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Financial statements

Our purpose

At BAE Systems we serve, supply and protect those
who serve and protect us, in a corporate culture
that is performance driven and values led.

We have an important role in society because we:

— help our customers to provide security and safety; —inspire and excel in the work we do — the

: : _ technologies we develop and the talent we build;
— contribute to the economic prosperity of the places
where our people live and work; — develop cutting-edge technologies to sustain
the competitive strength of the Company in

— support high value jobs in our business and in global markets;

our supply chains;
— create best-in-class products and services by forging

~ value our people and thelr diversity so they can strong relationships with our suppliers and partners;

fulfil their potential in an inclusive and supportive

working environment; — care for and support our local communities; and

— seek to identify opportunities for individuals from
disadvantaged backgrounds;

— use our knowledge and technologies to reduce
the environmental impacts of our activities.
We have set ourselves the target of achieving
net zero greenhouse gas emMissions across our
operations by 2030.

— support employees’ rights in relation to freedom
of association;

Through careful long-term sustainable management and governance
of our business we will continue to create value for our stakeholders.

How our purpose connects to our strategy
— We never lose sight of who are the users of our products

How our purpose connects to our culture
— We are proud of the work we do to serve and equip those

and services — often members of the armed forces and security
services — and the critical work they do to keep us safe.

— Our strategy sets out our actions for investing in the long-term

who protect us. We know our customers rely on us so we
constantly innovate and go the extra mile in the products that
we make, the quality we deliver and the services we offer.

future of the Company based on driving operational excellence,
continuously improving our competitiveness and efficiency, and
advancing and further leveraging our technology. By doing this
we will fulfil the needs of customers and build a sustainable future
for our business for the benefit of our stakeholders.

‘ Page 04
Our strategic framework

— We recognise we are entitled to nothing and must earn everything.

— We are accountable for all that we do and seek to do the
right thing at all times.

— Our culture values diversity and rewards integrity and merit
so that everyone can fulfil their potential.

— The safety and wellbeing of our employees is paramount
and we have a deep commitment to supporting the
communities in which we work and to reduce the
environmental impacts of our activities.

— At the heart of our business we are performance driven
and values led.

. Page 08
Our stakeholders

Further information can be found online by visiting

baesystems.com
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Our business
at a glance

BAE Systems has strong, established positions in the air,
maritime, land and cyber domains.

Sales' by domain

2%

Sales’ by domain

iy,

Sales' by destination

— Manufacture, development, upgrade and
in-service support of Typhoon combat aircraft
Workshare partner for the design and
manufacture of major sub-assemblies and
systems, and provision of support for F-35
Lightning Il combat aircraft

Design, manufacture and support of electronics
equipment for military aircraft

Manufacture, upgrade and in-service support
of Hawk trainer aircraft

In-service support of Tornado combat aircraft
Development of next-generation unmanned
and future air system capabilities under

the Tempest programme, and defence
information systems

Design, manufacture and support of avionics
equipment for commercial aircraft

Design and manufacture of missiles and missile
systems through a 37.5% interest in MBDA

Design and manufacture of submarines
Design and manufacture of complex warships

— Provision of naval ship repair and
modernisation services in the US
Provision of in-service support to surface ships
and facilities management in the UK
Design, manufacture and support of
naval gun systems, torpedoes, radars,
and naval command and combat systems
Design and delivery of training systems and
services for maritime platforms and equipment
— Newly acquired Techmodal business supports
the Group'’s digital and data capabilities

Sales' by activity

Sales' by line of business
)

I
e

Vs’

C

Typhoon

F-35 Lightning Il
Defence electronics
Tornado
Commercial avionics
Weapon systems
Hawk

Other

I QMmO N ® >

Sales' by line of business

(%)

’ A
D"‘

Submarines
Complex warships
US naval ship repair
UK naval support
Other

Sales' by reporting segment

BAE Systems has leading positions
in its principal markets — the

US, UK, the Kingdom of Saudi
Arabia and Australia — as well as
established positions in a number
of other international markets.

O
-~

BAE Systems has a diverse
portfolio, broadly balanced
between an enduring services
and support business, long-term
platform and product programmes,
electronic systems, and activities
in cyber and intelligence.

‘&
R

E‘ A BAE Systems reports its
performance through five
. . principal reporting segments.

"4

A US 45% A Platforms 36% A Electronic Systems 22%

B UK 19% B Military and technical services and support  37% B Cyber & Intelligence 8%

C Saudi Arabia 13% C Electronic systems 22% C Platforms & Services (US) 17%

D Australia 3% D Cyber 5% D Air 38%

E Other international markets 20% E Maritime 15%
02 BAE Systems plc Annual Report 2020
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. : :
— Design, manufacture, upgrade and support SEICH bl:l line of business
I—a n of tracked and amphibious combat vehicles (%)
— Manufacture of ammunition and precision
munitions for US, UK and other armed forces
— Design and manufacture of electric drive
propulsion systems
— Design and manufacture of artillery systems
and missile launchers for US, UK and other
armed forces

— Development and demonstration of
autonomous and unmanned capabilities

A Combat vehicles

: . B Munitions
Sales'bydomain SCTITEE

0%

D Weapon systems/other

. : :
— Supply of cyber, intelligence and security Sales bl:l line of business
capabilities to US government agencies (%)
— Supply of cyber, intelligence and security
capabilities to UK and other government
agencies
— Supply of defence-grade cyber solutions for
the commercial market

A US government
Sales' bg domain B UK and other governments
C Commercial

Employees by location 2020 sales' Q@ P90 Q@ Faoe%

Our markets Group financial review
E .
A BAE Systems employs a skilled

D ‘ Page 66 Page 34

~ workforce of 89,600 people? m 6 Segmental review Sustainability
€ in more than 40 countries. /

Page 14
‘ e Our key programmes and franchises
B

. Revenue plus the Group's share of revenue
of equity accounted investments, excluding

N

2020 revenue

A UK 35,300 e )
subsidiaries’ revenue from equity accounted

B US 31,900 investments. Sales is an Alternative Performance

C Saudi Arabia 6,700 m Measure as defined by the Group. Note 1 to

D Australia 4,500 / the financial statements on page 196 provides

E Other 11,200 a reconciliation to the IFRS Revenue measure.

Total employees? 89,600 2. Including share of equity accounted investments.
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Our strateg

Ic framework

Our strategy is comprised of five key long-term areas of focus that will help
Us to achieve our vision and mission. Itis centred on maintaining and growing
our core franchises and securing growth opportunities through advancing
our three strategic priorities and demonstrating Cormpany Behaviours.

Qur vision

To be the premier international defence,
aerospace and security company

Our mission

To provide a vital advantage to help our
customers to protect what really matters

strategy

Outlook

Progress during the year

Maintain and -
grow our
defence business =

Defence sales growth of 7%

Two US acquisitions totalling $2.2bn completed and
integrations progressing in Electronic Systems

US business book-to-bill ratio' of over one

Number of major programmes ramping up in Electronic
Systems, US Combat Vehicles, Air and Maritime
German Typhoon contract award

15-year munitions contract extension signed in UK
Increased self-funded R&D spend

Strong order backlog and established positions

on long-term programmes provide a strong platform

to deliver growth in the mid term

Opportunities in Air — Typhoon orders,

F-35 sustainment, MBDA

Opportunities in Electronic Systems to maintain

growth outlook

Opportunities in US Combat Vehicles — growth expected
from existing programmes and international opportunities
Geopolitical risks still remain

Continue to grow -
our business in _
adjacent markets

Work continued on a number of key controls and
avionics development programmes including the 777X
Selected to develop the flight control system for Aerion’s
A2s supersonic jet

BAE Systems’ clean propulsion system selected for

600 new buses for the Republic of Ireland

US Commercial Avionics business affected by COVID-19
impact on air travel

Cyber security opportunities with allied governments
and global financial services markets

Our electric drive propulsion technology is well placed
as demand for low and zero emission technology grows
Commercial aerospace market is likely to be impacted
for a number of years

Develop and -
expand our
international -
business

Qatar programme ramping up

MBDA revenue growth

CV90 upgrade awards in Netherlands and Switzerland
Continue to widen reach and relationships in

targeted markets

Opportunities to further positions in current International
markets and develop new markets

Strong bid pipeline in Europe, Middle East and
Asia-Pacific

Defence budget increase in a number of international
markets should create further bid opportunities

Inspire and develop -
a diverse workforce
to drive success

Implemented behaviour-based approach to performance
management that informs future skills planning

— Introduced new talent management model to deliver

robust succession planning

Initiated recruitment transformation programme to
improve process effectiveness and candidate experience
Strengthening our approach to strategic workforce
planning to align with our strategic aspirations

Focusing on talent development and succession planning,
extending the talent pipeline further into the organisation
Invested in dedicated team and technology to drive

skills development and talent management

Increased women in engineering roles, including
leadership, by 3%, with broader gender diversity

targets set for 2021

Building stronger employee value proposition and brand
to drive future skills recruitment

Broadening diversity and inclusion into our processes,
practices, policies, systems and training
Strengthening Employee Resource Groups/employee
networks to play a vital role in fostering a diverse

and inclusive workplace

Recruiting a record 1,250 UK graduates and
apprentices in 2021, and launching a future talent
development programme

Relaunching our flagship education programmes

and partnerships with the RAF and Royal Navy

Enhance financial -
performance and deliver _
sustainable growth in
shareholder value

Good financial performance given disruptions
and challenges from the global pandemic
Increased orders, sales, underlying EPS and

cash generation? over the last year

Acquisitions made and action taken to accelerate
UK pension deficit contributions

1. Ratio of Order intake to Sales. 2. Before £1bn contribution to UK pension scheme.

04
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Through successful execution of this strategy we target the
delivery of a high-performing, well-run sustainable business
which will generate long-term shareholder value.

Our strategic priorities

Our three strategic priorities, which are embedded throughout
the Group, provide the link between our longer-term strategy and
near-term business objectives for all our employees.

: : Continuously improve Advance and
Drive operational .
competitiveness further leverage
excellence -
and efficiency our technology
Successes in 2020 Successes in 2020 Successes in 2020
— Effective response to COVID-19, maintaining — Focused on supply chain resilience in response — Military GPS and Airborne Tactical Radios
delivery of critical customer priorities to COVID-19 and preparation for Brexit transition, US acquisitions
— Astute Boat 4 delivered under ensuring critical programmes remained on track — Techmodal acquisition
lockdown conditions — Financial assistance provided to those suppliers who  _ paSA-35€ successfully completed critical
— Offshore Patrol Vessel programme completed were vulnerable and/or critical to our operations endurance flight trials
— Amphibious Combat Vehicle Initial — Continued to drive value from our external spend  _ our PAC-24 autonomous sea boat purchased
Operational Capability achieved and worked to further relationships with our by the Royal Navy and undergoing trials

— Management continued to be sirzizg e uzples — Tempest programme advancement:

strengthened with a blend of internal — Process improvements and robotic welding 60+ technology demonstrations underway

promotions and external hires machines installed in US Combat Vehicles _ e e of s wer

— Engineering leaders development - Savings and e;fiTiencigs sz L LOEee — FAST Labs™ awards for leading-edge technology
programme roll-out ermeliftons e (7P iz T (2res Uity development to include advancing machine-
- Applied Intellig_engg delivered Qur priorities for 2021 learning and autonomous capabilities
improved profitability — Continue to drive supply chain savings and — Riptide new product launched
Our priorities for 2021 ’Partne'r to Win" programme , ; Our priorities for 2021
— US Combat Vehicles long-term ~ Wizl [asems besli e Gosit svingp adilnzsl Target further increases in self-funded research
multi-programme delivery 10 A O g ST and development spend and technology
— Type 26/Hunter Class programme ramp up - !ncreased collaboration across the Group and with bolt-on acquisitions, focusing on multi-domain
_ US acquisition integration and delivery mdusffry partners - . integration, autonomy and sustainability
Rl e e e e — Continued focus on identifying and securing talent  _ Continue to accelerate our investment in
I R N and critical skills to fulfil future requirements Electronic Systems’ strategic priority areas
— Improved profitability in Platforms 5 ) :
Services (US) and Applied Intelligence Co(;mnue to drive best vaIL]:e from external spend — Further develop our Industry 4.0 Factory of
— Enhance recruitment practices and further ATENMETEI MR ST R0 ST e (s s, wiriien el S preart lemppsst
leverage strategic wofkforce planning to cash management e Bl L el U
deliver business plans ~ Automate and digitise our core supply chain — Continue to develop UK university partnerships,
: 8 i m : processes as far as possible to maximise our working on technologies including advanced
— Supplier quality (right first time) and supplier productivity and efficiency materiaglls Lantum sensing. data science
delivery (on time, in full) performance to L ) . +d AEEAINS) g
) — Aggregate our supply chain risk and illuminate autonomy and sustainability
support programme delivery ; .
o lower levels of our supply chain to manage risk
— Accelerate sustainability agenda and support programme delivery
— Working capital management
Trusted Innovative Bold

BAE Systems plc Annual Report 2020 05



Qur business model

We serve, supply and protect those who serve and protect us, in a corporate culture that is
performance driven and values led. Through careful long-term sustainable management
and governance of our business we will continue to create value for our stakeholders.

