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2.45p

8 9% increase in final
drvidend per share

9.3%

[nCrease n revenue
to £1,150m (2006 £1,052m)

48.6%

Growth in orders to
£1,214m (2006 £817m}

10.4%

Growth in underlying earnings
pershare to 11 3p (2006 10 2p)

31.2%

31 2% (2006 23 6%) of revenue
generated by QinetiQ North Amenca

9.2%

Underhying operating margin
rmproved to 9 2% (2006 8 6%)

£851m

Backlog increased to £851m
(2006 £603m)




QinetiQ is a leading international defence and security technology
company. We develop innovative technology-based solutions and
products and provide technology-rich support services for major
government organisations, such as the UK MOD and the US DoD,
and for commercial customers around the world.

As a leading supplier of defence research to the UK Government,
we have built up significant intellectual capital and expertise.
Over 13,500 employees contribute to our intellectual capital base.
We are known as the people who deliver value from science and
technology, creating solutions that address important problems
faced by business, government and society.

The value of inventive thinking reaches beyond those solutions
themselves. It touches every aspect of our business, from our
talented people and innovative technology to the relationships
we are building to secure our long-term future, at home and
abroad. Ultimately it creates wealth for the Company, its
shareholders and the global economy.
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Cautionary statement

Al statements other than statements of listorical fact included 1n this document, including without hmitation, those regarding the financiaf condition
results operations and businesses of QinetiQ and its strategy plans and objectives and the markets and economies in which it operates are forward
looking statements Such forward-looking statements which reflect management s assumptions made on the basis of information avarlable to it at this
time involve known and unknown nisks, uncertainties and other important factors which could cause the actual results, performance or achievements of
QinetiQ or the markets and economies in which QinetiQ operates to be matenally different from future results performance or achievemnents expressed
or imphed by such forward-looking statements Nothing in this document should be regarded as a profit forecast
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Chairman’s statement

I am delighted to be able to report
that QinetiQ performed strongly

in the year, proving that our
strategy remains effective, our
business model robust and that we
continue to execute well against
both. The Group delivered 9 3%
growth in revenue and a 60 basis
point improvement in underlying
operating margin This resulted in

10 4% growth in underlying earnings

per share to 11 3p and we are
proposing a final dividend of 2 45p
per share, giving a total dividend for
the year of 3.65p per share

Qmeti( s princepal markets in the United Kingdom and North
Amernica continue to provide good opportunities for growth and we
belteve that we are well positioned as an innovative, technology
based solutions prowider to perform strongly in future years

In the UK, the publication by the UK Ministry of Defence of the
Defence Technology Strategy marked a further important step in

the development of UK Government Defence Pohicy, building on

the themes of the Defence Industnat Strategy from 2005 The report
reinforces the importance of technology in meeting the armed
forces’ need for agiity in the face of unpredictable and rapidly
emerging threats and highlights the key focus areas which the

MOD expects to be of most significance in the future QinetiQ1s
identified as a leader in the majonty of these fields Defence budgets
in the UK are expected to grow only modestly in future years

The MOD remains a crucial customer for which we see opportunities
to become an even more important supplier in the years to come,
although growth in the rest of our business will result in the MOD
contnibuting 3 smaller proportion of overall Group revenue

QinetiQ 15 the first major defence company to be born in the 21st
century and has the oppertunity to provide a different offering to

its customers based on meeting thewr real and immediate needs
through a responsive, agile and technologically hterate service based
approach A clear example of this was our success this year in being
appointed preferred bidder for the Defence Training Rationalisation
{DTR) programee through Metnix, our joint venture with Land
Secunities Trilltum

In North Amenca there has been much discussion and debate over
levels of US Government spending on defence and security following
the congressional elections iast year Although we anticipate there
will be major changes in the coming years we continue to see many
opportunities We believe our focus towards technology-rich service
provision should allow us to continue to actueve good growth rates
in this large market place A big part of our growth to date has been
through the execution of our strategy to expand snto the North
Amerncan market and | am pleased with our reported performance
in this market, which has been achieved despite the continued
weakness of the US dollar agatnst sterling Including the expected
contribution from the recently completed acquisitions of Analex
Corporation and ITS Corporation we now have a North American
business with a pro forma turnover in excess of $900m which has
moved us forward substantially towards our mediwm-term goa!

of delivening 50% of Group revenue from this market
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The value of innovation i1s paramount for CinetiQ and we have
continued to make progress on our strategy to develop commercial
apphcations and businesses from the deep intellectual property
reserves we build from solving defence problems at the leading edge
of technology As well as moving some of our later stage product
businesses closer to ach:ieving manstream revenues Fam pleased at
the continued stream of new technologies that have moved into our
business ventures pipeline i the year which wall accelerate the
development of these opporturmities

As | reported last year, we aimed to add to the Board one additional
Non executve Director with US expenence We were pleased to
welcome George Tenet to the Board in October 2006 he brings an
extensive understanding of the working of the US Government as
well as unparalieled knowledge of defence, secunty and intelligence
communities worldwide [n February 2007, Glena Youngkin stood
down from the Board following Carlyle s disposal of their remaining
sharehotding in the Group [ would hike to thank him for the valuable
contribution that he has made to the Croup over the peried he has
served on the Board

My role as Chairman changed from Executive to Non-executive
and | am pleased with the smooth transition of my executive
responsibirties to Graham Love The Board now comprises two
Executive Directors and seven Non-executive Directors, five of
whom are considered to be independent Non-executives
Additionally we are strengthening our management teams to lead
further smprovernents in operations and penetration of target
markets We have now completed our first full year as a pubhic
company and the progress we have made 1s in large part due to the
commitment of our highly skilled people |would like to thank them
for the contribution they have made to the delivery of this year s
performance and fook forward with confidence to further success
in delivering on our strategy 1n the coming year

&)

Sir John Chisholm
Chairman
31 May 2007
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Chief Executive Officer’s review

QinetiQ continued to make good
progress durning the year and delivered
robust financial performance in line
with our expectations. The Group
executed against its strategy and
progressed key contract opportunities
in the year.

Performance overview

Revenue increased 9 3% to £1,149 5m and underlying operating
profit ncreased 16 9% to £106 0m Equally importantly our order
mtake increased 48 6% to £1,214 0m

Net cash inflow from operating actwities of £94 1m (2006 £83 3m)
reflects the investment made 1n growing product businesses such
as TALON® and Tarsier® together with a temparary build in working
capital in the UK defence business across the year end which
reversed early in the new financial year as expected

Underlying earnings per share increased by 10 4% to 11 3p per
ordinary share We propose to increase the final divadend to
shareholders to 2 45p per share, an 8 9% increase over last year,
resulting in a total dwvidend for the year of 3 65p per share

Delivenng against our strategy

Maintain and build existing relattonships

Qinetsis the MOD's second largest UK suppher and the MOD
remains the Group's largest customer accounting for £584 5m
{50 8%) of revenue in FY07 (FYD6 £5958m 56 7%)

Qur services to the MOD include research technology design

and insertion, technical adwice, systems engineening, systems
mntegration, traiming and simulation and test and evaluation

The strength of the working partnership we have with the MOD

ts evidenced through the volume and value of new contracts won

in the year We play key roles on many of the MOD’s most important
programimes and were awarded a three year extension to the
Typhoon/Eurofighter support contract worth up to £53m as well

as securing an important posihon in the next generation Tarans
unmanned air vehucle programme, which will build on our previous
significant research in autonomy and low ebservable systems Qur
role as a key partner for the MOD 1s further reinforced in the wider
MOD research arena where, as this funding 15 increasingly opened
to full competition, we have continued to win more than half of the
research contracts for which we have competed Within the L TPA
our composite performance sconng for the year to March 2007 has
risen to 94 3% (FY06 91 6%) which s an important demonstration
of our continuing focus on customer needs as we move towards
the second five-year term of the LTPA 1n 2008
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Further penetrate established defence markets

Our strategy has been to use our strong position in research and
adwisory services as a platform to expand into technology supply
and further large scale services contracts We have seen strong
cantinued growth of 11 4% in orders and 7 6% 1n revenue in
Technology Supply with the contract to supply the command and
control system for the MOD s CUTLASS robotics programme to
Remotec UK an example of research work being publed through into
product supply Qur proven track record in delvening large scale,
technology led managed services programmes to the MOD has been
a valuable contributor in our successful bid for the Defence Tramning
Rationalisation {DTR) programme We continue to work with the
MOD to agree the final scope of DTR and progress through to
financial close Additionally we reached financial close on the
20-year Combined Aerrat Target System (CATS} enhancing the
service currently provided under the LTPA

We believe that many of the services that we prowide within the

UK also can be delivered m other overseas locations To fachtale this
focus on building out into defence markets outside the UK and the
US we have established a new Europe, Middle East and Australasia
(EMEA) region and are pleased that Chve Richardson has joined from
BAE Systems to lead this part of our business The EMEA region,
which comprises all of our existing non-US operations, except for
our Ventures actvibies, will use our well established UK platform to
develop the provision of these services globally

Apply our technologies to commeraial markets

Our Ventures team is focused on identifying and developing QinetiQ
technologses for which significant potential commercial markets
exist and growing these opportumties into profitable businesses

At any grven time we expect to have a portfolio of up to 20 such
fledghng businesses in various stages of development A festure of
all our Ventures is that we are introducing new technology and this
means that there are often changes required to customer systems
and processes, which has contnbuted to slower growth than was
onginally anticepated For example, Tarsier® has progressed during
the year with the Vancouver system now operatianally Iive {the Duba
installatson 1n planming, and tna! systemns being installed at Heathrow
and Providence, Rhode Island As a result of customer feedback, we
are incorporating a camera system alongside the Tarsier® unit which
should, we beheve, enhance future order flow Across the wider
Ventures portfolio a variety of routes to accelerate value creation
continue to be explored, with a drive to inject more management
and financial resource, and to find valuable partness to help take
products to market

In addition to the Ventures portfolio we continue to win business
n adjacent commercaial markets for our services and products
Revenue 1n our Secunity & Dual Use sector grew by 5 9% {excluding
the smpact of non-recurring Liquid Crystal Display (LCD} reveniues in
2006} driven by new revenues such as the optical foot measunng
gauge developed and sold te Clarks, the shoe retarler

Strengthen our North Amencan presence

Qinetid North Amenica (QNA} delivered underlying organic revenue
growth of 14 2% in the year In particular, we have seen high
demand for the TALON® robot and associated spares with now aver
1 000 units shipped Order flow for TALON® continues to be strong
with a further $26m order confirmed tn April 2007 We believe that
our grawth opportunities in North Amenica remain robust as we are
positioned tn the technology-rich end of the services market with
strong customer relationships Our IT services business is proving
resikent in the face of US Government budget pressures due to the
technical differentiators we offer and the long standing customer
relationships we hold with defence and security agencies During
the year we made significant progress in building the QNA
management team to drive the development of an integrated
QenetiQ business sn North Amenca with the recrutment of Duane
Andrews as CEO of the North American business Duane brings
extensive experience to our QNA management team through both
hus industry expenence and his extensive knowledge of the US
Government defence procurement process

The acquisitions announced during the year of Ocean Systems
Engineering Corporation (OSEC), Analex and ITS have established

a business with aver 5,000 employees and pro ferma turnover in
excess of $900m last year, which we beheve 15 a significant platform
from which we can delwer new, larger revenue opportunities By
integrating our US businesses and exploiting synergies with our UK
capabilities we are already seeing increased successin addressing
targer US programmes than was previously possible For example,
Analex has taken us into important new terntory with its focuson
mission critical software and systems engineering, which wall form
the basis of a new business stream, Mission Sclutions

Acquire strong companies

We continually evaluate a substantial pipeline of acquasition
opportunities globally and aim to continue enhanaing our
capabilities and geographic reach through selective acquisitions
at reasonable prices

Pecple

Our most tmportant asset is our people and the successful delwery
of all aspects of our strategy is dependent on the high level of
commitment and professionalism which they consistently show
We thank and congratulate all our staff on their success in
delwering another year of strong performance for the Group

We continually review the development opportunities open to
staff, and invest in new programmes where appropriate We have,
for example recently taunched the Competing to Win" intensive
trateng programme designed to help our key contnbutors
become even more effective in leading and winming major new
business opportunities

We also keep remuneration and benefit packages under constant
review and have used our Iisting on the public markets to introduce
competitive reward structures, including equity based incentives
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Chief Executive Officer’s review continued

Future prospects
Going forward our strategy remains consistent with previous plans,
and the focus 1s on execution

In the UK defence market we believe that the rapidly changing
needs of our defence and secunty forces can only be met by the
kind of agile and innovatwe technological serices in which QinetsQ
speaalises In the short to medwm term the effect on revenues of
the introduction of competition into the MOD Research funding
wiil cloud the overali benefit from continued growth in Technology
Supply Demand for our consultancy and adwisory services to the
MOD remains robust, and we are developing an important new
business in systems engineering and integration We look forward
to entering the second five year peniod of the 25-year LTPA with
confidence Sigruficant incremental growth in the UK defence
managed service business will be driven from the expected financial
close of both packages of DTR in late 2008/early 2009

tn North Amernica our positiorung as a technology-rich prowider
across a wide and deep customer base provides us with the platform
to continue to grow at rates above the overall increases predicted

in US DoD budgets in the medium term Additionally, the high end
nature of our service offerings will provide us with a significant
degree of insulation from the impact of future US Government
budget pressures

Commeraal markets for services and products for our Ventures
businesses present a tremendous opportunity for the Group We
aim to grow these businesses into profitable contnbutors to the
Group and to seek external partners and funders to support their
development as appropnate

We look farward to the coming year wath confidence that our robust
business model, the quality and commutment of our people and the
strength and depth of our customer relatwonships provide us with

a platform for continued growth i our core defence and security
markets, together with increasing success i taking our technology
arkets of global sigmificance

Graham Love
Chief Executive Officer
31 May 2007

Five year summary

Revenue (Em)

Undertying operating
profit (Em

Employees at 31 March
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Our strategy

QinetiQ’s strategy is to build on our pivotal position in UK defence
to provide ever broader and more valuable technology-based
solutions to our MOD customers, to develop our US business

from the excellent platform we have created, and to exploit our
technology into selected other defence and commercial markets
where the opportunity exists to build a substantial business.

Our growth depends on making sure our technology solutions
meet customer needs. This report highlights how we are achieving
our growth strategy by focusing on some key areas — creative
applications, long-term partnerships, talented people, remote
controlled technologies, collaboration and sustainable solutions.

Our investment for growth is focused on five priorities. To:

Further penetrate established Maintain and build

defence markets existing relationships

by responding to changing by understanding

defence requirements and and responding to

supplying our technology to our customers’ needs,

defence pnme contractors particularly in defence
Apply our

technologies to
commercial markets
especially in the secunty,
avil aviation and space
markets and through new
venture creation

Acquire strong Strengthen our North
companies American presence

to complement our by leveraging our scale
own capabilities and and capabiltties to
build more valuable broaden and deepen

businesses customer relationships
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Technologies
that transform

Our background in defence research

allows us to provide our customers with
technology that is beyond the reach of
most commercial orgamisations. By applying
technology we’ve already researched and
developed to new areas, we create solutions
that solve difficult problems Our customers
access leading-edge technologies while we
optimise the brilliant solutions we develop

High flying technology

LAST® Armor protecting people

$10 million
sub contract

Providing our US armour expertise to the
UK MOD by giving Mashiff Protected Patrol
Vehicles further protection, we are helping
to safeguard a generation of military
personnel LAST* Armor uses a clever high
strength Velcro® to provide quick and easy
application

The solar-powered wings of Zephyr®

our unmanned aerial vehicle, are

so hight the aircraft 1s designed to

fly at hugh altitudes for months

This will revoluttonise real-time data
communications and persistent
observation, making tt useful for a range
of military and humanitanan purposes




So simple, so smart

Our Omni-ID™ tagging solution pushes the
boundanes of radic frequency identification
(RFID) technology Using an RFID structure
that works anywhere, it makes momtoring
assets simpler and brings mass market
product taggeng one step closer

99.99% accurate
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Managing complex

L ]

p rOJ ects We have an impressive track record for
managing technology-rich, complex long-term
projects for a wide range of customers, particularly
the MOD Our customers trust us to look after
their interests and use technology to improve their
performance and productivity. We work hard to
build and maintain these valuable relationships
which allow our customers to concentrate on
cnitical areas of their business and help us build
lasting revenue streams.

Delwvening peace of mind to the MOD

We provide testing, evaluation and training
to the MOD to help it establish the safe
operationa) performance of defence
platforms and weapons through a 25-year
Long-Term Partnenng Agreement

Flight control system

Our experts provide
techmcal advice to the
MOD on the flight control
system of the aircraft




Growing business with customers

We continue our work with the US
Treasury Department under a two-
year contract supporting the Internal
Revenue Service {IRS) with IT operations

and maintenance services, including the

redesign of the chief counsel's intranet
This follow-on contract 15 the latest

i a fong-term relationship with the
Department spanning eight years

Human factors

Supporting the MOD to deliver
crew protection and performance,
ncluding venfication and testing
of the Asrcrew Equipment
Assemblies life support and crew
escape systems in partnership
with BAE Systems

£308m contract
over 20 years

Safety

Decisions on the safe
operation of the arcraft
are made using the unique
knowledge and expenience
provided by the Qineti(
support team

Secured revenue

Our expenience of aerial target
programmes led to a 20-year contract
with the MOD to supply a Combined
Aenal Targets Service (CATS) The service
will meet all of the MOD's aenal target
requtrements worldwide

We have supported the MOD in
the evolution of the Eurofighter
Typhoon since its conception
20 years ago, using our skills in
a number of areas.
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The world’s best

L J
m I n d We recruit and retain some of the world’s best minds.
Each new company we acquire adds to this pool of
talent. We provide an environment in which expertise
can flourish by putting together teams bimming with
scientific and intellectual talent They relish the challenge
of finding imaginative ways to resolve the important

problems facing our customers.

tapping into
30 years of
experience

Dave Griffin

Bnght nunds, balliant solutions

Employees from across QinetiQ worked
together to design the next generation of
bomb disposal robsots in the MOD CUTLASS
programme They are now supporting the
production of the vehicles, which will be used
for anti-terrorism operations worldwide

The project drew on knowledge and expenence
ganed through 30 years of research and
development in robotics

Left Peter Horsted, CUTLASS Programme Manager
Right Jane Phillips, Business Development Manager

Senior Fhight Control Engineer Dave Gniffin
of Analex plays a pivotal role in analysing
NASA's Launch Service Program Known for
his versatility and dedication to excellence,
Dave's expertise helps solve hughly complex
problems like the Deita (| Heavy flight
anomaly Stnce we acquired Analex, he's
now a valuable addition to our team




Elaine Baxter

Our employees regularly win awards for

the advances they make in their fields

Like Elaine Baxter, from our space division,
recently recognised in the Institute of Physics
Early Career Woman Physicist of the Year
award, for her cutstanding achievements
with our TopSat micro-satellite

Left Elaine Baxter, TopSat
Operations Manager
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At the forefront
of innovation

Over many years we have built a reputation

as an intellectual powerhouse in remote
controlled technologies. We have developed
unmanned vehicles for use on land, at sea

and in the air Our defence customers benefit
from this expertise, allowing their personnel

to undertake dangerous work from a safe
distance. Increasingly we are helping our
commeraal customers see ways to exploit the
potential of these technologies in new settings.

Quick thinking

In just 11 months our experts adapted
REMUS, an unmanned above water vehicle,
to meet an urgent operational requirement
from the MOD Designed to clear mines in the
shallow waters of the Umm Qasr waterway in
Iraq, the vehicle has now been accepted into
general service by the Royal Navy




Seeing clearly underwater

Our synthetic aperture sonar
enables Bluefin unmanned
underwater vehicles to provide
high resolution sea bed images
n a system that delivers mine
countermeasures to the US Navy

high resolution
survey data

B8nnging together technologies

in a major co-investment programme
with other defence industry experts,
CQinetiQ s developing communications
and autonomy for a world-class
unmanned aenal vehicle technology
demonstrator Project Tararus, ted by
BAE Systems, will show how integrated
systems can deliver battle-winning
capabilities to the MOD

The future of autonomous flight
QinetiQ recently delivered a wortd
first, with a successful demonstration
of a single pilot fiying his aircraft,
while simultaneously controlling
four unmanned aenal vehicles This
waork for the MOD demonstrates that
autonomous vehicles are a realistic
option for future aeronautscal
operations
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WO r k i n g i n Working in partnership is fundamental to the way
we do business Building and maintaining strong
. relationships in the UK and North America is vital to
p a rt n e rS h I p understanding and meeting our customers’ needs
When we work on collaborative projects, we combine
our skills and technologies with other companies
—large and small. We provide a link between the
academic and commeraial worlds, bridging the gap
between research and reality.

Putting collaboration to the test

Working with Carson Helicopters to modify

its helicapter blades, our engineers carnied out

a test programme to examine aircraft handling,
performance and vibration characteristics Early
results on a Sea King flight showed significant
performance improvements This s thought to

be the most sigmificant modificatron made to a
helicopter in the UK by a nen aircraft manufacturer

tests show 2,000Ib
increase in hover
capability




Worlking with teading minds

We work with several partner
universiies, taking an active role in
furthening research and development
to push the boundaries of saence

developi ng #Asa result, we're able to capitalise on

the innovations that come out of our

young talent cotlective research and devetopment

Pressing the advantage

QinetiQ 1s working with Advantage West
Mudlands on a new mutti-millien pound
project to help businesses develop and
integrate innovative solutions using
advanced sensor technologies
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Tackling society’s
biggest problems

Our technologies are helping to deal with
some of the biggest problems facing society,
like chmate change Increasingly, we help
customers to improve their environmental
performance, and evaluate and develop new
energy and transport technologies.

Cleaning up ships Studies for the future

We are installing a pyrolysis unit We conducted a study on marine

on HMS Ocean to enable the thermal noise for the Scottish Executive as part
destruction of all mixed waste streams, of its Strategic Environmental Assessment
generating lower enussions than of marine renewable energy devices
conventional incineration This wall {wave and tvdal) off the coast of Scotland
help the Royal Navy to meet its The findings helped the customer
environmental obligations to make an informed choice about

technology development




Fuelling the future

Qineti has been investigating the

key issues affecting the environment
and sustainabibity of the UK military’s
use of fuels by looking at future and
alternative fuels This will atso involve
a demonstration of a military vehicle
running on biodiesel denved from used
cooking o4l

Cleanng our skies

We are a major participant in the UK
Integrated Wing research project led
by Airbus This project will make an
important contnbution to airhnes
meeting targets for reduced fuel burn
and CO, emussions by 2020

Supporting renewable energy

We have successfully icensed our
ZephIR® laser anemometer technology
to Natural Power, a leading consultant
to the international renewable energy
industry The agreement allows the
company to manufacture and market
Qinet1Q’s laser anemometer technology
in the wind energy market.
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Business review
Market review

QinetiQ’s primary markets are in
defence and security. We deploy
our broad and distinctive technical
capabilities at the leading edge of
future systems design to support
today’s armed forces and
intelhgence communities. Our
principal customers include the
MOD, DoD, UK and US security

agencies and the major contractors

who serve these organisations.

QinetiQ also services a
growing number of niche civil
market sectors by exploiting
technology and capabilities
originally developed for our
defence customers

UK defence

UK defence spending 1s expected to remain broadly flat in real terms
in the near future The UK defence budget will, like other areas of
Government spending, be subject to review In the context of the
2007 Comprehensive Spending Review due to finish i the Autumn
We anticipate that the MOD will respond to the change in threats it
faces and budgetary pressures by focusing less on large scale new
platform development in favour of upgrading existing platforms
The focus of these upgrades 1s on improving agiity, flexibility and
interoperabibity of UK forces to ensure they are equipped for rapid
global deployment alongside other international alhes

The Defence Industrial Strategy white paper published by the
MOD in December 2005, recogmised the importance of the
defence industry in meeting evolving needs, including whole life
management of defence equipment, support and service provision
Implementation of the DiS duning the last 12 months has clarified
the MOD's intent to increase the openness of equipment supply
chains to promote innovation and technolegy insertion, with
greater emphasis on managing a system of systems’ architecture
throughout the life of major platforms Quneti(d 1s well placed to
benefit from this focus, both in the defence supply chain as a
technology partrer to the onginal equipment manufacturers and
as a trusted provider of systems engingenng expenence and
technology test and evaluation advice to the MOD

The publication of the UK Defence Technology Strategy in

October 2006 set out the vital importance of defence research

in the provision of defence capability in current and future
operations The detad of this publication provided insight into the
UK Government’s military technalogy prionities and how to respond
effectively to these The Government's concern about the need for
appropniate sovereignty confirms the strategic importance of
QinetiQ's capabities

The MOD continues to infroduce competiion into its research
programme QinetiQ's level of assured research work from the
MOD dropped again this year, as expected, and the programme
will be fully open to competition in 2008 The Company has an
excellent track record of winning work i competition and the
overall impact to date of the introduction of competition 1s much
as anbicipated QinetrQ’s extensive network within universities
and SMEs positions the Group to meet the MOD's desire to draw
knowledge and technology from the wider science base in
delivening research programmes

The MOD continues to utise cutsouraing, partnening and managed
services arrangements to deliver improved defence services in
support of the front ine QuinetiQ s posttion as preferred bidder

and provisional preferred brdder for the two UK Defence Traiming
Rationalisation (DTR) programmes provides the opportunity for
significant growth of our technology enabled managed services
operation building on the existing 25 year Long-Term Partnering
Agreement (LTPA) commenced in 2003 and the smaller Combined
Aenal Target Service {CATS} contract won in 2006
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US defence

The U5 budget for fiscal year 2008 includes $481 billion for the
Department of Defense and over $140 billion to support the "Global
War on Terror Addressable DoD budgets are expected to grow by
3-4% per year from fiscal year 2008 to 2012 QinetQ 15 well
positioned to benefit from Congress’ reluctance to support farge,
expensive programmes in favour of current ground force fighting
needs in Iraq and Afgharustan DaD spending trends are strongly in
favour of technology development for new missions and expanded
professional services opportunities

There are several drivers of demand for QGinetiQ North Amenca's
services ncluding

- The White House performance management agenda increases
emphasis on improved performance through leveraging
competitive sourcing

Dechmng federal workforce due to hugh rates of retirement and
attrition necessitates obtaining expertise from outside contractors

- Continued pverseas military deployments create increased
demand for techmcal support to military personnet

- The mave lowards multi-year flexible cantracting arrangements
to meet evolving agency requirements QietiQ has improved its
position through the acquisition of selected compames with a
wide portfolio of flexible contract vehicles in place

The federal IT services market has been subject to pressures in
the basic management services and similar commodity services
QinetiQ’s offerings in this market are highty technical and rely on
excellent customer relationships and a strong cadre of security-
cleared employees The business 1s well placed within the more
robust, lugh end of this market place

Trend/forecast in UK defence spending  Trend/forecast in US defence spending

UK defence budget £ I Tgng
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Secunty and counter terrorssm

Governments across the world have increased their spending on
homeland secunty, intelligence and counter-terrorism as a reaction
to the emergence of new, rapidly evolving loca! and global threats

There 15 a growing focus on heightened security in public
spaces such as farge events and public transport There 15 also

a large commercial market, in particutar for IT secunty Much of
the demand will be satisfied through the effective use of hugh
technology solutions and intelligence services

Within the UK the 2012 Olympics 15 likely to boost demand for
secunty products and services In the US QinetiQ has acquired the
businesses of Analex and ITS 1o complement the existing securnty
services provided by the North Amernican operations and build on
extsting relationships within the intelligence community

Other international markets

QunetiQ provides services across other EMEA defence markets,
principally from its UK operational bases These markets are
experiencing similar pressures to those affecting QinetiQ's core
UK and US markets QinetiQ's technology provides cost savings
and innovative performance enhancements The success of
technologies such as TALON® robots and Shark® electroric
survellance gives credibility to QunetiQ's offerings, and our
experience in operating efficent test and evaluation capability in
the UK s gaiming international attention As these markets mature
and their local manufacturing capabilities improve there will be a
greater need for the techmical consulting support and testing
services offered by QmnetiQ
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Business review continued
Principal risks and uncertainties

The Group's operations are
exposed to a number of risks
and uncertainties, the principal
of which are described below.

Market competition

The defence and security markets are highly competitive The
Group places great importance on the capabilities of its staff and
therr track record for delvvering innovative solutions to complex
customer requirements CinetiQ's expertise and capabidities provide
a compelling proposition for customers, which 1s a significant
advantage far the Group in competitive bidding In addition
QinetiQ's fong standing relationships withits customers, coupled
with the investment made to sustain and enhance these, provides
GinettQ with a deep understanding of its customers’ needs and how
{0 respond to them

Significant proportion of revenue is derrved from the

US and UK Governments

83% of revenue 1s derived from contracts with the US and UK
Governments This revenue 15 spread over many government
agencies including the indwidual armed forces that compnise the
MOD and DoD, together with other non-mulitary agencies such as
the US Department of Homeland Secunty, NASA, other secunty and
intelligence agencies and the UK Highways Agency Within these
agencies there are typically many distinct customner refationships
and contracts which prowide further mitigation of any dependence
on a single custorner With the exception of the LTPA no single UK
contract or US task order with any part of the UK or LS Governments
15 individually matenal {o the Group Qineti) monitors and directly
discusses customer satisfaction to ensure excellent performance
with key customers The Group s increasing number of US and UK
Government orders reflects the Group's continued good relations
with these customers

Dependence on governmental defence and secunty

spending levels

A reductton in UK and US Government defence and secunty
spending could adversely rmpact the Group Current UK and US
defence and secunty spending forecasts do not indicate budget
reductions but the focus of spending within the budgets will change
to meet emerging needs The asymmetric nature of modern warfare
and current tugh threat level from terrorism have resutted in
increasing expenditure on capabihties that QinetiQ offers QinetiQ
15 positioned in important focus areas of defence and secunty
spending per the MOD Defence Industnal Strategy, MOD Defence
Technology Strategy and DoD Quadrennial Defence Review The
Group will continue to review trends in defence and secunty
expenditure in order to align the business wath those trends

QunetiQ's broad reach across the defence spectrum ensures that
any single delay or cancellation of a new or replacement defence
platformn the UK or US defence budgets would not matenally
impact the Group As a technology specialist, Caneti( 15 well
posttioned {o benefit from any delay or cancellation as this will
often lead to the requirement for technology insertion and upgrades
to extend an existing platform’s operational iifespan

The regulatory environment may adversely change

The Group's operations deal with sensitive defence and security
technologies and revenue generation could be affected by changes
in the geographical markets in which it can operate, or restrictions
on technology transfer The majority of revenue 15 derved from
domestic sales of services and products within the UK and US and

15 therefore largely unaffected by export controls and other such
restrictions (inetiQ's abrity to export outside of these junsdictions
15 subject to export controls and other regulations and significant
changes in the regulatory environment may limut GinetiQ's ability to
expand into other export markets The Group has formal procedures
in place to ensure that it meets all current export regulations

Significant change 1n demand from current campaigns in

iraq and Afghanistan

QinetiQ's overall performance in recent years has not been
significantly reliant on the current alled operations in Irag and
Afghanistan While individual operating units, such as QNA's
Technology business, have expenenced fugh levels of demand for
products such as the TALON® robot to help counter the threat of
improvised Explosive Devices (IEDs) other parts of the business have
been subject to budgetary pressures such as services to improve the
efficiency of government processes In the event of a reduction in
the level of operalions in trag and Afghanisian it is expected that
such expenditure will resyme

Opening of MOD research market to competition

As the MOD opens Hs research programme to competition,

the proportion of MOD research orders the Group receives on a
non-competed bases is decreasing By Apnl 2008 all of the elements
of the research programme available to industry will be let on a
competed basis QunetiQ continues to win in excess of 50% of MOD
research bids for which it competes, but expects its MOD research
revenue to continue to decline over the next two to three years as
existing contracts expire As the MOD research programmes have
been opened to competition the Group has made good progress in
growng mto the technology supply markets To date the reduction
n MOD research revenue has been broadly offset by growth in
technelogy supply and this trend is expected to continue
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Rehance on single large contract

In the current year the LTPA directly contributed 15% of Group
revenue and supported a further 8 2% through tasking services
using LTPA managed faciities These percenfages are falling as

the Group grows The Group continues to achieve high customer
performance and satisfaction ratings, mainta:n excellent relations
with the customer and anticipates that the contract will continue to
run for the full duration of its titial 25-year term through to 2028
The fisst break point in the contract 15 2013 Qunetid's performance
is regularly momitored across a number of key performance
indicators QinetrQ achieved a weighted performance rating of 94%
for the year ended 31 March 2007 and earned a performance bonus
on this contract The loss, cancellation or termenation of this
contract would have a matenal adverse tmpact on the Group's
future reparted performance

Acquired businesses fail to perform as expected

CunetiQ has grown its North Amenican business both organically
and through acquisitions Detatled processes exist to conduct
appropriate due dihigence and integration plannung to ensure the
business 1s a rabust and well managed concern The Group focuses
on acquiring well established compames where the management
and business have demonstrated a strong track record of delvery
There s a nsk with any acquisition programme that an acquisition
may not perform as expected once under new ownershipand a
sigruficant downtuen in the post acquisition performance of one
or more of the acquired businesses could have a matenal adverse
impact on the Group’s trading performance

Defence Training Rationalisation (DTR) programme

is not brought to financial ctose

in January 2007, Metrix, the Group's joint venture with Land
Secunities Tnihum was confirmed as the preferred bidder for
Package 1 and the provisional preferred bidder for Package 2 for

the proposed 25 year DTR contract {o outsource techmcal training
for the UK Armed Forces Currently the Group s working with the
MOD to address the customer’s affordabihty 1ssues on Package 2
and to refine the final scope for both packages as the next stage in
moving to financial close The Group antraipates that financial dose
will occur no earbier than late 2008/early 2009 DTR1s expected

to generate a significant level of revenue and profit once it 15
operational There s a nsk that the MOD may matersally change the
final scope or delay or cancel the implementation of the programme,
which would have a significant affect on the future expected
growth of the Group Additionally, were finanaial close not to be
reached on the DTR contract, the bid costs incurred, since preferred
bidder status was achieved would need to be expensed through the
income statement

Volatility in foreign exchange rates

The Group 15 exposed to volatility in foreign exchange rates due

to its international operations The Group has himited transactional
foreign exchange exposure as most of its revenues and related
costs anse in the same currencies, prinapatly sterhing and US dollars
The Group hedges all significant transactional foreign exchange
exposure Foregn currency income statement and balance sheet
translation nsks are not fully hedged Qineti(k North Amenca
represents more than 30% of Group revenue and profit and a one
cent movement in the dollar exchange rate has an approximate
£2mimpact on revenue and £0 2m on operating profit US
acquisitions have been funded through US dollar borrowings thus
partially mitigating the economc risk as US dolar earnings are
used to service and repay US dollar denominated indebiedness

Defined benefit pension scheme deficit may increase

The Group s defined benefi{ pension scheme valuation s subject

to market changes beyond the control of Quneti(} Actual returns
achieved on assets may be lower than expected inflation could

be higher than expected and Iife expectancy may rise faster than
expected All these factors could contribute to the reported defiat
increasing significantly beyond the current level The Group has
made considerable additional contributions to the scheme in
previcus years to reduce the funding defiat over the long term
Scheme member contrnibutions have also been increased The Group
has taken these actions in conjunction with the scheme trustees
and continues to mantain an achive dialogue with the trustees to
seek to manage and contain the magnitude and volatility of the
pension scheme deficit and s impact on the reported performance
of the Group

The realisation of intellectual property value may be delayed

The funded research and development work the Group undertakes
far defence customers creates inteflectual property that the

Group retains and can vtilise for commeraial appheations Where
opportunities exsst the Group may seek to realise the value of the
ntellectual property through licence sales, development of new
business streams or creation of spin-out ventures The uncertainty
that exists over new technologies and markets may result in delays
or fallure to realise value from intellectual property The Group only
invests in the development of intellectual property where it believes
there 15 a substantiat and realistic market opportunity for the
technology and it undertakes a portfolio approach recognising

that not all investments will be successful The performance of
intellectual property reahsation programmes is actively monstored
{o increase support for successful prospects and reduce expenditure
where realisation appears less hikely
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Business review continued
Key performance indicators

