y55074(
QinetiQ

Restoring Strength,
Building Value

A

OOOOOOOOOOOOOO

QinetiQ Group plc  Annual Report and Accounts 2011




Group overview

The Group operates three divisions: US Services,

UK Services and Global Products; to ensure efficient
leverage of expertise, technology, customer
relationships and business development skills.

Our services businesses which account for more
than 70% of total sales, are focused on providing
expertise and knowledge in national markets. Our
products business provides the platform to bring
valuable intellectual property into the commercial
markets on a global basis.

Diwvision Revenue

US Services £588.2m

(2010 £628 Om)

Underlying operating profit*

£44.3m

(2010 £52 6m)

Dwvision Revenue

UK Services £611.6m

(2010. £693.9m)

Underlying operating profit*

£f48.7/m

(2010 £59 1m)

Diwision Revenue

Global £502.8m

Products (2010 £303 5l

Underlying operating profit*

£52.4m

(2010 £8 6m)

Definitions of underlying measures of performance are in the glossary on page 107

Revenue by business

2011 2010

£m £m

US Services 588 2 6280
UK Services 6116 6939
Global Products 502.8 3035
Total 1,7026 16254

Employees

4,500

{2010: 5,369)

Employees

5,045

{2010: 5,707)

Employees

1,663

(2010. 2,002)




Underlying operating profit* by business  Revenue by major customer type

Revenue by geography

2011 2010 2011 2010 2011 2010
£m £m £m £m £m £m
US Services 44 3 526 US Government 894 3 754 1 North America 949 2 8253
UK Services 487 591 UK Government 526 5 614 5 United Kingdom 6237 7200
Global Products 524 86 Other 2818 256 8 Other 129.7 801
Total 145 4 1203 Total 1,702 6 16254 Total 1,702 6 1,6254
Capabilihes Developments during year Customers Building value
+ Custom software * Award to provide * NASA A strang position in growing
* C4ISR engineering services at NASA = US Department of Homeland market segments C4ISR,
* Cyber security Kennedy Space Center Security (DHS) engineering services,

s IT infrastructure

¢ Program management

¢ Research & development
* Tramning and simulation

Capabilities

Air engineenng

C4ISR

Cyber securnity

Technical information

services

¢ Test and evaluation

Training and simulabon

* Programme and
procurement support

Capabilihes

¢ Survivability

* Unmanned systems

* Energy from waste

* Vehicle power management
* Sensor networks

* Five year contract for
tratning development and
delvery services to the
S Navy's Space and
Naval Warfare System
Center Atlantic

Sale of S&IS

Developments during year

+ Award of the £9m managed
services contract to operate
flight physiological centre
in Sweden

Increased test and
evaluation capability
demand from

overseas customers

Developments during year

* Significant contnibution
from Q-NET vehicle
survivabthity products

+ Award of OptaSense®

£26 5m contract with Shell

Award of £12m

contract for light protected

patrol vehicle

Acquisition of

Sensoptics Ltd

.

+ US Department of Defense
{DoD)

« US Department of State
{DoS}

Customers

s Ministry of Defence (MOD)
¢ DSTL
+ The Highways Agency
s UK secunty agencies
* Australian Department
of Defence

Customers

* US Department of Defense

(DoDy}

UK Ministry of Defence

{MOD)

s UK and North American
security agencies

s Shell

s Merck

e Astrium

training and simulation
and cyber security

Building value

A strong position In test
and evaluation, cyber
security, C4I5R, acquisinen
and programme advice,
engineering services

and traming and
simulation markets

Building value

Through internanonal
expansion while capitalising
on opportumbes in
adjacent markets,

such as oilland gas




Who we are

QinetiQ comprises teams of dedicated people; experts in
defence, aerospace, security and related markets. We draw

on our extensive technical knowledge and intellectual property
to provide the know-how and support to solve some of the
world’s most challenging problems.

What we do

Our customers face challenges that define the modern world.

They know that we understand the increasingly global nature

of science, technology and engineering and they trust us to work
alongside them to ensure the success of their mission. We support
space programmes; we provide trusted technical services to the

UK Ministry of Defence and the US Department of Defense; we
carry out secure monitoring services for a range of commercial and
government customers globally — all vital support solutions requiring
trust and integrity.

How we create value

Our people make the critical difference to customers by providing
unigue approaches to problem solving. They supply answers
requiring innovation, deep domain knowledge, rigorous independent
thinking and technical expertise — answers which save lives, protect
assets and critical infrastructure, reduce costs, ensure competitive
advantage — answers which make tomorrow work today.
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Performance highlights

Revenue

£1,702.6m

Underlying operating profit*

£145.4m

Underlying operating cash

conversion*

183%

Net debt

£260.9m

Underlying earnings per share*

14.2p

Gearing ratio’

1.4x

Underlying operating margin* Dividend

8.5%

1.60p

* Defirutions of underying measures of performance are in the glossary on page 107
' The gearing ratiols net debt to adjusted EBITDA and the definihon 1s in the glossary on page 107
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Business review

Chairman’s
statement

Dear shareholder

I write this report having completed my first full year as Chairman
of QuinehQ |am pleased to report that, against a backdrop of
challenging markets, QinetQ's performance in the last financial
year was impressive

These results were delivered 1n significant part because we took
charge of our destiny and implemented a 24 month self-help
programme to restore the business to strength and build value
for the future Our markets on both sides of the Atlantic were
under significant budgetary pressures as our customers responded
ta therr need to reduce national defiats Given, however, the
increased global risks and threats, our key markets of defence
and security remain a priority for governments We have made
rapid progress in reshaping our business This, together, with the
reduction and refinancing of our debt contributed to a more
agile and competitive QinenQ,

Results

Group revenues were £1,702 6m (2010 £1,625 4m) and underlying
operating profit’ increased to £145 4m (2010 £120 3m), up 21%,
resulong in an underlying profit before tax for the Group of

£114 6m, up 34% on the previcus year (2010 £85 7m} The rigorous
Group-wide focus on debt reduchon resulted in a strong underlying
operating cash conversion” of 183% (2010 145%) as underlying
cash flow from operations’ increased to £265 8m {2010 £174 3m)
Closing net debt at 31 March 2011 was £260 9m (2010 £457 4m),
an improvement of £196 5m Full year underlying earmngs per
share” were 14 2p (2010 11 1p}

Dradend

in May 2010, the Board recommended a suspension of dividend
payments during the first 12 months of the Group’s programme

to restore CinetiQ) to strength In hine with its commitment at that
time, the Board 1s recommending a return to the dwvidend list

The Board ss also recommending the reinstatement of a progressive
dividend policy, which takes into account the profitability of
QinetiY’s businesses and underlying growth, as well as its capital
requirements and cash flows, while mamntaining an appropriate
level of dividend cover The final dvidend will normally represent
approximately two-thirds of the full year dividend in future penods
The proposed final dividend is 1 60p per share for the year ended
31 March 2011, which will be paid on 2 September 2011 to
shareholders onthe register at 5 August 2011

Our people

QunenQ’s success rests on the skills and dedication of its people as
we adapt to changing market conditions They have played an acbive
role in the Group’s progress during the year and we know they are

Definitlons of underiying measures of performance are in the glossary on page 107
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deeply engaged in the seff-help plan that we are mplementing
Our teams embody a strong ethos of public service, which provides
a vital bond with our customers in delivery of their prioribes

May | take this opportunity to extend my thanks to our employees
who have played such a vital role in our progress during the year

The Board

Just as our business I1s evolving so 1s the shape of the Board Burmg
the course of the year, Nick Luff and David Langstaff both left the
Board due to growing execuhive management commitments outside
of the Group I thank them for their service to the Company and
wish themn both well for the future In October 2010, Paul Murray
joined as a Non-executive Director, bringing a broad range of
experience tn finance and corporate governance from a cross
section of industries { would like to welcome Paul to the Board
and, on behalf of my Board colleagues, look forward to working
with him Admiral Ed Glambastram will step down as a Non-
execubve Director at this year's Annual General Meeting | would
like to thank him for his contribution to QinetsQ over the past three
years We will continue to review the structure of the Board as
QunetiQ transihons and adapts to changing markets

Outlook

We are making significant progress in restoring Qinen(t to strength
Our reshaping of the businesses, together with the reduction

and refinancing of the debt, all contnbute to a leaner and more
agile Group With a stronger balance sheet, we are now able to
fund future growth and reinstate the dividend for shareholders
Internally, we have made significant changes which we willembed
and extend this year, to ensure that over the medium term we
maximise vafue from both QinedQ's inherent capabiites and
emerging opportuniiies Externally, by working closely with its U5
and UK government customers, QinetiQ will be able to ahgn 1ts
unique experbse with their prionties to achieve greater value and
efficiency We are unlikely to see a repetition of last year’s level of
Q-NET sales, but the Board believes that the programme underway
to increase compehtiveness will enable the Group to perform in line
with its expectatons for the current financial year in what are likely
to remain challenging market condons

Mark Elliott
Chairman
27 May 2011




Chief Executive Officer’s Review
Summary of Priorities

We are now 12 months into our 24 month self-help
programme to restore value, to strengthen our
foundations, and build a path to future sustainable
and profitable growth. The following priorities
have been put in place:

Focus

— Extracting value from the portfolio

Cultural transformation

— Building a more competitive culture

Strengthen the balance sheet

— Enable longer-term options

For more information go to
www QinebQl com
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Business review

Chief Executive
Officer’s review

The Group made significant progress i the year Its programme

of self-help resulted in increased compettiveness and a strong
foundanon for the future Throughout what was a difficult period
In the markets, all our businesses have worked closely with therr
customers to ensure that GiebQ 1s well-posihioned to create value
over the medium term

Through a relentless focus on our key prioriies, we rebased

the business and put 1t on a strong foundation for the future

| am particularly pleased that we achieved a number of our goals
ahead of schedule, principally the refinancing This major milestone,
completed 12 months ahead of schedule, culminated in a
strengthened balance sheet and the confidence to reinstate the
drvidend In addition, the Group has no debt maturity untl 2016,
providing a strong foundathon to fund future growth While we are
making good progress, we remain focused an the next 12 months,
to build on our progress and deliver a more agile, commercral and
efficient business for the future

Trading environment

Quneth Qs principal markets rematn challenging, with defence
budgets on both sides of the Atlantic under pressure in light of
government programmes to reduce fiscal deficits

In the US, after six months operatng under a Continuing Resolution,
President Obama signed the Defense Appropriation Bill on 15 April
2011, which funds the Department of Defense for the remainder

of the US Government 2011 fiscal year Work within the US
Government now turns to the budget for the 2012 fiscal year,
accompanted by a review by the Department of Defense (DoD) to
evaluate long-term spending plans Over the medium term, budget
reductions are expected in order to generate efficiency savings
Against this backdrop of fiscal austerity, customer behaviours

are changing as they lock "to do more with less *

In the UK, it 1s antiaipated that budgets will be reduced to meet

the Government’s target of an 8% cumulative reduction in

defence spending over the next four years in December 2010, the
Government published its Consultation Paper, ‘Equipment, Support
and Technology for UK Defence and Security’, on the role which
mdustry wall play in future defence programmes and the resulting
White Paper 1s scheduled for this summer In April 2011, the

MOD also implemented its Comprehensive Commitment Controi
Regime, which requires the approval of senior civil servants for new
expenditure, except In key categories such as those which support
curient operabions, the strategic deterrent and safety Overall,

the imperative for change within the MOD s likely to continue

to restnict and delay the authorisation of new contracts

* Definrhons of underiying mezsures of performance can be found in the glossary

The gearing ratic is adjusted net debt EBITDA calcutated in accordance with the
Grotp's credit faality ratios.
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Update on priorihes

in May 2010, QunetQ set out a 24 month self-help programme with
three priorihes to refocus the businesses, to transform the culture
and to strengthen the balance sheet

Focus

The Group’s new structure of three divisions — US Services, UK
Services and Global Products — aligns its expertise and technology
efficiently with customers’ needs Each division made progress

on implementaton in the pernod

« full integration of the US Services businesses i1s underway to
reduce duphcated overhead, improving the ability of the division
to compete effectively,

the realhignment of UK Services with specific customer segments
was completed in the first half, with further refinements likely
to reflect evalving customer requirements,

-

* the Global Products framework is now in place and delivering
a common approach to development of the product portfolio,
for example, the development of E-X-Drive® for the US Ground
Combat Vehicle programme

The portfolio is reviewed on an ongoing basis to address both
performance 1ssues and key focus areas During the year

* the Group completed the disposal of the S&IS business and
acquired Sensophces Ltd to support development of the
OptaSense® business,

« existing UK synthetic training and sstmulabion capabilibes were
brought together as one business within UK Services,

» acommon US/UK cyber platform is under development to
globalise the Group’s cyber capabilines

Cultural transformation

The world-class domain expertise and innovation of QinehQ’s
screniists and engineers, together with its deep customer
relationships in both the UK and US, provide the potential for
longer-term profitable growth Delivering this requires the right
leadership, measurement and processes to enable empowerment
and accountability, as well as a more flexible and competitive cost
base The following steps were taken to achieve this

+ movre than 80% of the Group's executive team has been
upgraded, as well as approximately half of senior management
in the UK and a third in the US New performance-related
remuneration was introduced for the UK leadership team,
to replace legacy terms and conditions,




US Services UK Services Global Products

« Aerospace operations = Air engineering ¢ Survivability

* Engineenng ¢ Test and evaluation * Unmanned systems
management ¢ Traiming and simulatton s Energy from waste

= Information services * Cyber securtty and C4ISR » Vehicle power

+ Mission solutions/cyber ¢ Programme and management

+ Software and systems procurement support + OptaSense®

engineering

* common busiess review processes have been implemented
across the Group to ensure transparency and the ability to
manage outcomes and react quickly,

* two programmes — My Contribution and Fit 4 Growth — have
been introduced Together, these engage all employees in raising
performance and provide a single end-to-end process, from bid
to project delivery, driving ongoing improvements in productivity
and value delvered to customers,

s the UK, a more commercial way of working was needed to
improve performance Sales leadership was upgraded, new
incentve plans introduced and over 3,000 employees trained

in value-based selling, negobanon and project delivery During
the year, the business saw a 9% improvement 1n MOD customer
satisfaction scores, while a recent employee survey showed
higher engagement levels and a 14% rise n the leadership

score since 2009,

changes to UK employee terms and conditions, including revised
redundancy arrangements, came into effect on 1 July 2010 after
a 75% favourable vote by union members The combination

of introducing a new performance management system,
restructuning the UK businesses and rationalising the technology
portfolio, resulted in a 15% reduchon in UK headcount, a
reduction m layers of management and in overhead costs, and
addressed areas of systemic under-utilisation with mimimal loss
of key capability Further reduchons to the UK cost base have
been achieved through structured procurement of goods and
services —including IT and factlihes management — and the
streamlining of UK suppliers

Balance sheet

A key goal for the 24 month programme was to restore

QmnetiQ’s balance sheet to strength through self-help Significant

improvement was made in the first 12 months

* rigorous Group-wide processes and the engagement of
employees at all levels drove strong underlying operating cash
conversion of 183% (2010 145%),

+ the Group’s net debt at 31 March 2011 improved to £260 9m
{31 March 2010 £457 4mj},

+ the gearing ratio was reduced to 1 4x net debt EBITDA’
{31 March 2010 2 5x),

* in February 2011, the Group signed a new five-year revolving
credit facility, totalling £275m denominated in sterling and
dolars, which is currently undrawn,

+ In May 2011, the US$135m private placement note, due to
mature in 2013, was repaid from surplus cash

As a result of these achons, the Group has no debt matunty unbil

2016, providing a strong foundation to fund future growth

Ongoing priorities

Over the next 12 months, the Group's key goal Is to complete its

24 month programme to builld a leaner, more agile QtnehQ, focused

on -~ and compehtive In — its areas of core capability The imitiatives

which are transforming the Group's culture and processes must
be sustained and embedded Improvements in productvity will
be extended, as wiit the drive to strengthen the balance sheet

The portfolio will continue to be aligned with customers’ needs,

both through non-core disposals and by funding carefully selected

areas iy which QinetiQ has a clearly established position and,
therefore, a base for value ¢reation over the medium term

e 2

Leo Quinn
Chief Executive Officer
27 May 2011

" Tha gearing raho 1s adjusted net debt to EDITDA calculated in accordance with the
Group'scredit faclities
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Business review

Operations overview
US Services

Delivery of technical services

In aerospace operations and

systems, engineering and lifecycle
management, information solutions,
mission solutions, cyber and software
and systems engineering.

Revenues dechined by 7% on an organic basis at constant currency
impacted by US Government in-sourcing around last year end as
well as the switching of some work to small business preference
contracts The protracted Continuing Resolution led to a further
lack of clarity around contract funding This resulted in new and
incremental orders being delayed and the cancellabion of some
re-competes with shorter term extensions awarded in their place
Also, duning the latter part of the year, the successful Iraq flight
traiming project completed

In this environment, bidding for existing services and larger
programmes Is very compebtive necessitanng a higher investment
in business development This, coupled with the volume impact
on revenue, contributed to underlying operating profit” falling to
£44 3m (2010 £52 6m), delivering an underlying margin of 75%
(2010 8 4%)

As part of the programme to exit non-core capabilibies, the sate
was agreed of S&IS, an access controt business, for a total cash
consideration of US560m before tax The year-on-year revenue
vanance as a result of this disposal was £16m

* Defintlons of underlying measures of perfarmance can be found In the glossary
on page 107

t The gearing ratio 1s adjusted netdebt EBITDA calculated in accordance with the
Group scredit faality ratios
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2011 2010
US Services £m £m
Orders 5611 5776
Revenue 588.2 6280
Underiying operating profit” 443 526
Underlying operating margin’ 75% 8 4%

The strength of ongoing relahionships with key customers was
evidenced by an award to provide engineening services at the
Kennedy Space Center in Flonda, leveraging existiing NASA support
contracts at the site, as well as at the Glenn Research Center in
Ohio and the Goddard Spaceflight Center in Maryland The new
service at the Kennedy Space Center began on 1 March 2011 for
an expected base penod of five years with three one-year options

During the year, the US Services business was awarded seven new
contracts for mission-crincal services by key intelligence customers
totalling US$25m Building on its track record in providing training
services to the US Army, Manne Corps, Navy and Joint commumibes,
US Services was also awarded a five-year, US536m contract to
provide a full range of training development and delivery services
to the Tactical C2 Engineering Division by the US Navy's Space and
Naval Warfare System Center Atlantic (SSC-A)

As competition intensifies, the deciston to create a fully

ntegrated US Services business witl reduce duplicated overhead
and delver further effictency savings, improving the divisten’s
ability to compete effectively Significant progress has also been
made in developing a common US/UK cyber platform to explott
opportunities — principally in ‘five eyes” markets (UK, US, Canada,
Australia, New Zealand) — generated by government commitments
to additional cyber secunty funding

Maximising operational and business effectiveness
Identifying mission-critical factors, and controlling assets

Our Comrmand, Control, Communicatons, Computers, Intelligence,
survenllance and Reconnaissance {C4ISR} teams offer wotld-leading
experhse, technical advice and prachcal end-to-end solutions

Our services resolve the most complexissues in the intelligence,
command and control {C2) and information domams They manage
information gathered from different sources on the battlefield to
improve a commander’s situahonal awareness and decision-making




A Global Challenge — cyber intelligence, solutions and services

A situational awareness approach

Our track record in the field of security
positions QinetQ to develop a comprehensive
assessment of the threats an organisation or
business faces in cyber space

Our technology-neutral approach leads to
solutions that meet a customer’s specific
chalienges We have global expenence

to design indvidual security plans and the
ability to mplement them Qur inteligence-
led approach to secunty addresses the full
scope of today’s risks, including the evolving
demands of cyber space

From threats to facihtes, enterprise
infrastructure, malware, identity theft,
phishing and loss of intellectual property,

we cover the entire spectrum of cyber risks
Our excellent record in the provision of virtual
and on-site managed secunty services for
Critical Nahional Infrastructures, governments
and commercial compamies all around the
world, makes QinetiQ a global asset for

cyber secunty

QinetiQ Group ple Annual Report and Accounts 2011
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Business review
Operations overview continued

UK Services

Provision of technical services in
aerospace engineering, test and
evaluation, training and simulation,
cyber security, information and
intelligence and procurement
consultancy.

Revenues declined 10% on an organic basis, principally due to
pressure on customers’ budgets and delays in spending approvals
Budget uncertaintes had the greatest impact on the prowision of
technical and information services, where manpower unlisation has
a direct correlation with profitability in addition, the prior period
included some pass-through revenues on certain contracts which
did not recur this year and a contributten from the Underwater
Systems business sold in 2009 Qrdersin the comparator period
were also enhanced by approximately £40m of mult-year orders
and a £31m contract associated with the Ministry of Defence’s
Defence Training Ratonalisation {DTR) programme

Underlying operating profit” dechned from £59 1m to £48 7m,
principaily due to falling revenue and hence utilisahon, although
project margins remained strong This was exacerbated by the
combined impact of approximately £5m in respect of higher
pension service costs and reduced property income following a
major tenant vacating premises last year The underlying margin”
for the full year was 8 0% (2010 8 5%), an improvement on the
first half margin of 7 3% as cost reductions began to take effect
Headcount was reduced by 662 in the year, largely as a result

of the restructunng programme

Definitions of underiytng measures of performance can be found in the glossary
on page 107
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2011 2010
UK Services £m £m
Orders? N6 493 8
Revenue 6116 6939
Underlying operatng profit’ a8 7 591
Underlying operahng margin’ 8 0% 8 5%

* Orders excludes remalning £3 Sbn (31 March 2010 £4 1bn) in respect of LTPA contract.

UK Services continues to deliver value to its customers, de-risking
the procurement of technology for core defence programmes,
predorminantly in the UK but increasingly overseas New
opportuniies came to fruiion in Scandinavia, including a £9m
managed services contract to operate the flight physiclogical
centre for the Swedish defence administration and a £4m arder
for the Norwegian Andoya Range System Theyear alsosaw an
increase In funding for the Weapons Technology Centre, managed
by QuinetiQ in support of the future pipeline of complex weapons
At the end of the periocd UK Services won a £11m contract to
provide technrcal and infermation services for a natienal police unit

In response to customers’ requirements to reduce the cost of
tratning, existing UK synthetic training and simulation capabiiies
have been brought together as one business This will enable the
leveraging of QinetnQ’s umque, technology-agnostic position to
deliver operanonal and mission training for force preparation
using Commerctal-Off-The-Shelf (COTS) technology Reductions
In government and agency size also provide an opportunity

for QunenqQ, as a trusted advisor, to deliver acquisitton and
procurement support

Air worthiness, safety assurance, test and evaluation certainty
Independent technical expertise

QinetiQ provides a turn-key capabihty to design, simulate, instrument,
cerbficate, and evaluate awrcraft and equipment, assuring safety and
effectiveness for a broad cross-section of government and private sector
customers QOur experts provide test and evaluahon, logistics and
managernent, and research and development support as well as
aerospace engineering expertise




Providing off-the-shelf capability to address

training challenges

Technology-agnostic, trusted and transformational

The military 1s faced with ever more complex
operational situahions Against this backdrop,
QinetQ 1s offering a new approach to the
use of synthetics to make training more agile,
more up-to-date, more relevant, more cost
effective and more accessible

We already lead in the design and delery
of open architecture, enabling customers
to select the most effective combinations
of software and hardware in a ‘Plug and
Play’ approach to synthetics — or to select
a bespoke solution if needed Our unique
skillset 1s capable of delivering a much wider
range of misston training solutions across
the simulation spectrum, from application
for hand-held devices at one end to full
mission simulations at the other

Our competihive advantage lies in our deep
domam knowledge, our close working
relationship with the mulitary, our research
into the technologies avallable, and our
understanding of customer needs

QinetiQ)s teams are, therefore, drawn from a
wide range of disciplines, including specialists
in traning, simulation, modelling, software
engmeering and design, systems integration,
and human factors

Qinetiq Group plc Annual Report and Accounts 2011
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Business review
Operahons overview conbinued

Global Products

Focuses on the exploitation of
intellectual property through the rapid
development of concepts into proven
products and solutions, complemented
by contract-funded research and
development to support the creation
of the next generation of products for
the international market.

Revenues were £502 8m (2010 £303 5m), a 66% organic increase
at constant currency This includes a US$288m contnbution from
the new Q-NET vehicle survivability product and illustrates the
lumpy profile of the Global Products revenue Q-NET deliveries
during the year were primarily for the MRAP Lite vehicle — although
inibal orders were also received for Navistar Maxxpro and the
Stryker vehicle — and demonstrate the ability of the business

te develop and deploy a technology in a hmeframe that meets
customers’ demands Contributions also came from TALON™ robots
and Shoulder-Worn Acoustic Targeting System (SWATS) individual
punfire detection systems, with contract awards continuing in
suppert of current operahons, despite wider budgetary pressures
and the Continuing Resclution

Underlying operating profit* increased to £52 4m (2010 £8 6m)
and an underlying margin® of 10 4% (2010 2 8%), with a significant
contribution from the volume of Q-NET deliveries more than
offsething a disappointing performance in the UK

In the UK, the trading environment was impacted by further
caontract delays and cancellations from the MOD During the
year, the UK business was reorganised, changes were made

to the leadership team and management layers were removed
Total UK headcount was reduced by 346, largely as a result of the
restructuring programme, and a business that facked customer
demand and funding was closed

* Definitions of underlying measures of performance can be found In the glossary
on page 107
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2011 2010
Global Products £m £m
Orders 6270 3296
Revenue 502 8 3035
Underlying operating profit” 524 86
Underlying operating margin’ 104% 2 8%

The OptaSense® fibre-optic sensing business continues to make
strong progress in the energy sector with a three-year, £26 5m
contract with Shell Fellow-on orders for security and condion
monitonng included a project for Cairn Energy PLC to protect

the 700km Mangala development pipeline in India In December
2010, the acquisihon of Sensoptics Ltd was completed for an inital
consideration of £2 3m, net of cash acquired Sensophcs designs
and manufactures the fibre-optic sensing hardware used

by OptaSense®

Towards the end of the penod, the UK business received a £12m
contract from Force Protection Europe to design, optumise and
supply the modufar armour kits for the Light Protected Patrol
Vehicle (LPPV)

A new Global Products framework has been put in place enabling
a common approach to developing and marketing the product
portfolio, focused on businesses with growth strategres The
development of EX-Drive®, as part of a consortium bidding into
the US Ground Combat Vehicle programme, Is an early example
of this approach

Meeting the highest military standards for equipment
Lifesaving equipment making a difference

Ground forces in operational urban and rural environments are

faced with continuous threat Having situahional awareness capabihiies
and survivability products, which enables them to operate in extreme
situations, 15 a prionty QinetQ developed SWATS inresponse to concerns
ahout the high toll of sruper fire on mulitary forces

The US Army and the US Marine Corps have selected SWATS as therr
individual gunfire detection system of choice It 1s guickly becoming the
global standard for wearable gun shot detection Weighing fess than one
pound, 1t 15 a versahle sofution for combat troops around the world




Applying technology to new market applications

Using distributed fibre sensing to provide value enhancing
information to multiple industries

Distributed fibre sensing is enabling our
customers to monitor therr strategic assets
cost effectively and, in some cases,

to measure the unmeasurable

Our OptaSense® business s leading
commercial change in multiple Industries
through the application of distnbuted fibre
sensing (DxS) to gather information from
large or complex linear assets At the heart
of its success 1s its ability to convert existing
fibre optic assets into thousands of sensors
and then to apply advanced signal processing
algorithms to disserminate the data n real
time This dual approach enables customers
to leverage an existing hbre asset and receve
important and ttmely information This, in
turn, enables them to make value-enhancing
business decisions, whether these are to
change a well completions process or

to dispatch security to prevent theft from

an oll pipeline

OptaSense® delivers value in a range of
markets, from the ot and gas industry, through
defence and security, to transport and many
others These markets require a truly global
business focus During this year, OptaSense®
opened offices in Houston and Calgary,

and delivered projects in new geographies,
including India and Migenia among others
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Business review

Chief Financial
Officer’s review

The excellent cash flow across the Group in
the year has significantly strengthened the
balance sheet.

David Mellors, Chief Financial Officer

Group results overview

2011 2010
Revenue £m £m
LIS Services 588 2 6280
UK Services 611 6 6939
Glokal Products 502 8 3035
Total 1,702 6 1,6254

Group revenues increased by £87 3m (5%) organically, excluding
a £19 7m benefit from the strengthening of the US dollar
exchange rate and the impact of £29 8m In revenue contnbution
from dwvested businesses

Global Products revenue increased by £199 3m (66%) largely as

a result of the considerable demand for the new Q-NET preduct,
whilst demand for the robot family of products remained strong
Both of these products are supporting operanons in Afghanistan

Both UK and US services businesses suffered from pressures

on government spending In the UK, governmental customers’
spending approvals have slowed due to the uncertamnty around
priontes and budget levels The drop in revenue within the US
Services business reflects the volumes of government in-sourcing
around the previous year end, exacerbated by the Continuing
Resolution being in effect for much of the period

Defirtions of underlying measures of performance are in the glossary on page 107
Underlying financial measures are presented as the Board belleves these provide
a better representation of the Group slong-term performance trend
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Group summary

2011 2010

Revenue (fm} 1,702 6 1,625 4
Organic change at constant currency 5% (3)%
Underlying operating profit” (Em) 145 4 1203
Underlying operating margin’ 8 5% 74%
Underlying profit before tax’ (fm) 114 6 857
Net finance expense (£m) 308 346
Underlying effective tax rate 19 0% 15 0%
Basic earmings per share 0 Bp 97)p
Underlying earnings per share 14 2p 111p
Dividend per share 160p 158p
Underlytng ret cash from operations {post capex) (Em) 265 8 174 3
Underlying operating cash conversion 183% 145%
Net debt (£m) 2609 4574
Net debt EBITDA 14x 2 5x
Average USS/E exchange rate 156 159
Closing USS/£ exchange rate 160 152
Underlying operating profit”

2011 2010
Underlying operating profit £m £m
US Services 44 3 526
UK Services 487 591
Global Products 524 86
Total 145 4 1203

Theincrease in underlying operating profit’ reflects the

increased demand for the Q-NET product which more than

offset a disappointing result from the UK within the Global
Products business

The UK Services underlying operahing margin” decreased to 8 0%
{2010 8 5%) and the US Services underlying operating margin fell
to 7 5% (2010 8 4%) The reducbon in underlying operating profit’
and underlying operating profit margin® within both UK and US
services businesses reflects the revenue volume impacts
mentioned above as well as increased pension service costs

and decreased rental ncome in the UK, and investment in
business development in the US Cost savings in the UK have
contributed to the margin increasing in the second half of

the year (H1 UK Services margin 7 3%}

Theincrease in underlying operahng margin® from 7 4% to 8 5%
15 a result of the higher mix of revenues from product sales

Finance costs

Net finance costs reduced to £30 8m {2010 £34 6m} A ccmponent
of this decrease was the net pension finance credit of £9 1m
{2010 cost of £2 5m) from the improvement in opening market
value of scheme assets outweighing the negative tmpact of a
lower discount rate applied to scheme labilihes A lower level

of debt also contributed to the reduction in net finance costs
These impacts were parbally offset by accelerated interest costs
of £8 8m resulting from the election to make early repayment of
a US5135m private placement debt The early repayment

was concluded dunng May 2011

Taxation

The Group's underlying effective tax rate was 19 0% (2010 15 0%)
The increase was due primarily to the addimonal US profits earned
on sales of Q-NET survivability products The Group continues

to benefit from the availlability of research and development

rehief in the UK
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Business review
Chief Financial Officer’s review continued

Acguisittion amortisahion and specific non-recurning items’

The performance of the Group after allowing for non-recurring
events and amortsation of acquired intangible assets 1s
shown below

2011 2010
£m fm

Underlying profit for the year attributable to equity shareholders of the parent company 928 728
UK restructuring (33 5) {(441)
Pension curtailment gan 49 20
Contingent payments on acquisition treated as remuneration {61) -
Net inventory write-offs in respect of capitalised DTR-programme bid costs {23 8) -
Impairment of property, plant and equipment (5 9) {24 0)
Amorhsation of intangible assets ansing from acquisibons {26 3) (26 1)
Impairment of intangible assets - {53 4)
Gain on business combinations and divestments 27 51
Unrealised imparrment of investments - {11 3)
Taximpact of items above 02 157
Profitf{loss) for the year attributable to equity shareholders of the parent company 50 {63 3)

The resulting statutory proft after tax was £5 Om
{2010 loss of £63 3m)

The UK restructuring costs of £33 5m (2010 £44 1m) refate to
headcount reductions announced in July and August 2010 The
majority of the cash outflow associated with this charge occurred
in the second half of the year The restructuring formed part of the
programme to restoere QinehQ to strength by ensuring the Group
has a competnitive cost base, approprtately sized for the market

A pension curtallment gain of £4 9m (2010 £2 Om) aroseas a
consequence of the restructuring

* The geaningratic is adjusted net debt ERITDA calculated in accordance with the Group's
credit fadlity ratios.
Definitions of underlying measures of performance are in the glossary on page 107
Underlying financial measures 2re presented as the Board believes these provide
a benter representanon of the Group slong-term performance trend

14  QinetiQ Group pl¢ Annual Reportand Accounts 2011

The contingent acquisition payments of £6 1m and the gain

n respect of negative goodwill of £0 2m relate to the acquisition
of Sensoptics The discounted fair value of the contingent
purchase price was treated as remunerahon in accordance

with IFRS 3 (revised)

On 19 October 2010 the UK MOD terminated the Defence
Training Rationralisabon (DTR) programme for which QuinetC

was preferred brdder as a 50/50 equity partner in the Metnx joint
venture £23 8m has been written off previously capitalised bid
costs within non-recurring tems’




A charge of £5 9m {2010 £24 Om) was taken in the year against
the Group’s owned properties and impairment of assets These
propertes are no longer occupted and as ro external tenant has
been found the assets are no longer generating a return

The gain on busmness divestments 1n the year relates to the disposal
of S&I8, a non-core security operabons and access control business,
within CinehQY’s US Services operation

Earnings per share

Underlying earnings per share was 14 2p compared with 11 1p
for the year ended 31 March 2010 Basic earnings per share
increased to 0 8p {2010 (9 7p)}

