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Our markets are likely to remain uncertain for some time,

but we now have a decisive programme of self-help to restore
value. We are acting to make our costs more competitive,

our productivity better and our debt lower. We are changing
our structure to benefit from QinetiQ’s overall strengths. Most
of all, we are working to transform our culture into one based
on leadership, accountability and empowerment of what is

an outstanding group of people.

Performance

£16254m

Leo Quinn Chief Executive Officer

FA5 /. 4m

Revenue (2009 £1,6173m)

Net debt (2009 £5379m)

£120.3m

Underlying operating profit* {2009 £151 6m)

11.1p

Underlying earnings per share* (2009 15 9p)

F(25.3)m

Operatmg {loss)/profit (2009 £128 1im)

14%

Underlying operating margin® (2009 9 4%)

2.7 )p

Bas:c eamlngs per share 2009 14 3p)

1580

Cividend {2009 4 75p

« Difficult year — sales disappointing, margins weakened,

= Markets remain challenging,

« Review of operations complete — priorities agreed,

- Programme underway to restore QinetiQ to strength over next two years,

- Immediate drive on debt reduction to reduce net debt EBITDA from 2 5xt to a target of below 2xt,
by decisive internal programme to restore value, and

+» Board recommending a suspension of dividend for 12 months

Definitions of undetlying measures ot performance are in the glossary on page 98
Underlying finanoal measuies are presented as the Board believes these provide
a better representation of the Group s long term performance trend

tAnnuabised and calculated in accordance with the Group s credit faciity ratios

(netiQ Group ple Annual Report and Accounts 2010 1
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Directors’ Report — Business Review |

The business at a glance

!

QinetiQ’s business model is based on providing hi-tech advice

to customers and building relationships as a trusted partner.
Our customers value our technical and domain knowledge in
support of professional services. They value our independence
and our integrity, and trust us to share in their mission.

We provide the following capabilities

» Technical assistance and programme support

« Technology offerings

- Test and evaluation

» Research and development &

« Training delivery

Highlights in our markets during the year

Aerospace Defence Security

Typhoon programme Iraqi flight-training Cyveillance

The business won a £37m, three year We continue to delver Iraqi fhight-training Cyveillance, providing proactive preventative
contract duning the year to support the services as part of a multi-year contract solutions for customers in the cyber
Typhoon programme worth more than $100m security market, was acquired durning the

year for animtial consideration of £26 1m

b www QinetiQ comn
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What we offer

QinetiQ provides services and products across international markets Our services business, which

accounts for approximately 80% of total sales, 1s based on providing expertise and knowledge in national

markets Our products business provides the platform for potential profitable growth on a global basis

At the start of the new finanaal year we moved to a new structure
+ US Services

+ LK Services

+ Global Products

We believe this structure will provide greater focus to leverage QinetiQQ's expertise, technology,
customer relationships and business development skills, to enable sustainable and profitable growth
over the longer-term

Where we operate

We have operattons throughout the UK and North America as well as Australia, as illustrated
Our capabihities are utilised across the world by an international range of customers who recognise
QinetiQ as a trusted partner

QinetiQ Group plcAnnual Report and Accounts 2010 3
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Directors’ Report — Business Review

Chairman’s statement

A tough year, given the
economic, market and
political uncertainty.

Mark Elliott Chairrman

Dear sharehalder

lam pleased to submit my first report as Chairman of QinetiQ
having assumed the role in March this year following the retirernent
of Sir John Chisholm

The tast financial year was noteworthy for the Group given the
changes in our markets on both sides of the Atlantic Responding to
fast-moving market developtnents has required a step change by the
business and particularly by our people | would ke to pay testimony
to our employees who have taken on the challenge to adapt quickly
to the changing prigrities of our customers

With changes in the political landscape on both sides of the Atlantic,
compounded by economic pressures, aur business has experienced
considerable uncertainty On the back of political change, customers
have delayed decision making as they review their budgets Asa
consequence of these market changes in November we alerted the
rmarket that the Group was unlikely 1o meet market expectations
The wider UK budget pressures and delays incontract awards
resulted in lower utilisation of our teams inthe last quarter This
was followed in January by confirmation that the delays in orders

for survivabihty products and Unmanned Ground Vehicles wathin
the QinetiCk North America {(QNA) Technology Solutions Group would
result in performance for our second half not exceeding that of the
first half This was disappomnting and ghlighted the need for the
business to be more agile and to look to itself to reduce its cost base,
to ensure that it remains competitive

The safety of our cperations remains a pnionty Following the tragic
loss of Nimrod XV 230 tn 2006 and the subsequent publication of
the Haddon Cave Report in Qctober 2009 we were determined

Lo take on board any key findings which will further ymprove our
ways of working Subsequently in November 2009, the Board
appointed Sir Robert Nelsen QC to consider the findings and
recommendations of the Haddon Cave Report Sk Robert concluded
that substantial improvements have occurred in QinetiQ since 2004
but recormnmended that further changes were implernented and that
imptovernents which have been made to date are consoldated
Iam pleased {o report that we are already well underway with
implermenting Sir Robert's recormmendations and ate inthe

process of recruiting a new Group Safety Director to the Executive
Tearn QineliQ) has a long established hentage and trackrecord in
aieworthiness and safety it is important that we ensure through
our actions, processes, procedures and people that we are able

to reintorce our credentials in this crucizlly inportant field

www (inet i com
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In Novernber, Leo Quinn joined 1he Board as Chief Executive Officer
to lead the next stage of QinetiQ s development leo took over

the reins from Graham Love who left the Group after eight years
having taken the orgamisation through privatisation Leo joined the
Group having led De La Rue plc, overseeing its transformation into
a focused market leading secunty printer Prior to that, Leo was
responsible for a number of business turnarounds 10 both Europe
and the US Leo has drive and energy, and a passion for operational
excellence and delivery t amn pleased toreport that inthe short time
that he has been with the Group, he has already started the process
of its transformation The Board is fully supportive of the priorities
set out by Leo Quinn in his Chief Executive Officer s report

The results

Group revenues were flat at £1,625 4m (2009 £1,617 3m), including
a £43n benefit from the strengthening US doltar exchange rate The
overall organic declne in US revenues at constant currency was 4%,
with the decline n higher margin product sales partially offset by
growth in services The UK businesses suffered from a reduction in
the histonc concentration of Ministry of Defence (MOD) order flow
towards the year end, although this impact was partally masked at
the revenue level by higher pass-through revenues resulting in a 1%
organic dechne in EMEA revenues

As a result of the reduction in higher contrnibution revenues,
underlying operating profit* decreased to £120 3m (2009 £151 6m)
resulting in an underlying margin® of 74% (2009 94%) The EMEA
underlying margin® decreased 1o 75% (2009 10 0%) and the QNA
underlying margin® fellto 8 5% {2009 10 8%) Losses for the Ventures
division reduced as a result of the partial disposal of Cody Gate
Ventures 1n the prior year Underlying profit before tax® was

£857m (2009 £130 2m)

The Group incurred impairment charges on goodwill of £50 1m,
intangible assets and investiments of £14 6m and tangible assets

of £24 0 Other non recurning tems include a profit on business
divestments of £5 1m (2009 £13 O} and a charge for reorganising
the EMEA business, announced 1n May 2009 of £42 1m The resuiting
statutory loss before tax was £66 1m (2009 profit of £114 Oim)

The Group achieved a strong underlying cash conversion® of 145%
(2009 107%) due to a continued focus on cash generation Cash flow
from operations increased to £204 6m (2009 £202 2m) before the
costs ot the EMEA reorganisation announced (in May 2009

141062010 17 43




Net debt, as at 31 March 2010, was £4574m (31 March 2009
£5379m) resulting from stiong cash flow from operations and
the beneficial translation impact of the US dollar exchange rate,
as the majonity of the Group’s debt 1s drawn inUS dollars The
Groups geaning ratiot at 31 March 2010 was 2 5x? (31 March
2009 2 2xt) wellinside the covenant level of 3 Sxt

Full year underlymg earnings per share® were 11 1p (2009 15 9p)

The Board s confident that the programme announced on 27 May
will restare the Group to strength over the next 24 months,
including the rapid pay down to a target geaning ratio of below
2xt Far this reason, the Board 1s recommending that no payment
be made either of a final dividend for the year just ended or of an
intenim dividend for the current year It 1s the Board s expectation
that the Group will pay a final dividend with respect to the
financial year ending 31 March 2011

The Board
There have been a number of changes to the Board dunng
the year

In May 2609, Sir John Chisholm announced his intention to retire
from the Board as Chairman Sorne 19 years ago S John took

on the chaltenge of creating a successful commercial enterprise
out of the research laboratones of the Ministry of Defence

This culminated in the Company s listing on the London Stock
Exchange in February 2006 His personal commitment, integrity
and phenomenal energy have made QinetiQ the successful
organisation it 1s today and, on behalf of the Board, | thank him
for his enormous contnibution | am sure everyone at CinetiQ
wishes Sir Jehn all the very best for hus retirement

In August last year, David H Langstaff joined the Board as a

Non executive Director bringing anin depth understanding

of the North Amernican security market Non executive Director
Dr Peter Fellner stepped down from the Board at the close of the
Group's AGM on 4 August 2009 Graham Love left the Company
and Leo Quinn Joined the Board in the role of Chief Executive
Officer in Novermnber lust after the year end, | was pleased to
announce the appointment of Adimiral Sir James Burnell-Nugent
KCB CBE MA as an Independent Non executive Director
SirJarmes brings extensive experience of the operational
challenges of the defence sector

People

QinetiQ s a unique organisation buillt on the technical knowledge,
expertise and integnty of its people They are involved in solving
some of society’s most complex problemns | believe our teams
undertake their roles with integnty and demonstrate commtrment
to our customers During the second half of the year our employees
adapted to significant change which will modernise and reposition
the business for the future, ensuring we remain competitive in the
market This required flexibility lrom our people and | thank them
for theirongoing commitment and support

Outlook

In both the US and the UK, the defence markets remain challenging
as a result of the econormic environment Additionally in the UK, the
impending Strategic Defence and Secunty Review adds uncertainty
to forecasts for defence spending The Board has concluded 1its
review of operations and reset the prionties of the Group The new
management 15 taking action over the next 24 months to reduce
costs, improve productivity and drive cash generation, both to

reduce the Group's net debt rapidly and to refocus and reposition its

businesses over the medium term for a return 1o profitable growth

In the current financial year, the performance of QinetiQ s service
businesses)s lkely to remain steady overall The product businesses,
whose performance is by nature more variable, should benefit from
the release of some erders i the US delayed from prior peniod
although this will be partially offset by the weaker UK environment
The Beard believes it will meet its expectations for the current year

Mark Efliott Chairman
2 June 2010

*Definttions of underlying measures of performance are in the glossary on page 98
Under lying financial measures are presented as the Board believes these provide
a better representation of the Groups long term per formance trend

1The gearing ratio 1s net debt to adjusted EBITDA snd the defimition s in the
glossary on page 98

QinetiQ Group plc Annual Report and Accounts 2010 5
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Durectors’ Report — Business Review

Chief Executive Officer’s review

QinetiQ’s deep customer
relationships in the UK and
the US, together with the
world-class expertise and
innovation of its employees,
provide the capacity for longer
term profitable growth.

Leo Quinn Chief Executive Of ficer

During the past year, it became apparent that our markets were
undergaing significant changes, as Governments sought to reduce
their budgets and their debt, while continuing in the short-term
toconduct hugh levels of rmbtary operations abroad These
uncertainties had a marked impact on the Groups performance,
but also highlighted the need for substantial internal change if
we were to chart a course to profitable and sustainable growth

That 1s why, inmediately following my appomntment in November
2009, | began a review of our operations and processes That review
15 now complete and the Board has agreed our prionties and actions
toreturn QinetiQ o strength

Review of operations and processes

Inrecent years QunetiQ has grown rapidly both by acquisition and by
seeking to use its technology in industries outside its core expertise
fodate these investments have not delivered ther expected returns
and the Group s net debt has nisen significantly In addition, the
organisational structure and processes within QinetiQ have become
overly complex and fragmented which is a barsier to effective
performance These factors, combined with challenging market
conditions, make it imperative that Qinet'Q ensures it has a strong
foundation on which to build

QinetiQ prederminantly comprises a range of service businesses
pasitioned to advise and support customers to achieve efficiency
and effectiveness in the UK and the US These businesses are based
on—and continue to refresh — Cinet1Q s deep customer knowledge
and technical understanding of the aerospace defence and

security sectors, and are capable of providing a relatively stable and
predictable income pattern This capabtlity 1s based on the expertise
of our people and the relationships they develop in specific national
markets and, over time, should create opportumities to provide
sirrular services in other countries

The Group also possesses a stnaller proportion of product businesses
with technically advanced offerings developed in house Today
these products are sold principally to customers in the UK and the
US, but the markel 1s potentialty global By their nature - based

on technology — these businesses have hugher margins but more
vanable sales and to date, they have been managed without
sufficient sharning of intellectual property or scale between the

UK and US operations to maxerise opportunities and profitability

www QinetiQ comn
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Our US products businesses gives us 2 strong route into the world’s
maost advanced defence market and we beheve that this position,
combined with the complerentary skils of our research and
expertise iInthe UK has the potential for profitable growthon

a global basis

fit for the future

My focus for the Group is to deliver the full potential of the
investments which the Group has made 1his means removing
barriers to success and focusing rigorously on the best oppartunities
created by our markets and our own strengths My objective is to
build a new trajectory for QinetiQ, one with a very clear direction
and mare urgent pace Ourcustomers needs, the development of
offenngs which address those needs and their successtul execution
must be our touchstone | am makingchanges to ensure that QinetiQ
competes successfully inchallenging markets We need to remain
compelitive, have rabust processes which rake us fit for the future
fit for growth, and that means tackling the way we all work We are
focused on reducing oue costs, improving our efficiency, stabilising
our business and becarming mote flexible and agile 1set out my
priorities over the following pages

| believe these changes are essenbial to provide the Group with a
sold foundation QinetiQ’s deep customer relationships in the UK
and the US the two leading rmarkets inits core areas, together with
the world class expertise and (nnevation of its employees provide
the capacity for longer term profitable growth once the Groups
operations and processes have been returned to strength

Trading environment and outlook

This has been a difficult year for Qinetk, wath challenging
conditions 1n ous core markets and considerable internal change
Our markets are kely to remain uncertain for some time but

we now have adecisive programme of self-help to restore value

We are acting to make our costs rnorecompetitive, our praductivity
better and our debllower We are changing our structure to benefit
from QunetiQ s overall strengths Most of all we are working to
transform our culture into one based on leader ship, accountability
and empowerment of what 1s an outstanding group of people

With these immediate steps, the Board believes that it will rneet

its expectations for the current year At the same time our goal s te
build the nght foundation for a return to profitable and sustainable
growth in the future

14/065/2010 17 43




Qur structure

Our service businesses address national markets and our product businesses
address a global market.

The My Contribution programme

My Contribution, introduced

in March this year, is the

umbrella activity driving

continuous Improvement, !
employee engagement and

openational performance

within QunetiQ It 15 a tracked

and measured productivity

progamme by which all

employees are able to

generate and voice their

ideasand, more importantly,

convert them quickly into

projects that deliver concrete |
business benefits

QinetiQ Group plc Annual Report and Accounts 2010 7
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Directors’ Report — Business Review

Chief Executive Officer’s review (continued)

How we will operate

> Set a clear direction which reduces the span of focus and matches both
customer needs and core QinetiQ strength

> Simplify and align our operating structure with the new direction,
removing unnecessary layers

> Increase transparency and control through all levels

> Upgrade leadership to ensure a commercial, value-oriented mindset

> Create a strong performance culture of both accountability and
empowerment to our people

> Establish a lower level of cost base to ensure future competitiveness

» Ensure a more unified approach Group-wide to explort key opportunities

> Dnive for cash generation to strengthen the Group's balance sheet

QOur priorities

To strengthen our foundations and build a future path o sustainable
and profitable growth, the following prionities to create value have
been put in place

> Seta clear direction which reduces the span of focus and matches
both customer needs and core QinetiQ strength — Going forward
our investment decisions will be guided by buillding on our
known strengths Some parls of the onginal QinetiQ strategy
have proven successful over recent years — focusing on the needs
of existing customers, exploting the potential of our expert
technical services and the decision to enter the US marketplace
the largest defence market in the world However, we have not
been successful at commercialising our technology or exploiting
it in adjacent markets As yet, we have not achieved the potential
from extending into defence markets beyond the UK and the US
and from fully mtegrating and developing some of our acquisitions
Unguestionably, QineliQ s strength lies in its abibity to provide
customers with trusted advice, working in close partnership
and using its expertise in both technology and specific markets to
enable customers to have greater ef iciencies and to take effective
decisions This work, including the research we conduct on
customers’ behalf 1n turn continually refreshes the knowledge
and value of our people to provide innovat ive services

8 www Qineti com
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» Ssmphify and align our operating structure with the new direction,
removing unnecessary layers — The Group's current fragmented
structure has hindered development of its full potential The
operating model and managernent of the service businesses,
which comprise approximately 80% of our total sales, differ
markedly from that of ous product businesses, which currently
account for about 20% of sales A new structure comprising three
divisions ~ US Services UK Services and Glebal Products —will
enable greater focus to leverage QinetiQ's expertise, technology
customer relattonships and business developrnent skills te enable
sustainable and profitable growth

> Increase transparency and control through all levets - Following
a penod of growth, it 15 essential to put disciplined standard
processes which aid transparency and management wisibilty inte
the operations This includes standard reporting of performance
information across the Group and regular reviews of talent
tnnovation and cost reduction

> Upgrade leadership to ensure a commercial, value-onented
mindset - Given the challenges ahead for the business, it s
vital we have the nght strength ofteam in place and remove
unnecessary management layers Continually evalualing and
upgrading the top leaders, setting clear expectations which align
performance and behaviours with Lthe Group’s overall objectives,
with appropriate incentives to drive profit and cash are key to
our achievernent of success Increased communications and
engagement by leaders both withtheir own teains and customers,
and the delivery of value for our shareholders, will be laid out
in personalised leadership charters and published throughout
the organisation

140622010 17 43




- Action plan

> Move to a new reporting structure comprising three
dwvisions, US Services, UK Services and Global Products

> Introduce standardised management reporting r
and regular reviews of key business drivers

> Return on capital employed
> Operating profit

> Operating profit margin

> Operating cash converston

> Assess the top feaders Group-wide, setting targets
for performance and be haviours which reflect
Group objectives for profit and cash, and providing
appropriate incentives s

Pri12_Review indd 9

> Install 2 Group-wide performance management
system and directly engage employees in the
tmprovament of productivity

> Employee engagement
> Customer satisfaction

> Eliminate waste and reduce costs with better
business processes and a unified QinetiQ approach

» Operating profit margin
> Employee engagement

> Reduce debt by driving cash generation, including
tight measurement of working capital to reduce
the ratio of net debt/EBITDAY to bolow 2.0x

> Suspend payment of dividend on QinetiQ's
ordwary shares for 12 months

> Net debt /EBITDA ratio?
> Operating cash conversion

> Create a strong performance culture of both accountability and
empowerment to our people —QinetiQ needs to build a cufture
which embraces individual contribution and responsibility
through measurement A new performance management system,
My Personal Success Plan, will focus on identifying our lop leaders
of the future and helping each person to develop therr potential
We will actvely enrol the knowledge and ideas of our teams
through the roll out of My Contnbution atracked and measured
productimty programme which embeds the concept of employee
engagement toimprove busmess performance We are refreshing
our focus on Health and Safety as thrs s fundamental not only
to employee well being but also to the nature of the work that
we undertake As part of this, in respanse to the findings of the
Haddon Cave report, we are recrurting a new Group Safety
Director to the Execulive Team

> Establish a lower leve] of cost base to ensure future
competitiveness — Our custorners are all under increasing pressure
to gain better value for thewr investients and as a suppher to these
markets, we must have a compelitive cost base We are therefore
re exarmining and streamnlining our business processes through a
programme ¢alled FitdGrowth, focused onimproving our systems
and procedures to ensure we reduce and retain tight control of our
costs, efiminate inefficiencies and address loss inaking activities
And whilst we will continue te invest in developing our businesses
and our people, this must be financed by ngorously reducing
other costs

> Ensure a more unified approach Group-wide to explort key
opportunrties — We need a more unified approach to exploit key
opportumties sothat we leverage our customer knowledge and
technical expertise better, including our approach to untapped
oppertunities in smaller international markets outside the UK and
the US Through a more unified approach to working as one team
and making key decisions on a global basis, we can develop our
best opportunities and rmost effective routes to market to build
QinetiQ s reputation and position

> Dnive for cash generation to strengthen the Group’s balance
sheet — We intend to reduce our indebtedness We have identified
a number of self-help measures to drive cash generation harder,
including the reduction ot working capital, lowenng costs and the
elimination of loss making activities

tThe geanng r1tio1s net debt to adjusted EBITDA and the definttton is in the
glossary on page 98

QinetQ Group plc Annual Report and Accounts 2010
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Directors’ Report — Business Review

Chief Executive Officer’s review (continued)

Performance Review — QinetiQ North America

2010 2009
£m £m
Revenue
Mission Salutions 354 7 2895
Systems Engineenng 2733 2445
Technology Solutions ONA 1721 2316
Total 8001 7656
Underlying operating profit* 617 B30
Underlying operating margin® 8 5% 10 8%
Funded Orders
Mission Solutions 326 6 2832
Systetns Engineenng 2510 2675
Technology Solutions QNA 1830 1879
Total 7606 7386
Book to bill ratio 101 101
Backlog 3263 4150

Revenues declined 4% on an organic basis at conslant currency

to £800 1m (2009 £765 6rm) Within Lhis, the services businesses
{Mission Solutions and Systemns Engineering), which account for
c80% of ONAs revenue, grew by 7% on an organic basis This was
offset by the slowdown in Technology Selutions’ rrilitary product
sales as the new LS Adminustration completed many of 1ts key
Department of Defense {DoD} leadership appointments and
finahsed its strategy for the continued involvement in Afghanistan
Underlying operating profit* decreased to £67 7m (2009 £83 0m)
debvening an underlying operating margin® of 8 5% (2009 10 8%)
The dechne in operating margin i1s pancipally reflective of the
composition of QNA’s revenue which included a srnaller proportion
of its higher margin product sales

Dragon Runner™ Unmanned
Cround Vehicles (UGVs)
purchased by the UK MOD

www QinetiQ com
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The Mission Solutions business grew organically by 8% and
continued to broaden Its custorner base with contract wins from

a nurnber of new customers, including the 1JS Department of State
the US Secret Service and a contract with the US Federal Emergency
Management Agency The five year $100m Janus Il contract was
awarded in August 2009 o replace and upgrade the Department

of State's telecornmunications systems at Amernican embassies and
other locations worldwide The Systems Engineering business grew
organically by 6% with increased demand on a number of contracts
from custormers across the US Army, Navy Marines and Specra!
Forces [n addition, the Systems Engineening business continues
successfully to deliver Iraqi flight-training services The fourth option
year of this contract was recently exercised by the custorner Towards
the end of the year the services businesses expenenced some delays
and curtailments in Government orders

S100m

Multi-year contract for prowision of lrag)
fight-training services

The slowdown in Technalogy Solutons QNA resulted 1n a 31%
decrease in orgarnic revenues against a very strong cornparable prior
year From an international perspective, the Australian Department
of Defence placed a AUDS23m contract for TALON® robots and
replacement parts to support the Australian Defence Force deployed
onoperations A key contract win for Technology Solutions QNA this
year was the $31m Q NLTS contract, a vehicle survivability product,
for the MRAP Lite flest

In july 2009 the Group acguired Cyveillance Inc for anminitaal cash
consideration including costs, of £26 1m ($42 2m) A potential
further payment up te a maximum of £26 4r {$40m) will be made
depending on performance dunng the two year period ending

31 December 2010 Cyvellance develops and operates online
monitoring technology toidentify and track data on the internet
providing proactive preventative solutions for customers 1n the
cyber secunty market

140672010 17 43
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Performance Review — EMEA

2010 2009
£m £m
Revenue
Managed Services 384 3 3707
Consulting 182 6 1451
Technology Solutions EMEA 2919 3265
Total 818 8 8423
Underlying operating profit*@ 611 842
Underlying operating margin*® 75% 10%
Funded Orders
Managed Services 2370 186 6
Consulting 1287 3157
Technology Solutions EMEA 269 3 3489
Total 6350 #512
Book to bilf ratio® 101 131
Backlog!? 8392 802 0

HExcludes rernainimg 14 1bn (31 March 2009 £4 5bn) in respect
of [ TPA contract

P Prear year comparatives have been restated toshow the finance element
of the 1AS 19 pension cost In the finance and expense lines

Revenue for the perod was £818 8 (2009 £842 3m) a 1% decline
ont anerganic basis The UK budget pressures and delays in contract
awards resulted in lower utilisation of employees in Q4 than has
been the case in prior years This impact was masked to a degree

on the revenue line by higher levels of pass through revenue on
certain programmes, however 1t resulted in underlying operating
profit* decreasing to £61 1m (2009 £84 2mn) Orders received were
down 25% against the prior year which included the £150m 15 year
Mantime Strategic Capabihity Agreement

£31m

£31m DTR Early Trarming Transformatien contract
signed In August 2009

Both Consuluing and Technology Solutions EMEA have previously
benefited from a seasonal pick-up in a large number of small value
contracts iIn Q4 as MOD closed out its financial year This year the
volurne of such contracts was rmuch reduced and consequently
Consulting’s reporied revenues declined by 3% on an crganic basis
In Technology Solutions EMEA the equivalent dechine was 7%,
exacerbated by the decrease in MOD research revenues During the
penod Technology Solutions EMEA worked with GNA in enabling
transfer of technologies across the Atlantic as evidenced by the
sale of Dragon Runner™ Unmanned Ground Vehicles (UGVs) to

the UK MOD

Definttions of underlying measuies of performance are in the glossary on page 98
Underlying finanaal measures are presented as the Board believes these provide
a bettet representation of the Group s long term perfarmance trend

tThe gearmg t atio1s het debt to adjusted EBITDA and the definitionis in the
glossary on pige 98

Managed Services revenue for the period increased organically

by 6% over the prior period, enhanced predorminantly by some

pass through revenues on the LTPA contract and the £31m Defence
Traiming Review (DTR) Early Training Transformation contract signed
in August 2009 Package 1 of the UK MOD DTR 15 progressing During
the penod £11 2m of bid costs were capitalised, bringing the otal
amount of bid costs capitahised as at 31 March 201010 £308m
(2009 £19 6m) The programme has been subrmitted 1o the MOD
Investment Appraisal Board ('Main Gate') which has indicaied that
MOD may continue todevelop the transaction in parallet with the
Strategic Defence and Secunty Review The MOD's expectation for
financial close s currently rrud 2011

Managed Services’ revenue
increased by 6% tn the year

The EMEA restructuning programme announced in May 2009 was
largely completed this inancialyear The cost of this programrme
was £42 1m all of which has beenexpensed to the income
statement in the year as a non recurnng item

Dunng the penod the EME A business disposed of a number

of non core assets, Including the Underwater Systems business,
in September 2009 (for a cash consideration befare costs of
£23 Sm) and ASAP Calibration Services Lirnited, in July 2009

for a nominal consideration

Ventures
2010 20049
£m Em
Revenue 65 94
Linderlying operating loss* (85} (15 6)

The Ventures portfolio in the year compnsed of three businesses
Tarsier (Foreign Cbject Detection), GPS Fnabled Telematics (a high
sensitivity business which delwers tracking solutions in difficult
aperational enviranments) and Optasense {an acoustic sensing
detection solution) The prior year loss included £7 2m of equity
accounted losses from the Cody Gate Ventures Fund prior to the
Groupss part disposal of the fund in Maich 2009

Leo Quinn Chief Executive Officer
2 june 2010
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Chief Financial Officer’s review

Despite the challenging year,
the cash generation across the
Group was very strong with
net cash flow from operations*
up 3% at £174.3m.

David Mellors Chief Financial Officer

Group overview results

Revenue
2010 2009
fm £m
Revenue
QinetiQ North Amernica BOO1 7656
EMEA 8188 8423
Ventures 65 94
Total 1,6254 1,6173

Group revenues were flat at £1 625 4m (2009 £1 617 3m}), including
a £43m benefit from the strengthening US dollar exchange rate

QNA revenue declined 4% on an organic basis at constant cusrency
to £800 1m (2009 £765 6m) Withinthis the services businesses
{Mission Solutions and Systems Engineering), which account

for c80% of QNAs revenue, grew by 7% on an organic basis This
was oifset by the slowdownin Technalogy Solutions’ military
product sales as the new US Admimistration completed many of
its key Department of Defense (DoD) leadership appointments and
finalised its strategy for the continued invalvement in Afghanistan
Underlying operating profit® decreased to £67 7m (2009 £83 Orn)
delwering an underlying operating margin® of 8 5% (2009 10 8%}
The decline in operating margin 1s principally reflective of the
composition of QNA’s revenue which included a sinaller propottion
of its higher margin prodirct sales

EME A revenue for the period was £818 8m (2009 £842 3m), 2 1%
dechne on an organic basis The UK budget pressures and delays
incontract awatds resulted in lower utbisation of employees in Q4
than has been the case in prior years Thys impact was masked to a
degree on the revenue line by higher levels of pass through revenue
on certan programmes, however it resulted in underlying operating
profit* decreasing to £61 1m (2009 £84 2m)

Definitions of underlying measures of petformance are in the glossary on paige 98
Underhpng financial measures are presented as the Board beheves these prowde
a better reptesentation of the Group s long term performance trend

t1he ge ming 13t 15 net debl 1o adpusted EBITDA snd the defimtion i1s in the

glossary on page 98

www Chinetd com
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Underlying operating profit*

2010 2009
£€m £m

Underlying operating profit
QinetiQ North Amenca 677 830
EMEA 611 84 2
Ventures 85) (15 6}
Total 1203 1516
Underlying operating margin® 74% 94%

As a result of the reduction in higher contnbution revenues, underlying
operating profit® decreased to £1203m {2009 £151 6m), resulting

in an underlying operating margin® of 7 4% (2009 9 4%) The EMLA
underbying operating margin® decreased to 75% (2009 10%}and the
QNA underlying operating masgin® felito 8 5% {2009 10 8%) Losses
for the Ventures division reduced as aresult of the partial disposal

of Cody Gate Ventures im the prior year Underlying profit before tax®
was £85 7 (2009 £130 2m)

Qur investinent in Ventures continued during the year The underlying
operating loss* of £8 5m (2009 £15 6m}was mitigaled duning the
year following our part disposal of our investment in the Cody Gate
Ventures Fund in March 2009 The prior year results included the
Group's share of Cody Gate Ventuwres losses of £7 2m

140672010 17 43
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Group summary

2010 20094
Revenue (£m) 1,625 4 16173
Organic change at constant currency (3% 7%
Underlying operating profit (£ m)*® 1203 1516
Undeslying operating margint* 74% 94%
Underlying proht before tax (Em) 857 130 2
Net finance expense {(Erm) 346 214
Underlying effective tax ratelt 15 0% 20 5%
Basic earnings per share (e7p 14 3p
Underlying earmings per share!? 111p 159p
Dividend per share 158p 475
Underlying net cash from operations (post capex) (Emy? 174 3 1698
Underlying cash conversion ratiof 145% 107%
Netdebt {fm) 457 4 5379
Net debt EBITDA? 25x 22x%
Average USS/L exchange rate 159 168
Closing US$/E exchange rate 152 144

M Defimtions of underlying measures of per formance are in the glossary on page 98 Underlying financal measutes are presented as the Board beheves these provide

a better representation of the Group s long tenm petformance trend
4 Annualised and calculated in accordance with the Group s credit facility ratics

* Prior year comparatives have been restated to show the finance elernent of the JAS 19 pension cost in the finance and expense hines

There ts noimpact on reported profit before tax from this restatement

Durning the penod, the Group has elected to abgn the treatment

of the Group's IS 19 pension charge wath that of its peer listed
companies by showing the finance element of the pension charge
in the finance costs line and the service cost remaining in operating
expenses in prior reported periods these elernents had been combined
and reported in operating costs 1AS 19 Employee Benefits permits
both treatments The Group's comparative figures have been
testaled toreflect this change although there 1s no impact on the
Group’s profit before tax or retained profit This pension lability
sits within the EMEA business and therefore the operating segment
comparatives have also been restated

Finance costs

Net finance costs have increased to £34 6m (2009 £21 4m)due
principally to an adverse movement in the net pension return of

£5 9m combined with the effect of refinancing floattng rate US dollar
debt under the revolving credit faciity with more secure long term
fixed tate debt obtained from the US private placement market in
February 2009

Taxation

The Group’s underlying effective tax rate® was 15% (2009 20 5%)
The reduction on prior year s due to the cormbination of the
cessation of equity accounted losses of Cody Gale Ventures and
certain favaurable outcornes and settlements to date coupled
with tower repot ted profits in Qinetid North America The

Group continues to benefit from the availability of research and
development relief and in future yeass, the Group will benefit from
enacted tax law changes having an rmpact on US State taxes Overall,
the Group effective tax rate 1s not anticipated to nse sigmificantly in
the medium term, subject to any future tax legislation changes

Acquisition amortisatton and specific non-recurring items
The performance of the Group after allowing for non recurrning
events and amortisation of acquired intangible assets 1s shown
below

2010 009
£m fm
Underlying profit for the year attnbutable to
equity shareholders of the parent company 728 1035
Imparment of intangible assets (53 4) -
Amortisation of intangible assets arising
from acquisitions (26 1) (235)
Imparrment of plant, property andequipment (24 0) -
EMEA recrganisation 92 1) -
Gain on business divestments 51 130
Unreahsed impaiment of investments (11 3) (s 7)
Tax impact of itetns above 157 63
{Loss)/profit for the year attnbutable to
equity shareholders of the parentcompany {63 3}) 936

The resulting statutory loss after tax was £63 3in (2009 profit
of £93 6}

Non recurring items that have been excluded from underlying profit
relate to gains on business divestments, imparrment of investments
impairment of plant, property and equipment impairment of
intangible assets and EMEA reorgamisation costs

QunetiQ Group plc Annual Report and Accounts 2010
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Chief Financial Officer’s review (continued)

During the year there has been an impairment of £53 4m against
intangible assets A £50 1mimpairment of goodwill has ansen in
Technalogy Sclutions QNA {f 11 4m), Mission Sclutions (£3¢ 8m) and
Australa (£79m) The global economic uncertainty has led to weaker
market outlooks which has intura impacted on the future growth
potential The remaining impairment charge of £3 3rn 15 1n respect
ofother intangible assets

Animpairment charge of £20 7m against the Group's land and
buildings was taken dunng the year relating to owned properties
within EMEA where there ate no external tenants foliowing
vacancies ansing during the year Animpairment charge of £3 3m
was taken against the Group s plant, machinery and vehicles during
the year relating to the impairment of assets which are no longer
generating a return Bothof these impairments relate to reductions
in the carrying value of these assets to therr recaverable amounts

The EMEA restructurning programme announced in May 2009 largely
completed ths financal year The cost of this programme was £42 1m,
all ot which has been expensed to the income staterment in the year
as a non-recurnng item

The gain on business divestment s in the year relates to the disposal
of twe businesses during the penod On 30 September 2009 the
Group dispased of the Underwater Systems business and on 31 July
2009 the Calibration business, including ASAP Calibration Ltd for a
notminal consideration

Earnings per share

Underlying earnings per share® was 11 1p compared with 15 9p for
theyear to 31 March 2009 Basic earnings per share reduced to (9 7p)
(2009 14 3p) over the same perod

Dividend

The Group pard an intenm dividend of 1 58 pence per share and the
Board 1s recommending that ne final dwvidend be paid (2009 total
dividends 4 75 pence per share)

Other Financials

Cash flow

The Group's cash flow from operations before reorganisation costs
was £204 6m (2009 £202 2m} The underlying operating cash
conversion ratio® post capital expenditure was 145% (2009 107%)
as a result of a keen focus on cash generation The cash outflow
inthe year on EMEA reorganisation was £35 4m (2009 £2/70m)

