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QinetiQ Limited
Strategic report for the year ended 31 March 2021

The Directors present their Strategic Report for the year ended 31 March 2021.

Principal activities

QinetiQ Limited's principal activities during the year were the supply of technical support, test and evaluation,
training, technical solutions and high-technology products to customers in the global defence, aerospace and security
markets.

Business review
QinetiQ Limited ('the Company") is a subsidiary of QinetiQ Group plc ('the Group'). The Company primarily forms
the core of the Group's UK operations.

The Company operates through two customer-focused divisions: EMEA Services and Global Products. Details of
the EMEA Services division (including businesses managed directly by other Group companies) can be found on
pages 18 to 20 of the QinetiQ Group plc Annual Report and Accounts 2021. Details of the Global Products division
(including businesses managed directly by other Group companies) can be found on pages 20 to 21 of the QinetiQ
Group plc Annual Report and Accounts 2021.

Orders for the year were £767.6m (2020: £593.4m). This included £158m of Typhoon phase 1 orders under the EDP
framework contract in EMEA services. Revenue increased by 14.9% to £846.3m, principally driven by new work
under EDP. A high proportion of the Company’s revenue is delivered through long-term contracts and this provides
good visibility for the coming year, despite the challenges of COVID-19. As at 31 March 2021 £410.7m of the
Company’s revenue for the coming financial year (2022) was under contract.

The profit before taxation was £120.0m (2020: profit of £130.2m). This included a gain on sale of property £0.1m
(2020: £12.4m) and finance income of £7.1m (2020: £6.5m) related to the defined benefit pension net surplus offset
by a £4.7m (2020: £13.6m) intercompany loan impairment. During the year the Company paid a dividend of £46.1m
(2020: £199.9m) to its parent company, QinetiQ Holdings Limited, and received dividend income of £1.0m (2020:
£4.8m) from subsidiary undertakings.

The Company's key financial and other performance indicators during the year were as follows:

Unit 2021 2020

Orders £m 767.6 593.4
Revenue growth % 14.9 12.7
Operating profit £m 109.8 1224
Profit after taxation £m 99.1 113.4
Notes 2021 2020

Net promoter score 1 49 59
Health and safety 2 29 24

Notes:

1) The net promoter score (NPS) is an internationally recognised metric for customer satisfaction. The NPS score is calculated by deducting the
percentage of customers who are detractors from the percentage who are promoters, and can therefore range from -100 to +100.

2) The Lost Time Incident (LTI) rate is calculated using the total number of accidents resulting in at least one day taken off work, muitiplied by
1,000 divided by the average number of employees in the Company in that year. :
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QinetiQ Limited
Strategic report for the year ended 31 March 2021 (continued)

The key risks and uncertainties impacting on the Company relate to the following:

Execution of UK growth strategy
Risk

UK Government budget constraints lead to reduced spending in core markets in which we operate. This and the ever
increasing pace required to introduce new technology to respond to emerging threats results in a risk that our
approaches/offerings for evaluating capability may not remain relevant.

Mitigation
Our strategy is focused on leading and modernising UK test and evaluation in support of our UK and overseas
customers’ objectives and developing our training and mission rehearsal and data intelligence/cyber businesses. This

includes ongoing proactive engagement with our major customers to enable us to support their objectives through
mission-led innovation. i

Our focused investment into contracts enhances our offerings that support our customers with their efficiency
challenges as well as ensuring that we provide the right services as the threat environment continues to evolve. We
continue to deliver new customer solutions and are increasingly moving towards modelling and synthetics, as well
as embracing the next generation of digital transformation.

Innovation strategy
Risk

Failure to innovate to enable the realisation of new ideas for our customers and our organisation in the face of
market and environmental changes such as rapidly evolving customer needs, technological change and increased
competition. Specifically failure to:
« create a culture of innovation;
« develop relevant business models, processes and products/services;
« attract and retain the right talent.
Mitigation
Initiatives to ensure innovation and the necessary underlying culture is embedded across the Company, including:
» Investment in innovative approaches and tools, for example the use of digital platforms to provide enhanced
collaboration environments for our staff and customers, and virtual environments to demonstrate our
capabilities;
« Diversity and Inclusion programme to drive and foster diverse thinking;
« Commercial innovation, including agile approaches to contracting;
« Ensure we identify, attract and retain the right people now and for the future.

Ongoing Company-wide communications, including via the Roadshows and Q-Talks, and training to drive
understanding and adoption of our mission-led innovation ethos, to deliver better operational outcomes for
customers and end-users; working collaboratively to solve complex problems, at pace.
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QinetiQ Limited
Strategic report for the year ended 31 March 2021 (continued)

The key risks and uncertainties impacting on the Company relate to the following (continued):
A material change to the UK Government’s use of existing large contracts
Risk

The Long Term Partnering Agreement (LTPA) is a 25-year partnering contract with the UK MOD to provide test,
evaluation, and training services.

The Engineering Delivery Partnership (EDP) programme is a 10-year agreement delivered by the Aurora
Engineering Partnership and is established as the default route for contracted engineering services for UK MOD
Defence Equipment & Support (DE&S) and is also available to the wider UK MOD.

UK Government budget constraints, could lead to a material change in use of these large contracts.
Mitigation
We are investing significantly into the LTPA capabilities to ensure they remain relevant and modern. The

investment portfolio is agile to changing customer needs and technological advances to ensure we remain at the
cutting edge.

At the end of March 2021 we transitioned to a fully output based contract, an approach that delivers clear outputs to
customers, measured through the delivery of event types. This enables us to capitalise on opportunities delivering
outputs in new and agile ways, optimising the efficient delivery of the contract.

Significant breach of relevant laws and regulations

Risk

We operate in highly regulated environments across many jurisdictions. Non-compliance to existing and new
requirements, such as the Task Force on Climate-related Financial Disclosures (TCFD), presents risks to people,
property and the environment as well as having the potential to compromise our ability to conduct business in
certain markets, potentially having an impact on a variety of stakeholders. The consequences of the COVID-19

pandemic, including increased hybrid working and reduced numbers on-site, has the potential to exacerbate the risk
of a safety or regulatory non-compliance.

Mitigation
Maintaining and strengthening a proactive safety and regulatory compliance culture across the Company is a key
part in minimising the risk of a failure.

The Group Operating Model clearly defines lines of responsibility through the organisation. In addition we have
robust policy, procedures and mandatory training in place. The QinetiQ Code of Conduct sets out clear expectations
for the Company and its employees; in some areas, such as bribery and corruption, the Company adopts a zero
tolerance approach.

We drive continuous improvement using a range of approaches such as audit and evaluation, focused training,
strategic improvement programmes, and business objectives.
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QinetiQ Limited
Strategic report for the year ended 31 March 2021 (continued)

The key risks and uncertainties impacting on the Company relate to the following (continued):
Security and IT systems
Risk

A breach of physical or data security, cyber attacks or IT systems failure leading to loss of customer or company
information could have an adverse impact on our reputation, customer confidence and operational delivery. The
consequencies of the COVID-19 pandemic, including increased hybrid working, has the potential to exacerbate the
data and cyber security risks.

Mitigation

As a key supplier in the Sovereign National Security supply chain, we must ensure that the organisation’s security
meets Governments’ and other relevant requirements worldwide. We employ a holistic security threat approach
through four interlocking pillars: Physical, Information, Cyber and Personnel Security. Our changing and
increasingly sophisticated threat environment is continuously reviewed, using appropriate tools and techniques, as

part of our over-arching Security Strategy such that new and emerging threats are removed or mitigated, ensuring
our strategy appropriately balances the security, cost and flexibility required for any given solution.

* A Group Cyber Security Standard,;

» Targeted Cyber Security Training for key IT employees;

« Deployment and continual upgrade of cyber security detection and protective technologies;
¢ Annual strategic security reviews;

« Continuous communications to employees;

e Annual Security Culture survey;

« Mandatory security awareness training for all employees and contractors;

» Regular updates to the Risk & Security Committee.

Security culture, behaviour and ensuring our people have appropriate awareness of the threats to our organisation is
critical to our risk mitigation. To further embed this we have introduced collective security objectives for our
Leadership Teams.

Our on-going digital transformation and IT improvement programme continues to deliver improved I'l' robustness
through a range of approaches including renewing IT systems and moving to cloud based solutions.
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QinetiQ) Limited
Strategic report for the year ended 31 March 2021 (continued)

Section 172 (1) statement
The Directors welcome their responsibilities to promote the success of the Company in accordance with section 172
of the 2006 Companies Act.

The Board of QinetiQ Limited confirm that during the year under review, it has acted to promote the long term
success of the Company for the benefit of the shareholders and ensures that all decisions are taken for the long term,
and collectively and individually aims to always uphold the highest standard of conduct. Similarly, the Directors
acknowledge that the business can only grow and prosper over the long term if they understand and respect the
views and needs of the Company’s investors, customers, employees, suppliers and other stakeholders to whom the
Company is accountable, as well as the environment the Company operates within.

Typically in large and complex companies such as QinetiQ Limited, the Directors fulfil their duties through a Group
wide governance framework that delegates day-to-day decision making which is part of the wider QinetiQ Group
(the 'Group') to the employees of the QinetiQ Group companies. The Board recognises that such delegation needs to
be part of a robust governance structure, which covers the Group’s values, how the Group engages with its
stakeholders, and how the Board of Directors of QinetiQ Limited assures itself that the governance structure and
systems of controls continue to be robust. Although QinetiQ Limited is used for trading and employment purposes
within the wider QinetiQ Group, the majority of decisions concerning employee engagement and stakeholder
relationships are made by the Board of QinetiQ Group plc, the Company’s ultimate parent company.

By way of example, the Group operates a Group Delegation Matrix which ensures that:

» Decisions put before the Directors are within approved budgets and previously approved management/project
plans, and operate in conjunction with our Operating Framework processes.

» Contentious issues (in particular any proposed contracting: (i) in new markets; or (ii) with non-traditional
customers; or (iii) with non-familiar technologies; or (iv) where the sale of a technology or capability to a
particular customer or for a particular use could give rise to adverse publicity through ethical or reputational
risks; or (v) which could give rise to competition issues; or (vi) which has the potential to cause business
disruption; or (vii) which involves regulatory issues that are not usual course of business; or (viii) in
geographical territories recognised to be higher risk to operate in; or (ix) where the contract could give rise to
a situation which would have a material negative impact on a group company’s overall profit margin; or (x)
involving any other factor that could introduce unfamiliar and/or difficult to mitigate risks) are always
referred to the ultimate parent company, QinetiQ Group ple.

« Managers are able to delegate authority provided to them in the Group Delegations Matrix. However, they
remain responsible for any resulting approval of decisions and are therefore not able to delegate
accountability or responsibility. o

* Authorising managers must obtain and follow appropriate professional advice (eg: technical, commercial,
procurement, HR, legal, financial, treasury, tax and trade controls).

Information about how the Directors of QinetiQ Group plc have fulfilled their duties under section 172 of the 2006
Companies Act is provided on pages 48 and 49 of the QinetiQ Group plc Annual Report and Accounts 2021.

Board training and support on section 172 duties

The Directors are supported in the discharge of their duties by the Company Secretary of QinetiQ Group plc, who is
also a Director and the Secretary of QinetiQ Limited. All Directors have received guidance on their statutory duties,
including those under section 172 and those under the reporting requirements introduced by the Companies
(Miscellaneous Reporting) Regulations 2018.
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QinetiQ Limited -
Strategic report for the year ended 31 March 2021 (continued)

Corporate Responsibility and Sustainability, Environment, Social and Governance
Our Corporate Responsibility and sustainability strategy underpins our business strategy and is designed to meet
stakeholder expectations across environmental, social and governance themes.
« The Group Board fully supports the evolved approach and have designated a Global Leadership Team owner
for each of the 'E', 'S' and 'G'.
¢ The Group Board has approved the addition of a new non-financial KPI, which now ensures that we are
considering climate changes as part of our core indicators, and has also fully supported the Company to
develop a new net zero strategy to address greenhouse gas emissions to replace our current target.

Environment

As part of our refreshed Global Environment, Health and Safety ('EHS') Strategy, we strengthened our commitment
to environmental stewardship. We work to protect our environment, minimising our footprint, seeking to enhance
biodiversity and delivering responsibly and sustainably for our customers. This has been the case throughout the
pandemic as we've maintained our focus on environmental protection while our sites have remained operational, as
underpinned by our ISO 14001 certification in the UK. Environmental issues are reviewed regularly by the MDs and
at the Risk & Security Committee.

Information on Greenhouse gas emissions is provided on page 40 of the QinetiQ Group plc Annual Report and
Accounts 2021. We have also included an overview of our approach to meet the requirements of Task Force on
Climate-related Financial Disclosures ('TCFD') on page 41 of the QinetiQ Group plc Annual Report and Accounts
2021.

Additional information on environmental stewardship is provided on pages 41 to 42 of the QinetiQ Group plc
Annual Report and Accounts 2021.

Employee voice
During the year the Directors ensured themselves that the QinetiQ Group, and hence the Company, operates an
intensive employee engagement programme, which includes the following:

« Quarterly employee engagement surveys, enabling employees to give feedback on what it is like to work for
QinetiQ from which action plans are developed.

* Regular presentations led by senior management ('Q-talks")

* Global Roadshows led by the Group CEO and the Global Leadership Team, our Global Employee Voice
Group ('GEV') and other engagement forums (e.g. works councils), as well as indirectly through feedback on
platforms such as Glassdoor.

¢ The Chairman and the Non-Executive Directors of QinetiQ Group plc attended the meetings of the GEV on a
rotational basis.

¢ Our seven diversity and inclusion employee networks.

Employee involvement

Employee engagement is a strategic priority. The purpose and vision of the Employee Engagement Group (EEG)
has been revised and re-launched as the Global Employee Voice (GEV). The GEV is a global forum that acts as the
collective voice of all QinetiQ Group employees.