Dividend

The Group did not pay an interim dividend for the year and the
Board is recommending a final dividend of 1 60p per share
The record date for the final dividend wili be 5 August 2011
Subject to approval at the Annual General Meeting, the final
dividend will be paid on 2 September 2011 to shareholders

on the register at 5 August 2011

Other financials

Cash flow

The Group’s cash flow from operations before restructuning

costs but after capial expenditure was £265 8m (2010 £174 3m)
The underlying operating cash conversion rabo” was 183% (2010
145%), as a result of relentless focus on cash generahon, assisted
by deferred contract capital spend in the UK Services business
The cash outfiow in the year on restructuring the UK business

was £31 8m {2010 £35 4m)

Acquisiton expenditure, net of cash acquired, totalled £15 8m
{2010 £45 6m), £2 3m of which was due to the acquisition of
Sensoptics Ltd in December 2010 and the remainder was deferred
consideration In respect of DTRI, acquired in 3 prior year Proceeds
received from the disposal of businesses tetalled £38 2m

{2010 £21 1m), largely from disposal of the S&IS business

At 31 March 2011, net debt reduced substantially to £260 9m
compared with £457 4m at 31 March 2010

The Group’s borrowings rematned comfortably within its
financial covenants, with a gearing ratio’ of 1 4x compared to
the covenant maximum level of 3 5x, a significant improvement
from 2 5x last year

The Group refinanced its existng credit facility with a new

five-year revolving credit facility provided by the Group’s six global
relahonship banks The new mulb-currency facility, which matures
in February 2016, includes a £118m tranche and a U$$250m
tranche and was undrawn at 31 March 2011 The Group's cash
performance also allowed it to make early repayment of a US$135m
private placement debt, which was repaid dunng May 2011 from
surplus cash

Net finance costs were impacted by an accelerated interest
payment of £8 8m related to the early repayment of the 2013
private placement debt

Total committed facilines avaitable to the Group at year end
amounted to £625m Following the early repayment of the
US$135m private placement debt in May 2011, total committed
faciines amount to £540m, with no matunty before 2016

QinetiQ Group plc Annual Report and Accounts 2011
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Business review
Chief Financial Officer’s review continued

Pensions

The net pension defioit under 1AS 19, after deducting deferred tax,
was £92 2m (2010 £106 1m) The decrease in net pension deficit 1s
primarily driven by the increase in market value of scheme assets,
parhally offset by the input of assumed increase (n life expectancy

The key assumptions used in the 1AS 19 valuation of the scheme are

31 March 31 March
Assumption 2011 2010
hscount rate 3 6% 56%
Inflanon 36% 36%
Salary increase 4 6% 4 6%
Life expectancy —male (currently aged 40) 90 89
Life expectancy —femate {currently aged 40} 91 90

Each assumption 1s selected by the Group in consultation with the
Company actuary and takes account of industry practice amongst
comparator listed companies The sensitivity of each of the key
assumptions 1s shown in the table below

Assumption

Indicative effect on scheme
liabihbes {hefore deferred tax)

Change In
assumption

Discount rate
Inflahhon

Salary increase
Life expectancy

The market value of the assets at 31 March 2011 was £981 1m
(31 March 2010 £915 9m) and the present value of scheme
llabihibies was £1,105 7m (31 March 2010 £1,063 2m)

Thenvestment principles of the QinetiQ Pension Scheme were
revised durmg the year by the trustees, in consultation with QunetiQ
A shift from the historical weighbng towards equity investments,
to a more balanced portfolio, was considered appropriate by the
trustees to reflect the relative age of the scheme and changes to
the membership profile The next triennial full actuanal valuation
of the QunetiQ pension scheme 1s due to be undertaken as at

30 June 2011

Capntal risk

The Group funds 1ts operations through a mixture of equity

funding and debt financing, including bank and capital market
borrowmgs At 31 March 2011 the Group’s total equity was £457 5m
{2010 £473 7m) Net debt as defined by the Group was £260 Sm
{2010 £457 4m)

The capital structure of the Group reflects the judgement of the
Directors of an appropriate balance of funding required The
Group’s target is to maintain ts gearing ratio below 2xEBITDA

Definitions of underlying measures of performance are n the glossary on page 107
Undertying financial measures are presented as the Board believes these provide
a better representation of the Group’slong term performance trend
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Increase/decrease by 0 1% Decrease/increase by £24m
Increase/decrease by 0 1%

Increase/decrease by 0 1%

Increase/decrease by £25m
Increase/decrease by £6m

Increase by one year Increase by £22m

Treasury policy

The Group treasury department works within a framework of
policies and procedures approved by the Audit Committee As part
of these policies and procedures, there 1s strict control on the use of
financial iInstruments Speculabive trading in financial instruments i1s
not permitted The policies are established to manage and control
risk in the treasury environment and to align the treasury goals,
objectives and philosophy of the Group

Funding and debt portfolio management

The Group seeks to obtain certainty of access to funding in the
amounts and maturities required to support the Group’s medium
to long-term forecast financing requirements Group borrowings
are arranged by the Group treasury function

Interest risk management

The Group seeks to reduce the volatlity in its interest charge
caused by rate fluctuahons A significant portion of the Group's
borrowings are fixed 1n the short to medium term through
fixed-rate debt




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

2011 2010
£/Us$ — average rate 156 159
£7USS - closing rate 160 152
£/USS — opening rate 152 144

The Group's income and expenditure 1s largely settled in the
functional currency of the relevant Group entity, mainly sterling

or US dollar The Group has a policy in place to hedge all material
transaction exposure at the point of commitment to the underlying
transacbon Uncommitted future transachons are not routinely
hedged The Group continues its practice of not hedging income
statement translabon exposure Te mimimise the impact of currency
depreciahon of the net assets on 1ts overseas subsidiaries, the
Group seeks to barrow 1n the currencies of those subsidiaries,

but only to the extent that its gearing covenant within its loan
documentation, as well as its facility headroom, are likely to

remain comfortably within imits

Tax risk management

The central principle of QunebQ’s tax strategy 1s to manage effechve
and cash tax rates whiist fully complying with relevant legsslation
Tax 1s managed in alignment with the corporate strategy and with
regard to QunehQ’s core value of integrity in all business dealings
These principles are applied in a responsible and transparent
manner ih pursuing the Group's tax strategy and in all dealings

with tax authonties around the world

Credrtrisk

Credit nsk anses when a counterparty fails to perform its
obligations The Group 1s exposed to credit risk on financial
instruments such as hquid assets, derivahve assets and trade
recewvables Credit risk 1s managed by investing liquid assets and
acquiring dervatives from high-credit quality financal institubons
Trade recewvables are subject to credit limits, control and approval
procedures across the Group The nature of the Group's operations
leads to concentrations of credit sk on its trade recevables

The majority of the Group’s credit nisk 1s with the UK and US
Governments and is therefore considered mimimal

Insurance

The Group continually assesses the balance of risk arising from the
operations undertaken aga:nst the insurance cover avallable for
such activines and associated premiums payable for such cover

A prudent and consistent appreach te risk retention and scape of
cover is applied across the Group The Group has a policy of self-
insurance, through its captive insurance company, on the first layer
of specific nsks with insurance cover above these levels placed in
the external market with third-party insurers

Employees

Year-end employee numbers have decreased by 14% to 11,208

at 31 March 2011 The dechne pnmanly refiects nermal in-year
attriion as well as departures under the restructuring programme
in the UK and the impact of Government in-sourcing and the
disposal of S&iS in the US

Accounting standards

As a UK-listed company, the Group 1s required to adopt EU
endorsed IFRSs and comply with the Companies Act 2006 The
effect of changes to financial reporting standards in the year and
critical accounting estimates and judgements are disclosed i1n note
1tec the financial statements

Crical accounting estimates and judgements in applying
accounting policies

A description and consideration of the cribical accounting estimates
and judgements made in prepanng these financial statements is set

David Mellors
Chief Financial Officer
27 May 2011
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Business review

Key performance indicators

The Group’s strategy 1s underpinned by focusing on a number of performance indicators The key indicators that the
Board utihses to assess Group performance are set out below Similar indicators are used to review performance in
each of the Group's businesses

Financial KPIs

Underlying EPS* (pence) Description Comment
The underlying earnings per share {EPS) EPS provides shareholders with a measure
expressed in pence per share of the earnings generated by the business

after deducting tax and interest £EPS
performance also determines the level of
payout for certain of the Group’s long-term
incentive plans

Organic revenue growth (%) Description Comment
The Group’s organic revenue growth is Organic revenue growth demonstrates
calculated by taking the increase in 2011 the Group's capability to expand 1ts core
revenue over 2010 pro forma revenue, at operations within its chosen markets before
constant exchange rates the effect of acquisitions, disposals and

currency translation impacts

Underlying operating profit* (Em}  Description Comment
The underlying earnings before interest Underlying operating profit 15 used by the
and tax Group for internal performance analysis as

Underlying operating profit’ for FY2009 has @ measure of operating profitability that 1s

been restated to show the iinance elements  tracked over ime
of the IAS 19 pension cost in the finance

income and expense lines Thereis no

impact on reported profit before tax from

this restatement

Non-financial KPlIs

Heaith and Safety {lost-time injury  Description Comment

rate per 1, employees) The lost-ome 1njury rate s calculated using Health and Safety performance 1s monitored

the total number of work related lost-ime to drive continual iImprovement in
incidents x1,000 divided by the average minimising the 11sk to employees
number of employees in that year The

2009 figures exclude Australia

Defininons of underlying measures of performance area in the glossary on page 107 Underlying financial measures are presented, as the Board believes these provide a better
representation of the Group's long term performance trend
' The gearing ratic Is net debt to adjusted EBITDA and the definition 1s in the glossary on page 107
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Underlying operating margin* (%)

Underlying operating
cash converston* (%)

Geanng ratio® (x)

Employee engagement score
{UK only on a scale of 0-1,000)

Description

The Group'’s calculation of underlying
aperating margin’ is consistent with prior
years Underlying operating margin 1s
calculated by taking the earnings before
tax and interest as a percentage of revenue

Description

The ratio of our net cash flow from
operations {excluding reorganisations),

less outflows on the purchase of mtangible
assets, and property, plant and equipment
to underlying operating profit’ excluding the
share of post-tax resuits of equity accounted
Joint ventures and associates

Description

The Group's gearing rato" 1s calculated as
net debt divided by EBITDA, as calculated in
accordance with the terms of the Group’s
credit facilibes, and 1s comfortably wathin
our banking covenant limit of 3 5x

Description

A measure of employee engagement

on a scale of 0-1,000, based on the Best
Companies Employee Survey Through
this channel, QunetiQ employees share
their views of working at QsnetiQ under
the headings of management, leadership,
my company, personal growth, my team,
giving back to the community, fair deal
and well-being

Comment

Underlying operating margin® can be used
to show the underlying profitability of the
revenues delivered by the Group It can
also be used to compare the Group’s
performance with that of our peers,
providing the definthon of underlying
operating profit 1s consistent

Comment

Provides a measure of the Group’s ability
to generate cash from normal operanons
and gwves an indicatien of its ability to pay
dndends, service its debt and to make
discretionary investments

Comment

Net debt to EBITDA provides a
measure of the strength of the
Group’s balance sheet

Comment

The survey forms part of The Sunday Times
Best Companies to Work For, an annual
survey run in The Sunday Times newspaper
that ranks UK employers based on their
employees’ feedback and allows comparison
between QinettQ and other UK companies
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Busiess review

Risks and uncertainties

The understanding and effective management of the risks that face QinetiQ is
fundamental to 1ts success and 1s an integral part of managing the business.

Theidenbfication, assessment, mitigation and reporting of nisks
are processes carrted 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 likehhood of the
event’s occurrence and its impact, both from a financial and
non-financial standpoint The Group Risk Register includes an
analysis of the potental exposures and sevenity of each risk (as a
function of the hkehhood and impact of the risk}, the assumptions
underlying each nsk and the miigating actions required to
manage the risk

The Group Risk Register is reviewed by the Executive Team cn

a monthly basis and considers

e the authority, resources and coordination of those involved in
the identificahon, assessment and management of significant
risks faced by the organisation,

¢ the response to the significant risks which have been 1dentified
by management and others,

+ the momitoring of reports from Group management, and

the maintenance of a control environment directed towards the

proper management of risk

The risk register 1s reviewed by the Board and, in addition, the rnisk

owners present an update of current status and mibgating actions

Risk

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

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

by rotation throughout the year

Potential impact

Current plans of both US and UK Governments
are to reduce involvement in Afghanistan mn the
coming years A significant shift in policy by either
the Administration in the US or the Government
in the UK, which results in a significant reduction
tin the number of forces personnel present in Iraq
and Afghanistan, may have a matenally adverse
impact on the Group’s financial performance

The Strategic Defence and Security Review tn the
UK, and the financial burden on both UK and US
Government budgets from the recent economic
downturn, will lead to reduced spending in the
markets in which the Group operates |n particular
the UK is reducing 1ts defence budget by 8% in
real terms by FY2015 and, addionally, seeking to
remove significant over-heating in 1ts equipment
programme Any reduction in Government
defence and security spending in either the UK

or the US could have an adverse impact on the
Group’s financial performance
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Mitigation

Qunehi( has capitalised on increased UK and US
Geovernment spending on technology in support
of operations in Iraq and Afghanistan Notably,
QinetiQ has expenenced strong demand for
Unmanned Ground Vehicles and survivabulity
products across the duration of both campaigns
However, the focus on operational support in
defence, on both sides of the Atlantic, has given
rise to a dechine in defence expenditure in other
areas, such as services to improve procurement
efficiency and mnovative research The Group
mibgates this by maintaining a market focus
and competitive posinonmg in adjacent
markets, including defence services {which

are not directly conflict-related), aerospace,
security and intelligence, providing a degree

of portfoho diversificabon

The Group 1s focused on arange of markets in
defence, security and intelligence, providing a
degree of portfolio diversificabon The Group wili
continue to review trends in defence, aerospace
and security expenditure in order to align the
business with those trends The UK Government s
investing an addihonal £650m In cyber capability
which offers some opportunity to the Group




Risk

Changing in the timing
of contracts

Funding of the defined
benefit pension scheme

Policies or athtudes
may change towards
Organisational Conflicts
of Interest (OCl)

Tax liabilittes may
change as a result
of changes in tax
legislation

Fixed-price contracts

Highly-compettive
marketplace

Potential impact

The amounts payable under some Government
contracts can be significant and the timing of
recewving orders could have a matenal impact
on the Group’s performance in a given
reporting period

The Group operates a defined benefit pension
schemen the UK Presently there s a deficit
between the projected liability 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 tin interest rates
and improvements in life expectancy Anincrease
tn the deficit may require the Group to increase
the cash contnbuhons to the scheme which
would reduce the Group's available cash for
other purposes

The Group provides services to defence customers
that meet their needs as part of the defence
supply chain and also as technical adviscr through
its consultancy services The future growth of

the business could be compromised should the
current athtudes 1o policies adopted by our key
customers change

QinetQ 1s hable to pay tax in the countries in
which it operates, prinapally in the UK and the US
Changes in the tax legislation in these countries
could have an adverse impact on the level of tax
paid on the profits generated by the Group

Some of the Group’s revenue 1s derived from
contracts which have a fixed price There 1s arisk
that the costs required for delivery of a contract
could be higher than those agreed in the contract
due to the performance of new or developed
products, operational overruns or external
factors, such as inflahon Any significant increase
in costs which cannot be passed on to a customer
may reduce the profitabihity of a contract or even
result in a contract becoming loss-making

The aerospace, defence and security markets
overall are highly compettive The Group's
financial performance may be adversely affected
should it not be able to compete in the markets
n which it aims to operate

Mitigation

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

The performance of the pension scheme s
reviewed regularly by Group management in
conjunchon with the scheme’s independent
trustees External actuarial and investment advice
1s also taken on a regular basis to ensure that the
scheme 1s managed In the best interests of both
the Group and the scheme’s members The most
recent triennial funding valuation of the scheme,
as at 30 June 2008, resulted in a dehcit of

£111 3m The Group and trustees have agreed a
ten-year recovery peried to make up this deficit
The next funding valuation of the scheme is at
30 june 2011

The Group takes proactive steps to manage any
potentia! OCI and to maintain its ability to provide
independent advice through its consulting and
systems engineering achvihes In the UK, a formal
compliance regime operates with the MOD to
monitor and assess potennal OCt as part of the
sales acceptance process

External advice and consultation 1s sought on
potennal changes in tax legislahon in both the
UK and the US This enables us to pian for and
mitigate potential changes in legislabon

The nature of much of the services prowvided
under such fixed-price arrangements 1s often

for a defined amount of effort or rescurce rather
than firm deliverables and, as such, the risk of cost
escalation 1is mitgated The Group ensures that

its fixed-price bids and projects are reviewed for
early detection and management of 1ssues which
may result in cost overrun

Quneti(} seeks to focus on areas within these markets
in which its deep customer understanding, domain
knowledge, technical expertise and platform
independence provide astrong proposition and

a significant advantage in competitive bidding
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Business review

Risks and uncertainties continued

Risk

Inherent risks from
trading in a global
marketplace

A material element

of the Group’s revenue
and operating profit

1s denved from

one contract

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

Failure of information
technology systemns
and breaches of

data security

Potential impact

Qunet() operates internationally The nisks
associated with having a large geographical
footprint may include regulahion and
admmistration changes, changes in taxabon
policy, pahtical tnstability, civil unrest, and cultural
and terms of reference differences leading to lack
of common understanding with customers Any
such events could disrupt some of the Group's
operations and have a material impact on the
Group's future financiat performance

The Long-Term Partnenng Agreement (LTPA)

1s a 25-year contract to provide a variety of
evaluation, testing and training services to the
MOD The ongmal contract was signed in 2003
The LTPA operates under five-year periods with
specific programmes, targets and performance
measures set for each period On 3 March

2008, the Group signed up to aseeond five-year
period of the LTPA with the MOD The first break
peintisin 2013 In the current year, the LTPA
directly contributed 11% of the Group’s revenue
and supported a further 6% through tasking
services using LTPA managed facilines The loss,
cancellation or termination of this contract would
have a material, adverse impact on the Group’s
future reported performance

The Group operates in a highly-regulated
environment and the majority of its revenues
are generated from sales within the UK and the
US The Group is subject to numerous domeshic
and international laws, in¢luding import and
export controls, financial and fiscal laws, health
and safety, environmental, money laundernng,
anb-bribery, etc Failure to comply with parhicular
regulations could result 1n a combination of
fines, penalties, civil or criminal prosecution,
and suspension or debarment from Government
contracts, as well as reputational damage

to the QunetiQ brand Any one of these

could have a matenal impact on the Group’s
financial performance

The Group operates in a highly-regulated
information technelogy environment The data
held by QinetiQ 15 highly confidental and needs
to be totally secure A failure of systems could
impact contract delivery leading to a loss in
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Mitigation

Whtle the core activities of the Group are confined
to the UK and the US, the Group continues to
explore potential chent relabonships across the
globe These new relationships are assessed

for their inherent rnisks using our International
Business Opportunity Management process
before being formally entered into

The Group continues to achieve customer
performance and satisfactien levels, and
signihcantly exceeded the agreed minimum
performance rating of 80% in 2010/2011

The Group has procedures and, where
appropriate, training in place to ensure that it
meets all current regufations Local management
continuously monitors local laws and regulations,
and policies are in place for the appointment

of advisors to support bustness development
Professional advice 1s sought when engaging in
new territories to ensure that the Group complies
with local and international regulatons and
requirements in the US, the Group undertakes
work that 1s deemed to be of Importance to US
national security, and arrangements are in place
to insulate these achvines from undue foregn
influence as a result of fareign ownership The
Group has procedures in place to ensure that
these arrangements remain effechive and to
respond to any changes that might cccur 1n US
athtudes to foreign ownership of such activines
The terms of reference of the Compliance
Committee have been expanded to review the
effectiveness of the comphance risk frameworks

The mformaton systems are designed with
consideration to single points of fallure and

the removai of risk through minor and major
system failures The business maintains business
continutty plans covering both geography e g sites




Risk

Failure of information
technology systems
and breaches of

data security
continued

Exchange rate
movement

Raising external
fundming and velatility
In Interest rates

Realisatton of value
from intellectual
property may

be delayed

Acquisition of
businesses

Potential impact

customer sabisfaction A breach of data security
could impact our customer’s operations and
have a significant reputational impact, as well as
the possibility of exclusion from some types of
Government contracts with a detrimental impact
on the Group’s financial performance

The Group 1s exposed to volatility in exchange
rates due to the internabonal nature of its
operations, this includes a translational impact
on the key financial statements as a result of the
Group reporhing its financial results in sterling
The Group has mited transachon exposure as
its revenues and related costs are often borne
in the same currency, principally US dollars

or sterling

The Group relies on the proper funcboning of

the credit markets which could have an impact

on both the avallability and associated costs of
financing The Group 1s exposed to Interest rate
risk derived mainly from long-term indebtedness
and related to borrowings which have been i1ssued
at floating interest rates

The funded research and development work
that the Group undertakes for defence and other
customers creates intellectual property that the
Group retains and can utihse for commerciat
applications The uncertainty that exists over new
technologres and markets may result in delays,
failure to reahise value from intellectual property,
or the need for a higher level of investment for
the opportunity to be realised The additional
investment requirements may have to be funded
from the Group’s own capital resources which
may have an adverse impact on the Group's
financial performance

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

Mitigation

and business units as well as technical capability
of staff These plans cover a range of scenarios
which include loss of access to information
technology systems The plans are tested at
appropriate intervals Data secunty i1s assured
through a mulb-layered approach, providing a
hardened environment including robust physical
security arrangements, data resilience strategies
the applhication of security technologies as well as
comprehensive internal and external testing of
potennal vulnerabihbies In addion the systems
are menitored and managed on a 24x7 basis

The Group actively hedges all significant
transachonal foreign exchange exposure as
described in the notes to the financial statements
and has adopted hedge accounting The Group’s
objective 15 to reduce medium-term volablity to
cash flow, margins and earmings The Group
protects its balance sheets and reserves from
adverse foreign exchange movements by financing
acquisitions in North Amernica with US doilar-
denominated borrowings, partally mibgatng the
risk as US dollar earnings are used to service and
repay US dollar-denom inated debt

The Group maintains a prudent level of committed
funding faciies a new five-year mulb-currency
factity totslling £275m was signed in February
2011 provided by its relahonship banks The
Group also uses fixed-rate debt instruments
issued to US private placement investors with
maturity dates up to 2019

The Group invests in the development of
intellectual property only where it believes
there 1s a realistic market opportunity for the
technology The performance of intellectual
property realisation programmes I1s monitored
to increase support for successful prospects and
reduce expenditure where realisation appears
less [ikely The Group uses external experts

and Ainancial backers as partners in a variety of
structures to enhance the performance of certamn
intellectual property reahsation projects

The risks are mitigated through the due diligence
and internal approvals processes In addition, the
usual contractual protections are included in the
purchase agreements signed with the vendors
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Business review

Corporate responsibility review

Performance overview

Progress in the year
1SO 14001 for UK sites maintained, following audits

7% reduction in CO; emissions achieved in the UK

UK waste recycling at 72%

Progress on delivery of UK conservation management plans
Achieved MOD sustainable procurement target

UK RIDDOR' rates reduced (1 69, down from 3 69)

Action plans put in place following employee
engagement survey

A N N L N NN

Future goals
+ Reduchon in reportable UK incidents to zero by 2014

* 10% reduction in UK carbon emissions by 2012
¢ Attainment of ISO 18001 in the UK by 2013
* Continue to improve waste management In the UK

+ Continue to work proactively with customers and suppliers
on sustainable procurement 1ssues

s Useof the employee engagement survey to
make iImprovements

A responsible and sustamable business

Leadership and management

With a wide network of domain experts across the UK, Austrafia and
the US, corporate responsibility (CR} 1s embedded in the business,
overseen by the Head of CR The CR Committee, comprising the
Qinet(} Executive Team, continues to review and support the CR
strategy and projects

The Group Business Ethics Pohicy provides a framework for how

the Group operates However, regional differences i stakeholder
requirements and law, require priorihes to be fine-tuned locally
QunetiQ responds promptly te changing legislaton by adapting local
pohicies, such as health and safety, environment, business ethics
and equality

Business ethics

Progress on the Business Ethics programme 1s now reported
quarterly to the Comphance Committee The Group is committed
to the highest standards of ethical conduct and, in the forthcoming
year, a Group-wide Code of Conduct will replace separate UK and
US documents All emplfoyees are required to complete regular
traiming in business ethics More in-depth training 1s provided for
employees who are involved in international business QinetQ
engages with third parties, such as TRACE to conduct due diligence
associated with engaging representatives overseas All employees
have access to an independent whistle-blowing hine

RIDDOR (Reporting of Injuries Diseases and Dangerous Occurrences Regutations 1995)
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Sustainable procurement

An mportant part of developing a sustainable and responsible
busmess is managing how and what we buy to ensure best value
for money, taking into account environmental and socio-economic
1ssues In the UK, QunehQ s a signatory to the MOD's Sustainable
Procurement Charter and an acive member of the MOD-Industry
Sustainable Procurement Working Group QinetiQ has been active
n raising employee awareness of sustainable procurement through
traming, employee campaigns and leadership team briefings and
through the corporate induction for UK employees

Engaging our people

Employee communications

Our people play a crucial role m enabling the Group to achieve

1ts goals, particularly in realising the sigmificant change embarked
upon within the Group Engaging employees begins with keeping
our people informed, through a range of channels The UK QinetiQ
Employee Forum continues to provide a way by which employee
engagement 1s enhanced The ‘My Contnibution’ programme grves
employees a forum to veice ideas for business improvements and
convert them quickly into projects that benefit the Company’s
bottom line

Once again the UK and Australian business took part in the Best
Companies Survey, giving employees an opportunity to share
their views on working in QinetiQ A 77 5% response rate was
achieved along with a higher scoerethan in 2010 Employee
engagement has been a key part of QinetiQ North America’s
{QNA) programme of bringing many separate companies together
into one business and an engagement survey 15 also undertaken

People development

The Group 1s an equal opportunities employer, upholds the
principles of the UK Employment Service’s ‘Two Ticks’ symbol
and s accredited by Investors in People

QinetiQ continues to support the development and employabihity
of our peaple, from apprentices and graduates to our current
and future leaders The Personal Success Plan {PSP), QinetiQ's
performance management process, was introduced last year

1n the UK and Austraha and has been successfully rolled out

and embedded It is a key mechanism for the identification of top
talent, as well as addressing any employee performance 1ssues

Employee wellbemng

UK and Australian employees have access to an Employee Wellbeing
Programme providing wformation and support on financial, tegal
and family matters and counselling UK employees also have

a benefits package through ‘QinetQ Currency’ QNA provides

an excellent package of healthcare benefits for employees, an
Employee Assistance Programme and a purchase discount scheme




Safe and sustainable delvery

Safety s a prionty of the business A review of our UK Health, Safety
and Environment {HS&E)} provision duning 2010 highlighted the

need to further develop our HS&E and Assurance management to
improve leadership and focus In August 2010, a Director of HS&E
was appointed and two lead roles for occupational safety and for
environment and sustainability were created They head up a new
and invigorated HS&E function aligned with the business and wath
astrategy focused on developing a strong HS&E and Assurance
culture and competencies

Group health

and safety data 2007 2008 2009 2010 2011
LK? nfa 761 4 66 532 473
QNA? nfa 157 109 212 185
Austraha?! nfa nfa nfa 388 395
QunetQ Group! nfa 507 3008 378 328

1 Lost Time Incidents per 1 000 employees
*Total for QNA and UK only

Environmental focus

UK carbon management

The UK Carbon Management Group promotes energy efficiency
and awareness, sets strategy and plans and monitors targets Itis
supported by a new network of Energy Champions across UK sites,
and the low-carbon message i1s reinforced duning ‘Environment
Week’, the annual employee awareness campaign We report
annually to the Carbon Disclosure Project and will be participating
in the UK Government's Carbon Reduchon Commitment Energy
Effictency Scheme Gaining the Carbon Trust Standard demonstrates
our commutment to energy efficiency

UK carbon

management data 2007 2008 2009 2010 2011
UK gas use {GWH) 69 6 686 66 8 647 630
UK ail use {(GWH]) 225 214 217 206 203
UK electricity use (GWH} 1369 1136 1027 99 3 94 2
Total CO, from 924 793 732 707 676
energy use?

Total CO, from nfa nfa 260 198 16 6
transport?

* €O, emissions are calculated using the defra 2010 greenhouse gas conversion factors
These factors change regularly, so to show actual reductions, the same factars have
been used for all years Consequently, there are some differences from the data reported
[ast year

Environmental management and conservation

The UK business cantinues to mamtan 150 14001 2004
certfication, confirming evidence of effective controls as part
of Company Environmental Management Systems, which cover
a broad range of activihes The Austrahan busmess has also
established a small group responsible for developing environmental
inthatives A responsible and proactive approach is taken to the
stewardship of the many Sites of Special Scientfic Interest (S5S1)
that are managed In the UK Conservation management plans
place where required

Waste

As part of Qimetid UK's waste-management programme, data
collection has been extended to the majority of QinetiQ sites
and those managed on behalf of the MOD In QNA, recycling
programmes operate across much of the business

UK waste-management
data’ 2007 2008 2009 2010 2011

General waste to landfll 2,472 1,911 1,924 1,230 926
{tonnes)

Recycled waste (tonnes) 1,338 1,533 1,802 2,641 2,355
Percentage recycled 35% 45% 48% 68% 72%

waste

1In previous years only data for major sites was reported Thss year reporting s for ali sites
where QlnetiQ has control of the waste Additional waste streams are now incorporated,
including operational waste

Making a positive contribution to the community

Science for society

In 2010, two UK employees visited Laos as part of QuinetiQ’s
unexploded ordnance {UXO) Science for Society Pragramme,
which has been running for six years The team uses 1ts expertise
to support local capability building te reduce the threat of UXO
Recently our QNA business provided specialist unmanned vehicle
equipment and assoctated training to atd in Japan’s Fukushima
recovery efforts This enabled response teams to accomplish critical
and complex recovery tasks while remaining a safe distance frem
hazardous debns and other dangerous conditions

Education outreach

For the fourth year running, QinetQ UK cellected an Award from
STEMNET, a UK natonal body leading all Sctence, Technology,
Engineering and Maths (STEM) educational outreach Student
placements are provided through ‘Year in Industry’ as well as
sponsorship of degrees

Charrty and commumity programmes

Employees across the Group undertook a range of volunteenng
activities in the community Total charitable giving from the
business across the Group was £196,900 (see page 45)
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Mark Elhott Leo Quinn
Non-executive Chief Executive
Chairman - 62 QOfficer—54
Appointment to Board Appointment to Board
Appointed Non-executive Charmann March 2010,  Appointed Chief Executive Officer in
Noh-executive Director between June 2009 and November 2009

February 2010
Committee Memberships

Member of the Remuneraton Committee,
Compliance Commuttee and Nominations
Committee

Expernse

Mark was previously General Manager of IBM
Eurape, Middle East and Africa and sat on IBM’s
Worldwide Management Counal Mark currently
serves as a Non-executive Director on the boards
of Reed Elsevier Group plc {in respect of which he
1s ako Chairman of the Remuneration Committee),
Reed Elsevier NV and G45 plc The Board considers
that Mark’s extensive expenence in the technology
services sector, both in the US and Europe, coupled
with his exposure to a vaniety of industry sectors on
the boards of FTSE listed comparues, is a valuable
asset to the Group n terms of leadership and
addressing the strategic 1ssues affecting the Group

David Mellors
Chief Financial
Officer - 42

Appointment to Board

Commuttee Memberships

Member of the Compliance Committee,
Nominattons Cormmittee and Securnity Committee

Expertise

Leo was Chief Executve Officer of De La Rue plc
between 2005 and 2009 Before that he was Chief
Operating Officer of Invensys plc’s Produchon
Managerment Dnvision Prior to that ime, he spent
16 years with Honeywell Inc, 1n a vanety of semos
management roles in the USA, Europe, the Middle
East and Africa iLeo was formerly a Non-executive
Birector of Tomkins plc

Sir David Lees
Deputy Chairman
and Senior
Independent
Non-executive
Director —74

Appointment to Board

Appointed Chief Finanaal Officer in August 2008
Committee Memberships

Appointed Deputy Chairman and SID in August 2005
Committee Memberships

Member of the Security Committee
Expernse

David was previously deputy Chief Fnancial Officer
of kogica plc David has zlso held the position of
chuef Financial Officer of Logica’s intemanonal
division covering operations in North America,
Australia, the Middle East and Asia and, prior to
that, he was the Group Financtal Controller Earlier
expenence included various other roles with CMG
ple, Rio Tinto ple and Price Waterhouse Davidis a
member of the Inshitute of Chartered Accountants
in England & Wales

Chairman of the Compiance Committee and
Nommations Commattee, Member of the Audit
Committee and Security Committee

Expertise

Str David 1s currently Chairman of the Court of the
Bank of England, he has also been a member of

the UK Panel on Takegvers and Mergers since June
2001 Sir David joined GKN pic in 1970 and had

held the postion of Group Finance Director, Chref
Executive and Executive Chairman before becoming
Non-executive Chairman in 1997 untit his renrement
n May 2004 Other notable roles include beinga
member of the Natonal Defence Industsies Council
between 1995 and 2004 Chawman of Courtaulds
plc from 1996 to 1998, a Non-executive Director of
the Bank of England between 1991 and 1999, and
Charrman of Tate & Lyle pk from 1993 untt! 2009
From 2001 to 2006, he was Non-executve Joint
Deputy Chairman of Brambles Industnes plc and
Bramble Industries Lirited Sir David 1s a Fellow of
the Institute of Chartered Accountants in England &
Wales The Board considers that Sir David's detalled
understanding of corporate governance and the City
and)its mstitetions, and s industnal expenence,
significantly enhance the operation of the Board




Colin Balmer
Non-executive
Director—64

Appotntment to Board

Noreen Doyle
Non-executive
Director—62

Appointment to Board

Admiral Edmund

P GrambastianiJr,
US Navy (retired)
Non-executive
Director—63

Appointment to Board

Appomnted Non-executive Director in February 2003,
Committee Memberships

Appointed Non-executive Drrector in October 2005
Committee Memberships

Appointed Non-executive Director in February 2008
Committee Memberships

Chairman of the Security Committee, Member of the
Compliance Comimittee, Nominahons Committee
and Remuneration Comnuittee

