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Drirectors’ report
The directors present thesr report together with the audited financial statements for the year ended 31 December 2009

Business overview

The cutlook for UK defence spending remans diflicutt but the Company has a large order book reflecting the firmly contracted long-term
programmes that are a feature of BAE Systems UK-based business Market conditions will continue 1o be challenging and uncertain whilst
awaiting the nature and shape of defence pnonties that the 2010 Strategic Defence Review will provide

The largest of those programmes, the Typhoon combat aircraft 1s set for further growth with iIncreasing deliveries to both the four European
partner nations and to the Kingdom of Saudi Arabia

New mulli-year UK support contracts were awarded in the year Such contracts included support and mantenance of Hamer and Typhoon
arcraft In service with the Royal Arr Force

The govemments of the Kingdom of Saudi Arabia and the United Kingdom also agreed detaled arrangements to provide support for
Typhoon operations for a three-year period These arrangements will be operated through a full avadability service contract with BAE
Systems Eight Typhoon aircraft were delivered in the year to the Saudi customer under the 2007 Satam praduction contract

In July contracts were agreed by the four Eurppean partner nations for 88 Tranche 3A Typhoon arcraft with a contract value to the
Company of approximately £2bn The contracts extend wisibility of Typhoon productian for the next five years

The Company Is also a significant participant on the US F-35 {Joint Stnke Fighter) programme with the aiframe assembly manufacture The
F-35 15 expected {o progress to high volume production over the coming years

The Company wdentifies unmanned systems as an increasing pnonty amangst its customers dnven by rapidly evolving requirements often
to meet urgent operational needs

The Company 1s developing three unmanned air platforms A small high endurance air system Hertr has been operationafly deployed A
large twin-engined air platfiorm Mantis, commenced fiight trials in October just 19 months after conception A third development platform
Taranis a stealthy unmanned combat air system, 1s in-butd

People and Total Performance

The Company 15 dependent on the skills and capabilifies of its psople It sets high standards for the training and development of employees,
and 1s a major employer of apprentices and graduates It maintains robust processes for career development including succession planning
for its senior executives

Programme execubion 15 an impartant and easily recognisable emboediment of performance but, In addition the Company targets an
integrated approach to performance embracing all aspects of its corporate existence The BAE Systems Group (the Group) wants 1o be
recognised as a company committed {o developing a culture of Total Performance Successfully embedding this approach will be a key
differentiator for the Group Total Performance focuses not just on what we do but also how we de it It 1s about every aspect of the way we
do business Customer Focus Financial Performance Programme Execution and Responsible Behaviour Delivery of the Group s
Corporate Respansibility agenda 1s an essenbal part of embedding a Total Performance culture across the Group

The Company’s focus on safety remains a top prionty The tragic loss of Nimrod X230 over Afgharistan in 2006 and the subsequent
Haddon-Cave report published in October have only strengthened the Company’s resolve to continuously seek improvements to safety
across all aspects of its business The Product Safety Review anncunced headed by Nigel Whitehead, Group Managing Director,
Programmes & Support, further demonstrates the importance the Company places on safety The Company will work with its customer the
UK Minustry of Defence to ensure that any learming benefits cument and future workload

The Group aims to achieve leadership standards of responsible business conduct through its programme to address the 23
recommendations of the Woolf Report As a consequence all Group policies and governance processes were raviewed during 2009 and
appropnate changes have been incorperated in the Operationat Framework effective January 2010 A further key focus dunng 2009 was the
rolling-out of a Group-wide Code of Conduct for employees as part of the drive to embed high standards of business conduct

In addition the Group has also launched Responsible Trading Prnciples All trading 15 to be undertaken in accordance with these principles
and consestency of this approach is key in defining BAE Systems reputaton Together with the: global Code of Conduct, these underpin the
way the Group does business

Principal activities and business review
The Company operates principally in the defence and, to a lesser extent the commeraial aerospace markets Itis dvided into four principal
operating groups that reflect the management of the Gompany as noted below

Programmes & Support
This operating group ts responsible for the managsment of large prime contracts for military programmes and an increasing level of In-
service support actvites

In 2008, the business secured contracts for avalability support on the Typhoon and Harrer aircraft fleets and the Typhoon Tranche 3A
production contract for 88 amcraft

Delivery of Typhoon aircraft to the four partner nations and Austna continues with 208 aircraft delivered 50 being Tranche 2 standard
arcraft Upgrade work on the Tranche 1 arcraft continues to provide the UK Royal Arr Farce (RAF) with increased operational capability

In March, the UK government awarded the business a £430m five-year Typhoon Availabiity Sennce (TAS) contract to work with the RAF to
ensure aircraft are avallable to meet operational commitments In September, the Typhoon Support Centre and Mantenance Facility were
officially opened at RAF Coningsby marking the official start of the TAS undertaking
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Directors’ report {(continued)

A five-year contract worth in excess of E400m fo provide a support service for the Radar and Defensive Aids Sub-System (DASS) for the
Typhaon fieets of the air forces of the UK, Germany Haly and Spain was awarded in October

On the Tornado and Harner programmes  operational requirements continued to be met through beth the delivery of contractual milestonas
and Urgent Opsrational Requirements to support aircraft in theatre

The UK MoD also awarded the Hamer Platiorm Availability Contract worth 1n excess of £550m to support the UK s Joint Force Hamer Flest
until their planned out of service date

Dunng the year six Gnpen aircraft were accepted by the South Afncan customar Hawk aircraft delivenes for South Afnca are now complata
and the programme 18 n the support phase

Asrcraft acceplances of the Hawk Mk128 Advanced Jet Trainer for the RAF are progressing with 17 of 28 now accepted
Support continues to Hindustan Aeronautics Limited of India 1o conclude negeliations on the requirement for a further 57 Hawks in India

The first production Nimrod MRA4 made a successful matden flight from Woodford in September Formal customer acceptance was
received in early 2010

On F-35 Lightning Il major awframe urits and systems for all three awcrafi vanants under development and inibal production contracts have
been delivered The first F-35 airframes are m the UK for structural testing and the UK govemment has committed to order three of the Short
Take Off and Vertical Landing (STOVL.) aircraft for operational test and evaluabon

The Company continues to leverage its expertise and capabibes i Unmanned Asrcraft Systems and position itself in this grawth market
with Mantis making its first fight in Cctober Good progress ts being made on Herti with angoing flight tnals of the production standard
vanant Final assembly of the Tarams advanced technology demansirator Is underway

In Septembaer consullations started on a programme of approximately 1,100 potential job losses across UK sites at Woodford, Samlesbury
Warton and Famborough

tnternational

Thes operating group has a major presence in the Kingdom of Saudi Arabia (KSA) It acts as pnme contractor for the UK/KSA governmant-to
govermment defence agreement It also holds certain direct contracts with the Saudi government Progress s engoing to modemtsa the
Saudr armed forces in line with the Understanding Document signed in December 2005 betwaen the UK and KSA governments

The busmess continues to develop its presence i Saudi Arabia and remaing commitied to daveloping a greater indiganous capability in the
Kingdom This is being enhanced by the entry into service of the Typhoon aircraft and the subsequent development of the Typhoon industria
base in Saud Arabia

Of the 72 Typhoon aircraft contracted in 2007 under the Salam programma, eight ware delivered in the year to the customer in ling with
programme The Initial support solution contract was also agreed and flying operations commenced

