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Cautionary statement
All statements other than statements of historical fact included in this
document, including, without limitation, those regarding the financial
condition, results, operations and businesses of BAE Systems and
its strategy, plans and objectives and the markets and economies in
which it operates, are forward-looking statements. Such forward-looking
statements which reflect management's assumptions made on the
basis of information available to it at this time, involve known and
unknown risks, uncertainties and other important factors which
could cause the actual results, performance or achievements of
BAE Systems or the markets and economies in which BAE Systems
operates to be materially different from future results, performance
or achievements expressed or implied by such forward-looking
statements. Nothing in this document shall be regarded as a profit
forecast. BAE Systems plc and its directors accept no liability to third
parties in respect of this report save as would arise under English
law. In particular, section 463 Companies Act 2006 limits the liability
of the directors of BAE Systems plc so that their liability is solely to
BAE Systems plc.

REAL PERFORMANCE. REAL ADVANTAGE.



Customer Solutions
& Support

20

Integrated Systems
& Partnerships

A portfolio of high-technology defence
systems businesses comprising the
wholly-owned Integrated System
Technologies and Underwater Systems
businesses, together with a 37.5%
interest in the pan-European MBDA
joint venture, a 20.5% interest in Saab
of Sweden and a 50% interest in the
Gripen International joint venture.

22

HQ and other businesses

Comprises the regional aircraft asset
management and support activities,
head office and UK shared services
activity, including research centres
and property management.

24

Principal
operations

Main operating
locations

Group

– Good financial performance
– Continued growth from US businesses
– Implementation of UK Defence Industrial
Strategy underway

£13,765m 88,600
Sales for 2006 Number of employees,

including share of employees
of equity accounted investments

Provides partnered, through-life
support and capability solutions to the
UK MoD and manages the businesses
in Saudi Arabia and Australia.

BAE Systems at a glance

Electronics,
Intelligence & Support

Provides a variety of military
communications, electronic
identification, navigation and guidance
systems, network-centric warfare
solutions and a broad range of
support solutions, including major
ship repair activities for the US Navy.

14

BAE Systems is the premier global defence and
aerospace company delivering a full range of products
and services for air, land and naval forces as well
as advanced electronics, information technology
solutions and customer support services.

Land & Armaments

Provides design, development,
production and through-life support
and upgrade of armoured combat
vehicles, naval guns, missile
launchers, artillery systems and
intelligent munitions.

16

Programmes

Comprises the Group’s air systems,
naval ships and submarines activities,
with the UK MoD its principal
customer.
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Principal
operations

Main operating
locations

US, Global

£4,007m
28%

– Strong demand for electronic
warfare systems

– Key support solutions business wins
– Group-wide capabilities combine
to win FastTrack contract

– Key Federal information technology
solutions awards

US, UK, Sweden, South Africa

£2,115m
15%

– Benefiting from high volume of reset
and upgrade activity

– Good progress in next-generation
technology programmes

– Accelerated rationalisation in the
UK business

– Wheeled armoured vehicle
successes

UK, Global

£2,927m
21%

– Good schedule and cost adherence
– Programmes transitioning from
development to production

– Hawk and Nimrod production
orders secured

– UAV technology agreements secured

UK/Europe, Middle East, Australia

£3,180m
22%

– Tornado ATTAC agreement signed
in the UK

– Kingdom of Saudi Arabia
modernisation programme underway

– Investment in Kingdom of Saudi
Arabia continues

– Australian Hawk support
contract secured

UK/Europe

£1,748m
12%

– European portfolio restructuring
complete

– Major Insyte communication system
wins in UK

– MBDA programme milestones
achieved

– Saab’s acquisition of Ericsson
Microwave Systems complete

UK

£295m
2%

– Aerostructures sale completed
– UK pension funding deficit
addressed

Share of 2006
Group sales
(before elimination
of intra-group sales)

Major markets

Key points
from 2006
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Registered office
6 Carlton Gardens
London
SW1Y 5AD
United Kingdom
Telephone: +44 (0)1252 373232

Company website: www.baesystems.com

Registered in England & Wales, No.1470151

Registrars
Lloyds TSB Registrars (0140)
The Causeway, Worthing
West Sussex BN99 6DA
United Kingdom
Telephone: 0870 600 3982
(+44 121 415 7058 from outside the UK)

If you have any queries regarding your
shareholding, please contact the registrars.

Shareview service
The Shareview service from our registrar,
Lloyds TSB Registrars, gives shareholders:

– direct access to data held on their behalf
on the share register including recent
share movements and dividend details;
and

– the ability to change their address or
dividend payment instructions on-line.

To sign up for Shareview you need the
‘shareholder reference’ printed on your
proxy form or dividend stationery. There
is no charge to register.

When you register with the site, you can
register your preferred format (post or
e-mail) for shareholder communications.
If you select ‘e-mail’ as your mailing
preference, you will be sent shareholder
communications, such as proxy forms and
annual/interim results by e-mail instead of
post, as long as this option is available.

If you have your dividends paid straight to
your bank account, and you have selected
‘e-mail’ as your mailing preference, you can
also collect your tax voucher electronically.
Instead of receiving the paper tax voucher,
you will be notified by e-mail with details of
how to download your electronic version.

However, if you choose ‘post’ as your
preference, you will be sent paper
documents as usual.

Visit the website for more details:
www.shareview.co.uk

Details of software and equipment
requirements are given on the website.

Shareholder dealing service
Hoare Govett Limited offers a low cost
postal dealing service enabling UK resident
shareholders to buy or sell BAE Systems plc
shares. Basic commission is 1%, subject to
a minimum charge of £15.00. If you require
further information please contact:

Hoare Govett Limited
Telephone: +44 (0)20 7678 8300

This notice has been approved by Hoare
Govett Limited which is authorised and
regulated by the Financial Services Authority.

ShareGift
The Orr Mackintosh Foundation operates a
charity donation scheme for shareholders
with small parcels of shares which may be
uneconomic to sell. Details of the scheme are
available from ShareGift at www.sharegift.org
or by telephone on 020 7828 1151.

Share price information
The middle market price of the Company’s
ordinary shares on 31 December 2006
was 425.75p and the range during the
year was 329p to 449.75p.

Daily share prices are available in the UK
on the FT Cityline service on 0906 843
0000. At the menu following the FTSE 100
index, select option 2 for share prices and
the relevant four-digit code shown below:

BAE Systems plc ordinary shares –
enter the four-digit code 1890

BAE Systems plc preference shares –
enter the four-digit code 5174

Calls are charged at 60p per minute
at all times.

Alternatively you can view teletext
or a similar service.

Dividend reinvestment plan
The company offers holders of its ordinary
shares the option to elect to have their
dividend reinvested in shares purchased
in the market instead of cash. If you would
like to make this election, please request
a dividend reinvestment plan mandate from
our registrars:

Lloyds TSB Registrars
The Causeway, Worthing
West Sussex BN99 6DA
Telephone: 0870 241 3018
Telephone number from outside the UK:
+44 121 415 7058

American Depositary Receipts
The BAE Systems plc American Depositary
Receipts (ADRs) are traded on the
Over The Counter market (OTC) under
the symbol BAESY. One ADR represents
four BAE Systems plc ordinary shares.

JPMorgan Chase Bank, N.A. is the
depositary.

If you should have any queries,
please contact:

JPMorgan Chase Bank, N.A.
JPMorgan Service Center
PO Box 3408
South Hackensack NJ 07606-3408
USA

Toll free telephone number:
800 990 1135
Telephone number from outside the US:
+1 201 680 6630

Website: www.adr.com
Email: jpmorganadr@mellon.com

Financial calendar

Financial year end 31 December

Annual General Meeting 9 May 2007

Preference shares conversion
date (final opportunity) 31 May 2007

2006 final ordinary
dividend payable 1 June 2007

2007 half yearly preference
dividend payable 2 July 2007

2007 interim results
announcement 9 August 2007

2007 interim ordinary
dividend payable 30 November 2007

2007 full year results
– preliminary announcement February 2008
– report and accounts April 2008

2007 final ordinary
dividend payable June 2008

Shareholder information
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Important note
This Annual Review is a summary of the information in the full Annual Report of BAE Systems plc. It does
not contain sufficient information to allow a full understanding of the results of the Group and state of affairs
of the Company or of the Group, and of their policies and arrangements concerning directors’ remuneration.
For further information, the full Annual Report should be consulted. This can be found on the Company’s website,
www.baesystems.com. Alternatively, copies are available, free of charge, from:
The Company Secretary, BAE Systems plc, 6 Carlton Gardens, London SW1Y 5AD
If in future years you wish to receive the full Annual Report you should write to the Company’s registrars,
Lloyds TSB Registrars, at the address shown above.

Cert no. SGS-COC-2958

The paper used in this document contains a minimum
of 50 per cent post consumer waste. It also has FSC
certification and is sourced from well managed forests
certified in accordance with the rules of the Forest
Stewardship Council.
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This Annual Review is a summary of the information in the full Annual Report of BAE Systems plc. It does
not contain sufficient information to allow a full understanding of the results of the Group and state of affairs
of the Company or of the Group, and of their policies and arrangements concerning directors’ remuneration.
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www.baesystems.com. Alternatively, copies are available, free of charge, from:
The Company Secretary, BAE Systems plc, 6 Carlton Gardens, London SW1Y 5AD
If in future years you wish to receive the full Annual Report you should write to the Company’s registrars,
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certified in accordance with the rules of the Forest
Stewardship Council.
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Cautionary statement
All statements other than statements of historical fact included in this
document, including, without limitation, those regarding the financial
condition, results, operations and businesses of BAE Systems and 
its strategy, plans and objectives and the markets and economies in
which it operates, are forward-looking statements. Such forward-looking
statements which reflect management's assumptions made on the
basis of information available to it at this time, involve known and
unknown risks, uncertainties and other important factors which 
could cause the actual results, performance or achievements of 
BAE Systems or the markets and economies in which BAE Systems
operates to be materially different from future results, performance 
or achievements expressed or implied by such forward-looking
statements. Nothing in this document shall be regarded as a profit
forecast. BAE Systems plc and its directors accept no liability to third
parties in respect of this report save as would arise under English
law. In particular, section 463 Companies Act 2006 limits the liability 
of the directors of BAE Systems plc so that their liability is solely to
BAE Systems plc.
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Highlights, outlook and results in brief

Highlights

– Good financial performance
– Continued growth from US businesses
– Implementation of UK Defence

Industrial Strategy underway 
– European business portfolio

restructuring completed
– UK pension funding deficit addressed
– Airbus sale completed
– Underlying earnings3 per share

up 29.3% at 23.8p
– Dividend increased 9.7% to

11.3p per share for the year

Outlook

Looking forward to 2007 we anticipate 
a further year of good growth led by our
US businesses, in particular from the Land
& Armaments sector, and from further
progress in the Programmes business.

We anticipate good operating cash flow
again in 2007.

Results in brief
Restated6

Results from continuing operations 2006 2005   

Sales1 £13,765m £12,581m
EBITA2 £1,207m £909m
Operating profit £1,054m £761m
Underlying earnings3 per share 23.8p 18.4p
Basic earnings per share4 19.9p 13.9p
Order book5 £31.7bn £30.8bn

Other results including discontinued operations

Dividend per share 11.3p 10.3p
Cash inflow from operating activities £778m £2,099m
Net cash/(debt) as defined by the Group £435m £(1,277)m

1 including share of equity accounted investments
2 earnings before amortisation and impairment of intangible assets, finance costs and taxation expense 
3 earnings excluding amortisation and impairment of intangible assets, non-cash finance movements on pensions and financial derivatives, and uplift on acquired inventories 
4 basic earnings per share in accordance with International Accounting Standard 33 
5 including share of equity accounted investments’ order books and after the elimination of intra-group orders of £0.8bn (2005 £0.9bn)
6 restated following the sale of Airbus SAS
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Chairman’s letter
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an’s letter

The focus of the Group’s strategy in recent
years has seen a drive to improve returns
and eliminate excessive risk in the UK-
based operations, alongside the expansion
of the Group’s presence in the US. This 
twin approach is transforming the Group’s
performance in the UK market and has
established BAE Systems as one of the
major US defence companies. 

Notable achievements in 2006 included 
the resolution of the approach to funding the
deficit on the Group’s pension schemes, the
completion of the sale of our 20% interest in
Airbus and good progress towards securing
further significant business in Saudi Arabia.
Underlying these individual achievements 
has been a broad-based improvement in
performance across the Group.

In addition to continuing to pursue the
development of the Group in its two largest
defence and aerospace markets, the UK 
and the US, the Group’s strategy recognises
opportunities in the other home markets 
in which BAE Systems has a local presence
and capability; Australia, Saudi Arabia, 
South Africa and Sweden.

Alongside the development of the Group 
in these six home markets, BAE Systems
will continue to nurture a high performance
culture. The delivery of continuous
performance improvement remains key 
to the twin objectives of delivering cost-
effective capability to our customers and
maximising returns for our shareholders. 

The Group’s strategy is reviewed regularly 
as part of the Group’s annual business

planning process. This review tests the
continued relevance of the current strategy.
The adaptations made to the strategy are
set out on page 6 and reflect the progress
made over the past 12 months. 

With the transition of the Group from
recovery to sustained performance growth,
we have looked hard at the composition 
of the Board to ensure it continues to
provide the most effective leadership of 
the Group’s development. 

BAE Systems has a Board with a wealth 
of collective experience. That experience
includes not just defence and aerospace
domain knowledge but brings learning from
other international contracting businesses
and finance backgrounds. In addition to the
three new non-executive directors appointed
in 2005, we welcomed Sir Nigel Rudd to 
the Board on 10 September 2006. Michael
Lester and Mark Ronald retired from the
Board on 31 December 2006. Both have
made major contributions to the Group and
this industry, throughout long careers.

At the start of 2007 I was pleased to
welcome to the Board Walt Havenstein, as
Chief Operating Officer, with responsibility for
our US-led operations, and Ian King, as Chief
Operating Officer, with responsibility for the
Rest of World, including UK, businesses.

In February we agreed retirement dates for
Sue Birley and Ulrich Cartellieri. They have
afforded the Group great service through 
their contribution to both the Board and its
committees. The Group has benefited from
their wise counsel and we thank them for this.

The Board now comprises approximately
60% non-executive directors. 

The changes in the composition of the
Board have enabled us to strengthen the
Board committee s that provide oversight 
to executive remuneration, succession
planning, audit and corporate responsibility. 

BAE Systems has a highly skilled and
dedicated workforce. Our people have
demonstrated that they can rise to the
challenge of delivering performance in a
challenging technological industry and 
I am grateful to them for their contribution 
to the Group’s progress. 

In December 2006, a decision was reached
by the Serious Fraud Office to conclude 
its investigation related to the activities of
the Group in Saudi Arabia. Our policies for
conducting ethical business are clear and
unambiguous, with established processes 
to ensure compliance. 

The Group’s corporate responsibility
performance is summarised on pages 26
and 27 and also detailed in an important
separately published report. Like all high
performance companies, our policies 
are kept constantly under review, and 
we are committed to take action wherever
necessary to maintain the highest standard
of corporate governance.

The Board is recommending an increased
final dividend of 6.9p per share, making 
a total of 11.3p for the year. At this level,
having taken account of the sale of Airbus,
the annual dividend is covered 2.1 times 
by underlying earnings from continuing
operations (2005 1.8 times). Subject to
shareholder approval at the 2007 Annual
General Meeting, the dividend will be paid
on 1 June 2007 to holders of ordinary
shares registered on 20 April 2007. 

Dick Olver
Chairman

21 February 2007

Dick Olver
Chairman

2006: a successful year 
for BAE Systems
Good operational
performance and effective
implementation of a well-
defined, soundly based
strategy are combining to
deliver real performance.
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Chief Executive’s review

Year in review
BAE Systems delivered another year of 
good financial performance, underpinned 
by programme schedule and cost adherence
across the Group and reflecting the benefits
now flowing from our world-class Lifecycle
Management and Performance Centred
Leadership processes. 

The performance of the US businesses 
has again been excellent with the Group’s
expansion in the US market over recent
years generating good returns. Good
progress has continued in the UK
businesses with programmes on track 
and meeting their key milestones. 

A number of export opportunities have also
progressed, most notably in the Kingdom 
of Saudi Arabia where, under an agreement
between the Kingdom of Saudi Arabia and
the UK government, the Group is working 
to modernise the Saudi armed forces
including progressing towards a contract 
for 72 Typhoon aircraft.

