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Performance highlights

Robust Group performance
in tough markets

Revenue Net cash/{debt)

£1,327.8m £74.0m

2013 £1,327 8m 2013 £74 Om
2012 £1 469 6m 201 {£122 2m)
Underlying operating proht* Underlying operating margin*

£168.7m 12.7%
2013 £168 7m 2013 12 7%
2012 £159 6m~ 2012 10 9%
Underlying operating cash conversion* Underlying earnings per share*

104% 189p

2013 104% 2013 18 9p
2012 148%" 2012 136p°
Total dwvidend {Loss)/praofit after tax

3.80p (£133.2m)

2013 380p 2013 (£133 2m)
2012 290p 2012 £246 3m"

All statements other than statements of histortcal fact included m this Annual Report, including, without imitation, those regarding the financial condition,
results, operations and businesses of QinetiQt and its strategy, plans and objectives and the markets and economies in which it operates, are forward-
looking statements Such forward-looking statements, which reflect management’s assumptions made on the basis of information available to it at this
ttme, involve known and unknown risks, uncertainties and other important factors which could cause the actual results, performance or achievements

of QunehQ} or the markets and economies in which QinehQ operates to be matenially different from future results, performance or achievements expressed
or imphed by such forward-looking statements Nothing in this Annual Report should be regarded as a profit forecast

Thus Annual Report 15 intended to provide information to shareholders and is not designed to be relied upon by any other party The Company and its
Directors accept no liability to any other person other than under English law

Note Year references (2013 and 2012 relate to the year ended 31 March
* Definions of undertying measures of performance can be found i the glossary on page 116
A 145 19 {rewised) ‘Employee benehts’ has been adopted for 2013 and the 2012 comparatives have been restated accardingly




Who we are

We are experts in defence, aerospace and security.
We employ more than 9,000 people worldwide,
and our scientists and engineers solve some of

the world’s most important problems.

What we do

We offer high-end technical knowledge underpinned by
world-class research and innovation. We supply advice,
assurance, test and evaluation, engineering solutions
and training.

Why we are different

Our customers face challenges that define the modern
world. They know that we are uniquely placed to
understand these issues and work with them to ensure
the success of their mission.

Our people make the critical difference to customers
by providing unique answers which combine technical
expertise, deep domain knowledge and rigorous
independent thinking.

How we build confidence

Our prized possession 1s trust. Customers around the
world rely on the drive and dedication of our people
to help them meet their goals — often in environments
where there is no second chance for failure. We aim
to deliver solutions that work first time, every time.

Download our Investor Relations App

You can view this Annual Report and Accounts and other results matenals
at QunetiQd com In addihion, the QunetiQ Investor Relations App gives you
all the latest investor and financial media information The App allows
you to get the latest share price information and corporate news,

as well as review financial reports

www QinetQ com
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Group overview

Understanding our business

QunetiQ Group plc 15 a global business, histed on the London Stock Exchange it employs over 9,000 employees

principally in the UK and North America

Our services offerings, which account for more than 80% of total sales, are focused on providing expertise and
knowledge in national markets Our products business focuses on the prowision of technology-based solutions

to meet customer requirements, complemented by contract-funded research and development on a global basis

Under the QinetiQ brand we operate numerous businesses across multiple platforms, as illustrated below
This diversified portfolio 1s underpinned by a selection of long-term contracts

Reporting structure

Read more on pages 14-23

Markets

Revenue streams

Research
Relationship-based value selling at a fixed price or cost plus
project consultancy contracts

Advice
Contracts based on the provision of advice and specific facility
services Including manpower services

Test & Evaluation
Long-term fixed price contracts with additional ad-hoc testing
and evaluation projects

Advanced technology solutions

Low volume, defence focused, bespoke requirements with
incremental revenue from software, services and after
sales support

intetlectual property exploitation and hicensing

Rovyalties and licence fees from third-party exploitahon
of intellectual property

2 QnehQ Group plc Annual Report and Accounts 2013
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Aundas

Revenue by diviston (Em) Revenue by major custormer type (Em}
2013 2012 2013 2012
19% £m £m 17% £m Em
5% UK Services 5973 6101 36% UK Government 480 3 482 8
UsS Services 4756 5345 US Government 6208 7305
36% Global Products 2549 3250 ar% Other 2267 256 3
Total 1,3278 1,4696 Total 1,3278 14696
Underlying operating profit* by division {(Em) Revenue by geography (Em)
2013 2012+ 2013 2012
£m fm 7% £m £m
6% UK Services 858 613 United Kingdorn 560 4 5701
51% US Services 219 321 1% % North Amenica 6727 7887
5% Global Products 610 66 2 Other 947 1108
Total 168 7 1596 Total 1,3278 1,4696
US Services Global Products
Security Government Defence Other
2 g3 gfopgge £ ¢ £5 §F £ 0§ @3
= o] = c 3 o
2. g 2 838 So% 3 s ® 3 o 7y " g €
5 ©8 3 3v 2303 04 S 335 B3 ] =3
3 2 “9 R S¥s @ g “ 3 am a 2
% PRI g & Be 8 4
& g' »

* Definitions of underfying measures of performance can be found in the glossary on page 116
~1AS 19 (revised) ‘Employee benefits’ has been adopted for FY13 and the FY12 comparatives have been restated accordingly
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Chairman’s statement

Recognising the importance
of shareholder returns

Mark Elliott
Chatrrman

The Results

The Group delivered a robust performance with underlying operating
profit* increasing 6% to £168 7m (2012 £159 6m*) This was achieved
despite revenue decreasing 10% on an organic basis at constant currency,
principally reflecting the impact of continued budget uncertainty in the
US on federal services spending and the expected second half reduction
in conflict-related products

The underlying operating margin* increased t6 12 7% (2012 10 9%%,

as a result of improvements in utihsation rates and project marging in UK
Services, enhanced by the mix of Global Products sales that ncluded a large
proportion of spares In addition, there was a one-off credit of £6m relating
to acontract extension These improvements more than offset lower
margins tn US Services

Underlying profit before tax* was £152 1m (2012 £110 2mA) with underlying
net finance costs* falling to £16 6m (2012 £49 4m*), refleching accelerated
interest costs of £27 4m in the prior year following the completion of the
programme to repay 5177m of private placement debt

Full year underlying earnings per share* were 18 9p (2012 13 6p*), a 39%
increase, benehthing from the increase in operating profitand the decision
in the prior year to pay down private placement debt

Signihcant adjusting iterns included a non-cash impairment of £255 8m

to the acquired goodwill in the US Services diviston and a net exceptional
restructuring cost of £16 3m {2012 £69 4m gain) pnmanly resutting from
actions to place the US cost base on a more compethtive foohng, as indicated
at the pre-close statement on 28 March 2013 Following the adoption

of IAS 19 (revised) ‘Employee benefits', net pension finance expense of £1 3m
{2012 £7 2m*), 15 also included in adjusting items Including these significant
items, the statutory loss after tax was £133 2m (2012 £246 3m* profit)

Excluding the impact of £65m received from the Ministry Of Defence {(MOD)
n April 2012, underlying cash flow from operations* was £175 9m {2012
£235 4m) and underlying operating cash conversion* remained strong at
104% ({2012 148%*), despite increased contract-funded capital expenditure
in UK Services

At 31 March 2013, the Group had achieved a net cash position of £74 Om,
compared with net debt of £122 2m at 31 March 2012

Dividend

The Board proposes a final dwvidend of 2 70p per share for the year ended

31 March 2013 (31 March 2012 2 00p) making the futll year dvidend 3 80p
(31 March 2012 2 90p) Subject to approval at the Annual General Meeting,
the final dvidend wall be paid on 6 September 2013 to shareholders on the
register at 9 August 2013 The full year dvidend represents an increase of 31%
on the prior period and s in line with the Group’s progressive dwidend policy,
reflecting in-year growth in underlying earnings per share* and the Group's
commitment to delivering value to shareholders

Strategy

Good progress has also been made inimplementing the next phase of CunetiQQ's
development, Organic-Plus This programme is focused on building a leading
technology-based solutions group with growing sustainabte eamings, by
apphying the innovation and capabilities of our people in targeted sectors The
Group portfolio 1s actively managed to maximise value from strang defensible

4 QinehQ Group pi¢ Annual Report and Accounts 2013

core businesses, well posiioned for growth once markets stabilise, and to
explore a number of potentally scalable growth opportunities, while constantly
testing emerging technologies for commercialisation

Our people

Qinet’s success lies in its ability ta recruit, retam and develop the skills of its
employees We have a track record of attracting some of the most talented
scientific and technically minded indviduals in the marketplace including
apprentices and graduates, giving them the opportunity to use their skills
on the most challenging problems in today’s world We constantly strive

to ensure we attract and develop the most diverse workforce in order that
we can leverage this to sofve customer challenges Customer feedback
recognises the unique skillset of our people and their ability to apply their
knowledge to speaific challenges We take great pnde in employing ‘People
Who Know How ' On behalf of the Board, | would like to thank all of our
employees for their commitment and effort during this year

Corporate responsinlity

As a business operating across a broad spectrum of communities and
geographies, we take our responsibilities as an employer and as a stakeholder
in those communities very seriously We are aware of the impact of our
operabons and have a range of programmes in place including environmental
management, business ethics and community investment We are mindfu! of
the unigue prvilege that we have as a business working with customers with
cntical missions at therr heart

Governance

Effectve managament of nsks and opporturities 1s essential to the delivery
of the Group's strategic objectves, as are achievement of sustanable
shareholder value, protection of the Group’s reputation and meeting the
requirements of good corporate governance The Board is focused on
ensuring a high standard of corporate governance is upheld across the Group
Ouring the year, we made considerable progress to improve the effectiveness
of our risk management processes and procedures {pages 30-33)

Outlook

Overall, the Group has delivered a robust performance i tough markets

UK Services was the stand-out performer, demonstrating its umigue strengths
as well as the benefits of our self-help programme, with Global Products
continuing to diversify into non-conflict technologies such as OptaSense®,
space technology and power line sensors The decline in performance of US
Services reflected the continuing very challenging market conditions and we
have decided to inihate a strategic review of this dwvision to determine the
best way to maximise its value

Akey step in transforming QinetiQ has been the achievement of net cash
Hawing paid down over half a billlon pounds of debt in three years, we have both
financial resilience and capacity to Invest We are now committed to delvening
value by building a Group capable of both growth and high quality returns

UK Services 1s expected to remain steady this year but the heightened
uncertainty around US federal services spending is causing low levels

of wisibility in US Services As anticipated, budgetary pressures and the
drawdown effect seen towards the end of last year are continuing to affect
the timing and quantity of sales in Global Products While the range of
possible outcomes 15 wider than usual at this stage in the year and the full
impact of sequestration remarns unclear, the Board 1s maintaiming its
expectahons for overall Group performance in the current year absent

any matenal changes in customer requirements

Mark Elhott

Chairman

23 May 2013

* Defiminons of underlying measures of performance can be found in the glossary
on page 116

~1AS 19 (revised} ‘Employee benefits’ has been adopted for 2013 and the 2012
comparatives have been restated accordingly




People Who Know How
to deliver space travel

Our ion engines are ten times more efficient than conventional rockets, making
the once impossible possible - like a new generation of leaner, faster, cheaper
communications satellites, propelling a spacecraft at seven times the speed

of a rifle bullet at the boundary of space or enabling ambitious missions

to the inner and outer planets.




People Who Know How
to provide 21st century
flight test training

The Empire Test Pilots’ School (ETPS) trains flight test
professionals from around the world. We were the first,
and have been doing it for 70 years. Research, design,
advice, disposal - QinetiQ is at the centre of aviation.




People Who Know How
to provide real-time
information

We're the world leader in distributed acoustic sensing.
OptaSense? is revolutionising oil well completion, fracking
and seismic operations as well as ensuring pipeline integrity,
by providing real-time, decision-ready information.

We are building The Earth's Nervous System™,




People Who Know How
to keep people safe

During Hurricane Sandy, real-time social media trending information
delivered by Cyveillance® helped New Jersey's emergency services
respond more effectively to citizens in desperate need of assistance.




People Who Know How
to build confidence
on the battlefield

if you know what's happening on the battlefield, you know the difference
between victory and defeat. With our robotic systems and controllers,
one operator can command multiple unmanned aircraft, vehicles

and sensors to make the right decision, right away.




People Who Know How
to steer customers in
the right direction

If a submarine ~ or surface ship — runs aground, that’s
a crisis. The commander has to do specific things in an
optimal sequence. That's where our decision support
tools and expert advice help in the recovery process.




People Who Know How
to work in cyberspace

Britain faces up to 1,000 cyber attacks every hour. Cyber crime
costs the UK £27 billion annually. What to do? Invest in the cyber
recruits who will defend our digital economy and national security.
That's why we sponsor the Cyber Security Challenge.

Read more at cybersecuritychallenge.co.uk




Good progress has been
made in implementing
Organic-Plus, our next
phase of development,
to continue growing
sustainable earnings.

For more information visit:
www.QinetiQ.com




Chief Executive’s review

Committed to delivering value

MINIIAD

Leo Quinn
Chief Executive Officer

Highlights

Robust overall Group performance in tough markets
during 2013

* 6% increase 1n underlying operating profit* driven by excellent
performance in UK Services

* Net cash position achieved through strong cash generation

* 31% increase in full year dividend, reflecting in-year growth in
underlying earnings per share* and the Group’s commitment
to delivering value

Good progress implementing Organic-Plus programme as route
to delivering value

» Agreed five-year, £998m re-pricing of Long Term Partnering
Agreement {LTPA) with MOD, underpinning core UK Services
business

+ Non-cash £256m goodwill impairment in US Services, intiating
strategic review

Expanding Global Products portfolio to increase focus on
non-conflict markets

Positoning for sustainable earmings growth over the
medium term

* Definmons of underlying measures of performance can be found in the glossary
on page 116

QunetiQ’s transformaton began with a 24 month self-help
programme The portfolio was refocused to align with customers’
changing needs, to ensure a full understanding of profit potential,
and to determine which businesses are scalable into significant core
urits The Group 1s now orgarised as distinct businesses, each
representing one of QinebQ’s key areas of capabihty, with an
accountable leader and a clear route map to maximise future
performance The new cadre of leaders running these businesses

15 building an open, commercial culture which has enabled the
recent delayening of leadership in both the UK and the US

The self-help programme also addressed the Group’s iImmediate
financial situatwon, driving a reduction In debt of over half a billion
pounds in three years Today the Group’s balance sheet carries net
cash and has the strength to weather challenging defence markets
and the capacity for carefully targeted investment choices

The Organic-Plus programme continues the disciphnes established
dunng phase one, including a focus on cash generation This In turn
enables investments in growth managed through a ngorous process
for priorinsing resources and monitoring returns The goal is to drive
value from the portfolio by investing in ‘Core’ capabilites which can
win market share, while nurturing a select number of established
{'Explore’) services and solutions to determine thewr ability to scale
into future core businesses Early stage (“Test for Value’)
technologies and offenngs come under evaluation as they are
generated, to determine the best route to exploit value, including
potential partnerships, divestment or closure

In parallei with the drive for profitable growth, over 1,400 projects
have been implemented to date through the My Contribubon
programme, reducing costs substantally and driving improved
productity Many of these projects directly help customers, so that
QunetQ's peaple provide a critical point of difference for the Group
in delivering ‘more for less’ The insights, engagement and
dedication of the Group’s engineers and scientists feed directly into
winning and retaining business —a unigue value captured not only
in the QinetiQ strapline of ‘People Who Know How', but tn the UK
Fellows’ network which brings together a cadre of senior people
recognised nationally and internationally for therr particular
technical expertise

Astrategic review has been iniated to determine the route to
maximum value in US Services This division, which has been
restructured, possesses some strong capabilites and market
posihions, but the Group needs to determine the best way to
maximise Its performance and potential

A business-by-business update on the Organic-Plus programme
1s provided in this review

QinetiQ Group plc Annual Reportand Accounts 2013 5
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Chief Executive’s review continued

Q&A with Lea Quinn

Why do you call this a ‘transformation’, not a ‘turnaround’?

In a turnargund you simply take cost outand rebuild on a
leaner base A transformation ts about changing the whole
culture to embrace new values and operating principles
QinetQ’s origins in Government gave it a uraque legacy of
know-how Over the last three years, we've begun to create
a culture from the ground up, a solid foundation that can
help the Group survive and thrive in a competitive market
All credsit to our people for accephing the challenge and
embracing such a different ethos

What do you think s still teft to do?

Real cultural transformation 15 a marathon, not a sprint

The most visible impact s in the early years after that,

the task 1s to develop consistency and resilience in the
organisation by embedding discipline As we implement
QunetiQ’s next phase, it's also about posiioning the portfolie
around growth, turning innovations into sustanable business
models which deliver repeatable earnings

Is UK Services’ performance sustainable?

UK Services provides important independent support forits
customers at home and abroad —R&D, test and evaluation,
specialist advice —1n key relevant areas such as weapons,
airworthiness, mariime, C4ISR and security We help them
do more with less, enabling them to build something once
and derive the benefits many times — our Weapons Science
& Technology Centre 15 3 good example And new
opportumties continue to emerge because both our
customers and the threats to which they must respond
continue to change

What does it mean to conduct a strategic review
of US Services?

US Services has seen their revenues and profits decline in the
face of challenging markets The business has some strong
posiions with customers and the new management has
delayered and taken out cost to retain competihive rates
Now over the coming months we will be conducting a
strategic review to determine the best way to maximise

the performance and potental of the division

How does UK Services differ from US Services?

First and foremost, the two markets are very different in size
and structure, and so 15 our role In the UK, we are a matenal
prowvider of high-end technical advice and services to the UK
Government and also an exporter tnthe US, we are a
provider predominantly to the US Government That is

a very large market, which 1s changing dramatcally, and our
position 1s mid-sized Yetin key areas, such as C4ISR, space,
cyberspace and unmanned systems, we are highly relevant
to our US customer

6 QunetbQ Group plc Annual Report and Accounts 2013

Q

Why categonise the portfolio as ‘Core’, ‘Explore”
and ‘Test for Value™?

We need a consistent approach for tracking and extracting value
from our investments and emerging businesses This 1s about
focus and choice you have to have a strong methodology for
decision-making Each category has a clear role Test for Value

15 our early-stage technology, Core 15 the robust, mature
underpmming to customer relationships, market posiion and
current shareholder returns In between, Explare Is exciting
because these are proven businesses we are hoping over the
rmid-term to scale to significant sustainable revenue, and migrate
into our Core

What of QinetvQ’s ability to generate clever new technologies?

Qunetid still retains at its heart the ability of our scientific and
engineenng community to build mnovative solutions Over time
those that develop inte businesses get supported into growth
So our ‘People Who Know How' provide the crinical point of
difference to customers and thus to winmng and retaining

new busmess

Can you take QunetiQ beyond its current markets?

