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This report provides an overview of our 
approach to Corporate Responsibility (CR).  
It summarises the progress we made 
during 2007 and highlights the areas  
where we want to do more.

Our objectives in this report are to:
-   increase the amount of information 
available in the public domain on how  
we and the defence industry operate

-   present and discuss our CR strategy  
and priorities.

We have sought views from experienced 
CR practitioners on how we can achieve 
leadership performance on our CR 
priorities. This panel reviewed our strategy 
and a draft copy of key sections of this 
report. A summary of its comments is 
included on page 6.

This report focuses on the issues we have 
identified as CR priorities for our business 
– ethics and safety. Information on other 
aspects of CR at BAE Systems is included 
in the data file at the back of this document.

Welcome to BAE Systems’ 2007 
Corporate Responsibility Report
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Who we are

Our global business is based around our Home Markets in Australia, Saudi Arabia,  
South Africa, Sweden, the UK and the US. These are markets identified as having a 
significant and sustained commitment to defence, and where we already have a good 
position in their defence industrial bases along with strong customer relationships.  
We intend to invest and grow in these markets.

Our global Company

Our existing Home Markets

* Other Businesses comprises the Regional Aircraft asset management and support activities, and UK Shared Services activity.
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BAE Systems

CS&S International (CS&SI)
Focused on the development of a Home Market in Saudi Arabia, CS&S 
International is responsible for the building of a diversified industrial 
capability in the country. This is the spearhead of a drive towards self-
sufficiency in meeting domestic and, in the long run, export demand, 
and the development of a pool of localised expertise. Launched in the 
past five years, the strategy to provide the platform for operations in the 
Kingdom to evolve in line with business opportunities and customer 
commitments. CS&S International is also responsible for customer 
support and, separately, the management of facilities in the UK.

Military Air Solutions (MAS)
Military Air Solutions (MAS) delivers advanced military air capability 
both to UK and overseas customers. MAS has capabilities in prime 
contracting, systems integration, rapid engineering, manufacturing, 
maintenance, repair and upgrade, and military training. These 
capabilities enable MAS to offer a service that is through-life, from 
initial concepts, through design and manufacture, to in-service 
support and finally to out-of-service. 

Submarine Solutions
Submarine Solutions designs, builds and supports nuclear 
submarines for the UK, builds surface ships and provides construction 
support and system integration services for the submarine enterprise 
worldwide.

Surface Fleet Solutions (SFS)
SFS provides through-life, integrated surface warship capability to 
the UK MoD and selected export customers. Its key programmes 
include Type 45 Destroyer and Landing Ship Dock Auxiliary.

Businesses
Businesses comprises BAE Systems Australia, Integrated System 
Technologies (Insyte) and our shareholding in MBDA and Saab.

Customer Solutions (CS)
Customer Solutions is a provider of integrated technical and 
professional service solutions for US National Security and Federal 
Civilian markets. Customer Solutions provides a wide range of tailored 
support and service solutions to meet the needs of the US Government 
for current and future defense, intelligence, and civilian systems 
through its three lines of business: Technology Solutions & Services, 
Information Technology and Ship Repair. 

Electronics & Integrated Solutions (E&IS)
E&IS is a major defence electronics business. It designs, develops 
and produces electronic systems and subsystems for a wide range 
of military and commercial applications, focused on four primary 
capabilities: electronic warfare, commercial and military avionics,  
flight and engine controls, and tactical and national network systems.

Land & Armaments (L&A)
L&A is responsible for the design, development, production and 
through-life support and upgrade of armoured combat vehicles and 
tactical wheeled vehicles, naval guns, missile launchers and artillery  
systems. Its objective is to provide the broadest range of systems  
and components together with through-life capability support to  
its customers.

Products Group
Products Group is a provider of security solutions, manufacturing 
many established and recognized brands of body armour, duty gear, 
and forensic products for national security, law enforcement, military 
and security professionals.
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Message from the CEO
We are determined that  
our Company should be 
recognised as a leader  
in responsible business.

At the beginning of 2007 and in last year’s CR 
Report, we committed to developing a proactive 
CR agenda aligned with our Company Strategy. 
In May 2007, I and my Executive Committee 
colleagues participated in a workshop where 
we debated the implications of our Company 
Strategy and the direction and focus required 
of our CR agenda. While our CR performance 
places us amongst the leading companies 
in the defence sector, we recognise that our 
aspiration to be a truly global company means 
we must look across all sectors and benchmark 
ourselves against the best there is. Accordingly 
we confirmed ethics and safety as our priority 
areas and committed to attain a performance 
level that is on a par with leading companies. 
We have set stretching targets to drive the 
performance improvements (see page 5) and my 
colleagues and I have accepted that delivery on 
these targets should form a specific part of how 
our performance and remuneration are assessed 
this year. 

During 2007, the Board appointed Lord Woolf, the 
former Lord Chief Justice of England and Wales, 
to establish an expert independent committee  
to study and report on our ethics policies and 
processes and make recommendations aimed 
at achieving a leadership position in ethical 
business practice amongst corporate industry 
peers. The report will be published later this year 
and the Board has undertaken to act on all such 
recommendations of the Committee. 

Throughout 2007, we continued to improve our 
safety performance (see page 18) and some 
of our businesses, in particular Surface Fleet 
Solutions, made significant progress in safety 
performance improvements. We have a zero 
tolerance approach to an unsafe workplace 
and unsafe working practices and want all our 
businesses to operate at the highest levels of 

good safety management. During 2007,  
we conducted a benchmarking exercise to  
establish the leading level of performance and 
have developed a four-year plan for improving our 
safety performance. Initial focus areas include: 
visible senior leadership, establishing specific 
targets for improvement and linking safety 
performance to senior management bonuses. 
These have been incorporated into our 2008 
leadership objectives.

While we have demonstrated real improvements, 
I and the rest of the Company were deeply 
saddened by two separate incidents in the past 
12 months, which led to the tragic loss of two 
of our employees. We are fully supporting the 
inquiries into these incidents.

We value external perspectives in helping 
determine our approach to CR issues and 
improve our performance. This year we invited a 
panel of external CR experts to give their views 
on our strategy and direction. Their input will help 
us continue to progress our strategy and achieve 
a level of performance appropriate to a leading 
global company.

During my time at BAE Systems, CR has become 
increasingly embedded into our Company 
Strategy and I believe this is creating real 
benefits for our business and our stakeholders.  
I leave the Company this year knowing that CR will 
remain an integral part of our high-performance 
culture and will help BAE Systems in our aim to 
achieve sustainable and profitable growth well 
into the future.

Mike Turner 
CEO

A proactive 
agenda

Who we are
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Who we are

BAE Systems’ Strategy is to 
deliver sustainable growth in 
shareholder value by being the 
premier global defence and 
aerospace company. 

Why we exist
The first responsibility of any government is 
to ensure national security and to protect its 
citizens. This provides the stability necessary for 
sustainable economic and social development. 

The role of the defence industry is to support 
governments in providing national security. 
Human nature creates conflict, not the defence 
industry. It is naïve to think that there would be no 
more conflict if the defence industry did not exist. 

We all live with the threat of terrorism, violence 
and war. The defence industry has an important 
role to play in helping to tackle these issues. 
At the same time, we need to address the 
responsibilities associated with our industry 
and the role and potential use of our products. 
We aim to make sure people understand the 
difference between a responsible defence 
company and the illegal arms trade. 

What we stand for
We are proud to be part of the defence industry 
and see our role as providing support for 
national security and protection for sovereign 
governments, their citizens and their forces, while 
delivering value to our investors. We recognise the 
serious nature of our business and know that we 
must operate responsibly in everything that we do.

We are an ethical company and aim to 
demonstrate the highest standards of integrity 
and responsible management. We do not 
tolerate unethical behaviour or illegal conduct. 
Underpinning this are our Company values:

High performance – we will set targets to be 
the best, continually challenging and improving 
the way we do things, both as individuals and as 
members of our teams

Customers – our priority to all our customers, both 
internal and external, is to understand their needs 
and expectations and deliver on our commitments 

People – all our people will follow our principles of 
Accountability, Honesty, Integrity, Openness and 
Respect and will be encouraged to realise their full 
potential as valued members of our team

Partnering – we will strive to be the partner 
of choice, respected by everyone for our 
co-operation, integrity and openness 

Innovation and technology – we will encourage the 
development and implementation of new ideas, new 
technologies and new ways of working, to secure 
sustained competitive advantage for our Company.

Our responsibilities
We are committed to being a responsible 
business. This means using our influence 
positively to benefit society and the environment, 
while minimising any negative impacts.

Our local operations
Our success depends on the skills, innovation 
and contributions of all our employees. We aim to 
get the best from our employees by treating them 
with respect, creating a secure and safe working 
environment, and providing opportunities for 
training and personal development. 

We place great value on our relationship with the 
communities where we work. Many of our social 
investment programmes support the communities 
near our sites and enable our employees to use 
their time and skills to benefit their local areas.

Our operations have an impact on the environment 
through the energy and resources we use and  
the waste we produce. We work hard to reduce  
the environmental footprint of our business and 
our products. 

Addressing wider issues
Our size and global reach give us influence.  
We can use this to help address issues of  
wider concern.

We partner with our customers on social and 
environmental issues. We support education 
projects in the countries where we operate, 
promoting economic development and helping 
governments to improve their national skills bases. 

As a leader in our industry, we can help raise 
the performance of the defence sector through 
the standards we set for our suppliers and our 
collaboration with other defence companies. 
These include the UK Defence Industry Anti-
corruption Forum and the US Defense Industry 
Initiative on Ethics and Business Conduct. 

Our role and  
responsibilities
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Corporate Responsibility 
Committee statement
The Corporate Responsibility (CR) Committee  
was established in 2005. It comprises the 
following members:
Mr Peter Weinberg (Chairman)*, Mr Phil Carroll,  
Mr Andy Inglis and Sir Nigel Rudd.

Responsibilities  
-   Assisting the Board on overseeing the 
development of strategy and policy on social, 
environmental and ethical matters 

-   Monitoring and reviewing the Company’s 
performance in managing social, 
environmental, ethical and reputational risk  

-   Overseeing and supporting key stakeholder 
engagement on social, environmental and 
ethical issues. 

The full terms of reference of the CR Committee 
can be found at www.baesystems.com or can be 
obtained from the Company Secretary. 

Governance
The CR Committee was in place throughout 
2007. All its members were non-executive 
directors deemed to be independent in 
accordance with provision A.3.1 of the UK 
Combined Code. 

The Committee normally asks the Head of 
Internal Audit, Group Human Resources 
Director, Group General Counsel and Corporate 
Responsibility Director to attend its meetings. 
The Committee met five times in 2007.

Activities
The CR Committee has determined that its prime 
focus should be on ethics and health and safety, 
as these are areas of particular importance for 
BAE Systems. However, it also deals with a range 
of other CR issues, including workforce diversity 
and environmental matters.

The Committee monitors and reviews compliance 
with the Company’s standards of business 
behaviour and the work undertaken to ensure 
that all employees are aware of the standards 
and understand how to apply them. During 2007 
the Committee reviewed the Ethics Helpline 
and Company ethics awareness programmes, 
including the results of employee ethics surveys. 