The GEV meet regularly with the Group CEO and Group Director of Human Resources and the Group Chairman
actively participates at leadership engagement events. During the year, the GEV had two meetings with the Chair of
the Remuneration Committee, had regular contact with the Group Chairman and met with the Group Function
Director Human Resources who reports to the Board on culture, employee and people strategy, and employee
engagement.

Additional information in respect of employee safety and wellbeing, employee development and employee
engagement is provided on pages 42 to 46 of the QinetiQ Group plc Annual Report and Accounts 2021.
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QinetiQ Limited
Strategic report for the year ended 31 March 2021 (continued)

Safety, Health and wellbeing of employees

The health, safety and wellbeing of our people is our priority and with COVID-19, support for our people and their
families has never been more important. This year we have updated our Environmental, Health and Safety (EHS')
strategy to address 4 areas (1) enabling and empowering safe and competent people who are engaged to make
informed EHS decisions, (2) building a community of strong, active and visible leaders who have a clear
commitment to safety and employee wellbeing (3) globalising our approach to EHS, so that we strengthen
governance, support global working and share best practice and (4) continuous monitoring and improving to
strengthen performance and enhance employee wellbeing while creating a safe, successful and resilient business.
This includes areas such as a new competency framework (for more details see page 42 of the QinetiQ Group plc
Annual Report and Accounts 2021).

In March 2021 there was an incident at our Pendine site in the UK, which resulted in one of our employees
sustaining serious injuries. We are continuing to support the external investigations into the incident and we are
undertaking our own, to better understand what happened and any lessons we can learn and apply, to continue to
improve our safety first culture. A claim for civil damages has been made, but cannot yet be reliably quantified and
no provision is recorded at the balance sheet date. However, there is not expected to be a material impact on profit
due to the claim being covered by the Company’s insurance coverage.

The wellbeing of our people has been one of our top priorities as we have navigated the pandemic. We have
supported our people through a range of mechanisms, signposting to existing resources, such as our networks of
Mental Health First Aiders and our Employee Assistance Programme, while creating new guidance and resources,
resilience workshops. and a focus on managers regularly 'checking-in' with their teams - to reflect not only that
employees have had to adapt to working differently but also that COVID-19 impacted our wellbeing.

This year we have developed a new global wellbeing strategy, as part of the EHS strategy, which focuses on five
pillars: physical health, mental health, personal growth, work environment and financial wellbeing. The strategy
takes a global approach and sets a five year timeline, to create and sustain a culture that will differentiate us in our
sector, where all our people are proud to work and we are focused on both our personal and collective wellbeing.

Fostering relationships with partners, suppliers, customers and others

Qur customers are at the centre of our vision and foundation of our success. During the year, the Directors closely
monitored how the Group worked with its customers and how it addressed key customer issues. The Company
continued to work closely with customers to enable the delivery of the capabilities of defence, security and critical
national infrastructure, including the emergency services. Every QinetiQ customer has a delivery team continually
engaging with it and adapting its approach to the customer, ensuring that the customer’s objectives are achieved.

The Directors take a keen interest in ensuring a collaborative environment where all partners and suppliers can
contribute and add value and be treated fairly, regardless of their respective size. In addition to the day-to-day
engagement through normal business activity, the Directors actively engage with key partners through a series of
meetings between our executive team and their counterparts at key industry partners. We have continued to work
closely with our suppliers to accelerate our digital transformation strategy. Throughout the pandemic, we have
supported our suppliers to help them navigate the challenges of COVID-19, including prompt payment of invoices,
in particular to smaller suppliers.

The Group’s strategy towards stakeholder engagement, including how the Board of Directors of QinetiQ Group plc

interacts with its stakeholders, is further outlined on page 38 of the QinetiQ Group plc Annual Report and Accounts
2021.
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QinetiQ Limited
Strategic report for the year ended 31 March 2021 (continued)

Community and society

The Directors keep abreast of the work that the Company is undertaking in relation to its communities and the wider
society. Examples of how the Company engages with the community include a variety of community investment
activities such as volunteering, supporting local charities and community liaison.

Regulators
Senior managers within the Company liaise with regulators via meetings, audits and reports. Some aspects of our
business will have oversight by regulators, for example on health, safety and environmental issues.

Diversity and Inclusion

The QinetiQ Group is creating an inclusive environment where we benefit from a diverse range of thinking from
varied backgrounds and people at different stages in their careers. To achieve this our inclusion 2025 strategy is
focusing on building a workplace and culture where everyone can feel valued, be authentic and realise their full
potential. Qur focus in FY21 has been across three key themes, awareness of the importance of diversity and
inclusion to QinetiQ, leadership and employees.

« We have delivered an awareness campaign on the importance of diversity and inclusion (‘'D&I') as well as
targeted campaigns on autism, dyslexia, mental health, women in STEM, psychological safety, gender
balance, Black History Month, LGBT History Month, the menopause and disability.

« Werolled out 'inclusion' training for all employees and have developed a new resource hub on a wide range
of D&I topics. We have also created a series of short tool-kits and have rolled out language and banter team
discussion sessions, across the business.

+ We have a leadership incentive scheme that requires leadership activities.

« We have launched new employee networks to broaden the range of diversity focus and introduced D&I
champions.

s Our reverse mentoring programme has been successful with our second and third cohorts launched in FY21.

Information on gender diversity data is provided on page 45 of the QinetiQ Group plc Annual Report and Accounts
2021.

Developing our people

As a result of the pandemic we have adapted the way in which we deliver our learning and talent management
programmes. Our priorities have focused on maintaining critical SQEP (Suitably Qualified and Experienced Person)
capability, nurturing and growing our early careers talent pipeline and enabling our leaders to manage team and
individual performance effectively as they adjusted to remote working or hybrid working practices in their teams.

To achieve this we have;

» Developed a virtual corporate induction and manager team essentials programme

» Made significant progress in implementing globalised people systems and processes by deploying Success
Factors, a global Human Resources Information System

» Increased our investment in and focus on early careers talent

* Strengthened our in-house coaching capability

« Continued collaboration with industry, e.g. the UK Defence Growth Partnership and STEM futures, focusing
on future skills.
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QinetiQ Limited
Strategic report for the year ended 31 March 2021 (continued)

Governance and business ethics
Our approach to governance is described in detail on page 47 of the QinetiQ Group plc Annual Report and Accounts
2021. This includes:
* An overview of our code of conduct
* Our mandatory business ethics training
*  Our 'speak up’ approach - including confidential reporting, as well as ethics champions and advice email line
« Our approach to anti-bribery and corruption including key aspects such as training
*  Our approach to human rights
* QOur approach to modern slavery

Approved by the Board on 28 July 2021 and signed on its behalf by:

<

Jon Messent

Company Secretary and Director
Cody Technology Park

Ively Road

Farnborough

Hampshire

GU14 0LX
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QinetiQ Limited
Directors' report for the year ended 31 March 2021

The Directors present their report and the audited financial statements for the year ended 31 March 2021.

The Company is a private company limited by shares and is incorporated, registered and domiciled in the United
Kingdom, and the registered number is 03796233. The address of the registered office is Cody Technology Park,
Ively Road, Farnborough, Hampshire, GU14 OLX.

Directors of the company

The Directors who held office during the year and up to the date of signing the financial statements were:
Jon Messent - Company Secretary and Director

Malcolm Coffin

Stephen Webster (resigned 30 April 2021)

David Smith (appointed 22 July 2020)

Peter Montague-Fuller (appointed 23 March 2021)

Future developments
The Company expects to continue operating with its principal activity as outlined in the Strategic Report for the
foreseeable future.

General MOD compliance system

The Company operates a generic compliance system. This is integral to the work of QinetiQ Group plc and its
subsidiaries ('QinetiQ') in its relationship with the UK Government. The generic compliance system is designed to
give the MOD customer confidence that QinetiQ is able to provide impartial advice during any competitive
evaluation of a procurement opportunity where the Company wishes to operate on both the 'buy' and 'supply’ sides.
The aim is to achieve a balance between meeting the needs of the procurement customers in the MOD (principally
Defence Equipment & Supply) and the need to allow QinetiQ the flexibility to commercialise research into the
supply chain and pursue its planned commercial activities, without compromising the defence or security interests of
the UK.

The Group's Board nominates two senior executives to act as Compliance Implementation Director ('CID') and
Compliance Audit Director ('CAD").

Oversight of the operation of the compliance system is provided by the Risk & Security Committee (the
'Committee') of QinetiQ Group plc (the 'Group'). During the year under review, the Committee received an annual
report from the Group Director, Safety and Governance and the internal audit function on the compliance areas that
it monitored. A typical report includes a summary of the scope and an executive summary of the findings with an
audit opinion, with agreed associated time-bound action plans. The Committee addresses any issues that would arise
if QinetiQ were to fail to comply with the requirements of the generic compliance system. No breaches were noted
during the year.

As well as monitoring adherence to the generic compliance system, the Committee has two other primary functions:
» To oversee the sound operation of the Company's risk management systems;
« To monitor non-financial risk exposures, including security, trade controls, ethics, corporate responsibility
and health, safety and environment.
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QinetiQ Limited
Directors' report for the year ended 31 March 2021 (continued)

Financial risk management

The Company is exposed to a variety of financial risks as a result of its operations that include the effects of changes
in foreign exchange rates, interest rates, credit risks and liquidity risks. Treasury and risk management policies,
which are set by the Group's Board, specify guidelines on financial risks and the use of financial instruments to
manage risk. The instruments and techniques used to manage exposures include foreign currency derivatives. Group
Treasury monitors financial risks and compliance with risk management policies during the year. There have been
no changes in any risk management policies during the year or since the year end.

Foreign exchange risk

The majority of the Company's income and expenditure is settled in sterling. The Company's policy is to use
financial instruments to hedge all material transaction exposure at the point of commitment to the underlying
transaction. The Company does not typically hedge uncommitted future transactions, although transaction risks are
fully considered and appropriately mitigated when bidding for new work.

Interest rate risk
The Company has interest bearing inter-company balances which earn or accrue interest at LIBOR plus a margin.
The Company does not use derivative financial instruments to manage interest rate costs.

Credit risk

Credit risk is the risk of financial loss to the Company if a customer fails to meet its contractual obligations. To
mitigate this risk the Company performs credit checks as appropriate and only contracts with customers who meet
certain creditworthiness requirements.

Liquidity risk
The Company retains sufficient cash to ensure it has available funds for its operations.

The Directors will revisit the appropriateness of this approach to risk management should the Company's operations
change in size or nature.

Dividends
The Company paid an interim dividend of £46.1m (2020: £199.9m) during the year to its parent company, QinetiQ
Holdings Limited, and received interim dividends of £1.0m (2020: £4.8m) from subsidiary undertakings.

The Directors have not recommended payment of a final dividend for the year ended 31 March 2021 (2020: nil).

Research and development

One of the Company's principal business streams is the provision of funded research and development (R&D) for
customers. The Company also invests in the commercialisation of promising technologies across all areas of
business.

In the financial year the Company recorded £273.5m (2020: £262.1m) of total R&D related expenditure, of which
£260.3m (2020: £251.2m) was customer funded work and £13.2m (2020: £10.9m) was internally funded.
Additionally, £1.6m (2020: nil) of fate stage development costs were capitalised and £1.0m (2020: £0.1m) of
capitalised development costs were amortised in the year.
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QinetiQ Limited
Directors’ report for the year ended 31 March 2021 (continued)

Political donations

The Company does not make political donations to parties as that term would be commonly recognised. The legal
definition of that term is, however, quite broad and may have the effect of covering a number of normal business
activities that would not commonly be perceived to be political donations, such as sponsorship of events.

These may include legitimate interactions in making MPs and others in the political world aware of key industry
issues and matters that affect the Company, and that make an important contribution to their understanding of the
Company, the markets in which it operates and the work of their constituents.

Employment of people with disabilities

The Company is committed to the fair treatment of people with disabilities in relation to job applications, training,
promotion and career development. If an existing employee becomes disabled, we make evry effort to enable them
to continue their employment and career development, and to arrange appropriate training, wherever practicable.

Employee involvement

Employee engagement is a strategic priority. The purpose and vision of the Employee Engagement Group (‘EEG')
has been revised and re-launched as the Global Employee Voice (GEV'). The GEV is a global forum that acts as the
voice of all QinetiQ employees. See page 7 of the Strategic report for further details.

Indemnities

QinetiQ Group plc maintains directors’ and officers’ liability insurance in respect of its Directors and those
Directors of its subsidiary companies. During the year under review, and at the date of this report, one Director had
the benefit of an indemnity deed granted by QinetiQ Group plc containing qualifying indemnity provisions, as
defined in Section 234 of the Companies Act 2006, relating to certain liabilities, which may be attached to them as
Directors or as former Directors of the Company.

Statement of corporate governance arrangements
Under the Companies (Miscellaneous Reporting) Regulations 2018, the Company is required to include a statement
of corporate governance arrangements in its annual report for years beginning on or after 1 January 2019.

The Company is part of a wider Group of Companies, ultimately controlled by QinetiQ Group plc, a UK listed
Company, which, due to its listed status, complies with the UK Corporate Governance Code 2018.

The Directors of the Company fulfil their duties through a Group wide governance framework that delegates
day-to-day decision making to the employees of the Group companies. The Board recognises that such delegation
needs to be part of a robust governance structure, which covers the Group’s values, how the Group engages with its
stakeholders, and how the Board of Directors of QinetiQ Limited assures itself that the governance structure and
systems of controls continue to be robust.

Although QinetiQ Limited is used for trading and employment purposes within the wider QinetiQ Group, the
majority of decisions concerning employee engagement and stakeholder relationships are made by the Board of
QinetiQ Group plc, the Company’s ultimate parent company. The Company has therefore decided not to formally
adopt a Code of Corporate Governance, but to adhere to the decisions and directions made by QinetiQ Group plc.

Independent Auditors
Pursuant to Section 487 of the Companies Act 2006, the auditors will be deemed to be reappointed and
PricewaterhouseCoopers LLP will therefore continue in office.
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QinetiQ Limited
Directors' report for the year ended 31 March 2021 (continued)

Statement of Directors' Responsibilities
The Directors are responsible for preparing the Annual Report and the financial statements in accordance with
applicable law and regulations.

