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1.  Executive Summary
This report critically evaluates the sustainable customer centric strategic options for BAE Systems (BAES), reacting to changes in their environment, customers and threats, through diversification into the digital and software space.  
The combination of the threat of substitution, new entrants to the market and a reduction in customer budgets is forcing this change in their business model.  This change will move BAES into creating and selling digital and software services to existing customers prior to any further diversification.  
To achieve this, a business model change is required to combat the internal weaknesses of rigid corporate structure rigidity and task based culture.  Change is required in the form of adopting more agile and less strict processes to fit the culture and expectations of a digital business to change the customer perception of BAES that its manufacturing roots and heritage are not suited to this diversification.  
This change needs to be conducted through a controlled change process focussing on quick strategic wins, for example the acquisition of the digital organisation, Techmodal, will help create new process and procedures, anchoring change in culture which will result in a new business model relevant to the new environment.  
Progress needs to be measured and monitored through the use of a balanced scorecard to ensure senior managers are targeted against these objectives to drive the change and confirm, or disprove, the strategy.  
A full set of recommendations is at section eight, but a summary is as follows:
1.  Enact the strategy outlined in this report to ensure sustainable business growth and continued success.  
2.  Culture Change – To create an environment which fosters digital and software development plus delivery.        
3.  New Business Model – The current business model is well suited to a large defence manufacturing company and not a digital business.    
4.  Marketing Plan – Customers and prospective customers need to be aware of the changes occurring in BAES to alter the perception.    
5.  Invest in new Products and Services – The first three recommendations should be used to deliver a new digital and software product and services strategy.  
6.  Target initial sales to current customers prior to diversification – Maximise the benefit of current customer knowledge prior to diversification.    




2.  Introduction 
BAE Systems (BAES) is a FTSE 100 multi-national global defence contractor.  It specialises in the design, manufacture and support of large complex assets such as ships and submarines.  A more in depth summary of BAES and a SWOT analysis can be found in Annex A.  Further financial and background information can be found in Appendix one.      
This report will critically evaluate the required sustainable strategy by BAES to enable them to deliver innovative customer centric growth in the digital and software sector.  It will critically evaluate the options for sustainable business growth into the digital and software domain, whilst delivering outstanding customer service and maintaining BAES competitive advantage.  
Using industry recognised tools overlaid onto the internal and external environments, the strategy will be identified to enable BAES to deliver disruptive digital and software products and services into the market.  
Aim:  The aim of this report is to identify a strategy for BAES to position itself for sustainable, customer centric growth, in the digital and software sector.   
Objectives:
The aim of this report will be delivered through answering the following five questions:
1.  Where is BAES now?
2.  Where does BAES want to go?
3.  What does BAES need to do?
4.  How does BAES need to do it?
5.  How does BAES measure progress?
The answers to the above questions will formulate the strategy and will be compiled into a set of conclusions and recommendations.  

· 

3.  Where is BAES now?
Situational analysis is key to the start of any strategy and development (adapted from Reed FIDM 2014).  Reflecting on the BAES company profile at Annex A and the external environment adapted from Fahy and Jobber Sixth Edition 2019 at fig 1,  there is a big opportunity with the current multi-national customer base to alter their product and service offering and target areas of growth (adapted from BAE Systems 2019).  
BAES has a deep history in the design, build and sustainment of complex assets, in the defence sector.   It is the largest defence company in the UK, with 20% of the UK’s Ministry of Defence’s (MOD) budget being awarded to BAES (Ministry of Defence 2019).  To maintain this market share, digital transformation is now imperative for any organization that wishes to remain competitive (Cameron 2020).  Furthermore, no sector is safe from the pressure to grow a digital capability (Fitzgerald 2013).  Prominent digital innovations such as Uber, AirBnB and Spotify are challenging the existence of dominant firms (Adapted from Skog et al 2018).  Compounded by smaller, more agile organisations leveraging digital technologies and undermining established industry models (Elbanna and Newman 2016).  They are posing a threat with cheap, easy to use products (Christensen 2015).  The diagram below analyses the environment BAES operates in.  
[image: ]
Fig 1 – The External Environment (Adapted from Fahy and Jobber 2019)
Looking at the ever changing strategic environment in which BAES operate, highlights they are heavily influenced by the political and legal elements, with national MODs being their largest customer (Ministry of Defence 2019).  The micro environment is dominated by many competitors in multiple facets of operations and new emerging entrants to an already cluttered market.
To analyse the competitor section of the external environment, Porter’s five forces (Porter 2008) will be used.  Porter’s Five Forces put the strategy into a competitive context and allows the external environment to be analysed in a simple and pertinent manner by focussing on Five key areas to improve competitive advantage (Dess 2019, Mckeown 2020, Porter 2008).  The model has been tailored to focus on the four key areas pertinent.  
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Fig 2 – Porter’s five forces adapted to the digital and software Competitive Environment (adapted from Porter 2008)
The main threats centre around the threat of substitution and new entrants to the market.  Large technology giants, Palantir, are securing ‘data mining’ contracts with the UK Government (Murphy 2019) as well as smaller UK companies such as Adarga (Butcher 2019) and Techmodal (Allinson 2019) wining lucrative MOD contracts in the data domain.  The customer resultantly has greater buyer power (Stead 2014) with the public sector looking to compete, diversify and squeeze their supply chain (Carter 2019).  BAE had to prepare to disrupt or be disrupted (Turner 2018).  This erosion of BAE’s market share and influence would have had a detrimental effect to their revenue and share price.  This new found drive by the customer could lead to substitution with technology companies innovating to find more efficient ways to manufacture complex defence assets, this would generate a sense of urgency.  
To compound the threat of new entrants and increased buyer power, traditional competitors and rivalries remain a threat.  For example, Babcock International recently secured a lucrative ship building contract from BAES in a traditional core franchise (Babcock International 2019).  In addition, the MOD is also looking to invest in digital and data technology in an attempt to wrestle back control from their supply chain (Wilkinson 2019 and MOD 2019), further squeezing the opportunity for growth.    
This demonstrated that four out of five of Porter’s forces are an active threat.  To further analyse the current situation, a SWOT analysis has been conducted.  It further forces the consideration between the external and internal factors simultaneously (Dess 2019) and allows us to balance the strategic fit between internal and external (Stead 2014), which may indicate its popularity.  
[image: ]
Fig 3 – SWOT analysis (adapted from Pearson Education 2014).
The SWOT analysis demonstrates BAES’ core strengths as the UK’s largest Defence contractor, with a growth agenda (BAE Systems 2019).  It raises weaknesses around their speed to react and lack of agility, as being a large FTSE 100 Engineering business, BAES has more of a role based culture (Handy 2009).  This is suited to its bureaucratic nature (Lewin and Lippitt 1938) it’s developed engineering processes, rigid structures which are akin to all FTSE 100 companies.  This culture does not suit the punctuated equilibrium (MacBryde 2014) of the digital and software domains re-enforcing the perception that BAES is not a digital company.  BAES are far from the fail fast, fail often mentality of the majority of Agile technology businesses (Wingard 2020).  However, being a large organisation, the SWOT analysis highlights there will be capital investment available to address this.  
Great companies understand the difference between what needs to change and what should never change (Collins 1996).  To determine this, the Burgelman’s dynamics model (Burgelman 2008 and Mckeown 2020) will be used to discover the industry coping strategy required, as reducing uncertainty in this area is a central task during disruptive Business Model innovation (Snihur 2018).  This model ensures that strategy is not created in a vacuum and provides consideration for the internal environment of BAES and external environment of the industry.  For diversification outside the defence sector, this would need to be revisited.    
[image: ]
Fig 4 – Burgelman’s Strategy Dynamics Model (Burgelman 2008)
This highlights that BAEs is a rule abiding company due to its engineering roots and corporate structure.  The SWOT analysis highlights their main customers are governmental organisations (MOD 2019), who could be argued are also rule-abiding, resultantly leading to an industry with limited change.  This highlights that some of the new entrants to the market may find it hard to displace or successfully compete with BAES but could provide a diversification or new opportunity by trying to force BAES or BAES’ customers in to a different box.  
To complete this section, and lead into where BAES want to go, it is key to identify where BAES currently sell their products and services and the benefits of offering technology based service as this would identify the positioning strategy (Fayvishenko 2018).  The Ansoff Matrix (adapted from Ansoff 1960) at Fig 5 enables the target customers and services to be identified and the strategic option to be selected when taking into account Porter’s five forces and the SWOT.  
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Fig 5 – Ansoff Growth Matrix (Adapted from Ansoff 1960)
The results showed that the development of digital and software services could be conducted in either a service development function or into the diversification space.  The SWOT analysis indicated their risk adverse nature and therefore it would suggest that the service development is the route to take.  This should be the smoothest and lowest risk option, due the sector and customer knowledge already within BAES and the rule abiding company and sector from Burgelman’s model.  This would provide the lowest barrier to entry and success.  If successful, migrating in to the diversification sector will be an option later but will need further analysis and will be briefly discussed in section five.  
 