Identifying customer needs
— We have established positions on long-term

programmes
— Strong and collaborative relationships with .
our customers

— Our position as a trusted supplier allows us
to identify emerging trends and opportunities

for growth
Services, sustainment and upgrade Research and development
— Provide competitive services that add value — Technology and innovation underpin our strategy
for our customers and the development of products and services
— Technical expertise acquired through product — We partner with academic and industrial
design and development leaders to develop new technologies that

— Flexibility and responsiveness to maximise support our future product strategies
availability of our customers’ products — Clear focus for our research and development
spend and that of our customers aligned to
future product and services strategies

Advanced manufacturing, Bidding and contracting

commissioning and Integration — Focus on value for our customers while
effectively managing risk
— Record of delivery on complex projects

— Partnerships with a network of suppliers
supporting economic prosperity and
development

— Investment in advanced manufacturing
techniques and facilities

— Focus on operational excellence with safety
as a priority

— Management of complex projects and
collaboration across global supply chains

Designing and developing
— Engineering expertise in developing cutting-edge
products and services
— Product safety embedded in our designs to
. maximise safety in the manufacture and use
of our products

— Products are designed and developed in
a way that provides for future flexibility with
the ability to upgrade in an agile manner

06 BAE Systems plc Annual Report 2020




Our business model is underpinned by:

Our values

Our values of Trusted, Innovative
and Bold and our Company
Behaviours ensure our focus is on
how we create value rather than
simply how much money we
make. Our people are empowered
to make the right decisions and
know where to go to seek help.

. Page 04
Our strategic framework

A
T N

Our technology

We focus on technology
innovation and engineering
excellence, prioritising and
investing in next-generation
research and development
programmes to deliver
competitive solutions to
meet our customers’ needs
now and in the future.

Page 18
Our investment in innovation

Respon5|ble sourcing
and impact

We take pride in managing our
operations responsibly. We use
our expertise to reduce the
environmental impacts we have
around the globe and to develop
products and services for our
customers which reduce their
impacts on the environment.
Our goal is to develop and
implement a strategy to meet
our net zero targets.

. Page 36
Environment

Our people

Our culture values diversity and
rewards integrity and merit so
that everyone can fulfil their
potential. We are committed to
nurturing talent and developing
highly skilled people. We are
training the next generation of
engineers and business leaders to
be able to drive innovation and
solve complex challenges.

. Page 42
Social

Our partners and
key relationships

We recognise the important
contribution provided by our
suppliers and partners and we
maintain close relationships with
them which help us to create
best-in-class, cost-effective
products and services.

. Page 55
Responsible supply chain

Our governance
framework

We are accountable for all that
we do — our robust governance
framework sets out how we do
business. Together with our Code
of Conduct, which requires our
employees to conduct business

in an ethical way, it enables us

to earn and maintain the trust

of our stakeholders.

. Page 102
Board governance

Governance Financia

Generating sustainable value

Customers

Our largest customers are governments, but we
also sell to large prime contractors and commercial
businesses. We never lose sight of who the users of
our products and services are and the critical work
they do to keep us safe. We take on and solve some
of their most complex and challenging engineering
and technology projects to give them a competitive
edge and help them to protect what matters most.

Employment

High-value jobs are supported in our business and

in our supply chains. We support jobs through direct
employment, through the indirect impact of the
employees employed as a result of our supply chain
spending and through those jobs supported by the
consumer spending of our employees and of those
in our supply chain.

Contribution to local communities

We take our role in communities seriously.

We contribute to the economic prosperity of the
places where our people live and work. Supporting
causes that have meaning to our business and

the communities in which we operate is vitally
important to us and our employees.

Returns for shareholders

Through the careful long-term sustainable
management and governance of our business
we are well placed to continue to generate
good returns for our shareholders.

BAE Systems plc Annual Report 2020




Qur stakeholders

Understanding and aiming to exceed the expectations of our stakeholders
is critical to the long-term sustainability of our business and the vital role we
play in helping our customers to protect people, information and nations.

Our
people

and end-users

Our
suppliers

I Our customers

BAE Systems

Qur
shareholders

Our N
communities

Regulators

Our
pensioners

Stakeholders

Description Areas of interest

Why we engage

How we engage

Our
people

Page 43
More information

Employees of — Safety and wellbeing

BAE Systems — Ensuring our people can
fulfil their potential at work

— Recruitment

— Training and development

— Reward and recognition

— Diversity and inclusion

— How we work together

— Environmental and
social considerations

The skills, capabilities and
commitment of our people are
critical to ensuring the
long-term sustainability of our
business and delivering the
innovation needed to solve our
customers’ complex challenges.

Effective engagement enables
our employees to contribute to
improving business
performance and helps us

to create an environment in
which everyone is valued and
can fulfil their potential.

We keep employees informed about what
is happening across the business using a
variety of channels, including our employee
app, intranet, email, through podcasts,
newsletters, leadership blogs and trades
union forums, and also through virtual

and face-to-face leadership briefings and
team meetings where we seek to listen to
employees’ views and opinions. Employees
are encouraged to share their views through
our channels and employee surveys. We
also engage with trades unions in Australia
and the UK and labour unions in the US.

Our
customers
and end-
users

e Page 55
More information

Large governments — Value for money
and their procurement

| ‘ — Quality of products
bodies, large prime

and services

contractors )
. — Risk management

and commercial ‘ :

businesses — Timely delivery

The people who — Safety and wellbeing

use our products
and services, often
members of the
Armed Forces and
Security Services

— Environmental and social
considerations

— Reliability of our teams
to rectify issues quickly

Understanding our customers’
needs and challenges is central
to our strategy and how and
where we invest in technologies
and infrastructure.

Our end-users protect people,
information and nations.

Through regular dialogue, virtual and
face-to-face meetings, integrated project
teams, joint reviews of programme
performance, events and exhibitions.

We work very closely with the people
who use our products and services, in
some instances our people work alongside
them at their facilities or bases. We also
engage through regular dialogue, virtual
and face-to-face meetings.

Our
suppliers

Page 55
More information

The companies we
work with to deliver
products and services
to our customers

— Cost of materials and
operations

— Terms of trade
— Timely payment
— Sustainable sourcing

— Labour and skills requirements

Our suppliers and an effective,
efficient and sustainable supply
chain are essential to enable

us to deliver for our customers
and end-users.

Through performance reviews, forums,
regular dialogue and best practice sharing.

BAE Systems plc Annual Report 2020



Stakeholders

Description

Areas of interest

Strategic report

Governance

Why we engage

How we engage

Financial statements

Other industry
companies

or academic
institutions who
we work with

— Product and service
development

— R&D investment

We benefit from partnering
with other organisations to
leverage expertise or technology
so that we can offer the best

Through regular dialogue, virtual and
face-to-face meetings, forums and
conferences and integrated project teams.

Page 40 possible products and services
More information to our customers.
Our Investors who — Profitability, growth potential ~ To ensure the owners of our Through a regular dialogue with analysts
provide capital and cash generation shares and potential investors and investors conducted through investor
shareholders 1o the business in the Company have a full meetings and roadshows, capital market

a Page 32
More information

— Capital allocation; returns
via dividend and buyback

— Operational performance
— Quality of management

— Environmental, social and
governance considerations

— Share price performance

understanding of our business
including the strategy, growth
potential and risks in the
business as well as the overall
performance of the business.

days, results presentations, Annual General
Meeting, regulatory disclosures, our website
and investor relations app.

QOur
communities

9 Page 50
More information

The people
who live where
we work and
charitable
organisations
we support

— The value we bring to
the communities in which
we operate

— Employment

— Local community factors
including environmental
and social considerations

To ensure we maintain the trust
of the communities where we
work. To understand and
respond to any issues important
to our communities.

To provide employment
opportunities and contribute
to the economic prosperity

of the places where our people
live and work.

Through community forums, volunteering
and fundraising, STEM initiatives, Schools
Roadshows and programmes such as

Movement to Work.

Requlators Bodies that supervise - Industry or business In order to have a constructive Through regular dialogue and via
industry or business policies and regulations dialogue with those who trade associations.
e Page 53 activities impact the regulations which
More information can influence our business.
Our Members and — Company performance To inform our pensioners on Through newsletters, our website and
. trustees of our _ Member benefits how we continue to meet our pensions contact centres.
pensioners pension schemes commitments to them.

9 Page 30
More information

Pension fund
investment strategy

Deficit recovery

To ensure our pensioners have
access to all the information they
need to manage their pension.

We also engage with other organisations who have a focus on business or defence and security issues to understand factors that can impact
our business and how we operate.

BAE Systems plc Annual Report 2020

09



Our markets

BAE Systems has leading positions in its principal markets —in the
US, UK, the Kingdom of Saudi Arabia and Australia — as well as
established positions in a number of other international markets.
We are one of the largest global defence and security companies.

Supporting our customers

Our strategy is focused on providing a
vital advantage to our customers around
the world. In particular, we have built
strong positions aligned with our core
defence platforms to support our customers
in our principal markets. These principal
markets — the US, UK, the Kingdom of
Saudi Arabia and Australia — have been
identified as having a significant and
sustained commitment to defence and
security. BAE Systems has established
strong and enduring relationships in these
markets and is recognised as playing a key
role in the industrial capability of each of
these countries.

Our unique position and capabilities

Our strong position in the US through

the Special Security Agreement, together
with our standing as the leading defence
contractor in the UK, provides us with
unique capabilities that can be leveraged
across the Group to support our customers.
In addition, our diverse portfolio of
capabilities in the air, maritime, land

and cyber domains provides us with a
comprehensive offering for our customers
around the world, making us one of the
broadest and most geographically diverse
major defence companies.

Programme diversity and longevity

The Group has a wide diversity of
capabilities and geographical spread

of its operations meaning it is not overly
reliant on a few key programmes or
franchises. Additionally, these programmes
and franchises in a number of cases are well
positioned to extend beyond their funded
backlog for many years (see Our key
programmes and franchises on page 14).

Responding to changes in defence
and security requirements

Our business continues to respond to
geopolitical and technology trends that

will influence and shape our customers’
defence and security requirements now

and in the future. Our excellence in complex
engineering, developing cutting-edge
technology and seeking innovative solutions
enables us to respond to our customers’
requirements for greater agility, global
reach, and advanced technology products
and services.

BAE Systems’ global defence market position
Top ten global defence contractors' revenue ($bn)

Growth aspirations

Budgetary growth and contract wins in a
number of our principal markets in recent
years has provided a growth platform for
the Group in the coming years. Through
long-standing customer relationships and
the development of new ones, combined
with the ability to leverage our range of
capabilities around the Group, we continue
to see further opportunities in a number
of international markets as these nations
increase defence spending in response

to a multi-faceted threat environment.

8. China North Industries Group Corporation Limited
9. 13Harris Technologies

10. United Technologies Corporation

Source: Defense News Top 100 for 2020 (based on 2019 numbers). Exchange rate applied to BAE Systems is $1.277/£1.

BAE Systems plc Annual Report 2020
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Accessible global
defence markets'
Top ten global
defence markets

accessible for business
by the Group ($bn)

Sales? by
destination

28

Source: 2019 US budget as shown in the Department :
of Defense Fiscal Year 2021 Budget Request and, International

outside the US, Jane’s Defence Budgets (based on 2019 . 0
total defence budgets and constant 2020 US dollars). Australia O
1. Markets inaccessible for business by BAE Systems are excluded.

2. Revenue plus the Group's share of revenue of equity accounted investments, excluding subsidiaries’ revenue from equity accounted investments.
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Our markets
continued

us

The US continues to represent the
single largest defence market in
the world. BAE Systems is a top ten
defence supplier in the US.

The Group's US-based portfolio is well
aligned to customer priorities and growth
areas, which we expect to continue under
the new administration. These include
electronic warfare, precision-guided
munitions, hypersonics and space security,
naval ship repair and modernisation services
and combat vehicles.

The two-year budget deal enacted in

2019 established a defence spending level
of approximately $740bn for fiscal year
2021 and with bi-partisan support for
defence, the budget is aligned with our
medium-term planning assumptions and
maintains positive support for military
readiness and modernisation programmes.
The backlog for the US-based business has
continued to grow organically and through
the two acquisitions made earlier this year.
This backlog provides good visibility of
growth in the US business.

BAE Systems is a leader in advanced
electronic systems, real-time intelligence
and analysis, naval gun systems, naval ship
repair and modernisation and tracked
combat vehicles. Our position is supported
by strong positions on a number of franchise
US defence programmes, including

F-35 Lightning I, M109 self-propelled
howitzer, Armored Multi-Purpose Vehicle
and Amphibious Combat Vehicle.

In addition to our position on US defence
programmes, the US-based portfolio is
also focused on Foreign Military Sales and
direct international sales to allied nations.
We continue to deliver on and enhance
existing commercial programmes, including
engine and flight controls, and electric
drive propulsion systems.

Opportunities: Budget increases or
prioritisation towards our capabilities;
increased Foreign Military Sales; civil
aerospace recovery earlier than expected;
expanded workscope platform positions;
and commercial operation expansion.

Risks: Budget cuts in future years driven by
US debt levels or spend priorities; slower civil
aerospace recovery cycle post COVID-19.

UK

BAE Systems is the largest defence
company in the UK, with strong
and long-standing relationships
with the Ministry of Defence and
our supply chains.

In the UK, the government has re-stated
its commitment to meeting the NATO
target of spending of at least 2% of Gross
Domestic Product on defence. While the
government’s Integrated Foreign Policy,
Defence and Security Review is due to be
published early in 2021, the UK government
has made a series of recent programme
announcements related to the review

and we welcome the UK government’s
increased investment in defence

and security.