Company law requires the Directors to prepare financial statements for each financial year. Under that law the
Directors have elected to prepare the financial statements in accordance with United Kingdom Generally Accepted
Accounting Practice (United Kingdom Accounting Standards, comprising FRS 101 'Reduced Disclosure
Framework', and applicable law).

Under Company law the Directors must not approve the financial statements unless they are satisfied that they give
a true and fair view of the state of affairs of the Company and of the profit or loss of the Company for that period. In
preparing the financial statements, the Directors are required to:

+ select suitable accounting policies and apply them consistently;

 state whether applicable United Kingdom Accounting Standards, comprising FRS 101, have been followed,
subject to any material departures disclosed and explained in the financial statements;

» make judgements and accounting estimates that are reasonable and prudent; and

» prepare the financial statements on the going concern basis unless it is inappropriate to presume that the
Company will continue in business.

The Directors are also responsible for safeguarding the assets of the Company and hence for taking reasonable steps
for the prevention and detection of fraud and other irregularities.

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company's transactions and disclose with reasonable accuracy at any time the financial position of the Company and
enable them to ensure that the financial statements comply with the Companies Act 2006.

Directors' confirmations

In the case of each director in office at the date the Directors' Report is approved:

+ so far as the Directors are aware, there is no relevant audit information of which the Company's auditors are
unaware; and

« they have taken all the steps that they ought to have taken as a Director in order to make themselves aware of any
relevant audit information and to establish that the Company's auditors are aware of that information.

Approved by the Board on 28 July 2021 and signed on its behalf by:

Jon Messent

Company Secretary and Director
Cody Technology Park

Ively Road

Farnborough

Hampshire

GU14 0LX

Page 14



Independent auditors' report to the members of QinetiQ Limited

Report on the audit of the financial statements

Opinion

In our opinion, QinetiQ Limited's financial statements:

» give atrue and fair view of the state of the Company's affairs as at 31 March 2021 and of its profit for the year
then ended;

* have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice
(United Kingdom Accounting Standards, comprising FRS 101 'Reduced Disclosure Framework', and applicable
law); and

* have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements, included within the Annual report and financial statements (the 'Annual
Report"), which comprise: the Balance sheet as at 31 March 2021; the Profit and loss account, the Statement of
comprehensive income, the Statement of changes in equity for the year then ended; and the notes to the financial
statements, which include a description of the significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) ('ISAs (UK)') and applicable
law. Our responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities for the audit of the
financial statements section of our report. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Independence

We remained independent of the Company in accordance with the ethical requirements that are relevant to our audit
of the financial statements in the UK, which includes the FRC’s Ethical Standard, and we have fulfilled our other
ethical responsibilities in accordance with these requirements.

Conclusions relating to going concern
Our evaluation of the Directors’ assessment of the Company’s ability to continue to adopt the going concern basis of
accounting included:

+ We have obtained management's FY22 budget. We have held discussions with management to understand the
budgeting process and the key assumptions made in the forecasting process;

« Using our own knowledge from the audit and assessment of previous forecasting accuracy we calculated
sensitivities to apply to management's cash flow forecasts. There procedures confirmed significant head-room in
management's forecasts; and '

»  We assessed the adequacy of disclosures in the Annual report and financial statements and found these
appropriately reflect our understanding of the conclusions reached.

Based on the work we have performed, we have not identified any material uncertainties relating to events or
conditions that, individually or collectively, may cast significant doubt on the Company’s ability to continue as a
going concern for a period of at least twelve months from when the financial statements are authorised for issue.

In auditing the financial statements, we have concluded that the Directors’ use of the going concern basis of
accounting in the preparation of the financial statements is appropriate.

However, because not all future events or conditions can be predicted, this conclusion is not a guarantee as to the
Company'’s ability to continue as a going concern.

Our responsibilities and the responsibilities of the Directors with respect to going concern are described in the
relevant sections of this report.
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Independent auditors' report to the members of QinetiQ Limited (continued)

Reporting on other information

The other information comprises all of the information in the Annual Report other than the financial statements and
our auditors’ report thereon. The Directors are responsible for the other information. Our opinion on the financial
statements does.not cover the other information and, accordingly, we do not express an audit opinion or, except to
the extent otherwise explicitly stated in this report, any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in
doing so, consider whether the other information is materially inconsistent with the financial statements or our
knowledge obtained in the audit, or otherwise appears to be materially misstated. If we identify an apparent material
inconsistency or material misstatement, we are required to perform procedures to conclude whether there is a
material misstatement of the financial statements or a material misstatement of the other information. If, based on
the work we have performed, we conclude that there is a material misstatement of this other information, we are
required to report that fact. We have nothing to report based on these responsibilities.

With respect to the Strategic Report and Directors’ Report, we also considered whether the disclosures required by
the UK Companies Act 2006 have been included.

Based on our work undertaken in the course of the audit, the Companies Act 2006 requires us also to report certain
opinions and matters as described below.

Strategic Report and Directors’ Report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic
Report and Directors® Report for the year ended 3 I March 2021 is consistent with the financial statements and has
been prepared in accordance with applicable legal requirements.

In light of the knowledge and understanding of the Company and its environment obtained in the course of the audit,
we did not identify any material misstatements in the Strategic Report and Directors’ Report.

Responsibilities for the financial statements and the audit

Responsibilities of the Directors for the financial statements

As explained more fully in the Statement of Directors' Responsibilities, the Directors are responsible for the
preparation of the financial statements in accordance with the applicable framework and for being satisfied that they
give a true and fair view. The Directors are also responsible for such internal control as they determine is necessary
to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or
error.

In preparing the financial statements, the Directors are responsible for assessing the Company’s ability to continue
as a going concern, disclosing as applicable, matters related to going concern and using the going concern basis of
accounting unless the Directors either intend to liquidate the Company or to cease operations, or have no realistic
alternative but to do so.
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Independent auditors' report to the members of QinetiQ Limited (continued)

Responsibilities for the financial statements and the audit (continued)

Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
ISAs (UK) will always detect a material misstatement when it exists. Misstatements can arise from fraud or error
and are considered material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures in
line with our responsibilities, outlined above, to detect material misstatements in respect of irregularities, including
fraud. The extent to which our procedures are capable of detecting irregularities, including fraud, is detailed below.

Based on our understanding of the Company and industry, we identified that the principal risks of non-compliance
with laws and regulations related to relevant tax legislation, Single Source Contracting Regulations, the Health and
Safety Executive and anti bribery and corruption legislation, and we considered the extent to which non-compliance
might have a material effect on the financial statements. We also considered those laws and regulations that have a
direct impact on the financial statements such as the Companies Act 2006. We evaluated management’s incentives
and opportunities for fraudulent manipulation of the financial statements (including the risk of override of controls),
and determined that the principal risks were related to posting inappropriate journal entries to increase revenue or
reduce expenditure, and management bias in accounting estimates. Audit procedures performed by the engagement
team included:

» Discussions with management at multiple levels across the Company and wider group, including the Group's
Internal Audit function and legal counsel throughout the year, as well as at year end. These discussions have
included consideration of known or suspected instances of non-compliance with laws and regulations and fraud;

» Evaluation of managements controls designed to prevent and detect irregularities, in particular their anti-bribery
controls;

¢ Understanding and evaluating of changes in processes and controls as a result of the COVID-19 pandemic;

«  Assessment of matters reported on the Company's whistleblowing hotline and the results of management's
investigation of such matters;

» Review correspondence with and reports to relevant regulatory authorities;

= Challanging assumptions and judgements made by management in their significant accounting estimates, in
particular in relation to long-term contract accounting;

+ Identifying and testing journal entries, in particular any journal entries posted with unusual account combinations
or posted by senior management; and

« Incorporating elements of unpredictability into the audit procedures performed.

There are inherent limitations in the audit procedures described above. We are less likely to become aware of
instances of non-compliance with laws and regulations that are not closely related to events and transactions
reflected in the financial statements. Also, the risk of not detecting a material misstatement due to fraud is higher
than the risk of not detecting one resulting from error, as fraud may involve deliberate concealment by, for example,
forgery or intentional misrepresentations, or through collusion.

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website
at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report.
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Independent auditors' report to the members of QinetiQ Limited (continued)

Responsibilities for the financial statements and the audit (continued)

Use of this report

This report, including the opinions, has been prepared for and only for the Company’s members as a body in
accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in giving
these opinions, accept or assume responsibility for any other purpose or to any other person to whom this report is
shown or into whose hands it may come save where expressly agreed by our prior consent in writing.

Other required reporting

Companies Act 2006 exception reporting

Under the Companies Act 2006 we are required to report to you if, in our opinion:

+ we have not obtained all the information and explanations we require for our audit; or

» adequate accounting records have not been kept by the Company, or returns adequate for our audit have not been
received from branches not visited by us; or

 certain disclosures of Directors’ remuneration specified by law are not made; or

» the financial statements are not in agreement with. the accounting records and returns.

We have no exceptions to report arising from this responsibility.

.Gr

ay (Senior Stat r)
fot apd on behalf of Pri ouseCoopers LLP,
Chartered Accountant and Statutory Auditors
Southampton
r\
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QinetiQ Limited
Profit and loss account for the year ended 31 March

Revenue
Operating costs
Other operating income

Operating profit
Loss on impairment of loan to fellow subsidiary undertakings

Profit before net finance income and income from shares in
Group undertakings

Finance income
Finance expense

Finance income - net
Income from shares in Group undertakings

Profit before taxation
Tax expense on profit

Profit for the financial year

All amounts derive from continuing operations.

The notes on pages 23 to 60 form an integral part of these financial statements.
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Note

2021 2020
£m £m
846.3 736.7
(745.8) (638.2)
9.3 23.9
109.8 122.4
4.7) (13.6)
105.1 108.8
17.0 19.6
3.1 (3.0)
13.9 16.6
1.0 4.8
120.0 130.2
(20.9) (16.8)
99.1 113.4




QinetiQ Limited

Statement of comprehensive income for the year ended 31 March

Profit for the financial year

Items that will not be reclassified subsequently to profit or loss
Actuarial (loss)/gain on pension scheme
- Deferred tax relating to actuarial loss/gain on pension scheme

Items that may be reclassified subsequently to profit or loss
(Decrease)/increase in fair value of hedging derivatives
Deferred tax relating to hedging derivatives

Other comprehensive (expense)/income for the year, net of tax

Total comprehensive income for the financial year

The notes on pages 23 to 60 form an integral part of these financial statements.
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2021 2020

Note £m £m
99.1 113.4

22 (104.1) 39.8
18 19.8 (12.7)
(84.3) 27.1

(1.0) 0.8
0.2 (0.2)

(0.8) 0.6

(85.1) 27.7

14.0 141.1




QinetiQ Limited
Balance sheet as at 31 March

Fixed assets
Intangible assets
Property, plant and
Investments

equipment

Other financial assets

Current assets
Inventories

Trade and other receivables (including £24.8m (2020: £26.2m) due

after more than one year)
Other financial assets

Cash and cash equi

Current liabilities
Creditors: amounts
Provisions for liabi

valents

falling due within one year
lities

Other financial liabilities

Net current assets

Total assets less current liabilities

Non-current liabilities

Creditors: amounts
Provisions for liabi

falling due after more than one year
lities

Other financial liabilities

Deferred tax liabili

ties

Net assets excluding net pension asset

Net pension asset

Net assets

Capital and reserves
Called up share capital

Hedging reserve
Retained earnings

. Total shareholders' funds
The financial statements of QinetiQ Limited (company number 03796233) on pages 19 to 60 were approved by the

021 and signed on its behalf by:

Board July 3
Malcolm Coffin
Director

The notes on pages 23 to 60 form an integral part of these financial statements.
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Note

10
1
12
17

13

17

15
19
17

16
19
17
18

22

20

2021 2020
£m £m
21.0 15.5
344.1 328.2
5.1 5.1
0.8 1.0
371.0 349.8
7.6 6.2
528.9 507.3
0.9 6.7
138.5 52.5
675.9 572.7
(334.49) (299.7)
4.2) (1.8)
0.1) 0.3)
(338.7) (301.8)
337.2 270.9
708.2 620.7
(68.0) (52.6)
6.1) 8.2)
(0.9) (0.6)
(71.3) (82.8)
561.9 476.5
214.3 309.7
776.2 786.2
100.0 100.0
0.9 0.4
676.6 685.8
776.2 786.2




QinetiQ Limited

Statement of changes in equity for the year ended 31 March

At 31 March 2019 - previously
reported

Restatement in respect of IFRS 16

At 31 March 2019 - restated

Change in accounting policy - IFRIC
23

At 1 April 2019

Profit for the financial year
Other comprehensive income
Dividends

Capital contribution relating to share
based payments

Deferred tax on share options

At 31 March 2020

At I April 2020

Profit for the financial year
Other comprehensive income
Dividends

Capital contribution relating to share
based payments

Deferred tax on share options
Share settled liabilities

At 31 March 2021

The notes on pages 23 to 60 form an integral part of these financial statements.

Total

Hedging Retained shareholders’

Share capital reserve earnings funds

£m £m £m £m
100.0 (0.2) 739.1 838.9

- - (0.6) (0.6)
100.0 0.2) 738.5 838.3
- - 1.4 1.4
100.0 0.2) 739.9 839.7
- - 113.4 113.4
- 0.6 27.1 27.7

- - (199.9) (199.9)
- - 6.0 6.0

- - (0.7) (0.7)
100.0 0.4 685.8 786.2

Total

Hedging Retained shareholders’

Share capital reserve earnings funds

£m £m £m £fm
100.0 0.4 685.8 786.2
- - 99.1 99.1

- (0.8) (84.3) (85.1)

- - 46.1) (46.1)
- - 9.7 9.7
- - 0.5 0.5
- - 11.9 11.9
100.0 0.4) 676.6 776.2
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QinetiQ Limited
Notes to the financial statements

Basis of preparation and accounting policies

The following accounting policies have been applied consistently to all periods presented in dealing with items
which are considered material in relation to the financial statements.