4.  Where does BAES want to go?
After analysing the current situation in section 3 and identifying several reasons and opportunities to develop a new strategy in the digital and software space, the next phase is to calculate where the strategy is going to take them.  BAES identifies themselves as having a strong brand identity (BAE Systems 2019) and their long term growth strategy has been signalled by their CEO, Charles Woodburn (Ross 2017), on joining in 2017.  
Therefore the ‘do nothing’ option is not an option.  New entrants to the market and traditional competitors combined will look to take market share, influence and reduce opportunity for BAES.  The threat of an Amazon or Uber style disruption (adapted from Turner 2018) to traditional markets, together with the customer’s persistent value for money challenges and competition (adapted from Nathan 2019) pose a real threat.   
However, there is no single strategy that can offer a complete view to grow (Baghai 2019) and Porter argues that there are only three general strategies to beat the competition (Porter 2008).  With the results of the Burgelman’s model and the SWOT analysis highlighting BAE to be rule abiding and risk adverse together with the Ansoff Matrix showing the path of service development and not true diversification. Porter’s three general strategies will be used to match this culture of BAES and its rigid defence environment.  It will show where BAES could position itself, if it changes it’s risk adverse culture.  
[image: ]
Fig 6 – Porter’s Generic Strategies (Adapted from Porter 2008)
Overlaying the analysis from the previous section indicates that BAES should adopt a focussed differentiation strategy.  The lowest cost option will be a challenge to a large bureaucratic organisation (Handy 2009) and their risk adverse and rigid culture will preclude them from investing and creating a broad product portfolio.  However, those who can blend low cost and differentiation into their products gain huge benefits (McKeown 2020) but would require a blue Ocean Strategy to plan and execute, unlike a Red Ocean being described here (Kim 2004).  
So far it has been determined that a combination of its strengths and weaknesses mean BAES should look to launch their digital and software services into the same Red Ocean market they offer their current services.  This is because they will start with a narrow product range and they should look to drive a strategy of differentiating themselves with their domain and industry knowledge to current customers. The Blue Ocean strategy needs to be considered with further analysis once this strategy has been enacted.  
5.  What does BAES need to do?
This section is going to focus on the internal steps that need to be addressed to allow the strategy to become enacted and get the most value.  This analysis allows the understanding of the building blocks of competitive advantage (Dess 2019) and help guard against peripheral and unconventional products entering the market (adapted from Dawar 2015).  To analyse this section, Porter’s Value Chain will be utilised to address the primary and supporting activities of the company.  Porter’s Value Chain has received some criticism as it is seen as a model for large business, unsuited to faster more agile newer brands (Merchant 2012) and is too suited to manufacturing businesses.  However, this would make it well suited to BAES.  Porter’s Value Chain has been tailored to better suit a technology business within a large manufacturing organisation, to allow a greater to focus on key areas. 
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Fig 7 – Porter’s Value Chain adapted to BAES’ digital and software Services (Porter 2008)
Primary Activities:
Technology development is at the heart of the new strategy change.  This needs to be a primary activity if they intend to release new technology based offerings into the market and it cannot longer just be an enabler to the wider business.  The strategy of having a small focussed set of tools that differentiate themselves in the market should drive their thinking and direction.  
Operations and Service have been combined as the act of packaging and delivering the final service to the customer are the same process in the digital sector.  To deliver outstanding customer service, a clear customer value proposition must be identified (Johnson 2008).  This delivery must ensure outstanding customer service, with a strive to create hyper personalisation and the ‘care of one’ (adapted from Agarwal 2020).  
Marketing and Sales teams will need to be closely aligned with the operations team.  This ensures the environmental context of delivering to the public sector is considered (Butler and Collins 1995) as marketing into the Public Sector has to be employed differently (Apicella 2010) and creates an environment of ‘barricaded buyers’ (Chase and Murtha 2019) which dictates the marketing approach to a Public Sector customer base.  To identify the optimum marketing mix, the SOSTAC model should be employed to create a marketing plan (Reed FIDM 2014).  
Support Activities:
The following support activities should be seen as the key enablers to deliver the primary activities.  Key areas to address here are the Procurement and Human Resource areas. 
Procurement and moving into a new product range means identifying and securing a new supply chain.  In the digital sector, inputs supplied are often unique, creating a powerful set of suppliers, threatening competitiveness (Stead 2014) and these suppliers can look to leap frog the buyer by forward integration (Porter 2008).  This could be a significant risk to developing and subsequently selling into the traditional Defence sector markets that already have tight budgets (Financial Times 2019) and where the customer is trying to take back control (Wilkinson 2019).  
In their supply chain, BAES has tried to signal its new product in the market, and secure its own supply chain by horizontal integration.  It has done this with a series of high profile acquisitions, the most significant being the purchase of the US technology company Collins Aerospace (Provan 2020).  The implementation of a digital dockyard in Australia (Syndigate media 2018 and Australian MOD 2020) further demonstrates their commitment, with this example of vertical integration (Dess 2019).  The creation of a digital dockyard and the factory of the future (BAE Systems 2020) is a signal of creating, never seen before, factors and opportunities, increasing the new value curve (Kim and Maugborne 2005).    
Human Resource (HR) Management is key to the success of a company looking to diversify their product range into the digital sector.  Culture eats strategy for breakfast (Drucker 2001) explains a lot of the internal challenges in HR.  The Iceberg Model (Schein 1991) at Annex B, shows a change in culture is required to move into the digital space.  The process driven and bureaucratic organisation has major strengths in their manufacturing heritage but the role based culture embedded needs to become more task based (Handy 2009), enabling the required sector innovation.  Tight structures and engineering processes are a barrier to digital transformations as a flatter and less centralised decision making process is optimal (adapted from Cameron 2020).  Attracting new digital resource into the business will also need to be addressed by HR.  The perception of BAES from the SWOT analysis is one of a slow moving, non-digital company which would struggle to attract talent compared with those perceived to be at the cutting edge of digital, such as Amazon or Uber.  BAES would benefit from raising the perception above the industry standard in line with one of its strategic priorities of ‘leveraging our technology’ (BAE Systems 2020).  


