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Directors Repodt - Business Review

QinetiQ uses 1ts domatn knowledge to provide technical advice
to customers in the global aerospace, defence and security
markets Its unique positioning enables it to be a trusted partner
to government organisations, predominantly in the UK and the
Us, including defence departments, intelligence services and

security agencies

Key facts

+ We employ more than 13 000 people wortdwide & 900 people in the
UK and Australia and 6 100 people in North America

+ Our scientists and engineers solve some of the world's most important problems

- We are the UK’s largest research and technology organisation

» We are the world's leading supplier of military robotics

» More than 85% of our workforce camy high-level national secunty clearances
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Our markets are likely to remain uncertain for some time,

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

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

an outstanding group of people.

Performance

Leo Quinn Chief Executive Officer

Pri12_Review indd 1

£16254m

Revenue {2009 £1,6173m)

45 7.4m

Net debt (2009 £5379m)

£120.3m

Underlying operating profit® (2009 £151 6m)

11.1p

Underlying earnings per share* (2009 15 9p}

F{25.3)m

Operatmg (loss}/profit (2009 £128 1m)

2.7 )p

Bas:c earnlngs per share 2009 14 3p)

7%

Underlying operating margin* {2009 9 4%)

1580

Crividend {2009 4 75p)

« Difficult year — sales disappointing, margins weakened,

- Markets remain challenging,

« Review of operations complete — priorities agreed,

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

« Immediate drive on debt reduction to reduce net debt EBITDA from 2 5x* to a target of below 2x1,

by decisive internal programme to restore value, and

+ Board recommending a suspension of dividend for 12 months

Definitions of undetlying measures of performance are in the glossary on page 98
Undderlying finanoal measures are presented as the Boaid believes these provide

a better representation of the Group s long term performance trend
*Annualised and calculated in wcordance with the Group s credit facilty ratios

®
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Directors’ Report — Business Review

The business at a glance

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

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

We provide the following capabilities

- Technical assistance and programme support

» Technology offerings

« Test and evaluation

+ Research and development &

» Training delivery

Highlights in our markets during the year

Aerospace Defence Security

Typhoon programme Iraqi fight-training Cyveillance

The business won a £37m, three year We continue to delwer Iraqr fhight-training Cyveitlance, providing proactive preventative
contract during the year to support the services as part of a multi-year contract solutions forcustomers in the cyber
Typhoon programme worth mare than $100m security market, was acquwred duning the

2 www QinetiQ comn
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year for annitiat consideration of £26 1m
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What we offer

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

accounts for approximately 80% of total sales, 15 based on providing expertise and knowledge in nattonal

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

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

« UK Services

« Global Products

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

Where we operate

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

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

Chairman’s statement

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

Mark Elhott Chairrnan

Dear sharehaolder

| am pleased to submit my first report as Chairman of QinetiQ
having assumed the tole in March this year following the retirerment
of Sir John Chisholm

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

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

for survivabibty products and Unmanned Ground Vehicles within
the QinetiQ North Amerca (QNA) Technology Solutions Group would
result in performance for cur second hali not exceeding that of the
first half This was disappainting and highlighted the need for the
business to be more agile and to look to itself to reduce its cost base,
to ensure that it remains cornpetitive

The safety of our cperations remains a prionty Following the tragic
loss of Nimrod XV230 tn 2006 and the subsequent publication of
the Haddon Cave Report in October 2009 we were deterrmned

o take on board any key findings which will further wnprove our
ways of working Subsequently in November 2009, the Board
appointed Sit Robert Nelson QCto consider the findings and
recommendations of the Haddon Cave Report Sir Robert concluded
that substantial improvements have occurred in QinetiQ since 2004
but recommended that further changes were implemented and that
unprovernents which have been madeto date are consolidated

| am pleased to report that we are already well underway with
unplementing Sir Robert’s recammendations and are inthe

process of recruiting a new Group Safety Duector to the Executive
Feam QenetiQ has a long estabhished hentage and track record in
airworthiness and safety 1t s important that we ensure through
aur actions, processes, procedures and people that we are able

te reintarce our credentials in this crucially important field

www QinetiQ com
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In November, Leo Quinn joined the Board as Chief Executive Officer
to lead the next stage of QinetiQ s development Leo tock cver

the rens from Graham Love who left the Group after eight years
hawving taken the organisation through privatisation Leo joined the
Group having led De La Rue plc, overseeing its transformation into
a focused market leading secunty printer Prior to that, Leo was
responsible for a number of business turnarounds 1n bath Europe
and the US Leo has drive and energy, and a passion for operational
excellence and delivery |am pleased toreport that in the short time
that he has been with the Group, he has already started the process
of its transformation The Board is fully supportive of the prionities
set out by Leo Quinn in his Chief Executive Officer s report

The results

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

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

£857m (2009 £130 2m)

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

of £24 0m Other nen recurring tens include a profit on business
divestments of £5 1m {2009 £13 Om}and a charge for reorganising
the EMEA business, announced 1n May 2009 of £42 1m The resulting
statutory loss before tax was £66 1m (2009 profit of £114 i)

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

14/06/2010 17 43




Net debt, as at 31 March 2010, was £4574m (31 March 2009
£5379m) resulting from strong cash flow from operations and
the beneficial translation impact of the US doliar exchange rate,
as the majority of the Group’s debtis drawn inUS dollars The
Groups gearing ratiot at 31 March 2010 was 2 5x¥ {31 March
2009 2 2xt) well inside the covenant level of 3 5xt

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

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

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

In May 20089, Sir John Chisholm announced his intention to retire
from the Board as Chairman Sorne 19 years ago Sir John took

on the challenge of creating a successful commercial enterprise
out of the research laboratornes of the Ministry of Defence

This culminated in the Company s listing on the London Stock
Exchange in February 2006 His personal commitment, integnity
and phenomenal energy have made QinetiQ the successful
organisation it s today and, on behalf of the Board, I thark hm
for his enormous contnbution | am sure everyone at Qineti
wishes Sir John all the very best for bus retirement

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

Non executive Direclor bringing an in depth understanding

of the North Amencan secunity market Non executive Director
Dr Peter Fellner stepped down from the Board at the close of the
Group's AGM on 4 August 2009 Graham Love left the Cormpany
and Leo Quinn joined the Board in the role of Chief Executive
Officer in Novernber Just after the year end, I was pleased to
announce the appointment of Adrmiral Sir James Burnell-Nugent
KCB CBE MA as an Independent Non executive Direclor

Sir James brings extensive experience of the operational
challenges of the defence sector

People

QinetiQ 15 a unique crganisation buillt on the technical knowledge,
expertise and integnty of its people They are involved in sclving
some of society’s most complex problems | believe our teams
undertake their roles with integnty and demonstrate commitment
to our customers During the second half of the year our employees
adapted to significant change which witl modernise and reposition
the business for the future, ensunng we rermain competitive in the
market This required flexibility from aur people and | thank them
for their ongoing commitment and support

Cutlook

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

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

businesses over the medium term for a return to profitable growth

In the current financial year, the perfermance of QinetiQ) s service
businesses 1s likely to remain steady overall The product businesses,
whose perforrmance 1s by nature more variable, should benefit from
the release of some orders in the US delayed from prior period
although this will be partiaily offset by the weaker UK environment
The Board believes it will meet its expectations for the current year

Mark Elliott Chairman
2 June 2010

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

tThe geanng ratio 1s net debt to adjusted EBITDA nd the defimtionsin the
glossary on page 98

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

Chief Executive Officer’s review

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

Leo Quinn Chief Executive Of ficer

Durning the past year, & became apparent that our markets were
undergoing significant changes, as Governments sought to reduce
their budgets and their debt, while continuing in the short-term

to cenduct high levels of mibtary operations abroad These
uncertainties had a marked impact on the Groups performance,
but also highlighted the need for substantial internal change If
we were to chart a course to profitable and sustainable growth

That1s why, inmediately following my apposntment in November
2009, 1 began a review of our operations and processes That review
15 now complete and the Board has agreed our prionties and actions
to return QinetiC to strength

Review of operations and processes

Inrecent years QunetiQ has grown rapidly both by acquisitiort and by
seeking to use its technology in industries outside its core expertise
Todate these investments have not delivered ther expected returns
and the Group s net debt has nsen significantly In addition, the
organisational structure and processes within QinetiQ have become
overly complex and fragmented which 1s a barrier to effective
performance These factors, combined with challenging market
conditions, rmake it imperative that Qinet1Q ensures 1t has a strong
foundation on which to build

QinetiQ) predorminantly comprises a range of service businesses
positioned to advise and support custorners to achieve efficiency
and effectiveness in the UK and the US These businesses are based
on - and continue to refresh — Chnet1Q s deep customer knowledge
and technical understanding of the aerospace defence and

secunty sectors, and are capable of providing a refatively stable and
predictable income pattern This capabtlity 1s based on the expertise
of our people and the relationships they develop in specific national
markets and, over time, should create opportumities to provide
sirilar services inother countnes

The Group also possesses a sinaller proportion of product businesses
with techmcally advanced offerings developed in house Today
these products are sold principally to customers in the UK and the
US, but the market 1s potentially global By their rature - based

on technology — these businesses have hugher margins but more
variable sales and todate, they have been managed without
sufficient shaning of intellectual property or scale between the

UK and US operations to maxuruse opperiunities and profitability

www QineliQcormn
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Our US products businesses gives us a strong route into the world’s
mast advanced defence market and we beleve that this position,
combined with the complementary skils of our research and
expertise inthe UK has the potential for profitable growth on

a global basis

At for the future

My focus for the Group is to deliver the full potential of the
investments which the Croup has made 1his reans removing
barriers to success and focusing rigorously on the best opportunities
created by our markets and our own strengths My objective is to
build a new trajectory for QinetiQ, one with a very clear direction
and mare urgent pace Our customers needs, the development of
offenngs which address those needs and their successtul execution
must be our touchstone | am making changes {o ensure that Qineti
competes successfully inchallenging markets We need to remain
competitive, have robust processes which make us fit for the future
fit for growth, and that means tackling the way we all work We are
focused on reducing our costs, improving our efficiency, stabilising
our business and becorming maore flexible and agile | set out rmy
priorities over the following pages

| beheve these changes are essenbial to provide the Group with a
sohd foundation QinetiQ’s deep customer relationships in the UK
and the US the iwo leading markets in ils core areas, together with
the world class expertise and innovation of its employees provide
the capacity for longer term profitable growth once the Group s
operations and processes have been returned to strength

Trading environment and outlook

This has been a difficult year for Qinet<d, with challenging
conditions in ous core markets and consiterable internal change
Our markets are Ikely to remain uncertain for some time but

we now have a decisive programme of self-help to restore value

We are acting to make our costs rnore competitive, our productivity
better and our debt lower We are changing our structure to benefit
frorm QinetiQ s overall strengths Most of all we are working to
transformour culture into one based on leadership, accountability
and empowerment of what 1s an outstanding group of people

With these immediate steps, the Board believes that if will meet

its expectations for the current year At the same time our goal 1s to
build the nght foundalion for a retumn to profitable and sustainable
growth in the future

14/06/2010 17 43




Qur structure

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

The My Contribution programme

My Contribution, introduced

in March this year, is the

umbrella activity driving

continuous Improvement, '
employee engagement and

operstional performance

within QunetiQ It 1sa tracked

and measured productivity

programme by which all

employees are able to

generate and voice their

ideas and, more importantly,

convert them quickly into

projects that deliver concrete |
business benefits

QinetiQ Group plc Annual Report and Accounts 2010 7

Pri12_Review indd 7 @ 14/062010 1743}




1 EEEN ®

Directors’ Report — Business Review

Chief Executive Officer’s review (continued)

How we will operate

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

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

> Increase transparency and control through all levels

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

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

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

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

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

QOur priorities

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

> Seta clear direction which reduces the span of focus and matches
both customer needs and core QinetiQ strength — Going forward
our mvestment decisions will be guded by bullding on our
known strengths Some parts of the anginal QinetiQ strategy
have praven successful over recent years — focusing on the needs
of existing customers, exploting the potential of our expert
technical services and the decision to enter the US marketplace
the largest defence market in the world However, we have not
been successful at commercialising our technology or exploiting
it in adjacent markets As yet, we have not achieved the potential
from extending into defence markets beyond the UK and the US
and fram fully mtegrating and developing some cf our acquisitions
Unquestionatily, QinetiQ s strength lies in its abiiity to prowde
customers with trusted advice, working in close partnership
and using its expertise in both technelogy and specific markets to
enable customers to have greater efficiencies and to take effective
decisions This work, including the research we conduct on
customers’ behalf in turn continually refreshes the knowledge
and value of our people to provide iInnovative services

B www Qinetid com
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> Simplify and align our operating structure with the new direction,
removing unnecessary layers — The Group's current fragmented
structure has hindered development of its full potential The
operating model and managerent of the service businesses,
which comprise approxmately 80% of our total sales, differ
markedly from that of our product businesses, which currently
account for about 20% of sales A new structure comprising three
divisions — US Services UK Services and Global Products —will
enable greater focus to leverage Qinet)X's expertise, technology
customer relattonships and business development skills te enable
sustainable and profitable growth

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

~

Upgrade [eadership to ensure a commercial, value-oriented
mindset — Given the challenges ahead for the business, it s

vital we have the night strengthofteam in place and remave
unnecessary ranagement layers Continually evalualing and
upgrading the top leaders, setting clear expectations which align
performance and behaviours with the Group’s overall objectives,
with appropriate incentives to drive profit and cash are key to
our achievement of success Increased communications and
engagement by leaders both withtheir own teams and customers,
and the delivery of value for our shareholders, will be laid out

in personalised leadership charters and published throughout
Lhe organisation

@ 1400872010 17 43




Action plan

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

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

> Return on capital employed
> Operating profit

> Operating profit margin

> Operating cash conversion

> Assess the top leaders Group-wide, setting targets
for performance and be haviours which reflect
Group ebjectives for profit and cash, and providing
appropriate incentives !

-

Pri12_Review nad 9

> install a2 Group-wide performance management
system and directly engage employees in the
improvament of productivity

> Employee engagement
> Customer satisfaction

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

> Operating profit margin
> Employee engagement

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

> Suspand payment of dividend on QinetiQ's
ordinary shares for 12 months

> Net debt/EBITDA ratio?
> Operating cash conversion

> Create a strong performance culture of both accountability and
empowerment to our people — QinetiQ needs to build a cutture
which embraces individual contnbution and responsibility
through measurement A new performance management systern,
My Personal Success Plan, will focus on identifying our lop leaders
of the future and helping each person te develop therr potentiat
We will actwely enrol the knowledge and ideas of our teams
through the roll out of My Contnibution a tracked and measured
productinty pregrarmime which embeds the concept of employee
engagement toumprove business performance We are refreshing
our focus on Health and Safety as this 1s fundamental not only
to employee well being but also to the nature of the work that
we undertake As part of this, in response to the findings of the
Haddon Cave report, we are receuiting a new Group Safety
Director to the Executive Teamn

> Establish a lower level of cost base to ensure future
competitiveness — Our custorners are all under (ncreasing pressure
1o gain better value for their investinents and as a supplier {o these
mnarkets, we must have o competitive cost base We are therefore
re examining and streamlinmg our business processes through a
programme called FitdGrowth, focused on improving our systems
and procedures 1o ensure we reduce and retain light control of our
costs, efiminate inef ficiencies and address loss inaking activities
And whilst we will continue te invest i developing our businesses
and our peopte, this must be financed by ngorously reducing
other costs

> Ensure a more unified approach Group-wide to explort key
opportunities — We need a rnore unified approach to exploit key
oppotturities sothat we leverage our customer knowledge and
technical expertise better, ncluding our approach to untapped
opportunities in smaller international matkets outside the UK and
the US Through a more umified approach to working as one team
and making key decisions on aglobal bass, we can develop our
best opportunities and rmost effective routes to market to build
Qunet)Qs reputation and position

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

1The geanng 11tiois net debt to adjusted EBITDA nd the defintron 15 inthe
glossiry on page 98

Qinet1Q Group ple Annual Report and Accounts 2010
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Directors’ Report — Business Review

Chief Executive Officer’s review (continued)

Performance Review — QinetiQ North America

2010 2009
£m Em
Revenue
Mission Solutions 3547 895
Systems Engineenng 2733 2445
Technology Solutions QNA 1721 2316
Total 8001 765 6
Underlying operating proit* 617 830
Underlying operating margin® 8 5% 10 8%
Funded Orders
Mission Solutions 326 6 2832
Systerns Engineenng 2510 2675
Technology Solutions QNA 1830 1879
Total 760 6 7386
Book to bill ratio 101 101
Backlog 3263 4150

Revenues dechined 4% on an organie basis at constant currency

to £800 1m (2003 £765 6m) Within this, the services businesses
{Mission Solutiens and Systerns Engineening}), which account for
c80% of ONA's revenue, grew by 7% on an organic basis This was
offset by the slowdown in Technology Solutions’ rilitary product
sales as the new US Admirustration completed many of its key
Department of Defense {DoD} leadership appointments and
finalised its strategy for the continued involvement 1n Afghanistan
Underlying operating profit* decreased to £67 7m (2009 £83 0m)
delvenng an underlying operating margin® of 8 5% (2009 10 8%)
The dechne in cperating marginis principally reflective of the
composition of ONA’s revenue which included a stnaller propertion
of its hugher margin product sales

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

www Qineti com
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The Mission Solutions business grew organically by 8% and
contmued to broaden its custorner base with contract wins from
anurnber of new customers, includmg the 1S Department of State
the US Secret Service and a contract with the US Federal Emergency
Management Agency The five year $100m Janus Il contract was
awarded in August 2009 to replace and upgrade the Department

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

$100m

Multi-year contract for prowvision of lraq
fight-training services

The slowdown in Technalogy Solutions QNA resulted in a 31%
decrease inorganic revenues against a very strong comnparable prior
year From an international perspective, the Australian Department
of Defence placed a AUDS23m contract for TALON® robots and
teplacement parts tosuppoit the Australian Defence Force deployed
onoperaticns A key contract win for Technology Solutions QNA this
year was the $31m Q NITS contract, avehicle survivabiity product,
for the MRAP Lite fleet

In July 2009 the Group acguired Cyvelllance Inc for animtial cash
censideration including costs, of £26 1m (542 2m) A potential
further payment up te a maximumof £26 4m {$40rm) will be made
depending on performance dunng the two year pericd ending

31 December 2010 Cyvellance develops and operates online
monitornng technology toidentify and track data on the internet
pravikling proactive preventative solutions for customers inthe
cyber secunty market
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Performance Review — EMEA

2010 2009
£m £€m
Revenue
Managed Services 3843 3707
Consulting 142 6 1451
Technology Solutions EMEA 2919 3265
Total 818 8 8423
Underlying operating profit*@ 611 842
Underlying operating margin® 75% 10%
Funded Orders
Managed Services 2370 1866
Consulting 1287 3157
Technology Solutions EMEA 2693 3489
Total 6350 8512
Book to bilt ratiot? 101 131
Backlog!® 8392 8020

A Excludes reraining £4 1bn (31 March 2009 £4 5bn) in respect
of L TPA contract

@ Prean year comparatives have been restated to show the finance element
of the 1AS 19 pension cost in the finance and expense hines

Revenue for the period was £818 8m (2009 £842 3m) a 1% decline
ot an organic basis The UK budget pressures and delays in contract
awards resulted in lower utilisation of emnployees in Q4 than has
been the case in prior years This impact was masked Lo a degree

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

£31m

£31m DTR Early Traiming Transformation contract
signed in August 2009

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

the UK MOD

Defirutions of underlying measuies of pertormance are in the glossary onh page 98
Underlying finanaal measures are presented as the Board believes these provide
a bettet representation of the Group s long tetm performance trend

tThe geanng t atio 1s het debt to adjusted EBITDA and the defirntion is n the
plossary on page 98

Managed Services revenue for the period increased organically

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

pass through revenues on the LTPAcontract and the £31m Defence
Traiming Review (BTR) Early Trainng Transformation contract signed
in August 2009 Package 1 of the UK MOD DTR 15 progressing During
the penod £11 2m of bid costs were capitalised, bringing the total
amount of bid costs capitahised asat 31 March 201010 £308m
{2009 £196rm) The programime has been subrmitted to the MOD
Investment Appraisal Board {('Main Gate') which has indicated that
MOD may continue todevelop the transaction in parallet with the
Strategic Defence and Secunty Review The MOD's expectation for
financial chose s currently mid 2011

Managed Services’ revenue
increased by 6% 1n the year

The EMEA restructunng programme announced in May 2009 was
largely completed this financial year The cost of this programrne
was £421m all of which has been expensed tothe income
statement in the year as a non recurnng item

Dunng the pertod the EMEA business disposed of a number

of nen core assets, including the Underwater Systems business,
In September 2009 (for a cash consideration before costs of
£235m) and ASAP Calibration Services Lirnited, in July 2009

for a nominal consideration

Ventures
2010 2009
£m £m
Revenue 65 94
Underlying eperating loss* {85} (15 6}

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

Lec Quinn Chief Executive Officer
2 June 2010
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Chief Financial Officer’s review

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

David Mellors Chief Financial Officer

Group overview results

Revenue
2010 2009
£m £m
Revenue
QinetiQ North Amenica 8001 7656
EMEA 8188 8423
Ventures 65 94
Total 1,6254 11,6173

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

QNA revenue declined 4% on an organic basis at constant currency
1o £800 1m (2009 £765 6rn) Within this the services businesses
{Mussion Solutiens and Systems Engineering), which account

for c80% of QNAs revenue, grew by 7% on an organic basis This
was offset by the slowdown in Technalogy Solutions” military
product sales as the new LS Administration completed many of

its key Department of Defense (DoD) leadership appointments and
finalised sts strategy for {he continued involvement in Afghanistan
Undetlying operating profit® decreased to £67 7m (2009 £83 Orn)
delvening an underlying operating margin® of 8 5% (2009 10 8%)
The decline in operating margin s pnncipally reflective of the
cornposition of QNA’s revenue which included a smaller proporlion
ofits higher margin product sales

EMEA revenue for the penod was £818 8m (2009 £842 3m), a 1%
decline on an organic basis The UK budget pressures and delays
incontract awards resulled in lower utihisationof emplovees in Q4
than has been the case n prior years This impact wasmasked to a
degree on the revenue ine by higher levels of pass through revenue
on certan programmes, however it resulted in underlying operating
profit* decreasing to £61 1m (2009 £84 2m}

Definitions of underling measures of pet forrance e in the glossary on page 98
Underbying financial measures are presented as the Board beleves these pronde
a better representation of the Group s long term performance trend

t1he ge ming 13tiu 1s net debl to adpusted EBITDA snd the defimbion is inthe
glossary on page 98

www CQinetit com

Pri1Z_Aeview indd 12

Underlying operating profit™

2010 2009
£€m £m

Underlytng operating profit
CQunetiQ North America 677 830
EMEA 611 4 2
Ventuies 8% (15 6}
Total 1203 1516
Underlying operating margin* 74% 94%

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

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

of Cody Gale Ventures in the prior year Underlying profit before tax®
was £85 7m {2009 £130 2m)

Our investiment 1n Ventures continued during the year The underlying
operating loss* of £8 5m (2009 £15 6m} was mitigated during the
year following our part disposal of our investment in the Cody Gate
Verdures Fund in March 2009 The prios year results included the
Group's share of Cody Gate Ventures losses of £7 2m
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Group summary

2010 10093
Revenue (£my) 1,625 4 16173
Organic change at constant currency {3)% 7%
Underlying operating profit (£ m)- 1203 1516
Underlying operating marginf 74% 94%
Underlying profit before tax (£m)i? 857 1302
Net finance expense (£m) 346 214
Underlying effective tax ratet! 15 0% 205%
Basic earnings per share 97)p 14 3p
Underlying earmings per sharel 111p 159p
Dividend per share 158p 475p
Undetlying net cash from operations (post capex) (Emj? 174 3 1698
Underlying cash conversicn ratiot? 145% 107%
Net debt (fm) 4574 5379
Netdebt EBITDAR 2 5x 22X
Average USS/L exchange rate 159 168
Closing US5/% exchange rate 152 144

B Definitiors of underlying measumes of per formance ase in the glossary on page 98 Underlying finanoal measutes are presented as the Board beheves these provide

a better repragsentation of the Group s long tettn petformance trend
A Annualised and calculated in accordance with the Group s credit facility ratios

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

There ts na impact on reported profit before tax from this 1estatement

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

of the Group’s 1AS 19 pension charge wath that of its peer listed
companies by showing the finance element of the pension charge
in the finance costs line and the service cost remaining in operating
expenses in prior reported periods these elerments had been combined
and reported in operating costs AS 19 Employee Benefils permuts
both treatmenis The Groug’s comparative figures have been
testated to reflect this change although there 1s no impact on the
Group's profit before tax or retained profit Thus pension hability
sits within the EMEA business and therefore the operating segment
comparatives have alse been restated

Finance costs

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

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

Taxation

The Group's underlying effective tax rate® was 15% (2009 20 5%)
The reductien on prior year s due to the combination of the
cessation of equity accounted losses of Cody Gale Ventures and
certain favourable outcomes and settlements to date coupled
with lower reparted profits in QinetiQ North America The

Group continues to benefit from the availlabiity of research and
development relief and in future years, the Group will benefit from
enacled tax law changes having an rmpact on US State taxes Overall,
the Group effective tax rate 15 not anticipated to nse sigmficantly in
the medium term, subject to any future tax legislation changes

Acquisition amortisation and specific non-recurring ltems
The performance of the Group after allowing for non recurring
events and amortisation of acqurred intangible assets 1s shown
below

1010 009
£m £fm
Underlying profit for the year atinbutable to
equity shareholders of the parent company 728 1035
Imparment of intangible assets (534) -
Amortsation of intangible assets ansing
from acquisitions (26 1) (23 5)
Imparrment of plant, property andeguiprment (24 0) -
EMEA recrgamsation 42 1) -
Gainon business divestments 51 130
Unreahsed impaizment of investments (11 3) {5 7)
Taximpact of iteins above 157 63
(Loss)/profit for the year attnbutable to
equity shareholders of the parentcompany {63 3} 936

The resulting statutory loss aftertaxwas £63 3m (2009 profit
of £93 6m)

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

Qineti Group pte Annual Report and Accounts 2010
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Chief Financial Officer’s review (continued)

Durning the year there has been an impairment of £53 4m against
intangible assets A £50 1mimpairment of goodwill has ansen in
Technology Sclutions GNA {f 11 4m), Mission Selutions (£30 8m) and
Austraha (£79m) The global economic uncertainty has led to weaker
market outlooks which has inturn impacted on the future growth
potential The remaning umpairment charge of £3 3rn 15 1n respect
of other intangible assets

Animpairment charge of £20 7m against the Group's land and
buildings was taken dunng the year relating to owned properties
within EMEA where there are ne external tenants foliowing
vacancies ansing duning the year Animpairment charge of £3 3m
was Laken against the Group s plant, machinery and vehicles dunng
the year relating to the impanment of assets which are no longer
gereraling a return Both of these impairments retate to reductions
in the carrying value of these assets to their recoverable amounts

The EMEA restrucluning pregramme announced in May 2009 largely
completed this financal year The cost of this programme was £42 1m,
all ot which has been expensed te the income statement in the year
as a non-recurmng Jtem

The gain on business divestments in the year relates tethe disposal
of two businesses duning the period On 30 September 2009 the
Group disposed of the Underwater Systems business and on 31 July
2009 the Calibration business, including ASAP Calibration Ltd for a
nomminal consideratian

Earnings per share

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

bividend

The Group paid an intenm dwidend of 1 58 pence per share and the
Board 1s recommending that no final dwidend be paid (2009 total
dividends 4 75 pence per share)

Other Financials

Cash flow

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

Acquisition expenditure net of cash acquired totalled £4% 6m
(2009 £89 2m), £26 Im of which was due to the acquisition of
Cyveillance, Inc 1in July 2009 and the remainder was deferred
consideration on prior year’s acquisitions Proceeds receved from
the disposals of Underwater Systems and Calibration businesses
totalled £21 1m {2009 £209m)

At 31 March 2010, net debt reduced by £30 5m to £457 4in cormpared
with £5379m at 31 March 2009

The Groups borrowings remained comfortably withrnats banking
covenants The Groups two key debt covenant measures are the
geanng and interest cover ratios At 31 March 2010 the actual ratios
were well within the maximum covenant levels perrmitted with the
geanng! ratio at 2 Sx compared to the covenant maximurn level of 35
and interest cover of 5 & compared to a minimum covenant level of 40

www QinetiQ com

Pri12_Review indd 14

The total commutted facilities available to the Group at 31 March
2010, were £877m The earlest maturity date of the Group s
committed facilities 1s August 2012

§Int:}udlng private pl scement debt detaledinnote 27(e)

Pensions

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

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

in the net pension habihity 1s primarily driven by reductions in the
corporate bond discount rate whichreduces the extent by which the
pension hability 1s discounted

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

31 March 31 fharch
A<.umrpt on 2010 200G
Discount rate 5 6% 5%
Inflation 36% 31%
Salary increase 4 6% a1%
Life expectancy — male {currently aged 40) 89 89
Life expectancy — female {currently aged 40) 90 90

Each assumption is selected by the Group in consultation with the
Company actuary and takes account of industry practice amongst
cornpasator isted compames The sensitivity of each of the key
assurmptions 1s shown in the table below

nd cative effect on
sgnerne  3b ter

As urrpt on Chaned in assumption [before deferred tax)

Discount rate Increasefdecrease Decrease/increase
by 01% by £23mn

Inflation Increase/decrease Increase/decrease
by 0 1% by £22m

Salary increase Increase/deciease Increase/decrease
by 0 1% by £6m

Life expeciancy

Increase by 1year

Increase by £22m

The market value of the assets at 31 March 2010 was £915 9m
(31 March 2009 £6474m) and the present value of scheme
liabilities was £1,063 2m (31 March 2009 £752 6}

Definntions of under lying measures of perforrmance are i the glossary on page 98
Underbying finanei3l measutes are presented, s the Board believes these provide
a better iepresentation of the Group s long term petformance trend

tThe geanng ratio 1s net debt to adjusted EBITDA and the defimtion 1s in the
glossary on page 98

@
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Capital nisk

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

£12 1m (2009 £16 7m) Net debt as defined by the Group was
£4574m (2009 £5379m)

The capital structure of the Group reflects the judgement of the
Directers of an appropriate balance of funding required The Group's
target 1s to reduce its geanng ratio to 2x EBITDA! The Directors have
recormmended a suspension of the divdend until 2011

Treasury policy

The Group treasury department works within a framework of
policies and procedures approved by the Audit Commiitee As part
of these policies and procedures, there is strict control on the use of
financial instruments Speculative trading in financial instruments
1s not permitted The policies are established to ranage and control
nskin the treasury envirenment and to align the treasury goals
objectives and philosophy to those of the Group

funding and debt portfolio management

The Group seeks to obtamn certamty of access to funding in the
amounts and matunties required to support the Group s medm-
to long-termn forecast financang requirements Group boriowings
ate arranged by the Group treasury function