As a result, we have long-term visibility
and a stable outlook for our major UK
operations of submarine build, complex
warship building and associated support,
and a growth outlook in UK air support
as increased numbers of F-35s come into
service, along with investments in the
next generation of air capabilities in

line with the UK Combat Air Strategy.

As one of the UK's largest employers

of engineers we have a central role in

the engineering and manufacturing

fabric of the country and we are currently
training around 2,500 apprentices and
graduates on our early careers programmes.
We collaborate with suppliers, SMEs and
regional partners, including universities,

to support and deliver long-term economic
growth and productivity, technological
know-how and the development of skills.

The Group has limited UK-EU trading
and the majority of the UK workforce
consists of UK nationals. Accordingly, any
resulting near-term Brexit impacts across
the business are likely to be limited.

Opportunities: Leveraging our
expertise and capabilities into export
sales and partnerships.

Risks: Long-term spending in some
capabilities comes under pressure due
to economic priorities.

Sales' Sales'
£931om £ 3960m
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The Kingdom of Saudi Arabia
continues to be a leading military
power and one of the largest
defence markets globally.

BAE Systems continues to work closely with
industry partners and the UK government
to ensure that the export licences required
to enable the Group to fulfil its contractual
obligations in the Kingdom are in place.

Saudi Arabia has a strong commitment
to defence and security spending driven
by regional security instability. Saudi
Arabia’s Vision 2030 strategy to promote
in-Kingdom industrialisation and
diversification away from reliance on

oil continues to shape our activities, in
support of Saudi Arabia’s national objectives
of technology development, local skills,
and the development of an indigenous
defence industry and capability. We are
working with Saudi Arabian Military
Industries (SAMI) to explore how we can
collaborate to deliver further In-Kingdom
Industrial Participation. This is through
the restructuring of the Group’s portfolio
of interests in a number of industrial
companies, along with sustaining current
industrialised capability, and by building
on our strong history in Saudi Arabia.
We remain well placed as a leading
in-country contractor in support of air
defence platforms and training systems
for the Royal Saudi Air Force, as well as
support for mine countermeasure vessels
for the Royal Saudi Naval Forces.

Opportunities: Securing orders for
additional support and training, new
equipment, upgrades and defence
infrastructure programmes.

Risks: Scope changes to long-term support
contract renewals, changes in spending
priorities, nation-to-nation relations and
licensing changes.



Australia

BAE Systems is the largest defence
company in Australia, with strong
activities across all domains

and the business is set to grow
significantly in the coming years
as the Hunter Class Frigate
programme matures.

Regional instability, the impact of the
COVID-19 pandemic, and the rapid pace

of military modernisation and technology
advancement in the Asia-Pacific region
continue to drive the government’s
commitment to defence spending,

with major recapitalisation programmes
underway in the air, maritime and land
domains. Underpinned also by its policies of
developing a strong, sustainable and secure
Australian defence industry and supporting
leading-edge technological innovation, the
Australian government continues its policy
of approving a ten-year funding model for
defence. The government announcement
in July to increase their ten-year investment
in new and upgraded defence capabilities
from A$195bn to A$270bn should provide
further opportunities to enhance and
extend our growth profile.

As part of this commitment, the
government has made clear its objective
to build a robust, resilient and
internationally competitive domestic
defence industry to ensure the expertise
resident in the industrial base effectively
supports Australia’s national security.

We believe we are well positioned to
assist the Australian government to meet
its defence and security objectives through
an established business and workforce
based at more than 25 sites across the
country, in addition to a strong ability

to leverage BAE Systems’ international
positions to support domestic products

in international markets.

Opportunities: Securing additional
workshare from the increased
spending outlook.

Risks: Long-term spending in some
capabilities comes under pressure due
to change of government priorities.

Sales'

International
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BAE Systems has many strong and enduring relationships

in international markets.

Regional security tensions, the growing
emphasis on indigenous capabilities and
varying economic conditions continue to
influence defence spending internationally.
BAE Systems has developed and seeks to
further relationships with partners and
customers in a number of countries.

In Qatar, the build contracts for

24 Typhoon and nine Hawks are
progressing well and our relationships
are strengthening as we implement
our support and training commitments
with the Qatari Armed Forces.

Through our shareholding in MBDA, our
position in the missiles and missile systems
market continues to grow in European
domestic and other international markets.
MBDA and the Eurofighter consortium are
well placed to benefit from the expected
European defence spending increases as

a number of countries look to move nearer
to their NATO commitments. In addition
to Germany's order for 38 new Typhoon
aircraft in November, Germany and

Spain are considering future Typhoon
orders, and other Typhoon and support
opportunities are being pursued in the
Middle East and Europe.

We have a strong presence in Sweden
through BAE Systems Hagglunds supplying
and supporting tracked vehicles for
international customers, and Sweden

is one of the international partners

on the Tempest programme.

In Canada, BAE Systems is the warship
design partner on the Canadian Surface
Combatant programme of 15 ships for
the Royal Canadian Navy. We are working
on other prospects in Canada.

In Oman we provide support to Typhoon
and Hawk aircraft and naval vessels.

Sales'

£ bbom

£4,00Tm
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Our US businesses export combat

vehicles and precision weapon systems

to a number of international customers
and leverage further international markets
through our partnerships in defence

and commercial electronics.

In India, we have long-established
relationships with local industry partners,
Hindustan Aeronautics Limited on Hawk
aircraft and Mahindra Defence Services
Limited on M777 howitzers.

In Turkey we are collaborating on the

initial development phase of the indigenous
fifth-generation fighter jet, TF-X, for the
Turkish Air Force and we maintain our
position in armoured combat vehicles

for Turkish and international customers
through the FNSS joint venture.

In Asia-Pacific, we are a supplier to a
number of armed forces, both directly
and through joint ventures.

1. Revenue plus the Group's share of revenue
of equity accounted investments, excluding
subsidiaries’ revenue from equity
accounted investments.



Our key programmes

and franchises

BAE Systems has strong, established and growing positions
supplying defence equipment, electronics and services, as well
as cyber, intelligence and security solutions for governments.

The programmes and franchises underpinning these positions
are primarily long-term in nature giving our business high
visibility of its order backlog. This allows for long-term planning
to ensure we have the right people, processes and facilities to
enable delivery. We also have positions in adjacent commercial
markets which our strategy targets to expand over time.

Defence electronics

|

Design, manufacture and support of
avionics equipment across a range of US
and other allied nations’ military aircraft
programmes, including a leadership
position in the electronic warfare market.
Our leading position on the US fixed

and rotary wing platforms, an increasing
number of which are coming into service,
and a strong demand for capability and
solutions to defeat increasingly sophisticated
threats, are expected to provide this
franchise with a solid platform for the
coming years.

Commercial avionics equipment
|

Design, manufacture and support of
avionics equipment across multiple
commercial aircraft platforms, including
engine and flight controls, and cabin and
cockpit systems, together with aftermarket
support services. BAE Systems is a leading
supplier of engine controls for GE, and is

a major supplier of flight control electronics
for Boeing and other aircraft platforms.
Revenues have reduced due to COVID-19
impacts on the civil aerospace sector and
we have scaled the business appropriately,
working with our key customers. However,
we have maintained our capabilities to
meet the expected return of long-term
demand as business operations normalise.

Weapon systems and munitions
| | | —
Design and manufacture of naval gun
systems, munitions, torpedoes, radars,

naval command and combat systems,
artillery systems, missile launchers and,
through a 37.5% interest in MBDA,

missiles and missile systems. BAE Systems
also manages and operates complex
ammunition plant operations for the

US Army to produce insensitive munitions
and propellant grains. The increasing
number of new platforms entering service

in the coming years will create opportunities
within this broad set of capabilities.

F-35 Lightning Il

| I

Design and manufacture of sub-assemblies
in the UK, including the aft fuselage and
empennage. Provision of equipment in the
US, including the electronic warfare suite.
BAE Systems has a significant workshare
on the world’s largest defence programme.
Full-rate production is expected to be
achieved in 2021 with production then
expected to be maintained for over a
decade, based on a programme of record
of more than 3,000 aircraft.

Air support and training

I
Provision of support to operational
capability, including maintenance, support
and training for Typhoon aircraft in service
with the UK, Saudi Arabian and Omani
air forces. Under the Saudi British Defence
Co-operation Programme, delivery of
contracts for labour, logistics and training,
training aircraft (including Hawk) and
upgrades to Tornado aircraft in
Saudi Arabia. Contracts to support Hawk
aircraft across 14 countries and support
for the F-35 Lightning Il fleet and systems
across the UK, US and Australia.
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Electronic Systems
Cyber & Intelligence
Platforms & Services (US)

Typhoon and Hawk manufacture

and capability development
I
Manufacture of Typhoon major units and
final assembly of aircraft. Expansion of the
capabilities of the aircraft with the E-Scan
radar for Typhoon contracted in 2020 and
ongoing development of new technologies
aligned with the UK Combat Air Strategy
and forward progress on the Tempest
programme. Current backlog includes the
Qatar contract signed in 2017 to provide
Typhoon and Hawk aircraft along with
a bespoke support and training package.
Typhoon manufacturing is currently
underpinned by the orders from Qatar
and Germany which will ensure continuity
of production of major units into the
mid-2020s.

Submarines

Design and manufacture of seven Astute
Class nuclear-powered attack submarines
for the Royal Navy. The first three Astute
Class submarines are in operational service
with the Royal Navy, while the fourth
boat left Barrow for sea trials in April.
The remaining three boats are at an
advanced stage of build, and the final
boat is expected to enter service in the
mid-2020s. Design and manufacture of
four Dreadnought Class nuclear-powered
submarines to carry the UK's Trident
ballistic missiles. Manufacture of the first
two Dreadnought Class boats is under
way, with production on the programme
to continue into the 2030s.



Naval ship repair and support
| |
Provision of naval ship repair and
modernisation services in the US and
UK, together with support to the navies
of the US, UK and Australia, at home and
on deployment. In the US, BAE Systems
has facilities located on the Atlantic and
Pacific coasts. In the UK, we operate HM
Naval Base Portsmouth on behalf of the
Ministry of Defence. Our key customers
in the US, UK, Australia and Canada are
looking to extend and modernise the size
of their fleets in the coming years which
will create further support opportunities.

Complex warships

]
Design and manufacture of up to eight
Type 26 frigates for the Royal Navy. The
first Type 26 is expected to enter service
in the mid-2020s. Contract signed in 2018
with the Australian government that
provides the framework for the design
and manufacture of up to nine Hunter
Class Frigates. Provider of the warship
design for the Canadian Surface Combatant
programme. This business is accordingly
well positioned for sales growth in the
coming years.

Unmanned and future
air system capabilities

Development of future air system
capabilities, including joint investment
with the UK government and industry

in next-generation combat air systems
under the Tempest programme, which
was launched in 2018 in support of the
UK Combat Air Strategy. The Tempest
programme is progressing at pace, with
Tempest partners currently working on
more than 60 technology demonstrations.

Combat vehicles

| | ]
Upgrade of tracked vehicles, including:
Bradley Fighting Vehicles; M88 recovery
vehicles; design and manufacture of the
M109 self-propelled howitzer and Armored
Multi-Purpose Vehicle; and development
of light combat vehicles under the Mobile
Protected Firepower programme for the
US Army. Manufacture of amphibious
vehicles for the US Marine Corps and
international customers. More than
1,300 vehicles in the US Combat Mission
Systems backlog are to be delivered in the
coming years, and together with expected
domestic demand beyond that and
combined with recent upgrade awards
on CV90, the franchise has good visibility.
Design, manufacture and support of the
CV90 and BvS10 combat vehicles for
international customers. Vehicle upgrade
and support to the British Army through
a joint venture with Rheinmetall.
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Our teams are building
on decades of leadership
in designing, delivering
and sustaining electronic
warfare systems to
develop next-generation
systems for the world's
most advanced aircraft.

Cyber security

Delivery of a broad range of services

to enable the US military and government
to recognise, manage and defeat threats.
Support to UK and other government
agencies in their intelligence missions.
Provision of defence-grade solutions for
the financial services sector. The increasingly
sophisticated threat environment is leading
to increased government cyber spend in
markets such as the US, UK and Australia,
and we are well placed to support our
customers in these markets.



Our operational highlights

In 2020, we delivered on our customer-critical key
programmes in a highly challenging global environment.

Qatar contract milestones

Effective response to COVID-19
achieved

The impact of the COVID-19 pandemic
was effectively managed across the
business. Our response demonstrated
the Group's resilience and agility,

as well as the remarkable efforts

of our employees.

F-35 approaches full-rate
production in 2021

F-35 production ramp up continues
towards full-rate production in 2021,
with support to the UK Ministry of
Defence in the successful achievement
of the F-35 Initial Operational Capability
and preparation for Australian

depot operations.

Qatar Typhoon and Hawk aircraft
programme met its contractual
milestones in the year.

Integrating US
business acquisitions

Integration of the acquired
Military Global Positioning
System and Airborne Tactical
Radios businesses continues,
with seamless deliveries to
customers and successful
new business wins.

F-35 electronic

warfare systems

Electronic Systems surpassed a
cumulative delivery milestone of
more than 800 F-35 electronic
warfare systems by year end.

Global Combat Ship
continues to progress in the
UK, Australia and Canada

Type 26 City Class frigate
construction for the Royal Navy
continues, with design and
production readiness for

the Australian Hunter Class
programme and design for the
Canadian Surface Combatant
programme progressing.
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Queen Elizabeth
Carrier Class

HMS Queen Elizabeth
went to sea as part
of the UK's new
Carrier Strike Group
for the first time.




