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Class aircraft carrier programme to meet the new delivery requirements. 
A revised build strategy was announced in March resulting in additional 
construction work to be undertaken by BVT. 

Good progress continues on the contract with Elefsis Shipbuilding to 
build Fast Attack Craft for the Hellenic Navy.  

In April, a £136m (£75m at our 55% share) contract was signed for  
the upgrade of the Royal Saudi Navy minehunters. 

The contracts to build three ocean patrol vessels for the Royal Navy of 
Oman and three offshore patrol vessels for the Trinidad and Tobago 
Coastguard are projected to incur significant losses. As a result of a 
review of these export contracts, which were contributed by VT Group plc 
(VT) into BVT, BAE Systems remains in negotiations with VT regarding  
an injection of capital by VT into the BVT business. 

On 10 July, VT served a Put Option Intention Notice in relation to its 
proposed exit from the BVT joint venture. This is the first step in the exit 
process, which requires the provision of certain information by BVT prior 
to VT being in a position to exercise its option to sell to BAE Systems its 
45% interest in BVT. VT have announced that they expect the transaction 
to be completed later this year. 

Integrated System Technologies (Insyte) 
The Queen Elizabeth Class aircraft carrier mission system, Type 45 
destroyer combat system and Sampson radar contracts continue to 
progress to the agreed programmes. 

The Falcon programme will provide the UK armed forces with a new 
mobile tactical high capacity, secure communications capability. 
Equipment acceptance trials will commence in the second half of 2009. 

In May, the first Type 102 Commander radar was handed over to the UK 
MoD. The second and final system is scheduled for acceptance in the 
second half of 2009. 

The Seawolf mid-life update system has now completed firing trials on 
the Type 23 HMS Sutherland. 

The Maritime Composite Training System is in use at HMS Collingwood 
and the Royal Navy’s Devonport training facilities, and is targeted to be 
declared ‘ready for training’ in the second half of 2009. 

The £102m ARTISAN 3D medium-range radar programme is progressing 
through a challenging technical and mobilisation review. 

The Sting Ray lightweight torpedo main production order for the Royal 
Navy remains on schedule. In the first half of 2009, a £99m export order 
for Sting Ray torpedoes was awarded by the government of Norway. 
Negotiations continue with the UK MoD to agree a ten-year support 
contract to maintain their torpedo capability. 

Submarine Solutions 
Astute, the First of Class, has experienced testing and commissioning 
delays which have impacted the timing of customer sea trials. These are 
expected to commence in the second half of the year. It will be the first 
time since the Vanguard Class boats were successfully accepted in 
1999 that a new to service submarine has undertaken sea trials in  
the UK. 

Looking forward 
Programmes & Support is driven by its existing order book, and the level 
of future UK MoD funding to meet current UK armed forces operational 
requirements and delivery of the Defence Industrial Strategy.  

In the air sector, short-term growth is linked to increased combat aircraft 
production activity and in-service support performance both in the UK 
and on export programmes.  

BVT signed a definitive Terms of Business Agreement with the UK MoD 
in July which sets out a 15-year partnering arrangement, including lead 
roles for the BVT business on defined surface shipbuilding and support 
programmes. The business is underpinned by the six ship Type 45 
destroyer programme and the manufacturing phase of the Queen 
Elizabeth Class aircraft carrier programme. 

Detica's position in the UK market and the recent UK government White 
Paper on cybersecurity mean that the business is well-positioned to 
benefit from the continuing government focus on intelligence, security 
and resilience. 

The Submarine Solutions business remains focused on the Astute 
programme, and on delivering the concept design work for the Successor 
Programme. Securing follow-on orders for Astute is key to retaining the 
skill base necessary to design and build a next-generation nuclear 
deterrent submarine. 

In view of the pressures on the defence budget, the UK MoD has 
announced a Strategic Defence Review which will begin after the general 
election in 2010. 
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The International operating group, with 19,700 employees1, comprises the 
Group’s businesses in Saudi Arabia and Australia, together with a 37.5% 
interest in the pan-European MBDA joint venture, a 20.5% shareholding in  
Saab of Sweden and a 49% shareholding in Air Astana. 
 
 

 

Six months ended
 30 June 2009 

Unaudited

Six months ended 
30 June 2008 

Unaudited

Year ended 
31 December 2008 

Audited

Sales1 £1,610m £1,397m £3,333m
Underlying EBITA2 £161m £219m £435m
Return on sales 10.0% 15.7% 13.1%
Cash inflow/(outflow)3 £125m £(739)m £163m
Order intake1 £2,515m £1,520m £4,065m
Order book1 £11.5bn £9.8bn £11.0bn
 

In the first half of 2009, International achieved underlying EBITA2 of 
£161m (2008 £219m) on sales1 of £1,610m (2008 £1,397m) and  
had an operating cash inflow3 of £125m (2008 outflow £739m).  

Return on sales in the period was similar to that reported in the second 
half of 2008. Margins are lower than the comparative period due to 
Saab’s move to expensing more research and development costs rather 
than capitalising, margins in the acquired Tenix business being below 
the historic margin of this operating group, and a second half sales bias 
in 2009 on the higher margin Tornado Sustainment Programme. 

Customer Solutions & Support International 
BAE Systems has a major presence in the Kingdom of Saudi Arabia 
where it acts as prime contractor for the UK government-to-government 
defence agreement and also holds certain direct contracts with the 
Saudi government. Progress continues to be made to modernise the 
Saudi armed forces in line with the Understanding Document signed in 
December 2005 between the UK and Saudi Arabian governments. 

