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Ian King wants to transform the way the world’s third-biggest defence company does business
ON JUNE 27th last year, just six weeks after Mike Turner, the chief executive of BAE Systems, had been detained on arrival in America in connection with corruption allegations, Ian King was announced as his successor. Mr Turner and another of the firm’s directors were not held for long, and many felt that the Department of Justice, which seized their laptops and BlackBerrys, had acted heavy-handedly. But the incident, which stemmed from a long-running investigation into claims that BAE had lubricated the £43 billion ($70 billion) “al-Yamamah” arms deal with Saudi Arabia with bribes to government officials and members of the royal family, was yet another embarrassment for the world’s third-biggest defence company.
In some ways Mr King’s appointment was a surprise. Dick Olver, BAE’s chairman since 2004, has been on a mission to restore the reputation of a firm that has all too often found itself at the centre of corruption allegations. In 2007 he took the extraordinary step of asking a former Lord Chief Justice, Lord Woolf, to lead an independent inquiry into BAE’s ethical standards. After he pushed Mr Turner into early retirement, it was assumed that Mr Olver would make a clean break with the past by choosing an outsider to carry forward his crusade. Indeed, several Americans were considered for the job (America is the British firm’s biggest market). So when Mr King, the only internal candidate, got the nod, some suspected that the British government had used its “golden share” to veto the appointment of a foreigner. 
BAE executives deny that happened, but the government must have been relieved that the country’s dominant defence contractor would be run by someone it knew well. Mr King began his career in 1976 as a trainee accountant with Marconi, a defence-electronics subsidiary of Arnold Weinstock’s GEC, Britain’s biggest industrial conglomerate. In the late 1990s a wave of consolidation hit the defence industry on both sides of the Atlantic and Marconi Electronic Systems, as it had become, was taken over by British Aerospace to form BAE Systems.
John Weston, the abrasive boss of British Aerospace asked Mr King, who had been finance director at Marconi for several years, to handle strategy for the merged firm. A number of operational roles followed, which ultimately left Mr King running most of the business outside America. Mr King’s background at Marconi may well have counted in his favour when it came to appointing a new chief executive. British Aerospace, which did the first al-Yamamah deal in 1985, had a buccaneering culture very different from that of GEC, where, says Mr King, Lord Weinstock always demanded the highest standards of commercial behaviour.
After nearly a decade of steadily growing profits and armed with a strong balance-sheet, BAE is in many ways in good shape. But the next few years are likely to be more testing. With the exception of Saudi Arabia, where the firm has recently completed another multi-year deal to sell and maintain fighter aircraft, BAE’s major customers are pulling in their horns. Spiralling government debt in America and Britain means that “wars of choice” are no longer affordable and the search is on for cuts in big procurement programmes. The review recently undertaken by Robert Gates, America’s defence secretary, resulted in the cancellation of part of the Future Combat Systems programme, a big army-modernisation project for which BAE is a prominent contractor. In Britain, cuts to an already overstretched defence budget are only being postponed until after next year’s election. 
Mr King appears unfazed. BAE is less dependent on big “platform” sales than it used to be and now sees itself as a provider of “through-life support” for complex systems, much like the aero-engine industry. He also believes that BAE’s strength in army equipment, particularly armoured and mine-resistant vehicles, stands it in good stead for what he calls the “current fight” in places such as Afghanistan. It is all business as usual for an experienced operator like Mr King. What is not, however, is the company’s effort to transform the way in which it does business. BAE admits to no wrongdoing over al-Yamamah, which was primarily a deal between governments, it says, nor over any of the other deals that are still under scrutiny (in 2007, the British government said BAE contracts in six countries were being investigated by the Serious Fraud Office). But BAE has promised not just to implement the 23 recommendations made by Lord Woolf in his report, but also to “embed” his ideas in its culture. To that end, Mr King has embarked on a huge training programme to inform all 97,000 BAE employees worldwide of their ethical responsibilities.
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Mr King says he wants staff to be able to raise ethical issues in the same way they would an engineering problem—something to be discussed openly. Earlier this year BAE sent a 64-page code of conduct to each of its workers, with detailed advice on how to behave in every situation. With the booklet came a small card, to be carried at all times, with a list of toll-free numbers for the firm’s “ethics helpline”. 
It is easy to scoff at the idea of an arms firm preaching ethics, particularly one that is still making money from deals concluded before its squeaky-clean rules were put in place. Nor is an industry veteran, such as Mr King, an obvious new broom. But he has all the fervour of a true convert. “You have to believe in it,” he says. “It’s a journey you personally have to make.” Helpfully, a significant part of his own remuneration is, he says, linked to making BAE “a benchmark” for responsible behaviour in the industry. Shareholders, he claims, are supportive. They have accepted that it is better to lose business in some parts of the world than to expose BAE to reputational risk. As for the Saudis, Mr King says that they too now want to do things differently. And if a rival firm were to offer to do business with them in the “traditional” way? “Then the Saudis will have to make their choice,” he says.
