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shareholder value, and the compensation principles actually applied achieved the contrary,

defendants Olver, Havenstein, Lester, Turner and Ronald are personally implicated in the allegations

contained herein.

M Despite defendants’ failure to oversee and manage the Company’s operations,

its repeated violations of law and its resulting exposure to potential criminal liability, excessive fines

and penalties, the directors and officers were rewarded handsomely throughout the Relevant Period.

Set forth below are tables showing the compensation to the BAE Defendants during 2002-2006:

Executive Director Defendant Compensation

Year

Turner 2002

Chief Executive Officer 2003

2004

2005

2006

Geoghegan 2002
Group Executive

Officer 2003

2004

2005

2006

Lester 2002

Group Legal Director 2003

2004

2005

2006

Mogford 2002
Group Executive

Officer 2003

' 2004

2005

2006

Ronald , 2002

Chief Operating Officer 2003

2004

2005

2006

Salary
£577,000
675,000
730,000
800,000
870,000

£186,000

403,000
423,000
445,000
468,000

£487,000
502,000
518,000
540,000
568,000

£391,000

403,000
423,000
445,000
468,000

£345,000
451,000
433,000
495,000
542,000

Bonus
£115,000
491,000
712,000
792,000
1,305,000

£19,000

198,000
399,000
423,000
444,000

£73,000
231,000
489,000
529,000
556,000

£39,000

169,000
414,000
441,000
463,000

£97,000
388,000
637,000
744,000
773,000
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Salary + Bonus
£692,000
1,166,000
1,442,000
1,592,000
2,175,000

£205,000

601,000
822,000
868,000
912,000

£560,000
733,000

1,007,000
1,069,000
1,124,000

£430,000

572,000
837,000
886,000
931,000

£442,000
£839,000
£1,070,000
£1,239,000
£1,315,000

2002-2006
£7,067,000

£3,408,000

£4,493,000

£3,656,000

£4,905,000
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Year  Salary Bonus Salary + Bonus  2002-2006
Rose 2002 £435,000 £44,000  £479,000 £4,068,000
Group Finance Director 2003 448,000 188,000 636,000

2004 463,000 446,000 909,000

2005 500,000 495,000 995,000

2006 530,000 519,000 1,049,000

2002 2003 2004 2005 2006 2002-2006
Chairman Fees/Salary
Evans £528,000 £400,000 £928,000
Olver - £256,000  £500,000 £500,000 £1,256,000
Non-Executive Director Defendant Fees ,
Birley £36,000 £44,000 £55,000 £63,000 £73,000 £271,000
Carroll £18,000 £70,000 £88,000
Cartellieri £36,000 £36,000 £45,000 £53,000 £58,000 £228,000
Hartnall £36,000 £65,000 £73,000 £78,000 £252,000
Mason £42,000 £55,000 £63,000 £73,000 £233,000
Portillo £11,000 £36,000 £45,000 £53,000 £17,000 £162,000
Quarta £18,000 £58,000 £76,000
Rudd £15,000 £15,000
Weinberg £34,000 £77,000 £111,000

&) Moreover, since none of the non-executive director fees are paid in the form
of stock or stock options and there are no share ownership requirements for non-executive
directors, the substantial majority of outside directors own no equity interest in BAE, including
defendants Carroll, Cartellieri, Pbrtillo, Quarta, Rudd, and Weinberg. As these directors have no
pecuniary interest in BAE other than their director stipends, the continuation of which is incumbent
upon their remaining in the good graces of BAE’s executive directors, defendants Carroll, Cartielliri,
Portillo, Quarta, Rudd, and Weinberg are dominated and controlled by the inside direcfcors, including
Olver, Turner and Havenstein.

()] The members of BAE’s Audit Committee were charged with (i) reviewing the
effectiveness of the Company’s financial reporting, and internal control policies and procedures for
the identification, assessment and reporting of risk; (ii) monitoring the role and effectiveness of the

internal audit function; (iii) considering and making recommendations to the Board on the
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appointment of the outside auditors; (iv) keeping the relationship with the outside auditors under
review, including the terms of their engagement and fees, their independence and their expertise,
resources and qualifications; (v) monitoring the integrity of the Company’s financial statements; and
(vi) reviewing significant financial reporting issues and judgments. The Audit Committee
specifically received presentations during the relevant period addressing the Company’s purported
“anti-bribery compliance processes.” The Audit Committee currently consists of defendants
Hartnall (Chairman), Cartellieri and Mason, though defendant Quarta attends all meetings but cannot
formally sit on the Committee as the Audit Committee Charter requires that a majority be British
nationals and Quarta and Cartellieri are both U.S. citizens. The Audit Committee consisted of
Hartnall (Chairman), Cartellieri, Mason, Quarta and Portillo during 2006 and 2005. In 2004 the
Audit Committee included Hartnall (Chairman), Birley, Méson and Portillo; in 2003 it included
Hartnall (Chairman), Birley and Portillo. By virtue of the fact that each member of the Audit
Committee was charged with ensuring that BAE complied with its anti-bribery compliance processes
and applicable law and with ensuring that BAE’s accounting and reporting practices reflected all
potential liability, defendants Hartnall, Cartellieri, Quarta, Mason, Portillb and Birley are personally
implicated by the allegations contained herein.

(m) Members of the BAE Board as é whole have close alliances with and
allegiances to the inside directors, who engaged in the primary illegal activities complained of
herein, and are dependent upon them for continuation of their luqrative and prestigious positions as
directors:

ti) Interlocking Directorships. Until 7/1/04, Olver was deputy group
chief executive at BP p.l.c. and was appointed to the number two slot at BP on 1/9/03. Olver still
serves as deputy chairman of TNK-BP, which houses and operates BP’s Russian assets. Inglis

serves as managing director of BP, and director of BP and chief executive of its exploration &
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production business which oversees TNK-BP. BP is currently embroiled in a political scandal
involving allegations that BP provided sex, drugs and prostitutes to Russian businessmen to obtain
BP’s Russian assets. Upén disclosure of BP’s nefarious negotiation tactics, the Russian government
unilaterally stripped BP of significant valuable Russian oil assets.

(i) Interlocking Directorships: Since 2006, defendant Turner has served
as a director of Lazard Group, a global investment bank, and its U.S. subsidiary Lazard Ltd.
Defendant Carrbll is a former CEO of Shell Oil Co., the U.S. arm of Royal Dutch Shell, which does
substantial business with the Lazard banks. Defendant Weinberg is a partner in the boutique
investment bank Perella Weinberg Partners. Perella was formerly with Wasserstein Perella, the
inveétment bank hé co-founded with Bruce Wasserstein, who is now the head of Lazard. One of the
Perella Weinberg partners formerly worked at Worms & Cie., the Lazard-controlled French bank at
the heart of the French Synarchist movement.

(1ii) Interlocking Directorships: Defendant Quarto is a partner in the
private equity fund Clayton, Dubilier & Rice, which has significant ties to J.P. Morgan bank.
Defendant Carroll is a former chairman and CEO of Fluor Corp., a global engineering firm now
headed by J.P. Morgan vice chairman Lord Robin Renwick.

@iv) Interlocking Directorships: Michael (Mike) P. Rouse serves as Group
Marketing Director of Programmes of BAE. Rouse has also been a director of Saab AB since 2000.
Defendant Rose has served as a director and member of the Remuneration Committee at Saab since
1998.

(n) In order to bring this action for breaching their fiduciary duties, the members
of the BAE Board would have been required to sue themselves and/or their fellow directors and
allies in the top ranks of the Company, who are their personal friends and with whom they have

entanglihg financial alliances, interests and dependencies, which they would not do.
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(0)  BAE’s current and past officers and directors are protected against personal
liability for their acts of mismanagement, waste and breach of fiduciary duty alleged in this
complaint by directors’ and officers’ liability insurance which they caused the Company to purchase
for their protection‘with corporate funds, i.e., monies belonging to the stockholders of BAE.
However, due to ceﬁain changes in the language of directors’ and officers’ liability insurance
policies in the past few years, the directors’ and officers’ liability insurance policies covering the
defendants in this case contain provisions which eliminate coverage for any action brought directly
by BAE against these defendants, known as, inter alia, the “insured versus insured exclusion.” Asa
result, if these directors were to sue themselves or certain of the officers of BAE, there would be no
directors’ a’nd officers’ insurance protection and thus, this is a further reason why the Director
Defendants will not bring such a suit. On the other hand, if the suit is brought derivatively, as this
action is brought, such insurance coverage exists and will. provide a basis for the Company to
effectuate a recovery.