As reported on page 14, the Board appointed 
Lord Woolf, former Chief Justice of England 
and Wales, to lead a committee to study and 
report on the Company’s ethical policies 
and processes. During the year the CR 
Committee met with members of the Woolf 
Committee to discuss ethics in general and 
the CR Committee’s role in implementing and 
assuring activity that may result from the Woolf 
Committee recommendations. 

The health and safety of our employees and 
others who work on our sites or use our products 
is a key priority for the Company and the CR 
Committee. We monitor safety performance  
and have reviewed various aspects of health 
and safety management within the Company. 

During the year the Company has been 
developing further its risk management 
processes, particularly in respect of  
monitoring and mitigating non-financial risks. 
The Committee reviews annually the output 
from such processes relating to health and 
safety, workplace policies, environmental 
impact, business ethics and compliance with 
anti-corruption laws and regulation.

The Committee undertook the following  
activities in 2007: 
-   received reports from the Internal Audit 
function on audits undertaken on ethical and 
environmental matters

-   reviewed and approved the approach proposed 
by the Executive Committee to progress the 
Company towards a ‘best in class’ position on 
safety performance

-   reviewed the Company CR Report
-   reviewed the CR Committee terms of reference
-   liaised with the Remuneration Committee on the 
setting of CR-related non-financial objectives to 
be included in the directors’ annual bonus plan.

On behalf of the Corporate  
Responsibility Committee

Peter Weinberg 
Corporate Responsibility Committee Chairman

Governance

*  With Peter Weinberg retiring from the Board, Andy Inglis has 
been appointed to succeed him as Chairman of the Corporate 
Responsibility Committee, having first been nominated for 
appointment to this position by the Nominations Committee.
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Our priorities
Our strategy is to deliver 
sustainable growth in 
shareholder value by being  
the premier global defence  
and aerospace company. 

To achieve sustainable growth we must identify 
and manage long-term risks to our business 
– including non-financial, operational and 
reputational risks. As a leading defence company 
we want to set standards for our industry in the 
area of Corporate Responsibility (CR) and aspire 
to reach the standards set by companies in all 
sectors. As a global business we must ensure 
our approach is applied consistently across all  
of our operations, worldwide.

The Executive Committee met in May 2007 
to review our CR priorities. The workshop was 
supported by PricewaterhouseCoopers, who 
provided information on best practice among 
leading companies. The Executive Committee 
considered issues that could have a significant 
impact on the sustainability of our business, 
either by directly impacting our ability to operate 
or by affecting our reputation and the level of 
trust stakeholders have in our Company. Its 
analysis took into account the views of key 
stakeholders, including customers, employees 
and investors.

Ethics and safety were reconfirmed as our 
CR priorities – and those where the Company 
should aspire to a leadership position. 

We recognise that to achieve a leadership position 
requires continual progress. A programme to 
address this began in 2007 and will continue 
through 2008. Key aspects of this are:
-   establishing an independent view of best 
practice for ethical business conduct in both 
the defence sector and across industry

-   benchmarking safety performance across all 
industries – not just the defence sector

-   establishing specific objectives on leadership 
behaviours especially in the areas of ethics, 
safety and diversity 

-   setting management objectives in 2008 that 
drive us towards our desired leadership position 
in the areas of ethics, safety and diversity.

The Woolf Committee (see page 14) was 
appointed during 2007 to study and publicly 
report upon the Company’s ethical policies and 
processes. We will receive recommendations 
from the Woolf Committee during 2008,  
which we believe will assist us in meeting our 
ethics objectives.

Key issues for our stakeholders 

Progress towards a leadership position in  
safety commenced with a review of our safety 
performance. This review resulted in a four-year 
plan being put in place to achieve a leadership 
position in safety (to find out more about this 
review and way forward see page 20). The delivery 
of the first part of our four-year plan has been 
incorporated into our leadership objectives for 
2008. Plans include visible senior leadership, 
establishing specific targets for improvement,  
and linking safety performance to senior 
management bonuses. 

We will focus on improving performance year  
on year and set challenging objectives that 
move the Company further towards best 
practice in the priority areas of ethics and safety. 
To demonstrate our commitment, we have 
increased the proportion of senior executive 
performance bonuses that are linked to 
improvements in performance in these areas. 
In 2008, 12% of the potential bonus will be 
determined by performance in ethics and safety. 

The Corporate Responsibility Committee will 
review progress against our objectives quarterly.

The Executive Committee also recognised 
diversity as an increasingly important issue for 
our business. The sustainability of our workforce 
and our ability to win and fulfil global contracts 
depends on our ability to recruit and retain the 
most talented people from all backgrounds.  
Our diversity objectives for 2008 include 
awareness training for senior leaders and the 
launch of a Company-wide Women’s Forum. 

From an environmental perspective, climate 
change is an important issue for all businesses, 
particularly those operating globally. In 2008, we 
will measure our carbon footprint and establish a 
formal position on climate change.

Continue to embed a high-performance culture across the Company
Further enhance our programme execution capabilities

Increase sharing of expertise, technology and best practice between our global businesses
Develop a partnering approach to meet our customer requirements

Develop our capabilities in existing and new Home Markets
Establish security businesses in our Home Markets

To deliver sustainable growth in shareholder value by being the premier 
global defence and aerospace company

Group Strategy

Group Strategic Objectives

Business Portfolio Actions

Integrated Business Plans

Establish in the 
UK sustainably 
profitable through-
life businesses in 
Air, Land and Sea

Grow our business 
in the United States 
both organically and 
via acquisitions

Implement the 
Home Market 
strategy and grow 
in the Kingdom of 
Saudi Arabia

Grow our global land 
systems business

Grow our export 
business from our 
Home Markets

Grow our global 
support, solutions 
and services 
businesses
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Ethics

Safety, health and environment

Workplace

-   Initial ethics awareness training to  
be completed by new starters within  
one month of joining

-   Initial ethics awareness training to be 
implemented within three months of 
completion date of any acquisition

-   Survey to be undertaken to evaluate 
effectiveness of 2006 UK ethics  
awareness training package. Implement 
agreed corrective actions in 2007.

2007 safety metrics to improve relative  
to 2006:
-   Establish appropriate industry benchmarks 
for each line of business to monitor 
performance and establish targets to move 
towards best in class

-   Company performance (lost days metric)  
to be better than relevant industry average

-   Continue to achieve an improvement year-
on-year in injuries/lost working time.

-   A benchmarking study of BAE Systems’ 
businesses and external companies was 
performed. The targets thus derived are 
those set within 2008 objectives

-   In 2007, we reduced the number of lost 
days by more than 10% over 2006. We 
continue to perform at a level better than 
the industry average, with 8,734 days lost 
due to work-related injury per 100,000 
employees, (compared with the UK 
manufacturing average of 25,000).

Continue to drive performance in safety:
-   Reduce the gap between 2007 Company 
performance and external benchmark by  
10% in 2008 (benchmark is 2,000 days  
lost per 100,000 employees)

-   Senior Leadership to demonstrate 
commitment to safety by undertaking formal 
training and conducting safety audits across 
our operations. Number of safety audits 
conducted to be measured

-   Progress to benchmark safety performance 
against a five level Safety Maturity Matrix –  
all businesses to achieve Level 3 by the end 
of 2008 and have a plan in place to attain 
Level 5 by the end of 2011 (Level 5 has been 
benchmarked against leading companies).

-   Senior Leadership to communicate and 
demonstrate commitment to high ethical 
standards through employee engagement. 
Number of engagement events and 
employees reached to be measured

-   Develop and roll out a Company-wide  
‘code of conduct’

-   Implement the response to Woolf 
Committee recommendations.

-   85% of employee grievances under  
the UK ‘Respect at Work’ policy to be 
resolved through local discussion without 
proceeding to the corporate process for 
formal investigation

-   In each of the Home Markets, move towards 
establishing a workforce reflective of the 
national average in terms of gender mix 
and ethnic diversity, taking into account 
variations by region and industrial sector.

-   91% of employee grievances were  
resolved at a local level during 2007

-   Diversity action plans were implemented 
within each of our businesses to reflect 
their local communities and recruitment 
populations.

Create an environment that values and 
respects the contribution, based on merit,  
of all members of the communities in which  
we operate:
-   Senior Leadership to demonstrate 
commitment to such an environment by 
attending a Diversity Awareness Training 
Programme by mid-year

-   Establish a Company-wide Women’s Forum
-   Develop an action plan to enhance diversity 
and inclusion by mid-year.

-   Ethics awareness training has  
been introduced to new starter  
induction processes

-   New businesses are issued with the 
Company’s ethics guide promptly after 
acquisition and this is followed up with 
online or DVD training

-   A survey was undertaken which indicated 
that 99% of UK employees have some 
awareness of our ethical standards.  
Action plans to address areas identified  
for improvement have been put in place.

Gaining momentum
We have set leadership objectives to help us achieve leadership performance on our CR priorities 
and this year have increased the proportion of senior executive remuneration linked to ethics 
and safety performance. In 2008, 12% of the bonus allocation for our senior executives will be 
determined by performance in these areas. 

Our commitments Progress Next steps
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External views help to shape 
our approach to Corporate 
Responsibility and influence  
how we report our progress. 

This year, we asked three experienced 
practitioners in the field of CR to review our 
report and give their views on our CR Strategy. 
The Panel met in February 2008 and the  
session was convened by Context, a CR  
strategy and communications consultancy. 

Panel members
-   Julia King, Vice President Corporate 
Responsibility, GlaxoSmithKline

-   Dawn Rittenhouse, Director of  
Sustainable Development, DuPont

-   Mark Wade, formerly Head of Sustainable 
Development Policy, Strategy & Reporting,  
Shell (Chairman)

CR Advisory Panel brief 
BAE Systems charged the Panel with providing 
expert independent comment on our CR 
Strategy, governance and reporting and to 
offer advice on how to achieve leadership 
performance on our CR priorities.

The Panel reviewed material on BAE Systems’  
CR Strategy and draft 2007 CR Report  
and attended a briefing by Deborah Allen,  
BAE Systems CR Director, on our progress to  
date and future ambitions.

The Panel was not asked to provide assurance  
or verification of systems or performance data. 

Views of the Panel
The views of the Panel are set out below  
without amendment. 

Strategy
We are impressed by the way CR Strategy 
is developed by the BAE Systems Executive 
Committee, Board and CR Committee. Top level 
buy-in and leadership is essential. The selected 
priority areas of ethics and safety rightly reflect 
the key issues. We applaud BAE Systems’ 
ambition to become a leader in these areas and 
to help raise standards in the industry. Tying 12% 
of executive remuneration to performance in CR 
priority areas is a measure of its determination. 

Overall the CR Strategy is logical and aligned 
with business strategy. However, despite links to 
operational excellence and leadership in priority 
areas, it is largely driven by compliance and risk 
avoidance. We believe this is insufficient. 

There needs to be a shift in mindset from a CR 
Strategy serving business needs to a business 
strategy conducted responsibly. Likewise 
it needs to move from compliance and risk 
avoidance to opportunity and value creation. 

