that Board
in 2003, Chairman of BBA Aviation plc from June
2007 until May 2014 and CEO from February 2006
until June 2007, having joined that Board in 2005,
and Chairman of Vitec Group plc from 2004 to 2012.
He was Senior Independent Director of Catlin Group
Limited from 2005 to 2011. Michael was previously
a Director of Williams plc where, at the time of the
demerger in 2000, he became CEO of Kidde plc.
Other appointments: Michael is a Non-executive
Director of the Aerospace Technology Institute.

Other appointments: David is a Non-executive
Director of Motability Operations Group plc.
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Lynn Brubaker, Non-executive Director
Appointed in January 2016.

A N R RC
Skills and experience: Lynn has considerable experience
in the international aerospace industry, including
responsibility for business development, strategy,
operational and manufacturing issues. She has a strong
track record of running international operations, as well
as experience of businesses in which technology and
intellectual property are important.
Previously, Lynn was a Non-executive Director of Force
Protection, Inc., Seabury Group, Graham Partners,
Cordiem, Chairman of the Flight Safety Foundation,
and a member of the Management Advisory Council
of the Federal Aviation Administration. Lynn retired
from Honeywell International in 2005, where she was
Vice President and General Manager of Commercial
Aerospace. Prior to that, she held a variety of roles in
the commercial aerospace sector working for Allied
Signal (which acquired Honeywell in 1999), the
McDonnell Douglas Corporation, Republic Airlines
and ComAir Airlines.
Other appointments: Lynn is a Non-executive Director
of FARO Technologies Inc., Hexcel Corp. and The
Nordam Group.

Paul Murray, Non-executive Director
Appointed in October 2010.

Susan Searle, Non-executive Director
Appointed in March 2014.

Jon Messent, Company Secretary and
Group General Counsel
Appointed in January 2011.

Skills and experience: Paul has a broad
range of experience in finance and corporate
governance from a cross-section of industries,
all of which leverage technology.

Skills and experience: Susan has extensive
experience of investing in growing technology
businesses, acquisitions, intellectual property
and exploitation of new technologies.

Appointment to the Board: Appointed as Company
Secretary and Group General Counsel in
January 2011.

Previously, Paul was a Director of Knowledge Peers
plc, Senior Independent Director of Taylor Nelson
Sofres plc, a Non-executive Director of Thomson SA
and Tangent Communications plc, and has also been
Group Finance Director of Carlton Communications
plc, Group Finance Director of LASMO plc and a
Trustee of Pilotlight. During the year under review,
Paul ceased to be a Director of Independent Oil
and Gas plc.

She was a founder of Touchstone Innovations plc
(formerly Imperial Innovations Group plc), leading it as
CEO from 2002 to July 2013, and previously has served
on a variety of private company boards in engineering,
healthcare and materials. Susan was a Trustee of Fight
for Sight from 2013 to 2016. During the year under
review, Susan ceased to be a member of the
international advisory board of PTT. Susan held a
variety of commercial and business development roles
in her early career with Shell Chemicals, the Bank
of Nova Scotia and Montech (Australia).

A N R RC S

Other appointments: Paul is a Non-executive Director
and Chair of the Audit & Risk Committee at Royal
Mail Group plc. He is also a Director of Ventive Ltd
and Naked Energy Ltd.

A N R RC S

Other appointments: Susan is the Senior Independent
Non-executive Director and Chair of the Remuneration
Committee of both Benchmark Holdings plc and
Horizon Discovery Group plc. She is Chair of Woodford
Patient Capital Trust plc and Chair of Mercia
Technologies plc (and Chair of its Nominations
Committee), having been previously Deputy Chair
and Chair of the Audit Committee.
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Skills and experience: Jon Joined QinetiQ
from Chloride Group plc where he held a similar role.
He has a background in legal private practice as
well as general counsel and company secretarial
experience in other FTSE250 companies.
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Code Principle B – Effectiveness

The 2017 review
being carried out
internally by way
of a questionnaire
completed by
Board members.

Board performance evaluation
As noted on page 42, an evaluation of the performance
of the Board, its Committees and individual Directors, is
carried out annually, with an external, independent, review
in each third year. An external review took place in 2016,
with the 2017 review being carried out internally by way
of a questionnaire completed by Board members.

Set out below are details of, and progress against, the
key findings of the 2016 review. Set out on the next
page are details of the 2017 evaluation process, its
key findings and the priorities for the coming year.

Progress against prior year review
The key findings of the prior year external evaluation review and progress against them are as follows:

1

2

3

Key findings

Action taken

The Board requested a review of its
annual agenda, in order to ensure
focus on issues of strategy while
maintaining the requisite reporting
rigour on operational and governance
activity, and fulfilling the Company’s
governance responsibilities.

The schedule of Board agenda items for the year was reviewed
during the year. In addition to Standing and Governance items, the
Board would also follow a timetable of deep dive subject reviews,
and Executive Committee members would be attending Board
meetings to present on these.

The Board requested greater oversight
of HR policy and the development of
a more in-depth understanding of
the management of employee
engagement, performance
management, diversity and
succession planning.
Reviewing Executive Committee
succession planning.

4

Reviewing the Board’s composition
and skills.

5

Reviewing risk management and
reporting processes.

6

Ensuring further interaction with the
leadership community and senior
executives during the year.

Further, the format of the CEO and CFO report to the Board was
updated during the year to provide more detail on customer
engagement and on progress against strategic goals and the
growth strategy, as noted on page 44.
At the September Board meeting, the Group Director, HR presented
a report on HR processes, with particular emphasis on the
challenges presented by the organisational design aspect of the
ongoing transformation programme, the matrix structure, details
of the leadership development programme and activity with regard
to gender pay legislation. An HR review process was put in place
and its progress would be monitored.
As noted on page 45, at the October Board strategy meeting, the
CEO and Group Director, Human Resources gave a presentation
on HR strategy, talent management and succession planning.
The format of the Board skills matrix was reviewed, revised and
updated during the year, following a review by the members of the
Board in conjunction with the Company’s recruitment advisors.
The Board reviewed and approved a revised and updated Group
Risk Register at its September meeting, and will consider its
effectiveness during the financial year ended 31 March 2018.
Further details can be found in the report of the Risk & CSR
Committee on page 66.
As noted in item (1) above, Executive Committee members would be
attending Board meetings to discuss deep dive topics, and business
growth would be discussed at each Board meeting. In addition, as
noted on page 44, Non-executive Directors have attended each of
the quarterly extended leadership meetings run by the Executive
Committee and which are attended by approximately 100 senior
leaders within the Group.

The overall conclusion
of the 2017 review was
that the Board was
satisfied that the
performance of the
Board had improved
and it continued to be
effective in executing
its duties.
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2017 Review process
The review in respect of the 2017 financial year took
place in the final quarter of the year and consisted of a
series of externally-provided questionnaires in respect
of each of the Board and its Committees and the
Chairman, which were completed by each Director
and the Company Secretary. In order to obtain a
complete overview of the workings of the Board and
its Committees, the Committee questionnaires covered
time management and composition, Committee
processes and support, the work of the Committee and
priorities for change. The Board questionnaire covered
composition, expertise, dynamics, management of
meetings, support, Board Committees, focus of
meetings, strategic oversight, risk management and
internal control, succession planning and human
resource management, and priorities for change.

Priorities for the coming year
The Board’s priorities for the coming year were
identified as:

Respondents were encouraged to include illustrative
comments with their feedback.
Key findings
The results of the review were presented by the
Chairman at the Board’s March meeting. The overall
conclusion of the 2017 review was that the Board
was satisfied that the performance of the Board had
improved and it continued to be effective in executing
its duties.
The Board composition, expertise, interaction
with management, oversight of strategy, risk and
succession planning were all highly rated, with an area
for improvement identified as better management
reporting (in terms of length of reports and the use
of executive summaries).
Succession planning for the members of the Board was
identified as a top priority, with the possible addition of
greater international experience to align with QinetiQ’s
strategic goals. The level of interaction between the
Board and senior management in Board meetings,
in the business and in informal/social settings was
highly valued.
The management of the Board’s annual cycle of work,
the agenda for Board meetings, the time and input
during the meetings, and the quality and frequency
of presentations made by management to the Board
were positively rated. Further work was required to
standardise the format and length of management
reports and the inclusion of executive summaries.
The importance of the Board monitoring progress
made against the strategy was noted and the Board’s
oversight of various aspects of risk management and
internal control was rated highly, as was the oversight
of the company’s health and safety performance.
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i) succession planning and longer-term Board
composition to support implementation of
strategic goals;
ii) a continued focus on strategy, and its
implementation
iii) monitoring the effectiveness of the executive
management team
iv) ensuring effective emphasis on governance matters;
v) defining, developing and monitoring cultural
development and change; and
vi) continuing with the implementation of the proposals
from the 2016 review.
Details of the outcomes of the effectiveness reviews for
the following committees can be found in the individual
Committee reports, as follows: Audit Committee –
page 62, Risk & CSR Committee – page 66, and
Remuneration Committee – page 82.
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Code Principle B – Effectiveness continued

Report of the Nominations Committee.

The Committee meets as necessary and when called by
its Chair. During the financial year ended 31 March 2017,
the Committee met on six occasions.
Overview
Key activities during the year were as follows:
a) Change of Chief Financial Officer;
b) Succession and development planning for senior
management immediately below Board level, i.e.
at Executive Committee level; and
c) Board succession planning, and in particular
settling upon the skills required in current and
future Non-executive Directors to support the
Company’s strategic intent, and corporate
governance requirements.

Mark Elliott
Nominations Committee Chairman

Key points:
––Six meetings during the year
––Change of CFO
––Succession and development
planning.

Dear shareholder,
During the year under review, the Nominations
Committee focused on succession planning and
a review of the balance of skills, background and
experience of the Board. The Committee oversaw the
appointment of David Smith as the new CFO, following
the resignation of David Mellors. Board diversity and
succession planning will remain key priorities for
the coming year.
Mark Elliott
Nominations Committee Chairman
Main responsibilities
The role of the Committee is to ensure that the
composition of the Board and Committees comprises the
optimum balance of skills, knowledge and experience, and
to oversee succession planning for the Board and senior
management. It considers diversity, including skills mix,
international industry experience and gender, when
seeking to appoint a new Director to the Board. The
Committee’s full terms of reference can be found in
the Governance section of the QinetiQ website at
www.QinetiQ.com/about-us/corporate-governance.

(a) Change of Chief Financial Officer
A sub-committee comprising the Chairman, Senior
Independent Director and CEO was set up in June 2016 to
deal with the change in CFO. The CEO, in conjunction with
the Group Director, HR, prepared a role specification and
conducted a review of potential recruitment consultants.
Three potential search partners were shortlisted and, in
July, the CEO reported to the Committee that Russell
Reynolds had been appointed, due to their in-depth
knowledge and experience of CFO recruitment. Russell
Reynolds had no other connections with the Company.
The Committee agreed at its meeting in July that the CEO
would work with Russell Reynolds to produce a final
shortlist of candidates for review at the Committee’s
September meeting. A shortlist of four potential
candidates was put forward and a preferred candidate
identified. The preferred candidate met with the CEO,
the Audit Committee Chair and the Chairman. At its
September meeting, the Committee considered the
appointment and made a recommendation to the Board
of the proposed appointment, which was then approved.
(b) Succession and development planning for senior
management immediately below Board level, i.e. at
Executive Committee level
The Committee continues to maintain oversight of
the processes for ensuring that succession plans are in
place for the top layer of management, with a focus on
improving the talent pipeline and diversity. This process
includes ensuring that the Board as a whole meets
with senior management, that remuneration policy
and long-term incentives for senior management are
reviewed by the Remuneration Committee and that
the Chairman works with the CEO to review succession
planning and to ensure the right mix of skills and
experience at the executive level. During the year

Target

25%

of board women

Currently

22%

of board women
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under review, the Committee and the Board were
updated by the CEO and the Group Director, HR, on HR
strategy, including details of leadership skills required,
leadership and career development activity, and
succession planning for the Executive Committee and
senior management. The strengths of, and development
opportunities for, Executive Committee members
were considered and agreed.

Board Diversity Policy
The Board Diversity Policy was approved by the Board in 2013.
The key statement and objectives of that policy (the full text of
which is available on the QinetiQ website www.QinetiQ.com/
about-us/corporate-governance) are as follows:

(c) Succession planning at Non-executive Director level
As noted on page 50, an action arising from the Board’s
2016 annual effectiveness review was to review the
Board’s composition and skills to ensure the right
balance of skills and experience as the Company
evolves in pursuit of its strategic objectives. The
Chairman and the CEO began this process and a skills
matrix was formulated for consideration by all members
of the Board. At the Committee’s January meeting, the
form of the matrix was agreed and circulated to the
Board for completion, in readiness for the Committee’s
March meeting. The matrix was split between three key
areas, (i) personal qualities, including a range of skills
and behaviours; (ii) foundation skills, including business
experience, mergers and acquisitions, financial and
governance; and (iii) markets experience, including
government, defence, security and other commercial
areas. Each of the three areas was given a weighting
and a rating as to current and future requirements,
with an opportunity to add comments.
The outcome from the skills matrix was considered at
the Committee’s meeting in March 2017. In particular,
it was noted that personal qualities remained very
important, with strategic thinking of particular
importance, and that business experience would
become more important in the future, in terms of
business development. The outcome of the review
will be instrumental in the process for identifying
future Non-executive Director appointments.
At its meeting in March 2017, the appointment and
retirement dates of Non-executive Directors were
considered, so that an appropriate calendar of activity
can be prepared for timely succession planning.
These dates are detailed below.
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Statement:
The QinetiQ Board recognises the benefits of diversity. Diversity
of skills, background, knowledge, international and industry
experience, and gender, amongst many other factors, will be
taken into consideration when seeking to appoint a new Director
to the Board. Notwithstanding the foregoing, all Board
appointments will always be made on merit.
Objectives:
The Board should ensure an appropriate mix of skills and
experience to ensure an optimum Board and efficient
stewardship. The Board should ensure that it comprises
Directors who are sufficiently experienced and independent
in character and judgement.
The Board aimed to increase the proportion of women on the
Board to 25% by 2015. Thereafter, the Board aimed to maintain
a minimum Board composition of 25% women, such percentage
to be reviewed annually.
Progress against the policy:
Having previously met the 2015 target of 25% of the Board
comprising women, changes since then led to a reduction in this
proportion. Following the appointment of Lynn Brubaker in January
2016, the proportion of women members of the Board increased to
22%, which is working towards the Board’s original objective of 25%.
The Committee notes the recommendation in the five-year review
of the Davies report to achieve a minimum representation of 33%
by 2020.
Gender and ethnic diversity will be taken into consideration
for all future Board appointments, with the proviso that future
appointments will be made on merit, and will continue to take into
account diversity in its broader sense, to ensure an appropriate mix
of skills, background and experience as identified from the Board
skills review.
Details of Company-wide diversity and inclusion activity can
be found in the People and relationships section on page 31.

Succession planning: Non-executive Director appointment and retirement dates
Name

Appointment
date

Mark Elliott
Admiral Sir James Burnell-Nugent
Paul Murray
Michael Harper
Susan Searle
Ian Mason
Lynn Brubaker

1 Mar 2010
(as Chair)
10 Apr 2010
25 Oct 2010
22 Nov 2011
14 Mar 2014
3 June 2014
27 Jan 2016

6-year
date

9-year
date

AGM Retire
date

1 Mar 2016
10 Apr 2016
25 Oct 2016
22 Nov 2017
14 Mar 2020
3 June 2020
27 Jan 2022

1 Mar 2019
10 Apr 2019
25 Oct 2019
22 Nov 2020
14 Mar 2023
3 June 2023
27 Jan 2025

July 2019
July 2019
July 2020
July 2021
July 2023
July 2023
July 2025
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Code Principle C – Accountability

The Board
routinely challenges
management to ensure
that the systems of
internal control are
constantly improving
to maintain their
effectiveness.

Board oversight of risk management
The Board oversees the system of risk management and
internal control by means of the Audit Committee and
the Risk & CSR Committee in conjunction with the risk
management and assurance processes detailed in this
section. Any matters of particular concern are escalated
for presentation at a Board meeting by the relevant
personnel. Examples of such escalation are
consideration of the risk register, expression of risk
and risk reporting. The Board routinely challenges
management to ensure that the systems of internal
control are constantly improving, to maintain their
effectiveness. Once a year, the CEO presents to the
Board on the system of internal control in operation
during the year.
At its meeting in March 2017, the Board reviewed the
effectiveness of the system of internal control that was
in operation during the financial year ended 31 March
2017. Details of specific risk review activity undertaken
during the year by the Executive Committee, the Audit
Committee and the Risk & CSR Committee, together
with the current risk registers, were presented by
the CEO.
The following activity was noted at that review:
Executive risk review
––Risk owners had reviewed and updated their
risks prior to review by the Executive Committee.
––Executive Committee formal risk reviews had been
undertaken at four meetings during the year.
Board Committee risk review
––The Audit Committee had undertaken a detailed
review of the financial risk register at two meetings
during the year.
–– The Risk & CSR Committee had reviewed the nonfinancial risk register at four meetings during the year.
––The Risk & CSR Committee had undertaken deep
dive reviews into specific risks through the year.
Update to risk reporting format
––A revised risk reporting format had been prepared
and reviewed by the Audit Committee, Risk & CSR
Committee and Executive Committee. Following
various revisions, it had been approved and
implemented during the year under review. Details of
the work of the Risk & CSR Committee in respect of
the review of risk management and its reporting can
be found in the report of the Risk & CSR Committee
on page 66.
As a result of the presentation to the Board, the Board
considered that the risk review activity that had taken
place during the year was effective.

Committee oversight of risk management
The risk management process and the system of
internal control necessary to manage risks are managed
by the Audit Committee (financial risks) and the Risk
& CSR Committee (non-financial risks). The full Board
attends these Committee meetings, either as a
Committee member or as a guest so as to receive at
first-hand the findings of the Committee. Details of the
Committee memberships are set out on page 46. The
internal audit function independently reviews the risk
identification and control processes implemented by
management, and reports to the respective Committee.
The Audit Committee and the Risk & CSR Committee also
review the assurance process, ensuring that an appropriate
mix of techniques is used to obtain the level of assurance
required by the Board. The reports of both Committees
can be found on pages 59 and 64 respectively.
Risk reporting is embedded in the management of the
business through the Executive Committee and monthly
Business Performance Reviews and feeds into Group
strategy at the executive and Board level.
Internal audit function
The internal audit function, which is independent of the
business and has a direct reporting line to the Audit
Committee, provides assurance to the Board and its
Committees over the effectiveness of the internal
control environment. The programme of work
undertaken by the internal audit function is approved
in advance by the Audit Committee. It is prioritised
according to risk, including those risks identified by
the Group through its risk management processes.
Additionally, regular discussions are held between the
internal audit function and the external auditor regarding
internal audit reports, risks, internal audit plans and the
wider control environment.
Board statements relating to risk management
Board statements relating to the ‘fair, balanced and
understandable assessment’, principal risks, the
effectiveness of the risk management and internal
control process, and going concern statement,
can be found on page 58. The longer-term viability
assessment can be found in the Strategic report
on page 22.
Risk management and assurance activity
– Three lines of defence model
Risk management and assurance activity conforms
to the three lines of defence model as detailed on
page 55. The first line of defence is performed by the
businesses, through managing activities in accordance
with established operating principles; the second line
of defence is performed by the oversight functions,
including the safety and governance team; and the third
line of defence is performed by the internal audit team,
reporting to the Executive Committee, to the Board’s
Audit Committee in respect of financial risks, and to
the Board’s Risk & CSR Committee in respect of
non-financial risks.
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Three lines of defence model
Board

Audit Committee/Risk & CSR Committee
– Receive reports from the assurance functions. Identification of
the principal risks facing the Group and agreement of an acceptable
level of risk – page 54.

– The reports of the Audit Committee and of the Risk & CSR Committee
can be found on pages 59 and 64 respectively.

Senior Management and Executive Committee
1st Line of Defence
–
–
–
–
–
–

2nd Line of Defence

Risk management
Managers identify and evaluate risks
Design and operation of internal controls
to mitigate risks
Application of delegated authorities, policies,
procedures and codes of practice.
Annual process of a hierarchical selfcertification, reporting to assurance
function – page 56.
Anti-bribery and corruption measures – page 31.
Ethics training – page 31.

Risk assurance
– Oversight by management in the business
and oversight functions.
– Production of management controls
and internal control processes.
– Reports to the Board and the
Executive Committee.