· 

6.  How does BAES need to do it?
The implementation of strategy is key, a breakthrough technology can put you on the competitive map but only solid execution can get you there (Neilson 2008).  Successful company growth stems from both near term and long term: vision and tactics (Baghai 2019).  To implement and anchor this change, a structured model that plays to its hierarchical nature needs to be employed.  There are several models that could be used, all of which put emphasis on certain parts and not all businesses change in the same way (Bullock 1985) and is very dependent on the individual business (Dunphy and Stace 1993).  The main change models are quite generalistic but Kotter’s Eight Accelerators of Change (Kotter and Cohen 1995) will be employed as it is widely regarded as being useful to analyse large corporate organisations and delivers a defined set of objectives outside of the current activities (Cameron 2020).  
There are four key areas of Kotter’s Eight Step Process that need to be focussed on;
Step 1 Establishing a sense of urgency. 
Porter’s Five Forces highlights that BAES needs to introduce a sense of urgency and the multi threat environment really needs to spur them into action.  This has already been signalled with the CEO in 2017 and the previous Merger and Acquisition activity signifying their intent.    
Step 2 Developing a vision and strategy. 
BAES are now signalling in their annual reports to the Shareholders their intent to move further in to the technology sector (BAE Systems 2020).  The current vision of ‘To be the premier international Defence, Aerospace and Security Company’ is still valid, however, a further vision to their digital teams of ‘Empowering our customers to unlock the operational advantage in their data’ would aid the development and change required.  This vision incorporates the previously stated threats of the customer taking control, utilising BAES key knowledge of the defence sector and ensuring customer satisfaction.  
Step 3 Consolidating gains and producing more change. 
BAES continues to produce more change both internally and externally.  BAES are looking to diversify away from their core UK MOD customer (BAE Systems 2020) into Australia and Canada.  As Porter’s threat to substitution has increased, they must look to diversify their customer base whilst looking to combat the new entrant threat.  This has been signalled by further recent acquisitions in the technology space of Techmodal (Business leader 2020), even with the backdrop of the Covid-19 pandemic.  Further diversification is occurring as it bids for contracts in Canada to manage software and technology similar to the services for the UK MOD (Halifax Class 2019).    
Specifically in the maritime domain, BAES have launched a new department called Digital Services.  They will create a greater focus on providing digital services to the external customer and investing in solutions to maintain BAES competitiveness together with responding to new entrants to the market (Nice 2020).  However, it should be noted that Babcock International are also conducting their own transformation (Howie 2019) and successfully demonstrating it to the market place at events such as the bi annual Defence and Security Equipment International event (DSEI 2019).  However, combined with the internal change it is conducting, the Techmodal acquisition and the declining fortunes of Babcock (Financial Times 2018), it could be argued that BAES are in a much stronger position to capitalise in this area.   
Step 4 Anchoring new approaches in the culture.  
Reflecting on the cultural and customer challenges facing BAES, this is the area that requires further focus and attention.  The cultural iceberg at Annex B highlights the main challenges.  Technology based companies are generally perceived as more Agile and less bureaucratic and more emphasis on task based in their leadership style (Handy 2009).  This allows a team based approached with diffused power with essential innovation development in ‘sandbox’ environments (Ericsson 2015).  The Techmodal acquisition provides BAES with an opportunity to utilise Techmodal’s culture and customer perception to improve their own, anchoring these new working practices.  
These changes do not occur quickly, the main strategic objective of all companies is not to fail.  However, organisations are persistently faced by evolving threats (McKeown 2020).  Successful companies need to focus on the immediate steps by maximising existing customers whilst attracting new ones (adapted from Baghai 2019).  To ensure BAES can combat these threats, deliver success and growth into this new market, a new business model is required.  This point is key to success so will be developed further.  
To identify and anchor the new approach, the first step is to identify a new business model.  Core business models contain the following 4 elements
1.  Customer Value proposition (CVP) – Satisfying a customer problem.  
2.  Profit Formula – Pricing model for products and services.  
3.  Key resources – Internal and external resources.  
4.  Key processes – Rules, processes, metrics and norms.  