The busimess conknues to support the aperational capability of both the Royal Sauds Air Force and Royal Saudi Naval Forces Significant
incremental orders were recerved in the penod for the Tomado Sustainment Programme (TSP) weapons contract

Electronics, Intelligence & Support

This operating group designs, develops, produces and services systems and subsysterns for a wide range of military and commercial
apphcations These include head-up bead-down and helmet mounted displays as well as mission computers, digital maps fight controls
and associated subsystems

HQ and Other Businesses

This operating group Is pnmanly invelved in the in-service support and secondary marketing of commercia! arcraft property management
and related actvities

The commercial aircraft market continues to prove challenging in the global economic downturm New lease lease extensions and awrcraft
sale discussions with operators are ongoing with regard to current and future fleet requirements Marketing aclvity s focused on both the
exisung uncontracted idle arcraft as wall as those reluming oft lease

Whilst support revenues have reduced due to lower demand for aircraft components, this has been partally offset by incraased revenues
from engineering and technical support servicas Whilst market condittons have impacted the general level of financing avalable to arines
glabally the portfolio customer base remains relatively robust and the bustness conlinues to closely monstor operatar performance against
default nsk
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Directors’ report (continued)

Principal nsks and uncertainties
The management of the business and the execution of the Company’s strategy are subject to a number of risks

The Company is dependent on def: pending and reductions in such spending could adversely affect the Company

The Company’s core businasses are pnmanly defence-related seling produets and services directly and indirectly pnmanly to the UK the
Saud Arabizan and other national govermments In any single market defence spending depends on a complex mix of pobtical
considerabons, budgetary constraints and the ability of the armed forces 1o meet specific threats and perform certan missions Because of
these factors defence spanding may ba subject to significant fluctuations from year to year

The UK deferce equipment budget 1s expected to continue to ba constrained having potental implications for the sustainabtlity of long-term
funding for future defence technologies and engineering capabilities in the UK Saudi Arabia 1s expected to remain one of the heaviest
dafence spendears in the world

Certain parts of the Company’s busi are dapendent on a small number of large contracts

A significant proportion of the Company s revenue comes from a small number of large contracts These contracts indvidually are typically
worth or potentially worth £1bn or more

The Company's largest customer contracts are government contracts

The governments of the Unitad Kingdom and the Kingdom of Sauds Arabla ara the Company’s largest end customers Any significant
disruplion or detenorabion in the relationshep with these govemmaents and a corresponding reduction in government contracts would
significantly reduce the Company s revanues Moreover companies angaged in the supply of defence-related squipment and seraces to
government agencies are subject to cerfan business nisks partrcular to the defence industry Thase governments could unilaterally cancel
suspend or amend their contractors funding under existing contracts or eligibility for hew contracts potentially at short notice Terms and risk
shanng agreements can also be amended In additon the Company as a govermment contracter 15 subject to financial audits and other
reviews by some of iIts governmental customars with respect to the parformance of and the accounting and general practces refating to
govemmant contracts As a result of these audits and reviews costs and prices under thesa contracts may be subject to adjustment

The timing of contracts could materially affect the Company’s future results of operations and financial condition
The Company's operating performance and cash flows are dependent to a significant extent on the award of defenca contracts

The Company has fixed-price contracts

A portion of the Company s revenue Is derved from fixed-pnce contracts atthough the Company has reduced its exposure to fixed-pnced
design and development actraty which is in gereral more nsk intensive than fixed-pnce production activity An inherent sk in these fixed
price contracts 1s that actual performance costs may exceed the projected costs on which the fixed prices for such contracts are agreed

The Company is dependent upon component avallability, subcontractor performance and key suppliers
The Company 15 dependent upon the delvery of matenals by suppliers and the assembly of companents and subsystemns by subcontractors
used in is products in a timely and satisfactory manner and in full compkance with apphcable terms and conditons

The Company is exposed to risks inherent in operating in a global market

The Company conducts business In a number of regions including the Middle East and as a result, assumes certzin nsks associated with

businesses with a broad geographical reach 1n some countnes these nsks include, and are not imited to the followsng government

regulations and administrative policies could change quickly and restraints on the movement of capetal could be imposed governments

could expropnate the Company’s assats burdensome taxes or tanfis could be introduced polibical changes could fead to changes in the

business environment in which the Company cperates and sconomic downtums poliical instability and ewvil disturbances coutd disrupt the |
Company s business aclivities |

The Company is subject to export controls and other restrictions

A portion of the Company s sales Is denved from the export of its products Many of the products the Company designs and manufactures
for miltary or dual use are considered to be of national strategic interest The export of such products outside the junsdictiens in which they
are produced 1S nommally subject to icensing and export contrets and other restnctions Mo assurance can be given that the export controls
to which the Company 15 subject will not become more restrictive that new generations of the Company's products will not 21so be subject
o similar of more stringent controls or that poliical factors or changing internabional crcumstances will not result in the Company being
unable to obtain necessary export licences

The Company's business is subfect to signiflcant competition

Most of the Company s businesses are focused on the defence industry and subject to compsetiion from national and mult-national firms
with substantial resources and capital and many contracts are obtasned through a competitive bidding process The Company s ability to
compete for contracts depends to a large extent on the effectivenass and innevation of its research and development programmes its ability
to offer batter programme performance than its compettors at a lower cost to Its customers and the readiness of its faciliies eguipment
and personnel to undertake tha programmes for which it competes

Addiignally, :n some Instances governments diect to a single suppher all work for a particular programme  commonly known as a sole-
source pragramnte Although govaernments have hustoncally awarded certain programmes to the Company on a sole-source basts they may
in the future determ:ne to open such programmes o a competitive bidding process Government contracts for defence-related products can
n certain countries be awardad on the basis of home country preference Therefore other defence companies may have an advantage over
the Company for some defence-related contracts on the basis of the junsdiction in which they are organised, where the majponty of ther
assets are located or where therr officers or directors are located

The Company is exposed te funding risks in relation to the defined benefits under sts pension schemes

The Company participates in cartain defined benefit pension schemes At present in aggregate there is an actuarial defict batween the
value of projected habilites of these schemes and the value of the assets lhey hold Deficit recovery plans are being implemented for these
schemes in ine wath agreements reached with the respective schema trustees based on actuarial advice and valuaton results
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Directors’ report (continued)

The Company is subject to risk from a failure to comply with laws and regulations

The Company s operations are subject to numerous domestic and intemational laws, regulaions and restnctions Non-compliance with
thesa laws regulatiors and restnctions could expose the Company to fines penalties suspension or debarment which could have a
matenal adverse effect on the Company The Company has contracts and operations around the world and operates in a ighly regulated
enviranment The Company s subject to the laws and regulations of many junsdictions, including those of the UK and US These include,
without irutaton regulations relating to import-export controls money-aundenng false accounting anti-brbary and ant-boycott
prowisions  From tme to time, the Company is subject to govermment investigations relaying to its operations

The Company is exposed to volatility in currency exchange rates
Tha nature of the Company's business means it 1s exposed to volatiity in currency exchange rates in respect of foreign currency
denominated transactions The Company 1s exposed to a number of foreign currencies the most significant being the Euro

