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32. Financial risk management (continued) 

Interest rate fluctuations 
The objective of interest rate risk management is to reduce the exposure to interest rate fluctuations on borrowings and deposits. This is 
achieved through varying the proportion of fixed rate debt relative to floating rate debt over the forward time horizon by utilising derivative 
instruments, mainly interest rate swaps. The Group’s current interest rate management policy is that a minimum of 25% (2006 25%) and a 
maximum of 75% (2006 75%) of debt is maintained at fixed interest rates. At 31 December 2007, the Group had 75% (2006 72%) of fixed  
rate debt and 25% (2006 28%) of floating rate debt based on a gross debt of £2.5bn (2006 £3.1bn). 

The floating rate debt has been predominantly achieved by entering into interest rate swaps which swap the fixed rate US dollar interest payable 
on debt into either floating rate sterling or US dollars. At the end of 2007, the Group had a total of $1.3bn (2006 $1.6bn) of this type of swap 
outstanding with a weighted average duration of 3.2 years (2006 3.6 years). In respect of the fixed rate debt the weighted average period in 
respect of which interest is fixed was seven years (2006 six years). 

Given the level of short-term interest rates during the year, the average cost of the floating rate debt was 6.7%, with 6.3% on US dollars and 
7.3% on sterling (2006 both 5.8%). The cost of the fixed rate debt was 7.1% (2006 7.0%). A change of 100 basis points in short-term rates 
applied to the average fixed/floating mix and level of borrowings would vary the interest cost to the Group by £7m (2006 £11m). 

In respect of cash deposits, given the fluctuation in the Group’s working capital requirements, cash is generally invested for short-term periods 
based at floating interest rates. A change of 100 basis points in the average interest rates during the year applied to the average cash deposits 
would vary the interest receivable by £23m (2006 £15m). 

Credit risk on cash and cash equivalents 
The Group is exposed to credit risk on its cash and cash equivalents to the extent of non-performance by its counterparties in respect of 
financial instruments. However, the Group has policies in place to ensure credit risk is limited by placing concentration limits. BAE Systems has 
a credit limit system to manage actively its exposure to treasury counterparties. The cash and cash equivalents balance at 31 December 2007 
of £3,062m (2006 £3,100m) was invested with 26 (2006 45) financial institutions. The system assigns a maximum exposure based on the 
counterparty’s size, FT composite rating and Credit Default Swap price. These limits are regularly monitored and updated. The Group has 
material receivables due from the UK, US and Saudi Arabian governments where credit risk is not considered to be an issue. For the remaining 
trade receivables no one counterparty constitutes more than 3% of the balance (2006 4%). 

The cash and cash equivalents of the Group are invested in non-speculative financial instruments which are usually highly liquid such as short-
term deposits. The Group, therefore, believes it has negligible exposure to price risk. 

Currency risk 
In order to protect itself against currency fluctuations, the Group’s policy is to hedge all material firm transactional exposures. Further explanation 
is set out in the Risk management and principal risks section of the Directors’ report on page 50. 

33. Related party transactions 

The Group has a related party relationship with its directors and key management (as disclosed in the Remuneration report on pages 64 to 83 
and in note 7), its equity accounted investments (note 14) and the pension plans (note 22). 

Transactions occur with the equity accounted investments in the normal course of business and are priced on an arm’s-length basis and settled 
on normal trade terms. The more significant transactions are disclosed below:  

For the year ended 31 December 2007 

Related party 

Sales to 
related

party
£m

Purchases 
from

related
 party

£m

Amounts 
owed by 
related 

party 
£m 

Amounts 
owed to 
related 

party 
 £m 

Lease 
income/ 

(expense) 
with related

 party
£m

Other
£m

Eurofighter Jagdflugzeug GmbH 1,063 – 107 – – –
Flagship Training Limited – 1 – 7 – –
Fleet Support Limited 1 2 1 – – –
Gripen International KB – – 109 136 – –
MBDA SAS 143 11 20 709 2 –
Panavia Aircraft GmbH 71 132 1 – – –
Saab AB 3 – – – – 1
CTA International SAS – 2 – – – –
Flight Control System Management GmbH – – 1 1 – –
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33. Related party transactions (continued) 

