5. Earnings per share

2007 2006
Basic Diluted Basic Diluted
pence per pence per pence per pence per
£m share £m share £m share £m share
Profit for the year attributable to equity shareholders 9201 9201 1,636 1,636
Interest on the debt instrument of the convertible preference
shares - 13 - 28
Profit for the year after adjusting for interest on the debt
instrument of the convertible preference shares 9201 26.6 914 26.4 1,636 50.7 1,664 49.2
Represented by:
Continuing operations 879 26.0 892 25.8 643 19.9 671 19.8
Discontinued operations 22 0.6 22 0.6 993 30.8 993 29.4
Add back/(deduct):
Net financing credit on pensions, post tax (68) (68) (33) (33)
Uplift on acquired inventories, post tax 9 9 - -
Market value movements on derivatives, post tax (29) (29) 55 55
Amortisation and impairment of intangible assets, post tax 110 110 79 79
Impairment of goodwill 148 148 32 32
Underlying earnings 1,071 316 1,084 31.3 1,769 549 1,797 53.1
Represented by:
Continuing operations 1,049 31.0 1,062 30.7 767 23.8 795 23.5
Discontinued operations 22 0.6 22 0.6 1,002 31.1 1,002 29.6
1,071 316 1,084 313 1,769 549 1,797 53.1
Underlying earnings excluding profit on disposal of
Airbus SAS (2006 £925m) 844 26.2 872 25.8
Represented by:
Continuing operations 767 23.8 795 23.5
Discontinued operations 7 2.4 77 2.3
844 26.2 872 25.8
Millions Millions Millions Millions
Weighted average number of shares used in calculating basic
earnings per share 3,386 3,386 3,225 3,225
Add:
Incremental shares in respect of employee share schemes 24 32
Incremental shares in respect of convertible preference shares 56 125
Weighted average number of shares used in calculating diluted
earnings per share 3,466 3,382

Underlying earnings per share is presented in addition to that required by IAS 33 Earnings per share as the directors consider that this gives

a more appropriate indication of underlying performance.

In accordance with IAS 33, the diluted earnings per share are without reference to adjustments in respect of outstanding share options and
convertible preference shares where the impact would be anti-dilutive.
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Notes to the accounts (continued)

6. Equity accounted investments

Carrying value of equity accounted investments

Share
of net Purchased  Carrying
assets goodwill value
£m £m £m
At 1 January 2006 317 1,404 1,721
Share of results after tax — continuing operations 113 - 113
Share of results after tax — discontinued operations 70 - 70
Acquired through acquisition (62) 66 4
Reclassified from intangible assets - 28 28
Disposal (239) (1,063) (1,302)
Dividends (145) - (145)
Market value adjustments in respect of derivative financial instruments, net of tax 144 - 144
Actuarial gains on defined benefit pension schemes, net of tax 59 - 59
Revaluation of net assets acquired by equity accounted investments® 5 - 5
Foreign exchange adjustment (24) (2) (26)
At 31 December 2006 238 433 671
Share of results after tax — continuing operations 139 - 139
Acquired through acquisition 1 - 1
Adjustment to provisional fair values 3 (3) -
Disposal (10) - (10)
Dividends (78) - (78)
Market value adjustments in respect of derivative financial instruments, net of tax (2) - (2)
Actuarial gains on defined benefit pension schemes, net of tax 17 - 17
Foreign exchange adjustment 13 30 43
At 31 December 2007 321 460 781

1 The revaluation gain in 2006 arose as a result of MBDA SAS acquiring control of LFK GmbH, which was previously accounted for as a trade investment. The £56m gain reflects a fair value

uplift in respect of the carrying value of the original investment. The gain is reflected as a credit to equity (note 9).

Included within purchased goodwill is £110m (2006 £113m) relating to the goodwill arising on acquisitions made by the Group’s equity

accounted investments subsequent to their acquisition by the Group.

