Babcock is an international defence
company operating in our focus countries
of the UK, Australasia, Canada, France
and South Africa, with exports to
additional markets with potential

to become focus countries.

Our Purpose, to create a safe and

secure world, together, defines our
strategy. We support and enhance

our customers’ defence and security
capabilities and critical assets through

a range of product and service solutions.
We meet our customers’ requirements
of value for money, increased availability,
modernisation and flexibility.

We made excellent progress in our first
year of turnaround; securing the balance
sheet and focusing the Group through
portfolio alignment and by reorganising
around a new operating model and
people strategy.

Supported by our ESG strategy, we are
now better positioned to take advantage
of the opportunities created by the
strengthening global market for defence.

Please scan this code to watch a video 1
explaining how our purpose informs all E
that we do and how the work we deliver

is helping Babcock to create a safe and -“

secure world, together.
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FINANCIAL HIGHLIGHTS

2022 FINANCIAL HIGHLIGHTS

Revenue Statutory

operating profit/(loss)
£4,102m £227m
2021: £3,972m 2021: £(1,737)m

(Restated, see page 24) (Restated, see page 25)

Statutory cash generated
from operations

£42m

2021: £475m
(Restated, see page 162)

Underlying free
cash flow

£(191)m

2021: £170m
(Restated, see page 30)

Adjustments between statutory and underlying

The Group uses various alternative performance measures, including underlying
operating profit, to enable users to better understand the performance and
earnings trends of the Group. The Directors believe the alternative performance
measures provide a consistent measure of business performance year to year
and they are used by management to measure operating performance and as

a basis for forecasting and decision-making. The Group believes they are also
used by investors in analysing business performance.

This presentation allows for separate disclosure and specific narrative to be
included concerning the adjusting items. This helps to ensure performance in
any one year can be clearly understood by users of the financial statements.
These alternative performance measures are not defined by IFRS and therefore
there is a level of judgement involved in identifying the adjustments required
to calculate the underlying results. As the alternative performance measures
used are not defined under IFRS, they may not be comparable to similar
measures used by other companies. They are not intended to be a substitute
for, or superior to, measures defined under IFRS.

Forward-looking statements

Statements in this Annual Report, including those regarding the possible

or assumed future or performance of Babcock or its industry, as well as any
trend projections or statements about Babcock’s or management’s beliefs

or expectations, may constitute forward-looking statements. By their nature,
forward-looking statements involve known and unknown risks and uncertainties
as well as other factors, many of which are beyond Babcock’s control. These
risks, uncertainties and factors may cause actual results, performance or
developments to differ materially from those expressed or implied by such
forward-looking statements. No assurance is given that any forward-looking
statements will prove to be correct. The information and opinions contained
in this Annual Report do not purport to be comprehensive, are provided as

at the date of the Annual Report and are subject to change without notice.
Babcock is not under any obligation to update or keep current any information
in the Annual Report, including any forward-looking statements.
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Underlying operating
profit/(loss)

£238m

2021: £(28)m

Net debt/EBITDA
(covenant basis)

1.8X

2021: 2.4x



FY22 HIGHLIGHTS

Portfolio — focused the group: Generated gross proceeds of £447 million
from four completed disposals, above our targeted minimum of

£400 million. Disposal of part of our Aerial Emergency Services (AES)
business signed in July 2022 after year end for a cash consideration of
c.£115 million. Footprint expanded in Australia with acquisition of the
remaining 50% interest in our Australian Naval Ship Management (NSM)
joint venture

Operating model — implemented: Streamlining processes and structures and
improving controls drove a c.£20 million benefit in FY22 (c.£40 million
annualised), as expected. Internal business reporting lines flattened. We
continue to focus on improved execution to deliver efficiencies

People strategy - culture transforming: New people strategy developed,
including roll-out of Group Principles and agile working

ESG strategy — developing: Expanded our corporate commitments to
incorporate broader environmental targets and created new policies and
guidance to support the governance of our sustainability programmes

Growth - developing opportunities: Good order momentum including the

signing of export agreements with Indonesia and Poland for the Arrowhead
140 (AH140) naval ship design (the base for the UK’s Type 31 programme)
and new defence contracts in Australia, France and the UK

VIRTUAL REALITY QUEEN ELIZABETH CLASS

An engineer tests virtual reality technology One of the UK’s new QEC aircraft

used in our training contracts carriers in Portsmouth

Babcock International Group PLC Annual Report and Financial Statements 2022
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BABCOCK AT A GLANCE

Our business today

Creating a safe and secure world, together

Babcock is an international defence company operating in our focus countries of the UK, Australasia, Canada,
France and South Africa, with exports to additional markets with potential to become focus countries.

Our work supports our public sector and blue chip customers on complex long-term programmes and critical
services. We provide through-life technical and engineering support, specialist training, asset management
and the design and manufacture of a range of defence and specialist equipment. We meet our customers’
key requirements of value for money, increased availability, modernisation and flexibility.

WHAT WE DO

We provide engineering, support and systems and deliver critical services to defence and civil markets.

Deliver complex programmes and critical services

We provide through-life technical and engineering support for our customers’ assets, delivering improvements in the performance,
availability and programme cost. We also deliver critical services to our defence and civil customers, including engineering support to
land defence and air base operations, specialist training and asset management, equipment supply and maintenance to the resources
sector, and engineering support to the nuclear power industry.

Design, manufacture and integrate

We design and manufacture a range of defence and specialist equipment, from naval ships and weapons handling systems to liquid
gas handling systems. We also provide integrated, technology-enabled solutions to our defence customers in areas such as secure
communications, electronic warfare and air defence.

REVENUE PROFILE BACKLOG PROFILE
By location By market By customer By market

€1 bn’ c ’ £9.9bn

Il 63% UK W 55% Defence W 81% Public B 72% Defence

B 37% International Il 45% Civil B 19% Private B 28% Civil
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DELIVERED ACROSS OUR FOUR SECTORS
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Marine FY22 revenue Nuclear FY22 revenue 8
31% of FY22 revenue 24% of FY22 revenue a.
o
« UK and international warship = Support all UK nuclear 5
through-life support: design, submarines and infrastructure %
build, assemble, maintain, = Own or manage key ,3,
upgrade infrastructure and naval bases ar
* International submarine £ 1 .3 bn = Nuclear submarine
through-life support dismantling
- Global naval exports: ship = UK civil nuclear new build,
design, military equipment generation support and
and engineering support decommissioning projects
. Energy and marine « UKand international
equipment and support Il 74% Defence nuclear services Il 84% Defence
. See page 42 . 26% Civil . 16% Civil

- —1_"""
Land FY22 revenue Aviation FY22 revenue
25% of FY22 revenue 20% of FY22 revenue
» Asset management and = UK and French pilot training

engineering support for and support

British Army vehicles = Military aircraft engineering
+ Technical training and and airbase support

support for the British Army £ 1 Obn = Military and emergency
« Emergency services technical services aircraft maintenance,

training and fleet repair and overhaul

management » Air ambulance, search and
« South Africa engineering and rescue and firefighting

equipment businesses services

auip [l 29% Defence B 22% Defence

. See page 46 . 71% Civil . See page 48 . 78% Civil

FURTHER INFORMATION ON

Strategy and Markets Culture change ESG strategy
business model

. See page 6-9 . See page 10 . See page 18 . See page 54
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STRATEGY

Our strategy

Our Purpose, to create a safe and secure world, together, defines our strategy. We support and enhance
our customers’ defence capabilities and critical assets through a range of product and service solutions.
We meet our customers’ requirements of increased availability, affordability and capability.

In last year’s report, we said our strategy had three elements: the UK naval business; UK value-add services and International. As we
have developed and shaped the business over the first year of our turnaround, we have determined that our international presence
is an inherent part of our overall strategy and so should not be considered separately. Our strategy focuses on naval engineering,

support and systems, and on critical services in our core defence and civil markets. In this section we share our thinking and outline
our strategic priorities.

Naval engineering, support and systems

= To deliver high-value, technical and engineering support
for ships and submarines to UK and other navies

= To own, maintain and develop critical naval infrastructure

= To design, build and export world class naval platforms
and equipment

= To deliver affordable digital support and solutions which
enhance our customers’ capabilities

Critical services: defence and civil

To provide high-value engineering and support services in land
and aviation defence, civil nuclear and other critical sectors
To deliver technical training services in defence

and security sectors

To maintain and provide complex assets and equipment

To provide integrated solutions to our customers by bringing
together the right technology and suppliers

Drivers
 Global threat environment and geopolitics

= Rising global defence spending

* Infrastructure and equipment modernisation trends

= UK National Shipbuilding Strategy

- Digitalisation of defence and security environment

» Requirement for integrated, technology-driven solutions

Drivers

Increased asset complexity across all defence domains
and public service sectors

Nuclear energy is a key component of the UK Government’s
decarbonising strategy

Tight budgets driving need for innovative asset management
solutions and outsourced services

Outsourcing specialist equipment services

Babcock Sectors
* Marine

= Nuclear (naval)

Babcock Sectors

Nuclear (civil)
Land
Aviation

Delivering

Availability

Affordability

Capability

We report through four operating sectors, read more
about them in our operational reviews on page 42
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Find out more about our Arrowhead 140 E -
export programme by scanning this code. v
(4]
=)
- 3
[=]
3
3
Good progress on FY22 priorities v
During the year, we delivered the strategic actions, set out below, required to strengthen the Group, creating a stable platform to 3
execute our strategy. é
]
Portfolio Operating model People ESG Growth §'
= Gross proceeds * New operating « Established our * Matured integration » Contract backlog :=°,
of £447 million model established Purpose and Principles of ESG into £9.9 billion @
» Net debt/EBITDA » Managed COVID-19 - Created a flatter programmes » Global AH140 exports
reduced to 1.8x challenges management « Developed sector - Significant new
- Strategic acquisition - Achieved target structure sustainability defence
of the remaining in-year operating » Harmonised policies programmes communications
50% interest in our model savings and processes * Expanded our ESG business globally
Australian Naval Ship < Operating margin - Managed senior commitments + Launched iSupport
Management (NSM) 5.8% (from 5.5%) leadership changes + Committed to set for naval operations
joint venture and restructuring ambitious science-
+ Focused on sharing based targets
- best practice and
Read more about our strategic progress . ti
. in our CEO Review on page 13 Inhovation

Our turnaround strategy continues

FY22: one year into a major turnaround

Steps taken to
strengthen the Execute
business

Progressing the
next phase of Gro
our turnaround

Shaping our
business today for
future growth

Delivering

Improved outcomes Returns for our
A better place to work
for our customers shareholders

Read more about our priorities for FY23 and
beyond in our CEO Review on page 13

Babcock International Group PLC Annual Report and Financial Statements 2022 7



BUSINESS MODEL

Our business model

We provide a range of products and service solutions to enhance our customers’ defence capabilities and critical
assets. Our business model is underpinned by a deep understanding of technology integration and engineering,
infrastructure management and specialist training. We help our customers around the world to cost effectively

improve the capability, reliability and availability of their most critical assets.

Our key strengths and resources

Our people

We rely on our people, and their
experiences and skills, to deliver for
our customers and solve challenges
every day. We aim to better support
and empower our workforce

of over 28,000.

See our People Strategy
on pagel19

Customer relationships

We are a trusted partner, critical

to our customers’ ability to solve
complex problems. Through long-term
programmes and contracts, we work
collaboratively with our customers to
understand their needs and identify
solutions that add value.

Our assets

We own critical national infrastructure
in the UK including the Rosyth and
Devonport Royal dockyards. We also
operate a range of customer-owned
critical assets, for example, naval

and air force bases and company-
owned assets including complex
engineering facilities and aircraft

for the delivery of emergency

services and military training.

Our technology
and know-how

We use our technology and our highly
specialised engineering know-how to
solve customer challenges. We have a
deep understanding of our customers’
assets and are able to integrate
technologies and capabilities to
support their needs and provide
services that add value.

Safety and regulatory
compliance

This underpins all work. We and our
customers operate in heavily regulated
environments where the health, safety
and wellbeing of all stakeholders is the
number one priority.

What we do

Deliver complex
programmes and
critical services

We provide through-life technical

and engineering support for

our customers’ assets, delivering
improvements in the performance,
availability and programme cost.

We also deliver critical services to our
defence and civil customers, including
engineering support to land defence
and air base operations, specialist
training and asset management,
equipment supply and maintenance to
the resources sector, and engineering
support to the nuclear power industry.

Design, manufacture
and integrate

We design and manufacture a range
of defence and specialist equipment
from naval ships and weapons
handling systems to liquid gas
handling systems. We also provide
integrated, technology-enabled
solutions to our defence customers in
areas such as secure communications,
electronic warfare and air defence.

8 Babcock International Group PLC Annual Report and Financial Statements 2022

How we do it

© Foundations

We work collaboratively with
government departments, public
bodies, highly regulated industries
and blue chip companies, and are
embedded on crucial long-term
programmes. We focus on markets
and customers with outsourcing
models that require value-add
engineering-based support and
product development. Our five
main markets are the UK, Australasia,
France, Canada and South Africa,
with operations in and exports

to other countries.

® Bidding and
business development

We continually monitor opportunities
across our markets, using strong
reference cases and deep sector
expertise to identify ways to solve new
and existing customers’ challenges and
support their programmes. We have a
multi-gate review process for contract
bids to help ensure we only bid on
value-creating work.

© Contracting

A significant proportion of

our business is carried out on a
long-term contract or multi-year
framework basis. Our backlog of
£9.9 billion of contracted work
provides a base level of revenue
for the years ahead, supplemented
by new business wins, framework
call-offs, contract extensions and
variations, and short-cycle work.
Revenue is recognised as we deliver
on our contracts and performance
obligations are satisfied. We have
an established review process

to manage contract risk.



|

|

|

babcock

L

O Sustainability

Our ESG strategy is a key component
of how we deliver and increase

the sustainability of our business.
Our business has a significant impact
on society and the environment

and sustainability is an integral part
of our corporate strategy and how
we do business.

-
Supported by our
strong corporate
governance
and culture

© Investment

and capability

Revenue is recognised as we deliver
on our contracts and performance
obligations are satisfied. The cash we
generate funds selective
reinvestment into the business,
principally through capital
expenditure to develop our unique
infrastructure, equipment, IT systems
and engineering talent.

@ Partnerships
and collaboration

Partnering and collaboration are
key to our success of bringing
market- leading capabilities to

our customers. We bring together
organisations to deliver engineering
and technology-based products and
support solutions that add value to
our customers and increase access
to markets.

One example of this is our new
collaboration with Elbit Systems
UK and QinetiQ to deliver support
to the UK’s Maritime Electronic
Warfare Systems Integrated
Capability (MEWSIC), where we are
the Prime contractor.

© Technology-based
solutions

We apply technology-based
solutions to solve complex
customer problems. We invest in
technologies that optimise asset
utilisation, advance manufacturing,
enhance support capabilities

and add value to customers. Our
data analytics, digital design and
integration capabilities reduce costs
and increase the customer’s ability
to adapt to technology developments.

Creating stakeholder value

Customers

Delivering for our customers and
partnering with them on the challenges
they face.

Investors

Creating shareholder value through
growth, cash generation and the
efficient allocation of capital. Delivering
shareholder returns through dividends
and increased share value.

Employees

Creating a better place to work where
employees are valued and motivated
at all times.

Regulatory
and industry bodies

Never compromising on safety and
complying with regulations at all times.

Supply chain
Creating jobs and nurturing investment

through collaboration with our
supply chain.

Communities

Providing jobs and investment across
the UK and ensuring we act responsibly
at all times in the interests of local
communities around our sites.

See page 52 for details on how we
engage with stakeholders

Babcock International Group PLC Annual Report and Financial Statements 2022
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MARKET REVIEW

Defence and civil nuclear

We are increasingly focused
on defence, which remains our
largest and most important market.

We have a critical role in the defence and
security of the UK, Australia, New Zealand,
Canada and France and we design and
manufacture equipment and systems for
several other nations including the US

and South Korea.

Our defence customers all have increasingly
complex requirements, driven by:

* An increasingly unstable geopolitical
environment, evolving threats and
unpredictable crises

» Budget pressure and requirements
to deliver value for money

» The need to develop and apply
new technology to keep up with
customer needs and rapidly changing
threats

= Supply chain and inflation concerns

+ Customer ESG requirements

Following the Russian invasion of Ukraine
many European countries have increased
or pledged to increase their defence budgets
and altered their defence posture to increase
force readiness e.g. double the number
of NATO battle groups in Eastern Europe.
The crisis may also lead to increased
defence spending across the Indo-Pacific,
as assessments of Chinese intentions are
updated, and the Middle East. Investor
ESG concerns around defence companies
have also been challenged as commitment
to defence is shown to be necessary to
preserving the liberal democratic order
which is a prerequisite for addressing the
ESG agenda.

As a result, UK and targeted international
defence markets continue to offer significant
resilience, alongside increased short,
medium and long-term potential, both
through increased spend in our existing
markets and expansion into new markets.

The UK, US and Australian governments
announced the creation of a major
defence collaboration (AUKUS), not

least to counter the increased threat

in the Indo-Pacific. This collaboration
covers not only the joint development of
conventionally armed, nuclear-powered
submarines for Australia, but also other
areas including, electronic warfare (EW),
information sharing, defence innovation,
autonomous systems, artificial
intelligence, and undersea capabilities.

UK defence

Market position

Our primary defence market is the UK
where we provide critical support to all
of the UK’s armed forces. We remain the
UK’s second largest defence supplier with
around 8% of total MOD procurement
spend and, as part of the Strategic
Partnering Programme, we are working
with the UK Government and MOD across
multiple critical programmes to ensure
the increasingly complex needs of our
armed forces are met.

UK defence spending rose to £42 billion
in 2021, £2.5 billion higher than 2020,
an increase of around 0.3%, adjusted for
inflation, with an estimated £19 billion
spent on MOD equipment and support, a

decrease of around 10% on the prior year.

Around 18% of the total defence spend
(around £7.5 billion) was designated to
supporting MOD equipment, which was
similar to last year. In November 2020,
the Government announced a

£16.5 billion increase in defence
spending over four years, and detailed
plansin 2021’s Integrated Review and
Defence Command Paper. There was no
change to these plans announced in
either the Autumn 2021 or Spring 2022
budgets.