Addiional nsks and uncertaintes currently unknown to the Company, or which the Company currently deams immatenal, may also have an
adverse effect on the financial conditton or business of the Company

Going concern
The Company has considerable financial resources fogether with long-term contracts with a number of customers and suppliers across

different geographic areas As a consequence the directors believe that the Company 15 well placed to manage its business nsks
successfully despite the current uncertain economic outlook

Tha directors have a reasonable expectation that the Company has adequate resources to continue in operational existence for the
foreseeable future Thus they continue to adopt the going concem basis In prepanng the annual financial statements

Key performance indicators
The key financial parformance indicators used to review and monitor the business are set by the directors and are shown below

2009 2008

£ £

Order intake §1bn 4 5bn
Turnover 6,0231m 4 526m
Operating profit 6i8m 596m

Order intake represents the value of funded orders recerved from customers in the year It 1s a measure of in-year performance and
supports future years sales performance The year's intake includes the Typhoon Tranche 3A production ordar, suppor orders for Typhoor
and Harrier and the three-year Saudi Typhoon avalability service contract

Turnover represents the amounts denved from the provision of goods and services The Increase In tumover this year has pnmanly been
drivan by increased deliveries of Typhoon Tranche 2 standard aircraft and iniial delivenes of Typhoon aircraft and support to the Kingdom
of Saudi Arabia

Operating profit 1s used for nternal performance analysis as a measure of operating profitability that 1s comparable over ttme Whilst the
improved 2009 sales performance generated an increase in operating profit operating profit as a percentage of tumover reduced primanty
due to the low margin traded in the early stages of lhe Salam programme

Looking forward

Programmes & Support is dniven by its existing strong order book and the level of future UK Ministry of Defence (MoD) funding to meat
current UK armed forces operabional requirements and delivery of the Defence Industrial Strategy In the UK, a Strategic Defance Review
has been iniated by the nawly etected government It 1s antcipated that this will have a significant influence on UK defence spending from
2011 onwards

In Military Asr Solutions, growth 1s inked 1o Increased combat arrcraft production actvty and in-service support performance

The Company seeks to sustain its long-term presence in the Kingdom of Saudi Arabia through delivering on currant programmaes and
Industnalisation commitments, and developing new business

Market conditions for the commercial aircraft market continue to provide a challenging trading environment due ta the impact of the global
economic downturn and tightened availabiity of funding to operators

Directors and their interests
The directors who served dunng the year and at the date of thus report were as fallows

Mr G W Rose

Mr1 G King

Mr P R Ear (appointed 27 March 2009)

Mr G R Gnffiths (appointed 27 March 2009}

Mr M J Wills (appaunted 27 March 2009, resigned 30 March 2010)
Mr P J Lynas (appointed 27 March 2009)

Mr N G Whitehead (appointed 27 March 2009)

Mr K B Taylor {appointed 30 March 2010}

The Board 1s not aware of any contract of significance i refation ta the Company in which any director has or has had a matenal interest

Overseas branch offices

The Company has overseas branch offices in the following countries
India

Spamn

BAE Systems (Operatians) Limitad
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Resources

The Company’s key resources and arangements include the peopla it emplays its relatonships with customers subcontractors and other
supplers rasearch and development, and inteltectual property These resources together with the application of the mandated policies and
processes In the Group's Operational Framework, help the Company to achieve its strategy

Operational Framework

The Operational Framework sets out how the Group will meet its Group Strategic Objective of achieving Total Performance, which together
wath i1s values underpins the Group s ability to deliver the strategy 1t 1s mandatory across all wholly-owned and majonty-owned businesses
and describes the Group's approach to Total Performance organisation govemance, core b pre r dated policies,
processaes and charters and delegated authontias

Employment
The contnbubion of the Company s employees is fundamental to 1s success The workforce encompasses the broad spectrum of skills and
expensnce needed to deliver its products and sericas

Safety
The Company s commitment to embed a safaty cullure contnibutes to strong employee relations and business performance

Diversity and Inclusion

The People Policy n the Operational Framework obliges each employes to contnbute ko the creation of an Inclusive work environment where
indwviduals are respected and the value of having a drverse workforce 1s recognised The Company 1s commutted to gnang full and fair
considerabion to applications for employment from disabled people who meet the requirements for roles, and making available traming
cpportunites and appropriale accommodations to disabled people employed by the Company  Unlawful diserimination against indraduals
with disabilities 15 not tolerated This policy 1s subject to relevant legistative regulatory and secunty requirements

Capability development

Training and development halp the Company to deliver world class business performance and service excellence, keep up with changing
technology and meet customers needs A culture of ifestong learning 18 encouraged through flexible trainmg and development tools for
employeeas at all levels

Developing leadership capability
The Total Performance Leadsrship (TPL) process drives business success by inking individuals goals with the wider goals of the
arganisation TP, includes cbyective seting performance assessment and the detarmination of reward, development needs and potential

Education and early careers
The Company works in partnership with education providers to faciitate a continued supply of talented and qualified graduates and
apprentices for its early career programmes The Company supports education schemes with an emphasis on science tachnology
engineenng and mathematics

Employee engagement

The Company engages regularly with employees via employes representative bodies and trade unions meetings, employea surveys global
regional and departmenial newslettars and a global intranet site The effectiveness of this communication 1s assessed regularly Employees
are encouraged to becoma shareholders 1n the Group by way of employee share schemes

Customers
Custorner Focus 15 a key element of the Group Strategic Objective of Total Performance

The Company’s core businesses are mostly defence-related, selling products and services pnmanly in its home markets and to other national
govemments both direcly and indiractly through other defence and aerospace companies In many cases these refationships extend over
decades and span the full product and service Iifecycle from iniial concept defintion through the system development phase, into production
and then on to support for the systam in service

Throughout the product and project ifecycles the Company engages extensively with its customers and undertakes customer satisfaction
surveys as part of s dnve for continuous performance improvement, aligming with the Group Strategic Objective of Total Performance

The Company’s largest customers are the governments of the United Kingdom and the Kingdom of Saud) Arabia Agreements between the
govemnmoents of the United Kingdom and Kingdom of $aud) Arabia relating to defence co-operation programmes remain essental to the
developmant of the Company's business in Saud Arabia

Delrwary of the Group s corporate responsibility agenda supports s reputation and contributes to successful long-term relationships with
customars Hs commitment to be recogrised as a leader in responsible business conduct and to achieve leadership safoty parformance 1s
particutarty important

Lifecycle Management (LCM) which is mandated under the Operational Framework provides a structurad approach to managing the
Company s commitments and mvestments throughout product and project ifecyclas, promoting the application of best practice management
and tacilitating continuous improvament Programme margan vanahon and schedule adherence are regutarty reviewed to monitor contract
profitability and milestone achievement

Subcontractors and other suppliers
Expenditure on subcontracts can represent a significant portion of project cost with effective managemenl of this expenditure being a key
valua dnver for the Company

The benefits of capability-based contracting, combined with angoing budget pressures, have led many customers to demand a more
integrated partnenng approach to meet thewr requirements Best practica in managing major subcontracts 1s embedded in the Company’s
processes, gudance and tralmng to help deliver on comnutments lo customers aligming with the Group s Strategic Objective of Total
Performance through programme execution

BAE Systams (Operations) Limied
Directors report and financial statemants 2009




Page 6
Directors’ report (continued)