Interest nsk management
The Group seeks to reduce the velatiity in its interest charge caused
by rate fluctuations

Asignificant portion of the Group's borrowings are fixed in the short
to medium term through a combmnation of interest rate swaps and
fixed rate debt

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

2010 2009
£/US5 — average 159 168
£/US5 — closing rate 152 144
£/USS — opening rate 144 199

The Group's income and expenditure is largely settled in the functional
currency of the relevant Group entity, mainly sterling or US dollar The
Croup has a policy (n place to hedge all matenal transaction exposure at
the point of commutinent te the underlying transaction Uncommitted
future transactions are not routinely hedged The Group continues
its practice of not hedging income statement trapslation exposure

To minmirmise the impact of currency depreciation of the net assets on
i1ts overseas subsidianes, the Group seeks to borrow In the currencies
of those subsidiaries, but only ta the extent that its gearing covenant
within its loan docurnent ation, as well as its faalily headroom are
likely to rernatn comfortably within lirmits

Tax nsk management

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

Credit nsk

Credit nisk anses when a counterparty fails to perform its ebligations
The Group is exposed to credit nskon financial nstruments such

as liquid assets, dernivative assets and trade receivables Credit nsk

15 rmanaged by investing hquid assets and acquiring derivatives
from high credit quahty financial nstitutions Trade receivables are
subject tocredit limits, control and approval procedures across the
Group The nature of the Group's operations leads to concentrations
of credit nsk on its trade recevables The majonty of the Group's
credit nsk s with the UK and US Governments and is therefore
considered rournmal

Insurance

The Group continually assesses the balance of nsk arising from

the operations undertaken agamnst the insurance cover available

for such activities and associated premiurmns payable for such cover
A consistent approach to nisk retention and scope of cover s applied
across the Group The Group has apoticy of self insurance through
its captive insurance company onthe first layer of speaific risks with
insurance cover above these levels placed 1n the external market
with thurd party insurers

Employees

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

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

Employees by sector
(%)

Accounting standards

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

Note 1 to the Financial Staternents

Critreal accounting estimates and judgements

n applying accounting policies

A description and consideration of the critical accounting estinates
and judgements made in prepanng t hese financial statermnents s set
out in Note 1 to the Group financal statements

Pawvid Mellers Chief Financial Officer
2 lune 2010
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Key performance indicators

Financial KPIs
KPI

Description

The undetlying earmngs per share® (EPS)
expressed in pence per share

Comment

EPS provides shareholders wilh a measure
ofthe earnings generated by the business
after deducting tax and interest EPS
performance also determines the level

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

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

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

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

or disposals excluded for the comparable
period inthe prior year

Organic revenue growth demonstrates

the Group’s capability to expand its core
operationswithin its chosen markets before
the effect of acquisitions and currency
translationimpacts

The underlying® earmngs before interest
and tax

Underlying operating profit* for FY09 and
FY08 has been restated to show the finance
elements of the 1AS 19 pension cost inthe
finance income and expense ines There

15 no impact on reported profit before tax
from this restatement

Underlying aperating profit® 1s used by the
Group for internal performance analysis as
a measure of operating profitability thats
tracked over ime

16 wwwQinetiQ com
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The Group’s calculation of underlymg
operating profit margin 1s consistent with
prior years Underlying® operating profit
margin 1s calculated by taking the earnings
before tax and interest as a percentage

of revenue

Underlying operating profit margmn can be
used to show the underlying profitability
of the revenues delivered by the Group

It can also be used Lo compare the Group's
performancewith that of our peers,
provicing the defimnition of underlying
operating profit 1s consistent
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Financial KPls {continued)

KPI Description

Comment

The ratioof our net cash flow from operations Provides a measure of the Group s ability
(excluding reorganisations), less aut flows to generate cash from normal operations

anthe purchase of intangible assets, and

and gives an indication of s abibity to pay

property plant and equipment to underiying dividends, service its debt and to make

operating profit, excluding the share of

discretionary nvestments

post-tax results of equity accounted joint

ventures and associates

The Group's geanng ratiot 1s calculated
by taking the net debt over EBITDA as
calkculated in accordance with the terms
of the Group s credit facihties, and 15

Net debt to EBITDA provides a measure of
the strength of the Croup's balance sheet

comfortably within our banking cavenant

it of 3 5x

Non-financial KPls

KPI Description Comment
The lost time injury rate s calculated using Health and Safety performance 15 momitored
the total number of work related lost time to drive continual iImprovement in minimising

incident s x1 000 dwided by the average

the nsk toemployees

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

{excluding Austraha)

A measure of employee engagement

on a scale of 0-1000 based onthe Best
Companies Employee Survey Through th
channel, QinetiQ employees share thetr
views of working at QinetiQ under the
headings of management, leadership,
my company, personal growth my team,
giving back to the community, fair deal
and well-being

Defimtions of underlying measures of performance 11e in the glossary an page 98
Undeilying finanaal measures are presented as the Board beliaves these provide
7 better tepresentation of the Group s long term performance trend

M he geanng ratio 1s net debt to adjusied EBITDA and the defiration s in the
glossaty on page 98
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The survey forms part of The Sunday
Times Best Compamies to Work for, an

15 annuat sutvey run in The Sunday Times
newspaper that ranks UK employers based
an theremployees' feedback and allows
compansort between QinetiQ and other
UK companies
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Principal risks and uncertainties

Risk Management

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

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

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

includes an analysis of the potential exposures and seventy of

each nsk {(as a function of the likelihoad and impact of the nisk)
the assumptions underlying each nsk and the mitigating actions

required to manage Lhe risk

Risk

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

the authonity resources and coordination of those involved inthe
identification, assessment and management of significant nisks
faced by the organisation

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

the monttoning of reports from Group managernent and

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

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

actions by ratation throughout the year

Potential impact

A significant shnft in poitcy by either the
Administration in the US or the new

Government in the UK, which results in a

significant reduction inthe number of forces
personnel present in Iraq and Afghanistan,
may have a matenatly adverse impacton

the Group's financial performance

Mitigation

Qineti() has capitalised on increased

UK and US Gavernment spending on
technology Insupport of operations in

Iraq and Afghanistan Notably, QinetiQ has
experenced stecong demand for Unmanned
Ground Vehicles and survivability products
across the duration of both campaigns
However, the focus on operational support
indefence, on bath sides of the Atlantic,
has given rise to a dechne in defence
expenditure inother areas, such as services
to improve precurement efficiency and
innovative research The Group nitigates
this by maintaining a market focus and
competitive positioning in adjacent
markets including defence services (which
are not diectly conflict-related), aerospace,
security and intelligence, providing a degree
of portfoliodwersification

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

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

The Group sfocused on a range of markets in
defence, secunty and intelligence, prowding
a degree of portfolio diversification The
Group will continue to review trends

in defence, aerospace and security
expenditure n order to align the business
wilh those trends
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Risk

Defence Training Review (DTR}

Package 1 may not reach financial close

Potential impact

In 2007 Metnix, the Group's joint venture
with Land Secunties Trillium was confirmed
as the preferred bidder for Package 1 of the
proposed 30 year DTR contract to outsource
traiming for UK armed forces The Group 18
responsible for the design and provision of
traiming to Metnx InJanuary 2009, Sodexo
replaced Land Securities Tnllum as the joint
venture partner Metrix and the partners
continue to work with the MOD to finalise
the scope of the programme as the next
stage In moving to a financial close There s
a sk that the DTR programme may suffer
material change to the final scope delay,
inabiiity to be financed or even cancellation
This would have a stgnificant impact on the
expected future growth of the Group In
addition, if financial close were not reached
the bid costs incurred since preferred

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

Mitigation

QinetiQ maintains close contact with
Metrix, Sodexo and the MOD in relation
to the DIR programme, including the
potential iming of reaching a financial
close Inaddiion, the MOD has signed some
Pre-Contract Award Letters (PCAL} which
effectwvely underwrite a small portion of
the external costs incurred by the joint
venture partners to date A funded early
traintng transformation agreement which
will study the proposed technical design
and delivery of the traiming programmes,
has beenlet

Changing in the timing of contracts

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

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

Funding of the defined benefit
pension scheme

The Group operates a defined benefit
pension scheme in the UK Presently
there 1s a deficit between the projected
hability of the scheme and the value of
the assets held by the scheme The size of
the deficit may be matenally affected by
a number of factors, including inflation,
investment returns changes in interest
rates and improvernents in life expectancy
Anncrease in the deficit may require the
Group toincrease the cash contributions
to the scheme which would reduce the
Groups avarlable cash for other purposes

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

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

Polictes or attitudes may change
towards Orgamisational Conflicts
of Interest {OCI)

Prf12_Review indd 19

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

The Grouptakes proactive steps to manage
any potential OCl and to maintain its ability
to provide independent advice through

Its consulting and systems engineering
activities In the UK, a formal compliance
regime operates with the MGD to momtar
and assess potential OCl as part of the sales
acceptance process
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Principal risks and uncertainties (continued)

Risk

Tax habilhittes may change asa
result of changes n tax legislation

Potential impact

QinetiQ s hiable to pay tax in the countries
in which t operates, principally in the UK
and the US Changes inthe tax legislation
in these countnes could have an adverse
impact on the level of tax paid on the
profits generated by the Group

Mitigation

External advice and consultation 1s sought
on potentialchanges in tax legislation in
both the UK and the US This enables us
to plan for and mitigate potential changes
in legislation

A matenal element of the Group’s
revenue and operating profitis

denved from one contract

The Long Term Partnening Agreement (LTPA)
15 a 25 year contract to provide a vanety of
evaluation and testing services to the MOD
The oniginal contract was signed in 2003
The LTPA cperates under five year periods
with specific programmes, targets and
performance measures set for each period
On 3 March 2008, the Group signedup to a
second five year peniod of the LTPA with the
MOD The first break point 1s 1n 2013 Inthe
current year, the LTPA directly contributed
11% of the Group’s reveniue and supported
a fusther 8% through tasking services

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

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

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

The Group operates n a highly regulated
enviranment and the majonity of its
revenues are generated from sales within
the UK and the US The Group 1s subject
to numerous domestic and international
laws, including import and export controls,
financial and fisca! laws, health and
safety, emaronmental, money laundenng,
anti-bribery etc Faillure to comply with
particular regulations could resultin a
combination of fines, penalties civil or
crirminal prosecution, and suspension or
debarment from Government contracts
as well as reputational damage to the
QunetiQ brand Any one of these could
have a material impact on the Group’s
financial performance

The Group has procedures wn place to ensure
that it meets all current regulations Local
management continuously maritors local
laws and regulations and pohcies are in
place for the appointment of advisors te
support business development Professional
advice 15 sought when engaging in new
terrtories toensure that the Group complies
with local and international regulations

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

occur 1n US attitudes to foreign ownership
of such actvities The terms of reference
ofthe Compliance Committee have been
expanded toreview the effectiveness of
the comphance sk frameworks

Exchange rate movement

20 www QinetiQ com
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The Group is exposed to volatility in exchange
rates due to the international nature of its
operations this includes a translational
impact on the key financial statements as

a result ofthe Group reporting its financial
results in sterling The Group has hmited
transaction exposure as its revenues and
related costs are often borne i the same
currency prnapally US dollars or sterkng
QinetiQ North America represents 49%

of the Group’s consolidated revenues

These operations are funded by US dollar
denominated debt Any significant movement
in the foreign exchange markets could have
a matenal impact on the Group’s reported
financial performance in a given penod

@

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

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

is to reduce medum term velatility to

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

US dollar denorninated debt
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Risk Potential impact Mitigation

Raising external funding and The Group relies on the proper functioning The Group maintains a sufficient level of

volatility in interest rates of the credit markets which could have cormmitted funding facilities, with a phased
animpact on both the availability and maturity profile, from commercial banks
assoclated costs of financing The Group 1s and private placement investors The Group
exposed to interest rate nsk derived marnly also uses fixed-rate debt instruments and
from long term indebtedness and related interest rate swap derivatives to provide
to barrawtngs which have been issued at some certainty in the future cost of
floating interest rates maintaining these facilities

Fixed price contracts Sorne of the Group's revenue s denved from The nature of much of the services provided
contracts which have a fixed price There under such fixed price arrangements
15 a nisk that the costs required for dehvery of 15 often for a defined amount of effort
acontract could be higher than those agreed or resource rather than firm product
tn the contract due to operational overruns deliverables and, as such, the risk of cost
or external factors, such as nflation Any escalation s substantially mitigated The
significant increase 1n costs which cannot Group ensures that its fixed price bids and
be passed on to a customer may reduce the prajects are ieviewed for early detection
profitability of a contract or even result in a and management of 1ssues which may
contract becoming loss-making result incost overrun

Acquisition of businesses The Group has the ability to acquire The nisks are rmtigated through the due
other businesses and companies These diligence and anternal approvals processes
acquisitions may not perform in line In addition, the usual contractual
with expectations thereby having a protectians are included in the purchase
detnmental impact on the Group's agreements signed with the vendors

financial per formance

Inherent risks from trading
n a global marketplace

QinetiQ operates internationally The nisks While the core activities of the Group are
associated with having a large geographic confined lo the UK and the US, the Graup
footprint may include regutation and continues to explore potential chient
administration changes, changes in relationships internationally

taxation policy golitical instability covil
unrest, and cultural and terms of reference
differences leading to a tack of common
undesstanding with custorners Any such
events could disrupt some of the Group s
operations and have a matenal impact on
its future financial performance

Highly-competitive marketplace

The aerospace, defence and security QunetiQseeks to focus on areas

markets averall are highly competitive within these markets in which its deep
The Group s financtal performance may customer understanding, domain

be adversely affected should 1t not be able knowledge, techrucal expertise and

to compete in the markets in winch it aims platfermindependence provide a strong
to operate proposition and significant advantage in

competitive bidding

Realisation of value from intellectual
property may be delayed
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The funded research and development wark The Groupinvests in the development

that the Group undertakes for defence and of intellectual property only where it

other customers creates intellectual property beheves there 1s a substantial and realistic
that the Group retains and can utilise fot market opportunity for the technelogy
commercial applications The uncertainty and it undertakes a portfolio approach, in
that exists over new technologees and recognition that not allinvestments will be
markets may result in delays failure to successful The performance of intellectual
realise value from intellectual property, property realisation programmaes 1s

or the need for a higher level of investment monitored Lo Increase support for successful
for the opportunity to berealised The prospects and reduce expenditure where
addbional investment requirements may realisation appears less hkely The Group
have to be funded from the Group's own uses external experts and financial backers
capital resources which may have an adverse as partners in a vanetyof structures
inpact on the Group's financial performance to enhance the performance of certain

intellectual property realisation projects

QinetiQ Group ple Annual Report and Accounts 2010 21
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Directors’ Report — Business Review

Corporate responsibility review

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

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

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

evolving and key indicator for the business.

Lec Quinn Chief Executive Officer

CR performance overview
What we said

Marketplace

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

What we did

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

Where to next

Reach Level 3n all categories of the
flexible framework by November 2010
and continue to work proactively with
customers and supphers on sustainable
procurement issues

Qur people

Continue to dnve perforimance in heaith
and safety (H&S) Maintain UK RIDDOR®

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

Investigate Learming and Development
effectiveness measures for future years

Reporting of Injunies Diseases & Dangerous
QOccurrences Regulations

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

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

Reduce accdents, incidents and the number
of employee days away from work In future
we will be reporting Last Time Injury Rates

Use UK employee survey to understand and
improve employee engagement

Environment
Maintain our IS0 14001 certification
in the UK

Achieve certification to the Carbon Trust
Standard

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

Contnibute to biodiversity through the
effective maintenance ofour conservation
sites

Successfully retained 150 14001 for UK sites
Carbon Trust Standard achieved

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

Management plans and conservation leads
are.n place for designated conservation
areas Inthe UK We received a Sanctuary
Award for conservation work in the
Hebnides

Continue to maintain 15O 14001 for UK sites
2% O, emissions reduction target in the UK

Achieve 70% recycling rate across the UK
by 2012

Delivery of UK conservation management
plans

Community
Undertake tour of Lab in a Lorry in 2009/10

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

www QinetliQ com
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Lab n a Lotey taken to Partsimouth We
have now interacted with 11,000+ students

Development of extended traiming far
STEM Ambassadors

Attamned three awards from STEMNET

Form partnershups with key schaoals to
deliver our STEM education outreach
programmeeffectively
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Corporate responsibility management

The CR Committee met three tirnes during the year to discuss
strategy and progress This new group, which comprises the
Executive Team and the Group CR Manager bas enabled greater
senior management visibility and support for CR programmes
Areport s provided monthly to the Executive Team and the CEO
reports to the Board on CR ssires as required Our approach is to
embed CR into how we do business and the CR Manager worked
with a wide network of domain experts across the UK and the LIS
In Australia, a new CR Team has been formed and has developed a
plan to roll out local initiatives 1in ine with the Group CR framework

Delvery of the Business Risk Management process 1s a key
mechanism to improve awareness understanding and management
of sk CR and ethical risks have previously been held separately but
following a programine of wark this year with the UK business are
now integrated te ensure our approach to nskis hohstic We have
been refreshing our strategic objectives around Health Safety and
Envirenment {(HS&E) and Business Ethics There s now a clearer focus
on leadership, communications, competencies and risk management

Policy and process

We have a balance between Group and regicnal policies to
encompass regional differences in best practice and law Relevant
policies include H5&F, sustainable procurement, business ethics,
equality and diversity Our Group Business Ethics Policy, which s
available in the Investor Relations and CR sections of our website
(wwwQinetiQ com) provides a frarnework of how we operate
Further information on governance can be found on page 28

Marketplace
Mussion statement to be aresponsible and sustainable business

Sustainable procurement

We recogruse Lhat how and what we buy needs to be an integral
partof our ambition to improve sustainability inQinetiQ Qur UK
Sustatnable Procurerment Forum has been active in raising employee
awareness through traming, employee campagns and leadership
team brniefings Anintroduction to Sustainable Procurement is part
of the corporate induction for UK ernployees A key part of the
process 1s warking with our supphers and this s an area on which we
must continue to focus We are a signatory to the MOD's Sustainable
Procurernent Charter and are an active member of the MOD Industry
Sustainable Procurement Working Group

Business ethics

We are carnmitted to the highest standards of ethical conduct

We know ths is crittcal for our success because it builds trust and
transparency with our people and with our customers Maintaimng
these tugh standards of ethical behavicur can result in difficult
chaices Integrity and ethics ymay require us to forgo business
opportumities but in the tong run we will be better served by

doing what 1s night Over 95% of UK employees and 100% of QNA
employees have undertaken business ethics traiming The Australian
business now has its Code of Conduct in place

Policies and procedures are in place to prevent corruption within our
operations and activities We have been working with organisations
siich as TRACE {Transparent Agents and Contracting Entities) an
independent and internationally recognised organisation, 1n two
areas Firstly, to condikct a due diligence review onthe anti bribery
issue associated with engaging third party representatives overseas
secondly 1o provide bespoke training for cur sales and commercial
employees on international law and regulations covering ants
cortuption and bribery

We have a Whistleblower line avallable for all employees worldwide
and we have developed a new gifts and hospitality register in the UK
There s a nead for continual iImprovement and we are developing our
strategic objectives in business ethics, which will focus on leadership
communications, competencies, policy and risk management

Environmental solutions

Monitoring and colfection of envirenmental data is increasingly
crucial in addressing the challenges of chmate change and
environmental managernent The SWIMA project 1s managed by
GinetiQ, working with aninternaticnal group of companies, the UK
Environment Agency and universities The team 1s using field trials
inthe River Tamar catchment in South West England to dermonstrate
how the exploitation of open standards 1n 'senscr webs’ (networks
of disparate sensors connected via the same web interface) can make
environmental rmonitonng more efficient and inteligent while also
reducing associated costs Having this type of data available at the
click of a mouse has considerable impact on the accuracy and timely
delivery of alerts of pollution and flooding

Our people

Mission statement to create anenvironment which attracts
great people and enables them to deliver high levels of
performance

Health and safety

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

for delivering and embedding the highest standards and we

have been refreshing our programme of leadership, including

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

Our businesses (n the UK the US and Australia collect and report
accwdent data differently, because of in country requirements Going
forward, we are looking at greater ahgnment of reporting metncs

Health and safety data

2000 2007 2008 20U9 2010
LJIEEIDDOR raze(ll 385 443‘4‘7—4‘ 72 28 2 82 '; é;
HSE Benchmark® 590 5S563 536 519 503
l_,ra— na n/a 761 466 5?2
anA® nfa 214 157 1099 212
.'l_u_slralla“J i nfa nfa nfa nfa 3;;

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

M HSE RIDDOR Benchmark tor all industnes

% Data ate wotk telated lost time acadent per 1 000 employees.

“shightly altered from 2009 (0 78) due tolegacy entities.

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

Employee engagement

Regular dialogue with emnployees is part of good leadership, and
listening to our people has never been more important whilst

we have been undergaing significant change Arange of tools 15
deployed regularly to keep tn touch with our employees including
CEQnotices team briefings and leaders hosting “town hall sessions
across all our sites We also make good wse of intranet, newslet ters,
video and print media The newly formed Employee Forum and

the Communications Network create an open dialogue to give
ernployees across the UK business the opportunity to have their
say and to give input into important issues that we face Employee
engagement has beer a key part of GNA's programrme of bringing
many separate companies together into one business

Employee surveys are also an opportumty for our people to have
their say This year we ntroduced the widely used ‘Best Companies 1o
Work for questionnaire in the UK, which will enable us to benchmark
ourselves against other companies across a wide range of 1ss.ies

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

We have introduced an exciling new programme, My Contnbution’,
which enables everyone ta play a part in improving our business |t
gives employees a way to generate and voice ideas and convert them
quickly into projects that wili benefit the Company’s bottom line It is
a simple, common sense concept enabling continuous iImprovement
The programme is up and runming in the LK and there are plans in
place {o roll it out across QinetiQ globally

Learning and developrment

we support the developrnent and employability of our people
Across QinetiQ we have in place a range of high quality programmes
from apprentice training and graduate entry toleadership For
example the UK Graduate Develoepment Programime provides new
entrant graduates with business awareness through the Henley
Graduate Programme and professional development through the
Accredited Imitial Professional Development Scheme Investinent in
graduate development continues to play a major factor in graduate
retention CR1s anintegral part of the UK Corporate Induction and
15 supplemented by a CR e-learning module Inthe UK our Flight
Engineening Services Training Centre s currently tratning just under
100 engineening apprentices from across our Managed Services
Group and dstl The traiming pathways cover aircraft mechanical
and avionics, workshop machining and ground instrumentation/
electncal The aircraft trasmng pathways conform to the MOD
Maintenance Approved Organisation Scheme traiming requirernents
for Mechanical (B1) and Aviorics (B2) trades

In Australia, a People Development Programme s establishing career
development for our most talented employees and s supporting
succession planning QNA was forimed over a short peried from

a number of cornpanies with different cultures and practices

The focus has been on efficiently implementing consistency in
jobroles and performance management ONA has been drniving
robust succession planning and working with the Darden Business
School at the University of Virginia to develop future leaders for
Qnalechrical employees, the focus 15 on a rapid and competitive
knowledge update

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

www QinetiQ com
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Community

Mission statement to make a positive contribution
to the community

Science for society

Following a request from the Combined Services Disabled Sk Teamn
our experts designed and manufactured a rnore competitive ski
racing seat for Sergeant Mick Brennan, 2 double arnputee who has
discovered a real Lalent for downhill skung as part of the Battle Back
nitiative to rehabilitate injured servicemen and wornen Mick’s
performance improved considerably with the seat and he achieved
a Bronze medal in the Giant Slalom at the Canadian Nationals in
Vancouver

In 2009, two UK employees visited Saravan Province in southern Laos
and worked with Norwegean People’s Aid as part of cur unexploded
ordnance (UX3) Saence for Society Programme which has been
running for five years The UXO s a legacy of the Vietnam war The
team prowided training in UXO pinpointing, CAD surveying and
mapping, as wel| as simple practical solutions for water punfication
bomb disposal and simple protection schermes

Education outreach

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

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

the Year in Industry scheme, while other students worked in the
company for up 1o a year durning their undergraduate course At any
tirne, over 50 doctoral level students are sponsored 1In conjunction
with the Engineering and Physical Scences Research Council, on
projects that are relevant to our business, with placements

on varnous sites

Charnty and community programmes

Employees across the Group undertook a range of volunteering
activities in the cormnmunity QNA supported a number of employee-
driver imbiatives and contnibuted time rescurces and funding to
numerous community grassroots efforts, such as Habit for Hurmanity
and the Special Qlympics In addition, QNA encouraged active
participation and support for military aligned programmes, such

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

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

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

UK carben management data

2006 2007 2008 20049 2010
LIK gas use (GWH) 846 696 68 6 668 647
UK o1l use (GWH) 259 225 214 217 206
UK electricity 1369 1269 1136 1027 993
@ use (GWH)
UK total energy 2473 2291 2036 1912 1847
use (GWH)
UK ktonnes COs from 267 931 800 738 713
energy use!)
UK ktonnes CO; from nfa e n/a 238 179

transport@

™ 1n the table CO; enussions are calculated using the defra October 2009
Creenheuse Gas conversion factors (Gas 018398 Ol 0 27927 Electnicity
054055} These factors change regulatly s01n order to show actual
reductions we have used the same conversion factor for all years. This wall
resultin shightly different numbers from those reported last year which
were based on a previous conversion (actor (2009 71 8 2008 77 8)

@ The data includes enussions {tam out own vehicles (arcraft helicopters
and cars) and from employee business rmileage {toad and air) 2009 data
now included

Pri12_Review indg 25

Environmental management and conservation

We continue 1o maintain 1SO 14001 2004 cerbification in the UK
This 1s ewidence of effective controls as part of our Envuonmental
Management Systerns, which cover a broad range of actvmities from
knowledge and technology-based research and services, to weapons
and systems testing Qur Australanbusiness has also established a
small group responsible for developing environmental initiatives

We take a responsible and proactiveapproach to the stewardship of
the many Sites of Special Scientific Interest (SSS1) that we manage in
the UK with appropnate conservation management plans in place
for all of thern We won a prestigious Sanctuary Award for our work
on a 5551 an the MOD Hebrides range

Waste

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

the MOD and incorporated additional waste streams the largest
of which are construction and grounds waste In QNA, recycling
programmes operate actoss muchof the business

UK waste management data®

2006 2007 2008 2009 2010
General waste to 3131 2330 1551 1,140 830
landfill {tennes)
Recycled waste 680 761 932 1094 1,623%
({tonnes)
Percentage waste 18% 25% 38% 49%  66%

recycled

2 Mojor sites only for corparative purposes
2 Waste data collection now extended to nclude construction and
compostng waste

@ Major sites anly for comparative purposes
% Waste data collection now extended to include construction
and composting waste
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Board of Directors
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1 Mark Efhott
Non-executive Chairman — 61

3 David Mellors
Chief Fimanaial Officer—41

Appointed Non executive Chairman in March 2010, Non executive
Director between June 2009 and February 2010

Member of the Reruneration Committee Comphance Commuttee
and Nominations Committee

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

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

2 leo Quinn
Chief Executive Officer - 53

Appointed Chief Executive Officer in November 2008

Member of the Comphance Committee, Neminations Commitiee
and Security Committes

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

a Non executive Director of Tomkins plc

www CQinetiQ com
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Appointed Chief Financial Officer in August 2008
Member of the Security Committee

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

4 Sir David Lees
Deputy Charman and Sentor Independent
Non-executive Director—- 73

Appointed Deputy Chairman and SID in August 2005

Chairman of the Cornpliance Cornrmittes arxd Norminations Committee
Member of the Audit Committee and Secunty Committee

Sir David 15 currently Chairman of the Court of the Bank of England,

he has also been a member of the UK Panel on Takeovers and Mergers
since June 2001 Sir Dawvid joined GKN plein 1970 and had held the
position of Group Finance Director, Chief Executive and [xecutive
Chairman before becoming Non executive Chairman in 1997 untul

his retirernent in May 2004 Other notable roles include being a
member of the National Defence Industnies Council between 1995
and 2004, Chawrman of Courtaulds plc from 1996 to 1998, a Non
executve Director of the Bank of England between 1991 and 1999
and Charmanof Tate & Lyle plc unt)) 2008 From 2001 to 2006 he was
Non executive Joint Deputy Chairman of Brambles Industries ple and
Brambles Industries Limited Sir Dawd 1s a Fellow of the Institute of
Chartered Accountants i England and Wales The Board considers that
Sir Dawvid’s detalled understanding of the defence sector, coupled with
his extensive experience of corporate governance and the City and

its institutions significantly enhances the operation of the Board

®
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S Colin Balmer
Non-executive Ditector - 63

8 Admiral Edmund P Giambastiaru Ir , U$ Navy (retired)
Non-executive Director - 62

Appointed Non executive Director in February 2003

Chairrnan of the Secunty Coinmittee Member of the Compliance
Comnuttee Norminations Committee and Remuneration Cornmittee

Cohin served as Managing Director of the Cabinet Office from 2003
untl his retirement in 2006 Previously, he was Finance Director

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

a member of the Foreign and Commonweaith Office’s Audit and
Risk Commiltee and 1s on the Board of the Royal Mint, chaining

its Audit Commuttee The Board considers that Colin's extensive
knowledge of the development of QinetiQ throughout its public-
private partnershap and s i depth understanding of the warking
of Government, particularly the UK MOD, provides the Board with
a unique insight into the issues facing Government in delivening its
procurement objectives and partnering with industry suppliers

6 Noreen Doyle
Non-executive Director - 61

Appointed Non executive Director in October 2005

Chairman ot the Rermuneration Committee Mermber of the
Audit Committee

Noreen sits on the Board of Credit Sussse Group {Zunch) and 1s a

Non executive Director of Newmont Mining Corporation (Denver)
and Rexam plc Prior to her appomntment in 2001 as First Vice President
of the European Bank for Reconstruction and Developrment (EBRD)
Noreen was head of Risk Management Previously Noreen had a
distinguished career at Bankers Trust Company (now Deutsche Bank)
in corporate finance and leveraged financing, with a concentration
inail gas and mining T he Board considers that Noreen's extensive
internatienal business expenence, particularly in the areas of
corporate finance, risk ranagernent and banking, 1s of sigrificant
benefit to the Board

7 Dawid Langstaff
Non executive Director - 55

Appointed Non executive Director in August 2009

Member of the Audit Cormimittes, Norninations Comrmittee and
Remuneration Committee

David was formerly President and Chief Executive Officer of
Vendian Corporation Prior to that, David held positions with First
Boston International, Blyth Eastrnan Dillon International and the
Inverness Group focused on corporate finance venture capital and
metgers and acquisitions David currently serves on the Boards ot
TASC, Inc, the L3S Defense Business Board SRA International Inc
and The Aspen institute Business and Society Program The Board
considers that David's professional services experience and inv depth
understanding of the secunty market 1s highly beneficial to the
future development of QinetiQ’s business