Yes QinebQ has defence at its heart—but it can expand
internationally, and also by rolling out its technologies and
expertise into new sectors that offer higher growth potental
Part of our strategy Is constantly to test some of those options
to diversify through our Explore businesses And the changing
defence market itself throws off new opportunites for our Core

Where do you see QunetiQ in fiive years’ time?

| believe that CunetiQ’s renewed focus on its core capabilines
will help it conbinue to grow as a strategic suppher to its present
customers and in multiple adjacent markets | could also see
the Group transforming through its optons in new markets
That depends on our achieving what | call breakout success

n our strategy of turning technologies into commercial
businesses | want QunetiQl to become a byword for all that

15 tnnovative and expert tn UK science and engineering




A year of achievement

Investing in a new generation

QunenQ prides itself an the quahty of its warkforce, employing
highly quatifed and committed scientists and engineers who
are dedicated to making a difference through their work

Our teams combine knowledge, passion, integrity and commitment
Combined with their secunity level clearance, they are able to work
on some of the most complex problems that cur customers face

The UK has always been a country known for innovation and
QinetiQ 1s playing a key role in maintaining this Recognised as

a company with world leading engineers and scientists, QinehQ
gives graduates the opportunity to develop therr professional skills
via mentoring schemes and professional qualifications to become
‘People Who Know How' During 2013 we have committed to
increasing cur graduate intake to over 80 graduates Our long
established graduate programme, listed in ‘The Guardian UK 300’,
provides applicants with a structured two-year programme that
helps provide them with the skills to become future business

Supporting a changing MOD

Qinetiq has an established track record of working with
the UK Ministry of Defence, as illustrated through the Long
Term Partnering Agreement {(LTPA)

MOD's trusted advisor

The LTPA provides test and evaluation and traming support to the
MOD and its military stakeholders The contract enables accurate
assessment of military capabihties throughout their lifetme, from
concept to disposal, increasing reliability and htness for purpose
Under the LTPA, QinetiQ manages 17 core MOD-owned sites and
1s responsible for providing test and evaluation (T&E) and training
support services, maintaining associated equipment, land and
buildings, as well as delivering an investment programme to
ensure that the capability 1s mamntained and developed to meet
the MOD’s evolving needs

Driving continuous productivity improvements

As a business that pndes itself on innovation, QinetiQ provides
a fertile foundation for new ideas to flounsh My Contribution
1s the channel by which employee insight, imagination, energy
and enthusiasm are captured for the benefit of the Company
and our customers

Business improvement

In November 2010 My Contribution was launched to employees as
part of the 24-month self-help plan It became a channel by which
employees could be encouraged to look at improved ways of
working, ways to drive out unnecessary cost whilst also driving
through improved productivity

leaders The scheme attracts the country’s best sctence,
maths, engineering, business/project management and IT
graduates During the current year, QunetiQ will also be
increasing its apprentice intake from 34 to 80, helping the
Group to move towards its target of 5% of the workforce
heing young engineers and scienbsts

Luke Greenaway and Simon Todd celebrating their gold medals at the
prestigious 2013 WorldSkills UK competiion orgamsed by the National
Apprenhiceship Service

Providing the capability life-cycle

In February 2013, the Company successfully completed rts
regular five-yearly review with the customer and, following
demonstration of cost savings being achieved and the
agreement of some minor changes in scope, a £998m
contract was signed for the third five-year term

Commenting on the signing, Laurence Bryant, DE&S Director
Weapons, MOD said “Test and evaluation 1s essential for the
effective management and mitgation of the nisk in our
acquisition programmes and for the enduning support of our
frant line capability The LTPA provides this service to our
Armed Forces, the MOD and equipment suppliers, and 15
cructal to maintaining our defence capability ”

Tangible outputs

Since launch, year-on-year the quantity of employee ideas has
increased to over 12,000, delivering tens of millions of pounds
in benefit for the business and our customers Examples of
projects ansing from the scheme have included the matenals
management improvement project where the team designed,
configured and implemented a SAP investment and production
management system which tracks the life of a controt matenal
from creahon to when it leaves Qineti Other ideas include
improving the interachon between our design, manufacturing
and supply chain process, through the use of computer aided
designs replacing the need for cardboard models

Annually we recognise the efforts of our teams at the
My Contribution Showcase which forms an integral part
of our annual leadership conference
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Chief Executive’s review continued

Maximising value by growing
sustainable earnings

Our approach

QinenQ’s overarching strategic goal is to maximise the
Group’s value by growing sustainable earnings through
optimising the portfolio Thus strategy 1s known as
Organic-Plus, and includes

+ Active portfolio management to optimise business returns
* Robust financial disciplhine to grow and maintain margins

+ Selective investment in ‘Core’ and ‘Explore’ portfolios and
rigorous evaluation of investment options ("Test for Value’)
Investment s prioribsed to grow market share in the ‘Core’
and to support accelerated business development in ‘Explore’
‘Test for Vatue' options must demonstrate a viable customer
value proposition and a compelling potential to scale

* Exploitation of customer-funded research and
development into core defence and relevant markets

» Customer intimacy to be a partner of choice for
the long term, consistently striving to serve our
customers better

s Playing to QinetiQ strengths and assuming only those
risks we are qualified to manage

* Selective use of partnerships, alhances and acquisihons
to accelerate compelling business development strategies
and sustainable earnings growth

* Monetising knowledge and IP via increased use of
hecensing approaches

* Investment in our people and leadership development,
particularly around commercial, customer engagement
and people leadership development skills

+ Sustaining, buillding and leveraging our brand

* Business development and investment in new geographies
{e g Middle East, Scandinavia)

8 QunetQ Group plc Annual Report and Accounts 2013

The Value Pipeline

The Value Pipeline consists of a portfolio of present and future
earnings streams The Group’s principal role 1s to manage the
value pipeline for optimal returns, in large part by regulating the
resource flows through the cycle Common features across the
portfolio are consistent application of the QinetiQ brand,
implementation of a commen set of business processes and
rohust corporate governance, all supported by shared services
and funcuenal resources that deliver eficiently and effectively
in support of the business

Read more on page 10

Core

Sustainable and defensible businesses,
focused on growing market share This is the
‘engme’ on which the Group’s reputation and
customer relationships are built, the driver
for continual renewal of 1ts expertise and
technology, and the source of the majonty
of 1ts profit and cash flow

Explore

High potental emergent businesses, typically
with a proven competitive offering in a
growth market, for which the challenge is

to demonstrate a business model scalable

to significant and sustainable size in order

to become value accretive ‘Core’ businesses
which increase diversificahon of the Group

Test for Value

Portfolio of less mature options, typically
based around innovatve technology/know-
how which must be tested and managed
rigorously for commercial viability Investment
1s required to achieve commercialisation
outcome most hkely icence revenue/
partnership, discontinuation, or, Iin certain
exceptions, move to ‘Explore’




The Role of the Group

The Executive Leadership is responsible for the strategic direchon
and leadership of the Company

Strategy
+ Define the direction and shape of the Group over the
long term

Budgeting and planning
+ Portfolio management
+ Determination of portfolio composition

* Business umt strategy approval, target setttng and
performance review

« Investment appraisal and review

* Acquisition and disposal strategy
Performance monitoring

* Review and challenge divisional performance
* Resource allocation

= Allocation of capital to investment prniorities
+ Assignment of talented people

» Sustainment and development of the Company’s knowledge,
know-how and intellectual property

Role of the business units

The business units are prinopally accountable for business unit
strategy, sales, delvery and compliance with Group governance
requirements Each business urut has a diverse range of demand
drivers, customers and competitors providing the Group resilience

Business unit strategy
* Development of domain/sector specific strategy
and business plans

« Development and presentation of investment ophons
for approval

» Market entry, marketing and customer development plans
Customer engagement and sales
» Development and execution of key account plans
* Implementation and measurement of sales campaigns
» Establishment of specific sales channels and
supporting marketing
Performance contract delivery
* Project delivery
= Business perfoermance management
* Investment project implementation

Business architect
» Determiation of business boundanies

« Implementation of a 'One QinebQ’ approach to business
process design and funchonal support

Leadership and people devetopment

« Talent and succession management framework

« Executive coaching and development

+ Professional development and reward policies

Governance/risk management

* Plc histing requirements

« Definition and implementaton of Group Operating Framework
for safety, ethics, secunity and other regulatory requirements

» Risk management

« Governance of nsk and regulatory frameworks

+ Investor relations

Brand custodianship

« Sustainment and development of the Qinet brand

+ Protection of Company’s brand, trademarks and
corporate presence

* Preservation and promotion of the Company’s reputation

Human Resource management
* Recruitment, development and motivation of people

* Assignment of people to projects

* People performance management

* Involving and leveraging people for ther ideas

Risk management

» Safe and ethucal delivery of business actvities

» Development and management of business rnisk register

* Actions to mitigate nsks and to capture opportunihes

+ Remediation plans, where appropriate

¢ Adherence to Group pohcy and regulatory frameworks

* tmplementation of Group Operating Framework at local leve!
* Acting at all bmes in a manner consistent with the QuinetQ

brand and values
Read more on UK Services on page 14
Read more on US Services on page 18

Read more on Global Products on page 22
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Chief Executive’s review continued

Progress through Organic-Plus

The key elements of our strategy

Core

Sustainable and defensible businesses,
focused on growing market share Thisis

the ‘engine’ on which the Group’s reputation
and customer relationships are built, the
driver for continual renewal of its expertise
and technology, and the source of the
majority of its profit and cash flow

Revenue

c90%

Explore

High potenhal emergent businesses, typically
with a proven compebtive offering in a
growth market, for which the challenge 1s

to demonstrate a business model scalable

to stgnificant and sustainable size in order

to become value accretive ‘Core” businesses
which increase diversification of the Group

Revenue

c8%

Test for Value

Portfolio of less mature cptions, typically
based around innovantve technology/
know-how which must be tested and
managed rigorously for commercial wability
Investment 1s required to achieve
commercialisation outcome most

likely licence revenue/partnership,
discontinuation, or, in certain exceptions,
maove to ‘Explore’

Revenue

c2%

10 QinetiQ Group plc Annual Repart and Accounts 2013

These businesses are focused on
relatively resilient sectors in which the
deep domain expertise of CunetiQ’s
peaple 1s used to provide trusted
independent adwvice and solutions for
customers’ critical operations These
are the Group’s core capabihties, mostly
comprising UK and US Services, and
operating fargely in the aerospace,
defence and security markets They
exhibit relatively low risk characteristics
with low caprtal requirements and strong,
predictable cash flows Much of the
revenue 1s derived from longerterm
contracts, with known dates for renewal
and re-tender

These are businesses that have proven
technology and customers, but have yet
to prove that they can achieve significant
scale Examples include Cyveillance®,
which delivers cyber intelligence
solutions principally for US Fortune 500
customers, the OptaSense® fibre-ophic
sensing business, and Training &
Simulation Services, which is using
cemmercial-off-the-shelf technology to
meet customer requirements to reduce
the cost of training

These are businesses with proven
technologies but that have yet to prove
commercial viability tn some cases,

the technology 15 being developed for

a customer-funded programme, such

as the E-X-Drive® hybnd electric drive
transmission which 1s being developed as
part of a consortium for the technology
development phase of the US Army's
Ground Combat Vehicle Program

In other cases, the intellectual property
is licensed out to reduce implementation
and sales nisks, with revenue dependent
on third-party sales channels

QunetiQ’s core businesses retain and win
market share by applying their techmeal
expertise and their detailed
understanding of customer domains to
provide support for customers’ ongoing
and developing needs Core businesses
will receve investment on a sustainable
basis as these opportunities emerge and
where existing expertise can be deployed
In adjacent sectors and geographic
markets, from the proven platform

of UK or US capability

QunehQ’s less mature businesses will be
managed through a ‘Value Pipeline’ with
a range of new capabilihes at various
stages of business readiness

The Group will selectively invest in
these bhusinesses to create a broader
base of significant and, therefore,
core businesses for the future

Over the medium term, these early-stage
technologies will be managed rigorously
to rescluton, whether through
investment, divestment, closure or
trade-through, untl project completion




Progress in 2013

UK Services

Re-pricing of the LTPA contract
Performance improvement in
Australia with increased revenue
and margin

5-year £7m Royal Navy contract for
optmisation of ship and submarine
stealth characternstics

New £6m framework contract for
CA4ISR research

US Services

$17m condition-based maintenance
award for the US Army

$80m Tomahawk contract award

by Naval Air Systems Command

OptaSense®

£10m follow-on contract with Shell

Training & Stmulation Services

£7m extension to Distnibuted
Synthetic Air Land Training (DSALT)
programme at RAF Waddington

£4m enhancement to Army pre-
deployment training contract

Sale of Zephyr® to EADS Astrium

Energy from Waste refocused on core

military customers

Integrated Warrior System™ pipeline

opportunities

* Revenue continued to increase
on the NASA Engineering Services
Contract at the Kennedy Space Center
» S46m infrastructure support contract
extension for the Customs and Border
Protection Agency

Global Products

» Two key orders totalling $44m for
Q-Net®

s New customer contracts from Poland
and the Czech Republic for Talon®

* 513m US Government order for
Dragon Runner™ 10 robot

Cyveillance®
¢ Grew year-on-year with improvement
in productivity

Protective Monitoring
« Cabinet Office GPG13 Accreditation

Space
= Successful launch of Proba V satellite
for European Space Agency

= New orders for ALARM™

« Smart Sensor Systems™ selected by
Bntish Columlna Hydro to support
Its smart metenng programme

e Partnerships developed for GAIT™
GPS and MEWS™ to take products
to market

Priorities in 2014

* Maximise the Core by winning
market share in existing markets
and marketing capabilines into new
sectors and/or geographtcal markets

Assist MOD with its defence
transformatan programme

Scale the Explore portfolio

Rigorous evaluation of investment
priorities

* OptaSense® to capitalise on end
of exclusivity period with Shell

Training & Simulation Services to
huild on its position on the approved
companies hist for a $2bn IDIQ contract

Cyveillance to focus on delivery of
commercial services, larger and
higher margin contracts

Scale up the Space business

Contnue 1o assess viahility of
technology and markets

Sustain the rigour in Test for Value
* Focus on non-conflict technologies

* Monehse intellectual property
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Chief Executive’s review continued

Measuring our progress

Key performance indicators {KPis)

The Group’s strategy 15 underpinned by focusing on a number
of performance indicators This includes a range of financial

and non-financial indicators to monitor Group and divisional
performance Similar indicators are used to review performance
in each of the Group’s businesses

The key objectwes of Board committees are described in the
Governance section of the Annual Report and other non-financial
key performance indicators are shown in the Corporate
respansibility and sustainability review {pages 34-37)

Non-financial KPIs

Health and Safety
(UK RIDDOR! rate per 1,000 employaes)

1.90

Description

Relevance to strategy

Our strategy 1s to grow the businesses through the Organic-Plus
programme Progress is measured through key performance
indicators Measurements of health and safety, productivity,
customer satisfachon and employee engagement underpin
sustamnability Financial measures such as order intake, organic
sales growth, profitability and cash conversion track performance

Read more on page 10

Comment

The RIDDOR! rate is calculated using the total number  Health and Safety performance 1s monitored to drive
of Incidents reportable under RIDDOR, x1,000 divided  continual improvement in minimising risks to
by the average number of employaes in that year

employees and to meet our long term objective of
zero reportable incidents Further details of the
Group’s health and safety performance are with the
CRS review {pages 34-37)

'Reporting of Injuries, Diseases and Dangerous

My Contribution is a dynamic framework designed
to fundamentally develop and grow QuinenQ The
latent potennial of thousands of ideas contnbuted
by employees are pulled togather into amanaged
process that develops and achvates therr concepts
The financial returns and benefits are measured

Comment

My Contribution impraves how the bustness delivers
both internally and for customers In addition, 1t
mnproves the work environment for emplayees

2013 190
2012 212
Occurrence Regulations

Productwity Description

{UK change projects generated)

1,431
2013 1,431
through the My Contribution tracker

22 797

Employee engagement score
(UK on a scale of 0 1,000}

975.0

2013 5750

Description

A measure of employee engagement on a scale of
0-1,000, based on the Best Companies Employee
Survey Through this channel, employees share their
wiews of warking at QenetiQ under the headings of
management, leadership, My Company, personat

Comment

The annual survey enables comparison between
QuinetiQ and other UK companies A separate
engagement survey is undertaken for the US business

growth, My Team, grving back to the community,

fair deal and well-being

012 5693

Customer satisfaction overall score Description

strategically impartant contracts, totalling c40

(UK MOD KSM)
8'4
2013 84
contracts for QinethQ
2012 83

The Key Supplier Management (KSM) Framewark s a
mandatory survey administered annually by the MOD  survey, agreed by industry partes, will be applied to
of its top 22 key suppliers The 360-degree survey
concentrates on the performance (delvery,

engagernent and relationship) of the largest and most  reviewed on a contract-by-contract basis and data s

Comment
This year the MOD suspended 1ts KSM survey A new

cover QunenQ’s entire customer base in the coming
year In the US, customer satisfachon metnics are

therefore not avarlzble Work will shortly commence
to seek a standardised survey measure across
QinetiQ’s entire business

* Dehnitions of undertying measures of performance can be found in the glossary on page 116
A1AS 19 {revised) 'Employee benefits’ has been adopted for 2013 and the 2012 comparatives have been restated accordingly
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Financial KPIs

Orders’

£1,076.8m

2013 £1,076 8m
2012 £1,226 3m
Organic revenue growth

-10%

2013 (10%)
2012 {11%)

Underlying operating profit

£168.7m

2013 £168 7m

2012 £159 6m*

Underlying operating margin

12.7%

2013 12 7%
2012 10 9%~
Underlying EPS

18.9p

2013 18 9p
2012 13 6p~

Underlying operating cash conversion

104%

2013 104%
2012 148%~
Net cash/debt

2013 £74 0m
2012 (£122 2m)

Description
The level of new orders {and amendments to existing
orders) booked in the year

+ Excludes £998m LTPA repricing

Description

The Group's organic revenue growth s calculated
by taking the increase in revenue gver pro forma
revenue, at constant exchange rates Prior years
pro-forma revenue excludes the impact of
acquisition and disposals

Description
The underlying earmings before interest and tax

Description

The Group’s calculation of underlying operating
margin* 1s consistent with previous years Underlying
operating margin 1s calculated by taking the earmings
before tax and interest as a percentage of revenue

Description
The underlying earmings per share®* (EPS) expressed
in pence per share

Description

The ratio of our net cash flow from operations
(extluding rearganisations), less outflows on the
purchase of tntangible assets and property, plant and
equipment to underlying operating profit® excluding
the share of post-tax results of equity accounted
joint ventures and associates

Description

The Group's measure of borrowings Includes finance
lease debtors/creditors and assets/hiabifiies in
respect of derrvative financial instruments Refer

to note 23 to the finanoal statements

Comment

Provides a measure of the Group’s ability to
replace completed contracts/business with
new contracts/business

Comment

Organic revenue growth demanstrates the Group's
capability to expand Its core operations within its
chosen markets before the effect of acquisihons,
disposals and currency translation

Comment

Underlying operattng profit* 1s used by the Group
for internal performance analysis as a measure of
operating profitability that s tracked over tme

Comment

Underlying operating margin* can be used to show
the underlying profitability of the revenue delvered
by the Group It can also be used to compare the
Group’s performance with that of our peers,
providing the defirition of underlying operating
profit s consstent

Comment

EPS provides shareholders with a measure of the
earnings generated by the business after deducting
tax and interest Underlying EPS performance also
deternmines the level of payout for certain of the
Group’s long-term incentwve plans

Comment

Provides a measure of the Group's ahility to generata
cash from normal operations and gives an indicatton
of its ability to pay dmvidends, service its debt and to
make discretionary tnvestments

Comment
The level of net cash/debt provides a measure
of the strength of the Group’s balance sheet
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UK Services

Delivering measurable value

Case study Weapons

What we do

s Technical assurance based on data generated by experniments,
trials, modelling and research underpinned by three long-term
contracts

Our competitive advantage
» Over 1,100 employees specialising in weapons expertise
and range testing

» Complex safety cntical test and evaluation

= Training support at ten sites specthcally licensed to work
with energetic materials

Our people
Range Weapons
engineers systems
experts
Where we operate

= Future opportunities
include building on
presence in Austraba
and Scandinavia to
deliver internahonal
range capability and
aerial target services

RAF Danna Nook
RAF Holkeach
Shoeburyness
Fort Halstead
Farnborough
Boscombe Down
Larkhll

Bnstol

RAF Pembrey
10 Pendine

11 Manorbeer

12 Aberparth

13 Malvern

14 Eskmeals 18 StKilda

15 West freugh 19 Cape Wrath
16 Ardeer 20 Tain

W0 ~g bW N =

17 Hebnides
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UK Services delivered a strong performance with underlying
operating profit* increasing 40% to £85 8m {2012 £61 3m*)on
relatively flat revenues of £597 3m {2012 £610 1m) The resulting
underlying margin* of 14 4% (2012 10 0%"} reflects improved
alignment with customer needs, plus a more compettve cost base
and processes for better project execution The division’s
performance also benefited from short-term demand in certain
areas driving higher levels of utilisation, and the completion of final
milestones on certain projects In February, the division successfully
completed the five-yearly periodic re-pncing of the Long Term
Partnenng Agreement [LTPA), agreeing terms with the MOD for the
proviston of core test and evaluanon and training support services
through to March 2018

Organic-Plus update

UK Services’ core business combines world-leading expertise with
unique facilites to provide technical assurance, test and evaluation,
and training and simulation services These capabilities are delivered
mainly under long-term managed services contracts, which provide
strong predictable cash flows and are the target for future
sustainable expansion The successful re-pricing of the 25-year
LTPA contract, the key underpinning contract for the division’s Aur,
Weapons and Maritime businesses, represents an endorsement

by the customer of the LTPA model as a vehicle for ‘building once
using multiple times’ and delivering ‘more for less * In addinon,

UK Services 1s a market leader (n the provision of shorter-cycle
techmical and information servicas in C4ISR, acquisition services
and cyber security

QunetiQ’s Arr business de-risks complex aviation programmes by
testing mulitary aircraft and equipment, evaluating the risks and
assuring safety 1ts long-standing relationships with key customers
have been enhanced by integrated working and new contracts

for test and evaluation that are delivering efficiencies and value
The Air business 1s also working to burld on its strong track record
in the provision of Unmanned Arr System (UAS) services developed
through the delivery of turn-key surveillance solutions to NATO
forces operating in Afghanistan

Extensive testing by QinenQ saw the introduchion of the new sidearm, Glock 17
9mm, into the British Armed Farces




Revenue Underlying operating profit* Underlying operating margin*
£597.3m £85.8m 14.4%

2013 £5973m 2013 £858m 2013 14 4%
2012 £610 1Im 2012 £61 3m* 2012 10 0%~

Working with Lloyd’s Register and Strathclyde University, QinetiQ examined
the future shape of the marine industry in its Global Marine Trends 2030 report

The Weapons business provides technical assurance based on data

generated by experiments, trials, modelling and research, principally

at the twenty strategically located ranges it aperates and manages
on behalf of the MOD Shortly after year end, it was awarded a
four-year contract for the management of the joint MOD/industry
Weapons Science and Technology Centre and delivery of £8m per
annum research into complex weapons, munitions and energetics
Weapons 1s exploring medium-term opportunities presented by
QunetiQ’s ability to support the MOD inits defence transformation
programme and 15 working with the customer on the assessment
of 1ts future optiens for munibons management The business also
operates ranges in Scandinavia and provides range control and
safety systems in Australia The pipeline includes opportunities

to expand the proviston of test and evaluation services to other
international customers

QunetQ’s Marihme business enables the frontline to defiver naval
advantage and cost-effective capability During the year, the
business successfully completed the MOD’s first five-year review
of the 15-year Mariime Strategic Capability Agreement {MSCA),
reaffirming its role in maintaining expertise and strategic maritme
capabilities As such, the business has successfully negotated the
renewal of its three long-term underpinning contracts over the past
18 months In addition, the business was awarded a five-year £7m
contract for the operatonal signature services that it delivers

to the Royal Navy for the measurement and optimisation of ship
and submarine stealth characteristics

Note Year references (2013 and 2012) relate to the year ended 31 March

* Definthions of underlying measures of performance can be found in the glossary
on page 116

A1AS 19 frevised) "Employee benehts’ has been adopted for 2013 and the 2012
comparatives have been restated accordingly

Case study: Marntime

What we do

* Enable the frontline to deliver naval advantage
and effective capability

Our competitive advantage

» Aspeciabst body of marihme knowledge platform design,
performance and optimisation, maritime structural analysis
and technical advice, through-Iife command information
systems, integrated stealth and ranges and manhme safety

» Technical breadth and depth of domain expertise
* Specialist testing facilihes
» Focus on detivering through-iife cost savings

Our people
% 35%
35% (
Naval Command
engineers systemn
specialists
% 10%
20% (]
Tnals Software
engineers developers
and specialists
Where we operate