We have continued to divest those
businesses that were non-core to our
strategy. In May the Group initiated the 
sale of its 20% shareholding in Airbus. 
The decision to sell the Airbus stake was
consistent with our strategy of maximising
value from that business, recognising it was
facing an increasing number of challenges.
The sale was completed in October following
shareholder approval. The proceeds will be
directed to developing the core business
and a repurchase of up to £500m of the
Group’s shares is underway.

The sale of the Aerostructures business 
was completed in March and the sale of
Atlas Elektronik was completed in August.

A big concern for the Group in recent 
years has been the funding of its pension
schemes. Agreements were concluded
during 2006 to address funding deficits. 
The revised funding plan in the UK schemes
includes a combination of higher company
and employee contribution rates, reductions
in future benefits for employees and one-off
cash and asset contributions by the Group.
This shared approach has achieved a 
good outcome for all parties. The Board 
is in consultation with the trustees of the
Group’s pension schemes to consider the
implication of the Airbus sale on pension
scheme funding.

US businesses
In the US, the integration of the former
United Defense activities into BAE Systems
has been completed successfully. The land,
armaments and ship repair activities that
comprised the acquired United Defense
business are performing well. 

The Electronics, Intelligence & Support
business continued to achieve growth 
ahead of the addressable US Department 
of Defense (DoD) budget, with like-for-like
sales up 6%. Contributing to this growth 
was strong demand for electronic protection
systems. The business continues to lay the
foundations for sustained performance with
new business wins, including substantial

contracts for Common Missile Warning
Systems to protect aircraft.

A number of significant new support
business wins include the award of a prime
contract to provide software development
and management support services to the
Department of Homeland Security.

BAE Systems continues to look for
opportunities to grow its US business 
by acquisition following the successful
additions to the Group over recent years.
Progress has been slowed by sustained 
high valuations of businesses that would
align with the Group’s strategy. Further
acquisitions will have to continue to meet
our strict value creation criteria. In the
meantime, organic growth in the US
businesses continues.

The focus on current operations in
Afghanistan and Iraq is generating a high
level of armoured vehicle reset activity 
such as the return of Bradley vehicles to ‘as
new’ condition. Substantial funding for such
reset activities has been available through
supplemental budgets in support of current
military operations. Supplemental spending
is expected to continue in the near term but
the Group’s business plans are based on
more prudent longer-term assumptions.

BAE Systems is a leader in electronic
warfare technology including electronic
protection systems. Such advanced
protection systems are expected to 
continue to be a funding priority.

Equipment modernisation is also expected
to continue and the Group is actively
involved in current and new generation 
land systems, including Future Combat
System variants. In addition, the digitised,
A3, version of the Bradley is a core element
of the modernisation and modularisation 
of US forces.

BAE Systems is a high technology 
business and a major participant in force
transformation activities including new
generation Intelligence, Surveillance and
Reconnaissance programmes. 

As a result of strong positions in these priority
areas, and notwithstanding expectations 
for a flattening of growth in overall defence
spend, organic growth in the US businesses 
is expected to continue at a level above the
underlying DoD addressable budget growth.

Mike Turner
Chief Executive

A strong platform
for future performance

BAE Systems delivered
another year of good
financial performance,
underpinned by programme
schedule and cost 
adherence across the Group.

C
hi

ef
 E

xe
cu

tiv
e’

s 
re

vi
ew

BAE002_review_p2_5_vAW.qxp:Layout 1  2/4/07  16:31  Page 3



BAE Systems Annual Review 20064

Chief Executive’s review (continued)

In October, a production order for 28 Hawk
Mk128 aircraft for the RAF was secured.

Following the launch of the first of class
Type 45 destroyer, outfitting is progressing
to programme. The second ship was
launched on 23 January 2007 and major
steel sections are also well underway for 
the third and fourth ships. The planned build
efficiencies from one ship to the next are
being met or exceeded. Following successful
risk reduction, a small amount of profit has
been recognised on the programme.

Both of the Landing Ship Dock (Auxiliary)
ships originally contracted to BAE Systems
for the UK’s Royal Fleet Auxiliary were

completed. The Group was asked to assist
with completion of the fourth ship in addition
to taking over lead yard responsibility for the
ship class.

Development and assembly of the first of
class Astute submarine progressed well. 
A key 2006 milestone, electrical power 
to switchboards, was achieved enabling
commissioning activity on the boat to
commence. Work on the second boat,
Ambush, is also proceeding well with major
milestones, such as the closure of the
reactor compartment, demonstrating
significant schedule advance compared 
with the first boat. Pricing discussions on
boats two and three, together with the initial
phase of boat four, are well advanced.

In addition to UK weapon system
procurement programmes, the development
of the support business continues.
BAE Systems is delivering a reduction in the
UK Ministry of Defence’s (MoD) in-service
cost, improving equipment availability and
consequently front-line capability for the
armed forces. Further opportunities for
valuable support business growth remain. 

Pioneering work that BAE Systems previously
undertook through a series of small pilot
support programmes, in partnership with the
UK Defence Logistics Organisation, is now
being applied across the MoD’s fixed wing
aircraft fleet. In December the Group signed
a ten-year availability based partnership
agreement providing all support up to the
front-line for the UK’s Tornado aircraft.

Within the land sector, the successful
introduction of the armoured fighting vehicle
partnering arrangement is underway with 
the in-service date achieved, on schedule,
for the upgraded FV430 Bulldog armoured
fighting vehicle. In addition, progress
continues towards the transformation of
arrangements for the supply of munitions.

At the end of 2005 the UK government
published its Defence Industrial Strategy

Lifecycle Management (LCM)
The delivery of the Group’s strategy is
dependent upon the successful winning
and execution of projects. The application
of our world-class LCM process is critical
to our capability to deliver these projects
to schedule and cost. LCM is a powerful
and flexible process which promotes the
application of best practice programme
execution and facilitates continuous
improvement across the Group.

UK businesses
The performance on large complex weapon
system programmes in the UK has been
good and is expected to continue to progress
as more programmes move to production.

Deliveries of Typhoon continue to schedule.
113 aircraft have been delivered to the four
partner nations including 38 now in service
with the UK’s Royal Air Force (RAF).

Flight development of the Nimrod MRA4
programme continues and the formal
production contract was received in July for
nine aircraft together with an option for the
conversion of the three aircraft currently in
flight development to production standard.

C
hief Executive’s review

Performance Centred Leadership (PCL)
The Group’s PCL framework was
designed and developed using best
practice from around the globe. It drives
business success by linking individual
goals with the wider goals of the
organisation, enabling employees to
understand how their own success
contributes to the success of the 
whole business. 

In support of the Group’s strategy, the Executive Committee has agreed the top ten objectives
for 2007.

Executive Committee 2007 Top Ten objectives: 

1. Financial targets
Meet our 2007 financial targets and
through the rolling five year Integrated
Business Planning process set 
business plans that are both realistic 
and challenging

2. Application of mandated business
processes
Ensure application of the mandated
business processes

3. Programme execution
Further increase management focus 
on meeting our contracted schedule 
and cost commitments

4. US businesses
Continue to grow our US businesses

5. UK businesses
Continue to implement DIS with focus
on through-life capability management
in the air, land and sea domains to 
deliver cost and capability benefits to 
our customers and acceptable profit
levels to our shareholders

6. Kingdom of Saudi Arabia
Progress the business strategy with 
the Kingdom of Saudi Arabia

7. Exports 
Focus on key export opportunities

8. Partnering
Demonstrate a commitment to
partnering across the business to
maximise business-winning opportunities

9. Develop existing and new home markets
Maximise development and growth 
in existing and new home markets

10. Leadership
Demonstrate leadership at all levels
towards achieving a world-class high-
performance culture that helps deliver 
the strategy and objectives
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Managing Major Subcontractors
Successful relationships with our partners and
subcontractors across the supply chain are key
to our performance. We have distilled best
practice from within the Group and other world
class organisations into a ‘Gold Standard for
Managing Major Subcontracts’. Roll-out of this
best practice across the Group will accelerate
our learning and improve performance in this
strategically important capability.

(DIS). DIS is a very significant change
programme for both industry and the UK
MoD. It will help determine the future level of
BAE Systems’ involvement in the UK defence
industrial base as it is implemented.

It is intended that long-term partnering
agreements, currently being discussed with
the UK MoD in all three air, land and sea
sectors, will form the basis for much of 
the implementation of DIS. These long-term
partnering agreements will specify the future
capabilities and requirements for each
sector, enabling both the UK MoD and
industry to make long-term investment
decisions with a greater degree of certainty
than has been possible previously.

The UK MoD has committed to a complex
weapon long-term partnering agreement that
will preserve capabilities and business within
the MBDA guided weapons joint venture.

An integral part of DIS is the identification 
of those technologies that are likely to remain
key to the future capability of the UK armed
forces and that need to be retained on-shore.
A good early example was the launch of an
Unmanned Combat Air Vehicle technology
demonstrator programme in December.

At the heart of this strategic framework is the
recognition that industry has to demonstrate
and deliver value for money and through-life
capability for the UK armed forces, whilst 
also generating appropriate returns for
shareholders. BAE Systems is well positioned
to address these requirements.

In response to encouragement from 
DIS, BAE Systems has been considering
opportunities for a more integrated UK naval
capability. Such considerations included
discussions with VT Group regarding the
possibility of a bid for Babcock. These initial
discussions were not taken forward but
opportunities for consolidation of the UK
naval industry continue to be explored, 
and, in December, the Group announced
discussions with VT Group with a view to
integrating the naval surface ship activities.

Other markets
In addition to its strong positions in the 
UK and US markets, BAE Systems has a
significant presence in the other important
markets of Australia, Saudi Arabia, South
Africa and Sweden.

In all six countries, BAE Systems is
recognised as an important on-shore
defence and aerospace supplier. The 
Group continues to look for opportunities 
to strengthen its position as part of the
defence industrial base of those countries. 

A major growth opportunity is the Group’s
role in supporting the partnership between
the UK government and the Kingdom of
Saudi Arabia to update the capability of 
the Kingdom’s armed forces. A key feature
of this agreement is also to assist the
Kingdom in developing its defence industrial
base and the training of its workforce. 

BAE Systems has been pursuing a strategy
to transition its Saudi business from a 
UK-centric operation to a major in-Kingdom
presence. Consistent with this strategy
BAE Systems continues to invest in 
the Kingdom. 

Recognising that the security and welfare 
of the 4,600 employees and their
dependants in Saudi Arabia is paramount, 
a major construction programme is well
underway to create two new residential 
and workplace facilities.

These investments establish a significant
industrial footprint in Saudi Arabia with 
a growing in-Kingdom technical capability. 
This will enable the Group to satisfy 
many of its Saudi customer’s needs from 
on-shore companies.

Industrialisation is a key feature of 
the modernisation programme and the
commitment to Typhoon will allow us to 
build on the established Tornado support
activity. Opportunities for new business 
in other areas of the Kingdom’s armed
forces are also being considered.
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As in the UK, Typhoon and Tornado are
expected to operate side by side for many
years and these in-country investments are
expected to generate returns for shareholders
over many decades.

In summary, BAE Systems is progressing
well. The Group’s strategy is delivering a
focused, high performing, defence and
aerospace business with good positions in
key markets around the globe. As a result,
the Group has a robust plan to deliver
profitable growth for our shareholders.

Mike Turner
Chief Executive

21 February 2007
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Strategy and markets

Integrated business plans

To deliver sustainable growth in shareholder value by being the 
premier global defence and aerospace company

Establish in the UK
sustainably profitable 
through-life
businesses in 
Air, Land and Sea

Grow our business 
in the United States 
both organically 
and via acquisitions

Implement the home
market strategy and 
grow in the Kingdom 
of Saudi Arabia 

Grow our global land
systems business 

Grow our export
business from our
home markets

Grow our global
support, solutions
and services
businesses

Our Group strategy is ‘to deliver sustainable growth in shareholder value by being 
the premier global defence and aerospace company’. We deliver this through our
Group strategic objectives, business portfolio actions and integrated business plans. 

Delivering on our strategy

The five Group strategic objectives are 
owned by the Executive Committee and
apply across the Group. The business
portfolio actions are championed by the
relevant Executive Committee members 
and are delivered by the businesses either 
separately or jointly.

Group strategy
The significant progress made in 2006 has
been reflected by the evolution of our Group
strategy. We have refocused our strategy 
to be ‘to deliver sustainable growth in
shareholder value by being the premier
global defence and aerospace company’
where previously the emphasis was just
transatlantic. This recognises the renewed
emphasis on growing our six home markets
(UK, US, Australia, Saudi Arabia, South
Africa and Sweden) and on generating
exports from these established home
markets. We will also now consider
opportunities in new high-growth markets. 

We have reviewed and updated the Group
strategic objectives. We have also made a
number of changes to the business portfolio
actions to reflect recent progress.

Customers’ requirements increasingly
demand the ability to offer ‘through-life’ 
and ‘capability’ solutions. We now identify
portfolio actions that, consistent with our
customers’ requirements, will support 
the delivery of our strategy. Increasingly
businesses must find ways to work together
across traditional business boundaries 
to deliver these actions. As a result 
our businesses may now support more 
than one portfolio action. The updated
actions also reflect the Group’s revised
organisational structure. 

Business portfolio actions
The drive to build sustainable, profitable,
through-life businesses in the air, land and
sea sectors of the UK market continues,
building on the good progress last year.

We continue to seek growth in the US
through continuing to target above-market
organic growth from the Group’s established
business activities, and by looking for value-
enhancing acquisitions.

Following our success in recent years in
establishing a global land systems business
we continue to pursue growth opportunities
in this market sector.

The Group will continue to target growth 
in support, solutions and services activity in
our global markets, reflecting the increasing
focus of customers to procure capability on
a through-life basis.

The sale of the Group’s 20% interest in
Airbus successfully delivered the action of
maximising the value from our Airbus stake
and that action has now been removed.

Good progress made in 2006 to address
non-core activities within the Group through
business disposals has enabled this action
to be removed.

Two new actions have been introduced.

Building on a relationship that spans several
decades we will pursue opportunities to
grow our business in the Kingdom of Saudi
Arabia. Our focus will be the transition 
of the relationship from one of an export
market to the implementation of a home
market strategy.

Export sales are an important source of
growth for the Group and we look to generate
export business from our home markets. 

S
trategy and m

arkets

Group strategy

Continue to embed a high-performance culture across the Company
Further enhance our programme execution capabilities

Increase sharing of expertise, technology and best practice between our global businesses
Develop a partnership approach to meet our customer requirements

Develop our capabilities in emerging growth markets

Group strategic objectives

Business portfolio actions
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Our global markets
The defence industry in the UK and 
US has consolidated over recent 
years resulting in fewer, larger, defence
companies. The nature of the defence
industry today is such that many 
of these industry constituents are
suppliers, customers and partners 
as well as competitors. 

BAE Systems is one of the world’s
leading defence companies and is 
one of only four companies with global
defence sales in excess of $20bn. It 
is Europe’s largest defence company
and ranks number seven within the 
US defence industry. 

BAE Systems is reliant upon the levels
of funding committed by the domestic
governments of the countries in which
the Group’s operations are based and
those to which the Group exports.
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Global defence spend
Forecast defence expenditure by major region
(US$ billions at constant 2007 prices)
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BAE Systems’ market position
Top 10 defence companies in 2006
(Defence revenue US$ billion)
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Global equipment market
2007 forecast defence procurement
(US$ billions at constant 2007 prices)

The US accounts for over 45% of 
forecast total global procurement 
in 2007.

1. Lockheed Martin
2. Boeing
3. Northrop Grumman
4. BAE Systems
5. Raytheon

6. General Dynamics
7. EADS
8. L-3
9. Thales
10. Halliburton

Source: BAE Systems internal analysis Source: BAE Systems internal analysis

The US represents around 45% 
of the total forecast global defence 
spend (including equipment, personnel 
and operating costs) to 2010.

Source: Defense News

Global defence procurement expenditure1 continued to rise with a 7% real increase
among the 15 largest military nations. With customers in over 100 countries and strong
positions in the UK, US, Australia, Saudi Arabia, South Africa and Sweden, BAE Systems
is well placed for further growth in both new and established defence markets. 

BAE Systems home markets

BAE Systems home markets

1 last available data 2005

2 including supplemental budget, excluding 
Research Technology Development & Engineering
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Markets: United States

Delivering growth in the US

BAE Systems is both a prime contractor 
to the US government and a supplier of
major sub-systems to the other large prime
contractors. The Group is a market leader 
in the provision of electronic warfare
systems, many of which have application 
on airborne programmes. BAE Systems has
a substantial business supporting network
systems and IT for US government agencies
and provides technical support services to
the US Navy, US Army, NASA and the FAA. 
In land systems, the Group is one of the two
largest suppliers of armoured vehicles in the
US and the wider accessible global market.