Details of key strategic and operational risks can
be found in the Strategic report on pages 22 to 25,
details of the assurance process in respect of
financial reporting and the preparation of consolidated
accounts can be found on page 56, and details of risk
management and assurance activity in respect of US
subsidiaries within the requirements of the US National
Industry Security Program can be found on page 57.
Review of significant risks
The Board, the Audit Committee and the Risk & CSR
Committee regularly review significant risks to the
business. Significant risks are risks, both financial and
non-financial, which are related to the achievement of
business objectives. They are identified, evaluated and
mitigated by QinetiQ’s managers and are assessed
on a continual basis. They may be associated with
a variety of internal and external events, including
control breakdowns, competition, disruption, regulatory
requirements, and natural and other catastrophes.
Managers are responsible for the implementation of
suitable internal controls to ensure effective mitigation.

3rd Line of Defence
Internal audit
– Reviews and evaluates risk management
activity and provides assurance of the
effectiveness of the control environment
to manage risks – page 54.
– Management of external confidential reporting
process – page 56.
– Reports to the Board and Executive Committee.

Internal control system
QinetiQ’s businesses are responsible for ensuring
that a robust risk and control environment is in place
as part of their day-to-day operations. Management
in the business oversee this process and a clear set of
delegated authorities is in place, covering financial and
non-financial activities, and is consistent with effective
operational control and risk management and the
Board’s risk appetite. Key business policies, procedures
and codes of practice, together with the Company’s
Code of Conduct, are available on the Company’s
intranet and apply to every employee within the QinetiQ
Group, including all subsidiaries, with the exception of
Foster-Miller, Inc., due to the proxy arrangement as
detailed on page 57. Foster-Miller, Inc. is, however,
an active and supportive participant in this overall
framework and their President is a member of
the Executive Committee.
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Risk reporting is
embedded in the
management of the
business through the
Executive Committee
and monthly Business
Performance Reviews
and feeds into Group
strategy at the
executive and
Board level.

Risk assurance activity during the year
Risk assurance activity was ongoing during the year
under review. The following areas were covered by the
Executive Committee and then key issues reported
four times a year to the Risk & CSR Committee:
––Updates in respect of general risk governance
from the Group Director, Safety and Governance.
––Reviews of business risk registers and moderation
to form the Group Risk Register.
––Quarterly reports from the internal audit function in
respect of the effective management of Group risks
and the risk management process.
––Review of the risk identification process.
––The output from the self-certification process and
a review of the effectiveness of internal controls.
––Regularly requiring risk owners to report their
activity to the Risk & CSR Committee.
Self-certification process
An annual process of hierarchical self-certification on
the effectiveness of internal controls, which provides
a documented and auditable trail of accountability for
the operation of the system of internal control, is in
operation. This process is informed by a rigorous and
structured self-assessment that addresses compliance
with Group policy. It provides for successive assurances
to be given at increasingly higher levels of management
and, finally, to the Board. The self-certification process
is carried out at the full year and the half-year.
Risk management and internal control:
Financial reporting process
The following elements provide assurance in respect
of the financial reporting process and preparation
of consolidated accounts:
––The financial management and control framework;
––The Company’s finance function;
––The internal control and risk management systems;
––The internal audit function;
––The external audit function; and
––Oversight by the Audit Committee and the Board.
The Company operates a financial management and
control framework, comprising a system of targets,
reporting (external and internal) and controls, that is
embedded throughout the businesses and on which
progress is reported to the Audit Committee and to
the Board. The finance function consists of different
financial reporting teams who report to the CFO. The
Group Finance team comprises suitably qualified and
experienced professionals, including accountants. It is

responsible for the preparation of the half-year and
annual reports and for internal financial reporting
to senior management and the Board. To ensure a
consistency of approach and accuracy in financial
reporting, the team provides advice on accounting
and financial reporting issues to QinetiQ’s businesses
and sets the Group’s accounting policies which are
contained in the Finance Accounting Manual. The
team liaises with the external auditor.
The internal control and risk management systems
described on pages 54 to 57 apply to the Company’s
process of financial reporting and the preparation of
consolidated accounts. The internal audit and external
audit functions, and the reviews by the Audit Committee
and the Board, provide a structured approach to the
review and challenge of financial information and
financial reporting. The report of the Audit Committee
can be found on page 59 and the work of the Board
in respect of financial oversight can be found on
pages 45 and 54.
Employee reporting and guidance:
Confidential reporting process
QinetiQ has in place a confidential reporting process
which is detailed on the Company’s intranet. If an
individual does not feel that they can resolve any
concerns with the Company directly, either through
discussions with their line manager or directly with the
Company Secretary or Group Internal Audit Manager,
they can use an externally provided confidential internet
and telephone reporting system, as noted in the People
and relationships section on page 31. All concerns are
passed by the external third party to the Group Internal
Audit Manager who will ensure that they are held in
strict confidence and are properly investigated. Reports
on confidential reporting activity and the outcome
of investigations are regularly reported to the Audit
Committee. The Audit Committee reviewed the
effectiveness of the Group’s confidential reporting
process during the year, as noted on page 60.
Anti-bribery and the prevention of corruption
QinetiQ has internal procedures in place that are
designed to ensure compliance with the UK Bribery
Act 2010, and other international regulations and
best practice relating to the prevention of corruption,
which are applicable to its business.
Ethics
The Company provides employees with guidance to
assist them in making informed ethical decisions on
a day-to-day basis, including the Company’s Code
of Conduct, mandatory annual ethics training for all
employees and the Company’s Directors, and links
to the country risk table and review panel processes
for doing business in high risk countries. Further details
can be found in the People and relationships section
on page 31.

It has been placed
under a Proxy
arrangement as it
is required by the US
National Industrial
Security Program
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Management and control of US subsidiaries
The US Global Products division, trading as QinetiQ
North America, which contributed approximately £70m
to the Group’s revenue in 2017, operates under a Proxy
arrangement, as detailed below, with the remainder of
the US business operating outside the Proxy regime and
therefore following the same reporting lines and processes
as the Group’s other, non-regulated businesses.

In terms of the power to govern, the Proxy agreement
vests certain powers solely with the Proxy holders
and certain powers solely with QinetiQ. For example,
the Proxy holders cannot carry out any of the below
without QinetiQ’s express approval:

US Global Products division and the Proxy arrangement
The US Global Products division, trading as QinetiQ
North America, is managed via Foster-Miller, Inc. (FMI),
a wholly-owned subsidiary of QinetiQ in the US. It has
been placed under a Proxy arrangement as it is required
by the US National Industrial Security Program to
maintain facility security clearances and to be insulated
from foreign ownership, control or influence. Under
the Proxy arrangement, FMI and the US Department
of Defense (DoD) are parties to a Proxy agreement
that regulates the management and operation of
FMI. Pursuant to this Proxy agreement, QinetiQ has
appointed four US citizens who hold the requisite US
security clearances as Proxy holders to exercise the
voting rights in FMI.
The current Proxy holders comprise David Carey, John
Currier, Tom Mills and Scott Webster and have all been
in office during the year under review. The Proxy holders
are also Directors of FMI, with David Carey as Chairman.
In addition to their powers as Directors, the Proxy
holders have power under the Proxy arrangements
to exercise all prerogatives of share ownership of FMI.
The Proxy holders have a fiduciary duty, and agree,
to perform their role in the best interests of QinetiQ as
shareholder (including the legitimate economic interest),
and in a manner consistent with the national security
interests of the US. QinetiQ Group plc does not have any
representation on the Board of FMI. QinetiQ Group plc
may not remove the Proxy holders other than for acts
of gross negligence or wilful misconduct or for breach
of the Proxy agreement (and always only with the
consent of the US Defense Security Service).
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––sell or dispose of, in any manner, capital assets
or the business of FMI;
––pledge, mortgage or encumber assets of FMI for
purposes other than obtaining working capital
or funds for capital improvements;
––merge, consolidate, reorganise or dissolve FMI; and
––file or make any petition under the federal bankruptcy
laws or similar law or statute of any state or any
foreign country.
Unlike minority interest holders with protective veto
rights, QinetiQ can unilaterally require the above to be
carried out and these are, therefore, considered to be
significant participative features. In addition, QinetiQ
can require the payment of dividends, and the
pay-down of parent company loans, from FMI.
The Company maintains its involvement in FMI’s
activities through normal business activity and liaison
with the Chair of the Proxy Board. QinetiQ’s CEO and/or
CFO attended four meetings of the Proxy Board during
the year under review. In addition, the March Board
and Committee meetings were held at the FMI site in
Waltham. Members of the local leadership team met
with Board members and attended part of the Board
meeting, and the Board went on a site visit and met
local employees.
The President of FMI is a member of the Executive
Committee (as detailed on page 47). FMI commercial
and governance activity is included in the business
update provided in the regular executive report to the
Board. This activity is subject always to the confines of
the Proxy regime to ensure that it meets the requirement
that FMI must conduct its business affairs without
external control or influence, and the requirements
necessary to protect the US national security interest.
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Board statements relating to risk management.

The Group continues
to adopt the goingconcern basis
in preparing its
financial statements.

Directors’ statement in respect of ‘fair, balanced
and understandable’ assessment
All of the Directors consider that the Annual Report,
taken as a whole, is fair, balanced and understandable
and provides the information necessary for shareholders
to assess the Company’s position and performance,
business model and strategy. In this context, the
coordination and review of the Group-wide input into the
Annual Report is a vital part of the control process upon
which the Directors rely and is an exercise which spans
a period wider than the timetable for compiling the
Annual Report itself. Critically these processes include
the controls the business operates throughout the year
to identify key financial and operational issues. Further
details can be found in the report of the Audit
Committee on page 61.
Board assessment of principal risks
The Board confirms that it has carried out a robust
assessment of the principal risks facing the Company,
including those that would threaten its business model,
future performance, solvency or liquidity. The way in
which the Board understands and manages risk is set
out on pages 54 to 66 and details of principal risks
and their management and mitigation can be found on
pages 22 to 25. Board level oversight is carried out by
the Audit Committee and the Risk & CSR Committee.
At its meeting in March 2017, the CEO presented
details of the risk review activities that had taken
place during the year.
Board review of the effectiveness of risk management
and internal control processes
The Board confirms that it has conducted a review of
the effectiveness of the Company’s risk management
and internal control systems in operation during the
year, as required by the Code. The Board considers that
the risk review activities undertaken during the year
under review, as presented by the CEO at the Board’s
March meeting, amounted to an effective system being
in place to ensure that all aspects of risk management
and internal control had been considered for the year
under review. Details of the Company’s principal risks
and uncertainties and how they are managed and
mitigated can be found in the Strategic Report on pages
22 to 25. Details of the Company’s risk management
and internal control systems are set out in this
Corporate governance statement on pages 54 to 66,
and the reports of the Audit Committee and Risk &
CSR Committee in respect of the oversight of
risk management can be found on pages 59
and 64 respectively.

Going concern
The Group’s activities, combined with the factors
that are likely to affect its future development and
performance, are set out on pages 2 to 37. The Chief
Financial Officer’s review on pages 34 to 37 sets out
details of the financial position of the Group, the cash
flows, committed borrowing facilities, liquidity, and the
Group’s policies and processes for managing its capital
and financial risks. Note 26 on page 129 to the financial
statements also provides details of the Group’s hedging
activities, financial instruments, and its exposure to
liquidity and credit risk.
The Group meets its day-to-day working capital
requirements through its available cash funds and
its bank facilities. The market conditions in which the
Group operates have been, and are expected to continue
to be, challenging as spending from the Group’s key
customers in its primary markets in the UK and US
remains under pressure. Despite these challenges,
the Directors believe that the Group is well positioned
to manage its overall business risks successfully.
After making enquiries, the Directors have a
reasonable expectation that the Group has
adequate resources to continue in operational
existence for the foreseeable future. The Group
therefore continues to adopt the going-concern
basis in preparing its financial statements.
The Group is exposed to various risks and uncertainties,
the principal ones being summarised in the ‘Principal
risks and uncertainties’ section on pages 22 to 25.
Crystallisation of such risks, to the extent not fully
mitigated, would lead to a negative impact on the
Group’s financial results but none are deemed
sufficiently material to prevent the Group from
continuing as a going concern for the next 12 months.
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Report of the Audit Committee

The Audit Committee is chaired by Paul Murray.
The Board considers him to have recent and relevant
financial experience. He was formerly Group Finance
Director of Carlton Communications plc and LASMO plc,
and he is currently Audit & Risk Committee Chairman
at Royal Mail Group plc. The Board considers the
members of the Committee to be independent. They
bring extensive experience of corporate management
in senior executive positions to the Company. Details
of their background and experience can be found
on pages 48 and 49. The CEO, CFO, Group Financial
Controller, Group Internal Audit Manager and
representatives of the external auditor normally
attend Audit Committee meetings.
Main responsibilities
The Audit Committee monitors the Group’s integrity
in financial reporting and reviews the effectiveness
of the financial risk management framework.
The Committee’s full terms of reference can be found
in the Governance section of the QinetiQ website at
www.QinetiQ.com/about-us/ corporate-governance.

Paul Murray
Audit Committee Chairman

The Audit Committee
monitors the Group’s
integrity in financial
reporting and reviews
the effectiveness
of the financial
risk management
framework.

The Audit Committee meets as necessary and at
least four times a year. During the financial year ended
31 March 2017, the Committee met on six occasions.

Dear shareholder,
I am pleased to present the report of the Audit
Committee on the work carried out during the last
financial year. The Committee continues to operate
on the basis of an open but challenging dialogue with
management and with the internal and external auditors,
and the application of an appropriate level of scrutiny.
The main responsibilities of the Committee are set out in
this report. In addition to reviewing the Group’s financial
reporting processes and external audit effectiveness, two
key areas that the Committee considered during the year
were (i) a review of the process for risk management and
reporting, in conjunction with the Risk & CSR Committee,
in response to the outcome from last year’s review of
the effectiveness of the Board and its Committees.
Further details are set out in the report of the Risk & CSR
Committee on page 66 and the Committee reviewed the
new process/format at its March 2017 meeting; and (ii)
to initiate and oversee an audit tender process for the
appointment of the external auditor, of which further details
can be found in this report. After the successful conclusion
of the tender, the Board approved the appointment of
PricewaterhouseCoopers LLP as the external auditor for
the financial year ending 31 March 2018, to succeed KPMG
LLP. I would like to thank all of the audit firms for their
professionalism and work in the audit tender process,
and also the team at KPMG who have worked closely
with the Committee over many years.
As noted on page 51, an internal review of the
effectiveness of the Board and its Committees was
carried out during the year. The outcome of the review
in respect of the Audit Committee is set out on page 62.
Paul Murray
Audit Committee Chairman

The external auditor has the right to request that a meeting
of the Audit Committee be convened. During the past
financial year, and in accordance with its terms of
reference, the Committee met with each of QinetiQ’s
external auditor and the Group Internal Audit Manager
on two separate occasions, without Executive Directors
present, to discuss the audit process and assure itself
regarding resourcing, auditor independence and objectivity.
Activities during the year
The Committee has an annual calendar of activities, in
addition to which it identifies particular areas of focus
during the year. During the course of its meetings, the
Committee received presentations, reports and analyses
from the CFO, the Group Financial Controller, the Group
Internal Audit Manager and the external auditor.
The key activities during the year were as follows:
a) Internal controls (page 60);
b) Financial reporting: the significant issues considered
by the Committee in relation to the preparation
and reporting of the full and half-year financial
statements, and how these issues were addressed
(page assessment of the ‘fair, balanced and
understandable’ requirement (page 61);
c) Audit Committee effectiveness review (page 62);
and
d) External audit:
–– Effectiveness of external audit process
(page 62);
–– External auditor independence and the provision
of non-audit services (page 63);
–– Review of the effectiveness and the
independence of the external auditor (page 63);
and
–– External audit tender and the appointment
of auditor (page 63).
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Report of the Audit Committee continued

During the year under
review, the Committee
monitored the
effectiveness of the
systems of internal
control to gain
assurance that an
effective control
framework was
maintained.

Other matters considered during the year:
The following matters are examples of items which the
Committee considered during the year under review as
part of its annual cycle:
––External audit strategy for FY17: The external auditor
presented a paper on their FY17 audit strategy.
Significant risks to be reviewed included, among
others, timing and recognition of revenue and profit,
value of goodwill, tax treatments and accounting,
and pensions accounting.
––Audit tender process: The Committee was kept
informed on the work of the working group it had set
up to carry out the audit tender process. A meeting
of the Committee was held in January 2017 solely for
the purpose of considering the final two candidates
and for making a recommendation to the Board.
Details of the audit tender process and its outcome
can be found on page 63.
––Group tax policy review: The CFO presented a
paper to update the Committee on the Group’s tax
priorities and issues. Various aspects of the Group’s
R&D expenditure credit claims were discussed. The
tax policy was considered to be cautious and the
Company was up to date with its tax compliance.
––Annual review of the Committee’s Terms of Reference
and annual schedule of activities: No changes were
made to the Terms of Reference. The annual schedule
of activities was updated to reduce the number
of meetings in May from two to one.
a) Internal controls:
During the year under review, the Committee monitored
the effectiveness of the systems of internal control to
gain assurance that an effective control framework was
maintained. Reports on the effective operation of the
control framework were received from management
and reviewed by the Committee along with key policies
and processes.
During the year under review, at four meetings, reports
on the operation of internal controls and risk management
processes, including the confidential reporting process,
were received from the internal auditor.
Particular attention was given to the timely and effective
implementation of remedial actions, either identified by
the business directly, or by the internal audit function,
with updates on improvement actions being scheduled
for follow-up at a later meeting during the year. The
internal audit function’s risk based strategic and annual
plan was presented to, and scrutinised twice during the
year by, the Committee, to provide assurance that
resources were adequate and directed towards
key risk areas.

The annual plan is structured to ensure that all
significant financial and non-financial risks are reviewed
within a rolling three-year strategic plan. The audits
include the review of financial systems, programmes
and projects, as well as the management of specific
risks identified through the Group’s risk management
processes. During the year under review, the internal
audit function audited constituent parts of the Group’s
transformation programme, in line with a programme
to support adherence to plans and achievement of
outcomes. Other areas of focus during the year were
anti-bribery and corruption processes and I.T. risk
and control.
Internal audit activity in the year continued to indicate
that, overall, an effective control environment was in
place, with an open culture of continuous improvement
being demonstrated by regular management requests
for internal audits to be undertaken.
The Committee also regularly reviews the effectiveness
of the financial risk management framework, including
reviewing key financial risks and assessing the
effectiveness of management’s remedial action plans.
During the year, the Committee undertook a detailed
review of the financial risk register, noting (i) risks being
actively managed through internal mitigation activity,
including the timeframe for current mitigation to improve
the risk position, (ii) risks managed at post-mitigation
levels but heavily influenced by external factors and/or
that require ongoing monitoring, and (iii) retired risks.
As noted on page 50, following on from the Board
effectiveness review, the format for the Group Risk
Register and for risk reporting was reviewed by the
Board at its September and March meetings respectively.
The Board approved a revised and updated Group Risk
Register at its September meeting, and the effectiveness
of the register will be considered during the financial
year ended 31 March 2018.
The process in respect of QinetiQ North America is
adjusted to take into account the Proxy arrangements
referred to on page 57. The executive management
function has regular contact with the Chair of the Proxy
Board and with US executive management, and the
Group’s internal controls have been applied as far as
possible within the requirements of the Proxy regime.
The internal audit function continues to work closely
with US management to gain assurance that an
effective control environment is in place. In addition, the
Executive Directors attended meetings of the US Board
during the year and further such meetings are planned.
The Committee confirms its view that it has received
sufficient, reliable and timely information from
management in the last financial year to enable
it to fulfil its responsibilities.