Appornted Non executive DirectorinFebruary 2008
Member of the Comphance Committee

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

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

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

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

9 Nick Luff
Non-executive Director — 43

Appointed Non-executive Director in June 2004

Chairman of the Audit Cornrrittee, Member of the Compliance
Committee and Secunty Cornmittee

Nick was appointed Finance Director of Centnica plc in March 2007,
having previously served as CFO of the PRO Group He trained as a
chartered accountant with KPMG and 1s a mermber of the Institute
of Chartered Accountants in England and Wales Nick joined the
P& O Board as Finance Cirectorin 1922 In October 2000 he became
Chief Financial Officer of PR:O Princess Cruises plc on its demerger
from the P&RO Group and returned as Chief Financial Officer of P&Q
in May 2003 Nick has also served as a Non executive Director on

the board of Royal P&O Nedlloyd NV, the Dutch-Isted internaticnal
container shipping company The Board considers that Nick s expenence
of operating as Chief Financial Officer/Finance Director with PR:O
and Centrica, coupled with his extensive exposure to a vanety of
industnal sectors provides the rigorous financial and commercial
scrutiny required of a FTSE-hsted company at Board level, particularly
inthe context of his role as Charman of the Audit Committee

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

Apponted Non executive Director in Apal 2010

Mermnber of the Compliance Commitiee, Remuneration Commuttee
and Securnity Commitiee

Sit James cornmanded the aircraft carmer HMS Invincible and three
other ships and submannes during a 37 year career in the Royal Navy
which culminated in his appointment as Cormmmander-in Chief Fleet
In belween operationat duties he served (n several apporiments in
the Ministry of Defence and gained cross Whitehall experience while
on secondment to HM ireasury The Board considers that Sir James'
expertise In the Government contracting domain, particularly with
the UK MOD and HM Treasury, 1s ighly beneficial in the context of
CinetiQs Government sourced operations
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Directors’ Report — Governance

Corporate governance report

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

This sectionof the Annual Report, together with the Report of the
Remuneration Commiitee on pages 36 to 41 describes how GenetiQ)
has promoted strong governance throughout the Group by applytng
the principles of the UK Financial Reporting Council s Combined Code
on Corporate Governance (the Combined Code) The Board considers
that Qineti: has complied with the provisions of the Combined Code
thraughout the last financial year except that the Combined Code
recommends that a company's chatrman should be independent

on appointment and that 1s Chief Executive Officer {CEO) should

not become chairman of the same company SirJohn Chisholrn, the
Chairman of the Group unt)l February 2010, was not regarded as
independent under the Combined Code as he was formerly QinetiQ's
CEQ, the Board gave the reasons for this non complhance both inthe
prospectus published as part of the Comnpany s Initiat Public Offering
{IPO) 1n 2006 and i subsequeni Annual Reports

The Board ~ governance, ptocesses and systems

Highlights
Conducted a global search culminating in the appointment
of anew Chairman
Managed the process of appointing a new Chief Executive Officer
Created a new Secunty Committee and conducted a review of the
composition of the Board Committees
Appointed Sir Robert Nelson to conduct an independent
investigation into the conclusions and recommendations made
1n the Haddon-Cave report
Created a revised risk register and introduced clear processes
in relation to aversight and rmanagement of nisk

Board objectives
Provide support to the new Chief Executive Officer toensure
the Group's success
Assist in the development of a new strategic direction for the
Group’s business
Remarn focused on succession planning for the Board

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

www QinetiQ com
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Cemposition of the Board

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

Mark Elliott has been the Non-executive Chairman of QnetiQ since

1 March 2010 followtnig Sir John Chisholm stepping down from this
role Mr Elliott joined the Board as a Non executive Director on
1June 2002 During the year the Board also welcomed Dawid Langstafi,
who joined as a Non executive Director on 5 August 2009, Leo Quanr
who jotned as QunetiQ s Chief Executive Officer on 16 November
2009 and Admural SirJames Burnell Nugent, who Jjoined the Board

as a Non executive Director on 10 April 2010 Mr Quinn replaced
Graham Love who ceased to be CEGon 31 October 2009 The Board
would like to express 1ts thanks to Sir John Chisholm, Grahatn Love
and Dr Peter Fellner, all of whorn stepped down during the year

for then dedication and valuable contnbutions duning their years

of service

The Board considers its overall size and compaosition to be
appropnate, having regard in particular to the independence of
characier and integnty of all the Drrectors and the expenence and
skills which they bring to thesr cduties, which prevents any individual
or small group from dominating the Board's decision making

The Board considers that the skills and experience of its indimdual
members, particularly in the areas of UK/US defence and secunty,
the commercialisation of innovative technologies corporate
finance mergers and acquisitions and nsk management, have
been fundamental in the pursutt of QinetiQ’s strategic imtiatives
{as described in the Chief Executive Officer's Review section of
ts Annual Report) in the past year Inaddition, the quoted
company experience avalable to members of the Board ina
vanety of industry sectors and international arkets has also
been invaluable to the Group as it seeks to penetrate new
markets and geographic terniones
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Roles and respansibilities

The Board 15 responsible for managing the Group's aperations and,

in this capacily, determines the Group s strategic and investment
policies The Board also monitors the performance of the Group's
senior managerment team and organises its business to have regular
interaction with key mernbers of the Group, ncluding those based 1in
North Amenica The Direclors are responsible for the management of
the business of the Group and their powers are subject to the Artictes
of Association and any applicable legislation and regulation

Chairman and Chief Executive Officer

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

Senjor Independent Director

The Senior Independent Non executive Director 1s Sir David Lees

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

Independenice of Non-executive Directors

Ofthe current Dhrectors of the Company the Board considers
Admiral Sir James Burnell-Nugent, Noreen Doyle, Mark Elliott
Admural Edrnund P Giambastian, Dawd Langstaff Sir David Lees

and Nick Luff to be independent of Qinet)Q s executive management
and free framn any business or cther relationships that could materally
interfere with the exercise of their independent judgement Of the
remaining Non executive Directors the Board considers that Colin
Balrmer s not independent for Combined Code purposes onthe basis
that he was (until MOD sald 1ts entire ordinary shareholding in the
Company on @ September 2008) the MOD's norminated director

Based on the above, the Board considers that over hatf of its members
were Independent Non execulive Direclors throughout the last
financial year

Performance of the Beard

During the financial year ended 31 March 2010, ChinetiQ conducted
its fourth evaluation of the performance of the Beard and its
Commuttees since IPO Given that the Group had undertaken

an externally facihitaled evaluation in the previous financial year

and the number of Board changes occurnng in yeay, the 2009/10
evaluation exercise was an internal exercise led by Sir John Chisholm
The Chairman used the core conclusions arising out of the prior year's
exetcise as a reference pomt for a senes of questions focused on best
praclice areas of corporate governance, which was supplemented by
a nurnber of meetings held indwidually with each of the Directors at
which Lhe performance of the Board, 1ts Comnmuttees and indmidual
Board members was discussed Sir Dawvid Lees 1n his capacity as the
Senior Independent Non executive Director, also met with individual
rmembers of the Board to evaluate the performance of Lthe Chairman

The evaluation process revealed that the operation of the Board
was conducted 1n an open and transparent manner with the Board
possessing an appropriate range of skills which were well matched
to CunetiQ s business and having devoted increased attention to
strategic planning, succession and nsk management in the year

As a result of the evaluation exercsse, the Board agreed to maintain
its focus on these key Issues in the coming year

As a separale exercise the Chairman held various meetings with
the Non executive Directors in thelast financial year, without the
Executive Directors present, in order to review both the operation
of the Board and the performanceofthe Executive Directors

In addition the Executive Directors were appraised as part of

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

Directors’ iInductien, on-going training and information

All newly appointed Directors participate in an induction
programme, which 15 tallored to meet their specific needs in relation
to informationonthe Group Thisinduction pragramme includes

an induction pack which is refreshed to ensure it centans the most
up to-date information avalable onthe Group

Al Directors are encouraged to vist Ginetid's pnncipal sites and

to meet a wide cross section of the employee base Durning the

last financial year, the Board held one of 1ts rneetings at QinetiQ's
facility in Mclean, Virginia and one at QinetiQQ's facilities in Waltham,
Massachusetts, which allowed members of the Board to better
appreciate the operational dynamics and techmical of ferings of the
QNA bustness The Board also held one of its meetings at QinetiQ s
Farnborough site

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

The Non executive Directors also have an opportunity to meet

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

Trasning s also avallable to the Board on key business issues or
developments in policy, regulation or legislation on an as needed
basis

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

Re-election of Directors

Rules concermng the appointment and replacement of Directors

of the Company are contained in the Articles of Association and
changesto these articles inust be submitted to shareholders for
approval Accordingto the Articlesof Association, all Directors

are subject to election by shareholders at the first AGM following
thesr appointment, and to re election thereafter at intervals of no
more than three years It s the Company s practice for each serving
member of the Board to be put forward for election or 1e election
at each Annual General Meeting

Qineti Group plc Annual Report and Accounts 2010 Jg
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Directors’ Report - Governance

Corporate governance report (continued)

Board meetings and attendance

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

Board were also inwted to attend a dinner on the occasion of each
scheduled Board meeting, to assist in the process of relationship
building and to ensure that key strategic imitiatives were theroughly
discussed The Board held two of its scheduled meetings inthe US in
the last financial year to give members of the Board an opportunity
to meet with semor management In QNA One Board meeting was
held at QinetiQ’s Farnborough site to provide members of the Board
with greater opportunity to understand the operationat dynamics of
the UK business at first hand

The following table shoews the numnber of Board meetings held
during the year and the attendance by individual directors

Attendance at Board meetings April 2009 to March 2010
Members

Board meetings held in 2009/2010

Cohn Balmer 9/9
Admiral Sir James Burnell Nugentt® 0/0
Sir Joahn Chisholm®@ B/8
Noreen Doyle i 8/9
Mark Elhotii® o 77
Dr Peter Fellner™ T 2/3
Admural Edmund P Grambastiani 9/9
David Lang;af?“—__ T - 77
Sir David Lees 7 9/9
Graham Lov:e“" Tt 5/5
Nick Luff 9/9
David MelicTrs o —9_/9
teo Qumnl_”"“ T o a/4

" Admiral S James Burnell Mugent was appointed to the Board
on 10 Apnl 20190

25ir John Chisholm resigned from the Board on 28 February 2010

™ Mark Elliott was appointed to the Board on 1 June 2009

“ D Peter Feliner resigned from the Board on 4 August 2009

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

" Graharn Love ceased to be a Director on 31 October 2009

7 tag Guinn wis appointed {o the Beard on 16 Novembet 2009

Matters reserved to the Board

The Board operates through a comprehensive set of processes

which define the schedule of imatters to be considered by the Beard
and its Commuttees dunng the annual business cycle the level of
delegated authonities {both financial and non financial) available to
both Executive Directors and other layers of management wathin the
business and QinetiQ’s Business Ethics, Risk Management and Health,
Safety and Environmental processes The Board devotes one entire
meeling each year to consider sirategy and planning issues which
have an unpact on the Group, frorn which the five year corporate plan
1s generated The Board also has a clearly articulated set of matters
which are specifically reserved to it for consideration which include
reviewing the annual budgets, raising Indebtedness, granting secunty
over Group assets, approving Group strategy and the corporale

plan, approval of the annual and intenm report and accounts,
approval of significant investment bid, acquisition and destment
transactions, approval of Human Resources pohicies (including pension
arrangements) reviewing matenal littgation and manitoring the
averall system of internal controls, Including risk inanagement
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Qperation of the Board

The Board receives written reparts from the CEQ and CFO each
month, together with a separate report on investor relations (which
15 prepared in consultation with Qineti's brokersy and a report
produced by the Company Secretary on key legal and regulatory
1ssues affecting the Group The Board also considers reports from the
Chairs of the Comrmittees of the Board at the next scheduled Board
meeting, following the date on whicheach Commuttee rneeting

was held

The CEO s monthly report addresses the key strategic imtiatives
which have had an 1impact on the Group since the previous meeting
of the Board and focuses, in particular,on the progress of each

of Lthe Sectors Other key areas of focus include health, safety

and environmental matters, ernployee and organisational issues,
corporate responsibility, the status of key account management/
custormer refationship ivtiatives, the pipeline of potential bids,
acquisilions, disposals and (nvestrnents, and the post acquisition
perforrmance of recently acquired businesses The Board also receives
updates from the CEO’s key functional reports on an ‘as needed’
basis, an issues such 3s Human Resouces Treasury Corporate
Responsibility Real Estate and Pensions, throughout the financial
year Key 1ssues considered by the Boatd in the past year included
succession planreng, which cutrminated in the appointment of a
new Chairman and CEQ inyear strategy (in particular the strategic
tesponse to the operational challenges faced by the QNA and EMEA
businesses, as desctibed in the Business Review) and the Company’s
response to the key findings of the Haddon-Cave report into the
Nimrod aircraft which crashed in Afgharustan in 2006

The CFO's monthly repert addresses the financial per formance and
outlook of the Group and each of the sectors, both en a inonthly and
year Lo date basis, with the key performance indicators analysed by
the Board being those dentified on pages 16 and 17 The Group Risk
Register also forms part of the CFO sreport on a quarterly basws and
tracks the ‘Principal nsks and uncertainties” identified on pages 18 to
21 of the Business Review The CFQ alse reports on a monthly basis
as part of his investor relations report, on the key issues raised by
shareholders, potential investors andother important stakeholders
on Qineti’s per formance and key stiategic initiatives

Conflicts of interest

The Company has established a process requirng Directors to
disclose proposed outside business interests before they are entered
into This enables prior assessment of any conflict, or potential
conflict of mterest and any impact ontime cemmitment An annual
review of all external interests 1s carned out by the Board

Directors’ responsibilities

Statermnents explaiming the Directors responsibilities for preparing
the Group's financial staternents and the auditor’s responsibilities for
reporting on those statements are set out on pages 44 and 45

Other Directors’ information

Details of Executive Directors' service contracts and the Nen
executive Directors letters of appamntment are set out in the Report
of the Rermuneration Committee Copies of Directors’ service contracts
and letters of appaintment wall be available for inspection at the
Company's AGM
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Other management committees

Respansibility for the day to day management of the Group s
activities, with the exception of QinetiQ's North American
operations (which are managed through the Proxy Board, as
described in the section below headed Management and cantrol of
US subsidiaries’) 1s conducted through the QinetiQ Executive Team
(QET) The QET comprises the Group CEOQ, Group CFO, Functional
Directors and the Managing Diectors of each of the Sectors The
QET meets ona monthly basis and receives weekly updates on key
operational 1ssues by way of pre-scheduled conference cails The
activities of the QET are supplemented by the Proxy Board and the
Executive Management Team in QNA Separate committees have
also been established to review Group strategy tn the areas

of Technology, Communications and Corpaorate Responsibility,
each of which meets on a penodic basis

Board committees

The Board has established five principal commitiees the audit
Committee the Remuneration Cormmuttee the Nominations
Committee, the Comphance Committee and the Security Committee
Each operates within written ternms of reference approved by the
Board, details of which are set out in the Investor Relations section
of QinetiQ’s website (www QinetilQ com) Lach Chairman of a Board
Commitiee repasts on the key 1ssues discussed, and decisions taken,
at the next meeting of the Board fallowing the Committee meeting
in question Details of each of these Comrmttees are summansed
below along with details of Commuttee members' attendance at
Commitiee meetings

Audst Committee
Members

Committee reetir gs held in 009/ 2010

Nick Luff {Chairman) 5/5
Noreen Doyle . ) 5/5
MarkElott 1
OrPeter fFeline® T
Bamlangslafﬂ;— __ 3/3
StDavdtees T T

W Appointed on 5 August 2009 and ceased to be a member on T March 2010
@ Resigned on 4 August 2009
W appointed on 5 August 2009
W Appainted on 28 Apnl 2010

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

Audit Committee —role and focus

Each member of the Audit Committee s anindependent Non-
executsve Director The Comeruttee s chaired by Nick Luff, who has
been a member of the Institute of Chartered Accountants in £ngland
and Wales since 1991 The Board considers tum 1o have recent and
relevant financial experience, given his former roles as CFO of P&O
and P&O Princess Cnuises and his current gosition as Finance Director
of Centrica The Audit Comemitiee meets as necessary and at least
four times a year Duning the financal year ended 31 March 2010,
the Committee met on five occasions The external auditor has the
right to reques! that a meeting of the Audit Committee be convened
Duning the past financial year, the Comrmttee met with QinetiY's
external auditor on two separate occasions, without Executive
Directors present to discuss the audil process The Cernmittee
Chairman also met with the Group Head of Internal Audit on the
sarne baus

The CEO CFO Group Financial Controller, Group Head of Internal
Audit the Internal Audit Manager, and a representative of the
external auditor normally attend Audit Committee meetings
except where not perrmitted

During the last financial year consideration of the audit process
for the Tull year and intenm results represented the principal areas
of focus for the Audit Committee These included detailed reviews
of asset valuation and impairment testing The Commuttee afso
assessed the effectiveness of the Internal Audit function, through
abalanced scorecard review process designed to measure the
achieverment of Internal Audit objectives, which resulted in the
approval of a detalled 12 monthwork programrne for the function

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

controls environment across GNA which included an assessrnent

of the effectiveness of the financial controls in place across the US
business contract managernent activity and the resourcing of the
QNA Internal Audit team As part of its review of internal controls
the Commuttee focused in particular on those matters which had
failed to achueve at least a “satisfactory” audit rating in the year, and
the management plans to address the 1ssues raised by the Internal
Audit functrion, which benefited from the introduction of a more
comprehensive ‘self certification process across the EMEA and QNA
businesses in year The Comimittee also reviewed the activities of the
pensions, tax, insurance and treasury functions indetall as well as
overseang the level of KPMG's audit fees The Commitiee confirms
its view that 1t has recewed sufficient rehable and timely information
from ranagement in the last financial year to enable it ta futfil

its responstbilities
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Corporate governance report (continued)

In order to safeguard auditor independence and objectwity, the
Comrmttee ensures Lhat any other advisery/consulting services
provided by the auditor does not conflict with thewr statutory
audit responsibilitres and are conducted through entirely separate
working teams such advisory and/or consulting services generally
only cover regulatory reporting tax and mergers and acquisitions
work Any non-audit services conducted by the auditor requue
the consent of the CFO or the Chairman of the Audit Committee
before being initiated, with any such services exceeding £50,000
in vatue requining the consent of the Audit Comrmittee as a

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

It 15 aiso Qinet1Q’s policy that no KPMG employee may be
appointed into a senior pesition within the QinetiQ Gioup
without the prior approval of the CFO The cost of non audit

work undertaken by the auditor was reviewed by the Committee
on several occasions duning the last financial year this process
enables the Committee to take corrective action if it believes that
there 1s a nsk of the auditor’s independence being undermined
through the award of such work

KPMG has been the Company s auditor since 2003 The members
ofthe Audit Commuttee have declared themselves satisfied with the
performance of KPMG as the Cornpany s auditor in the last financial
year A otation of KPMG's lead audit pariner was undertakendurnng
2008 1t 1s antiaipated that he will continue in thes role for 2 maximum
term of hve years

Remuneration Committee
Members

Comrmttee mee tir gs beld i 2009/ 2010

Noreen Doyle ([Charman)it 6/6
Colin Balmer'? m
.Gmual Sir Jame_s Em—cll-Nugontf" V 0/0
MarkEllolt® 3_/3
me;szEn—e-rW- 3/3
David Longstalf® I
SiDavdlees™ ) /s

M Appointed as Chair of the Remunet ahon Comnutiee on S August 2009 upon
Dr Peter Fellner s resignition

@ Apponted on b August 2009

S Appeinted on 28 April 2010

W Restgned on 4 August 2009

& Ceased to be » member on 28 April 2010

Remuneration Committee — role and focus

The Committee meets as necessary although norinally not fess than
three times a year Duning the financial year ended 31 March 2010
the Rermuneration Committee rnet onsix occasions Although not
members of the Commultee, the former Group Chairman the Greup
CEOQ, the Group HR Drrector and the Group Head of Reward normally
attended Committee meetings, together with representatives of
the Cornmmttee's external consultants Deloitte & Touche [LP, as
necessary Executive Duectors are not present when thewr own
remuneration 1s being discussed Further information on the
activities of the Remuneration Comnmittee dunng the last financial
year are set out in the Report of the Remuneration Committee on
pages 36to41

Nominations Commttee
Members

Corermitice meetings held n 2009/2010

Sit David Lees {Chairmany) 3/3
Colin Balmer 3/3
Sit John Chisholrm® 2/3
Nareen Doyle® 2/3
Mark Elliott® 1/1
Dr Peter Fellneri 2/2
Admural Edmund P Giambastianit? 2/3
and Langstafft 1/1
Nick Luff@ E
Leo Cuinnt® 0/o

o Resigned on 28 February 2010

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

¥ Resigned on 4 Augusl 2009

5 Appointed on 28 April 2010

Highhights
Appointment of Mark Elliott as a Non executive Director and
Chairman elect
Appointment of David Langstaffand Admwral Sir James Burnell-
Nugent as a Non executive Directors
Appointment of Leo Quinn as the Group CEQ and Executive Director

Nominations Comrmuttee - role and focus

The Committee meets as necessary and when called by 1its Charr
During the financial year ended 31 March 2010, the Commuttee met
formally on three occasions and consulted informally on several
ather occasions

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

the recruitment of a new Chairman elect, which culminated in the
appointment of Mark Elott as Non executive Director in June 2009
Mark took aver the rele of Chairman in March 2010 The Commitiee
alsc oversaw the appointment of two additional Non executive
Directors which culmrmnated in the appointment of David Langstaff
In August 2009 and Admiral Sir lames Burnell-Nugent in Apnl 2010,
together with a new CEC which culminated in the appointment of
Leo Quinn in November 2009

32 wwwQinetid com
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Compliance Commttee
Members

Cammttee meatings held in 2009/2010

Sir Dawid Lees {Chairmany) 4/4
Colin Baliner aja
Admiral Sir James Burnell-Nugentt 0/0
Str John Chisholm® 4/4
Mark Elbott® 2/2
Admiral Edmund P Giambastiani® 1/2
Graham Love® 2/2
Nick Lu.fﬂ” 0/0
Leo Quinn® 212

@ appointed on 28 Apnl 2010

2 Resigned on 28 February 2010

® Appointed on 5 August 2009

“ Ceased to be a membet on 31 October 2009
“ Appointed on 16 November 2009

Highhghts
Iransition of the Commitiee’s focus to include wider compliance
1s5ues, such as ethics and the GNA Proxy Regime
Further wadening of the Commitiee’s remit, 1o include miatters such
as Trade Controls and Health, Safety and Environment

Compliance Committee - role and focus

During the last fimancial year the remut of the Committee was
widened to provide oversight of other significant comphance 1ssues
beyond the operation of the Compliance Regime, particularly the
activities that fall within the scope of the Helsink) Pratocol covenng
tnials involving human volunteers the Groups Business Ethics policy
and the Proxy regime

The Comimittee continues to monitor the Comphance Regime which

15 designed to give MOD customers confidence that QinetiQ s able

to provide impartial advice during ary compettive evaluation of a
procurement where QinetiQ wishes to operate on both the ‘buy and
the ‘supply’ sides QuinetiQis required by its Articles of Association to
implement a Cornpliance Regime which was established on its creation
out of BERA Central tothis Regime 1s the requirement for Qinetii to
seex permission fzom the MGD prior to providing commercial defence
services to others where there is potential for a conflict of interest with
the services that QinetiQ provides tothe MOD

In designing the Comphance Regime, the MOD and GinetiQ sought
to achieve a balance between meeting the needs of the procurement
customers within the MOD {principally Defence Equipment and
Support) and the need to allow ChnetiQ flexibility to explott research
into the supply chain and pursue its planned commercial activities,
without compromising the defence or secunty interests of the UK
The Cornpliance Regine is largely self pohicing, in that it i1s apphed

by QinetiQ in respect of its activities without extensive intervention
oroversight by the MQD Since the inception of the Compliance
Regune over 97% of the requests to the MOD to allow QinetiQ to
operate on the supply side of the cormmercial defence market have
been approved Oversight of the operation of the Regitne 1s provided
by the Comphance Committee The Board norninates two sentor
executives to act as Cornpliance Implement ation Directar and
Comphance Audit Director

Qineti¥s Comphance Comrmitiee meets on four occasions each

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

The MOD reviews the operation and effectiveness of the Compliance
Regime, through its night to have anobserver at the Comphance
Committee meetings

Durnng the year atolal of six new permissions were sought from

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

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

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

Secunty Committee
Members

Colin Balmer {Chairman)®

Adrrural Sir James Burnell-Nugent®

Sir lohin Chisholin®

Sir David Leest

Nick Lufit

Graham Love®

David Mellors®

Leo Quinn™

@ Appointed on § August 2009
@ Appointed on 28 Apnl 2010
® Appointed on 5 August 2009 ang iesigned on 28 february 2010
“ Appointed on 5 August 2009 and ceased to be a member
an 31 October 2009
® Appointed an 16 November 2009
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Directors’ Report — Governance

Corporate governance report (continued)

QinetiQ Group Board and
Commttee structure

Secunty Committee — role and focus

The Security Cormmittee was established inJune 2009 to allow UK
nationals on the Board to consider matters of a UK national security
dunension which have an impact on Qinetil¥'s UK business The
Comrnittee has not met since 1ts inception as no business has
ansen which would require it to do so The Committee is chaired

by Cohn Balmer

Gotng concern

The Group s actwities, combined with the factors that are likely to
affect its future development and performance, are set out inthe
CEQ’s review on pages 6 to 11 The CFO s report on pages 12 to 15
sets out detasts on the financial position of the Group, the cash flows
committed borrowing facilittes hquedity and the Group's policies and
processes for rnanaging both its capital and financial nsks Note 27 to
the financial statements also provides details of the Group's hedging
activities financial instruments and its exposure to iquidity and
credit sk

The market conditions in which the Group operates have been,
and are expected to cont inue to be, challenging as spending from
the Group's key customers inits primary markets in the UK and US
rernatn under pressure In light of this duningthe year the Group
announced revised results expectations which highlighted the
chalienges experienced from our key markets and customers

Despite these challenges the Directors believe that the Group 1s
well positioned to manage its overall business nisks successfully
After making the appropnate enquiries, including a review of the
latest five year forecast for cash flow and resuits, the Directors have
areasonable expectation that the Group has adequate resources

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

www QinetiQ com
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Commumcation with shareholders

The Company attaches significant impertance to the effect veness of
its communications with shareholders During the last financsal year
the Company has maintained regulardialogue with instituttonal
shareholders and the Anancial communty, which has included
presentations of the full year and intenm results (including investor
road shows held (n the UK Europe and US), regular rneetings

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

and potential sharehelders can gain access to the Annual Report
presentations to investors and other sigmficant information about
inetiQ on the Company s website (www Qinet1Q comy)

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

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

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

14/068/2010 17 42
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Responsibility for maintaiming regular communications with
shareholders rests with the Executive Team, led by the CEQ, assisted
by an investor relations function which reports to the CFO The Board
15 informed on a regular basis of key shareholder 1ssues, including
share price performance the composition of the shareholder regster
and City expectations The Chairman, the Senior Independent
Director and Non executive Directors make themselves availlable

to meet with shareholders as required

Management and control of US subsidiaries

QinetiQ s principal US subsidianes are currently required by tha Us
National Industrial Secunty Program to maintain facility secunity
clearances and to be insulated from foreign ownership control

of influence To comply with these requirements, Qinet1Q North
Armenca Inc {formerly known as QinetiQ North Arnerica Operations
LLC, a wholly owned subsidiary of QinetiQin the Us and the holding
company for the substantive part of GinettQ) s North Amencan
aperations} and the US DoD have entered into a proxy agreement
that regulates the ownership management and operation of

these companies Pursuant tothis proxy arrangement, QinetiQ has
appointed four US citizens (Pater Manino, Riley Mixsan Jehn Curner
and Vince Vitto) holding requisite US secunty clearances as proxy
holders to exercise the voting rights of QunetiQt North America Inc's
shares in the US subsidianies The proxy holders are also appointed
as directors of the relevant Us subsidianes and, in addition to their
powers as directors have power under the proxy arrangements

to exercse all prerogatives of share ownership of QinetiQ North
America, Inc The proxy holders have a fiduciary duty to and agree
to perform their role 1n the best nterests of, QinetiQ North America,
Inc and censistent with the national secunty concerns of the US
QunetiC does not have any representation on the boards of the
subsidiaries covered by the proxy agreement and does not have the
nght to attend board meetings QinetiQ rmay not remove the proxy
holders except for acts of gross negligence or wilful misconduct

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

US Defense Secunty Service)

Internal contrals

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

internal control and for reviewing iis effectiveness in safeguarding
shareholders” interests and the Company’s assets However, sucha
system 1s designed to manage rather than eliminate the nsk of failure
to achieve business objectives, and can provide only reasonable

and not absolute assurance against material misstatement or

loss QinetiQ managers are respansible for theidentification and
evaluation of significant nisks apphcableto therr areas of business,
together with the design and operation of suitable internal controls
to ensure effective mitigation These nisks which are related to the
athievement of business objectives are assessed on a continual basis
and may be associated with a vaniety of internal and external events
including control breakdowns competition, disruption regulatory
requirernents and natural and other catastrophes

An annual process of hierarchical self certihication has been
established within the orgamsation which provides a documented
and auditable trail of account ability for the operation of the systemn
of nternal contro!

This process is informed by a rigorous and structured self assessment
that addresses all the guidance cited in the Combined Code and
comphance with Company policy The process provides for successive
assurances to be given at increasingly higher levels of management
and, finally, to the Board The process 1s informed by the Internal
Audit function, which also provides a degree of assurance as to the
operation and validity of the system of internat contrel In the last
financial year the assessment was ¢ designed to provide greater
objectivity and incorporate a wider scope Planned corrective actions
are ndependently monitared for their timely completion

The centrally provided internal audit programme 1s prionitised
according to nisks identified by the Company and s integrated across
atl bustness and functional dimensions, thereby reducing issues of
overlap or gaps In coverage These nisks are identified dynamically
and the Board 1s involved in this process as well as the QinetiQ
Executive feam and the QNA Executive Team

The Audit Committee reviews on behalf of the Board, the nisk
management process and the system of internal control necessary
to manage risks and presents its findings to the Boatd Internal Audit
independently reviews the nisk dentification and control processes
implemented by management and reports to the Audit Committee
Where areas for improverment in the systemn of internal control

are identified, the Board considers the recommendations made by
the QinetiQ Executive Tearn, the GNA Executive Team the Audit
Committee and the Comphance Commttee

The Audut Commuitee also reviews the assurance process, ensuring
that an appropnate mix of {echmigues 1s used to obtan the level

of assurance required by the Board It presents its indings to the
Board on a regular basis The Board reviewed the effectiveness of the
system of internal control that was inoperation dunng the financial
year ended 31 March 2010 The Board also rautinely challenges the
management taensure that the systems of internal control are
constantly improving to mainiain theiy continuing effectiveness

QinetiQt has in place internal procedures which are designed not only
to comply with, but {o exceed, international best practice in relation to
the prevention of corruption This is facilitated by the engagernent of
independent, internationally recognised organisations, such as TRACE
{Transparent Agents and Contracting Entities) which conduct ant
bribery due diligence reviews and compliance traming on behalf of

the Group, particulaly in circumstances in which QineteQ s planning
to engage third party agents overseas QunetiQ has, since 2006, been

a member of the UK Defence industry Anti corruption Forum

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

Remuneration report

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

with those of shareholders.