Expertise

Colin served as Managing Director of the Cabinet
Office from 2003 until hus retrement in 2006
Previously, he was Finance Director of the MOD,
with responsthility for QinehQ's privahisation and
the subsequent investment by Carlyle as partof the
PPP Transactton Cobn has extensive expenience
across the MOD and has been a member of the
Foreign and Commonwealth Office’s Audit and

Risk Committee Hes currently on the Board of the
Royal Mint, chainng its Audit Commuttee The Board
considers that Colin’s extensive knowledge of the
development of Qine it throughout its public-
private partnership, and his in-depth understanding
of the werlong of Government, particularly the UK
MOD, provides the Board with a umgue nsight

into the 1ssues facing Government in delivening

its procurement objechves and partnenng with
industry supplers

Admural Sir James
Burnell-Nugent
Non-executive
Director—61

Appointment to Board

Chairman of the Remuneration Committee,
Member of the Audit Committee

Expertise

Noreen sits on the Board of Credit Swisse Group
{Zurich) and Is @ Non-executive Director of Newmont
Mirung Corporation (De rver) where she 1s chair

of the Audit Committtee, and Rexam plc where

she i charr of the Finance Committee Pnor to her
appointment in 2001 as First Vice President of the
European Bank for Reconstruction and Development
{EBRD)}, Noreen was head of Risk Management.
Previously Noreen had a distnguished career at
Bankers Trust Company (now Deutsche Bank}in
corporate finance and leveraged financing, with
aconcentrationin oil, gas and mining The Board
considers that Noreen’s extensive international
busmess experience, particularly in the areas of
cotporate finance, risk management and banking,

1s of signaficant benefit to the Board

Paul Murray
Non-executive
Director— 39

Appoimntment to Board

Member of the Comphance Comnmuttee
Expertise

Between 2005 and 2007, Ed was the second —
hrghest ranking military officer in the United States,
having served as the seventh Vice Charman of

the Joint Chiefs of Staff A career nuclear-trained
submanne officer, Ed’s dishnguished service has
also ncluded assignments as Special Assistant to
the CIA's Deputy Director for Intelhigence, Senior
Melitary Assistant to the US Defense Secretary and
Commander, U5 Joint Forces Command He also
served as NATQ' first Supreme Allied Commander
Transformation After rebrement and until October
2009, he served as the Non-executive Charrman

of the Board of Directors for Alerva North America
Inc He currently 1s a Non-executive Director of

the Boeing Company, SRA Internahonal Inc and
Monster Worldwide Inc, and serves ina 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 securnity
domain significantly enhances the operation of the
Board, as QunethQ conhnues to pursue its strategy
of developing 1ts US platform in the defence and
secunty technology sector

Jon Messent
Company Secretary
and Group General
Counsel =47

Appointment

Appointed Non-executive Director in Apnil 2010
Committee Memberships

Apponted Non-execuhive Director in October 2010
Committee Memberships

Member of the Compliance Commuttee,
Remuneration Commuttee and Secunty Committee

Expertise

Chairman of the Audit Commuttee and Member
of the Compliance Committee

Expertise

Sir Jlames commanded the aircraft carner HMS
Invincible and three ather ships and submannes
durmg a 37-year career in the Royal Navy which
cuiminated in us appointment as Commander-in-
Chref Fleet In between operational duties he served
n several appointments in the MOD and gained
cross-whitehall experience while on secondment
to HMTreasury The Board considers that Sir James’
exper hse in the Government contracting domain,
particularly with the UK MOD and HM Treasury,

15 hughly beneficial in the context of QunehU’s
Government sourced operations

Paut s currently a Norn-executive Director and

Audit Commuttee chair at Royal Mail Holdings plc

He s also a Director at Knowledge Peers plc and

1sa Trustee of Pilothght. He was previously Senior
Independent Director of Taylor Nelson Sofres plc, a
Non-executive Director of Thomson SA and Tangent
Commumcations pl, and has also been Group
Finance Director of Carlton Communicahons plc and
LASMO plc The Board considers that Paul bringsa
broad range of expertence in finance and corporate
governance from a cross sectionof industries, all of
which leverage technology

Appointed as Company Secretary and Group
General Counse!in January 2011

Expertise

lon poined GuinetiQt from Chiloride Groupwhere he
held a similar role He has a background in legal
private prachce as well as company secretarial
experience w other FTSE250 companies
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Corporate governance

Corporate
governance report

The Board sees high standards of corporate governance as
essential to building value 1n our business and to the ongoing
management of change

The Board considers that QuinetiQ has promoted strong
governance throughout the Group by applying the principles

of the UK Financial Reporting Council’s Combined Code on
Corporate Governance (the Combined Code) The Board
considers that QmetiQ has complied with the provisions of the
Combined Code throughout the last financtal year In 2010 a

new UK Corporate Governance Code was published This will come
mto effect over the coming financial year and bring 2 number of
mportant changes to corporate governance practice The Board
welcomes these changes as a positive reflection of the evolving
nature of good business governance The Board 1s in the process
of reviewing the new UK Code and will be taking action to ensure
that what QinetiQ does fully reflects its principles and that we
comply with its provisions Sormne steps have already been taken
to update our practices and policies and these are highlighted in
the next few pages

The Board — governance, processes and systems
Board objectives

Demonstrate the highest standards of corporate governance per
the UK code to

* ensure the continuing evelution and implementation of the
Group strategy which delivers value to all stakeholders
customers, employees and shareholders,

« develop challenging objectives for the business and monitor
management performance against those goals,

= provide a framework of effective controls to assess and manage
nisks, with clear expectations for conduct to the highest
standards of ethics,

* provide support and constructive challenges to the Chief
Executive Officer (CEO) to promote the Group’s success,

e demonstrate leadership 1n management systems around
Health, Safety and Environment, and

® manage succession planning for the Board and the Group's
executive management
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Composition of the Board

The Board currently has nine members the Non-executive
Chairman, six other Non-executive Directors, and two Executive
Directors, namely the CEO and the Chief Financial Officer (CFO},
with the objective of achieving a balance of Executive and Non-
executive Directors

Executive and Non-executive Board composition

Mark Elliott has been the Non-executive Charrman of QinetiQ
since 1 March 2010, having first jotned the Board as a Non-
executive Director on 1 June 2009 During the year the Board
welcomed Paul Murray, who joined as a Non-executive Director
on 25 October 2010 The Board would like to express its thanks to
Nick Luff and David Langstaff, both of whom stepped down during
the year, for their dedication and valuable contributions during
thewr time of service on the Board

The Board considers its overzll size and composition to be
appropriate, having regard in particular to the independence

of character and integnity of all the Directors and the experience
and skills which they bring to their duties, which prevents

any indwvidual or small group from dominating the Board’s
decision-making

The Board considers that the skills and experience of its indwidual
members, particularly in the areas of UK/US defence and security,
the commercialisation of innovative technologes, corporate
finance, mergers and acquisitions and nsk management, have
been fundamental in the pursuit of QinetiQ’s strategic initiatives
(as described in the Chief Executive Officer’'s Review section of this
Annual Report) in the past year In addition, the quoted company
experience avallable to members of the Board in a vanety of
industry sectors and international markets has also been
invaluable to the Group as it seeks to consohidate its position

in its core markets and geographic territories




Roles and responsibihities

The Board is responsible for overseeing the Executive Directors’
management of the Group’s operations and, in this capacity,
determines the Group’s strategic and investment policies The
Board also monitors the performance of the Group’s senior
management team and organises its business to have regular
interaction with key members of the Group, including those based
In North America The Directors are responsible for overseeing the
management of the busmess of the Group, and therr powers are
subject to the Articles of Assocation and any applicable legislation
and regulatton

Chairman and Chief Executive Officer

The roles of Charman and CEO are separate, with their
rasponsibilities having been clearly articulated by the Board in
writing The Chairman, Mark Elliott, is responsible for the effective
operation of the Board and ensuring that all Directors are enabled
and encouraged to play thewr full part in Beard activities The CEQ,
Lec Quinn, s responsible to the Board for directing and promoting
the profitable operation and development of the Group consistent
with enhancing long-term stakeholder value This includes the day-
to-day management of the Group, formulating, communtcating
and executing Group strategy, and the implementation of Board
policies

Senior Independent Director

The Senior Independent Non-executive Director i1s Sir David Lees
Sir David is also Deputy Charrman of the Board and serves as an
additional point of contact for shareholders should they feel

that thewr concerns are not being addressed through the normai
channels Sir David 15 available to fellow Non-executive Directors,
either iIndmwidually or collectively, should they wish to discuss
matters of concern in a forum that does not include the Chairman,
the Executive Directors or the senior management of QinetiQ)

Independence of Non-executive Directors

Of the current Directors of the Company, the Board considers
Admiral Sir James Burnell-Nugent, Noreen Doyle, Mark Elliott,
Admiral Edmund P Giambastiani, Sir David Lees and Paul Murray
to be independent of QinetiQ’s executive management and free
from any business or other relationships that could materally
interfere with the exercise of ther independent judgement Of the
remaining Non-executive Directors, the Board considers that Colin
Batmer 1s not independent for Cembined Code purpcses, on the
basis that he was (until MOD sold its entire ordmary shareholding
in the Company on 9 September 2008} the MOD's nominated
director Based on the above, the Board considers that over

half of its members were independent Non-executive Directors
throughout the last financial year

Performance of the Board
In accordance with the Combined Code, QunetiQ continues each
year to evaluate the performance of the Board and its Commuttees

The Charman used the core conclusions ansing out of the prior
year's evaluation exeroise as a reference point for a series of
questions focused on best practice areas of corporate governance
This was supplemented by meetings held with the Directors at
which the performance of the Board, 1its Committees and individual
Board members was discussed Sir David Lees, in his capacity as the
Senior Independent Non-executive Director, met with indrvidual
members of the Board to evaluate the performance of the
Chairman

The evaluation process revealed that the operation of the Board
was conducted in an open and transparent manner, with the Board
possessing an appropriate range of skilis which were welt matched
to QuinetiQ’s business and having devoted increased attention to
strategic planning, successton and risk management in the year

As a result of the evaluation exercise, the Board agreed to maintain
its focus on these key 1ssues In the coming year As a separate
exercise, the Chairman held meetings with the Non-executive
Directors in the last financial year, without the Executrve hrectors
present, in order to review both the operation of the Board and to
appraise the performance of the Executive Directors

Directors’ induction, on-going training and information

All newly-appointed Directors participate in an induction
programme, which is tailored to meet thewr specific needs in
relation to information on the Group Further, a senies of visits to
Group sites giving the opportunity to meet senior management, Is
provided to new Directors for them to gain a strong understanding
of the business The induction programme mcludes an induction
pack, which 1s refreshed to ensure it contains the most up-to-date
information availlable on the Group Training is also availlable to the
Board on key business issues or developments in policy, regulation
or legisiation on an “as needed’ basis The Company provides
business-wide computer based traiming (CBT) for employees and
the Board relating to compliance wath its business ethics policies
and practices
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All Directors are encouraged to visit QinetQ’s principat sites and
to meet a wide cross-section of the employee base During the
last financial year, the Board held two of its meetings at QinetiQ’s
facility in Washington and one of its meetings at QuinetiQd’s
Farnborough site This provided members of the Board with a
greater opportunity to experience and understand the operational
dynamics and technical offerings of the US and UK business at
first hand

As part of the corporate planning process, the Board has the
opportunity to question the Sector Managing Directors and the
Executive Directors in relation to the formulation of the carporate
plan at Sector level and the impact of these plans on the Group
strategy as a whole

The Non-executwve Directors also have an opportunity to meet
with other employees within the Group (including other members
of the senior management team) at lunchtime/evening events,
which are scheduled to comncide with Board meetings

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

Re-election of Directors

Rules concerning the appointment and replacement of Directors
of the Company are contatned in the Articles of Association and
changes to these articles must be submrtted to shareholders for
approval According to the Articles of Association, all Directors

are subject to election by shareholders at the first Annual General
Meeting (AGM) following their appointment, and to re-election
thereafter at intervals of nc more than three years However, in
line with best practice reflected in the new UK Governance Code,
the Company requires each serving member of the Board to be put
forward for election or re-election on an annual basis at each AGM

Board meetings and attendance

The Board has regular scheduled meetings Nine scheduled Board
meetings were held in the last financial year Members of the
Board were also mvited to attend a dinner on the occasion of each
scheduled Board meetmg, to assist in the process of relationship
building and to ensure that key strategic initiatives were
thoroughly discussed

The following table shows the number of meetings of the Board
and its committees held during the last financial year, and the
attendance by indwvidual Directors

Attendance at meetings of Board and its Committees — April 2010 to March 2011

Committee
Members Board Audit Remuneration Compliance
Colin Balmer 9/9 - 7/7 5/5
Admiral Sir James Burnell-Nugent1 9/9 - 6/6 5/5
Noreen Doyle 7/9 5/5 7/7 -
Mark Elliott 9/9 - 7/7 5/5
Admiral Edmund P Giambastiani 8/9 - - 5/5
David Langstaff® 9/9 5/5 /7 -
Sir David Lees 9/9 s/s - 5/5
Ntk Luff’ 6/6 4/4 - 3/4
David Mellors 9/9 - - -
Paul Murray’ 5/5 2/2 - -
Leo Quinn g9/9 - - 5/5

* admiral Sir James Burnell-Nugent was appointed to the Board on 28 Apni 2010
? pawid Langstaff resigned from the Board on 18 April 2011

 Nick Luff resigned from the Board on 31 December 2010

* Paul Murray was appointed to the Board on 25 October 2010

Matters reserved to the Board

The Board operates through a comprehensive set of processes,
which define the schedule of matters to be considered by the
Board and its Comnuttees during the annual business cycle, the
level of delegated authorities (both financial and non-financial)
avallable to both Executive Directors and other layers of
management within the business, and QmetiQ’'s Business
Ethics, Risk Management, and Health, Safety and Environmental
processes The Beard devotes one entire meeting each year to
consider strategy and planning issues which have an impact on
the Group, from which the five-year corporate plan is generated,
and 1t 15 also regularly kept up to date on strategic 1ssues
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throughout the year The Board also has a clearly articulated set

of matters which are speciically reserved to it for consideration,
which include reviewing the annual budgets, raising indebtedness,
granting secunity over Group assets, approving Group strategy and
the corporate plan, approval of the annuval and interim report and
accounts, approval of significant investment, bid, acquisition and
dvestment transactions, approval of Human Resources policies
{including pension arrangements), reviewing material itigation and
monitoring the overall system of internal controls, including risk
management




Operation of the Board

The Board receives written reports from the CEQ and CFO each
month, together with a separate report on investor relations,
which 15 prepared In consultation with QinetiQ’s brokers, and

a report produced by the Company Secretary on key legal and
regulatory 1ssues affecting the Group The Board also considers
reports from the Charrs of the Committees of the Board at the
next scheduled Board meeting following the date on which each
Committee meeting was held

The CEQ’'s monthly report addresses the key strategic initratives
which have had an impact on the Group since the previous
meeting of the Board, and focuses, in particular, on the progress
of each of the Sectors Other key areas of focus include health,
safety and environmental matters, employee and organisational
1ssues, corporate responsihility, the status of key account
management/customer relationship mtiatives, the pipehne of
potential bids, acquisitions, disposals and investments, and the
post-acquisition performance of recently acquired businesses

The Board also recewes updates from the CEQ’s key functional
reports on an ‘as needed’ basis, on 1ssues such as Human
Resources, Treasury, Corporate Responsibility, Real Estate,
Security, Trade Controls and Pensions Key 1ssues considered by
the Board in the past year included succession planning, which
culminated 1n some changes to Board membership, strategy

(in partrcular the effective operation of the UK Services, US
Services and Global Products businesses) and the Company’s
ongoing improvement to business processes in response to

the key findings of the Haddon-Cave report

Conflicts of interest

The Company requires Directors to disclose proposed outside
business interests before they are entered into This enables prior
assessment of any conflict, or potential conflict, of interest and any
impact on time commitment An annual review of all external
interests 15 carrted out by the Board

Directors’ responsibilities

Statements explaining the Directors’ responsibihities for preparing
the Group’s financial statements and the auditor’s responsibilities
for reparting on those statements are set out on pages 48 and 49

Other Directors’ information

Details of Executive Directars’ service contracts and the Non-
executive Directors’ fetters of appointment are set out n the
Report of the Remuneration Committee Copies of Directors’
service contracts and letters of appointment will be available
for inspection at the Company’s AGM

Other Management Committees

Responsibility 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 control
of US subsidianes’), is conducted through the QinetiQ Executive
Team (QET} The QET comprises the Group CEOQ, Group CFO,
Functional Directors and the Managing Directors of each of the

three UK business Sectors The QET meets on a monthly basis,
and receives weekly updates on key operational issues by way

of pre-scheduled conference calls The activities of the QET are
supplemented by the Proxy Board and the Executive Management
Team in QNA A Global Products Steering Committee was formed
in the year to accelerate the development of the Global Products
business, its products, and its explotation of QinetiQ’s intellectual

property

Board Committees

The Board has established five principal committees the Audit
Committee, the Remuneration Comnmuttee, the Nominations
Committee, the Complhance Committee and the Security
Committee Each operates within written terms of reference
approved by the Board, details of which are set out in the Investor
Relations section of QinetiQ's website (www QinetiQ com)

Each Charrman of a Board Committee reports on the key 1ssues
discussed, and decisions taken, at the next meeting of the Board
following the Committee meeting in question Details of each of
these Commuttees are summarised below Details of each
Committee members’ attendance at Committee meetings

are set out in the table on page 30

Audit Committee

The Audit Committee 1s charred by Paul Murray The Board
considers him to have recent and relevant financial experience,
given his former roles as Group Finance Cirector of Carlton
Cammunications plc and LASMO plc, and through his current role
as Audit Committee Chairman at Royal Mast Holdings plc The
Committee 1s made up of three Non-executive Directors (four until
the resignation of David Langstaff as a Director of the company on
18 Apri 2011), all of whom the Board considers to be independent
The Audit Committee monitors the Group’s integrity n financial
reporting and reviews the effectveness of the risk management
framework The ather members are Noreen Doyle and Sir David
Lees The members bring extensive experience of corporate
management in senior executive positions to the Company

The Audit Committee meets as necessary and at least four

times a year Duning the financial year ended 31 March 2011,
the Committee met on five occasions The external auditor has
the right to request that a meeting of the Audit Committee be
convened Duning the past financial year, the Committee met
with QinetiQ’s external auditor on two separate occasions,
without Executive Directors present, to discuss the audit process
The Committee also met with the Group Internal Audit Manager
on the same basis

The CEO, CFO, Group Financial Controller, Group Internal Audit
Manager, the QNA Internal Audit Manager and a representatve of
the external auditor, normally attend Audit Committee meetings,
except where not appropriate

This year the Committee’s particular focus was on QNA risks,
1ssues and mitigating actions, and on the development of a more
robust review process for the business’s self-assessment and
certification exercise
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Consideration of the audit process for the full-year and interim
results was the principal areas of focus for the Audit Committee
The Committee also assessed the effectiveness of the Internal
Audit function and adequacy of resourcing levels As part of its
review of internal controls, the Committee focused in particular
on those matters which had falled to achieve at least a
‘satisfactory’ audit rating in the year, and the management plans
to address the issues raised by the Internal Audt function

In the cantext of the Group’s North American business, the
Committee undertook two in-depth reviews of the internal
controls environment across QNA, which included contract
admistratron, cost accounting and billing The Committee also
reviewed the activities of the tax, insurance and treasury functions
in detail, as well as overseeing the level of KPMG's audit fees

The Committee confirms its view that it has recewed sufficient,
reliable and timely informatton from management in the last
financial year to enable 1t to fulfil ts responsibilities

In order to safeguard auditor independence and objectivity, the
Commuttee ensures that any other advisory and/or consulting
services provided by the external auditor do not conflict with their
statutory audit responsibilities 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
require the consent of the CFO or the Chairman of the Audit
Committee before being initiated, with any such services
exceeding £50,000 in value requiring the consent of the Audit
Commuttee as a whole In the last financral year, the non-audit
activity conducted by KPMG, en behalf of QunetiQ, which exceeded
this £50,000 threshold, related to the provision of support to the
US Services business in relation to the acquisition of Cyveillance
Inc in the previous year The Committee concluded that this
service did not create any confiict of interest that might
compromise the independence of KPMG audit work

it 1s also QinetiQ’s policy that no KPMG employee may be
appaointed into a sentor position within the QuinetiQQ Group without
the prior approval of the CFQ The cost and nature of non-audit
work undertaken by the auditor was reviewed by the Committee
on several occasions during the tast financial year This process
enables the Committee to take corrective action if it believes that
there is a risk of the auditor’s independence being undermined
through the award of such work

KPMG has been the Company’s audrtor stnce 2003 The members
of the Audit Committee have declared themselves satisfied with
the performance of KPMG as the Company’s auditor in the last
financial year A rotation of KPMG’s lead audrt partner was last
undertaken dunng 2008 1t 1s anticipated that he will continue In
this role for a maxtmum term of five years

Remuneration Committee

The Remuneration Committee 15 chaired by Noreen Doyle

The Committee sets remuneration and incentives for Executive
Directors, approves and monitors remuneration and incentives
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for the Group The other Committee members are Colin Balmer,
Admural Sir James Burnell-Nugent and Mark Elliott The Committee
meets as necessary afthough normally not less than three times a
year During the financral year ended 31 March 2011, the
Remuneration Committee met on seven occasions Although not
members of the Committee, the CEQ, the HR Director and the
Group Reward Director normally attended meetings to provide
information and advice to the Committee

During the year, the Committee received advice from its apponted
independent advisors, Towers Watson, and from Kepler Associates
Towers Watson provided other consuiting services during the year
to QinetiQ but did not provide advice on executive rermuneration
matters other than to the Committee Market data was provided
by Towers Watson and Hewitt New Bridge Street who afso
provided advice to assist the Committee to determine whether
performance targets had been met

No employee of QinetiQ 1s permitted to participate 1n discussions
about their own remuneration

The Committee has reviewed the changes in the new UK
Governance Code relating to the remuneration and rewards of
the Company’s Executive Directors and senior management As
a result the Comnuttee has taken steps to update its processes
to ensure that

e the level of reward given to the Executive Directors and senior
management s stretching and designed to promote the long-
term success of the company, and

e remuneration incentives remam consistent with the Company’s
risk management policles and systems

Executive Directors are not present when their own remuneration
15 heing discussed Further information on the activities of the
Remuneration Committee duning the last financial year are set out
in the Report of the Remuneration Committee on pages 36 to 44

Nominations Committee

The Nominations Committee 1s chaired by Sir David Lees

The Committee ensures that the composition of the Board and
Committees has the optimum balance of skills, knowledge and
experience The other Committee members are Cofin Balmer,
Mark Elliatt and Leo Quinn, and David Langstaff until his departure
The Committee meets as necessary and when called by its Charr
During the financial year ended 31 March 2011, the Ccmmittee
met and consulted mformally an a number of occasions around
Board meetings, as required

The principal focus of the Committee’s activities during the
financial year ended 31 March 2011 was to review QinetiQ’s
succession planning processes at both the Executive and Non-
executive Director levels

The Committee also oversaw the appointment of one new Non-
executive Director, which culminated in the appeintment of Paul
Murray i October 2010




Compliance Committee

The Compliance Committee 1s chaired by Sir David Lees The
Committee’s primary purpose 15 to monitor adherence to the MOD
Compliance Regime In addition, 1t keeps a watching brief over
those areas of risk where the principal impact is not financial,
including security, trade controls, ethics and health, safety and
environment The other Committee members are Colin Balmer,
Admiral Sir James Burnell-Nugent, Mark Elliott, Admiral Edmund

P Grambastiani Jr, Paul Murray and Leo Quinn The Committee
meets as necessary although normally not less than four times
ayear During the financial year ended 31 March 2011, the
Comphance Committee met on four occasions This financial

year the Committee has focused on ethics, the QNA Proxy Regime,
Health, Safety and the Environment, Trade Controls, Security and
tnials involving human subjects that fall within the scope of the
Helsinki Pratoco! In additon, the Committee is providing oversight
for 12 project areas establshed to address the recommendations
of the Sir Robert Nelson Report completed as a result of the
Haddon-Cave Revrew These projects include specific activities
relating to aerospace assurances and safety work in addition to the
governance of advice services, general projects seeking to simpiify
CQunetiQ’s Competency and Assurance Framewaorks and the
processes of QinetiQ’s Business Management System

The Committee continues to monitor the Compliance Regime,
which 1s designed to give MOD customers confidence that QinetiQ,
1s able te provide impartial advice during any competitive
evaluation of a procurement where QunetiQ wishes 1o operate on
both the ‘buy’ and the ‘supply’ sides QunetiQ s required by its
Articles of Association to implement a Compliance Regime, which
was established on its creation out of The Defence Evaluation and
Research Agency (DERA) Central to this Regime 1s the requirement
for QunetiQ to seek permission from the MOD prior to providing
commercial defence services to others where there 15 potential
for a conflict of interest with the services that QinetiQ provides

to the MOD

In designing the Compliance Regime, the MOD and QinetiQ
sought to achieve a balance between meeting the needs of the
procurement customers within the MOD {principally Defence
Eguipment and Support) and the need to allow QinetiQ flexibility
to exploit research into the supply chain and pursue its planned
commercial activities, without compromising the defence or
security interests of the UK The Comphance Regime is largely
self-policing, in that it 1s applied by QinetiQ n respect of its
activities without extensive intervention or oversight by the MOD
Since the mception of the Compliance Regime, over 97% of the
requests to the MOD to allow QmetiQ to operate on the supply
side of the commercial defence market have been approved
Oversight of the operation of the Regime 15 provided by the
Comphance Committee

The MOD reviews the operaticn and effectiveness of the
Compliance Regime, through its nght to have an observer
at the Compliance Committee meetings

The Board nominates two senior executives to act as Comphance
Implementation Director and Comphance Audit Cirector It
receves a bi-annual report on the comphance areas that it
monitors from the Internal Audit function In respect of the
Compliance Regime, the Committee receives a report from the
Company’s Compliance Implementatton Director which describes
the permisstons which have been sought and granted since the last
meeting of the Committee, and the status of projects where the
potential conflicts of interest are being managed The Committee
also receives, from the Comphiance Audit Director, a report on the
effectiveness of the controls that are in place to ensure that the
Regime is operated correctly The Committee 1s the forum that
would address any issues arising out of QnetiQ’s fallure to comply
with the requirements of the Regime The Committee reviews the
systems that support the Compliance Regime and those that may
have an impact on 1it, directing changes, If appropriate A
computer-based traning package continues to be used to ensure
that all relevant employees have a satisfactory knowledge of the
operatron of the Regime For key roles, competence 1s
demonstrated by passing an annual mandatory test

During the year, a total of eight new permissions were scught from
the MOD under the Comphance Regime, where potential conflicts
of interest were identified by QuinetiQ Of these eight requests,
seven were approved and one remained outstanding at the end
of March 2011 At the end of the year, 12 firewalls were in place
Since vesting in 2001, a total of 130 firewalls have operated with
118 now closed A firewall is a series of rules and procedures
governing written and oral communication between employees
contributing to products in an MOD competition with industry
{outside the wall) and employees assessing those products for
MOD (inside the wall} No breaches of the MOD Compliance
Regime were noted during the year This year, the Committee
has continued to have oversight, through quarterly reporting,

on Health, Safety and Environment, Trade Controls, Ethies and
Securrty from the heads of those functions within the business

A summary of the key focus and activitres of the Health, Safety
and Environment and Ethics functions 1s set out in the Corporate
Responstbility Review on page 24

Secunty Committee

The Security Committee is chaired by Colin Balmer The other
Committee members are Adrmiral Sir James Burnell-Nugent,

Sir Dawid Lees, Dawid Mellors, Paul Murray and Leo Quinn The
Committee was established in June 2009 to enable UK nationals on
the Board to consider matters of a UK national secunty dimension
which have an impact on QunetiQ’s UK business

Risk Management and Internal controls

The Board 15 ultimately respensible for the Group’s system of
internat control and for reviewing its effectiveness i safeguarding
shareholders’ interests and the Company’s assets Such a system s
designed to manage and mitigate, rather than elimmate the nisk of
failure ta achieve business objectives, and can provide only
reasonable and not absolute assurance agamst matenal
misstatement or loss QinetiQ managers are responsible for the
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identification and evaluation of significant risks applicable to their
areas of business, together with the design and operation of
surtable mternal controls to ensure effective mitigation These
risks, which are related to the achievement of business objectives,
are assessed on a continual basis and may be associated with a
varniety of internal and external events, including control
breakdowns, competition, disruption, regulatory requirements
and natural and other catastrophes The Board and the Audit
Committee regularly review significant nisks to the busmess

An annual process of hierarchical self-certification has been
established within the organisation which provides a documented
and auditable trail of accountabihty for the operation of the system
of internal control This seif-certificatton process 15 informed by a
rigorous and structured self-assessment that addresses all the
guidance cited in the Combined Code and comphiance with
Comgpany policy The process provides for successwe assurances
to be given at increasingly higher levels of management and,
finally, to the Board The process is informed by the Internal
Audit function, which also provides a degree of assurance as

to the operation and validity of the system of internal control

The centrally provided internal audit programme s prioritised
according to nisks identified by the Company and 1s integrated
across alf business and functional dimensions, thereby reducing
1ssues of overlap or gaps in coverage These risks are «dentified
dynamically and the Board is involved mn this process as well as
the QET and the QNA Executive Team

The Audit Committee reviews, on behalf of the Beard, the risk
management process and the system of interpal control necessary
to manage nsks and presents its findings to the Board Internal
Audit independently reviews the risk identification and control
processes implemented by management and reports to the

Audit Committee Where areas for improvement in the system

of internal control are identified, the Board considers the
recommendations made by the QET, the QNA Executive Team,

the Audit Committee and the Compliance Committee

The Audit Committee also reviews the assurance process, ensuring
that an appropriate mix of techniques is used to obtan the level
of assurance reguired by the Board It presents its findings to the
Board on a regular basis The Board reviewed the effectiveness

of the system of internal control that was m operation during the
financial year ended 31 March 2011 The Board also routinely
challenges the management to ensure that the systems of internal
control are constantly improving to maintam their continung
effectiveness
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QunetiQ has n place internal procedures which are designed

to comply with international best practice in relation to the
prevention of corruption Durning this year QunetiQ has undertaken
sigmificant activity to review and update its business processes
relating to s ethics and anti-corruption policies and procedures,
particularly in response to the new UK Bribery Act This activity
has included

e contihuing to provide computer based training for all
employees,

* providing more in depth training on business ethies and risk
management best practice for employees who are involved
Iin overseas business, and

* developing a new Group-wide Code of Conduct dealing with
ethical best practice and comphance with the regulatory
environments within which the Company operates

Compliance with anti-corruption legislation 1s further facilitated
by the engagement of independent, internaticnally recognised
organisations, such as TRACE, who conduct anti-corruption due
diligence reviews of all third-party agents overseas

Going concern

The Group's activities, combined with the factors that are likely to
affect its future development and performance, are set out In the
CEQ’s Review on pages 4 to 11 The CFO's Review on pages 12 to
17 sets out detaills on the financial position of the Group, the cash
flows, committed borrowing facilities, hquidity and the Group’s
polictes and processes for managmg both its capital and financial
risks Note 28 to the financial statements also provides details of
the Group’s hedging activities, financial instruments and its
exposure to hiquidity and credit risk

The market conditions in which the Group operates have been,
and are expected to continue to be, challenging as spending from
the Group’s key customers in 1ts primary markets n the UK and US
remains under pressure Despite these challenges, the Directors
believe that the Group 15 well positioned to manage its overall
business risks successfully

After making the appropriate enquirtes, including a review of the
latest two-year budget for cash flow and results, the Directors have
a reasonable expectation that the Group has adequate resources
to continue In operational existence for the foreseeable future

Consequently, the Annual Report and Accounts have been
prepared on a going concern basis




Cornmunication with shareholders

The Company attaches sigmificant importance to the effectiveness
of its communications with shareholders During the last financial
year, the Company has maintamed regular dialogue with
institutiona! shareholders and the financial community, which
has included presentations of the full-year and interim results,
including investor ‘road shows’ held in the UK and US and regutar
meetings with major shareholders and industry analysts In
additron, each member of the Board attended the Company’s
AGM n July 2010 and Interim Results and were available to take
questions The Chairman, the Senior Independent Director and
Non-executive Directors make themselves avallable to meet with
shareholders as required All shareholders and potential
shareholders can gain access to the Annual Report, presentations
to investors and other significant information about QinetiQ on
the Company’s website, www QunetiQ com

Holders of ordinary shares may attend the Company’s AGM at
which the Company highlights key business developments during
the year and at which shareholders have an opportunity to ask
questions The Chairs of the Audit, Remuneration, Noerminations,
Compliance and Securnty Committees are available at that meeting
to answer any questions on the work of the Committees The
Company confirms that it will send the AGM Notice and relevant
documentation to all shareholders at least 20 working days before
the date of the AGM

for those shareholders who have elected to recewve
communications electronically, notice 1s given of the avatlability

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 &ll votes are counted, a poll
will be taken on all the resolutions in the Notice of Meeting The
results of the votes on the resolutions will be published on the
Group’s website

Responsibility for mamtaming 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 register and City expectaticns

During the coming year the Company will be locking to continue
to improve the quality of its engagement with shareholders and

explore with investors any additional practical means by which it
¢an give effect 1o the requirements of the Stewardship Code and
the new UK Corporate Governance Code

Management and control of US subsidiaries

Qineti’'s principal US subsidiaries are currently required by the
US National Industrial Security Program to maintain facility security
clearances and to be insulated frem foreign ownership, control

or influence To comply with these requirements, QunetiQ North
America, Inc (ANA) (formerly known as QunetiQ North America
Operations, LLC} a whally-owned subsidiary of QunetiQQ in the US
and the holding company for the substantive part of QinetiY’s
North Amerncan operations, and the US DeD, have entered into a
proxy agreement that regulates the ownership, management and
operation of these companies Pursuant to this proxy agreement,
QmetiQ has appointed four US citizens (Peter Marinog, Riley
Mixson, John Currier and Vince Vitto) holding requisite US security
clearances as proxy holders to exercise the voting rights of QNA's
shares in the US subsidiaries The proxy holders are also appointed
as directors of the relevant US subsidianies and, in addition to their
powers as directors, have power under the proxy arrangements to
exercise all prerogatives of share ownership of QNA The proxy
holders have a fiduciary duty to, and agree to perform their role In
the best interests of shareholders, and consistent with the national
security interests of the US

QinetiQ plc does not have any representation on the boards of the
subsidrartes covered by the proxy agreement and does not have
the right to attend board meetings QinetiQ plc may not remove
the proxy holders except for acts of gross neghgence or wilful
misconduct or for breach of the proxy agreement (with the
consent of the US Defense Security Service)

In terms of the power to govern, the proxy agreement vests certain
powers solely with the proxy holders and certain powers solely
with QunetiQ For example, QinetiQ can, atits sole discretion,
direct the proxy holders to

* sell or dispose, in any manner, capital assets or the business
of QNA,

* pledge, mortgage or encumber assets of QNA for purposes
other than obtaining working capital or funds for capital
improvements,

* merge, consolidate, reorganise or dissolve QNA, and

* file or make any petition under the federal bankruptcy laws
or similar Jaw or statute of any state or any foreign country

The proxy holters cannot carry out any of the above actions
without the express approval of QinetiQ Unlike minority interest
holders with protective veto rights, QunetiQ can unilaterally require
the above to be carried out and these are therefore considered
significant participative features In addition, QunetiQ can require
the payment of dwidends, and the pay down of parent company
loans, from QNA
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Remuneration report

The key purpose of the Remuneration
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 rewarding the
creation of long-term sustainable value.