Basis of preparation

The financial statements have been prepared in accordance with Financial Reporting Standard 101 Reduced
Disclosure Framework ('FRS 101"). The financial statements have been prepared under the historical cost
convention, as modified by the financial assets and liabilities held at fair value through profit and loss and have been
prepared in accordance with the Companies Act 2006 as applicable to companies using FRS 101.

In these financial statements, the Company has applied the exemptions available under FRS101 in respect of the
following disclosures:

+ acash flow statement and related notes;

« disclosures in respect of transactions with wholly owned subsidiaries;

« disclosures in respect of capital management;

¢ disclosures in respect of share based payments;

« disclosures in respect of the compensation of key management personnel;

« disclosures in respect of providing an explanation of the significant changes in the contract asset and the

contract liability balances;
« IAS 24 in respect of related party transactions entered into between two or more members of a group; and
« the effects of new but not yet effective IFRSs.

As the consolidated financial statements of QinetiQ Group plc include the equivalent disclosures, the Company has
also taken the exemptions under FRS 101 available in respect of the following:
» the disclosures required by IFRS 7 and IFRS 13 regarding financial instrument disclosures have not been
provided apart from those which are relevant for the financial instruments which are held at fair value and are
not either held as part of trading portfolio or derivatives.

The Company has taken the exemption under s400 of the Companies Act 2006 from the requirement to prepare
group financial statements on the grounds that the ultimate parent undertaking includes the Company in its own
published consolidated financial statements. Accordingly, these financial statements present information about the
Company as an individual undertaking and not as a group.

Going concern

The Company meets its day-to-day working capital requirements through its available cash funds and its bank
facilities. The COVID-19 crisis has introduced considerably more uncertainty across markets globally. As such the
market conditions in which the Group operates are expected to be challenging as spending from the Company's key
customers comes under pressure. Despite these challenges, and considering the decisive action already taken by
management to maintain the strength of our business, the Directors believe that the Company is well positioned to
manage its overall business risk successfully.

After making enquiries, the Directors have a reasonable expectation that the Company has adequate resources to
continue in operational existence for the foreseeable future. The Company therefore continues to adopt the going
concern basis in preparing its financial statements.
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QinetiQ Limited
Notes to the financial statements (continued)

Basis of preparation and accounting policies (continued)

Revenue from contracts with customers

Revenue is measured based on the consideration specified in a contract with a customer and excludes amounts
collected on behalf of third parties. The Company recognises revenue when it transfers control of a product or
service to a customer. The Company's revenue contracts are accounted for under IFRS 15 'Revenue from Contracts
with Customers' taking into account the requirement to distinguish between the various performance obligations
within a contract and treating these separately. The Company’s methodology applies IFRS 15 ona
contract-by-contract basis which includes considerations for contract modifications, variable consideration, the
determination of distinct performance obligations, determination of agency and principal relationships and licences.

Service contracts

Service contracts are transferred to the customer over a period of time as the Company falfils its performance
obligation. At contract inception the Company undertakes an assessment to determine how many distinct
performance obligations exists within a contract. As part of the assessment the Company obtains an understanding
of the overall deliverable to the customer through discussions with business units and project leads. Each individual
deliverable in the contract is then assessed to determine if it is an input into the overall deliverable, and therefore
part of a single performance obligation, or if it is a stand-alone separable deliverable with its own transaction price
and therefore a distinct performance obligation in its own right. Each distinct performance obligation identified
within a contract is accounted for separately.

Certain service contracts have a similar pattern of transfer of control to the customer where each year is effectively
the same from a performance obligation perspective. The Company has applied the series guidance as permitted
within the Standard to these contracts and accounts for these as a series of distinct service performance obligations
satisfied annually over the contract term. The transaction price for a contract is determined at contract inception
based on a fixed-margin applied to the total forecast costs to complete the deliverable. Some long-term contracts
include an excess profit clause which is a variable consideration factor that could impact the transaction price.
Excess profits are estimated at contract inception and at the end of each reporting period to ensure that the
transaction price is not under or over stated. Any required adjustment will be made against the transaction price in
the period in which it occurred. The Company does not offer any right of return or refunds which could impact
transaction price at inception. Certain contracts attract bonuses and/or penalties which are variable and will have an
impact on transaction price at contract inception. The Company assesses variable consideration in relation to
bonuses and penalties at contract inception using the most-likely method and this forms part of the transaction price
and recognised over time as costs are incurred. The Company only includes bonuses and penalties into the
transaction price to the extent that it is highly probable that a significant reversal of revenue will not occur in future
periods. Historical evidence and experience shows that even where a reduction has been required, that reduction has
been immaterial to the Company. ,

The transaction price is allocated between each distinct performance obligation identified in a contract based on the
stand-alone selling price of each performance obligation. Each performance obligation will be costed and the
transaction price will be cost plus margin. This amount would be the stand-alone selling price of each performance
obligation if contracted with a customer separately.
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QinetiQ Limited
Notes to the financial statements (continued)

Basis of preparation and accounting policies (continued)

Long-term service contracts allow for modifications to the original order. If a contract modification is determined to
be distinct and the price of the contract increases by an amount of consideration that reflects the Company's
stand-alone selling prices for the additional promised goods or services, the Company accounts for this as a separate
contract. If a contract modification is not distinct, the Company accounts for this as if it were part of the existing
contract. A cumulative catch-up adjustment to revenue is then recognised to disclose the effect that the contract
modification has on the transaction price and the Company’s measure of progress towards complete satisfaction of
the performance obligation.

Long-term service contracts also sometimes allow for extensions to the original order. A contract extension is
determined to include either additional goods or services or no additional goods or service. If a contract extension
with additional goods or services is determined to be distinct and the price of the contract increases by an amount of
consideration that reflects the entity’s stand-alone selling prices for the additional promised goods or services, the
Company accounts for this as a separate performance obligation. If a contract extension with additional goods or
services is not distinct, the Company accounts for this as if it were part of the existing contract. A cumulative
catch-up adjustment to revenue is then recognised to disclose the effect that the contract extension has on the
transaction price and the Company’s measure of progress towards complete satisfaction of the performance
obligation.

When the outcome of a distinct performance obligation in delivering services can be reliably estimated, revenue
associated with the performance obligation is recognised over time using the input method. The input method
recognises revenue over time on the basis of costs incurred to date to the satisfaction of a performance obligation
relative to the total forecast costs to complete the performance obligation. The Company has determined the input
method to be appropriate as it best depicts the Company's performance in transferring control of the service to the
customer as it incurs costs on a particular contract.

No profit is recognised on contracts until the outcome of the contract can be reliably estimated. When it is probable
that total contract costs will exceed total contract revenue, the expected loss is recognised immediately as an
expense.

Goods sold

The Company recognises revenue on the sale of products at a point in time once control has been transferred to the
customer. Control is generally transferred to customers on delivery of products or when the customer has the
significant risks and rewards of ownership of the product. Payment is typically due within 30 days of invoice (within
the UK) and customers typically do not have a right of return or refund. The transaction price for sale of products is
agreed at contract inception. When the Company develops a bespoke product for a customer with no alternative use
to the Company, revenue is recognised over time using the input method.

Licence revenue

Licence revenue is attributed to either ‘right to use’ or ‘right to access’ licences. ‘Right to use’ licence revenue is
recognised at a point in time when the Company sells a licence to a customer and does not undertake significant
further activities or involvement in developing the licence after the sale. ‘Right to access’ licence revenue is
recognised over time when the Company maintains a significant level of involvement in developing and enhancing
the licence after the sale. The level of involvement goes beyond general support, bug-fixing and upgrades which
generally only maintain the current operating level. The transaction price for intellectual property is agreed at
contract inception.
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QinetiQ Limited
Notes to the financial statements (continued)

Basis of preparation and accounting policies (continued)

Financing

QinetiQ Limited holds no external borrowings but does have access to a revolving credit facility, fees for which are
reported within finance costs. Costs of letters of credit are also charged to finance expense. Income earned on funds
invested is reported within finance income. Exchange differences on financial assets and liabilities and the income
or expense from interest hedging instruments that are recognised in the profit and loss account are included within
finance income and finance expense. Financing also includes the net finance income in respect of defined benefit
pension schemes. The Company pays in advance finance costs in relation to the multi-currency facility which are
recognised as a deferred finance cost asset.

Taxation

The income tax expense or credit for the period is the tax payable on the current period’s taxable income, based on
the applicable income tax rate, adjusted by changes in deferred tax assets and liabilities attributable to temporary
differences and to unused tax losses. The current income tax charge is calculated on the basis of the tax laws enacted
or substantively enacted at the end of the reporting period where the Company operate and generate taxable income.

Management periodically evaluates positions taken in tax returns with respect to situations in which applicable tax
regulation is subject to interpretation and considers whether it is probable that a taxation authority will accept an
uncertain tax treatment. The Company measures its tax balances either based on the most likely amount or the
expected value, depending on which method provides a better prediction of the resolution of the uncertainty.

The Company’s accounting policy is to include the impact of research and development expenditure credits
(‘RDEC’) within the tax charge. An element of the Company’s RDEC claim relates to activities on MOD contracts.
Commercial negotiations with the MOD do not take RDEC into consideration; instead both parties have agreed that
the amount collected by the Company on certain contracts will be passed through as a lump sum to the MOD, akin
to the Company collecting the RDEC on behalf of the MOD. As such, the MOD-appropriated element of the RDEC
receivable from HMRC is netted off against the gross receivable within the tax line, as opposed to being recognised
as a reduction to revenue or as an expense above the tax line.

Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts in the financial statements. However, deferred tax liabilities
are not recognised if they arise from the initial recognition of goodwill. Deferred income tax is also not accounted
for if it arises from initial recognition of an asset or liability in a transaction other than a business combination that,
at the time of the transaction, affects neither accounting nor taxable profit or loss. Deferred income tax is determined
using tax rates (and laws) that have been enacted or substantively enacted by the end of the reporting period and are
expected to apply when the related deferred income tax asset is realised or the deferred income tax liability is
settled.
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QinetiQ Limited
Notes to the financial statements (continued)

Basis of preparation and accounting policies (continued)

Taxation (continued)

Deferred tax assets are recognised only if it is probable that future taxable amounts will be available to utilise those
temporary differences and losses. Deferred tax liabilities and assets are not recognised for temporary differences
between the carrying amount and tax bases of investments in foreign operations where the company is able to
control the timing of the reversal of the temporary differences and it is probable that the differences will not reverse
in the foreseeable future. Deferred tax assets and liabilities are offset where there is a legally enforceable right to
offset current tax assets and liabilities and where the deferred tax balances relate to the same taxation authority.
Current tax assets and tax liabilities are offset where the entity has a legally enforceable right to offset and intends
either to settle on a net basis, or to realise the asset and settle the liability simultaneously.

Current and deferred tax is recognised in profit or loss, except to the extent that it relates to items recognised in other
comprehensive income or directly in equity. In this case, the tax is also recognised in other comprehensive income
or directly in equity, respectively.

Dividend income
" Dividends received are shown on the face of the profit and: loss account as income from shares in Group
undertakings. Dividend income is recognised when the right to receive payment is established.

Dividend distribution

Dividend distribution to the Company's shareholders is recognised as a liability in the Company's financial
statements in the period in which the dividends are approved by the Directors and are shown as a movement in
reserves.

Intangible assets

Internally generated intangible assets are recorded at cost, including labour, directly attributable costs and any third
party expenses. Purchased intangible assets are recognised at cost less amortisation. Intangible assets are amortised
over their respective useful lives on a straight line basis as follows:

Intellectual property rights 2 - 10 years
Development costs 1 -4 years
Other I - 14 years
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QinetiQQ Limited
Notes to the financial statements (continued)

Basis of preparation and accounting policies (continued)

Property, p!ant and equipment
Property, plant and equipment are stated at cost less depreciation. Freehold land is not depreciated. Other tangible
non-current assets are depreciated on a straight-line basis over their useful economic lives to their estimated residual
value as follows:
Freehold buildings 20 - 25 years

: Shorter of useful economic life and the

Leasehold land and buildings period of the lease

Plant and machinery 3 - 15 years
Office equipment 5-10 years
Motor vehicles 3 - Syears
Computers 3 - 5years

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

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

Fixed asset investments
Fixed asset investments are stated at cost less any impairment in value.

- Impairment of tangible, intangible and held for sale assets

At each reporting date the Company assesses whether there is an indication that an asset may be impaired. If the
carrying amount of any asset exceeds its recoverable amount an impairment loss is recognised immediately in the
profit and loss account. If the carrying amount exceeds the recoverable amount, the respective asset is written down
to its recoverable amounts. The recoverable amount of an asset is the higher of its fair value less costs to sell and its
value in use. The value in use is the present value of the future cash flows expected to be derived from an asset
calculated using an appropriate pre-tax discount rate. Impairment losses are expensed to the profit and loss account.

Non-current assets held for sale

Non-current assets are classified as held for sale if their carrying amount will be recovered primarily through a sales
transaction rather than through continuing use. This condition is regarded as met only when the sale is highly
probable and expected to be completed within a year of the balance sheet date. The assets should be available for
immediate sale in their present condition and actively marketed at a price that is reasonable in relation to their
current fair value.

Non-current assets classified as held for sale are measured at the lower of carrying amount and fair value less costs
to sell. Any write-down to fair value less costs to sell shall be recognised directly through profit and loss as an
impairment loss. No further depreciation is charged in respect of assets classified as held for sale.

Inventories

Inventories are valued at the lower of cost and net realisable value. Work-in-progress and manufactured finished
goods are valued at production cost. Production cost includes direct production costs and an appropriate proportion
of production overheads. A provision is established when the net realisable value of any inventory item is lower than
its cost.
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QinetiQ Limited
Notes to the financial statements (continued)

Basis of preparation and accounting policies (continued)

Trade and other receivables
Trade and other receivables are stated net of provisions for doubtful debts. Contract assets are included in trade and
other receivables and represent revenue recognised in excess of amounts invoiced.