Amphibious Combat Vehicle
programme achieves multiple
milestones

The Amphibious Combat Vehicle
programme transitioned to the
full-rate production phase after Initial
Operational Capability was declared
by the US Marine Corps.

Construction of Dreadnought

Class submarines

Construction on Boat 1 and Boat 2
continues on the Dreadnought Class
of submarines.

Armored Multi-Purpose Vehicle
variant deliveries begin

Initial deliveries of the first
production Armored Multi-Purpose
Vehicles in each of the five variants
began in the year.

Offshore Patrol Vessel
programme completed
in the year

The final two Offshore Patrol Vessels,

HMS Tamar and HMS Spey, were
accepted by the customer.

BAE Systems plc Annual Report 2020

egic report  Governance Financial statements

M109A7 vehicle
deliveries progressing

After receiving the full-rate production
decision from the US Army, M109A7
vehicles were consistently delivered.

Fourth Astute Class
submarine delivered under
lockdown conditions

Astute Boat 4, HMS Audacious,
delivered to the customer for sea
trials under lockdown conditions.




Our Investment

IN INNovation

Technology and innovation are central to our business, they underpin our strategy

and the development of our products and services. Developing innovative technologies
is a key part of the work we do to ensure we have a sustainable business that will
continue to create value for our stakeholders.

In 2020, many of our customers
strengthened their intention to increase
integration across their operational domains,
allowing land, sea, air and cyber forces to
work together more closely. There is also
growing awareness of the weaponisation
of space, as well as the danger posed by
the proliferation of hypersonic weapons.

In addition, many customers have also
reiterated their commitment to increasing
the sustainability of their platforms, operating
bases and supply chains, through reducing
their environmental impact. We share this
commitment and are working on a range

of technologies to help them to fulfil this
ambition, as well as working to reduce the
environmental impact of our own activities.

Our technology investments reflect this
operating environment.

We have a broad portfolio across all defence
domains and are well positioned to
develop multi-domain capabilities to meet
the growing customer need in this area.
For example, our Intelligence, Surveillance
and Reconnaissance (ISR) Gateway enables
data to be shared securely between
systems at different levels of classification,
using metadata to control security access.
As well as providing communications
across domains, this enables allies to

share complex data in real-time.

At the core of the US Electronic Systems
business, our FAST Labs™ innovation hub
supports technological advances across the
enterprise, developing and proving new
technologies to accelerate their transition

into customer programmes. Our scientists
and engineers create and evolve capabilities
across multiple domains, with focus areas
spanning advanced electronics, autonomy,
cyber, electronic warfare, and sensors and
processing. One such multiple-domain
capability is FAST Labs' Fox Shield™ cyber
protection technology that can be integrated
into ground, air, and space vehicles to help
platforms detect, respond and recover

from cyber attacks in real time. The system'’s
cyber resilience capabilities provide
protection from cyber attacks designed

to access and degrade mission capabilities.

Enabling cyber-secure rapid access to

a variety of data sources will be vital in
detecting hypersonic threats. Our Red
Ochre Labs team in Australia is developing
the capability to collate a variety of data
sources, use artificial intelligence to detect
potential weapon launches and give allies
more time to take mitigating action.

In the UK, we are supporting the Ministry of
Defence in space by delivering a key package
in its Serapis framework, which involves
working with UK SMEs on projects such as
satellite operation, space surveillance from
earth and the development of new launch
equipment. In the US, we are developing

a new suite of software-defined radios,
which have the potential to be used in
lighter weight, multi-purpose satellites

that could then be used simultaneously as
radio communications devices, GPS signal
provision and surveillance devices — rather
than having several satellites that perform
these operations individually.
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We continue to develop our capabilities in
autonomy. The Royal Navy is trialling our
PAC-24 autonomous sea boat, the first of
its kind in the world. It is capable of taking
on dangerous pursuit, monitoring and
engagement missions, while constantly
sharing a live data feed with operators.

In Australia, we have demonstrated an
autonomous land vehicle, bringing this new
capability to the Australian Army’s M113,
while the BAE Systems, Inc. team has been
selected to provide autonomous systems
to the US Air Force’s Skyborg Unmanned
Aerial Vehicle programme.

We are also changing how we design and
build our products, with the development
of our Factory of the Future in North West
England. This is being created to help us
engineer Tempest, the UK's next-generation
fighter aircraft, in half the time and at

half the cost of previous generations.
Collaborating with more than 40 blue-chip
and SME companies along with academic
institutions, we are creating automated robots
and using virtual and augmented reality

to increase speed, precision and efficiency.
Our new intelligent workstation, developed
in collaboration with The University of
Sheffield's Advanced Manufacturing
Research Centre and Fairfield Control
Systems, is already delivering benefits

on the Typhoon production line. It uses

a system which recognises operators and
automatically delivers tailored instructions
using ‘pick by light" technologies.

Research & development (R&D)

We structure our R&D activities around

our business and product strategy, ensuring
a clear focus for our R&D spend. We also
continually scan the horizon for new
technologies and developments in defence
technology around the world.

In 2020, we spent £1.6bn (2019 £1.5bn)

on R&D, of which £236m (2019 £237m)
was funded by BAE Systems. In addition,
the Group's share of the R&D expenditure
of its equity accounted investments in 2020
was £0.4bn (2019 £0.3bn).

We continue to protect our investments

in technologies and have a portfolio of
patents and patent applications covering
approximately 2,500 inventions worldwide.
Combined with a clear strategy for
managing our intellectual property, we seek
to create additional value through licences
and sales of rights to other organisations.



Collaboration

As well as partnering with our customers,
we work with other companies and
academia to invest in technologies and
assets that complement our existing
capabilities or our future product strategy.

Defence technology also drives the R&D
ecosystem. Over the last ten years we have
placed more than £125m with universities
around the UK, much of that our own
money, as well as investment from our
customers and government. In the UK,
we work directly with our five Strategic
University Partners on new technologies
and currently sponsor more than 90 PhD
students under the Industrial Collaborative
Awards in Science and Engineering
programme, which allows postgraduate
research students to receive high-quality
research training in collaboration with

a commercial partner. In 2020, the
award-winning project proved how

active noise control could reduce
underwater noise from ships, which

could reduce harm to marine wildlife.

In our Electronic Systems sector in the

US, we often partner with the US Defense
Advanced Research Projects Agency,
universities, commercial technology
companies and other research laboratories,
to solve complex challenges across the
defence, aerospace and security domains.
In particular, our FAST Labs™ R&D teams
leverage internal resources, the broader
external innovation ecosystem, and funding
from US Department of Defense research
organisations to accelerate the velocity

of our innovation — moving faster and with
a stronger sense of direction to more
effectively address customers’ requirements
for the rapid development of new
technologies. FAST Labs™ has teamed

with the US Army’s Advanced Teaming
Demonstration Program (A-Team) to
develop autonomous capabilities that will
be critical components of the Future Vertical
Lift programme. The Army developed the
A-Team programme to create an automated
system to offload the cognitive burden on
pilots while enabling them to command
swarms of unmanned aircraft. BAE Systems
was selected to deliver a highly automated
system to provide situational awareness,
information processing, resource
management, and decision-making that

is beyond human capabilities.

We also use seedcorn funding to invest in
technology or ideas that have the potential
to deliver tremendous value, but are too
new or untested for our usual funding
mechanisms. Over the last six years we
have funded more than 60 such projects.
Around half the projects have moved into
product lines —in line with expectations
for early-stage research and development
programmes — and the potential business
returns run into many times that value.
The development of the PAC-24
autonomous sea boat, mentioned above,
was funded through this route.

Technology in our business

The use of technology, innovations and
advanced manufacturing techniques across
our business is essential in driving greater
efficiency and increased productivity.

Our Chief Technology Officer’s team is
dedicated to advancing and applying new
technology throughout our business. Key to
this is our digital strategy, which is moving
us towards common digital systems for
areas such as design and manufacturing,
supply chain management, managing
human resources and online collaboration.
2021 priorities

BAE Systems has world-leading capabilities
across sub-sea, sea, land, air, cyber and
growing work in space. Going forward we
will use this wider experience to help our
customers integrate these domains to share
and use information more effectively.

In the US, FAST Labs™ will continue to invest
and leverage external technologies and
advances through both scouting and
collaborative partnerships, to drive rapid
transition of disruptive capabilities.
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We will continue working with academic
and industry partners to develop and apply
new technology, including in deploying
Industry 4.0. This will build on the success
of our Factory of the Future launched in
2020, allowing us to increase the speed
and efficiency of digital design and
manufacture. This will also underpin

our progress on the Tempest programme.

Autonomy is another area vital to our
customers. We had proven success in 2020
with our PAC-24 autonomous sea boat for
the Royal Navy and M113 Armored Personnel
Carrier demonstrator for the Australian
Army, so we are looking at new projects

to make greater use of this technology.

We continue our work to increase
sustainability, both at the facilities we
operate and in the products we supply
to customers. As well as incorporating
new power sources — as we have done
with our Hybrid-Electric Drive system on
a US Army Bradley Fighting Vehicle — we
are also using artificial intelligence to run
existing equipment more efficiently, such
as the Royal Navy's Type 45 Destroyer.
We expect to see further results in this
area in 2021.

See examples of how we are using
technologies to reduce the impact of
our operations on pages 40 and 41.



Qur financial
highlights

We monitor the underlying financial performance of the Group using alternative performance
measures. These measures are not defined in IFRS" and are therefore considered to be non-GAAP*
measures. Accordingly, the relevant IFRS" measures are also presented where appropriate.

— Sales increased by £0.8bn, a 4% increase excluding
the impact of currency translation?.

— Underlying EBITA increased to £2,132m, a 1% increase
on a constant currency basis®.

— Underlying earnings per share increased by 2% to 46.8p,
excluding the impact of the prior year one-off tax benefit*.

— Free cash flow® was £367m after the impact of the £1bn
contribution into the UK pension scheme. Excluding this
contribution free cash flow was £1,367m.

— Net debt increased to £2,718m, following the £1bn bond
issuance to fund the UK pension scheme, and the $2.2bn
(£1.7bn) acquisitions of the Airborne Tactical Radios and
Military Global Positioning System businesses.

— Order intake® of £20.9bn.

— Order backlog® of £45.2bn.

KPI [ BONUS |

References to Key Performance 75% of the UK executive directors’
Indicators (KPIs) throughout the bonuses are based on the achievement
Annual Report. of financial KPIs (see page 144).

Financial performance measures as defined by the Group

Sales [ ke | Net debt [EONUS «Pi |
Definition: Revenue plus the Definition: Cash and cash
Group's share of revenue of equity equivalents, less loans and
accounted investments, excluding overdrafts (including debt-related
subsidiaries’ revenue from equity derivative financial instruments).

(2019 £20 109m accounted investments. (2019 £( 743 Net debt does not include lease
) liabilities.
Purpose: Allows management
to monitor the sales performance Purpose: Allows management
of subsidiaries and equity to monitor the indebtedness of
accounted investments. the Group.

Underlying EBITA [P | Order intake® [BonUS |l «Pi |
Definition: Operating profit Definition: Funded orders received
excluding amortisation and from customers including the

m impairment of intangible assets, m Group's share of order intake
finance costs and taxation expense of equity accounted investments.
(2019 £2 117m) of equity accounted investments (2019 £18, 447”’1 )

(EBITA), and non-recurring items’ Purposg. Allows manggement

’ ) to monitor the order intake of
Purpose: Provides a measure subsidiaries and equity accounted
of operating profitability that investments.
is comparable over time.

Underlying earnings per share* [EONUS <P | Order backlog®
Definition: Basic earnings per Definition: Funded and unfunded
share excluding amortisation and unexecuted customer orders

p impairment of intangible assets, m including the Group’s share of
non-cash finance movements on order backlog of equity accounted
(2019 45. 8P (2019 50-8P) pensions and financial derivatives, (2019 £45. 4bn investments. Unfunded orders

Excluding one-off  Including one-off  and non-recurring items’. include the elements of US

tax benefit tax benefit o multi-year contracts for which
Purpose: Provides a measure . .

) funding has not been authorised
of underlying performance that b
. . y the customer.
is comparable over time.
Purpose: Supports future years’
sales performance of subsidiaries
and equity accounted investments.
Free cash flow® =1

t1856/m  £36/m

After £1bn UK pension
scheme contribution

Before £1bn UK pension
scheme contribution

(2019 £850m)

Definition: Net cash flow from operating activities, including net capital
expenditure and lease principal amounts, financial investment, dividends
from equity accounted investments and net interest paid.

Purpose: Allows management to monitor utilisation of cash in line with the
Group's capital allocation policy.
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Reconciliations from the financial performance measures as defined
by the Group to the financial performance measures defined in IFRS'
are provided in the Group financial review on pages 56 to 63.

— Revenue increased by £1.0bn to £19.3bn.

— Operating profit increased by £31m to £1,930m, including
a non-recurring credit of £19m (2019 £27m charge).

— Basic earnings per share decreased by 12% to 40.7p. 2019
included the impact of the one-off tax benefit of £161m.

— Net cash flow from operating activities decreased

by £431m to £1,166m.

— Order book of £36.3bn (2019 £37.2bn).