UK defence spend 2021 £42 billion

W 32.0% Personnel

18.0% Specialist Military Equipment

B 18.0% Equipment Support

12.0% Infrastructure

| 13.0% Property, Equipment, R&D
and inventory

7.0% Other

Source: MOD Departmental resources: 2021

Opportunities

The 30-year shipbuilding pipeline, detailed
in the National Shipbuilding Strategy
relaunched in March 2022 offers, long term

10 Babcock International Group PLC Annual Report and Financial Statements 2022

opportunities for ship build and support. We
have had some success securing export
orders for our Arrowhead 140 design and see
further opportunities. There is also growing
emphasis on underwater capability, defence
communications, Intelligence, Surveillance
and Reconnaissance (ISR) and EW, all of which
present opportunities for Babcock. The continued
commitment to the Continuous At Sea
Deterrence may require two streams of nuclear
ballistic submarine maintenance in future
combined with two streams of attack class
submarine support while both classes transition.
The war in Ukraine may drive a reprioritisation
of spending to increase availability and
forward basing of armoured vehicles.

Over the longer term, the F35 and Tempest
programmes may present further opportunities
for support to operational training.

Risks

In FY22, £2.1 billion of our revenue came
from direct MOD spend, an increase of 12%.
Increased spending from the our MOD
customers is spread across major critical
programmes such as Type 31 and new areas
of digital defence.

We are the second largest defence supplier
to the UK Government, and participate

in a wide range of its critical defence
programmes. We recognise that this
represents a significant reliance on the

UK MOD. We routinely review reputational
and execution risk on the volume of critical
programmes in which we are involved

(see Group principal risks, see page 76.

The continually evolving international
geopolitical and threat environment may
see reprioritisation of budgets away from
traditional large, complex platforms to
smaller, uncrewed platforms and cyber.

National Shipbuilding
Strategy

The National Shipbuilding Strategy
Refresh was launched in March 2022.
The strategy is based on five central
pillars: create a 30-year pipeline of
over 150 vessels; accelerate
innovation, including related to net
zero and Al; increase financial support
to shipbuilders; and establish a UK
Shipbuilding Skills Taskforce. We are
currently building five Type 31 frigates
and are well positioned for other near
term programmes including FSS and
Type 32, as well as other longer term
opportunities the strategy offers for
ship build and support.



Australia and New Zealand
defence

Market position

Babcock supports the armed forces of
both Australia and New Zealand. For the
Royal Australian Navy we provide support

to both Collins Class submarines and surface
ships including ANZAC class frigates, Canberra
class Landing Helicopter Docks (LHD) and LHD
landing craft. In March 2022, we acquired the
remaining 50% of Naval Ship Management
(NSM) from our joint venture partner. NSM has
evolved into a strategic maritime sustainment
partner to Australia and the acquisition will
strengthen the breadth of our support to the
Australian Defence Force’s maritime capability
and provide additional capability for Australia’s
current and future maritime programmes.

We have also been selected as preferred
bidder to upgrade and sustain the
Australian Defence High Frequency
Communication System (DHFCS).

This builds on our proven DHFC
experience in the UK and New Zealand
and reinforces our core capabilities in
delivering technology-led, cutting-edge
solutions to support complex electronic
defence programmes.

Babcock has a long-standing partnership
with the NZDF in support of the Royal
New Zealand Navy, which was further
strengthened with the award of the
NZDF's main strategic maritime
partnering contract in February 2022.
Babcock will provide asset management
services, including engineering, project
management, production and operational
support, to the entire Royal New Zealand
Navy fleet, from frigates through to small
boats including RHIBs.

Opportunities

Australia’s Defence Strategic Update and
Force Structure Plan indicates an increase in
defence spending and procurement over the
next decade in response to evolving threats in
the Indo-Pacific, with Babcock well positioned
to support a number of key programmes.

The UK, US and Australian governments
announced the creation of AUKUS. This
presents opportunities for Babcock in the joint
design, build and support of conventionally
armed, nuclear-powered submarines for
Australia, but also electronic warfare,
information sharing, defence innovation, and
additional undersea capabilities.

Risks
Competition is strong, but we are developing
our in-country capability and credibility.

Canada defence

Market position

Babcock delivers the Victoria In Service
Support Contract (VISSC) to sustain the
Royal Canadian Navy’s (RCN) Victoria
class submarines. Working with the RCN,
Babcock has transferred the skills and
expertise required to provide through life
support and maintenance to submarines
from the UK to Canada.

Opportunities

We continue to target large military aviation
training opportunities in Canada. Post-Ukraine,
Canada is highly likely to further increase its
defence spending, in addition to agreed
increases already underway. Canadian
Defence Minister Anand has indicated an
‘aggressive” increase to defence spending to
reach the NATO 2% of GDP target. This may
present new opportunities for Babcock.

Risks

A preference for well-established

native competition could limit Babcock’s
exposure to further opportunities given
our relatively modest footprint in the
country. Our current work is based around
one contract and we do not own any
infrastructure. This is highlighted as one of
the Group’s principal risks, see page 76.

France defence

Market position

We have grown our position in military
aviation training France through the award
of the Mentor 1 contract for fast jet pilot
training and strengthened our position in
the military rotary wing maintenance, repair
and overhaul (MRO) market, including the
provision of search and rescue aircraft and
services for the French Navy.

Opportunities

Defence spending in France continues to
grow with clear opportunities in military
aviation training and MRO, and land
vehicle MRO. There may also be some
marine opportunity for the support of
non-complex vessels and equipment,
equipment management, maritime
autonomy and training.

Risks

Similarly to Canada, France has well
established domestic defence suppliers,
often with some element of state
ownership. As a British company with
limited infrastructure, we may struggle to
compete for some opportunities.

Civil nuclear

Market position

Babcock is now the only major UK-owned
nuclear services partner for Government
and is unique in covering both the
defence and civil sectors. We provide
complex services across civil nuclear new
build, operations and decommissioning
in the UK, and also provide more limited
services in Canada and Japan.

Opportunities

Nuclear power is a key part of both the
UK’s Net Zero strategy and its energy
security post-Ukraine. The Government’s
Energy Security Strategy published on

6 April 2022 announced a new body
called Great British Nuclear.

By 2050 this body aims to bolster the
UK’s nuclear capacity to up to 24 GW of
electricity, or 25% of projected demand,
through up to eight new reactors, with
one being approved each year until 2030.

It also confirmed advanced plans to
approve two new reactors at Sizewell in
Suffolk during this parliament. Subject
to technology readiness, Small Modular
Reactors (SMR’s) will form a key part of
the nuclear project pipeline. We are
well positioned to take advantage of
opportunities in these areas.

Risks

The decommissioning market has become
increasingly difficult following the NDA’s
decision in 2020 to insource the major
programmes across Magnox and
Dounreay. In addition, historically it

has been hard to secure the necessary
commitments to make new nuclear
power stations a reality.
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CHAIR’S STATEMENT

Babcock’s transformation is far-reaching
and comprehensive

Ruth Cairnie
Chair

Read Ruth’s biography
on page 94

In last year’s report | gave a full
account of the developments
arising from the steps we had
taken to address the historic
underperformance of the Group.

We had reset our financial baseline,
refreshed our strategy, launched

a new operating model and introduced
improved governance and controls.

The first full year of our turnaround has
continued the implementation of these
improvements. The Board is very satisfied
with the progress made against the five
strategic actions we had identified for
FY22, including generating more than our
target of £400 million from divestments
intended to focus the Group. Our progress
is covered in more detail in the CEO
report (page 13).

Our financial results for the year are
encouraging. Underlying operating profit
of £237.7 million was a 13% organic
increase on last year, excluding one-off
contract profitability and balance sheet
(CPBS) adjustments in FY21, supported by

the expected improved performance from
our new operating model and a reduction
in the impact of COVID-19. Statutory
operating profit of £226.8 million
compares to a loss of £1,736.7 million

in FY21, which included charges from

the CPBS review and asset impairments.
Our underlying free cash flow was

slightly ahead of expectations at
£(191.3) million, driven by timing
benefits and advance payments.

Statutory revenue grew by 3% to
£4,101.8 million. On an organic basis,
revenue grew by 5% with good volume
recovery in the Land and Aviation sectors.

We have had some notable commercial
successes through the year, demonstrating
the relevance of our capabilities to our
target customers. These included the
signing of a £3.5 billion Future Marine
Support Programme (FMSP) contract that
continues our work for the UK Royal Navy,
further work on defence aviation training
in France, and new contracts for next-
generation tactical communications

and information systems in the UK

and Australia.

The Board was delighted at the early
successes from the Arrowhead 140 frigate
export programme, the Babcock design
based on the Type 31 we developed for
the UK, in Indonesia and Poland.

The transformation of Babcock is intended
to be far-reaching and comprehensive,
and is grounded in our corporate Purpose:
to create a safe and secure world,
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together. This Purpose has been
communicated extensively within the
Group this year and feeds through into
all aspects of our strategy. It is supported
by our six new Principles (see page 20)
launched this year through substantial
engagement with our workforce; these
Principles embody the new ways of
working and shift towards the more
people-focused and accountable culture
that we believe is essential to meet the
needs of all our stakeholders. | am
delighted by how positively our people
have been responding.

Alongside and integral to the launch of
our Principles and focus on culture is the
role of sustainability. We believe that it is
right for our stakeholders to expect to
hold us to account for our approach and
progress. Importantly, as evidenced by the
tragic events in Ukraine, we believe the
defence industry plays a major part in
assuring the stability of sovereign nations;
without stability, it is impossible to drive
the necessary environmental, social and
governance (ESG) improvements to create
a safe and secure world.

We have progressed our ESG strategy,
expanding our corporate commitments
to incorporate broader environmental
targets, and we have created new Group
policies and guidance. Our social value
activities support the needs of the local
communities where we operate, which
are so critical to our future success

(see page 63). On climate action,

we are continuing to progress our
decarbonisation programme and are on
track to submit science-based emission
targets (see page 57).

The Board’s primary focus in FY22

was to stabilise the business. Overall,

we have made excellent progress against
our goals for the year, driving tangible
positive change across the Group

against a background of increasing
geopolitical uncertainty.

The second year of our turnaround will
build on the strategic actions taken in
FY22, with a focus on execution and
growth. As we continue to make further
progress, the Board is confident of
delivering on its expectations of
increasingly profitable growth and
improved cash flow for FY23 and into
the medium term. Babcock is returning
to strength.

RUTH CAIRNIE
Chair



CEO REVIEW

Strong progress in our first year

of turnaround

David Lockwood
Chief Executive Officer

Read David’s biography
on page 94

One year ago we defined the
actions we needed to take in FY22
to stabilise the business and lay the
foundations for the future.

In this, our first year of turnaround,

| am pleased to report that we have
made strong progress on all our
strategic priorities. Overall, our financial
performance in FY22 was in line with our
expectations, with cash flow slightly
better than anticipated. Additionally,

we took significant actions to improve
balance sheet quality, including the
reduction of certain working capital items
such as supply chain financing, debt
factoring and the practice of deferring
period-end creditors.

Led by our Purpose, to create a safe and
secure world, together, we have taken
action to secure our business; stabilising
the balance sheet and focusing the Group
through portfolio alignment. We have
reorganised around a new operating
model and people strategy, which has
been further supported by our developing

ESG strategy. We are now well-positioned
to take advantage of the opportunities
created by the strengthening global
market for defence.

Stabilise - strategic

actions update

At the start of FY22 we identified five
strategic actions for the first year of our
turnaround, designed to stabilise the
Group both financially and operationally,
and to position us for improved execution
and growth:

. Align our portfolio

. Implement our new operating model
. Roll out our new people strategy

. Develop our new ESG strategy

. Explore growth opportunities

U~ W N =

We made strong progress against our
priorities, making the changes that will
drive improved delivery for our customers,
a better experience for our employees and
improved returns for shareholders.

Portfolio: We reviewed the businesses in
our portfolio to determine strategic fit
and the value to shareholders of their
presence in our portfolio. The divestment
of four businesses (our Oil and Gas
aviation business, Frazer-Nash Consultancy
Ltd, UK Power and our 15.4% stake in the
AirTanker Holdings Limited joint venture)
generated gross proceeds of

£447.3 million, exceeding our target of
at least £400 million. In addition, in July
2022 we signed a conditional agreement
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the sale of some of our aerial emergency
services (AES) businesses for a cash
consideration of c.£115m. This achieved
our key portfolio objectives: to reduce v
complexity, focus the Group on our g
chosen markets and strengthen 3
the balance sheet. In March 2022, %
we expanded our footprint in Australia g
with the acquisition of the remaining g
50% interest in our Australian Naval Ship gr

Management (NSM) joint venture for
£33.1 million. Our portfolio actions

have enabled us to reduce our gearing to
1.8x net debt to EBITDA, in line with our
year-end target of below 2.0x.

Operating model: Our new operating
model is now established and is driving
efficiencies throughout the business.

We are already realising benefits from our
ongoing work to streamline processes,
increase standardisation and improve
controls. In FY22 we achieved our target
in-year operating model savings of

c.£20 million and an annualised savings
rate of c.£40 million, while restructuring
costs of £36 million were slightly below
our original expectations. This progress
contributed to the increase in underlying
operating margin to 5.8%. The new model
increases visibility and shortens
communication lines — both essential for an
agile business, and important enablers for
collaboration. We will continue to embed
these new ways of working, with a
particular focus on operational excellence
and execution in FY23.

People strategy: With c.28,000 skilled
employees in the Babcock Group,

our people strategy is critical to our

future success. Aligned with our Purpose,
to create a safe and secure world, together,
we rolled out six Principles that underpin
the ongoing cultural transformation that

is key to driving sustainable improvement:
Be curious; Be Kind; Be Courageous, Think:
Outcomes; Collaborate; and Own and
Deliver. Across the Group we are
harmonising our people policies and
fostering a culture that shares capability,
talent, innovation and best practice.

We will continue to seek to optimise our
legal entities and structures as we continue
to roll out our people strategy.

ESG strategy: We have made good
progress on our ESG strategy. We have
matured our plans to reduce harmful
emissions from our operations, and to
integrate sustainability into programme

Babcock International Group PLC Annual Report and Financial Statements 2022 13



CEO REVIEW continued

design and contract terms. Each of

our sectors are developing their own
sustainability plans in support of Group-led
programmes and to meet stakeholders’
needs. We have evolved our strategy to
meet our commitment to achieve net zero
carbon emissions for our estate, assets and
operations by 2040. In April 2021,

we signed the Business Ambition Pledge
and committed to a 2030 science-based
target in line with a 1.5°C pathway. We are
on track to meet our goal and over the
next 12 months we aim to submit our
targets for approval by the science-based
targets initiative (SBTI).

Growth: FY22 was a pivotal year for new
business development. Our strategy,
which combines asset support and
sustainment with a range of value-add
products and technical services, drove
good business momentum. We signed two
export agreements for our AH140 naval
ship design, which is the base for the UK’s
Type 31 programme: a licence order for
two ships for Indonesia and selection by
Poland for its new MIECZNIK (Swordfish)
three-ship frigate programme. We secured
several major defence communications
contracts including a c.£150 million
logistics support contract for the UK’s
next-generation tactical communications
and information systems and a

c.£100 million contract for the UK MOD’s
new Defence Strategic Radio Service
(DSRS). In addition, we were selected

as capability partner to upgrade and
sustain the Defence High Frequency
Communication System (DHFC) to support
the Australian armed forces over the next
10 years. This award is a great example of
collaboration across the Group and with
international partners to develop high-
value-add solutions for our customers.

The strong progress made on the five
strategic actions for FY22 has achieved
what we set out to do in the first year

of our turnaround. We have met the
immediate need to stabilise the business,
strengthen the balance sheet and set our
performance baseline. We have successfully
laid the foundations for the future. In the
second year of our turnaround we will
increase our focus on execution and
growth, and continue to drive cultural
change across the Group.

Execution

With improvement underway across
many areas of the Group, our focus for
FY23 is on driving further operational
excellence. We will continue to invest

in controls and process improvement,

our facilities, our people, and our

IT systems. This will enable us to drive
efficiencies, increase business resilience
and improve operational delivery and risk
management, ultimately increasing the
Group’s profitability and cash conversion.

Growth

We have laid the foundations for
sustainable profitable growth. The markets
we address offer favourable medium-term
growth, with opportunities in our core
defence market increasing as a result

of the current heightened geopolitical
uncertainty. We continue to target
opportunities for defence and critical
services in our focus countries — the UK,
France, Canada, Australasia and South
Africa — and exports to additional markets,
for example, selection of the AH140
design by Poland for its MIECZNIK

frigate programme.

The tragic conflict unfolding in Ukraine has
created significant additional geopolitical
volatility and governments have
reprioritised defence and national security.
In the short term, opportunities are
emerging for our defence support
capabilities, driven by the need for

LYNEHAM, UK
Getting hands on at a visit to our
training contract at MOD Lyneham.
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force readiness. Over the longer term,

our government customers must balance
requirements for large-scale equipment
modernisation and force expansion with
the reality of constrained budgets.

Our business model supports and
enhances customers’ defence and security
capabilities and critical assets through

a range of products and service solutions.
We are ideally placed to address their core
requirements of availability, affordability
and capability:

* Availability — Our customers require
high utilisation of complex assets,
from ships and submarines in our
Marine and Nuclear sectors to military
and emergency services aircraft and
vehicles in Aviation and Land. Our fleet
support and sustainment models are
increasingly geared to higher-value-add
availability-based solutions designed to
optimise asset utilisation and reduce
lifetime costs.

+ Affordability - Our customers are also
demanding value for money on support
programmes and new platforms. Our
deep understanding of our customers’
needs, and our ability to bring suppliers
and technologies together to deliver
an integrated solution, enable us to
provide the affordability and flexibility
they require.




BABCOCK CANADA
A visit to our Canada
submarine programme

= Capability - Our customers operate
in complex and ever-changing
environments, which drives a continual
need to adapt and enhance capability.
We apply our understanding of
technology integration, infrastructure
management and specialist training
to improve their capability, whether it
be through product, support or
training solutions.

We are growing our defence digital
capabilities to develop a range of
technology-based products and solutions
that reduce acquisition and operational

costs and increase flexibility. For example,

our iSupport360 solution enables the
optimisation of support to maritime and
other complex equipment. Building on
our success in winning the MEWSIC,
LeTacCIS and DHFC contracts in FY22,
we will continue to develop our ability
as a technology integrator, bringing
together industry partners to design
innovative and cost-effective capabilities
in areas such as secure communications
and electronic warfare.

We are experiencing significant
international interest in AH140, the
export variant of our Type 31 frigate,
driven by the demand for affordable

and flexible naval power. Its modular
construction offers a wide range of
programme options, including capability
(systems), construction and supply chain,
and acquisition model - from a basic
licence agreement to high levels of build
programme participation for Babcock.
Following our successes in Indonesia

and Poland, we are in active discussions
regarding further AH140 export
opportunities. The digital design and build
model for Type 31 is also an important
enabler for the UK Government’s recently
refreshed 30-year National Ship Building
Strategy and positions us well for future
opportunities in the UK.