Cash and cash equivalents
Cash and cash equivalents comprise cash at bank and short-term highly liquid investments that are readily
convertible into a known amount of cash and which are subject to an insignificant risk of changes in value.

Current and non-current liabilities

Current liabilities include amounts due within the normal operating cycle of the Company. Deferred income, or
‘contract liabilities’, is included in creditors and represents amounts invoiced in excess of revenue recognised.
Interest-bearing current and non-current liabilities are initially recognised at fair value and then stated at amortised
cost with any difference between the cost and redemption value being recognised in the profit and loss account over
the period of the borrowings on an effective interest rate basis. Costs associated with the arrangement of bank
facilities or the issue of loans are held net of the associated liability presented in the balance sheet. Capitalised issue
costs are released over the estimated life of the facility or instrument to which they relate using the effective interest
rate method. If it becomes clear that the facility or instrument will be redeemed early, the amortisation of the issue
costs will be accelerated.

Provisions

A provision is recognised in the balance sheet when the Company has a present legal or constructive obligation as a
result of a past event which can be reliably estimated, and it is probable that an outflow of economic benefits will be
required to settle the obligation. Where appropriate, provisions are determined by discounting the expected cash
flows at an appropriate discount rate reflecting the level of risk and the time value of money. When an exposure is
highly likely to be covered by insurance, no provision is recorded.

Financial instruments )

Financial assets and financial liabilities are recognised on the Company’s balance sheet when the Company becomes
a party to the contractual provisions of the instrument. The de-recognition of a financial instrument takes place when
the Company no longer controls the contractual right that comprise the financial instrument, when the instrument
expires, or when the instrument is sold, terminated or exercised.

Financial assets

Financial assets are classified on the Company’s balance sheet as subsequently measured at amortised cost, fair
value through other comprehensive income or fair value through profit or loss. This classification is made on the
basis of both the Company’s business model for managing the financial assets and the contractual cash flow
characteristics of the financial asset.

Impairment of financial assets

The Company applies the simplified approach when using the expected credit loss (ECL) impairment model for
trade receivables. Under the simplified approach the Company always measures the loss allowance at an amount
equal to the lifetime expected credit losses for trade receivables. The Company measures the expected credit losses
of trade receivables in a way that reflects a probability-weighted amount that is determined by evaluating a range of
possible outcomes, the time value of money and supportable information that is readily available at each reporting
date about past events, current condition and forecasts of future economic conditions. The ECL’s are updated each
reporting period to reflect changes in credit risk since initial recognition.
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QinetiQ Limited
Notes to the financial statements (continued)

Basis of preparation and accounting policies (continued)

Financial liabilities

Financial liabilities are classified on the Company’s balance sheet as subsequently measured at amortised cost
except for financial liabilities at fair value through profit and loss. The Company may at initial recognition
irrevocably designate a financial liability as measured at fair value through profit or loss if a contract contains one or
more embedded derivatives and the host is not an asset within the scope of [FRS 9 (as applied under FRS101), or
when doing so results in more relevant information.

Derivative financial instruments
Derivative financial instruments are initially recognised and thereafter held at fair value, being the market value for
quoted instruments or valuation based on models and discounted cash flow calculations for unlisted instruments.

Fair value hedging

Changes in fair value of derivatives designated as fair value hedges of currency risk or interest risk are recognised in
the profit and loss account. The hedged item is held at fair value with respect to the hedged risk with any gain or loss
recognised in the profit and loss account.

Cash flow hedging

Changes in fair value of derivatives designated as a cash flow hedge that are regarded as highly effective are
recognised in equity. The ineffective portion is recognised immediately in the profit and loss account. Where a
hedged item results in an asset or a liability, gains and losses previously recognised in equity are included in the cost
of the asset or liability. Gains and losses previously recognised in equity are removed and recognised in the profit
and loss account at the same time as the hedged transaction.

Foreign currencies

Functional and presentation currency

Items included in the financial statements of the Company are measured using the currency of the primary economic
environment in which the Company operates ('the functional currency'). The financial statements are presented in
'Pounds Sterling' ('£'), which is also the Company's functional currency.

Transactions and balances

Transactions in foreign currencies are recorded using the rate of exchange ruling at the date of the transaction.
Monetary assets and liabilities in foreign currencies are translated at period-end rates. Any resulting exchange
differences are taken to the profit and loss account.
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QinetiQ Limited
Notes to the financial statements (continued)

Basis of preparation: and accounting policies (continued).

Leases

Leases — as a lessor

Lease income from operating leases where the Company is a lessor is recognised in income on a straight-line basis
over the lease term (note 24). Initial direct costs incurred in obtaining an operating lease are added to the carrying
amount of the underlying asset and recognised as expense over the lease term on the same basis as lease income.
The respective leased assets are included in the balance sheet based on their nature. The Company did not need to
make any adjustments to the accounting for assets held as lessor as a result of adopting the new leasing standard.

Leases — as a lessee

The Company leases various offices, aircrafts, forklifts, equipment and vehicles. Rental contracts are typically made
for fixed periods of 6 months to 25 years, but may have extension options as described below.

Contracts may contain both lease and non-lease components. The Company allocates the consideration in the
contract to the lease and non-lease components based on their relative stand-alone process.

Lease terms are negotiated on an individual basis and contain a wide range of different terms and conditions. The
lease agreements do not impose any covenants other than the security interests in the leases assets that are held by
the lessor. Leased assets may not be used as security for borrowing purposes.

Leases are recognised as a right-of-use asset and corresponding liability at the date at which the leases asset is
available for use by the Company.

Assets and liabilities arising from a lease are initially measured on a present value basis. Lease liabilities include the
net present value of the following lease payments:

« fixed payments (including in-substance fixed payments), less any lease incentives receivable;

« variable lease payment that are based on an index or a rate, initially measured using the index or rate as at the

commencement date;

« amounts expected to be payable by the Company under residual value guarantees;

« the exercise price of a purchase option if the Company is reasonably certain to exercise that option; and

¢ payments of penalties for terminating the lease, if the lease term reflects the Company exercising that option.
Lease payments to be made under reasonably certain options are also included in the measurement of the liability.

The lease payments are discounted using the interest rate implicit in the lease. If the rate cannot be readily
determined, which is generally the case for leases in the Company, the lessee’s incremental borrowing rate is used,
being the rate the individual lessee would have to pay to borrow the funds necessary to obtain an asset of similar
value to the right-of-use asset in a similar economic environment with similar terms, security and conditions.

To determine the incremental borrowing rate, the Company:
» where possible, uses recent third-party financing received by the individual lessee as a starting point, adjusted
to reflect changes in financing conditions since third party financing was received;
* uses a build-up approach that starts with a risk-free interest rate adjusted for credit risk for leases held by the
Company, which does not have recent third party financing; and
« makes adjustments specific to the lease, example, term, country, currency and security.

Page 32



QinetiQ Limited
Notes to the financial statements (continued)

Basis of preparation and accounting policies (continued)

Leases (continued)

The Company is not exposed to potential future increases in variable lease payments based on an index or rate,
which are not included in the lease liability until they take effect. When adjustments to lease payments based on an
index or rate take effect, the lease liability is reassessed and adjusted against the right-of-use asset. Lease payments
are allocated between principal and finance cost. The finance cost is charged to profit or loss over the lease period so
as to produce a constant periodic rate of interest on the remaining balance of the liability for each period.

Right-of-use assets are measured at cost comprising the following:

» the amount of the initial measurement of lease liability;

* any lease payments made at or before the commencement date less any lease incentives received;

* any initial direct costs; and

* restoration costs.
Right-of-use assets are generally depreciated over the shorter of the asset’s useful life and lease term on a
straight-line basis. If the Company is reasonably certain to exercise a purchase option, the right-of-use asset is
depreciated over the underlying asset’s useful life. The Company does not revalue its land and buildings that are
presented within property, plant and equipment and the same is applied to right-of-use buildings.

Payments associated with short-term leases of offices, equipment and vehicles and all leases of low-value assets are
recognised on a straight-line basis as an expense in profit or loss. Short-term leases are leases with a lease term of 12
months or less. Low-value assets comprise lease assets under £5,000.

Lease extension and termination options

Extension and termination options are included in a number of property and equipment leases across the Company.
These are used to maximise operational flexibility in terms of managing the assets used in the Company’s
operations. The majority of extension and termination options held are exercisable only by the Company and not by
the respective lessor.

Judgements in determining the lease term

In determining the lease term, management considers all facts and circumstances that create an economic incentive
to exercise an extension option or not exercise a termination option. Extension options (or periods after termination
options) are only included in the lease term if the lease is reasonably certain to be extended (or not terminated).

For leases of offices and equipment, the following factors are normally the most relevant:
« if there are significant penalties to terminate (or extend), the Company is typically reasonably certain to end

(or not to terminate); .

« ifany leasehold improvements are expected to have a significant remaining value, the Company is typically
reasonably certain to extend (or not terminate);

« Otherwise, the Company considers other factors including historical lease durations and the costs and
business disruptions required to replace the leased asset.
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QinetiQ Limited
Notes to the financial statements (continued)

Basis of preparation and accounting policies (continued)

Leases (continued)
Most extension options in office and vehicles leases have not been included in the lease liability, because the
Company could replace the assets without significant cost or business disruption.

As at 31 March 2021 no (undiscounted) potential future cash outflows have been included in the lease liability for
extension or termination.

The lease term is reassessed if an option is actually exercised (or not exercised) or the Company becomes obliged to
exercise (or not exercise) it. The assessment of reasonable certainty is only revised if a significant event of
significant change in circumstance occurs, which affects this assessment, and that is within the control of the lessee.
During the current financial year the financial effect of revising lease terms to reflect the effect of exercising
extension or termination options was nil (2020: £0.1m increase) in recognised lease liabilities and right-of-use
assets.

Post-retirement benefits

‘'he Company provides both defined contribution and defined benefit pension arrangements. The liabilities of the
Company arising from defined benefit obligations are determined using the projected unit credit method. Valuations
for accounting purposes are carried out bi-annually. Actuarial advice is provided by external consultants. For the
funded defined benefit plans, the excess or deficit of the fair value of plan assets less the present value of the defined
benefit obligation are recognised as an asset or a liability respectively. Per the Scheme rules, the Company has an
unconditional right to a refund of any surplus that may arise on cessation of the Scheme in the context of IFRIC 14
paragraphs 11(b) and 12 and therefore the full net pension asset can be recognised on the Company’s balance sheet
and the Company’s minimum funding commitments to the Scheme do not give rise to an additional balance sheet
liability.

For defined benefit plans, the cost charged to the profit and loss account consists of administrative expenses and the
net interest income. There is no service cost due to the fact the plans are closed to future accrual. The finance
element of the pension charge is shown in finance income and the administrative cost element is charged as a
component of operating costs in the profit and loss account. Actuarial gains and losses and re-measurement gains
and losses are recognised immediately in full through the statement of other comprehensive income. Contributions
to defined contributions plans are charged to the profit and loss account as incurred.

Share based payments

QinetiQ operates share-based payment arrangements with employees. The fair value of equity-settled awards for
share-based payments is determined on grant and expensed straight line over the period from grant to the date of
earliest unconditional exercise. The valuation methodology for TSR awards is based on a Monte Carlo model to
allow for the impact of market related performance criteria and taking into account all non-vesting conditions. The
value is expensed straight line over the period from grant to the date of earliest unconditional exercise. The charges
for equity settled share-based payments are updated annually for non-market-based vesting conditions.
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Basis of preparation and accounting policies (continued)

Critical accounting estimates and judgements in applying accounting policies

The following commentary is intended to highlight key sources of estimation uncertainty that have a significant risk
of resulting in a material adjustment to the financial statements in the next financial year. There are no areas of
critical accounting judgements.

Estimated value in use and impairment of investments in subsidiaries

The Company reviews annually whether an investment has suffered any impairment. This process relies on the use
of estimates of the future profitability and cash flows of its cash generating units which may ditfer from the actual
results delivered.

Estimation of the Company's post-retirement benefit net surplus

The Company’s defined benefit pension obligations (and hence the net surplus) are based on key assumptions,
including discount rates, mortality and inflation. Management exercises its best judgement, in consultation with
actuarial advisors, in selecting the values for these assumptions that are the most appropriate to the Company. Small
changes in these assumptions at the balance sheet date, individually or collectively, may result in significant changes
in the size of the net surplus/deficit. Further details of these assumptions and the sensitivity of the net pension
surplus to changes in these assumptions are set out in note 22.

In addition to the sensitivity of the liability side of the net pension surplus (which will impact the value of the net
pension surplus) the net pension surplus is also exposed to significant variation due to changes in the fair value of
Scheme assets. A specific sensitivity on assets has not been included in note 22 but any change in variation of assets
flows straight through to the value of the net pension surplus e.g. if equities fall by £10m then net pension surplus
falls by £10m. The values of unquoted assets assume that an available buyer is willing to purchase those assets at
that value. For the Company's portfolio of assets, the property portfolio of £76.6m, the unquoted corporate bonds of
£98.0m and the unquoted equities of £47.4m are the assets with most uncertainty as to valuation as at 31 March
2021 as a consequence of the economic uncertainty caused by the COVID-19 pandemic.
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Notes to the financial statements (continued)

Revenue

Revenue by customer geographic location

North - Rest of
UK America  Australia Europe World Total
£fm £m £m £m £fm £fm
2021
Revenue 827.3 1.9 1.8 9.8 5.5 846.3
North Rest of
UK America  Australia Europe World Total
£m £m £m £m £m £m
2020
Revenue 713.3 2.7 2.4 10.1 8.2 736.7
Revenue by category
2021 2020
£m £m
Sales of goods to customers 12.7 13.8
Services with customers 831.1 720.7
Royalties and licences 2.5 2.2
846.3 736.7
" Other operating income
2021 2020
£m £m
Property rental 9.2 9.9
Profit on sale of plant and equipment - 1.6
Profit on sale of property 0.1 12.4
9.3 23.9
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Operating profit
Arrived at after charging/(crediting);

Depreciation and impairment of tangiblé fixed assets - owned
Depreciation and impairment of tangible fixed assets - leased
Amortisation of intangibles assets

Operating lease income

Profit on sale of plant and equipment

Profit on sale of property

-Research and development expenditure including costs under customer
funded contracts

Cost of inventories expensed

Auditors' remuneration

Audit of the Company's financial statements
Audit of the financial statements of subsidiaries of the Company*

Total auditors' remuneration

*re-charged to subsidiary companies via management fees.

