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Segmental 
performance

We report our performance through 
five principal reporting segments:

– Electronic Systems
– Cyber & Intelligence
– Platforms & Services (US)
– Platforms & Services (UK)
– Platforms & Services (International)
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 P26
 Electronic Systems

 P38
 Platforms & Services (UK)

 P30
 Cyber & Intelligence

 P42
 Platforms & Services (International)

 P34
 Platforms & Services (US)

Segmental performance at a glance 

KPI KPI KPI KPI

Number of
employees1

Sales1

£m

Underlying
EBITA2

£m

Return
on sales

%

Cash
flow3

£m

Order
intake1

£m

Order
backlog1,4

£bn

Electronic Systems 12,400 2,638 396 15.0 323 2,523 4.2

Cyber & Intelligence 12,900 1,848 145 7.8 93 2,029 2.4

Platforms & Services (US) 11,500 2,779 177 6.4 100 2,737 3.9

Platforms & Services (UK) 29,600 7,405 721 9.7 220 4,944 17.8

Platforms & Services (International) 13,600 3,742 335 9.0 164 3,046 10.2

HQ* 2,500 237 (91) (219) 231 –

Less: Intra-group (745) (589) (1.7)

Total 82,500 17,904 1,683 9.4 681 14,921 36.8

*HQ comprises the Group’s head office activities, together with a 49% interest in Air Astana.

1. Including share of equity accounted investments.
2. Earnings before amortisation and impairment of intangible assets, finance costs and taxation expense (EBITA) excluding non-recurring items (see page 17).
3. Net cash inflow/(outflow) from operating activities after capital expenditure (net), financial investment and dividends from equity accounted investments.
4. Comprises funded and unfunded unexecuted customer orders.
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Electronic 
Systems
Electronic Systems, with 12,400 employees1, 
comprises the US and UK-based electronics 
activities, including electronic warfare systems, 
electro-optical sensors, military and commercial 
digital engine and flight controls, next-generation 
military communications systems and data links, 
persistent surveillance capabilities, and hybrid 
electric drive systems.

Electronic Combat includes the 
Electronic Protection, Electronic 
Warfare and Electronic Attack 
product lines, and provides a 
depth of capability in integrated 
electromagnetic systems for airborne 
applications, mission planning and 
battle management solutions, secure 
networked communications and 
navigation systems, radio frequency 
communication and data links.

Survivability, Targeting & Sensing 
exploits the electro-optical and 
infrared spectrum to provide 
leading threat warning and infrared 
countermeasures systems, precision 
guidance and seeker solutions, 
advanced targeting solutions, head-up 
displays and state-of-the-art tactical 
imaging systems.

Intelligence, Surveillance & 
Reconnaissance addresses the market 
for actionable intelligence through 
innovative technical solutions for 
airborne persistent surveillance, 
identification systems, signals 
intelligence, underwater and surface 
warfare solutions, and space products.

Controls & Avionics addresses the 
military and commercial aircraft 
electronics markets, including 
fly-by-wire flight controls, full authority 
digital engine controls, flight deck 
systems, cabin management systems 
and mission computers.

HybriDrive® Solutions delivers electric 
propulsion and power management 
performance, with innovative 
products and solutions that advance 
vehicle mobility, efficiency and 
capability in the transit, military, 
marine and rail markets.

Our strategy in action
Leverage our technology  
and engineering capabilities

 Advancing future solutions
Electronic Systems’ research and advanced technology arm 
develops agile, innovative solutions to solve mission-critical customer 
challenges. The majority of the 150 active programmes are funded 
by the Defense Advanced Research Projects Agency (DARPA) and 
other US Department of Defense research laboratories. The focus 
is to develop innovative concepts and transition them to support 
programmes of record, such as the Long-Range Anti-Ship Missile 
programme, which uses BAE Systems’ advanced long-range sensors 
as the missile’s eyes and ears to enable the attack of targets within a 
group of enemy ships protected by sophisticated air defence systems.
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Operational and strategic highlights

– Selected for the Eagle Passive Active Warning 
Survivability System programme with Boeing, 
potentially worth over $1.0bn (£0.7bn) over the life 
of the programme, to upgrade up to 400 US Air 
Force F-15 aircraft

– Delivered the first international order for the Advanced 
Precision Kill Weapon System (APKWS™)

– Awarded a five-year contract for the US Army’s 
Enhanced Night Vision Goggle III and Family of Weapon 
Sights – Individual programme, with a potential value 
of $435m (£295m)

– Acquired Eclipse Electronic Systems, Inc., a provider 
of leading-edge communications intelligence receivers 
and services

– Selected by Boeing to provide the entire flight control 
electronics suite on the next-generation 777X aircraft 
programme following the award, in 2015, for the 
remote electronic units

– Opened a state-of-the-art aviation technology 
manufacturing facility in Fort Wayne, Indiana

Financial performance
2015 2014

Sales1 KPI £2,638m £2,415m

Underlying EBITA2 KPI £396m £373m

Return on sales 15.0% 15.4%

Cash inflow3 KPI £323m £246m

Order intake1 KPI £2,523m £2,341m

Order backlog1,4 £4.2bn £3.9bn

– Sales1 compared to 2014 increased marginally to $4.0bn (£2.6bn). 
The commercial areas of the business now amount to 23% having 
seen sales growth in the year of 7%. On the defence side, sales were 
stable with growth on the F-35 Lightning II programme offsetting 
contracts completing in 2014.

– The return on sales achieved of 15.0% benefited from continued 
strong programme execution and risk retirement. Last year’s return 
on sales of 15.4% included a 0.5 percentage point non-recurring 
gain from a contract pricing settlement.

– Cash3 conversion of underlying EBITA2 for the year was at 89%, 
excluding pension deficit funding.

– Order backlog1,4 was sustained at $6.1bn (£4.2bn) benefiting from 
awards for Enhanced Night Vision Goggles, F-15 electronic warfare 
upgrades, production of P-8A Poseidon mission computers and 
F-35 Lightning II Low-Rate Initial Production Lots 9 to 11.

Sales1 by domain (%)

Maritime

 3%

Land

9% Air

 88%

 Sales1 by line of business (%)

Controls & Avionics/
HybriDrive® Solutions

 28%
Electronic
Combat

 36%

Survivability,
Targeting & Sensing

22%

Intelligence, 
Surveillance 
& Reconnaissance

  14%

 Sales1 analysis: Defence and commercial (%)

Commercial

 23%
Defence

 77%

1. Including share of equity accounted investments.
2. Earnings before amortisation and impairment of intangible assets, finance 

costs and taxation expense (EBITA) excluding non-recurring items.
3. Net cash inflow from operating activities after capital expenditure (net), 

financial investment and dividends from equity accounted investments.
4. Comprises funded and unfunded unexecuted customer orders.
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Segmental performance 
Electronic Systems

Operational performance

Electronic Combat
Electronic Systems has sustained its leadership 
position in the US electronic warfare market 
and production is ramping up across a number 
of programmes. Low-Rate Initial Production 
hardware deliveries on the F-35 Lightning II 
programme continue with Lot 8 and 9 
deliveries, and Lot 10 deliveries expected to 
commence in 2016. The business has received 
initial funding for Lot 11, with negotiations 
anticipated in 2016.

The business is under contracts, from Boeing 
and Warner Robins Air Logistics Complex, 
totalling over $1.0bn (£0.7bn) to install the 
Digital Electronic Warfare System (DEWS) on 
84 new F-15 aircraft, upgrade 70 existing F-15 
aircraft with DEWS and provide spare units 
and modules for an international customer. 
Hardware and software deliveries, and system 
verification testing remain on schedule.

BAE Systems has been selected by 
Boeing to develop and manufacture the 
next-generation digital electronic warfare 
system for the US Air Force’s Eagle Passive 
Active Warning Survivability System 
programme to upgrade up to 400 F-15 
aircraft. The programme could be worth 
over $1.0bn (£0.7bn) over its life.

BAE Systems was selected by the US Special 
Operations Command to develop a new 
electronic warfare system for its fleet of 
C-130J aircraft. The initial contract, worth 
more than $20m (£14m), is the first phase of 
a multi-phase programme to provide product 
development and platform integration work 
over the next 12 months. The lifecycle value 
of the contract could exceed $400m (£271m).

Due to the sensitive nature of electronic 
combat systems and technology, many of 
the business’s programmes are classified. As 
a world leader in electronic warfare systems, 
the business continues to experience growth 
in this increasingly important area.

Survivability, Targeting & Sensing
The US Army continues to field the 
third-generation upgrade to its Common 
Missile Warning Systems and has placed 
its first Foreign Military Sales orders for 
systems to Qatar, the Republic of Korea, 
Indonesia and Turkey. 

Electronic Systems continues to deliver on 
Advanced Precision Kill Weapon System 
(APKWS™) Full-Rate Production Lots 3 and 4, 
now worth a total of $115m (£78m) with the 
US Navy. BAE Systems received customer 
recognition for the completion of the 5,000th 
production unit during September and the 
first Foreign Military Sales order of 110 
systems for Jordan was completed in October. 
The US Army acquired an initial quantity of 
APKWS™ laser-guided rockets from the 
US Navy for use in ongoing operations.