Noreen Doyle
Chair, Remungration Committee

introduction
I am pleased to present the Remuneration Committee’s report
on Directors’ remuneration for the year to 31 March 2011

The primary objectives of our remuneration policy remain
unchanged

s attracting and retaining top talent

® incentivising key executives and managers

s driving superior performance in both the short and long term
* alignment with the interests of shareholders

During the year, the Committee, with its adwisors, developed

a new long-term incentive plan, the Value Sharing Plan {V5P) This
was approved by Shareholders at a General Meeting m July 2010
The VSP resulted frem the Committee’s review of Executive
Remuneration and increases the abhgnment of Executives’ interests
and those of sharehalders The environment for the Company
continues to be challenging and we will maintain our focus on
providing Executive Remuneration programmes appropriate

to the Company’s strategy

Followtng a market based review of executive salaries and
ncentive plans, a salary increase has been approved for the
Group Chief Finance Officer (CFO) in July 2011 for the first time

in three years This increase will bring closer ahgnment to the
market median The Group Chief Executive Officer {CEQ) proposed
that he should not be considered for a base salary increase

To improve market competitiveness for the senior executives,
the on-target and maximum annual bonus opportunities for the
CEO and CFQ will be increased to 50% and 125% of base salary,
respectively, with a corresponding increase from 30% to 40%
for mandatory bonus deferral of any bonus awarded

Pows.

Noreen Doyle
Chair, Remuneration Committee
27 May 2011
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Report of the Remuneration Commuttee
The following Report of the Remuneration Committee has been
approved by the Board for submission to shareholders

The Report covers the remuneration of Directors and includes
specific disclosures relating to their compensation, shares and
other interests The report also describes the share-based
tncentive plans available to Executive Directors and 1o other
employees This report has been prepared and, where
approprtate, audited, In accordance with the requirements of the
Large and Medium-sized Companies and Groups {Accounts and
Reports) Regulations 2008 and the FSA Listing Rules

Membership
The following Non-executive Directors were members of the
Remuneration Committee during 2010/2011

* Noreen Doyle [Charr, Remuneration Committee)

* Mark Elhiott (Group Chairman)

* Colin Balmer

* Dawvid Langstaff

+  Admiral Sir James Burnell-Nugent (from 28 April 2010)
* SirDavid Lees (until 28 April 2010)

The full Terms of Reference of the Committee can be found on the
QunetiQ website (www Qinetil com) Copies are also available
on request

Governance

The Committee s chared by Noreen Doyle and all its members are
Non-executive Directors In the financial year 2010/2011,

the Committee met seven times

During the year, the Committee receved advice from its
appointed independent advisors, Towers Watson, and from Kepler
Assoctates Towers Watson provided other consulting services
during the year to QinetiQ but did not provide advice on executive
remuneration matters cther than to the Committee Market data
was provided by Towers Watson and Hewitt New Bridge Street
who also advised on whether performance targets had been met

The Group Chief Executive {CEO), Group HR Director and
Group Reward Director also provided information and advice
to the Commuittee




Activities
During 2010/2011 the Committee meetings covered a number
of topics including

Apnl s Executive Directors 2010/2011 bonuses
* 2010/2011 performance targets

Base salary

Annual salary 2010/2011 2009/2010
teo Quinn £580,000 £580,000
David Mellors £300,000 £300,000

May s  Executive Directors salary reviews
e Directors' remuneration report
* Executive tearn salary reviews and
2010/11 bonuses
* Value Shaning Plan

July » Value Sharing Plan, Performance Share Plan
and Restricted Stock Unit awards
November * Executive team Tota! Compensation

* Update on pay trends
* Executive team shareholdings

February s Executive Incentive Structure
s Remuneration Committee programme
for the year
* UK pension arrangements

Directors’ remuneration policy
The Committee aims to maintain a remuneration policy, consistent
with the Company’s business strategy and objectives, which

«  attracts, retains and motivates individuals of high cabbre,

* sresponsive to both Company and perscnal
perfarmance, and

s competitive within relevant employment markets

The remuneration policy 15 built on the foliowing philosophy

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

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

s Iincremental compensation is achteved for attaining stretch
performance targets,

¢ objectives are measured on metrics designed to be consistent
wrth sustainable long-term business performance, and

* to monitor pay and employment conditions elsewhere in
the Group

The total remuneration levels of the Executive Directors are
reviewed annually by the Committee, taking into account

¢ performance of the executive aganst specific targets,
*« competitive market practice and remuneration levels, and
+  the general economic environment

Executive Directors’ base salaries are reviewed annually as are
those for all other employees There were no Increases in salaries
for the Executive Directors in 2010/2011 while the majonty of
employees within QinetiQ recewved salary ncreases

External remuneration consultants provide data on salary levels
the markets in which QinetiQ operates For comparison purposes
company type, sector and size in terms of both market
capitabisation and turnover

Based on this market review, a salary increase of £70,000 pa
(23 3%) has been approved for the CFO for the coming year,
effective 1 July 2013, to bring the CFO salary to market median,
reflecting also personal performance, potential and competitive
factors The Group CEQ proposed that he should not be
considered for a base salary increase

Benefits

Benefits may include a pension or contribution in lieu, car
allowance, health insurance, hfe msurance and membership of
the Group’s employee Share Incentive Plan which 15 open to all
UK employees

The Group’s policy is to offer all UK employees membership in the
Qineti} Pension Scheme, as described in note 39 to the financial
statements Executives whose benefits are Likely to exceed the
Lifetime Allowance may opt out of the QinetiQ Pension Plan In
such cases, the mdwidual wil be paid a supplement in heu of
pension contributions

in 2010/2011, Leo Quinn received contributions of 25% of base
salary in lieu of a penston Dawid Mellors is a member of the
Company’'s DC pension scheme and the Company contributes

20% of base salary In line with legislative changes, for 201172012,
contributions for David Mellors will be restructured to comply with
the new annual allowance of £50,000 and the difference paid as
cash in lieu of pension

Annual bonus

2010/2011

On target Maximum Actual bonus

% of salary payment ___payment earned
Leo Quinn 40% 100% 100%
David Mellors A40% 100% 100%

Executive Directors participate in an annual bonus plan which

1s non-pensionable Bonuses are linked to Group performance
targets for underlying operating proflt,' underlying operating
cash flow,” and underlying EPS The resulting annual cash bonus
also takes into account performance against personal objectives
The 2010/2011 bonus potential and awards are laid out above,
expressed as a percentage of salary

Defirutions of underiing measures of performance are in the glossary on page 107
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Annual bonus continued

During 2010/2011, financial targets were significantly exceeded,
resulting in excellent cash flow and cest reduction, enabling
substantial net debt reduction and early re-financing of the credit
facihty Annual bonuses have been earmed as indicated on page
37 and in the Directors’ Remuneration table later in this report

After its review of executive salary and incentive plans, the
Committee agreed that, for 2011/2012, the on-target and
maxmmum bonus opportunities will be increased to 50% and
125% of base salary, respectively, to bring closer ahgnment
to the competitive market

Part of all annual cash benuses earned are deferred and paid
in shares, as described below

Deferred Annual Bonus (DAB) Plan

The Deferred Annual Bonus Plan aligns the interests of executives
with shareholders and aids retention of key individuals by ensuring
that executives are incentivised to take part of therr annual bonus
awards tn shares rather than cash

Executive Directors have a mandatory deferral of 30% of any
bonus earned 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 maximum match of 100% of the deferred
element After its review of executwe salary and incentive plans,
for 2011/2012, the mandatory deferral will be increased to 40%
of any bonus earned with a voluntary deferral up to 60%, to
complement the changes cutlined above In the annual bonus
target opportuniies

In order for the matching shares to vest, EPS growth, measured
over three years, must exceed defined targets EPS must grow by
at least 22 5% over three years for any matching shares to vest,

at which point deferred shares will be matched with one share for
every four deferred Vesting increases pro rata to EPS growth up
to a maximum match of ane share for every one deferred if EPS
growth of 52% is achieved over three years, as illustrated below

Awards are in the form of matching shares delivered after three
years, subject to the achievement of the EPS-based performance
conditions
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Where an individual participates in the DAB and also receves
an award under the Performance Share Plan (PSP}, they will not
receive share awards which, in aggregate, exceed 150% of base
salary for any one year

Long-term incentives for Executive Directors

The objective of QinetiQ’s long-term incentive programmes

for Executive Directors 1s to align thewr rewards with returns

to shareholders by a focus on increasing shareholder value over
the medium to long term

In addrtion to the DAB plan, Executive Directors are eligible for
long-term incentives which have taken two forms the Value
Sharing Plan {VSP) and the Performance Share Plan (PSP} An
Executive Director who 1s granted an award under the VSP may
not also be granted an award under the PSP for the same granting
year and vice versa

These are the principal means for long-term incentivisation

of the Executive Directors and the direct reports of the CEO
The Committee considered various performance conditions and
determined that the critena set out below were appropriate to
incentivise the long-term creation of shareholder value for
2010/2011

Value Sharing Plan (VSP)

The Value Sharing Plan was approved by shareholders in July 2010
It 1s an annual, long-term Incentive plan designed to reinforce
QunetiQd’s strategy of focusing on shareholder value creation

Lec Quinn, David Mellors and a hmited number of senior
executives participate m the VSP, which rewards executives with
a pre-determined number of shares for every £1m of value
created over and above three-year performance hurdles

On 29 luly 2010 Leo Quinn was granted an award under which
he will be entitled to recewve 2,000 QnetiQ) Group shares for
each £1m of additional shareholder value (ASV) created (above a
hurdle) in respect of the performance period beginning on 1 April
2010 On the same date David Mellors was granted an award
under which he will be entitled to receive 1,000 QinetiQ Group
shares for each £1m of additional shareholder value created in
respect of the same performance period




For VSP awards made in 2010/2011, additional value created 1s
measured in two ways

» Total shareholder return (TSR} - 30% of the award wil! depend
on QunetiQ’s TSR out-performance of the FTSE 250 index
(excluding Investment Trusts) Partrcipants will be entit!ed to a
vesting of shares under the TSR Element only if the Committee
15 satisfied that this 1s justified by the underlying financial
performance of the Company over the performance period

Example
Qinet!Q’s average market capstafisation over the three months to
31 Magrch 2010 was £906m

Assume that QinetiQ’s TSR over the period was 30%, the TSR for the
FTSE250 index 1s 20% and the executive receives 1,000 shares per £1m
ASV

Additional shareholder value based an TSR 15 therefore
Qinetr TSR out-performance of 10% (= 30% - 20%)
multiplied by QinetiQ market capitalisation of £906m
equals ASV based on TSR of £90 6m (=10% x £906m}

In this example the executive would therefare receive 27,180 shares

based on TSR
(= £90 6m x 1,000 shares per £1m x 30% of award based on T5SR)

For 2011/2012, reflecting the changed defence environment and
following the good work by the executive team, the Remuneration
Committee decided that VSP awards should be subject to an equal
weighting of the two performance indicators to 50% TSR and S0%
PBT This combination provides a balanced approach between the
internal measure (PBT) and the external measure (TSR) and
provides an appropnate balance between shareholder and senior
management line of sight The award quotient for Leo Quinn and
David Mellors has been reduced to 1,800 and 900 shares
respectively to complement the annual bonus adjustments,

» Profit Before Tax {(PBT) - the remamning 70% of each award will
be determined by growth above the cost of equity of 8 5% a
year, adjusted by the diwvidend yweld

Example
QinetiQ’s average market capitahisation over the three months to
31 March 2010 was £906m

Group adjusted PBT for the financial year ending 31 March 2010 was
£88 2m

Market capitalisation os a {fixed) muitiple of PBT for 2010 VSP awards is
therefore 10 27 (= £906m/£88 2m}

Assume Group adjusted PBT for the financial year ending 31 March 2013
15 £115m, and dividends to shareholders over the three-year period
amount to £80m (including interest rolledup at 8 5% p o }

Additional shareholder value based on PBT 1s therefore
PBT in FY 2013 of £215m multiphed by the fixed multiple of 10 27
equals a value of £1,181m (= £F115m x 10 27)
plus £80m (rolled-up dividends) equals £3,261m (= £1,181m +£80m)
less cost of equity hurdle of £1,157m (= £906m x (1+8 5%)°}
equals ASV for PBT elernent of award of £104m (= £1,261m - £1,157m)

in this example the executive would therefore receive 72,800 shares
based on PBT
{= £104 Om x 1,000 shares per £1m x 70% of award based on PET)

outlined opposite

Performance Share Plan (PSP)
There were no awards of performance shares under the PSP to
Executive Directors in 2010/2011, although awards remamn

outstanding from prior years

PSP awards are contingent on meeting pre-determined
performance criteria Indwidual participants’ award levels are
determined by the Committee annually based on these criteria
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 per annum and other executives
up to 75% of base salary per annum Awards are earned based
on an equal weighting of relative total shareholder return
{7SR) performance and absolute underlying earnings per share

(EPS) growth

The EPS performance criterion for the PSP awards that were made
1n 2009/2010 and earlier years was the same as that applied to the

DAB (outlined above)

TSR performance for the purposes of PSP awards made in

2009/2010 and earlier years 1s measured agawnst the constituents

of the following comparator group of companies

Babcock International pic Invensys plc

BAE Systems plc Logica plc

BBA Awviation plc Meggitt plc
Bodycote The Morgan Crucible
International plc Company plc

Capita Group plc Rolls-Royce ple
Chemring Group ple Serco plc

Cobham plc Senior pl¢

Cookson Group plc Tomkins plc

GKN plc Ultra Electronrcs plc
Halma plc Victrex Group plc

Hampson Industries PLC
IMI plc

WS Atkins plc
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Performance Share Plan {PSP) continued

The TSR element 1s earned only i relative performance is at least
at median against this comparator group over a three-year
performance penod, calculated by an independent third party

The graph below illustrates the TSR performance condition

Directors’ terms and conditions

Personal shareholding pohcy

’

The Committee believes that a meamingful way to align Executives
interests with those of shareholders is for the Executives to build
up and retain a personal holding in QinetiQ shares

The CEQ and CFO are required to haold shares in QinetiQ with a
value equivalent to one times their base salary in QinetiQ shares

David Mellors, who joined on 20 August 2008, has been given four
years to build up such a shareholding Leo Quinn has already met
the Committee’s guideline on mimimum shareholding
requirement

Direct reports of the CEO are required to hold the equivalent
of 50% of their base salary in Qineti) shares These can be
accumulated over a four year penod following appointment

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

Date of most recent

Notice to be given service agreement Date of appomntment
Executives
Leo Quinn 12 months 28 October 2009 November 2009
Bavid Mellors 12 months 20 May 2008 August 2008
Non-executives
Mark Elliott (Group Charman) - 10 February 2010 June 2009
Sir David Lees - 20 January 2006 August 2005
Cclin Balmer - 20 January 2006 February 2003
Noreen Doyle - 16 February 20086 October 2005
Admiral Ed Giambastiani - 31 January 2008 February 2008
Adrniral Sir James Burnc-:ll—Nugenta - 10 Apnl 2010 Apri 2010
Paul Murr‘ayb - 25 October 2010 October 2010
Dawid Langstatf* 4 August 2009 September 2009
Former Director
Nick Luff® 16 February 2006 June 2004

:Adms ral Sir James Burnell-Nugent was appointed to the Board on 10 April 2010
Paul Murray was appointed to the Board on 25 October 2010

“Dawid Langstaff resigned from the Board on 18 Apnl 2011

? Nick Luff resigned from the Board on 31 December 2010

Qinet1Q)’'s policy 1s that Executive Directors should have service agreements with a rolling term providing for a maximum of one year's
notice Consequently, no Executive Director has a contractual notice pertod in excess of 12 months In the event of early termination,
this ensures that compensation is restricted to a maxmum of 12 months’ basic salary and benefits The Committee will generally
consider mitigation to reduce the compensation payable to a departing Executive Directer
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Non-executive Directors’ terms, conditions and fees
The Group Chatrman reviews the fees of the Non-executive
Directors, other than his own, and makes recommendatiiens to
the Board Non-executive Directors receive additional fees as
agreed by the Board for chairing Board committees to take
account of the additional responsibilities of the role The
Chairman’s fees are reviewed by the Senior Independent Non-
executive Director who makes recommendattons to the Board

The level of fees paid by UK organisations of a similar size and
complexity to QinetiQ is considered in setting the
remuneration policy for Non-executive Directors The fees are
neither performance related nor pensionable Non-executive
Directors are not eligible to participate in bonus, profit sharing
or employee share schemes

A review of Non-executive Director’s fees was carried out 1n
July 2010, using an independent market survey, which resulted
in no changes being made to the existing fee structures as
shown below

2010/2011 Fees

Non-executive Chairman £225,000
Basic fee for UK Non-executive Director £40,000
US$100,000

Basic fee for US resident Non-executive Director or £50,000
Addtional fee for chairing a Committee £7,000
Addrtronal fee to Deputy Chairman/Senior £10,000

Independent Non-executive Director

As the Group Chairman s a US resident, the Board has agreed
an accommadatton allowance of £75,000 per annum

Excluding the Group Chawrman, an additional fee of US$4,000 1s
payable to US-resident Non-executive Directors when they
attend Board Meetings in the UK With effect from 29 July
2010, to align UK Non-executive Directors, UK resident Non-
executive Directors, are paid an additional fee of £2,500 for
attending meetings held in the US

Non-executive Directors’ letters of appointment are renewed
on a rolling 12 month basis subject to reappomntment at the
Annual General Meeting There are no provisions for
compensation on early termmnation

Management of share based rewards
The Committee also oversees arrangements for share-based
reward In respect of managers and the wider workforce

Employee plans

The Share Incentive Plan is operated in the UK and Australia in
the form of a share purchase award with matching company
contribution to encourage employee ownership and
engagement in the business

Executive plans
In additton to the VSP and PSP, the Company operates the
following executive share plans

« (QunetiQ Share Option Scheme (QSOS) - no awards were
made during the year under Q505 but provision exists
for annual awards up to a face value of 300% of salary

* Stock Award Plan — Restricted Stock Units (RSU) — RSU
awards are used in QinetiQ North America to retain and
motivate senior managers The RSU awards vest in four
equal tranches over a four-year pertod Vesting of half
of the award 15 subject to time-based vesting criteria and
vesting of the other half is subject to performance critera
linked to orgamc profit growth as follows

% Organic operating incomea

growth acheved % RS award vesting

<5% 0%

5%-12 5% Between 25%-100% (linear)
>12 5%-15% 100%-125% (linear)

Awards are granted based on business performance, balanced
with the need to attract, retain and motivate high-calibre
employees Executive Directors do not participate in the two
plans shown

Dilution limits

In accordance with ABI guidelines, no more than 10% of the
Company’s 1ssued share capital will be used under all of the
Company’s share schemes during a ten year period The
dilution as at 31 March 2011 was significantly below this

10% level, and below 5% in respect of executive schemes In
addition, the Board intends to continue to satisfy a proportion
of awards with purchased shares held in an employee benefit
trust

Performance graph

The graph below shows the Company’s TSR over the period
from flotation to 31 March 2011 compared to the FTSE 250
and FTSE 350 Aerospace & Defence indices over the same
periocd Qineti1s a constrituent of both mdices
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Audited information

Directors’ remuneration

The information about Directors’ remuneration and Directors’ interasts on pages 42 to 44 has been audited

The table below shows the aggregate remuneration of the Directors for the year ended 31 March 2011

Payment in Total Total
Salary/fees® Bonus® Other benefits® lheu of pension 2011 2010
Executives
Leo Quinn £580,000 £580,000 £22,156 £145,000 £1,327,156 £886,564
David Mellors £300,000 £300,000 £17,800 - £617,800 £318,085
Non-executives
Mark Elhiot (Group Chairman) £225,000 - £75,000 - £300,000 £72,271
Sir David Lees £64,000 - - - £64,000 £64,000
Noreen Doyle £52,000 - - - £52,000 £44,667
Colin Balmer £45,000 - - - £45,000 £40,000
Paul Murray” £17,436 - - - £17,436 -
Admiral Ed Giarmbastian: £79,652 - - - £79,652 £62,880
Admiral sir James Burnell-Nugent £41,931 - - - £41,931 -
David Langstaff £65,538 - - - £65,538 £42,643
Former Directors
Sir John Chisholm - - - - -~ £209,716
Peter Fellner - - - - - £16,028
Graham Love® £100,000 - - - £100,000 £948,805
Nick Luff £35,250 - - - £35,250 £47,000
Total £1,605,807 £880,000 £114,956 £145,000 £2,745,763 £2,752,659
* Before adjustments to basic pay for salary sacrifice pensions
®The figure shown for bonus is paid 1n both cash and shares under the DAB
“Includes car atlowance and health insurance benefits for executives and accommodatian allowance for Group Chairman
*Paul Murray was appointed to the Board on 25 Octeber 2010
* Graham Love agreed to provide services to the Company an a consultancy basis to ensure a smooth transition on the DTR project, for which he received a final payment
of £100,000 10 May 2010
Pensions
Contnibutions to the Defined Contribution section of the QunetiQ Pension Scheme were as follows
2011 2010
Executive Directors
David Mellors £60,000 £60,000

Leo Quinn received contributions of 25% of base salary in heu of a penston
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Interests of Executive Directors under long-term incentive share plans

Market
Nurmber at Exerased Numberat  prceon
1 Apnl Granted Aested Lapsed 31 March dateof  Earliest vest Latest.
Grant date 2010 In year n year n year 2011 grant date vest date
Leo Quinn
Matching award TSR® 16/12/09 362,844 - - — 362,844 165p" 28/10/13  28/10/13
Matching award EPS’ 16/12/09 362,845 - - - 362,845 165p" 28/10/13 28/10/13
PSP Mirror TSR 16/12/09 210,450 - - - 210,450 165p° 28/10/13 28/10/13
PSP Mirror EPS° 16/12/09 210,450 - - - 210,450 165p° 28/10/13 28/10/13
VSPTSR 29/07/10 - 271,800 - -~ 271,800 - 29/07/13 29/07/13
VSP TSR 29/07/10 - 271,800 - - 271,800 - 29/07/14 29/07/14
VSP PBT 29/07/10 - 634,200 - - 634,200 ~ 29/07/13 29/07/13
VSP PBT 29/07/10 - 634,200 = - 634,200 — 29/07/14 29/07/14
Dawvid Mellors
PSP TSR 21/08/08 75,567 - - - 75,567 217 pr 21/08/11 21/08/11
PSP EPS 21/08/08 75,567 - - - 75,567 217 8pb 21/08/11 21/08/11
PSP TSR 04/08/09 100,000 - - - 100,000 1350p 04/08/12 04/08/12
PSP EPS 04/08/09 100,000 - - - 100,000 1350p 04/08/12 04/08/12
DAB Match 01/07/09 6,859 - - - 6,859 1447p 01/07/12 01/07/12
VSP TSR 29/07/10 - 135,900 - - 135,900 - 29/07/13 29/07/13
VSP TSR 29/07/10 - 135,300 - - 135,900 - 29/07/14 29/07/14
VSP PBT 29/07/10 - 317,100 - - 317,100 - 29/07/13 29/07/13
VSP PBT 29/07/10 - 317,100 = - 317,100 — 29/07/14 29/07/14
1,504,582 2,718,000 - - 4,222,582

*Shares awarded to the CEO in 2009 were based on an average market price of 13Bp representing the average price over the ten days before joining
® Shares awarded to the CFO in 2008 were based on a market price of 198 5p, as at 7 August 2008
“0n appointment the CEO was granted a mirror PSP award, subject to the same EPS and TSR performance conditions as above In addition, the CEQ invested © £1mn Cineti(

shares, for which he received an additional matching PSP award, subject to the same EPS and TSR performance conditions

The interests in the table above are subject to the performance conditions descnbed in note 34 The price of a QunetiQ share at
31 March 2011 was 121 7p The highest and lowest prices of a QinetiQ share during the year ended 31 March 2011 were 139 6p

and 96 Op respectively

Executive Directors’ interest in the All-Employee Share Incentive Plan (SIP)

Partnership
Interest as at shares Interest as at
1Apri acquired 31 March
2010 durnngyear 011
Leo Quinn - 1,146 1,146
David Mellars 1,075 1,238 2,313

The SIP 1s HMRC approved and under the plan rules, matching shares are not awarded until the three year time condition has been
satisfied Therefore these shares are not included in the above table
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Interests of Directors in office as at 31 March 2011 (including shares held under SIP and DAB})

Number1p Number 1p Number 1p
ordinary ordnary ardmary
shares held at shares held at shares held at
27 May 2011 31 March 2011 1 April 2010
Executives
Leo Quinn 654,563 654,285 602,757
David Mellors 26,213 25,934 24,284
Non-executives
Mark Eliott (Group Chairman) 125,000 125,000 100,000
Sir David Lees 100,000 100,000 83,000
Colin Balmer 7,662 7,662 -
Noreen Doyle 24,662 24,662 17,000
Admural Ed Giambastiar 5,232 5232 -
Admiral Sir James Burnell-Nugent® 11,419 11,419 -
Paul Murray® 56,077 56,077 -
Former Dtrectors
David Langstaff - 52,000 12,000
Nick Luff® - - 70,000

*Admiral Sir James Burnell Nugent was appointed to the Board on 10 Apnl 2010
Paul Murray was appornted to the Board an 25 October 2010

:Davld Langstaff resgned from the Board on 18 Apnl 2011
Nick Luff resigned from the Board on 31 December 2010

44  QinetiQ Group pic Annual Report and Accounts 2011




Other statutory information

Principal activity

QinetiQ Group plc 1s a public imited company, listed on the
London Stock Exchange and incorporated in England and Wales
with registered number 4586941

QunetiQt Group plcis the parent company of a Group whose
principal activities during the year were the supply of technical
support, training, test and evaluation, and know-how to customers
in the global defence, aerospace and security markets Customers
include government organisations, such as the UK MOD and the
US DoD and a range of other government and commercial
customers globally

Research and development

One of the Group’s principal business streams s the provision
of funded research and development (R8.D) for customers The
Group also invests in the commerciahisation of promising
technologies across all areas of business

The majority of R&D-related expenditure is incurred on behalf of
customers as part of specific funded research contracts R&D costs
are included in the income statement and R&D income 1s reflected
within revenue In the financial year, the Group recorded £395 Om
(2010 £425 6m) of total R&D-related expenditure, of which

£382 Om was customer-funded work (2010 £418 3m)

In the year to 31 March 2011, £13 Om (2010 £7 3m) of internally
funded R&D was charged to the income statement £0 3m

{2010 £0 6m) of late-stage development costs was capitalised
and £2 2m (2010 £3 Om) of capitabsed development costs was
amortised in the year

Poltcy and practice on payment of suppliers

The policy of the Group 1s to agree terms of payment prior to
commencing trade with a supplier and to abide by those terms
based on the timely submission of satisfactory invoices in the
financial year to 31 March 2011 the Group has implemented a
policy of agreeing payment terms of not less than 60 days with
supplters, except in exceptional circumstances At 31 March 2011,
the trade creditors of the Group represented 24 days of annual
purchases (2010 28 days)

Political and charntable contributions

QinetiQ does not make political donations to partres as that term
would be commonly recogmised The legal defimition of that term
15, however, quite broad and may have the effect of coveringa
number of normal business activities that would not commonly be
percewed to be pohitical donations, such as sponsorship of events

These may include legitimate interactions in making MPs and
others in the pohtical world aware of key industry 1ssues and
matters affecting QinetiQ, which make an important contribution
to their understanding of QinetiQ, the markets in which 1t operates
and their constituents work During the last financial year this
expenditure amounted to no more than £15,000 {2010 £15,000)

Charitable donations during the year across the Group amounted
to £196,900 (2010 £114,100)

Share capital

As at 31 March 2011 the Company had allotted and fully pard
up share capital of 660,476,373 ordinary shares of 1p each with
an aggregate nomnal value of £6 6m {including shares held by
employee share trusts} and one Special Share with an aggregate
norminal value of £1

Details of the shares issued during the financial year are shown
n note 33 on page 92

The rights 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 voting rights in
person or by appointing a proxy and to recewve a dividend where
declared or paid out of profits available for such a purpose

The Special Share 1s held by HM Government through the
Secretary of State for Defence and 1t confers certain nights under
the Articles of Assocration which are detailed in note 33 on page
92 These include the right to require certain persons with a
material interest in QinetiQ to dispose of some or all of therr
ordinary shares on the grounds of national security 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
QinetiQQ to redeem the share at par and if wound up the Special
Shareholder would be entitled to be repaid capital before other
shareho!ders Any vanation of the rights attaching to the Special
Share requires the written approval of the MOD
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Corporate governance
Other statutory information continued

Change of control — significant agreements

The following significant agreements contan provisions entithng
the counter parties to require prior approval, exercise termination,
alteration or other similar rights in the event of a change of control
of the Company or if the Company no longer remains a UK
company

*» The Combined Aerial Target Service contract 1s a 20-year
contract awarded to QinetiQ by MOD on 14 December 2006
The terms of this contract require QuinetiQ Limited to remain a
UK company which 1s incorporated under the laws of any part
of the UK or an overseas company registered in the UK and that
at least 50% of the Board of Directors are UK nationals The
terms also contain change of control conditions and restricted
share transfer conditions which require prior approval from HW
Government if there 1s a material change in the ownership of
QinetiQ Limited’s share capital, unless the change relates to
shares listed on a regulated market, with material defined as
being 10% or more of the share capital Additionally, there are
restrictions on transfers of shares to persons from countries
appearing on the restricted list as 1ssued by HM Government

* The Long-Term Partnering Agreement {LTPA) is a 25-year
contract which QunetiQ Limited signed on 28 February 2003
to provide test, evaluation and training services to the MOD
This contract contains conditions where the prior approval of
HM Government 1s required i the contractor, QinetiQt Limited,
ceases to be a subsidiary of the QunetiQ Group, except where
such change in control s perrmitted under the Shareholders
Agreement to which MOD 15 a party

The Company is party to a multi-currency Revolving Credit Facility,
with a USS$250m tranche and a £118m tranche, provided by the
Group's six global relationship banks and expiring 4 February 2016
Under the terms of the facihity, if there 1s a change of control of
the Company, any lender may request by not less than 60 days’
notice to the Company, that its commitment be cancelled and all
outstanding amounts be repaid to that lender at the expiry of such
notice pertod

On 6 December 2006, Qunet:Q US Holdings, Inc , formerly known
as QmetiQ North America, Inc (as Borrower) and the Company (as
Guarantor) entered into a Note Purchase Agreement to 1ssue
US$135m 5 44% Sentor Notes due 6 December 2013 and US$125m
5 50% Senior Notes due 6 December 2016 Under the terms of the
agreement, if either {1} the MOD ceases to retain in its capacity as
Special Sharehotder its Special Shareholders Rights, or (2} there s
a change of control of the Company, and (3) n either case where
there has been a rating downgrade, or where there are no rated
securities {unless a rating of at least investment grade 1s not
obtained within 90 days of the change of control), the Notes must
be offered for prepayment by the Company within 21 days of the
change of control The prepayment date would be no later than 45
days after the offer of prepayment by the Company
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On 5§ February 2009, QunetiQ US Holdings, Inc, formerly known
as QinetiQ North America, Inc {as Borrower} and the Company
(as Guarantor) entered into a Note Purchase Agreement to issue
US$62m 7 13% Senior Notes due 5 February 2016 and US5238m
7 62% Senior Notes due 5 February 2019 Under the terms of the
agreement, if either {1} the MOD ceases to retain n its capacity
as Special Shareholder its Special Shareholders Rights, or (2) there
1s 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 offer
of prepayment by the Company

Major shareholders

At 26 May 2011, being the latest practicable date prior to the
1ssuance of this report, the Group had been notified of the
following shareholdings in accordance with the Vote Holder
and Issuer Notification Rules, which form part of the FSA's
UK Disclosure Rules and Transparency Rules

Artisan Partners 13%
Ruane, Cunniff & Goldfarb, Inc 11%
Fidelity International Ltd 5%
Frdelity Management and Research Company 5% |
Schroders 5% I
Investec 5% |

Allotment/purchase of own shares

At the Company’s AGM held 1n july 2010, the shareholders
passed resolutions which authorised the Directors to allot
relevant securities up to an aggregate nominal value of
£4,403,174 (£2,201,587 pursuant only to a rights issue), to
disapply pre-emption rights {up to 5% of the issued ordinary
share capital} and for the Company to purchase ordinary shares
{up to 10% of 1ts ordinary share capital) Equivalent resolutions
will be laid before the 2011 AGM

During the year, the Company prowided funding to the trustees
of its employee share schemes to make market purchases of

the Company’s ordinary shares to cover future obligations under
outstanding share-option and other share-based awards Further
details are disclosed in note 34 on page 93