The amount paid to the Company's auditors for non-audit fees during the year was £nil (2020: £nil).

Loss on impairment of loan to fellow subsidiary undertakings

Loss on impairment of loan to fellow subsidiary undertakings

2021 2020
£m £m
31.1 27.7
2.5 2.4
2.1 2.5
9.2) 9.9
- 1.6)
0.1) (12.4)
273.5 262.1
9.4 4.6
2021 2020
£m £m
0.3 0.1
0.1 0.1
0.4 0.2
2021 2020
£m £fm
4.7 13.6

In the current year the Company impaired its loans to fellow, at the time, subsidiary companies, OptaSense Limited
and OptaSense Holdings Limited, by a total of £4.7m. These companies are no longer part of the QinetiQ group and

the impaired loans have been permanently written off.
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Finance income and expense

Interest income on bank deposits
Interest receivable from Group undertakings

Interest receivable and similar income

Amortisation of deferred financing costs
Payable on commitment fees

Lease expense

Unwinding of discount on financial liabilities
Interest payable to Group undertakings

Interest payable and similar expenses

Dcfined benefit pension scheme net finance income

Net finance income

Particulars of employees

The monthly average number of persons employed by the Company (including directors) during the year, was:

Total employees

The aggregate payroll costs of these persons were as follows:

Wages and salaries

Social security costs

Other pension costs
Share-based payments costs

Total employee costs

Directors' remuneration:
The Directors' remuneration for the year was as follows:

Emoluments
Salary in lieu of pension
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2021 2020
£m £m
0.2 1.0
9.7 12.1
9.9 13.1

(0.4) 0.4)

0.7 (0.6)

(0.2) 0.3)

0.2) 0.1

(1.6) (1.6)

(3.1) (3.0)
7.1 6.5

13.9 16.6

2021 2020
No. No.

4,753 4,563

2021 2020

£m £fm
225.0 213.7

24.7 24.8

38.7 36.4
9.7 6.0

298.1 280.9

2021 2020
£m £m
1.3 0.9
0.1 -
1.4 0.9




QinetiQ Limited

Notes to the financial statements (continued)

Particulars of employees (continued)

A total of three directors (2020: two) are members of a money purchase pension scheme. The share-based award
charge with respect to directors was £0.7m (2020: £0.1m). Four directors exercised share options in the year
(2020: three). The highest paid director received £670,000 for services in the year (salary: £286,000, pension:
£62,000, other: £322,000) (2020: £448,000, salary: £214,000, pension: £22,000, other: £212,000). There was a
change in the highest paid director in the current year. Nil share options were exercised by the highest paid

director in the current year.

Tax expense on profit

(a) Analysis of tax charge in the year

Current tax
UK corporation tax
UK corporation tax adjustment to prior periods

Total current tax

Deferred tax

Deferred tax expense

Pension scheme related deferred tax
Deferred tax in respect of prior years
Deferred tax impact of change in rates

Total deferred tax

Total tax expense for the year

(b) Tax charge reconciliation

Profit before taxation

Tax calculated at UK standard rate of corporation tax of 19% (2020:

19%)
Effects of:

Expenses not deductible for tax purposes and other non-taxable items

Research and development expenditure credits
Group relief claimed for nil consideration

Tax over provided in previous years

Deferred tax impact of change in rates

Total tax expense for the year

2021 2020
£m £fm
11.6 5.5
(0.5) (1.8)
11.1 3.7
6.8 8.6
1.4 1.8
1.6 04)
- 3.1
9.8 13.1
20.9 16.8
2021 2020
£m £m
120.0 130.2
22.8 24.8
2.0 2.5
4.7 (6.3)
0.3) 4.3)
1.1 2.1
- 2.2
20.9 16.8

The effective tax rate continues to be below the UK statutory rate of 19% (2020: 19%), primarily as a result of

the benefit of research and development expenditure credits, and the surrender of losses from other group

companies for nil consideration.
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9 Tax expense on profit (continued)

(c) Factors affecting future tax charges

The effective tax rate is expected to remain below the UK statutory rate in the medium term, subject to the
impact of any tax legislation changes and the assumption that the benefits of net research and development
expenditure credits retained by the Company remain in the tax line.

In the Spring Budget 2021 the Government announced that from 1 April 2023 the corporation tax rate will
increase to 25%. As the proposal to increase the rate to 25% had not been substantively enacted at the balance
sheet date, its effects are not included in these financial statements. However, it is likely that the overall effect of
the change, had it been substantively enacted by the balance sheet date, would be to increase the tax charge for
the period by £13.0m and to increase the deferred tax liability by £22.5m.

10 Intangible assets

Development
costs Other Total
£m £m £m
Cost
At 1 April 2020 13.5 50.7 64.2
Additions 1.6 59 7.5
Reclassitication from property, plant and equipment - 0.1 0.1
Disposals - (10.6) (10.6)
Transfers 4.1 4.1) -
At 31 March 2021 19.2 42.0 61.2
Accumulated amortisation :
At 1 April 2020 13.5 35.2 48.7
Amortisation charge 1.0 1.1 2.1
Disposals . - (10.6) (10.6)
Transfers 0.2 (0.2) -
At 31 March 2021 14.7 25.5 40.2
Net book value
At 31 March 2021 4.5 16.5 21.0
At 31 March 2020 - 15.5 15.5

Amortisation is charged to operating costs in the Profit and loss account.
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11 Property, plant and equipment

Plant, Computers

Land machinery and Assets Right of use Right of use
and and office under assets - assets -
buildings vehicles equipmentconstruction Buildings Vehicles Total
£m £m £m £m £m £m £m

Cost
At 1 April 2020 336.8 254.8 67.2 80.9 7.7 7.5 7549
Additions 4.8 6.7 3.8 35.1 - - 50.4
Disposals (1.5) (25.8) (3.2) (0.3) (0.5) (0.3) (31.6)
Transfers . 19.8 11.7 13.9 (45.4) - - -
Reclassification to
intangibles - - - 0.1 - - 0.1)
At 31 March 2021 359.9 247.4 81.7 70.2 7.2 7.2 773.6
Accumulated depreciation
At 1 April 2020 200.7 175.6 41.1 - 5.1 4.2 426.7
Charge for the year 10.5 12.0 8.6 - 1.0 1.5 33.6
Disposals (1.5) (25.8) 3.2) - 0.5) 0.3) (31.3)
Impairment 0.5 - - - - - 0.5
At 31 March 2021 210.2 161.8 46.5 - 5.6 5.4 429.5
Net book value
At 31 March 2021 149.7 85.6 35.2 70.2 1.6 1.8 344.1
At 31 March 2020 136.1 79.2 26.1 80.9 2.6 33 328.2

Depreciation is charged to operating costs in the Profit and loss account.

Transfers of fixed assets shown above relates to assets constructed by the Company and reclassification of assets
categories. These are initially recorded within assets under construction and, on commencement of use, transferred

to the relevant asset category.

Under the terms of the Business Transfer Agreement with the MOD, certain restrictions have been placed on
freehold land and buildings, surplus properties and certain plant and machinery related to them. These restrictions

are detailed in note 23.

12 Investments

At beginning of the financial year (1 April)

At end of the financial year (31 March)
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12 Investments (continued)

QinetiQ Limited has investments in the following subsidiary undertakings:

Country of

Undertakingl’z incorporation Registered office’

Subsidiaries

Graphics Research Corporation Limited* England & Wales Farnborough

Qinetic Limited* England & Wales Farnborough

QinetiQ Estates Limited* England & Wales Farnborough

QinetiQ Insurance PCC Limited* Guernsey Mill Court, La Charroterie, St Peter Port,
GY'I 4ET Guernsey

QinetiQ PFP Limited Partnership * Scotland 50 Lothian Road, Festival Square,
Edinburgh, EH3 9W], Scotland

QinetiQ Space NV * Belgium. Hogenakkerhoekstraat, 9, 9150 Kruibeke,
Belgium

QinetiQ Target Services Limited* England & Wales Farnborough

Redu Operational Services S.A. Belgium Rue Devant les Hetres, 2B, 6890

Transinne, Belgium:

—%

indicates direct investment of the Company

As at 31 March 2021 the Company owned 100%.of the ordinary shares of the subsidiary undertakmgs except for
QinetiQ Space NV (97.7%), Redu Operations Services S.A. (51%) and QinetiQ PFP Limited Partncrshlp The

-, remaining 2.3% of QinetiQ: Space NV is held by QinetiQ Overseas Holdings Limited.

Despite having no voting rights, the Company controls QinetiQ PFP Limited Partnership. This is demonstrated by
the fact that QinetiQ PFP Limited Partnership was set up by the Company as a special purpose entity to facilitate
an Asset Backed Funding ("ABF") structure. The Company retains decision-making powers in respect of the
QinetiQ PFP Limited Partnership, including the ability to substitute assets into the ABF structure as it chooses and
also to terminate the activities of QinetiQ-PFP Limited Partnership, subject to settling the outstanding finance
lease creditor. As a result, QinetiQ PFP Limited Partnership is listed as a subsidiary undertaking.

The Farnborough registered office address is Cody Technology Park, Ively Road, Farnborough, Hampshire, GU14.
OLX.

w

13 Inventories

2021 2020

£fm £fm
Raw materials 0.7 0.6
Work in progress 0.6 2.8
Finished goods ] 6.3 2.8
7.6 6.2
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14 Trade and other receivables

2021 2020

£m £fm

Trade receivables 71.4 48.8
Contract assets 72.5 61.2
Amounts owed by ultimate parent undertaking 3.0 1.9
Amounts owed by immediate parent undertaking 88.8 123.2
Amounts owed by fellow subsidiary undertakings 265.2 252.7
Other receivables 3.5 3.8
Prepayments 24.5 15.7
' 528.9 507.3

Trade and other receivables includes assets that are realised as part of the business's normal operating cycle,
including amounts of £11.2m that are not expected to be realised within 12 months of the year end. Amounts owed
by fellow subsidiaries and parent undertakings include an amount of £24.8m (2020: £26.2m) that will mature after
more than one year. As at 31 March 2021 the Company carried a provision for doubtful debts of £2.3m (2020:
£1.9m)

15 Creditors: amounts falling due within one year

2021 2020
£m £m
Trade creditors 46.4 37.0
Amounts owed to fellow subsidary undertakings 13.4 11.0
Lease liabilities 34 4.0
Other taxes and social security 39.8 35.2
Corporation tax 2.6 1.4
Contract liabilities 143.4 119.5
Accrued expenses and other creditors 85.4 91.6
3344 299.7

Amounts owed to fellow subsidiary undertakings are unsecured, repayable on 31 March 2022 and bear interest of
0.75% to 1.5% plus three-month LIBOR (London Interbank Offered Rate) rate.

16 Creditors: amounts falling due after more than one year

2021 2020

£m £m

Lease liabilities 25.5 29.2
Other creditors ) 42.5 23.4
68.0 52.6
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17 Other financial assets and liabilities

2021 2020
Assets Liabilities Net Assets Liabilities Net
£fm £fm £m £m fm £m

Current financial assets/(liabilities)
Deferred financing costs 0.4 - 0.4 04 - 04
Derivative financial
instruments 0.5 0.1) 04 6.3 (0.3) 6.0
Total current financial
assets/(liabilities) 0.9 0.1) 0.8 6.7 (0.3) 6.4
Non-current assets/(liabiiities)
Deferred financing costs 0.8 - 0.8 0.9 - 0.9
Derivatives financial
instruments - (0.9) 0.9) 0.1 (0.6) (0.5)
Total non-current
financial assets/(liabilities) 0.8 0.9) (0.1) 1.0 (0.6) 0.4

At 31 March 2021 the Company held £4.2m (2020: £1.7m) of cash which is restricted in its use.
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18 Deferred tax

Year ended 31 March 2021

Deferred tax asset

At 1 April 2020

Charged to profit and loss account
Credited to other comprehensive income
Credited to equity

Transfer to current tax

Gross deferred tax asset at 31 March 2021
Less: liability available for offset

Net deferred tax asset at 31 March 2021

Deferred tax liability

At 1 April 2020
Charged to profit and loss account
Credited to other comprehensive income

Gross deferred tax liability at 31 March 2021
Less: asset available for offset

Net deferred tax liability at 31 March 2021
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Short-term
timing
differences Total
£fm £m
5.8 5.8
2.49) 2.4
0.2 0.2
0.5 0.5
1.0 1.0
5.1 5.1
é.D
Pension surplus Fixed assets Total
£fm £m £m
(63.8) (24.8) (88.6)
(1.9 6.2) (7.6)
19.8 - 19.8
(45.4) (31.0) (76.4)
5.1
!71.3!
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18 Deferred tax (continued)
Year ended 31 March 2020

Deferred tax asset

Short-term
timing

differences Total

£m £m

At 1 April 2019 8.2 82
Adjustment for change in accounting policy 0.4 0.4
Restated opening balance 8.6 8.6
Charged to profit and loss account 0.7) 0.7
Charged to other comprehensive income 0.2) 0.2)
Charged to equity 0.7) ©0.7)
Transferred to liability (1.2) (1.2)
Gross deferred tax asset at 31 March 2020 5.8 58
Less: liabilities available for offset (5.8)
Net deferred tax asset at 31 March 2020 -

