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This document comprises BAE Systems plc’s annual accounts and report for the purposes of Section 423

of the Companies Act 2006.

The information in this Annual Report, which was approved by the Board of directors on 20 February 2024,
does not comprise statutory accounts within the meaning of Section 434 of the Companies Act 2006. Statutory
accounts for the year ended 31 December 2023, which contain an unmodified audit report under Section 495 of
the Companies Act 2006 (which does not make any statements under Section 498 of the Companies Act 2006),
will be delivered to the Registrar of Companies in accordance with Section 441 of the Companies Act 2006.

Please note that throughout this document graphical representation of component parts may not cast due

to rounding.

To be the premier
international defence,
aerospace and security
company.

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

To 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.

How our purpose connects to our strategy

Our strategic framework

How our purpose connects to our culture

Our stakeholders

The work of the Board
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Our 2023 financial highlights

Financial performance measures

Financial performance measures

defined by the Group' derived from IFRS?

Sales Revenue

25,284 23,078
£25,284m III £23078m g I
9% growth? 2021 2022 2023 9% growth 2021 2022 2023
Underlying earnings before interest and tax (EBIT) Operating profit

2,682 2384 | 2573
£2,682m III £2,573m I
9% growth? 2021 2022 2023 8% growth 2021 2022 2023
Underlying earnings per share (EPS) Basic EPS
14% growth? 2021 2022 2023 20% growth 2021 2022 2023

2,593

Net cash flow from operating activities

£3,760m

£643m higher 2021 2022 2023 £921m higher 2021 2022 2023
Order intake Order book

£377bn I £58.0bn

£0.6bn increase 2021 2022 2023 £9.1bn increase 2021 2022 2023

Order backlog
£69.8bn I
£10.9bn increase 2021 2022 2023

Dividend per share

30.0p

11.1% growth 2021 2022 2023

R 75% of the UK executive directors’ annual bonuses are based on the achievement of financial KPIs (see page 26).
[ KPi | References to key performance indicators (KPIs) throughout the Annual Report.

1. The definition and purpose of all performance measures defined by the Group is provided in the Alternative performance measures section on page 227.
2. Growth rates for Sales, Underlying EBIT and Underlying EPS are on a constant currency basis (i.e. current year compared with prior year translated at current year
exchange rates). The comparatives have not been restated. All other growth rates and year-on-year movements are on a reported currency basis.

3. International Financial Reporting Standards.

4. For 2021, underlying EPS was 50.7p including a one-off tax benefit of £94m resulting from agreements reached regarding the exposure arising from the April 2019
European Commission decision regarding the UK’s Controlled Foreign Company Regime and the impact of the UK tax rate adjustment.

€707 10day [enuuy d|d swaisAs Jvg
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Our business at a glance

At BAE Systems, we provide some of the
world’'s most advanced, technology-led
defence, aerospace and security solutions.

We are a workforce of 99,800' highly skilled people in more than 40 countries.
Working with our customers and local partners, we develop, engineer, manufacture
and support products and systems that deliver military capability, protect national
security, and keep critical information and infrastructure secure.

We maintain leading positions in major defence and security markets around the
world — including the US, UK, the Kingdom of Saudi Arabia and Australia — as well
as established positions in a number of other international markets.

2023 sales?
A US 42%
£25284m i}
/ C Kingdom of Saudi Arabia 11%
D Australia 4%
E Other international markets 17%

2023 revenue

£23,07/8m ’

Total employees' Employees' by location
A US 31,600  31%
B UK 45,700  46%
) C Kingdom of Saudi Arabia 6,700 7%

D Australia 5,700 6%
E Other 10,100 10%

1. As at 31 December 2023 and including share of equity accounted investments.
2. Sales is defined in the Alternative performance measures section on page 227.
3. The Group has five operating sectors which, together with HQ, make

its six operating segments as defined by IFRS 8 Operating Segments.

We focus our
operations in
five” key sectors:

Sales?® by sector

Electronic Systems
Platforms & Services
Air

Maritime

Cyber & Intelligence

NhWN=

d

EMPLOYEES

Employees' by sector

22%
15%
32%
22%

9%

1 Electronic Systems 17,500
2 Platforms & Services 11,900
3 Air 26,000
4 Maritime 27,500
5 Cyber & Intelligence 11,000
6 HQ/Other 5,900

17%
12%
26%
28%
11%

6%

Our key programmes and franchises Page 04 —
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Electronic Systems

Electronic Systems comprises the Group’s US- and
UK-based electronic solutions, including electronic
warfare systems, navigation systems, electro-optical
sensors, military and commercial digital engine

and flight controls, precision guidance and seeker
solutions, next-generation military communications
systems and data links, persistent surveillance
capabilities, space electronics and electric drive
propulsion systems.

Platforms & Services

Platforms & Services, with operations in the US,
Sweden and the UK, manufactures and upgrades
combat vehicles, weapons and munitions, and
delivers services and sustainment activities, including
naval ship repair and the management and operation
of two government-owned ammunition plants.

Alr

Air comprises the Group’s UK-based air build and
support activities for European and international
markets, US programmes, development of Future
Combat Air Systems and FalconWorks®, alongside
our business in the Kingdom of Saudi Arabia and

interests in our European joint ventures: Eurofighter
and MBDA.

Our markets -

Our financial review -

Segmental review

Our sustainability agenda

€707 1oday |enuuy d(d SwaisAs 3vd
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Our key programmes and franchises

We have strong technological

and programme diversity
across our sectors.

Sales' by key programme

Electronic Systems

A Defence electronics
F-35 Lightning |l
Commercial
avionics equipment
Commercial other
Space

Platforms & Services

D
A Combat vehicles

US naval ship repair
Munitions
Weapon systems

Typhoon

Tornado
Weapons Systems
F-35 Lightning |l
Other

Maritime
E‘ Submarines
) Complex warships
UK naval support
Munitions
Other

~

1. Sales is defined in the Alternative performance
measures section on page 227.

Defence electronics

Design, manufacture and support of
electronic systems across a range of US and
other allied nations’ military programmes,
including a leadership position in the
electronic warfare market. Our presence on

a wide range of US fixed and rotary wing
platforms, a 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, as well as aftermarket
support services. We are a leading supplier
of engine controls for General Electric and
a major supplier of flight control electronics
for Boeing and other manufacturers.

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 our
37.5% interest in MBDA, missiles and missile
systems. We operate and manage two
complex US Army ammunition plants that
produce energetics for insensitive munitions
and propellant grains.

Aircraft

Prime contracting, systems integration, rapid
engineering, manufacturing, maintenance,
repair and upgrade, and military training

for advanced combat and trainer aircraft.
BAE Systems has a significant workshare

on the world’s largest defence programme,
F-35 Lightning II, which includes design

and manufacture of sub-assemblies in

the UK, including the aft fuselage and
empennage, and provision of equipment

in the US, including the electronic warfare
suite. Production levels are at full-rate and
expected to be maintained for over a decade,
based on a programme of record of more
than 3,000 aircraft.

Manufacture of Typhoon major units and
final assembly of aircraft. Expansion of the
capabilities of the aircraft with the E-Scan
radar and ongoing development of new
technologies aligned with the UK Combat
Air Strategy and capabilities required for
the Global Combat Air Programme
(GCAP). Typhoon manufacturing is
currently underpinned by orders from
Qatar, Germany and Spain which will
ensure continuity of production.

Air support and training

Provision of support to operational capability,
including maintenance, support and training
for Typhoon aircraft in service with air forces
in the UK, Kingdom of Saudi Arabia, Qatar
and Oman. 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. Contracts to
support Hawk aircraft across 14 countries
and support for the F-35 Lightning Il fleet
around the globe, including in-country
support in the UK and Australia.

Space

Leading capabilities in radiation-hardened
electronics for spacecraft and satellites.
Our orbital expertise, combined

with next-generation ground resiliency
and data analytics solutions, helps to keep
assets performing effectively in the harsh
environments of space. Following the
acquisition of In-Space Missions in 2021,
we are one of a small number of British
companies with the capability to design,
build and operate Low Earth Orbit satellites.
The acquisition of Ball Aerospace will add
significant additional capabilities in the
design, build and operation of satellites
and satellite systems.

Ball Aerospace

In August, we announced a Stock
Purchase Agreement to acquire the
US-based Ball Aerospace business,

a leading provider of spacecraft, mission
payloads, optical and antenna systems,
from Ball Corporation for $5.5bn
(£4.4bn). The acquisition completed

in February 2024.

www.baesystems.com/article —



https://www.baesystems.com/en/article/bae-systems-completes-acquisition-of-ball-aerospace

Strategic report Governance

Financial statements Additional information

05

Submarines

Design and manufacture of seven Astute
Class nuclear-powered attack submarines
for the Royal Navy. The first four Astute Class
submarines are in operational service with
the Royal Navy, while the fifth boat exited
our Barrow shipyard to commence sea trials
in February 2023. The remaining two 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 three
Dreadnought Class boats is underway, with
production on the programme to continue
into the 2030s. Early design and mobilisation
activities are underway on the SSN-AUKUS
programme, which will deliver a replacement
for the Astute Class.

AUKUS

In March 2023, further announcements
were made as part of the AUKUS
trilateral agreement between Australia,
the UK and the US. Australia and the UK
will operate SSN-AUKUS as their
submarines of the future, with funding of
£3.95bn awarded from the UK Ministry
of Defence for the next phase of the
UK'’s next-generation nuclear-powered
attack submarine programme.

www.baesystems.com/article —

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, we have facilities
located on the Atlantic and Pacific coasts.

In the UK, we support the operation of

HM Naval Base Portsmouth on behalf of the
UK Ministry of Defence. Our key customers in
the US, UK, Australia and Canada are looking
to extend and modernise their fleets in the
coming years.

Complex warships

Design and manufacture of eight Type 26
frigates for the Royal Navy. The first four
frigates are under construction, with the
first Type 26 expected to be delivered in

the mid-2020s. Contract signed in 2018 with
the Australian Government that provides the
framework for the design and manufacture
of Hunter Class Frigates, with construction
commencing during 2023 on the first
schedule protection block following successful
completion of the Preliminary Design Review.
Provider of the warship design for the
Canadian Surface Combatant programme.

Sustainable technology

Recognised provider of electric drive systems
for low and zero emission propulsion systems
with an extensive installed base on urban
transit buses. We are leveraging our existing
product portfolio and advancing sustainable
vehicle mobility, efficiency and capability for
a range of applications in public transit,
maritime, air and military markets.

Uncrewed and future

air system capabilities
Development of future air system
capabilities, including joint investment
with the UK Government and industry
in a next-generation combat air system
under the Tempest programme, which
was launched in 2018 in support of the
UK Combat Air Strategy. The Tempest
programme is progressing, with the
development of a new flying combat air
demonstrator, set to fly within the next
four years. Together with our partners,
we are currently working on more than
60 technology demonstrations under
an initial Concept and Assessment Phase

Global Combat Air Programme

Ministers from Italy, Japan and the UK
signed an international treaty to develop
an innovative stealth fighter under GCAP
in December and confirmed that the joint
GCAP government headquarters will be
based in the UK. Following the industry
collaboration agreement announced in
September, as the UK's industry lead,

we continue to work closely with our
partners Mitsubishi Heavy Industries

in Japan, and Leonardo in Italy, to
determine the future joint business
construct, which will also be
headquartered in the UK.

www.baesystems.com/article —

PhotgsdsiArmy

Armored Multi-Purpose Vehicle
moves to full-rate production

Following prior funding for early order
materials, in August, the US Army moved
forward on the AMPV programme, with
cumulative funding of $797m (£641m)
to begin full-rate production. We look
forward to continuing to partner with
the US Army on this critical programme.

www.baesystems.com/article —

contract. In 2022, The governments of
the UK, Italy and Japan announced their
intention to work together to build on the
progress of the Team Tempest partnership
under GCAP.

Combat vehicles

In the US, we build and upgrade a number
of tracked combat vehicles including: the
Bradley Fighting vehicles, M109 self-propelled
howitzers, Armored Multi-Purpose Vehicles
(AMPVs) and M88 recovery vehicles, and
we manufacture amphibious combat
vehicles (ACVs) for the US Marine Corps
and international customers. The Hagglunds
business in Sweden builds, upgrades and
supports the CV90 and BvS10 tracked
combat vehicles. In the UK, we upgrade,
build and support vehicles for the British
Army through our joint venture with
Rheinmetall, RBSL.

Cyber security
and intelligence

Delivery of a broad range of intelligence,
security and synthetic training services to
enable military, intelligence and civilian
branches of the US Government to recognise,
manage and defeat threats. Support to UK
and overseas governments and government
agencies in their intelligence missions. The
heightened threat environment and more
sophisticated technology are leading to
increased government cyber spending in
markets including the US, UK and Australia,
and we are well placed to support our
customers in these markets.

€70z 1oday |enuuy d|d SWaisAs 3vd
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Chair’s letter

Dear Shareholders

This is my first letter to you as Chair since
taking over from Sir Roger Carr after the
AGM in May last year. It has been a dynamic
and rewarding year in which the Company
has continued to perform strongly, both
financially and operationally. During 2023,
we have sadly seen geopolitical instability
increase and, as one of the world’s largest
defence contractors, BAE Systems has
continued to play a leading role in supporting
our government customers in the elevated
threat environment.

Firstimpressions

| have very much enjoyed getting to know
the business better, visiting many sites and
meeting colleagues across the business. It is a
privilege to chair such an important Company
that, in my view, has often understated its
achievements and unique qualities. One of
my strongest impressions has been the
incredible sense of purpose that our people
have across the Company. They understand
the importance of the role that we play in
national defence. “To serve, supply and
protect those who serve and protect us” is

a phrase | have heard often and it clearly
defines what we do. This purpose is integral
to our culture and values.

BAE Systems has a critical role to play in
defence and cyber security in our core markets
in the UK, US, Australia and the Kingdom

of Saudi Arabia and in other countries where

we operate through government relationships,

such as in Ukraine. The case for defence is
very clear; investment in defence is required
to help to grow geopolitical stability and

As one of the world's
largest defence contractors,
our technology, capabilities
and global footprint ensure
we play a leading role in

supporting our government
customers in meeting the
elevated threat environment.

prosperity, and it is also needed to protect
countries and citizens from threats, and
protect free trade. The defence sector also
delivers economic prosperity, through
creating jobs, building skills and investing
in communities, as well as developing new
technologies with varied applications.

Technology is at the heart of much of what
we do; we continue to build on our portfolio
of products for air, sea and land and also
develop cutting-edge technologies fit for
the challenges of a digital world where
multi-platform communication is key.

Under the strong leadership of Charles
Woodburn and the rest of the executive
team, BAE Systems has evolved into a
forward-looking, technology-led defence
Company, with a unique international
customer base. We have a strong base
from which we are driving what we expect
to be a period of sustained top-line growth.
Our management continues to focus intently
on operational excellence, especially in the
execution of our key programmes.

Progressing our strategy

2023 has been a busy year for the business
with significant agreements on SSN-AUKUS
and GCAP that will underpin the Company’s
long-term prospects. We announced the deal
for Ball Aerospace, a leading company in the
military and civil space domain, our largest
ever M&A transaction. This acquisition will
enable us to accelerate our growth in the
expanding space market. We have also
continued to support our key customers

in their response to the invasion of Ukraine,
and in their other activities.

Against this backdrop of strategic progress,
we have delivered another year of strong
financial performance with a record order
book, 9% sales growth and profitability
underpinned by good operational
performance across all sectors, and strong
cash flow. This has continued our good
track record and is delivering on our
value-compounding model.

As we expand to deliver new programmes,
like SSN-AUKUS and GCARP, it is critical that
we develop the right skills in our employee
base. | am proud that, in 2023, we had
¢.5,500 graduates and apprentices in training
in the UK alone, and we are one of the
largest private sector apprentice and graduate
hirers in the UK. We continue to develop new
engineering, manufacturing and training
facilities for our expanding workforce, and

to invest in the local communities where

we have major operations.

We remain focused on developing world-
class future technologies to support our
customers’ needs, with total R&D spending
increasing year-on-year.

Our ESG priorities dovetail with our overall
mission. We are aware of the impact that our
activities have on the environment, backed
up by data we gather, and we remain focused
on our journey to Net Zero. As one of the
UK'’s largest manufacturers, and with
operations in over 30 states in the US, we
have a major social and economic impact in
both countries. All of our activities take place
within a clear governance framework led by
the Board.
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Across my site visits, | have been impressed
by the sense of mission and purpose amongst our
employees, and the positive role we play in the
communities we operate in.

Cressida Hogg CBE
Chair

Capital allocation

Financial and operational discipline has
contributed to strong performance and
allowed the Board to balance investing for
long-term growth with allocating capital for
shareholder returns. The ongoing share
buyback programme and dividend payments
distributed significant capital to shareholders
through the year. Capital allocation remains
a key focus for the Board and is regularly
discussed in our strategic planning and
budget approval sessions.

With the business well positioned for the
future, the Board has recommended a final
dividend of 18.5 pence per share, making

a total dividend of 30.0 pence per share
for the full year. This is an increase of 11.1%
on last year and represents the 20th year
of dividend growth for the Company.

Governance

Good governance is fundamental to the
long-term success of the Company and is
covered in more detail in the annual report
on pages 80 to 140.

A change of Chair allows for a proper A fundamental responsibility for any Board is
review of the governance structures and planning for orderly management succession.
processes already in place. Overall, our | am very much enjoying working with
existing governance practices are robust Charles and his management team. However,
and continue to evolve. A key ongoing all companies must have resilience and be
project is refreshing our approach to risk able to maintain momentum through
management and assurance, in line with management change. | am working with
changes in governance standards. the Board to refresh our succession planning

processes to ensure we identify potential
and talent internally and externally.