To assess Group performance the Board uses a range of key performance indicators (KPIs) comprising both financial and non-financial

metrics including

KPt

2007

2006

Comment

Organic revenue growth

23%

23%

The rate of organtc growth in revenue

Proportion of revenue generated
n North Amenca

312%

236%

The Group aims to generate 50% of its revenue in the medium
term from North America, through a combination of erganic
growth and acquisitions Organic growth in North Amenican
revenue was 14 2% in the year

Book to bill ratio

121

091

The ratio of orders to revenue to identify the rate of prospective
growth in the bustness LTPA revenue is excluded from this
calculation as no annuat order is associated with this revenue
The Group aims to achieve an average of at least 1 1 1 over the
mediem term

Backlog

£8509m

£608 4m

The value of contractually funded future orders {excluding the
LTPA} providing visibifity over future revenues

Underlying operating profit margm

92%

836%

The percentage return on revenue achieved based on underlying
aperating profit The Group is targeting an underlying operating
margin of 10 4% in the medium term

Underlying eamings per share growth

104%

163%

The rate at which underlying earmings per share increased over
the prior year expressed as a percentage The entry point for
Long-Term incentives provided under the Qinetik Share Option
Scheme equates to an average EPS growth rate of 7% per annum
with full vesting achieved if the EPS growth rate equates to an
average rate of 15% per annum

Total shareholder return

(23)%

nla

The measure of total shareholder value creation {including
dwidends) each year expressed as a percentage of the value
of the share price at the beginning of the year

Operating cash conversion

56%

B4%

The percentage of underlying operating profit converted into
underhying operating cash flow (after capital expenditure}
The Group targets an underlying operating cash conversion
rate of 80%

Health and safety of employees

385

Expressed as the number of RIDDOR (Reporting of Injuries,
Diseases & Dangerous Occurrences) events in the UK in any
period per 1 000 people Our target 1s to remain below the
industnal average for all industnies which was 5 63 for 2006
The average for Public Administration & Defence compantes
was 13 431n 2006

Staff attrition rate

58%

UK staff turnover {excluding redundancies) measured as the
number of resignations expressed as a percentage of total
headcount per annum
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Group trading performance

Group summary

all figures in £ mullion 2007 2006 2005
Orders 1,214 0 8167 6683
Revenue 1,1495 10517 8559
Underlying EBITDAR 1405 1245 1043
Underlying operating profitt? 1060 907 652
Underlymg operatngmargn. ~ 92%  B6%  76%
Business divestments and

nvestment impawment ... 48 - 171
Lnl_n&erlylﬁng profit beforeia)g" 940 801 582
Net debt 3008 2330 1766
Backlog™ 8509 608 4 5720
Underlying effective tax rate 21% 23% 16%
Underlying earmings per share 113p 102p 88p
Dwdend per share 365p 225p nd

1 Underlying £BITDA excluding IPO related items (2006) and
restructuring {2005}

@ Excluding remaiming £4 8bn (2006 £50bn 2005 £5 2bn) i respect
of LTPA contract

B Undestying operating profit 1s operating profit befare acquisition
amortisation 1PO related iterns (2006 and restructuning (2005)

“ Excluding business divestments investment impairment, disposal of
non-current assets, acguisition amortisation PO related items (2006) and
restructunng {2005)

In February 2007 QinetiQ announced that it planned to create, from
1 Apnil 2007, an EMEA {Europe, Middle East and Australasia) region
to develop the Group’s provision of its existing UK services globally
The EMEA region comprises all of the Group's operations with the
exception of QinetiQ North Armerica and Ventures actvities In order
todentify the results covered by the EMEA region and to prowide
greater clanty on the development of commercial businesses from
the defence technology base, the operating results of Ventures have
been sphit out from wiathin Security & Dual Use in the analysis below

Revenue

olf figioes i | aullion 2007 2006 2005
Defence & Technology 6579 6696 6649
Secunity & Dual Use . 1214 1276 1159
EMEA 7793 7972 7808
QinetiQ North Amernica 3582 2484 701
Ventures B L1120 61 50
Total 1,149.5 1,051 7 8559

Group revenue increased 9 3% to £1,149 Sm due pnmanly to
acquisitions and organic growth in ONA_ The overall level of
organic growth in revenue in constant currency terms was 2 3%
{2006 2 3%} The acquisitions of OSEC {May 2006} and Analex
{March 2007} and the first time full year contnbutions from Apogen
{September 2005) and PS! (September 2005) were complemented
by organic grawth in particular from Technology Supply (7 6%)
within Defence & Technology (D&1) and from QNA (14%) at

constant rates of exchange These increases tn revenue more than
offset the lower than antiapated reductions in MOD Research

{8 4%), the non- recurrence of LCD patent royalty income in S&DU
{£13m) and the effect of the weakeming US doliar on the translation
of the resutts of ONA (£28 9m compared to the tevel that would
have been reported on a constant currency bas:s)

Orders

oll figures in § million 2007 2006 2005
Defence & Technology 6508 4207 4726
Security & Dual Use o 1329 (1583 1247
EMEA 7837 5790 5973
Chineti North America 4160 2279 679
Ventures ) 143 98 R
Total 1,214 0 B167 668 2
Backlog

all fiqures in £ riethon 1007 2006 2005
Defence & Technotogy® 5200 366 6 4100
Secunty & Dual Use 1126 1081 934
EMEA 6326 ara7 5034
Qineti North America 2107 1292 686
Ventures R } 76 a5 -
Total 8509 608 4 5720

U Excluding remaiming £4 8bn (2006 £5 Obn, 2005 £5 2Zbn} in respect of
LTPA contract

Orders have increased by 49% to £1 214 Om with strong
performance from all sectors of the Group A 55% increase in orders
was delivered within D&T, wath the finalisation of the 20-year CATS
contract (£104m) and the Typhoon support three year contract
extension (£53my) particularly notable The confinued high levels

of funding for TALON® robots and robust funding for SETA work,
together with the benefit of acquisitions in the prior and current
year, has increased order levels in QNA by 97% in constant

currency terms

The Group s strong orders performance has resulted in a book to
bill ratio {excluding the LTPA}of 1 2 1 (2006 09 1)

Backlog increased by 40% from £608 4m to close at £850 9m

LTPA backiog at 31 March 2007 stood at £4 8bn {2006 £5 0bn)
The increase was primarly in DT where the CATS contract added
£104m to backlog and in North America where backlog has nsen
in all operating units There has also been an additional £44 6m
of backlog added from the acquisitions of Analex and QSEC
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Group trading performance continued

Undertying operating profit

afl figures 10 £ mifion 2007 2006 2005
Defence & Technology 581 565 513
Secunty & Dual Use 139 172 159
EMEA 730 737 672
QinetiQ North America 399 245 80
Ventures 69) {75) {10 0)
Total 106 0 907 652
Underlying operating profit margin 92% 86% 76%

Underlying operating profit has increased by 17% to £106 Om due
to the benefit of the acquisitions noted above, organic growth in
QNA and margin improvements within underlying operations,
despite the impact of the weakemng US dollar on the translation
of ONA operating profits On a constant currency basis, using the
average rate for the prior year QNA would have contnbuted an
additronal £2 9m of operating profit Underlying operating profit
includes charges for UK rationahsation of £8 Om (2006 £94m}

Underlying operating margin has improved in the year by 60 basis
ponts to 9 2% {2006 8 6%), drnven by further improvernents in
existing business performance and benefiting from the increased
contnbuton from QNA whose operations are typically higher
margin than the EMEA businesses

Finance costs

Net finance costs increased by £1 4m to £12 Om (2006 £106m
before IPC related MOD indemnity income) due to the increase in
acquisition related debt partly offset by the proceeds from the

PO in February 2006 and the prior year redemption of high cost
preference shares The interest cover ratio, measured as underlying
EBITDA net finance costs was 11 7 trmes (2006 11 7 ttmes before
IPO related MOD indemnity income)

Profit before tax

Profit before tax, non-recurnng items, disposals and acqutsition
amortisation increased by 17% from £80 1mto £94 0m The
growth included the benefit of the acquisitions in the year of OSEC
and Analex and a full year of trading results for Apogen, PS5l and
Verhgert The acquesitions made i the current year contributed

£1 6m of profit before tax and the full year effect of acquisitions
made tn the prior year contributed an incremental £4 5m of profit
before tax to the current year

Tax

The effective tax rate was 23% (2006 17%) The underlying effective
tax rate for the year s 21% compared to 23% in the pnor year The
Group’s effective rate continues to be below the statutory rates in
the UK pnmarily due to the benefit of research and development
relief The US effective rate is a little above the US statutory rate due
to the US State tax mux The effective rate 15 expected to nse as an
increasing proportion of taxable profits anse in the US Thus more
than offsets the benefits from the March 2007 UK Budget which
further enhanced research and development rehef and reduced the
UK corporation tax rate to 28% from April 2008

Profit for the year

The underlying performance of the Group, after allowing for non-
recurring events and amortisation of acquired intangible assets, 15
shown below

off fiqures in £ miliion 2007 2006
Profit for the year 690 604
Minority interest i - (23)
Profit for the year attributable to equity

shareholders of the parent company 690 581
IPO related items - 42
Gain on business divestrents

and unreahsed impairment of tnvestment {4 6} -
Profit on disposal of non-current assets 33) (89)
Amortisation of intangible

assets ansing from acquisitions 126 123
Tax impact of items above 04 07
Brought forward tax losses utilised i - {54)
Underdying profit for the year attnbutable to

equity shareholders of the parent company 741 596

Non-recurnng items that have been excluded fram underlying profit
refate to gain on business divestments and investment impairment,
costs associated with the PO i the previous year and profit on
disposal of non-current assets principally surplus property

Earnings per share

Underlying earnings per share increased by 10 4% to 11 3p
compared to 10 2p in the prior year Basicearnings per share
increased 5 3% from 10 0p to 10 5p

Dwidend

The Board 1s recommending 2 final dividend of 2 45p per share
bringing the total dividend for the year to 3 65p per share, wath
the final dividend increasing 8 9% from the 2 25p maiden finat
dwnidend paid in respect of the year ended 31 March 2006 The full
year dwidend per share 1s 3 1 times covered by underlying earnings
per share

Outlook

The Group has maintained the strategy it outlined at IPO and
performed n line with the Board’s expectations The UK defence
business is expected to show improved levels of growth inthe
coming year The Group will actively continue its strategy to
commeroalise appropnate elements of its intellectual property
base and look to structures and resource allocations that will
accelerate and enhance value creation from the portfolio Growth
in ONAOs antiapated both erganically and from the recently
completed acquisitions of Analex and ITS The Group continues to
farget sefective acquisitions in its key markets to complement and
expand its capabilities as a technology-nich defence and secunty
services provider
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ofl flgures m £ mibon 2007 2006 2005
Revenue

MOD Research 1505 1643 1888
Technology Supply 1337 1242 969
Procurement & Capability

Support 1826 1973 1823
Managed Services 1911 1838 _ 1969
Total 6579 669 6 664 9
Underlying operating profit 591 565 513
Underlying operating margn 20% 84% 7%
Orders

MOD Research 1645 998 2025
Technology Supply 1530 1373 983
Procurement & Capability

Support 2140 1771 1718
ManagedSenaces 1193 65 ot
Total "6508 4207 472 6
Book to bill ratio 131 €81 101
Backlog 5200 3666 4100
Share of Group Share of Group underlying

revenue operating profit

Preferred bidder on DTR Package 1 and provisional preferred bidder
on DTR Package 2 awarded to Metnix, a QinetiQ joint venture with
Land Securnties Tridlhium

Combtned Aenal Target Service (CATS) contract signed Worth up
to £308m over 20 years

Typhoon programme contract extension signed to provide £50m
of defined technscal support, advice and safety clearance actiwity.,
together with £2 5m allocated to sub-contracts and future
emergent work over three years

World's ﬂrst flight demonstration of @ system capable of
controlling and autonomously organising multtiple unmanned
awcraft The successful flight tnal consisted of a package of
self-organising unmanned aenal vehicles under the control
of an operator ﬂyrng in a fast jet.

Contrad from Northrop Grumman s Remotec UK subsrdrary to
design and manufacture the command and control systems for
the MOD CUTLASS robotics programme CUTLASS will provide the
next generation of explosive ordnance disposal (EOD) unmanned
ground vehicles

£9 5m MOD research contract to dehver the Vehscle Technotogy
integration Demonstrator programme The three-year programme
will investigate and implement a layered protection approach

to survivability for armoured vehicles to reduce ther vulnerability
to attack.

2,000™ X-Net® vehicle arresting device sold in year X-Net®
have generated revenue in excess of £3 5m

£10 5m weapons systems upgrade programme on the Phrlrppme
Navy's three Jacinto Class Patrol Vessels completed on time and
to budget

CQunetiQ Rail Limited sold resulting tn a £2 8m profit

Financials

Revenue increased by 7 6% in Technology Supply broadly offsetting
the continued impact of MOD Research operung to competition

Restructuring costs of £8 Om (2006 £4 4m) to align D&T capabilities
with market requrrements

Underlylng operatmg prnf‘t marg:n |mprovement of 60 basis points
to 9 0%.

Strong orders performance in year resulting in book to bifl ratio
of13 1(2006 081)

Backlog rncludlng remamder of LTPA £5 3bn (2006 £5 4bn}
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EMEA — Defence & Technology continued

MOD Research

The MOD Research stream consists of customer-funded defence
research revenues QinetiQ has retained its posttion as the leading
independent provider of research services to the MOD and
continued to win In excess of half of the competed MOD research
bids in which it participated, resulting in a lower than expected
84% (2006 13 0%) decline in stream revenue to £150 5m Order
flow into MOD Research has been stronger than expected at

£164 Sm mcluding a number of awards for multi-year programmes
The strong win rate has given nse to a book to bil ratioof 111 The
MOD continues ta incréase compebition in its research programme
and by the end of 2008 new contracts avaitable to industry will be
fully open to competition Group revenue from MOD Research 1s
therefore expected to continue to dechine in the coming years

The Group also conducts elements of MOD Research through
the divisions in the Secunty & Dual Use sector The total value

of MOD research undertaken across the Group dechned by 10 7%
10 £172 4m {2006 £1931m)

Technology Supply

The Technology Supply busmess stream focuses on using
intellectual property from customer-funded defence research

to prawide technology-based solutions to defence Original
Equipment Manufacturers (OEMs), defence prime contractors,
MOD and other UK Government agenaes US DoD and a number
of technalogy-drven cvil industries QinetiQ has been successful
n conbinwing to gain pasttions on new and existing major MOD
programmes although delays by the MOD in placing major
procurement contracts resulted in revenue growth lower than
expected at 7 6% 1n year to £133 7m {2006 £124 2m) Order intake
of £153 Om resulted in 3 book to bill ratio of 11 1, providing good
visibihity for continued future growth

On 5 March 2007 OinetiQ Raat Limited a subsidiary specialising in
wireless broadband for the rail industry, was sold for consideration
of £4 5m in shares in the acquinng company Nomad Holdings
Limited {(Nomad), representing an 8 6% shareholding in Nomad
The transaction resulted in a net gain of £2 8m

Procurement & Capability Support

Procurement & Capability Support provides adwvice to the MOD 10
relation to the acquisition, effective sustainment and use of defence
equipment together with systems engineenng, integration and
other support services and tasking services under the LTPA. Revenue
i year dechined by 7 5% to £182 6m principally due to delays in
comrussioning work by the MOD and lower levels of Urgent
Operational Requirernents (UORs} This was partly offset by the high
level of tasking work undertaken in the year which rose by 23% from
£63 3m 1n 2006 to £77 6m in 2007 The order flow from the MOD
was stronger in the finat quarter of the year prowiding good order
cover into the next year

Sensing success

QinetiQ sensor technology wall enable UK
forces to better detedt, recogmise, identify and
engage the enemy in close combat through a
£7 5m contract awarded by the MOD

Virtual training across the globe
MOD arrcrews are trialhng new fhght simulator
technology devised by Qunet:Q and Boeing as
part of a £7 Bm project The technology could
altow forces to train simultaneously in virtual
reality around the world

Managed Services

Managed Services provides long-term technology-rich managed
services to the MOD Currently thes is principally through the LTPA
whereby QinetiQ provides the UK's test and evaluation capabilities
to the MOD The LTPA s QinetiQ's single largest current contract
and is expected to provide revenues of up to £5 6bn {for the non-
tasking services only) over the 25 years from its commencement in
2003 The LTPA operates under five-year penods with specific
programmes, targets and performance measures set for each peniod
As QinetiQ enters the fifth year of the contract at has again increased
1ts performance score under the contract from 92% i 2006 to 24%
i 2007 Duning the coming year ChinetiC and the MOD will finalise
the nature of any refinemnents to the scope, specific changes to
targets and agree relevant performance metnes and pncing for the
next five year period whuch is due to commence in Apn! 2008

During the year the Group reached financial close on the Combed
Aenal Target Service {CATS) contract which 1s worth up to £308m
over the next 20 years This contract enhances the serace already
prowvided under the LTPA and s expected to provide £104m of
incremental revenue to the Group over the duration of the contract

Defence Training Rationalisation programme

In January 2007, the MOD announced that Metnix, QunetiCY's joint
venture with Land Secunties Tallium, had been sefected as the
preferred bidder for Package 1 and provisional preferred bidder for
Package 2 of the 25-year DTR managed services contract to provide
the UK Armed Forces wath elements of therr technical training
programme Package 1 pnmanly comprises technical training,
including aeronactical engineenng and communications and
information systems Package 2 incorporates logistics, joint personnel
administration, secunity languages, intelligence and photography as
well as supply trasimng Negotiations are ongoing with the MOD to
refine the scope of the packages to address customer affordabitity
The target remains to agree the final scope by Autumn 2007, with
finanual close expected 12 to 18 months thereafter

Since attaiming preferred bidder and prowisional preferred bidder
status bid costs have been capitahised Upto £25m of costs are
expected to be capitalised duning the next 12 months
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EMEA — Security & Dual Use

alf figures i £ maihon 2007 2006 2005
Revenue Secured a two-year $5m research contract from the DARPA «n
Security 268 272 221 support of its Large Area Coverage Optical Search While Track
Space 207 255 179 and Engage (LACOSTE) programme The concept 1s to develop a sute
Technology Development of sensors that can be operated at high altitude, possibly on an
& Exploitation 463 491 535 atrship or long endurance UAV, that detect and simultaneously track
Managed Services . 216 258 224 large numbers of moving vehicles in dense urban areas with a high
Total 121.4 127 6 1159 degree of accuracy, 24 hours a day
Underlying operating profit 139 172 159 Won a £1 6m, three-year secure hosting contract for Aegate
Underlying operating margin 11 4% 135% 137% to keep sensitive information, generated as part of adrug
authentication process, secure and confidential
gercde" 259 Awarded a two-year contract extension worth £7m to continue the
urity 296 328 3 provision of techmcal support to the MOD's Defence Fuels Group
Space 201 187 125 (DFG) for fuels and lubricants
Technotogy Development - -
& Explostation 516 664 559 Announced as preferred bidder on a 10-year contract to operate
Managed Services o 316 404 311 an ESA tracking station
Total 1329 158.3 1247 -
Partnered with Advantage West Midiands in a £20m advanced
Book to bill ratio 111 121 111 sensors project which will assist SMEs in the development and
Backlog — funded 1126 1081 934 integration of advanced sensors
5&Du revenue dechned shightly, following the completion of
LCD patenxt royalty income in the prior year {(£13m} Underlying
growth excludmg the LCD royalties was 5 9%
£2 8m of revenue was generated through a number of smalter
transactions to licence or dispose of surplus intellectual property
n the Group s portfolio
Underlymg operating profit margin declined from 14% to 11%
Share of Group Share of Group underlying reflecting the cessation of LCD royalties, partially mitigated by
revenue operating protit the revenue generated from the smaller licence transacttons

and a £2 5m reduction 10 rental income following the sales of
surplus property tn recent years

The absolute margin contlnued to beneft from strong performance
by the Estates dnﬂslon within Managed Services

The sector orders were strong at £132 9m and contlnued
to support future growth with a book tobill ratioef 111

Orders won typ:cally had an average value of around £0 1m
complemented by a2pproximately 30 contracts in excess of
£1m each
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Business review continued
EMEA - Security & Dual Use continued

Secunty

The Group's Secunity stream offers world-class capabilities in
information secunty and assurance physical secunity, people
screening, 24-hour momitonng of complex networks forensic
waork n law enfarcement and specialised 1T secunity and security
technology Revenue tn the year was broadly consistent with the
prior year We have made certain management changes to drive
a return to growth

Space

The Group's Space stream is a leading European player in the
development of 10n engines, small low cost, fast-to-launch satellites,
and mission design and geospatial information systems The nature
of the industry 1s one of large sndividual projects whach tn turn can
result in an irregular sales profile which was evidenced in 2007 with
a £4 Bm reduction in revenue despite the inclusion of a full year
contnbution from Verhaert. The business s working an expanded
pipehine of opportunities with customer decisions expected 1n the
coming year

Technology Development & Exploitation

The Technotogy Development & Exploitation strearn delivers
research and development offenings from its leading Optronics,
Matenals and Energy techmcal capabilities In addition 1t facilitates
the transition of intellectual capital generated from QinetiQ's
funded technology research and development work into a viable
range of products and solutions for the commercial marketplace
Applhcations include optical devices and portable power umis
Revenue declined by only £2 3m despite the loss of the LCD royalty
revenue, as a result of strong growth in Optronics and further sales
of intellectual property not selected for internal explostation
generating £2 8m of licence revenue

Managed Services

Managed Services offers a portfolio of sennces in areas such as
fuel and lubrncant testing and analysis instrument calibration and
supporting technical services together with real estate, facihibies
and equipment management services The Estates division
continues to be a very strong profit generator for the sector from
the rental income on surplus property The property disposal
programme 15 leading to a reduction 1n rental and other property
income with the disposals over the past two years resulting in a

£2 5m reduction in rental iIncome in year Actions are also underway
to seek alternative tenants for part of the Group's Farnborough site
as dstl a sigmificant sub-tenant, has indicated that it intends to
consolidate its operations elsewhere although no formal
termination notice has been received

A foot in the US market
Stride Rite, the leacing US children’s
footwear retailer and manufacturer,

has placed an order for GinetiQ’s 3D foot
gauge, a systemn designed to produce
highly accurate foot measurements Foot
gauges were iralled in three Stride Rite
stores in the Boston area in November
2006. The tnal units were retained by
the customer and an order was placed
for further units in February 2007

Speeding security

A QinetiQ secunty system has been used to screen for explosive
devices on passengers boarding the Staten kland Ferry at the
5t. George Termunal in Staten Istand in New York SPO-2015 a
secunty screemng system designed to detect explosive devices
concealed under people’s clothing without asking passengers
to slow their pace as they approach the point of entry

Thermal imaging

Quneti's thermal imaging work receved a boost, as part of

a tearn that won an £8 4m contract from the MOD to develop
world-lass high performance Thermal Imaging (71} technology
for a wide vaniety of military applications
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QinetiQ North America

Organic
growth at
constant
2007 2006 2007 2006 cumency™
£m m $m sm LY
Revenue
Technology 1269 829 2425 1469  420%
SETA 985 1053 1883 1875 (165%
iT Services 1285 602 2461 1053 G4%
M:ssmn Soluhons o a3 - 84 } - )
Total 2582 2484 6853 4397 14.2%
Underlying operating
profit 399 245 758 434
Underlying operating
margin 111%  99% 111% 99%
Orders
Technology 1474 732 2196 1296
SETA 1280 974 2445 1726
IT Services ) 1406 573 2696 1002 )
Tota! 416 0 2279 7937 4024
Book to bulk ratio 121 091 121 091
Backlog 2107 1292 4130 2235

® Orgamc growth reflects the growth in businesses that were part of the
Group at the start of the finznaal year

Share of Group Share of Group underiying
revenue operating profit

The MCD placed a $10m order for the supply of LAST® Armor for
85 Mastiff Protected Patrol Vehicles.

New $63 9m mdet'mte delrveryfndef‘mte quant:ty (IDIQ) contract
from NAVAIR for TALON® robots and spares of which $54m was
funded it year An extra $77m of funding released against the
six-year, $257m ID1Q contract from NAVSEA announced in
September 2005

IT Semces was awarded the Fleld Operahons Authormg Support
contract by the US Department of Commerce in support of the
Census Bureau The $6 8m contract is to provide programming tools
used in development of computer-assisted interviewing systems
that enable the Census Bureau to conduct research for multipte
federal agencies

IT Services was awarded three contracts worth a total of $11 3m
with the Marine Corps System Command Acquisitton Center for
Support Services unit to provide engineering, technical, acquisttion
and logistics support SErvICes

Systems Engineenng & Technology Asststance {SETA) won a contract
to provide test support services to the US Army Aviation Technical
Test Center under a five-year contract valued at more than $21m for
planming, conducting, analysing and reporting on the development
and atrworthiness qualifications of aircraft, aviation systems, and
assoclated equ:pment throughcut therr hife cycles

In lune 2006 Duane Andrews was appomted CEQ of QNA Duane
was previously COO of SAIC and has also worked extensively for
the US DoD

Three acquisitions were announced in year Ocean Systems
Engineenng Corporation {OSEC} ($53 7m — completed May 2006),
Analex (5193 6m — March 2007) and ITS Corporation {ITS}

(580m - Apn! 2007)

With the addition of Analex a fourth revenue stream of Mission
Solutions has been estabhshed

Year end headcount has nsen 1o 4,258 (2006 2,640} including
1,411 from the acquisitions of OSEC and Analex ITS added a further
700 staff in Agril 2007

Revenue increased 44% to £358 2m or 56% tn constant currency
to $685 3m 2007 included first time contnibutions from OSEC
and Analex and full- year contnbutsons from Apogen and P3l

Revenue growth from acquisitions was complemented by organic
growth of 14 2% on a constant currency basis

The SETA stream wtthou‘t the contnbutions of Aerospace F:Itrallon
Systems (AFS) del lvered organic revenue growth of 10%

Undertying operatmg margin, excluding business realisations, has
tmproved 120 basis points to 11% pamanly driven by the strong
TALON® product sales in Technology

All QNA streams won orders significantly igher than the previous
year and the sector book to bilf ratio was 12 1
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QinetiQ North America continued

Acquisitions and disposals

On 15 May 2006 the Group acquired 5an iego based OSEC for a
cash consideration, before acquisiiion costs and assumed net cash,
of £282m ($53 7m) OSEC 15 2 leading provider of research design
development and integration of advanced information technology
systerns to key defence agencies in the US with some 340 staff
OSEC has performed in ine with expectations, and delivered
£250m (548 1m) of revenue and £2 1m ($4 1m) of operating

profit since acquisition

On 14 March 2007 the Group acquired Analex for a cash
consideration, before acquisition costs and assumed cash of £98 8m
{5193 6m) Analex's 1,100 employees provide high technology
professional services mainly to US Government agences Analex has
delivered £4 3m {38 4m) of revenue and £0 6m (51 1m} of operating
profit since acquisttion

Subsequent to the year end, on 16 Apnl 2007, the Group
acquired IS for an inthial cash consideration of £40 8m (S80 O0m)
IT5 specialises 1n IT systems, business process management and
operational support to federal government customers including
the LS Army, Navy and Department of Homeland Security

The Group disposed of its high performance engine inlet barrier AFS
business on 28 February 2007 for £19 9m ($39 0m) to Donaldson

tnc The disposal aliowed the Group to realise the vaiue from the AFS
technology and business at an approprate stage in its development
A profit of £99m {$19 4m) has been recogmised an disposal

Technology

The Technology stream prowvides high technology reseasch services
and defence and secunity related products to the US DoD, other
government agencies and commercial customers in North America
Specialisms in this stream include advanced matenals, blomedical
technology, robotics, electromagnetics, sensors, thermal systems,
hurnan performance, embedded software, non-destructve
inspection & evaluation and diagnostics & prognostics

Revenue grew organically by 42% as the strong demand for TALON®
rabots continued and additional LAST® Armor orders were won
During the year the Group recorded $111 6m of TALON® revenue
and shipped 546 TALON® robots including the first to non-US
customers A book to bill ratio of 1 2 T supports a positive outlook
for the cormung year, albeit that the rate of growth s expected

to moderate

Systems Engineenng & Technical Assistance

The Systems Engineering & Technical Assistance stream provides
independent suppart for the procurement, development,
maodification, fielding and sustainment of major army and missile
defence equipment in North Amenca

Revenue was flat on prior year due to the 519 2m fall in revenue
from AFS to $11 8m (2006 $31 0m) The continuing business grew
10 1% primanly due to logistics services and the delivery of a
number of aicraft flight simulation solubion installations

IT Services

The IT Services stream offers tugh value-added capabilities
including enterprise architecture software development and
systems integration, network engineering and operations energy
and environmental engineering and programme management to
US Government agencies, particularly to the US DoD and DHS

Revenue growth occurred through the acquisition of OSEC and the
full year contnbution of Apogen Growthin Apogen, in common
with others operating in the market was held back by delays n new
staff recewving security clearance to work at the DHS, which has
continued to defay the commencement of revenue generation from
new contracted positions won in the year When combined with
the expected loss of contracts previously awarded under US smalt
business set aside rules, this resulted in Apogen s revenue being

fiat year on year The stream delivered a good order intake, resulting
inabooktobiliratioof111

Mission Solutions

Following the acquisition of Analex in March 2007 a new business
stream, Mission Solutions, has been created comprising Analex and
from 1 Apnil 2007 elements of OSEC The business has capabilities
principally i information technology, mission assurance and
operations, system design, engineening and integration, system and
programeme secunty, intelligence and counter-intelligence support,
enterprise systems engineering and integration and other consuiting
services requinng specialised customer or mussion knowledge

Mission Solutions is focused on high margin/high growth markets
such as mtelligence and secunty with customers largely drawn from
the US Government, particularly NASA and the DHS directly or
through commercial subcontracts

In the year to 31 December 2006 Analex reported revenue of £78m
and operating profit of £5 4m

TALON®

QinetiQ shipped over 500 TALON® explosive
ordnance disposal {EOD) robots in the year
bringeng the total cumulative shipments to
over 1,000 The first European order was
received dunng the year from the Royal
Netherands Army for immediate deployment
to Afghansstan

PADS

The Preciston Airdrop System (PADS) 1s being
successfully used in Afghanistan by the

US Aur Force to re-supply troops from high
altitude drops with pinpoint accuracy
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Ventures

ofl figures in i millon 2007 2006 2005
Revenue 120 61 50
Operating loss {69) (75} (100}
Orders 143 98 31
Backlog 16 45 -
Sciemus

QinetiQ) 15 to provide a new round of technical advice on spacecraft
rehiability and nisk analysis to Saemus, a UK based company, in which
QinetsQ holds a 10% investment, that 1s revolutionising the space
insurance market The contract covers the operation, licensing,
maintenance and continued development of QinetiQ's Space Risk
Assessment Tool (SpaceRAT™) and 15 worth £0 7m over three years

Bulding on its success in the satellite insurance market, Saemus wall
atso draw on ChnetiQY's expertise to develop risk analysis models in
cyber security power generation, UK property and other sectors where
underwriters have traditonally faced significant challenges when
assessing rsk

Tarsier® runway foreign object detection system

first instailation at Vancouver International airport now

operationally hve,

« second installation at Dubai International airport delayed pending
completion of groundworks but expected to be complete in the
second quarter of the coruing year,

- extended evaluations being instatled at London Heathrow arport

and with the FAA at Providence, Rhode Istand awrport, and

winner of top award for defence to cvil technology transfer

at Defence Technology Exchange Awards

ticensed the ZephIR® laser anemometer technology for wind speed
detection to Natural Power, a leading consultant to the international
renewable epergy industry, for £2 5Sm

Sale of 12% stake in Aunx to strategic licensing partrier vatues
Aurnx at £9m

Suecessful fund raising round for ZBD Displays in March 2007 into
which QmetiQ invested an addrtional £3 5m as part of the total

£10 5m funding round QunetiQ increased its stake in the company
by 1 2% to hold 32% following its total £4 4m investment in the year
and saw the value of its investment increase by £6 1m

Extensive triats continuing with UK and European retailers Tesco,
Dhxons, Metro and PC World for ZBD displays

Omni-ID™ signed agreement with Crown Packaging to develop low
cost RAD packaging solution

Inthiat export arders for Quintel mobile telephone antenna
sharing equipment

Invested in development of new US focused product in Quintel

Financials

Ventures revenue has doubled as a number of the businesses and
technologies progressed into inthial revenue generating phases,
including a strategic icensing agreement for ZephIR® and the mitial
Tarsier® revenue in respect of Vancouver

Stream losses temporanty decreased due to the ZephlIR® licensing
revenue offsetting increased marketing costs to push products to
greater levels of customer awareness (pnincipally Tarsier®) and
further product development, particularty a new U5 focused product
in GQuintel

Investment in Ventures i1s expected to increase by up to £5m in the
coming year to support accelerated development of promusing
opportunitres such as Aunx and Omm-1D™

Qunets(t continues to explore a vanety of routes to accelerate value
creation from the ventures, with a drive to inject more management
and finanqal resource, and to find valuable partners to help take
products to market.