* QOperaning strategic assets
across the UK including
Haslar, Portsdown and
Rosyth

The business operates three
key strategic programmes
with the UK MOD

- Long Term Partnering
Agreement
— Naval Combat System

tntegration Support
Services

- Maritime Strategic
Capabilibes Agreement

1 Bnstol

2 Plymouth 10 Rona

3 Grove Pomt 11 Applecross

4 Portland B 12 Kyle of Lochalsh (BUTEC)
5 winfrith 13 LochGoil

6 Hasglar 14 Rosneath

7 Portsdown Technology Park 15 Rosyth

8 Funtington 16 Farnborough

9 Chichester Hospital 17 Malvern
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UK Services continued

Case study: C4ISR
What we do

s Use research in information management and sensor systems
to provide expert technical advice, research and solutions

e Capabilities mclude

— Communicatons and Information Infrastructure — moving
data through all forms of radio and fixed communications
linked to data management techniques

— Command and Control Systems — uses interoperabihity
techniques to support system integration at all levels

- Survelllance Systems — exploits the full spectrum of sensor
sources to feed data to any communication and information
management system in an open and interoperable manner

- Survival —offers the latest techmigues in saving life and
mimimising infrastructure damage 1in military operations
and civil crisis management

Our competitive advantage
* A hentage of UK government research in informaton
management and sensor systems

* Jomed-up thinking focused on unlocking the benefts
of meeting current and imminent technical challenges

* {argest suppher of C4ISR research to UK MOD

Our people

= The expertise of our teams covers
— Communicabon system design and operation
— The efficient management of ‘big data’

— Optimising human interaction with information
handling systems

— Design and prototyping of new sensor systems
and techmques

= Design and mplementaton of open standard CAISR networks
that enable existing and new systems to be made interoperable

— Enabling the survival of people in extreme environments
and dangers

— Techmical and commercial customer advice in support of
complex C4iSR or survival-based procurement programmes

35% 25%

Engineers Consultants

25%

R&D Specialists

15%

Project
managers
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QnetiQ’s core C41SR business manages and delivers significant
enabling research contracts on behalf of the MOD The deep domaim
expernse of its employees was reflected by the continued stream of
research tasks delivered under contracts for electronic survetllance,
secure information infrastructure and battlespace management,
and the award of a new £6m framework contract

Qunenq is a leading supplier of client-side technical services,
providing advice to many of the operating centres within the MOD's
procurement agency DE&S, principally through its Acquisition
Services husiness While the proposal to introduce a GoCo model
for DE&S 15 creating some short-term uncertainty, over the medium
term it presents potential opportunihes for QuinetQ There is also
demand for advice on the procurement of complex systems from
internatienal and non-defence customers, and during the year
Acquisition Services extended its reach into the adjacent rail market
with the award of a new contract with Transport for London

At the beginning of the year, a new leadership team was appointed
for the managed services business in Australia, which reports into
the UK Services division The team’s inihal focus was on integrating
the business, strengthening governance, building competitiveness
and creating condions for growth The business 1s now
demonstrating both revenue and margin progression, and changes
in the pohitical landscape resulting from the farthcoming federal
election may present further opportunihes Ouring the year the
business won an AUS8m contract with the Australian Directorate
General of Techrucal Arrworthiness which underpins much of the
core aerospace revenue, and AUS1m of contracts in the rail industry
representing an entry pomt into a new adjacent market

QinetiQ 15 3 warld leader in developing applications for mformation management
and exploitation in the intetligence, surveillance and reconnaissance space




Secure hosting provides 24/7/52 crinical services

Within the ‘Explore’ category, the Group 1s investing in key
capahlites to supplement the underlying growth rates of the ‘Core
business A key opportunity 1s the Traiming and Simulation Services
{TSS) business, which uses Commercial-Off-The-Shelf (COTS)
technology to reduce the cost of traiming TSS has grown its UK
business through an 18-month, £7m extension to its flagship
Distributed Synthetic Arr Land Training (DSALT) programme at RAF
Waddington, and a £4m enhancement to the pre-deployment
training 1t delivers to the British Army The US market is key to
reabising the potential of TSS, building on its position on the
approved companies hist for a 52bn 101Q (indefinite delivery/
indefinite quanhty) contract under which the US Navy 1s able to
procure training and simulation services The business is focused on
the provision of modelling, ssimulation and training for the US Army,
Navy and Marine Corps, with a new Orlando office due to open in
June 2013

'

QinenQ’s UK Security business protects critical nabonal
infrastructure and high-value commergal enterprises through

the provision of consultancy, managed security services, secure
informaticn exchange, and threat and nsk assessments The ability
te monitor and identify incidents on IT networks 1s a key customer
concern and the business 1s investing to scale its protective
monitoring solution which this year was accredited by the Cabinet
Office under 1ts GPG13 standards — the first ime a private sector
company has achieved this landmark accreditation

Case study Secunty

What we do
« Consultancy services including bespoke Cyber Vigilance
+ Managed secunity services covering Cyber Defence

* Commaercial-off-the-shelf {COTS) products in our SyBard®
range enabling secure infermation exchange

* Cyber crime threat and nisk assessments including
— Strategic risk assessments

— Risk management structure and nisk mitigation
process development

— Incident reporting, reaction and recovery processes
— Technical supply chain management and due diligence

Our competitive advantage

* A unigue 50-year hentage of acting as strategic advisor
to the UK Government at crihcal national security levels

Technical expertise across a broad span of technical domains

Independent of industry suppliers

Secure operations centre providing 24/7 protective monitoring

A founding member of the Cyber Secunty Challenge UK

* In year achieved accreditation by the Cabinet Office under
the GPG13 standards — the first ttime a private sector company
has achieved this landmark accreditahion

Our people
100%
Cyber
specialists
Our customers

* Strong relabionships with UK, Australian and Canadian
governments

¢+ Leading the Enabling Secure Informaton Infrastructure (ESII)
consortium for supply to MOD’s Defence Science and
Technology Laboratory

¢ Supplier to numercus blue chip customers
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US Services

Facing up to tough markets

Case study Cyveillance®

What we do

= People, processes and technology for early warning of threats
from internet and social media across the globe

* Cyber intelligence required to protect information,
infrastructure and employees

* Integrated, agile, open-source, service-orientated architecture
and off-the-shelf soluhions

Our competitive advantage
» Ability to combine physical and virtual securnity threats into
an overall threat landscape

+ Global social media analysis to discover near real-ime threats
and predictors

¢ Mulb-lingual analysts analyse and prioritise predominant

languages on the internet
% 25%
21% %
Intelligence

Cyber analysts
analysts

22% 32%

Technical Other
analysts
Current customer base

Financial Services 37%
Technology 14%
Energy 8%
Government 8%
Insurance 8%
Education 7%
Other 18%
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Revenue dechned 12% on an organic basis at constant currency,
impacted by continued budget uncertainty and reduced federal
services spending Customers continued to defer decisions, leading
to the delay of new and incrermental orders, the de-scoping of some
existing work, and the cancellation of some re-competes with
shorter-term extensions being awarded in their place Some work
was also switched to small business set-aside contracts Actions,
principally in US Services, to place the US cost base on a more
competibive footing resulted 1n an exceptional charge of $26 1m

In the annual year-end assessment of the carrying value of goodwill,
the impact of current market condihons resulted in a non-cash
impairment charge of £255 8m

Underlying operating profit* was £21 9m (2012 £32 1m) and

the underlying margin* was 4 6% (2012 & 0%), as a result of the
reduction involume and the more competitive trading environment
Inaddinon there was a change in revenue mix as lower margin NASA
work replaced higher margin sales

A strategic review has been initiated to determine the route to
maximum value in US Services This division possesses some strong
capabilities and market positions, but the Group needs to determine
the best way to maximise its performance and potental

Organic-Plus update

US Services has a broad customer base both within and beyond

defence Itscore business supports customers across the US federal
marketplace, delivering mission assurance, engineering, data

analysis, software and systems integration, cyber solutions, !
modelling, traiming and simulabon, logistics, managed services and '
field support Key sources of competitive advantage include the

division’s skilled employees, almost all of whom possess hugh levels

of secunity clearance, and the fact that these businesses enjoy

long-standing customer relatonships and attractive, longer-term

contract vehicles

Oue to the ‘cost-plus’ nature of most federal services cantracts,
overhead costs have a significant impact on competitiveness,
particularly in an environment where government budgets are under
pressure Restructuring was undertaken by QunetiQy North America
durning the year to reduce its cost base and maintain competitive
rates The majonty of these cost reductions, which resulted inan
excephonal charge of $26 1m, were in US Services and were focused
on cutting property and infrastructure costs, as well as reducing

Cyveillance provides early warning of internet and sccial media threats




Revenue Underlying operating profit* Underlying operating margin*
£475.6m £21.9m 4.6%

2013 £4756m 2013 £219m 2013 16%
2012 £534 5m 2012 £321m 2012 6 0%

Mission Solutions designs, integrates, installs and operates enterpnise IT solutions

management layers The focus was on reducing indirect costs while
maintaining bid and proposal activity Despite current budget
pressures, the US Government contracting market remams large,
and the DoD 1s committed to proteching investments in areas such

as C4I5R, space, cyberspace and unmanned systems, in which QinetiQ

possesses deep domain expertise At the year end, US Services had
over 100 proposals pending decision by federal customers at year
end, with a total contract value of more than S1bn

Lifecycle Solutions provides engineering services and helps
customers manage their fleets and supply chains New contracts
in¢luded a $17m award for condition-based maintenance from the
US Army’s Tank Automotive Command and contracts for technical
and logishcs support from the US Army’s Aviabion and Missile
Command Condition-based maintenance facilitates greater
automation of current processes and QunettQ’s track record with
the US Army presents a number of future opportunites

The Software and Systems Engineering bustness supports the
delivery of C415R and combat systems, and provides advice on
procurement programmes and equipment lifecycles The US

Government’s increased focus on the Asia-Pacific region represents

a resource shift to naval markets, and Software and Systems

Engineering 15 worktng to build on its good base of support contracts

in the manime domain Duning the year the business was awarded
an $80m contract by Naval Air Systems Command for Tomahawk
Command and Control work It was also selected for a five-year
blanket purchase agreement with a total celling value of $27m

by the US Coast Guard Nahonal Pollubon Funds Center

Note Year references {2013 and 2012) relate to the year ended 31 March

* Definmons of underlying measures of performance can be found in the glossary
on page 116

Case study Mission Solutions

What we do

+ Cyber intelligence protecting customers aganst
cyber attack

= Design, integrate, install and operate enterprise solutions
including IT and operational systems

Our competitive advantage

* Leading industry experts

* Key client relationships

* Proven track record of best value performance

* Trusted by Government to architect and secure netwarks

In an increasingly hostile cyber environment

32% Technical

Engineers
experts

9%

IT specialists

6%

Scientists

34%

Other
Where we operate
1 LasVegas NV 5 spnngheld VA
2 Albuguerque NM 6 Washington DC Region
3 DenverCO 7  Cleveland OH
4 RestonVA
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US Services continued

Case study" Defense Solutions

At the end of the year the two defense focused businesses, SSE
and Lifecycle Solutions, were integrated creating Defense Solutions

Software & Systems Engineering

= Support the delivery of C4ISR and combat systems, software
and IT

¢ Advice on systems engineering, procurement programmes
and equipment lifecycles

Lifecycle Solutions
= Avtation expertise in condiion-based maintenance
* Help customers manage their fleets and supply chains

Our competitive advantage
» Highly skilled employees
* Key client relanonships

» Track record of improving value for money through tools
and process-based efficiencies

» Leading edge open source, cpen architecture development

90% 26%

Engineers and IT specialists
program
managers
% 0

0 11%
Logistics Training &
experts simulation

specialists

6%

Other

Where we operate

1 FiBlissTX

2 FtHood TX

3 Husntsville AL

4  Redstone
Arsenal HSV AL

5 Clarkswile TN

6 St Charles MO

7 Belcamp MD

8 Hawan

9 CampbellCA

10 San Diego CA

11 Stennis MS

12 Panama City FL

13 Charleston SC

14 Norfolk VA
15 Quannco VA
16 Arhington VA
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At the end of the year, the division’s two defence-focused
businesses —Lifecycle Solutions and Software & Systems
Engineering, were integrated to create Defense Solutions, aligning
existing programmes with business development initatives and
removing duplicated overheads

Aerospace Operations and Systems supports spaceflight through
testing, engineering and launch services and has expertise across
all aspects of a space mission from design to launch Followng
cammencement of work in March 2011, revenue has continued to
increase on the NASA Engineering Services Contract at the Kennedy
Space Center The business also secured a 16-month extension to
the contract for environmental test integration services at the
Goddard Space Center Future opportunihes exist to leverage this
growth in space services to compete for new business with NASA,
as well as with commercial space companies and the United States
Air Force (USAF) During the year, the business won new mission
planning work with the USAF’s Electronics Systems Center at the
Hanscom Arr Force Base, and was selected for the TAASC 11 IDIQ
contract by the USAF Material Command

Mission Solutions provides cyber security, enterprise information
technology and software solutions principally to non-defence
customers including intelligence agencies and the Department of
Homeland Security (DHS) The majority of its employees have high
levels of security clearance and work an customer sites Quring
the year the business commenced the provision of cyber security
services at the Department of Transportation’s Volpe Center to
protect US transportation control systems and critical national
infrastructure It also received a $46m contract extension from
the DHS fornfrastructure support for the Customs and Border
Protection Agency In IT and software solutions, the business

15 positoned in a highly competitive market and revenue has
come under pressure during the year, but there are future
opportunities for its higher end offerings such as the provision

of Cloud-based solutions

Software & Systemns Engineering helps the U5 Armed Forces, primarily the Navy
and Marmne Corps, deliver C4ISR and combat systems to operating forces




Aerospace Operations and Systems 1s working to upgrade and modify the NASA
crawler transporter, supporting NASA’s space launch system

The Group Is nurtunng a select number of ‘Explore’ businesses
including Cyveillance® which identifies and responds to critical,
real-time intelligence on the Internet that represents a threat or
nsk to its customers Its customer base, which includes the majority
of the US Fortune 50, 1s primanly financial services compantes but
among this year's new awards were customers in the technology,
healthcare, FMCG, energy and professional services sectors
Following the appointment of a new leader in October 2012, the
business grew its revenues year-on-year, delivered improvements
in productivity and intreduced 24/7 operatons Demand for cyber
intelligence solutions is likely to increase with growing threats to
people, infrastructure, Cloud-based systems, mobile devices and
brand reputaten Cyveillance® 1s responding to this demand by
focusing on the delivery of commercial services, larger contracts
and higher margin offerings, particularly those that aggregate both
physical and virtual threat informaton

Case study Aerospace Operations & Systems

What we do
« Support spaceflight by testing software and spacecraft
together with engineering and launch services

» Analyse scentific data and manage risks

Our competitive advantage
« Highly skilled people

+ Involved in all aspects of a NASA mussion/lifecycle
from design to launch

» Program management of complex contracts

55% 16%

Engineers Systerns
and support developers
Service managers and analysts
Program Technicians
managers
and operations
Other
Where we operate
1 LosAngelesCA
2 DenverCO
3 Cleveland OH
4 NASA, Cape Canaveral FL
S  Melbourne FL
6 Greenbel MD
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Global Products

Extending our offerings
into wider markets

Case study Survivability

What we do

* Provide innovative products and solutions to US and allied
governments, enabling them to protect people and assets,
reduce operational costs and save lives

Our competitive advantage

= Sound engineering, product-focused culture
* Innovanve, Cutbng-edge technology base

* Deep understanding of customer problems

* Advanced engineening capabilities enabling rapid innovation
to meet urgent mission challenges

s Effective, affordable and timely soluhons
¢ The portfoho includes

EARS’ IWS™

Acoustic Integrated
Sensors Warrior
enhancing Systerm™
personal safety

LAST’

Armor
Field Installable
Applique Armor
System

Q-Net’
Protection
against
rocket-propelled
grenades

PADS’

Preaision Air
Drop system

Where we operate

1 Waltham and Franklin MA
2  Reston VA
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Revenue was £254 9m (2012 £325 Om), a 21% decrease on an organic
basis at constant currency, and was first half weighted, illustrating the
lumpy profile of the dvision’s revenue and its dependency on the
timing of shipments of key orders Q-Net® revenue was strong at
$120m but there was a reduction in demand for other confiict-related
products associated with the drawdown of the US troop presence in
Irag and Afghanistan Underlying operating profit* fell 8% to £61 Om
{2012 £66 2m) as the reduction in revenues was partially offset by

an improved mix of US product sales, which included a high proportion
of spares, and a one-off credit of £6m relating to a contract extension
for additicnal work already undertaken in the UK

Orgamc-Plus update

Globa! Products focuses on the provision of product-based solutions

to meet customer reguirements, complemented by contract-funded
research and development The division combines a cuthing edge
technology base with anintimate understanding of customer problems
To reduce the volatility of its revenue profile over time, CunetiQus
seeking to increase its portfolio of products and to find new markets
and applicatons for its existing offerings

The Survivability business provides innovative products to US and allied
governments, enabling them to protect people and assets, thereby
saving lives Inthe first ha!f of the year, it delivered two key orders

for the Q-Net® vehicle survivability product with a combined value

of 544m These orders were for Navistar’s MaxxPro® MRAP vehicles
and for the US Army’s Heavy Expanded Mobility Tactical Truck (HEMTT)
—the first time O-Net® has been fitted to a large haulage vehicle The
business Is leveraging the convergence of multiple military capabilibies
in order to expand its range of product offerings At the beginning of
2013, it launched its Integrated Warrnor Syster™ that enables a soldier
to plug-and-play mulbple sensors through a ightweight, wearable vest
and access data via a tablet or smartphone

The Unmanned Systems business 1s a world-leading provider of military
robots Although demand for TALON® robots has reduced as a result of
the drawdown of US troops, the business 1s finding new markets and
recerved $8m of TALON® orders from Poland and the Czech Republic
Unmanned Systems 1s also increasing its portfolio of products, receiving
a$13m order from the US Government's Joint [ED Defeat Orgamisation
far the new, lightweight Dragon Runner™ 10 robot and a $10m order
from the US Army's Rapid Equipping Force for innovative roebotic
apphque kits that convert Bobeats into remote-controf and semi-
autonomous systems for route clearance missions Other new products
include hghtweight tacticat robotic controllers that can simultanegusly
command avariety of unmanned assets and unattended ground sensors

Integrated Warrior System™ provides wital power and data connectivity to
improve command and control and situational awareness




Revenue Underlying operating profit* Undertying operating margin®*
£2549m £61.0m 23.9%

2013 £2549m 2013 £610m 2013 239%
2012 £3250m 200 £662m 2012 20 4%

Optasense taking the pulse of the planet

As military budgets are reduced, customer demand 1s iIncreasing for
solutions that extend the life of existing platforms and enhance their
capability to meet new mission challenges Global Products is also
leveraging the innovatwe, products-focused culture of its employees
to develop technology-based solutons for non-defence markets

An early example of this approach i1s a Smart Sensor System™ that
precisely measures voltage and current on power grids to monitor
the performance of distnibution networks The system was selected
by British Columbia Hydro to support its smart metering programme
and 1s currently in the testing and pre-production phase

The OptaSense® fibre-optic sensing business is the most mature of the
‘Explore’ opportunibes tn QinetQ'’s portfolio The business delivered
double digit revenue and profit growth, winning key infrastructure
monitonng contracts to protect a strategic pipeline cornidor inlrag and
the state-controlled Bywasan pipeline in India Whilst infrastructure
services has been the key early adopter market for OptaSense®, ollfield
services represents the biggest opportunity with a2 mult-billion-pound
market potental In this market, the business signed follow-on
contracts with Shell to fund £10m of product development over the
next three years and enable deployment of the technology throughout
Shellwithin a recurning services model, as well as to other companies
The end of the exclusivity period with Shell 1s a significant milestone

in the development of the OptaSense® business, which 1s now starting
to contract with other companies across the oil and gas industry

QunetiQ’s Space business has been rigorously assessed over the last
year and has the potential to deliver future profitable growth 1ts key
capahilities include ton engines and the Proba famly of mins satellites, the
latest of which was launched i early May by the European Space Agency

tn the “Test for Value’ category, early stage offerings are being tested
to determine the beast route to maximise value During the year, the
Zephyr® High-Alttude-Long-Endurance UAS technology was divested
to EADS Astrium for further development and the Energy from Waste
husiness was re-focused on core defence markets A number of
capabilites, such as E-X-Drive® hybrid electric drive, continue to

be developed for customer-funded programmes Others, such as
the GAIT™ GPS anti-jammer and the Modular Electronic Warfare
System [MEWS™) are being taken to market by partners, reducing
implementation and sales nisks Follow-on orders were receved for
the ALARM™ radar system which provides warning of in-coming
rocket fire The licensing of intellectual property remains an
important revenue stream, particularly in non-defence markets

Note Year references {2013 and 2012) relate to the year ended 31 March

* Defimhions of underlying measures of performance ¢an be found in the glossary
on page 116

Case study OptaSense®

What it does
» Distributed acoustc sensing delivering highly valuable data

» Converts standard fibre optic cable into thousands of virtual
microphones with the equivalent of one every ten metres

= Provides real-time, actionable data for oil field services
including fracking and vertcal seismic processing and other
verhical markets such as secunty and border protection

Our competitive advantage

» Exclusive patents and licensing in rapidly expanding
global markets

* Proventechnology with important commercial reference sites

127 40

Patent Countnes of
families operation
Significant expansion
of teamncreasing from
410 140 employees
over last fouryears
Where we operate

Qil and Gas

Transport

Defense and Security

Utlibes
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Chief Financial Officer’s review

Net cash position achieved

Dawvid Mellars
Chief Finanaial Officer

Group results overview

“The Group has reduced its
net debt by over £600m and
the balance sheet has the
strength to weather challenging
defence markets and the
capacty for carefully targeted
Investment choices.”