Acquisition expenditure net of cash acquired totalled £45 6m
(2009 £89 2m), £26 1m of which was due te the acquisition of
Cyvelllance, Inc inJuly 2009 and the remainder was deferred
consideration on prior year’s acquisitions Proceeds receved from
the disposals of Underwater Systems and Calibration businesses
totalled £21 1m (2009 £209m)

At 31 March 2010, ret debt reduced by £805m to £457 4in compared
with £5379m at 31 March 2009

The Group s borrowings remained comfortably withinits banking
covenants The Groups twe key debt covenant measures are the
geaning and interest cover ratios At 31 March 2010 the actual ratios
were well within the maximurm covenant levels permitted with the
geanng! ratio at 2 Sx compared to the covenant maximurn level of 3 5
and interest cover of 5 6 compared to a minmum covenant level of 49

www QinetiQ comn
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The total commutted facilities available to the Group at 31 March
2010, were £877m The earliest matunty date of the Group s
committed facilities 1s August 2012

§Incmdmg private pl wcement debt detaled innote 27(e)

Pensions

The net pension hiabilty under 1AS 19, after deferred tax was

£106 1rn at 31 March 2010 (31 March 2009 £75 8m) The increase

in the net pension kabihity 1s primarnily driven by reductions in the
corporate bond discount rate which reduces the extent by which the
pension hability 1s discounted

The key assumptions used in the [AS 19 valuation of the scheme are

31 March 31 March
Asaurrpt or 2010 2009
Discount rate 5 6% 65%
Inflation 36% 31%
Salary increase 4 6% a1%
Life expectancy — male {currently aged 40) 89 B89
Life expectancy — female (currently aged 40) 90 90

Each assumption is selected by the Group in consultaticn with the
Company actuary and takes account of industry practice amongst
compatator isted companies The sensitivily of each of the key
assurnptions 1s shown in the table below

nd cative effect on
<chneme  3ib ther

As urrpt on Fhane o ut assumphion [before deferred tax)

Discount rate Increase/decrease Decrease/increase
by 01% by £23m

Inflation Increase/decrease Increase/decrease
by 01% by £22in

Salary increase Increasefdecrease Increase/decrease
by 01% by £6m

Increase by 1year

Life expectancy Increase by £22m

The market value of the assets at 31March 2010 was £915 9m
(31 March 2009 £647 4m}) and the present value of scheme
habilities was £1,063 2rn (31 March 2009 £752 6n}

Defimons of under lying measuees of performance are n the glossary on page 98
Underbying finaneil measutes are presented, 35 the Board believes these provide
2 better representation of the Group s long term petformance bend

tThe geanng ratio ss net debl to adjusted EBITDA arl the defimtion 1sin the
glossary nn page 98

@
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Capital nsk

The Group funds its operations through a mixture of equity funding
and debt financing including bank and capital market borrowings
AL 31 March 2010 the Group's capital was £485 8in (2009 £619 4m),
which comprises total equity of £473 7m (2009 £602 7m) plus
amounts accumulated in equity relating to cash flow hedges of
£121m (2009 £167m) Net debt as defined by the Group was

£457 4m (2009 £5379m)

The capital structure of the Greup reflects the jJudgement of the
Directers of an appropriate balance of funding required The Group's
target 1s to reduce its geaning ralio to 2x EBITDA! The Ditectors have
recornmended a suspension of the dwvidend until 2011

Treasury policy

The Group treasury departinent works within a framework of
policies and procedures approved by the Audit Committee As part
of these policies and procedures, there is stnict control on the use of
financial instruments Speculative trading in financial instruments
15 not perrmitted The polictes are established to manage and control
nsk (n the treasury environment and to align the treasury goals
objectives and philosophy to those of the Group

funding and debt portfolio management

The Group seeks to obtawn certamnty of access to funding in the
amaunts and matunties required to support the Group s rmedium-
to long-tertn forecast finanang requirements Group botowings
are arranged by the Group treasury function

Interest risk management
The Group seeks to reduce the volatility 1nits interest charge caused
by rate fluctuations

A significant portion of the Group's borrowings are fixed in the short
to medirm term through a combination of interest rate swaps and
fixed rate debt

Foreign exchange risk management
The principal exchange rate affecting the Group was the sterling
to US dollar exchange rate

2010 2009
£S5 — average 159 168
E/USS - closing rate 152 144
£/USS — operning rate 144 199

The Group’s income and expenditure 1s largely settled in the functional
currency of the relevant Group entity, mainly sterling or US dollar The
Group has a policy in place to hedge all matenal transaction exposure at
the paint of commitment to the underiying transaction Uncornrratted
future transactions are not routinely hedged The Group continues
its practice of not hedging income statement translation exposure

To rmimirmise the impact of currency depreciation of the net assets on
its overseas subsicdianes, the Group seeks {o borrow in the currencies
of those subsidianes, but only to the extent that its gearng covenant
within its loan docurnentatton, as well as its faciity headroom are
likely Lo remarn comfortably within limits

Tax nisk management

The central principle of QinetiQ’s tax strategy 1s tomanage effective
and cash tax rates whilst fully complying with relevant legislation
Tax1s managed in alignment with the corporate strategy and with
regard to Qinets2’s core value of integnty in all business dealings
These principles are applied in a responstble and transparent manner
in pursuing the Group’s tax strategy and in all dealings with tax
authonties around the world

Crednt nsk

Credit nsk anses when a counterparty fails to perform its obhigations
The Group s exposed to credit nskon financial nstruments such

as liquid assets, derivative assets and trade receivables Credit nisk

15 managed by investing liquid assets and acquinng derivatives
from high credit quahty financial nstitutions Trade recevables are
subject tocredit limits, control and approval procedures across the
Group The nature ofthe Group's operations teads to concentrations
of credit nsk on its trade recevables The majonty of the Group's
credit nskis with the UK and US Governments and is therefore
considered rrnimal

Insurance

The Group continually assesses the balance of sk ansing from

the operations undertaken against the insurance cover avallable

for such activities and associated premiurmns payable for such cover
A consistent approach to nisk retention and scope of cover s applied
across the Group The Group has a policy of self insurance through
1ts captive insurance company onthe first layer of specific nsks with
insurance cover above these levels placed in the external market
with third party insurers

Employees

Year end employee numbers have decreased by 7% to 13,078 at

31 March 2010 Thedechne of 8121n EMEA (including Ventures &
corpaerate) reflects normal in year attrition, departures under the
recrgamsation programme and the divestment of the Underwater
Systems and Calibration business In QNA total headcount declined
from 6,348 to 6,178

Employees by sector
()

Accounting standards

As a UK listed company, the Group 1s required to adopt EU endersed
IFRSs and comply with the Companies Act 2006 The effect of
changes to financial repor ting standards in the year and critical
accounting estimates and judgements have been disclosed in

Note 1 to the Financial Statements

Critical accounting estimates and judgements

in applying accounting pahcies

Adescription and consideration of the critical accounting estinates
and judgements made 10 prepanng these financial statements is set
out in Note 1 to the Group finanaal statements

Dawid Mellers Chief Financial Officer
2 June 2010
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Key performance indicators

Financial KPIs
KPI

Description

The underlying earnings per share® {(EPS})
expressed n pence per share

Comment

EPS provides sharehclders with a measure
of the earnings generated by the business
after deducting tax and interest EPS
performance also determines the level

of payout for the Group's long-term
incentive plans

The underlying profit before interest and
tax® over capital employed, defined as total
assets less current habilities

Underlying ROCE provides shareholders
with a measure of the financial returns
being generated by the capital used in
the business

The Group's organic revenue growth 1s
calculated by taking the increase in 2010
revenue over 2009 pro forma revenue, at
constant exchange rates The pro forma
revenue assumes that any acquisitions were
owned and any discontinued operations

or cisposals excluded for the comparable
perod inthe prior year

Organic revenue growth demonstrates

the Group's capability te expand its core
operations within its chosen markets before
the effect of acquisitions and currency
translationimpacts

Tke underlying® earmngs before interest
and tax

Underlying operating profit® for FY09 and
FY08 has been restated to show the finance
elements of the 1AS 19 pension cost in the
finance iIncome and expense hnes There

15 no impact on reported profit before tax
from this restatement

Underlying operating profit® i1s used by the
Group for internal performance analysis as
a measurecf operating profitability that 1s
tracked over bime

16 wwwQinetiQQ comn
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The Group's calculation of underlying
operating profit margin i1s consistent with
prior years Underlying* operating profit
margin is calculated by taking the earnings
before tax and interest as a percentage

of revenue

Underlying cperating profit margin can be
used to show the underlying profitability
of the revenues delivered by the Group

It can also be used to compare the Group’s
performancewith that of our peers,
provichng the definition of underlying
operating profit 1s consistent

1410672030 1743




Financial KPIs {continued)

KPI Description Comment

The ratioof our net cash flow from operations Provides a measure of the Group s ability

(excluding reorganisations), tess out flows to generate cash from normal eperations
onthe purchase of iIntangible assets, and and givesan indication of its ability to pay
property plant and equipment to underlying dividends, service 1ts debt and to make
operating profit, excluding the share of discretionary investments

post-tax results of equity accounted joint
ventures and asscciates

The Group's geanng ratiot 1s calculated Net debt to EBITDA provides a measure of
by taking the net debt over EBITDA as the strength of the Group's balance sheet
calculated in accordance wath the terms

of the Groups credit facilities, and 1s

comfortably within our banking cavenant

It of 3 5x

Non-financial KPIs

KPI Description Comment
The tost time injury rate s calculated using Health and Safety performance is monitored
the total number of work related lost time to drve continual iImprovement in minimising
incidenits x1 000 dwided by 1he average the nsk toemployees

number of employees in that year The 2010
figures are based on Group data The 2008
and 2009 figures are based on Group data
{excluding Australia)

A measure of employee engagement The survey forms part of The Sunday

on a scale of 0-1000 based on the Best Tirnas Best Companies to Work For, an
Companies Employee Survey Through this annual survey run in The Sunday Times
channel, QmetiQ employees share therr newspaper that ranks UK employers based
views of working at QinetiQ under the on theremployees' feedback and allows
headings of management, leadership, cornpanson between QinetiQ and other
my company, personal growth my team, UK companies

giving back to the community, fair deal
and well-being

Defimtions of underlying mesures of performance are inthe glossary on page 98
Undeilying finanaal measures are presented as the Board believes these prowide
7 better representation of the Group s fong term performance trend

tThe geanng ratio1s net debt to adjusted EBITDA and the definition is in the
glossaty on pige 98
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Principal risks and uncertainties

Risk Management

The understanding, and effective management of the nisks that
face QuinetiQ 15 fundamental to its success and 1s an integral

part of managing the business The ident)fication, assessment
mitigation and reporting of risks are processes carned out at a
Group, business and project level and are included as part of the
business performance review process Risks are assessed according
to the hkelihood of the event’s occurtence and (ts impact both from
a financial and non financial standpoint The Group Risk Register

It 1s reviewed by the Executive Tearn on a monthly basis which considers

includes an analysis of the potential exposures and severity of

each nisk {as a function of the likelihood and impact of the risk)
the assumptions underlying each nsk and the sitigating actions

required to manage the nsk

Risk

A change 1n demand from
reduced mihitary operations
in Iraq and Afghamistan

the authonty resources and coordination of those involved inthe
identsfication, assessment and management of sigmficant nsks
faced by the organisation

the response to the significant nsks which have been identified
by management and others,

the monitorning of reports frorn Group managernent and

the maintenance of a control environment directed towards the
proper management of risk

The nisk register 1s reviewed quarterly by the Board and, in addition
the nsk owners present an update of current status and mitigating

actions by rotation throughout the year

Potential impact

A significant shift in policy by either the
Admimistration in the US or the new
Government in the UK, which results in a
significant reduction in the number of forces
personnel present in Iraq and Afghanistan,
may have a matenakly adverse impact on

the Group’s financial performance

Mitigation

Qineti(x has capitalised anincreased

UK and US Government spending on
technology in support of operations in

lrag and Afghanistan Notably, QinetiQ has
experenced sttong demand for Unmanned
Ground Vehicles and survivability products
across the duration of both campaigns
However, the focus on operational support
in deferice, on both sides of the Atlantic,
has given nse to a dechne in defence
expenditure inother areas, such as services
to improve procurement efficiency and
innovatve research The Group mitigates
this by maintaining a market focus and
competitive positioning in adjacent
markets including defence services (which
are not directly conflict-related), aerospace,
security and intelligence, providing a degree
of portfoliodwersification

A change in either US or
UK Government spending
on defence and security

18 www QinetiQ com
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The Strategic Defence and Securily Review 1n
the UK and the financial burden on both UK
and US Government budgets from the recent
economic downturn may lead 1o reduced
spending in the markets in which the Group
operates Any reduction in Government
defence and secunty spending in either the
UK or the US could have an adverse impact
on the Group's financial per formance

The Group s focused on a range of markets in
defence, security and intelligence, prowiding
a degree of portfolio diversification The
Group will conbinue to review trends
indefence, aerospace and security
expenditure iy order to align the business
with those trends

1420672010 17 43




Risk

Defence Training Review [DTR)
Package 1 may not reach finanoial close

Potential impact

n 2007 Metrix, the Group's joint venture
with Land Secunties Trilllum was confirmed
as the preferred bidder for Package 1 of the
proposed 30 year DTR contract to outsource
traimng for UK armed forces The Group 1s
responsible for the design and provision of
training to Metrnix InJanuary 2009, Sodexo
replaced Land Secunties Tnllium as the joint
venture partner Metrix and the partners
continue to work with the MOD to finalise
the scope of the programme as the next
stage in moving to a financial close There s
a sk that the DTR programme rnay suffer
material change to the final scope delay,
inability to be financed o1 even cancettation
This would have a stgnificant impact on the
expected future growth ofthe Group In
addition, if firancial close were not reached
the bud costs incurred since preferred

bidder status was achieved would have to
be wniten off and expensed through the
income statement These costs capitalised to
date amount to £30 8m as at 31 March 2010

Mitigation

QinetiQ maintains close contact with
Metnix, Sodexo and the MOD in relation
to the DTR programme, including the
potentialtiming of reaching a financial
close Inaddition, the MOD has signed some
Pre-Contract Award Letters (PCAL}which
effectwely undetwrite a small portion of
the external costs incurred by the joint
venture partners to date A funded early
traiming transformation agreement which
will study the proposed technical design
and delivery of the training programmes,
has beenlet

Changing in the timing of contracts

The amounts payable under some
Government contracts can be significant
and the timing of receiving orders could
have a material impact on the Group's
performance in a gwven reperting period

The contract and orders pipeline 1s
regularly reviewed by senior operational
management

Funding of the defined benefit
pension scheme

The Group operates a defined benefit
pension scheme in the UK Presently
there Is a defiait between the projected
hability of the scheme and the value of
the assets held by the scheme The size of
the deficit may be matenally affected by
a nurnber of factors, includeng inflation,
investent returns changes in interest
rates and improvernents in hife expectancy
Anincrease inthe deficit may require the
Group Lo ncrease the cash contnbutions
to the scheme which would rediuce the
Groups avarable cash for other purposes

The performance of the pension scheme 15
reviewed regularly by Group management
In comunction with the scheme’s
independent trustees External actuanal
and investment advice 1s also taken on a
regular basis to ensure that the scheme

15 managed in the best interests of both
the Group and the scheme’s members The
mast recent triennial funding valuation of
the scheme as at 30 June 2008 resulted In a
deficit of £111 3 The Group and trustees
have agreed a ten year recovery penod to
make upthis deficit

Palictes or attitudes may change
towards Organmisaticnal Conflicts
of Interest (OCI)

Pri12_Review indd 15

The Group provides services to defence
customers that meet their needs as part
of the defence supply chain and also as
technical advisor through its consultancy
services The future growth of the business
could be comprarmised should the current
attitudes to policies adopted by our key
customers especially inthe UK, change

The Group takes proactive steps to manage
any potential OCl and to maintain its ability
to provide iIndependent advice through

1ts consulting and systermns engineering
activities Inthe UK, a formal compliance
regime operates with the MGD to monitor
and assess potentral O as part of the sales
acceptance process

QinetiQ Group ple Annual Report and Accounts 2010 19
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Principal risks and uncertainties (continued)

Risk

Tax habihities may change asa
result of changes in tax legislation

Potential impact

QinetiQis hable to pay taxin the countrnies
in which it operates, principally in the UK
and the US Changes in the tax legislation
in these countnes coutd have an adverse
impact on the level of tax paid on the
profits generated by the Group

Mitigation

External advice and consultation s sought
on potentialchanges in tax legislation in
both the UK and the US This enables us
to plan for and mitigate potential changes
in legislation

A matenal element of the Group's
revenue and operating profit 15

denved from one contract

The Long Term Partnering Agreement {LTPA)
s a 25 year contract to provide a vaniety of
evaluation and testing services to the MOD
The original contract was signed in 2003
The LTPA operates under five year periods
with specific programmes, targets and
performance measures set for each period
On 3 March 2008, the Group signed up to a
second five year peniod of the LTPA with the
MOD The first break point 1s in 2013 Inthe
current years, the LTPA directly contributed
11% of the Group’s revenue and supported

a further 8% through tasking services

using LTPA managed faciities The loss,
cancellation or termenation of this contract
would have a matenal, adverse impact on
the Graup’s future reported performance

The Group continues to achieve cistormer
performance and satisfaction levels
QinetiQ acheved a weighted performance
rating of 90% against an agreed minimum
rating of 80%

Failure to comply with laws and
regutations, particularly trading
restrictions and export controls

The Group operates i a highly regulated
enviranment and the majonity of its
revenues are generated from sales wathin
the UK and the US The Group 1s subject
to numerous domestic and international
laws, including iImpaert and export controls,
financgial and fiscal laws, health and
safety, environmental, money laundenng,
anti-bubery ete Failure to comply with
particular regulations could result in a
combination of fines, penalties civil or
crirminal prosecution, and suspension or
debarment from Government contracts
as well as reputational damage to the
QunetiQ brand Any one of these could
have a matenal impact on the Group’s
financial performance

The Group has procedures i place to ensure
that it meets all current regulations Local
management continuously manitors local
laws and regulations and pokcies are in
place for the appaintment of advisors to
support business development Professional
advice 15 sought when engaging in new
terntories toensure that the Group complies
with local and internatienal regulations

and requitements In the US, the Group
undertakes work that 1s deeined to be of
importance to US national security, and
arrangements are in place to insulate these
activities from undue foreign influence as
aresult of foreign ownership The Group
has procedures in place to ensure that
these arrangements remain effective and
to respond to any changes that nught

occur in US attitudes to foreign ownership
of such activties The terms of reference

of the Compliance Commuittee have been
expanded toreview the effectiveness of
the comphance nsk frameworks

Exchange rate movement

20 www QinetiQ cem
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The Group s exposed to volatility in exchange
rates due to the international nature of 1ts
operations this includes a translational
impact on the key financial statements as
aresult ofthe Group reperting its financial
results in sterling The Group has hmited
transaction exposure as its revenues and
related costs are often borne in the same
currency principally US dellars or sterling
Qinetid North America represents 49%

of the Group’s consolidated revenues

These aperations are funded by US dollar
denominated debt Any significant movernent
in the foreign exchange markets could have
a matenial impact onthe Group's reported
financial performance ina given penod

®

The Group actively hedges all sigmificant
transactional foreign exchange exposure
as describedon page 78 of the notes to

the financial staterments and has adopted
hedge accounting The Group's objective

15 to reduce mediim term velatility to

cash flow margins and earmings The Group
protects its balance sheets and reserves
from adverse foreign exchange movements
by financing acquisitions in North America
with US doltar denominated borrowings,
partially mitigating the nsk as US dollar
earnings are used to service and repay

US dollar denorminated debt
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Risk Potential impact
Raising external funding and The Group telies on the proper functioning
volatility in interest rates of the credd markels which could have

an impact on both the availability and
assoclated costs of finanaing The Group s
exposed to interest rate nsk derived mainly
from long term indebtedness and related
to borrowings which have been 1ssued at
floating interest rates

Mitigation

The Group maintains a sufficient level of
cormmitted funding facilities, with a phased
matunty profile, from commercial banks
and private placement investors The Group
also uses fixed-rate debt instruments and
interest rate swap derivatives to provide
some cettainty 1n the future cost of
maintaining these facilities

Fixed price contracts Some of the Group's revenue 1s derived from
contracts which have a fixed price There
15 a nsk that the costs required for dehvery of
a contract could be higher than those agreed
tnthe contract due to operational overruns
orexternal factors, such as inflation Any
significant increase in costs which cannot
be passed on to a customer may reduce the
profitability of a contract or even result in a
contract becoming loss-making

The nature of much of the services provided
under such fixed price arrangements

1s often fora defined amount of effort

or resource rather than firm product
delverables and, as such, the nsk of cost
escalation s substantially mitigated The
Group ensures that its fixed price bids and
projects are reviewed for early detection
and management of 1ssues which may
result in cost overrun

Acquisition of businesses The Group has the ability to acquire
other businesses and companies These
acquisitions may not perform in ine
with expectations thereby having a
detnimental impact on the Group's
financial performance

The nisks are rmtigated through the due
dilgence and anternal approvals processes
In addition, the usual contractual
protections are included in the purchase
agreements signed with the vendors

Inherent risks from trading QinetiQ operates internationally The nsks

in a global marketplace associated with having a large geographic
footprint may include regutation and
admirustration changes, changes in
taxation policy political instabity cwvil
unrest, and cultural and terms of reference
differences leading to a lack of common
undesstanding with customers Any such
events could disrupt some of the Group s
operations and have a matenal impact on
its future financial performance

While the core activities of the Group are
canfined to the UK and the US, the Group
continues to explore potential chent
relationships internationalty

Highly-competitive marketplace The aerospace, defence and security
markets overall are highly competitive
The Group s financtal performance may
be adversely affected should it not be able
to compete inthe markets in which it aims

QunetiQ seeks to focus on areas

within these markets in which its deep
customer understanding, domain
knowledge, technical expertise and
platform independence provide a strong

tooperate proposition and sigmificant advantage in
competitive bidding
Realisation of value from intellectual The funded research and development work The Groupinvests in the development
property may be delayed that the Group undertakes for defence and of intellectual property only where it

other customers creates intellectual property
that the Group retains and can utilise for
commercial applications The uncertanty
that exists over new technologes and
markets may result in delays failure to
realise value from intellectual property,

or the need for a higher level of investment
for the opportunity to be realised The
additional iInvestment requirements may
have to be funded from the Group's own
capital resources which may have an adverse
unpact en the Group’s financial performance

behevesthere is a substantial and realistic
market opportundy for the technotogy

and it undertakes a portfolic approach, in
recognition that not all investment s will be
successfil The performance of intellectual
property realisation programmes 1s
monitored to increase support for success ful
prospects and reduce expenditure where
reahsation appears less likely The Group
uses external experts and financial backers
as partners in a variety of structures

to enhance the performance of certain
intellectual property realisation projects
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Corporate responsibility review

This is my first opportunity to report on Corporate Responsibility
(CR) at QinetiQ and | am clear that our aim is to be a responsible
and sustainable company. Good corporate citizenship is a
fundamental tenet of QinetiQ. Our approach to the marketplace,

our people, the environment and our community drives our aims.

We will continue to ensure this is a key focus as we adapt to our
changing environment. The measure of our successin CRis an

evolving and key indicator for the business.

Leo Quinn Chief Executive Officer

CR performance overview
What we said

Marketplace

Achieve Level 3 of the Government's
Flexible Framework for Sustainable
Procurement by 2010

What we did

There are five categonies in the Flexible
Framework Level 1to level 5 We attained
Level 3 for two categornies and Level 2 for
three categories

Where to next

Reach Level 31n all categones of the
flexible framework by Novernber 2010
and continue to work proactively with
customers and suppliers on sustainable
procurement issues

Our people

Continueto drive performance in heaith
and safety (H&S) Maintain UKRIDDOR®

rates that are better than the Health and
Safety Executive (HSE) benchmark rate

Investigate Learming and Development
effectiveness measures for future years

Reporting of Injuries Diseases & Dangerous
Qccurrences Repulations

A RIDDOR rate of 3 69 per 1 000 employees
compared with the HSE benchmark of 5 03

Qualitative and quantitative measures
have been identified We have found that
learning and development intervention has
a measutable impact on graduate retention
and on time taken to achieve chartered
status

Reduce accdents, incidents and the number
of ermployee days away from work In future
we will be reporling Lost Time Injury Rates

Use UK employee survey to understand and
improve employee engagement

Environment
Maintain our 1% 14001 certification
in the UK

Achieve certification to the Carbon Trust
Standard

Extend UK waste data capture to all minor
sites and continue to increase recychng
(target s 70% by 2014)

Contnibute to blodiversity through the
effective maintenance of our conservation
sites

Successfully retamed 150 14001 for UK sites
Carbon Trust Standard achieved

Data capture extended to almost all
mianor sites i the UK Achieved 66% waste
recychng on major UK sites

Management plans and conservatton leads
are n place for designated conservation
areas inthe UK We received a Sanctuary
Award for conservation work in the
Hebndes

Continue te maintain 150 14001 for UK sites
2% CO» emissions reduction target inthe UK

Achieve 70% recycling rate across the UK
by 2012

Delivery of UK conservation management
plans

Community
Undertake taur of Lab 1 a Lorry 1n 2009/10

Continue 1o focus and deliver our STEM
(Science, Technology, Engineering and
Maths} ectucation outreach programmes,
where we are working to inspire the next
generation of scientists and engineers

wiww Cineti com
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Lab na Larry taken to Portsimouth We
have now interacted with 11,000+ students

Development of extended training for
STEM Ambassadors

Attained three awards from STEMNET

Form partnershups wath key schaols to
detiver our STEM education outreach
programme effectively
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Corporate responsibility management

The CR Comimittee met thiee times duning the year to discuss
strategy and pragress This new group, which compnses the
Executive Tearn and the Group CR Manager has enabled greater
senior management visibility and support for CR programmes
Areport s provided monthly to the Executive Tearn and the CEO
reports to the Board on CR issites as requited Our approach is to
embed CR into how we do business and 1he CR Manager worked
with a wide network of domain experts across the UK and the US
In Australia, a new CR Team has been formed and has developed a
plan to roll cut local imitiatives in line with the Group CR framework

Delivery of the Business Risk Management process 1s a key
mechamsim to iImprove awareness understanding and management
of risk CR and ethical nisks have previously been held separately but
following a programme of work this year with the UK business are
now integrated to ensure our approach to riskis holistic We have
been refreshing our strategic objectives around Health Safety and
Environment (HS&E) and Business Ethics There 1s now a clearer focus
on leadership, communications, competencies and nisk management

Policy and process

We have a balance between Group and regional policies to
encompass regional differences in best practice and law Relevant
policies include: H3&F, sustainable procurement, business ethics,
equalty and diversity Qur Group Business Ethics Policy, which s
available in the Investor Relations and CR sections of our website
(www QunetiQ com) provides a framework of how we operate
Further information on governance can be found on page 28

Marketplace
Mission statement to be aresponsible and sustainable business

Sustainable procurement

We recognise that how and what we buy needs to be anintegral
part of our ambition toimprove sustamability in QmetiQ Cur UK
Sustanable Procurement forum has been active in raising employee
awareness through traming, employee campagns and leadership
team brniefings Anintroduction to Sustainable Procurement is part
of the corporate induction for UK employees A key part of the
process 1s warking with our supphers and this 1s an area on which we
must continue to focus We are a signatory to the MOD's Sustainable
Procurernent Charter and are an active member of the MOD Industry
Sustainable Procurement Working Group

Business ethics

We are committed to the highest standards of ethical conduct

We know this 1s critical for our success because it builds trust and
transparency withour people and with our customers Maintaimng
these fugh standards of ethical behaviour can result in difficult
choices Integeity and ethics may require us to forgo business
opportumties but in the long run we will be better served by

doing what 1s right Over 95% of UK employees and 100% of GNA
employees have undertaken business ethics traimng The Australian
business now has 1ts Code of Conduct in place

Policies and procedures are in place to prevent corruption within our
operations and activities We have beenworking with organisations
such as TRACE (Transparent Agents and Contracting Entities) an
independent and mternationally recognised orgarisation, in two
areas Firstly, toconduct a due diligence review onthe anti bribery
1ssue associated with engaging third party representatives overseas
secondly lo provide bespoke training for our sales and commercial
employees on international law and regulations covering anty
corruption and bribery

We have a Whistleblower line available for all employees worldwide
and we have developed a new gifis and hospitality register in the UK
There 1s a need for continual iImprovement and we are developing our
strategic objectives in business ethics, which will focus on leadership
communications, competencies, polcy and nsk management

Environmental solutions

Monitoring and colfection of environment al data is Increasingly
crucial in addressing the challenges of climate change and
environmental managerment The SWIMA project 1s rmanaged by
QinetiQ, working with an international group of companies, the UK
Environment Agency and universities The team 1s using field tnals
inthe River Famar catchment in South West £ngland to demonstrate
how the exploitation of open standards in ‘sensor webs” (networks
of disparate sensors connected via the same web interface) can make
environmental rnonitoning more efficient and intelfigent while also
reducing associated costs Hawing this type of data avallable at the
click of a mouse has considerable mpact on the accuracy and timely
delivery of alerts of pollution and flooding

Our people

Mirssion statement to create anenvironment which attracts
great people and enabies them to deliver high levels of
performance

Health and safety

Employee safety 1s a key part of our overall business ethic and duty
of care to fellow employees Senior management 1s responsible

fer delivering and embedding the highest standards and we

have been refreshing our programme of leadership, including

the introduction of Safety Leadership Charters A comprehensive
audit of our UK safety management system was completed by the
Explosives Inspectorate of the HSE Whilst it identified a number of
opportunities forimprovement it concluded that we have ‘a clear
and strong commitment to the safe conduct of the business’ and
‘a strong culture of safe working’

Our businesses in the UK the USand Austraha collect and report
accident data differently, because of in courtry requirernents Going
forward, we are locking at greater ahgnment of reporting metrics

Health and safety data

0086 2007 2008 20Uy 2010
mIDDOR razem 385 __3_;_ _2 28 2 82—.; _6;
HSE Benchmark? 590 S 63 536 519 503
fjﬁ- n/a n/a 761 ) 4656 5?2
aNA" s 214 157 109" 212
Australia®® ) n/a n/a n/a nfa 3‘8—8

U The UK measures the number of RIDDOR accrdents as the number of events
per 1,000 people duzning the year

P HSE RIDDOR Benchmark tor all industnies

9 Dala ate wotk telated lost time acodent per 1 000 employees,

“shightly alterad from 2009 (0 78) due to legacy entities.

UK employees have access to the Employee Wellbeing Programme
service which provides information and support on financual, legal
and famiy matters, counselling, and an online service UK employees
also have a benefits package through ‘ChnetiQ Currency’, which
provides discounts on a range of tems such as bicycles, childcare
and healthcare QNA provides anexcetlent package of healthcare
benefits for employees
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Corporate responsibility review (continued)

Employee engagement

Regular dialogue with employees is part of good leadership, and
hstening to our people has never been more important whlst

we have been undergoing significant change Arange of tools 1s
deployed regularly to keep in touch with our employees including
CEQ notices tearn briefings and leaders hosting ‘town hall sessions
across all our sites We alse rake good use of intranet, newsletters,
video and print media The newly formed Emplovee Forum and

the Communications Network create an open diatogue to give
employees across the UK business the opportunity to have their
say and to give input into important issues that we face Employee
engagemnent has been a key part of QNA's programme of bringing
many separate companies together into one business

Employee surveys ate also an opportunity for our people to have
their say This year we mntroduced the widely used ‘Best Companies to
Work for questionnaire in the UK, which will enable us to benchmark
ourselves against other companies across a wide range of 1ssues

We had a high response of 73% and the survey gave us some clear
feedback on areas on which we need to focus

We have introduced an exciting new programme, My Contnbution’,
which enables everyone to play a part in improving our business It
gives ernployees a way to generate and voice ideas and convert them
quickly into projects that wilt benefit the Company's bottom line 1t 1s
a simple, common sense concept enabling continuous improvernent
The programme 1s up and running in the UK and there are plans in
place toroll it cut across QinetiQ globally

Learning and development

We support the developrment and employability of our people
Across QinetiQ we have in place a range of high quality programmes
from apprentice training and graduate entry toleadershp For
example the UK Graduate Development Programme provides new
entrant graduates with business awareness through the Henley
Graduate Pregramme and professional development through the
Accredited Initiat Professional Development Scheme Investment in
graduate development continues to play a major factor in graduate
retention CR1s anintegral part of the UK Corporate Inductien and
15 supplemented by a CR e-learning module |nthe UK our Flight
Engineerning Services Traintng Centre is currently tramning just under
100 engineening apprentices from across our Managed Services
Group and dstl The trairung pathways cover aircraft mecharical
and avionics, workshop machining and ground instrumentation/
electncal The aircraft trawung pathways conform to the MOD
Maintenance Approved Crganisation Scheme training requirernents
for Mechanical {B1) and Avionics (B2) trades

In Australia, a People Development Programme 1s establishing career
development for our most talented employees and 1s supporting
succession planning QNA was forined aver a short period from

a number of cornpanies with different cultuzes and practices

The focus has been on efficiently implermenting consistency m

Job roles and performance management QNA has been dniving
robust succession planming and working with the Darden Business
School at the University of Virgirua to develop future leaders for
QNA lechrmical employees, the focus 1s on a rapid and competitive
knowledge update

We are one of only 5% of the 28,000 tnvestors in Peopte organisations
that have chosen to stretch above the standard Since a key area
identified in recent feedback was perforance management in the
UK, we have carned out a full review and update of our performance
managernent processes and introduced the Personal Success Plan

www QinetiQ corn
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Community

Mission statement to make a positive contribution
to the community

Science for sotiety

Following a tequest from the Cornbired Services Disabled Ski Team
our experts designed and manufactured a inore competitive ski
racing seat for Sergeant Mick Brennan, adouble amputee who has
discovered a real talent for downhill skung as part of the Battle Back
intiative to rehabilitate injured servicemen and wornen Mick’s
performance inproved considerably with the seat and he achieved
a Bronze medat in Lhe Giant Slalom at the Canadian Nationals in
Vancouver

In 2609, two UK employees visited Saravan Province in southern Laos
and worked with Norwegian People’s Aid as part of our unexploded
ordnance (UX3) Saence for Society Programme which has been
running for five years The UXO is a legacy of the Vietnam war The
teamn prowided training in UXO pinpainting, CAD surveying and
mapping, as well as simpfe practical solutions for water punfication
bomb disposal and simple protection schemes

Education outreach

Qinet)Q collected three prestigious STEM Education Qutreach
Awards, from STEMNET including Support & Development Most
Dedicated Ambassador and Most Dedicated Organisation In 2009
we launched a strategic partnership with Shoeburyness High
School to jrovide some business focus, to complement the STEM
curniculum We are working closely with the school on the delivery
of the new, twa year STEM Leadership qualification and suppariing
16 year old Fast Track students on the Applied Science course Going
forward, we aim to focus on our education cutreach programmes,
by developing partnerships with other key schools near our sites
QNA also recogruses the importance of encouraging young people
towards maths and scierce careers and sponsors science and
technelogy education in schools

In the UK we supported many students at various stages in their
uriversity careers 16 pre university students were hosted on

the Year in Industry scheme, while other students worked in the
company for up to a year during therr undergraduate course At any
time, over 50 dectoral level students are sponsored 1In conjuncticn
withthe Engineering and Physical Scences Research Council, on
projects that are relevant to our business, with placements

on vanous sites

Chanty and commumty programmes

Employees across the Group undertook a range of volunteening
activibies in the cornmurity QNA supperted a number of employee-
driven imitiatives and contnbuted time resources and funding to
numerous commumty grassioots efforts, such as Habit for Humanity
and the Special Olympics |n addition, ONA encouraged active
participation and support for military aligned programmes, such

as the Wounded Warnior Project for inured servicemen and women
In the UK, employees have been involved in a range of commumity
activities from conservation projects to beach safety talks for
children Total chantable giving from the business across the

Group was £114,100 (see page 42) In addition, our UK employees
raised £26,112 for our pnonty chanties through a range of events,
attracting corporate matched funding for prnictity chanties and
made contnbutions through our payroll giving scheme
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Environment
Mission statement to be an excellent environmental steward

Carbon management
A highlight thus year was rmeeting our target of attaiming the Carbon
Trust Standard which demonstrates that we have measured,
marnaged and reduced our carbon emissions Far the third year, we
provided infortnaticn to the Carbon Disclosure Project and we also
took part in the Business in the Community May Day Network We
recognise the importance of being prepared for the UK Government s
Carbon Reduction Commtment Energy Efficiency Scheme and are
well positioned having put in place the Carbon Management Group
(CMG) which brings together expertise from Estates, Envirenmental
Management (R Procurement and the
business The CMG aversees our five year
carbon management plan promotes energy
efficiency and awareness, and sets and
monttors targets Following our carbon foot-
printing programme, this s the first year we
are reporting CO; emussions from transport
as well as from energy used

UK carbon management data

2006 2007 2008 2009 2010

UK gas use (GWH}) 846 696 686 668 647
UK ol use (GWH) 259 225 214 217 206
UK electricity 1369 136% 1136 1027 993
use (GWH)Y
UK iotal energy 2473 2291 2036 1912 1847
use {GWH)

UK ktonnes CO; from 96 7 931 800 738 713
energy usel!