Large organisations can use existing models to cause market disruption.  However, if significant change is needed to all 4 elements, then a new business model is needed (Johnson 2008).  The evidence to suggest a new business model is required is as follows:
1.  CVP – BAES customers around the world have a thirst to exploit their data and information (Wilkinson 2019) and are facing a shortage of funds (Warrell 2020).  Large Corporations are less attractive in the digital space than smaller technology businesses (Butcher 2019), coupled with the SWOT analysis showing that BAES is not perceived as a digital company shows change is needed to enact disruption.  
2.  Profit Formula – The Ansoff Matrix shows that the diversification is best and most safely forged by selling products to the same customers, prior to entering into the diversification (higher risk) quadrant.  The SWOT Analysis shows that customers want to encourage competition.  Recent new entrants to the market may force a price war as smaller companies have less overheads and can drive their costs down.  This means the profit and cost base formula will need to be re assessed to break away from the norm.  
3.  Key resources – The three types of intellectual capital, (Human and Social Capital and Explicit/Tacit knowledge (Stead 2014)) required to build and maintain complex defence assets is vastly different from the skilled resource needed to design, build and maintain complex digital projects (adapted from Dess 2019).  Traditionally BAES demonstrates a resource based view but the new market of digital technology in the well-established manufacturing defence sector requires a knowledge based view as the skills required in this space are hard to imitate, socially complex and play a key role in competitive advantage (adapted from Fenwick 2011).  
4.  Key processes – The task orientated culture required for agile software development and delivery is very different from the role based culture (Handy 2009) that a bureaucratic, large defence manufacturing organisation, with strict processes and procedures.  Schein’s Iceberg Model (Schein 1991) at Annex B highlights the cultural challenges of creating a new business model.  It also shows barriers to change where the traditional rigid structures hinder digital business models and transformation, as a flatter structure with less centralised decision making processes are essential for success (adapted from Cameron 2020).  
To enact the strategy and build the new business model above, a focus must be placed on turning the strategy into performance.  Resistance tends to arise as too many organisations overlook the internal shift and staff views (Schwartz 2018).  Mankins in 2005 postulated seven key rules to great strategy execution (Mankins 2005).  The four key relevant elements of the seven are as follows:
1.  Keep it simple – BAES should clearly and concisely describe the goals and aims.  The McDonald’s CEO introduced a one page clear strategy (McKeown 2020) to accomplish their mission.  
2.  Challenge Assumptions – These are key when moving away from a rigid business structure with defined process and procedures, BAES should shift thoughts from what they have to what they need (Baghai 2019) and create their own agile and relevant path with new processes and procedures.  These should match new entrants and maintain advantage over their traditional competitors.  
3.  Identify Priorities – Delivering excellent strategy execution requires key actions to be identified and executed.  These actions should be centred on delivering quick wins and maintaining momentum.  Industry disruption does not happen overnight and in a multi-year transformation, a steady stream of smaller wins is required to avoid getting stuck (adapted from HBR 2020).  These priorities should aim to improve one of the four elements of the business model and should be embedded in the objectives of the wider team, to direct resources and effort. 
4.  Develop Execution ability – Strategy requires strong execution, to be successful and the selection of the team to deliver the strategy is vital.  Multiple concepts and solutions will be new to the hierarchical organisation of BAE, this will require superior stakeholder management across all functions and levels.  The key players inside and outside the digital space require engagement to ensure delivery and the senior team will need to ensure they are surrounded by the right people in their ‘personal boardrooms’ (King 2014). This enables them to navigate the complex task of establishing a new business model.  The set-up of the team will be key requiring a greater reliance on technical experts rather than general managers (Podolny 2020) in a new digital initiative.  
The new digital products and services delivery method is key for Agile software development and has mantra of “fail fast, fail often or early”.  This culture, alien to a traditional manufacturing company, is key to the development of digital products and managers should set the boundaries for smart failure and most importantly learn (adapted from Emeritus 2020).  This structure of failing smart and providing boundaries will enable better return on investment (ROI) on the capital and ensure the traditional senior BAES managers are content with the outcome. 