This can only occur if there is a solid foundation 
of values on which all employees frame decisions 
large and small. Without this the CR Strategy will 
always struggle to engage the hearts and minds 
of staff, as it will be difficult to embed policies and 
standards into the culture of the organisation. 
It will fail to unleash the drive and innovation 
necessary for achieving leadership performance. 

We recommend that as a priority, BAE Systems 
communicates and embeds its values more 
effectively to enable the changes advocated above.  

BAE Systems’ appointment of the independent 
Woolf Committee to report publicly on its 
ethical policies and processes and make 
recommendations is admirable. How  
BAE Systems responds will be a measure  
of the Company’s commitment.

An external view

Key issues for our stakeholders 

BAE Systems has achieved sector  
leadership in CR. It’s time to escape the 
shackles of compliance/risk avoidance  
and embrace opportunity and value creation. 
Putting values at the heart of the business 
will inspire people and unleash innovation.

Mark Wade 
Formerly Head of Sustainable Development 
Policy, Strategy & Reporting, Shell (Chairman)

Julia King 
Vice President Corporate Responsibility, 
GlaxoSmithKline
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The focus on safety is overdue. Good progress 
is being made to set global systems and 
standards. Benchmarking against industry 
leaders, not just sector peers, has given a 
valuable perspective. To be up with the best, 
BAE Systems needs to improve performance 
by an order of magnitude. This is a huge 
undertaking. Attention to culture, targets, and 
a move to leading indicators that help drive 
progress rather than just recording performance 
will be needed. The reward for better safety 
will be reduced injury and improved efficiency, 
not public kudos. Leadership companies are 
expected to be safe. 

A focus on ethics and safety is appropriate 
but it does not absolve BAE Systems of 
its responsibility for managing its carbon 
footprint and other aspects of environmental 
performance. The Company’s commitment 
to develop a global climate change policy 
in 2008 is commendable. Environmental 
management needs to be supported by improved 
measurement and ambitious targets. 

Leadership companies are expected to 
have clear policies on human rights. It is 
insufficient to focus on workplace conditions. 
We recommend a full scoping of BAE Systems’ 
human rights responsibilities involving wide 
stakeholder participation.

It is not possible to become a leader without  
a roadmap showing future aspirations that  
go beyond compliance. We recommend that  
BAE Systems develops a five-year plan which 
includes targets and milestones.

Governance
The existence and remit of the CR Committee 
is commendable. BAE Systems’ numerous 
other audit bodies and processes show its 
commitment to developing and upholding 
global standards. It is less clear how each of 
these elements relates to one another. Clarity 
is needed to provide reassurance that they are 
integrated and fit for purpose. 

It is not clear how senior responsibilities  
cascade to staff. For example, why is it that  
only executive remuneration is linked to 
performance on CR priority areas and not all 
staff? We recommend that staff be engaged 
more effectively in performance improvement. 

It is commendable that governance procedures 
seek to ensure employee compliance with  
anti-bribery policies. But the big challenge 
for BAE Systems is providing greater under-
standing of the Company’s processes for 
preventing bribery and corruption. Delivering 
this in its governance and reporting would show 
true leadership in the industry.

BAE Systems uses benchmarking and 
engagement with external parties to help  
set priorities. With the exception of the Woolf 
Committee its engagement has been limited 
to shareholders, employees, customers and 
suppliers. To be a leader on a par with other 
sectors, BAE Systems should undertake a  
full stakeholder engagement process to gain  
a wider understanding of society’s 
expectations. Longer term the Company 
should work towards setting up a broad-based 
Stakeholder Panel to give perspective and 
challenge to policies and performance. 

Reporting
BAE Systems’ CR reporting is best in sector  
but lags behind leaders in other industries.  
It will need to step up a gear to achieve parity. 

We recommend that BAE Systems aligns 
progressively with the Global Reporting Initiative 
guidelines and all that this entails. Doing so 
will address current weaknesses in materiality, 
completeness, stakeholder inclusiveness, 
indicators, targets and assurance. It will also 
encourage a deeper reflection on sustainability 
issues and the link to value creation. 

Short-term attention should be given to 
setting targets and reporting progress, with 
commentary, across all areas of current focus. 
Detail can be put on the web.

Serious consideration should be given to  
external audit and verification of key data 
and processes. This will ensure true rigour 
in systems and data handling and will drive 
enhanced performance improvement. External 
assurance will improve credibility.

The report would benefit from more discussion 
on the legitimacy of the industry and associated 
ethical issues to better reflect stakeholder 
interest. More detail on products and services 
is needed. 

At present the report is an underused resource. 
The best reports lay out the values, vision and 
commitments of an organisation with a clear 
roadmap for change directed at addressing 
stakeholder concerns. Crucially they engage 
and inspire staff in delivering performance 
improvement. This in turn leads to enhanced 
reputation with attendant benefits. 

We recommend that BAE Systems shifts the 
focus of its reporting from shareholders to 
employees and stakeholders. This will drive 
lasting change and enhanced business benefit. 

BAE Systems’ response 
We will develop the necessary plans to act 
on these recommendations and report on 
progress through our website and in future 
Corporate Responsibility Reports.

Achieving top-level performance in safety 
requires strong, sincere leadership from 
senior management as the core element 
of establishing the safety culture. Clear 
leadership then needs to be underpinned  
by rigorous systems, targets and review.

People want to work for a company that 
reflects their values. Leadership in ethical 
business practices is key to attracting  
and retaining high-calibre staff at a time  
of intense competition for talent. 

Dawn Rittenhouse 
Director of Sustainable  
Development, DuPont
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Our products
Q:  Do you make or sell cluster munitions? 
A:  BAE Systems does not make or sell cluster 

munitions and we have not supplied any 
cluster weapons to any customer since 2004.  

Q:   Do you use Depleted Uranium (DU) in  
your ammunition?

A:   We no longer produce any ammunition 
containing DU. Our facility at Featherstone 
which previously processed DU penetrating 
rods permanently ceased operations several 
years ago. The DU penetrating rods that were 
processed at Featherstone were incorporated 
into L27A1 ammunition for Challenger 2 
tanks. This ammunition remains in service 
with the British Army. 

Q:   Do you make nuclear weapons?
A:   No. Our Submarine business in Barrow is 

responsible for the design and manufacture 
of nuclear-powered submarines on behalf 
of the Royal Navy, and previously built the 
submarines that carry the UK’s strategic 
nuclear deterrent. BAE Systems is also 
involved in early concept work for a next 
generation of ballistic missile submarine. 
We also retain a non-controlling shareholding 
of 37.5% in MBDA which manufactures (in 
France) the air-launched missile which forms 
part of the French nuclear deterrent.

Q:   Does BAE Systems make or sell  
shock batons?

A:   No, we do not make or sell shock batons.

Q:   Does BAE Systems make or sell  
white phosphorous?

A:   BAE Systems does not manufacture white 
phosphorous. However, we do supply 81mm 
mortar smoke bombs to the UK Ministry of 
Defence that contain white phosphorous. 
These are produced by a subcontractor. This 
is the only product in our current munitions 
portfolio that contains white phosphorous.  

Key issues for our stakeholders 

Ongoing investigations
Q:   BAE Systems is being investigated by 

the UK Serious Fraud Office and the US 
Department of Justice. Does this mean that 
there is substance to the allegations of 
corruption against your Company? 

A:   The investigation by the Serious Fraud 
Office into suspected false accounting 
and corruption is continuing and the 
Company continues to co-operate with this 
investigation. In June 2007, the Company 
was notified by the US Department of Justice 
that it had commenced a formal investigation 
relating to the Company’s compliance with 
anti-corruption laws, including its business 
concerning the Kingdom of Saudi Arabia.

  As these are continuing criminal 
investigations, it would be inappropriate 
for us to comment on the substance of 
the investigations. Consistent with this 
we will not be commenting on any point of 
substance. This should not be taken as any 
kind of admission.

Questions and Answers

These are some of the key 
questions on our products, 
ongoing investigations and 
issues relating to Corporate 
Responsibility that we have 
received from stakeholders 
during 2007.
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Corporate responsibility
Q:   Are there any countries you would not  

sell to? If so, where is the line drawn?
A:   The sale of export equipment, whether it 

is the sale of weapon systems, platforms, 
equipment, and/or services is highly 
regulated. Licences will not be granted for 
countries where sales would be inconsistent 
with respect to human rights or regional 
stability, or where there are United Nations 
arms embargoes or trade sanctions in 
place. BAE Systems works closely with 
and maintains a regular dialogue with 
governments in our Home Markets in  
relation to all our export sales. All export 
licence applications are considered by 
governments on a case-by-case basis and 
take into account the proposed customer 
country, the type of product or service to be 
exported, and its future use. Our applications 
comply with trade regulations and the 
requirements for end-user undertakings.

  In addition, our Company Strategy sets 
out the framework for how we will develop 
the business on a global basis. Within 
this context, the BAE Systems Executive 
Committee specifically approves the 
countries where we will do or pursue business 
taking into account the Transparency 
International Corruptions Perception Index 
(http://www.transparency.org/policy_
research/surveys_indices/cpi/2007) in 
determining the reputational risk associated 
with operating in a specific country. 

Q:   Do defence exports contribute to  
human rights abuses? 

A:    Defence exports do not lead to human  
rights abuses. It is individuals and corrupt 
regimes that instigate abuses to people’s 
human rights. 

  BAE Systems is subject to laws relating to  
the export of controlled goods such as the  
UK Export Control Act and the US International 
Traffic in Arms Regulations. 

  Before any export licence is issued, the Home 
Market government must be furnished with 
evidence from the purchaser that it is buying 
the equipment for its own defence purposes, 
and will not re-export without the consent of 
the Home Market government. In the UK this 
is known as an ‘End User Undertaking’.

Q:   Are you doing enough to tackle your  
impact on climate change?

A:    Our primary contribution to greenhouse 
gases is through the use of energy. We are 
placing a specific emphasis on reducing 
our greenhouse gas emissions and have 
developed a number of energy reduction 
initiatives that include employee engagement, 
engineering initiatives and improved 
manufacturing efficiencies. 

  Climate change is an important issue for 
all businesses, particularly those operating 
globally and one which the Company needs  
to address. In 2008, we will measure our 
carbon footprint and establish a formal 
position as to actions we would see to take  
in reducing this footprint.

Q:   You aspire to be a leader on health and 
safety performance. How far are you from 
achieving this goal and how are you going  
to get there? 

A:  Safety is one of our key priorities and we  
are in the process of implementing a four-year  
plan for improving our safety performance, 
which will help us achieve our desired 
leadership position in 2011. The delivery 
of the first part of our four-year plan to 
achieve this has been incorporated into our 
leadership objectives for 2008 (see page 
5). Plans include visible senior leadership, 
establishing specific targets for improvement 
and linking safety performance to senior 
management bonuses. 

Questions and Answers
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How we do business

We are a global business  
with major operations 
established in six Home 
Markets. We also export 
defence equipment,  
technology and software 
worldwide.

Internal Control
The Operational Framework provides a sound 
system of internal controls and defines the 
way we do business and what it means to be 
part of BAE Systems. It is based on principles 
of good governance, a set of values, policies 
and processes that guide our work and a 
clear system of delegated authority. 