The business continues to perform on the 
Terminal High-Altitude Area Defence Full-Rate 
Production contract, valued at $340m (£231m), 
for 307 infrared missile seekers supporting both 
the US government and Foreign Military Sales. 

A five-year, Indefinite Delivery, Indefinite 
Quantity (IDIQ) contract to support the 
US Army’s Enhanced Night Vision Goggle III 
and Family of Weapon Sights – Individual 
programme was awarded to BAE Systems in 
March. The contract has a potential value of 
approximately $435m (£295m). The programme 
has commenced initial deliveries to support 
user evaluation and reliability testing.

The next-generation Striker® II helmet-mounted 
display has completed initial flight trials, 
successfully demonstrating the performance 
of the integrated digital night vision camera.

The business was unsuccessful in bidding 
for the US Army’s Common Infrared 
Countermeasures programme.

Intelligence, Surveillance & Reconnaissance 
The business continues to provide Airborne 
Surveillance capability for the US Air Force 
and US Army based on two wide-area, 
high-resolution imaging sensor systems – the 
Airborne Wide Area Persistent Surveillance 
System, which has been operational for more 
than 28,000 hours in theatre, and the 
Autonomous Real-time Ground Ubiquitous 
Surveillance – Imaging System. 

The business provides state-of-the-art 
processing capabilities for the US Navy’s P-8A 
Poseidon programme, which has entered 
Full-Rate Production, and delivered 35 mission 
computer and display systems during the 
year. Four systems were purchased by 
Australia in 2015.

Electronic Systems continues to provide Signals 
Intelligence capability for the US Army and 
other US Department of Defense customers. 
BAE Systems was awarded $28m (£19m) for 
additional enhancements to the existing 
two-year contract valued in excess of $95m 
(£64m) to provide Tactical Signals Intelligence 
Payloads and associated equipment for the 
US Army’s Gray Eagle unmanned aircraft. 
Deliveries of pods and ground stations have 
commenced.

In June, BAE Systems completed the 
acquisition of Eclipse Electronic Systems, Inc., 
a Texas-based provider of highly-advanced 
Intelligence, Surveillance and Reconnaissance 
products and services to the US defence and 
intelligence community. 

Our strategy in action
Continue to grow our electronic 
systems business

Innovation in 
electronic warfare

 More online
 baesystems.com

BAE Systems has an extensive electronic 
warfare heritage, with more than 60 years’ 
experience integrating and fielding some 
of the most advanced US electronic 
warfare technologies. 

BAE Systems has been selected to develop 
and manufacture an all-digital electronic 
warfare system, the Eagle Passive Active 
Warning Survivability System, for the US 
Air Force’s F-15 aircraft. It will replace the 
aircraft’s legacy-1980s Tactical Electronic 
Warfare Suite, and leverages the technology 
and capabilities of the Digital Electronic 
Warfare System and the F-35 Lightning II 
programmes.
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Controls & Avionics
BAE Systems is a major supplier to Boeing 
for flight controls, and cabin and flight deck 
systems. In February, the Group was selected 
to provide the remote electronic units on 
Boeing’s next-generation 777X aircraft 
programme. With this new award, BAE Systems 
will now provide the entire flight control suite 
for 777X aircraft. Delivery of subsystems for 
the first 737 MAX test aircraft was completed 
on schedule.

FADEC Alliance, a joint venture between 
FADEC International (the Group’s joint venture 
with Sagem) and GE Aviation, completed 
certification of the full authority digital engine 
controls on the Leap engine for the Airbus 
A320neo aircraft.

The business completed certification of the 
flight control electronics for the Embraer 
Legacy 500 and Bombardier CSeries aircraft, 
and its flight control electronics enabled first 
flights of the Gulfstream G500 and Embraer 
KC-390 aircraft.

Vistara, an Indian airline, became the launch 
customer for BAE Systems’ IntelliCabin® 
wireless in-flight entertainment system. 
The first installation of the system was 
certified in January 2016.

A new state-of-the-art manufacturing facility 
in Fort Wayne, Indiana, officially opened in 
September for the production of commercial 
aircraft electronics.

On the F-35 Lightning II programme, 
BAE Systems completed Low-Rate Initial 
Production (LRIP) Lot 7 deliveries of 38 
production shipsets, plus spares, of the vehicle 
management computer and active inceptor 
system equipment to Lockheed Martin. Both 
systems are currently in production for LRIP 
Lot 8 and under contract for LRIP Lot 9.

HybriDrive® Solutions
With the recent delivery of its 5,000th 
hybrid propulsion system, the business 
is continuing to meet the needs of an 
environmentally-conscious global transit bus 
market with its new anti-idling technology 
and zero-emission drive modes. Cities including 
London, Paris, Boston and Seattle are now 
using engine-off technology to save fuel, 
reduce noise and improve local air quality.

Other
In July, the Communications & Control line 
of business was realigned across the three 
remaining defence businesses.

From 2016, Cyber & Intelligence’s Geospatial 
Intelligence – Intelligence, Surveillance and 
Reconnaissance business will be reported in 
Electronic Systems.

Looking forward

In the US, further clarity regarding 

potential market improvement 

was gained after Congress reached 

agreement on a new budget deal 

that provides for defence and 

domestic programme spending 

above the Budget Control Act caps 

through 2017. 

Whilst the longer-term outlook 

retains some uncertainty, 

Electronic Systems remains well 

positioned to address changing 

US Department of Defense priorities. 

Its focus remains on maintaining a 

diverse portfolio of defence and 

commercial products and capabilities 

for US and international customers, 

while sustaining its emphasis on 

cost reduction, and research 

and development.

The business expects to benefit 

from its franchise positions, 

particularly on the F-35 Lightning II 

and F-15 programmes, and its ability 

to apply innovative technology 

solutions that meet defence 

customers’ changing requirements. 

In the commercial aviation market, 

Electronic Systems’ technology 

innovations are enabling the business 

to renew long-standing customer 

positions and win new business.

Our strategy in action
Continue to grow our electronic 
systems business

Commercial 
flight control 
electronics

 More online
 baesystems.com

Electronic Systems is both a supplier of 
high-technology equipment for defence 
electronics capabilities and is growing in 
adjacent commercial aerospace markets. 

BAE Systems is a leading supplier of engine 
controls, including for GE engines, and, 
through a joint venture, for the CFM family 
of engines. The Group has a strong franchise 
position, providing flight control electronics 
for many Boeing and other aircraft platforms. 

In 2015, BAE Systems was selected by Boeing 
to provide the remote electronic units for the 
777X aircraft. In combination with the prior 
year award to provide the integrated flight 
control electronics on the 777X, BAE Systems 
will be providing the complete suite of flight 
control electronics for the next-generation 
platform’s fly-by-wire system.
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Segmental performance

Cyber & 
Intelligence
Cyber & Intelligence, with 12,900 employees1, 
comprises the US-based Intelligence & Security 
business and UK-headquartered Applied 
Intelligence business, and covers the Group’s 
cyber security, secure government, and 
commercial and financial security activities.

Intelligence & Security delivers a 
broad range of services to the US 
military and government.

GEOINT-ISR develops and supports 
mission software and systems for US 
intelligence and defence customers, 
leveraging domain expertise in 
geospatial, Intelligence, Surveillance 
and Reconnaissance (ISR) and 
mission management.

Global Analysis & Operations 
provides innovative, mission-enabling 
analytic solutions and support to the 
US government.

Integrated Electronics & Warfare 
Systems provides systems engineering, 
integration and through-life support 
services for US defence and coalition 
partner customers.

IT Solutions delivers operational secure 
solutions that enable US national 
security customers to perform 
operations and protect their data 
and networks.

Applied Intelligence collects, manages 
and exploits information to provide 
intelligence enabling government and 
commercial customers to maintain 
security, manage risk and optimise 
performance. 

Alongside its secure government-
focused activities, the business is 
a supplier of solutions that combine 
large-scale data exploitation, 
intelligence-grade security and 
services and solutions integration 
to commercial customers, with a 
focus on financial services, 
telecommunications, and energy 
and utility companies. 

Primary operations are located in 
the UK, Denmark, Ireland, Australia, 
Malaysia and the US.

Our strategy in action
Accelerate the growth of our cyber,  
intelligence and security business

 Commercial cyber security
Growth in the cyber security domain has been achieved by 
accelerating technology and market positions through targeted 
acquisitions. The core of this strategy was the acquisition in 2008 
of Detica plc to complement and expand the Group’s capabilities 
in cyber security for governments. Whilst this continues to be a 
growth activity, with high technical barriers to entry, commercial 
markets offer higher growth opportunities. 