The market value of the Group’s shareholding in Saab AB at 31 December 2007 was £225m (2006 £350m).
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7. Retirement benefit obligations

Amounts recognised on the balance sheet

2007 2006
UK defined US and UK defined US and
benefit other us benefit other us
pension pension healthcare pension pension healthcare
plans plans plans Total plans plans plans Total
£m £m £m £m £m £m £m £m
Present value of unfunded obligations 1) (97) (13) (111) - (80) (15) (95)
Present value of funded obligations (15,099) (1,912) (103) (17,414) (15,445) (1,931) (111) (17,487)
Fair value of plan assets 13,192 1,918 95 15,205 12,579 1,710 91 14,380
Total IAS 19 deficit, net (1,908) (91) (21) (2,020) (2,866) (301) (35) (3,202)
Allocated to equity accounted investments and other
participating employers* 450 - - 450 774 - - 774
Group’s share of IAS 19 deficit, net (1,458) 91) (21) (1,570) (2,092) (301) (35) (2,428)
Group’s share of IAS 19 deficit of equity accounted
investments (49) - - (49) (83) - - (83)
Represented by:
Pension prepayments (within trade and other receivables) 14 32 13 59 35 25 11 71
Retirement benefit obligations (1,472) (123) (34) (1,629) (2,127) (326) (46) (2,499)
Group’s share of IAS 19 deficit, net (1,458) (91) (21) (1,570) (2,092) (301) (35) (2,428)

1 Certain of the Group’s equity accounted investments participate in the Group’s defined benefit plans as well as Airbus SAS, the Group’s share of which was disposed of during the year
ended 31 December 2006. As these plans are multi-employer plans the Group has allocated an appropriate share of the IAS 19 pension deficit to the equity accounted investments and
to Airbus SAS based upon a reasonable and consistent allocation method intended to reflect a reasonable approximation of their share of the deficit. The Group’s share of the IAS 19
pension deficit allocated to the equity accounted investments is included in the balance sheet within equity accounted investments.

8. Aircraft financing contingent liabilities

Included within provisions is an exposure of £70m as discussed below:

2007 2006

£m £m

Potential future cash flow payments in respect of aircraft financing obligations 134 191
Anticipated aircraft values (65) (159)
Adjustments to net present values 9) (5)
Net exposure provided 70 27

The Group has provided residual value guarantees (RVGs) in respect of certain commercial aircraft sold. At 31 December 2007 the Group's
exposure to make future payments in respect of these arrangements was £134m (2006 £191m). The Group's net exposure to these
guarantees is covered by the provisions held and the residual values of the related aircraft.

The net exposure has increased during the year as a result of the re-assessment of anticipated aircraft values and the settlement of the

commitments of six RVGs.

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

is limited to its percentage shareholding in Saab.
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9. Reconciliation of movement in capital and reserves
Attributable to equity holders of the parent

Equity
Issued option of
share Share preference Other Retained Minority Total
capital  premium shares reserves earnings Total interests equity
£m £m £m £m £m £m £m £m
Balance at 1 January 2006 80 782 78 4,720 (2,872) 2,788 16 2,804
Total recognised income and expense - - - (476) 2,477 1,701 3 1,704
Share-based payments® - - - - 46 46 - 46
Share options:
Proceeds from shares issued 1 52 - - - 53 - 53
Purchase of own shares by ESOP - - - - (12) (12) - (12)
Conversion of preference shares - 7 (2) 6 (6) 5 - 5
Purchase of treasury shares - - - - (112) (112) - (112)
Release of unrealised gain on the sale of Atlas Elektronik - - - (12) - (12) - (112)
Revaluation of net assets acquired by equity accounted
investments (note 6) - - - - 5 5 - 5
Reclassification - - - 91 (91) - - -
Other - - - - - - (2) (2)
Ordinary share dividends - - - - (346) (346) - (346)
At 31 December 2006 81 841 76 4,330 (1,211) 4,117 17 4,134
Total recognised income and expense - - - 72 1,291 1,363 21 1,384
Placing of shares (net of costs) 5 - - - 736 741 - 741
Share-based payments - - - - 34 34 - 34
Share options:
Proceeds from shares issued 1 63 - - - 64 - 64
Purchase of own shares - - - - (50) (50) - (50)
Conversion of preference shares 3 318 (76) 229 (229) 245 - 245
Purchase of treasury shares - - - - (152) (152) - (152)
Other - - - - - - (1) (1)
Ordinary share dividends - - - - (396) (396) (1) (397)
At 31 December 2007 920 1,222 - 4,631 23 5,966 36 6,002