Restrictions on transfer of shares

As outlined in note 33 on page 92, the Special Share confers
certain rights under the Company’s Articles of Association to
require certain persons with an interest in QunetiQ’s shares
which exceed certain prescribed thresholds to dispose of some
or all of thewr ordinary shares on grounds of national security or
conflict of interest

Articles of Association

Save in the respect of any variation to the rights attaching to
the Special Share, the Company has not adopted any special
rules relating to the amendment of the Company’s Articles of
Assoctation other than as provided under UK corporate law

Employee Share Scheme

Equiniti Share Plan Trustees Limited acts as trustee in respect of
all ordwary shares held by employees under the QunetiQ Group
plc Share Incentive Plan {‘the Plan’) Equimiti Share Plan Trustees
Limited will send a Form of Direction to all employees holding
shares under the Plan, and will vote on all resolutions proposed
at general meetings in accordance with the instructions recerved
In circumstances where ordinary shares are held by the corporate
sponsored nominee service, Eguinit: Corporate Nominees Limited
will send a Proxy Form to all shareholders utiising such corporate
nominee service, and will vote en all resolutions proposed at
general meetings in accordance with the instructions received

Auditor

KPMG Audit plc has expressed its willingness to continue in office
as auditor and a resolutron to reappoint them will be proposed at
the Annual General Meeting

Statement of disclosure of information to auditor

The Directors whao held office at the date of approval of this
Directors’ report have confirmed that, so far as the Directors

are aware, there 15 no relevant audit information of which the
Company's audrteor 1s unaware, and the Directors have taken all
the steps they reasonably ought to have taken as Directors to
make themselves aware of any relevant audit information and to
establish that the Company’s auditor 1s aware of that information

Annual General Meeting

The Company’s Annuat General Meeting will be held on Tuesday, 2
August 2011 at 1 00pm, at The Auditorium, JP Morgan Cazenove,
20 Moorgate, London EC2R 6DA Detalls of the business to be
proposed and voted upon at the meeting 1s contamned in the
Notice of the Annual General Meeting which 15 sent to all
shareholders and also published on the Company’s website

{www QunetiQ comy)

By order of the Board

I Meaceth

Jon Messent
Company Secretary

Cody Technology Park
Ively Road
farnborough
Hampsheire GU14 01X

27 May 2011
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Corporate governance

Statement of Directors’ responsibilities

in respect of the Annual Report and financial statements

The Directors are responsible for preparing the Annual Report and
the Group and parent company financal 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
taw they are required to prepare the Group financial statements in
accordance with IFRSs as adopted by the EU and applicable law
and have elected to prepare the parent company financial
statements 1n accordance with UK Accounting Standards and
applicable law (UK Generally Accepted Accounting Practice)

Under company law the Directors must not approve the financial
statements unless they are satisfied that they give a true and farr
view of the state of affairs of the Group and parent company and
of their profit or loss for that pened In preparing each of the
Group and parent company financial statements, the Directors
are required to

* select surtable accounting policies and then apply them
consistently,

* make judgements and estimates that are reasonable and
prudent,

« for the Group financial statements, state whether they have
been prepared n accordance with IFRSs as adopted by the EU

= for the parent company financial statements, state whether
apphcable UK Accounting Standards have heen followed,
subject to any material departures disciosed and explained
in the parent company financial statements, and

s prepare the financial statements on the going concern basis
unless it I1s inappropriate to presume that the Group and the
parent company will continue 1n busmess

The Directars are responsible for keeping adequate accounting
records that are suffrcient to show and explain the parent
company's transactions and disclose with reasonable accuracy at
any time the financial position of the parent company and enable
them to ensure that its financial statements comply with the
Companies Act 2006 They have general responsibility for taking
such steps as are reasonably open to them to safeguard the assets
of the Group and to prevent and detect fraud and other
irregularities
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Under applicable law and regulations, the Directors are
also responsible for preparing a Directors' report, Directors'
remuneration report and corporate governance statement
that comply with that law and those regulations

The Directors are responsible for the mantenance and integrity
of the corporate and finanaial informatien included on the
Company's website Legislation in the UK governing the
preparation and dissemuination of financial statements may
differ from legislation i other junisdictions

Responsibility statement of the Directors in respect
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
Company under UK GAAP, in accordance with applicable
United Kingdom law and give a true and fair view of the assets,
liabilities, financial position and profit or loss of the Group, and
» the Directors’ Report includes a fair review of the development

and performance of the business and the position of the Group,

together with a description of the principal nisks and
uncertainties that face the Group

By order of the Board

Mark Elhott
Chairman
27 May 2011

Leo Quinn

Chief Executive Officer
27 May 2011

o2

Dawid Mellors
Chief Financial Officer
27 May 2011




Independent auditor’s report to the
members of QinetiQ Group plc

We have audited the financial statements of Quneti Group plc
for the year ended 31 March 2011 set out on pages 50 to 105
The financial reporting framework that has been appled in the
preparation of the Group financial statements 15 applicable law
and International Financial Reporting Standards (IFRSs) as
adopted by the EU The financial reporting framework that has
been apphied in 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 Our audit work has been undertaken so that we might

state to the company's members those matters we are required
to state to them n an audrtor’s report and for no other purpose
To the fullest extent permitted by law, we do not accept or
assume responsibility to anyone other than the company and the
company's members, as a body, for our audit work, for this report,
or for the opinions we have formed

Respective responsibilities of Directors and auditor

As explained more fully in the Directors’ responsibhities statement
set out on page 48, the Directors are responstble for the
preparation of the financial statements and for being satisfied
that they give a true and fair view Our responsibility 1s to audit,
and express an gpinion on, the financial statements in accordance
with applicable law and International Standards on Auditing

(UK and Ireland) Those standards require us to comply with the
Audrting Practices Board's (APB's) Ethical Standards for Auditors

Scope of the audit of the financial statements

A description of the scope of an audit of financial statements
1s provided on the APB's website at

www frc org uk/aph/scope/private cfm

Opinton on financtal statements
In our opinien

* 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
2011 and of the Group's profit for the year then ended,

» the Group financial statements have been properly prepared
n accordance with IFRSs as adopted by the EU,

» the parent company financtal statements have been properly
prepared in accordance with UK Generally Accepted Accounting
Practices, and

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

Opmion on other matters prescribed by the

Companies Act 2006

In our opinlon

¢ the part of the Directors' remuneration report to be audnted
has been praperly prepared in accordance with the Compantes
Act 2006, and

¢ the information given in the Directors' report for the financral
year for which the financial statements are prepared 15
consistent with the financial statements

Matters on which we are required to report

by exception
We have nothing to report 1n respect of the following

Under the Compantes Act 2006 we are required to report to you
«f, tn our apinion

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

* the parent company financial statements and the part of
the Directors' remuperation report to be audited are not
in agreement with the accounting records and returns, or

= certan disclosures of Directors' remuneration specified by
law are not made, or

* we have not receved all the mformation and explanations
we require for cur audit

Under the Listing Rules we are required to review

» the Directors’ statement, set out on page 34, in relation to
going concern,

® the part of the corporate governance statement on pages
28 to 35 relating to the Company's complance with the nine
provisions of the June 2008 Combined Code specified for our
review, and

« certain elements of the report to shareholders by the Board
on Directors' remuneration -

Mike Maloney
Senior Statutory Auditor

for and on behalf of KPMG Audit Plc, Statutory Auditor
Chartered Accountants

15 Canada Square

Lendon

E14 SGL

27 May 2011
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Consolidated income statement
for the year ended 31 March

2011 2010
Before Before
acquisttion Acquisition acquisttion Acquisition
amortisation amortisation arnortisation amartisation
and specdic and specific and specific and specific
non-recurring non-recurmng nan-recurring non-recurring
all figures i £ million note items itemns Total items items Total
Revenue 2,3 1,702 6 - 1,702 6 1,625 4 - 1,625 4
Operating costs excluding
depreciation and amortisation (1,516 4) {58 5} {1,574 9) (1,465 8) {42 1) (1,507 9)
Share of post-tax profit of equity
accounted jomt ventures and
associates 16 02 - 02 02 - Q2
Other ncome 2 41 - 41 69 — 69
EBITDA (earnings before interest,
tax, depreciation and amortisation) 1305 (58 5) 132 0 166 7 {42 1) 124 6
Depreciation and impairment of
property, plant and equipment 3,14 (33 6) {5 9} {39 5) {35 1} {24 Q) {59 1)
Amortisation and impairment of
intangible assets 11,12 {11 5) {26 3) {37 8) {11 3) {79 5) {90 8)
Group operating profit/{loss) 3 145 4 (90 7) 54 7 1203 (145 6) {25 3)
Gam/(loss) on business combinations
and dvestments and unrealised
impairment of investments 5 - 27 27 - (&62) {(62)
Finance mcome 6 704 - 704 481 - 481
Finance expense 6 (101 2) - {101 2) {82 7) — (82 7)
Profit/{loss) before tax 4 114 6 {88 0) 26 6 857 (151 8) (66 1)
Taxation {expense)/income 7 (21 8) 02 (21 6) {12 9) 157 238
Profit/{loss} for the year attributable
to equity shareholders 928 {87 B) 50 728 (136 1) {63 3)
Earnings per shara
Basic 10 08p (9 7p
Diuted 10 0 8p {9 7)p

Spealfic non-recurning items include amounts refating to restructuring charges, pension curtaiiment gains, contingent payments on acquisition treated as remuneration net
inventory wrte-offs in respect of capitalised DTR-programme bid costs, impairment of property, plant and equrpment impairment of intangible assets, gain/{loss) on business
combinations and divestments unreabsed impairments of rnvestmems, and tax thereon See note 4
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Consolidated statement of comprehensive income
for the year ended 31 March

all figures in £ million 2011 2010
Profit/{loss) for the year 50 {63 3)
Other comprehensive etncome/{expense)

Effective portion of change in fair value of net investment hedges - 287
Fereign currency translation differences for foreign operattons {19 4) (30 8}
Movement mn fair value of hedging derivatives {0 4) (02)
Reclassification of hedging derivatives to the income statement 41 66
Movement in deferred tax on hedging derivatives (48) (18)
Fair value movement on available for sale mvestments - 17
Actuanal loss recognised in defined benefit pension schemes {47) (60 2)
Increase in deferred tax asset due to actuanal movement in pension deficit 13 169
Other comprehensive income flexpense) for the year, net of tax {23 9) {391)
Total comprehensive income/{expense) for the year attributable to equity holders {18 9) {102 4)
Consolidated statement of changes in equity

for the year ended 31 March

Issued Capital Non-
share redemption Share Hedge Transiation  Retauned controlhng Total

all figures in £ million capital reserve  premiuum reserve reserve 2amings Total interest equity
At 1 Apnl 2010 66 399 147 6 (121) 54 4 2372 4736 01 4737
Total comprehensive

income/(expense} for the year - - - {L1) (19 4) 16 {18 9) - {18 9}
Transfers - - - 134 (13 4) - - - -
Purchase of own shares - - - - - {0 6) {0 6} - (06)
Share-based payments — - - - - 33 33 - 33
At 31 March 2011 66 399 147 6 02 216 2415 457 4 01 4575
At 1 Apnl 2009 66 399 1476 (167} 565 3687 602 6 01 6027
Total comprehensive

income/{expense} for the year - - - 46 {21) (1049) (1024} —  (1024)
Dwidends paid — - - - - (316) (31 6} - (316)
Purchase of own shares - - - - - {0 8) (08) - {0 8)
Share-based payments - = - - = 58 58 = 58
At 31 March 2010 66 399 147 6 (12 1) 544 2372 473 6 01 4737
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Consolidated balance sheet

as at 31 March

2010
all figures w £ million Note 2011 {Restated)’
Non-current assats
Goodwili 11 5211 5778
Intangible assets 12 1032 1417
Property, plant and equipment 14 2608 2855
Other financial assets 15 82 100
Equity accounted investments 16 11 09
Other investments 17 48 48
Deferred tax asset 25 338 287

9331 1,049 4
Current assets
inventores 18 454 738
Other financial assets 15 30 78
Trade and other recevables 19 3895 42338
Investments 20 23 23
Assets classified as held for sale 21 75 51
Cash and cash equivalents 22 1025 639
5502 5827
Total assets 1,483 3 1,6321
Current hiabilities
Trade and other payables 23 (465 6) (396 4)
Current tax (4 2) (7 5)
Provisions 24 {20 4) {16 1}
Qther financial habilities 26 {97 2) (89)
(587 4) (428 9)
Non-current habilities
Retirement benefit obligation 39 {124 6) {147 3)
Deferred tax liabihty 25 - (8 9)
Provisions 24 {12 6) (7 9)
Other financial hiabthties 27 (277 4) (530 2)
Other payables 23 {23 8) (35 2)
{438 4) (729 5}
Total habilities {1,025 B) {1,158 4}
Net assets A57 S 4737
Capital and reserves
Ordwinary shares 33 66 66
Capital redemption reserve 399 389
Share premium account 147 6 147 6
Hedging and translation reserve 218 423
Retained earnings 2415 2372
Capital and reserves attributable to shareholders of the parent company 4574 4736
Non-controlling interest 01 a1
Total shareholders’ funds 457 5 4737

} Goodwill and deferred tax liabilities have been restated to reflect fair value changes in respect of an acquisition i the year ended 31 March 2010 (see note 13)

The financial statements were approved by the Board of Directors and authonsed for issue on 27 May 2011 and were signed

LA WS

on its behalf by

Mark Ethott
Chairman

Leo Quinn
Chief Executive Officer
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Consolidated cash flow statement
for the year ended 31 March

all figures in £ million note 2011 2010
Net cash inflow from operations before restructuring costs 29 2876 2046
Net cash outflow relating to UK restructuring {31 8} (354)
Cash inflow from operations 2558 169.2
Tax (pad)/receved {42 9) 15
Interest receved 03 04
Interest paid {28 9) {36 8)
Net cash inflow from operating activities 1843 134.3
Purchases of intangble assets (24) (62)
Purchases of property, plant and equipment {197) (22 1)
Proceeds from sale of property, plant and equipment 03 -
Costs from sale of property, plant and equipment - 07)
Eguity accounted investments and other investment funding - (11
Purchase of subsidiary undertakings {16 3} {46 3)
Net cash acquired with subsidiary undertakings 05 a7
Proceeds from sale of interests in subsidrary undertakings 382 211
Net cash inflow/{outflow) from invesung activities 06 {56 6)
Repayment of bank borrowings {144 1) (232 1)
Proceeds from bank borrowings 49 -
Payment of bank loan arrangement fees (2 4) -
Settlement of forward contracts designated as net investment hedges - {14 3)
Purchase of own shares (06} {08)
Dwidends paid to shareholders - {316)
Capital element of finance lease rental payments (2 8) (28)
Capital element of finance lease rental receipts 30 30
Net cash outflow from financing activities (142 D) (278 6)
Increase/{decrease) in cash and cash equivalents ) 429 (2009}
Effect of foreign exchange changes on cash and cash equivalents {14) {0 5)
Cash and cash equivalents at beginning of year 607 2621
Cash and cash equivalents at end of year 102 2 607
Cash and cash equivalents 22 1025 639
Cverdrafts a1 {0 3) (32)
Cash and cash equivalents at end of year 102 2 607
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Reconciliation of movement in net debt
for the year ended 31 March

all figures in £ mullion note 2011 2010
Increase/{decrease) in cash and cash equivalents in the year 30 429 (200 8)
Cash flows from repayment of bank loans and other financial nstruments 141 4 246 2
Change in net debt resulting from cash flows 21 184.3 453
Other non-cash movements including foreign exchange 31 122 352
Movement in net debt in the year 196 5 805
Net debt at beginning of year 31 {457 4) (537 9)
Net debt at end of the year 31 (260 9) {457 4)
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Notes to the financial statements

1 Significant accounting policies

Accounting policies

With the exception of the accounting poficy In respect of business combinatteons {see below), the following accounting policies have

been applied consistently to all periods presented in dealing with items which are considered matenial in relation to the Group’s financial
statements The Group separately presents acquisition amortisatton and specific non-recurring 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 financial information Specific non-recurring items include amounts relating to restructuring costs,
pension curtallment gains, contingent payments on acquisition treated as remuneration, net Inventory wnite-offs in respect of
capitalised DTR-programme bid costs, impairment of property, plant and equipment, impawment of intangible assets, gan/f{loss)

an business combinations and divestments, unrealised iImpairments of nvestments, and tax thereon

Basis of preparation

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 103-105 The financial statements have been prepared under the historical cost convention, as medified by the revaluation of
avallable-for-sale financial assets, and other relevant financial assets and liabilities Non-current assets held for sale are held at the lower
of carrying amount and fair value less costs to sell The Group’s reporting currency 1s sterhng and unless otherwise stated the financial
statements are rounded to the nearest hundred thousand

Basis of consghdation

The consolidated financial statements comprise the financial statements of the Company and its subsidiary undertakings up to 31 March
2011 The purchase method of accounting has been adopted Those subsidiary undertakings acquired or disposed m the period are
included n the consclidated income statement from the date contral 1s obtained to the date that control s lost (usually on acquisition
and dispesal respectively) A subsidiary is an entity over which the Group has the power to govern financial and operating policies in
order to obtam benefits Potential voting rights that are currently exercisable or convertible are considered when determining control

An associate 1s an undertaking over which the Group exercises significant influence, usually from 20%-50% of the equity voting rights,
over financial and operating policy A joint venture is an undertaking over which the Group exercises joint control Associates and joint
ventures are accounted for using the equity method from the date of acquisition up 1o the date of disposal The Group’s investments in
associates and joint ventures are held at cost including goodwill on acquisition and any post-acquisitron changes in the Group’s share of
the net assets of the associate less any Impairment to the recoverable amount Where an associate or joint venture has net habilities, full
provision 1s made for the Group’s share of habilities where there is a constructive or legal obligation te provide additional funding to the
associate or joint venture

The financral statements of subsidianies, joint ventures and associates are adjusted where necessary to ensure comphance with Group
accounting palicies

On consolidation, all intra-Group incoeme, expenses and balances are eltmmated

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

Service contracts

The Group’s service contract arrangements are accounted for under tAS 18 Revenue Revenue 1s recognised once the Group has obtained
the night to consideration in exchange for its performance This is typically when title passes or contractually agreed-upon milestones

are reached and accepted by the customer No profit is recognised on contracts until the outcome of the contract can be reliably
estimated Profit 1s calculated by reference to reliable estimates of contract revenue and forecast costs after making suitable allowances
for technical and other risks related to performance milestones yet to be achieved When it 1s probable that total contract costs witl
exceed total contract revenue, the expected loss is recognised immediately as an expense The Group generally does not undertake
construction contracts

Goods sold
Sales of goods are recognised in the income statement on delivery of the product or when the significant nisks and rewards of ownership
have been transferred to the customer and revenue and costs can be rehably measured

Royalties and intellectual property

Royalty revenue 1s recognised over the period to which the royalty relates Intellectual property revenue can be attributed to either
perpetual licences or imited licences Limited hicences are granted for a specified ime pertod and revenue is recognised over the period
of the licence Perpetual licences are granted for unliimited time frames and are recognised when the risks and rewards of ownership are
transferred to the customer
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Financial statements
Notes to the financial statements continued

1 Significant accounting policies continued

Segmental snformation

Segmental infarmation is presented according to the Group’s management structure and markets in which the Group operates
A simplified structure has been implemented with effect from 1 April 2010 comprising three divisions U5 Services, UK Services and

Global Products This enables greater clarity around markets and customers aligning the Group’s capabilities in order to leverage existing !
strengths and address weaknesses systematically The comparative figures for the year ended 31 March 2010 have been restated

to reflect the reorganised structure adopted at the start of the current financial year The segments previously reported were Europe,

Middle East and Austrafasia (EMEA}, QinetiQ North America {QNA) and Ventures

Segmental results represent the contribution of the different segments to the profit of the Group Corporate expenses are allocated

to the corresponding segments Unallocated items comprise mainly profit on disposal of non-current assets, business divestments ‘
and unrealised impairment of vestments, financing costs and taxation Eliminations represent inter-company trading between the

different segments

Segmental assets and habilities information 1s not regularly provided to the chief operating decision maker

Research and development expenditure

Research and development costs incurred on behalf of a customer as part of a specific project are directly chargeable to the customer
on whose behalf the work 1s undertaken Internally funded development expenditure 1s capitalised in the balance sheet where there

1s a clearly defined project, the expendrtures are separately identifiable, the project 1s technically and commercially feasible, all costs
are recoverable by future revenue and the resources are committed to complete the project Such capitahised costs are amortised over
the forecast period of sales resulting from the development All other research and development costs are expensed to the income
statement in the penod 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 m the research phase only and expensed

Financing

Financing represents the financial expense on borrowings accounted for using the effective rate method and the financial mcome earned
on funds invested Exchange differences on financial assets and liabilities and the income or expense from interest hedging instruments
that are recognised in the iIncome statement are included within interest ncome and expense m financing

Taxatron

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 certain 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 1s the tax attributable to the temporary differences that appear when taxation
authorities recogmise and measure assets and habifities with rules that differ from those of the consolidated financial statements
The amount of deferred tax provided is 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 items directly recognised in equity Deferred tax
llabiities are recognised on all taxable temporary differences excluding non-deductible goodwill Deferred tax assets are recognised on
all deductible temporary differences provided that it is probable that future taxable income will be available against which the asset can
be utilised Deferred tax assets and habilities are anly offset where there is a legally enforceable right to offset and there 15 an intention
to settle balances on a net basis

Business comhbinatians
Business combinations are accounted for as follows

Business combinations on or after 1 Apnl 2010 (IFRS 3, Business Combinations)

Business combinations are accounted for using the acquisition method as at the acquisition date, which is the date on which control 1s
transferred to the Group The Group measures goodwill as the acquisition-date fair value of the consideratign transferred, including the
amount of any non-controlling interest in the acquiree, less the net of the acquisition-date fair values of the identifiable assets acquired
and habiltties assumed, including contmgent liabilities as required by {FRS 3

Constderation transferred ncludes the fair values of assets transferred, irabilities incurred by the Group te the previous owners of the
acquiree, equity interests 1ssued by the Group to the previous owners of the acquiree, eguity interests sssued by the Group, contingent
constderation and share based payment awards of the acquiree that are replaced in the business combination Any contingent
consideration payable 1s recognised at fair value at the acquisition date Subsequent changes to the fair value of contingent
consideration that 1s not classified as equity are recognised in the consohdated income statement If a business combination relates

in the termination of pre-existing relationships between the Group and the acquiree, then the lower of the termination amount, as
contained in the agreement, and the value of the off-market element, 1s deducted from the constderation transferred and recognised
n other expenses
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Transaction costs that the Group Incurs in connection with a business combination, such as finder’s fees, legal fees, due diligence fees,
and other professional fees and consulting fees, are expensed as incurred

Non-controlling interests are measured at either the non-controlling terest’s proportion of the net fair value of the identifiable assets,
llaihties and contingent habihties recognised or at fair value The method used 1s determined on an acquisition-by-acquisition basis

Business combinations prior to 1 Apnl 2010 (IFRS 3, Business Combinations {2004))

The purchase method of accounting 1s used to account for the acquisition of subsidiaries by the Group The cost of the acquisition is
measured as the far value of the assets given, equity instruments i1ssued and liabilities incurred or assumed at the date of exchange,
plus costs directly attributable to the acquisition Identifiable assets acquired, and habilities and contingent babihties assumed in a
bustness combination are measured inttially at their fair values at the acquisition date The excess of cost of acquisition over the farr
value of the Group's share of the identifiable net assets acquired 15 recognised as goodwill Previously held identifiable assets, liabilities
and contingent Labilties of the acquired entity are revalued to their fair value at the date of acquisition, being the date at which the
Group achieves control of the acquiree The movement in fair value is taken to the asset revaluation reserve

Upon mitial acquisition of a non-controlling interest, the interest of minority shareholders i1s measured at the minority’s proportion
of the net fair value of the identifiabte assets, habilities and contingent liabilities recognised

Goodwill

Goadwill on acquisitions of subsidiaries is included in intangible assets Goodwill on acquisitions of joint ventures and assocrates 1s
included in the carrying value of equity accounted investments Goodwill is tested annually for imparment and carried at cost less
accumulated impairment losses Gains and losses on the disposal of an entity iclude the carrying amount of goodwill related to the
entity sold

Intangible assets

Intangible assets arising from business combinations are recognised at fair value and are amortised over their expected useful ives,
typically between 0-9 years Internally generated intangible assets are recorded at cost, including labour, directly attributabie costs
and any third-party expenses Purchased intangible assets are recognised at cost less amortisation Intangible assets are amortised

over their respective useful lives on a straight hine basis as follows

Intellectual property rights 2-8 years

Development costs Useful economic Iife or unit of production method subject to a minimum amortisation
of no less than straight line method over economic hife of 1-4 years

Other 1-9 years

Property, plant and equipment
Property, plant and equipment are stated at cost less depreciation Freehald land 15 not depreciated Other tangible non-current
assets are depreciated on a straight line basis over their useful econonmic lives to thewr estimated residual value as follows

Freeheld buitdings 20-25 years

Leasehold land and buildings Shorter of useful economuc life and the pertod of the lease
Plant and machinery 3-10years

Fixtures and fittings 5-10 years

Computers 3-5 years

Motor vehicles 3-5 years

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

The useful lives, depreciation methods and residual values apphed to property, plant and equipment are reviewed annually, and if
appropriate, adjusted accordingly

Impairment of tangible, goodwill, intangible and held for sale assets

The Group assesses at each reperting date whether there s an indication that an asset may be impasred If the carrying amount of any
asset exceeds its recoverable amount an imparrment loss 1s recognised immediately in the income statement In addition, goodwill 1s
tested for impairment annually rrrespective 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 therr recoverable amounts The recoverable amount of an
asset or a cash generating unit i1s the higher of its fair value fess costs to sell and its value in use The value I use 15 the present value of
the future cash flows expected to be derived from an asset or cash generating unit calculated using an appropriate pre-tax discount rate
Impairment losses are expensed to the income statement
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1 Significant accounting polictes continued

Investments in debt and equity securities

Investments held by the Group are classified as erther a current asset or as a non-current asset and those classified as available

for sale are stated at fair value, with any resultant gan or loss being recognised directly in equity, except for impairment losses
When these investments are de-recognised, the cumulative gain or foss previously recogrised directly In equity 1s recognised in the
mcome statement

The fair value of quoted financial instruments is their bid price at the balance sheet date The fair value of unquoted equity nvestments
are held at fair value based upon the price of the most recent investment by the Group or a third party, If available, or derived from the
present value of forecast future cash flows

Inventones

Inventory and work-In-progress are stated at the lower of cost and net realisable value Work-in-progress and manufactured finished
goods are valued at production cost Production cost includes direct production costs and an appropriate proportion of production
overheads A provision 1s established when the net realisable value of any inventory item 1s lower than its cost

Bid costs

Costs incurred i bidding for work are normally expensed as incurred In the case of large mult-year government contracts the bidding
process typically involves a competitive bid process to determine a preferred bidder and then a further period to reach financial close
with the customer In these cases, the costs meurred after announcement of the Group achieving preferred bidder status are deferred to
the balance sheet within work-in-progress From the pomt financial close 1s reached, the costs are amortised over the [ife of the contract
If an opportunity for which the Group was awarded preferred bidder status fails to reach financial close, the costs deferred to that pomnt
will be expensed in the mcome 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 receivables and represent revenue recognised in excess of amounts invoiced Payments receved on account are included in trade
and other payables and represent amounts invoiced in excess of revenue recognised

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

Current and non-current labilities

Current habilities include amounts due within the normal operating cycle of the Group interest-bearing current and non-current
liabiirties are recognised at faw value and then stated at amaortised cost with any difference between the cost and redemption value
being recognised in the income statement over the period of the borrowings on an effective interest rate basis Costs associated with
the arrangement of bank facilitres or the 1ssue of loans are held net of the associated lhability presented in the balance sheet Capitalised
Issue costs are released over the estimated life of the facility or instrument te which they relate using the effective interest rate method
If it becomes clear that the facility or instrument will be redeemed early, the amortisation of the 1ssue costs will be accelerated

Prowvisions

A provision 1s recognised i the balance sheet when the Group has a present legal or constructive obligation as a resuit of a past event
which can be reliably estimated, and 1t 1s probable that an cutflow of econemic benefits will be required to settle the obhigation Where
appropriate, provisions are determined by discounting the expected cash flows at the Group's weighted average cost of capstal

Financial instruments

Financtal assets and financial habdities are recognised on the Group’s balance sheet when the Group becomes a party to the contractual
provisions of the mstrument The derecognition of a financial instrument takes place when the Group no longer controls the contractual
rights that comprise the financial instrument, when the instrument expires or Is sold, terminated or exercised

Dernivative financial instruments
Derwvative financial instruments are initially recogmised and thereafter held at fair value, being the market value for quoted instruments
or valuation based on models and discounted cash flow calculations for unhisted instruments

Fair value hedging

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

Cash flow hedging

Changes in the farr value of derwatives designated as a cash flow hedge that are regarded as highly effective are recognised in equity
The meffective porticn is recognised immedrately in the mcome statement Where a hedged item results tn an asset or a hability, gains
and losses previously recognised in equity are included in the cost of the asset or hability Gains and losses previously recognised in
equity are removed and recognised in the income statement at the same time as the hedged transaction
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Hedging of net investment in foreign operations
Changes in the farr value of dervatives designated as hedges of the net investment In a foreign entity are recognised in equity until
the net investment 15 sold or disposed Any ineffective portion 1s recognised directly in the income statement

Leased assets

Leases are classified as finance leases when substantially all of the rnisks and rewards of ownership are held by the lessee Assets held
under finance leases are capitalised and included n property, plant and equipment at the lower of the present value of minimum lease
payments and farr value at the inception of the lease Assets are then depreciated over the shorter of their useful econoemic lives or the
lease term Obligations relating to finance leases, net of finance charges arising in future periods, are mciuded under financial habilities

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

Foreign currencies

Transactions in foreign currencies are recorded using the rate of exchange ruling at the date of the transaction Monetary assets and
liabilities in foreign currencies are translated at penod-end rates Any resulting exchange differences are taken to the income statement
Gains and losses on designated forward foreign exchange hedging contracts are matched against the foreign exchange movements on
the underlymng transaction

The individuat financial statements of each Group company are presented in its functional currency On consolidation, assets and
habilities of overseas subsidiaries associated undertakings and joint ventures, including any related goodwill, are transiated to sterling
at the rate of exchange at the balance sheet date The results and cash flows of overseas subsidiaries, associated undertakings and
Joint ventures are translated to sterling using the average rates of exchange during the period Exchange adjustments anising from the
re-translation of the opening net investment and the results for the period to the period-end rate are taken directly to equity and
reported in the Statement of Comprehensive Income

Post-retirement benefits

The Group provides both defined contnibution and defined benefit pension arrangements The liabilities of the Group arising from
defined benefit obligations, and the related current service cost, are determined using the projected umt credit method Valuations for
accounting purposes are carried 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 defieit of the fair value of plan assets less the present value
of the defined benefrt obligation are recognised as an asset or a hability respectively

For defined benefit plans, the actuanal cost charged to the income statement consists of current service cost, interest cast, expected
return on plan assets and past service cost The finance element of the pension charge 1s shown :n finance income and expenses, the
remaining service cost element is charged as a component of employee costs in the income statement Actuanal gains and losses are
recognised 1n full immediately through the Statement of Comprehensive Income Contributions to defined contribution plans are
charged to the Income Statement as ncurred

Share-based payments

The Group operates share-based payment arrangements with employees The far value of equity-settled awards for share-hased
payments I1s determined on grant and expensed straight hine over the period from grant to the date of earliest unconditional exercise
The farr value of cash-settled awards for share-based payments 1s determined each period end untll they are exercised or fapse The
value 15 expensed straight hne over the period from grant to the date of earliest unconditional exercise The charges for both equity
and cash-settled share-based payments are updated annually for non-market-based vesting conditions

Share capital

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

Restatement of prior pentods for finalisation of fair vatues arising on acquisitrons

The fair values of the net assets of acquired businesses are finahsed withmn 12 months of the acquisition date All fair value
adjustments are recorded with effect from the date of acquisition and, consequently, may result in the restatement of previously
reported financial results

Qinet:Q Group plc Annual Report and Accounts 2011 59




Financial statements
Notes to the financial statements continued

1 Significant accounting polictes continued

Recent accounting developments

The following EU-endorsed new, revised and amended published standards and mterpretations are effective for accounting periods
beginning on or after 1 April 2010 and have been adopted

IFRS 3 {rewised), Business Combinations and amendments to IAS 27, Consolhidated and Separate Financial Statements The standard
continues to apply the acquisition method to business combmations with some significant changes For example, all acquisition-related
costs are expensed, all payments to purchase a business are recorded at fair value at the acquisition date, with contingent payments
subsequently re-measured at fair value through the income statement There are also changes to the reparting of non-controlling
interest The change has been apphed prospectively

Improvements to IFRSs 2009 The iImprovements include changes to finance leases and finanaial instrument disclosures
These consolidated Financial Statements have been prepared under the revised disclosure requirements

The following EU-endorsed amendments, improvements and interpretations of published standards are effective for accounting
penods beginming on or after 1 April 2010 and have been adopted with no material impact on the Group’s financial statements

¢ Amendment to IFRS 2, Share-based Payment,

*  Amendment to I1AS 32, Financial Instruments Presentation,

Amendment to IAS 39, Financial Instruments Recognition and Measurement,
IFRIC 17, Distnibutions of Non-cash Assets to Owners,

IFRIC 18, Transfer of Assets from Customers, and

Management Commentary practice statement

The Directors antictpate that the adoption of the following revised, amended and improved published standards and interpretations,
which were in issue at the date of authonsation of these Financial Statements, will have no material impact on the Financial Statements
of the Group when they become applicable in future periods

* A5 24 (revised), Related Party Transactions,

*  Amendment to IFRS 7, Financial Instruments Disclosures, subject to EU endorsement,

Amendment to 1AS 12, Income Taxes, subject to EU endorsement,

Amendment to IFRIC 14, IAS 19 — The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction, and
IFRIC 19, Extinguishing Financial Liabihties with Equity Instruments

The impact of adopting the following new and improved published standards when they become effective in future pericds, but were
Inissue at the date of authorisation of these Financial $tatements, is under assessment