Also in defence, increased operational
tempo and a growing incumbent fleet are
driving demand for surface ship support
and maintenance. After the year-end we
signed a four-year contract to deliver
through-life support to the Marinha do
Brasil’s flagship vessel, NAM Atlantico,
formerly the UK Royal Navy platform

HMS Ocean, as part of its global

support programme.
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Inflation
The Group’s main exposure to inflation is
via rising employment costs — particularly
where we have existing contracts which N\
were agreed in a low-inflation =
environment and include inflation risk. §
At the same time, our employees are &
suffering the rapidly rising cost of living, §
with the issue most acute in the UK of all 3
our markets. The Group is seeking to o

manage the short-term impact of inflation
through increased efficiencies, and to
limit the taking of commercial risk

of future inflation in new contracts where
it cannot be mitigated.

We are therefore delighted that over the
last few months we have engaged
collaboratively with our employees and
trade unions in the UK to agree a fixed-
sum pay increase for FY23 that will benefit
all but the most highly paid employees.
This innovative and progressive pay deal
has been designed to disproportionately
benefit our lower-paid employees,

who are most exposed to rising costs.

It has now been agreed and implemented
for 85% of the UK workforce (around 65%
of the total workforce) giving us better
visibility of employment costs for the year
ahead. This will increase our labour costs
by some £25 million per annum above
our original expectations. The Group
expects to offset this cost increase
through a variety of measures, including
the acceleration of improvements in
contracting and procurement practices,
and the removal of inefficient processes
as we further embed our new

operating model.

Outside of wage inflation, in many of our
markets the recent increase in input-cost
inflation coupled with shortages of supply,
has increased the cost, and in some areas
the availability, of materials and
components. In such an environment,
supplier resilience is also an emerging risk.
Our newly formed Procurement and
Supply Chain organisation is monitoring
our supply chain to identify and mitigate
any such issues as early as possible.

Babcock International Group PLC Annual Report and Financial Statements 2022 15



CEO REVIEW continued

Health and safety
performance in the year

The appointment of a Global Safety,
Health and Environmental Protection
Director, and formation of a central team,
has brought additional focus to the safety
improvement programme. We have
strengthened our governance and
introduced an electronic global safety
information management system. The
Group’s Total Recordable Injury Rate (TRIR)
in FY22, which includes work-related
injuries requiring medical treatment, has
reduced from 0.89 injuries for every
100,000 hours worked to 0.75 over the
year, with a reduction in the number of
these types of accidents of 18% against
2021. However, we have also seen

a 5% increase in work-related injuries that
resulted in personnel needing at least one
day away from work. We continue to work
hard to reduce the number of injuries and
illnesses as a result of our activities.

Summary of financial
performance in FY22

Revenue of £4,101.8 million grew

by 5% organically, driven largely by
recovery across the Group from prior-year
COVID-19 impacts and growth in Marine
and Nuclear.

Underlying operating profit of

£237.7 million was a 13% organic
increase on last year (excluding one-off
CPBS adjustments in FY21), supported by
improved performance from our new
operating model and lower COVID-19
business interruption, particularly in
Marine, Land and Aviation. This was partly
offset by a £22 million programme
write-off in the Nuclear sector. Underlying
operating margin improved to 5.8%
(FY21: 5.5%) driving a 7% increase in
underlying basic EPS to 30.7 pence
(FY21: 28.8 pence, excluding one-off
CPBS adjustments).

DEVONPORT, UK
A visit to Devonport
Royal Dockyard.
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Statutory operating profit of

£226.8 million compared to

a £1,736.7 million loss in the prior year,
which included £(1,815.5) million from
the CPBS review.

Cash performance was heavily impacted
by the settlement of past factors as
previously communicated, including
pension deficit catch-up payments and
efforts to normalise period-end working
capital. Underlying free cash flow of
£(191.3) million was slightly ahead of our
expectations, driven by lower net capex
and a tax cash inflow from the settlement
of open years with the authorities.

Also, the favourable timing of customer
receipts and prepayments enabled the
Group to pay-off around £70 million more
previous deferred creditors than originally
planned, as well as £23.3 million of
scheduled FY23 pension payments and
settling the c.£15 million Italian fine.




Trading in first quarter of FY23

Trading in the quarter ended 30 June
2022 was in line with expectations.

Net debt excluding operating leases was
£625 million, higher than at 31 March
2022, reflecting timing of pension
deficit payments.

Outlook

We are pleased with the strong progress
made in FY22 to stabilise the Group and
begin the process of driving improvements
in the areas we identified at the beginning
of the year. In particular, the material steps
we have taken to address the balance
sheet and the quality of our cash flow
mean that we ended the year in a far
stronger position than we began.

With the business stabilised, we are in

a stronger position, both financially and
operationally, with the prospects for the
business similarly improved. Although we
are not immune to the various macro
challenges, such as inflation, that continue
to impact and shape the markets in which
we operate, we will be as agile as we can
be in response.

The second year of our turnaround will be
as important as the first as we to build
further on the foundations laid for a better
Babcock in FY23. We will continue the
drive to achieve efficiencies from better
execution, including the expected

c.£20 million further restructuring benefit,
and to capture the increasing opportunities
for growth in our core markets.

As we look ahead, and as we continue

to make operational progress through
the disciplined execution of our strategy,
the Board is confident of delivering on its
expectations of increasingly profitable
growth and improved cash flow for FY23.
Looking further ahead, we believe our
strategy and focus on operational
execution will significantly improve the
Group’s growth, profitability and cash
generation over the medium term.

BECKTON, UK
A visit to the London Fire Brigade
training centre.

Delivering for all
our stakeholders

Over the medium and long-term, we are
focused on delivering value for all our
stakeholders, including:

« Improved outcomes for our
customers: consistent delivery and
partnering with customers to solve
their challenges
A better place to work for our
employees: an open, collaborative
and diverse workplace that engages
our employees
= Returns for our shareholders:
a return to growth with improving
margins and better cash conversion

We have made strong progress to position
the Company for future success. There is
still much to do, but we have all the
elements in place to take advantage

of the many opportunities which lie
before us.

DAVID LOCKWOOD
Chief Executive Officer

OTHER INFORMATION

Dividend

No ordinary dividends have been
paid or declared for the financial
year ended 31 March 2022.

AGM

We will be holding our Annual
General Meeting on

19 September 2022.

Board changes

In January 2022 we welcomed
John Ramsay to the Board

as a Non-Executive Director.
John became Chair of the Audit
Committee in February 2022.

Myles Lee and Victoire

de Margerie retired as Non-
Executive Directors at the AGM
in September 2021 after six and
five years of service respectively.
Russ Holden will retire as a
Non-Executive Director in July
2022 after two years of service,
and our 2022 AGM will see
Non-Executive Director and
Remuneration Committee Chair
Kjersti Wiklund retire from the
Board after four years of service.
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CULTURE CHANGE

Led by our Purpose

-

Our Purpose is to create a

safe and secure world,
together - this is why we exist as
a business, and why we do what
we do. It defines and underpins

our new ways of working, how we

create value for our shareholders
and how we improve delivery
for our customers. It informs the
decisions we make and how we
treat each other.

Our Purpose and Principles were
formally launched this year to support
the major cultural shift the business is
making. They were developed with the
help of our people and are designed to

Our new operating model

To further unlock our potential, we
developed and implemented a new
operating model during 2021. The
resulting changes saw us reduce
headcount, remove layers, and simplify
how we work together, underpinned by
our Principles.

One of the most significant changes in
the period was the move to a centrally
coordinated functional model, impacting
areas such as HR, Finance, Procurement
and Supply Chain, Communications

and IT. This new way of working

has empowered us to operate as

one Babcock, driving accountability,
efficiency and consistency across

the Group.

unite us as a company, inspire our
thinking, guide our actions, and
encourage us to support each other

in achieving our vision of a safe, strong,
sustainable Babcock.

We are embedding our Principles

across the business and applying

them to the way we operate. We have
built awareness through increased
communication and direct engagement
with our front-line leaders.

We have helped managers, teams and
individuals to explore how to bring the
Purpose and Principles to life, through
‘town hall” meetings, vlogs, videos,
workshops, webinars, team discussions
and focused weeks. Our people have

Coupled with the new operating model
and the cultural reset, we have focused
on reducing complexity in the business to
make us more efficient. By integrating the
Group, we have increased our ability to
respond quickly to changing market
conditions, sharing capability and solving
challenges across Babcock. The roll-out of
our new People Strategy has begun and
will strengthen our ability to be flexible,
enabling us to move talent, innovation,
and best practice around the Group and
to support our people with an agile and
inclusive workplace and an increased
focus on output and delivery.

These changes have reinforced our
commitment to being a purpose-led
business, which will help to transform the
experience of our people and customers,
and will drive improved performance
across the Group.
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embraced the new Principles by sharing
personal stories of the Principles in
action, and why they are important to
them. We will continue to collect and
share these stories across the business.

The next phase of this work is to embed
the Principles into all of our people
processes, and transform at pace how
we recruit, lead, develop, recognise,
reward and manage the performance
of our people.

Our Principles put people at the core of
everything we do and they will continue
to guide how we all work together,
from the front-line to the Board.

You can see our Principles
on page 20

Harnessing expertise

Over the past year we have accelerated
our knowledge-transfer and sharing
programmes to harness the engineering
and technical expertise of our people and
to strengthen and expand our own skills
and networks.

Through our Innovation Lunch and Learn
programme, our people and partners
have come together to deliver over

60 hours of shared training and insight
on core programmes to enable a safe
and secure workplace for collaboration
and learning.

Our Big Ideas programme has seen over
600 new ideas on cost savings, the
environment and safety, and identified
where and how we can continue to
innovate across our business.

Inclusion and Diversity

We believe being an inclusive business
which supports its people and values
difference is central to living our Purpose.
It is key to creating the right foundations
to attract and retain the best, diverse
talent. We have recently appointed

our first Global Head of Inclusion and
Diversity, to develop our approach and
to review, design and implement ways
of working that empower our people.

See more about our approach
to Inclusion and Diversity on page 64




=

Our People Strategy

Our People Strategy clearly

defines our ambition for
the future. It recognises

work we have undertaken

and, more importantly,

identifies the steps needed

to achieve our ambition

to make Babcock a more

efficient, agile, inclusive
sustainable and people-
focused business.

We plan to achieve this by providing
our people with the tools, flexibility
and support they need to unlock
their potential and develop the skills

the required in this ever-changing world.

Underpinned by our Principles,

our People Strategy sets out our
overarching vision for Babcock and
focuses on five key People goals
to achieve this vision.

Our People Strategy has five

key goals:

o Demand great leadership
Individuals are supported, valued and
engaged to succeed.

e Redefine our ways of working
We build a strong, safe, unified,

global business.

9 Grow our capability

Everyone can learn, progress and unleash
their potential.

e Improve our people experience

People feel part of Babcock; listened to,
trusted and able to make a difference.

R Demand
ad deliver great >
o leadership

Redefine
our ways of
working

Enabling everyone
to be agile, effective
and included so we
can create a safe
and secure world,
together.

Grow our
capability

Improve
our people
experience

Raise the
performance
bar

e Raise the performance bar

We deliver better outcomes for
our business, people, customers
and communities.

Work is ongoing across these areas,
and we are developing a set of metrics
that will measure our progress against
these goals to ensure we are delivering
for our customers, communities and
our people.

Our ambition is to attract and retain
the best possible people by engaging
with our employees, promoting

their wellbeing, investing in their
development, recognising their
commitment and ensuring our
employee packages are competitive.

Babcock will be an inclusive and diverse
company, a great place to work where
people feel part of an integrated, more
global business. This will be reflected

in how we operate across geographical
and business lines, the value we
demonstrate in collaborating and

the diversity of our leadership and
employees across the Group.

Individuals and teams are supported,
valued and engaged to succeed

We build a strong, safe,
unified, global business

Everyone can learn, progress,
and achieve their potential

People feel part of Babcock;
> listened to, trusted, and able
to make a difference

S We deliver better outcomes for our
culture, customers and communities
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CULTURE CHANGE continued

Our Principles

|

L

be curious think:outcomes

We believe in measuring success
by the results we deliver and the

We believe in positively
challenging the status quo

and asking, ‘How might we?’

Principles in action
on page 50

be kind

We believe in being kind to
ourselves, kind to each other
and kind to the planet.

Principles in action
on page 90

be courageous

We believe in being
brave, ambitious
and determined.

Principles in action
on page 140
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positive impact we make.

Principles in action
on page 51

collaborate
We believe that Babcock

is greater than the
sum of its parts.

Principles in action
on page 91

JaX

own & deliver

We believe everybody has a
part to play in Babcock’s and
our customers’ success.

Principles in action
on page 141



INNOVATION & TECHNOLOGY

Using innovation and technology to
deliver for our customers

-

Over the past year we've really
focused on laying the foundations
to drive and deliver innovation

in every aspect of our business.
We knew that whilst there were
areas in which we excelled,

we needed to engage our people
to ensure that successes and
opportunities were shared

across our entire Group.

We know innovation is vital to our delivery
and our future performance, so we have
taken every opportunity to collaborate
with our customers, wider stakeholder
community, and across our people as we
develop our digital and data strategies.

Whilst we’ve made significant inroads

over the past year, we will continue to
develop, integrate and collaborate to

achieve even more.

Investment in digital and data

We have been working to create a
backbone of data and digital capabilities,
using technology where it makes

a difference and driving innovation

and value for our customers, whatever
the engineering challenge.

We’ve developed our iSupport360
approach, which provides real-time
monitoring of assets and operations
across our business, using a suite of
technologies that give us predictive
insight and real-time analytics through
modelling and simulation, digital
twinning and automation of
repetitive tasks and processes.

The benefits of collaborating in this way,
are that we harness the deep technical
skills of our people wherever they

are in the world, working across one
platform (iSupport360). The assets may
be different, the engineering challenge
may be different, so getting to the right
solution means collaborating to harness
the deep engineering and technical
expertise we’'re renowned for. We’'ll
continue to progress on iSupport360
over the coming year.

Our focus is not just on the technology
itself, but on how it can improve
availability and affordability for

our customers and on keeping our
front line and our communities safe.

In October we showcased what the
future of army training could look like

at Army Warfighting Experiment 2021,
the flagship innovation experimentation
programme for the British Army. Against
a backdrop of increasingly complex and
digital battlespace environments, our
teams combined techniques such as
artificial Intelligence, virtual reality and
adaptive learning, to integrate new and
existing data which enables us to build an
information-rich picture to assess soldier
and team performance.

Whilst our customers increasingly turn to
us for innovative technology solutions, the
challenge of adapting our existing assets
to new and emerging technologies
requires just as much innovation and
commitment, as we highlighted in last
year's report. So over the past year we
have been harnessing our technology
expertise and knowledge transfer to
develop and build digital twins for both
legacy and new assets, piloted on the
Bulldog armoured platform in our Land
defence business.

We’re already seeing the far-reaching
benefits and impact of this pilot. The
creation and ‘retrofitting’ of digital twins
onto legacy assets gives us real insight into
areas such as future failures, and means
we are now able to recognise issues such
as previously undiagnosed design faults,
and remedy them. The technology

we’ve been developing for the Bulldog
programme gives us the potential to save
our customers around £60 million over
the next 10 years, and also enables us to
transform asset support across our entire
business, unlocking platform availability for
end users and further reducing equipment
maintenance and support costs.

Advanced manufacturing

Since April 2021 we have invested

in our advanced and additive
manufacturing programme, leading to a
new partnership with Plymouth Science
Park which launched in February this year.

This partnership, involving access to a
brand new manufacturing centre, will
enable us to make a step change in our
approach to disruptive technologies such
as additive manufacturing, allowing us to
direct-print metal parts for the first time.

The project builds on our existing plastic
additive manufacturing capability, which
allowed us to produce personal protective
equipment during the COVID-19

pandemic, and our strong relationships
with the academic and technology
community across the south west of the
UK, as well as the local community around
Devonport dockyard.

Over the next year, we will be collaborating
with our customers to expand this major
capability in additive methods, for example
to include direct metal laser sintering,
which enable us to create high-priority
equipment, such as armoured vehicle
brake parts.

Ultimately, the collaboration will
accelerate our real-world application of
additive technologies and help us address
the challenges of obsolescence and
support chain resilience shared by other
engineering communities — especially
where we maintain complex and critical
equipment over long lifecycles.

Over the coming year we will also use the
facility to strengthen our manufacturing
and Maintenance, Repair and Overhaul
(MRO) skills, working directly with
Plymouth Science Park, and through our
own internal engagement programmes.

Digital facility

We have made real progress in
establishing our digital facility
programme in Rosyth, with a new
automated production line for our
T31 frigate, focused on three

key aspects:

1. Automating our traditional
shipbuilding methods, driving
significant efficiencies.

2. Digitising the shop floor,
transforming our IT infrastructure
and rolling out mobile devices
to our people, so they can
access data in real time at
the point it’s required.

3. Systems integration from
design to project controls and
right through to commissioning.
We have successfully implemented
the design and are building
the digital thread working in
collaboration with our customer,
the UK’s Royal Navy.
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KEY PERFORMANCE INDICATORS

How we will measure our progress

We have six financial and three non-financial key performance indicators (KPI). The six financial metrics are
alternative performance measures, which we use to monitor the underlying performance. These are not defined
by International Financial Reporting Standards (IFRS) and are therefore considered to be non-GAAP (Generally
Accepted Accounting Principles) measures. The Group has defined and outlined the purpose of its alternative

performance measures in the Financial Glossary starting on page 39.

2022 RESULTS

Organic revenue
growth (%)

4.7%

Underlying operating
margin (%)

5.8%

Underlying EPS (p)

30.7p

Underlying operating
cash conversion (%)

1.9%

Net debt/EBITDA
(covenant basis)

1.8x

[ce]
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FY21 FY22 FY21 FY22 FY21 FY22 FY21 FY22 Fr21 Fy22
Restated Restated Restated Restated Restated
Definition Definition Definition Definition Definition

The movement in
revenue compared to
that of the previous year
excluding the impact of
FX, contribution from
acquisitions and
disposals over the prior
and current year, and
one-off CPBS
adjustments in FY21.
See note 1 of the
accounts for details of
our revenue recognition
policy and page 165 for
an analysis of one-off
CPBS adjustments to
FY21 revenue.

Commentary

Revenue was higher
across all sectors
organically, driven by
recovery from COVID-19
impacts in the prior year
across the Group, and
growth in Marine and
Nuclear.