This will allow greater management and investment focus on
accelerating the growth of indraidual ventures while allowing the
Group to focus on bnnging forward new venture opportunities
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Cash flow

Cash inflow from operations before investing activities was

£107 0m (2006 £107 6m) The UK business experienced delays in
the award of contracts from the MOD duning the year leading to a
build in working capital at the year end of approximately £20m This
position has reversed in the new financial year This contnbuted to
an operating cash conversion of 56% compared to 84% i 2006 and
the Group's iong-term 80% target

Investment i acquisitions in the year amounted to £134 3m
{2006 £202 Sm}comprising £96 4m for Analex, £28 6m for

OSEC and £9 3m of deferred consideration relating to prior yeat
acquisitions, pnincipally Westar, following the satisfaction of post
acquisition performance criteria Other investments totalled £94m
{2006 £1 2m) the most sigmficant of which were further funding
of £4 4 for ZBD £2 1m for Metalysis and £1 5m for Nomad

£17 9m of proceeds were recewved from business realisations
{primanly the AFS sale) and £8 6m from fixed asset disposals

The Group paid £3 3m of tax in the year, all in the US The payment
was below the US statutory rate due to the utilisation of tax losses
and higher than required payments on account in the prior year in
the UK no cash tax was paid due to the availability of deductions for
research and devefopment relief and pension contnibutions made in
the year to 31 March 2006

The Group expects that future tax payments in the US wiHl broadly
follow the US statutory rate In the LUK the business 15 not expected
to be n a tax paying position 1n the short to medium term as the
Group continues to benefit from deductions for research and
development relief and past penston contnbutions

Dividend payments of £22 7m were made n the year compnising
the final dwdend of £14 8m for the year ended 31 March 2006
{paid in August 2006) and an interim dividend of £7 9m (paid in
February 2007)

Net debt and hquidity

At 31 March 2007 net debt was £300 8m representing an increase
of £67 8m in the year Net debt was principally denominated in

US dollars and consequently the 12% weakening of the US dollar
sterhng exchange rate i the year from $1 73 at the start of the year
to $196 at 31 March 2007 resulted 1n a £30 2m exchange gain on
the translation of net debt in the year

tn August 2006 the Group extended its five year, £500m

revolving cred:t facility (RCF) by a further year to August 2011 On

6 December 2006 the Group completed a private debt placement
with U$ financial mstitutions to refinance $260m of existing debt
Thes was secured at favourable interest rates and provides longer
debt matunty profiles of 7 years for $135m and 10 years for $125m
The Group had £319 9m of further borrowing capacity at 31 March
2007 on the basis of the unutilised element of the RCF The Group
operated comfortably withun its banking covenants during the year

Matunty profile of Group borrowings

Capital expenditure and fixed asset disposals

Property plant and equipment expenditure totalled £34 8m

{2006 £450m), of which £16 9m (2006 £23 5m) related to assets
which are funded as part of the LTPA contract The Group has future
capital commitments of £13 2m (2006 £26 2m] largely in relation to
planned caprtal expenditure under the LTPA Capital expenditure in
the year ending 31 March 2008 s expected to be some £15 20m
higher than in 2007 due to ligher LTPA spend and new systems
investment in the UK.
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Pensions

The Group provides both defined contribution and defired benefit
pension arrangements The prinapal defined benefit scheme 1s the
QunetQ Pension Scheme

The majonty of new entrants to QinetiQ in EMEA join the Defined
Contribution Section of the QinetiQ Pension Scheme Pension
benefits 1n QNA are provided on a defined contnbution basis
through 401k plans

A consolidated summary of the position of the defined benefit
schemes 15 shown below

oft figuies in £ million 2007 2006
Schemnes’ assets 7941 7160
Schemes’ habilities (SB} 9) (884 4)
Schemes deficit before deferred tax {90 8) {168 4}

Deferred taxasset B o 271 504
Net pension hability

637

(1180}

In the year the value of assets increased by 7 4%, close to the
expected rate of return for the year of 7 7%, with the 46% reduction
in net pension liabehty being principally driven by a reduction in the
discount rate, partly offset by an ncrease in the inflation rate
assumptions, used to value the scheme hiabilities

The current investment policy of the QunetiQ Pension Scheme,
as determuned by the trustees in consultation with QinetiQ, 1s
weighted towards equity investments The trustees believe this
1s appropriate at the current time due to the refative youth of
the schemne, which s expected to be cash flow positive for
approximately the next nine years

The funding of the defined benefit schemes 1s decided by the Group
in conjunchion wath the trustees of the schemes and the advice of
external actuanes The next full actuanal valuation 1s due as of

31 March 2008 and will be the first valuation under the new
regulations for funding defined benefits

During the year the net pension cost charged to the imcome
statement before curtailments for the defined benefit scheme
represented 23% of pensionable pay and this compared to 21%
in the year to 31 March 2006

The key assumptions used in the IAS 19 vatuation are

Assurnphion 31 Marth O 31 March 06
Discount rate 5 4% a9%
inflation 31% 29%
Salary increase 46% 44%
Mortality male 86 26

Mortality female 89 89

The increase in the discount rate follows the movement in the
15-year AA bond yield at the year end dates

Each assumption 15 selected by management 1n consultation with
the Company actuary and taking account of the industry practice
amongst comparator hsted companies The sensitivity of each of
these key assumptions ts shown in the table below and this
Hlustrates how a smalt change in each assumption can have a
matenal effect on the magnitude of the 1AS 19 calculated defict

Change tn Iindicative effect on
Assumption assurmption scheme habifities
Discount rate Increase/decrease Decrease/increase

by 01% by 2 6%
Inflation and Increase/decrease Increase/decrease
salary increase by 01% by 2 5%
Life expectancy Increase 1 year Increase by 2 5%

Based on the assumpthions prevaihing at the year end the expected
pension charge for the year to March 2008 wiil be lower than the
current year, princrpally due to the impact of the higher bond rate
at the year end

Research and development

Research and development (R&D) represents a sigmficant focus
for the Group with the majonty of R&D related expenditure
incurred on behalf of customers as part of speafic funded research
contracts from customers The costs and related income for this
R&D 15 included in the relevant income statement cost category
and revenue respectively In the year to 31 March 2007 the Group
recorded £511 1m of customer funded R&D related expenditure
up 1 3% on the prior year amount of £504 7m

£90m (2006 £56m) of internally funded R&D was charged to

the income statement in the year and £3 2m (2006 £6 3m) of late
stage development costs were capitalised, relating to development
work on Tarsier® and Aunx £1 5m (2006 £0 5m) of capitalised
development costs were amortised in the year

Financial nsks

The Group Treasury Department operates within a framework

of policies and procedures approved by the Audit Committee This
includes stnct control on the use of finanaial instruments and does
not permit speculative trading activity in financial instruments

Interest rate risk management

The majority of the Group's debt 1s dollar denominated and consists
of bank debt and private placement funds At 31 March 2007 80%
{31 March 2006 87%) of the Group's bank and private placement
borrowings are fixed or capped through a combination of interest
rate swaps, collars and fixed rate debt
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Foreign exchange nsk management
The principal exchange rate affecting the Group was the sterling to
US dollar exchange rate

2007 2006
£/USS — average 192 178
£/U5$ — dlosing rate 196 173
£/US$ — opeming rate 173 189

The majority of the Group's income and expenditure 1s settled in
the functional currency of the relevant Group entity, prinaipally
sterhing or US dollar The Group s policy 15 to hedge all matenal
transacton exposure at the point of commitment to the underlying
transaction The Group does not typically hedge uncommitted
future transactions The Group continues its practice of not hedging
income statement translation exposure A gne cent movement in
the exchange rate causes an approxumate £2m change in revenue
and £0 2m change in operating profit on the translation of the

QNA results

Credit nsk

Credit nisk anses because a counterparty may fail to perform its
obhigations The Group 1s exposed to credit nsk on financial
instruments such as hiquid assets denvatwe assets and trade
recervables Credit nsk s managed by investing hiquid assets and
acquinng denvatives with high credit quality financiat institutions
The Group 15 not exposed to concentrations of credit nsk on its
hqund assets as these are spread over several financial institutions
Trade receivables are subject to credit himits, control and approval
procedures across the Group The nature of the Group's operations
leads to concentrations of credit risk on its trade recewvables

The majority of the Group's credit nisk 1s with the UK and

UsS Governments

insurante

The Group continually assesses the balance of nsk ansing from the
operations undertaken against the insurance cover avaifable for
such actoities and the associated premwms payable for such cover
The Group has a policy of self-insurance through its captive
\nsurance company on the first layer of specific nsks with insurance
cover above these levels placed in the external market with third
party insurers

Emplaoyees

At 31 Morch 2007 2006 2005
Defence & Technology 6,651 6,791 6,905
Securty & Dual Use . L dass 155 1710
EMEA 8105 8347 8615
QinetiQ North America 4,258 2,640 1374
Ventures 82 87 80
Corporate ) 336 372 361
Group 12,781 11446 10,430

Year end employee numbers have nsen by 12% to 12 781 at

31 March 2007 The dechine of 242 in EMEA headcount reflects the
ongoing realignment of resources to the changing nature of the

UK business, typified by a greater proportion of sub-contract effort
in both the MGOD Research and Technology Supply streams In North
America there was an increase of 1,618 in staff numbers, with the
acqusitions of OSEC and Analex adding 1,411 staff and an organic
increase of 207 heads in other North American operating companies

Accounting standards

There have been no significant changes to accounting and financial
reporting standards i the year and no impact on Group profit for
the year This is the second year that Quneti( has reported under
International Financial Reporting Standards (IFRS) As requered by
IFRS 3 {Business Combrnations} the formal valuation of goodwilt
and intangibles relating to acquisitions made in the prior year was
completed in the year and 15 reflected in a restated balance sheet
The adjustments were not significant and did not affect profit or
net assets

Cntical accounting estimates and judgements in applying
accounhing policies

A description and consideration of the critical accounting estimates
and judgements made in prepaning these financial statements 1s
set out in Note 1 to the Group financial statements
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Corporate Responsibility

The Group regards the management of seaial, environmental and
ethical nsk as fundamental to the sustainabiiity of its business

inetiQ recognises that Corporate Responsibiiity (CR) must be
embedded at every level of its business The governance of CR1s
led by the Group's CEO on behalf of the Board He s supported

in the implementation and monitoning of CR by the Corporate
Responsibiity Manager, Group Human Resources Director, Group
Internal Audit Director and Group Health and Safety function

This year, QinetiQ has engineered stronger inkages between the
governance of CR and Group Risk and has used this as a mechanism
to engage key stakeholders more systematically in the management
of its social and envircnmenta! position

Environment
Quneti(d 15 committed to embedding the principle of environmental
sustainabibity across all of its business actwities

The Group’s key achievement this year has been inits energy
management where QinetiQ}, in partnership with the Group s
facilities management provider, has been awarded accreditation
wiath the Carbon Trust for its energy management This reflects the
culmination of a six-year dnve towards greater energy efficiency

Across the year, employees were provided with advice on how best
to conserve energy, enabling QinetiC to reduce its UK energy
censumption by & 5%

The Group has also sought to address wider carbon footprnt 1ssues
through investment in PhD research at Cardhff University that will
pravide a better understanding of how greenhouse gases released
from aircraft gas turbine engines are formed, transported and

in the tonger term, can be mitigated through technological or
regulatory means

QinetiQ UK €O, emissions from energy consumption

A number of the Group's sites focused on improving the level of
recyching achieved in the year Employees at QinetiQ's Farnborough
site recycled over half a tonne of plastic cups while Foster Miller’s
staff collected cans and bottles with the proceeds of redemption
donated to the American Cancer Society

Environmental messaging has been embedded in the roll out of 3
new UK pnint strategy that helped meet a 16% reduction in paper
wastage target and the Group has also successfully met its target
of mcreasing video conferencing usage in the UK (as an alternative
to travel) by 10%

Following a review of the Group's environmental management
system, all business divisions that have a presence at the
Farnborough and Malvern sites are now prepared for 5014001
accreditation {which 1s expected later this year)

CunetiQ continues to look after 13 Sites of Speaial Saentific interest
(5551) across the UK This year, the 555k the Hebndes established
its first formal conservation group comprising representatives from
many of the islands whtle the Shoeburyness conservation group
celebrated its 30th anmversary

Communities

Community support

Qineti, through its staff, continues to distinguish itself as an
organisation that +s a responsible member of and active contributor
to the local communities in which it operates across the UK and
North Amenca

QinetsQ sites continue to support a range of local causes and
concerns in communities across the UK, from small sites such as
Portland where the Group sponsored the development of the local
swimmung poot to large sites such as Boscombe Down where
support was provided to the local hospital

The same principles are being applied by Qinet:Q North Amenica

At Apogen Technologies the HR team recewved the Going Above and
Beyond Excellence Award for employee support in the aftermath

of Hurncane Katnna from the New Mexico Chapter of the Society
for Human Resources

Charties

QinetiQ continued to support five ‘prionity” chanties in the UK
Cancer Research UK, RN, NSPCC, Soldiers, Sailors, Arrmen and
Farmihies Association {SSAFA) and the Royal British Legion The Group
matched donations raised by employees for these chanties as well
as continuing to provide a salary payroll giving service for those who
wish to make regular monthly payments to chanties of their choice

QinetiQ donated a total of £84,000 (2006 £136,000) to registered
charities this year, of wiuch £19 000 {2006 £54,000) was to UK
registered chanties

The Group continued to pursue ‘payments in kind {o charities
through 1ts people and technology For example, QinetiQ gave
131 hours of employee time to the Mines Advisory Group (MAG)
a hurmanitanan chanty in support of a de-rmiming project in
Vietnam and Laos The QunetiQ team delivered technical support
(scientific and engineering advice) to the MAG operating staff in
the region, providing adwvice on the use and testing of detectars in
the fiefd and the design and mod fication of local machinery for
demining operations
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Business review continued
Corporate Responsibility continued

Landmine detection

Forgotten landmines and explosive remnants

of warfare kil and maim thousands of people
each year around the word QinetiQ’s
humanitanan demining research team has used
its expenence and expertise to help deal with
this erstical problem This has included the
testing of a new UK mine detector, Minehound’,
which has been developed for field testing in
mnefields in Cambodia Bosma and Angola

Education

The Group's approach to community engagement 1s principally
focused on promoting science, technology, engineenng and maths
(STEM) both in education and among the wider public.

This year ChnetiQ estabhshed a clear strategy for delivery of STEM
outreach 1n the UK which proposes three foa school students at
Key Stage 3 (11-14 year olds} and above, dassroom influencers
{teachers and career adwisers) and the aduit public With 100
QinetiQ employees now registered as Science and Engineering
Ambassadors with Scence, Engineering, Technology and
Mathematics Network (SETNET), a considerable resource has
been established with which to delver on these objectives

The Group supports a mobite laboratory containing science
experiments Thas ‘Labin a Lorry’ programme was used by 3,400
school children across the UK The Group also provided bursanies for
employees to deliver specific STEM projects to schools as part of its
Schools Link Scheme

In taking STEM to the adult public, QinetiQ activity has focused on
a series of pubhe engagement lectures addressing topics such as
‘Humans in extreme environments’ and Qinetil s solution to the
asterowd threat to Earth’ helping gain witat recognition for science
and technology among the general public

QinetiQ continues to work in partnership with acadermia Through
formal partnening with 12 UK umversitres, GinetiQ 1s maintaining
an active involvement in leading-edge science and technology along
with access to expertise, facidties and resources that complement
and supplement those internal to Qineti A key feature of the
partnerships 1s colfaboration between teams of staff, students

and researchers

In North America Foster-Milier has supported 3 number of
initiatives such as the Amenican institute of Chermical Engineers
ChemECar competition and the Society of Women Engineers’
educational cutreach programme Apogen sponsored the IT
Excellence Award for Achievernent in Information Technology in
Education As part of this sponsorship, Apogen contributed to the
New Mexico Supercomputing Challenge a non-profit programme
commutted to helping students in grades 7 to 12 solve real world
problems using high-performance supercomputers Additronally,
Planning Systerns Inc co sponsors a scholarship in Uniontown,
Pennsylvarua as part of a programme designed to build a bridge
between students in high school and the business community

Employees

Investing in people

QinetiQ recogrises that it wall retain a competitve edge by investing
nats employees and in butlding and maintaining an environment
where the best people do therr best work

In addition to prowsding 313,349 hours of employee training in the
UK {an average of 5 4 days per employee}, 300 employees progressed
through the QinetiQ Core Graduate Development Programme this
year and a further 103 people achieved either chartered or
fellowship status with professional institutions

The Group also launched an enhanced performance management
and development system n the UK which prowides employees with
e-learning facdrties to help manage their performance in its widest
context and offered guidance on the setting of objectives, providing
feedback and exploring career and personal development
opportunities This was accompanied by a focus on talent planning
which will lead to accelerated development for employees with high
potentsal Leadership and management development programmes
remain key to the Group's future success

QunetiQ's Fellowship Scheme recognises individuals who have
achieved world dass scientsfic, technological and intellectual status
This year's round of Fellowship awards was presented by Sir Dawvid
King, the Government's Chief Scientific Adviser at a ceremony In
November 2006 The recipients were Malcolm Arthur, Ken Edwards,
Marcus Harper, Matthew Anghng, Lorraine Dodd, Nit:n Bhakta
Gavin Anthony, Steve Turner, Patrick Beasley, Rupert Anderton and
Robert tamb Chris Shnger was awarded Senior Fellow Status The
Group also appointed its first visiting Fellow Professor Jonathan
Chambers from Cardiff University

The Group’s 2nnual employee engagement survey in the UK
continues to provide meaningful insights into employee attitudes
and concerns The results of this annual survey are cascaded to team
level where actions are taken to improve the way that we work

The Qmeti Share Purchase Scheme provides employees with the
opportunity to share in QunetiQ’s success with the majonty of
employees now shareholders in QinetiQ. In recognition of this
progress, QunetiQ won thes year's ifsProshare Award which
acknowiedges excellence in emplayee share ownership amongst
newly listed companies

The Group also recognises high achievemnent from employees
through a range of internal awards The ‘Make A Dnfference’ Awards,
for example recognise and reward employees for outstanding
performance 1n sahisfying customers, winning important new
business or showing exceptional commercal acumen
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Health and Safety

Improvements continued to be made on the already high standards
of health and safety across the Group by achieving a 7 7% reduction
wn the lost time acadent rate for the UK business which fell to 4,280
hours lost in the year The RIDDOR rate for QinetiQ's own UK staff
was 3 47 accidents per 1 000 staff in 2006/7 compared with an all
industnies’ rate of 5 63 1n 2005/6

@ineti UX RIDDOR rate

Two major occupational health campaigns were rolled out to
encourage eye testing and blood pressure testing to help prevent
heart attacks and strokes In addition, the ongoing provision of
the Group's Employee Assistance Programme offers help and
assistance to employees across a wide range of personal and
waork-related issues

Ethics

QunetiQ's busimess ethics policy constitutes a set of business
prinaiples that underpin the Group's activities This is guided

by our core values of integnty, excellence care, teamwork and
commutment and with respect for the human nghts and best
interests of all employees The Group also respects the legitimate
interests of those with whom it has a working relationship

Thus pohcy applhes to all of the Group's compamies and to thesr
employees and contractors Where QinetiQ operates with third
parhes, or ventures where it has a sigruficant interest, it seeks
o promote the application of business practices that have a
simular effect

Managers at all levels of the business ensure that these pninciples
are understood and followed by all employees through appropnate
communication, training, testing and performance management
The CinetiQ Board requires that employees bring to its attention
of that of senior management, any breach or suspected breach of
out business principles, confidentiat reporting systems are in place
to atlow such reporting withoul fear of any retaliation

Responsible purchasing

Ensunng that QinetiQ s suppliers are providing goods and services
procured from responsible sources remains a key prionity for our
purchasing team This year the Group has focused on making
progress with three major supphers Amey Accenture and the
Compass Group, in systematically addressing key areas of social,
environmental and ethical impact

Amey this year focused on the extension of paper recycling across
all major QinetiQ sites, more than doubhing the recyching rate as

a result Together with QinetiQ, Amey also identified a number
of areas where energy savings coufd be made by means of small
investments, an example of which i automatic iight controls

Accenture and QinetiCk worked to reduce the electnoity consumed
by employees leaving PCs on overnight or over weekends Accenture
utilises its IT network management applications todentify PCs that
have been lefi on and then warked with the relevant business area
to confirm if this was necessary This approach has led to further
reductions in energy consumption on many of the Group’s sites

The Group also opened a range of new facilities further

improving the physical working environment including a new

cafe, restaurant and conference facilities at the Tom Ellict Centre
1n Matvern (inetiQ worked closely with Compass our catering
prowider, to delivery healthy, balanced eating opteons to employees
across a range of QinetiQ sites

Future objectives

The Group's specific corporate responsibility targets
for the coming year, include

+ Not exceeding current tevels of UK CQ, emissions
from energy consumption relatwve to business output

Major campaigns aimed at generating behavioural
change across the business on key areas of
emarcnmental impact such as travel and waste

9,000 students having expenenced ‘Lab in a Lorry’
by 2009

» Retaining our status as ‘top quartile” investor in l
employee learning and development

~ Ensunng that the Group’s RIDDOR Injury Acadent
Rate remains below the Health and Safety Executrve’s
{HSE} industry benchmark

Establishing a clear set of corporate responsibility
eriteria with which to engage ali CinetiQ supphers
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Our Board of Directors

1 Sir John Chisholm-*

Chairman (Non-executrve Director)

Sir fohn Chisholm (60), the Non-executive
Chairman of QinetiQ), was Chief Executive Officer
of inetiQ {previcusty DERA) from 1991 to 2005
transforming it into a successful trading fund
and developing its commercial business Until
October 2006 he was the £xecutive Chasrman
of QunetiQ Previously Sir John was UK Managing
Director of Sema Group pic and prior to that he
was a director of CAP Group ple. In 1979 he
founded and became Managing Director of CAP
Scientific Ltd After a degree at Cambridge in
Mechanical Sciences, Sir John s work expernence
included periods at Generzl Motors and Sacon
Ltd part of BP Sir John was formerly President
of the Institution of Engineering and Technotogy
and s currentty Charman of the Medical
Research Council He is also a Fellow of the

Royal Academy of Engineenng, the Royal
Aeronautical Society and the Institute of

Physics The Board considers Sir John s extensive
knowledge of Defence and Secunty Technology
markets and his unnvalled expenence of
QinetsQ1 s Business gained whilst Chief Executive
Officer to be a valuable asset to the Board in
terms of deasion making and understanding
the strategc rssues affecting the Group

2 Graham Love*

Chief Executive Officer (Executive Director)
Graham Love (53) 15 the Chief Executive Officer
of GinetiQ, having previously been Chief
Financiat Officer Prior to rejosming DERA
2001 he was Chief Executive of Comax Secure
Business Services Ltd, leadhing it through 1ts
privatisatron in 1997 before its sale to Amey plc
1n 1999 Before that, Graham was Finance
Durector of DERA from 1992 to 1996 After

a degree 1n English at Cambndge s career
included management roles with Ernst &
Young, KPMG and Shandwick plc as well as
several years i international consulting

He 15 a Fellow of the institute of Chartered
Accountants in England and Wales

3 Doug Webb

Chief Financia! Officer (Executive Director)
Doug Webb (46) 15 the Chief Financial Officer
of Qinetid Doug was appointed to the Board

in September 2005 having previously been
Group Financial Controller He joined QinetiQ in
lune 2003 from LogicaCMG where he had most
recently been the Regronat Finance Director for
Continental Europe During his eight years with
Logica, Doug spent the period from 1995 to
2000 1n the US i vanous management roles

at s US subsidiary including Cheef Operating
Officer Chief Financial Officer and Executive
Vice President Telecoms Division He tramed

as an accountant with Price Waterhouse where
as a sensor audit manager he focused on IT
compantes and stock exchange listed chents
Doug 15 a Felfow of the Institute of Chartered
Accountants in Engtand and Wales

4 Sir Davad Lees "¢

Deputy Chairman (Semior Independent

Non executive Director)

Sir David Lees (70) joined the Board of QmehQ
in August 2005 Sir David s currently Chairman
of Tate & Lyle plc He has also been a member
of the UK Panel on Takeovers and Mergers since
June 2001 Sir Dawd joined GKN ple in 1970 and
became Group Finance Director i 1982 He was
appointed Group Managing Director in 1987
and Chairman and Chief Executive 1n 1988
before becomung Non executive Chairman in
1997 until his retirement in May 2004 Other
notable roles include being a member of the
Nattonal Defence Industnes Council between
1995 and 2004, Chairman of Courtaulds plc
from 1996 to 1998 a Non executive Director

of the Bank of England between 1991 and 1999
and Chairman of the CBI Econormic Affais
Comrmittee from 1988 until 1994 as wellas
being a member of the CBI President s
Commuttee from 1988 to 1996 From 2001

to 2006 he was Non executive Joint Deputy
Chairman of Brambles Industnes plc and

Brambies Industrses Limited Sir Dawd 1s
currently a Non-executive Director of the Royal
Opera House and Chairman of the poverning
body of Shrewsbury School He 1s atso a Fellow
of the Institute of Chartered Accountants 1n
England and Wales The Board considers that
Sir Dawid’s detarled understanding of the
Defence sector coupted with his extensive
expenence of corporate gavernance and the
Gity and its institutions, sigmficantly enhances
the operation of the Board, particularly in the
context of Sir David's dual role of Deputy
Chairman and Sencor Independent Non-
executive Director

5 Nick Luff

Non-executsve Director

Nick Luff {40} joined the Board of Qineti()

in june 2004 and serves as an independent
Non executive Director Nack was appointed
Finance Director of Centrica plc n March 2007
hawving previously served as CFO of the PR.O
Group He trained as a chartered accountant
with KPMG and 15 a member of the Institute
of Chartered Accountants i England and
Wales Nick joined P&O 1n 1991 and held
vanous finance roles before joining the board
as Finance Director in 1999 [n October 2000 he
became Chuef Finanaal Officer of PRO Princess
Cruises plc on its demerger from the P&O
Group and returned as Chief Finanaal Officer
of PR.C in May 2003 Nick has also served as

a Non executve Director on the board of
Royal P&O Nedlloyd NV, the Dutch-histed
nternztional container shipping company

The Board considers that Nick's expenence

of operating as Chief Financial Officer/Finance
Director with P&:Q and Centrica coupled with
his extensive exposure to a vanety of industnal
sectors provides the rigorous financial and
commercial scrutiny required of a FTSE-listed
company at the Board level particularly in

the context of s sole as Chairman of the
Audit Commuttee




QunetQ Group pic 41
Annual Report 2007

6 DrPeter fellner=<*

Non-executive Birector

Dr Peter Fellner {63) joined the Board of
GmetiQ in September 2004 Peter 1s Executive
Chawman of Vernalis ple, and 1s also Chairman
of Acambus ple. and the privately held
biotechnology company Astex Therapeutics
umited In addition he serves as a Director of
two European biotechnology companies, UCB
SA and Evotec AG and is alsc 3 Director of
Bespak plc and Isis Innovation bmited Heis
alsa 2 member of the Medical Research Council
Peter previously served as Chairman of Celltech
Group pic from 2003 to July 2004 having been
Chief Executive Officer from 1990 onwards
Before jowneng Celltech he was Chief Executive
of Roche UK from 1986 to 1930 having
previously been a Director of Roche UK
Research Centre The Board considers that
Peter s detaded understanding of the
commeraiabisation of innovative technologies
and his expenience of brnging high technology
businesses to the public markets, are a valuable
asset to the Board in terms of the development
of Qinet:() s portfolio of leading technologies
and the evolution of Qinetil s remuneration
polices particutarly in the context of s role
as Charrman of the Remuneration Commuttee.

7 Noreen Doyle<*

Non-executive Director

Noreen Doyle (58) was appointed to the Board
of Qinet«Q 1n October 2005 and serves as an
independent Non executive Director She also
sits on the Board and Risk Commuttee of Credit
Suisse Group (Zunch) and 1s a Non executive
Director of Newmont Mining Corporation
(Denver} and Rexam PLC In August 2005
Noreen completed her four-year term as First
Vice President of the European Bank for
Reconstruction and Development (EBRD) where
she chared the EBRD’s Operations Committee

and was a member of the Executive
Committee Prior to her appointment as First
Vice President Noreen was firm-wide head of
Risk Management She joined the EBRD 1n 1992
to estabhish its syndications functions Before
jouming the EBRD, Noreen had a distinguished
career at Bankers Trust Company (now
Deutsche Bank} in corporate finance and
leveraged financing with a concentration in ol
gas and riming Noreen has a BA from the
College of Mount Saint Vincent, Riverdale

New York and an MBA from Tuck Schoof at
Dartmouth College The Board considers that
Noreen s extensive international business
expenence, particularly in the areas of corporate
finance nsk management and banking, to be
of significant benefit to the Board a5 ChnetiQ
continues its strategy of developing new
business opportunities outside its traditional
UK market particutarly in North Amenca

8 George Tenet

Non-execyutive Director

George Tenet (54) was appointed to the Board
of Qineti in October 2006 and serves as an
independent Non executive Directer Having
been sworn into office in July 1997 George
was one of the longest senang directors of the
us Central Intetligence Agency (CIA)}, a position
he held until his resignation in 2004 George

15 Board Drrector of Granahan McCourt
Acquisttion Corp Guidance Software Inc and
L-1 Identity Solutions sits on the advisory board
of The Analysis Corporation and is a professor
at Georgetown Umiversity in Washington DC
Prior 1o hus directorship of the CIA, he held
vanious roles in federal government, including
staff director of the Senate Commitiee on
Intelligence A holder of the Presidential Medal
of freedom the US s mghest cvilian honour
George has also been awarded with numerous
foresgn decorations mcluding the Egyptian

* Member of Comphance Committee

& Member of Nomination Committee

« Member of Audit Committee

< Member of Remuneration Commuittee
Char of Commuttee

Order of Menit (First Class) the first Amerncan
to receve this honour The Board considers

that George's unparalleled exposure to

Defence Secunty and Intelligence commumnties
worldwide coupled with his extensive
understanding of the working of Government,
particularly in the US significantly enhances the
operation of the Board as (inetiC continues to
pursue its strategy of growing its US platform
n the Defence and Secunty Technology domain

9 Celin Batmer*

Non-executive Director

Colin Balmer {60} was appointed to the Board
of CinetiQ in February 2003 He served as
Managing Duector of the Cabinet Office from
2003 until his retirement in 2006 Previously,
Colin was Finance Director of the MOD, with
responsibility for QunetsQ's privatisation and
the subsequent investment by Carlyle as part
of the PPP Transaction He has extensive
expenence across the MOD including periods
as Private Secretary of two Ministers for
Defence Procurement a secondment to the
UK Delegation to the North Atlantic Treaty
Organisation {(NATO) and as a Minister for
Defence Materiel m Washington DC United
States Colin was formerly a member of the
Independent Financial Reporting Advisory
Board and the Advisory Counail of Partnerships
UK and s currently a member of the Foreign
and Commonwealth Office’s Audd and Risk
Commuttee and 15 on the Board of the Royal
Mint, chainng their Audit Committee The
Board considers that Colin s extensive
knowledge of the development of Qinetit
throughout its public-private partnership and
tus in depth understanding of the working of
Government, particularly the UK MCD
pravides the Board with a unigue insight into
the 1ssues facing Government in dehivering its
procurement objectves and partnenng with
industry supplers
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Statement of Corporate Governance

Corporate Governance = introduction

Gineti's commutment to maintaining the highest standards of
corporate governance 1s fundamental to the Group’s operations,
not only in terms of ensuning comphance with the Combined Code
on Corporate Governance as rewised by the Financial Reporting
Council in June 2006 {the Combined Code’) but more generally

in the way the Group conducts its day-to-day business affarrs

The concept of good corporate governance is by no means new to
Qunetid - the Company has been gunded by the letter and spint of
the Combined Code since its creation 1n 2001, a process which was
formalised at the time of QinetiQ's Initsat Public Offenng (IPO}in
February 2006 Since then, Qinetid's governance systems have
continued to evolve to meet best practice, both at a Board and
operational level, and 1n terms of the Group’s interaction with its
key stakehoiders, as described in more detail in this Statement of
Corporate Governance, together with the Report of the
Remuneration Committee on page 50

Combined Code

On appointment as Chairman, Sir john Chishotm was not regarded
as independent under the Combined Code as he was formerly
QuinetiQd’s Chief Executive Officer The Combined Code recommends
that a company’s charrman be independent on appointment and
that its chief executive officer shoukd not become chairman of the
same company The Board considered that departure from the
Combined Cade in this area was appropriate and gave its reasons
for non compliance both in the IPO documentation and the 2006
Annual Report On 1 October 2006, Sir John handed over all
executive responsibilities to the Chief Executive Officer in
accordance with the Board's previously announced intentions

The Board considers Sir John's extensive knowledge and expenence
of QinettQ's business an invaluable asset following its transition to
a publicly ksted company The Board cantinues to believe that

Sir John remains the most appropnate person to lead it as the new
orgamsation, both in the US and the UK becomes fully established
and as it continues Lo oversee the development of Q:netiCl s
strategy The Company operates in a critical environment involving
national securty and defence and engages with a highly complex
range of external stakeholders on both sides of the Atlantic.

Sir john brings a unique set of skills and experience to bear i this
challenging area The Board 15 convinced that this is a suitable
departure from the recommendation of the Combined Code The
Deputy Chairman, Sir Dawid Lees, confirms that Sir fohn continues
to perform effectively both as Chairman and a member of the Board
and demonstrates commitment to both roles

As staled on page 54 1t 1s proposed that with effect from 1 August
2007 Sir John s term of appointment will be on a 12 month rolling
basts The Board intends that all Directors including Sir John, should
stand for re election annually Each member of the Board will be put
forward for re election at the Annual General Meeting of the
Company in 2007

Save as stated above, QinetiQ has complied with the provisions of
the Combuned Code throughout the last financial year

The Board — governance, processes and systems

Composition of the Board

Sir John Chisholm is the Non-executive Chatrman of QinetiQ, having
transferred all of his executive responsitulities to Graham Love,

the Chief Executive Officer on 1 October 2006 The roles of
Chairman and Chief Executive Officer are separate, with their
responsibilities having been clearly articulated by the Board in
writing The Chairman 15 responsible for the effective operation of
the Board and ensures that alt Birectors are enabled a2nd encouraged
to play their full part in Board activities The Chief Executive Officer
15 responsible to the Board for directing and promoting the
profitable operation and development of the Group consistent with
enhancing long-term shareholder value, which includes the day-to-
day management of the Group, formulating, communicating and
executing Group strategy and the implementation of Board policies

The Board comprises a Non-executive Chairman, six Non-executive
Dhrectors and two Executive Directors, namely the Chief Executive
Officer and the Chief Financial Officer, with the objective of
achieving a halance of Executve and Non executive Directors

The Board considers its overall size and composition to be
appropriate, having regard in particular to the independence of
character and integrity of all the Brrectors and the experience and
skifls whuch they bring to their duties which prevents any indvidual
or smait group from dominating the Board's decision-making

The Senior Independent Non-executive Director 15 Sir Davad Lees

Sir David 15 also Deputy Chairman of the Board and serves as an
additiona! point of contact for shareholders should they feel that
their concerns are not being addressed through the normat channels
Sir Bavid 1s, furthermore, available to fellow Non-executive Directors
etther indvidually or collectively, should they wish to discuss matters
of concernin a forum that does not include the Chairman, the
Executve Directors or the senior management of QinetiQ

The Shareholder Relationship Agreement entered into between
Qunetiq and MOD at PO entitles the MOD to nominate one
Non-executive Director to the Board, for so long as the MOD does
not dispose of any further ordinary shares in the Company, and
thereafter for so long as it holds at least 10% of QinetiQ's 1ssued
ordinary share capital

Directors’ independence

Of the existing Directors of the Company, the Board considers

Sir David Lees Nick Luff, Dr Peter Fellner Noreen Doyle and George
Tenet to be independent of QinetiQ's executive management and
free from any business or other relationships that could matenatly
interfere with the exercise of their ndependent judgement Of the
remaining Non-executive Directors, the Board considers that both
Sir Johp Chisholm and Colin Balmer are net independent for
Combined Code purposes, Sir John on the basis that he was
formerly QinetiQ’s Chief Executive Officer and exercised certain
executive responsibilities until 1 October 2006, and Colin as he 1s a
nomunee of the MOD, which 1s the largest shareholder on QinetiQ's
share register

tn October 2006 George Tenet was appointed as an additional
independent Non-executwve Director, the 8oard having concluded
that Mr Tenet's unparalleled exposure to Defence, Security and
Intelligence communities worldwide coupled with his extensive
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understand:ng of the workings of Government pariicularly in the
US, would enhance the operation of the Board as QinetiQ continues
its strategy of growing its US platform in the Defence and Secunity
Technology domain

tn February 2007, Glenn Youngkin resigned as a Non-executive
Director when Carlyle sold 1ts remaming shareholding in QinetiQ
Mr Youngkin had not previously been considered by the Board to
be an independent Non executive Director for Combined Code
purposes, on the basis that he was a representative of Carlyte which
was (until February 2007) a significant shareholder in QuinetiQ

Based on the above the Board considers that at least half of

its members {excluding the Charman) were independent Non-
executive Directors throughout the fast financial year and that at
the date of this report, five out of nine members of the QinetiQ
Board are independent Non executive Directors for Combined
Code purposes

Board structure

ineliQ's IPG in February 2006 was a key stage in the Company’s
transformation from a government agency to an international
commeraal enterprise The PO also had a significant impact at
Board level, it being recogrised that the majonty of Non-executive
Directors were appointed 1n antiapation of the Company’s IPO As
a consequence, the headline strategres descnibed i the Company s
prospectus issued at IPO — namely the continuation of QinetiQ s
focus onits MOD customer base, the further penetration into
defence markets, the application of technologies and services to
adjacent non-defence markets, the focus on the development of the
QNA business and selective acquisitions - have guided the Board in
its decision-making throughout QinehiQ's first full year as a pubhicly
listed company It is the Board’s belief that the skills and expenence
of indwidual members of the Board, particularly 1n the areas of

UK Defence and Secunity, the commerciabisation of innovative
technologies, corporate finance and mergers and acquisitions,

have been fundamental in QinetiQ’s pursuit of these growth
strategies In addition the quoted company experience available

to members of the Board in a vanety of industry sectors has also
been invaluable to the Company in its first year's trading as a
public company The Board s knowledge and expenence has been
enhanced in the last financial year by the appointment of George
Tenet as a Non-executive Director

Although the Company's 1PO has set the framework for the Board's
objectsves in the last financal year, the Board evaluation process
{which is described in more detail later in this report} has presented
an apportunity to refine further the Board's key targets resuiting in
the creation of a detailed set of Board abjectives which build upon
the key corporate objectives put 1n place at IPO

Operation of the Board

The Board s responsible for managing the Group's operations

and in this capaaity determines the Group's strategic and
investment policies The Board also monitors the performance of
the Group s serior management team The following is a surnmary
of the approach taken by the Board to corporate governance in the
financial year ended 31 March 2007

