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Who we are

QinetiQ is a leading science and engineering company
operating primarily in the defence, security and aerospace
markets. We work in partnership with our customers to solve
real-world problems through innovative solutions, delivering
operational and competitive advantage.
FY17^ Summary
Financial

675.3m

783.1m

Orders

Revenue

£

£

18.1p

21.5p

2016: £659.8m

Underlying earnings per share*

2016: 16.3p

2016: £755.7m

Basic earnings per share

2016: 18.1p

Non-financial

8.2

Customer satisfaction (score out of 10)

2016: 8.1

596

Employee engagement (score out of 1,000)

2016: 623

Operational highlights
LTPA contract amendment
Signed the largest and most significant contract since privatisation
to ensure the UK has world-class competitive air ranges and training
for test pilots and aircrew.

1

£ bn

Value of contract amendment

*A
 lternative performance measures
Alternative performance measures are used to supplement the statutory
figures. These are additional key financial indicators used by management
internally to assess the underlying performance of the Group. Definitions
can be found in the glossary on page 151.

Acquisition of Meggitt Target Systems
Acquired Meggitt Target Systems business, which generates 90%
of its revenue outside the UK, to support our international growth.
The front cover image shows the launch of a Banshee Jet 40 in
the desert in Kuwait. This target was used for tracking and live firing.

Customers in
over 40 countries
^Y
 ear references (FY17, FY16, 2017, 2016) refer to the year ending 31 March.
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116.3m

Underlying operating profit*

£

2016: £108.9m

132.7m

Total operating profit

£

An overview of our segments, and statements from both
the Chairman and CEO. The factors in the external market
impacting our business, our strategy and progress against
our KPIs. Principal risks, including our viability statement,
along with more detailed discussion on our performance,
both non-financial and financial.
At a glance
Chairman’s statement 
Chief Executive Officers’s review
Our business model
Market overview
An update on our home markets
Strategy
Key performance indicators
Principal risks
Operating review
People and relationships
Resources and environment
Chief Financial Officer’s review
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26
30
33
34

2016: £75.3m

Corporate governance
Our approach to corporate governance provided around the
five principles of the UK Code. Our Board of Directors and
our remuneration report.

5.7

Health and safety (Lost time incident rate (LTI))

2016: 5.0

Corporate governance statement
Board of Directors
Directors’ Remuneration Report
Directors’ report
Independent auditor’s report

41
48
68
92
96

Financial statements
Our financial statements and related notes.
Primary consolidated financial statements
Notes to the consolidated financial statements
Company financial statements and notes
Five-year record

Investing in our future
In FY17 we drove operational efficiencies to create the headroom to invest
in sustainable growth. These productivity savings were reinvested in our
people, technology and campaigns.

20m reinvested

£

102
106
144
147

Additional information
A glossary of terms used in this report, as well as further
information on our alternative performance measures.
Additional financial information
150
Glossary151
Alternative performance measures
151
Shareholder information
152

Visit the website at
www.QinetiQ.com

Download the app at
www.QinetiQ.com/investors

2

Strategic report

QinetiQ Group plc Annual Report and Accounts 2017

At a glance

We are structured into two divisions:
EMEA# Services and Global Products.

Revenue £783.1m
2016: £755.7m

Underlying operating profit* £116.3m
2016: £108.9m

80%

78%

EMEA Services
Global Products

20%
22%

EMEA Services

Air & Space

Maritime, Land & Weapons

Combining world-leading expertise with
unique facilities to provide technical
assurance, test and evaluation and
training services, underpinned by
long-term contracts.

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

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

Revenue
c. £185m

Revenue
c. £280m

Key sites
Farnborough and Boscombe Down, UK.

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

Cyber, Information & Training

International

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

What we do
Deliver our products and services in
international markets. The newly acquired
RubiKon Group, based in Australia, is
reported in the International business.

Revenue £613.5m
2016: £616.4m

45%

8%

17%

30%

Maritime, Land & Weapons
Air & Space
Cyber, Information & Training
International

*	Definitions of the Group’s ‘Alternative
performance measures’ can be found
in the glossary on page 151.
#
EMEA is Europe, Middle East
and Australasia.

Revenue
c. £100m
Key sites
Farnborough, Malvern and Crewe, UK.

Revenue
c. £50m
Key sites
Australia, Sweden, Canada and Dubai, UAE.
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EMEA Services

Global Products

FY17 annual revenue

£169.6m
FY17 annual revenue

5,301
FY17 total employees

853

Global Products

QinetiQ North America

OptaSense

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

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

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

Revenue £169.6m
2016: £139.3m

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

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

Space Products

EMEA Products

What we do
Provide small satellites, payload instruments,
sub-systems and ground station services.
Revenue
c. £20m

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

Key sites
Farnborough, UK and Antwerp, Belgium.

Revenue
c. £55m

£613.5m

FY17 total employees

Revenue
c. £70m

Revenue
c. £25m

41%

11
%
15%

%
33

QinetiQ North America
EMEA Products
OptaSense
Space Products

Key sites
Farnborough, Malvern, Haslar and Ashford,
UK and Medicine Hat, Canada.
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Chairman’s statement

The expertise of our people is in high
demand as customers look for innovative
ways to defeat new threats to security.

In defence and security, we are seeing increasing
complexity with nations facing multiple global
threats from both state and non-state actors. In
this environment, QinetiQ continues to play a vital
role making connections between technologies,
across supply chains and internationally to support
government customers with the rapid development
of new capabilities to combat these threats.
In April 2015, we appointed Steve Wadey as CEO of
QinetiQ. Steve has significant defence sector experience
and is implementing a strategy to deliver sustainable
growth founded on a thorough understanding of
the dynamics in our markets and the needs of our
customers now and in the future. The Board and I
are encouraged by the progress that is being made
by Steve and his leadership team, and the momentum
that is clearly building in the implementation of our
strategic priorities.
Performance
In the year to 31 March 2017, we delivered increased
orders, revenue and profit. We will continue to prioritise
the delivery of sustainable growth with ongoing capital
discipline as key elements of QinetiQ’s investment case.

Mark Elliott
Non-executive Chairman
Context
FY17 will be remembered as the year in which many
of the world’s most newsworthy events were influenced
by the challenges being created by globalisation and
a marked return to national politics. Over the summer, I
engaged in discussions with Non-executive Directors of
other companies listed on the London Stock Exchange
about the risks and opportunities presented by Brexit.
In the United States, where I have spent much of my
working life, some of the political and economic
conventions that have been in place for many years
are being challenged and the Board and I are working
closely with QinetiQ’s US leadership team to ensure
that we are responding effectively to the new realities.

New CFO
On 1 March 2017, the Board was delighted to welcome
David Smith as Chief Financial Officer, following an
extensive blue-chip career as CFO of both Rolls-Royce
and of the technology group Edwards, and as CEO of
Jaguar Land Rover. Our previous CFO David Mellors
left QinetiQ at the end of 2016 to join Cobham plc.
On behalf of the Board I would like to thank David
Mellors for his contribution to QinetiQ; he drove
a significant strengthening of the balance sheet
providing a solid foundation for our future growth.
We would also like to thank Dr Malcolm Coffin,
QinetiQ Group Financial Controller, who assumed
the CFO role on an interim basis.

“Achieving our ambition of
becoming the chosen partner
requires a relentless focus
on meeting the needs of our
customers both in our home
markets and overseas.”

Progressive dividend policy
The Group has articulated its
priorities for capital allocation
which include a progressive
dividend policy.

Full year dividend
2017

6.0
5.7

2016

5.4

2015
4.6

2014
2013

3.8

4.0p

Final dividend to be paid
on 1 September 2017
(2016: 3.8p)

Return of capital

The Group has also returned
capital to shareholders by
buying back shares. We returned
£150m between May 2014 and
September 2015, and a further
£50m between November 2015
and March 2017.

Annual General
Meeting 2017

11am on 19 July 2017, at
the offices of Ashurst LLP,
Broadwalk House, 5 Appold
Street, London EC2A 2H2.
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Strategy
Over the last 18 months, Steve and his executive team
led an Integrated Strategic Business Planning process,
which was thoroughly discussed in a two-day meeting
with the Board. In addition to this active involvement
in the development of future strategy, the Board
also ensures the effective scrutiny of mergers and
acquisitions. In FY17, the Group completed the purchase
of two businesses to support our strategy, Meggitt
Target Systems in the UK and Canada, and RubiKon
Group in Australia, its first significant acquisitions since
2008. I would like to add my personal welcome to the
employees of these two companies and wish them
many rewarding years as part of the QinetiQ Group.

QinetiQ’s leaders play a vital role of delivering day-to-day
operational performance and driving change. Steve’s
first decision as CEO was to establish a Leadership
Community at QinetiQ and bring together the top 100
leaders every month. Non-executive Directors have
attended these Leadership Community events during
the year, contributing to workshops and witnessing how
leaders are driving the future direction of the Company.
We will continue to focus on leadership and succession
planning in FY18.

With a significant amount of activity under way to drive
growth in the UK, in international markets and through
innovation, the Board is undertaking ‘deep dives’ into
a number of topics to monitor delivery of the strategy.
These deep dives are scheduled throughout the year
with relevant members of QinetiQ’s executive team
and papers are submitted in advance so the focus
is on two-way discussion rather than presentations.
Topics scheduled for FY18 include those related to
our strategic priorities, progress of the transformation
of the Company, and focus on our key stakeholders
– customers, employees and shareholders.
Governance
In addition to the implementation of the Group’s strategy
for sustainable growth, an ongoing priority for the Board
is strong governance and the effective stewardship of
the Company. During the year, Board members visited
a number of sites including QinetiQ North America
in Waltham, MA, and MOD Boscombe Down, where
a number of activities associated with the Group’s
strategic priority to modernise UK test and evaluation
are currently under way. These visits provided the
opportunity to see at first-hand how we are
implementing strategy and managing risk.
Employees
The visits have also provided the opportunity to spend
time with a number of our employees. I never fail to
be impressed by our scientists and engineers, whose
expertise is in high demand as customers look for
innovative ways to defeat new threats to security.
I’d like to thank all of our employees for their
ongoing dedication to our customers.
The knowledge and skills of our people are at the
heart of our business and so development of our
talent is a vital investment. Equally important is the
ongoing commitment to the next generation through
offering apprenticeships and graduate schemes
and outreach programmes with our local schools.
Across the Group, our employees have done what they
do best: acting with integrity, working collaboratively
and focusing on performance for the benefit of our
customers – three values that underpin the way we
work at QinetiQ. We know it’s not just what we do that
is important but how we do it. In FY18, the Board is
committing more time to consider how we want our
culture to evolve to deliver our vision and strategy, how
we nurture that culture and how our transformation
can contribute.

5

Customers
Achieving our ambition of becoming the chosen partner
requires a relentless focus on meeting the needs of our
customers both in our home markets and overseas. To
achieve this, we are establishing productive partnerships
with others – from the largest global companies to
small businesses and universities – and aim to be open
and professional in our relationships with our supply
chain, basing them firmly on mutual respect.
Shareholders
Along with employees and customers, shareholders
are key stakeholders in QinetiQ as the owners of the
Company. This year, Michael Harper, Senior Independent
Director and Chairman of the Remuneration Committee,
has consulted shareholders about the new remuneration
policy to ensure it is aligned to their interests. We also
enjoyed a constructive dialogue with investors during
the CFO transition, with a number of them meeting
David Smith before he joined. We would like to thank
our investors for their continued support.
Capital allocation
Unlocking QinetiQ’s potential requires focused
investment in growth coupled with continued capital
discipline to ensure growing, sustainable returns. In
recognition of this, our priorities for capital allocation
are: organic investment complemented by bolt-on
acquisitions where there is a strong strategic fit; the
maintenance of balance sheet strength; a progressive
dividend; and the return of excess cash to shareholders.
Dividend
The Board proposes a final dividend of 4.0p per
share for the year ended 31 March 2017 (2016: 3.8p),
making the full year dividend 6.0p (2016: 5.7p).
Subject to approval at the Annual General Meeting,
the final dividend will be paid on 1 September 2017
to shareholders on the register at 4 August 2017.
The full year dividend represents an increase of 5%,
reflecting our commitment to a progressive dividend.
Finally, I would like to thank Board members for their
ongoing counsel. I value their considerable experience
and the significant contribution that they have made
this year.
Mark Elliott
Non-executive Chairman
25 May 2017
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Chief Executive Officer’s review

Good operational delivery
and strategic progress.

Strategy
Our vision is to be: “The chosen partner around the
world for mission-critical solutions, innovating for our
customers’ advantage.” To realise our vision we are
implementing our three strategic priorities designed
to grow the Company by focusing on our primary UK
customer, on international customers and on innovation.
Our strategy is inherently outward looking, based on
the needs of our customers now and in the future, and
I am encouraged that our customer satisfaction scores
increased this year. To meet future customer needs, we
are prioritising the rapid development of new capabilities
to defeat emerging threats by embracing value-creating
innovation. We are also driving greater value for money
for our customers, improving services and delivering
savings in parallel. To do this we connect supply chains
and choose the right strategic partners from across
industry with complementary capabilities to ours so that
we can offer competitive and market-leading solutions.
As our total order intake and backlog demonstrate,
we have been building positive momentum with the
implementation of this strategy during the year.
UK Defence Test & Evaluation
Our first strategic priority is to lead and modernise
UK Defence Test & Evaluation (T&E). Delivering strong
T&E capability is critical to ensuring reliable, flexible
and affordable delivery of military capability to protect
national interests. By engaging with our customers,
we have made positive progress, signing new
agreements which nearly double our order book to
more than £2bn and significantly improving revenue
visibility and therefore the risk profile of our Company.

Steve Wadey
Chief Executive Officer
Market environment
FY17 was another year in which threats to global
security from both state and non-state actors
increased. Governments are seeking help with
the rapid development of new capabilities to defeat
emerging threats and ensure they meet their primary
responsibility to protect and safeguard the lives of their
citizens. Our expertise in science and engineering is
particularly relevant in this context; we also play a vital
role in making connections, be they across technologies,
domains, supply chains or internationally.
FY17 performance
During the year we successfully achieved both
good operational delivery and significant progress
implementing our strategy. This was evidenced by the
delivery of organic revenue growth for the first time in
a number of years. Revenue and operating profit were
stable in EMEA Services and up in Global Products,
driven by growth in QinetiQ North America. We will
continue to prioritise the delivery of sustainable
growth with ongoing capital discipline.