Link to glossary
Organic growth

Underlying operating
profit, expressed as a
percentage of revenue.
For FY21, we excluded
one-off CPBS
adjustments from profit
and revenue as this
gives the most useful
comparator. See page
25 for a reconciliation
of statutory to
underlying operating
profit and an analysis of
one-off CPBS
adjustments to FY21
underlying operating
profit.

Commentary
Group margin was
higher year on year
driven mainly by
continued COVID-19
recovery across the
Group and operating
model cost savings.

Link to glossary
Underlying operating
margin

Underlying earnings,
after tax divided by the
weighted average
number of ordinary
shares. For FY21, we
excluded the one-off
CPBS adjustments as this
gives the most useful
comparator.

Commentary
Excluding one-off CPBS
adjustments in FY21,
underlying earnings per
share increased 7% in
the year, reflecting
higher profit before tax
and a higher effective
tax rate of 26%

(FY21: 21%), due to a
one-off tax adjustment
relating to prior periods.

Link to glossary
Underlying basic
earnings per share
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Underlying operating
cash conversion is
defined as underlying
operating cash flow
after capital expenditure
as a percentage of
underlying operating
profit. For FY21, we
have excluded the
one-off CPBS
adjustments on
underlying operating
profit as this gives the
most useful comparator.

Commentary
Underlying operating
cash conversion in FY22
was driven by low
operating cash flow as a
result of planned
working capital
outflows, although
overall it was slightly
higher than expected
due the timing of
customer receipts and
prepayments.

Link to glossary
Underlying operating
cash conversion

Net debt to EBTIDA as
measured in our
banking covenants. This
uses net debt (excluding
operating leases)
divided by underlying
earnings before interest,
tax, depreciation and
amortisation plus JV
dividends received. For
FY21, we excluded the
one-off CPBS
adjustments. This
definition makes a series
of adjustments to both
Group net debt and
Group EBITDA, see page
33 for a reconciliation.

Commentary

Our net debt to EBITDA
(covenant basis)
decreased to 1.8 times
at 31 March 2022
driven by the reduction
in net debt, principally
from disposals, which
was proportionally
greater than the
decrease in EBITDA + )V
and associate dividends.

Link to glossary
Net debt/EBITDA
(covenant basis)



Our approach

We went through the process of the contract profitability and balance sheet review (CPBS) in FY21 to set our approach to running
the Group, including creating the right baseline for future performance. We show our financial-based KPI performance for two
years, excluding one-off CPBS adjustments in FY21 to provide a meaningful measurement and ongoing baseline, and reflect how we
assess operational performance. Previously we presented the data including one-off CPBS adjustments.

Underlying return
on invested capital,
pre-tax (ROIC) (%)

17.4%

NON-FINANCIAL

Total
injuries rate

0.75

CO.e emissions
(tCO,e[£m)

48.9

Senior management
gender diversity (%)

23%

™M

N 5 : - N
~ g 0 ) N
- o o0
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FY21 Fv22 FY21 FY22 FY21 Fy22 FY21 Fv22
Restated Restated
Definition Definition Definition Definition

Underlying return on
invested capital is
defined as underlying
operating profit plus
share of )V profit after
tax, excluding one-off
CPBS adjustments in
FY21, divided by the
sum of Net debt,
shareholders’ funds and
retirement deficit or
surpluses.

Commentary

The increase in
underlying ROIC reflects
higher underlying
operating profit and
share of )V profits after
tax, and lower invested
capital due to reduced
debt and change in our
IAS 19 pension from
deficit to surplus.

Link to glossary
Return on invested
capital (pre-tax) (ROIC)

Reported number of
recordable work-related
injuries and illnesses per
200,000 working hours
(200,000 represents
100 employees working
40 hours for 50 weeks
per year).

Commentary

We have moved to an
internationally
recognised HSE accident
categorisation method
in order to be able to
benchmark vs peers.

Total Recordable Injury
rate, which includes
work related injuries
requiring medical
treatment or above, has
reduced from 0.89 to
0.75 over the year,
which is a reduction of
18% vs 2021. (See page
63 - 64 for more
details).

Estimated tonnes of
CO.e emitted as a
direct result of revenue
generating operations.
We now report energy
consumption and
carbon emissions per
calendar year

(01 January to

31 December). The
transition has allowed
more time to collate,
analyse and report our
environmental data,
which has improved the
accuracy and
completeness of our
data sets.

Commentary

During the year, estate
rationalisation, strategic
divestments, ‘low-
hanging fruit’ energy
conservation measures
and improvements to
our energy
management practices
resulted in a reduction
of both our carbon
baseline and FY22
operational emissions.
(See page 57 for more
details).

Senior managers are
defined as employees
(excluding Executive
Directors) who have
responsibility for
planning, directing or
controlling the activities
of the Group (Exco) or a
strategically significant
part of the Group
(Sector/Functional
leadership teams) and/
or who are directors of
subsidiary business units
(Business Unit
leadership).

Commentary

There has been an
improvement in female
gender representation
at the senior
management level that
has resulted in an
increase from 21% to
23% over the past year.
(See page 65 for more
details on gender
diversity statistics).

Link to
management
remuneration

Our remuneration
policy, as detailed on
pages 118 to 124,
includes reference to
underlying EPS,
underlying operating
cash flow and
underlying ROCE, a
measure similar to
ROIC.

Operational
performance
measures

In the operational
reviews on pages 42
- 49, we use our first
two KPIs (revenue
growth and
underlying operating
margin) to measure
sector performance.
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FINANCIAL REVIEW

Financial Review

DAVID MELLORS -

Chief Financial .
Overview

Officer

We are encouraged by our financial
performance in the first year of our
turnaround. We delivered year-on-year
profit improvement and a cash outturn
that was ahead of our expectations. The
actions we have taken have significantly
strengthened the balance sheet and
improved the quality of cash flows. We
have met, and in some cases exceeded,
the financial targets we set ourselves a
year ago, including delivering £20 million
savings from the implementation of our
new operating model, generating more
than £400 million of proceeds from our

disposals, and reducing gearing to our
__‘ FY22 target of below 2.0x.

Group statutory results

31 March 2022 31 March 2021 (restated)*

£m £m

Revenue 4,101.8 3,971.6
Operating profit/(loss) 226.8 (1,736.7)
Other income 6.2 -
Share of results of joint ventures and associates 20.1 (13.1)
Investment income 0.8 0.9
Other net finance costs (71.6) (62.1)
Profit/(loss) before tax 182.3 (1,811.0)
Income tax benefit [ (expense) (14.4) 8.0
Profit/(loss) after tax for the year 167.9 (1,803.0)
Basic EPS 32.5p (357.0)p
Diluted EPS 32.1p (357.0)p

* Refer to Note 3 of the financial statements for details regarding the prior-year restatement

In the year ended 31 March 2022, we reflected prior period restatements to FY21 that arose from further scrutiny of prior periods and
benefited from refreshed challenge from the new auditors. These include adjustments for non-cash items in pensions, impairment and
derivative accounting, as well as changes in the judgement of certain pass-through revenue now being treated as net within cost of
sales. The impact of these restatements on revenue and underlying operating profit for the year ended 31 March 2021 was

£0.2 million and £0.3 million respectively.

Statutory performance

Revenue of £4,101.8 million was 3% higher than last year, driven by recovery across the Group’s businesses that were impacted by
COVID-19 and the one-off CPBS reduction in revenue of £88.3 million in FY21 which did not repeat in FY22. Offsetting this was the
net year-on-year reduction from disposals and a slight adverse impact from foreign exchange.

Statutory operating profit of £226.8 million compared to a £1,736.7 million loss in the prior year, which included charges from the
CPBS of £274.7 million (of which £250.0 million was one-off and £24.7 million was recurring), and asset impairments of

£1,566.3 million. Statutory operating profit in FY22 includes profit as a result of acquisitions and disposals of £172.8 million

(FY21: £49.7 million loss), £123.6 million impairment of goodwill and intangible assets relating to the AES businesses that were
subject to a signed disposal agreement in July 2022, amortisation of acquired intangibles of £21.4 million (FY21: £40.2 million) and
£33.8 million restructuring (FY21: £8.4 million). See Note 2 of the financial statements.

Other income of £6.2 million (FY21: £nil) related to pre-completion guarantee fees received in relation to one of the divested businesses
during the year. The share of results of joint ventures (JVs) and associates was higher than the prior year, mainly due to the CPBS loss in
FY21 of £37.1 million. Other net finance costs increased to £71.6 million (FY21: £62.1 million), with lower net interest costs due to lower
average debt and reduced IFRS 16 lease interest, more than offset by a £7.1 million higher pension finance charge and a one-off, non-cash
finance charge on derivative instruments of £9.6 million. Profit before tax was £182.3 million (FY21: £1,811.0 million loss). Basic earnings
per share, as defined by IAS 33, was 32.5 pence (FY21: (357.0) pence) per share. A full income statement can be found on page 159.
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Underlying results
Statutory to underlying

As described in the ‘Financial Glossary — alternative performance measures’ on page 24, the Group provides underlying measures to better

understand the performance and earnings trends of the Group. Underlying operating profit and underlying earnings per share exclude
certain specific adjusting items that can distort the reporting of underlying business performance, as set out in Note 3 of the financial
statements on page 180. The reconciliation from the IFRS statutory income statement to underlying income statement is shown below:

31 March 2022

31 March 2021 (restated)*

Specific Specific

Underlying adjusting items Statutory Underlying adjusting items Statutory

£m £m £m £m £m £m

Revenue 4,101.8 = 4,101.8 3,971.6 - 3,971.6
Operating profit/(loss) 237.7 (10.9) 226.8 (27.9) (1,708.8) (1,736.7)
Other income 6.2 - 6.2 - - -
Share of results of joint ventures and associates 20.1 - 20.1 (13.1) - (13.1)
Investment income 0.8 - 0.8 0.9 - 0.9
Other net finance costs (62.0) (9.6) (71.6) (62.1) - (62.1)
Profit/(loss) before tax 202.8 (20.5) 182.3 (102.2) (1,708.8) (1,811.0)
Income tax (expense) [ benefit (43.9) 29.5 (14.4) (21.8) 29.8 8.0
Profit/(loss) after tax for the year 158.9 9.0 167.9 (124.0) (1,679.0) (1,803.0)
Basic EPS 30.7p 32.5p (24.6)p (357.0)p
Diluted EPS 30.4p 32.1p (24.6)p (357.0)p

* Refer to Note 3 of the financial statements for details regarding the prior-year restatement

Specific adjusting items

Specific adjusting items within operating profit of £(10.9) million (FY21: £(1,708.8) million) includes profit resulting from acquisitions and

disposals of £172.8 million (FY21: £49.7 million loss), a further £9.7 million of costs incurred in relation to the Group’s divestment programme
for disposals that have not completed, operating model and restructuring costs of £33.8 million (FY21: £8.4 million), and exceptional charges

of £118.1 million (FY21: £1,590.5 million). Exceptional items in FY22 include £123.6 million impairment of goodwill and intangible assets
relating to the AES businesses that were subject to a signed disposal agreement in July 2022, offset by a £3.6 million release of provisions
relating to the Italy fine and £1.8 million release of onerous contract provisions. Exceptional items in FY21 were dominated by asset
impairments as a result of the CPBS. As previously stated, we intend to restrict the use of exceptional items in future periods.

Underlying results excluding one-off CPBS adjustments in FY21

For the most useful comparison to FY21, we focus on the last years’ underlying operating profit excluding one-off CPBS adjustments.
We believe this to be the most helpful measure for stakeholders to judge our performance this year. Going forward we will not report

on this basis as there will be no CPBS year-on-year impact.

31 March 2022

31 March 2021 (restated)*

£m £m
Revenue 4,101.8 3,971.6
of which one-off CPBS adjustments - 88.3
Revenue excluding one-off CPBS adjustments in FY2'1 4,101.8 4,059.9
Underlying operating profit/(loss) 237.7 (27.9)
of which one-off CPBS adjustments - (250.0)
Underlying operating profit excluding one-off CPBS adjustments 237.7 222.1
Underlying margin excluding one-off CPBS adjustments 5.8% 5.5%
Other income 6.2
Share of results of joint ventures and associates 20.1 (13.1)
of which CPBS one-off impacts - (31.5)
Share of results of JVs and associates excluding one-off CPBS adjustments 20.1 18.4
Investment income 0.8 0.9
Other net finance costs (62.0) (62.1)
Underlying profit/(loss) before tax 202.8 (102.2)
Income tax (43.9) (21.8)
Underlying profit/(loss) after tax 158.9 (124.0)
Non-controlling interests 3.7 -
Underlying profit attributable to shareholders 155.2 (124.0)
Underlying basic EPS 30.7p (24.6)p
Underlying basic EPS excluding one-off CPBS adjustments** 30.7p 28.8p

* Refer to Note 3 of the financial statements for details regarding the prior-year restatement

** Estimated in FY21 based on an underlying effective tax rate of 21%
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FINANCIAL REVIEW continued

Revenue performance

31 March 2021 COVID-19

31 March 2021 One-off (excl. one-off FX Acquisitions recovery
(restated)” CPBS in FY21 CPBS adj.) impact & disposals (estimated) Other trading 31 March 2022
£m £m £m £m £m £m £m £m
Marine 1,230.6 8.6 1,239.2 (0.6) (24.3) (10.2) 55.2 1,259.3
Nuclear 975.9 2.2 978.1 - - 0.4 31.2 1,009.7
Land 910.7 60.7 971.4 - (27.7) 103.2 (32.0) 1,015.5
Aviation 854.4 16.8 871.2 (22.0) (75.4) 38.5 5.0 817.3
Total 3,971.6 88.3 4,059.9 (22.6) (126.8) 131.9 59.4 4,101.8

* Refer to Note 3 of the financial statements for details regarding the prior-year restatement

Revenue for the year was £4,101.8 million, 5% higher than last year on an organic basis excluding one-off FY21 CPBS adjustments,
foreign exchange and the impact of acquisitions and disposals. All sectors grew organically driven by recovery from COVID-19 impacts
in the prior year, with further underlying growth in Marine from the ramp-up of new and early-stage contracts, including Type 31, and
in Nuclear, from additional submarine infrastructure activity. See sector operational reviews on pages 42 to 49.

The main variances year-on-year (compared to revenue before one-off CPBS adjustments in FY21) are:

+ FXimpact (1)% - this primarily relates to foreign exchange translation on the results of our European Aviation businesses

= Acquisitions and disposals (3)% - this reflects lower net revenue from the sale of Cobras (sold in October 2020 - Land), Oil and
Gas aviation (sold in August 2021 — Aviation), Frazer-Nash Consultancy Ltd (sold in October 2021 — Marine), UK Power (sold in
December 2021 - Land), and a modest contribution from the NSM acquisition in March 2022 (Marine)

- COVID-19 recovery 3% — this reflects our estimate of revenue recovered in our businesses that were impacted by COVID-19 in
FY21, most notably across our South African contracts and civil training business in the Land sector, and aerial emergency services
(AES) activities in the Aviation sector. The COVID-19 revenue impact in Marine is negative, reflecting the ventilators project in FY21
that did not repeat in FY22

= Other trading 2% - excluding COVID-19 recovery factors, there was growth in Marine from further ramp-up of work on the Type 31
frigate programme, new contracts in Mission Systems and demand for LGE products, and in Nuclear, driven by the continued
ramp-up in submarine infrastructure programmes. On the same basis, Land decreased, with higher activity in Rail more than offset by
the impact of the loss of the Heathrow baggage contract in the prior year and the Eskom support contract in South Africa in FY22
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Underlying operating profit performance
31 March 2021 COVID-19
31 March 2021 One-off (excl. one-off FX Acquisitions recovery Pension
(restated)” CPBS in FY21 CPBS adj.) impact & disposals (estimated) movements Other trading 31 March 2022 0
£m £m £m £m £m £m £m £m £m
=
Marine 56.2 28.9 85.1 (1.1 (4.6) 15.9 (2.9) 5.6 98.0 5
Nuclear 63.8 23.4 87.2 - - 2.1 (0.3) (26.6) 62.4 §
Land (17.5) 69.3 51.8 0.1 (3.2) 12.8 0.1 (2.8) 58.8 2
Aviation (130.4) 128.4 (2.0) (3.6) (1.7) 8.1 - 17.7 18.5 &
Total (27.9) 250.0 222.1 (4.6) (9.5) 38.9 (3.1) (6.1 237.7 3
=

* Refer to Note 3 of the financial statements for details regarding the prior-year restatement

Underlying operating profit of £237.7 million was 7% higher than last year excluding the one-off FY21 CPBS adjustment of £(250)
million. Organic growth of 13% was driven mainly by COVID-19 recovery across the Group and operating model cost savings of
c.£20 million, achieving our target annualised savings of c.£40 million. By sector, profit improvement in Marine, Land and Aviation
more than offset a decline in Nuclear, as a consequence of a programme write-off of £22 million.

The underlying operating margin was 5.8%, up from 5.5% on the same basis (excluding one-off CPBS adjustments in FY21). Three
sectors improved their operating margin: Marine by 90bp to 7.8%, Land by 50bp to 5.8% and Aviation by 250bp to 2.3%. Nuclear
margin decreased 270bp to 6.2% due to the programme write-off.

The main variances year-on-year (compared to underlying operating profit before one-off CPBS adjustments in FY21) are:

= FXimpact (2)% - this primarily relates to foreign exchange translation on the results, most notably South Africa and Southern Europe

= Acquisitions and disposals (4)% - this is the lower net contribution following completed transactions in the period

- COVID-19 recovery 18% - this is the estimate of profit linked to the recovery of activity in business impacted by the pandemic
based on an analysis of direct and indirect impacts. The Group saw material profit improvements from recovery of operations and
reduced operating costs associated with COVID-19, particularly in Land, Marine and Aviation. Subject to any material unforeseen
pandemic-related developments, we do not expect to report separately on its impact in future periods

- Pension movements (1)% — this reflects slightly higher IAS 19 pension costs this year split across our sectors

= Other trading (3)% - Excluding COVID-19 recovery factors, sector performance was boosted by c.£20 million operating model
benefits which more than offset increased business development costs relating to certain large bids and costs of implementing a
stronger control environment. In Marine, initial licence fees from the Indonesian AH140 design order and a favourable contract
settlement resulted in a strong performance in the second half, while the increase in Aviation profit was driven primarily by the
significant milestone achievements in two defence contracts in France and restructuring benefits. Nuclear profit decreased due to
the £22 million contract write-off, which more than offset the higher contribution from infrastructure work

Further analysis of our revenue and underlying operating profit performance is included in each sector’s operating review on
pages 42 to 49.
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FINANCIAL REVIEW continued

Share of results of joint ventures and associates

The Group’s share of results in JVs and associates was a profit after tax of £20.1 million in the year (FY21: £13.1 million loss).

