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CHAIRMAN’S LETTER TO SHAREHOLDERS

CORPORATE GOVERNANCE

Dear Shareholder
This year, the Board has continued to evolve with the aim of ensuring it aligns with the Company’s strategic and governance needs. I am 
pleased to report to you on the Board’s development and activities and on some of the significant governance matters that the Board has 
considered during the year as follows: 

 >  Renewed focus on safety, environment and health matters, as well as on the objectives and targets for this key area, with regular 
updates on safety and environmental operational performance and initiatives undertaken to raise awareness of safety and improve 
safety culture globally. For example, on gas safety, this included reviewing the outcomes of global surveys, associated action plans and 
a gas safety initiative. 

 >  Support to the Executive Committee on the implementation of the execution priorities arising from the strategic review. At its 
meetings in June and July 2016, the Board received dedicated presentations on, and had discussions with management representing, 
each of the global business units. In relation to these execution priorities, the Board agendas also included focused sessions on talent, 
technology, sales effectiveness and the external impacts on the Company such as competitors and changes in key customers across the 
global business units, together with the macro-economic environment. 

 >  Selection and appointment of Helen Bunch and Laurence Mulliez as non-executive Directors, both having joined during 2016. With 
these appointments, progress has been made in ensuring that future refreshment will be planned to ensure continuity of knowledge 
and experience.

 >  Oversight of the induction of Helen Bunch and Laurence Mulliez to ensure their integration and rapid and effective contribution, 
with a focus on increasing their knowledge of the Group and its markets.

 > Oversight of the induction of Peter Turner following his appointment as Chief Financial Officer in April 2016, and the continued 
induction of Pete Raby, who was appointed in August 2015 as Chief Executive Officer. Collectively, the Board has focused on providing 
support to Peter and Pete as necessary, together with several newly appointed members of senior management, such as the Head of 
Internal Audit, the Group Financial Controller and the Group Human Resources Director, all of whom are external appointments. 

 > Visits to different sites alongside scheduled Board meetings which afforded Directors a close insight into our businesses and enabled 
them to meet local management and to hear more on market trends, product development, innovation and operations. In March 
2016, the Board visited sites in China relating to the Company’s Seals and Bearings, Technical Ceramics and Thermal Ceramics 
businesses and also a customer site. The Board meeting in September 2016 was held at the Technical Ceramics site in Stourport, UK 
and included a tour of operations and of the Structural Ceramics Centre of Excellence. In November 2016, the Board meeting was 
held at the Advanced Ceramics and Metals site in Rugby, UK and again included a site tour.

 > Review of the outputs from the Board performance evaluation which provided a number of useful insights into the Board and its 
Committees on potential areas for improvement. These are explained further below under the section ‘Performance evaluation’.

 > Support to the Audit Committee’s review of internal controls and risk management processes, which is described in more detail 
in the Report of the Audit Committee.

 > Review of how previously approved capital expenditure projects were implemented and any lessons learned, including operational 
and financial performance against plan, so as to promote sound decision-making in relation to future proposals. 

2017 will be another progressive year when we will look to further enhance our effectiveness as a Board in line with the strategic direction 
and governance aspirations of the Group.

ANDREW SHILSTON
CHAIRMAN
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BOARD OF DIRECTORS

ANDREW SHILSTON
CHAIRMAN

PETE RABY
CHIEF EXECUTIVE OFFICER

PETER TURNER
CHIEF FINANCIAL OFFICER

ANDREW SHILSTON
NON-EXECUTIVE CHAIRMAN (AGED 61)
Appointed: May 2012 (Chairman Designate; 
August 2012, Chairman).
Career history: Having joined Rolls-Royce Holdings 
plc in 2002, Andrew was Finance Director from 
2003 until his retirement in 2011 and prior to this 
he was the Finance Director at Enterprise Oil plc. 
Andrew was previously a non-executive Director 
of Cairn Energy plc, where he chaired the Audit 
Committee. 
Additional appointments: Senior Independent 
Director of BP p.l.c.; non-executive Director and 
Chairman of Audit and Risk Committee of Circle 
Holdings plc.
Committees: Nomination (Chair) and Remuneration.

PETE RABY
CHIEF EXECUTIVE OFFICER (AGED 49)
Appointed: August 2015.
Career history: Pete joined Morgan Advanced 
Materials in August 2015 as Chief Executive Officer. 
Before joining Morgan Advanced Materials, Pete 
was President of the Communications and 
Connectivity sector of Cobham plc. Pete held 
a number of senior positions at Cobham over 
a nine-year period. Prior to Cobham, Pete was 
a partner at McKinsey & Company, specialising in 
the aerospace, defence and power and gas sectors. 
Pete has a PhD in satellite navigation and an M.Eng 
from the Department of Electronic and Electrical 
Engineering at the University of Leeds.
Additional appointments: None.
Committees: Nomination.

PETER TURNER
CHIEF FINANCIAL OFFICER (AGED 46)
Appointed: April 2016.
Career history: Peter joined Morgan Advanced 
Materials in April 2016 as Chief Financial Officer. Before 
joining Morgan Advanced Materials, Peter was Finance 
Director at Smiths Group plc from 2010 to 2015. Prior 
to Smiths, Peter was Finance Director from 2007 to 
2009 at Venture Production plc, before it was acquired 
by Centrica plc in 2009. From 1995 to 2006, Peter 
held several positions at The BOC Group plc, including 
Finance Director of the Industrial & Special Products 
division. Peter started his career as an auditor at Price 
Waterhouse. He holds a degree in chemistry from 
Oxford University.
Additional appointments: None.
Committees: None.

DOUGLAS CASTER CBE
SENIOR INDEPENDENT DIRECTOR (AGED 63)
Appointed: February 2014.
Career history: Bringing to the Board broad 
experience as an electronics systems engineer and 
company director, Douglas started his career with 
the Racal Electronics Group in 1975, before moving 
to Schlumberger in 1986 and then to Dowty as 
Engineering Director of Sonar & Communication 
Systems in 1988. In 1992, he became Managing 
Director of that business and, after participating 
in the management buy-out that formed Ultra 
Electronics, joined the Board in October 1993. 
In April 2000, he became Managing Director 
of Ultra’s Information & Power Systems division. 
In April 2004 he was appointed Chief Operating 
Officer and became Chief Executive in April 2005. 
He was appointed Deputy Chairman in April 2010 
and became Chairman of Ultra in April 2011. 
Additional appointments: Chairman of Ultra 
Electronics Holdings plc and Chairman of 
Metalysis Limited.
Committees: Audit, Nomination and 
Remuneration (Chair).

DOUGLAS CASTER
SENIOR INDEPENDENT DIRECTOR
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HELEN BUNCH
NON-EXECUTIVE DIRECTOR

LAURENCE MULLIEZ
NON-EXECUTIVE DIRECTOR

ROB ROWLEY
NON-EXECUTIVE DIRECTOR

HELEN BUNCH
NON-EXECUTIVE DIRECTOR (AGED 51)
Appointed: February 2016.
Career history: At the start of her career, Helen 
spent 17 years working in global businesses serving 
a wide variety of industries from automotive to 
household products: 11 years with ICI and the 
remainder with a successor company, Lucite 
International Ltd. In 2006, Helen joined Wates 
Group, the privately-owned construction and 
property services company, as Group Strategy 
Director and became Managing Director of Wates 
Retail Limited in January 2011. Since 2015, Helen 
has been Managing Director of Wates Smartspace 
Limited, the enlarged business following a merger 
with another Wates company and the acquisition 
of a facilities management business.
Additional appointments: Managing Director 
of Wates Smartspace Limited, Governor of the 
Westminster Academy (Westbourne Green).
Committees: Audit, Nomination and Remuneration.

LAURENCE MULLIEZ
NON-EXECUTIVE DIRECTOR (AGED 51)
Appointed: May 2016.
Career history: Laurence started her career with 
Banque Nationale de Paris in 1988 before moving to 
M&M Mars Inc. in 1992 and then Amoco Chemical 
Inc. in 1993, which was acquired by BP p.l.c. in 1998. 
She spent a further 11 years at BP in a variety of roles 
including Chief Executive of Castrol Industrial 
Lubricants and Services. Following BP, Laurence 
became Chief Executive of independent power 
producer Eoxis UK Limited from 2010 to 2013.
Additional appointments: Chairman of Voltalia S.A., 
non-executive Director and Chair of Audit Committee 
of Aperam S.A., and non-executive Director of 
SBM Offshore N.V. and UK Green Investment 
Bank plc.
Committees: Audit, Nomination and Remuneration.

ROB ROWLEY
NON-EXECUTIVE DIRECTOR (AGED 67)
Appointed: February 2014.
Career history: Rob joined Reuters in 1978 where 
he held various senior management positions, 
including Finance Director from 1990 to 2000. 
He retired as a director of Reuters Group plc 
in December 2001. Rob was previously Deputy 
Chairman of Cable & Wireless plc, and a non-
executive Director of Intu Properties plc, 
Prudential plc and Taylor Nelson Sofres plc.
Additional appointments: Non-executive Director, 
Chairman of the Audit Committee and Senior 
Independent Director of Taylor Wimpey plc; 
non-executive Director and Senior Independent 
Director of Moneysupermarket.com Group PLC; 
non-executive Director, Chairman of the Audit 
Committee and Senior Independent Director of 
Greene King plc; non-executive Director and 
Chairman of the Audit, Risk and Security 
Committee of Camelot UK Lotteries Limited.
Committees: Audit (Chair), Nomination 
and Remuneration.
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Statement of compliance with the UK Corporate 
Governance Code
Throughout the year ended 31 December 2016 the Company has 
been in compliance with the relevant provisions of the September 2014 
version of the UK Corporate Governance Code (the ‘Code’) which 
applies to the 2016 financial year. 

As reported in the Report of the Audit Committee on pages 62 to 66, 
the Group has not put the external audit contract out to tender during 
the last 10 years in accordance with provision C.3.7 of the Code. The 
external auditor was last appointed in 2001. The Board decided to take 
advantage of the Financial Reporting Council (FRC)’s guidance on 
transitional arrangements which allowed the Group to defer a formal 
third-party tender process until at least the end of the external audit 
engagement partner’s tenure in 2018. Further information on the timing 
of a competitive tender process is set out on page 66 of the Report of 
the Audit Committee. 

The main principles of the Code focus on Leadership, Effectiveness, 
Accountability, Remuneration and Relations with Shareholders. This 
statement describes how the Company has applied the main principles 
of the Code. It should be read in conjunction with the Strategic Report 
on pages 10 to 51 and the other sections of the Directors’ Report on 
pages 52 to 95.

The Code, together with the April 2016 edition of the Code which the 
Company will report against from the 2017 Annual Report onwards, is 
published by the FRC and is available on its website www.frc.org.uk.

Leadership
The role of the Board
The Board is collectively responsible to the Company’s shareholders 
for the long-term success of the Company. The Board is satisfied it has 
met the Code’s requirements for its effective operation. Following the 
strategic review, the Company has set its strategic aims and execution 
priorities, and delivery against these has been reviewed by the Board 
on several occasions during the year. The Board has ensured that there 
is a framework of prudent and effective controls which enable risk to 
be assessed and managed. The Board sets the Company’s values and 
standards, which are contained in the Core Values Statement and Ethics 
Policy, both of which are referred to on pages 38 to 40 of the 
Corporate Responsibility section of this Report.

Matters reserved
There is a schedule of matters specifically reserved for the Board, 
including: setting the Group’s strategic aims and objectives; approving 
significant contractual commitments (including the acquisition or 
disposal of companies/businesses, and treasury and intellectual property 
transactions); and the review of the effectiveness of risk management 
processes, major capital expenditure and corporate responsibility. The 
schedule of matters reserved is available to view on the Company’s 
website. Following the strategic review, the Board has reviewed the 
schedule of matters reserved and limitations of authority within the 
Group to ensure they remain appropriate.

Delegation of authority
The Board has delegated responsibility for certain matters to 
three principal committees, namely the Audit, Nomination and 
Remuneration Committees. The memberships, roles and activities 
of these Committees are described in separate reports: the Report  
of the Audit Committee is set out on pages 62 to 66; the Report  
of the Nomination Committee is set out on pages 67 to 69; and  
the Remuneration Report is set out on pages 70 to 91. The full  
terms of reference of the Board Committees are available on the 
Company’s website.

The Board delegates the day-to-day management of the Group and 
operational matters to the Chief Executive Officer and the Chief Financial 
Officer. The executive Directors together with the Group Human 
Resources Director, the Company Secretary & General Counsel, 
the Director of Strategic Programmes, the Chief Technology Officer, 
and the two Divisional Presidents, form the Executive Committee.

The Board has delegated authority for certain other matters including 
routine approvals to a General Purposes Committee, which meets as 
required and at which a non-executive Director must be present. 

Following the implementation of the EU’s Market Abuse Regulation 
(MAR) in the UK on 3 July 2016, the Board has reviewed the terms of 
reference of the Disclosure Committee and that Committee has met 
several times in the year to discharge its duties as required by MAR, 
such as the consideration of whether the Company was in possession 
of any inside information. The membership of the Disclosure 
Committee comprises all the Directors and the Company Secretary.

Board meetings
In 2016, the Board met formally on eight occasions. An indication 
of the matters dealt with at these meetings is set out below. 

During 2016, there have been several dedicated sessions on Group 
strategy, firstly to determine the long-term strategy and agree execution 
priorities, and then to monitor progress on achieving these execution 
priorities. As part of this review, the Board considered the key drivers 
of future organic growth, assessed the competitor and customer 
landscape and held detailed reviews of the strategic plans of each 
of the global business units. 
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 > Review and approval of the Group’s half-year results, trading 
statements and preliminary announcement of the final results.

 > Approval of the 2017 budget. 
 > Approval of major capital expenditure and review of major capital 
investment projects.

 > Approval of the private placement debt refinancing.
 > Review of the Group’s principal risks.
 > Review and approval of the UK and US defined benefit pension 
strategy.

 > Receipt of a presentation from external counsel on, and review 
of procedures and policies in relation to, the EU’s Market Abuse 
Regulation effective from 3 July 2016.

 > Consideration of major shareholders’ views on the Group’s 
performance and prospects.

 > Review of the Group’s IT strategy and performance, including 
progress on implementation of an enterprise resource planning 
system in the USA.

 > Review of the Group’s treasury arrangements, including risk 
and policy.

 > Review of outcomes of the Board performance evaluation 
and agreement on actions for further improvement, as well 
as monitoring of progress against actions arising from the 2015 
performance review.

Should a Director have concerns about the running of the Company or 
a proposed action which are not resolved, their concerns would be 
recorded in the Board minutes. An appropriate Directors’ and Officers’ 
liability insurance policy is in place.

Summary of the Board’s work during the year:
 > Review of environmental, health and safety performance, including 
actions to identify and mitigate catastrophic risk such as hydrogen 
safety, and monitoring the launch of the EHS Framework.

 > Review of business strategy and monitoring of progress on delivery 
of the execution priorities.

 > Receipt of in-depth business and strategy briefings from each of the 
global business units, in the context of delivering the new strategy.

 > Approval of the appointment of Peter Turner as Chief Financial 
Officer, and of Helen Bunch and Laurence Mulliez as non-executive 
Directors.

 > Review of technology, intellectual property and know-how as part 
of the review of the technology strategic priority including plans for 
the establishment of two new research and development Centres 
of Excellence, increasing investment in technology and engineering, 
and bringing sharper focus to new product development processes 
and priorities. 

 > Review of talent strategy, another execution priority, including 
ensuring there are capable leaders to support the development of 
the business and supporting a new leadership framework scheduled 
for 2017 and a talent framework for materials science.

Attendance at meetings
The attendance of each Director at Board and Audit, Remuneration and Nomination Committee meetings (based on membership of those 
Committees, rather than attendance as an invitee) is set out in the table below. 

Director

Board Audit Committee Remuneration Committee Nomination Committee

Eligible to attend Attended Eligible to attend Attended Eligible to attend Attended Eligible to attend Attended

Andrew Shilston 1 8 8 – – 4 4 2 2
Pete Raby 8 8 – – – – 2 2
Peter Turner 2 6 6 – – – – – –
Kevin Dangerfield 3 2 2 – – – – – –
Andrew Hosty 4 0 0 – – – – – –
Helen Bunch 1, 5, 9 6 5 4 3 3 3 1 1
Douglas Caster 1 8 8 5 5 4 4 2 2
Victoire de Margerie 1, 6 0 0 0 0 0 0 0 0
Laurence Mulliez 1, 7, 9 6 4 4 2 3 3 1 1
Andrew Reynolds Smith 1, 8, 10 3 3 1 1 2 1 1 1
Rob Rowley 1 8 8 5 5 4 4 2 2

1. Indicates a Director deemed by the Board to be independent or, in the case of the Chairman, independent on appointment.
2. Appointed to the Board 11 April 2016.
 3. Stepped down from the Board 31 March 2016.
4. Stepped down from the Board 8 January 2016.
5. Appointed to the Board 24 February 2016.
6. Stepped down from the Board 4 February 2016.
7. Appointed to the Board 6 May 2016.
8. Stepped down from the Board 6 May 2016.
9.  Due to prior commitments which were already in place at the time they were appointed to the Board, Helen Bunch was unable to attend the September Board and Audit 

Committee meetings and Laurence Mulliez was unable to attend the July and September Board and Audit Committee meetings, but Laurence Mulliez did attend the site tour 
and presentation and meeting with local management that was arranged to coincide with the September programme of meetings.

10. Andrew Reynolds Smith was unable to attend the May Remuneration Committee meeting immediately prior to his departure from the Board.
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Chairman and Chief Executive Officer
The roles of Chairman and Chief Executive Officer are separate, 
clearly established, set out in writing and agreed by the Board. 

The Chairman is responsible for the leadership and effectiveness of the 
Board, in order to ensure effective stewardship is exercised over the 
Group’s activities, including: setting the Board’s agenda and ensuring 
sufficient time is available for all agenda items, particularly regarding 
strategic issues; promoting a culture of open debate and constructive 
challenge resulting in sound decision-making; facilitating effective 
contributions by the non-executive Directors; and ensuring constructive 
relationships between executive and non-executive Directors. The 
Chief Executive Officer is responsible for the management of the Group, 
including the delivery of the Group’s business plan, the formulation and 
implementation of strategy, chairing the Executive Committee and 
ensuring the implementation of the Group’s policies, all within the 
authorities delegated by the Board. The Chairman and Chief Executive 
Officer maintain a strong working relationship and open dialogue, 
thus ensuring coherent leadership of the Group.

Chairman
On appointment as Chairman on 1 August 2012, Andrew Shilston 
met the independence criteria set out in the Code.

Non-executive Directors
Non-executive Directors are appointed for a term of three years, 
subject to annual re-election in accordance with the Code. The 
independence, commitment and effectiveness of any non-executive 
Director who has served for two three-year terms is subject to 
rigorous review prior to reappointment for a further three-year term. 

Helen Bunch and Laurence Mulliez were appointed to the Board 
on 24 February 2016 and 6 May 2016 respectively.

Victoire de Margerie and Andrew Reynolds Smith stepped down 
from the Board on 4 February 2016 and 6 May 2016 respectively, 
both due to an increase in other commitments.

The Chairman and the non-executive Directors met without the 
executive Directors present on a number of occasions during the 
year. In addition, the Senior Independent Director and the other 
non-executive Directors met without the Chairman present.

Effectiveness
Board balance and independence
The size, structure and composition of the Board were reviewed 
during the year, taking into account succession planning and the need 
to progressively refresh the membership and update the knowledge 
and range of skills and experience of the Board. The Board is keen to 
ensure that a balance of views and outlook is available and that the right 
decisions are made. The Board comprises members with a breadth 
of professional and sector experience and who come from various 
backgrounds; it has Directors with skills in the areas of strategy, finance 
and technology, as well as global commercial experience, and working 
knowledge of other Boards or executive roles. With regard to our new 
non-executive members, Helen Bunch brings significant experience of 
driving business performance and building businesses in new markets, 
and offers the Board a valuable external executive perspective, while 
Laurence Mulliez has significant experience in growing, simplifying and 
unifying complex international industrial manufacturing businesses.

Further to the non-executive Director appointments outlined above, 
Peter Turner was appointed to the Board as an executive Director on 
11 April 2016. Further information on the processes used to appoint 
the new Directors is included in the Nomination Committee Report 
on pages 67 to 69.