Project Governance
We use the Lifecycle Management (LCM) 
process to provide a structured approach to 
managing our commitments and investments 
throughout project and product lifecycles. LCM 
is based on two types of review that all projects 
undertake: Regular Business Leadership Team 
Reviews and Gate Reviews. Its consistent 
application is critical to our ability to deliver 
projects to time, cost and quality, enabling us 
to meet our commitments to our customers.

Business Development 
Approval must be sought from our senior 
management to initiate a new marketing 
campaign or pursue business in a new market. 

Home Markets
Our six Home Markets are Australia, Saudi 
Arabia, South Africa, Sweden, the UK and 
the US. We make an important economic 
contribution in these markets through our 
investment in the local industrial base and 
workforce skills, as well as our support for  
local economies and communities. 

We are subject to laws 
and governance governing 
defence contracts and 
exports in all countries where 
we operate. To ensure we 
meet the highest standards 
of conduct in our work we 
incorporate robust internal 
and external governance in 
our management systems. 
Some of these are  
explained here.

Export Market
Export sales from our Home Markets are an 
important source of business growth. 

Approval from the relevant Home Market 
government is normally sought before we discuss 
potential defence business opportunities with an 
overseas government. A formal export licence is 
always required before any defence products can 
be supplied to an overseas customer, and before 
technical information is released to them.

Internal governance

How our business works

Integrity in Business Dealings 
Our training and awareness programmes are 
designed to ensure all employees understand 
our policies and what is expected of them. 
We will not tolerate unethical behaviour 
or attempts to improperly influence the 
decisions of customers or suppliers. 

Operational Assurance Statements
Business Managing Directors are required 
to confirm their compliance with our 
Operational Framework every six months. 
Results are reported to the Board. 

Internal Audits
Internal Audit independently reviews the 
risk identification procedures and control 
processes implemented by management. 
It provides objective assurance as to the 
operation and validity of internal control 
through a programme of cyclical reviews 
making recommendations for business  
and control improvements as required.

Example of the contract process 
The process shown below is a diagrammatic overview of a complex 
procurement process and will differ for each market in which we operate.

New Business Opportunities

The customer establishes a requirement for 
a product or service to meet its operational 
needs and budgetary constraints. 

We liaise with the customer over 
opportunities that might result. 

Contracting with the Customer

Typically this involves a formal bid 
process. The customer often invites  
a number of companies to respond to  
the opportunity. 

When bid submissions are received, the 
customer selects the preferred supplier 
and the contract is negotiated. 

Subcontractors/Joint Ventures

For some contracts we may produce  
or provide the product or service  
to the customer within a partnership  
with sub contractors or a joint  
venture arrangement. 
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Offset Regulations 
Offsets may be included within an export 
contract. Offsets (or industrial participation 
agreements) are requirements on a contractor 
to provide industrial, commercial or other 
economic benefits to a country or government 
as compensation for the purchase of foreign 
defence equipment or services. The fulfilment 
of offset obligations takes many forms (see 
page 15). 

These include: 
 Direct offsets – Platform and product-related 
Indirect offsets – Defence, not platform  
or product-related, or non-defence related 

Currently over 120 countries operate offset 
and counter trade regulations, including  
the UK. 

External governance

How our business works

End User Undertaking
Before any export licence is issued, the 
Home Market government must be furnished 
with evidence from the purchaser that it is 
buying the equipment for its own defence 
purposes, and will not re-export without the 
consent of the Home Market government. 
In the UK, this is known as an ‘End User 
Undertaking’.

Export Licence Compliance 
We need a licence to export any goods, 
technology or software specially  
designed or modified for military use.  
Dual use commercial items with a  
military application require a licence  
or regulatory exemption. In granting  
licences, governments take into account 
factors such as the purchaser’s respect  
for human rights, the risk of diversion  
and the effect on regional stability. 

Laws, Regulations and Sanctions 
All aspects of our operations are subject to 
applicable laws, regulations and sanctions. 
These include laws governing the export of 
controlled goods such as the UK Export  
Control Act, the US International Traffic in  
Arms Regulations and laws implementing  
the OECD Anti-Bribery Convention and the  
US Foreign Corrupt Practices Act.

External Audit
External audits present an unbiased and 
independent evaluation of our Company. 

Government Relations
We maintain regular dialogue with 
governments in our Home Markets  
in relation to our contracts and  
export sales. 

Production/Provision of Products/Services

BAE Systems designs, develops, builds, 
tests and delivers the product to the agreed 
contractual terms. As a prime contractor and 
systems integrator, we ensure that a wide 
variety of components and sub-systems, 
sourced worldwide from our own and our 
suppliers’ facilities, function as a complete 
solution to meet the contractual requirements. 
We engage continually with our customer 
throughout this process.

Upgrade

The solution is delivered. Depending on 
contractual arrangements, BAE Systems 
may provide support to the customer 
throughout the life of the product  
including training, maintenance and  
product upgrades.

Disposal/Renewal

When the product comes to the end of 
its lifecycle, depending on contractual 
agreements BAE Systems may assist in 
the disposal of the product, or re-contract 
for the provision of a new product, or both.
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The defence industry is highly regulated, as the 
chart on page 10 and 11 demonstrates. We are 
subject to the law and government regulations 
wherever we operate. In addition we implement 
our own long-standing business ethics policies 
and procedures. These apply throughout 
our business, govern interactions with our 
customers and partners, and define the way  
we expect our employees to operate.

We are confident that our approach is robust 
but we are not complacent and we continue to 
look for ways to strengthen and improve our 
programmes in line with best practice across 
both the defence industry and other sectors. 

Our approach to ethics 
Key elements of our approach include:
-   Our Operational Framework, ethical  
principles and anti-corruption policies  
apply to all employees

-   Ethics training for all employees and regular 
refresher courses for employees involved in 
business development and government affairs 

-   Our ethics booklet and intranet site which 
provide up-to-date information and guidance  
for employees

-   An independent Ethics Helpline for employees 
to report suspected cases of unethical 
conduct. Calls to the helpline are reviewed by 
senior management and reported twice a year 
to the CR Committee

-   Extensive compliance and assurance processes.

Our ethical principles
Accountability: we are personally answerable 
for our conduct and actions.
Honesty: there is no substitute for the truth.
Integrity: we say what we do, we do what we say.
Openness: when questions are asked, we will be  
frank and straightforward in our answers.
Respect: we value and treat each individual with  
dignity and thoughtfulness.

Ethical conduct is important  
in all business sectors and  
is increasingly fundamental  
to business operations.  
This is a particularly complex 
and high profile issue for the 
defence industry because of the 
products we make and the high 
value of the contracts involved. 

Ethics

How we do business

In 2007, we appointed Lord Woolf, the former 
Lord Chief Justice of England and Wales, and an 
independent expert review committee to advise 
on standards of best ethical business practice 
and what we need to do to achieve them, see 
page 14. In addition we have implemented a 
number of changes during 2007 as part of our 
drive for continual improvement. 

Marketing advisers
We reviewed our processes for appointing and 
managing marketing advisers and implemented 
a number of process improvements. These are 
also being reviewed by the Woolf Committee.

Ethics survey
We conducted an employee survey in the UK 
to assess awareness of our ethical standards. 
Over 16,000 employees took part (30% 
more than in 2005). The results showed that 
awareness of ethics has increased since 2005. 

Key findings included: 
-   99% of employees have some level  
of awareness of the Company’s  
ethical standards

-   82% believe the Company does enough to 
promote its standards internally

-   84% feel that the training has helped them 
improve their understanding of ethics within 
their day-to-day jobs.

Areas identified for improvement include:  
our processes to encourage the reporting of 
ethical breaches; and visible senior leadership 
on ethics. Action plans are being implemented 
and we will monitor progress through our 2008 
Employee Opinion Survey. 

Activity in 2007 
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Applying our policies 
We are committed to meeting the highest  
ethical standards in our dealings with others. 
We will not tolerate unethical behaviour or 
attempts to improperly influence the decisions 
of customers or suppliers. 

Business Development
Our main regions for business development 
(including marketing activity) are the UK, US, 
Asia-Pacific, Europe and the Americas and 
Middle East, Africa and India. 

All staff involved with business development are 
required to undertake a training course on the 
prevention of corruption, with refresher training 
every two years. Over 5,500 employees have 
undertaken this training since 2001. Training is 
tracked to help ensure compliance.

The use of advisers is part of normal business 
practice for most industries. We work with 
advisers and specialist consultants who 
provide knowledge of the local defence 
procurement process and regulatory, financial 
and cultural support. 

Our Advisers Policy governs the selection, 
assessment, appointment, renewal and ongoing 
management of relationships with advisers. 
We are aware that some external stakeholders 
perceive working with third parties as a potential 
route to corrupt practice. We rigorously apply our 
policies to prevent this and protect both our own 
reputation and that of those we work with.

Payment terms are reviewed by our compliance 
teams on a regular basis to confirm that 
remuneration to advisers is proportionate to 
the services carried out. We also confirm that 
advisers are operating in line with our standards 
and that there continues to be a genuine business 
need for retaining their services.

Regulation and legislation
Our export compliance teams in each market are 
responsible for ensuring we comply with defence 
export controls and associated legislation. 

Governments determine the countries to which 
defence exports are permitted at any one time. 
Their judgements balance a range of issues, 
such as national interest, economic, strategic 
and human rights. 

Monitoring and compliance
Our Internal Audit department carries out 
assessments of our business units including 
compliance with our ethical principles and 
policies. Audits are targeted on a risk basis 
according to the likelihood of a breach of policy 
occurring and the potential impact such a 
breach would have on our business. 

It is important that we ensure compliance with 
ethical standards at all levels of the Company. 
Managing Directors and Functional Leaders are 
required to complete an Operational Assurance 
Statement (OAS) every six months confirming 
that their parts of the Business have complied 
with our policies including those covering Fraud 
Prevention, Ethics, Export Controls, Working 
with Advisers, and Hospitality, Gifts and 
Personal Interests.

A summary of the OAS results is reported to the 
Audit Committee and the Board. Businesses that 
do not reach the minimum standard are required 
to implement action plans for improvement. 

Reviewing our policies on ethical conduct
Business acquisitions over the past three  
years have brought many new employees into  
BAE Systems. We must ensure that all 
employees understand what is expected of 
them and how to deliver this. We initiated a 
review of our policies regarding ethical conduct 
in 2007 to ensure they remain appropriate 
for our changing Business and to provide new 
ways of communicating them to our employees 
through a global set of standards. We will act on 
recommendations from the Woolf Committee in 
this regard and plan to introduce a revised code 
at the start of 2009. 

Ethics training
We continued to roll out ethical awareness 
training to employees worldwide through 
brochures, online training, DVDs and  
classroom sessions. At the end of 2007  
training had been completed in the UK, US, 
South Africa and Australia. Our ethics DVD 
and online training have been translated into 
Arabic and roll out is underway in Saudi Arabia. 
A Swedish translation has been developed and 
will be introduced in 2008.

Ethics helpline
In 2007, we received 327 calls to our  
ethics helplines and email addresses.