The US defence market accounts for 
over 45% of global defence spending and 
remains one of BAE Systems’ key markets, 
offering programme scale and high levels of
investment in research and development. US
defence spending has increased substantially
over recent years, including the Procurement
and Research and Development budgets from
which the defence industry derives much 
of its business. This high level of funding 
is expected to sustain further growth in the
near term, but with a levelling out anticipated
towards the end of the decade. 

In addition to the underlying defence spend,
the US market has seen large supplemental
budget allocations to fund overseas
operations. This supplemental spend includes
the cost of resetting equipment to combat
readiness following heavy operational 
use. BAE Systems has benefited from this
funding, which is expected to continue in 
the near term but then reduce as current
overseas deployments of armed forces 

decrease. Although growth in US defence
spending is expected to slow, the Group is
well placed to support the US Department 
of Defense’s likely continued emphasis 
on force sustainment and readiness.

M
arkets: U

nited S
tates

Sharing between our global businesses
The 57mm Mk 110 Mod 0 Naval Gun
System has currently been selected 
for both versions of the US Navy’s
Littoral Combat Ship and as the main
armament to go aboard the US Coast
Guard’s National Security Cutter. The
system is currently manufactured in
Sweden, but plans are underway to
transfer assembly to a US facility.

The Group’s US business now delivers over US$9bn
(£5bn) of annual sales and employs approximately
40,000 people in 36 states.
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Meeting the customer’s needs
Bradley combat vehicles have been
playing a crucial role in Iraq, providing
outstanding survivability, mobility 
and lethality in all types of combat.
BAE Systems has joined forces with 
the US Army to create a first-of-its-kind,
national level reset programme to help
remanufacture and upgrade the vehicles.
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Markets: United Kingdom

Long-term partnerships
are key to growth in the UK

The Group also provides command and
communications infrastructure. Business is
generated in other defence markets around
the globe through the export of UK-derived
weapon system programmes, subject to UK
government regulation.

The publication in December 2005 by the
UK government of its Defence Industrial
Strategy (DIS) was significant in shaping the
future UK defence market. A key element 
of the industrial strategy is the formation 
of long-term partnering agreements between
industry and the UK Ministry of Defence

(MoD). A good start has been made in
implementing such agreements and other
elements of DIS. 

BAE Systems now has a well-established,
growing and successful through-life capability
business in the air sector working closely with
the UK MoD and the Royal Air Force. Progress
has also been made in the land systems
sector with the development of a similar
armoured vehicle through-life partnership. 

Despite a substantial forward programme 
of new equipment requirements, the UK
defence procurement budget has been
pacing inflation with only limited real growth. 
BAE Systems has successfully grown its
participation in UK defence support activity
which has, in turn, generated savings for 
the customer that are being passed through
to enhance equipment procurement.

For some years the UK government has
encouraged competition in the defence
market from off-shore suppliers and, despite
the Group’s strong presence in the UK, the
market remains highly competitive.

M
arkets: U

nited K
ingdom

Type 45
The new generation Type 45 destroyer
will deliver leading-edge capability whilst
cutting operating costs by 37%. Daring
was launched on 1 February 2006 and
Dauntless’ launch followed 
in January 2007.

Unmanned Air Vehicle (UAV) capability
The UK Defence Industrial Strategy
highlighted the importance of
developing UAV capability within the 
UK industrial base. BAE Systems has
developed, built and flight tested UAV
demonstration systems in as little as 
six months, only a quarter of the time
usually needed.

BAE Systems is the largest defence prime contractor in
the UK with strong positions in the design, development,
manufacture and support of air, land and sea systems.
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Tornado ATTAC
BAE Systems is to provide availability
support to the Tornado platform for the
Royal Air Force (RAF), known as ATTAC
(Availability Transformation: Tornado Aircraft
Contract). ATTAC will see BAE Systems
partnering with the UK MoD and the RAF,
reflecting the aims and objectives of the
UK’s Defence Industrial Strategy. 
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Markets: Rest of World

Building significant presence
in key Rest of World markets

Saudi Arabia has been an important market
for BAE Systems for many decades and
there are significant new opportunities 
to both continue, and strengthen, this
relationship into the future. 

A key growth opportunity is the Group’s role
in supporting the partnership between the
governments of the Kingdom of Saudi Arabia
and the UK in updating the capability of the
Kingdom’s armed forces. We are committed
to assisting the Kingdom in developing its
defence industrial base and the training 
and up-skilling of its workforce.

BAE Systems is pursuing a strategy to
transition our Saudi business from a 
UK-centric export sales operation to a
significant in-Kingdom presence. In line 
with this strategy, we continue to make
substantial investments in the Kingdom,
establishing a major industrial footprint 
with a growing in-Kingdom technical
capability enabling the Group to satisfy 
many of our Saudi customer’s needs 
from on-shore companies.

Industrialisation is a key feature in this
market and the commitment to Typhoon will
allow us to build on the established Tornado
support activity. We also see opportunities 
for new business in other areas.

BAE Systems’ Australian business continues
to secure contracts and strengthen its
position as a through-life capability partner
to the Australian Defence Force. South Africa
is another market that continues to offer
opportunity, while our businesses in Sweden

continue to perform well both in home
markets and in securing export opportunities.

We continue to evaluate ways to develop 
in-country presence in markets which are
forecast to have significant and growing
defence expenditure and which want to
develop a significant local defence industry.
We have focused on a small group of
countries, including India, which meet 
these criteria.

Delivering next-generation products
The RG33 series was developed to 
meet the growing requirement for 
highly survivable, flexible mine-protected
wheeled vehicles. BAE Systems’ design
teams in South Africa and the US applied
the latest in collaborative design systems
and tools to rapidly prototype and
produce the first RG33 family vehicle 
in a 6x6 configuration.

Investing in Australia
BAE Systems is developing strategic
capabilities to enhance its support 
of the Australian Defence Force by
investing in fast jet support and
autonomous systems capabilities. CS&S
Australia is responsible for delivering
effective through-life support to the
Royal Australian Air Force’s Hawk 
Lead-In Fighter and the F/A-18 Hornet.

M
arkets: R

est of W
orld

In addition to its strong positions in the UK and US
markets, BAE Systems has a significant presence in 
the other important markets of Australia, South Africa,
Sweden and the Kingdom of Saudi Arabia.
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Saudi Arabia
BAE Systems’ home market strategy
in Saudi Arabia is focused on the
development of indigenous industrial
capabilities in-country to strengthen
the Group’s long-term presence in an
important and successful market.
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Electronics, Intelligence & Support

B
usiness group review

s

During 2006, Electronics, Intelligence &
Support achieved EBITA2 of £429m (2005
£324m) on sales1 of £4,007m (2005
£3,697m) and generated an operating cash
inflow3 of £273m (2005 £323m).

2006 EBITA2 includes a £61m accounting
gain relating to a revision to pension
benefits arising from changes to the
calculation of final pensionable salaries.
A one-off cash contribution of $100m
(£54m) was made to the principal US
pension fund at the end of the year.

The Ship Repair business of United
Defense, acquired in June 2005, contributed
full year sales1 of £316m (2005 £164m)
and EBITA2 of £23m (2005 £15m).

Electronics & Integrated Solutions (E&IS)
E&IS designs, develops and produces
electronic systems and sub-systems for 
a wide range of military and commercial
applications. The business focuses on 
five primary capabilities: electronic warfare
(EW), including information operations;
communications, with emphasis on
integrated C4ISR6 and tactical networking;
avionics, flight and engine controls; sensor
systems, providing remote sensing
technology, mission sub-systems and
missile seekers; and intelligence systems.

E&IS delivered the first EW system for the
Joint Strike Fighter F-35 Lightning II aircraft
and received funding for the system’s Low
Rate Initial Production. E&IS also delivered
the first production digital EW system for the
US Air Force F-22A Raptor. Current
production quantities are for 183 aircraft,
taking F-22A production through to 2011.

The National Geospatial-Intelligence Agency
selected E&IS to lead the team to develop 
a web-based surveillance and targeting
system, Global Net-Centric Surveillance 

1 including share of equity accounted investments
2 earnings before amortisation and impairment of

intangible assets, finance costs and taxation expense
3 net cash inflow from operating activities after capital

expenditure (net) and financial investment, and
dividends from equity accounted investments

4 before elimination of intra-group sales
5 excluding HQ and other businesses
6 Command, Control, Communications and Computing,

Intelligence, Surveillance and Reconnaissance 

– Organic sales growth of 6% over 2005
– Return on sales improved to 9.2% (excluding one-off accounting gain)
– Good conversion of EBITA2 to operating cash flow

Share of Group sales4 Share of Group EBITA2,5

2006 2005 2004

Sales1 £4,007m £3,697m £3,063m
EBITA2 £429m £324m £256m
Return on sales 10.7% 8.8% 8.4%
Cash inflow3 £273m £323m £190m
Order intake1 £4,311m £3,659m £3,310m
Order book1 £3.4bn £3.5bn £3.1bn

28% 32%

Financial highlights

– Strong demand for electronic warfare systems
– Key support solutions business wins 
– Group-wide capabilities combined to win FastTrack contract
– Key Federal information technology solutions awards

Key points

Defence spending in the US continues to be robust for the near term, however fiscal pressures
may make the budget environment more challenging in subsequent years. Customers will need
to balance priorities to equip effectively the current fighting force, whilst developing capabilities
to transform the future force.

BAE Systems will continue to focus on offering tailored, mission-enabling support solutions 
and lifecycle services to the US defence, intelligence, Federal and civilian markets.

The business is positioned to capitalise on recent organisational and integration actions to
reduce costs. Reducing costs will make the business more competitive and enable further
investment in new business opportunities to drive top-line growth.

Looking forward

The Electronics, Intelligence & Support business group,
with 31,700 employees1 and headquartered in the US, 
is a provider of defence and aerospace systems, 
sub-systems and services. It comprises two operating
groups: Electronics & Integrated Solutions and 
Customer Solutions.
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and Targeting, which will rapidly identify
battlefield targets to speed up decision-
making by intelligence analysts and 
military personnel.

BAE Systems continues to hold a leadership
position in the development of Advanced
Threat Infrared Countermeasure (ATIRCM)
systems. In 2006, E&IS began phase three
of a Department of Homeland Security
programme to develop a commercial version
of the ATIRCM system, JETEYETM, which
seeks to defeat the threat of shoulder-fired
anti-aircraft missiles. 

BAE Systems was selected to develop the
active inceptor system for the US Army’s 
UH-60M Black Hawk helicopter programme.
The Black Hawk will be the first production
helicopter to combine active inceptor
technology with a fly-by-wire system that
saves weight and provides pilots with
intuitive tactile cues for easier aircraft
handling and reduced workload.

BAE Systems is the world’s leading supplier
of hybrid propulsion systems for urban transit
buses. New orders received in 2006 totalled
415 HybriDrive® propulsion systems. 

E&IS is a supplier of state-of-the-art infrared,
millimetre-wave, and laser technologies for
missile seekers, guided munitions and
target designators. Using a BAE Systems’
seeker, the THAAD (Terminal High Altitude
Area Defense) missile system successfully
detected and intercepted an incoming
ballistic missile target. This demonstration
of ‘a bullet hitting a bullet’ was a key
milestone in the development of this
defence against missile-borne weapons 
of mass destruction.

The US Army fully funded the Thermal
Weapon Sight (TWS) at $285m (£146m)
with full production to produce and deliver
29,600 units by mid-2008. In 2006, more
than 4,500 TWS units were delivered 
on time or ahead of schedule to meet
critical fielding.

To increase focus on through-life product
and logistics support, E&IS opened its first
Readiness & Sustainment centre adjacent 
to Robins Air Force Base, Georgia. E&IS also
signed partnership agreements with the US
Army’s Tobyhanna Depot in Pennsylvania 
to enhance communications and electronics
lifecycle management and with the US Air
Force’s Open Air Logistics Center, Utah, 
to support aircraft sustainment.

Customer Solutions
Customer Solutions comprises three
businesses:

– BAE Systems Information Technology (IT)

– Technology Solutions and Services (TSS)

– BAE Systems Ship Repair

BAE Systems IT capabilities include
enterprise-wide managed IT operations,
mission-critical application development 
and lifecycle support information analysis
and assured delivery. TSS provides services
including system engineering and technical
assistance, system and sub-system
integration, operations and maintenance.
Ship Repair is the US’s leading non-nuclear
ship repair company and also provides
conversion and modernisation services,
principally in the home ports of the US Navy.

Customer Solutions integrates
communications systems, builds and
maintains precision tracking radars, and is
one of the largest service providers to the
US Navy. The business is also a leader in 
air and missile defence systems and is 
one of the world’s largest manufacturers 
of explosives.

During 2006, significant contract wins were
secured, underpinning the future growth in
the Customer Solutions business.

BAE Systems was awarded a prime contract,
worth approximately $250m (£128m), from
the Department of Homeland Security to
improve efficiency and reduce IT costs. The
business also received an estimated $250m

(£128m) award from the US Army under the
Information Technology Enterprise Solution –
2 Services contract. This contract provides
IT services to support the Army’s enterprise
information infrastructure requirements and
goals. BAE Systems IT was also successful
in 100% of its recompetes in 2006. 

TSS won the US Air Force Space Command’s
potential 12-year, $509m (£260m) contract
for operation and maintenance of the Solid
State Phased Array Radar Systems at five
radar sites worldwide. The US Army Space
and Missile Defense Command’s Future
Warfare Center signed an agreement with
BAE Systems worth up to $482m (£246m)
under the Concepts and Operations for
Space and Missile Defense Integration
Capabilities contract.

BAE Systems Ship Repair provides a full
array of ship repair services in support of 
US Navy vessels. In 2006, the Ship Repair
business was awarded a service contract 
for guided missile cruiser class ships home
ported in Norfolk, Virginia, potentially valued
at $169m (£86m). A second multi-ship,
multi-option contract was awarded for repair
and maintenance of all US Navy surface
ships home ported in Hawaii, potentially
valued at $270m (£138m).

Common Missile Warning System (CMWS)
Under a CMWS contract, potentially worth $1.4bn
(£0.7bn), the US Army has the flexibility to order
at various times any number of systems. E&IS
increased production from 30 to 50 systems a
month to outfit all US Army helicopters in
Afghanistan and Iraq.

Transatlantic partnership delivers on a FastTrack
By leveraging its experience and expertise found
around the world, the BAE Systems FastTrack
team demonstrated speed, agility and Group-wide
collaboration to win a new contract with the 
US Navy valued at up to $450m (£230m) over
seven years. Under this contact, BAE Systems 
will reengineer and remanufacture aircraft parts
to optimise the US military’s ageing aircraft. 
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During 2006, Land & Armaments achieved
EBITA2 of £168m (2005 £42m) on sales1

of £2,115m (2005 £1,270m) and generated
an operating cash inflow3 of £137m 
(2005 £168m). 

 The United Defense Land & Armaments
business, acquired in June 2005, contributed
full year sales1 of £1,354m (2005 £625m)
and EBITA2 of £146m (2005 £45m).

Following rationalisation activity in 2005 
and further announcements in 2006, the
UK-managed business returned to profit 
a year ahead of plan.

United States 
The US business has substantial US Army
contracts for the refurbishment and upgrade
of Bradley, M88 Hercules improved recovery
vehicles and M113 fighting vehicles. These
contracts involve restoring current systems
to combat-ready condition following extensive
operational use and upgrading them to more
advanced configurations.

Following the final US FY07 Defense
Appropriations Bill, Land & Armaments
reached agreement with the US Army 
in November 2006 for contracts for 610
reset/upgraded Bradley vehicles, 113 M88
Hercules vehicles and upgrade of 447 M113
fighting vehicles at a total value of 
$1.6bn (£0.8bn).

In May 2006, BAE Systems was awarded 
its first wheeled vehicle contract in the US
to manufacture the Iraqi Light Armoured
Vehicle, designed to protect Iraqi armed
forces against roadside bombs and mine
blasts. Under this $187m (£96m) contract,
Land & Armaments will supply an initial 
378 vehicles for Iraqi forces. If all contract
options are exercised, delivery orders could
total 1,050 vehicles.

Progress on the Future Combat Systems
programme continues with the successful

Land & Armaments business group, with 11,600
employees1 and headquartered in the US, is a leader in
the design, development, production and through-life
support and upgrade of armoured combat vehicles,
naval guns, missile launchers, artillery systems and
intelligent munitions. 