BAE Systems has developed a range of product and service offerings, 
building on our capabilities in the secure-government environment 
and establishing channels to take defence-grade cyber solutions to 
commercial customers.
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Sales1 by business (%)

Applied
Intelligence

 25%

Intelligence
& Security

 75%

 Sales1 analysis: Intelligence & Security (%)

IT Solutions

20%
GEOINT-ISR

20%

Government

 100%
Global Analysis
& Operations

 14%

Integrated Electronics 
& Warfare Systems

 46%

 Sales1 analysis: Applied Intelligence (%)

International Services
& Solutions

 26%
Commercial Solutions

 34%

Government 
(security)

 40%

UK Services

40%

Commercial

60%

Operational and strategic highlights

Intelligence & Security

– Strategic review of manpower and services businesses 
determined that retaining the businesses delivers 
greater value

– Secured a ten-year contract with an expected value of 
over $1.0bn (£0.7bn) to provide information technology 
services to high-priority US government agencies

– Secured a five-year, $278m (£189m) re-compete award 
to provide logistics and sustainment engineering 
services for radar, optical and telemetry systems

Applied Intelligence

– Integration of the acquired SilverSky business 
substantially completed

– Significant investment in engineering capabilities and 
product development

– Strong performance in commercial cyber security 
products, with multi-year contracts awarded

– Launch and initial take-up of cloud-based cyber security 
products in Europe, Canada and Asia-Pacific

– Continued growth of security and digital services 
projects in government and critical national 
infrastructure in the UK and internationally

Financial performance
2015 20142

Sales1 KPI £1,848m £1,658m

Underlying EBITA3 KPI £145m £153m

Return on sales 7.8% 9.2%

Cash inflow4 KPI £93m £125m

Order intake1 KPI £2,029m £1,784m

Order backlog1,5 £2.4bn £2.0bn

– In aggregate, sales1 increased by 3% to $2.8bn (£1.8bn). The US 
business saw just a 1% decrease largely in government IT services. 
Growth in the Applied Intelligence business was at 31%, of which 
13% came from the acquisition of SilverSky and 18% organically, 
largely from non-UK government customers.

– The return on sales reduced to 7.8% (2014 9.2%) due to a higher 
level of costs expensed in Applied Intelligence as the business focuses 
on further growth.

– Cash4 conversion of underlying EBITA3 for the year was at 82%, 
excluding pension deficit funding.

– In aggregate, order backlog1,5 increased to $3.5bn (£2.4bn). Order 
backlog in the US business grew by 13% largely on imagery analysis 
and cyber support awards. In the Applied Intelligence business, order 
backlog increased by 21% over the year driven mainly by international 
and commercial awards.

1. Including share of equity accounted investments.
2. Re-presented for the reallocation of the Integrated Electronics & Warfare 

Systems activities from Platforms & Services (US) to Cyber & Intelligence. 
3. Earnings before amortisation and impairment of intangible assets, finance 

costs and taxation expense (EBITA) excluding non-recurring items.
4. Net cash inflow from operating activities after capital expenditure (net), 

financial investment and dividends from equity accounted investments.
5. Comprises funded and unfunded unexecuted customer orders.
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Segmental performance 
Cyber & Intelligence

Operational performance

Intelligence & Security
GEOINT-ISR (Geospatial Intelligence – 
Intelligence, Surveillance and Reconnaissance)
Intelligence & Security continues to mature its 
capabilities in software-based data analytics 
with an emphasis on big data, production, 
automation and efficiencies to help the 
intelligence and defence communities 
transform data into actionable intelligence.

The business continues to build on its legacy of 
support to the National Geospatial-Intelligence 
Agency. Under the Consolidated Library 
programme, the business was awarded a 
15-month, $18m (£12m) contract for a Flexible 
Content Management System that provides 
new flexible and adaptable capabilities that 
can be deployed to enhance intelligence 
collection and tradecraft. 

Since winning the Geospatial Data Services 
Foundational GEOINT Content Management 
programme in 2014, the business has been 
awarded orders valued at over $104m (£71m). 

The business is performing well on two new 
contracts awarded in 2015 to assist new US 
intelligence community customers with the 
development of advanced GEOINT data 
processing and next-generation geospatial 
intelligence data collection solutions.

The Mobility Air Force Automated Flight 
Planning Service programme is developing 
advanced mission planning software for 
US Air Force non-combat aircraft. The software 
generates four-dimension optimised flight 
plans to minimise fuel consumption and take 
advantage of new and evolving air space 
regulations. The latest software version has 
been delivered to the customer for formal 
qualification testing and is on track to be 
operational in 2016.

Signal Innovations Group, Inc., acquired 
in 2014, has been integrated into the 
Geospatial eXploitation Products business. 
The new organisation is combining enhanced 
full motion video imagery capabilities with 
existing geospatial analytic software products 
to pursue new opportunities in the US 
intelligence and defence communities.

From 1 January 2016, the GEOINT-ISR 
business will be managed and reported 
within Electronic Systems. 

Global Analysis & Operations
In full motion video and intelligence, 
surveillance and reconnaissance analysis, 
the business has more than 500 analysts 
globally sustaining mission critical activities 
on programmes worth over $400m (£271m).

The business secured a five-year re-compete 
contract worth up to $145m (£98m) to 
provide counter-terrorism analysis services.

Integrated Electronics & Warfare Systems
The business secured a five-year, $278m 
(£189m) re-compete award to provide logistics 
and sustainment engineering services for 
US Department of Defense radar, optical and 
telemetry systems used by the Department 
of Defense, Department of Energy and NASA, 
as well as international government agencies.

On the US Air Force’s Intercontinental 
Ballistic Missile Integration Support Contractor 
programme, the business has been awarded 
$174m (£118m) in additional engineering 
scope change proposals in 2015. Since 
assuming control of the programme in 2014, 
the team has supported five successful missile 
test launches.

The business was awarded a five-year US 
Marine Corps Air Traffic Control and Landing 
Systems re-compete contract, with a potential 
total value of $77m (£52m). 

The US Army awarded BAE Systems a five-year 
contract, potentially worth $76m (£52m), to 
test Command, Control, Communications, 
Computers and Intelligence (C4i) systems for 
tactical vehicles, and then prototype, engineer 
and upgrade more than 2,000 vehicles per year.

IT Solutions
Intelligence & Security was selected to 
provide information technology services to 
the US government in a single-award contract 
with a potential value of over $1.0bn (£0.7bn) 
over a ten-year period. 

The business secured a five-year re-compete 
award with a potential ceiling value of 
$47m (£32m) to continue its support of the 
US Department of Homeland Security Office 
of Biometric Identity Management with 
large-scale, mission-critical fingerprint analysis 
and verification services.

The business was selected for three important 
Indefinite Delivery, Indefinite Quantity (IDIQ) 
contracts in the year. Under the Network 
Operations and Infrastructure and Application 
Services Full and Open multiple-award 
contracts, the business is pursuing task orders 
to expand its IT services footprint with the US 
Air Force. The third IDIQ contract award 
positions the business to pursue task orders 
for mission support services to the Federal 
Bureau of Investigation.

Applied Intelligence
Applied Intelligence’s markets are highly 
competitive with fast-changing customer 
requirements. It typically faces competition 
from multiple vendors. Whilst it has won 
positions on a number of framework 
agreements, business tendered under 
these contracts is still competitive. Whilst 
continuing to grow in the UK market, it 
was disappointing to note the loss in the 
Metropolitan Police Service Integration and 
Applications Management competition this 

Our strategy in action
Accelerate the growth of our cyber,  
intelligence and security business

Maintaining 
space radars

 More online
 baesystems.com

The US Air Force has awarded BAE Systems 
a five-year contract for the Instrumentation 
Radar Support Programme (IRSP) to 
provide multiple agencies with a wide 
range of radar support services. IRSP, a 
government-administered co-op programme 
that BAE Systems has managed since 1985, 
was established to provide support to 
several agencies with similar radar, 
telemetry and optical tracking systems, 
as well as compatible missions. Currently, 
IRSP supports more than 500 systems with 
work ranging from logistical upgrades to 
complete depot-level overhauls.



33
Strategic report | Directors’ report | Financial statements

BAE Systems | Annual Report 2015

Looking forward

Intelligence & Security 

In the US, further clarity regarding 

potential market improvement 

was gained after Congress reached 

agreement on a new budget deal 

that provides for defence and 

domestic programme spending 

above the Budget Control Act caps 

through 2017. 

In April, BAE Systems announced 

that it had engaged advisers to 

support a strategic assessment of 

the Intelligence & Security sector’s 

Global Analysis & Operations, 

Integrated Electronics & Warfare 

Systems and IT Solutions businesses. 

The review determined that retaining 

the businesses within BAE Systems, Inc. 

delivers greater value.

Following a period of market 

contraction in the US government 

services sector, the Group believes 

the outlook is now stabilising.

Intelligence & Security has reduced 

costs to address government 

budgets, whilst pursuing growth 

opportunities, particularly in critical, 

mission-focused areas.

Applied Intelligence 

Applied Intelligence has invested 

in engineering and product 

development and the sales team 

to grow further its order backlog 

and pipeline of opportunities 

from commercial and government 

customers in North America, Europe, 

Asia-Pacific and the Middle East. 

year. The business continues to focus on 
delivering a value-for-money service to all 
its current and prospective customers in this 
area of government business.

The strategy for the Applied Intelligence 
business is to create market-leading positions 
in the commercial cyber security market and 
increasing the scale of systems and service 
integration contracts to the UK government 
and for government customers overseas.

The integration of the SilverSky business in the 
US, acquired in 2014 to accelerate the drive 
into the commercial cyber security market, has 
been a success and is substantially completed.

During the year, the business has invested in 
engineering and product development and 
the sales team to support growth. In 2015, 
Applied Intelligence recruited 1,200 employees, 
including 700 engineers.

Commercial Solutions
Commercial Solutions focuses on the 
provision of cyber security, counter-fraud 
and compliance software and solutions, 
primarily to commercial organisations. 