UK ktonnes CG; from n/a n/a n/a 238 179
transport @

B the table CO; emissions are ¢alculated using the defra October 2009
Greenhouse Gas conversion factors (Gs 0 18358 Cil 0 27927 Electnaty
054055} These factors change regulatly s01n order to show actual
teductions we have used the same conwet sion factor for all years. This wall
resultin shightly different numbers frorn those reparted last year which
wete based on a previous conversian factor (2009 718 2008 778)

@ The data includes erssions {rom our own vehictes (arcraft helicopters
and cars) and from employee business mileage read and air) 2009 data
now included

Environmental management and conservation

We continue to maintain 1SO 14001 2004 certification in the UK
This 15 evidence of effective controls as part of our Environmental
Management Systerns, which cover a broad range of activities frorm
knowledge and technology-based research and services, to weapons
and systems testing Our Australianbusiness has also established a
small group responsible for developing environmental initiatives

We take a responsible and proactive approach to the stewardship of
the many Sites of Special Scientific Interest (SSS9) thatl we manage in
the UK with approprate conservation management plans in place
for all of ther We won a prestigious Sanctuary Award for our work
on a 5551 on the MOD Hebrides range

Waste

As part of our waste managetnent programmes, we have extended
data collection to the majority of sites we own or manage for

the MOD and incorposated additional waste streams the largest
of which are construction and grounds waste In GNA, recycling
programmes operate across muchof the business

UK waste management data®

2006 2607 2Q08 2809 2010

General waste to 3131 2330 1551 1,140 830
landfill {tennes)

Recycled waste 680 761 932 1094 1,623%
({tonnes)

Percentage waste 18% 25% 38% 49%  66%
recycled

@ Mojor sites only for comparative purposes
P aste data collection new extended to include construchion and
composting waste

4 Major sites anly for comparative purpeses
19 Waste data collection now extended to include construction
and compoesting waste
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Directors’ Report — Governance

Board of Directors

B a

1 Mark Efhott
Non-executive Chawrman—- 61

3 David Mellors
Chief Fimanaal Officer—41

Appainted Non executive Chairman in March 2010, Non executive
Direclor between June 2009 and February 2010

Member of the Remuneration Committee Comphance Commuttee
and Nominations Cemrmittee

Mark was previously General Manager of IBM Europe Middle East
and Africa and sat on {BM s Worldwide Management Council Mark
currently serves as a Non executive Director on the boards of Reed
Elsevier Group PLC (in respect of which he s also Chairman of the
Remuneration Committee) Reed Elsevier NV and G4S pk The Board
considers that Mark's extensive experience in the technology services
sector both inthe US and Europe coupled with his exposureto a
varlety of industry sectors on the boards of FTSE isted cormpanies,

15 a valuable asset to the Group 1n terms of leadership and addressing
the strategic 1ssues affecting the Group

2 lec Quinn
Chief Executive Officer - 53

Appointed Chief Executive Officer in November 2009

Member of the Compliance Committee, Nomtnations Cornmittee
and Secunity Committee

Leo was Chief Executive Officer of De La Rue plc between 2605 and
2009 Before that he was Chief Operating Officer of Invensys plc's
Production Management Division Prior to that time, he spent 16
years with Honeywell Inc 1n a variety of semor management roles
in the USA Furope the Middle Fast and Africa Leo was formerly

a Non executive Director of Tomkins plc

www QineliQl com
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Appointed Chief Financial Officer in August 2008
Member of the Securily Committee

David was previously deputy Chief Financial Officer of Logica ple
David has alse held the position of Chief Financial Officer of Logica's
international division covering aperations in North America,
Australia, the Middle East and Asia and, prior to that, he was the
Group Finanaial Controller Earlier expenence included various roles
with CMG Ple, Rio Tinto plc and Price Waterhouse Dawid 1s a member
of the Institute of Chartered Accountants in Engfand and Wales

4 Sir David Lees
Deputy Chairman and Senior Independent
Non-executive Director- 73

Appointed Deputy Chairman and SID in August 2005

Chairman of the Carnpliance Committes ardd Nemimations Committee
Member of the Audd Cornmitiee and Secunty Committee

Sir David 1s currently Chairman of the Court of the Bank of England,

he has also been a member of the UK Panel on Takeavers and Mergers
since June 2001 Sir Dawvid joined GKN ple in 1970 and had held the
position of Group Finance Director, Chief Executive and Executive
Chairman before becoming Non execubive Chairman in 1897 until

ts retirernent in May 2004 Other notable roles include being a
member of the National Defence Industnies Council between 1995
and 2004, Chawrman of Courtaulds ple from 1996 to 1998, a Non
executive Director of the Bank of England between 1951 and 1999
and Chairman of Tate & Lyle plc until 2009 From 2002 to 2006 he was
Non executive Joint Deputy Chairrman of Brambles Industries plc and
Brambles Industries Limitect Sir Dawid 1s a Fellow of the institute of
Chartered Accountants in England and Wales The Board considers that
Sir David’s detailed understanding of the defence sector, coupled with
his extensive expenience of corporate governance and the City and

its institutions significantly enhances the operation of the Board

@
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S Colin Balmer
Non-executive Director — 63

8 Adriral Edmund P Giambastar Ir , US Navy (retired)
Mon-executive Director - 62

Appointed Non executive Director in February 2003

Chairman of the Secunty Coinmittee Member of the Compliance
Comnuttee Norminations Committee and Remuneration Cornmitiee

Colin served as Managing Director of the Cabinet Office fromn 2003
until bus retirement in 2006 Previously, he was Finance Director

of the MOD, with responsibility for QinetiQ's privatisation and the
subsequent investment by Carlyle as part of the PPP Transaction
Colin has extensive expenience across the MOD and 1s currently

a member of the Foreign and Commonwealth Office’s Audit and
Risk Committee and 1s on the Board of the Royal Mint, chairing

its Audit Cornmuttee The Board considers that Colin's extensive
know!edge of the development of QunetiQ throughout its public-
private partnership and is in depth understanding of the warking
of Government, particularly the UK MOD, provides the Board with
a unique insight into the 1ssues facing Government in detivering its
procurement objectives and partnering with industry suppliers

6 Noreen Doyle
Non-executve Director - 61

Appointed Non executive Director in October 2005

Chairman ot the Remuneration Comrnittee Mernber of the
Audit Committee

Noreen sits on the Board of Credit Sussse Group (Zunch} and 1s a

Non executive Director of Newmont Miming Corporation (Denver)
and Rexam plc Prior to her appomntrent in 2001 as First Vice President
of the European Bank for Reconstruction and Development (EBRD)
Noreen was head of Risk Management Previously Noreen had a
distinguished career at Bankers Trust Company (now Deutsche Bank)
in corporate finance and leveraged financing, with a concentration
inoil gas and mining The Board considers that Noreen's extensive
mternationat business expenence, particularly in the areas of
corporate finance, risk managerent and banking, 1s ef significant
benefit to the Board

7 David Langstaff
Non executive Director - 55

Appointed Non executive Director in August 2009

Member of the Audit Committee, Norninations Comrmittee and
Remuneration Commitiee

David was formerly President and Chief Executive Officer of
Vendian Corporation Prior to that, David held positions with First
Boston International, Blyth Eastrnan Dillon Inter national and the
Inverness Group focused on corporate finance venture caprtal and
mergers and acquisitions David currently serves on the Boards of
TASC, Inc, the US Defense Business Board SRA International Inc
and The Aspeninstitute Business and Society Program The Board
consklers that David's professional services experience and in depth
understanding of the secunty rarket 1s highly beneficial to the
future development of QinetiQ’s business

Appornted Non executive Director in February 2008
Member of the Comphance Committee

Between 2005 and 2007, Ed was the second-highest ranking military
officer in the United States, having served as the seventh Vice Chairman
of the Jaint Chiefs of Staff A career nuclear-trained submanne
officer, Bd s distinguished service has afso included assignments

as Special Assistant to the ClAs Deputy Director for Intelligence,
Senior Military Assistant 1o the US Defense Secretary and
Commander, US Joint Forces Command He also served as NATO s
first Supreme Allied Commander Transformation After eetirement
and until October 2009, he served asthe Non executive Chairman

of the Board of Directors for Alema North America Inc He currently 1s
a Non executive Director of The Boeing Company, SRA International
Inc and Monster Worldwide, Inc and serves in a pro bono capacity
on a number of US Government advisory boards and panels The
Board considers that Ed’s extensive knowledge of the US defence and
secunity dornain significantly enhances the operation of the Board

as QinetiQ continues to pursue its strategy of developing its US
platform in the defence and secunty technology sector

9 Nick Luff
Non-executive Director — 43

Appointed Non-executive Directorin June 2004

Chairman of the Audit Cornrmittee, Member of the Compliance
Committee and Secunty Cornrmittee

Nick was appointed Finance Director of Centnica plc in March 2007,
having previously served as CFO of the P&O Group He tramned as a
chartercd accountant with KPMC and 1s a member of the institute
of Chartered Accountants in England and Wales Nick joined the
P&Q Board as Finance Directorin 1999 In October 2000 he became
Chief Financial Cfficer of P&O Princess Cruises plc on its demerger
frorn the P&O Group and retutned as Chief Financial Officer of P&Q
in May 2003 Nick has also served as a Non executive Director on

the board of Royal P&O Nedlloyd NV, the Dutch-hsted international
container shipping company The Board considers that Nick s expenerice
of operating as Chief Financial Officer/Finance Director with PRO
and Centrica, coupled with his extensive exposure to a vanety of
industnal sectars provides the rigorous financial and commaercial
scrutiny required of a FTSE-hstedcompany at Board level, particularly
in the context of his role as Charrman of the Audit Commitiee

10 Admural Sir James Burnell-Nugent
Non executive Birector - 60

Appointed Non executive Director in Apel 2010

Member of the Compliance Committee, Remuneration Committee
and Security Comnrmittee

Sir James cornmanded the aircraft carner HMS Invincible and three
other ships and submannes dunng a 37 year career in the Royal Navy
which culminated in his appointment as Commander-in Chief Fleet
In between operational duties he served (n several appomimentsin
the Ministry of Defence and gained cross Whitehall experience while
an secondment to HM ireasury The Board considers that Sir jarnes’
expertise In the Government contracting domain, particularly with
the UK MOD and HM Treasury, s ighly beneficial in the context of
QhnetiQ s Government sourced operations
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Directors’ Repart — Governance

Corporate governance report

The Board is committed to promoting the highest standards of
corporate governance and believes that strong governance is
key to delivering value to all stakeholders, maintaining investor
confidence and managing change.

This section of the Annual Report, together with the Report of the
Remuneration Commllee on pages 36 to 41 describes how QinetiQ
has promated strong governance throughout the Group by applying
the principles of the UK Financiat Reporting Counail s Combined Code
on Corporate Governance (the Combined Code) The Board considers
that QinetiQ has complied with the provisions of the Combined Code
throughout the last financial year except that the Combined Code
recommends that a company's chatrman should be independent

on appointment and that its Chief Executive Officer (CEO) should

not becorne chairman of the same company Sir John Chisholmn, the
Chairman of the Group unt)l February 2010, was not regarded as
independent under the Combined Code as he was formerly QinetiQ's
CEQ, the Board gave the reasons for this non compliance both inthe
prospectus published as part of the Comnpany s Initiat Public Offening
{IPO) 1n 2006 and tn subsequent Annual Reports

The Board ~ governance, processes and systems

Highlights
Conducted a global search culminating in the appointment
of a new Chairman
Managed the process of appointing a new Chief Executive Officer
Created a new Secunty Commuttee and conducted a review of the
composition of the Board Comrmittees
Appointed Sir Robert Nelsan to conduct an independent
investigation into the conclusions and recommendations made
in the Haddon-Cave report

Created arevised nsk register and introduced clear processes
in relation tooversight and management ot nsk

Board objectives
Provide support to the new Chief Executive Officer Lo ensure
the Group's success
Assist in the developinent of a new strategic directron for the
Group's business
Remain focused on succession planning tor the Board

« Detwer the hughest standards of health and safety
management across the Group
Support the Chief Executive Officer in ensunng that the
key recommendations of Sir Robert Nelson's review of the
Haddon Cave report published in Novernber 2009 are
implemenied across the Group
Continue to promole the highest standards of corporate
governance and ngorous oversight of Group per formance
and nsk management

www QinetiQ com
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Composition of the Board

The Board currently has ten members the Non executive Charman
seven other Non executive Directors and two Executive Directors
namely the CEQ and the Chief Financial Officer (CFO), with the
objective of achieving a balance of Executive and Non executive
Directors

Mark Elliott has been the Non-executive Chairman of Qinet i since

1 March 2010 following Sir John Chisholm stepping down from this
role Mr Eiliott joined the Board as a Nen executive Director on
1June 2009 Dunng the year the Board also welcomed Dawvid Langstaff,
who Joined as a Non executive Directer on S August 2009, Leo Quinr
who jomned as QinetQs Chief Executive Officer on 16 Novemnber
2009 and Admiral Sir James Burnell Nugent, who jomed the Board

as a Non executive Directar on 10 April 2010 Mr Quinn replaced
Graham Love who ceased to be CEQon 31 October 2009 The Board
would lke to express its thanks to Sir John Chisholm, Grabarn Love
and Dr Peter Fellnes, all of whom stepped down duning the year

for thew dedication and valuable contnbutions duning their years

of service

The Board considers its overall size and composition to be
appropriate, having regard in particular to the independence of
character and integnty of all the Drectors and the expernience and
skil's which they bring to thesr cduties, which prevents any individual
or small group from dorninating the Board's decision making

The Board considers that the skills and experience of its indivictual
mermbers, particulaly in the areas of UK/US defence and secunty,
the commercialisation of iInnovative technologies corparate
finance mergers and acquisstions and nisk management, have
been fundamental in the pursuit of QietiQ's strategic intiatives
{as described in the Chief Executive Officer’s Review section of
this Annual Report) in the past year Inaddition, the quoted
company experience avatable to members of the Board i a
vanety of industry sectors and international markets has also
been invaluable to the Group as i seeks to penetrate new
markets and geographicterntories
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Roles and respansibilities

The Board 1s responsible for managing the Group’s operations and,

in this capaaily, determines the Group s strategic and investment
policies The Board also moritors the performance of the Group's
senior management team and organises iLs business to have regular
interaction with key mernbers of the Grotp, ncluding those based in
North America The Directors are responsible for the management of
the business of the Group and their powers are subject to the Articles
of Association and any applhicable legislation and regulation

Chairman and Chief Executive Officer

The roles of Chairman and CEO are separate with their responsibilities
having been clearly articulated by the Board in writing The Chairman,
Mark Ellott 15 responsible for the effective operation of the Board
and ensures that all Directors are enabled and encouraged to play
their full part in Board activities The CEQ Leo Quinn 1s responsible
io the Board for directing and promoting the profitable operation
and development of the Group consistent with enhancing long term
stakeholder value, which includes the day to day management of the
Group formulating commumicating and executing Group strategy
and the implementation of Board policies

Senior Independent Director

The Senior Independent Non executive Director 15 Sir David Lees

Sir David 1s also Deputy Chairrman of the Board and serves as an
additional point of contact tor shareholders should they feel that
their concerns are not being addressed through the normal channels
Sir David 15, furthermore available to fellow Non-executive Directors,
either indwrdually or collectively should they wish to discuss matters
of concern in a forumn that does not include the Chairman, the
Executwe Directors or the senior management of QinetiQ

Independence of Non-executive Directors

Ofthe current Directors of the Company the Board considers
Adrmural Sirlames Burnell-Nugent, Noreen Doyle, Mark Elliott
Admural Edrniund P Giambastiany, Dawd Langstaff Sir David Lees

and Nick Luff to be independent of QinetiQ s executive management
and free frarn any business or other relationships that could matenally
interfere with the exercise of thewr independent judgement Of the
remaining Non executive Directors the Board considers that Colin
Balmer 15 not independent for Combined Code purposes on the basis
that he was (until MOD sold its entire ordinary sharehelding in the
Company on 9 September 2008) the MOD's normnated director

Based on the above, the Board cansiders that over half of its members
were Independent Non executive Directors throughout the last
financial year

Performance of the Board

During the financial year ended 31 March 2010, QinetiQ conducted
its fourt b evaluation of the performance of the Board and its
Commuttees since IPO Given that the Group had undertaken

an externally facilitaled evaluation in the previous financial year

and the number of Board changes occurnng in year, the 2009/10
evaluation exeicise was aninternal exercise led by Sir John Chishoim
The Chairinan used the core conclusions arssing out of the prior year's
exercise as  reference point for a senes of questions focused on best
praciice areas of corporale governance, which was supplemented by
a number of meetings held indwidually with each of the Diectors at
which Lhe performance of the Board, 1ts Cormnmuttees and indadual
Board members was discussed Sir David Lees 1n his capacity as the
Senior Independent Non executive Director, also met with individual
members of the Board to evaluate the performance of the Chairman

The evaluation process revealed that the operation of the Board
was conducted in anopen and transparent manner with the Board
possessing an appropriate rangeof skills which were well matched
to Qinetits business and having devoted increased attention to
strategic planming, succession and sk management in the year

As a result of the evaluation exercise, the Board agreed to maintain
its focus on these key 1ssues in the coming year

As a separate exercise the Chairman held various meetings with
the Non executive Directors in the last financial year, without the
Executive Directors present, in order lo review both the operation
of the Board and the performance of the Executive Directors

In addition the Executive Directors were appraised as part of

the annual salary review process which was overseen by the
Remuneration Committee

Directors’ induction, on-going training and information

All newly appointed Directors participate in an induction
programme, which 1s tailored to meet their specific needs in relation
to information onthe Group This induction programme includes
aninduction pack which s refreshed to ensure it contuns the most
up to-date information available en the Group

All Directors are encouraged to wisit CinetiQ's principal sites and

to meet a wicle cross section of the employee base Durnng the

last financial year, the Board held one of 1ts meetings at QinetiQ's
facihity in McLean, Virgima and one at QinetiQ's facilities in Waltham,
Massachusetts, which allowed members of the Board to better
appreciate the operattonal dynamics and technical offerings of the
QNA business The Board also held ane of 1ts meetings at QinetiQ s
Farnborough site

As part of the corporate planming process the Board has the
opportunity to question the secter heads and the Executive Directors
in refation to the formitation of the corporate plan at sector level
and the impact of these plans on the Group strategy as a whole

The Non executive Directors also have anopportunity to meet

with other employees within the Group (including, but not irnited
to, other members of the senior management team) at lunchtime/
evening events which are scheduled to coincide with Board meetings

Training 1s also avallable to the Board on key business 1ssues or
development s in policy, regulation or legislation on an as needed
basis

Each of the Directors has access to the services of the Company
Secretary, and there s also an agreed procedure for the Directors
to seek independent advice at the Company’s expense

Re-election of Directors

Rules concermng the appointment and replacement of Directors

of the Coempany are contained inthe Articles of Association and
changesto these articles must be submitted to shareholders for
approval Accordingto the Articles of Association, all Directors

are subject to election by shareholders at the first AGM following
thetr appointment, and to re election thereafter at intervals of no
more than three years I )s the Company s practice for each serving
member of the Board to be put forward for election or re election
at each Annual General Meeting
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Corporate governance report (continued)

Board meetings and attendance

The Board has regular scheduled meetings Nine scheduled Board
meetings were held in the last financial year Members of the

Board were also inwited to attend a dinner on the occasion of each
scheduled Board meeting, to assist in the process of refationship
buitding and to ensure that key strategic initiatives were thoroughly
discussed The Board held two of 1is scheduled meetings in the US in
the last inancial year to give members of the Board an opportunity
to meet with senior management in QNA One Board meeting was
held at Quneti’s Farnborough site o provide members of the Board
with greater opportunity to understand the operationat dynamics of
the UK business at first hand

The following table shows the nunber of Board meetings held
duning the year and the attendance by individual directors

Attendance at Board meetings April 2009 to March 2010
Members

Board meetings held in 2009/2010

Colin Balmer 9/9
Admizal Sir James Burnell Nugent™ 0/0
Sie John Chisholm®@ B/8
Noreen Dayle i 8/9
Mark Ellott® 7
Dr Peter Fellner' o 2/3
Admural Edmund P_GEEb_as_t |E_ 9/9
Dawid Lang;a-f_ﬂ:]“—li o - T
Sir David Lees 9/9
Graham Lov_e“" T 5/5
Nick Luff __9_/9
Dawid Mellors T —-9_/9
teo Qumnﬁ— T o 4/4

W admiral Su James Burnell Nugent was appointed to the Board
on 10Apnl 2010

1#Sir John Chisholm resigned from the Board on 28 February 2010

W Mark Etllott wis appointed to the Board on 1 June 2009

# [ Peter Fellner resigned from the Board on 4 August 2009

™ Dawid Langstaff was appointed to the Board on 5 August 2009

* Graham Love ceased to be a Director on 31 Octobet 2009

A teo Quann wis appointed to Lhe Board on 16 November 2009

Matters reserved to the Board

The Board operates through a cornprehensive set of processes

which define the schedule of inatters to be considered by the Board
and its Comnuttees dunng the annual business cycle the level of
delegated authonties (both financiat and non financial) avallable to
both Executive Directors and other layers of management wathinthe
business and Qinetid's Business Ethics, Risk Management and Health,
Safety and Environmmental processes The Board devotes one entire
meeting each year to consider strategy and planning 1ssues which
have an impact on the Group, frorn which Lhe five year corporate plan
15 generated The Board also has a clearly articulated set of matters
which are specifically reserved to it for consideration which include
reviewing the annual budgets, raising indebtedness, granting secunty
over Group assets, approving Group strategy and the corporate

plan, approval of the annual and intenm report and accounts,
approval of sigficant nvestment bid, acquisition and divestrment
transactions, approval of Human Resources pohcies (including pension
arrangements) reviewing matenal littgation and monitoring the
overall systern of internal controls, including nisk management

www QinetiQ corm
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Operation of the Board

The Board receives written reports from the CEO and £FO each
month, together with a separate report on investor relations (which
15 prepared in consultation with Qinetil's brokers) and a report
produced by the Company Secretary on key legal and regulatory
issues affecting the Group The Board also considers reports from the
Chairs of the Comrnittees of the Board at the next scheduled Board
meeting, following the date on whicheach Committee mneeting

was held

The CEC's monthly report addresses Lhe key strategic inttiatives
which have had an impact on the Group since the previous meeting
of the Board and focuses, in particular, on the progress of each

of the Sectors Other key areas of focus iInclude health, safety

and environmental matters, employee and organisational issues,
corporate responsibility, the status of key account management/
customer relationship ivtiatives, the pipeline of potential bids,
acquisitions, disposals and investrnents, and the post acquisition
perforrmance of recently acquired businesses The Board also receives
updates from the CEO’s key functional reports on an 'as needed’
basis, anissues such as Human Resowrces Treasury Corporate
Responsibility Real Estate and Pensions, throughout the financial
year Key i1ssues considered by the Board in the past year included
succession planning, which culminated in the appeintment of a
new Chairman and CEQin year strategy {in particular the strategic
tesponse to the operational challenges faced by the QNA and EMEA
businesses, as described in the Business Review) and the Company’s
response to the key findings of the Haddon- Cave report into the
Nimrod aircraft which crashed in Afgharustan in 2006

The CFO's monthly report addresses the financial performance and
outlook of the Group and each of the sectors, both on a ionthly and
year o date basis, with the key performance indicatoss analysed by
the Board bewng those dentified on pages 16 and 17 The Group Risk
Register also forms part of the CFQ sreport on a quarterly basis and
tracks the ‘Principal nsks and uncertainties’ identified on pages 18 to
21 ot the Business Review The CFO also reports on a monthly basis
as part of his investor relations report, on the key issues raised by
shareholders, potential investors and other important stakeholders
on Qineli’s performance and key stialegic initiatives

Conflicts of interest

The Company has established a process requirng Directors to
disclose proposed outside business interests before they are entered
into This enables prior assessment of any canflict, or potential
conflict of mterest and any impact on time commutment An annual
review of all external interests is carned out by the Board

Directors’ responsibilities

Staternents explaining the Directors responsibilities for preparning
the Group's financial staternents and the auditor’s responsibilities for
reporting on those statements are set out on pages 44 and 45

Other Directors’ information

Details of Executive Ditectors’ service contracts and the Non
executive Directors letters of appointtinent are set out in the Report
of the Remuneration Comnittee Copes of Directors' service contracts
and letters of appointment will be avallable for inspection at the
Comnpany’s AGM
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Other management committees

Responsibility for the day to day management of the Group s
activities, with the exception of QinetiQd's North Amernican
operations (which are managed through the Proxy Board, as
described inthe section below headed Management and control of
US subsidianies’) is conducted through the QinetiQ Executive Team
(QET) The QET comprises the Group CEOQ, Group CFO, Functional
Duectors and the Managing Directors of each of the Sectors The
QET meets ona monthly basis and receives weekly updates on key
operational ssues by way of pre-scheduled conference cails The
activities of the QET are supplemented by the Proxy Board and the
Executive Management Team in GQNA Separate committees have
also been established to review Group strategy in the areas

of Technology, Communications and Corporate Responsibility,
each of which ineets on a peniodic basis

Board committees

The Board has established five princepal commitiees the Audit
Commitiee the Remuneration Cotnmmttee the Nominations
Committee, the Comphance Commuttee and the Security Commitiee
Each operates within written terims of reference approved by the
Board, detatls of which are set out in the Investor Relations section
of Cineti)’s website {(www QinetiQ com) Lach Chairman of a Board
Commitiee reports on the key 1ssues discussed, and decisions taken,
at the next meeting of the Board following the Committee meeting
inquestion Detalls of each of these Cornrmuittees are summansed
below along with details of Committee members' attendance at
Committee meetings

Audit Committee
Members

Committe rmeetr ps held in 009/ 2010

Nick Luff (Chairman) S/5
;\Io:een Doyle i “’575
MarkEllottd RV
m;—:{er feline T o 212
BamLangstafﬂ;“ B 3/3
SeDavdteesd  op

M Appointed on 5 August 2009 and ceased to be a member on 1 March 2010
@ Resigned on 4 August 2009
M appointed on § August 2009
“ Appointed on 28 Apol 2010

Highlights
Introduction of an updated/more comprehensive
self certification toct
Increased focus on QNA internal control activity

ALidit Committee ~ role and focus

Each member of the Audit Committee s an independent Non-
executive Director The Comimittee 1s chaired by Nick Luff, who has
been a member of the Institute of Chartered Accountants in England
and Wales since 1991 The Board constders hum to have recent and
relevant financial expenence, given his former roles as CFQ of P&O
and P&O Princess Criises and his current position as Finance Director
of Centrica The Audit Comimittee meets as necessary and at least
four times a year During the financal year ended 31 March 2010,
the Cammittee met on five occasions The external auditor has the
right to request that a meeting of the Audit Commuittee be convened
During the past financial year, the Comrmittee met with QinetiQ's
external auditor on two separate occasions, without Executive
Directors present to discuss the audit process The Cornmittee
Chairman also met with the Group Head of Internal Audit on the
sarne basis

The CEQ CFO Group Financial Contraller, Group Head of Internal
Audit the Internal Audit Manager, and a representative of the
external auditor normally attend Audit Comrmttee meetings
except where not perrmitted

Duning the last Ainancial year consideration of the audit process
for the full year and interim results represented the principal areas
of focus for the Audit Committee These included detailed reviews
of asset valuation and impairment testing The Commuttee afso
assessed the effectiveness of the Internal Audit function, through
a balanced scorecard review process designed to measure the
achievement of Internal Audit objectives, which resulted in the
approval of a detaled 12 monthwork programme for the function

In the context of the Group s Nerth Amencan business the
Committee undertook two in depth reviews of the internal

controls environinent acrass GNA which included an assessment

of the effectiveness of the financial controls in place across the US
business contract managernent activity and the resourcing of the
QNA Internal Audit team As part of its review of internal controls
the Commuttee focused in particular on those matters which had
failled to achieve at least a “satisfactory” audit rating in the year, and
the management plans to address the ssues raised by the Internal
Audit function, which benefited from the introduction of a more
comprehensive ‘self certification process across the EMEA and QNA
businesses in year The Comrnitlee also reviewed the activities of the
pensions, tax, insurance and treasury functions indetal as welt as
overseaing the level of KPMG's audit fees The Commitiee confirms
its view that it has recewved sufficient rehable and imely information
from management in the [ast financial year to enable 1 to futfil

its responstbilities
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Corporate governance report (continued)

In order to safeguard auditor independence and objectwity, the
Comrmttee ensures that any olher advisory/consulting services
provided by the auditor does not conflict with thew statutory
audit responsibitities and are conducted through entuely separate
working teams such advisory andfor consulting services generally
only cover regulatory reporting tax and mergers and acquisitions
work Any non-audit services conducted by the auditor require
the consent of the CHO or the Chairman of the Audil Commitiee
before being imtiated, with any such services exceeding £50,000
in value requining the consent of the Audit Committee as a

whole In the last financial year, the only non-audit activity
conducted by KPMG on behalf of QinetiQ which exceeded this
£50 000 threshold related to the provision of services to support
detailed strategic planning work being conducted across the
EMEA business, as well as taxation advisory services to the Group,
neither of which the Committee concluded created any conflict
of interest 1ssues which might compromise the independence of
KPMG audit work

It 15 also ChnetiQ's policy that no KPMG employee may be
appointed into a senior position within the ChnetsQ Group
without the prier approval of the CFO The cost of non audit
work undertaken by the auditor was reviewed by the Committee
on several occasions during the last financial year this process
enables the Cornmittee to take corrective action if 1t believes that
there 1s a nsk of the auditor’s independence being undermined
through the award of such work

KPMG has been the Cornpany s auditor sirce 2003 The members
ofthe Audit Commuttee have declared themselves satisfied with the
performance of KPMG as the Company s auditor in the last financial
year A rotation of KPMG's lead audit partner was undertaken during
2008 1t1s antiapated that he will continue in this role for a maximum
term of five years

Remuneration Committee
Members

Comrmittee med bir gs Feld i 2009/ 2010

Noreen Doyle (Chairman)t Py
Colin Batmer? D— E
E”me: Burnell-Nugent® i 0/0
Markllott? ~
Dr Peter Fellner .
David Langstaff® —— =
swDavidless® : —

@ Appointed as Chan of the Remuneration Cornnuttee on 5 August 2009 upon
Dr Peter Fellner s resignition

@ Appointed on 5 August 2009

ol Appointed oh 28 Apl 2010

™ Restgned on 4 August 2009

® Ceased to be s member an 28 April 2010

Remuneration Committee — role and focus

The Cornrmittee meets as necessary although noainally not fess than
three imes ayear During the financial year ended 31 March 2010
the Remuneration Committee rmet onsix occasions Aithough not
members of the Commitiee, the former Group Chairman the Group
CEQ, the Group HR Drrector and the Group Head of Reward normally
attended Cominitiee meetings, together with representatives of
the Cornmittee’s external consultants Deloitte & Touche [LP, as
necessary bxecutive Directors are not present when ther own
remuneration is being discussed Further information en the
activities of the Rernuneration Comnmittee duning the last financial
year are set out in the Report of the Remuneration Comemttee on
pages 36041

Nominations Committee
Members

Commmittce meetings be'd n 2009/2010

Sir Dawid Lees (Chairman) 3/3
Colin Balmer 3/3
$ir John Chisholme® 23
Noreen Doyle? 2/3
Mark Elliot t» 1/1
Dr Peter Fellner® 272
Admural Edmund P Giambastiam(? 2/3
David Langstafft 1/1
Nick Luff@ 37;
Leo QuInn® 0/0

™ Resigned on 28 February 2010

@ Ceased te be a member on 28 Apnil 2010
" Appainted on 5 August 2009

¥ Resigned on 4 August 2009

8 Appointed on 28 Apnil 2010

Highlights
Appointment of Mark Elliott as a Non executive Director and
Chairman elect
Appointment of David Langstaffand Adrural Sir James Burnell-
Nugent as a Non executive Directors
Appointment of Lee Quinn as the Gioup CEQ and Executive Director

Nominations Comrmittee — role and focus

The Commiitee meets as necessary and when called by its Chair
Duning the financial year ended 31 March 2010, the Committee met
formally on three occasiens ane consulted informally on several
other occasions

The principal focus of the Cornmittes s activities dunng the financial
year ended 31 March 2010 was to review QinetiQ's succession
plannirg processes at both the Executive and Non executive
Director levels As part of the process, the Comimittee oversaw

the recrintment of a new Chairman elect, which cutminated in the
appomntinent of Mark Ellrott as Non executive Director in June 2009
Mark tock aver the role of Chairrnan in March 2010 The Commitiee
also oversaw the appointment of two additional Non executive
Directors which culminated in the appointment of Dawvid Langstaff
In August 2009 and Adrmiral Sir iames Burnell-Nugent in Apnil 2010,
together with a new CEQ whuch culminated in the appointment of
Leo Quinn in November 2009

32 wwwQinetilcom
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Compliance Committee
Members

Cammittee meatings held in 2009/2010

Sir Dawid Lees {Chairmany) a/4
Colin Balmer T a4
Admural Sir James Burnell-Nugent® ofo
Str John Chishalm® a/4
Mark Eltiotts 22
Admiral Edmund P Giambastian® 1/2
Graham Love®® 2/2
Nick Lu.fﬂ” o/o
Leo Cann® /2

@ appointed on 28 Apnl 2010

@ Resighed on 28 Februaty 2010

® Apponted on 5 August 2009

“ Ceased tobe a member on 31 October 2009
S Apponted on 16 Novernber 2009

Highlights
Iransition of the Committee’s focus to include wider compliance
1ssues, such as ethics and the QNA Proxy Regime
Further widening of the Committee’s remit, to include matiers such
as Trade Controls and Health, Safety and Environment

Compliance Committee — role and focus

During the last financial year the remit of the Committee was
widened to provide oversight of other significant compliance 1ssues
beyond the operation of the Compliance Regime, particularly the
activities that fall within the scope of the Helsinki Protocol covering
tnals involving human volunteers the Group s Business Ethics policy
and the Proxy regime

The Comimittee continues to momtor the Comphance Regime which

15 designed to give MOD customers confidence that QinetiQ s able

to provide impartial advice during ary competitive evaluation of a
procurement where QinetiQ wishes to operate on both the ‘buy and
the ‘supply’ sides QinetiQ s required by its Articles of Association to
implement a Compliance Regime which was established on its creation
out of DERA Central tothis Regime 1s the requirement for Qinetik to
seek permission from the MOD prior to providing commercial defence
services Lo others where there 1s potential for 2 conflict of interest with
the services that QinetiQ provides tothe MOD

Indesigning the Comphance Regime, the MOD and QinetiQ scught
o achieve a balance between meeting the needs of the procurement
customers within the MOD {principally Defence Equipment and
Support) and the need to allow CinetiQ flexibility to exploit research
into the supply chair and pursue its planned commercial activities,
without cormpromising the defence or secunty interests of the UK
The Compliance Regirne s largely self policing, i that 1t 1s apphed

by QinetiQ in respect of its activities without extensive intervention
or oversight by the MOD Since the inception of the Comphance
Regime over 97% of the requests te the MOD to allow QinetiQ to
operate on the supply side of the commercial defence market have
been approved Cversight of the operation of the Regitne 1s provided
by the Comphance Cornrnittee The Board nominates two sentor
executives 1o act as Cornpliance Implementation Director and
Comphance Audit Director

Qineti¥s Compliance Commitiee meets on four occasions each

year It receives a quarterly repart onthe comphance areas that it
monitors from the Head of Business Assurance In respect of the
Compliance Regime, the Comimittes receives a report from the
Company s Compliance mplementation Director which descnbes
the permissions which have been sought and granted since the last
meeting of the Commuttee and the status of projects where the
potential conflicts of interest are being managed The Cornmittee
also receves from the Compliance Audit Director, a report on the
effectiveness of the controls that are i place to ensure that the
Regime is operated correctly The Committee s the forum that would
address any 1ssues ansing out of QnetiQ’s failure to comply with the
requirements of the Regime The Committee reviews the systems
that support the Compliance Regime and those that may have an
impacton i, directing changes, ifappropnate A computer based
traiming package continues to be used to ensure that all relevant
employees have a satisfactory knowledge of the operation of the
Regime For key roles competence s demonstrated by passing an
annual mandatory test

The MOD reviews the operation and effect iveness of the Comphance
Regime, through its nght to have anobserver at the Compliance
Committee meetings

Duning theyear atetal of six new permissions were sought from

the MOD under the Compliance Regime where potential conflicts
of interest were identified by QinetiQ, with one permission request
being outstanding fram the previous year Of these seven requests,
five were approved one was rejected and one rermained outstanding
al the end of March 2010 At theend of the year, 16 firewalls were

in place, with two being established and ten being closed down
dunngthe year Since vesting in 2001 a total of 119 firewalls have
operated with 103 now closed No breaches of the MOD Comphance
Regime were noted during the year A firewall 1s a sertes of rules and
pracedures governing written and oral comrnunication between
employees contributing 1o products in an MOD competition with
industry {outside the wall) and employees assessing those products
for MOD (inside the wall)

Following the end of the last financial year the remit of the
Committee was further widened toinclude oversight of Health
Safety and Environment, Trade Controls Ethics and Security

Secunty Committee
Members

Colin Balmer (Chairman)®

Adrenral Siz James Burnell-Nugent®

Sir lohn Chisholm?