The improvement year-on-year was due largely to the impact of one-off CPBS charges in FY21 that did not repeat (£(31.5) million)
and recovery from COVID-19 impacts, primarily in our Aviation and Land JVs.

The Group’s main JVs and associates at 31 March 2022 were:

» Ascent in our Aviation sector, which trains RAF pilots in the UK under the UK Military Flying Training System (UKMFTS) air
training contract

 AirTanker Services in our Aviation sector, which operates A330 Voyager aircraft to support air-to-air refuelling, air transport and
ancillary services for the UK Ministry of Defence

During the year we sold our 15.4% stake in the AirTanker Holdings Ltd. asset JV. Babcock retains its 23.5% shareholding in AirTanker
Services Limited, as described above. In March 2022, we purchased the remaining 50% share in our Naval Ship Management (NSM) JV
in our Marine sector, which maintains part of Australia’s naval fleet.

Underlying finance costs

Underlying net finance costs were flat at £62.0 million (FY21: £62.1 million) with lower net interest costs due to lower average debt
and reduced IFRS 16 lease interest, offset by a £7.1 million higher pension finance charge and a £9.5 million non-cash charge due to a
change in the revaluation methodology of cross currency interest rate swaps.

Tax charge

The tax charge on underlying profits/(losses) was £(43.9) million (FY21: £(21.8) million) representing an effective underlying rate of
24% (FY21: 21%), compared to the originally expected 23% due to the country profit mix. The underlying effective tax rate is
calculated on underlying profit before tax excluding the share of income from JVs and associates (which is a post-tax number).

The Group’s effective rate of tax for FY23 will be dependent on country profit mix and the timing of the completion of the AES disposal
announced in July 2022. The current assumption is expected to be around 25%. In the medium term, we expect our effective tax rate
to increase in conjunction with UK corporation tax rate increases.

Underlying earnings per share

Underlying earnings per share for the year was 30.7 pence (FY21: (24.6) pence). Excluding one-off CPBS adjustments in FY21,
underlying earnings per share increased 7% from 28.8p, reflecting growth in underlying operating profit and other income of £6.2m
(guarantee fees earned before completion on one of the FY22 disposals), partly offset by the non-cash finance charge on derivative
instruments of £9.6 million and the slightly higher effective tax rate due to the country profit mix.

Exchange rates

The translation impact of foreign currency movements resulted in a decrease in revenue of £22.6 million and a £4.6 million
decrease in underlying operating profit. The main currencies that have impacted our results are the South African Rand and the Euro.
The currencies with the greatest potential to impact our results are the Euro, the South African Rand and the Canadian Dollar:

+ A 10% movement in the Euro against Sterling would affect revenue by around £40 million and underlying operating profit by around
£2 million per annum

* A 10% movement in the South African Rand against Sterling would affect revenue by around £25 million and underlying operating
profit by around £2.5 million per annum

+ A 10% movement in the Canadian Dollar against Sterling would affect revenue by around £15 million and underlying operating
profit by around £1 million per annum

Disposal programme
Our plan for disposals has been assessed and does not meet the criteria for any assets to be classed as held for sale under IFRS 5.
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Cash flow and net debt

Statutory cash flow summary
31 March 2021

31 March 2022 (restated)*

£m £m

Profit/(loss) for the year 167.9 (1,803.0)
Net cash flows from operating activities 6.8 427.4
Net cash flows from investing activities 338.6 (24.4)
Net cash flows from financing activities (122.7) (1,223.9)
Net increase/(decrease) in cash, cash equivalents and bank overdrafts 222.7 (820.9)

* Refer to Note 3 of the financial statements for details regarding the prior-year restatement

Cash flows from operating activities

Net cash flow from operating activities of £6.8 million was lower compared to last year (FY21: £427.4 million) as expected, driven by
a working capital outflow of £(178.9) million (FY21: £333.2 million inflow, which included impacts from the CPBS review) and higher
pension deficit payments.

Notwithstanding these outflows, the Group performed better than expected on cash generation from the timing of customer receipts
and prepayments, and used this to further accelerate the unwinding of both past working capital management practices (principally
deferred creditors, debt factoring) as well as pension deficit repair and payment of the Italian fine of c.£15 million).

Cash flows from operating activities
Net cash flow from investing activities of £338.6 million increased compared to last year (FY21: £(24.4 million)), primarily due to net
cash inflow from disposals and acquisitions of £404.2 million (FY21: £90.6 million).

Cash flows from financing activities
Net cash flow from financing activities of £(122.7) million principally reflects lease principal payments in the year of £113.0 million
(FY21: £140.6 million). The Group repaid bank loans of £31.7 million compared to £1,154 million in FY21.

A full cash flow statement can be found on page 162.

Movement in net debt
31 March 2021

31 March 2022 (restated)®
£m £m
Net increase/(decrease) in cash in the year 222.7 (820.9)
Cash flow from the decrease/(increase) in debt 55.1 1,202.1
Change in net funds resulting from cash flows 277.8 381.2
Net additional lease obligations (93.8) (82.3)
New leases — granted 41.9 13.9
Disposal of subsidiaries 137.1 -
Other non-cash movements and changes in fair value (14.2) 4.2
Foreign currency translation differences 12.8 44.6
Movement in net debt in the year 383.7 361.3
Opening net debt (1,352.4) (1,713.7)
Closing net debt (968.7) (1,352.4)

* Refer to Note 3 of the financial statements for details regarding the prior-year restatement
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FINANCIAL REVIEW continued

Underlying cash flow and net debt

Our underlying cash flows are used by management to measure operating performance as they provide a more consistent measure of

business performance year to year.

31 March 2021

31 March 2022 Underlying
Underlying (restated)*
£m £m
Operating profit 226.8 (1,736.7)
Add back: specific adjusting items 10.9 1,708.8
Underlying operating profit 237.7 (27.9)
One-off CPBS adjustments - 250.0
Underlying operating profit excl. one-off CPBS adjustments 237.7 222.1
Depreciation & amortisation 74.4 108.0
ROU asset depreciation 123.1 140.2
Non-cash items 0.6 9.1
Working capital movements (173.9) 128.9
Provisions (9.3) 3.4
Net capital expenditure (135.2) (171.1)
Lease principal payments (113.0) (140.6)
Underlying operating cash flow 4.4 300.0
Cash conversion % excl. one-off CPBS adjustment 1.9% 135.1%
Pension contributions in excess of income statement (151.7) (73.5)
Interest paid (45.0) (67.4)
Tax received 10.0 18.4
Dividends from joint ventures and associates 41.6 36.8
Cash flows related to exceptional items (50.6) (44.7)
Underlying free cash flow (191.3) 169.6
Net acquisitions and disposals of subsidiaries 417.2 90.6
Acquisitions/investments in joint ventures and associates (18.1) (8.8)
Dividends paid (including non-controlling interests) (1.1) (0.8)
Purchase of own shares — (2.2)
Lease principal payments 113.0 140.6
Leases acquired with subsidiaries (0.5) -
Leases disposed of with subsidiaries 137.1 -
Other non-cash debt movements (2.4) -
Fair value movement in debt (11.8) 10.0
Net new lease arrangements (71.2) (82.3)
Exchange movements 12.8 44.6
Movement in net debt 383.7 361.3
Opening net debt (1,352.4) (1,713.7)
Closing net debt (968.7) (1,352.4)
Add back: operating leases 412.0 582.1
Closing net debt excluding operating leases (556.7) (770.3)

* Refer to Note 3 of the financial statements for details regarding the prior-year restatement
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Underlying cash performance

Underlying operating cash flow
Underlying operating cash flow for the
year after capital expenditure was

£4.4 million, compared to £300.0 million
inflow in the prior year, primarily due to
working capital outflows and lower net
capex (see below). The Group used
favourable timing of customer receipts
and prepayments to further accelerate
the unwind of the past practice of
period-end working capital management
(principally creditor deferrals and debt
factoring), pension deficit repair and to
pay the Italian fine of c.£15 million, while
keeping net debt/EBITDA (covenant basis)
below our target of 2.0x. This represented
operating cash conversion of 1.9%

(FY21: 135.1%) on the underlying
operating profit (excluding one-off

CPBS adjustments).

Movements in working capital

The movement in working capital for the
year was a £(173.9) million outflow
compared to an inflow of £128.9 million
last year. The outflow includes the unwind
of VAT payments deferred from the
previous financial year (£56 million),

a reduction in deferred creditors

(E130 million) and debt factoring in
Southern Europe (by £40 million to

£62 million) as we move away from the
practice of period-end management of
working capital, as well as an increase in
amounts recoverable under contract in
our Aviation business. The outflow in the
year was partly improved by favourable
timing of customer receipts and
prepayments against long-term contracts
that will reverse in FY23.

Capital expenditure

Gross capital expenditure increased to
£203.2 million (FY21: £176.5 million),
including £12.4 million of purchases of
intangible assets (FY21: £19.6 million).
The increase reflects further investment in
submarine infrastructure in Devonport,
including in 9 Dock, and commencement
of enterprise resource planning (ERP)
roll-out in Nuclear. Net capex reduced to
£135.2 million (FY21: £171.1 million)
due to higher proceeds from disposals
(£68.0 million (FY21: £5.4 million)),
primarily reflecting the disposal and sale
and leaseback of aircraft in our Aviation
sector. We expect that gross capital
expenditure will remain at an elevated
level in FY23 as we continue to upgrade
our facilities and IT equipment.

Lease principal payments

Lease principal payments of

£113.0 million in the year

(FY21: £140.6 million) represents the
capital element of payments on lease
obligations. This is reversed out below
underlying free cash flow as the payment
reduces our lease liability.

Pensions

Pension cash outflow in excess of the
income statement charge (excluding
exceptional charges for curtailment
losses) was £151.7 million

(FY21: £73.5 million). As stated above,
the Group accelerated a payment of
£23.3 million in the year, originally
scheduled for FY23. We expect the cash
outflow in excess of the income
statement charge to be around

£100 million in FY23.

Interest

Net cash interest paid, excluding that
paid by JVs and associates, decreased to
£45.0 million (FY21: £67.4 million) due
to lower net debt, a reduction in interest
on leases as a result of the Group’s
disposal programme and repayment of
the US Private Placement debt facility

in FY21.

Taxation

Cash tax in the year was an inflow of
£10.0 million, compared to our previous
expectation of an outflow of around

£30 million, following the settlement of
several open years’ tax computations with
the authorities. We currently expect a
cash tax outflow of approximately

£20 million in FY23.

Dividends from joint ventures

and associates

During the period the Group received
£41.6 million in dividends from its JVs and
associates (FY21: £36.8 million). The
increase year-on-year reflects close-out
dividends on the termination of the ALC
and Dounreay JVs, and the final dividend
from NSM pre-acquisition. Following the
disposal of our 15.4% share in AirTanker
Holdings Ltd, we expect dividends from
JVs and associates to be around £5 million
in FY23.

Exceptional cash flows

Cash outflows related to exceptional
items were £50.6 million compared to
£44.7 million last year. These costs
included £34 million restructuring costs,
which came in slightly below our initial
expectations, and the early settlement of
the Italy fine of £15 million. In FY23, we
anticipate exceptional cash outflows of up
to £10 million, principally operating
model restructuring costs for which the
charge was taken in FY22 or prior.
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FINANCIAL REVIEW continued

Underlying free cash flow

There was an underlying free cash outflow
of £(191.3) million (FY21: £169.6 million
inflow) reflecting the items set out above
including the working capital outflow and
pension deficit payments partly offset by
lower net capital expenditure.

Acquisitions and disposals

The net cash inflow from acquisitions and
disposals after costs was £417.2 million.
This included gross proceeds of

£447.3 million (net of cash disposed)
from the sale of Oil and Gas

(£10.0 million), Frazer Nash Consultancy
(£286.8 million), Power (£45.8 million)
and our 15.4% shareholding in AirTanker
Holdings Limited (£95.6 million), and
£(15.5) million cash consideration (net of
cash acquired) for the acquisition of the
remaining 50% of NSM Limited. Related
disposal costs were £17.5 million and
there were £9.6 million of costs relating
to disposals that have not completed in
the year, which was partly offset by a
£6.2 million inflow from pre-completion
guarantee fees received in relation to

a disposal.

New lease arrangements

In addition to net capital expenditure, and
not included in free cash flow,

£71.2 million (FY21: £82.3 million) of
additional leases were entered into in the
period. These represent new lease
obligations and so are included in our
main net debt figure but do not involve
any cash outflows at inception.

Net debt

The Group’s net debt at FY22 was
£968.7 million, or £556.7 million
excluding operating leases. The reduction
in net debt, excluding lease obligations, of
£213.6 million reflects the free cash
outflow and net divestments set out
above, including £137.1 million of leases
disposed of with subsidiaries. Our net
debt includes balances related to the use
of supply chain financing in the Group
with extended credit terms. At 31 March
2022 the amount included was

£12 million (FY21: £25 million). We are
phasing out the regular use of supply
chain financing across the Group.

Funding and liquidity

At 31 March 2022, the Group’s net cash
balance was £757 million. This combined
with the undrawn amount under our
committed revolving credit facilities (RCF)
gave us liquidity headroom of around
£1.7 billion.

As of 31 March 2022, the Group had
access to a total of £2.4 billion of
borrowings and facilities of mostly
long-term maturities. These comprised:

= €550 million bond maturing 6 October
2022 (in April 2021 this was hedged at
£482 million)
* New £300 million 3-year RCF maturing
20 May 2024 (signed on 20" May 2021)
 Existing £775 million RCF maturing
28 August 2025; of which £730 million
now matures on 28 August 2026
* £300 million bond maturing
5 October 2026
= €550 million bond, hedged at
£493 million, maturing
13 September 2027
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Capital structure

An important part of the transformation of
Babcock is the strengthening of the
balance sheet. While there are several
facets to balance sheet strength, the
primary measurement relevant to
Babcock is the net debt/EBITDA gearing
ratio within our debt covenants, which
was 1.8x for FY22. The covenant level was
temporarily lifted to 4.5x in May 2021,
but reverts to 3.5x from September 2022.
Having achieved our previous target of
leverage under 2.0x, the ratio could
increase above 2.0x in the short term,
reflecting final pension deficit catch-up
payments of c.£100 million and the
unwind of the remaining creditor deferrals
(c.£35 million). The bulk of these
non-recurring cash flows are expected
within the first half of FY23. Thereafter,
we expect leverage to reduce and are
now implementing a medium-term
gearing ratio target of 1.0x to 2.0x.

Subsequent events

On 19 July 2022, we signed a conditional
agreement with Ancala Partners for the
sale of part of our aerial emergency
business including net lease liabilities of
£209 million, for a gross cash
consideration of £115 million. These
businesses provide aerial emergency
medical services, firefighting and search &
rescue to customers and communities in
Italy, Spain, Portugal, Norway, Sweden
and Finland. Completion of the
agreement is subject to certain regulatory
and other conditions. The deal is expected
to complete by the end of the calendar
year, subject to the satisfaction of the
relevant conditions.



Net debt to EBITDA (covenant basis)

This is the measure used in the covenant in our RCF and makes a number of adjustments from reported net debt and EBITDA.
The covenant level is 3.5 times — which was amended to 4.5 times until 31 March 2022. As set out above, our net debt to EBITDA
(covenant basis) decreased to 1.8 times for FY22 driven by the reduction in net debt, which was proportionally greater than the

decrease in EBITDA + JV and associate dividends.

31 March 2021

31 March 2022 (restated)”

£m £m

Underlying operating profit excl. one-off CPBS adjustments 237.7 222.1
Depreciation and amortisation 74.4 108.0
Covenant adjustments’ (12.9) (11.5)
EBITDA 299.2 318.6
JV and associate dividends 41.6 36.8
EBITDA + JV and associates dividends (covenant basis) 340.8 355.4
Net debt excluding operating leases (556.7) (770.3)
Covenant adjustments? (60.0) (94.7)
Net debt (covenant basis) (616.7) (865.0)
Net debt/EBITDA 1.8x 2.4x
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*

Refer to Note 3 of the financial statements for details regarding the prior-year restatement

1. Various adjustments made to EBITDA to reflect accounting standards at the time of inception of the original RCF agreement. The main adjustments are to the
treatment of leases within operating profit and pension costs
2. Removing loans to JVs, finance lease receivables and adjusting for an average FX rate for the previous 12 months

Interest cover (covenant basis)
This measure is also used in the covenant in our RCF, with a covenant level of 4.0x.

31 March 2021

31 March 2022 (restated)”

£m £m

EBITDA (covenant basis) + JV and associate dividends 340.8 355.4
Finance costs (60.2) (55.6)
Finance income 9.6 12.6
Covenant adjustments (1.5) (0.7)
Net Group finance costs (52.1) (43.7)
Interest cover 6.5x 8.1x

* Refer to Note 3 of the financial statements for details regarding the prior-year restatement

Return on invested capital, pre-tax (ROIC)
This measure is one of the Group’s key performance indicators.
31 March 2021

31 March 2022 (restated)*

£m £m

Underlying operating profit 237.7 (27.9)
Share of JV PAT 20.1 (13.1)
Underlying operating profit plus share of JV PAT 257.8 (41.0)
Underlying operating profit excl. one-off CPBS impacts 237.7 222.1
Share of JV PAT excl. one-off CPBS impacts 20.1 18.4
Underlying operating profit plus share of JV PAT excl. one-off CPBS adjustments 257.8 240.5
Net debt excluding operating leases 556.7 770.3
Operating leases 412.0 582.1
Shareholder funds 701.5 229.0
Retirement deficit/(surplus) (191.6) 278.9
Invested capital 1,478.7 1,860.3
ROIC (pre-tax) 17.4% (2.2)%
ROIC excl. one-off CPBS adjustments (pre-tax) 17.4% 12.9%

* Refer to Note 3 of the financial statements for details regarding the prior-year restatement
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FINANCIAL REVIEW continued

Pensions

The Group has a number of defined benefit pension schemes. The principal defined benefit pension schemes in the UK are the
Devonport Royal Dockyard Pension Scheme, the Babcock International Group Pension Scheme and the Rosyth Royal Dockyard Pension
Scheme (the Principal schemes). The nature of these schemes is that the employees contribute to the schemes with the employer
paying the balance of the cost required. The contributions required and the assessment of the assets and the liabilities that have
accrued to members and any deficit recovery payments required are agreed by the Group with the trustees of each scheme who are
advised by independent, qualified actuaries.