...the Committee
was satisfied that the
accounting disclosures
and assumptions
were reasonable and
appropriate for a
business of the Group’s
size and complexity...
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b) Financial Reporting – the significant issues
considered by the Committee in relation to the
preparation and reporting of the full and half
year financial statements, and how these
issues were addressed:
The Committee reviewed whether suitable accounting
policies had been adopted, whether management had
made the appropriate estimates and judgements, and
sought support from the external auditor to assess
them. To facilitate this process, the Committee received
presentations from the CFO and the Group Financial
Controller in respect of goodwill, accounting provisions
for key contracts, litigation, trade controls and the
treatment for taxation. It also received a report from
the external auditor on the outcome of the audit.

c) Assessment of the ‘fair, balanced and
understandable’ requirement:
The Committee was required to provide advice to the
Board to meet with the requirements of the Code on
whether the annual report and accounts, taken as a
whole, provide a fair, balanced and understandable
assessment of the Company’s financial position and
future prospects and provide all information necessary
to a shareholder to assess the Group’s performance,
business model and strategy. To enable it to do so,
the CFO and members of management presented to
the Committee details of the processes followed by
management in preparing the accounts. In particular,
the Committee noted:

The Committee reviewed the following main issues
for the periods ended 30 September 2016 and
31 March 2017:
–– the basis for, and judgements made by management
in determining, the liabilities recorded for litigation,
onerous contracts, potential claims and other disputes;
––the carrying values of the Group’s cash generating
units (CGUs), specifically goodwill associated with the
US Global Products CGU which had been impaired
in the prior year. The major assumptions impacting
on the net present value of future expected cash
flows were also discussed. Certain discount rate
assumptions and market growth forecasts are
advised by external consultants;
––assumptions used to value the net pension
asset of £156.0m (as advised by the Company’s
external actuaries);
––a quality of earnings analysis prepared
by management;
––the disclosures in the preliminary announcement
and annual report and accounts, in particular those
relating to non-recurring items (specifically, the £5.2m
relating to the release of engine servicing obligations),
risk, goodwill and tax;
––the implications of delays to the BEPI-Colombo
mission to Mercury programme; and
––the process for making the longer-term viability
statement and the assessment of different scenarios
that could arise, to enable the Committee to make
a recommendation to the Board at its May meeting.
Further details can be found on page 22.
The reviews were carried out by way of papers
presented by the CFO, the Group Financial Controller,
the external auditor and the internal auditor, and
through discussions with management. Based upon
the business assurance process and discussions with
management and the external auditor, the Committee
was satisfied that the accounting disclosures and
assumptions were reasonable and appropriate for
a business of the Group’s size and complexity, that
the external auditor had fulfilled its responsibilities
in scrutinising the financial statements for any
material misstatements and that the disclosures
were satisfactory.
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––the Group has developed a clear strategy, which has
been presented to the Board for review during the year
by business leaders, with updates on progress at each
Board meeting;
––monthly business reviews are undertaken by senior
management which include monitoring business
progress against budget;
––business performance is monitored by the Board
as detailed on page 44;
––key individuals from appropriate business divisions
and functions contribute to, or are involved in the
verification of, the content of the Annual Report;
––the Company has an Annual Report working group,
comprising individuals from the Finance, Investor
Relations, Assurance, HR, Group Strategy, Company
Secretariat and Communications functions, which
adheres to a timetable of actions for the production
and review of the Annual Report;
––the Annual Report working group is aware of the fair,
balanced and understandable requirements and is
tasked with ensuring that the Annual Report takes
account of those requirements;
––a checklist of considerations to ensure the
requirements were met was completed by the
working group and presented to the Committee in
order to provide assurance to the Committee (and
to the Board). The checklist includes areas such as
ensuring what must be included to satisfy regulatory
requirements, consulting with relevant experienced
people to contribute and review each section, avoiding
where possible the use of boiler-plate language and
jargon, ensuring that all matters are discussed and all
issues reported at an appropriate level of aggregation,
with tables of reconciliations supported by and
consistent with the accompanying narrative. There is
an opportunity for contributors to provide comments
on areas where there were difficulties or details of
specific issues that have been considered; and
––that ‘Alternative Performance Measures’ are
appropriately described and reconciled to ‘statutory’
measures in the Annual Report and Accounts.
The external auditor confirmed their satisfaction with
the standard achieved. The Board’s statement in this
respect can be found on page 58.
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Report of the Audit Committee continued

The transition to a
new CFO and external
auditor was identified
as a key priority for
the Committee in
the coming year...

d) Audit Committee effectiveness review:
The Committee’s September meeting considered
the processes to be followed for the various
governance reviews. With regard to the Audit Committee
effectiveness review, as reported on page 50, the most
recent external effectiveness evaluation of the Board
and its Committees took place during 2016 and it
was agreed therefore that for 2017, the evaluation
of the effectiveness of the Committee would be taken
alongside the Board effectiveness review and carried
out by way of an externally provided questionnairebased process.
The following actions had been noted from the 2016
effectiveness review:
––A review of risk management and reporting
processes, led by the Chairs of the Audit Committee
and the Risk & CSR Committee;
––An update on the processes for the risk management
and controls of the US business; and
––To continue with Committee training to keep
appraised of legislative evolution and best practice.
These items were covered during the year under review.
Details of the risk review can be found in the Report of
the Risk & CSR Committee on page 66. The processes
for risk management and control of the US business
were covered in reports from the internal audit function,
and the Committee received updates from the external
auditor in respect of financial matters.
As detailed on page 51, the 2017 Board and Committee
effectiveness reviews were carried out by way of
an externally-provided questionnaire. The Audit
Committee questionnaire covered time management
and composition, Committee processes and support,
the work of the Committee and priorities for change.
The outcome of the review was considered at the
Committee’s March meeting. The effectiveness of the
Committee continued to be rated highly. It was agreed
that the Committee should continue with its process
and discussion of items, with importance placed on
focus and discipline. The transition to a new CFO and
external auditor was identified as a key priority for the
Committee in the coming year, along with obtaining
more insight into any issues created by the ongoing
transformation programme, improving the insight
provided and ensuring that the reporting focuses
the Committee on the key issues.

e) External Audit
Review of the effectiveness of the external audit process
The Committee’s September meeting considered
the approach for monitoring the effectiveness and
independence of the external audit process in the light
of the requirements of the Code and Financial Reporting
Council guidance. In terms of timing, in previous years,
the external audit had still been under way when the
effectiveness questionnaire had been issued, with
the results of the review being considered at the
Committee’s May meeting. As this timetable gave little
opportunity for the external auditor to respond or correct
any issues within the audit cycle, the Committee
decided to change the timetable and to undertake the
review around June time, by way of a questionnairebased process, and to report the findings at the
September Audit Committee meeting. This would
provide an opportunity for any improvements to be put
in place in time for the year-end audit. For the purpose
of the 2017 year-end, an update was provided at the
Committee’s May meeting on the actions arising
from the 2016 effectiveness review.
The 2016 review had been undertaken by way
of questionnaire and had included the views of
management and employees who were involved in
supporting the external audit work, feedback from
the CFO and Group Financial Controller and an open
Committee discussion without the external auditor
being present.
At the May 2017 meeting, a report was received detailing
the improvement actions implemented during the 2017
financial year external audit process which had arisen
from the detailed 2016 review questionnaire referred
to above, as well as the output from an effectiveness
review meeting held between KPMG, Group Finance
and Group Internal Audit earlier in the 2017 financial year.
Review by the FRC’s Audit Quality Review Team
During the year, the audit of the financial statements
of the Group for the year ended 31 March 2016 was
subject to a review by the Financial Reporting Council’s
(‘FRC’) Audit Quality Review Team (‘AQRT’). The
Committee did not consider any of the review findings
to have a significant impact on KPMG’s audit approach.

The Committee
concluded that
PricewaterhouseCoopers
LLP (‘PwC’) was
the preferred firm
to conduct the audit
engagement, and that
they would bring a
fresh approach
to the audit...
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External auditor independence and the
provision of non-audit services:
Policy on the regulation of non-audit work
and safeguarding auditor independence
The Company views it as essential that the external
auditor is both independent of any conflict of interest
and perceived to be so. To safeguard auditor
independence and objectivity, the following
process is operated by the Company:

External audit tender and appointment of auditor
KPMG has been the auditor of the QinetiQ Group since its
formation in 2001 pursuant to a competitive tender and is
responsible for the audit of the financial statements for the
year ended 31 March 2017, following their reappointment
at the 2016 Annual General Meeting.

The Company has a Code of Practice applicable to all
employees which sets out the principles for regulating
the award of non-audit work to the external auditor.
The Code of Practice clearly articulates the non-audit
services which are prohibited, the non-audit services
which can be purchased and the key approvals that
are necessary prior to the provision of non-audit work.
Pursuant to the Code of Practice, any non-audit services
conducted by the auditor require the prior consent
of the CFO or the Chairman of the Audit Committee;
any services exceeding £50,000 in value require the
prior consent of the Audit Committee as a whole.
Further, and in line with this policy, the Committee
ensures that any advisory and/or consulting services
provided by the external auditor do not conflict with
its statutory audit responsibilities and are conducted
through entirely separate working teams; such advisory
and/or consulting services generally only cover
regulatory reporting, tax, and mergers and
acquisitions work.
The Code of Practice enables the Committee to take
corrective action if it believes that there is a risk of the
external auditor’s independence being undermined
through the award of such work.
It is also QinetiQ’s policy that no KPMG employee may
be appointed to a senior position within the QinetiQ
Group without the prior approval of the CFO.
Review of non-audit work during the year
The Committee reviews the cost and nature of non-audit
work undertaken by the external auditor at three meetings
as a standing item, with a fourth meeting considering the
auditor’s fees as part of the year-end review.
In the last financial year, the fees relating to non-audit
services amounted to £9,000 (2016: £199,000), being
approximately 1% of the audit fee and 1% of the total
fees. The fees related to advisory services in respect
of business risk assessments. The Committee had
concluded, prior to engaging KPMG for the provision
of these services, that there had not been any conflict
of interest that might compromise the independence
of KPMG’s audit work. Details of the external auditor’s
remuneration can be found in note 5 on page 115.
Review of the effectiveness and the independence
of the external auditor
At its May meeting, the Committee reviewed the
effectiveness and the independence of the external auditor
during the year. The members of the Committee have
declared themselves satisfied with the performance of
KPMG as the Company’s auditor in the last financial year.
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The Company stated in the previous Annual Report and Accounts
that it was its intention to align the process for putting the
external audit contract out to tender with the conclusion in 2017
of the five-year tenure of the audit partner. The tender process
was managed by the Audit Committee and a sub-committee
appointed, comprising the Audit Committee Chairman, two
Non-executive Directors, the CFO and the Group Financial
Controller. A three-stage process was designed and, in June
2016, a notification of interest document and an independence
assessment document were issued to interested firms.
Stage 1 required submission of a ‘summary information’
document and an interview with the sub-committee. A number
of audit firms requested one-on-one meetings with the Audit
Committee Chairman prior to the Stage 1 submission. These
meetings were held in September 2016.
Stage 2 required submission of a detailed, formal proposal
document. A virtual data room was made available to the firms
containing relevant QinetiQ information, in order to assist with
preparation of their proposals. The audit firms were able to
interview members of QinetiQ management, to understand the
requirements of the role and the complexities of the organisation.
This process took place from September to December 2016.
Stage 3 involved presentations and interviews with the
sub-committee and took place in January 2017. Criteria
considered by the sub-committee as part of the evaluation
process included audit effectiveness and approach,
commerciality and independence, insight and understanding,
perspective on accounting judgements and sector experience.
Following Stage 3, the sub-committee made a recommendation
as to first and second choice candidates, with reasons (as
required by the regulations) to the Audit Committee at a meeting
convened in January 2017 specifically to conclude the audit
tender process. The Committee noted the evaluation bases
made by the sub-committee and discussed them. The
Committee concluded that PricewaterhouseCoopers LLP
(‘PwC’) was the preferred firm to conduct the audit engagement,
and that they would bring a fresh approach to the audit, and
recommended to the Board that PwC be selected as the Group’s
external auditor for the year ending 31 March 2018. A resolution
to appoint PwC as auditor will be put to shareholders at the
Annual General Meeting on 19 July 2017. On behalf of the
Committee, I would like to thank all of the audit firms for
their professionalism and work in the audit tender process.

Statutory Audit Services Compliance
The Company confirms that, during the year under
review, it has complied with the requirements of the
Competition and Markets’s Authority Statutory Audit
Services for Large Companies Market Investigation
(Mandatory Use of Competitor Tender Processes ad
Audit Committee Responsibilities) Order 2014, which
relates to the frequency and governance of external
audit tenders and the setting of a policy on the
provision of non-audit services.
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Code Principle C – Accountability continued

Report of the Risk & CSR Committee.

Main responsibilities
The Committee has three primary functions:
––to oversee the sound operation of the Company’s
risk management systems;
––to monitor non-financial risk exposures, including
security, trade controls, ethics, corporate responsibility
and health, safety and environment; and
––to monitor adherence to the generic MOD
compliance system.
The Committee’s full terms of reference can be found
in the Governance section of the QinetiQ website at
www.QinetiQ.com/about-us/corporate-governance.
The Committee meets as necessary, although normally
not less than four times a year. During the financial
year ended 31 March 2017, the Committee met on
four occasions.

Admiral Sir James Burnell-Nugent
Risk & CSR Committee Chairman

A series of deep dives
are scheduled for the
course of each year,
to facilitate an in-depth
review and discussion
of key risks.

Dear shareholder,
I am pleased to report that, during the year, the
Committee continued to carry out its core functions,
with the support of the Executive Committee, in respect
of non-financial risk management and oversight. The
annual calendar of activity, together with the in-depth
review of red risks and ‘deep dives’ into key risk areas,
has continued to provide a firm basis on which the
Committee is able to oversee the operation of the
non-financial risk management processes within
the Group. Regular updates, including corporate
responsibility issues from management responsible
for specific areas, continued to further the Committee’s
understanding of risks and how they are mitigated.
In response to the outcome from last year’s review of
the effectiveness of the Board and its Committees, the
Committee, in conjunction with the Audit Committee,
reviewed the process for risk management and
reporting. Further details are set out in this report
on page 66. The effectiveness of the new process
will be monitored during the coming year.
Admiral Sir James Burnell-Nugent
Risk & CSR Committee Chairman

Activities during the year
The Committee has an annual calendar of activities, in
accordance with which it carries out its core functions
by way of regular reporting. In addition, it identifies
particular areas of focus (‘deep dives’). The Committee
continued to oversee health, safety and environment,
trade controls, corporate responsibility, ethics and
security through quarterly reports from the heads of
those functions in the business. Details of key activities
in respect of health, safety and environment and
business ethics are set out in the People and
relationships section on pages 30 to 33.
In addition, during the year under review, in response to
the outcome of last year’s review of the effectiveness
of the Board and its Committees, the Committee, in
conjunction with the Audit Committee, oversaw a
project to review the process for risk management
and reporting. Details can be found on page 66.
At each meeting, an introductory note of the key issues
for that particular meeting ensured that all relevant
matters were considered and dealt with appropriately.
In addition, a separate section of the Committee papers
contained supplementary materials to ensure that there
was sufficient detail for those Committee members
who wished to have more in-depth information on
a particular matter.
The key activities during the year were as follows:
a) a review of the Group’s risk management activities
(page 65);
b) a review of the generic MOD compliance system
(page 65); and
c) the outcome of the Committee’s effectiveness review
(page 66).
A series of deep dives are scheduled for the course of
each year, to facilitate an in-depth review and discussion
of key risks. Examples of the deep dives carried out
by the Committee during the year can be found on
page 65.

‘Red’ risks are made
the subject of a report
to the Committee or
become the subject of
a deep dive review as
part of the Company’s
risk management
processes.
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a) A review of the Group’s risk management activities:
Each Committee meeting during the year was
structured so that it received the following regular
reports: a report from the Group Director, Safety and
Governance, a report from the Group Director, Corporate
Responsibility and an update from the Group Head
of Internal Audit.

Oversight of the operation of the compliance system
is provided by the Committee. During the year under
review, the Committee received an annual report from
the Group Director, Safety and Governance and the
internal audit function on the compliance areas that
it monitored. The report was tabled at the January
meeting. A typical report includes a summary of the
scope and an executive summary of the findings with
an audit opinion. The report includes specific findings
with agreed associated time-bound action plans.

The report from the Group Director, Safety and
Governance covered key areas of risk management
activity, including health and safety and international
trade controls. It included a high level summary of
changes to non-financial risks, and an overview of
assurance activity. In July 2016, an air accident involving
a contracted-in Yak aircraft operating in support of the
Empire Test Pilots’ School sadly resulted in the death
of an RAF pilot and serious injury to the contractor
pilot. The Company is actively supporting the
subsequent official enquiries, and we will respond
to all recommendations made. As part of its work,
the Committee has considered, and will continue to
consider, the procedural and risk management aspects
of this incident. The report from the Group Director,
Corporate Responsibility covered areas including
business ethics training, emerging reputational risks,
anti-bribery and corruption, diversity and inclusion,
stakeholder engagement, trading policy and Modern
Slavery Act reporting. The report from the Group Head
of Internal Audit provided an update on internal audit
activity since the last meeting, details of progress with
audit recommendations and details of any overdue
recommended actions from internal audits.
Details of the principal risks and uncertainties can be
found in the Strategic report on pages 22 to 25. ‘Red’
risks are made the subject of a report to the Committee
or become the subject of a deep dive review as part
of the Company’s risk management processes.
b) Generic MOD compliance system:
A key aspect of the Committee’s work is the oversight
of the MOD’s generic compliance system. This is
integral to the work of QinetiQ in its relationship
with the UK Government.
The generic compliance system is designed to give
the MOD customer confidence that QinetiQ is able
to provide impartial advice during any competitive
evaluation of a procurement opportunity, where the
Group wishes to operate on both the ‘buy’ and the
‘supply’ sides. The aim is to achieve a balance between
meeting the needs of the procurement customers in the
MOD (principally Defence Equipment & Support) and the
need to allow QinetiQ the flexibility to exploit research
into the supply chain and pursue its planned commercial
activities, without compromising the defence or security
interests of the UK.
The Board nominates two senior executives to act as
Compliance Implementation Director and Compliance
Audit Director. Currently those roles are held by the
Group Director, Safety and Governance and the Company
Secretary and Group General Counsel respectively.
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The Committee addresses any issues that would arise
if QinetiQ were to fail to comply with the requirements
of the generic compliance system. No breaches were
noted during the year.

Examples of deep dive reviews into key risks carried out by the
Committee during the year:
––Cyber security/I.T. improvement programme
The Group Director, I.T. presented to the Committee on two
occasions during the year. He updated the Committee on
the Company’s I.T. security arrangements, including system
controls for high security networks, responsibilities for
information systems across the Group, details of cyber
security-related projects currently under way and steps being
taken to improve I.T. systems across the Group. The format
for a cyber security dashboard was considered and agreed
by the Committee, detailing critical areas of focus, their
status and actions or mitigations.
––Competition law and anti-bribery and corruption
The Company Secretary and Group General Counsel set out
the framework for compliance (including perceived gaps and
proposed remedial actions) with respect to each area of
legislation. The Head of Business Assurance advised of actions
being taken on anti-bribery and corruption compliance within
the Group in accordance with an established timetable.
––Recruitment and retention
The Group Director, Human Resources updated the meeting on
engagement with staff on changes being brought about by the
new organisational design programme and the focus being
applied to graduate retention and career development.
For each deep dive, Committee members were able to challenge
the details provided and receive further details or give guidance
as necessary.
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Report of the Risk & CSR Committee continued

The new reporting
process and risk
register format were
reviewed in conjunction
with the Audit
Committee in March
2017 and approved.

c) Effectiveness review:
As reported on page 50, the most recent external
effectiveness evaluation of the Board and its Committees
took place during 2016 and it was agreed therefore
that for 2017, the evaluation of the effectiveness of
the Committee would be taken alongside the Board
effectiveness review to be carried out by way of an
externally-provided questionnaire-based process.
The following actions had been noted from the 2016
effectiveness review:
––A review of risk management and reporting
processes, led by the Chairs of the Audit
Committee and the Risk & CSR Committee;
––To continue to focus on the big risk areas;
––To continue with the practice of having a more
focused discussion on fewer items, aided by
executive summaries;
––To work closely with the Executive Committee and
management in respect of risk management activity;
––To continue the practice of deep dives into subject
risk areas; and
––To review the Committee’s focus on Corporate
Responsibility in the light of best practice.
These items have been covered during the year
under review by the specific project with regard
to risk reporting and the ongoing Committee
activities, as noted in this report.
The outcome of the 2017 review was considered at
the Committee’s May meeting and was as follows:
The Risk & CSR Committee was rated highly and the
continued separation of financial and non-financial risk
into the Audit Committee and Risk & CSR Committee
respectively was considered to be working well and
created appropriate time to focus on key issues.
The following actions were also agreed for the
coming year:
–– Devoting more time to deep dives and less to reporting;
––Improved quality of papers;
––Continuing to simplify and further use the new risk
reporting system; and
––Further training in risk management.

Special Project: a review of the risk register
and risk management reporting:
The review of the risk register is a standing item on the
Committee’s agenda, with amendments being made
to reflect changes in the Group’s business and strategy.
Following the results of the Board and Committee effectiveness
reviews, the action to revise and clarify risk management and
reporting was carried out jointly by the Chairmen of the Audit
Committee and Risk & CSR Committee, in conjunction with the
Executive Committee. The Board had requested revisions to the
Group Enterprise Risk Reporting document to make clear the
changing nature of risks as new elements arise, and specific
mitigations are implemented, and thereby highlight areas
requiring focus.
A draft revised risk register was presented to the Committee
at its July meeting and to the Executive Committee later in
July, along with an implementation plan to roll out the new
risk reporting format and process. The Executive Committee
requested reassurance around briefings to risk owners and
leadership teams around the new metrics to be used in the
revised format. The Group Director, Safety and Governance
confirmed that briefings and support would be provided. The
Committee further reviewed the non-financial risk register in
September 2016 and January 2017. The Audit Committee
undertook a detailed review of the financial risk register in
September 2016. In addition, the risk reporting format was
updated. Amendments were made to the risk reporting document
and the format approved by the Audit Committee and the Board
at their September meetings. The Board requested revisions to
the Group Enterprise Risk reporting, to convey a dynamic sense
of progress and identify areas requiring focus. KPMG were
engaged to provide consultation on good practice risk reporting.
The new format was used for the November Audit and Risk &
CSR Committee meetings. The new reporting process and risk
register format were reviewed in conjunction with the Audit
Committee in March 2017 and approved. It was noted that the
improvements made to risk management had resulted in a new
reporting template, an Executive Committee focused risk review
and risk appetite review and new resource to improve tactical
risk management.