SUBSTANTIVE ALLEGATIONS
The BAE Directors’ False and Misleading Reports

86.  For many years in their Directors’ Annual Reports and other communications with
shareholders, BAE’s direc‘tors have stressed their successful management and oversight of BAE, its
ethical behavior and compliance with anti-corruption laws. Each qf these representations was false
and misleading and was made with reckless disregard for the truth by the directors issuing them.
The Directors’ Reports to BAE shareholdefs set forth at 9972-81 and the annual directors’ reports set
forth below were each false and misleading.

87. 'fhe 2000 Chairman’s letter dated (2/01) by Evans stated:

BAE Systems is a well-balanced company underpinned by a strong order
book and robust balance sheet . . . . ’

88. BAE’s 2001 Annual Report stated:
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Overview

In 2001, we successfully delivered on our plans . . . . The order book
increased 6.8% to £43.8bn.

(Footnote omitted.)
89.  Chairman Evans’ 2001 letter (dated 2/02) stated:

BAE SYSTEMS has delivered on its plans for 2001. .. . The outlook for our
defence businesses remains good with a number of important new programmes set t0
contribute to our profitability.

90. CEO Weston’s 2001 letter (dated 2/02) stated:

Since the early nineties, we have been pursuing a strategy to transform the
company into a world-wide business with systems engineering at its heart. The
progress in 2001 has secured that transformation. The company’s strategy for growth
is directed along three main avenues: '

- To maximise the value of our existing portfolio through the growth of our
order book . . ..

* * *

We have made good progress against each of these.

91.  Chairman Evans’ 2002 letter to shareholders (dated 2/03) stated:

BAE SYSTEMS is an immensely capable company whose core strength is its
people. Its innovation and technological excellence comes from providing an
environment in which those people can realise the highest level of performance.

92.  BAE’s 2002 Annual Report stated:

Business integrity

We are committed to do business in an ethical manner. This means
complying with all applicable laws and regulations and with the ethical standards
we have set ourselves.

* * *

BAE SYSTEMS adheres to the relevant charters, codes of practice,
guidelines and internal policies that govern exporis of defence equipment.

Our policy is to:

- maintain an active and open dialogue with relevant government departments
in the territories in which we operate to ensure compliance with government
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policy and the law and regulations of those territories governing the export
of our products;

* . * *
- respect the values of the international community and the laws of those

countries where we conduct our business.

93. Chairman Evans’ 2003 letter (dated 2/04) stated:

Significant progress

This has been a year of significant progress. We have continued to build on
our good first half and have delivered full year results to plan.

* * *
Business transformation

... Today BAE Systems is one of a small group of companies at the top of
the world’s aerospace and defence industry.

94, CEOQ Turner’s 2003 letter (dated 2/04) stated:

Performance

BAE Systems has market leading businesses operating in the fields of
systems and software, support services and, through Airbus, large commercial
jets. . ..

The North America business group performed well, with double digit organic
growth and strong cash flows. This business continued to design, develop and supply
world class systems and expertise to key US programmes.

95.  BAE’s 2004 Annual Report stated:
Highlights
Programmes business outlook improving

* - *
North America delivering good growth

* % *

Strong cash flow

Record order book
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Outlook

* * *

Overall, the performance of the company’s defence businesses is expected to
continue to improve in 2005 . . ..

* * ®

BAE Systems is now delivering well against its strategy and objectives. . . .
[T]he actions continuously being taken to improve performance, enable the group to
Jook forward with confidence to delivering growing returns to its shareholders.

96. Chairman Olver’s 2004 letter (dated 2/05) stated:

I am pleased to report that BAE Systemé has made good progress in 2004. . ..
Much progress has been made to deliver long-term shareholder value.

97.  CEO Tumer’s 2004 letter (dated 2/05) stated:

BAE Systems performed well in 2004, both in delivering good financial
results and executing actions that will underpin performance improvement over the
longer term. ‘

% * *

We look forward-with confidence to delivering growing returns for our shareholders
in the future.

98.  The BAE 2004 Annual Report also stated:

Corporate governance

Successful companies are valuable not only to their shareholders but also to a
wide community of individuals and organisations that benefit from the goods,
services and wealth they generate. A company’s board is ultimately responsible for
ensuring that the right leadership, strategy and control structures are present to
produce and sustain the delivery of this value. The essential elements of good
corporate governance are having well thought out and robust means of delivering the
right leadership, the right strategy and the right controls.

* * *

The Board
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The Board of BAE Systems recognises that it is responsible for the leadership
of the company and that in discharging this responsibility it is required to take
decisions objectively and in the best interests of the company. The Board through a
single document, the Operational Framework, has provided all employees with
details of the standards of behaviour and key policies that are mandatory across the
company. The areas covered by it include:

- business ethics

Internal control

* * *

BAE Systems has developed a system of internal control that encompasses,
amongst other things, the policies, processes, tasks and behaviours, that taken
together, seek to:

- facilitate the effective and efficient operation of the company by enabling it to
respond appropriately to significant operational, financial, compliance and other
- risks that it faces in carrying out its business;

- assist in ensuring that internal and external reporting is accurate and timely
and based on the maintenance of proper records supported by robust information
gathering processes; and '

- assist in ensuring that the company complies with applicable laws and
regulations at all times and also internal policies in respect of the standards of
behaviour and conduct mandated by the Board.

* * *

The Board has delegated to the Audit Committee responsibility for reviewing
in detail the effectiveness of the company’s system of internal controls including risk
management processes. Having undertaken such reviews, the Committee reports to
the Board on its findings so that the Board as a whole can take a view on these
matters. In order to assist the Audit Committee and the Board in this review, the
company utilises a process, the Operational Assurance Statement (OAS) process.
This has been subject to regular review over a number of years, which has resulted in
a number of refinements being made.

% * *
The overall responsibility for the system of internal control within BAE
Systems rests with the directors of the company.

* * *

Corporate responsibility
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Recognising the importance of corporate responsibility (CR) concerns the
social, environmental and ethical issues associated with the company’s operations the
Board has agreed that it will review formally on an annual basis the company’s
performance in this area.

Export of defence equipment

The key elements of our policy concerning the export of defence eq_uipmeht
are:

- to maintain an active and open dialogue with relevant government
departments in the territories in which we operate to ensure compliance with
government policy and the law and regulations of those territories
governing the export of our products,

* * *

- to respect the values of the international community and the laws of those
countries where we conduct our business.

Compliance with international anti-corruption laws

BAE Systems demands and expects honesty, integrity and fairness in all
aspects of its business. In support of this expectation, the company is committed to
compliance with laws implementing the OECD Anti-Bribery Convention and the

- US Foreign Corrupt Practices Act. The company will not tolerate bribery or any
attempt by way of gifts, payments or favours to influence improperly the decisions
of our customers or suppliers.

A comprehensive compliance programme has been in place for a number of
years and is aimed at ensuring that our policies in this area are observed and
enforced. . . .

The Board recognises that compliance with these two areas is of critical
importance to the company.

The company publishes a separate Corporate Responsibility Report.

99.  BAE’s 2005 Annual Report stated:

Highlights, outlook and results in brief

* * *
. Programmes business profitability and risk proﬁle.improved
* & *
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Outlook
Looking forward to 2006, we anticipate an improved performance . . . .

100. Chairman Olver’s 2005 letter (dated 2/06) stated:

With a combination of effective strategy, continued good programme
execution and achievement of key business objectives, including a focus on winning
future business, 2005 was a successful year for BAE Systems.

* * *
In addition to overseeing Company strategy, the Board is responsible for
monitoring the Company’s performance, maintaining the governance framework,

overseeing succession planning for the Board and senior executives, setting
appropriate standards of conduct and monitoring compliance with those standards.

101. CEO Turner’s 2005 letter (dated 2/06) stated:

BAE Systems has performed well against its objectives in 2005. Financial
results have been delivered in line with our plan and further significant steps have
been taken to implement the Company’s strategy.

* * *

In 2005, the Company has continued to improve performance . . . .

* * *

In summary, we have had a good year, delivering a strong set of financial
results and meeting our overall objectives for 2005.

We are successfully executing our strategy. . . . We are delivering
shareholder value by being the premier transatlantic defence and aerospace
company. :

102. The 2005 Report also stated:

BAE Systems recognises its responsibilities to the people 1t employs, its
customers and suppliers, its shareholders, the wider community and to the
environment.

* * *

Corporate responsibility (CR) in BAE Systems is about good business
practice and continual improvement.  We recognise our wide-ranging
responsibilities and our CR framework has been developed around key stakeholder
interest and feedback, potential risk to our business and the extension, review and
improvement of existing practices.
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Governance of CR

The board of directors has overall responsibility for governance of CR
matters within the Company.