Sir Dawvid Lees®

Nick Lufii®

Graham Lovel®

David Mellors®

Leo Quinn®
W apponted on 5 August 2009
@ Apponted on 28 Apnl 2010
@ Appointed on 5 August 2009 and resigned on 28 February 2010
@ appointed on 5 August 2009 and ceased to be a member

an 31 October 2009
& Apponted on 16 November 2009
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Directors’ Report — Governance

Corporate governance report (continued)

QunetiQ Group Board and
Comrmittee structure

Secunity Committee - role and focus

The Security Cormnmittee was established irJune 2009 to allow UK
nationals on the Board to consider maiters of a UK national security
dimension which have an impact on Qineti@'s UK business The
Commuttee has not met since 1ts inception as no business has
arisen which would require it to do so The Committee is chared

by Cobn Balmer

Goting concern

The Groups actiitres, combined with the factors that are hkely to
affect its future development and perfarmance, are set out in the
CEQ's review on pages 61011 The CFO s report on pages 12to 15
sets out detals on the financial position of the Group, the cash flows
committed borrowing facilitres iquidity and the Group's policies and
processes for managing bothits capital and financial nisks Note 27 to
the financial statements also provides details of the Group's hedging
activities Ainancial Instruments and s exposure to iquidity and
credit nsk

The market conditions in which the Group operates have been,
and are expected to continue to be, challenging as spending from
the Group's key customers in its primary rmarkets in the UK and US
remain under pressure In light of this duning the year the Group
announced revised results expectations which highlighted the
challenges expenenced from our key markets and customers

Despite these challenges the Directors believe that the Group 1s
well pasitioned o manage its overall business nisks successfully
After inaking the appropniate enquinies, including a review of the
latest five year forecast for cash flow and resuits, the Directors have
a reasonable expectation that the Group has adequate resources

to continue in operational existence for the foreseeable future
Consequently, the Annual Report and Accounts have been prepared
on a going concern basis

www QinetiQ com
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Commumcation with shareholders

The Company attaches sigmificant importance te the effectiveness of
its communications with shareholders During the last financial year
the Company has maintained regulardialogue with institutional
sharehalders and the financial community, which has included
presentations of the full year and intenm results (including investor
road shows held in the UK Furope and US), regular imeetings

with major shareholders and industry analysts, participation in
stockbrokers” serminars and investor site visits In addition each
member of the Board attended the Company’s Annual General
Meeting in August 2009 and a number of Non executive Directors
attended key shareholder events in the last financial year, including
the full year and interim results presentations, at which they were
available totake questions from shareholders All shareholders

and potential sharehclders can gain access to the Annual Report
presentations to investors and other sigmificant information about
ineti on the Company s website fwww QinetiQ comy)

Holders of ordinary shares may attend the Company’s AGM at

which the Company highlights key business developments duning
the year and at which shareholders have an opportunity to ask
questions The Chairs of the Audit, Remuneration, Nominations,
Compliance and Security Commuittees will be avaiiable to answer any
questions on the work of the Cornmittees The Company confirms
that it will send the AGM Notice and relevant documentationto all
shareholders at least 20 working days before the date of the AGM
For those shareholders who have elected Lo receive communications
electronically, notice 15 given of the avallability of documents on the
Investor Relations Section of the Group’s website

All shareholders will be entitled to vote on the resolutions put to the
AGM and to ensure that all votes arecounted a poll will be taken on
all the resolutions tn the Notice of Meeting The results of the votes
on the resolutions will be published or the Company’s website

14006/2010 17 43
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Responsibility for maintaining regular communications with
shareholders rests with the Execulive Team, led by the CEO, assisted
by an investor relations function which reports ta the CFO The Board
15 informed on a regular basis of key shareholder issues, including
share price performance the compasition of the shareholder register
and City expectations The Chairman, the Semior Independent
Director and Non executive Direclors make themselves available

to meet with shareholders as required

Management and control of US subadiarnies

QinetiQ s principal US subsidianies are currently required by the LS
National Industrial Secunty Program to maintain facility secunity
clearances and to be insulated from foregn ownership control

or influence Tocomply with these requirements, QinetiQt North
Amernca Inc (formerly known as QinetiQ North America Operations
LLC, awholly owned subsidiary of QinetiQ in the Us and the holding
company for the substantive part of QinetiQ s North Amenican
operations) and the US DoD have entered into a proxy agreement
that regulates the ownership management and operation of

these companies Pursuant to this proxy arrangement, QinetiQ has
appointed four US citizens (Peter Marino, Riley Mixson tehn Curner
and Vince Vitto) holding requisite US secunty clearances as proxy
holders to exercise the votng rights of QinetiQt North America Inc’s
shares in the US subsidianies The proxy holders are also appointed
as directors of the relevant US subsidianes and, in addition to their
powers as diectors have power under the proxy arrangements
toexercise all prerogatives of share ownership of QinetiQ North
Amernca, Inc The proxy holders have a fiduciary duty to and agree
to perform their role in the best interests of, QinetiQ North America,
Inc and consistent with the national secunty concerns of the US
QinetiQ does not have any representation on the boards of the
subsidiaries covered by the proxy agreement and does not have the
right to attend board ineetings QinetiQ may not remove the proxy
holders except for acts of gross negligence or wilful misconduct

or for breach of the proxy agreements (with the consent of the

US Defense Secunty Service)

Internal controls

The Board 15 ultimately responsible for the Group’s systern of

internal control and for reviewing its effectiveness in safeguarding
shareholders’ interests and the Company’s assets However, sucha
systern s designed to manage rather than eliminate the nsk of failure
to achieve business objectives, and can provide only reasonable

and not absolute assurance against material misstatement or

loss QunetiQ managers are responsible for the identification and
evaluation of sigrificant rnisks applicable to their areas of business,
together with the design and operation of suitable internal controls
to ensure effective mitigation These nsks which are related to the
achievement of business objectives are assessed on a continual basis
and may be associated with a vanety of internal and external events
including control breakdowns competition, disruption regulatory
requirements and natural and other catastrophes

An annual process of hierarchucal self certihcation has been
established within the orgamisation which provides a documented
and auditable trail of accountability for the operation of the system
of internal control

This process is informed by a nigorous and structured self assessment
that addresses all the guidance cited in the Combined Code and
comphance with Campany policy The process provides for successive
assurances 1o be given at increasingly higher levels of management
and, finally, to the Board The process 1s informed by the Internal
Audit function, which also provides a degree of assurance as to the
operation and validity of the systemof internat control Inthe last
financial year the assessenent was re designed to provide greater
objectity and incorporate a wider scope Planned corrective actions
are independently monitored for their tirnely completion

The centrally provided internal audit programme 1s prioritised
according to nisks identified by the Company and s integrated across
atl bustness and functional dimensions, thereby reducing issues of
overlap or gaps incoverage Thesenisks are identified dynamically
and the Board s involved (n this process as well as the QinetiQ
Executive ieam and the QNA Execulive Teamn

The Audit Commuttee reviews on behalf of the Board, the nisk
management, process and the system of internal control necessary
to manage nsks and presents sts findings to the Beard Internal Audit
independently reviews the nsk identification and control processes
implemented by management and reports to the Audit Committee
Where areas for improvement in the system of internal control

are dentified, the Board considers the recommendations made by
the QinetiQ Executive Tearn, the QNA Executive Team the Audit
Committes and the Compliance Commtiee

The Audit Cormnmuitee also reviews the assurance process, ensuring
that an appropnate mix of technigues 1s used to obtain the leve!

of assurance required by the Board It presents its findings to the
Board on a regular basis The Board reviewed the effectiveness of the
system of internal control that was in operation duning the financial
year ended 31 March 2010 The Board also routinely challenges the
management toensure that the systems of internal control are
constantly improving to maintain ther continuing effectiveness

QineliQ has in place internal procedures which are designed not only
to comply with, but te exceed, international best practice in relation to
the prevention of corruption This s facilitated by the engagement of
independent, internationaily recognised orgarisations, such as TRACE
(Transparent Agents and Contracting Entities) which conduct ant)
bribery due diligence reviews and compliance training on behalf of
the Group, particularly in circumstances in which GineteQ 1s planning
toengage third party agents overseas Quinetit has, since 2006, been

a member of the UK Defence Industry Anti corruption Forum

ChinetiQ Group plc Annual Report and Accounts 2010
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Directors’ Report — Governance

Remuneration report

The key purpose of the Committee is to ensure that the
remuneration structure supports the Company’s strategy
and that we are able to attract, retain and motivate the
highest calibre executives while aligning their interests

with those of shareholders.

Noreen Doyle Chair, Rernuneration Committee

introduchon
lam pleased to present the Remuneration Commuttee s report
on Duectors’ remuneration for the year to 31 March 2010

The pnmary objectives of our remuneration policy remain unchanged
Incentivising key executives and managers
Driving supenor performance in bath the short and long term
Algnment with the interests of shareholders

Duning the year the Comimittee approved the remuneration
arrangements for the new Chief Executive Officer (CEQ) which are
laid eut in this report Exit payments to the former CEO Graham
Love, were agreed by the Committee in the ight of exasting
contractual arrangements and the performance of the business
at the time of exit and these arrangements are also detailed 1in
this report

Given the current challenging environment and our commitment
1o pay for perfermance, we are reviewing all existing incentive
arrangemnents to consider whether they remain appropriate to the
Company s strategy

Noreen Doyle Chair, Remuneration Committee
2 June 2010

Report of the Remuneration Committee
The followtng Report of the Rermuneration Committee has been
approved by the Board for submwssion to shareholders

The Report covers the remuneration of Directors and includes
specific disclosures relating to their compensation shares and other
interests The report also descnbes the share based incentive plans
avatlable to Executive Directors and to other employees This repert
has been prepared and, where appropriate, audited, in accordance
with the requirernents of the Large and Medwum sized Companies
and Groups (Accounts and Reports) Regulations 2008 and the FSA
Listing Rules

Membership

The Comimittee 1s composed of the follewing Non executive
Directors

Mark Ellott

David Langstaft

Nareen Doyle
Colin Balmer
Adrrural Si Jarnes Burnell Nugent

www Qinet i com
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Dr Peter Feliner served ontne Committee untit his resignation
from Lhe Board on 4 August 2009 Su David Lees was a member
af the Comrmittee until 28 Aprit 2010when he was replaced by
Admural Sir James Burnell Nugent

The full Terms of Reference of the Commitiee can be found on
the hinetiQ website (www QinetiQ com) Copies are also available
on reguest

Governance

The Committee 1s chaired by Noreen Doyle and all its members
are Non executive Directors |n the financial year 2009/10 the
Commuttee met sixtimes

During the year the Comrmittee received advice fromnits appointed
independent advisors, Deloitte LLP { Deloitte”) Deloitte prowded other
consulting services during the year to GinetiQ, but did not provide advice
an execulive remuneration matters cther than to the Committee

Following a review and a formal tender process, the Cornmittee has
appointed new independent adwisers, tosuppost the review of the
existing incentive arrangements

Market data was prowded by Deloitte and by Hewitt New Bridge Street
who also advised on whether per formance Largets had been met

The former Group Chairman, Group Chief Executive, Group HR Director
and Group Head of Reward also provided advice 1o the Committee
No employee of QinetiQ s perenitted to participate in discussions
about therr own remuneration

Activities
Dunng 2009/10 the Committee meetings covered a number
of topics including

Apnil Executive Directors’' FY09 bonuses
FY10 performance targets
May Executive Directors’ salary reviews
Directors’ Rernuneration report
Executive tearm salary reviews and FY09 bonuses
July + Performance Share Plan, Restricted Stock Unit and
Share Option awards
Octeber - Otfer to Leo Quinn
+ Exit terms for Grahainlove
Novernber Review of [xecutivetearn total compensation
Update on pay trends
Review of Executve tearn shareholdings
January Rewview of Remuneralion Committee remi

Review of comparator group

14062010 17 43
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Directors’ remuneration policy
The Commiltee ains to maintain a remuneration policy, consistent
with the Cornpany’s business abjectives which

attracts, retains and motivates indiduals of legh calibre,
15 responsive to both Company and personal performance, and
competitive wathin industry

The rermuneration policy 1s built on the following philosophy

remuneration packages are structured to support business strategy
and conform to current best practice,

appropriate rewards are given for meeting specific target objectives
set at the beginning of each year,

incremental compensation 1s achieved for attaiming stretch
performance targets and

objectives are measured on metrics designed to be consistent with
the interests of all shareholders

The total reinuneration levels of the Executive Directors are reviewed
annually by the Cormimittee, taking into account

pe rformance of the executive against specific targets,
competitive market practice and rernuneration levels and
the general econornic environment

Base salary

Executive Directors’ base salanes are reviewed annually as are all
other employees There were no changes insalary for the Executive
Directors in 2009/10 1n line with the treatment of the majonty of
employees within QinetiQ and reflecting market conditions

External remuneration consultants provide data about market salary
levels For market carnpanson purposes account 1s taken of cornpany
type sector and company size in{erms of both market capitalisation
and turnover

No salary increase has been recominended for Executive Directors
in respect of 2010/11

Amcustsatary 2009/10 2008/0%
Executive Directors

Leo Chinnn £580,000 -
David Mellors £300,000 £300000
Former Director

Graham Love £400,000

£400,000

Benefits

Benefits may include a pension or contnbution in lieu, car allowance,
health insurance, hfe insurance and membership of the Group's
employee Shaze Incentive Plan which i1s open to all UK employees

Annual cash bonus

Executive Directors parucipale in an annual cash bonus plan which

15 nen pensionable Bonuses are inked ta Group performance targets
and are modified for performance against personal objectives The
2009/10 bonus potential and awards are laid cut in the following
table expressed as a percentage of salary

2009/10

Cn target Manmum Actual
% af salary P ryment payrrent prayment
Executive Directors
Leo Cuinn 50% 100% 0%
Dawid Mellors 50% 100% 0%
Former Director
Graham Love 50% 100% 0%

The cash bonus was determined on a constant exchange rate basis
agawnst four elemenis in 2009/10 operating profit, underlying EPS
operating cash flow and turnover

Durnng 2009/10 target operating profit was not achieved and
therefore annual bonuses have not been awarded

Leo Chuinn Jjoined the Company on 16 November 2009 and was thus
ehgible for a cash bonus based onhis performance duning his 434
months as CEQ The Board agreedthat Leo Quinn bad achieved his
partial year obgectives and was eligible for a pro rated annual cash
bonus However, n reflecting on the current results of the Group,
Leo Quinn waived his nght to a benus for the financial year ended
31 March 2010

In ine with the corporate plan for 2010/11 target payment has been
reduced as (n the table below and the new bonus plan will focus on

operating profit
operating cash flow and
underlying EPS

2010/11
On target Max rmum
% of watary payment payment
Executive Directors
Lleo Quinn 40% 100%
Dawid Mellors 40% 100%

Deferred Annual Boenus {DAB} Plan

The Deferredt Annual Bonus Plan aligns the Interests of executives
with shareholders and aids retention of key indmaduals by ensunng
that executives are incentivised to take part of therr annual bonus
awards inshares rather than cash

Executve Directors have a mandatory deferral of 30% of any bonus
payable and rmay voluntanly defer up to 50% of their bonus inte
QinetiQshares Any deferred bonus will be matched based on EPS
perfarmance up to a maximurm match of 100% of the deferred
element

The EPS elernent 1s earned only i EPS growth, measured over three
years, exceeds defined targets EPS must grow by at least 22 5%

to tngger any vesting, at which point 25% of the award will vest
Vesting increases pro rata to EPS growtlh up to a maximumof 100%
of the award vesting at 52% EPS growth as illustrated below

Awards are in the form of matching shares delivered after three years,
subject to the achievernent of the EPS based performance conditions

Where an individual participates in the DAB and also receives an award

under the Performance Share Plan (PSP) they will not receve share
awards which n aggregate exceed 150% of base salary in any one year

QinetiQ Group plc Annual Report and Accounts 2010 37
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Remuneration report (continued)

Long-term incentives for Executive Directors Incentive arrangements for new CEO

The abjective 1s to align the rewards of executives with returns The Board appointed Leo Quinn on 16 November 2009 To attract

to shareholders by a focus on increasing the share price over the the services of Leo Quinn, the Committee recomimended and the

medium to long term Executive Directors are ehgible to participate Board approved a share schemne based on the existing long term

in both the PSP and the DAB Plan incentive plan and using the same TSR and EPS metncs as the PSP
The Board granted a Matching Share Award under which Leo Quinn

These arrangements are the principal ineans for long term invested £imin QinetiQshares The Company agreed to match that

incentivisation of the Executive Directors and the direct reports of investrnent based on TSR and EPS critena as in the PSP

the CEQ The Committee considered vanous performance conditions

and determined that the criteria set out below were appropriate to In addition Leo Quinn was granted a PSP Mirror Award, with the

incentivise the long terr creation of shareholder value terms of the plan rirronng the normal PSP plan as descrnibed
opposite

Performance Share Plan (PSP)

Awards of perforrmance shares under the PSP were made to External appointments

Executive Directors and a himited number of other senior Qinet)Q allows 1ts Executive Directors to broaden their knowledge and

executives in July 2009 and to certain individuals on joiring Share expenence by becormng Non executive Directors of other compames

awards are contingent on meeting pre deterrmined performance Appointments are approved by the Board or the Committee on

critgna Indwidual participants’ award levels are determined by the basis that there 1s no contlict of interest or deterioration in the

the Commnittee annually based on these critena and, with due Executive Diector’s performance Fees are normally retained by

consideration of business and personal performance the individual During the year ended 31 March 2010, none of the

Executive Directors held such an appointment at a public company
Executive Directors are eligible to receive awards with a value of up

to 100% of base salary and other executives up to 75% of base salary Performance graph

The graph below shows the Company s TSR over the period from
flotation to 31 March 2010 compated to the FTSE 250 and FTSE 350
Aerospace & Defenceindices over the same period These were
chosen for companson as inetiQ s a constituent of both indices

Awards are earned based on an equal weight:ng of relative total
shareholder return (TSR} per formance and absolute underlying
earnings per share (EPS) growth

The EPS performance cnteria for the PSP 1s the same as that apphed
to the DAB (outhned above)

The TSR part of the award s measured against the constituents
of the following comparator group of companies

Babcock International ple nvensys plc

BAE Systems plc Logica plc

BBA Aviation plc Meggitt plc

Bodycote International plc The Morgan Crucible Company plc
Capita Group plc Rolls-Rayce plc

Chemning Group ple Sercoplc

Cobham plc Senor plc

Cookson Group plc Tomkins plc

GKN plc Ultra Electronics plc

Halma plc VT Group plc - m e
Harmpson Industnes PLC Victrex Group plc

IMI plc WS Atkins plc

The TSR element 1s earned only 1t relative performance 1s at least at
median against this comparator group over a three year performance
period, calculated by an independent third party
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Directors’ terms and conditions

Service agreements for the Executive and the Non-executive Directors are reviewed annually and amended as appropriate

Not ce ta be given

Date of most recert

by tre Corrpany Service Agrecment Date of appointrrent
Executives
Leo Quinp@ 12 months 28 October 2009 Novernber 2009
David Mellors 12 months 20 May 2008 August 2008

Non-executives

Mark Elhott® - 10 February 2010 June 2009

Sir David lees - 16 February 2006 August 2005
Colin Balmes - 16 February 2006 February 2003
Noreen Doyle - 16 February 2006 October 2005
Admural Edmund P Giarmbastian - 1 february 2008 February 2008
Nick Luff - 16 February 2006 June 2004
David Langstaff®© - 4 August 2009 August 2009
Adrrural Sir James Burnell-Nugent@ - 10 Apnl 2010 Apnit 2010
Former Directors

Sir John Chushotmt9 - 1 October 2006 February 2003

Graharm Love® 12 months
Peter Fellner® -

1 December 2005
16 February 2006

February 2002
Septernber 2004

" Leg Cuinn was appointed as a Director en 16 Novernber 2009

® park Elliott was appotnted as a Director on 1 June 2009 and as Chairman 1 March 2010

¥ Dawid Langstaff was apponted as a Director on 5 August 2009

@ Adriral lames Burnell Nugentwas appainted as o Director on 10 April 2010
1 51 John Chishelm resrgned as a Oirector on 28 February 2010

 Graham Love resigned as a Duector on 31 Octaber 2009

® Peter Fellner resigned as & Director on 4 August 2009

Quineti's policy 1s that Executive Direclors should have contracts with a rol

ling teren providing for a maximum of ene year’s notice Consequently,

no Executive Direclor has a contractual notice penod inexcess of 12 months In the event of early terrmination this ensures that compensation 1s
restricted to a maximurn of 12 manths’ basic salary and benefits The Committee will generally require rmitigation to reduce the compensation

payable to a departing Executive Director

Non-executive Directors’ terms, conditions and fees

The Group Chairman reviews the fees of the Non executive Directors
and makes recommendations {o the Board Non executive Directors
receve additional fees as agreed by the Board for the chainng of
Board cormimitteas Lo take account of the additional responsibilities of
therole The Chainmans fees are reviewed by the Senor Independent
Nor executive Director who tnakes recommendations to the Board

The level of fees paid in UK organisations of a surrular size and
complexity te QinetiQ s considered in setting the rermnuneration
policy for Non executive Directors The fees are neither performance
telated nor pensianable Non executive Directors are not eligible

to participate in bonus, profit sharing or employee share schemes

Current fee structures for Non executive Directors are shown below

2009/10 faas

Non executive Chairrman £225 000
Basic fee for UK resident Non executive Director £40,000
Basic fee for US resident Non executive Director $100,000
o1 £50 000

Addtional fee for chairing a Committee £7000
Additional fee to Deputy Charman/Senior £10000

Independent Non execitive Director

Pri12_Review indd 39 @

As the Group Charrman 1s a US resident, the Board have agreed
an accommodation allowance of £75 000 per annurm

Excluding the Group Chairman an additronal fee of $4,000 s payable
to US resident Non executive Directors when they atiend Board
Meetings in the UK

The review of fees scheduled for Gctober 2009 was deferred until
Summer 2010

Non executive Directors contracts are renewed on a rolling iwelve
month basis subject to reappointment at the Annual General
Meeting There are no provisions intheir contracts for comnpensation
on early termination

Management of share based rewards

The Committee also oversees arrangements for share-based reward
In respect of ranagers and the wider workiorce n addilion te PSP
the Comnpany also operates the following executive share plans

Executive plans
CnetiCy Share Option Scheme {0505)
Restricted Stack Units (RSU)

Executive Directors do not paricipate in either plan

QunetiQ Group pic Annual Report and Accounts 2010 39
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Remuneration report (continued)

No awards were made during the year under Q505 Provision exests The CEQ and CFO ate required to hold the equwalent of one tunes

for annual awards up to a face value of 300% of salary to be granted their base salary in QinetiQ shares

All-employee plans David Mellors, having joined on 20 August 2008, has been given
Share Incentive Plan (UK and Austraha) four years to build up such a shareholding The Chief Executive has

alieady met the Committee s guideline on rmimmum shareholding

The Share Incentive Plan was operated in the UK and Australia requirement

n the form of a share purchase award with matching company

contnbution to encourage employee ownershig and engagement Direct reports of the CEC are required to hold the equivalent of 50%

in the business of thewr base salary in shares These can be accurnulated over a four

year period following appointrment

Restricted Stock Units
RSU awards are used in QinetiQ North America to retain and interests of Directors in office as at 31 March 2010
motivate senior managers The RSU awards vest evenly over a four- {including shares held under SIPand DAB)

year period The vesting of half of the award 1s subject to a conchtion
that orgamc profit grows by a minimum of 5% per annum Maximurm

Nurmber 1p Number 1p MNurrper 1p

vesing of 125% of the award occurs at 15% per annum oigamc profit ardiman ordinary ordinary
growth The other half of the award is subject to time based vesting skare.h dat shareshcld at  shares held at
crilena 1Apnl 200% 3L March 2010 27 May 2010
Executives
Awards are granted based on business performance, balanced with Leo Quinn - 602757 602,757
the reed to attract retain and maotivate high calibre employees David Mellors 249 24,284 24 538
Non-executives
Dilution hinmts Mark Eliott - 100,000 100 000
In accordance with ABI guidelines, the Committee has deterrmined Sir Dawvid Lees 73,000 83 000 83,000
that ne more than 10% of the Company s 1ssued share capital will Cokin Balmer - - -
be used under all of the Company's share schemes The dilution as Noreen Doyle 17000 17,000 17000
at 31 March 2010 was significantly below this 10% level, and below Adriral Edmund P Giambastiani - - -
5% i respect of executive schemes In addition, the Board intends Nick Luff 50,000 70 000 70,000
to continue to satisfy a proportion of awards with purchased shares David L angst aff - 12,000 12,000

held in the employee benefit trust e

Personal shareholding palicy Audited information

The Commuttee believes that a power ful way to align Executives Directors’ remuneration
interests with those of shareholders is for the Executives to build up The information about Directors’ remuneration and Directors’
and retain a personal holding in QinetiQ shares interests on pages 401041 has been audited

The table below shows the aggregate remuneration of the Directors for the year ended 31 March 2010

Salary/ Cther Other Paymunt for

tees compt nat on berihts oss of cffice Total 2010 Tctal 2009
Executives
Leo Quann £217872 £600,000 £68692 - £B886,564 -
David Mellors £300,000 - £18,085 - £318 085 £215997
Non-Executives
tMark Elliott £72271 - - - £72271 -
Sir Davidt Lees £64,000 - - - £64,000 £64 000
Cohin Baltner £40 D00 - - - £40,000 £40,000
Noreen Doyle £44,667 - - - £44,667 £E40,000
Adrrural Edmiund P Giambastiar £62 880 - - - £62 880 £61,700
Nick Luff £47,000 - - - £47,000 47000
Davtd Langstaff £42,643 - - - £42643 -
Admoral Sir James Burnell Nugent - - - - - -
Former Directors
SiJohn Chisholm £197,083 - £12,633 - £209,716 £230,100
Graharn Love £366,667¢ - £64,438 £517, 7000 £948,805 £488,009
Peter Fellner £16 028 - - - £16 028 £47000
Doug Webb - - - - - £61767
Total £1,471,111 £600,000 £163,848 £517,700 £2,752,659 £1,295,573

' Before adjustments to basic pay for SMART pensions.

™ieo Quinn was awaided a payment of £600 000 1n leu of compensation earned but not yet payable from a contractual arangement witha third party

W includes ¢ allowance heslth insurance benefits and payments m heu of pension

@ Craham Love s sprerd to pronide services fo the Company duning a six rmonth period on a consultanty basis te ensure a smooth Liansition on the DIR project
for which he has received £100,000 m February 2010 He raceved 1n additional paymend of £100 000 i May 2010

4 (n connection with his depar ture, the following severance payments were made to Graham Love (1) pryrment of a cash sum equivalent to 9% months basic pay
{n} paymentin heu of 12 months pension and for untaken annual leave, () compensation for luss of of fice and () remmbursement of fees for legal advice in
connection with his severance terms

www QinetiQ comn
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Pensions

The Group's policy is to offer all UK ernployees membership in the

QinetiQ Pension Scheme, as described in note 38 to the financial
statements Executives whose benefits are likely to exceed the
Lifetime Allowance may opt out of the QinetiQ Pension Plan

In such cases, the individual will be paid a supplement in lieu

of pension contributions

Interests of Mirectors under long-term incentives

Cantributions to the Defined Contribution section of the QinetiQ
Pension Scheme were as follows

2009/10

2008/09

Executive Directors
David Mellors

£60,000

£36,840

Leo Quinn and Graham Love recewved contributions in lieu of a pension

Nurnbar Exercised/ Number at  Market price
Grant at 1 April Granted vested Lapsed 31 March on date of Earliast Latest
date 2Q09 nyear nyear wryear 2010 grant  wvestdate vest date
Leo Quinn
Matching award TSR 16/12/09 - 362844 - - 362844 165p™  28/10/12"  28/10/12W
Matching award EPS 16/12/09 - 362 845 - - 362 845 165p™  28/10/12W 28/10/12®
PSP Marror TSR 16/12/09 - 210 450 - - 210 450 165p%  28/10/12%  28/10/129
PSP Mirror EPS 16/12/09 - 210 450 - - 210 450 165p") 28/10/12% 28/10/12%
David Mellors
PSP TSR 21/08/08 75567 - - - 75567 2178p™ 21/08/11 21/08/11
PSP EPS 21/08/08 75567 - - - 755867 2178p“” 21/08/11 21/08/11
DAB match 01/07/09 - 6 8§59 - - 6 859 144 7p  01/07%/12 01/07/12
PSP TSR 04/08/09 - 100 000 - - 100 000 1350p 04/08/12 04/08/12
PSP EPS 04/08/09 - 100000 - - 100000 1350p  04/08/12 04/08/12
Former Execubive Directors
Graham Love
PSP TSR 26/07/07 S0 288 - 502884 - - 174p  26/0%/10 26/07/10
PSPEPS 26/07/07 50,287 - 50 287 - - 174p 26/07/10 26/07/10
DABmatch 01/07/08 53756 - 251550 28 601 - 195 Bp 01/07/11 01/07/11
PSP TSR 07/08/08 100 756 - 43919 56 837 - 198 Sp 07/08/11 07/08/11
PSP EPS 07/08/08 100 755 - 439194 56 836 - 198 5p  07/08/11 07/08/11
PSP TSR 04/08/09 - 133,333 13 675 119 658 - 135p  04/08/12 04/08/12
PSP EPS 04/08/09 - 133,333 13 675 119 658 - 135p  04/08/12 04/08/12
506,976 1,620,114 240,918 381,590 1,504,582

® Awards to Leo Quinn in 2009 were based on an average market price of 138p representing the average price over the ten days before joimng

® Awards to David Mellors in 2008 were based on a market price of 198 5p as at 7 August 2008

® These shares were subject to EPS and T5R conditions as outhned earlier in this report At the time of departure the Committee consider ed the time efapsed and
the anticipated performance and resolved that the share awards would vest/lapse as disclosed These shares vested on 1 Decernber 2009 at which bme the

matket price was 165p

The interests in the table above are subject te the performance conditions described m note 33 The price of aCinetiQ share at 31 March 2010
was 134p The highest and lowest prices of a QinetiQ share during the year ended 31 March 2010 were 178 5p and 122 Op respectively

Directors’ interest in the All-Employee Share Incentive Plan

Partne ship Matching shares Dividerd
Iriterest as shares acquired apgropnated shares allocated Interest as at
at 1 Aprl 200¢ durirg year dunng year during year 31 March 2010
David Mellors - 1,425 - - 1425

Former Directors
Sir lohn Chisholm
Graham Love

266°
3,562

*Acquired as an Executive Director

Pri12_Review indd 41
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Other statutory information

Principal activity

Qineti Group plc s a public timited company, listed on the tondon
Stock Exchange and incorporated in England and Wales with
registered number 4586941

QinetiG Group plc 1s the parent company of a Graup whose principal
activities during Lhe year were the supply of technical adwice to
custormers in the global aeraspace, defence and security markets
Customers include government organisations, such as the UK MOD
and the US DoD and commercial custamers around the world

Research and development

One of the Group’s pnincipal business streams s the provision of
funded research and development (R&D) for customers The Group
also invests in the commercialisation of promising technologies
across all areas of business

The maponty of R& D-related expenditure is incurred on behalfof
customers as part of specific funded research contracts R&D costs
are included in the Income statement and R&D income s reflected
withinrevenue In the financial year, the Group recorded £425 6m
{2009 £468 5m) of total R&D related expenditure, of which £418 3m
was customer funded work (2009 £457 0m)

Inthe year to 31 March 2010, £7 3 (2009 £11 5m) of internally
funded R&D was charged to the income statement £706m (2009
£0 2m} of late-stage development costs were capitalised and £3 0m
{2009 £2 am) of capitalised development costs were amortised in
the year

Policy and practice on payment of suppliers

The policy of the Group Is to agree terms of payment pnor to
commencing trade with a suppher and to abide by those terrns
based on the timely subrmission of satisfactory invoices At 31 March
2010, the trade creditors of the Group represented 28 days of annual
purchases (2009 42 days)

Pelitical and chantable contributions

QunetiQ does not rmake political donations to parties asthat term
would be commonly recogmised The tegal definition of that term

15, however, quite broad and may have the effect of covenng a
number of normal business activities that would not commonly be
perceived to be political donatiens, such as sponsorship of events
These may include legitiinate interactions in making MPs and others
in the poltical world aware of key induslry issues and matters
affecting Qinet1Q, which rmake an important contnibution to their
understanding of QinetiQ, the markets in which it operates and their
constituents work During the last financial year thus expenditure
amounted to no more than £15,000

Charitable donations during the year across the Group amounted
to £114 100 (2009 £133 500)

Share capital

As at 31 March 2010 the Company had allotted and fully paid share
capital of 660 476 373 ordinary shares of 1p eachwith an aggregate
nominal value of £6 6 milhon (including shares held by employee
share trusts) and one Special Share with an aggregate nominal
valueof£1

Details of the shares issued during the financial year are shown
in note 32 on page 84

www QinetiC com
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The nghts of ardinary shareholders are set out in the Articles of
Assoclation The holders of ordinary shares are entitled to receve
the Company s reports and accounts, to attend and speak at General
Meetings of the Company, to exercise voling nights (n person or by
appointing a proxy and to receive a dvidend where declared or paid
out of profits available for such a purpose