In September 2016, we secured an 11-year, £109m
extension to the Ministry of Defence’s (MOD’s)
Naval Combat System Integration Support Services
(NCSISS) contract under which we lead the T&E,
integration and development of mission systems that
keep the UK’s surface warships at sea and fit to fight.
This is an excellent example of our strategy in action, with
a focus on partnership with our customers and across the
broader supply chain as we look to develop our Portsdown
Technology Park site as the UK Centre of Excellence for
maritime mission systems across the entire supply chain.
In December we signed an 11-year, £1bn amendment
to the Long Term Partnering Agreement (LTPA), the
largest and most significant contract since privatisation,
which has significant mutual benefits for the MOD and
QinetiQ. For the MOD, it ensures the UK has world-class
competitive air ranges and training for test pilots and
aircrew, and delivers the capability at less cost. For us,
it provides the platform we need for growth by creating
more relevant and competitive T&E capability for the UK
armed forces as well as governments and commercial
customers around the world.
Our focus during FY18 is to re-price the remaining LTPA
contract, which is due on 31 March 2018, and to work
together with the MOD and industry partners to develop
a long-term vision for the UK’s T&E capabilities.

“Our strategy is inherently outward
looking... we have been building
positive momentum with its
implementation during the year.”

Our strategic
pillars
We have refined our strategy in
its first year of implementation.
It remains built on three
strategic pillars:
UK
We will lead and modernise the
UK defence test and evaluation
enterprise by working in
partnership with Government
and prime contractors.

P
 age 15
International
We will build an international
company that delivers additional
value to our customers by
developing our home markets,
creating new home markets
and exporting.

P
 age 16
Innovation
We will invest in and apply our
core competences for customer
advantage in defence and
commercial markets.

P
 age 17
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The objective of this vision is to deliver future military
capability for the next decade and beyond, addressing
current and emerging threats. This will provide a platform
for growth in the UK T&E market, which we estimate to
be double that which we currently access, and improve
our ability to win work with customers outside the UK.

We are not going to win every campaign, but the scale
of the total opportunity is significant over a five to
10-year time period. We will pursue these campaigns
with vigour in FY18, as well as extending our focus
to more international markets.

International
At the beginning of FY17, we established an International
business focused on developing and securing growth
opportunities in prioritised territories around the world.
This new International business has been established
as an ‘enabler’ for the Group, bringing greater coherence
and focus to our activities internationally in relation to
both organic and inorganic efforts, and encouraging
a more global mind-set.
In December 2016 we acquired Meggitt’s Target Systems
business, now renamed QinetiQ Target Systems (QTS),
both to reinforce our core T&E value proposition and
accelerate the delivery of our strategic priority to drive
international growth. The business generates 90% of its
revenues from outside the UK and is well aligned with
our capabilities in the management of complex exercises
and provision of test, evaluation and training services,
thus expanding our core capability overseas. We are now
uniquely placed to meet growing demand for mid- and
high-fidelity targets to test defence capabilities against
a greater diversity of threats. The acquisition also opens
up new routes to market to promote our wider service
offerings to QTS’s international customer base.
A key element of our international strategy is to build
our presence and capability in our home markets
outside the UK, notably the US and Australia. QinetiQ
North America delivered very good orders and revenue
performance in FY17. With growing defence ambitions
and close to the rapidly evolving Asia Pacific region,
Australia is a particularly attractive market and our
business there had a record year for orders. In January
2017, we also acquired RubiKon Group which brings
integrated logistics support capabilities to QinetiQ
Australia. RubiKon strengthens our ability to offer
integrated whole programme solutions that are often
required for ‘strategic partner’ style contracts which are
being used increasingly by the Australian Government.
In FY18 we intend to build on the progress we are
making in our existing home markets by increasing our
sales presence in regions such as the Middle East and
Asia Pacific. Negotiations over the UK’s exit from the
EU add complexity to our strategy for growth in Europe.
However, many government relationships for defence
and security, particularly in Europe, are underpinned
by bilateral and multilateral agreements.
Innovation
As customers demand more capability, and as
the boundaries between defence and commercial
technologies become increasingly blurred, value-creating
innovation is vital to maintaining our distinctiveness in the
marketplace. Technical innovation has been at the heart
of QinetiQ’s success to date, and will remain a key source
of growth into the future. However, turning creativity and
technical innovation into tangible value for our customers
increasingly requires innovative thinking across the
broader range of activities.
In FY17, we established business winning campaigns
supported by Internal Research and Development
(IRAD) to drive commercial innovation, new processes,
and innovative business models. For each campaign
we consider the people, investments and partnerships
we need to be successful. For example, to support
the campaign to exploit our world-class capability
in secured navigation receivers, we signed a global
alliance agreement with Rockwell Collins, the
market leader in secure military GPS receivers.
We have identified more than 30 growth campaigns in
pursuit of material opportunities, all of which are worth
tens of millions of pounds and in some cases more.
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Transformation
We are on track to transform QinetiQ to improve
customer focus and competitiveness. During the year
we successfully introduced a new operating model based
on matrix working to improve our responsiveness and
operational effectiveness. We have also driven £20m
of productivity savings that we have reinvested in
business winning and IRAD to support our future growth.
I appreciate that this period of significant change has
been difficult for many of our employees, and this is
reflected in our engagement score which fell last year
although employee turnover remains low. Moving into
FY18, supporting and developing the culture required
to deliver our transformation is a particular goal.
Air accident
In July 2016, an air accident involving a contracted-in
Yak aircraft operating in support of the Empire Test
Pilots’ School (ETPS) sadly resulted in the death of an
RAF pilot and serious injury to the contractor pilot. We
are actively supporting the subsequent official inquiries
and will respond to all recommendations made.
Outlook – FY18
In EMEA Services, revenue under contract for FY18 is
in line with the prior year, and the division is expected
to deliver modest revenue growth this year although
the lower baseline profit rate for single source contracts
represents a continued headwind for operating margins.
The Group’s Global Products division has shorter order
cycles than EMEA Services and its performance is
dependent on the timing of shipments of key orders.
As a result of its contracted orders and pipeline of
opportunities, as well as the anticipated full year
contribution from the Target Systems acquisition,
the division is expected to continue to grow in FY18.
FY18 cash flow will reflect increasing investment, with
capital expenditure of £80m to £100m, to support the
amendment to the Long Term Partnering Agreement
announced in December 2016.
Overall for FY18, we are maintaining expectations for
steady progress excluding the non-recurring benefits
in FY17, supported by revenue growth and consistent
with our strategy.
Outlook – longer term
Rapidly changing dynamics in defence and security
markets are presenting both opportunities and
challenges for our industry. We are well placed to
help customers both develop capabilities to defeat
new threats and achieve greater value for money by
improving services and delivering savings in parallel.
The initial progress we have made, combined with our
ongoing assessment of the market environment, and,
in particular, feedback from customers reinforce that
we have the right strategy in place to drive future growth.
Over the longer term this strategy will create and
sustain value for all our stakeholders. Our customers
will benefit from better products and services, increased
responsiveness, and improved value for money.
Our shareholders will benefit because we will deliver
sustainable growth in revenue, operating profit, and
high-quality earnings. And our employees will benefit
because they will be able to utilise their experience
more widely across QinetiQ, working in integrated
teams and enhancing professional satisfaction.
Steve Wadey
Chief Executive Officer
25 May 2017
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Our business model

Our unique expertise allows us to
operate a sustainable business model
that creates value for our customers.

Our unique expertise allows us to...

operate a sustainable business model...

QinetiQ is a company of scientists and
engineers essential to sovereign capability.

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

How we deliver benefits to key stakeholders
Customers
––Deliver mission-critical solutions
––Responsive and flexible
––Ensure value for money

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

Shareholders
––Deliver sustainable growth in revenue,
operating profit and high quality earnings

We occupy a unique position in the market
and collaborate with prime contractors, service
providers and a broad-based supply chain
that includes specialist firms.

Employees
––Work in integrated teams
––Utilise expertise across QinetiQ

People and domain know-how

Over

Technical expertise

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

Over

Over

granted patents

patents pending

1,000 300
Distinctive facilities

1of 3

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

16

10%

Our business model is robust and sustainable
because our knowledge base is constantly
refreshed as we learn from experience,
understand emerging customer needs and
invest in our future. This enables us to both
sustain existing capabilities and create new
ones to ensure we respond to customer
needs and stay ahead of the competition.
As a people and knowledge-based business,
our capital requirements are relatively low. Our
principal use of capital is investment in organic
growth and, in particular, capital expenditure
to modernise our facilities as a platform for
that growth.

We operate two divisions:
––EMEA Services generates revenue
through the provision of advice and
services, particularly test and evaluation.
The division is underpinned by long-term
contracts providing good visibility of
revenue and cash flows.
––Global Products delivers products and
solutions supported by research and
development which is often funded by
customers. The division is technologybased and has shorter order cycles so
can have a more variable revenue profile.
Within our two divisions, our business units are
aligned to customer domains and all deliver a
combination of services, advice and products.

UK Ministry of Defence (MOD)
Government agencies
Commercial
US Department of Defence (DoD)
Commercial defence

Revenue by key domain

7%

4%

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

%

12

35%
2%

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

8%

65%

scientists, engineers
and technicians

Sustaining our business model
As a company whose reputation and
achievements are centred on our people, our
future success is primarily dependent on our
ability to recruit, develop, engage and retain
exceptional employees.

5%

3,000

Approx.
90%

9%
6%

%

Customers choose us to protect, improve and
advance their vital interests because of our:

24
%

13

We combine the dedication and creativity of
our people, our unique science and engineering
expertise, and our distinctive modernised
facilities to equip customers with powerful
solutions to their most pressing challenges.

EMEA Services – Maritime, Land & Weapons
EMEA Services – Air & Space
EMEA Services – Cyber, Information & Training
EMEA Services – International
Global Products – QinetiQ North America
Global Products – EMEA Products
Global Products – OptaSense
Global Products – Space Products

QinetiQ Group plc Annual Report and Accounts 2017

Strategic report | Our business model

9

that creates value for our customers.
How we create value for our customers
We work across the equipment lifecycle from initial concept through to final disposal.

Equipment
lifecycle

Generation after next

Next generation

Current generation

What we do

Experimentation & Research
At the start of the lifecycle,
our focus is on research
and experimentation.

Test & Evaluation
We then test and evaluate next
generation equipment to help
customers to manage risks and
determine the best options.

Training & Rehearsal
Once a new capability
has been adopted, we train
users and facilitate the rehearsal
of how equipment will be
used most effectively in an
operational environment.

FY17
examples

Delivering
customer
advantage

Spear 3
Successful trial of a new
missile system planned for
F-35 Lightning II aircraft.
Test Aircrew Training
Contract to update aircraft and
introduce a new syllabus to meet
future military and commercial
test aircrew training needs.

Unmanned Warrior
A world-first demonstration
of autonomous systems
operating as part of a
multinational naval exercise.

What we offer

Advice
Services
Products

Our unique
expertise

Science and engineering capability

Feedback from
customers allows
us to understand
their future needs

10
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Market overview

Several trends impact the
markets we operate in.

Defence and security markets
are changing rapidly. A number
of emerging themes result
in both challenges and
opportunities for our industry.
Our strategy has been developed
and will continue to be refined
to respond to these themes.

Three key themes across our markets driving strategy:

1
2
3

Increasing global
threat complexity
Partnering
for innovation
Value for money
in defence

To ensure we deliver sustainable growth
in these markets our approach is to:
––Act with pace and agility to meet customer needs
and market opportunities;
––Focus on the rapid development, experimentation
and deployment of new capabilities;
––Support with Internal Research and Development;
––Prioritise commercial innovation and innovative
business models;
––Select campaigns on the basis of our view of
long-term customer needs;
––Build networks that bring together Government,
industry, SMEs and academia;
––Take steps to ensure we have access to talent
now and in the future;
––Drive outcome-based solutions for our customers
that both improve services and deliver savings; and
––Work to build cross-border collaboration.

1. Increasing global
threat complexity
We live in a time of unprecedented uncertainty.
Threats to our security are becoming more numerous,
more diverse and more intense. It is not possible to
separate foreign affairs, defence and homeland security;
national security challenges are complex and demand
whole-of-government responses. In the last few years
alone there have been multiple geopolitical concerns
including instability in the Middle East and the
associated displacement of refugees, terrorist attacks
in Europe, Brexit, rising tensions with Russia including
the recent deployment of NATO forces to Poland
and the Baltic States, concerns about North Korean
aggression, and the continued threat from cyber attack.

The next five years will see
rising tensions with and between
countries... An ever-widening
range of states, organisations,
and empowered individuals
will shape geopolitics.
Source: National Intelligence Council “Global Trends”.

Our response:
In this dynamic market we aim to act with pace and
agility to stay ahead of the competition and meet
customer needs.
We are fortunate to have a solid foundation to build
on because our strengths are particularly well matched
to emerging themes in global markets. These include
greater use of autonomy in a wide range of military
and civil applications, growing demand for integrating
capabilities, such as the teaming of manned and
unmanned platforms and continued requirements
in cyber security and Intelligence, Surveillance
& Reconnaissance (ISR). More generally, the
digital economy, new materials and energy
sources provide future opportunities.
We work across all domains – land, sea, air, space
and cyberspace and across the whole capability life
cycle – from early stage research and experimentation
through to training and rehearsal. We are developing
these strengths to ensure a greater focus on the rapid
development, experimentation and deployment of
new security capabilities to respond to growing and
diversifying threats. For example, the creation of
a Strategy and Planning function and an expanded
business winning team facilitate a better understanding
of markets, and carefully targeted Internal Research
and Development projects help us shape and take
advantage of new opportunities.

Five-year defence budgets
UK

£bn
2021

49

2020

49

2019

49

2018

48

2017

48

US

US$bn
2021

637

2020

638

2019

643

2018

646

2017

643

Australia

AU$bn
32

2021

31

2020

31

2019
2018
2017

Source: Janes Defence
Budgets.

QinetiQ Group plc Annual Report and Accounts 2017

Strategic report | Market overview

2. Partnering for innovation

3. Value for money in defence

Governments need innovation to respond to these
fast evolving threats. Defence innovation initiatives
are underway in a number of nations including the
United Kingdom, Australia, and the United States. The
core principle of the UK Defence Innovation Initiative
is establishing: “fertile partnerships with innovators in
industry and academia, as well as with key allies and
partners.” In Australia the aim is to: “access the potential
of Australian defence industry to innovate”. In the US,
the Third Offset strategy aims: “to identify and invest
in innovative ways to sustain and advance America’s
military dominance for the 21st Century” by developing
capabilities in areas such as sensor fusion and
man-machine interfaces.

After several years of shrinking defence budgets, there
is increasing evidence that the cycle is bottoming out.
Growth is forecast in adjacent areas such as security
of civil infrastructure due to continued concerns about
unrest and insecurity. In the US, President Trump has
committed to increase defence spending and other
governments are expected to increase defence spending
to meet the NATO target of 2% of GDP. The projections
are less certain in the Middle East where the lower
oil price could constrain spending and in the UK
due to Brexit.