Financial performance measures defined in IFRS'

Revenue
Definition: Income derived from
the provision of goods and services
by the Company and its subsidiary
undertakings.
(2019 6‘18 305m)
Operating profit

£1930m

(2019 £1,899m)

Basic earnings per share

Definition: Profit for the year before
finance costs and taxation expense.
This measure includes finance costs
and taxation expense of equity
accounted investments.

40./p

(2019 46.4p)

Definition: Basic earnings per share
in accordance with International
Accounting Standard 33 Earnings
per Share.

Net cash flow from operating activities

£1lebrr

(2019 £1,597m)

Order book

Definition: Net cash flow from
operating activities in accordance
with International Accounting
Standard 7 Statement of

Cash Flows.

£3630bn

(2019 £37.2bn)

Definition: The transaction price
allocated to unsatisfied and partially
satisfied performance obligations
as defined by IFRS 15 Revenue
from Contracts with Customers.

Group's share of the pre-tax accounting net post-employment
benefits deficit was in line with the prior year at £4.5bn.

Final dividend of 14.3p making a total of 23.7p per share in
respect of the year ended 31 December 2020. The total for the
year includes an interim dividend of 13.8p per share in respect of
the year ended 31 December 2019, which was originally proposed
as a 2019 final dividend but subsequently deferred in light of the
COVID-19 pandemic.

Other financial highlights

Group's share of the net post-employment benefits deficit

f45)bn

Definition: Net International
Accounting Standard 19 Employee
Benefits deficit excluding amounts
allocated to equity accounted
investments.

(2019 £(4.5)bn)

Dividend per share

2370 evwosn

Definition: Interim dividends
paid and final dividend
proposed per share.

138p

vk wN =

~o

interim dividend in respect
of 2019 performance

International Financial Reporting Standards.

Generally Accepted Accounting Principles.

Current year compared with prior year translated at current year exchange rates.
The one-off tax benefit in 2019 is described on page 59.

During 2020 the Group has determined that Free cash flow is its key performance
measure for utilisation of cash at a Group level. The Group continues to use
Operating business cash flow as its key segment metric, to monitor operational
cash generation.

Including share of equity accounted investments.

Items that are not relevant to an understanding of the Group's

underlying performance (see page 58).
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Operationally, the business has shown itself to be robust, Reflections on the year
iR : : : N There is no doubt that in my own business
resilient and agile. The foundations are strong, the sustainability =2 0 0 o ave nover

agenda is accelerating and the business is evolving positively. witnessed a more challenging year than
2020. The scourge of COVID-19 has created

a degree of unparalleled corporate, social,
and economic upheaval against a backdrop
of political turbulence across the world.

It is against this background of material
challenge, however, that | am pleased

to report the Company has fared well —
strengthening its order book, successfully
integrating two new acquisitions in the

US, delivering growth in sales, orders, profit
and free cash flow', and rewarding our

' 1 shareholders with an increased dividend

for the seventeenth consecutive year.

None of this could have been achieved
without the extraordinary commitment

of our people across the globe, in adapting
to new ways of working, adopting new
behaviours and consistently delivering

an outstanding performance against

all the odds.

I have felt very privileged to chair such

a remarkable company as it has risen

to overcome the daily difficulties of

the pandemic. The leadership given

by Charles Woodburn, supported by
Tom Arseneault and Brad Greve and

the executive team, has been exceptional
as have the efforts made by everyone in
the Group, all over the world, on site or
at home, in contributing to our success.

1. Excluding the £1bn UK pension scheme contribution.

Five-year dividend history Dividend
(pence) (pence)?

— 23./p

+2%

2. 2020 does not include the interim dividend paid
of 13.8p per share paid in September in respect
of 2019 performance. This amount is reflected
in the 2019 dividend history.
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It is clear that in these difficult times

the defence industry in general has been
resilient and BAE Systems has been able

to navigate the pandemic better than many
other business sectors. Our resilience has
stemmed from our deep and long order
backlog, and our geographic footprint,
delivering products and services of national
importance to customers who value,
respect and reward us for what we do.

Self-help has been our watch-word
throughout. | am pleased to confirm that
in delivering this performance, we did not
take advantage of the UK government'’s
funded furlough scheme and we

have not borrowed any money under
government borrowing facilities that

have been made available to address

the COVID-19 challenge.

In the same spirit, we have worked

in close harmony with our suppliers,
providing support in dealing with the
pandemic including financial assistance
where required.

Our commitment to apprenticeships

has remained undiluted, recognising that
educating and supporting our young people
today with the assistance of our exceptional
workforce protects all our prospects in

the longer term.

In summary, in the midst of a pandemic
that has cruelly affected the lives

and livelihoods of so many, we have
endeavoured to act thoughtfully,
caringly and responsibly throughout

for the benefit of our stakeholders.

Meeting the challenges

There is no doubt that adversity often
brings out the best in businesses and
people, and in the last 12 months at
BAE Systems, we have seen how good
things can come from difficult times.

I would like to comment on just

three examples.

First, team spirit. Everyone has

worked together better than ever.

A bond that has been strengthened

in overcoming obstacles we have all

faced and underpinned by a more
informal leadership style — more collegiate,
more approachable, more personal.

Second, the higher the hurdle, the higher
we have jumped. We recognise what we
do is important. Those that we work for
have seen us lean in, go the extra mile,
whether supporting our supply chains

or servicing our customers. Our customers
and suppliers have themselves faced fresh
challenges and valued our efforts, noted
our support, seeing that we have stepped
up when it really counts, and strengthened
a partnership that lies at the very heart

of our business.

Third, the visibility of our values. Across

the globe our values have been evident

in caring for each other, prioritising safety,
working in the local community and for

the nations we serve, whether building
ventilators, providing PPE or simply standing
up for social justice at a time when diversity
and inclusion must be part of the DNA

of our business. Our people have ensured
that there is a warm welcome for everyone
joining as new members of our corporate
family, in the form of businesses acquired
or as individuals. The ethics of the Company
have ensured that talent, irrespective of
background, is valued and appreciated.

Lessons learned

In many ways we have seen our business
at its best in the worst of times. We have
learned to be more agile, flexible, caring
and concerned, for our customers and each
other, reinforcing our long-held purpose

to be performance driven and values led.

On this broader front we are responding
to the increasing demands of society

for conducting our business with a

clear focus on setting and meeting

high standards in our environmental,
societal, and governance responsibilities.

We are clear that to our investors,
customers, colleagues and future employees,
it has never been more important to
concentrate on how we make money,

not simply how much money we make.

To meet the demands, we are fortunate

in having a Board that is populated by
people with great experience, deep
convictions, and strong opinions, who are
united in their belief in both the business
and our role in society. The discussions are
always robust, thoughtful, and constructive,
with an appropriate mix of challenge and
support when reviewing our purpose,
priorities and performance.
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For much of the year, our Board meetings
have been conducted virtually, but

in the brief period that permitted groups
to gather together, socially distanced, the
UK members of the Board met together
in London, with our US colleagues joining
from Washington DC via videoconference.

It was one small step towards the normality
we all hope for in the year ahead.

As a Board, we have all learned much from
the pandemic and recognise how vulnerable
we all are to risks that appear remote, but
are potentially catastrophic. The virus has
made us more aware of our human frailty,
our mutual dependency, and the need to
care for the mental and physical health of
colleagues at all times. It has brought to the
forefront the vulnerabilities to the planet,
such that our business priorities must
encompass caring for the environment.

These lessons learned will be evident in
both what we say and what we do, and
reflected in our behaviours and reporting
in the years ahead.

Our strateqy

Our core strategy remains unchanged
(see pages 4 and 5). This includes
continuing to focus on the design,
development, and delivery of products
and services as a world leader in the
defence industry and to employ our
skills to succeed in adjacent markets.

The operational imperatives set by

the Chief Executive include advancing
technology, improving competitiveness
and driving operational excellence.

The cash we generate from our
operational performance is employed to
fulfil a hierarchy of needs, encompassing
supporting our pension commitments,
investing in technology and other organic
opportunities, completing relevant
acquisitions when available, and rewarding
our shareholders with a dividend. Surplus
cash may, of course, be used to strengthen
shareholder returns when appropriate.

During 2020, the execution of our
strategic plan has been evident in the
acquisitions made in the US to strengthen
our Electronic Systems business, the
continued investment in projects and
people, and the maintenance of our
dividend in the midst of the pandemic.
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Our strategy is, of course, an evolving item
and subject to regular review by the Board.

Our relationships with all our major
customers remain strong and their
commitment to defence expenditure
undimmed in a turbulent world. The nature
of defence, however, continues to reflect
the changing battlespace, and to that
end, we aim to grow our own interests
to encompass multi-domain autonomous
systems and networking, low earth orbit
space and sustainability-driven product
innovation. These developments are a
natural extension of existing capabilities,
and building on these strong foundations
will ensure that those that follow will
have a legacy on which to secure a
long-term future.

—_—

Protect yourself and others -
- 8 keep your distance

Follow these rules to keep yourself and others well:

* Keep 2 metres (6ft) away from other people
* Wash your hands often for at least 20 seconds

* Stay at home if you have COVID-19 symptoms:
2 new continuous cough or a high temperature.
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Non-executive directors

The preservation of a deep knowledge

of the Company has been particularly
important in a period of extreme
turbulence. It was in recognition of

this need that we were fortunate to
receive the support of shareholders in
extending the terms of both Nick Rose and
Paula Rosput Reynolds by approximately
one year, but sadly their extensions expired
and both non-executive directors stood
down from the Board in December

2020. Both Nick and Paula made an
outstanding contribution to the Company
as non-executive directors and committee
chairs for which they will both be long
remembered and much missed.

™
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In anticipation of their departure, we
conducted a comprehensive search in
2020 for individuals of similar experience
and equal calibre, and were fortunate

to secure Dr Jane Griffiths and Nick
Anderson who joined the Board in April
and November respectively. Both bring

a wealth of international experience and
strengthen our operational, environmental
and scientific skillset.

Across our UK businesses safe
systems of work were put in
place to ensure safe and efficient
operations. F-35 production line,
Samlesbury, UK.




We have announced recently that Dame
Carolyn Fairbairn and Dr Ewan Kirk will

join the Board as non-executive directors
on 1 March and 1 June respectively. Dame
Carolyn, who was until recently Director-
General of the Confederation of British
Industry, brings extensive business leadership
and commercial experience across multiple
business sectors, and Ewan brings a deep
insight and knowledge of emergent digital
technologies, that have been the basis for

a successful business career. We are looking
forward to them joining the Board and
adding further to the quality of our
deliberations and oversight. To complete the
planned changes to the Board, we will be
looking to make one further non-executive
appointment later this year.

Executive directors

During the course of the year, Jerry DeMuro
retired from the Board as the Chief Executive
Officer of BAE Systems, Inc., and Peter Lynas
retired as the Group Finance Director. Both
executive directors contributed enormously
to strengthening the rigour, discipline and
performance of the Company and their
service was valued and appreciated.

Following their retirement, there was

a seamless transition in the US through
the promotion of Tom Arseneault from
President and Chief Operating Officer
to President and Chief Executive Officer
of BAE Systems, Inc., and to Brad Greve
as Group Finance Director, who had
been recruited for that role some
months before.

Charles Woodburn completed his third

year as an outstanding and highly effective
Chief Executive, with the newly-appointed
directors now fused into a strong leadership
team. The complete refreshment of the
executive board in recent times has been

an important step in reinvigorating the
Company and providing a secure platform
on which to build a promising future in

the interests of all stakeholders.
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Summary

In summary, we are pleased to

have delivered another year of strong
performance, especially against the
backdrop of a global pandemic, with
sales of £20.9bn, underlying earnings
per share of 46.8p, underpinned by
an order backlog of £45.2bn and
free cash flow of £367m.

In a challenging environment, the
business has performed well and

my thanks go to all of our colleagues,
suppliers, customers and stakeholders
who have made this possible.

None of us will ever forget 2020, but as
the new year begins, | am confident that
the Company has stronger foundations
than at any time during my tenure as
Chairman, and is well placed to face
whatever is ahead.

The Board, therefore, has recommended

a final dividend of 14.3p for a total of 23.7p
for the full year. Subject to shareholder
approval at the May 2021 Annual General
Meeting, the dividend will be paid on 1 June
2021 to holders of ordinary shares
registered on 23 April 2021.

Sir Roger Carr
Chairman

BAE Systems plc Annual Report 2020
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Chief Executive’s
review

During 2020, we focused on ensuring support for our
customers and protecting our employees. Against the
challenging backdrop of the global pandemic, we
delivered a strong set of results.

Through a continuous drive on operational performance

and with progress on our strategic objectives we are well
placed to deliver a long-term sustainable business and
generate shareholder value.”
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During 2020, we have been resilient

and agile in managing our response to
the challenges created by the COVID-19
pandemic. As we faced up to the global
pandemic, we focused on protecting our
employees and helping the communities
in which we operate, as well as ensuring
continued support for our customers.
We entered the year in a position of
strength, and addressed the pandemic-
related challenges whilst also completing
two major strategic actions in the year:
firstly, the two US-based acquisitions; and
secondly, accelerating payments into the
UK pension scheme. | am very proud of
the response of our businesses and the
outstanding efforts of our employees

in these challenging times.

Demand for our capabilities remains high
and we recognise our role not only in
supporting national security, but also in
contributing to the economic prosperity
of the countries in which we operate.

Through a continuous drive on operational
performance and with progress on our
strategic objectives we are well placed
to deliver a long-term sustainable business
and generate shareholder value.