Around 4,700 people are employed by the Group in the Kingdom of 
Saudi Arabia of whom approximately half are Saudi nationals. The 
business continues to develop its presence in Saudi Arabia and remains 
committed to developing a greater indigenous capability in the Kingdom. 
This strategy will be enhanced by the entry into service of the Typhoon 
aircraft and the subsequent development of the Typhoon industrial base 
in Saudi Arabia. 

The first two Typhoon aircraft, of the 72 contracted in 2007 under the 
Salam programme, were delivered on schedule in June. Negotiations 
continue with the Royal Saudi Air Force (RSAF) to agree the initial  
support and training solutions contract. 

The Saudi British Defence Co-operation Programme continues to provide 
support and operational capability to both the RSAF and Royal Saudi 
Naval Forces operations. Significant orders were received in the period 
for the ongoing Tornado Sustainment Programme, Naval Minehunter  
Mid-Life Update and a multi-year Naval Training Programme.  

Challenges remain on the C4I4 Al Diriyah programme to agree the 
definition of a solution that meets the customer requirement. 

The first Tactica land vehicles were delivered to the Saudi Arabia 
National Guard in June. Further opportunities are likely from the  
Royal Saudi Land Force’s programme of capability enhancements  
and equipment upgrades. 

Australia 
BAE Systems Australia has consolidated its position as a major 
capability provider to the Australian Defence Force across the aerospace, 
land, maritime and joint sectors.  

Recent readiness and sustainment contract awards include deep 
maintenance of the Royal Australian Air Force’s F/A-18 Hornet fighter 
fleet and Integrated Materiel Support services for the Royal Australian 
Navy’s four guided missile frigates. 

Under the Royal Australian Navy’s new Air Warfare Destroyers (AWD) 
programme, a contract worth up to £150m has been agreed with  
ASC Pty Limited to construct 12 modular hull blocks for each of the  
three destroyers. 

The business also secured a £20m contract to install five new integrated 
satellite communications terminals on board the Royal Australian Navy’s 
AWD and Landing Helicopter Dock (LHD) vessels. 

BAE Systems Australia is a subcontractor to Boeing to deliver the  
ground and air subsystems of the ‘Wedgetail’ Airborne Early Warning  
and Control programme. The business has now substantially handed 
over the ground subsystem to the prime contractor and is working to 
deliver the Electronic Warfare systems in support of the aircraft 
integration programme. 

The Australian government has issued a revised request for the supply  
of medium and heavy tactical trucks under its Land 121 programme. 
BAE Systems Australia has partnered with BAE Systems Land & 
Armaments and Scania, and is currently participating in a customer trial 
of heavy vehicles that is due to be completed by December 2009.  

Four inshore patrol vessels have been delivered to the New Zealand 
MoD. Two remaining offshore patrol vessels are expected to be 
presented for acceptance later in 2009. The multi-role vessel has  
been accepted by the customer, but a number of subsequent  
warranty claims are currently in mediation.  

The contract to supply two LHD ships to the Royal Australian Navy  
is subject to ongoing intensive management focus to ensure that  
all contracted outcomes are delivered. 

The completion accounting process continues with the former owners  
of the Tenix Defence business in Australia.  

1 Including share of equity accounted investments. 
2 Earnings before amortisation and impairment of intangible assets, finance costs and taxation expense (EBITA) excluding profit/(loss) on disposal of businesses and uplift on 

acquired inventories. Restated to exclude profit/(loss) on disposal of businesses. 
3 Net cash inflow/(outflow) from operating activities after capital expenditure (net) and financial investment, and dividends from equity accounted investments. 
4 Command, Control, Communications and Computing, and Intelligence. 
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MBDA (37.5% interest) 
MBDA achieved a good level of new orders in the first half of 2009, 
including, in export markets, Marte to United Arab Emirates, being the 
first ship-based contract for this anti-ship weapon, and Vertical Launch 
Mica air defence weapon to a Middle-Eastern country, being the launch 
customer for the ground-based version. 

Key domestic deliveries included Mica air-to-air missiles and Seawolf 
naval air defence missiles. Key export deliveries included Aster and 
Mistral surface-to-air missiles.  

Development programmes continue to progress. The Assessment Phase 
contracts for new Complex Weapon Programmes awarded in 2008 have 
advanced well. Discussions on the next phase are underway. 

Saab (20.5% shareholding) 
Saab’s sales were SEK11.7bn (£963m). Operating income was 
SEK622m (£51m) producing an operating margin of 5.3%, compared 
with 8.6% in the first half of 2008, reflecting a changed accounting 
approach to the capitalisation of research and development costs  
in line with their results announcement in February. 

Key orders won during the first half of 2009 include a SEK700m (£55m) 
order within the civil security area, and Gripen orders from the Swedish 

Defence Materiel Administration, FMV, of approximately SEK1bn (£78m) 
to support operational capacity and future capability studies. 

In response to changing market conditions, Saab announced 670 
redundancies across its Dynamics and Commercial Aircraft areas  
of business. 

The Group has taken an impairment in underlying EBITA2 of £8m against 
the carrying value of its shareholding in Saab, reflecting a reduction in 
Saab’s share price since the year end. 

Looking forward 
The Group seeks to sustain its long-term presence in the Kingdom  
of Saudi Arabia through delivering on current programmes and 
industrialisation commitments, and developing new business. 

In May, the Australian government released its Defence White Paper  
and 2009-10 Budget which included a commitment to increased  
defence funding for the next decade. BAE Systems Australia is well 
placed to secure a strategic share of new defence procurement and 
sustainment activities. 

 

 

 

HQ & Other Businesses 
 

 

HQ & Other Businesses, with 2,200 employees1, comprises the regional aircraft 
asset management and support activities, head office and UK shared services 
activity, including research centres and property management. 
 