* |FRS 9, Fiancial instruments, subject to EU endorsement,
IFRS 10, Consalidated Financial Statements,

IFRS 11, loint Arrangements,

IFRS 12, Disclosure of Interests in Other Entities,

IFRS 13, Fair Value Measurement, and

Improvements to IFRSs 2010

Critical accounting estimates and judgements in applying accounting policies

The following commentary 1s intended to highhght those policies that are critical to the business based on the leve! of management
judgement required in their application, their complexity and their potential impact on the results and financial position reported for
the Group The level of management judgement required includes assumptions and estimates about future events which are uncerta:n,
the actual outcome of which may result in a materially different outcome from that anticipated

Revenue and profit recognition

The estimation process required to evaluate the potential outcome of contracts and projects requires skil, knowledge and experience
fram a varniety of sources within the business to assess the status of the contract, costs to complete, internal and external labour
resources required and other facters This process is carried out continuously throughout the business to ensure that project and
contract assessments reflect the latest status of such work No profit 1s recegnised on a contract until the outcome can be reliably
estimated

Business combinations

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

The Group tests annually whether goodwill has suffered any impairment This process is reliant on the use of estimates of the future
profitability and cash flows of its cash-generating units which may differ from the actual results delivered The Group additionally
reviews whether identified intangible assets have suffered any impawment Further details on the sensitivity of the carrying value

of goodwill to changes in the key assumptions are set out in note 11
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Consohdation of US subsidianes

As described on page 35, the Group and the US DoD have entered mto a proxy agreement that regulates the ownership, management
and operation of the Group’s 100% owned subsidiary, QinetiQ North America, Inc and its subsidiaries Having considered the terms
of the proxy agreement, the Directors consider that the Group has control over the operating and financial policies of QinetiQ North
America and, therefore, conschdates the subsidiaries in the consolidated accounts

Post-retirement benefits

The Group’s defined benefit pension abligations and net iIncome statement costs are based on key assumptions including return on
plan assets, discount rates, mortality, inflatron and future salary and pension increases Management exercise their best judgement,

in consultation with actuanat advisors, in selecting the values for these assumptions that are the most appropriate to the Group Small
changes in these assumptions at the bafance sheet date, individually or collectively, may result in significant changes i the size of the
deficit or the net income statement costs Any change in these assumptions would have an impact on the retirement benefit obbgation
recognised Further details on these assumptions are set out in note 39

Research and development expenditure

Internally-funded development expenditure 1s capitalised when cntena are met and 15 written off over the forecast penod of sales
resufting from the development Management decides upon the adequacy of future demand and potential market for such new
products in order to justify capitalisation of internally-funded development expenditure These can be difficult to determine when
dealing with innovative technologies Actual product sales may differ from these estimates

Tax

In determining the Group’s provisions for income tax and deferred tax, it is necessary to assess the likelihood and timing of recovery
of tax losses created, and to consider transactions in a small number of key tax jurisdictions for which the ultimate tax determination
1s uncertain To the extent that the final outcome differs from the tax that has been provided, adjustments will be made to income tax
and deferred tax provisions held in the period the determination 1s made
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2 Revenue and other ncome
Revenue and other income 1s analysed as follows

Revenue by category
Year ended 31 March

all figures in £ milhion 2011 2010
Sales of goods 3655 1519
Services 1,3300 1,467 S
Royalties 71 60
Revenue 1,702 6 1,6254
Qther income 41 69
Other income 1s in respect of property rentals and the recovery of other related property costs

Revenue by customer geographic location

Year ended 31 March

all figures m £ million 2011 2010
North America 949 2 8253
United Kingdom 6237 7200
Other 1297 801
Total 1,702 6 1,6254
Revenue by major customer type

Year ended 31 March

all figures in £ mihon 2011 2010
UK Government 5265 6145
S Government 8943 7541
Other 28138 256 8
Total 1,702 6 1,625 4

Revenue from the UK Government was generated by the UK Services and Global Products operating groups Revenue from the US

Government was generated by the US Services and Global Products operating groups
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3 Segmental analysis
Business segments
all figures in £ rrllion

Year ended 31 March 2011

year ended 31 March 2010

Operating Qperating

Revenue profit! Revenue proﬁt1
US Services 5882 a4 3 6280 526
UK Services 6116 487 6939 591
Global Products 502 8 52 4 3035 86
Total operating segments 1,702 6 1454 1,6254 1203
Operating profit before acquisition amortisation and specific 1454 1203
non-recurring items
Restructuring charge {33 5) {44 1)
Pension curtaiment gamn 49 20
Contingent payments on acquisition treated as remuneration {6 1) -
Net inventory wnite-offs in respect of capitahsed DTR-programme bid costs (23 8) -
Non-recurring operating costs before amortisation, depreciation {58 5} {421)
and impairment
Impairment of property, plant and equipment (59) (240)
Amortisation of intangible assets arising from acquisitions (26 3) (26 1)
Impawment of ntangble assets - {534}
Operating profit/{loss) 547 {25 3)
Gain/{loss) on business divestments and unrealised impairment
of investments 27 {6 2}
Net finance expense {30 8) (34 6}
Profit/{loss) before tax 266 (661)
Taxation {expense)/income {21 6) 28
Profit/(loss) for the year 50 {63 3)

! The measure of profit presented ta the chisf operating deciHion maker 1s operating profit stated befare amortisation of intangibte assets anstng from acquisitions and specific
non-recurning items Specific non recurnng items include amounts relating to reorganisation costs, pension curtaillment gaing, contingent payments on acqguisition treated as
remuneration, net inventory write-offs in respect of caprtalised OTR-programme bid costs impawrment of property, plant and equipment, and impairment of intangible assets

? The comparative figures for the year ended 31 March 2010 have been restated to reflect the reorgamised structure adopted at the start of the current financial year
The segments previously reported were Europe, Middle East and Australasia {EMEA), Qineti} North Amernica (QNA) and Ventures

? There were no internal sales from US Servicas to UK Seraces during the year

No measure of segmental assets and habilities has been disclosed as this information 1s not regularly provided to the chief operating

decision maker

QinetiQ Group plc Annual Report and Accounts 2011

63




Financial statements
Notes to the financial statements continued

3 Segmental analysis continued
Other information
Year ended 31 March 2011

Global
all figures in £ millign US Services UK Services Products Total
Depreciation of property, plant and equipment 31 254 51 336
Amortisation of purchased or internally developed
intangible assets 06 100 09 115
37 354 60 451
Year ended 31 March 2010
Global
all figures in £ million US Services UK Services Products Total
Depreciation of property, plant and equipment 29 274 48 351
Amortisation of purchased or internally developed
Intangible assets 07 80 26 113
36 354 74 46 4

Excludes non-recurning items not included within the measure of operating profit reported to the chief operating decision maker

Non-current assets by geographic location

Europe and
all figures in £ million North America Australia Total
Year ended 31 March 2011 5841 349 0 9331
Europe and

North America Australia Total
Year ended 31 March 2010 6725 376 9 1,049 4
4 Profit/loss before tax
The followmg items have been charged in arriving at profit/loss before tax
all figures in £ mrllion 2011 2010
Fees payable to the auditor
— Statutory audit 038 10
— Audrt of the Company’s subsichanes pursuant to legislation 01 01
— Other services relating to taxation 01 g1
— Other services 01 04
Total auditor’s remuneration 11 16
Depreciation of property, plant and equipment
—Owned assets before impairment 336 351
—Owned assets imparrment 59 240
Foreign exchange loss/{gain) 03 (02)
Research and development expenditure — customer funded contracts 382 0 418.3
Research and development expenditure — Group funded 13 0 73

64 Qunets@Q Group plc Annual Report and Accounts 2011




The following non-recurring rtems have been charged in arriving at profit/loss before tax

all figures in £ million note 2011 2010
Rastructuring costs’ 335 44 1
Pension curtaiment gain (49) (20}
Contingent payments on acquisition treated as remuneration 61 -
et mventory write-offs In respect of capitalised DTR-programme bid costs 238 =
Non-recurring operating costs before amortisation, depreciation and impairment 58.5 421
Impairment of property, plant and equipment 14 59 240
Amaortisation of intangible asset arising on acquisitions 12 263 261
Impawrment of intangible asset 12 - 33
Imparment of goodwill 11 - 501
Total goodwill and intangible impairment and acquisition amortisation 263 795
Gawn on business divestment 5 (21) {51)
Gain i respect of negative goodwill on acquisitions in the pertod 5 (0 2) -
Gamin in respect of deferred consideration on prior year acquisitions 5 (04) -
Unrealised impairment of investment 5 - 113
{Gain)/loss on business combinations and divestments and unrealised impairment of

investment 5 {27) 62
Total non-recurring items hefore tax 88 0 15t 8

‘ The UK restructuring programme announced in May 2003 was largely completed in the last financial year and the cost of the programme was £44 1m A subseguent 24-month
self help programme was announced in May 2010 to refocus the businesses, to build a more commercial performance-oriented culture and to strengthen the balance sheet

A charge of £33 5m has been taken in the current financtal year in respect of restructuring the UK business
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5 Gain/({loss) on business combinations and divestments and unrealised impairment of investments
For the year ended 31 March

all figures in £ milhion 2011 2010
Gain on business divestments 21 51
Gamn in respect of negative goedwill on acquisitions in the penod 02 -
Gain in respect of deferred consideration on prior year acquisitions 04 -
Unreahsed impawrment of investments - (113}

27 (6 2)

The gain on bustness divestments in the year relates to the disposal of S&IS, a non-core security operations and access control business
within QuinetiQ’s US Services operation, to ManTech International Corporation The total consideration net of disposal costs was £37 Zm
and resulted in a gain on disposal of £2 1m Additional cash receipts in the year included £1 Om in respect of prior year divestments
Total proceeds from sale of interests in subsidiary undertakings are £38 2m (2010 £21 1m)

The gain in respect of negative goodwill an acquisitions in the period relates to the acquisition of Sensoptics Ltd on 16 December 2010
as described in note 13

The gain in respect of deferred consideration on prior year acquisitions is the result of canditions for the deferred consideration in
respect of the Cyvelllance, Inc acquisition not being met

The prior year gain on business divestments relates to the disposal of two businesses On 30 September 2009 the Group disposed of the
Underwater Systems business, a division of QinetiQ Limited, to Atlas Elektronik UK Limited for a consideration before costs of £23 5m
which resulted n a profit on disposal of £6 9m On 31 July 2009 the Calibration business of the Group, including ASAP Calibration Ltd,
was sold for proceeds before costs of £0 4m and resulted in a loss on disposal of £1 8m

The prior year unrealised impawrment of investments and associated committed costs relates to a £11 3m charge i respect of the
impairment in the carrying value of investments held for sale

6 Finance income and expense
For the year ended 31 March

all figures n £ million 2011 2010
Recewable on bank deposits 06 04
Finance lease income 12 14
Expected return on pension scheme assets 68 6 463
Finance mcome 704 481
Amortisation of recapitatisation fee® (18) (07)
Payable on bank loans and overdrafts {59) (7 9}
Payable on US dollar private placement debt? {32 6) (23 2)
Finance lease expense {10) {11)
Unwinding of discount on financial labilities (0 4) {10}
Interest on pension scheme Labilities (59 5) {43 8)
Finance expense (101 2) (B2 7)
Net finance expense {30 8) {34 6) .

In 2011 the Group refinanced its existing credit facility with a new five year revolving credit faciity The un amortised amount of the fees previously capitahised in respect
of the pre-existing faality were written off on termination of that facility and charged to Finance expense

?The Group elected to make early repayment of US$135m of US Dollar private placement debt, which was repaid post year end in May 2011 from surplus cash Netinterest
In 2011 was impacted by an accelerated interest charge of £8 8m i respect of the year end obligation to make this early repayment
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7 Taxation

2011 2010
Before 2011 Before 2010
acquistion Acquisttion acquisition Acquisition
amartisation amartisation amortisation amortisation
and specific and specific and speciic and specific
non-recurring non-recurnng 011  non-recurnng  NON-recurring 2010
all figures tn £ million rems 1tems Total termns terms Total
Analysis of charge
UK corporation tax — - - - - -
QOverseas corporation tax
Current year 413 {11) 40 2 167 {8 8) 79
Adjustment for prior year {0 8) - {0 8) - - -
Current tax expense/(income) 405 {11} 3948 167 (8 8) 79
Deferred tax {20 2) 09 (19 3) (36) {69) (105)
Deferred tax impact of change in rates 25 - 25 - - -
Deferred tax in respect of prior years {10) - (10} (0 2) — {0 2)
Taxation expense/{income) 218 (0 2) 216 129 {15 7) (2 8)
Factors affecting the tax charge in year
The principal factors reducing the Group’s
current year tax charge below the UK
statutory rate are explained below
Profit/{loss) before tax 114 6 (88 0) 266 857 {151 8) (66 1)
Tax on profit/{loss) before tax at 28%
(2010 28%) 321 (24 2) 74 230 {42 5) {18 5)
Effect of
Expenses not deductible for tax purposes,
research and development relief and non-
taxable tems (33 4) 220 (11 4) (19 B} 204 98
Utihisatton of previously unrecognised tax
losses of overseas subsidiaries {0 3} - (0 3) (o1) - {0 1)
Current tax losses for which no deferred
tax asset was recognised 175 - 175 61 - 61
Deferred tax impact of change in rates 25 - 25 - - -
Deferred tax in respect of prior years {10) - {10) (02) - {02}
Effect of different rates in overseas
Junisdictions 44 25 69 27 {2 6) 01
Taxation expense/{income) 218 (0 2) 216 12 9 {15 7) (2 8)

The totat tax expense i the year to 31 March 2011 includes a credit of £0 2m (2010 £15 7m) for tax on acquisition amortisation and
specific non-recurring items The rate on this credit i1s low as the majority of items do not attract tax relief in the current pertod

Factors affecting future tax charges

The effective tax rate continues to be below the statutory rate in the UK, primarily as a result of the benefit of research and development

refief in the UK The effective tax rate is expected to remain below the UK statutory rate in the medium term, subject to any future tax

legislation changes and the geographical mix of profits At 31 March 2011, the Group had unused tax losses of £188 7m (2010 £117 1m}

potentially available for offset aganst future profits

QinetiQ Group ple Annual Report and Accounts 2011

67



Financial statements
MNotes to the financial statements continued

8 Dmidends
An analysis of the dividends paid and proposed in respect of the years ended 31 March 2011 and 2010 1s provided below
Pence Date paid/

per share £m payable
Interim 2011 - - -
Final 2011 (proposed) 160 105 Sept 2011
Total for the year ended 31 March 2011 160 105
Interim 2010 158 104 Feb 2010
Final 2010 - - -
Total for the year ended 31 March 2010 158 104

The Directors proposed a final dividend of 1 60p (2010 mil) The dividend, which is subject to shareholder approval, will be paid en

2 September 2011 The ex-dividend date 15 3 August 2011 and the record date is 5 August 2011

9 Analysis of employee costs and numbers

The iargest component of operating expenses 1s employee costs The year-end and average monthly number of persons employed by

the Group including Directors analysed by business segment, was

Year end 31 March Monthly average
2011 2010 2011 2010
Number Number Number Number
US Services 4,500 5,369 4,839 5,512
UK Services 5,045 5,707 5,418 5,899
Global Products 1,663 2,002 1,776 2,193
Total 11,208 13,078 12,033 13,604
The aggregate payroll costs of these persons were as follows
2010
all figures in £ mllion note 2011 (Restated)’
Wages and salares 6357 659 3
Socal securrty costs 463 521
Other pension costs 47 3 44 6
Cost of share-based payments 34 33 58
Employee costs before UK restructuring costs 7326 761.8
UK restructuring costs 335 441
Total employee costs 766 1 805.9

! Prior year employee costs have been restated to include certain elements of employee compensation and benefits that were previously allocated to direct costs and

to other overheads

The 2011 UK restructuring costs relate to the restructuring of the UK business announced in May 2010 The 2010 restructuring costs

principally comprise the headcount reduction programme announced in May 2009
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10 Earnings per share

Bastc earnings per share 1s calculated by dwiding the profit attributable to equity shareholders by the weighted average number of
ordmary shares in issue during the year The weighted average number of shares used excludes those shares bought by the Group and
held as own shares (see note 33) For diluted earnings per share the weighted average number of shares in issue 15 adjusted to assume
conversion of all potentially dilutive ordinary shares ansing from unvested share-based awards including share options Underlying basic
earmings per share figures are presented below, in addition to the basic and diluted earnings per share as the directors consider this
gives a more relevant indication of underlying business performance and reflects the adjustments to basic earnings per share for the
impact of specific non-recurning items, amortisation of acquired intangible assets and tax thereon

For the year ended 31 March 2011 2010

Basic EPS

Profit/{loss) attnbutable to equity shareholders £m 50 (63 3}
Weighted average number of shares mitlion 6546 6535

Basic EPS pence 08 {97)
Diluted EPS

Profit/{loss) attributable to equity shareholders £m 50 (63 3)
Weighted average number of shares miflion 6546 6535

Effect of dilutive securities’ million 68 -

Diluted number of shares million 661 4 653 5

Diluted EPS pence 08 {97)
Underlying basic EPS

Profit/(loss) attributable to equity shareholders £m 50 (63 3)
Reorganisation costs £m 335 421

{Gain}/loss on business divestments, disposals and unrealised impairment

of investments £m {(27) 62

Impairment of property plant and equipment £m 59 240

Contingent payments on acquisition treated as remuneration £m 61 -
Pension curtallment gamn £m {4 9) -
Amortisation of intangible assets ansing from acquisitions and impairment

of intangible assets £m 263 795

Net mventory write-offs in respect of caprtalised DTR-programme

bid costs £m 238 -
Tax tmpact of items above £m {0 2) {157)
Underlying profit after taxation fm 9238 728
Weighted average number of shares milion 654 6 6535
Underlying basic EPS pence 142 111

The Joss attributable to equity shareholders in the year ended 31 March 2010 resulted 1n no effect of dilutive securities to the weighted average number of shares
Ifthere had been a profit in the year ended 31 March 2010, the effect of delutive secunties would have been to increase the diluted number of shares by 4 2m
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11 Goodwill

2010
all figures in £ mulion note 2011 {Restated)*
Cost
At 1 Apri 6280 6390
Amendment to goodwill for prior year acquisition” - (19l
Acquisitions 13 - 191
Disposals {32 0) -
Foreign exchange {29 8) {28 2)
At 31 March 566 2 628 0
Impairment
At 1April {50 2) (05)
Disposals 35 -
Impatrment in year - (s01)
Foreign exchange 16 04
At 31 March {451) (50 2}
Net book value at 31 March 5211 5778

! Goodwili and deferred tax habuities have been restated to reflect fair value changes in respect of an acguisition in the year ended 31 March 2010 (see note 13)

Goodwtll at 31 March 2011 was allocated across six cash generating units (CGUs} In the year two CGUs in the US Services business
were amalgamated into one to reflect the way in which these businesses are managed and operated

Goodwillis attributable to the excess of consideration over the fair value of net assets acquired and includes expected synergies, future
growth prospects and employee knowledge, expertise and secunty clearances The Group tests goodwili impairment for each CGU
annually or more frequently if there are indications that goodwill might be impaired

Key assumptions

The value in use calculations use discounted future cash flows based on financial ptans approved by the Board covering a two year
periad Cash flows for periods beyond this peried are extrapolated based on the second year of the two year plan, with a terminal
growth rate assumption applied

Terminal growth rates

The specific plans for each of the CGUs have been extrapolated using a terminal growth rate of 2 0%-3 0% (2010 1 5%-2 5%} Growth
rates are formed based on management’s estimates which take into consideration the long 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

Discount rates

The Group's weighted average cost of capital {WACC) was used as a basis in determmning the discount rate to be applied adjusted for
risks specific to the geographical location of CGUs as appropnate on a pre-tax basis The pre-tax discount rate apphed for US CGUs was
11 8% (2010 11 8%-12 1%} and a range from 11 1%-19 0% for UK and Australia CGUs (2010 9 3%-16 9%)
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Significant CGUs
Sensitwity analysis shows that both the discount rate and growth rate assumptions are key vanables impacting on the outcome of the
recoverable amount

The US Services CGU has headroom, with current assumptions, of £73 3m If the discount rate assumption was increased by 1% then the
€GU would require an imparment of £16 2m Sensitivity analysis shows that an decrease or Increase of 1% In the terminal growth rate
could result in an impairment of £5 8m or headroom of £190 1m, respectively The carrying value of goodwill for this CGU as at 31 March
was £369 9m

The Technology Solutions CGU in the US has significant headroom An increase in either the WACC rate or decrease In the terminat
growth rate by 1% would not cause the net operating assets to exceed therr recoverable amount The carrying value of goodwill for this
CGU as at 31 March was £115 3m

Within UK Services the individual CGUs have significant headroom An increase in the WACC rate or a decrease in the ternunal growth
rate by 1% would not cause the net operating assets to exceed ther recoverable amount The carrying value of goodwill for these CGUs
as at 31 March was £27 6m

The Technology Solutions CGU in the UK has headroom, under current assumptions, of £43 4m If the discount rate was to mcrease
by 1%, or the terminal growth rate decrease by 1%, this would not cause the net operating assets to exceed their recoverable amount
The carrying value of googwill for this CGU as at 31 March was £5 8m

The Australia CGU has headroom, under current assumptions, of £1 1m If the discount rate was to increase by 1%, or the terminal
growth rate decrease by 1%, this would not cause the net operating assets to exceed the:r recoverable amount The carrying value
of goodwill for this CGU as at 31 March was £2 5m

The Directors have not identified any other likely changes in other significant assumptions since 31 March 2011 and the signing of the
financial statements that would cause the carrying value of the recognised goodwill to exceed its recoverable amount

QunetiQ Group ple Annual Report and Accounts 2011 71




Financral statements

Notes to the financial statements continued

12 Intangible assets
Year ended 31 March 2011

Acquired imtangible assets Other
Customer Intellectual Brand Development intangble
all figures in £ mithon note relationships property names costs assets Total
Cost
At 1 April 2010 1606 535 147 134 361 2783
Additions — internally developed - - - 03 - 03
Additions — purchased — - - — 21 21
Additions — recognised on acquisitions 13 - 40 - - - 40
Disposals - - - - {12) (12)
Disposals — recognised on divestments (62) — - - — (62)
Transfers - - - 02 01 03
Foresgn exchange (7 1) (22) {0 8) — {0 3} {10 4)
At 31 March 2011 147 3 553 139 139 36 8 267 2
Amortisation and impairment
At 1 April 2010 705 345 42 73 201 1366
Amortisation charge for the year 162 79 22 22 93 378
Disposals - - - - {12) (12)
Disposals — recognised on divestments (40) - - - - (4 Q)
Transfers - - - 13 (12} 01
Foreign exchange (32) (15) {03) - (0 3) (5 3)
At 31 March 2011 795 409 61 10 8 267 164 0
Net book value at 31 March 2011 67 8 14 4 78 31 101 103 2
Year ended 31 March 2010
Acquired intangible assets Other
Customer latellectual Brand  Development intangtble
all figures in £ mitllion note  relationships property names costs assets Total
Cost
At 1 April 2009 159 4 487 134 109 344 2668
Additions — internally developed - - - 06 - 06
Additions — purchased - - - - 56 56
Additions — recognised on acquisitions 13 72 68 20 - - 160
Disposals - - - (02) {43) (4 5)
Disposals — recognised on divestments - {05) - - {0 8) (13)
Transfers - - - 21 14 35
Foreign exchange (6 0) {15) 07) - {02) {8 4)
At 31 March 2010 160 6 535 14 7 134 361 278 3
Amortisation and impaiwrment
At 1 April 2009 559 275 26 45 121 1026
Amortisation charge for the year 160 83 18 30 83 374
Impairment in year - - - - 33 33
Disposals - - — 02) {3 1) {3 3)
Disposals — recognised on divestments - {0 5} - - (04) {0 9)
Foreign exchange {14) (0 8) (0 2) - (01) {2 5}
At 31 March 2010 705 345 42 73 20.1 136.6
Net hook value at 31 March 2010 90.1 190 105 61 16 0 141.7
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13 Business combinations

Acquisition of subsidiaries for the year ended 31 March 2011

The Group has adopted IFRS 3 {2008) Business Combinations and JAS 27 (2008) Consoiidated and separate financial statements with
effect from 1 April 2010

On 16 December 2010, the Group acquired 100 per cent of the 1ssued share capital of Sensoptics Limited from its founder management
team If the acquisition had been completed on the first day of the financial year, Group revenue for the period would have been
£1,705 Om and the Group profit before tax would have been £27 3m

Acquisitions i the year to 31 March 2011
Contnbution post-acquisition

Farr value

Company acquired Date Cash Deferred of assets Operating
all figures in £ million aoquired consﬂeranonl consideration Goodwill :acqulreci2 Revenue profit

16 December
Sensoptics Limited 2010 28 Q9 {0 2} 39 07 02
Current year acquisitions 28 09 (02) 39 07 02
Consideration in respect
of pnior year at:qunsntlorls3
Dominion Technology
Resources, Inc 135 -~ — = — -
Total 16 3 09 {0 2) 39 07 02

; imtial cash consideration meludes price adjustments for working capital and net debt
. Fair value of assets acquired are provisional
Cash consideration paid 1n the year includes consideration amounts in respect of prior year acquisitions.

Set out below are the allocations of purchase consideration, assets and liabihbies of the acquisition made In the year and the adjustments

required to the book values of the assets and habihties in order to present the net assets of these businesses at fair value and in
accordance with Group accounting policies The fair values remam provisional, but will be finalised within 12 months of acquisition

Sensoptics Limited
Acquisition in the year to 31 March 2011

Book Farr value Fair value at
all figures in £ milhon note value adjustment acquisition
Intangible assets 12 - 40 40
Property, plant and equipment 14 - - -
Trade and other recevables 10 - 10
Other current assets 05 - 05
Trade and other payables {1 0) - {10)
Cash and cash equivalents 05 - 05
Deferred tax labiity 2% — {11) (11)
Net assets acquired 1.0 29 39
Goodwill {02)

37
Consideration satisfied by
Cash 28
Deferred consideratton 09
Total consideration 37

Sensaptics Limited 1s a designer of fibre-optrc sensing hardware Sensoptics Limited was acquired to combine its technology with
Qinetit’s OptaSense® signal processing capabilities The OptaSense® solution provides cost-effective around-the-clock distributed
acoustic monitoring over long distances

The mtangible assets acquired as part of the business combination relate to the intellectual property embodred within the Sensoptics
Limited existing products and products under development

Total expected payments are in excess of the fair value of net assets acquired However, certain potential payments are hnked to
continuing employment assumptions for the retained founder management team, which would be forfeited in full should they leave
within the stipulated perrod Under IFRS 3 (revised) this type of arrangement 1s required to be accounted for as remuneration expense
as apposed to part of the consideration As a result, the acquisition resulted in negative goodwili of £0 2m, which was recognised as a
gain in the consolidated income statement wrthin “gain/{loss) on business combinations and divestments and unrealised impairment
of investments” The discounted fair value of the deferred contingent purchase price payments treated as remuneration was £6 1m
and this was charged to the consohdated income statement within operating costs {significant non-recurring tems) Acquisition-related
costs {included within other operating costs excluding depreciation and amortisation) amount to £0 2m
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13 Business combinations contmued

Adjustments to goodwill in respect of prior year acquisitions

Cyveillance, Inc

The comparative figures for the balance sheet for the year ended 31 March 2010 have been restated to update the imitial estimate of
the fair value of assets acquired with Cyvenitance, inc on 1 july 2009 The tax losses acquired at the time have subsequently been valued
The financial effect of this 1s to reduce goodwill and decrease the deferred tax iability on the balance sheet by £1 9m There IS no impact
on the Group’s reported profit before tax for these periods An additional column has not been included on the balance sheet to show
the opening pasition in relatton to the restated amounts as the restatement would not have affected the opening position

Acquisitions n the year to 31 March 2010
Contnbution post-acquisition

Fair value
Company acquired Date Cash Ceferred of assets Operating
all figures i £ million acqured __consideration’  consideration’ Goodwil’ acguired’ Revenue profit
QNA acquisitions
Cyvetllance, Inc 1 July 2009 261 04 17 2 93 59 09
Current year acquisitions 261 04 17 2 93 59 09
Deferred consideration in
respect of prior year
acquisitions
ITS Corporation 62 - - - - -
Novare Services Pty Ltd 04 - - - - -
Spectro, Inc 08 - - - - -
Domnion Technology
Resources, Inc 12 8 - - - - -
Total 46 3 04 17 2 93 59 0.9

! Inittal cash consideration includes acquisition costs and price adjust ments for working capital and net debt

*The deferred constderatian of £0 4m was recognised an the acquisition of Cyveillance, Inc based upon the estmated payment to be made This deferred consideration
was credited to the consolidated iIncome statement in the year to 31 March 2011 as the conditions for the deferred consideration were not met

? Goodwill and deferred tax liabilities have been restated to reflect farr value changes in respect of the acquisition of Cyveillance 1n the year ended 31 March 2010

Set out below are the allocations of purchase consideration, assets and liabilities of the acquisitions made in the prior year and the

adjustments required to the book values of the assets and liabilities in order to present the net assets of these businesses at fair value

and i accordance with Group accounting policies The fair value adjustment 1n respect of deferred tax liabilities has been restated as

a result of the tax losses being re-valued

Cyveillance, Inc
Acquisitron in the year to 31 March 2010

Fair value Fair value at
all figures in £ mithon note Book value adjustment acquisition
Intangible assets 12 - 160 160
Property, plant and equipment i4 04 - 04
Trade and other recevables 10 - 10
Other current assets 07 - Q7
Trade and other payables Q@ 2) - {02)
Cash and cash equivalents 07 - a7
Deferred tax hability - (4 4) (44
Other habilies {4 9) - (49)
Net assets acquired {23} 116 93
Goodwill 17 2

265
Consideration satisfied by
Cash 2586
Deferred consideration 04
Total consideration hefore costs 260
Related costs of acquisition 0s
265

The fair value adjustments include £16 Om in relation to the recognition of acquired intangible assets less the recognition of a deferred
tax hiabdity of £4 4m 1n relation to these intangible assets
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14 Property, plant and equipment
Year ended 31 March 2011

Plant, Computers
Land and machmery and office Assets under

all figures in £ milhon bulldings and vehides equipment construction Total
Cost

At 1 Apnl 2010 304 6 1517 588 122 5273
Addstions 10 28 33 127 198
Disposals {19) (7 8) {111) (02} {210)
Transfers 36 96 (19) (11 6) (03)
Transfer to Assets Held for Sale {09) {5 5} - - (6 4)
Foreign exchange {0 6) {07) (0 9) — (2 2)
At 31 March 2011 305 8 1501 48 2 131 517 2
Depreciation

At 1Apnl 2010 956 107 2 390 - 2418
Charge for the year 118 153 65 - 336
Impairment 58 12 -~ - 70
Impairment reversal {11} - - - (11)
Disposals {15} (7 1) {10 9} - (19 5)
Transfers 01 - 02 - {01)
Transfer to Assets Held for Sale - {40} - - (40)
Foreign exchange _ (0 4) {0 4) {0 6) — {14)
At 31 March 2011 1103 1122 338 - 2563
Net book value at 31 March 2011 1955 379 14 4 131 2609

Impairment of land and buildings of £5 8m relates to vacant owned properties where there has been no external tenants following
vacancies arising in the year The impairment reversal of £1 1m relates to vacant property where a new tenant has been found Plant,
machinery and vehicles impairments of £1 2m relates to the imparrment of assets which are no longer generating revenue

Year ended 31 March 2010

Plant, Comptters
Land and machinery and office Assets under

all figures in £ mithon bulldings and vehicles equipment construction Total
Cost

At 1 Apnl 2009 3022 1366 625 244 5257
Addrtions 19 34 31 148 235
Acquisition of subsidiaries 01 - 03 - 04
Disposals {35) (10) {22) (48) {i15)
Disposals ~recognised on divestments {17) (2 8) {13) - (5 8)
Transfers 57 159 (30} (22 1) {35)
Fareign exchange {0 1) {0 4) {0 9) {01) {15)
At 31 March 2010 3046 1517 58.8 122 5273
Depreciation

At1Apnd 2009 645 901 387 - 1933
Charge for the year 118 167 66 - 351
Impawment 207 33 - - 240
Disposals (3 5) {10) (22) - {67)
Disposals — recognised on divestments {10) {18) (10) - (38)
Transfers 31 01) (30} - -
Foreign exchange - - {0 1) - (01)
At 31 March 2010 95 6 107 2 390 - 2418
Net book value at 31 March 2010 2090 44 5 198 122 2855

Under the terms of the Business Transfer Agreement with the MOD, certam restrictions have been placed on freehold land and
buldmgs, and certam plant and machinery related to them These restrictions are detailed in note 36

QinetiQ Group plc Annual Report and Accounts 2011 75




financial statements
Notes to the financial statements continued

15 Qther financial assets
As at 31 March

all figures in £ million 2011 2010
Current financial assets
Derivative financial instruments - a3
Net investment in finance lease 30 30
Total current financial assets 30 78
Non-current financial assets
Net investment in finance lease 82 100
Total non-current financial assets 82 100
Total financial assets 112 17 8
16 Equity accounted investments
Year ended 31 March 2011
Group net
Joint venture share of jomnt
and assocrates ventures and
all figures in £ mutlion financial results associates
Revenue 249 73
Profit after tax 05 02
Non-current assets i5 0%
Current assets 78 25
93 30
Current habihties (47) {18)
Non-current liabilities (0 4) (0 1)
{(51) {189}
Net assets 42 11
Year ended 31 March 2010
Group net

Joint venture
and associates

share of joint
ventures and

all figures in £ milhon financial results associates
Revenue 18 9 59
Profit after tax 05 02
Non-current assets 12 04
Current assets 69 21
81 25

Current liabilities {47) {15)
Non-current liabilities {0 2) (01)
(49) (16)

Net assets 32 09

The unrecognised share of losses of equity accounted investments at 31 March 2011 was £nil {31 March 2010 £nil) During the year
ended 31 March 2011, there were sales to joint ventures of £ml (2010 Enil} and to asscciates of £niF {2010 £2 7m) At year end, there

were outstanding receivables from joint ventures of £nil {2010 £rnil) and £ni} (2010 £0 3m) 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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17 Other non-current investments

all figures in £ million 2011 2010
Avallable for sale investments at 1 April 48 157
Impairment charged to iIncome statement in year - (108)
Foreign exchange - (01}
Available for sale investments at 31 March 48 48