Board changes

The composition and evolution of our Board
are important and activity is focused on
ensuring we continue to be well positioned
to support the business in what should be

a period of sustained growth, even as the
Board evolves.

Sir Roger Carr, who retired as Chair in May
2023, had led the Board for over nine years.
There have already been many tributes paid
to Sir Roger and the legacy he has left here.
| would like to thank him again on behalf

of the Company for all he achieved. His
experience, knowledge and passion for
what we do were evident to all who met
him and we wish him the best for the future.

We also sadly said farewell to Chris Grigg,
our Senior Independent Director (SID), at

the end of 2023 after nearly a decade on

the Board. | am personally grateful to Chris
for extending his tenure to provide continuity
through the Chair transition, and would like
to thank him for the outstanding contribution
he has made on our Board. | am pleased

that Nicole Piasecki has agreed to take on
the role of SID in addition to chairing the
Remuneration Committee. As a significant
proportion of our turnover and shareholder
base is in the US, it seems timely to have a
US citizen as SID.

| am delighted that Angus Cockburn joined
the Board at the end of 2023. Angus brings
deep financial and commercial expertise

to the Board from his executive career

(see page 82 for more detail).

Finally, I would like to thank all of our
colleagues for their contribution to our
strong performance this year. The dedication
and skills of our workforce are at the heart
of the Company’s culture and success.

Cressida Hogg CBE
Chair

€707 1oday |enuuy d(d SwaisAs 3vd
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Chief Executive's review

2023 saw another stand-out year of order flow on

new and existing programmes, renewals on incumbent
positions and a strong opportunity pipeline. These
underpin our confidence and visibility for good top-line
growth in the coming years, while we continue
reinforcing our value-compounding model with a
sharp focus on operational performance and disciplined

capital allocation.

Overview

| am pleased to report that BAE Systems
delivered another year of strong operational
and financial performance in 2023, despite
continued global supply chain disruptions
and high inflation.

These pressures are starting to recede and
we have entered 2024 with a compelling
competitive position, thanks to our portfolio
and geographic diversity, and multiple new
business opportunities, including the
acquisition of Ball Aerospace — all of which
point to another productive year for BAE
Systems and our shareholders.

2023's successes were undoubtedly driven
by our people, their unwavering focus on
our purpose of protecting those who protect
us, and a values-led culture, committed to
sustainable business practices, inclusion, a

robust governance structure and high ethical
standards. The global events of recent years
have reinforced the essential role of the
defence industry in helping governments
protect their countries and citizens.

2023 operational performance

Overall, we have made strong operational
progress and advanced the strategic
objectives we have been pursuing for

the past several years.

Our focus on operational excellence continues
to benefit our customers and shareholders,
especially as we execute on complex,
long-duration programmes like Dreadnought,
Type 26 and Hunter Class frigates, Typhoon
and F-35 jets, electronic warfare systems,
combat vehicles, and many other
programmes. This relentless focus on
delivering for our customers has positioned

the Group as a trusted supplier of advanced
technology solutions and industrial
capabilities to help customers achieve their
critical national and global security missions.

2023 financial performance

Our key financial measures of order

intake, sales, underlying EBIT, underlying EPS
and free cash flow all increased, amidst

a high inflation environment. This was only
possible because of the excellent work of
our employees on programme execution,
our discipline on contracting and meaningful
internal efficiency efforts.

On a constant currency basis, we grew
order backlog by 21%, sales by 9% and
underlying EPS by 14%. We delivered a
record free cash flow of £2.6bn for the year
and, as a result, exceeded our stated
three-year free cash flow target for 2021

t0 2023.

This strong set of results was enhanced

by our ongoing share buyback programme.
In 2023, we repurchased £561m worth of
our shares, or 1.9% of our outstanding
share capital.

Building an operational
and financial track record

In 2021, we laid out how we would build

on a period of transition and our good
performance from 2018 to 2020. It centred
around building a track record of good
quality operational and financial performance
on which customers and shareholders could
consistently rely. We delivered against all

the operational areas in the scorecard,

which has led to strong financial performance
over the three years from 2021 to 2023 with
sales growth of 20%, margin expansion of
80bps, cash conversion of 100% and total
shareholder returns of £4.2bn.

With strong momentum behind us from our
last three years of delivery, a record order
backlog and our largest ever acquisition
completed, we look forward to the next three
years with confidence. In many aspects, our
ambitions for the coming years are a
continuation of the strategy we have been
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| am pleased
to report that

BAE Systems
delivered another
year of
strong operational
and financial
performance
in 2023.

Charles Woodburn CBE
Chief Executive

Returns to shareholders'

£1.418m

Order backlog

£69.8bn

1. See calculation on page 32.

executing, with the foundations for delivery
built on:

strong operational performance and
contracting discipline;

investing appropriately to support growth
and our customers’ priorities; and

looking to deepen partnerships and
collaborations.

Delivery against these ambitions, coupled
with the acquisition of Ball Aerospace
which is set to be additive to our top-line
growth, margin expansion and cash
conversion outlook, means we are well
positioned to deliver a compelling and
predictable value-compounding model
for our stakeholders.

Strong Further Efficiency
consistent investment in and
programme  technology  simplification
performance in working

Our ambitions 2021-2023

Balance sheet strength

We ended 2023 with a strong balance

sheet, featuring a cash position of £4.1bn,
net debt (excluding lease liabilities) of £1.0bn,
and a net pension position that remains in

an accounting surplus. Our capital allocation
remains consistent and is focused on
underpinning the Group's long-term strength
and expected growth. We prioritise investing
in the business for the long term through
research and development (R&D), as well

as acquisitions in high-growth and high-
return parts of the business. Our capital
expenditure (capex) is targeted to ensure

our systems and facilities are modern,

deliver an effective working environment

and provide the capacity needed to support
our growth outlook.

Portfolio Secure Accelerate
shaping further our

for value opportunities  sustainability
creation and wider agenda

market base

Top-line growth
Since 2021, we have grown sales by 20%
on a constant currency basis.

Margin expansion

We have increased margins from 10.3%

in 2021 to 10.6% in 2023, driven by:

— Improvement in programme performance
across the portfolio.

— Inflation management and strong supply
chain performance.

— Operational efficiencies and simplification.

Strong cash conversion
We have generated £6.4bn of free cash flow
in the three years to December 2023.

We anticipate strong cash conversion to continue,
forecasting free cash flow of in excess of £5bn for
the next three years from 2024 to 2026.

Higher return on capital

employed (ROCE)

We have increased profitability, with underlying
EBIT increasing 30% on a constant currency basis
over three years since 2021. We have boosted
efficiency through our careful capital allocation,
resulting in a higher ROCE for our investors.

ROCE is a key metric in driving executive remuneration.

———— Financial outcome from delivery against our ambitions

Focused capital allocation
We have applied a clear, consistent and careful
capital allocation across the business.

— We have continued to invest in our people,
growing to 99,800 employees at the end of
2023 from 89,600 in January 2021, including
our share of equity accounted investments.

— We have applied significant investment in
upgrading and improving facilities across our
sites to ensure our processes are efficient and
we are able to deliver operational excellence.

— We continue to invest in future technologies.
Our total R&D spend across the three years
to the end of 2023 was £5.9bn.

— We continue to identify and pursue value-
enhancing acquisitions in alignment with our
Group strategy.

Following ratings upgrades from S&P Global and
Fitch in 2022, as well as being placed on positive
outlook by Moody’s, we have maintained our
strong investment grade credit ratings.

Rating Outlook Category
Moody'’s Investors Service
Baa2 Positive Investment grade

Standard & Poor’s Ratings Services

BBB+ Stable Investment grade
Fitch Ratings
BBB+ Stable Investment grade

Total shareholder returns since 2021

Attractive shareholder returns

— As at 31 December 2023, we have returned £4.2bn
through dividends and share repurchases under
announced share buyback programmes since 2021.

— We continue to target paying dividends in line
with the Group’s policy of long-term sustainable
cover of around two times underlying earnings.
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Chief Executive's review wntinued

We are also committed to returning

value to shareholders in accordance with
our capital allocation policy through a
dividend, which has increased for 20 years
in a row, and share buybacks. Reflecting
this, in August, we announced a further
three-year share buyback programme

of up to £1.5bn to commence after the
completion of the current programme.

Highly relevant capabilities

As one of the world’s largest defence
companies, our technologies, capabilities
and global footprint position BAE Systems
as a leader in helping customers meet the
elevated threat environment of today and
tomorrow. Executing on our ambitious
product and technology strategy, the

Group continues to design, develop and
manufacture cutting-edge products —
across the domains of air, sea, land, cyber
and space — that our customers count on.
Our exceptional portfolio is enhanced by
enabling technologies including artificial
intelligence, autonomy, synthetic
environments and cyber defence, ensuring
we remain at the forefront of national
security-related innovation. In addition to our
defence portfolio, our commercial aviation
product lines are recovering as more
passengers return to flying. Demand for our
low and zero emission propulsion systems

Our multi-decade programmes and growing global opportunity pipeline’

Electronic Systems (ES)

Electronic Combat (including F-35)
ES Defence other

ES Commercial

Platforms & Services

Our market differentiation

Our diverse product and services portfolio,
combined with our global footprint and
engagement in many of the world’s largest
national defence markets, are key and
differentiating strengths. We see good
long-term growth and significant
opportunities in our US, UK, European,
Middle Eastern, Australian and Asia-
Pacific businesses.

Most of the countries where we operate
have either announced budget increases

or are planning increased spending to
address the elevated threat environment.
While governments continue to face global
economic and fiscal pressures, commitment
to defence spending in our major markets
remains robust.

Please read more about our markets on
page 18.

I

M109

AMPV

ACV

US Ship Repair

US Ordnance & Weapons
Hagglunds & Bofors

Air

Tempest/GCAP

F-35 build and support
Typhoon production

UK Typhoon support
Kingdom of Saudi Arabia support
MBDA

Maritime

Dreadnought
SSN-AUKUS

Type 26

Australia Hunter Class
Munitions (UK)

Dates reflect position
at 1 January each year

2024
2025
2026
2027
2028
2029

Il Order backlog

1. Backlog for Cyber & Intelligence is generally for one year with an incumbency position following.

M Pipeline/incumbent position

2030
2040

Opportunity
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Our long-term visibility

With our record order backlog and
programme positions, as illustrated

in the chart on page 10, we have a high level
of visibility of our revenues for many years

to come. The order backlog is, in many
cases, just a subset of the true programme
length and value, with many of our key
programmes running well into the next
decade. The current visibility has the potential
to be even further enhanced as we have a
growing global opportunity pipeline, driven
by our capabilities and market differentiation.

Portfolio evolution to support
the long term

During the year, three significant events have
positively enhanced the business portfolio
relevance for the long term.

e Firstly, further detail on the AUKUS
trilateral agreement between Australia,
the UK and the US was announced in
March 2023 and has significant future
potential for BAE Systems. We have already
secured £3.95bn of funding in the year for
the next phase of the UK's next-generation
attack submarine programme.

Secondly, GCAP, formed in 2022, saw
ministers from Japan, the UK and Italy sign
an important treaty in December 2023

in the shared design and development of
next-generation fighter aircraft, reinforcing
momentum and the strong trilateral
co-operation between the partners.

Thirdly, in August 2023, we announced
the acquisition of Ball Aerospace, a leading
space, defence technology and tactical
missiles company, which we believe has
highly relevant mission-critical capabilities
for our customers’ future needs. The
acquisition completed in February 2024.

Investing for growth

To meet the business’s growth outlook, we
are increasing our investments in people,
technologies and facilities. We boosted our
global workforce by 6,700 employees
compared to 2022. Given the long duration
of many of our programmes, we put a special
emphasis on early careers and community
outreach to ensure we hire, develop and
retain the best talent. In 2023, we increased
recruitment of UK apprentices and graduates
by 37% compared to 2022.

We also continue to develop and modernise
our facilities, making progress in building
capacity for the future in munitions,
shipbuilding, submarines, combat vehicles
and electronics.

Technology and innovation are central to
our strategy and we increased Group R&D
expenditure by 14% compared to 2022.

Our investments in core franchises and

our next-generation priorities, such as:
space; autonomy; sustainability; advanced
manufacturing; and multi-domain and
digital integration, are driven by the evolving
threat landscape. At a tactical level, the
conflict in Ukraine is highlighting the
importance of a number of these key
technologies, especially autonomy, synthetic
training, digital and multi-domain capabilities,
while also reinforcing the critical need for

munitions and maintaining legacy capabilities.

We are driving innovation through the
research labs embedded in our business
sectors, including FASTLabs™ in the US,

Red Ochre Labs in Australia, and now via the
FalconWorks® organisation in our Air sector.
These hubs are agile innovation engines
aimed at delivering bold breakthrough
technologies to keep our customers ahead
of the challenges they face. They also foster
collaborative partnerships with academia
and other organisations to bring even greater
levels of creative and diverse thinking into
BAE Systems. Read more about our
investment in technology on page 20.

Our sustainability agenda

Recent global events continue to
demonstrate the need for strong defence

and security in the face of aggression by
nation states. At BAE Systems, we provide
critical capabilities and support to our
government customers and their allies to fulfil
their primary obligations to keep citizens safe,
as well as enabling important economic and
social contributions through the provision of
sustainable high-quality jobs.

In line with our Group strategic business
priorities, we put a significant focus on
recruitment, skills and education to
ensure the future talent pipeline. A key
enabler to this is a positive and inclusive
workplace and we continued employee
engagement through our employee
resource groups and introduced new
wellbeing programmes. Please read more
on pages 46 to 66.

Sustainability is one of our focus areas

for technology innovation in the Group.
Our ambition is to improve the sustainability
of our products without compromising
performance, even enhancing it

where possible.

Executive Committee changes

After long and successful careers with

the Company, two Executive Committee
members retired at the end of the year.
Our Air Sector Managing Director, Cliff
Robson, has been succeeded by Simon
Barnes, who previously led our business in
the Kingdom of Saudi Arabia. In our Digital
Intelligence business, Managing Director
David Armstrong has been succeeded

by Andrea Thompson, who previously

led our Air Sector's Europe and
International business.

Summary

As you'll see throughout the pages of
this report, 2023 has been a year of real
progress for the Group. We delivered a
strong operational and financial performance,
moved forward on highly significant
long-term strategic programmes with
GCAP and AUKUS, increased R&D spend
and capex, grew our workforce by a net
6,700 employees and announced the
$5.5bn acquisition of Ball Aerospace to
enhance our space portfolio, which
completed in February 2024.

On behalf of all of my BAE Systems
colleagues, I'm proud to report that the
fundamentals of the business are strong,

the outlook is positive and our team is
focused on our values and purpose —

"to serve, supply and protect those who
serve and protect us”. We are well positioned
to help our national government customers
keep their citizens safe and secure in an
uncertain world. For shareholders, our record
order backlog, position on major programmes
and our continued focus on operational
excellence and financial discipline, provide a
high level of visibility for sales growth, margin
expansion, cash generation and capital
returns in the years to come.

Thank you for your support of the Group

and our strategy for value creation. We look
forward to another productive and rewarding
year in 2024 for all our stakeholders.

Charles Woodburn CBE
Chief Executive
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Our strategic framework

QOur vision

.. 1s to be the premier international defence,
aerospace and security company.

Qur mission

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

Our strategy

.. Is comprised of six key long-term areas of focus that will help us to achieve our vision and mission.
Itis centred on mMaintaining and growing our core franchises and securing growth opportunities through
advancing our three strategic priorities whilst demonstrating our Company Behaviours in all that we do.

@ Sustain and grow our © Develop and expand our © Enhance financial performance
defence business international business and deliver sustainable growth
e Deliver on our commitments e Mature our international activities, in shareholder value
effectively and efficiently broadening our offerings to our * Seek opportunities to drive
* Develop our offerings to meet the established customers efficiency, standardisation
future defence and security needs * Develop relations with additional and synergies
@ Continue to grow our business customers * Identify opportunities for higher-
in adjacent markets @ Inspire and develop a diverse margin offerings
« Take our capabilities into adjacent workforce to drive success @ Advance and integrate our
attractive markets e Ensure we diversify our thinking sustainability agenda
« Develop dual-use opportunities and harness the full potential of o Emphasise the vital role we play in
delivering civil solutions to leverage our people protecting countries and civilians
back to meet challenges for our e Create an environment and and supporting our communities
defence customers proposition in which our people o Progress the delivery of our

will thrive decarbonisation strategy

Our strategic priorities

.. provide the link between our longer-term strategy and near-term
business objectives for all our employees.

Drive operational Continuously improve Advance and further
excellence competitiveness and efficiency leverage our technology
Our sectors

Electronic Platforms Maritime

Systems & Services

Cyber &
Intelligence

Page36 — Page38 — Page42 — Page44 —

Our values: Trusted, Innovative and Bold
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Our strategy in action

Drive operational excellence

Continuously improve competitiveness
and efficiency

Advance and further leverage
our technology

BAE Systems Hagglunds

With over 60 years of experience in tracked vehicles, BAE Systems
Hagglunds has built an enviable portfolio of combat vehicles.

As a trusted supplier, we have experienced accelerated demand
from European nations for vehicles and upgrades in our Sweden-
based business. In recent years, Hagglunds has secured notable
awards including winning Slovakia’s Infantry Fighting Vehicle
competition with the CV90, the Czech Republic contract for
CV90s in seven variants, a three-nation joint procurement for
BvS10s for Sweden, Germany and the UK, and the US Army’s
competition for its Cold Weather All-Terrain Vehicle programme
with Beowulf. To deliver profitable growth while meeting this
surge in demand, the Hagglunds team is maintaining focus on
operational excellence. We are optimising our own manufacturing
capabilities and skilled workforce, while striking the right sourcing
balance through robust industrial co-operation and partnering to
grow smartly, build strong margin performance, and ramp
operations to fulfil our customer commitments.