7.  How does BAES measure progress?
Progress can be measured in several ways.  The early quick wins described are key to demonstrate success and ensure stakeholder buy-in, in order to determine if the strategy is working.  The two main models utilised to calculate and measure progress are the strategy house (Stead 2014) and Kaplan & Norton’s Balanced Scorecard (Kaplan 2005).  The Strategy House is open to interpretation of success, rarely offering metrics and all components are not always relevant (McKeown 2020).  The Balanced Scorecard was introduced to provide a meaningful integration between the issues relating to company performance.  It relies on four processes to bind short term activities to long term objectives (Kaplan 2011).  Many detractors and critics of the balance scorecard highlight that employees often see it as a quick fix and is often poorly implemented, but there was nothing inherently wrong with the process (adapted from Dess 2019).  However, the Balanced Scorecard is well suited to Porter’s Value Chain and the mass-market, cost-driven approach, where customers remain at the end of the Value Chain (Merchant 2012).  Therefore the Balance Scorecard will be utilised, as if implemented correctly, it still proves to be a powerful tool and focuses specifically on the key challenges of BAES, customer perception and processes.  To implement it, objectives must be set, data collected, values for measurements set and corrective action must be ready to be deployed (Cameron 2019 and Professional blog 2020).  This will be a key tool to determine success.   
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Fig 8 – The Balanced Scorecard adapted to the aim of the report (adapted from Kaplan and Norton 2005)
The balanced scorecard has been adapted to BAES and the strategy.  The following four areas highlight the assessment and measurement required to monitor progress.
1.  Customer Relationship – A full SOSTAC marketing plan (Reed FIDM 2014) should be created to design, create and manage customer facing activities (Sidoli 2020).  Too often businesses focus on in year financial performance and not what actions need to be taken now to ensure long term growth such as winning lifelong customers by creating a seamless experience to meet their needs with this white glove experience offering a high return on investment (Agarwal 2020).  Reflecting on the perception challenges from the SWOT Analysis, the proposed strategy of initially remaining in the Red Ocean and the threats of substitution and new entrants from Porter’s model, a large focus must be placed on customer care, changing its current poor perception.  Feedback surveys and increased customer engagement should be prioritised in this area. 
2.  Internal Business Perspective – To deliver excellent customer service, you must first look within your own organisation.  Excellent customer performance results from processes, decisions and actions that occur throughout the organisation (Dess 2019).  The elements highlighted in Porter’s Value Chain (Porter 2008) need to be given metrics and appear in the performance objectives for senior managers. Internal process improvement is key to reduce costs and maintain a sustainable business (Stead 2014), culture change is required.  
3.  Innovation and Learning perspective – Previously it has been described that BAES needs to react fast to the rapid nature of the digital sector.  Measures and KPIs drive the number of changes, innovations and improvements to offerings and contracts.  This persistent drive coupled with their domain knowledge and wide customer base, from the SWOT Analysis, will raise the bar to new entrants.  These organisations consistently try new things, adapt to what works and thus improve the bottom line (Merchant 2012).  
4.  Financial perspective – All metrics need to encompass a financial element to ensure the profitability of the organisation.  Organisations need to ensure that short term gain is not at the risk to long term prosperity, where bonuses and reward are linked to in year targets.  Usual targets of orders, sales, profit and cash should be aligned to the corporate reporting structure and tracked (BAE Systems Annual report 2019).  Investment is required early to build the products and services and to allow the future business growth so alleviation of the profit metric should be sought to conduct this investment.  



8.  Conclusions and Recommendations
In conclusion, BAES has little option not to combat the threat from existing competitors and new entrants to the market.  The Ansoff Matrix showed the strategy shift in to the software and digital space offers BAES an excellent opportunity to sell new products to existing customers and capitalise on its own large investment funds and unique understanding in the defence domain.  It is also in an ideal position to partner with technology companies to strengthen and widen its footprint.  In turn this can provide the injection of new ideas, technologies and culture that a traditional role based hierarchical organisation lacks.  The SWOT Analysis highlights to be successful it needs to alter the customer perception, for the customer to view them more like a digitally capable organisation.  Analysis of Porter’s Value Chain highlighted the significant changes required in the areas of technology, operations & service and procurement to drive the physical change and the supporting functions leading the cultural and process change.  
Finally, progress on the transformational journey will need to be measured using a Balanced Scorecard to track the improvements and changes identified and ensure senior managers drive this change.  
The following Recommendations are made from this report:
1.  Enact the strategy outlined in this report to ensure sustainable business growth and continued success.  
2.  Culture Change – This is required to break away from the bureaucratic and rigid role based business model and culture, to a more task based culture.  This will enable agile development and delivery to combat the new entrants and raise the barriers to entry, whilst driving an internal change across the value chain.   
3.  New Business Model – All four elements of the business model require attention and change to enable the culture change, challenge assumptions and create a business model suitable for a digital and software business.  This will combat the poor customer perception in this space and deliver new processes and new customer propositions.  Utilise the vision of ‘Empowering our customers to unlock the operational advantage in their data’.
4.  Marketing Plan – a Full SOSTAC marketing plan should be employed to signal the changes to customers and the competition.  This will increase brand awareness, highlight strengths and unique selling points whilst providing a vehicle for collaboration and further diversification.  
5.  Invest in new Products and Services – The first three recommendations target the investment for creating new products and services that utilise BAES’s unique customer base and domain knowledge.  Thus differentiate themselves in the defence digital and software space, in comparison to traditional and new entrants to the market.  
6.  Target initial sales to current customers prior to diversification – Analysis highlights that BAES should maximise their current market presence and look to target new digital and software products to existing customers (Red Ocean), but should also conduct further analysis to look at the Blue Ocean strategy for future growth.  




9.  Annexes an Appendix
Annexes:
Annex A – BAE Systems Organisational Summary



Annex B – BAES Iceberg model of Organisational culture (adapted from Schein 1991)
[image: ]



Appendix:
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Annex A – BAE Systems Organisational Summary (adapted from Sidoli 2020)

BAE Systems (BAES) is an international FTSE 100 defence and Aerospace company with approximately 83,000 employees across 40 countries.  Working predominantly across the three military domains of the armed forces and increasingly in the technology and cyber domains.  BAES’s vision is to be the premier international defence aerospace and Security Company whilst providing a vital advantage to help their customers protect their assets and people (adapted from www.baesystems.com).  

In 2018 / 2019 BAES won the largest share of UK MOD defence spending with approximately 14% of the annual spend by the MOD being attributed to BAE, compared to approximately 7.5% for the second largest share by Babcock.  Due to the large global footprint of BAES, UK MOD spend only accounts for c.20% of the total gross revenue (adapted from Ministry of defence 2019).  Further detailed financial information can be found at Appendix 1 below.

In Summary:

· BAE Systems (BAES) is a FTSE 100 international global Defence Contractor.  

· It has c.80, 000 employees with an annual turnover of c.£18B and is one of the largest manufacturers in the UK.  

· It delivers multiple products and services across the full project lifecycle for all 3 sectors of defence.