Therefore, following the departures of Andrew Hosty, Victoire de 
Margerie, Kevin Dangerfield and Andrew Reynolds Smith during 2016, 
as at 23 February 2017 the Board comprises: Andrew Shilston, 
Chairman; Pete Raby, Chief Executive Officer; Peter Turner, Chief 
Financial Officer; and four independent non-executive Directors, 
namely Helen Bunch, Laurence Mulliez, Rob Rowley and Douglas 
Caster, Senior Independent Director. This is considered to be the right 
number of members given the scale of the Group’s operations at this 
time. Biographies of the Directors in post at the date of this Report, 
including details of their other main commitments, are set out on pages 
54 and 55. 

Throughout the year, the Company complied with the requirement of 
the Code that at least half the Board, excluding the Chairman, should 
comprise non-executive Directors determined by the Board to be 
independent. In addition to considering the factors set out in the Code, 
the Board’s assessment of a non-executive Director’s independence 
and effectiveness covers their total number of commitments and any 
relationships with major suppliers and with charities receiving material 
support from the Company.

NON-EXECUTIVE DIRECTOR TENURE
%
As at 31 December 2016

Serving first three-year term 60%
Serving second three-year term 20%
Not yet elected by shareholders 20%

NON-EXECUTIVE DIRECTOR TENURE
%
As at 31 December 2015

Serving first three-year term 60%
Serving second three-year term 40%
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Commitment
Prior to undertaking an additional external role or appointment, the 
Chairman and the non-executive Directors are asked to confirm that 
they will continue to have sufficient time to fulfil their commitments 
to the Company. 

There were no changes to the Chairman’s other significant 
commitments during the year.

Information and support
The Company Secretary, with the Chairman, is responsible for ensuring 
the Board has full and timely access to all appropriate information to 
enable it to discharge its duties. Board papers are generally made 
available electronically five working days before each meeting. 
Non-executive Directors also receive updates and information 
between formal Board meetings. The recent appointments of both 
non-executive and executive Directors to the Board, together with 
the strategic review and new organisational structure, have led to 
changes in the way information is presented to the Board.

The Directors have access to the advice and services of the Company 
Secretary who, with the Chairman, is responsible for ensuring that 
Board procedures are followed and that applicable rules and regulations 
are observed. A procedure is in place to enable the Directors to seek 
independent professional advice at the Company’s expense in 
connection with their duties as Directors.

Induction and professional development
New Directors receive a full, formal and tailored induction on joining 
the Board. A new Director’s experience and background is taken into 
account in developing a tailored programme. Before and after his 
appointment to the Board on 11 April 2016, Peter Turner received 
comprehensive briefings to supplement the information on the Group’s 
business provided during recruitment. Materials included further 
information on the business and its products and markets, brokers’ 
reports on the Group, the Company’s corporate governance structure 
and processes and key Group policies. The intensive induction 
programme included meetings with investors, analysts and the external 
auditor, and meetings with other executives and functional heads on 
governance, responsible business, key risks, human resources and 
environment, health and safety, together with numerous visits to 
operational sites globally and meetings with Divisional and operational 
management and personnel.

Helen Bunch and Laurence Mulliez also received tailored induction 
programmes comprising similar briefing materials and meetings to 
those arranged for Peter Turner, and also including a meeting with 
the Company’s remuneration consultants. They have visited a number 
of operational sites and further visits are scheduled for 2017.

All non-executive Directors have access to management and employees 
at all levels and are encouraged to visit operational sites. Each year at 
least one Board meeting is held at an operating facility. In 2016, Board 
visits were made to China, and to the Rugby and Stourport sites in the 
UK, including the Structural Ceramics Centre of Excellence.

During 2016, the Board received briefings on the Group’s tax strategy and 
developments in tax regulation, a presentation on the EU’s Market Abuse 
Regulation and briefings on developments in corporate governance and 
remuneration. The Chairman considers the individual training and 
development needs of each Director. The Company Secretary keeps 
the suitability of external courses under review and facilitates the 
ongoing training and development of all Directors as necessary. 

BOARD BALANCE
%
As at 31 December 2016

Executive Directors  29%
Independent 
non-executive Directors 57%
Chairman 14%

BOARD BALANCE
%
As at 31 December 2015

Executive Directors  38%
Independent 
non-executive Directors 50%
Chairman 12%
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Performance evaluation
Following the externally facilitated review conducted in 2015, the Board 
conducted an internal Board performance evaluation in 2016, led by 
the Chairman, with the aim of identifying ways to improve effectiveness. 

The process for the evaluation of the Board and its Committees was 
as follows:

 > Completion by all Board members of tailored questionnaires which 
took into account the output from the 2015 performance evaluation 
process, the current dynamic of the Board and its current priorities.

 > Report produced summarising the results of the questionnaires and 
highlighting any significant changes from the 2015 evaluation.

 > Findings presented to the Chairman. 
 > The Chairman met each Board member to discuss the outputs 
from the report. 

 > The report was circulated to the Board, which had a full discussion 
on the results and comments at its December meeting and 
subsequently agreed an action plan.

The main aspects of the Board’s work which the Board believes offer 
scope for further development relate to implementation of the Group’s 
strategic review and ensuring that the Board works effectively in a time 
of significant change, and include:

 > Assisting the non-executive Directors appointed during 2016 to 
increase their knowledge and understanding of the business and 
industry sector to enable them to contribute to the fullest extent 
at Board meetings.

 > More effective use of the time set aside for scheduled meetings 
to allow greater opportunity for non-executive Directors to meet 
outside Board and Committee meetings in order to strengthen 
understanding and relationships on the Board.

 > Continued focus on succession planning and developing leaders, 
which was identified as a key issue during 2016. A framework of 
debates and reviews has been scheduled for Board meetings in 
2017 in order to support the executive management in delivering 
against this strategic execution priority. 

 > Further improvements to the format and structure of reports to the 
Board to support the Board in its monitoring of the performance of 
the Group.

Actions were taken during the year to implement the recommendations 
made following the 2015 Board performance review and, in the case 
of execution of the strategic review and focus on business leadership, 
the work is ongoing.

Recommendations from 2015 Action taken/progress made during 2016
Strategy – challenging, supporting and monitoring the development 
and execution of the ongoing strategic review, with the need to 
increase the frequency of discussions on strategy and to effectively 
monitor execution against it.

Progress against the strategic execution priorities has been regularly 
reviewed by the Board. The global business unit strategies were 
reviewed at the June and July Board meetings, with other talent, 
technology and sales effectiveness reviews during the year and 
a strategy ‘wrap-up’ session in November.

Business leadership – an increasing focus on talent management 
as a fundamental part of executing the Group’s strategic priorities.

Talent management strategy and resource were discussed at the 
May and June Board meetings, with further sessions scheduled in 
2017 following the appointment of a new Group Human Resources 
Director towards the end of 2016.

Board dynamics – a focus on ensuring that the Board operates 
effectively, with the right mix of skills, against a background of 
continuing Board evolution and a period of significant change 
in the business.

Board effectiveness is monitored by the Chairman and, as appropriate, 
the Senior Independent Director over the course of the year. There 
has been good progress in relation to Board focus, level of constructive 
challenge and dynamics following the recent changes in Board 
composition.

RECOMMENDATIONS FROM THE 2015 BOARD PERFORMANCE REVIEW AND ACTION 
IMPLEMENTED DURING 2016
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The non-executive Directors, led by Douglas Caster, the Senior 
Independent Director, met without the Chairman present to evaluate 
the Chairman’s performance during the year, taking into account the 
views of the executive Directors. 

Conflicts of interest
The Board has procedures in place to address the requirements of the 
Companies Act 2006 concerning the duty of the Directors to avoid 
conflicts of interest. Accordingly, the Directors are required to: 

 > Disclose proposed outside interests before they are accepted in 
order to enable a prior assessment of any actual or potential conflict. 

 > Disclose without delay any situation which gives rise to an actual 
or potential conflict.

The Board reviews the outside interests of the Directors and any 
conflicts disclosed and authorisations annually. Should an actual or 
potential conflict be identified, the Board considers whether to authorise 
the situation in accordance with the Company’s Articles of Association 
and, if so, the terms of any authorisation. In the event of an actual conflict 
arising, the Director concerned is to notify the Chairman (the Chairman 
would notify the Senior Independent Director) and the Director would 
be excluded from the relevant information, debate and decision. 

Andrew Reynolds Smith, non-executive Director, who stepped down 
from the Board on 6 May 2016, was appointed CEO of Smiths Group 
plc in September 2015. As Morgan’s Seals and Bearings business is a 
supplier to John Crane, a division of Smiths Group, there was a conflict 
of interest. The Board authorised the situational conflict, subject to the 
Company Secretary ensuring Andrew Reynolds Smith did not receive 
information relating to the Seals and Bearings business and that he was 
excluded from any discussion or decision relating to Seals and Bearings. 
On joining in April 2016, Peter Turner held shares in Smiths Group plc 
arising as a result of his previous employment with that company. 
These shares were sold in July 2016. 

Neither of the current executive Directors holds any external 
non-executive directorships of other publicly-quoted companies.

Accountability
Financial reporting
A summary of the statement of Directors’ responsibilities in respect 
of the Annual Report and the financial statements is set out on pages 
94 and 95 and the going concern and viability statements are set out 
in the Strategic Report on page 34.

Business model and strategy
Details of the Group’s business model, how it is working to generate 
and sustain long-term value and details of the Board’s strategy for 
ensuring the Group meets its objectives are set out in the Strategic 
Report on pages 10 to 51.

Internal control
The Board has overall responsibility for establishing and maintaining a 
sound system of internal control to safeguard shareholders’ investment 
and the Group’s assets and for reviewing the effectiveness of this system. 
The system of internal control, and the role of the Audit Committee 
in ensuring its effectiveness, are set out in the Report of the Audit 
Committee on pages 62 to 66. 

Relations with shareholders
During 2016, the Chairman and other non-executive Directors 
attended results presentations and other investor events. This provided 
opportunities to meet institutional shareholders and other attendees 
and to develop an understanding of their views.

Following the announcement of the Group’s results and after other 
significant statements and presentations, investor opinion is canvassed 
and any feedback is made available to the Board. In addition, the Board 
is provided with brokers’ reports and feedback from any shareholder 
meetings on a regular basis.

The Remuneration Committee consulted shareholders in January 2016 
on changes to the Directors’ Remuneration Policy introduced during 
2016. There was further follow-up with institutional shareholder 
representative bodies in April 2016 to update them on the final 
proposals put to the 2016 AGM, commenting on the main issues which 
emerged from the consultation and noting that there was one resultant 
change to the original proposal, namely an increase in the executive 
shareholding guidelines.

To help facilitate dialogue with shareholders, the Investors section of 
the Company’s website includes details of Regulatory News Service 
announcements, press releases, presentations, webcasts and other 
relevant Company and shareholder information.

Constructive use of the AGM
The AGM is normally attended by all members of the Board and by 
a representative of the external auditor. At the AGM held in May 2016, 
the Chief Executive Officer made a short business presentation. 
Shareholders are invited to ask questions during the meeting and have 
the opportunity to meet the Directors and other members of senior 
management before and after the formal meeting. The results of the 
proxy voting on all resolutions are released to the London Stock 
Exchange and published on the Group’s website as soon as practicable 
after the meeting.

Information on share capital and other matters
The information about share capital required to be included in 
this statement can be found on pages 92 to 95 in the ‘Other 
Disclosures’ section.
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All members of the Committee are independent non-
executive Directors and Rob Rowley, the Chairman of 
the Committee, has the requisite financial experience.

COMMITTEE MEMBERS

REPORT OF THE AUDIT COMMITTEE

THIS REPORT GIVES 
AN OVERVIEW OF THE 
RESPONSIBILITIES OF THE AUDIT 
COMMITTEE AND HOW IT 
DISCHARGED THESE DURING 
2016, TOGETHER WITH 
INFORMATION ON ITS 
MEMBERSHIP AND GOVERNANCE. 

ROB ROWLEY
COMMITTEE CHAIRMAN

Chairman’s introduction
I am pleased to present the Report of the Audit Committee for 2016. 
It has been a busy year for the Committee as we have carried out our 
primary function of ensuring the integrity of the financial reporting and 
audit processes and the maintenance of sound internal control and risk 
management processes within the context of the implementation of 
the Group’s strategic review and a new executive management team. 
The Committee continues to respond to the continuing challenges of 
ensuring consistent and robust financial controls across a global business 
and to address the changes in governance and reporting requirements. 

I would like to highlight a number of key areas of focus for the 
Committee in 2016, as follows:

 > The Committee had oversight of a review of the Internal Audit 
function. This included a comprehensive review of the scope, 
purpose and resource of the function, its programme of work 
and the way internal audit findings are presented.

 > We continued to monitor our internal controls closely and received 
a presentation from each Division on their internal controls and risk 
management. The presentations were delivered by the Divisional 
Finance Directors, accompanied by their respective Divisional 
Presidents, which gave the Committee the opportunity to ask 
questions face-to-face and gain a real insight into the internal control 
environment and risk management approach of each Division. 
Where issues were reported the Committee gave full consideration 
to the cause, potential or actual impact and the response by 
management.

 > The Committee received progress updates on a review by 
management of the Group’s approach to risk management and 
internal controls which commenced in 2015. The review resulted 
in implementation of certain changes to the control framework and 
processes, including a review of Group policies and processes to 
strengthen the second line of defence, and will continue to evolve 
as changes are embedded into the businesses.

 > The Committee reviewed the key accounting judgments made 
by executive management, taking into account the views of the 
external auditor. The key areas of significant judgment were in 
respect of specific adjusting items, intangible asset impairment 
testing, provisions and contingent liabilities and tax balances, and 
further details on these in relation to the 2016 financial statements 
are set out on page 64 of this Report.

 > The Committee reviewed and confirmed the appropriateness of 
changes to financial reporting to reflect the new Group structure 
comprising two global Divisions and the new reporting structure 
of six global business units in the financial statements.

I continue to be satisfied that the Committee is working well, is 
contributing effectively to the governance framework and is properly 
discharging its responsibilities.

ROB ROWLEY 
COMMITTEE CHAIRMAN
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Meetings
The Audit Committee met five times during the year. At the end of 
most meetings the non-executive Directors who are members of the 
Committee also meet the external auditor, the Head of Internal Audit 
and the Head of Responsible Business & Compliance without the 
executive Directors or other members of management present. 
Between meetings the Chairman of the Audit Committee keeps in 
contact with the Chairman of the Board, the Chief Executive Officer, 
the Chief Financial Officer, the external auditor and the Head of Internal 
Audit as necessary. 

Information and support
The Committee may request the attendance at meetings of any Director 
or employee as may be considered appropriate by the Committee. 
The Chairman of the Board, the Chief Executive Officer, the Chief 
Financial Officer, the Head of Internal Audit, the Group Financial 
Controller, the Head of Responsible Business & Compliance and senior 
representatives of the external auditor attended meetings by invitation.

The Committee identifies and ensures that it receives the information 
it needs to enable it to fulfil its responsibilities. This is complemented 
by annual presentations made by the Divisional Presidents and 
Divisional Finance Directors on the internal control environment 
and risk management within their respective Divisions. Training and 
development information is made available to the members of the 
Audit Committee when appropriate.

Audit Committee terms of reference
The Audit Committee has a clear set of responsibilities and these are set 
out in its terms of reference and agreed by the Board. These terms of 
reference were reviewed and updated during the year to ensure that 
they are wholly compliant with the September 2014 version of the UK 
Corporate Governance Code which applied to the 2016 financial year. 
They are available on the Company’s website and are summarised below:

 > Monitoring and making appropriate recommendations to the Board 
with regard to the financial reporting process, the integrity of the 
financial statements of the Group, preliminary announcements of 
results, half-year reports and any formal announcements relating to 
the Group’s financial performance, and reviewing significant financial 
reporting judgments contained in them.

 > Reviewing accounting policies used by the Group and their 
consistent application across the Group.

 > Reviewing whether the Group has followed appropriate accounting 
standards and made appropriate estimates and judgments, taking 
into account the views of the external auditor.

 > Reviewing, prior to approval by the Board, the assessment of 
whether it is appropriate to adopt the going concern basis of 
accounting in preparing the financial statements and the 
identification of material uncertainties to the ability to do so over 
a period of at least 12 months from the date of approval.

 > Reviewing the content of the Annual Report and Accounts and 
advising the Board on whether, taken as a whole, it is fair, balanced 
and understandable and provides the information necessary for 
shareholders to assess the Company’s position and performance, 
business model and strategy.

 > Agreeing the processes to enable the ongoing monitoring and 
review of the scope, adequacy and effectiveness of the Group’s 
internal controls and risk management systems.

 > Carrying out, at least annually, a review of the Group’s internal 
controls and risk management systems, including procedures for 
identifying and assessing principal risks to the Group’s business and 
the management and mitigation of those risks.

 > Reviewing, prior to approval by the Board, the assessment of 
whether there is a reasonable expectation, taking the Group’s 
position and principal risks into account, that the Group will be able to 
continue in operation and meet its liabilities as they fall due over the 
period covered by that assessment, prior to approval by the Board. 

 > Reviewing and monitoring the Group’s whistleblowing arrangements 
and systems and controls for the prevention of bribery.

 > Monitoring and reviewing the effectiveness of the Group’s Internal 
Audit function, approving the remit of the function and ensuring it 
has adequate standing and is free from management or other 
restrictions.

 > Making recommendations to the Board, for it to put to shareholders 
for their approval at the AGM, in relation to the appointment, 
reappointment and removal of the external auditor and the 
approval of the remuneration and terms of engagement of the 
external auditor.

 > Subject to the current transitional provisions, ensuring that the audit 
services contract is put out to competitive tender every 10 years, 
supervising any such process and overseeing the selection process 
for a new auditor.

 > Reviewing and monitoring the external auditor’s independence and 
objectivity.

 > Reviewing the effectiveness of the process for the statutory audit of 
the annual consolidated accounts, taking into consideration relevant 
UK professional and regulatory requirements.

 > Developing and implementing the policy on the engagement of the 
external auditor to supply non-audit services, taking into account 
relevant ethical guidance regarding the provision of non-audit 
services by the external auditor.

 > Reporting to the Board, identifying any matters in respect of which 
it considers that action or improvement is needed and making 
recommendations as to the steps to be taken.

The Committee has the authority, in accordance with its terms of 
reference, to investigate any matters and may obtain external advice 
at the cost of the Company, but did not do so during the year. 

Main areas of work in 2016
During 2016, in addition to the areas of work outlined in the Chairman’s 
letter above, the Committee:

 > Reviewed the Group’s 2016 half-year and full-year statements prior 
to Board approval.

 > Made a recommendation to the Board that it is appropriate to 
prepare the accounts for the year on a going concern basis.

 > Reviewed the methodology proposed for preparation of the 
Company’s first viability statement (see page 34 of the Strategic 
Report) and agreed an appropriate time period for that statement 
and a reasonable financial ‘base case’ for that period, together with 
an in-depth evaluation of the risks affecting the financial viability 
of the Company over that timeframe, all for recommendation 
to the Board.
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 > In response to a letter from the Financial Reporting Council (FRC), 
considered the use of ‘Alternative Performance Measures’ and the 
accounting treatment of R&D in the Annual Report.

 > Reviewed the scope of the external audit, and confirmed the 
external auditor’s terms of engagement and fee structure.

 > Assessed the effectiveness of the external audit process and all 
aspects of the service provided by the external auditor.

 > Monitored the level of non-audit work of the external auditor, 
which in 2016 included services amounting to £0.2 million, 
mainly in connection with tax services.

 > Approved a revised policy on the provision of non-audit services 
by the external auditor to take effect from 2017.

 > Reviewed the controls and assurance processes that are in place 
to mitigate the Group’s key risks. 

 > Reviewed the effectiveness of, and received reports from 
management on, the Group’s Internal Audit and risk management 
systems and monitored the implementation of enhanced 
governance processes to monitor assurance and audit work to the 
Group’s governance, risk and compliance plans, including a review 
of Group policies.

 > Reviewed and approved the plan, work and overall effectiveness 
of the Internal Audit function, monitored its progress against the 
plan and ensured that the appropriate resource was deployed 
within the function. 

 > Reviewed the systems of internal controls of, and risks managed in, 
the Divisions.

 > Reviewed the Group’s whistleblowing process and related 
procedures and policies.

 > Reviewed material litigation.
 > Reviewed compliance with and implementation of the Group’s 
policies.

 > Reviewed the status of the Group’s export controls compliance 
programme.

 > Reviewed the status of the Group’s third-party representative risk.