Noreen Doyle Chair, Reruneration Committee

introduction
lam pleased to present the Rermuneration Commuttee s report
on Directors’ remuneration for the year to 31 March 2010

The pnimary objectives of our remuneration policy reman unchanged
Incentivising key executives and managers
Driving supenor perforrnance in both the short and long term
Ahgnment with the interests of shareholders

During the year the Cornmittee approved Lhe remuneration
asrangements for the new Chief Exectitive Officer (CEQ) which are
lad out inthis report Exit payments to the fermer CEO Graham
Llove, were agreed by the Committee in the ight of existing
contractual arrangements and the per formance of the business
at the time of exit and these arrangements are also detailed in
this report

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

Noreen Doyle Chair, Remuneration Commattee
2 lune 2010

Repart of the Remuneration Committee
The followng Report of the Retnuneration Committee has been
approved by the Board for submussion to shareholders

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

Membership

The Cominittee 1s composed of the following Non executive
Directors

Mark Elhott

David Langstaft

Noreen Doyle
Colin Balmer
Adrniral SirJamnes Burnetl Nugent

www Qinet i comn
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Dr Peter Feliner served on the Committee unti s resignation
from Lhe Board on 4 August 2009 Su David Lees was a member
of the Comrittee until 28 Aprit 2010 when he was replaced by
Admural Sir James Burnell Nugent

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

Governance

The Committee 1s chaired by Noreen Doyle and all its members
are Non executive Directors In the financial year 2009/10 the
Comrmittee met six times

During the year the Comrmuttee received advice from its appointed
independent adwisors, Deloitte 1LP { Deloitte’} Deloitte prownded other
consulting services during the year to QinetiQ, but did not provide advice
on executive rernuneration matters cther than to the Committee

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

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

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

Activitees
During 2009/10 the Committee meetings coverad o number
of topics including

Executive Directors' FY09 bonuses

Apnil
FY10 performance targets
May Executive Directors’ salary reviews
Directors” Rernuneration repart
Executive tearn salary reviews and FYD9 bonuses
July - Performance Share Plan, Restricted Stock Unit and
Share Option awards
Octobes +» Otfertolec Quinn
« EBxitterms for Grahantove
Novernber Review of [xecutivetearn total cormpensation
Update on pay trends
Review of Executvetearn shareholdings
January Review of Remuneralion Comrmitiee remil

Review of comparator group
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Directors’ remuneration policy
The Commultee auns to maintain a remuneration policy, consistent
with the Company’s business objectives which

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

The remuneration policy 1s buili on the following philosophy
rernuneration packages are structured te support business strategy
and conform tocurrent best practice,
appropnate rewards are given for meeting specific target objectives
sel al the beginning of each year,
incremental compensation (s achieved for attaining stretch
perforinance targets and
objectives are measured on metrics designed to be consistent waith
the interests of all shareholders

The total remuneration levels of the Executive Dtrectors are reviewed
annually by the Comimittee, taking into account

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

Base salary

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

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

No salary increase has been recommnended for Executive Directors
nrespect of 2010/11

Ancuil satary 2009/10 2008/09
Executive Directors

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

Graham Love £400,000 £400,000
Benefits

Benefits may include a pension or contnibution in lieu, car allowance,
health insurance, hfe insurance and membership of 1he Group's
employee Share Incentive Plan which 1s open te all UK ermnployees

Annual cash bonus

Executive Directors participale in an annual cash bonus plan which

15 non pensionable Bonuses are inked to Group performance targets
and are modified for performance aganst persanal objectives The
2009/10 bonus potential and awards are laid out 1n the following
table expressed as a percentage of salary

2009/10

Cn target Masomum Actual
% of salary posyment payment payment
Executive Directors
Leo Quinn 50% 100% 0%
Dawd Mellors 50% 100% 0%
Former Director
Graham Love S0% 100% 0%

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

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

Leo Chuinn joined the Company on 16 November 2009 and was thus
elgible for a cash bonus based on his performance duning his 4%
months as CEQ The Board agreed that Leo Quinn had achieved his
partial year objectives and was eligible for a pro rated annual cash
bonus However, in ieflecting on the current results of the Group,
Leo Quinn waived his nght to a bonus for the financial year ended
31 March 2010

In line with the corporate plan for 2010/11 targel payment has been
reduced as in the table below and the new bonus plan will focus on

operating profit
operating cash flow and
underlying EPS

210/11
On target M rum
% of wa'ary paymrent payment
Executive Directors
Lec Quinn 40% 100%
Dawvid Mellors 40% 100%

Deferred Annual Benus {DAB) Plan

The Deferred Annual Bonus Plan aligns the interests of executives
with shareholders and aids retention of key indmwaduals by ensuting
that executives are incentivised to take part of thetr annual bonus
awards in shares rather than cash

Executwe Directors have a mandatory deferral of 30% of any bonus
payable and may voluntarily defer up to 50% of their bonus into
QinetiQ shares Any deferred bonus will be matched based on EPS
performance up to a maximagm match of 100% of the deferred
elernent

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

to trigger any vesting, at which pont 25% of the award will vest
Vesting increases pro rata to EPS growth up to a maximurn of 100%
ot the award vesting at 52% EPS growth as (llustrated below

Awards are in the form of matching shares delivered after three years,
subject 1o the achievernent of the EPS based performance conditions

Where an indivrdual participates inthe DAB and also recewves an award

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

Long-term incentives for Executive Directors

The abjective 1s to align the rewards of executives with teturns

to shareholders by a focus on increasing the share price over the
medium to long term Executive Directors are ehigible to participate
in bath the PSP and the DAB Plan

These arrangements are the principat means for long term
incentivisation of the Executive Directors and the direct reports of
the CEQ The Comrmittee considered vanous performance conditions
and determined thal the critena set out below were appropriate to
Incentwise the long terrn creation of shareholder value

Performance Share Plan (PSP)

Awards of perforrmance shares under the PSP were made to
Executive Directors and a hmited number of other senior
executives in July 2009 and to certain individuals on joiing Share
awards are contingent on meeting pre deterrnined performance
critena Indwidual participants’ award levels ate determined by
the Commuittee annually based on these critena and, with due
consideration of business and personal performance

Executive Directors are eligible to receive awards with a value of up
to 100% of base salary and other executives up to 75% of base salary

Awatrds are earned based on an equal weighting of relative total
shareholder return (TSR) performance and absolute undetlying
earnings per share (EPS) growth

The EPS performance critena for the PSP s the same as that apphed
to the DAB (outlined above)

The TSR part of the award 1s measured against the constituents
of the following comparator group of companies

Babcock International ple Invensys plc
BAL Systems plc Logica plc
BBA Aviation plc Meggitt plc

Bodycote International plc
Capita Group plc
Chemning Group plc
Cobham plc

Cookson Group plc

Rolls-Rayce plc
Serco plc
Senior plc
Tornkins plc

GKN pk Ultra Electronics plc
Halma plc VT Group plc
Harapson Industnes PLC Victrex Group ple
1Ml plc WS Atkins plc

The TSR element 1s earned only 1f relative performance 1s at least al

median against this comparator group over a three year performance

period, calculated by an independent third party
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The Morgan Crucible Cornpany plc

Incentive arrangements for new CEQ

The Board appeinted Leo Quinn on 16 November 2009 To attract
the services of Leo Quinn, the Committee recommended and the
Board approved a share scheme based on the existing long term
incentive plan and using the same TSR and EPS metncs as the PSP
The Board granted a Matching Share Award under which Leo Quinn
invested £imin QinetiQshares The Company agreed to match that
investiment based on TSR and EPS critena as in the PSP

In addhtion Leo Quinn was granted a PSP Mirror Award, with the
terms of the plan mironng the normal PSP plan as descnibed
opposite

External appointments

Qinet)Q allows 1ts Executive Directors to broaden their knowledge and
expenence by becormng Non executive Dizectors of other compames
Appointments are approved by the Board or the Committee on

the basis that there 1s no conflict of interest or deterioration in the
Executive Director’s performance Fees are normally retained by

the individual Duning the year ended 31 March 2010, none of the
Executive Directors held such an appointment at a public company

Performance graph

The graph below shows the Company s TSR over the period from
flotation to 31 March 2010 compared to the FTSE 250 and FTSE 350
Aerospace & Defenceindices over thesame period These were
chesen for companson as QinetiQ s aconstituent af both indices
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Directors’ terms and conditions

Servece agreements tor the Executive and the Non-executive Directors are reviewed annually and amended as appropriate

Not ce to be given

Date of most recert

by the Company Service Agrecment Date of appomtrrent
Executives
Leo Quinnt) 12 months 28 October 2009 Novernber 2009
David Mellors 12 months 20 May 2008 August 2008
Non-executives
Mark Elhot ¥ - 10 February 2010 June 2009
Sir David lees - 16 February 2006 August 2005
Colin Balrner - 16 February 2006 February 2003
Noreen Doyle - 16 February 2006 Qctober 2005
Admual Edmund P Giambastiam - 1 February 2008 February 2008
Nick Luff - 16 February 2006 June 2004
David Langstaff - 4 August 2009 August 2009
Adrniral Sir James Burnell-Nugent@ - 10 Apnil 2010 Apnt 2010
Former Directors
Sit John Chishotmt® - 10ctober 2006 February 2003
Graharn Lovel” 12 months 1 December 2005 february 2003
Peter Fellnerts - 16 February 2006 September 2004

¥ Len Cuinnwas appomnited as a Direclor on 16 Novemmber 2009

® Mark Elhott was appaented as a Director on 1 June 2009 and as Chairman 1 March 2010

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

@ adroiral lames Burnell Nugent ws appointed as a Director on 10 Apri! 2010
8 Sir John Chisholm resigned as a Diector on 28 February 2010

# Graham Love resigned as a Duector on 31 October 2009

© peter Fellner 1esigned as a Director on 4 August 2009

CunetiQ’s policy 1s that Executive Directors should have contracts with a rolling term providing for a maximum of one year’s notice Consequently,
no Executive Director has a contractual notice petiod inexcess of 12 months In the event of early termination this ensures that compensation 1s
restricted to a maximum of 12 maniths’ basic salary and benefits The Cemmittee will genesally requize mitigation lo reduce the compensation

payable to a departing Executive Director

Non-executive Directors’ terms, conditions and fees

The Group Chainnan reviews the fees ot the Non executive Directors
and makes recemmendations to the Board Non executive Directors
recewve additional fees as agreed by the Board for the chainng of
Board comimitiees Lo take account of the addittonal responsibiities of
the role The Chairman s fees are reviewed by the Senior Independent
Non executive Director who makes recommendations to the Board

The levet of fees paid in UK orgarisations of a simlar size and
complexity to QinetiQ 1s cansidered in setting the rernuneration
policy for Non executive Directors The fees are neither performance
telated nor pensionable Non executive threctors are not eligible

to participate 1n bonus, profit sharing or employee share schernes

Current fee structures for Non executive Directors are shown below

2009/10 feas

Non executive Charrman £225 000
Basic fee for UK resident Non executive Director £40,000
Basic fee far US resident Non executive Dizector £100,000
or £50 000

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

ndependent Non executive Director

Frii2_Review indd 39 @

As the Group Charrrnan is a US resdent, the Board have agreed
an accomrnodation allowance of £75 000 per annum

Excluding the Group Chairman an additronal fee of $4,0001s payable
to US resident Non executive Directors when they attend Board
Meetings 1n the UK

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

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

Management of share based rewards

The Commitiee also oversees arrangements for share-based reward
in respect of managers and the wider werkiorce Inaddition to PSP
the Company also operates the following executive share plans

Executive plans
QinetsQ Share Option Scheme (0505)
Restricted Stock Units {RSU)

Executive Directors do not participate in either plan

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

No awards werte made dunng the year uswder QS0S Provision exsts The CEQ and CFO are required 1o hold the equivalent of one tunes

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

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

already met the Committee s guideline en rimmum shareholding

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

in the form of a share purchase award with matching company

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

in the business af their base salary in shares These can be accumulated over a four

year period following appointment

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

year period The vesting of half of the award 1s subject to a condition
that orgamic profit grows by a imitirmum of 5% per annum Maximurm

Numrher 1p Number 1p Nurrber 1p

vesung of 125% of the awasd occurs at 15% per annum oigamic profit ordinary ordinary ordinary
growth The other half of the award 1s subject to time based vesting share.h dat shareshild at shares held at
cnlena 1April 2008 31 March 2010 27 May 2010
Executives
Awards are granted based on business perforimance, balanced with Leo Quinn - 602757 602,757
the need to attract retain and motivate high calibre employees David Mellors 749 24,284 24 538
Non-executives
Dilution hirmits Mark Efliott - 100,000 100000
In accordance with ABI guidelines, the Committee has deterrmined Sir David Lees 73,000 83000 83,000
that no more than 10% of the Company s issued share capital wall Cokiny Balmer - - -
be used under all of the Company’s share schemes Thedlution as Noreen Doyle 17000 17,000 17000
at 31 March 2010 was significantly below this 10% level, and below Adrmural Edmund P Giambastiani - _ -
5% in respect of executive scheres In addition, the Board intends Nick Luff 50,000 70 000 70,000
to continue to satisfy a proportion of awards with purchased shares David L angst aff _ 12,000 12,000
held 1n the employee benefit trust _ -
Personal shareholding palicy Audited information
The Commuttee believes that a power ful way to align Executives Directors’ remuneration
interests with those of shareholders 1s for the Executives to build up The infotmation abeut Directors’ remuneration and Directors’
and retain a personal holding in QinetiQ shares interests on pages 40to 41 has been audited
The table below shows the aggregate remuneration of the Directors for the year ended 31 March 2010
Selary/ Other Other Paymont for

tees compt nsat on berihts css of cffice Totat 2010 Tctal 2009
Executives
Lea Quinn £217872 £600,000 £68 692 - £886,564 -
David Mellors £300,000 - £18,085 - £318 085 £215997
Non-Executives
Mark Elhott £72271 - - - £72.271 -
Su David Lees £64,000 - - - £64,000 £64 000
Colin Balmer £40 000 - - - £40,000 £40,000
Noreen Doyle £44,667 - - - £44,667 E40,000
Adiural Edmund P Giambastiani {62 880 - - - £62 880 £61,700
Nick Luff £47,000 - - - £47,000 £A70C0
Dawvid Langstaff £42,643 - - - £42 643 -
Adrmiral Sir James Burnell Nugent - - - - - -
Former Directors
SirJohn Chisholm £197,083 - £12,633 - £209,716 £230,100
Graham Love £366,6674 - £64,438 £517,7001 £948,805 £488,009
Peter Fellner £16 028 - - - £16 028 £47000
Doug Webb - - - - - £61767
Total £1,471,111 £600,000 £163,848 £517,700 £2,752,659 £1,295573

1 Before adjustments to basic pay for SMART pensiens.

M eo Quinn was awaided a payment of £600 00011 lieu of compensation earned but not yet payable from a contractual antangement with a third party

Windudes ¢ allewance health insurance benefits and payments i heu of pension

W Cirahan Love 13s g esd 1o provide services to the Company duning a six month peniod on a comsultancy basis to ensure a smooth f1ansiion onthe DIR project
for which he has received £100,000 mFebruary 2010 He raceived 1n additionil payment of £100 000 in May 2010

14 n connection with his depar ture, the following severance payments were made to Graham Love () payment of a cash sum equivalent to 9% months basic pay
{1} payrmentin hew of 12 months pension ind for untaken annual leave, (m) compensation for loss of of fice and (i) remmbursement of tees for legal advice in
connec tlonwith his severance terms

www QinetiQ com
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Pensions

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

QinetiQ Pension Scheme, as described in note 38 to the financral
statements Executives whose benefits are likely to exceed the
Lifelime Altowance may opt out of the QinetiQ Pension Plan

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

of pension contributions

Interests of Directors under long-term incentives

Cantnibutions to the Defined Contribution section of the QinetiQ
Pension Scherme were as follows

2009/10

2008/09

Executive Directors

David Mellors

£60,000

£36,846

Leo Quinn and Graham Love receved contributions in heu of a pension

Murnbear Exercised/ Nurmberat Market price
Grant at 1 Apnil Granted vested Lapsed 31 March ondate of Earliest Latest
date 2009 Inyear Inyear mnyear 2010 grant  vestdate vestdate
Leo Quinn
Matchung award TSR 16/12/09 - 362844 - - 362844 165p™  28/10/32%  28/10/12W
Matching award EPS 16/12/09 - 362 B4S - - 162 845 165pM  28/10/12  28/10/12
PSP Mirror TSR 16/12/09 - 210 450 - - 210 450 165pR 28710712 28/10/12®
PSP Murror EPS 16/12/09 - 210 450 - - 210 450 165p“) 28/10/12% 28/10/12%
Dawid Mellors
PSP TSR 21/08/08 75567 - - - 75567 2178p®  21/08/11 21/08/11
PSP EPS 21/08/08 75567 - - - 75 867 2178pt  21/08/11 21/08/11
DAB match 01/07/09 - 6859 - - 6 859 144 7p  01/07/12 01/07/12
PSP TSR 04/08/09 - 100 00C - - 100 000 1350p  04/08/12 04/08/12
PSP EPS 04/08/09 - 100000 - - 100 000 1350p  04/08/12 04/08/12
Former Executive Directors
Graham Love
PSP TSR 26/07/07 S0 288 - 502889 - - 174p  26/0/10 26/07/10
PSP EPS 26/07/07 50,287 - 50 287 - - 174p  26/07/10 26/07/10
DABmatch 01/07/08 53756 - 25155 28 601 - 195 Bp 01/07/11 01/07/11
PSP TSR 07/08/08 100756 - 439199 56 837 - 198 5p  07/08/11 07/08/11
PSP EPS 07/08/08 100 755 - 43 9194 56 836 - 198 Sp 07/08/11 07/08/11
PSP TSR 04/08/09 - 133,333 13 6754 119 658 - 135p 04/08/12 04/08/12
PSP EPS 04/08/09 - 133,333 13 675% 119 658 - 135p 04/f08/12 04/08/12
506,976 1,620,114 240,918 381,590 1,504,582

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

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

® These shares were subject to EPS and TSR conditions as outhned earlier in this report At the irme of departure the Committee considered the time etapsed and
the anticipated performance and resolved that the share awards would vest/lapse as disclosed These shares vested on 1 December 2009 at which time the

market price was 165p

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

Directors’ interest in the All-Employee Share Incentive Plan

Davict Mellors

Former Directors
Sirdehn Chisholm
Graham Love

Partne ship Matching shares Dividerd
Interest as shares acquired appropnated shares allocated Interest asat
at 1 Aprl 2009 durirg year dunng year during year 31 March 2010
- 1,425 - - 1425

266"
3,562

*Acquired as an Executive Director

PH12_Review inad 41

QunetiQ Group plc Annual Report and Accounts 2010 41

14/06/2010 17 43




1 NEEE

42

Directors’ Report — Governance

Other statutory information

Principal activity

Qinetid Group plc 1s a pubhic limited company, histed en the Londen
Stock Exchange and incorporated i England and Wales with
registered number 4586941

QinetiQ Group plc 1s the parent company of a Group whose principal
activities during the year were the supply of technical advice to
customers in the global aerospace, defence and secunity markets
Custormers include government organisations, such as the UK MOD
and the US DoD and commercial customers around the world

Research and development

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

The majonty of R&D-related expenditure s incurred on behalfof
customers as pait of specific funded research contracts R&D costs
are included in the Income statetnent and R&D income is reftected
within revenue In the financial year, the Group recorded £425% 6m
{2009 £468 Sm) of total R&D related expenditure, of which £418 3
was custemer funded work {2009 £457 0m)

Inthe year to 31 March 2010, £7 3m (2009 £11 5m) of internally
funded R& D was charged to the incormne statement £706m (2009
£0 2m} of late-stage developrnent costs were capitalised and £3 Om
{2009 £2 4m) of capitalised development costs were amortised In
theyear

Policy and practice on payment of supphers

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

Political and chantable contributions

QuetiQ does not make political donations to parties as that term
would be commonly recognised The fegal definition of that term

15, however, quite broad and may have the effect of covening a
number of normal business activities that would not commonly be
perceived o be political donations, such as sponsorship of events
These may include legitimate interactions in making MPs and others
in the political world aware of key industry 1ssues and matters
affecting QinetiQ, which rnake an important contribution to their
understanding of Qinet1Q, the markets in which it operates and their
constituents work Duning the last financial year this expenditure
arnounted to no more than £15,000

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

Share capital

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

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

www Qinetil com
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The nghts of ordinary shareholders are set out in the Articles of
Association The holders of ordinary shares are entitled to receive
the Company s reports and accounts, to attend and speak at General
Meetings of the Company, to exercise voling nght s (n personar by
appointing a proxy and ta recerve a dvidend where declared or pad
out of profits available for such a purpose

The Special Share 15 held by HM Governiment through the Secretary
of State for Defence and it confers certain rights under the Articles of
Association which are detalled in note 32 on page 84 These include
the right to require certain persons witha material interest in QinetiQ
to dispose of sorme or all of thewr ordinary shares an the grounds of
national secunty or conflict of interest The Special Share may only be
held by and transferred to HM Government At any time the Special
Shareholder may require QinetiQ ta redeern the share at par and
wound up the Special Shareholder would be entitled to be repad
capital before other shareholders Anyvanation ofthe nghts attaching
lo the Spectal Share requires the written approval of the MOD

Change of control — significant agreements

The following significant agreements contain provisions entithng
the counter parties to require prior approval, exercise termination,
alteration or ather similar nghts in the event of a change of control
of the Company or if the Company nolonger remains a UK company

the Combined Aenal Target Service contract 1s a 20 year contract
awarded 1o Qinet1Q by MOD on 14 Decemnber 2006 The terms of
this contract require QinetiQ Limited 1o rernain a UK company which
1s incorporated under the laws of any part of the UK or an overseas
company registered in the UK and that at least 50% of the Board of
Directors aye UK hationals The terms also contain change of control
conditions and restrncted share transfer conditions which require
prior appraval frorm HM Government if there 1s a matenal change in
the ownership of Qineti2 Lumited’s share capital, unless the change
relates to shares listed on a regulated market with matenal defined
as being 10% or more of the share capital Additionally, there

are restrictions on transfers of shares to persons from countnes
appearing on the restncted list as issued by HM Government and

the Long lerm Partnening Agreement 1s a 25 year contract which
Qinet)Q Lirmited signed on 28 February 2003 to provide test
evaluation and traiming services tothe MOD This contract contains
conditions where the prior approvalof HM Government s required
if the contractor QinetiQ Limited, ceases to be a subsidiary of the
Qinet 1 Group, except where such change in control1s permitted
under the Shareholders Agreement to which MOD s a party

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

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

On 6 December 2006, Qineti} LIS Holdings, Inc , formerly known

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

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

@
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On S Febzuary 2009 QinetiQUS Holdings, Inc, formerly known

as QmetiQ North Amenica, Inc {as Borrower) and the Company (as
Guarantor)entered into a Note Purchase Agreerment to 1ssue $62m
713% Senior Nates due S February 2016 and $238m 762% Senior Notes
due S February 2019 Under the terms of the agreement, if either (1) the
MOD ceases toretaininits capacity as Special Shareholder its Special
Shareholders Rights, or (2) there 15 a change of control of the Company,
the Notes must be offered for prepayment within 21 days of the
change of control The prepayment date would be no later than

45 days after the of fer of prepayment by the Company

Major shareholders

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

Ruane, Cunmiff & Goldfarb, Inc 11 26%
Lansdowne Partners Ltd {UK) 905%
BlackRock Investment Management Ltd (UK) 393%
Artisan 5 04%
Fidelity International Ltd {UK) 497%
Standard Life Investments Ltd 479%
Legal & Generat 398%
AXA Investment Managers UK Ltd 356%

Allotment/purchase of own shares

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

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

Restrictions on transfer of shares

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

Articles of Assouation

Save in the respect of any vanation to the nghts atiaching te the
Special Share the Cornpany has not adopted any special rules
relating 1o the amendment of the Company's Articles of Association
other than as provided under UK corporate faw

Employees

The Group 1s an equal opportunities employer, uphalds the principles
of the UK Employment Service’s ‘Two Ticks symbol and s accredited
by Investors in People Every possible consideration is given to
apphecations for etnployiment, regardless of gender, rehgion disabihity
orethniconigin, having regard only 1o skills and competencies This
policy 1s extended to existing employees and any change which rnay
affect their personal circumstances The policy 1s supported by
strategies for professional and career development

Qineti seeks to utihse a range of commumication channels

to employees 1in order to involve them in the running of the
orgamsation Thisis done using varous media, including in-house
magazines intranet regular newsletters bulletins, management
briefings, trade union consultation, the newly created QinetiQ
Employee Forum and widespread training programmes

Employee Share Scheme

Equiriti Share Plan Trustees Limited acts as trustee in respect of all
crdinary shares held by employees under the QinetiQ Group ple Share
Incentive Plan { the Plan } Equinili Share Plan Trustees Limited will
send a Form of Direction to alt employees holding shares under the
Pian and will vote on all resolutions proposed at general meetings

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

Auditor

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

Statement of disclosure of information te auditor

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

18 no relevant audit information of wich the Cormpany’s auditor 1s
unaware and the Directors have taken all the steps they reasonably
aught to have taken as Directors to make themselves aware of any
relevant audit information and to establish that the Company s
auditor s aware of that information

Annual General Meeting

The Company’s Annual General Meeting will be held on Thursday
29 July 2016 at 2 00pm at The Auditonurm, JP Morgan Cazenove,

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

By order of the Board

Lynton Boardman Company Secietary
85 Buckingharn Gate

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

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

Company law requires the Directors to prepare Group and parent
company financial statements for each financial year Under that
law they are required to prepare the Group financial statements in
accordance with IFRS as adopted by the EU and applicable law and
have elecied to prepare the parent company financial stalernents
n accordance with UK Accounting Standards and applicable law
(LUK Generally Accepted Accounting Practice)

Under company law the Directors must not approve the financiat
statements unless they are satisfied that they give a true and fair
view of the state of affairs of the Group and parent company and of
their profit or loss for that period In preparing each of the Group and
parent company hnancial statements the Directors are required 1o

select suitable accounting policies and then apply them
conststently

make judgments and estimates that are reasonable and prudent

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

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

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

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

the financial position of the parent company and enable them to
ensure that its financial statements comply with the Compantes Act
2006 They have general respansibility 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 irregulanties

www Qinet ik com
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Under applicable law and regulations the Directors are also
responsible for prepanng a Directors’ Report, Directors’
Rernuneration Report and Corporate Gover nance Statement
that complies with that law and those iegulations

The Directors are responsible for the maintenance and integrity of
the corporate and financial informatwon inciuded on the Company s
website Legislation inthe UK governing the preparation and
dissermination of inancial staternents may differ from legislation
inother Junstdictions

Responstbhility statement of the Directors

inrespect of the Annual Report

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

the financial statements of the Group have been prepared in
accordance with IFRS as adopted by the EU, and for the Campany
under UK GAAP, in accordance with apphcabte United Kingdom
law and gwve a true and fair view of the assets, iabilities, financial
position and profit or loss of the Group and

the Directors’ Report includes a fai review of the development
and performance of the business and the position of the Group
togetherwith a description of the principal risks and uncertainties
that face the Group

By order of the Beard

Leo Guinn David Mellors

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

of QinetiQ Group plc

We have audited the financial statements of QinetiQ Group ple for
the year ended 31 March 2010 which compnse the Consolidated
Inceme Statement the Consolidated Statement of Comprehensive
Income the Consclidated Statement of Changes in Equity the
Consolidated and Parent Company Balance Sheets the Consolidated
Cash Flow Statement and the related notes

The financial reparting frarmework that has been applied inthe
preparation of the group financial statements s apphicable faw and
International Financial Reporting Standards (IFRSs) as adopted by
the EU The financial reparting framnewaork that has been applied

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

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

in accordance with Chapter 3 of Part 16 of the Companies Act 2006
Qur audit work has been undertaken so that we might state to the
company’s members those matters we are required to state to them
nan auditer's report and for no other purpose To the fullest extent
permilted by law, we do not accept or assume responsibility to
anyone other than the company and the corpany's members,

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

we have formed

Respective responsibilities of Directors and auditor

As explained more fully 1n the Directors’ Responsibibities Statement
set out on page 44, the Directors are responsible for the preparation
of the financial statements and for being satisfied that they give
atrue and fair view Qur responsibuity 1s to audit the financeal
statements in accordance with applicable law and International
Standards on Auditing (UK and Ireland) Those standards requite 1is to
comply with the Audiling Practices Board’s (APB's) Ethical Standards
for Auditors

Scope of the audit of the financial statements
Adescription of the scope of an audit of financial statements 1s
providded on the APB’s web-site at www frc org uk/apb/scope/UKP

Opinion on financial statements
Inour opinion

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

the group firancial staternents have been propetly prepared
in accordance with IFRSs as adopted by the EU,

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

the financial statements have been prepared in accordance with
the requirermnents of the Comparies Act 2006, and as regaids Lhe
group financial statements, Article 4 of the IAS Regulation

Prii2_Aeview indg 45 @

Opinion on other matters prescribed by the Companies Act 2006
In our opinton

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

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

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

Under the Companies Act 2006 we are required to report to you
if, 1n our opimon

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

the parent cornpany financial stalements and the part of the
Directors’ Remuneration Reporttobe audited are not 1n agreement
with the accounting recerds and returns, or

certaindisclosutes of direclors’ iemuneration specified by law
are not made or

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

Under the Listing Rules we are requred o review |

- the directors’ statement set out on page 34, in relation to going @
concern and

- the part of the Corporate Gevernance Statement on pages 28 35
relating to the company s complance with the mine provisions of
the June 2008 Combined Code speaified for our review

Mike Maloney (Senior Statutory Auditor)
for and an behalf of KPMG Audit Plc Statutory Auditor
Chartered Accountants
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Financial Statements