BAES operates in a highly competitive landscape where it has to combat the threats of new entrant and established competitors.
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LATEST FINANCIAL ANNOUNCEMENT 
 
BAE Systems 
LON: BA 
FY 2019 
20 February 2020 
Associate: Mohammad Azhar Bin Mazlan  
 
2019 full-year results 
 
Charles Woodburn, Chief Executive, said: 
 
“2019 has been a year of significant progress for BAE Systems. We delivered a good set of financial results in line 
with guidance, growing sales and earnings, with improved operational performance and increased investment in the 
business to underpin our growth outlook. Strategically we took a number of actions to strengthen the portfolio and the 
pensions agreement announced today is good for all stakeholders. These will help to accelerate our strategy and 
further our growth outlook. We have a large order backlog and remain focused on strong programme performance to 
deliver a sustainable business model with enhanced financial performance.” 
 
Results in brief 


Financial performance measures as defined by the Group Financial performance measures defined in 
IFRS 


  2019 2018 
    2019 2018 


Sales £20,109m £18,407m Revenue £18,305m £16,821m 


Underlying EBITA £2,117m £1,928m Operating profit £1,889m £1,605m 


Underlying earnings per share 
excluding one-off tax benefit 
including one-off tax benefit 


45.8p 
50.8p 


42.9p 
42.9p 


Basic earnings per 
share 


46.4p 31.3p 


Operating business cash flow £1,307m £993m Net cash flow from 
operating activities 


£1,597m £1,200m 


Net debt £(743)m £(904)m 


  


Order intake £18,447m £28,280m 


Order backlog £45.4bn £48.4bn 


Post-employment benefits and dividend 


  2019 2018 


Group’s share of the net post-
employment benefits deficit 


£(4.5)bn £(4.0)bn 
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Dividend per share 23.2p 22.2p 


  
  


 
Financial highlights 
 
Financial performance measures as defined by the Group 


• Sales increased by £1.7bn, a 7% increase, excluding the impact of currency translation. 
• Underlying EBITA increased to £2,117m, a 5% increase on a constant currency basis and excluding the 


impact of IFRS 16. 
• Underlying earnings per share increased by 7% to 45.8p (excluding the one-off tax benefit). 
• Operating business cash flow increased by £314m to £1,307m. 
• Net debt decreased to £743m. 
• Order intake of £18.4bn. 
• Order backlog of £45.4bn. 


   
Financial performance measures defined in IFRS 
  


• Revenue increased by £1.5bn, a 7% increase, excluding the impact of currency translation. 
• Operating profit increased by £294m to £1,899m, including £27m of non-recurring charges (2018 £154m). 
• Basic earnings per share increased by 48% to 46.4p. 
• Net cash flow from operating activities increased by £397m to £1,597m. Under IFRS 16 net lease cash 


outflows of £273m are now classified under financing and investing activities. 
  
Post-employment benefits and dividend 
  


• Group’s share of the pre-tax accounting net post-employment benefits deficit increased by £0.5bn to £4.5bn 
compared with 31 December 2018. 


• After consultation with the The Pensions Regulator in the UK, the Group has reached agreement with the 
Trustee Board of the combined pension scheme on the accelerated funding valuation and a revised deficit 
recovery plan. 


• At the 31 October 2019 funding valuation date, the deficit was £1.9bn. The current deficit recovery plan 
which runs to 2026 will be replaced by a new deficit recovery plan, under which a one-off payment of £1bn is 
to be made in the coming months, with approximately £240m of funding payable in the scheme year ending 
31 March 2020 and approximately £250m by 31 March 2021. 


• Final dividend of 13.8p making a total of 23.2p per share for the year, an increase of 4.5% over 2018. 
  
One-off tax benefit 
  


• A one-off tax benefit of £161m was recognised in the year, arising from agreements reached in respect of 
overseas tax matters, net of a provision taken in respect of the estimated exposure arising from the EU’s 
decision regarding the UK’s Controlled Foreign Company regime. 


   
Operational and strategic key points 
  
Air 


• Qatar Typhoon and Hawk aircraft programme met its contractual milestones in the year. Contract 
amendment agreed to accelerate Typhoon deliveries 
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• F-35 programme Lots 12 to 14 price negotiations concluded. 142 rear fuselage assemblies delivered in the 
year in line with ramp-up to full rate production in 2020 


• Tempest technology maturation programme contracted between industry and UK government. Italy and 
Sweden governments committed to working with UK to develop next-generation combat air capability 


• The first four Hawk aircraft assembled in Saudi Arabia were accepted and entered service in-Kingdom 
• UK Tornado fleet successfully retired from service on schedule following RAF declaration that Typhoon had 


met Centurion standard with embodiment across the Typhoon fleet 
• The design and production readiness phase of the Hunter Class programme for the Royal Australian Navy 


continues to make good progress 
  
Maritime 
  


• HMS Prince of Wales vessel acceptance achieved in December 
• Four River Class Offshore Patrol Vessels have now been accepted, with the programme on target for 


completion in 2020 
• Construction commenced on second of the three contracted Type 26 frigates in August 
• Construction of the first Dreadnought Class submarine continues to advance, with £1.4bn of funding 


received in the year 
• Sea trials for the fourth Astute Class submarine are due to take place in 2020 
• A £230m seven-year Torpedo Repair and Maintenance contract was awarded 
• The UK combat vehicles joint venture between Rheinmetall and BAE Systems Land UK was launched on 1 


July 
• Design requirements for the Canadian Surface Combatant are progressing towards finalisation with partners 


and the Royal Canadian Navy 
  
Electronic Systems 
  


• Growing demand for Advanced Precision Kill Weapon System (APKWS®) laser-guided rockets, with 
production awards totalling over $400m (£302m) received in the year 


• Over 500 electronic warfare systems delivered for the F-35 Lightning II programme, and awarded production 
and Block 4 modernisation contracts worth more than $750m (£566m) 


• Acquired Riptide Autonomous Solutions to advance capabilities in maritime mission requirements 
• Continuing growth in space resilience domain 
• Establishing new facilities in Huntsville, Alabama and Manchester, New Hampshire to meet the record order 


backlog 
• Active inceptors certified for Gulfstream G500 and G600 jets and in production 
• Battery electric and fuel cell electric transit systems recorded five million zero emission miles 


  
Platforms & Services (US) 
  


• Deliveries of the M109A7 self-propelled howitzer and ammunition carrier vehicle sets are progressing and 
the decision to proceed to full-rate production was made in Q1 2020 