Through these initiatives government customers
are seeking new approaches to innovation across the
“Defence Enterprise,” in both equipment and processes,
so that they can rapidly integrate new technologies
into existing capabilities.
Many customers are keen to capture the innovation
that comes from universities and SMEs, particularly
as the defence sector is no longer the sole, or primary,
incubator of new technology. They are looking for
assistance from organisations that can collaborate
and help them connect their supply chains and
access ideas coming from outside defence.

30
29

Value of defence innovation initiatives
United States

US$18bn
to FY21

United Kingdom

£800m
over ten years

Australia

AU$1.4bn
over ten years

Our response:
We help customers meet new challenges through
innovation. As a company we often fulfil an innovation
integrator role, establishing partnerships with other
organisations and building networks of suppliers.
These networks bring together Government,
industry, SMEs and academia in collaborating
teams to facilitate innovation.
P
 age 32 Relationships
Our ability to innovate and solve customer problems is
based on the world-leading expertise of our people. As
with many companies in our sector, the average age of
our scientists and engineers has increased over the last
decade. We are taking a number of steps to ensure our
access to talent now and in the future, including launching
Company-wide graduate and apprentice programmes,
a QinetiQ Academy to drive the development of our
employees and the 5% Club, a campaign which
promotes opportunities for young people.
P
 age 30 Our people

11

All governments, whether they are increasing or
decreasing defence and security spending are
under pressure to deliver greater value for money
for taxpayers. This is being driven both by greater
scrutiny of defence programmes and the need to
create headroom for greater investment in innovation
by ensuring better value for money for what they deliver
today. For example, the UK Government is looking
to achieve a 30% reduction in MOD civilian staff
and built estate in the period 2015-2020.
The requirement for greater value for money is driving
bilateral and multilateral approaches to developing
new capabilities, which remain relevant irrespective of
Brexit. For example, in December 2016, the French and
British Governments signed a number of agreements
committing them to work together on joint programmes
such as the development of a new Unmanned Combat
Air System.

2%

NATO target for % of GDP to be spent on defence

Our response:
We have a long track record of improving services and
delivering savings in parallel for our customers and have,
for example, delivered significant savings for the MOD
over the last 14 years we have been delivering the
Long Term Partnering Agreement. We also deploy
the expertise of our people to help customers
meet their own efficiency challenges.
The key objectives of our transformation are to increase
customer focus and competitiveness. In some cases,
this requires the introduction of innovative business
models such as our Strategic Enterprise model for the
delivery of UK aircraft engineering services where we
are delivering both improved services and savings
for our customers.
Through exercises such as the QinetiQ-facilitated
Unmanned Warrior exercise in October 2016 – which
the UK Secretary of State for Defence described as “a
signal of our desire to work with global partners” – we
are working to build cross-border collaboration between
the UK and other nations. We are taking this approach in
other home markets and also working with governments
in new markets, which are looking to strengthen local
industrial capabilities.

12
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An update on our home markets

We operate in three
home markets: the UK,
US and Australia.

United Kingdom
In the UK, the Government is
seeking to mitigate any negative
impact from Brexit with a
renewed focus on exports
and a defence industrial policy.

The UK Government’s Strategic Defence and Security
Review (SDSR) published at the end of 2015 helped
to clarify the UK’s capability priorities. In the SDSR
the MOD pledged to spend 2% of GDP on defence
and to address capability gaps such as combat air and
maritime surveillance. New capabilities will be funded
by 30% reductions in MOD civilian staff and in its built
estate, and by £11bn of savings from 2015-20. The
introduction of new capabilities and, in particular,
extending the life of existing capabilities, provides
QinetiQ with opportunities to deliver engineering,
test and evaluation services as well as further
opportunities for providing outsourced services. It is
possible that a Comprehensive Spending Review and
a new SDSR will take place following the UK General
Election but all major political parties are committed
to spending 2% of GDP on defence.
Although competition is intense, the SDSR and focus
on counter-terrorism is driving increases in budgets for
C4ISR and cyber security. Investment in cyber security
is to rise from £809m in 2015 to £1.9bn in 2020 and
a new UK National Cyber Security Centre was
established in 2016.
The UK Government is determined to get the best deal
for Britain when exiting the EU and has a renewed focus
on supporting exports as part of the Global Britain
agenda. In the defence sector the Government is
developing an industrial policy with the stated aim
of bringing its prosperity and security agendas closer
together. The policy is likely to require the MOD to spend
more money with SMEs and companies that win large
defence contracts will be required to ensure that 3%
of employees working on that contract are apprentices.
QinetiQ is well-placed to support these commitments
as we already manage framework contracts for the
MOD that involve more than 100 UK SMEs, and
through our commitment to The 5% Club P
 age 31.
The Single Source Regulations Office (SSRO) is
developing a new methodology for calculating the
baseline profit rate in future years, potentially introducing
multiple profit rates. This baseline rate acts as the
starting point for agreeing the profit rates of new and
renewed contracts, and suppliers can both under- and
over-perform the contracted rate depending on, for
example, risk, capital servicing and project execution.
Approximately three-quarters of the revenue of our
EMEA Services division is derived from single-source
contracts, an increased proportion of which is now
contracted on a long-term basis. For example, the
11-year, £1bn amendment to the LTPA, signed in
December 2016, was contracted using the FY17
single source profit formula.
In the 2015 SDSR the MOD committed investment in
science and technology will continue to be protected at
1.2% of the defence budget with an increased emphasis
on disruptive technologies and innovation, and a move
away from some more traditional research programmes.

On 16 September 2016, the Secretary of State for
Defence launched a new Defence Innovation Initiative
for the UK focused on ensuring that Britain remains a
credible military force against major adversaries, using
traditional lethal and non-lethal effects to respond to
evolving threats with pace and agility. A Defence and
Security Accelerator has been launched as part of the
Initiative to administer an £800m Innovation Fund. The
Defence Innovation Initiative has a particular emphasis
on partnership and the ‘Whole Force’ – military, civil
servants and industry people – working as one.

0.5% pa
UK defence budget to increase by

above inflation to 2021

1.2%

MOD spending on science and technology protected at

of the defence budget

1.9bn

UK Government spending on cyber security

£

by 2020

United States
In the US, the cycle appears
to be bottoming out with a
significant increase in the
budget for operations.
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In the US, the FY17 Defense Bill was published sooner
than expected. Although it did not deliver the entirety of
the $54bn increase that President Trump had proposed
for defence, it will result in a significant increase in the
budget for Overseas Contingency Operations.

President Trump’s proposed defence spending increase
in 2018

A renewed commitment by US military customers
to unmanned ground vehicle products is reflected in
plans to award new competitive Programs of Record
for the development, acquisition and sustainment of
US unmanned systems capability. Competitions are
either under way or will be under way this year for
these Programs of Record, funded by the US
Department of Defense’s base budget.
The previous administration’s Defense Innovation
Initiative, also known as the Third Offset Strategy, put
$18bn behind innovation and R&D in the period from
2016 to 2021. Although this may be de-emphasised
or rebranded, many of the key enabling technologies,
such as artificial intelligence, human-machine
collaboration, cyber and electronic warfare, are
expected to remain priorities to ensure the United
States’ “technological superiority.”

Australia
Continued growth in defence
budgets is projected in Australia.

The Australian Government remains committed to
providing defence with a stable and sustainable funding
growth path, and the budget is on track to grow to two
per cent of GDP by 2020-21. This is likely to result in
six per cent per annum growth in its defence budget
through 2020 and the replacement of the majority of its
platforms over the next 15 years. The trend in Australia
is for the Government to place larger contracts for
whole-life programmes with strategic partners. Many
of these programmes have a significant integrated
logistics support requirement, and through the
purchase of RubiKon Group in January 2017,
we have acquired this capability as well as a
significant reference programme.

54bn

US$

18bn

Defence Innovation Initiative

US$

behind Innovation and R&D to FY21

2%

Government committed to increase defence expenditure to

of GDP

6

Likely growth in defence budget

+ % pa
through 2020
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Strategy

Our vision is to be: “The chosen partner around
the world for mission-critical solutions, innovating
for our customers’ advantage.”

To realise our vision, we
are implementing three
mutually-reinforcing strategic
priorities designed to grow
the Company.

Our three part strategy:

Our values are the foundation:

1. Modernise UK T&E
2. Build an international
company
3. Invest in innovation

– Integrity
– Collaboration
– Performance

Transformation
We are transforming QinetiQ,
our people, leadership,
and our organisation, in
order to deliver our vision and
strategy. After the first year
we have achieved a great deal,
and the plan for FY18 is equally
demanding. Not least is the
ongoing challenge presented
in embedding cultural change
across the Company to enhance
customer focus and improve
competitiveness.

Leadership and organisation
To drive higher performance and alignment, new
leaders were appointed during FY17 for the International
business and our Business Development, Human
Resources and Finance functions, all from outside
QinetiQ. Our top 100 leaders completed a leadership
development programme and are being supported
with ongoing coaching. Our focus during FY18 is
on a similar development programme for managers,
and on facilitating employee-enabled change via four
Transformation Action Groups established by employees
from across the Company. We have also renewed our
focus on our values and behaviours which support us
in operating safely and successfully, and in working
together effectively to meet customer needs first
time. Our values are ‘Integrity,’ which reinforces
our responsibility and accountability for our actions,
‘Collaboration,’ which focuses us on delivering value
through partnership and team work and ‘Performance,’
which emphasises excellent delivery to our customers.

Delivery and operational excellence
During the year, we successfully introduced a
new operating model that allows us to resource
as one company. Our UK scientists and engineers
were transitioned to a new Engineering and Operations
function at the beginning of 2017, ensuring that supply
meets demand and we have the right skills mix over the
long term. Our focus going forward is on embedding this
change across QinetiQ to ensure the desired benefits
are achieved, leading to greater innovation and value
for our customers.

£20m

of operational efficiencies
reinvested to drive growth.

We have completed the reorganisation of QinetiQ,
establishing new businesses responsible for winning
and delivering work, as well as enabling functions to
provide support and resource. A Strategy and Planning
function has been created to help position QinetiQ for
future growth. The new function manages an Integrated
Strategic Business Planning process which ensures we
prioritise short-term actions within a coherent long-term
plan for sustainable growth, and is developing a pipeline
of potential bolt-on acquisitions where there is a
strong strategic fit and investment rationale.
Business winning
In order to grow we need to win more work both
in our home markets and internationally. Our new
International business unit is now established. To
improve our business winning capability, our sales
and bidding employees have completed assessment
and development programmes, and further
development of their skills is planned for FY18.
Over the last year we have established more than 30
business winning campaigns across the Group to drive
organic growth. The teams pursuing these campaigns
comprise established expertise within the Company plus
experienced hires to ensure we have the optimum mix
of knowledge and capability. As part of their strategy,
each campaign team considers the best approach to
partnership and investment needed to win business
by delivering compelling customer value.

To support our ability to resource as one company,
we introduced a dynamic resource planning process
in FY17, driving improved productivity and deployment
of capability to meet customer needs.
Our future success will be built on operational excellence
– keeping our people safe, delivering what we say we
are going to deliver, meeting milestones, exceeding
expectations and improving customer satisfaction.
David Smith, our new Chief Financial Officer, is driving
a renewed focus on operational excellence in tandem
with his role of executive sponsor for transformation.
Safety remains our top priority in addition to our
day-to-day focus on consistent operational delivery.
Investing in our future
In FY17, we delivered £20m of operational efficiencies
to create the headroom to invest in sustainable growth.
This was delivered by realigning our organisation and
improving productivity and included a reduction of
approximately 200 roles across the Company during the
year. These efficiencies drove better value for money for
our customers and allowed us to invest carefully in both
our business winning capability and in research and
development, particularly in support of our selected
growth campaigns.
An Internal Research and Development (IRAD)
programme is under way with appropriate Executive
oversight to ensure that projects are customer-driven
and properly controlled. We have over 40 live projects,
more than half of which are related directly to our
growth campaigns, where we are using our investment
to position ourselves for new market opportunities.
In FY18, we are launching an improved ideas
management process to ensure we capture
and exploit early-stage ideas and innovations.
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Contract extension

£109m
supporting UK centre of
excellence for maritime
mission systems.

Over 50

autonomous systems deployed
as part of Unmanned Warrior
naval exercise.

Contract amendment

£1bn

11-year commitment for
modernisation of air ranges
and Test Pilot School.

1. Lead and modernise UK
Defence Test & Evaluation.
FY17 Progress – a year of building momentum
In September 2016, we signed an 11-year, £109m
contract extension for Naval Combat System Integration
Support Services (NCSISS) to the MOD. This supports
the development of our Portsdown Technology Park site
as the UK Centre of Excellence for maritime missions
systems, improves the security of future revenues
and provides a platform to win incremental work.
In October 2016, we hosted Unmanned Warrior, a
world-first demonstration of how unmanned systems
can operate as part of a major multinational naval
exercise. Over 50 autonomous vehicles were deployed
in the air, on the water and under the surface on
missions ranging from anti-submarine warfare to mine
countermeasures. From inception to delivery we were
instrumental in making this exercise happen, leading
the UK component, providing range management
expertise and delivering a transportable command
and control system.
In December 2016, we agreed an 11-year, £1bn
commitment with the UK MOD that secures
approximately half our revenue on the core LTPA
contract until 2028. This amendment, which uses the
FY17 single source profit formula, secures our operation
and modernisation of the Empire Test Pilots’ School
at MOD Boscombe Down and the Air Ranges at MOD
Aberporth and Hebrides. This gives us the confidence
to invest approximately £180m to upgrade facilities
and equipment, driving efficiencies to avoid cost
increases that would have otherwise arisen and
providing a platform for future growth. Our
investment will be recovered from the MOD
over time using the current LTPA mechanism.

Simon Dale, using the binoculars
on a Multiple Object Tracking
Radar at MOD Aberporth to
acquire and track a target.
MOD Aberporth will benefit from
the Air Range Modernisation
investment, which is part of
a commitment we made to
modernise UK Test & Evaluation
in the LTPA amendment signed
in December 2016.
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Since its initial signature in November 2015, £80m
of additional work has been added to the Strategic
Enterprise contract, originally valued at £153m, under
which we deliver aircraft engineering services to the
MOD on an outputs-based model. We have added eight
additional aircraft types to the contract, both fixed- and
rotary-wing and see further opportunities to expand,
working with partners to pool skills and bring
collaborative teams together across industry.
FY18 – further enhancements to UK capability
Our focus is on working with the Front Line Commands
and prime contractors to develop the future vision
for UK T&E to meet the needs of the UK Defence Plan,
support exports and international partnerships, and
deliver the right outputs to enable future military
capability. The five-year repricing of our Long Term
Partnering Agreement with the UK MOD is due to take
place at the end of FY18 so this is a particular focus.
In FY17, we were invited by Boeing to submit a
proposal offering MOD Boscombe Down as a
prospective location for its UK ‘centre of excellence’
driven by its fixed-wing business. We will continue
to work with the MOD and Boeing to identify ways
in which the site, which we operate on behalf of
the MOD, could meet their requirements.