2013 2012
Revenue £m £m
UK Services 5973 6101
US Services 4756 5345
Global Products 2549 3250
Total 1,3278 14696

Strengthening of the balance sheet

£200m
£0m
(£200m)
Worlking Capital
(E400m} Retrement benefit
obligation {before tax)
Net {debt}/cash
{£600m) N Q
N &
N o & 3y
& $ + S -

Group revenue was £1,327 8m {2012 £1,469 6m), down 10% onan
organic basis at constant currency, excluding a £2 4mreduction in
revenue from the divestment of Spectro in the prior year, and a

£6 2m increase due to the strengthening of the US dollar exchange
rate This reflects the uncertain trading environment in particular
the impact of continued budget uncertainty and the expected
reduction in the demand for conflict-related preducts following
last year’s very strong performance

24 Qinetil Group pk Annual Report and Accounts 2013

UK Services revenue was relatively flat at £597 3m (2012 £610 1m)
In February, the five-yearly periodic review of the Long Term
Partnering Agreement {LTPA) was successfully completed, agreeing
terms with the MOD under which the customer will pay £998m

for the prowision of core test and evaluaton and training support
services through to March 2018

US Services revenue was £475 6m (2012 £534 5m), a 12% decrease
on an organic basis at constant currency, reflecting continued
budget uncertainty and reduced federal services spending
Customers continued to defer decisions as a result of this
uncertainty, leading to the delay of new and incremental orders,
the de-scoping of some existing work, and the cancellabon of some
re-competes with shorter term extensions being awarded in therr
place Inthe annual year-end assessment of the carrying value

of goodwill, the impact of current market conditions resulted

0 3 non-cash impairment charge of £255 8m

Giobal Products revenue was £254 9m (2012 £325 0Om), a 21%
decrease on an organic basis at constant currency, and was
weighted to the first half of the year illustrating the division’s lumpy
revenue profile and its dependency on the timing of shipment of key
orders Q-Net® revenue was strong at $120m, but, as expected,
there was a reduction in demand for other conflict-related products
associated with the drawdown of the US troop presence in lraq

and Afghanistan
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Revenue by customer 2013 £1,327 8m Revenue by customer 2012 £1,469 6m
MOD 35% MOD 31%
DeD 26% DoD 29% I
DHS 2% DHS 5% B
NASA 10% NASA 9% §'
Commercial Defence 6% Commercial Defence ™% 2 ‘
Civil/Other Government agencies 21% Cwil/Other Government agencies 19% % \
Group summary T
2013 20127 %
Revenue {£m) 1,3278 1,469 6 g}—'
Organic change at constant currency (10)% (11)% g
Underlying operating profit* {£m) 1687 1596 %
Underlying operating margin* 127% 10 9%
Underlying profit before tax* (Em) 1521 110 2
Underlying net finance expense (Em) 166 494 §
Underlying effective tax rate* 19 2% 19 5% g
Basic earnings per share {20 5)p 379p '5*
Underlying earnings per share* 18 9p 136p g
Dwidend per share 3 80p 290p %
Underlying net cash from operations (post capex} (Em)* 1759 2354 3
Underlying operating cash conversion* 104% 148% !
Net cash/{debt) (Em) 740 {122 2) '
Average USS/E exchange rate 158 160
Closing USS/E exchange rate 152 i60
Underlying operating profit*
2013 2012~
£m £m
UK Services 858 613
US Services 218 321
Global Products 610 66 2
Total 168 7 159 6
Underlying operating margin* 12 7% 10 9%

* Drefimitions of underlying performance measures can be found in the glossary on page 116

A 1AS 19 (revised) ‘Ermnployees benefits” has been adopted for 2013 and the 2012 comparatives have been restated accordingly
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Chief Finanaial Officer’s review continued

UK Services delivered a strong performance with underlying
operating profit* increasing 40% to £85 8m (2012 £61 3m*)

The resulting underlying margin® of 14 4% (2012 10 0%*) reflects
improved alignment with customer needs plus a more competitive
cost base and processes for better project execution as well as the
completion of final milestones on certamn projects

US Services underlying operating profit* was £21 9m (2012 £32 1m)
and the underlying margin® was 4 6% (2012 6 0%) as a resuit of the
reduction in volume and the more competitive trading environment
In addihon, there was a change in revenug mix as lower margin
NASA work replaced higher margin sales

Global Products underlying operating profit* fell by 8% to £61 Om
(2012 £66 2m} as the reduction in revenues was partally offset

by an (increase in underlying profit margin* from 20 4% n 2012

to 23 9% The margin improvement reflects the mix of US product
sales which included a high proportion of spares and a one-off credit
of £6m relating to a contract extension for additional work already
undertaken in the UK

The overall Group underlying operating margin* increased from
109%"t0 12 7%

Specific adjusting items*

Finance costs

Net finance costs were £17 9m (2012 £56 6m*} The underlying

net finance costs were £16 6m (2012 £49 4m#), with an addihonal
£1 3m (2012 £7 2m*) in respect of the pension net finance expense
reported within specific adjusting items The reducthion in underlying
net finance costs* reflects the accelerated interest costs of £27 4m
in the prior year, follewing the election to make early repayment of
5177m of private placement debt, which also resulted in a reduction
in the interest payable on the debt to £11 9m {2012 £17 5m)

Taxation

The Group’s underlying effective tax rate* was 19 2% (2012

19 5%*) The rate is primarily dependent on the geographic spht
of profits between the UK and US businesses and the avalability
of Research and Development relief

The UK Government has been consulting on its proposal to
introduce an ‘above the line’ credit for research and development
to be recogmsed in operating profit as a replacement for the current
credit, which i1s recogmised in the tax hne The mandatory move to
‘above the line’ treatment of R&D credits will now be delayed unti!
April 2016 subject to the Finance Bill receving Royal Assent in early
surmmer of 2013

At 31 March 2013 the Group has unused taxlosses of £202 7m
{2012 £200 0m) that are available to offset against future profits

The perfermance of the Group after allowing for specific adjusting items 1s shown below

2013 20128
£m £m
Underlying profit for the year attributable to equity shareholders of the parent company 1229 287
Impairment of goodwill (255 8) -
Amortsaton of intangible assets arising from acquisiions (14 0) {20 3)
Net restructuring (charges)/recoveries (16 3) 694
Pension past service gamn - 141 4
Pension net finance expense (13) (72)
Net gain in respect of previously caprtahised DTR programme bid costs - 41
Impairment of property 40) {19)
Gain on disposal of property - S
Gain on business divestments and disposals of investments 29 116
Impairment of investrments {06) -
Tax impact of items above 330 (48 5}
(Loss)/profit for the year attributable to equity shareholders of the parent company {133 2) 2463
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The resulting statutory loss after tax was £133 2m (2012
£246 3m* profit)

There has been a non-cash impairment of the acquired goodwill in
the US Services division of £255 8m, reflecting a severely constrained
budget environment, exacerbated by the enactment of sequestrabon
on 1 March 2013 Headroom in the cash generating units within

the UK Services and Global Products divisions remains significant

The net restructuring cost of £16 3m primarily reflects a charge of
$26 1m in QNA resulting from actions to place the US cost base on
a more competitive footing This programme will allow the business
to maintain compentive rates The majority of the cost reductions
are in the US Services division and are focused on cutting property
and infrastructure costs, as well as reducing management layers
The focus was on reducing indirect costs while maintaining id

and proposal actwity

Acharge of £4 0m (2012 £1 9m) was taken in the year against the
Group's owned properties These properties are no longer occupled
and, as no external tenant has been found, the assets are no longer
generating a return

The £2 9m gain on business divestment (2012 £11 6m)reflects

the $4 8m profit on the disposal of its investment in Infoscitex

by QNA Anincome statement charge of £0 6m (2012 nil) was taken
in the year as a result of the impairment of the Group’s investment
In Sciemus

Earmings per share

Underlying earnings per share* were 18 9p compared with 13 6p»
for the year ended 31 March 2012 benefitting from the increase in
operating profit and from last year’s decision to pay down private
placement debt Basic earnings per share reduced to {20 5)p
(2012 375p")

Dividend

The Board proposes a final dividend of 2 70p per share for the year
ended 31 March 2013 {31 March 2012 2 00p) Subject to approval
at the Annual General Meeting, the final dividend will be paid on

6 September 2013 to shareholders on the register at 9 August 2013

Other financials

Cash flow

The Group’s cash flow from operations before net restructuring
recovenies/costs but after capital expenditure was £175 Sm (2012
£235 4m) Underlying aperating cash conversion* remamned strong
at 104% (2012 148%"), despite the impact of increased contract-
funded capital expenditure in UK Services The net cash inflow in
the year on restructuring was £63 1m (2012 £8 9m outflow), which
includes the impact of £65m received from MOD in Apnil 2012
relating to the March 2012 settlement which discharged the MOD
from its accumulated habihihes for ratonalisaton costs incurred

IN previous years

* Definihons of underlying performance can be found in the glossary on page 116

Net proceeds received from the disposal of investments/businesses
totalled £3 8m (2012 £13 9m}, largely reflecting the disposal of its
investment in Infoscitex by QNA

At 31 March 2013, net cash was £74 Om, {2012 net debt of
£122 2m} This reflected the strong operating cash performance
together with the receipt of £65m from MOD in Apnl 2012

Total commutted faciliies available to the Group at year end
amounted to £446 3m {2012 £429 4Am) and the remaning Group
debt has no maturity before 2016

Pensions

The net pension defiait under 1AS 19 (revised), after deducting
deferred tax, was £40 4m {2012 £18 2m) The increase in net
pension deficit 1s primarily driven by macro-economic factors,
principally the reduction in the corparate bond yields that drive the
liability discount rate, partially offset by the impact of the increase
in the value of the equity and bond assets

The technical provisions basis of calculating scheme funding
requirements differs from 1AS 19.n that it does not use corporate
bonds as a basis for the discount rate but instead uses the rnisk free
rate from UK gilts, prudently adjusted for long-term expected
returns for pre-retireds Given the current extremely low gilt yields,
perhaps exacerbated by quantitative easing, a funding valuathon

of the scheme would probably have resulted in a bigger defiat than
the 1AS 19 methodology If performed at the year end

The adoption of 1AS 19 {revised) ‘Employee benefits’ has no impact
on the closing net pension hability The key assumptions used in the
1AS 19 valuation of the scheme are

Assumption 2013 2012
Discount rate 4 4% 4 8%
inflathon 27% 26%
Salary increase 37% 36%
Life expectancy —male (currently aged 40) S0 90
Life expectancy — female {currently aged 40) 92 92

» 1AS 19 {revised) ‘Employee benefits’ has been adopted for 2013 and the 2012 comparatives have been restated accordingly
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Chief Financial Officer’s review continued

Indicatwe effect on scheme habiines

Assumption Change in assumption {before deferred tax)
Discount rate Increase/decrease by 0 1% Decrease/increase by £25m
inflahon Increase/decrease by 0 1% Increase/decrease by £26m

Salary mcrease
Life expectancy

increase/decrease by0 1%
Increase by 1 year

Increase/decrease by £4m
Increase by £28m

Each assumption is selected by the Group in consultation with the
Company actuary and takes account of industry practice amongst
comparator hsted compames The sensitivity of each of the key
assumpnons 1s shown in the table above

The market value of the assets at 31 March 2013 was £1,256 5m
(2012 £1,107 9m) and the present value of scheme habilities was
£1,310 6m (2012 £1,139 4m)

The most recent full actuarial valuation of the defined beneht
section of the QunehQ Pension Scheme was undertaken as at

30 June 2011 and resuited in an actuanally assessed deficit of
£74 7m On the basis of this full valuation, the Trustees of the
scheme and the Company agreed the employer contribuhon rate
of 12 7% from 30 June 2011, and past service deficit recovery
payments of £10 5m per year for a six-year penod from 1 April 2012
As part of a package of measures to stabilise the scheme, the
Company has also contributed an asset in the form of an interest
through a Scottish limited partnership in a future income stream
of approximately £2 Sm per annum, increasing (n line with the
Consumer Price Index, for 20 years secured on certain propertes
owned by the Group

Finally, the Company and Trustees also agreed the key provision that
the Trustee will select the Consumer Price Index rather than the
Retail Price Index as the relevant index for the increase of pensions
in payment in respect of service before 1 June 2008 and for the
revaluation of preserved benefit, resulting in the one-off past
service credit of £141 4m in the year ended 31 March 2012

The next scheduled triennial valuation will be performed as

at 30 June 2014
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The Group funds 1ts cperations through a mixture of equity funding

and debt financing, including bank and capital market borrowings

At 31 March 2013 the Group’s total equity was £438 5m (2012

£599 4m) Net cash as defined by the Group was £74 Om (2012

net debt £122 2m)

The capital structure of the Group reflects the judgement of the
Oirectors of an appropriate balance of funding required The
Group's target 1s to maintain its geaning ratio below 2xEBITDA

Treasury policy

The Group treasury department works within a framewaork of

policies and procedures approved by the Audit Committee As part

of these policies and procedures, there 1s strict control on the use of I
financial instruments Speculative trading in financial instruments 1s .
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 hy the Group treasury function

Interest risk management

The Group seeks to reduce the volatility in its interest charge caused
by rate fluctuations A sigmificant portion of the Group’s borrowings
are fixed in the short to medium term through fixed-rate debt




Foreign exchange rnisk management

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

2013 2012
£/USS — average rate 158 160
£/USS —closing rate 152 160
£/USS — opening rate 160 160

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 matenial
transaction exposure at the point of commeitment to the underlying
transaction Uncommitted future transachons are not routinely
hedged The Group continues its practice of not hedging income
statement translation exposure To mimimise the impact of currency
depreciation of the net assets on its overseas subsidianes, the
Group seeks to borrow in the currencies of those subsidianes,

but only to the extent that its gearing covenant within its loan
documentation, as well as its facility headroom, are hkely to remamn
comfortably within limits

Tax risk management

QunetiQY’s tax strategy 1s to ensure compliance with all relevant tax
legislation, wherever we do business, whilst managing our effectve
and cash tax rates Tax 1s managed in alignment with our corporate
responsibility strategy in that we strive to be responsible 1n alt our
business dealings These principles are apphed in a consistent and
transparent manner in pursumng the Group’s tax strategy and in all
dealings with tax authorihes around the world

Credit nisk

Credit risk arises when a counterparty fails to perform its
obligations The Group Is exposed to credit risk on financial
instruments such as hquid assets, derivative assets and trade
receivables Credit risk 1s managed by investing iquid assets in,
and acquiring derivabives fram, high-credit quality financial
insbtutions Trade recevables are subject to credit hmits, control
and approval procedures across the Group The nature of the
Group’s operations leads to concentrations of credit risk on its trade
receivables The majonity of the Group’s credit risk 1s with the UK
and US Governments and is therefore considered minimal

Employees by sector 2013 9,498

UK Services 54%
US Services 35%
Global Products 11%

Insurance

The Group continually assesses the balance of risk ansing from the
operations undertaken aganst the insurance cover available for
such activities and associated premiums payable for such cover

A prudent and consistent approach to risk retention and scope

of cover 1s applied across the Group The Group has a policy of
self-insurance, through its captive insurance company, on the first
layer of specific nisks with insurance cover above these levels placed
in the external market with third-party insurers

Employees

Year-end employee numbers have decreased by 7% to 9,498 at

31 March 2013 The decline primarily reflects headcount reductions
tn the US to maintain competitiveness in the challenging market

Accounting standards

As a UK-listed company, the Group i1s required to adopt EU endorsed
IFRSs and comply with the Companies Act 2006 The effect of
changes to financial reporting standards (n the year is disclosed in
note 1 to the financial statements

Critical accounting estimates and judgements in applying
accounting policies

A description and consideration of the critical accounting estimates
and judgements made in preparing these financial statements is set
out In note 1 to the financial statements

Dawvid Mellors
Chief Financial Officer
23 May 2013

Employees by sector 2012 10,180

UK Services 51%
US Services 39%
Global Products 10%

* Definibons of underlying measures of performance can be found i the glossary on page 116
A 145 19 {revised) ‘Employee benefts’ has been adopted for 2013 and the 2012 comparatives have been restated accordingly
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Risks and uncertainties

Understanding and
managing our risks

Considerable progress has been made in the last year to improve
the effectiveness of QinetiQ’s risk management processes This

has included greater clanfication regarding the Board’s risk appetite
specifically linked to the Company’s growth agenda and our
Organic-Plus strategy

With the change of the Compliance Cornmittee to the Risk & CSR
Commuttee and its focus on risks where the primary inpact s
non-financiai, the Audit Committee retains a focus on purely financial
nisks The differentiation between pure financial and non-financial risk
has aided both the Executive and Board nisk review process, allowing
for greater focus on the effectiveness of relevant mibgations

Risks continue to be assessed according to the hikelihood of an
event’s occurrence and its impact The Group nisk register includes
an analysis of the potenhal exposures and severity of each risk {as
a function of ts likelihood and impact}, the assumptions underlying
each risk and the mitigation required to manage 1t

Risk Potential impact

The Group risk register constders

¢ The authonty, resources and coordination of thase involved
the identification, assessment and management of the significant
risks the organisation faces,

* The response to the significant nisks which have been identified
by management and others,

* The monitoring of reports from Group management, and

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

The Group 15k register is reviewed by the Execubive and the Board
and, in addition, the risk owners present an update of current status
and mibgating actians by rotation throughout the year

Mimgation

Defence
market

The financial burden on both UK and US government
budgets from the current economic downturn and the
requirement tq reduce budget deficits will lead to reduced
spending in the markets in which the Group operates

In particular, the UK 1s reducing its defence budget by 8%
in real terms by 2015 and, in addition, 1s seeking to remove
signtficant overheating in its equipment programme

In the US, sequestrabion was enacted on 1 March 2013
and government departments are working through its
impact on levels of expenditure and future project

Qur focus on a range of markets in aerospace, defence,
security and intelligence provides a degree of portfolio
diversification The Group will continue to review trends
n defence, aerospace and security expenditure in arder
to align the business with those trends

Whilst UK government expenditure remains under
pressure the MOD has made considerable progress in
balancing its budget In defence research, where QunetiQ
1s the private sector market leader, spending has been
stabilised at about £390m pa unhl 2015

prioriies Any reduction in government defence and
security spending in either the UK or the US could have
an adverse impact on the Group's hinancial performance

Current plans of both US and UK governments are

to drawdown troops from Afghanistan by the end

of 2014 A sigmificant shift 10 policy by either the US
Admimistration or the UK Government, which resulted
in a significant reduction in the number of forces
personnel present in Afghanistan, or a change in

the nming, may have a matenally adverse impact

on the Group’s financial performance

The Group manages this by maintaining a market focus
and competitive positioning 1n adjacent markets,
including defence services (which are not directly
conflict-related), aerospace, space, security and
inteligence, which provides a degree of portfolio
dwersification The Group s also seeking to increase
its portfolio of products and to find new markets

and apphcations for its existing offerings

The aerospace, defence and secunty markets are highly
competiive The Group’s financial performance may
be adversely affected should it not be able to compete

in the markets in which 1t aims to operate

QuinetiQl seeks to focus on areas within these markets
in which its deep customer understanding, doman
knowledge, technical expertise and platform
independence provide a strong proposition and

a significant advantage in competitive bidding

Government customers seek to prevent Organisational
Conflicts of Interest {OCI) occurring where the companies
provide solutigns as part of the defence supply chamn and

cansultancy services as a technical advisor

QunetiQ) takes proactive steps to manage any potential
0OCl and to maintain its ability to provide independent
advice through 1ts consulting and systems engineering
activities A formal compliance regime operates in the UK
with the MOD In March 2012, QunetQ agreed with the
MOD that it coutd adopt the generic compliance regime
1in use with other companies, replacing a QinetiQ-specific
one This change will not affect the ngour of the
comphance process
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Risk Potenbal impact Mitigation
Contract A matenial element of the Group’s revenue is denved In February 2013, the Group successfully completed the
profile from one contract The Long-Term Partnering Agreement  five-yearly periodic review of the LTPA, agreeing terms
(LTPA) 15 a 25-year contract to provide a variety of with the MOD for the provision of core test, evaluation
evaluation, teshing and training services to the MOD and training support services through to March 2018
The oniginal contract was signed in 2003 The LTPA operates The Group continues to achieve customer performance
under five-year penads with specific programmes, targets and satisfaction levels, and significantly exceeded the
and performance measures set for each period In the agreed minimum performance rating of 80% in 2012
cu rren‘t year, the LTPA directly contributed 14% of the While achieving the performance scores, the Group
Group’s revenue and supported a further 8% through has achieved stignificant cost savings for the MOD on
tasking services using LTPA managed facilihes The loss,
repeated services
cancellation or termination of, or significant reduction in,
this contract would have a matenal, adverse impact on
the Group’s future reported performance
The amounts payable under some government contracts The contract and orders pipeline 1s regularly reviewed
can be significant and the timing of the receipt of arders by senior operational management
could have a matenal impact on the Group’s performance
in a given reporting perod
Some of the Group’s revenue 1s derived from contracts The nature of many of the services provided under such
that have a fixed price There s a risk that the costs fixed-price arrangements 1s often for a defined amount
required for the delivery of a contract could be higher of effort or resource rather than firm deliverables and, as
than those agreed in the contract, as a result of the a result, mitigates the nisk of costs escalating The Group
performance of new or developed products, operational ensures that its fixed-price bids and projects are reviewed
over-runs or external factors, such as inflanon Any for early detechon and management of 1ssues which may
significant increase in costs which cannot be passedonto  result in cost over-run
a customer may reduce the prohtability of a contractor
even result in a contract becoming loss-making
Pension The Group operates a defined benefit pension scheme Pension scheme performance is reviewed regularly by
scheme in the UK There s currently a deficit between the Group management, in conjunchion with the scheme’s
projected hiabihty of the scheme and the value of the independent trustees External actuanal and investment
assets it holds The size of the defict may be materally advice s also taken on a regular basis to ensure that the
affected by a number of factors, including inflation, scheme 1s managed in the best interests of both the
investment returns, changes in interest rates, and Group and the scheme’s members The most recent
improvements in life expectancy Anincrease in the trienmal funding valuation of the scheme, as at 30 June
deficit may require the Group to increase the cash 2011, resulted in a defict of £74 7m
COntI’IbUtl?nS to the scheme, which would reduce The Group and trustees have agreed a package of
the Group’s cash available for other purposes measures to enhance the secunity of the scheme,
including deficit recovery payments over six years,
the use of CPI rather than RPI for indexation purposes,
and an asset-backed funding programme The next
funding valuation of the scheme 15 at 30 June 2014
The Group and the Trustees continue to work on the
de-nsking of the hability profile of the scheme
Us foreign In the US, the Group undertakes work that 1s deemed The Group has procedures in place to ensure that these
ownership to be of importance to US national security and 15 arrangements remain effective and to respond to any
regulatons therefore subject to foreign awnership regulations changes that might occur in US athtudes to foreign