Managing relationships with suppliers is an essential part of developing systems integration and through-life management capabiliies The
Coampany 15 committed to improving supply chain relationships and working together with other companies large and small to deliver better
value and innovation for its customers  The performance of the suppliers the Company works with could potentialty impact the Company s
reputation and financial performance and it Is putting measures in place to encourage hugh standards of corporate responsibility in the supply
chain

Supplier payment policy

It 1s Company policy that suppliers should be pald in accordance with the payment terms and conditsions stated in the apphicable purchase
order The Company together with other BAE Systems companies in the UK 1s a signatory to the govemment's Prompt Payment Code unde:
which # has undertaken to pay suppliers on tme, give clear gurdance on payment procedures and encourage the adoplion of the code
throughout 1ts supply chamn

The average number of days credit provided by suppliers to the Company dunng the year was 31 days (2008 28 days)

Research and technology (R&D)

The Company 1s engaged in significant R&D programmes in support of the platforms  systems  services and capabilities that it provides to its
customers [t mvests in its engineenng future through the development of new technology processes skills and faciites The Company s
Advanced Technology Centre 1s dedicated to the study of future discnminating technologies for the business

Intellectual property
The Coempany s intellectual property can make a significant contribution to its competitive advantage

Intellectual property is created every day taking many forms both in tangible products and know how The Operational Framework
mandates a policy to protect intellectual property through approprate use and observance of intellectual property law, so that retums made
from the mnvestment in R&D and technological Innovation are protected, and commercial and business mnovations are adequately
safeguarded

Financial instruments

The Company s objective 1s to reduce its exposure to volatiity In earnings and cash flows as a result of movements in fareign currency
exchange rates The Company 1s exposed to a number of foreign currencies, the most significant being the US dollar and the Euro

The Company I1s exposed to movements in foreign currency exchange rates in respect of foraign currency denominatad transactons To
mutigate this nsk the Company s pelicy 1s to hedge all material firm transactional exposures  Further details on the Company's foreign
exchange contracts are set out in note 20 to the accounts

Results and dividends

The Company's profit for the financial year 1s £403m {2008 £378m) The directors paid an Intenm dividend of £209m (2008 £nl) and propose
a final dividend of £201m (2008 £382m) subject to necessary approvals

Auditors
KPMG Audit Pic the auditors for the Company, have indicated their wilingness to continue in office and a resalution propasing their re-
appointment will be put to the Annual General Maeting

The directors who held office at the date of approval of this Directors report confirm that, so far as they are each aware, there Is no relevant
audit information of which the Company s auditors are unaware and each director has taken all the steps that he ought to have takan to make
himself aware of any relevant audd Information and to estabiish that the Company's auditors are aware of that information

By order of the Board

1 G King
Director

23 June 2010
Registered number 1996687

Reqisterad office

BAE Systems (Operations) Limited
Warwick House

PO Box 87

Farnborough Aerospace Centre
FARNBOROUGH

Hampshire

GU14 6YU

England
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Statement of directors’ responsibilities 1n respect of the Directors’ report and the
financial statements

The directors are responsible for preparing the Directors Report and the finangial staterments in accordance with applicable law and
regulations

Company law requires the directors to prepare financial statements for each financial year Under that law they have elected to prapare
the financial statements in accordance with UK Accounting Standards and applicable law (UK Generally Accepted Accounting Practice)

Under company law the directors must not approve the financial statements unless they are sabsfied that they give a true and far view of
the state of affairs of the Company and of the profit or loss of the Company for that penod In prepanng these financlal statements the
directors are required to

« select suitable accounting policies and then apply them consistentty,
- make judgments and estimates that are reasonable and prudent,

« state whether applicable UK Aceounting Standards have been followed, subject to any materlal departures disclosed and explainad In
the financia! statements and

« prepare the financial statements on the gaing concem basis unless it 1S Inappropriate to presume that the Company will centinue in
business

The directors ara responsible for keeping adequate accounting records that are sufficient to show and explain the Company’s transactons
and discdlose with reasonable accuracy at any ime the financal position of the Company and enable thern to ensure that the financial
statements comply with the Companies Act 2006 They have general responsibility for taking such staps as are reasonably open to them
to safeguard the assets of the Company and to pravent and datect fraud and other iregulanties

BAE Systems {Operabons) Lamuted
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Independent auditors’ report to the members of BAE Systems (Operations) Limited
We have audited the financial statements of BAE Systems (Operations) Limited for the year ended 31 December 2009 set out on pages 9
o 26 The financial reporting framawark that has been applied in their preparation 1 applicable kaw and UK Accounting Standards (UK
Generally Accepted Accounting Pracuca)

Ths report is made solely 1o the Company's members as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006
Our audit work has been undertaken so that we might state to the Company’s members those matters we are required to state to them In
an auditors report and for no other purpese  To the fullest extent permitted by law, we do not accepl or assume responsitality to anyone
other than the Company and the Company's members as a body for our audit work, for this report, or for the opimons we have formed
Respective responsibilities of directors and auditors

As explained more fully in the Directors’ Responsibiiies Staternent set out on page 7, tha diractors are rasponsible for the preparation of
the financial statements and for being satisfied that they give a true and fair view Our responsibility 1s to audtt the financial statements in
accordance with applicable law and Intemational Standards on Auditing (UK and Ireland) Those standards require us to comply with the
Auditng Practices Board s (APB s) Ethical Standards for Auditors

Scope of the audit of the financial statements

A description of the scope of an audit of financial statements 1s provided on tha APB s web-site at

www frc org uk/apb/scope/UKNP

Opinlon on financial statements
In our opinion the financtal staternents

* give a true and fair view of the state of the Company’s affairs as at 31 December 2009 and of Its profit for the year then anded,

» have been properly prepared in accordance with UK Generally Acceptad Accounting Practice, and

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

Opinlon on other matter prescribed by the Companies Act 2006

In our opinion the information given n the Directors' Raport for the financial year for which the financial statoments are prepared 1s

conststant wath the financial statements

Matters on which we are required to report by excaption
Wae have nothing to report in respect of the following matters where the Compames Act 2006 requires. us to report to you If 1n our opinion

+ adequate accounting records have not been kept or returns adequate for our audit have not been receved from branches not visited by
us or

* the financial statements are not in agreement with the accounting records and retums, ar
* certain disclosures of directors' remuneration specified by law are not made or

we have not recewved all the information and explanations we requere for our audit

Paul Sawdon {Serior Statutory Auditor)

for and on behatf of KFMG Audit Plc Statutory Auditor

Chartered Accountants
London

23 June 2010

BAE Systams {Operatons) Lamited
0

report and 2000




Profit and loss account
for the year ended 31 December 2009

Notes 2009 2008

£m £m

Turnover 2 6,031 4 526

Operating costs 3 (5,403} {3,830)
Operating profit 628 596
(Expense} / income from participating interests 1) 11
Profit on disposal of filxed assets 3 13
Prafit on ordinary activities before intarest and taxation 630 620
Interest recelvable and simitar income 4 17 125

Interest payable and similar charges 5 (42) {34)
Profit on ordinary actlvities before taxation 605 711