— The Board took the decision during the last financial year to extend
the length of time devoted to each Board meeting in order to allow
members of the Board to consider key strategic deaisions in greater
depth, this has resulted in the number of Board meetings being
reduced from ten to eight in the finanaial year commenaing 1 April
2007 Members of the Board are also invited to attend a dinneron
the oceasion of each Board meeting, which assists in the process of
relationship buitding and ensuning that key strategic imitiatives are
properly discussed In the last financial year the Board met on 10
separate occasions, two of these meetings were unscheduled and
were convened to allow the Board to consider the ments of two
separate acquisrtion opportunities in the US The Board held ane
of its scheduled meetings in the US in the past year, which gave
members of the Board an opportunity to meet with semor
management within QinetiQ North America It 1s proposed that
in 2007 /08, two Board meetings wiil be hetd in the US to atlow
mermbers of the Board greater opportunity to interact with this
fast growing part of the Group's business

— The Board recewves wntten reports from the CEQ and CFO

each month duning the course of the financial year which are
considered at each meeting of the Board, together with a separate
report on investor refations (which 1s prepared 1 consultation with
QunetiQ's brokers} and a report produced by the Company
Secretary on key legal and regulatory 1ssues affecting the Group
The Board also considers reports from the respective Chairmen

of the Committees of the Board at the next scheduled Board
meeting following the date on which each such Committee
Meeting was held The CEO's monthiy report addresses the key
strategic inihiatives impacting the Group since the last meeting of
the Board and focuses i particular on the performance of each of
the EMEA, ONA and Ventures businesses Other key areas of focus
include health, safety, emvironmental, staff and organisational
issues the status of key account management/customer
relationship initiatives and the prpeline of potential acquisitions
disposals and investments Of particular significance n the last
finanaia! year was the consideration given to a number of
acquisition opportumities in the US {which culminated in the
execution of the Analex and ITS acquisitions), reorgamsation
activity i relation to the UK sectors (which resulted in
restructuring within D&T in the early part of the financial year
and the creation of the EMEA Sector in Apnl 2007) and the
consideration of the bidding process in respect of the award of
both the Combined Aerial Targets System and Defence Traring
Rationahsation programmes (conducted through Metnx) in the
year Any proposed acquisitions, disposals and investments which
exceed the CEO's delegated authonty are considered by the Board
int the context of the CEO's report

- The CFQ s monthly report addresses the financial performance
of the Group and each of the Sectors, both on a monthly and year-
to-date basis, with the key performance indicators analysed being
those identified on page 24 in the Business Review The Group Risk
Regsster also forms part of the CFQ's report on a quarterly basis
and highlights the 10 to 12 principal nisks having a potential
impact at a Group level, the matenalty of each nsk, the
assumplions underlying each such nisk, the actions required to
manage the nsk and the relevant key performance indicators for
each headline nisk The 11sks covered by the Group Risk Register
cover a range of financial and nen-finanoal items, based on the
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Principal risks and uncertamties’ identified on pages 22 and 23 of
the Business Review The CFO also reports on a monthly basis, as
part of lus investor relations report, on the key ssues raised by
shareholders potential investors and other important stakeholders
on QinetiQ’s performance and key strategic imibiatives This process
prowides an opportunity for the Executive Directors to take
soundings from the Non-executive Directors on matters winch are
considered important from an investor relations perspective

— At each scheduled meeting, either the Sector heads or the
Managing Director of QunetiQ Ventures, gives a presentatton to
the Board on the key strategic, operational and performance issues
impacting thewr businesses The Board also receives updates from
the CEO s key functional reports {such as the Group Director of
Human Resources on Pensions Strategy) on an as needed’ basis
throughout the financial year The Board devotes one entire
meeting each year to consider strategy and planmng 1ssues
impacting the Group, from which the five-year corporate plan is
penerated, a key part of this process involves the Board having
the opportumty to question the Sector heads and the Executive
Directors in relation to the formulation of the corporate plan at
Sector level and the impact of these plans on the Group strategy
as a whole The Non executive Directors alse have an opportunity
to meet with other members of staff wiathin the QuinetiQ Group
{including, but not hrmited to, other members of the senior
management team) at lunch-time events which are scheduted
to conade with Board meetings, duning the last financial year
two such events were held in Malvern and Washington DC

~ The Board operates through a comprehensive set of processes
whuch define the schedule of matters to be considered by the
Board and its Commuttees dunng the yearly business cycle, the
levet of delegated authonties (both financtal and non-financial)
avatlable to both Executive Birectors and other layers of
management within the business, and QinetiQ 5 Business Ethics,
Risk Management and Health, Safety and Environmental
processes 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 ssgmificant investment, bid, acquisition
and dvestrnent transactions, approval of HR policies {including
pension arrangements) reviewing matenal htigation and
monitoning the overall system of internal contrals, including
nsk management

~ In 2006 QunetQ became a member of the UK Defence Industry
Anti-corruption Forum which has the primary objective of
promoting ‘the prevention of corrupton in the international
defence markets’ In furtherance of this objective, QinetiQ has
enhanced its existing internal procedures which are designed
not only to comply with, but to exceed international best practice
in thes area This s facilitated by the engagement of an
independent, internationally recopmised organisation known
as TRACE (Transparent Agents and Contracting Entittes) whach
conducts anti bribery due diligence reviews and comphance
training on behatf of the Group, partrcularly in circumnstances in
which QunetiQ 1s planning to engage third party agents overseas

Performance of the Board

Durning the financial year ended 31 March 2007, the Board
undertook the first formal evaluation of its performance, and that
of its Commutiees and indnadual Directors smee the Company’s IPO
 February 2006 tn the first ha!f of the financiaf year the Board
consulted widely in considering the range of options available to it
n conducting such an evaluation exercise and dectded that the
review process would be based on a detailed self-assessment
questionnaire, covenng issues rangtng from "value creation’ and
‘strategic planning’ through to the operation of the Board/its
Commuttees and nsk management’ The evaluation process was

ted by the Charrman, who supplemented the detailed responses
derived from the self-assessment’ questionnaire with a series of
meetings held indmidually with each of the Directors, at which the
performance of the Board as a whole, as well as the Commuttees and
individual Board members were discussed In addition, Sir David Lees,
in hus capacity as the Semor Independent Non-executive Director, met
with individual members of the Board to evaluate the performance
of the Chairman The gverall conclusion of the evaluation process
which was charactensed by commonality of vtews expressed by
individual members of the Board, was that the Board conducts its
business in an extremely positive and open manner with the Board
possessing the requisite skills and diversity to fulfil its leadership

role and having a detailed understanding of its stewardship
responsibilities The Board agreed that the evaluation process had
been an extremely worthwhile exercise and had highlighted very few
weaknesses in terms of 1ts methad of operation, although the Board
did suggest that improved performance benchmarking as aganst
QunetiCy s peers, improved objective setting for the Board and
increased Board contnbution to management succession planning as
areas which could ment further development Each of the suggested
areas for improvement anising out of the Board evaluation process
have either been remedied or are in the process of being resolved 1
particular a new Board objectives paper has been approved by the
Board, which focuses in particular on the added vatue the Board brings
to the Group

As 3 separate exerase, the Chairman held meetings with the
Non-executive Directors on three separate occasions in the last
financia! year, without the Executive Directors present, in order to
review both the operation of ihe Board and the performance of
the Executive Directors In addition, the Executive Directors were
apprased as part of the annual salary review process, which was
overseen by the Remuneration Committee, which rewiewed the
performance of the Executive Directors in detail as against therr
personal objectives set at the start of the financial year

Directors’ induction, training and information

All newly appointed Directors participate in an induction
programme, which is tailored to meet thewr needs in relation to
information on the Group This induction programme includes an
induction pack which s refreshed to ensure it contamns the most
up-to date information available on the Group Any changes made
to the information contawned in the induction packs {for example,
amendments to the Group Directors' and Officers msurance poltcy)
are made available to the entire Board

All Directors are encouraged to visit QinetQ's principal sites and to
meet a wide cross-section of QinetiQ's employee base During the fast
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financial year the Board held one of its meetings in Washington DC,
which allowed members of the Board to better appreciate the
business dynamics of Qineti's newly acquired Apogen, PSI and
Ocean Systems businesses, the Board also held one of its meetings
at QunetiQ s Malvern site, duning which a site tour was undertaken
which provided members of the Board with exposure to a range of
Qinetit technologies (includiag 3D imaging, low power microchips
and milimetre wave detection technologies), as well as a
commentary on the key stages of a successful MOD id

Training ts also available to the Board on key business issues or
developments in policy, regulation or legiskation on an as needed’
basis, by way of example the Board was provided with an overview
of the Compames Act 2006 duning the last financial year which
will be supplemented with additional training as the vanous parts
of the Act are impiemented Each of the Directors has access to the
services of the Company Secretary, and there 15 also an agreed
procedure for the Directors to seek independent adwvice at the
Company s expense

Directors’ responsibilities

Statements explaining the Directors’ responsibilities for prepanng
the Group s financial statements and the auditors’ responsibilities
for reporting on those statements are set out on pages 58 and 59

Other Directors’ information

Detasls of Exgcutive Directors service contracts and the
Non-executive Directors’ letters of appointment are set out in the
Repaort of the Remuneration Commuttee Copies of Directors service
contracts and letters of appointment will be available for inspection
at the Company's Annual General Meeting

in Octaber 2006, Sir John Chishelm, was appointed Chairman of the
Medical Research Counal which 15 a non-fee paying role

Committees of Directors

The Board has established four principal committees, being the
Audit Commuttee, the Remuneration Commttee, the Nominations
Commmuttee and the Comphance Commuttee each of which operates
within wnitten terms of reference approved by the Board, details

of which are set out in the Investor Relations section of QinetiQ's
website {www QinetiQ com) Each of the Chairmen of the Board
Committees reports on the key i1ssues discussed, and decisions
taken, at the next meeting of the Board following the Committee
meeting in question

Details of each of these Commuttees are summansed below

Audt Committes

Each member of the Audit Commiitee 1s an independent Non-
executive Director The Commuttee s chaired by Nick Luff, who has
been a member of the Institute of Chartered Accountants in England
and Wales since 1991 and the Board considers lum to have recent
and relevant financial experience given his former roles as CFO of
P& and P&O Princess Crusses and his curfent position as Finance
Director of Centrica The other members of the Commuttee are

Dr Peter Feliner and Noreen Doyle The Audit Committee meets as
necessary and at least four times a year Dunng the finanaial year
ended 31 March 2007, the Committee met on four occasions The
external auditors have the nght to request that a meeting of the

Audit Committee be convened During the past financial year the
Commuttee met with QmetiY's external auditors on two separate
occasions without Executive Directors present to discuss the audit
process, and the Commuftee Chairman also met with the Group
internal audit function on the same basis Except where not
permitted to attend, the Group Chawman, Chief Executive Officer,
Chief Finanaial Officer, Group Financial Controller Head of Internal
Audit and a representative of the external auditors normally attend
Audit Committee meetings

Dunng the last financial year, GinetiQ's first as a listed company

the principal aseas of focus for the Audit Committee were to oversee
the audit process for the full year and interim results The Committee
also conducted a detarled review of the GinetiQ internal audit
function in year, which resulted in the approval of a detalled 12
month work programme for the function, the adoption of a balanced
scorecard approach to measure internal audit objectives and the
appointment of the Group's first head of internal audit for the

QNA region 1n 2006 In the context of the Group’s North American
business, the Commuttee also reviewed the apphication of internal
controls in respect of the proxy regime through which the majority
of Qneti’s North American business is operated (see below under
the heading Management and control of US subsidiaries) and

KPMG s approach to auditing the newly acquired US businesses

As part of its regular review of internal controls, the Committee paid
particular attention to the effectiveness of QinetiQ's whistieblower
pohcies in year as well as those areas of internal audit review which
had faled to achieve at least a satisfactory’ rating, these were
limrited in number and princepally related to the development of
certain software systems for customers and the conduct of certarn
project management activily As part of the regular reporting
process, the Committee also viewed the activities of the treasury,
tax, and insurance functions, as well as overseeing the level of
KPMG’s audit fees, as part of this process, the Committee conducied
a detailed review of the Group Treasury policy tn year and introduced
certain changes, related principally to the Group's attrtude to risk in
conducting foreign exchange/hedging activily

in order to safeguard auditor ndependence, the Commuittee ensures
that any other adwisory/consulting senvices provided by the auditors
da not confhict wath thetr statutory audit responsibilittes and are
conducted through entuely separate working teams, such advisory/
consulting services only generally cover regulatory reporting, tax and
mergers and acquisitions work Any non-audst services conducted by
the auditors require the consent of the Cuef Financial Officer or the
Chauman of the Audit Committee before being initiated with any
such services exceeding £50,000 in value requinng the consent of
the Audit Commuttee as a whole In the last financial year, the only
non-audit actvity conducted by KPMG on behalf of QuinetiQ which
exceeded this £50,000 threshold related to the prowision of taxation
adwvice and services to the Group which the Commuttee concluded
did not create any conflict of interest issues which might compronmise
the independence of KPMG audit work It 15 also QinetiQ s pohcy that
no KPMG emiployee may be appointed into a senior position withmn
the QuinetiQ Group without the prior approval of the Cheef Finanaial
Officer The Commttee s policy regulating the award of nan-audit
work toits auditors was reviewed dunng the course of the last
financial year, with the only matenal change being to allow the
Charman of the Aedit Comimrttee (as well as the Chief Financial
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Officer) to approve non-audit fees below the £50,000 threshold The
cost of non-audit work undertaken by the auditors was reviewed by
the Commuttee on severa] occasions during the last financial year, this
process allows the Committee o take corrective action if it believes
that there 1s a risk of the auditors independence bewng undermined
through the award of such work.

The members of the Audit Committee have declared themselves
satisfied with the performance of KPMG as the Company s auditors
i the last financial year There will be a rotation of KPMG's lead
audit partner duning the forthcoming financial year It 1s antiipated
that the incoming lead audit partner will continue 1n the role for a
maximum term of five years

Remuneration Committee

Each member of the Remuneration Committee 1s an independent
Non-executive Director The Committee 15 chared by Dr Peter
Fellner The other members of the Remuneration Committee are
Sir Dawvid Lees and Noreen Doyle The Committee meets as necessary
afthough normally not less than three times a year During the
financial year ended 31 March 2007, the Remuneration Committee
met on four occasians Although not members of the Committee
the Group Charman the Chief Executive Officer, the Group Head
of Hurnan Resources and the Head of Performance and Reward
normally attend Committee meetings Executive Directors are not
present when their own remuneration 1s being discussed

During the last financial year, the Remuneration Commutiee focused
its attention 1n particular an reviewing the long-term share incentive
arrangements for Executive Directors, semar management and the
wider employee base, to ensure, as far as possible, that QinetiQ's
existing incentve arrangements are competitive with its external
comparator group This review exercise has culminated i the
proposed adoption of the Performance Share Plan and Deferred
Annual Bonus Plan described in detar 1n the notes set out in the
Notice of AGM In addition, the Committee approved the salary and
benefit arrangements for the Executive Directors and the CEQ's
direct management reports in year as well as approving the Group
level targets under the teadership Incentive Schemne pursuant {o
which seruor management receives cash bonus awards based on the
attainment of Group level turnover, EBIT and cash targets, as well

as tadored personal objectives which were also approved by the
Commuittee

The Company continued to engage the services of Delortte & Touche
as remuneration consultants in the past financial year to assist

the Remuneration Commuttee and the Board in framing the
remuneration and benefits policies for the Executive Directors,
members of the senior management team and employees
throughout the Group Deloitte & Touche have provided additional
consultancy services to the Company duning the course of the past
financial year in areas such as taxation, albert through entirely
separate teams of advisers, none of whom have any other
connection with the Company

Nominations Committee

The Nominattons Commuttee consists of the Commuttee Chairman,
Sir David Lees, together with Dr Peter Fellner and Str John Chishalm
A majonty of the Committee throughout the year were Non-
executive Diectors The Commitiee meets as necessary and when
called by its Chair During the financial year ended 31 March 2007,
the Commuttee met on two separate occasions

The principal focus of the Comnultee 5 activity durmng the financial
year ended 31 March 2007 was to select an independent Non-
executive Director with experience of the US Defence, Securnity and
Intethgence community, which culminated in the appointment of
George Tenet to the Board in Octeber 2006 The Committee was
responsible for imtiating thus recrustment process using external
recrustment agents, at the beginning of the financial year and
retained responsibility for finalising the terms of Mr Tenet s
engagement through to comgpletion of his appointment Other
activities undertaken by the Nominattons Commuttee in the last
financia! year included consideration of the appomntment of Chive
Richardson as COO of the newly created EMEA region as well as
reviewing QinetiQ’s succession planmng processes at both the
Executive Director level and for other key management posibions
within the Group, which the Committee considered in terms of need
to plan for immediate cover in respect of key roles, as well as
succession planming to cover vacancies ansing over a two to five
year timeframe

Compliance Committee

CiinetiQ s breadth of technical knowledge and its depth of
understanding of the defence operating envirconment allows it to
serve the interests of the MOD 1in two distinct ways tis able to
partner w:th other manufacturers in the defence supply chain to
develop and delver capabilities that give an gperational advantage
to the armed forces and also to provide advice to the MOD during
the entire procurement cycle

However, these distinct offerings may lead to conflict of interest,
whach, if unmanaged could bning into question the MOD s ability
to be able to rely on impartial advice during any competitive
evaluation of a procurement where QinetsQ wishes to operate on
both the buy’ and the supply sides To give MOD customers
confidence that QinetiQ 1s able to perform these actvities, QinetiCt
1s required by its Articles of Assoaiation to implement a Compliance
Regime, which was established on ifs creation out of DERA. Central
to this Regime 1s the requirerment for QinetsQ to seek permisston
from the MOD prior to providing commercial defence services o
others where there 15 patential for a conflict of interest with the
services that QinetiQ provides to the MOD

in designing the Comphance Regime the MOD and QinetiQ
sought to achieve a balance between meeting the needs of the
procurement customers within the MOD {principally Defence
Equipment and Support (DE&S) and the need to allow Qineti
flexibility to exploit research into the supply chain and pursue its
planned commeraal activities without compromising the defence
or secunty interests of the UK The Compliance Regime 1s largely
self-pohaing, in that it s applied by QinetiQ in respect of its activibies
without extensive intervention or overssght by the MOD Since the
inception of the Compliance Regime, over 97% of the requests to
the MOD to allow Qinetid to operate on the supply side of the
commercial defence market have been approved
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Oversight of the operation of the Regime is provided by the
Comphiance Committee, chaired by Sir David Lees Colin Balmer,

a Non-executive Director, 15 a member of the Committee and the
Group Chairman Chief Executve Officer and Comphance Audit
Director are also members The Board nominates two senior
executives to act as Compliance Implementation Director and
Complance Audit Director currently the Comphiance Audit Director
15 Dr Graham Coley and the Compliance Implementation Director

15 Nevile Salkeld

Qinetid’s Comphance Committee meets on four occasions each year
to momitor the operation of the Regime It receives a report from the
Company's Comphance Impfementation Director which describes
the permissions which have been sought and granied since the last
meeting of the Cornmittee, and the status of projects where the
potential conflicts of interest are being managed The Cormmittee
also recewves from the Compliance Audit Director a report on the
effectiveness of the controls that are in place to ensure that the
Regime 1s operated correctly The Committee reviews the systems
that support the Comphance Regime and those that may impact it,
directing changes if appropnate The Commuttee 15 the forum that
would address any 1ssues ansing out of inetiQ's fallure to comply
with the requirements of the Regime

One innovation during the year has been the introduction of a
web-hosted Computer Based Training {CBT) package This traiming
package has been developed for UK staff, based on the MOD
Compliance Regime and its implementation within the UK business
The objective has been to implement a CBT package that will inform,
train and test staff an the fundamental principles of the Comphance
Regime and its implementation within QinetiQ wia their desktop

Attendance at Board and Committee meetings April 2006 — March 2007

computer A key element of the training has been the necessary
focus on indidual accountability and responsibilities at the
different stages of Qinetid’s business development process within
the compliance framewark All staff whose activities may impinge
on the Compliance Regrme will complete the test annually

The MOD reviews the operation and effectrveness of the Compliance
Regrme, through its right to have an observer at the Comphance
Committee meetings

Ouning the year, a total of 13 new permissions were sought from the
MOBD under the Compliance Regime where potential conflicts of
interest were identrfied by QunetiQ, with a further four permission
requests outstanding from the previous year Of these 17 requests
13 were approved, three were not pursued, none were rejected and
one was outstanding at the end of March 2007 At the end of the
year, 37 firewalls were in place, with 14 being established and 12
being closed down duning the year Since vesting 1n 2001, a total

of 105 firewalls have operated with 67 now closed No breaches

of the MOD Compliance Regime have been noted during the year
A firewall 1s a sentes of rules and procedures governing written and
oral communication between staff contnbuting to products inan
MOD competition with industry {(outside the wall} and staff
assessing those products for MOD (inside the wall}

The Comphance Commsttee also provides oversight of QinetiQ's
activities that fall within the scope of the Helsink: Protocol covening
trals involving human volunteers and those other actiwties that are
inherently hazardous

Remuneration Audit Compliance Normination

Board Commuttee Commuttee Committee Committee
Colin Balmer 9/10 3/3
Sir John Chishoim 10/10 3/3 2/2
Noreen Doyle 8/10 3/4 4/4
Dr Peter Fellner 7/10 a/a a/4 2/2
Sir David Lees 9/10 4/4 3/3 2/2
Graham Love 10/10 3/3
Nick Luff 10/10 a/4
George Tenet™ 3/4
Doug Webb 10/10
Glenn Youngkin® 10/10

! Geosge Tenet was apponted to the Board on 24 October 2006
& Glenn Youngkmn resigned from the Board on 8 February 2007
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Going concern

The Directors are of the opimon that the Group has adequate
resources to continue to operate for the foreseeable future and
have prepared the accounts on a going concern basis

Communication with shareholders

The Company attaches sigruficant importance to the effectiveness
of its communications with shareholders During the last financial
year, the Company has rutiated regular dialogue with inshitutional
shareholders and the financial commumity, which has included
presentations of the full-year and intenim results (including investor
‘road shows held in the UK, Europe and US) regular meetings

with major shareholders and industry analysts participation n
stockbrokers” seminars and shareholder site wisits held at
Farnborough and Malvern In addition, each member of the Board
attended the Company’s Annual General Meeting in July 2006 and a
number of Non-executive Directors attended key shareholder events
in the last finanacal year, including the full year and intenm results
presentations at which they were available to take questions from
shareholders All shareholders and potential shareholders can gain
access to the Annual Report, presentations to investors and other
significant information about the QinetiQ Group on the Company s
website at www QinetiQ com

Holders of ordinary shares may attend the Company s AGM at which
the Company highlights key business developments during the year
and at which the shareholders have an opportunity to ask questions
The chairmen of the Audit, Remuneration, Nominations and
Comphance Committees will be available to answer any questions
on the work of the Committees The Company confirms that it will
send the AGM notice and relevant documentation to all
shareholders at least 20 working days before the date of the AGM
For those shareholders who have elected to receive commumications
electronically, notice 15 given of the availability 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 ali votes are counted, a poll will be taken on ali the
resolutions in the Notice of Meeting The results of the votes on the
resoiutions will be published on the Company’s website

Responsibility for maintarning regular commaunications with
shareholders rests with the Executive Team, fed by the Chief
Executive Officer, assisted by an investor relations function which
reports to the Chief Financial Officer The Board 15 informed on

a regular basis of key shareholder 1ssues, including share price
performance, the composition of the shareholder register and City
expectations The Chairman, the Semior independent Director and
Non-executive Directors make themselves available to meet with
shareholders as required

Management and control of US subsidianes

QinetiQ's US subsidianies, Apogen, Foster-Miler Planning Systems,
Westar, Ocean Systems, Analex and ITS are currently required

by the US Nationa! Industnal Secunty Program to maintain facility
security clearances and to be insulated from foreign ownership,
control or influence To comply with these requirements,

QinetiQ North Amenica Operations, LLC (a wholly-owned subsidary
of QinetiQin the US) and the US DoD have entered into 2 proxy
agreement that regulates the ownership, management and
operation of these companies Pursuant to thes proxy arrangement,
Qinet appointed three US abizens holding requisite US secunty
clearances as proxy holders to exercise the voting nghts of QinetQ
North Amenca Operations, LLC's shares in the US subsidiaries The
proxy holders are also appointed as directors of the relevant US
subsidiaries and 1n addition to their powers as directors, have power
under the proxy arrangements to exercise all prerogatives of share
ownership of QnetiQ North Amenica Opesations, WWC The proxy
holders agree to perform their rote in the best interests of QunetiQl
North America Operations, LLC and consistent with the national
secunty concerns of the United States QinetiQ does not have any
representation on the boards of Apogen, Foster-Milter Planming
Systems, Westar Ocean Systems, Analex or ITS and does not have
the right to attend board meetings (inetiQ may not remove

the proxy holders except for acts of gross negligence or witful
misconduct or for breach of the proxy agreements (with the
consent of the US Defense Secunty Service)

intemnal controls

The Board 1s ultimately responsible for the Group's system of
internal control and for reviewing its effectiveness in safeguarding
the shareholders’ interests and the Company's assets However,
such a system 1s designed to manage rather than eliminate the
risk of fallure to achieve business objectives, and can prowde

only reasonable and not absolute assurance against matenal
musstatement or loss (hinetiQ managers are responsible for the
identificatron and evaluation of signeficant nsks applicable to therr
areas of business together with the design and operation of suitable
internal controls to ensuie effective mitrgation These risks, which
are related to achievement of business objectives, are assessed

on a continual basis and may be associated with a variety of
internal and external events, including control breakdowns
competition disruption, regulatory requirements and natural

and other catastrophes

A process of hierarchical self-certification has been established
within the organisation which prowides a documented and auditable
trail of accountability for the operation of the system of internal
control This process 1s informed by a rigorous and structured

self assessment that addresses all of the guidance cited in the
Cormbined Code The process provides for successive assurances to
be given at increasingly higher levels of management and, finally

to the Board The process is informed by the Internal Audit function,
which also provides a degree of assurance as to the operation and
validity of the system of internal control Planned corrective actions
are independently monitored for thew timely completion

The managers report on nsks (which are recorded at corporate,
sector and dvisional levet of profit and loss as well as within all
customer-facing projects) and how these are managed on a monthly
basis to the QunetiQ Executive Team and the Board, formally, on a
quarterly basis
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The QinetiQ Executive Team reviews an a monihly basis the nisk
management and control process and considers

- the authonty, resources and co-ordinatien of those involved in
the identification, assessment and management of significant
nisks faced by the orgamsation,

— the response to the significant nsks which have been «dentified
by management and others,

- the momitoning of reports frorm Group management

— the maintenance of a control environment directed towards
the proper management of nisk

The centrally provided internal audit programme 1s structured to
address the risks identified by the Company and 15 1ntegrated across
all business and functional dimensiens, thereby reducing rssues of
overlap or gaps in caverage These risks are identified dynamically
and the Board 15 involved in this process as well as the QinetQ
Executive Team

The Chief Finangia! Officer provades to the Board monthly
information that includes key performance and nisk indicators
Where areas for improvement in the system of internal contro! are
wdentified, the Board considers the recommendations made by the
CQunetiQ Executive Team the Audit Commitiee and the Complhance
Commuttee The Audit Committee reviews, on behalf of the Board
the key risks intherent in the business and the system of internal
control necessary to manage such risks and presents its findings
to the Board Internal Audd independently reviews the risk
dentification and control processes tmplemented by management
and reports to the Audit Committee

The Audit Committee also reviews the assurance process, ensunng
that an appropriate mix of techniques is used to obtain the level of
assurance required by the Board It presents its findings to the Board
on a regular basis The Board has reviewed the effectiveness of the
system of internal control that has been in operation during the
financial year ended 31 March 2007 In particular 1t has reviewed
and updated the process for the identification and evaluation of
significant nsks affecting the business and the processes by which
these are managed However the Board routinely challenges the
management to ensure that the systems of internal control are
constantly improving to maintain their continuing effectiveness
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Report of the Remuneration Committee

The following Report of the Remuneration Committee has been
approved by the Board for submission to shareholders

The report covers the remuneration for Birectors and includes
speafic disclosures relating to their emoluments shares and other
interests This report has been produced in accordance with the
Drrectors’ Remuneration Report Regulations 2002

Role of the Remuneration Committee

The Remuneration Committee {the Commuttee’) has delegated
authorily from the Board for deterrmining Executive Directors’
remuneration and reviewing proposals in respect of other senior
executives In addition, the Commitiee determines annual
performance targets and performance critena for related share
schemnes operated by the Group

The Board has delegated the following responsibilities to the
Committee

- agreeing the overall remuneration policy for semar executives,

— deterrmining and recommending to the Board individual
remuneration packages for the Executive Directors and the
Chairman,

— agreeing employee share based incentive schemes together with
the approprnate performance cntens

- recommending {o the Board any awards under executive share
plans {and any other incentive arrangements involving the 1ssue or
transfer of shares in the Company, other than all-employee
schemes) { share based schemes ) and any other short- and long-
term incentive arrangements operated from time to time for
Executive Directors and senior management The Commuttee will
also oversee the admimistration and operation of these schemes,

— approving any contract of employment or related contract for
Executive Directors and the next most senior category of
executives, and

- deterrmining and approving remuneration including bonus
arrangements and awards for the next most semior category
of executives

The full Terms of Reference of the Commuttee can be found on
the Qinetit website (www ChinetiQ com) and copies are available
on request

Committee membership
The Committee 1s composed of the following independent Non-
executive Directors

— Dr Peter Fellner ([Commuttee Chairman),

— Sir David Lees, and

- Noreen Doyle

The Committee met four times duning the year

Adwisers to the Committee

During the year the Committee recewved independent advice on
matters relating to executive remuneration and share schemes
from Deloitte & Touche LPP ( Deloitte’} Towers Pernin and Monks
Partnership provided market snformation Deloitte also provided
other tax and consulting services dunng the year

Sir John Chusholm (Charrman) Graham Love (CEO), Stephen
Luckhurst [Group Human Resources Director) and John Leighton-
Jones {Group Head of Reward & Performance} provided material
assistance to the Commuttee, other than for therr own
remuneration

Disectors’ remuneration policy

The Committee recormmends to the Board a remuneration
framework for Executive Directors and determines the remuneration
arrangements for individual Executive Directors The Commuttee
aims to mamtam a remuneration pohcy, consistent with the
Company's business objectives, which

— attracts, retains and motwates indivduals of high calibre,
— 15 responsive to both company and personal performance,

- 15 based on information from independent remuneration sources
and other publicly avarlable information for companes of a
comparable size (based on revenue and market capitalisation) and
complexity, and

— 15 compatible with the principles for establishing remuneration for
the Company as a whole (based on market comparators and
indvidual performance)

The remuneration policy is built on the following philesophy

- remuneration packages will be structured in order to support
bustness strategy whilst conforming to current best practice,

- constituent elements of each Executive Director’s remuneration
package will be evaluated on the basis of total rewards,

— total rewards are achweved through the attainment of stretching
performance targets based around measures which are
consistent with the short- medium- and long-term interests
of shareholders, and

- a significant element of the executive’s remuneration package will
be performance related
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Actrnties in the year
Duning the year the followtng activities were undertaken by
the Commuittee

- evaluation of Executive Director and semor management
performance in relation to deterrmining salaries and prior year
bonus payments,

- review of Executive Directors’ and senior managers’ total
remuneration,

- determining remuneration package for newly appointed
COO EMEA,

- operation of Group Share Option Scheme including determining
appropnate grant fevels coupled with performance crilena

- pohcy and overall operation of Share Incentive Plan,

- setting parameters and performance targets for annual bonus
plans, and

- review of long-term incentive arrangements, as outirmed below

Executrve Directors’ remuneration

The components of the remuneration package for Executive
Directors, which are reviewed annually by the Committee, are
a5 follows

Basic salary

Basic salary for each Direcior 1s determuned by assessment of the
Director’s performance, experience and responsibility and retevant
benchmarks Salaries are reviewed annually in the context of ali
other remuneration elements Factors taken into account are
performance, personal contribution, responsibibties and market
pressures For market comparison purposes account 15 taken of
company type sector and measures of company size interms of
complexity, market capitalisation and revenue

Annual bonus

Executive Directors have annual cash bonus arrangements, which
are non-pensionable Bonuses are linked to Group and personal
targets The maximum annual bonus opportunity for the Executive
Oirectors 15 100% of salary

The 2006/07 bonus scheme was structured around an ‘on target
annual bonus of 50% of basic salary The bonuses for all three
Executwe Directors (Executive Chairman applicable for & months
only} were measured against the same three key performance
indicators (KPIs) Group revenue earmings before interest, tax and
amortisation (EBITA) and cash generation An entry level is defined
for each KPl and no payment will be made against that KPl unless
the entry level performance 1s achieved The entry level 1s atlways set
to represent incremental growth over the prior year performance
Performance agawnst the KPIs 1s measured independently However,
if the undertying EBITA 1s not satisfied, the Commuttee has the
discretion to reduce any bonus

For performance in excess of the entry threshold, bonus elements
for each KPl accrue on a straight-line basis up to the target level

If there 1s over-achievement against one or more KPIs then the
proportion of bonus ncreases knearly such that twice the on target
bonus 15 payable if 125% or more of the target i1s achieved

Each Executive Director also has personal supporting objectives
which may be used to moderate the financial element up or down
The Commuttee considers annually the choice of performance
measures and approves bonus targets

Benefits

Benefits include a pension or contribution in heu, as approprate,
plus car allowance health insurance and membership of the Group's
employee Share Incentive Plan which 1s open to all UK employees
none of which are pensionable The Company also pays an insurance
premium n respect of death in service cover

In response to the new UK pensions legislation which took effect on
6 Apnl 2006, 1t was decided to permut executives whose benefits are
likely to exceed the Lifetime Allowance to opt out of the QinetiQ
Pension Plan In such cases, the indwidual will be paid a salary
supplement in lieu of pension contnbutions

Long-term incentives
QunetiQ Share Qption Scheme (QS0S) ‘
The Company currently provides long-term incenfives in the form
of share options The objective is to align the rewards of Executives
with the returns to shareholders by providing a focus on increasing !
the share price over the medium to longer term Under the scheme
annual share option awards with a value up to 300% of salary can
be made

It was determuned by the Commuttee that due to option grants

taking place tn dose proximity to the PG in February 2006, no '
further executive grants would be made tn the year ended 31 March

2007 The 2006 award 1s subject to two performance measures

which have equat weighting underlying earmngs per share { EPS’)

and total shareholder return (TSR') measured against the FTSE 250

index Performance Is measured over three years and there s no

re-testing of performance

The EPS measure was selected to ensure that the scheme includes

a performance measure which provides a clear hine of sight for the
participants reflecting the business strategy For the EPS proportion
of the award to start to vest, EPS growih of at least 22 5% must be
achieved over the performance period 25% of the award vests at
that level of performance with full vesting for achieving 52% EPS
growth For EPS performance between these two points straight-line
vesting apphes

Under the TSR element, there 1s no vesting for performance below
the median with full vesting for achieving TSR performance which
positions the Company in the upper quartile of the FTSE 250 At
median, 30% of the award vests with straight-tine vesting between
median and the upper quartile
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Report of the Remuneration Committee continued

Proposed Discretionary Share Plans

The Company 1s focused on delivening value to shareholders and
growng the Company's operations and profitability The Commuttee
now feels that this 1s an appropnate time to review the
remuneration structures to ensure that these support this focus and
abgn our plans with other quoted companies of similar size and
business interests QhnetiQ will seek shareholder approval for the
establishment of the following new share plans at the forthcoming
Annual General Meeting

— 2007 Performance Share Plan (2007 PSP), and
-~ 2007 Deferred Annusal Bonus Plan (2007 DAB}

These new arrangements are intended to become the medium
for long-term mcentmsation The new plans will replace the
current share option plan for Executives albest the QS0S witl be
kept for awards in exceplional arcumstances such as recruitment
and retention