16
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Strategy continued

QinetiQ Target Systems

90%

of revenue generated outside
the UK.

2. B
 uild QinetiQ as an
international company.
FY17 Progress – International business established
On 1 April 2016, we created a new International business
unit incorporating our Australian, Swedish, Canadian,
Commerce Decisions and Advisory Services operations.
In August we appointed Iain Farley as its Managing
Director from Expro Group International where he was
Vice President for Business Development and Emerging
Business. Andreas Ward, previously Vice President
Nordic and Baltics at Saab, was also appointed to
run our operations in Sweden.
In December 2016, we acquired Meggitt’s Target
Systems business for £57.5m, or £60.3m including
price adjustments for working capital and net debt.
The business – now renamed QinetiQ Target Systems
– holds a leading position in the global targets and
services market which is growing strongly as customers
seek to validate their defence capabilities using
high-fidelity threat representation. In addition to a design
and manufacture capability in the UK and Canada, the
business supplies targets to more than 40 countries
and has on-site target operations in 15 countries.
During FY17 we have focused on building our
capabilities in our home markets – the US and Australia
in addition to the UK. In the US we have engaged with
customers such as the US Defense Advanced Research
Projects Agency (DARPA), to collaborate to create new
business opportunities. In Canada we secured our first
home contract win with the Royal Canadian Coast
Guard for work that will be delivered locally in Canada.
In Australia, we acquired RubiKon Group in January
2017 for £7.4m. The company is a leading integrated
logistics support provider and helps customers meet

With growing defence ambitions
and close to the rapidly evolving
Asia Pacific region, Australia is
a particularly attractive market.
During the year QinetiQ Australia
continued to develop its core
capabilities including extending
its contract for the provision
of Aircraft Structural
Integrity services.

complex logistics, supply chain and procurement
project challenges. Earlier in the year we were part
of a RubiKon-led team which won the Strategic Support
Partnership Contract for the Australian Government’s
procurement of maritime patrol aircraft to replace
the AP-3C Orion. The acquisition of RubiKon better
positions QinetiQ Australia to offer whole programme
solutions to customers in the Asia Pacific region.
We are evaluating new home markets with a particular
focus on the Middle East and Asia Pacific and
developing plans which inform the prioritisation of
resources and the identification of potential partners.
We secured a number of aerial targets contracts in
the United Arab Emirates and flew our latest Banshee
Jet 110 for the first time in India. During the year, our
OptaSense subsidiary also completed the delivery of a
system for the world’s largest distributed fibre sensing
project for the 1,850km Trans-Anatolian Natural Gas
Pipeline (TANAP) principally in Turkey.
We continue to develop opportunities to grow sales
by exporting our products and services, working
with partners such as the UK Trade and Investment’s
Defence and Security Organisation (UKTI DSO). While
we were unsuccessful with our joint bid with BAE
Systems for a competition in Chile to upgrade their
Type 23 frigates, we have an increasing pipeline of
sales opportunities, particularly in the Middle East.
FY18 – delivering international growth
The International business was established to grow
QinetiQ as an international company. Our objective
is to win significant contracts outside the UK. As our
strategy prioritises collaborative working, on many
of our growth campaigns we work in partnership
with prime contractors and with the support of
the UK Government.

Over 30
campaigns established.

Dragonfire consortium

£30m

programme to deliver
defensive laser capability.

Over £10m
of secured navigation
contracts awarded.
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3. Invest in innovation and apply
our core competence for
customer advantage in defence
and commercial markets.

role is to provide the high-powered laser technology for
the programme and conduct trials over land and water
at various ranges that we manage under the LTPA.
We are supporting this campaign with IRAD funding
to further develop our core laser technology which
will be the enduring element of our offering.

FY17 Focus – campaigns initiated to drive
commercial innovation
During FY17 we established business winning campaigns
to drive commercial innovation, new processes, and
innovative business models, in addition to the technical
innovation that QinetiQ has always been known for.
Campaigns are driven by horizon scanning of future
customer needs and market opportunities. Group-level
campaigns align with four main growth levers:
––Major government programmes, such
as Ballistic Missile Defence and Carrier Strike;
––Areas of QinetiQ strategic capability, such
as modernised T&E, cyber security, and
experimentation and rehearsal;
––Major near-term competitions; and
––Exploitation of promising capabilities we have
previously invested in, such as airborne surveillance.
To enhance our probability of winning, we resource
these through investment and partnership, collaborating
with prime contractors, small businesses and
universities on many of the campaigns. During the
year we established partnerships with companies
such as MBDA on laser technology and Thales
on Defence Operational Training.
In January 2017, the Dragonfire consortium – led by
MBDA and including QinetiQ as well as other industry
partners – was awarded a £30m programme by the
UK MOD to deliver a defensive Laser Directed Energy
Weapon (LDEW) Capability Demonstrator. QinetiQ’s

QinetiQ’s multi-channel laser
system, for coherent beaming
is being developed as part of
the Dragonfire consortium
consisting of MBDA, QinetiQ
and other industry partners.
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During the year we secured contracts worth more
than £10m for secured navigation working with both
European and UK Government customers. Our work
helps users to effectively exploit the Galileo constellation
of satellites – the European Union version of GPS
which is due to go live in FY21. This included the first
demonstration of accessing the encrypted Public
Regulated Service (PRS) real-world applications. At
the end of the year we secured a global agreement
with Rockwell Collins, the market leader in secure
navigation, who will become the primary route to
market for our software technology worldwide.
FY18 – growth campaigns in international markets
We will have capture plans and resourcing in place
for all of our major campaigns in FY18. Because our
International business was only established in April
2016, our international growth campaigns are less
mature than those focused on our home markets
so they are a particular focus.
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Key performance indicators

Non-financial KPIs

Key performance indicators (KPIs)
Work is under way led by David Smith, our
newly appointed Chief Financial Officer, to
review the key performance indicators and
other metrics that we use to monitor the
performance of the Company and measure
the progress of the implementation of our
strategy. We expect to update our KPIs
during FY18 to reflect this review and
that changes will be reflected in next
year’s Annual Report and Accounts.
The objective of our strategy is to grow
QinetiQ, delivering a sustainable increase in
quality earnings to our shareholders. Progress
is measured through a range of financial and
non-financial key performance indicators.
Measurements of customer satisfaction,
health and safety and employee
engagement underpin sustainability.

Customer satisfaction (score out of 10)

Health and safety (LTI)

8.2

5.7

2016: 8.1

2016: 5.0

2017

8.2

2017

2016

8.1

2016

2015

8.1

2015

5.7
5.0
5.6

Description
QinetiQ’s customer satisfaction survey asks all
UK customers with contracts over £200,000
about QinetiQ’s delivery and engagement.
In the US, customer satisfaction metrics are
reviewed on a contract-by-contract basis.

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

Rationale
Using an independent third party we annually
survey around 100 of our largest projects to
help us understand our performance and what
we need to be doing to continuously improve.
We also gather qualitative feedback through
structured interviews.

Rationale
Health and safety performance is monitored
to drive continual improvement in minimising
risks to employees and reducing harm.

Performance this year
Of those surveyed, we received an average
rating for our performance overall of 8.2 out of
10, up from 8.1 out of 10 in 2016 which shows
progress. We saw an upward trend for most
metrics and for bidding in particular.

Performance this year
The LTI rate and the absolute number of lost
time incidents resulting in at least one day off
work have increased from the previous year.
Safety is a top priority of all our businesses.
A collective objective for FY18, used for
remuneration, is to implement Safe for Life
across the whole Group and in terms of
how we operate with our supply chain.
This programme focuses on improving
safety behaviours.

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

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

Measures such as orders, organic
revenue growth, profitability and
cash flow track financial performance.
Similar indicators are used to review
performance in each of the Group’s businesses.
P
 age 30
People and relationships
P
 age 33
Resources and environment

P
 age 68
Directors’ Remuneration Report

P
 age 68
Directors’ Remuneration Report
P
 age 30
People and relationships
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Apprentices and graduates (%)

Employee engagement (Score out of 1,000)

Voluntary employee turnover (%)

4.9%

596

9.0%

2016: 5.7%
2017
2016
2015

2016: 623
4.9

2017
5.7
5.9

Description
The number shown is the total number
of apprentices, graduates and sponsored
students as a percentage of our UK workforce.
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2016: 9.2%
596

2016
2015

623
613

Description
A measure of employee engagement
(excluding QNA) on a scale of 0–1,000, based
on the Best Companies Employee Survey.
A separate survey is conducted in the US.

2017

9.0

2016
2015

9.2
8.9

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

Through this survey, employees share
their views about working at QinetiQ under
the headings of management, leadership,
Company, personal growth, my team, giving
something back, fair deal and well-being.

Rationale
Provides a measure of QinetiQ’s ability to
attract and develop new employees. It is also
a measure of our commitment to The 5% Club,
an industry-led initiative of which we are a
founding member, to grow the number of
young people on apprenticeships, graduate
programmes and student sponsorships.

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

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

Performance this year
There was a reduction in FY17 due
in part to the acquisition of QinetiQ Target
Systems and changes to how we recruit as
a result of our reorganisation. We will increase
our investment in Early Careers programmes
across the Group in FY18.

Performance this year
FY17 was a year of significant change
for many employees as we transform
the Company and this is reflected in the
fall in the overall score. We are committed
to acting on the feedback we received
in the survey during FY18.

Performance this year
Despite the reorganisation of the Company
and the adoption of a new way of working,
voluntary employee turnover reduced during
the year.

Link to strategy
As a business whose reputation and achievements are centred on our people, our future success is primarily dependent on our ability to recruit, develop,
engage and retain exceptional employees.
Employee engagement is a metric used for the Bonus Banking Plan.
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Key performance indicators continued

Financial KPIs

Orders (£m)

Organic revenue growth/decline (%)

Underlying operating profit* (£m)

£675.3m

1%

£116.3m

2016: £659.8m
2017
2016
2015

2016: (1)%
675.3
659.8
613.6

2016: £108.9
1

2017

2017

2016

(1)

2016

2015

(2)

2015

116.3
108.9
111.3

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

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

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

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

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

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

Performance this year
Orders grew 2% to £675.3m (2016: £659.8m),
which included the award of the £109m, 11-year
renewal from the UK Ministry of Defence (MOD)
for the Naval Combat System Integration
Support Services (NCSISS).

Performance this year
Revenue grew 4% to £783.1m (2016: £755.7m).
Organic revenue growth, excluding the impact
of foreign exchange and acquisitions, was
1% compared to a 1% decline in 2016. Global
products grew 8% organically, with EMEA
Services stable.

Performance this year
Underlying operating profit* increased to
£116.3m (2016: £108.9m). EMEA Services
benefited from a £5.2m credit relating to the
release of engine servicing obligations as we
invest in new aircraft for test aircrew training.
Global Products benefited from favourable
foreign exchange movements and £2.2m
of credits relating to historical overseas
contractual disputes.

The £1bn LTPA amendment signed during
the year significantly increased the Group’s
order book. As in previous years this was not
included in reported orders to avoid distortion.

The contribution from businesses acquired
during 2017 was £1.2m.

The contribution from businesses acquired
during 2017 was £3.9m.

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

P
 age 68
Directors’ Remuneration Report
*	Definitions of the Group’s ‘Alternative
performance measures’ can be found
in the glossary on page 151.

Link to strategy
Organic revenue growth is an important
measure of progress of the implementation
of our strategy, the objective of which
is to deliver sustainable growth.

Link to strategy
This measure is a reflection of the productivity
of the Group’s activities and is used for both
the Bonus Banking Plan and the Deferred Share
Plan. For Executive remuneration it is adjusted
to exclude businesses acquired in the year.
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Underlying earnings per share (EPS)* (p)

Total Group profit after tax (£m)

Underlying operating cash flow* (£m)

18.1p

£123.3m

£79.0m

2016: 16.3p

2016: £106.1m

2017

18.1

2016
2015

16.3
15.2

2016: £103.6m

2017

123.3

2017

2016

106.1

2016

2015

104.7

2015

79.0
103.6
114.9

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

Description
This is the total Group profit, net of interest
and tax, including all specific adjusting items*
and including discontinued operations.

Description
This represents net cash flow from operations
before cash flows of specific adjusting items,
less net cash outflows on the purchase/sale
of intangible assets, plant and equipment,
and pension deficit repair payments.

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

Rationale
This shows the overall financial performance
of the Group reflecting both underlying
and specific adjusting items of income and
expenditure. It is a key financial measure used
to reflect overall financial performance
for the year.

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

Performance this year
Underlying EPS grew 11% due to the increase
in operating profit and the reduced share
count, following the completion of the £50m
share buyback.

Performance this year
Total Group profit after tax increased due to
the higher underlying operating profit and an
£18.4m profit on the disposal of property.
The prior year included a £31.9m impairment
charge and £16.2m profit on the sale of the
Cyveillance business.

Performance this year
Underlying operating cash flow was £79.0m
(2016: £103.6m) and included a £7m payment
for a very old overseas dispute, an increase
in capital expenditure and some working
capital unwind.

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

Link to strategy
This measure reflects the impact of all
aspects of Group performance. As well
as the underlying operating performance
it incorporates the financial impact of
tax, treasury, property disposals and
the Group’s mergers and acquisitions.

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

P
 age 68
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*	Definitions of the Group’s ‘Alternative
performance measures’ can be found
in the glossary on page 151.
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Principal risks

Effective risk management is
key to delivering our strategic
objectives and realising our vision.

The Board is accountable for effective risk management
across the Group. Board-level oversight is discharged
through two committees:
––Audit Committee: focuses on risks where the
primary impact is financial; and
––Risk & CSR Committee: focuses on risks where
the primary impact is non-financial.
The reports of the Audit Committee and Risk & CSR
Committee can be found on pages 59 to 65. Details
of the Group’s system of risk management and internal
control can be found in the Corporate Governance
statement on pages 54 to 58.
Risk appetite
The Board defines and reviews its tolerance of risk
through establishing a clear risk appetite and setting
appropriate delegations of authority to the executive
and senior leaders. Risk appetite within QinetiQ focuses
on those critical risk areas necessary to achieve our
strategic goals. The risk appetite is articulated by
defining three categories which describe the balance
of scrutiny and mitigation activity against likely
benefit or reward:
––Eager: Willing to consider all delivery options despite
greater inherent risk and eager to be innovative.