Key issues for our business

It is important that our CR reporting addresses issues that are material to our
business and reflect stakeholder concerns. . . .

The key areas our stakeholders consider material to our business are anti-
bribery and corruption practices . . . .

* * *

Tthics

BAE Systems is committed to meeting the highest ethical standards in our
dealings with others. The nature of our business means it is particularly important
that we have strong values and an awareness of public concerns. We are confident
that we meet the highest ethical standards in our dealings with others and have the
processes in place to ensure our employees comply with the law in all the countries
where we operate. We also recognise the importance of demonstrating this to our
stakeholders. . . .

We do not tolerate unethical or illegal conduct. The consequences of such
conduct may be far reaching and severe not only for the Company and its
employees, but also for other stakeholders. For example, we, and our employees,
may be subject to criminal sanction, our reputation may be tarnished and we may
suffer a loss of business. Such conduct is also morally wrong.

103. BAE’s 2006 Annual Report issued in 3/07 contained false statements:
(a) Olver’s 2006 letter, dated 2/21/07, stated:

Good operational performance and effective implementation of a well-
defined, soundly based strategy are combining to deliver real performance.

The focus of the Group’s strategy in recent years has-seen a drive to improve
returns and eliminate excessive risk in the UK-based operations, alongside the
expansion of the Group’s presence in the US. This twin approach is transforming the
Group’s performance in the UK market and has established BAE Systems as one of
the major US defence companies.

Notable achievements in 2006 included the resolution of the approach to
funding the deficit on the Group’s pension schemes, the completion of the sale of our
20% interest in Airbus and good progress towards securing further significant
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" business in Saudi Arabia. Underlying these individual achievements has been a
broad-based improvement in performance across the Group.

In addition to continuing to pursue the development of the Group in its two
largest defence and aerospace markets, the UK and the US, the Group’s strategy
recognises opportunities in the other home markets in which BAE systems has a
local presence and capability: Australia, Saudi Arabia, South Africa and Sweden.

Alongside the development of the Group in these six home markets, BAE
Systems will continue to nurture a high performance culture. The delivery of
continuous performance improvement remains key to the twin objectives of
delivering cost-effective capability to our customers and maximizing returns for our
shareholders.

The Group’s strategy is reviewed regularly as part of the Group’s annual
business planning process. This review tests the continued relevance of the current
strategy. The adaptations made to the strategy are set out on page 11 and reflect the
progress made over the past 12 months.

* * %

Our policies for conducting ethical business are clear and unambiguous, with
established processes to ensure compliance. :

The underlying UK company law provisions concerning narrative reporting
have changed since our last annual report. The matters required to be reported as
part of the new business review requirements are dealt with on pages 2 to 40 of this
report and cover the Group’s activities during the year and likely future
developments. . . .

The Group’s corporate responsibility performance is summarised on pages 35

" to 40 and also detailed in an important separately published report. Like all high

performance companies, our policies are kept constantly under review, and we are

committed to take action wherever necessary to maintain the highest standard of
corporate governance.

(b)  Turner’s 2006 letter, dated 2/21/07, stated:
Year in review

BAE Systems delivered another year of good financial performance,
underpinned by programme schedule and cost adherence across the Group and
reflecting the benefits now flowing from our world-class Lifecycle Management and
Performance Centred Leadership processes.

The performance of the US businesses has again been excellent with the
Group’s expansion in the US market over recent years generating good returns.
Good progress has continued in the UK businesses with programmes on track and
meeting their key milestones.
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A number of export opportunities have also progressed, most notably in the
Kingdom of Saudi Arabia where, under an agreement between the Kingdom of Saudi
Arabia and the UK government, the Group is working to modernise the Saudi armed
forces including progressing towards a contract for 72 Typhoon aircraft.

* * *

Flight development of the Nimrod MRA4 programme continues . . . .

* * *

Recognising that the security and welfare of the 4,600 employees and their
dependants in Saudi Arabia is paramount, a major construction programme is well
underway to create two new residential and workplace facilities.

These investments establish a significant industrial footprint in Saudi Arabia
with a growing in-Kingdom technical capability. This will enable the group to
satisfy many of its Saudi customer’s needs from on-shore companies.

* * *
In summary, BAE Systems is progressing well. The Group’s strategy is
delivering a focused, high performing, defence and aerospace business with good

positions in key markets around the globe. Asa result, the Group has a robust plan
to deliver profitable growth for our shareholders.

(©) BAE’s 2006 Annual Report between pages 2-40 stated:

Business portfolio actions

The drive to build sustainable, profitable, through-life businesses in the air,
land and sea sectors of the UK market continues, building on the good progress last
year. ‘

We continue to seek growth in the US through continuing to target above-
market organic growth from the Group’s established business activities, and by
looking for value-enhancing acquisitions.

Following our success in recent years in establishing a global land systems
business we continue to pursue growth opportunities in this market sector.

* * *

Two new actions have been introduced.

Building on a relationship that spans several decades we will pursue
opportunities to grow our business in the Kingdom of Saudi Arabia. Our focus will
be the transition of the relationship from one of an export market to the
implementation of a home market strategy.
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* * *

BAE Systems is one of the world’s leading defence companies and is one of
only four companies with global defence sales in excess of $20bn. It is Europe’s
largest defence company and ranks number seven within the US defence industry.

* * *

United States

The Group’s US business now delivers over US$9bn (£5bn) of annual sales
and employs approximately 40,000 people in 36 states.

* * *

The Kingdom of Saudi Arabia

Saudi Arabia has been an important market for BAE Systems for many
decades and there are significant new opportunities to both continue, and
strengthen, this relationship into the future.

A key growth opportunity is the Group’s role in supporting the partnership
between the governments of the Kingdom of Saudi Arabia and the UK in updating
the capability of the Kingdom’s armed forces. We are committed to assisting the
Kingdom in developing its defence industrial base and the training and up-skilling of
its workforce.

* * *

The Group is subject to risk from a failure to comply with laws and regulations

The Group’s operations are operations are subject to numerous domestic and
international laws, regulations and restrictions, and non-compliance with these laws,
regulations and restrictions could expose the Group to fines, penalties, suspension or
debarment, which could have a material adverse effect.

The Group has contracts and operations in many parts of the world and
operates in a highly regulated environment. The Group is subject to numerous UK,
US and other laws and regulations, including, without limitation, regulations relating
to import-export controls, money-laundering, false accounting, anti-bribery and anti-
boycott provisions. . . .

Failure by the Group or its sales representatives, marketing advisers or others
acting on its behalf to comply with these laws and regulations could result in
‘administrative, civil or criminal liabilities and could result in significant fines and
penalties and could result in the suspension or debarment of the Group from
government contracts for some period of time or suspension of the Group’s export
privileges.
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Addressing this exposure the Group has mandated policies and procedures
to help ensure that employees act with the highest ethical standards and comply
with relevant laws and regulations. In particular, all dealing with sales
representatives and marketing advisers are governed by detailed compliance
procedures, the application of which is monitored by a dedicated compliance
function.

In 2004 the UK Serious Fraud Office and Ministry of Defence Police
commenced an investigation into suspected false accounting and corruption. The
investigation is wide ranging and concerns a number of jurisdictions and
contractual arrangements.

Governance of CR

The board of directors has overall responsibility for the governance of CR
matters within the Group. Specific responsibility has been assigned to the CR
committee of the Board. All members of this Committee are non-executive directors
and comprise Peter Weinberg, Professor Sue Birley, Sir Nigel Rudd and Phil Carroll.

Reputation is vital to the long-term sustainability of all companies. The CR
Committee is central to the Board’s oversight of the critical non-financial issues that
are fundamental to the Group’s reputation. The Committee is responsible for
reviewing and monitoring the processes the Group uses to manage social,
environmental and ethical risk, as well as supporting the Board in the approval of
strategy and policy in this area.

The Committee is supported by the Group Legal Director, Audit Director,
Group HR Director and Director of Corporate Responsibility.

* * Tk
Ethics

We are committed to meeting the highest ethical standards in our
relationships with others. We will not tolerate unethical behaviour or attempls to
improperly influence the decisions of customers or suppliers. Unethical behaviour
is wrong, could lead to loss of business, seriously damage our reputation and leave
the Group and its employees open to criminal sanction.

2006 Objectives

In 2006 two objectives specifically relating to ethics were set within the
leadership objectives.