Deferred tax liability

Pension surplus Fixed assets Total

£m £fm £m
At I April 2019 v (48.6) (14.9) (63.5)
Charged to profit and loss account 2.5) %.9) (12.4)
Charged to other comprehensive income (12.7) , - (12.7)
Gross deferred tax liability at 31 March 2020 (63.8) (24.8) (88.6)
Less: asset available for oftset ' 5.8
Net deferred tax liability at 31 March 2020 !32-82
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19 Provisions for liabilities

At I April 2020
Created in year
Unwind of discount
Utilised in year
Released in year

At 31 March 2021

Current liabilities
Non-current liabilities

At 31 March 2021

Other
Property provisions Total
£m £m £m
7.9 2.1 10.0
1.7 1.9 3.6
0.2 - 0.2
(1.4) 0.1) (1.5)
(0.7) (1.3) (2.0)
7.7 2.6 10.3
1.6 2.6 4.2
6.1 - 6.1
7.7 2.6 10.3

Property provisions relate to under-utilised properties. The extent of the provision is affected by timing of when
properties can be sub-let and the proportion of space that can sub-let. Based on current assessment the provision will
be utilised within 6 years. Other provisions relate to environmental and other liabilities, the magnitude and timing of

which are determined by a variety of factors.
20 Called up share capital

Allotted, called up and fully paid shares

2021 2020

No. £m No. £m
Ordinary shares of £1 each 99,999,999 100.0 99,999,999 100.0
Special share of £1 each 1 0.0 | 0.0
100,000,000 100.0 100,000,000 100.0
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20 Called up share capital (continued)

Special share - QinetiQ Group plc and its subsidiaries carry out activities which are important to UK defence and
security interests. To protect these interests in the context of the on-going commercial relationship between the
MOD and QinetiQ, and to promote and reinforce the Compliance Principles, the MOD holds a Special Share in the
Company. QinetiQ obtained MOD consent to changes in its Special Shareholder rights, which were approved by
shareholders at the 2012 AGM. The changes to the Special Share were disclosed in the 2012 Annual Report of
QinetiQ Group plc. Subsequent to the changes approved at the 2012 AGM the Special Share confers certain rights
on the holder:

a) to require the Group to implement and maintain the Compliance System (as defined in the Articles of
Association) so as to make at all times effective its and each member of QinetiQ Controlled Group’s application of
the Compliance Principles, in a manner acceptable to the Special Shareholder;

b) to refer matters to the Board for its consideration in relation to the application of the Compliance Principles;
c) to require the Board to obtain Special Shareholder’s consent:

i) if at any time when the chairman: is not a British Citizen, it is proposed to appoint any person to the office of chief
executive, who is not a British Citizen; and

i) if at any time when the chief executive is not a British Citizen, it is proposed to appoint any person to the office
of chairman, who is not a British Citizen;

d) to require the Board to take action to rectify any omission in the application of the Compliance Principles, if the
Special Shareholder is of the opinion that such steps are necessary.to protect the defence or security interests of the
United Kingdom; and

¢) to demand a poll at any of QinetiQ’s meetings (even though it may have no voting rights except those specifically
set out in the Articles).

The Special Shareholder has an option to purchase defined Strategic Assets of the Group in certain circumstances.
The Special Shareholder has, inter alia, the right to purchase any Strategic Assets which the Group wishes to sell.
Strategic Assets are normally testing and research. facilities.

The Special Share may only be issued to, held by and transferred to HM Government (or as it directs). At any time
the Special Shareholder may require QinetiQ to redeem the Special Share at par. If QinetiQ is wound up the Special
Shareholder will be entitled to be repaid the capital paid up on the Special Share before other shareholders receive
any payment. The Special Shareholder has no other right to share in the capital or profits of QinetiQ.

The Special Shareholder must give consent to a general meeting held on short notice.

The Special Share entitles the Special Shareholder to require certain persons who hold (together with any person
acting in concert with them) a material interest in QinetiQ to dispose of some or all of their ordinary shares in certain

prescribed circumstances on the grounds of national security or conflict of interest.

The Directors must register any transfer of the Special Share within seven days.
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Share-based payments

The Company operates a number of share-based payment plans for employees. The total share-based payments
expense in the year was £9.7m, of which £9.7m related to equity-settled schemes and nil related to cash-settled
schemes (2020: £6.0m, of which £6.0m related to equity-settled schemes and nil to cash-settled schemes). The
expense for share-settled schemes was charged to the Company by the ultimate parent company QinetiQ Group plc,
in respect of share options over its shares. Set out below are details of the share-based payments arrangements that
were utilised during the year. In all cases they relate to the shares of QinetiQ Group plc, the ultimate parent
company.

Performance Share Plan (PSP)

During the year there were no further grants of PSP awards to employees as this scheme has been phased out. The
awards vest after three years with 50% of the awards subject to total shareholder return ('TSR') conditions and 50%
subject to EPS conditions.

PSP awards are equity-settled awards and have vested on 22 June 2020. There is no exercise price for these PSP
awards. Monte Carlo modelling was used to fair value the TSR element of the awards at grant date.

Group Share Incentive Plan (SIP)

Under the QinetiQ SIP the Company offers UK employees the opportunity of purchasing up to £150 worth of shares
a month at the prevailing market rate. The Company will make a matching share award of a third of the employee's
payment. The Company's matching shares may be forfeited if the employee ceases to be employed by QinetiQ
within three years of the award of the shares. There is no exercise price for these SIP awards.

SIP matching shares are equity-settled awards; those outstanding at 31 March 2021 had an average remaining life of
1.5 years (2020: 1.5 years). There is no exercise price for these SIP awards. Of the shares outstanding at the end of
the year nil were exercisable (2020: nil).

Deferred Share Plan (DSP)

Early in the financial year, QinetiQ's top 200 leaders were provisionally awarded contingent shares in the ultimate
parent company, QinetiQ Group plc. The number of shares is dependent on the Group's performance during the year
(specifically with respect to organic revenue growth). This is provisionally quantified at year end based on Group
performance and also the number of eligible employees as at 31 March. Actual awards are made in the following
June and the final number awarded will be slightly different to the number provisionally calculated. Awards are then
subject to a three-year vesting period and a further two year holding period. Vesting of awards is contingent upon
Group operating profit in the year prior to vesting being maintained at the level reported during the year prior to
award.

At 31 March 2021 the awards had an average remaining life of 1.8 years (2020: 1.7 years). There is no exercise
price for these awards. No DSP's were awarded for the year ended 31 March 2020. The fair value of DSP's
provisionally awarded at 31 March 2021 was £3.22 being the Group's 30 day average on 31 March. The weighted
average share price at date of exercise was £3.09 (2020: nil). Of the awards outstanding at the end of the year nil
were exercisable. .
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Share-based payments (continued)

Bonus Banking Plan (BBP)

The BBP is a remuneration scheme that runs in three-year performance cycles, with each cycle vesting over a
four-year period. Under the BBP a contribution will be made by the Company into the participant's Plan account
following the end of each Plan year. 50% of the value of a participant's Plan account will be paid out annually for
three years with 100% of the residual value paid out at the end of year four. 50% of the unpaid balance of a
participant's bonus account will be at risk of forfeiture.

At 31 March 2021 the awards had an average remaining life of I.2 years (2020: 1.2 years). There is no exercise
price for these awards. The fair value of the awards at 31 March 2021 was £3.22 (2020: £3.22) being the Group’s 30
average on 31 March. Of the awards outstanding at the end of the year nil were exercisable.

Restricted Share Plan (RSP)

During the year the Group granted RSP awards to certain senior executives in the UK. At 31 March 2021 the awards
had an average remaining life of 1.4 years (2020: 0.7 years). There is no exercise price for these awards. The
weighted average fair value of grants made during the year was £2.60 (2020: £3.03). The weighted average share
price at date of exercise was £2.90 (2020: £2.86). Of the options outstanding at the end of the year nil were
exercisable (2020: nil).

High Performance Share Award (HPSA)

During the year, as one of eight initial measures in response to the COVID-19 pandemic, the senior leaders agreed
to, on average, a temporary base salary reduction of 15%. To both recognise the senior leaders for their sacrifice and
to incentivise them to lead the Group through the crisis as quickly and effectively as possible, the Group adopted a
new award called High Performance Share Award (HPSA). The HPSA was awarded in November 2020 as a ‘Thank
Q’ to senior leaders for their sacrifice and enormous efforts to lead their teams out of unprecedented crisis. The fair
value of QinetiQ shares on grant date was £2.70 and the awards vest in June 2023. At 31 March 2021 the awards
had an average remaining life of 2.3 years. Of the awards outstanding at the end of the year nil were exercisable.

Other performance incentives.

During the year, as part of the Group’s COVID-19 response measures, the Group elected to settle the prior year
outstanding bonuses via an award of shares rather than the previously anticipated cash settlement. The fair value of
QinetiQ shares on grant date was £3.07 and the awards vested immediately on award.

Share-based awards - pricing
Share-based awards that vest based on non-market performance conditions have been valued at the share price at
grant date and equity-settled.
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22 Post-retirement benefits

Defined contribution plans

In the UK the Company operates two defined contribution plans: a Group Personal Pension Plan (GPP) and a
defined contribution arrangement for its UK employees. These are both defined contribution schemes managed by
Scottish Widows. With effect from 1st March 2021 contributions for both plans have been directed to a new DC
arrangement provided by the Mercer Master Trust. A defined contribution plan is a pension plan under which the
Company and employees pay fixed contributions to a third-party financial provider. The Company has no legal or
constructive obligations to pay further contributions if the fund does not hold sufficient assets to pay all employees
the benefits relating to employee service in the current and prior periods.

The contributions are recognised as an employee benefit expense when they are due. The expense incurred during
the year was £45.5m (2020: £36.4m). Prepaid contributions are recognised as an asset to the extent that a cash
refund or a reduction in the future payments is available.

Defined benefit pension plans

In the UK the Company operates the QinetiQ Pension Scheme (the ‘Scheme’) for approximately one quarter of its
UK employees. The Scheme closed to future accrual on 31 October 2013 and there is no on-going service cost. After
this date, defined benefit members transferred to a defined contribution scheme. The Scheme is a final salary plan,
which provides benefits to members in the form of a guaranteed level of pension payable for life. The level of
benefits provided depends on the members’ length of service and their final pensionable earnings at closure to future
accrual. In the Scheme, pensions in payment are generally updated in line with the Consumer Price Index (CPI). The
benefit payments are made from Trustee-administered funds. Plan assets held in trusts are governed by UK
regulations as is the nature of the relationship between the Group and the Trustees and their composition.
Responsibility for the governance of the Scheme - including investment decisions and contribution schedules - lies
jointty with the Company and the Board of Trustees. The Board of Trustees must be composed of representatives of
the Company and plan participants in accordance with the Scheme’s rules.

The net asset recognised on the balance sheet in respect of defined benefit pension plans is the fair value of plan
assets less the present value of the defined benefit obligation at the end of the reporting year. The defined benefit
obligation is calculated bi-annually by independent actuaries using the projected unit credit method. The present
value of the defined benefit obligation is determined by discounting the estimated future cash outflows using interest
rates of high quality corporate bonds that are denominated in the currency in which the benefits will be paid, and
that have terms to maturity approximating to the terms of the related pension obligation.

Actuarial gains and losses arising from experience adjustments and changes in actuarial assumptions are charged or
credited to equity in other comprehensive income in the year in which they arise. The Company has no further
payment obligations once the agreed contributions have been paid. The expected employer cash contribution to the
Scheme for the year ending 31 March 2022 is £2.9m.

Triennial funding valuation

The most recent completed full actuarial valuation of the Scheme was undertaken as at 30 June 2020 and resulted in
an actuarially assessed surplus of £176.5m (relative to the technical provisions i.e. the level of assets agreed by the
Trustee and the Company as being appropriate to meet member benefits, assuming the Scheme continues as a going
concern). The next triennial valuation will be performed as at 30 June 2023.

The agreed recovery plan requires £2.8m per annum (at 2021 prices) distributions to the Scheme until 31 March
2032, indexed by reference to CPI. Such distributions are from the Group's Pension Funding Partnership.
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Post-retirement benefits (continued)

QinetiQ's Pension Funding Partnership (PFP) Structure

On 26 March 2012 QinetiQ established the QinetiQ PFP Limited Partnership (the ‘Partnership’) with the Scheme.
Under this arrangement, properties to the capitalised value of £32.3m were transferred to the Partnership. The
transfers were affected through a 20-year sale and leaseback agreement. The Scheme’s interest in the Partnership
entitles it to an annual distribution of approximately £2.5m (from 2012) for 20 years, indexed with reference to CPI.
The Scheme’s interest in the Partnership will revert back to QinetiQ Limited in 2032,

Other UK schemes

The Company has a small number of employees for whom benefits are secured through the Prudential Platinum
Scheme. The net pension deficits of this scheme at 31 March 2021 amounted to £nil (2020: £nil). The Company also
offers employees access to a Group Self Invested Personal Pension Plan, but no Company contributions are paid to
this arrangement.

QinetiQ Pension Scheme net pension asset

There were no outstanding contributions at the balance sheet date for the defined benefit section of the Scheme. The
fair value of the QinetiQ Pension Scheme assets, which are not intended to be realised in the short term and may be
subject to significant change before they are realised, and the present value of the Scheme’s liabilities, which are
derived from cash flow projections over long periods, and thus inherently uncertain, were:

2021 2020

£m £m
Equities - quoted 140.2 113.5
Equities - unquoted 474 473
Corporate bonds 98.0 -
LDI investment* 3623 347.5
Asset backed security investments 455.6 465.0
Alternative bonds - quoted** 254.8 2153
Property 76.6 167.0
Cash and cash equivalents 49.3 15.8
Insurance buy-in policy 588.0 546.0

Derivatives (0.4) (5.1)
Total market value of assets 2,071.8 1,912.3

Present value of Scheme liabilities (1,857.5) (1,602.6)
Net pension asset before deferred tax 214.3 309.7

Deferred tax liability (45.4) (63.8)
Net pension: asset after deferred tax 168.9 245.9

The impact of movements in Scheme liabilities will, to an extent, be offset by movements in the value of Scheme

assets as the Scheme has assets invested in a Liability Driven Investment portfolio. As at 31 March 2021 this

hedges against approximately 90% of the interest rate and also 90% of the inflation rate risk, as measured on the
. Trustees’ gilt-funded basis.