Arrangements are in place to insulate these activities
from undue foreign influence as a result of foreign
ownership Faillure to comply with the regulations could
result In sanctions, and suspension or debarment from
government contracts, as well as reputatonal damage
to the QunetyQ brand

ownership of such achviies This section entitled
‘Management and control of US subsidiaries’ on page 45
of this report provides details of the proxy agreement
between QuinetiQ North America and the US OoD, that
regulates the ownership, management and operation

of QunetiQ’s principal US subsidiaries
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Risks and uncertaintes continued

Risk Potential impact Mitgation

Significant The Group operates in highly-regulated environments The Group has procedures and, where appropriate,
breach of and 1s subject to numerous domestic and international training in place to ensure that it meets all current
relevant laws The Group recognises that its operations have the regulatons Together, these ensure the Group manages
laws and potential to have an iImpact on a varety of stakeholders corporately and at local business level, the effective
regulations and that fallure to comply with parncular regulahons identification, measurement, and control of regulatory

could result in a combination of fines, penaites, civil
or ciminal prosecution, and suspension or debarment
from Government contracts, as well as reputational
damage to the QunetiQ brand

Key areas of focus for the orgamsation include,

nsk Local management continuously monitors local

laws and regulations, and policies are in place for the
appointment of adwisors to support business devetopment
Professional advice 1s sought when engaging in new
territones to ensure that the Group complies with local
and international regulations and requirements

Safety hability from failure of a product, service
or advice as well as workplace health, safety and
environmental matters

Robust training, palicy and processes exist to ensure
the safety of products, services and advice and to
protect employees and others affected by QinetiQ
operatons Recent successes include external
accreditation of our Safety Management System and
continuing authonsations for regulated design and
maintenance services in the aviation arena (page 34)
QunettQ also undertakes human factor and behawioural
safety training to embed 1ts safety culture

Bribery and Ethics

The QunetiQt Code of Conduct outhnes a strong stance
on anb-bribery supported by annual training of all
employees, procedures and systems for managing
international business, payments to commercial
intermediaries, gifts and hosmtality Performance
was reviewed externally and benchmarked against
others in this sector (page 34)

US Proxy Regime

Procedures are in place to ensure that these regulanons
are adhered to, speciically with regard to communication
with staff at QinetQ’s principal US subsidiaries
Comphliance data 1s maintained and monitored by

the Executive and Board

International Trade Controls

Ongeing comphiance has been supported by a programme
to improve QinetiQ’s handhing of legacy matenals as well
as to improve our systems and processes for the handling
and management of new matenals and electronic data
Investment in this area supports our plans for growth

in the international arena as well as buillding confidence

in how we manage existing regulatory requirements

Tax legislation

Qinet1Q 1s hiable to pay tax in the countries in which
it operates, princtpally in the UK and the US Changes
in the tax legislabon 1n these countries could have an
adverse impact on the level of tax paid on the profits
generated by the Group

External advice and consultation are sought on potental
changes in tax legislation in both the UK and the US This
enables the Group to plan for and mitgate potential
changes n legislation

The Group 1s currently actively engaging with HM
Treasury an the proposal to move R&D tax credits out of
the tax charge and ‘above the hine’ into operating profit
Legislahion has been published in the UK which, subject
to Royal Assent, will bring a mandatory ‘above the line’
approach from 1 April 2016 This could increase the
Group’s effective tax rate over hime towards a blend

of the US and UK corporation tax rates

The Group has £202 7m of tax losses carrnied forward
asat 31 March 2013 (2012 £2000m)
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Risk

Potential impact

Mitigation

Breaches of
data security
and fallure of

The Group operates in a highly-regulated information
technology environment The data held by QunetiQs
highly confidental and needs to be totally secure,

Information systems are designed with consideraton
of single points of failure and the removal of risk through
munor and major system failures The business mamtains

IT systems particularly agawnst a background of increasing business continuity plans that cover both geography,
cyber threat A failure of systems could have an e g sites and businessunits, and the technical capability
impact on contract delivery leading to a loss of customer of staff These plans cover a range of scenanos, including
satisfacton loss of access to information technology systems
Abreach of data security could have an impact on our The plans are tested at appropriate intervals Data
customers’ operations and have a significant reputational  SECUNty s assured through a multr-layered approach
unpact, as well as lead to the possibility of exclusion from 113t provides a hardened environment, icluding robust
some types of government contracts, with a detrimental physical secunty arrangements, data resilience strategies
impact on the Group's financial performance and the application of security technologies, as well as

comprehensive internal and external testing of potental
vulnerabilibes In addihon, the systems are monitored
and managed on a 24/7 basis
The Group's financial systems are required to be A significant amount of effort 1s invested in engaging
adequate to support US and UK government contracting with US and UK government contracting audit agencies
regulations to enable them to testand opine on relevant financial
systems and data, and on implementing any recommended
improvement ptans
Workingin a QunetiQ operates internatonally The nisks associated While the core activities of the Group are confined to the

global market
place

with having a large geographic footprint may include
regulation and administration changes, changes in
taxation policy, poliical instabiity, cwvil unrest, and
differences 1n culture and terms of reference, leading
to a lack of common understanding with customers

Any such events could disrupt some of the Group’s
operatons and have a material impact on its future
financial performance

UK and the US, it continues to explore potental customer
relatonships across the globe These new relationships
are assessed for their mherent nisks, using our
international Business Opportunity Management

process before being formally entered into

The Group 1s exposed to volahlity in exchange rates

as a result of the international nature of its operabons
This includes a translational impact on the key financial
statements as a result of the Group reporting its financial
results in sterling The Group has imited transaction
exposure as its revenue and related costs are often borne
in the same currency, principally US dollars or sterling

Of the Group’s total revenue, approximately 45% 1s
contracted «n sterling, 50% in US dollars and 5% in

other currencies

The Group actively hedges all significant transactional
foreign exchange exposure, as described in the notes

to the financial statements, and has adopted hedge
accounting The Group's objective Is to reduce medium-
term volatility to cash flow, margins and earnings

The Group protects its balance sheets and reserves

from adverse foreign exchange movements by financing
acquisibons in North America with US dollar-denominated
borrowings, thereby partially mitigating the nisk as US
dollar earnings are used to service and repay US dollar-
denominated debt

The Group reltes on the proper functioning 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 to the extent borrowings
are issued at floating interest rates

The Group maintains a prudent level of committed
funding factites a five-year multi-currency facility
totalling £282 8m was provided by its relahonship banks
and signedin 2011 This 18 currently undrawn The Group
also uses fixed-rate debtinstruments issued to US private
placement investors with matunty dates up to 2018

Recruitment &
retenbon

QunetiQ operates in many speciahsed engineenng,
technical and scientific domains There 15 a nisk that key
capabilibes and competencies are lost through failure to
recruit and retain employees within the orgamisaton due
to internal factors as well as across the sector due to
macro factors affecting the desirability, intake and
training of engineers, scientists and technologists

The Group conducts regular activity to identify key roles
and personnel Succession plans are in place looking
internally at suitable candidates ready now or in need
of development to fill particular roles as well as external
achwity to identify talentin industry the organisation
may wish to attract
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Corporate responsibility and sustainability review

Meeting stakeholder

expectations

“Managing risk, protecting
our reputation and operating
responsibly and safely are

key priorities.”
Leo Quinn, CEQ

Governance and strategy

The Group Risk & CSR Commuttee (page 47 of this report) meets
regularly and receives reports on ethics, environment, health and
safety and broader corporate responsibility and sustainability
1ssues In the US, the QNA Board oversees these achwities,
obtaiming independent assurance on the adequacy of its
comphance programmes on an ongoing basis

Key policies and management systems underpin our corporate
responsibility programmes In the UK these include our environmental
management system cerbfied to ISO 14001, and our health and safety
management system certified to CHSAS 18001 In the UK, a business
assurance tool assists the assurance and monitoring process Qur US
business has established palcies, procedures and programmes in
place to ensure comphance with US federal labour, environmental,
health and safety and other laws and regulations QNA has ISO

9001 2008 and 150 5001 AS9100 certihied at three key sites

In accordance with our corporate responsibility strategy, we aim to
centinue to embed our programmes such that ‘how we do business’
aligns with stakeholders’ expectations of responsible business New
nihatives that are designed to help us continuously improve our
performance are also regularly introduced

Meaningful stakeholder engagement

We seek to engage with key stakeholders to help shape our strategy
and prioribes We regularly engage with investors directly and
provide information to relevant ratings agencies We have a regular
dialogue with the MOD on sustainability Employees are infformed
and involved in programmes through a range of channels such as
the UK Employee Engagement Group as well as regular townhalls
and employee surveys

Pursuing high ethical standards

The Group’s Code of Conduct provides clear guidance on ethical
standards and gwides employee behaviour in business activities
Annual business ethics training 1s mandatery for all employees and
the Group Board We also run additional training for those in hugher
nsk roles Our Chief Ethics Officers are semor executives Risk
management 1s embedded in business processes and we use

third parties for due diligence, where appropnate
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Employee involvement

Safety, health and wellbeing

The safety, health and wellbeing of our people remans a prionty
with a continuous focus on driving down accidents by providing
training, raismg awareness of safe working practice and improved
reporting QinethiQ’s UK occupational safety record continues to be
strong, for example, the UK RIDDOR (Reporting of Injunies, Diseases
and Dangerous Occurrences Regulations) rate for 201315 1 80

per 1,000 employees which 15 well below the Health and Safety
Executive ‘all industries’ benchmark of 4 46 per 1,000 employees
There were no prosecutions or prohibition or improvement notices
1ssued by regutators duning year

Meeting our 2013 objective, our UK health and safety management
system was certified to OHSAS 18001 supported by inthatives such
as the QunenQ Visible Active Leadership campaign, focusing on
safety culture and behaviour and the Actions Speak Louder Than
Words programme, empowering employees to take action and be
active tn accident prevention

“We are delighted that our UK
safety management system has
been certified to OHSAS 18001,
meeting our 2013 objective.”

In our US operations, health and safety training 1s focused on
empowering employees to operate safely We have rolled out five
specialist courses in health and safety within Technology Solutions
Additionally on our NASA contracts we have 980 employees trained
in the NASA Voluntary Protection Program and 40 NASA Area Safety
Representatives

Lost ime ncidents per 1,000 employees® 2013 2012
QinetiQ Group {excluding GNA) 536 553
QNA 145 112
QunetiQ Group 370 355

It s important to the Company that we support our employees 1n
their health and wellbeing in the US, the vitality Weliness Program
introduced in 2011 as part of the existing Health in Mohon imifiative,
supports employees and their families Programme incentives
include reduced health insurance premiums, prizes for attaining
potnt levels and discounts on health clubs and equipment 60%

of employees who participate in Company medical insurance are
engaged in the programme The UK Wellbeing Programme provides
practical help and assistance on a wide range of personal and
work-related 1ssues, including the prowision of a confidential
resource for support and information In the UK, employees

have access to a competitive range of employee benefits through
QinehQ Benefits+, a flexible benehts package

* Two QNA nadents have been reclassvied and so 2012 LT for QNA and for Group
are shghtly lower than reparted last year




Safety objectives and performance
2013 objectives

* Reduction in reportable UK
incidents to zero by 2014
2014

* Attainment of OHSAS 18001 1n

the UK by 2013 certfication inthe UK

Case study Safety stop

On 20 July the employees in QinetiQ’s Alr, Weapons and
Mariime businesses stopped their daily activibies and dedicated
two hours to focus on the toptc of safety The event was
designed to signal that safety comes first As part of the ‘Safety
Stop” employees, together with some of our customers,
discussed safety 1ssues and how to improve safety further

The feedback generated over 800 safety ideas, many of which
have been taken forward into daily operation

Safety of products, services and advice

Whether providing traditional products, specialist advice or other
services, delivering safely underpins our offering to customers

In recent years QunetiQ has invested heawily to attract and maintain
competent engineers, technologists and sctentists with specialist
safety expertise Inthe UK, Technical Assurance and Independent
Design Review have been fully integrated into our day-to-day
business delivery processes Improvements continue to be driven
by our Engineering and Technical Leadership Team, supported by
independent assurance actvity In addibon to maintaiming and
developing its design and maintenance accreditatons for safety
critical work, through vartous committees and working groups,
QunehQ actively supports collaborative working with 1ts main UK
customer, MOD, and other industry orgarisations to develop and
implement common safety standards and practices QOur US
business continues to use technical excellence to improve the
safety and usability of their products and as a critical component
in delivering support services tn unique and safety critical
environments for the Department of Defence and NASA

Involving our people

An independent UK annual employee engagement survey had a
response rate of 74% Action planning s taking place at a dvisional
level to build on successes and address areas for improvement
The UK Employee Engagement Group (EEG) compnises 40
representatives at local and nahonal level, elected by employees
to improve engagement and act as a consultative body on
developments within the Company In the last year the EEG has
become established and played an active role in monitoring and
feeding back on employee views, with consultation on topics such
as pay, pensions and employee wellbeing In the US an employee
survey response rate of 63% was achieved For every employee
submisston, QNA made a charitable donation to the Fisher House
Foundation, which helps veterans and their families with housing
and medical requirements, resulting in a total donation of $13,000

Progress and achievements

* We continue to work towards
zero reportable incidents by

= We have attained OHSAS 18001

Status 2014 objective

* Ongoing * Reduction in reportable UK incidents
by 2014

* Achieved

Future plans for engagement inthe US business include employee
focus groups Senior leaders from across the Group met at the
annual QunenQ Leadership conference in Apnil this year

The Company operates the ‘My Contribution’ programme which
enables emplgyees to actively take part in business improvement

People Who Know How

At QinetiQ, we aim to grow sustainable earnings and to increase
our customer sabsfaction Itis our ‘People Who Know How',

who will give QunehQ its compentive advantage and consistently
exceed our customers’ expectations To ensure we increase our
capability, QunettQ UK 1s building a foundation for the future in
Learning and People Development, providing our employees with
the tools and opportunites to drive their own career, maximise
potential and knowledge share Performance will be supported
through development toolkits, increased online learning capabihity
and bespoke programmes delvered in house and by award winning
supplers Our people agenda demonstrates CinetiQ's commitment
to offer development to all employees

We have increased the number of UK apprenticeships and, as well
as the tradiional subjects such as aeronautcal engineering that
we have been offering at our apprentice school for over 40 years,
we have included new apprenticeships in areas such as facilines
management

Sam Pnchard, Apprentice {left), recewving an award for Mechanmical Apprentice
of the Year from Gaz Bortand, MD Aur

QinetiQ Groupple Annual Report and Accounts 2013 35

sauewsanod sjelodior MIINDS SSIUISNE MIIAIIAD

SIS [eDULUL

OGO [PUDIPPY




Corporate responsibility and sustainability review continued

Case study * My Contribution — Energy Saving

My Contribution offers QinetsQ employees the opportunity
to get involved i business improvement, both in terms of making
suggestions and being empowered to put them into action

Thus year’s My Contnbution ‘Quick Win of the Year’ was awarded
to Norman Ternll, Adwisor — Shore Integration Faaility, based

at Portsdown Technology Park, whose achievements were
recognised at the 2013 My Contnbution Showcase

Nerman identfied a number of improvements which would
help his local site to save energy This included installing sensors
and timers, puthing in a process for turming off heavy equipment
when not in use and introducing a ‘switch-off’ activity to the
end of day secunity close down — all amad at making sure

that when rooms and equipment are not in use we're not
wasting electricity

Dr 5am Healy, Head of Sustainabtlity and Corporate
Responsibility, said “It’s great to see someone with so much
passion and energy recognised for their contnibution My
Contribution empowers people to make a difference”

In the US, the employee performance appraisal process has been
enhanced to improve employee ownership of career development,
planning by supervisors and to better align employee development
with our US business objectives Employees are supported in the
attainment of professional and technical certfications and degrees
Our US business 1s an ITIL {information Technology infrastructure
Library) Foundation Certification Training provider, with two
cerbfied instructors US employee service and accomplishments
are recognised through a variety of bonus programs

Diversity and inclusion

QunehQ provides an environment of respect and inclusion

that recogruses and values the unique skills, experiences and
perspectives that each employee contributes toward our business
success In the US, a Diversity Recruibing Strategy has been
introduced to focus on the recruitment of under-represented
groups This strategy will particularly focus on creating a rich
pipeline of candidates from these target groups for future positions
In the UK, we are commttted to launching a new diversity and
inclusion programme Currently the percentage of women working
in the UK business s 20% and 28% of the US workforce is female
We are committed to the fair treatment of people with disabilihes
in relabon to applications, training, promotion and career
development If an existing employee becomes disabled, the
Group's policy 1s to provide continuing employment and training,
wherever practicable We have Two Ticks accreditation in the UK,
demonstrating we are committed to employing disabled people

Environmental objectives and performance

2013 objectives Progress

* 15% reduction in UK carbon emissions by
2015 — to be delivered through investment
projects, reducing business travel and
improving employee engagement

* Programmes

by 2%

* Continue to Improve waste management
in the UK in relation to the whole waste

hierarchy, not ssimply recycting waste streams
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underway, absolute
emisstons reduced

* Tramning delivered and
impraved mapping of

Norman Ternll (centre) recerving hus award from Leo Guenn (left)
and Mark Elliott [nght)

We value the diversity of experience which drives the creativity and
nnovation of our engineers and scientists — People Who Know How
The different approaches that our people take in solving our
customers’ challenges gives us compenhtive advantage and the
ability to retain and win new business

Environmental stewardship

The reduction of the environmental impact of our operations
remains a priority Qur UK Environmental Management System

1s certified to IS0 14001 and covers our estate and the sites we
manage on behalf of the MOD The delivery of test and evaluabion
and training support services is conducted on MOD sites, many
of which are designated conservation areas of national and
international importance, including St Kilda, a World Heritage Site
As a result, sustainability appraisals are regularly carned out to
identify and mitigate any impact to the flora, fauna and any other
sensitive receptors of the acbvibes undertaken

Greenhouse gas emissions

Monitoring of our UK carbon footprint shows a year-on-year reduction
in emissions Arrangements for data capture of greenhouse emissions
across the Group have been rolled out using guidance and emission
factors published by the Department of Environment, Food and Rural
Affairs A 15% reduction in carbon emissions over three years {with a
2012 baseline] 1s our target in the UK This will be achieved by making
infrastructure more energy efficient and engaging employees to
change behaviour The theme of our UK annual Environment Week
campaign in 2013 was focused on more sustainable trave!