The Special Share 15 held by HM Government through the Secretary
of State for Defence and it confers certain nghts under the Articles of
Association which are detailed in note 32 on page 84 These include
the nght to require certain persons witha material interest in QinetiQ
to dispose of some or all of their ordinary shares on Lhe grounds of
national secunty or conflict of interest The Special Share may only be
held by and transferred to HM Government At any time the Special
Shareholder may require QinetiQ to redeem the share at par and (f
wound up the Special Shareholder would be entitled to be repaid
capital before other shareholders Anyvariation of the nghts attaching
lo the Specral Share requires the written approval of the MOD

Change of control - significant agreements

The following significant agreements contain provisions entithng
the counter parties to require prior approval, exercise termination,
alteration or other similar nights in the event of a change of control
of the Company or ifthe Company no longer remains a UK compary

the Combined Aerial Target Service contract 1s a 20 year contract
awarded to QinetiQ by MOD on 14 Decernber 2006 The terms of
this contract require QinetiQ Lirited Lo rermain a UK company which
1s incorporated under the laws of any part of the UK or an overseas
company registered in the UK and that at least 50% of the Board of
Directors are UK mationals The terms also contain change of control
conditions and restncied share transfer conditions which require
prior approval frorm HM Government if there 1s a matenial change in
the ownershep of QinetiQ Limited’s share capital, unless the change
relates to shares listed on a regtlated market with matenal defined
as being 10% or more of the share capital Additionally, there

are restrictions on transfers of shares to persons from countrnes
appeaning an the restricted list as ssued by HM Government and

Lhe Long Term Partnenng Agreement (s a 25 year contract which
QinetiQ Limited signed on 28 February 2003 to provide test
evaluation and training services tothe MOD This contract contains
conditions where the prior approval of HM Government 1s required
if the contractor QinetiQ Limited, ceases to be a subsidiary of the
QinetiQ Group, except where such change incontrolis permitted
under the Shareholders Agreement to which MOD s a party

The Company 1s party to a £500rn Revolving Credit Facility with
Lloyds 158 Bank plc (as agent) expiring 19 August 2012 Under the
terms of the facility 1l either (1) the MOD ceases to retain in its
capacity as Special Shareholder its Special Shareholders Rights,

or (2) there 1s 2 change of control of the Cornpany any lender may
request by not less than 90 days’ notice to the Company, that its
cormnmitrnent be cancelled and all nutstanding arnounts be repaid
tothat lender at the expiry of such nolice period

On 6 December 2006, QinetiCy LS Holdings, Inc , formerly known

as QinetiQ North America, Inc {as Borrower) and the Company (as
Guarantor) entered into a Note Purchase Agreement toissue $135m
5 44% Senior Notes due 6 Decernber 2013 and $125m 5 50% Seror
Notes due 6 December 2016 Under the terms of the agreement,

if esther (1} the MOD ceases to retainin its capacity as Special
Shareholder its Special Shareholders Rights, or {2) there 1s a change
of control of the Company and (3) ineither case where there has
been a rating downgrade or where there are no rated securnties
{(unless a rating of at least investingnt grade 1s not cbtaned within
Y0 days of the change of control} the Notes must be offered for
prepayment by the Company within 21 days of the change of control
The prepayment date would be no later Lhan 45 days after the offer
of prepayment by the Company

©
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On 5 February 2009 QinetiQUS Holdings, Inc, formerly known

as ineiQ North Amenica, Inc (as Borrower) and the Company (as
Guarantor} entered into a Note Purchase Agreernent to ssue $62m
713% Semor Notes due 5 February 2016 and $238m 762% Senior Notes
due S February 2019 Under the terms of the agreement, if either (1) the
MOD ceases to retain inits capacity as Special Shareholder its Special
Shareholders Rights, or (2) there (s a change of control of the Company,
the Notes must be offered for prepayment within 21 days of the
change of control The prepayment date would be ne later than

45 days after the offer of prepayment by the Company

Major shareholders

At 24 May 2010 being the latest practicable date prior to the
1ssuance of this report, the Group had been notified of the following
shareholdings of at least 3% in the ordinary share capital of the Group

Ruane, Cunniff & Goldfarb, Inc 11 26%
Lansdowne Partiners Ltd (UK) 905%
BlackRock Investment Management Ltd (UK) B893%
Artisan 5 04%
Fidelty International Ltd (UK) 497%
Standard Life Investments Ltd 479%
Legal & General 398%
AXA Investment Managers UK Ltd 356%

Allotment/purchase of own shares

At the Company’s AGM held in August 2009, the shareholders passed
resolutions which authorised the Directors to allot relevant secunties
up to an aggregate nominal value of £4 403,174 (£2 201,587 pursuant
only to a nights 1ssue} todisapply pre emption nights {up to 5% of
the issued ardinary share capital) and for the Company to purchase
ordinary shares (up to 10% of its ordinary share capital} Equivalent
resolutions will be latd before the 2010 AGM

During the year, the Company provided funding to the trustees
of its employee share schernes to make market purchases of the
Company s ordinary shares to cover future obligations under
outstanding share option and other share-based awards Further
details are disclosed In note 32 on page 84

Restrictions on transfer of shares

As outhined in Note 32 on page 84, the Special Share confers certain
nghts under the Company's Articles of Association to require certain
persons with an interest in QinetiQY's shares which exceed certain
prescribed thresholds to dispose of some or all of their ordinary
shares on grounds of national secunty or canflict of interest

Articles of Association

Save In the respect of any vaniation to the nights attaching to the
Special Share the Company has not adopied any special rules
relating to the amendment of the Campany’s Articles of Association
other than as provided under UK corporate law

Employees

The Group 15 an equal opportunities employer, uphalds the principles
of the UK Employment Service’s ‘Two Ticks symbol and 1s accreditedd
by Investors in People Every possible consideration is given to
applications for emplayment, regardless of gender, rehgion disability
or ethnic origin, having regard only to skills and competencies This
policy 15 extended to exasting employees and any change which ray
affect their parsonal circumstances The policy 1s supported by
strategles for professional and career development

Qinet 2 seeks to utilise a range of commurication channels

to employees 1n order to involve them in the runnung of the
orgamsation This is done using vanous media, including in-house
magazines intranet regular newsletiers bulletins, rnanagement
briefings, trade union consultation, the newly created CinetiQ
Employee Forum and widespread training prograrmmes

Ernployee Share Scheme

Equiniti Share Plan Trustees Limited acts as trusiee in respect of all
ordinary shares held by employees under the QinetsQ Group plc Share
Incentive Plan { the Plan } Equindi Share Plan Trustees Limited will
send a Form of Direction to alt employees holding shares under the
Pian and will vote on all resolutions proposed at general meetings

in accordance with the instructions received In circumstances where
ordinary shares are held by the corporate sponsored nominee service,
Equiniti Corporate Nominees Limited will send a Proxy Form to all
shareholders utilsing such corporate nomimee setvice, and will vote
on all resolutions proposed at general meetings in accordance with
the instructions received

Auditor

KPMG Audit Plc has expressed its willingness to continue in office as
auditor and a resolution to reappoint thern will be proposed at the
Annual Gener o Meeting

Statement of disclosure of information to auditor

The Directars who held of fice at the date of approval of this Directors’
report have confirmed that, so far as the Directors are aware, there

15 norelevant audit information of which the Company’s auditor is
unaware and the Directors have taken all the steps they reasonably
ought to have taken as Directors to make themselves aware of any
relevant audit information and to establish that the Company s
auditor s aware of that information

Annual General Meeting

The Cornpany’s Annual General Meeting will be held on Thursday
292 July 2016 at 2 00pm at The Auditonurn, JP Morgan Cazenove,

20 Moorgate london EC2R 6DA Details of the business to be
proposed and voted upon at the meeting 1s contaned in the Notice
of the Annual General Meeting which 1s sent to all shareholders and
also published onthe Cormpany s website (www Qineti com)

By order of the Board

Lynton Boardman Company Secretary
85 Buckingham Gate

tondon SW1E 6PD
2 lune 2010
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Statement of Directors’ Responsibilities

The Directors are responsible for preparing the Annual Report and
the Group and parent company financial statement s in accordance
with applicable law and regulations

Company law requires the Directors 1o prepare Group and parent
company financial statements for each financial year Under that
law they are required to prepare the Group financial staternents in
accordance with IFRS as adopted by the EU and applicable law and
have elected to prepare the parent cornpany financial statements
in accordance with UK Accounting Standards and applicable law
{UK Generally Accepted Accounting Practice)

Under company law the Directors must not approve the financial
statements unless they are satisfied that they give a true and farr
view of the siate of affairs of the Group and parent company and of
thetr profit or loss for that penod In prepaning each of the Group and
parent company financial statements the Directors are required to

select suitable accounting poticies and then apply them
conststently

make judgments and estimates that are reasonable and prudent

for the Group financial statements state whether they have been
prepared in accordance with IFRS as adopted by the EU

for the parent company financial statements, state whether
applhicable LK Accounting Standards have been followed, subject
to any matenal departures disclosed and explained in the parent
company financial statements and

prepare the financial statements on the going concern basis untess
it 1s inapprapriate to presume that the Group and the parent
company will continue in business

The Directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the parent company's
transactions and disclose with reasonable accuracy at any tirme

the financial position of the parent company and enable therm to
ensure that its financial statements comply with the Compantes Act
2006 They have general responsibility for taking such steps as are
reasonably open to thern {o safeguard the assets of the Group and
to prevent and detect fraud and other irregulanties

www QinetiQd com
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Under applicable law and regulations the Directors are also
responsible for prepanng a Directors’ Report, Directors’
Rermuneration Report and Corporate Governance Statement
that complies with that law and those regulations

The Directors are responsible for the maintenance and integrity of
the corporate and finanaial infarrnation included on the Company s
website Legislation in the UK governing the preparation and
dissermination of inancial staternents may differ from legislation
in other jJunsdictions

Responsibility statement of the Directors

in respect of the Annual Report

We, the Directors of the Company corfirm that to the best
of our knowledge

the financial statements of the Group have been prepared in
accordance with IFRS as adopted by the EU, and for the Company
under UK GAAP, in accordance with applicable United Kingdom
law and give a true and fair view of the assets, labilities, financial
posttton and profit or loss of the Group and

the Dreclors’ Report includes a fai 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 face the Group

By order of the Board

Lea Quinn David Mellors

Chief Executive Of ficer Chief Financial Officer
2 June 2010 2 June 2010
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Independent Auditor’s Report to the Members

of QinetiQ Group plc

We have audited the financial statements of Qinetid Group plc for
the year ended 31 March 2010 which compnse the Consoldated
Income Statement the Consolidated Statement of Compiehensive
Income the Consoldated Statermnent of Changes in Equity the
Consolidated and Parent Company Balance Sheets the Consolidated
Cash Flow Statement and the related notes

The financial reporting framework that has been applied inthe
preparation of the group financial statements s applicable law and
International Financial Reporting Standards (IFRSs) as adopted by
the EU The financial reporting frarmework that has been applied

in the preparation of the parent company financial statements 1s
apphcable law and UK Accounting Standards (UK Generally Accepted
Accounling Practice)

This report 1s made solely to the company s members as a body

in accordance with Chapter 3 of Part 16 of the Cornpanies Act 2006
Our audit work has been undertaken so that we might state to the
company’s inermbers those matters we are required to state to them
inan auditor's report and for noother purpose To the fullest extent
permilied by law, we do not accept or assume responsibility to
anyone cther than the company and the company's members,

as a body, for our audit work for this report, or for the opimiens

we have formed

Respective responsibilities of Directors and auditor

As explained more fully in the Directors” Respansibilities Statement
set out on prage 44, the Directors are responsible for the preparation
of the financial statements and for being satisfied that they give
atrue and fair view Qur responsibility 1s to audit the financtal
statements in accordance with applicable law and International
Standards on Auditing (UK and Irefand) Those standards require is to
comply with the Audiling Practices Board's {APB's) Ethical Standards
for Auditors

Scope of the audit of the financial statements
Adescription of the scope of an audit of financial statements s
provided on the APB's web-site at www frc org uk/apb/scope/UKP

Opinion on financial statements
Inour opinion

the financial statements give a true and fair view of the state of the
group’s and of the parent company’s affairs as at 31 March 2010
and of the group’s loss for the year then ended

the group financial staterments have been properly prepared
in accordance with IFRSs as adopted by the EU,

the parent company financial statements have been properly
prepared in accordance with UK Generally Accepted Accounting
Practice

the financial statements have been prepared (1 accordance with
the requirements of the Companies Act 2006, and as regards Lhe
group financial statements, Article 4 of the |1AS Regulation
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Opinion on other matters prescribed by the Companies Act 2006
In our opinton

the part of the Directors' Rernuneration Report to be audited has
been properly prepared in accordance with the Companies Act
2006 and

the infarmation given in the Directors Report for the financial year
for which the financial statements are prepared 1s consistent with
the financial statement s

Matters on which we are required to report by exception
We have nothing to report in respect of the following

Under the Cotnpanies Act 2006 we are required to report to you
if, (N our opimon

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

the parent cornpany financial statements and the part of the
Directors’ Remuneration Reporttobe audited are not in agreement
with the accounting records and returns, or

certam disclosures of direclors’ lemuneration 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 requured 1o review

- the directors” statement set out on page 34, in relationte going
concern and

+ the part of the Corporate Governance Statement on pages 28 35
relating to the cempany s comphance with the nine provisions of
the June 2008 Combined Code speaified for our review

Mike Malcney (Senior Statutory Auditor)
for and on behal f of KPMG Audit Plc Statutory Auditor
Chartered Accountants

8 Salisbury Square
London

ECAY 88R
2 June 2010
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Finanaial Statements

Consolidated income statement

for the year ended 31 March

2010 2009
Betore
Before acquisiion
acquisition Acquisition amor tisation Acquisition
amortisation amortisation and specific amortisation
and specific and specific non recuiring and speofic
non recurning  non recurnng items  non recurning Total
alt figuies in £ mithon note items items’ Total (restated)? itermns® [restated)?
Revenue 23 1,625 4 - 16254 16173 - 16173
Other operating costs excluding
depreciation and amortisation (1,465 8) {421) (1,507 9) (1,424 0 - (1,424 0}
Share of post tax loss of equity
accounted joint ventures and
assoclates 16 02 - 02 {72 - (7 2}
Other incormne 2 69 - 69 79 - 79
EBITDA {earnings before
interest, tax, depreciation and
amorbisation) 166 7 (a2 1} 124 6 1340 - 13430
Depreciation and impatt ment of
property plant and equipment 14 {351) (24 0) (59 1) (335) - (335)
Amortisation and impairment of
ntangible assets 1112 {113) (795) (90 8) (89) (235) (324
Group operating (loss)/profit 3 1203 {145 6) (25 3) 1516 {23 5) 1281
Gain/(loss) on business
divestments and imparment of
investments 5 - {62) {6 2} - 73 73
Fimance inceme 6 ag1 - a8 1 591 - 591
Finance expense 6 (s27) - (827} (80 5) - (8D 5)
{Loss)/profit before tax 4 857 {151 8} (66 1} 1302 (16 2} 1140
Taxation 7 {22 9} 157 28 (26 7) 63 (20 4)
{Loss)/profit for the year
attnbutable to equity
shareholders 33 728 (1361) {63 3) 1035 {99 936
Earnings per share
Basic 10 {9 Np 14 3p
Diluted 10 (8 7)p 14 3p

Specificnon tecurnng items inchuide amounts tefating te gainf{loss) on dusiness divestments and untealised impaments of vestrments and n 2010 the
impairment of property plant and equipment impaitrnent of intangible assets wd EMEA teorganisation costs Seenote 4
tRestatement relates 10 the transfer of the finance element of the 1AS 19 pensioncest totalling a net £3 4m credit to the finance incorne and expense lines
This was previously repor ted in other aperating costs

www QinetiQ corrn
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Consolidated statement of comprehensive income
for the year ended 31 March

ali figures in £ millhion 2010 2009
{Loss)/profit for the year (63 3} 36
Other comprehensive income

Effective portion of change in fair value of net investment hedges 287 {107 6)
Foreign currency translation differences for toreign operations {30 8} 1816
Decrease in fair value of hedging denivatives {02} (17 6)
Retlassification of hedging denvatives to the income statement 686 -
Movement in deferred tax on hedging denvatives {18) 47
Fair value gains on availlable for sale investments 17 09
Actuanal loss recognised in defined benefil pension schemes (60 2) (95 8)
Increase in deferred tax asset due to actuanal rnovement in pension deficit 169 341
Other comprehensive income for the year, net of tax {391) 03
Total comprehensive income for the year attnbutable to equity holders (102 a) 939

Consolidated statement of changes in equity
for the year ended 31 March

Issued Capital
share redemption Share Hedge Translation Retained Minonty Total

all figures in £ milhon capital reserve premium reserve reserve earnings Total Interest equity

At 1 Apnl 2009 66 339 147 6 (26 7) 565 3687 6026 01 602 7

Total comprehensive income

for the year - - - 46 (21) {1049) (1024) - (102 4)
Bwidends paid - - - - - (31 6) {316) - (31 6)
Purchase of own shares - - - - - (0 8) {0 8) - {0 8)
Share based payments - - - - - 58 58 - 58

Deferred tax on share based

paymerlts - - - - - - - - -

At 31 March 2010 66 399 147 & (12 1) 544 2372 4736 o1 473 7

At 1 Apnl 2008 66 399 147 6 (38) {175) 3601 5329 01 5330
Total comprehensive income

for the year - - - {129) 740 328 939 - 939

Dividends paid - - - - - {289) (289) - (28 9)
Purchase of own shares - - - - - (08) {0 8) - {0 8)
Share based payments - - - - - 56 56 - 56
Deferred tax on share based

payments - - - - - (o1) (o1) - 01)
At 31 March 2009 66 393 147 6 (167) 565 3687 6026 01 6027
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Financal Statements

Consolidated balance sheet
as at 31 March

all figures in £ million note 2010 2009
Non-current assets
Goodwill 11 5797 6385
Intangible assets 12 1417 164 2
Property plant and equipment 14 2855 3324
Other financial assets 15 100 116
Equity accounted investments 15 09 a7
Other investmenis 17 a8 157
Deferred tax asset k2] 287 -
1,0513 1,1631
Current assets
Inventones 18 798 683
Other financial assets 15 78 31
Trade and other recewables i3 4238 5329
Current tax - 86
Investments 23 23 06
Assets classified as held for sale 51 18
Cash and cash equivalents 1t 639 2621
5827 8774
Total assets 1,634 0 2,0405
Current habilities
Trade and other payables 2 (396 4) (447 2)
Current tax {75) -
Provisions bH] {16 1) (43)
Other financial habilities 25 {8 9} (221)
(428 9) (473 6)
Non-current iabilities
Retirement benefit obligation 38 (147 3) (105 2)
Deferred tax habihity 24 (108} (89)
Provisians 23 {79) (38)
Other financial habiities 2% {5302) (7926)
Other payables 2 (352} (487}
(731 4) (964 2)
Total habilittes {1,160 3) (1,437 8)
Net assets 3137 6027
Capital and reserves
Crdinary shares 32 66 66
Capital redemption reserve 399 399
Share prermium acceunt 147 6 147 &
Hedging and translation reserve 423 398
Retained earnings 2372 3687
Capital and reserves attributable to shareholders of the parent company 47136 6026
Minonty interest o1 01
Total shareholders’ funds 4737 6027

The financial staterments were approved by the Board of Directors and authorised for issue on 2 June 2010 and were signed ort Its behalf by

Leo Quinn Chief Executive Officer David Mellors Chiet Financoial Officer
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Consolidated cash flow statement
forthe year ended 31 March

all figures in £ milhon note 2010 2009
Net cash inflow from operations before EMEA reorganisation cost 2% 2046 202 2
Net cash outflow relating to EMEA reorganisation (354) (27 0)
Cash inflow from operations 1692 1752
Tax received/(paid) 15 (25)
Interest recerved 04 10
Interest paid {36 8) (213)
Net cash inflow from operating activities 1343 1524
Purchases of intangible assets (62) (33)
Purchases of property, plant and equipment (24 1) (291)
Costs frorn sale of property plant and equipment (k)] (12)
Equity accounted investments and other investrment funding 11) (5 8)
Purchase of subsidiary undertakings {46 3) (929)
Net cash acquired with subsidiary undertakings 07 37
Proceeds from sale of equity accounted investment - 137
Praceeds from sale of interests in subsidiary undertakings 211 72
Net cash outflow from investing activities {56 6) (107 7)
Cash outflow from repayment of Yoan notes - {05y
(Repayment)/proceeds from bank berrowings {232 1) 133
Proceeds from US Private Placement - 2104
Payment of deferred finance costs - (15)
Settlement of forward contracts designated as net investment hedges {14 3) -
Purchase of own shares (o8) {08)
Dividends paid to shareholders (316) {289)
Capital element of finance lease rental payments (2 8) {28)
Caprtal element of finance |ease rental receipts 30 30
Net cash {outflow)/inflow from financing activities (278 6) 1922
(Decrease)/increase i cash and cash equivalents 29 {200 9) 2369
Effect of foregn exchange changes on cash and cash equivalents (os) 57
Cash and cash equivalents at beginning of the year 2621 195
Cash and cash equivalents at end of the year 607 2621
Cash and cash eguivalents a1 63 9 2621
Overdrafts 30 (32} -
Cash and cash equivalents at end of the year 607 2621
L3 L) L] -
Reconciliation of movement in net debt
for the year ended 31 March
all figures in £ million note 1010 2009
{Decrease)/increase in cash and cash equivalents in the year 2 {200 9) 2369
Cash flows from repayment/{drawdown} of loans, private placement and other financial nstruments 2462 (226 1)
Change in net debt resulting from cash flows 30 453 108
Other non cash movements including foreign exchange 30 352 (168 8)
Movement in net debt in the year B80S (158 ¢)
Net debt at beginning of the year 30 (537 9) {379 9)
Net debt at end of the year 30 {457 4) (537 9)

Cinet2 Group plc Annual Report and Accounts 2010

Pri12_Review indd 49 @

141062010 17 43

49




Finanaal Statements

Notes to the financial statements

1. Significant accounting policies

Accounting policies

The following accounting policies have been applied consistently
to all penods presented in dealing with items which are considered
matertal in relation to the Group's financial statements The Group
separately presents acquistion amortisation and specific hon-
racurnng items tn the income statement which, in the judgement
of the Directors, need to be disclosed separately by virtue of

their size and incidence in order for the reader to obtain a proper
understanding of the financial nformation Specific non-recurnng
items include amounts relating 1o gains and losses on business
divestments and unrealtsed impatrments and in 2010 the
impairment of property, plant and equipment impairment

of intangible assets and EMEA reorganisation costs

Basis of preparation

The Group's financial stataments have been prepared on a going
concern basis as discussed in the Corporate Governance report on
page 34 The Group's financial statements have been prepared and
approved by the Directors in accordance with International Financial
Reporting Standards as adopted by the EU (‘Adopted IFRS" and
the Companies Act 2006 applicable to companies reporting under
IFRS The Company has elected to prepare its parent company
financial statements in accordance with UK GAAP, these are
presented on pages 94 to 96 The financial statements have been
prepared under the histonical cost convention, as modified by the
revaluation of avalable-for-sale financial assets, and other relevant
financial assats and habilties Non-currant assets held for sale

are held at the lower of carrying amount and fair value less costs

to sell The Group's reporting currency 1s sterling and unless
othermse stated the financial statements are rounded to the
nearest hundred thousand

Basis of consolidation

The consolidated financial statements compnse the financial
stalements of the Company and its subsidiary undertakings up
fo 31 March 2010 The purchase method of accounting has been
adopted Those subsidiary undertakings acquired or disposed of
in the penod are included in the consolidated iIncome statement
from the date control 1s obtained 1o the date that control Is lost
{usually on acquistion and disposal respectively) A subsidiary

1s an entity over which the Group has the power to govem financial
and operating policies in order to obtain benefits Potential voting
nghts that are currently exercisable or convertible are considered
when detarmining confrel

An associate s an undestaking over which the Group exercises
signsficant influence usually from 20% to 50% of the equity

voting nghts, over financial and operating policy A joint venture

1s an undertaking over which the Group exercises joint control
Associates and joint ventures are accounted for using the equity
method from the date of acquisiion up to the date of disposal The
Group's investments in associates and joint ventures are held at cost
including goodwill on acquisilion and any post-acquisiion changes
1n the Group's share of the net assets of the associate less any
impairment o the recoverable amount Where an associate or

joint venture has net habilities, full provision 15 made for the Group's
share of latiliies where there 1s a constructive or legal obhigation
to provide additional funding to the associate or joint venture

The financial statements of subsidiaries joint ventures and
assocates are adjusted where necessary to ensure compliance
with Group accounting policies

On consolidation, all intra-group income, expenses and balances
are ehminated

S50 wwwQineti com

Prt12_Review indd 50

Revenue

Revenue represents the value of work performed for customers,
and 1s measured net of value added and other sales taxes on the
following bases

Long-term contracts

The Group's long-term coniract arrangements are accounted

for under [AS 11 Construction Contracts Revenue Is recognised
once the Group has obtained the nght lo considaration in exchange
for its performance Mo profit is recegnised on contracts until the
outcome of the contract can be rehably esimated When the
outcome of a contract can be astimated reliably revenue and
costs are recognised by reference to the stage of completion

of the contract acivity at the balanca sheet date This 1s normally
measured by the proportion of contract costs incurred for work
performed to date compared to the estimated total contract costs
after making sutable allowances for technical and other nsks
related to performance milestones yet to be achieved When itis
probable that total contract costs wilt exceed total contract revenue
the expected loss 1s recognised immediately as an expense

Goods sold and services rendered

Sales of goods and the provision of services not under long-term
conlract are recogrised in the income statement when the
significant nsks and rewards of ownership have been transferred
to the cuslomer and revenue and costs can be reliably measured

Cost-plus contracts
Revenue on cost-plus and time-and-matenals contracts
5 recognised as work 1s performed

Royalties and intellectual property

Royalty revenue 1s recognised on the earlier of the date on which
the ncome is earned and measurable with reasonable certainty

or cash Is racetved Cash recewved in advance 1s deferred over the
penod to which the royalty relates Intellectual property ravenua can
be attributed either to perpetual hcences or imited licences Limited
licencas are granted for a specified fime penod and revenue I1s
recognised over the penod of the Icence Perpetual licences are
granted unlimted time frames and are recogmised when the rnisks
and rewards of ownership are transferred to the customer

Segmental information

Segmental information 1s presented according to the Group's
management structure and markets in which the Group operates
The principal activities of the Group are managed through three
sactors organised according to the distinct markets in which the
Group operates

EMEA (Europe, Middle East and Australasia) matnly delivers
technical advice, technology solutions, consultancy and managed
services to the Ministry of Defence in the UK, and cwil and other
Government customers in the UK and Australia,

QunetrQ) North Amenca mainly provides technology and services
to the US Govermment, and

Ventures mainly compnses commercial product businesses and
business ventuning actvities

Segmental results represent the contnbution of the different
segments to the profit of the Group Corporate expenses are
allocated to the corresponding segments Unallocated tems
comprise mainly profit on disposal of non-current assels, business
divestments and unreahsed impairment of investments financing
costs and taxation Elminations represent inter-company trading
between the different segments
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1 Significant accounting policies (connued)

Segmental assets compnse property, plant and equipment,

goodwll and other intangible assets, trade and other recevables,
inventones and prepayments and accrued income Unallocated
assets represent financial assets which are included in net debt
Segmental liabilities compnse trade and other payables, accruals
and deferred income and retirement benefit obligations Unallocated
hiabilties represent financial habities which are included in net debt
Segmental assets and liabilihes are as at the end of the year

Research and development expenditure

Research and development costs incurred on behalf of a

customer as part of a specific project are directly chargeable to

the customer on whose behalf the work s undertaken Internally
funded development expendilure 15 capstalised in the balance
sheet where there 15 a clearly defined project, the expenditures are
separately identifiable, the project 1s technically and commercially
feasible, all costs are recoverable by future revenue and the
resources are committed to complete the project Such capitalised
cosis are amortised over the forecast period of sales resulting from
the development All other research and development costs are
expensed to the mcome statement in the penod in which they are
incured If the research phase cannot be clearly distinguished from
the develepment phase, the respective project-related costs are
treated as If they were incurred in the research phase only and
expensed

Financing

Financing represents the financral expense on borrowings
accounted for using the effective rate method and the financial
Income eamed on funds invested Exchange differences on financial
assels and labilties and the income or expense from interest
hedging mstruments that are recognised in the income statement
are included within interast Income and expense in financing

Taxation

The taxation charge I1s based on the taxable profit for the year

and takes into account taxation deferred because of temporary
differences between the freatment of cetain items for taxation

and accounting purposes Current tax and deferred tax are charged
or credited to the iIncome statement except whare they relate to
items charged or credited 1o equity in which case the relevant

tax 1s charged or credrted to equity Deferred taxation 1s the tax
aftributable to the temporary differences that appear when taxation
authonties recognise and measure assets and liabilities with rules
that differ from those of the consohdated financial siatements The
amount of deferred tax provided 15 based on the expected manner
of realisation or settiement of the carrying amount of assets and
habilties, using rates enacted or substantively enacted at the
balance sheet date

Any change in the 1ax rates are recognised in the income statement
unless related te tams directly recognised in equity Deferred tax
habifities are recognised on all taxable temporary differences
excluding non-deductible goodwill Deferred tax assels are
recognised on all deductible temporary differences provided that

it 1s probable that future taxable income will be available against
which the asset can be utiised Deferred tax assets and habilities
are offset only where there 1s a legally enforceable nght to offset
and there is an intention to settle balances on a net basis

Goodwll

Business combinations are accounted for under the purchase
accounting method All identifiable assets acquired and habilities
and contingent liabilities incumed or assumed are recorded at far
value at the date control is transfemred to QinetiQ, urespeciive of the
extent of any minonty interest The cost of a business combination
1s measured at the farr value of assets receved, equity instruments
1ssued and llabilities incurred or assumed at the date of exchange,
plus costs directly attnbutable to the acquisition Any excess of the
cost of the business combination over the Group's interest in the
net fair value of the identfiable assets, habilities and contingent
labilities recognised 15 capitahsed as goodwill Goodwill is subject to
annual impairment reviews (see below) If the cost of an acquisition
15 less than the far value of the net assets acquured, the difference
1s immediately recognised in the Consolidated Income Statement
as a gan

Intangible assets

Intangible assels ansing from business combinations are

recegmised at farr value and are amortised over their expected
useful lives, typically between 0 and 9 years Internally generated
intangible assets are racorded at cost, including labour, directly
attributable costs and any third-parly expenses Purchased
ntangible assets are recognised at cost less amortisation Intangible
assets are amorttsed over therr respective useful Ives on a straight
Ine basis as follows

Intellectual property nghts  2-8years

Development costs Useful economic life or unit of
production method subject to a
mimmum amertisation of no less than
straight hne method over economic Ife
of 1-4years

Other 1-9years

Property, plant and equipment

Property, plant and equipment are stated at cost less depreciation
Freehold land 1s not depreciated Cther tangible non-current assets
are depreciated on a straight hne basis over their useful economic
Inves te their estimated residual value as follows

Fraehold bulldings 20-25years

Leasehold land and Shorter of useful economuc life and
buildings the panod of the lease

Plant and machinery 3-10years

Fixtures and fittings S10years

Computers J-5years

Motor vehicles 3-5years

Assets under construction are inciuded in property, plant and
equipment on the basis of expenditure incurred at the batance
sheet date In the case of assets constructed by the Group, the
value includes the cost of own work completed, including directly
attnbutable costs and interest

The useful Ives depreciation methods and residual values
applied to property, plant and equipment are reviewed annually
and, If appropriate, adjusted accordingly
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Financial Statements

Notes to the financial statements (continued)

1. Significant accounting policies (corinued)

Impairment of tangible, goodwill, mntangible and

held for sale assets

The Group assesses at each reporting date whether there 15 an
indication that an asset may be impaired If the carrying amount
of any asset exceeds its recoverable amount an impairment loss
15 recogmsed immediately in the income statement In addition,
goodwill Is tested for impairment annually irrespective of any
indication of impairment If the carrying amount exceeds the
recoverable amount, the respective asset or the assets in the
cash generating unit are written down to their recoverable amounts
The recoverable amount of an asset or a cash generating unit 1s
the higher of its fair value less costs to sell and its value in use
The value In use 1S the present valua of the future cash flows
expected to be denved from an asset or cash generating und
calculated using an appropniate pre-tax discount rate Impairment
losses are expensed to the mcome statement

Investments in debt and equity securities

Investments hald by tha Group are classified as either a cumrent
assel or as a non-current asset and those classified as available
for sale are stated at fair value, with any resultant gain or loss being
recognised direclly in equity, except for imparment losses When
these investments are de-recognised the cumulative gam or loss
previously recognised directly in equiy s recognised in the income
statement

The fair value of quoted financial Instruments s their bW price at the
balance sheet date The far value of unquoted equity investments
are held at far value based upon the pnce of the most recent
investment by the Group or a third party f available or derved

from the present value of forecast future cash flows

Inventories

Inventory and work-in-progress (Including DTR pre-contract costs
capitabsed sihce CinetiQ was awarded preferred bidder status in
2007) are stated at the lower of cost and net realisable value
Work-in-progress and manufactured finished goods are valued at
production cost Production cost includas direct production costs
and an appropnate proportion of productton overheads A provision
15 established when the net realisable value of any inventory tem
15 lower than its cost

Brd costs

Costs incurred in bidding for work are normally expensed as
incurred In the case of large mulhi-year government contracts

the bidding process typically involves a competitive bid process

to determine a preferred bidder and then a further penod to reach
financial close with the customer In these cases, the costs incurred
after announcement of the Group achieving preferred bidder status
are deferred to the balance sheet within work-in-progress From the
point financial close s reached, the costs are amortised over the |ife
of the contract If an opportuniy for which the Group was awarded
preferred bidder status fails to reach financial close, the costs
deferred to that point will be expensed in the income statement
immediately, when it becomes likely that financial close will not

be achieved

Trade and other receivables

Trade and other recevables are stated net of provisions for doubtful
debts Amounts recoverable on contracts are included in trade and
other recevables and represent revenue recognised in excess of
amounts mvoiced Payments receved on account are included in
trade and other payables and represent amounts invoiced in excess
of revenue recognised
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Cash and cash equivalents

Cash and cash equivalents compnse cash at bank and short-term
deposits that are readily converlible into cash in the cash flow
statement overdraft balances are included in cash and equivalents

Current and non-current labilities

Current lrabilties include amounts due within the normal operating
cycle of the Group Interest-bearing current and non-current
habiities are recogrised at fair value and then stated at amortised
cost with any difference between the cost and redemption value
being recegnised In the Income statement over the period of the
borrowings on an effective interest rate basis Costs associated
with the arrangement of bank facilities or the 1ssue of loans are
held net of the assocated hability presented in the balance sheet
Captalised 1ssue costs are released over the estimated lde of the
facility or mstrument to which they relate using the effective interest
rale method If # bacomes clear that the facility or nstrument will
be redeemed early, the amortisation of the issue costs will be
accelerated

Provisions

A provision 1s recognised in the balance sheet when the Group has
a present fegal or constructive obligation as a result of a past event
which can be rehiably estimated, and it s probable that an cutflow
of economic benefits will be raguired to settle tha obligation Where
appropriate, provisions are deterrined by discounting the expected
cash flows at the Group s waighted average cost of capital

Financial instruments

Financial assets and financial liabilies are racognised on the
Group’s balance sheet when the Group becomes a party to the
contractual provisions of the instrument The derecognition of

a financial instrument takes place when the Group no longer
controls the contractual nights that comprise the financial nstrument,
when the instrument expires or Is sold, terminated or exercised

Derivative financial instruments

Bervative financial instruments are intally recognised and
thereafter held at far value being the market value for quoted
instruments or valuation based on models and discounted cash
flow calculations for unlisted instruments

Fair value hedging

Changes in the fair value of dervatves designated as fair value
hedges of currency nisk or interest rate nsk are recognised in the
mcome statement The hedged item is held at far value with respect
to the hedged nsk with any gain or loss recognised in the income
statement