Overview

BAE Systems delivered a strong and
resilient set of results in the face of a
global pandemic, with higher year-on-year
orders, sales, profit and free cash flow!,
thanks to the outstanding efforts of

our employees. Pandemic-related
disruptions did impact profit in the first
half of the year but the second half was
stronger, enabling the Company to deliver
higher year-on-year profit.

Our strategy remains consistent and is
delivering results. We completed two key
strategic actions in the year, which should
benefit our outlook in the short and

long term. Firstly, two acquisitions for a
combined $2.2bn (£1.7bn) were announced
and completed in the US. The Military
Global Positioning System and Airborne
Tactical Radios business acquisitions were
opportunistic, arising from the Raytheon
and United Technologies merger. Both

are strategically attractive, complementary
to our Electronic Systems portfolio and
represent unique opportunities to purchase
high-quality, technology-based businesses
with market-leading capabilities and long
histories of innovation in their respective
fields. We were delighted to welcome

the employees from these businesses

into BAE Systems. The businesses are
performing well and the integrations are
progressing smoothly, benefiting from
positive levels of engagement by the teams.
Secondly, we made a £1bn one-off cash
injection into the UK pension scheme, to
accelerate the deficit reduction and give
increased certainty to all our stakeholders.
From a business perspective, it is anticipated
this will give us additional cash flow looking
forward and therefore opportunities for
further generation of shareholder value.

BAE Systems has proven to be a resilient
company and has long-term strength
from its programmes, technologies,
customer relationships and sustainability
agenda. The Group maintained its strong
sales balance between production and
aftermarket services. The geographic mix
of the business continued to evolve as
our US business grew and our UK and
Kingdom of Saudi Arabia revenues
remained stable. The geographic

mix and reach, the programme spread
and longevity of the positions which
mean we are not dependent on a small
number of programmes, are key factors
in our resilience and also the strength

of our outlook.

1. Excluding the £1bn UK pension scheme contribution.

e Page 34
Sustainability

Our response to COVID-19

The safety and wellbeing of our employees
is paramount and it was our primary
consideration as we managed our response
to the global pandemic. The professionalism,
agility and understanding of our employees,
customers, trades unions and suppliers

was outstanding, as we embarked on the
implementation of new working practices
such as scaled-up home-working
capabilities, reconfigured floorplans, shift
patterns, enhanced cleaning regimes and
other appropriate safe working measures.

By taking these actions to build in resilience
for a prolonged period of disruption, we
were able to continue to deliver critical
work for our customers and, where
operations were impacted, ensure that
site-critical workers were able to safely
return to work. These actions and ways

of working have endured into 2021 with
the reintroduction of lockdown measures
in many of our locations.

We coordinated closely with our supply
chains to mitigate disruptions where
possible and maintain resilience, in some
cases advancing payments where required.
Overall the response up and down the
supply chains was outstanding.

Support for the defence industry from

the governments in our key markets has
been exceptional around prioritisation of
capabilities, cash flows, recognition of the
need to maintain strong supply chains and
collaborative working to maintain critical
defence and security programmes.

We in turn looked to help our customers
by being agile in our working practices

to deliver critical work and, where needed,
prioritising the social needs of our
governments and communities as we

all responded to the challenges arising
from the pandemic.
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Throughout the crisis, we supported
governments and communities in the
countries where we operate as they
responded to the pandemic. We deployed
our 3D printing capabilities and collaborated
with our supply chain to donate more than
150,000 items of Personal Protective
Equipment (PPE) to healthcare workers in
the US and the UK. We are proud to have
supported ventilator production as part

of the VentilatorChallengeUK consortium.
We also supported our communities in

our principal markets through the provision
of online educational resources for young
people, as well as financial support to
healthcare providers and local charities

to enable them to provide care packages
and food relief to the most vulnerable.
Much of our outreach work has been
supported by our employees who
volunteered their time and skills to

help local relief efforts. | am exceptionally
proud of how our people and the business
have responded, it was truly inspiring.

Evolving to a sustainable business

Sustainability is important to us and our
stakeholders. We recognise that the way we
do business and the actions and behaviours
we demonstrate are vital for the future
strength of our business. The long-term
outlook for the Company and the defence
industry means we need to anticipate
change and ensure that we can continue to
improve upon what we do today, and into
the future. We are committed to building

a sustainable future by having a clear
sustainability agenda focused on valuing
and developing our people, making a
positive social and economic contribution
to our communities, developing innovative
technology and collaborating with our supply
chains and reducing the environmental
impacts of our operations and products.
We have set ourselves the target of
achieving net zero greenhouse gas
emissions across our operations by 2030.
All of these are underpinned by sound
governance at the core of our business.

We will continue to review ways to integrate
sustainability practices holistically into our
business, driven through, and aligned with,
our strategic objectives as we look to
develop sustainable solutions to meet
ever-evolving customer requirements.

This sustainability agenda is fundamental

to our business performance and aligns
stakeholder priorities with the Group’s
Environmental, Social and Governance
(ESG) risks and opportunities so that we
can drive the success of the business for
the benefit of all of our stakeholders.
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Chief Executive'’s review
continued

2020 operational performance

Execution on the key strategic objectives
of operational excellence, competitiveness
and technological innovation is vital

for the successful delivery of our order
backlog, to deliver future growth and

a high-performing sustainable business.

Continually pushing operational
performance improvement is central to
our strategy to ensure delivery of our order
backlog and improvements in long-term
cash generation.

Based on the acquisitions and organic
operations, our US defence electronics
business delivered another standout
performance in 2020, especially in our core
franchise positions in the high-technology
areas of electronic warfare, precision-
guided munitions, Intelligence, Surveillance
and Reconnaissance, and electro-optics.
The Electronic Systems business closed
with a record order backlog supplemented
by the acquisitions.

Within Electronic Systems, our Controls

and Avionics franchises in the civil aerospace
market of engine and flight controls were
negatively impacted by the pandemic.

We have scaled the business appropriately,
worked closely with our key customers

and maintained our leading positions and
capabilities to meet the expected return of
long-term demand once COVID-19 vaccine
prevalence is achieved.

Platforms & Services (US) work is
predominantly on military contracts.
Some schedule adjustments have occurred
on the fixed price contracts in US Ship
Repair and on the less mature combat
vehicle programmes such as the Armored
Multi-Purpose Vehicle. These operational
challenges resulted from a combination
of COVID-19 cases, supply chain
disruptions and the ongoing investments
and refinements in our vehicle designs and
production processes that are integral to
the early programme stages of low-rate
initial production. Notwithstanding these
challenges, our Combat Mission Systems
business continues to make progress
towards achieving consistent quality and
production throughput across multiple
programmes as the investment in new
production capabilities, processes, and
applying lessons learned take hold.

Our US-based Intelligence & Security
business delivered a highly resilient
performance in the year and maintained
its bid pipeline to deliver an enhanced
backlog position at year end.
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In our Applied Intelligence business, our UK
Government division performed well,
driving the whole business into a profit this
year. We completed the disposal of the
Applied Intelligence US-based software-as-
a-service business and exited the UK-based
managed security services business.

In the Air sector profitability was impacted
in the second quarter as our global
operations had to adjust to operating
under pandemic conditions. The Air
sector responded to deliver a strong
overall operational performance. Highlights
included the meeting of key milestones on
the Qatar build programmes, preparations
for the continued ramp up of F-35
production and the delivery of in-service
support on Typhoon, Tornado and Hawk
for international customers. The Tempest
programme is progressing at pace, with
Tempest partners currently working on
more than 60 technology demonstrations.

In Maritime, significant progress was

made on our operational performance

in the year, working closely with the

Royal Navy to deliver a number of key
milestones. The fourth Astute Class
submarine, HMS Audacious, was accepted
and left our Barrow site in April during
lockdown conditions, the final two Offshore
Patrol Vessels, HMS Tamar and HMS Spey,
were accepted and the work to bring the
Queen Elizabeth Class Carriers to operational
status continued with a particular highlight
being HMS Queen Elizabeth going to sea
with the UK's new Carrier Strike Group for
the first time as part of a NATO exercise.
Maintaining this level of improved operational
performance is vital as we progress with
production on the Type 26 and Dreadnought
programmes, the mainstays of the Maritime
business for the next decade.

Driving competitiveness
and efficiency

We will not forget the lessons learned
during the response to the pandemic

and there are a number of areas where
the enforced changes in working practices
may be able to provide learning and
improvements to future business
operations, all contributing to our strategic
priority of competitiveness and providing
value for money for our customers and
shareholders. Areas highlighted to date
include the streamlining of processes,
general and administration cost savings,
office footprint requirements, flexible
working practices and how we can be
more agile and adaptable to deliver our
commitments in different ways.
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Advancing and further
leveraging our technology

The Group has world-class engineering
capabilities and high-end discriminating
technologies, well aligned to the current
and future requirements of our customers.

We have the ability and intention to
advance our technology further and

are working hard to drive forward our
strategy, in partnership with our customers.
We will do this through investing more

in self-funded research and development,
making acquisitions to enhance our
exposure to high-growth areas — as shown
by investing more than $2bn for the two
US acquisitions and smaller bolt-ons this
year — and working with our customers,
industry partners, SMEs and academia.

Our technology strategy is driven by

the challenges that our customers face

now and in the future, given the multiplying
threats they face, ranging from daily cyber
attacks to the novel weapons being devised
by potential adversaries. As a result, our
systems and products need to be more
adaptable and competitive than ever before.
In addition to continuing to advance our
portfolio in the more traditional domains

of air, sea and land, we are focused on
developing a number of technologies

that support long-term market trends

in our sector including: cyber capabilities;
multi-domain autonomous systems and
networking; delivery of military capability
from space; and sustainability-driven
product innovation.

In addition, the Electronic Systems and
Air sectors remain focused on investment
in emerging technologies and leveraging
customer funding to maintain, develop
and grow our strong market positions.

Demand outlook

We have a large order backlog and
exceptional programme positions,
providing visibility of growth. Orders in
2020 exceeded expectations, with pleasing
progression in our US-managed businesses
with a book-to-bill ratio' of over one, as
well as our workshare on the German
award for 38 Typhoon aircraft.

Our defence and security capabilities
remain highly relevant in an uncertain global
environment with complex threats and

with the additional need for governments
to drive a domestic economic prosperity
agenda in a post-pandemic world.

1. Ratio of Order intake to Sales.



There are good prospects in existing and
new international markets for our products
and services in air, maritime, land and cyber
security. Defence and security remain high
on national agendas with the need in

many cases to recapitalise or upgrade
ageing equipment.

The US continues to represent the world’s
largest defence budget and accounts for
around 45% of our sales. The Group's
US-based portfolio remains well aligned
to customer priorities, growth areas, and
the US National Defense Strategy, which
we expect to continue under the new
administration. The backlog for the
US-based business has continued to grow
both organically and through the two
acquisitions successfully closed during the
year. This backlog provides good visibility
of growth in the US business.

In the UK, where we are the largest defence
contractor, defence and security spending
is set to increase over the next four years.
The Integrated Foreign Policy, Defence and
Security Review is due to be published early
in 2021, and the UK government has

made a series of recent programme
announcements related to the review.
Similarly in Australia, where we are the
leading defence contractor, the business

is set to grow significantly in the coming
years as the Hunter Class Frigate
programme matures. The government
announcement in July to increase its
ten-year investment in new and upgraded
defence capabilities from A$195bn

to A$270bn should provide further
opportunities to enhance and extend

our growth profile.

In Europe, a number of nations are
increasing their defence budgets to address
the threat environment and move towards
their 2% of GDP NATO commitments. We
remain well placed through our positions on
the Eurofighter Typhoon, our shareholding
in MBDA and our BAE Systems Hagglunds
Sweden-based land vehicles business.

In our Middle East markets, our long-
standing relationships at government

and company levels, continued regional
instability and in many areas the nature of
our long-term contracts, mean we expect
defence and security to remain a priority
despite the impacts of the current low

oil price.

The civil aerospace market accounts for
around 5% of Group sales. COVID-19
significantly impacted this market, and

a recovery to 2019 levels is likely to be
some years away. Despite the near-term
challenges, this remains an important
franchise for us in which we have leading
capabilities in flight and engine controls
across new, developing and more mature
programmes with capabilities transferable
from defence air platforms.

Brexit

BAE Systems will support the UK
government in achieving its aim to ensure
that the UK maintains its key role in
European security and defence post-Brexit
and to strengthen bilateral relationships
with key partners in Europe. This will be
important for ongoing collaboration in
the development of defence capabilities.

The Group has relatively limited UK-EU
trading and the majority of persons employed
in the UK are UK nationals, with only limited
movement of EU nationals into and out of
the Group's UK businesses. We have been
working with our supply chain throughout
the Brexit process to mitigate any major
disruptions. Accordingly, the resulting
impacts of Brexit across the business

are expected to be limited.

Balance sheet and capital allocation

The Group's balance sheet is managed
conservatively, in line with its policy to

retain its investment grade credit rating
and to ensure operating flexibility.

Consistent with this approach, the Group
expects to continue to meet its pension
obligations, invest in research and
technology and pursue other organic
investment opportunities, and plans to
pay dividends in line with its policy of
long-term sustainable cover of around
two times underlying earnings. Investment
in value-enhancing acquisitions and returns
to shareholders through a share buyback
will be considered in line with our clear
and consistent strategy and capital
allocation policy.