Disciplinary action
260 employees were dismissed for reasons 
relating to unethical behaviour. Reasons for 
dismissal included misuse of Company IT, fraud, 
inaccurate labour charging and threatening 
behaviour. More detail is available in our data 
file on page 24. 
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We place a high value on  
our reputation and the trust  
our stakeholders have in  
our Company. We want them  
to continue to be confident  
that BAE Systems is a well 
managed company with 
rigorous standards of ethical 
business conduct. 

In countries such as the US, the general public 
perception of the defence industry is positive.  
In other countries, such as the UK, views are 
more mixed – trust in the industry is lower and 
media coverage is more negative in tone. 

Because our business directly relates to 
matters of national security, transparency 
can be difficult for our sector. In addition, 
legal reasons prevent us from commenting 
on official investigations. But openness 
about our business practices is the best 
way to maintain stakeholder confidence and 
counter perceptions that our sector is prone 

Transparency

What is it?
An external, expert, independent committee 
appointed by the Board to study and report 
on our ethics policies and processes and 
make recommendations aimed at achieving a 
leadership position in ethical business practice 
amongst corporate industry peers.

Why has it been convened?
We want to be in a position to provide further 
assurance to our customers, investors, 
employees and communities that our policies 
are subject to continuous improvement and set 
the pace for the international defence industry.

Members
-   The Rt. Hon. The Lord Woolf of Barnes 
(Chairman), former Lord Chief Justice of 
England and Wales

-   Sir David Walker, Senior Adviser and former 
Chairman of Morgan Stanley International Ltd.

-   Philippa Foster Back OBE, Director of the 
Institute of Business Ethics

-   Douglas N Daft AC, former Chairman and  
Chief Executive of The Coca-Cola Company

-   Dr Richard Jarvis (Secretary to the 
Committee), former Secretary to the 
Committee on Standards in Public Life.

Objectives
The Committee was appointed to: 
-   review the Company’s ethical policies and 
processes, and to review the Company’s 
adherence to applicable anti-corruption 
legislation, including relevant international 
treaty obligations

-   reach a judgement as to how the Company’s 
policies and procedures benchmark against 
industry standards, whether they are 
sufficiently robust to ensure compliance with 
its ethical business policies generally and in 
particular to detect and prevent violations of 
anti-corruption laws

-   to make recommendations for any remedial 
actions it believes the Company should take.

The Company has provided full access to the 
Woolf Committee on information relating to our 
ethical business practices. The Committee has 
met with senior BAE Systems executives in the 
UK and the US, our CR Committee, Trade Union 
representatives and employee groups. 

Findings and recommendations
The Committee plans to publish its written  
report with conclusions and recommendations 
later in 2008.

The BAE Systems Board has committed to act 
on the Committee’s recommendations. 

This will be monitored by our CR Committee.  

The Woolf Committee

to corruption. We recognise that we need 
to provide facts and information on how the 
industry actually operates and evidence on how 
our ethical standards are applied in practice.

Commitment to transparency 
These are some of the ways we implement our 
commitment to transparency:  

Seek independent advice and opinion
The Woolf Committee was appointed during 
2007 (see below) to provide expert views on 
best practice in ethical business conduct. We 
have committed to act on its recommendations. 

Provide evidence that we implement  
and uphold our policies
We report our progress annually through this 
report, including the number of employees 
dismissed for unethical conduct (see page 24). 

Demonstrate continual improvement
We have identified a number of areas for 
improvement through our annual UK ethics 
survey and will monitor improvement through 
subsequent surveys (see page 12). In the 
US we are participating in the 2008 round 
of the Defense Industry Benchmark (DIB) 

survey conducted under the sponsorship of 
the Defense Industry Initiative on Ethics and 
Business Conduct (DII). This survey was first 
conducted in 2005 and provides an ability to 
benchmark the Company against its peers in the 
US defence industry. We will report the outcome 
in our next CR Report.

Communicate our policies and standards 
All employees receive training on our ethical 
policies and new employees receive training 
within one month of joining. Newly acquired 
businesses receive an ethics guide promptly 
after acquisition and all employees receive 
ethics training within three months. 

We are currently reviewing our policies on 
employee conduct to ensure they remain 
effective and are developing a new global code 
of conduct to help employees better understand 
our approach and expectations.

Be open about our activities and operations 
We provide information and performance  
data through this report, our website  
(www.baesystems.com) and our Annual Report, 
covering safety, environment, Company giving, 
ethical issues, and people development. 

How we do business
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Offsets (or Industrial Participation Agreements) 
are used in many different sectors. Thirty years 
ago fewer than ten governments had formal offset 
requirements for defence contracts – today over 
120 countries (including the UK) operate offset 
and counter trade regulations. Offsets have 
become an important element of the evaluation 
process for new defence contracts. 

There are typically two categories of offsets: 
direct offsets that relate to the products we are 
supplying and indirect offsets which may be 
unrelated to defence. These are some examples:
-   A direct offset agreement in support of a contract 
to supply aircraft to the Finnish Air Force. 
The first four aircraft were delivered direct from our 
UK factory. The remaining aircraft were shipped in 
kit form to a Finnish partner for assembly. Some 
items were also manufactured in Finland. This 
created employment in a high-priority industrial 
area and helped the Finnish Air Force acquire a 
degree of self-sufficiency in the longer-term 
support and maintenance of its aircraft. 

-   An indirect offset agreement in support of a 
potential campaign to sell aircraft to Brazil.  
This agreement would help the CTA, a Brazilian 
air force research and development facility, 
acquire ‘Smart Structures’ techniques – used 
in aircraft maintenance and other industrial 
processes outside of the aerospace industry. 

An indirect non-defence related offset as part of 
our contract to sell the Light Gun L119 (a towed 
howitzer gun) to the Thai Government. 
We developed three offset projects that  
supported the Thai Government’s social and 
economic priorities: 
-   Smart Schools programme – Working with the 
Thai Ministry of Education, we delivered six 
SMART classrooms to help students develop 
their technology skills 

-   Low Cost Housing project – We partnered 
with a UK construction company to help the 
Thai National Housing Authority adopt building 
processes that allowed 8,000 high-quality 
buildings to be constructed quickly at a low cost 

-   Rice Trading project – We worked with the Thai 
Government to seek new markets for Thai 

commodities and increase exports  
to existing markets. 

In carrying out our offset agreements, it is 
important that we identify projects that support 
customer government priorities and that we 
deliver them in a timely manner.

We have a number of internal policies and 
processes that govern our offset agreements. 
These include:
-   BAE Systems’ Offset Policy – covers 
management and reporting responsibilities. 
Businesses must confirm their compliance 
with the policy every six months through the 
Operational Assurance Statement

-   Offset Handbook – provides guidance on the 
process for planning and managing offsets

-   Our Process for the Approval of Third Party  
Offset Suppliers 

-   Industrial Offset Group – the group’s role 
is to improve offset performance, review 
and update our offset policy and share best 
practice across the company 

-   Offset Awareness Course for relevant employees. 

Offsets in practice

Public policy
Lobbying – engagement with governments and 
decisionmakers to influence public policy on 
defence-related and other business issues – is 
an essential and responsible business activity. 
We communicate with politicians in all our Home 
Markets to keep them informed of our activities. 

The lobbying activity and political influence of 
corporations has become a subject of interest 
to some of our stakeholders, including some 
investors. We aim to be open about lobbying 
conducted by BAE Systems. Sometimes we 
are not able to be as open as we would like, for 
example, due to commercial confidentiality and 
requirements of national security. 

We do not make corporate political donations. 

Lobbying in the UK
In the UK, we speak regularly to MPs who 
have an interest in defence or other business 
issues or represent a constituency where we 
have operations and employees. We provide 
information about our activities, products  
and services, and welcome requests for 
information and visits to our sites. During the 
procurement process, we seek to inform MPs  

of the products or services we are offering  
and the value we contribute to the economy  
(see page 23).

Lobbying in the US
We lobby US Government officials (legislative 
and executive branches) to advocate policies 
and programmes that are important to our 
customers and end users (including the armed 
services), our employees and our shareholders.  
We communicate with our customers to ensure 
our lobbying activities address their needs and 
evolving requirements.

In addition to direct lobbying, we work in 
partnership with major trade associations  
(e.g. the US Aerospace Industries Association) 
to advocate positions that are beneficial to the 
defence and aerospace communities at large. 
One example of industry-wide efforts is the 
recent lobbying for Acquisition reform.

We report our US lobbying activities to the US 
Government, as required by law. 

We do not make corporate donations to 
political candidates or parties. We manage a 
Political Action Committee (PAC) that enables 
employees to make bi-partisan contributions 
to candidates for Congressional seats and to 

party organisations that support Congressional 
races. The PAC is an employee-funded effort 
that is totally voluntary and is managed in full 
compliance with Federal Election Commission 
requirements. Contributions made through our 
PAC totalled $534,490 in 2007.

Working with others
We participate in initiatives to improve standards 
across the defence industry. For example, we are 
members of an international Defence Industry 
Anti-Corruption Forum. Members of the Forum, 
including companies and trade associations, 
met twice in 2007 to exchange views and best 
practice. The Company has agreed a set of 
common industry standards for members of the 
Aerospace and Defence Industries Association 
of Europe. The standards cover issues such 
as the prevention of corruption, working with 
advisers, political donations and ethics training. 
This is a significant step forward for the sector  
in Europe.

In the US we are a signatory to the Defense 
Industry Initiative on Ethics and Business 
Conduct (DII). The DII is a voluntary self-
governance organisation of defence companies, 
founded in 1986 and recognised by the US 
Department of Defense. 
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Our operations

Our operations &  CR impacts

  Major injuries recorded page 27
  Days recorded lost page 27
  Total recorded injuries page 27

Workplace
All our employees have the right to work in a  
safe environment where they are treated 
with dignity and respect. Our workplace 
policies reflect the principles set out in the 
Universal Declaration of Human Rights and 
we have processes to deal with instances of 
inappropriate or unacceptable behaviour.

Safety is one of our key CR priorities (see 
page 18). All sites must comply with our 
Safety, Health and Environment Policy, and 
demonstrate continual improvement in 
performance. We strive to create a workplace 
where risks are quickly identified and managed, 
and unsafe practices are not tolerated. 

We believe a diverse workforce drives innovation 
and helps us maintain competitive advantage. 
We seek to recruit a culturally diverse workforce 
where people bring different but complementary 
values, attitudes, talents and knowledge to 
their jobs. We are committed to equality of 
opportunity for all employees.

Engaged and motivated employees are more 
productive. We conduct a global employee 
survey every two years – next due in 2008 – to 
gauge opinion on working at BAE Systems and 

identify areas where we can improve. We consult 
with our staff through employee representative 
bodies and trade unions to resolve workplace 
issues, develop our employment policies and 
compete for new contracts.

We want our employees to develop successful 
careers at BAE Systems and we invest in 
training to help them reach their full potential. 
We encourage talented young people to join 
the company as apprentices and graduates to 
ensure we have a pool of skilled workers coming 
up through the business.