 

 

Six months ended
 30 June 2009 

Unaudited

Six months ended 
30 June 2008 

Unaudited

Year ended 
31 December 2008 

Audited

Sales1 £133m £113m £235m
Underlying EBITA2 £11m £(29)m £(101)m
Cash outflow3 £(278)m £(93)m £(66)m
Order intake1 £100m £149m £212m
Order book1 £0.4bn £0.4bn £0.4bn
 

In the first half of 2009, HQ & Other Businesses reported underlying 
EBITA2 of £11m (2008 loss £29m) and had an operating cash 
outflow3 of £278m (2008 £93m). Of this, Regional Aircraft reported 
underlying EBITA2 of £39m (2008 loss £2m) and operating cash 
inflow of £10m (2008 £22m). 

Regional Aircraft 
Despite the difficult trading environment in the aviation industry,  
the business has been able to place 19 aircraft through sales,  
new leases and lease extensions with existing operators in the 
period. The business recognised underlying EBITA2 of £39m following 
favourable settlement of some outstanding commercial items and 
profits on sale of aircraft. 

The business continues to liaise closely with operators as to their 
future fleet requirements with marketing activity continuing to focus 
on both the uncontracted idle aircraft and those returning off lease.

Whilst market conditions have impacted the general level of financing 
available to operators globally, the portfolio operator base is relatively 
robust and the business continues to monitor operator performance 
against default risk. 

The balance sheet carrying value of aircraft (£207m) is based on the 
net present value of future net leasing or forecast disposal income. 

In the period, a settlement with the remaining insurer under the 
Group’s Financial Risk Insurance Programme was completed. 

Looking forward 
Market conditions for the airline sector continue to provide a 
challenging trading environment due to the impact of the global 
economic downturn and tightened availability of funding to operators.  

1 Including share of equity accounted investments. 
2 Earnings before amortisation and impairment of intangible assets, finance costs and taxation expense (EBITA) excluding profit/(loss) on disposal of businesses and uplift on 

acquired inventories. Restated to exclude profit/(loss) on disposal of businesses. 
3 Net cash outflow from operating activities after capital expenditure (net) and financial investment, dividends from equity accounted investments and assets contributed to Trust. 
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Each of the directors (as detailed opposite) confirms that, to the 
best of his knowledge, this condensed set of financial statements 
has been prepared in accordance with International Accounting 
Standard (IAS) 34, Interim Financial Reporting, as adopted by the 
European Union, and that the interim management report herein 
includes a fair review of the information required by the Disclosure 
and Transparency Rules of the UK’s Financial Services Authority, 
paragraphs DTR 4.2.7R and DTR 4.2.8R.  

For and on behalf of the directors:  

 

 

 

R L Olver Chairman  

29 July 2009 

 

 

 

Directors 
Dick Olver Chairman 
Ian King Chief Executive 
George Rose Group Finance Director 
Phil Carroll Non-executive director 
Michael Hartnall Non-executive director 
Andy Inglis Non-executive director 
Sir Peter Mason Non-executive director 
Roberto Quarta Non-executive director 
Sir Nigel Rudd Non-executive director 
Carl Symon Non-executive director 
Ravi Uppal Non-executive director 

 

 

 

Independent review report to BAE Systems plc  
 

 

 

Introduction 
We have been engaged by the Company to review the condensed  
set of financial statements in the half-yearly financial report for the  
six months ended 30 June 2009 which comprises the Condensed 
Consolidated Income Statement, the Condensed Consolidated 
Statement of Comprehensive Income, the Condensed Consolidated 
Statement of Changes in Equity, the Condensed Consolidated Balance 
Sheet, the Condensed Consolidated Cash Flow Statement and the 
related explanatory notes. We have read the other information contained 
in the half-yearly financial report and considered whether it contains any 
apparent misstatements or material inconsistencies with the information 
in the condensed set of financial statements. 

This report is made solely to the Company in accordance with the terms 
of our engagement to assist the Company in meeting the requirements 
of the Disclosure and Transparency Rules (the DTR) of the UK’s Financial 
Services Authority (the UK FSA). Our review has been undertaken so that 
we might state to the Company those matters we are required to state 
to it in this report and for no other purpose. To the fullest extent 
permitted by law, we do not accept or assume responsibility to anyone 
other than the Company for our review work, for this report, or for the 
conclusions we have reached. 

Directors’ responsibilities 
The half-yearly financial report is the responsibility of, and has been 
approved by, the directors. The directors are responsible for preparing 
the half-yearly financial report in accordance with the DTR of the UK FSA. 

As disclosed in note 1, the annual financial statements of the Group  
are prepared in accordance with IFRSs as adopted by the European 
Union (EU). The condensed set of financial statements included in this 
half-yearly financial report has been prepared in accordance with IAS 34 
Interim Financial Reporting as adopted by the EU. 

Our responsibility 
Our responsibility is to express to the Company a conclusion on the 
condensed set of financial statements in the half-yearly financial report 
based on our review. 

Scope of review 
We conducted our review in accordance with International Standard on 
Review Engagements (UK and Ireland) 2410 Review of Interim Financial 
Information Performed by the Independent Auditor of the Entity issued  
by the Auditing Practices Board for use in the UK. A review of interim 
financial information consists of making enquiries, primarily of persons 
responsible for financial and accounting matters, and applying analytical 
and other review procedures. A review is substantially less in scope  
than an audit conducted in accordance with International Standards  
on Auditing (UK and Ireland) and consequently does not enable us to  
obtain assurance that we would become aware of all significant matters 
that might be identified in an audit. Accordingly, we do not express an 
audit opinion. 