The sale of products and services which provide 
multi-year or recurring revenue streams has 
continued to grow. Applied Intelligence’s 
cloud-based e-mail protection products, 
launched in Europe, Canada and Asia-Pacific 
during the year, have been deployed by a 
leading international airline and a leading 
UK media producer and broadcaster.

New managed security services awards include 
a three-year contract to provide advanced 
threat detection services to an international 
law firm and a three-year networking security 
monitoring services contract with one of the 
main national UK television broadcasters.

The CyberReveal™ threat analytics solution, 
which defends organisations against 
sophisticated cyber attacks, continues to 
receive orders from both new and existing 
customers, including major financial 
institutions in Europe and North America.

During the year, new NetReveal® wins 
included Metro Bank in the UK to provide a 
range of anti-money laundering services and 
a large credit union in the US to provide an 
enterprise fraud solution. Growth in existing 
accounts has included the procurement of a 
trade finance fraud solution by a large 
financial institution. The year also saw the 
successful implementation of a managed 
fraud analytics platform for Canadian National 
Insurance Crime Services (CANATICS), the 
largest insurance consortium in Canada.

UK Services
UK Services is a provider of systems integration 
and consulting services to UK government, 
national security customers and critical national 
infrastructure providers, with a particular focus 
on digital, data analytics and cyber security. 
The business has continued to grow.

The business has strengthened its relationship 
with Network Rail, being awarded a three-year 
contract for its business intelligence IT portfolio, 
winning a contract to provide cyber security 
systems integration services to help mitigate the 
cyber threats to the UK’s national rail network 
and winning a contract to support the digital 
enablement of the UK rail network as part of 
Network Rail’s Digital Railway Initiative.

Demand for Applied Intelligence’s cyber 
security services continues, with contracts 
awarded for a cyber security and information 
assurance managed service at the Ministry of 
Justice, for digital identity and fraud analytics 
at the Department for Work and Pensions and 
to provide cyber threat intelligence strategy 
consulting services for a major international 
financial services group. The business has 
also been awarded a position on the 
UK government’s Defence Science and 
Technology Laboratory framework for 
electronic warfare and cyber research.

Applied Intelligence’s digital and data 
transformation business continues to grow, 
with new contracts including a data migration 
strategy project for the Atomic Weapons 
Establishment, a secure, cloud-based, 
open-source IT platform for Lloyd’s Register 
and a digital capability assessment project for a 
leading UK television and broadband provider in 
support of its digital transformation programme.

International Services & Solutions
International Services & Solutions focuses on 
cyber and communications intelligence services 
and solutions for international governments 
and communications service providers, pulling 
through Applied Intelligence’s commercial 
product-based solutions where relevant.

The business continues to see demand in 
Asia-Pacific and the Middle East in support 
of protection against national threats. In 
Europe, the business was awarded a contract 
to provide a long-term government partner 
with a solution to investigate new concepts 
for situational awareness using the 
IntelligenceReveal™ all-source analysis solution. 

In the second half of the year, the business 
won major contracts to provide integrated 
intelligence solutions to support the missions 
of South European and Asian customers. It 
also won a substantial cyber security services 
contract in Asia to build an advanced Security 
Operations Centre.
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Segmental performance

Platforms & 
Services (US)
Platforms & Services (US), with 11,500 employees1 
and operations in the US, UK and Sweden, 
produces combat vehicles, weapons and munitions, 
and delivers US-based services and sustainment 
activities, including ship repair and the management 
of government-owned munitions facilities.

US Combat Vehicles focuses on a 
portfolio of tracked combat vehicles, 
amphibious vehicles, accessories, 
protection systems and tactical 
support services for the US military 
and international customers.

Weapon Systems and Munition 
Operations focuses on naval weapons, 
artillery, advanced weapons, 
precision munitions, high explosives 
and propellants for US, UK and 
international customers.

Services include complex munition 
site management for the US Army’s 
Holston and Radford facilities.

US Ship Repair and Modernisation 
is a major provider of non-nuclear 
ship repair, modernisation, overhaul 
and conversions to the US Navy, 
government and commercial maritime 
customers. It has operations in seven 
US shipyards on the Atlantic, Gulf of 
Mexico and Pacific coasts, as well as 
in Hawaii. 

BAE Systems Hägglunds focuses 
on the tracked vehicle market for 
Swedish and international customers.

FNSS, BAE Systems’ Turkish joint 
venture, produces and upgrades 
tracked and wheeled military 
vehicles for domestic and 
international customers.

Our strategy in action
Leverage our technology  
and engineering capabilities

 Naval weapon technology
BAE Systems today produces a comprehensive range of naval 
armaments providing capabilities for US and overseas navies. 
In addition to these current systems, the Group is developing 
new technologies, such as the Hyper Velocity Projectile and the 
Electromagnetic Railgun in partnership with the US Navy. The 
Electromagnetic Railgun is a revolutionary, long-range weapon 
technology that uses high-power electromagnetic energy instead 
of explosive chemical propellants, reducing the hazards of high 
explosives on the ship and unexploded ordnance on the battlefield.
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Sales1 by domain (%)
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Operational and strategic highlights

– Award of a five-year contract worth up to 
$332m (£225m) to perform technical support for 
the US Army’s Bradley Fighting Vehicle and M113 
family of vehicles

– Low-Rate Initial Production contract options awarded, 
worth $245m (£166m), for US Army M109A7 (Paladin)
self-propelled howitzers

– Contract worth $104m (£71m) awarded for the 
engineering and manufacturing development phase 
of the competition for the Amphibious Combat 
Vehicle 1.1 programme

– Secured naval gun system contracts with the US, 
Canada and Brazil

– FNSS received a new export order for the PARS 
wheeled armoured vehicle

– Continued challenges on commercial shipbuilding 
programmes

– Workforce reductions announced in commercial 
shipbuilding, ship repair and BAE Systems Hägglunds

– Sale of 75% interest in Land Systems South Africa 
completed

Financial performance
2015 20142

Sales1 KPI £2,779m £2,689m

Underlying EBITA3 KPI £177m £117m

Return on sales 6.4% 4.4%

Cash inflow4 KPI £100m £147m

Order intake1 KPI £2,737m £2,565m

Order backlog1,5 £3.9bn £4.7bn

– Sales1 reduced by 4% to $4.2bn (£2.8bn), or by just 1% on a 
like-for-like basis after adjusting for exchange translation and the 
South African business disposal. Higher than expected sales were 
seen on both ship repair activity and munitions volume.

– The business has delivered an improved return on sales of 6.4% 
(2014 4.4%). Whilst further charges had to be taken in the year on 
the commercial shipbuilding programmes, these were partly offset 
by improvements to the Radford munitions contract.

– Cash4 conversion of underlying EBITA3 was impacted by the 
utilisation of provisions on commercial shipbuilding programmes 
and of customer advances on the CV90 Norway contract, as well as 
the investment in the new floating dry dock facilities in San Diego.

– Order backlog1,5 reduced to $5.8bn (£3.9bn) largely for the trading 
out of the five-year Multi-Ship, Multi-Option contracts in the ship 
repair business and the CV90 Norway programme.

1. Including share of equity accounted investments.
2. Re-presented for the reallocation of the Integrated Electronics & Warfare 

Systems activities from Platforms & Services (US) to Cyber & Intelligence. 
3. Earnings before amortisation and impairment of intangible assets, finance 

costs and taxation expense (EBITA) excluding non-recurring items.
4. Net cash inflow from operating activities after capital expenditure (net), 

financial investment and dividends from equity accounted investments.
5. Comprises funded and unfunded unexecuted customer orders.
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Segmental performance 
Platforms & Services (US)

Operational performance

As the US defence market stabilises, the 
business retains its focus on sustaining its 
franchise programmes and building a strong 
domestic and international pipeline, whilst 
optimising competitiveness by shaping and 
scaling operations.

US Combat Vehicles
In May, the US Army awarded BAE Systems 
a contract worth $110m (£75m) to convert 
36 M88A1 recovery vehicles to the M88A2 
Heavy Equipment Recovery Combat Utility Lift 
Evacuation System (HERCULES) configuration. 
The M88 plays an important role in 
maintaining the combat vehicle industrial 
base, with the first vehicle delivery scheduled 
for 2017. In October, BAE Systems received 
awards worth $31m (£21m) from the US Army 
to produce six M88A2 HERCULES vehicles and 
associated spare parts for the Australian 
government, as well as an additional vehicle 
and parts for the US Marine Corps.

Work has commenced on the US Army’s 
Armored Multi-Purpose Vehicle (AMPV) 
programme and a preliminary design review 
was completed in June. BAE Systems is 
producing 29 vehicles under the engineering 
and manufacturing development phase. The 
total potential contract value for the initial 
programme phases is $1.2bn (£0.8bn), 
including options to produce 289 vehicles 
under Low-Rate Initial Production (LRIP). 
Anticipated full-rate production is expected 
to approach 3,000 vehicles.

The business was awarded a $29m (£20m) 
follow-on contract for trade studies and 
analysis related to the future infantry fighting 
vehicle. Under the contract, BAE Systems will 
develop concepts that span from modernising 
the Bradley vehicle to a new design, and will 
capitalise on technology created under the 
Ground Combat Vehicle programme.