Public reporting
The Committee, as requested by the Board, considered the Code 
requirement for the Board to make a statement on whether the Annual 
Report and Accounts is fair, balanced and understandable. The 
Committee approached this as follows:

 > Considered the questions which need to be answered in order to 
evaluate whether the Annual Report and Accounts meets the fair, 
balanced and understandable test.

 > Reviewed the methodology used to construct the narrative sections 
of the Annual Report.

 > Reviewed the disclosure judgments made by the authors of each 
section and considered the balance of good and bad news in the 
Annual Report.

 > Received confirmation from external advisers that all regulatory 
requirements are satisfied.

 > Received confirmation of verification of content from the authors 
of each section.

 > Received confirmation from the Chief Financial Officer that 
the narrative reports and financial statements are consistent.

 > Reviewed a first draft of the Annual Report and Accounts prior 
to the financial year end.

 > Made a recommendation to the Board to assist the Board 
in determining whether it is able to make the statement on 
whether the Annual Report and Accounts is fair, balanced 
and understandable.

The significant areas of judgment considered by the Committee 
in relation to the 2016 financial statements, and how these were 
addressed, were as follows: 

 > Specific adjusting items 
In the consolidated income statement, the Group has again 
presented specific adjusting items separately in order to provide 
the best indication of the underlying performance of the Group, 
and details of the nature and quantum of the individual items 
are provided in note 6 to the financial statements. The Audit 
Committee fully considered this principle and the individual items 
and, taking into account guidelines issued by the FRC and peer 
group disclosure of similar items, concluded that it is the best 
way to present the Group’s results.

 > Intangible asset impairment testing 
The latest financial projections and other assumptions support the 
valuation of the intangible assets of the Group. Further information 
on the goodwill generally and the sensitivities associated with the 
impairment calculations are given in note 11 to the financial 
statements.

 > Provisions and contingent liabilities  
The level of provisioning for known and contingent liabilities, 
including those arising from trading, environmental issues and 
litigation, is an issue where management and third-party judgments 
are important. These are addressed through the Committee and 
the Board discussing with various members of senior management 
the key judgments made, supported, where appropriate, by 
relevant external advice. KPMG LLP also reports regularly on all 
material provisions and contingent liabilities. During the year the 
Group recorded redundancy and restructuring provisions in the 
ordinary course of business totalling £1.1 million, which are charged 
against underlying earnings but are disclosed separately to provide 
investors with additional information to assist in their assessment 
of the Group’s performance. 

 > Tax balances  
Accounting for current and deferred tax involves a range of 
judgments. The Committee and the Board address these issues 
through reporting from the Chief Financial Officer and the Director 
of Group Tax, supported as necessary by external professional advice. 

The Committee reviewed the content of the Annual Report and 
Accounts and advised the Board on whether, taken as a whole, it is fair, 
balanced and understandable and provides the information necessary 
for shareholders to assess the Group’s position and performance, 
business model and strategy.
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Internal financial control and risk management systems
The Committee assists the Board in fulfilling its responsibilities relating 
to the adequacy and effectiveness of the control environment and risk 
management systems. The Group’s system of internal control has been 
in place for the year under review and up to the date of approval of the 
Annual Report.

Through the Audit Committee, the Board reviews the effectiveness 
of the internal control system annually and did so during the year. 
The system of internal control accords with the FRC’s guidance on 
the internal control requirements of the Code. This review covered 
all material controls, including financial, operational and compliance 
controls, and risk management systems. The Audit Committee and 
Board receive regular risk management reports and together they 
ensure there are adequate internal controls in place and that they 
are functioning effectively.

The Directors believe that the Group’s system of internal financial 
controls provides reasonable, but not absolute, assurance in the 
following areas: that the assets of the Group are safeguarded; that 
transactions are authorised and recorded in a correct and timely 
manner; and that such controls would prevent and detect, within a 
timely period, material errors or irregularities. The system is designed 
to manage, rather than eliminate, risk and to address key business and 
financial risks. 

The main features of the Group’s systems for internal control and 
for assessing the potential risks to which the Group is exposed are 
summarised as follows:

 > Control environment  
The Group’s control environment is underpinned by the Group’s 
policy set. This covers financial procedures, environmental, health 
and safety practice, compliance (eg anti-bribery and corruption, 
and trade compliance) and other areas such as IT and HR. There 
is a Limit of Authorities Policy which describes the matters reserved 
for the Board and the delegations granted to the Chief Executive 
Officer and other executives. The Group operates various 
programmes to continuously improve the control environment 
and management of risk. These include the Group’s Responsible 
Business Programme, which includes relevant training, the provision 
of systems to help businesses manage risk consistently, and 
reporting processes. The external ethics hotline is available to 
employees to raise concerns and all reports made to the ethics 
hotline are investigated by senior management. The Divisional 
Presidents and other senior operational and functional management 
make an annual statement of compliance to the Board confirming 
that, for each of the businesses for which they are responsible, 
the financial statements are fairly presented in all material respects, 
appropriate systems of internal controls have been developed 
and maintained and the businesses comply with Group policies and 
procedures or have escalated known exceptions to an appropriate 
level of management. In addition, the Audit Committee receives 
an annual presentation on business risk and internal controls for 
both Divisions from the Divisional President and Finance Director.

 > Financial reporting  
Risk management systems and internal controls are in place in 
relation to the Group’s financial reporting processes and the process 
for preparing consolidated accounts. These include policies and 
procedures which require the maintenance of records which 
accurately and fairly reflect transactions and disposal of assets, 
provide reasonable assurance that transactions are recorded as 
necessary to allow the preparation of financial statements in 
accordance with International Financial Reporting Standards (IFRS), 
and the review and reconciliation of reported data. Representatives 
of the businesses are required to certify that their reported 
information gives a true and fair view of the state of affairs of the 
business and its results for the period. The Audit Committee is 
responsible for monitoring these risk management systems and 
internal controls.

 > Performance monitoring  
There are regular meetings of the Board and of the Executive 
Committee. A comparison of forecast and actual results is 
considered, including cash flows and comparisons against budget 
and the prior year. Divisional management teams also meet 
regularly to review performance. In addition, regular site visits 
are made by members of the Executive Committee.

 > Risk management  
The Board has undertaken a robust annual assessment of the Group’s 
principal risks. The identification, assessment and reporting of risks is 
an ongoing process carried out in conjunction with operational 
management and steps are taken to mitigate and manage all material 
risks including those relating to the Group’s business model, solvency 
and liquidity. The Board, either directly or through the Audit 
Committee, receives updates on risks, internal controls and future 
actions from both Divisional and Group perspectives. The Executive 
Committee also reviews risk management and internal controls 
for all principal Group risks. The Group’s risk management system, 
as set out in the Risk Management section on pages 18 to 22, 
supports the going concern statement on page 34 and the viability 
statement on page 34.

 > Risk factors 
The Group’s businesses are affected by a number of factors, many of 
which are influenced by macro-economic trends and are therefore 
outside the Company’s immediate control, although, as described 
above and in the Strategic Report, the identification and management 
of such risks is carried out systematically. These are further discussed 
in the Risk Management section on pages 18 to 22.

 > Internal Audit  
The Group’s Internal Audit function reviews internal control and risk 
management processes. The Audit Committee approves the annual 
Internal Audit plan and receives regular reports showing the results 
of these audits. Actions resulting from internal audit reviews are 
agreed with management and the Audit Committee monitors 
progress against outstanding actions. The Head of Internal Audit has 
direct access to the Chairman of the Audit Committee and meets 
privately with the Audit Committee without executive management 
at least twice per year.
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Audit Committee and the external auditor
The Audit Committee has received confirmation from KPMG LLP that 
its general approach and practices support the auditor’s independence 
and objectivity in relation to non-audit services. After considering such 
procedures, the opinion of the Audit Committee was that the auditor’s 
objectivity and independence were safeguarded despite the provision 
of non-audit services by KPMG LLP.

To help ensure the objectivity and independence of the external 
auditor, the policy, which applied to the 2016 financial year, 
implemented by the Committee for the provision of non-audit services 
by the external auditor is in summary as follows:

 > Certain non-audit services may not be provided by the external 
auditor, including: the review of their own work; they may not 
make management decisions; their work must not create a 
mutuality of interest; and they may not put themselves in the 
position of advocate.

 > Any permissible non-audit work proposed to be placed with the 
external auditor with a fee between £50,000 and £200,000 must 
be approved in advance by the Chairman of the Audit Committee. 
Projects in excess of £200,000 must be approved in advance by the 
Audit Committee. Work which includes multiple phases is treated 
as a single project for approval purposes.

 > The prior approval of the Audit Committee is required for any 
non-audit work which, when added to the fees paid for other 
non-audit work, would total more than 80% of the audit fee.

As a result of the implementation of the EU Audit Regulation and 
Directive, the Committee approved a revised policy on the provision 
of non-audit services to apply with effect from the 2017 financial year 
which further reduced the scope of non-audit services the auditor may 
provide and reinforced the process for approval of services provided 
by the auditor. 

In 2016, the proportion of the auditor’s fees for non-audit work relative 
to the audit fee was 8% (2015: 14%).

The Committee’s policy is to undertake an annual review of the 
effectiveness of the audit process and of all aspects of the external 
auditor’s performance and independence before determining whether 
to undertake a formal review of the auditor, including a re-tender 
presentation, or whether to put the Group’s audit work out to full  
third-party tender. 

The external auditor has processes in place to safeguard its 
independence and has written to the Committee confirming that, 
in its opinion, it is independent. The Group last changed its auditor 
in late 2001. The external auditor rotated the partner responsible for 
the Group’s audit work in 2008 and 2013. The Code required that 
FTSE 350 companies should put the external audit contract out to 
tender at least every 10 years. The Company followed the guidance 
issued by the FRC on transitional arrangements on tendering which 
permit KPMG LLP to continue in office until 2018 without an audit 
tender. Having reviewed the effectiveness of the audit process and 
all aspects of the service provided by the auditor, and taking account 
of the assurance given by the auditor as to its independence, the 
Committee recommended to the Board that the Group’s external 
audit work should be put out to third-party tender no earlier than 
2018 when the current audit engagement partner is due to rotate 
and no later than 2023, which is the latest date by which the Company 
must change its auditor as permitted by the EU Audit Regulation’s 
transitional arrangements. The Company has complied with the 
provisions of the Competition & Markets Authority’s Order on 
statutory audit services. 
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REPORT OF THE NOMINATION COMMITTEE

COMMITTEE MEMBERS

THE MAIN ROLE OF THE 
NOMINATION COMMITTEE IS TO 
LEAD THE PROCESS FOR BOARD 
APPOINTMENTS AND TO MAKE 
RECOMMENDATIONS TO THE 
BOARD ON THE APPOINTMENT 
OF NEW DIRECTORS HAVING 
CONSIDERED BOARD BALANCE 
IN TERMS OF COMPOSITION, 
SKILLS AND EXPERIENCE TO 
ENSURE EFFECTIVENESS.

ANDREW SHILSTON
COMMITTEE CHAIRMAN

Andrew Shilston (Chairman)
Helen Bunch 1 
Douglas Caster 
Laurence Mulliez 2

Pete Raby
Rob Rowley
Victoire de Margerie 3

Andrew Reynolds Smith 4 

1. From appointment on 24 February 2016.
2. From appointment on 6 May 2016.
3. Until resignation as a Director on 4 February 2016.
4. Until resignation as a Director on 6 May 2016.

 
A majority of members of the Committee are independent 
non-executive Directors.

Chairman’s introduction
2016 was once again an important year for the Committee with 
a number of changes to the Board. 

As a consequence of Kevin Dangerfield’s departure on 31 March 2016, 
the Committee oversaw the succession planning process for a new 
Chief Financial Officer, concluding with the announcement on 
30 March 2016 that Peter Turner would be joining the Company 
as Chief Financial Officer on 11 April 2016. 

The Committee evaluated the Board’s succession needs, noting 
it wished to avoid undue disruption, and taking into account the 
outcomes of the strategic review and the challenges and opportunities 
facing the Company. The Committee worked closely with executive 
search agents to evaluate the skills and experience required to balance 
the Board and to meet the needs of the Company. 

Continuing the process of ongoing refreshment of the Board, the 
Committee led a process which culminated in the recruitment of two 
additional non-executive Directors. Following the creation of candidate 
specifications, the Committee reviewed long- and short-lists of candidates 
and conducted interviews. As reported in the 2015 Annual Report, 
Helen Bunch joined as non-executive Director with effect from 
24 February 2016 and the Company subsequently announced 
on 8 April 2016 that Laurence Mulliez would be joining the Board 
immediately following the conclusion of the 2016 AGM on 6 May 2016. 

Looking ahead, the Nomination Committee will continue to review 
skills requirements against long-term strategy, and is always mindful 
of proactive succession planning. 

There is a formal, rigorous and transparent procedure for appointments 
to the Board which is described in more detail below. Appointments 
are made on merit and against objective criteria, having due regard for 
diversity, including gender.

ANDREW SHILSTON 
COMMITTEE CHAIRMAN
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Appointments to the Board
One of the Company’s strategic execution priorities is to increase 
investment in people management and development. The Board 
discussed the Group’s approach to talent management and succession 
planning at senior levels in both May and June 2016 as part of its review 
of progress on the execution priorities. The Board noted progress 
to date in increasing succession strength and in creating an enhanced 
performance culture, including the development of a new leadership 
framework for rollout in 2017. This is expected to ensure the right 
talent and talent processes are in place to execute the strategy 
successfully and to facilitate further the development of current and 
potential leaders. 

Succession planning for appointments to the Board, noting two 
non-executive Directors will reach the end of their first three-year term 
in May, and for senior management, will be a continued area of focus 
for the Committee in 2017.

Following the appointment of Pete Raby as Chief Executive Officer in 
2015 and having considered other leading firms, Spencer Stuart was 
retained for external searches both for executive and non-executive 
Directors. Spencer Stuart has signed up to the voluntary code of 
conduct for executive search firms which includes provisions on 
diversity. Spencer Stuart has no other connection with the Company.

The process to recruit Peter Turner, Chief Financial Officer,  
is described below:

 > The skills and attributes required of an incoming Chief Financial 
Officer were discussed and a job specification was agreed.

 > Following a selection exercise in which a number of external search 
agents were considered and three firms were interviewed, Spencer 
Stuart was appointed and briefed. Spencer Stuart has signed up 
to the voluntary code of conduct for executive search firms which 
includes provisions on diversity. Spencer Stuart was appointed 
and managed the search for Morgan’s CEO in 2015 and in 2013 
conducted psychometric testing for senior executives but has 
no other connection with the Company. 

Meetings
The Committee met formally twice during 2016. In addition, a number 
of working groups of members of the Committee met between 
scheduled meetings to progress the recruitment of the Chief Financial 
Officer and the new non-executive Directors.

Information and support
The Committee has the power to request the attendance of any other 
Director or member of management, for all or part of any meeting, 
as may be considered appropriate by the Committee.

Nomination Committee terms of reference
The Committee’s terms of reference were reviewed during the year. 
The terms of reference are available to view on the Company’s website.

Main areas of work during 2016
The Nomination Committee reviews the balance of skills, knowledge 
and experience on the Board, succession planning and the leadership 
needs of the Group. The work of the Committee in discharging those 
responsibilities in respect of 2016 included:

 > Reviewing the executive and non-executive leadership needs 
of the Company.

 > Instigating and overseeing the selection process in relation to the 
appointment of Peter Turner as Chief Financial Officer. 

 > Leading the search for new non-executive Directors, resulting in 
the selection and recommended appointment of Helen Bunch 
and Laurence Mulliez. 

 > Ensuring, by means of talent discussions at Board meetings, further 
development of management succession and development plans 
for the Executive Committee and senior executives.

 > Considering the Directors’ annual re-election at the 2016 AGM. 
 > Reviewing, for recommendation to the Board, the Board’s policy 
on diversity.
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 > The Committee agreed that the Chairman of the Committee and 
the Senior Independent Director should continue to progress the 
search between formal meetings of the Committee.  

 > The search was conducted globally and a long-list of candidates was 
considered, including external and internal, international and female 
candidates. The search agent travelled to meet candidates outside 
the UK. 

 > Short-listed candidates were then interviewed by all members of 
the Nomination Committee. Spencer Stuart then conducted an 
independent assessment and references were taken up before the 
decision was made and announced on 30 March 2016 to appoint 
Peter Turner as Chief Financial Officer, commencing his role on 
11 April 2016.

The process for appointing Helen Bunch and Laurence Mulliez 
as non-executive Directors is described below:

 > The Committee considered and formulated a candidate 
specification for the roles in the light of its discussions on the balance 
of skills, knowledge, experience and diversity on the Board. 

 > The external search agent produced a long-list of candidates for 
the roles.

 > Interviews were held with a short-list of candidates and members 
of the Nomination Committee participated in interviews with the 
preferred candidates.

 > The Committee selected its preferred candidates based on objective 
criteria and recommended their appointment to the Board. The 
Board approved the appointments with Helen Bunch commencing 
on 24 February 2016 and Laurence Mulliez on 6 May 2016.

The terms and conditions of appointment of non-executive Directors 
are available for inspection. Non-executive Directors, including the 
Chairman, are asked to undertake that they will allocate sufficient time 
to meet their commitments to the Company and their other significant 
commitments are disclosed to the Board before appointment, 
with an indication of the time involved. The Board is informed of 
any subsequent changes with additional commitments disclosed 
before they are accepted. 

Board Diversity Policy 
The Board firmly believes in the value of diversity of perspective, 
including background, nationality, experience and gender, at all levels of 
the Company as well as on the Board. As is not unusual in engineering 
or manufacturing businesses, diversity in gender is the hardest 
to achieve. 

At the graduate recruitment level, the Group is now having success 
in attracting good candidates of both genders and many nationalities. 
In 2016, 37% of the graduate intake (2015: 41% and 2014: 32%) were 
female. At the senior level, 14% (2015: 13% and 2014: 5%) of senior 
managers and two of the Board Directors are female. 

New appointments to the Board are made on merit, with a focus on 
international and industrial experience, but diversity of perspective 
and the mix of skills around the Board table are also taken into account 
when selecting potential candidates. During the selection process for 
new non-executive Directors, the Committee has used and will 
continue to use, a search agent who has signed up to the voluntary 
code of conduct which ensures that diversity is considered when 
developing a candidate pool. The brief to the search agent is to put 
forward a long-list of candidates from a wide range of backgrounds to 
ensure that the best candidate is selected.

When monitoring the development of leadership and considering the 
succession planning for executive management, the Board will take 
into account the need for talented leaders with the skills needed to lead 
a global company with a presence in the key world economies and 
manage the associated macro-economic challenges.

The Board will continue to monitor whether it is taking diversity into 
account when planning executive succession and appointing new 
Board members, and the Board effectiveness evaluation process 
addresses diversity.

The Board has discussed whether a quota for female Directors should 
be introduced by a certain date, but feels this is unrealistic given the 
current gender composition of senior executives, the nature of the 
business and the competition for female non-executive Directors. 
Two of the seven Board Directors are female.
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A STATEMENT TO SHAREHOLDERS FROM THE CHAIRMAN 
OF THE REMUNERATION COMMITTEE

I am pleased to present the remuneration report for the year ended 
31 December 2016. In last year’s report I outlined the changes that the 
Committee proposed to make to the Remuneration Policy following its 
review of the Policy approved by shareholders at the 2014 AGM. These 
proposals were put forward in last year’s report, approved at the AGM 
in May 2016 and implemented as the Group’s 2016 Remuneration 
Policy, which will stand for the next three years. 

2016 was the first full year for Pete Raby as the Chief Executive Officer 
(CEO) of the Group and it was the year for implementing the first 
stages of the Group’s new strategy. 2017 will see Morgan investing 
for sustainable, long-term growth as well as implementing portfolio 
re-shaping as first outlined by Pete Raby in February 2016. The 
Remuneration Committee is therefore making minor amendments to 
the implementation of the Remuneration Policy in 2017 to ensure that 
we offer incentives that continue to support strategy development and 
execution and to maximise returns to shareholders. The incentives will 
be implemented to ensure a focus on the quality of performance across 
the year as well as the year-end result.

In summary, the proposals for how we implement our Remuneration 
Policy in 2017 are as follows:

 > The Long-Term Incentive Plan (LTIP) Return on Capital Employed * 
(ROCE) performance measure will be replaced by a Return on 
Invested Capital * (ROIC) measure, which provides a more 
complete measure of Morgan’s returns.