– Sales of £1.4bn from acquired United Defense business
– Improvements in UK business performance
– Order book growth

2006 2005 2004

Sales1 £2,115m £1,270m £482m
EBITA2 £168m £42m £(8)m
Return on sales 7.9% 3.3% (1.7)%
Cash inflow/(outflow)3 £137m £168m £60m
Order intake1 £2,964m £1,541m £869m
Order book1 £4.9bn £4.4bn £2.2bn

Financial highlights

– Benefiting from high volume of reset and upgrade activity
– Good progress in next-generation technology programmes 
– Accelerated rationalisation in the UK business
– Wheeled armoured vehicle successes

Key points

1 including share of equity accounted investments
2 earnings before amortisation and impairment of

intangible assets, finance costs and taxation expense
3 net cash inflow from operating activities after capital

expenditure (net) and financial investment, and
dividends from equity accounted investments

4 before elimination of intra-group sales
5 excluding HQ and other businesses

Share of Group sales4 Share of Group EBITA2,5

15% 12%

In the near term, US Land & Armaments operations are expected to continue to benefit 
from operational requirements in Iraq and Afghanistan. In the longer term, the business 
may be impacted by increased pressure on defence budgets. 

UK operations will continue their emphasis on performance improvements, securing a
leadership role on the Future Rapid Effect System (FRES) programme and on reaching
resolution on a mutually beneficial, sustainable munitions contract with the UK MoD. 

The businesses in Sweden and South Africa aim to deliver growth through both new domestic
government business and building on their track record of securing export opportunities.

Looking forward
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ILAV win
In May, BAE Systems received an initial
order for 378 Iraqi Light Armoured
Vehicles (ILAV). The 4x4 ILAV leverages
proven designs and includes a V-shaped
hull designed to deflect the force of
explosions away from passengers. The
first ILAVs were delivered to Iraq
90 days after contract award.

Swedish future ground systems 
The Swedish Modular Armoured Tactical
Vehicle Programme (SEP) is the latest 
in the line of innovative products from
BAE Systems AB in Sweden which
includes the CV90, Bv206 and BvS10. 
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completion of preliminary design and
commencement of system functional
reviews and critical design reviews on
manned ground and armed robotic vehicles. 

Integration of the first Non-Line of Sight-
Cannon (NLOS-C) prototype system
commenced with the mission module testing
using tactical software in Minneapolis,
Minnesota, and chassis fabrication in York,
Pennsylvania. The NLOS-C firing platform was
unveiled during ceremonies in September.
The platform was delivered to the US Army’s
Yuma Proving Ground ahead of schedule 
and successfully fired its first live test round
in October, beginning two years of live fire
testing. The US Army has ordered two
additional prototypes for a total of eight 
to be delivered by early 2009.

Development of the 155mm Advanced Gun
System (AGS) and the Long Range Land
Attack Projectile (LRLAP) for the US Navy’s
new destroyer, DDG-1000, continues. In live
fire testing, the AGS achieved a sustained
firing rate of ten rounds per minute at
ranges of up to 63 nautical miles with
accuracy well within US Navy requirements.
In September 2006, Land & Armaments
received a $251m (£128m) contract for
LRLAP. In addition, Land & Armaments is
designing and testing a new Vertical
Launching System that will enable the 
DDG-1000 ship to launch a wide range 
of missiles.

In the medium-calibre naval gun system
arena, the BAE Systems 57mm gun has
been selected for the DDG-1000, the US
Navy’s Littoral Combat Ship and the Coast
Guard’s Deepwater programme. 

United Kingdom
Initial production deliveries of the M777
Lightweight Artillery System to the US Army
and Marine Corps have been completed, and
full rate production has begun. The M777
system has also been ordered by Canada
and fielded in Afghanistan.

Engineering Tank Systems deliveries continue
on schedule with 17 bridge-laying Titan
vehicles and 17 Trojan obstacle-clearing
vehicles delivered to the British Army.

During 2006, the British Army identified
urgent operational requirements for FV430
Bulldog armoured personnel carriers to
support requirements in Iraq. In total, Land
& Armaments received orders for FV430
vehicles valued at £36m.

A Framework Partnering Agreement is the
current basis for the supply of munitions 
to the UK MoD. BAE Systems and the UK
MoD are evaluating a follow-on Munitions
Acquisition Supply Solution in order to build
a sustainable munitions business and
provide long-term savings to the customer.

The Land & Armaments businesses in 
the UK and Sweden are co-operating to
establish a strong position to develop the
FRES programme. The Swedish Modular
Armoured Tactical Vehicle Programme (SEP)
is the basis of one of the proposals from
BAE Systems.

Sweden
During 2006, the Land & Armaments
Swedish businesses (Hägglunds and Bofors)
were combined under one newly created
company called BAE Systems AB. This 
will leverage strengths of the individual
businesses in engineering and production,
while also allowing BAE Systems to become
a more effective solutions provider.

BAE Systems AB was awarded a £19m
contract for an additional 52 Bv206S
armoured all terrain vehicles from the
Swedish government. The company has
manufactured more than 11,000 Bv206
vehicles, which have been sold to nearly 
40 countries, including customers in France,
Germany, Sweden, Netherlands, UK, Italy 
and Spain.

In the area of intelligent munitions for
artillery and mortar systems, the US Army
has declared Excalibur ready for formal

testing prior to accelerated fielding to US and
Canadian forces in Iraq and Afghanistan early
in 2007. A major milestone was achieved
when a guided firing of the 155mm Excalibur
from an Archer self-propelled artillery
platform was successfully completed. 

Through December 2006, deliveries of
155mm BONUS Mk 2 munitions to the
Swedish government continued to schedule.
BONUS is also being evaluated by the US
and UK governments. 

South Africa
The growing international need for mine-
protected vehicles has continued to generate
new orders for the four-wheeled RG-31 and
RG-32 from the business in South Africa. 
In October, Land & Armaments successfully
unveiled the RG-33L Mine Protected Vehicle
at the Association of United States Army
trade show. A seven-month collaborative
effort between operations in the US and
South Africa produced the RG-33L mine-
protected vehicle that has the potential to
meet urgent mine protection needs of US, UK
and coalition forces in Afghanistan and Iraq.
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During 2006, Programmes achieved EBITA2

of £167m (2005 £133m) on sales1 of
£2,927m (2005 £2,819m) and generated
an operating cash inflow3 of £173m 
(2005 £285m).

Air Systems 
The Air Systems group is responsible for
delivering five major programmes: Typhoon,
Nimrod MRA4, Hawk, F-35 Lightning II 
(JSF) and Autonomous Systems & Future
Capability (Air).

Deliveries of Typhoon aircraft to the air
forces of the four partner nations continued
with a further 40 aircraft delivered in the
year. BAE Systems continues to provide
support to the UK’s Royal Air Force (RAF)
training and operational build up, with 
aircraft operating in three squadrons in 
the UK. Negotiations to establish ongoing
integrated logistics support contracts
continue. In addition, the UK MoD has
awarded an initial contract combining
scheduled maintenance work with 
upgrade activity.

Final assembly of the first of 236 Tranche 2
aircraft is underway, in addition to the first 
of 18 aircraft for Austria. 

Further export possibilities are being
pursued, including the supply of Typhoon
aircraft to Saudi Arabia.

During the year the UK MoD awarded the
Nimrod MRA4 production contract, signalling
renewed confidence in the programme 
and in the capability the aircraft will deliver. 
The design and development programme 
is on target to achieve the product maturity
contained within the production bid
assumptions. Activities are now concentrated
in developing, jointly with the customer, an
innovative support solution for the first five
years of service.

The Programmes business group, with 17,900
employees1 and based in the UK, comprises the Group’s
air systems, naval ships and submarines activities, with
the UK Ministry of Defence its principal customer.

– Sales growth of 4% over 2005
– Margin further improved
– EBITA2 up 26%
– Good cash performance

2006 2005 2004

Sales1 £2,927m £2,819m £2,219m
EBITA2 £167m £133m £10m
Return on sales 5.7% 4.7% 0.5%
Cash inflow3 £173m £285m £442m
Order intake1 £2,772m £2,101m £5,264m
Order book1 £12.1bn £12.3bn £13.0bn

Financial highlights

– Good schedule and cost adherence
– Programmes transitioning from development to production
– Hawk and Nimrod production orders secured
– UAV technology agreements secured

Key points

1 including share of equity accounted investments
2 earnings before amortisation and impairment of

intangible assets, finance costs and taxation expense
3 net cash inflow from operating activities after capital

expenditure (net) and financial investment, and
dividends from equity accounted investments

4 before elimination of intra-group sales
5 excluding HQ and other businesses

Share of Group sales4 Share of Group EBITA2,5

21% 13%

The future of Programmes is closely linked to UK MoD funding both to meet future
requirements of the UK’s armed forces and to subsequently generate export business.

For Air Systems, growth in the short term is dependent upon anticipated higher activity, 
as UK development programmes move to production, and on potential Hawk and Typhoon
export sales.

Naval Ships expects to be involved in the implementation of the Defence Industrial Strategy 
in the maritime sector. Growth prospects include the UK’s Future Carrier (CVF) programme 
and the MARS (Military Afloat Reach and Sustainability) programme.

The Submarines business is expected to grow with increased activity on the Astute programme
and the anticipated build of a major block of the Future Carrier. Completion of pricing of boats
2 and 3 and securing orders for Astute boats 4 to 7 is key in retaining the necessary skill base
in order to design and build the next-generation nuclear deterrent submarine.

Looking forward
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Astute class submarine – reducing costs
BAE Systems is actively looking at ways 
to work in partnership with its supply 
chain. The Submarines business has set 
up a ‘suppliers club’ which, together with
innovative build strategies, is helping to 
drive down costs on the Astute programme.

Typhoon development programme 
The Typhoon development programme
continued through the year with a series
of releases of UK Paveway II Laser
Guided Bombs, demonstrating its ability
to perform the air-to-ground role – a
step towards ensuring that Typhoon
provides the cornerstone of NATO’s
defence capability for the next 30 years.
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Development of the UK’s Hawk Advanced Jet
Trainer proceeded to plan and helped secure
the production order for 28 Hawk Mk128
aircraft from the UK MoD. Hawk is well
positioned to meet continued market
demand for training aircraft, including
existing Hawk customers who wish to
upgrade their fleet.

All six Hawk aircraft for Bahrain were
delivered on time, the India contract is
proceeding to plan, with the first flight of 
an Indian Hawk achieved in December, 
and 15 aircraft have been delivered 
to South Africa.

BAE Systems is partnered with Lockheed
Martin and Northrop Grumman on the JSF
programme, having responsibility for the
design and manufacture of the rear fuselage
and empennage and for the supply of
certain air vehicle systems.

The first flight of the System Development
and Demonstration aircraft was achieved 
in December. 

2007 will see the substantial completion 
of the detailed design for each of the 
F-35 variants and the acceleration of the
manufacture and delivery of major units for
the remaining development aircraft in the
System Development and Demonstration
phase of the programme. Low rate initial
production is expected to commence in
2007. Discussions between the UK and 
US governments on appropriate levels of
technology sharing on the JSF programme
progressed during the year.

The medium-altitude long-endurance
Unmanned Air Vehicle (UAV) system (HERTI)
was unveiled in 2006 and the ASTRAEA
programme was launched – a multi-faceted
UK programme working towards creating the
right conditions for operating unmanned
aircraft in UK airspace.

Risk reduction activities were completed 
for the Strategic Unmanned Air Vehicle

(Experiment) (SUAV(E)) project with the UK
MoD and, in December, a follow-on technology
demonstration programme, Taranis, to support
MoD evaluation of unmanned air combat
vehicle technologies, was secured. 

The business is focused on working with the
UK MoD to deliver the SUAV(E) and Taranis
demonstration contracts to establish the
role of UAVs/UCAVs in the future force mix
and transitioning the HERTI demonstration
system into a production programme. 

Naval Ships
The second of the originally contracted
Landing Ship Dock (Auxiliary) ships, RFA
Cardigan Bay, was handed over in August.
The contract was expanded as the UK 
MoD contracted to Naval Ships the
responsibility for completion of the final
vessel, Lyme Bay, together with class 
design and warranty authority. 

With four Type 45 ships in various stages 
of production, a high level of activity 
and resource load has been reached. 
To meet this demand, over 500 new staff
joined the business in 2006, largely in
production areas.

Whilst the major focus remains on the
setting-to-work and commissioning of the
Type 45 first of class, Daring, in readiness
for sea trials in the second half of 2007,
excellent progress was made on the second
and third ships, with build efficiency targets
met or exceeded.

Milestone achievements continue to plan
and these, combined with successful risk-
reducing system integration work in the
Maritime Integration Support Centre, have
enabled initial profit recognition on the
programme in 2006.

The Group is currently working with the
customer to restructure the existing contract
around a new six ship proposal to provide 
a cost-effective solution that ensures timely
delivery of agreed capability across the

class under a jointly managed risk profile.
This is expected to conclude in mid-2007.

The Carrier Alliance has established a 
set of contracts with the various alliance
partners for the demonstration phase 
of the CVF programme. One of the key
components to this work has been to
prepare full cost, schedule and programme
inputs in support of the UK MoD Main 
Gate Review for the approval of the 
whole programme. BAE Systems, holding
significant responsibilities across the 
total CVF scope of work, is committed 
to working with the other alliance partners
to secure a successful outcome.

The arbitration process over the acceptance
of the three offshore patrol vessels for
Brunei continues.

A letter of intent was signed with the
government of Malaysia for two frigates.
Negotiations continue to convert this
agreement into a contract.

Submarines
The construction of the first of class boat,
Astute, is largely completed with the test
and commissioning activities now the 
major focus.

The Astute programme continued its
improved performance with nine of its ten
key milestones achieved in the year, eight
being achieved ahead of plan and one
behind plan. The remaining milestone 
was achieved early in 2007. The launch 
of Astute has been brought forward by 
three months to June 2007.

Productivity improvements are being
addressed through innovative build
strategies. These include increased use 
of modular assembly and vertical outfitting
of full sections, in addition to investment 
in facilities, simplification of processes,
systems and design to reduce cost. These
measures are aimed at reducing the cost of
production following the first of class boat.
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During 2006, CS&S achieved EBITA2

of £477m (2005 £419m) on sales1 of
£3,180m (2005 £2,923m) and generated
an operating cash inflow3 of £289m 
(2005 £850m).

Saudi Arabia
BAE Systems has a major presence in the
Kingdom of Saudi Arabia where it acts as
prime contractor for the UK government-to-
government defence agreement. Over the
last two decades the programme has
included the provision of aircraft, associated
hardware, support, infrastructure and
manpower training for the Royal Saudi Air
Force (RSAF). On 21 December 2005 the 
UK and Saudi Arabian governments signed
an Understanding Document outlining plans
to modernise the Saudi armed forces.
Modernisation activities are now underway.
Under the terms of the signed document,
Typhoon aircraft will replace Tornado Air
Defence Variant aircraft and others currently
in service with the RSAF. Detailed
negotiations are continuing to progress the
Understanding Document towards a contract
for the delivery of Typhoon aircraft.

Around 4,600 people are employed by the
Group in the Kingdom of Saudi Arabia, of
whom more than half are Saudi nationals.
The business is continuing to develop its
presence in Saudi Arabia and is helping to
develop a greater indigenous capability in
the Kingdom. The security of employees 
is the highest priority and progress on new
residential and office facilities as well as
increased security measures continues.
Occupation of the first new residential
compound and new office facilities began 
on schedule in late 2006. 

Performance on the Saudi support
programme in 2006 has progressed well.
Margins have stabilised following increased
indigenous Saudi content in repair and
overhaul work.

The Customer Solutions & Support (CS&S) business
group, with 14,600 employees1, provides partnered,
through-life support solutions and capability to 
the UK MoD and manages the Group’s business 
in Saudi Arabia and Australia. 

– Sales growth of 9% over 2005
– Return on sales maintained at c.15%
– Cash flow includes £130m incurred on Saudi infrastructure

2006 2005 2004

Sales1 £3,180m £2,923m £2,856m
EBITA2 £477m £419m £497m
Return on sales 15.0% 14.3% 17.4%
Cash inflow3 £289m £850m £1,102m
Order intake1 £4,367m £3,280m £3,543m
Order book1 £6.0bn £5.0bn £4.6bn

Financial highlights

– Tornado ATTAC agreement signed in the UK
– Kingdom of Saudi Arabia modernisation programme underway
– Investment in the Kingdom of Saudi Arabia continues
– Australian Hawk support contract secured

Key points

1 including share of equity accounted investments
2 earnings before amortisation and impairment of

intangible assets, finance costs and taxation expense
3 net cash inflow from operating activities after capital

expenditure (net) and financial investment, and
dividends from equity accounted investments

4 before elimination of intra-group sales
5 excluding HQ and other businesses

22% 35%

CS&S will continue to seek to sustain its long-term presence in Saudi Arabia through developing
new business and delivering on current support commitments.

