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Item 4.02 Non-Reliance on Previously Issued Financial Statements or Related Audit Report or Completed Interim Review
On April 12, 2021, the Securities and Exchange Commission (the “SEC”) issued a Staff Statement on Accounting and Reporting
Considerations for Warrants Issued by Special Purpose Acquisition Companies (“SPACs”) (the “Staff Statement”). The Staff
Statement addresses certain accounting and reporting considerations related to the accounting for warrants issued by SPACs. PAE
Incorporated (the “Company”) considered the Staff Statement and on April 27, 2021, the Audit Committee of the Company's
Board of Directors (the “Audit Committee”), after consultation with management, determined that the consolidated financial
statements and related notes included in our Annual Report on Form 10-K, filed with the SEC on March 16, 2021, and the
condensed consolidated financial statements included in our Quarterly Reports for the three months ended March 29, 2020, the
three and six month periods ended June 28, 2020 and the three and nine month periods ended September, 27, 2020 (the “Affected
Periods”) should no longer be relied upon. Similarly, any description of the financial results for the Affected Periods that are
disclosed in any previously furnished or filed reports, related earnings releases, investor presentations or similar communications
of the Company should no longer be relied upon.
Background
The Staff Statement addressed certain accounting implications related to warrants issued by SPACs. The Staff Statement
referenced Accounting Standard Codification 815-40, Contracts in Entity’s Own Equity, which states that warrant instruments
that do not meet certain criteria to be considered indexed to an entity’s own stock shall be initially classified as derivative
liabilities at their estimated fair values. In periods subsequent to issuance, changes in the estimated fair value of the derivative
instrument should be reported as gains or losses in the consolidated statement of operations.
Management evaluated the impact of the Staff Statement on the financial statements for the Affected Periods. The Audit
Committee, together with management, determined that the financial statements for the Affected Periods should be restated to
classify the warrants as a liability, with subsequent changes in fair value recorded as non-cash gain or loss in each Affected
Period. The Company initially classified the warrants as equity in the Company's consolidated financial statements.
In connection with the restatement, management has re-evaluated the effectiveness of the Company’s disclosure controls and
procedures and internal control over financial reporting as of December 31, 2020. Management has concluded that the
Company’s disclosure controls and procedures and internal controls over financial reporting were not effective as of December
31, 2020, due to a material weakness in the internal control over financial reporting related to the accounting for complex
accounting instruments.
The Company intends to promptly file restated financial statements for the year ended December 31, 2020 on Form 10-K/A. The
relevant unaudited interim financial information for each of the quarters ended during the year ended December 31, 2020 will
also be restated in the Form 10-K/A.
The Company's management and the Audit Committee have discussed the matters disclosed in this Item 4.02 with the Company's
independent registered public accounting firm, Ernst & Young LLP.
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