In July, the US Army awarded BAE Systems a 
five-year contract worth up to $332m (£225m) 
to support ongoing service and improvements 
for the Bradley Fighting Vehicle and the M113 
family of vehicles.

The business was notified in August that the 
Lockheed Martin Joint Light Tactical Vehicle 
team, of which BAE Systems was a member, 
was not selected for the LRIP contract. This 
competition outcome is currently in litigation.

In October, the business was awarded the 
final LRIP contract options, worth $245m 
(£166m), for the M109A7 self-propelled 
howitzers (Paladin) and their associated 
ammunition carriers. In March, the business 
delivered the first vehicles to the US Army 
under the previously awarded $335m (£227m) 
LRIP contract. The US Army’s total acquisition 
objective is for 581 vehicle sets.

During the fourth quarter, BAE Systems 
completed contractor testing of six Bradley 
Engineering Change Proposal (ECP) 2 vehicles. 
Efforts are now underway to build an 
additional ten vehicles for US Army testing, 
with deliveries to begin in 2016. The Bradley 
ECP 2 programme helps to restore automotive 
performance to the Bradleys with a modified 
engine and transmission, and an upgraded 
generator and power distribution system.

In November, the US Marine Corps awarded 
BAE Systems, along with partner IVECO 
Defence, a contract worth $104m (£71m) 
for the engineering and manufacturing 
development phase of the Amphibious 
Combat Vehicle 1.1 programme. The award 
is one of two contracts for this phase, during 
which the BAE Systems team will produce 
16 prototypes for Marine Corps testing. 
This competition outcome is currently 
being protested.

In 2015, BAE Systems was awarded two 
international Assault Amphibious Vehicle 
(AAV) contracts: an $82m (£56m) contract 
for the Brazilian Marine Corps under the 
US government’s Foreign Military Sales 
programme to upgrade 23 vehicles, with 
deliveries expected in 2017; and an award 
from another international customer for 
advance work related to an expected 
production order for AAVs in 2016.

Weapon Systems and Munition Operations
In May, BAE Systems was awarded a contract 
for five Bofors 40 Mk4 naval guns for the 
Brazilian Navy. Series production of the guns 
has commenced, including local content in 
Brazil. Deliveries are scheduled to begin in 2016.

BAE Systems continues to work with the 
governments of India and the US to secure 
an award for M777 155mm lightweight 
howitzers. BAE Systems has proposed the 
establishment of an assembly, integration and 
test facility in partnership with an Indian 
company, which supports the Indian prime 
minister’s ‘Make in India’ initiative. 

In August, the business was awarded a 
contract to deliver up to six modified 25mm 
Mk 38 machine gun systems for the Royal 
Canadian Navy’s Arctic Offshore Patrol Ship 
programme. Also in August, the US Navy 
awarded BAE Systems an $80m (£54m) 
contract to upgrade six Mk 45 naval guns 
to the Mod 4 configuration, with an option 
for four additional guns for an additional 
$50m (£34m) expected to be exercised 
in 2016.

In September, the business confirmed its 
selection by the UK Ministry of Defence as 
the preferred bidder to provide the gun 
system, known as the Maritime Indirect Fires 
System, for the Type 26 frigate. Subject to 
contract award, the business will provide the 
integrated gunnery system, which includes the 
Mk 45 Mod 4 naval gun system, along with an 
automated ammunition handling system, gun 
fire control system and qualified ammunition.

BAE Systems is executing on the re-baselined 
Archer artillery system for the Swedish 
government. The business delivered the first 
system in September, with deliveries planned 
to continue at a rate of two guns per month 
during 2016.

Our strategy in action
Continue to drive value from our  
defence platforms and services

Amphibious  
 Combat Vehicle 1.1 
contract award

 More online
 baesystems.com

BAE Systems’ solution for the Amphibious 
Combat Vehicle 1.1 programme has been 
designed to fulfil the complex mission of 
deploying US Marines from ship to shore 
to complete their mission objectives. 

BAE Systems and IVECO Defence have 
joined forces to present an 8x8 platform 
capable of performing open-ocean ship 
launch and recovery operations, while 
offering a unique mix of true open-ocean 
amphibious capability, land mobility, 
survivability, payload and growth 
potential to accommodate evolving 
operational needs.

In 2015, BAE Systems was awarded 
a contract for the engineering and 
manufacturing development phase 
of the programme as one of two 
competitive bids down-selected.
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Looking forward

In the US, further clarity regarding 

potential market improvement 

was gained after Congress reached 

agreement on a new budget deal 

that provides for defence and 

domestic programme spending 

above the Budget Control Act caps 

through 2017. 

The business is underpinned by 

strong positions on key franchise 

programmes. These include, in the 

land domain, the US Army’s AMPV, 

Bradley and Paladin programmes, 

and the CV90 for Norway. In the 

maritime domain, the Group has a 

strong position on naval gun 

programmes and US Navy ship repair. 

Some near-term reduction in ship 

repair and construction activity is 

anticipated as commercial shipbuilding 

contracts are completed and with 

expected changes to the basing of 

US Navy ships. Actions to address 

reduced workload at the Group’s 

US East and Gulf coast shipyards 

are underway alongside measures 

to support anticipated subsequent 

expansion of ship repair operations 

in San Diego, California.

The business continues to pursue 

a range of domestic and international 

opportunities in combat vehicles, 

weapon systems and maritime 

support services. 

BAE Systems continues its partnership with 
the US Navy on the development of the Hyper 
Velocity Projectile and an Electromagnetic 
Railgun. 

BAE Systems continues to manage operations 
at the Holston and Radford Army ammunition 
plants, receiving a $50m (£34m) contract for 
the continued production of MK 90 propellant 
grains, as well as a $30m (£20m) contract to 
modernise the Insensitive Munitions ingredient 
facility at Holston. In September, the business 
received $35m (£23m) in closing an historical 
pricing agreement. The business remains 
focused on enhancing performance under 
major facility modernisation contracts.

US Ship Repair and Modernisation
In the first quarter of 2015, BAE Systems 
announced a $100m (£68m) capital 
improvement programme at its San Diego, 
California, shipyard, principally for the 
construction of a new dry dock in anticipation 
of increased activity to support the US Navy’s 
re-balance to the Pacific coast (see page 13). 

In the second half of 2015, the business 
received a number of fixed-price orders as 
the US Navy began to transition its contracting 
strategy for ship modernisation and repair. 
For over a decade, the Navy had awarded 
Multi-Ship, Multi-Option cost-plus contracts, 
which effectively bundled the maintenance 
of a class of ships into one multi-year contract. 
Starting on the East coast in the first half of 
2016, the Navy is expected to award Indefinite 
Delivery, Indefinite Quantity repair orders 
with fixed-price terms on a ship-to-ship basis. 
During the year, the ship repair business 
received a total of $1.2bn (£0.8bn) in orders 
from the US Navy. 

The Jacksonville, Florida, shipyard delivered 
its third Platform Support Vessel (PSV) during 
the summer for service in the Gulf of Mexico. 
In early 2016, the business delivered the 
fourth and final ship of the PSV class to the 
customer. Four additional ships are in various 
stages of construction in Jacksonville, Florida, 
and Mobile, Alabama, and the business 
expects to deliver these ships in 2016. The 
commercial shipbuilding business continued 
to experience challenges in the year, taking 
a $73m (£48m) charge against ongoing 
contracts, principally driven by the Mobile 
shipbuilding programmes. 

The business is responding to lower demand 
due to declining US Navy ship repair and 
commercial shipbuilding and repair work by 
reducing workforce numbers. Redundancies 
initiated in 2015 could impact approximately 
1,100 employees in Norfolk, Virginia, and 
Jacksonville, Florida, through the first quarter 
of 2016. 

BAE Systems Hägglunds
Series production has commenced on the 
$865m (£587m) contract for CV90 Infantry 
Fighting Vehicles to Norway. The business 
completed BvS10 vehicle deliveries to Sweden 
in 2015 and will continue to execute retrofitting 
and provide spare parts and documentation.

In September, the business launched a 
new vehicle based on the BvS10 called the 
BvS10 BEOWULF, a highly mobile, modular 
and fully-amphibious vehicle with an 
impressive payload.

At the September Defence and Security 
Equipment International trade show in 
London, BAE Systems launched its BattleView 
360 system that employs cutting-edge display 
and sensor technology to improve situational 
awareness for soldiers inside combat vehicles.

In 2015, the business completed 130 
redundancies related to the unsuccessful 
CV90 Armoured Personnel Carrier bid in 
Denmark. With two major production 
programmes winding down, in the first 
quarter of 2016, the business initiated an 
additional redundancy notification that 
could impact up to 150 employees during 
the second half of the year.

FNSS
FNSS, the Turkish land systems joint venture, 
has continued production under the $524m 
(£356m) programme to produce 259 8x8 
wheeled armoured vehicles for the Royal 
Malaysian Army. 

FNSS received a new export order for the PARS 
wheeled armoured vehicle. Under this new 
contract, FNSS will deliver the PARS vehicle to 
its new customer in multiple configurations.

Production is underway on a contract to 
upgrade M113 tracked armoured personnel 
carriers for the Royal Saudi Land Forces.

Four competitive proposals have been 
submitted for combat vehicle programmes 
in Turkey and the Middle East, with award 
decisions expected in 2016 or 2017.