Taxation 7 {202} {333}
Profit for the financlal year 403 378

No note of histoncal cost profits has been prepared as the histoncal cost profits and losses are not matenally different to those

detated i the above profit and loss account

BAE Systams (Operations) Limited
Diractors repart and financial stataments 2009




Balance sheet
as at 31 December 2009

BAE Syst
o

Page 10

Notes 2009 2008
£m £m
Fixed assets
Intangble assets g 48 53
Tangible assets 10 414 377
Investments 11 32 32
495 462
Current assets
Stocks 12 €42 582
Debtors due within one year 13 8,220 8714
Debtars due after one year 13 89 125
Cash at bank and in hand 44 53
8,895 9,474
Creditors amounts falling due within one year 14 (7.002) (7 444)
Net current assets 1,593 2030
Total agsets legs current liabilities 2,488 2492
Creditors amounts falling due after one year 14 (40} {71)
Provisions for liabilities and charges 15 {349) {346)
Net assets 2,099 2,075
Capital and reserves
Catled up share capital 18 1,008 1008
Share premum account 19 25 28
Non-disinbutable reserve 18 31 35
Profit and loss account 18 1,035 1007
Equity shareholders' funds 2,009 2075

Approved by the Board on 23 June 2010 and signed on its behalf by

ot

G W Rose
Director

ams {Operabions) Limzted

repoct and 2009
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Statement of total recognised gains and losses
for the year ended 31 December 2009

2009 2008
£m Em
Profit for the financial yaar 403 378
Total recognised gains and losses relating to the year 403 378
Reconciliation of movements in equity shareholders' funds
for the year ended 31 December 2009
Notes 2009 2008
£m £m
Profit for the financial year 403 378
Adjustment in respect of employee share schemas 3 2
Dividends paid 8 {382) {600)
Net increase/ {reduction) in shareholders' funds 24 {220)
Opening equity shareholders' funds 2,075 2295
Closing equity shareholders’ funds 2,099 2075

BAE Systams {Operabons) Limited
Direciors' report and financal statements 2008
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Notes to the accounts

1_Accounting policies

Basls of preparation

The financial statements have been prepared on the histoncal cost basis in accordance with applicabte accounting standards in the United
Kingdarn The going concern basis has been applied in these accounts

The Company I1s exempt under section 400 of the Companias Act 2006 from the requiroment to prepare consalidated financial statements as
it and its subsidiary undertakings are included by full conschdation in the consolidated financial statements of s ulumate parent BAE Systems
plc & company registered In England and Wales Accordingly these financial statements present information about the Company as an
individual undertaking and not as a group

Cash flow statement

BAE Systems (Operations) Limited 1s a wholly owned subsidiary of BAE Systems plc and consequently, the Campany is exernpt under the
terms of Financial Reporing Standard (FRS} 1 'Cash flow statements’ paragraph $a, from the requirement to publish its own cash flow
staternent, as s cash flows are included wathin the consolidated cash flow statemaent of BAE Systems pic

Turnover and profit recognition
Turnover compnses the value of work completed goods supplied or services rendered dunng the year, net of value added tax

Long-term contracts

Turncver Is recogrused when the Company can reliably estmate the outcome of a long-term contract and has obtained the right to
consideration m exchange for its performance Thus 1s usually when title passes or a separately identfiable phase (milestone) of a contract or
development has been completed

N profit is recognised on contracts unhl the eutcome of the contract can be reliably estmated Profit s calculated by reference to reliable
eskmates of contract revenue and forecast costs after making sutable allowances for techrucal and other nsks related to performance
milestones yet to be achieved When it 1s probable that total contract costs will exceed total contract revenue the expected loss Is recogrised
immediatety as an axpense

s supplied and \ces rendered

Sales of goods and the provision of services not under a long-term contract are recogrised in the profit and loss account when the significant
nsks and rewards of ownership have been transferred to the buyar and revenue and costs can be reliably measured

Profit s recognised at the hine of sale

Goodwilll

On the acquisitton of a business fair values are attnbuted to the net assets/abilties acqured Goodwil represents the difference between the
purchase consideration and the fair values Positive goodwill ansing on such acquisibons 1s capitalised in the financal statements as an
intangible asset and amorbsed on a straight-ine basis over its useful economc ife To date all goodwill capitalised has been d as
having a 20~year estimalted useful economic life

Impairment reviews are undertaken at the end of the first full financial year following each acquisition and also if events or changes in
crrcumstance indicate that such a review 15 necessary

On the subsequent disposal or termination of a previausly acquired business the profit and loss on disposal or termination 5 calculated
including any rematning capitalised goodwill

Research and development

Company funded revanue expenditure on research and development 1s wniten off as incurred and charged to the profit and loss account
except where supported under contract

Farelgn currencles

Transactions in overseas cumencies are translated at the exchange rate ruling at the date of the transaction or where forward cover contracts
have been arranged at the contracted rates Monetary assets and liabiibes denominated in foreign cutrencies are retranslated at the
exchange rates ruling at the balance sheet date or at a contracted rate if apphcable and any exchange differences ansing are taken to the
profit and less accourt

Tangible fixed assets

Depreciation is provided on a straight-ine basis, 1o wnte off the cost or valuation of tangible fixed assets over therr estimated useful economic
lives to the estimated residual value using the following rates

Buildings - up to 50 years, or the lease term f shorter
Research equipment - 8 years

Computing equipment, motor vehicles

ang short life works equipment -3toSyears

Arrcraft - up to 15 years, or the lease term if shorter
Other equipment -10to 15 years or the project Wie if shorler

No depreaation ts prowded on freehold land and assets in the course of construction

Impairment reviews are undertaken If there are indications that the camying values may not be recoverable

BAE Systems (Operations) Limited
Oiractors report and nancial statermants 2009
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Notes to the accounts (continued)

1_Accounting policies (continued)

Leases
Rental payments under cperating leases are charged to the profit and loss account on a straight-ine basis in armang at operating profit

Assets held for leasing out under operatng leases arg included in tangible fixed assels at cost less depreciation Rental income from aircraft
operating leases 1s recogmised in sales as the receipts fall dus

Investments
Fixed asset investments in shares in subsidtary undertakings and in shares in paricipating interests are stated at cost less prowsion for
impainmment

Stocks
Stocks are stated at the lower of cost including 2!l relavant overhead expenditure and net realisable value

Leng-term contract balances are stated at cost less provision for anticipated losses Appropnale prowvisions for any losses are made in the
year in which they are first foreseen The amount of prafit attnbutable to the stage of completion of a long-tarm contract is armved at by
reference ta the estimated overall profitability of the contract

Cash received on custemers' account and tomer stage pay

Amounts receved from customers in accordance with the terms of contracts which specify payments in advance of delivery are credited, as
progress payments, against any expenditure incurred upon stocks or work in progress for the particular contract Any unexpended batance I1s
held in creditors as customer stage payments or 1if the amounts are subject to advance payment guarantees unrzlated to company
perfarmance, as cash receved on customers' account

Aircraft financing

The Company 1s exposed to actual and contingent kabilities ansing from commercial awrcraft financing both from financing arranged directly
by the Company and from that arranged by third parties where the Company has provided guarantees or has other recourse obligations
Prawvision for these nsks 15 made on a systematc basis