 > The bonus plan cash generation element will continue to be 
measured on a straight-line basis but will be subject to an 
adjustment based on meeting quarterly cash targets in addition to 
the year-end measure. For each quarterly cash target that is missed 
there will be a corresponding 10% reduction in the result of the 
cash generation element.

We have engaged with our largest shareholders on these proposals, 
and we value the views, feedback and support we have received. 
The feedback we have received on our overall proposals at the time 
of writing has been generally positive. 

In reviewing performance in 2016, some level of bonus will be paid 
in respect of all elements; cash generation, Group EBITA* and the good 
progress made on personal objectives which are focused on a mix 
of short-term and long-term priorities to drive sustainable, enduring 
growth. The 2014 LTIP awards will also see a partial level of vesting 
in respect of the Group’s relative total shareholder return (TSR), 
which places Morgan at the 53rd percentile of the comparator group. 

The Committee decided that, taking into account the performance of 
the Group in 2016, labour market conditions and the below-median 
recruitment salary of the CEO (which for 2016 was unchanged on that 
set in August 2015 on appointment), the appropriate level of salary 
increase for the CEO would be 5.3% and for the Chief Financial Officer 
(CFO) it would be 2%. There will also be an increase to the fees for the 
Chairman and non-executive Directors of 2% for 2017.

The difficult market conditions and the achievability of incentive targets 
have once again caused us to reflect on their motivational impact on 
retaining and attracting key executive talent. We have therefore 
reconsidered performance measures and incentive targets to ensure 

they are aligned with our strategic aims, motivate and reward 
management for delivering sustainable above-peer performance, 
and support retention.

For the 2017 cycle, it is proposed that the ROCE * performance 
measure be replaced by a ROIC * measure, which includes total 
intangible assets in the definition of capital employed. This is felt to be 
a more complete measure of the return on capital employed and so 
will incentivise better capital management across the Group. The range 
being applied to the new ROIC * measure will be 16%-19%, which 
is considered to be of equivalent stretch as the ROCE * performance 
range applied to that element of the 2016 LTIP. The relative TSR 
element of the LTIP remains split equally between two comparator 
benchmarks: the constituents of the FTSE All-Share Industrials Index, 
and a tailored group of international sector comparators. The constituents 
of this sector benchmark are shown on page 85 of this Remuneration 
report.

The EPS performance range against multiple relevant reference points 
(including the Group’s strategic plan, external market factors and broker 
forecasts), remains 4%-11% pa. 

During the year, the Committee met four times, and its activities included:
 > A review of the Group’s Remuneration Policy and its 
implementation supporting the Group’s business strategy.

 > A review of external benchmarking of executive remuneration 
packages.

 > Determination of the remuneration packages for the executive 
Directors and other Group executives.

 > A review of whether the measures for the bonus and share 
incentive schemes remain appropriate.

 > Determination of appropriate performance targets for bonus 
and share incentive schemes.

 > Determination of whether targets for the bonus and share incentive 
schemes were achieved.

This report is intended to be consistent with the current reporting 
regulations for executive remuneration. I hope we have been successful 
in continuing to achieving the clarity and transparency that will be of 
help to our shareholders. 

DOUGLAS CASTER
CHAIRMAN OF THE REMUNERATION COMMITTEE
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Compliance statement
This Report covers the period 1 January 2016 to 31 December 2016 and provides details of the Remuneration Committee and Remuneration 
Policy of Morgan Advanced Materials plc, and how that Policy has been implemented for the year under review and will be implemented for the 
coming year. 

During the year under review, the Company has complied with the principles and provisions relating to Directors’ remuneration in the UK 
Corporate Governance Code and this Remuneration Report has been prepared in accordance with Schedule 8 of the Large & Medium-sized 
Companies and Groups (Accounts and Reports) (Amendment) Regulations 2013. This includes the implementation of malus and clawback 
provisions for short- and long-term incentives granted in the 2016 financial year and to be granted in future years, as detailed in last year’s 
Remuneration Report. In accordance with Section 439A of the Companies Act an advisory resolution to approve the Annual Report on 
Remuneration will be proposed at the AGM on 5 May 2017.

Remuneration Committee
The Remuneration Committee determines and agrees with the Board the framework or broad policy for the remuneration, including pension 
rights and any compensation payments, of the Group’s executive Directors and the Chairman. The Committee’s terms of reference are available 
on the Group’s website.

The Remuneration Committee consults the CEO and invites him to attend meetings when appropriate. The Group Human Resources Director 
attends meetings of the Committee by invitation. The Committee also had access to advice from the CFO. The Company Secretary acts as 
secretary to the Committee. No executive Director or other attendee is present when his or her own remuneration is being discussed.

Membership of the Committee is shown on page 78.

1. POLICY REPORT
Key principles of the executive Directors’ Remuneration Policy
The Remuneration Committee aims to ensure that all the remuneration packages offered are competitive and designed to promote the long-term 
success of the Company by ensuring that we are able to attract, retain and motivate executive Directors and senior executives of the right calibre 
to create value for shareholders. 

The policy of the Committee is to ensure that a significant proportion of the total remuneration opportunity is performance-related, with an 
appropriate balance between short- and long-term performance, and is based on the achievement of measurable targets that are relevant to, 
and support the business strategy. 

The Remuneration Committee will keep the Remuneration Policy under periodic review to ensure it remains aligned with the Group’s strategy, 
and in line with the principles set out in the UK Corporate Governance Code in relation to Directors’ remuneration. This includes ensuring that 
performance-related elements are transparent, stretching and rigorously applied, as well as reflecting the guidance of institutional investors and 
their representative bodies.
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Summary of Morgan Advanced Materials plc’s Remuneration Policy for executive Directors
This section of the Report sets out the current Remuneration Policy for executive Directors and non-executive Directors. This Policy remains 
unchanged from that which was approved by shareholders at the 2016 AGM and which is effective for a period of up to three years from that date. 
The only amendments in the Policy Report below compared to that approved by shareholders in 2016 are: to update the data used in the pay for 
performance scenario analysis to provide figures for 2017; to remove references to implementation in 2016; and to update page references. 

PURPOSE AND  
LINK TO STRATEGY OPERATION OPPORTUNITY

PERFORMANCE 
METRICS

Fixed pay
Base salary
Provides the fixed element of the 
remuneration package. Set at 
competitive levels against the market.

Base salaries are generally reviewed 
each January, with reference to the 
salary levels at companies of similar 
sector, size and complexity. The 
Committee also considers individual 
contribution and the range of salary 
increases applying across the Group 
when determining increases.

Base salary increases are applied in line 
with the outcome of the annual review. 
Salaries in respect of the year under 
review (and for the following year) 
are disclosed in the Annual Report 
on Remuneration.

Salary increases for executive Directors 
will normally be within the range of 
increases for the general employee 
population over the period of this Policy. 
Where increases are awarded in excess 
of those for the wider employee 
population, for example in instances of 
sustained strong individual performance, 
if there is a material change in the 
responsibility, size or complexity of the 
role, or if an individual was intentionally 
appointed on a below-market salary, 
the Committee will provide the rationale 
in the relevant year’s Annual Report 
on Remuneration. 

Not applicable.

Pension
Provides post-retirement benefits for 
participants in a cost-efficient manner.

Defined benefit scheme subject to 
a notional earnings cap with an 
above-the-cap allowance for executive 
Directors who joined the Company 
before 1 August 2011.

Defined contribution scheme (and/or 
a cash allowance in lieu thereof) for 
executive Directors who joined the 
Company after 1 August 2011. 

Opportunities vary depending on the 
scheme in which an executive Director 
participates. Details are set out in the 
Annual Report on Remuneration 
on pages 78 to 91.

Above-the-cap pension allowances will 
be established in line with our principle 
to be broadly cost-neutral.

For new hires, defined contributions 
(or cash in lieu thereof) will be up to 
20% of salary. 

Not applicable.

Benefits
Designed to be competitive in 
the market in which the individual 
is employed.

Can include company car/car 
allowance, health insurance and, 
where appropriate, relocation 
allowances and other expenses.

Benefits values vary by role and are 
reviewed periodically relative to market.

It is not anticipated that the cost of benefits 
provided will change materially year on 
year over the period for which this Policy 
will apply.

The Committee retains the discretion 
to approve a higher cost in exceptional 
circumstances (eg relocation expenses, 
expatriation allowances etc) or in 
circumstances where factors outside the 
Group’s control have changed materially  
(eg market increases in insurance costs).

Benefits in respect of the year under 
review are disclosed in the Annual Report 
on Remuneration. 

Not applicable.
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PURPOSE AND  
LINK TO STRATEGY OPERATION OPPORTUNITY

PERFORMANCE 
METRICS

Variable pay
Annual bonus
Incentivises the achievement of 
specific goals over the short term 
that are also aligned to the long-term 
business strategy.

Performance measures are set by the 
Committee at the start of the year and 
are weighted to reflect a balance of 
financial and strategic objectives. 

At the end of the year, the Remuneration 
Committee determines the extent to 
which these have been achieved.

To the extent that the performance 
criteria have been met, up to 67% of 
the resulting annual bonus is paid in cash. 
The remaining balance is deferred into 
shares and released after a further 
period of three years, subject to 
continued employment only.

Cash and deferred share bonuses 
awarded for performance in 2016 
onwards will be subject to malus and 
clawback. Further details of our malus 
and clawback Policy are set out at the 
end of this table. 

Up to 150% of salary.

The payout for threshold performance 
may vary year on year, but will not 
exceed 25% of the maximum 
opportunity.

Bonuses for the executive Directors 
may be based on a combination of 
financial and non-financial measures. 
The weighting of non-financial 
performance will be capped at 
30% of the maximum opportunity. 

Further details are set out in the 
Annual Report on Remuneration 
on pages 78 to 91.

Long-Term Incentive Plan (LTIP)
Aligns the interests of executives and 
shareholders by delivering shares 
to executive Directors and other 
senior executives as a reward for 
outstanding long-term performance.

The Remuneration Committee has the 
ability each year to grant an award under 
the LTIP.

The award levels and performance 
conditions on which vesting depends are 
reviewed prior to the start of each award 
cycle to ensure they remain appropriate.

For awards made in 2016 onwards, 
vested shares may be subject to a 
post-vesting holding period. Details of 
any such holding period will be disclosed 
in the Annual Report on Remuneration 
for the year in which the relevant award 
is made.

Awards are subject to malus and/or 
clawback for a period of five years from 
the date of grant. Further details of our 
clawback Policy are set out at the end 
of this table.

The LTIP provides for a conditional 
award of shares up to an annual limit 
of 250% of salary.

25% of an award vests for achievement 
of the threshold level of performance.

The vesting of awards is usually 
subject to:

 > continued employment.
 > the Group’s performance over 
a three-year performance period, 
currently a combination of TSR, 
EPS and ROCE.

 > Measures continue to include 
TSR and EPS as in previous years. 

 > ROCE* to be replaced in 2017 
with ROIC*.

The Committee has discretion to 
extend the performance period and 
adjust the measures, their weighting, 
and performance targets prior to the 
start of each cycle to ensure they 
continue to align with the Group’s 
strategy.

Further details of the measures 
attached to the LTIP awarded in the 
year under review (and the coming 
year) are set out in the Annual Report 
on Remuneration on pages 78 to 91. 

Sharesave
A voluntary scheme open to all 
UK employees which aligns the 
interests of participants with those 
of shareholders through any growth 
in the value of shares.

An HMRC-approved scheme where 
employees may save up to a monthly 
savings limit out of their own pay 
towards options granted at up to a 20% 
discount. Options may not be exercised 
for three years. 

Up to the savings limit as determined by 
HMRC from time to time, across all 
Sharesave schemes in which an individual 
has enrolled.

None.
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Malus and clawback Policy
Malus and clawback will apply on the annual bonus and LTIP (as set out on page 73) in cases of misconduct or material misstatement in the 
published results of the Group or where, as a result of an appropriate review of accountability, a participant has been deemed to have caused in full 
or in part a material loss for the Group as a result of reckless, negligent or wilful actions or inappropriate values or behaviour. Cash bonuses will be 
subject to clawback, with deferred shares subject to malus over the deferral period. LTIP awards are subject to malus over the vesting period and 
clawback from the vesting date to the fifth anniversary of grant.

Payments under existing awards
The Company will honour any commitment entered into, and Directors will be eligible to receive payment from any award granted, prior to the 
approval and implementation of the current Remuneration Policy detailed in this Report (ie before 6 May 2016), even if these commitments and/
or awards fall outside the above Policy. The Company will also honour any commitment entered into at a time prior to an individual becoming a 
Director if, in the opinion of the Committee, the payment was not in consideration for the individual becoming a Director of the Company. 
Details of these awards are, and will be, disclosed in the Annual Report on Remuneration.

Difference in policy between executive Directors and other employees
The Remuneration Policy for other employees is based on principles broadly consistent with those described in this Report for the executive 
Directors. Annual salary reviews across the Group take into account business performance, local pay and market conditions, and salary levels 
for similar roles in comparable companies. All executives are eligible to participate in an annual bonus scheme. Opportunities and performance 
measures vary by organisational level, geographical region and an individual’s role. Other senior executives participate in the LTIP on similar terms 
to the executive Directors, although award sizes may vary according to each individual, and by organisational level. Below this level, executives 
are eligible to participate in the LTIP and other share-based incentives by annual invitation. 

Use of discretion
To ensure fairness and align executive Director remuneration with underlying individual and Group performance, the Committee may exercise its 
discretion to adjust, upwards or downwards, the outcome of any short- or long-term incentive plan payment (within the limits of the relevant Plan 
Rules) for corporate or exceptional events including, but not limited to: corporate transactions, changes in the Group’s accounting policies, minor 
or administrative matters, internal promotions, external recruitment, terminations, etc. Any adjustments in light of corporate events will be made 
on a neutral basis, to not be to the benefit or detriment of participants.

Any use of discretion by the Committee during the financial year under review will be detailed in the relevant Annual Report on Remuneration.

Performance measure selection
The Committee considers carefully the selection of performance measures at the start of each performance cycle, taking into consideration the 
macro-economic environment as well as specific Group strategic objectives. 

Annual bonus measures are selected to closely reinforce the Group’s short-term KPIs. Because these can change from year to year (in line with 
the Remuneration Policy), the rationale for the selection of bonus measures for each year has been moved to the Annual Report on Remuneration.

LTIP performance measures are reviewed periodically to ensure they continue to align with the Company’s strategy, as well as provide an 
appropriate balance between growth and returns, internal and external performance, and absolute and relative performance.

For 2017 awards, the TSR element of the LTIP award will continue to comprise two parts. One half of the TSR element will vest subject to the 
Group’s performance relative to a TSR benchmark comprising the 114 constituents of the FTSE All-Share Industrials Index. This benchmark is robust 
to M&A activity and comprises companies that are subject to the same market influences as Morgan Advanced Materials plc. The remaining half of 
the TSR element will vest subject to Morgan’s performance relative to a TSR benchmark comprising 16 listed international carbon, ceramics and 
other materials companies. This benchmark was selected to complement the FTSE All-Share Industrials Index with a group of companies that better 
reflect Morgan’s business, the markets in which Morgan operates and the geographical footprint of the Group. For each part of the TSR award, 
the vesting performance range is calibrated to be stretching and in line with common market practice for FTSE TSR-based long-term incentives.

EPS targets are set taking account of multiple relevant reference points, including internal forecasts, external expectations for future EPS performance 
at both Morgan Advanced Materials plc and its closest sector peers, and typical EPS performance ranges at other FTSE 350 companies. LTIP EPS 
performance ranges are set to represent demanding and challenging performance targets over the three-year performance period.

For 2017, it is proposed to amend the definition of returns used in the LTIP to include total intangible assets in the definition of capital employed 
(ie using Return on Invested Capital, or ROIC *, rather than ROCE* as in previous cycles). The Board considers ROIC* to be a more complete 
measure of value creation because it measures the efficiency of Morgan’s total capital base rather than its operational capital base only. For the 
2017 LTIP cycle, ROIC* will be calculated as follows:

EBITA * pre-specific adjusting items

12-month average (third party working capital + total fixed assets + total tangible fixed assets

ROIC * targets are set using a similar approach referring to external reference points and reflecting the returns required to meet and exceed the 
Group’s internal strategic plan.
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Share ownership guidelines
In order to encourage alignment with shareholders, individual shareholding guidelines are operated for executive Directors. Under such guidelines, 
executive Directors are encouraged to build and maintain over time a shareholding in the Company equivalent to at least 200% of basic salary.

Current executive Director shareholdings are set out in the Annual Report on Remuneration on page 87.

External appointments
With the approval of the Board in each case, and subject to the overriding requirements of the Group, executive Directors may accept external 
appointments as non-executive Directors of other companies and retain any fees received. Details of external directorships held by executive 
Directors along with fees retained are provided on page 84.

Pay-for-performance: scenario analysis
The graphs below provide detailed illustrations of the potential future reward opportunity for executive Directors, and the potential mix between 
the different elements of remuneration under three different performance scenarios; ‘Below threshold’, ‘Target’ and ‘Stretch’. These have been 
updated to illustrate the potential opportunity under the 2017 packages proposed for executive Directors.

30% 35% 35%

52% 32% 16%

100%

PETE RABY (CEO)

Stretch

Target

£’000 0 500 1,000 1,500 2,5002,000

£2,093k

£1,165k

£608kBelow
threshold

Fixed pay (base salary, pension and benefits)

Annual bonus LTIP

30% 35% 35%

52% 32% 16%

100%

PETER TURNER (CFO)

Stretch

Target

£’000 0 500 1,000 1,500 2,5002,000

£1,681k

£925k

£483kBelow
threshold

 
Potential reward opportunities illustrated above are based on the Policy which was approved at the 2016 AGM, applied to the annual base salary 
in effect at 1 January 2017. For the annual bonus, the amounts illustrated are those potentially receivable in respect of performance for 2017 (before 
mandatory deferral into shares). The LTIP is based on the face value of awards to be granted in 2017 (150% of salary). It should be noted that any 
awards granted under the LTIP in a year do not normally vest until the third anniversary of the date of grant. This illustration is intended to provide 
further information to shareholders on the relationship between executive pay and performance. The value of the LTIP assumes no increase in 
the underlying value of the shares, and actual amounts delivered will be further influenced by changes in factors such as the Company’s share price 
and the value of dividends paid. The following assumptions have been made in compiling the above charts:

Scenario Annual bonus LTIP Fixed pay

Stretch Maximum annual bonus. Performance warrants full vesting 
(100% of the award).

Latest disclosed base salary, 
pension and benefits.Target On-target annual bonus. Performance warrants threshold 

vesting (25% of the award).
Below threshold No annual bonus payable. Nil vesting.

Details of executive Directors’ service contracts
The executive Directors are employed under contracts of employment with Morgan Advanced Materials plc. Contracts may be terminated on 
12 months’ notice given by the Company or on six months’ notice given by the executive Director concerned. The following table shows the date 
of the contract for each executive Director who served during the year:

Executive Director Position Date of appointment
Date of service  
agreement

Notice period

From employer From employee

Pete Raby CEO 1 August 2015 30 January 2015 12 months 6 months
Peter Turner CFO 11 April 2016 30 March 2016 12 months 6 months
Kevin Dangerfield 1 CFO 4 August 2006 15 August 2008 12 months 6 months
Andrew Hosty 2 COO 28 July 2010 17 August 2010 12 months 6 months

1. Kevin Dangerfield left the Group on 31 March 2016.
2. Andrew Hosty left the Group on 8 January 2016.
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Exit payments Policy
The Group’s Policy is to limit severance payments on termination to pre-established contractual arrangements comprising base salary and any other 
statutory payments only. In the event that the employment of an executive Director is terminated, any compensation payable will be determined 
in accordance with the terms of the service contract between the Company and the employee, as well as the rules of any incentive plans.

The Group may terminate the employment of an executive Director by making a payment in lieu of notice equal to base salary, together with the fair 
value of any other benefits to which the executive is contractually entitled under his or her service agreement, for the duration of the notice period.

The Remuneration Committee will exercise discretion in making appropriate payments in the context of outplacement, settling legal claims or potential 
legal claims by the departing executive Director, including any other amounts reasonably due to the executive Director, for example, to meet the legal 
fees incurred by the executive Director in connection with the termination of employment, where the Company wishes to enter into a settlement 
agreement and the individual must seek independent legal advice.