Conclusion 
Based on our review, nothing has come to our attention that causes  
us to believe that the condensed set of financial statements in the  
half-yearly financial report for the six months ended 30 June 2009 is  
not prepared, in all material respects, in accordance with IAS 34 as 
adopted by the EU and the DTR of the UK FSA. 

 

 

 

A G Cates 
for and on behalf of KPMG Audit Plc  
Chartered Accountants 
8 Salisbury Square 
London 
EC4Y 8BB 

29 July 2009 
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Six months ended 
 30 June 2009 

Unaudited  

Six months ended 
 30 June 2008 

Unaudited  

Year ended 
 31 December 2008 

Audited 

Notes £m £m £m £m  £m £m

Continuing operations    
Combined sales of Group and equity accounted investments 2 9,941  7,751  18,543
 Less: share of equity accounted investments 2 (849)  (657)  (1,872)
Revenue 2 9,092  7,094  16,671
Operating costs  (8,718)  (6,493)  (15,386)
Other income  61  121  415
    

Group operating profit excluding amortisation and impairment  
of intangible assets 891 824   2,003

Amortisation  (154) (102)   (247)
Impairment  (302) –   (56)

Group operating profit 435  722  1,700
Share of results of equity accounted investments excluding 

finance costs and taxation expense 87 57   132
Financial income of equity accounted investments 3 9 28   44
Taxation expense of equity accounted investments (23) (18)   (37)

Share of results of equity accounted investments 73 67   139
Goodwill impairment in respect of equity accounted investments – –   (121)
Impairment in respect of equity accounted investments2 (8) –   –

Contribution from equity accounted investments  65  67  18
    

EBITA1 excluding profit/(loss) on disposal of businesses and uplift 
on acquired inventories 2 979 820   1,897

(Loss)/profit on disposal of businesses3 2 (9) 61   238
EBITA1 970 881   2,135
Amortisation 2 (154) (102)   (247)
Impairments 2 (302) –   (177)
Financial income of equity accounted investments 3 9 28   44
Taxation expense of equity accounted investments (23) (18)   (37)

Operating profit  500  789  1,718
Finance costs 3    
 Financial income 1,206 718   3,380
 Financial expense (1,750) (716)   (2,727)
 (544)  2  653
(Loss)/profit before taxation (44)  791  2,371
Taxation expense    
 UK taxation 27 (82)   (351)
 Overseas taxation (53) (110)   (252)
 (26)  (192)  (603)
(Loss)/profit for the period  (70)  599  1,768
    
Attributable to:    
 BAE Systems shareholders (82)  586  1,745
 Minority interests 12  13  23
 (70)  599  1,768
    
(Loss)/earnings per share  4    
 Basic (loss)/earnings per share (2.3)p  16.7p  49.6p
 Diluted (loss)/earnings per share (2.3)p  16.6p  49.5p
    
Dividends per ordinary share 7    
 Prior year final dividend paid in the period £307m (2008 £274m) 8.7p  7.8p  7.8p
 Interim dividend declared £226m (2008 paid £204m) 6.4p  5.8p  5.8p
 
 
 
 

1 Earnings before amortisation and impairment of intangible assets, finance costs and taxation expense.  
2 Included in EBITA. 
3 Included in other income. 
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Six months 
ended  

30 June 
 2009 

 Unaudited 
£m  

Six months 
ended 

30 June 
2008

 Unaudited
£m 

Year 
ended 

31 December 
2008

Audited
£m

(Loss)/profit for the period (70)  599 1,768
Other comprehensive income   
Currency translation on foreign currency net investments:   
 Subsidiaries (307)  (4) 807
 Equity accounted investments (104)  60 197
Amounts (charged)/credited to hedging reserve (406)  61 469
Net actuarial losses on defined benefit pension schemes:   
 Subsidiaries (1,480)  (839) (1,937)
 Equity accounted investments (132)  (13) (60)
Fair value movements on available-for-sale investments (1)  – –
Recycling of cumulative currency translation on disposal –  1 1
Current tax on items taken directly to equity 31  37 58
Deferred tax on items taken directly to equity:   
 Subsidiaries 494  195 425
 Equity accounted investments 38  4 17
Total other comprehensive income for the period (net of tax) (1,867)  (498) (23)
Total comprehensive income for the period (1,937)  101 1,745
   
Attributable to:   
 Equity shareholders (1,949)  88 1,722
 Minority interests 12  13 23
 (1,937)  101 1,745
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 Attributable to equity holders of the parent 

 

Issued
share

capital
£m

Share
premium

£m

Other
reserves

£m

Retained
earnings

£m
Total 

£m 

Minority
interests

£m

Total
equity

£m

At 1 January 2009 90 1,238 5,974 (68) 7,234 55 7,289
Total comprehensive income for the period – – (704) (1,245) (1,949) 12 (1,937)
Share-based payments – – – 22 22 – 22
Share options:  
 Proceeds from shares issued – 4 – – 4 – 4
 Purchase of own shares – – – (24) (24) – (24)
Other – – – – – (2) (2)
Ordinary share dividends – – – (307) (307) (5) (312)
At 30 June 2009 (unaudited) 90 1,242 5,270 (1,622) 4,980 60 5,040
  
At 1 January 2008 90 1,222 4,631 23 5,966 36 6,002
Total comprehensive income for the period – – 99 (11) 88 13 101
Share-based payments – – – 26 26 – 26
Share options:  
 Proceeds from shares issued – 13 – – 13 – 13
 Purchase of own shares – – – (32) (32) – (32)
Ordinary share dividends – – – (274) (274) – (274)
At 30 June 2008 (unaudited) 90 1,235 4,730 (268) 5,787 49 5,836
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Notes