Tax

The charge for taxation 1s based on the profit for the year and takes account of taxaton deferred because of iming differences between the

treatment of certain items for taxation and accounting purposes Deferred tax s recognised on an undiscountad basis In respect of all trming
differences between the treatment of certain items for taxabon and accounting purpases which have ansen but nol reversed by the batance

sheet date where there i1s an obhigation to pay more tax, or a nght to pay less tax in the future

Pensions

The Company contnbutes to Group pension schemes operated 1n the UK that provide benefits based on final pensionable satary Details of
the pnnaipal schemes including the valua of the deficit that exists for the schemes and the financial assumptions used are contained in the
consokdated accounts of the Group As permitted by FRS 17 'Retrement benefits’ the schemes are accounted for as defined contmbution
schemes as the employer cannot identify its share of the underlying assets and liatities of the schemes

Share options
BAE Systems plc issues equity-settled share options o employees of the Company In accardance with the requirements of FRS 20 "Share-
based payments' the Company has recogmised a charge for the equity settled share options 1ssued to its employees

Equity-settled share ophons are measured at fair value at the date of grant using an option pncing model The fair value 1s expensed on a
straight-ine basis over tha vesting penod, based on the Company s estimate of the number of shares that will actually vest

Financial instruments
As the Company 15 a wholly owned subsidiary of BAE Systems pic it 15 exempt from presenting disclosures in ine with FRS 28 ‘Financial
Instruments Disclosures’ as full equivalent disclosures are presented on a group basis within the consoldated finanaial statements

BAE Systems (Operations) Limzted
Directors report and financial stalements 2009
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Notes to the accounts (continued)

2 Segmental analysis

Turnover by business group Tumover

2009 2008

£m £m

Electronics Inteligence & Support 229 241
Programmes & Support 4,138 2,935
International 1,973 1514
HQ & Other Businesses 186 196
6,524 4,886
Intra-Company (493) {360}
6,031 4 526

Turnover by geographical destination Turnover

2009 2008

£m £m

United Kingdom 1,502 1182
Rest of Europe 1,252 1,055
Middle East 2,570 1518
USA and Canada 330 343
Asia and Pacific 28 193
Afnca Central and South Amenca 49 235
6,031 4,526

Rental income 1n 2009 from aircraft operating leases included within tumover i1s £22m (2008 £20m)

3 Operating costs

2009 2008
£m £m
Raw matenals and other bought in stock 3,643 3,328
Change In stocks of fimished goods and work In progress {212) {1525)
Staff costs (note 6) 1,217 1161
Depreciation, amorbisation and impairment 102 111
Other operating charges 703 886
Other operatng incame (50} (31)
Operating costs 5,403 3,930
Included withuin the above analysis are the following expenses,
all of which relate to continuing actvities 2009 2008
£m £m
Operabng lease charges including aircraft 12 10

The remuneration of the auditors for the year ended 31 December 2009 for statutory audit work was £0 8m (2008 £0 8m)  In addiuon Erul (2008 £nil)
was paid to the auditors in respect of non-audit work

Research and development expenditure including amounts funded under customer contracts was £496m (2008 £506m)

BAE Systams (Operations) Limited
D report and fi |




Notes to the accounts (continued)

4 Interest receivable and similar income

Page 15

2009 2008
£m Em
Recevable from group undertakings 13 33
Foresgn exchange gains 4 92
17 125
The fareign exchange gain in 2008 pnmanly relates to the retranslation of a Saudi Riyal denominated loan to a Group undertaking
The foreign exchange loss in 2009 (note 5) pnmanly reflects the retranslation of this loan
9 _Interest payable and similar charges
2009 2008
£m £m
On bank loans and overdrafts - (1)
Foreign exchange losses {37) (5}
Net present value adjustments {5) {28)
{42) (34)
6 Employees
The average weekly number of employees was as follows 2009 2008
Electronics, Intelhgence & Support 1,620 1682
Programmes & Support 15,217 15,093
International 4,486 4 461
HQ & Other Businesses 1,130 1108
22,453 22,344
The aggregate payroll costs of the employees were as fallows 2009 2008
£m Em
Wages and salanes 957 308
Scoal secunty costs 72 68
Additional pension contnbubons 40 41
Other pension costs 145 142
Cost of employee share schemes (note 23) 3 2
1,217 1,161

Staff Costs

In 2006 the Group announced st had agreed a programme of measures to address the funding defict in s prineipal UK pension schemes

None of the directors received any emoluments from the Company dunng the year All direclors who served dunng the year were employed by BAE

Systemns plc and were remunerated through that company

BAE Systems (Operations) Limited
Dirasciors report and financial statarnents 2009




Notes to the accounts {continued)

Page 18

7 Tax
2009 2008
£m £m
Current tax
Current tax charge for the year (76} @11}
Double tax relief 1 2
Overseas tax (2) {4)
Adjustment in respect of prior years (91} (88)
(168) (301}
Deferred tax
Ongination and reversal of imeng differences {35) (32)
Adjustment in respect of pnor years 1 -
(34) (32)
Tax on the results {202} {333)
Current tax charge for the year {168} (301}
Deferred tax charge for the year (34) (32)
The current tax charge for the year 1s lower (2008 - higher) than the standard rate of corporation tax in the UK (2005 - 28%, 2008 - 28 5%} The
differences are explained below
2009 2008
£m £m
Profit before taxation 605 711
Tax on profit at UK rate of 28% (2008 - 28 5%) (169) (203}
Expenses not tax effecied (5) (21)
Accelerated capital allowances 1 6)
Penstons / relirement plans addiional contnbutions 25 26
Share-based payment 5 3
Group losses received free of charge 69 -
Adjustments in respect of pnor years {31) (88}
Provisions 13 10
Other (16) {22)
{168) {301)

BAE Systems {Operations) Limited
Dwrectors report and financial statements 2009
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Notes to the accounts (continued)

8 Equity dividends

2009 2008
£m £m
Final for ‘A and 'B ordinary shares paid 382 600

The 2009 intenm dwidend paid in 2010 was £209m (2008 £mil), and the final dnadend proposed for 2009 1s £201m (2008 £382m) subject to necessary
approvals

9 Intangible assets

Goodwill
£Em

Cost
At 1 January and 31 December 2009 B8
Amortisation
At 1 January 2009 35
Amortrsation charge - 5
At 31 Decernber 2009 _ 4
Net book value
At 31 December 2008 48
At 31 December 2008 53

BAE Systems {Operations) Limted
Drrectors report and financlal statements 2009
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Notes to the accounts (continued)

10 _Tangible assets

Land and Plant and
buldings equipment Total
£m £m £m
Cost or valuation
At 1 January 2009 399 398 1,297
Additions 42 93 135
Disposals (0] {23} (24)
At 31 Decernber 2009 440 968 1408
Depreciation and tmpairment
At 1 January 2009 181 738 920
Depreciabion charge for the year 27 41 68
Impairments - 30 30
Disposals (1) (23) {24)
At 31 December 2009 207 787 994
Net book value
At 31 December 2009 233 181 414
At 31 December 2008 218 169 377
The amounts at 31 December 2009 include
Assets let under operating leases
Cost - 129 129
Accumulated depreciation - {95) {95)
Non-depreciated assets
Assats under the course of construction - 30 30
Land 28 - 26
26 30 56
Net book value of
Freehold land and buldings 233 - 233
Purchased software - 5] ]
Plant and machinery - 97 97
Fixtures fitings and equipment - a7 a7
Aurcraft - 41 41
233 181 414