Longer-term viability assessment
Assessing the prospects of the Group
The Group’s corporate planning processes involve
the following individual processes covering differing
time frames:
1. An annual Integrated Strategic Business Plan (ISBP)
process that looks at the detailed financials for the
subsequent three years, together with an overview
of one additional year, to 31 March 2021.
2. An annual budget process that covers the
subsequent year.
3. A bi-annual detailed forecast process to update
the view of the first budget year (the year now
in progress).
4. A rolling monthly ‘latest best estimate’ process to
assess significant changes to the budget/forecast
for the year in progress.
The corporate planning process is underpinned by
assessing scenarios and risks that encompass a wide
spectrum of potential outcomes, both favourable and
adverse. The downside risk scenarios are designed
to explore the resilience of the Group to the potential
impact of all the significant risks set out on pages
23 to 25, or a combination of those risks.
The scenarios are designed to be severe but plausible,
and take full account of the availability and likely
effectiveness of the mitigating actions that could be
taken to avoid or reduce the impact or occurrence of
the underlying risks, and that realistically would be open
to them in the circumstances. In considering the likely
effectiveness of such actions, the conclusions of the
Board’s regular monitoring and review of risk and

––Balanced: Preference for delivery options that have
a low or moderate degree of residual risk. Applying
innovation only where successful delivery is likely.
––Cautious: Avoidance of uncertainty with negligible
or low residual risk. Applying innovation prudently
where the risks are fully understood.
Commercial appetite
These three categories are then used within the context
of the business strategy to define the Board’s
commercial appetite as:
Delivery/+ Markets/= Commercial
capabilities
Customers
appetite

Proven
Proven
New
New

Existing
New
Existing
New

Eager
Eager/balanced
Balanced
Balanced/cautious

Risk register
The Group Risk Register consists of material risks
relating to effective delivery of our strategy. The Board
recognises that some risks may be affected by factors
outside the control of the Company and also recognises
that however good the risk management processes are
they cannot provide absolute assurance and unknown
risks may manifest without warning; the Company has
processes in place to deploy appropriate management
to such risks.
internal control systems, as discussed on page 64,
is taken into account. It is assumed that existing
undrawn bank facilities could be re-financed as
they mature in FY20.
Alongside the annual review of risk scenarios applied to
the strategic plan, performance is rigorously monitored
to alert the Board and Executive Committee to the
potential crystallisation of a key risk.
We consider that this stress-testing-based assessment
of the Group’s prospects is reasonable in the
circumstances of the inherent uncertainty involved.
The period over which we confirm longer-term viability
While the Directors have no reason to believe the Group
will not be viable over a longer period than three years,
given the inherent uncertainty involved, the period over
which the Directors consider it possible to form a
reasonable expectation as to the Group’s longer-term
viability is the three-year period to 31 March 2020. This
period, essentially the period used for our mid-term
business plans that are subject to stress-testing and
scenario planning, has been selected because it
presents the Board and readers of the Annual Report
with a reasonable degree of confidence whilst still
providing an appropriate longer-term outlook.
Confirmation of longer-term viability
As noted on page 58, the Directors confirm that their
assessment of the principal risks facing the Group
was robust. Based upon the robust assessment of the
principal risks facing the Group and their stress-testingbased assessment of the Group’s prospects, all of which
are described in this assessment, the Directors have a
reasonable expectation that the Group will be able to
continue in operation and meet its liabilities as they
fall due over the period to 31 March 2020.
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Strategic risks
UK defence test and evaluation strategy

International strategy

Innovation strategy

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

Risk
Failure to execute the international strategy.

Risk
Failure to sustain a culture of innovation or
to invest adequately in, or create value from,
our innovation investment.

Impact
A reduction in revenue and associated
profitability from the Group’s T&E contracts.

Impact
Failure to execute this strategy would
negatively impact future growth.

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

Mitigation
Positive stakeholder engagement. QinetiQ
monitors and responds to potential opportunities
arising from the MOD’s actions to deliver
improved value for money by making
proactive proposals that deliver the
desired customer outcomes.

Mitigation
The Group’s Integrated Strategic Business
Planning process is used to articulate clearly
strategy, appropriate objectives and metrics.

Mitigation
Innovation will be driven through cultural
change, investment in, and application
of, our core competences for our
customers’ advantage in defence
and commercial markets.

Metrics
––Customer satisfaction
––All financial KPIs

Metrics
––All financial KPIs

Metrics
––Customer satisfaction
––Employee Engagement
––Metrics under development as part
of CFO review
––IRAD investment rate

Responsibility
Group Director Business Development

Responsibility
Managing Director International

Responsibility
Group Director Engineering & Operations
Chief Technology Officer

Risk appetite
Eager

Risk appetite
Cautious

Risk appetite
Eager

Likelihood/Impact
Medium/High

Likelihood/Impact
Medium/High

Likelihood/Impact
Medium/High

Proximity/Velocity
2+yrs/Low

Proximity/Velocity
2+yrs/Low

Proximity/Velocity
1-2yrs/Low

The Group has established and is investing
in a new International business.

Internal Research and Development (IRAD)
investment process.
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Principal risks continued

Strategic risks continued

Operational risks

Transformation

Recruitment and retention

Single source contract regulations

Risk
The transformation does not result in change
that embeds customer focus and creates value
from increased innovation and competitiveness.

Risk
The Group operates in many specialised
engineering, technical and scientific
domains where a lack of domain-specific
graduates leads to a future skills shortage.

Risk
Group performance is adversely affected
by application of the UK Government
regulations for profit rates of contracts
awarded without competition.

Impact
An internal culture which leads to
sub-optimal performance.

Impact
Key capabilities and competences may be lost.

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

Mitigation
Our way of working has been designed to
support the delivery of our strategy to increase
customer focus, improve our competitiveness
and deliver collaboration across the Company.

Mitigation
Implemented a talent management review
across the Group to include succession
planning at Executive Committee level and
ensuring our resourcing pipelines are focused
on our critical skills for the future, including
Early Careers.

Leadership Development training to
upskill teams on how to implement
a high-performance culture.

The UK workforce has a skewed age
distribution which creates risk on future
skills shortage.

Mitigation
QinetiQ is supporting a joint industry position
in the Single Source Regulations Office (SSRO)
consultation of the Profit Rate methodology.
The contract and orders pipeline is regularly
reviewed to identify qualifying contracts.
We will continue to focus on the efficient and
effective delivery of contracts for the benefit
of all stakeholders.

Metrics
––Customer satisfaction
––Employee engagement
––Transformation scorecard

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

Metrics
––Customer satisfaction
––All financial KPIs

Responsibility
Chief Financial Officer
Group Director Human Resources

Responsibility
Group Director Human Resources

Responsibility
Chief Financial Officer

Risk appetite
Eager

Risk appetite
Balanced

Risk appetite
Balanced

Likelihood/Impact
Medium/High

Likelihood/Impact
Medium/High

Likelihood/Impact
High/High

Proximity/Velocity
0-1yr/Medium

Proximity/Velocity
0-1yr/Low

Proximity/Velocity
2+yrs/Low

QinetiQ Group plc Annual Report and Accounts 2017

Strategic report | Principal risks

25

Operational risks continued
Security and IT systems

Significant breach of relevant laws
and regulations

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

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

Risk
The Group operates in highly regulated
environments and recognises that its
operations have the potential to have
an impact on a variety of stakeholders.

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

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

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

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

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

Mitigation
The Group has robust policy, procedures
and training in place.

Mitigation
In December 2016, the Group signed a
£1bn, 11-year amendment to the Long
Term Partnering Agreement (LTPA). The next
scheduled ‘re-pricing’ point for areas beyond
the amendment is scheduled for March 2018.

Information systems are designed with
consideration to single points of failure and
comply with relevant accreditation standards.
Cyber security is monitored using an internal
cyber dashboard.

The QinetiQ Code of Conduct defines clear
expectations for the Group and its employees.
Key areas of focus for the Group include the
following: safety of product and services;
health, safety & environmental; bribery &
ethics, and international trade controls.

Metrics
––All financial KPIs
––Cyber dashboard
––Security dashboard

Metrics
––All financial KPIs
––Health & safety
––Mandatory training compliance
––Commercial intermediary monitoring

Metrics
––All financial KPIs except orders
––Customer satisfaction
––LTPA as a % of total Group revenue

Responsibility
Group Director Engineering and Operations

Responsibility
Company Secretary/Group General Counsel

Responsibility
Group Director Business Development
Group Director Test & Evaluation

Risk appetite
Cautious

Risk appetite
Cautious

Risk appetite
Balanced

Likelihood/Impact
Medium/High

Likelihood/Impact
Medium/High

Likelihood/Impact
Medium/High

Proximity/Velocity
0-1yr/High

Proximity/Velocity
0-1yr/High

Proximity/Velocity
1-2yrs/Low
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Operating review – EMEA Services
EMEA (Europe, Middle East and Australasia) Services combines world-leading
expertise with unique facilities to provide technical assurance, test and evaluation
and training services, underpinned by long-term contracts that provide good visibility
of revenues and cash flows. The division is also a market leader in research and
advice in specialist areas such as C4ISR, weapons and energetics, cyber security
and procurement advisory services.

Financial performance

Orders1
Total orders
Revenue
Underlying
operating profit*
Underlying
operating margin* 2
Book to bill ratio1
Funded backlog1
Total funded
backlog

2017
£m

2016
£m

520.9
1,522.3
613.5

495.4
495.4
616.4

92.7

93.8

15.1%
1.3x
813.6

15.2%
1.2x
719.1

2,019.8

1,123.8

Excludes the £998m third-term of the LTPA
contract agreed in 2013 and the £1bn contract
amendment signed in December 2016. B2B ratio
is orders won divided by revenue recognised,
excluding the LTPA contract.
2
	The 2017 margin excluding the £5.2m nonrecurring release in respect of LTPA engine
servicing obligations was 14.3%.
1	

release of engine servicing obligations as we
invest in new aircraft for test aircrew training.
There were other contract adjustments
impacting on the results, but the financial
impact of these was not material in aggregate.
Excluding the £5.2m credit, a £3m credit in
FY16 and the effect of foreign exchange and
acquisitions, underlying operating profit fell by
£4.6m, predominantly driven by the lower
baseline profit rate for single source contracts.
The impact of the lower baseline profit rate in
FY17 was in line with our expectations.
As we anticipated, the baseline profit rate for
new and renewed single source contracts
signed in FY18 will fall by 149 basis points
from the FY17 baseline rate. Including the
LTPA contract, 76% of EMEA Services revenue
(2016: 74%) is derived from single source
contracts, an increased proportion of which
is now contracted on a long-term basis. For
example, the 11-year, £1bn amendment to
the LTPA, signed in December 2016, was
contracted using the FY17 single source
profit formula.

Orders, excluding the £1bn LTPA amendment,
grew 5% to £520.9m (2016: £495.4m) including
the award of the £109m 11-year renewal from
the MOD for the Naval Combat System
Integration Support Services (NCSISS),
and £80m of additional orders added to
the Air Strategic Enterprise contract.

FY17 review

The £1bn amendment to the LTPA signed
during the year has significantly increased
total EMEA Services backlog. The remaining
LTPA contract is due to be repriced on
31 March 2018.

Modernising UK Test & Evaluation
––The Strategic Enterprise model for aircraft
engineering services has now been in place
for a year, delivering savings to the MOD.
£80m of additional contracts were added
to the model during the year to provide
in-service support for eight aircraft including
the Apache, Puma and Merlin helicopters
and Tornado fast jets, as well as test and
evaluation services for the Wildcat Future
Air to Surface Guided Weapon programme.
––The business is focused on the
modernisation of test aircrew training
provided by the Empire Test Pilots’
School which achieved Approved Training
Organisation status during the year allowing
it to train civil test pilots. Investment in new
aircraft and a revised syllabus will allow
it to pursue opportunities for growth.
––During the year, Boeing Defence UK
identified MOD Boscombe Down, which
we operate and manage on behalf of the
MOD, as the preferred site for its future
UK headquarters and European hub for
maintenance, repair and overhaul.

Revenue was flat on both a reported basis
and an organic constant currency basis with
a broadly consistent performance across all
business units within the division. The impact
of the RubiKon acquisition, which completed
in January 2017, and favourable foreign
exchange movements were largely offset
by the Cyveillance disposal in the prior year.
At the beginning of the new financial year, 79%
of EMEA Services’ FY18 revenue was under
contract, compared with 77% at the beginning
of the prior year.
Underlying operating profit* reduced to £92.7m
(2016: £93.8m). FY17 underlying operating
profit* included a £5.2m credit relating to the

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

Air & Space (30% of EMEA Services revenue)
The Air & Space business de-risks complex
aerospace programmes by testing systems
and equipment, evaluating the risks and
assuring safety.

Investing in innovation
––The business’ relationship with the European
Space Agency continues with its transceiver
operating successfully as part of the
ExoMars mission to Mars, despite the
Schiaparelli lander on which it was mounted
being lost. The business is continuing to
deploy significant resources to develop the

gridded ion engine electric propulsion
system for the flight module to be used
on ESA’s BepiColombo mission to Mercury.
This ambitious, multi-spacecraft mission
is due to launch in October 2018.
––The business secured £2m of research
funding to lead a team to upgrade the scale
models used in the Farnborough wind tunnel
using technology adapted from F1 motor
racing, leading to improved efficiency and
increased capacity.
––It unveiled an innovative material, Titan
Weave, that reduces the weight of aircraft
and is three times stronger than current
materials used to protect against bird
strikes and other impacts.
––It entered a teaming agreement with Thales
and Textron to provide an innovative offer
to the MOD for the Air Support to Defence
Operational Training Programme.
Maritime, Land & Weapons (45% of EMEA
Services revenue)
The Maritime, Land & Weapons business
delivers operational advantage to customers
by providing independent research, evaluation
and training services.
Modernising UK Test & Evaluation
––The business delivered the successful trial
of the new Spear 3 missile system planned
for the UK’s F-35 Lightning II stealth
fighter aircraft.
––It secured an 11-year contract extension
worth £109m for the Naval Combat Systems
Integration & Support Services based at
Portsdown Technology Park. Later in the
year the site hosted the Royal Navy’s
Information Warrior exercise designed to
develop and test new information warfare
capabilities through a series of trials,
including defensive cyber operations,
digital influence operations and
artificial intelligence.
––The business led a team from across QinetiQ
to deliver Unmanned Warrior for the Royal
Navy, a demonstration by 40 companies of
how autonomous vehicles under the water,
on the surface and in the air, can be used
for future operations such as mine hunting.
––Later in 2017, it will host another
international exercise at MOD Hebrides –
Formidable Shield.
––To enable similar exercises to take place, the
business is modernising the air ranges, with
work beginning to upgrade facilities and
tracking radar at the Hebrides range.
Investing in innovation
––The business is a member of a UK industrial
consortium, called Dragonfire, which won a
£30m contract for a Capability Demonstrator
Programme for laser technology. The
demonstration is reliant on an innovative
QinetiQ-developed technology, with the
trials taking place on LTPA sites.
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––It won an £8m contract to implement
and evaluate vehicle survivability for Dstl,
including installing a Soft-Kill Defensive
Aids System on a Challenger 2 tank.
––It also won a £5m contract to deliver a Real
Time Simulation System for the Sentry E-3D
aircraft to enable effective operations with
NATO countries.
Cyber, Information & Training (CIT)
(17% of EMEA Services revenue)
The CIT business helps government and
commercial customers respond to fastevolving threats based on its expertise in
training, secure communication networks
and devices, intelligence gathering and
surveillance sensors, and cyber security.
Modernising UK Test & Evaluation
––The business won a £10m contract to
link existing Typhoon synthetic training at
RAF bases to the QinetiQ-run Distributed
Synthetic Air Land Training (DSALT) facility
at RAF Waddington, building towards the
MOD’s ambition to integrate all synthetic
training into one programme.
––It delivered a cyber range for an Army
exercise as part of a growing capability
to support customers in the test and
evaluation of cyber operations.
Building an international company
––The business delivered its stand-off
threat detection system, SPO-NX, to the
US Transportation Security Administration
(TSA) for use at several high-profile
events, including the US Presidential
inauguration ceremony.
Investing in innovation
––The business leads research framework
contracts for the UK MOD, managing a
network of more than 100 UK SMEs, as
well as innovation initiatives for local and
regional governments to support local
business growth.
––This includes bringing together expertise
in technology horizon scanning, human
sciences, commercial off-the-shelf
exploitation and experimentation as a
service to help customers keep pace with
the rapidly evolving technical and social
media landscape.
––During the year the business secured
contracts totalling £10m for secured
navigation, working with European and
UK Government customers to enable the
effective exploitation by users of the Galileo
constellation of satellites – the European
Union version of GPS which goes live in
FY21. This included the first demonstration
of accessing the encrypted Public Regulated
Service (PRS) in real-life applications.
The business has built on this success
by agreeing a partnership to go to market
with Rockwell Collins around the globe.