Report of the Security Committee
There was no requirement for the Committee
to meet during the year.
Membership and attendance during the year
The Security Committee is chaired by Admiral Sir
James Burnell-Nugent and the other Committee
members during the year were Michael Harper,
Ian Mason, David Mellors (until 31 December 2016),
Paul Murray, Susan Searle, David Smith (from
1 March 2017) and Steve Wadey.
Main responsibilities
The Committee was established in June 2009 to enable
UK nationals on the Board to consider matters of a UK
national security dimension that have an impact on
QinetiQ’s UK business. The Committee’s full terms of
reference can be found in the Governance section of
the QinetiQ website at www.QinetiQ.com/about-us/
corporate-governance.
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Code Principle E – Relations With Shareholders

Further investor activity
included an investor
event attended by
over 30 analysts
and investors at
the Farnborough
International Airshow
in July, and investor
visits to QinetiQ sites
on request.

Understanding the views of shareholders
The Chairman proactively offers to attend meetings
with key shareholders, and their corporate governance
teams, on a regular basis. The Chairman, the Senior
Independent Director and Non-executive Directors
routinely attend key financial calendar events such
as presentations of interim and preliminary results
and make themselves available to meet shareholders
as required.
The Board as a whole is informed on a regular basis
about the views of key shareholders including their
concerns. The Group Director Investor Relations
and Communications provides regular updates to
the Chairman and Non-executive Directors by way
of face-to-face briefings, email updates and a section
in the Executive Directors’ report which is included
in the Board papers as a standing item. The following
information is included in these reports:
––Investor relations activity (including background
information on investor relations activity, share
price performance, analyst expectations);
––Shareholder feedback; and
––Peer group news.
Investor relations activity during the year under review
In June 2016, the Chairman wrote to investors offering
a meeting with himself and the Senior Independent
Director. Subsequent meetings took place with investors
and topics covered included both the external context,
such as Brexit, and QinetiQ’s strategy. Further direct
communication was made with investors later in
2016 with regard to the transition to the new CFO, and
meetings were held between the new CFO and investors
as a result. In 2017, the Senior Independent Director
wrote to shareholders as part of the consultation on
the renewal of the Company’s remuneration policy
and has met with investors on this subject.
Investor roadshows were held in London in June and
November. Further investor activity included an investor
event attended by over 30 analysts and investors at the
Farnborough International Airshow in July, and investor
visits to QinetiQ sites on request.
Telephone briefings were held with analysts and
investors to explain the detail behind key market
announcements, such as the amendment to the
LTPA contract and the acquisition of the Target
Systems business during the year.
The Company updates the market by way of continued
quarterly trading updates, in conjunction with key
financial announcements and the full year and half-year
results. Telephone briefings for analysts and investors
took place in conjunction with these dates. Live and
post-event webcasts of key presentations are provided
in respect of the full year and half-year results.
All shareholders were invited to attend the Company’s
Annual General Meeting which was held on 20 July 2016
in London, at which the full Board was in attendance.

Providing information to shareholders
The Company sets itself the target of providing
information that is timely, clear and concise.
Key means of communication are:
––the Annual Report, which sets out the business model
and strategy, corporate governance arrangements
and financial results;
––announcements made via the Company’s website
or a regulatory information service;
––responding to environment, social and governance
questionnaires;
––results presentations and webcasts; and
––the Company’s website, www.QinetiQ.com, and an
app for smartphones and tablets. All shareholders and
potential shareholders can gain access to the Annual
Report, presentations to investors, Annual General
Meeting documentation, key financial information,
regulatory news, financial calendar, share and
dividend data and other significant information about
QinetiQ in the ‘Investors’ section of the Company’s
website, www.QinetiQ.com. The site also provides
contact details for any investor-related queries, by
telephone and by email.
The Company continues to look at ways of improving
the quality of its engagement with shareholders and to
explore with investors any additional practical means
by which it can give effect to the requirements of the
Financial Reporting Council’s UK Stewardship Code
for institutional investors, and of the Code.
Details of the Company’s share capital, which are
required to be disclosed in accordance with rule
7.2.6 of the Financial Conduct Authority’s Disclosure
Guidance and Transparency Rules, and the Directors’
powers in relation to issuing and buying back shares
can be found on pages 92 and 94 in the Directors’
report section of this Annual Report.
F
 urther information for shareholders
can be found on pages 152 to 153 of this
Annual Report
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Code Principle D – Remuneration
Directors’ Remuneration Report (DRR)

Chairman’s statement

Short-term operational excellence is critical and the
Remuneration Committee has spent a great deal of time
during the year considering the incentive arrangements
of the Executive Directors and the top 200 leaders
in the Company with a view to ensuring the right
balance between rewarding short-term performance
and long-term growth. A sharp focus on annual
performance will continue to be critical to delivering
sustained, longer-term shareholder value.
The new Directors’ Remuneration Policy
At the heart of the new policy, the Remuneration
Committee is proposing a new approach to incentives
which balances reward for incremental annual
performance and long-term sustainable shareholder
value creation as measured by share price appreciation
and a progressive dividend policy. It is the Committee’s
view that the new five-year strategy requires a bespoke
and innovative approach to remuneration.
The approach is designed to:
––Provide a clear link to strategy implementation
––Link short-term and sustained long-term
performance; and
––Align the interests of our shareholders and
leadership team.

Michael Harper
Remuneration Committee Chairman

Committee Members
Lynn Brubaker, Admiral
Sir James Burnell-Nugent,
Mark Elliott, Ian Mason, Paul
Murray and Susan Searle.
Chair’s statement;
pages 68 to 69.
At a glance; pages 70 to 71.
Remuneration Policy; pages
72 to 81.
Annual Report on
Remuneration; pages
82 to 91.
This report complies with
the Large and Mediumsized Companies and
Groups (Accounting and
Reports) (Amendment)
Regulations 2013.
During 2017 the Committee
met five times (detailed
summary of attendance
and activities are provided
on pages 46 and 84).

Dear Shareholder
On behalf of the Board, I am pleased to present the
Directors’ remuneration report for the financial year
ending 31 March 2017.
As the Chairman has outlined in his statement on page
4, the Board has been encouraged by the progress made
by the CEO and his new Executive Committee during the
year and by the momentum the CEO in particular has
given to the development and implementation of our
new growth strategy. The progress is evident from
the growth in our share price and our improved total
shareholder return performance.
Overall, the Remuneration Committee believes that good
progress has been made during the year with increased
orders and profitability. Overall, the annual contribution
to the Bonus Banking Plan pool remains consistent
with 2016 – see page 71.
The business context in 2017
Governments across the globe are increasingly seeking
to protect their citizens against a variety of security
threats. Our expertise in science and technology is
particularly relevant in this environment and we play
a vital role in linking different technologies and making
connections across supply chains and internationally.
The implementation of our new strategy, which
represents significant change in direction and
approach in the complex market of defence
is challenging and will take time.
The essence of the business strategy is to grow the
Company sustainably over the next five years through
transformation which continues at pace, partnering
with our customers and investing in organic growth.
This organic investment includes internal research
and development, complemented by bolt-on
acquisitions where there is a strong strategic fit.

The proposed incentive arrangements are built on the
key performance indicators and performance targets
which are integral to the five-year Integrated Strategic
Business Plan.
During the year we embarked on an extensive
consultation exercise with our largest shareholders and
their representatives and we have listened carefully to
the views we have received. The proposals which we
are asking shareholders to vote on at the Annual General
Meeting incorporate several design features which some
of our shareholders requested during the engagement
process. In summary the new policy:
––Reduces the total incentive opportunity from
425% to 325% of salary;
––Reduces the maximum award under the Bonus
Banking Plan from 225% to 200% of salary. As now,
half the award is deferred into shares and delivered
over a four-year period;
––Introduces a new annual Deferred Share Plan equal
to 125% of salary all of which is deferred into equity
and subject to a three-year performance underpin
with a further two-year holding period. This will
be used in place of the performance share plan;
––Increases the minimum shareholding requirement
for the CEO to 300% of salary and 200% for the CFO
from 200% and 150% of salary respectively; and
––Reduces the pension contribution for new Executive
Directors to 15% of salary from 25% of salary.
There are no other material changes to the Directors’
Remuneration Policy.

A number of checks
and balances have
been incorporated
into the incentive
arrangements to
ensure that they will
not reward short-term
performance which
is not sustained over
the longer-term.
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Aligning the interests of our shareholders and
QinetiQ’s leadership team
The Remuneration Committee has sought to ensure that
the new approach to incentives aligns the interests of our
shareholders with those of the top 200 leaders in QinetiQ.
A number of checks and balances have been incorporated
into the incentive arrangements to ensure that they will
not reward short-term performance which is not
sustained over the longer term.

per Share and Total Shareholder Return performance
measures. The design of the incentive arrangements
are based on annual and multi-year performance
assessment. We believe that we have succeeded
in developing arrangements which will reward both
short-term performance and sustained, long-term
shareholder value.

The key features of the arrangements which prevent
this are:
––The measurement of multi-year performance in
respect of shares awarded under the Bonus Banking
Plan through the annual forfeiture mechanism;
––The mix of cash and shares awarded in the year is
heavily weighted towards shares (circa 70% equity
at maximum);
––The long-term performance underpin which will
determine whether the Deferred Share Plan shares
vest in full at the end of three years;
––The additional ‘holding period’ in respect of the
Deferred Share Plan shares which may only be
traded five years after the initial award;
––The stretch of the performance targets – so the
performance targets for the Deferred Share Plan
are based on our strategic growth plan;
––The transparent disclosure of the performance
measures and targets; and
––Increased share ownership requirements.
In summary, the proposed incentive arrangement
comprise two elements: the existing Bonus Banking
Plan (Element A) and a new Deferred Share Plan
(Element B) which replaces the Performance Share
Plan. The Bonus Banking Plan (Element A) targets are
based on the annual budget whilst the Deferred Share
Plan (Element B) targets are based on strategic growth
measures. For 2018, the performance measure for the
Deferred Share Plan (Element B) is based on improving
underlying profit over the previous years outturn with
a stretching maximum.
We are aware that the use of operational financial
measures and non-financial measures which drive
long-term shareholder value is somewhat different
from the more standard measures such as Earnings
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Employee engagement and reward
All QinetiQ’s employees are key to the delivery of the
strategy. The CEO and the Group HR Director have
introduced regular consultations with our Employee
Engagement Group on reward matters including
Executive Directors’ pay. I have met the Chair of
the Employee Engagement Group and it is our
intention to meet again prior to the AGM and
at appropriate intervals thereafter.
Conclusion
The Committee is presenting a revised Remuneration
Policy for shareholder approval at the 2017 AGM and
is included in full on pages 72-81. It is also available to
view in full on the Company’s website www.QinetiQ.com.
Further details on the new Deferred Share Plan (Element
B) are set out in the Notice of the Annual General Meeting
together with a summary description of the Plan’s terms
and conditions.
I hope that we can rely on your vote in favour of the
Annual Report on Remuneration and Remuneration
Policy at the AGM on 19 July 2017. I am very grateful
for the time shareholders and their representative
bodies have given us throughout the consultation
process. If you would like to discuss any aspect of
this report, I would be happy to hear from you. You
may contact me through Jon Messent, Company
Secretary and Group General Counsel.
Michael Harper
Remuneration Committee Chairman
25 May 2017
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At a glance

...a year of immense
change delivered
with pace and
determination...

How have we performed against our corporate performance objectives?
Embedding our strategy, in tandem with transforming our Company through reorganisation and people development,
has seen a year of immense change delivered with pace and determination across the Group.
The diverse challenges and opportunities we face in our markets, our unique heritage, and the deep transformation
our organisation is working through, means that we continue to evolve our strategy in a very deliberate way.
Exceeding targets on orders and achieving stretch on operating profit and cash flow is regarded by the Committee as
a good result in such a challenging year. The Committee believe that incentivising strategic and operational objectives,
which support the financial KPIs, has ensured the Company has progressed both in terms of what was delivered but
also how it was delivered.
The collective objectives have seen the CEO, supported by an engaged Executive Committee and Leadership Community,
lead on communicating our vision and purpose. The CEO has been visible to both customers and employees alike and
he has been a personal sponsor of the Leadership Development Programme which every member of the Executive
Committee and Leadership Community has undertaken with hugely positive results. The CEO has also worked very
closely with the Board in developing an Integrated Strategic Business Plan which provides the challenge and direction
over the next five years.
We set five collective objectives, summarised below, based on securing contracts in certain markets and transforming
the organisation. Of the five collective objectives, two were achieved in full, two partially achieved and one not achieved.
The Group Chairman takes responsibility for setting the personal objectives of the CEO and the two critical objectives,
summarised below, relate to the development of the five-year Integrated Strategic Business Plan and Leadership
Development. The Board is pleased with the excellent progress made against these two objectives.
The following table highlights the performance and remuneration outcomes for the year ended 31 March 2017
with more detail provided in Part 3 of the Remuneration Report.

Annual Incentive

QinetiQ orders*
QinetiQ underlying operating profit*
QinetiQ underlying operating cash flow*
(Excluding LTPA and MSCA capital
Expenditure)
Collective Objectives:
Strategic
–– Lead and modernise the UK Defence
‘Test & Evaluation Enterprise’
–– Build the Company internationally
–– Innovate for customer advantage
Operational
–– Transformation programme
–– Organisation development
CEO Personal Objectives:
Growth:
–– Develop a five-year Integrated Strategic
Business Plan
Leadership:
–– Develop Leadership Community
competence

Weighting (%)

Target
performance

Stretch
performance

Actual
performance
(excluding
acquisitions)

25
25

£600.0m
£105.0m

£750.0m
£115.0m

£671.4m
£115.1m

% of maximum
reward
received
73.8%
100.0%

25

£80.0m

£96.0m

£100.0m

100.0%

12.5

60%

100%

65%

56.3%

12.5

60%

100%

90%

87.5%

David Smith did not participate in the 2017 Bonus Banking Plan following his recruitment on 1 March 2017.

*	Definitions of the Group’s
‘Alternative performance
measures’ can be found in
the glossary on page 151.

Long-term incentive
Neither of the Executive Directors were participants in the Performance Share Plan awards granted in 2014 and therefore
no long-term incentives with a performance period to 31 March 2017 are due to vest for the Executive Directors.

Share price growth

22.4%

over the last 12 months
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How does reward earned in 2017 relate
to Company performance?
Underlying EPS has grown by 11.0% in 2017 against a
10.6% reported increase in CEO annual variable reward.
The CEO’s 2016 annual variable reward was pro-rated
for his hire date of 27 April 2015 therefore a like-for-like
annual comparison is 2.7%. Results for 2017 represent
a strong alignment between performance and reward
over the last 12 months.

How does the reward earned in 2017 align
with current policy?
CEO remuneration is above target performance and
in line with our financial results achieved in challenging
operating conditions. The Bonus Banking Plan annual
contribution for 2017 is £1,104,687, half of which is
treated as equity.

1,105 EPS 18.1p

2017 Actual
2016 Full Year Equivalent

1,076

2016 Actual

999 EPS 16.3p

EPS 16.3p

Bonus Banking Plan Annual Contribution (£’000)

The share price has grown by 22.4% over the last
12 months benefiting both shareholders and Bonus
Banking Plan participants alike. The Bonus Banking
Plan annual contribution is added to the existing pool.
The pool has grown in value reflecting the growth in
share price, building close alignment between Executive
Directors and shareholders. Half of the restated pool is
paid as cash with the remaining half deferred until the
end of 2018 when it will be paid in shares. The following
chart summarises the 2017 breakdown and detailed
calculations are provided on page 87.
2017 Bonus Banking Pool Build-Up
2017 Bonus Banking Pool Cash
Payment and Retained Equity Value

538 60 12

1,105 1,715
857.5

857.5

Bonus Banking Pool Opening Equity Value (£’000)
Increase in Equity Value (£’000)
Dividend Equivalent Payment (£’000)
Bonus Banking Pool Annual Contribution (£’000)
2017 Annual Payment (£’000)
Bonus Banking Pool Closing Equity Value (£’000)

1,715
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CEO (£’000)
Minimum

714

Target

714 320

Maximum

714

Actual

714

714
632
639
552.5

1,666
1,776

552.5

3,129
1,819

Fixed
Linked to Annual Performance
Linked to Performance over more than 1 year

Executive Director Shareholding
The following charts show the relatively small
shareholdings of both Executive Directors due to
their short length of service. One of the objectives of
the new Incentive Plan is to facilitate the rapid build-up
of material shareholdings by the Executive Directors
provided performance is delivered.
CEO shareholding as a percentage of salary
300

Shareholding requirement
Value of beneficially Owned
shares & Deferred shares
Value of Conditional Shares
Subject to performance conditions

10
399

CFO shareholding as a percentage of salary
200

Shareholding requirement
Value of Beneficially Owned
shares & Deferred shares
Value of Conditional Shares
Subject to performance conditions

0
0

Principles of the proposed Remuneration Policy
Incentivising sustained performance and growth, the key policy principles are highlighted below.

Continuity and effectiveness

Base
salary
Incentives

Robust and transparent
governance with a clear link to
pay conditions across the Group.
Clear link to growth and
transformation underpinned
by substantial deferral in equity
and risk of forfeiture ensuring
a focus on long-term
sustainable performance.
Rewarding long-term sustainable
value while still driving immediate
business objectives.

Performance related reward

Incentives

Pay mix focuses on variable
pay and correlates reward
opportunity with business
performance. In turn maximising
shareholder value through
measurement in terms of
financial and non-financial KPIs.

Alignment

Incentives

Reflecting shareholder value
creation, incentives retain and
lock-in new executive team by
incentivising what is right for the
Company while ensuring quick
alignment through the build-up
and retention of earned equity.

Shareholding
requirements

Alignment of the new executive
team with the shareholder
experience over the period.
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Part 2: Remuneration Policy

The policy will be put
forward for binding
vote at the AGM on
19 July 2017 and
will be effective
from that date.

Introduction
The Directors’ Remuneration Policy was last approved
in 2014 and the Company therefore seeks approval
for the new policy at the AGM on 19 July 2017.
Scope of policy
The policy applies to Executive Directors, the Group
Chairman and Non-executive Directors. Reference
may also be made to the Executive Committee who,
while not Directors, fall within the Committee’s remit,
although the policy is not binding for these individuals.
Duration of policy
The policy will be put forward for binding vote at the
AGM on 19 July 2017 and will be effective from that
date. The Policy is expected to remain in effect until
the 2020 AGM.
Discretion
The Committee has discretion in several areas of
policy as set out in this report. The Committee may
also exercise operational and administrative discretions
under relevant plan rules as set out in those rules. In
addition, the Committee has the discretion to amend
the Remuneration Policy with regard to minor or
administrative matters where it would be, in the opinion
of the Committee, disproportionate to seek or await
shareholder approval and commits to communicating
to shareholders when discretion is used.
Key changes in the Directors’ Remuneration Policy
The Committee conducted an extensive review of
the Remuneration Policy taking into account the
following factors:
––The Company vision-led strategy launched at the
beginning of FY17 aiming to establish the conditions
for growth;
––The new executive team, including both Executive
Directors and Executive Committee members,
established to deliver the strategy; and
––The current suitability of the incentive arrangements
for the Group incorporating insight from
our Leadership Community and Employee
Engagement Group.
This has resulted in the Committee proposing to
introduce new incentive arrangements (collectively
the Incentive Plan), if approved by shareholders, made
up of two elements:
––Bonus Banking Plan (Element A) with no change
to the current terms and conditions other than a
reduction in the maximum opportunity from 225%
to 200% of salary

––Deferred Share Plan (Element B) to be used in place
of the current Performance Share Plan – maximum
opportunity is reduced from 200% (current maximum
granted to CEO in 2016 for two years) to 125%
of salary.
Awards under the Deferred Share Plan (Element B)
will be earned based on challenging strategic financial
growth objectives set by the Committee each year in line
with the Company’s Integrated Strategic Business Plan.
Shares earned under the Deferred Share Plan (Element
B) are subject to a three-year vesting period, during
which the participant must remain employed by the
Company, and also cannot be sold for five years from
the date of award irrespective of employment status.
The rationale for the change to incentive provision is to:
––provide a simple cohesive design, that incentivises
delivery of the Integrated Strategic Business Plan;
––recognise that the Integrated Strategic Business
Plan will evolve, therefore providing the Board with
the opportunity to manage the incentives annually
to ensure the evolution continues to be incentivised;
––reward participants as shareholders by the build-up
of a long-term retained shareholding; and
––ensure a focus on long-term sustainable performance
through the deferral in equity. Based on the maximum
incentive opportunity of 325%, half of the Bonus
Banking Plan (Element A) opportunity (100%) and all
of the Deferred Share Plan (Element B) opportunity
(125%) is treated as equity.
There will be an increase in minimum shareholding
requirement for the CEO to 300% of salary (previously
200% of salary) and for the CFO 200% of salary
(previously 150% of salary). This increases the
alignment of Executive Directors’ remuneration
with shareholder value.
The pension contribution for any new Executive Director
will be reduced to a maximum of 15% of salary. The
change will bring pension provision for Executive
Directors more closely in line with the provision for
the broader employee base.
Otherwise, the operation of the policy is in line with
the previous policy in force.
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Executive Directors’ Remuneration Policy
The Executive Directors’ Remuneration Policy is put forward for approval at the AGM on 19 July 2017. This policy covers
the three year period commencing 1 April 2017 and complies with the Large and Medium-sized Companies and Groups
(Accounting and Reports) (Amendment) Regulations 2013.