30 June  
2009 

Unaudited 
£m  

30 June 
2008

Unaudited
£m

31 December 
2008

 Audited
£m

Non-current assets   
Intangible assets 11,025  9,966 12,306
Property, plant and equipment  2,332  1,911 2,446
Investment property  110  111 112
Equity accounted investments  887  886 1,034
Other investments  6  6 6
Other receivables  178  315 162
Other financial assets  158  69 514
Deferred tax assets  1,414  703 1,026
  16,110  13,967 17,606
Current assets   
Inventories 1,023  735 926
Trade and other receivables including amounts due from customers for contract work 3,573  3,848 3,831
Current tax 16  20 14
Other investments 49  2 –
Other financial assets 219  167 674
Cash and cash equivalents 3,007  1,712 2,624
 7,887  6,484 8,069
Total assets 2 23,997  20,451 25,675
Non-current liabilities   
Loans (3,144)  (2,112) (2,608)
Trade and other payables (536)  (503) (701)
Retirement benefit obligations 5 (4,662)  (2,288) (3,365)
Other financial liabilities (240)  (24) (383)
Deferred tax liabilities –  (21) (80)
Provisions (447)  (419) (459)
 (9,029)  (5,367) (7,596)
Current liabilities   
Loans and overdrafts (129)  (298) (173)
Trade and other payables (8,728)  (8,092) (9,165)
Other financial liabilities (206)  (59) (362)
Current tax (477)  (405) (704)
Provisions (388)  (394) (386)
 (9,928)  (9,248) (10,790)
Total liabilities (18,957)  (14,615) (18,386)
Net assets 5,040  5,836 7,289
Capital and reserves   
Issued share capital 90  90 90
Share premium 1,242  1,235 1,238
Other reserves 5,270  4,730 5,974
Retained earnings (1,622)  (268) (68)
Total equity attributable to equity holders of the parent 4,980  5,787 7,234
Minority interests 60  49 55
Total equity 5,040  5,836 7,289
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Six months 
ended  

30 June  
2009 

 Unaudited 
£m  

Six months 
ended 

30 June 
2008

 Unaudited
£m 

Year 
ended 

31 December 
2008

Audited
£m

(Loss)/profit for the period  (70)  599 1,768
Taxation expense  26  192 603
Share of results of equity accounted investments  (65)  (67) (139)
Finance costs   544  (2) (653)
Depreciation, amortisation and impairment  607  237 755
Gain on disposal of property, plant and equipment  (5)  (9) (33)
Gain on disposal of investment property  –  (8) (5)
Loss/(gain) on disposal of businesses   9  (61) (238)
Cost of equity-settled employee share schemes 22  20 51
Movements in provisions 7  (34) (115)
Decrease in liabilities for retirement benefit obligations (105)  (134) (272)
(Increase)/decrease in working capital:   
 Inventories (253)  (13) 46
 Trade and other receivables 78  (834) (5)
 Trade and other payables (347)  (273) 246
Cash inflow/(outflow) from operating activities 448  (387) 2,009
Interest paid (115)  (93) (249)
Interest element of finance lease rental payments (2)  (5) (5)
Taxation paid (233)  (160) (261)
Net cash inflow/(outflow) from operating activities 98  (645) 1,494
Dividends received from equity accounted investments 14  17 89
Interest received 30  69 156
Purchases of property, plant and equipment (238)  (213) (520)
Purchases of intangible assets (19)  (19) (32)
Proceeds from sale of property, plant and equipment 11  16 44
Proceeds from sale of investment property –  – 5
Purchase of subsidiary undertakings  (9)  (509) (1,078)
Cash and cash equivalents acquired with subsidiary undertakings –  1 2
Purchase of equity accounted investments –  – (12)
Proceeds from sale of subsidiary undertakings 2  131 131
Cash and cash equivalents disposed of with subsidiary undertakings –  (7) (60)
Proceeds from sale of equity accounted investments –  – 16
Net proceeds from (purchase)/sale of other deposits/securities (50)  162 164
Net cash outflow from investing activities (259)  (352) (1,095)
Capital element of finance lease rental payments (11)  (4) (18)
Proceeds from issue of share capital 4  13 16
Purchase of own shares  (24)  (32) (43)
Equity dividends paid (307)  (274) (478)
Dividends paid to minority interests (5)  – (11)
Cash inflow/(outflow) from matured derivative financial instruments 138  (3) (440)
Cash (outflow)/inflow from movement in cash collateral (13)  22 106
Cash inflow from loans 920  – –
Cash outflow from repayment of loans (79)  (85) (306)
Net cash inflow/(outflow) from financing activities 623  (363) (1,174)
Net increase/(decrease) in cash and cash equivalents 462  (1,360) (775)
Cash and cash equivalents at 1 January 2,605  3,046 3,046
Effect of foreign exchange rate changes on cash and cash equivalents (75)  8 334
Cash and cash equivalents at end of period 2,992  1,694 2,605

Comprising:   
 Cash and cash equivalents 3,007  1,712 2,624
 Overdrafts (15)  (18) (19)
Cash and cash equivalents at end of period 2,992  1,694 2,605
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1. Accounting policies  

Basis of preparation and statement of compliance 
These condensed consolidated half-yearly financial statements of BAE Systems plc (the Group) have been prepared in accordance with 
International Accounting Standard (IAS) 34, Interim Financial Reporting, and have been prepared on the basis of International Financial 
Reporting Standards (IFRSs) as adopted by the European Union that are effective for the year ending 31 December 2009. They do not  
include all of the information required for full annual financial statements. These condensed consolidated half-yearly financial statements  
do not comprise statutory accounts within the meaning of Section 435 of the Companies Act 2006, and should be read in conjunction with 
the Annual Report 2008. The comparative figures for the year ended 31 December 2008 are not the Group’s statutory accounts for that 
financial year. Those accounts have been reported upon by the Group’s auditors and delivered to the registrar of companies. The report of 
the auditors was unqualified, did not include a reference to any matters to which the auditors drew attention by way of emphasis without 
qualifying their report and did not contain statements under section 237(2) or (3) of the Companies Act 1985. 