Primarily private market debt investments
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The balance sheet net pension asset is a snapshot view which can be significantly influenced by short-term market
factors. The calculation of the net asset depends on factors which are beyond the control of the Company -
principally the value at the balance sheet date of the various categories of assets in which the Scheme has invested
and long-term interest rates and inflation rates used to value the Scheme’s liabilities. This is particularly pertinent
during the COVID-19 pandemic whilst markets are extremely volatile. Sensitivities and risks are described on page
55.

The insurance policy obtained by the pension scheme can only be used to pay or fund employee benefits under the
Company’s defined benefit plan. It is not available to the Company’s own creditors and cannot be paid to another
entity. These are the requirements of IAS 19 paragraph 7 and hence our determination is that the insurance policy is
a qualifying insurance policy and requires classification as a plan asset. The policy was issued by an insurer that is
not a related party.

Per the Scheme rules, the Company has an unconditional right to refund of any surplus, assuming gradual settlement
of all liabilities over time. Such surplus may arise on cessation of the Scheme in the context of IFRIC 14 paragraphs
11(b) and 12 and therefore the ful net pension asset can be recognised on the Company's balance sheet and the
Company's minimum funding commitments to the Scheme do not give rise to an additional balance sheet liability.

Changes to the fair value of Scheme assets

2021 2020
£m £m
Opening fair value of Scheme assets 1,912.3 1,963.6
Interest income on Scheme assets 43.5 47.7
Re-measurement gain/(loss) on Scheme assets 158.8 (61.2)
Contributions by the employer . 29 5.5
Net benefits paid out and transfers (44.4) (42.1)
Administrative expenses (1.3) (1.2)
Closing fair value of Scheme assets 2,071.8 1,912.3
Changes to the present value of the defined benefit obligation
2021 2020
£fm £m
Present value of scheme liabilities (1,602.6) (1,704.5)
Interest cost (36.4) 41.2)
Actuarial gain/(loss) on Scheme liabilities based on:
Change in financial assumptions (269.6) 97.2
Experience (losses)/gains (23.3) 6.1
Changes in demographic assumptions 30.0 2.3)
Net benefits paid out and transfers . 44.4 42.1
Closing present value of defined benefit obligation (1,857.5) (1,602.6)
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Changes. to the net pension asset

2021 2020
£m £m
Opening net pension asset 309.7 259.1
Net finance income 7.1 6.5
Administrative expenses (1.3) (1.2)
Net actuarial (loss)/gain (104.1) 39.8
Contributions by the employer 29 - 5.5
Closing net pension asset 214.3 309.7
Total expense recognised in the profit and: loss account
2021 2020
£m £m
Amounts recognised in operating profit
Administrative expenses (1.3) (1.2)
Amounts recognised in finance income
Net finance income on the net pension asset L A 65
Total net income recognised in the profit and loss account (gross of
deferred tax) ) v . 58 _ 5.3
Assumptions
The major assumptions used in the IAS 19 valuation of the Scheme were:
2021 2020
% %
Discount rate applied to Scheme liabilities 2.10 230
CPI inflation assumption 2.60 1.90
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22 Post-retirement benefits (continued)

Assumed life expectancies in years:

2021 2020

Years Years

Future male pensioners (currently aged 60) 87 87
Future female pensioners (currently age 60) 89 90
Future male pensioners (currently age 40) 88 89
Future female pensioners (currently age 40) 91 91

The assumptions used by the actuary are the best estimates chosen from a range of possible actuarial assumptions
which, because of the timescale covered, may not necessarily be borne out in practice. It is important to note that
these assumptions are long term and, in the case of the discount rate and the inflation rate, are measured by external
market indicators.

The mortality assumptions as at 31 March 2021 were based on the S3 Normal Lives base tables, with various scaling
factors based on sex and status. Allowance was made for improvements in mortality in line with CML_2020 Core
Projections and a long-term rate of improvement of 1.25% per annum.

The mortality assumptions as at 31 March 2020 were 90% of S2PMA for males and 90% of S2PFA for females,
based on year of birth making allowance for improvements in mortality in line with CMI_2019 Core Projections and
a long-term rate of improvement of 1.5% per annum.

The funding of the Scheme is based on long-term trends and assumptions relating to market growth, as advised by
qualified actuaries and investment advisors. The weighted average duration of the defined benefit obligation is
approximately 20 years.

Sensitivity analysis of the principal assumptions
Indicative impact on Scheme Indicative impact on net

Assumption Change in assumption liabilities (before deferred tax) pension asset

Discount rate  Increase/decrease by 0.1% Decrease/increase by £33m Decrease/ increase by £11m
Rate of inflation Increase/decrease by 0.1% Increase/decrease by £32m Increase/ decrease by £8m
Life expectancy Increase by one year Increase by £62m Decrease by £42m
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The impact of movements in Scheme liabilities will, to an extent, be offset by movements in the value of Scheme
assets as the Scheme has assets invested in a Liability Driven Investment portfolio. As at 31 March 2021 this hedges
against approximately 90% of the interest rate and 90% of the inflation rate risk, as measured on the Trustees'
gilt-funded basis.

The above sensitivity analyses are based on a change in an assumption while holding all other assumptions constant.
In practice, this is unlikely to occur, and changes in some of the assumptions may be correlated. When calculating
the sensitivity of the defined benefit obligation to significant actuarial assumptions the same method (projected unit
credit method) has been applied as when calculating the pension liability recognised within the Balance sheet. The
methods and types of assumption did not change.

In addition to the sensitivity of the liability side of the net pension asset (which will impact the value of the net
pension asset) the net pension asset is also exposed to significant variation due to changes in the fair value of
Scheme assets. A specific sensitivity on assets has not been included in the above table but any change in valuation
of assets flows straight throngh to the value of the net pension asset e.g. if equities fall by £10m then the net pension
asset falls by £10m. The values of unquoted assets assume that an available buyer is willing to purchase those assets
at that value. For the Company's portfolio of assets, the property portfolio of £76.6m, the unquoted corporate bonds
of £98.0m and the unquoted equities of £47.4m are the assets with most uncertainty as to valuation as at 31 March
2021.

Risks

Through its defined benefit pension plan, the Company is exposed to a number of risks, the most significant of
which are detailed below.

Volatility in market conditions

Results under IAS 19 can change dramatically depending on market conditions. The present value of Scheme
liabilities is linked to yields on AA-rated corporate bonds, while many of the assets of the Scheme are invested in
various forms of assets subject to fluctuating valuations. Changing markets in conjunction with discount rate
volatility will lead to volatility in the net pension asset on the Company’s balance sheet and in other comprehensive
income. To a lesser extent this will also. lead to volatility in the IAS 19 pension net finance income in the
Company’s profit and loss account.

Choice of accounting assumptions

The calculation of the present value of Scheme liabilities involves projecting future cash flows from the Scheme
many years into the future. This means that the assumptions used can have a material impact on the balance sheet
position and profit and loss charge. In practice future experience within the Scheme may not be in line with the
assumptions adopted. For example, members could live longer than foreseen or inflation could be higher or lower
than allowed for in the calculation of the liabilities.

The accounting assumptions noted above are used to calculate the year end net pension asset in accordance with the
relevant accounting standard, IAS 19 (revised) ‘Employee benefits’. Changes in these assumptions have no impact
on the Company’s cash payments into the Scheme. The payments into the Scheme are reassessed after every
triennial valuation.

The triennial valuations are calculated on a funding basis and use a different set of assumptions, as agreed with the
pension Trustees. The key assumption that varies between the two methods of valuation is the discount rate. The
funding basis valuation uses the risk-free rate from UK gilts as the base for calculating the discount rate, whilst the
IAS 19 accounting basis valuation uses corporate bond yields as the base.
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23 Transactions with the MOD

The MOD continues to own its Special Share in the Company which conveys certain rights as set out in note 20.
Transactions between the Company and the MOD are disclosed as follows:

Freehold land and buildings and surplus properties
Under the terms of the Company's acquisition of part of the business and certain assets of DERA from the MOD on
1 July 2001, the MOD retained certain rights in respect of the freehold land and buildings transferred.

Restrictions on transfer of title

The title deeds of those properties with strategic assets (see below) include a clause that prevents their transfer
without the approval of the MOD. The MOD also has the right to purchase any strategic assets in certain
circumstances.

MOD?’s generic compliance regime
Adherence to the generic compliance system is monitored by the Risk & Security Committee.

Strategic assets

Under the Principal Agreement with the MOD, QinetiQ is not permitted without the written consent of the MOD, to:

« dispose of or destroy all or part of a strategic asset; or

+ voluntarily undertake any closure of, or cease to provide a strategic capability by means of, all or any part of a
strategic asset.

The net book value of assets identified as being strategic assets as at 31 March 2021 was £3.0m (2020: £3.8m).

Long Term Partnering Agreement

On 27 February 2003 QinetiQ Limited entered into a Long Term Partnering Agreement (LTPA) to provide Test and
Evaluation (T&E) facilities and training support services to the MOD. This is a 25-year contract with a total revenue
value of up to £5.6bn, dependent on the level of usage by the MOD, under which QinetiQ Limited is committed to
providing T&E services with increasing efficiencies through cost saving and innovative service delivery. Following
an amendment to the LTPA contract on 5 April 2019, this contract is no longer subject to re-pricing every five years
and is now contracted at a fixed price to 31 March 2028.

Other contracts with MOD

The LTPA is the most significant contract QinetiQ has with the MOD. In total approximately 85% (2020: 80%) of
the Company's revenue comes directly from contracts with the MOD.
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24 Leases

Company as a lessor

The Company receives rental income on certain properties. Primarily these are properties partially occupied by
Group companies, with vacant space sub-let to- third-party tenants. The Company had contracted with tenants for the
following future minimum lease payments.

2021 2020
£m £m
Within one year 5.8 5.2
In the second to fifth years inclusive 11.0 10.2
Greater than five years 3.2 _ 2.7
20.0 18.1
Company as a lessee
Amounts recognised in the balance sheet
The balance sheet shows the following amounts relating to leases:
2021 2020
£m £fm
Right of use assets (included within Property, plant and equipment - see note 11)
Right of use assets - Buildings 1.6 2.6
Right of use assets - Vehicles 1.8 3.3
3.4 5.9
2021 2020
£m £m
L.ease liabilities (included within Creditors - see note 15 and 16)
Current 3.4 4.0
Non-current 25.5 29.2
28.9 33.2

Addition to the right-of-use asset during the 2021 financial year was nil. The total cash outflow for leases in 2021
was £2.8m.
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24 Leases (continued)

Amounts recognised in the statement of profit or loss
The statement of profit or loss shows the following amounts relating to leases:

2021 2020
£m £fm

Right of use assets - Buildings 1.0 1.0
Right of use assets - Vehicles 1.5 1.4
Total depreciation charge 2.5 2.4
Interest expense (included in finance expense - see note 7) 0.2 0.3
Expenses relating to short-term leases (included in operating costs) 0.7 1.0
Total expenses charged to profit before tax 34 3.7

25 Capital commitments
Amounts contracted for but not provided in the financial statements amounted to £32.7m (2020: £32.0m).
This includes £25.3m (2020: £19.1m) in relation to property, plant and equipment that will be wholly funded by a

third-party customer under long-term contract arrangements. These primarily relate to investments under the LTPA
contract.
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26 Contingent liabilities and assets

The Company has on occasion been required to take legal action to protect its intetlectual property rights, to enforce
commercial contracts or otherwise and similarly to defend itself against proceedings brought by other parties.
Provisions are made for the expected costs associated with such matters, based on past experience of similar items
and other known factors, taking into account professional advice received, and represent management’s best
estimate of the likely outcome. The timing of utilisation of these provisions is uncertain pending the outcome of
various court proceedings, ongoing investigations and negotiations. However, no provision is made for proceedings
which have been or might be brought by other parties unless management, taking into account professional advice
received, assesses that it is more likely than not that such proceedings may be successful. Contingent liabilities
associated with such proceedings have been identified but the Directors are of the opinion that any associated claims
that might be brought can be resisted successfully and therefore the possibility of any outflow in settlement is
assessed as remote.

In March 2021 there was an:incident at our Pendine site in the UK, which resulted in one of our employees
sustaining serious injuries. We are continuing to support the external investigations into the incident and we are
undertaking our own, to better understand what happened and any lessons we can learn and apply, to continue to
improve our safety first culture. A claim for civil damages has been made, bul cannot yet be reliably quantified and
no provision is recorded at the balance sheet date. However, there is not expected to be a material impact on profit
due to the claim being covered by the Company’s insurance coverage.

The Company is a guarantor with respect to the borrowings in other Group companies under a £275.0m (2020:
£275.0m) revolving credit facility. This facility, which is unutilised, has an initial term of five years of which £65m
will mature on 27 September 2024 and £210m will mature on 27 September 2025. At 31 March 2021 other Group
companies' borrowings under this facility amounted to £nil (2020: £nil) with £nil (2020: £nil) borrowed by the
Company.

The Company has provided bank guarantees issued in the course of ordinary trade to the value of £6.2m (2020:
£5.9m). The Company provides guarantees to certain customers of fellow subsidiaries to the value of £2.7m (2020:
£9.9m).

27 Parent undertaking and control

The ultimate parent undertaking and controlling party is QinetiQ Group plc, a company registered in England and
Wales. The immediate parent undertaking is QinetiQ Holdings Limited, a company registered in England and
Wales. The financial statements of QinetiQ Limited are consolidated in the financial statements of QinetiQ Group
plc, the only Company in the Group which prepares consolidated financial statements. Copies of the consolidated
financial statements. of QinetiQ Group plc are available from the Company Secretary, QinetiQ Group plc, Cody
Technology Park, Ively Road, Farnborough, Hampshire, GU14 0LX.
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