2007 highlights
-   97,500 employees across five continents
-   54,874 employees undertook 317,941  

e-learning courses totalling 475,351 hours
-   Over 3,500 nominations received for our annual 

Chairman’s Award Scheme that recognises  
employees’ talent and skills

-   Reduced our total recorded injury rate  
(per 100,000 employees) by 7%

-   Proportion of female employees (now 21%)  
continues to rise gradually

-   53% of our workforce in Saudi Arabia are  
Saudi nationals 

-   Working with Disability Works in Australia to  
improve employment opportunities for people  
with disabilities.

Working with others
We recognise that our responsibilities extend 
beyond our own employees and that our choice 
of suppliers, partners and contractors can 
affect the reputation of our business. We expect 
the companies we work with to conduct their 
business ethically, treat their employees fairly, 
ensure high standards of health and safety and 
manage their environmental impacts.

We share best practice and work in partnership 
with strategic suppliers to improve performance 
through our Supplychain Excellence programme. 
These key suppliers are assessed every two or 
three years on a range of criteria – including CR 
issues – and we help them develop plans  
to improve.

We are also working with contractors on our sites 
to emphasise the importance of health and safety 
– one of our key CR priorities. In future, we intend 
to report on our contractors’ safety performance.

2007 highlights
We are working through the North West Aerospace 
Alliance to help build a strong, vibrant supply chain in 
the North West of the UK. BAE Systems and two other 
manufacturers have each committed ten senior mentors 
to work with local small and medium-sized enterprises. 
Funded by the Regional Development Agency, the aim of 
the programme is to develop 45 world-class suppliers in 
the area over the next four years.

The above diagram is a computer generated image (CGI)
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Our operations &  CR impacts

  Energy consumption page 26

  Energy use page 26

  CO2 emissions page 26

  Employee diversity page 25   Community investment page 28   VOCs page 26

  Waste page 26

Community and education
We give money, time and equipment to support 
charities, education activities and the communities 
in which we work. At corporate level, our giving is 
focused on education and support for the armed 
forces. In addition, our sites support a wide range of 
local charities and community initiatives.  

Education is extremely important to the long-term 
sustainability of our business and our ability 
to recruit talented people. In many countries 
there is a shortage of graduates with technology 
and engineering skills. We support education 
programmes that encourage young people to 
take an interest in engineering, science and 
technology and consider a career in these areas. 

A number of our employees volunteer to support 
community projects or education programmes – 
from gardening to providing professional advice 
and IT training, running drama workshops or 
mentoring students.

2007 highlights
-   £6.1m invested in local communities around our sites, 

supporting charities and educational establishments 
-   Employees volunteered 4,310 days to support 

community projects
-   Science and technology education programmes in 

Australia, Saudi Arabia, South Africa, the UK and the US.

Environment
All our activities, operations, offices and 
products have an impact on the environment. 
They use natural resources and raw materials 
and they generate waste and emissions. We are 
committed to managing and minimising these 
impacts wherever practicable. 

Our designers consider and take steps to 
mitigate potential environmental impacts 
throughout the lifecycle of a product – from 
manufacture through to use and end-of-life.

Our Product Environmental Working Group 
addresses issues relating to material use, 
maintenance and end-of-life product disposal 
(see page 20). The Group is reviewing our 
compliance with the EU REACH (Registration, 
Evaluation, Authorisation and Restriction of 
Chemical Substances) Directive and working  
with the UK Ministry of Defence to develop a 
common approach.

Climate change is an increasingly significant 
global sustainability issue. In 2008, we will 
measure our carbon footprint and establish a 
formal position on climate change.

Our main impact on climate change is through 
greenhouse gas emissions from energy use. 
We are implementing a number of initiatives to 

reduce our energy use by improving efficiency in 
engineering and manufacturing processes. We 
also encourage employees to cut unnecessary 
energy use and to turn off lights and monitors 
when not in use. 

We support industry and national efforts to 
tackle climate change such as the EU Emissions 
Trading Scheme. We also participate in the 
UK Ministry of Defence Sustainable Action 
Plan for Defence to improve the environmental 
sustainability of defence products and services. 

2007 highlights
-   Pledge A Tonne campaign launched by UK Land Systems, 
asking every employee to cut CO2 emissions by making 
simple but effective changes at home and at work, such 
as turning off lights and heaters

-   Nine UK sites participate in the EU Emissions Trading 
Scheme and traded 4,500 tonnes of carbon in 2007 

-   Surface Fleet Solutions established Sustainability 
workshops for its Facilities Management business,  
so that it can start designing buildings for its customers  
to be energy efficient, use sustainable materials, reduce 
in-service costs and maintenance, and employ the latest 
proven green construction technologies

-   In 2007, Platform Solutions in Johnson City, New York 
achieved ten years of Environmental Management 
System excellence by passing its 20th consecutive semi-
annual ISO 14001 surveillance audit, with no findings or 
non-conformances.
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Progress in 2007
The Company confirmed its commitment to  
reach a level where its safety performance  
would be comparable with the leading  
companies in this area. 

As a first step we benchmarked our safety 
performance against best practice in the 
defence and other industry sectors. During 
the year we also instigated a number of safety 
improvements. For example, we: 
-   Incorporated safety into our leadership 
objectives for 2008 (see page 5)

-   Assessed our safety management practices 
against the findings of the Baker Report on the 
BP Texas City disaster. Each of our businesses 
has agreed an action plan to address any 
shortfalls in our safety management practices. 
Progress will be reviewed every six months

-   Reviewed our process for identifying and 
prioritising high risk activity, in line with 
recommendations made in the Baker Report

-   Increased the detail in our safety report which 
is reviewed by senior management teams

-   Extended and standardised the level 
of safety information provided by each 
business in its quarterly safety report to 
facilitate consistency of performance review

-   Established a Pandemic Steering Group to  
help ensure we are adequately prepared for  
a potential global flu pandemic

-   Held our annual safety and environment 
conference for employees from across our 
businesses to share best practice. 

Health and safety

Our operations

Ensuring high safety 
standards for our employees 
and others who work on our 
sites or with our products is 
one of our key CR priorities. 
This was reconfirmed by our 
Executive Committee in 2007. 
Our approach to safety is one 
of zero tolerance of an unsafe 
workplace and unsafe  
working practices.

A safe working environment and 
healthy employees are vital to 
the success of our business.

The majority of our employees are involved in 
engineering and manufacturing. They design 
and build heavy machinery – ships, planes, 
military vehicles – and weapons. Health and 
safety risks in our operations include working 
at height, manual handling, respiratory and 
skin irritation, hand-arm vibration syndrome 
and noise. Additional safeguards are required 
at our sites in the UK and the US that handle 
explosives and nuclear energy. 

Our office-based employees are exposed 
to other risks, such as repetitive strain and 
ergonomic issues from working with display 
screen equipment.  

Slips and trips, manual handling and collisions 
with objects continue to be the most common 
causes of injury (see page 27).

Safety at BAE Systems
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13.6%
falls from 
height –  
up to and 
including 
two metres

4.6%
falls from 
height –
over two 
metres

45.5%
slips, trips 
or falls on 
same level  

4.6%
contact 
with 
moving 
machinery  

6.8%
struck by 
moving 
vehicle 

4.6%
injured 
while 
handling, 
lifting or 
carrying 

4.6%
strike 
against 
something 
fixed or 
stationary 

2.3%
exposure to, 
or contact 
with, a 
harmful 
substance 

2.0%
contact 
with 
electricity 
or electrical 
charge 

4.6%
exposure 
to an 
explosion 

6.8%
struck by 
moving, 
including 
flying/falling, 
object 

Cause of major injuries recorded 20071

How we manage health and safety
All sites must comply with our Safety, Health  
and Environment (SHE) Policy, which is approved 
by the Executive Committee and the Board. Line 
managers are responsible for implementing our 
policy and delivering good standards of safety 
management. They are supported by teams of 
specialist health and safety professionals. 

We place great emphasis on each employee 
understanding his or her role in creating a 
safe working environment. One example is 
our Hattiesburg site in Mississippi, US. All 
employees have been nominated as safety 
officers to raise awareness and encourage 
reporting of potential hazards. In 2007, there 
were more than 180 potential hazards reported 
and corrected each month. This contributed to 
the site recording no recordable injuries in 2007. 

We aim to help all injured or ill employees recover 
and return to work quickly. For example, in 2007 
we increased support for injured employees at our 
shipyards in Scotland including providing access 
to physiotherapy and specialist medical support. 
This helped reduce the average number of days it 
took an employee to return to work by 75%. 

We are working in partnership with the UK 
Health & Safety Executive (HSE) to develop best-
practice standards on key safety issues in the 
manufacturing sector: contractor management, 
hand-arm vibration, working at height, working 
in confined spaces, manual handling, and slips, 
trips and falls. In 2007 a joint team from the 
HSE, Trade Union safety representatives and 
our safety management teams audited safety 
practice and performance at eight sites. The 
process provided valuable opportunities to learn 
from our partners and exchange good practices 
between sites. 

Changes in our business model can have 
implications for safety. For example, 
increasingly our employees are working on 
customer bases providing maintenance and 
support throughout the life of our products. We 
work closely with our customers to ensure that 
the necessary standards of safety and training 
are in place for our employees at such sites. 
Encouraging the right culture of partnership and 
exchange of good practice is key.

We recognise that our responsibilities extend 
beyond our own employees. This includes 
contractors working on our sites, our suppliers 
and partners. We aim to work with all groups  
to mutually improve standards. A key focus  
in 2008 continues to be safety performance  
of contractors on our sites. We intend to  
include this in our future external reporting  
on safety performance. 

Footnotes 

1   This recorded data is derived from internal systems 
and is not subject to external verification or audit.
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Our operations

Reviewing our approach to safety
Our Executive Committee has determined that 
safety is a key priority for our business. 

Our ambition is to achieve safety performance 
on a par with the best global companies from 
all sectors. In 2007 we assessed our current 
approach to determine what steps we need to 
take to achieve this goal. This included:
-   Reviewing our current safety performance  
and goals

-   Comparing safety performance across  
our business units

-   Benchmarking our performance against  
leading global companies 

-   Comparing our approach and performance  
to recognised safety best practices 

-   Reviewing the safety goals and strategies  
set by leading companies.

Findings 
We found that we can demonstrate incremental 
overall year-on-year improvements in safety 
performance and our injury and incident rates 
are lower than the UK Health & Safety Executive 
average for our sector. Our performance is 
comparable with or exceeds a number of  
other aerospace and defence companies. 
However, progress is not consistent between 
our business units and our performance lags 
behind that of leading global companies from 
other sectors. 

Actions
We have developed a four-year plan for 
improving our safety performance. Initial 
focus areas include: visible senior leadership, 
establishing specific targets for improvement 
and linking safety performance to senior 
management bonuses. These have been 
incorporated into our 2008 leadership 
objectives (see page 5).

To achieve these goals we need to ensure we 
share good practice in the area of safety with 
partners, suppliers and contractors.

Process safety
Process safety is particularly important at 
our site in Barrow in the UK which handles 
and stores nuclear material for powering 
submarines and in our munitions businesses in 
the UK and the US that handles and processes 
explosive material. Both of these operations 
are recognised as high hazard and subject to 
extensive regulations and compliance checks. 
The managing boards of these businesses 
frequently review compliance reports, incident 
records and improvement plans.