CS&S will continue to work with the UK customer to provide smarter, more integrated support
and capability solutions on customer bases. Development of these solutions will be underpinned
by the migration of the Availability Transformation: Tornado Aircraft Contract (ATTAC) model 
to other future UK platforms. 

Looking forward
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Support Council
A support council has been created 
to share best practice and co-ordinate
support activities and processes 
across the Group with the objective 
of optimising through-life support, 
not only for in-service equipment, but
also for platforms under development. 

Ship reactivation
BAE Systems is prime contractor for 
the reactivation of former Royal Navy
warships for overseas customers
including preparation of the vessels 
and training of crews.
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United Kingdom
In the UK, CS&S continued to develop 
its successful partnering arrangement 
with the UK MoD’s Defence Logistics
Organisation focusing on through-life
capability management and value for 
money in line with the UK’s Defence
Industrial Strategy (DIS). 

A key message from DIS is the need 
for investment in supply chain skills,
capabilities and technologies. BAE Systems
has established a supply chain capability
project to further develop its suite of 
high-quality support processes across 
the business. 

In air support, performance under the
Tornado Combined Maintenance and
Upgrade contract remains strong with
11 aircraft returned to front-line service
since contract award in December 2005.

In December, the Tornado ATTAC contract
was signed. The contract offers a full
Tornado availability service for the next ten
years with an initial value of £947m. ATTAC
will deliver reduced costs and increased
operational efficiencies with improved
aircraft availability to the front-line. 

Experience of the ATTAC bid is being used 
to progress a similar availability contract 
for the Harrier aircraft, with negotiations 
on an initial risk reduction package well
advanced. The Harrier Joint Upgrade and
Maintenance Programme at RAF Cottesmore
is already helping to meet urgent operational
requirements for the front-line in Afghanistan
while at the same time maintaining the GR9
upgrade programme. 

In September, the in-service date for the
Harrier GR9 upgrade was achieved on
schedule. The GR9 upgrade is carried 
out in a partnered arrangement with the 
UK MoD based at RAF Cottesmore. The
programme has delivered cost savings and
reduced aircraft ‘downtime’ from 52 to 35
weeks during the upgrade. 

The ATTAC model should also provide the
blueprint for future support arrangements
on Typhoon.

In support of the Hawk programme a 
bid was submitted to provide availability
support to the RAF’s TMk1 aircraft.

An extension to the existing Nimrod
Integrated Support contract was received 
in June.

Naval
In the naval domain, the reactivation of
three ex-Royal Navy frigates for the Chilean
Navy is progressing. The handover and
commissioning of Almirante Cochrane on
22 November was a significant milestone 
in the programme. The first of a series of
Memoranda of Understanding with the
customer with respect to delivering a
support solution for the vessels was 
signed in October.

The naval joint ventures performed well.
BAE Systems has 50% interests in Fleet
Support Limited (FSL) and Flagship Training
Limited (FTL). In parallel with the naval base
review announced by the UK Secretary of
State for Defence in September 2006, FSL
has been involved in a number of cost-
saving initiatives. 

In October, FSL signed a Memorandum of
Understanding (MoU) between FSL, DML 
and Babcock and the Minister of Defence
Procurement in support of the Surface Ship
Support Alliance. This activity will develop
throughout 2007 to jointly identify a more
effective model for the support of surface
ships with projected savings of £90m 
per year. 

The results of the UK MoD naval base
review are expected in 2007.

The delivery of high-quality training 
solutions continues, primarily through FTL
which, building on the strong partnering
relationship with the Royal Navy, was
awarded a £45m contract for the planning

and delivery of a number of courses for
existing and future naval personnel. 

FTL formed part of the MC3 Training bid 
for the Defence Training Review programme.
However, in January 2007, it was announced
that this programme was to be awarded to
the competing consortium led by QinetiQ. 

The business was unsuccessful in its bid 
for an integrated through-life support
contract to support the Victoria Class
submarines in Canada. 

Australia
CS&S Australia performed well in 2006
securing a number of contracts and
strengthening its position as a through-life
capability partner to the Australian 
Defence Force.

Negotiations for a five-year A$343m (£138m)
support contract for the Australian Hawk
Lead-In Fighter aircraft were successfully
completed, and the business is also a key
supplier in providing a new airborne early
warning system to South Korea.
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During 2006, Integrated Systems &
Partnerships achieved EBITA2 of £113m
(2005 £109m) on sales1 of £1,748m (2005
£1,834m) and generated an operating cash
inflow3 of £158m (2005 £17m). This result
follows the significant restructuring of the
Group’s portfolio of European defence
businesses in 2005.

In August the Group disposed of its wholly-
owned Atlas Elektronik business for €149m
(£103m), generating a profit on disposal 
of £3m.

In addition to its main businesses, the
results of which are explained in more 
detail below, the Group has a 25% interest
in Selex Sensors and Airborne Systems SpA.
This is subject to a put option at an agreed
value of £268m exercisable by BAE Systems
in the three-month period from the beginning
of June 2007 and a call option by
Finmeccanica at any time to August 2007. 

Integrated System Technologies (Insyte)
The Insyte business completed its first full
year of trading as a wholly owned subsidiary.
Order book grew primarily on receipt of 
the FALCON Increment A contract (£267m).
FALCON will provide the British armed forces
with a new mobile, high-capacity, secure
information system infrastructure at the
operational and tactical levels of command. 

The business secured its first significant
national security contract in 2006 and 
was contracted as the mission system 
prime contractor on the CVF programme 
and was also awarded the T93 Radar
Replacement contract to support the 
UK Air Defence Systems.

The business has a number of key
programmes. Sampson radar, the Command
Management System and Long Range Radar
Development and Production contracts for
the Type 45 destroyers, and the Seawolf

The Integrated Systems & Partnerships business group,
with 10,500 employees1, is a portfolio of high-technology
defence systems businesses comprising the wholly-owned
Integrated System Technologies and Underwater Systems,
together with a 37.5% interest in the pan-European MBDA
joint venture, a 20.5% interest in Saab of Sweden and a
50% interest in the Gripen International joint venture.

– Results reflect further portfolio restructuring in the year
– Margin further improved to 6.5% 

2006 2005 2004

Sales1 £1,748m £1,834m £2,022m
EBITA2 £113m £109m £95m
Return on sales 6.5% 5.9% 4.7%
Cash inflow/(outflow)3 £158m £17m £59m
Order intake1 £1,655m £1,516m £1,756m
Order book1 £5.8bn £5.9bn £7.0bn

Financial highlights

– European portfolio restructuring complete
– Major Insyte communication systems wins in UK
– MBDA programme milestones achieved
– Saab’s acquisition of Ericsson Microwave Systems complete

Key points

1 including share of equity accounted investments
2 earnings before amortisation and impairment of

intangible assets, finance costs and taxation expense
3 net cash inflow from operating activities after capital

expenditure (net) and financial investment, and
dividends from equity accounted investments

4 before elimination of intra-group sales
5 excluding HQ and other businesses

Share of Group sales4 Share of Group EBITA2,5

12% 8%

Implementation of the UK’s Defence Industrial Strategy (DIS) is material to the UK activities 
of the Integrated Systems & Partnerships business group.

Growth is anticipated from the Insyte business, building on the UK naval systems market
position and recent success in land systems. 

For Underwater Systems, the follow-on activities from DIS will play an important role in shaping
the future position of the business.

The announcement in 2006 by the UK MoD of the creation of ‘Team CW’ (Complex Weapons)
led by MBDA represented a significant step forward in the implementation of DIS in this sector. 

Looking forward
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Technology delivered to the battlefield
FALCON is a mobile, high-capacity
information infrastructure that brings
the latest all-internet protocol
technology to the battlefield. It is a
rapidly deployable, truck-mounted
system that allows troops and battlefield
commanders to communicate quickly,
securely and reliably with each other
and with other levels of command.

Talisman launches a world first
Talisman, the BAE Systems’ developed
unmanned underwater vehicle (UUV), has
achieved its latest capability breakthrough, 
by becoming the first UUV to successfully
fire and control weapons at sea during trials.
Talisman is an example of BAE Systems’
approach to rapid prototyping, with
concurrent design, development and testing.

www.baesystems.com 23

B
us

in
es

s 
gr

ou
p 

re
vi

ew
s

Midlife Upgrade for Type 22 and 23
destroyers all achieved their key milestones
in the year.

Underwater Systems
The Sting Ray lightweight torpedo main
production order for the UK MoD is
progressing on schedule with the second
batch of torpedoes being accepted in
December 2006.

The Archerfish product was selected as 
the Common Mine Clearance Neutraliser 
for the US Navy and is to be used on three
different programmes.

Talisman, which is a Group-funded
Unmanned Underwater Vehicle, achieved
what is believed to be a world first by
launching and controlling another weapon
while itself operating at a distance from 
the mother ship. This successful test was
observed by potential customers.

The business continues discussions with
the UK MoD on a long-term partnering
agreement to sustain capability for the
longer term.

MBDA (37.5%)
MBDA performed well with increases in both
sales and EBITA2 as 4,000 missiles were
produced and delivered, including the Storm
Shadow and Scalp airborne cruise missiles,
Mica air-to-air weapon, Exocet anti-ship
missile, and the Taurus cruise missile. The
new Customer Service & Support division
also reported successful sales and orders 
in the year. 

A number of export orders were secured in
the year, including a €450m (£303m) order
from the UAE (Exocet Blocks 2 and 3), a
contract from Saudi Arabia for the Mistral 
air defence system, an order from India for
the ATAM missile system for the new ALH
helicopter, as well as orders from Chile for
the new Seawolf Block 2 naval missile and
Exocet. Domestic orders remained strong
underpinned by the Aster/PAAMS

programme, a contract from France for the
new Scalp Naval cruise missile and an order
from Germany for the Pars 3 next-generation
anti-armour weapon for the Tiger helicopter. 

MBDA has been selected by the UK MoD 
to lead the UK’s Complex Weapons sector
under the Defence Industrial Strategy,
working with the UK MoD to develop a
Strategic Partnering Agreement which will
underpin the sovereign UK capability in
complex weapons technologies, design,
development and manufacturing for the
future. It is anticipated that 2007 will 
see this work brought to fruition.

Important progress has been made 
during the year on MBDA’s development
programmes. Significant milestones included
the successful air-launched demonstration
firings of the new Meteor beyond visual
range air-to-air missile, the first system
qualification of the Franco-Italian
Aster/PAAMS (E) naval air defence system
and qualification firings of the SAMP/T 
land-based system. In addition, the PAAMS
programme for the Royal Navy’s Type 45
destroyer is now progressing through
integration and testing following deliveries 
of the Sampson radar. MBDA also achieved
development successes with the first firing
of the new Exocet Block 3 coastal attack
missile, completion of development of the
Marte Mk2/S helicopter-launched anti-ship
weapon and Milan ER anti-armour missile. 

The acquisition of the German missile
company LFK was completed in March
2006, with integration well advanced.
Financial performance of the acquired
business has exceeded expectations 
to date.

Saab (20.5%)
Sales rose by 9% to SEK21bn (£1.55bn), 
of which 65% is attributable to sales 
outside Sweden. Operating income rose 
to SEK1,745m (£129m), producing an
operating margin after restructuring costs 

of 8.3%. Order intake is substantially
improved compared with 2005, mainly
attributable to the SEK5.5bn (£411m) order
from Pakistan for an airborne surveillance
system together with a SEK1bn (£75m)
order from the Swedish government for 
the continued development of the
Gripen system. 

The acquisition of Ericsson Microwave
Systems for SEK3.75bn (£280m) was
completed on 1 September. This acquisition
added radar and sensor operations to
Saab’s existing portfolio in the areas of
defence, aviation, space and civil security. 

Saab’s order book at the end of the year
was SEK51bn (£3.8bn).

Gripen International (50%)
The first Gripen test aircraft arrived in South
Africa and has commenced the integration
and development test programme. Deliveries
of aircraft to Hungary commenced in the
year and the contractual offset obligations
to both Hungary and the Czech Republic are
being met.
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During 2006, HQ and other businesses
reported a loss of £147m (2005 £118m)
and had an operating cash outflow3 of
£225m (2005 £79m). Of this, the reported
loss for Regional Aircraft was £114m (2005
£95m), and operating cash outflow was
£66m (2005 £73m).

Regional Aircraft
The regional aircraft leasing market continued
to be impacted by high oil prices and over
supply of aircraft. The leasing team was
successful in securing extensions in 2006 
to existing leases with both large established
operators in Europe as well as new business
in India, Nepal and the Middle East. Leases
were also secured for a number of aircraft
converted to freighter configuration with
further demand expected. Other leasing
opportunities continue to emerge although
markets remain highly competitive.

Support revenues grew with a number of
orders secured during the year for power-by-
the-hour contracts and aircraft modifications. 

The majority of the leasing business is
underpinned by the Group’s Financial Risk
Insurance Programme (FRIP) which makes
good shortfalls in actual lease income
against originally estimated future income. 

The Regional Aircraft results for the year
include £37m for costs incurred in managing
the leased aircraft portfolio and supporting
the fleet, and £77m for provisions taken.

Aerostructures
In March 2006, the sale of the UK
Aerostructures business to Spirit
AeroSystems Inc. was completed, for a 
cash consideration of £80m. This disposal
generated a profit of £11m arising from the
resultant reduction of pension liabilities.

HQ and other businesses, with 2,300 employees1,
comprises the regional aircraft asset management 
and support activities, head office and UK shared
services activity, including research centres and 
property management.

1 including share of equity accounted investments
2 earnings before amortisation and impairment of

intangible assets, finance costs and taxation expense
3 net cash (outflow)/inflow from operating activities after

capital expenditure (net) and financial investment, and
dividends from equity accounted investments

4 restated following the sale of Airbus SAS

– Total Regional Aircraft loss of £114m
– Cash outflow from Regional Aircraft of £66m
– Aerostructures sale completed
– UK pension funding deficit addressed

Restated4 Restated4

2006 2005 2004

Sales1 £295m £471m £464m
EBITA2 £(147)m £(118)m £(50)m
Cash (outflow)/inflow3 £(225)m £(79)m £57m
Order intake1 £267m £398m £264m
Order book1 £0.3bn £0.6bn £0.5bn

Financial highlights and key points

The regional aircraft leasing market remains challenging with new markets likely to be
dominated by higher risk customers. Support revenues are dependent on maintaining aircraft 
in service and conversion of new customers to managed services such as power-by-the-hour
contracts. Losses are expected to continue in this difficult market, albeit at levels lower than 
in the preceding two years.

Looking forward
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Results for the year – continuing operations
Sales1 increased 9% from £12,581m to
£13,765m. Organic growth was 5%. Sales 
in the full year from the former United
Defense activities, acquired in June 2005,
were £1,670m (2005 £789m).

EBITA2 increased 33% to £1,207m (2005
£909m). The growth includes the benefit of
a full year’s trading from the former United
Defense activities, acquired in June 2005,
which contributed EBITA2 of £169m (2005
£60m) in the year. As reported at the half
year, included within EBITA2 is a £61m 
one-off accounting gain in the Electronics,
Intelligence & Support business group
arising from a reduction in the net pension
liability following the changes to the
calculation of final US pensionable salaries.
Losses at Regional Aircraft amounted to
£114m, these are reported within HQ and
other businesses. 

Return on sales (EBITA2 adjusted for uplift on
acquired inventories expressed as 
a percentage of sales) for the Group
increased from 7.6% to 8.8%. Return on
sales excluding the one-off pension gain
referred to above was 8.3%.

Order book1 increased to £31.7bn, primarily
on US contract awards in the Land &
Armaments business and on securing 
the Tornado ATTAC contract in CS&S.

Finance costs
Finance costs, including the Group’s share
of the finance costs of equity accounted
investments, were £174m (2005 £196m).
The underlying interest charge of £157m
(2005 £191m) was increased by a net
charge of £17m (2005 £5m) arising from
pension accounting, marked-to-market
revaluation of financial instruments and
foreign currency movements.

Underlying interest cover based on EBITA2

increased from 4.8 times to 7.7 times.