Element

Purpose and link to strategy

Operation and performance measures

Maximum opportunity

Base salary

To attract and retain the
talent needed to lead
our business.

An Executive Director’s basic salary is set on
appointment and reviewed annually or when
there is a change in position or responsibility.

Typically, the base salaries of Executive Directors in
post at the start of the policy period and who remain
in the same role throughout the policy period will
be increased by a similar percentage to the average
annual percentage increase in salaries of all other
employees in the Group. The exceptions to this
rule may be where:

When determining an appropriate level of salary,
the Committee considers:
–– general salary rises to employees;
–– remuneration practices within the Group;
–– any change in scope, role and responsibilities;
–– the general performance of the Group;
–– the experience of the relevant Director;
–– the economic environment; and
–– when the Committee determines a
benchmarking exercise is appropriate salaries
within the ranges paid by the
companies in the comparator groups
used for remuneration benchmarking.

Pension

Individuals who are recruited or promoted to the
Board may, on occasion, have their salaries set
below the targeted policy level until they become
established in their role. In such cases subsequent
increases in salary may be higher than the general
rises for employees until the target positioning
is achieved.
To ensure that Executive
The Company provides a pension contribution
Directors’ total remuneration allowance in line with practice relative to its
remains attractive and
comparators to enable the Company to recruit
competitive.
and retain Executive Directors with the experience
and expertise to deliver the Group’s strategy.
This allowance will be a non-consolidated allowance
and will not impact any incentive calculations.

Benefits

–– an individual is below market level and a decision
is taken to increase base pay to reflect proven
competence in the role; or
–– there is a material increase in scope or
responsibility to the Executive Director’s role.
The Committee ensures that maximum salary levels
are positioned in line with companies of a similar
size to QinetiQ and validated against other companies
in the industry, so that they are competitive against
the market.
The Committee intends to review the comparators
periodically and may add or remove companies from
the group as it considers appropriate. Any changes
to the comparator groups will be set out in the
section headed Implementation of Remuneration
Policy, in the following financial year.
The maximum policy pension contribution allowance
will be reduced to 20% for existing Executive
Directors in line with current provision; however,
any new Executive Directors will have a maximum
contribution of 15%.

The Company will set out in the section headed
Implementation of Remuneration Policy, in the
following financial year the pension contributions
for that year for each of the Executive Directors.
To ensure that Executive
Benefits include car allowance, health insurance, life The maximum is the cost of providing the
Directors’ total remuneration assurance, income protection and membership of the relevant benefits.
remains attractive and
Group’s employee Share Incentive Plan which is open
competitive.
to all UK employees (the Executive Directors will also
be eligible to participate in any other all employee
plan operated by the Company from time to time).
The Committee recognises the need to maintain
suitable flexibility in the benefits provided to ensure
it is able to support the objective of attracting
and retaining personnel in order to deliver the
Group strategy. Additional benefits may therefore be
offered such as relocation allowances on recruitment.
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Part 2: Remuneration Policy continued

Element

Purpose and link to strategy

Operation and performance measures

Maximum opportunity

Incentive Plan

The Incentive Plan provides
a significant incentive to the
Executive Directors linked
to achievement of delivering
goals that are closely aligned
with the Company’s strategy
and the creation of value for
shareholders.

An award under the Incentive Plan is subject
to satisfying financial and strategic/operational
performance/personal performance conditions and
targets measured over a period of one financial year.

Maximum 325% of salary (200% of salary under
Element A and 125% of salary under Element B).

In particular, the Incentive
Plan supports the
Company’s objectives by:
–– allowing the setting of
annual targets based on
the businesses’ strategic
objectives at that time,
meaning that a wider
range of performance
metrics can be used that
are relevant and suitably
stretching whilst also
providing sufficient
incentive linked to
potential to be
achievable; and
–– providing substantial
deferral in shares and
ongoing adjustment by
requiring a threshold level
of performance to be
achieved during the
deferral period. Amounts
deferred in shares are also
forfeitable on a director’s
voluntary cessation of
employment which
provides an effective
lock-in.

A minimum of 50% of the incentive shall be based
on financial performance measures.
The Incentive Plan consists of two elements
(Element A and Element B).
Bonus Banking Plan (Element A). Annual Company
contributions will be earned based on the satisfaction of
the performance conditions. Contributions will be made
for three years with payments made over four years. 50%
of the value of a participant’s bonus account will be paid
out annually for three years with 100% of the residual
value paid out at the end of year four. 50% of the unpaid
balance of a participant’s bonus account will be at risk
of annual forfeiture.
Deferred Share Plan (Element B). Deferred
share-based element earned based on the
satisfaction of pre-grant annual performance
assessment, which is subject to a three-year vesting
period and a further two-year holding period.
A minimum 50% (Remuneration Committee have
discretion to increase subject to performance) of the
unvested award will be at risk forfeiture after three years.
Malus and clawback provision apply to the Incentive
Plan (both Elements).
The Committee has discretion to provide dividend
equivalents on Element A and Element B shares.
The Committee is of the opinion that given the
commercial sensitivity arising in relation to the detailed
financial targets used for the incentive, disclosing
precise targets for the Incentive Plan in advance would
not be in shareholder interests. Targets, performance
achieved and awards made will be published at the end
of the annual performance period so shareholders can
fully assess the basis for any pay-outs under the Plan.

Bonus Banking Plan (Element A)
Maximum = 200% of salary.
Target = 80%–120% of salary.
Threshold = 0% of salary.
Deferred Share Plan (Element B)
Maximum = 125% of salary.
Target = 30%-75% of salary.
Threshold = 0% of salary.
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Maximum opportunity

In exceptional circumstances the Committee retains
the discretion to:
Change the performance measures and targets and
the weighting attached to the performance measures
and targets part way through a performance year if
there is a significant and material event which causes
the Committee to believe the original measures,
weightings and targets are no longer appropriate;
for example adjustments for:
–– Acquisitions and disposals;
–– Restructuring costs;
–– Business structure changes;
–– Restated corporate allocations;
–– Foreign currency exchange rates; and
–– Board approved budget adjustments.

Minimum shareholding
requirements

Make downward or upward adjustments to the
amount of incentive earned resulting from the
application of the performance measures, if the
Committee believe that the incentive outcomes
are not a fair and accurate reflection of business
performance. Any adjustments or discretion applied
by the Committee will be fully disclosed in the
following year’s Directors’ remuneration report.
To align Executive Directors’ Executives have five years to accumulate the
interests with those of
required shareholding.
shareholders through the
build-up and retention
300% of base salary for the CEO.
of a personal holding
in QinetiQ shares.
200% of base salary for the CFO.

The Committee has adopted formal shareholding
requirements that will encourage the Executive
Directors to build up over a five-year period and
then subsequently hold a shareholding equivalent
to a percentage of base salary. Adherence to these
guidelines is a condition of continued participation
in the equity incentive arrangements. This policy
ensures that the interests of Executive Directors
and those of shareholders are closely aligned.
In addition, Executive Directors will be required to
retain 50% of the post-tax amount of vested shares
from the Company incentive plans until the minimum
shareholding requirement is met and maintained.
The Committee retains the discretion to increase
the shareholding requirements.

Elements of existing policy that will continue to apply
Element

Purpose and Link to strategy

Bonus Banking Plan
and Performance
Share Plan (PSP)

To align Executive Directors’ The outstanding awards under the Bonus Banking
interests with those of
Plan and PSP will continue to form part of the
shareholders.
Remuneration Policy until vesting.

Operation and performance measures

Details on how these plans operate can be found
in the Directors’ remuneration report for the
year of grant.
These plans vest on terms set out in the Plan
rules which have previously been approved
by shareholders.

Maximum opportunity

Bonus Banking Plan – Number of shares in
participants’ bonus pool as at 31 March 2017.
Performance Share Plan – Number of shares
outstanding as detailed in this report.
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Part 2: Remuneration Policy continued

Notes to the policy tables
Performance measures and targets
The performance measures and targets, financial and non-financial, are determined annually based on the Company’s
strategy. The Committee is of the opinion that the specific performance targets for the Incentive Plan are commercially
sensitive and that it would be detrimental to the interests of the Company to disclose them. The targets will be disclosed
after the end of the relevant financial year in that year’s remuneration report.
However, the Committee is of the opinion that certain elements of the collective objectives may remain commercially
sensitive beyond the end of the relevant financial year and will therefore be disclosed once they cease to be commercially
sensitive which is anticipated to be within two years of the relevant financial year.
Remuneration policy for all employees
All employee of QinetiQ are entitled to base salary, benefits and pension.
The link between performance and reward cascades down from the Executive incentive plans with the Leadership
and Business Development Communities typically invited to participate in the Company’s formal annual incentive
arrangements. All other employees may receive a discretionary bonus based on Company and individual performance.
Participation in long-term incentive plans is available to Executive Directors, Executive Committee members, Leadership
Community and selected other employees. Share ownership is further encouraged via the QinetiQ Share Incentive Plan.
Recruitment policy
The Company’s principle is that the remuneration of any new recruit will be assessed in line with the same principles
as for the current Executive Directors. The Committee is mindful that it wishes to avoid paying more than it considers
necessary to secure a preferred candidate with the appropriate calibre and experience needed for the role. In setting the
remuneration for new recruits, the Committee will have regard to guidelines and shareholder sentiment regarding one-off
or enhanced short-term or long-term incentive payments as well as giving consideration for the appropriateness of any
award. The Company’s detailed policy when setting remuneration for the appointment of new Directors is summarised
in the table below:
Remuneration element

Recruitment policy

Salary, benefits and pension
Incentive Plan

These will be set in line with the policy for existing Executive Directors.
Maximum annual participation will be set in line with the Company’s policy for
existing Executive Directors and will not exceed 325% of salary.
The maximum variable remuneration which may be granted is 325% of salary
(excluding any buy-outs).
Where the Committee determines that the individual circumstances of recruitment
justifies the provision of a buyout, the equivalent value of any incentives that will
be forfeited on cessation of an Executive Director’s previous employment will be
calculated taking into account the following:

Maximum variable remuneration
‘Buy Out’ of incentives forfeited on
cessation of employment

–– The proportion of the performance period completed on the date of the Executive
Director’s cessation of employment;
–– The performance conditions attached to the vesting of these incentives and the
likelihood of them being satisfied; and
–– Any other terms and condition having a material effect on their value (‘Lapsed value’).

Relocation policies

The Committee may then grant up to the same value as the lapsed value, where
possible, under the Company’s incentive plan. To the extent that it was not possible
or practical to provide the buyout within the terms of the Company’s existing incentive
plan, a bespoke arrangement would be used.
In instances where the new Executive Director is required to relocate or spend
significant time away from their normal residence, the Company may provide one-off
compensation to reflect the cost of relocation for the Executive Director. The level
of the relocation package will be assessed on a case-by-case basis but will take into
consideration any cost of living differences/housing allowance and schooling.

Where an existing employee is promoted to the Board, the policy set out above would apply from the date of promotion
but there would be no retrospective application of the policy in relation to subsisting incentive awards or remuneration
arrangements. Accordingly, prevailing elements of the remuneration package for an existing employee would be honoured
and form part of the ongoing remuneration of the person concerned. These would be disclosed to shareholders in the
remuneration report for the relevant financial year.
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Loss of office and change of control policy
When determining any loss of office payment for a departing Director the Committee will always seek to minimise the cost
to the Company while complying with the contractual terms and seeking to reflect the circumstances in place at the time.
The Committee reserves the right to make additional payments where such payments are made in good faith in discharge
of an existing legal obligation (or by way of damages for breach of such an obligation); or by way of settlement or
compromise of any claim arising in connection with the termination of an Executive Director’s office or employment.
Remuneration
element

Salary and
benefits

Approach

Application of Committee discretion

In the event of termination by the Company,
The Company has discretion to make a lump sum
there will be no compensation for loss of office payment in lieu.
due to misconduct or normal resignation.
In other circumstances, Executive Directors
may be entitled to receive compensation for
loss of office which will be a maximum of
12 months’ salary.

Pension

Bonus Banking
Plan (Element A
of the Incentive
Plan)

Such payments will be equivalent to
the monthly salary and benefits that the
Executive Director would have received if still
in employment with the Company. These will
be paid over the notice period. Executive
Directors will be expected to mitigate their
loss within a twelve month period of their
departure from the Company.
Pension contributions or payments in lieu of
pension contribution will be made during the
notice period.
For the year of cessation
Good leavers: Performance conditions will
be measured at the measurement date. The
Company bonus contribution will normally
be pro-rated for the period worked during
the financial year.

The Company has discretion to make a lump sum
payment in lieu.

For the year of cessation
Discretion: the Remuneration Committee has
the following elements of discretion:
–– To determine that an Executive Director is a good leaver.
It is the Committee’s intention to only use this discretion
in circumstances where there is an appropriate business
case which will be explained in full to shareholders; and
Other leavers: No Company bonus contribution –– To determine whether to pro-rate the Company bonus
payable for year of cessation.
contribution to time. The Remuneration Committee’s normal
policy is that it will pro-rate for time. It is the Remuneration
Deferred balances in participant’s
Committee’s intention to only use discretion to not pro-rate
Plan Account
in circumstances where there is an appropriate business
Good leavers: The balance in the participants’
case which will be explained in full to shareholders.
Plan account will be payable on cessation
of employment.
Deferred balances in participant’s Plan Account
Discretion: the Remuneration Committee has
Other leavers: The balance in the Participants’ the following elements of discretion:
Plan account will be forfeited on cessation
–– To determine that an Executive Director is a good leaver. It
of employment.
is the Remuneration Committee’s intention to only use this
discretion in circumstances where there is an appropriate
business case which will be explained in full to shareholders;
–– To determine whether the payment of the balance of the
participant’s Plan Account should be in cash or shares
or a combination of both;
–– To determine whether to pro-rate the balance of the
participant’s Plan Account payable on cessation. The
Committee’s normal policy is that it will not pro-rate.
The Remuneration Committee will determine whether
to pro-rate based on the circumstances of the
Executive Directors’s departure.
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Part 2: Remuneration Policy continued

Remuneration
element

Bonus Banking
Plan (Element A
of the Incentive
Plan) (change
of control)

Approach

Application of Committee discretion

For the year of the change of control
Performance conditions will be measured
at the date of the change of control. The
Company bonus contribution will normally
be pro-rated to the date of the change
of control.

For the year of the change of control
Discretion: the Remuneration Committee has the
following element of discretion:–
–– to pro-rate the Company bonus contribution to time.
The Remuneration Committee’s normal policy is
that it will pro-rate for time. It is the Remuneration
Committee’s intention to only use discretion to
not pro-rate in circumstances where there is an
appropriate business case which will be explained
in full to shareholders.

Deferred balances in participant’s
Plan Account
The balance in the participant’s Plan Account
will be payable on the change of control.

Deferred Share
Plan (Element B
of the Incentive
Plan) (cessation
of employment)

Deferred balances in participant’s Plan Account
Discretion: the Remuneration Committee has the
following elements of discretion:
–– to determine whether the payment of the balance
of the participant’s Plan Account should be in cash
or shares or a combination of both;
–– to determine whether to pro-rate the balance of the
participant’s Plan Account payable on change of
control. The Committee’s normal policy is that it will not
pro-rate. The Remuneration Committee will determine
whether to pro-rate based on the circumstances of
change of control.
For the year of cessation
For the year of cessation
Good leavers: Performance conditions will
Discretion: the Remuneration Committee has the
be measured at the measurement date. The
following elements of discretion:–
Deferred Share Plan (Element B) award will
–– to determine that an Executive Director is a good leaver.
normally be pro-rated for the period worked
It is the Committee’s intention to only use this discretion
during the financial year.
in circumstances where there is an appropriate business
case which will be explained in full to shareholders;
Other leavers: No Deferred Share Plan
–– to determine whether to pro-rate the Company award
(Element B) award for year of cessation.
to time. The Remuneration Committee’s normal policy
is that it will pro-rate for time. It is the Remuneration
Subsisting Element B awards
Committee’s intention to only use discretion to not
Good leavers: Deferred Share Plan (Element B)
pro-rate in circumstances where there is an appropriate
awards will vest on their original vesting dates
business case which will be explained in full to
and remain subject to the sale restrictions.
shareholders; and
–– to determine whether the Deferred Share Plan (Element
Other leavers: Deferred Share Plan (Element B)
B) award will vest on the date of cessation or the
awards will be forfeited on cessation of
original vesting date. The Remuneration Committee will
employment.
make its determination based amongst other factors
on the reason for the cessation of employment; and
to determine whether to provide the Deferred Share
Plan (Element B) award in the form of cash or shares.
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Remuneration
element

Application of Committee discretion

Approach

Deferred Share
Plan (Element B
of the Incentive
Plan) (cessation
of employment)
continued

Deferred Share
Plan (Element B
of the Incentive
Plan) (Change
of Control)

For the year of the change of control
Performance conditions will be measured at
the date of the change of control. The Element
B award will normally be pro-rated to the date
of the change of control.
Subsisting Element B awards
The awards will vest on the date of the
change of control and the sale restrictions
will fall away.

Other contractual There are no other contractual provisions
obligations
other than those set out above agreed that
could impact quantum of the payment.
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Subsisting Deferred Share Plan (Element B) awards
Discretion: the Remuneration Committee has the
following elements of discretion:
–– To determine that an Executive Director is a good leaver.
It is the Remuneration Committee’s intention to only
use this discretion in circumstances where there is
an appropriate business case which will be explained
in full to shareholders;
–– To determine whether to pro-rate the Deferred Share
Plan (Element B) award to the date of cessation. The
Committee’s normal policy is that it will pro-rate. It is
the Remuneration Committee’s intention to only use
discretion to not pro-rate in circumstances where there
is an appropriate business case which will be explained
in full to shareholders;
–– To determine whether the Deferred Share Plan (Element
B) award will vest on the date of cessation or the
original vesting date. The Remuneration Committee
will make its determination based amongst other
factors on the reason for the cessation of employment.
For the year of the change of control
Discretion: the Remuneration Committee has the
following element of discretion:–
–– To determine whether to pro-rate the Deferred Share
Plan (Element B) award
to time. The Remuneration Committee’s normal policy
is that it will pro-rate for time. It is the Remuneration
Committee’s intention to only use discretion to not
pro-rate in circumstances where there is an appropriate
business case which will be explained in full to
shareholders.
Subsisting Deferred Share Plan (Element B) awards
Discretion: the Remuneration Committee has the
following elements of discretion:
–– To determine whether the satisfaction of Deferred Share
Plan (Element B) awards should be in cash or shares or
a combination of both; and
–– To determine whether to pro-rate Deferred Share Plan
(Element B) awards on change of control. The
Committee’s normal policy is that it will not pro-rate.
The Remuneration Committee will determine whether
to pro-rate based on the circumstances of change of
control.
None.