For the year ended 31 December 2006 

Related party 

Sales to 
related

party
£m

Purchases 
from

related
 party

£m

Amounts 
owed by 
related 

party 
£m 

Amounts 
owed to 
related 
 party 

 £m 

Lease 
income/ 

(expense) 
with related

party
£m

Other
£m

Airbus SAS1 50 – – – 15 –
Eurofighter Jagdflugzeug GmbH 1,212 – 97 66 – –
Flagship Training Limited – 2 – 16 – –
Fleet Support Limited 1 8 – 2 – –
Gripen International KB – – 103 115 – –
MBDA SAS 124 12 14 482 2 –
Panavia Aircraft GmbH 75 53 2 – – –
Saab AB 4 2 – – – 1
CTA International SAS 1 – – – – –
Silicon Sensing Systems – – – 7 – –
Xchanging Procurement Services2 16 101 2 2 – –
Xchanging HR Services2 – 26 – 2 – –

1  transactions up to the date of disposal 
2 no transactions with Xchanging Procurement Services and Xchanging HR Services are reported during 2007 as the effective date of the disposal of the Group’s interest in these entities 

was 1 January 2007 

34. Group entities 

Principal subsidiary entities Principal activities 
Principally

operates in
Country of

incorporation

BAE Systems (Operations) Limited 
(Held via BAE Systems Enterprises Limited and  

BAE Systems (Overseas Holdings) Limited) 

Defence and commercial aerospace 
activities 

UK England and 
Wales

BAE Systems Australia Limited 
(Held via BAE Systems Australia Holdings Limited) 

Defence support and avionics Australia Australia

BAE Systems Electronics Limited 
(Held via Meslink Limited) 

Naval prime contracting UK England and 
Wales

BAE Systems Marine Limited  
(Held via BAE Systems Marine (Holdings) Limited) 

Shipbuilding UK England and 
Wales

BAE Systems Integrated System Technologies Limited  
(Held via BAE Systems Electronics Limited) 

Defence systems UK England and 
Wales

BAE Systems Inc. 
(Held via BAE Systems Holdings Inc.) 

Defence systems US US

BAE Systems AH Inc. (formerly Armor Holdings, Inc.)  
(Held via BAE Systems Inc.) 

Manufacture of military vehicles and 
supply of vehicle and armour systems 

US US

BAE Systems Land & Armaments Inc. 
(Held via BAE Systems Inc.) 

Manufacture and support of military 
vehicles and ship repair 

US & Sweden US

BAE Systems Land Systems (Munitions & Ordnance) Limited  
(Held via BAE Systems (Holdings) Limited) 

Manufacture of ammunition and weapon 
systems 

UK England and 
Wales

BAE Systems Land Systems (Weapons & Vehicles) Limited 
(Held via BAE Systems Land Systems (Finance) Limited and  

Alvis Limited) 

Design, manufacture, supply and support 
of armoured vehicles 

UK England and 
Wales

BAE Systems Surface Fleet Solutions Limited 
(Held via BAE Systems Surface Fleet Solutions (Holdings) Limited)

Shipbuilding UK England and 
Wales

Alvis Limited 
(Held via BAE Systems (Holdings) Limited) 

Manufacture and support of military 
vehicles 

UK England and 
Wales

The above list sets out the principal subsidiaries within the Group accounts. It does not represent a full list of subsidiaries. All holdings 
represent 100% of ordinary share capital. 

35. Events after the balance sheet date 

In January 2008, BAE Systems entered into an agreement to acquire Tenix Defence, a leading Australian defence contractor, for up to A$775m 
(£342m) in cash. The acquisition of Tenix Defence will more than double BAE Systems’ presence in Australia making it the largest in-country 
defence supplier to the Australian Defence Force.  

 