• First deliveries achieved of the Amphibious Combat Vehicle to the US Marine Corps 
• Contract modification award of $575m (£434m) received for LRIP vehicles on the Armored Multi-Purpose 


Vehicle programme 
• Work underway to upgrade 332 vehicles to the Bradley A4 configuration 
• Awarded contracts worth $466m (£352m) to upgrade configuration on various M88 vehicles 
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• First tandem docking of two large warships in San Diego dry-dock for contracts worth more than $170m 
(£128m) 


• Deliveries continue of the M777 ultra-lightweight howitzer to the Indian Army, with subsequent systems to be 
assembled at the Mahindra Defence Systems facility 


  
Cyber & Intelligence 
  


• Received orders exceeding $100m (£76m) to provide logistics sustainment support to US Air Force Space 
Command 


• Awarded $437m (£330m) task order to provide open source support to US Army and Army Intelligence & 
Security Command approved partners 


• Technology offerings further developed and the business achieved four Amazon Web Services 
designations, recognising our technical proficiency and operational excellence 


• Divestment of the Silversky business and exit from the UK-based Managed Security Services business in 
progress at year-end. Restructuring charge of £20m recognised in the year 


• Strong order intake and revenue growth in the Government business unit 
  
Guidance for 2020 
Whilst the Group is subject to geopolitical uncertainties, the following guidance is provided on current expected 
operational performance. 
  
Impacts from the proposed acquisitions announced in January of the Collins Aerospace Military Global Positioning 
business and Raytheon’s Airborne Tactical Radios business are not included in the following guidance. 
  
Group guidance 
For the year ending 31 December 2020, the Group’s underlying earnings per share is expected to grow by mid-single 
digit percentage compared to the full-year underlying earnings per share in 2019 of 45.8p, assuming a $1.30 to 
sterling exchange rate. 
  
The guidance is based on the measures used to monitor the underlying financial performance of the Group. 
Reconciliations from these measures to the financial performance measures defined in International Financial 
Reporting Standards for 2019 are provided on pages 14 to 16. 
  
https://www.baesystems.com/en/article/2019-full-year-results 
 


# Acquisdata is proud to be hosting a league on Estimize. Want the opportunity to win free 
subscriptions? Then join the Acquisdata Media and Telecommunications League at: 


https://www.estimize.com/leagues/acquisdata-media-and-telecommunications # 
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COMPANY PROFILE 
 
BAE SYSTEMS (LSE: BA) 
 
BAE Systems is a global defence, aerospace and security company employing around 88,200 people worldwide in 
Australia, India, Saudi Arabia, UK and USA.. Products and services cover air, land and naval forces, as well as 
advanced electronics, security, information technology, and support services. 
 
www.baesystems.com 
 


# Acquisdata: Up to date business intelligence reports covering developments in the world’s 
fastest growing industries www.acquisdata.com # 


 
# Reportal: a vast archive of corporate documents from listed companies around the world 


www.reportaldata.com # 
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COMPETITORS 
 
Rolls-Royce (LSE: RR) 
 
Rolls-Royce Holdings plc is a British multinational public holding company that through its subsidiaries, designs, 
manufactures and distributes power systems. For more than a hundred years Rolls-Royce has provided power for 
aircraft, ships and land applications. Rolls-Royce is best known for its aero engines but it produces also low–emission 
power systems for ships, power systems for a wide array of land vehicles: ranging from trains to combine harvesters, 
and builds engines which can generate electricity. Approximately half of Rolls-Royce’s revenues come from servicing 
power systems. 
 
http://www.rolls-royce.com/ 
 
Babcock International Group (LSE: BAB) 
 
Babcock is a leading engineering support services organisation with revenue of over £3.5bn in 2014 and an order 
book of circa £12 billion. Babcock specializes in defence, energy, telecommunications, transport and education. 
Babcock employs approximately 26,000 skilled staff workers who design, build, manage, operate and maintain assets 
that are vital to the delivery of many key public services, both in the UK and overseas.  
 
http://www.babcockinternational.com/ 
 
SERCO (LSE: SRP) 
 
SERCO’s customers are national and local governments and leading companies. SERCO has more than 50 years' 
experience operating in the areas of transport, employment, healthcare, protecting borders and supporting the armed 
forces. 
 
http://www.serco.com/ 
 
Cobham (LSE: COB) 
 
Cobham operates in the commercial, defence and security markets. Cobham has market leading positions in air-to-
air refuelling; aviation services; audio, video and data communications, including satellite communications; defence 
electronics; life support and mission equipment. Cobham has three divisions specialising in the provision of 
components, subsystems, safety services, and communications. Cobham has developed world leading positions in 
areas such as air-to-air refuelling, crew oxygen supply and vehicle intercom systems. 
 
Cobham Defence Systems provides critical technology for network centric and intelligence operations, moving 
information around the digital battlefield with customised and off-the-shelf solutions for people and systems to 
communicate on land, sea and air. Cobham radar products, specialist antennas and microwave subsystems play 
critical roles in many of the world's major defence systems and platforms, including the Aegis radar system, F-35 
Lightning II Joint Strike Fighter and Standard Missile. 
 
http://www.cobham.com/ 
 
QinetiQ (LSE: QQ) 
 
QinetiQ was formed in July 2001, when the Ministry of Defence (MOD) split its Defence Evaluation and Research 
Agency (DERA) in two. The smaller portion of DERA, was rebranded Dstl (Defence Science & Technology 
Laboratory) and remains part of the MOD. The larger part of DERA, including most of the non-nuclear testing and 
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evaluation establishments, was renamed QinetiQ and prepared for privatisation. QinetiQ  became a public private 
partnership in 2002 with the purchase of a stake by US-based private equity company the Carlyle Group. 
 
http://www.qinetiq.com/about-us/our-history/Pages/default.aspx 
 
Chemring Group (LSE: CHG) 
 
Chemring is a market leading manufacturing business supplying high technology electronics and energetic products 
to over 60 countries around the world. 
• Countermeasures – protecting aircraft, ships and land platforms against guided missile threats 
• Sensors and Electronics – equipment to detect, disable and defeat the threats posed by either concealed IEDs 