A good leaver is a person whose cessation of employment is for one of the following reasons:
––Death;
––Ill-health;
––Injury or disability;
––Redundancy;
––Retirement;
––Employing company ceasing to be a Group company;
––Transfer of employment to a company which is not a Group company; and
––Where the person is designated a good leaver at the discretion of the Committee (as described above).
A person who ceases employment in circumstances other than those set out above is designated as an ‘other leaver’.
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Part 2: Remuneration Policy continued

Malus and clawback
Malus provisions apply to both the Bonus Banking Plan (Element A) and the Deferred Share Plan (Element B). Malus is the
adjustment of Element A bonus contributions or the balance in a participant’s bonus account or unvested Deferred Share
Plan (Element B) awards because of the occurrence of one or more circumstances. The adjustment may result in the
value being reduced to nil.
Clawback is the recovery of payments made under the Bonus Banking Plan (Element A ) or vested Deferred Share Plan
(Element B) awards as a result of the occurrence of one or more circumstances. Clawback may apply to all or part of
a participant’s payment under the Deferred Share Plan (Element A) or Deferred Share Plan (Element B) award and may
be effected, among other means, by requiring the transfer of shares, payment of cash or reduction of awards or bonuses.
The circumstances in which malus and clawback could apply are as follows:
––Discovery of a material misstatement resulting in an adjustment in the audited accounts of the Group or any
Group company;
––The assessment of any performance condition or condition in respect of a payment or award under the Incentive
Plan was based on error, or inaccurate or misleading information;
––The discovery that any information used to determine the Bonus Banking Plan (Element A) or Deferred Share Plan
(Element B) award was based on error, or inaccurate or misleading information;
––Action or conduct of a participant which amounts to fraud or gross misconduct; or
––Events or the behaviour of a participant have led to the censure of a Group company by a regulatory authority or have
had a significant detrimental impact on the reputation of any Group company provided that the Board is satisfied that
the relevant participant was responsible for the censure or reputational damage and that the censure or reputational
damage is attributable to the participant.
The following table sets out the periods during which malus and clawback may be effected.
Malus
Clawback

Bonus Banking Plan (Element A)

Deferred Share Plan (Element B)

Up to the date of a payment.
Three years post the date of any payment.

Any time prior to vesting.
Three years from the date of vesting.

Pay and performance scenario analysis
The proposed Executive Remuneration Policy is illustrated in the following charts showing what each Director could
expect to receive in FY18 under different performance scenarios, based on the following definitions:
Linked to
annual performance

Linked to performance
over more than 1 year

Scenario

Fixed

Stretch

50% of Element A Opportunity
(100% of salary)
FY18 base salary 50% of Element B (62.5% of salary)
Car allowance
25% of Element A opportunity
Pension allowance
(50% of salary)
Benefits
17.5% of Element B (21.875% of salary)
No variable pay

Target

Minimum
CEO (£’000)
Stretch
Target

50% of Element A opportunity
(100% of salary)
50% of Element B (62.5% of salary)
25% of Element A opportunity
(50% of salary)
17.5% of Element B (21.875% of salary)
No variable pay

CFO (£’000)
28%

36%
46%

27%

Minimum

36%

2,587

Stretch

27%

1,547

Target

100%

722

Fixed
Linked to annual performance
Linked to performance over more than 1 year

Based on the maximum incentive opportunity of 325%,
half of the Bonus Banking Plan (Element A) opportunity
(100%) and all of the Deferred Share Plan (Element B)
opportunity (125%) is treated as equity. At both target
and stretch performance 69% of variable pay is treated
as equity.

28%

36%
46%

27%

Minimum

Fixed
Linked to annual performance
Linked to performance over more than 1 year

36%

1,984

27%

1,187

100%

554
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Policy for Non-executive Directors
The Company’s policy when setting fees for the appointment of new Non-executive Directors is to apply the policy
which applies to current Non-executive Directors.
Element

Non-executive Directors
Fees

Purpose and link to strategy

Operation and performance measures

Maximum opportunity

To attract and retain
Non-executive Directors of
the calibre required to assist
the Company in setting and
delivering its strategy.

The Executive Directors and the Group Chairman are responsible
for setting the remuneration of the Non-executive Directors.
The Board, minus the Chairman, is responsible for setting the
Chairman’s fees.

The fees for Non-executive Directors
and the Group Chairman are broadly
set at a competitive level against the
comparator group.

Non-executive Directors are paid an annual fee and additional
fees for chairmanship of committees, and the Company retains
the flexibility to pay fees for the membership of committees.
The Chairman does not receive any additional fees for
membership of committees.

In general the level of fee increase for
the Non-executive Directors and the
Group Chairman will be set taking
account of any change in responsibility
and the general rise in salaries
across employees.

Fees are reviewed annually based on equivalent roles in
the comparator group used to review salaries paid to the
Executive Directors.
An annual accommodation allowance may be payable to the
Group Chairman and as deemed appropriate for individuals
who are not UK resident.

The Company will pay reasonable
expenses incurred by the Non-executive
Directors and Group Chairman and may
settle any tax incurred in relation to these.

Excluding the Group Chairman, an additional fee is payable
to those Non-executive Directors attending meetings outside
of their country of residence.
Non-executive Directors and the Group Chairman
do not participate in any variable remuneration or
benefits arrangements.

Consideration of shareholder and employee views
The Chair of the Committee and the Group Chairman consult with key shareholders on remuneration matters from
time to time, and particularly where changes to the Remuneration Policy are under consideration. The Chair reports any
concerns expressed by shareholders to the Committee and these are taken into account as the Committee develops and
implements its policy. Any comments received from shareholders outside these consultation exercises are also reported
to the Committee, and the Committee takes account of general views on remuneration expressed by shareholders or
representative bodies.
The Committee consulted with its principal shareholders in relation to the proposal to revise the policy and took
into account views expressed during the consultation when agreeing the final design. The Remuneration Committee is
grateful for shareholders’ comments and engagement during the consultation process. At the end of this process, the
Remuneration Committee was pleased that the majority of the shareholders consulted expressed support for the policy.
The Committee has not formally consulted with employees and has not used any specific all-employee comparison
metrics in forming this policy. However, the Committee has regularly consulted with the Company’s Employee
Engagement Group on other reward matters.
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Part 3: Annual Report on Remuneration

Introduction
The Remuneration Committee presents the Annual Remuneration Report showing how the Remuneration Policy has
been implemented for the year ended 31 March 2017.
The Committee presents the Annual Report on Remuneration to shareholders at the AGM on 19 July 2017. This report
was compiled in accordance with Schedule 8 of the Large and Medium-sized Companies and Group (Accounts and
Reports) Regulations 2013 as well as the Companies Act 2006.
Remuneration Committee Structure
The Committee is chaired by Michael Harper, and is composed of the members set out on page 68.
Effectiveness review
In 2017, the effectiveness review was undertaken internally, and it rated the effectiveness of the Committee highly overall.
Considerations for 2017 include continuing the productive dialogue with the Executive team and, subject to policy approval,
ensuring incentive targets are stretching enough in the context of the strategy, as it plays out.
Consideration by the Directors of matters relating to Directors’ remuneration
Members of the Committee are appointed by the Board. The Committee comprises at least three members (not counting
the Group Chairman), all of whom are independent Non-executive Directors. The Group Chairman of the Board also serves
on the Committee as an additional member as he was considered independent on appointment as Chairman.
Only members of the Committee have the right to attend Committee meetings. However, external advisors and other
internal advisors such as the Chief Executive Officer and the Group Human Resources Director are invited to attend
for all or part of any meeting, as and when appropriate.
The Board appoints the Committee Chairman who is an independent, Non-executive Director. In the absence of the
Committee Chairman and/or an appointed deputy, the remaining members present shall elect one of themselves to
chair the meeting who would qualify under these terms of reference to be appointed to that position by the Board.
The Chairman of the Board is not permitted to be Chairman of the Committee.
The full terms of reference of the Committee can be found on the QinetiQ website (www.QinetiQ.com).
Service Contracts/Letters of Appointment
The Company’s policy is that Executive Directors have rolling contracts which are terminable by either party giving 12
months’ notice. Non-executive Directors do not have service contracts but are appointed under letters of appointment.
All service contracts and letters of appointment are available for viewing at the Company’s registered office and at the
AGM. Non-executive Directors typically serve two three-year terms but may be invited by the Board to serve for an
additional period (see table in the Nominations Committee report on page 53).
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Non-executive Director

Date appointed

Arrangement

Notice period

Lynn Brubaker

27 January 2016

1 Month

Admiral Sir James
Burnell-Nugent
Mark Elliott
Michael Harper
Ian Mason

10 April 2010

Initial term of three years from date of appointment until the conclusion of the Annual General
Meeting approximately three years from that date, subject to annual reappointment at the AGM.
Initial term of three years from date of appointment, subject to annual reappointment at the AGM.

–
–
1 Month

Paul Murray
Susan Searle

25 October 2010
14 March 2014

David Smith
Steve Wadey

01 March 2017
27 April 2015

Initial term of three years from date of appointment, subject to annual reappointment at the AGM.
Initial term of three years from date of appointment, subject to annual reappointment at the AGM.
Initial term of three years from date of appointment until the conclusion of the Annual General
Meeting approximately three years from that date, subject to annual reappointment at the AGM.
Initial term of three years from date of appointment, subject to annual reappointment at the AGM.
Initial term of three years from date of appointment until the conclusion of the Annual General
Meeting approximately three years from that date, subject to annual reappointment at the AGM.
Service Contract
Service Contract

01 June 2009
22 November 2011
04 June 2014

–

–
–
12 Months
12 Months

The Committee has appointed PwC, an independent firm of remuneration consultants, to provide advice on market
practice, corporate governance and institutional stakeholder views. Fees paid during the year for these services
were £111,500 which included advice relating to the policy and shareholder consultation.
PwC provided the following additional services during the year:
––Implementation support for the Company on Executive reward plans;
––Consultancy and advice to Group Tax; and
––Consultancy and advice in relation to Group Pensions.
The Committee is satisfied the scale and nature of this work does not impact on the objectivity and independence
of the advice it receives from PwC.
Following the appointment of PwC as Independent Auditor the Committee can no longer retain PwC as advisors.
The Committee undertook a thorough review and has appointed FIT Remuneration Consultants as advisors from
1 April 2017.
Statement of voting
Remuneration Report – 2016
96.72%
3.28%

Votes for
Votes against
Total votes cast
Abstained

404,652,873
(96.72%)
13,714,402
(3.28%)
418,367,275
(71.86% share capital)
1,781,755

Remuneration Policy – 2014

.34

84.66%

15

Votes for

%

Votes against
Total votes cast
Abstained

422,740,088
(84.66%)
76,602,719
(15.34%)
499,342,807
(76.68% share capital)
4,877,598

As in previous years, details on the voting on all resolutions at the 2017 AGM will be announced via the RNS
and posted on the QinetiQ website following the AGM.
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Remuneration Committee meetings, activities and decisions 2017
Executive Directors changes during 2017
David Mellors (CFO) resigned from the Company on 31 December 2016 and was replaced by David Smith on 1 March 2017.
Following David Mellors’ decision to leave the Committee agreed that all shares subject to performance conditions would
lapse and that there would be no annual variable reward paid under the Bonus Banking Plan. However, given that David
Mellors had built up equity in the Bonus Banking Plan when he made a positive contribution to stabilising the business
through CEO change and transition to his successor, the Committee felt it was important that he stay incentivised during
his notice period, therefore the decision was taken for David to remain eligible to receive the balance of his accrued
and earned Bonus Banking Plan account. Details can be found on page 87.
Performance condition adjustments during 2017
In March 2015 the Committee agreed a set of adjustment principles to enable consistent and fair review in the event of
an accounting decision impacting on incentives.
Underlying Operating Profit in 2017 included a credit of £5.2m following the LTPA contract amendment in December 2016.
The contract amendment will see QinetiQ procure a new fleet of aircraft for the Empire Test Pilots’ School and QinetiQ is,
as a result, released from the commitment to fulfill the previously expected level of servicing obligations of the existing
fleet. The Committee, following review with the Audit Committee, viewed this as neutral for the purposes of remuneration
as the original charges reduced profit, and therefore incentive outturns, in prior years.
As in 2015 and 2016, the Committee again adjusted the performance conditions for the Performance Share Plan and
Deferred Annual Bonus Matching Plan to reflect continuing operations and share buyback.
Neither Executive Director participated in the long-term incentives impacted by these changes owing to their respective
hire dates with only the CEO participating in the annual incentive. The annual incentive paid to the CEO was £1,104,687
(86.4% of maximum) as detailed on page 86.
The following table provides a summary of all the key activities during the year. There was full attendance at each meeting
except for March 2017 when Ian Mason was unable to be present.
May 2016

July 2016

November 2016

January 2017

March 2017

Base salary

Incentives

Equity

Governance

Resourcing

Executive
Remuneration
market review
Executive Director and
Executive Committee
salary review
Trends in Executive
Remuneration
Non-executive Group
Chairman fees

FY16 final
results

2013 PSP/DAB
vesting approval

Approve Directors’
Remuneration Report

Iain Farley
recruitment

Shareholder
feedback on Directors’
Remuneration Report
Draft Executive
Remuneration Policy
review

David Mellors
resignation

FY17 half
Review of
year forecast
Executive Team
Draft Executive shareholdings
incentive design

David Smith
recruitment

Shareholder
Miles Adcock
consultation
resignation
arrangements
FY17 provisional 2014 PSP/DAB
Draft Directors’
results
provisional vesting Remuneration Report
FY18 target
Review of Committee
setting
remit and effectiveness
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Executive Director single figure remuneration
The auditor is required to report on the information in this table. Executive Director remuneration is shown as a single
figure to provide an annual comparison between the actual remuneration for the performance year ended 31 March 2017
and the preceding year.
Element of remuneration (£’000)
Salary/Fees
(£’000)

Steve Wadey
David Mellors
David Smith

Annual Incentives
(£’000)

Long-Term Incentives
(£’000)

Pension
(£’000)

Single Figure
(£’000)

2017

2016

2017

2016

2017

2016

2017

2016

2017

2016

2017

2016

568
332
40

520
456
–

33
21
3

31
26
–

1,105
645
–

999
850
–

–
–
–

–
–
–

113
66
15

104
91
–

1,819
1,064
58

1,654
1,423
–

Additional supporting information for each
Executive Director
To support the single figure, this section documents
each element of remuneration and how the figure was
calculated for the performance year ended 31 March 2017.

The CEO/CFO were measured against the targets
as shown below:
% of base salary

25%

Salary/fees
The increase in the CEO’s base salary reflects his
first full year in post and a 2.5% (£14,000) per annum
increase effective from 1 July 2016, in line with the
typical 2016 salary increase across the Group.

performance measures and personal objectives
were weighted at 80%/20% of the annual incentive
opportunity.

12

Annual incentive
For the year ended 31 March 2017 achievement of
on-target performance provides a payment equal to
112.5% of base salary, rising on a linear scale to 225%
of base salary for achievement of stretch performance.
For FY17 and FY16, the scheme begins to pay out
once threshold performance measures have been
achieved. For the year ended 31 March 2017, financial
performance measures make up 75% of the annual
incentive opportunity with collective objectives
and personal objectives accounting for the remaining
25%. For the year ended 31 March 2016, financial

%

Benefits
Benefits comprise of car allowance, healthcare, life
assurance and income protection

.5

The new CFO has commenced employment on the
same base salary as his predecessor (£440,000).
12.5%

25%

25%

Executive Director

Benefits
(£’000)

Orders
Underlying Operating Profit
Underlying Cash Flow
Collective Objectives
Personal Objectives
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The auditor is required to report on the information in this table which summarises the key steps in the calculation
of the annual incentive. Definitions of underlying measures of performance can be found in the glossary on page 157.

CEO/CFO financial performance measures

Orders
Underlying operating profit
Underlying cash flow (Excluding LTPA and MSCA
Capital Expenditure)
Collective objectives
CEO personal objectives
Overall result

Stretch

Actual
(excluding
acquisitions)

% of maximum
reward
achieved

Plan
contribution

£600.0m
£105.0m

£750.0m
£115.0m

£671.4m
£115.1m

73.8
100.0

235,846
319,574

£80.0m
60%
60%

£96.0m
100%
100%

£100.0m
65%
90%

100.0
56.3
87.5
86.4

319,754
89,880
139,813
1,104,687

Weighting
(%)

Threshold

Target

25
25

£540.0m
£95.0m

25
12.5
12.5

£72.0m
40%
40%

Collective Objectives
At the beginning of the performance period five collective objectives were set by the Remuneration Committee and
communicated to the Executive Directors, Executive Committee and Leadership Community. Three of the objectives
focus on delivering our strategy and the remaining two focused on operational transformation so that we are organised
effectively to succeed.
Lead and modernise the UK Defence ‘Test & Evaluation enterprise’
The objective provided a focus on securing agreements for the modernisation of Boscombe Down and provision of future
Test and Evaluation needs with key prime contractors. The objective was partially met.
Build the Company internationally
Significant progress was made, due to circumstances outside our control, the specifics of the objective were not delivered
but remain live and therefore continue to be commercially sensitive and not disclosed. The objective was judged to be
not delivered.
Innovate for customer advantage
The objective provided a focus on investing in new product capability opportunities. A number of these delivered contracts
during the year but remain commercially sensitive and are not disclosed. The objective was measured as partially met.
Transformation programme
The objective provided a focus on generating a five-year Integrated Strategic Business Plan and delivering recurring
savings of £20m for future growth investment. The objective was successfully met.
Organisation development
The objective focussed on establishing a matrix organisation, designed to support our new business model and strategy, and
completion of the Leadership Development Programme for over 200 of our senior leaders. The objective was successfully met.
Personal objectives
At the beginning of the performance period two personal objectives were set by the Group Chairman and communicated
to the CEO.
Growth
The objective provided a focus on developing a five-year business plan, generating a pipeline of potential acquisitions
and building shareholder confidence. The five-year plan has been approved by the Board and the pipeline for potential
acquisitions has already produced two successes via QinetiQ Target Systems and RubiKon Group Pty Limited. Positive
shareholder feedback has shown that confidence is growing therefore the objective is judged to have been met.
Leadership
The objective provided a focus on forming the business leadership into an inspired, self-motivated winning group. Progress
was to be shared with the Board at two reviews incorporating a clear focus on succession planning. Through organisation
redesign, focused recruitment and development interventions and culture programmes the progress made has been
positively received by the Board. The objective is judged to have been met.
The Bonus Banking Plan operates as follows:
––The Plan operates on a fixed four-year cycle. Year one of the Plan commenced on 1 April 2014, year two commenced
1 April 2015, year three commenced 1 April 2016, and year four commenced on 1 April 2017.
––Performance conditions are set at the beginning of each Plan year.
––At the end of each of the first three Plan years the performance against targets is assessed and the level of the
incentive earned is determined and paid into the Plan account.
––At the end of each of the first three Plan years, 50% of the account balance will be paid and the balance retained
and held in the Plan as notional shares.
––At the end of the fourth year, any remaining balance in the Plan account is paid out in shares.
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The auditor is required to report on the information in this table. The measurement date for the CEO is 31 March 2017
and the Bonus Banking Plan annual contribution for 2017 is as reported in the single figure. Through the operation of
the Plan the CEO received a cash payment of £857,475. The CEO retains 305,913 notional shares in his plan account.

CEO
CFO

Notional shares
on account at
beginning of
plan year 3
(31 March
2016)

30 Day average
share price
as at
measurement
Date (£)

Share value
as at
measurement
date
(£)

Bonus plan
contribution
for plan year 3
(£)

213,304
311,153

2.803
2.523

597,891
785,163

1,104,687
–

Dividend
equivalent
payment (£)
(5.8p)

Bonus
pool total
value as at
measurement
date
(£)

12,372
–

1,714,950
785,163

Gross cash
payment for
plan year 3
(£)

Bonus pool
total value
following
cash payment
(£)

Notional shares
on account
at beginning
of plan year 4
(31 March
2017)

857,475
785,163

857,475
–

305,913
–

David Mellors resignation (measurement date 31 December 2016)
Following David Mellors’ resignation, he was ineligible to receive the annual contribution due from the Bonus Banking Plan.
However he retained the balance in his Bonus Banking Account.
Forfeiture
The CEO retained notional shares in his Plan account of which 50% were subject to forfeiture. Forfeiture would have been
enacted if Group Underlying Operating Profit was less than £85.0m for FY17. FY17 Group Underlying Operating Profit was
£115.1m (excluding contribution from acquisitions) therefore no notional shares were forfeited.
Discretion
For the year ended 31 March 2017, no discretion was applied to the calculated results; therefore, £1,104,687 has been
reported in the single figure calculation.
For the year ended 31 March 2016, financial targets were exceeded providing a contribution of 85.4% of base salary for
the CEO and 82.9% of base salary for the CFO. £999,117 and £849,917 has been reported in the single figure table. No
discretion was applied to these contributions.
Long-term incentive summary
Deferred Annual Bonus Matching Plan
Following David Mellor’s resignation any award due under the 2014 Deferred Annual Bonus Matching Award lapsed.
The CEO did not participate in this award.
Performance Share Plan
Following David Mellor’s resignation any award due under the 2014 Performance Share Plan lapsed. The CEO did not
participate in this award.
A figure of zero has been reported in the single figure for Steve Wadey, David Mellors and David Smith respectively.
Long-term incentive plan results
The 2014 Performance Share Plan achieved 50.3% vesting and the 2014 Deferred Annual Bonus Matching Plan achieved
41.4% vesting.
Scheme interests awarded during the financial year ended 31 March 2017
The auditor is required to report on the information in this table. Performance conditions under the PSP are; EPS growth
between 3% – 10% per annum; and TSR performance between median and upper quartile when compared to the
FTSE250. The following awards were made to Executive Directors.