Except as described below, the accounting policies adopted in the preparation of these condensed consolidated half-yearly financial 
statements to 30 June 2009 are consistent with the policies applied by the Group in its consolidated financial statements as at, and  
for the year ended, 31 December 2008. 

Changes in accounting policies 
The following amendments to existing standards and interpretations are effective for the Group for the half year ended 30 June 2009: 

– IAS 1 (revised 2007), Presentation of Financial Statements, requires that the Group present a ‘statement of comprehensive income’ and  
a ‘consolidated statement of changes in equity’ as primary statements. The standard is concerned with disclosure only and has no impact 
on the reported results or financial position of the Group; 

– IAS 23 (revised 2007), Borrowing Costs, requires borrowing costs which are directly attributable to the acquisition, construction or 
production of a qualifying asset to be capitalised as part of the cost of that asset. This has not had a significant impact on the Group’s 
accounts for the half year ended 30 June 2009; and 

– the Group has reviewed the effect of the following amendments and interpretations, and has concluded that they have no impact on these 
condensed consolidated half-yearly financial statements:  

– Amendments to IAS 39, Financial Instruments: Recognition and Measurement, and IFRS 7, Financial Instruments: Disclosures;  

– Amendment to IFRS 2, Share-based Payment: Vesting Conditions and Cancellations;  

– Amendments to IAS 32, Financial Instruments, and IAS 1, Presentation of Financial Statements: Puttable Financial Instruments and 
Obligations Arising on Liquidation;  

– Amendments to IFRS 1, First-time Adoption of IFRS, and IAS 27, Consolidated and Separate Financial Statements: Cost of an Investment 
in a Subsidiary, Jointly Controlled Entity or Associate;  

– Improvements to IFRSs 2008, the first standard issued under the International Accounting Standards Board’s annual improvement 
process;  

– International Financial Reporting Interpretations Committee (IFRIC) 12, Service Concession Arrangements; 

– IFRIC 13, Customer Loyalty Programmes; 

– IFRIC 14, IAS 19, The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction; and 

– IFRIC 16, Hedges of a Net Investment in a Foreign Operation. 
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2. Segmental analysis 

 

Combined sales of 
Group and equity 

accounted investments 

Less:  
sales by equity  

accounted investments 

Add:  
sales to equity  

accounted investments  Revenue 

 

Six months 
ended 

30 June 
2009

Unaudited
£m

Six months 
ended 

30 June 
2008

Unaudited
£m

Six months 
ended 

30 June 
2009

Unaudited
£m

Six months 
ended 

30 June 
2008

Unaudited
£m

Six months 
ended 

30 June 
2009 

Unaudited 
£m 

Six months 
ended 

30 June 
2008 

Unaudited 
£m  

Six months 
ended 

30 June 
2009

Unaudited
£m

Six months 
ended 

30 June 
2008

Unaudited
£m

Electronics, Intelligence & Support 2,862 1,959 – – – –  2,862 1,959
Land & Armaments 3,219 2,595 – – – –  3,219 2,595
Programmes & Support 2,399 1,917 (759) (478) 495 341  2,135 1,780
International  1,610 1,397 (622) (568) – –  988 829
HQ & Other Businesses 133 113 – – – –  133 113
 10,223 7,981 (1,381) (1,046) 495 341  9,337 7,276
Intra-operating group sales/revenue (282) (230) 8 12 29 36  (245) (182)
 9,941 7,751 (1,373) (1,034) 524 377  9,092 7,094
 

 
Underlying  

EBITA1 
(Loss)/profit on 

disposal of businesses
Amortisation of  

intangible assets 
Impairment of  

intangible assets2  
Operating  

group result 

 

Six 
months 

ended 
30 June 

2009 
Unaudited 

£m 

Six 
months 
ended 

30 June 
2008 

Unaudited 
£m 

Six 
months 

ended 
30 June 

2009
Unaudited

£m

Six 
months 
ended 

30 June 
2008

Unaudited
£m

Six 
months 

ended 
30 June 

2009
Unaudited

£m

Six 
months 
ended 

30 June 
2008

Unaudited
£m

Six  
months 

ended 
30 June 

2009 
Unaudited 

£m 

Six  
months 
ended 

30 June 
2008 

Unaudited 
£m  

Six 
months 

ended 
30 June 

2009
Unaudited

£m

Six 
months 
ended 

30 June 
2008

Unaudited
£m

Electronics, Intelligence & Support 268 198 – 61 (15) (13) (8) –  245 246
Land & Armaments 262 241 – – (94) (78) (260) –  (92) 163
Programmes & Support 277 191 (9) – (24) (10) (34) –  210 181
International  161 219 – – (21) (1) – –  140 218
HQ & Other Businesses 11 (29) – – – – – –  11 (29)
 979 820 (9) 61 (154) (102) (302) –  514 779
Financial income of equity accounted 

investments      9 28
Taxation expense of equity accounted 

investments      (23) (18)
Operating profit      500 789
Finance costs      (544) 2
(Loss)/profit before taxation      (44) 791
Taxation expense       (26) (192)
(Loss)/profit for the period       (70) 599

1 Earnings before amortisation and impairment of intangible assets, finance costs and taxation expense (EBITA) excluding profit/(loss) on disposal of businesses and uplift on 
acquired inventories. Restated to exclude profit/(loss) on disposal of businesses. 

