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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

-53-




Case 1:07-cv-01646-RMC  Document 1-2  Filed 09/19/2007 - Page 10 of 47

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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