International (8% of EMEA Services revenue)
On 1 April 2016 a new International business
was established to deliver our capabilities in
international markets.
––In January 2017, the Group acquired
RubiKon Group, an Australian integrated
logistics support provider. The acquisition
allows QinetiQ Australia to provide a
more comprehensive service offering
to customers and pursue ‘strategic
partner’ opportunities with the
Australian Government.
––QinetiQ Australia continued to develop its
core capabilities, extending contracts for the
provision of integrated engineering services
at the Defence Science and Technology
Group’s Fishermen’s Bend workshop in
Port Melbourne, and for Aircraft Structural
Integrity services. Through RubiKon, it also
signed a new strategic support partnering
contract for the replacement of the AP-3C
Orion fleet with a combination of unmanned
and manned aircraft.
––Our business in Australia also grew order
intake, including contracts to support tanker
aircraft, Navy guided weapons systems,
ground-based air defence, and the Australian
Artillery Regiment.
––QinetiQ Canada achieved its first home
win with a contract to provide advice
to the Royal Canadian Coast Guard.
––A new QinetiQ office is also being
established in Malaysia to support
sales and marketing in South East Asia.
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EMEA Services FY18 outlook
In EMEA Services revenue under contract
for FY18 is in line with the prior year, and the
division is expected to deliver modest revenue
growth this year although the lower baseline
profit rate for single source contracts
represents a headwind for operating margins.

QinetiQ is enabling Royal Air Force Typhoon pilots to
train together in virtual environments from different
locations by linking simulators at the Squadrons’
Main Operating Bases. The project is a new addition
to QinetiQ’s existing Distributed Synthetic Air Land
Training (DSALT) contract with the UK Ministry of
Defence, which provides synthetic mission training
at RAF Waddington’s Air Battlespace Training
Centre (pictured).
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Operating review – Global Products
Global Products delivers innovative solutions to meet customer requirements and
undertakes contract-funded research and development, developing intellectual
property in partnership with key customers and through internal funding with
potential for new revenue streams. The division is technology-based and has
shorter order cycles than EMEA Services so can have a more lumpy revenue profile.

Financial performance

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

FY17 Review

2017
£m

2016
£m

154.4
169.6

164.4
139.3

23.6

15.1

13.9%
0.9x
158.9

10.8%
1.2x
139.1

Orders reduced to £154.4m (2016: £164.4m)
as a result of a strong comparative year which
included a large pipeline contract in OptaSense
and a five-year £10m contract to provide
materials research and advice to the UK MOD.
Order flow in QinetiQ North America (QNA)
was strong, including $41m of US aircraft
carrier orders during the year.
The Global Products division had 55% of its
FY18 revenue already under contract at the
beginning of the new financial year compared
with 64% at the same time last year, reflecting
the shorter contract cycle of the division.
Revenue was up 22% on a reported basis at
£169.6m (2016: £139.3m) including the impact
of the acquisition of Meggitt Target Systems
and favourable foreign exchange movements.
On an organic constant currency basis revenue
grew by 8% due to a strong performance in
QNA, driven by product shipments relating
to the new US aircraft carriers, together
with growth in OptaSense.
Underlying operating profit* increased to
£23.6m (2016: £15.1m), including the impact
of the acquisition of Meggitt Target Systems,
favourable foreign exchange movements and
£2.2m of credits relating to historical overseas
contractual disputes. With these items removed,
underlying operating profit increased by £3.6m
driven by QNA and OptaSense.

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

QinetiQ North America (41% of Global
Products revenue)
QNA develops and produces innovative
defence products specialising in unmanned
systems, survivability and maritime
systems along with products in related
commercial markets.
––QNA delivered very good orders and
revenue performance in FY17 driven by
the continued strength of its US military
robot business, sales of aircraft armour,
and its continued role supporting the next
generation of US Navy aircraft carriers.
––In total, the business was awarded more
than $40m of orders for unmanned ground
vehicles principally for the reset of robots
previously used in operations and for
capability upgrades such as detection
of CBRNE (chemical, biological,
radiological, nuclear and explosives).
––The business is bidding for multi-year
Programs of Record, that are under way
now or will be under way this year. These
Programs of Record will be funded out of
the Department of Defense’s base budget
for TALON-class and Dragon Runner-class
systems, robotic applique kits for route
clearance vehicles and squad mission
equipment transports.
––In October 2016, it announced a strategic
partnership with the Estonian company
Milrem for Titan, a modular, hybrid military
unmanned ground vehicle (UGV) for
dismounted troop support.
––QNA also confirmed a $41m contract with
General Atomics which follows the initial
$16m announced in December 2015. The
business will deliver control hardware and
software for the Electromagnetic Aircraft
Launch System and the Advanced Arresting
Gear to be installed on the US Navy’s
next aircraft carrier, the John. F. Kennedy
(CVN 79).
––In September, QNA launched a new
meteorological sensing product, iQ-3,
that provides real-time atmospheric
data in support of military requirements
such as artillery fire support, tactical
weather modelling, and air drop.
––Its LineWatch product, which accurately
measures the current and voltage of
power distribution lines, is being piloted
by 10 North American utility companies
following the delivery of its first production
unit in FY16.

––In international markets, robots, vehicle
protection, and soldier protection systems,
remain highly relevant as security challenges
and instability persist in the Middle East
and elsewhere.
––In addition to product sales, QNA is building
its base of contract R&D projects to drive
technology development, explore new
customer problems and expand its
competitive offerings. Progress continues
with awards for an airborne wind profiling
radar, robotic enhancement projects,
a turbine-based power and thermal
management system, and a number
of other commercial research and
development projects.
OptaSense (15% of Global Products revenue)
OptaSense provides innovative fibre sensing
solutions to deliver decision-ready data in
multiple vertical markets.
––The OptaSense subsidiary grew last year,
driven principally by continued strength
in its pipeline sensing business and
some recovery in the North American
oil and gas market.
––The business is delivering the system for
the world’s largest distributed fibre sensing
project for the 1,850km Trans-Anatolian
Natural Gas Pipeline (TANAP) that runs
from Azerbaijan, through Georgia and
Turkey, to Europe.
––Following the establishment of an advisory
board to provide expertise in key target
markets, OptaSense has signed an
agreement to work together with Siemens
to pursue new opportunities in the rail sector.
––The business is also undertaking
collaborative research with Stanford School
of Earth, Energy and Environmental Sciences
in California that includes the installation of
a fibre-optic seismic array on the Stanford
campus to better understand the complex
geology of the Bay Area.
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Space Products (11% of Global
Products revenue)
QinetiQ’s Space Products business provides
satellites, payload instruments, sub-systems
and ground station services.
––The business secured a €2m contract
with the European Space Agency to develop
the next generation computer and power
management system for its PROBA
family of satellites, in addition to other
development funding.
––Its P200 satellite, the latest evolution of
the PROBA series, was also listed in the
NASA catalogue which will help facilitate
the procurement of spacecraft by US
federal agencies and their affiliates.
–– Under other contracts awarded during the
year the business supported the development
of a spacecraft for the Argentinian space
programme, and a satellite for a joint European
and Chinese solar wind programme.
–– It also secured further funding to continue the
development of its International Berthing and
Docking Mechanism (IBDM) for spacecraft.

EMEA Products (33% of Global
Products revenue)
EMEA Products provides research services
and bespoke technological solutions
developed from intellectual property
spun out from EMEA Services.
––In December 2016, the Group acquired
the Target Systems business from Meggitt
PLC, adding aerial, land and maritime targets
to the portfolio of products and services
offered by QinetiQ. Focus to date has
been on integration and realising synergies,
with early contract wins in the United
Arab Emirates. In April 2017, QinetiQ
Target Systems successfully completed
its first commercial flight of the Banshee
Jet 110 aerial target.
––During the year, the US Defense Advanced
Research Projects Agency (DARPA) invested
a further $3m in QinetiQ’s electric hub-drive
technology that will improve mobility and
survivability of future military ground
vehicles. The new agreement builds on
previous contract awards and will take
the technology from concept design to
the building and testing phase, including
production of two fully working units.
––QinetiQ remains a leader in the research
and development of stealth technologies
and advanced materials. We continue
to support the UK’s sovereign capability
in this area and deliver projects for other
allied nations.
––Subsidiaries Boldon James and Commerce
Decisions are reported in EMEA Products.
Boldon James further expanded its product
portfolio with the introduction of several
new enhancements to its data classification
offering, which it provides to large military
and commercial organisations.
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Global Products FY18 Outlook
The Group’s Global Products division has
shorter order cycles than EMEA Services
and its performance is dependent on the
timing of shipments of key orders. As a
result of its contracted orders and pipeline
of opportunities, as well as the anticipated
full year contribution from the Target
Systems acquisition, the division is
expected to continue to grow in FY18.

A Mk. II TALON robot from Japan-based Explosive
Ordnance Disposal Mobile Unit 5, is used to inspect
a suspicious package during a force protection and
anti-terrorism training exercise at a United States Navy
base in Japan. The exercise trained first responders
and support personnel how to react to an improvised
explosive device scenario.

30

Strategic report

QinetiQ Group plc Annual Report and Accounts 2017

People and relationships

Our employees and their relationships
with others are at the heart of our
vision to be the chosen partner.

At the heart of our vision is partnership, innovation
and a vision-led strategy. Our people are critical to this
and they make QinetiQ a truly unique organisation. Our
values and the strong relationships we have with our
people, customers, suppliers, business partners and
communities are core to our business success. By
harnessing these relationships, we can also create
value for society by developing the skills of the
next generation and contributing positively to
the communities where we work.

Integrity
Trusted to do the right thing
at all times, we take pride in
our decisions, and work to
create a sustainable and
responsible business.

Collaboration
The chosen partner for
customers and industry
colleagues, we are a diverse
and inclusive community with
a common purpose; every
contribution is valued.

Performance
Customer focused and
highly responsive, providing
operational excellence
and assuring safe and
secure delivery.

Our people
People strategy
In FY17, we created a new people strategy to support
our vision and strategy, that is values-led and balances
the needs of employees and other stakeholders. The
strategy is based on four integrated elements that work
together to develop ‘Engaged People in Winning Teams’.
The elements are ‘Right People’, ‘Right Culture’, ‘Right
Learning’ and ‘Right Reward’. We will drive the
development of the key elements in FY18.
Engaging our people
Engaged employees are vital to a successful business.
The Employee Engagement Group (EEG) is an
independent consultative forum which provides a
trusted and effective two-way dialogue between the
Company and employees. It ensures that our people
are informed and engaged on key people issues,
especially during times of change and it has been
particularly valuable during our transformation. We
regularly communicate with employees to ensure
they understand QinetiQ’s strategy, performance
and business priorities. Our communication channels
include the intranet, monthly face-to-face Q-Talks with
leaders and six-monthly roadshows with the Executive
Committee. This ensures that across the Group our
people understand how what they do contributes
to our strategy and that they are knowledgeable
about our Company. In FY18, we will be introducing the
‘Global Portal’ a new intranet platform, enabling greater
connectivity for our people across the Group. We use a
number of channels to gather and understand employee
engagement. We seek regular feedback as part of
our face-to-face sessions with leaders (Q-Talks and
roadshows) as well as more formally through surveys.
In addition we monitor voluntary employee turnover,
which reduced in FY17 (page 19). In FY17 we again
used Best Companies to run a survey for all employees
(excluding QNA, where they use the Top Work Places
survey, administered by Workplace Dynamics), to
independently measure levels of employee engagement.
This annual survey is complemented by a shorter
six-monthly ‘pulse’ to provide a detailed view of how
engaged our people feel. The response rate was 70%
and we scored 596 (compared to 623 in FY16). FY17
was a year of significant change, which has been
understandably challenging for many employees and
this is reflected in the fall in the score. Feedback from
the executive roadshows is seeing an upward trend
on specific issues, e.g. ‘I am confident about the
future’. Our employee surveys and feedback help us
identify specific areas where we can work to improve
performance and engagement and we are committed
to acting on the feedback we receive. In FY18 we are
seeking to simplify our approach to measuring and
action planning on engagement, empowering teams

to support change. One such approach will be to
introduce ‘Rapid Improvement Events’ to remove
barriers and support team collaboration.
P
 age 19 Non-financial KPIs: Employee engagement
and Employee turnover
Corporate values and culture
In FY17, we introduced new corporate values – integrity,
collaboration and performance – to underpin our
vision and strategy. These values reinforce our ongoing
commitment to responsible business practice and
our focus on delivering for our customers, through
partnership. Their introduction followed a programme
to engage with our people in the process of change and
to ensure that our values resonate across the diversity
of our workforce. The values have been embedded
in our updated Code of Conduct and Performance
Development Review (PDR) to ensure we capture
’how’ people deliver results as well as what results
they deliver. Cultural development is a key part of our
transformation and four Transformation Action Groups
(TAGs) have been set up to address Collaboration,
Recognition, Culture and Communication. Under the
Recognition TAG, a new employee recognition scheme
has been initiated, with categories such as living our
values, customer focus, innovation and community.
Safety, health and wellbeing
The safety, health and wellbeing of our people and the
environment we operate within are intrinsically linked
to our success and underpin our strategic goals.
In July 2016, an air accident involving a contracted-in
Yak aircraft operating in support of the Empire Test
Pilots’ School (ETPS) sadly resulted in the death of an
RAF pilot and serious injury to the contractor pilot. We
are actively supporting the subsequent official inquiries
and will respond to all recommendations made.
The lost time incident (LTI) rate is calculated as the
number of lost time incidents, where the employee
is away from work for one or more days, times 1,000,
divided by the total number of employees. The LTI rate
has increased from 5.0 to 5.7 following a small increase
in lost time incidents. There were no prosecutions,
prohibition notices or improvement notices issued
by regulators in the UK during the last financial year.
Lost Time
Incident Rate

QinetiQ Group

2017

2016

2015

5.7

5.0

5.6

FY18 will see the launch of a new three-year Health
Safety and Environment strategy. We are working
together to reduce work-related ill-health and injury
where our people are safe and healthy and enjoy a good
work-life balance while feeling empowered and involved
in making improvements. To assist this we have put
in place a new Steering Committee, chaired by the
Company Secretary and Group General Counsel, to
coordinate the development and implementation of the
strategy. Part of our new strategy involves the ongoing
roll out of ‘Safe for Life’ across the Group during FY18,
which focuses on behavioural safety aspects to
improve safety and health (See page 18).
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Equality, diversity and inclusion (ED&I)
For sustained business success, it is vital to create a
workplace that is inclusive; where our diversity drives
innovation and creativity for our customers. To achieve
this, we have revitalised our programme to ensure we
create a workplace and culture where everyone can
be authentic, feel valued and realise their full potential.
Under the new ED&I strategy we will focus on leadership
and culture, training, communication and awareness,
recruitment and outreach. In FY18 we will deliver updated
training for key roles, review policy and introduce Fair
Treatment Advisors who will provide an additional route
for advice and support for our people. We will continue to
collaborate with like-minded organisations and networks
to share ideas. QinetiQ is subject to new Gender Pay
Reporting legislation and will be publishing information
later in 2017. The breakdown of employees by gender
as at the end of March 2017 is shown below.