Fundamentals of 2007 Performance Share Plan

The 2007 PSP has taken account of changes in best practice
amongst comparator companies Accordingly the fundamentals
of the 2007 PSP will be

- conditional share awards will be made annually to Executive
Directors and other semor executives,

- awards will vest three years from date of grant

- vesting 15 subject to continued employment and performance
conditwons being met,

— in line with the QS05, awards wifl be based on a combination of
relatve total shareholder return { TSR') performance and absolute
underlying earnings per share { EPS) growth with 50% of the
award vesting based on relative TSR and 50% of the award vesting
based on underlying EPS performance

— the TSR part of the award will be measured against the
constituents of a comparator group inrtially consisting of the
following peer group of compamies Babcock International ple,

BAE Systems plc BBA Awiation pic, Bodycote International plc.
Capita Group ple, Chemeang Group plc, Cobham ple, Cookson
Group plc, Detica Group plc, Enodis ple, FK} ple, GKN plc. Halma ple,
tME ple Invensys ple, LogicaCMG pic, Meggitt ple, The Morgan
Cruable Company ple, Rolls-Royece Group ple, Serco Group ple,
Tomkens plc, Ultra Electronic Holdings ple, Victrex Group ple,

VT Group plc and W5 Atkins ple,

— the TSR part of the award will vest only if refative TSR performance
15 at least at median against the comparator group over a three
year performance period 30% of the TSR part of the award will
vest for achieving median nsing on a straight-ine basis to full
vesting for upper quartile performance TSR will be calculated by
anindependent third party,

- for wutial awards, the EPS part of the award will require at a
mirimum, absolute EPS growth of 22 5% over the three year
performance period, for which 25% of the EPS part of the award
would vest This will increase on a strasghi-liine basis to full vesting
if EPS growth of 52% 15 achieved,

- indmidual participants’ award levels will be determined by the
Remuneration Commuttee from year to year, with due regard to
seruonty as well as business and indwidual performance It s
antwipated that for the initial awards Executive Directors will
receve awards with a face value of up to 100% of base salary, with
awards for other particepants not exceeding 75% of base salary,

— on leaving employment with QinetiQ, awards will normally lapse

In the case of of ili heafth death, or as a result of the particspant’s
employing company ceasing to be a part of the QinetiQ Group, any
unvested portion of the award wilt vest pro-rata for time and
performance, and

— sn the event of a change of control {other than a reorganisation}
awards will generally vest pro-rata for ime and performance
Alternatively the Committee may seek agreement from the
Company that has obtained control to offer participants
replacement awards over shares in the controlling company

Fundamentals of 2007 Deferred Anncal Bonus Plan

The Deferred Annual Bonus Plan 1s designed to align the interests of
management with shareholders’, and to aid retention of ey
indwviduals, in a way that is closely inked to Company performance
Accordingly the fundamentals of the 2007 DAB wili be

— far 2007, indmiduals will be imnited to defer up to 50% of thesr pre
tax annual bonus and 1n the future the Remuneration Commuttee
wall have the discretion to require up to 50% of participants’
annual bonus to be deferred nto shares { Deferred Shares’),

— Deferred Shares will be matched in the form of a ‘Matching Award
of free shares which will vest subject to performance The annual
indvidual kit of the Matching Award will be 100% of the value of
the Deferred Shares (1e the equivalent of 50% of a participant’s
annual bonus)

- deferral levels will be determined by the Remuneration Commuttee
from year to year, with due regard to semonty as weli as business
and ndwidual performance,

— where an indnadual participates in the Deferred Annual Bonus
Pian and also participates in the PSP, he/fshe will not recewe
awards which, 1n aggregate, exceed 150% of his/her base salary
in any one year,

- performance conditions have been selected which are relevant to
the earmings performance of the Group, while ensurning that
participants will have a Iine of sight of the performance targets,
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— awards will be subject to absolute underlying earnings per share
( EPS’) growth,

— forinitial awards mintmum underlying EPS growth of at least
22 5% must be achieved over the three year performance penod,
for which the match would be half a share for each share deferred
nsing to a match of a full share for each share deferred (f EPS
growth of 52% 15 achieved

- partipants will be entitled to dividends or dnadend equivalents
(pard at the end of the deferral period) on the Deferred Shares and
an the Matching Award o the extent this vests

- 1f a participant ceases employment as a resutt of 1l health, death,
or as a result of the partiipant’s employing company ceasing
to be a part of the QunetiQi Group, any urnvested portion will vest
pro-rata for time and performance, and

- the Remuneration Commuttee will deterrmine the proportron of a
Matching Award that will vest, and intends to apply the following
in the event of a change of controf {other than a reorganisation)

~ Matching Awards will generally vest pro-rata for tirme and
performance

— Alternatively the Comruttee may seek agreement from the
company that has obtained control to offer participants
replacement awards over shares in the controlling company to
the extent that performance conditions have been satisfied up
ta the change in control

Shareholding requirement

Executives are encouraged to maintain equity interests in the Group
Given the current levels of executive equity interests, coupled wath
the current lock in arrangements which control the Executive
Directors’ ability to sell shares aver a three year period post the IPO,
the Committee does not consider it necessary tointroduce a further
formal shareholding requirement for the Executive Directors and
other executives at this stage

Dilution lermits

There 15 a ceiling of 10% of 1ssued share capital over a 10-year penod
on the use of new 1ssue shares in connection with the Group’s all
employee share schemes in relation to discretionary schemes there
15 3 5% ceiling In the year ended 31 March 2007, all cutstanding
awards under the CinetiQ Group Share Option Scheme represented
1 6% of the 1ssued share capital

In July 2003, alt employees were granted share options under the
QunetiQ Share Option Plan Ditution Timuts do not include nights to
shares relating to options granted puior to the IPQ

Performance graph

The graph below compares the Company's Tatal Shareholder return
over the penod from flotation to 31 March 2007 with the FTSE 250
and FTSE 350 Aeraspace & Defence sector Total Return Indices over
the same penod

Non-executive Directors’ terms, conditions and fees

The executive members of the Board review the fees of the
Neon-executive Directors and make recommendations to the Board
Non executive Directors receve additional fees as agreed by the
Board for the charmanship of Board committees The Chairman’s
remuneration 15 determined by the Remuneration Committee and is
appraved by the Board The fees take account of the responsibibities
of the role The level of fees paid in UK orgamsations of a similar size
and complexity to Qineti(d are considered 1n setting remuneration
policy for Non-executive Directors The fees are neither

performance related nor pensionable Non executive Directors are
not ehgible to participate i bonus, profit sharing or employee share
schemes The annual fees are due for review in October 2007
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Report of the Remuneration Committee continued

Service agreements

The Chairman's contract as an Executive continued until 30 September 2006 after which he became a Non executive It 1s proposed that from
1 August 2007, the Chairman’s term of appointment be on a 12 month rolling basis further deta:l on this 1s provided in the Governance
section of the report The date of most recent reappomntment 1s shown below

Notice to be given Date of most recent Date of
by the Cornpany service agreement appaintment
Non-executrves
SirJohn Chisholm - 1 October 2006 February 2003
Sir David Lees - 16 February 2006 August 2005
Nick Luff - 16 February 2006 June 2004
Br Peter Fellner - 16 February 2006 September 2004
Noreen Doyte - 16 February 2006 October 2005
Coklin Balmer - 16 February 2006 February 2003
George Tenet - 24 October 2006 October 2006
Executives
Graham Love 12 months 1 December 2005 February 2003
Doupg Webb 12 months 1 October 2005 September 2005

iNen executive Directors contracts are renewed on a rolhng 12 month basis subject to re-appointment at the Annual General Meeting with
no notice penod There are no provisions in their contracts for compensation on early termunation The service agreements/letters of
appointment were reviewed and updated in preparation for PO and the Board receved advice on current best practice from its legal adwisers
Herbert Smith LEP Consequently, the Board believes that the current contracts are in line with best practice

External appointments

1t 1s QunetQ’s pohcy to pernut Executive Directors to broaden their knowledge and experience by becoming Non-executive Directors of other
compames Appointments are approved by the Board or Commuittee on the basis that there 1s no conflict of interest or detenoration in the
Executive’s performance Fees are normally retained by the indwidual During the year ended 31 March 2007, no Executive Director held such
an appointment at a public company

Audited wformation

The information on Directors’ remuneration and Directors’ interests on pages 54 to 56 has been audited Where Executive Directors were
appointed or resigned duning the year, but have been employees of QinetiQ for the whole year, the sums shown reflect the elements of therr
remuneration over the period of their directorship

alf fiqures in £ Satary/fees Bonus Bepefits™ Total 2007 Total 2006
Executive Directors

Graham Love 299,916 170,000 74,983% 544 839 561,112
Doug Webb 259,250 140,000 16,029 415,279 208,637
Non-executive Directors

Sir John Chisholms# 247,500 85,000 56,153% 388,653 561,015
Sir David lees 50,000 - - 50,000 28,333
MNick Luff 40000 - - 40 000 35,833
Dr Peter Fellner 40,000 - - 40 000 33,593
Noreen Doyle 35,000 - - 35,000 13,826
Cobn Baimer 35,000 - - 35,000 2917
George Tenet?® 47,754 - - 47754 -
Former Directars T ’ T ) )

Clenn Youngkin® .- - e .~ ..~
1,054,420 395,000 147,165 1,596,585 1,445,266

b Performance bonuses were earned but not paid in the financial penod

¥ genefits apart from pensions

Hinctudes car allowance and payment in heu of pension contnibutions

# Before deductions to basic satary for SMART pensions (salary sacnifice arrangement)

* includes car allowance life assurance and health insurance benefits

% Part year from appointment as Executve Director

t Includes fees as an Executive Charman from T Apni to 30 September 2006

* Includes hfe assurance health msurance company car benefit and a payment in respect of tax on pension contributions
® Appointed 24 October 2006

@ Resigned from the Board 8 February 2007
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Pensions

The Group's policy 1s to offer all UK employees membership of the QinetiQ Pension Scheme as described in note 39 to the financial
statements This Scheme contains both defined benefit and defined contnbution sections Sir John Chisholm was a member of the defined
benefit sectien until 30 September 2006 Doug Webb 1s 2 member of the defined contrbution section

Disclosures in respect of Sir John Clusholm

Disclosure in relation to defined benefits

Details of the value of indmiduat pension entitlements and information relating to defined benefits avallable to Sir John Chisholm under the
QinetsQ Pension Scheme, as required under the Companies Act 1985 are shown below

Additionat

Additional  accrued tump Accrued Accrued
acciued pemsion sum earned in pension lump sum Transfer Transfer Increase In
eamed in the the period  entitiement at  enhitlement at value at valueat  transfer value
penod (including (including 31 March 31 March 31 March 31 March  less Derector's
inflation) inftation) 2007 2007 2007 2006 contnbutions
fpa 3 Epa £ £ £ £
Sir John Chusholm 913 2,738 6570 - 135 8614 155,628 (24,088)

The additional information required under the FSA's Listing Rules 15 given below

Transfer value of increase

Additlonal accrued Additional accrued 1n accrued benefits
pension eamed lump sum earned {exduding inflation)

n the year in the year at 31 March 2007

{exctuding inflation) {excluding Inflation} less Derector s contnbutions

fpa f £

Sir John Chisholm 672\ 2,016 11,592

Nates to pension benefits

“ The member retired from the scheme on 30 September 2006 with an accrued pension of £7 602 pa The member was also entitled to a separate lump sum
of £22 806 The additional accrued pension m the abowe tables refiects the increase in acoued pension between 31 March 2006 and 30 September 2006

¥ On retirernent, the member opted to commute pension for an additional lump sum The total lump sum paid was £43,799 The pension commencing on
retrement at 30 September 2006 {after commutation of pension for additional lump sum) was £6 570 p2 The transfer value at 31 March 2007 reflects the
value of this pension in payment.

1 The transfer vatues have been calculated on the basis of actuanal advice i accordance with Actuanal Gudance Note GN1

¥ Members of the scheme have the option to pay Additional Voluntary Contnbutions nerther the cantrtbutions nor the resulting benefits are included in the
above table

As required under 1AS 24, the value of inddual pension entitlements relating to defined benefits available to Sir Jahn Chisholm under the
QinetiQ Pension Scheme for the six months to 30 September 2006, less member contnbutions, valued on the IAS 19 basis were £15,092

Disclosure in relation to defined contributions
Details of the contrnibutions payable to the Sir John Chisholm Retirement Benefits Scheme, as required under Schedule 7A Section 12(3) of the
Companies Act 1985 LR 9 8 8(11) of the FSA’s Listing Rules and 1AS 24 are shown below

The Company contributions payable in respect of the year to 31 March 2007 were £17 319 This contaibution was prepaid on 21 February 2006

Disctosures in respect of Doug Webb
Detauls of the contnibutions payable to the Defined Contribution section of the QinetiQd Pension Scheme, as required under Schedule 74
Section 12{3) of the Companies Act 1985, LR 9 8 8(11) of the FSA s Listing Rules and IAS 24 are shown below

The Company contributions payable in respect of the year {0 31 March 2007 were £27 233 These represent notional payments before SMART
pENsION arrangements

Dtrectors’ tnterest under Share incentrve Plan
The company operates a UK all employee Share Incentwe Plan in which Executive Directors are eligible to participate
Details of their interests in this scheme are given below

Interest Partrership Matching shares  Drvdend shares Interest

asat shares arquired appropriated allocated asat

Name 31 March 2006 dunng year curing year dunng year 31 March 2007
Sir John Chisholm 250 i nil 4 254
Graham Love 250 750 250 13 1,263

Doug, Webb 250 750 250 13 1,263




Qinet1Q Group pk
Annual Report 2007

Report of the Remuneration Committee continued

Durectors” interests

The interests of the Directors in office at 31 March 2007 in the shares of QinetsQ Group plc, including shares held under the Share Incentive

Plan, were as follows

Number of Number of
1p ordinary 1p prdinary
shares held at shares heid at
Name 1 April 2006 31 March 2007
Sir John Chisholm 12,989,048 13001 004
Graham Love 10,676,548 7,779,513
Doug Webb 616,165 619,130
Sir David Lees 17,000 17,000
Nick Luff 17,000 27,000
Dr Peter Fellner 17 000 17,000
Noreen Doyte 17.000 17,000
Cohin Balmer - -
George Tenet - -
Number at Number at Earliest
1 Apnd Granted Exercised Lapsed 31 March Exercrse exercse Expiry
Grant date 2006 0 year n year' in year 2007 price date date
Sir John Chisholm
Ali-employee share option plan 2507 03 1702 - 1,702 - - 23p - =
Total L7020 - 1,702 - - - - -
Graham Love
All-employee share option plan 250703 1,702 - 1,702 - - 23p - _ -
Total 1,702 - 1,702 - - - =
Doug Webb
Cuneti Share Option Scheme
{approved)- 220206 14 043 - - - 14,043 208p 220209 220809
QunetiQ Share Option Scheme
{unapproved)? 220206 230,769 - - - 230,769 208p 220209 220809
Afl-employee share option plan 250703 1,702 - 1,702 - - - - -
Tatal 246,514 - 1,702 - 244,812 - - -

1 S fohn Chisholm Graharn Love and Doug Webb exercised 1 702 options each under the ali-employee share optron plan on 10 August 2006, 27 July 2006
and 25 July 2006 respectively The share prices on these dates were 161 75p 164p and 164 75p respectvely

1 These shares are subject to an EPS performance condition such that no options wilk vest unless growth of underiying £PS 15 at least 22 5% over the
performance penod Full vesting will occur only where undertying EPS grows by a minimum of 52% over the performance period

# The mid-market price for the Company s shares 3t 31 March 2007 was 187 25p The highest and lowest share price dunng the year ended 31 March 2007
were 218.5p (23 January 2007) and 160 75p {15 August 2006) respectively

8y Order of the Board

Dr Peter Fellner

Chatrman of the Remuneration Commuttee

QinetiQ Group pic
31 May 2007
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Report of the Directors

The Directors present thewr report and the audited financial
statements for the year to 31 March 2007

Principal actrnty
The Group s pnnapal activity 1s the supply of scentific and technical
solutions and services

Business review
The profit of the Group before tax was £89 3m (2006 £72 5m}

A description of the Group's performance dunng the year and
the likely future developments is contained in the reports of the
Chairman and Chief Executive Officer on pages 2to 6 and in
the Business Review on pages 20 to 39

Pnincipal nsks and uncertainties
A description of the Group's principal nisks and uncertainties s
contained in the Business Review on pages 22 to 23

Pnnapal changes to the Group
The Group made a number of acquisitirons and disposals in the year
which are disclosed in detail in note 13 on pages 80 to 81

Research and development

One of the Group's principal business streams 15 the provision of
funded research and development for customers The Group also
invests in the commerciahsation of promising technologies across
al) areas of business Further description of the Group's research
and development activity is contained in the Business Review on
pages 20 to 39

Proposed dividend

The Directors recommend the payment of a final dwidend of 245p
per ordinary share {2006 2 25p) Duning the year the Group paid an
ntenm dwvidend of 1 2p per share (2006 £ml) During the prior year
the Group paid a preference share dwidend of £8 9m on the
redemption of the outstanding Cumulative Preference Shares

Policy and practice on payment of supplers

The poiicy of the Group 15 to agree terms of payment prior to
commencing trade with a supphier and to abide by those terms
based on the timely submission of satisfaclory invoices At 31 March
2007 the trade creditors of the Group represented 31 days of annuat
purchases (2006 31 days)

Pnncipal financial instrument nsks and uncertainties

The Group's principat nisks in relation to the use of financial
instruments anse on contracting with customers in foreign
currencies and through the use of interest rate swaps and caps to
manage mterest rate exposure on the Group’s borrowings A more
detailed description of the Group’s principal risks and uncertainties
and policies related to the use of financial instruments s contained
in the Business Review on pages 20 to 39

Drrectors and Directors’ interests

The Directors in office at the date of this report and details of the
Board Commuttees on which they sit are detaded on pages 40 and
41 The dates of Director appointments can be found on page 54
Details of the Directors’ emoluments and interests are shown in the
Report of the Remuneration Comnuttee on pages 50 to 56

Employees

The Group 1s an equal opportunities employer, upholds the
principles of the UK Employment Service’s Two Ticks symbal and

1s accredited by Investors in People Every possible consideration

1s given to applications for employment, regardless of gender,
relygion, chsability or ethruc ongin, having regard only to skifls and
competencies This policy 1 extended to existing employees and any
change which may affect ther personal circumstances The policy 15
supported by strategtes for professional and career development

QinetiQ seeks to utilise a range of communication channels

to employees in order to involve them in the running of the
organisation This s done using vanious media including

in house magazines, intranet, regular newsletters, builetins,
management briefings, trade unton consultation and widespread
training programmes

Environment

Details of the Group’s policy and practice in relation to the
environment 15 detailed in the Corporate Responsibility report,
contained in the Business Review on pages 37 to 39

Political and charitable contnbutions

The Group s policy ts not to make political contnibutions
Donations duning the year to UK chanties amounted to £19,000
{2006 £54,000}

Corporate Governance

The Company's apphcation of the principles of good governance in
respect of the Combined Code, as revised by the Financial Reporting
Council June 2006, 1s described 1n the Statement of Corporate
Governance on pages 42 to 49
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Report of the Directors continued

Share Capital

At 31 May 2007 being the latest practicable date prior to the
issuance of this report the Group had been notified of the
following shareholdings of at least 3% in the ordinary share
capital of the Group

UK Ministry of Defence 189%
Lansdowne Partners Ltd 91%
BlackRock, Inc 60%
Fidehty International Ltd 52%
Alanz SE 31%

Post balance sheet event

On 16 Apnil 2007 the Group campleted the acquisition of
Washington based ITS Corporation through s subsidiary Qunet:Q
North Amenca Operations LLC for an ritial cash consideration

of £40 8m {580 0m) On 23 Apnl 2007 the Group announced

the agreement to purchase Applied Perception, Inc and
Automalika, inc. both prowiders of robotics technologes,

for up to £4 7m (59 2m) each

Statement of disclosure of iInformation to auditors

The Directors who held office at the date of approval of this
directors report confirmed that so far as the Directors are aware,
there 15 no relevant audit information of which the Company's
auditors are unaware, and the Directors have taken all the

steps they reasonably ought to have Laken as Directors to make
themselves aware of any relevant audit information and to estabhsh
that the Company’s augitors are aware of that information

Statement of Directors’ responsibilities in respect

of the Annual Report and the financal statements

The Directors are responsible for prepaning the Annual Report and
the Group and parent company financial statements, in accordance
with applicable law and regulations

Company law requires the Directors to prepare Group and parent
company financial statements for each financial year Under that
law they are required to prepare the Group financiai statements
1n accordance with {FRS as adopted by the EU and have elected to
prepare the parent company financial statements i accordance
with UK Accounting Standards

The Group financiat statements are required by law and IFRS as
adopted by the £U to present fairly the finanaia! position and
performance of the Group the Comparies Act 1985 provides in
relation to such finanaial statements that references in the relevant
part of that Act to finanoal statements giving a true and fair view
are references to their achievang a fair presentation

The parent company finanaal statements are required by law
to give a true and fair view of the state of affairs of the parent
company In prepanng each of the Group and parent company
financial statements, the Directors are required

— {o select suitable accounting pohicies and then apply
them consistentty,

- to make jJudgements and estimates that are reasonable
and prudent,

— to state for the Group financial staterments, whether they have
been prepared n accordance with [FRS as adopted by the EU, and

- to state for the parent company financial statements, whether
applicable UK Accounting Standards have been followed, subject
to any material departures disclosed and explained in the parent
company financial statements

The Directors are responsible for keeping proper accounting records
that disclose with reasonable accuracy at any time the financial
position of the parent company and enable them to ensure that its
financial statements comply with the Compares Act 1985 They
have general responsibility for taking such steps as are reasonably
open to them to safeguard the assets of the Group and to prevent
and detect fraud and other irregularities

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

The Directors are responsible for the maintenance and integrity of
the corporate and finanaal informaton included on the Company s
website Legislation in the UK goverming the preparation and
dissermination of financial statements may differ from legisiation
in other judisdichions

Annual General Meeting
The Company's Annual General Meeting will be held on
26 july 2007

By order of the Board

{/_01,-..)\.

Lynton Boardman
Company Secretary
85 Buckingham Gate
London SW1E 6PD
31 May 2007
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Independent Auditors’ Report to
the members of QinetiQ Group plc

We have audited the Group and parent company financal
statements (the 'finanoat statements’} of QineteQ Group plc for
the year ended 31 March 2007 which comprise the Group Income
Statement, the Group and Parent Company 8alance Sheets, the
Group Cash Flow Statement. Group Statement of Recogrused
income 2nd Expense and the related notes. These financial
statements have been prepared under the accounting policies

set out therein We have also audited the information i the
Report of the Remuneration Commuttee that 1s described as
having been audited

This report 15 made solely to the Company’s members, as a body,

n accordance with section 235 of the Compames Act 1985 Our
audit work has been undertaken so that we might state to the
Company's members those matters we are required to state to
them in an auditor’s report and for no other purpose To the fullest
extent permitted by law we do not accept or assume responsibility
to anyone other than the Company and the Company’s members
as a body, far our audst work, for this report, or for the opimions we
have formed

Respective responsibilihes of directors and auditors

The Directors’ responsibilitves for prepaning the Annual Report

and the Group finanaal statements in accordance with apphicable
law and International Finanaal Reporting Standards {IFRS) as
adopted by the EU, and for preparing the parent company financial
statements and the Report of the Remuneration Comrmuttee in
accordance with applicable law and UK Accounting Standards

(UK Generally Accepted Accounting Practice) are set out in the
Statement of Directors’ responsibilities on page S8

Our responsibility 1s to audit the financial statements and the part
of the Report of the Rermuneration Commuttee to be audited 1n
accordance with relevant legal and regulatory requirements and
International Standards on Auditing (UK and ireland)

We report to you our opanion as to whether the financiat statements
grve a true and fair view and whether the financial statements and
the part of the Report of the Remunaration Committee t6 be audited
have been properly prepared 1n accordance with the Companies Act
1935 and, as regards the Group finanoial statements, Article 4 of the
1AS Reguiation We also report to you whether in our opinion the
wformation gven in the Report of the Directors s consistent with
the financial statements The information given in the Report of

the Directors includes that speafic information presented in the
Business Review that is cross referenced from the Report of the
Directors We also report to you if, in our cpinion, the Company has
not kept proper accounting records, if we have not recerved all the
information and explanations we require for our audrt, or if
nformation specified by law regarding Directors’ remuneration

and other transactions 15 not disclosad

We review whether the Statement of Corporate Governance reflects
the Company's comphance with the nine provisions of the 2003

FRC Combined Code specfied for our review by the Listing Rules of
the Financial Services Authorety, and we report if it does not We are
not required to consider whether the Board's statements on internal
control cover atl nsks and controls, or form an opinion on the
effectveness of the Group's corporate governance procedures

or s risk and control procedures.

We read the other information contained in the Annual Report
and considet whether 1t 15 consistent with the audited financial
statements We consider the imphcations for our report if we
become aware of any apparent misstatements or materea!
inconsistencies with the financial statements Qur responsibilities
do not extend to any other information

Basis of audit opinion

We conducted gur audit in accordance with International Standards
on Auditing (UX and Ireland) 1ssued by the Audrting Practices Board
An audit includes exarmination, on a test basis, of evidence relevant
to the amounts and disclosures in the financia! statements and the
part of the Report of the Remuneration Committee to be audited it
also indudes an assessment of the significant estimates and
Judgements made by the Directors in the preparation of the
finanoal statements, and of whether the accounting policres are
appiopriate to the Group's and Company's circumstances,
consistently applied and adequately disclesed

We planned and performed our audrt so as to obtain all the
informatien and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable
assurance that the financial statements and the part of the Report
of the Remuneration Commuittee to be audrted are free from
matenal misstatement, whether caused by fraud or other
wregulanty or ereor In forming our opimon we also evaluated the
overall adequacy of the presentation of information in the financial
statements and the part of the Report of the Remuneration
Committee to be audited

Opinion

In our apinton

— the Group finanaal statements give a true and fair view, in
accordance with IFRS as adopted by the EU, of the state of the
Group's affairs as at 31 March 2007 and of its profit for the year
then ended,

- the parent company financizl statements give a true and fair view,
1n accordance with UK Generally Accepted Accounting Practice,
of the state of the parent company’s affairs as at 31 March 2007,

- the finanaal statements and the part of the Report of the
Remuneration Commuttee to be 3udited have been property
prepared in accordance with the Comparues Act 1985 and,
as regards the Group financal statements Article 4 of the
IAS Regulation, and

- the information given n the Report of the Directors 15 consistent

with the finanaal statements.
KoWG At Py
KPMG Audit Pic
Chartered Accountants
Registered auditor
London
31 May 2007
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Consolidated income statement

for the year ended 31 March

2007 2006
Before
IPO retated 1PO refated
Refore items and tems and
acquisition Acquisition acquisition acquisition
all frqures in £ milhan note amortisation amaortisation Tatal amortisation amertisation Total
Revenue A i 23 11495 - 1,149 5 1,0517 - 1,051 7
Employee costs g (513 4) - {5134} {492 0) {6 8} (498 8)
Third-party project costs {258 7) - (2587) (2308) - (230 8)
Other operating costs excluding depreciation
and amortisation {246 7} - (246 7) {2175} {21) {219 6)
Share of post-tax loss of equity accounted
jomnt ventures and associates 18 (12) - {12} (04) - (0 4)
Other income 2 110 - 110 135 - 135S
EBITDA (earnings before mterest, ) o ’ T T o )
tax, depreciation and amomsahqn) . ) 1405 - 1405 1245 (8.9) 1156
Depreciation of property, plant and equipment 14 (317) - (317} (327) - {327)
Armortisation of intangsble assets _ a 29 (12ze)  {154)  (ry  (123) (13 4)
Group operating profit oo L. 3. we0_ (26 934 907 {12 695
Gain on bustness divestments and unrealised
impairment of investment 5a 46 - 46 - - -
Profit on disposal of non current assets 5b 33 - 33 89 - g9
Finance income & 42 - 42 84 47 131
Finance expense 6 {16 2) - {162) (190) - {19 0}
Profit beforetax T a 1019 (126 893 890 {16 5) " mns
Taxation expense 7 (250) 47 (203) {16 6) 45 (121
Profit for the year i 769 (79) 690 724 (120) _ 604
Profit attnbutable to
Equity shareholders of the parent company 33 768 (79 890 701 {120) 581
Minornity interest R 33 - - - 23 - 23
. . 769 {79) 690 724 {12 0} 604
Earnings per share
Bastc 10 105p 100p
Diluted 10 i03p 9 8p
Underlying 10 113p 10 2p
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Consolidated balance sheet
as at 31 March

2006
off frgures in | rulkon note 2007 Restated
Non-current assets
Goodwill 11 3731 3149
Intangible assets 12 650 571
Property, plant and equipment 14 3415 3403
tnvestrent property 15 - 58
Einancial assets 16 188 221
Investments 17 285 13
Investments accounted for using the equity method 18 03 06
Deferred tax asset 25 110 118
. i S o o i 8382 7539
Current assets
Inventories 19 395 254
Financial assets 16 40 30
Trade and other recervables 20 4012 3326
Cash and cash equivalents 21 200 589
Investments 22 40 112
Non-current assets classified as held for sale 18 36
) S T T . 4705 4337
Total assets L T ST T 130877 11886
Current habtlities
Trade and other payables 23 {3304) {300 1)
Current tax (69) (26)
Provisions 24 {11) {17 3)
financial habilities _ e e 2 59} (66)
o o i o - i o (363 3) (326 6)
Non-current hiabilities
Retirement benefit obligation (gross of deferred tax) 39 {oo8) (168 4)
Deferred tax {tability 25 {309} (82)
Provisions 24 {131) (92)
Frnanaal abihities 27 (3277) (310 4)
Other payables ) } _ o _ L _ s5) __ 29
i L ) o o _ {s680) {499 1)
Total habthities ) ) ) L ) ) o ) (8313) {825 7)
Net assets i ) T o ) ) 4774 3629
Capital and reserves
Ordinary Shares 32 66 65
Capital redemption reserve 33 399 399
Share premium account 33 1476 1475
Own shares 33 1) -
Hedging and translation reserve 23 {131) 43
Retaned earmmings L, . . ... 2964 1647
Capital and reserves attributable to shareholders of the parenteompany 4773 _ 3635
Minonty interest T Nt 01 (06}
Tota_| sha“! S”_ Iders_' f—l;n":“lsﬁ - B oo - - T 47'; 4 ) 3629

The fi tatements

Grzham Love
Chief Executive Officer

e approved by the Board of Directors and authons:

Doug Webb
Chief Financial Officer
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Consolidated cash flow statement

for the year ended 31 March

all fugures in £ milhon note 007 2006
Profit for the year 690 604
Taxation expense 203 121
Net finance costs 120 59
IPO costs - 89
Gain on business divestments and unrealised impairment of investment (4 6) -
Profit on disposal of non current assets (33) {(89)
Depreciation of property, piant and equipment 317 327
Amortisation of intangibie assets 154 134
Share of post tax foss of equity accounted joint ventures and associates 12 04
Increase in inventones {15 5) (99)
{increase)/decrease in recewvables (339 422
Increase/{decrease) in payables 270 {31 8)
Decrease in provisions {123} (17 8)
Cash inflow fron;_operatlons i i i i 10790 107.6
Tax paid (33) {4 4)
Interest receved 42 34
Interest paid (138} (12 8}
Preference share interest paid - {10 5}
N& cash I'I;l"ﬂl;w from operatinEi:fmtle? Tt T . o R :— “: ~ L B ~ “:_ o B ) 9a1 831 3
Purchase of intangible assets {121) {85)
Purchase of property, plant and equipment (34 8) {45 0)
Saile of property plant and equipment 86 1115
investments in associate undertaking and other investments {9 4) {12)
Purchase of subsidiary undertakings (134 3) {202 5)
Sale of interest in subsidiary undertakings o o N L2
Net cash outflow from mvesting activities o L (1641} L as 7).
Net (costs)/proceeds from 1PO (20) 1362
Cash outflow from repayment of leans (79 2) (75 4)
Cash outflow from repayment of loan notes {14) (459)
Cash inflow from foans received 1313 1989
Cash inflow from loan notes 13

payment of deferred finance costs (04) -
Preference share repayment - (37 5}
Equity diidends paid (227} -
Receipt of MOD indemnity - 453
Additional pension contrnibutions - (106 4}
Capatal element of finance lease rental payments (59) (22)
Capital element of finance lease rental receipts . o ~ 35 30
Net cash inflaw from financing activities T ¥ 1160
{Decrease)/fincrease in cash and cash equivalents 29 {45 5} 536
Effect of foreign exchange changes on cash and cash equivalents {05) -
Cash and cash equivalents at beginming of year L _ } _ ) . 586 50
Cash and cash equ!valents at end of year . } o . . 126 586
Cash and cash equivatents 21 200 589
Overdrafts O . S U8 R k]
Cash and cash equivalents at end of year 126 586
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Consolidated statement of recognised income and expense

for the year ended 31 March

ol figures m £ milion note 2007 1006
Net loss on hedge of net investment in foreign subsidiary 33 {14 4} (20)
{Decrease)/increase in fair value of hedging dervatives 33 (56} 49
Movement in deferred tax on hedging derivatives 33 20 (15)
Gainf(loss) on avaulable for sale financial assets 33 100 (18)
Actuanal gains/(losses) recognised in the defined benefit pension schemnes 33 858 {105 4}
(Decrease)/increase in deferred tax asset due to movement in pension deficit 13 {179) 87
Net income recognised directly in eqU|fy i 599 (96 9)
Profit for theyear 690 604
th_;lfe{og-msea Inc-o_me and ex?pc_:—nse fpf ghé year i —_ i —_- _“ i —__—_ ___ “:_ T ; _158 9 " {36 5)
Attnbutable to
Equity sharehalders of the parent company 1289 (388)
Minonty interest - 23
T 1289 (36 5)
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Notes to the financial statements

1 Significant accounting policies

Accounting policies

The following accounting policies have been apphed consistently

to all periods presented in dealing with items which are considered
matenal in relation to the Group s financial statements Certain
comparatives have been restated following the finalisation durning
the year of the fair values of acquisitions completed in the prior year
Further details on the restatements are provided in note 40

Basis of preparation

The Group financial statements have been prepared and approved
by the Directors in accordance with international Financial Reporting
Standards as adopted by the EU (1FRS’} The Company has elected to
prepare its parent company finanaal statements in accordance with
UK GAAP, these are presented on pages 107 to 109

The financial statements have been prepared under the historical
cost convenbion, as modified by the revaluation of certain financial
assets and habilities {including dervative financial instruments at
fair value through the income statement} Non current assets held
for sale are held at the lower of historic cost and fair value The
Group 15 domiciled 10 the United Kingdom The Group's functional
currency 15 stering and untess otherwise stated the financial
statements are rounded to the nearest hundred thousand

Basis of consolidation

The consolidated financial statements compnse the financial
statements of the Company and its subsidary undertakings

up to 31 March 2007 The purchase method of accounting has
been adopted Under this method, the results of subsidiary
undertakings acquired or disposed of in the penod are included
in the consolidated mcome statement from the date control is
obtained to the date that control 1s lost (usually on acquisition
and disposal respectively}

A subsidiary 15 an entity over which the Group has the power to
govern financial and operating pohaes in order to obtain benefits
An assocate 1s an undertaking over which the Group exercises
significant influence (usually from 20% to 50% of the equity voting
nghts) A joint venture 1s an undertaking over which the Group
exercises pnnt control Associates and joint ventures are accounted
for using the equity method from the date of acquisition up to

the date of disposal Where an associate or joint venture has net
liabilities full provision 15 made for the Group's share of liabilities
where there 1s a constructive or legal obligation to pronde
additional funding to the assocate or joint venture

Revenue

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

~ revenue from fixed price contracts 1s recogrused in proportion to
the value of the work performed and indudes attnbutable profit
Depending on the nature of the contract revenue is recogmised
as contractually agreed-upon milestones are reached, as units are
delvered or as the work progresses,

—~ revenue on cost plus and time and matenals contracts s
recogmised as work 1s performed,

— royalty revenue is recognised on the earlier of the date on which
the income is earned and measurable with reasonable certatnty or
cashis received and

- revenue from sales of products and licensing of technotogy 1s
recognised on acceptance by the customer and when the amount
of revenue can be measured reliably

Third party project costs

Thurd party project costs primanly consist of subcontracted research
and development costs and purchased matenals incurred on behalf
of customers as part of funded projects, together with direct
material costs used in product manufacture

Profit recognition

Profit on the supply of professional services on cost plus or time and
matenals contracts 1s recogmsed as the work 1s performed Profit on
fixed price contracts 1s recognised on a percentage of completion
basis once the contract’s ultimate outcome can be foreseen with
reasonable certainty The principal estimation method used by the
Group in attnbuting profit on contracts to a particular accounting
pertod 15 the preparation of forecasts on a contract by contract basis
These focus on the costs to complete and enable an assessment

to be made of the most likely firal out-turn of each contract
Consistent contract review procedures are in place in respect of
contract forecasting. Losses on completion are recogrused in full

35 500n as they are foreseen

Segmental information

Segmental information 1s presented in two formats the pnmary
format reflects the Group’s managerment structure and markets in
which the Group operates, whereas the secondary format is based
on geography (1 e location of customers) The principal activities of
the Group are managed through four sectors organised according
to the distinct markets the Group operates in

— Defence & Technology which primanily defivers technology
solutions and managed services that support the armed forces
of the UK,

— Securnity & Dual Use Core which primanly delivers secunty and
technology solutions and consultancy to cwl and government
customers

— Secunty & Dual Use Ventures which primanly comprises
commeraal product businesses and business ventunng
actvities, and

— (hneti North America which primanly provides technology
and services to the US Government.