(improvised explosive devices) unexploded ordnance, electronic warfare, and chemical and biological threats 
• Energetic Systems – military pyrotechnics and a range of high reliability energetic components for aircraft, 


missiles and space 
 


http://www.chemring.co.uk/about-chemring/at-glance.aspx 
 
Meggitt (LSE: MGGT) 
 
Headquartered in the UK, Meggitt PLC is a global engineering group specialising in extreme environment 
components and smart sub-systems for aerospace, defence and energy markets. Some 10,000 people are employed 
across manufacturing facilities in Asia, Europe and North America and regional bases in Brazil, India and the Middle 
East. 
 
http://www.meggitt.com/about-us 
 
GKN (LSE: GKN) 
 
Approximately 50,000 people work in GKN companies and joint ventures in more than 30 countries. We harness our 
considerable technology and manufacturing resources to supply the highest quality systems, structures, components 
and services. 
 
http://www.gkn.com/aboutus/Pages/default.aspx 
 
Ultra Electronics (LSE: ULE) 
 
Ultra Electronics is a group of businesses which manages a portfolio of specialist capabilities, generating highly-
differentiated solutions and products in the DEFENCE & AEROSPACE, SECURITY & CYBER, TRANSPORT and 
ENERGY markets, by applying electronic and software technologies in demanding and critical environments to meet 
customer needs. 
 
http://www.ultra-electronics.com/about-us/group-overview.aspx 
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THE INDUSTRY 
 
UK Defence: Building a Prosperous Future Through Innovation and Exports #ADSfacts – 16/5/2019 
 


 
 
This week ADS launched our Facts & Figures for 2019. This annual release covers the headline numbers that 
demonstrate the health, vitality, and importance of our sectors to the UK economy. 
 
Turnover in the UK defence sector remains strong, increasing from £22.1bn in 2017 to £22.7bn in 2018; overall the 
sector has enjoyed turnover growth of 6% since 2010. The UK defence industry has proven itself to be a stable, 
innovative, and highly productive market; delivering world-class capabilities such as the world-leading Queen 
Elizabeth class carriers. 
 
The UK continues to be the second largest defence exporter in the world, helping to deliver equipment and services 
not only to our own armed forces but to our allies and partners across the globe. In 2017 the UK received £9bn in 
export orders and held an estimated 13% market share in global defence exports; with platforms such as Typhoon 
continuing to be an important contributor. Looking ahead to the future of Combat Air, the UK will want to build from 
the success of Typhoon and create an internationally attractive capability with best in class technology and support. 
In order to achieve this goal the sector will need to attract and retain new skills and talent. There are over 4,400 
apprentices in companies of all sizes across Defence, this is a figure that continues to grow year on year. Defence 
companies offer a range of challenging opportunities in areas from electronics and mechanical engineering to 
astrophysics. At £35,000 pa. the average annual earnings within the sector are 18% higher than the national average. 
The opportunity to work on world-class projects with some of the most demanding engineering and digital challenges 
available today makes UK Defence a sector to aspire to join. 
 
As the Dunne Review on prosperity demonstrated Defence (both Government and Industry) is present right across 
the UK; from industrial presence in major cities such as Bristol and Manchester to RAF bases in the remotest parts of 
the Highlands and Islands. Regional and national investment is an important factor in Defence’s contribution to 
national prosperity; the Defence Technology Exploitation Programme (DTEP) is a joint programme supported by 
Invest Northern Ireland and the Department for Business, Energy, and Industrial Strategy (BEIS). DTEP will be worth 
an expected £1.2m in research and development investment to Northern Ireland. 
 
A critical part of this future picture is the Defence Growth Partnership (DGP), an collaborative initiative between 
Government and Industry which looks to coordinate capability exploration between customer and supplier, as well as 
maximising the UK’s export potential. The DGP is also reaching into the supply chain to support companies with an 
‘Improvement Framework’; an important feature of improving productivity and competitiveness for UK companies. 
 
Source: ADS 
https://www.adsgroup.org.uk/blog/adsfacts/uk-defence-building-a-prosperous-future-through-innovation-and-exports-
adsfacts/ 
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Facts & Figures 2019 – 14/5/2019 
 
The UK’s Aerospace, Defence, Security and Space industries make a significant and valuable contribution to 
economic prosperity and national security. 
 
The 2019 ADS Industry Facts and Figures guide shows the extent to which companies in our sectors serve as the 
industrial backbone of the UK – delivering the well-paid jobs and high-tech exports we need to secure a prosperous 
future. 
 
In 2019, the UK  aerospace, defence, security and space sectors’ contribution to the UK was: 
  


 
  
As the national trade association for the UK’s aerospace, defence, security and space sectors, ADS works to promote 
and support their interests both at home and abroad. Spanning the length and breadth of the UK, ADS has more than 
1,000 member companies which includes over 950 SMEs. 
 
Working in partnership with the government, our members are investing in innovation, skills and supply chains 
throughout the UK in order to generate country-wide growth, boost productivity and strengthen our competitive 
advantage in fast-growing global markets. 
 
UK AEROSPACE SECTOR 
 
The UK’s aerospace sector is world-leading, generating well-paid jobs, high-tech exports and sustainable growth 
across the country. 
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UK DEFENCE SECTOR 
 
The UK is the second largest defence exporter in the world, which helps deliver the equipment and services our 
armed forces and security services need to safeguard national security. 
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UK SECURITY & RESILIENCE SECTOR 
 
The UK’s security and resilience sector provides solutions to the challenges we all face today, from cyber security to 
products and services which address the threats of terrorism and all other aspects of national security. 
 


 
 
UK SPACE SECTOR 
 
The UK’s space sector is at the cutting edge of exploring the universe and connecting people to the world around 
them. 
 


 
 
 
Source: ADS 
https://www.adsgroup.org.uk/facts/facts-figures-2019/ 
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# Acquisdata: Up to date business intelligence reports covering developments in the world’s 


fastest growing industries www.acquisdata.com # 
 


# Reportal: a vast archive of corporate documents from listed companies around the world 
www.reportaldata.com # 
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