The Group’s balance sheet includes the assets and liabilities of the pension schemes calculated on an IAS 19 basis. At 31 March 2022,
the net position was a surplus of £191.6 million compared to a net deficit of £278.9 million at 31 March 202 1. These valuations are
based on discounting using corporate bond yields.

The fair value of the assets and the present value of the liabilities of the Group pension schemes at 31 March were as follows:

2022 2021 (restated)
Principal Railways Other Principal Railways Other
schemes scheme schemes Total schemes scheme schemes Total
£m £m £m £m £m £m £m £m

Fair value of plan assets
Growth assets

Equities 31.6 14.3 30.6 76.5 55.0 12.5 23.0 90.5

Property funds 364.0 0.1 5.1 369.2 437.1 2.1 4.7 443.9

High yield bonds/emerging market

debt 44.1 - 0.4 44.5 348.4 - - 348.4

Absolute return and multi-

strategy funds 46.0 182.9 31.8 260.7 428.5 194.6 25.4 648.5
Low-risk assets

Bonds 1,924.1 77.2 77.5 2,078.8 1,422.9 54.7 83.4 1,561.0
Matching assets 2,094.0 1.3 101.8 2,197.1 1,682.7 1.7 108.5 1,792.9
Longevity swaps (283.5) - (10.2) (293.7) (250.9) - (10.7) (261.6)
Fair value of assets 4,220.3 275.8 237.0 4,733.1 4,123.7 265.6 234.3 4,623.6
Percentage of assets quoted 100% 100% 100% 100% 100% 100% 100% 100%
Percentage of assets unquoted = = = = - - - -
Present value of defined
benefit obligations
Active members 756.0 65.7 35.8 857.5 857.6 126.1 39.4 1,023.1
Deferred pensioners 1,066.2 93.5 132.7 1,292.4 1,227.3 107.4 152.4 1,487.1
Pensioners 2,170.4 167.9 53.3 2,391.6 2,205.1 136.1 51.1 2,392.3
Total defined benefit obligations 3,992.6 327.1 221.8 4,541.5 4,290.0 369.6 242.9 4,902.5
Net (liabilities) /assets
recognised in the statement
of financial position 227.7 (51.3) 15.2 191.6 (166.3) (104.0) (8.6) (278.9)
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Analysis of movement of pensions in the Group statement of financial position
2022 2021 (restated)
Principal Railways Other Principal Railways Other
schemes scheme schemes Total schemes scheme schemes Total N
£m £m £m £m £m £m £m £m n
Fair value of plan assets E
(including reimbursement rights) 2.
At 1 April 3,989.2 241.4 180.7 4,411.3 w
Restatement (note 3) (47.0) - 10.1 (36.9) 3
At 1 April (restated) 4,123.7 265.6 234.3 4,623.6 3,942.2 241.4 190.8 4,374.4 g
Interest on assets 82.3 5.2 4.7 92.2 91.6 5.7 4.6 101.9 @
Actuarial gain on assets* 77.0 13.1 (1.7) 88.4 231.5 26.3 40.0 297.8
Employer contributions 182.5 2.6 5.1 190.2 102.5 2.8 3.5 108.8
Employee contributions 0.2 - - 0.2 0.2 - - 0.2
Benefits paid (245.4) (10.7) (5.4) (261.5) (244.3) (10.6) (4.6) (259.5)
Settlements - - - - - - - -
At 31 March 4,220.3 275.8 237.0 4,733.1 4,123.7 265.6 234.3 4,623.6
Present value of benefit
obligations
At 1 April 3,790.8 297.5 177.8 4,266.1
Restatement (note 3) - - 10.1 10.1
At 1 April 4,290.0 369.6 242.9 4,902.5 3,790.8 297.5 187.9 4,276.2
Service cost 25.6 2.0 3.5 31.1 24.1 2.0 2.0 28.1
Incurred expenses 6.6 0.5 0.3 7.4 6.4 0.7 0.2 7.3
Interest cost 83.8 7.3 4.8 95.9 86.4 7.0 4.5 97.9
Employee contributions 0.2 - - 0.2 0.2 - - 0.2
Experience (gain)/loss* 70.6 (14.2) (2.4) 54.0 (20.5) 0.6 (2.2) (22.1)
Actuarial loss[(gain) - demographics* (11.5) (3.5) - (15.0) 8.5 (0.6) (0.7) 7.2
Actuarial (gain)/loss - financial* (227.3) (23.9) (21.9) (273.1) 629.7 73.0 55.6 758.3
Benefits paid (245.4) (10.7) (5.4) (261.5) (244.5) (10.6) (4.4) (259.5)
Past service costs - - - - 1.4 - - 1.4
Curtailment - - - - 7.5 - - 7.5
At 31 March 3,992.6 327.1 221.8 4,541.5 4,290.0 369.6 242.9 4,902.5
Net surplus/(deficit) at 31 March 227.7 (51.3) 15.2 191.6 (166.3) (104.0) (8.6) (278.9)

* Remeasurement of net retirement benefit obligations resulted in a gain of £322.5 million (2021: £445.6 million)

Accounting valuations

The IAS 19 valuation for accounting purposes showed a market value of assets of £4,733.1 million, net of longevity swaps and the
MOD indemnity for BNSPS, in comparison to a valuation of the liabilities of £4,541.5 million. The total net accounting surplus, before
allowing for deferred tax, at 31 March 2022, was £191.6 million (2021: deficit of £278.9 million), representing a 104.2% funding
level. A summary of the key assumptions used to value the largest schemes is shown below. The most significant assumptions that
impact on the results are the discount rate and the expected rate of inflation. As the IAS19 accounting valuation uses corporate bond
yields as a discount rate, the net surplus (deficit) position can materially differ from an actuarial valuation, which typically uses gilts
based discount rates.

Devonport Babcock Rosyth
Royal Dockyard International Royal Dockyard

Scheme Group Scheme Scheme
2022 2021 2022 2021 2022 2021
Discount rate % 2.7 2.0 2.7 2.0 2.7 2.0
Inflation rate (RPI) 3.7 3.2 3.7 3.2 3.7 3.2
Inflation rate (CPI) 3.2 2.7 3.2 2.7 3.2 2.7
Rate of increase in pensions in payment % 3.2 2.7 3.5 3.1 3.7 3.2
Total life expectancy for current pensioners aged 65 (years) 85.9 85.7 86.8 87.1 85.0 84.8
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FINANCIAL REVIEW continued

An estimate of the actuarial deficits of the
Group’s defined benefit pension schemes,
including all longevity swap funding gaps,
calculated using each Scheme’s
respective technical provisions basis,

as at 31 March 2022 was approximately
£400 million (2021: c.£600 million),
such valuations use discount rates based
on UK gilts — which differs from the
corporate bond approach of IAS 19
above. This technical provision estimate is
based on the assumptions used within the
latest agreed valuation prior to 31 March
2022 for each of the three main schemes
and does not fully allow for the impact of
RPI reform which will be fully reflected in
future technical provisions valuations.

Governance

The Group believes that the complexity of
defined benefit schemes requires effective
governance and supports an increasingly
professional approach. Each of the largest
schemes have independent trustees and
professional trustees with specialist
investment expertise.

Pensions management

The Group continues to review its options
to reduce the risks inherent in its schemes.
It has employees earning benefits in the
Babcock International Group Pension
Scheme, the Devonport Royal Dockyard
Pension Scheme, the Babcock Rail Ltd
Shared Cost Section of the Railways
Pension Scheme, the Cavendish Nuclear
section of the Magnox Group section of
the Electricity Supply Pension Scheme and

Cash contributions

the Babcock Clyde Section of the Citrus
Pension Plan, as well as employees in local
and central government schemes. All the
occupational defined benefit pension
schemes have been closed to new
members for some years.

The Group also provides an occupational
defined contribution pension scheme
used to comply with the automatic
enrolment legislation across the Group for
all new employees and for those not in a
defined benefit pension scheme. Over
75% of its UK employees are members of
the defined contribution pension scheme.
The Group pays contributions to this
scheme based on a percentage of
employees’ pay. It has no legal obligations
to pay any additional contributions. All
investment risk in the defined contribution
pension scheme is borne by the
employees.

Investment strategy

In recent years, the Group has agreed
investment strategies with the trustees of
the Babcock International Group Pension
Scheme and the Rosyth Royal Dockyard
Pension Scheme designed to target these
schemes being self-sufficient by 2026,
and with the trustees of the Devonport
Royal Dockyard Pension Scheme designed
to target self-sufficiency for this scheme
by 2030. The schemes also operate
within agreed risk budgets to ensure the
level of risk taken is appropriate. To
implement the investment strategies,
each of the three largest schemes’

Investment Committees has divided its
scheme’s assets into growth assets, low
risk assets and matching assets, with the
proportion of assets held in each category
differing by scheme reflecting the
schemes’ different characteristics and
funding strategies. The matching assets
are used to hedge against falls in interest
rates or rises in expected inflation.

The level of hedging is steadily increased
as the funding level on the self sufficiency
measure increases, such that as at

31 March 2022 approximately 90% of
the schemes’ liabilities (as measured on a
self-sufficiency basis) across the three
largest schemes are protected against
adverse changes in interest rates

and inflation.

Actuarial valuations

Actuarial valuations are carried out every
three years in order to determine the
Group's cash contributions to the
schemes. The valuation dates of the three
largest schemes are set so that only one
scheme is undertaking its valuation in any
one year, in order to spread the financial
impact of market conditions. The valuation
of the Devonport Royal Dockyard Pension
Scheme as at 31 March 2020 was
completed in the last financial year, the
valuation of the Rosyth Royal Dockyard
Pension Scheme as at 31 March 2021 has
been completed since the year end, and
work has commenced on the valuation of
the Babcock International Group Pension
Scheme at 31 March 2022.

2023 (expected) 2022 2021
For year ending 31 March £m £m £m
Future service contributions 19.9 21.1 24.2
Deficit recovery 88.3 135.2 51.6
Longevity swap 15.6 16.8 16.3
Total cash contributions — employer 123.8 173.1 92.1

Cash contributions made by the Group into the defined benefit pension schemes, excluding expenses and salary sacrifice
contributions, during the last financial year are set out in the table above.

Income statement charge

The charge included within underlying operating profit for the year to 31 March 2022 was £38.5 million, of which £31.1 million
related to service costs and £7.4 million related to expenses. We expect charges of around £33 million in the year to 31 March 2023,
split between £26 million of service costs and £7 million of expenses. In addition to this, there was an interest charge of £3.7 million
for the year to 31 March 2022 and, for 2023, we expect an interest credit of £6.6 million on the surplus.
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Treasury

Treasury activities within the Group are
managed in accordance with the
parameters set out in the treasury policies
and guidelines approved by the Board.

A key principle within the treasury policy
is that trading in financial instruments for
the purpose of profit generation is
prohibited, with all financial instruments
being used solely for risk management
purposes. The treasury team is only
permitted to enter into financial
instruments where it has a high level of
confidence in the hedged item occurring.
Both the treasury department and the
sectors have responsibility for monitoring
compliance within the Group to ensure
adherence to the principal treasury
policies and guidelines. The Group’s
treasury policies in respect of the
management of debt, interest rates,
liquidity and currency are outlined below.
The Group’s treasury policies are kept
under close review, particularly given the
ongoing economic and market uncertainty.

Debt maturity profile* (Em)
482
2,000

2,500
1.500 g5 775
1,000

500
0

2022 2023

Debt

Objective

With debt as a key component of
available financial capital, the Group seeks
to ensure that there is an appropriate
balance between continuity, flexibility and
cost of debt funding through the use of
borrowings, whilst also diversifying the
sources of these borrowings with a range
of maturities and rates of interest, to
reflect the long-term nature of the
Group’s contracts, commitments and

risk profile.

Policy

All the Group’s material borrowings are
arranged by the treasury department, and
funds raised are lent onward to operating
subsidiaries as required. It remains the
Group’s policy to ensure the business is
prudently funded and that sufficient
headroom is maintained on its facilities to
fund its future growth.

Updates

The Group continues to keep its capital
structure under review to ensure that the
sources, tenor and availability of finance
are sufficient to meet its stated objective.

During the financial year, the Group
signed a new three-year Revolving Credit
Facility (RCF) of £300 million that expires
in May 2024. This is in addition to the
Group’s existing £775 million RCF. At the
same time, the Group clarified the

2024 2025 2026

definition of underlying results used in the
RCF covenant calculations to ensure that
any one-off impacts from the Group’s
contract profitability and balance sheet
review (‘CPBS’) do not impact the
calculation and agreed with lenders a
temporary amendment to the net debt to
EBITDA ratio covenant permitted level to
4.5 times for the measurement periods
ending 30 September 2021 and

37 March 2022 after which the permitted
level returns to the original 3.5 times.
The Group also extended the maturity of
£730 million of its existing £775 million
RCF to 2026.

The Group’s other main corporate
facilities comprise of the following: a
£300 million Sterling bond, maturing
October 2026, a €550 million bond,
maturing October 2022, and a

€550 million bond, maturing September
2027. Taken together, these debt
facilities provide the Group with a

total of around £2.4 billion of available
committed facilities and bonds.

The Group is planning to repay the bond
maturating in October 2022 using cash
from disposals.

493

2027

. Euro bond 2022' RCF 2024 . RCF 2026°

1. Euro bond 2022 €550m hedged at £482m.
2. £730m of £775m RCF extended to 2026.
3. Euro bond 2027 €550m hedged at £493m.
4. Chart shows notional value of the debt.

GBP bond 2026 . Euro bond 20273
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FINANCIAL REVIEW continued

Interest rates

Objective

To manage exposure to interest rate
fluctuations on borrowings by varying the
proportion of fixed rate debt relative to
floating rate debt to reflect the underlying
nature of the Group’s commitments and
obligations. As a result, the Group does
not maintain a specific set proportion of
fixed versus floating debt, but monitors
the mix to ensure that it is compatible
with its business requirements and
capital structure.

Policy

Interest rate hedging and the monitoring
of the mix between fixed and floating
rates is the responsibility of the treasury
department and is subject to the policy
and guidelines set by the Board and
updated from time to time.

Performance

As at 31 March 2022, the Group had
66% fixed rate debt (31 March 2021:
70%) and 34% floating rate debt

(31 March 2021: 30%) based

on gross debt of £2,290.1 million
(31 March 2021: £2,340.0 million).

Liquidity

Objective

|. To maintain adequate undrawn
committed borrowing facilities

[l. To monitor and manage bank credit

risk, and credit capacity utilisation

To diversify the sources of financing

with a range of maturities and interest

rates, to reflect the long-term nature

of Group contracts, commitments and

risk profile

Policy

All the Group’s material borrowings are
arranged by the treasury department and
funds raised are lent onward to operating
subsidiaries as required.

Each of the Group’s sectors provides
regular cash forecasts for both
management and liquidity purposes.
These cash forecasts are used to monitor
and identify the liquidity requirements
of the Group and ensure that there is
sufficient cash to meet operational
needs while maintaining sufficient
headroom on the Group’s committed
borrowing facilities.

The Group adopts a conservative
approach to the investment of its surplus
cash. It is deposited with financial
institutions only for short durations, and
the bank counter-party credit risk is
monitored closely on a systematic and
ongoing basis.

A credit limit is allocated to each
institution taking account of its credit
rating and market information.

Performance

The Group continues to keep under
review its capital structure to ensure that
the sources, tenor and availability of
finance are sufficient to meet its stated
objectives. As noted above, the Group
signed a new £300 million RCF and
extended the maturity of £730 million of
its existing RCF to 2026 during the
financial year. Surplus cash during the
year was invested in short term deposits
diversified across several well rated
financial institutions in accordance

with policy.
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Foreign exchange

Objective

To reduce exposure to volatility in
earnings and cash flows from movements
in foreign currency exchange rates. The
Group is exposed to a number of foreign
currencies, the most significant being the
Euro, US Dollar, South African Rand and
increasingly the Australian Dollar,
Canadian Dollar, Norwegian Krone and
Swedish Krona.

Policy — Transaction risk

The Group is exposed to movements

in foreign currency exchange rates in
respect of foreign currency denominated
transactions. To mitigate this risk, the
Group’s policy is to hedge all material
transactional exposures, using financial
instruments where appropriate. Where
possible, the Group seeks to apply IFRS 9
hedge accounting treatment to all
derivatives that hedge material foreign
currency transaction exposures.

Policy — Translation risk

The Group is exposed to movements in
foreign currency exchange rates in
respect of the translation of net assets and
income statements of foreign subsidiaries
and equity accounted investments. It is
not the Group’s policy to hedge through
the use of derivatives the translation
effect of exchange rate movements on
the income statement or balance sheet of
overseas subsidiaries and equity
accounted investments it regards as
long-term investments. However, where
the Group has material assets
denominated in a foreign currency, it will
consider some matching of those
aforementioned assets with foreign
currency denominated debt.



Financial Glossary - Alternative performance measures

The Group provides alternative performance measures, including underlying operating profit, to enable users to better understand
the performance and earnings trends of the Group. These measures are considered to provide a consistent measure of business
performance from year to year. They are used by management to assess operating performance and as a basis for forecasting and
decision-making, as well as the planning and allocation of capital resources. They are also understood to be used by investors in

analysing business performance.

Further information on the Group’s Specific Adjusting Items, which is a critical accounting judgement, can be found in Notes 2.

The Group’s alternative performance measures are not defined by IFRS and are therefore considered to be non-GAAP measures. The
measures may not be comparable to similar measures used by other companies, and they are not intended to be a substitute for, or
superior to, measures defined under IFRS.

The Group’s alternative performance measures are consistent with the year ended 31 March 2021, except for Contract Backlog, which
is redefined to be consistent with the revenue accounting policy change in Note 3 of the preliminary financial statements.