On termination of an executive Director’s service contract, the Remuneration Committee will consider the departing Director’s duty to mitigate 
his loss when determining the timing of when any payment in lieu of notice will be made. There is no automatic entitlement to bonus or the vesting 
of long-term incentives on termination. However, the table that follows summarises the Policy on how awards under the annual bonus, LTIP and 
BDSMP will normally be treated in specific circumstances, with the final treatment remaining subject to Committee discretion:

Treatment of awards on cessation of employment and a change of control

Reason for cessation Calculation of vesting/payment Time of vesting

Annual bonus
All reasons The Committee may determine that a bonus is payable on cessation of employment, and the Committee 

retains discretion to determine that the bonus should be paid wholly in cash. The amount of bonus payable will 
be determined in the context of the time served during the performance year, the performance of the Group 
and of the individual over the relevant period, and the circumstances of the Director’s loss of office. If Group or 
individual performance has been poor, or if the individual’s employment has been terminated in circumstances 
amounting to misconduct, no bonus will be payable.

 Mandatory deferred bonus share awards
Injury, disability, death, 
redundancy, retirement, 
or other such event as the 
Committee determines

Awards will normally vest in full (ie not pro-rated for time). At the normal vesting date, 
unless the Committee decides 
that awards should vest earlier 
(eg in the event of death).

Change of control Awards will normally vest in full (ie not pro-rated for time). Awards may 
alternatively be exchanged for equivalent replacement awards, where 
appropriate.

On change of control.

All other reasons Awards normally lapse. Not applicable.

LTIP awards and BDSMP matching awards
Injury, disability, death, 
redundancy, retirement, 
or other such event as the 
Committee determines

Awards will normally be pro-rated for time and will vest based on 
performance over the original performance period (unless the Committee 
decides to measure performance to the date of cessation).

At the normal vesting date, 
unless the Committee decides 
that awards should vest earlier 
(eg in the event of death).

Change of control LTIP awards will be pro-rated for time and will vest subject to performance 
over the performance period to the change of control. 

LTIP awards may alternatively be exchanged for equivalent replacement 
awards, where appropriate.

BDSMP matching awards will normally vest subject to performance over the 
performance period to the change of control and will be pro-rated for time.

On change of control.

All other reasons Awards normally lapse. Not applicable.

The Remuneration Committee retains discretion, where permitted by the scheme rules, to alter these default provisions on a case-by-case basis, 
following a review of circumstances and to ensure fairness for both shareholders and participants.
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Approach to recruitment remuneration 
External appointment
In cases of hiring or appointing a new executive Director from outside the Group, the Committee may make use of all existing components 
of remuneration, as follows:

Pay element Policy on recruitment Maximum

Salary Based on: the size and nature of the responsibilities of the proposed role; 
current market pay levels for comparable roles; the candidate’s experience; 
implications for total remuneration; internal relativities; and the candidate’s 
current salary.

–

Pension Option to join the defined contribution scheme, and/or to receive a cash 
allowance.

–

Benefits As described in the Policy table and may include, but are not limited to, car, 
medical insurance, and relocation expenses and/or allowances.

–

Sharesave New appointees will be eligible to participate on identical terms to all 
other UK employees.

In line with HMRC limits.

Annual bonus As described in the Policy table and typically pro-rated for proportion of 
year served; performance measures may include strategic and operational 
objectives tailored to the individual in the financial year of joining.

150% of salary.

LTIP New appointees may be granted awards under the LTIP on similar terms 
to other executives.

250% of salary.

Other The Remuneration Committee may make an award under a different 
structure under the relevant Listing Rule to replace incentive arrangements 
forfeited on leaving a previous employer. Any such award would have a fair 
value no higher than that of the awards forfeited, taking into account relevant 
factors including performance conditions, the likelihood of those conditions 
being met and the proportion of the vesting period remaining. Details of any 
such award will be disclosed in the first Annual Report on Remuneration 
following its grant.

–

Internal promotion to the Board
In cases of appointing a new executive Director by way of internal promotion, the Policy will be consistent with that for external appointees 
detailed above. Where an individual has contractual commitments made prior to their promotion to executive Director, the Company will 
continue to honour these arrangements even if there are instances where they would not otherwise be consistent with the prevailing executive 
Director Remuneration Policy at the time of promotion.

Chairman and non-executive Directors’ Remuneration Policy

Purpose and link to strategy Operation Opportunity Performance metrics

Annual fee 
To attract and retain high-calibre 
non-executive Directors. 

Annual fees paid to the Chairman 
and non-executive Directors are 
reviewed periodically. An additional 
fee is payable for the Senior 
Independent Director, and also in 
respect of Committee chairmanship.

Currently paid 100% in cash.

Annual fees are applied in line 
with the outcome of the review.

None.
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None of the non-executive Directors has a service contract with the Company. They do have letters of appointment. The non-executive Directors 
do not participate in any of the incentive, share or share option plans. The dates relating to the appointments of the Chairman and non-executive 
Directors who served during the reporting period are as follows:

Non-executive Director Position Date of appointment Date of letter of appointment Date of election/re-election

Andrew Shilston Chairman 8 May 2012 30 March 2012 6 May 2016
Helen Bunch Non-executive Director 24 February 2016 19 January 2016 6 May 2016
Douglas Caster Non-executive Director 14 February 2014 15 January 2014 6 May 2016
Victoire de Margerie 1 Non-executive Director 8 May 2012 1 March 2012 n/a
Laurence Mulliez Non-executive Director 6 May 2016 4 April 2016 n/a 3

Andrew Reynolds Smith 2 Non-executive Director 10 May 2013 14 February 2013 n/a
Rob Rowley Non-executive Director 14 February 2014 15 January 2014 6 May 2016

1. Victoire de Margerie stepped down from the Board on 4 February 2016.
2. Andrew Reynolds Smith stepped down from the Board on 6 May 2016.
3. Laurence Mulliez was appointed a Director at the conclusion of the 2016 AGM and a resolution to propose her election will be voted on by shareholders at the 2017 AGM.

Consideration of employment conditions
The Group seeks to promote and maintain good relations with employee representative bodies – including trade unions and works councils – 
as part of its broader employee engagement strategy, and consults on matters affecting employees and business performance as required in each 
case by law and regulation in the jurisdictions in which the Group operates. In making remuneration decisions, the Remuneration Committee also 
considers the pay and employment conditions elsewhere in the Group, but the Committee does not currently consult with employees specifically 
on executive Remuneration Policy and framework. Prior to the annual salary review, the Remuneration Committee is briefed by the Director of 
Human Resources about pay increase data that individual business units will consider when deciding local pay awards for their specific businesses 
and countries. This also forms part of the considerations for determining executive Director remuneration. 

Consideration of shareholder views
The Committee considers shareholder views received during the year and at the AGM each year, as well as guidance from investor 
representative bodies more broadly, in shaping Remuneration Policy. The Committee keeps the Remuneration Policy under regular review, 
to ensure it continues to reinforce the Group’s long-term strategy, and aligns executive Directors with shareholders’ interests. It is the 
Remuneration Committee’s policy to consult with major shareholders prior to any major changes to its executive Remuneration Policy.

2. ANNUAL REPORT ON REMUNERATION
The following section provides details of how the Remuneration Policy was implemented during the year.

Remuneration Committee membership in 2016
The Remuneration Committee is currently composed of five non-executive Directors. Each of the non-executive Directors is regarded by 
the Board as independent, except the Chairman of the Company who was considered independent upon appointment. The Remuneration 
Committee met four times during the year. Attendance at meetings by individual members is detailed in the Corporate Governance Report 
on page 57. 

COMMITTEE MEMBERS

Douglas Caster (Chairman)
Andrew Shilston 
Rob Rowley 
Helen Bunch 1 
Laurence Mulliez 2 
Victoire de Margerie 3 
Andrew Reynolds Smith 4 

1.  Helen Bunch was appointed to the Board 
and the Committee on 24 February 2016.

2.  Laurence Mulliez was appointed to the Board 
and the Committee on 6 May 2016.

3.  Victoire de Margerie stepped down from the 
Board and the Committee on 4 February 2016.

4.  Andrew Reynolds Smith stepped down from 
the Board and the Committee on 6 May 2016.
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Summary of shareholder voting at the 2016 AGM
The following table shows the results at the 2016 AGM of the binding vote on the Remuneration Policy, the advisory vote on the 2015 Annual 
Report on Remuneration and the binding vote on an amendment to the LTIP.

Resolution For Against Withheld 1

Remuneration Policy 98.86% 1.14% 932,484
Annual Remuneration on Remuneration 98.56% 1.44% 1,073,981
Amendment to the LTIP 98.85% 1.15% 929,576

1. Votes ‘withheld’ are not votes in law and, therefore, have not been included in the calculation of the proportion of votes ‘for’ or ‘against’ the resolution.

Single total figure of remuneration for executive Directors
The auditors are required to report on the information in this table.

The table below sets out a single figure for the total remuneration received by each executive Director for the year ended 31 December 2016 
and the prior year.

Pete Raby 1 Peter Turner 2 Kevin Dangerfield 3 Andrew Hosty 4

2016 2015 2016 2015 2016 2015 2016 2015

1. Salary £470,000 £195,833 £278,878  – £80,625 £403,438 £6,808 £380,833
2. Benefits £13,482 £5,531 £8,767  – £3,482 £12,641 £39 £12,676
3. Bonus £208,210 £97,721 £145,241  – £41,360 £197,281  – £186,227
4. BDSMP  –  –  –  –  –  –  –  – 
5. LTIP  –  –  –  –  –  – £22,455  –
6. Pension £94,000 £39,167 £55,776  – £41,469 £81,373 £3,894 £81,228
7. Other £1,800 £450,000  –  –  –  –  –  –
Total £787,492 £788,252 £488,662  – £166,936 £694,733 £33,196 £660,964 

1. Pete Raby joined the Group on 1 August 2015. His remuneration for 2015 reflects the period 1 August to 31 December 2015.
2. Peter Turner joined the Group on 11 April 2016. His remuneration for 2016 reflects the period 11 April to 31 December 2016.
3.  Kevin Dangerfield left the Group on 31 March 2016. Details shown above are for the period 1 January to 31 March 2016. For further details regarding Kevin Dangerfield’s leaving 

arrangements, please see page 83.
4.  Andrew Hosty left the Group on 8 January 2016. Details shown above are for the period 1 January to 8 January 2016. For further details regarding Andrew Hosty’s leaving 

arrangements, please see page 83.

The figures have been calculated as follows:

1.  Base salary: amount earned for the year. 

2  Benefits: the taxable value of benefits received in the year. Includes private medical insurance and a company car (or car allowance).

3.  Annual bonus: the total bonus earned on performance during the year. The maximum opportunity in 2016 for each executive Director 
was 150% of the total salary earned during the 2016 year. At the Committee’s discretion, Kevin Dangerfield remained eligible for a pro rata 
bonus in relation to the 2016 financial year. Andrew Hosty did not participate in the annual bonus scheme for the 2016 financial year.

4.  BDSMP: no matching share awards were made to executive Directors under the 2014 BDSMP. Andrew Hosty participated in the 2013 
BDSMP, under which matching share awards lapsed based on performance over the three-year period to 31 December 2015 (as disclosed 
in last year’s Remuneration Report). 

5.  LTIP: the estimated value on 31 December 2016 of 2014 LTIP shares vesting in 2017 subject to performance over the three-year period 
ended 31 December 2016. The 2015 value represents the actual value of 2013 LTIP shares at vesting (on 28 February 2016), which lapsed 
based on performance over the three-year period to 31 December 2015.

6.  Pension: in respect of Pete Raby and Peter Turner, the figure is a cash allowance in lieu of pension. In respect of Kevin Dangerfield and 
Andrew Hosty, the figure is 20 times the increase in the value of their accrued benefit (net of inflation) over the year, less Directors’ 
contributions, plus the value of any Company contribution.

7.  Other: for Pete Raby comprises the value of Sharesave options granted in the year, based on the embedded value at grant (20% of the 
grant-date share price multiplied by the number of options granted). Full details of executive Director Sharesave options are available on 
pages 88 to 90 of the Annual Report on Remuneration.

  For Pete Raby in 2015, reflects the value at grant of the one-off restricted share awards on recruitment disclosed in the 2015 Annual Report 
on Remuneration. This value comprises a one-off cash award of £50,000, and a restricted share award with a face-value on grant of 
£400,000. The first tranche of Pete Raby’s restricted share award vested on 31 December 2016, with the remainder due to vest on 
31 December 2017, subject to his continued employment with the Group.
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Incentive outcomes for the year ended 31 December 2016
Annual bonus in respect of 2016 performance
Targets for the annual bonus are set by the Remuneration Committee, taking into account the short- and long-term requirements of the Group. 
Challenging goals are set, which must be met before any bonus is paid. This approach is intended to align executive reward with shareholder 
return by rewarding the achievement of ‘stretch’ targets.

For 2016, the bonus targets for the executive Directors were split between Group EBITA before restructuring (weighted 40%), cash generation 
(weighted 40%) and individual strategic personal objectives (weighted 20%). The targets were set to incentivise the executive Directors to deliver 
stretching profit and cash performance for the Group. 

In addition to the achievement of the targets set, in considering any awards to be made, the Committee also takes into account the quality of the 
overall performance of the Group.

The table that follows sets out retrospectively the assessment of performance relative to the 2016 bonus targets for the executive Directors. Actual 
bonus payments are shown in the single total figure of remuneration table above. Andrew Hosty did not participate in the annual bonus scheme 
for the 2016 financial year.

Performance measure

Performance range

% of maximum 
bonus element

Threshold 
(0% payout)

Maximum 
(100% payout)

Actual 
performance 

outcome
% payout 

of element
% salary 

earned

Group EBITA 40% £100.4m £113.65m £101.9m 11.3% 6.8%
Cash generation 40% £121.0m £133.0m £124.5m 29.2% 17.5%
Personal objectives

Pete Raby 20% Please see narrative below  
for further details on objectives 
and performance against these

66.7% 20%
Peter Turner 20% 86.7% 26%
Kevin Dangerfield 1 20% 90.0% 27% 2

1. Kevin Dangerfield left the Group on 31 March 2016 and was eligible for a pro-rated discretionary cash bonus for the first quarter only of the 2016 year.
2. Personal objective performance for Kevin Dangerfield was agreed at the point of termination and set at 27% out of the maximum 30%. 

% of salary earned

Overall outcome
Maximum bonus 

(% salary) Group EBITA * Cash generation Personal Total outcome Total payable

Pete Raby 150% 6.8% 17.5% 20% 44.3% £208,210
Peter Turner 150% 6.8% 17.5% 26% 50.3% £145,241
Kevin Dangerfield 1 150% 6.8% 17.5% 27% 51.3% £41,360

Note: For both the EBITA* and cash generation metrics, there was a straight-line payout between the threshold and maximum figures and all figures were calculated using 2016 budgeted 
exchange rates.
1. Kevin Dangerfield left the Group on 31 March 2016 and was eligible for a pro-rated discretionary cash bonus for the first quarter only of the 2016 year.

Pete Raby’s personal objectives were based on six main priorities: (1) drive improvement in the safety culture and behaviours of the Group,  
(2) talent management, (3) efficiency and on-time delivery performance, (4) technology priorities and performance, (5) sales effectiveness and 
(6) portfolio management. Pete delivered most of these priorities during 2016, notably including the targeted improvement in Health and Safety 
performance of the Group, the acceleration of the technology management and steady improvement in efficiency and delivery over the year 
leading to close-to-target attainment. Further, Pete continued to build his Executive team during 2016. The payout of this element was adjudicated 
at two-thirds of maximum, reflecting that some actions will continue into 2017.

Peter Turner’s personal objectives after joining in the second quarter of 2016 were based on six main priorities: (1) drive improvement in the safety 
culture and behaviours for the group, (2) develop the finance strategy for the group, (3) support group strategy implementation & development, 
(4) improve management information, (5) develop the finance team and (6) improve cash management. Payout of this element was adjudicated 
at 86.7% of maximum, reflecting that Peter delivered against these objectives with most being met in full, particularly delivering against the financial 
management strategy, execution in the business and developing the finance function. Further, Peter Turner supported the continued development 
of the Group corporate strategy and execution against that, partnering with the CEO. 

Performance against Kevin Dangerfield’s personal objective was assessed at the point he left the Group and the payout confirmed as being 
90% of that element.
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2014 LTIP award vesting 
Awards granted to executive Directors in 2014 were subject to relative TSR performance, EPS growth and Group average ROCE* over a three-
year period ended 31 December 2016. The EPS target (applying to one-third of each award) required three-year EPS growth of 8% per annum for 
30% of that element to vest, rising to full vesting for EPS growth of 15% pa or higher. Over the period Morgan Advanced Materials plc’s actual EPS 
growth was below threshold and accordingly none of the award will vest under this criterion.

The TSR target (applying to one-third of each award) required Morgan Advanced Materials plc’s three-year TSR performance to rank at median 
against constituents of the FTSE All-Share Industrials Index for 30% of that element to vest, rising to full vesting if Morgan Advanced Materials plc’s 
TSR ranked at or above the upper quartile against this Index. Morgan Advanced Materials plc’s TSR was 7%, which was at the 53rd percentile 
versus the FTSE All-Share Industrials Index. Accordingly, this warrants 38.1% vesting of the TSR element of the 2014 LTIP.

The Group average ROCE* target (applying to the remaining one-third of each award) required three-year Group average ROCE* of 33% for 30% 
of that element to vest, rising to full vesting for Group average ROCE* of 37% or higher. Morgan Advanced Materials plc’s Group average ROCE* 
was 25.6%, which was below the 33% threshold for this part of the award, and therefore none of the award will vest under this criterion.

This combined performance resulted in a partial vesting of the 2014 LTIP at 12.7%. Details of the awards to executive Directors are set out in the 
table below 1:

Director

Maximum 
potential LTIP 

award 4

Maximum 
potential 

LTIP-CSOP 
award

LTIP award 
vested

LTIP-CSOP 
award vested

LTIP-CSOP 
award exercised 5 Date of vesting 

Kevin Dangerfield 2 – – – – – 28 February 2017
Andrew Hosty 3 93,101 7,883 – – 28 February 2017

1.  Pete Raby and Peter Turner had not joined the Board in 2014 and are therefore did not participate in this cycle. 
2.  Kevin Dangerfield’s awards lapsed in full when he left the Group on 31 March 2016 in line with the default provisions of the Policy. 
3.   In line with the default provisions of the Policy, Andrew Hosty was treated as a good leaver in respect of outstanding LTIP awards. Andrew Hosty’s original 2014 award was over 

93,101 shares, but this was pro-rated for time and reduced to 62,027 when he left the Group on 8 January 2016. The vesting of these awards remained subject to performance 
over the full performance period and will vest in line with the performance criteria achieved as described above. 

4. Calculated using the award price of £3.3834 (the average share price over the five dealing days from 21 February 2014 to 27 February 2014).

The interest in the 2014 LTIP retained by Mark Robertshaw (who left the Company on 31 December 2014) will vest in line with performance 
conditions and has been pro-rated according to time served. The vested amount of Mark Robertshaw’s 2014 LTIP Award will be 12.7 % of 
58,521 shares.

2015 recruitment award to Pete Raby
As disclosed in last year’s Remuneration Report, an award of 114,351 ordinary shares in the Company (valued on the date of award at £400,000, 
calculated using the share price on 3 August 2015 of £3.4980) was made to Pete Raby on 3 August 2015 in connection with his recruitment. This 
award was granted in accordance with Recruitment Policy, and was made in recognition of the fair value of incentive awards which he forfeited 
on leaving his former employer. The award vests in two tranches, on the dates set out below, subject to Pete Raby not having resigned or been 
dismissed in specified circumstances. There are no performance conditions attached to this award, reflecting the structure of the award forfeited 
on his joining Morgan.

Number of shares subject to award Shares released on vesting Vesting date

57,176 57,176 1 31 December 2016
57,175 – 31 December 2017

1.  The first tranche of the recruitment award to Pete Raby was released on 3 January 2017.

Pension
The auditors are required to report on the information in this table.

In the year under review, one of the four executive Directors, Kevin Dangerfield, participated in the Morgan Group Senior Staff Pension and 
Life Assurance Scheme (the Senior Scheme) which is a contributory, HMRC-registered, defined benefit, funded occupational pension scheme. 

With effect from 6 April 2006 the basis of the scheme switched from final salary to career average and the normal pension age increased 
by five years. Its main features are now: 

 > A normal pension age of 65.
 > Pension at normal pension age based on two-thirds of career average pensionable salary, for those with at least 20 years’ (26 years and 
eight months for joiners since 2006) potential service to age 65 on joining. 