Cash flow hedging

The effective portion of changes in the fair value of denvatves
designated as a cash flow hedge are recognmised 1n equity The
ineffective portion 1s recogrised immediately in the Income
statement Where a hedged dem resulls in an asset or a Liabilty,
gains and losses previously recognised in equity are mcluded

in the cost of the asset or hability Gains and losses previously
recognised in equity are removed and recognised in the income
statement at the same time as the hedged transaction

Hedging of net investment n foreign operations

The effective portion of changes in the far value of denvatives
designated 2s hedges of the net nvestment in a fereign entity
are recognised In equity until the net investment 1s sold or
disposed Any neffective portion 1s recognised directly in the
Income statement
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1. Significant accounting policies (contnued)

Leased assets

Leases are classiied as finance leases whan substantially all of the
nsks and rawards of ownership are held by the lessee Assats held
under finance leases are capialised and included in property, plant and
equipment at the lower of the present value of minimum lease payments
and far value a1 the incepbon of the lease Assets are then deprectated
over the shorter of therr useful economic lives or the lease term
Obligations relating to finance leases, net of finance charges ansing

n future penods, are included under financial habilities

Rentals payable under operating leases are charged to the income
staterment on a straight-hne basis over the term of the lease

Foreign currencies

Transactions in foreign currencies are recorded using the rate

of exchange ruling at the date of the transaction Monetary assels
and habihties in foreign currencies are transtated at pencd-end
rates Any rasulting exchange differences are taken to the income
statement Gains and losses on designated forward foreign
exchange hedging contracts aro matched aganst the foreign
exchange movements on the underlying transaction

The indvidual financial statements of each group company are
presanted in its functional currency On consolidation, assets and
liabilties of overseas subsidianes’ associated undertakings and joint
ventures, including any related goodwill, are translated to steriing
at the rate of exchange at the balance sheet date The resulis and
cash flows of overseas subsidiaries, associated undertakings and
joint ventures are translated to stering using the average rates of
exchange durning the perod Exchange adjustments ansing from
the re-transiation of the opening net investment and the results for
the period te the penod-end rate are taken directly to equity and
reported in the Statement of Comprehensive Income

Post-retirement benefits

The Group provides both defined contnbution and defined benafit
pension arangements The Eabilhies of the Group anising from defined
benefit obhgations, and the related current service cost, are determined
using the projected unit credit methed Valuations for accounting
purposes are camed out half yearly for the largest plansand on a
regular basis for other plans Actuanal adwvice 1s provided by extemal
censultants For the funded defined benefit plans, the excess or defict
of the fair value of plan assets less the present value of the defined
benefit obigation are recognised as an asset or a liabilty respectively

For defined benefit ptans, the actuanal cost charged to the mcome
statement consists of service cost, interest cost and expected
return on plan assets The finance element of the pension charge
15 shown in finance income and expenses, the remaining service
cost element 1s charged as a component of employee costs In

the income statement Actuaral gains and losses are recoghtsed
tn full immediately through the Statement of Comprehensive
Income Contnibutions to defined contnbution plans are charged
to the income Statement as incurred

Share-based payments

The Group operates share-based payment arrangements with
employees The far value of equity-settied awards for share-based
payments is determined on grant and expensed straight line over
the pencd from grant to the date of earliest unconditional exercise
The fair value of cash-settled awards for share-based payments 15
determined each period end until they are exercised or lapse The
value 1s expensed straight ine over the period from grant {o the date
of earliest uncondritional exercise The charges for both equity and
cash-settled share-based payments are updated annually for non-
market-based vesting conditions

Share capital

Crdinary share capital of the Company 1s recorded as the proceeds
received less 1ssue costs Company shares held by the employee
benefit trusts are held at the consideration pard They are classified
as own shares within equity Any gain or loss on the purchase, sale
or 1ssue of Company shares 1s recorded in equity

Restatement of prier penods for finalisation of fair values
ansing on acquisitions

The far values of the net assets of acquired business are finalised
within 12 months of the acquisiion date, with the exception of
certain deferred tax balances All far value adjustments are
recorded with effect from the date of acquisition and consequently
may result in the restatement of previously reported financial results

Recent accounting developments

The following EU endorsed new, revised and amended published
standards and interpretations are effective for accounting penods
beginning on or after 1 Apnl 2008 and have been adopted

IFRS 8, Operating Sagments replaces [AS 14 Segmental
Reporting and requires an entity to present segment information
on the same basis as used for intemal management reporting

as provided to the chief operating decision maker Adoptian of this
standard did not affect the reportable segments, disclosures have
been prepared in accordance withthe new standard

1AS 1 (revised), Presentation of Financial Statements requires
the Group to present a Statement of Comprehenswe Income and
Statement of Changes in Equity as pnmary statements The Group
has elected to present the Statement of Comprehensive Income
and the Income Statement as two statements These consclidated
Financial Statements have been prepared under the revised
disclosura reguirements

Amendment to IFRS 7, Financial Instruments Disclosures
requires enhanced disclosures around fair value measurement
and hquidity nsk  The disclosures in these financial statements
have been prepared in accordance with the new standard

The following EU endorsed amendments, improvements and
interpretations of pubished standards are effective for accounting
periods beginning on or aftar 1 Apnl 2009 and have been adopted
with no matarial impact on the Group s financial statements

» IAS 23 (revised), Borrowing Costs,

Amendments to IFRS1, First tme adoption of IFRS and IAS 27,
Consoidation and separate financial statements,

Amendment to IFRS 2, Share-based payment

* Amendments to IFRS 7, Financial instruments Disclosures and
IAS 39, Financial instruments Recognition and Measurement,

= Amendments to IAS 32, Financial instruments Presentation and
IAS 1 Presentation of Financial Stafements,

* Amendments fo IFRIC 9, Reassessment of Embedded
Denvatives and IAS 39, Financial Insfruments Recognition
and Measurerment,

s Improvements lo IFRS,
* IFRIC 13, Customer Loyalty Programmes,
IFRIC 15, Agreements for the Construction of Real Estate,

IFRIC 16, Hedges of a Net Invesiment in a Foreign Operation
(early adopted),

* [FRIC 18, Translers of Assets from Customers, and

.

Annual Improvements 2008-2(09
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Financial Statements

Notes to the financial statements (continued)

1. Significant accounting policies (cortrued)

At the date of authonsation of these financial statements, the following
EU endorsed revised, amended and improved published standards
and interpretations, which have not baen applied in these financial
statements, were in 1ssue but not yet effective

{FRS 3 (revised), Business Combinations and amendments to IAS
27, Consolidated and Separate Financial Statements The standard
continues to apply the acquistion method to business combinations with
sorme signficant changes For example all acquision relaled costs will
be expensed, all payments to puichase a business will be recorded at
fair value at the acquistion date, with contingent payments subsequently
re-measured at farr value through the income statement Thera are also
changes to the reporting of non-controlling interest These revisions will
have an impact on the way in which the Group reports all future
business combinations

The impact of adoption of the following new, revised, amended and
improved published standards and interpretations in future penods
which were also in Issue at the date of authonsation of these
Financial Statements, 15 under assessment

* IFRS 9, Fmancial Instruments subject to EU endorsement

1AS 24 (revised), Related Party Disclosures subject to EU
endorsement,

* Amendment to IFRIC 14, IAS 19 — The Lirmit on a Defined Benefit
Asset, Mimmum Funding Requirements and their Interaction,
subjsect to EU endorsement,

IFRIC 19, Extinguishing Financial Liabilitres with Equity
Instruments, subject to EU endorsement, and

improvements to IFRSs 2010 subject to EU endorsement

The Directors anticipata that the adoption of the following new,
revised amended and improved published standards and
interpretations in fulure penods which were also in 1ssue at the date
of authonsation of these Financial Statements, will have no maternial
Impact on the Financial Statements of the Group

IERS 1 (revised), First time adoption of IFRS,

Amendments to IFRS 1 First time adoption of IFRS, subject

to EU endorsement,

Amendment to IFRS 2, Share-based payment,

+ Amendment to IAS 32, Financial Instruments Presentation,
Amendment to IAS 39, Financial Instruments Recognition

and Measurement, and

{FRIC 17, Distnbutions of Non-cash Assets to Owners,

Cntical accounting estirmates and judgements in applying
accounting policies

The following commentary 15 intended to highlight those policies

hat are criical to the business based on the lavel of management
judgement required n their application, therr complexity and their
potential impact on the results and financial position reported for
the Group The level of management judgemant tequired includes
assumptions and estimates about future events which are uncartain,
the actual outcome of which may result in 2 materially different
culcome frem that anticipated

Revenue and profit recogmition

The estimation process required to evaluate the potential outcome

of contracts and projects requires skill, knowledge and expanence

from a vanety of sources within the business to assess the status

of the contract, costs to complete intemal and external labour rescurces
required and other factors This process s carned out continuously
throughout the business to ensure that project and contract
assessments reflect the latest status of such work No profitis
recogmsed on a contract until the cutcome can be reliably estimated

www Qinetilcom

Prt12_Heview indd 54

Business combinations

intangible assets recognised on business combinations have been
valued using established methods and models to determine estimated
value and useful economic life, with input, where appropnate, from
axternal valuation consultants Such methods require the use of
estimates which may produce results that are different from actual
future cutcomes

The Group tests annually whether goodwll has suffered any
impatrment This process Is reltant on the use of estimates of the
future profitabilty and cash flows of s cash-generating units which
may differ from the actual results delvered The Group additonally
reviews whether identffied intangible assets have suffered any
Impatrrment

Post-retirement benefits

The Group's defined benefit pension obligations and net iIncome
staternent cosls are based on key assumptions including return

on plan assets, discount rates, moralty, inflation and future

salary and pension increases Management exercises their best
Judgement, ih consultation with actuanal advisors, in selecting

the values for these assumptions that are the most appropriate

to the Group Small changes in these assumptions at the balance
sheet date, individually or collectively may result in significant
changes in the size of the deficit or the net Income statement costs

Research and development expenditure

Internally-funded development expendiure 1s captalised when
cntena are met (see page 51) and 1switten off over the forecast
penod of sales resulting from the development Management
decides upon the adequacy of future demand and potential market
for such new products in order to justdy capitalisation of internally-
funded development expenditure These can be difficult to
determine when dealing with innovative technologies Actual
product sales may differ from these esimates

Tax

In determining the Group's provisions for income tax and deferred
tax it 1s necessary to assess the likelhood and timing of recovery
of tax Josses created and to consider transactions in a small
number of key tax jurisdictions for which the ultimate tax
deterrmination i1s uncertain To the extent that the final outcome
differs from the tax that has been provded adjustments will be
made to ncome tax and deferred tax provisions held in the pencd
the determvination 1s made

Unquoted equity investiments

The Group usually judges the far value of unquoted equrty
Investments using the valuation ascnbed to the invesiment

by a third-party funding round or simifar valuation event for that
investment In determining the value of an investment the Group
may use information frem funding rounds, business plans and
forecasts market projections and other estrmation techniques,
ncluding management estimates, as a guide These valuation
techniques require estimates of the husiness’s future performance
The actual business performance of investments may ddfer from
these estimates
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2. Revenue
Revenue and other income 15 analysed as follows

Year ended 31 March

all figures in £ million 2010 20089
Sales of goods 1579 2163
Services 14675 1,401 0
Revenue 1,625 4 1,617 3
Property rental income 69 79

3. Segmental analysis

Business segments
Year ended 31 March 2010

QinetiQ Europe,
North Middle East &

all figures in £ million America Australasia Ventures Total
Revenue
External sales"” 8001 8188 65 16254
Other information
EBITDA hefore share of equity accounted joint ventures and associates 743 98 5 (63) 16656
Share of equity accounted joint ventures and associates 01 01 - 02
EBITDA before restructunng 744 986 (6 3) 1667
Depraciation of property, plant and equipment {(87) (28 8} (0 4) {36 0)
Amorhisation of purchased or internaily developed intangible assets - (8 6) {18) {10 4)
Group operating profit/{loss) before acquisition amortisation and
specific non-recurring items'? 677 611 (e5) 1203
EMEA reorganisation - (421) - (42 1)
Impawrmant of plant, property and equipment - (230) (10) (24 0)
Amortisalion of intangtble assets anising from acquisitions (20 2) {59} - (26 1)
Impatrment of intangible assets {42 2} {79 (33) (53 4)
Group operating {loss)/profit 53 {17 8} {12 8) (25 3)
(Loss)/gain on business divestments and unrealised impairment of
Investments {62)
Net finance expense {34 6)
Profiti{loss ) before tax (66 1)
Taxation 28
Prefiti{loss} for the year (63 3)

D There were internal sales of £12 5m fram QNA to EMEA dunng the year
2] Group operating profit/{loss) before acquistian amortisation 1S stated before specific non recumng tems These comprse the EMEA reorganisation costs and
imparment of pfant property and equipment and intangible assets This is the measure of profit presented to the chief operating decision maker
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Financial Statements

Notes to the financial statements (continued)

3. Segmental analysis (cortiruec)

Business segments
Year ended 31 March 2009

Europe
Qinetd  Middle East &

Nerth Australasia Total
all figures in £ million Amanca (restated)?  Ventures (restated)™
Revenue
External sales"” 7656 8423 94 1,617 3
Other information
EBITDA before share of equity accounted joint ventures and associates 895 1181 (6 4) 2012
Share of equity accounted joint ventures and associates - - (72) 72
EBITDA 895 1181 (13 8) 184 0
Depreciation of property, plant and equipment (65) (267) (0 3) 335
Amortisation of purchased or internally developed intangible assets - (72) (7 89
Group operating profit/(loss) before acquisition amortisation 830 842 (15 6) 1516
Amortisation of intangible assets ansing from acquisitions (18 0) 55 - (23 9)
Group operating profitf{loss) 650 787 (15 6) 1281
Gain on business divestments and unrealised impairment of investments 73
Net finance expense (21 4)
Profit before tax 114 0
Taxatron (20 4)
Profit for the year 936

" There were intemal sakes of £4 O fram QNA to EMEA during the year

2 Restatement relates ta the transfer of the finance element of the IAS 19 pension cost totallng a £3 4m net credit to the income Statement to the finance

income and expense lines This was previously reported in other operating costs

Year ended 31 March 2010

QinetiQ Europe,
North  Middle East &

all figures in £ million America Australasia Ventures Unallocated Consolidated
Segment assets’ 981 638 2 160 - 1,562 3
Segment liabilties” {150 6) {464 0) (66) - {621 2)
Unallocated net debt {note 30} - - - (457 3) {457 4)
Net assets 7475 174 2 94 (457 4) 4737
Other information
Capital expenditure — own equipment”™ 90 109 13 - 212
Capital expenddure — LTPA funded* 91 - - 91
Total capital expenditure 90 200 13 - 303

www QinetiQ com
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3 Segmental analysis (continueq)
Year ended 31 March 2009

QinetiQ Europe
North Middle East &

all figures in £ miljien Amerca Australasia Ventures Unallocated Consolidated
Segment assets 583 8 748 8 31 - 1,763 7
Segment kabilities (160 8) (459 4) 29 - (823 1)
Unallocated net debt {note 30) - - - (5379 (537 9)
Net assets 8230 2894 282 (537 9) 602 7
Other information
Capital expenditure = own equipment* 91 108 02 - 201
Capital expendiure — LTPA funded® - 123 - - 123
Total capital expenditure 91 231 a2 - 32 4
+Segment assets and habiities exclude unallocated net debt
* Capital expenditure 1s defined as cash paiwd for property plant and equipment addibions and purchased and internally developed intangible assets
Revenue by major customer type
Year ended 31 March 2010

QinetiQ Europe,

North Middle East &

all figures in £ million America Australasia Ventures Consolidated
UK Government - 614 1 04 614 5
US Government 7432 103 06 7541
Other 56 9 194 4 55 2568
Total 800 1 8188 658 16254
Year ended 31 March 2009

Chineti Europe

North Middle East &

all figures in £ milhan Amerca Australasia Ventures Censolidated
UK Government - 6387 - 6387
US Government 7161 41 12 7214
Cther 495 1995 82 257 2
Totat 7656 B42 3 94 1,617 3
Revenue by customer location
Year ended 31 March
all figures in £ million 2010 2009
North Amerca 8253 7875
United Kingdom 7200 7729
Other 801 569
Total 16254 16173
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financial Statements

Notes to the financial statements (continued)

4 (Loss)/profit before tax

The fellowing dems have been charged in arrving at (loss)/profit before tax for the year ended 31 March

all figures in £ million 2010 2009
Fees payable to the auditor

- Statutory audit 10 11
- Audit of the Company s subsidianes pursuant to legislation 01 01
- Cther services supplied pursuant to legislation - 01
- Cther services relating to taxation 01 01
- Other services 04 -
Total auditor's remuneration 18 14
Inventories recognised as an expense 769 918
Depreciation of property, plant and equipment

- Owned assets before impairment 351 335
~ Owned assets impaiment 240 -
- Under finance lease - -
Foreign exchange gans 02 05
Research and development expenditure — customer funded contracts 4183 4570
Research and development expenditure - Group funded 73 1ns
The following tems have been charged n arrwing at {loss)/profit before tax in the column titled ‘acquisition amertisation and specific
non-recurring items'

all figures in £ million note 2010 2009
EMEA reorgamsation costs'" (42 1) -
Impairment of plant property and eguipment 14 {24 0) -
Amortisation of ntangible asset ansing on acquistions 12 {26 1) (23 9)
Impairment of intangible asset 12 (33) -
Impairment of goodwill® 11 {50 1) -
Total goodwill and intangible impairment and acquisition amortisation {79 5) {23 5)
Gainf{ioss) on business divestment 5 51 130
Unrealised impairment of investment 5 {113) 57
Gain/{loss) on business divestment and unrealised impairment of investment 5 (6 2) 73
Total non-recurring items before tax {151 8) {16 2)

" The EMEA rearganisation programme announced in May 2008 was largely completed this financral year The cost of this programme 15 £42 1m which has

been expensed to the income statement this year as a non recurnng item the cash spent against this dunng the year was £35 4m
? The goodwill impairment charge of £50 1m anses in three Cash Generating Units (CGUs) Technology Sclutions in QNA (E11 4m) Mission Solutions

n QNA (£30 8m) and Australia m EMEA (£7 Sm)
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5. (Loss)/gain on business divestments and impairment of investments

For the year ended 31 March

all figures in £ million 2010 2009
Gain on bustness divestments 61 130
Unrealised impasment of investments {11 3) 57

{62) 73

The gain on business dwvestments in the year relates to the disposal of two businesses On 30 September 2008 the Group disposed of the
Underwater Systems business, a division of QinetsQ Limited, to Atlas Elektronik UK Limited for a2 consideration before costs of £23 5m which
resulted in a proft on disposal of £6 9m On 31 July 2009 the Calbration business of the Group, including ASAP Calibration Ltd, was sold for
proceeds before costs of £0 4m and resulted in a loss on disposal of £1 8m

The current year impairment of mvestments and associated commifted costs relates to a £11 3m (2009 £5 7m) charge in respect of the
impairment in the carrying value of investments held for sale

The pnor year gain on business divestments of £13 Om comprises £3 5m of profit on the disposal of a sales contract by QNA's Mission

Solutions business and a £9 Sm profit on the dispesal of part of the Cody Gate Ventures LLP (formerly QinetiQ Ventures LLP} which was
held as an equity investment

6. Finance income and expense

For the year ended 31 March

2009
all figures 0 £ milign 2010 {restated)*
Recewable on bank deposits 04 10 @
Finance lease income 14 16
Expected return on pension scheme assets 46 3 56 5
Finance iIncome 481 591
Amortisation of recapitalisation fee o7 0 3)
Payable on bank loans and overdrafts {79) {13 8)
Payable on US dollar pavate placement debt (23 2) (107
Finance lease expense (11} (14)
Unwinding of discount on financial liabilities {10) (12)
Interest on pension scheme labilities (48 8) 53 1)
Ftnance expense 827) {80 5)
Net finance expense (34 8) {214)

*Restatement relates to the transfer of the finance element of the IAS 18 pension cest totalling a net £3 4m credit to the income statemant, 1o the finance
income and expense ines This was previously reported in other cperating costs
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Notes to the financial statements (continued)

7. Taxation

2010 2009
Before 2010 Before 2009
acquisition Acquisition acqustion  Acquisition
amorilsabon amaortisation amortisation  amomisation
and specific  and specific and specific  and specific
non- non- nan- non-
recurnng recurring 2010 recurning recurmng 2009
all figures in £ milion items ftemrs Total tems items. Total
Analysis of charge
UK corporation tax - - - - - -
Overseas corporation tax 167 a8 79 29 58) 29
Total corporation tax 167 {88) 79 29 {58) [29)
Deferred tax (3 6) (69) (10 5) 231 (0 5) 2286
Deferred tax in respect of prior years {02) - (02) 07 - o7
Taxation (creditifexpense 129 (16 7) (2 8) 267 {6 3) 204
Factors affecting the tax charge in year
The pnncipal factors reducing the Group's current year tax
charge below the UK statutory rate are explained helow
{Loss)/profit before tax 857 {1561 8) (66 1) 130 2 {16 2) 1140
Tax on (loss)/profit before tax at 28% (2009 28%]) 240 {425) (18 5) 364 {4 6) 319
Effect of
Expenses not deduchible for tax purposes, research and
development relief and non-taxable tems (19 6} 294 98 (17 8) {01 (17 9)
Unprovided tax losses of overseas subsidianes joint
ventures and associates (0 1) - {01) 14 - 14
Movements (n unrecognised deferred tax assets
In respect of tax losses 51 - 61 o7 - 07
Deferred tax in respect of prior years {02) - {02) 09 - 09
Effect of different rates in overseas junsdictions 27 (26) 01 51 (17 34
Taxation (credit)/expense 1289 (157) {28) 267 (63) 204

The effective 1ax rate on acquisition amortisation and specific non-recurrnng items in 2010 15 lower than the Group rate as most of the
elements do not attract tax relief The tax rate on acquisition amortisation and specific non-recurmng items in 2009 exceeds the overall
Group tax rate as it primanly relates to items subject to the higher US tax rate

Factors affecting future tax charges

The effeciive tax rate continues to be below the statutory rate in the UK primanly as a result of the beneftt of research and development
relief in the UK The effective tax rate 1s expected to remain below the UK statutory rate in the medium term subject to any future tax

legisiation changes
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8. Dividends

An analysis of the dividends paid and proposed In respect of the years ended 31 March 2010 and 2009 are provided below

Pence per

share £m Date paidipayable
interm 2010 168 104 Feb 2010
Final 2010 (proposed) - - -
Total for the year ended 31 March 2010 168 104
Interim 2009 150 98 Feb 2009
Final 2009 325 213 Sep 2009
Total for the year ended 31 March 2009 475 311

9. Analysis of employee costs and numbers

The largest component of operating expenses 15 employee costs The year-end and average menthly number of persons employed by the

Group including Directors, analysed by business segment, was

Year end 31 March Manthly average
2010 2009 2010 2008
Number Number Number Number
CQinetiQ North Amenica 6,178 6,348 6,316 6,167
Europe, Middle East & Australasm 6,760 7 565 T.141 7.970
Ventures 65 68 66 66
Corporate 76 79 81 79
Total 13,078 14,060 13,604 13,882
The aggregate payroll costs of these persons were as follows
all figures in £ million note 2010 2008
Wagas and salanes 8781 568 2
Soclal securnty costs 521 53 4
Other pension costs 446 46 6
Cost of share-based payments a3 58 58
Employee costs before EMEA reorganisation costs 6806 673 B
EMEA reorgamsation costs 421 -
Total employee costs 7227 6738

The 2010 EMEA reorganisation costs principally compnse the headcount reduction programme announced on 21 May 2009

Pri12_Revew incd 61
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Notes to the financial statements (continued)

10. Earnings per share

Basic earnings per share is calculated by dividing the proftt attributable to equity shareholders by the weighted average number of ordinary
shares in 1ssu@ duning the year The weighted average number of shares used excludes those shares bought by the Group and held as own
shares (see note 32) For diluted earmings per share the weighted average number of shares in issue 1s ad)usted to assume conversion of all
potentially dilutive ordinary shares anising from unvested share-based awards including share options Underlying basic earnings per share
figures are presented below In addition to the basic and diluted earnings per share as the Directors consider this gives a more relevant
indication of underlying business performance and reflects the adjustments to basic earnings per share for the iImpact of specific
non-recurring items, amortisation of acquired intangible assets and tax thereon

For the year ended 31 March

2010 2009
Basic EPS
(Loss)/proft attnbutable to equity shareholders £m {63 3) 936
Weighted average number of shares milkon 6536 6527
Basic EPS pence (97) 143
Diluted EPS
(Loss)/profit attributable to equity shareholders £m (632 3) 936
Weighted average number of shares mellion 6535 6527
Effect of dilutive securities” mudlion - 28
Diluted number of shares rullion 6535 6555
Diluted EPS pence 27) 143
Underlying basic EPS
(Loss)/profit attnbutable 1o equity shareholders £m {63 3) 936
Reorganisation costs £m 421 -
{Gain)/loss on business dvestments, disposals and unrealised impairment
of investments £m 62 73
Impairment of property plant and equipment £m 240 -
Amortisation of intangible assets ansing from acquisitions and impatrment
of intangible assets £m 795 23§
Tax impact of tems above £m (167) 6 3)
Underlying profit after taxation £m 728 1035
Weighted average number of shares mithon 65356 6527
Underlying basic EPS pence 111 159

* The ioss attnbutable 10 equity shareholders in the year ended 31 March 2010 results in no effect of dilutive securhies to the weighted average number of
shares |f thera had baen a profit in the year andec 31 March 2010 the effect of dilutive secuntigs would have been to increase the diluted number of shares
by 4 2m
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11 Goodwill

all igures in £ million nate 2010 2009
Cost

At 1 Apnil 6390 4379
Acquisitions 13 191 379
Foraign exchange {28 2) 1632
At 31 March 6299 6390
Impairment

At 1 April {05) 05
Imparrment in year {50 1) -
Foreign exchange 04 —
At 31 March (6502) {0 8)
Net book value at 31 March 5797 638 &

Goodwill at 31 March 2010 was allocated across seven cash generating wnits (CGUs) in QNA and EMEA In the year two CGUs in the
EMEA business were amalgamated into one to reflect the way in which these CGUs are managed and operated

Goodwill is attributable to the excess of consideration over the fair value of net assels acquired and includes expected synergies, future
growth prospects and staff knowledge, expertise, customer contacts and secunity clearances The Group tests goodwill impairment for each
CGU annually or more frequently if there are indications that goedwill might be impaired

Key assumptions

The value in use calculations use discounted future cash flows based on the most recent forecasts from the five-year corporaie plan

The five-year corporate plan is approved by the Board Cash flows for periods beyond this poriod are extrapolated based on the final year
of the corporate plan, with a terminal growth rate assumption apphed

Terminal growth rates

The speciic plans for each of the CGUs have been extrapolated using a terminal growth rate of 1 5% to 2 5% (2008 2 5% to 3 0%) Growth
rates are formed based on management's estimates which take into consideration tha long-term nature of the industry in which the CGUs
operate and external forecasts as to the hkely growth of the industry in the longer term

Drscount rates

The Group's weighted average cost of capital (\WACC) was used as a basis in determining the discount rate to be apphed adjusted for risks,
speciic to the geographtcal location of CGUs as appropriate on a pre-tax basis The pre-tax discount rate applied for QNA CGUs was

11 8%-12 1% and a range from 9 3%~16 9% for EMEA CGUs

Impairment
The in year impairment charge of £50 1m anses in three CGUs Technology Solutions in QNA (£11 4m), Mission Solutions in QNA (£30 8m),
and Australia in EMEA (£7 9m)

Defence markets remain challenging as a result of the economic environment and both CGUs have seen a moderation in market growth
expectations which has led the Group 10 re-evaluate the growth forecasts for the CGU, ncluding the long term growth rate Addsionally,
Technology Solutions in QNA has been affected by the finalisation of the strategy for the US's continued nvolvement in Afghanistan and
the completion of key Depariment of Defense (DoD) leadership appoiniments

The Austrahan CGU impairment reflects an overall moderation in anticipated market growth which has, m turn, had an impact on the growth
assumptions for this CGU and an assoctated moderation in the terminal growth rate
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Finanaal Statements

Notes to the financial statements (continued)

11. Goodwill {continued)

Significant CGUs
Sensitivity analysis shows that both the discount rate and growth rate assumptions are key components of the outcome of the recoverable
amount

The Technology Solutiens CGU was impaired duning the year by £11 4m If the discount rate assumption was increased by 1% the

impairment charge would have increased by £28 1m to £39 5m or, conversaly, should the discount rate have been 1% lower this would
have gven the CGU headroom of £28 3m Senstivity analysis shows that a move of up to 1% in the termrnal growth rate could result in
an impairment of £33 8m or headroom of £20 3m The resulting carrying value of goodwill for this CGU at 34 March 2010 was £120 7m

The Systems Engmeenng CGU had headroom, with current assumptions, of £109 1m The Group's sensitivity analysis shows that the
pre-tax discount rate would have to increase to 16 6% or the terminal growth rate to decline to (1 4)% to cause the carrying value of
the CGU to exceed its recoverable amount The carrying value of goodwll for this CGU as at 31 March 2010 was £161 4m

During the penod, the Mission Solutions business was impaired by £30 8m If discount rates were assumed to be 1% higher the impaimment
charge would have increased by £53 4m to £84 2m Conversely, f discount rates were 1% lower the CGU would have had a headroom of
£47 3m The senshvity to termmnal growth rates would imply that a decrease of 1% would result in a further impairment of £43 8m, or an
increase of 1% would show the CGU with headroom of £32 9m The resulting carrying value of goodwiil for this CGU at 31 March 2010
was £240 4m

In EMEA the Managed Services and Consulting CGUs have significant headroom An increase in ether the discount rate or decrease in the
terminal growth rate by 1% would not cause the net operating assets to exceed therr recoverable amount

The Technology Solutions CGU in EMEA has headroom, under current assumphons, of £21 7m If the discount rate was to decrease
or Increase by 1%, the CGU would have headroom of £43 9m or £5 7m respectively Similarly, f terminal growth rates were to decrease
or Increase by 1%, headroom would be £9 3m or £39 1m respectively

During the period, the Australia CGU was impatred by £7 9m If discount rates were assumed to ba 1% higher the impawment charge would
have increased by £0 7m to £8 6m Conversely, if discount rates were 1% lower the extent of the impairment would have been reduced by
E08m10£7 1m The sensitvity to terminal growth rates would imply that a decrease of 1% would result in a further impairment of £0 5m or
an increase of 1% would reduce the impairment by £0 6m

The Directors have not identified any other likely changes in other significant assumptions since 31 March 2010 and the signing of the
financial statements that would cause the carrying value of the recognised goodwill to exceed s recoverabie amount

www QinetiQ com

Pri12_Review incd 64 @

1410672010 17 43




12. Intangible assets
Year ended 31 March 2010

Acquired Other

intangible Development mtangible
all figures 10 £ mdlion note assets” costs assets Total
Cost
At 1 Apnl 2009 2215 109 344 2668
Addtions — intemally developed - 06 - 06
Additiens — purchased - - 56 56
Addmions — recognised on acquisitions 13 160 - - 160
Disposals - 02) (4 3) (4 5}
Disposals - recognised on divestments (05) - (0 8) (13)
Transfers - 21 14 35
Foreign exchange (82) - 02) 84)
At 31 March 2010 2288 134 361 2783
Amortisation and impairment
At 1 Apnl 2009 860 45 121 10286
Armnortisation charge for the year 261 30 83 374
Impaiment in year - - 33 33
Disposals - {02) (31} (33)
Disposals — recognised on divestments {0 §) - (04) {09)
Forergn exchange (24) - e1) 25)
At 31 March 2010 109 2 73 201 1366
Net book value at 31 March 2010 1196 61 160 1417
Year ended 31 March 2009

Acquired Other

iniangibla Development intangiole
all figures 1n £ million note assets* COstS assets Total
Cost
At 1 Apnl 2008 1194 107 318 1619
Addiions — intemally developed - 02 01 03
Additions - purchased - - 22 22
Addrions - recogmised on acquisitions 13 534 - - 53 4
Disposals 03 - 01) (@4
Forerngn exchange 490 - 04 49 4
At 31 March 2009 2215 1089 344 266 8
Amortisation and /mpaument
At 1 Apnl 2008 452 21 55 528
Amortisation charge for the year 235 24 65 324
Disposals - - ©1) 1)
Foreign exchange 173 - 02 175
At 31 March 2009 :1-0] 45 121 1026
Net book value at 31 March 2009 1366 64 223 164 2

* Acquired Intangible assets pnncipally consist af the value of attnbuted 1o customer contracts including orders, backlog and cerlain customer relatanships

a munor efement 15 attnbuted to technology patentsflicences and brand names No value 15 attnbuted to customer relatonships where short-termn contracts

are held that are subgct {o regukar re-competition
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Financial Statements

Notes to the financial statements (continued)

13. Business combinations

In the year to 31 March 2010 the Group acquired 100% of the 1ssued share capital of Cyveillance, Inc if this acquisition had been completed
as at 1 Apnl 2009 Group revenue for the year ended 31 March 2010 would have increased by £2 Omto £1,627 4m and Group loss before
tax would have reduced by £0 1m to £66 Om

Acquisitions in the year to 31 March 2010

all figures in £ million Contribstion post. isit
Fair value
Date Cash Deferred of assets Operating
Company acquired quired cons ‘' consideration™  Goodwill  acquired® Revenue profit
QNA acquisitions
Cyveillance, Inc 1 July 2009 261 04 191 74 59 09
Current year acquisitions 261 04 191 74 59 09

Deferred consideration in respect
of prior year acquisitions'

ITS Corporation 52 - - - - —
Novare Services Pty Ltd 04 - - - - -
Spectro, Inc 08 - - - - -
Dominion Technology Resources, Inc 128 - - - - -
Total 46 3 04 191 74 59 09

"nibal cash consideration includes acquisition ¢osis and price adjustments for working capttal and net debt

I Fair value of assets acquired are provisional

3 Cash consideration paid in the year includes defered consideration amounts in respect of prior year acquisitions as a result of paymert cntena being met

“ Deferred consideration of £0 4m has been recognised on the acquistion of Cyvellance Inc based upon the estimated payment to be made The maximum
amount payable 1s $40m depending on the financtal performance of Cyveillance in the two-year period ending 31 December 2010

Set out below are the allocations of purchase consideration, assets and labiliies of the acquistions made in tha year and the adjustments
required to the book values of the assets and habiliies in order to present the net assets of these businesses at far value and in accordance
with Group accounting pokicies These aliocations and adjustiments are provisional Thefe were no adjustments 1o the provisional fair values
at 31 March 2009

Acquisition In the year to 31 March 2010

Fair value  Fairvalue at

all figures in £ million note Book value I it
Infangible assets 12 - 16 0 160
Property, plant and equipment 14 04 - 04
Trade and other receivables 10 - 10
Other current assets o7 - 07
Trade and other payables 02) - (02)
Cash and cash equivalents - 07
Defermed tax [ability 24 - (63) (63)
Other liabilities (49) - 49)
Net assets acquired (23) 97 74
Goodwili 191
265
Consideration satisfied by
Cash 256
Deferred consideration 04
Total cansideration before costs 260
Related costs of acquistion 05
265

The fair value adjustments include £16 Om in relation to the recognition of acquired intangible assets less the recognition of a deferred tax
liabihty of £6 3m n relation to these intangibie assets
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13. Business combinations (corinued)

Acquisstions in the year to 31 March 2009

all figures in £ million Contnbution post-acquistion
Far value

Date Inigial cash Deferred of assets Operating
Company acquired acquired consideration’  consideration Goodwill acquired Revenue profit
QNA acquisitions
Spectro, Inc 23 July 08 82 05 22 45 59 09
Domimon Technology Resources, Inc 17 Oct 08 742 226 336 632 160 16
EMEA acquisitions
Commerce Dectsions Ltd 130ct 08 125 - 64 61 24 10
Current year acquisitions 929 231 422 738 243 35
Update In respect of acquistions
made In the year to 31 March 2009 - (4 3) 43) - - -
Total 929 188 379 738 243 36

" nitial cash consideration includes acquisition costs and prce adjustments for working capral and net debt