Impawrments in the prior year related to four unquoted investments due to a decline in the future growth prospects of the markets
in which those ivestments operate

18 Inventories
As at 31 March

all figures in £ million 2011 2010
Raw materials 256 44
Work in progress 28 328
Finished goods 17 0 426

454 798

The reduction in work in progress during the year includes a write down of work in progress in respect of the Defence Training Review
bid costs capitalised prior to the MOD's announcement of the cancellation of the programme The wnte down 1s included in Other
Operating Costs as a Non-recurring item

19 Trade and other recewvables
As at 31 March

all figures in £ mullion 2011 2010
Trade debtors 1898 2130
Amounts recoverable under contracts 152 4 1807
Other debtors 315 99
Prepayments 158 202

3895 423 8

In determining the recoverabihity of trade recewables, the Group considers any changes in the credit guality of the trade recewvable from
the date credrt was granted up to the reporting date Credit risk 1s imited due to the high percentage of turnover being derived from UK
and US defence and other government agencies Accordingly, the Directors believe there 15 no further credit provision required In excess
of the allowance for doubtful debts As at 31 March 2011, the Group carried a provision for doubtful debts of £5 8m (2010 £8 8m)

Ageing of past due but not impaired recervables

all figures in £ million 2011 2010
Up to three months 501 294
Qver three months 24 28
525 322
Movements on the Group doubtful debt provision
all figures in £ milhon 2011 2010
At1Apnl 88 59
Created 20 56
Released (4 1) (27)
Utilised {0 9} -
At 31 March 58 88

The maximum exposure to credit risk in relation to trade recewvables at the reporting date 1s the fair value of trade recewables
The Group does not hold any collateral as security

20 Current asset investments
As at 31 March
all figures in £ milion 2011 2010

Available for sale investment 23 23

At 31 March 2011 the Group held a 4 9% shareholding m pSnvida Limited (31 March 2010 4 9%), a company listed on NASDAQ and the
Austrahian and Frankfurt Stock Exchanges The investment is held at fair value of £2 3m (2010 £2 3m}) using the closing share price at
31 March 2011 of AS4 00 per share {31 March 2010 A%4 20 per share}
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21 Assets classified as held for sale
As at 31 March

all figures in £ million 2011 2010
Property, plant and equipment 75 51
Total assets held for sale 7.5 51
Varnous properties in the UK that are surplus to the Group’s requirements are being marketed for sale

22 Cash and cash equwvalents

As at 31 March

all figures tn £ milion 2011 2010
Cash 583 572
Cash equivalents 442 67
Total cash and cash equivalents 102 5 63 9
At 31 March 2011 £4 5m {31 March 2010 £4 4m) of cash 1s held by the Group’s captive insurance subsidiary ncluding £4 5m

(2010 £3 6m) which s restricted in its use

23 Trade and other payables

As at 31 March

all figures in £ rullion 2011 2010
Trade creditors 375 480
Other tax and social security 346 369
Other creditors 245 252
Accruals and deferred income 3690 2863
Total current trade and other payables 465 6 396 4
Payments received on account 231 237
Other payables 07 115
Total non-current trade and other payables 238 352
Total trade and other payables 489 4 4316
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24 Provisions
Year ended 31 March 2011

all figures in £ million Restructuring Other’ Total
At T April 2010 96 14 4 240
Created in year 355 115 470
Released in year (3 3) (2 2) (55)
Unwind of discount - 02 62
Reclassification to other balance sheet accounts - 11 11
Utilsed in year {31 8) {2 0) (33 8)
At 31 March 2011 100 230 330
Current hability 100 104 204
Non-current liability — 126 12 6
At 31 March 2011 100 230 330

Year ended 31 March 2010

all figures in £ milhion Restructuring Other Totaf
At 1 April 2009 09 122 131
Created in year 441 79 520
Released in year - (41) 41)
Utthsed m year {35 4) (16) (370)
At 31 March 2010 96 14 4 240
Current hability 96 65 161
Non-current hability - 79 79
At 31 March 2010 96 144 240

¥ Other provisions comprise fegal, enwronmental, property and other liabilities and are expected to be utilised within the next five years
The restructuring provisions are expected to be utilised within the next year
25 Deferred tax

Deferred tax assets and liabilities are only offset where there s a legally enforceable right to offset and there 1s an intention to settle
the balances net

Movements in the deferred tax assets and habilities are shown below

Year ended 31 March 2011
Defarred tax asset

Accelerated Short-term

Pension capital turming
all figures in £ miliron labilty allowances Hedging differences Total
At 1 Apri 2010 412 - 37 354 803
Created through income statement (7 8) - 12 45 (19)
Created through equity 13 - {4 8) - (35}
Prior-year adjustment - - - {0 8) (08)
Foreign exchange - - - {1 9) {19}
Transfer to current tax - - - 04 04
Reclassification from deferred tax habdity - 06 - - 06
Deferred tax impact of change in rates (2 5) ~ - — (25)
Gross deferred tax asset at 31 March 2011 324 06 01 376 707
Less hahility available for offset (369)
Net deferred tax asset at 31 March 2011 338

The net deferred tax asset created in the year relating to the penston hatuhty includes £1 3m released to equity (2010 £16 9m
released to equity)
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25 Deferred tax continued
Deferred tax hability

Accelerated

caputal
alt figures in £ mitlion allowances Amortisation Tota
At 1 April 2010 {147) (45 8) (60 5)
Acquisition - (11) (11}
Created through the income statement 170 42 212
Prior-year adjustment 17 35 18
Foreign exchange 01 22 23
Deferred tax impact of change in rates (01) 01 -
Transfer to deferred tax asset (06) - (o6}
Gross deferred tax hability at 31 March 2011 - (36 9) (36 9)
Less asset available for offset 369

Net deferred tax liabihity at 31 March 2011

! Goodwill and deferred tax rabilities have been restated to reftect fair value cha nges in respect of an acquisition in the year ended 21 March 2010 (see note 13}

At the balance sheet date, the Group had unused tax losses of £188 7m (2010 £117 1m) potentially available for offset against future
profits No deferred tax asset has been recogmsed in respect of this amount due to uncertainty over the timing of its utihsaticn These

losses can be carried forward indefinitely

Year ended 31 March 2010
Deferred tax asset

Short-term

Pension uming
all figures n £ mullion liabiity Hedging differences Total
At 1 April 2009 254 66 220 580
Created 118 (29) 64 153
Prior-year adjustment - - 13 i3
Foreign exchange - - {11) (11)
Transfer = — 68 68
Gross deferred tax asset at 31 March 2010 412 37 354 803
Less lability available for offset {516}
Net deferred tax asset at 31 March 2010 287

Deferred tax lrability

Accelerated tax
depreciation and

all figures in £ midlion amortisation
At 1 April 2009 (66 9)
Acquisitions (6 3)
Created 102
Prior-year adjustment (11)
Foreign exchange 17
Restatement’ 19
Gross deferred tax liability at 31 March 2010 {60 5)
Less asset available for offset 516
Net deferred tax habihty at 31 March 2010 (8 9)

! Goodwill and deferred tax liabilities have been restated to reflect fair value changes in respect of an acquisition in the year ended 31 March 2010 (see note 13}
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26 Other financial hiabilities — current
As at 31 March

all figures in £ million 2011 2010
Bank overdraft 03 32
Deferred financing costs {0 6) {07}
US5135m 5 44% private placement, maturity date December 2013 (repaid May 2011) 943 -
Finance lease creditor 28 28
Dernvative financial instruments 04 36

972 B9

Further analysis of the terms and maturity dates for financial liabilities are set out in note 28 In March 2011 the Group gave notice

to repay the whole US$135m private placement oniginally maturing December 2013 This was repard in May 2011

27 Other financial habilities — non-current
As at 31 March

all figures in £ million 2011 2010
Bank loan - 1437
Deferred financing costs {(17) {09}
17) 1428

US$135m 5 44% private placement, maturity date December 2013 (repaid May 2011) - 04
US$62m 7 13% private placement, repayable February 2016 396 419
Us$5125m 5 50% private piacement, repayable December 2016 789 834
US$238m 7 62% private placement, repayable February 2019 1527 1610
Finance lease creditor 79 97
Derivative financial instruments - 10
2774 5302

The bank loan i the prior year reflected draw-downs under the Revolving Credit Facility which comprised loans of US$210m and €6m

as at March 2010 These were repaid in the year to 31 March 2011 After the effect of interest rate swaps the loan had an average fixed

rate of 4 35%

All the US private placements have been issued as fixed-rate bonds and have not been converted to floating-rate Further analysis of

the terms and maturity dates for financia! habilities are set out in note 28
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28 Financial risk management
The Group’s international operations and debt financing expose it to financral nsks which include the effects of changes in foreign
exchange rates, interest rates, credit risks and hquidsty risks

Treasury and risk management policies are set by the Board, setting out specific guidehnes on financial risks and the use of financial
mstruments to manage risk The instruments and techmques used to manage exposures include foreign currency derwatives and interest
rate derivatives Group treasury monitors financial risks and comphance with risk management policies

A) Fair values of finanaal instruments
The fair value hierarchy 1s as follows

Level 1 Quoted prices (unadjusted} mn active markets for rdentical assets or hiabilities,

Level 2 Inputs other than quoted prices including those within Level 1 that are observable for the asset or hability, either directly
{1 e as prices) or indirectly (1 e derwved from prices), and

Level 3 Inputs for the assets or hability that are not based on observable market data {1 e unobservable inputs)

The following table presents the Group’s assets and liabilities that are measured at farr value at 31 March 2011

note Level 1 Level 2 Level 3 Total
Assets
Current other investments 20 23 - - 23
Non-current other investments 17 - - 48 48
Liabilities
Current derivative financial instruments 26 — {0 4) - {0 4}
Total 23 {0 a} 48 67

For cash and cash equivalents, trade and other receivables and bank and current borrowings, the fair value of the financial instruments
approximate to their carrying value due to the short maturity pertods of these financial instruments For trade and other recewables,
allowances are made within the carrying value for credit nsk For other financtal instruments, the fair value 1s based on market value,
where available Where market values are not available, the fair values have been calculated by discounting cash flows to net present
value using prevailing market-based interest rates translated at the year-end rates, except for unhsted fixed asset investments where
fair value equals carrying value
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All financial assets and habilities have a farr value identical to book value at 31 March 2011 and 31 March 2010 except where

noted helow

As at 31 March 2011

Financeal asset
fair value Financial

through labilnties at Dervatives Total Total

mcome  Avallable Loans and amortised usedas  carrying Far
all figures in £ mellion note statement for sale recevables cost hedges value value
Financial assets
Non-current
Net investment in finance lease 15 - - 82 — - 82 92
Equity accounted investments 16 - 11 - - - 11 11
Other investments 17 - 48 - - — 48 48
Current
Net investment in finance leases 15 - - 30 - - 30 30
Trade and other recewables 19 - — 3895 - - 3895 3895
Investments 20 - 23 - - - 23 23
Cash and cash equivalents 22 - — 102 5 — - 102 5 1025

— B2 503 2 - - 5114 5124
Financial habilities
Non-current
Trade and other payables 23 - - - (23 8) - (23 8} {23 8}
Bank and other borrowings 27 - - - (269 5) - {269 5} (298 5)
Finance lease 32 - - - (7 9) - {79) (8 6}
Current - - - - - -
Trade and other payables 23 - - - {465 6} - {465 6) (465 6}
Dervatve financial iInstruments 26 - - - - {0 4) (0 4) {0 4}
Finance lease 32 - - - {28) - (28) (z28)
Bank overdraft, finance cost and
private placement 26 - - - {94 0) - (94 0) (94 0)
- - — {863 6) {04) {8640) (893 7)

Total - 82 503 2 {863 6) {04) {35286) (381 3)

For cash and cash equivalents, trade and other receivables and bank and other baorrowings, the fair value of the financial instruments
approximate to their carrying value due to the short matunty penods of these financial instruments For trade and other recevables,
allowances are made within the carrying value for credit sk For other financiat instruments, the farr value 15 based on market value,
where available Where market values are not available, farr values have been calculated by discounting cash flows to net present values
using prevailing market-based interest rates translated at year-end exchange rates, except for unhisted fixed asset investments where

a fair value equals book value
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28 Financral nsk management continued
A) Fair values of financial instruments continued
As at 31 March 2010
Financial asset

fair value Financial
through liabibies at Derpatives Total Total
ngome Available Loansand  amertised used as carrying fair
all figures in £ mullion note statermnent for sale receivables cost hedges value value
Financial assets
Non-current
Net investment in finance fease 15 - - 100 - - 100 114
Equity accounted investments 16 - 0% - — - 09 09
Other investments 17 - 438 - - - 48 48
Current
Derwative financial instruments 15 43 - - - - 48 48
Net investment In finance leases 15 - - 30 - - 30 30
Trade and other recevables 19 - — 423 8 - - 4238 4238
Investments 20 - 23 - - - 23 23
Cash and cash eguivalents 22 - - 639 - - 639 639
48 80 5007 - = 5135 5149
Finanaial habilities
Non-current
Trade and other payables 23 - - - (35 2) - {352) {35 2)
Derwvative financial instruments 27 - - - - {10) {10) {(10)
Bank and other berrowings 27 - — - (519 5) - {519 5) (552 7)
Finance lease 32 - - - (97) — 97) {10 7)
Current
Trade and other payables 23 — - — (396 4) - (396 4) (396 4)
Dervative financial instruments 26 - - - - (3 6) (36) (3 6)
Finance lease 32 - - - (28) - (28} (2 8)
Bank overdraft and finance cost 26 - - - (25) - (2.5) {2 5)
- - - {966 1) {a6) (9707) (1,004 9)
Total 48 8.0 5007 (966 1) {4 6) (457 2) {490 0}
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B} Interest rate nisk

The Group operates an interest rate peolicy designed to optimise interest cost and reduce volatiity in reported earnings The Group's
current policy 1s to require rates to be fixed for 30-80% of the level of borrowings, achieved primarily through fixed rate borrowings,
and also through the use of interest rate swaps Where there are significant changes in level and or structure of debt, policy permits
borrowmngs to be 100% fixed, with regular Board review of the appropriateness of this fixed percentage At 31 March 2011 99%
(2010 98%) of the Group’s borrowings were at fixed rates with no adjustment for interest rate swaps at 31 March 2011

Finanaial assets/{habilities)
As at 31 March 2011

Financial asset Financtal habibity
Fixed or Non-interest Fixed or Non-interest
all figures in £ million capped Floating bearing capped Floating bearng
Sterling 112 808 48 {10 7} {0 3) (0 4)
US dollar - 151 - {365 5} - -
Euro - 17 - - - -
Australian dollar - 47 23 - - -
Other - 02 - - - -
112 102 5 71 (376 2) {0 3) {0 4)
As at 31 March 2010
Financral asset Financial hability
Fixed or Non-interest Fixed oF Non-interest
all figures in £ million capped Floating bearing capped Floating bearmg
Sterling 130 563 105 {12 5} {0 3) {0 8)
US doflar - 44 - (515 2} {01) (3 8}
Euro - 14 - — {52) -
Australian dollar - 18 23 — {12) —
130 63 9 128 {527 7) {6 8) (4 6)

Floating rate financial assets attract interest based on the relevant national LIBID equivalent Floating rate financial habiliies bear
interest at the relevant natronal LIBOR equivalent Trade and other receivables/(payables) and deferred finance costs are excluded

from this analysis

Faor the fixed or capped rate financial assets and habiities, the average interest rates (including the relevant marginal cost of borrowing}

and the average perniod for which the rates are fixed are

2011 2010
Weighted Weighted
Fixed or average Werghted Fixed or average weighted
capped interestrate average yearsto capped INerest rate  average years
£m % maturity £m % to maturity
Financial assets
Sterling 112 134 45 130 134 55
Financial habilities
Sterling {107} 121 45 (12 5) 121 55
US dollar (365 5) 66 52 {515 2) 59 48
{376 2) 6.7 51 (527 7) 61 48

Sterling assets and habilities consist primarily of finance leases with the weighted average interest rate reflecting the internal rate

of return of those leases

Interest rate nsk management

The Group private placement borrowings are fixed rate, while the Revolving Credst Faciity 1s floating rate and undrawn as at 31 March
2011 The notional principal amount of the outstanding interest rate swap contracts at 31 March 2011 was £nil (31 March 2010

£138 4m or US5210m)
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28 Financial risk management continued

C) Currency risk

Transactional currency exposure

The Group 1s exposed to forewgn currency risks anising from sales or purchases by businesses in currencies other than their functional
currency It s Group policy that when such a sale or purchase 1s certain, the net foreign exchange exposure is 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 nse to net currency gains
and losses recognised in the income statement Such exposures comprise the monetary assets and liabilities of the Group that are not
denominated n the functional currency of the operating company involved, other than certain non-sterling borrowings treated as
hedges of net iInvestments in overseas entities

Functional currency of the operating company
Net forefgn currency monetary assets/{habilities)

all figures n £ millions US dollar Euro Australian dollar Other Total
31 March 2011 - sterhng 155 27 64 11 203
31 March 2010 — sterling 51 14 41 04 110

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 arise on sales and purchases
denominated in foreign currencies, as the transaction oceurs The principal contract amounts of the outstanding forward currency
contracts as at 31 March 2011 agamst sterling are net US dollars sold £5 4m {LJSS8 3m) and net Euros sold of £12 8m (€14 3m}

Translational currency exposure

The Group has significant investments i overseas operations, particularly in the United States As a result, the sterling value of the
Group’s balance sheet can be significantly affected by movement in exchange rates The Group seeks to mitigate the effect of these
transtational exposures by matching the net investment 1n overseas operations with borrowings denominated i their functional
currencies unless the cost of such hedging activity 1s uneconomie This 1s achieved by borrowing in the local currency or in some
cases indirectly through the use of forward forergn exchange contracts

The Group had one €6m currency loan and one AS1 5m currency loan as net investment hedges in year, both were repaid before
31 March 2011

D) Financral credit nsk

The Group 15 exposed to credit-related losses in the event of non-performance by counterparties to financial instruments, but does not
currently expect any counterparties to fail to meet their obligations Credit nisk 1s mitigated by Board approved policy of only selecting
counterparties with a strong investment grade long-term credit rating for cash deposits, normally at least AA- or equivalent In the
normal course of business, the Group operates notional cash pooiing systems, where a legal night of set-off applies

The maximum credit-risk exposure in the event of other parties failing to perform their obligations under financial assets, excluding
trade and other receivables, totals £121 9m (2010 £80 2m) The Group held cash and cash equivalents of £102 5m at 31 March 2011
{2010 £63 9m), which represents the maximum credit exposure on these assets The cash and cash equwalents were held with different
financial institutions which are rated AA or better
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E) Liquidity nsk

Borrowing facilities

As at 31 March 2011, the Group had a Revolving Credit Facility (RCF) of US$250m and £118m (2010 £500m) The RCFis contracted
unti! 2016 and 15 utilised as shown in the table below

Interest rate Total Drawn Undrawn

LIBOR plus £m £m £

Committed facilities 31 March 2011 145% 2742 - 2742
Freely available cash and cash equivalents 980
Available funds 31 March 2011 3722
Committed facilities 31 March 2010 03% 5000 1437 3563
Freely available cash and cash equivalents 639
Available funds 31 March 2010 420 2

Gross contractual cash-flows for borrowings and other financial liabilities
The following are the contractual maturities of financial iabilities, inctuding interest payments The cash flows associated with
dervatives that are cash flow hedges are expected to impact profit or loss in the penicds shown

As at 31 March 2011

Contractual Maore than

Mures in £ million Book value cash flows 1 year or less 1-2 years 3-5 years S years
Non-denvative financial liabilities
Trade and other payables (489 4) (489 4) (465 6) (23 8) - -
Bank overdrafts {03) (0 3) {0 3) - - -
US private placement debt {365 5) (454 5) (113 3) (18 4) {94 6) (268 2)
Recapitalisation fee 23 - - - - -
Finance leases (10 7) {12 6) (2 8) (28) {7 0) -
Derivative financial liabilities
Interest rate swaps - cash flow hedges - - - - - -
Forward foreign currency contracts —
cash flow hedges {04 (04) {04 - - =

(864 0) (997 2) {582.4) {45 0) (101 6) {268 2)
As at 31 March 2010

Contractual More than

all figures i £ million Book value cash flows 1year or less 1-2 years 3-5 years 5 years
Non-derivative financial habilties
Trade and other payables {431 6) (431 B) {396 4) {352) - -
Bank overdrafts (32} (32) (3 2) - - -
US private placement debt (376 7) {549 9) (24 2) (24 2} {156 9) (344 6)
Multi-currency revolving faciity {143 7) (143 7) - - {143 7) -
Recapitalisation fee 16 - - - - -
Finance leases {12 5} {15 5) {2 8} (2 8) (85} (14)
Derivative financial liabilities
Interest rate swaps — cash flow hedges {3 8} {38) (2 8) {08) (02} -
Forward foreign currency contracts -
cash flow hedges {0 8) {0 B) {0 8) - - -

{970 7} {1,148 5) {430 2) {63 0) {309 3) {346 0)
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28 Financral sk management continued

F) Derivative financial instruments
As at 31 March

2011 2010
altfigures in £ rullion Assetgans  Liability losses Net Asset gains  Lrability losses Net
interest rate swaps - - - - (38) (38
Forward foreign currency contracts —
cash flow hedges - {0 4) (0 4) - {0 8} (08}
Forward forergn currency contracts —
not designated as hedge accounted - - - 48 - 48
Farward foreign currency contracts ~
net investment hedges - - - - — —
Dernvative assets/(habilities) at the end
of the year ~ {0 4) {0 4) 48 (4 6) 02
As at 31 March
2011 2010
all figures in £ millign Asset gains  Liability losses Net Asset gains __ Liability losses Net
Expected to be recognised
In one year or less - {0 4) {0 4) 48 {36} 12
Between cne and two years - - - - (08} (08
Between two and five years - - - = (0 2} (0 2)
= {0 4} {0.4) 48 {4 6) 02
G) Matunty of financial hablities
As at 31 March 2011
Fmance leases
Trade and Bank  and derwative
other borrowmgs financial
all figures in £ mullion payables  and loan notes instruments Total
Due in one year or less 465 6 940 32 5628
Due in more than one year but not more than two years 238 {0 6) 19 251
Due in more than two years but not more than five years - 385 55 44 ¢
Due in more than five years — 2316 0s 2321
489 4 363 5 111 8640
As at 31 March 2010
Finance leases
Trade and Bank  and dervative
other borrowings financial
all figures in £ mallion payables and loan notes instruments Total
Due in one year or less 396 4 25 64 4053
Due in more than one year but not more than two years 352 07) 26 371
Due in more than two years but not more than five years - 1435 67 1502
Due in more than five years - 3767 14 3781
4316 522.0 171 970.7
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H) Sensitivity analysis

The Group’s sensitivity to changes in market rates on financial assets and habihties as at 31 March 2011 1s set out in the table below
The impact of a weakeming in sterling on the Group's financial assets and hiabilities would be more than offset in equity and income by 1ts
Impact on the Group’s overseas net assets and earnings respectively Sensitivity on Group assets other than finanaial assets and irabilities

is not included in this analysis

The amounts generated from the sensitivity analysis are forward-looking estimates of market risk assuming certamn market condrtions
occur Actual results in the future may differ materially from those projected results due to developments tn the global financial markets

which may cause fluctuations in interest and exchange rates to vary from the hypothetical amounts disclosed in the table below, which

therefore should not be considered a projection of likely future events and losses

The estimated changes for interest rate movements are based on an instantaneous decrease or increase of 1% (100 basis points) in
the specific rate of interest applicable to each class of financial instruments from the levels effective at 31 March 2011, with all other
vanables remaming constant The estimated changes for foreign exchange rates are based on an instantaneous 10% weakening or
strengthening in sterling against all other currencies from the levels applicable at 31 March 2011, with all other variables remamning

constant Such analysis is for llustrative purposes only — in practice market rates rarely change in 1solation

As at 31 March 2011

1% decrease in interest rates

10% weakening in sterling

Profit Profit
all figures in £ million Equity before tax Equity before tax
Sterling - {06) — —
USdollar - - (38 9) (30}
Other - (0 1) 10 -

1% increase Ininterest rates

10% strengthening in sterling

Profit Profrt
all figures in £ milion Equuty before tax Equity before tax
Sterling - 08 - -
US doaitar - 02 318 22
Qther - 01 (10) —

As at 31 March 2010

1% decrease in interest rates

10% weakening in sterling

Profit before Profit before
all figures i £ million Equrty tax Equity tax
Sterhing - {0 3} - -
USdollar (3 1) - {41 8) {34)
QOther — — (01) —

1% Increase In Interest rates

10% strengthening in sterling

Profit before

Profit before

all figures i £ mithon Equity tax Equity tax
Sterling - 05 - -
US doltar 31 - 342 28
Other - - 01 —
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29 Cash flows from operations

all figures i £ million 2011 2010
Profit/(loss) after tax for the period 50 (633)
Adjustments for
Taxation expense/(income) 216 {28)
Net finance costs 308 346
(Gan}/loss on business divestments and unrealised impairment of mvestments 27 62
Amortisation of purchased or internally developed intangible assets 115 113
Amortisation of mtangible assets ansing from acquisitions and impairments 263 795
Depreciation and impairment of property, plant and equipment 395 591
Loss on disposal of property, plant and equipment 10 -
Share of post-tax profit of equity accounted entities {02) (02)
Share-based payments charge 33 58
Net inventory write-offs in respect of capitalised DTR-programme bid costs 238 -
Changes in retirement benefit obligatiens (13 4} (18 4
Pension curtaiiment gam {49) (20)
Net movement in provisions 90 109
150 6 1207
Increase in inventories® {5 1) {13 1)
Decrease in recevables 456 899
Increase/{decrease) in payables 647 {28 3)
Changes in working capital 105 2 485
Cash generated from operations 2558 1692
Add back cash outflow relating to UK restructuning 318 354
Net cash flow from operations before UK restructuring costs 287 6 204 6
! Excludes Inventory wrte-offs in respect of capitalised OTR programme bid costs
30 Reconciliation of net cash flow to movement in net debt
all figures in £ mallion note 2011 2010
Increase/({decrease) i cash in the year 429 (200 9)
Repayment of bank loans 1441 2321
Proceeds from bank borrowings (49) -
Settlement of forward contracts designated as net mvestment hedges - 143
Payment of bank loan arrangement fees 24 -
Capital element of finance lease payments 28 28
Capital element of finance lease receipts {30 {30)
Change n net debt resulting from cash flows 1843 453
Amortisation of deferred financing costs {17) (07)
Finance lease receivables 12 14
Finance lease payables {10} (11)
Forergn exchange movements and other non-cash movements 137 356
Movement in net debt in the year 196 5 805
Net debt at the start of the year {457 4) (537 9)
Net debt at the end of the year 31 {260 9) {457 4)
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31 Analysis of net debt

Asat Non-cash Asat
all frgures in £ million 31 March 2010 Cash flow  Redassiication movement 31 March 2011
Due within one year
Bank and cash 639 400 - (14) 1025
Bank overdraft (32) 29 - - {0 3)
Recapntabsation fee 07 - - {0 1) 06
Finance lease receivables 30 {(30) - 30 30
US private placement - — (94 3} - {94 3)
Finance lease payables {28) 28 - {2 8) {28)
Derwative financial assets 48 - - {4 8) -
Dervatwve financial habilibies {3 6) - - 32 {0 4)
62 8 427 {94 3) (2 9} 33

Due after one year
Bank loan {1437} 1392 - 45 -
Recapitalisation fee 09 24 - (18) i7
US private placement (376 7) - 94 3 112 {271 2)
Finance lease recevables 100 - - {18) 82
Finance lease payables 97) - - 18 (7 9)
Dernvative financial assets - - - - -
Derivative financial liabilittes {10) — - 10 -

{520 2) 141 6 94 3 151 (269 2)
Total net debt as defined by the Group (457 4) 184 3 - 122 {260 9)

32 Finance leases
Group as a lessor

The mimimum lease receivables under finance leases falt as follows

Minimum lease payments

Present vatue of mimmum
lease payments

all figures in £ million 2011 2010 2011 2010
Amounts receivable under finance leases
Within one year 30 30 3C 30
In the second to fifth years inclusive 105 120 82 39
Greater than five years - 15 - 11
135 165 112 130
Less unearned finance ncome {2 3} {3 5) - -
Present value of minimum lease payments 112 130 112 130
Classified as follows
Financaial asset —current 30 30
Financial asset — non-current 32 100
112 130

The Group leases out certain buildings under finance leases over a 12-year term expiring in 2015

QinetiQ Group pic Annual Report and Accounts 2011

a1




Financial statements
Notes to the financal statements continued

32 Finance leases continued
Group as a lessee
The minimum lease payments under finance leases fall due as follows

Present value of mintmum

Minimum tease payments lease payments
all figures in £ rullion 2011 2010 2011 2010
Amounts payable under finance leases
Within one year 28 28 28 28
In the second to fifth years inclusive 99 113 79 89
Greater than five years - 14 - 038
127 155 w07 125
Less future finance charges {20} {30} o -
Present value of mimmum lease payments 10.7 125 107 125
Classified as follows
Finanoial hability — current 28 28
Financial habihity —non-current 79 97
10.7 125

The Group utihises certain buildings under finance leases Average lease terms are typically between two and ten years {31 March 2010

between two and ten years)

33 Share capital and other reserves
Shares alletted, called up and fully paid

Specaal Share of £1

QOrdinary shares of 1p each {equity) (non-equity) Total
£ Number £ Number £ Number
At 1Apnl 2009 6,604,764 660,476,373 1 1 6,604,765 660,476,374

Issued n year =

At 31 March 2010 6,604,764 660,476,373 1 1 6,604,765 660,476,374
Issued i year = - — - - =
At 31 March 2011 6,604,764 660,476,373 1 1 6,604,765 660,476,374

Except as noted below all shares in 1ssue at 31 March 2011 rank pari passu in all respects

Rights attaching to the Special Share

QnetiQ catries out actwities which are impartant to UK defence and secunty interests To protect these interests in the context of the
ongoing commercial relattonship between the MOD and QunetiQ, and to promote and reinforce the Compliance Principles, the MOD
holds a Special Share in QinetiQ The Special Share confers certain rights on the holder

a) to require the Group to implement and mantain the Complhance System (as defined in the Articles of Association) so as to make
at all imes effective its and each member of QinetiQ Controlled Group’s application of the Comphance Principles, in a manner

acceptable to the Speoal Shareholder,

b} to refer matters to the Board or the Compliance Committee for its consideration n relation to the application of the Comphance

Principles,

¢) toveto any contract, transaction, arrangement or actvity which the Special Shareholder considers
1) may resultin circumstances which constitute unacceptable ownership, influence or control over QmetiQ or any other member
of the QunehC consolidated Group contrary to the defence or security interests of the United Xingdom, or
u}  would not, or does not, ensure the effective application of the Compltance Principles te and/or by all members of the QunetiQ
Controlled Group or would be or 15 otherwise contrary to the defence or secunty interests of the United Kingdom,
d) torequire the Board to take any action (including but not mited to amending the Comphance Principles}, or rectify any omission
in the application of the Comptiance Principles, f the Speciat Shareholder s of the opinion that such steps are necessary to protect

the defence or security interest of the United Kingdom,

e) to exercise any of the pawers contamed in the Articles in relation to the Compliance Committee, and
f) todemand a poll at any of QinetiQ’s meetings (even though it may have no voting rights except those specifically set out

in the Articles}

The Special Shareholder has an option to purchase defined Strategic Assets of the Group In certain circumstances The Special
Shareholder has, inter alia, the right to purchase any Strategic Assets which the Group wishes to sell Strategic Assets are normally

testing and research facilities (see note 36 for further details)
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The Spectal Share may only be issued to, held by and transferred to H M Government {or as 1t directs) At any time the Special
Shareholder may require QunetiQ to redeem the Special Share at par If QunetiCtis wound up the Special Shareholder will be entitled to
be repaid the capital paid up on the Special Share before other shareholders receve any payment The Special Shareholder has no other
nght to share in the capital or profits of Qineti

The Special Shareholder must give consent to a general meeting held on short notice

The Special Share entitles the Special Shareholder to require certain persons who hold (together with any person acting in concert with
them) a material mterest in QunetiQ to dispose of some or all of their Ordinary Shares in certain prescribed circumstances on the grounds
of national security or conflict of interest

The Directors must register any transfer of the Special Share within seven days

Other reserves
The translation reserve includes the cumulative foreign exchange difference anising on translation since the Group transitioned to IFRS
Movements on hedge instruments, where the hedge 1s effective, are recorded In the hedge reserve until the hedge ceases

The capital redemption reserve is not distributable and was created following redemption of preference share capital and the bonus
issue of shares

Own shares
Own shares represent shares in the Company that are held by independent trusts and include treasury shares and shares held by the
employee share ownership plan Included in retained earnings at 31 March 2011 are 5,494,001 shares (2010 6,440,256 shares)
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34 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
£3 3m (year to 31 March 2010 €5 8m)

2003 Employee share option scheme (2003 ESQOS)
Under the employee share optton scheme all employees as at 25 luly 2003 received share options which vested when the Group
completed its IPO and which must be exercised within ten years of grant The options are settled by shares

2011 2010
Weghted Werghted
average exercise average
Numnber price Number exercise price
Outstanding at the start of the year 714,840 23p 924,186 23p
Exercised during the year (59,570) 23p {103,822) 23p
Forfeited during the year {110,630) 2 3p {105,524) 23p
Outstanding at the end of the year 544,640 2 3p 714,840 2 3p

The 2003 ESOS are equity settled awards and those outstanding at 31 March 2011 had an average remaining life of 2 3 years (31 March
2010 3 3 years} in respect of the share options exercised dunng the year, the average share price on the date of exercise was 121 3p
The exercise price of the outstanding options was 2 3p Of the outstanding awards at the year end 544,640 were exercisable (2010
714,840)

QinetiQ Share Option Scheme (QSOS)