€207 1oday |enuuy d|d swa1sAS Jvg
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Our business model

Our unique strengths
and resources provide
opportunities to create
sustainable value for
our stakeholders.

The core activities we undertake to create value for stakeholders
Our activities are undertaken with a clear, consistent and careful capital allocation. o

Our people

Our culture values inclusion and 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 employees and business
leaders to be able to drive innovation and
solve complex challenges.

Our technology

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

Identifying
customer needs

— We have established positions
on long-term programmes

— We build strong and collaborative
relationships with our customers

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

Research & development

— Technology and innovation underpin
our strategy and the development
of our products and services

We partner with academic and
industrial leaders to develop new
technologies that support our future
product strategies

We have a clear focus for our R&D
spend, and that of our customers,
aligned to future product and
services strategies

Bidding and contracting

— We focus on value for our customers
while effectively managing risk

— We maintain a record of delivery
on complex projects

— We develop partnerships with
a network of suppliers supporting
economic prosperity and development

The value we create

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

Customers

Our largest customers are governments,

but we also sell to commercial businesses
and other large prime contractors. \We never
lose sight of the users of our products and
services 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.

Employees

We support high-value jobs in our business
and in our supply chains. This includes direct
employment as well as indirect employment
in our supply chain and jobs supported by
the consumer spending of our employees
and supply chain.

Money spenton R§D

£2.3bn

(2022: £2.0bn)

Apprentices and graduates
across the Group

9,900

(2022: 4,500)

Environment

We acknowledge the significant and lasting
impacts of climate change. Our goal is to
carry out a long-term strategy to reduce

the impact of our activities, supply chain
and products on the climate by using our
world-class engineering capabilities and
cutting-edge technologies. We continue

to make progress on our target of achieving
net zero greenhouse gas (GHG) emissions
(Scope 1 and 2) across our operations

by 2030.

Communities

We contribute to the economic prosperity
of the places where our people live and
work. In addition to the high-value jobs

we sustain, supporting the communities

in which we operate and causes that have
meaning to our business is vitally important
to us and our employees.
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Responsible operations
and social impact

We take pride in managing our operations
responsibly and our ambition is to have a
responsible and sustainable supply chain
across our global business. We cannot
achieve this alone, therefore it is important
that we collaborate and partner with

suppliers to make a positive business impact.

This is essential to achieving our target of
net zero GHG emissions (Scope 1 and 2)
across our operations by 2030.

Our governance framework

We are accountable for all that we do and
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.

Our partners and key relationships

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

Our investment proposition Page 16 —

Design and developing

— We provide engineering expertise
in developing cutting-edge
products and services

— Working with our customers, we
develop products designed to
minimise environmental impacts
during service and at end of life

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

Advanced manufacturing,
commissioning and
integration

— We focus on operational excellence
with safety as a priority

— We continuously invest in advanced
manufacturing techniques
and facilities

— We manage complex projects

and collaborations across global
supply chains

Services, sustainment
and upgrade

— We provide competitive services that
add value for our customers

— We develop technical expertise, which
is acquired through product design
and development

— We use flexibility and responsiveness
to maximise availability of our
customers' products

Reduction in GHG emissions
(Scope 1and 2)

11.0%

(2022: -9.6%)

Total contributed to local, national
and international causes?

£11.3m

(2022: £11.5m)

Investors

We have a strong track record of delivering financial returns for investors and, through
the careful long-term sustainable management and governance of our business, we are
well placed to continue to generate good returns.

Total shareholder returns'

2023

2022

2021

M Dividends M Value of shares repurchased

£1,418m £4,153m
£1,590m £2,735m
£1,145m £1,145m

B Cumulative

1. This excludes the increase in value of shares. See calculation on page 32.

2. The full value of our contribution to communities for 2023 was £11,267,109 (2022 £11,504,152). Deloitte has provided independent limited assurance in accordance
with the International Standard for Assurance Engagements 3000 (ISAE 3000) and Assurance Engagements on Greenhouse Gas Statements (ISAE 3410) issued by the
International Auditing and Assurance Standards Board (IAASB). Deloitte’s full unqualified assurance opinion, which includes details of the selected metrics assured, can

be found at baesystems.com/annual-report.
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Our investment proposition

We focus on careful long-term sustainable management and

governance of our business, to deliver value for all our stakeholders.
We are poised for further top-line growth and profitability based
on robust end markets, the value drivers of our operating model,
and the strategic actions we are taking, presenting a compelling

investment case for current and prospective investors.

Supported by our seven key advantages:

We provide customers with

world-class defence capabilities

across multiple domains.

Electronic
warfare

Combat
Ellg

Combat
vehicles

Undersea
warfare

Cyber

Naval
ships

Multi-

domain ST

Read more on Pag

We undertake multi-decade
programmes with long-term
embedded value. Our contract
order backlog provides a high
level of sales visibility, driven
by multi-year programmes.

Read more on Page 10 —

(5]

We have an intense focus

on operational excellence, with
strong, consistent programme
performance. We are focused
on operational efficiencies to
expand margins and create
value for our investors and
customers.

Read more on Page 28 —

o l
We have a growing global
opportunity pipeline.

Our diverse geographic
footprint supports us in
pursuing excellent
opportunities across all sectors
as countries around the world
face up to the multi-faceted
threat environment.

Read more on Page 17 —

Sustainability is fundamental
to our business performance
and we have a strong,
progressive environmental,
social and governance (ESG)
agenda. Itis embedded into
our strategic framework and
underpins our purpose.

Read more on Page 46 —

—~——

We foster a high-
performance, innovative
culture and consistently
investin R&D to build on
existing world-leading
capabilities and generate
new innovative and
disruptive technologies.

Read more on Pz

We operate a value-
enhancing operating
model, undertaking our
core business activities with
a clear, consistent and
careful capital allocation.

Our seven key advantages help deliver our sustainable value-compounding model:

Earnings
al I per share

returns

| ll growth

Earnings compounder

Cash conversion
and operating profit

@ Shareholm

Investment in
the business
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Our diverse geographic footprint:

~ US
42% sales

— Electronic warfare

— Precision strike
— C4ISR

— Combat vehicles
US ship repair
Munitions

— Space

Intelligence & security

N

UK
26% sales

— Astute and Dreadnought submarine build

Middle East ‘

M. 15%sales

— Kingdom of Saudi

Arabia support
— Qatar Typhoon and Hawk
— Kuwait and Oman

A

Iy 4%sales

— Hunter Class Frigates
— SSN-AUKUS

Naval support

Air support (Hawk, F-35)

SSN-AUKUS submarine design and future build
Naval ship build and support
Typhoon build and support
F-35 (aft fuselage) and support
GCAP/Tempest

Digital Intelligence

Munitions

Europe and other international

13% sales

— Eurofighter
— MBDA

— Hagglunds/Bofors (CV90, BvS10, ARCHER)

— US Foreign Military Sales

ustralia

- C4ISR

o

A

Japan
- GCAP

— US Foreign
Military Sales

Our clear, consistent and careful capital allocation policy:

Increasing R&D

Invest in research, design
and development activities
to create advanced
technologies and new
capabilities that support our
customers’ requirements.

CAPEX to drive growth

Invest in new facilities to
provide world-class work
environments that support
innovation, production
and teamwork to enable
us to deliver cutting-edge
technologies to our
customers.

Investment in our people
Support high-value jobs in
our business and across our
supply chain.

Leading to higher
and sustained cash
conversion

Our free cash flow for
2023 was £2,593m
(2022 £1,950m).

Our forecast free cash
flow for the three years
to 2026 is guided to be
greater than £5bn.

Read more on Page 31 —

Dividends
30.0p
dividend per share
for 2023

We plan to pay
dividends in line
with our policy of
long-term sustainable
cover of around two
times underlying
earnings.

M&A
Acquisition of
Ball Aerospace

Pipeline of
technology-
focused bolt-on
opportunities.

Share buyback
£0.6bn worth
of shares
repurchased
in2023

Announced a further
up to £1.5bn share
buyback programme
in August 2023,
to commence after
completion of the
up to £1.5bn share
buyback programme
announced in
July 2022.

Read more on Page 9 —

Balance Sheet

strength

Maintain flexibility in how and when we apply our capital allocation policy
to ensure operational flexibility.

Maintain our investment grade ratings.

1. Total dividend for the year comprises the interim dividend of 11.5p and final dividend of 18.5p.
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Our markets

BAE Systems maintains leading positions in major defence and security markets
around the world —in the US, UK, Europe, Middle East and Asia Pacific. \We are
not only one of the world's largest defence and security companies, but are one
of the most geographically diverse, providing us with a competitive advantage.

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

1. Lockheed Martin

2.RTX

3. Northrup Grumman

4. Aviation Industry Corporation of China
S. Boeing

6. General Dynamics

32
31
31
30

8. China North Industries Group Corporation Limited
9. L3Harris Technologies

10. China South Industries Group Corporation Limited

18
14
13

63
40

Source: Defense News Top 100 for 2023 (based on 2022 numbers). Exchange rate applied to BAE Systems is $1.24/£1.

Supporting our customers’
evolving needs

Our strategy, as shown on page 12, is focused

on providing a vital advantage to our customers
around the world through advanced technologies,
innovation and agjility, global industrial capacity,
and responsiveness. In particular, we have built
strong positions aligned with our core defence
platforms to support our customers in our
principal markets who have shown a significant
and sustained commitment to their defence and
security, and support for their allies. We have
established strong and enduring relationships

in these markets and are recognised as playing
a key role in the industrial capability of each

of these countries.

Our unique global position
and capabilities

We have a strong position in the US through the
Special Security Agreement and are the leading
defence contractor in the UK and Australia.

In Europe, we have a considerable presence
through our Swedish combat vehicle and artillery
business, our role on Eurofighter, our 37.5%
shareholding in MBDA and our content on US
foreign military sales. We have a long-established
position in the Middle East, and through GCAP

we are forging strong links with Japan.

In addition, our diverse portfolio of capabilities
in the air, sea, land, cyber and space 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.

Our market positions and discriminating
capabilities are aligned with enduring
global defence priorities, to include our
customers' requirements to operate in
joint all-domain environments.

Programme diversity and longevity

The Group's wide diversity of capabilities,
products and programmes means we are

not heavily reliant on a small number of key
programmes or franchises. Additionally, our order
backlog of £69.8bn includes major programmes
that are well positioned to extend beyond their
current funded backlog for many years, and in
some cases, multiple decades.

Response to increasing
threat environment

Our business continues to evolve and respond
to the geopolitical and technological trends
shaping our customers’ defence and security
priorities now and in the future.

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

Growth aspirations

In response to significantly elevated global
tensions and the acute threat environment,
many countries around the world continue to
announce defence and security budget increases.
The need to re-stock and upgrade equipment

is highly relevant to our portfolio and presents
opportunities around the world.

Factors likely to impact
future performance

Business risks facing the Group are reported in
the principal risks section of this report (pages

70 to 77). In relation to our market positions and
future performance, the major risks would be in
relation to political changes in alliances, defence
spending outlook and defence export control
regimes. At the operational level, performance of
products and services and adherence to delivery
schedules could impact our market positions with
customers and competitor pricing or new
entrants could also have animpact.
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Value of the top global defence markets accessible for business by the Group

US and Canada

Existing programmes

Opportunities

$848bn

defence market

The US continues to be the single
largest defence market in the world.
We are a top ten defence prime
contractor in the US, and in Canada
we have a long history of supporting
the Canadian Armed Forces.

— Electronic warfare

— Precision strike

— C4ISR

— Intelligence & security
— Combat vehicles

— US ship repair

— Munitions

— Space

— Canadian Surface Combatant

— Precision munitions

— Combat vehicles

— Munitions restocking

— Electrification — ground and air
— Space, autonomy and cyber

— US Foreign Military Sales

— Maritime support

$68bn

defence market

Europe'

As the largest defence company
in the UK, we have strong and
enduring relationships with

the UK Ministry of Defence

and our domestic supply chains.

— Astute and Dreadnought

submarine build

— SSN-AUKUS submarine

design and future build

— Naval ship build and support
— Typhoon build and support

— F-35 (aft fuselage) and support
— GCAP/Tempest

— Digital Intelligence
— Munitions

- MBDA

— Domestic and
export partnerships
— Space, autonomy and cyber
— Munitions restocking
— Sustainable technologies

$330bn

defence market

Middle East?®

In Europe, we are meeting the
increased demand for advanced
military equipment across all
domains, as countries are
transitioning away from older-
generation systems and
recapitalising with modern,
more advanced air-, land- and
sea-based systems.

— Eurofighter
- MBDA
— Combat vehicles/artillery —

CV90, BvS10, ARCHER

— US Foreign Military Sales
— Precision munitions
— GCAP

— Combat vehicles/artillery —
CV90, BvS10, ARCHER

— US Foreign Military Sales —
electronic systems

— US Foreign Military Sales —
combat vehicles/artillery/
precision weapons

— MBDA domestic and exports

— Eurofighter domestic
and exports

— Precision munitions

$148bn

defence market

Asia Pacific?

The Kingdom of Saudi Arabia
continues to be a leading military
power in the Middle East and

one of the largest defence
markets globally. We also continue
to support other customers in
Oman, Kuwait and Qatar.

— Kingdom of Saudi Arabia

support

— Qatar Typhoon and Hawk
— Kuwait and Oman

— Typhoon
— Support and training

— Upgrades and defence
infrastructure programmes

— Cyber intelligence

$265bn

defence market

As the largest defence company in
Australia, we have a strong presence
across all domains and are growing
as the country’s defence budget
increases. In the wider Asia-Pacific
region, we are a supplier to a
number of armed forces, both
directly and through joint ventures.

Source: Jane's Defence Budgets (based on 2023 total defence budgets).

1. Includes NATO countries, Sweden and Ukraine, but excludes UK as shown separately.

2. Includes Egypt, Kuwait, Oman, Qatar, Kingdom of Saudi Arabia and UAE.
3. Includes Australia, India, Indonesia, Japan, Malaysia, New Zealand, Philippines, Singapore, South Korea, Taiwan, Thailand and Vietnam.

— Hunter Class Frigate

- GCAP

— US Foreign Military Sales
— Fast jet support

— Ship support

— C4ISR

— SSN-AUKUS - pillar 1 and 2

- GCAP

— US Foreign Military Sales —
Electronic Systems

— US Foreign Military Sales —
combat vehicles/artillery/
precision weapons

— MBDA exports

— Cyber intelligence

— Australian defence exports
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Our investment in technology

The speed of change in technology today is greater than ever before. We need to develop
our own technologies, leverage our investments and cultivate strategic partnerships with
organisations, both inside and beyond the sector, to deliver the most compelling capability

to our customers.

Focus areas

We align our technology
development to key strategic
themes, which supports
growth in today’s core
franchises and tomorrow's
emerging capabillities.

Digital integration across

military and security domains

Integration across land, sea, air, space and
cyber domains is becoming essential for
military operations, so this is a key pillar
of our current technology plan. While
BAE Systems has been digitally integrating
naval vessels and combat jets for decades,
more recently we have started building

a suite of products and services designed
at their core to share data and work
seamlessly together. These include
uncrewed ground, sea and air vehicles, as
well as battlefield networks and synthetic
environments to share information, assist
human decision-making and enable joint
command and control.

We have taken an open systems approach,

using standards-based architecture, modular

design and incorporated translation layers
at every boundary within the system.

synthetic training

Military training is being transformed by
integration and synthetic environments.
We have developed Project OdySSEy,
bringing together SMEs and technical
experts, such as Bohemia Interactive

Simulations, with engineers in our Air sector

to deliver a single synthetic environment

enabling military forces in the air, land, sea,

space and cyber domains to train as one.

Synthetic training is becoming increasingly
important, as the modern battlespace

has evolved to a position where threats are
often responded to by multi-nation

This allows customers to flexibly deploy our
capabilities, making them easier to integrate
with existing capabilities and equipment from
other suppliers. For example, we have already
integrated our systems with third-party
products such as Sentinel’s LR70 uncrewed
air vehicle and a third party’s fast interceptor
boat. Our aim is to help our customers
achieve integration among their procured
products, no matter who supplies them.

In 2023, our next-generation battlefield
network was selected for the British Army’s
Trinity programme, which will replace its
existing Falcon network in 2026. Trinity

will significantly increase the robustness

and bandwidth of the network, allowing
more data to be transferred and greater
control over how individual nodes interact.
[t will enable UK military personnel to interact
more effectively with allies when operating
as a single nation or part of an international
coalition across multiple battlefield domains.

coalitions and training operations are now
largely conducted alongside allies located
around the globe. In the real world, such
joint training presents an extraordinary
logistical challenge, involving more time,
resources and high costs as well as
environmentally harmful exercises.
Leveraging a digital environment provides
a secure and sustainable platform for joint
training exercises which nations can
‘plug-and-play’ and test the actual tactics
they would deploy in a real-life situation.

www.baesystems.com/article —



https://www.baesystems.com/en/feature/project-odyssey
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Artificial Intelligence
and autonomy

While not a new area for BAE Systems,
technological developments and increased
computing power have allowed us to apply
Artificial Intelligence (Al) in more areas,
from design and manufacturing to enabling
new levels of autonomy in military platforms
and services.

We are investing in Al research, both in-house
and with our strategic university partners.

At Cranfield University, we have contributed
to the development of a new course in
Applied Al, ensuring it is relevant to the
defence and aerospace industry. Through this
course and sponsorship of PhD placements

at the university, we are developing systems
that can dynamically plot optimal routes for
uncrewed vehicles, through complex and
changing threat environments. One such
example is a project to find safe landing areas
for autonomous air vehicles during hazardous
search and rescue missions, removing
humans from this dangerous task.