- Meet the standards defined in our internal assurance statement (for ethical
issues, the minimum acceptable score within our assurance process is
confirmation of compliance with all applicable laws and standards).
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- Devélop, pilot and roll out ethics training to all employees in the UK and
Australia. '

Progress
Meeting our standards

The Group has training and awareness programmes to ensure employees
understand our policies and the standards expected of them.

We provide training on our anti-bribery programme to managers from
marketing, commercial, procurement, finance, customer support and other functions.
On completing the training, employees are required to sign a statement confirming
they will comply with our policies and will report any issues of concern. This
training is mandatory for all senior employees and for those employees involved in
dealings with marketing advisers.

* * *

Working with others

In July 2006 BAE Systems and other UK defence companies established the

. UK Defence Industry Anti-corruption Forum, to share good practice on ethics and

anti-corruption programmes. Members of the Forum met twice in 2006 and heard

from a range of speakers including the Institute of Business Ethics, ICC (UK),
Transparency International (UK) and law firms, Linklaters and Bryan Cave LLP.

In the US we are a signatory to the Defense Industry Initiative on Ethics and
Business Conduct, and a sponsoring partner of the Ethics and Compliance Officers
Association.

Internal Control

The Board has conducted areview of the effectiveness of the Group’s system
of internal controls, including financial, operational and compliance controls and risk
management systems, in accordance with the Turnbull guidance.

BAE Systems has developed a system of internal control, which has been in
place throughout 2006 and to the date of this report, that encompasses, amongst other
things, the policies, processes and behaviours that, taken together, seek to:

- facilitate the effective and efficient operation of the Company by enabling it
to respond appropriately to significant operational, financial, compliance and
other risks that it faces in carrying out its business;

- assist in ensuring that internal and external reporting is accurate and timely
and based on the maintenance of proper records supported by robust
information gathering processes; and
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- assist in ensuring that the Company complies with applicable laws and
regulations at all times and also internal policies in respect of the standards of
behaviour and conduct mandated by the Board.

* * *

The Board has delegated to the Audit Committee responsibility for reviewing
in detail the effectiveness of the Company’s system of internal controls. Having
undertaken such reviews, the Committee reports to the Board on its findings so that
the Board as a whole can take a view on this matter. In order to assist the Audit
Committee and the Board in this review, the Company has developed the Operational
Assurance Statement (OAS) process. This has been subject to regular review over a
number of years, which has resulted in a number of refinements being made.

The OAS requires that each part of the business completes a formal review of
its compliance against the Operational Framework, including operational and
financial controls and risk management processes. The review is signed off by the
managing director of every line of business and relevant functional directors. The
OAS is completed every half year and includes a formal assessment of business risk.
The overall responsibility for the system of internal control within BAE systems rests
with the directors of the Company. Responsibility for establishing and operating
detailed control procedures lies with the managing director of each operating
business.

(d) Elsewhere, BAE’s 2006 Annual Report stated:

The directors of BAE Systems plc present their report, together with the
financial statements for the year ended 31 December 2006.

* * *

Business Review

The information provided in the operating and financial review on pages 2 to
40 reports on the activities during the year, post balance sheet events and likely
future developments. The information in this review constitutes the business review
required under the Companies Act and forms part of this Directors’ Report.

* * *

The Company, through its internal audit department, monitors compliance
against the principal policies and guidelines (including the utilisation of credit) and
any exceptions found are reported to the TRMC.

* * *

By order of the Board
David Parkes
Company Secretary
21 February 2007
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Statement of directors’ responsibilities in respect of the annual report and the
financial statements

The directors are responsible for preparing the Annual Report and the group
and parent company financial statements, in accordance with applicable law and
regulations.

Company law requires the directors to prepare group and parent company
financial statements for each financial year. Under that law the directors are required
to prepare the group financial statements in accordance with International Financial
Reporting Standards (IFRS) as adopted by the EU and have elected to prepare the
parent company financial statements in accordance with UK Accounting Standards.

- The group financial statements are required by law and IFRSs as adopted by
the EU to present fairly the financial position and performance of the group: the
Companies Act 1985 provides in relation to such financial statements that references
in the relevant part of that Act to financial statements giving a true and fair view are
references to their achieving a fair presentation.

The parent company financial statements are required by law to give a true
and fair view of the state of affairs of the parent company.

In preparing each of the group and parent company financial statements, the
directors are required to:

- select suitable accounting policies and then apply them consistently;
— make judgements and estimates that are reasonable and prudent;

— for the group financial statements, state whether they have been prepared in
accordance with IFRSs as adopted by the EU;

- for the parent company financial statements, state whether applicable UK
Accounting Standards have been followed, subject to any material departures
disclosed and explained in the parent company financial statements; and

- prepare the financial statements on the going concern basis unless it is
inappropriate to presume that the group and the parent company will continue
in business.

The directors are responsible for keeping proper accounting records that
disclose with reasonable accuracy at any time the financial position of the parent
company and enable them to ensure that its financial statements comply with the
Companies Act 1985. They have general responsibility for taking such steps as are
reasonably open to them to safeguard the assets of the group and to prevent and
detect fraud and other irregularities.

Under applicable law and regulations, the directors are also responsible for
preparing a Directors’ Report. Directors’ Remuneration Report and Corporate
Governance Statement that comply with that law and those requirements.
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104. For several years, BAE’s Board of Directors has caused to be published annually a
BAE Corporate Responsibility Report to its shareholders.
(@) The 2001 Director’s Corporate Responsibility Report stated:

We are, of course, transparent about our business performance and publish a
detailed report to shareholders.

Honesty, integrity and fairness

We demand and expect honesty, integrity and fairness in all aspects of our
business. We are committed to comply with laws implementing the OECD Anti-
Bribery Convention and the US Foreign Corrupt Practices Act....

Export of defence equipment

BAE SYSTEMS adheres to relevant laws, charters, codes of practice and
guidelines in addition to our own internal policies, which are designed to ensure the
necessary control over the export of defence equipment. It is our policy:

. To maintain an active and open dialogue with relevant government
departments in the territories in which we operate fo ensure compliance with
the government policy and the law and regulations of those territories
governing the export of our producits.

* * *

. To respect the values of the international community and the laws of those
countries where we conduct our business.

(b)  The 2002 Corporate Responsibility Report stated:

We see social, ethical and environmental issues as important to our business
performance, posing both risks and opportunities. It is essential that we manage these
issues well. Our principles, code of behaviour and detailed corporate governance
policies are included within the BAE SYSTEMS Operational Framework.

* ok *
_ Effective management starts with the senior management team that provides
strong leadership and is clearly accountable. The Control and Risk Frameworks

control the group’s activities and are underpinned by requirements on behaviour,
ethics and policy compliance.
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Ethics Policy

Tn 2002 we formalised our UK Ethics Policy, using the same approach taken
by our US operations. The policy gives our UK employees guidance on the
behaviour we expect of them in their daily dealings with each other, customers and
our stakeholders. An independent hotline is available for employees to discuss their
ethical concerns, get advice or report possible breaches of our ethical standards.

An Ethics Review Committee was set up to monitor the policy. This is
chaired by the Audit Director and its members are all senior executives drawn from
the legal, internal audit, human resource and security departments. The committee
meets quarterly. It will review details of all contacts with the hotline to ensure that
proper and timely action is taken to resolve issues.

© The 2003 Directors’ Corporate Responsibility Report stated:

Anti-corruption measures

We demand and expect honesty, integrity and fairness in all aspects of our
business. We are committed to comply with the law in every country where we
operate. This includes laws implementing the OECD Anti-Bribery Convention and
the US Foreign Corrupt Practises Act. We will not tolerate bribery or other
attempts to improperly influence the decisions of customers and suppliers.

We have an anti-corruption compliance programme in place throughout
the company. This includes robust procedures governing transactions with
marketing consultants, the proper use of corporate hospitality and our
procurement processes. This is supported by an awareness-training programme and
underpinned by a clear statement that infringements will result in disciplinary action.

The valuable experience available from our US colleagues under the
Foreign Corrupt Practices Act has also been drawn upon and a review of our
policies has been undertaken by external lawyers in the UK and the US. Our
procedures accord with anti-corruption rules promulgated by the International
Chamber of Commerce.

We continually review and monitor our policies and procedures in this area
and take note of external progress in improving anti-corruption measures across all
industries . . . .