Page 24 Principal risks and uncertainties:
recruitment and retention

Board Directors1
Senior Managers2
All Employees4

Female

Male

2 (22%)
40 (17%3)
1,169 (20%)

7 (78 %)
201 (83%)
4,742 (80%)

For more information on Board diversity see page 53.
	Excluding senior managers who are also Board Directors
(CEO and CFO).
3
Up from 14% in FY16.
4
Excluding senior managers.
1
2

F
 or more information on ED&I
www.QinetiQ.com/about-us/corporateresponsibility
The 5% Club – Investing in a Generation
As with many companies in our sector, we need to consider
the age diversity of our scientists and engineers and we are
taking a number of steps to ensure access to talent now
and in the future. QinetiQ is a founding member of The 5%
Club, which aims to increase the employment and career
prospects of today’s youth and equip the UK with the skilled
workforce it needs. A commitment of the campaign is
to publish the number of employees on apprenticeships
and graduate programmes and sponsored students; the
breakdown is shown below. We have seen a slight reduction
this year, due in part to the acquisition of QinetiQ Target
Systems, and as a result of our reorganisation, which has
meant a change to how we recruit. Our plans for next
year will see us increase our investment in QinetiQ
Early Career programmes.
Apprentices1
Graduates
Sponsored students
% UK workforce
1

FY17

FY16

FY15

146
106
10
4.9%

150
135
25
5.7%

208
102
8
5.9%

	Not including 12 employees undertaking the Systems
Engineering Masters Apprenticeship Programme.

The Academy is executing Company-wide graduate and
apprentice programmes with core learning modules and
managed placements. This will be a significant factor in
attracting people to our Early Careers programmes and
our continuing commitment to The 5% Club. Our QinetiQ
Apprentice Training School is confirmed as a Registered
Approved Training Provider and we train not only our
own apprentices but also those of customers such
as DSTL and the National Crime Agency.
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Page 19 Non-financial KPI: apprentices
and graduates
Learning and development
The QinetiQ Academy is a fundamental enabler of our
vision and strategy, helping our people to develop and
fulfil their potential, through three faculties – People,
Business and Engineering, Science and Technical.
Our learning management system has been developed
further in FY17, providing employee access to a growing
catalogue of training courses and we have invested in
supporting a number of our people to undertake PhDs,
as part of our IRAD programme. Key highlights in FY17
include a suite of aligned development programmes:
––Executive Committee development programme.
––Leadership development programme for
our top 100 leaders (see page 14).
––Managers have been trained on a revised PDR
process, via a programme called ‘Raising the Bar’.
––A management development programme (MDP)
to develop our 1,100 line managers; MDP covers
managing transformation and leadership culture.
Business ethics and anti-bribery
Our Code of Conduct lays out our ethical standards,
providing our people with clear direction and guidance
on how we do business across the Group and how to
get help. The Code (which has been updated) forms a
cornerstone of our Operating Framework (see page 64
for more on governance and the role of the Risk & CSR
Committee). Training on business ethics is mandatory
for all of our people, as well as Board members and is
available for our suppliers and customers. As well as
explaining the Code of Conduct, the training provides
challenging scenarios to help our people know what to
do if they were to come across issues such as bribery,
conflict of interest, discrimination and modern slavery.
Our people are provided with a number of routes to seek
help or raise concerns. They are encouraged to talk to
a manager, use our ethics email advice services and
our independently-run 24/7 confidential reporting line
(see page 58). We have provided prompt help and advice
in response to all queries received via our ethics email
advice services and all communication through the
confidential reporting line is appropriately investigated.
We have a zero-tolerance approach to bribery and
corruption and have put in place a range of governance
measures. Our anti-bribery programme is overseen by
our Chief Ethics Officer (the Group General Counsel and
Company Secretary). We address the risk of bribery in
our international business risk management process;
undertaking due diligence, monitoring and auditing of
our use of commercial intermediaries. We use expert
third-party providers of due diligence where appropriate.
We provide more in-depth anti-bribery training for those
in higher risk roles, for example those who carry out
overseas business.
P
 age 22 Principal risks and uncertainties
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People and relationships continued

Human rights
We seek to anticipate, prevent and mitigate potential
negative human rights impacts through our policy
and processes, which underpin our commitment
to responsible business practices. These include
our Code of Conduct, business ethics training and
policies to support adherence to export controls,
health and safety, non-discrimination, anti-bribery
and environmental laws. This is further supported
by our procedures on product and service trading,
product safety, sustainable procurement, due diligence
and risk management. We monitor the application of
these policies and procedures through our business
assurance processes. We believe that this embedded
approach is effective. We have a structured approach to
understanding human rights risk within our international
business risk management process and in our supply
chain. Our ongoing programme to address modern
slavery has resulted in updated policies and training.
Our statement on modern slavery and human
trafficking is published on our website.
F
 or more information on business ethics
www.QinetiQ.com/about-us/corporateresponsibility
STEM Outreach:
Empowering teachers
In July 2016, we hosted teachers
from Farnborough Sixth Form
College for a week-long STEM
Insight placement to offer them
a real-world insight and a better
understanding of the skills
young people need in STEM
careers. The programme is
run by STEM Learning and is
supported by face-to-face and
online Continuing Professional
Development. A full case study
is available at www.QinetiQ.
com/about-us/corporateresponsibility.

Relationships
The relationships we have with customers, suppliers,
business partners and communities are core to our
business today and in the long term. For us, working
collaboratively with these groups delivers better
outcomes which will drive growth, innovation and
transformation. Collaboration – one of our three
values – will help us to realise our vision to become
the chosen partner around the world for mission-critical
solutions, innovating for our customers’ advantage.
Customer focus
Collaborative working is a critical enabler of success
throughout our strategic campaigns, for us, our
customers, partners and suppliers (page 6). During
FY17, we have placed significant, focused effort on
strengthening our relationships with the UK MOD and
the broader UK Government agencies and this can be
seen in the progressive contracts we have won under
the LTPA delivering true transformation across the
UK test and evaluation enterprise. We have also taken
significant steps forward on improving vital connections
with industry partners, with collaborative agreements
signed with BAE Systems, Boeing Defence UK, MBDA
and Thales. By working collaboratively, we will secure
joint growth with our partners and suppliers to provide
our customers with better capability and value for
money while accelerating programme timelines
and reducing risk.
We are signatories to the Armed Forces Corporate
Covenant. In 2016, Steve Wadey was presented with
the MOD’s Gold Award by the Duke of Cambridge, as
part of the Defence Employer Recognition Scheme. The
scheme encourages employers to support defence and
inspire others to do the same. The award recognised
our approach to recruitment and our commitment
to our employees who are reservists.
P
 age 18 Non-financial KPI: customer satisfaction

Supply chain
At QinetiQ, we see our supply chain as a critical asset
as we look to grow our business. This year has seen
an unprecedented investment in our supply chain in
support of the test aircrew training and air range
modernisation interventions, and many of our future
key campaigns are dependent on partnering and
contracting with industry to deliver integrated solutions
to our customers. We are committed to making QinetiQ
easy to do business with, especially for the SME
community. This commitment has been demonstrated
by our innovative approach to supply chain engagement
on our Strategic Enterprise programme. Our approach
to safety and governance in our supply chain remains
paramount. We continue to refine our approach to risk
management in the supply chain across the Group to
both protect the interests of QinetiQ and its shareholders,
and also the employees of our subcontractors.
Community relationships
As a responsible employer, we invest in making a
positive difference in the communities where we
operate. Across QinetiQ Group, we provide employees
with time for skills-based volunteering, (typically one
day, at manager discretion). Our main focus is our
Science, Technology, Engineering and Maths (STEM)
outreach programme which aims to inspire the next
generation of scientists and engineers, contributing to
solving skills shortages and youth unemployment and
underpinning our approach to skills, recruitment and
retention. This year we have engaged with over 5,700
young people through bespoke activities and with
teachers (see case study). We have also engaged with
over 6,300 young people at events such as The Skills
Show. Outreach focused on girls forms part of our ED&I
strategy. As part of National Women in Engineering Day
2016 we hosted inspirational events for young women at
six locations across the UK. We will continue to promote
the benefits of skills-based volunteering in FY18.
P
 age 24 Principal risks and uncertainties:
recruitment and retention.
Some of the sites we manage on behalf of the
MOD have dedicated full-time Community Liaison
Officers who manage local community and stakeholder
relationships specific to the site. This year saw the
end of our five-year partnerships with our existing
charities, donating a total of £251,800 through employee
fundraising and corporate matched funding. In the
UK, employees have voted to select new corporate
charities and we have also selected local Charity of the
Year partners across many of our UK sites. In the US,
employees fund-raise for a number of defence charities
and in Australia we have a two-year partnership with
the Australian War Memorial in Canberra to provide
in-kind advisory services and engineering expertise.
F
 or more information on community relationships
www.QinetiQ.com/about-us/corporateresponsibility
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Resources and environment

Our aim is to deliver continuous improvement
in our environmental management so that we
play our part in protecting the environment.

With increasing pressure on natural resources, climate
change and global ambitions arising from the Paris
Agreement and the UN Sustainable Development
Goals, we play our part in protecting the environment
and support the sustainability requirements of
our customers.
Graduates participated in
a workshop designed to raise
awareness of our approach
to energy management and
to grow our network of Energy
Champions. One of the speakers
joined the workshop by video
conference, to demonstrate our
improved facilities. Commenting
on the day, a graduate said:
“Throughout the workshop
as you understand more
about consumption, the easier
it becomes to think of ideas
that may seem small but could
have the potential to have a
big impact on our usage.”

Environmental stewardship
Our overall aim is to deliver continuous improvement
in our environmental management. We are on target to
successfully transition to ISO 14001:2015 and are due
to achieve certification in the next financial year. Part
of this, has been our ongoing commitment to review
policy and process and communication with our people.
In FY17, we assessed climate change risks on some
of the main sites we operate and identified appropriate
mitigations. We continue to be active members of the
MOD – Industry Sustainable Procurement Working
Group to ensure that we understand the sustainability
agenda of a key customer. During FY17 we supported
the successful delivery of Unmanned Warrior through
close working and collaboration with QinetiQ project
teams, industry partners and customer representatives.
This involved sharing knowledge and experience to help
meet and exceed our customers’ expectations, ensuring
local areas of conservation were not affected and in
particular, important seal haul-outs.
FY18 will see the launch of a new three-year health,
safety and environmental strategy. Through continuing
to mitigate our main environmental impacts and
risks, and ensuring environmental considerations
are addressed through the supply chain, we will
continue to improve our environmental performance.
The development of a stakeholder focused
communication plan will enable us to improve the
transparency of our environmental performance and
embed our environmental approach into our whole
culture to meet the expectations of our stakeholders.
Greenhouse gas emissions and energy management
Managing our energy reduces our impact on the
environment and it improves our operational efficiency.
In the UK business last year we achieved certification to
ISO 50001 (BS EN ISO 50001:2011 Energy Management
System) in recognition of the systems and processes
in place to manage our energy consumption. We have
used the framework to improve our approach to energy
management and strive to embed energy efficiency
best practice across the UK business. We continued
our Energy Matters programme, communicating with
our people, growing our network of Energy Champions
and empowering our Energy Engineers to identify
and implement energy saving projects. As part
of transformation, the modern working environment
programme has seen significant improvements in
our video conferencing capability which can support a
reduction in travel. We meet the requirements of ESOS
(the Energy Savings Opportunity Scheme) through a
combination of ISO 50001 certification and an energy
audit report produced by our appointed ESOS Lead
Assessor. We continue to submit voluntarily to
the Carbon Disclosure Project Climate Change
Programme, and are registered for the Carbon
Reduction Commitment (CRC) scheme.

Our Group greenhouse gas (GHG) emissions are
captured to meet the requirements of the Companies
Act 2006 (Strategic report and Directors’ report)
Regulations 2013. The table below provides a summary
of the Group’s GHG emissions from 1 April 2016 to
31 March 2017, giving a summary of Scope 1 (fuel
combustion and operation of facilities) and Scope 2
(purchased electricity) emissions and an intensity ratio
(per £m of revenue). We have adopted a financial control
approach and have used the latest emissions factors
from the UK Government, and the International Energy
Authority. Our overall emissions have reduced by 13,192
tonnes of CO2 (tCO2e) against the FY14 base year (our
first year of GHG reporting for the Group). In FY17, we
saw a 10% reduction against the previous financial year
through a combination of new building management
system projects, changes to operational activity, a
milder winter and changes in GHG emission factors.
We have made improvements to our GHG calculation
methods and have identified some minor new emission
sources. We have therefore corrected the FY16 data
reported below compared with previously reported
data. Our Scope 1 and Scope 2 emissions have been
externally verified by an independent third party, Carbon
Credentials, against the ISO 14064-3 standard. The
verification statement can be found on our website.
F
 or more information on GHG verification
www.QinetiQ.com/about-us/corporateresponsibility
Total Scope 1
emissions (tCO 2e)
Total Scope 2
emissions (tCO 2e)
Total Scope 1
and 2 emissions
(tCO2e)
Intensity ratio
(tCO2e per £m
of revenue)

FY17

FY16

FY15

21,245

23,691

26,534

31,210

36,857

39,668

52,455

60,548

66,202

67

80

87

Energy use in the UK currently forms 81% of our total
emissions and were 42,416 tCO2e in FY17. We set a
target of a 17% reduction in our GHG emissions due to
UK energy use by 2020 from a 2013 baseline of 53,567
tCO2e. At the end of FY17, we surpassed our target
with a 23% reduction against the base year. We have
committed to carry out a review of our existing GHG
target, using a science-based targets assessment
framework, and this will inform our decision on
our future approach.
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Maintaining capital discipline
and driving sustainable growth.