At Manchester University, our Al data science
accelerator is exploring autonomous navigation
using a combination of sensors without

using GPS, which can’t always be relied on

in contested military environments. We are
using data from NASA's openCAESAR
initiative, building models of our complex
engineering systems and allowing us to
validate that design rules are being followed
throughout millions of lines of code.

Our battlefield-ready Electronic Warfare (EW)
systems are working towards a future with
Al, such as in the Eagle Passive Active
Warning Survivability System (EPAWSS),
which our BAE Systems, Inc. team delivers.
EPAWSS implements ‘cognitive’ EW to detect,
identify, analyse and jam previously unknown
threats, something that previous EW systems
could not do without returning to base.
Cognitive EW is one step closer to integrating
Al into an EW system.

The Defense Advanced Research Project
Agency has also contracted with our

US business to develop new technology
allowing advanced automated signals
processing — vital for navigation, target
detection and communication —on much
smaller platforms than is currently possible.
We use our advanced electronics skills

to significantly reduce the size, weight
and power requirements for these
computation-heavy operations.

Alis used to inform the design and
development process of the Future Combat
Air System. It is also used to support
collaborative research and development.
Our intention is to further integrate our
digital engineering data, helping us monitor
the entire engineering lifecycle. This will
mean a change to one part of the design
can be assessed more quickly for any
impact on other systems, rather than waiting
for a time- and cost-consuming cycle of
manual iterations.

Autonomous products for air,
land and sea

In 2023, we unveiled several new
products at the world’s largest defence
show, the Defence and Security
Equipment International (DSEI) event.

We are designing these products to
navigate autonomously as well as operate
as part of a multi-domain force. There are
clear benefits to uncrewed systems, as
they can take on a range of dangerous jobs
that would otherwise need to be done

by a human. We are actively supporting
ongoing work by our customers to establish

' appropriate principles and policies for the

use of autonomous systems in defence, to
ensure meaningful and context-appropriate
human involvement and compliance with
applicable national and international law.

www.baesystems.com/article —

Space

In the US, we are developing, manufacturing
and deploying state-of-the-art, radiation-
hardened circuits to support missions of
national importance across defence, space,
intelligence, research and commercial
applications. In February 2024, we completed
our Ball Aerospace acquisition, which will
redefine our position in the space domain.
Our shared culture of innovation, combined
capabilities and diverse portfolios will serve
to advance our growth strategy and enhance
our position to address the global trends of
an increased focus on the space domain, and
rising concerns about global warming and the
need for civil space systems to improve our
understanding of its impacts.

In 2022, we announced the intention to
launch our first multi-sensing multi-satellite
cluster, Azalea™. The Azalea™ cluster will

use a range of sensors to collect radar and
radio frequency data to deliver high-quality
information and intelligence to military
customers. Unlike conventional intelligence
satellites, Azalea™ can be reconfigured whilst
in orbit; it will also analyse the data it collects
on board the satellites in space, sending
down a more complete intelligence picture
directly to end-users. This will put intelligence
in users’ hands much more quickly, since

it avoids large volumes of data being
downloaded to earth for analysis before use.

€70z 1oday |enuuy d|d SWaisAs 3vd
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Our investment in technology cntinues

New autonomous products include:

The 'Nautomate® autonomous control system

Nautomate® is an intelligent autonomous control system for
small- and medium-sized surface and sub-sea vessels, as exhibited
on a third-party P38 Fast Interceptor Boat at DSEI. Nautomate®

brings smart autonomous platforms and mission controls with

the ability to host various mission modules, such as a non-lethal

arrest system to disable enemy boats.

As an example of the utility of this system, a surface platform
could be tasked to autonomously pursue and disable an enemy
craft, allowing human team mates to approach more cautiously
and with greater advantage.

www.baesystems.com/article —

M113 Optionally Crewed Combat Vehicles (OCCVs)

In 2023, significant progress was made by the Land Autonomy

team in BAE Systems Australia. In partnership with the Australian
Army and academia, the team demonstrated multiple M113 OCCVs
operating autonomously moving into critical locations, sweeping
and searching an area for targets and executing a logistics mission.

T600 heavy lift uncrewed air system (UAS)

The event showcased the maturity of the Trusted Autonomous
Ground Vehicle for Electronic Warfare (TAGVIEW) programme,
which aims to deliver mission management, sensors and software
integration, and allow an autonomous vehicle to manoeuvre

BAE Systems and Malloy Aeronautics (which was acquired by the
Group on 31 January 2024) have collaborated on demonstrating
the heavy lift capability of the T-600 heavy lift UAS and, in 2023,
announced that it had successfully carried and released a 200kg
inert Sting Ray training variant torpedo during a large NATO
exercise, known as REPMUS (Robotic Experimentation and
Prototyping with Marine Uncrewed Systems). The success of this
sea flight mission at sea demonstrates the potential and versatility

of this capability.

www.baesystems.com/article —

Advanced manufacturing

Engineering and manufacturing is at the
heart of what we do, from the size and
complexity of nuclear submarines through
to small uncrewed air vehicles and aircraft
components. We are always looking for
technologies that can help us be more
efficient in manufacturing, as well as in the
delivery of tools and techniques to protect
the health and safety for our workforce.

In our Air business sector, in the North West
of England, we are investing in digitalising
the whole design and production process
for new combat aircraft.

We are developing a digital platform to
combine our design, manufacturing and
support engineering processes to happen
simultaneously, rather than concurrently for
our future Air products. This means that if a
design engineer makes a change in one area,
the impact of that change can be assessed
immediately across the full engineering
lifecycle, rather than waiting for specialist
engineers to translate it.

We are also researching entirely new
techniques with our university partners, such
as wire and arc additive manufacturing to
create titanium structures that have bespoke
mechanical properties. This also has the

independently in an obstacle-filled environment.

advantage of significantly reducing wastage
during manufacturing, as well as creating
components that could not be made any
other way.

We are planning to use Al in 2024 to improve
our manufacturing efficiency. For example,
in our Australian shipyard, where we are
currently building the Hunter Class frigate,
we have proven the usage of a highly
complex simulation to assess more than

17 million ways to build the ship, simulating
all identified processes involved down to
individual work stations. The success of

this simulation has paved the way to use
Al'in the next iteration of the software.


https://www.baesystems.com/en/product/nautomate
https://www.baesystems.com/en/article/t-600-electric-uncrewed-demonstrator-aircraft-achieves-significant-milestone-at-nato-exercise
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Sustainability

Like our customers, we are committed to reducing the carbon footprint of our own operations and the products we provide. We have included
some specific technology examples here and you can find a full overview on page 46.

Co[[aboratinq on a new electric aircraft The ES-30 aircraft will be powered by four electric motors and has
an all-electric range of 200 kilometres, an extended reserve hybrid
range of 400 kilometres with 30 passengers and the ability to fly
up to 800 kilometres with 25 passengers.

We are collaborating with Heart Aerospace, a Swedish electric
airplane maker, to define the battery system for Heart's ES-30
regional electric airplane. The battery will be the first of its kind to be
integrated into an electric conventional take-off and landing regional
aircraft, allowing it to efficiently operate with zero emissions and low
noise. Heart Aerospace chose us for our extensive experience in

developing batteries for heavy-duty ground applications, as well

as developing safety-critical control systems for aerospace.

PHASA-35¢ solar powered flight

PHASA-35®, our High Altitude Pseudo Satellite (HAPS) platform,
completed its first stratospheric flight, soaring to more than
66,000 feet before landing successfully. Designed to operate above
the usual weather systems and conventional air traffic, it has the
potential to provide a persistent and stable platform for various
roles including ultra-long endurance intelligence, surveillance and
reconnaissance, as well as security.

It also has the potential to be used in the delivery of non-defence
services, such as communications networks including 4G and 5G
as an alternative to traditional airborne and satellite systems.

www.baesystems.com/article —
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Our stakeholders

Understanding and exceeding 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.

Stakeholders

What's important to them

Why we engage

How we engaged in 2023

Our people

Employees of BAE Systems

More information Page 56 —

Our customers
and end-users

Governments and their
procurement bodies,

large prime contractors
and commercial businesses

The people who use our
products and services, often
members of the armed forces
and security services

More information Page 20 —

Our suppliers

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

More information Page 65 —

Our partners

Other industry companies, trade
bodies or academic institutions
with whom we work

More information Page 15 —

- Safety and wellbeing

— Career progression,
training and development

— Remuneration, reward
and recognition

— Diversity, equity and inclusion
(DEI)

— How we work together
— Business conduct
— Decarbonisation programme

— Contribution to the
communities where we work

— Value for money
— Trust

— Quality of our products
and services

— Risk management
— Timely delivery
— Safety and wellbeing
— Supporting operational
capability and operability
— Reducing product
GHG emissions'

— Reliability of our teams
to rectify issues quickly

— Labour and skills requirements

— Cost of materials
and operations

— Terms of trade
— Timely payment
— Sustainable sourcing

— Supply chain resilience
and continuity of supply

— GHG emissions and
decarbonisation agenda’

— R&D investment

— Product and service
development

— Collaboration on low-
emission products

— Developing common
standards, including and
approach to reduce industry
GHG emissions!

— Access to market and
customer opportunities

— Sharing best practices and
common standards, including
on ESG issues

1. Relates to the UK, Australia and Kingdom of Saudi Arabia businesses.

The safety, wellbeing, 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 safe, valued
and can fulfil their potential.

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, infrastructure
and nations. Delivering on
our customer commitments

is critical to our mission to
protect those who protect

us and drives our focus on
operational excellence.

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

us to deliver for our customers
and end-users.

Engaged suppliers perform
at a much higher level,
knowing they are regarded
as valued partners and critical
to mutual success.

We benefit from collaborating
with others to address
industry-wide challenges and
develop technologies, products
and services for our customers.

- Surveys and insight sessions

— In-person and virtual meetings, briefings, conferences,
toolbox talks, safety stand-downs, events and listening
forums at all levels

— Regular leadership updates through videos and events
throughout the year (including in relation to financial
and business performance)

— Digital channels including our Employee App, intranet,
email and TV systems

— Engagement forums with trades unions in Australia
and the UK and labour unions in the US

— Launched a renewed employee resource group (ERG)
framework, including a series of inclusion events
throughout the year

— Participated in major events including the DSEI
exhibition in the UK and the Association of the United
States Army exposition in the US

International summits, like the Shangri-La Dialogue

(Singapore), provided strategic access to key customers

and stakeholders

— Bespoke technology event series launched providing
an opportunity to engage customers around evolving
capability requirements

— Customer meetings, programme reviews, site visits

and programme milestone events

— Close working with end-users at customer facilities,
bases and sites

— Regular dialogue with senior military leaders as well as
senior ministers and political officials in our key markets

— Direct engagement with our suppliers, including at
major trade exhibitions and industry conferences such
as DSEI, DPRE and JOSCAR Live in the UK and a
bespoke supply chain event in Australia

— This enabled us to maintain close relationships to help
ensure continuity of supply, more proactively mitigate
supply chain disruptions arising from global events and
support our suppliers by providing extended demand
visibility and expertise to find mutual solutions to
identified supply challenges

— We shared our expectations on the topic of
sustainability with our suppliers

— Extensive engagement with university partners in
Australia and the UK, including joint research projects,
hackathons and an annual PhD conference

— Funding of projects at UK catapult centres to facilitate
R&D collaboration with industry, government scientists
and academia

— Maintained regular dialogue with industry partners,
think tanks, trade bodies and customers around
challenges that require a multi-partner approach,
including evolving global events, multi-domain
integration, resilient use of space for intelligence
and communications, and sustainability
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Stakeholders

What's important to them

Why we engage

How we engaged in 2023

Our investors

Investors who provide capital
to the business

More information Page 16 —

Our communities

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

More information Page 56 —

Our regulators

Governmental bodies
that oversee industry
or business activities

More information Page 62 —

Our pension
scheme members

Members and trustees
of our pension schemes

More information Page 91 —

— Profitability, growth
potential and cash
generation

— Capital allocation and
shareholder returns

— Operational performance
— Quality of management
— ESG considerations

— Share price performance

— Employment and
economic contribution

Education outreach and
skills development,
especially for young people
— Community engagement
and delivering meaningful
local impact
— Support for our armed
forces’ communities,
including veterans and
military families

— Relevant laws
and regulations

— Appropriate compliance
programmes

— Member benefits

— Pension scheme
funding position and
investment strategy

— Group performance

A strong investor base and
continued access to capital is
critical to the long-term success
of the Group. It is important
to ensure the owners of our
shares and potential investors
have a full understanding of
our business, including the
strategy, growth potential
and risks as well as the overall
performance of the business
in order to make informed
investment decisions.

We are committed to the
communities in which we
operate. In many locations
where we have major sites

we are one of the largest
employers in the area and have
a responsibility to support the
local communities where our
people live and work both
economically and socially.

As a leading defence and
security company, we are
dedicated to supporting
members of our armed forces'’
communities and strengthening
the STEM pipeline.

We maintain constructive
dialogue and relationships
with those who oversee the
regulations which can impact
our business.

We are committed to fulfilling
our obligations to current

and former employees in our
pension schemes. Our Trustees
engage with scheme members
regularly to ensure they are
informed about how we
continue to do so and

ensure that they have access
to all the information they
need to manage their

pension arrangements.

— Comprehensive investor programme comprising a

mixture of in-person and virtual engagements in the
UK, US and other key international markets

Engagements included management and Investor
Relations meetings, attendance at investor conferences,
bank-led Q&A sessions and major trade shows,
including DSEI, the Paris Airshow and the Indo-Pacific
Maritime Exposition

Held a capital markets event at our Hagglunds
business in Sweden and launched a virtual technology
event series

Revamped investor pages on the BAE Systems website
to make information more easily accessible

Commissioned an independent report into our annual
contribution to the UK economy

Extensive education outreach programme, including
science, technology, engineering and mathematics
(STEM) ambassadors in key markets, school roadshows
in the UK and sponsorship of the international FIRST
Championship in the US

Continued support for local communities through
sponsorships, donations and employee volunteering,
including a local community hub supporting charities
and voluntary organisations in the South of England
and Beacon summer camps for disadvantaged children
in Australia

Sustained partnerships with armed forces charities,
including Legacy’s centenary torch relay in Australia
and Royal British Legion’s Poppy Appeal in the UK

Open and constructive engagement with various
regulators, including meetings and discussions with
UK, US and Australian regulators in support of efforts
to drive efficient compliance, improve bilateral and
multilateral defence trade co-operation and support
our licensing strategy

Participation in industry association initiatives to work
with regulators to the same end

Regulator participation in our internal training events
and conferences, and support from us as speakers

or participants at external conferences and
engagement events

Continued to engage with our UK members via
dedicated pensions websites, ensuring they have access
to key scheme documents and pensions information
Newsletter made available to all members to keep
them updated and engaged in their pension planning
Consultations in 2023 with members of our schemes
with defined contribution benefits which resulted in

a change in provider for their pension provisions

We also engage with other non-profit organisations and public interest groups who have a focus on business or defence and security issues
to address factors that can impact our business and how we operate.

Section 172 statement

For the year ended 31 December 2023, in accordance with the requirements of Section 172(1) of the Companies Act 2006, the directors
consider that they have acted in good faith and in a manner most likely to promote the success of the Company for the benefit of its
members as a whole, having regard to stakeholders and other certain factors, including standards of business conduct and the impact
of its operations on the environment and local communities.

More information in support of this statement, including key matters considered and decisions made by the Board during 2023 Page 91 —
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Key performance indicators

Our KPIs are aligned to business strategy and are used to actively monitor performance.

Links to executive remuneration

Executive directors’ annual and long-term
incentives are assessed using a combination of the
Group's main performance indicators and other
objectives designed to meet the Group's strategy.
Metrics, which are both financial and non-financial,
as well as the achievement of personal objectives
for annual remuneration, are determined and
weighted according to business priorities and

Links to strategy

may be structured as targets to be achieved, or
underpins which, if not achieved, would reduce
payouts. 75% of annual incentive targets relate to
financial metrics aligned with long-term earnings
and cash targets. The non-financial element is
based on a combination of personal performance
objectives that provide a clear line of sight to our
strategic objectives including those in relation to
ESG, safety measures and DEI.

‘ Remuneration report Page 107 —

@ Sustainand grow our
defence business

@ Continue to grow our business
in adjacent markets

© Develop and expand our © Enhance finandial performance
international business and deliver sustainable growth

in sharehold (
@ Inspire and develop a diverse enarenolaer vate

workforce to drive success @ Advance and integrate our
sustainability agenda

Financial’
Our financial review Page 28 —
Sales 9©© i
Purpose Progress in 2023
Enables management to monitor 2023 £25,284m Sales increased 9%, on a constant currency

the revenue of both the Group’s
own subsidiaries as well as
recognising the strategic
importance in its industry of

its equity accounted investments,
to ensure programme
performance is understood 2021
and in line with expectations.

2022

Underlying EBIT ©©

basis, with all our operating segments seeing
an increase in sales in the year. For more details
on segmental performance see pages 35 to 45.

£23,256m

£21,310m

Purpose

Provides a measure of operating 2023
profitability, excluding one-off
events or adjusting items that
are not considered to be part
of the ongoing operational
transactions of the business, to
enable management to monitor
the performance of recurring 2021
operations over time, and which

is comparable across the Group.

2022

Underlying EPS ©©

Progress in 2023

£2,682m Underlying EBIT increased 9%, on a constant
currency basis. We saw increases across all
operating segments, with the exception of

Cyber & Intelligence which decreased, as expected,
as a result of the additional investments being
made in the business around space and multi-
domain networking.

£2,479m

£2,205m

Purpose
Provides a measure of the Group's 2023
underlying performance, which
enables management to compare
the profitability of the Group’s

recurring operations over time. 2022

2021

Progress in 2023

Underlying EPS increased 14%, on a constant
currency basis. The main driver behind the increase
in the year was the increase in underlying EBIT
combined with the effect of share repurchases.