2 The impairment charge includes £256m in respect of the US-based Products Group business and £34m relating to the Detica business. The Products Group impairment comprises 
goodwill (£142m) and other intangible assets (£114m). The Products Group business was acquired as part of the Armor Holdings transaction in 2007. The outlook for this business 
has weakened as spending from customer discretionary budgets has reduced in both domestic and export markets. Following the impairment, the goodwill and other intangible 
assets relating to the Products Group business in the Group’s balance sheet are £50m and £88m, respectively. The Detica impairment charge relates to the Financial Services 
business which was not a core part of the original acquisition. 

 
 Total assets 

 

 30 June 
2009 

 Unaudited 
 £m 

30 June
 2008

 Unaudited
£m

31 December
2008

Audited
£m

Electronics, Intelligence & Support 6,989 6,204 7,230
Land & Armaments 6,919 6,049 7,731
Programmes & Support 1,871 1,749 1,958
International  2,857 2,974 3,141
HQ & Other Businesses 809 997 1,708
 19,445 17,973 21,768
Tax  1,430 723 1,040
Pension prepayment 35 41 40
Cash as defined by the Group 3,087 1,714 2,827
Consolidated total assets 23,997 20,451 25,675
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3. Finance costs 

 

Six months 
ended 

30 June 
2009 

Unaudited 
£m 

Six months 
ended 

30 June 
2008

Unaudited
£m

Year 
ended

31 December
2008

Audited
£m

Net financial (expense)/income – Group (544) 2 653
Net financial income – share of equity accounted investments 9 28 44
 (535) 30 697
Analysed as:  
Net interest:  
 Interest income 30 67 147
 Interest expense (115) (108) (260)
 Facility fees (2) (2) (4)
 Net present value adjustments (16) (17) (27)
 Share of equity accounted investments 13 28 42
 (90) (32) (102)
Other net financial (expense)/income:  
 Group:  
  Net financing (charge)/credit on pensions (64) 21 51
  Market value and foreign exchange movements on financial instruments and investments1 (377) 41 746
 Share of equity accounted investments (4) – 2
 (535) 30 697

1 These amounts primarily reflect the impact of movements in the US dollar exchange rate on the unhedged element of an intercompany loan from the UK to the US businesses. The 
net expense in 2009 reverses much of the net income recorded in full year 2008. 

4. Earnings per share (unaudited) 

Six months ended  
30 June 2009  

Six months ended  
30 June 2008 (restated)1 

£m

Basic 
pence per

share

Diluted 
pence per  

share  £m 

Basic 
pence per 

share

Diluted 
pence per 

 share

(Loss)/profit for the period attributable to equity shareholders (82) (2.3) (2.3)  586 16.7 16.6
Add back/(deduct):    
 Loss/(profit) on disposal of businesses, post tax 9   (45) 
 Net financing charge/(credit) on pensions, post tax 48   (16) 
 Market value movements on derivatives, post tax 273   (30) 
 Amortisation and impairment of intangible assets, post tax 199   75 
 Impairment of goodwill 180   – 
Underlying earnings, post tax 627 17.8 17.8  570 16.2 16.2
 

Millions Millions  Millions Millions

Weighted average number of shares used in calculating basic  
earnings per share 3,529 3,529  3,516 3,516

Incremental shares in respect of employee share schemes 5  12
Weighted average number of shares used in calculating diluted  

earnings per share 3,534  3,528

1 Restated following a change in the definition of underlying earnings to exclude profit/(loss) on disposal of businesses. 

Underlying earnings per share is presented in addition to that required by IAS 33, Earnings per Share, as the directors consider that this 
gives a more appropriate indication of underlying performance. 

In accordance with IAS 33, the diluted earnings per share are without reference to adjustments in respect of outstanding share options 
where the impact would be anti-dilutive. 
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5. Retirement benefit obligations (unaudited) 

 

UK defined 
benefit 

pension 
plans 

£m 

US and
other

pension
plans

£m
Total

£m

Deficit in defined benefit pension plans at 1 January 2009 (3,072) (1,083) (4,155)
Actual return on assets below expected return (611) (12) (623)
Increase in liabilities due to changes in assumptions (1,294) (17) (1,311)
Current service cost (98) (35) (133)
Employer contributions 297 3 300
Exchange translation – 135 135
Other movements (67) (19) (86)
Deficit in defined benefit pension plans at 30 June 2009 (4,845) (1,028) (5,873)
US healthcare plans  (53)
Total IAS 19 deficit  (5,926)
Allocated to equity accounted investments and other participating employers1  1,299
Group’s share of IAS 19 deficit excluding the Group’s share of amounts allocated to equity accounted 

investments and other participating employers  (4,627)
Represented by:  
 Pension prepayment (within trade and other receivables)  35
 Retirement benefit obligations  (4,662)
  (4,627)
  
Group’s share of IAS 19 deficit of equity accounted investments  (297)

1 Certain of the Group’s equity accounted investments participate in the Group’s defined benefit plans as well as Airbus SAS, the Group’s share of which was disposed of during 
2006. As these plans are multi-employer plans the Group has allocated an appropriate share of the IAS 19 pension deficit to the equity accounted investments and to Airbus SAS 
based upon a reasonable and consistent allocation method intended to reflect a reasonable approximation of their share of the deficit. The Group’s share of the IAS 19 pension 
deficit allocated to the equity accounted investments is included in the balance sheet within equity accounted investments. 

As a result of the performance of global stock markets the actual return on assets is below that expected. 

The increase in liabilities due to changes in assumptions is primarily due to a reduction in real discount rates used to calculate the liabilities 
of the pension plans as at 30 June 2009.  