* ES *
An Ethics Review Committee of senior executives meets quarterly to review
details of all contacts with the hotline and ensure that action is taken to resolve issues

where necessary. The Committee is chaired by the Audit Director, who monitors
compliance with the policy.
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ETHICAL BUSINESS CONDUCT POLICY

In all aspects of doing business, we will behave ethically. What do we mean
by behaving ethically? Each of us has an idea of what ethical behaviour means in our
daily lives. In our work for the company, behaving ethically means:

. Obeying the laws and regulations in force, wherever we are Preventing
actions which harm others or the environment

* * *

. Showing honesty, integrity and openness in dealing with . . . customers
[and] representatives of governments . . .

* * *

. Complying with the standards of conduct we have set ourselves
. Not tolerating unethical behaviour by others

) Reporting unethical behaviour which we encounter

@ The 2004 Directors’ Corporate Responsibility Report stated:

Business ethics and operating principles

* * *

BAE Systems is committed to comply with all laws governing defence sales
and to meeting the highest ethical standards in our dealings with others.

We would never condone unethical or illegal conduct. Tt is not only wrong,
it could also damage the national interests of the countries where we operate, harm
the commercial prospects of the company and leave employees and directors liable to
imprisonment. oo

Our Operational Framework sets out our policies and governance systems
to ensure that all employees carry out our business in an ethical way. The
Framework is reviewed and updated annually.

Ethical conduct

We are committed to conduct our business to the highest ethical standards.
We comply with the law in all countries where we operate, including laws
implementing the GECD Anti-Bribery Convention and the US Foreign Corrupt
Practices Act.

All BAE Systems’ employees are requii'ed to act with honesty, integrity and
fairness. We will not tolerate bribery or other attempls to improperly influence the
decisions of customers or suppliers.
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(e) The 2005 Directors’ Corporate Responsibility Report stated:

“Bribety and corruption are bad for business. Bribery is illegal in most
countries and is a form of “stealing’ from shareholders. Being caught making bribes
or engaging in corrupt behaviour can seriously damage a company’s reputation and
lead to loss of business. ‘

The defence industry is one of three sectors most at risk from bribery and
corruption . . ..”

* * *

We are committed to meeting the highest ethical standards in our dealings
with others. The nature of our business means it is particularly important that we
have strong values . . . .

We do not condone unethical or illegal conduct. The consequences of such
conduct may be far reaching and severe not only for the Company and its
employees, but also for other stakeholders. Unethical behaviour is wrong, could
lead to loss of business, could seriously damage our reputation and leave the
Company and its employees open to criminal sanction.

* * *
Our policies on business ethics

The intent of our policies is to establish compliance with the law as the
minimum and to aim for higher standards where possible.

Our Operational Framework includes policies and governance systems on
business ethics. It requires all BAE Systems employees to. act with honesty,
integrity, and fairness and states that we will not tolerate bribery or other attempts
to improperly influence the decisions of customers or suppliers.

® The 2005 CEO letter in the 2005 Directors’ Corporate Responsibility Report
(dated 2/06) stated:
Ethics

* * *

Ethical business conduct is fundamental to the reputation and success of our
company and we accept no compromise of our principles and policies.

Our five principles of ethical business conduct are:
. Accountability — we are personally answerable for our conduct and actions.

° Honesty — there is no substitute for the truth.
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o Integrity — we say what we do, we do what we say.
. Openness — when questions are asked, we are frank and straightforward in
our answers.
* * *

These principles apply to everythingr we do.
Compliance with Laws & Regulations

We conduct ourselves in accordance with applicable laws and regulations
of the countries within which we do business. Ignorance of the law and regulations
is no excuse.

Anti Bribery & Corruption

Bribery is a criminal offence. We do not, and will not, pay bribes or offer
improper inducements to anyone for any purpose, nor do we or will we accept
bribes or improper inducements. To use a third party as a conduit to channel
bribes to others is a criminal offence. We do not, and will not, engage indirectly in
or otherwise encourage bribery.

% * *

Any action which is unlawful, dishonest, harmful to others or which is
otherwise against our policies is unacceptable. We will take disciplinary action
against anyone whose behaviour does not meet our standards.

(8  The2006 Directors’ Corporate Responsibility Report stated:
Ethics

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. Unethical behaviour is wrong,
could lead to loss of business, seriously damage our reputation and leave the
Group and its employees open to criminal sanction.

* * *
Progress
Meeting our standards
The Group has training and awareness programmes to ensure employees

understand our policies and the standards expected of them.
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We provide training on our anti-bribery programme to managers from
commercial, procurement, finance, customer support and other functions. ... On
completing the training, employees are required to sign a statement confirming they
will comply with our policies and will report any issues of concern. This training is
mandatory for all senior employees and for those employees involved in dealings
with marketing advisers. All BAE Systems’ marketing advisers are subject to
rigorous due diligence under our compliance programme, are made aware of our
anti-bribery policy and are expected to maintain our ethical standards.

105. The statements in BAE’s 2001-2006 Annual Reports were false and misleading when
made and known to be false by the directqrs and officers of BAE when those statements were made.
The repeated positive and reassuring statements about BAE’s controls, procedures and practices to
comply with anti-bribery laws, rules and conventions, BAE’s actual compliance with them, and
BAE’s dedication to high ethical standards were false. In fact, BAE s top officers and directors were
actively permitting the circumventing of those preventative procedures and controls by permitting
the payment of bribes, kickbacks and other improper payments, i.e., unethical and illegal activities.

106. BAE’s 2001-2006 financial statements, published by, and the responsibility of, its
directors, were false and misleading in failing to disclose the existence of the illegal and improper
payments and/or for failing to make provision for the money fines and penalties likely to result from
those payments.

107. BAE stated that its ﬁnanc;ial statements are prepared in accordance with “EU
endorsed International Financial Reporting Standards (IFRS), International Financial Reporting
Interpretations Committee Interpretations (IFRICs) and the Companies At 1985 applicable to
companies reporting under IFRS.”

108. To the extent BAE was engaging in conduct that would result in fines or penalties, it
was required to disclose these under IFRS. Since the amount was capable of a reasonable estimate —
at least $50 million — and the liability was probable, the Company was required to record a provision

for them.
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109. International Accounting Standards (“IAS”) No. 37, Provisions, Contingent
Liabilities and Contingent Assets Recognition, requires that a provision be recognized when:

(a) an entity has a present obligation . . . as a result of a past event;

(b) it is probable an outflow of resources ... will be required to settle the
obligation; and

©) a reliable estimate can be made of the amount of the obligation.
110. Importantly, IAS No. 37, 19, includes as an example a violation of law leading to
liability as a situation where a provision needs to be recorded:

It is only those obligations arising from past events existing independently of an
entity’s future actions (i.e. the future conduct of its business) that are reco gnised as
provisions. Examples of such obligations are penalties or clean-up costs for unlawful
environmental damage, both of which would lead to an outflow of resources
embodying economic benefits in settlement regardless of the future actions of the

entity. Similarly, an entity recognises a provision for the decommissioning costs of

an oil installation or a nuclear power station to the extent that the entity is obliged to
rectify damage already caused.

Also, unless the possibility of an outflow related to a contingent liability is “remote,” the entity must
disclose the contingent liability, estimating the financial effect and the timing. IAS No. 37, q86.
Because a financial penalty was not remote, at a minimum, disclosure was required.

The Ultra Vires, Illegal and Improper Conduct

111. BAE operates in a competitive environment. To justify their continuation in their
lucrative and prestigious executive and director positions, the BAE Defendants wanted to make it
appear that BAE was succeeding under their stewardship and doing so by operating in an ethical
manner, in compliance with the laws and conventions applicable to it.

112. Inthe mid-1980s, BAE was attempting to obtain a very large military aircraft contract
from the Saudi Arabian Ministry of Defense to supply over 120 fighter/bomber aircraft over the next
20+ years, known as the “Al-Yamamah” contract. The officers and direqtors of BAE knew that if
this huge contract could be obtained, they could poiﬁt to it as concrete evidence of their business

acumen and successful stewardship of BAE, which would help justify them holding on to their
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positions of power, prestige and profit with BAE, including lucrative payments ar_ld bonuses they
received in connection with those positions for many, many years going forward.

