A Bright New Future for GEC

» proposed merger of our Marconi defence business with British Aerospace
to create a new force in the global defence industry

* proposed creation of a major communications and technology company with a
strong balance sheet to fund growth
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We have agreed, in principle, to form
a new global aerospace and defence
company by merging Marconi
Electronic Systems, our world class
defence electronics business, with
British Aerospace.

GEC shareholders will own shares
directly in two FTSE 100 London listed
companies:

- 36.7%* ownership in a world leading
aerospace and defence company, New BAe.

- 100% ownership of New GEC, a major
communications and technology company
with sales and profits™ of £3.7 billion and
£521 million respectively for the year to
31 March 1998.***

GEC shareholders will also receive:

- loan stock issued by New BAe which will pay
£440 million of principal and interest over four
years in equal annual instalments.

* On a fully diluted basis
** Before interest and tax
“**Unaudited pro forma figures
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January 1999

Dear Stakeholder,

We have agreed, in principle, to merge our defence electronics business, Marconi
Electronic Systems, with British Aerospace.

This agreement follows an extensive review of our strategic options with a range of
potential partners. The Board of GEC concluded that in the long run the Marconi
defence business would be better positioned as part of a larger, combined defence and
aerospace business. Also, moving early to lead in the consolidation of Europe’s
aerospace and defence industries would offer the potential to create more value for our
shareholders. We believe Marconi Electronic Systems is a world class business in its
own right. Combined with BAe, the new company will be a global aerospace and
defence company. Upon completion, our shareholders will cwn, en a fully diluted basis,
36.7% of New BAe, an exciting new company.

The newly focused GEC will be a major communications and technology company. It
will be well placed to grow its communications and technology businesses and will have
a strong balance sheet to fund both organic growth and acquisitions. GEC businesses
already have a range of enviable positions in growing markets and a proven management
team with an entrepreneurial approach to create further shareholder value.

This decision takes GEC into an exciting new future - one which we believe will benefit
employees, customers and shareholders alike. The agreement reached at this stage is

subject to a number of conditions and approvals, and will therefore take some time to

complete. | shall keep you informed of progress.

Yours sincerely,

/

Lord Simpson
Chief Executive




Marconi Electronic Systems - a world class

business, combined with BAe will create Europe’s

leading aerospace and defence company.

Marconi Electronic Systems is a
world class defence electronics
business. Marconi Electronic
Systems:

« has leading positions in avienics, marine and underwater

systems

« invests over £700 million each year developing new
technologies and IT

« employs 55,000 people around the world and recruits more
science graduates than any other British company

- operates around 20 research and development sites in eight
countries, with sales representatives in over 100 countries

» has joint venture partnerships in Alenia Marconi Systems,
Thomson Marconi Sonar and Matra Marconi Space

« achieved pro forma unaudited sales and earnings before
interest, goodwill amortisation, exceptional items and tax of
£3.8 billion and £410 million respectively for the year to
31 March 1998

Merging Marconi Electronics
Systems with BAe to create New
BAe:

» represents a major step in the consolidation of the European
aerospace and defence industries

« pravides the cornerstone for further consolidation with the
prospect of creating additional value for shareholders

» provides the ability to maximise new technology opportunities
as a result of the combination of the technological capabilities
of Marconi Electronic Systems and BAe

Strong Management:

New BAe will be managed by its proven team: Sir Richard Evans,
Chairman, John Weston, Chief Executive and George Rose,
Finance Director. The Board of British Aerospace will be joined
by Michael Lester, Peter Gershon and Sir Charles Masefield
from the Board of GEC.
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The merger of Marconi Electronic
Systems and BAe will provide the
following major benefits:

«enhances New BAe's defence systems capability

« broadens New BAe’s customer base and enhances the quality
of its earnings

« brings further scale and enhanced technological capability

» allows two of the UK’s principal exporters to pursue a unified
approach in overseas markets, thereby enhancing New BAe's
potential export opportunities

= allows New BAe to use more efficiently its engineering
resources and research and development expenditure



GEC - a major communications and
technology business run by a proven

management team.

A major player

GEC will be a major high technelogy company focused on
communications and technology with enviable market
positions and good growth prospects.

GEC will focus on aggressively pursuing the signifieant organic
growth petential of its businesses and enhancing this potential
with acquisitions in its expanding markets.

Those businesses that have lower technology bases and are
positioned in lower growth markets will be managed for value
in a separate part of the business, GEC Capital,

A proven management team
Sir Reger Hurn, Chairman

Lerd Simpsen, Chief Executive

John Maye, Finance Director
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Marconi Communications

+ a leading world-wide cempetitor in advanced communications
transmission technology

«at the leading edge of new product development

Strongly positioned in
markets with good

« growth prospects
* e
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» a leading force in smart broad band systems and systems integration

Marconi Systems
Operating in three key areas

* Medical information technology:
Picker, medical imaging systems

« Autematic data capture;
Videojet

+ Commerce systems:
Gilbareco

GEC Capital

Managing for value

» Avery Berkel

= Woods

* GDA (50%)

= Major investments - 24% stake in Alstom



Shareholders
GEC shareholders will own shares directly in two
FTSE 100 London listed companies:

0 million of principal and interest over ;fcur ygar_s in

annual instalments.

inlng details of the proposed transactions will

mean for:

Empleyees

exist g amployees hose existing employment rights will be
fully sz rded. Until the merger is completed, Marconi

Cust'ame-rs

competitors and an important part of the UK’s industrial base.
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And for your Questions...

If you are a GEC shareholder
call our Hotline on

0800 216 985

For further information on
GEC and BAe visit the websites at

http://www.gec.com and
http://www.bae.co.uk

The contents of this document have been approved for the
purposes of section 57 of the Financial Services Act 1986 by
Warburg Dillon Read, the investment banking division of UBS
AG, and Morgan Stanley & Co. Limited. Warburg Dillon Read
and Morgan Stanley & Co. Limited, which are regulated in the
UK by The Securities and Futures Authority Limited, are acting
for GEC in connection with the proposed transactions
described in this decument and for no-one else and will not be
responsible to anyone other than GEC for providing the
protections afforded to customers of Warburg Dillon Read and
Morgan Stanley & Co. Limited nor for providing advice in
relation to such transactions.

Designed and Produced by Merchant with Spinner
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