Taxation
The Group’s effective tax rate for continuing
operations for the year was 26% (2005 22%).
The increase in the rate arises principally 
due to recognition in 2005 of an Australian
deferred tax asset previously unrecognised.

Earnings per share
Underlying earnings3 per share from
continuing operations for 2006 increased 
by 29% to 23.8p compared with 2005.

Basic earnings per share, in accordance with
IAS 33 Earnings per Share, from continuing
operations, increased by 43% to 19.9p
(2005 13.9p).

Basic earnings per share in respect of
discontinued operations amounted to 30.8p,
primarily arising from the gain made on the
disposal of the Group’s 20% interest in
Airbus to EADS.

Dividend
The Board is recommending a final dividend
of 6.9p per share (2005 6.3p), bringing the
total dividend for the year to 11.3p per
share (2005 10.3p), an increase of 9.7%. 

The proposed dividend is covered 2.1 times
by earnings3 from continuing operations
(2005 1.8 times) which is consistent with
the policy of growing the dividend whilst
maintaining a long-term sustainable
earnings cover of approximately two times.

Discontinued operations 
On 13 October 2006, the Group disposed 
of its shareholding in Airbus SAS to EADS
for €2.75bn (£1.8bn) in cash, generating 
a profit on disposal of £925m. The Group’s
share of the results of Airbus SAS for the
year of £68m together with the profit on
disposal of £925m have been classified 
as a discontinued operation and the 2005
consolidated income statement has been
restated accordingly.

Cash flows
Cash inflow from operating activities was
£778m (2005 £2,099m), which includes
£441m one-off contributions into the UK
pension schemes, representing cash of
£199m and proceeds from the sale of
property of £242m. A one-off contribution 
of $100m (£54m) was also made into the
US pension schemes in December 2006.

Good conversion of EBITA2 to operating
business cash flow was delivered across 
the Group.

There was an outflow from net capital
expenditure and financial investment of
£141m (2005 £250m). This includes the
receipt of £242m from the disposal of
Group property to fund the additional
contributions made to the UK pension
funds. Excluding this item, the underlying
net capital expenditure and financial
investment cash outflow was £383m
(2005 £250m).

The resulting operating business cash 
inflow of £782m (2005 £1,937m) gave 
rise to free cash inflow, after interest,
preference dividends and taxation, of
£490m (2005 £1,758m).

The net cash inflow from acquisitions and
disposals was £1,330m including the 
receipt of net proceeds of £1,212m from the
October disposal of the Airbus shareholding.

Net cash of the Group at 31 December
2006 was £435m, a net inflow of £1,712m
from the net debt position of £1,277m at
the start of the year.

Accounting policies
Detailed guidance on the Group’s critical and
significant accounting policies can be found
in the Annual Report 2006 on our website,
www.baesystems.com.

1 including share of equity accounted investments 
2 earnings before amortisation and impairment of intangible

assets, finance costs and taxation expense
3 earnings excluding amortisation and impairment of intangible

assets, non-cash finance movements on pensions and
financial derivatives, and uplift on acquired inventories

Exchange rates 
The principal exchange rates impacting the
Group are as follows: 

2006 2005

£/€ – average 1.467 1.462
£/$ – average 1.844 1.819
£/€ – year end 1.484 1.455
£/$ – year end 1.957 1.718
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these key indicators can be found in 
both the Annual Report 2006 and the 
full CR Report.

Our performance
Workplace
The Group employs 79,000 people in 
its wholly-owned businesses across five
continents, the majority being based in the
UK and the US, with a significant presence 
in Australia, Saudi Arabia, South Africa
and Sweden.

To deliver the products and services our
customers require we need to attract and
retain a highly talented workforce. We do
this with a focus on a high performance
culture which, in addition to setting out
goals and objectives, also defines the
behaviours we expect of our employees. 

In 2006 two workplace-related objectives
were set as part of the leadership objectives
for the Group’s senior executives: to reflect
gender diversity on leading university
courses in our choice of graduate trainees
through a focused recruitment plan; and 
to resolve 75% of employee grievances 
in the UK at local level.

We met our target to recruit at least an
equal proportion of female graduates to that
seeking a career in engineering. Over the
year, 12% of our UK and 20% of our US
engineering graduate recruits were women.
97% of employee grievances in the UK were

matters within the Group. Specific
responsibility has been assigned to 
the CR Committee of the Board. 

The Committee is responsible for reviewing
and monitoring the processes the Group
uses to manage social, environmental and
ethical risk, as well as supporting the Board
in the approval of strategy and policy in this
area. The Committee’s role and progress in
2006 can be found in our full CR report.

Monitoring our performance
We monitor our CR performance through
sector benchmarking. In 2006 BAE Systems
maintained its position in both the Dow
Jones Sustainability World Index and 
the pan-European Dow Jones STOXX
Sustainability Index. Our total score for
2006 was 77%, this being the highest score
reached in our specific industry sector. 

With the continued growth of our US
business we also monitor our performance
within the Pacific Sustainability Index, which
analyses and ranks the environmental and
sustainability reporting of all the companies
in the aerospace and defence sector listed
on the Fortune Global 500 and Fortune
1000 list. BAE Systems was ranked third 
of the 18 companies in that sector.

Key performance indicators (KPIs)
We use a range of non-financial performance
indicators to measure the Group’s
performance over time. Performance against

BAE Systems recognises its responsibilities to its
shareholders, the people it employs, its customers and
suppliers, the wider community and the environment.

Highlights of our progress and performance
across all areas of our social, ethical and
environmental responsibilities during 2006
are detailed below. Further information 
and supporting data can be found in our
Corporate Responsibility Report or on 
our website www.baesystems.com.

Strategy and direction
Corporate Responsibility (CR) in BAE Systems
is based on good business practice and
continual improvement. Our CR framework 
has been developed through analysis of
potential risk to our business, key stakeholder
interest and feedback, and the extension 
and evaluation of existing practices. 

A sustainable CR agenda must be based
upon both the communication and effective
deployment of our policies and practices
and continual improvement, consistent with
Group strategy, which is to be the premier
global defence and aerospace company.

The implication of this global agenda on 
our CR strategy is to broaden the number 
of companies against which we benchmark
our performance and to look wider than  
local impacts to develop our position on
global issues. 

Key development areas for 2007 will be 
our response to climate change and a more
formal approach to product stewardship. 

Governance of CR
The board of directors has overall
responsibility for the governance of CR

Naval Ships held Learning at Work Days at
our Filton and Govan sites where employees
were given health advice, learned new 
skills and were encouraged to take up 
new hobbies. 

They also launched an Everyday Skills
programme which offers courses on basic
IT, communication, literacy and numeracy. 

Our Customer Solutions & Support business
group this year achieved the international
health and safety standard OHSAS 18001
for all its UK businesses. New safety, health
and environment (SHE) ‘passport’ training
was introduced for all employees, as well
as SHE training specifically for senior
executives. A distance learning health 
and safety course was also put in place 
for our Saudi employees.
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resolved at a local level during 2006. Only
one complaint required a corporate level
investigation under the Group’s Respect 
at Work policy. This indicated improved
management and resolution of issues 
at a local level.

Ethics
We are committed to meeting the highest
ethical standards in our relationships 
with others. We will not tolerate unethical
behaviour or attempts to improperly influence
the decisions of customers or suppliers.

In 2006 two objectives specifically relating
to ethics were set within the leadership
objectives: to meet the standards defined 
in our internal assurance statement; and 
to develop, pilot and roll out ethics training
to all employees in the UK and Australia.

To meet the standards defined in our internal
assurance statement we have training and
awareness programmes to ensure employees
understand our policies and the standards
expected of them. We provide training on our
anti-bribery programme to managers from
marketing, commercial, procurement, finance,
customer support and other functions.

In the US, all employees completed
refresher training on our workplace
harassment, ethics policies, and ethical
decision making. In addition in 2006 all
employees viewed a new ethics video called
Playing With Fire: Abuse and Intimidation in
the Workplace. During 2006 we also held
ethics training for the Board and Executive
Committee, debating and agreeing the 
role of leadership in ensuring high ethical
standards throughout the Group.

A survey of UK employees undertaken in
2005 showed that although our employees
regard the Group as ethical, awareness of
our ethical standards and helpline was low.
In 2006 we introduced new online training
for all UK employees. By the end of 2006
80% of UK employees had successfully
completed the training. Plans are in place 

to ensure the remaining 20% complete the
training early in 2007. We also intend to roll
out the training to our employees in Australia,
Saudi Arabia, South Africa and Sweden.

Safety, health and environment
The health and safety of our employees,
contractors and engagement with the
communities around our facilities is of
primary importance to BAE Systems. We
recognise the risks associated with the
variety of operations we conduct and aim 
to minimise these as far as possible. 
Our environment policy and framework 
is focused on preventing or controlling
environmental impacts and minimising
waste. All our major manufacturing sites are
certified to the international environmental
management standard ISO 14001.

We recognise the role of leadership in
driving high standards of safety, health and
environment performance and, accordingly,
set a number of leadership objectives in
2006 related to this area. These were to
meet our safety, health and environment
targets and to exceed the safety performance
commitments made to the UK Health and
Safety Executive (HSE).

Targets were set against individual business
issues and all businesses included safety,
health and environment in their quarterly
business reviews. The overall performance
on safety reflects the good performance
against these targets. Compared with 2005
both the overall number of accidents and
the number of serious accidents decreased
in 2006. The majority of our businesses
continue to demonstrate improvements (i.e.
reductions) in the days lost to work-related
injuries indicating both a reduction in the
number of accidents and length of time for
rehabilitation back into the work place. 

The commitments made as part of the UK
government’s ‘Revitalising Health & Safety’
initiative have been exceeded; we have
already met targets for performance. In
addition, we continued our partnership

project with the UK HSE and other large UK
manufacturers. The project, named Large
Organisation Partnership Pilot (LOPPs), 
aims to raise safety standards in UK
manufacturing sites. 

Education and community
Education, specifically in the fields of
science and engineering, is extremely
important to the future sustainability 
of our business. 

The number of students enrolling in
engineering and technology courses has
fallen considerably in recent years. We are
concerned that in the future there will be too
few candidates with the skills our business,
and the engineering sector in general,
needs. We therefore invest worldwide in 
a range of programmes which support 
and encourage young people into science
and engineering.

We also have a structured programme 
for support to charities and encourage 
our employees to support their local
communities through fundraising and
volunteering. In the 18 months to
September 2006, our global employee
fundraising scheme, Charity Challenge,
raised £8m. This was donated primarily 
to the Stroke Association in the UK, the
National Heart Foundation in Australia and
the American Cancer Society in the US. Over
the same period, employees volunteered
10,500 days of their own time.

In 2006 our total global community
investment was £8,223,160. This figure
includes cash and in-kind donations as 
well as our direct support for education.

Electronics & Integrated Systems is
working with the US Federal Transit
Administration (FTA) to develop hydrogen
fuel cell technology for city buses. Fuel
cells generate electricity cleanly and
quietly, like a battery. Fuelled by
hydrogen, their only by-products are water
and heat, so they do not contribute to
climate change. 

Platform Solutions is helping to prepare
young people for life after school by
partnering with the Medway Education
Business Partnership (MEBP), a charity
working to improve the links between
schools and businesses. Our employees
donate money and time and this year
11 employees mentored students 
from schools.
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1. Dick Olver FREng 3, 4

Appointed Chairman on 1 July 2004. A 
civil engineer, Dick Olver joined BP in 1973
where he held a variety of senior positions
culminating in his appointment to the board
of BP p.l.c. as CEO of Exploration and
Production in 1998. He was subsequently
appointed deputy group chief executive of BP
in 2003, stepping down from that position
when he assumed the chairmanship of
BAE Systems. Dick Olver chairs the Board’s
Nominations Committee and the Non-
Executive Directors’ Fees Committee. He is 
a non-executive director of Reuters Group plc,
a Fellow of the Royal Academy of Engineering
and a member of the Royal Academy and the
Trilateral Commission.
Appointed: 2004 Age: 60

2. Mike Turner CBE 4

Chief Executive
Appointed Chief Executive in 2002, having
been a Chief Operating Officer since 1999.
He is a non-executive director of Lazard
Limited and a former non-executive director
of Babcock International Group Plc and The
Peninsular and Oriental Steam Navigation
Company (P&O).
Appointed: 1994 Age: 58

3. Chris Geoghegan
Group Executive Director 
Appointed to the Board in 2002 as a Chief
Operating Officer he is now Group Executive
Director responsible for Businesses. He was
formerly responsible for the Group’s Airbus
operations and, in 2000, was appointed
Group Managing Director of the Avionics
business. He is President of the Society 
of British Aerospace Companies.
Appointed: 2002 Age: 52

4. Walt Havenstein 4

Chief Operating Officer, US
Appointed to the Board on 2 January 2007,
he is President and CEO of BAE Systems,
Inc. He was previously President of the
Company’s US-based Electronics & Integrated
Solutions business. He was President of the
Sanders defence electronics business prior
to it being acquired by the Company from
Lockheed Martin in 2001. A graduate of 
the US Naval Academy, he served 12 years
in the US Marine Corps.
Appointed: 2007 Age: 57

5. Ian King
Chief Operating Officer, UK and Rest of World
Appointed to the Board on 1 January 2007,
he was previously Group Managing Director
of the Company’s CS&S business and, prior
to that, Group Strategy and Planning Director.
Immediately prior to the BAe/MES merger 
he was Chief Executive of Alenia Marconi
Systems, having previously served as
Finance Director of Marconi Electronic
Systems and of Marconi Defence Systems.
He is a non-executive director of Rotork plc. 
Appointed: 2007 Age: 50

6. Steve Mogford
Group Executive Director 
Appointed to the Board in 2000 as a Chief
Operating Officer he is now Group Executive
Director responsible for leading the Company’s
drive for the restructuring of the Naval Ships
and Submarines industry in line with the
Defence Industrial Strategy. He has held a
number of senior positions within the Group.
He is a non-executive director of Carillion plc.
Appointed: 2000 Age: 50

7. George Rose
Group Finance Director
Appointed Group Finance Director in 1998.
Prior to joining the Company in 1992, he 
held senior positions in the Rover Group and
Leyland DAF. He is a non-executive director 
of Saab AB and National Grid Transco plc,
and a member of the Financial Reporting
Review Panel.
Appointed: 1998 Age: 54

Chairman Executive directors

1 2 3 4 5 76

1 member of the Audit Committee
2 member of the Corporate Responsibility Committee
3 member of the Nominations Committee
4 member of the Non-Executive Directors’ 

Fees Committee
5 member of the Remuneration Committee
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8. Professor Sue Birley 2, 5

Formerly Professor of Entrepreneurship 
at Imperial College, University of London, 
and has held a number of academic posts 
at INSEAD, London Business School and
Cranfield Institute of Technology. She was
formerly a non-executive director of National
Westminster Bank plc. Professor Birley chairs
the Board’s Remuneration Committee.
Appointed: 2000 Age: 63

9. Phil Carroll 2, 3

Appointed to the Board in 2005, Phil Carroll
is a former chairman and chief executive 
of Fluor Corporation and a former president
and chief executive of Shell Oil Company Inc.
He was appointed by the US Department of
Defense in 2003 to serve as the first Senior
Adviser to the Iraqi Ministry of Oil. He is a
former non-executive director of Scottish
Power plc.
Appointed: 2005 Age: 69

10. Dr Ulrich Cartellieri 1

Ulrich Cartellieri served as a member of the
Managing and subsequently the Supervisory
Board of Deutsche Bank AG for over
20 years until 2004. He was also a member
of the International Advisory Committee of
the Federal Reserve Bank of New York. He 
is currently a director of Robert Bosch GmbH
and is a past chairman of Karstadt AG and 
a past deputy chairman of Siemens AG.
Appointed: 1999 Age: 69

11. Michael Hartnall 1

Formerly finance director of Rexam plc, 
prior to which he held senior positions with 
a number of manufacturing companies. He 
is also a non-executive director of Lonmin 
plc and a former non-executive director of
Elementis plc. Michael Hartnall chairs the
Board’s Audit Committee. He is a Fellow 
of the Institute of Chartered Accountants 
in England and Wales.
Appointed: 2003 Age: 64

12. Sir Peter Mason KBE 1, 3

Non-executive chairman of Thames Water
and a non-executive director of Acergy S.A.
Formerly chief executive of AMEC plc,
executive director of BICC plc, chairman and
chief executive of Balfour Beatty Limited and
chief executive of Norwest Holst Group PLC.
Sir Peter Mason has been nominated the
Board’s Senior Independent Director.
Appointed: 2003 Age: 60

13. Roberto Quarta 5

Appointed to the Board in 2005, Roberto
Quarta is a partner in the private equity firm
Clayton, Dubilier & Rice, in connection with
which he serves as chairman of Rexel SA
and Italtel. He was previously chairman and
chief executive of BBA Group, an executive
director of BTR plc and a non-executive
director of PowerGen plc and Equant NV.
Appointed: 2005 Age: 57

14. Sir Nigel Rudd 2, 5

Appointed to the Board on 10 September
2006. Currently chairman of Alliance Boots
Group PLC and Pendragon plc and deputy
chairman of Barclays PLC. Until recently, 
he was chairman of Pilkington plc. He 
also holds a number of other public
appointments including chairman of the
CBI’s Boardroom Issues Group. He is 
a Fellow of the Institute of Chartered
Accountants in England and Wales.
Appointed: 2006 Age: 60

15. Peter Weinberg 2, 5

Appointed to the Board in 2005, Peter
Weinberg is a partner at Peretta Weinberg
Partners, a financial services firm. He was
previously chief executive officer of Goldman
Sachs International and co-head of the
Partnership Committee, and prior to that was
co-head of the Global Investment Banking
Division. He joined Goldman Sachs in 1988
and became a partner in 1992. Peter
Weinberg chairs the Board’s Corporate
Responsibility Committee.
Appointed: 2005 Age: 49

Each of the eight non-executive directors
listed above is considered to be independent
for the purposes of the Combined Code on
Corporate Governance.