The Group’s share of the IAS 19 deficit excluding the Group’s share of amounts allocated to equity accounted investments and other 
participating employers is £3,228m (31 December 2008 £2,210m) after tax. 

During the period, the Group contributed £125m into Trust for the benefit of the Group’s Main pension scheme. The contribution is reported 
within other investments – current (£48m after a fair value loss of £1m) and cash and cash equivalents (£76m) in the consolidated balance 
sheet at 30 June 2009, and the use of these assets is restricted under the terms of the Trust. However, the Group considers this 
contribution to be equivalent to the other one-off contributions it makes into the Group’s pension schemes and, accordingly, presents below 
a definition of the pension deficit to include this contribution. 

30 June 
2009 

Unaudited 
£m

Group’s share of IAS 19 deficit (4,627)
Assets held in Trust 124
Pension deficit as defined by the Group (4,503)

6. Contingent liabilities 

Aircraft financing contingent liabilities  

 

30 June  
2009  

Unaudited  
£m 

30 June 
2008 

Unaudited 
£m

31 December 
2008

Audited
£m

Potential future cash flow payments in respect of aircraft financing obligations 74 123 97
Anticipated aircraft values (25) (52) (37)
Adjustments to net present values (1) – (2)
Net exposure provided 48 71 58

The Group has provided residual value guarantees (RVGs) in respect of certain commercial aircraft sold. At 30 June 2009, the Group’s 
exposure to make future payments in respect of these arrangements was £74m (31 December 2008 £97m). The Group’s net exposure  
to these guarantees is covered by the provisions held and the residual values of the related aircraft. 
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6. Contingent liabilities (continued) 

The Group is also exposed to actual and contingent liabilities arising from commercial aircraft financing and RVGs given by Saab AB. 
Provision is made against the expected net exposures on a net present value basis within the accounts of Saab. The Group’s share  
of such exposure is limited to its percentage shareholding in Saab. 

Other contingent liabilities  
The Group is subject to an ongoing investigation by the UK Serious Fraud Office (the SFO) in connection with marketing of the Group’s 
products. The Group is co-operating fully with the SFO. 

At this stage management cannot determine whether or not it might lead to any proceedings being brought against the Group. Accordingly, 
the potential for fines or other penalties cannot currently be assessed. As the investigation is ongoing it is not possible to identify the 
timescale in which these issues might be resolved.  

In addition, in June 2007, the US Department of Justice notified the Group that it had commenced a formal investigation relating to the 
Group’s compliance with anti-corruption laws, including its business concerning the Kingdom of Saudi Arabia. Again, given the status of  
this matter it is not possible to provide any details of any possible future financial effects that might result from the investigation and any 
subsequent actions or events that might occur as a result of the investigation. Equally it is not possible to provide any timescale in which 
these issues might be resolved. 

Should any financial effects arise as a result of these investigations the directors consider it unlikely that there is any likelihood of 
reimbursement for such costs from any sources other than certain rights to recover reimbursement of the legal costs under the Group’s 
insurance policies. 

7. Dividends 

The directors have declared an interim dividend of 6.4p per ordinary share (2008 5.8p), totalling £226m (2008 £204m). The dividend  
will be paid on 30 November 2009 to shareholders registered on 23 October 2009. The ex-dividend date is 21 October 2009. 

Shareholders who do not at present participate in the Company’s Dividend Reinvestment Plan and wish to receive the final dividend in  
shares rather than cash should complete a mandate form for the Dividend Reinvestment Plan and return it to the registrars no later than 
9 November 2009. 

8. Acquisitions (unaudited) 

The Group acquired Advanced Ceramics Research, Inc. on 8 June 2009 for a consideration of $14m (£9m). The provisional net assets  
and goodwill at acquisition included in the Group’s consolidated balance sheet are £1m and £8m, respectively. 

During the year ended 31 December 2008, the Group acquired MTC Technologies, Inc., Tenix Defence Holdings Pty Limited, Tenix Toll 
Defence Logistics Pty Limited, Detica Group Plc and IST Dynamics. Certain of the fair values assigned to the net assets at the dates of 
acquisition were provisional, and in accordance with IFRS 3, Business Combinations, the Group has adjusted the fair values attributable to 
these acquisitions in the half year ended 30 June 2009, resulting in a net increase in goodwill of £5m. This has not had a material impact  
on the consolidated accounts and, as such, the Group has not restated the balance sheets as at 30 June 2008 and 31 December 2008. 

The formation of the joint venture BVT Surface Fleet Limited (BVT) was also completed during the year ended 31 December 2008. The Group  
has adjusted certain of the provisional fair values assigned to the share of net assets acquired resulting in an increase in goodwill of £48m. 
Of this amount, £34m relates to an increase in loss provisions on export contracts and £10m relates to a reduction in intangible assets. 

9. Related party transactions 

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

 

Six months  
ended  

30 June  
2009 

 Unaudited 
£m 

Six months 
ended 

30 June 
2008

 Unaudited
 £m

Year 
ended

31 December
2008

Audited
£m

Sales to related parties 524 377 1,081
Purchases from related parties 159 79 147
Amounts owed by related parties 204 223 200
Amounts owed to related parties 1,313 885 1,476

10. Events after the balance sheet date 

On 10 July, VT Group plc (VT) served a Put Option Intention Notice in relation to its proposed exit from the BVT joint venture. This is the first 
step in the exit process, which requires the provision of certain information by BVT prior to VT being in a position to exercise its option to sell 
to BAE Systems its 45% interest in BVT for a minimum of £380m (subject to adjustment).  

11. Annual General Meeting 

The Annual General Meeting of BAE Systems plc will be held on 5 May 2010. 
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