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T

op Ten Objectives - 2008

10.

. Meet 2008 financial targets and set challenging/realistic longer term plans

. Develop partnering approach to meet customers’ capability requirements
Ensure continued quality application of our mandated business processes
Further enhance programme execution - schedule and cost performance
Progress development of security capabilities in our home markets

Grow our US business including execution of planned investments

Progress industrialisation plan and further business in Kingdom of Saudi Arabia
Continue to implement the UK Defence Industrial Strategy

Progress export opportunities from each of our home markets

Continue to drive performance in Safety, Ethics and Diversity
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Summary

BAE SYSTEMS

« The company is performing well

 Broad base of programmes and markets

« Benefiting from consistently applied strategy
— Delivering performance now
— Providing visibility to a strong outlook

*  Further growth opportunities to exploit
— Organic stretch

— Acquisitions

Sales by origin

38% 38%
us UK
= ‘\
12% 12%
RoW KSA
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BAE SYSTEMS

Handouts
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Electronics, Intelligence & Support

BAE SYSTEMS

Sales
EBITA
Margin
Order book

Cash flow

2007 2006
£3,916m £4,007m
£429m £429m *
11.0% 10.7% *
£3.5bn £3.4bn
£302m £273m

* includes £61m pension accounting gain
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Land & Armaments

BAE SYSTEMS

2007 2006
Sales £3,538m £2,115m
EBITA £312m £168m
Underlying EBITA* £324m £168m
Underlying Margin 9.2% 7.9%
Order book £7.3bn £4.9bn
Cash flow £10m £137m

* earnings before amortisation and impairment of intangible assets, finance costs and taxation, and uplift in acquired inventories
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Underlying Earnings per Share

Continuing Operations

BAE SYSTEMS

2007 2006
EBITA 1,477 1,207
- add back fair value on acquired inventories 12 -
1,489 1,207
Interest 93 (174)
- exclude pension financing credit (92) (45)
- exclude market value movements on derivatives (39) 62
(38) (157)
Tax (373) (248)
- impact of fair value on acquired inventories (3) -
- impact of pension financing credit 24 12
- impact of market value movements on derivatives 10 (16)
- exclude tax on intangibles (39) (28)
(381) (280)
Minority interests (21) (3)
Underlying earnings 1,049 767
Weighted average number of shares in issue 3,386 3,225
Underlying earnings per share 31.0p 23.8p
£ millions
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BAE SYSTEMS

Retirement Benefit Obligations

2007
Deficit in defined benefit pension plans at 31.12.06 (3,167)
Decrease in liabilities due to changes in assumptions 952
Actual return on assets below expected returns (156)
Contributions over service cost 290
Transfers arising on acquisitions (22)
Other movements 104
Deficit in defined benefit pension plans at 31.12.07 (1,999)
US Healthcare plans (21)
Total IAS 19 deficit (2,020)
Allocated to EAls and other participating employers 450
Group’s share of IAS 19 deficit * (pre-tax) (1,570)
Group’s share of IAS 19 deficit (post-tax) (1,048)
* Balance Sheet classification : £59m within Receivables, £(1,629)m Retirement Benefit Obligations £ millions
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Operating Cash Flow

2007
EBITA 1,477
Less share of equity accounted investments (142)
Add depreciation & impairment 313
Gain on disposal of fixed assets & investments (52)
Gain on disposal of businesses (40)
Cost of equity-settled employee share schemes 34
Movements in retirement benefit obligations (233)
Movements in provisions 52
Movements in inventories (188)
Movements in trade and other receivables (271)
Movements in trade and other payables 1,212
Cash inflow from operating activities 2,162

£ millions
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Working Capital Movements

Reconciliation to Cash Flow

BAE SYSTEMS

31/12/07 31/12/06 Mvt Acq/Dis* F/X Other Cash Flow

Inventories (A) 701 395 (306) 119 3 (4) (188)
Receivables - current 2,933 2,253
Receivables — non-current 322 569
Total receivables (B) 3,255 2,822 (433) 126 15 21 (271)
Payables - current (8,245) || (6,717)
Payables — non-current (413) (465)
Total payables ** (C) (8,658) || (7,182) 1,476 (209) (47) (8) 1,212
Liability provisions - current (410) (424)
Liability provisions — non-current (399) (271)
Total liability provisions (D) (809) (695) 114 (52) - (10) 52
Working capital per cash flow (5,511) || (4,660) 851
Cash on customers’ account (E) 30 62 32
Working capital per balance sheet *** | (5,481) || (4,598) 883

* includes assets held for resale _—

**includes cash on customers’ account £ millions

*** equals A+B+C+D+E
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2007 Performance by Business Group

BAE SYSTEMS

Electronics, Intelligence & Support
Land & Armaments

Programmes & Support
International Businesses

HQ & Other Businesses

Intra-group

Total

Underlying
Sales EBITA
3,916 429
3,538 324
5,327 456
3,359 435
243 (155)
(673) -

15,710 1,489

£ millions
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2007 growth

BAE SYSTEMS

Sales EBITA
2007 2006 Growth 2007 2006 Growth
Continuing Businesses 15,710 13,765 | +14.1% 1,489 1,207 | +23.4%
Foreign Exchange:
uUsD (404) (47)
Other 10 1
Adjusted for foreign exchange 15,710 | | 13,371 | *17.5% 1,489 1,161 | +28.3%
Transactions:
Armor Holdings (725) - (89) -
Other (55) (267) (46) (26)
Adjusted for f/x and transactions 14,930 | | 13,104 | *13.9% 1,354 1,135 | +19.3%
Pension accounting gain (61)
1,354 1,074 | +26.1%
£ millions
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