Company Secretary
David Parkes

Non-executive directors

8 9 10 11 13 1412 15
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Corporate governance

of operations and breadth of role. The median
and upper quartile positions are then analysed
for base salary, total cash reward (base salary
plus annual bonus), total direct reward (total
cash reward plus long-term incentives) and
total reward including pension. This gives the
Committee a view on the competitiveness of
the individual packages.

The Committee also reviews the trends 
in the elements of remuneration to ensure 
that the structure of the package stays in
line with market practice, and also takes
account of the performance of the individual,
the Company as a whole and the pay and
conditions of Group employees. 

Following the change in roles for the two
Group Executive Directors, the Committee
reviewed the data relating to the expected
salary trends for FTSE 50 directors in 2007
and, taking account of their performance
and contribution, awarded a salary increase
in line with the expected trend.

Annual Bonus Plan
The executive directors and other senior
executives participate in a cash bonus 
plan that rewards those individuals if 
pre-determined targets are met. The targets
are derived from the Integrated Business
Plan (IBP), which is agreed by the Board and
which implements corporate strategy on a
groupwide basis by ensuring that business
plans which support the strategy are
integrated across all businesses. The 
IBP is used to set the objectives for senior
management including the base and stretch
targets for the financial measures used 
for the executive directors in the Annual
Bonus Plan. 

Non-financial targets comprise key
objectives relevant to the individual 
and/or business and also take account 
of behavioural performance. 

The maximum bonus potential for 2007
remains the same as for 2006 at 100% 
of base salary (150% for the US-based
executive director, Walt Havenstein, and the
Chief Executive, with at least one-third of the
Chief Executive’s bonus being compulsorily
deferred into the Share Matching Plan). 

Share option plans and long-term 
incentive plans
Through the use of share-based incentive
plans the Committee seeks to align the
interests of the executive directors with
those of other shareholders. The Company
operates a combination of options and

Combined Code compliance
As required by the UK’s Combined Code  
on Corporate Governance (the ‘Combined
Code’) all companies that have a stock
market listing in the UK are required 
to make disclosures in relation to 
corporate governance.

The Board has considered the Company’s
compliance with the provisions of the
Combined Code and confirms that it was
compliant with all provisions throughout
2006 and to the date of this report.

Summarised remuneration report
The Remuneration Committee
The Board has delegated to the
Remuneration Committee responsibility 
for remuneration policy and determining 
the specific packages for the Chairman and
the executive directors; the Committee also
agrees the framework for the remuneration
of certain other members of the executive
management team. The Committee’s terms
of reference conform with the requirements
of the Combined Code, and can be found 
on the Company’s website or obtained from
the Company Secretary.

Remuneration principles 
The Committee’s remuneration strategy 
is to provide a remuneration package that:

– helps attract, retain and motivate the
highest calibre executives;

– is aligned to shareholders’ interests to
create sustainable long-term shareholder
value;

– is competitive against the appropriate
market, providing median reward for
median performance and upper quartile
reward for upper quartile performance;

– encourages and supports a high
performance culture whilst providing 
a balance between fixed and variable
reward; and

– is fair and transparent and can be applied
consistently throughout the Group.

Remuneration Policy
The Committee’s executive remuneration
policy continues to be to set basic salaries
at median competitive levels whilst seeking
to reward upper quartile performance with
potential upper quartile remuneration
through the use of bonus schemes and
share-based incentives. The Committee
intends to continue with the executive
remuneration policy as detailed in this

report in 2007 and subsequent years, and
will continue to consult on material changes
with principal shareholders. 

Remuneration of executive directors
consists typically of basic salary, a bonus
based on annual performance, participation
in employee share schemes and retirement
benefits. The Committee reviews the split
between basic salary and the performance-
related elements of remuneration each year
in order to incentivise properly executive
directors, and believes that a significant
proportion of remuneration should be 
based on schemes that encourage them 
to perform at the highest level. Through 
this arrangement, it is possible for those
individuals who contribute to sustained high
levels of company performance to receive at
least a similar level of reward from variable
compensation to that received from fixed
compensation. At median performance,
variable remuneration represents
approximately 50% of the remuneration
package as shown in the chart below:

The package of the Chief Executive is more highly
geared with almost 60% of the remuneration being
performance related.

At upper quartile performance variable
remuneration represents significantly 
more than 50% of the total package. 

Base salary
Executive directors’ base salaries are
reviewed each year by the Committee 
and adjusted to reflect performance and 
the competitiveness of salaries relative 
to the market. Information on the market 
for comparable management positions is
obtained from independent sources and 
is provided to the Committee so that it 
can form a view as to where to position
basic salaries and benefits relative to 
comparable companies. 

The methodology used is to construct
appropriate comparator groups for the
individual positions of Chief Executive, 
Group Finance Director, and Chief Operating
Officer taking account of company size, scale

Target Performance (median)

Salary 34%

Pension 17%

Bonus 17%

Long-term
incentive rewards 32%

C
orporate governance 
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share awards for executive directors within
the framework set out below which is broadly
in line with similar plans operated by other
FTSE 50 companies.

Review of share-based long-term 
incentive plans
In 2006 the Committee reviewed the
Company’s share-based long-term incentive
plans, taking account of continuing changes
in market practice and investors’ comments
following the shareholder consultation earlier
that year. Part of the review specifically
considered the performance conditions 
for the various share-based incentive plans,
benchmarking the performance conditions
against market practice.

The Committee concluded from the review
that the Company’s current approach
provides a good balance of short-term and
long-term reward, potentially more weighted
towards long-term rewards than a number of
other companies, but consequently aligned
to and consistent with the long-term nature
of the Company’s business. The Committee
also concluded that the performance
conditions for the individual plans remained
appropriate. The Committee has therefore
retained the current long-term incentive
arrangements.

Details of the individual plans to operate 
in 2007 are as follows:

– options granted under the Executive 
Share Option Plan are set at a maximum of
1.5 times base salary (2.25 times base
salary for the Chief Executive). Vesting 
of options is subject to the achievement 
of real earnings per share (EPS) growth
targets over a three-year performance
period. There will be no retesting after 
the three-year performance period for
options to be granted in 2007. 

– awards under the Performance Share Plan
to be set at 1 times base salary (1.5 times
base salary for the Chief Executive). The
median level of vesting for the 2007
awards will be 25% of the shares under
award if the company’s total shareholder
return (TSR) performance (share price
growth plus dividends) over a three-year
performance period is in the top 50% 
of the TSR comparator group, with 100% of
the shares under award being released if
the TSR is in the top 20%. Intermediate
positions will be calculated on a straight
line pro-rata basis. Vesting will also be
subject to the Committee being satisfied
there has been a sustained improvement in

underlying financial performance. The TSR
comparator group comprises 18 other
major defence and aerospace companies
operating in the international arena.

– in 2007 executive directors will be able 
to participate in the new Share Matching
Plan (SMP), approved by shareholders in
2006, which replaces the Restricted Share
Plan. The SMP is structured as a stand-
alone share investment plan. Participants
will be invited to acquire shares up to 
an amount not exceeding the net amount
of any discretionary annual bonus the
individual received for the previous
financial year (Investment Shares). The
participant will be granted a conditional
award of Matching Shares under the SMP
against the gross bonus invested; for
executive directors the match will be in the
ratio of 1:1. The Matching Shares will be
subject to the same performance condition
as that applied to the Executive Share
Option Plan as outlined above. 

In determining the performance criteria 
of the three plans, the Committee took the
view that EPS is a key indicator of long-term
financial performance and value creation
and that TSR is an indication of earnings
and capital growth relative to the industry-
specific comparator group.

The UK-based executive directors are also
entitled to participate in the Company’s
Share Incentive Plan, an all-employee plan,
under which the award of free shares is
subject to company performance. 

Post-retirement benefits
The executive directors of the Company 
are members of Group pension schemes
and pay contributions at the same rate 
as all other employees participating in 
the schemes.

Following consultation with employees 
in 2006, a number of changes were made 
to the pension schemes in respect of
benefits accruing from 6 April 2006 as 
a means of funding the deficits disclosed 
in the schemes. These changes apply 
to executive directors in the same way 
as to other employees and include the
introduction of the Longevity Adjustment
Factor, a reduction in the maximum level 
of pension increases and a change in the
definition of Pensionable Pay.

The Committee undertook a review of UK
executive pension arrangements prior to 

the tax rules which came into effect from
April 2006 which introduced the concept of 
a Lifetime Allowance (LTA), i.e. the maximum
amount of pension savings that can benefit
from tax relief. The Committee decided 
to maintain its current arrangements for
existing executives and the Company will not
compensate individuals, including directors,
for the tax changes; instead it will offer
choices that are broadly cost neutral to the
Company but which may better suit the needs
of the individuals affected. For UK executives
reaching the LTA these choices are:

– remain in the pension scheme and pay 
any additional tax charge; or

– opt out of the pension scheme (and 
so earn no further pension benefits 
in respect of future service) and instead
receive a taxable salary supplement; or

– restrict scheme benefits to the value of
the LTA with the remainder being provided
directly from the Company as an unfunded
promise (which on retirement can be taken
as pension or commuted in full for a
taxable lump sum).

These arrangements were revisited by the
Committee in early 2007 in the light of
developing market practice and the Committee
believes that they remain appropriate.

Other benefits
Other benefits provided to the executive
directors include a car allowance, the taxable
benefit of any private use of a chauffeur, and
a cash allowance for medical examination.

Executive directors’ service contracts
It is the Remuneration Committee’s policy
that executive directors should normally
have service contracts that provide for the
Company to give the individual 12 months’
notice of termination. This policy has been
chosen because it provides a reasonable
balance between the need to retain the
services of key individuals and the need 
to limit the liabilities of the Company in 
the event of the termination of a contract.
Walt Havenstein’s US contract provides for
three months’ notice of termination from 
the Company to the individual, but the
Company is generally obliged to pay him 
a sum equivalent to 12 months’ salary and
18 months continuation of medical benefits
in the event of a termination.

As previously disclosed, Mark Ronald, the
outgoing US Chief Operating Officer who
retired from the Board at the end of 2006,
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This graph shows the value, by 31 December 2006, of £100
invested in BAE Systems on 31 December 2001 compared with
the value of £100 invested in the FTSE 100 Index. The other
points plotted are the values at intervening financial year ends.

The graph, which has been produced in accordance with the
requirements of Schedule 7A to the Companies Act 1985,
shows the total shareholder return for a holding in the Company’s
ordinary shares for the period 2001-2006 relative to a holding of

shares representing the FTSE 100. The FTSE 100 is considered
to be an appropriate comparator for this purpose as it is a broad
equity market index. As BAE Systems is a constituent member of
the FTSE 100, it was deemed to be the most appropriate general
UK equity index.
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was entitled inter alia to the contractual
payment of a lump sum equal to one year’s
salary if his one-year rolling contract was 
not renewed at the end of its term and this
amount is included in the Remuneration
Table opposite. 

Chairman and non-executive directors
Dick Olver was appointed Chairman on
1 July 2004 and is required to devote 
at least two days a week to his duties 
as Chairman. His appointment is for an
initial fixed three-year term with effect from
17 May 2004 (the date of his appointment
to the Board) unless terminated earlier in
accordance with the Company’s Articles of
Association, or by either party giving to the
other not less than six months’ prior written
notice. His fee, which has been set by the
Committee at £500,000 per annum, will 
not change during the initial three-year term.

Non-executive directors are paid a fee
reflecting the time commitment required of
the director. The fee level for the chairmen
of the individual committees and the 
Senior Independent Director reflects their
additional responsibilities and workload.
Fees paid to non-executive directors in
2006, together with the fee structure 
for 2007, are detailed opposite. 

The Chairman and non-executive directors
do not have service contracts but do have
letters of appointment detailing the basis 
of their appointment. 

C
orporate governance

The aggregate amount of gains (realised 
and unrealised) made by directors on share
options was £1,395,166 in 2006 and the
aggregate net value of assets received 
by directors from long-term incentive plans
was nil. The aggregate amount of company
contributions paid in respect of money
purchase retirement benefits for directors 
in 2006 was £339,528 being (i) a payment
of £2,871 to Mark Ronald’s 401(k) plan;
and (ii) a payment of £336,657 to George
Rose’s FURBS arrangement.

2006 was another very successful year,
building on the excellent performances 
in 2004 and 2005. All the major business
groupings achieved their stretch targets 
on profit and cash and, as a result, all the
financial targets within the 2006 Annual
Bonus Plan for executive directors were met
at the stretch level. In addition, excellent
progress was made against all the key non-
financial objectives and, accordingly, bonus
payments for 2006 which are set out in 
the table above range from 95% to 100% 
of the maximum bonus.

Directors’ remuneration
2006 2005

Basic
salary Fees Bonus Benefits Other pay Total Total
£’000 £’000 £’000 £’000 £’000 £’000 £’000

Chairman
R L Olver – 500 – 6 – 506 505
Executive directors
C V Geoghegan 1 468 – 444 31 105 1,048 893 
M Lester * 568 – 556 27 – 1,151 1,100
S L Mogford 1 468 – 463 25 – 956 910 
M H Ronald * 1, 2 542 – 773 31 643 1,989 1,271
G W Rose 1, 2 530 – 519 27 – 1,076 1,022
M J Turner 1 870 – 1,305 31 196 2,402 1,638 
Non-executive directors
Prof S Birley – 73 – – – 73 63
P J Carroll – 70 – – – 70 18
Dr U Cartellieri – 58 – – – 58 53
M J Hartnall – 78 – – – 78 73
Lord Hesketh *** n/a n/a n/a n/a n/a n/a 16
Sir Peter Mason – 73 – – – 73 63
Rt Hon M Portillo * – 17 – – – 17 53
R Quarta – 58 – – – 58 18
Sir Nigel Rudd ** – 15 – – – 15 n/a
P A Weinberg – 77 – – – 77 34

3,446 1,019 4,060 178 944 9,647 7,730

* retired during or at the end of 2006

** appointed during 2006 

*** retired in 2005

1 accruing retirement benefits under defined benefit schemes at 31 December 2006 

2 accruing benefits under money purchase arrangements at 31 December 2006 

All emoluments and compensation paid to directors during the year are shown in the table. Where the individual was appointed during
the year the amount shown is for the period from appointment.

The other pay received by Mark Ronald, the US-based executive director, is in relation to salary in lieu of unused holiday ($185,000) 
and his contractual termination payment of $1m (as previously disclosed), which relates to the 2006 financial year but will be later paid
in 2007 in accordance with US law. 

The other pay received by Chris Geoghegan and Mike Turner is in respect of a cash supplement payable from opting out of future accrual 
under the Company pension schemes. 

As a result of the detailed salary review
undertaken by the Committee in 2006, 
the base salary of the executive directors
with effect from January 2007 is as 
follows: Chris Geoghegan: £490,000; Walt
Havenstein: $750,000; Ian King: £530,000;
Steve Mogford: £490,000; George Rose:
£560,000; and Mike Turner: £945,000. 