No new optrons were granted during the year under the QS0O5 The exercise price of QSOS options 1s equal to the average market price
of the Group’s shares on the date of the grant The options vest after three years Far 3,349,939 (2010 8,711,683) of the options
outstandmg 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 if EPS growth 15 22 5% for the period and 100% will vest if growth is at least 52% No
options will vest if EPS growth 1s below 22 5% Options will vest on a straight line basis if EPS growth 1s between 22 5% and 52% For the
remaming ml (2010 425,073) options the EPS growth target 1s replaced by a performance target based on QunetiQt’s ranking by reference
to total shareholder return (TSR} agamnst a comparator group of FTSE listed companies over a three-year performance period, such that

a below-median ranking will result in nil shares vesting, at the mechan level 30% of the options would vest and the amount vested will
increase on a straight-line basis, such that 100% would vest if TSR reaches the upper quartile of the ranking over a three-year pernod

2011 2010
Weighted Wesghted
average exercise average
Number price Number  exercise price
QOutstanding at the start of the year 9,136,756 186 2p 18,103,300 190 0p
Forfeited during the year {5,786,817) 179 1p (8,966,544) 193 Sp
Outstanding at the end of the year 3,349,939 198 7p 9,136,756 186 2p

QSOS grants are equity-seitled awards and those outstanding at 31 March 2011 had an average remaining life of 0 4 years
(2010 09 years) There were no QSOS awards in 2011 (2010 nil) OFf the cptions outstanding at the end of the year mil were
exercisable (2010 425,073) The range of exercise prices for the outstanding options at the end of the year was 198 Sp to 214 Op

Performance Share Plan (P5P)

In the year the Group made awards of conditional shares to certain UK senior executives under the Performance Share Plan The awards
vest after three years with 50% of the awards subject to total shareholder return conditions and 50% subject to EPS conditions as
detailed in the QS0S TSR and EPS conditions above

2011 2010

Number of Number of

shares shares

Cutstanding at the start of the year 3,686,623 1,318,213
Granted during the year 943,500 3,219,463
Exercised durmng the year - (215,763)
Forferted during the year {1,191,511) {635,290)
Outstanding at the end of the year 3,438,612 3,686,623

PSP awards are equity-settled awards and those outstanding at 31 March 2011 had an average remaining life of 1 7 years {2010 2 2
years) There 15 no exercise price for these PSP awards Monte Carlo modelling was used to fair value the TSR element of the awards

at grant date Assumptions used m the models included 35% (2010 34%) for the average share price volatility to the FTSE comparator
group and 40% (2010 37%) for the average correlation to the comparator group The weighted average farr value of grants made during
the year was £1 01 (2010 £1 17) Of the options outstanding at the end of the year nil were exercisable {2010 nil}
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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 ane year, two years,
three years and four years Half of the awards are dependent on achieving QNA organic profit growth targets and half on a time-based
criterion The time-based criterion requires the employee to have been in continued service up to the date of vesting QNA organic profit
growth 1s measured over the most recent financial year compared to the previous financral year, with 125% of this element awarded at
QNA organic profit growth rate above 15%, 100% awarded at 12 5%, 75% awarded at 10% and 25% awarded at 5%

2011 2010
Nurnber of Numnber of
shares shares

Outstanding at the start of the year 7,321,228 3,694,277
Granted during the year 4,315,625 5,304,501
Exercised during the year {869,663) (1,087,219)
Forfeited during the year (2,830,677) {590,331)
Qutstanding at the end of the year 7,936,513 7,321,228

RSUs are equity-settled awards and those outstanding at 31 March 2011 had an average remaining life of 1 5 years {2010 1 7 years)
There 1s no exercise price for these RSU awards The weighted average farr value of grants made during the year was £1 25 (2010 £1 35)
Of the awards outstanding at the end of the year 7,845 were exercisable {2010 2,726)

Value Sharing Plan (VSP)

In the year the Group granted V5P awards to certain senior UK employees under the VSP Plan The awards vest over a three-year
performance period 70% of the awards are dependent on creating addittonal shareholder value, measured as net cash returns to
nvestors and the increase in PBT over an 8 5% hurdle 30% of the awards are dependent on total shareholder return (TSR) against a
comparator greup of FTSE 250 listed companies {less investment trusts) over a three-year performance peniod Half of the awards vest
three years from the date of grant, the remaining half of the awards vest four years from the date of grant Further details of the vesting
conditions of the scheme are in the Remuneration Report on page 38

2011 2010

Number of Number of

shares shares

Outstanding at the start of the year _ _
Granted during the year 6,287,640 -
Outstande at the end of the year 6,287,640 -

VSP awards are equity-settled awards and those outstanding at 31 March 2011 had an average remaining hfe of 2 5 years {2010 nil}
There 15 no exercise price for these VSP awards Monte Carle modeliing was used to fair value the TSR element of the awards at grant
date Assumptions used in the models included 34% for the average share price volatility to the FTSE comparator group and 50% for the
average correlation to the comparator group The weighted average fair value of grants made during the year was £0 95 Of the awards
outstanding at the end of the year nil were exercisable
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34 Share-based payments continued

Group Share Incentive Plan {SIP)

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 prevailing market rate The Group will make a matching share award of a third of the employee’s payment The Group’s
matching shares may be forfeited if the employee ceases to be employed by QunetiQ within three years of the award of the shares
There 1s no exercise price for these SIP awards

2011 2010

Number of Number of

matching matching

shares shares

Outstanding at the start of the year 1,339,543 1,252,730
Granted during the year 511,825 555,688
Exercised during the year {414,487) (430,743)
Forfeited during the year (54,856) (38,132)
QOutstanding at the end of the year 1,382,025 1,339,543

SIP matching shares are equity-settled awards and those outstanding at 31 March 2011 had an average remaining hife of 1 5 years
(2010 15 years) There is no exercise price for these SIP awards Of the shares outstanding at the end of the year nil were exercisable
{2010 n#)

Group Deferred Annual Bonus Plan (DAB)

Under the QunetiQ Deferred Annual Bonus Plan the Group requires certam senior executives to defer part of their annual bonus as shares
and be entitled to matching awards to a maximum of 1 1 based upon EPS performance The number that will vest 1s dependent upon the
growth of EPS over the measurement period of three years as detailed in the QSOS EPS conditions above No awards will vest if EPS
growth in the vesting period 1s below 22 5%

2011 2010

Number of Number of

matching matching

shares shares

Outstanding at the start of the year 11,988 83,539
Granted during the year - 6,859
Exercised during the year {2,052) {25,155}
Forfeited during the year {3,077) (53,255}
Outsta ndln_g_it the end of the year 6,859 11,988

DAB matching shares are equity-settled awards and those outstanding at 31 March 2011 had an average remaining life of 1 2 years
{2010 1 8 years} There 15 no exercise price for these DAB awards Of the shares outstanding at the end of the year nil were exercisable
(2010 nil)

Share-based award pricing — options
Share options (excluding TSR performance related) have been valued using Black-Scholes models to determine the fair value of awards
There were no such awards in 2010 or 2011

No assumptions have been disclosed in the current year, as no QS80S awards have been made in the year ended 31 March 2011

Share-based award pricing — other

Share-based awards that vest based upon non-market performance conditions, including certam PSP, RSUs and Deferred Annual

Bonus awards have been valued at the share price at grant less attntron For the 2003 Share Option Scheme, there was a pre-bonus

1ssue weighted average share price of £1 and a weighted average exercise price of £1 based on third-party transactions in the Company’s
shares in the penod immediately prior to the issue of the share options Prior to IPO in February 2006, there was no active market for
the Company’s shares, therefore expected volatility was determined using the average volatihty for a comparable selection of

businesses At this time the Group had no established pattern of dividend payments therefore no dividends were assumed in this model
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35 QOperating leases

Group as a lessor

The Group recewes rental income on certamn propertres The Group had contracted with tenants for the followng future minimum
lease payments

all figures in £ mithon 2011 2010
within one year 65 45
In the second to fifth years inclusive 240 163
Greater than five years 01 -
306 209
Group as a lessee
all figures in £ mifhon 2011 2010
Lease and sub-lease income statement expense — minimum lease payments 22.5 233

The Group had the following future mimimum lease payment commitments

all figures in £ million 2011 2010
Within one year 152 169
In the second to fifth years inclusive 68 2 504
Greater than five years 322 332

115 6 1005

Operating lease payments represent rentals payable by the Group on certain office property and plant Leases are negotiated for an
average of 3-10 years

36 Transactions with MOD
The MOD continues to own its Special Share in QinetiQ which conveys certain rights as set out in note 33 Transactions between the
Group and the MOD are disclosed as follows

Freehold land and buildings and surplus properties
Under the terms of the Group's acquisition of part of the business and certain assets of DERA from the MOD on 1 July 2001, the MOD
retained certawn rights in respect of the freehold land and butldings transferred These are

1) Restrictions on transfer of title
The title deeds of those properties with strategic assets (see below) include a clause that prevents their transfer without the approval
of MOD The MOD also has the night to purchase any strategic assets in certain circumstances

1) Property clawback agreement

The MOD retains an interest in future profits on disposal following a “tnigger event’ A ‘trigger event’ includes the granting of planning
permission for development and/or change of use, and the disposition of any of the acquired land and buildings During the 12 years
from 1 July 2001, following a ‘trigger event’, the MOD 1s entitled to clawback a proportion of the gain on each individual property
transaction in excess of a 30% gain on a July 2001 professional valuation The proportion of the excess gain due to the MOD 1s based on
a sliding scale which reduces over time from 50% to 9% and at 31 March 2011 stands at 16% (2010 28%) The July 2001 valuation was
approximately 16% greater in aggregate than the consideration paid for the land and bulldings on 1 july 2001

Compliance Regime

The Complrance Commuttee monitors the effective application of the Compliance Regime required by the MOD to maintain the position
of QunetiQ as a suppher of iIndependent and impartial scientific/technical advice to the MOD and ensures that the required standards are
met in trials involving human volunteers

Strategic assets
Under the Principal Agreement with the MOD, the QinetiQ controtled Group 1s not permitted without the written consent
of the MOD, to

1} dispose of or destroy all or any part of a strategic asset, or
n} voluntanly undertake any ciosure of, or cease to provide a strategic capability by means of, all or any part of a strategic asset

The net book value of assets identified as being strategic assets as at 31 March 2011 was £3 8m {31 March 2010 £4 4m)

Long-Term Partnering Agreement

On 27 February 2003 Qinetid Limited entered into a Long-Term Partnering Agreement to provide the Test and Evaluation (T&E) facilities
and training support services to the MOD This s a 25-year contract with a total revenue value of up to £5 6bn, dependent on the level
of usage by MOD, under which QunetiQ Lirited 1s committed to providing the T&E services with increasing efficiencies through cost
saving and innovative service delivery
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37 Directors and other senior management personnel
The Directors and other senior management personnel of the Group during the year to 31 March 2011 comprise the Board of Directors
and the QinetiQ Exacutive Team

ail figures in £ miflion 2011 2010
Short-term employee remuneration including benefits 64 54
Post-employment benefits 02 01
Share-based payments expense 17 10
Total g3 65

Short-term employee remuneration and benefits include salary, bonus, and benefits Post-employment benefits relate to pension
amounts

38 Contingent habilities and assets
Subsidrary undertakings within the Group have given unsecured guarantees of £56 7m at 31 March 2011 (31 March 2010 £55 1m)
n 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 rights and industrial illness and inpury which involve

or may involve legal proceedings against the Group The Directors are of the opinion, having regard to legal advice received, the Group's
Insurance arrangements and provisions carried in the balance sheet, that it 1s unlikely that these matters will, in aggregate, have a
material effect on the Group's financial position, results of operations and hguidity

The Group has not recognised contingent amounts recewable relating to the Chertsey property which was disposed of during 2004 or
the Fort Halstead property disposed of in September 2005 Additional consideration, subject to clawback to the MQOD pursuant to the
arrangements referred to in note 36, 1s potentially due upon the purchasers obtaining additional planning consents, with the quantum
dependent on the scope of the consent achieved
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39 Post-retirement benefits

Trienmal funding valuation

The most recent full actuanal valuation of the defined benefit section of the QunetiQ Pension Scheme was undertaken as at 30 June
2008 and resulted in an actuarially assessed deficit of £111 3m On the basis of this full valuation, the Trustees of the scheme and the
Company agreed the employer contribution rate of 11 5% from 30 June 2008, and past service deficit recovery payments of £13m per
year for a ten-year period from this date The next scheduled triennial valuation will be performed as at 30 June 2011

introduction and background to IAS 19

International Accounting Standard 19 {Employee Benefits} requires the Group to include in the balance sheet the surplus or deficit on
defined benefit schemes calculated as at the balance sheet date 1t s a snapshot view which can be significantly influenced by short-term
market factors The calculation of the surplus or deficit 1s, therefore, dependent on factars which are beyond the control of the Group —
principally the value at the balance sheet date of equity shares in which the scheme has invested and long-term interest rates which

are used to discount future habilities The funding of the scheme 1s based on long-term trends and assumptions relating to market
growth, as advised by qualified actuaries

The QinetiQ Pension Scheme

In the UK the Group operates the QinetiQ Pension Scheme for the majority of its UK employees The Defined Benefit (DB) section of
the scheme provides future service pension benefits to transferring Civil Service employees All Group employees who were members,
or ehigible to be members, of the Principal Cwil Service Pension Scheme or the UKAEA principal Non-industnial Superannuation Scheme
were invited to join the DB section of the scheme from 1 July 2001, together with all new employees wha were previously members of
schemes which are part of the Public Sector Transfer Club On 31 March 2009, the Group withdrew from the Public Sector Transfer Club
The Defined Contribution {DC) section of the scheme was set up for employees who were not eligible or did not wish to join the DB
section of the scheme The Company tlosed the DC section from 31 March 2011 and has replaced this with a Group Personal Pension
Plan managed by Zurich All existing DC members will be automatically transferred to the GPP Plan The DC Section will be wound up by
the Trustees in due course The expected employer cash contribution to the defined benefit scheme for the year ending 31 March 2012
15 £32 5m (2011 £36 6m), subject to the outcome of the next trienmial valuation in June 2011

Other UK schemes

In the UK the Group has a smalt number of emplayees for whom benefits are secured through the Prudential Platinum Scheme The net
pension deficits of this scheme at 31 March 2011 ameunted to £mif (31 March 2010 £0 2m} QunetiQ alse offers employees accessto a
Group Self Invested Personal Penston Plan, but no Company contributions are paid to this arrangement

There were no outstanding or prepaid contributions at the balance sheet date {March 2010 £nil) Set out below 1s a summary of the
overall 1AS 19 defined benefit pension schemes’ habilities The fair value of the schemes' assets, which are not intended to be reatised 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 £ million 2011 2010 2009 2008
Equities 5641 7146 4737 6208
Corporate bonds 1587 695 784 839
Government bonds 1653 656 832 763
Property 780 534 - -
Other 150 88 121 32
Total market value of assets 9811 9159 6474 7842
Present value of scheme habilities (1,105 7) {1,063 2) {752 6) {807 &)
Net pension liability before deferred tax (124 6) {147 3) {105 2} (23 4)
Deferred tax asset 324 412 204 65
Net pension hability {92 2) (106 1} (75 8) {16 9)
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39 Post-retirement benefits continued
Changes to the fair value of scheme assets

all figures i £ million 2011 2010
Opening fair value of scheme assets 9159 647 4
Expected return on assets 686 46 3
Actuanal (loss)/gain on scheme assets {14 0} 206 6
Contributions by the employer 366 384
Contributions by plan participants 02 03
Net decrease in assets from disposals - (08}
Net benefits paid out and transfers (26 2} {22 5)
Closing fair value of scheme assets 9811 915 9
Changes to the present value of the defined benefit obligation

all figures m £ milhon 2011 2010
Opening defined benefit obligatron 1,063 2 7526
Current service cost 229 200
interest cost 595 48 8
Contributions by pfan participants 02 03
Actuarnial (gamn)/loss on scheme liabilties {9 3} 266 8
Net decrease i liabilities from disposals - (0 8)
Curtaliment gain (49) (2 0}
Past service cost 03 -
Net benefits paid out and transfers {26 2) {22 5)
Closing defined benefit obligation 1,105 7 1,063 2
Total expense recognised in the iIncome statement

all figures in £ million 2011 2010
Pension costs charged to the mcome statement

Current service cost 229 200
Past service cost 03 -
Interest cost 595 48 8
Expected return on plan assets {68 6} {46 3)
Curtaliment {4 9} {20)
Total expense reco§n|sed in the income statement (gross of deferred tax) 92 205
Analysis of amounts recogrmsed in statement of recognised income and expense

all figures in £ milhon 2011 2010 2009 2008
Total actuar:al (loss)/gam {gross of deferred tax) (47) (60 2) {95 7) 655
Cumulative total actuarial losses recogmised in the Statement
of Recogmised Income and Expense {258 1) {253 4) {193 2) {97 5)
History of scheme experience gatns and losses

Experience (losses)/gains on scheme assets (14 0) 2066 (212 8} {83 9)
Expenence_gams/(losses) on scheme habilities 320 {29) 371 {10)

Experience gains and losses exclude the impact of changes in assumptions
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Assumptions
The major assumptions (weighted to reflect individual scheme differences) were

2011 2010
Rate of increase in salanes 4 6% 46%
Rate of increase in penstons in payment 36% 36%
Discount rate apphed to scheme liabilities 56% 56%
RPI inflation assumptton 36% 36%
CPlinflation assumption 27% N/A
Assumed life expectancies in years
Future male pensioners (currently aged 60) 88 87
Future female pensioners (currently aged 60) 90 89
Future male pensioners (currently aged 40) 90 89
Future female pensioners {currently aged 40} 91 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 necessanly be borne out In practice It 1Is important to note that these assumptions are long term, and in
the case of the discount rate and the mflation rate are measured by external market indicators The life expectancy assumptions for
maortality have increased in the year to 31 March 2011 with the base tables for mortality in ine with the Medium Cohort projections
with mimimum annual rates of improvement of 1 25% for males and 0 75% for females {2010 improvement 1% for males and 0 5%

for females) The current mortality rates reflect the standard tables PNMAQOMC {for males) and PNFAOOMC (for females) for members’
year of birth These mortality tables are published by the Continuous Mortality Investigation and adopted by the actuarial profession

Sensttivity analysis of the principal assumptions used to measure scheme habilities

Assumption Change in assumption Impact on scheme labilities
Discount rate Increase/decrease by 0 1% Decrease/increase by £24 1m
Rate of inflation Increase/decrease by 0 1% Increase/decrease by £24 5m
Salary increase Increase/decrease by 0 1% Increase/decrease by £5 8m
Rate of mortality Increase by one year Increase by £22 2m

Scheme assets

The overall expected rate of return on pfan assets 1s 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 risk-free investments, typically government bonds,
together with the historical level of risk premium associated with equities, with the resulting rate then being reviewed and benchmarked
against a peer group of isted companies Expected long-term rates of return on scheme assets (weighted to reflect the individual
scheme actual asset allocations) were

2011 2010
Equities 8 0% 80%
Corporate bonds 55% 55%
Government bonds 43% 44%
Property 8 0% 85%
Cash 4 3% 4 3%
Weighted average 6 9% 75%
Return on scheme assets
all figures in £ mithon 2011 2010
Actual return on plan assets
Expected return on scheme assets 686 463
Actuarial {loss)/gain on scheme assets (14 0) 206 6
Actual gain on scheme assets 546 252 9

Defined contnbution schemes
Payments to the defined contnbution schemes totalled £24 1m (March 2010 £24 6m}
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40 Capital commitments
The Group had the following capital commitments for which no provision has been made

all figures in £ million 2011 2010

Contracted 43 59

Capital commitments at 31 March 2011 include £3 9m (2010 £5 5m) in relation to property, plant and equipment that will be wholly-
funded by a third-party customer under leng-term contract arrangements

41 Subsidiaries

The compantes listed befow are those which were part of the Group at 31 March 2011 and which, in the opinion of the Directors,
significantly affected the Group's results and net assets during the year The Directors consider that those companies not listed are not
significant 1n relation to the Group as a whole A comprehensive list of all subsidiaries will be disclosed as an appendix to the Group's
annual return

Name of company Principal area of operation Country of incorporation
Subsidraries™??

Quneti Holdings Limited UK England & Wales
QinetiQ Lmited UK England & Wales
QunetiQ) Overseas Holdings Limited UK England & Wales
CQinetiQ North America, Inc USA USA
Qunetid US Holdings, Inc USA USA
Analex Corporation LISA USA
Apogen Technalogies, Inc. USA USA
Foster-Miller, Inc UsA USA
Westar Aerospace & Defence Group, Inc USA USA

! Accounting reference date 1s 31 March All principal subsidiary undertakings isted above have financral year #nds of 31 March and 100% of the ordinary shares are owned
by the Group

2 Qunety Holdings Limited 15 a direct subsidiary of QitnetiQ Group plc All other subsidiaries are held indirectly by other subsidiaries of QinetiQ Group plc

2all companies except for helding compantes are operating companies engaged in the Group’s principal activities as descnbed in the Directors’ Report on page 45
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Company balance sheet

all figures in £ million note 2011 2010

Fixed assets

investments in subsidiary undertaking 2 1120 1087
1120 1087

Current assets

Debtors 3 3063 3039
3063 3039

Current labilities

Creditors amounts falling due within one year 4 {79 2) {91 0)

Net current assets 227.1 2129

Net assets 3391 3216

Capital and reserves

Equity share capital [ 66 66

Capital redemption reserve 6 399 399

Share premium account 6 147 6 1476

Profit and loss account 6 1450 1275

Capital and reserves attributable to shareholders 3391 3216

There are no other recognised gains and losses

The financial statements of QinetiQ Group plc (company number 4586941) were approved by the Board of Directors and authorised

for 1ssue on 27 May 2011 and they were signed cn its behalf by

o W

Mark Elhott Leo Quinn
Chairman Chief Executive Officer

Dawid Mellors
Chief Financial Officer
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Notes to the Company financial statements

1 Accounting polictes
The following accounting policies have been applied consistently in dealing with items which are considered matenal in relation to the
Company’s financial statements

Basis of preparation

The financial statements have been prepared under the historical cost convention and in accordance with applicable UK accounting
standards As permitted by section 408(4} of the Companies Act 2006, a separate profit and foss 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 impairment in value

Share-based payments

The fair value of equity-settled awards for share-based payments i1s determined on grant and expensed straight line over the pertod
from grant to the date of earliest unconditional exercise The fair value of cash-settled awards for share-based payments 1s determined
each peried end unti they are exercised or lapse The value 1s expensed straight line over the period from grant to the date of earliest
unconditional exercise The charges for both equity and cash-settled share-based payments are updated annually for non-market-based
vesting conditions Further detalls of the Group’s share-based payment charge 1s disclosed 1n note 34 of the Group financial statements
The cost of share-based payments 1s charged to subsidiary undertakings

2 Investment in subsidiary undertaking
As at 31 March

all figures in £ million 2011 2010
Subsidiary undertaking — 100% of ordinary share capital of QinetiQ Holdings Limited 924 924
Caprtal contributions arising from share-based payments to employees of subsidiaries 156 16 3

1120 1087

A list of all principal subsidiary undertakings of QunetiQ Group plc 1s disclosed in note 41 to the Group financial statements The £3 3m
(2010 £5 8m}increase in investment In the year relates to the capital contnbution in relation to share-based payments for employees
of subsidiary companies

3 Debtors

As at 31 March

all figures in £ million 2011 2010
Amounts owed by Group undertakings 306 3 3039
4 Creditors

As at 31 March

all figures in £ million 2011 2010
Arnounts owed to Group undertakings 792 910

5 Share capital
The Company’s share capital 1s disclosed in note 33 to the Group financial statements
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6 Reserves

Capttal

Issued share redemption Share Profit Total
all figures i £ million capital reserve premm and loss equity
At 31 March 2010 b6 399 147 6 127 5 3216
Profit - - - 14 8 148
Purchase of own shares - - - {0 6) {0 6)
Share-based payments — - - 33 33
At 31 March 2011 66 399 147 6 1450 3391
At 31 March 2009 66 399 1476 736 2677
Profit — - - 805 805
Purchase of own shares - - - {0 8) {0 8)
Drwvidend paid - - - (31 6) {316)
Share-based payments - = = 58 58
At 31 March 2010 66 399 147 6 1275 321 6

The capntal redemption reserve 1s not distributable 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 34 to the Group financial statements

8 Other information

Directors’ emoluments, excluding Company pension contributions, were £2 7m (2010 £2 8m) These emcluments were all in relation
to services provided on behalf of the QuinetiQ Group with no amount specifically relating to their work for the Company Detatls of the
Directors’ emoluments, share schemes and entrtlements under maney purchase pension schemes are disclosed in the Report of the
Remuneration Committee

The remuneration of the Company’s auditors for the year to 31 March 2011 was £15,000 {2010 £5,000) all of which was for statutory
audit services No other services were provided by the auditors to the Company
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Five-year record for the years ended 31 March

(unaudited)

all figures in £ million 2011° 2010°
US Services fm 588 2 6280
UK Services £m 6116 6939
Global Products £m 502 8 3035
Revenue £m 1,702 6 1,625 4
US Services £m 44 3 526
UK Services £m 43 7 591
Global Products £m 52 4 86
Underlying operating profit’ £m 145 4 1203

2010° 2005 2008° 2007
QumetQ North America £m 800 1 7656 540 2 3582
EMEA £m 8188 8423 8201 7793
Ventures £m 65 94 57 120
Revenue £m 1,625 4 1,617 3 1,366 0 1,149.35
QunetiQ North America £m 677 830 621 399
EMEA £m 611 842 800 730
Ventures Em (8 5) (15 6) {15 1) (69)
Underlying operating pmﬁt1 £m 1203 1516 127 0 1060
Underlying operating margm1 % 85 74 94 93 92
Underlying profit before tax’ £m 1146 857 1302 1090 940
Profit/(loss) before tax £m 266 (66 1) 114 0 514 82913
Profit/{loss) after tax Em 50 {63 3) 936 47 4 690
Underlying basic EPS’ (pence) pence 142 111 159 134 113
Diluted EPS {pence) pence 08 {97) 143 72 103
Basic EPS (pence) pence 08 {97) 143 72 105
Dwvidend per share pance 160 158 475 425 365
Underlying net cash from operations
(past capex)' £m 2658 1692 1752 138 3 1070
Net debt £m 2609 457 4 5379 3799 3008
Average number of employees 12,033 13,604 13,882 13,470 11,870
Orders £m 1,559 7 1,400 9 1,596 0 1,277 1 1,214 0

' Underlying measures are stated before amortisation of intangibles arising from acquesitions and specific non recuritng tems 5pecific ron recurring items include amounts
relating to restructuring charges, pension curtaliment gains, contingent payments on acquisition treated as remuneration, net inventory wnte-offs in respect of capitahsed
DTR programme bid costs, impairment of property, plant and equipment, imparrment of intangtble assets, gain/(koss) on business combinations and divestments, unreahsed
impatrments of Investments, and tax thereon Definitions of underlying measures of performance are In the glossary on page 107 Underlying financral measures are

presented as the Board believes these prowide a better representation of the Group's long term performance trend

2()peratlng profit and operating margins for 2009, 2008 and 2007 have been restated to show the net finance element of the IAS 19 pension cost in the finance income

and expense ines This was previously reported in other operating costs

? The Group's management structure changed with effect from 1 April 2010 Comparatwes for the new structure have been provided for 2010 Segmental data for 2007
to 2010 has been retained on the old structure as reported in previous financial statements
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Glossary

AGM
Book to bill ratio

8pPs
C4ISR

Combined Code

Compliance
Principles

coTS
CR
Cyveillance, Inc

DAB
DERA

DHS
DoD
DTR

EBITDA

EMEA
EPS
Fundet! backlog

GWH
HMRC

IDIQ
IFRS
IPO
KP
LBID
LIBOR
LSE
LTPA

MOD
NASA

0.4
QOrgamic Growth

PBT

PSP
QNA
Qs0s
R&D
ROCE
RFID
RIDDOR

Annual General Meeting

Ratio of funded orders recened in the year to
revenue for the year, adjusted to exclude revenue
from the 25-year LTPA contract

Basis points

Command, control, communtcations, computers,
intelhigence, survelllance and reconnaissance
Guidelines required by the Listing Rules of the
Financial Services Authority to address the principal
aspects of Corporate Governance

The principles underlying the Compliance Regime,
coverng impartiahty, integnity, conflicts,
confidentiality and security
Commercial-Off-The-Shelf

Corporate Responsibility

Cyveillance, Inc 1s a QinetiQ company and leader
in cyber intelligence, currently serving financial
institutions worldwide and more than 100 million
global customers

Deferred Annual Bonus

Defence Evaluatlon and Research Agency, the
majarity of which was transferred into Qineti
n 2001

Us Department of Homelzand Securty

LIS Department of Defense

MOD's Defence Traning Rationalisation
programme

Earnings before interest, tax, depreciation

and amortisation

Europe, Middie East and Australasia

Earnungs per share

The expected future value of revenue from
contractually commstted and funded customer
orders {excluding £3 9bn value of the rematning
17 years of LTPA contract}

Giga-Watt Hours

Her Majesty’s Revenue and Customs (UK)
International Accounting Standards

Indefinite delivery indefinite quantity
International Financtal Reporting Standards
Initral Publhc Offenng

Key Performance Indicator

London inter-bank bud rate

London inter-bank offered rate

London Stock Exchange

Long-Term Partnering Agreement — 25-year
contract established in 2003 to manage the MQOD's
test and evaluation ranges

UK Memistry of Defence

National Agronautics and Space Administration
{USA)

Qrgamisational Confhicts of Interest

The level of year-on-year growth, expressed as

a percentage, calculated at constant foreign
exchange rates, adjusting comparatives to
incorporate the results of acquired entities

and excluding the results for any disposals or
discontnued operations for the same duration
of ownership as the current period

Profit Before Tax

Performance Share Plan

QunetiQ North America

Quneti] Share Option Scheme

Research & Development

Return on Caprtal Employed

Radio frequency dentification

Reporting of Injuries, tiseasas & Dangerous
Occurrences Regulations

RoSPA
RSU
SDSR

Specific non-
recurnng items and
acquisition
amartisation

TSR

UOR

UK GAAP
Underlying basic
earnings per share

Underlying effective
tax rate

Underlying net cash
from operations
{post capex}

Underlyng operating
cash converston

Underlying operating
margin

Underlying operating
profit

Underlying profit
before tax

Unfunded Crders

VsP
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Royal Socwkety for the Prevention of Accidents
Restricted Stock Unit

Strategic Defence and Security Review undertaken
by UK Government

Restructuring charges, pension curtafment gains,
contingent payments on acquisition treated as
remuneration, net inventory write-offs in respect of
capitalised DTR-programme bid costs, impawrment
of property, plant and equipment, impairment of
ntangible assets, gain/{loss) on business
combinations and divestments, unrealised
impairments of investments, and tax thereon
Total Shareholder Return

Urgent Operational Requirements

UK Generally Accepted Accounting Practice

Basic earnings per share as adjusted to exclude
‘specific non-recurning items and acqusition
amortisation”

The tax charge for the year excluding the tax
impact of ‘specific non-recurnng items and
acquistkion amortisation’ expressed as a
percentage of underlying profit before tax

Net cash inflow from operations before
restructuring costs less net cash outflow on
purchase/sale of intangible assets and property,
plant and equtpment

The ratio of underiying net cash frorn operations
{post capex) to underlying cperating profit
excluding share of post tax result of equity-
accounted joint ventures and associates
Underlying operating profit expressed as a
percentage of revenue

Operating profit as ad)usted to exclude ‘specific
non-recufring items and acgquisttion amortisation’
Profit before tax as adjusted to exclude ‘specific
non-recurring tems and acquisition amortisation
Typecally long-term contracts awarded by the
US government which the customer funds
incrementally over the Iife of the contract

The Group does not recognise such awards into
the reported backlog until funding is confirmed
Value Sharing Plan

’




Additional information

Financial calendar
2 August 2011

2 August 2011

3 August 2011

2 September 2011
30 September 2011
23 November 2011
February 2012

31 March 2012
May 2012

Analysis of shareholders

Institutional investors with a sharehoiding greater than 0 5m shares
Other (including employees, management and financial institutions

with a shareholding less than 0 5m shares)

Intenim management statement

Annual General Meeting

Final 2011 dwidend ex-dividend date

Final 2011 divtdend payment date

Interim financial period end

Interim results announcement

Interim management statement {provisional date)
Financial year end

Prelimmary results announcement

" Analysis as at 26 May 2011

Auditor

KPMG Audtt Pic
Chartered Accountants
15 Canada Square
London

E14 5GL

Adwvisers
Corporate brokers

JP Morgan Cazenove UBS Investment Bank

10 Aldermanbury 1 Finsbury Avenue
London London
EC2V 7RF EC2M 2PP

Company information
Company Registratton Number 4586341

Registered office
Cody Technology Park
Ively Road
Farnborough
Hampshire

GU14 OLX

United Kingdom
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96%
4%
100%
Principal tegal advisors Registrars
Herbert Smith LLP Equinitt

Aspect House
Spencer Road

Exchange House
Primrose Street

London Lancing
EC2A 2HS Waest Sussex
BNS9 6DA




Where can you learn more?

View our report online at www QunetiQ com/Investors

The QunetiQ} Annual Report 2011 can be viewed at www Qunet:Q com/Investors along with further usefut shareholder mformatton
and information on the Company, its perfarmance, the Annual General Meeting and latest presentations

For more information visit www QunetiQ com

You can access the followming

Latest shareholder information
* Latest share price

*  Financial calendar

*  RNS news feeds

* Corporate governance

Archive information

s Results and trading updates
* Company reports

s Company presentations

Shareholder services

* Register online

* Shareview

¢ Common questions

Feedback
*  Your feedback
* |Investor contacts

Electronic communication

QinetiQ has taken full advantage of changes brought about by the Companies Act 2006 which recognises the growing tmportance of
electronic communications and allows companies to provide documentation and communicattons to shareholders via their websites

(except to those who have specifically elected to receive a hard copy (1 e paper))

The wider use of electronic communications enables fast receipt of documents, reduces the Company’s printing, paper and postal costs

and has a positive Impact on the environment

Shareholders may aiso cast therr vote for the 2011 AGM online quickly and easily using the Sharevote service by visiting

www sharevote co uk

Corporate responsibility

Read more about our corporate responsibility policy at www QinetiQ com/cr

Designed by luminous co uk
Print by Midas Press
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