In April, BAE Systems issued $1.3bn (£1.0bn)
of ten-year bonds to fund the £1bn
contribution into the BAE Systems Pension
Scheme. In September, BAE Systems issued
$2.0bn (£1.5bn) of bonds, the proceeds

of which were applied in the repayment

of the $1.9bn bridge loan facility that had
been drawn to fund the acquisition of

the Military GPS business.
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Post-employment benefits schemes

The Group's share of the pre-tax
accounting net post-employment benefits
deficit remained in line with the prior year
at £4.5bn. The impact of significantly lower
discount rates increased liabilities, which
offset asset returns and the Group’s
contributions into the schemes.

Under the funding deficit recovery

plan agreed in February 2020, a one-off
payment of £1bn was made in April.
Approximately £261m of funding was
paid in the year, and in December, we
also took the opportunity to make our
March 2021 deficit payment of £161Tm
ahead of schedule. The next triennial
review is scheduled for 2022.

Executive Committee changes

At the start of 2020 Ben Hudson was
appointed as Chief Technology Officer,
replacing Nigel Whitehead who
announced his intention to retire.

Summary

As demonstrated this year, through
execution of our strategy, BAE Systems
is well placed to maximise opportunities,
deal with the challenges, and deliver a
business focused on sustainability and
generating shareholder value.

In this challenging year we have built
resilience into the business, returned

the defence business to a near normal
operational tempo, and completed our two
US acquisitions smoothly. Relationships with,
and support from our customers remains
strong, with governments in our key markets
continuing to prioritise defence and security.
We are investing in technology aligned to
our customers’ priorities. Our large order
backlog, incumbent programme positions
and evolving pipeline of opportunities mean
we are well placed to deliver profitable
top-line growth with increasing cash
conversion in the coming years.

GBS - = -

Charles Woodburn
Chief Executive
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The work
of the Board

The directors of BAE Systems — and those of all UK companies — must act in accordance with a set
of general duties. These include a duty under Section 172 of the Companies Act to promote the
success of the Company, and in doing so the directors must have regard (amongst other things)
to certain stakeholders and other factors. In this statement, we highlight some of the key decisions
and discussions undertaken by the Board during 2020.

Overview of the year

The COVID-19 pandemic had a significant
impact on business and communities in
2020, and that was also the case for

BAE Systems and the Board. At the start
of the pandemic, a great deal of Board
and executive time was focused on
understanding what was required to
safeguard our employees, our local
communities and support our defence
and national security customers in the
vital roles they play. During this period
of uncertainty, the Board took important
decisions to manage cash resources in
the near term, until the risks to the
business were better understood.

The first few months of the crisis provided
additional insight as to the culture and
underlying resilience of our people and

our businesses, and our ability to adapt.

As the year progressed, and after a
tremendous effort by all involved, the Board
was able to focus once more on longer-term
decisions, including how best to incorporate
what had been learned from how the
Company had dealt with that initial crisis.

As a result of the various global restrictions,
the Board was unable to complete its
planned programme of non-boardroom
activities, which originally included site
visits and the associated face-to-face
engagement with employees, customers
and shareholders. Where possible, the
programme was adapted to seek
stakeholder feedback and engage
remotely but, as felt by much of society,
this did not entirely replicate the richness
of first-hand engagement.

In the second half of the year, with

the first phase of the pandemic behind

us, the Company's performance stabilised
and the Board was able to consider

the long-term trends in defence and the
changes in technology that are driving
these. This deep understanding of future
trends is integral to how the Board allocates
capital and invests to secure the long-term
success of the Company.
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Throughout the year, the Board has
been listening to customers, suppliers,
shareholders, employees and our local
communities in respect of our wider
responsibilities to society. The Board
appreciates and understands its responsibility
for maintaining our reputation for high
standards of business conduct, and it
recognises that social and environmental
responsibility are a key element of these
high standards. These important matters
will be on the Board'’s agenda for 2021
and beyond.

February

Pension funding

In February last year, the Board made an
important decision on the funding of our
commitments to the UK pension scheme.

In October 2019, six of our nine UK pension
schemes were consolidated into a single
scheme, with nearly 165,000 members —
of whom 150,000 have defined benefit
arrangements. The consolidation helped to
facilitate discussions between the Company
and the trustee on a proposal to accelerate
funding into the defined benefit sections of
the main UK Scheme. Following completion
of an actuarial valuation to determine the
level of funding deficit and engagement
with the trustee, the Board reviewed the
proposal to agree a new deficit recovery
plan. Under the proposal, the Company
would make a one-off £1bn payment in
April 2020 (to be funded by way of a bond
issue), followed by fulfilment of the existing
funding commitments of £490m by

31 March 2021.

The Board agreed the accelerated deficit

funding plan as proposed. In doing so it

had regard to a number of the factors

detailed in the Section 172 duty, including:

— the likely consequences of the decision
in the long term;

— the interest of employees and former
employees participating in the pensions
scheme; and

— the important stakeholder relationships
with the trustees and The Pensions
Regulator in the UK.
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The decision was also important in terms

of the Board's capital allocation policy.
Meeting its pension funding obligations

is one of the stated aims of this policy and
the use of debt finance to accelerate deficit
funding has enabled the Board to meet

its employee and pensioner stakeholder
commitments, whilst providing increased
flexibility in terms of other funding priorities.

March — December

Supporting employees

The Board'’s principal focus in the second
quarter of 2020 was the health and wellbeing

of our employees and supporting our
customers, suppliers and local communities.

Providing safe on-site working environments
was essential to maintaining our performance
and continuing to support our defence and
national security customers. The Board
considered how vital Personal Protective
Equipment (PPE) supplies were being utilised
and how workplaces were being adapted
to create safe working environments in
compliance with COVID-19 regulations.

As part of this, it received updates on our
close working relationship with the trades
unions in the UK and their support in
helping us manage workplace safety
matters during such difficult times.

Board members were keen to understand
the steps taken to maintain communication
with employees, who were working from
home or on site in new and challenging
circumstances. Directors were pleased

to see the agile and rapid deployment of
various means of communication across
the Company. These included the enhanced
roll-out of an employee app, which allowed
us to update employees directly and
immediately through their personal

devices and receive feedback from them.

In subsequent Board meetings following
the initial impact of COVID-19, directors
dedicated a significant amount of time

to better understanding workforce
matters. One such matter was that

of employee wellbeing, resilience and
mental health, particularly in regard

to the implications of lockdown and the
associated changes in work environment
and personal circumstances.



Non-financial information statement
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The following sections of the Strategic report entitled ‘The work of the Board’ and ‘Sustainability’ (pages 30 to 55) constitute the
Non-Financial Information Statement as required by the Companies Act 2006 as amended, together with the sections ‘Our business model’
(pages 6 and 7) and ‘Our stakeholders’ (pages 8 and 9) which are incorporated in this non-financial information statement by reference.

The Board engagement programme

was adapted to allow a degree of direct
engagement with employees. In the

second half of the year, the Chairman

and non-executive directors held a number
of video conferences with a variety of
colleagues from across our global employee
base. In these conversations, directors sought
feedback on the Company'’s response to

the pandemic and heard first-hand accounts
of the impact of COVID-19 on employees.
They also shared experiences of how we
were adapting to support customers,
suppliers and their communities.

Faced with the COVID-19 crisis, the Board
carefully considered the key steps to be
taken to safeguard the Company. Cash
expenditure was curtailed but it was agreed
that wherever possible we would continue
to fund matters that were important to the
long-term success of the Company. This
included our investment in the recruitment
and training of those just starting their
careers. As a result, we maintained our

UK apprentice programme, recruiting
approximately 750 apprentices in 2020,
and honoured our commitment to over
230 individuals recruited under our UK
graduate programmes and 260 graduates
within our US business. During the year in
Australia, the Hunter Class Future Frigate
programme continues to ramp up, creating
and sustaining over 5,000 jobs, including
1,000 apprentice and graduate roles over
the life of the programme.

Supporting suppliers
and serving customers

We have always understood the importance
of our suppliers to our performance, and
consequently our ability to serve our
customers. From the onset of the pandemic
we knew that the effectiveness of our
supply chain would be critical. We have
21,000 directly-contracted suppliers
worldwide. Given the nature of our
products, replacing a supplier at short

Companies Act 2006, Section 172(1)

notice is difficult, as everything from
major sub-assemblies to simple electrical
connectors are subject to engineering
and quality certification requirements.

At the beginning of the COVID-19
pandemic, the Board set out to understand
the steps being taken to monitor supply
chain performance and our ability to take
action where necessary. It understood

that maintaining cash flow through the
supply chain was critical. Our government
customers also appreciated this and they
provided excellent support in maintaining
payments — and in turn, we were able

to continue payments to suppliers. This
flow down of cash was essential to the
wellbeing of many companies within our
supply chain that had to cope with hugely
challenging trading conditions. The Board
also agreed that additional cash funding
should be made available from our resources
to maintain the viability of key suppliers, and
thereby support our performance and our
ability to serve customers. As a result, in 2020
we provided £151m of financial support,

by way of early or advance payments, to
around 200 suppliers across the Company.

April
Community support

During the year, the Board and the
Corporate Responsibility Committee
regularly discussed the impact of COVID-19
on our local communities and the ways in
which we could provide support.

The Board was proud of the Company’s
membership of the VentilatorChallengeUK
consortium. We were able to support
the communities in which we operate as
they responded to the pandemic through
donations of approximately 150,000
items of PPE to healthcare workers in the
US and UK. Additionally we were pleased
to have been able to provide financial
support to healthcare providers and

local charities.

“A director of a company must act in the way, he considers, in good faith, would be most likely
to promote the success of the company for the benefit of its members as a whole, and in doing
so have regard (amongst other matters) to the following factors:

(a) the likely consequences of any decision in the long term;

(b) the interests of the company’s employees;

(c) the need to foster the company’s business relationships with suppliers, customers and others;
(d) the impact of the company’s operations on the community and the environment;
(e) the desirability of the company maintaining a reputation for high standards of

business conduct; and

(f) the need to act fairly as between members of the company.”
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We have a large share register with
thousands of individual shareholders.

We appreciate the importance of
maintaining contact with shareholders
but nevertheless, over time, for various
reasons we lose contact with some
shareholders. Having reviewed our register,
there were a number of shareholders who
we had not been able to contact for over
12 years, we therefore implemented an
intensive tracing and asset reunification
programme to try to reunite these
shareholders with their unclaimed assets.

A number of companies have utilised
provisions within their Articles of
Association and undertaken unclaimed
asset exercises with the proceeds from
the sale of such assets used to fund
good causes. Our Articles of Association
are similar, and it was proposed that

we undertake such an exercise.

The Board reviewed a proposal for an
unclaimed asset programme, with the
net proceeds from any shares sold used
to support the local communities in which
we operate. The proposal was put to the
Board and, having regard to community
and social interests, it was approved.

The share forfeiture was completed
during the year, with £3.6m being made
available to fund community support
projects — this being in addition to our
regular funding for community initiatives.

Stakeholder engagement

The Company engages with a variety of
stakeholders on a regular basis. Feedback
is received at a number of different levels
and helps inform numerous decisions
made on a delegated basis across the
Company - but within the highly developed
governance structure approved and
overseen by the Board. Stakeholder
feedback is also received by the directors,
either directly, via executive management
or through formal reporting processes.
Further information on stakeholders and
how we engage can be found in the
following sections of this Annual Report:

Page 08
Our stakeholders

Page 43
People

Page 50
Supporting our local communities

Page 116
Corporate Responsibility Committee report
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The work of the Board
continued

April - July
Dividend decisions

As with many businesses, the lockdown
measures used to manage the COVID-19
pandemic required the Board to understand
urgently the possible stresses that a lengthy
shutdown of operations would have on
finances. Facilitated by the Group Finance
Director, the Board reviewed the output
from a scenario-based exercise, which
modelled potential impacts of the
pandemic. These ranged from moderate
disruption to activity and supply chain
effectiveness, through to severe operational
disruptions for an extended period of time.
Cash flow was the key consideration in all
the scenarios, and measures were taken
immediately to conserve cash.

The Board held a special meeting at the
beginning of April to consider the potential
impact the pandemic could have on
employees, customers, suppliers and our
finances, and take any short-term actions as
may be necessary to protect the Company
and promote its success in the longer term.

Given the level of uncertainty at the
beginning of April, the Board considered
whether it would be prudent to defer

the payment of the final dividend for 2019,
due to be paid in June and requiring a
cash outflow of approximately £442m.

It considered the various stakeholders that
had an interest in the long-term success

of the Company — including employees,
customers and suppliers. The Board was
equally conscious of the importance of the
dividend to shareholders. Having weighed
up the various factors, and taking into
account the high level of uncertainty at the
time, the Board believed that it was in the
best interest of all stakeholders to defer the
final dividend in the short term and review
the matter later in the year when there
would be greater clarity as to the impact
of the pandemic.

The Board reconsidered the payment of
dividends at the end of July, when the
half-year results were available. A great deal
had been achieved in the four months since
the dividend deferment decision, and many
of our defence operations had well over
90% of employees working. There was

real evidence of the Company’s adaptability
and resilience, plus we had supported our
customers and they had supported us
through a very difficult period. We engaged
with many of our larger shareholders, and
also heard from a number of smaller
shareholders, and understood the
importance of corporate dividends to the
wider economy and to individuals for whom
this was a significant part of their income.
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Having considered what was in the

best long-term interests of the Company
and having had regard to shareholder

and broader stakeholder interests, the
Board agreed that the deferred dividend
should be paid in September. Based on
the performance of the Company in the
year to date, it also decided that an interim
dividend should be paid in November, in
line with our usual dividend timetable.