 > Life assurance of four times basic salary.
 > Dependants’ pension on death.
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Pensionable salary in the Senior Scheme is the member’s basic salary restricted to an earnings cap of £117,375 for Kevin Dangerfield. 

Additional information

Executive Director

2016 
Value of increase 

in scheme benefit
 less Directors’ 

contributions 
£000

2015 
Value of increase 

in scheme benefit 
less Directors’ 
contributions 

£000

Accrued pension 
31 December 

2016 
£000 pa

Accrued pension 
31 December 

2015 
£000 pa

Kevin Dangerfield 14 27 49 49
Andrew Hosty 4 23 63 62

Pete Raby and Peter Turner each receive a cash allowance in lieu of pension of 20% of basic salary. They are not accruing benefits within the 
Senior Scheme.

Single total figure of remuneration for non-executive Directors
The auditor is required to report on the information in this table.

The table below sets out a single figure for the total remuneration received by each non-executive Director for the year ended 31 December 2016 
and the prior year. 

 

Andrew Shilston Douglas Caster Helen Bunch 1 Laurence Mulliez 2

2016 2015 2016 2015 2016 2015 2016 2015

1. Fee £178,500 £178,500 £63,000 £63,000 £39,890 – £30,670 –
2. Benefits – – – – – – – –
3. Pension – – – – – – – –
4. Bonus – – – – – – – –
5. BDSMP – – – – – – – –
6. LTIP – – – – – – – –
7. Other – – – – – – – –
Total £178,500 £178,500 £63,000 £63,000 £39,890 – £30,670 –

Victoire de Margerie 3 Andrew Reynolds Smith 5 Robert Rowley

2016 2015 2016 2015 2016 2015

1. Fee £3,917 £46,196 £16,571 £47,000 £55,000 £55,000
2. Benefits – – – – – –
3. Pension – – – – – –
4. Bonus – – – – – –
5. BDSMP – – – – – –
6. LTIP – – – – – –
7. Other – £5,329 4 – – – –
Total £3,917 £51,525 £16,571 £47,000 £55,000 £55,000

1. Helen Bunch was appointed to the Board on 24 February 2016. 
2. Laurence Mulliez was appointed to the Board on 6 May 2016.
3.  Victoire de Margerie stepped down from the Board on 4 February 2016.
4.  Payments made on behalf of Victoire de Margerie by the Company in respect of UK tax filings.
5.  Andrew Reynolds Smith stepped down from the Board on 6 May 2016.
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Scheme interests awarded in 2016
2016 LTIP awards
In 2016, Pete Raby and Peter Turner were granted awards under the LTIP as follows:

Executive Director

Value of awards at grant

Number of LTIP 
shares granted *

Number of 
LTIP-CSOP 

shares granted 1 £
as % of 2016 

annualised salary Date of vesting

Pete Raby 292,022 – 705,000 150% 23 May 2019
Peter Turner 226,783 12,426 577,500 150% 23 May 2019

1. Calculated using the award price of £2.4142 (the average share price over the five dealing days from 16 to 20 May 2016).

The Committee discusses and reviews the performance criteria for new three-year LTIP awards before they are granted. For the awards granted in 
2016, the Committee considered the balance of measures in light of the Group’s business plan and shareholder feedback, and decided to maintain 
the equal (one-third) weighting of the three performance criteria introduced in 2012. 

For the 2016 LTIP award, the TSR element was split into two parts; one half of this element will vest based on Morgan’s TSR performance relative 
to the constituents of the FTSE All-Share Industrial Index (comprising 118 companies) and one half will vest based on Morgan’s TSR performance 
relative to a tailored comparator group of 17 industry comparators. 

The table below sets out the targets attaching to 2016 LTIP awards:

TSR vs FTSE All-Share 
Industrials Index 

% of award 
that vests TSR vs peer group

% of award 
that vests EPS growth

% of award 
that vests Group ROCE*

% of award 
that vests

Upper quartile 16.67% Upper quartile 16.67% 11% pa 33.33% 33% 33.33%
Median 4.17% Median 4.17% 4% pa 8.33% 27% 8.33%
Below median Nil Below median Nil < 4% pa Nil < 27% Nil

Exit payments made in year
The auditor is required to report on the information in this table.

Kevin Dangerfield
Kevin Dangerfield left the Group on 31 March 2016. Details of payments made to Kevin Dangerfield relating to his termination of employment were 
published on 24 March 2016. In accordance with the terms of his service agreement, Kevin Dangerfield received a one-off payment of £87,360 in 
connection with the termination of his employment and the Group agreed to make three payments to Kevin Dangerfield in lieu of notice for the 
remainder of his contractual notice period, comprising base salary, the cash equivalent of pension contributions and other benefits. The Company 
also agreed to pay outplacement fees up to £20,000. The first of the payments, relating to termination, was made on his termination date and 
totalled £151,076 along with a payment for accrued but unused holiday of £7,442. The two subsequent payments were due to be for £141,076 each 
and the last was due to be made no later than November 2016. It was further determined that, if Kevin Dangerfield was to obtain an alternative 
remunerated position prior to 31 March 2017 the Group was entitled to make a corresponding reduction to these payments. Following Kevin 
Dangerfield’s appointment to Laird PLC as CFO on 17 October 2016 the final payment of £141,706 was not paid. All unvested share awards to 
Kevin Dangerfield lapsed upon termination of his employment. It was agreed that Kevin Dangerfield would be entitled to a pro rata bonus payment 
for the 2016 bonus plan year, the value of which is disclosed in the single total figure of remuneration for executive Directors on page 79 (along with 
the remuneration received by Kevin Dangerfield in respect of his employment from 1 January to 31 March 2016). 

Andrew Hosty
Andrew Hosty left the Group on 8 January 2016 as a result of the role of COO being made redundant. Details of payments due to him on 
cessation of employment were published on 2 October 2015. In accordance with the terms of his service agreement, the Company agreed to 
make three equal payments to Andrew Hosty in lieu of notice for the remainder of his contractual notice period, comprising base salary, the cash 
equivalent of pension contributions and other benefits. This totalled £104,468.02 for each instalment. The first of these payments was made on his 
termination date and the last was made in July 2016. The Company also made a lump sum payment for accrued but unused holiday of £24,507.72, 
and paid overall outplacement fees of £39,000 on Andrew Hosty’s behalf. In response to the fact that the Company incurred outplacement fees 
in excess of the amount of £20,000 previously agreed with Andrew Hosty, Andrew Hosty’s gross payment in lieu of notice was therefore reduced 
by £19,000. Because his termination was as a result of redundancy, the Committee agreed to apply the good leaver provisions set out in the 
Remuneration Policy (pro-rated for time, and subject to performance measures, as approved by shareholders) for his retained share awards. 
Details of these unvested awards are shown in the corresponding tables on page 90.
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Payments to past Directors
The auditor is required to report on the information in this table.

Other than the payments set out in the section above, 12.7% of the time pro-rated interest in the 2014 LTIP retained by Mark Robertshaw (who 
left the Company on 31 December 2014) will vest in early 2017, in line with the Group’s performance over the completed performance period. 
The number of shares vesting to Mark Robertshaw will be 7,432 shares. Mark Robertshaw has no outstanding interests in the LTIP.

No payments were made to past Directors in the 2016 financial year.

External appointments 
Details of external appointments held by executive Directors and the fees retained in 2016 are provided in the table below:

Executive Director Company Role Fees retained

Kevin Dangerfield 1 e2v Technologies plc Non-executive Director £11,875
Andrew Hosty 2 Consort Medical plc Non-executive Director £888
Pete Raby – – –
Peter Turner 3 – – –

1. Kevin Dangerfield left the Group on 31 March 2016.
2. Andrew Hosty left the Group on 8 January 2016.
3. Peter Turner joined the Group on 11 April 2016.

Implementation of Remuneration Policy for 2017
Base salary
In line with the Remuneration Policy, executive Directors’ salaries were reviewed by the Committee and increased for 2017. The table below 
shows the base salaries in 2016, and those which took effect from 1 January 2017: 

Executive Director Position

Base salary at:

Increase1 January 2017 1 January 2016

Pete Raby CEO £495,000 £470,000 5.3%
Peter Turner 1 CFO £392,700 £385,000 1 2.0%

1. Peter Turner was appointed to the Board on 11 April 2016. The above figure is an annualised amount.

As disclosed in the 2015 Remuneration Report, the Committee set Pete Raby’s salary at a below-market positioning on appointment as Group 
CEO in 2015, and maintained it at this level for the 2016 financial year. The Committee and Board as a whole have been delighted by Pete Raby’s 
performance and contribution to date in the role against the agreed strategic objectives. In line with the Group’s philosophy of linking salary increases 
to individual performance (in 2016, merit increases averaged 1.9% across the global employee population) the Committee has agreed that an 
above-inflation increase to Pete Raby’s salary (by 5.3% to £495,000) is appropriate for the 2017 financial year. Future above-inflation increases 
will continue to be based on Pete Raby’s performance in the role and the performance of the Group. The rationale for any future increases will 
be disclosed in the relevant Annual Report on Remuneration.

In agreeing the increase awarded to Peter Turner, the Committee has been mindful of the range of increases to be awarded across the Group 
of 2% – 2.5% on average in 2017, as well as Peter Turner’s strong performance in the role since his appointment.

Pension
Pete Raby and Peter Turner will continue to receive a cash allowance in lieu of pension worth 20% of salary.

Annual bonus in respect of 2017 performance
The maximum bonus opportunity remains at 150% of salary with 33% of any bonus result deferred into shares for a further three-year period.

The only change proposed to the annual bonus for the 2017 financial year is to measure cash generation (defined as EBITA plus depreciation and 
adjusted for the impact of working capital movements, and weighted 40% of the total bonus opportunity) against quarterly cumulative targets as 
well as over the complete financial year. For every quarterly target that is missed, the payout warranted for full-year performance under this element 
will be reduced by 10%. The Committee believes that this approach better incentivises management to maintain focus on operating efficiency 
in difficult markets, as generating cash continues to be an important aspect of Group performance. EBITA will also continue be weighted at 40%, 
with the remaining 20% of the bonus opportunity continuing to be based on strategic personal objectives. 
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The actual performance targets set at the beginning of the performance period are not disclosed as they are considered commercially sensitive 
at this time, given the close link between performance measures and the Group’s longer-term strategy. This is particularly relevant in the context 
of some of the Group’s close and unlisted competitors who are not required to disclose such information, and for whom the assumptions in 
our targets would provide valuable information in the current trading year. We will disclose these targets retrospectively, a practice we have 
implemented since 2013, at such time as these targets have become less commercially sensitive, and within three years of the end of the 
performance year.

2017 LTIP awards 
In March 2017, Pete Raby and Peter Turner will be granted awards under the 2017 LTIP with face value of 150% of their respective base  
salaries for 2017. The three-year performance period over which performance will be measured begins on 1 January 2017 and will end 
on 31 December 2019. Further details of the awards will be disclosed in next year’s report. 

The performance measures are detailed below:
 > The relative TSR element of the LTIP will remain equally split between two comparator benchmarks to ensure the relevance and robustness 
of the TSR element. The two comparator benchmarks are the constituents of the FTSE All-Share Industrials Index and the following tailored 
group of international sector comparators: BASF, Carborundum, Ibiden, Imerys, Krosaki Harima, LyondellBasell, Magnesita, Mersen, Minerals 
Technologies, RHI, SGL Carbon, Sumitomo Chemical, Toyo Tanso, Worley Parsons, Vesuvius and Victrex. British Polythene Industries has 
been removed from the comparator group following its acquisition by RPC Group. Each TSR element will operate independently, with vesting 
determined based on Morgan’s TSR rank relative to constituents of each TSR benchmark. The performance range for each element will 
remain median to upper quartile.

 > From 2017 Return on Invested Capital* (ROIC) will be used rather than ROCE *, as in previous cycles. ROIC * will include total intangible assets 
in the definition of capital employed. The Board considers ROIC * to be a more complete measure of value creation because it measures the 
efficiency of Morgan’s total capital base, rather than its operational capital base only. The calculation will be based on a 12-month average asset 
value to mitigate the impact of exchange rate fluctuations in the year, and any goodwill write-offs that occur during the performance period will 
be added back to the capital base.

 > The EPS performance range remains unchanged to support the Group’s strategy for sustainable long-term growth over the next three years 
whilst continuing to represent an appropriately demanding target.

 > For all three measures, awards will continue to vest on a straight-line basis between threshold and maximum, with 25% of each element 
vesting at threshold.

 > For the 2017 LTIP cycle, and in response to shareholder feedback, executive Directors will be required to hold any vested 2017 LTIP awards 
for an additional two-year period. Vested awards that are subject to the holding period will remain subject to clawback in line with our Policy, 
but will not be forfeitable on cessation of employment.

Chairman and non-executive Director fees
The Chairman’s and non-executive Directors’ fees were reviewed in December 2016. The following fees will apply in 2017:

Role 2016 fee pa 2017 fee pa Increase

Chairman £178,500 £182,100 2%
Non-executive Director £47,000 £47,940 2%
Committee chairman (additional fee) £8,000 £8,000 0%
Senior Independent Director (additional fee) £8,000 £8,000 0%

Percentage change in CEO remuneration
The table below shows the percentage change in CEO remuneration (from 2015 to 2016) compared to the average percentage change in 
remuneration for other UK-based employees over the same period. The UK employee workforce was chosen as a suitable comparator group as 
the CEO is based in the UK (albeit with a global role and responsibilities) and pay changes across the Group vary widely depending on local market 
conditions. Although similar remuneration principles apply across the wider Group, pay decisions for this subset are impacted by similar external 
market forces (eg wage inflation, local practice with respect to the provision of benefits, etc.).

Elements of remuneration

CEO 

% change

% change in 
2016 (vs 2015) 

for other 
employees2016 2015 1

Base salary received during the year £470,000 £470,000 0% 1.7%
Taxable benefits (excluding pension) £13,482 £13,274 1.6% 6.9%
Annual bonus £208,210 £234,530 -11.2% 56.7%

1. Pete Raby commenced employment on 1 August 2015. The 2015 figures have been annualised.
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Relative importance of spend on pay
The graphs below show shareholder distributions (ie dividends and share buybacks) and total employee pay expenditure for the financial years 
ended 31 December 2015 and 31 December 2016, and the percentage change year on year.

2016

2015

31.4

31.4

SHAREHOLDER DISTRIBUTIONS
£m

No change

2016

2015

332.7

299.7

TOTAL EMPLOYEE PAY EXPENDITURE
£m

11.0% change

Total employee pay across the Group has increased by 11% to £332.7 million (2015: £299.7 million). This increase was as a result of the decline in 
the value of sterling against other currencies, with much of the Group’s businesses being denominated in non-sterling currencies.

Advisers
Kepler was appointed by the Committee in 2010 as its executive remuneration adviser and was retained during the most recent financial year. 
In 2016, Kepler, now a brand of Mercer, provided independent advice on performance measurement, the setting of incentive targets, TSR analysis 
and the structure of long-term incentives, and provided market data in respect of senior executive remuneration and non-executive Director fees. 
Kepler reports directly to the Chairman of the Remuneration Committee and does not provide any other material services to the Group (nor does 
Kepler’s parent company, Mercer), and is considered to be independent. 

Kepler is a signatory to the Code of Conduct for Remuneration Consultants.

Fees paid during the year to advisers for advice to the Remuneration Committee, charged on a time and materials basis, were as follows:

Adviser Fees (incl. expenses, excl. VAT)

Kepler £54,550

Comparison of Company performance
The graph below shows the value, at 31 December 2016, of £100 invested in Morgan Advanced Materials plc’s shares on 31 December 2008 
compared with the current value of the same amount invested in the FTSE 350 Index. The FTSE 350 Index – of which the Company is a 
constituent – has been chosen because it is widely followed by the UK’s investment community and easily tracked over time.
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The table below details the CEO’s ‘single figure’ of remuneration over the same eight-year period.

2009 2010 2011 2012 2013 2014 2015 2016

CEO M Robertshaw M Robertshaw M Robertshaw M Robertshaw M Robertshaw M Robertshaw P Raby P Raby 
CEO single figure £676,512 £1,045,984 £3,371,302 £1,285,556 £648,932 £1,001,448 £788,252 £787,492
Annual bonus 

(% max) 20% 100% 100% 0% 0% 65% 50% 29.5% 1

BDSMP vesting 
(% max) n/a 0% 60% 100% 0% 0% n/a n/a

LTIP vesting (% max) n/a 0% 100% 50% 0% 0% n/a n/a

1.  Figure represents percentage achievement of maximum opportunity. Bonus maximum as a % of salary increased to 150% of base salary in 2016 compared to 100% in previous years. 
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Directors’ interests in shares
Shares owned outright
The auditor is required to report on the information in this table.

The shares held by each person who was a Director of Morgan Advanced Materials plc as at 31 December 2016 (together with shares held 
by their connected persons) in the Ordinary share capital of the Company:

As at 
1 January 2016 

or date of joining

As at 
31 December 2016 

or on leaving
As at 

23 February 2017 1

Executive Directors
Pete Raby 10,928 11,230 41,438
Peter Turner 2 – 40,000 40,000
Kevin Dangerfield 3 289,933 289,933 n/a
Andrew Hosty 4 138,368 138,368 n/a
Non-executive Directors    
Andrew Shilston 70,000 70,000 70,000
Douglas Caster – 9 18,000 18,000
Victoire de Margerie 5 2,000 2,000 n/a
Helen Bunch 6,9 – 9 – 9 – 9

Laurence Mulliez 7, 9 – 9 – 9 – 9

Andrew Reynolds Smith 8 5,000 5,000 n/a
Rob Rowley – 9 5,000 5,000

1. The date of this Report.
2. Peter Turner joined the Board on 11 April 2016.
3. Kevin Dangerfield stepped down from the Board on 31 March 2016.
4. Andrew Hosty stepped down from the Board on 8 January 2016.
5. Victoire de Margerie stepped down from the Board on 4 February 2016.
6. Helen Bunch was appointed to the Board on 24 February 2016.
7. Laurence Mulliez was appointed to the Board on 6 May 2016.
8. Andrew Reynolds Smith stepped down from the Board on 6 May 2016.
9. Directors’ qualifying shareholding requirement removed when the Company’s current Articles of Association were approved by shareholders at the 2013 AGM.

Executive Directors’ shareholding guidelines
The table below shows the shareholding of each executive Director against their respective shareholding guideline as at 31 December 2016 or date 
of leaving.

Shareholding 
guideline 

(% 2016 salary)

Shares 
owned 

outright

Shares 
subject to 

performance 1

Performance -
tested but 

unvested shares

Shares subject 
to BDSMP 

deferral 2

Options 
vested but 

unexercised 3

Current 
shareholding 

(% 2016 salary) 4
Guideline 

met?

Pete Raby 5 200% 41,438 428,261 57,175 – – 25% Building
Peter Turner 6 200% 40,000 239,209 – – – 30% Building
Kevin Dangerfield 7 100% 289,933 – – 7,830 3,515 210% Yes
Andrew Hosty 8 100% 138,368 228,377 134,405 3,961 3,653 92% No

1. 2015 and 2016 LTIP and LTIP-CSOP awards.
2. Estimated net number of shares voluntarily deferred under the BDSMP. 
3. Options granted under the Sharesave scheme for Pete Raby.
4. Based on an executive Director’s 2016 salary and the share price at 31 December 2016, comprising shares owned outright and shares subject to deferral. 
5. Pete Raby joined the Board on 1 August 2015. His performance-tested but unvested share award relates to the recruitment share award made on 3 August 2015.
6. Peter Turner joined the Board on 11 April 2016. 
7. Kevin Dangerfield stepped down from the Board on 31 March 2016.
8. Andrew Hosty stepped down from the Board on 8 January 2016.

Unless otherwise stated, figures given in the tables on pages 88 to 90 are for shares or interests in shares.
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Pete Raby
The auditor is required to report on the information in this table.