For more detail on the movement in underlying
EPS in the year see page 30.




the Saudi Arabian Government. Read more
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Free cash flow @©
Purpose Progress in 2023
Provides a measure of cash 2023 £2,593m Free cash flow increased by £643m, driven by
generated by the Group’s the strong order flow in the year which generated
operations after servicing debt a number of advanced customer payments.
and tax obligations, available
for use in line with the Group’s 2022 HES500
capital allocation policy.
Orderintake 0@ ©
Purpose Progress in 2023
Allows management to monitor 2023 Order intake remained strong in 2023, and was
the order intake of the Group’s £0.6bn higher than 2022. Order intake across
own subsidiaries, as well as its the Air and Maritime segments accounted for
strategically important equity 2022 e over 50% of order intake for the year, reflecting
accounted investments, oLl a number of significant awards from the
providing insight into future UK Ministry of Defence for SSN-AUKUS and
years' sales performance. Dreadnought (Delivery Phase 3), as well as

2021 £21.5bn the renewal of Salam Typhoon support for

Net debt (excluding lease liabilities) @©©

on order intake for the year on page 31.

Purpose

Allows management to monitor
indebtedness of the Group,

to ensure the Group's capital
structure is appropriate and
capital allocation policy decisions
are suitably informed.

Non-financial

2023

2022

2021

£(1,022)m

£(2,023)m

£(2,160)m

Recordable accident rate (per 100,000 employees) @@

Progress in 2023

During the year, net debt (excluding lease
liabilities) has reduced by £1,001m to £1,022m.
The key driver behind this was the increased
free cash flow, resulting in cash of £4,067m
(2022 £3,107m) at 31 December 2023.

Our sustainability agenda Page 46 —

Purpose

We are committed to
continuously improving health
and safety standards across the
business. Our accident rate is
used to assess workplace safety
improvements and ensure our
safety efforts are aligned to

the working environment.

2023

2022

2021

Percentage change in Scope Tand 2 GHG emissions @@

Progress in 2023

The overall safety performance of our operations
improved with our recordable accident rate
reducing by 12.6%. The majority of this
improvement related to a reduction in recordable
injuries within our US business. However, the
number of major injuries, our measure of severity,
increased by 25%, from 32 to 40 during 2023.
This was most marked within our Maritime sector.
To address this we have reviewed the controls
around our significant safety risks.

Purpose

Our roadmap to support our
target of achieving net zero
GHG emissions (Scope 1and 2)
across our operations by 2030
is underpinned by an annual
target to reduce operational
GHG emissions by 4.2%.

2023

2022

2021

Progress in 2023

In support of our ambition to have net zero GHG
emissions (Scope 1 and 2) across our operations by
2030, global GHG emissions have reduced 11.0%
during the year. Scope 1 emissions have fallen
5.1%, while scope 2 emissions have fallen 13.4%.
This was driven by a reduction in electricity and
gas consumption as a result of factors such as
production variances, efficiency improvements
and operational control changes.

1. The definition and purpose of all performance measures defined by the Group is provided in the Alternative performance measures section on page 227.
2. For 2021, underlying EPS was 50.7p including a one-off tax benefit of £94m resulting from agreements reached regarding the exposure arising from the April 2019
European Commission decision regarding the UK’s Controlled Foreign Company Regime and the impact of the UK tax rate adjustment.
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Our financial review

In a time of ever-growing
geopolitical tension, our
teams have delivered at

record levels to protect

those who protect all of us.
Across the board, our
financial metrics show the
results of their hard work.

Brad Greve

2023 full-year performance

We have delivered strong financial performance 3 full-y
against guidance

with top-line growth, margin expansion and high
cash conversion. Our record order intake of £38bn
increases our order backlog to £70bn, positioning

Sales growth
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us well for the future.

Full-year performance summary

Strong demand has resulted in a record order
intake of £37.7bn, pushing our order backlog
to £69.8bn.

On a constant currency basis, we delivered
sales growth of 9%, surpassing our guidance
expectations, with all sectors delivering above
the expected ranges. A key feature of sales
growth was the acceleration of activities on
Dreadnought, which accounted for around

a quarter of the overall Group growth in the
year, and contributed to a 22% increase in
Maritime sector sales.

Our profitability, in the form of underlying
EBIT, rose by 9% on a constant currency
basis, to just under £2.7bn. Margins were
steady as improvements in the Air sector and
our Platforms & Services business offset the
margin headwind presented by the higher
submarines activity which trades at a
regulated profit.

Underlying EPS grew by 14% as the increase
in underlying EBIT was further complemented
by higher interest income and the impact of
the ongoing share buyback programme.

We had high cash conversion of our
underlying EBIT to free cash flow of £2.6bn,
driven by increased profitability and a net
increase in customer advances of c.£1bn.

We continued to invest in the business, as
capex exceeded depreciation by c.£0.3bn.

We continued to follow our disciplined capital
allocation policy and returned £1.4bn to
shareholders through dividends and the
ongoing share buyback programme. We have
announced another increase in our dividend
taking it to 30.0p for 2023, marking our 20th
year in a row of increased dividends.

2024 Group guidance'

The Group guidance for the year incorporates
the acquisition of Ball Aerospace and the
reduction in the Group’s shareholding in Air
Astana following its initial public offering,
which both completed in February 2024.

Sales for the Group are expected to increase
between 10% to 12%.

Underlying EBIT is expected to improve by
11% to 13%.

We expect underlying EPS to increase 6%
to 8%, largely as a result of the higher

interest expense, following the Ball Aerospace

acquisition, and an increased UK corporation
tax rate.

Free cash flow in 2024 is expected to be
greater than £1.3bn as cash advances
received in 2023 will start to unwind.

Group guidance can be found on page 34.

1. While the Group is subject to geopolitical and other uncertainties, the following guidance is provided on current
expected operational performance. Our guidance uses the same exchange rate we averaged in 2023 of $1.24:£1.

Underlying EBIT

Underlying EPS

10% 12%

14%

b Y

Free cash flow

>£1,800m

£2,593m

>

|

2023 guidance range

= (Compared to guidance provided at
the Half-year Results in August 2023,
at an exchange rate of $1.24:£1
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Group income statement Financial performance measures as defined by the Group?
Sales for the year were £25.3bn 2023 2022
(2022 £23.3bn) representing growth, £m fm
on a constant currency basis', of 9% with Sales [ kP | 25,284 23,256
all sectors delivering growth in the year. FET G RIS 10.6% 10.7%
Maritime recorded sales of £5.5bn (2022 -
£4.6bn) which was an increase of 22%, Underlylng EBI.T = 2,682 2ATY
on a constant currency basis, and accounted Underlying net finance costs 211 (246)
for nearly 47% of the overall Group’s sales Underlying tax expense (472) (422)
growth; submarines activity accounted for Underlying profit for the year 1,999 1,811
around 25%. Attributable to:
Electronic Systems recorded sales of £5.5bn Non-controlling interests 83 83
(2022 £5.1bn) equating to growth of 9%, Equity shareholders 1,916 1728
on a constant currency basis. This was led
by continued recovery in the commercial Financial performance measures as defined by IFRS
business across both civil aviation and power
and propulsion, along with gains in electronic 2023 2022
£m fm
combat systems.
our Platf St dsal Revenue 23,078 21,258
ur Platforms ervices sector posted sales o 8
of £3.9bn (2022 £3.7bn), with growth of 8%  Lotur On revenue 1.1% Sl
on a constant currency basis. Our Hagglunds Operatlng profit 2,573 2,384
business accounted for almost two thirds of Net finance costs (247) (395)
the sector’s growth. Across the Platforms & Tax expense (386) (315)
Services portfolio, nearly 600 vehicles were Profit for the year 1,940 1674
delivered in the year. Attributable to:
The Air sector recorded sales of £8.1bn Non-controlling interests 83 83
(2022 £7.7bn), representing growth of 4% Equity shareholders 1,857 1597

on a constant currency basis. The sector saw
increased activity in MBDA and higher air
support volumes, while the future combat
air programme continued to gain pace with
activity more than doubling in 2023.

Sales in the Cyber & Intelligence sector grew
to £2.3bn (2022 £2.2bn), an increase of

6% on a constant currency basis. Growth
was 9%, on a constant currency basis, after
adjusting for the impact of the disposal

of the financial crime detection business in
2022. The US Intelligence & Security business
grew 10%, primarily as a result of increased
classified, sustainment and systems
integration work, while outside the US we
saw a sharp increase in National Security
cyber sales.

Revenue was £23.1bn (2022 £21.3bn), with
growth during the year of 9%, on a reported
currency basis, reflective of the same drivers
behind the increase in sales for the year
excluding the impact of MBDA in Air.

Return on sales

2023

2022

2021

Underlying EBIT was up 9% to £2,682m
(2022 £2,479m), on a constant currency
basis. The Maritime sector reported
underlying EBIT of £425m (2022 £356m)
following a year of strong sales growth,
with margins reflecting the regulated profit
environment on the Dreadnought
programme.

Our Electronic Systems sector grew
underlying EBIT to £878m (2022 £838m),

an increase of 5% on a constant currency
basis. Margin of 16.1% was within the
guidance range and reflected lower pension
recoveries in the US, marginally offset by an
increase in higher margin commercial activity.

Platforms & Services reported underlying
EBIT of £354m (2022 £326m), with margins
increasing to 9.0%. The growth reflected
the strong operational performance in our
Hagglunds and Ship Repair businesses in
the year.

This has been delivered by focusing on:

e strong operational performance allowing
for risk retirement;

o effective supply chain management;
e proactive portfolio actions; and

* business efficiency initiatives.

Our Air sector reported underlying EBIT

of £949m (2022 £849m), increasing margin
t0 11.8%. The growth in the year reflected
the higher sales and risk retirement.

Finally, Cyber & Intelligence reported
underlying EBIT of £199m (2022 £232m),

a decrease of 14% on a constant currency
basis. Margin of 8.6% was in the guided
range and represented additional investment
in the business in space and multi-domain
networking.

Operating profit increased 8%, to £2,573m
(2022 £2,384m), on a reported currency
basis. On an operating sector basis this
reflected the same drivers as underlying EBIT.
Other differences are discussed below (also
see the reconciliation of underlying EBIT to
operating profit on page 227).

Underlying net finance costs were £211m
(2022 £246m), a decrease of £35m. Of this,
costs of £231m (2022 £230m) related to the
Group and income of £20m (2022 costs of
£16m) related to the Group's share of equity
accounted investments. The improvement in
underlying net finance costs largely reflected
the increase in interest rates applied to
surplus cash during the year.

1. Current year compared with prior year translated at current year exchange rates. The comparatives have not been restated,
2. The definitions and purpose of all performance measured defined by the Group is provided in the Alternative performance measures section on page 227.
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Our financial review wninwed

Reconciliation of underlying EBIT to operating profit 20£2m3 zofzmi
Underlying EBIT [ KPI | 2,682 2,479
Adjusting items 40 91
Amortisation of programme, customer-related and other intangible assets (111) (110)
Impairment of intangible assets (5) (1
Net finance income/(costs) and tax expense of equity accounted investments (33) (75)
Operating profit 2,573 2,384
Net finance costs were £247m (2022 Adjusting items 2052,: Zofznzq
£395m), a decrease Qf £148m.l Excludir}g the Feis 60 oL ueEs sl - 94
£35m improvement in underlying net finance

costs, all other net finance costs recorded Acquisition-related costs (20) (16)
a gain of £113m. This was largely the result Gain related to settlements and past service

of the £41m interest income on the Group's cost on pension schemes 60 13
pension surplus (2022 cost of £37m on Adjusting items 40 91

pension deficit position at the start of the
year). The balance of the improvement was
the result of foreign exchange gains on its
US dollar-denominated borrowings, largely
being offset by losses on the remeasurement
of financial instruments principally held to
manage the Group's exposure to interest
rate fluctuations.

Earnings per share (EPS)
As defined by the Group

Underlying tax expense of £472m
(2022 £422m), was an increase of £50m
reflecting the higher underlying pre-tax
profits. The underlying effective tax rate
was 19% (2022 19%),).

Tax expense of £386m (2022 £315m), was
an increase of £71m reflective of the increase
in the UK's corporation tax rate in the year
and the Group's pre-tax profits.

Adjusting items in 2023 totalled a net

gain of £40m (2022 £91m) mainly comprising
a final settlement gain on a US pension
annuity buy-out of £60m. 2022 was mainly
comprised of a £94m gain on the disposal

of the financial crime detection business

in Digital Intelligence.

2023 2022

Underlying profit for the year attributable to equity shareholders

Underlying EPS

£1,916m
a 63.2p

£1,728m
55.5p

As defined by IFRS

Profit for the year attributable to equity shareholders

Basic EPS

£1,857m
61.3p

£1,591m
51.1p

Underlying EPS increased to 63.2p (2022
55.5p), or 14% on a constant currency basis.
This is largely driven by the improved
underlying profit for the year as set out on
page 29, as well as the benefit from the
ongoing share buyback programme which
accounted for 1.5p of the increase.

Movement underlying EPS (pence)

Basic EPS increased 20% to 61.3p

(2022 51.1p) also reflective of the increased
profitability of the Group for the year

and the benefit of the ongoing share
buyback programme.

65

60

55.5

(0.2)
55

1.5

(0.2)

50

63.2

2022 FX

Tax Share

Underlying
repurchases EBIT

Underlying 2023

net finance costs
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Orders
As defined by the Group As defined by IFRS
Order intake IEGH Order backlog Order book
6% 3% 2% o
i 18% & 13% ‘ 13%
\
) Platforms & Services
£37.7bn 20% £58.0bn

\

29%
(2022 £37.1bn)

Order intake, at £37.7bn, was up £0.6bn
on the prior year, leading to a record order
backlog of £69.8bn. Air recorded the
highest order backlog at 31 December 2023,
reflecting significant orders in MBDA and
the Kingdom of Saudi Arabia during the
year. The order backlog in Maritime also
remains high reflecting the submarine and
ship build programmes.

(2022 £58.9bn)

38%

(2022 £48.9bn)

Details of awards in the year are included

in the segmental reviews on pages 35 to 45,
but the three largest orders driving the order
intake in the year were:

— In Maritime, funding of £3.95bn was

awarded by the UK Ministry of Defence for
the next phase of the UK's next-generation
nuclear-powered attack submarine
programme, SSN-AUKUS.

Cyber & Intelligence

— In Maritime, we also secured an order

intake of £2.4bn for the continued Delivery
Phase 3 activity on the Dreadnought Class
submarine programme.

— In Air, we renewed the Government-to-

Government Typhoon support services in
the Kingdom of Saudi Arabia for a further
five years through to the end of 2027,
valued at £3.7bn.

Cash flow

2023 2022
As defined by the Group £m £m
Free cash flow [ KPI | 2,593 1,950
Operating business cash flow 3,218 2,557
As defined by IFRS
Net cash flow from operating activities 3,760 2,839
Net cash flow from investing activities (541) 422)
Net cash flow from financing activities (2,188) (2,333)
Net increase in cash and cash equivalents 1,031 84
Cash and cash equivalents at 1 January 3,107 2,917
Effect of foreign exchange rate changes on cash and cash equivalents (71) 106
Cash and cash equivalents at 31 December 4,067 3,107

Free cash flow of £2,593m (2022 £1,950m)
was an increase of £643m on the prior year.

Operating business cash flow of £3,218m
(2022 £2,552m) was an increase of £666m.

Net cash flow from operating activities
was £3,760m (2022 £2,839m), an increase
of £921m. In addition to the increased
profitability of the Group, there was a net
inflow of c.£1bn from customer advances.

Net cash flow from investing activities
was an outflow of £541m (2022 £422m).
The Group received cash in the year of
£134m from dividends received from equity
accounted investments, offset by an
increased cash outflow of £272m in relation
to capex investment in property, plant and
equipment and intangible assets. This is
reflective of the additional investments within
our sites to support future programme
delivery, such as the shipbuilding facilities in
Glasgow to support Type 26 construction,

munitions sites in both the UK and US and
construction of the modern shiplift and
land-level repair complex at our Jacksonville,
Florida shipyard.

Net cash flow from financing activities
was an outflow of £2,188m (2022 £2,333m),
a decrease of £145m. Cash returns to
shareholders, through dividend and share
repurchases, decreased £172m to £1,418m.
Although dividends increased, the value of
share repurchases was lower. This year also
saw a cash inflow from draw-down of loans
of £162m, from the private placement to
fund the shiplift at our Jacksonville, Florida
shipyard. 2022 saw a £400m cash outflow in

respect of bond repayments which were due.

The net cash outflow in respect of derivative
financial instruments was £196m (2022 cash
inflow of £328m) reflective of hedging
against foreign exchange movements on
the US dollar-denominated borrowings.

Foreign exchange translation primarily
arises in respect of the Group's US dollar-
denominated cash holdings.

Cash and cash equivalents of £4,067m
(2022 £3,107m) are held primarily for the
repayment of debt securities, pension funding
when required, payment of the 2023 final
dividend, funding of further share
repurchases under the up to £1.5bn share
buyback programme announced in July 2022
and management of working capital. In
completing the $5.5bn (£4.4bn) acquisition
of Ball Aerospace on 16 February 2024,

the Group paid $1.5bn (£1.2bn) in cash

and drew down $4.0bn (£3.2bn) of debt
funding in settlement of the transaction.
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Our financial review wninwed

Net debt (excluding lease liabilities)

2023 2022
Components of net debt £m £m
Cash and cash equivalents 4,067 3,107
Debt-related derivative financial instruments (net) 22 112
Loans — non-current (4,432) (5,189)
Loans and overdrafts — current (679) (53)
Net debt (excluding lease liabilities) [ KPi | (1,022) (2,023)

The Group’s net debt (excluding

lease liabilities) at 31 December 2023
was £(1,022)m, a net decrease of £1,001m
from the position at the start of the year.
This was primarily as a result of strong free
cash flow performance, partially offset

by shareholder returns through dividends
and share repurchases.