Segment results represent the contnbution of the different
segments to the profit of the Group Corporate expenses are
allocated to the corresponding segments Unallocated items
comprise maily profit on disposal of non-current assets, business
divestments and unrealised impairment of investments, IPO costs
finanaing costs and taxation Ehrminations represent inter-company
trading between the different segments
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Segment assets comprise property plant and equipment,
goodwtll and other intangible assets, trade and other receivables,
inventories and prepayments and accrued income Unallocated
assets represent mainly corporate assets, induding property, cash
and cash equivalents and deferred tax asset balances Segment
liabilities comprise trade and other payables, accruals and deferred
income and debt speafically used to finance actvities and
acquisttions Unallocated lrabilities represent mainly corporate
labilities, including retirrement benefit obligations, current and
deferred tax habdities and bank and other borrowings Segment
assets and habilities 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 chargeable to the customer on
whose behalf the work 15 undertaken The costs and the related
income are included in their relevant income statement cost
category and revenue respectively '

Internally funded development expenditure s capitalised in

the balance sheet where there 15 a clearly defined project the
expenditures are separately identifiable the project is techmcally
and commercially feasible, all costs are recoverabte by future
revenue and the resources exist to complete the project Such
capitalised costs are written off over the forecast period of sales
resulting from the development All other research and development
costs are wnitten off to the income statement in the period in
which they are incurred If the research phase cannot be clearly
distinguished from the development phase, the respective project-
related costs are treated as if they were incurred in the research
phase only and expensed

Financing

Financing represents the financial expense on borrowings
accounted for using the effective rate method and the financial
income earned on funds invested Exchange differences on financial
assets and habiities and the income or expense from interest
hedging instruments that are recogmised in the income statement
are included within interest income and expense n financing

Taxation

The taxation charge 15 based on the profit for the year and takes
into account taxation deferred because of temporary differences
between the treatment of certain items for taxation and
accounting purposes

Deferred taxation is the tax attributable to the temporary
differences that appear when taxation authonties recogmise and
measure assets and habidities with rules that differ from those of
the consalidated financial statements The amount of deferred
tax provided 15 based on the expected manner of realisation or
settlement of the carrying amount of assets and liabilittes, using
rates enacted or substantively enacted at the balance sheet date
Any change in the tax rates are recognised in the income statement
unless related to dems directly recognised in equity Deferred tax
lianlbes are recogmised on all taxable temporary differences
excluding non-deductible goodwil Deferred tax assets are
recogmised on all deductible temporary differences prowided that
1t 1s probabte that future taxable mcome will be available agamst

which the asset can be ubilised Deferred tax assets and lrabilities
are only offset where there 1s a legally enforceable right to offset
and there 1s an intention to settle balances net

Goodwll

Business combinations are accounted for under the purchase
accounting method All identifiable assets acquired and liabilities
and contingent kabilities incurred or assumed are recorded at fair
value at the date control is transferred to QinetiQ, wrespective of the
extent of any minonty mterest The cost of a business combination
1s measured at the fair value of assets given, equity instruments
1ssued and habilities incurred or assumed at the date of exchange,
plus costs directly attributable to the acquisition Any excess of the
cost of the business combination over the Group's interest in the net
fair value of the identifiable assets, habilittes and contingent
habihties recognised 1s caprtalised as goodwitl Goodwillis subject to
annual imparment reviews (see below} if the cost of an acquisition
15 less than the fair value of the net assets acquired, the difference 1s
tmmediately recogmised in the Consolidated Income Statement

Intangible assets

fntangible assets recognised on business combinations are at fair
value which is calculated as the present value of future cash flows
expected to be derwved from those assets Internally penerated
intangible assets are recorded at cost, including labour, directly
attributable overhead and any third party expenses Purchased
intangible assets are recognised at cost less amortisation Intangible
assets are amortised over their respective useful hves on a straight
line basis as follows

Intellectuat property rights
Development costs

2-8 years

Useful economic life or unit of
production method subject to a
mimimum amortisation of no less
than straight ine method over
economic life of 1-4 years

Other 1.5 years

Property, plant and equipment

Property plani and equipment are stated at cost less depreciation
Freehold dand 15 not depreciated Other tangible non-current assets
are depreciated on a straight hne basis over their useful economic
hives to their estimated residual value as follows

Freehold buildings 20-25 years

Leasehold Jand and buildings  Shorter of useful
economic hfe and the penod
of the lease

Plant and machinery 3-10 years

Fictures and fithings 5-10 years

Computers 3-5 years

Motor vehicles 3-5 years

Assets under construction are included in property, plant and
equipment on the basis of expenditure incurred at the balance sheet
date In the case of assets constructed by the Group, the value
includes the cost of own work completed, including directly
attributable overheads but excluding interest
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Notes to the financial statements continued

The usefyl ives depreciation methods and residual values applied
to property, plant and equipment are reviewed annually and if they
change sigmficantly depreciation charges for current and future
penods are adjusted accordingly If the carrying amount of any asset
exceeds its recoverable armount an imparrment loss 1s recognised
immediately in the income statement

Investment property

The Group accounts for investment property using the cost mode!
Investment property 15 recorded on balance sheet at cost less any
accumulated depreciation and any accumuiated impairment losses
The fair value of investment property 1s reviewed annually by
management or expert valuers where appropnate

impairment of tangible, intangible and held for sale assets

The Group assesses at each reporting date whether there 1s an
indication that an asset may be impaired In addition, goodwll

15 tested for impairment annually vrespective of any indication
of imparrment If the carrying amount exceeds the recoverable
amount, the respective asset or the assets in the cash generating
umit 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 15
the present value of the future cash flows expected to be denved
from an asset or cash penerating umit calculated using an
appropriate discount rate Impairment fosses are expensed to
the income statement

Inventones

Inventory and work-in-progress {including contract costs) 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 includes direct production costs and an appropriate
proportion of production overheads A provision is established when
the net realisable value of any inventory item s lower than its cost

Bid costs

Costs incurred (n bidding for work are normally expensed as
incurred In the case of large mults year government contracts the
bidding process typically involves a competitive bid process to
determine a preferred bidder and then a further period to reach
finanaial cdlose 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 is reached and amortised over the
Iife of the contract If an opportunity for which the Group was
awarded preferred bidder status fals to reach finanaa! close

the costs deferred to that point wall be expensed in the income
statement immediately it becomes likely that financial ciose will
not be achieved

Amounts recoverable on contracts and payments received

on account

Amounts recoverable on contracts are included 1n trade and other
recervables and represent revenue recognised in excess of amounts
invoiced Payments recerved on account are included in trade and
other payables and represent amounts invorced 1n excess of
revenue recognised

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and short-term
deposits that are readily convertible 1nto cash In the cash flow
statement overdraft balances are included in cash and equivalents

Current and non-current habilities
Current habilies enclude amounts due within the normal operating
cycle of the Group

Interest-beaning current and non-current biabilities are recognised
at fair value and then stated at amortised cost with any difference
between the cost and redemption vatue being recognised in the
income statement over the penod of the borrowings on an effective
interest rate basis

Provisions

A provision 15 recogmised in the balance sheet when the Group has
a present legal of constructive obhigation as a result of a past event,
and it 15 probable that an outflow of economic benefits will be
required to settle the obligation If the effect is matenal, provisions
are determined by discounting the expected cash flows at the
Group’s weighted average cost of capital

Financial instruments

Financial assets and financial habidities are recogmised on the
Group’'s balance sheet when the Group becomes a party to the
contractual provisions of the instrument The derecognition of a
financiat instrument takes place when the Group no longer controls
the contractual nghts that compnise the financial instrument, which
15 normally the case when the instrument expires or 1s sold
terminated or exeraised

Leased assets

Assets held under finance leases are capitalised and mncluded 1n
property, plant and equipment at the lower of the present value

of mimmum lease payments and fair value at the inception of the
lease Assets are then depreciated over the shorter of their useful
econormic lives or the lease term Cbhigations relating to finance
leases, net of finance charges ansing in future penods are included
under creditors Rentals payable under operating leases are charged
to the income statement on a straight ine basis over the term of
the lease

Non-current assets held for sale

Where the carrying value of an asset will be recovered principally
through a sale transaction rather than conbinuing use the asset 1s
classified as held for sale Held for sale assets are held at the lower
of net book value and net realisable value Deprecation is not
charged on assets classified as held for sale

Investments in debt and equity secunties

Investments held by the Group are classified as either a current
asset or as a non current asset and being avatlable for sale

are stated at fair value with any resultant gain or loss being
recognised directly in equity, except for impairment losses
When these investments are derecognised, the cumulative gain
of {oss previously recogmised directly in equity 1s recognised in
the income statement
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The fair value of financia! instruments 1s their quoted bid price at
the balance sheet date where available

The fair vatue of unquoted equity investments 1s measured in
accordance with Bntish Venture Capiial Assoniation (BVCA)
gudelines The Group s unlisted investments are usually held at fair
value based upon the price of the most recent investment by the
Group or a third party less any imparment

Denrvative financial instruments

Dernwvative financial instruments are instially recognised at cost and
thereafter held at far value being the market value for quoted
instruments or valuation based on models and discounted cash flow
calcylations for unhsted instruments

Hedging — fair value

Changes in the fair value of fair value hedges of currency nsk or
the mterest rate nsk are recognised in the income statement The
hedged rtem 15 held at fair value wath respect to the hedged nsk
with any gain ot loss recognised in the income statement

Hedging — cash flow

Changes in the fair value of denivatives designated as a cash flow
hedge that are regarded as highly effective are recognised in equity
The ineffective portion 1s recogrised immediately in the income
statement Where a hedged item results in an asset or a habibty,
gans and losses previously recogrised 1n equity are included in the
cost of the asset or hability Gains and losses previously recogmised
n equity are removed and recogmsed in the income statement at
the same time as the hedged transaction

Hedging —net investment

The changes in fair value of derivatives used to hedge the net
investrent in a foreign entity are recognised in equity until the net
wnvestment is sold or disposed Any ineffective portion i1s recogmised
directly in the income statement

Loan issue costs

Costs assocated with the arrangement of bank facilities or the issue
of loans are capitalised and deducted from the assooiated habiity
presented i the balance sheet Capitalised issue costs are released
over the estimated hife of the facility or instrument to which they
refate using the effective mterest rate method If 1t becomes clear
that the facility or instrument will be redeemed early, the
amortisation of the issue costs wall be accelerated

Foreign currencies

Transactions 1n foreign currencies are recorded using the rate of
exchange ruling at the date of the transaction Monetary assets
and liabiltbies i foreign currencies are transiated at penod end
rates Any resulting exchange differences are taken to the income
statement Gawns and losses on designated forward foreign
exchange hedging contracts are matched against the foreign
exchange movements on the underlying transaction

Assets and habthities of overseas subsidianes and associated
undertakings and joint ventures, including any related goodwill, are
translated to sterling at the rate of exchange at the balance sheet

date The results and cash flows of overseas subsidianes arid
associated undertakings and Joint ventures are translated to sterhing
using the average rates of exchange during the penod Exchange
adjustments ansing from the re-translation of the opening net
investment and the results for the peniod to the penod-end rate are
taken directly to equity and reported in the Statement of Recognised
Income and Expense

Post-rettrement benefits

The Group prowides both defined contribution and defined benefit
pension arrangements The liabibties of the Group ansing from
defined benefit obligations, and the related current service cost, are
determined using the projected urt credit method Valuations for
accounting purposes are carried out half yearly for the largest plans
and on a regular bass for other plans Actuanal advice 15 provided
by external consultants For the funded defined benefit plans, the
excess or deficit of the fair value of plan assets less the present
value of the defined benefit abligation are recognised as an asset
or a hability respectivety

For defined benefit plans the actuanal cost charged to the income
statement consists of current service cost interest cost, expected
return on plan assets and past senace cost All of these elements
are charged as a component of employee costs i the income
statement Actuanal gains and losses are recogmsed in full
immediately through the Statement of Recognised Income

and Expense

Contnbutions to defined contribution plans are charged to the
income statement as ncurred

Share-based payments

The Group operates share-based payment arrangements with
employees The fair value of equity settled options for share-based
payments 1s determined on grant and expensed straight line over
the period from grant to the date of earhest unconditional exercise
The fair value of cash settled options for share-based payments is
determined each pertod end until exercised or they lapse The value
15 expensed straight hine over the peniod from grant to the date of
earhest uncondibional exerase The fair value of both equity settled
and cash settled share options 15 calculated by a brnomeal option
pricing model The charges for both equity and cash settled

share based payments are updated annually for non-market based
vesting conditions
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Notes to the financial statements continued

Restatement of prior penods for finalisation of far values anstng
on acquisitions

The fair values of the net assets of acquired business are finalised
within 12 months of the acquisition 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 {see note 40)

Recent accounting developments

IFRIC 7, Applying the restatement approach under 1AS 29, Financial
reporting in hyperinflationary economes (effective for annual
periods beginning on or after 1 March 2008} IFRIC 7 provides
gurdance on how to apply the requurements of 1S 29 in a reporting
pernod in which an eatity identifies the existence of hyperinflation in
the ecanomy of its functional currency, when the economy was not
hypennflationary in the pnior penod As none of the Group entities
has a currency of a hypennflationary economy as its funchional
currency, IFRIC 7 1s not relevant to the Group’s operations

The following new standards or interpretations to existing
standards have been published and are mandatory for the Group's
future accounting penods They have not been early adopted in
these financial statements

1AS 1 (Amendment), Presentation of Financal Statements {(effective
for annual periods commenang on or after 1 January 2007) The
amendment to 1AS 1 introduces new Capital Disclosures for an
entity regarding an entity’s objectves poliies, processes and
regulation of its capital and quantilative disclosure about what the
entity regards as capital The Group wiil apply the amendment to
145 1 from Apnil 2007 but does not consider that this will have a
sigmificant impact on the Group's refevant disclosures

IFRS 8, Operating Segments (effective for annual penods beginning
on or after 1 January 2009) IFRS 8 requrres an entity to report
financial and desenptive information about its reportable segments
The Group will apply IFRS 8 from 1 April 2009 but it 15 not expected
to have any significant impact on the Group's finanaal statements

I1AS 23 {Amendment)}, Borrowang Costs {effective for qualifying
assets for which the commencement date for capitalisation 15

on or after 1 January 2009} The amendment to 1AS 23 requires
borrowing costs that relate to assels that take a substantial penod
of time to get ready for use or sale to be capitahised as part of the
cost of such assets The Group has reviewed the potential impact
of this amendment and does not consider it would have any
matenal impact on the Group's financial statements based on

its current operations

IFRS 7, Financial instruments Disclosures This new standard
incorporates the disclosure requirements of IAS 32 which it
supersedes, and adds further quantitive disclosures in relation to
financial nstruments The Group will apply IFRS 7 from 1 Apni 2007,
which willimpact the Group's relevant disclosures

IFRIC 8, Scope of IFRS 2 {effectve for annual penods beginrung on
or after 1 May 2006) IFRIC 8 requires consideration of transactions
invohng the issuance of equity instruments — where the
wdentifiable consideration recerved is less than the fair value of the
equity instruments 1ssued — to establish whether or not they fali
within the scope of IFRS 2 The Group will apply IFRIC 8 from

1 Apnil 2007

{FRIC 9, Reassessment of embedded dernvatives (effective for
annval penods beginning on or after 1 June 2006) IFRIC 9 requires
an entity to assess whether an embedded dervative 15 required

to be separated from the host contract and accounted for as a
derivative when the entity first becomes a party to the contract
Subsequent reassessment is prohubited unless there 1s a change in
the terms of the contract that significantly modifies the cash flows
that otherwise would be required under the contract, in which case
reassessment is required [FRIC 9 15 not relevant to the Group's
operations because none of the terms of the Group s contracts
have been changed

{FRIC 10, Interim Financial Reporting and Impairment {effective for
annual periods beginning on or after 1 November 2006) IFRIC 10
prohibits the impatrment losses recognised in an intenm period on
goodwill and investments in equity instruments and 1n financsal
assels carned at cost to be reversed at a subsequent balance sheet
date The Group will apply IFRIC 10 from 1 Apnl 2007

IFRIC 12, Service Concession Agreements (effective for annuat
penicds beginning an or after 1 January 2008) IFRIC 12 requires
that certain elements of service concession agreements may be
treated as erther a financial asset or an intangible asset The Group
has reviewed its long-term managed services agreements and does
not consider that IFRIC 12 15 relevant to any of its operations

Crtical accounting estimates and judgements in applying
accounting polices

The following commentary s intended to tughlight those policies
that are critical to the business based on the level of management
judgement required in their application, therr complexity and thewr
potential impact on the results and financial position reported for
the Group The levei of managerent judgernent required includes
assumptions and estimates about future events which are
uncertain, the actual outcome of which may result in 2 matenally
different outcome from that antiapated

Revenue and profit recognition

The estimation process required to evaluate the potential outcome
of contracts and projects requires skill, knowledge and expenence
from a vanety of sources within the business to assess the status
of the contract, costs to complete, internal and external labour
resources required and other factors This process i1s carned out
continuously throughout the business to ensure that project and
contract assessments reflect the latest status of such work.
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Business combinations

Intangible assets recogmised on business combinations have
been valued using established methods and models to determine
estimated value and useful econormc fe with input, where
appropnate, from external valuation consultants Such methods
requtre the use of estimates which may produce results that are
different from actual future outcomes

The Group tests annually whether goodwill and identified intangible
assets have suffered any impairment. This process is rehant on the
use of estimates of the future profitabtlity and cash flows of its cash
generating units which may differ from the actual results delwered

Post-retirement benefits

The Group s defined benefit pension obligations and net income
statement costs are based on key assumptions including return on
plan assets, discount rates, mortahty, inflation and future salary and
pension increases Management exercise their best judgement, in
consultaion with actuanal advisers, in selecting the values for these
assumptions that are the most appropriate to the Group Smali
changes in these assumptions, individually or coliectively may result
w sigmificant changes in the size of the defiot or the net income
statement costs

Research and development expenditure

Internally-funded development expenditure ts capitalised when
cntena are met and i1s written off over the forecast period of sales
resufting from the development Management decides upon the
adequacy of future demand and market for such new preducts in
order to justify capitalisation of internaily funded development
expenditure which can be difficult to determine when dealing with
such mnovative technologres Actual product sales may differ from
these estimates

Income taxes

In determining the Group s provisions for income tax and deferred
tax it 15 necessary to consider transactions in a small number of
key tax junsdictions for which the ultimate tax determination 1s
uncertain To the extent that the final cutcome differs from the tax
that has been provided, adjustments will be made to income tax
and deferred tax prowisions held in the peniod the determination

15 made

Unquoted equity investments

The Group usually judges the fair value of unquoted equity
investments using the valuation ascnbed to the investment by

a third party fundmg round or sirmilar valuation event for that
investment In determining the value of an investment the Group
may use information from funding rounds, business plans and
forecasts market projections and other estimation techmques

as a gude These vatuation techniques require estimates of the
business future performance The actual business performance
of investments may differ from these estimates
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2. Revenue

Revenue and other income 15 analysed as follows

afl figuees in £ mithon 2007 2006
Sales of goods 1335 732
Services 1,0091 9622
Royalties 69 163
Revenue i 1,149 5 1,0517
Property rental income 110 13.5
3. Segmental analysis
Business segments
Year ended 31 March 2007
QinetiQ
Defence & Security & North

ol figures in 1 mithon Technology Dual Use Ventures America Eiminations Comolidated
Revenue
External sales 6579 1214 120 3582 - 11495
Internal sales® L o 53 g - 06 (167) -

T T 6632~ 1322 120 3588 (i67) 11495
Other information
EBITDA before share of equity accounted
associates 810 212 (36} 431 - 1417
Share of equity accounted associates - - {13} 01 - 12)
EBITDA 810 21.2 (a9) 432 - 140 5
Depreciation of property, plant and equipment
—own equipment {139 &9) 7 (32) - (247)
Depreciation of property, plant and equipment
— LTPA funded 70) - - - - {70}
Amortisation of purchased or internatly developed
intangible assets ) o . g _ (o4 13) oy - 28
Group operating profit/(loss) before amortisation
of intangble assets arising from acquisitions 591 139 69} 399 - 1060
Amortisation of intangible assets ansing
from acquisitions (08) (11} = o f@wn -~ {128)
Group operating profit/(loss) o sg3 128 0 (69 292 = 93.4
Gan on business divestments and unrealised
impairment of investment 46
Profit on disposal of non-current assets 33
Net financeexpense . o B L _ 2o
Profit before tax T ) 89.3
Taxation expense o o e {203)
Profit for the year oo ) " sa0

8) inter segment sales are priced at fair value and ticated as an arm s length transaction
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3 Segmental analysis continued

Year ended 31 March 2006

QinetiQ
Defence & Secunty & North

all figuresin £ mtlion Technology Duat Use Ventures Amenca Ehminations Consohdated
Revenue
External sales 6696 1276 6l 2484 - 1,0517
Internal sales® o 98 113 - - (211) -

i T 6794 1389 61 2484 (211) 10517
Other information
EBITDA before IPO costs and share of equity accounted
joint ventures and assocrates 790 250 62) 271 - 1249
Share of equity accounted joint ventures
and assocrates . i o - ... H(O:i_) . = = _ log)
EBITDA before iPO costs 79.0 250 " {6'8) 271 - 1245
Depreciation of property plant and equipment
- own equipment {132} (73) {09) {25) - {239)
Depreciation of property, plant and equipment
— LTPA funded (88) - - - - (88)
Amortisation of purchased or internally developed
intangible assets (05) {05} - 01} - L 11)
G—ro_up oi)e_ratm“g p;t;ﬁil(logs) before IPO costs and : I T T )
amortisation of intangible assets ansing from acquisitions 565 172 {7 5) 245 - 90.7
Amaortisation of intangble assets ansing from acquisstions {20) 7). - {96) - _hz23)
Group operating profit/{loss) before PO costs 545 “165 (75 149 - 784
1PO costs L ) @9
Group operating profit T 695
Profit on dispesal of non current assets 89
Net finance expense _ {59)
Profit before tax i 725
Taxation expense ) (121)
Profit for the year ) 60 4

inter sagment sales are priced at far value and treated as an arm’s length transaction

The segmental analysis has been modified from the pnor year to align with the operational change in the year in which the Ventures are now
separately reported from the rest of the Security & Dual Use sector
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3 Segmental analysis continued

Year ended 31 March 2007

CinetiQ

Defence & Security & North
all fiqures m ¢ million Technology Dual Use Ventures America Unallocated Consolidated
Segment assets” 5357 1450 330 5474 48 1,2659
Segment lhabibities® {175 2) {60 3) (52 (77 8) (78 4) (396 9)
Unallocated net debt (300 8) (300 8}
Unallocated retirement benefit obhgation ) (90 B} {90 8)
Net assets A 360 5 847 278 469 6 {465 2) 477 4
Other information
Capital expenditure — own equrpment’ 127 123 09 41 - 300
Capital expenditure — LTPA funded* 169 - - - - 169
Impairment lesses recognised in income statement
or equity - - (88) - - (88
Year ended 31 March 2006

GinetiQ

Defence & Secunty & North
¥ prgures in F otidhon Technology Dual Lise ventures Amenca Unallocated Consolidated
Segment assets” 4635 1420 152 4498 341 1,104 6
Segment labilithes (1437) (72 6} (30) (53 4) {67 6) {340 3)
Unallocated net debt (2330) (2330)
Unallocated retirement benefit obligation {168 4} {168 4)
Net assets i o © 3198 694 122 3964 {4349) 3629
Other mformation
Capital expenditure — own equipment” 83 166 08 43 - 300
Capital expenditure — LTPA funded” 235 - - - - 235
Impairment losses recogrised in income statement
or equity - - {05} — - (@5)

+ Segment assets and habilities exclude retirement benefit obhigation and net debt

* Capital expenditure is defined as cash paid for property plant and equipment addtions and purchased and internally developed intangble assets

For Secunty & Dual Use this includes spend on UK estates and UK corporate information systerns as these UK functions are managed within thes sector
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3. Segmental analysis continued

Geographical segments
Revenue by customer location
Jurngver
off fupiires in £ milon 2007 2006
United Kingdom 7299 7339
North America 3857 2687
Other . o o B L 339 491
Total 1,149.5 10517
Assets/{liabilities) by location
Gross assets Gross labilitles

all figures 1 £ million 2007 2006 2007 2006
United Kingdom 7437 7335 (614 1) {7679)
North Amenca 5571 449 8 {2135) (534)
Other ) i i 79 53 37) {aa)
Total 1,308 7 1,188 6 (8313) (825 7)
Capital expenditure by location
all figures in £ idl.on 2007 2006
United Kingdom 428 492
North Amenca o ; o R L 41 43
Totat 46.9 535
4. Profit before tax
The foliowing items have been charged in arrvang at profit before tax
ull figures in § mulhion note 2007 2006
Fees payable to the auditor
- Statutory audit 07 06
= Other sernces supphed pursuant to legislation 02 01
- QOther services relating to taxation 02 01
- Otherservices ) ) L ) T ol
Total auditor’s remuneration | e e e e e e e . = = - 12 . 08
Inventornes recogmsed as an expense 746 35
Depreciation of property, plant and equipment
—Owned assets 296 298
- Under finance lease 21 29
Research and development expenditure costs under customer funded contracts 5111 5047
Research and development expenditure costs = Group funded 90 56
Amoprtisation of intangible assets
— Acquisition mtangsble asset amortisation 12 126 123
~Otherintangibleamortisaton e WM 2B 1L

b 154 134

* In the year to 31 March 2006 the Group also incurred £3 7m for reporting accountant s and due diligence services fram its auditor related to the (PO

This amount was charged to the share premium account.
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5a. Gain on business divestments and unrealised impairment of investment

alt frqures i £ nulhan 2007 2006
Gain on business divestments 134 -
Unrealised impairment of investment R o L (88 __ -

46 -

On 28 February 2007 Aerospace Filtration Systems, Inc, was sold to Oonaldson Inc for £19 9m ($39 0m) resulting in a profit on disposal of
£99m {519 4m} Included in the proceeds was £3 1m {$6 0m) of cash held in escrow for a peniod of two years from the transaction date which
has been recorded as a financial asset

On 5 March 2007 QinetiQ Rail Limited was sold to Nomad Holdings Lirmited (Nomad) in exchange for an 8 6% shareholding in Nomad valued
at £4 Sm resulting tn 3 profit on disposal of £2 8m At the transaction date QuinetiQ also purchased £1 5m of inihally zero coupon preference
shares in Nomad and these have been recorded at their fair valued at 31 March 2007 of £12m

On 3 August 2006 a 12% stake in Aunx Limited was sold to a stratepic hcensing partner for cash consideration of £1 1m and resultingin a
profit on disposal of £0 7m

The unreahised impairment of investment relates to an £8 8m charge to the income statement in respect of the impairment in the carying
value of the quoted pSwida investment (see note 22 for fusther details)

5b. Profit on disposal of non-current assets

all fiqures n £ milhon 2007 2006
Profit on disposal of non-current assets 33 89
Current year disposals

On 29 March 2007 the Group unconditionally exchanged on the contract to dispose of its Bedford site resulting in the recogmition of £2 5m of
profit on disposal net of costs Inital proceeds of £1 8m were received on exchange of contracts The sale completed on 13 Apnl 2007 and 3
turther £15 7m was recewved 3t that date The disposal was to a company which was, at the date of the transaction, 50% owned by the Cariyle
group of companies From the start of the year through to 14 February 2007, when they disposed of therr entire shareholding, Carlyle was a
related party of the Group by virtue of its 10 2% interest in the ordinary share capital of QinetiQ Group plc The transaction was completed on
an arm s length basis as part of a compelitive bidding process

Other disposals in the year genterated 3 net profit of £0 Bm of which £0 7m came from property disposals

Prior year disposals
In the year to 31 March 2006 the Group disposed of fixed assets for proceeds of £121 6m with £6 Om of these proceeds due in the following
financial year There was a net profit of £8 9m recognised on these disposals
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6 Finance iIncome and expense

all figures i £ mithon 2007 2006
Recewvable on bank deposits 21 38
Finance lease income 21 24
Release of discount on MOD indemnity o ) L= 22
Flnancenmtom”e L ) _ ; R L . 42 _8a
Amortisation of recapitalisation fee {02) {16}
Payable on bank loans and overdrafts (123) {13 3)
Payable on US$ private placement debt (16) -
Finance lease expense (19) (10)
Amortisation of discount on financial liablity (02) -
Prgference share nterest . N L ) . ) B B - {31
Finance expense ) L o _ . ) (162) {19.0)
Net finance costs before IPO related items (12 0) {10 6)
Release of remaining discount on MOD indemnity - _ 47
Net finance expense o o ) D } o T T T 120 {59)

7. Taxation expense

all figures in £ mulhon 2007 2006
Analys:s of charge

UK corporation tax at 30% - -
Overseas corporation tax in respect of prior years (02) -
Overseas corporation tax } } ) ) ) 139 74

Total corporation tax T -7 137 74

Overseas withholding tax - 24

Deferred tax 66 77

Deferred tax in respect of prior years ) L _ L - (54)
Taxation exiaense o i ) ) n T ST B ) 203 121

Factors affecting the tax charge in year

The principal factors reduaing the Group's current year tax charge
below the UK statutory rate are explained below

Profit before tax ~ 893 725
Tax on profit before tax at 30% 268 118
Effect of

Expenses not deductible for tax purposes, research and devefopment

relief and non taxable items ansing on consohdation (103} (84)
Unprovided tax losses of subsidianes 10 13
Qverseas withholding tax - 24
Tax in respect of prior years 02 {54}
Effect of different rates in overseas junisdicons o . 30 04
Taxation expense Tt i T e T 203 121

Factors affecting future tax charges

The effecte tax rate continues to be below the statutory rate in the UK primarily as a result of the benefit of research and development relief
n the UK The effective rate 1s expected to remain below the UK statutory rate in the medium term butis expected to rise as an increasing
proportion of taxable profits are generated from the US where the effectve rate 1s broadly in ine wath the US statutory rate
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8. Dividends

During the year to 31 March 2007 the Group has declared and paid equity divadends of £22 7m compnsing a 2 25 pence per ordinary share
final dividend 1n respect of the year ended 31 March 2006 paid in August 2006 and a 1 2 pence per ordinary share interim dwidend in respect
of the year ended 31 March 2007 paid in February 2007 {year to 31 March 2006 £mil) Gn 31 May 2007 the Directors proposed a dvidend of
2 45 pence per ordinary share payable on 31 August 2607

9 Analysis of employee costs

The largest component of operating expenses 1s employee costs The year end and average monthly number of persons employed by the
Group including Directors analysed by business segment, was

Year end Monthly average

2007 2006 2007 2006
Defence & Technology 6,651 6791 6773 6883
Secunty & Dual Use 1,454 1,556 1,512 1612
Ventures 82 87 85 83
QinetiQ North Amernca 4,258 2,640 3.154 2083
Corporate ) B ) 3 o o 336 372 346 363
Total 12,781 11,446 11,870 11,024
The apgregate payroli costs of these persons were as follows
all fuures ur [ rulivon note 2007 2006
Wages and salaries 4149 4084
Sociat secunty costs 364 352
COther pension costs 610 483
Cost of share based payments 34 11 01
Empioyee costs before IPG costs 5134 4920
Total employee costs 51314 4988
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10. Earnings per share

Basic earnings per share Is calculated by dividing the earnings attributable to ordinary shareholders by the weighted average number of
ordinary shares outstanding duning the year For the year ended 31 March 2006 this 1s presented on an adjusted basis to reflect the share
restructuning that took place at IPO For diluted earnings per share the weighted average number of shares in issue 15 adjusted to assume
conversion of all ditutive potential ordinary shares anising from share options granted Underlying earnings per share figures are presented

below as the Birectors believe this to be a good measure of recurring business performance Underlying earnings per share reflect

adjustments for the impact of non-recurring and other items on basic earrings per share

Year ended 31 March 2007

Weighted
average
number Per share
Eamings of shares amount
im milllon pence
Basic 690 6566 1051
Effect of dilutive secunities —options L ) o 110 {017)
Diluted 690 6676 10 34
Underlying earmings per share
weighted
average
number Per share
Earnings of shares amount
im milkon pence
Basic 690 6566 1051
Amortisation of intangible assets ansing from acquisitions 126 192
Gan on business divestments and unrealised imparrment of investment {46) (070)
Profit on disposal of non current assets (33) (050}
Tax impact of tems abave . o N o . ba ) ) 006
Undertying 741 6566 1129
Year ended 31 March 2006
Weighted
average
number Per share
Earmings of shares amount
im milhon pence
Basic 581 5824 9.98
Effect of dilulive secunties - options _ ) 124 {021)
Diluted 581 5948 977
Underlying earmings per share
weighted
Iverage
number Per share
Earnings of shares armount
note £m mullisn pence
Basic 581 5824 998
IPO related iterns a3 42 072
Amortisation of intangible assets ansing from acquisttions 123 211
Profit on disposal of non-current assets (29) (153)
Tax impact of itermns above ¢7) 012)
Brought forward unprovided tax losses utilised in year _ 3 . _ o 54 o _ (o93)
Underiying 596 5824 1023
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11. Goodwill

olt figuees in £ nuikan note 2007 2006
Cost

At 1 Apnil — restated 40 3154 1320
Acquisitions — restated 13 1017 1638
Disposals (71} -
Foreign exchange o _ o L . . 364} 196
At 3_1_?1!&_"5@-_!’:_“3!&_’ e _ o " . e 3"'!3 6 3154
tmpairment

At 1 Apnl and 31 March 65 05
Net book value at 31 March —restated S i i T 3131 3149

Net book value of goodwill at 31 March 2005 amounted to £1315m

Goodwill at 31 March 2007 was allocated to cash generating uruts (CGUs) including Apogen £124 9m, Analex £77 4m, FMI £57 3m Westar
£52 6m, OSEC £20 6m and PS5 £150m No other allocations of goodwill are considered significant to the Group’s total goodwill The Group
tests goodwill for impairment annually and uses value in use as the recoverable ampunt The Group has made a number of assumptions in
determining the value in use of goodwilt allocated to a cash generating unit 1t 1s assumed that cash generating units perform to the five-year
corporate plan This 15 consistent with the current and prior performance of the cash generating urits and current UK and US defence and
secunty spending farecasts The estimates of the long-term growth rates for the CGUs s based on macro economic assumptions and does not
exceed the long-term estimate for the sectors in which CGUs operate The Group has assumed that effective tax rates continue after allowing
for stated tax rate changes Future cash flows have been discounted at a post tax discount rate of 8% Sensitvity analysis has indicated that
no reasonably foreseeable changes in the key assumptions in the impairment model would result in significant impairment charges being
recorded in the financial statements
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12. Intangible assets