Set out below are the allocations of purchase consideration, assets and habiiies of the acguistions made in the year and the adjustments
requirad {o the book values of the assets and liakilties in order to present the net assets of these businesses at far value and in accordance
with Group accounting policies

Acquisitions in the year to 31 March 2009

Fairvalue  Fair value at

all figures in £ million nae Book value adjustment acquisiion
Intangible assets 12 - 534 534
Property, plant and equipment 14 07 02 09
Deferred tax asset 24 - 346 346
Trade and other receivables 81 - 81
Other current assets 17 - 17
Trade and other payables {73) (20) [ )]
Cash and cash equivalents 37 - 37
Debt and other botrowings - - -
Deferred tax labilty 2 - (193) (19 3)
Net assets acquired 69 669 738
Goodwll 422

116 0

Consideration satisfied by

Cash 896
Deferred consideration 231
Total consideration before costs 1927
Related costs of acquisition 33

116 0
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Financial Statements

Notes to the financial statements (continued)

14. Property, plant and equipment
Year ended 31 March 2010

Plant, Compuiers
Land and machinery and office  Assets under

all figures in £ million buildings and vehicles quip 1 constructi Total
Cost
At 1 April 2009 3022 136 6 6256 243 652567
Addtions 19 34 34 148 235
Acquisition of subsidiaries 01 - 03 - 04
Disposals (35) (1 0) (22) (4 8) (11 5)
Disposals — recognised on divestments n7n (2 8) (13) - 58)
Transfers 657 159 (3 0) (221) 35)
Foraign exchange (0 1) (04) (09) 01) (16)
At 31 March 2010 3046 1517 588 122 5273
Depreciation
At t Apni 2008 645 01 8|7 - 1933
Charge for the year 118 167 66 - 351
Impanment 207 33 - - 240
Disposals (35) {1 0) (22) - €7
Disposals — recognised on divesiments {10) {t8) {10} - (38)
Transfers 31 {0 1) 30) - -
Foreign exchange - - ©1) - {01)
At 31 March 2010 956 107 2 390 - 24138
Net book value at 31 March 2010 2090 446 198 122 2855

Impairment of land and buildings of £20 7m relates to vacant owned properties within the EMEA sector where there are no external tenants
followsng vacancies ansing in the year Plant, machinery and vehicles impairments of £3 3m relates to the imparrment of assets which are @
no longer generating a return Both these impairments relate to reductions in the carrying value of these assels to their recoverable amounts

Year ended 31 March 2009

Plant, Computers

Land and machinery and offica Assets under
all figures in £ millien buitdings and vehkles equipment construction Total
Cost
At 1 Apnl 2008 3058 1155 420 220 486 3
Additions 09 55 45 182 291
Acguistion of subsidianes 03 03 D3 - 09
Disposals 18) (0 8) 20) - (4 6)
Transfers 62) 131 92 (16 1) -
Foreign exchange 22 30 85 03 140
At 31 March 2009 3022 136 6 625 244 5257
Depreciation
At 1 April 2008 546 739 254 - 153 9
Charge for the year 1186 147 72 - 335
Disposals 17N (0 6) (20) - (43)
Transfers 17n 03 19 - on
Faoreign exchange 17 24 62 - 103
At 31 March 2009 645 801 3|7 - 193 3
Net book value at 31 March 2009 2377 465 238 244 3324

Assets held under finance leases, capialised and included in computers and equipment, have
* a cost of £nil (31 March 2009 £5 2m),

* aggregate depreciation of £nif (31 March 2009 £52m), and

* a net book value of £nil (31 March 2009 £nil)

Under the terms of the Business Transfer Agreement with the MOD certain restrictions have been placed on freehold land and buildings,
and ceriatn plant and machinery related to them These restnchions are detailed in note 35
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15. Other financial assets

As at 31 March

all figures in £ rillion 2010 2009
Denvative financial instruments 48 01
Net investment in finance lease 30 30
Total current financial assets 78 31
Net investment i finance lease 100 116
Denvative financial instruments - -
Total nen-current finarcial assets 100 116
Total financial assets 178 147
16. Equity accounted investments
Year ended 31 March 2010

Joint ventures Group net share

all firgures in £ millien

and associates
firancial results

of jointventures
and associates

Revenue 189 59
Profit after tax L) 02
Non-cument assets 12 04
Current assets 69 21
81 25
Current fiabilities {47) {15)
Non-current abilities (02) 01)
{4 9) (1 6)

Net assets 32 09

Year ended 31 March 2009

Joint ventures
and associates

Group net share
of joint ventures

all figures in £ milhon financial results and associates
Revenue 142 52
Loss after tax {147) {72)
Non-cument assets 07 02
Current assets 64 22
71 24

Current habilihes (35 13)
MNon-cument habilities (15) (0 4)
50 an

Net assets 21 07

The unrecognised share of losses of equity accounted nvestiments at 31 March 2010 was £mil (31 March 2009 £mily Dunng the yeat ended
31 March 2010 there ware sales to joint ventures of £nil (2009 £2 6m) and to associates of £2 7m (2009 £ml) At the year end, there were
outstanding recevables from joint ventures of £nil (20069 £nil) and £0 3m (2009 £ml) from associates There were no other related party

transactions between the Group and its joint ventures and associates in the year
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Finanaial Statements

Notes to the financial statements (continueq)

17 Other non-current investments

all figures.1n £ million 2010 2009
Available for sale investments at 1 Apnt 157 147
Cash (repaid)invested in year - (0 6)
Non-cash additions i year - 56
impairment charged 10 income slaternent in year 1108} |34
Foreign exchange 01) 10
Available for sale investments at 31 March 48 167

Impairments in the year relate to four unguoted investments due to a dechine in the future growth prospects of the markets in which these
investments operate

18. Inventories

As at 31 March

all figures in £ milion 2010 2009
Raw matenals 44 34
Work in progress 328 264
Finished goods 428 385

798 6813

Includead in work in progress 1 an amount of £30 Bm (2009 £19 6m) relating to deferred pre-contract costs relating to the DTR programme
which are recoverable in more than one year

19 Trade and other receivables
As at 31 March

all figures in £ million 2010 2009
Trade debtors 2130 331z
Amounts recoverable under contracis 1807 1691
Other debtors 99 148
Prepaymenis 202 178

4238 5329

In determuning the recoverability of trade recevables, the Group considers any changes in the credit quality of the trade recevable from
the date credit was granted up to the reporting date Credit nsk 1s imited due to the high percentage of turnover being derved from UK and
US defence and other government agencies Accordingly, the Directors believe there Is no further credit provision required in excess of the
allowance for doubtful debis As at 31 March 2010, the Group camed a provision for doubtful debts of £8 Bm (2009 £5 9m)

Ageing of past due but notimpaired receivables

alt igures in £ million 2010 2009
Up to 3 months 294 836
Over 3 months 28 91

322 927
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19 Trade and other receivables (continued

Movements on the Group doubtful debt provision

all figures in £ million 2010 2009
At 1Apnl 59 82
Created 66 37
Released {27) (40}
Utilised - -
At 31 March 88 59

The maximum exposure 10 credit nsk in relation to frade recevables at the reporing date 1s the fair value of frade receivables The Group

does not hold any collateral as secunty

20 Current asset investments
As at 31 March

all figures in £ millicn

2010

Available for sale investment

23

06

At 31 March 2010 the Group held a 4 9% shareholding in pSivida Limited (31 March 2009 4 9%) a company listed on NASDACQ and the
Austrahan and Frankfurt Stock Exchanges The invesiment is held at fair value of £2 3m (2009 £0 6m) using the closing share price at
31 March 2010 of A34 20 per share (31 March 2009 A$1 30 per share) During the year, the increase in vatue of £1 7m (2009 reduction

£0 7m) has been recognised as a gain tn the statement of comprehensive income

21, Cash and cash equivalents
As at 31 March

all figures in £ milliort 2010 2009
Cash 87 2 128 2
Cash equivalents &7 1339
Total cash and cash equivalents 638 2621
At 31 March 2010, £4 4m (31 March 2009 £4 Sm) of cash was held by the Group's captive Insurance subsidiary including £3 6m

(2009 £3 Sm) which s restncted in ifs use

22 Trade and other payables

As at 31 March

ali figures 1in £ milion 2010 2009
Payments receved on account 699 828
Trade creditors 430 73
Other tax and social securty 369 369
Other creditors 873 66 4
Accruals and deferred income 154 3 189 8
Total current trade and other payables 3964 447 2
Payments recexed on account 237 293
Other payables 156 194
Total non<current trade and other payables 352 487
Total trade and other payables 4316 4959
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Finanaial Statements

Notes to the financial statements (continued)

23. Provisions

Year ended 31 March 2010

all figures in £ million Reorganisation Other™" Total
At 1 April 2009 08 122 131

Created in year a4 1 79 520
Released in year - (4 1) (44)
Utilised in year (354) {16) (37 0)
At 31 March 2010 96 1423 240
Current habilty 965 65 161

Non-current habiliy - 79 79
At 31 March 2010 96 144 240
" Other provisions comprise legal, environmental property and other liabilties

Year ended 31 March 2009

all figures in £ mithion Reorganisatkon Other Total
At 1 Apni 2008 293 16 4 457
Created in year - 63 63
Released in year {11} (40) &1
Utilised in year (27 3} 65) (338)
At 31 March 2009 09 122 131

Curtent habity 09 34 43
Non-current hability - 88 88
At 31 March 2009 09 122 131

24. Deferred tax

Deferred tax assets and liabilities are offset only where there 1s a legally enforceable nght to offset and there 1s an intention to settle the

balances net
Movements in the deferred tax assets and liabilitres are shown below

Year ended 31 March 2010
Defarred tax asset

Penston
all figures m £ rmillian liability Hadging Other Total
At 1 Aprl 2009 294 66 220 580
Created 118 (29) 64 163
Prior year adjustment - - 113 13
Foreign exchange - - {11) 11
Transfer - - 68 68
Gross defesred tax asset at 31 March 2010 412 37 354 803
Less hability available for offset {51 8)
Net deferred tax asset at 31 March 2010 287
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24 Deferred tax (cont nued)

The net deferrad fax asset created in the year relating to the pension habilty includes £16 8m released to equiy (2009 £34 1m released

to equity)
Deferred tax habhity

all figures un £ million

Accelerated tax

depreciabon and

amortisation

At 1 Apnl 2009
Acquisitions

Created

Prior year adjustment
Foreign exchange

(66 9)

(63)
102

(11
17

Gross deferred tax hability at 31 March 2010
Less asset available for offset

(62 4]

516

Net deferred tax hability at 31 March 2010

{108)

At the balance sheet date, the Group had unused tax losses of £117 1m (2009 £77 Sm) potentially available for offset against future profits
No deferred tax asset has been recognised in respect of this amount due to uncertainty over the timing of ts utilsatien These losses can be

camed forward indefinitely

Year ended 31 March 2009
Deferred tax asset

all figures in £ milion Pension hability Hedgung Other Total
At 1 Apri 2008 65 12 118 195
Created 229 47 154 430
Pnior year adjustment - 07 (52) 45
Gross defesred tax asset at 31 March 2009 294 1] 220 580
Less hability available for offset (58 0)
Net deferred tax asset at 31 March 2009 -
Deferred tax liability
Accelerated tax
depreciation and
2l figures in £ milhon amortisation
At 1 Apnl 2008 (50 3)
Acquisitions 133
Created (26 2)
Fareign exchange 57
Gross deferred tax hability at 31 March 2009 (66 9)
Less asset available for offset 580
Net deferred tax ltability at 31 March 2009 {89)
25. Other financial habilities — current
As at 31 March
all figures in £ million 2010 2009
Bank overdraft a2 -
Deferred financing costs 07) 07
Finance iease creditor 28 28
Derivative finangial instruments 36 200
89 221

Further analysis of the terms and matunty dates for financial Labilities are set out In note 27
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Notes to the financial statements (continued)

26. Other financial liabilities — non-current
As at 31 March

all figures in £ mihon 2010 2009
Bank loan 1437 3862
Deferred financing costs 09) (16)

1428 384 6
US $135m 5 44% private placement, repayable December 2013 04 955
US $62m 7 13% private placement repayable February 2016 419 433
US $125m 5 5% private placement, repayable December 2016 B34 830
US $238m 7 62% private placement, repayable February 2019 1610 166 2
Finance lease creditor 97 114
Dervative financial instruments 10 36

5302 7926

The bank loan reflects draw-downs under the Revelving Credit Facility compnising loans of US$210m and €6m After the offect of interest
rate swaps the loan has an average fixed rate of 4 35% until September 2010, when 1t returns to floating rate

Allthe US private placements have been 1ssued as fixed rale bonds and have not been converted to floating rate Further analysis of the
tarms and matunty dates for financral habilhies are set out in Note 27

27. Financial nisk management

The Group s international operations and debt fimancing expase it to financial nsks which include the effects of changes in foreign exchange
rates, interest rates, credit nsks and lquidity nsks

Capial, treasury and nsk management policies are set by the Board, selting out specific guidelines on financial nisks and the use of financtal
instruments to manage nsk The instruments and techniques used to manage exposures include foreign currency derivatives and interest
rate denvatives Group treasury monitors financial nsks and comphance with nsk management polictes These policies are discussed further
i the Chief Financial Cfficer’s review on pages 12-15

A) Fair values of financial instruments

Effective 1 Apnl 2009, the Group adopted the amendment to IFRS7, Financial Instruments Disclosures, for the financial instruments that are
measured In the balance sheet at fair value This requires disclesure of farr value measurements by level of the following fair value
measurement hierarchy

Level 1 Quoted prices (unadjusted) in active markets for identical assets or kabilities,

Level 2 Inputs other than guoted pnices including within Level 1 that are observable for the asset or hability, ether directly () @ as prices)
or indirectly (1 e derved from pnces), and

Level 3 Inputs for the assets or Liability that are not based on observable market data {1 e unobservable inputs)

The foliowing table prasants the Group's assets and habilities that are measured at fair value at 31 March 2010

note Level 1 Level 2 Level 3 2010 Total
Assets :
Current dervatve financial instruments 15 - 48 - 48
Current other investments 20 23 - - 23
Non current other investments 17 - - 48 48
Liabihities
Current dervative financial instruments 25 - {3 6) - (36)
Non-current dernvative financial instruments 2% - {10) - {10)
Total 23 02 48 73
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27. Financial nsk management (contnueg)

For cash and cash equivalents, trade and other recevables and bank and current borrowings, the fair value of the financial instruments
approximate to their carrying value due to the short matunty penods of these financial instruments For trade and other recewvables
allowances are made within the carrying value for credit risk For other financial instruments, the fair value 1s based on market value,
where available Where market values are not available, the fair values have been calculated by discounting cash flows to net present
value using prevailing market-based interest rates translated at the year-end rates, except for unlisted fixed asset investments where

a farr value equals carrying value

All financral assets and llabiities have a fair value identical to book value at 31 March 2010 and 31 March 2009 except where noted below

As at 31 March 2010

Financial
asset farr
value Fmancial
through habihes at  Derivati Total
Income Avallable Loans and amortised ysed as carrying Total fair
all figures in £ milion note statement for sale recewvables cost hedges value value
Financial assets
Non-current
Net investment in finance lease 31 - - 100 - - 100 114
Equity accounted investments 16 - 09 - - - 09 09
Cther investments 17 - 48 - - - 48 48
Current
Dernwvative financial instruments 15 48 - - - - 48 48
Net investment in finance leases 31 - - 30 - - 30 30
Trade and cther receivables 18 - - 4238 - - 423 8 4238
Investments 20 - 23 - - - 23 23
Cash and cash equivalents 21 - - 639 - - 639 639
48 80 5007 - - 5136 5149
Financial habilities
Non-current
Trade and other payables 22 - - - (35 2) - (36 2) (35 2)
Denivative financial instruments 26 - - - - {10} (1 O) {10)
Bank and other borrowings 26 - - - (519 5) - (519 5) {5562 7)
Finance lease 2] - - - (97) - 97 {107)
Current
Trade and other payables b - - - (396 4) - (396 4) (396 4)
Dervative financial mstruments 25 - - - - (36) {3 6) {3 8)
Finance lease 31 - - - (28) - (28) (28)
Bank overdraft and finance costs 25 - - - (25) - {2 5) (25)
- - - {966 1) {4 6) {9707) (1,004 9)
Total 48 80 5007 {966 1) {4 6) {457 2) (450 0)
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Notes to the financial statements (continued)

27. Financial nsk management (continued)

As at 31 March 2009

Financial
asset fair
value Financial
through liabiities at Dervatives Total
Inceme Available Loans and amorsed used as carrying Total fair
all figures in £ million note statement forsale  recetvables cost hedges value value
Financial assets
Non-current
Net investment in finance lease k1] - - 116 - - 1186 123
Equity accounted investments 16 - o7 - - - 07 07
Other investments 17 - 157 - - - 157 157
Current
Dernvatve financial nstruments 15 01 - - - - 01 01
Net investment in finance leases 31 - - 30 - - 30 30
Trade and other receivables 1% - - 5329 - - 2329 5329
Investments 20 - 06 - - - 06 08
Cash and cash equivalents 21 - - 2621 - - 2621 262 1
01 170 8096 - - 8267 8274
Financial habilities
Non-current
Trade and other payables 22 - - - “87) - (48 7) (48 7)
Derwative financial instruments 26 - - - - (36) {36) (36)
Bank and other bomowings 26 - - - (777 6) - (777 6) (756 8)
Finance lease 31 - - - (11 4) - (11 4) (112}
Current
Trade and other payables 22 - - - (447 2) - (447 2) (447 2)
Derwvative financial nstruments 25 - - - 200) 200) (20 0)
Finance lsase K31 - - - 28) - (2 8) 28)
Bank overdraft and finance costs 25 - - - 07 - o7 07
- - - (1,287 0) (236) (1,3106) ({1,2896)
Total 01 170 8096 (1,287 0) {23 6) (483 9) (462 2)

Market values, where avaiable, have been used to determine far values Where market values are not available, farr values have been
calculated by discounting cash flows to net present values using prevailing market-based interest rates translated at year-end exchange
rates, except for unhisted fixed asset investments where a fair value equals book value
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27. Financial nsk management (conunueq)

B) Interest rate rnisk

The Group cperates an interest rate policy designed to optimise interest cost and reduce volatilty in reported earmings The Group's current
policy 1s to require rates to be fixed for 30-80% of the level of borowings, but with a maximum 100% fixed for no more than 12 menths

Thrs 1s achieved pnmanty through fixed rate borrowings, and also through the use of interest rate swaps At 31 March 2010 98% (2009 73%)
of the Group's borrowings were at fixed rates, after adjusting for interest rate swaps

Financial assets/{habilities)
As at 31 March 2010

Financial asset

Financial liability

Fixed or Non-interest Fixed or Non-interest
all figures 1 £ million capped Floating beanng capped Floating bearing
Sterling 130 563 105 {12 5) {03) (08)
US dollar - 44 - (5162) o1) (3 8)
Euro - 14 - - (52) -
Austrahan doflar - 18 23 - (12) -

130 639 128 (527 7) (68) (4 6)
As at 31 March 2009
Financial asset Financial habahity

Fixed ar Non-interest Fixedor Non-interest
al figures in £ million capped Floating beanng capped Floating beanng
Sterling 146 2161 165 (142) [CID] (18 5)
U3 dollar - 42 6 - (5811) (69 6) 51) @
Euro - 14 - - (t16) -
Australian dollar - 20 086 - (16 9) -

146 2621 171 {595 3) (195 8) (23 8§)

Floating rate financial assels attract interest based on the relevant natienal LIBID equivalent Floating rate financial liabilties bear interest

at tha relevant national LIBOR equivalent Trade and other receivables/(payables) are excluded from this analysis

For the fixed or capped rate financial assets and habilities, the average interest rates {including the relevant marginal cost of borrowing)

and the average penod for which the rates are ficad are

2010 2009
Weighted Weghted
Fixed or average Weighted Fixedor avarage Weighted
capped interestrate  average years capped mnterest rate average years
£m % to matunty £m to matunity
Financial assets
Sterling 130 13 4% 56 146 13 4% 65
Financial habilties
Sterling {125) 121% 55 (142) 12 1% 65
US dellar (515 2) 59% 48 (5811) 5 8% 55
{527 7) 61% 48 (5853 59% 55

Sterling assets and llabihties consist prmarly of finance leases with the weighted average interest rate reflecting the internal rate of return

of these leases

Interest rate rsk management

The majonty of the Group's bank and private placement berrowings were fixed through a combination of interest rate swaps and fixed rate
debt The notional principal amount of the outstanding interest rate swap contracts at 31 March 2010 was £138 4m or US$210m (31 March
2009 £188 imor US$270m) The swaps have the economic effect of converting floating rate US dollar borrowings mio fixed rate US dollar

borrowings and are accounted for as cash flow hedges
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Notes to the financial statements (continued)

27. Financial nsk management (continued)

C) Currency nsk

Transactional currency exposure

The Group 1s exposed to foraign currency risks ansing from sales or purchases by businesses in currencies other than therr functional
currency It s Group policy that when such a sale or purchase 1s certain, the net foreign exchange exposure 1s hedged using forward
foreign exchange contracts MHedge accounting documentation and effectiveness testing are undertaken for 2ll the Group's transactional
hedge contracts

The table below shows the Group s currency exposures, being exposures on currency transactions that give rise to net cumency gains
and losses racognised tn the Income statement Such exposures comprise the monetary assets and habilities of the Group that are not
denominated In the functional currency of the operating company Involved, other than certain non-sterling borowings treated as hedges
of net investments in overseas entities

Functional currency of the operating company

Net foreign currency monetary assets/{habilibes)

all figures in £ milon US dallar Euro Australian doliar COther Total
31 March 2010 - sterling 51 14 41 04 110
31 March 2009 - steriing 56 14 06 09 85

The amounts shown in the table take into account the effect of the forward contracts entered into to manage these currency exposures

The Group enters into forward foreign currency contracts to hedge the currency exposures that anse on sales and purchases denominated
In foreign currencies, as the transaction occurs The pnncipal contract amounts of the outstanding forward cummency contracts as at 31 March
2010 agamst sterling are net US doliars sold of £6 2m (39 4m) and net Euros sold of £12 5m (€14 1m)

Translational currency exposure

The Group has significant investments in overseas operations, particularly In the United States As a result, the sterling value of the Group s
balance sheet can be significantly affected by movement in exchange rates The Group seoks fo mitigate the effect of thase translationa)
exposures by matching the net investment in overseas operations with borrewings denominated in their functional currencies unless the cost
of such hedging activity 1s uneconomic Thrs 15 achieved by borrowing in the local currency, or In some cases indirectly through the use of
forward foreign exchange contracts

Net investment hedges

The Group had one €6 miflion currency loan designated as a net investment hedge at 31 March 2010, but no swap contracts Dunng the
year the Group de-designated currency loans of $210m which had previously been usad to hedge translational currency exposures, and
entered into offsetting currency swaps to eliminate any future exchange exposure ansing from this loan

D) Financial credit nsk

The Group i1s exposed to credit related losses in the event of non-performance by counterparties {0 financial instruments, but does not
currently expect any counterparties to fail to meet their obligations Credit nisk 1s miigated by the Board-approved policy of only selecting
counterparties with a strong investment grade long-term credn rating for cash deposits, normally at least AA - or equivalent In the normal
course of business, the Group operates nottonal cash pooling systems, where a legal nght of set-off applies

The maximum credit-nsk exposure in the event of other parties fasing to perferm thew obhgations under financial assets, excluding trade and
other recaivablas, totals £80 2m At 31 March 2010 the maximum exposure with a single bank for deposits and cash was £41 9m, whilst the
maximum mark to market exposure for dervatves was £4 8m These exposures were with different financial insttutions rated AA or better
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27 Financial risk management (continued)

E) Liquidity nsk

Borrowang facibittes

As at 31 March 2010, the Group had a Revelving Credit Facilty (RCF) of £500m (2009 £500m) The RCF is contracted until 2012 and

1s utiised as shown in the table below

Interest rate Total Drawn Undrawn
% £m £m £m
LIBOR plus

Committed facilities 31 March 2010 03% 5000 1437 3586 3
Freely available cash and cash equwvalents 639
Available funds 31 March 2010 420 2
Committed faciities 31 March 2009 5000 386 2 1138
Freely available cash and cash equivalents 258 6
Axvailable funds 31 March 2009 3724

In addition to the above borrowing facilties there 1s debt of £376 7m (2009 £393 Om) under the US private placement

Gross confractual cash flows for borrowings and other financial habilities
The following are the contractual maturdies of financial labilities ncluding interest payments The cash flows associated with denvatives that
are cash flow hedges are expected to have an impact on profit or loss in the pernods shown

As at 31 March 2010

Contractual Mare than
all figures in £ million Book value cashflows 1 yearorless 12 years 3-5 years 5 years
Non-denivative financial liabilities
Trade and other payables {431 6) {431 6) (396 4) (362) - -
Bank overdrafts (32) (32) (32) - - -
US private placement debt (376 7) (549 9) (24 2) (24 2) {156 9) (344 6)
Multi-currency revolving facilty (1437) (143 7) - - {143 7) -
Recapitalisation fee 16 - - - - -
Finance leases {12 5) (15 5) (2 8) {28) (8 5) (14)
Dervative financial habilities
Interest rate swaps — cash flow hedges (38) (3 8) (28) {08) {02) -
Forward foreign currency contracts — cash
flow hedges {08) (08) (08) - - -

(9707) (1,148 5) (430 2) (630) {309 3) {346 0)
As at 31 March 2009
Caontractual Moare than
all figures in £ million Beok value cash flows 1 year or less 1.2 years 3-5 years 5 years
Non-derivative financial habilities
Trade and other payables (495 9) (495 9) (447 2) (155) (332) -
Bank cverdrafts - - - - - -
US private placement debt (393 0) 6017 207 (25 6) (76 8) (478 6)
Multi-currency revolving facility (386 2) (389 7) 62) - {383 5) -
Recapralisation fee 23 - - - - -
Lean notes - - - - - -
Finance leases (142) (18 3) (2 8) {28 84) 43
Dernvative financial habilities
Interest rate swaps — cash flow hedges 1)} @0 (50} (22 0 8) -
Forward foreigh currency contracts — cash
flow hedges 13) 13 (0 6) on - -
Forward foreign currency contracts — net
investment hedges (14 3) (14 3) (14 3) - - -
(1,310 86) (1,529 2) (496 8) {46 8} {502 7) (482 9)
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Notes to the financial statements (continued)

27. Financial risk management (contrued)

F) Denvative financial instruments
As at 31 March

2010 2009
Asset Liability Asset L:ability
ali figures in £ millien gains losses Net gains losges Net
Interast rate swaps - (38) {3 8) - 80 B80)
Forward foreign currency contracts — cash flow hedges - (08) (0 8B) 01 [¥4u3] (19)
Forward foreign cumency contracts — not designated as hedge
accounted 48 - 48 —

(13 6) (13 6)
Derivative assets/(liabilities) at the end of the year 48 (4 6) 02 01 (23 6) 235

Forward foreign cumency contracts = net investment hedges - - -

As at 31 March

2010 2009
Asset Liabilsty Asset Liability

ah figures in £ mition gains losses Nel gains fosses Net
Expected to be recognised
In one year or less 48 {36) 12 01 (199) (19 8)
Between one and two years - {08) {08) - 29) 29
Between two and five years - {02) {02) - (08) (0 8)

48 {4 6) 02 01 (23 6) {23 5)

The forward currency contracts that are not hedge accounted compnse denvatives entered inte dunng the period to offset the net investment
hedges de-designated as explained earlier in Note 27C)

G) Matunty of financial habilities
As at 31 March 2010

Trade Bank  Finmance leases and
and other horrowings derivative financial
all figures in £ million payables and loan notes instruments Total
Duea n one year or lass 3964 25 64 4053
Due in more than one year but net more than two years 352 {07) 26 371
Due in more than two years but not more than five years - 1435 67 1502
Due in more than five years - 3767 14 3781
4316 5220 171 9707
As at 31 March 2009
Trade Bank Finance leases and
and other DOrroWINgs denvative financial
all figures in £ million payables and loan notes Instruments Total
Due n cne year or less 447 2 o7 228 469 3
Due in more than one year but not more than two years 155 on 49 197
Due in more than two years but not more than five years 332 3853 T4 4259
Due in more than five years - 3930 27 3957
495 9 776 9 378 1,3106
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27. Financial risk management (cortnued)

H) Sensitivity analysis

The Group's sensitivity io changes in market rates on financal assets and labities as at 31 March 201015 set oul in the table below

The amounts generated from the sensitwity analysis are forward-looking estimates of market sk assurming certain adverse market
condihions occur Actual results i the future may differ matenally from those projecied results due to developments in the global financial
markets which may cause fluctuations m interest and exchange rates to vary from the hypothetical amounts disclosed in the table below,
which therefore should not be considered a projection of likely future events and losses

The estimated changes for interest rate movements are based on an inslantaneous decrease or increase of 1 percent (100 basis points)

in the specific rate of interest applicable to each class of financia! instruments from the levels effective at 31 March 2010, with all other
vanables remaining constant The estimated changes for foreign exchange rates are based on an instantaneous 10 percent weakening or
strengtheming in sterling aganst all other currencies from the levels applicable at 31 March 2010, with all other variables remaming constant
Such analysis 1s for illustrative purposes only —in practice market rates rarely change i isolation

As at 31 March 2010

1% decrease in interest rates 10% weakening in sterling
Profit Profit
all figures in £ milion Equity before tax Equity before tax
Sterling - (03) - -
US dollar (3 1) - (41 8) (34)
Other - - {01) -

1% increase in interest rates

10% strengthening in sterling

Profit Profit
all figures in £ million Equrty before tax Equity before tax
Sterhng - 05 - -
LS dollar 31 - M2 28
Cther - - 0t -

As at 31 March 2009

1% decrease in interest rates

10% weakenng in sterling

Profit Profit
all figures in £ million Equity before tax Equity before tax
Sterling - a1 - -
US dollar (0 1) 08 (68 5) 39
Other 0 1) 02 27 ©01)
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Notes to the financial statements (continued)

28 Cash flows from operations

Year ended

Yearended 31 March 2009

all figures in £ million 31 March 2010 (restated)”
(Loss)profit after tax for the penod (633) 93 6

Adjustments for

Taxation {28) 204
Net finance costs 346 214
Loss/(gain) on business divestments and imparment of investments 62 {7 3)
Amortisation of purchased or Internally developed intangible assets 113 89
Amortisation of mtangible assets ansing from acquisitions and imparments 7% 5 235
Depreciation and impawment of propery, plant and equipment 591 335
Share of post tax (proft)loss of aquity accounted entities {02) 72
Retirement benefit obligations deficit payments {13 0) -
Net movement In provisions 109 (32 6)
1223 168 6

Increase n inventeries {131 29)
Decrease In recewables 899 44
(Decrease)/ncrease In payables (29 9) 51
Changes 1n working capital 469 66
Cash generated from operations 165 2 1752
Add back cash outflow relating to EMEA reorganisation 354 270
Net cash flow from operations before EMEA reorgamisation costs 204 6 202 2

*Restatement relates to the transfer of the finance elemant of the 1AS 1S pension cost {ataling a net £3 4m credit to the income statement to the finance iIncome
and expense lines

29 Reconcihation of net cash flow to movement In net debt

Year entded Year ended
all figures in £ million note 31 March 2010 31 March 2009
(Decrease)/increase in cash in the year (200 9) 2369
Repayment/(addmtional) bank loans 2321 (13 3)
US private placements - {210 4)
Loan note repayments - 05
Settlement of forward contracts designated as net investment hedges 143 -
Payment of deferred financing costs - 15
Escrow cash receipt - 42y
Capital element of finance lease payments 28 28
Capital element of finance lease receipts (30) 30
Change in net debt resulting from cash fiows 453 108
Amortisation of deferred financing costs (07) 03)
Finance lease recanvables 14 186
Finance lease payables (KR ]] 14)
Foreign exchange movements and other non-cash movements 356 (1868 7N
Movement in net debt (n the year 805 (158 0)
Net debt at the start of the year {637 9) {(3799)
Net debt at the end of the year 30 {457 4) (637 9)
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30 Analysis of net debt

Year ended Non-cash Year ended
all figures in £ million 31 March 2009 Cash flow movement 31 March 2010

Due within one year
Bank and cash 2621 (1971 (0 5) 639
Bank overdraft - B2 - (32)
Recapralisation fee 07 - - 07
Finance lease recevables 340 (30) 30 30
Finance lease payables 28 28 {2 8) (28)
Dervative finahcial assets 01 - - 47 48
Derwvative financial habilities (20 0y 143 21 (36)
2431 (1868) 65 628

Due after one year

Bank loan (386 2) 2321 104 143 7)
Recapitalisation fee 16 - on 09
US private placement (393 0) - 63 {376 7)
Finance lease recewables 116 - {16) 100
Finance lease payables (114) - 17 97
Dervative financial assets - - - -
Dervative financial liabtlities (36) - 28 {10)
(781 0) 2321 287 (520 2)
Total net debt as defined by the Group {537 9) 453 352 (457 4)

31 Finance leases

Group as a lessor
The mmimum lease recewvables under finance leases fall as follows

Minimum lease payments

Present value of minimum lease payments

all figures in £ million 2010 2008 2010 2009

Amounts receivable under finance leases

Within one year 30 30 30 30

Inthe second to fith years inclusive 120 120 89 89

Greater than five years 156 45 11 27
165 195

Less uneamed finance income (38) (49

Present value of minimum lease payments 130 t4 6 130 146

Classified as follows

Financial asset — current 30 30

Financial asset — non-current 100 16

130 146

The Group leases out certain bulldings under finance leases over a 12-year term expiring in 2015
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Notes to the financial statements (continued)

31. Finance leases (contnued)

Group as a lessee

The minimum lease payments under finance leases fall due as follows

Minimum lease payments

Present value of minimum lease payments

all figures in £ milkon 2010 2009 2010 2009

Amounts payable under finance leases

Within one year 28 28 28 28

In the second to fifth years inclusive 113 13 89 89

Greater than five years 14 42 08 25
156 183

Less future finance charges {30) (41)

Present value of mimimum lease payments 1256 142 125 142

Classified as follows

Financial habilty — current 28 z8

Financial iability — non-current 97 114

125 142

The Group utilises certain buildings under finance leases Average lease terms are typically between two and ten years (31 March 2009

between two and ten years)

32 Share capital and other reserves

Shares allotted, called up and fully pad

Ordinary shares of 1peach

Special share of £1

{equity} (non-equity) Total
£ Number Number £ Number
At 1 April 2008 6,604,764 660,476 373 1 6,604,765 660,476374
Issued in year - - - - -
At 31 March 2009 6,604,764 660,476,373 1 6,604,765 660 476,374
Issued In year - - - - -
At 31 March 2010 6,604,764 660,476,373 1 6,604,766 660,476,374

Except as noted befow all shares in tssue at 31 March 2010 rank pan passu in all respects

Rights attaching to the Special Share

QinetiQ carrnies out activiies which are important to UK defence and secunty interests To protect these interests in the context of the
ongoing commercial relationship between the MOD and QinetkQ, and fo promote and reinforce the Complance Principles, the MOD holds
a Special Share in Qinetk The Special Share confers ceriain nghts on the holder

a) to require the Group to imptement and maintain the Compliance System (as defined in the Arlicles of Association) so as to make at all
times effective its and each member of QinetiQ Controlled Group's application of the Compliance Principles, n a manner acceptable

to the Special Shareholder,

b) to refer matters to the Board or the Compliance Commuttee for its consideration in relation to the apphcation of the Compliance Pnneiples,

c) to veto any contract, transaction, arrangement or actvity which the Special Shareholder considers

1) may result in arcumstances which constitute unacceptable ownership, influence or control over QinetiQ or any other member of the
QinetiQ consolidated Group contrary to the defence or secunty interests of the United Kingdom, or