For details of maturity of the Group
borrowings see note 21 on page 189.

Non-current loans have decreased by
£757m during the year as the $800m 3.8%
bond due for repayment in 2024 is now
classified as a current loan; this movement
was partially offset by draw-down of the
$200m private placement to fund the
Jacksonville, Florida, shiplift which is
repayable in 2050.

Movement in net debt (excluding lease liabilities) (Em)

2,000

Current loans have increased by £626m
during the year reflecting the $800m 3.8%
bond maturing in October 2024.

Free cash flow
£2,593m

1,000

-1,000

—2,000

31 December

Shareholder returns of £1,418m (2022
£1,590m) comprised both dividends of

£857m (2022 £802m) and share repurchases

of £561m (2022 £788m). Dividends paid
represent the 2022 final dividend and the
2023 interim dividend. During 2023, we
repurchased 59m shares under the up

to £1.5bn share buyback programme
announced in July 2022 (2022 107m
shares under the 2022 and 2021 share
buyback programmes).

Operating business
2022 cash flow

(174)

Interest
and tax

Shareholder
returns

Other movements includes foreign
exchange on the Group’s US dollar-
denominated cash and borrowings, offset

by their associated derivatives, and dividends

paid to non-controlling interests.

Other 31 December
2023
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Balance sheet
2023 2022
£m fm
Intangible assets 12,099 12,644
Property, plant and equipment, right-of-use assets and investment property 5,003 4,723
Equity accounted investments and other investments 916 886
Working capital (5,468) 4,119)
Lease liabilities net of finance lease receivables (1,396) (1,582)
Group's share of IAS 19 post-employment benefits surplus 229 646
Net tax assets and liabilities 474 363
Net other financial assets and liabilities (112) (138)
Net debt (excluding lease liabilities) [ kP | (1,022) (2,023)
Net assets 10,723 11,400

Intangible assets of £12.1bn (2022 £12.6bn)
was a decrease of £0.5bn on the prior year,
driven by the foreign exchange impact of the
Group’s US dollar-denominated goodwill.

Property, plant and equipment, right-
of-use assets and investment property
was £5.0bn (2022 £4.7bn), an increase of
£0.3bn. Property, plant and equipment
increased by a net £0.4bn reflecting capex
spend across the business of £0.8bn, offset
by depreciation and foreign exchange
adjustments.

Exchange rates

Equity accounted investments and
other investments was £916m (2022
£886m). The Group's share of profits of
equity accounted investments during the
year, which was offset by dividends paid,
resulted in a net gain of £45m at the end
of the year.

Working capital saw a £1.4bn decrease,
in aggregate, mainly reflecting an increase
in advanced funding from customers on

a number of contracts.

Lease liabilities, net of finance lease
receivables, was £1.4bn (2022 £1.6bn) with
no new significant lease agreements entered
into during the year.

The Group'’s share of the net IAS 19
post-employment benefits surplus

was £0.2bn (2022 £0.6bn), net of a 35%
withholding tax of £0.4bn. The decrease

in the net surplus of £0.4bn largely reflects

a fall in the discount rate applied to the UK
schemes at 31 December 2023. Details of the
Group's post-employment benefit schemes
are provided in note 24 to the Consolidated
financial statements on page 191.

Average 2023 2022
£/% 1.244 1.236
f/€ 1.150 1173
£IA$ 1.874 1.778
Year end

£/% 1.275 1.203
f/€ 1.154 1.127
£/A% 1.868 1.773
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Guidance for 2024’

After a strong financial year for 2023, we look forward to continued top-line growth with increased return on sales and good free cash delivery
against our rolling targets. Guidance is provided on the basis of an exchange rate of $1.24:£1, which is in line with the actual 2023
exchange rate, therefore guidance is the same for both reported and constant exchange rates.

The Group guidance for 2024 incorporates the acquisition of Ball Aerospace? and the reduction in the Group’s shareholding in Air Astana
following its initial public offering, both of which completed in February 2024. See note 34 on page 213.

sales 10% to 12%

expected to increase in the range of

2023: £25,284m

Underlying EBIT 11% to 13% Underlying EPS 6% to 8%
expected to increase in the range of expected to increase in the range of
2023: £2,682m 2023:63.2p

Free cash flow target for 2024 >£1.3bn

2023: £2,593m

Underlying finance costs Effective tax rate Non-controlling interests
£350m to £375m c.21% c.£80m

Sensitivity to foreign exchange rates: the Group operates in a number of currencies, the most significant of which is the US dollar. As a guide,
a 5 cent movement in the £/$ exchange rate will impact Sales by c.£500m, Underlying EBIT by c.£70m and Underlying EPS by c.1.3p.

Segmental guidance

The following table provides guidance by segment, aligned to the Group guidance.

Year ended 31 December 2024 Expected sales Expected Return on sales*
Electronic Systems? Up 32% to 34% c15%
Platforms & Services Up 5% to 7% 10% to 11%
Air Up 3% to 5% 1% to 12%
Maritime Up 6% to 8% c.8%
Up 3% to 5% 8% 10 9%

In 2024, the HQ reporting segment is expected to be an expense of c.£155m (2022 expense of £123m) reflecting the reduction in the Group's
shareholding in Air Astana in February 2024 (see note 34 on page 213).

Three-year free cash flow guidance®

Actual Forecast
2022 2023 2024 2025 2026
2022-2024 in excess of £5.5bn 'E2 Obn 'E2 6bn >'E1 an

previously in excess of £5bn

Nz -1

>£1.3bn

2024-2026 in excess of £5bn

1. While the Group is subject to geopolitical and other uncertainties, the following guidance is provided on current expected operational performance. The guidance
is based on the measures used to monitor the underlying financial performance of the Group. See the Alternative performance measures section on page 227.

2. Guidance incorporates the acquisition of Ball Aerospace from the 16 February 2024.

3. The acquired Ball Aerospace business will be reported through the Electronic Systems segment.

4. Underlying EBIT as percentage of Sales.

5. In addition to the free cash flow above, the Group received proceeds of c.£0.2bn from the reduction in the Group’s shareholding in Air Astana. The cash flow impact of
business acquisitions and disposals is excluded from the Group’s definition of free cash flow.
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Segmental review

The Group reports its performance through six reporting segments.

Financial performance measures

Financial performance measures

defined by the Group' derived from IFRS
Net cash
Operating flow from
Underlying Return business Order Order Operating Return on operating Order
Sales EBIT onsales cash flow intake  backlog Revenue profit  revenue activities book
Year ended 31 December 2023 £m £m % £m fbn fbn £m £m % £m fbn
[ kP | [ kP |
Electronic Systems
5,458 878 16.1 811 6.7 89 5,456 806 14.8 961 7.6
Platforms & Services
3,922 354 9.0 426 7.7 11.5 3,842 73 9.7 624 111
Air
8,058 949 11.8 1,669 11.0 27.2 6,517 948 14.5 1,808 18.5
Maritime
5,536 425 7.7 291 10.1 21.3 5,391 423 7.8 629 204
Cyber & Intelligence
M 2,321 199 8.6 204 2.5 2.0 2,321 179 7.7 261 1.4
HQ? 471 (123) (183) 0.4 = 10 (156) (128) =
Deduct Intra-group (482) 0.7) (1.1) (459) (1.0)
Deduct Tax? (395)
Total 25,284 2,682 10.6 3,2184 37.7 69.8 23,078 2,573 1141 3,760 58.0

We use financial performance measures as defined by the Group to monitor the underlying financial performance of the Group's reporting
segments. The definitions and purposes of these Alternative performance measures can be found on page 227. Reconciliations from
these measures to the financial performance measures derived from IFRS are provided in our Alternative performance measures section on

pages 227 to 231.

1. The definition and purpose of all performance measures defined by the Group is provided in the Alternative performance measures section on page 227.
2. HQ comprises the Group's head office activities, together with a 49% interest in Air Astana as at 31 December 2023.

3. Tax is managed on a Group-wide basis.
4. At a Group level, the key cash flow metric is free cash flow (see Alternative performance measures on page 227). In 2023, free cash flow was £2,593m (2022 £1,950m).
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Electronic Systems

Electronic Systems, with 17500" employees, comprises the
Group's US- and UK-based electronic solutions, including
electronic warfare systems, navigation systems, electro-optical
sensors, military and commercial digital engine and flight
controls, precision guidance and seeker solutions, next-
generation military communications systems and data links,
persistent surveillance capabilities, space electronics and electric

drive propulsion systems.

Electronic Combat Solutions designs, builds
and supports integrated electronic warfare
systems for platform prime and government
customers, and is a trusted mission systems
provider for all three electronic warfare missions:
electronic attack; electronic protection; and
electronic support.

Countermeasure & Electromagnetic Attack
Solutions provides next-generation threat
detection, countermeasure and attack solutions
that deliver full-spectrum electronic warfare
capabilities to enhance mission survivability.

Precision Strike & Sensing Solutions designs
and manufactures state-of-the-art systems and
technology that enable our customers to execute
their precision strike missions.

C4ISR Systems provides actionable intelligence
through innovative technical solutions for
airborne persistent surveillance, secure
communications, identification systems, signals
intelligence, underwater and surface warfare
solutions, and space resiliency.

Controls & Avionics Solutions develops and
produces electronics for military and commercial
aircraft, including fly-by-wire flight controls,

full authority digital engine controls, power
management solutions, cabin management
systems and mission computers.

Power & Propulsion Solutions delivers
propulsion and power management
performance with innovative electrification
products and solutions that advance vehicle
mobility, efficiency and capability.

Operational performance

We continued to experience strong demand
across our customer base for electronic
systems, as evidenced by our 2023 order
generation. We continued to manage supply
chain constraints effectively in 2023 and
saw stability and easing in some areas.

We supported existing customers on key
electronic warfare and precision guided
munition programmes, while pursuing

and maturing new opportunities.

In our commercial businesses, with airline
traffic and business travel increasing, there
is stronger demand for Original Equipment
Manufacturer (OEM) deliveries and
aftermarket services. Clean air regulations
continue to drive the transportation
industry towards alternative energy sources,
like our propulsion solutions.

Operational highlights

— The F-35 Lightning Il programme completed
deliveries on Lot 15 electronic warfare (EW)
systems and has delivered a cumulative
total of over 1,400 EW systems. We are
also supporting the Block 4 modernisation
efforts under multiple contracts, including
a recent contract for future Lot 17/18
production worth $491m (£395m), and
continue to demonstrate high performance
under a five-year Performance Based
Logistics contract for F-35 sustainment.

— The Compass Call programme is executing

contracts valued at more than $1bn (£0.8bn)
focused on the cross-decking of prime
mission equipment to the new EA-37B
aircraft while sustaining and upgrading

the existing EC-130H fleet. We successfully
delivered the first of ten EA-37B aircraft

to the US Air Force for formal combined
developmental and operational testing.
The next-generation system evolves the Air
Force's electromagnetic attack capabilities
and is targeted to initially field in 2024.

Our Eagle Passive Active \Warning Survivability
System (EPAWSS) programme completed
Design Verification and Qualification
Testing enabling Initial Operational Test

and Evaluation by the US Air Force.

Our Advanced GEOQINT Systems team was
selected by a customer in the Asia-Pacific
region to provide our Geospatial
eXploitation Products™ (GXP®) software
as a key component of its large-scale
Geospatial Intelligence implementation.
The delivery of this software, comprised
of advanced imagery exploitation, analytics,
and data fusion software tools, further
solidifies our industry-leading position
and enables future expansion to allies
around the globe.

The Navigation & Sensor Systems team
continues to execute a contract with Space
Systems Command to develop an M-Code
Increment Il Miniature Serial Interface GPS
receiver for ground embedded applications
with next-generation Application Specific
Integrated Circuit technology valued at
more than $278m (£224m).

Strategic and order highlights
— In addition to a successful test event,

conducted in January 2023, of the
Advanced Precision Kill Weapon System
(APKWS®) that demonstrated new
capabilities for critical mission sets in
support of US and allied forces, the
APKWS® laser-guidance kit programme
continues to execute under an Indefinite
Delivery, Indefinite Quantity contract with
awards worth $590m (£476m) in 2023,
including international orders.

Building on our position in energy and
power management, we announced a
collaboration with Heart Aerospace to
define the battery system for Heart's
ES-30 regional electric airplane, and Eve
Air Mobility selected us to provide an
advanced energy storage system for its
electric vertical take-off and land aircraft.

Our Power & Propulsion Solutions business
was selected for North America’s largest
battery electric bus award, meaning our
Gen3 system will power up to 1,229 Nova
Bus battery electric buses in Quebec, Canada.
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— Through our Data Link Solutions joint
venture with Rockwell Collins, Inc. we were
selected by the US Navy to provide our
Firenet™ small form factor Multi-functional
Information Distribution System Joint
Tactical Radio which enables in-network
communication for smaller platforms. This
award continues to build on our portfolio
of next-generation full-spectrum
communication systems.

Looking forward

— Our Electronic Systems sector remains
positioned for growth in the medium term,
as the team continues to address current
and evolving priority programmes from
its strong franchise positions and long-
standing commitment to research
and development.

— We maintain a diverse portfolio of defence
and commercial products and capabilities
for US and international customers, and
expect to benefit from applying innovative
technology solutions to defence customers’
existing and changing requirements,
building on our significant roles on
F-35 Lightning Il, F-15 upgrades, M-Code
GPS upgrades and classified programmes,
as well as a number of precision
weapon products.

— Qver the longer term, we are poised to
build on our technology strengths in
emerging areas of demand, including
precision weaponry, space resilience,
hyper-velocity projectiles, autonomous
platforms, and the development of
multi-domain capabilities.

— In our commercial portfolio, we continue to
leverage our leading electric drive propulsion
capabilities to address growing demand for
low and zero emission solutions across an
increasing number of civil platforms, with
opportunities to migrate these technologies
to defence applications.

— We continue to invest in our people,
R&D and facilities to ensure capacity and
resources are in place to capitalise on the
positive outlook across our defence and
commercial markets.

— The acquisition of Ball Aerospace will
provide further access to the growing
space domain, C4ISR and missile and
munitions markets.

1. Including share of equity accounted investments.
2. Constant currency basis.

Financial performance

Financial performance measures

as defined by the Group
2023 2022
Sales & £5,458m £5,057m
Underlying EBIT K&l  £878m  £838m
Return on sales 16.1% 16.6%
Operating business
cash flow £811m £650m
Order intake' & £6.7bn  £5.4bn
Order backlog' £8.9bn £8.1bn
Financial performance
measures derived from IFRS
2023 2022
Revenue £5,456m £5,057m
Operating profit £806m £747m
Return on revenue 14.8% 14.8%
Cash flow from
operating activities £961m £860m
Order book £7.6bn £6.7bn

— Sales of £5.5bn increased 9%?, led by
continued recovery in the commercial
aviation business across both civil aviation
and power and propulsion, along with
gains in electronic combat systems.

— Underlying EBIT grew 5%?, generating
a return on sales of 16.1%, within
the guided range. This reflected the
absorption of lower pension
recoveries partially offset by higher
commercial activity.

— Operating business cash flow was

£811m and reflects improved working
capital management.

Sales by line of business

F

C

Electronic Combat 29%
C4ISR Systems 22%
Controls & Avionics 16%
Precision Strike & Sensing 15%
Countermeasure & Electromagnetic Attack  14%
Power & Propulsion 4%

Sales by domain

C

A Air 87%
B Maritime 3%
C Lland 10%

Sales analysis: Defence and commercial

B
A

A Defence
B Commercial
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Platforms & Services
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e T L

Platforms & Services, with 11.900" employees, with operations
in the US, Sweden and UK, manufactures and upgrades
combat vehicles, weapons and munitions, and delivers services
and sustainment activities, including naval ship repair and the
management and operation of two government-owned
ammunition plants.

Combat Mission Systems focuses on a portfolio
of tracked combat vehicles, amphibious vehicles,
naval weapons, artillery systems, advanced
weapons and precision munitions for the

US military and international customers.

Ordnance Systems is the operator of the
US Army’s Holston and Radford ammunition
facilities under government-owned, contractor-

operated agreements, and focuses on explosives,

propellants and facility modernisation.

US Ship Repair is a major provider of
non-nuclear ship repair, modernisation,
overhaul and conversions to the US Navy
and other government and commercial
maritime customers across three US sites
on the Atlantic and Pacific coasts.

BAE Systems Hagglunds focuses on
the tracked vehicle market for Swedish
and international customers.

BAE Systems Bofors, based in Sweden,
provides advanced land and maritime
weapons and precision-quided munitions.

Weapon Systems UK is a provider

of land-based artillery systems, sustainment
and services, primarily for the M777 towed
ultra-lightweight howitzer.

FNSS, the Turkish land systems business
in which BAE Systems holds a 49%
interest, produces and upgrades tracked
and wheeled military vehicles for Turkish
and international customers.

Operational performance

In response to a changing global landscape
that is prioritising defence spending to
enhance and replenish capabilities, we remain
focused on meeting increased customer
demand for our products and services,
including munitions, tracked combat vehicles,
artillery systems and support services.

In the US, our Combat Mission Systems

team is producing at heightened volumes
across multiple programmes, drawing on

our extensive manufacturing network and
engineering capability spanning the US,
including expanded operations at our

York, Pennsylvania, site to enable increased
production of Armored Multi-Purpose Vehicles
(AMPVs) and Amphibious Combat Vehicles
(ACVs) to match customer requirements.