Year ended 31 March 2007

Azquired Other

intangible  Development Intangibte
all figures n § mullon note assets” costs assets Total
Cost
At 1 April 2006 — restated 40 637 86 29 752
Additions ~ internatly developed - 32 35 67
Additions - purchased - - 54 54
Additions ~ recogrised on acquisitions 13 176 - - 176
Disposals {12} {13) (07} (32)
Transfers to plant, property and equipment - (04) - (04}
Foreign exchange (64) - - (64)
At 31 March 2007 S 137101 111 949
Amortisation and impairment
At 1 Apni 2006 168 05 08 181
Amortisation charge for the year 126 15 13 154
Disposals {o7) (13} {01) 21)
Foreign exchange _ ) 3 ) o s - - {15)
At3iMarch2007 . zm2 T er 20 299
Net book value at 31 March 2007 - 485 94 91 650
Year ended 31 March 2006

Acquired Other

Intang:bl Development intangibie
oll figures i £ muthon note assets” costs assets Total
Cost
At 1 Apnl 2005 387 23 07 417
Additions —internally developed - 63 - 63
Additions - purchased - - 22 22
Additions — recogrised on acquisitions ~ restated 13,40 217 - - 217
Foreign exchange 33 - 33
At 31 March 2006 - restated N @ “e37 T BE 29 752
Amortisation and impairment
At 1 April 2005 42 - 02 44
Amortisation charge for the year 123 05 06 134
Foreign exchange o o 03 - - .03
F T 7Y S S - SR T -F |
Net book value at 31 March 2006 —vestated T T T T TG T T e T it T TRy T ey
Net book value at 31 March 2005 345 23 05 373

* Acquired intangible assets principally consist of the value of orders backlegs and certan customer relationships, technology and patents/licences No value s
attnbuted to customer relationships where short term contracts are held that are subject to regular recompetes
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13. Business combinations

In the year to 31 March 2007 the Group made two principal acquisitions, both i North America, Ocean Systems Engineening Corporation
{OSEC) and Analex Corporation {Analex} If these acquisitions had been completed at 1 Apnil 2006 Group revenue for the year ended 31 March
2007 would have been £1,228 1m and Group profit before tax would bave been £92 3m

US acquisitions

On 15 May 2006 the Group acquired the whole of the trade and assets of OSEC for cash consideration before acquisthion costs, of £28 2m
{553 7m) On 14 March 2007 the Group acquued the whole of the share capital of Analex for consideration before acquisition costs, of
£98 8m (5193 6m} Summary profit and loss accounts for the two acquisitions in the year, OSEC and Analex, prior to acguisition are shown
below These results are extracted from the audited financial statements for the relevant penods, which were prepared under US CAAP
The results have been converted into sterling at the exchange rates ruling at that time and have not been adjusted to 1IFRS

OSEC
Penod from Year from Year from
1 January 1lanuary 1 lanuary
2006 ta 2005 to 2004 to
14 May 31 December 31 December
ol frgures n £ mithon 2006 2005 2004
Income statement
Revenue L o . o o i : 51 2886 _ 165
Operating wcome . - S 2= S 19
Profit before taxation 05 23 19
Taxation expense ~ . 3 o 02) 09) o8)
Profit after tax 03 14 11
Analex
Period from Year from Year from
1 January 1January 1 January
2007 to 2006 to 2005 to
13 March 11 December 31 December
el fiqures in § midhan 2007 2006 2005
tncome statement
Revenue ~ 163 _ 78B4 720
Operating income s o 11 } 54 46
Profit before taxation 06 30 26
Taxation expense L o . 03 _ . (049 (18)
Profit after tax 03 16 i0

Set out below are the allocations of purchase consideration, assets and liabilities of the North American acquisitions made n the period and
the adjustments required to the book values of the assets and liabilities of the businesses acquired in order to present the net assets of these
businesses at fair value and 1n accordance with Group accounting policies in the case of Analex allocations and adjustments are provisional

0OStC Analex
Fairvalue Fair vatue at Fair value Faw value 3t
ol fiqures in € nullon note Book value adjustment acqusition Book value adjustment acquisition
Intangible assets - 41 41 - 128 128
Property plant and equipment 06 - 06 14 - 14
Trade and other recewables 64 - 64 203 - 203
Trade and other payables (a1) - (41 (94) - (3 4)
Cash and cash equivalents 01 - 01 28 - 28
Deferred taxation o 5 - - 3 - 1o) {51) {61}
Net assets acquired B Y 41 71 141 17 218
Goodwll o o 2 1) . 774
Consideration satisfied by
Cash L N . L 282 o 988
Total consideration T 2 | 77 98.8
Related costs of acquisition A 05 o4
i i 28.7 992
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The OSEC fair value adjustment of £4 1m relates to the recognition of acquired intangible assets From the date of acquisition to
31 March 2007 OSEC has contributed revenue of £25 0m and operating profit of £2 1m

The Analex fair value adjustment of £7 7m relates to the recognition of £12 8m of acquired intangible assets less the recogrition of a deferred
tax kability of £5 1m in relation to these intangible assets From the date of acquisition to 31 March 2007 Analex has contributed revenue of
£4 3m and an aperating profit of £0 6m

Other acquisitions and disposals in year to 31 March 2007
On 3 May 2006 the Group purchased the remaining 19 9% minority interest i Aunx Limited for £n1] consideration resulting m goodwi!l on
acquisition of £2 0m

On 28 March 2007 the Group acquired the remaming 10% menority interest share in Verhaert Design and Development NV for £0 6m
(€0 95m), resutting i additional goodwill on acquesition of £06m

There was a net increase of £0 6m in goodwill in refation to the adjustment of deferred tax on the following acquisitions Planning Systems,
Inc reduction of £0 3m (50 5m), Apogen Technologies, In¢ an increase of £0 5m (51 Om) and StmAuthor, inc. an increase of £0 4m (S0 8m)
These adjustments followed the finalisation of the estimated deferred tax made at the time of the acquisitions

On 28 February 2007 Aerospace Filtration Systems Inc, was sold to Donaldson Inc for £19 9m ($39 0m) resulting 1n a profit on disposal of
£99m (519 4m) This transaction resulted in the disposal of £7 1m ($14 Om) of goodwilt

On 5 March 2007 QinetiQ Rail Limited was soid to Nomad Holdings Limited {Nomad} in exchange for an 8 6% shareholding i Nomad valued
at £4 5m, resulting 1n a profit on disposal of £2 8m There was no goodwill asscaated with this disposal

On 3 August 2006 a 12% stake in Aunix Limited was sold to a strategic licensing partner for cash consideration of £1 1m resulting in 2 profit
on disposal of L0 7m There was ne change in goodwilt associated with this disposal

Update in respect of acquisitions made in the year ended 31 March 2006

At the date of acquisition of Planming Systems, Inc provision was made for additional consideration payable on the achievement of certain
performance critena in the 12 months ended 31 December 2005 of £0 8m and £0 8m for the performance cntena in the 12 months to

31 December 2006 The performance cnteria far the 12 months to December 2005 was paid sn full, however the cnitena for the 12 months
to 31 Decermber 2006 were not met and consequently the accruat was released resulting in a reduction \n goodwill of £0 8m in the year to
31 March 2007

tn the year to 31 March 2007 additional goodwil of £1 Om (51 9m) was recognised in relation to the acquisition of Apogen as additional
contingent cons:deration was paid as specific post-acquisition eriteria were met

During the year the Group paid deferred consideration amounting to £4 8m £1 4m and £0 6m in respect of the acquisitions of Westar
Verhaert and Graphics Research Corporation respectively

The previously estimated fair value of assets and liabilrties on the acquisibions of Apogen Inc Planming Systems, tnc and SimAuthor, inc were
finahsed dunng the year The goodwill on the SimAuthor acquisition was reduced by £0 7m (51 3m) as the previously estimated fair value of
intangibles was finahised following receipt of an external valuation report partially offset by a £0 4m (50 7m) increase in deferred tax llabiities
The Group recognised £0 5m ($1 Om) of additional goodwill on the acquisition of Apogen on finalisation of deferred tax liabilities Goodwitl on
the acquisition of Planning Systems, Inc. was reduced by £0 3m (S0 6m) on finalisation of deferred tax habilhies
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14, Property, plant and equipment

Year ended 31 March 2007

Plant, Computers Assets

tand and machinery and office under
alt figures £ mifhon buildings and vehicles equipment construchion Total
Cost
At 1 April 2006 299 4 873 264 257 4388
Additions 03 33 33 279 348
Acquisition of subsidiaries - - 20 - 20
Disposals (3 4) (086) {26) {05) {r1)
Disposals as a result of disposal of businesses - - (0 4) - (04}
Transfers from development costs - - - 04 04
Transfers 82 155 a5 (28 2) -
Foreign exchange {05) (06) (13) {01) (z5)
At31March 2007 i i " 3040 1049 319 252 4660
Depreciation
At 1 Aprd 2006 335 519 131 - 98 5
Charge for the year 113 106 98 - 17
Disposals {11) (06) {23) - (40
Disposals as a result of disposal of businesses - - 01) - 01)
foreign exchange ) . ) o (0 4)_ (03} [09) - (16)
At 31 March 2007 R ; } 433 616 B} 196 . - 124 5
Net book value at 31 March 2007 2607 433 123 252 3415
Year ended 31 March 2006

Plant Computers Assets

Land and machinery and office under
all figures e F milhon buildings and vehicles equipment conskruction Total
Cost
At 1 April 2005 3410 672 196 i03 4381
Additions 24 32 46 348 450
Acquisition of subsidianes - 04 15 - 149
Disposals {40 2) (23) - {02 (42 7}
Transfers - 187 05 {192) -
Transfer to disposal group® {39} - - - {39
Foreign exchange 01 01 02 - 04
At 31 March 2006 ’ i 2994 873 264 257 4388
Depreciation
At 1 Apnl 2005 2438 331 62 - 702
Charge for the year 126 132 69 - 327
Disposals (37) {0 5) - - {42)
Transfer to disposal group ©3) - - - {03)
Foreign exchange - 01 - - 01
At 31 March 2006 _ o o 335 519 S - 985
Net book value at 31 March 2006 T " 2659 354 133 257 3403
Net book value at 31 March 2005 3161 281 134 103 3679

* At 31 March 2006 certain praperty was presented as held for sate and transferred to a disposal group

Assets held under finance leases, capitalised and included in computers and equipment, have
— acostof £5 7m {31 March 2006 £5 2m)

— aggregate depreciation of £5 Om (31 March 2006 £29m), and

— a net book value of £0 7m {31 March 2006 £2 3Im)

Under the terms of the Business Transfer Agreement with the MOD, certain restrictions have been placed on freehold land and buldings, and
certain plant and machinery related to them These restrictions are detaited i note 36 ‘Transactions with the MOD'
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15 Investment property

all figures i £ mihon 2007 2006
Cost and net book value

At 1 Apnl 58 66
Disposals o ) 3 o ) (58) {0 8)
At 31 March - 58
all figures in £ rmithon 2007 2006
The following amounts have been credited/(charged) in amving at Group operating profit.

Rental income from investment property 07 07
Direct operating expenses ansing on investment property generating rental income 02} {02)

On 29 March 2007 the Group uncondrtionally exchanged on the contract to dispose of 1ts Bedford property which was classified as an
investment property Further details are shown in note 5b All investment property generated income in the year

16. Financial assets

all figures in £ milion 2007 2006
Net mvestment i finance lease 141 150
Escrow financial assets 31 -
Dersvative finanoial instruments o . 1ls _7 i
Total non-current financial assets T T T T 188~ 221
Denvative finanaal instruments 10 -
Net investment in finance lease ) o _ o 30 30
Total current financial assets } ) ) 40 30
Tota! finanoial assets 228 251

17. Non-current investments

oll figures i £ rarllion 2007 1006

Available for sale investments 285 13

The Group helds a 1 7% interest in Last Mile Communications Limited acquired for £0 2m Duning the year further funding of £4 7m was
advanced by the Group resulting in a {otal investment carrying value of £4 9m at 31 March 2007

On 14 December 2005 the Group sold certain intellectuat property to Metalysis imited and recewed settlement for the sale in the form of a
10% interest 1n the ordinary share capital of the company The investment was held at fair value of £0 8m at 1 Apnl 2006 In February 2007
as part of a third-party funding round Qinetit invested a further £2 1m and increased ifs interest in Metalysis Umited to 16 3% The funding
round estabhished the new farr value of QinetiQ s holding as £6 4m and this resulted in a revaluation gain of £3 5m bemng recorded

At 31 March 2007 the Group held a 10 0% interest in Sciemus Limited which was acquired on 14 September 2004 The investment continued
to be held at its wnitten down value of £mil at 31 March 2007

On 23 March 2006 the Group sold certain intellectual property to Stingray Geophysical and recerved a 19 9% interest sn Stingray Geophysical
During the year this investment was revalued and resulted in an £0 6m increase in the investment value to a closing value of £09m at

31 March 2007 The Group s interest in Stingray Geophysical may increase upon satisfaction of certain performance cnitena to the extent
that the Group could receive up to 30% of the proceeds of a sale of the business

In September 2006 the Group’s investment i ZBD Displays Limited (ZBD) was re-classified from an associate to an investment following
a reduction in the level of influence exercised by QinetiQ in the management of ZBD, following the resignation of the QinetsQ appointed
director from the board of the company This resufted in £0 6m of assets being reclassified from an equity accounted investment to a non-
current asset investment Cash investments totalled £4 4m wath the Group's holding increasing to 31 6% at 31 March 2007 (2006 30 4%)
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In additign the investment was revalued upwards by £6 1m following the valuation of shares from current year funding rounds by external
investors This resulted in the closing investment value of £10 5m at 31 March 2007

On 5 March 2007 the Group acquired an 8 6% mvestment in Nomad Holdings Limited valued at £4 5m in consideration for the sale of its
subsidiary QinetiQ Rail Limited In addition the Group acquired £1 5m of preference shares in Nomad which have been discounted by
£0 2m to reflect the 2ero coupon rate of interest on Lhe preference shares in the first 3 4 years This results in a total investment carrying

value of £5 8m

18. Equity accounted investments

Year ended 31 March 2007

Associates Croup net
financial share of
all pigures i £ mullion resufts assoclates
Revenue } } 61 20
Loss after tax L (31) 12)
Non current assets 05 01
Current assets 28 06
33 07
Current habihities (30) ¢ a)
Non current liabilities ) ) ) ) {110) -
} } o } ) (15 0)_ {0 &)
Net assets (107} 03
Year ended 31 March 2006
Associates Group gross  Restructuring of Group net
financial share of Group’s funding share of
all fiquees i £ milfron results assotiates of associates assoclates
Revenue L o . e 42 _1a - _ .14
Loss after tax . e LY s 11 (o
Naon current assets 12 03 - 03
Current assets o L o1& 07 {02 as
30 10 02) 08
Current habilities 27) (12} 10 o2
Non-current hiabilities L _ o {o7) _ (o3) 03 =
i T T £ 7 I ¢ ¥ M (02
Net assets (0 a) {0s) 11 06

Details of the Group’s associates are set out in note 44

The unrecognised share of losses of associates at 31 March 2007 was £ml {31 March 2006 £1 1m} The prior year amount represented the
associate losses the Group had no obhigation to fund following the restructunng of the funding arrangements for Q54 Limited

Dunng the year ended 31 March 2007 sales of £nil (year ended 31 March 2006 £1 2m} were made to associates and at 31 March 2007
associates and joint ventures had an outstanding debtor balance of £nil (31 March 2006 £1 Om})
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19. inventories

olt figures i £ mituon 2007 2006
Raw matenals 35 36
Work in progress 177 56
Finshed goods 183 162

i 395 254

20. Trade and other recevables

ol figures wi £ mullion 2007 2006
Trade debtors 2507 194 8
Amounts recoverable under contracts 1063 947
Current tax - 36
Other debtors 218 178
Prepayments 224 217

401 2 3326

Inctuded within armounts recoverable under contracts s £nid (31 March 2006 £7 8m) due after one year Trade debtors include a provision for
doubiful debts of £2 5m (31 March 2006 £4 2m)

21. Cash and cash equivalents

all figuies in £ mulhon 2007 2006

Cash 200 589

At 31 March 2007 £12 7m (31 March 2006 £10 6m} of cash ts held by the Group s captive insurance subsidiary The amount is included
abave but can only be used for insurance purposes or utthsed by the Group with prior approval by the subsidiary board and relevant
insurance regulator

22. Current asset investments

aoll figures on 4 pndhon 2007 2006

Listed investments 40 112

At 31 March 2007 the Group held 35 7 million shares in pSivida Lirnited (31 March 2006 35 7 millton) a company histed on NASDAQ and
the Australian and Frankfurt Stock Exchange The investment 1s held at fair value using the closing share price at 31 March 2007 of AS0 27
per share (31 March 2006 AS0 75) Dunng the year the reduction in value of £7 2m has been recogmsed in the income statement as an
impawrment Additionally the pnor year reduction in value of £1 6m has been recogrused as an impairment in the income statement and
credited to reserves (2006 £1 6m reduction i value recogmised directly in reserves), resulting m a tota! charge to the income statement of
£8 8m for the year to 31 March 2007 The original value of these shares was £15 1m and 1n prior peniods £2 3m had been impatred through
the income statement
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23 Trade and other payables — current

all fxqures in £ mullion W07 2006
Payments received on account 969 643
Trade creditors 313 373
Other tax and social security 463 422
Other creditors 204 29
Accruals and deferred Income 1445 1334
3394 3001
24. Provisions
Year ended 31 March 2007
afl figures in £ mithon Reorganisation Other Total
At 1 Aprd 2006 94 171 265
Uhlised in year (84) {22) (10 &)
Released in year {08) {75) (& 3}
Created in year _ 07 .59 66
At 31 March 2007 ) 09 133 142
Current hability 09 02 11
Non-current hability _ - _ 131 131
At 31 March 2007 09 133 14.2
Year ended 31 March 2006
alt figures in £ mulhon Reorganisation Cther Total
AL 1 April 2005 282 161 443
Utdised m year (263) {06) {26 9)
Refeased wn year (19) (38} (57)
Created in year 94 54 148
At 31 March 2006 94 71 26.5
Current labihty g4 79 173
Non current liabilty . —_— - 92 .92
At 31 March 2006 94 171 265

Reorgamisation prowisions relate to current year and prior year restructuning of the Group Other prowisions compnise legal, envirconmental,

statutory, property and other habilities
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25. Deferred tax

Deferred tax assets and habihities are only offset where there 15 a legally enfarceable right to offset and there 1s anintention to settle the

balances net

Movements on the deferred tax assets and habilities are shown below

Year ended 31 March 2007

Deferred tax asset
all figures i £ nullion Pension llability Other Total
At 1 Apni 2006 504 - 504
Released (233) - (23 3)
Transferred from deferred tax liabilities o o o - 07 07
Gross deferred tax asset at 31 March 2007 271 07 278
Less hability available for offset o o L o o = = _hew
Net deferred tax asset at 31 March 2007 110
The net deferred tax asset released in the year relating to the pension hability includes £17 9m (2006 £8 7m created) released to equity
Deferred tax habihty
Accelerated

tax depreciation
alf figures ot £ mulion and amortisation Other Hedging Total
At 1 Apnl 2006 (432} {16} (20) (46 8)
Acquisitions (61} - - (61)
Created 06} - - {o6)
Released 19 23 20 62
Transferred to deferred tax assets - {07) - 07)
Foreign exchange o o B 03 - - L E]
Gross deferred tax |lablll‘ty at 31 March 2007 (a7 7) - - (477
Less asset available for offset N L e _ _ 168
Net deferred tax hablhty at 31 March 2007 (309)

Deferred tax movements on hedging have been recognised 1n equity At the balance sheet date, the Group had unused tax losses of £46 2m
(2006 £402m) potentially available for offset against future profits No deferred tax asset has been recognised in respect of this amount

These losses can be carned forward indefinitely

Year ended 31 March 2006
Deferred tax asset

all figures in £ mithoa Pension

note labihty Other Total
At 1 Apnl 2005 488 61 549
Created 16 - 16
Released - 77) {77)
Transferred to defeued tax hablhhes . L o = 16 16
Gross deferred tax asset at 31 March 2006 504 - 504
Less iability available for offset - restated . _(386)
Net deferred tax asset at 31 March 2006 - restated 40 118
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25 Deferred tax continued

Deferred tax liabibty
Accelerated tax
depreaation and
il figures in £ mithon note amorbisation Other Hedging Total
At 1 April 2005 (499) - {499)
Acquisitions - restated 40 (51) - (51)
Created - {15) (15)
Released 125 - 125
Transferred from deferred tax assets - {(16) - (18)
Foreign exchange 07) - 07)
Created on adoption of 1AS 32and 3¢~ = o= fosy (o9
Gross deferred tax hability at 31 March 2006 (43 2) {16) (2.0} {46 8)
Less asset available for offset — restated ) 40 386
Net deferred tax liability at 31 March 2006 {82)
26 Financial liabilities — current
@it frgures i £ midhon 2007 2006
Loan notes 52 15
Deferred financing costs 02) 01)
Finance lease creditor 32 49
Dernwvative financial investments 03 -
Other bank borrowings . oL 74 03
159 66

Further analys:s of the terms and maturity dates for financial habilities are set out in note 28
27. Financial hiabilities — non-current
all figures i § endllgn 2007 2006
Bank loan 1801 2914
Deferred finanangeosts .~~~ [ <1 _ {os)

1795 2909
US$135m loan, repayable 2013 699 -
U55125m loan, repayable 2016 644 -
Loan notes - 38
Derwvative finanaal instruments - 0s
Financeleasecreditor L e e e e 239 152

3277 3104

Further analysis of the terms and matunty dates for financial liabibities are set out in note 28
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28 Financial instruments

Financial assets and habilibies comprise

2007 2006

Financial Financial Finangial Financal

odl figures m £ mithon assets Babilitles assets liabilities
Trade and other recewvables/(payables) 4012 (344 9) 3326 {3030)
Cash and cash equivalents 200 - 589 -
Bank borrowings, loans and loan noles - (326 2} - {296 4}
Finance leases 171 (171) 180 {201)
Investments 325 - 125 -
Dernvative financial instruments 26 {03) 71 (05)
Other i . 31 - - -
476 S (688 5) 4291 {620 0)

{A) Fair values of financial tnstruments
Al financial assets and habiities have a fair value identical to book value at 31 March 2007 and 31 March 2006 except the following

2007 2006
alf figures in £ muthon Falr value Book value Fair value Book value
Prirmary financial instruments held or 1ssued to finance the Group's operations
Long-term borrowings (3117) {3138) {294 7} {294 7}
Other financial assets/{habilities)
Finance lease assets 231 171 267 180
Finance lease habilities (21 9) {171) (25 2) (201}

Market values where available, have been used to deterrmne fair values Where market values are not availlable, fair values have been
calculated by discounting cash flows at prevailing interest rates, except for unlisted fixed asset investments where a fair value equals
book value

(B} interest rate nsk
31 March 2007
Financial assets
Flaanclal assets Financial llabilities
all figures in £ milton Fixed or capped Foating  Fixed or Gpped Floating
Stething 171 143 (222} (127)
US Doliar - 84 {256 6) (a124)
Other i . b - (104)
171 231 (278.8) {64 5)

Floating rate financial assets attract interest based on the relevant national LIBID equivalent Floating rate financial habihities bear interest at
the relevant national LIBOR equwalent All other financial assets and habihities are nop-interest bearning
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31 March 2006
Financal asset Financial hability
ol figures 1n £ milhon Fixed or capped Floating Fixed or capped Floating
Sterling 180 531 (239} {09)
US Daollar - 58 {2537} (331)
Other - - - (49)
) ) T ) 180 58.9 (277 6) "(389)

Floating rate financial assets attract interest based on the relevant national LIBID equivalent Fipating rate financial labilities bear interest at

the relevant national LIBOR equivalent All other financial assets and hiabilities are non-interest bearing

For the fixed or capped rate financial assets and habilities, the average interest rates and the average period for which the rates are fixed are

2007 2006
Weigl Weighted Weighted
Fixed or average average Foeed or average Weighted
capped interest rate years capped interest rate  average years
£m % to matutity £m % to matunty
Financial assets
Sterhing 171 134% 79 180 134% 90
Financial habilities
Sterling (222) 109% 63 (239} 110% 76
US Dollar N . o N _ {256 6)_ . a4.9% 58 (2537} 43% 32
(278 8) 53% 58 (277 6) 50% 36

Sterhing assets and habihibies consist primarily of finance leases with the weighted average interest rate reflecting the internal rate of return

of those leases

Interest rate nsk management

At 31 March 2007 80% (31 March 2006 87%) of the Group’s bank and prvate placement borrowings were fixed or capped through

a combination of interest rate swaps collars and fixed rate debt

(C) Currency nsk

The table below shows the Group’s currency exposures being exposures on currency transactiens that give nise to net currency gains
and losses recogrised in the income statement Such exposures comprise the monetary assets and habilities of the Group that are not
denominated n the functional currency of the operating company involved, other than certain non-sterling borrowings treated as hedges

of net investments in overseas entities

Functional currency of the operating company

Net foreign currency monetary assets/liabilities

ot figures in £ midhons US Dollar Euro Other Total
31 March 2007 - Sterling 05 (03) 12 14
31 March 2006 - Sterling 12 04 03 19

The amounts shown in the table take into account the effect of the forward contracts entered into to manage these currency exposures
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{D) Matunty of finanaal habilrties

At 31 March 2007
Finance leases
Bank  and derivative
Trade and borrowings financial
other payables  and loan notes instruments Total
Due inane year or less 3394 124 35 3553
Due n more than one year but not more than two years 55 - 22 77
Due 1n more than two years but not more than five years - 1795 67 1862
Due in more than five years S e~ 1343 = __ 50 L1393
344.9 3262 174 6885
At 31 March 2006
Fenance leases
Bank  and derncative
Trade and bormowings fingnoal
ather payables  and loan notes mstruments Total
Due 1n one year or less 3001 17 49 3067
Due in mare than one year but not more than two years 29 - 27 56
Due in more than two years but not more than five years - 2947 66 3013
Due in more than five years . _ ) } ) - - _ 64 64
3030 296 4 206 6200
(E) Borrowing facilities
At 31 March 2007, the following committed facilities were available to the Group
Interest rate Yotal Drawn Undrawn
% tm im &m
Multicurrency revolving facihity LIBOR plus 0 35% 5000 1801 3199
US$135m loan repayable 2013 5 44% 699 699 -
US5125m loan repayable 2016 55% 644 644 -
HVR loan notes Base muinus 1 0% 01 01 -
Damega Corporation loan notes } o ) 75% 51 51 -
Committed facilities 31 March 2007 L o .. 6385 3196 3199
Commutted faciities 31 Maich 2006 5242 2967 2275

Loans drawn under the £500m multi-currency revolving facility are repayable within twelve months but have been classified as due in more
than two years as the relevant committed facilittes are avaifable untdl 19 August 2011 with the Banks option at the Group's request to extend
for a further year The loans bear interest at a vanable margin over LIBOR of between 0 35% and 0 725% dependent on the ratio of EBITDA to

Net Debt and the fevel of utdisation

During the year the Group completed a private debt placement for USS260m with a group of US financial institutions, obtaining US5135m on
a seven year term at an interest rate of 5 44% and US$125m on 2 ten year term at an interest rate of 5 5%

The HVR loan notes were 1ssued m connection with the acquisifton of HVR Consulting Ltd They are repayable on request of the holders, but
no later than 31 luly 2009 and they bear interest at a discount to Ucyds TSB Base Rate

The Damega Corporation loan note relates to funding from the minonty shareholder of Quintel Technology Limited The loan notes are

repayable by Quinte! Technology Limuted on request by Damega Corporation




QinetiQ Group pl¢ 92
Annual Report 2007

Notes to the financial statements continued

29. Reconaliation of net cash flow to movement in net debt

Year ended Year ended

ofl figurex i £ midlion note 31 March 2007 31 March 2006
{Decrease)/increase in cash in the year {45 5} 53.6
New loans {1313) (191 3)
New loan notes {13) (76)
Bank loan repayments 792 722
Loan note repayments 14 459
Payment of deferred finanaing costs 04 -
Repayment of other borrowings - 32
Preference Share and associated interest repayment _ o ) - . 480
{51 6) {29.6)

Capital efement of finance lease payments 59 22
Capital element of finance lease receipts . T £ 1) (30
Ehange In net debt ;esuliiing from cash flows oo e T {94.7) 23.2
Addition of deferred financing costs - 07
amortisation of deferred financing costs {02) {18)
Foreign exchange movemnents 302 (21 5)
Accrued US$S loan interest {16) -
Preference Share redemption and assotiated interest - {48 0)
Finance lease receivables 26 24
Finance lease payables {29) {18 2}
Adoption of IAS 32 and 1AS 39 - 18
Movement on escrow cash 31 -
Movement on denvatives {43) 48
Net debt at the start of the year R (2330 (176 6)
Net debt at the end of the year 30 (300 8) {233.0)




QinatiQl Group plc 93
Annual Report 2007

30 Analysis of net debt

Year ended Non cash Year ended
all figures wn £ nulhon 31 March 2006 Cash flow mavements 31 March 2007
Due within one year
Bank and cash 589 {389) - 200
Bank overdraft {03 {66) {05) (74)
Recapitahsation fee 01 - 01 02
Loan notes (15) 01 (38) {52}
Finance lease debtor 30 (35) 35 30
Finance lease creditor {49) 59 {42) (32)
Dernvative financial assets - - 10 10
Dervative financaial habihties - - (03) {03)
553 (43 0) (a2) 81
Due after one year
Bank toan {291 4) 792 321 {180 1)
Recapitalisation fee 05 04 {03) 06
USS135m loan repayable 2013 - {68 2) 17 {69 9}
US$$125m loan repayable 2016 - (631) {13) (64 4)
Loan notes {38) - 38 -
Finance lease debtor 150 - (09) 141
Fingnce lease creditor (15 2} - 13 {139)
Escrow cash - - 31 31
Derivative financial assets 71 - (55} 16
Denvative finanaial habihties L sy =~ - @85 -
ST T ‘(2883) (s17) 311 (3089)
Tota! net debt T ) ) T(2330) 1 (8a?) 269 {300 8)
Non cash movements principally consist of movements arnsing from foreign exchange
31 Finance leases
Group as alessor
The minimum lease recewvables under finance leases fall as follows
Present value
Minimum lease paymants of mimimum lease payments
ol fiqures wi £ mulkon 2007 2006 2007 2006
Amounts receivable under finance leases
Within one year 30 0 30 30
in the second to fifth years inclusive 120 120 89 89
Greater than five years » L 105 135 52 61
T o oo TmTT T T T 285 7 a5
Less unearned finance income o __ _ (8 4) {105) } o
Pi'éser!t y;!u—g—éf—m] r:lirp—un: lease p_a}rhéﬁﬁ - __— ) _— i o i o __ ——: 1_7_1_ - ) i 180 -' 171 180
Classified as follows
Financial asset — current 30 30
Financial asset — non-current - . 141 _ 150
Tt oTTmm T omm o mem m ommm e e T e T o TA 180

The Group leases out certain buildings under finance leases over a 12-year term expiring in 2015




QinetiQ Group pic 94
Annual Report 2007

Notes to the financial statements continued

31 Finance leases continued

Group as a lessee
The minimum lease payments under finance leases fall due as follows

Present value
Minimum lease payments of minimum (ease payments
ol figures in £ mithon 2007 2006 2007 2006
Amounts payable under finance leases
Within one year 32 49 32 49
In the second to fifth years inclusive 13 116 39 88
Greater than five years o L L 97 128 50 64
T 242 w3 ) T

Less future finance charges 71) (92}
Present value of minimum lease payments } 171 21 171 L 201
Classified as follows
Financial habihty — current 32 49
Financial habihty — non-current : . . o _139 152

17.1 20.1

The Group utilises certain buildings and computer equipment under finance feases Average lease
years (31 March 2006 between two and ten years)

32 Share capital

Authonsed share capital at 31 March 2007 and 2006

terms are typically between two and ten

£ Number
Attributable to equity interests
Ordinary Shares of 1p each 14,000,000 1,400,000,000
Attnbutable to non-equity interests
Special Share of £1 o L . . . o .1
Total authonsed share capital ) 14,000,001 1,400,000,001
Shares allotted, called up and fully pad
1 Aprit Issued in 31 March
all figures it £ 2006 year 2007
Attnibutable to equity interests
Ordinary Shares of 1p each L ) B ) L 6 505 650 . 95500 6601150
Attributable to non-equity interests
Speaai Shargof£ Y = ) 1
Total called up share capital 6,505,651 95,500 6,601,151
Number of shares
1 Apnl issued in 31 March
2006 year 2007

Attributable to equity interests
Number of Ordinary Shares of 1p each
Number of Special Shares of £1
Total number of shares

650,565,024 9,550,032 660,115056
. R R L1
650,565,025 9,550,032 660,115,057

9,550,032 Otdinary Shares of 1p each were issued duning the year in respect of the exeroise of share options and the Share Incentwve Plan
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32. Share capital continued

Year ended 31 March 2006

Share tssued/
restructunng (redeemed) 31 March
1 April 2005 on IPC n year 2006
£ £ £ £ Number
Attributable to equity interests
Ordinary Shares of 1p each - 5,729,918 775,732 6,505,650 650,565,024
Convertible A Ordinary Shares of 1p each 77,010 {77,010)
Convertible B Ordinary Shares of 1p each 5833 {5833)
Convertible C Ordinary Shares of £1 each 450,135 (450,135)
D Ordinary Shares of £1 each 537,250 (537 250)
Convertible Non-Voting A Ordinary Shares of £1 each 425,960 {425.960)
Convertible Non Voting B Ordinary Shares of £1 each 37,040 {37,040)
Cppvertllzlg_l’_r_e.ferr_eg Sharesof ipeach L 37,527 (37,527)

S T e m T T T T 1570755 4159183 775732 6505650 650 565024

Attnbutable to non equity interests

Redeemable Cumulative Preference Shares of £1 each 37,500,000 ~  (37,500,000) - -
Special Shareof £1 o o I S - 1 o1
. e o o . 37;.‘_»00,001 . MESZSOO.OGQ) _ _1_ } . _1
Total called up share capital TTOT 7T T 29,070,756 4,159,163 (36,724,268) 6,505,651 650,565,025

75,000,000 Ordinary Shares were issued on the Company’s IPO and the remaining Ordinary Shares were issued in respect of the exercise
of share opltions

Except as noted below all shares at 31 March 2007 rank par passu in alt respects

Rights attaching to the Special Share
QunetiQ carnes out actmities 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 QenetiQ), and to promote and retnforce the Compliance Principles, the MOD holds
a Special Share in QinetiQ The Special Share confers certain rights on the holder
3) to require the Group to impiement and maintain the Compliance System {as defined in the Articles of Assoniation) so as to make at all imes
effective its and each member of QinetiQ Controlled Group's application of the Comphance Principles, in a manner acceptable to the Special
Shareholder,
b) to refer matters to the Board or the Compliance Comrmitiee for its consideration i relation to the application of the Compliance Prnciples,
¢} to veto any contract, transaction, arrangement or actity which the Special Shareholder considers
1) may result in crcumstances which constitute unacceptable ownership, influence or control over QunetiQ or any other member of the
QunetiQt consohdated Group contrary to the defence or secunty interests of the United Kingdom, or
u) wauld not, or does not, ensure the effective apphcation of the Compliance Punaiples to and/or by all members of the QinetiQ Controlled
Group or would be or s octherwise contrary to the defence or securnty interests of the United Kingdom
d)to require the Board to take any action {including but not imited to amending the Compliance Principles), or rechify any omission in the
appheation of the Comphance Principles, If the Special Shareholder is of the opinion that such steps are necessary to protect the defence
or secunity interest of the United Kingdom,
e} to exeraise any of the powers contained in the articles in relation to the Comphance Committee, and
f) to demand a poll at any of the QinetiQ's meetings {even though it may have no voting rights except those speafically set out in the Articles)