BAE Systems {Operations) Limited
Directors' report and financial statements 2009
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Notes to the accounts (continued)

10 Tangible assets (continued)

Land and bwidings compnse

+ frechold and long leasehold land and buldings excluding certain overseas propertes revalued at 30 June 1996 The mejonty of the Company's
operational properties were valued on a depreciated replacement basis owing to their specalisation, with the remainder on an exising use value basis
Other non-operatonal properies were valued on the basis of open market value and

= additions subsequent to 30 June 1996 at cost

Following the adopbion in 2000 of Financial Reporting Standard 15 - Tangible fixed assets (FRS 15) the Company has elacted that no further
revatuation of land and buildings will be undertaken for statutory reporting purposes

Analysis of cost or valuation of land and buildings

2009
£m
Land and buldings
At valuation - 1996 258
At cost 182
440
Ifland and buildings had not been revalued the following would have been included in the balance sheet
2009
£m
Histoncal cost 409
Depreaation 207
Net book value
At 31 Dacember 2003 202
At 31 Decernber 2008 181

The depreciation charge for the year based on the histonical cost would have been £23m (2008 £24m)

Capital commitments

Capital expenditure for tangible fixed assets contracted for but not prowvided for in full In the accounts compnsed £16m (2008 £26m)

BAE Systams (Opsrations) Limited
Diractars report and financial statements 2009




Notes to the accounts {continued)

11 Investments

Pege 20

£m
Carrying value
At 1 Januacy 2009 32
Impairment reversal K
At 31 December 2009 33
The impaiment reversal refates to the Company s investment in Gnpen International KB a Swedish Limited Liabity Partnership
Subsidfary undertakings and participating interests at 31 December 2009
Proportion of
Total number  ¢lass of shares Equity interest
Company name Class of shares of shares in 1ssue held (%} held {%)
Aerosystems Intemational Limited Ordinary shares of £1 40 200 100 100
BAE Systems (Awabon Serices) Limwted Ordinary shares of £1 2000 50 50
BAE Systems (Kazakhstan) Limited Ordinary shares of £1 2 100 100
Cardpnze Lerwted QOrdinary shares of £1 1 100 100
Cemmnlt Hub Limited - Limited by guarantee company - - - 25
CFMS Limited - Limited by guarantee company - - - 16 66
Corda Limited QOrdinary shares of £1 2000 9995 9995
Gnpen Internatronal KB - Partnership - - - 50
IFS Defence Ltd ‘A Ordinary shares of £1 7 500 60 45
12 Stocks
2009 2008
£m £m
Long-tarm contract balances r 4,939 4592
Less attnbutable progress payments (4,395) {4 164)
544 4278
Short-term work in progress 82 123
Raw matenals and consumables 4 3
Firushed goods and goods for resale 12 28
642 582

BAE Systems {Operations) Limited

D

' raport and fi | 2009




Notes {o the accounts (continued)

Page 21

Direciors report and financial statamants 2009

13 Debtors
2009 2008
£m £m
Amounts due within one year
Trade debtors 406 542
Amounts owed by group undertalungs 7.673 7 990
Other debtors 82 96
Prepayments and accrued income 59 86
8,220 8714
Amounts due after one year
Prepayments and accrued income 3 E]
Daefarred tax {note 17} 86 120
89 125
Total debtors 8,309 8 839
14 Creditors
2009 2008
£m £m
Falling due within one year
Loans and gverdrafts - 7
Trade creditors 137 163
Cusltomer stage payments
Long-term contracts 3,574 3237
Others 3 3
Amounts owed ta group undertakings 1,898 2607
Corporation tax 743 575
Other taxes and soctal secunty costs 18 17
Other creditors 87 127
Accruals and deferred income 542 708
7,002 7,444
Falling due after one year
Cusiomer stage payments long-term contracts 14 15
Other creditors 26 56
40 71
Total ereditors 7,042 7515
BAE Systams (Operations) Limited
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Notes to the accounts (continued)

15 Provisions for iabiities and charges

Reorganisations

Contracts ~condnuing Regional
and other operations Aurcraft Total
£m £m £m £m
At 1 January 2009 158 M 147 348
Created 74 63 32 169
Released 77 (6} (33) (116}
Utlised 6 (26) (26) (58)
Other provision movemeants 2 - ] 8
At 31 December 2009 151 72 126 349

Contracts and other
In respect of ongoing contracts appropnate prowsions are made for any losses In the year in which they ara first foreseen The assowated outflows are
eslimated to occur aver the penod of the contract, normally between one and five years

Other provisions include warranties and after-sales sarvice, legal costs insurance and environmental commitments

R ganisati - continuing operations

The costs asscciated with reorganisation programmes are supported by detailed plans and based on previous expenence as well 85 other known
factors Such costs are generally incurred within one to three years There 1s imited valatiity around the tring and amount of the ulbmate outflows
related L0 these provisions

Regional aircraft
The: prowision 1s for recourse liabilibes in respect of financing arrangements for arcraft previously sold by the company and covers costs to be ingurred
over the penod to 2013 The directors belisve it 1s appropnate to state the recourse provision at its net present value

Other provision movements
Adjustments to net present value are reported within other provision movements

BAE Systems (Operatiors) Limited
Diractors report and financial statements 2009
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Notes to the accounts {continued)

16 Commercial aircraft financing and operating lease commitments

2009 2008
FRIP Post FRIP Total FRIP Post FRIP Total
aircraft aircraft awcraft arrcraft
Em £m £m £m Em £m
Future cash flow payments in respect of
aircraft financing obliigations 534 68 602 707 97 804
Amounts pre-financed (see below) {165) - {165} {210) - (210)
369 68 437 497 97 594
Income guaranteed through insurance (280} - (280) (408) - {408)
Anticipated resideal values - 12) {12} - (37) (37
Adjustments (o net present value {15) {4) {18} {2) {2) (4}
Exposure at net present value 74 52 126 a7 58 145
Amounts induded within
Provisions 74 52 126 87 58 145

The Company has provided guarantees in respect of residual values or head lease and finance payments in respect of the sale of certain
commercial areraft At 31 December 2009 the Gompany's expesure to make future payments in respact of these arrangements was £602m (2008
£804m)

As part of a restructunng of its gross obhgations through the 1ssue of a imited recourse bond i 2001 the Company pre-financed certan of the
residual value guarantees The future cash flows associated with this pra-financing totalled £165m at 31 Decernber 2009 (2008 £210m)

A sigmficant proportion of the net exposure of £437m (2008 £594m) was covered by a Finanaal Risk Insurance Programme (FRIP) which made
goed shortfalls in actual lease income against onginally estimated future Income for a 15-year period from 1998 to 2013 Any anbicipated lability in
respect of uninsured amounts was accounted for on a net present value basis The Company is Insured under the FRIP by BAE Systemns Insurance
(Isle of Man) Limited another BAE Systems subsidiary company BAE Systems Insurance (Isle of Man) Limited had m tum insured their exposure
under the FRIP wath external reinsurers In the last 3 years agreements were reached by the BAE Systems Group wath a!l the reinsurers and
settlements have been subsequently patd by them to the Group

ltig dered that the Company’s net exposure to these guarantees 1s covered by the provisions held, on a nat present value basis and the
residual values of those awrcraft