The team continues to support critical vehicle
modernisation programmes, and the AMPV
entered the full-rate production phase during
the second half of the year as the next-
generation replacement for the M113.

Our BAE Systems Hagglunds team continued
to build its order book with a large order

of the CV90 MKIV infantry fighting vehicles
in seven different variants from the Czech
Republic. Ongoing build and upgrades
continue for the current fleet of CV90s for a
number of nations. Hagglunds has also seen
a renewed interest in Arctic operations, leading
to additional sales of our BvS10 all-terrain
family of combat vehicles. Additionally, the
team secured a strong partner to bring

the BvS10 to the Indian market.

In our support services operations,
modernisation and maintenance activities
continue in our US shipyards for the US Navy's
non-nuclear fleet. We secured a ten-year
contract, with a ceiling value of $8.8bn
(£7.1bn), to continue operating the US Army’s
Holston Army Ammunition Plant, and we
continue to operate and modernise the
Radford Army Ammunition Plant into 2026.

Operational highlights

— Our Hagglunds business continued to
build its order book, with a large order
of the CV90 vehicle in seven variants from
the Czech Republic, and grow its portfolio
through strong strategic investments and
a partnership with Norway'’s Ritek AS to
produce two new variants for the Swedish
Armed Forces.

— The UK Government selected ARCHER
for its interim mobile artillery solution
requirement through a Government-to-
Government agreement with Sweden.

— Our US shipyards were recognised for
Safety Leadership, and the Holston Army
Ammunition Plant received the US Army
Materiel Command’s Excellence in
Explosive Safety Award.

— We started construction on a modern
shiplift and land-level repair complex at
our Jacksonville, Florida, shipyard that is
expected to be operational in early 2025.
However, in response to lower demand
for Pacific-coast ship repair services
throughout the year, we scaled back
the workforce at our San Diego shipyard
by nearly 500 positions.

Strategic and order highlights

— We secured a ten-year contract, with
a ceiling value of $8.8bn (£7.1bn), to
continue operating the US Army’s
Holston Army Ammunition Plant.

— We secured a $797m (£641m) contract
with the US Army to continue production
of the AMPV, with additional options for
a potential total contract amount of $1.6bn
(£1.3bn). This award brings the AMPV into
full-rate production.

— We secured multiple contracts exceeding
a total value of $870m (£700m) for the
continued production of the Bradley A4.
These awards will move more than 270
vehicles through our production lines
and extend production into 2026.

— The Czech Republic awarded Hagglunds
a contract to produce 246 CV90 MkIV
infantry fighting vehicles in seven
different variants. The contract is valued
at $2.2bn (£1.8bn).

— Following the joint procurement agreement
between Sweden, Germany and the UK,
Germany purchased an additional 227
ultra-mobile, protected, all-terrain BvS10s
valued at ¢.$400m (£322m). This
investment from Germany will extend
deliveries through to 2030.
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— Our Weapon Systems UK team secured a
five-year contract to follow from a previous
ten-year programme for the delivery of
M777 support services for the US, Australia
and Canada with the initial year funded at
$17m (£14m). Following M777
deployments to Ukraine and increased
interest from armies around the world,
Weapon Systems UK also secured a
contract from the US Army to produce
M777 superstructures for spares and
repairs through the foreign military sales
(FMS) process. This effectively brings the
M777 towed lightweight howitzer back
into production.

— We remain a critical provider of Army
combat vehicles with our current franchises
of AMPV, M109A7, M88 and Bradley
vehicles, though we were not selected to
participate in the follow-on phases of the
US Army’s Optionally Manned Fighting
Vehicle programme.

Looking forward

— We continue to focus on increased
long-term demand from the US and
international customers. The uplift in
European and allied countries’ defence
spending is in addition to our strong order
backlog on key franchise programmes,
including the AMPV, M109A7 self-
propelled howitzer, Bradley upgrades,
M88 HERCULES recovery vehicle and
the US Marine Corps’ ACV.

— There is a significant pipeline of future
business opportunities for the CV90 and
BvS10 from our Hagglunds business, as well
as for artillery systems and munitions from
our Bofors business.

— We continue to manage and operate
the US Army’s Radford and Holston
ammunition plants, and focus on key
modernisation activities.

— We will maintain our strong position
on naval guns, missile launch programmes,
and submarine programmes, as well as
US Navy ship repair and modernisation
activities where the business has invested
in capitalised infrastructure and our
facilities in key home ports.

1. Including share of equity accounted investments.
2. Constant currency basis.

Financial performance

Financial performance measures

as defined by the Group
2023 2022
Sales & £3,922m £3,688m
Underlying EBIT B  £354m  £326m
Return on sales 9.0% 8.8%
Operating business
cash flow £426m £525m
Order intake' B £77bn  £5.7bn
Order backlog' £11.5bn £8.1bn
Financial performance
measures derived from IFRS
2023 2022
Revenue £3,842m £3,598m
Operating profit £373m £322m
Return on revenue 9.7% 8.9%
Cash flow from
operating activities £624m £633m
Order book £11.1bn £7.7bn

— Sales were £3.9bn, an increase of 8%?2.
Our Hagglunds business accounted
for the majority of the sector’s growth,
with significant gains also recorded in
our Ship Repair business.

— Operating business cash flow was
£426m, reflecting significant advanced
funding from customers partially offset
by capital expenditure, predominantly
in Ship Repair.

— Order intake of £7.7bn reflects a number

of significant awards in the year, but

primarily relates to the Czech Republic
award for 246 CV90 MKIV infantry
fighting vehicles worth $2.2bn (£1.8bn).

Sales by line of business

g FS

B

Combat Mission Systems
US Ship Repair
Ordnance Systems

BAE Systems Hagglunds
BAE Systems Bofors
Weapon Systems UK
FNSS

Sales by domain

A

A Air
B Maritime
C Lland

Sales analysis: Platforms and services

A

A Platforms
B Services
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Air, with 26,000" employees, comprises the Group's UK-based
air build and support activities for European and international
markets, US programmes, development of Future Combat

Air Systems and FalconWorks

®

, alongside our business in

the Kingdom of Saudi Arabia and interests in our European
joint ventures: Eurofighter and MBDA.

Our UK-based business includes UK and
international programmes for the production
of Typhoon combat aircraft, support, training
and upgrades for Typhoon and Hawk, support
and upgrades for Tornado, and development
of next-generation combat air technologies
and defence information systems, as well as
the UK-based F-35 Lightning Il manufacture,
engineering development and support activity.

In the Kingdom of Saudi Arabia, we provide
operational capability support to the Kingdom's
air and naval forces through UK-Saudi
government-to-government programmes.
The Saudi British Defence Co-operation
Programme and Salam Typhoon project
provide for multi-year contracts between

the governments.

MBDA is a leading global prime contractor
of missiles and missile systems across the air,
maritime and land domains.

Operational performance

We continue to work with our customers

to support their existing platforms and
provide new enhanced capabilities. Deliveries
of Typhoon to Qatar continue, alongside
support to the in-service fleet. In the
Kingdom of Saudi Arabia, our support for
Typhoon has been extended for a further
five-year term. In our US Programmes
division, we are focused on delivery execution
across all production lines with 162 F-35 aft
fuselages completed in 2023. The formation
of our new FalconWorks® organisation and
ongoing progress on the future combat air
activities are important to future growth as
we invest in our people, facilities and
cutting-edge technologies.

Operational highlights

— Activity on our Qatar Typhoon and Hawk
programmes continued with ten further
Typhoon deliveries in the year, and a total
of 18 aircraft now in service with the Qatar
Emiri Air Force.

— On the future fighter programme, we
continue work on developing the UK flying
demonstrator to fly within four years. The
programme is focused on key technology
areas of flight simulation, aerodynamic
engine testing, and crew escape.

— Our FalconWorks® organisation, formed
during the year to develop and bring to

the market new products and technologies,

is leading the development and testing of
PHASA-35®, our persistent high altitude

solar aircraft, with successful stratospheric
flight trials taking place in June.

— We continue to deliver services under
the five-year SBDCP, with the Tornado
Support Service providing an enhanced
and modernised solution for the Royal
Saudi Air Force.

Strategic and order highlights

— Additional UK Ministry of Defence funding
of £143.5m was awarded in the second
half of the year, taking the total funding
awarded in 2023 to c.£800m), to advance
the concepting and technology of the
next-generation combat aircraft to 2025.

— On GCARP, a trilateral collaboration
agreement between BAE Systems,
Leonardo SpA (Italy) and Mitsubishi Heavy
Industries (Japan) is now in place to enable
collaboration and sharing of information
towards the next phase of activities.

— We secured a further £535m of funding for
European Common Radar System (ECRS)
Mk2 Radar development for the Typhoon
weapon system. The Royal Air Force of
Oman has elected not to renew the current
support arrangements for its Typhoon fleet.
Discussions around our role in providing a
level of support to the Royal Air Force of
Oman continue.

— We secured the Lightning Air System
National Capability Enterprise (LANCE)
contract in March, which extends our
leadership of UK F-35 support at RAF
Marham until the end of 2027.

— Following the completion of the previous
five-year Salam Typhoon support contract
on 31 December 2022, we reached
an agreement with the Saudi Arabian
Government to continue to provide these
services for another five years through
to the end of 2027, valued at £3.7bn.

— Through FalconWorks®, the Air sector
continues to invest in promising new
and innovative technologies for the
future, including the development of
electric aircraft products with a number
of partners.

— MBDA secured significant orders through
2023, in particular in air defence, maritime
and land domains. These include
production of medium-range ASTER B1
& BINT missiles for use across the Italian
and French armed forces, from the Polish
Armament Agency to supply Launchers
and Common Anti-Air Module Missiles
(CAMM) for Poland’s PILICA+ Air Defence
upgrade programme. It also won orders for
SAMP/T NG new generation ground-based
air defence systems for the Italian Air Force,
and for the Mid-Life Upgrade of the air
defence systems of the French and Italian
Horizon class frigates.

— MBDA is also supporting GCAP and
signed a collaboration agreement with
Mitsubishi Electric to work towards a
weapons and effectors solution in support
of the design of the GCAP core platform.
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Looking forward

— The UK Future Combat Air System is a key
element of the UK Combat Air Strategy
which enables long-term planning and
investment in a key strategic part of the
business, ensuring we have a long-term
combat aircraft design, development and
manufacturing capability.

— We will continue to focus on ensuring that
deliveries of Typhoon aircraft and support
are made in line with agreed customer
milestones. Future Typhoon production
and support sales are underpinned by
existing contracts and discussions continue
to secure potential further contract awards
for Typhoon.

— Production of the rear fuselage assemblies
for the F-35 has reached full rate levels and
is expected to be sustained at approximately
150 to 160 aft fuselages to be completed
annually. The business plays a significant
role in the F-35 sustainment programme in
support of Lockheed Martin and support
volumes should increase as the number
of jets in service continues to increase.

— In the Kingdom of Saudi Arabia, the
In-Kingdom Industrial Participation
programme continues to make good
progress consistent with our long-term
strategy, whilst supporting the Kingdom'’s
National Transformation Plan and Vision
2030. Our in-Kingdom support business is
expected to remain stable underpinned by
long-standing contracts that are expected
to be renewed every five years, while we
continue to support development of a
Future Combat Air Partnership between
the Kingdom of Saudi Arabia and the UK.

MBDA has a strong order backlog and
development programmes continue

to improve the long-term capabilities of
the business in air, land and sea domains.
MBDA continues to be well placed

to benefit from increased defence
spending in Europe and internationally.

1. Including share of equity accounted investments.
2. Constant currency basis.

Financial performance

Financial performance measures

as defined by the Group
2023 2022
Sales & £8,058m £7,698m
Underlying EBIT & £949m £849m
Return on sales 11.8% 11.0%
Operating business
cash flow £1,669m £1,140m
Order intake' E& £11.0bn  £14.0bn
Order backlog' £27.2bn  £24.4bn
Financial performance
measures derived from IFRS
2023 2022
Revenue £6,517m £6,286m
Operating profit £948m £809m
Return on revenue 14.5% 12.9%
Cash flow from
operating activities £1,808m  £1,202m
Order book £18.5bn £17.4bn

— Sales were £8.1bn, an increase of 4%2,
driven by increased activity in MBDA
and higher air support volumes, while
the future combat air programme
continues to gain pace with activity
more than doubling in 2023.

— Return on sales of 11.8% reflects
good operational performance and
risk retirement.

Operating business cash flow of £1.7bn
reflects the timing of customer advances
and down payments from recent awards.

— Order backlog reached £27.2bn, following
an order intake of £11.0bn in the year.
Significant orders include agreement
of a further five-year Salam Typhoon
support contract, valued at £3.7bn, as
well as multiple awards in MBDA across

both the import and export markets.

Sales by line of business

E

B

Kingdom of Saudi Arabia

European and International Markets
MBDA

US Programmes

Future Combat Air System

Sales by domain

B C

A Air
B Maritime
C Lland

Sales analysis: Platforms and services
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Maritime

Maritime, with 27.500" employees, comprises the Group's
UK-based maritime and land activities, including major
submarine, ship build and support programmes, as well
as our Australian business.

Maritime programmes include the construction
of seven Astute Class submarines for the Royal
Navy, as well as the design and production of the
Royal Navy's four Dreadnought Class submarines
and eight Type 26 frigates. The Maritime portfolio
also offers in-service support, including the
delivery of training services and providing
worldwide engineering support to the Royal
Navy's Portsmouth-based surface flotilla on
behalf of the UK Ministry of Defence, as well as
the design and manufacture of combat systems,
torpedoes and radars.

Land UK’s munitions business designs,
develops and manufactures a comprehensive
range of munitions products for a number

of customers including our main customer,
the UK Ministry of Defence.

Rheinmetall BAE Systems Land (RBSL) —our
UK-based joint venture with Rheinmetall —
specialises in the design, manufacture

and support of military vehicles used by the
British Army and international customers.
Land UK also develops and manufactures
cased-telescoped weapons through our

CTA International joint venture.

In Australia, the business primarily delivers
upgrade and support programmes for customers
in the defence and commercial sectors across
the air, maritime and land domains. This
includes the Jindalee Operational Radar Network
(JORN) upgrade. The business is also delivering
the Hunter Class Frigate Programme. Services
contracts include the provision of sustainment,
training solutions and upgrades.

Operational performance

Our major maritime platform programmes
continue to progress, with sea trials
commencing for HMS Anson, the fifth Astute
Class submarine, as well as the start of
construction of both the third Dreadnought
Class submarine, HMS Warspite, and the
fourth Type 26 frigate, HMS Birmingham.
The Hunter Class Frigate Programme (HCFP)
in Australia has achieved key milestones and
we continue to meet customer delivery

and support requirements in both Munitions
and Maritime Services. Ongoing investments
in our facilities and our people will help
ensure we can support increasing customer
demand and, with the future potential

of AUKUS, the sector is well positioned

for future growth.

Operational highlights

— In February, HMS Anson left our
Submarines site in Barrow-in-Furness,
Cumbria, to begin sea trials with the Royal

Navy. She joins HMS Astute, HMS Ambush,

HMS Artful and HMS Audacious at their
operational base, HM Naval Base Clyde, in
Faslane. The remaining submarines in the
Astute Class — Agamemnon and Agincourt

—are at an advanced stage of construction.

— The UK Type 26 programme continues and
construction is underway on the first four
City Class Type 26 frigates, with a focus on
skilled and experienced resource availability,
including within the supply chain. HMS
Glasgow is progressing through the key
stages of outfit, test and commissioning,
while HMS Cardiff is being prepared to
enter the water for the first time in 2024.
Following steel cut in June 2021,

HMS Belfast continues steelwork
construction, while the initial unit
construction for HMS Birmingham began
in April and is well underway.

— In Australia, the Hunter Class frigate
programme continues to make strong
progress towards a production
contract for Batch 1. During the year,
construction commenced on the first
schedule protection block at Osborne
Naval Shipyard in South Australia and
the programme successfully completed the
Preliminary Design Review. Alongside this,
we continue the upgrade and sustainment
of Australia’s Anzac Class frigates at pace.
Construction has also commenced on
facilities at our Williamtown site to support
F-35 maintenance activities.

— The new £2.4bn 15-year contract with
the UK Ministry of Defence, the Next
Generation Munitions Solution (NGMS),
commenced on 1 January 2023. Building
on this, we secured additional orders for
the supply of munitions to the UK Ministry
of Defence worth over £400m, to
significantly increase the production
of vital defence stocks.

— Development and investment activity
across our munitions business continues.
Over £200m is being invested, including
two new machining lines in Washington
(Tyne and Wear).

Strategic and order highlights

— We secured an order of £2.4bn for the
continued Delivery Phase 3 activity on the
Dreadnought Class submarine programme.
Construction of the first three boats is
underway at Barrow-in-Furness, Cumbria.
A ceremony took place in February 2023
to mark the official steel cut on the third
submarine, HMS Warspite.

— During the year, Australia, the UK and
the US announced the pathway for
Australia to acquire nuclear-powered
submarines as part of the AUKUS
programme. The nations will deliver
a trilaterally developed submarine based
on the UK’s next-generation Astute
replacement design. Australia and the
UK will operate SSN-AUKUS, as it will
be known, incorporating technology from
all three nations. Our submarines business
has secured an order intake of £3.95bn to
enable the programme to transition into
the detailed design phase and commence
procurement of long-lead items and
supporting infrastructure.



Strategic report Governance

Financial statements Additional information

43

— We continue investing in our people and
facilities to better enable us to deliver on
our customer commitments and secure the
long-term future for complex shipbuilding
in Glasgow. Construction of a new ship
assembly hall in Govan is well underway,
and the new Applied Shipbuilding Academy
in Scotstoun is planned to open in 2024.