113. Prince Sultan of Arabia, then in line for the royal throne, served as the head of Saudi
Arabia’s Ministry of Defense. He was in a position to significantly influence and determine whether
or not BAE received the coveted Al-Yamamah contract. Sultan’s son was Bandar, who was the
apple of his father’s eye. For ov‘er 20 years — and during most of the time period relevant hereto —
Bvandar served as Saudi Arabia’s Ambassador to the U.S. and because of his positive relationship
with his father was also in a key position to influence and determine if BAE was awarded the Al-
Y amamah contract. In order to advance their own positions with BAE by winning the Al-Yamamah
contract, the then officers and directors of BAE named as defendants herein undertook a course of
illegal and improper conduct (engaging in ultra vires activities) in breach of their fiduciary duties to
BAE, including paying huge bribes or kickbacks (a/k/a “backhanders”) to Bandar, which payments
have amounted to over $2 billion overthe last 20 years. A}though paying such bribes or kickbacks is
an ulira vires act in violation of international business standards and the laws of the U.S., including
the FCPA and the OECD Convention and BAE’s own policies of business conduct, defendants
caused BAE to funnel these illegal payments to Bandar. The payments were made in significant part
through Riggs located in Washington, D.C., where the money was wired by BAE ona regular basis
into accounts that, while nominally in the name of Saudi Arabia, were accounts controlled by Bandar
and over which he had discretion and signature authority and which accounts (and the proceeds
therefrom) he used for his own pefsonal use and benefit.

114. Riggs was selected for this purpose because its Washington, D.C. location gave
Bandar ready access to it and because Riggs had a reputation in international commercial circles asa -
bank willing to facilitate highly questionable, if not illegal, currency transfers for international -

transactions, conduct which years later would ultimately lead to the shut down of Riggs. In fact, as
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Riggs’ activities came under increasing government scrutiny in an effort to stave off action to close
Riggs, the bank identified one or more of the a@counts being utilized by BAE and Bandar to
facilitate the kickback payments to him as accounts involving highly questionable or improper
conduct and transactions and took steps to shut down those accounts. At or about that time, Bandar
resigned his post as Ambassador to the U.S. for “personal reasons” and returned to Saudi Arabia.
His father remains heir to the Saudi Arabian throne and head of its Ministry of Defense.

115. These illegal kickback payments were explicitly bargained for and recognized at the
outset of the Al-Yamamah contract between BAE and the Saudis involved. The payments were
provided for in certain schedules to the conract which were kept secret. They were entitled “Letters
of Offer and Acceptance” and purported to provide compensation for certain “support services,”
which, in fact, Bandar never performed and which was known by the participants to be a code word
and cover for the bribe or kickback payments he (and his father) were receiving and/or benefiting
from.

116. Most of the bribe and kickback monies paid to or for the benefit of Bandar were

_ received by him here in the U.S. in Washington, D.C. over the last 20 years. Significant amounts of
the illegal bribe/kickback payments received by him have been spent by Bandar here in the U.S.,
including the expenditure of over $100 million on one of the largest and most lavish personal
residences here in the U.S., located in Aspen, Colorado, on the ski mountain there, which Bandar
currently has for sale for $135 million.

117.  Up to £120 million a year was sent by BAE Systems from the U.K. into two Saudi
embassy accounts with Riggs in Washington. These accounts were actually a conduit to Bandar.

The purpose of one of the accounts was to pay the expenses of Bandar’s private Airbus.
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118.  David Caruso, an investigator who worked for Riggs, where the accounts were held,
has said Bandar had been taking money for his own personal use out of accounts that seemed to
belong to his government. He said:

“There wasn’t a distinction between the accounts of the embassy, or official
government accounts as we would call them, and the accounts of the royal family.”

Caruso said he understood this had been going on for “‘years and years.”” The payments were
written into the arms deal contract in secret annexes, described as “support services.”

119.  The cash bribe and kickback payments to Bandar have not only included outright
payments to him personally, but also payments made by BAE for other personal family expenditures
of Bandar’s family, including paying for his fantastically outfitted Airbus private aircraft, which cost
over $100 million, and lavish expenses for members of his family, including millions and millions of
do.llars paid for a lavish multi-week, multi-country honeymoon. These illegal and improper
payments have continued until recent times.

120.  According to the 6/18/07 edition of Newsweek:

Bandar and the $2 Billion Question

Hundreds of pages of confidential U.S. bank records may be the missing link
in illuminating new allegations that a major British arms contractor funneled up to $2
billion in questionable payments to Saudi Prince Bandar bin Sultan. The BBC and
Guardian newspaper reported last week that BAE Systems made “secret” payments
to a Washington, D.C., bank account controlled by Bandar, the longtime Saudi
ambassador to the United States who is now the kingdom’s national-security adviser.
The payments are alleged to be part of an $80 billion military-aircraft deal between
London and Riyadh. . .. Before the U.K. closed the inquiry, British investigators
contacted the U.S. Justice Department seeking access to records related to the Saudi
bank accounts. Many of these records were first obtained by NEWSWEEK in 2004.
At the time, the magazine reported that federal regulators had been alerted to millions
of dollars in “suspicious” activities in Saudi accounts at the now-defunct Riggs
Bank.

Tom Rose, a British lawyer for Bandar, denied the Saudi prince had received
“improper secret” commissions. He said the BAE funds were actually being paid into
aSaudi Defense Ministry account over which Bandar had signature authority, but
any payouts from those accounts “were exclusively for purposes approved” by the
ministry. The accounts were known both to the British and Saudi governments. (A
BAE spokesman said, “We deny all allegations of wrongdoing.”)
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The Riggs Bank records show the use of those funds raised concerns among
bank officials and U.S. regulators. In November 2003, Riggs filed a “suspicious
activity report” with the Treasury Department disclosing that over a four-month
period, $17.4 million from the Saudi Defense account had been disbursed to a single
individual in Saudi Arabia. When Riggs officials asked the Saudis who the person
was and why he was receiving the funds, they were told the individual “coordinates
home improvement/construction prajects for Prince Bandar in Saudi Arabia,” and
the payments were for a “new Saudi palace,” one document shows.

In another instance, Bandar wired $400,000 from a Riggs account to a luxury-
car dealer overseas. “It was impossible to distinguish between government funds and
what would normally be considered personal purposes,” said David Caruso, who
served as Riggs’s compliance officer at the time. Caruso also confirmed to
NEWSWEEK that the Saudi Defense account was regularly replenished with $30
million each quarter from an account in London. But the bank never knew the .
source of the funds. The bank was so concerned about the withdrawals that it cut
off all business with the Saudis. In May 2005, the U.S. Treasury fined Riggs $25
million for failing to monitor “extensive and frequent suspicious” activity in Saudi
and other accounts.

121. The improper payments also included other payments for Bandar’s benefit.
According to the Sunday Times (London):

THE British arms firm BAE Systems secretly paid nearly £250,000 for a
honeymoon for the daughter of Prince Bandar, the Saudi Arabian prince at the centre
of bribery allegations.

A senior BAE executive authorized the payments, allowing Bandar’s
daughter to enjoy a six-week honeymoon in luxury resorts in Singapore, Malaysia,
Bali, Australia and Hawaii. The couple stayed in five-star hotels costing up to £4,000
a night and had a private jet trip to the Great Barrier Reef.

Peter Gardiner, managing director of the travel agency that organized the
honeymoon, said: “BAE instructed me to give Bandar’s daughter and her husband
the honeymoon of a lifetime at BAE’s expense. Who says that big business doesn’t
have a heart?”

* * ®

[TThe honeymoon for Bandar’s daughter, Princess Reema, was paid for through a
£60m slush fund which the Serious Fraud Office (SFO) believes was set up by BAE
to encourage Saudi royals to continue with a £ 43 billion arms contract to supply
Hawk and Tornado jets.

The latest twist in the BAE affair has been disclosed by Gardiner, who said
he has made a detailed statement to the SFO. He described how his company,
Travellers World, was used by BAE to make payments to Saudi royals when they
were holidaying around the world. His company would arrange and pay for hotels,
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airline tickets, apartments, boat and jet charters, as well as hiring limousines and
bodyguards.

* * *

Last week Gardiner said Tony Winship, a senior BAE marketing executive
responsible for overseeing the slush fund, approved the costs of the six-week trip for
Princess Reema bint Bandar and Prince Faisal bin Turki, the son of Prince Turki bin
Nasser, another Saudi royal implicated in the SFO’s bribery inquiry.

“They were a young, attractive couple in love and on a dream honeymoon.
They knew nothing about BAE paying and must have believed it was their parents
paying. I was instructed by BAE not to discuss payments with them — or with
anyone. I was told by BAE to give them the very best,” Gardiner said.

“The couple selected the itinerary. I chose and arranged the hotels,
transportation, diplomatic arrivals. They never took advantage and any personal
expenditure such as shopping they paid for themselves.”

The couple were married in Riyadh, the Saudi capital, in December 1996.
They flew on Turki’s private Boeing 707, staffed by an English captain and crew, to
Singapore. There they stayed for a week at Raffles, the country’s most exclusive
hotel where suites cost from £ 500 to £ 2,800 a night.