Consolidated income statement

for the year ended 31 March

2010 2009
Beiore
Before acquisition
acquisition Acquisition amof tisation Acquisition
amertisation amortisation and specific amer tisation
and specific and specific non tecuiting and specific
nen recurnng non recurnng items  non recurning Total
ait figures in £ mifhon note items items’ Tatal {restated)? itemns” [restated)t
Revenue 23 1,625 4 - 16254 1,617 3 - 16173
Other operating costs excluding
depreciation and amortisation (1,465 8) (421) (1,507 9) (1,4240) - (1,424 0)
Share of posl tax loss of equity
accounted joint ventures and
assoclates 16 02 - 02 (72) - 72)
Other income 2 69 - 69 79 - 79
EBITDA {earnings before
interest, tax, depreciation and
amortisation) 166 7 (42 1} 124 6 1940 - 194 0
Depreciation and impairment of
property plant and equipment 14 {351) (24 0) (59 1) (33 5) - (335)
Amortisation and impairment of
intangible assets 1112 {113) (79 5) (90 8) (89} (235) (324)
Group operating (loss)/profit 3 1203 (145 ) (253) 1516 {23 5) 1281
CGainf{loss) on business
divestments and impairment of
investments 5 - (62) {62} - 73 73
Finance income 5 ag1 - as1 591 - 591
Finance expense [ {82 7) - 827) {805) - (80 5)
{Loss)/profit before tax 4 857 {151 8} (66 1) 1302 (16 2) 114 9
Taxation 7 (22 9} 157 28 {267) 63 (204)
{Loss)/profit for the year
attributable to equity
shareholders 13 728 (136 1) (63 3) 1035 99 936
Earnings per share
Basic 10 {9 Np 14 3p
Diluted 10 {9 7ip 14 3p

Specific non recurning items include amounts refating to gain/{loss) on business divestments and untealised imparrme nts of vestrments and in 2010 the
impairment of property plant and equipment impairment of itangible assets wnd EMEA reorganisation costs See note 4
fRestaternent relates to the transfer of the finance element of the IAS 19 pensioncost totafing a net £3 4m credit to the finance mcome and expense lines
This was previously repor ted in other operating costs
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Consolidated statement of comprehensive income
for the year ended 31 March

ali figures in £ mifhon 2010 2009

(Loss)/profit for the year (63 3} 93 6

Other comprehensive income

Effective portion of change in fair vatue of net investment hedges 287 {107 6)
Foreign currency translation differences for foreign operations {30 8) 1816

Decrease in farr value of hedging denvatives {o2) (17 6)
Reclassification of hedging denvatives to the income statement 66 -

Movement in deferred tax on hedging dervatives {18) 47

Fair value gains on available for sale investments 17 09

Actuanal loss recognised in defined benefit pension schernes (60 2} (95 8}
Increase in deferred tax asset due to actuanal inovement in pension deficit 169 341

Other comprehensive income for the year, net of tax {391) 03

Total comprehensive income for the year attnbutable to equity holders {102 4) 939

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

Issued Capital
share redemption Share Hedge Translation Retained Minonty Total

all figures in € milion capital reserve premium reserve reserve earnings Total Interest equity

At 1 Apnl 2009 66 399 147 6 {16 7) 565 3687 6026 g1 602 7

Total comprehensive income

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

Deferred tax on share based

payments - - - - - - - - -

At 31 March 2010 66 399 147 &6 (121) 54 4 2372 4736 01 473 7

AL 1 April 2008 66 399 1476 (38) (175) 3601 5329 01 5330

Total comprehensive income

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

Divedends paid - - - - - {289) {289) - (28 9}
Purchase of own shares - - - - - (08) (08) - (0 8)
Share based payments - - - - - 56 56 - 56

Deferred tax on share based

paymemnts - - - - - (01) (01) - (0 1)
At 31 March 2009 66 399 147 6 (16 7) 565 3687 602 6 01 6027
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Financial Statements

Consolidated balance sheet
as at 31 March

all figures an £ million note 2010 2009
Non-current assets
Goodwill 11 5797 6385
Intangible assets 12 1417 164 2
Property plant and equipment 14 2855 3324
Other financial assets 15 100 116
Equity accounted investments 16 09 a7
Other investmenis 17 48 157
Deferred tax asset 24 287 -
1,0513 1,1631
Current assets
Inventones 18 798 683
Other financial assets 15 78 31
Trade and other recewvables 19 4238 5329
Current tax - 86
Investments 20 23 06
Assets classified as held for sale 51 18
Cash and cash equivatents 1t 639 2621
5827 8774
Total assets 1,634 0 2,0405
Current habilities
Trade and other payables 2 (396 4) (447 2)
Current tax {75) -
Provisions bE] {16 1) (43)
Other financial habihties 25 {89} (221)
(428 9) (873 6)
Non-current liabilities
Retirerment benefit obligation 38 {147 3) (105 2)
Deferred tax hability 24 (10 8} (89)
Provisians 23 {79) (88)
Other financial labil ities 2% (5302) (7926}
Other payables 22 (35 2} (487}
{731 4) (964 2)
Total habiities (1,160 3) (1,437 8)
Net assets 4137 6027
Capital and reserves
Chrdinary shares 32 66 66
Capital redemption reserve 399 399
Share prermium account 1476 1476
Hedging and translation reserve 423 398
Retained earnings 2372 3687
Capital and reserves attributable to shareholders of the parent company 473 6 602 6
Minonty interest o1l 01
Total shareholders’ funds 4737 6027

The financial statements were approved by the Board of Directors and authorised for issue on 2 June 2010 and were signed ori its behalf by

Leo Quinn Chief Executive Officer David Mellors Chiet Finanoial Officer
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Consolidated cash flow statement
for the year ended 31 March

all figures in £ rmillion note 2010 2009
Net cash inflow from operations before EMEA reotganisation cost 28 204 6 2022
Net cash out flow relating to EMEA reorganisation {35 4} (27 0)
Cash inflow from operations 1692 175 2
Tax recerved/{paid) 15 (25)
Interest recerved 04 10
Interest paid (36 8) (21 3)
Net cash inflow from operating activities 134 3 152 4
Purchases of inlangible assets (62) (33)
Purchases of property, plant and equipment {24 1) (291)
Costs from sale of property plant and equipment ()] (12)
Equity accounted investments and other investment funding (1) (58)
Purchase of subsidiary undertakings {46 3) {929)
Net cash acquired with subsidiary undertakings 07 37
Proceeds from sale of equity accounted investment - 137
Praceeds from sale of interests in subsidiary undertakings 211 72
Net cash outflow from investing activities {56 6) (107 7)
Cash outflow from repayment of loan notes - 0s)
(Repayment)/proceeds from bank borrowings {2321) 133
Proceeds from US Private Placement - 2104
Payment of deferred finance costs - (15)
Settlement of forward contracts designated as net investiment hedges {14 3) -
Purchase of own shares (08) (08)
Dividends pawd to shareholders {31 6) (28 9)
Capital element of finance lease rental payments (2 8) (28)
Capital element of finance lease rental receipts 30 30
Net cash {outflow}/inflow from financing activities {278 6) 192 2
(Decrease)/increase in cash and cash equivalents 29 {200 9) 2369
Effect of foreign exchange changes on cash and cash equivalents (05) 57
Cash and cash equivalents at beginning of the year 2621 195
Cash and cash equivalents at end of the year 607 2621
Cash and cash equivalents 21 639 2621
Overdrafts 30 (3 2} -
Cash and cash equivalents at end of the year 607 2621

Reconciliation of movement in net debt
for the year ended 31 March

all figures in £ milhon note 2010 2009
{Decrease)/increase in cash and cash equivalents in the year 2 {200 9) 2369
Cash flows from repayment/(drawdown) of loans, private placement and other financial instruments 2462 (226 1)
Change in net debt resuiting from cash flows 30 453 108
Other non cash movements including foreign exchange 30 352 (168 8)
Movement in net debtn the year BOS (158 0}
Net debt at beginming of the year 30 (537 9} (379 9)
Net debt at end of the year 3¢ (457 4) (537 9)
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Financaial Statements

Notes to the financial statements

1. Significant accounting policies

Accounting policies

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

their size and incidence in order for the reader to obtain a proper
understanding of the financal information Specific non-recurnng
tems include amounts refating 1o gains and losses on business
dwestments and unrealised impatrments and in 2010 the
impairment of property, plant and equipment impairment

of itangible assets and EMEA reorganisation costs

Basis of preparation

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

are held at the lower of carrying ameunt and far value less costs

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

Basis of consolidation

The consclidated financial statements compnse the financial
statements of the Company and its subsidiary undertakings up
o 31 March 2010 The purchase method of accounting has been
adopted Those subsidiary undertakings acquired or disposed of
in the panod are inchuded in the consolidated income statement
from the date control 1s obtained to the date that contrel Is lost
(usvally on acquistion and disposal respectively) A subsidiary

1s an entity over which the Group has the power to govem financial
and operating policies in order to obtain benefits Potental voting
nghts that are currenily exercisable or convertible are considered
when determining control

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

voting nights, over financal and operating policy A joint venture

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

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

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

On consolidation, all intra-group Income, expenses and balances
are ebminated
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Revenue

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

Long-term contracts

The Group's long-term contract arrangements are accounted

for undar IAS 11 Construction Contracls Revenue Is recognised
once the Group has obtained the nght to considaration in exchange
for ts performance No profn is recognised on contracts until the
outcome of the contract can be reliably estimated When the
outcome of a contract can be estimated reliably revenue and
costs are recognised by reference to the stage of completion

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

Goods sold and services rendered

Sales of goods and the provision of services not under long-term
contract are recogrnised in the income statement when the
sgnificant nsks and rewards of ownership have been transferred
to the customer and revenue and ¢osts can be relably measured

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

Royalties and intellectual property

Royalty revenue 1s recognised on the earlier of the date on which
the income i1s earned and measurable with reasonable certainty

or cash Is recewved Cash recewed n advance i1s deferred over the
penod to which the royalty relates Intellectual property revenue can
be attnbuted either to perpetual licences or imited [icences Limited
licences are granted for a specified time period and revenue 1s
recognised over the penod of the licence Perpetual licences are
granted unimited time frames and are recogmised when the nisks
and rewards of ownership are transferred to the customer

Segmental information

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

* EMEA (Europe, Middle East and Australasia) mainly delivers
technical advice, technolegy selutions, consultancy and managed
services to the Ministry of Defence in the UK, and cwil and other
Government customers in the UK and Australia,

QunetiQ North Amenca mainly provides technology and services
to the US Govemment, and

* Ventures mainly compnses commercial product businesses and
busmess ventunng activities

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

Segmental assets comprise property, plant and equipment,

goodwill and other intangible assets, trade and other recevables,
inventones and prepayments and accrued mcome Unallocated
assels represent financial assets which are included in net debt
Segmental liabilities compnse trade and other payables, accruals
and deferred income and retirement benefit obligations Unallocated
habilties represent financial habilities which are included In net debt
Segmental assels and iiabilihes 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 speciic project are duwectly chargeable o

the customer on whose behalf the work 15 undertaken Intemally
funded development expenditure 15 capitalised in the balance
sheet where there 13 a clearly defined project, the expendtures are
separately identifiable, the project 1s technically and commercally
feasible, all cosls are recoverable by future revenue and the
resources are committed to complete the project Such capitalised
costs are amortised over the forecast peniod of sales resulting from
the development All other research and development costs are
expensed to the ncome statemaent in the pencd 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 effectve rate method and the financial
income eamed on funds invested Exchange differences on financial
assels and liabilhies and the income or expense from interest
hedging mstruments that are recognised in the income statement
are included within interast mcome and expense in financing

Taxation

The taxation charge 1s based on the taxable profit for the year

and takes into account taxation deferred because of temporary
differences between the treatment of carain items for taxation

and accounting purposes Current tax and deferred tax are charged
or credited to the Income statement except where they relate to
items charged or credited to equity in which case the relevant

tax 1s charged or credited to equity Deferred taxation 1$ the tax
attributable to the temporary differences that appear when taxation
authoniies recogmse and measure asseis and labilities with rules
that differ from those of the consolidated financtal staternents The
amount of deferred tax provided 1s based on the expected manner
of realisation or settlement of the carrying amount of assets and
habilities, 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 tems directly recognised in equity Deferred tax
habifities are racognised on all taxable temporary differences
excluding non-deductible goodwill Defarrad tax assets are
recognised on all deductible temporary differences provided that

it 1s probable that future taxable income will be available against
which the asset can be utiised Deferred tax assets and labilties
are offset only where there 1s a legally enforceable nght to offset
and there 15 an intention to settle balances cn a net basis

Goodwll

Business combinations are accounted for under the purchase
accounting method All identifiable assets acquired and babilities
and contingent liabilities incumed or assumed are recorded at fair
value at the date control |5 fransferred to QinetiQ, rrespective of the
extent of any minority interest The cost of a business combination
1s measured at the farr value of assets recewved, equity instruments
1ssued and liabilities incurred or assumed at the date of exchange,
plus costs directly attnbutable to the acquisition Any excess of the
cost of the business combination over the Group's interest in the
net fair value of the identfiable assets, habilities and contingent
labilities recognised 15 capitalised as goodwill Goodwill is subject to
annual impairment reviews (see below) If the cost of an acquisition
1s less than the fair value of the netassets acquired, the difference
1s immediately recognised in the Consolidated Income Statemant
as a gain

Intangible assets

Intangible assels ansing from business combinations are

racognised at fair value and are amortised over their expected
useful lves, typically between 0 and 9 years Internally generated
intangible assets ara recorded at cost, including labour, directly
attnbutable costs and any third-parly expenses Purchased
ntangible assets aro recognised ai cost less amortisation Intangible
assets are amortised over their respective useful Ives on a straight
line basis as follows

Inteflectual property nghts  2-8 years

Development costs Useful aconomice life or umt of
production method subject to a
minmum amortisation of no less than
straght hne method over economic Iife
of 14 years

Other 1-9vyears

Property, ptant and equipment

Property, plant and equipment are stated at cost less depreciation
Freehold land i1s not depreciated Other tangible nen-current assets
are depreciated on a straight line basis over thew useful economic
Iives to thewr estimated residual value as follows

Freehold buildings 20-25years

Leasehold land and Shorter of useful economuc Iife and
buildings the penod of the lease

Plant and machmery 3-10years

Fixtures and fittings 5-10years

Computers 3-5years

Motor vehicles 3-5years

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

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

Notes to the financial statements (continueq)

1. Significant accounting policies (corinued)

Impairment of tangible, goodwill, intangible and

held for sale assets

The Group assesses at each reporting date whether there 1s an
indication that an asset may be impaired If the carrying amount
of any asset exceeds its recoverable amount an impairment loss
1s recogmised immediately in the income statement In addition,
goodwill 1s tested for impairment annually irrespective of any
indication of impairment If the carrying amount exceeds the
recoverable amount, the respective asset or the assets in the
cash generating unit are written down to their recoverable amounts
The recoverable amount of an asset or a cash generating unit 1s
the higher of its far value less costs to sell and its value in yse
The value in use Is the prasent value of the future cash flows
expecied to be denved from an asset or cash generating uni
caiculated using an appropnate pre-tax discount rate Impawrment
losses are expensad {o tha income statement

Investments in debt and equity securities

Investments hald by the Group are classified as erther a cument
assel or as a pon-current asset and those classified as available
for sale are stated at fair value, with any resultant gain or loss being
recognised directly in equity, except for impatrment losses When
these investments are de-recognised the cumulative gain or loss
previously recognised directly in equdy is recognised in the income
statement

The fair value of quoted financial Instruments 1s their bid price at the
balance sheet date The far value of unquoted equdy investments
are held at faw value based upon the pnce of the most recent
investment by the Group or a third party f available or derived

from the present value of forecast future cash flows

Inventories

Inventory and work-in-progress {including DTR pre-contract costs
capitabsed since QinetiQ was awarded preferred bidder status in
2007) are stated at the lower of cost and net realisable value
Work-in-progress and manufactured finished goods are valued at
production ¢ost Production cost includes direct production costs
and an appropnale propertion of production overheads A provision
1s established when the net realisable value of any inventory tem
15 lower than its cost

Bid costs

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

the bidding process typically involves a compettive bid process

to determine a preferred bidder and then a further pencd to reach
financial close with the customer Inthese cases, the costs ncurred
after announcement of the Group achieving preferred bidder status
are defarred to the balance sheet within work-in-progress From the
point financial close ts reached, the costs are amortised over the life
of the contract I an opportuniy for which the Group was awarded
preferred bidder status fails to reach financkl close, the costs
deferred to that point will be expensed in the income statement
immediately, when it becomes hkely that financial close will not

be achieved

Trade and other receivables

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

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

Current and non-cusrent habilities

Current lrabilties include amounts due within the normal operating
cycle of the Group Interest-beaning current and non-current
habiities are recogrised at fair value and then stated at amortised
cost with any difference betwean the cost and redemption value
being recegnised In the Income statement over the period of the
borrowings on an effeclive interest rate basis Costs associated
with the arrangement of bank facilities or the 1ssue of loans are
held net of the assoctated hiability presented in the balance sheet
Captalised 1ssue costs are released over the estimated life of the
faciity or mstrument to which they relate using the effective interest
rate method If t bocomas cloar that the faciity or instrument will
be redeemed early, the amortisation of the 1ssue costs will be
accelerated

Pravisions

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

Financial instruments

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

a financial instrurnent takes place when the Group no longer
controls the contractual nights that comprise the financial instrument,
when the instrument expires or 1s sold, terminated or exercised

Dervative financial instruments

Dervative financial instruments are inally recognised and
thereafter held at fair value being the market value for quoted
instruments or valuation based on meodels and discounted cash
flow calculations for unlisted instruments

Fair value hedging

Changes in the fair value of dernvatves designated as fair valug
hedges of currency nsk or interest rate nsk are recognised in the
ncome statement The hedged item is held at farr value with respect
to the hedged risk with any gain or loss recogmsed m the income
statement

Cash flow hedging

The effective portion of changes in the fair value of denvatves
designated as a cash flow hedge are recogmised in equity The
ineffective portion 1s recogriised immediately in the income
statement Where a hedged rtem results tn an asset or a Labilty,
gains and losses previcusly recognised in equity are mcluded

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

Hedging of net investment in foreign operations

The effective portion of changes in the fair value of denvatves
designated as hedges of the net investment in a foreign entity
are recognised In equity until the net Investment 1s sold or
disposed Any neffective portion 15 recognised directly in the
Income statement
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1. Significant accounting policies (continueq)

Leased assets

Leases are classied as finance leases whan substantally all of the
nsks and rewards of ownership are held by the lessee Assets held
under finance leases are captalised and included in property, plant and
equipment at the lower of the present value of mnimum lease payments
and far value at the inception of the lease Assets are then depreciated
over the shorter of therr useful economic lives or the lease term
Obligations relating to finance leases, net of finance charges ansing

in future penods, are included under financtal habilities

Rentals payable under operating leases are charged to the income
statement on a straight-ine basis over the tem of the lease

Foreign currencies

Transactions in foreign currencies are recorded using the rate

of exchange ruling al the date of the transaction Monelary assets
and hamhties in foreign currancies are transtated at penod-end
rates Any resuiting exchange differences are taken to the income
sfatement Gains and losses on designated forward foreign
exchange hedging contracts are matched aganst the foreign
exchange movements ¢n the underlying transaction

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

Post-retirement benefits

The Group provides both defined contnbution and defined benefit
penson arangements The kabiltes of the Group ansing from defined
benefit cbligations, and the related cument service cost, are determined
using the projected unit credt method Valuations for accounting
purposes ara camed out half yearly for the largest plans and on a
regular basis for other plans Actuanal advice 1s 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 obligation are recognised as an asset or a liabilty respectvely

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

the income statement Actuarnal gains and losses are recognised
in full immediatety through the Statement of Comprehensive
Income Contnbutions o defined contnbution plans are charged
to the Income Statement as mcurred

Share-based payments

The Group operates share-based payment arrangemenis with
employeas The fair value of equity-settled awards for share-based
payments i1s determined on grant and expensed straight line over
the peniod from grant to the date of earliest unconditional exercise
The fair value of cash-settled awards for share-based payments 1s
determined each period end until they are exercised or lapse The
value 1s expensed straight ine over the peniod from grant {o the date
of earliest uncondtional exercise The charges for both equity and
cash-setiled share-based payments are updated annually for non-
market-based vesting condtions

Share capital

Ordinaty share capital of the Company 1s recorded as the proceeds
recewved less 1ssue costs Company shares hald by the employee
benefit trusts are held at the consileration pad They are classified
as own shares within equity Any gain or loss on the purchase, sale
or issye of Company shares 1s recorded 1n equity

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

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

Recent accounting developments

The following EU endorsad new, revised and amended published
standards and interpretations are effective for accounting periods
beginning on or after 1 Apnil 2009 and have been adopted

IFRS 8, Oporating Segments replaces IAS 14 Segmental
Reporting and requires an entity to present segment information
on the same basis as used for mtemal management reporting

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

IAS 1 (rovised), Presentation of Financial Statements requires
the Group to present a Statement of Comprehenswe Income and
Statement of Changes in Equity as pnmary statements The Group
has elected to present the Statement of Comprehensive Income
and the Income Statement as two statements These consoldated
Financial Statements have been prepared under the revised
disclosure requirements

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

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

1AS 23 (revised), Borrowing Costs,

Amendments to IFRS1, First ime adophon of IFRS and IAS 27,
Consoldation and separate financial statements,

Amendment to IFRS 2, Share-based payment

* Amendments fo IFRS 7, Financial Instruments Disclosuras and
IAS 39, Financial instruments Recognition and Measurement,

= Amendments to IAS 32, Financial Instruments Presentation and
IAS 1 Presentation of Financial Statements,

* Amendments fo IFRIC 9, Reassessment of Embedded
Denvatives and IAS 39, Financial Instruments Recogniion
and Measurernent,

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

= IFRIC 16, Hedges of a Net Investment in a Foreign Operation
(eary adopted),

* IFRIC 18, Transfers of Assets from Customers, and
Annual improvements 2008-200%

-
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Financial Statements

Notes to the financial statements {continued)

1. Significant accounting policies (cortirued)

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

IFRS 3 (revised), Business Combinations and amendments to IAS
27, Consolidated and Separate Financrai Statements The standard
continues o apply the acquistion method to business combmations with
some signficant changes For example all acquisition related costs wall
be expensed, all payments to purchase a business will be recorded at
far value at the acquistion date, with contingent payments subsequently
re-measured at far value through the income statement There are also
changes to the reporting of non-controlling interest These revisions will
have an impact on the way in which the Group reports all future
business cormbmnations

The impact of adoption of the following new, revised, amended and
improved published standards and interpretations in future penods
which were also in 1ssue at the date of authonsation of these
Financial Statements, 15 under assessment

+ IFRS 9, Financial Instruments subject to EU endorsement

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

+ Amendment to IFRIC 14, 1AS 19 — The Limit on a Defined Benefit

Assel, Minimum Funding Requirements and their Interaction,

subject to EU endorsement,

IFRIC 19, Extinguwishing Financial Liabiities with Equity

Instruments, subject to EU endorsement, and

= [mprovements o iFRSs 2010 subject to EU endorsement

The Dwrectors anticipate that the adoption of the fellowing new,
revised amended and improved published standards and
interpretations in future penods which were also In I1ssue at the date
of authorisation of these Financial Statements, will have no matenal
impact on the Financial Statements of the Group
IFRS 1 (revised), First ime adoption of IFRS,
Amendments fo IFRS 1 First ime adoption of IFRS, subject
to EU endorsement,
Amendment to IFRS 2, Share-based payment,
* Amendment to IAS 32, Financial Instruments Presentakion,
+ Amendmentto IAS 39, Financial Instruments Recognihion

and Measurement, and

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

Cntical accounting estimates and judgements 1n applying
accounting policies

The following commentary 1s intended to highight those policies

hat are critical 1o the business based on the levet of management
judgement required in their application, their complexity and their
potential impact on the results and financial postion reported for

the Group The level of management judgemant required tncludes
assumptions and estimates about future events which are uncertain,
the actual outcome of which may result in a matenally different
outcome from that anticipated

Revenue and profit recognition

The estimation process required to évaluate the potential outcome

of contracts and projects requires skill, knowledge and expanence

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

of the contract, costs to complete internal and external labour resources
reguired and other factors This process s camed out continuously
throughout the business to ensure that project and contract
assessments reflect the latest status of such work No profit1s
recogmsed on a contract unti the outcome can be reliably estmated

www QineliQ com

Pri12_Aeview indd 54

Business combinations

Intangible assets recognised on business combinations have been
valued using established methods and models to determine eshimated
value and useful economic lfe, with input, where appropnate, from
external valuation consultants Such methods require the use of
estimates which may produce resulls that are different from actual
future outcomes

The Group tests annually whether goodwill has suffered any
impatrment This process Is reliant on the use of estimates of the
future profitabilty and cash flows of its cash-generating units which
may differ from the actual results delivered The Group addihionally
reviews whether identfied intangible assets have suffered any
Impattrrent

Post-retirement benefits

The Group’s defined benefit pension obligations and net income
statement costs are based on key assumptions including return

on plan assels, discount rates, mortalty, inflatioh and future

salary and pension Increases Management exercises their best
Judgement, in consultation with actuaral advisors, in selecting

the values for these assumptions that are the most appropriate

to the Group Small changes in these assumptions at the balance
sheet date, indvidually or collectively may result in significant
changes in the size of the deficit or the net Income statement costs

Research and development expenditure

Internally-funded development expendiure I1s capitalised when
cnterna are met (see page 51) and 15 wrtten off over the forecast
penod of sales resulting from the development Management
decides upon the adequacy of future demand and potential market
for such new products in erder to justfy capitalisatien of internally-
{funded development expaenditure These can be difficult to
determine when dealing with innovative technologies Actual
product sales may differ from these estmates

Tax

In determining the Group's provisions for Income tax and deferred
tax it 1s necessary {o assess the [ikelhood and timing of recovery
of tax losses created and to consider fransactions in a small
number of key tax jurisdictions for which the ultimate tax
determination 1s uncertatn To the extent that the final outcome
differs from the tax that has been provided adjustments will be
made 1o Income tax and deferred tax provisions held in the penod
the determination 1s made

Unquoted equity invesiments

The Group usually judges the farr value of unquoted equity
investments using the valuation ascnbed to the Investment

by a third-party funding round or simifar valuation event for that
investment In determining the value of an investment the Group
may use information from funding rounds, business plans and
forecasts market projections and other estimation technigques,
including management estimates, as a gwde These valuation
techniques require eshimates of the business’s 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

Year ended 31 March

all figures in £ milllgn 2010 2009
Sales of goods 1579 2163
Services 1467 5 14010
Revenue 1,6254 16173
Property rental mcome 69 79

3. Segmental analysis

Business segments
Year ended 31 March 2010

Qinetiq Europe,
North Middle East &

all figures in £ million America Australasia Ventures Total
Revenue
External sales™ 8001 8188 656 16254
Other information
EBITDA before share of equity accounted joint ventures and assoctates 743 985 (63) 1665
Share of equity accounted joint ventures and assocates 01 01 - 02
EBITDA before restructunng 744 986 (6 3) 1667
Depraciation of property, plant and equipment {67) {28 9} {0 4) (36 0)
Amortisation of purchased or internally developed intangible assets - (86) {18} {10 4)
Group operating profiti{loss) before acquisition amortisation and
specific non-recurring items'? 677 611 (85) 1203
EMEA reorganisation - {421) - (42 1)
Impasrment of plant, property and equipment - {230) (10) (24 0)
Amortisation of ntangible assets arnsing from acquisitions (20 2) (59) - (26 1)
Impairment of intangible assets {42 2) (79) (3 3) {53 4)
Group operating {loss)/profit 53 (17 8) {12 8) (25 3)
{Loss)¥gain on business divestments and unrealised impairment of
investments (62)
Net fihance expense {34 6)
Profiti{loss) before tax (66 1)
Taxation 28
Profit/{loss) for the year (63 3)

" There were internal sales of £12 5m from QNA to EMEA during the year
' Graup operating profit/{loss) before acquistion amortisation 1s stated before specific non recumng fems These comprse the EMEA reorganisation costs and
impaiment of plant property and equipment and intangible assets This s the measure of profit presented to the chief operating decision maker
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Financial Statements

Notes to the financial statements (continued)

3. Segmental analysis (contnuec)

Business segments
Year ended 31 March 2009

Europe
Cunet’l  Middle East &

Narth Australasia Total
all figures in £ millign Amenca {restated)” Ventures (restated)™
Revenue
External sales™ 7656 8423 94 16173
Other information
EBITDA before share of equity accounted joint ventures and assoctates B95 1181 (6 4) 2012
Share of equity accounted joint ventures and associates - - (72) (72
EBITDA 895 1181 (13 8) 184 0
Depreciation of property, plant and equipment (65) (26 7) (0 3) (33 5)
Amortisation of purchased or internally developed intangible assets - (72) 17 89
Group operating profit/{loss) before acquisition amortisation 830 842 (15 6) 1616
Amortisation of mtangible assets ansing from acquistions (18 0) 55 - (23 9)
Group operating profit/{loss) 650 787 (16 8) 128 1
Gain on business divestments and unrealised impairment of investments 73
Net finance expense (21 4)
Profit before tax 114 0
Taxation (20 4)
Profit for the year 936

) Thare were intemal salkes. of £4 Om from QNA ta EMEA duning the year

" Restaterment relates 1o the transter of the finance element of the IAS 19 pension cost totaling a £3 4m net credit to the income statement to the finance

income and expensa lnes This was previously reported in other oparating costs

Year ended 31 March 2010

GinetlQ Europe,
North  Middle East &

all figures in £ million America Australasia Ventures Unall d Consolidated
Segment assets’ 8981 638 2 160 - 1,6623
Segment liablties’ {150 6) {464 0) (66) - (621 2)
Unallocated net debt {hote 30) - - - (457 4) {457 4)
Net assets 7475 174 2 94 (457 4) 4737
Qther infermation
Capital expenditure — own equipment” 90 109 13 - 212
Capital expendture — LTPA funded® - 81 - - 91
Total capital expenditure 29 200 13 - 302
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3 Segmental analysis (contnued)
Year ended 31 March 2009

Qinetiy Eurepe
North Middle East &

all figures in £ million America Australasia Ventures Unallocated Consol:dated
Segment assets 983 8 748 8 3 - 1,763 7
Segment habilities {160 8) (459 4) (29) - (823 1)
Unallocated net debt (note 30) - - - (5379 (5379)
Net assets 8230 289 4 282 (3379 602 7
Other information
Capital expenditure = own equipment* 91 108 02 - 201
Capital expendiure — LTPA funded® - 123 - - 123
Total capital expenditure g1 231 G2 - 324
+ Segment assets and labiities exclude unallocated net debt
* Capital expenditure 1s defined as cash pawd for property plant and equipment addiions and purchased and internally developed intangible assets
Revenue by major customer type
Year ended 31 March 2010

QinetiQ Europe,

North Middle East &

all figures in £ million America Australasia Ventures Consolidated
UK Government - 614 1 04 614 5
US Government 743 2 103 06 7541
Other 569 194 4 55 2568
Total 800 1 818 8 65 162654
Year ended 31 March 2008