Closest Adjustments to reconcile
equivalent to IFRS measure (and
Measure IFRS measure Definition and purpose reference to reconciliation)
Revenue measures
Revenue Revenue Revenue excluding the impact of the one-off CPBS adjustment One-off CPBS revenue impact

excluding the
one-off CPBS
adjustment

in FY21
» To eliminate the non-recurring element of the CPBS review from
FY21 revenue to provide a better measure of growth

-+ See table on page 25 to 27

Organic growth  Revenue growth

year-on-year

Growth excluding the impact of foreign exchange (FX), and
contribution from acquisitions and disposals over the prior and
current year, and the one-off CPBS adjustment in FY21

» Used to measure the year-on-year movement in Group revenue
» Itis a good indicator of business growth

= Group KPI

FX, contribution of acquisitions
and disposals in the current
and prior year

Contract IFRS15

backlog

Contracted revenue excluding variable revenue, expected contract

renewals, expected revenue from framework agreements and

impact of termination for convenience clauses

+ Used to measure revenue under contract as a good indicator of
revenue visibility

Profit measures

Underlying
operating profit

Operating profit

Operating profit before the impact of Specific Adjusting Items’
= Underlying operating profit is the headline measure of the

Specific Adjusting Items’
» See table on page 25

Group’s performance = See note 2
Underlying No direct Underlying operating profit as a percentage of revenue Ratio - N/A
operating equivalent » To provide a measure of operating profitability, excluding
margin one-off items

» Operating margin is an important indicator of operating
efficiency across the Group
= Group KPI

Underlying net
finance costs

Net finance costs

Net finance costs excluding Specific Adjusting Items’

= To provide an alternative measure of underlying finance
costs excluding items such as fair value measurements
which can fluctuate significantly on inputs outside of
management’s control

Specific Adjusting Items’
» See table on page 25

Underlying Profit before tax

profit before tax

Profit before tax adjusted for
» The summation of the impact of all adjusting items on profit
before tax

Specific Adjusting Items’
-+ See table on page 25

Underlying Effective tax rate
effective

tax rate

Tax expense excluding the tax impact of Specific Adjusting Items’,

as a percentage of underlying profit before tax (being the

summation of the impact of all adjusting items on profit before

tax) excluding the share of post-tax income from joint ventures

and associates

» To provide an indication of the ongoing tax rate across the
Group, excluding one-off items

Specific Adjusting Items’
» See table on page 25
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FINANCIAL REVIEW continued

Closest Adjustments to reconcile
equivalent to IFRS measure (and
Measure IFRS measure Definition and purpose reference to reconciliation)

Profit measures continued

Underlying basic Basic earnings per ~ Based on the Group’s underlying profit before tax. It includes the Specific Adjusting Items’

earnings per share Group’s post-tax share of results of joint ventures and associates » See table on page 25
share » See Note 10
Underlying Operating profit Underlying operating profit excluding one-off CPBS adjustment

operating profit in FY21

(excluding  Eliminates the non-recurring element of the CPBS review to

one-off CPBS provide a better measure of underlying operating profit in FY21

adjustment)

Underlying No direct Underlying operating profit divided by revenue, both excluding Ratio - N/A
operating equivalent one-off CPBS adjustment in FY21

margin = Eliminates the non-recurring element of the CPBS review to

(excluding provide a better measure of underlying operating margin

one-off CPBS in FY21

adjustment)

Underlying basic Basic earnings per  Underlying earnings per share excluding the impact of the one-off ~ Specific Adjusting Items’

(earnings per share CPBS adjustment in FY21

share excluding « Eliminates the non-recurring element of the CPBS review in FY21

one-off CPBS to provide a better measure of underlying earnings growth in

adjustment) the year

EBITDA Operating profit Underlying operating profit excluding one-off CPBS adjustments in  Specific Adjusting ltems’
FY21, plus depreciation and amortisation, and various covenant Depreciation and amortisation
adjustments linked to the Revolving Credit Facility including the Covenant adjustments
treatment of leases within operating profit and pension costs » See table on page 33

- Used as the basis to derive the gearing ratio net debt/EBITDA,
which is a key measure of balance sheet strength and the basis of
our debt covenant calculations

Balance sheet

Net debt No direct Cash and cash equivalents and short-term investments, less bank » See table on page 29
equivalent and other borrowings, operating leases and net derivative financial -+ See table on page 30
instruments

» Used as a general measure of the progress in generating cash
and strengthening of the Group’s balance sheet position

Net debt No direct Net debt excluding lease liabilities as defined by IAS 17, the » See table on page 29
(excluding equivalent relevant standard at the inception of the banking facility. Thisnet - See table on page 30
operating debt figure also includes finance lease (as defined by IAS 17)

leases) receivables and payables, loans from the Group to joint ventures

and supply chain financing balances (of FY22: £12 million,

FY21: £25 million)

+ Used by management to monitor the strength of the Group’s
balance sheet position and to ensure the Group’s capital
structure is appropriate

= Used by credit agencies

1. Refer to Note 2
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Closest Adjustments to reconcile

equivalent to IFRS measure (and
Measure IFRS measure Definition and purpose reference to reconciliation)
Net debt No direct Net debt (excluding operating leases), excluding loans to Joint » See table on page 33

(covenant basis) equivalent

Ventures, finance lease receivables and adjusting for an average FX
rate for the previous 12 months

» Used by debt investors

» Used by credit agencies

Net debt/ No direct Net debt (covenant basis) divided by EBITDA Ratio - N/A
EBITDA equivalent - A measure of the Group’s ability to meet its payment obligations - See table on page 33
(covenant basis) » Used by analysts and credit agencies
» Group KPI
Return on No direct Underlying operating profit plus share of JV PAT, divided by the Ratio - NJA
invested capital  equivalent sum of net debt, shareholders’ funds and retirement deficit -+ See table on page 33
(pre-tax) (ROIC) (surplus)
» Used as a measure of profit earned by the Group generated by
the debt and equity capital invested, to indicate the efficiency at
which capital is allocated
= Group KPI
Return on No direct Underlying operating profit plus share of JV PAT excluding one-off =~ Ratio - N/A
invested capital equivalent CPBS adjustments, divided by the sum of net debt, shareholders’ -+ See table on page 33
excluding funds and retirement deficit (surplus)
one-off CPBS + Used as a measure of profit earned by the Group excluding the
adjustments one-off impact of CPBS adjustments generated by the debt and
(pre-tax) equity capital invested, to indicate the efficiency at which

capital is allocated

Cash flow measures

Net capital No direct Property, plant and equipment and intangible assets, less proceeds
expenditure equivalent on disposal of property, plant and equipment

- Includes underlying operating cash flow to calculate underlying

operating cash conversion
Underlying No direct Underlying operating cash flow after capital expenditure as a Ratio - N/A
operating cash  equivalent percentage of underlying operating profit
conversion » Used as a measure of the Group’s efficiency in converting profits

into cash

Underlying free No direct Underlying free cash flow includes cash flows from exceptional » See page 30
cash flow equivalent items and the capital element of lease payment cash flows

(rather than net new lease commitments, which are reflected

as a debt movement)

+ Provides a measure of cash generated by the Group's operations
after servicing debt and tax obligations, available for use in line
with the Group's capital allocation policy
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OPERATIONAL REVIEW

Revenue

£1,259m

Underlying operating profit

fO98m

Revenue profile

B 74% Defence

I 26% Civil

What we do

We ensure the UK Royal
Navy goes to sea safely by
supporting their ships and
crews around the world

We support navies around
the world through the
delivery of complex ship and
submarine sustainment
programmes

We deliver marine
technology solutions to
improve our customers’
complex, safety-critical
operations

Fr21
FY22 (Restated)

Contract backlog £2.5bn £2.5bn
Revenue £1,259.3m £1,230.6m
Underlying operating profit £98.0m £56.2m
of which CPBS one-off adjustment - £(28.9)m
Underlying operating profit excluding CPBS one-off adjustment £98.0m £85.1m
Underlying margin excluding CPBS one-off adjustment 7.8% 6.9%

>

Financial review

Revenue of £1,259.3 million increased 2%
(excluding the one-off CPBS adjustment in
FY21). Organic growth of 4% was driven
by increased activity on the Type 31
programme, initial AH140 export
revenue, new contracts in Mission Systems
and strong demand for our LGE products.
This more than offset the year-on-year
impact of COVID-19, including the
contribution from the ventilators project
in the UK last year and the end of our
Royal Naval training contract in FY21.

Underlying operating profit (excluding
one-off CPBS adjustments) increased 15%
to £98.0 million, or 22% on an organic
basis. The main drivers were increased
revenue, including COVID-19 recovery
and growth in Mission Systems and LGE
contracts, operating model efficiencies,
a favourable contract settlement and the
Indonesia AH140 licence fee, which more
than offset significant bid costs on new
large opportunities, including Indonesia,
Poland and in the UK. As a result,
underlying operating margin (excluding
one-off CPBS adjustments) improved to
7.8% (FY21: 6.9%).

The disposal of Frazer-Nash Consultancy
Ltd completed in August 2021 for a gross
consideration of £291.7 million. In March
2022, we acquired the remaining 50% of
the Australian Naval Ship Management
(NSM) business from joint venture partners
for £34 million.

Contract backlog was flat at £2.5 billion,
with the addition of two large contracts in
Mission Systems combined and growth in
LGE orders, replacing revenue traded on
long term contracts. At 1 April 2022,
Marine had around £0.8 billion of FY23
expected revenue under contract,

and an additional c.£460 million under
framework agreements, both in line with
the FY21 position.

Operational review

UK defence

The Type 31 (Inspiration Class) frigate
programme remains on schedule, with
three major milestones achieved during
the year: the first steel cut for HMS
Venturer, its subsequent keel laying, and
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the topping out of our advanced
manufacturing facility in Rosyth. The
investment across our Rosyth site aims to
ensure capability and capacity to support
future shipbuilding opportunities. In April
2022, we were awarded a 10-year
contract to provide dry-dock maintenance
work for the Royal Navy’s Queen Elizabeth
Class (QEC) aircraft carriers. The contract
strengthens Rosyth capabilities in design,
build, assembly and support of large ships.

Warship support activity at Devonport was
higher year-on-year, with work on the Type
23 frigate programme ahead of last year,
which included COVID-19 disruption. We
continued to provide the UK’s Royal Navy
with fleet-time support, deployed support,
and deep maintenance, with life extension
and refit activity on a number of warships.
We also supported the Royal Navy’s Carrier
Strike Group across multiple platforms and
locations, including work on HMS
Richmond in Japan, as well as the Type 23,
Type 45, the QEC Class and Sandown Class.

We saw several positive developments in
our Missions Systems business, including
securing a c.£110 million contract to
deliver the new Defence Strategic Radio
Service to critical military operations and a
c.£100 million 13-year contract for the UK
MOD for the design, manufacture, delivery
and in-service support to the Maritime
Electronic Warfare Systems Integrated
Capability (MEWSIC). Babcock will act as
prime contractor, working with
collaboration partners, Elbit Systems UK
and QinetiQ.

We achieved full operational capacity in
our new Morpheus Logistic Support
Contract, which forms part of the UK’s Land
Environment Tactical Communications and
Information Systems programme to deliver
next generation tactical communications
and information systems for the British
Army. We also extended our contracts for
Dreadnought launch weapons and signal
ejector systems to include further scope on
boats two to five.

International defence

We support international defence markets
from our UK operations and from our
businesses in Canada, Australia, New
Zealand, Oman and South Korea.



Revenue and underlying operating profit bridge:

FY21 Restated COVID-19
Fy21 One-off  (excl. one-off FX Acquisition recovery Pensions Other
(Restated) CPBS adj CPBS) impact  and disposals (estimated) charge trading FY22
£m £m £m £m £m £m £m £m £m
Revenue 1,230.6 8.6 1,239.2 (0.6) (24.3) (10.2) - 55.2  1,259.3
Underlying operating profit 56.2 28.9 85.1 (1.1) (4.6) 15.9 (2.9) 5.6 98.0

In Australia, we completed the acquisition
of the remaining 50% stake in our Naval
Ship Management (NSM) business from our
JV partners in March 2022. The NSM
acquisition strengthens Babcock’s support
to the Australian Defence Force’s future
maritime support model, Plan Galileo. With
the signing of a new sustainment contract
in New Zealand (see below), Babcock is
now the Australasia region’s leading
warship sustainment enterprise.

In December, we were selected by the
Australian Government as the preferred
tenderer to upgrade and sustain the
Defence High Frequency Communication
System (DHFC) to support the Australian
armed forces over the next 10 years, with a
further four-year extension option, each of
two years.

In New Zealand, In February 2022, the
Defence Force awarded Babcock a new
seven-and-a-half year Maritime Fleet
Sustainment Services contract to provide
full service asset management and
engineering to the Royal New Zealand
Navy.

In Canada, Babcock is continuing to
deliver on the Victoria Class In-Service
Support Contract (VISSC), supporting
Canada’s fleet of four submarines. Babcock
completed the deep maintenance period
of HMCS Corner Brook and is preparing to
commence work on the deep maintenance

period for HMCS Victoria. Additionally, the
Government of Canada has further
extended VISSC to June 2025.

In South Korea, we signed a Memorandum
of Understanding (MoU) with Hyundai
Heavy Industries for the CVX Aircraft Carrier
Programme opportunity. In March, we
signed a further MoU with Daewoo
Shipbuilding and Marine Engineering Co
Ltd (DSME) to focus on international
opportunities, and support system
integration on future programmes. The
business is benefitting from investment in
an assembly, maintenance, repair and
overhaul facility in Busan, where Babcock
currently assembles equipment for the fifth
boat in the Janbogo-lll submarine
programme.

In Oman, our joint venture operation in
Dugm with the Oman Drydock Company
has completed a first of its kind double
engine replacement for a UK Royal Navy
Type 23 Class frigate. This enables the
Royal Navy to sustain operations within the
region and is a clear example of Babcock’s
global reach. During the period, two
packages of work were also completed on
US Navy vessels.

In September, we won our first export
contract for the AH140 frigate (which Type
31 is based on) through a design licence
agreement with PT PAL Indonesia. The
design licence will enable PAL to build two

NAVAL SHIPIMANAGEMENT, SYDNEY, AUSTRALIA
Babeock acquiredithe remaining 50% share of its
f-NSMjoint Venture imtMarcii2022 ="

LR ]

u

frigates in Indonesia with bespoke design
modifications for the Indonesian Navy.
The second export success came in March
2022, when our design was selected by
Poland and Babcock was selected as the
design technology partner for Poland's
MIECZNIK (Swordfish) frigate programme.
Babcock will co-operate with Polish
state-owned defence contractor PGZ and
other members of the MIECZNIK
consortium to adapt the AH140 design
and construct the vessels at the PGZ
shipyard in Gdynia.

In Brazil, we were awarded a four-year
contract to deliver through life support to
the Marinha do Brasil’s flagship vessel,
NAM Atlantico, formerly the UK Royal
Navy platform HMS Ocean, as part of our
global programme.

Our Energy and Marine (LGE) business saw
good growth in orders and revenue, with
increased commercial vessel work and
continued strong demand for liquefied
gas handling and re-liquefaction systems
across the LPG and LNG markets. The
business won many projects in the year
from shipyards in South Korea, China and
other major international ship-owners.
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OPERATIONAL REVIEW continued

Revenue

£1,010m

Underlying operating profit

£62m

Revenue profile

&

B 84% Defence
| 16% Civil

What we do

We have supported the
Continuous At Sea
Deterrent for over 50 years

We sustain the entirety of
the UK’s submarine fleet

We take a leading role in
all civil nuclear: from new
build, to operational support,
to decommissioning

Fr21

FY22 (Restated)

Contract backlog £2.8bn £0.4bn
Revenue £1,009.7m £975.9m
Underlying operating profit £62.4m £63.8m
of which CPBS one-off adjustment - £(23.4)m
Underlying operating profit excluding CPBS one-off adjustment £62.4m £87.2m
Underlying margin excluding CPBS one-off adjustment 6.2% 8.9%

>

Financial review

Revenue increased 3% to £1,009.7 million
(excluding the one-off CPBS adjustment in
FY21). This was driven by the continued
strong ramp up in submarine
infrastructure programmes, which more
than offset lower volumes through
transition to the new FMSP contract,

a £22 million programme write-off and
civil nuclear projects which completed

in Fy21.

Underlying operating profit (excluding
one-off CPBS adjustments) fell by 28% to
£62.4 million. The key impact in the year
was a £22 million programme write-off,
which offset higher contribution year-on-
year from infrastructure work and
operating model savings. As a result of
this, and lower initial profit recognition at
the start of the FMSP contract, underlying
margin for the year fell to 6.2%.

The sector’s contract backlog of

£2.8 billion (FY21: £0.4 billion) is up
significantly due to the signing of the
FMSP contract. At 1 April 2022, Nuclear
had around £860 million of FY23
expected revenue under contract
(FY22: £260 million) and an additional
c.£110m under framework agreements
(FY21: £640 million).

Operational review

Defence

Overall, our defence activity increased
driven by the continued ramp-up of the
long-term Devonport infrastructure
programme to support future demand.
The largest current project, the design
and enabling work to refurbish 10 Dock
and its supporting infrastructure, is
underway along with other major projects
to support the first deep maintenance
period of the Astute Class submarine at
Devonport in the next few years. We
continue to work on the Revalidation
Assisted Maintenance Period (RAMP)
programme for the Trafalgar Class and the
life extension of the Vanguard Class. We
also continue to work with our Submarine
Enterprise partners in supporting the
design and build programmes for the
future classes of submarine, including the
Dreadnought Class.
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In September 2021, the Future Maritime
Support Programme (FMSP) was signed.
This five-year contract for around

£3.5 billion replaces the previous
Maritime Support Delivery Framework
(MSDF), and continues our support
spanning UK naval base operations at
HMNB Devonport and HMNB Clyde and
engineering and planning at our Bristol
hub, all undertaken alongside surface ship
fleet support at Devonport in our Marine
sector. We continue to work with our UK
MOD customer to ensure the provision of
future capability and resilience and to
improve decision making across the
Submarine Enterprise. The new contract
has been identified as a ‘Qualifying
Defence Contracts’ (QDC) and falls under
Single Source Contract Regulations (SSCR).

Following the AUKUS announcement to
acquire nuclear-powered submarine
technology without nuclear armaments,
Australia will no longer proceed with the
Attack class conventional submarine
contract with Naval Group. As a result,
our participation in the Attack class
programme has ended. Babcock
recognises the strategic importance of the
AUKUS agreement and continues to be
ready to support any future requirement.
Civil

Momentum in the civil nuclear market is
building and the business continues to
position for future opportunities. During
the year, we secured a five-year extension
to the multi-year Design Services Alliance
(DSA) engineering framework, worth
around £200 million, and a two-year
extension to the Pile Fuel Cladding Silo
(PFCS) project, both at Sellafield. We
continue to support EDF and project
volumes are in line with expectations. In
new build, Hinkley Point C announced a
delay to the project principally because of
the impact of COVID-19 on the civil
works, which has further delayed the
ramp up of our Mechanical, Electrical and
HVAC (MEH) Alliance scope further.

Small work packages from the Magnox
programme are now being contracted
and initiated. During the period we
secured two contracts at Hinkley Point A,
where we will lead the installation, setting
to work and inactive commissioning for
the projects as the principal contractor.