They then traveled for a week’s stay to the Pangkor Laut resort on a privately
owned island off Malaysia. It is often described as the best resort in the world.

“The honeymoon suite was a two-bedroom, overwater bungalow with a
partial glass floor so that guests could see the sea below them,” said Gardiner, who
accompanied the royal couple during the eatly part of their stay.

After a week in Malaysia, Bandar’s daughter and her groom flew by private
jet to Bali where they stayed at the five-star Four Seasons Jimbaran Bay resort before
flying to Australia, spending Christmas at the Regent hotel in Sydney. During that
visit the prince who, like his father-in-law Bandar, is a fan of the Dallas Cowboys
American football team, was keen to watch a critical game. Gardiner says he found a
private club in a town 60 miles away that could show the game live on cable TV. The
entire club was hired so Bandar’s daughter and her husband could watch the match.
The three-hour stay cost £ 6,000. BAE again footed the bill.

The couple then flew to the Gold Coast where they stayed at the five-star
Sheraton Mirage and Spa. On a day trip they hired a Gulfstream jet to fly to the Great
Barrier Reef. The bill, paid by Travellers World and reimbursed by BAE, was
£15,000. ‘ ‘

Documents in the possession of the SFO show that Travellers World invoiced
BAE £45.490 for the couple’s stay in Australia. The item is billed as “HM.Aus”,
which Gardiner said was shorthand for “Honeymoon, Australia”. The couple moved |
on to Hawaii where they spent a few days at the Halekulani on Waikiki beach. From
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there they flew to thé Grand Wailea, on the Hawaiian island of Maui, where their
penthouse suite on a private floor cost about £ 4,000.

The files show one part of the bill for Hawaii was £ 101,412. The payments,
again paid by BAE, appear as “HM. Haw.” and “HM Haw.Xira”. For the month of
January alone the cost was £ 190,486. According to Gardiner, this did not include the
first leg of the honeymoon, which began in mid-December the previous year. T he
total cost was nearly £ 250,000, he said.

122. Riggs was the intermediary chosen to funnel the bribe payments to Bandar. Riggs
was chosen because BAE and Bandar knew Riggs would cooperate in secreting the fund transfers,
i.e., laundering them to hide them from government regulators and BAE’s own auditors, which
Riggs did for many years under Joe Allbritton’s tutelage. Riggs and Joe Allbritton permitted Bandar
to manipulate Saudi accounts to divert funds to himself and members of his family and did so
because of the enormous profits Riggs and the Allbritton Defendants made off the Saudi/Bandar
accounts and transacti‘ons.

123. Inthe early 2000s, Riggs was beset with scandal. Investigations found little oversight
was conducted invélving suspicious international transactions. A Saudi named Omar al-Bayoumi
housed and opened bank accounts for two of the 9/11 hijackers. About two weeks after the
assistance began, al-Bayoumi’s wife began receiving monthly payments totaling tens of thousands of
dollars from Princess Haifa bint Faisal, the wife of Saudi ambassador Prince Bandar, through a
Riggs bank account. Upon discovery of these transactions, the FBI began investigating the bank for
possible money-laundering and terrorist financing. Investigators found lax safeguards on monetary
transfers at Riggs. Several Saudi accounts were discovered to have financial improprieties,
including a lack of required background checks and a consistent failure to alert regulators of large
transactions, in violation of thé law. Many of these transactions involved Bandar personally, often
transferring over $1 million at a time. Inthe Al Yamarﬁah deal, Bandar received some $2 billion in

bribes from BAE through the Riggs.
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124.  Augusto Pinoéhet, the former dictator of Chile, has béen widely accused since 1973
of corruption; illegal arms sales, and torture. In 1994, Riggs officials invited Pinochet to open an
account at Riggs. Arrested in 1998 in Britain for possible extradition to Spain, his accounts were
ordered frozen by court orders. A U.S. Senate report revealed that Riggs executives helped Pinochet
disguise millions of dollars that had been stolen from the Chilean people, although some of
Pinochet’s supporters have claimed that the money came from supporters outside Chile. By using
shell companies and hiding accounts from federal regulators, Riggs illegally allowed Pinochet to
retain access to much of his fortune. The disclosure of the Riggs accounts reignited the case against
Pinochet and a ruling that he was not mentally competent to stand trial was overturned when it was
proven that Pinochet himself had orchestrated some of the huge transactions. In 2004, he was
ordered to stand trial for crimes against humanity, and additional claims of mental and physical
incompetence have been overruled.

125. In 7/04, the U.S. Senate published an investigation into Riggs, into which most of
Equatorial Guinea’s oil revenues were paid until recently. This showed that accounts based at the
embassy to the United States of Equatoriél Guinea were allowed to make large withdrawals without
properly notifying federal authorities. At least $35 million was siphoned off by long-time dictator of
Equatorial Guinea, Teodoro Obiang Nguema Mbasogo, his family and senior officials of his regime.
The same Mbasogo bought, in 11/06, a $35 million house in Malibu, California. Simon Kareri, the
Riggs employee in charge of the Equatorial Guinea and other accounts, stands accused of money
laundering in separate charges. As the account manager, it is alleged that he established a fake
holding company in his wife’s name and diverted funds into this account. In the Senate Permanent
Subcommittee on Investigations hearing in 7/04, Kareri refused to answer any questions of the panel
by invoking his Fifth Amendment rights. In that hearing, the President of Riggs was asked why the

bank would willingly enter into a business arrangement with the dictator of Equatorial Guinea, a
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man who willingly exercises his hold over his people with demonstrations.of murder and torture on
state-run television. In a copy of correspondence to President Mbasogo, the Ietter “thanked the
president for his establishment of several bank accounts, and encouraged a working relationship to
help establish and secure the stable reign of his country.”

126. Riggs was fined $25 million for violations of money-laundering laws. A long
running Justice Department investigation was wrapped up in 2/05, with Riggs pleading guilty and
paying a $16 million fine for violations of the U.S. Bank Secrecy Act after a Wall Street Journal
article reported on 12/31/04 that Riggs had extensive ties to the CIA, including that several bank
officials held security clearances. Also, in 2/05, the bank and its controlling shareholder agreed fo
pay $9 million to Pinochet victims for concealing and illegally facilitating movement of Pinochet
money out of Britain. Riggs was acquired by PNC in 2004. On 5/26/05, the Riggs name was
officially retired and all Riggs branches opened as PNC branches.

127. In 5/04, federal regulators fined Riggs a record $25 million for violating anti-money
laundering laws in its handling of tens of millions of dollars in cash transactions in Saudi-controlled
accounts under investigation for possible links to terrorism financing. The civil fine against Riggs, a
bank with a near-exclusive franchise on business with the capital’s diplomatic community, was the
largest ever imposed on a financial institution for such violations. The action by the Treasury
Department’s Office of the Comptroller of the Currency came in an order. The order said the bank’s
internal controls “were, and continue to be, seriously deficient.” “Riggs failed to pror;erly monitor,
and report as suspicious, transactions involvingv tens of miliions of dollars in cash withdrawals,
international drafts that were returned to the bank, and numerous sequentially numbered cashiers’
checks,” it said.

128.  The Senate Finance Committee Chairman, Charles Grassley of lowa, said:

“Riggs Bank deserves every penny of this huge fine. . .. Banks have a patriotic duty,
not to mention legal requirement, to report suspicious activity. When banks look the
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other way, they put our national security at risk. Whetherit’s through incompetence,
negligence or greed, they are allowing terrorists to funnel their blood money through
the system.”

129. Riggs was accused by Treasury regulators of failing to comply with a law requiring
banks to notify the government of suspicious transactions. It was classified by the comptroller’s
office as a “troubled institution” for not complying fully with a 7/03 consent order under which it
agreed to strengthen its anti-money laundering controls..

130. For its transgressions, Riggs was ultimately fined $25 million for violations of
money-laundering laws. A long running Justice Department investigation was wrapped up in 2/05,
with Riggs pléading guilty and paying a $16 millioﬁ fine for violations of the U.S. Bank Secrecy
Act. And in 2/05, the bank and its controlling shareholder agreed to pay $9 million to Pinochet
victims for concealing and illegally facilitating the movement of Pinochet money out of Britain.
Upon completion of PNC’s acquisition of Riggs in 2/05, the Riggs name was abandoned, but PNC
has continued its operations in Washington, D.C.