QinetQ Europe

North Middle East &

all figures in £ milhon America Australasia Ventures Censoldated
UK Government - 6387 - 6387
US Government 7161 41 12 7214
Cther 495 1995 82 2572
Total 7656 B42 3 94 1,617 3
Revenue by customer location
Year ended 31 March
all figures in £ mullioh 2010 2009
Morth Amenca 8253 7875
United Kingdom 7200 7729
Other 801 569
Total 16254 16173
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Notes to the financial statements (continued)

4 (Loss)/profit before tax

The fellowing dems have been charged in arnving at {foss)/profit before tax for the year ended 31 March

all figures in £ million 2010 2009
Fees payable to the auditor

- Statutory audit 10 11
- Audif of the Company s subsidianes pursuant to legislation 01 o1
- Other services supplied pursuant to legislation - 01
- Cther services relating to taxation 01 01
- Other services 04 -
Total auditer’s remuneration 16 14
Inventories recognised as an expense 769 818
Depreciation of property, plant and equipment

- Cwned assets before impairment 361 335
~ Owned assets imparment 240 -
- Under finance lease - -
Foreign exchange gams 02 05
Research and development expendrture - customer funded contracts 4183 457 0
Research and development expenditure - Group funded 73 15
The following terns have been charged in armving at {loss)/profit before tax in the column titled ‘acquisition amertisation and specific
non-recurring items’

ali figures in £ million note 2010 2009
EMEA reorganisation costs'" (42 1) -
impairment of plant property and eguipment 14 {24 0) -
Amortisation of intangible asset ansing on acquisiions 12 {26 1) (23 5)
Impairment of intangible asset 12z {33) -
Impairment of goodwill® 1 {50 1) -
Total goodwill and intangible impairment and acquisition amortisation {795) (23 5)
Gain/{loss) on business divestment 5 51 130
Unrealised impairment of investment 5 {(113) (57
Gain/{loss) on business divestment and unrealised impairment of investment 5 {6 2) 73
Total non-recurring items before tax {151 B) (16 2)

" The EMEA regrganisation programme announced in May 2009 weas largely completed this financral year The cost of this programme 1s £42 1m which has
teen expensed to the income statement this year as a non recurnng item the cash spent against this dunng the year was £35 4m

2 The goodwall impairment charge of £50 1m anses in three Cash Generating Units (CGUs) Technolagy Solutions in QNA (£11 4m) Mission Solutions

n QNA (£30 8m) and Australia in EMEA (£7 5m})
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5. (Loss)/gain on business divestments and impairment of investments

For the year ended 31 March

all figures in £ millson 2010 2009
Gam on busmess divestments 61 130
Unrealised impairment of investments {11 3) 57

(62 73

The gain on business dwvestments in the year relates to the disposal of two businesses On 30 September 2009 the Group disposed of the
Undenwater Systems business, a division of QinetiQ Limited, to Atlas Elekironik UK Limited for 2 consideration before costs of £23 Sm which
resulied in a proft on disposal of £6 9m On 31 July 2009 the Calibration business ef the Group, including ASAP Calbration Ltd, was sold for
proceeds before costs of £0 4m and resulted In a loss on disposal of £1 8m

The current year impairment of mvestments and associated committed costs relates to a £11 3m (2009 £5 7m) charge n respect of the
impairment in the carrying value of investments held for sale

The prior year gain on business divestments of £13 Om compnses £3 5m of profit on the disposal of a sales contract by QNA's Mission

Solutions business and a £9 5m profit on the disposal of part of the Cody Gate Ventures LLP {formerly CinetiQ Vantures LLP) which was
held as an equity investment

6. Finance income and expense

For the year ended 31 March

2009
all figures 0 £ millign 2010 {restated)*
Recewable on bank deposits 04 10 @
Finance lease income 14 16
Expected refurn on pension scheme assets 463 565
Finance income 481 591
Amortisation of recapralisation fes 07) (0 3)
Payable on bank loans and overdrafts {79) (13 8)
Payable on US dollar prvate placement deb! (232) (107
Finance lease expense (1n (14)
Unwinding of discount on financial labiltes (10) (12)
Interest on pension scheme habilities (48 8) 33 1)
Finance expense (827) {80 5)
Net finance expense (34 6) {214)

*Restatement relates to the transfer of the finance element of the IAS 19 pension cost totalling a net £3 4m credit to the income statemant, 1o the finance
income and expense lings This was previously reported in other operating costs
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Notes to the financial statements (continued)

7. Taxation

2010 2009
Before 2010 Before 2009
acquisition  Acquisition acquistion  Acquisition
amortisation amortisation amostisation amortisation
and specific  and specific and specific  and specific
non- non- non- non-
recurnng recurring 2010 recurnng recurming 2009
all figures i £ milion tems items Total tams iterns. Total
Analysis of charge
UK corporation tax - - - - - -
Crverseas corporation tax 167 88) 79 29 (58) 29
Total corporation tax 167 (88) 79 29 {58) (29)
Defermed tax (3 6) {(69) (10 8) 231 (05) 226
Deferred tax in respect of priot years {02) - {0 2) 07 - 07
Taxation (creditiexpense 128 (15 7) (2 8) 267 (63} 204
Factors affecting the tax charge 1n year
The pnncipal factors reducing the Group's current year tax
charge below the UK statutory rate are explained below
(Loss)/profit before tax 857 (151 8} (66 1) 1302 (16 2) 1140
Tax on (toss)profit before tax at 28% (2009 28%) 230 {42 8) (18 5) 364 {485) 319
Effect of
Expenses not deductible for tax purposes, research and
developmant relief and non-taxable tems {19 6} 294 98 (17 &) (01} (179
Unprevided tax losses of overseas subsidianes joint
vantures and associates (01) - {01) 14 - 14
Movements in unrecognised defefred tax assets
In respect of tax losses 61 - 61 07 - 07
Defered tax in respect of prior years 02) - {02) 09 - 09
Effect of different rates in overseas jurisdictions 27 (2 B) 01 51 (17N 34
Taxation [credit)/expense 129 (157) (28} 267 {63) 204

The effective tax rate on acquisition amortisation and specific non-recurnng items in 201015 lower than the Group rate as most of the
elernents do not attract tax rehef The tax rate on acquisition amortisation and specific non-recurring items in 2009 exceeds the overall

Group tax rate as it pnmanly relates to items subject to the higher US tax rate

Factors affecting future tax charges

The effective tax rate continues to be below the statutory rate in the UK primanly as a resulf of the benefit of research and development
relief In the UK The effectve tax rate i1s expected to remain below the UK statutory rate in the medium term subject to any future tax

legistation changes
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8. Dividends

An analysis of the dividends paid and proposed in respect of the years ended 31 March 2010 and 2009 are provided below

Pence per

share £m Date paidipayable
intenm 2010 1 58 104 Feb 2010
Final 2010 (proposed) - - -
Total for the year ended 31 March 2010 158 104
Interim 2009 150 98 Feb 2009
Final 2009 325 213 Sep 2009
Total for the year ended 31 March 2009 475 311

9, Analysis of employee costs and numbers

The largest compeneant of operating expenses ts employee costs The year-end and average monthly number of persons employed by the

Group ncluding Directors, analysed by business segment, was

Year end 31 March Maonthly average
2010 2009 2010 2009
Number Number Number Number
CanetiQ North Amernica 6,178 6,348 6,316 6,167
Europe, Middle East & Australasta 6,760 7 565 7141 7.970
Ventures 65 68 66 66
Corporate 76 79 81 79
Total 13,078 14,060 13,604 13,882
The aggregate payroll costs of these persons were as follows
all figures in £ million note 2010 2009
Wages and salanes 8781 568 2
Soclal securty costs 521 53 4
Other pension costs 44 6 46 6
Cost of share-based payments 33 58 586
Employee costs before EMEA reorganisation costs 680 6 673 B
EMEA recrganisation costs 421 -
Total employee costs 7227 6738

The 2010 EMEA reorganisation costs principally compnse the headeount reductien programme announced on 21 May 2009
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Finanaal Statements

Notes to the financial statements (continued)

10. Earnings per share

Basic earnings per share 1s calculated by dividing the profit attibutable to equity shareholders by the weighted average number of ordinary
shares in 1ssue during the year The weighted average number of shares used excludes those shares bought by the Group and held as own
shares (see note 32) For diluted earnings per share the weighted average number of shares in tssue 1s adjusted io assume conversion of all
potentially dilvlive ordinary shares ansing from unvested share-based awards including share oplions Underlying basic earnings per share
figures are presented below in addition to the basic and diluted earnings per share as the Directers consider this gives a more relevant
indication of underlying business performance and reflects the adjustments to basic earnings per share for the Impact of specific
non-recurnng items, amartisation of acquired intangible assets and tax thereon

For the year ended 31 March

2019 2009
Basic EPS
{Loss)/profit attnbutable to equity shareholders £m {633) 9386
Weighted average number of shares mithon 6635 6527
Basic EPS pence 97 143
Diluted EPS
{Loss)/profit attributable to equity sharaholders £m (63 3) 936
Weighted average number of shares dhien 653 5 6527
Effect of dilutive securthes” midlion - 28
Diluted number of shares millien 6532 & 68555
Diluted EPS pence {97) 143
Underlying basic EPS
(Loss)fprofit attnbutable 1¢ equity shareholders £m {63 3) 936
Recrganiisation costs £m a21 -
{Gain)/loss on business divestments, disposals and unrealised impairment
of investments £m 62 73)
Impairment of property plant and equipment £€m 240 -
Amortisafton of infangible assets ansing from acquisiions and impatrment
of intangible assets £Em 795 235
Tax impact of tems above £Em (167) 63
Underlying profit after taxation £m 728 1035
Weighted average number of shares million 6535 6527
Underlying basic EPS pence 111 169

* The loss attnbutable to equity shareholders in tha year enced 31 March 2010 results 1n ne effect of dilutive securibes te the weighted average number of
shares If there had been a profit in the year encec 31 March 2010 the effect of gilutive secunties would have been to increase the diluted number of shares
by 4 2m
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11 Goodwill

all figures in £ million note 2010 2009
Cost

At 1 April 6390 4379
Acquisitions 13 191 378
Foreign exchange {28 2) 163 2
At 31 March 6299 6390
Impairment

At 1 Apnil {0 5) (0 5)
Impairment in year (501) -
Foreign exchange 04 _
At 31 March (502) (05)
Net book value at 31 March 5797 638 &

Goedwill at 31 March 2010 was allocated across seven cash generating units (CGUs) in GNA and EMEA In the year two CGUs in the
EMEA busmess were amalgamated into one to reflect the way in which these CGUs are managed and operated

Goodwill 1s attributable to the excess of consideration over the fair value of net assets acquired and includes expected synergias, future
growth prospects and staff knowledge, expertise, customer contacts and securnty clearances The Group tests goodwill impairment for each
CGU annually or mere frequently if there are indications that gocdwill might be imparred

Key assumptions

The value In use calculations use discounted future cash flows based on the most recent forecasts from the five-year corporate plan

The fve-year corporate plan 1s approved by the Board Cash flows for periods beyond this period are extrapolated based on the final year
of the corporate plan, wath a terminal growth rate assumption apphed

Terminal growth rates

The specific pians for each of the CGUs have been extrapolated using a terminal growth rate of 1 5% to 2 5% (2009 2 5% to 3 0%) Growth
rates are formed based on management’s estimates which take into consideration the leng-term nature of the industry in which the CGUs
operate and external forecasts as to the likely growth of the industry in the longer term

Drscount rates

The Group's weighted average cost of capital (WACC) was used as a basis in determining the discount rate to be apphed adjusted for nsks,
specilic to the geographtcal location of CGUs as appropnate on a pre-tax basis The pre-tax discount rate applied for QNA CGUs was

11 8%~-12 1% and a range from 9 3%—16 9% for EMEA CGUs

Impairment
The in year impairment charge of £50 1m anses in three CGUs Technology Solutions in QNA (€11 4m), Mission Solutions in QNA (£30 8m),
and Australia in EMEA (£7 9m)

Defence markets remain challenging as a result of the ecenomic environment and both CGUs have seen a mederation in market growth
expectations which has led the Group 1o re-evaluate the growth forecasts for the CGU, including the long term growth rate Addmienally,
Technology Solutions in QNA has been affected by the finalisation of the strategy for the US's continued involvement in Afghanistan and
the completion of key Department of Defense (DoD) leadership appointments

The Austrahan CGU impairrment reflects an overall moderation in anticipated market growth which has, mturn, had an impact on the growth
assumptions for this CGU and an associated moderation in the terminat growth rate
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Financial Statements

Notes to the financial statements (continued)

11. Goodwill (conunued)

Significant CGUs
Sensitivity analysis shows that both the discount rate and growth rate assumptions are key components of the outcome of the recoverable
amount

The Technology Solutiens CGU was tmpaired during the year by £11 4m If the discount rate assumption was increased by 1% the

impairment charge would have increased by £28 1m to £39 Sm or, conversely, should the discount rate have been 1% lower this would
have given the CGU headroom of £28 3m Sensttivity analysis shows that a move of up to 1% i the termrnal growth rate could result in
an impairment of £33 8m or headroom of £20 3m The resulting carrying value of goodwill for this CGU at 31 March 2010 was £120 7m

The Systems Engineenng CGU had headroom, with current assurmptions, of £109 1m The Group’s sensiivity analysis shows that the
pra-tax discount rate would have to increase to 16 6% or the terminal growth rate to decline to (1 4)% to cause the carrying value of
the CGU to exceed its recoverable amount The carrying value of goodwilt for this CGU as at 31 March 2010 was £161 4m

Dunng the period, the Mission Solutions business was impaired by £30 8m If discount rates were assumed to be 1% higher the impairment
charge would have increased by £53 4m to £84 2m Conversely, If discount rates were 1% lower the CGU would have had a headroom of
£47 3m The senstivity to terminal growth rates would imply that a decrease of 1% would result in a further impairment of £43 8m, or an
increase of 1% would show the CGU with headroom of £32 8m The resulting carrying value of goodwall for this CGU at 31 March 2010
was £240 d4m

In EMEA the Managed Services and Consulting CGUs have significant headroom An increase in ether the discount rate ot decrease in the
terminal growth rate by 1% would not cause the net cperating assets to exceed therr recoverable amount

The Technology Solutions CGU in EMEA has headroom, under current assumptions, of £21 7m If the discount rate was 1o decrease
or Increase by 1%, the CGU would have headroom of £43 9m or £5 7m respectively Similarly, f terminal growth rates were to decrease
or increase by 1%, headroom would be £9 3m or £39 1m respectively

During the period, the Australia CGU was tmpaired by £7 9m If discount rates were assumed to be 1% higher the impawment charge would
have increased by £0 7Tmto £8 6m Conversely, If discount rates were 1% lower the extent of the impairment would have been reduced by
£0 8m 1o £7 1m The sensitivity to terminal growth rates would imply that a decrease of 1% would result in a futher impairment of £0 5m or
an increase of 1% would reduce the impairment by £0 6m

The Directors have not identified any other likely changes in cther significant assumptions since 31 March 2010 and the signing of the
financial statements that would cause the carrying value of the recognised goodwill to exceed its recoverable amount
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12. Intangible assets
Year ended 31 March 2010

Acquired GOther

intangtble Develop t tangible
all figures 10 £ miulion note assets” costs assets Total
Cost
At 1 Apnl 2009 22186 108 344 2668
Addtions — infemally developed - 06 - 08
Additiens — purchased - - 56 56
Addrtions — recognised on acquisitions 13 160 - - 160
Disposals - 02) (4 3) (4 6}
Disposals - recognised on dvestments (0 5) - (0 8) (13)
Transfers - 21 14 35
Foreign exchange (82) - 02) (8 4)
At 31 March 2010 2288 134 361 2783
Amortisation and impairment
At 1 Apnl 2009 860 46 121 1026
Amortisation charge for the year 261 340 83 374
Impairment in year - - 33 33
Disposals - {02) (31} 33)
Disposals — recognised on divestments {0 5) - 04) {09)
Foreign exchange (24) - {01) {(25)
At 31 March 2010 109 2 73 201 1366
Net book value at 31 March 2010 1196 61 160 1417
Year ended 31 March 2009

Acquired Other

mntangible Development intangiole
all figures In £ million note assets” Cosls assets Tctal
Cost
At 1 Apnl 2008 1194 107 s 1619
Addiions - intemally developed - 02 a1 03
Additions — purchased - - 22 22
Addtions - recognised on acquisitions 13 534 - - 534
Disposals 03 - (01) 04
Forewgn exchange 450 - 04 49 4
At 31 March 2009 2215 109 344 266 8
Amortisation and impawrment
At 1 April 2008 452 21 55 528
Amortisation charge for the year 235 24 65 324
Disposals - - 1) o1
Foreign exchange 173 - 0z 175
At 31 March 2009 860 45 121 1026
Net book value at 31 March 2009 1355 64 223 164 2

* Acquired Intangible assets pnneipally consist of the value of attnbuted 1o customer contracts including ordars, backlog and certain custorner relationships

a minor efement 1s atinbuted 1o technology patentsflicences and brand names No value 15 attnbuted to customer relationships where short-tesm contracts

are held that are subject to regular re-competition
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Financial statements

Notes to the financial statements (continued)

13. Business combinations

In the year to 31 March 2010 the Group acquired 100% of the 1ssued share capital of Cyvelllance, Inc If this acquisition had been completed
as at 1 Apnl 2009 Group revenue for the year ended 31 March 2010 would have increased by £2 Om to £1,627 4m and Group loss before
tax would have reduced by £0 1m to £66 Om

Acquisitions in the year to 31 March 2010

all figures in £ millign Contribution post-acquisition
Fair value
Date Cash Deferred of assels Qperating
Company acquired acquired consideration'” consideration  Goodwill  acquired! Revenue profit
QNA acquisitions
Cyveillance, Inc 1 July 2009 261 04 191 74 59 09
Current year acquisitions 261 o4 191 T4 59 09

Deferred consideration in respect
of prior year acquisitions™

ITS Corporation 62 - - - - -
Novare Services Pty Lid 04 - - - - -
Spectro, Inc [E:] - - - - -
Dominion Technology Resources, Inc 128 - - - - -
Total 463 04 191 74 59 09

"niial cash consideration includes acquisition ¢osts and pnce adjustrments for warking caprtal and net debt

D Fair value of assets acquired are provisiona|

¥ Cash consideration paid in the year includes deferad consideration amounts in respect of prior year acquisitions as a result of payment crtena being met

“ Deferred consideration of £0 4m has been recognised on the acquistion of Cyvelllance Ine based upon the estimated payment to be made The maximum
amount payable 15 $40m depending on tha financtal parformance of Cyvelllance in the two-year period ending 31 December 2010

Set out below ara the aflocations of purchase consideration, assets and labilities of the acquistions made in the year and the adjustments
required to the book values of the assets and abiliies in order to present the net assets of these businesses at far value and in accordance
with Group accounting policies  These allocations and adjustments are provisional Thefe were no adjustments to the provisional far values
at 31 March 2009

Acquisition In the year to 31 March 2010

Fair value  Fairvalue at

all figures in £ rmillion noie Book value adjustment acquisttion
Intangible assets 12 - 160 16 0
Property, plant and equipment 14 04 - o4
Trade and other recevables 10 - 10
Cther current assets 07 - 07
Trade and other payables 02) - {(02)
Cash and ¢ash equivalents 07 - 07
Defemed tax labibity 2 - (63) (63)
Other lhabilties {49) - {49)
Net assets acquired {23) 97 74
Goodwill 191
265
Consideration satisfied by
Cash 258
Defemed consideration o4
Total cansideration before costs 260
Related costs of acquistion 05
265

The far value adjustments include £16 Om i relation to the recognition of acquired intangible assels less the recognition of a defered tax
liabihity of £6 3m n relation to these intangible assets
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13. Business combinations (cominued)

Acquisstions in the year to 31 March 2009

all figures 1n £ million

Contnbution post-acquiston

Far value

Date Initial cash Defarred of assets Operating
Company acquired acquired consideratien'”  consideration Goodwill acquired Revenue profit
QNA acquisitions
Spectro, Inc 23 July 08 62 05 22 45 58 09
Deminion Technology Resources, Inc 17 Oct 08 742 226 336 632 160 16
EMEA acquisitions
Commerce Decisions Ltd 130¢ct 08 125 - 64 61 24 10
Current year acquisitions 929 231 422 7138 243 35
Update In respect of acquistions
made In the year to 31 March 2008 - (4 3) {4 3) - - -
Total 929 188 379 738 243 36

™ |nitizl cash consideration includes acquisiion costs and prce adjustments for working capital and net debt

Set out below are the allocations of purchase consideration, assets and habtlities of the acguistions made in the year and the adjusiments
reguired to the book values of the assets and liabilties in order to present the net assets of these businesses at far value and in accordance

with Group accounting policies

Acquisitions in the year to 31 March 2009

Farvalue  Fair value at
all figures in £ milion nate Bookvalue adjusiment acquisiion
Intangible assets 12 - 534 53 4
Property, plant and equipment 14 07 02 09
Deferred tax asset 24 - 346 348
Trade and other receivables 61 - 81
Other current assets 17 - 17
Trade and cther payables 73 (20) 93
Cash and cash equivalents 37 - 37
Debt and other borrowings - - -
Deferred {ax labilty 2 - (193) (19 3)
Net assets acquired 69 669 738
Goodwill 422

116 0
Consideration satisfied by
Cash 896
Deferred consideration 231
Total consideration before costs 1127
Related costs of acquisition 33
116 0
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Financial Statements

Notes to the financial statements (continued)

14. Property, plant and equipment
Year ended 31 March 2010

Plant, Compuiers
Land and machinery and office  Assets under

all figures in £ milhon buildings and vehicles equipment  construction Total
Cost
At 1 Aprl 2009 3022 136 6 625 244 5257
Addmions 19 34 34 148 235
Acquisition of subsidiaries 01 - 03 - 04
Disposals (35) {1 0) (22) (4 8) {11 5)
Disposals — recognised on divestments (17) (28) (13) - 58)
Transfers 57 1659 (30} (221) (35
Foraign exchange (0 1) 04) (09) 1) (16)
At 31 March 2010 304 6 M|M7 588 122 5273
Depreciation
At 1 Apni 2008 845 201 3|7 - 1833
Charge for the year 118 167 66 - 351
Impaiment 207 33 - - 240
Disposals {(35) {(10) (22) - €7
Disposals —recognised on divesiments {(10) {18) {10} - {3 8)
Transfers 31 01) 30) - -
Foraign exchange - - 1) - 01)
At 31 March 2010 956 107 2 390 - 24138
Net book value at 31 March 2010 2090 445 198 122 2855

Impairment of land and bulldings of £20 Tm retates to vacant owned properties within the EMEA sector where there are no external tenants
following vacancies ansing in the year Plant, machinery and vehicles impairments of £3 3m relates to the imparrment of assets which are @
no longer generating a return Both these impairments relate to reductions in the carrying value of these assets to their recoverable amounts

Year ended 31 March 2009

Plant, Cemputers

Land and machinery and office Assets under

all figures in £ mulion buildings and vehkles equipment eonstruction Total
Cost

At 1 Apnl 2008 30638 1155 420 220 486 3
Additions 09 55 45 182 291
Acquistion of subsidaries 03 03 D3 - 09
Disposals (18) (0 8) 20) - {46)
Transfers (82) 131 92 {16 1) -
Foreign exchange 22 30 85 03 140
At 31 March 2009 3022 136 6 625 244 5257
Depreciation

At 1 Apnl 2008 546 739 254 - 153 9
Charge for the year 116 147 72 - 335
Disposals (an 0 8) 20 - 43
Transfers n 03 19 - on
Forewgn exchange 17 24 62 - 103
At 31 March 2009 645 801 387 - 193 3
Net book value at 31 March 2009 <14 46 5 238 244 3324

Assets held under finance leases, capitalised and included in computers and equipment, have
+ a cost of £nil (31 March 2009 £5 2m),

* aggregate depreciation of £mil (31 March 2009 £5 2m), and

* a net book value of £ml (31 March 2009 £nil)

Under the terms of the Business Transfer Agreement with the MOD certain restrichions have been ptaced on freehold kand and buildings,
and certain plant and machinery related fo them These restnictions are detailed in note 35
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15. Other financial assets
As at 31 March

all figures in £ rillion 2010 2009
Denvative financial instrumants 48 01
Net investment in finance lease 30 30
Total current financial assets 78 31
Net investment in finance lease 100 118
Dervative financial mmstruments - —
Total non-current financial assets 100 116
Total financial assets 178 147

16. Equity accounted investments
Year ended 31 March 2010

Joint ventures Group net share
and assoclates of joint ventures

all fxgures in £ milfion firancial results and associates
Revenue 189 69
Profit after tax 05 02
Non-cunment assets 12 04
Current assets 69 21
g1 25
Current fiabilities “mn (15)
Non-cumrent lrabilities {02) {0 1)
{4 9) {1 6)

Met assets 32 09

Year ended 31 March 2009

Jant ventures Group net share

and associates of joint ventures

all figures in £ milion financial results and associates
Revenue 142 52
Loss after tax (147) 72)
MNon-cument assets o7 D2
Current assets 64 22
71 24

Current habiiities 35) 13
Non-current habilities (15) (0 4)
50 an

Net assets 21 o7

The unrecognsed share of losses of equity accounted mvestments at 31 March 2010 was £mil {31 March 2008 £mil) Dunng the year ended
31 March 2010 there were sales to joint ventures of £nil (2003 £2 6m) and to associates of £2 7m (2003 £ml) At the year end, there were
outstanding recewables from joint ventures of Enil (2009 £nil) and £0 3m (2009 £nil) from associates There were no other related party
transactions between the Group and its joint ventures and associates in the year
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Notes to the financial statements (continueq)

17 Other non-current investments

all figures 1n £ million 2010 2009
Available for sale nvestments at 1 Apnit 157 147
Cash (repaid)/invested in year - (086)
Nen-cash additions in year - 56
impairment charged 1o income siatement in year (108} 50
Foreign exchange 01) 10
Available for sale investments at 31 March 48 167

Impairments in the year relate to four unguoted investments due to a dechne in the future growth prospects of the markets in which these
investments operate

18. Inventories

As at 31 March

all figures 1n £ milion 2010 2009
Raw matenals 44 34
‘Work in progress 328 264
Finished goods 428 385

798 6813

Included 1n work in progress 1s an amount of £30 8m (2009 £19 6m) relating to deferred pre-contract costs relating to the DTR programme
which are recoverable in more than one year

19 Trade and other receivables
As at 31 March

all figures in £ million 2010 2009
Trade debtors 2130 3312
Amounts recoverable under contracts 1807 1691
Other debtors 59 148
Prepayments 202 178

423 8 5329

In detemuning the recoverability of trade recevables, the Group considers any changes in the credit quality of the trade recewvable from
the date credt was granted up to the reporting date Credit nsk 15 imited due to the high percentage of turnover being derved from UK and
US defence and other government agencies Accordingly, the Directors beleve there 1 no further credit provision required in excess of the
allowance for doubtful debts As at 31 March 2010, the Group camed a provision for doubtful debis of £8 8m (2009 £5 9m)

Ageing of past due but notimpared receivables

alt figures 1 £ million 2010 2009
Up to 3 months 294 836
Over 3 months 28 91

322 827
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19 Trade and other receivables (continued)

Movements on the Group doubtful debt provision

all figures in £ millicn 2010 2009
At 1 Apnil 69 62
Created 1] 37
Released 27) (40)
Utiised - -
At 31 March g8 59

The maximum exposure to credn nisk in relation to trade recenvables at the reporing date 1s the fair value of frade receivables The Group

doas nct hold any collateral as secunty

20 Current asset investments
As at 31 March

all figures in £ million

201¢

2009

Availabte for sale investment

23

086

At 31 March 2010 the Group held a 4 9% shareholding in pSivida Limited (31 March 2009 4 9%) a company listed on NASDAQ and the
Austrahan and Frankfurt Stock Exchanges The invesiment 1s held at fair value of £2 3m (2009 £0 6m) using the closing share price at
31 March 2010 of A$4 20 per share (31 March 2009 A$1 30 per share) Duning the year, the imcrease in vatue of £1 7m (2009 reduction

£0 7m) has been recognised as a gain tn the statement of comprehensiva Income

21, Cash and cash equivalents
As at 31 March

all figures in £ million 2010 2009
Cash 5T 2 128 2
Cash equivalents 67 13389
Total cash and ¢ash equivalents 839 2621
At 31 March 2010, £4 4m (31 March 2009 £4 5m) of cash was held by the Group's captive insurance subsidiary including £3 6m

(2009 £3 Sm) which 1s restnicted in its use

22 Trade and other payables

As at 31 March

all figures in £ millien 2010 2009
Payments receved on account 699 828
Trade creditors 4890 713
Other tax and sccial securty 369 369
Other creditors 873 66 4
Accruals and deferred iIncome 1543 1898
Total current trade and other payables 3964 447 2
Payments recened on account 237 293
Other payables 115 194
Total non-current trade and other payables 352 487
Total trade and other payables 4316 495 9
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Financial Statements

Notes to the financial statements (continued)

23. Provisions

Year ended 31 March 2010

all figures in £ million Reorganisation Other” Total
At 1 Aprl 2009 08 122 131

Created n year 44 1 79 520
Released in year - (4 1) (41)
Utilised in year {35 4) {16} (37 0)
At 31 March 2010 96 144 240
Current habilty 986 65 161

Non-current habiliy - 79 79
At 31 March 2010 96 144 240
" Other provisions comprise legal, emaronmental property and other labilites

Year ended 31 March 2009

all figures in £ milhion Reorganisation Other Total

At 1 Aprii 2008 293 16 4 457
Created in year - 63 63
Released in year {11} (4 0) 51
Utilised in year (27 3) 65) (33 B)
At 31 March 2009 09 122 131

Current labilty 09 34 43
Non-current iabilty - B8 88
At 31 March 2009 09 122 131

24. Deferred tax

Deferred tax assets and liabilhies are offset only where there 1s a legally enforceable nght to offset and there s an intention to settle the
batances net

Movements in the deferred tax assets and habilittes are shown below

Year ended 31 March 2010
Deferred tax asset

Penston
all figures n £ milhon hability Hedging Other Total
At 1 Aprl 2009 29 4 66 220 580
Created 118 (29) 64 153
Prior year adjustment - - 13 13
Foreign exchange - - {11) (11)
Transfer - - 68 68
Gross deferred tax asset at 31 March 2010 412 37 354 803
Less hability available for offset (51 6)
Net deferred tax asset at 31 March 2010 287
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24 Deferred tax (coninueg)

The net deferred tax asset created in the year relating to the pension kability includes £16 Sm released to equity (2009 £34 1m released

to equty)
Deferred tax habiity

Accelerated tax

depreciaton and

all figures un £ million amortisation
At 1 Apnl 2009 (66 9)
Acquisitions (63)
Created 102
Pricr year adjustment (11)
Foreign exchange 17
Gross deferred tax hability at 31 Mareh 2010 (624)
Less asset available for offset 6186
Net deferred tax liability at 31 March 2010 {108)