The Non-Executive Directors’ Fees
Committee has agreed the following fee
structure for the non-executive directors 
in 2007: Chairman of the Audit Committee:
£77,500; Chairmen of the Remuneration
Committee and the Corporate Responsibility
Committee, and the Senior Independent
Director: £72,500; and each of the other
non-executive directors: £57,500. In
addition, a transatlantic meeting allowance
of £4,000 per meeting is paid to European-
based non-executive directors attending
board meetings in the US and to US-based
non-executive directors attending board
meetings in Europe.
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Consolidated income statement
for the year ended 31 December 

Restated1 Restated1

Total Total
2006 2006 2005 2005

£m £m £m £m

Continuing operations
Combined sales of Group and equity accounted investments 13,765 12,581
Less: share of equity accounted investments (1,432) (1,562)
Revenue 12,333 11,019
Operating costs (11,763) (10,579)
Other income 371 247

Group operating profit excluding amortisation and impairment 
of intangible assets 1,080 809

Amortisation (105) (77)
Impairment (34) (45)

Group operating profit 941 687
Share of results of equity accounted investments excluding finance costs 

and taxation expense 127 100
Financial income of equity accounted investments 21 8
Taxation expense of equity accounted investments (35) (34)

Share of results of equity accounted investments 113 74
Earnings before amortisation and impairment of intangible assets, 

finance costs and taxation expense (EBITA) 1,207 909
Amortisation (105) (77)
Impairment (34) (45)
Financial income of equity accounted investments 21 8
Taxation expense of equity accounted investments (35) (34)

Operating profit 1,054 761
Finance costs
Financial income 1,330 1,224
Financial expense (1,525) (1,428)

(195) (204)
Profit before taxation 859 557
Taxation expense
UK taxation (97) (37)
Overseas taxation (116) (76)

(213) (113)
Profit for the year from continuing operations 646 444
Profit for the year from discontinued operations 993 111
Profit for the year 1,639 555
Attributable to:

BAE Systems shareholders 1,636 553
Minority interests 3 2

1,639 555

Earnings per share
Continuing operations:

Basic earnings per share 19.9p 13.9p
Diluted earnings per share 19.8p 14.1p

Discontinued operations:
Basic earnings per share 30.8p 3.5p
Diluted earnings per share 29.4p 3.3p

Total:
Basic earnings per share 50.7p 17.4p
Diluted earnings per share 49.2p 17.4p

1 restated following the sale of Airbus SAS
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Consolidated balance sheet
as at 31 December 

Financial statem
ents

2006 2005
£m £m

Non-current assets
Intangible assets 7,595 8,217
Property, plant and equipment 1,746 1,704
Investment property 123 218
Equity accounted investments 671 1,721
Other investments 11 9
Other receivables 569 912
Other financial assets 51 65
Deferred tax assets 1,077 1,331

11,843 14,177
Current assets
Inventories 395 485
Trade and other receivables including amounts due from customers for contract work 2,253 1,877
Current tax 3 20
Other investments 503 634
Other financial assets 50 54
Cash and cash equivalents 3,100 2,581

6,304 5,651
Non-current assets and disposal groups held for sale – 407

6,304 6,058
Total assets 18,147 20,235
Non-current liabilities
Loans (2,776) (3,534)
Trade and other payables (465) (432)
Retirement benefit obligations (2,499) (4,101)
Other financial liabilities (45) (45)
Deferred tax liabilities (15) (23)
Provisions (271) (375)

(6,071) (8,510)
Current liabilities
Loans and overdrafts (334) (905)
Trade and other payables (6,717) (7,006)
Other financial liabilities (50) (81)
Current tax (417) (316)
Provisions (424) (343)

(7,942) (8,651)
Liabilities directly associated with non-current assets and disposal groups held for sale – (270)

(7,942) (8,921)
Total liabilities (14,013) (17,431)
Net assets 4,134 2,804
Capital and reserves
Issued share capital 81 80
Share premium 841 782
Equity option of convertible preference shares 76 78
Other reserves 4,330 4,720
Retained earnings (1,211) (2,872)
Total equity attributable to equity holders of the parent 4,117 2,788
Minority interests 17 16
Total equity 4,134 2,804

Approved by the Board on 21 February 2007 and signed on its behalf by:
M J Turner G W Rose
Chief Executive Group Finance Director
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Consolidated cash flow statement
for the year ended 31 December 
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Restated1 

2006 2005
£m £m

Profit for the year
Continuing operations 646 444
Discontinued operations 993 111

1,639 555
Taxation expense (includes £4m (2005 £1m) from discontinued operations) 217 114
Share of results of equity accounted investments (includes £70m (2005 £139m) 

from discontinued operations) (183) (213)
Net finance costs (includes income £2m (2005 expense £3m) from discontinued operations) 193 207
Depreciation, amortisation and impairment 422 524
(Gain)/loss on disposal of property, plant and equipment (60) 2
Gain on disposal of investment property (84) (43)
(Gain)/loss on disposal of business – continuing operations (13) 4
(Gain)/loss on disposal of business – discontinued operations (925) 8
Impairment of other investments 2 2
Cost of equity-settled employee share schemes 21 16
Movements in provisions 47 99
Decrease in liabilities for retirement benefit obligations (834) (98)
Decrease/(increase) in working capital:

Inventories 28 54
Trade and other receivables (187) (4)
Trade and other payables 495 872

Cash inflow from operating activities 778 2,099
Interest paid (315) (213)
Interest element of finance lease rental payments (11) (17)
Taxation paid (85) (27)
Net cash inflow from operating activities 367 1,842
Dividends received from equity accounted investments (including £88m (2005 £64m)  

from discontinued operations) 145 88
Interest received 139 99
Purchases of property, plant and equipment (419) (318)
Capital expenditure on investment property – (12)
Purchases of intangible assets (27) (17)
Proceeds from sale of property, plant and equipment 135 30
Proceeds from sale of investment property 174 54
Proceeds from sale of non-current other investments 1 30
Purchase of non-current other investments (5) (17)
Purchase of subsidiary undertakings (12) (2,262)
Net cash acquired with subsidiary undertakings – 128
Purchase of equity accounted investments (4) –
Proceeds from sale of subsidiary undertakings 174 460
Cash and cash equivalents disposed of with subsidiary undertakings (40) 1
Proceeds from sale of equity accounted investments 1,212 125
Proceeds from sale of Exchange Property 557 –
Net proceeds from (purchase)/sale of other deposits/securities (468) 45
Net cash inflow/(outflow) from investing activities 1,562 (1,566)
Capital element of finance lease rental payments (45) (89)
Proceeds from issue of share capital 53 373
Purchase of treasury shares (112) –
Purchase of own shares by ESOP (12) –
Equity dividends paid (346) (315)
Dividends paid on preference shares (20) (21)
Cash inflow from loans 66 1,005
Cash outflow from repayment of loans (921) (357)
Net cash (outflow)/inflow from financing activities (1,337) 596
Net increase in cash and cash equivalents 592 872
Cash and cash equivalents at 1 January 2,491 1,650
Effect of foreign exchange rate changes on cash and cash equivalents (9) (31)
Cash and cash equivalents at 31 December 3,074 2,491

Comprising:
Cash and cash equivalents 3,100 2,581
Overdrafts (26) (90)
Cash and cash equivalents at 31 December 3,074 2,491

1 restated following the sale of Airbus SAS
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Financial statem
ents

Consolidated statement of recognised income and expense
for the year ended 31 December

2006 2005
£m £m

Currency translation on foreign currency net investments:
Subsidiaries (162) 53
Equity accounted investments (26) (23)

Amounts credited/(charged) to hedging reserve 221 (688)
Actuarial gains/(losses) on defined benefit pension schemes:

Subsidiaries 692 (652)
Equity accounted investments 72 (72)

Current tax on items taken directly to equity 21 (3)
Deferred tax on items taken directly to equity:

Subsidiaries (227) 193
Equity accounted investments (92) 276

Recycling of cumulative currency translation on disposal:
Continuing operations 3 –
Discontinued operations 11 –

Recycling of cumulative net hedging reserve on disposal – discontinued operations (448) –
Net income/(expense) recognised directly in equity 65 (916)
Profit for the year 1,639 555
Total recognised income and expense 1,704 (361)
Adoption of IAS 32 and IAS 39 – 422

1,704 61
Attributable to:

Equity shareholders 1,701 (363)
Minority interests 3 2

1,704 (361)

Auditors’ statement

Statement of the independent auditors to 
the members of BAE Systems plc pursuant 
to section 251 of the Companies Act 1985
We have examined the summary financial
statement set out on pages 30 to 36, 
which comprises the summarised directors’
remuneration report, the consolidated
income statement, the consolidated 
balance sheet, the consolidated cash flow
statement, and the consolidated statement
of recognised income and expense. 

This statement is made solely to the
Company’s members, as a body, in
accordance with section 251 of the
Companies Act 1985. Our work has 
been undertaken so that we might state 
to the Company’s members those matters
we are required to state to them in such 
a statement and for no other purpose. 
To the fullest extent permitted by law, 
we do not accept or assume responsibility 
to anyone other than the Company and 
the Company’s members as a body, for 
our work, for this statement, or for the
opinions we have formed.

Respective responsibilities of directors 
and auditors
The directors are responsible for preparing
the Annual Review in accordance with
applicable United Kingdom law. Our
responsibility is to report to you our opinion
on the consistency of the summary financial
statement within the Annual Review with 
the full annual financial statements, and 
the directors’ remuneration report, and its
compliance with the relevant requirements 
of section 251 of the Companies Act 1985
and the regulations made thereunder.

We also read the other information
contained in the Annual Review and 
consider the implications for our report 
if we become aware of any apparent
misstatements or material inconsistencies
with the summary financial statement.

Basis of opinion
We conducted our work in accordance with
Bulletin 1999/6 ‘The auditor’s statements 
on the summary financial statements’
issued by the Auditing Practices Board for
use in the United Kingdom. Our report on
the Group’s full annual financial statements
describes the basis of our audit opinion 
on those financial statements.

Opinion
In our opinion the summary financial
statement is consistent with the full annual
financial statements and the directors’
remuneration report of BAE Systems plc 
for the year ended 31 December 2006 and
complies with the applicable requirements 
of section 251 of the Companies Act 1985
and the regulations made thereunder. 

KPMG Audit Plc
Chartered Accountants 
London
Registered Auditor

21 February 2007
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Registered office
6 Carlton Gardens
London
SW1Y 5AD
United Kingdom
Telephone: +44 (0)1252 373232

Company website: www.baesystems.com

Registered in England & Wales, No.1470151

Registrars
Lloyds TSB Registrars (0140)
The Causeway, Worthing
West Sussex BN99 6DA
United Kingdom
Telephone: 0870 600 3982
(+44 121 415 7058 from outside the UK)

If you have any queries regarding your
shareholding, please contact the registrars.

Shareview service
The Shareview service from our registrar,
Lloyds TSB Registrars, gives shareholders:

– direct access to data held on their behalf
on the share register including recent
share movements and dividend details;
and

– the ability to change their address or
dividend payment instructions on-line.

To sign up for Shareview you need the
‘shareholder reference’ printed on your 
proxy form or dividend stationery. There 
is no charge to register. 

When you register with the site, you can
register your preferred format (post or 
e-mail) for shareholder communications. 
If you select ‘e-mail’ as your mailing
preference, you will be sent shareholder
communications, such as proxy forms and
annual/interim results by e-mail instead of
post, as long as this option is available.

If you have your dividends paid straight to
your bank account, and you have selected
‘e-mail’ as your mailing preference, you can
also collect your tax voucher electronically.
Instead of receiving the paper tax voucher,
you will be notified by e-mail with details of
how to download your electronic version. 

However, if you choose ‘post’ as your
preference, you will be sent paper
documents as usual.

Visit the website for more details:
www.shareview.co.uk

Details of software and equipment
requirements are given on the website.

Shareholder dealing service
Hoare Govett Limited offers a low cost
postal dealing service enabling UK resident
shareholders to buy or sell BAE Systems plc
shares. Basic commission is 1%, subject to
a minimum charge of £15.00. If you require
further information please contact:

Hoare Govett Limited
Telephone: +44 (0)20 7678 8300

This notice has been approved by Hoare
Govett Limited which is authorised and
regulated by the Financial Services Authority.

ShareGift
The Orr Mackintosh Foundation operates a
charity donation scheme for shareholders 
with small parcels of shares which may be
uneconomic to sell. Details of the scheme are
available from ShareGift at www.sharegift.org
or by telephone on 020 7828 1151.

Share price information
The middle market price of the Company’s
ordinary shares on 31 December 2006
was 425.75p and the range during the 
year was 329p to 449.75p.

Daily share prices are available in the UK 
on the FT Cityline service on 0906 843
0000. At the menu following the FTSE 100
index, select option 2 for share prices and
the relevant four-digit code shown below:

BAE Systems plc ordinary shares –
enter the four-digit code 1890

BAE Systems plc preference shares –
enter the four-digit code 5174

Calls are charged at 60p per minute 
at all times.

Alternatively you can view teletext 
or a similar service.

Dividend reinvestment plan
The company offers holders of its ordinary
shares the option to elect to have their
dividend reinvested in shares purchased 
in the market instead of cash. If you would
like to make this election, please request 
a dividend reinvestment plan mandate from
our registrars:

Lloyds TSB Registrars
The Causeway, Worthing
West Sussex BN99 6DA
Telephone: 0870 241 3018
Telephone number from outside the UK: 
+44 121 415 7058

American Depositary Receipts
The BAE Systems plc American Depositary
Receipts (ADRs) are traded on the 
Over The Counter market (OTC) under 
the symbol BAESY. One ADR represents 
four BAE Systems plc ordinary shares.

JPMorgan Chase Bank, N.A. is the depositary.

If you should have any queries, 
please contact:

JPMorgan Chase Bank, N.A.
JPMorgan Service Center
PO Box 3408
South Hackensack NJ 07606-3408 
USA

Toll free telephone number: 
800 990 1135
Telephone number from outside the US: 
+1 201 680 6630

Website: www.adr.com
Email: jpmorganadr@mellon.com

Financial calendar

Financial year end 31 December

Annual General Meeting 9 May 2007

Preference shares conversion
date (final opportunity) 31 May 2007

2006 final ordinary
dividend payable 1 June 2007

2007 half yearly preference
dividend payable 2 July 2007

2007 interim results
announcement 9 August 2007

2007 interim ordinary
dividend payable 30 November 2007

2007 full year results
– preliminary announcement February 2008
– report and accounts April 2008

2007 final ordinary 
dividend payable June 2008

Shareholder information
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Important note
This Annual Review is a summary of the information in the full Annual Report of BAE Systems plc. It does 
not contain sufficient information to allow a full understanding of the results of the Group and state of affairs 
of the Company or of the Group, and of their policies and arrangements concerning directors’ remuneration.
For further information, the full Annual Report should be consulted. This can be found on the Company’s website,
www.baesystems.com. Alternatively, copies are available, free of charge, from: 
The Company Secretary, BAE Systems plc, 6 Carlton Gardens, London SW1Y 5AD
If in future years you wish to receive the full Annual Report you should write to the Company’s registrars, 
Lloyds TSB Registrars, at the address shown above.

Cert no. SGS-COC-2958

The paper used in this document contains a minimum 
of 50 per cent post consumer waste. It also has FSC
certification and is sourced from well managed forests
certified in accordance with the rules of the Forest
Stewardship Council.
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Shaping our business
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Cover image: BAE Systems, with its partners,
is delivering the Type 45 anti-air warfare
destroyer. The Group has responsibility for
the design, development and delivery for the
class. The through-life support arrangements
are now under discussion, with initial
packages on contract.

Information key

Cross reference
within report26

For more information visit
www.baesystems.com

Cautionary statement
All statements other than statements of historical fact included in this
document, including, without limitation, those regarding the financial
condition, results, operations and businesses of BAE Systems and
its strategy, plans and objectives and the markets and economies in
which it operates, are forward-looking statements. Such forward-looking
statements which reflect management's assumptions made on the
basis of information available to it at this time, involve known and
unknown risks, uncertainties and other important factors which
could cause the actual results, performance or achievements of
BAE Systems or the markets and economies in which BAE Systems
operates to be materially different from future results, performance
or achievements expressed or implied by such forward-looking
statements. Nothing in this document shall be regarded as a profit
forecast. BAE Systems plc and its directors accept no liability to third
parties in respect of this report save as would arise under English
law. In particular, section 463 Companies Act 2006 limits the liability
of the directors of BAE Systems plc so that their liability is solely to
BAE Systems plc.

REAL PERFORMANCE. REAL ADVANTAGE.