In Australia, we continued to invest in new
products and opportunities and unveiled
Strix™, a vertical take-off and landing
(VTOL) uncrewed aerial system, RAZER,

a low-cost precision guided munition,

and showcased the Guided Missile Frigate,
an evolution of the Hunter Class.

— In June, we secured a ten-year contract
worth £270m to support the Royal Navy’s
three main radar systems. Under the
contract, our engineers will provide
maintenance to existing radars, alongside
technology upgrades to systems already
in use, and those being installed on the
new Type 26 frigates under construction
in Glasgow, UK.

Looking forward

— Our Submarines business is executing
across Astute, Dreadnought and
SSN-AUKUS. Investment continues in the
facilities at our Barrow-in-Furness, Cumbria,
shipyard to provide the capabilities to
deliver these long-term programmes.

— In the UK, shipbuilding sales are
underpinned by the manufacture of
Type 26 frigates and our capabilities
across Warship Support, Underwater
Weapons, Radar and Maritime Training.

— The Australian Defence Strategic Review
confirmed the acquisition of conventionally
armed, nuclear-powered submarines as
part of the SSN-AUKUS programme
and the Australian Government'’s
commitment to continuous naval
shipbuilding. Our Australian business
is well positioned to respond to future
opportunities this creates.

Additionally, the Australian business has
long-term sustainment and upgrade activities
in maritime, air, wide-area surveillance,
missile defence and electronic systems.

— As the UK Ministry of Defence’s long-term
strategic partner for munitions supply,
we continue to focus our operations in
support of the UK Ministry of Defence
and the UK’s NATO allies, as well as other
customers. To support this, investment
continues across our facilities and
infrastructure alongside recruitment
activities to support increased demand.

1. Including share of equity accounted investments.
2. Constant currency basis.

Financial performance

Financial performance measures

as defined by the Group
2023 2022
Sales & £5,536m £4,598m
Underlying EBIT & £425m £356m
Return on sales 7.7% 7.7%
Operating business
cash flow £291m £235m
Order intake' & £10.1bn  £9.7bn
Order backlog' £21.3bn  £17.2bn
Financial performance
measures derived from IFRS
2023 2022
Revenue £5,391m £4,484m
Operating profit £423m £352m
Return on revenue 7.8% 7.9%
Cash flow from
operating activities £629m £418m
Order book £20.4bn  £16.6bn

— Sales of £5.5bn were up 22%2,
due to accelerated funding on the
Dreadnought programme.

— Operating business cash flow of
£291m is after capital investment in
shipbuilding facilities in Glasgow and
the Munitions business in Glascoed.

— Order intake of £10.1bn in the year
has pushed order backlog to £21.3bn,
primarily driven by the award of £3.95bn
for the next phase of SSN-AUKUS as well
as additional funding of £2.4bn for the
continued activity on Dreadnought.

Sales by line of business

A

A Submarines
B Naval Ships
C Australia
D Land UK

Sales by domain

A Air
B Maritime
C Lland

Sales analysis: Platforms and services

A

A Platforms
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6865
1Cyber Attack

is made up of three
US-based business units.

Air & Space Force Solutions provides the US Air

Force, US Space Force and combatant commmands

with innovative systems engineering and
integration solutions to modernise, maintain, test

and cyber-harden aircraft, radars, strategic missile

systems, mission applications and information
systems that detect, deter and dissuade national
security threats.

Integrated Defense Solutions provides the

US Army and Navy with systems engineering,
integration, and sustainment services for critical
weapons systems, CSISR (Command, Control,
Computers, Communications, Cyber, Intelligence,
Surveillance and Reconnaissance) and cyber
security that enhance mission effectiveness.

Our solutions are deployed across platforms

and networks in the air, maritime, land and

cyber domains.

Intelligence Solutions provides innovative
mission-enabling solutions and services to
intelligence and federal/civilian agencies, as
well as the provision of cost-effective synthetic
training and simulation software products and
components for global defence applications.

provides cyber,

intelligence and security expertise to help
protect nations, businesses and citizens

Our services, solutions and products span
customers in law enforcement, national
security, central government and government
enterprises, critical national infrastructure,
telecommunications, military and space.

Operational performance

Our Intelligence & Security business

has performed well in 2023, supporting
government customers across the

US Department of Defense, federal agencies
and civilian organisations with innovative,
mission-enabling solutions. We continue

to focus on cultivating a strong pipeline of
qualified business opportunities across our
US-based business units — Air & Space Force
Solutions, Integrated Defense Solutions,
and Intelligence Solutions.

In Digital Intelligence, we have stepped

up our investment in the business for
future growth. During the year, we opened
a new site in Manchester to broaden our
footprint and enable the business to

access the wider labour market. We have
also invested in talent recruitment and
development through training academies to
generate skillsets which are in short supply.

Operational highlights

— As we continue to address the growing
modelling & simulation and synthetic
training markets, BAE Systems-owned
Pitch Technologies was realigned from
Platforms & Services to our Intelligence &
Security business. The addition of Pitch
builds on the 2022 acquisition of Bohemia
Interactive Simulations (BISim) as we
address the increased demand for
innovative and cost-effective training
and simulation software products.

— Our businesses continue to deliver strong
performance on existing contracts with
the US Navy, US Army, US Air Force and
federal/civilian agencies — including a
$699m (£562m), five-year contract for
operations, maintenance and management
services for the US Army’s Defense
Supercomputing Resource Center and
a $478m (£384m), five-year contract to
support weapon systems on US and UK
submarine classes.

— The Wargaming Capability (WGC)
programme conducted a successful
operational demonstration test event of
our wargaming system in June. The event
consisted of test case and scenario
execution demonstrating a broad range
of wargaming activities and resulted in a
successful pass from the US Marine Corps.
The success of this test event allows the
WGC team to continue moving forward
to a production-ready capability with
anticipated initial operating capability
in 2025.

— In Digital Intelligence, investments in
new products for space and international
markets continue to progress well and
all major external projects are delivering
well against schedules.

Strategic and order highlights

— In Intelligence & Security, we secured
task orders, in March, valued at $457m
(£367m) to support critical mission
operations for a government customer.

— In December, Germany's Bundeswehr
acquired a BISim VBS4 enterprise licence.
The enterprise licence provides the
Bundeswehr with full access to BISim's
easy-to-use, whole-earth virtual and
constructive desktop trainer and simulation.

— Through collaboration between the
Air sector and the Intelligence & Security
business, PHASA-35® successfully
demonstrated its ability to achieve
stratospheric flight, and Intelligence &
Security was subsequently awarded a US
Army Space and Missile Defense Command
contract that provides opportunities over
a five-year period to undertake military
utility demonstrations through the
integration of sensor payloads operating
on board the PHASA-35® aircraft.

— InJune 2022, the US Air Force awarded
the Integration Support Contract (ISC) 2.0
re-compete to BAE Systems with an
18-year period of performance and
$12bn (£10bn) total contract ceiling.

The ISC 2.0 contract award was protested,
and the Government Accountability
Office (GAO) sustained portions of the
protest in October 2022. The Air Force

is taking corrective action to address the
GAQ issues, and we continue to support
the ISC programme under a $652m
(£524m) contract extension received

in January 2023.



Strategic report Governance

Financial statements Additional information

45

— In Digital Intelligence, we are making

positive progress in expanding our
multi-domain communications footprint
in the UK defence sector. We have also
secured a number of multi-year deals
with Central Government and National
Security customers.

Financial performance
— Sales increased by 6%?, to £2.3bn, with

both the UK and US businesses seeing
increased operations in the year. Growth
was 9%? after adjusting for the divestment
of the financial crime detection business

in 2022.

Underlying EBIT was down 14%?2, delivering
a return on sales, as expected, of 8.6%
following additional investment in the year
in space and multi-domain networking,
and higher recruitment and facilities costs.
Order backlog has remained steady

against the prior year, with a book-to-bill?
ratio of 1.1.

Looking forward
— Our Intelligence & Security team maintains

a strong pipeline of qualified business
opportunities and is seeing an increase in
demand driven by global security threats,
even with some delays in Department of
Defense procurements.

The outlook for our US Government
services sector in Intelligence & Security is
robust with the opportunity for mid-term
growth, though market conditions remain
highly competitive and continue to shift
in response to government priorities.

The modelling, simulation and synthetic
training environment markets in the US and
internationally support a positive outlook
for our BISim and Pitch Technologies teams,
and we continue to expand our wargaming
capabilities to new markets and customers.

In Digital Intelligence, where our
capabilities are well aligned to UK defence,
security and digital budgets, we continue
to recruit talent and invest in our people
through our training academies and a new
facility in Manchester, in the North West
of England.

In the space domain, our Digital
Intelligence business is focusing
on delivering our Azalea™ programme
to develop and build Low Earth Orbit

satellites for the defence market.

1. Including share of equity accounted investments.
2. Constant currency basis.
3. Ratio of Order intake to Sales.

Financial performance measures

as defined by the Group
2023 2022
Sales £2,321m £2,205m
Underlying EBIT £199m £232m
Return on sales 8.6% 10.5%
Operating business
cash flow £204m £154m
Order intake' £2.5bn £2.4bn
Order backlog' £2.0bn £2.1bn

Financial performance
measures derived from IFRS

2023 2022

Revenue £2,321m £2,205m

Operating profit £179m £291m

Return on revenue 7.7% 13.2%
Cash flow from

operating activities £261m £191m

Order book £1.4bn £1.4bn

— Sales increased by 6%?, to £2.3bn, with
both the UK and US businesses seeing
increased operations in the year. Growth

was 9%? after adjusting for the divestment

of the financial crime detection business
in 2022.

— Underlying EBIT was down 14%?2?,
delivering a return on sales, as expected,
of 8.6% following additional investment
in the year in space and multi-domain
networking, and higher recruitment and
facilities costs.

— Order backlog has remained steady against
the prior year, with a book-to-bill®* ratio
of 1.1.
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Our sustainability agenda

We are committed to playing our part in creating a secure and sustainable future'.

Sustainability plays an increasingly important
role; it is embedded into our strategic
framework and aligns with our purpose —
“to serve, supply and protect those who
serve and protect us”. We innovate, engineer
and deliver products and services that help
governments keep people safe around the
world and strengthen international stability.

At the same time, our business supports

the economic growth of nations through
high-quality, well-compensated, sustained
employment and a global network of
suppliers. We are committed to development
of our employees, including both their skills
and career advancement, and to investment
in the communities and regions where

we operate.

With business growing at an accelerated
pace, it is critical that we continue to attract,
retain and develop the diverse and top talent
who will ensure we fulfil our mission. We must
ensure that our culture is inclusive, providing
an environment where employees feel valued,
supported, listened to and are able to grow
both personally and professionally.

In 2023, along with progressing programmes
related to our core foundations, we continued
to focus on leveraging our strengths and
capabilities to make progress on the four
pillars of our sustainability agenda and make
the most material contributions in the future.

Our four pillars are:
* Addressing climate risks
e Furthering ideas, innovation and technology

e Creating opportunity for people
and communities

* Achieving success through partnering

We recognise that we are part of a complex
ecosystem of stakeholders, and that progress
requires changing behaviours, aligning
expectations and partnering with others.

We start with our customers and their
decarbonisation programmes and social
impact objectives — and we must work
together with the support and involvement
of our employees, suppliers and communities.
We engage with these different stakeholders
groups on our plans and roadmaps, in
addition to listening to their perspectives

on our sustainability approach.

. References to ‘sustainable’ and/or ‘sustainability”
(across pages 46 to 66 inclusive) may refer to
a range of environmental and/or social and/or
economic business practices, unless otherwise
described within a particular statement.

2. Deloitte has provided independent limited assurance
in accordance with the International Standard for
Assurance Engagements 3000 (ISAE 3000) issued
by the International Auditing and Assurance
Standards Board (IAASB) over the selected metric.
Deloitte’s full unqualified assurance opinion, which
includes details of the selected metrics assured,
can be found at baesystems.com/annual-report.

3. https://universumglobal.com/.

At each meeting, the Committee receives
input from both senior management

and the Group'’s subject matter experts.
The Committee routinely reviews data
and participates in site visits and meetings
to engage directly with employees and
hear their views. This dialogue enables
the Committee to reflect employee
perspectives in boardroom discussions.

Commitment from all levels

Sustainability is driven from the top down
by our Chief Executive and integrated
throughout the business from our strategic
framework, our governance systems and
policies, to the integrated financial planning
process and business review cycles.

Cross-functional and cross-sector steering
groups provide expertise and oversight
and our assurance framework and Internal
Audit regularly assess our compliance with
policies and processes.

In addition, we have established a number
of employee groups which discuss and
consider various sustainability topics and
provide feedback to the Group ESG, Culture
Our Board Environmental, Social and & Business Transformation Director.
Governance Committee provides oversight,
input and assurance of the Group’s agenda
and progress, including approving the ESG-
related objectives and targets that form part
of our executive incentives.

Clear and open two-way communication
from the boardroom, through the executive
team and across all our sites encourages our
employees at all levels of the business

in terms of understanding the organisation
and their role within it and to be proud

of what we are doing.

2023 highlights

Having established our approach and key goals in 2022, this year we focused on increasing
awareness internally and executing our plans and roadmaps.

Here are the key highlights at a glance.

Environment Responsible business practices

— We continued to support transparency
and understanding of our sustainability
agenda and governance framework.

— We updated our global Code of Conduct
to include changes to our internal processes
and policies for roll-out during 2024.

— In the UK, we continued to progress

our workstreams on improving due
diligence on modern slavery.

— Scope 1 and 2: reduced future emissions
by agreeing Power Purchase Agreements
with energy suppliers that will provide
renewable energy to help us meet
energy demand in the UK.

— Scope 3 product-related emissions: we
are partnering with the Royal Navy and
Rolls-Royce to trial alternative fuels in
naval vessels by blending currently
available fuels (see page 55).

— In the UK, we have engaged with suppliers
responsible for 45% of the Group's UK
supply chain emissions and provided them
the tools to measure and monitor their
CO; emissions.

— In the US, we continue to execute
on a variety of sustainability efforts
and initiatives.

— We sustained robust corporate governance
in line with our Operational Framework.

Social

— 29% of the Executive Committee
are female.

— £11,267,1092 contributed to the
communities in which we live and work,
in addition to the regions and countries
in which we operate.

— In the UK, the Group was ranked second
by female engineers in the Most Attractive
Employers list by Universum?, up from
24th in 2022.

— In the US, we were recognised as Military-
Friendly for a 13th consecutive year and
awarded 'Best for Vets' for a
10th consecutive year.
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A responsible defence company

Sustainability embedded in our strategic framework

Pillars accelerating our ambitions
— opportunities to advance and How we report
integrate our sustainability agenda

Addressing Environment and climate

climate risks Covers: Addressing climate risks; furthering ideas,
innovation and technology; and achieving success

{@} through partnering.
— Decarbonisation strategy
— Environmental stewardship

. . . . — Biodiversity and nature
Furthering ideas, innovation

and technology
@ Read more Page 48 —
Creating opportunity for Social

peop[e and communities Covers: Creating opportunity for people
and communities; and achieving success

through partnering.
— Workplace environment
— Education and skills

. — Community investment
Achlevmq success — Armed forces support

through partnering

@) Read more Page 56 —

Responsible business practices
Covers: Anti-bribery, anti-corruption and ethics
programmes; Improving industry standards; Human
rights; Cyber security; and, Responsible supply chain.

Underpinned by core foundations

Safety, health and wellbeing
Accountability and transparency
Robust ethics and governance
Diversity, equity and inclusion
Product trading, quality and safety

Early careers

Read more Page 62 —

Environmental impact management
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Environment and climate

Our decarbonisation strategy supports delivery of our Group strategic framework, mitigating our impact on
climate change by decarbonising our operations and working towards a net zero value chain by supporting
our customers' transition. We strive to mitigate the impacts we have on the environment while adapting our
operations and products to the wider challenges and risks presented by climate change.

Climate change is one of the great global
challenges of our time requiring us all to act
together. Like other industries, the defence
industry is supporting the transition to a
global decarbonised economy, while
prioritising a safe and reliable defence
capability for our customers.

Many defence platforms are energy
intensive, with the majority of emissions
resulting from upstream procured products
and downstream activities covering
customer use and military deployment.

Globally, the total carbon footprint of

the defence sector, including government
activities, is approximately 520 MtCO,e
each year or 1% of global man-made GHG
emissions'. Defence platforms are designed to
be in service for decades while retaining the
ability to operate across different
geographical regions, with different climatic
conditions and infrastructure, and alongside
our allies. So we must work in partnership
with our customers to understand their
future requirements.

For us, climate resilience includes the
assessment of the physical and strategic
impacts of our own sites and operations
and the ongoing development of a wider
decarbonisation strategy that addresses
climate-related risks and opportunities to:

— achieve our target of net zero GHG
emissions (Scope 1 and 2) across our
operations by 2030;

— support our customers on their climate
goals by developing energy efficient
products and services whilst maintaining
military operational advantage;

— develop the skills and capabilities of our
employees to drive innovative solutions for
energy management and efficiency across
our operations and the product lifecycle;

— seek to mitigate adverse environmental
impacts and be good stewards of the
environment in the locations where we
operate; and

— work with our local communities
to support sustainability initiatives.

Our decarbonisation strategy includes
our target of:

— achieving net zero GHG emissions across
our operations (Scope 1 and 2) by 2030
—we aim to do this by reducing our
emissions as a minimum in line with
the 1.5°C pathway?; and

— working towards a net zero value
chain by 2050.

For the UK, Australia and Kingdom of
Saudi Arabia businesses, net zero means
reducing our emissions by following a
Paris-aligned pathway, supporting efforts in
limiting global warming to well-below 2°C
above pre-industrial levels and pursuing
efforts to limit warming to 1.5°C.

Once our emissions have been reduced as
much as practicable, we will consider the use
of offsets to decarbonise our operations by
2030. We are working to minimise ex