At the balance sheet date, the Group had unused tax losses of £117 1m (2009 £77 Sm) potentially available for offset against future profits
No deferred tax asset has been recognised in respect of this amount due to uncertainty over the timing of ts utihsation These losses can be

camed forward idefinitely

Year ended 31 March 2009
Deferred tax asset

all figures in £ million Pension hability Hedging Cther Total
At 1 April 2008 65 12 18 195
Created 229 47 154 430
Pror year adjustment - 07 (52) 45)
Gross deferred tax asset at 31 March 2009 294 66 220 580
Less hability available for offset (58 0)

Net deferred tax asset at 31 March 2009

Deferred tax [rability

afl figures n £ milon

Accelerated tax
depreciation and
amortisation

At 1 Apnl 2008 (50 3)
Acquisitions 153
Craated (26 2)
Foreign exchange (G
Gross deferred tax Labihity at 31 March 2009 (66 9)
Less asset available for offset 580
Net deferred tax habihity at 31 March 2009 {89)
25, Other financial habilities — current

As at 31 March

all igures in £ milion 2010 2009
Bank overdraft 32 -
Deferred financing costs 07} 07
Finance lease creditor 28 28
Denvative financial nstrumenis 36 200

89 221

Further analysis of the lerms and matunty dates for financial liabilities are set out In note 27
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Financial Statements

Notes to the financial statements (continued)

26. Other financial liabilities — non-current
As at 31 March

all figures in £ rmilhion 2010 2009
Bank loan 1437 386 2
Deferred financing costs 09) (16)

1428 3846
US $135m 5 44% private placement, repayable December 2013 904 955
US $62m 7 13% private placement repayable February 2016 419 433
US $125m 5 5% private placement, repayable December 2016 834 880
US $238m 7 62% private ptacement, repayable February 2019 1610 166 2
Finance lease creditor 97 114
Dervatwve financral instruments 10 36

530 2 7926

The bank loan reflects draw-downs under the Revolving Credit Facility comprising loans of US$210m and €6m After tha effact of interest
rate swaps the loan has an average fixed rate of 4 35% until September 2010, when # returns to fleating rate

All the US private placements have been 1ssued as fixed rale bonds and have not been converted to floating rate Further analysis of the
terms and matunty dates for financial habilties are set out in Note 27

27. Financial nsk management

The Group s international operations and debt financing expose it to financial nsks which include the effects of changes in foreign exchange
rates, interest rates, credit nsks and hquidity nsks

Capital, treasury and nsk management policies are set by the Board, setting out specific guidehnes on financial iisks and the use of financtal
instruments to manage nisk The instruments and techniques used to manage exposures include foreign currency denvatives and interest
rate derivatives Group treasury monitors financial nsks and compliance with nsk management polictes These policies are discussed further
i the Chief Financial Officer’s review on pages 12-15

A) Fair values of financial instruments

Effective 1 Apnl 2008, the Group adopted the amendment to IFRS7, Financial Instruments Disclosures, for the financial instruments that are
measured In the balance sheet at farr value This requires disclosure of farr vatlue measurements by level of the following fair value
measurement hierarchy

Level 1 Quoted prices (unadjusted) in active markets for identical assels or labilhes,

Level 2 Inputs other than quoted pnees including within Level 1 that are observable for the asset or hability, ether directly () e as prices)
or indirectly (1 e derived from prices), and

Level 3 Inputs for the assets or liability that are not based on cbservable market data (| @ unobservable inputs)

The following table prasants the Group’s assets and habilities that are measured al far valye at 31 March 2010

nots Level 1 Level 2 Level 3 2010 Total
Assets ’
Current denvatve financial instruments 15 - 48 - 48
Current other invesiments 20 23 - - 23
Non current other investments 17 - - 48 48
Liabihties
Current dervative financial instruments 25 - {36) - (386)
Non-currant denvative financial instruments % - {10) - {1 0)
Total 23 02 48 73
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27. Financial sk management (contrueg)

For cash and cash equivalents, trade and other recevables and bank and current borrowings, the fair value of the financial instruments
approximate to their carrying value due to the short maturty penods of these financial mstruments For frade and other recevables
allowances are made within the carrying value for credit sk For other financial instruments, the fair value 1s based on market value,
where avattable Where market values are not available, the fair values have been calculated by discounting cash flows to net present
value using prevailing market-hbased interest rates transtated at the year-end rates, except for unlisted fixed asset investments where

a farr value equals carrying value

All inancial assets and liabilities have a fair value dentical 1o book value at 31 March 2010 and 31 March 2009 except where noted below

As at 31 March 2010

Financial
assetfar
value Financial
through habiities at  Detivatives Total
Income Avallable Loans and amortised used as carrying Total fair
all figures in £ millicn nete statement for sale recevables cost hedges value value
Financial assets
Non-current
Net investment in finance lease 31 - - 100 - - 100 114
Equity accounted investments 16 - [13:] - - - 09 09
Cther investments 17 - 48 - - - 48 48
Current
Denvative financial instruments 15 48 - - - - 48 48
Net nvestment in finance leases 34 - - 30 - - 30 30
Trade and other recevables 18 - - 4238 - - 423 8 4238
Investments 20 - 23 - - - 23 23
Cash and cash equivalents 21 - - 639 - - 639 639
48 80 5007 - - 513§ 5149
Finaneial habihties
Non-current
Trade and other payables 22 - - - {356 2) - (35 2) (35 2}
Denvative financial Instruments 26 - - - - {10} (1 0) (10)
Bank and other borrowings 26 - - - (519 5) - (519 6) (552 7)
Finance lease 39 - - - (97) - 970 {10 7)
Current
Trade and other payables 3 - - - (396 4) - (396 4) (396 4)
Dervative financial nstruments 25 - - - - (3 6) {(36) (3 6)
Finance lease a1 - - - (2 8) - (28) (28)
Bank overdraft and finance costs 25 - - - (25) - (25) (25)
- - - {966 1} {4 6) {(9707) (1,004 9)
Total 48 80 5007 {966 1) {4 6) {4567 2) (490 0)
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Financial Staternents

Notes to the financial statements (continued)

27. Financial nsk management (contnued)
As at 31 March 2009

Financial
asset fair
value Finaneial
through liabiities at Dervatives Total
incoma Available Leans and amortised used as carrying Total fair
all figures in £ million note statement for sale  recewvables cost hedges value value
Financial assets
Non-current
Net investment in finance lease 3 - - 116 - - 118 123
Equity accounted investments 16 - 07 - - - 07 a7
Cther investments 17 - 157 - - - 157 157
Current
Dervative financial nstruments 15 01 - - - - 01 01
Net investment in finance leases 3 - - 30 - - 30 30
Trade and other recevables 1% - - 5329 - - 5329 532 9
Investments 20 - 06 - - - 06 06
Cash and cash equivalents 21 - - 2621 - - 2621 2621 !
01 170 8096 - - 8267 827 4
Financial habilities
Non-current
Trade and other payables 22 - - - “87) - (48 7) (48 7)
Dervative financial instruments 26 - - - - (36) (3 6) (3 6)
Bank and other borrowings 26 - - - (777 B) - (777 6) (756 8)
Finance lease 3 - - - (11 4) - {11 4) (112}
Current
Trade and other payables 22 - - - (447 2) - (447 2) (447 2)
Derwvatve financial mstruments 25 - - - (200 (2000 (200)
Finance lsase 31 - - - (28) - (28) (28) @
Bank overdraft and finance costs 25 - - - 07 - 07 07
- - - (1,287 0) {23 8) (1,3106) {1,289 6)
Total 01 170 8096 (1,287 0) {23 6) (483 9) (462 2)

Market values, where available, have been used to determine far values Where market values are not availlable, farr values have been
calculated by discounting cash flows to net present values using prevailing market-based interest rates translated at year-end exchange
rates, except for unhsted fived assat investments where a fair value equals book value
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27. Financial nsk management tconunueq)

B) Interest rate rnisk

The Group operatas an interest rate policy designed 1o optimise interest cost and reduce volatilty in reported earmings The Group's current
policy 1s to require rates to be fixed for 30-80% of the level of borowings, but with a maximum 100% fixed for no more than 12 months

This 1s achieved pnmanty through fixed rate borrowings, and also through the use of interest rate swaps At 31 March 2010 98% (2009 73%)
of the Group’s borrowings were at fixed rales, afler adjusting for Interest rate swaps

Financial assets/{habtlities)
As at 31 March 2010

Financial asset

Financial liabitity

Fixad ar Non-interest Fixed or Non-interest
all figures 10 £ million capped Floating beanng capped Floating beanng
Sterling 130 663 105 {12 5) {0 3) (08)
U3 dollar - 44 - (516 2) (01) (38)
Euro - 14 - - (62) —
Austrahan dollar - 18 23 - {12) -

1340 639 128 (527 7) (6 8) (4 6)
As at 31 March 2009
Financsal asset Financial habity

Fixed or Non-interest Fixedor Non-interest
all figures in £ million capped Floating beanng capped Floating beanng
Sterling 146 2161 165 (142) @717 {18 5)
US dollar - 42 6 - (5811) (69 6) 51 @
Euro - 14 - - (1186) -
Austrahian dollar - 20 06 - (16 9) -

146 2621 171 (595 3) {195 8) {23 6)

Floating rate financial assels attract interest based on the relevant national LIBID equivalent Floating rate financial lrabilties bear interest

at the relevant national LIBOR equivalent Trada and other recevables/{payables) are excluded from this analysis

For the fixed or capped rate financial assets and liabiities, the average interest rates (including the relevant marginal cost of borrowing)

and the average penod for which the rates are frxed are

2010 2009
Weighted Weghted
Fixed or average Weighted Frxedor avarage Waeighted
capped interestrate  average years capped nterest rate average years
£m % to matunty £m to matunty
Financial assels
Sterling 130 13 4% 56 146 13 4% 65
Financial llabilties
Steriing (12 5) 121% 55 (142) 121% 65
U5 dollar (5152} 59% 48 (3811) 58% 55
(827 7) 61% 48 (5853 5 9% 595

Sterling assets and llabiities consist pnmarily of finance leases with the waighted average interest rate reflecting the internal rate of return

of these leases

Interest rate nsk management

The majenty of the Group's bank and private placement borrowings were fixed through a combination of interest rate swaps and fixed rate
debt The notional principal amount of the outstanding interest rate $wap contracts at 31 March 2010 was £138 4m or US$210m (31 March
2009 £188 1mor US$270m) The swaps have the economic effect of converting floating rate US dollar borrowangs nto fixed rate US dollar

borrowings and are accounted for as cash flow hedges
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Notes to the financial statements (continued)

27. Financial nsk management (continued)

C) Currency nsk

Transactional currency exposure

The Group 15 exposed to foreign currency risks ansing from sales or purchases by businesses in currencies other than therr functional
currency It s Group policy that when such a sale or purchase 1s certain, the net foreign exchange exposure 1s hedged using forward
foreign exchange contracts Hedge accounting documentation and effectiveness testing are undertaken for all the Group's transactional
hedge contracts

The table below shows the Group s currency exposures, being exposures on currency transactions that give nise to net currency gains
and losses racognised m the income statement Such exposures compnse the monetary assets and habilities of the Group that are not
denominated In the functional currency of the operating company involved, other than certain non-sterling borrowings treated as hedges
of net invesiments in overseas entities

Functignal currency of the operating company

Net foreign currency monetary assets/{habilives)

all figures in £ mdlon US dallar Euro Australian dallar Other Total
31 March 2010 - sterling 51 14 41 04 10
31 March 2008 - sterling 56 14 06 08 85

The amounts shown In the table take into account the effect of the forward contracts entered into to manage these currency exposures

The Group enters into forward foreign currency contracts to hedge the currency exposures that anse on sales and purchases denominated
In foreign currencies, as the transaction occurs The pnncipal contract amounts of the outstanding forward currency contracts as at 31 March
2010 against sterling are net US doliars sold of £6 2m (39 4m) and net Euros sold of £12 5m (€14 1m)

Translational currency exposure

The Group has significant investments In overseas operations, particularly in the United States As a result, the sterling value of the Group s
balance sheet can be significantly affected by mevement in exchange rates The Group seeks to mitigate the effect of these transtational
exposuras by matching the net investment in overseas operations with borrowings denominated in their functional currencies unless the cost
of such hedging activity 15 uneconormic Thrs 1s achieved by borrowing in the local currency, or In some cases indirectly through the use of
forward lorergn exchange contracts

Net investment hedges

The Group had one €8 million currency loan designated 23 a net investiment hedge at 31 March 2010, but no swap contracts Dunng the
year the Group de-designated currency loans of $210m which had previously been used to hedge translational currency exposures, and
entered into offsetting currency swaps to elminate any future exchange exposure ansing from this loan

D) Financial credit nsk

The Group 15 exposed to cradit related losses in the event of non-performance by counterpariies to financial instruments, but does not
currently expect any counterparties to fail to meet thear obligations Credit sk 1s miigated by the Board-approved policy of only selecting
counterparties with a strong investment grade long-term credd rating for cash deposits, normally at least AA - or equivalent In the nomnal
course of business, the Group operates notional cash pooling sysiems, where a legal nght of set-off applies

The maximum credit-nsk exposure in the event of other parties failing to perform thew obhigations under financial assets, excluding trade and
other recevables, totals £80 2m Al 31 March 2010 the maximum exposure with a single bank for deposits and cash was £41 9m, whilst the
maximum mark to market exposure for dervatives was £4 8m These exposures were with different financial insttutions rated AA or better
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27 Fnancial risk management (coninued)

E) Liquidity nsk

Borrowming facihties
As at 31 March 2010, the Group had a Revolving Credit Facilty (RCF) of £500m (2009 £500m) The RCF s contracted untl 2012 and
15 utilised as shown in the table below

Interest rate Total Drawn Undrawn
% fm £m £m
LIBOR plus

Committed facilities 31 March 2010 03% 500 0 1437 366 3
Freely available cash and cash equwalents 6389
Available funds 31 March 2010 420 2
Committed faciities 31 March 2009 5000 386 2 1138
Freely available cash and cash equivalents 258 6
Available funds 31 March 2009 3724

|n addition to the above borrowing facildies there 1s debt of £378 7m (2008 £393 0m) under the US private placement

Gross contractual cash flows for borrowings and other financial habilities
The following are the contractual maturties of financial labilities inctuding interest payments The cash flows associated with dervatives that
are cash flow hedges are expected to have an impact on profit or loss in the periods shown

As at 31 March 2010

Contractual Mare than
all figures 1n £ million Book value cashflows 1 yearor less 12 years 3.5 years 5years
MNon-derivative financial habilities
Trade and other payables {431 6) {431 6) (396 4) {352) - -
Bank overdrafts (32) 32) (32) - - =
US private placement debt {376 7) (549 9) {24 2) (24 2) {166 8) {344 6)
Multi-currency rovolving facilty (1437) (143 7) - - {143 7) -
Recaptalisation fee 16 - - - - -
Finance leases {12 5) (16 5) (2 8) {28) {8 5) (14)
Derivative financial habilities
Interest rate swaps — cash flow hedges (38) (38) {2 8) {08) {02) -
Forward foreign currency contracts — cash
flow hedges {08) {08) (0 8) - - -

(970 7) (1,148 5) (430 2) (630) {309 3) {346 0)
As at 31 March 2009
Cantractual Mora than
all figures in £ million Book value cash flows 1 yearar less 1-2 years 3-5 years 5 years
Non-derivative financial habilities
Trade and other payables {495 9) (495 9) {447 2) (15 5) (332) -
Bank cverdrafts - - - - - -
US private placement debt {393 0) 601 7) (207) (25 6) {76 8} (478 6)
Multi-currency revolving facility {386 2) (3897) 62) - {383 5) -
Recaptalisation fee 23 - - - - -
Loan notes - - - - - -
Finance leases (14 2) (18 3) (28) {28 (8 4) 43
Denvative financial habilities
Interest rate swaps — cash flow hedges {80) (8 0) 50) 22 (0 8) -
Forward foregn currency contracts = cash
flow hedges (13) (13) (0 6) (3] - -
Fonvard foreign currency contracts = net
investment hedges (14 3) {14 3) (14 3) - - -
(1,310 86) (1,529 2) (496 8) (46 8} (502 7) (482 9)
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Notes to the financial statements (continued)

27. Financial risk management (contnued)

F) Denvative financial instruments
As at 31 March

2010 2009
Asset Liability Asset Liability
ali figures in £ million galns losses Net gains losses Net
Interest rate swaps - (3 8) {3 8) - 80 80)
Forward foreign currency contracts — cash flow hedges - {(08) {0 B) 01 20) (19)
Forward foreign cumency contracts — not designated as hedge
accounted 48 - 48 - - -
Forward foreign cumrency contracts - net investment hedges - - - - (13 6) (13 8)
Dernivative assets/(liabilittes) at the end of the year 48 {4 6) 02 01 (23 6) (235
As at 31 March
2010 2009
Asset Liabilty Asset Liability
af figures n £ mifhon gains losses Nt gains usses et
Expected to be recognised
{n one year or less 48 {3 6) 12 01 (199) (19 8)
Between one and two years - {08) {0 8) - (29) (29
Between two and five years - {0 2) {02) - (0 8) (0 8)
a8 (46) 02 01 (236) (23 5)

The forward currency contracts that are not hedge accounted compnse denvatives entered into duning the peried to offset the net investment
hedges de-designated as explained earlier in Note 27C)

G) Matunty of financiai habihties
As at 31 March 2010

Trade Bank  Fimance leases and
and other borrowings derivative financial
all figures i £ mulion payables and loan notes instruments Total
Due n one year ar lass 396 4 28 684 4053
Due in more than one year but not more than two yaars 352 {07) 26 371
Due in more than two years but not more than five years - 1436 67 1502
Due in more than five years - 3767 14 3781
4316 5220 171 9707
As at 31 March 2009
Trade Bank Finance leases and
and other DoreowINgs denvative financial
all figures w £ milion payables and kan notes Instruments Total
Due mn one year or less 447 2 o7 228 469 3
Due in more than one year but not more than two years 155 on 49 197
Due in more than two years but not more than five years 332 3853 74 4259
Due in mora than five years - 3930 27 3957
495 9 776 9 378 13106
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27. Financial risk management (conunued)

H) Sensitivity analysis

The Group's sensitivity to changes in market rates on financtal assets and habilties as at 31 March 2010 15 set out in the table below

The ameounts generated from the sensitwity analysis are forward-looking estimates of market nsk assuming certain adverse market
conditions occur Actual results in the future may differ matenally from these projected resulis due to developments in the globat financial
markets which may cause fluciuations in interest and exchange rates te vary from the hypothetical amounts disclosed in the table below,
which therefore should not be considered a projection of likely future aevents and losses

The estimated changes for interes! rate movements are based on an instantaneous decrease or increase of 1 percent (100 basis points)

in the specific rate of interest applicable to each class of financial Instruments from the levels effactive at 31 March 2010, with alt other
vanables remaining constant The estimated changes for foreign exchange rates are based on an instantaneous 10 percent weakening or
strengthening in sterling agamst all other currencies from the levels applicable at 31 March 2010, with all other variables remaining constant
Such analysis 1s for illustrative purposes only — in practice market rates rarely change in 1solation

As at 31 March 2010

1% decrease in interest rates 105 weakening in sterling
Profit Profit
all figures in £ million Equity before tax Equity before tax
Sterling - {03) - -
US dollar (31) - (418) {(34)
Other - - (o1 -
1% increase in interest rates 10% strengthening in steriing
Profit Profit
all figures in £ million Equity before tax Equity before tax
Sterhng - 05 - -
US dollar 31 - 342 28
Cther - - 0t -
As at 31 March 2009
1% decrease in interest rates 10% weakening in stering
Profit Profit
all figures in £ milion Equity before tax Equity before tax
Sterling - (11 - -
US dollar (0 1) 06 (68 5) (39)
Other 01 02 27 1)
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Notes to the financial statements (continued)

28 Cash flows from operations

Year ended

Yearended 31 March 2009

all figures in £ mdlion 31 March 2010 {rostated)”
(Loss)/profit after tax for the penod (63 3) 936

Adjustments for

Taxation (28) 204
Net finance cosls 346 214
Loss/{gain) on business divestiments and impawrment of investments 62 a3
Amortisation of purchased or internally developed intangible assets 113 89
Amortisation of mtangible assets ansing from acquisitons and impairments 796 235
Depreciation and impairment of property, plant and equipment 691 335
Share of post tax (profa)loss of equity accounted entities {0 2) 72
Retiremant benefit obhgations deficit payments {13 0) -
Net movement in provisions 109 (328)
1223 168 6

Increase in inventores {13 1) {29)
Decrease in recewvables 899 44
{Decrease)/mcrease in payables {29 9) 51
Changes in working capital 469 66
Cash generated from operations 1692 1762
Add back cash outflow relating to EMEA reorgamisation 354 270
Net cash flow from operations before EMEA reorganisation costs 204 6 2022

*Restatement relates to the transfer of the finance elermant of the I1AS 19 pension cost totaliing a net £3 4m credit to the income statement to the finance Income
and expense lines

29 Reconciliation of net cash flow to movement In net debt

Year ended Year ended
all figures i £ million nete 31 March 2010 21 March 2009
(Decrease)/increase In cash in the year (2009) 2369
Repayment/(addtional) bank loans 2321 (13 3)
US prwvate placements - {210 4)
Loan note repayments - 05
Settlement of forward contracts designated as net investment hedges 143 -
Payment of deferred financing costs - 15
Escrow cash receipt - 4 2)
Capital element of finance lease payments 28 28
Capital element of finance lease receipts (30) 30)
Change in net debt resulting from cash flows 453 108
Amortisation of deferred financing costs 07) 03
Finance lease recavables 14 16
Finance lease payables [11) 14)
Foreign exchange movements and other non-cash movements 356 (168 N
Movement in net debt (n the year 805 (168 0)
Net debt at the start of the year {637 9) {379 9)
Net debt at the end of the year 30 {457 4) (537 9)
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30 Analysis of net debt

Year ended Non-cash Year ended
all figures in £ milion 31 March 2009 Cash flow movement 31 March 2010
Due within one year
Bank and cash 2621 (197 M 0 5) 639
Bank cverdraft - (32) - (32)
Recaptahsation fee 07 - - 07
Finance lease receivables 30 B0 30 30
Finance lease payables (2 8) 28 (28) (28)
Dervative financial assets 01 - v 47 48
Dervative financial iabilities 20 0) 143 21 (36)
2431 (185 8) 65 628
Due after one vear
Bank loan (386 2) 2321 104 (143 7)
Recaptalisation fee 16 - 07 08
US private placement (393 0) - 163 {376 7)
Finance lease recewables 116 - {16} 100
Finance lease payables (11 4) - 17 (97)
Dervative financial assets - - - -
Dervative financial labtities 36) - 26 {10)
(781 0) 2321 287 (520 2)
Total net debt as defined by the Group {537 9) 453 352 {457 4)
31 Finance leases
Group as a lessor
The mimimum lease recewvables under finance leases fall as follows
Minimum lease payments Present value of minimum lease payments
all figures in £ mithon 2010 2009 2010 2009
Amounts receivable under finance leases
Within one year 30 30 30 30
In the second to fifth years inclusive 120 120 89 889
Greater than five years 15 45 11 27
165 195
Less uneamed finance income (35) {4 9)
Present value of minimum lease payments 130 146 130 146
Classified as follows
Financial asset - current 30 30
Financial asset — non-current 100 16
130 146

The Group leases out certain bulldings under finance leases over a 12-year term expinng in 2015
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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

Minimum lease payments Present value of minimum lease payments
all figures in £ million 2010 2009 2010 2009
Amounts payable under finance leases
Within one year 28 28 28 28
In the second to fifth years inclusive 113 1nM3 B9 89
Greater than five years 14 42 o8 25
1656 183
Less future finance charges (20} (41)
Present value of mimmum lease payments 1286 142 1286 142
Classified as follows
Financial labity — current 28 28
Financial iability = non-current 97 14
126 142

The Group utiises certain bulldings under finance leases Average lease terms are typically between two and ten years (31 March 2009
between two and ten years)

32 Share capital and other reserves

Shares allotted, called up and fully paid

Ordinary shares of 1peach Special share of £1
{equity) (nan-equity) Total
£ Number f Number £ Number
At 1 Apnl 2008 6,604,764 660,476 373 1 1 6,604,765 660476374
Issued in year - - - - - -
At 31 March 2009 6,604,764 660,476,373 1 1 6,604,765 660 476,374
Issued In year - - - - - -
At 31 March 2010 6,604,764 660,476,373 1 1 6,604,766 660,476,374

Except as noted below all shares in 1ssue at 31 March 2010 rank pan passu in all respects

Rights attaching to the Special Share

QinetiQ carnies out activities which are important to UK defence and secunty interests To protect these intarests in the context of the
ongoing commercial relattonship between the MOD and Quinetk?, and fo promote and remforce the Complance Pnnciples, the MOD holds
a Special Share in Qinetkd The Special Share confers certain nghis on the holder

a) to require the Group to implement and maintain the Compliance System (as defined in the Aricles of Association) so as to make at all
times effective its and each member of QinetiQ Controlled Group's application of the Compliance Prinetples, in a mannar acceptable
to the Special Shareholder,

b) to refer matters to the Board or the Comphiance Commuitee for its consideration in relation to the apphcation of the Compliance Pnneiples,
¢) to veto any contract, transaction, arrangement or actvity which the Special Shareholder considers

1) may result In circumstances which constitute unacceptable ownership, influence or control over QuinetiQ or any other member of the
CQinetiQ consolidated Group contrary to the defence or secunty interests of the United Kingdom, or

) would not, or does not, ensure the effective application of the Comphance Principles to and/or by all members of the Qinetix
Controlled Group or would be or 15 otharwise contrary to the defence or securty interests of the United Kingdem

d} to require the Board to take any action (Including but not hmrted to amending the Comphance Pnnciples), of rectify any onussion in the
application of the Compliance Principles if the Spacial Shareholder 1s of the opinion that such steps are necessary to protect the defence
or secunty interest of the United Kingdom

e) to exercise any of the powers contained in the articles in relation to the Compliance Committee, and

fy to demand a poll at any of QinetrQ s meetings {even though t may have no voting nghts except those specifically set out in the Articles)
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The Special Shareholder has an opticn to purchase defined Strategic Assets of the Group in certain crcumstances The Specsal Shareholder
has, inter alia, the nght to purchase any Strategic Assets which the Group wishes to sell Strategic Assels are normally testing and research
facilities (see note 35 for further details)

The Special Share may only ba 1ssued to, held by and transferred to HM Government (or as d directs) Al any time the Special Shareholder
may require QinehQ to redeem the Special Share at par If QinetiQ 1s wound up the Special Shareholder will be entitled to be repaid the
capital pad up on the Special Share before other shareholders receive any payment The Special Shareholder has no other rnght to shares
in the caprtal or profits of QinetiQ

The Special Shareholder must give ¢onsent to a general meeting held on shor notice

The Special Share enttles the Special Shareholder to require certain persons who hold (fogether with any person acting 1n concert with
them) a matenal interest in Qineti to dispose of some or all of therr Ordinary Shares in cerfain prescnbed circumstances on the grounds
of national secunty or conflict of interest

The Directors must register any transfer of the Specta! Share within seven days

Other reserves
The translation reserve includes the cumulative foreign exchange difference ansing on translation since the Group transtioned to IFRS
Movements on hedge instruments, where the hedge is effective, are recorded in the hedge reserve until the hedge ceases

The capital redemption resarve is not distributable and was created following redemption of preference share capital and the bonus i1ssue
of shares

Own shares
Own shares represent shares in the Company that are held by mdependent trusts and shares held by the employee share ownership plan
In¢cluded in retained eamings at 31 March 2010 are 5,440 256 own shares (2009 7,911,191 shares)

32. Share-based payments

The Group operates a number of share-based payment plans for employees The total share-based payment expense in the year was £5 8m
(year to 31 March 2009 £56m)

2003 Employee share option scheme {2003 ESOS)
Under the employee share option scheme all employees as at 25 July 2003 receved share aptions which vested when the Group completed
its IPO and had to be exercised within ten years of grant The options are settled by shares

2010 2008
Weighted Waighted
average average
exercise exercise
Number price Number plice
Qutstanding at start of the year 924,186 23 1,210,122 23p
Exercised during the year (103,822) 23 (207,644) 23p
Forfeted dunng the year (105,524) 23p (78,292) 23p
Outstanding and exercisable at end of the year 714,840 23 924,186 23

The 2003 ESOS are equity seitled awards and those ouistanding at 31 March 2010 had an average remaining Ife of 3 3 years (31 March
2009 4 3 years) In respect of the share options exercised during the year the average share price on the date of exercise was 143p
The exercise price of the outstanding options was 2 3p
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33. Share-based payments (cortinued;

QinetiQ Share Option Scheme (QSOS)

The exercise pnce of the oplions 1s equal to the average market pnce of the Group's shares on the date of the grant The options vest after
three years For 8,711,683 (2009 17,930.229) of the options outstanding at the end of the year 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 s 22 5% for the penod and
100% wall vest f growth 1s at least 52% No options will vest If EPS growth is below 22 5% Options will vest on a straight ine basis fEPS
growth 15 between 22 5% and 52% There were no opttons subject to total shareholder return ( TSR’} performance targets (2009 173,071)
For awards with a TSR performance condition, the EPS growth target 15 replaced by a performance target based on QuinetiQ s ranking by
reference to total shareholder return { TSR’) against a comparator group of FTSE listed companies over a thiee-year performance penod
such that a below median ranking will result in nil shares vesting at the medman level 30% of the options would vest and the amount vested
will ncrease on a straight line basis such that 100% would vest f TSR reaches the upper quarhite of the ranking over a three-year period

2010 2009
Welghted Waeighted
average average
Number exercise price Number exercise prce
Quistanding at the start of the year 18,103,300 190 Op 14,043 584 187 Op
Granted duning the year - - 4,723,464 198 5p
Forfeted during the year (8,966,544) 193 &p (663,748) 187 Op
Outstanding at the and of the year 9,136,766 186 2p 18,103,300 190 Op

QSQOS grants are equity-seftled awards and those outstanding at 31 March 2010 had an average remaining ife of O 9 years
(2009 1 0 yaars) The exercise price of the 2009 QSOS awards was 199p, thers were no QS0S awards in 2010

Performance Share Plan (PSP)

In the year the Group made awards of conditional sharas to certain UK semor executives under the Performance Share Plan The awards
vest after three years with 50% of the awards subject to total shareholder return conditions and 50% subject to EPS conditions as detailed
in the QSOS TSR and EPS conditions above

2010 2009

Number of Number of

shares shares

QOutstanding at the stant of the year 1,318,213 700,804
Granted during the year 3,219,463 956,249
Exercised dunng the year {215,763} -
Forfeited during the year {636,290) (338 840)
Qutstanding at the end of the year 3,686,623 1,318,213