Committed expenditure ansing from alrcraft operating leases which expire

2009 2008
£m £m
In one year or less - 2
Between one and five vears 8 14
8 16

BAE Systems (Operaticns) Umrtad
Direciors report and finandial siatements 2009
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Notes to the accounts (continued)

17 Deferred tax

2009 2008
£m £m
Accelerated capital allowances 24 26
Pensions / retirament plans addilional contnbutions 5 KIn]
Share-based payments 2 1
Provisions and accruals §5 63
Deferred tax asset 86 120
Asset at 1 January 120 152
Deferred tax charge in profit and loss account for year
- ordinary {34) 32)
Deferred tax asset at 31 December 86 120
This asset s included within
Debtors (note 13) 86 120

No significant potental hability to tax 1s expected to anse If properties included at valuation in the accounts were realised at their revalued amounts and
in respedt of rolled over capital gamns (2008 £nily

18 Share capital

£1'B"
£1°A Ordinary Nominal
Ordinary shares shares value
‘000 000 £m
Authorised
At 1 January and 31 December 2009 1,007 340 180 1008
Issued and fully paid
At 1 January and 31 December 2009 1007 340 180 1,008

The "A’and B Ordinary shares rank pan passu in all respects

BAE Systems (Operations) Limited
[+]] repact and i | s 2009




Notes to the accounts {(continued)

19 Reserves

Page 25

Share Non- Profit
premum distnbutable and loss
account reserve reserve
£m £m £m
At 1 January 2009 25 35 1007
Adjustment in respect of employee share schemes - - 3
Profit for the financial year - - 403
Transfer to profit and loss reserve - 4) 4
Dividend paid - - (382)
At 31 December 2009 25 31 1,035

20

Foreign exchange contracts

21

The Company has denvative financial instruments that it has not recognised at far values These consist of contracts to buy and sell Austrahan
Doltars Euros Saudi Arabian Riyals South Afncan Rand Swedish Krona, Darish Krene Canadian Dollars, Singapore Dotlars, Swiss Francs,
Bahraini Dinars and US Dollars at agreed future dates at agreed future exchange rates At 31 December 2009, the Company had 1,521 such
contracts (2008 1 249) The 1,521 contracts held at 31 December 2009 commit the Company to buy and sell Austrahan Dollars Euros Saud Arabtan
Riyals South Afncan Rand Swedish Krona Damish Krone Canadian Dollars Singapore Dollars, Swiss Francs Bahrasnt Dinars and US Dollars at
vanous dates between 2010 and 2017 for a total net payment of £1,515m i these same contracts had been entered into on 31 December 2009 the
Company would have been committed to buy and sell Austrahan Dollars, Euros Saudi Arabian Riyals South Afncan Rand Swedish Krona
Singapare Dollars, Swss Francs and US Doltars for a net payment of £1,612m

The 1 249 contracts held at 31 December 2008 commit the Company to buy and sell Australian Dollars Euros Saud) Arabian Riyals South Afmcan
Rand Swedish Krona, Singapore Dollars Swiss Francs and US Dollars at vanous dates betwaen 2009 and 2015 for a total net payment of £1 514m
if these same contracts had been entered into on 31 December 2008 the Cempany would have been committed to buy and sell Australian Dollars
Euros Saudi Arabian Riyals, South Afncan Rand Swedish Krona Singapore Dellars Swiss Francs and US Dollars for a net payment of £1 902m

Related party transactions

22

As the Company 1s a wholly owned subsidiary of BAE Systems plc the Company has taken advantage of the exemption contained In FRS 8 -
Retated Party Disclosures, and has therefore not disclosed transactions or balances with wholly owned subsidsanes which form part of the Group

Related party transactions for the year ended 31 December 2009 were as follows
Amounts owed by related party

2009 2008
£m Em

Gnpen Intemational KB 55 -

Ultimate parent undertaking

The ultimate parent company 1s BAE Systems plc a company incorporated in Great Bnian and registered in Engtand and Wales

The consolidated accounts of BAE Systems ple are available o the public and may be obtained from

& Carlton Gardens
London SW1Y S5AD

Website
www baesystems com

BAE Systems {Operations) Limited
Durectors' report and financeal statsments 2009




Notes to the accounts (continued)

23 Employee share schemes

Page 26

Options over shares of the utttrmate parent undertaking BAE Systems plc have been granted to employees of the company under various schemes Details
of tha terms and conditions of each share option scheme ara given in the Remuneration Report in the BAE Systems plc Annual Report 2009

Exocutlve Share Option Scheme (Ex$05)

2009 2008
Waighted Wesghted
Number of average Numbaer of average
shares  exarcise prica shares  axercisa price
‘000 £ 000 £
Outstanding at 1 January 3,313 233 4,086 EF3
Exercised dunng the year {300} 215 (1433) 280
Lapsed dunng the year {400) 443 {240) 403
Qutstanding at 31 Dacember 2613 333 3313 313
Weighted average remaining life (years) 5 5
Range of exercise price of cutstanding options (£} 172 457 172-457
Expensge / (¢cradit) recognssed for tha year (Ek) 296 (160)
Save-As-You-Earn Scheme
2009 2008
Welghted Weighted
Number of average Number of average
shares  exercise price shares  exercise price
aoo £ 000 £
Quistanding at 1 January 3,035 156 8213 125
Exergised dunng the year {3,032} 158 {3,087) 094
Lapsed dunng the year - {91) 122
Outstanding at 31 Dacember 3 156 3035 156
Weighted average remaining hie (years) 1
Range of exercise price of outstanding options (£) 156 093-156
Expense recognised for the year {Fk) 227 643

Share Matching Plan (SMP)

Restricted Share Plan (RSP}

Performance Share Plan

{PSP}
2009 2008 2009 2008 2009 2008
Number of Number of Number of Number of Number of Number of
shares shares shares shares shares shares
‘000 000 ‘000 ‘000 ‘000 000
Cutstanding at 1 January 243 15 3 kll 3,499 3416
Granted dunng the year 1,097 229 - - 1,805 1045
Exercesed during the year - - ()] (24) (758} {800)
Lapsed duning the year {53} &) - (4) (316} (162)
Outstanding at 31 Dacember 1,287 243 - 3 4,230 3 499
Weighted average ramaning life (years) 2 2 - - 4 4
Weighted average fair value of options granted (£} 34 479 - - 281 376
Expense / (¢credi) recognised for the year (Lk) 273 273 £{15) (4} 1,772 1007
Tha exercisa pnce for the PSP RSP & SMP 15 £nil (2008 £n1l)
The far value of equity-settled awards granted in the year has been d using the weighted average inputs below and the following valuation models

PSP — Monte Cario
RSP — Dradend valuation modal

Range of share price at date of grant (£)
Exerctse pnca (£}

Expectad aplien Iife (years)

Volatlity

Spot dmdend yietd

Rusk free intarest rate

2009 2008
323-342 456-479
I-4 3-4
4% 25-32%
42% 24 39%
17% 30-44%

Volatlity was calcudated with reference to the Group s weakly share price volatilty after allowing for dividends and stock splits for the greater of 30 weeks o

for the perod untik vest date

The Group s average share price in the year was £3 44 (2008 £4 33)

BAE Systems {Operatons) Limsad
Chrectors rwport and financial staterments 2009