Product safety and stewardship
We apply considerable attention to the 
design, manufacture and maintenance of our 
products to ensure the intended user can have 
confidence in their integrity and reliability. 
Product safety for our business includes 
ensuring that our products are safe to handle 
and transport, and developing weapons 
systems that are as accurate as possible 
when used. We have a dedicated Product 
Safety Group, which reports directly into our 
Engineering Council. All engineering staff 
receive training on product safety.  

In 2008 we will close our Bridgwater explosive 
site due to the transformation and restructuring 
of our Land Systems Munitions business. During 
times of major organisational change accidents 
resulting from human error are much more likely 
to occur. To reduce this risk Bridgwater launched 
a safety awareness campaign tackling safety 
issues associated with the closure. 

As a first step, the site commissioned a risk 
assessment to determine the factors influencing 
employee behaviour in the run up to the closure. 

Site supervisors attended training sessions  
and were given material to engage employees  
on safe working practices. Safety material  
used four memorable cartoon characters 
depicting stereotypes of unsafe working 
practices. Monthly briefings were held for 
all employees and contractors, to ensure 
consistent safety messages were communicated 
across the site and enable any issues raised to  
be dealt with promptly. 

Anticipating and preventing safety risks
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Our Ordnance Solutions team (pictured above) at 
the Holston Army Ammunition Plant in Kingsport, 
Tennessee, celebrated 1.4 million hours without 
lost time injuries in July 2007, including 350,000 
hours without a single recordable injury. 

The Ordnance Solutions team manufactures 
explosives for the US Department of Defense. 
Safety is always a top priority for management 
but this impressive safety record could only be 
achieved by getting every one of the site’s 460 
employees involved.  

Safety is included in every employee’s  
annual performance goals and evaluation.  
All employees are encouraged to raise any 
concerns for discussion at the monthly Employee 
Safety Committee – with representatives from 
across Ordnance Solutions. Any significant 
issues are elevated to the Senior Management 
Safety Advisory Committee that meets monthly 
to discuss safety performance, audit results and 
incident investigations. 

Other initiatives include SafeStart, a training 
programme to change employee attitudes to 
safety by raising awareness that certain states 
of mind – such as tiredness, complacency, 
frustration or rushing – increase the risk 
of unsafe practices. The site also runs a 
preventative exercise programme which 
encourages employees to take a few minutes to 
stretch before starting work, to help avoid injury.

Celebrating 1.4 million injury-free hours at Kingsport, Tennessee

There are a number of environmental issues 
associated with our products. For example, 
ordnance left over from wars or military 
training can have a significant impact on the 
environment and potentially on the health 
of local communities. Disposal of old ships 
and aircraft can damage the environment if 
hazardous substances are not identified and 
disposed of safely. Emissions from military 
vehicles and aircraft can contribute to climate 
change. Our business is subject to an increasing 
amount of environmental regulation including 
the EU Directives on Waste Electrical and 
Electronic Equipment and the Reduction of 
Hazardous Substances. 

We have established a Product and 
Environmental Working Group to consider 
sustainability issues associated with the 
through-life development, updates and end-of-
life disposals of our products. 

In 2007 product environmental protection 
guidance was produced which will help ensure 
that a product’s potential environmental 
impacts are considered during the design  
phase and that steps are taken to reduce  
these impacts throughout the lifecycle. 

Programmes are in place to reduce or  
eliminate the use of hazardous substances  
(such as cadmium and asbestos). 

We held two seminars during 2007 for 
employees to hear from internal and external 
experts on product safety best practice and 
the challenges associated with producing 
environmentally sustainable defence products. 
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Data file

Performance  
summary
We collect data1,2 on ethics, 
diversity, environment, 
health and safety and 
community investment 
to help us monitor our 
Corporate Responsibility 
performance and identify 
areas for improvement. 
The data are recorded 
by the businesses and 
collated centrally for review. 
Explanations of trends are 
provided on the following 
pages. Specific notes are 
recorded below.

2005 2006 2007

Economic

Revenue £11,019m £12,333m £14,309m

Operating profit £761m £1,054m £1,177m

Equity dividends paid in year £315m £346m £396m

Wages and salaries £2,989m £3,274m £3,353m

Pension costs £233m £253m £240m

Employee numbers3 100,100 88,600 97,500

Ethics1

Ethics enquiries from employees 367 410 327

Diversity1

Gender diversity: Male employees 81% 80% 79%

Female employees 19% 20% 21%

Ethnic diversity: White 88% 87% 82%

Non-white 12% 13% 18%

Age diversity : Under 25 7% 7% 8%

26 to 35 18% 18% 17%

36 to 49 44% 42% 39%

50 to 59 25% 26% 27%

60+ 6% 7% 9%

Environment1

Energy use4 (Gwh) 1,767 1,742 1,706

CO2 emissions (million tonnes) 0.58 0.57 0.55

Waste (‘000 tonnes) 57 105 129

Waste recycled (‘000 tonnes) 37 67 42

Volatile organic compound emissions (tonnes) 610 742 642

Health and safety1 (per 100,000 employees)

Major injuries recorded 55 47 48

Days recorded lost to work-related injuries5 8,774 10,204 8,734

Total recorded injuries to all employees 6,009 4,788 4,454

Footnotes 

1   This recorded data is derived from internal systems 
and is not subject to external verification or audit.

2   In 2007 we acquired Armor Holdings. The integration 
of Corporate Responsibility data from that business 
is underway and will be reported in 2008.

3   Including share of equity accounted investments.

4   Our energy use is directly related to volumes of 
product manufacture and throughput of specific 
projects. The decrease shown in energy use, despite 
increases in volume and throughput, reflects a 
specific focus at a number of businesses on energy 
management and efficient operations.

5   The decrease in 2007 over 2006 in days recorded 
lost due to work-related injuries reflects a much 
improved performance in our Surface Fleet Solutions 
business, which reduced the number of days lost by 
75% over 2006 levels.
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Economic impact – UK

Direct contribution Indirect contribution Induced contribution* Total contribution

Employment 35,096 46,190 24,000 105,286

Investment £158m £220m – £378m

Exports £4,100m – – £4,100m

Taxes £498m £193m £100m £791m

Value added £2,420m £2,190m £1,200m £5,810m

R&D spillover Adds cumulative total of 1% to UK GDP over 14 years

Community benefits Long-term benefits of 2006 global Community Responsibility spending equate to £11.6 million

*From income spent by employees supported by BAE Systems 

  Summary of BAE Systems’ economic impact on the UK economy in 2006

Number of employees  
(BAE Systems sites)

1–10

11–100

101–1,000

1,001–2,000

Over 2,000

We recognise that our operations and  
presence in an area have the potential to have 
an impact on the surrounding communities and 
possibly wider regional areas. We continue to 
review and understand our socio-economic 
contribution. The case study presented here is 
an extract from a recent study on BAE Systems’ 
contribution to the UK economy. 

In 2007, we commissioned the research 
consultancy, Oxford Economics, to conduct 
an assessment of BAE Systems’ contribution 
to the UK economy. They were supported 
by Geo-economics who provided a socio-
economic assessment of our impacts. The 
study – based on data from the 2006 financial 
year – concluded that we make a substantial 
direct contribution to the UK economy through 
employment, value added, taxes paid, 
investment and R&D spending (see table). But 
the Company’s overall economic impact is much 
greater than this as our activities also support 
other businesses including our suppliers. 

The study found that our investment in 
R&D offers potential applications to other 
businesses and consumers. This, together with 
our investment in community and educational 
partnerships, makes an important contribution 
to the UK’s ‘knowledge economy’ and long-term 
economic growth. 

A key finding of the socio-economic study  
was that our business is helping to reduce 
regional inequalities within the UK (see map). 
Three-quarters of our direct employment  
and 45% of our purchasing spend is with 
suppliers in the six regions targeted by the  
UK Government for increased growth.  
In particular, our strong presence in the  
North West of the UK goes against the 
traditional North-South divide in the UK.

Percentage employed in Private 
Knowledge Intensive and High 
Productivity Sectors

n   8.5–15.1

n   15.2–17.9

n   18.0–21.5

n   21.6–26.7

n   26.8–79.2
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Ethics1

Trend
The total number of formal ethics enquiries 
from employees decreased in 2007.  
This was primarily due to a decrease in 
enquiries in the US. 

Explanation
The higher proportion of calls to the Ethics 
Helpline in the US compared to the UK, 
relates to ongoing awareness and training 
of US employees regarding ethical business 
conduct, and to employees’ of newly acquired 
businesses enquiries through the helpline. 
Enquiries on Employee Relations and  
Conduct and Conflicts of Interest were most 
frequently addressed.

UK employees also have other routes, for 
example, the Respect at Work process, 
through which to raise issues on workplace 
behaviour. During 2007 there were five 
formal investigations into Respect at 
Work issues. Going forward we intend to 
standardise the approach for employees 
to raise issues on ethical behaviour and 
conduct across our global operations.

2005 2006 2007

UK / RoW 31 62 55

US 336 348 272

Total 367 410 327

  Formal ethics enquiries from employees

2006 2007

UK / RoW 28 36

US 1886 224

Total 216 260

  Dismissals
For reasons relating to unethical behaviour

Data file

Types of calls to Ethics Helpline  
resulting in enquiries

UK / RoW US

Accounting charges practices 2 60

Company ethical practices 2 –

Conflicts of interest 3 68

Employee relations and conduct 37 79

International business issues 1 1

Procurement, trade and marketing 4 7

Quality or manufacturing issues 4 –

Scientific integrity 1 –

Security and misuse of assets 1 15

Contract compliance – 5

Management practices – 37

Total enquiries 55 272
Footnotes 

1   This recorded data is derived from internal systems and is not 
subject to external verification or audit.

6   This figure was reported in our 2006 report as 22 dismissals.  
This figure related only to dismissals resulting from employee 
calls to our Ethics Helpline. The total number of dismissals in 
the US in 2006 was 188.

Monitoring our performance

We monitor our Corporate Responsibility 
performance through sector benchmarking 
to track our performance and help us better 
manage key environmental and social 
impacts. In 2007, our performance level in 
the Dow Jones Sustainability World Index was 
similar to our 2006 scoring. 

We are reviewing the reasons for the lower 
social factors rating in 2007, which include the 
areas of labour practices, career development 
and training, and charitable giving. We will 
address areas for improvement during 2008.

2006 2007

Economic factors 69% 69%

Environmental factors 85% 90%

Social factors 80% 71%

  Dow Jones Sustainability World Index
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Diversity1

53% of Saudi employees 
are Saudi nationals

36% of employees are 
aged 50 and above

21% of employees 
are female

50% of South African 
employees are non-white 

Trend
The proportion of female employees at  
BAE Systems is gradually increasing over 
time. In 2007, 21% of our employees  
were women, up by 1 percentage point from 
the previous year.

Explanation 
We are working to change the demographics 
within our business but recognise that this 
will occur slowly over time. The sustainability 
of our workforce and our ability to win and 
fulfil global contracts depends on us being 
able to recruit and retain talented people 
from all backgrounds.