PSP are equity seftted awards and those outstanding at 31 March 2010 had an average remaining life of 2 2 years (2009 19 years)
There 1s no exercise price for these PSP awards

Restricted Stock Units (RSU)

In the year the Group granted RSU awards to certain senior US employees under the RSU Plan The awards vest over 1 year, 2 years
3 years and 4 years Half the awards are dependen! on achieving QNA organic profit growth targets and half on a time-based criteria
The time-based critena require the employee to have been in continued service up to the date of vesting QNA organic profit growth

ts measured over the most recent financial year compared with the previous financial year, with 125% of this element awarded at QNA
organic profit growth rate above 15%, 100% awarded ai 12 5%, 75% awarded at 10% and 25% awarded at 5%

201¢ 2009

Number of Number of

shares shares

Qutstanding at the start of the yoar 3,694,277 1,657,330
Granted duning the year 5,304,501 2 358,130
Exercised dunng the year {1,087,219) (94,482)
Forfeited dunng the year {590,331) (226,7011)
Qutstanding at the end of the year 7,321,228 3,694,217

RSU are equrty settled awards and those outstanding at 31 March 2010 had an average remaming Ife of 1 7 years (2009 1 7 years)
There 15 no exercise price for these RSU awards
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33. Share-based payments (continued)

Group Share Incentive Plan ($1P)

Under the QunetiQ Share Incentive Plan the Group offers UK employees the opportunity of purchasing up to £125 worth of shares a month
at the pravalling market rate The Group will make a matching share award of a third of the employee’s payment The Group s matching
shares may be forferted If the employee ceases to be employed by QinetiQ within 3 years of the award of the shares Thera Is no exercise
price for thesa SIP awards

2010 2009

Number of Number of

matching maiching

shares shares

Qutstanding at the start of the year 1,252,730 871,331
Granted during the year 565,688 420,907
Exercised dunng tha year (430,743) -
Forfented dunng the year (38,132) {39,508)
Outstanding at the end of year 1,339,543 1,252,730

SIP matching shares are equity settled awards and those outstanding at 31 March 2010 had an average remaining hfe of 1 5 years
(2009 1 5years) There 15 no exercise pnce for these SIP awards

Group Deferred Annual Bonus Plan {DAB})

Under the QunetiQ Deferred Annual Bonus Plan the Group requires certain senior executwes o defer part of their annual bonus as shares
and be entitied to matching awards to a maximum of 1 1 based upon EPS performance The number that will vest is dependent upon the
growth of EPS over the measurement penod of 3 years as detailed in the Q@SOS EPS condtions above Ne awards will vest if EPS growth
in the vesting penod 1s below 22 5%

2010 2009

Number of Number of

mate hing matehing

shares shares

Outstanding at the start of the year 83,539 -
Granted dunng the year 6,859 94,137
Exercised dunng the year (25,155) -
Forfeited during the year {53,255) (10,598)
Qutstanding at the end of the year 11,988 83,639

DAB matching shares are equity settled awards and those outstanding at 31 March 2010 had an average remaining Ife of 1 8 years
(2009 2 3 years) There is no exercise pnce for these DAE awards

Share-based award pricing - options

Share ophions {excluding TSR performance related) and awards under the deferred annual bonus plan have been valued using
Black-Scholes models to determine the fair value of awards Assumptions used within the models were as follows for awards in 2009,
there were no such awards in 2010

2009
Share price at date of grant (pence) 198 Sp
Exercise price {pence) 198 5p
Volatiity % 310%
Average expected term lo exercise 3 years
Risk-free rate % 43%
Expected dvidend yeld % 22%

No such assumptions have been disclosed in the current year, as no QS0S awards have been made in the year ended 31 March 2010
The average share price in 2009 was 178 Tp The expected volatility assumption s based on the average historic volatilty of QinetiQ's
share price at the date of grant (commensurate with the vesting period to the extent possible)
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33. Share-based payments (co: tinued)

Share-based award pricing — other
Share-basad awands involving market based pedformance conditions including those based on TSR, have used Monte Carlo models to

determine the far value at grant date Assumphons used in these models Included 41% (2009 32%) for the average share price volatiity

of the FTSE comparator group and 36% (2009 33%) for the average correlation to comparator group The fair value for these awards
{before the probability of lapsing) in the year ended March 2010 was 66 5p (2009 119 1p)

Share-based awards that vest based upon non-market performance condiions, including certain PSP RSUs and Deferrad Annual Bonus

awards, have been valued at the share pnce at grant less attntion For the 2003 Share Option Scheme, there was a pre-bonus 1ssue

weighted average share pnce of £1 and a weighted average exercise price of £1 based on third-party transactions in the Company s shares
1n the penod immediately prior to the 1ssue of the share options Prior to IPQ in February 2008 there was no aclive market for the Company's
shares thesefore expected volatity was determined using the average volatility for a comparable selection of businesses At this time the

Group had no established pattem of dividend payments, therafore no dividends were assumed in this model

34 Operating leases

Group as a lessor
The Group recaives rental mcome on cerfam properties The Group had contracted with tenants for the following future mimmum
lease payments

all figures in £ milhion 2010 2009
Within one year 486 63
In the second to fifth years inclusive 163 15
Greater than five years - -
209 178
Group as a lessee
all figures in £ milkon 2010 2009
Lease and sublease income statement expense — minimum lease payments 233 189
The Group had the following future minimum lease payment commitments
all figures in £ million 2010 2008
Within one year 169 173
In the second to fifth years inclusive 504 525
Greater than five years 332 227
1005 925

Operating lease payments rapresent rentals payable by the Group on certain office property and plant Leases are negotiated for an average

of three to ten years
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35. Transactions with MOD

The MOD continues to own Its special share in QinetiQ which conveys certain nghts as set out in note 32 Transachions between the Group

and the MOD are disclosed as follows

Freehold land and buildings and surplus properties
Under the terms of the Group's acquistion of part of the business and certain assets of DERA from the MOD on 1 July 2001, the MOD
retained certain nghts in respect of the freehold land and buildings transferred

1} Restrictions on transfer of title
The title deeds of those properties designated as strategic assets (see below) include a clause that prevents their transfer without the
approval of the MOD The MOD also has the nght to purchase any strategic assets in certaun circumstances

u) Property clawback agreement

The MOD retains an interest in future profts on disposal following a tngger event” A ‘tngger event' includes the granting of planning
permission for development and/or change of use, and the disposition of any of the acquired land and buldings During the 12 years from
1 July 2001, following 2 ‘tngger event' the MCD s entitled to clawback a proportion of the gain on each individual property transaction in
excass of a 30% gain on a July 2001 professional valuation The proportion of the excess gain due to the MOD 1s based on a sliding scale
which reduces over time from 50% to 9% and at 31 March 2010 stands at 28% (2009 33%) The July 2001 valuation was approxamately
16% greater in aggregate than the consideration paid for the land and bulldings on 1 July 2001

Comphance Regime

The Compltance Commuitiee monitors the effective application of the Compliance Regime required by the MOD to maintain the postion
of QinetiQ as a supplier of iIndependent and impartial scientifictechnical advice to the MOD and ensures that the required standards ara
met in trials mvolving human volunteers

Strategic assets
Under the Principal Agreement with the MQOD, the QinetiQ controlled Group 1s not permitted without the writen 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, or cease to provide a strategic capability by means of, all or any part of a sirategic asset

The net book value of assets identified as being strategic assets as at 31 March 2010 was £2 5m (31 March 2009 £2 7m) the pnncipal
itams being ptant and machmnery

Long-Term Partnenng Agreement

On 27 February 2003 QinetiQ Limited entered into a Long-Term Parinening Agreement to provide the Testand Evaluation (T&E) facities
and training support services to the MOD This 15 a 25-year contract with a total revenue value of up to £5 6bn, dependent on the leve! of
usage by MOD, under which QinetiQ Limited 1s committed to providing the T&E services with increasing efficiencias through cost saving
and mnovative service delivery

36. Directors and other senior management personnel

The remuneration of Directors and other semor management personnef of the Group during the year te 31 March 2010 1s set cut below

all figures «n £ million 2010 2009
Short-term employee remuneration including benefis 54 32
Post-employment benefits 01 02
Share-based payments expense 10 10
Total 65 44

Short-term employee remuneration and benefits include salary, bonus, and benefits Post-employment benefits relate to pension amounts
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Financial Statements

Notes to the financial statements (continued)

37. Contingent liabilities and assets

The Group, including subsidiary undertakings, have given unsecured guarantees primanly on leased properties and bank ines of £55 1m
at 31 March 2010 (31 March 2009 £34 7m) in the ordinary course of business

The Group 1s aware of claims and potential claims by or on behalf of current and former employees, including former employees of the MOD
and DERA and contractors, in respect of intellectual property, employment nghts and industnal illness and injury which involve or may
Involve fegal proceedings aganst the Group The Directors are of the opinion having regard to legal advice received, and the Group's
insurance arrangements and provisions carried In the balance sheet, that it 1s unhkely that these matters will, in aggregate have a material
effect on the Group's financial position, results of operations and iquidity

The Group has not recognised contingent amounts recevable relating to the Chertsey property which was disposed of durning 2004

or the Fort Halstead property disposed of in September 2005 Additional consideration, subject 1o clawback tothe MOD pursuant to the
amrangements referred {0 1n note 35, 1s potentially due upon the purchasers obtaining additional planning consents, with the quantum
dependent on the scope of the consent achieved

38. Post-retirement benefits

Trienmal funding valuaticn

The most recent full actuanal valuation of the defined benefit section of the CinetiQ Pension Scheme was undertaken as at 30 June 2008
and resulted in an actuanally assessed deficit of £111 3m On the basis of this full valuation the Trustees of the scheme and the Company
agreed the employer contnibution rate of 11 5% from 30 June 2009 and past service deficit recovery payments of £13m per year fora
10-year penod from this date

Introduction and background to IAS 18

Intemational Accounting Standard 19 (Employee Benefits) requires the Group to include in the balance sheet lhe surplus or deficit

on defined benefit schemes calculated as at the balance sheet date |t 1s a snapshot view which can be signficantly nfluenced by
short-term market factors The calculation of the surplus or deficit is, therefore, dependent on factors which are beyond the control

of the Group - principally the value at the balance sheet date of equiy shares in which the scheme has Invested and long-term interest
rates which are used to discount future llabiities The funding of the scheme s based on long-term trends and assumptions relating to
market growth as advised by qualfied actuanes

The GunetiQ Pension Scheme

In the UK the Group coperates the QinetiGi Pension Scheme for the majonty of its UK employees, a mxed benefit scheme The Defined
Benefit (DB) section of the scheme provides future service pension benefits to transfernng Cvil Service employees All Group employees
who wera members, or eligible to be members, of the Pnncipal Civil Service Pension Scheme or the UKAEA principal Non-Industnal
Superannuation Scheme were invitad to join the DB section of the scheme from 1 July 2001, together with all new employees who were
previously members of schemes who are part of the Public Sector Transfer Club On 31 March 2010, the Group withdrew from the Publk
Seclor Transfer Club The Defined Contribution {DC) section of the scheme was set up for employees who were not eligible or did not wish
fo Join the DB sectien of the scheme

Other UK schemes

In the UK the Group operates one further small defined benefit scheme, QinetiQ Prudential Platnum Schema The net pension deficits

of this scheme at 31 March 2010 amounted to £0 2m (31 March 2009 £0 2m) There were no outstanding or prepad contnbutions at the
balance sheet date (March 2009 £nil) Set out below Is a summary of the overall IAS 19 defined benefit pension schemes' labilities 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' habilities, which are denved from cash flow projections over long periods, and thus
inherently uncertain, were

all figures in £ mitien 2010 2009 2008 2007
Equries 714 6 4737 6208 6415
Corporate bonds 696 78 4 839 745
Government bonds 696 832 763 747
Property 534 - - -
Cash 88 121 32 34
Total market value of assets 915 9 647 4 784 2 794 1
Present value of scheme lLabilities {1,063 2) (752 6) (807 6) {884 9)
Net pension hability before deferred tax {147 3) {105 2) {23 4) (90 8)
Deferred tax asset 412 284 65 27 1
Net pension hability {106 1) (75 8) {16 9) (637)
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38. Post-retirement benefits (coninueg)

Assumptions
The major assumptions (weighted to reflect individual schemne differences) were

2010 2009
Rate of increase n salanes 4 6% 4 1%
Rate of increase i pensions in payment 36% 31%
Rate of increase in pensions in deferment 3 6% 31%
Discount rate applied to scheme liabilities 5 6% 65%
Inflation assumption 3 6% 31%
Assumed |fe expectancies in years

Future male pensioners {currently aged 60} 87 87
Future fernale pensioners (currently aged 60) 8% 89
Future male pensioners (¢urtenily aged 40) 89 89
Future female pensioners (currently aged 40) 90 90

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 hecessarnly be borne out In practice 1115 Important to hote that these assumptions are long term, and in the case
of the discount rate and the inflation rate are measured by extemnal market indicators The life expectancy assumptions for mortality have
remained unchanged in the year to 31 March 2010 with the base tables for mortality in ine with the Medium Cohort projections with mimimum
annual rates of improvement of 1% for males and 0 5% for females (2009 1mprovement 1% for males and 0 3% for females) The current
mortalty rates reflect the standard tables PNMAOOMC (for males) and PNFAGOMC (for females) for members' year of bith These mortality
tables are published by the Continuous Mortalty Investigation and adopted by the actuanal profession

Scheme assets

The overall expected rate of return on plan assets is based upon the expected return rates for each asset class Equity return rates are the
long-term expected return rates based upon the market rates of return for nisk free investmenis typically government bonds, together with
the historical level of nsk premium associated with equities, with the resulting rate then being reviewed and benchmarked against a peer
group of listed companies Expected long-term rates of return on scheme assets (weighted to reflect the ndividual scheme actual asset
allocations) were

2010 2009
Equities 80% 80%
Corporate bonds 5 5% 6 0%
Government bonds 4 4% 38%
Property B &% -
Cash 4 3% 40%
Weighted average T 5% T1%
Return on scheme assets
all figures in £ milion 2010 2009
Actual return on plan assets
Expected return on scheme assets 463 565
Actuanal gain/{less) on scheme assets 2066 (212 8)
Actual gainf{loss) en scheme assets 2529 {156 3)
Value of scheme assets
all figures in £ million 2010 2009
Changes to the far value of scheme assets
Opening far value of scheme assets 647 4 784 2
Expected return on assets 46 3 565
Actuanal gainf{loss) on scheme assets 206 6 (212 8)
Contributions by the employer 384 373
Contributions by plan paricipants 03 13
Scheme disposal — ASAP Calibration Limrted (0 6) -
Net benefits paid out and transfers {22 5) 191)
Closing fair value of scheme assets 9159 647 4
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Financal Statements

Notes to the financial statements (continued)

38. Post-retirement benefits (corunuec)

Changes to the present value of the defined benefit obligation

ail figures i £ mulion 2010 2009
Opeaning defined benefit obligation 7526 8076
Current service cost 200 268
Interest cost 488 531
Contnbutions by plan participants o3 13
Actuanal loss/(gains) on scheme liabiities 2668 (117 1}
Scheme disposal - ASAP Calibrateon Limted (08) -
Curtailment gain 20) -
Net benefits paid out and transfers (225) (g1
Closing defined benefit obligation 1,063 2 7526

Total expense recognised in the iIncome statement

ali figures in £ mithon 2010 2009
Pension costs charged to the mcome statement

Current service cost 200 268
Interest cost 48 8 931
Expected return on plan assets (46 3) (56 5)
Curtaiiment {20) -
Total expense recognised In the Income statement (gross of deferred tax) 205 234

Analysis of amounts recognised in Statement of recognised income and expense

all figures in £ millien 2010 2009 2008 2007 @
Tetal actuanal {loss)/gain (gross of deferred tax) (60 2) °57) 655 858

Cumulative total actuanal losses recognised in the

Statement of recognised income and expense {253 4) (193 2) (97 86) {163 0)

History of scheme experience gains and losses”

Experience gains/{losses) on scheme assets 206 6 (212 8} (83 5) 74

Expenence (losses)/gains on scheme kabilities {(29) 371 (o0 -

* Expenence gains and lesses exclude the impact of changes in assumptions

The expected employer cash contnbution to the defined benefit scheme for the year ending 31 March 2011 15 £36 5m (2010 £38 4m)

Defined contribution schemes
Payments {o the defined contnbution schemes totalled £24 6m (March 2009 £23 2m)

52 www inetiQ com

PH12_Review indd 92 @ 14108/2010 17 44




! T & A T

39. Capital commitments

The Group had the following capital commetments for which no provision has been made

all figures in £ million 2010 2008
Contracted 59 50

Capital commiments at 31 March 2010 include £5 5m (2009 £3 9m) in relation to property, plant and equipment that will be wholly-funded
by a third-party customer under long-term contract arrangements

40. Subsidianes

The principal subsidiary undertakings at 31 March 2010, all of which are included in the consolidated financial statements are shown below

Name of company Principal area of operation Cauntry of incorporation
Subsidianes'! ' #

QunetiQ Holdings Limited UK England & Wales
QinetiQ Limited UK England & Wales
QinetiQ Overseas Holdings Limited UK England & Wales
QinetiQ North America, Inc Usa USA

QinetiQ Nerth America Operations, LLC UsA USA

Analex Corporation USA USA

Apogen Technologies, Inc USA USA
Fostar-Miller, Inc USA USA

Westar Aerospace 8 Defence Group, In¢ USA USA

" Accounting reference date 1s 31 March All principal sutsidiary undertakings histed above have financial year ends of 31 March and 100% of the ordinary
shares are owned by the Group

@ Qinet@ Holdings Limitec 15 a direct subsidiary of QunetQ Group pke All other subsidianes are held indirectly by other subsidianes of QinetQ Group ple

B ag companies except for holding companies are operating companies engaged In the Group s principal actvbies as desenbed i1 the Repon of the Directors
on page 42
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Company balance sheet

as at 31 March

all figures in £ million note 2010 2009

Fixed assets

Investments in subsidiary undertaking 2 1087 1028
1087 1029

Current assets

Debtors 3 3039 1648
3039 164 8

Current habilities

Creditors amounts falling due within one year . (910) -

Net current assets 2129 164 8

Net assets 3216 2877

Capital and reserves

Equity share capial 56 66 66

Capital redemplion reserve 3 3989 399

Share premitm account B 1476 1476

Profit and loss account 6 1276 736

Capital and reserves attributable to shareholders ze 2677

There are no other recognised gains and losses

The financial statements of QinetiQ Group ple (company number 0458694 1) were approved by the Board of Directors and authonsed
for 1ssue on 2 June 2010, and were signed on its behalf by

Leo Quinn Chief Executive Officer
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Notes to the Company financial statements

1. Accounting policies

The followtng accounting polictes have been applied consistently in dealing with items which are considered matertal in relation to the
Company’s financial statements

Basis of preparation

The financtal statements have been prepared under the historical cost convention and In accordance with apphicable UK accounting
standards As permitted by section 408(4) of the Companies Act 2006, a separate profit and loss account dealing with the results
of the Company has not been presented

Investments
In the Company’s financial statements, investments in subsidiary undertakings are stated at cost less any mpawment in value

Share-based payments

The fair value of equity-setiled awards for share-based payments 1s determined on grant and expensed straight ine over the pencd

from grant to the date of earhest uncondiional exercise The fair value of cash-settled awards for share-based payments 15 determined
each period end until they are exercised or lapse The value 1s expensed straight ine over the pernod from grant to the date of earhest
unconditional exercise The charges for both equity and cash-setiled share-based payments are updated annualfly for non-market-based
vesting conditions Further details of the Group’s share-based payment charge are disclosed in Note 33 of the Group Financial Stataments
The cost of share-based payments is charged to subsidiary undentakings

2. Investment in subsidiary undertaking

As at 31 March

all igures in £ mithon 2010 2008

Subsidiary undertaking — 100% of ordinary share capnal of QinetiQ Holdings Linuted 1087 102 9

A list of all principal subsidiary undertakings of QinetiQ Group ple 1s disclosed in note 40 to the Group financial statements The £58m
(2009 £5 6m) increase in investment in the year ralates to the capital contnbution in relation to share-based payments for employees
of subsidiary companies

3. Debtors

As at 31 March

all figures in £ milhon 2010 2009

Amounts owed by Group undertakings 3039 1647

Other debtors - 01
3039 1648

4. Creditors

As at 31 March

all figures in £ million 2010 2008

Amounts owed to Group undertakings 910 -
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Financtal Statements

Notes to the Company financial statements (continued)

5. Share capital

The Company's share captal 1s disclosed in note 32 to the Group financial statements

6. Reserves
Capital

Issued share redemption
ali figures in £ million capital reserve  Share premiom  Profit and loss Total equity
At 1 Apnil 2009 66 399 1476 736 2677
Profit - - - 805 805
Purchase of own shares - - - (0 8) {0 8}
Dwvidend paid - - - (316) {31 6)
Share-based payments - - - 58 58
At 31 March 2010 66 89 1476 127 6 3216
At 1 Apnl 2008 66 399 1476 856 2797
Profit - - - 121 121
Purchase of own sharas - - - 08) 0 8)
Dividend paid - - - (28 9) (28 9)
Share-based payments - - - 56 56
At 31 March 2009 66 399 147 6 7386 2677
The capital redemption reserve 15 not disinbutable and was created following redemption of Preference Share capital |
7. Share-based payments ®

The Company's share-based payment arrangements are set out in note 33 to the Group financial statements

8. Other information

Directors’ emoluments excluding Company pension contributions, were £2 8m (2009 £1 3m) These emoluments were all in relation to
services provided on behalf of the CunetiQ Group with no amount specifically relating to their work for the Company Detalls of the Directors’
emoluments, share schemes and antillements under money purchase penston schemes are disclosed in the Report of the Remuneration |
Committee Detalls of one-off payments made to Directors dunng the year can be found in the footnotes on page 40

The remuneration of the Company’s auditor for the year to 31 March 2010 was £5,000 (2009 £5,000) all of which was for statutory audit
services No other services were provided by the auditor to the Company
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Five-year record for the years ended 31 March (unaudited)

2010 2009 2008 2007 2006
QmnetiQ North America £m 8001 7656 540 2 3582 248 4
EMEA £m 8188 8423 8201 7793 7972
Ventures £m 65 94 57 120 61
Revenue £m 1,62564 1,617 3 1,366 0 1,149 5 1,0517
QinetiQ North America £m 677 830 621 399 245
EMEA® £m 611 842 M6 669 740
Ventures £m (85) (15 6) (15 1} &9 {75
Operating profit™ ¥ Em 1203 1516 1186 299 910
Operating margin'” % 74 94 87 87 87
Underlying* profit before tax™ £m 857 1302 1090 940 801
(Loss)/profit before tax £m {66 1) 1140 514 893 725
(Loss)proftt after tax £m (633) 936 47 4 690 60 4
Underlying* basic EPS pence 111 159 134 13 102
Duluted EPS pence 97) 143 72 103 98
Basic EPS pence 97 143 72 105 100
Dividend per share pence 168 475 425 365 225
Underlying cash flow from operations post capex* £m 1743 169 8 1003 601 769
Net debt £m 457 4 5379 3799 3008 2330
Average number of employees 13,580 13,882 13,470 11,870 11,024
Orders £m 1,400 8 1,596 0 1,2771 1,214 0 8167

" nderlying measures are stated before amortisation of intangibles ansing from acquisitions EMEA reorganisation costs in 2010 and 2008 and restructunng
costs in 2005 PO costs in 2006 profit on dispesal of interests in subsidianes profit on disposal of interest in assaciates and business divestments and
unrealised impairment of Investments and tangible fixed assets

@ Operating profit and operating margins for 2008 2008 2007 and 2006 have been restated to show the net finance element of the [AS19 pension tost i the
finance incorne and expensa kines This was previously reparted in other operating costs

* Defintions of underlying measures of performance are in the glossary on page $8 Underlying financiat measures are presented as the Board believes these
provide a better representation of the Group's leng-term performance trend
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Other informatton

Glossary

AGM
Book to bill ratio

MG

Comphance
Principles

CR
defra

DHS
DoD
Dragon Runner™

DTR
EBITDA

EMEA
EV
Funded backlog

Gearing
ratio

HSE
HS&E
IAS
IFRS
PO
LIBID
LIBOR
LSE
LTPA

MOD
MRAP

MSCA
NASA

adl
Orgamic Growth

QaNA
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Annual General Meeting

Ratio of funded orders received in the year to
revenue for the year adjusted to exclude revenue
from the 25 year LTPA contract

Carbon Management Group

The principles underlying the Comphance
Regime, covering impartiahity, integnty, conflicts,
confidentiahty and security

Corporate Responsibility

Department tor Envisonment Food and
Rural Affairs

US Department of Homeland Security
US Department of Defense

Asmall, unmanned man-portable ground vehicle
intended for use in urban environments

MOD s Defence Training Review programine

Earnings before interest tax, depreciation,
amortisation, gains/loss on business divestments,
unrealised irmpairment of investment and
disposal of non current assets

Furope, Middle East and Australasia
European Union

The expected future value of revenue from
contractually comrmitted and funded customer
orders {excluding £4 1bn value of the remaining
18 years of LTPA contract)

The gearing is the ratio of net debt at the balance
sheet date translated at average exchange

rates for the penod to EBITDA generated in

the 12-month period to balance sheet date,
annualised and caleulated in accordance with
the Group's credit tacility ratios

Health and Safety Executive

Health, Safety and Envirenment
International Accounting Standards
International Financial Reporting Standards
lnitial Public Offering

London inter bank bid rate

London inter bank offered rate

London Stock Exchange

Long Terrn Partnering Agreeinent — 25 year
contract established in 2003 to manage the
MOD's test and evaluation ranges

UK Mirustry of Defence

Mine Resistant Ambush Protected —
arrnoured vehicle

Mantirne Strategic Capability Agreement

Natwnal Aeronautics and Space Administration
{tISA)

Orgarusational Conflicts of Interest

The level of year on year growth, expressed

as a percentage calculated at constant forergn
exchange rates adjusting comparatives to
incorporate the results of acquired entities
and excluding the results for any disposals or
discontinued operations for the saine duration
of ownership as the current period

ChinetiQ North America

www Qineti cam

R&D
RFID
RIDDOR

Specific non-
recurnng items
and acquisition

amortisation

5551
STEM

TALON®

TRACE
TSR

uAv
uGy

UK GAAP

Underlying earnings
per share

Underlying
effective
tax rate

Underlying net cash
from operations

Underlying cash
conversion ratio

Underlying
operating margin

Underlying
operating

profit/{loss)

Underlying
profit before tax

uxo

Research & Development
Radio frequency identification

Reporting of Injunes, Diseases & Dangerous
Occurrences Regulations

Major restructuring costs disposal of non current
assets, business divestments, amortisation of
intangible assets ansing from acquisitions and
imparment of nvestments

Site of Special Scientrfic Interest

Science, Technology, Engineening and
Mathematics educational programrne

Powerful, durable, hghtweight tracked vehicles
that are widely used for explosive ordnance
disposal {£QD) and reconnaissance, elc

Transparent Agents and Contracting Entities
Total Shareholder Return

Unmanned Aenal Vehicle

Unmanned Ground Vehicle

UK Genetally Accepted Accounting Practice

Basic earnings per share as adjusted for gmin/loss
on business divestments disposal of non-current
assels, unrealised imparment of investments,
major reorganisation costs and amotrtisation

of intangible assets ansing from acquisitions

and tax thereon

The tax charge for the year exclitding the tax
unpact on gainfloss on business divestments
disposal of non current assets unrealsed
unpairment of investments rmagor reorganisation
costs, acquisition amortisation and any 1ax rate
change effect expressed as a percentage of
underlying profit before tax

Net cash flow from operations before
EMEA reorganisation costs and after capital
expenditure

The ratio of net cash flow from operations
{excluding mager reorgarusations), less out flows
on the purchase of intangible assets and property,
plant and equipment to underlying operating
profit excluding share of post tax result of equity
accounted Jjoint ventures and associates

Under lying operating profit expressed as a
percentage of revenue

Earmings before interest tax, gain/loss on
business divestments disposal of non current
assets unrealisedimpairment of investments,
major reorganisation costs and amortisation of
intangibles ansing on acquisitions

Profit before tax excluding gain/loss on business
divestments, disposal of non current assets,
unrealised impairment of 1nvestments major
rearganisation costs and armortisation of
intangible assets ansing from acquisitions

Unexploded crdnance
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Additional information

Financial calendar

29 July 2010 intenim management statement

29 July 2010 Annual General Meeting

30 September 2010 Interim financial petiod end

18 November 2010 Intenim results announcement

February 2011 Intenm management statement {Provisional date)
31 March 2011 Financial year end

May 2011 Preliminary results announcernent

Analysis of shareholders®

Institutional investors with a shareholding greater than 0 5m shares
Other {including employees, management and financial institutions with a shareholding tess than 0 5m shares)

93%
7%

100%

* Analysis as at 24 May 2010

Auditor

KPMG Audit Plc
8 Salsbury Srquare

London
ECAY BBB
Advisors
Corporate brokers Principal legal adwisors Principal Bankers Registrars
1P Morgan Cazenove Herbert Srmith LLP Lloyds T58 Plc Equimti
20 Moorgate Exchange House 25 Gresham Street Aspect House
London Primrose Street London Spencer Road
EC2R6DA London EC2V 7HN Lancing

LC2A ZHS West Sussex
UBS Investment Bank BN99 6DA

1 Finsbury Avenue
London
EC2M 2PP

Company information
Company Registration Number 4586941

Registered office

85 Buckingtam Gate
London

SWik6PD
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Other information

Where can you learn more?

View our report online at www QinetiQ com/Investors
The CinettQ Annual Report 2010 can be viewed at

www QinetiQ com/Investors along wath further useful
sharehiolder information and information en the Company,

its performance, the Annual General Meeting and latest
presentations

For more information visit www QinetiQ com
You can access the following

Latest shareheolder information
Latest share prnice
Financial calendar
RNS news feeds
Corporate governance

View archive information
Results and trading updates
Company reports
Company presentations

Learn about shareholder services
Register online
Shareview
Commeaon questions

Give us feedback
Your feedback
Investor contacts

Electronic communication

QinetiQ has taken full advantage of changes braught about by

the Comparies Act 2006 which recognises the growing importance
of electronic cornmunications and allows companies to provide
documentation and communtcations to shareholders via their
websites {except to those who have speafically elected to receive

a hardcopy {1e paper))

The wider use of electronic communications enables fast receipt
ofdocuments reduces the Company’s pninting paper and postal
costs and has a posilive impact on the environment

Shareholders rnay also cast their vote for the 2010 AGM

online qurckly and easily using the Sharevote-service by
using www sharevote co uk

Corporate responsibility
Read inore about out Cotporate responsibility policy
at www QinetiQ com/er
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