October — November

Shareholder engagement

COVID-19 restrictions meant that the
non-executive directors were unable to
meet personally with a number of major
shareholders as originally planned for 2020.
However, we did hold a Board governance
event by videoconference, which was
attended by 30 shareholders and investors.
The Chairman and the non-executive

chairs of our principal board committees

led the event, and they answered questions
submitted by attendees. We also maintained
our usual investor relations programme
throughout 2020, with the Chief Executive
and Group Finance Director holding investor
meetings, albeit virtually.

The Chairman held regular meetings with
shareholders during the year. These were
focused largely on governance matters,
rather than the financial and operational
performance agenda that is the principal
focus of the investor meetings conducted
by the executive directors. The latest series
of these meetings was in October, when the
Chairman met with 13 major shareholders
based in the UK and US. A range of matters
were discussed, including capital allocation
policy, Board development, how the Board
facilitates its understanding of the changes
in technology and the need to ensure that
Environmental, Social and Governance (ESG)
reporting was focused on the key metrics
widely used by shareholders. In November,
we hosted a Governance seminar wherein
we provided investors with an overview

of the Board governance, culture, purpose
and our response to COVID-19. The Chairs
of each Committee gave an overview of
activities of their respective committees
during the year and forward-looking plans
into 2021 and beyond. The Chairman
produced detailed reports on each meeting
and shared the feedback with all Board
members. This helped facilitate an item

on the November Board meeting agenda on
shareholder engagement, during which the
directors considered what we had heard
from shareholders in the second half of

the year.
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Our major programmes and markets update
gave investors an opportunity to hear from
our Chief Executive, Group Finance Director
and President and Chief Executive Officer,
BAE Systems, Inc. Investors were given an
overview of the performance of our
businesses and a market update.

November

Strategy and long-term
decision-making

The Board is responsible for setting the
Company’s strategy and promoting

the long-term sustainable success of the
Company. The annual review of strategy is
a key part of the Board’s annual programme,
providing time for all directors to consider
strategic changes in markets and technology,
make decisions on our priorities for future
growth and understand the actions
required to achieve our strategic aims.

At the same meeting, the directors review
and agree the latest iteration of our rolling
five-year business plan and make decisions
regarding the risk appetite in pursuit of

the business plan. In 2020, the Board
considered the likely long-term market
trends in defence and aerospace markets,
focusing on:

— multi-domain autonomous systems and
networking;

— low earth orbit space; and
— sustainability-driven product innovation.

The Board reviewed these markets and

their alignment with our existing products
and technology, over the next decade

and beyond. For example, it was recognised
that we currently have a significant presence
in the hybrid-electric transit bus market

— founded on the power management
capabilities in our US electronic aircraft
engine controls business. We are developing
all-electric bus solutions and see longer-
term opportunities to use our power
management expertise for other transport
solutions, including electric propulsion

in aircraft. The Board confirmed its
commitment to developing our position

in this market and continuing to assess

the opportunities that may be available

to us in adjacent sectors.

The Board will continue to review progress
in developing our approach to future
business and the long-term alignment of
the Company to access agreed strategic
growth paths.



December

Retention of the Chief Executive

During the last quarter of 2020 our

Chief Executive received an unsolicited

offer of a role in another major international
company. Given his commitment to the
Company, prior to making a decision, he
chose to share details of the opportunity
with the directors. The Board valued the
significant contribution he has made since
his appointment and recognised the
importance of his leadership role at a critical
time in the development of the Company.
Accordingly, the directors decided that steps
should be taken to secure his leadership

of the Company.

In the three years that he has been in post,
considerable progress has been made in
the strategic development and operational
performance of the business. The directors
considered the risks to the Company and
its stakeholders that could result from the
loss of a high-performing Chief Executive
and the difficulty in replacing him given
not only the demands of the role but also
the UK nationality requirement enshrined
in our Special Share provisions.

As part of its long-term succession plans,
the directors had successfully managed
changes to the other two board-level
executive roles earlier in the year. With
those recent changes in mind, the directors
agreed that it was particularly important to
maintain the continuity of leadership and
experience provided by the Chief Executive.

The directors were also aware of their
Section 172 duty to promote the success of
the Company and in doing so have regard
to certain stakeholder considerations.
Consequently, the Board reviewed the likely
consequences of their decision in the long
term and, amongst others, the interests of
shareholders, customers and employees.

As detailed opposite, during October and
November the Chairman had met with a
number of major shareholders and, during
discussions largely on governance matters,
had sought views on the management of
the Company, and the performance of the
Chief Executive in particular. This feedback,
which was relayed to the directors by the
Chairman, had been universally positive.

Given the nature of the issue, it was not
possible to consult with shareholders prior
to considering the matter but subsequent
engagement with shareholders, whose
holdings represent around 60% of our
issued share capital, has been positive
and broadly supportive of the decision.

Based on previous feedback from
customers, the directors also believed
that continuity in leadership was crucial

in maintaining customer relationships

and in sustaining the progress made in the
execution of major defence programmes
that are vital to the long-term success of
the Company.

Having considered the interests of various
stakeholders and what was in the best
long-term interest of the Company, the
directors determined that they should seek
to retain Dr Woodburn. They also agreed
that his then remuneration appeared to
no longer reflect his value to the Company
or, in light of the offer he had received,

his standing in the market. It asked the
Remuneration Committee to review

the matter with a view to retaining
Charles Woodburn as Chief Executive.
Details of the one-off and exceptional
decisions it subsequently made are detailed
in the Remuneration Committee Report
on pages 124 to 128.

High standards of business conduct

Our Code of Conduct, Operational
Framework and Supplier Principles —
Guidance for Responsible Business, set out
our expectations for employees, business
partners and suppliers. We believe upholding
high standards of business conduct is
essential in promoting the long-term
sustainable success of the Company, and is
crucial to our relationship with stakeholders.

To ensure that the Code of Conduct remains
current and continues to reflect best
practice, it is subject to a triennial review
process. Such a process was completed in
2020 and the Board reviewed and approved
the revised Code.

The defence industry is subject to strict
regulatory controls. In line with customer
and other stakeholder expectations, we
maintain rigorous internal controls which
govern what we sell and who we sell to.

Our Product Trading Policy and Responsible
Trading Principles help us to thoroughly
evaluate the opportunities we pursue and
underpin all of our business activity:
— we understand and support our
customers’ national security and
other requirements;
— we work to our values in all that we do;
— we assess carefully our products and
services with the objective that neither
we nor our customers are exposed
to significant reputational risk; and
— we are as open as practicable about
the nature of our business.
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During 2020 we commenced a review
of our Supplier Principles which will be
concluded in 2021 to further strengthen
our sustainability agenda.

We regularly engage with our customers
and review a variety of stakeholder
feedback in order to ensure we continue
to meet stakeholder expectations in the
conduct of our business operations.

Environmental commitment

We recognise the environmental impact
of our global operations and are committed
to the development and implementation
of a long-term decarbonisation strategy.
Our Chief Executive is the owner of the
Environmental Policy that explains our
commitment to address the environmental
impacts resulting from our operations

and products. The Board and Corporate
Responsibility Committee support the
Chief Executive in ensuring that there is
an appropriate environment and climate
change programme across the Group.

We sought the views of our stakeholders
to ensure that we were aligned in our
environmental ambitions. Our customers'’
views and country goals in respect of
carbon reduction were taken into account
when formulating our environmental
ambitions. Throughout the year, the
Chairman met with investors and discussed
our Environmental, Social and Governance
(ESG) agenda. This gave shareholders

the opportunity to provide their views

on the Company'’s obligations in respect
of the environment and particularly our
responsibilities in tackling climate change.
Additionally, during virtual get-together
meetings hosted by the Chairman and
the Chief Executive, employees sought to
understand the Company’s approach

to reducing carbon emissions and
employees were given the opportunity

to provide feedback.

In September, taking into account
various stakeholder views, the Corporate
Responsibility Committee reviewed a
proposal for the Company’s net zero
strategy and sought to understand the
infrastructure and activity required.

Following a thorough review, the Company
was able to set the target of achieving net
zero greenhouse gas emissions across our
operations by 2030.
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Sustainability

Our sustainability agenda
and governance

We are a business that operates responsibly and sustainably,
supporting performance by managing both current and future

risks and opportunities.

Introduction

Sustainability is important to us and to all
of our stakeholders. At BAE Systems we
serve, supply and protect those who serve
and protect us, in a corporate culture that
is performance driven and values led.

Our sustainability agenda supports this
purpose and our important role in society
by reducing the environmental impacts

of our operations and products, valuing
and developing our people, making a
positive social and economic contribution
to our communities, developing innovative
technologies and collaborating with our
supply chains.

This approach is fundamental to

our business performance and aligns
stakeholder priorities with the Group’s
Environmental, Social and Governance
(ESG) risks and opportunities so that
we can deliver positive outcomes for
our stakeholders.

Our sustainability agenda

Our sustainability agenda incorporates
the following priorities.

Environment

— Environment and climate change -
the risk that climate change will have
a significant and lasting impact on global
economic growth and prosperity is a
factor that we recognise and are
responding to.

Social

— People - our ability to deliver against our
strategy is dependent on recruiting and
retaining people with appropriate skills.

— Safety and wellbeing — ensuring a safe
and constructive working environment is
a fundamental responsibility.

— Human rights — we are committed to
respecting and upholding human rights
wherever we operate, in respect of
activities under the full, direct control
of the Company.
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— Social impact — making a positive social
and economic contribution to the
communities in which we live and work
by contributing to activities and
organisations that align with our values
and business objectives.

— Investment in technology and
research and development —
technology and innovation underpin
our strategy and the development of
our products and services.

Governance

— Governance and business conduct
—our licence to trade is dependent
upon adherence to all relevant laws
and regulations, robust governance and
policies and high standards of conduct
and behaviour.

— Responsible supply chain — our
responsibilities and ability to operate
require a sustainable supply chain.
We also recognise the potential risks
associated with an extensive supplier
network, such as modern slavery and
human trafficking.

Our approach to Environmental,
Social and Governance factors

Our sustainability agenda incorporates
Environmental, Social and Governance
(ESG) considerations that affect the
success of our business. Our agenda
provides a framework for how we do
business. It is driven from the top by

our Chief Executive who has primary
responsibility for delivery of the Group's
strategy. He is supported on sustainability
matters by the Group Director Governance,
Conduct and Sustainability who advises
on our sustainability strategy with input
from a wide range of stakeholders.

Our Board Corporate Responsibility
Committee is dedicated to the oversight
of many aspects of the Company’s
performance in sustainability, including
governance and ethics, and it takes a
longer-term view in reviewing challenges

and opportunities in this area (see page 116).

Investors are increasingly reviewing ESG
issues that influence companies’ long-term
success and considering these factors in
their decision-making.
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When we think about what is material, we
consider how our approach to sustainability
will drive success, contribute to our wider
communities and reduce our impact on

the environment. Our global footprint and
wide range of products and services means
that our markets are subject to significant
shifts and challenges in geopolitics,

public spending and security priorities,

and engineering and cyber technology.

\We monitor and respond to these changes
as part of our business operations.

Our approach to UN Sustainable
Development Goals

We support the UN Sustainable
Development Goals (SDGs) and remain
committed to driving progress on specific
goals that are aligned to our sustainability
agenda. The SDGs provide a framework for
development and address the challenges
that the global population faces from
tackling climate change and environmental
risks through to managing societal needs
and building economic growth.

During 2020, we reviewed the SDGs that
the Company can directly contribute to

by progressing its sustainability agenda.
The Company is committed to contributing
to the four SDGs on the following page,
by leveraging the individual elements of
our sustainability agenda which will drive
change for the Company and its wider
stakeholders and communities. The global
nature of our business means that some of
our programmes may influence other SDGs.
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Our sustainability agenda contributes to the following Sustainable Development Goals:

Quality education

We work closely with schools, colleges
and universities as well as engineering
and business organisations in our
principal markets to promote and inspire
people to pursue careers in Science,
Technology, Engineering and Maths.

We create employment opportunities
across our organisation via our apprentice,
graduate, career development and
recruitment programmes to help increase
youth and adult employment.

We will continue to support and encourage
our employees to develop their skills to
engage in lifelong learning via our training
and development programmes.

Industry, innovation
and infrastructure

We structure our R&D activities around

our business and product strategy, ensuring
a clear focus for our R&D spend. We also
continuously scan the horizon for new
technologies and developments in defence
technology around the world.

As well as partnering with our customers,
we work with other companies and academia
to invest in technologies and assets that
complement our existing capabilities and
our future product development.

— Approximately 750
apprentices recruited
as part of our 2020
intake in the UK.

— 170 graduates recruited
in the UK in 2020 as well
as 60 undergraduates
(12-month industrial
placement).

QUALITY
EDUCATION

(]

INDUSTRY, INNOVATION
AND INFRASTRUCTURE

&3

— £236m invested in
research and development
by the Company in 2020.

— Patents and patent
applications covering
approximately 2,500
inventions internationally.

— £11bn spent with
21,000 directly
contracted suppliers.

— 81" hours of training per
employee? in 2020.

— £1,700" invested in
training per employee
in 2020.

— 40% of global hires

recruite