Grant date

Award as
percentage
of salary

Face value
of award
(£’000)

Share price
at date
of grant (£)

No. of
shares
granted

EPS

1 Jul 16

95.0%

534

2.24

238,095

TSR

1 Jul 16

95.0%

534

2.24

238,095

Plan name

Performance
measure

CEO

PSP 2016

CEO

PSP 2016

Performance
period
from – to

1 Apr 16
31 Mar 19
1 Apr 16
31 Mar 19

Percentage of
award vesting
at threshold

25%
30%

Between the approval date and grant date share price movement resulted in a revised award as a percentage of salary.
Pension
No Directors participate in the QinetiQ Pension Scheme. Pension figure represents cash in lieu of pension equating to 20%
of base salary for both years.
The auditor is required to report on the information shown here over payments to past Directors.
Payments to past Directors and payment for loss of office
No payments were made to past Directors and no payments were made for loss of office.
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Single figure remuneration for each Non-executive Director
The auditor is required to report on the information in this table. Non-executive Director remuneration is shown as a single
figure to provide an annual comparison between the actual remuneration awarded during the financial year ended
31 March 2017 and the preceding year.
Salary/fees (£’000)
Non-executive Director

Lynn Brubaker
Admiral Sir James
Burnell-Nugent
Mark Elliott
Michael Harper
Ian Mason
Paul Murray
Susan Searle

Committee Chair fees
(£’000)

Benefits (£’000)

US/UK attendance fee
(£’000)

Single figure (£’000)

2017

2016

2017

2016

2017

2016

2017

2016

2017

2016

46
46

8
45

–
–

–
–

–
9

–
9

15
2

3
–

61
57

11
54

238
46
46
46
46

236
45
45
45
45

75
–
–
–
–

75
–
–
–
–

–
19
–
9
–

–
19
–
9
–

–
2
–
2
2

–
–
–
–
–

313
67
46
56
48

311
64
45
54
45

Mark Elliott and Lynn Brubaker are US residents, therefore Mark is entitled to an accommodation allowance of £75,000 and
Lynn is entitled to receive a $4,000 fee for attending UK meetings. UK-based Non-executive Directors are entitled to receive
a £2,500 fee for attending US meetings.
Statement of Directors’ shareholding and share interests
The auditor is required to report on the information in this table. Set out below are the Directors’ shareholdings as at
31 March 2017.
In relation to the revised Executive Shareholding Policy adopted on 1 April 2017 the Company requires Executive Directors
to hold shares equivalent to 300% (CEO) and 200% (CFO) of base salary.
The CEO does not currently meet the minimum shareholding requirement; with a current holding equivalent to 10% of base
salary using a share price of £2.726 (three-month average to 31 March 2017). This reflects his recent appointment as CEO
and the lack of any opportunity for share-based awards to vest.
The CFO does not currently meet the minimum shareholding requirement; with a current holding equivalent to 0% of base
salary using a share price of £2.726 (three-month average to 31 March 2017). This reflects his recent appointment as CFO
and the lack of any opportunity for share-based awards to vest.

Steve Wadey
David Smith
Mark Elliott
Michael Harper
Admiral Sir James Burnell-Nugent
Paul Murray
Susan Searle
Ian Mason
Lynn Brubaker

Shares
beneficially
owned

Shares subject to
performance
conditions

Shares not
subject to
performance
conditions

Total shares
held at 23
May 2017

21,925
–
125,000
30,000
11,419
74,942
17,500
10,000
12,000

839,826
–
–
–
–
–
–
–
–

–
–
–
–
–
–
–
–
–

861,751
–
125,000
30,000
11,419
74,942
17,500
10,000
12,000

Shares beneficially owned comprise shares held under the Share Incentive Plan (including matched shares) and shares
owned by the Executive and any connected persons.
Shares subject to performance conditions comprise awards made under the Performance Share Plan for 2016 and 2015.
Total scheme interests summary
The auditor is required to report on the information in this table. Total scheme interests, including those awarded during
the financial year ended 31 March 2017, are as follows.
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Steve Wadey

Plan name

Date of grant

PSP 2015
PSP 2016

28 Jul 15
1 Jul 16

Number 1
April 2016

Granted
in year
(maximum
potential
of awards)

Exercised/
vested in year

Lapsed in
year

Number 31
March 2017

363,636
–
363,636

–
476,190
476,190

–
–
–

–
–
–

363,636
476,190
839,826

Number 1
April 2016

Granted
in year
(maximum
potential
of awards)

Exercised/
vested in year

Lapsed in
year

Number 31
March 2017

300,000
157,196
293,550
108,779
285,714
1,145,239

–
–
–
–
–
–

–
–
–
–
–
–

300,000
157,196
293,550
108,779
285,714
1,145,239

–
–
–
–
–
–

Market price
on date of
grant

Earliest
vest date

Latest
vest date

231.0
224.4

28 Jul 18
1 Jul 19

28 Jul 18
1 Jul 19

Market price
on date of
grant

Earliest
vest date

Latest
vest date

180.4
180.4
200.0
207.7
231.0

28 Jun 16
28 Jun 16
28 May 17
1 Jul 14
28 Jul 18

28 Jun 16
28 Jun 16
28 May 17
1 Jul 17
28 Jul 18

David Mellors

Plan name

PSP 2013
DAB Match 2013
PSP 2014
DAB Match 2014
PSP 2015

Date of grant

28 Jun 13
28 Jun 13
28 May 14
1 Jul 14
28 Jul 15

PSP awards are subject to two equally weighted performance conditions; EPS growth between 3% – 10% per annum; and
TSR performance between median and upper quartile when compared to the FTSE250. DAB Match is subject to the same
EPS condition as the PSP. The price of a QinetiQ share at 31 March 2017 was 279.0p. The highest and lowest prices of a
QinetiQ share during the year ended 31 March 2017 were 217.5p and 285.0p. There have been no changes to the interests
shown above between 31 March 2017 and 23 May 2017.
Performance review
The eight-year and three-year charts show the Company’s Total Shareholder Return over the period from 31 March 2009
to 31 March 2017 and 31 March 2014 to 31 March 2017 compared with the FTSE 250 (excluding investment trusts) over
the same period based on spot values. The Committee has chosen to demonstrate the Company’s performance against
these indices as it is an appropriate sector comparison within the index in which the Company is listed. This comparator
group is also used to measure TSR performance in the PSP.
Eight-year comparator chart

Three-year comparator chart

400
350
300
250
200
150
100
50

160
140
130
120
110
100
90
80

Mar-09

Mar-10

Mar-11

Mar-12

Mar-13

Mar-14

QinetiQ
FTSE 250 (excluding investment trusts)

Mar-15

Mar-16

Mar-17

Mar-14

Mar-15

Mar-16

QinetiQ
FTSE 250 (excluding investment trusts)

Mar-17
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Part 3: Annual Report on Remuneration continued

CEO remuneration
The table below shows the CEO’s remuneration over the same performance period as the Total Shareholder Return chart
(31 March 2009 to 31 March 2017):

Year ended 31 March

Salary/fees

Single figure

Annual Bonus
(% of maximum)

Long-Term
Incentives
(% of maximum
vesting)

568,132
520,219
455,885
501,227
469,776
610,844
593,050
580,000
580,000
217,872
266,667

1,819,177
1,654,546
1,423,382
1,725,960
673,979
2,177,742
3,992,001
1,495,284
1,327,156
886,564
1,246,320

86.42%
85.36%
82.86%
88.55%
–
76.97%
100.00%
100.00%
100.00%
–
–

–
–
–
13.91%
–
15.43%
40.27%
–
–
–
–

2017 Steve Wadey
2016 Steve Wadey
2016 David Mellors
2015 David Mellors
2015 Leo Quinn
2014 Leo Quinn
2013 Leo Quinn
2012 Leo Quinn
2011 Leo Quinn
2010 Leo Quinn
2010 Graham Love

Percentage change in CEO remuneration
The following table compares change in CEO remuneration with an employee comparator group (averaged per capita).
The comparison group (4,000 employees) represents the UK principal businesses in service between 1 April 2016 and
31 March 2017. For comparison purposes, the CEO’s full year equivalent figures have been used for 2016 (CEO joined
on 27 April 2015).
CEO

Base salary
Benefits
Annual bonus

Comparison group

2017

2016

% change

2017

2016

% change

£568,132
£32,725
£1,104,687

£560,000
£34,939
£1,075,520

1.5%
-6.3%
2.7%

£39,694
£1,138
£1,506

£38,591
£1,173
£912

2.9%
-3.1%
65.1%

Remuneration Policy for all employees
All employees of QinetiQ are entitled to base salary,
benefits and pension. UK and Australia based
employees are entitled to participate in the QinetiQ
Share Incentive Plan. The maximum incentive
opportunity available is based on the seniority and
responsibility of the role. Participation in the PSP is
available to Executive Directors; senior managers and
selected employees throughout the organisation are
also invited to participate. The Committee is advised
of the general reward policy for other employees and
of any significant changes proposed.
Gender related pay
QinetiQ is subject to gender pay reporting and will
be publicising information during the coming year.

Relative importance of spend on pay
The graph below shows actual spend on all employee
remuneration, shareholder dividends and buybacks and
any other significant use of profit and cash within the
previous two financial years.
341.1

Total Employee
remuneration
Share-based
profit distribution
Other significant
profit distribution

(£m) 2017
(£m) 2016

332.6
34.1
33.0
47.4
46.9
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Implementation of policy for the year ending
31 March 2018
Salary/fees
Non-executive Director fees were last increased on
1 July 2015, resulting in an increase in base fees from
£43,000 to £46,000 per annum. Non-executive Director
fees will be reviewed again in July 2017. The Nonexecutive Group Chairman’s fees were last increased on
1 December 2016 resulting in an increase to £242,000.
Salaries and fees are reviewed in line with Policy.

Incentives for Executives
The table below shows the measures and relative
weighting for Bonus Banking Plan (Element A) for
the CEO and CFO:

Executive Directors are permitted to accept one
external non-executive director position with the
Board’s approval. Any fees received in respect of these
appointments may be retained by the Executive Director.

Bonus Banking Plan
(Element A) (target
performance
100% of base salary,
stretch performance
200% of base salary)

The CEO does not hold any non-executive directorships
in other companies. David Smith was appointed
non-executive director of Motability Operations
Group plc on 1 July 2010. Non-executive director
fees, as reported in the 2016 Motability Operations
Group plc annual report were £43,000 per annum.
Fees effective as at
1 April 2017
£

Non-executive Group Chairman
Accommodation allowance
for Non-executive Group Chairman
Basic fee for UK
Non-executive Director
Additional fee for chairing
a Committee
Additional fee to Deputy Chairman/
Senior Independent Non-executive
Director
Additional fee for attendance at
a Board meeting held in US by UK
resident Non-executive Director
Additional fee for attendance at
a Board meeting held in UK by US
resident Non-executive Director

£242,000
£75,000
£46,000
£9,000

£10,000

£2,500

$4,000

Performance
measure (excluding
2018 acquisitions)

Underlying
Operating
Profit
Underlying Net
Cash from
Operations
(Pre-Capex)
Orders
Collective
Objectives
Personal
Objectives
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Relative
weighting
(%)

25.0%

25.0%
25.0%
12.5%
12.5%

Details of specific performance targets for the
Bonus Banking Plan have not been provided as
they are deemed commercially sensitive. They will
be disclosed retrospectively in next year’s Annual
Report on Remuneration.
The Deferred Share Plan (Element B) will award a
maximum of 125% of base salary for achieving Stretch
performance with 35% of maximum payable at Target
performance. The 2018 performance measure will
be Underlying Operating Profit but with different
performance targets compared to the Bonus Banking
Plan. Awards will be made in July 2018 based on 2018
performance. Details of specific performance targets
for the Deferred Share Plan (Element B) have not been
provided as they are deemed commercially sensitive.
They will be disclosed retrospectively in next year’s
Annual Report on Remuneration.
Michael Harper
Remuneration Committee Chairman
25 May 2017

92

Governance

QinetiQ Group plc Annual Report and Accounts 2017

Directors’ report

In accordance with
the Investment
Association’s
guidelines, the effect
of the share buyback
has been neutralised
in incentive schemes

Statutory information contained elsewhere
in the Annual Report
Information required to be part of this Directors’
report can be found elsewhere in the Annual Report
as indicated in the table below and is incorporated
into this report by reference:
Information

Corporate Governance Statement
Directors’ details
Directors’ interests in shares
Employees
Financial instruments: Information on
the Group’s financial risk management
objectives and policies, and its exposure
to credit risk, liquidity risk, interest rate
risk and foreign currency risk
Greenhouse gas emissions
Likely future developments in the business
of the Company or its subsidiaries
Results and dividends

Branches
The Company and its subsidiaries have established
branches in a number of different countries in which
they operate; their results are, however, not material
to the Group’s financial results.

Page

40
48
88
30
129

Share capital
As at 31 March 2017, the Company had allotted and
fully paid up share capital of 571,757,121 ordinary shares
of 1p each with an aggregate nominal value of £5.7m
and one Special Share with a nominal value of £1. The
ordinary share total includes 4,515,868 shares held
exclusive of voting rights in treasury and 2,622,180
shares held by employee share trusts.
Details of the shares in issue during the financial year
are shown in note 28 on page 135.

33
2 to 37
34

Management report
The Strategic report on pages 2 to 37 and the
Directors’ report, as detailed on pages 92 to 95,
including information which has been incorporated into
those sections by reference, comprise the management
report specified by rules 4.1.5R (2) and 4.1.8R of the
FCA’s Disclosure Guidance and Transparency Rules.
Research and development
One of the Group’s principal business streams is
the provision of funded research and development
(R&D) for customers. The Group also invests in
the commercialisation of promising technologies
across all areas of business.
The majority of R&D-related expenditure is incurred
in respect of specific research contracts placed by
customers. R&D costs are included within operating
costs in the income statement and R&D income is
reflected within revenue. In the financial year, the Group
recorded £306.4m (2016: £300.8m) of total R&D-related
expenditure, of which £272.8m (2016: £277.6m) was
customer-funded work and £33.6m (2016: £23.2m)
was internally funded. Additionally, £0.4m (2016: £0.4m)
of late-stage development costs was capitalised
and £1.3m (2016: £1.2m) of capitalised development
costs was amortised in the year.
Political donations
QinetiQ does not make political donations to parties
as that term would be commonly recognised. The legal
definition of that term is, however, quite broad and may
have the effect of covering a number of normal business
activities that would not commonly be perceived to be
political donations, such as sponsorship of events.
These may include legitimate interactions in making
MPs and others in the political world aware of key
industry issues and matters that affect QinetiQ, and that
make an important contribution to their understanding
of QinetiQ, the markets in which it operates and the
work of their constituents.

Share buyback activity
The Company announced at the half year in November
2015 that it intended to carry out a return of capital to
shareholders of up to £50m over 12 months, consistent
with the Company’s capital allocation policy, by way
of an on-market buyback, subject to prevailing equity
market conditions. This was a continuation of buyback
activity which began in 2014 when a £150m return of
capital was carried out between 2014 and 2016. The
Board considers the buyback process to be a flexible
distribution method which is simple to execute, easily
understood by the market and provides shareholders
with a choice as to whether to participate. During the
financial year under review, the Company completed
this buyback.
As a result of the share buyback activity detailed above,
during the year under review, 19,439,947 ordinary shares
with a nominal value of 1p each in the capital of the
Company (representing 3.4% of the issued ordinary
share capital as at 31 March 2017) were purchased
at an average price of 243.6 pence per share. Of these
shares, 4,515,868 shares are held in treasury and the
remainder have been cancelled.
In the financial year, the impact of the share buyback
has been to increase basic underlying earnings per
share from 16.3p to 16.7p, for total shareholder return
to remain unchanged and for net asset value to
reduce by £46.7m. In accordance with the Investment
Association’s guidelines, the effect of the share buyback
has been neutralised in incentive schemes, such that
for calculation purposes the number of shares in issue
is regarded as the same at the end of the three-year
performance period as at the beginning. Accordingly,
no benefit has accrued under the incentive schemes
as a consequence of the share buyback.
Rights of ordinary shareholders
The rights of ordinary shareholders are set out in the
Articles of Association. The Articles of Association can
be found on the Company’s website at www.QinetiQ.
com in the Corporate Governance section. The holders
of ordinary shares are entitled to receive the Company’s
Reports and Accounts, to attend and speak at general
meetings of the Company, to exercise voting rights in
person or by appointing a proxy, and to receive
a dividend where declared or paid out of profits
available for that purpose.

At the date of this report,
there is no contract or
arrangement with the
Company or any of
its subsidiaries that is
significant in relation
to the business of the
Group as a whole
in which a Director
of the Company is
materially interested.
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Rights of special shareholder
The Special Share is held by HM Government
through the Secretary of State for Defence (the Special
Shareholder) and it may only be held by and transferred
to HM Government. It confers certain rights which are
set out in the Articles of Association to protect UK
defence and security interests. These include:

Corporate sponsored nominee
In circumstances where ordinary shares are held by
the corporate sponsored nominee service, Equiniti
Corporate Nominees Limited will vote on all resolutions
proposed at general meetings in accordance with voting
instructions received from shareholders using such
corporate nominee service.

––the promotion and reinforcement of the MOD
compliance principles which require QinetiQ to
be an impartial, ethical and responsible contractor
by avoiding conflicts of interest in its dealings
with the MOD;
––the protection of defined strategic assets of the
Group, such as certain testing facilities, by providing
the Special Shareholder with an option to purchase
those assets in certain circumstances;
––the right to require certain persons with a material
interest in QinetiQ to dispose of some or all of their
ordinary shares on the grounds of national security
or conflict of interest; and
––nationality of Directors provisions whereby at least
the Non-executive Chairman or Chief Executive
Officer must be a British citizen.

Major shareholdings
The Company has been notified of the following
interests of 3% or more in the issued ordinary share
capital of the Company (being voting rights over such
share capital) pursuant to Rule 5.1 of the Disclosure
Guidance and Transparency Rules:

The Special Share carries no financial and economic
value and the Special Shareholder is not entitled to vote
at a general meeting of the Company. At any time the
Special Shareholder may require QinetiQ to redeem the
share at par and, if wound up, the Special Shareholder
would be entitled to be repaid at its nominal value before
other shareholders. Any variation of the rights attaching
to the Special Share requires the written approval of
the MOD. Further details can be found in note 28 on
page 135.
Restrictions on the transfer of shares
As detailed above, the Special Share confers rights
under the Company’s Articles of Association to require
certain persons with an interest in QinetiQ’s shares that
exceed certain prescribed thresholds to dispose of some
or all of their ordinary shares on the grounds of national
security or conflict of interest.
Employee share schemes
The QinetiQ Group plc Employee Benefit Trust (the
Trust) holds shares in connection with QinetiQ’s
employee share schemes, excluding the Share Incentive
Plan. As at 31 March 2017, the Trust held 2,622,180
ordinary shares of 1p each (the Trust Shares). The
Trustees of the Trust have agreed to waive their
entitlement to dividends payable on the Trust Shares.
The Trust holds further ordinary shares in respect of
deferred shares held on behalf of participants in the
Company’s Deferred Annual Bonus Plan. Dividends
received by the Trust in respect of the deferred shares
are paid direct to the plan participants on receipt and
are not retained in the Trust.
Equiniti Share Plan Trustees Limited acts as Trustee in
respect of all ordinary shares held by employees under
the QinetiQ Group plc Share Incentive Plan (the Plan).
Equiniti Share Plan Trustees Limited will vote on all
resolutions proposed at general meetings in accordance
with voting instructions received from participants
in the Plan.

Name of shareholder

Schroders
BlackRock, Inc.
Investec
Norges Bank
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At 31 March
2017 % of
issued share
capital*

At 17 May
2017# % of
issued share
capital

9.984%
8.63%
4.95%
3.94%

9.984%
8.63%
4.95%
3.94%

*	As notified by the shareholder and based on the issued
ordinary share capital at the time of the notification.
#
	Being a date not more than a month prior to the date
of the Notice of AGM.