) would not, or does not, ensure the effective application of the Compliance Principfes to and/or by all members of the QinetiQ
Controlled Group or would be or 1s othenwise contrary to the defence or securty interests of the United Kingdom

d} to require the Board to take any action (including but not hmred to amending the Comphiance Pnnciples), or rectify any omission in the

application of the Compliance Prnciples if the Special Shareholder 15 of the opinion that such steps are necessary to protect the defence

or secunty interest of the United Kingdom

e) to exercise any of the powers contained in the articles in relation to the Compliance Commitiee, and

f) to demand a poll at any of QinetiQ s meetings (even though t may have no voting nghts except those spedifically set out th the Articles)
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The Special Shareholder has an option to purchase defined Strategic Assets of the Group in certain crcumstances The Specral Shareholder
has, inter alia, the nght to purchase any Strategic Assets which the Group wishes to sell Strategic Assets are normally testing and research
faciies (see note 35 for further details)

The Special Share may only be 1ssued to, held by and transferred to HM Government {or as it directs) Al any time the Special Shareholder
may require QinehQ to redeem the Special Share at par If QinetiQ 1s wound up the Special Shareholder will be entitled to be repaid the
capital paid up on the Special Share before other shareholders receive any payment The Special Shareholder has no other right to shares
in the capttal or profits of QinetiQ

Thae Special Shareholder must give consent to a general meeting held on short notice

The Special Share entitles the Special Shareholder te require certain persons who hold (together with any person acting in concert with
them) a matenal interest in QinetlQ to dispose of some or all of therr Ordinary Shares in certain prescnbed circumstances on the grounds
of national secunty or conflict of interest

The Directors must regrster any transfer of the Specral Share within seven days

Other reserves
The translation reserve includes the cumulative foreign exchange difference ansing on translation since the Group transtioned to IFRS
Movements on hedge instruments, where the hedge 1s effectiva, are recorded in the hedge reserve until the hedge ceases

The capital redemption reserve is not distnbutable and was created following redemption of prefarence share captal and the bonus 1ssue
of shares

Own shares
Own shares represent shares in the Company that are held by independent trusts and shares held by the employee share ownership plan
Included in retained eamings at 31 March 2010 are 5,440 256 own shares (2009 7,911,191 shares)

33. Share-based payments

The Group operates a number of share-based payment plans for employees The total share-based payment expense in the year was £5 8m
(year to 31 March 2009 £56m)

2003 Employee share option scheme {2003 ESOS)
Under the employee share cption scheme all employees as af 25 July 2003 recened share options which vested when the Group completed
its IPO and had to be exercised within ten years of grant The options are settled by shares

2010 2009
Waighted Weighted
average average
exercise exercise
Number price Number plice
Qutstanding at start of the year 924,186 23p 1,210,122 23p
Exercised during the year (103,822) 23 (207,644} 23p
Forfeited dunng the year (105,524) 23p (78,292) 23p
Outstanding and exercisable at end of the year 714,840 2% 924,186 23p

The 2003 ESOS are equity settled awards and those outstanding at 31 March 2010 had an average remaining Ife of 3 3 years (31 March
2009 4 3 years} In respect of the share options exercised durning the year the average share price on the date of exercise was 143p
The exercise price of the outstanding options was 2 3p
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Notes to the financial statements (continued)

33. Share-based payments (cortinued;

QinetiQ Share Option Scheme (QSOS)

The exercise pnce of the options 15 equal to the average market price of tha Group's shares on the data of the grant The options vest after
three years For 8,711,683 (2009 17,930,229) of the options cutstanding at the end of the year the number that will vest is dependent upon
the growth of earnings per share {EPS') over the measurement period 25% of options will vest f EPS growih 1s 22 5% for the penod and
100% will vest f growth 15 at least 52% No options will vest If EPS growth is below 22 5% Options will vest on a straight line basts if EPS
growth I1s between 22 5% and 52% There were no options subject to total shareholder return ('TSR') performance targets (2009 173,071}
For awards with a TSR performance condihion, the EPS growth target 1s replaced by a performance target based on QinetiQ s ranking by
reference to total shareholder retum { TSR’) against a comparator group of FTSE listed companies over a three-year performance penod
such that a below median ranking wall result in nil shares vesting at the medan level 30% of the options woukd vest and the amount vested
will increase on a straight ine basis such that 100% would vest f TSR reaches the upper quartite of the ranking over a threa-year period

2010 2009
Welghted Waeighted
average average
Kumber exercise price Number exercise prce
Outstanding at the start of the year 18,103,300 190 Op 14,043 584 187 Op
Granted dunng the year - - 4,723,464 198 5p
Forferted durning the year {8,966,544) 193 5p (663,748) 187 Op
Qutstanding at the end of the year 9,136,756 186 2p 18,103,300 190 Op

QSQS granis are equity-settled awards and those cutstanding at 31 March 2010 had an average remaining fe of 0 2 years
(2009 1 Oyears) The exercise price of the 2009 QSOS awards was 199p, there were no QSCS awards in 2010

Performance Share Plan (PSP)

In the year the Group made awards of conditional sharas to certain UK senior executives under the Performance Share Plan The awards
vest after three years with 50% of the awards subject to total shareholder return conditions and 50% subject to EPS conditions as detalled
in the QSCS TSR and EPS conditions above

2010 2009

Number of Number of

shares shares

QOutstanding at the start of the year 1,318,213 700,804
Granted during the year 3,219,463 956,249
Exercized dunng the year {215,763} -
Forfeited during the year {635,290) (338 840)
Qutstanding at the end of the year 3,686,623 1,318,213

PSP are equity seftted awards and those outstanding at 31 March 2010 had an averaga remaining Iife of 2 2 years (2009 19 years)
There 1S no exercise price for these PSP awards

Restrnicted Stock Units [RSU)

In the year the Group granted RSU awards to certain senior US employees under the RSU Plan The awards vest over 1 year, 2 years
3 years and 4 years Half the awards are dependent on achieving QNA organic profit growth targets and half on a time-based criteria
The time-based critena require the employee to have been in continued service up to the date of vesting QNA organic profit growth

1s measured over the most recent financial year compared with the previous financial year, with 125% of this element awarded at QNA
organsc profit growth rate above 15%, 100% awarded al 12 5%, 75% awarded al 10% and 25% awarded a! 5%

2010 2009

Number of Number of

shares shares

Cutstanding at the start of the year 3,694,277 1,657,330
Granted dunng the year 5,304,501 2 358,130
Exercised duning the year {1,087,219) (94,482)
Forfeited dunng the year (590,331) (226,701)
Qutstanding at the end of the year 7,321,228 3,694,277

RSU are equity settled awards and those outstanding at 31 March 2010 had an average remaining Iife of 1 7 years {2009 1 7 years)
Thera ts ne exercise price for these RSU awards
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33. Share-based payments {continued)

Group Share Incentive Plan (SIP)

Under the Chneti Share Incentive Plan the Group offers UK employees the opportunity of purchasing up to £125 worth of shares a month
at the pravailing market rate The Group will make a matching share award of a third of the employee's payment The Group s matching
shares may be forfeited If the employes ceases to be employed by CinehQ within 3 years of the award of the shares There 1s no exercise
price for these SIP awards

2010 2009

Number of Number of

matehing matching

shares shares

Qutstanding at the start of the year 1,252,730 871,331
Granted dunng the year 566,688 420,907
Exercised dunng the year (430,743) -
Forfeited dunng the year (38,132) (39,508)
Outstanding at the end of year 1,339,543 1,252,730

SIP maiching shares are equily settled awards and those outstanding at 31 March 2010 had an average remaiing hfe of 15 years
(2009 1 5years) There I1s no exercise price for these SIP awards

Group Deferred Annual Bonus Plan (DAB)

Under the QinetiQ Deferred Annual Bonus Plan the Group requires certamn senior executives to defer par of their annual bonus as shares
and be entitled to matching awards to a maximum of 1 1 based upon EP3 performance The number that will vest is dependent upon the
growth of EPS over the measurement pertod of 3 years as detailed in the QSGS EPS condiions above No awards will vest if EPS growth
Ih the vesting penod 1S balow 22 5%

2010 2009

Number of Number of

matehing matching

shares shares

Outstanding at the start of the year 83,539 -
Granted durnng the year 6,859 94,137
Exercised dunng the year (25,155) -
Forfeited duning the year (63,255) (10,598}
Qutstanding at the end of the year 11,988 83,539

DAB matching shares are equity settled awards and those outstanding at 31 March 2010 had an average remaining Ife of 1 8 years
(2009 2 3 years) There 1s no exercise price for these DAB awards

Share-based award pricing — options

Share options {excluding TSR performance related) and awards under the deferred annual bonus plan have been valued using
Black-Scholes models to determine the far value of awards Assumptions used within the models were as follows for awards 1n 2009,
there were no such awards in 2010

2009
Share price at date of grant (pence) 168 5p
Exercise price {pence) 198 Sp
Volatility % 310%
Average expecled term fo exercise 3years
Risk-free rate % 4 3%
Expected dwidend yield % Z22%

No such assumptions have been disclosed in the current year, as no GSOS awards have been made in the year ended 31 March 2010
The average share price in 2009 was 173 7p The expected volatiity assumption 1s based on the average historic volatility of ChnetiQ's
share price at the date of grant (commensurate with the vesting period to the extent possible)
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33. Share-based payments (o tinued)

Share-based award pncing — other
Share-basad awards involving market based performance condittons including those based on TSR, have used Monte Carlo models to

determine the far value at grant date Assumptions used 1n these models included 41% (2009 32%) for the average share price volatilty

of the FTSE comparator group and 36% (2009 33%) for the average correlation to comparator group The farr value for these awards
(before the prebabilty of lapsing) in the year ended March 2010 was 66 Sp (2009 119 1p)

Share-based awards that vest based upon non-market performance conditions, including certain PSP RSUs and Deferred Annual Bonus

awards, have been valued at the share pnice at grant less attrition For the 2003 Share Option Scheme, there was a pre-bonus issue

weighted average share pnce of £1 and a weighted average exercise price of £1 based on third-party transactions in the Company s shares
in the penod immediately prior to the 1ssue of the share options Pnior to IPO in February 2006 there was no aclive market for the Company's
shares therefore expected volatiity was determined using the avarage volatility for a comparable selection of businesses Atthis time the

Group had no established pattem of dividend payments, therefore no dividends were assumed in this model

34 Operating leases

Group as a lessor
The Group receives rental ncome on certain properties The Group had contracted with tenants for the followng future mimmum
fease payments

all figures in £ milhon 2010 2005
Within one year 48 63
In the second to fifth years inclusve 163 115
Greater than five years - -
209 178
Group as a lessee
all figures in £ millron 2010 2009
Lease and sublease income statement expense - minimum lease payments 233 189
The Group had the following future minimum lease payment commnments
all figures in £ mallion 2010 2008
Within one year 169 173
In the second to fifth years inclusive 504 525
Greater than five years 332 227
10056 925

Operating lease paymants ropresent rentals payable by the Group on certain office property and plant Leases are negotiated for an average

of three to ten years
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35. Transactions with MOD

The MOD centinues to own its special share in QinetriQ which conveys certain nghts as set out in note 32 Transactions between the Group

and the MCD are disclosed as follows

Freehold land and builldings and surplus properties
Under tha terms of the Group's acquistion of part of the business and certain assets of DERA from the MOD on 1 July 2001, the MOD
retained certain nights in respect of the freehold kand and buildings transferred

t} Restricttons on transfer of title
The iitle deeds of those properties designated as sirategic assets (see below) include a clause that prevents thair transfer without the
approval of the MOD The MOD also has the right to purchase any strategic assets in certain circumstances

n) Property clawback agreement
The MOD retains an interest in future prefits on disposal following a ‘ingger event’ A ‘tngger event’ includes the granting of planning

permission for development and/or change of use, and the disposition of any of the acquired land and bulldings During the 12 years from
1 July 2001, following a 'tngger event’ the MOD is entitled to clawback a proportion of the gain on each individual property transaction in
excass of a 30% gain on a July 2001 professional valuation The proportion of the excess gan due to the MOD 1s based on a sliding scale
which reduces over time from 50% to 9% and at 31 March 2010 stands at 28% (2009 33%) The July 2001 valuation was approximately

16% greater in aggregate than the consideratien paid for the land and buildings on 1 July 2001

Compliance Regime

The Compliance Commuttee monitors the effective application of the Complance Regime required by the MOD to maintain the posticn
of QinetiQ as a suppher of iIndependent and impartial scientdfic/technical advice te the MCOD and ensures that the required standards are
met in trials involving human volunteers

Strategic assets
Under the Principal Agreement with the MOD, the QinetiQ controlled Group i1s not permitted without the written consent of the MOD, to

1} dispose of or destroy all or any part of a strategic asset, or
1) voluntarily undertake any closure of, of cease to provide a strategic capabilty by means of, all or any part of a strategic asset

The net book value of assets identified as being strategic assets as at 31 March 2010 was £2 5m (31 March 2009 £2 Tm) the pnncipal
Hems being plant and machtnery

Long-Term Partnenng Agreement
On 27 February 2003 QuinetiCt Limited entered into a Long-Term Partnering Agreament to provide the Testand Evaluation (T&E) faciltie

5

and training support services to the MOD This 15 a 25-year contract with a total revenue value of up to £5 6bn, dependent on the level of
usage by MOD, under which QinetiQ Limited 1s committed to providing the T&E services with increasing efliciencies through cost saving

and innovative service delvery

36. Directors and other senior management personnel

The remuneration of Directors and other senior management personnel of the Group durnng the year to 31 March 2010 is set out below

all figures «n £ million 2010 2009
Short-term employee remuneration including benefits 54 32
Post-empioyment benefits 01 02
Share-based payments expense 10 10
Total 65 44

Short-term employee remuneration and benefits include salary, bonus, and benefits Post-employment benefits relate to pension amoun
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Financial Statements

Notes to the financial statements (continued)

37. Contingent liabilities and assets

The Group, including subsidiary undertakings, have grven unsecured guarantees primanly on leased properies and bank lines of £55 1m

at 31 March 2010 (31 March 2009 £34 7m) in the ordinary course of business

The Group 1s aware of claims and potential claims by or on behalf of current and former employees, including former employees of the MOD
and DERA and contractors, in respect of intellectual property, employment nghts and industnal illness and injury which involve or may
involve legal proceedings against the Group The Directors are of the opinion  having regard to legal advice recerved, and the Group's
nsurance arrangements and provisions carned in the balance sheet, that it 1s unhkely that these matters will, In aggregate have a material

effect on the Group's financal position, results of operations and hquidity

The Group has not recognised contingent amounts receivable relating to the Cherisey property which was disposed of duning 2004

or the Fort Halstead property disposed of in September 2005 Additional consideration, subject to clawback ta the MOD pursuant to the

arrangements referred to in note 35, 1s potentially due upon the purchasers obtaining additional planning consents, with the quantum
dependent on the scope of the consent achieved

38. Post-retirement benefits

Trienmiat funding valuation

The most recent full actuanal valuation of the defined benefit section of the QuinetiQ Pension Scheme was undertaken as at 30 June 2008
and resulted in an actuanally assessed deficit of £111 3m On the basis of this full valuation the Trustees of the scheme and the Company
agreed the employer contribution rate of 11 5% from 30 June 2009 and past service deficit recovery payments of £13m per year fora

10-year penod from this date

Introduction and background to IAS 19

Intemational Accounting Standard 19 (Employee Benefits) requires the Group to include in the balance sheet lhe surplus or deficit
on defined benefit schemes calculated as at the balance sheet date 1115 a snapshot view which can be signfiicantly influenced by
short-term rarket factors The calculation of the surplus or deficit is, therefore, dependent on factors which are beyond the centrol

of the Group - principally the value at the balance sheet date of equily shares in which the scheme has invested and long-term interest
rates which are used to discount future liabihes The funding of the scheme is based on long-term trends and assumptions relating to

market growth as advised by qualfied actuanes

The Gineti@ Pension Scheme

In the UK the Group operates the QinetiQ Pension Scheme for the majorty of its UK employees, a mixed benefit scheme The Defined
Benefit (DB} section of the scheme provides future service pension benefits to transfernng Cvil Service employees All Group employees

who were members, or eligible to be members, of the Pnncipal Cwvil Service Pension Schame or the UKAEA principal Non-Industral

Superannuation Scheme were invited to join the DB section of the scheme from 1 July 2001, together with all new employees who were
previously members of schemes who are part of the Public Sector Transfer Club On 31 March 2010, the Group withdrew from the Public
Sector Transfer Club The Defined Contribution (DC) section of the scheme was set up for employees who were not eligible or did not wish

fo join the DB section of tha scheme

Other UK schemes

In the UK the Group operates one further small defined benefit scheme, QinetiQ Prudential Platinum Scheme The net pension deficits

of this scheme at 31 March 2010 amounted to £0 2m (31 March 2009 £0 2m) There were no outstanding or prepad contributions at the
balance sheet date (March 2009 £nil) Set out befow ts a summary of the overall IAS 19 defined benefit pension schemes’ labilities The fair
value of the schames’ assels which are not intended to be realised in the short term and may be subject to significant change before they
are realised, and the present value of the schemes' habilties, which are denved from cash flow projections over long penods, and thus

inherently uncertain, were

all figures in £ miflion 2010 2009 2008 2007
Equdies 714 6 4737 6208 6415
Corporate bonds 696 784 839 745
Government bonds 69 6 832 763 747
Property 534 - -~ -
Cash 88 121 32 34
Total market value of assets 915 9 647 4 784 2 7941
Present value of scheme liabilities {1,063 2) (752 6) (807 B) (884 9)
Net pension liabihity before deferred tax (147 3) {105 2) (23 4) {90 8}
Deferred tax asset 412 294 65 271
Net pension hability {106 1) (75 8) {16 9) (63 7)
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38. Post-retirement benefits cortinusg)

Assumptions
The major assumptions (weighted to reflect individual scheme differences) were

2010 2008
Rate of increase n salanes 4 6% 41%
Rate of increase i pensions in payment 36% 31%
Rate of increase in pensions in deferment 36% 31%
Discount rate applied to scheme llabilities 5 6% 65%
Inflation assumption 36% 31%
Assumed life expectancies in years
Future male pensioners {currently aged 60) 87 87
Future female pensioners (currently aged 60) 89 89
Future male pensioners {currently aged 40) 89 89
Future female pensioners (currently aged 40) 50 j=10]

The assumptions used by the actuary are the best estimates chosen from a range of possible actuaral assumptions which, due to the
timescale covered, may net necessanly be borne out In practice It 1s important to note that these assumptions are long term, and in the case
of the discount rate and the inflation rate are measured by extemal market indicators The life expectancy assumptions for mortabty have
remained unchanged n the year to 31 March 2010 with the base tables for mortalty in ine with the Medum Cohort projections with mumimum
annual rates of improvement of 1% for males and 0 5% for females (2009 1improvement 1% for males and 0 3% for females) The current
mortality rates reflect the standard tables PNMAOOMC (for males) and PNFAOOMC (for females) for members' year of birth These mortality
tables are published by the Continuous Mortality Inveshgation and adopted by the actuarnal profession

Scheme assets

The overall expected rate of return on plan assets 1s based upon the expected return rates for each asset class Equity return rates are the
long-term expected retum rates based upon the market rates of return for nsk free investments typically government bonds, together with
the historical level of nsk premium associated with equities, with the resulting rate then being reviewed and benchmarked against a peer
group of listed companies Expected long-term rates of return on scheme assets (weighted to reflect the individual scheme actual asset
allocations) were

2010 2009
Equiies 8 0% 80%
Corporate bonds 5 5% 5 0%
Government bonds 4 4% 38%
Property 8 5% -
Cash 4 3% 40%
Weighted average 75% 71%
Return on scheme assets
all figures in £ million 2010 2009
Actual return on plan asseis
Expected return on scheme assets 463 565
Actuanal gain/(loss) on scheme assets 206 6 (212 8)
Actual gainf{loss) on scheme assets 2529 (156 3)
Value of scheme assets
all figures in £ million 2010 2009
Changes to the fair value of scheme assets
QOpening far value of scheme assets 647 4 784 2
Expecied return on assels 46 3 565
Actuanal gain/(loss) on scheme assels 2056 (212 8)
Contributions by the employer 384 373
Contributions by plan participants 03 13
Scheme disposat — ASAP Calibration Limited (0 6) -
Net benefits paid out and transfers (22 6) (191
Closing fair value of scheme assets 9159 B47 4
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Notes to the financial statements (continued)

38. Post-retirement benefits (corunuec)

Changes to the present value of the defined benefit obligation

all figures n £ millien 2010 2009
Opening defined benefit obligation 7526 8076
Current service cost 200 268
Interest cost 488 531

Contnbutions by plan participants 03 13
Actuanal loss/(gains) on scheme liablihies 2668 {117 1}
Scheme disposal - ASAP Calibration Limited (08) -

Curtailment gain 20) -

Net benefits paid out and transfers (22 6) (191}
Closing defined benefit obligation 1,063 2 7526

Total expense recognised in the income statement

all figures (n £ mittion 2010 2009

Pension costs charged to the ncome statement

Current service cost 200 268

Interest cost 48 8 931

Expected return on plan assets (46 3) (56 5)
Curtallment {20) -

Total expense recognised In the Income statement (gross of deferred tax) 205 234

Analysis of amounts recognised in Statement of recognised income and expense

all figures in £ million 2010 2008 2008 2007

Total actuanal {loss)/gain (gross of deferred tax) (60 2) 957} 655 858

Cumulative total actuarial losses recognised in the

Statement of recognised income and expense (263 4) (193 2) (97 6) {163 0)
History of scheme experience gains and losses”

Expernience gains/{losses) on scheme assets 206 6 (212 8} (839) 74

Expenence (losses)/gains on scheme habilities (29) 371 (10) -

* Expenence gains and losses exclude the impact of changes in assumptions

The expected employer cash contnbution to the defined benefit schame for the year ending 31 March 2011 15 £36 5m (2010 £38 4m)

Defined contribution schemes
Payments {o the defined contnbution schemes totalled £24 6m (March 2009 £23 2m)
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39. Capital commitments

The Group had the fellowing capital commtments for which no provision has been made

all figures in £ million 2010 2009
Contracted 59 50

Capital commitments at 31 March 2010 include £5 5m (2009 £3 9m) in retation to property, plant and equpment that will be wholly-funded
by a third-party customer under long-term contract arangements

40. Subsidianes

The principa! subsidiary undertakings at 31 March 2010, all of which are included In the consolidated financial statements are shown below

Name of company Principal area of operation Country of ineorporation
Subsidianes' ' ®

ChinetiQ Holdings Limited UK England & Wales
QinetiQ Limited UK England & Wales
ChinetiQ Overseas Holdings Limited UK England & Wales
QinetiQ North America, Inc USA USA

QinetiQ North America Operations, LLC USA USA

Analex Corporation UsA USA

Apogen Technologies, Inc USA usAa
Foster-Miler, Inc USA USA

Westar Aerospace & Defence Group, In¢c USA USA

™ Accounting reference date 1s 31 March All principal sutsidiary underakings histed above have financial year ends of 31 March and 100% of the ordinary
sharas are owned by the Group

@ Qinet Hotdings Limitec 1s a direct subsidiary of QinetiQ Group pk All cther subsidianes are held indirectly by other subsidiaries of QinetiQ Group ple

B All companies excapt for holding compantes are operating companies engaged in the Group s principal actmbes as desenbed in the Report of the Drectors
on page 42
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Company balance sheet
as at 31 March

all figures in £ million note 2010 2009

Fixed assets

Investments In subsidiary undertaking 2 1087 1029
1087 1029

Cuirent assets

Debtors 3 3039 1648
3039 164 8

Current habilities

Creditors amounts falling due within one year “ (910) -

Net current assets 2129 164 8

Net assets 3216 2877

Capital and reserves

Equity share capial 56 66 66

Capital redemption reserve 3 399 389

Share premium account B 1476 1476

Profit and loss account 6 1276 736

Capital and reserves attributable to shareholders a8 2677

There are no other recognised gains and losses

The financial statements of CinetiQ Group ple (company number 0458694 1) were approved by the Board of Drectors and authonsed
for 1ssue on 2 June 2010, and were signed on its behalf by

Leo Quinn Chief Executive Officer
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Notes to the Company financial statements

1. Accounting policies

The following accounting policies have been applied consistently in dealing with tems which are considered matenal in refation to the
Company’s financial statements

Basis of preparation

The financtal statements have been prepared under the historical cost convention and in accordance with apphcable UK accounting
standards As permitted by section 408(4) of the Companies Act 2006, a separate profit and loss account dealing with the results
of the Company has not been presented

Investments
In the Company’s financial statements, investments in subsidiary undertakings are stated at cost less any mpawrment in value

Share-based payments

Tha fair value of equiy-settled awards for share-based payments 1s delermined on grant and expensed straight ine over the pencd

from grant to the date of earhest uncondrtional exercise The fair value of cash-settled awards for share-based payments 1s determined
each penod end until they are exercised or lapse The value 1s expensed straight line over the penod from grant to the date of earhest
unconditional exercise The charges for both equily and cash-settled share-based payments are updated annually for non-market-based
vesting conditions Further details of the Group's share-based payment charge are disclosed in Note 33 of the Group Financial Statements
The cost of share-based payments 1s charged to subsidiary undertakings

2. Investment in subsidiary undertaking

As at 31 March

all figures in £ mithon 2010 2008

Subsidiary undertaking — 100% of ordinary share capital of QinetiQ Holdings Limited 1087 1029

A list of all pnincipal subsidiary undertakings of Cinetil Group plc 1s disclosed in note 40 to the Group finazncial statements The £58m
(2009 £5 6m}) increase in investment in the year relates to the capital contribution in relation to share-based payments for employees
of subsidary companies

3. Debtors

As at 31 March

all igures in £ million 2010 2009

Amounts owed by Group undertakings 3039 164 7

Other debtors - 01
3039 1648

4. Creditors

As at 31 March

all figures in £ million 2010 2008

Amounts owed to Group undertakings 910 -
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Notes to the Company financial statements (continued)

5. Share capital

The Company's share capttal 1s disclosed tn note 32 {0 the Group financial statements

6. Reserves
Captal

Issued share redempticn
ali figures in £ million caprtal reserve  Share premium  Profit and loss Total equity
At 1 Apnl 2009 66 399 1476 736 2677
Profit - - - 805 805
Purchase of own shares - - - (0 B) {0 8)
Dwvidend paid - - - (31 6) {31 86)
Share-based payments - - - 58 58
At 31 March 2010 66 399 1476 1275 3216
At 1 Apnl 2008 66 399 147 § 856 2797
Profit - - - 121 121
Purchase of own shares - - - 08) 08
Dwvidend paid - - - (28 9) (28 9)
Share-based payments - - - 56 56
At 31 March 2009 66 389 1476 738 2677
The capital redemption resarve 15 not disinbutable and was created following redemption of Preference Share capital |
7. Share-based payments ®

The Company’s share-based payment arrangements are set out in note 33 to the Group financial statements

8. Other information

Directors’ emoluments excluding Company pension contributions, were £2 8m (2009 £1 3m) These emoluments were all in relation to ,
sarvicas provided on behalf of the QunetQ Group with no amount specifically relating to their work for the Company Details of the Directors’

emoluments, share schemes and entittemants under money purchase penston schemes are disclosed in the Report of the Remuneration i
Committee Details of one-off payments made te Directors dunng the year can be found in the footnotes on page 40

The remuneration of the Company’s auditor for the year to 31 March 2010 was £5,000 (2009 £5,000) all of which was for statutory audit
services No other services were provided by the auditor to the Company

96 www CGinetiQ corm

Pri2_Review indd 95 & 141062010 {7 44




N (T[] @ e HEE |

Five-year record for the years ended 31 March (unaudited)

2010 2009 2008 2007 2006
QinehQ North America £m 8001 7656 540 2 3582 248 4
EMEA £m g188 842 3 8201 7793 797 2
Ventures Em 65 94 57 120 61
Revenue £m 1,6264 1,617 3 1,366 0 1,149 5 10517
CinetiQ North America £m 677 830 621 399 245
EMEA™ £m 611 842 76 669 740
Ventures £m (8 5) (15 6) (15 1} 69 75
Operating profit™ @ £m 1203 1516 1186 999 210
Operating margin‘” % 74 94 87 87 87
Underlying* profit bafore tax'" £m 857 1302 1080 940 801
(Loss)/profit before tax £m (66 1) 1140 514 893 725
(Loss)/proftt after tax £€m (63 3) 936 47 4 690 60 4
Undertying* basic EPS pence 111 159 13 4 M3 102
Diluted EPS pence (97) 143 72 1093 98
Basic EPS pence 97) 143 72 105 100
Dwvidend per share pence 168 475 425 365 225
Underlying cash flow from operations post capex* £m 174 3 1698 1003 601 769
Net debt Em 457 4 5379 3799 3008 2330
Average number of employees 13,580 13,882 13,470 11,870 11,024
Orders £m 1,4009 15960 12771 12140 8167

 nderlying measures are stated before amortisation of intangibles ansing from acqu:siions EMEA reorganisation costs in 2010 and 2008 and restructunng
costs in 2005 |PO costs in 2006 profit on disposal of interests in subsidianes profit on disposal of interest in associates and business divesiments and
unrealised impairment of investments and tangible fixed assets

 Gperating profit and operating margns for 2009 2008 2007 and 2006 have been restated to show the net finance element of the 14§19 pension cost in the
finance incorme and expensa knes This was praviously reparted in other operating costs

* Defintions of underlying measures of perfermance are in the glossary on page 98 Underlyng financiat measures are presented as the Boarg believes these
provide a better representation of the Group's leng-term performance trend
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Other information

Glossary

AGM Apnual General Meeting R&D Research & Development

Book to bll ratio Ratio of funded orders recewved in the year to RFID Radio frequency identification
revenue for the year adjusted to exclude revenue

from the 25 year LTPA contract RIDDOR Reporting of Injunes, Diseases & Dangerous

Occurrences Regilations

CMG Carbon Management Graup Specific non- Major restructuring costs disposal of non current

Comphance The principles underlying the Comphance recurnng items assets, business divestrnents, amortisation of
Principles Regirne, covering impartiahty, integnity, conflicts, and acquisition Intangible assets ansing from acquisitions and
confidentialily and securnity amortisahion impairrent of investments
CR Corporate Responsibility 555k Site of Special Scientrfic Interest
defra Department tor Environment Food and STEM Science, Technology, Engineening and
Rural Affairs Mathematics educational programrme
DHS US Department of Homeland Secunity TALON® Powerful, durable, hghtweight tracked vehicles

that are widely used for explosive ordnance

DoD US Department of Defense disposal (£OD) and reconnaissance, etc

Dragon Runner™ Asmall, unmanned man-portable ground vehicle

\ntended for use in urban environments TRACE Transparent Agents and Contracting Entities

TSR Total Sharehalder Return
VAV Unmanned Aenal Vehicte

DTR MOD s Defence Training Review programrmne

EBITDA Earnings befose interest tax, depreciation,
amortisation, gains/loss on business divestments, UGV Unmanned Ground Vehicle
unrealised impairment of investment and UK GAAP

disposal of non current assets N nustod f /
Underlying earrungs Basic earnings per share as adjusted for gain/loss
EMEA Furope, Middle East and Australasia Y sper shage on busmess%wistments dlspJosanf noﬁ-current
EU European Union assets, unrealised impairment of investiments,
major reorganisation costs and amortisation
of intangible assets ansing from acquisitions
and tax thereon

UK Gener ally Accepted Accounting Practece

Funded backlog The expected future value of revenue from
contractually comrmitted and funded customer
orders (excluding £4 1bn value of the remaining
18 years of LTPA contract) Underlying The tax charge for the year excluding the tax

effective inpact on gainfloss on business divestrents

tax rate disposal of non current assets unrealised
inpairment of investments major reorganisation
costs, acquisition amortisation and any tax rate
change effect expressed as a percentage of
underlying profit before tax

Gearing Thegeanngis the ratio of net debt at the balance
ratio sheel dale translated at average exchange
rates for the penod to EBITDA generated in
the 12-month period to balance sheet date,
annualised and calculated in accordance with

the Group's credit tacility ratios
HSE Health and Safety Executive Underlying net cash Net cash flow from operations before
from operations EMEA reorganisalion costs and after capital
HS&E Health, Safety and Environment expenditure

IAS Intesnational Accounting Standards Underlying cash The ratio of net cash flow from operations
conversion ratio (excluding maor recrganisations), less out flows

on the purchase of intangible assets and property,
IPO tnitial Public Offering plant and equipment to underlying operating

LIBID London inter bank bid rate profit excluding share of post tax result of equity

accounted Jjoint ventures and associates
LIBCR Londoninter bank offered rate

[FRS International Financial Reporting Standards

Underiying Underlying operating profit expressed as a

LSE London Stock Exchange operating margin percentage of revenue
LTPA Long Term Partnering Agreementl — 25 year Underlying Earmings before interest tax, gainfloss on
contract established in 2003 to manage the operating business divestments disposal of non current
MOD's test and evaluationranges profit/{loss) assets unrealised impairment of investments,
MOD UK Ministry of Defence IT“I:!JOI’ rﬁ?rgamsatlon costs and amortisation of
MRAP Mire Resistant Ambush Protected - mtangibles arisng on acquasitions
armoured vehicle Underlying Profit before tax excluding gainfloss on business

profit before tax dwestments, disposal of non current assets,

MSCA Mantine Strategic Capability Agreement unreahised impairment of mvestments major

NASA National Aeronautics and Space Administration reorganisation costs and amertisation of
(Usa) intangible assets ansing from acqeisitions
0C) Orgarusational Conflicts of Intezest UX0O Unexploded crdnance

Orgamic Growth The level of year on year growth, expressed
as a percentage calculated at constant foreign
exchange rates adjusting comparatives to
incorporate the results of acquired entities
and excluding the results for any disposals or
discontinued operations for the sarme duration
of ownership as the current period

QNA Gineti North America
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Additional information

Finandal calendar

29 July 2010 intenm management statement

29 July 2010 Annual General Meeting

30 September 2010 Interirn financial period end

18 Novemnber 2010 Intenm results announcement

February 2011 Intenim management statement (Provisional date)
31 March 2011 Financial year end

May 2011 Preliminary results announcernent

Analysis of shareholders®

Institutional investors with a shareholding greater than 0 5m shares 93%
Other (including employees, management and financial institutions with a shareholding less than 0 5m shares) 7%
160%

" Analysis as at 24 May 2010

Auditor

KPMG Audit Plc
8 Sabsbury Square

London

ECAY 8BB

Advisors

Corporate brokers Principal legal adwisors Principal Bankers Registrars

1P Morgan Cazenove Herbert Srrith LLP Lloyds TSB Plc Equinity

20 Moorgate Exchange House 25 Gresham Street Aspect House

Lendon Primrose Street London Spencer Road

EC2RBDA Londen EC2V 7HN Lancing
EC2A 2ZHS West Sussex

UBS Investment Bank BN94 6DA

1 Finsbury Avenue

London

EC2M 2PP

Company information

Company Registration Number 4586941
Registered office
85 Buckingham Gate

Londen
SW1E 6PD
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Other information

Where can you learn more?

View our report online at www QinetiQ com/Investors
The QuinetiQ Annual Report 2010 can be viewed at

www QinetiQ com/Investors along with further useful
sharehelder information and information on the Company,

its performance, the Annual General Meeting and latest
presentations

For more information visit www QinetiQ com
You can access the following

Latest shareholder information
Latest share price
Financial calendar
RNS news feeds
Corporate governance

View archive Information
Results and trading updates
Lompany teports
Company presentations

Learn about shareholder services
Register online
Shareview
Cormmon questions

Give us feedback
Your feedback
Investor contacts

Electronic communication

QuinetiCt has taken full advantage of changes brought about by

the Companies Act 2006 which recognises the growing importance
ef electremic communications and allows companies to provide
documentation and communtcations to shareholders via their
websites {except ta those who have specifically etected to receive

a hardcopy {1 e paper))

The wider use of electrenic communications enables fast receipt
ofdocuments reduces the Company’s printing paper and postal
costs and has a positwe impact onthe environment

Shareholders rmay also cast their vote for the 2010 AGM

online quickly and easily using the Sharevote-service by
using www sharevote co uk

Corporate responsibility
Read nore about our Corporate responsibility policy
at www Qineti com/cr
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