The Special Shareholder has an option to purchase defined Strategic Assets of the Group in certan aircumstances The Special Shareholder
has, nier aha, the nght to purchase any Strategic Assets which the Group wishes to sell Strategic Assets are normally testing and research
faahities {see note 36)

The Special Share may only be 1ssued to held by and transferred to HM Government {or as it directs} At any time the Special Shareholder
may require QinetiQ to redeem the Special Share at par If QunetiChis wound up the Speaal Sharehelder will be entitled to be repaid the capital
paid up on the Special Share before other shareholders recewve any payment The Special Shareholder has no other right to share in the capital
ar profits of Qineti(d

The Spectal Shareholder must give consent to a general meeting heid on short notice

The Spectal Share enbitles the Special Shareholder to require certain persons who hold {together with any person acting 1n concert
with them) a material interest in QinetiQ to dispose of some or all of thew Ordinary Shares

The Directors must register any transfer of the Special Share within seven days
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33 Changes in equity

Issued Capital

share redemphion Share Oown Hedge Translatson  Retained Minonty Total
all fiqures w1 mithon capital reserve  premium shares reserve reserve earnings Total mterest equity
At 1 Apnl 2005 16 19 11.4 - 13 - 2445 2607 (2.8} 2579
Exchange gain/{loss} - - - - - 02 {22) (20 - (20}
Profit for the year - - - - - - 581 581 23 604
Bonus i1ssue - 05 (46} - - - - (41) - {41)
Issue of new shares 49 - 1543 - - - - 1592 - 1592
IPO costs - - {136} - - - - (136} - (13 6)
Share-based payments - - - - - - o1 01 - 01
Loss on avallable
for sale financial assets - - - - - - (16} (16) - (16}
Increase in fair vatue
of hedging derivatives - - - - 49 - - 49 - 49
Deferred tax on
hedging dervates - - - - {15} - - {15) - {15)
Preference shares
redeemed i year - 375 - - - - (37 5} - - -
Ansing on acquisttion - - - - - - - - 01) {01}
Actuanal {loss}
recogmsed in the
defined benefit
pension schemes - - - - - - {1054) (1054) - (105 4)
Deferred tax asset on
pension deficit A .- - - - - - 87 &7 _.= _ 87
At 31 March 2006 65 339 1475 - a7 2 1647 3635 {0 6) 362.9
Exchange loss - - - - - (14 4) - (14 4) - (14 4)
Profit for the year - - - - - - 690 690 - 690
Dividends pad - - - - - - {227) (227) - (227)
Issue of new shares 01 - 01 (01} - - — 01 - 01
Share-based payments - - - - - - 11 11 - 11
Deferred tax on
exercise of share options - - - - - 48 48 - 48
impairment of available
for sale financial assets - - - - - - 16 16 - 16
Gawm on available for
sale finanoial assets - - - - - - 100 100 - 100
Decrease in fair value of
hedging derivatives - - - - {5 6) - - {(56) - {5 6}
Deferred tax on hedging
dervatives - - - - 20 - - 20 - 20
Ansing on acquisition/disposal - - - - - - - - a7 07
Actuarnal gain recogmised
in the defined benefit
pension schemes - - - - - - 858 858 - 858
Deferred tax asset on
pension defict - - - - - - {179y (179} - (17 9)
At 31 March 2007 66 399 147 6 {01) 11 {14.2) 256 4 4773 01 477 4

The translation reserve consists of the cumulative foreign exchange difference ansing on translation since the Group transitioned to IFRS
Movements on hedge instruments and hedged items, where the hedge 1s effective, are recorded in the hedge reserve until the hedge ceases

The capital redemption reserve 1s not distnbutable and was created following redemption of preference share capital and the bonus issue

of shares
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34. Share-based payments
The Group operates a number of share-based payment plans for employees

2003 employee share option scheme
Under the employee share option scheme all employees as at 25 July 2003 recewved share options which vested when the Group completed its
tPQ and which must be exerased within 10 years of grant The options are settled by shares

2007 2006

Weighted Weighted

average average

exerclse exercise

Number price Number price
Outstanding at start of year 12,121,644 23p 295,880 1000p
Forfeited in year before bonus 1ssue - - {5200 100 Op
Bonus issue in year (42 55 new shares for each 1 share) - - 12077754 100 0p
Forfeited in year after bonus issue (275,724} 23p (11,914) 23p
Exercised i year after bonus issue (10,120,092} . 2% {234,876) _23p
Qutstanding and exercisable at end of year 1,725,828 23p 12,121,644 23p

Options outstanding at 31 March 2007 had an average remaiming bife of 6 3 years (31 March 2006 7 3 years)
The average share price in year was 185p

Group Share Incentive Plan

Under the QinetiQ Share Incentive Plan the Group offers UK employees the option of purchasing up to £125 a month of shares at the
prevaiing market rate The Group will make a matching contribution of a third of the employee s payment The Group s matching contribution
may be forfeited if the employee ceases to be employed by QinetiQ within three years of the award of the shares

Group Share Option S5cheme

in the year the Group granted options to certain employees under the Group Share Option Scheme The exeraise price of the options 15 the
average market price of the Group's shares on the date of the grant. The options vest after three years For 10,382,585 (2006 217,805) of the
options the number that will vest 1s dependent upon the growth of earnings per share ( EPS') over the measurement period 25% of options
will vest «f EPS growth 15 22 5% for the penod and 100% wikl vest if growth 15 at least 52% No options will vest «f EPS growth s below 22 5%
Options will vest on a straight line basis if EPS growth is between 22 5% and 52% For the remaining 160,112 options the EPS growth target is
replaced by a performance target based on QinetiQ’s ranking by reference to total shareholder return (TSR') aganst a comparator group
comprising the FTSE 250 comparnuies over a three year performance period such that a below median ranking will result in mil shares vesting, at
the median level 30% of the options would vest and the amount vested will increase on a straight line basis such that 100% would vest if TSR
reaches the upper quartile of the ranking over a three-year period

2007 2006

Weighted Weighted

average average

exerdlse exerose

Number price Number pnce

Outstanding at the start of year 377917 208p - -
Granted 10,178,883 195p 377,917 208p

Lapsed i year L L . (14103) 195 _ - -
Outstanding at end of year 10,542,697 195p 377,917 208p

Options outstanding at 31 March 2007 had an average remaining life of 2 5 years (2006 3 4 years)
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34. Share-based payments continued

Option pnang

Share based payments have been valued using a binomal option pniang model Assumptions used within the modelinclude expected
volatility of 35%, an expected Iife of three years and a nsk free rate of return of 3 78% and for the 2003 Share Option Plan options, a pre bonus
1ssue weighted average share price of £1 and a weighted average exercise price of £1 based on third-party transactions in the Company's
shares in the period immediately prior to the 1ssue of the share options

Prior to [PO there was no active market for the Company's shares therefore expected volatility was determined using the average volatiity
for a comparable selection of businesses The Group had no established pattern of dividend payments therefore no dividends were assumed
in this model

The total share based payment expense tn the period was £1 1m {year to 31 March 2006 £0 1m}

35 Operating leases

Group as a lessor
The Group receives rental income on certain properties The Group had contracted with tenants for the following future mimimum lease
payments

all frguees in £ madhon 2007 2006
Within one year 54 a3
in the second to fifth years inclusive 46 25
Greater than five years .. ) ) : 22 26

22 94

Group s a lessee

el figures in § milhon 2007 2006

Lease and sublease income statement expense — mimmum lease payments 12.2 109

The Group had the following future minimum lease payment commitments

a#_{lguu’f 10 | rulhon 2007 2006
Within one year 180 96
In the second to fifth years inclusive 312 190
Creater than fiveyears S, N - I N 1!

62.9 386

Operating tease payments represent rentals payable by the Group on certai office property and plant Leases are negotiated for an average
of three to ten years
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36 Transactions with the MOD

The MOD 1s a 18 9% (2006 19 2%) shareholder in the Group Detaited below are the agreements that have been entered into and the trading
that has taken place with the MOD

Trading

The MOD 15 a major customer of the Group An analysis of trading with the MOD 15 presented below

all fiqures in £ milion 2007 2006
Sales to the MOD excluding property rental income 5845 5958
Property rental income ) ) 68 91
Total income from the MOD ) ) 5913 604 9
Purchased services from the MOD 124 178
ol figures in £ ritiion 2007 2006
Trade debtors 813 726
Trade creditors 01 03

Freehold land and buildings and surplus properties
Under the terms of the Group’s acquisition 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 fand and buildings transferred These are

i} Restnctions on transfer of title

The title deeds of those properties with strategic assets (see below) or properties where strategic assets are in the course of being
downgraded to becoming non-strategic include a clause that prevents their transfer without the approval of MOD The MOD also has the
nght to purchase any strategic assets in certain arcumstances

1i) Property cdlawback agreement

The MOD retains an interest in future profits on disposal following a trigger event’ A “trigger event includes the granting of planning
permussion for development and/or change of use, and the disposition of any of the acquired land and buildings Duning the 12 years from

1 July 2001 followang a trigger event’, the MOD 15 entitled to clawback a proportion of the garn on each indiwidual property transaction in
excess of a 30% gain on a July 2001 professional valuation The proportion of the excess gain due to the MOD 1s based on a shiding scale which
reduces over time from 50% to 9% and at 31 March 2007 stands at 41% The July 2001 valuation was approximately 16% greater in aggregate
than the consideration pawd for the land and buildings on 1 July 2001

Compliance Regime

The Compliance Committee momtors the effective application of the Compliance Regime required by the MOD to maintain the position of
QunetiQ as a suppher of independent and impartial scientific/technical advice to the MOD and ensures that the required standards are met 1n
trals mvolving human volunteers and trials where an incident may resutt in senous injury

Strategic assets
Under the Praincipal Agreement with the MOD, the Qineti controlled Group s not perrmitted without the written consent of the MOD, to

1} dispose of or destroy all or any part of a strategic asset, or
1) voluntanly undertake any closure of, ar cease to provide a strategic capablity by means of ail or any part of a strategic asset

The net book value of assets identified as being strategic assets as at 31 March 2007 was £3 1m (31 March 2006 £3 4m), the principal tems
being plant and machinery

Long-Term Partnenng Agreement

On 27 February 2003 QunetiQ Limited entered into a Long Term Partnening Agreement to prowide the Test and Evaluation (T&E} facihties and
training support services to the MOD This 1s a 25-year contract with a total revenue value of up to £5 6bn, dependent on the level of usage by
MOD, under which QinetsQ Limited 15 committed to providing the T&E services with increasing efficiencies through cost saving and innovative
service delivery
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37 Directors and other semor management personnel

The Directors and other semor management personnel of the Group dunng the year to 31 March 2007 compnise the Board of Directors and

the CinetiQ Executive Committee

all fiqures in £ 0005 2007 2006
Directors

Short-term employee benefits 1,597 1445
Post-employment benefits _ L L - 79
Total } . ) o _ o . o ... L1654 1,524
Other senmior management personnel

Short-term employee benefits 982 904
Post-employment benefits B i . . } o A 80 102
Total 1,062 1,006

38. Contingent liabilities and assets

Subsidiary undertakings within the Group have given unsecured guarantees of £2 0m at 31 March 2007 (31 March 2006 £2 8m)in the

ordinary course of business

The Croup 15 aware of daims and potentiat 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 industrial diness and injury which involve or may
wnvolve legal proceedings against the Group The Directors are of the opinion, having regard to fegal adwvice receved, the Group's insurance
arrangements and prowisions carnied in the balance sheet that itis unhikely that these matters will, in aggregate, have a matenal effect on

the Group's financiat position, results of operations and hquidity

The Group has not recogmised contingent amounts recewvable relating to the Chertsey property which was disposed of duning 2004 or
the Fort Halstead property disposed of in September 2005 Additional consideration, subject to clawback to the MOD pursuant to the

arrangements referred to i note 36 1s potentially due upon the purchasers oblaining additional planmng consents with the quantum

dependent on the scope of the consent achieved
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39. Post-retirement benefits

Introduction and background to 1AS 19

International Accounting Standard 19 (Employee Benefits) requires the Group to include in the balance sheet the surplus or deficit on defined
benefit schemes calculated as at the balance sheet date 1t 15 a snapshot view which can be sigmficantly influenced by short term market
factors The calculation of the surplus or deficit 15, therefore, dependent on factors which are beyond the control of the Group - principally
the value at the balance sheet date of equity shares in which the scheme has invested and long-term interest rates which are used to
discount future liabilities The funding of the scheme is based on long term trends and assumptions relating to market growth, as advised

by quahfied actuanes

The thinetsQ Pension Scheme

In the UK the Group operates the QinetiQ Pension Scheme for the majornity of its UK employees, a mixed benefit scheme The Defined Benefit
{DB) section of the scheme provides future service pension benefits to transfernng Cwvil Service employees All Group employees who were
members, ar eligible to be members, of the Principal Civil Service Pension Scheme or the UKAEA principal Non-Industnal 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 The Defined Contnibution (DC) section of the scheme was set up for ali employees
who were not eligible or did not wish te join the DB section of the scheme

The most recent full actuanal valuation of the DB section was undertaken as at 31 March 2005 and resulted 1n an actuarially assessed deficit
of £106 5m On the basis of the 31 March 2005 full valuation the Trustees of the scheme and the Company agreed that the 17 5% employer
contnbution rate would continue and in addition a further £10 Om per annum cash payment would be paid monthly for six years from
October 2005, subject to review at the next valuation, due in March 2008, to cover the past service defiat Subsequently the Company agreed
that part of the IPO proceeds would be used to prepay the balance of the first five years of the additional funding and a £45m payment was
made into the scheme on 30 March 2006 The Company also made a further £45 3m payment into the scheme on the same date foliowing
the receipt of the payment from the MOD of the same value that was recetved in March 2006 in accordance with the indemnity given by the
MOP to the Company as part of the agreement dated 3 December 2002 whereby QunetiQ Group plc acquired QinetiQ Holdings Limited There
were no additional employer cantributions in the year to 31 March 2007

Other UK schemes

In the UK the Group operates a further three small defined benefit schemes QinetiQ Prudential Platinum Scheme and schemes for the
subsidiary companies ASAP Cahibration bimited and Aurnix imited The net pension deficits of these schemes at 31 March 2007 amounted
to £0 3m {31 March 2006 £03m) Duning the year the defined benefit scheme relating to ASAP Calibration Limited was closed to future
benefit accruals

There were no outstanding or prepaid contributions at the balance sheet date (31 March 2006 £n1f} Set out below is a summary of the overall
1AS 19 defined benefit pension schemes' labilsties The fair value of the schemes’ assets, 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’ liabities, whech are derived
from cash flow projections over long penods, and thus inherently uncertain, were

2004*
all figures wn § rullan 2007 2006 2005 (UK GAAP)
Equities 6415 5511 3616 2867
Corporate bonds 745 852 444 386
Government bonds 747 748 457 502
Cash 34 49 24 44
Total market value of assets 7 77777 77T ye81 7T "naee T 454l 3799
Present value of scheme habilities ) . . _ (884 9) (884 4) (6172} {525 3)
Net pension liability before deferred tax {o08)  (1684)  {1631) {145 4)
Defered taxasset e e . L7 S04 483 301
Net pension hability T (637) {118 0) {114 3) {1153)

° 2004 figures have been extracted from the UK GAAP results of the Group as no IFRS Group accounts were prepared in that year
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39. Post-retirement benefits continued

Assumptions
The major assumptions (weighted to reflect indmvidual scheme differences) were

2007 2006
Rate of increase in salanes 46% 44%
Rate of increase in pensions in payment 31% 29%
Rate of increase in pensions in deferment 31% 29%
Discount rate apphied to scheme habilities 54% 49%
Inflation assumption B 31% 29%
Mortality assumption tn years

Future male pensioners 86 86
Future female pensioners 89 89

The assumptions used by the actuary are the best estimates chosen from a range of possible actuarial assumptions which due to the
timescale covered, may not 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 external market indicators Assumptions for mortality for the year to

31 March 2007 have been maintained at the previous year tevels and are in line with the mortahty tables PMA92SC {for males) and PFA925C
(for females) as published by the Continuous Mortality Investigation and adopted by the actuanal profession

Scheme assets
Expected long term rates of return on scheme assets (weighted to reflect indmidual scheme differences) were

2007 2006
Equities 770% 770%
Corporate bonds 530% 470%
Government bonds 460% 410%
Cash o ) . ) o L __ 550% 450%
Weighted average 7 20% 6.90%
aft figures in £ mulhon 2007 2006
Actual return on plan assets
Expected return on scheme assets 504 341
Actuanal gain on scheme assets L L o ) 15 _ 858
Actual retumn on scheme assets 519 1199
all frigures in £ rifhon 2007 2006
Changes to the fair value of scheme assets
Openung fair value of scheme assets 7160 4541
Actual return on assets 519 1199
Contributions by the employer 394 1492
Contnbutions by plan participants 56 46
Net benefits paid out (18 8} {118

Closing fair value of scheme assets i 7941 7160
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alf figuses i £ millon 2007 006
Changes to the present vaiue of the defined benefit obligation

Opening defined benefit obligation 8844 6172

Current service cost 477 401

Interest cost 443 344

Contnibutions by plan participants 56 46

Actuanal {gains)/losses on scheme habilities {84 3} 1935

Net benefits paid out {189) (11 8)
Curtailments ~ 61 64

Closing defined benefit obligation ) ) i i o 8849 884 4

all figures i £ million 2007 2006

Pensign costs charged to the income statement

Current service cost 477 401

Interest cost 443 344

Expected return on plan assets {504) (341)
Curtailment cost i _ 61 } -

Total expense recognised in the income statement Qmss of deferred tax) B j 477 40 4

in the year to 31 March 2006 £6 4m of curtalment payments were provided for in the income statement for the year ended 31 March 2005

as part of the Group's restructunng costs

2004
ol frgures in £ millon 2007 2006 2005 (UK GAAP)
Analysis of amounts recognised in statement of recogmsed income and expenses
Total actuanial gain/(loss) (gross of deferredtax) . o ... Bs8 {1054) {99 __1w1
Cumulative total actuanal losses recognised in the Statement of
Recognised Income and Expense (163 0) {248 8) (1a34) (133 5)
History of scheme experence gains and losses
Expenence gains on scheme assets 15 858 120 420
Expenence gains/{losses) on scheme habilities 843 {193 5) {219) (319)

* 2004 figutes have been extracted from the UK GAAP results of the Group as no IFRS Group accounts were prepared in that year
The expected employer cash contribution to the defined benefit scheme for the year ending 31 March 2008 15 £31 2m

Defined contnbution schemes
Payments to the defined contnibution schemes totalled £13 3m (March 2006 £7 9m})
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Notes to the financial statements continued

40. Restatement of prior year comparatives

IFRS 3 Business Combinations requires the Group to finalise the fair value of assets and lrabilities acquired from business combinations within
one year of the acquisition date except certain deferred tax balances During the year the Group was required to adjust goodwill, intangible
assets and deferred tax balances upon finatisation of the fair value of assets and habilities on the acquisitions of Apogen Technologes inc,
Planning Systems Inc. and SimAuthor Inc These balances have been restated in the pnor year comparatives as follows

2006 2006 2006
ol frgures in £ mullion As reported Adjustment Restated
Goodwili 3150 {01) 3149
Intangible assets 564 07 571
Deferred tax asset 124 {06) 118
Other net liabilities not restated o . e . o (z09) - {09
Net assets 362.9 - 362 9
41. Capital commitments
The Group had the followng capital commitments for which no provision has been made
ol frgures i § medhon 2007 2006
Contracted 132 262

Capital commitments at 31 March 2007 inctude £11 7m (2006 £24 7m}in relation to property, plant and equipment that wil be wholly-
funded by a third party customer under long term contract arrangements

42 Post balance sheet events

On 16 Aprd 2007 the Group acquired ITS Corporation (ITS) for an initiat cash censideration of £40 Bm ($80 Om) The agreement to purchase ITS
includes an additional deferred payment of £5 1m ($10 Om} based on the achievement of certain short term performance mifestones TS had
revenues of £39 Sm ($77 5m) for the 12 months ended 31 December 2006, EBITDA of £3 3m (56 4m), and reported operating profit of £31m
{56 0y, after charging £0 6m (51 2m) of non-recurning costs related to acquisitions completed in late 2005

On 23 April 2007 the Group announced that it had agreed to purchase all the shares of Applied Perception, Inc (APl and Automatika Inc,
{Automatika), both prowviders of robotics technologies, for up to £4 7m ($9 2m} each The transactions will close upon receipt of appropriate
US Government regulatory approvals The acquisition of each company will be settled for an inttial cash consideration of £3 1m (56 Om), with
an additional deferred consideration of up to £1 6m (53 2m) two years after closing

Due to the recent announcement of the above acquisitions it 1s not practicable to provide information about the assets and habilities as at the
date of acquisition




CinetiQ Group plc 105
Annual Report 2007

43. Inthal public offering

On 15 February 2006 the Group listed on the London Stock Exchange The transactions relating to the Group's IPQ are analysed below

alf fiqures i £ mullion 2006
Proceeds received on IPQ

Gross proceeds 1500
Costs paid in year (138)
Net (cosis)/procged_s recerved in S(::;;r— T . o oo o T T T 1362
Accrued costs } . o . . - . B3
Net (costs)/proceeds T T oo T 1327

In addition to the cash costs noted above the Company gifted £500 worth of free shares to all employees at the date of the IPO The value
of these shares at the admission price of £2 00 per share amounts to £5 2m

The total costs of the IPO, inclusive of the value of the gift of shares, have been charged to the income statement or the share premium
account as foHlows

alt figures m £ mulhon 2006
Income statement &9)
Share prermium account ) ) _ . o (136)
Total costs 22 5)

Income statement income/{costs) before corporation tax

Employee shares (inciuding associated tax costs) (68}
Cther IPO costs (21)

) -t T h o . oo - - T189)
Release of remaining discount on MOD indemmty tniggered by IPO ) } ) : 47
Net IPO related items (4 2)

The net proceeds received from the IPO as at 31 March 2006 were apphied as follows

all figures wy § mitlhon note 2006
Contnbution to defined benefit pension scheme 39 450
Reduction 1n net debt _ 912

Net pmcééds 136 2
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Notes to the financal statements continued

44 Subsidiaries, assoaates and investments

The principal subsidiaries and associated undertakings at 31 March 2007, all of which are included in the consolidated financial statements,
together with the principal investments, are shown befow

Proportion Financial

Principal area of voting year
Name of company of operation Country of incorporation  nghts held®®  end® Nature of business
Subsidiaries
QinetiQ Hatdings Lirmited UK England & Wales 100% Holding company
QinetiQ Limited UK England & Wales 100% Research and development
ASAP Calibration Services Limited UK England & Wales 100% Calibration and engineenng
Aurix Limuted UK England & Wales 88 0% Research and development
cueSim Limited UK England & Wales 100% Research and development
Graphic Research Corporation Umited UK England & Wales 100% Research and development
HVR Consulting Services Lirmited UK England & Wales 100% Research and development
QunetiQ Nanomatenals Limited UK England & Wales 100% Research and development
QunetiQ Overseas Trading bimited UK England & Wales 100% Research and development
Qumntel Technology Lirmied®4s UK England & Wales 50 0% Research and development
Trusted Experts Liruted UK England & Wales 100% Resource management
Qineti( Insurance PCC Lemited UK Guernsey 100% Insurance
QunetiQ Overseas Holdings Umited UK England & Wales 100% Holding comipany
Analex Corporation USA USA 100% Research and development
Apogen Technologes, Inc USA USA 100% Research and development
Foster Miller, Inc. USA usa 100% Research and development
Ocean Systems Engineenng Corporation usA USA 100% Research and development
Planmng Systems, Inc. USA USA 100% Research and development
hnetiQ, Inc USA usA 100% Research and development
GnetiQ Technology Extension Corporation USA UsA 100% Research and development
SimaAuthor, Inc. UsA usa 100% Research and development
Woestar Aerospace & Defence Group, inc USA usa 100% Research and development
Westar Display Technaloges, Inc USA USA 100% Research and development
Qineti( North Amenca Operations, LLC USA UsA 100% Holding coampany
QinetiQ North Amenica, Inc. USA UsA 100% Holding company
QinetiQ Philippines Company inc Phabippines  Phkippines 100% Research
Verhaert Design and Bevelopment NV _ Belgum  Belgum wo0% Research and development
Associates
Infosaitex, Inc. usA UsA 27 8% Research and development
Q54 Group uinited UK England & Wales 50 0% 31 Dec Holding company
Q54 umited® UK England & Wales 50 0% 31 Dec Research and development
Qﬁuuptelu(klfK] u“rp!ted“"' e UK England & Wales  500% 31 Dec Research and development
Investments
tast Mile Communications UK England & Wales 17% Research and development
Metalysis Limited UK England & Wales 16 3% Research and development
Nomad Holdings Limited UK England & Wales 86% Research and development
pSivida Limited USA Australia 77% 30 Jun Research and development
Sciermus Liruted UK England & Wales 100% 30 Sep Research and development
Stingray Geophysical Limited UK England & Wales 199% Research and development
ZBD Displays Limited UK England & Wales 316% 31 Jul Research and devefopment

@ accounting reference date 15 31 March unless otherwise stated Where the finanoal year of the entity 1s different to 31 March the management accounts
of that entity as at that date have been used for the purposes of the consolidation

@ percentage of ordinary share capital unless otherwse stated
"Disclosed as a subsidiary due to management control exercised by the Group
“Employee warrants if exerased would dilute the Group s interest to 45 1%

# et Holdings Limited 15 a direct subsidiary of QinetiQ Croup plc Al other subsidianes assoaiates and investments are held indirectly by other subsihanes

of Quneti Group plc.
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Company balance sheet asat 31 maren

all figures et Lrivllion note 007 006

Fixed assets

Investments in subsidiary undertaking L ) 2 923 923

923 923

Current assets

Debtors 3 1707 1535
T oo o T o T e S A T 1 1 3

Current habilities

Creditors amounts falling due withinone year L : 4 = (03}

Net current assets . o o oL R 1107 1532

Net assets i T T ) 263.0 2455

Capital and reserves

tquity share caprtal 5.6 66 65

Capital redemption reserve 6 399 329

Share premium account 6 1476 1475

Profit and loss account . } } 6 689 S16

Capital and reserves attributable to shareholders 2630 2455

There are no other recogmsed gains and losses

raham Love
Chief Executive Officer

Doug Webb
Cheef Financial Officer

The financial stategnents were approved by the Board of Directors and authorised for issue on 31 May 2007 and they were signed on its
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Notes to the Company financial statements

1. Accounting policies

The following accounting policies have been applied consistently in dealing with sterns which are considered matenal in relation to the
Company's financial statements

Basus of preparation

The financial statements have been prepared under the historical cost convention and in accerdance with apphicable UK accounting
standards As permitted by section 230{4} of the Companies Act 1985, a separate profit and loss account dealng with the results of the
Company has not been presented

Investments
In the Company’s finanoal statements, investments in subsidiary undertakings are stated at cost less any impairment in value

Share-based payments

FRS 20 share based payments became effective for accounting periods beginning on or after 1 January 2005 The fair value of equity
settled oplions for share based payments is determined on grant and expensed straight-line over the penod from grant to the date of
earhest exercise The fair value of cash settled options for share based payments 1s determined each peniod end until exeraised or they

lapse The value s expensed on a straight-line basis over the pertod from grant to the date of earliest exercise The fair value of both equity

settled and cash settled share options s calculated by a binormual oplion pricing mode! The cost of share-based payments is charged to
subsidrary undertakings

2. Investment in subsitdiary undertaking

all figures in £ mudlion 2007 2006

Subsidiary undertaking — 100% of ordinary share capital of GinetiQ Holdings Limited 9213 923

Acomplete hst of ali subsidiary and sub subsidiary undertakings of QinetiQ Group plc 1s disclosed in note 44 to the Group financial

statements

3. Debtors

all frgures m £ ovllion 2007 2006

Amounts owed by Group undertakings 1706 1528

Tax and social secunty - 06

Other debtors e R o I 0
1707 1535

4. Creditor amounts due within one year

ofl figures e § mudhon 2007 2006

Bank overdrafts - 0.3
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5. Share capital

The Company's share capitatis disclosed 1n note 32 to the Group financial statements

6 Reserves
Capitat

lssued redemption Share Profit Total
all figures i § muiton share capital reserve premum and loss equity
At 1 Apnl 2005 16 19 114 - 149
Profit - - - 889 BR O
Preference Shares redeemed in year - 375 - {375) -
Share options - - - 02 02
IPO costs - - (13 6} - (136)
Bonus 1ssue - 05 (4 6) - {41)
Issue of new shares 49 - 154 3 - 1592
At 31 March 2006 T T o "7 65 399 1475 “516 “2455
Profit - - - 381 381
Dividend paid - - - (227) (227)
Share-based payments - - - 19 19
Issue of new shares 01 - 01 - 02
At31March2007 oo 66 399 1476 689 2630

The capital redemption reserve 1s not distnbutable and was created following redemption of Preference Share capital

7 Share-based payments

The Company's share based payments are as those detailed w note 34 to the Group financial statements, however the total share-based

payment expense has been recharged to other Group undertakings {2006 £nt)

8 Other information

The Group’s ultimate holding Company, QinetiQ Group ple, had no employees during the year Details of the employees of the Group
are shown in note 9 to Lhe Group financial statements Directors ermoluments, excluding company pension contributions were £1 6m
(2006 £14m) These emoluments were all in relation to services prowided on behalf of the QinetiQ Group with no amount speafically
relating to their work for the Company Details of the directors” emaluments, share schemes and entitlements under money purchase
and defined benefit pension schemes are disclosed in the Report of the Remuneration Committee

The remuneration of the Company’s auditors for the year to 31 March 2007 was £5,000 (2006 £5,000) all of which was for statutory

audit services No other services were provided by the auditors to the Company
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Five year review for the years ended 31 March

IFRS IFRS IFRS UK GAAP UK GAAP

oll fiqures in £ nullion 2007 2006 2005 2004 2003
Defence & Technology 6579 6696 6649 6577 6314
Secunty & Dual Use 1214 1276 1159 1330 1281
QinetiQ North America 3582 2484 701 03 16
Ventures 120 61 50 15 07
Centrai : ~ . - - - 29 131
Revenue T 7 1,145 10517 8559 7954 7749
Defence & Technology 591 565 513 507 488
Security & Dual Use 139 172 159 119 {0 4)
Qunetid North America 339 245 80 {06} {5 6)
Ventures {&9) (75) (100} (99) {118)
Central - - - 20 47
Operating profitt L w60 907 652  584x 357
Operating margin®' 92% 86% 76% 68% 46%
Profit before tax 985 725 780 513 107
Profit after tax 781 604 723 412 71
Average number of employees 11,870 11,024 9,632 8,898 9,384
Cash flow from operations 1075 1076 369 1427 {44)
Free cash flow 735 1413 557 1359 (331)
Net debt 3008 2330 1766 36 1332

rigefore amortisation of intangibles ansing from acquisitions restructuning costs i 2005 1PO costs in 2006 and profit on disposal of interests on subsidiaries
tn 2007 and profit on disposal of inerest in associate in 2005

The combined and consolidated financiat information has been prepared as set out below to show the results and finanoal position of the
Company as 1if it has existed as a discrete operation from 1 Apnl 2002

— for the year ended 31 March 2003, the consolidated finanaial statements of QinetiQ Holdings Limited for the peniod from 1 April 2002 to
28 February 2003 aggregated with the consolidated financial statements of QinetiQ Group plc for the penod to 31 March 2003, and

~ for the years ended 31 March 2004 2005, 2006 and 2007 the consohdated financial statements of QinetiQ Group ple.
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Glossary

AFS

AGM
Backlog

bn

Book to
bill ratio

BPS
Carlyle

CR
D&T
DARPA
DDA
dstl
DHS
DeD
DTR

EBITDA

ESA
EU

Free cash
flow

Lco
usip
LIBOR
LSE
LTPA

Aerospace Filtration Systems, Inc

Annual General Meeling

the expected future value of revenue from
contractually-committed and funded customer
orders (excluding £4 Bbn value of remaining
21 years of LTPA contract)

bilion

ratio of orders recewed n the year to revenue for
the year, adjusted to exclude revenue from the
25 year LTPA contract

Basis points

Former major investor and co owner of Qinett(l.
Carlyle sold its remaining shareholding i QinetiQ
on 14 February 2007

Combined Aenial Target Service

Corporate Responsibility

QinetiQ's Defence & Technology Sector

US Defense Advanced Research Projects Agency
Defence Dwersification Agency

Defence Science & Technology Laboratery

US Department of Homeland Secunty

US Department of Defense

MOD s Defence Training Rationahsation
programme

earmngs before interest, tax depreciation,
amortisation, gains on business divestments
unreahsed impairment of investment and gain
on disposa) of non-current assets

European Space Agency
European Union

net cash flow from operating activities less
the net cash flow from the purchase and sale
of intangble assets and the purchase and safe
of plant, property and equipment

Global Positioning System

International Accounting Standard
international Financial Reporting Standard
Intellectua! property

Inttia! Public Offering

Key Performance Indicator

Liquid Crysta! Dnsplay

London inter-bank bd

London international borrowing rate
London Stock Exchange

Long-Term Partnenng Agreement — 25-year contract
established in 2003 to manage the MOD's test and
evaluation ranges

m
MOD

Non-
recurring
tems and
acquisition
amortisation

OEM
Operating

cash
conversion

Organlc
growth

OSEC
QNA
RE&D
RFID
S&DU
SAIC
SETA
SME

UK GAAP

Underlying
effective
tax rate

Undertying
operating
cash
conversion

Underlying
operating
margin

Underying

operating
profit

Undertying
profit
before

tax

Velcro®

million
Ministry of Defence

PO costs, major restructunng costs,

disposals of property, plant and equipment,
amortisation of intangible assets ansing from
acquisittons and imparrment of goodwill

and current assets (2005 only}

Onginal Equipment Manufacturer

the ratio of cash flow from operations, less cash
outflows on the purchase of intangible assets and
property, plant and equipment and before additional
pension contributions to operating profit excluding
share of post-tax foss of equity accounted jomt-
ventures and associates

The level of year-on year growth, expressed as a
percentage, based on the businesses that were
part of the Group at the start of the inttial period

Ocean Systems Engineening Corporation
GinetiQ's North America Sector

Research and development

Radio frequency identification

QinetiQ s Secunty & Dual Use Sector

Science Applications internationa! Corporation
Systems Engineering and Technology Assistance
Small and medium sized enterprises

UK Generally Accepted Accounting Practices

the tax chasge for the year excluding

the tax impact of non-recurnng items

and acquisition amortisation expressed as a
percentage of underlying profit before tax

the ratio of cash flow from operations

{excluding cash spend on major restructuring

iterms in 2006}, less cash outflows on the purchase of
intangible assets and property, plant and equipment
and before additional pension contnibutions to
underlying operating profit excluding share of
post-tax loss of equity accounted joint-ventures

and associates

underlying operating profit expressed
as a percentage of revenue

earnings before interest tax, IPO-related iterns (2006
only)

gans an business reabsations and Impairment of
investment (2007 only), profit on dispasal on non-
current assets and amortisation of intangible assets
ansing on acquisitions

profit before tax excluding IPO-related tems (2006
only) gains on business reahsations and impairment
of investment (2007 only), profit on disposal on non
current assets and amortisation of intangible
assets anising from acquisitions

Velcro® 1s a registered trademark of Velcro
Industries BV
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Financial calendar

26 July 2007
26 July 2007

1 August 2007

31 August 2007

30 September 2007
28 November 2007

February 2008
February 2008
31 March 2008

May 2008

Interim management statement (prowsnona! date)

Annual General Meetmg

Ex-dividend date

Fmal ordinary dividend payable

Intenm f“nancnal penod end

Intenm results announcement (provnsnonal date)

Interum management statement (provnsuonal date)

Interm dl\ndend payment (prowsmnal date)

Financial year end

Preliminary announcement

Analysis of shareholders’

Financial institutions with sharehalding greater than 0 5m shares

Mimstry of Defence

Other including employees, management and financoal inshitutions
with shareholding less than 0 5m)

59%
19%

2%

100%

Analysis as at 22 May 2007
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