BAE’S Pattern and Practice of Illegal/Improper Bribes, Kickbacks and Payments

131.  The improper and/or illegal Al Yamamah payments were part of a broader pattern and

course of conduct of improper payments by the BAE Defendants.
132. In 1994, the OECD urged member countries to put a stop to overseas bribery. A
binding convention was adopted in 1997. It was signed by Britain and came into force in 1999.
Signatories promised to outlaw such corruption. To avoid compliance, Evans moved BAE’s whole
worldwide system of agent payments to Switzerland. Britain’s SFO later concluded: ‘fThe whole
~system is maintained in such conditions of secrecy that there is a legitimate suspicion concerning the
real purpose of the payments.” The system was run from a secure block, Warwick House, at BAE’s
Famborough premises. “HQ Marketing Services” was headed by Hugh Dickinson. A board-level
committee also met to approve each agency agreement. BAE set up a front company called

Novelmight Ltd. With the help of the Swiss branch of its bankers, Lloyds TSB, the firm rented a
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high-security office in Geneva, on the sixth floor of a block at 48 Route des Acacias. Then, just
before Britain signed up to the OECD ‘convention in 1997, the ﬁliﬁg cabinets and safes containing
the agent details were loaded into a van and driven by trusted staff from Famborough to Geneva.
BAE added a new layer of concealment when the convention came into force in 1999. Novelmight
was officially closed down as a U.K.-registered subsidiary. But it was secretly re-registered as an
offshore entity in the Caribbean where beneficial ownership could be hidden. Agents oftenreceived
théir payments into Swiss accounts. When agreements were ready to be made or renewed, BAE
personnel flew to Geneva and unlocked the office at Route des Acacias for the signing. The
contracts were kept in Geneva and could only be inspected there. The purpose of these tortuous
arrangements was to ensure that nothing questionable involving the hiring of agents took place
within U.K. legal jurisdiction.

133. In2/98, “Red Diamond Trading Ltd” was anonymously incorporated by BAE in the
British Virgin Islands. It was used to channel payments all over the world, via Red Diamond
accounts in London, Switzerland and New York. Secret payments have also been made to agénts in
South America, Tanzania, Romania, South Africa, Qatar, Chile and the Czech Republic. The BAE
Defendants never disclosed the existence of Red Diamond in BAE’s published company accounts,
and have never explained why it was set up. BAE used British Lloyds TSB to transfer cash through
Red Diamond accounts and on to its final destination. The next year, BAE set up a second front
company, pureiy to handle the Saudi commission payments for Al-Yamamah. “Poseidon Trading
Investments Ltd” was incorporated in the British Virgin Islands on 6/25/99. Funds passed through
its accounts to Saudi agents in transfers made by Lloyds TSB. A different method was used to
disguise corrupt benefits for Saudi officials who went on vacation trips to the U.S. and Europe. This
was what became known as BAE’s “slush fund.” The head of the Saudi air force, Nasser, along with

his relatives, were provided with unlimited shopping, plane tickets and free holidays by BAE. They
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ran up enormous bills, totaling £60 million, over the years. BAE used two cooperative companies of
travel agents to pick up the bills — Robert Lee International and Travellers World. Peter Gardiner,
Travellers World managing director, has stated how deliberately misleading invoices were organized
by BAE’s executives. They referred merely to “accommodation and support services.”

134. The. SFO is investigating BAE for improper or illegal payments of corruption and
bribery activities in South Africa, Tanzania, Romania, Chile, the Czech Republic, Qatar, Bosnia,
Nigeria, Zambia, Costa Rica and Egypt. The SFO has begun a series of interviews under caution
with executives from BAE implicated in allegations of corruption involving investigations into its
dealings in other jurisdictions, including Romania, the Czech Republic, Tanzania and South Aftica.

135. Clare Short, a former U K. international development secretary, has stated she had
been told by SFO investigators they had documents showing there was bribery in an arms deal
involving the supply of an air-traffic control system by BAE to Tanzania. According to The
Guardian (London), the SFO told Short it has seen documents showing that the sale of radar
equipment to Tanzania by BAE was corrupt.

136. The SFO is investigating “substantial payments” made by BAE to a senior South
African defense ministry official who had influence over a £1.5 billion contract won by the arms
company to supply planes. South Africa’s organized crime unit, the Scorpions, was handling a
“mutual legal assistance” request from the SFO to investigate the financial accounts of Fana
Hlongwane, a politically well-connected businessman, in relation to the 1999 deal. Mr. Hlongwane
is a former special adviser to the then South African defense minister, Joe Modise. Modise has been
named in allegations of corruption, including claims that he took a £500,000 bribe from BAE and
$10 million from a German consortium that signed a contract to sell submarines. The SFO is also
investigating John Bredenkamp, a tycoon who is BAE’s agent in southern Africa and whose U.K.

home and offices were raided in 10/06. Suspicion was cast on the aircraft deal after Modise changed
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the formula by which the contract would be decided to discount price as a factor. South Afiica’s air
force chiefs had selected Italian aircraft as cheaper and more modern, but the amended specifications
shifted the balance in favor of the aging British Hawks — at nearly double the price. BAE has
admitted that it paid tens of millions of pounds in secret commissions to win the £1.5 billion
contract. The arms company originally intended to pay 12% of the contract price in commissions
but agreed to cut that back to 7% — more than £100 million — following questions from the British
authorities underwriting fhe deal. An internal Foreign Office memo three years ago says BAE
named the agent handling the commissions in South Africa as the company Osprey. BAE claimed
Osprey had no links with anyone involved in awarding contracts but, in truth, it had close ties with
Modise. Among Osprey’s shareholders was Tsebe Properties, of thch Hlongwane was a director.
137.  According to the 5/31/07 Financial Times:

South Africa’s former top defence official has revealed that he resigned
because he suspected corruption in a UK-backed arms deal involving BAE Systems
and other big European companies.

... Lt Gen Pierre Steyn told the Financial Times that his concerns led him to
leave office in 1998 — months before the prime minister backed the 30bn rand
(£2.1bn) deal by signing an agreement on a package of spin-off industrial projects.

The controversial arms deal is now being investigated in Britain and
Germany . . ..

Gen Steyn said he was concerned about the possibility of graft during
negotiations on the deal to buy military aircraft and vessels, although he added that
he did not want to make allegations against specific individuals or companies.

“I suspected corruption — for sure,” he said. “So that made me more
determined to enforce good practice.”

He said he resigned because he was not satisfied that sufficient safeguards
were in place to enable him to prevent or expose any corruption in the bidding
process, whose winners included BAE, Germany’s Thyssen-Krupp, France’s Thales
and Saab of Sweden, which is 20 percent owned by BAE.

“When my attempts were frustrated, I said, ‘That’s it, I must relinquish my
responsibility,”” he said.

-82-



~-Case 1:07-cv-01646-RMC  Document 1-2  Filed 09/19/2007 Page 39 of 47

138. A committee has been set up by the Hungarian government to investigate a defense
contract signed with a consortium of the U.K.’s BAE and Sweden’s Saab. The government ordered
the investigation into the Gripen fighter jet contract, which was signed in 2001, after an allegation in
the Swedish media that Austrian businessman Alfons Mensdorf-Poilly had received around $6
million to intermediate in the contract. Swedish prosecutors are investigating bribery allegations
relating to BAE’s dealings in the Czech Republic. Czech police have said they began investigating
bribery allegations involving BAE in response to a request by the SFO, which is probing the
Company’s activities in six countries. The deal under scrutiny by Swedish and Czech authorities is a
2001 (£1.43 billion) agreement to sell 24 Gripen fighters to the Czech military. The deal was done
b§ a 50-50 joint venture between Saab and BAE. Poiice in Prague have said: “These investigations

“have begun and are continuing.”
139.  According to the 5/15/07 New York Times:
Swiss Investigating BAE In Money Laundering Case
Law enforcement authorities in Switzerland confirmed Monday that they had
opened a criminal investigation into possible money laundering at BAE Systems,
adding to the international scrutiny of the company, the top British military
contractor.

Jeanette Balmer, a spokeswoman for the office of the Swiss federal
prosecutor in Bern, confirmed that an investigation had been opened after a report
from Swiss money laundering investigators.

* * *

Swiss banks are required by law to report any suspicious financial
transactions. According to The Guardian, a British daily, Swiss investigators will be
able to examine accounts held by Wafic Said, a Syrian financier who may have acted
as a middleman for payments and whom the Swiss consider a potential witness.

* * *

The news follows a meeting last week in The Hague of prosecutors from
Austria, Britain, the Czech Republic, Sweden and Switzerland. They are seeking to
coordinate corruption inquiries related to the sale and lease of Gripen fighter jets,
which are built by Saab of Sweden and sold through a joint venture with BAE. The
two companies are accused of offering intermediaries as much as 1 billion kronor,
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