Employees
The Group is committed to the fair treatment of people
with disabilities in relation to applications, training,
promotion and career development. If an existing
employee becomes disabled, we make every effort
to enable them to continue their employment and
career development, and to arrange appropriate
training, wherever practicable.
Directors’ conflicts of interest
The Company requires Directors to disclose proposed
outside business interests before they are entered
into. This enables prior assessment of any conflict, or
potential conflict, of interest and any impact on time
commitment. An annual review of all external interests
is carried out by the Board.
Directors’ interests in contracts
At the date of this report, there is no contract or
arrangement with the Company or any of its subsidiaries
that is significant in relation to the business of the Group
as a whole in which a Director of the Company is
materially interested.
Indemnities
The Articles of Association of the Company entitle the
Directors of the Company, to the extent permitted by
law, to be indemnified out of the assets of the Company
in the event that they suffer any expenses in connection
with certain proceedings relating to the execution of
their duties as Directors of the Company.
In addition, the Company purchases Directors’ and
officers’ liability insurance. Where it is not possible for
Directors and officers to be indemnified by the Company,
such Directors and officers of the Company benefit from
the Directors’ and officers’ liability insurance cover in
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KPMG LLP will
be retiring as the
Company’s external
auditor at the Annual
General Meeting.
PricewaterhouseCoopers
LLP has expressed
their willingness to
act as auditor and a
resolution to appoint
them will be proposed
at the Annual
General Meeting

respect of legal actions brought against them. This
insurance protection is also provided to the Company and
its subsidiaries where they have provided an indemnity.
The Directors of QinetiQ Pension Scheme Trustee
Limited, a Group company and the Trustee of the
QinetiQ Pension Scheme (the Scheme), benefit from
an indemnity contained in the rules of the Scheme. The
indemnity would be provided out of the Scheme assets.
Change of control – significant agreements
The following significant agreements contain provisions
entitling the counterparties to require prior approval,
exercise termination, alteration or other similar rights
in the event of a change of control of the Company,
or if the company ceases to be a UK company:
––The Combined Aerial Target Service contract is a
20-year contract awarded to QinetiQ by the MOD on
14 December 2006. The terms of this contract require
QinetiQ Limited to remain a UK company which is
incorporated under the laws of any part of the UK,
or an overseas company registered in the UK, and
that at least 50% of the Board of Directors are UK
nationals. The terms also contain change of control
conditions and restricted share transfer conditions
which require prior approval from HM Government if
there is a material change in the ownership of QinetiQ
Limited’s share capital, unless the change relates to
shares listed on a regulated market – ‘material’ is
defined as being 10% or more of the share capital.
In addition, there are restrictions on transfers of
shares to persons from countries appearing on
the restricted list as issued by HM Government.
––The Long Term Partnering Agreement (LTPA) is a
25-year contract, which QinetiQ Limited signed on
28 February 2003, to provide test, evaluation and
training services to the MOD. This contract contains
conditions under which the prior approval of HM
Government is required if the contractor, QinetiQ
Limited, ceases to be a subsidiary of the QinetiQ
Group, except where such change in control is
permitted under the shareholders Agreement
to which the MOD is a party.
––The company is party to a multi-currency revolving
credit facility with a US$100m tranche and a £166m
tranche, provided by a consortium of banks, that
expires on 29 August 2019. Under the terms of the
facility, in the event of a change of control of the
company, any lender may give notice to cancel
its commitment under the facility and require all
outstanding amounts to be repaid.
The Directors’ contracts contain no provisions for
compensation for loss of office on a change of
control of the company.
Disclosures in accordance with Listing Rule 9.8.4
There are no matters requiring disclosure under Listing
Rule 9.8.4. For completeness, details of the waiver
of dividends by the Employee Benefit Trust have been
included in the note on Employee Share Schemes on
page 93 notwithstanding that the waiver is in respect
of less than 1% of the total value of any dividend.

Articles of Association
Changes to the Articles must be submitted to
shareholders for approval. Save in respect of the rights
attaching to the Special Share, the company has not
adopted any special rules relating to the appointment
and replacement of Directors or the amendment of
the Company’s Articles of Association, other than
as provided under UK corporate law.
Appointment and replacement of Directors
According to the Articles of Association, all Directors are
subject to election by shareholders at the first annual
general meeting following their appointment, and to
re-election thereafter at intervals of no more than three
years. In line with best practice reflected in the Code,
however, the Company requires each serving member
of the Board to be put forward for election or re-election
on an annual basis at each Annual General Meeting.
Powers of the Directors: allotment/purchase
of own shares
At the Company’s Annual General Meeting held in
July 2016, the shareholders passed resolutions which
authorised the Directors to allot relevant securities up to
an aggregate nominal value of £3,910,816 (£1,955,408
pursuant only to a rights issue), to disapply pre-emption
rights (up to 5% of the issued ordinary share capital)
and to purchase ordinary shares (up to 10% of the
issued ordinary share capital). The authorities will
remain valid until the 2017 Annual General Meeting.
Resolutions in respect of the allotment of relevant
securities, the disapplication of pre-exemption rights
and the purchase of own shares will be laid before
the 2017 Annual General Meeting.
Annual General Meeting
The Company’s Annual General Meeting will be held on
Wednesday, 19 July 2017 at 11.00am, at the offices of
Ashurst LLP, Broadwalk House, 5 Appold Street, London
EC2A 2HA. Details of the business to be proposed
and voted on at the meeting are contained in the
Notice of Annual General Meeting, which is sent to all
shareholders and is also published on the Company’s
website, www.QinetiQ.com in the ‘Investors’ section.
Auditor
Following the completion of the external audit
tender process, as noted on page 63, KPMG LLP will
be retiring as the Company’s external auditor at the
Annual General Meeting. PricewaterhouseCoopers
LLP has expressed their willingness to act as auditor
and a resolution to appoint them will be proposed
at the Annual General Meeting.
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Directors’ responsibilities in respect of the
Annual Report and financial statements
The Directors are responsible for preparing the
Annual Report and the Group and parent company
financial statements in accordance with applicable
law and regulations.

Statement of disclosure of information to the auditor
The Directors who held office at the date of approval
of this Directors’ report have confirmed that, so
far as the Directors are aware, there is no relevant
audit information of which the company’s auditor is
unaware, and the Directors have taken all the steps
they reasonably should have taken as Directors
to make themselves aware of any relevant audit
information and to establish that the company’s
auditor is aware of that information.

Company law requires the Directors to prepare Group
and parent company financial statements for each
financial year. Under that law they are required to
prepare the Group financial statements in accordance
with IFRSs as adopted by the EU and applicable
law and have elected to prepare the parent company
financial statements in accordance with UK Accounting
Standards and applicable law (UK Generally Accepted
Accounting Practice).
Under company law the Directors must not approve the
financial statements unless they are satisfied that they
give a true and fair view of the state of affairs of the
Group and parent company and of their profit or loss
for that period. In preparing each of the Group and
parent company financial statements, the Directors
are required to:
––select suitable accounting policies and then apply
them consistently;
––make judgements and estimates that are reasonable
and prudent;
––for the Group financial statements, state whether
they have been prepared in accordance with IFRSs
as adopted by the EU;
––for the parent company financial statements, state
whether applicable UK Accounting Standards have
been followed, subject to any material departures
disclosed and explained in the parent company
financial statements; and
––prepare the financial statements on the going
concern basis unless it is inappropriate to presume
that the Group and the parent company will continue
in business.
The Directors are responsible for keeping adequate
accounting records that are sufficient to show and
explain the parent company’s transactions and disclose
with reasonable accuracy at any time the financial
position of the parent company and enable them to
ensure that its financial statements comply with the
Companies Act 2006. They have general responsibility
for taking such steps as are reasonably open to them
to safeguard the assets of the Group and to prevent
and detect fraud and other irregularities.
Under applicable law and regulations, the Directors
are also responsible for preparing a Strategic report,
Directors’ report, Directors’ remuneration report and
Corporate Governance Statement that comply with
that law and those regulations.
The Directors are responsible for the maintenance
and integrity of the corporate and financial information
included on the company’s website. Legislation in
the UK governing the preparation and dissemination
of financial statements may differ from legislation
in other jurisdictions.
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Responsibility statement of the Directors in respect
of the Annual Report
The Directors in office as at the date of this report
confirm that to the best of their knowledge:
––the financial statements, prepared in accordance
with the applicable set of accounting standards, give
a true and fair view of the assets, liabilities, financial
position and profit or loss of the company, and the
undertakings included in the consolidation taken
as a whole; and
––the management report (which includes the Strategic
report and the Directors’ report) includes a fair review
of the development and performance of the business,
and the position of the company and the undertakings
included in the consolidation taken as a whole,
together with a description of the principal risks
and uncertainties that they face.
By order of the Board
Jon Messent
Company Secretary and Group General Counsel
25 May 2017
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members of QinetiQ Group plc only

Opinions and conclusions arising
from our audit
1. Our opinion on the financial statements
is unmodified
We have audited the financial statements of QinetiQ
Group plc for the year ended 31 March 2017 set out
on pages 102 to 146. In our opinion:
––the financial statements give a true and fair view of
the state of the Group’s and of the parent company’s
affairs as at 31 March 2017 and of the Group’s profit
for the year then ended;
––the Group financial statements have been properly
prepared in accordance with International Financial
Reporting Standards as adopted by the European
Union;
––the parent company financial statements have been
properly prepared in accordance with UK Accounting
Standards, including FRS 101 Reduced Disclosure
Framework; and
––the financial statements have been prepared in
accordance with the requirements of the Companies
Act 2006; and, as regards the Group financial
statements, Article 4 of the IAS Regulation.
Overview

Materiality: Group financial
statements as a whole

Coverage

£5.5m (2016: £5.2m)
4.7% (2016: 4.8%) of profit
before tax from continuing
operations normalised for
specific adjusting items
87% (2016:90%) of Group
profit before tax

Risks of material misstatement

Recurring risks

Revenue from services
US Global Products goodwill
Other Payables, provisions
and contingent liabilities
Tax provisioning
New: Retirement Benefits

2. Our assessment of risks of material misstatement
In arriving at our audit opinion above on the financial
statements, the risks of material misstatement that
had the greatest effect on our audit, in decreasing
order of significance, were are follows:
Recurring risks
Revenue from services –
£682.4 million (2016: £679.0 million)
Refer to page 61 (Report of Audit Committee),
page 106 (accounting policy note) and page 112
(financial disclosures).
The risk:
Subjective estimate
A significant proportion of the Group’s revenues
and profits derives from long-term contracts. These
contracts can include complex technological and
commercial risks and often specify performance
milestones to be achieved throughout the contract
period. This results in estimates and assumptions
having to be made to forecast the margin on each
contract after making appropriate allowances for these
technical and commercial risks related to performance
milestones yet to be achieved. The risk of misstatement
is that the accounting for the Group’s significant
contracts does not accurately reflect the status and
the associated cost to complete of the relevant contract.
Our response:
Our procedures included:
Control design: Assessing the design and testing the
operating effectiveness of controls in place to manage
the financial aspects of the Group’s long-term contracts,
taking into account commercial and technical risks;
Personnel reviews: For a sample of significant contracts,
determined on the basis of technical and commercial
complexity, financial significance and profitability, we
obtained an understanding of the status of the contract
through discussions with contract project teams and
management at a Group and divisional level, attendance
at project teams’ contract review meetings and
examining externally available evidence, such
as customer correspondence, where relevant;
Historical comparison and sector experience:
On a sample basis we examined the assumptions
behind estimated costs to complete, challenging the
reasonableness of these in light of supporting evidence
including past experience of the contracts and the
extent of technical or commercial risk identified;
Assessing disclosures: We also assessed the Group’s
disclosures on revenue, including its accounting policies.
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US Global Products goodwill –
£43.4 million (2016: £37.9 million)

compliance and potential liability based on
management’s assessment of the most likely outcome.
The financial statements should disclose any contingent
liabilities in respect of contractual, regulatory or legal
issues which have not been provided for on the basis
that they are not considered to qualify for recognition
as provisions. This is one of our key areas of audit focus.

Refer to page 61 (Report of the Audit Committee),
page 107 (accounting policy note) and page 121
(financial disclosures).
The risk:
Forecast based valuation
The carrying value of goodwill associated with the
US Global Products business was written down to its
recoverable amount in the year ended 31 March 2016.
As a result, any deterioration in these projections or an
increase in the discount rate applied may result in a further
write down being required. The carrying value of the US
Global Products goodwill has been reassessed in 2017
based on the discounted projected cash flows of this
business, which are inherently uncertain due to the
variability of future sales and product mix, and selection of
an appropriate discount rate used for the purposes of the
impairment calculations. Whilst the projections anticipate
future growth based on 2017 performance, there remains
uncertainty around the impact of new revenue streams
and demand for the current portfolio of products.
Our response:
Our procedures included:
Assessing methodology: Testing the principles and
mathematical integrity of the Group’s discounted
cash flow model;
Benchmarking assumptions: With the assistance of
our valuation specialists, we assessed the growth and
discount rate used in the impairment calculation by
comparing the Group’s assumptions to external data;
Our sector experience: Challenging the cash flow
projections by reviewing the timing of new revenue
streams and product mix against market conditions
and the current level of sales;
Sensitivity analysis: Testing the sensitivity of the
impairment calculation to changes in the underlying
assumptions;
Assessing disclosures: Assessing whether the Group’s
disclosures about the sensitivity of the outcome of the
impairment assessment to changes in key assumptions
properly reflected the risks inherent in the valuation
of goodwill.
Other payables, provisions and contingent liabilities
– included within other payables of £157.6 million
(2016: £163.3 million), provisions of £24.0 million
(2016: £19.1 million) and contingent liabilities
of £Nil (2016: £Nil)
Refer to page 61(Report of the Audit Committee),
page 109 (accounting policy note) and page 127
(financial disclosures).
The risk:
Subjective estimates
The Group holds provisions in respect of contractual,
legal and regulatory issues. The Group operates in
regulated environments and a failure to comply with
particular regulations could result in fines and/or
penalties. There is judgement required in determining
the significance of any instances of potential non-

97

Our response:
Our procedures included:
Our sector experience: Critical assessment of the extent
to which the Directors’ estimates take into account a
balanced assessment of the latest available information
and the accuracy and reliability of the sources of that
information;
Benchmarking assumptions: We corroborated the
appropriateness of the Directors’ assumptions by
reference to third party confirmations and legal
advice, where available;
Historical comparison and sector experience: We
considered whether our understanding of the business
gained throughout the audit process corroborated
the provisions recorded. We challenged the Directors’
estimates of the most likely outcomes based on
the range of possible outcomes to determine if
the amounts provided are appropriate;
Assessing disclosures: We considered the adequacy
of the Group’s disclosures in respect of other payables,
provisions and contingent liabilities.
Tax provisioning – current tax payable £43.7 million
(2016: £39.9 million), deferred tax asset £5.4 million
(2015: £4.1 million)
Refer to page 61(Report of the Audit Committee), page
107 (accounting policy note) and pages 124 and 127
(financial disclosures).
The risk:
Subjective estimates
The Group is subject to income taxes in the UK, USA
and a number of other overseas jurisdictions. The level
of current tax and deferred tax recognised requires
judgements as to the likely outcome of decisions to be
made by the tax authorities. This includes those related
to specific tax allowances, such as the UK Research
and Development tax credit. There is a risk that the
judgements on which the provisions are based do not
take into account or do not properly reflect the latest
available, reliable information or an appropriate
application of relevant tax legislation, and are either
under or overstated as a result.
Our response:
Our procedures included:
Our expertise: Challenging the appropriateness of the
Directors’ assumptions and estimates in relation to tax
assets and liabilities, by critically assessing the range of
possible amounts that may be assessed under tax laws,
likely settlements based on the latest correspondence
with the relevant tax authorities and the complexity of
the relevant tax legislation. We involved our own tax
specialists in analysing and challenging the assumptions
used to determine tax provisions based on our
knowledge and experience of the application of the
legislation by the relevant authorities and courts.
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Assessing disclosures: Assessing whether the Group’s
tax disclosures are appropriate and in accordance with
relevant accounting standards.

PBT Continuing Operations
£116.1m (2016: £108.7m)

Materiality
£5.5m (2016: £5.2m)
£5.5m

Whole financial
statements
materiality
(2016: £5.2m)

Retirement benefits – surplus £156.0 million
(2016: deficit £37.7 million)
Refer to page 61(Report of the Audit Committee),
page 109 (accounting policy note) and page 138
(financial disclosures).

19%

22%

Group profit before tax
90%

%

%

13

10

Group total assets
69%

We reported to the Audit Committee any corrected or
uncorrected misstatements exceeding £0.275 million
(2016: £0.250 million), in addition to other identified
misstatements that warranted reporting on qualitative
grounds. The audit of QinetiQ Limited, the main UK
trading company, and goodwill arising on consolidation
accounted for the following percentages of the Group’s
results: 78% of total Group revenue (2016: 81%); 87% of
the total profits and losses that made up the Group’s
underlying profit before taxation (2016: 90%); and 81%
of total Group assets (2016: 69%). For the remaining
components, we performed analysis at an aggregate
Group level to re-examine our assessment that there
were no significant risks of material misstatement
within these.

Group revenue

81%

3. Our application of materiality and an overview
of the scope of our audit
Materiality for the Group financial statements as a whole
was set at £5.5 million (2016: £5.2 million), determined
with reference to a benchmark of Group profit before
taxation, normalised to exclude this year’s specific
adjusting items as disclosed in note 4, of £116.1 million
(2016: £108.7 million), of which it represents 4.7% (2015:
4.8%). The Group audit team performed procedures on
those items excluded from normalised Group profit
before taxation.

Misstatements reported
to the Audit Committee
(2016: £0.250m)

Group materiality

87%

Assessing disclosures: Considered the adequacy of
disclosures in respect of the sensitivity of the surplus
to changes in the key assumptions.

£0.275m

PBT Continuing Operations

81%

Our response:
Our procedures included:
Benchmarking assumptions: Challenging, with the
support of our own actuarial specialists, the key
assumptions applied being the discount rate, inflation
rate and life expectancy assumptions used against
externally derived data;

Materiality at
components
(2016: £3.6m)

78%

The risk:
Subjective valuation
Significant estimates are made in valuing the Group’s
retirement obligation included in the net surplus in
respect of the pension scheme, including mortality,
price inflation and discount rates. Small changes
in the assumptions and estimates used to value the
net pension surplus would have a significant effect
on the Group’s financial position.

£3.9m

19%

31%

Full scope for Group audit purposes 2017
Full scope for Group audit purposes 2016
Residual components
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4. Our opinion on other matters prescribed
by the Companies Act 2006 is unmodified
In our opinion:

Under the Companies Act 2006 we are required to
report to you if, in our opinion:

––the part of the Directors’ remuneration report to be
audited has been properly prepared in accordance
with the Companies Act 2006;
––the information given in the Strategic Report and
Directors’ Report for the financial year is consistent
with the financial statements; and
––based solely on the work required to be undertaken
in the course of the audit of the financial statements
and from reading the Strategic Report and the
Directors’ Report:
––we have not identified material misstatements
in those reports; and
––in our opinion, those reports have been prepared
in accordance with the Companies Act 2006.
5. We have nothing to report on the disclosures
of principal risks
Based on the knowledge we acquired during our audit,
we have nothing material to add or draw attention to
in relation to:
––the Directors’ confirmation of longer-term viability
on page 22, concerning the principal risks, their
management, and, based on that, the Directors’
assessment and expectations of the Group’s
continuing in operation over the three years to
31 March 2020; or
––the disclosures in note 1 of the financial statements
concerning the use of the going concern basis
of accounting.
6. We have nothing to report in respect of the matters
on which we are required to report by exception
Under ISAs (UK and Ireland) we are required to report
to you if, based on the knowledge we acquired during our
audit, we have identified other information in the Annual
Report that contains a material inconsistency with either
that knowledge or the financial statements, a material
misstatement of fact, or that is otherwise misleading.
In particular, we are required to report to you if:
––we have identified material inconsistencies between
the knowledge we acquired during our audit and the
Directors’ statement that they consider that the
Annual Report and financial statements taken as
a whole is fair, balanced and understandable and
provides the information necessary for shareholders
to assess the Group’s position and performance,
business model and strategy; or
––the Audit Committee Report does not appropriately
address matters communicated by us to the
Audit Committee.
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––adequate accounting records have not been kept by
the parent company, or returns adequate for our audit
have not been received from branches not visited
by us;
––parent company financial statements and the part
of the Directors’ remuneration report to be audited
are not in agreement with the accounting records
and returns; or
––certain disclosures of Directors’ remuneration
specified by law are not made; or
––we have not received all the information and
explanations we require for our audit
Under the Listing Rules we are required to review:
––the Directors’ statements in relation to longer-term
viability and going concern set out on pages 22 and
58 respectively; and
––the part of the Corporate Governance Statement
on pages 41 to 67 relating to the Company’s
compliance with the eleven provisions of the 2014 UK
Corporate Governance Code specified for our review.
We have nothing to report in respect of the above
responsibilities.
Scope of report and responsibilities
As explained more fully in the Directors’ Responsibilities
Statement set out on page 95, the Directors are
responsible for the preparation of the financial
statements and for being satisfied that they give
a true and fair view. A description of the scope of
an audit of financial statements is provided on the
Financial Reporting Council’s website at www.frc.org.uk/
auditscopeukprivate. This report is made solely to
the Company’s members as a body and is subject to
important explanations and disclaimers regarding our
responsibilities, published on our website at www.kpmg.
com/uk/auditscopeukco2014a, which are incorporated
into this report as if set out in full and should be read
to provide an understanding of the purpose of this
report, the work we have undertaken and the basis
of our opinions.
Anthony Sykes (Senior Statutory Auditor)
for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants
15 Canada Square London, E14 5GL
25 May 2017