LTIP

Status at 31 December 2016 Plan

As at 
1 January 

2016

Allocations 
during 

the year

Released 
during 

the year

Lapsed 
during 

the year

As at 
31 December

 2016

Market price 
at date of 
allocation

Market price 
on date 

of release
Performance 

period

Subject to performance 
conditions

2015 127,543  – – – 127,543 344.98p – 01.01.15 – 31.12.17
2015

 Funding 8,696  – – – 8,696 344.98p – 01.01.15 – 31.12.17
2016 – 292,022 – – 292,022 241.42p – 01.01.16 – 31.12.18

Share options

Status at 31 December 2016 Plan

As at 
1 January 

2016

Allocations 
during 

the year

Released 
during 

the year

Lapsed 
during 

the year

As at 
31 December

2016

Market price 
at date of 
allocation

Market price 
on date 

of release
Performance 

period

Subject to performance 
conditions

2015 
LTIP-CSOP 8,696 – – – 8,696 344.98p – 01.01.15 – 31.12.17

Subject to continued 
service only

2016
 Sharesave – 3,862 – – 3,862 233.00p – 01.12.16 – 30.11.19

Recruitment award

Status at 31 December 2016 Plan

As at 
1 January 

2016

Allocations 
during 

the year

Released 
during 

the year

Lapsed 
during 

the year

As at 
31 December

2016

Market price 
at date of 
allocation

Market price 
on date 

of release
Performance 

period

Subject to continued 
service only

2015 – 
Tranche 1 57,176  – – 1 – 57,176 349.80p 286.85p –

2015 – 
Tranche 2 57,175 – – – 57,175 349.80p – –

Total interests in share plans
As at 1 January 2016 As at 31 December 2016

259,286 2 555,170 2

1. Tranche 1 of the recruitment award to Pete Raby was subsequently released on 3 January 2017.
2.  Includes a funding award of 8,696 shares to be used to the extent required to pay the exercise price arising on exercise of the CSOP and therefore not transferable to Pete Raby.

Peter Turner 1

The auditor is required to report on the information in this table.

LTIP

Status at 31 December 2016 Plan

As at 
11 April 

2016

Allocations 
during

 the year

Released 
during 

the year

Lapsed 
during 

the year

As at 
31 December

2016

Market price 
at date of 
allocation

Market price
 on date 

of release
Performance 

period

Subject to performance 
conditions

2016  – 226,783 – – 226,783 241.42p – 01.01.16 – 31.12.18
2016

 Funding  – 12,426 – – 12,426 241.42p – 01.01.16 – 31.12.18

Share options

Status at 31 December 2016 Plan

As at 
11 April 

2016

Allocations 
during 

the year

Released 
during 

the year

Lapsed 
during 

the year

As at 
31 December

2016

Market price 
at date of 
allocation

Market price 
on date 

of release
Performance 

period

Subject to performance 
conditions

2016 
LTIP-CSOP – 12,426 – – 12,426 241.42p – 01.01.16 – 31.12.18

Total interests in share plans

As at 11 April 2016 As at 31 December 2016

– 251,635 2

1. Peter Turner joined the Board on 11 April 2016.
2.  Includes a funding award of 12,426 shares to be used to the extent required to pay the exercise price arising on exercise of the CSOP and therefore not transferable to Peter Turner. 
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Kevin Dangerfield 1

The auditor is required to report on the information in this table.

LTIP

Status at 31 December 2016 Plan

As at 
1 January

 2016

Allocations
 during 

the year

Released
 during 

the year

Lapsed 
during 

the year

As at 
31 December

 2016

Market price 
at date of 
allocation

Market price 
on date 

of release Performance period

No further performance 
conditions, lapsed 

2013 100,147 – – 100,147 – 279.06p – 01.01.13 – 31.12.15
2013

 Funding 1,981 – – 1,981 – 279.06p – 01.01.13 – 31.12.15

Subject to performance 
conditions

2014 81,436 – – 81,436 – 338.34p – 01.01.14 – 31.12.16
2014

 Funding 7,232 – – 7,232 – 338.34p – 01.01.14 – 31.12.16
2015 95,715 – – 95,715 – 329.10p – 01.01.15 – 31.12.17

Bonus Deferral Share Matching Plan

Status at 31 December 2016 Plan

As at 
1 January

 2016

Allocations
 during 

the year

Released
 during 

the year

Lapsed 
during 

the year

As at 
31 December

 2016

Market price 
at date of 
allocation

Market price 
on date 

of release Performance period

Subject to performance 
conditions

2015
 Investment 14,755 – 14,755 – – 347.50p 237.70p 01.01.15 – 31.12.17

2015
 Matching 44,325 – – 44,325 – 347.50p –

2015 
Dividends 2 – 538 538 – – Various 3 237.70p

Share options

Status at 31 December 2016 Plan

As at 
1 January

 2016

Allocations
 during 

the year

Released
 during 

the year

Lapsed 
during 

the year

As at 
31 December

 2016

Market price 
at date of 
allocation

Market price 
on date 

of release Performance period

No further performance 
conditions, lapsed

2013 LTIP
 CSOP 1,981 – – 1,981 – 279.06p – 01.01.13 – 31.12.15

Subject to performance 
conditions

2014 
LTIP-CSOP 7,232 – – 7,232 – 338.34p – 01.01.14 – 31.12.16

Subject to continued 
service only

2014
 Sharesave 3,515 – – 3,515 – 256.00p – 01.12.14 – 30.11.17

Total interests in share plans
As at 1 January 2016 As at 31 December 2016

358,339 4 –

1. Kevin Dangerfield left the Group on 31 March 2016.
2. Dividend shares received on 2015 investment shares.
3.  The price used for BDSMP dividend shares is the closing price of one Morgan Advanced Materials plc ordinary share trading on the London Stock Exchange on the dividend payment date.
4. Includes a funding award of 9,213 shares to be used to the extent required to pay the exercise price arising on exercise of the CSOP and therefore not transferable to Kevin Dangerfield.
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Andrew Hosty 1

The auditor is required to report on the information in this table.

LTIP

Status at 31 December 2016 Plan

As at 
1 January 

2016

Allocations 
during 

the year

Released 
during 

the year

Lapsed 
during 

the year

As at 
31 December 

2016

Market price 
at date of 
allocation

Market price 
on date 

of release Performance period 

No further performance 
conditions, lapsed

2013 101,233 – – 101,233 – 279.06p – 01.01.13 – 31.12.15
2013

 Funding 10,750 – – 10,750 – 279.06p – 01.01.13 – 31.12.15
Subject to performance 
conditions

2014 93,101 – – 31,034 62,067 338.34p – 01.01.14 – 31.12.16
2015 95,715 – – 63,810 31,905 329.10p – 01.01.15 – 31.12.17

Bonus Deferral Share Matching Plan

Status at 31 December 2016 Plan

As at 
1 January

 2016

Allocations 
during 

the year

Released 
during 

the year

Lapsed 
during 

the year

As at 
31 December 

2016

Market price 
at date of 
allocation

Market price 
on date 

of release Performance period

No further performance 
conditions, lapsed

2013 
Investment 7,474 – 7,474 – – 286.40p 277.00p 01.01.13 – 31.12.15

2013
 Matching 22,422 – – 22,422 – 286.40p –

2013 
Dividends 2 – 809 809 – – Various 3 277.00p

Share options

Status at 31 December 2016 Plan

As at 
1 January 

2016

Allocations 
during 

the year

Released 
during 

the year

Lapsed 
during 

the year

As at 
31 December 

2016

Market price 
at date of 
allocation

Market price 
on date 

of release Performance period

No further performance 
conditions, lapsed

2013 
LTIP-CSOP 10,750 – – 10,750 – 279.06p – 01.01.13 – 31.12.15

Subject to continued 
service only

2014
 Sharesave 2,812 – – – 2,812 256.00p – 01.12.14 – 30.11.17

Total interests in share plans
As at 1 January 2016 As at 31 December 2016

344,257 4 96,784  

1. Andrew Hosty left the Group on 8 January 2016.
2. Dividend shares received on 2013 Investment shares. 
3.  The price used for BDSMP dividend shares is the closing price of one Morgan Advanced Materials plc ordinary share trading on the London Stock Exchange on the dividend payment date. 
4. Includes a funding award of 10,750 shares to be used to the extent required to pay the exercise price arising on exercise of the CSOP and therefore not transferable to Andrew Hosty.
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Details of plans
LTIP
Plan Details

2014 – 2016

Awards granted to executive Directors in 2014 are subject to relative TSR, EPS and ROCE*. The EPS target (applying to a third 
of each award) requires three-year EPS growth above a threshold of 8% pa of that element to vest, commencing at 30% vesting 
for that element, and rising to full vesting for EPS growth of 15% pa or higher. The TSR target (applying to another third of 
each award) requires Morgan Advanced Materials’ three-year TSR performance to rank at median against the FTSE All-Share 
Industrials Index for 30% of that element to vest, rising to full vesting if Morgan Advanced Materials’ TSR ranks at or above 
the upper quartile against the companies in this Index. The ROCE* element has been set for a 33–37% pa range, vesting 
on a straight-line basis, with 30% of the measure vesting at the 33% threshold. ROCE* is measured in the final year of the 
performance period. 

The 2015 awards were on the same basis as the 2014 awards described above, except that the EPS target range was 6% – 15% 
pa and the ROCE* target range was 27% – 33% in the final year of the performance period.

The 2016 awards were on the same basis as the 2015 awards described above, except that the EPS target range was 4% – 11% 
pa, the ROCE* target remained at 27% – 33% but with vesting at threshold for each element reduced from 30% to 25%. The 
TSR element was extended to include two comparator groups as detailed earlier in this Report with vesting at threshold also 
reduced to 25% of that element.

Bonus Deferral Matching Plan
Plan Details

2015

Deferral of bonus on a gross basis. Matching awards granted to executive Directors in 2015 are subject to three-year EPS 
growth. The EPS target requires three-year EPS growth above a threshold of 8% pa before any matching, 12% pa for a 
1x match, 16% pa for a 2x match, and 20% pa or higher for a 3x match.

There is straight-line vesting between these points.

There were no further awards made under the Bonus Deferral Matching Plan after 2015.

Share options
Plan Details

LTIP – CSOP

LTIP 2014: For the former CFO the award was structured as an Approved Performance Share Plan (APSP) and comprised 
three elements: (i) HMRC-approved options (CSOP) over shares to the value of up to £30,000 with an exercise price of 
338.34 pence per share; (ii) an LTIP award in the form of a conditional award of free shares to the value of the remainder of 
the award above this limit; and (iii) a funding award, also in the form of a conditional award of free shares, over such numbers 
of shares whose value at exercise at the approved option equals up to £30,000. For the COO, the 2014 award was structured 
as an LTIP award in the form of a conditional award of free shares.

The provisions of these CSOP options, funding awards and LTIP awards was linked so that the maximum aggregate number 
of shares that could be acquired on exercise of LTIP and CSOP awards (the funding award being used to pay the exercise price 
arising on exercise of the CSOP) was limited to that number of shares that had a market value on the date of the awards equal 
to 100% of Kevin Dangerfield’s 2013 base salary. Vested funding awards were not transferable to the participant.

LTIP 2015: The CEO’s award was structured as an APSP, as described above. Awards to other executive Directors were 
structured as an LTIP award in the form of a conditional award of free shares.

LTIP 2016: The CFO’s award was structured as an APSP, as described above. The award to the CEO was structured as an LTIP 
award in the form of a conditional award of free shares.

2014 Sharesave HMRC-approved all-employee Sharesave scheme. Exercise price set at 20% discount to share price on date of grant. 
Options vest after three years of continuous service and must be exercised within six months of vesting. Details of options 
held by Directors under Sharesave are outlined in the individual Director shareholding tables above. 

2015 Sharesave

2016 Sharesave

Other transactions involving Directors are set out in note 26 (Related Parties) to the financial statements. 

This Report was approved by the Board on 23 February 2017.

Signed on behalf of the Board

DOUGLAS CASTER
CHAIRMAN OF THE REMUNERATION COMMITTEE
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The Directors’ Report is required to be produced by law. The Financial 
Conduct Authority (FCA)’s Disclosure Guidance and Transparency 
Rules (DTRs) and Listing Rules (LRs) also require the Company to 
make certain disclosures.

Pages 52 to 95 inclusive (together with the sections of the Annual 
Report incorporated by reference) constitute a Directors’ Report that 
has been drawn up and presented in accordance with applicable law, 
and the liabilities of the Directors in connection with that Report are 
subject to the limitations and restrictions provided by that law.

The Company
Legal form of the Company
Morgan Advanced Materials plc is a company incorporated in England 
and Wales with company number 286773.

Name change
The Company changed its name to Morgan Advanced Materials plc 
(from The Morgan Crucible Company plc) on 27 March 2013.

Annual General Meeting
The Company’s 2017 AGM will be held on Friday 5 May 2017 at the 
offices of Addleshaw Goddard LLP, Milton Gate, 60 Chiswell Street, 
London EC1Y 4AG. A circular incorporating the Notice of AGM 
accompanies this Annual Report.

Statutory disclosures 
Amendment of the Articles of Association
The Company’s constitution, known as the Articles of Association 
(the ‘Articles’), is essentially a contract between the Company and 
its shareholders, governing many aspects of the management of the 
Company. It deals with matters such as the rights of shareholders, 
the appointment and removal of Directors, the conduct of the Board 
and general meetings and communications by the Company. 

The Articles may be amended by special resolution of the Company’s 
shareholders and are available on the Company’s website at  
www.morganadvancedmaterials.com.

Appointment and replacement of Directors
The Articles provide that the Company may by ordinary resolution at 
a general meeting appoint any person to act as a Director, provided 
that notice is given of the resolution identifying the proposed person 
by name and that the Company receives written confirmation of that 
person’s willingness to act as Director if he or she has not been 
recommended by the Board. The Articles also empower the Board 
to appoint as a Director any person who is willing to act as such. 
The maximum possible number of Directors under the Articles is 15. 
The Articles provide that the Company may by special resolution, 
or by ordinary resolution of which special notice is given, remove 
any Director before the expiration of his or her period of office. The 
Articles also set out the circumstances in which a Director shall vacate 
office. The Articles require that at each annual general meeting any 
Director who was appointed after the previous annual general meeting 
must be proposed for election by the shareholders. Additionally, any 
other Director who has not been elected or re-elected at one of the 
previous two annual general meetings must be proposed for re-
election by the shareholders. The Articles also allow the Board to 
select any other Director to be proposed for re-election. In each case, 
the rules apply to Directors who were acting as Directors on a specific 
date selected by the Board. This is a date not more than 14 days 
before, and no later than, the date of the notice of the annual 
general meeting.

Notwithstanding the provisions of the Articles, all the Directors will 
stand for election or re-election on an annual basis in compliance with 
the provisions of the UK Corporate Governance Code. Details of the 
career history of Directors in post as at the date of this Report, and 
the Board Committees on which they serve, can be found on pages 
54 and 55.

Results and dividends 
The total profit (profit attributable to owners of the parent and 
non-controlling interests) for the year ended 31 December 2016 
was £58.5 million (2015: £38.1 million). Profit before taxation for 
the same period was £87.9 million (2015: £59.0 million). Revenue 
was £989.2 million (2015: £911.8 million) and operating profit was 
£107.3 million (2015: £82.9 million). Basic earnings per share* 
from continuing operations was 18.4 pence (2015: 11.9 pence). 
Capital and reserves at the end of the year were £164.7 million 
(2015: £186.4 million). The total profit of £52.3 million will be 
transferred to equity.

The Directors recommend the payment of a final dividend at the rate 
of 7.0 pence per share on the Ordinary share capital of the Company, 
payable on 26 May 2017 to shareholders on the register at the close 
of business on 5 May 2017. Together with the interim dividend of 
4.0 pence per share paid on 25 November 2016, this final dividend, 
if approved by shareholders, brings the total distribution for the year 
to 11.0 pence per share (2015: 11.0 pence).

Directors
All those who served as Directors at any time during the year under 
review are set out on pages 54 to 55, with the exception of Andrew 
Hosty, Victoire de Margerie, Kevin Dangerfield and Andrew Reynolds 
Smith, who resigned from the Board on 8 January 2016, 4 February 
2016, 31 March 2016 and 6 May 2016 respectively.

Powers of the Directors
Subject to the Company’s Articles, UK legislation and any directions 
given by special resolution, the business of the Company is managed 
by the Board, which may exercise all the powers of the Company.

Directors’ interests
Details of Directors’ interests (and their connected persons’ beneficial 
interests) in the share capital of the Company are listed on page 87. 

Directors’ indemnities
The Company has entered into separate indemnity deeds with each 
Director containing qualifying indemnity provisions, as defined in 
Section 236 of the Companies Act 2006, under which the Company 
has agreed to indemnify each Director in respect of certain liabilities 
which may attach to each of them as a Director or as a former Director 
of the Company or any of its subsidiaries. The indemnity deeds were 
in force during the financial year to which this Directors’ Report relates 
and are in force as at the date of approval of the Directors’ Report.



93

  ANNUAL REPORT 2016 MORGAN ADVANCED MATERIALS

GOVERNANCE
O

VERVIEW
STR

ATEG
IC

 REPO
RT

G
O

VERN
AN

C
E

FIN
AN

C
IAL STATEM

EN
TS

Information required by LR 9.8.4R
There is no information required to be disclosed under LR 9.8.4R.

Human resources 
Details of the Group’s human resources policies and employee 
involvement are set out on pages 49 to 51.

There are no agreements between the Company and its Directors or 
employees providing for compensation for loss of office or employment 
(whether through resignation, purported redundancy or otherwise) 
that occurs because of a takeover bid.

Research and development
During the year, the Group invested £29.2 million (2015: £25.4 million) 
in research and development. The Group did not capitalise any 
development costs in 2016 (2015: nil).

Details of the Group’s research and development during the year are 
set out on pages 15 to 17.

Greenhouse gas emi ssions
Details of the Group’s annual greenhouse gas emissions are shown 
in the Environment, health and safety section on page 48.

Political donations
No political donations have been made. Morgan Advanced Materials plc 
has a policy of not making donations to any political party, representative 
or candidate in any part of the world.

Financial instruments 
Details of the Group’s use of financial instruments, together with 
information on policies and exposure to price, liquidity, cash flow, 
credit, interest rate and currency risks, can be found in note 20 on 
pages 130 to 138. All information detailed in this note is incorporated 
into the Directors’ Report by reference and is deemed to form part 
of the Directors’ Report.

Share capital and related matters
Share capital
The Company’s share capital as at 31 December 2016 is set out in note 
18 on pages 126 to 128. The Company’s Ordinary shares represent 
99.85% of the total issued share capital, with the 5.5% Cumulative 
First Preference shares representing 0.04% and the 5.0% Cumulative 
Second Preference shares representing 0.11%. The rights and obligations 
attaching to the Company’s Ordinary shares, and restrictions on the 
transfer of shares in the Company, are set out in the Articles. 

Shareholders’ rights
The holders of Ordinary shares are entitled: to receive dividends, when 
declared; to receive the Company’s reports and accounts; to attend 
and speak at general meetings of the Company; to appoint proxies; 
and to exercise voting rights. 

Details of the structure of the Company’s Preference share capital and 
the rights attaching to the Company’s Preference shares are set out in 
note 18 on pages 126 to 128. 

No person holds securities in the Company carrying special rights with 
regard to control of the Company. The Company is not aware of any 
agreements between holders of securities that may result in restrictions 
on the transfer of securities or on voting rights.

Share allotment and repurchase authorities
The Directors were granted authority at the 2016 AGM to allot shares 
in the Company and to grant rights to subscribe for or convert any 
securities into shares in the Company up to (a) a nominal amount of 
£23,780,832 and (b) a nominal amount of £47,561,664 in connection 
with a rights issue (such amount to be reduced by any shares allotted 
under (a)). This authority is due to lapse at the 2017 AGM. At the 2017 
AGM, shareholders will be asked to grant a similar allotment authority.

Two separate special resolutions will also be proposed to renew the 
Directors’ powers to make non-pre-emptive issues for cash up to an 
aggregate nominal amount representing approximately 5% of the issued 
share capital as at the last practicable date before the publication of the 
2017 Notice of AGM, and an additional 5% of the issued share capital 
which would be for use only in connection with acquisitions and 
specified capital investments.

The Directors did not seek an authority at the 2016 AGM to 
repurchase shares in the capital of the Company. As at 31 December 
2016, there was no such authority in place. The Directors will seek 
authority from shareholders to repurchase shares at the 2017 AGM. 

Employee share and share option schemes 
The Company operates a number of employee share and share option 
schemes. One hundred and seven employees hold awards under the 
Morgan Advanced Materials plc Long-Term Incentive Plan, including 
share options held under the Approved Performance Share Plan, 
14 employees hold awards under the Morgan Advanced Materials 
Bonus Deferral Share Matching Plan and 544 employees participate 
in the Company’s UK Sharesave scheme. Details of outstanding share 
awards and share options are given in note 21 on page 146.