In 2007, each business developed a diversity 
action plan to help us move towards our goal 
of establishing a workforce reflective of the 
national average in terms of gender mix and 
ethnic diversity. 

Our approach to diversity in each of our 
Home Markets is tailored to local culture and 
heritage. In South Africa, for example, our 
diversity plans are aligned with the South 
African Government’s Black Economic 
Empowerment Agenda; in Saudi Arabia, we 
focus on increasing the number of Saudi 
nationals in our workforce and transferring 
skills to local engineers. 

In 2008, we will focus on supporting women 
in developing their careers at BAE Systems 
by creating a Women’s Forum and raising 
awareness of diversity issues among 
senior management. Also senior leaders 
are required in 2008 to undergo a Diversity 
Awareness Training Programme.

  Employees 2007

Total 97,500

2006 2007

Saudi national 52 53

White European 39 36

Asian 1 1

Other 8 10

  Ethnic diversity – Kingdom of Saudi Arabia  %

UK US SA Total

2005

White 99 78 – 88

Non-white 1 22 – 12

2006  

White 99 77 – 87

Non-white 1 23 – 13

2007

White 99 73 50 82

Non-white 1 27 50 18

  Ethnic diversity – UK, US and South Africa7  %

UK US AUS Saudi SA Total

2005

Male 83 73 83 99 – 81

Female 17 27 17 1 – 19

2006  

Male 86 73 83 99 – 80

Female 14 27 17 1 – 20                    

2007

Male 85 71 84 99 91 79

Female 15 29 16 1 9 21

  Gender diversity8  %

  Age diversity 2007  %

17

9

27

39

8

Age 

n   25 years and younger

n   26–35 years

n   36–49 years

n   50–59 years

n   60 years and older

Footnotes 

1   This recorded data is derived from internal systems and is not 
subject to external verification or audit.

7   Due to legislation in Sweden we cannot report ethnic diversity 
information for this country. We do not collect ethnic diversity 
data for our business in Australia. 

8   Due to legislation in Sweden we cannot report gender diversity 
information for this country.

Diversity in the workplace 2007
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Data file

Environment1

Environmental impacts are directly related 
to the stage and volume of production or 
manufacture and throughput of specific 
projects. Given the potential diversity of 
influences we report data as absolute values 
and have provided specific explanation of the 
variance below. 

Trends
Our total energy use and related CO2 emissions 
have gradually decreased since 2005. In 2007, 
our total energy use was down by 2.1% from 
the previous year, accompanied by a 3.5% 
reduction in emissions. 

The total waste generated has increased by 
23% in 2007 from 2006. 2007 saw a reduction 
of 13% in the volatile organic compounds 
released from our operations.

Explanation
Our environmental performance is reported in 
absolute terms and not normalised. We have 
cut our energy use despite business growth 
and increased production volume as a result 
of our focus on energy management and 
efficiency in our operations. 

The increase in the total waste produced is a 
result of the increase in activity in our Land & 
Armaments business in response to requests 
from the US Government to support the Bradley 
vehicle project to reset and upgrade armoured 
combat vehicles.

 

  CO2 emissions

Total 0.58 0.57 0.55
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Recycled waste 37 67 42

Total waste 57 105 129
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  Energy use by source
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Gwh    n electricity  n gas  n oil  

Electricity 828 931 927

Gas 918 794 754

Oil 21 17 25

Total 1,767 1,742 1,706

Footnotes 

1   This recorded data is derived from internal systems and is not 
subject to external verification or audit.

9   In 2007 we responded to Urgent Operation Requirements from  
the US Department of Defense for armoured vehicles.  
The resultant increase in throughput primarily impacted our  
Steel Products and Mobility and Protection Systems divisions  
in the US. This resulted in an increase in waste being generated  
in Steel Products and in usage of paints and solvents at Mobility 
and Protection Systems. The resulting emissions of Volatile 
Organic Compounds associated with paint and solvent use 
increased accordingly.

10   The increase in the level of recycled waste in 2006 related to a 
specific soil remediation project at Chorley in the UK.
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Health and safety1

We have developed a four-year plan for improving 
our safety performance (see page 20) and have 
set a target to reduce the number of days lost per 
100,000 employees by a further 10% in 2008.

The overall performance on safety has 
improved over 2006. This reflects a strong 
performance in some businesses, notably 
Surface Fleet Solutions. A key focus for 2008 
is to ensure a consistent improvement in safety 
performance across all businesses. 

Trend
We reduced the total number of days lost due to 
work-related injuries (per 100,000 employees) 
by almost 14% in 2007 from the previous year. 
However, this significant overall improvement is 
not consistent across our operations. Although 
the rate of days lost due to work-related injuries 
is down by more than 43% in the UK and rest of 
world, it is up by 14% in the US.

Our total rate of major injuries has increased  
by 2%, but the overall injury rate is down by 7% 
from 2006. We deeply regret that we suffered 
a fatality in 2007, with the tragic death of one 
our employees during a test flight from RAF 
Marham in the UK. We are fully supporting the 
UK Ministry of Defence Board of Inquiry into  
this incident.

Explanation
We continued to improve our overall safety 
performance in 2007 and reduced the number 
of days lost due to work-related injuries by more 
than our target of 10% from the previous year. 
Safety is one of our key CR priorities and we 
have implemented a number of processes and 
initiatives in 2007 to improve our performance  
in this area (see page 19).

Our Surface Fleet Solutions business based in 
Scotland, performed particularly well in 2007, 
reducing the number of days lost by 75% from 
the previous year. The increase in major injuries 
in our US businesses reflects improvements 
in data recording and integration of new 
business acquisitions into our Corporate 
Responsibility reporting systems.

  Major injuries recorded11, 12
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2005 2006 2007

n UK/RoW 16 24 1611

n US 27 16 28

Total BAE Systems 43 40 44

  Days recorded lost to work-related injuries14
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Actual 3,944 4,285 2,608

Rate 8,530 9,099 5,152

n US

Actual 2,952 4,434 5,457

Rate 9,096 11,441 13,077

n BAE Systems

Rate 8,774 10,204 8,734

Rate per 100,000 employees

n UK/RoW

Actual 4,033 3,166 3,123

Rate 8,723 6,722 6,171

n US

Actual 751 976 989

Rate 2,315 2,518 2,370

n BAE Systems

Rate 6,009 4,788 4,454
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Footnotes 

1   This recorded data is derived from internal systems and is not 
subject to external verification or audit.

11  Major injuries as defined under the UK Reporting of Injuries, 
Diseases and Dangerous Occurrences Regulations (RIDDOR).

12   The above data includes one fatality which occured in 2007.  
This occurred during a flight testing exercise from a UK facility.  
The investigation into the incident is ongoing.

13   Primary causes of injuries remain slips, trips and falls from  
same level. We continue to work on preventative measures and  
raising employee awareness of potential risks. 

14   2011 target – 2000 days lost to work-related injuries:  
We have developed a four-year plan for improving our safety 
performance. Initial focus areas include visible senior 
leadership, establishing specific targets for improvement and 
linking safety performance to senior management bonuses. 
These have been incorporated into our 2008 leadership 
objectives (see page 5).

  Major injuries recorded11, 12
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Rate per 100,000 employees

n UK/RoW 35 51 32

n US 83 41 67

n BAE Systems 55 47 48

2006/2007

UK manufacturing average  
(not shown on chart)* 176

*www.hse.gov.uk

  Cause of major injuries recorded 200713

Cause Number %

Slips, trips or falls on same level 20 45.5

Fall from height of up to and  
including two metres 6 13.6

Struck by moving vehicle 3 6.8

Struck by moving, including  
flying/falling, object 3 6.8

Contact with moving machinery 2 4.6

Exposure to an explosion 2 4.6

Fall from height over two metres 2 4.6

Injured while handling, lifting or carrying 2 4.6

Strike against something fixed  
or stationary 2 4.6

Contact with electricity or  
electrical charge 1 2.0

Exposure to, or contact with,  
a harmful substance 1 2.3

Total 44 100.0
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Forging education links between the UK and India

Connecting with the local community in Barrow, UK

Caring for military members injured during service

Data file

Community and education1

  What we contribute to  %

Area

n  Arts 5.1%

n  Economic 0.7%

n  Education 21.4%

n  Emergency relief 1.5%

n  Environment 0.5%

n  Health 16.5%

n  Other 49.5%

n  Social welfare 4.8%

49.5

1.5
0.7
0.5

4.8

5.1

16.5

21.4

Area

n   Charitable gifts 22.6%

n   Community investment 75.4%

n   Sponsorships 2.0%

  Focus of contribution  %

75.4

2.0

22.6

In South Africa, we are enabling young people 
to learn on the job through apprenticeships in 
engineering, fitting and turning, boiler-making 
and welding. A total of 23 students have already 
qualified since the programme started. 

We also established an ABET (Adult Basic 
Education Training) programme in 2007 to help 
employees from disadvantaged backgrounds to 
improve their basic numeracy and literacy skills. 
On completion of the programme, participants 
can achieve nationally recognised qualifications. 

Our UK Submarines Solutions business, 
based in Barrow, has established a Local 
Liaison Group to forge stronger links with 
the local community. The group – made up of 
Company representatives and members of 
local community, educational and business 
groups – helps us prioritise our community 
investment in the area. A newsletter produced 
by the group communicates our community 
activities to local residents.

We have formed a partnership with 
Landstuhl Hospital Care Project, a non-profit 
organisation that supports members of the 
military who become sick or injured during 
service in Iraq, Kuwait and Afghanistan. The 
project has care facilities in Germany and 
field hospitals in Afghanistan and Iraq. It 
also donates clothing, blankets and medical 
supplies to military personnel in the field.

In 2007, we pledged £300,000 over the next 
three years to support the UK India Education 
& Research Initiative. This UK Government 
initiative is designed to give students in 
India and the UK a better understanding of 
science and engineering, as well as improving 
education links and economic collaboration 
between the two countries. As part of the 
initiative, schools close to our site in Brough, 
East Yorkshire, are partners with schools in 
Bangalore, India, where one of our partners, 
Hindustan Aeronautics Ltd, is based. 

In 2007, our total community investment was 
approximately £6.1m. This figure includes cash 
and in-kind donations to charity as well as our 
direct support for communities and education 
across the world.

Improving education opportunities in South Africa

Footnotes 

1   This recorded data is derived from internal systems 
and is not subject to external verification or audit.



we’ve had our say 
– now tell us what 
you think...

Feedback

The paper used in this document has 
FSC certification and is sourced from 
well managed forests and controlled 
sources certified in accordance with the 
rules of the Forest Stewardship Council.

We welcome feedback, both positive and negative, on 
any aspect of our Corporate Responsibility reporting and 
performance. Email us at crfeedback@baesystems.com

For more information contact: 
Dr Deborah Allen 
Director of Corporate Responsibility 
Telephone +44 (0)1252 383388 
Email: crfeedback@baesystems.com

 
Michelle Fairbairn 
Corporate Responsibility Manager 
Telephone +44 (0)1252 385168 
Email: crfeedback@baesystems.com
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