Business disposal
In April, the Group completed the sale of its 
shareholding in Land Systems South Africa.
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Segmental performance

Platforms & 
Services (UK)
Platforms & Services (UK), with 29,600 employees1, 
comprises the Group’s UK-based air, maritime, combat 
vehicle, munitions and shared services activities.

Military Air & Information includes 
programmes for the production of 
Typhoon combat and Hawk trainer 
aircraft, F-35 Lightning II manufacture, 
support and upgrades for Typhoon, 
Tornado and Hawk aircraft, and 
development of next-generation 
Unmanned Air Systems and defence 
information systems.

Maritime programmes include the 
manufacture of two Queen Elizabeth 
Class aircraft carriers, three River Class 
Offshore Patrol Vessels and seven 
Astute Class submarines for the Royal 
Navy, the design of the Successor 
submarine and Type 26 frigate, and 
in-service support, including the 
five-year contract secured in 2014 for 
the delivery of services at HM Naval 
Base Portsmouth.

Combat Vehicles (UK) provides 
upgrades and support to the British 
Army and international customers.

Munitions focuses on the design, 
development and manufacture of 
a comprehensive range of products, 
servicing its main customer, the 
UK Ministry of Defence, as well as 
international customers. Munitions 
also develops and manufactures 
cased-telescoped weapons and 
ammunition through its CTA 
International joint venture. The 
business is a principal supplier of 
general munitions to the British 
armed forces.

Our strategy in action
Continue to drive value from  
our defence platforms and services

HM Naval Base Portsmouth 
modernisation
HM Naval Base Portsmouth is undergoing a 15-year transformation. 
As part of the Maritime Support Delivery Framework contract, 
BAE Systems will deliver service improvements and modernise the 
base. The business is working with the Royal Navy to prepare for 
the arrival of the UK’s two new aircraft carriers and future platforms. 
The two 65,000-tonne ships, which are currently under construction, 
will be based in Portsmouth and will be the largest vessels in service 
with the Royal Navy.
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Operational and strategic highlights

– The Strategic Defence and Security Review announced 
in November 2015 provided clarity, continuity and 
stability for the UK business

– Contracts awarded for the expansion of Typhoon’s 
capabilities

– £203m of F-35 Lightning II Lot 9 Low-Rate Initial 
Production orders received

– £859m demonstration phase contract awarded for 
the Type 26 frigate programme

– Full £1.3bn contract awarded for the fifth Astute Class 
submarine

– Artful, the third Astute Class submarine, accepted by 
the Royal Navy in November

– Third and final Khareef Class corvette accepted by 
the Royal Navy of Oman

– €188m (£139m) contract award for 515 cased-telescopic 
cannons for the Ministry of Defence secured by our 
50% joint venture, CTA International

Financial performance
2015 2014

Sales1 KPI £7,405m £6,623m

Underlying EBITA2 KPI £721m £772m

Return on sales 9.7% 11.7%

Cash inflow3 KPI £220m £173m

Order intake1 KPI £4,944m £5,386m

Order backlog1 £17.8bn £20.1bn

– Sales1 of £7.4bn were 12% higher than 2014. The increase came 
from a higher number of Saudi aircraft deliveries, trading of Radar 
and Defensive Aids Sub-System equipment on the European 
Typhoon Tranche 3 programme and the increasing activity in the 
Submarines business.

– The return on sales was at 9.7% (2014 11.7%). An impact from lower 
pension discount rates has been that the service cost charged to the 
income statement increases and, in 2015, that amounted to 0.5 
percentage points of margin compared with 2014. In addition, the 
2015 result includes the in-year impact from the announced Typhoon 
production slowdown decision.

– Cash performance was as expected with a cash inflow3 of £220m 
(2014 £173m). Consumption of customer advances occurred on the 
Omani, Saudi and European Typhoon contracts. There have also been 
rationalisation costs charged against provisions created in prior years.

– Order backlog1 reduced to £17.8bn (2014 £20.1bn) primarily from 
trading on the Typhoon aircraft and aircraft carrier programmes.

1. Including share of equity accounted investments.
2. Earnings before amortisation and impairment of intangible assets, finance 

costs and taxation expense (EBITA) excluding non-recurring items.
3. Net cash inflow from operating activities after capital expenditure (net), 

financial investment and dividends from equity accounted investments.
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Segmental performance 
Platforms & Services (UK)

Operational performance

Military Air & Information
In the year, 18 Typhoon aircraft were 
delivered from the UK final assembly facility, 
of which 12 were delivered to Saudi Arabia. 
Cumulative aircraft deliveries to the UK, 
Germany, Italy and Spain total 227 of the 
contracted 236 Tranche 2 aircraft and 22 
of the contracted 88 Tranche 3 aircraft. The 
2014 issues delaying acceptance of Typhoon 
Tranche 3 aircraft from the Group’s partners 
in Germany, Italy and Spain were resolved. 

The Oman Typhoon and Hawk aircraft 
programme continues to meet all contractual 
milestones and is on track for commencement 
of deliveries in 2017. 

In order to meet existing and anticipated 
orders and delivery schedules, BAE Systems 
is reducing the rate of Typhoon major unit 
production. This will help reduce production 
discontinuity and provide a more sustainable 
and competitive position for Typhoon 
manufacturing in the years ahead. The action 
involves a proposed workforce reduction of 
up to 371 roles. 

Typhoon’s capabilities continue to expand 
with the integration of the Captor E-Scan 
radar and Brimstone 2 missile. 

BAE Systems continues to successfully support 
its UK and European customers’ Typhoon and 
Tornado aircraft in delivering their operational 
commitments. The business supports its UK 
customer through availability-based service 
contracts, and contract extensions totalling 
£147m were received in the year.

On the F-35 Lightning II programme, 
BAE Systems completed delivery of 43 aft 
fuselage assemblies for the Low-Rate Initial 
Production (LRIP) Lot 8 contract. A £203m 
contract on LRIP Lot 9 for 57 aircraft sets 
was received in the year, with 11 aft fuselage 
assemblies completed. The forward price for 
LRIP Lot 10 for 94 aircraft sets has been agreed, 
with full contract award for both Lots 9 and 
10 anticipated during 2016. A proposal for 
LRIP Lot 11 has been submitted to Lockheed 
Martin in advance of negotiations 
commencing in 2016.

Support continues to be provided to users 
of Hawk trainer aircraft around the world. In 
2015, the Indian Navy and Air Force received 
five and 15 Hawk aircraft, respectively, built 
under the Batch 2 licence for 57 aircraft by 
Hindustan Aeronautics Limited. An order for 
a further 20 Hawk aircraft from the Indian 
Air Force is currently being negotiated.

Orders for £255m were received in the year 
for continued support to the RAF advanced 
jet training facility in North Wales. 

Working jointly with Dassault Aviation, 
progress is being made in maturing and 
demonstrating critical technology and 
operational aspects for an unmanned 
combat air system. 

Taranis, the stealthy unmanned combat air 
vehicle demonstrator designed and built by 
BAE Systems with UK industry partners and 
the Ministry of Defence, has successfully 
completed further phases of flight trials in 
the year. 

During 2015, the business concluded 236 
management redundancies following the 
announcement in October 2014, with a 
further 204 potential redundancies mitigated 
through redeployment within either the 
business or the wider Group.

In October, BAE Systems agreed to invest 
£20.6m in Reaction Engines Limited (REL) 
to acquire 20% of its share capital and also 
enter into a working partner relationship. 
REL is a privately-held company based in the 
UK developing the technologies needed for 
SABRE™ (Synergetic Air-Breathing Rocket 
Engine), a new aerospace engine class.

Maritime
The consolidation of BAE Systems’ UK 
shipbuilding operations into Glasgow 
concluded in 2015. 

Following completion of the assessment phase 
contract for the Type 26 frigate in March, an 
£859m demonstration phase contract was 
secured, covering detailed design activities and 
enabling BAE Systems to subcontract for key 
equipment with companies throughout the 
supply chain. The programme continues to 
employ over 1,000 employees.

The government’s reaffirmed commitment 
to shipbuilding continuity in November’s 
UK Strategic Defence and Security Review 
provides clarity and future opportunities for 
the Group’s shipbuilding facilities and workforce 
in Scotland. This includes maintaining a fleet 
of 19 frigates and destroyers, including eight 
Type 26 frigates and a planned concept study 
followed by the design and build of a new 
class of lighter, flexible, general purpose 
frigates. There is also a commitment to build 
two additional Offshore Patrol Vessels.

On the aircraft carrier programme, 
HMS Queen Elizabeth commenced the 
commissioning of its key systems, which 
will continue through to the second half 
of 2016. Construction of HMS Prince of 
Wales continued, with the integration of 
the bow, forward island and bridge during 
the year. The final manufacturing block 
was delivered to Rosyth in December.

HMS Forth, the first of a second batch of 
River Class Offshore Patrol Vessels for the 
Royal Navy, is planned for delivery in 2017. 
The construction of HMS Medway, the 
second ship, commenced in June and the 
third ship, HMS Trent, in October. This 
programme supports shipbuilding skills 
and provides the springboard to transform 
the business between the carrier programme 
and the start of manufacture for the Type 26 
frigate programme. 