Status 2014 objectives
s Ongoing * Reduce carbon emissions in the UK
by 15% (2012 baseline) by 2015
+ Data streams to capture greenhouse gas
emissions for Group
» Ongoing « Encouraging reduction In waste, increased

re-use of assets, and enhanced
segregation of waste streams for recycling




The emissions data in the table below shows UK emissions for 2013
Our Australia business reported 333 tonnes CO,e from electricity use

UK Emissions [ktonnes CO,e) 2013 2012
Scope 1-—gas! 951 822
Scope 1-o1l 506 561
Scope 1 -travel 569 545
Scope 2 - electricity 4419 4557
Scope 3 -travel? 540 643

Total emissions 69 85 7129

1 Gas usage up due to adverse weather condihons
*Travel includes land vehicles and aircraft
*Travel includes flights and cars but excludes trawns and ferries

UK waste management

We continue to focus on improving waste management through
training, mapping waste streams, improving data collection
processes and encouraging re-use of assets Total waste this year
was 4,904 tonnes, including 211 tonnes of hazardous waste

This represents an increase on last year’s total due to significant
footprint rationalisation and building warks, combined with the
improved capturefrobustness of data There has been a sigmficant
diversion of waste from landfill (approximately 85%) The aim for
2014 1s to conthnue encouraging reduction in waste, increased
re-use of assets, and enhanced segregation of waste-streams

for recyching

Sustainable procurement
As a key supplier, our active engagement with the MOD on
sustainability reflects our commitment to sustainable procurement

Case study ' Powerboat Challenge

The QunetiQ Schools’ Powerboat Challenge provides pupils

with an exciting and valuable opportunity to understand the
importance of STEM within the manne industry The annual
compention is held in the Ocean Basin at Haslar by the Mantime
Dwision In 2012, 13 teams frem ten schools in Hampshire and
Dorset designed, built and raced their own model powerhoats
The pupils were given a design brief by QinetQ, along with some
of the equipment and parts they need to build the boats and
were supported by QunetiQ scientists and engineers throughout
the project They then raced their boats against each other and
were Judged by a panel of our experts Commenting on the event
Sarah Kenny, MD Maritime, said “This event was about
encouraging more youngsters to take up science subjects and
become the marine engineers of the future There's a national
skills shortage i engineering and part of QunetiQ’s commitment
15 to bring local schools here ”

Investment in our community

Our commitment to enthusing and attracting the next generation
of scientists and engineers 1s reflected in our work undertaken

on STEM (Science, Technology, Engineering and Maths) Outreach
This programme plays to the strengths of a highly skilled technical
workforce and helps young people discover new opportunities for
learning and for their future Inthe UK our employee engagement
scores on ‘giving something back’ rose by 6% due to the matuning
of our volunteenng programme, regularly celebrating the success
of our community actvities and geting employees actively involved
in choosing our new UK charity partners In the US we support
educational enrichment through the National Guard Youth
Foundation, Warld Affairs Council, Naval Historical Foundation
and vanous robotics education programmes There 1s also

a particular focus on supporting wounded mihitary and their
families by contributions to a range of specialist organisations

Across the Group we have corporately donated £180,492 this year
to registered charites Of this amount £31,314 was donated to our
UK corporate chantes, £72,942 for education, £17,067 for military
charities (other than the corporately chosen military charity) and
£59,169 for diverse other causes in addition employees have raised
£30,184 for our UK corporate chantes, chosenin April 2012 (8NLI,
Cancer Research UK and Help for Heroes) for which they received
matched funding and £31,633 through UK payroll giving

For detailed information on Carporate

Responsibility and Sustainability visit
www QinetiQ cam/responsibihty

Sarah Xenny, MD Martbme, at the Powerboat Challenge
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Corporate governance

Board of Directors

Appointment to the Board

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

Committee memberships

« Nominabens Committee (Chairman)
» Remuneraten Committee

¢ Risk & CS5R Committee

Skills and experience

Mark Ethott Mark 15 a Non-executive Director of G4S plc He was a

Non-executive
Chasrman

(64) also Chairman of its Remuneraton Committee) and

Reed Elsevier NV from Apnil 2003 until Apnl 2013

He was previously General Manager of IBM Europe,
Middle €ast and Afnica and was a member of IBM's
Worldwide Management Council

The Board considers that Mark’s extensive experience

in the technalogy services sectar, in the LIS and Eurgpe,

together with his exposure to a vanety of industry
sectors on the boards of FTSE listed cormpames, 1s a
valuable asset to the Group in terms of leadership and
of addressing the strategic issues that affect the Group

Appointment to the Board
Appotnted Chief Financial Officer in August 2008

Comruttee memberships
* Risk & CSR Committee
* Security Committee

Skils and expenence

David was previously deputy Chief Financial Cfficer
of Logica plc He was also Chief Financial Ofhcer of
Logica's international division, covering operations
in North America, Australia, the Middle East and Asia
and, before that, was the Group Finanaial Controller
His earlier experience includes various roles with
CMG ple, Rio Tinto ple and Price Waterhouse

He 1s a member of the Institute of Chartered
Accountanis in England & Wales

Dawid Mellors
Chief Finanoal Officer
{44)

Appomintment to the Board
Appointed Non-executive Director in February 2003

Committee memberships

* Audit Committee

Nominatons Committee
Remuneraton Committee

Risk & CSR Commuttee (Chairman)
Security Committee {Chatrman)

* a0

Skills and experience

Colinis currently 3 member of the Board of the Royal
Mint and Chaur of its Audit Commuttee He has held
semor posts in government, including Managing
Director of the Cabinet Office from 2003 unbl hus

Colin Balmer
Non-executwe Director
{66)

retirernent in 2006 He was previously Finance Directar

of the MOD and was responsible for QinetiQ’s
privatisation

Notwithstanding that Colin has served on the Board
for more than nine years, the Board considers that

he remains independent in character and judgement
Further, the Board considers that Colin’s extensive
knowledge of the development of QinenQ, and his
in-depth understanding of the working of government,
continue te provide the Board with a unique insight
into the issues government faces in delivering s
procurement ohjectives
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Non-executive Director of Reed Elsevier Group plc (and

Leo Quinn
Chief Executve Officer
(s6)

Michael Harper
Deputy Chasrman and
Senior Independent
Non-executive Director
(68}

Noreen Doyle
Non-executive Director
(64)

Appointment to the Board
Appomnted Chief Executive Officer in November 2009

Committee memberships

+ Nominations Committee

= Risk & CSR Committee

¢ Security Committee |

Skills and expenence |
Leo was Chief Executive Officer of De La Rue plc between

2005 and 2009 He was previously Chief Cperating

Qfficer of invensys plc’s Producton Management

Dwiston and before that spent 16 years with Honeywell

Inc In a variety of senior management roles in the USA,

Furgpe, the Middle East and Afnca He was formerty

a Non-executive Director of Tomktns plc

Appointment to the Board

Appointed Non-executive Director in November 2011
Appainted Deputy Chairman and Senor Independent
Non-executive Director in February 2012

Commuttee memberships
Audit Committee
Naminations Cammittee
Remuneration Commutiee
Risk & CSR Committee
Secunty Cammittee

* 8 8 &

Skills and expenence :
Michael was appointed Chairman of BBA Aviation plc in

June 2007, having joined the Board in February 2005

He 15 also Chairman of Ricardo plc He was Chairman of

Vitec Group plc from 2004 10 2012 and was previously

a Director of Willams plc where, at the time of the

demerger in 2000, he became Chairman of Kidde plc

The Board censiders that Michael’s wealth of
operahonal and carperate experience enables um
to make a significant contribution to the Board

Appointment to the Board
Appointed Non-executive Director in October 2005

Committee memberships

= Audit Committee

* Nominations Committee

= Remuneration Commuttee (Chairman)
* Risk & CSR Committee

Sklls and experience

Noreen 15 a member of the Board of Credit Suisse
Group {Zurich) and Chair of its UK regulated
subsidiaries $he 1s a Non-executive Director of
Newmont Mining Corporation {Denver), where she

15 Chair of the Audit Committee From 2005 through
2012 she served on the Board of Rexam plc, where she
was Chawr of the Finance Committee She was First Vice
President of the European Bank for Reconstruction
and Development {(EBRD) Before EBRD, she worked

In corporate finance and leveraged financing at
Bankers Trust Campany (now Deutsche Bank)

The Board considers that Noreen’s extensive
international business expenence, partcularly in
corporate finance, nsk management and banking,
1s of significant benefit to the Board




Admuiral SirJames
Bumell-Nugent
Non-executwve Director
63)

Paul Murray
Non-executive Director
(51)

Jon Messent
Company Secretary and
Group General Counsel
{49)

Appointment to the Board
Appointed Non-executive Director in Apnil 2010

Committee memberships

« Audn Committee

* Remuneraton Committee
* Risk & CSR Committee

+ Nominabons Committee
s Security Committee

Skills and experience

Sir James commanded the aircraft carner HMS
Invincible and three other ships and submannes during
a 37-year career in the Royal Navy that culminated

in his appomtment as Commander-in-Chief Fleet
Between operational duttes he held several posibions
at the MOD and gained cross-Whitehall experience
while on secondment to HM Treasury

The Board considers that Sir Jarmes’ expertise inthe
government contracting domain, particularty with the
UK MOD and HM Treasury, 1s highly beneficial in the
context of Cineh(Y's government-sourced operations

Appotntment to the Board
Appointed Non-executwve Director in October 2010

Commuttee memberships

= Audit Commuttee (Chairman)
« Nominatens Committee

« Remunaration Committee

s PRisk & CSR Committes

= Secunty Committee

Skills and expenence

Paul 15 currently a Non-executive Director and Chair of
the Audit & Risk Commuttee at Royal Mail Holdmgs plc
He is also a Director of Naked Energy Ltd and Knowledge
Peers plc and a Trustes of Pillothght He was previously
Senior Independent Director of Taylor Nelson Sofres plc,
aNon executive Director of Thomson SA and Tangent
Communications ple, and has also been Group Finance
Director of Cartton Communications plc and LASMO plc

The Board cansiders that Paul brings a broad range
of expenence in inance and corporate governance
from a cross section of industries, all of which
leverage technology

Appointment
Appointed as Company Secretary and Group General
Counsel in lanuary 2011

Skills and experience

lon joined QuneniQ) from Chlonde Group plc where he
held a similar role He has a background in legal private
practice as well as general counsel and company
secretanal experience in gther FTSE250 companies

Board statistics

Board experience

75%  Finance

75%  Operational
75%  Internatonal
75%  Other PLC

Board composition
25%  Executive

75%  Non-executwe

875% Male
12 5% Female

Board tenure

12 5% Q-2vyears
12 5% 2-3years
50% 3-Syears

25%  5-1lyears
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Corporate governance

Corporate governance report

Mark Elhott
Chairman

Ensuring effective governance processes and systems of control
within the Company continues to be a priority of the Board to
ensure the optimum stewardship of the business and to provide
a sohd basis on which to build value and promote the long-term
success of the Company

In my role as Chairman of the Board, | am pleased to report that
the Board continues to demonstrate the range of expertise and
engagement to chalienge constructively and help develop
strategy effectively

During the year, the terms of reference of the Board Committees
were reviewed and updated where necessary, succession
planming at both Executive Director and Non-executive Director
level was reviewed and the skills matrix of the Board updated,

to idennfy areas for development and to ensure that future
appomntments to the Board complement and enhance the
existing capabilities Diversity cenhinues to be a key factor when
considering the composition of the Board, not only in terms of
gender but also in terms of background and expenience

As a Board, we are mindful of our dutes as Directors, particularly
in terms of strategy and leadership, and we continue to maintain
a dialogue with our key stakeholders on matters that are
important to them

During the year, the Company consulted with its key investors in
respect of 1ssues such as executive remuneration and responses
to market conditions, the Board met with business leaders in
both the US and the UK to present the strategy and general
direction of the Group as a whole, the Audit Committee
maintained an ongoing dialogue with the external auditors

and the internal audit function, non-financial risk oversight

was transferred to the Risk & CSR Commuttee, and the full Board
was available at the 2012 Annual General Meeting to meet with
indwidual shareholders

The governance process will continue to evolve to allow for
changes in regulation and best practice and to continue to
promote the principles of good governance within the Company

Mark Elliott
Chairman
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The Board considers that QinetiQ has complhed with the provisions
of the 2010 version of the UK Corporate Governance Code (the ‘UK
Code’) throughout the last financial year In addition, during the year
QineRhQ took steps to comply with the changes contained in the
2012 version of the Code within the required timeframe Both
varsions of the UK Code and associated guidance are publicly
available on the Corporate Governance page of the Financial
Reporting Council’s website, www frc org uk/corporate This report
provides details of the way the principles of the UK Code have been
applied durning the year

The Board - governance, processes and systems

Board objectwes

To demonstrate the highest standards of corporate governance
in accordance with the UK Code to

* Ensure the continuing evolution and implementation of the
Group’s strategy to deliver 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
risks, with clear expectations of conduct to the highest standards
of ethics,

* Provide support and constructive challenges to the Chief
Executive Officer to promote the Group’s success,

* Dernonstrate leadership in management systems around health,
safety and environment, and

* Manage successton planning for the Board and the Group's
executive management

Composition of the Board

Details of the Board of Directors are on pages 38-39 The Board
currently has eight members the Non-executive Chairman, five
other Non-executive Directors, and two Executive Directors — the
Chief Executive Officer (CEQ) and the Chief Financial Officer {CFQ)
There have been no changes to the Board during the year

Non-executive Chairman
Non-executive Directors
Executive Directors
Total

W NN

Mark Elliott has been the Non-executive Charrman of QinetiQ since
1 March 2010, having first joined the Board as a Non-executive
Director on 1 June 2009

The Board considers its overall size and composition to be
appropriate, having regard in particular to the independence of
character and integnty of all the Directors and the experience and
skills that they bring to their duties, which prevents any individual
or small group from dominating 1ts decision-making

The Board has due regard to the benefits of dwersity {including
gender diversity) when considering its composition It considers




that the skills and expernence of its individual members, particularly
wn the areas of UK/US defence and secunity, the commerciahsation

of innovahve technolagies, corporate finance, mergers and
acquisitions, and risk management, have been fundamental in the
pursuit of QrnenQ’s strategic iImtiatives (as described in the Chief
Executive Officer’s statement on pages 5-11 of this report) in the

past year In addition, the quoted company expenence of members
of the Board in a vanety of industry sectors and international markets
has also been invaluable to the Group as it seeks to consolhdate 1ts
position In its core markets and geographic territones

Roles and responsibilibes
The Board of Directors

= 15 responsible for overseeing the Executive Directors’
management of operations and, in this capacity, determines
the Group's strategic and investment policies,

» monitors the performance of the Group’s senior management
team and orgamises 1ts business to have regular interaction with
key members of senior management, and

« 15 responsible for overseeing the management of the business
of the Group

Its powers are subject to the Articles of Association and any
apphcable legisiahon and reguiation

Chairman and Chief Executive Officer
The roles of Chairman and CEQ are separate, and the Board has
clearly articulated their responsibilities in writing

The Chairman, Mark Elliott
* 15 responsible for the effective operation of the Board, and

* 15 responsible for ensuning that all Directors are enabled and
encouraged to play their full part inits activities

The CEQ, Leo Quinn

* 15 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, communicating and executing Group strategy, and
— the implementation of Board palicies

Senior Independent Director
The Senior Independent Non-executive Director is Michael Harper
Michael 1s atso the Deputy Chairman of the Board

The Senior Inde pendent Director, Michael Harper

+ serves as an addimonal point of contact for shareholders should
they feel that their concerns are not being addressed through
the normal channels, and

« 15 available to fellow Non-executive Directors, either individually
or collectvely, 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 QinehQ

Independence of Non-executive Directors

Of the current Directors of the Company, the Board considers all the
Non-executive Directors to be independent of QuinetiQ)’s executive
management and free from any business or other relahonships that
could matenally interfere with the exercise of their independent
judgement Notwithstanding that Colin Balmer has served on the
Board for more than nine years, the Board considers that he remains
independent in character and judgement and the Board has found
no information or cireumstances to lead 1t to conclude otherwise

As detailed on page 38, the Board views Colin’s considerable
knowledge of the history of QuinetiQ, and his expernience of working
in government, as highly beneficial to the Board as a whole Colin 1s
assisting with the search for a new Non-Executive director to refresh
the Board membership, as detailed in the secthon on the
Nominations Committee on page 46 The Board considers that more
than half its members were independent Non-executive Directors
throughout the last financial year

Performance of the Board
In accordance with the UK Code, QinetiQ continues each year
to evaluate the performance of the Board and its Committees

An external evaluation of the Board’s effectiveness was carried out
by Independent Audit Limited in the year ended 31 March 2012 and
reported in that year’s annual report and accounts During the year,
the following progress was made against the actions ansing from
that external review

= With regard to nsk strategy and the oversight of risk
management, the Compliance Committee has evolved into a Risk
& CSR Committee with an increased focus on reviewing the
Group's nsk appetite and cverseeing the management of
non-financial risks,

* Non-executive Directors are provided with cpportumties to meet
members of senior management and site visits are organised on
request,

+ The manner in which information 1s presented to the Board has
been revised to provide greater clarity and to identify the achons
required, and

* Closer links continue to be fostered with the Board of the US
business to improve oversight of matters specific to that business

in addition to considering progress against the external review, the
following evaluations took place during the year

Board Effectiveness questionnaire A Board Effectiveness
quesnonnaire was circulated to each member of the Board for
completion and the results evaluated by the Charrman and
considered at the May Board meeting The questionnaire covered
the following areas

» The role of the Board and its skills mix, including background,
knowledge, experience and diversity,

The clarity of the Board decision-making process and information
provided to the Board,

* The assessment of Risk Appente and the oversight of Group risks,
and

The level of engagement with management and other
stakeholders
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Corporate governance report continued

Individual performance reviews The Chairman carried out a review
of the performance of the Non-executive Directors and the
Executive Directors, and the Senicr Independent Non-executive
Director carned out a review of the performance of the Charrman
In carrying out the reviews, feedback was obtained from fellow
directors, the Company Secretary and sentor management

The overall conclusion of these reviews was that the Board
conhnues to be effective inits futfilment of its governance
responsibilities and that the actions agreed following the previous
year’s external evaluation were being embedded in the Board
processes and would continue to evolve and be reviewed as part
of a process of continuous iImprovement

Directors’ induction, ongoing training and information

All newly-appointed Directors take part in an induction programme
which is tallored to meet their specific needs in relation to
information on the Group The induchon programme includes an
induction pack, which 1s refreshed to ensure that it contains the
most up-to-date infformation avallable In additon, a series

of visits to Group sites, giving the oppartunity to meet the senior
management, 1 provided to new Directors to enable them to gain
a full understanding of the business All Directors are encouraged
to visit QunetiQ’s prinaipal sites, and to meet a wide cross-section
of employees {including members of the senior management team)
Training is also available on key business issues or developments

in policy, regulation or legislanon on an ‘as needed’ basis The
Company provides business-wide computer-based training for
employees and the Board in relation to comphance with its business
ethics policies and practices

As part of the corporate planning process, the Board has the
opportunity te question the Business Managing Directors and the
Executive Directors on the formulaton of the corporate plan at
Dwvision level and the plan’s impact on Group strategy

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

Re-election of Directors

Rules concerning the appointment and replacement of Directors of
the Company are contained in the Articles of Association Changes
to the Articles must be submatted 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 thewr appointment, and to re-election thereafter
atintervals of no more than three years In line with best prachce
reflected in the UK Code, however, the Company requires each
serving member of the Board to be put forward for electhon or
re-election on an annual basis at each AGM

Board meebngs and attendance

The Board has regular scheduled meetings Seven scheduled Board
meetings and one Board meeting via telephone conference were
held in the last inancial year Members of the Board were also
invited to attend a dinner on the occasion of each scheduled Board
meebing, to assist with the process of relanonship building and

to ensure that key strategic inihatives were discussed thoroughly
During the year, the Chairman and the Non-execuhve Directors
met on four occasions without Executive Directors present

The table below shows the number of meetings of the Board
and its principal committees held during the last financial year,
and indmduat Directors’ attendance

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 Committees duning the annual business cycle, the level of
delegated authorities (both financial and non-financial) available to
Executive Directors and other layers of management in the business,
and QunetiQ’s business ethics, risk management, and health, safety
and environmental processes

The Board devotes one entire meehng each year to consider
strategy and planning 1ssues that have an impact on the Group,
from which the corporate plan is generated 1t s also regularly
kept up to date on strategic 1ssues throughout the year

The Board has a clearly articulated set of matters which are
specifically reserved to it for consideration These include

* reviewing the annual budgets,

s raising indebtedness,

= granbing secunty over Group assets,

* approving Group strategy and the corporate plan,

* approving the annual and intenm report and accounts,

« approving significant investment, bid, acquisiien and divestment
transactons,

approving human resources policies (including pension
arrangements),

reviewing matenal hgation, and

monitoring the overalt system of internal controls, including
risk management

Attendance at meetings of the Board and its Committees ~ Apnl 2012 to March 2013*

Committee
Members Board Audnt Nomunations Remuneranon Risk & CSR
Mark Elhott &/8 5/5 4/4 6/6 5/5
Colin Balmer 7/8 4/5 3/4 5/6 5/5
Admural Sir James Burnell-Nugent 8/8 5/5 4/4 6/6 S/5
Noreen Doyle 8/8 5/5 474 5/6 4/5
Michael Harper 8/8 5/5 4/4 6/6 5/5
David Mellors 8/8 - - - 5/5
Paul Murray 8/8 5/5 4/4 6/6 5/5
Leo Quinn 8/8 — 4/4 - 5/5

* Any absences from meehngs were owing to iliness or travel difficulties
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Operation of the Board

The Board receives a written report from the CEQ and CFO, together
with a separate report on investor relations which is prepared in
consultahon with QunetiQ’s brokers, and a report produced by the
Company Secretary on key legal and regulatory 1ssues that affect
the Group

The CEO’s and CFO’s Executive report addresses the key strategic
inithiatives which have had an impact on the Group since the
previous Board meeting, with particular focus on the progress

of each of the businesses Other key areas of focus include health,
safety and environmental matters, employee and organisanonal
1ssues, corporate responsibility, the status of key account
management/customer relatonship mhatives, the pipeline of
potential bids, acquisitions, disposals and investments, and the
post-acquisibon performance of recently acquired businesses

The Board also receives updates from key functional areas on an ‘as
needed’ basis, onissues such as human resources, treasury, corporate
responsibility, real estate, security, trade controls and pensions

Key 1ssues considered by the Board in the past year include
* succession planning,

* strategy,

e the proxy regime in respect of the US business,

¢ lhaison with the MOD in respect of specific changes to the
Company’s UK defined benefit pension scheme, and

* the review of the LTPA contract

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 ime commitment An annual review of all external
interests i1s carned out by the Board

Directors’ responsibilities

Statements explaining the Directors’ responsibilities for preparing
the Group’s Annual Report and financial statements and the
auditor’s responsibilines for reporbng on those statements are
on pages 64-65

Other Directors’ information

Details of Executve Directors’ service contracts and the Non-
executive Directors’ letters of appointment are set out in the Report
of the Remuneration Commuttee on page 58 Copies of Directors’
service contracts and letters of appomtment will be available for
inspechon at the Company’s Annual General Meeting

Other management committees

During the year, responsibility for the day-to-day management of
the Group’s activites, with the exception of QuinehQ’s US operations
(which are managed through the Proxy Board, as described in the
sechon on page 45 headed ‘Management and control of US
subsidhanes’), was conducted through the QunetiQ Executive Team
{QET) The QET comprised the Group CEQ, Group CFO, functional
directors and the Sector MDs of each of the three UK business
divisions The QET met on a monthly basis, and received weekly
updates on key operational 1ssues by way of pre-scheduled
conference calls The activities of the QET were supplemented

by the QinetiQ North America (GNA) Board and its Executive
Management Team Since the end of the year, the QET has been

re-designated as an Operating Cormmuttee, with a speaific focus on
the achievement of the Group's strategic goals in respect of growth
and operatonal excellence The Committee membership has been
adjusted to compnise the Group CEQ, Group CFO, UK Divisional MDs,
HR, Business Development and Operatons Directors

Board Commuttees

The Board has established five principal Commuttees the Audit
Committee, the Nominabons Committee, the Remuneration
Committee, the Risk & CSR Committee and the Securnty Committee
Each operates within written terms of reference approved by the
Board, details of which are set out in the Investor Relahons section
of the website, www QunehQ com