Revenue and underlying operating profit bridge:

FY21 Restated COVID-19
Fy21 One-off  (excl. one-off FX Acquisition recovery Pensions Other
(Restated) CPBS adj CPBS) impact  and disposals (estimated) charge trading FY22
£m £m £m £m £m £m £m £m £m
Revenue 975.9 2.2 978.1 - - 0.4 - 31.2 1,009.7
Underlying operating profit 63.8 23.4 87.2 - - 2.1 (0.3) (26.6) 62.4

InJuly 2021, we signed a memorandum
of understanding with Rolls-Royce to
collaborate on the Small Modular Reactor
(SMR) programme to help develop roles
across manufacturing, licensing, design
and delivery. Babcock, in collaboration
with U-Battery, has developed a full-size
mock-up of the main vessels of an
advanced modular reactor at our
Whetstone manufacturing facility. The
mock-up intends to demonstrate the
potential simplicity in construction and
transport of an SMR, making a valuable
contribution to the UK’s net zero efforts.
We also signed a memorandum of
understanding with X-Energy, a US reactor
and fuel design engineering company, to

| VANGUARD!CLASS SUBMARINE

act as its deployment partner for High
Temperature Gas Reactors in the UK. The
three technologies are complementary
and align with the UK Governments plans
to transition to net zero carbon by
decarbonising electricity generation and
building a hydrogen economy in the UK.

Increasing volatility of national power
generation driven by global developments
during the year has prompted nations to
look at producing and securing their
sources of low emission power. In the UK,
the Government has backed new nuclear
energy supply to deliver both UK energy
security of supply and contribute to their
target of net zero emissions by 2050. In

addition to new policy developments,

it has committed around £2.3 billion

of funding to support new nuclear
programmes. This is a core focus area
for our civil nuclear business, and we are
well positioned to take advantage of
these opportunities.

Internationally, we are now supporting
Ontario Power Generation with its
decommissioning planning for the
Pickering Nuclear Generating Station in
Canada. In Japan, relationships continue
to strengthen whilst new additional
international opportunities are being
identified in our focus countries.
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OPERATIONAL REVIEW continued

Revenue

£1,016m

Underlying operating profit

£59m

Revenue profile

Il 29% Defence
W 7 1% Civil

What we do

We ensure the British Army
can focus on their missions
safely by supporting vehicles

We enable the British Army
to do their job with our
technical training
programmes

Our people support the
British Army by contributing
to front-line support and
joining reserve forces
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Fr21
FY22 (Restated)

Contract backlog £2.3bn £2.4bn
Revenue £1,015.5m £910.7m
Underlying operating (loss) | profit £58.8m  £(17.5)m
of which CPBS one-off adjustment - £(69.3)m
Underlying operating profit excluding CPBS one-off adjustment £58.8m £51.8m
Underlying margin excluding CPBS one-off adjustment 5.8% 5.7%

>

Financial review

Revenue increased 5% to £1,015.5 million
(excluding the one-off CPBS adjustment in
FY21). Organic growth of 7% includes
recovery from prior year COVID-19
impacts, particularly in South Africa and in
our civil training businesses, and higher
activity in Rail. This was offset by lower
volume on the DSG contract due to
project completions, the loss of the
Heathrow baggage handling contract in
the prior year, and the end of the Eskom
power station service contract in the final
quarter of FY22.

Underlying operating profit (excluding
one-off CPBS adjustments) grew by

14% to £58.8 million or by 19% on an
organic basis. The increase reflects a
strong recovery from COVID-19 impacts
(£12.8 million), operating model
efficiencies and growth in Rail, which more
than offset lower DSG volume and the loss
of the Heathrow contract. As a result,
underlying margin improved to 5.8%.

The sector’s contract backlog at

£2.3 billion (FY21 restated: £2.4 billion),
has been adjusted for reclassification of
pass-through (principal versus agent)
revenue of c.£580 million. The decline
reflects small business wins offset by
trading and disposals. At 1 April 2022,
Land had around £500 million of FY23
expected revenue under contract
(FY22: £540 million) and an additional
c.£150 million under framework
agreements (FY21: c.£120 million).

Operational review

Defence

Overall, Land defence activities were
broadly flat with further volume recovery
from COVID-19 impacts across a number
of contracts, offset by lower volumes on
the DSG contract.

In line with customer requirements, the
DSG transformation programme has been
fully implemented and we are now
leading several key programmes of
improvement focussed on specific outputs
for the Army which see us integrating
expertise from OEMs, SMEs, and the wider
supply chain to improve overall
programme potential.
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Defence training saw some recovery in
activity levels compared to last year. After
a highly successful campaign in 2021, we
will be participating in the British Army’s
2022 Army Warfighting Experiment to
demonstrate the integration of a range of
innovative collective training capabilities.
In the period we were awarded a
three-year extension for the Defence
College of Technical Training for EMTC 2,
the provision of training design

and delivery.

Emergency services

Activity was broadly flat in the period with
the first year of the Met Police training
contract offset by slightly lower volumes
in London Fire Brigade (LFB) contracts. The
Police Education and Qualification
Framework (PEQF) programme originally
launched through a COVID-secure delivery
model was returned to operational
programme delivery in September 2021.

South Africa

South Africa grew strongly in the year as
activity recovered from COVID-19
impacts. In the final quarter of the year,
Eskom made the decision to not extend
the engineering services contract which
we have run for many years to support
state power generation. The impact of the
loss of the contract is expected to be
around £60 million in revenue for FY23.

Other civil markets

The Rail business saw growth in volumes
on track renewals and signalling
framework while our civil training business
saw higher activity compared to last year
which was affected by COVID-19 related
disruption. Our Power business, which we
divested in December 2021, contributed
revenue of around £62 million and an
operating profit of around £5 million

in FY22.
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Revenue and underlying operating profit bridge:

FY21 Restated COVID-19
FY21 One-off  (excl. one-off FX Acquisition recovery Pensions Other \Z
(Restated) CPBS adj CPBS) impact  and disposals (estimated) charge trading FY22 [a)
£m £m £m £m £m £m £m £m £m g
]
Revenue 910.7 60.7 971.4 - (27.1) 103.2 - (32.0) 1,015.5 3
Underlying operating profit (17.5) 69.3 51.8 0.1 (3.2) 12.8 0.1 (2.8) 58.8 §

sjuawjess jeueuly &

ARMY WARFIGHTING EXPERIMENT
Our vehicle and training expertise is demonstrated during
the British Army’s annual Army Warfighting Experiment.
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OPERATIONAL REVIEW continued

Revenue

£817m

Underlying operating profit

£19m

Revenue profile*

|

B 22% Defence
I 78% Civil

What we do

We save lives with our aerial
emergency medical and
search and rescue services

We protect communities
with our firefighting
operations

We support the defence of
nations by supporting air
forces in the UK and overseas

FY22 Fr21
Contract backlog £2.3bn £2.9bn
Revenue £817.3m £854.4m
Underlying operating (loss) | profit £18.5m £(130.4)m
of which CPBS one-off adjustment - £(128.4)m
Underlying operating profit excluding CPBS one-off adjustment £18.5m £(2.0)m
Underlying margin excluding CPBS one-off adjustment 2.3% (0.2)%

>

Financial review

Revenue decreased by 6% to

£817.3 million (excluding one-off CPBS
adjustments in FY21), primarily due to the
disposal of our Oil and Gas business in
August 2021 and the impact of foreign
exchange. Organic growth was 5% was
driven by COVID-19 recovery and the
ramp-up of defence contracts in France,
offset partly by the completion of fixed
wing aerial emergency services (AES)
contracts in the Nordics and lower activity
in Italy.

Underlying operating profit (excluding
one-off CPBS adjustments) increased to
£18.5 million (FY21: £(2.0) million loss).
Profit performance improved due to
operating model efficiencies, the
achievement of certain programme
milestones and recovery from COVID-19.
FY22 was still slightly affected by

lower flying hours and costs associated
with additional COVID-19 related

safety measures.

The sector’s contract backlog declined to
£2.3 billion (FY21: £2.9 billion), primarily
as a result of the removal of £580 million
backlog of the Qil and Gas aviation
business, sold in August 202 1. Excluding
disposals, FY21 restated contract backlog
was £2.3 billion. At 1 April 2022, Aviation
had around £580 million of FY23
expected revenue under contract

(FY21: £700 million (excluding disposals)).

Operational review

Defence

International defence grew in the year,
driven by activity on new contracts and
ramp up of the H160 contract which
delivers search and rescue aircraft for the
French Navy. In June 2021, we were
awarded the Mentor contract, which
involves the provision and support of an
additional nine PC-21 aircraft and related
equipment to the French Air Force,
bringing the fleet size to 26. The contract
expands the scope of our existing military
training operations and is expected to be
worth up to c.€500 million over 11 years,
including options. c.€170 million was
booked in FY22.

Additionally in the year, we teamed with
Leonardo in Canada to work together on
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a new business opportunity for the Future
Aircrew Training programme (FACT).

Activity across UK defence including RAF
station support, Hawk and LAFT contracts
was flat year-on-year as expected, with
further recovery from COVID-19 impacts
offsetting the completion of some
contracts. In the period, our military
business secured a two-year extension to
our Hades site support contract with the
RAF, and a four-year extension for the
delivery of the light aircraft flying training
programme LAFT2. In addition, an
expansion of requirements has been
awarded from the Ascent JV to deliver
further support to pilot training through
the UK Military Flying Training System
(UKMFTS).

Aerial emergency services

Revenue across the majority of our aerial
emergency services businesses ended the
year flat, in line with expectations, with
improvements in profitability as a result of
operating model efficiencies and some
COVID-19 recovery. Performance in aerial
emergency medical services has seen
some good recovery this year. Modest
growth in Italy, with Scandinavia flat, was
offset by lower volumes in Spain over the
year. Southern European bases have all
remained open and experienced varying
increases in profitability. Renewal
contracts have been won across the UK,
Italy and Sweden. The Norway fixed wing
contract has matured to a steady
operational state with investment in a
new maintenance facility in Tromso.

Our firefighting operations saw higher
activity levels in Canada and key areas in
Spain compared to last year, with Italy
reporting expected flying hours. We have
also utilised five Super Puma helicopters in
Spain, converted from oil and gas
operations. These aircraft deliver much
greater water capacity than existing
helicopters and are able to deliver a
significantly larger number of firefighters
to wildfires than was previously possible.
Our Italy firefighting contract has been
extended by two years.

Oil and gas

The sale of the Oil and Gas business
completed in August 2021, contributed
revenue of around £79 million and an
operating profit of around £2 million

in Fy21.
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Revenue and underlying operating profit bridge:

FY21 Restated COVID-19
FY21 One-off  (excl. one-off FX Acquisition recovery Pensions Other \Z
(Restated) CPBS adj CPBS) impact  and disposals (estimated) charge trading FY22 [a)
£m £m £m £m £m £m £m £m £m g
]
Revenue 854.4 16.8 871.2 (22.0) (75.4) 38.5 - 50  817.3 3
Underlying operating profit (130.4) 128.4 (2.0) (3.6) (1.7) 8.1 - 17.7 18.5 5
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F-AIR 21
Our Pilatus aircraft on the flightline ready to be flown as
part of our French military flying training contract.
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OUR PRINCIPLES IN ACTION

be curious

We believe in challenging the status quo
and being curious.

As part of this mindset, a job-swap
programme was implemented allowing
colleagues to understand other roles and
get a better overview of the way things
work for different people and processes.

One such swap allowed a desk- This experience helps our teams
based employee to experience an understand that they’re all part of the
operational role. bigger picture and that everyone and

. . . . every role is critical to our success.
Their usual job was ordering aircraft i

parts, but as part of the maintenance
team for the day they were able to see
how the parts they ordered were used
and how to ensure all health and safety
checks were complete before the aircraft
took to the skies.
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think:outcomes

We believe in measuring success by the
results we deliver and the positive impact
we make.

Whilst discussing safety performance
in a regular team meeting, our people
decided to look at things differently.

Instead of focusing on how to intervene
properly and what can be done once
something has happened, they began to
consider the outcomes before tasks were
even planned.

This means they’ve reduced the need to Thinking outcomes can help us shape
intervene, put new mitigations in place our thinking towards everything,
as appropriate and it has given the whole including safety.

team the opportunity to understand
many new processes and activities that
they might have not been involved

in previously.
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STAKEHOLDER ENGAGEMENT AND S172(1) STATEMENT

Building relationships

Building strong and lasting relationships with our diverse global stakeholder groups is vital to our success.
The Board recognises the responsibility we have to our stakeholders, and the impact of our actions,

which is why we’ve increased our focus on stakeholder engagement. Through continued two-way dialogue,
we demonstrate a strong commitment to effective stakeholder engagement.

CUSTOMERS

Why they matter to us
Understanding the needs and
challenges of our customers
allows us to help them

to succeed. We work in
partnership with public

and private customers across
the globe, enabling them to
deliver critical programmes
and services, adding value
to their operations. We seek
to solve their challenges
through excellent
operational performance
and the introduction of
innovative solutions and
technology to support their
longer-term needs.

We build and maintain
long-term relationships with
our customers to promote the
future success of the Group.

What matters to them
- Safety

» Operational excellence

* Innovation and expertise

* Reliability

* Value for money
Collaboration

» Deep understanding of
their needs, both now and
in the future

Sustainability performance
and agenda

How Babcock engages

» Regular ongoing relationship
engagement at all levels

= Contract negotiation and

execution

Strategic Partnership

Programme

+ Collaborating on joint
initiatives

» Attendance at key industry

events

Provision of information on

sustainability goals

INVESTORS

Why they matter to us
The support of our equity and
debt investors and continued
access to capital is vital to the
long-term success of the
Company. We work to ensure
that we provide clear and
transparent information to the
market which allows investors
and potential investors to
make informed decisions, via
market updates, information
published on our website,
appropriate access to
management and an active

IR and Treasury team.

What matters to them
» Shareholder value

= Financial and operational
performance

= Strategy and business
development

» Capital structure
= Dividend policy
» Transparency of

communication

» Governance and
management

« Sustainability strategy

How Babcock engages

» Annual Report and Financial
Statements and AGM

+ Results materials and
presentations

* Investor relations team

 Treasury team with banks
and noteholders and credit
rating agencies

» Dedicated investor section
on Babcock website

* Investor roadshows with
management and IR team

+ Chair engagement with top
shareholders

= Consultation with large
shareholders on
remuneration policy

= Investor site visits

+ Stock exchange
announcements and
press releases

SUPPLIERS

Why they matter to us

To support our global business
operations and strategy we
require an efficient and highly
effective supply chain. This
means we need to foster
trusted and collaborative
relationships with suppliers
who share our appetite to
drive improvement through
innovation and best practice.

Our external supply chains
are an important part of our
performance and by working
collaboratively with suppliers
we can ensure continuity of
supply, minimise risk and
bring innovative solutions

to our customers.

What matters to them
» Good working relationships
» Access to opportunities
* Prompt payment and
predictable supplier
cash flows

How Babcock engages

» Regular open and honest

two-way communications

Supplier Code of Conduct

« Supplier conferences,
workshops and ‘lunch
and learns’

+ Supplier due diligence

* Involvement in Security
supply chain development
programme SC21

REGULATORS

Why they matter to us

We manage complex assets

in highly regulated sectors:
nuclear, defence and aviation.
We are committed to providing
safe and effective operations.
We have to maintain positive
and constructive relationships
with regulators in order to be
able to operate, to help shape
policy in our markets and to

position for future opportunities.

What matters to them

= Regulations, policies and
standards

» Governance and
transparency

= Trust and ethics
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» Safety and compliance
of operations

+ Sustainability

« Site-specific issues

How Babcock engages

» Regular engagement
(national, local and
official level)

= Briefing on key issues

+ Dedicated compliance
teams

» Response to direct queries

+ Co-ordinated safety
improvement programmes



EMPLOYEES

Why they matter to us

Our success is led by our
employees. We continue to
strengthen our employee value
proposition by enhancing our
engagement and promoting
an agile global workplace.

We are committed to

creating an inclusive and
diverse organisation where
employees can develop their
full potential. We focus on
developing and supporting a
truly engaged workforce, living
our principles and working on
shared goals, united by our
common Purpose.

What matters to them

» Remuneration and reward

 Professional development

» The Group’s aims, goals,
priorities and reputation

» Employee engagement

» Health, safety and wellbeing

= An empowering culture

= Inclusion and diversity

» Our ESC agenda
+ Employee networks

How Babcock engages

+ Employee forums
and meetings

» Global engagement
platforms

* Weekly CEO and senior
management vlogs

+ Access to the CEO via
a dedicated email

» Weekly global news
round-up videos

» Regular internal updates

» Cascade briefings

+ A dedicated onboarding app

« Apprentice and Graduate
programmes

* Regular training

» Access to independent
whistleblowing process

= Senior management and
Board visits

 Free confidential employee
support helpline

COMMUNITIES

Why they matter to us
We are committed to the
communities in which we
operate and the broader
interests of the customers
we serve. As good corporate
citizens, we want to make
a genuine difference

by supporting our local
communities and helping
them rebuild following
COVID-19.

We have a responsibility to
ensure that we support the
communities in which we
operate both economically
and socially; community
engagement and social
value creation is a key aspect
of our ESG strategy. Where
we have major sites of
operation, and are one of
the largest employers in

the local area, it remains
important for us to add
value to these communities.

What matters to them

* Employment and
economic contribution

* Health, safety and wellbeing

* Engagement in local
education and STEM
activities

« Sustainability and the
local environment

+ Support for indigenous
people

 Support for armed forces
community

« Community engagement

How Babcock engages

» Sponsorship and donations
» Employee volunteering

* University partnerships

» STEM Ambassadors
Employer of service leavers,
veterans and reserves

» Engagement with local
community programmes

$172(1) STATEMENT

The Directors confirm that they, both individually and collectively, have acted in a way that they consider, in good faith, to be most
likely to promote the long-term success of the Company for the benefit of the Shareholders as a whole, while having regard for all
stakeholders. By considering key stakeholder groups and aligning our activities with our strategic plan, as well as the Company’s
culture and values, we aim to act fairly, transparently and in the best interests of the Company over the long term.

More information on how stakeholders are factored into our decision-making and the Board’s engagement with stakeholders can be
found in the Governance section in the Chair’s introduction on page 92 and on pages 99 to 101, which form part of this Statement.
Further information on how the Board addressed the different matters set out in s172(1) in performing their duties during the year can

be found as follows:
S$172 factor

Relevant disclosures

a. the likely consequences of any decision in the long term

Our strategy (page 6)
Business model (page 8)
Led by our Purpose (page 18)

b.the interests of the Company’s employees

Our People Strategy (page 19)

Ensuring the safety and wellbeing of our people (pages 63 to 66)

c. the need to foster the Company’s business relationships
with suppliers, customers and others

Being a collaborative, trusted partner across the supply chain

(pages 69 to 72)

Innovation and technology (page 21)

d.the impact of the Company’s operations 