Other reserves includes a merger reserve of £4,589m (2006 £4,589m), a statutory reserve of £202m (2006 £202m), a translation reserve
of £217m debit (2006 £259m debit) and a hedging reserve of £57m (2006 £27m). Under Section 4 of the British Aerospace Act 1980

the statutory reserve may only be applied in paying up unissued shares of the Group to be allotted to members of the Group as fully paid
bonus shares.

1 The credit in respect of share-based payments for the year ended 31 December 2006 comprises £21m in respect of equity-settled share-based payment schemes, £21m relating
to a change in the terms of certain share-based payment schemes from cash-settled to equity-settled and £4m relating to discontinued operations.

10. Cash flows in relation to acquisitions and disposals

Equity
accounted
Subsidiaries investments
Armor Other Total Inertial Other Total XPS/
Holdings acquisitions' acquisitions Products SELEX disposals®  disposals XHRS Other Total
£m £m £m £m £m £m £m £m £m £m
Cash (consideration)/proceeds (1,696) (9) (1,705) 65 24 7 96 57 (1)  (1,553)
Transaction costs incurred
by acquiree (26) - (26) - - - - - - (26)
(1,722) (9) (1,731) 65 24 7 926 57 (1) (1,579)
Cash and cash equivalents net of
overdrafts acquired/(disposed) 6 - 6 (1) - - 1) - - 5
Acquisitions and disposals (1,716) (9) (1,725) 64 24 7 95 57 (1) (1,574)
Debt acquired on acquisition
of subsidiary (538) - (538) - - - - - - (538)
(2,254) (9) (2,263) 64 24 7 95 57 (1) (2,412)

1 other acquisitions and disposals are described in note 4

26 www.baesystems.com



11. Dividends

2007 2006
£m £m

Equity dividends
Prior year final 6.9p dividend per ordinary share paid in the year (2006 6.3p) 221 203
Interim 5.0p dividend per ordinary share paid in the year (2006 4.4p) 175 143
396 346

After the balance sheet date, the directors proposed a final dividend of 7.8p (2006 6.9p). The dividend, which is subject to shareholder
approval, will be paid on 2 June 2008 to shareholders registered on 18 April 2008. The ex-dividend date is 16 April 2008.

Shareholders who do not at present participate in the Company’s Dividend Reinvestment Plan and wish to receive the final dividend in shares
rather than cash should complete a mandate form for the Dividend Reinvestment Plan and return it to the registrars no later than 9 May 2008.

12. Events after the balance sheet date

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

13. Annual General Meeting

This year’s Annual General Meeting will be held on 7 May 2008. Details of the resolutions to be proposed at that meeting will be included in the
notice of Annual General Meeting that will be sent to shareholders at the end of March 2008.

14. Other information

The financial information for the years ended 31 December 2007 and 31 December 2006 contained in this preliminary announcement was
approved by the Board on 20 February 2008. This announcement does not constitute statutory accounts of the Company within the meaning
of section 240 of the Companies Act 1985.

Statutory accounts for the year ended 31 December 2006 have been delivered to the Registrar of Companies. Statutory accounts for the year
ended 31 December 2007 will be delivered to the Registrar of Companies following the Company’s Annual General Meeting.

The auditors have reported on both these sets of accounts. Their reports were not qualified and did not contain a statement under section
237(2) or (3) of the Companies Act 1985.
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