Financial highlights
––High quality growth in total backlog from
£1.3bn to £2.2bn
––4% year-on-year revenue growth; 1% increase
on an organic basis* at constant currency
––Solid operating profit enhanced by £7.4m
of non-recurring trading items
––Cash conversion included c. £30m working
capital unwind (half related to non-recurring
items)
––5% increase in dividend; £50m share
buyback completed

David Smith
Chief Financial Officer

Statutory results^

Revenue
Operating profit
Profit after tax
Earnings per share
Full year dividend per share
Total orders
Orders excluding LTPA amendment
Net cash inflow from operations (pre-capex)
Net cash inflow from operations (post-capex)
Cash conversion ratio (post-capex)
Net cash

“The financial position
of the Group is strong.
I am excited about building
on this to help QinetiQ
realise its potential.”

Underlying* results

2017

2016

2017

2016

£783.1m
£132.7m
£123.3m
21.5p
6.0p

£755.7m
£75.3m
£106.1m
18.1p
5.7p

£783.1m
£116.3m
£103.8m
18.1p
6.0p

£755.7m
£108.9m
£95.9m
16.3p
5.7p

£1,676.7m
£675.3m
£111.9m
£79.0m
68%
£221.9m

£659.8m
£659.8m
£133.4m
£103.6m
95%
£274.5m

*	Definitions of the Group’s ‘Alternative
performance measures’ can be found
in the glossary on page 151.
^ 2016 includes discontinued operations.

Total backlog

£2.2bn
2016: £1.3bn

Organic revenue growth

1%

2016: (1)%
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Since joining QinetiQ from Rolls-Royce on 1 March 2017,
I have been very active in getting to know the Company.
In doing so, I have been impressed by the calibre of the
people I have met and their commitment to serving
our customers.

Revenue bridge:

Thanks to the hard work of QinetiQ’s former CFO David
Mellors, supported by the finance team, and Dr Malcolm
Coffin who acted as Interim CFO, the financial position
of the Group is strong and we have a solid foundation
for the future. I am excited about building on this to
help QinetiQ realise its potential.
Overview
Orders, excluding the £1bn amendment to the LTPA,
grew 2% to £675.3m (2016: £659.8m), and were stable
on an organic basis at constant currency. Key orders
won in FY17 included the award of the £109m, 11-year
renewal from the UK Ministry of Defence (MOD) for the
Naval Combat System Integration Support Services
(NCSISS), £80m of additional orders added to the Air
Strategic Enterprise contract and $41m US aircraft
carrier orders.
At the beginning of the new financial year, 74% of the
Group’s FY18 revenue was under contract, in line with
74% a year ago.

£ million
659.8

Cyveillance disposal
Acquisitions
EMEA Services timing
of multi-year contracts
EMEA Services
other performance
Global Products
other performance
Foreign exchange
2017 Orders

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

†

£ million
2016 Revenue

755.7

Cyveillance disposal
EMEA Services
organic
Global Products
organic

(8.0)
(2.9)
10.5
9.2

Acquisitions

18.6

Foreign exchange

783.1

2017 Revenue

Underlying operating profit* was £116.3m (2016:
£108.9m). EMEA Services benefited from a nonrecurring £5.2m credit relating to the release of engine
servicing obligations as we invest in new aircraft for
test aircrew training. Global Products benefited from
favourable foreign exchange movements and £2.2m
of credits relating to historical overseas contractual
disputes. The impact of the lower baseline profit rate
in FY17 was in line with our expectations and is
outlined in further detail in the review of EMEA
Services financial performance.
Total operating profit was £132.7m (2016: £75.3m),
including a profit of £18.4m recognised on the disposal
of property. 2016 included a £31.9m impairment of
US goodwill.

Orders bridge:
2016 Orders
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(5.3)
3.9
6.5
17.4
(27.1)
20.1
675.3

Underlying operating profit* bridge:
2016 Underlying
operating profit*
Cyveillance disposal
FY16 non-recurring
trading items
EMEA Services
organic
Global Products
organic
FY17 non-recurring
trading items

£ million
108.9
0.3
(3.0)
(4.6)
3.6
7.4
1.2

Acquisitions

2.5

†	E xcludes the £1bn LTPA contract amendment announced
in December 2016.

Foreign exchange
2017 Underlying
operating profit*

Revenue was up 4% at £783.1m (2016: £755.7m),
including favourable foreign exchange movements and
the acquisition of QinetiQ Target Systems and RubiKon.
Revenue grew by 1% on an organic basis, after adjusting
for foreign exchange movements, acquisitions and the
divestment of Cyveillance in the prior year, due primarily
to a strong performance in QinetiQ North America.

Underlying profit before tax* increased 7% to £116.1m
(2016: £108.7m) in line with the increase in underlying
operating profit*, with underlying net finance costs*
flat at £0.2m (2016: £0.2m).

116.3

Total profit before tax from continuing operations
increased to £131.5m (2016: £90.2m) due to the higher
underlying profit before tax and £18.4m recognised
on the disposal of property. 2016 included a profit
of £16.2m recognised on the disposal of Cyveillance
and a £31.9m impairment of US goodwill.
Underlying basic earnings per share* were 18.1p
(2016: 16.3p) benefiting from the higher underlying
profit before tax and the reduced share count following
the completion of the £50m share buyback. Basic
earnings per share for the total Group were 21.5p
(2016: 18.1p per share). The average number of
shares in issue during the year, as used in the
basic earnings per share calculations, was 573.9m
(2016: 587.0m) and there were 564.3m shares in
issue at 31 March 2017 (all net of Treasury shares).
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Specific adjusting items
Specific adjusting items, shown in the ‘middle column’,
at the profit after tax level amounted to a total credit
of £19.5m (FY16 credit: £10.2m). This included a profit
of £18.4m recognised on the disposal of property and
£4.1m of deferred tax movements, predominantly
relating to the recognition of a deferred tax asset
in respect of tax losses.
The prior year included a profit of £16.2m recognised
on the disposal of Cyveillance, a £7.5m gain following
the closure of certain US Services warranty issues and
a £31.9m impairment of US goodwill. There was also a
net tax credit of £21.2m in the prior year, which included
the impact of the statutory change to the research and
development tax credits regime offset by the associated
surrender of previously capitalised tax losses and other
non-recurring deferred tax movements.

Total profit for the year

£123.3m
2016: £106.1m

Underlying* effective tax rate

10.6%
2016: 11.8%

Acquisitions
On 21 December 2016, the Group acquired 100% of
the issued share capital of Meggitt Target Systems
for £57.5m, or £60.3m including price adjustments
for working capital and net debt. The business is
an international provider of unmanned aerial, naval
and land-based target systems and services for T&E
and operational training and rehearsal. On the date
of acquisition, its name was changed to QinetiQ
Target Systems and it was integrated into QinetiQ’s
International business and is reported in Global
Products. Goodwill of £24.5m and intangible
assets of £24.2m were recognised on acquisition.
On 31 January 2017, the Group acquired 100% of the
issued share capital of RubiKon Group Pty Limited from
its founder management team for £7.4m (AU$12.6m).
This Australian company provides solutions to complex
logistics, supply chain management and procurement
projects. RubiKon was integrated into the Group’s
Australia business and goodwill of £3.9m and intangible
assets of £3.1m were recognised on acquisition.
Net finance costs
Net finance costs were £1.2m (2016: £1.3m). The
underlying net finance costs* were £0.2m (2016:
£0.2m), with an additional £1.0m (2016: £1.1m)
in respect of the pension net finance expense
reported within specific adjusting items*.
Taxation
The underlying effective tax rate of 10.6% (2016: 11.8%)
continues to be below the UK statutory rate, primarily
as a result of the benefit of research and development
expenditure credits in the UK. The effective tax rate
is expected to remain below the UK statutory rate
in the medium term, subject to the impact of any tax
legislation changes, the geographic mix of profits and
the assumption that the benefit of net R&D expenditure
credits retained by the Group remains in the tax line.

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

At 31 March 2017, the Group had unused tax losses of
£141.7m (2016: £154.8m) which are available for offset
against future profits. A deferred tax asset of £3.7m has
been recognised in the year, with the income statement
credit classified as a specific adjusting item. This asset
is in respect of £18.8m of UK losses and £1.4m of
Canadian losses. No deferred tax asset is recognised
in respect of the remaining £121.5m of losses due to the
uncertainty over the timing of their utilisation. The Group
has £66.5m of time-limited losses of which US capital
losses of £30.0m will expire in 2020. Of the remaining
£36.5m time-limited losses, £4.4m will expire in 2034,
£22.7m in 2035 and £9.4m in 2036. Deferred tax
has been calculated using the enacted future
statutory tax rates.
The current tax liability is £43.7m as at 31 March 2017
(31 March 2016: £39.9m). This includes a tax liability
in the US related to an unfavourable court decision in
respect of the tax treatment of the Group’s acquisition
of Dominion Technology Resources, Inc. in 2008. An
insurance policy was taken out by the Group at the
point of acquisition and, if the court’s decision is final,
the funds required to settle this dispute will be provided
by the insurers. Hence, an offsetting receivable is
reported on the balance sheet as at 31 March 2017
(included within trade and other receivables).
Cash flow, working capital and net cash
Net cash flow from
operations (pre-capex)*
Net cash flow from
operations (post-capex)*
Cash conversion
(post-capex)*
Net cash

31 March
2017

31 March
2016

£111.9m

£133.4m

£79.0m

£103.6m

68%
£221.9m

95%
£274.5m

The underlying cash conversion* ratio, which is after
capex and pension deficit repair payments, was 68%
(2016: 95%), delivering a net cash flow from operations*
of £79.0m (2016: £103.6m). The working capital
movements were in line with expectations and include
a £7m payment for a very old overseas dispute which
had been fully provided for in a previous year, the £5.2m
engine-servicing obligation release in EMEA Services
and £2.2m of releases relating to overseas contractual
disputes in Global Products. Excluding non-recurring
items the underlying cash conversion* ratio would
have been 80%.
Net capex increased to £32.9m (2016: £29.8m) and
is expected to increase to £80m-£100m in FY18 as
we invest in core contracts including the LTPA following
the contract amendment announced in December 2016.
The additional capex will be recovered in full under
existing LTPA terms and modernises capabilities
as a platform for growth.
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At 31 March 2017, the Group had £221.9m net cash,
compared to £274.5m net cash at 31 March 2016.
The reduction was primarily due to a £65.7m outflow
in respect of the two acquisitions, the completion of
the £50m share buyback and £33.4m of dividends.
In aggregate these exceeded the operating cash
inflow for the year.

Each assumption is selected by the Group in
consultation with the Company actuary and takes
account of industry practice amongst comparator
listed companies. The sensitivity of each of the
key assumptions is shown in the following table.

Total committed facilities available to the Group
at year end, consisting of a revolving credit facility
which is currently undrawn, amounted to £245.7m
(2016: £235.6m), the increase being solely due to
foreign exchange movements.

Assumption

Discount rate
– small movement
Discount rate
– large movement
Discount rate
– large movement
Inflation

Capital allocation
Priorities for capital allocation are:
Net cash

£221.9m
2016: £274.5m

Dividend

6.0p
2016: 5.7p

1. Organic investment complemented by bolt-on
acquisitions where there is a strong strategic fit;
2. The maintenance of balance sheet strength;

Life expectancy

3. A progressive dividend; and
4. The return of excess cash to shareholders.
The £50m share repurchase, which was announced
in November 2015, was completed by 31 March 2017.
Dividend
The Board proposes a final dividend of 4.0p (2016: 3.8p)
making the full year dividend 6.0p (2016: 5.7p). Subject
to approval at the Annual General Meeting, the final
dividend will be paid on 1 September 2017 to
shareholders on the register at 4 August 2017. The
full year dividend represents an increase of 5% in
line with the Group’s progressive dividend policy.
Pensions
The net pension asset under IAS 19, before adjusting
for deferred tax, was £156.0m (31 March 2016: liability
£37.7m). The market value of the assets at 31 March 2017
was £1,926.3m (2016: £1,410.4m) and the present value
of scheme liabilities was £1,770.3m (2016: £1,448.1m).
The movement from a liability to an asset was driven
by an increase in asset prices and the benefit of our
continued strategy to reduce risk through hedging.
The key assumptions used in the IAS 19 valuation
of the scheme were:
Assumption

Discount rate
CPI inflation
Life expectancy – male
(currently aged 40)
Life expectancy – female
(currently aged 40)

2017

2016

2.60%
2.35%

3.40%
2.10%

91

91

93

93
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Change in
assumption

Indicative effect
on scheme
liabilities (before
deferred tax)

Increase/
decrease
by 0.1%
Increase
by 1.0%
Decrease
by 1.0%
Increase/
decrease
by 0.1%
Increase
by 1 year

Decrease/
increase
by £35m
Decrease
by £320m
Increase
by £422m
Increase/
decrease
by £34m
Increase
by £46m

The impact of movements in Scheme liabilities will,
to an extent, be offset by movements in the value of
Scheme assets as the Scheme has assets invested in
a Liability Driven Investment Portfolio. As at 31 March
2017, this hedges against 63% of the interest rate risk
and 100% of the inflation rate risk, as measured on
the Trustees’ gilt-funded basis.
The last triennial valuation of the scheme, on a funding
basis, was a net surplus of £31.0m as at 30 June 2014,
although if a funding valuation was carried out today the
valuation could be a net deficit and may differ materially
from the IAS 19 accounting valuation due to the inherent
methodology differences. There has been no change
to the cash contributions required under the recovery
plan, which continues to require £13m of Company
contributions per annum until 31 March 2018. The
next actuarial valuation is due as at 30 June 2017.
Critical accounting estimates and judgements.
A description and consideration of the critical
accounting estimates and judgements made in
preparing these financial statements is set out
in note 1 to the financial statements on page 106.
David Smith
Chief Financial Officer
25 May 2017