Where a Committee 1s not attended by the full Board, details

of the key 1ssues discussed, and decisions taken, are circulated to
all members of the Board after the relevant Committee meeting
Details of each of these Commuttees are summarised on pages
46-49 The composition of the Committee memberships was
reviewed by the Board at its meeting in November 2012 It was
agreed to continue with all-Director membership of Committees,
other than where prohibited by the UK Code or statutory
requirements Details of each Committee member’s attendance at
Committee meetings are set cutin the table on page 42

Risk management and internal controls

The Board is ultimately responsible for the Group'’s system of
internal control and for reviewing its effectiveness in safeguarding
shareholders’ interests and the Company’s assets The system s
designed to manage and mitigate, rather than eliminate, the nsk
of fallure to achieve business objectives, and can provide only
reasonable and not absolute assurance against material
misstatement or loss

Identificatton and review of nsks

Qunetik managers are responsible for the identificahon and
evaluation of significant risks applicable to their areas of business,
together with the design and operation of suitable internal controls
to ensure effective miigahon These nisks, which are related to the
achievement of business objectives, are assessed on a conbinual
basis and may be associated with a variety of internal and external
events, including control breakdowns, competition, disruption,
regulatory requirements and natura! and other catastrophes

The Board, the Audit Committee and the Risk & CSR Committee
regularly review significant nisks to the business

Self-certification process

An annual process of hierarchical self-certificanon, which provides
a documented and auditable trail of accountability for the operaton
of the system of internal control, has been established This
self-certthcation process 1s informed by a ngorous and structured
self-assessment that addresses compliance with Company policy

it provides for successive assurances to be given at increasingly
higher levels of management and, finally, to the Board The process
15 informed by the internal audit function, which also provides a
degree of assurance as to the operaton and validity of the system
of internal control
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Corporate governance report continued

Internal control

The centrally provided internal audit programme i1s priorinsed
according to risks identified by the Company and 1s integrated
across all business and functhonal dimensions, thereby reducing
1ssues of overlap or gaps in coverage These risks are identified
dynamucally and the Board and the UK executives are involved in the
process A similar process 1s undertaken within the Company’s QNA
business, thereby providing assurance on the adequacy and efficacy
of internal controls in this business

The nisk managerment process and the system of internal control
necessary to manage risks are managed by the Audit Committee
(financial risks) and the Risk & CSR Committee {non-financial nsks)
and each Commuttee presents its findings to the Board The internal
audit function independently reviews the risk identificabon and
control processes implemented by management and reports

to the respechive Committee

The Audit Comrnittee and the Risk & CSR Committee also review the
assurance process, ensuring that an appropriate mix of techniques
1s used to obtain the level of assurance required by the Board

Each Committee presents its findings to the Board on a regular basis
The Board reviewed the effectiveness of the system of internal
control that was in cperation during the financial year ended

31 March 2013 The Board also routinely challenges management
to ensure that the systems of internal control are constantly
improving to maintain their effectiveness

The internal control and risk management systems described above,
as well as finance pohcy and codes of practice, apply tothe
Company’s process of financial reporting and the preparaticn of
consalidated accounts A structured approach to the review and
challenge of financial information 1s also an essental element

of the process

Anti-bribery and the prevention of corruption

QunetQ has internal procedures in place that are designed to

ensure compliance with the UK Bribery Act, and other international
regulations and best practice relating to the prevention of corruption,
which are applicable to its business Compliance 1s managed through
a rnisk-based approach, using a combination of internal expertise and
external, internationally recogrised orgamisatians, such as TRACE,
nternational law firms and other expert service providers, who
conduct anti-carruption due diligence reviews of all third-party
commercial intermedianes used by QinenQ’s businesses

Going cancern

The Group's activities, combined with the factors that are hkely to
affect its future development and performance, are set out in the
CEO’s Statement on pages 5-11 The CFQ’s Review on pages 24-29
sets out details of the financial position of the Group, the cash flows,
committed borrowing faciities, hquidity and the Group’s policies
and processes for managing its capital and financial risks Note 25
to the financial statements also provides details of the Group's
hedging actvities, financral instruments, and its exposure to
liquidity and credit nsk
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The market conditions in which the Group operates have been,
and are expected to cantinue to be, challenging as spending from
the Group's key customers in 1ts pnimary markets in the UK and

US remains under pressure Despite these challenges, the Directors
believe that the Group 1s well positoned to manage 1ts overall
business risks successfully

After making the appropriate enquines, including a review of the
latest two-year budget, 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

Communication with shareholders

The Company attaches significant importance to the effectiveness
of its communications with shareholders Dunng the last financial
year, the Company maintained regular dialogue with institutional
shareholders and the hnancial community, which included
presentations of the full-year and half-year results, investor ‘road
shows’ held in the UK and US, and regular meetings with major
shareholders and industry analysts in addition, each member of the
Board attended the Company’s Annual General Meeting in July 2012
and was avallable to take questions

The Chairman proactively offers to attend meetings with key
shareholders on a regular basis In addhon, the Chairman, the
Sentor Independent Director and Non-executive Directors routinely
attend key financial calendar events and make themselves available
to meet shareholders as required All shareholders and potential
shareholders can gain access to the Annual Report, presentahons
to investors and other significant information about QuinetiQin the
‘Investors’ sechon of the Company’s website, www QinetQ com

Holders of ordinary shares have the opportunity to attend the
Company's Annual General Meeting {AGM) and to ask questions
The Chairs of the Audit, Remuneration, Nominations, Risk & CSR
and Security Committees are avallable at that meeting to answer
any questions on the work of the Committees The Company
confirms that it will send the Notice of Meeting and relevant
documentahon to all shareholders at least 20 working days before
the date of the AGM

For those shareholders who have elected to receive
communications electronically, notice 1s given of the availability
of documents in the ‘Investors’ section of the Group’s website All
shareholders will be entitled to vote on the resolutions put to the
AGM and, to ensure that all votes are counted, a poll will be taken
on all the resolutions in the Notice of Meeting The results of the
votes on the resalutions will be published on the Group’s wehsite

Responsibility for maintaiming regular communications with
shareholders rests with the CEQ and the CFO, assisted by an investor
relations funchon The Board is informed on a regular basis of key
shareholder issues, including share price performance, the
compaosition of the shareholder register and Gity expectations




Duning the coming year, the Company will be looking to continue
to improve the quality of its engagement with shareholders and to
explore with investors any addinonal practical means by which it can

give effect to the requirements of the Financial Reporting Council’s UK

Stewardship Code for institutional investors, and of the UK Code

Details of the Company’s share capital, which are required to be
disclosed in accordance with rule 7 2 6 of the FCA’s Disclosure and
Transparency Rules, and the Directors’ powers in relation to issuing
and buying back shares can be found on page 63 in the Other
Statutory Information section of this Annual Report

Management and control of US subsichanes

QinetiQ’s principal US subsidiaries are currently required by the

US Natwonal Industnial Secunty Program to maintain facility security
clearances and to be insulated from foreign ownership, control

or influence

To comply with these requirements, QinetiQ North America, Inc
(QNA), a wholly-owned subsidiary of QunetiQ in the US and the
holding company for the substantive part of QinetiQ’s US
operations, and the US DoD, have entered into a proxy agreement
that regulates the management and operation of these companies
Pursuant to this proxy agreement, QuinetiQ has appointed four US
citzens {Peter Marino, Riley Mixson, John Currier and Vince Vitto),
who hold the requisite US security clearances, as proxy holders

to exercise the voting nights in QNA 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, and agree, to
perform their role in the best interests of shareholders {including
the legiimate economic interest), and in a manner consistent
with the national security interests of the US

QunetiQ Group plc does not have any representation on the boards
of the subsidiaries covered by the proxy agreement, but regularly
attends board meetings QinetQ Group plc may not remove the
proxy holders other than for acts of gross negligence or wilful
misconduct or for breach of the proxy agreement {(with the consent
of the US Defense Secunty Service)

In terms of the power to govern, the proxy agreement vests certan
powers solely with the proxy holders and certain powers solely with
QunetQ For example, the proxy holders cannot carry out any of the
below without QinetiQ's express approval

» sell or dispose of, in any manner, capital assets or the husiness
of ONA,

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

* merge, consohdate, reorganise or dissolve QNA, and

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

Unltke minonty interest holders with protective veto rights, QinetiQy

The Boards and Board Committees of each of the Company and
QONA meet on a regular basis and review and discuss the important
commercial and governance activities taking place within QNA
Group pohcies are shared with QNA and, to the extent they are
suitable in QNA's secunity, market and operational circumstances,
are applicable within QNA, subject always to the requirement that
QNA must conduct its business affars without external control or
influence, and to the requirements necessary to protect the US
national secunity interest In addition, the Company extends its
involvement in QNA’'s activities through the conduct of regular
and frequent business meetings and communications at the

CEQ, CFO, HR and Legal levels in the interests of transparency

and good governance

SJULLIIIEYS [EDUEU auewanod aelodin) MIADI SSOUISnY MINIBAD

UOUEULIOJI [BUDQIPPY

can unilaterally require the above to be carried out and these are,
therefore, considered to be significant participative features In
addihion, QinetQ can require the payment of dividends, and the
pay-down of parent company loans, from QNA
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Corporate governance report continued

Secunty Committee
Colin Balmer
Charr
Secunty Committee
Membership

The Security Committee s chaired by Colin Balmer The other
Committee members are Admiral Sir James Burnell-Nugent,
Michael Harper, David Mellors, Paul Murray and Leo Quinn

Main responsibilities

The Comrnittee was estabhished in June 2009 to enable UK nationals
on the Board to consider matters of a UK national secunty
dimension that have an impact on QinetiQ’s UK business There

was no requirement for the Committee to meet during the year

Nominations Committee

Mark Elliott
Chawr
Nominattons Committee

Membership

The Nominations Committee is chaired by Mark Elliott The other
Committee members are Colin Balmer, Admural Sir lames Burnell-
Nugent, Noreen Doyle, Michael Harper, Paul Murray and Leo Quinn

Main respansibilities

The role of the Committee 15 to ensure that the composition

of the Board and Committees has the optimum balance of skills,
knowledge and experience, and to oversee succession planning for
the Board and senior management It considers diversity, including
skills mix, international industry experience and gender, when
seeking to appoint a new Director to the Board The Committee
meets as necessary and when called by its Chair During the financial
year ended 31 March 2013, the Comrmittee met on four occasions

Overview
Key areas of focus during the year were

* the review of the size and composition of the Board and
its Committees,

+ the review and updatng of the matrix recording the skills and
expenence of the current Board, and

= the review of succession planning praocesses at Executive Director,
Non-executive Director and semor management levels
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Board Dversity policy

During the year, the Nominahons Committee recommended, and
the Board approved, a Board Diversity Policy The key statement
and objectives of that policy (the full text of which 1s available

on the Group’s website) are as follows

Statement

* The QunetQ Board recognises the benefits of diversity Diversity
of skills, background, knowledge, internatonal and industry
experience, and gender, amongst many other factors, will be
taken into consideration when seeking to appoint a new Director
to the Board Notwithstanding the foregoing, all Board
appointments will always be made on merit

Cbjectives

¢ The Board should ensure an approprniate mix of skills
and experence to ensure an optimum Board and
efficient stewardship,

The Board should ensure that it comprises Directors who are
sufficiently experienced and independent in character and
judgement, and

* The Board aims to increase the proportion of women on the
Board to 25% by 2015 Thereafter, the Board aims to maintain
a minimum Board composition of 25% women, such percentage
to be reviewed annually

Details of the steps being taken in respect of diversity within the
Group generally can be found in the Corporate Responsibility and
Sustainabibty Review on pages 34-37

Succession planning

As a result of the succession planning review, a specificahon was
prepared of the role and capabilities required to refresh the Board
within the required timescale The Commuittee recommended,

and the Board appainted, two executive search firms, The Zygos
Partnershipin the UK and Spencer Stuart in the USA, to progress
the search for potential Non-executive Director candidates Both
firms are signatories to the Voluntary Code of Conduct for Executive
Search Firms, which requires them to ensure that at least 30% of
the candidates are women, and have no other connections with the
Company Asat the date of this report, the search remains ongoing

Remunerahon Committee
Noreen Doyle
Chair
Remuneration Committee
Membership

The Remuneration Committee 1s chaired by Noreen Doyle The
Commuttee sets remuneration and incentives for Executive Directors
and approves and montors remuneration and tncentives for senior
executives of the Group The other Committee members are Colin
Batmer, Admiral Sir James Burnell-Nugent, Mark Elliott, Michael
Harper and Paul Murray

Other attendees
The CEO, the CFQ, the HR Director and the Group Reward Director
normally attend meetings tc provide information and advice




Overview

The Committee meets as necessary, although normally at least three
times a year During the financial year ended 31 March 2013, 1t met
On sIX 0CCasions

During the year, the Commuttee received advice from 1ts appointed
independent adwisors, Towers Watson, who also provided market
data and advice to help the Committee determine whether
performance targets had been met Towers Watson also provided
other consulting services duning the year to QinetiQ, but did not
provide advice on executive remuneration matters other than

to the Committee

The Committee has reviewed the remuneration and rewards of the
Company’s Executive Directors and senior management and has
processes In place to ensure that

» the level of reward given to the Executive Directors and semior
management is stretching and designed to promote the long-term
success of the Company, and

* remuneration incentives remain consistent with the Company’s
rsk management policies and systems

No Executive Director or employee of QinetiQd 1s permitted to be
present or participate in the Commuttee’s discussions about their
own remuneration

During the year, the Committee’s Terms of Reference were reviewed
and updated to be consistent with best practice

Further informahon on the activities of the Remuneration
Commuttee during the last financial year is set out in the
Remuneration Report on pages 50-51

Risk & CSR Committee
Colin Balmer
Chair
Risk & CSR Committee
Membership

The Risk & CSR Committee 15 chaired by Colin Balmer All of the
other members of the Board are members of the Committee

The name of the Committee was changed from the Comphance
Committee 1n 2012 as a result of a review of risk governance
arrangements and the move from the bespoke MOD Compliance
Regime to a generic MOD conflict of interest management system
(the “generic comphance system”) in alignment with that followed
by other defence companies This change was effected by way of
the amendment of the nghts attaching to the Special Share held by
HM Government, following receipt of the requisite MOD approval
and shareholder approval at the 2012 Annual General Meeting
The Committee's Terms of Reference were reviewed and updated
in 2012 to take account of the changes

Main responsibilities
The Committee has three pnmary functions

* to oversee the sound operation of the Company’s non-financial
nsk management systems,

* to monitor non-financial nisk exposures, mcluding security, trade
controls, ethics, corporate social responsibility and health,
safety and environment, and

= to monitor adherence to the generic comphance system

The Committee has an annual calendar of activities and meets

as necessary, although normally not less than four bmes a year
During the financial year ended 31 March 2013, the Committee
met on five occasions

Qverview

During the past year, the Committee continued to carry out its
core functions by way of regular reporting in accordance with

its annual calendar The Committee continued to oversee health,
safety and environment, trade controls, ethics and security
through quarterly reports from the heads of those funchons in
the business A summary of the key focus and activibes of the
health, safety and environment and ethics funchions 1s set out

in the Corporate Responsibility and Sustainability Review on
pages 34-37

Key areas of focus during the year were

« the operanion of the GNA Proxy Regime,

* the move to the generic MOD compliance system,

* areview of the Company’s nsk management processes,

* areview of the Risk Register in accordance with FRC
recommendations,

* areview of the Company’s risk appetite and providing clarity
to executive management on acceptable levels of risk, and

= trials involving human subjects that fall wathin the scope
of the Helsinki Protocol

Genenc compliance system

The Committee continues to moniter the generic compliance
system, which 1s designed to give the MOD customer confidence
that QunenQ s able to provide impartial advice dunng any
compethtive evaluation of a pracurement where the Company
wishes to operate on both the ‘buy’ and the supply” sides

The aim 15 to achieve a balance between meeting the needs

of the procurement customers in the MOD {principally Defence
Equipment & Support) and the need to allow QinetiQl the flexibility
to explot research into the supply chamn and pursue its planned
commercial activiies, without compromusing the defence or
secunity interests of the UK Oversight of the operation of the
system 1s provided by the Committee

The Board nominates two senior executives to act as Complhance
Implementation Director and Comphance Audit Director

It recewves a bi-annual report on the comphance areas that

it monitors from the internal audit function The Committee
addresses any 1ssues that would anse If QinetQ were te fail to
comply with the requirements of the generic compliance system
No hreaches were noted during the year The Company will
continue with ngorous management of potennal conflicts of
interest while ensuring that propertionate governance 1s
maintained by the Board
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Corporate governance report continued

Audit Cammittee
Paul Murray
Chair
Audit Commuttee
Membership

The Audit Committee 1s chaired by Paul Murray The Board considers
him to have recent and relevant financial experience, gven his former
roles as Group Finance Director of Cartton Communications plc

and LASMO pic, and through his current role as Audit Committee
Chairman at Royal Mail Holdings plc The other members of the
Commuttee are Colin Balmer, Admiral Sir James Burnell-Nugent,
Noreen Doyle and Michael Harper, all of whom the Board considers
to be independent The members bring extensive experience of
corperate management in senior executive positions to the Company

Other attendees

The CEQ, CFO, Director of Group Finance, Group Internal Audit
Manager, the QinetiQ North America (QNA) Internal Audit Manager
and representatves of the external auditor normally attend Audit
Committee meetings

Maun responsibilities

The Audit Committee monitors the Group’s integnity in financial
reporting and reviews the effectiveness of the financial nisk
management framework The Committee has an annual calendar
of achivihes, in addition to which it iIdentifies particular areas of
focus duning the year

The Audit Committee meets as necessary and at lzast four times a
year During the financial year ended 31 March 2013, the Committee
met on five occasions The external auditor has the nght to request
that a meeting of the Audit Committee be convened During the
past financial year, and 1n accordance with its terms of reference,
the Committee met with QunetiQ’s external auditor on three
separate occastons, without Executive Directors present, to discuss
the audit process The Committee also met with the Group Internal
Audit Manager on two separate occasions, without Executive
Directors present

Overview
Key areas of focus during the year were

« QONA risks, 1ssues and mitigathng actions,

* effecthiveness of internal controls,

» effectiveness of governance arrangements,

+ effectiveness of external audit, and

» review of audit process for full-year and half-year results

QNA risks, 1ssues and mitigating actions

As detailed on page 45 concerning ‘Management and control of US
subsidiaries’, the Company’s holding of its QNA assets 1s regulated
by a proxy agreement This arrangement, whose purpose ts to
insulate QNA from foreign ownership control or influence, directly
impacts the way in which the Company’s Board 1s able to gain
comfort on the effectiveness of QNA's systems of internal control
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QNA 15 subject to external audit, by the same auditor as for the
Company, KPMG The Company has the opportunity to meet with
QNA's external auditor independently Further, the Company Is able
to review in detail, with the Chair of the QNA Audit Committee and
the QNA Internal Audit Manager, the audit work within QNA and to
gain an understanding of the systems of internal control, and their
effectiveness

Review of internal controls

The Audit Committee continually reviews the effectiveness of the
systerns of internal control to gain assurance that an effective
control framework 1s maintained Reports on the effective operation
of the control framework are recewved from management and
reviewed by the Committee along with key polictes and processes
including whistleblowing arrangements Regular reports on the
cperation of internal controls and risk management processes are
also recerved from the internal audit function Parbicular attention
1s given to the timely and effective implementation of remedal
achons, either identfied by the business directly, or by internal
audit The Committee also regularly reviews the effechiveness of
the financial isk management framework, including revtewing key
financial risks and assessing the effectiveness of management’s
remedial achon plans As detailed above, the Committee meets
regularly with the Chair of the QNA Audit Committee and the QNA
Internal Audit Manager to gain assurance on the effectiveness of
the QNA internal controls framework In addibion, the Committee,
on behalf of the Board, undertakes an annual assessment of the
control environment

Governance reviews

As reported in the Report and Accounts in respect of the year ended
31 March 2012, during that year the Committee undertook
externally-facilitated governance reviews in respect of the
effectiveness of the Committee itself, the internal audit function
and risk governance

The recommendations from those reviews were progressed by the
Committee Chairman during the past financial year and resulted in
the reconfiguration of the Audit and Comphance Committees into
an Audit Commuttee and a Risk & CSR Committee, with the former
dealing with financial risks and the latter with non-financial rigks,
as well as oversight of the overall nsk management process The
Terms of Reference of both Committees were amended to reflect
the change and the schedules of annual activity updated
accordingly in addihon, changes were made to the structure

and linkage between the Committee and the QNA Audit Committee
to improve regulatory and governance reporting

During the current year, reviews of the effectiveness of the Audit
Committee and the Internal Audit function were carned out as
follows

+ 3 review by the Committee Chairman of the recommendations
from the previous year’s externally-facilitated reviews and of the
perfarmance against those recommendatons, and

* high-level questions and answers completed by the Non-
executive Directors and reviewed by the Committee Chairman

The results of the reviews were considered at the May Committee
meeting and the outcome showed that the governance
improvements had been effective and had been embedded in the
business The implementation of some actions, particularly in relation
to QNA, remain ongoing but in line with agreed action plans




External Audit effectiveness review

The effectiveness and independence of the external audit process
was assessed by the Internal Audit function during the year

The review comprised the following elements

= aqueshonnare which was completed by the Non-executive
Directors and senior QinetiQ staff,

* nterviews with the KPMG partner and senior managers, and
« interviews with senior husiness managers

The results of the review were considered at the March Committee
meeting and 1t was noted that the external audit function continued
to be both independent and effective A small number of
recommendations regarding audit scoping and reporting have been
made which will be adopted by KPMG in their future work

Other areas of review

During the year, the Commuttee also reviewed the activities of the
tax, insurance and treasury functions, as well as overseeing the level
of KPMG'’s audit fees

The Comrmittee confirms its view that it has receved sufficient,
reliable and fimely information from managementn the last
financial year to enable it to fulfl its responsibiines