Following successful sea trials, final acceptance 
of the third and final Khareef Class corvette 
for the Royal Navy of Oman was achieved 
during the second half of the year.

Under the five-year, £600m Maritime Support 
Delivery Framework contract, secured in 2014, 
the business provides services at HM Naval 
Base Portsmouth and support to half of the 
Royal Navy’s surface fleet. The provision of 
services under the contract progresses well 
with cost savings remaining on target.

BAE Systems manages the support, 
maintenance and upgrade of the Royal Navy’s 
fleet of Type 45 destroyers.

Successful completion of the first in-water trials 
was achieved on the £270m Spearfish torpedo 
upgrade programme. The demonstration 
phase of the contract is planned to complete 
in 2019 prior to full manufacture.

The first phase of the joint UK and 
French Maritime Mine Counter Measures 
demonstrator programme, which may form 
the basis of a future Royal Navy unmanned 
system to combat the threat of underwater 
sea mines, progresses. 

Following handover and customer 
acceptance in November, Artful, the third 
Astute Class attack submarine, is now being 
operated by the Royal Navy. Good progress 
continues on the remaining four boats. The 
full £1.3bn contract for the fifth boat was 
secured in November and further limit of 
liability funding of £30m for the seventh 
boat was also received. 
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The Successor submarine, the replacement 
for the Vanguard Class fleet, continues to 
advance functional and spatial design as the 
programme approaches its production stage. 
Preparations include a major programme of 
building works to ensure the Barrow site 
will be ready to begin manufacturing when 
the anticipated UK Ministry of Defence’s 
investment decision is approved in 2016 
(see page 13). At 31 December, BAE Systems 
has almost 8,000 employees and contractors 
in the Submarines business. 

Combat Vehicles (UK)
The final five Terrier combat engineering 
vehicles were completed in the year. 

A £7m contract for the assessment phase of 
the upgrade to the British Army land bridging 
system was secured in December.

Other orders totalling £50m for ongoing 
support to the previously supplied armoured 
and bridging vehicles were received in 
the year. 

Our strategy in action
Continuously improve efficiency  
and competitiveness

World-class 
manufacturing 
facilities

 More online
 baesystems.com

During recent years, as part of its 
commitment to the largest defence 
programme in the world, over £500m has 
been invested at Samlesbury, UK, (of which 
over £150m has been contributed by the 
Group) in the latest technology, facilities 
and people to deliver aircraft sets for the 
F-35 Lightning II programme. 

The investment includes a titanium 
machining facility for complex parts, 
extended manufacturing facilities, 
state-of-the-art production lines and 
a new office building.

In December, work began on the final 
phase of the F-35 assembly facility at 
Samlesbury. The 4,300m² expansion is 
due to be completed in 2017 and will enable 
the manufacture of up to 160 aircraft sets 
per annum, an increase of approximately 
250% from current levels.

Munitions
Negotiations on the pricing for the next five 
years of the 15-year Munitions Acquisition 
Supply Solution partnering agreement with 
the Ministry of Defence, secured in 2008, 
continue.

A €188m (£139m) contract for 515 
cased-telescopic cannons for the Ministry 
of Defence was secured in March by 
CTA International, a 50% joint venture 
between BAE Systems and Nexter.

Looking forward

Platforms & Services (UK) has a 

strong order backlog of long-term 

committed programmes and an 

enduring support business. The 

Strategic Defence and Security 

Review announced in November 

2015 provided clarity, continuity 

and stability for the UK business.

In Military Air & Information, sales 

are underpinned by Typhoon and 

F-35 Lightning II aircraft production 

and in-service support. There are 

opportunities to secure future 

Typhoon export sales, supported 

by the announcement made in 

September relating to the supply of 

28 aircraft for the Kuwait Air Force.

In Maritime, sales are underpinned 

by the design and subsequent build 

of the Successor submarine and 

Type 26 frigates, and the build of 

the Queen Elizabeth Class aircraft 

carriers, River Class Offshore Patrol 

Vessels and Astute Class submarines. 

The through-life support of existing 

and new platforms, together with 

their associated command and 

combat systems, provides a 

sustainable business in technical 

services and mid-life upgrades.

Combat Vehicles (UK) continues to 

pursue obsolescence management 

and upgrade programmes. 

The Munitions business is underpinned 

by the 15-year Munitions Acquisition 

Supply Solution partnering agreement 

with the Ministry of Defence secured 

in 2008. 

With the aim of continuously 

improving business delivery and 

efficiency, the Combat Vehicles (UK) 

and Munitions businesses, with effect 

from 1 January 2016, merged to form 

one business, BAE Systems Land (UK). 
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Segmental performance

Platforms & Services  
 (International)
Platforms & Services (International), with 13,600 
employees1, comprises the Group’s businesses 
in Saudi Arabia, Australia and Oman, together 
with its 37.5% interest in the pan-European 
MBDA joint venture.

In Saudi Arabia, the business provides 
operational capability support to the 
country’s air and naval forces through 
UK/Saudi government-to-government 
contracts. Contracts include multi-year 
agreements, such as the Saudi British 
Defence Co-operation Programme 
and Salam Typhoon programme.

In Australia, the business delivers 
production, upgrade and support 
programmes for customers in the 
defence and commercial sectors 
across the air, maritime and land 
domains. Services contracts include 
the provision of sustainment, 
training solutions and upgrades.

In Oman, the business is developing 
its position building on a long history 
of relationships with the Omani 
armed forces through the provision, 
support and upgrade of defence 
platforms and cyber security services. 
Business generated in Oman is 
executed through the Group’s 
relevant reporting segments.

MBDA is a leading global prime 
contractor of missiles and missile 
systems across the air, maritime 
and land domains.

Our strategy in action
Continue to win new  
international orders

 Saudi training partnership
The Royal Saudi Air Force continues to invest in training and 
associated equipment. The Group provides technician, officer and 
aircrew training both in Saudi Arabia and the UK, and is delivering 
new training equipment to the latest standard. As at 31 December, 
a total of 46 of the 55 Pilatus PC-21 aircraft had been delivered to 
replace the ageing Pilatus PC-9 aircraft. Production of the 22 Hawk 
Advanced Jet Trainer aircraft, ordered in 2012, is currently in the 
advanced stages with deliveries commencing in 2016.

An order for an additional 22 Hawk Advanced Jet Trainer aircraft, 
associated ground equipment and training aids was secured during 
the year, and is the latest example in the Group’s long-term 
partnership to meet the Kingdom of Saudi Arabia’s future aircrew 
training needs.

The Hawk trainer aircraft gives trainee fast jet pilots access to the 
very latest in advanced emulation for radar, weapons and defensive 
aids training to enable a smooth transition to front-line aircraft, 
including Typhoon.
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Sales1 by domain (%)

Land

9%Maritime

15% Air

76%

 Sales1 by line of business (%)

MBDA

18%

Australia

16%

Saudi Arabia

 66%

 Sales1 analysis: Platforms and services (%)

Platforms

 35%

Services

 65%

Operational and strategic highlights

– 12 Typhoon aircraft delivered to Saudi Arabia in 
the year

– Continued support to the operational capabilities of 
the Royal Saudi Air Force and Royal Saudi Naval Forces

– Contract awarded in Saudi Arabia for a further 22 
Hawk aircraft

– Re-organisation of portfolio of interests in industrial 
companies in Saudi Arabia progressed

– Customer acceptance of the second of two Landing 
Helicopter Dock ships in Australia

– Headcount reductions and an impairment of assets 
at the Williamstown shipyard

– Announced a consolidation of Australian operating 
divisions to reduce management costs and remain 
competitive

– The UK and French governments signed a treaty 
relating to complex weapons technology

– MBDA secured weapons package orders with Egypt 
and Qatar worth €1.1bn (£0.8bn) as part of agreed 
export contracts for Rafale aircraft

Financial performance
2015 2014

Sales1 KPI £3,742m £3,572m

Underlying EBITA2 KPI £335m £366m

Return on sales 9.0% 10.2%

Cash inflow3 KPI £164m £881m

Order intake1 KPI £3,046m £3,398m

Order backlog1 £10.2bn £11.6bn

– Sales1 of £3.7bn were 5% up over 2014, or 9% on a constant 
currency basis, due to higher levels of support to the Salam Typhoon 
aircraft now in service and higher volumes of weapon systems.

– Underlying EBITA2 of £335m (2014 £366m) is after charges totalling 
£53m in respect of the impairment and rationalisation in the 
Australian business.

– There was an operating cash inflow3 of £164m (2014 £881m) 
which includes the second payment under the Salam Variation 
of Price agreement. However, some £200m of receivables were 
collected in December 2014, ahead of the contracted 2015 dates. 
In addition, customer advances were utilised against the Saudi 
aircraft training programme.

– Order backlog1 continues to reduce as the 2013 awards of the 
five-year support contracts in Saudi Arabia trade out.

1. Including share of equity accounted investments.
2. Earnings before amortisation and impairment of intangible assets, finance 

costs and taxation expense (EBITA) excluding non-recurring items.
3. Net cash inflow from operating activities after capital expenditure (net), 

financial investment and dividends from equity accounted investments. 
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Segmental performance 
Platforms & Services (International)

Operational performance

Saudi Arabia
On the Salam Typhoon programme, 
12 aircraft were delivered in the year and, 
as at 31 December, 57 aircraft had been 
delivered to the Royal Saudi Air Force. 
Work on enhancing Typhoon’s air-to-ground 
capability is progressing to schedule.