All the Company’s share schemes contain provisions relating to a 
change of control. Outstanding options and awards would normally 
vest and become exercisable on a change of control, subject to being 
pro-rated for time and to the satisfaction of any performance conditions 
at that time.

The Trustees of The Morgan General Employee Benefit Trust (‘the 
Trust’) have absolute and unfettered discretion in relation to voting any 
shares held in the Trust at any general meeting. Their policy is not to 
vote the shares. If any offer is made to shareholders to acquire their 
shares, the Trustees will have absolute and unfettered discretion on 
whether to accept or reject the offer in respect of any shares held 
by them.
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Major shareholdings
As at 31 December 2016, the Company had been notified of the 
following, in accordance with DTR 5, from holders of notifiable interests 
representing 3% or more of the issued Ordinary share capital of the 
Company:

Number of 
Ordinary shares % 1

Prudential Plc group of companies (M&G) 28,533,428 9.99
AXA Investment Managers SA 23,560,970 8.63
Ameriprise Financial Inc., and its group 17,271,161 6.05
Harris Associates 14,410,180 5.04
Black Creek Investment Managers Inc. 14,246,065 4.99

1.  Percentages are shown as a percentage of the Company’s issued share capital as at 
31 December 2016, with the exception of AXA Investment Managers SA which is 
shown as a percentage of the Company’s issued share capital at the time the holding 
was disclosed.

Note: As at 13 March 2017, there were no changes to the substantial shareholdings shown 
in the above table with the exception of the following: Ameriprise Financials Inc., and its 
group, which notified the Company on 3 February 2017 that it had decreased its interest 
to 24,186,489 shares representing 8.48% of the issued share capital; AXA Investment 
Managers SA, which notified the Company on 2 February 2017 that it had decreased 
its interest to 22,707,707 shares representing 7.96% of the issued share capital. 

Transactions, contractual arrangements and post-balance 
sheet events
Significant agreements – change of control
The Group has a number of borrowing facilities provided by various 
financial institutions. The facility agreements generally include change 
of control provisions which, in the event of a change in ownership 
of the Company, could result in their renegotiation or withdrawal.

The most significant of such agreements are the UK five-year  
£200 million multi-currency revolving facility agreement, which was 
signed on 17 October 2014, and which was undrawn at the end of the 
year, and the privately placed Note Purchase and Guarantee Agreements 
signed on 15 December 2007, 30 June 2010, and 27 October 2016, 
for which the aggregate outstanding loan amounts are USD362 million 
and €80 million.

There are a number of other agreements that take effect, alter 
or terminate upon a change of control of the Company following 
a takeover bid, such as commercial contracts and joint venture 
agreements. No such individual contract is considered to be significant 
in terms of its potential impact on the business of the Group as a whole.

Post-balance sheet events
Since the balance sheet date, the Group has announced the following 
two transactions:

1.  The sale of its UK electro-ceramics business was announced on 
22 February 2017. The business comprises two sites at Ruabon and 
Southampton. The transaction is structured as a sale of the business, 
assets and goodwill for a consideration of £47 million on a cash-free, 
debt-free basis, payable in cash on completion and subject to 
customary working capital adjustments. In the year ended 
31 December 2016, UK Electro-Ceramics generated an operating 
profit of £6.2 million on revenues of £22.7 million. Gross assets at 
31 December 2016 were £7.0 million. Additionally, the Group will 
close a small electro-ceramics site in the USA.

2.   The sale of its global Rotary Transfer Systems business was 
announced on 17 February 2017. The business is principally located 
at two manufacturing sites; Antweiler, Germany, and Chalon, 
France. The sale values the business at €40 million on a cash-free, 
debt-free basis, with consideration payable in cash at completion, 
subject to customary closing working capital adjustments. 
Completion is subject to customary conditions of closing, including 
merger clearance in Germany. In the year to 31 December 2016, 
the Rotary business generated €4.7 million of operating profit on 
€19.5 million of sales. Gross assets at 31 December 2016 were 
€7.1 million.

There have been no further material subsequent events. 

Reporting, accountability and audit
Statement of Directors’ responsibilities
The Directors are responsible for preparing the Annual Report and 
the Group and parent Company financial statements in accordance 
with applicable law and regulations.

Company law requires the Directors to prepare Group and parent 
Company financial statements for each financial year. Under that 
law they are required to prepare the Group financial statements in 
accordance with IFRSs as adopted by the EU and applicable law and 
have elected to prepare the parent Company financial statements 
in accordance with UK Accounting Standards and applicable law 
(UK Generally Accepted Accounting Practice or UK GAAP). 

A new UK GAAP accounting framework introduced by the Financial 
Reporting Council (FRC) became mandatorily effective for the financial 
statements of UK companies in 2015. Under this framework, the 
Company is required to prepare its parent Company financial 
statements on one of the bases permitted by the FRC.

As set out in the 2015 Annual Report, the Company has chosen to 
adopt FRS 101 Reduced Disclosure Framework, which enables the 
Company to take advantage of the permitted election to utilise the 
disclosure exemptions allowed under FRS 101. The consolidated 
financial statements of the Group on pages 100 to 152 are prepared 
in accordance with EU-adopted International Financial Accounting 
Standards (IFRSs) and are unaffected by this accounting framework. 
The Company proposes to continue to adopt the reduced disclosure 
framework of FRS 101 in its future financial statements.

Under company law the Directors must not approve the financial 
statements unless they are satisfied that they give a true and fair view 
of the state of affairs of the Group and parent Company and of their 
profit or loss for that period.

In preparing each of the Group and parent Company financial 
statements, the Directors are required to:

 > Select suitable accounting policies and then apply them consistently.
 > Make judgments and estimates that are reasonable and prudent.
 > For the Group financial statements, state whether they have been 
prepared in accordance with IFRSs as adopted by the EU.

 > For the parent Company financial statements, state whether 
applicable UK Accounting Standards have been followed, subject 
to any material departures disclosed and explained in the parent 
Company financial statements.

 > Prepare the financial statements on the going concern basis unless 
it is inappropriate to presume that the Group and the parent 
Company will continue in business.
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The Directors are responsible for keeping adequate accounting 
records that are sufficient to show and explain the parent Company’s 
transactions and disclose with reasonable accuracy at any time the 
financial position of the parent Company and enable them to ensure 
that its financial statements comply with the Companies Act 2006. 
They have general responsibility for taking such steps as are reasonably 
open to them to safeguard the assets of the Group and to prevent 
and detect fraud and other irregularities.

Under applicable law and regulations, the Directors are also responsible 
for preparing a Strategic Report, Directors’ Report, Remuneration 
Report and Corporate Governance Statement that comply with that 
law and those regulations.

The Directors are responsible for the maintenance and integrity of the 
corporate and financial information included on the Company’s website. 
Legislation in the UK governing the preparation and dissemination of 
financial statements may differ from legislation in other jurisdictions.

In its reporting to shareholders, the Board is satisfied that the 
Annual Report and Accounts, taken as a whole, is fair, balanced 
and understandable and provides the information necessary for 
shareholders to assess the Group’s position and performance, 
business model and strategy as required by the Code. 

The Directors as at the date of this Report, whose names and 
functions are set out on pages 54 and 55, confirm that, to the  
best of their knowledge:

 > The Group’s financial statements, which have been prepared in 
accordance with IFRSs as adopted by the EU, give a true and fair 
view of the assets, liabilities, financial position and profit of the 
Group; and

 > The management report (comprising the Directors’ Report and 
the Strategic Report) includes a fair review of the development 
and performance of the business and the position of the Group, 
together with a description of the principal risks and uncertainties 
that it faces.

Scope of the reporting in this Annual Report
The Board has prepared a Strategic Report which provides an 
overview of the development and performance of the Group’s business 
in the year ended 31 December 2016.

For the purposes of DTR 4.1.5R(2) and DTR 4.1.8, this Directors’ 
Report on pages 52 to 95 and the Strategic Report on pages 10 to 51 
comprise the management report, including the sections of the Annual 
Report and financial statements incorporated by reference.

Each Director holding office at the date of approval of this Directors’ 
Report confirms that, so far as he or she is aware, there is no relevant 
audit information of which the Company’s auditor is unaware, and 
that he or she has taken all steps that he or she ought to have taken  
as a Director to make himself or herself aware of any relevant audit 
information and to establish that the Company’s auditor is aware of 
that information.

The Strategic Report, the Directors’ Report and the Remuneration 
Report were approved by the Board on 23 February 2017.

For and on behalf of the Board

PAUL BOULTON
COMPANY SECRETARY & GENERAL COUNSEL

23 February 2017

Morgan Advanced Materials plc 
Quadrant, 55-57 High Street  
Windsor  
Berkshire SL4 1LP  
Registered in England, No. 286773
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OPINIONS AND CONCLUSIONS ARISING 
FROM OUR AUDIT
Our opinion on the financial statements is unmodified
We have audited the financial statements of Morgan Advanced Materials 
plc for the year ended 31 December 2016 set out on pages 100 to 170. 
In our opinion:

 >  the financial statements give a true and fair view of the state of the 
Group’s and of the parent company’s affairs as at 31 December 
2016 and of the Group’s profit and for the year then ended;

 > the Group financial statements have been properly prepared in 
accordance with International Financial Reporting Standards as 
adopted by the European Union;

 > the parent company financial statements have been properly 
prepared in accordance with UK Accounting Standards, including 
FRS 101 Reduced Disclosure Framework; and 

 > the financial statements have been prepared in accordance with 
the requirements of the Companies Act 2006 and, as regards the 
Group financial statements, Article 4 of the IAS Regulation.

Our assessment of risks of material misstatement
In arriving at our audit opinion above on the financial statements the 
risks of material misstatement, in decreasing order of audit significance, 
that had the greatest effect on our audit were as follows (unchanged 
from 2015): 

 > Impairment assessment of acquired Customer Relationship Intangible 
assets (£31.7 million (2015: £30.5 million))

Refer to page 64 (Audit Committee report), pages 120 to 122 accounting 
policy note and financial disclosures

The risk: The Group assesses the recoverable value of acquired 
customer relationships based on the present value of the economic 
benefits expected to be generated from them. These present value 
calculations reflect a number of assumptions relating to the forecast 
cash flows, discount rates and the period that customers are expected 
to be retained post acquisition (‘churn rate’). These assumptions and 
estimates require judgment and are inherently uncertain. The principal 
uncertainty in 2016 relates to the churn rate of key customers and 
therefore the useful lives of those customer relationships. In the current 
period, the Group has impaired in full the technology intangible asset of 
£8.5 million associated with Composite & Defence Systems reflecting 
the uncertain prospects of this business. 

Our response: Our audit procedures included challenging the key 
assumptions (relating to operating cashflows during the projection 
period, customer churn rates and long term growth rates and discount 
rates) in the impairment calculations based on externally derived data, 
our understanding of the status of contractual negotiations with key 
customers and our assessment of the historical accuracy of the Group’s 
impairment calculations. We tested the principles and mathematical 
integrity of the Group’s discounted cash flow model and assessed the 
sensitivity of the impairment calculations to changes in the key 
assumptions. We also assessed the adequacy of the Group’s disclosures 
relating to the intangible asset including the impairment charge 
recognised in the period.

 > Measurement of tax balances and contingencies (£16.6 million 
(2015: £14.4 million))

Refer to page 64 (Audit Committee report), pages 116 to 117 and 124 
accounting policy and financial disclosures

The risk: The level of current tax and deferred tax recognised requires 
judgments as to the likely outcome of decisions to be made by the tax 
authorities in the numerous various tax jurisdictions around the world 
in which the Group operates. As a result of the complexities of tax rules 
on transfer pricing and other tax legislation the accounting for tax 
exposures is a key audit judgement. There is a risk that the Group’s 
judgements do not adequately reflect the latest available, reliable 
information or an appropriate application of relevant tax legislation, and 
that the related tax liabilities are either under or overstated as a result.

Our response: In this area our procedures included the following with 
the assistance of our own tax specialists: assessed the group’s tax 
positions, examined its correspondence with the relevant tax 
authorities and its external tax advisors, and analysed and challenged 
the assumptions used to determine the level of tax provisions using our 
knowledge and experiences of the application of the international and 
local legislation by the relevant authorities and courts. We also assessed 
whether the Group’s tax disclosures are appropriate and in accordance 
with relevant accounting standards.

 > Recognition of Environmental and other provisions and contingent 
liabilities (£5.6 million (2015: £12.0 million))

Refer to page 64 (Audit Committee report), page 150 accounting policy 
and financial disclosures

The risk: Provisions are held in respect of environmental issues and 
other matters including the settlement of European class actions. The 
application of accounting standards to determine whether a provision 
should be recorded and, if so, the amount, is inherently subjective. 

Our response: Our audit procedures included a critical assessment of 
the extent to which the Group’s judgements as to whether provisions 
should be recorded and estimates of the amounts are a balanced 
assessment of the latest available information and the accuracy and 
reliability of the sources of that information. We considered the 
appropriateness of the assumptions by reference to third party 
confirmations and legal advice, where available, and considered 
whether our understanding of the business gained throughout the audit 
process corroborated the provisions recorded, or indicated that further 
challenge was warranted. We also assessed whether the Group’s 
disclosures about provisions and contingent liabilities and the treatment 
of movements on provisions in the income statement for the year 
were appropriate. 

INDEPENDENT AUDITOR’S REPORT
TO THE MEMBERS OF MORGAN ADVANCED MATERIALS PLC ONLY
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 > Presentation of specific adjusting items (£1.7 million loss pre-tax 
(2015: £22.1 million))

Refer to page 64 (Audit Committee report), pages 114 to 116 accounting 
policy and financial disclosures

The risk: The Group separately presents certain income and 
expenditure as ‘specific adjusting items’ on the face of the income 
statement. ‘Specific adjusting items’ are not defined by IFRSs as adopted 
by the European Union, and therefore judgement is required by the 
directors to identify such items as ‘specific adjusting items’ in accordance 
with the Group’s accounting policy on a consistent basis. Failure to 
disclose clearly the nature and impact of material ‘specific adjusting 
items’ may distort the reader’s view of the financial result in the year.

Our response: Our audit procedures included making enquiries of the 
directors. We inspected and challenged the nature of items included 
within ‘specific adjusting items’ and agreed their respective amounts to 
supporting documentation, and to third party correspondence where 
appropriate. We assessed the consistency of the items classified as 
‘specific adjusting items’ year on year and in accordance with the 
Group’s accounting policy; and we considered the adequacy of the 
Group’s disclosures about the items included within this caption in 
note 6 (specific adjusting items) and the related accounting policies 
for these categories on page 114.

Our application of materiality and an overview of the scope 
of our audit
The materiality for the Group financial statements as a whole was 
set at £3.5 million (2015: £3.5 million), determined with reference to 
a benchmark of Group profit before taxation, normalised to exclude 
this year’s specific adjusting items as disclosed in note 6, of £89.6 million 
(2015: £81.1 million), of which it represents 3.9% (2015: 4.3%). 

We reported to the Audit Committee any corrected and uncorrected 
identified misstatements exceeding £0.175 million (2015: £0.175 million), 
in addition to other identified misstatements that warranted reporting 
on qualitative grounds.

Of the Group’s 110 (2015: 110) reporting components, we subjected 
26 (2015: 26) to audits for Group reporting purposes and 11 (2015: 18) 
to specified risk-focused audit procedures. The latter were not individually 
financially significant enough to require an audit for group reporting 
purposes, but did present specific individual risks that needed to be 
addressed. 

The components within the scope of our work accounted for the 
following percentages of the group’s results:

Number of
 Components

Group 
revenue

Group profit 
before tax

Group total 
assets

Audits for Group 
reporting purposes 26 60% 61% 68%

Specific risk focused 
audit procedures 11 21% 19% 18%

Reviews of financial 
information 
(including enquiry)

Total 37 81% 80% 86%
Total (2015) 44 83% 82% 87%

The remaining 19% (2015: 17%) of total group revenue, 20% (2015: 18%) 
of group profit before tax and 14% (2015: 13%) of total group assets is 
represented by 73 of reporting components, none of which individually 
represented more than 5% of any of total group revenue, group profit 
before tax or total group assets. For these remaining components, 
we performed analysis at an aggregated group level to re-examine our 
assessment that there were no significant risks of material misstatement 
within these.

The Group audit team instructed component auditors as to the 
significant areas to be covered, including the relevant risks detailed 
above and the information to be reported back. The Group audit team 
approved the component materialities, which ranged from £0.1 million 
to £3.5 million (2015: £0.1 million to £3.5 million) having regard to the 
mix of size and risk profile of the Group across the components. The 
work on 36 of the 37 (2015: 43 of 44) components was performed by 
component auditors and the rest by the Group audit team. The Group 
audit team performed procedures on the items excluded from 
normalised group profit before tax.

The Group audit team visited 4 (2015: 5) component locations in the 
UK, USA, Italy and Brazil (2015: UK, USA, Germany, China and Brazil). 
Telephone meetings were also held with the auditors and local 
management at these locations and the majority of the other locations 
that were not physically visited. At these visits and meetings, the findings 
reported to the Group audit team were discussed in more detail, and 
any further work required by the Group audit team was then 
performed by the component auditor.
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Our opinion on other matters prescribed by the Companies 
Act 2006 is unmodified
In our opinion: 

 > the part of the Directors’ Remuneration Report to be audited has 
been properly prepared in accordance with the Companies Act 
2006; and 

 > the information given in the Strategic Report and Directors’ Report 
for the financial year for which the financial statements are prepared 
is consistent with the financial statements. 

Based solely on the work required to be undertaken in the course 
of the audit of the financial statements and from reading the Strategic 
report and the Directors’ report:

 > we have not identified material misstatements in those reports; and 
 > in our opinion, those reports have been prepared in accordance 
with the Companies Act 2006. 

We have nothing to report on the disclosures of principal risks
Based on the knowledge we acquired during our audit, we have nothing 
material to add or draw attention to in relation to: 

 > the directors’ viability statement on page 34, concerning the 
principal risks, their management, and, based on that, the directors’ 
assessment and expectations of the group’s continuing in operation 
over the 3 years to 2019; or 

 > the disclosures in note 1 of the financial statements concerning 
the use of the going concern basis of accounting. 

We have nothing to report in respect of the matters on 
which we are required to report by exception 
Under ISAs (UK and Ireland) we are required to report to you if, based 
on the knowledge we acquired during our audit, we have identified 
other information in the annual report that contains a material 
inconsistency with either that knowledge or the financial statements, 
a material misstatement of fact, or that is otherwise misleading. 

In particular, we are required to report to you if: 
 > we have identified material inconsistencies between the knowledge 
we acquired during our audit and the directors’ statement that they 
consider that the annual report and financial statements taken as a 
whole is fair, balanced and understandable and provides the 
information necessary for shareholders to assess the Group’s 
position and performance, business model and strategy; or

 > the Report of the Audit Committee does not appropriately address 
matters communicated by us to the Audit Committee.

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

 > adequate accounting records have not been kept by the parent 
company, or returns adequate for our audit have not been received 
from branches not visited by us; or 

 > the parent company financial statements and the part of the 
Directors’ Remuneration Report to be audited are not in 
agreement with the accounting records and returns; or 

 > certain disclosures of directors’ remuneration specified by law 
are not made; or 

 > we have not received all the information and explanations we 
require for our audit. 

Under the Listing Rules we are required to review: 
 > the directors’ statement, in relation to going concern set out on 
page 34 and the longer-term viability set out on page 34; and 

 > the part of the Corporate Governance Statement on page 56 
relating to the company’s compliance with the eleven provisions of 
the 2014 UK Corporate Governance Code specified for our review. 

We have nothing to report in respect of the above responsibilities.

Scope and responsibilities
As explained more fully in the Directors’ Responsibilities Statement 
set out on pages 94-95, the directors are responsible for the 
preparation of the financial statements and for being satisfied that they 
give a true and fair view. A description of the scope of an audit of 
accounts is provided on the Financial Reporting Council’s website 
at www.frc.org.uk/auditscopeukprivate. This report is made solely 
to the Company’s members as a body and subject to important 
explanations and disclaimers regarding our responsibilities, published 
on our website at www.kpmg.com/uk/auditscopeukco2014a, which 
are incorporated into this report as if set out in full and should be read 
to provide an understanding of the purpose of this report, the work 
we have undertaken and the basis of our opinions.

ANTHONY SYKES 
SENIOR STATUTORY AUDITOR

for and on behalf of KPMG LLP, Statutory Auditor   
Chartered Accountants   
15 Canada Square 
London E14 5GL  
23 February 2017
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