Financial statements

The Committee reviews whether suitable accounting policies have
been adopted, whether management has made appropriate
estimates and judgements and also seeks support from the external
auditors to assess them The Committee reviewed the following
main issues for the year ended 31 March 2013

* The basis of and key assumptions relating to management’s
assessment of the carrying value of the goodwill associated with
the US Services business

* The basis for and judgements made by management tn
determining the liabilites recorded for Iihgaton, potential claims
and other disputes

» The accounting for longer term contracts and, in particular,
the basis of the estimates of forecast costs to complete on
a significant contract

* The key assumptions and their sources used in accounting for
the Group’s defined benefit rehrement obligations

* The disclosures in the preliminary announcement and annual
report and accounts, in particular those relating to risk, goodwill,
specific overlying items and the operation of the proxy regime
in the US

* The adophon and application of new accounting standards,
and in particular 1A519 {revised)

Based upon the business assurance process and discussions with
management and the external auditors, the Committee was
santisfied that the disclosures and assumptions were reasonable and
appropriate for a business of the Company’s size and complexity,
that the auditors had fulfilled their responsibilities in scrutinising
the financial statements for any matenal misstatements and that
the disclosures were satsfactory

The Audit Committee wali consider in 2013 how to adapt, if
necessary, the Group’s procedures to provide advice to the Board
to meet with the requirements of the new 2012 UK Corporate
Governance Code (as applicable to the Group for its next financial
year, ending 31 March 2014, and beyond) on whether the Annual
Report and Accounts, taken as a whole, are farr, balanced and

understandable and provide all mformation necessary to a
shareholder to assess the Group's performance, business model
and strategy

External Auditor independence Non-audit services

The Company views it as essential that the external auditor 15 both
independent of any conflict of interest and percewed to be so To
safeguard auditor independence and objectivity, the Company has a
Code of Practice within its Operating Framework which sets out the
principles for regulating the award of non-audit work to the external
auditor The policy clearly articulates the non-audit services which are
prohibited, the non-audit services which can be purchased and the
key approval requirements for non-audit work Pursuant to the policy,
the Committee ensures that any other adwisory and/or consulting
services provided by the external auditor do not conflict wath its
statutory audit responsibiiies and are conducted through entirely
separate working teams, such adwisory and/or consulting services
generally only cover regulatory reporting, tax, and mergers and
acquisitions work

The cost and nature of non-audit work undertaken by the auditor
is regularly revewed by the Committee duning the financial year
and 1s included at regular intervals 1n its annual schedule as a
standing item Thus process enables the Committee to take
corrective action If it believes that there is a risk of the auditor’s
independence beng undermined through the award of such work
It 1s also QinetiQ's policy that no KPMG employee may be
appointed to a senior position within the QinehQ Group without
the prior approval of the CFO

Any non-audit services conducted by the auditor require the
consent of the CFO or the Chairman of the Audit Committee
before being inihated, any services exceeding £50,000 in value
require the cansent of the Audit Committee as a whole In the
last financial year, there have not been any non-audit services
conducted by KPMG that exceeded £50,0001n value The
Commuttee concluded, therefore, that there had not been any
conflict of interest that might compromse the independence
of KPMG’s audit work

Auditor reappointment

KPMG has been the auditor of the QinetQ Group since 1ts
formation in 2001 as the result of a competitive tender, and the
Company's auditor since 1ts incorparation in 2002 During that
time, there have been periodic changes in audit partnersn
accordance with professional and regulatory standards to protect
independence and objectivity The members of the Audit
Commuttee have declared themselves satisfied with the
performance of KPMG as the Company’s auditor in the last
financial year A rotaton of KPMG's lead audit partner was last
undertaken during 2012 and it 1s anticipated that the new lead
audit partner will continue in this role for a maximum of five years

Having reviewed the effectiveness and the independence of the
external auditor, the Cornmittee has not considered it necessary
to conduct a tender process for the appointment of its auditor
The Commuttee has recommended to the Board that KPMG

be reappointed for the financial year ending 31 March 2014

In accordance with FRC guidance on transifional arrangements
for the implementaton of the 2012 version of the UK Code, 1t1s
the Company’s current intentien to align the process for puthng
the external audit contract out to tender with the conclusion

of the five-year tenure of the audit partner The Committee will
continueg, however, with the annual review of the performance
of the external auditor and act accordingly
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Corporate governance report continued

Remuneration report

Noreen Doyle
Chaw
Remuneration Committee

Introduction
| am pleased to present the Remuneration Committee’s report
on Directors’ compensation for the year to 31 March 2013

The pnmary objectives of our remuneration policy are

» Attracting and retaining top talent,

* Incentvising key executives and managers,

= Ensuring an approach which values the diversity of our workforce,
» Dnwving supernior performance in bath the short and long term, and
» Alignment with the interests of shareholders

Beginning in 2009, QunetiQ has created and implemented a self-help
programme to support its transformation Following on from the
success of this effort, the Company has begun its transition to the next
stage inits development Accordingly, with input from its adwisors,
Towers Watson, the Remunerahion Committee undertook a market
review and developed a revised compensation package which was
endorsed at the Annual General Meeting in July 2012

* The Value Sharing Plan (V5P) was designed in 2010 for the
Company’s self-help phase and was considered to be a time bound
Long Term Incentive Plan {LTIP} The current phase for the Company
1s aimed at resumption of growth, both in the UK and the USA,
despite defence markets forecast to be flat or faling, and therefare
a new Performance Share Plan (PSP} was adopted to align with
this objective

+ To enhance further management’s ahgnment with shareholder
interests, the mandatory deferral for Executve Directors under
the Deferred Annual Bonus (DAB) plan was increased to 50%
of bonus earned

* In addition, we match our stretch business objectives to an increased
Annua! Cash Bonus plan opporturnity for our Executive Directors

These changes were implemented during the year ended March 2013
after shareholder approval and as we are only part way through the
next phase of gur Journey we are not proposing to alter our
remuneraton policy for the coming financial year We believe the
plan we have in place supperts the business goals and ensures
commensurate levels of remuneration with business performance
This 1s demonstrated in reward attnbuted to the closing finanaial year
as, despite challenging markets, 2013 has been a strong year which s
reflected in our Executive Directors” performance-based remuneraton
Since 2010, our total shareholder return has increased by 60% which
demaonstrates the signitficant return on shareholder value

In ine with our overall remuneration policy, the Committee has
determined 3% salary increases for the CEQ and CFO which will
be effective July 2013

To help develop darity around our Executive Directors’ remuneration,
we have improved the format and flow of our report in line with
best practice
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The key purpose of the Committee is to ensure that the
remuneration structure supports the Company's strategy

and that we are able to attract, retain and monvate the highest
cahbre executives by rewarding the creatron of long-term
sustainable value

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

The Report covers the remuneration of Directors and includes
specific disclosures relating to therr compensation, shares and other
Interests The report also describes the share-based incentive plans
available to Executive Directors and to other employees This report
has been prepared and, where appropnate, audited, in accordance
with statutory and regulatory requirements

Viembership and Governance

Members of the Committee are appointed by the Board The
Committee comprises at least three members {not including the
Group Chairman of the Board), all of whom are independent
non-Executive Directors The Group Chairman of the Board also
serves on the Committee as an additional member if he or she
was considered independent on appointment as Chairman

Only members of the Committee have the right to attend
Committee meetings However, other individuals such as the Chief
Executve, the Group HR Director and external advisers are invited
to attend for all or part of any meeting, as and when appropniate

The Board appoints the Committee Chairman who 1s an
independent, non-executive director In the absence of the
Committee Chairman and/or an appointed deputy, the remaining
members present shali elect one of themselves to chair the meeting
who would qualify under these terms of reference to be appointed
to that position by the Board The Chairman of the Board 1s not
permitted to be Chairman of the Committee

The following Non-executive Directors were members of the
Remuneration Committee for the year ended 31 March 2013

* Noreen Doyle (Chair)

e Mark Elliott (Group Chairman)

s Colin Balmer

+ Admiral Sir James Burnell-Nugent
¢ Paul Murray

* Michael Harper

The full Terms of Reference of the Committee can be found on the
QinehQ website (www QuinetiQ com)




Activities
Duning the year, the Commuttee met six times

The Committee received advice from its appointed independent
adwvisors, Towers Watson, who also provided market data and
advised on the comparator group’s TSR so that the Committee could
determine whether share plan performance targets had been met

The Chief Executive, Group HR Director and Group Reward Director
also provided infoermation and advice to the Committee

The Committee meetings covered a number of topics including

May * 2012 Annual Cash Bonus ptan results
* Revised Performance Share Plan rules prior
to shareholder approval

July * Share plan allocations and nominabons
» Share plan performance and vesting

November « Government reforms
* Remuneration Committee programme for the year
* Review of Executive team shareholding
* Reward and retention — all employee
* |AS 19 1mpact on incentives*

January « Executive pay trends
* Executive incentive arrangements
* Changes to the Directors’ Remuneration Report

March s Projected share plan vesting
« Executive team salary review
* Execubve team Annual Bonus Plan design
» 5hare plan allocabons

* in November 2012, the Committee drscussed the impact of accounting changes
onincentives |AS 19 {revised) ‘Employee benefits’ has been adopted for the year
ended 31 March 2013 and the prior year tomparatives have been restated
accordingly, which has had speciic impacts on the mcome statement The
reporting changes resulted in the baseline financials for the Performance Share
Plan, Deferred Annual Bonus plan and Annual Cash Banus plan being revised to
accommodate the accounting changes while retaiming the incentive structure

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

« attracts, retains and motivates individuals of high calibre,

* 15 responsive ta both Company and personal performance, and
* is compebtive within relevant employment markets

The remunerabon policy s built on the following philosophy

« remuneration packages are structured {o support business
strategy and conform to current best prachce,

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

» incremental compensation 1s achieved for attaining stretch
performance targets,

» objectives are measured an metrics designed to be consistent
with sustainable long-term business performance,

all decisions are made taking into account the dwersity of our
people at Director level, 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 against specific targets set at the
beginning of each year,

* competitive market practice and remuneration levels based
on a consistent competitor group reviewed annually, and

+ the general economic environment, particularly in the defence sector

Each year, the packages are benchmarked independently by our
advisors, Towers Watson, using two comparator groups one group
15 based on company size, measured by market capitalisation and
revenue and the second group is sector specific The first group

1s used as the primary reference with cross checking against the
second group to capture any industry specific features, there are
approximately 20 compames in each group The lower guartile,
rmud-market and upper quartle reference points are captured and
the packages of the CEO and CFO are then benchmarked against
these to ensure they remamn competitive at the mid-market level

The Executive Directors’ remuneration package 1s made up of the following components

Annual Long-Term Benefits Remuneration
Base Salary Cash Incentives Pension, Car Package
Bonus PSP & DAB Allowance &

Performance driven
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Remuneration report continued

The table below shows our overarching policy and framework for Executive Directors’ remuneration The apphication of this policy 1s detailed

within this report

Element

Base salary

Annual Cash Bonus

Deferred Annual
Bonus Plan {DAB}
- Current

Purpose

To attract and retain the talent
needed to lead our business

To recognise exceptional and
stretching business performance
with exceptional reward

The Deferred Annual Bonus Plan
aligns the interests of execubves
with shareholders and contnibutes
to the retention of key individuals
by ensuring that executives take
part of their annual bonus awards
in shares rather than cash
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Operation and performance measures

Execunve Directors salaries are reviewed annually, along with those of all
other members of the executive team by the Remuneration Commuittee
and any change 1s effective 1 July

Reference 1s made to both the internal and external environment
Specifically to the external environment, reference 1s made to the market
data provided by the advisors to the Remuneration Committee which
covers all aspects of reward

Other factors taken into account when constdering whether or not to
award a base salary increase

= The performance of the Executive over the previous twelve months,
« The business environment for the year ahead,

+ Potential all employee salary review budget for the coming year,

» All other aspects of remuneration (the reward mix),

* The cnitical nature of the appointment with respect to delivering
business results,

+ Anexecutive’s position in terms of career development, potential
and ifecycle, and

¢ Retenhon risk and the ability to replace higher value skills if needed
in the market

Executive Directors participate in an annual bonus plan which

15 non-pensionable

Bonuses are determined by Group performance targets for operating
proht, underlying operating cash flow, and underlying EPS

s The bonus accrues on a linear basis between entry, target and
maximum perfarmance thresholds

¢ The relative performance against financial targets for each measure
willtrigger a payment which may be adjusted at Remunerathon
Committee discrehon

The targets are set at the beginning of each year and amended f
applicable to reflect

* Acquisiions and disposals

* Restructuring costs

« Business structure changes

* Restated corporate allocations

* Board approved budget adjustments
* Final JIAS 19 pensions finance cost

A percentage of all annual cash bonuses earned are deferred and paid

in shares under the Deferred Annual Bonus Plan {DAB) as detailed below
Specifics around the Annual Bonus Plan reward potential for Executive
Directors for the coming year can be found on page 56 and the achievement
of bonus for year ended 31 March 2013 can also be found herz

Any deferred bonus will be matched by the Company based on underlying
EPS performance up to a maximum match of 100% of the deferred
element In order for the matching shares to vest, underlying EPS growth,
measured over three years, must exceed defined targets The matching
element of the DAB begins to vest at 25% once the underlying EPS CAGR
hits 3%, rising on a linear scale untl maximising at 100% match for 10%
CAGR in EPS




Opportunity

Aim to pay base salaries in ine with the market median against the comparator groups
detailed above No minimum or maximum increases to base salary are determined

For year ended 31 March 2013, the on-target and maximum bonus opportunities were
increased to 75% and 150% of base salary, respectively, to bring QunetiQ’s Executive
Directors in line with the market median

Executive Directors have a mandatory deferral of 50% of any bonus earned For others in
the executive team, the mandatory deferral is 20% with an additonal voluntary deferral
of up to 30% (50% total)

Any deferred bonus will be matched by the Company up to a maximum match of 100%

Changes for coming financial year

No changes to policy but details of the salary
increases for the comuing financial year can
be found on page 56

There are no changes to policy for the
coming financial year

No changes to policy for the coming
financial year
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Remuneration report continued

Element

Performance Share
Plan (PSP} — Current

Deferred Annual
Bonus Plan {DAB)
= Closed

Performance Share
Plan (PSP) - Closed

Value Shaning Plan
{VSP) - Closed

Pension and other
benefits

Personal
shareholding policy

Purpose

The objective of QinetiQY's iong-term
incentive programmes for Executive
Directors is to align their rewards
with returns to shareholders by a
focus on increasing shareholder
value over the medium to long term

The current Long Term Incentive
Plan mechanism for Executive
Directors is the PSP which 15 also
provided to other senior leaders
This replaced the Value Shanng
Plan (see below} n July 2012 and
better ahgns to our current phase
of resurreching growth

No longer in use —unvested awards
from previous years

No longer in use — unvested awards
from previous years

The VSP was approved by
shareholders in July 2010 it a
long-term incentive plan which was
designed to reinforce QunehQ’s
strategy of focusing on shareholder
value creation

This plan is ng fenger in use —
unvested awards from previous years

To ensure Executive Directors’ total
remuneration remains attrachive
and competitive

The Board believes that a
meaningful way to align Executives’
interests with those of shareholders
1s for the Executives to build up

and retain a personal holding

in QinetiQ shares
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Operation and performance measures

PSP awards are contingent on meeting pre-determined performance
critena Awards are earned based on an equal werghting of relative Total
Shareholder Return (TSR} performance and absolute underlying Earnings
per Share (EPS) growth

The underlying EPS performance criterion for the PSP awards begin to
vest at 25% once the underlying EPS CAGR hits 3% rising on a linear scale
unbl maximising at 100% for 10% CAGR

TSR performance 1s measured against the constituents of the FTSE 250
excluding Investment Trusts 30% of the TSR awards begin to vest once
performance reaches the median of the comparator group rising on a
hnear basis until performance reaches the upper quartile

Further detail of the thresholds for both measures can be found on page 56

For awards made prior to the year ended 31 March 2013, the matching
element of the DAB begins to vest (25%) once the underlying EPS CAGR
exceeds 7%, maximising at 100% match for 15% CAGR in underlying EPS

Awards are earned based on an equal weighting of relative Total
Shareholder Return {TSR) performance and absolute underlying Earnings
per Share (EPS) growth

The underlying EPS performance criterion for the PSP awards begin to
vest at 25% once the underlying EPS CAGR hits 7% nising on a inear scale
until maximising at 1060% for 15% CAGR

TSR performance 1s measured against the constituents of a bespoke
sector related peer group of companies 30% of the TSR awards begin
to vest once performance reaches the medsan of the comparator group
nsing on a hinear basis unt our performance reaches the upper quartle

Under the VSP, additienal shareholder value created 1s measured in two
ways

* Total shareholder return (TSR} — QinetiQ’s TSR out-performance
of the FTSE 250 Index (excluding investment Trusts) Participants
will be entitled to a vesting of shares under the TSR Element only «f
the Committee is also satisfied that this 1s justified by the underlying
financial performance of the Company over the performance period

+ Underlying Profit Before Tax (PBT) — determined by PBT growth above
the cost of equity of 8 5% a year, adjusted by the dvidend yield

VSP awards granted in May 2011 were weighted equally between the two
performance indicators 50% Total Shareholder Return (TSR) and 50%
underlying Profit Before Tax (PBT)

For awards made in July 2010, the weighting was 70% PBT and 30% TSR

Any awards earned will vest 50% after three years and 50% after four years

N/A

In November 2011 the Committee reviewed the executive shareholding
polcy and increased the length of time allowed to accumultate the
required shareholding from four to five years to align with market norms

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




Opportunity

Individual participants’ award levels are determined by the Commuttee annually

Executive Directors are eligible to receive awards with a maximum value of 200%
of base salary per annum Howaever, the intenbien is to normally set the awards at 150%

Prior to the year ended 31 March 2013, Executive Directors had a mandatory deferral of
40% of any bonus earned and were permitted to voluntanly defer an additional 10%
of their bonus into QinehQ shares up to a maximum of 50%

Any deferred bonus will be matched up to a maximum of 100%

Leo Quinn has outstanding awards under this plan based on his joining arrangements
and details of the vesting which will accur in June 2013 can be found on page 56

The V5P provided executives with a pre-defined number of shares for each £1m of
Additional Sharehalder value created

Previous awards 1ssued to Executive Directors are due to vest between fuly 2013 and
May 2015

More detatls of the VSP can be found on page 57, together with the vestings of awards
made n July 2010

Benefits include a pension or contnbution in heu, car allowance, health insurance, life
assurance and membership of the Group’s employee Share Incentive Plan which 1s open
to all UK employees

The Group's policy 15 to offer all UK employees membership in the QinehQ Pension
Scheme, as described in note 29 to the iinancial statements Executives whose benefits
are likely to exceed the Lifetime Allowance may opt out of the QuinetQ Pension Plan In
such cases, the indwvidual will be paid a supplement in heu of pension contributions

N/A

Changes for coming financial year

No changes to policy for the coming
financial year

This Plan 1s no longer in use, however, there
remain awards unvested

This Plan 1s no longer in use, however, there
remain awards unvested

This Plan s no longer in use, however, there
remain awards unvested

No changes to policy for the coming
financial year

No changes to policy for the coming
financial year
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Remuneration report continued

Policy Implementation

The following section of this report details the implementation of
the above policies during year ended March 2013 (2013) and how
they will be implemented for the coming financial year (2014}

Base salary

Executive

Curector 2014 2013
Leo Quinn £615,322 £597,400
David Mellors £391,400 £380,000

Based on the market review, salary increases of £11,400p a (3%)
were approved for the CFO and £17,922 (3%) for the CEQ
respectively, effective 1 July 2013, based on performance and ther
compensation level, vis a vis the market

Annual bonus

2014 2013

Actual

Executive On Target Maximum  On Target Maximum bonus
Director payment payment payment payment earned
Leo Quinn 75% 150% 75% 150% 150%
David Mellors 75% 150% 75% 150% 150%

The 2013 and 2014 bonus potential and 2013 actual awards are set
out above, expressed as a percentage of salary

The annual cash bonus opportumity will remain unchanged for 2014
and the measures used to determine performance will also remain
unchanged Part of all annual cash bonuses earned are deferred and
paid in shares, as described below

Both the CFO and CEO were measured against Group targets as
shown below

Group Underlying Operating Profit* 60%
Group Underlying Cash Flow* 20%
Underlying Earnings per Share*  20%

In 2013 the stretch financial targets were exceeded and therefore
drove the maximum bonus achievement of 150% of base salary,
which 1s also captured in the Directors’ Remuneration table later
in this report

Deferred Annual Bonus (DAB) Plan

In 2013 the CEO deferred 50% and the CFO deferred 40% of
their 2012 annual cash bonus plans These will vest in three years
(June 2015) and according to future underlying EPS perfarmance
any deferred bonus will be matched, up to 100%, based on the
following underlying EPS* performance

Underlying EPS* CAGR

over three years Percentage of Shares Vesting

Less than 3% 0%
3% 25%
Between 3% and 10% between 25% and 100% {linear)
10% or more 100%

50% of the 2013 annual cash bonus wili be deferred into the DAB
and will be matched on the same performance basis as the above
in three years (June 2016}

* Defininons of underlying measures of performance can be found in the glossary
on page 116
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Performance Share Plan (PSP)
In 2013 the VSP was replaced by the Performance Share Plan (PSP)

The value of the awards made to the Executive Directors in 2013 are
detailed below

2014 Award 2013 Award
Leo Quinn 150% of base salary 150% of base salary
Dawid Mellors 150% of base salary 150% of base salary

The graph below shows the targets against which the performance
will be measured and the vesting mecharnics

TSR Performance vs FTSE 250 (excluding investment trusts)
—50% of award

Award vesting Percentile performance

100%

30%

Median Upper quartile

Underlying EPS* Performance — 50% of award

% award vesting CAGR underlymg EPS*

100%
25%

3% 10%
PSP vestingJune 2013