The Typhoon support contracts are operating 
well with all Key Performance Indicators 
meeting contractual levels.

Through the Saudi British Defence Co-operation 
Programme, the business continues to support 
the operational capabilities of the Royal Saudi 
Air Force (RSAF) and Royal Saudi Naval Forces. 
The modernisation of the RSAF’s training 
aircraft fleet has been extended with an 
agreement for the supply of a further 22 Hawk 
aircraft, associated ground equipment and 
training aids. The original contract continues 
on schedule, with all 22 Hawk aircraft in 
advanced stages of production and the first 
aircraft having flown in September. Deliveries 
are due to commence in 2016. As at 31 
December, a total of 46 of the 55 Pilatus PC-21 
aircraft had been delivered. Training and 
support under five-year contracts continues. 

The upgrade of Tornado aircraft and associated 
equipment procurement continues.

Under the Royal Saudi Naval Forces’ Minehunter 
mid-life update programme, acceptance of the 
second ship is now expected in 2016 following 
the delayed completion of sea trials during the 
year. The third ship is due to be initiated into 
the upgrade programme in 2016. However, 
delivery timescales will be impacted by 
previous programme delays. 

The planned re-organisation of the Group’s 
portfolio of interests in a number of industrial 
companies in Saudi Arabia continues. Riyadh 
Wings Aviation Academy LLC has contracted 
to acquire a 49% shareholding in a Group 
subsidiary, Overhaul and Maintenance 
Company. The re-organisation supports 
BAE Systems’ strategy to expand the customer 
base of its In-Kingdom Industrial Participation 
programme, promoting training, development 
and employment opportunities in line with 
the Saudi National Objective. As part of the 
re-organisation, the business plans to transfer 
a material proportion of its Saudi-based 
workforce to one of the local Saudi industrial 
companies. Work is ongoing to secure the 
necessary regulatory and stakeholder 
approvals to allow this to commence. 

The In-Kingdom Industrial Participation 
programme continues to progress, with the 
Al Salam Aircraft Company being accredited 
as a repair agent for Typhoon windscreens 
and transparencies. Advanced Electronics 
Company, in which BAE Systems has a 
50% shareholding, has secured further 
accreditations as a repair agent for Typhoon 
avionics equipment and produced critical 
avionics for use on the Hawk trainer aircraft. 
These capability transfer successes 
demonstrate BAE Systems’ long-standing 
commitment to the development and growth 
of the Saudi Arabian aerospace industry, 
which plays a significant and increasing role 
in the delivery of its contracts in the country.

Australia
The second and final Landing Helicopter Dock 
warship, HMAS Adelaide, was accepted by 
the Australian customer in October and was 
commissioned into the fleet in December. 
In-service support to both Landing Helicopter 
Dock ships is provided by BAE Systems under 
a four-year contract. 

Construction of ship blocks for the Air 
Warfare Destroyer (AWD) programme at 
the Williamstown shipyard continues, with 
production complete and acceptance 
achieved on 18 of the 21 contracted blocks 
at 31 December.

There is no contracted shipbuilding 
programme for the Williamstown shipyard 
following completion of the Landing 
Helicopter Dock programme in 2015 and 
delivery of the remaining AWD blocks in 
early 2016. As a result, BAE Systems 
announced, on 12 November, workforce 
reductions of up to 340 shipbuilding roles, 
of which 200 had been completed as at 
31 December, with the remainder in the 

first half of 2016. Rationalisation and 
restructuring charges relating to these 
workforce reductions totalling A$37m (£18m) 
have been taken. In addition, a non-cash 
impairment charge of A$48m (£24m) has 
been taken against the carrying value of the 
Williamstown facility. 

The fourth of the seven Anzac Class frigates 
to be modernised under the current Anti-Ship 
Missile Defence programme was accepted in 
September as planned. The fifth and sixth 
ships are undergoing their refits at the 
Henderson shipyard and are scheduled for 
acceptance during 2016.

BAE Systems has been selected as the 
Asia-Pacific regional prime contractor to 
undertake airframe maintenance, repair and 
overhaul for the F-35 Lightning II programme. 
This represents a significant growth opportunity 
and is expected to underpin the Group’s 
aerospace sustainment activities in Australia 
over the next decade and beyond.

Negotiations have been completed with the 
Commonwealth on a revised delivery schedule 
for the delayed JP 2008 Phase 3F programme 
for enhanced satellite communications services 
to the Australian Defence Force. 

In September, the business submitted its 
proposal for the multi-billion Australian dollar 
Land 400 Phase 2 Combat Reconnaissance 
Vehicle programme to the Commonwealth. 
The successful tenderers are participating in 
funded risk mitigation trials during 2016.

On 12 November, further headcount reductions 
were announced as part of a restructuring to 
improve efficiency and management costs 
that reduced the number of operating divisions 
from three to two.

Our strategy in action
Leverage our technology  
and engineering capabilities

F-35 missile 
collaboration

Image courtesy of Kongsberg Defence & Aerospace AS

BAE Systems Australia is supporting Norway’s 
Kongsberg Defence & Aerospace AS to 
develop guidance technology for the Joint 
Strike Missile being designed for the F-35A 
Joint Strike Fighter.

The Passive RF Sensor, developed by 
BAE Systems’ Advanced Technologies team 
in Adelaide, with the support of the 
Australian government, will increase the 
survivability of the missile and the aircraft 
by increasing the range at which targets 
can be engaged. The production of sensors 
is expected to provide long-term work for 
the business.

 More online
 baesystems.com
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Looking forward

In the Kingdom of Saudi Arabia, 

the Group expects to sustain its 

long-term presence through 

delivering current programmes 

and industrialisation, and developing 

new business in support of the 

Saudi military forces. The planned 

re-organisation of the Group’s 

portfolio of interests in a number of 

industrial companies in Saudi Arabia 

is intended to increase growth 

prospects and reinforce an ongoing 

commitment to support the national 

objectives of local skills and 

technology development, increasing 

employment and developing an 

indigenous defence industry.

In Australia, the 2015 Federal 

Budget statement confirmed the 

government’s commitment to 

increasing annual defence expenditure 

to 2% of Gross Domestic Product 

within a decade of the budget. 

The Group continues to reinforce 

its commitment to Australia and is 

exploring further opportunities to 

provide leading defence capabilities 

across all domains.

In Oman, the business continues 

to provide support to its products 

in service to position for future 

requirements. The Typhoon and 

Hawk aircraft programme is on 

track for commencement of 

deliveries in 2017.

MBDA continues to build on the 

effective partnerships it has established 

with its domestic customers and has 

secured export opportunities that 

underpin future growth.

Oman
The two major contracts in Oman, the Typhoon 
and Hawk aircraft programme and the 
Khareef Class corvette programme, are being 
undertaken by Platforms & Services (UK). 

The Typhoon and Hawk programme continues 
to meet all contracted milestones.

The third of three Khareef Class corvettes 
achieved final acceptance during the year.

BAE Systems has provided a significant 
proportion of Oman’s in-service military 
equipment and the Group works closely 
with the Omani armed forces in supporting 
this equipment.

The business continues to fulfil its industrial 
participation obligations in Oman through 
delivery of an agreed training and knowledge 
transfer programme. An expansion of this 
programme has been contracted and, when 
delivered, will satisfy all of the Group’s 
outstanding industrial participation obligations.

MBDA
Following completion of the Meteor 
development programme at the end of 2014, 
deliveries of production-standard missiles 
ordered by the six partner nation customers 
and first export customer continue to plan. 

MBDA has secured a contract, worth 
£89m to BAE Systems, for the UK Advanced 
Short Range Air-to-Air Missile (ASRAAM) 
development and production programme.

The German government has announced 
its intention to buy the Medium Extended 
Air Defence System (MEADS) missile defence 
system being developed by MBDA in 
partnership with Lockheed Martin. Contract 
signature is expected in 2016, subject to 
German political approval. This decision 
provides an opportunity for MEADS to 
compete for significant export opportunities 
worldwide. 

In November, a treaty was signed between 
the UK and French governments under which 
both countries committed to principles of 
inter-dependency and joint sovereignty in the 
field of key complex weapons technology.

MBDA has been awarded weapons package 
orders, worth €1.1bn (£0.8bn) to BAE Systems, 
as part of agreed export contracts for 
Rafale aircraft in Egypt and Qatar.

A significant number of ground-based air 
defence export campaigns continue to be 
pursued in central Europe and the Gulf region.

Our strategy in action
Continue to win new  
international orders

MBDA export 
success

 More online
 baesystems.com

BAE Systems holds a 37.5% interest in 
MBDA. Formed in 2001, MBDA is today 
one of the world’s largest guided 
weapons producers. 

The business aligns pan-European 
government requirements and harnesses 
some of the highest technology to achieve 
programmes of sufficient scale to compete 
successfully across multiple international 
markets. MBDA produces a wide range 
of defence systems for air, naval and land 
force applications. Many of these systems 
have applications across multiple competing 
defence platforms. 

MBDA has been awarded significant 
weapons package orders as part of agreed 
export contracts for Rafale aircraft in Egypt 
and Qatar.


