
Partnerships H:\C 10' carrving out several suc

<c"tul partnerships w1th Ravtheon that were

cl1\l'rl'J 111to pnor to the proposed merger.

hn- example. in 1\)l)6 a HAC-Raytheon team

\\(Ill ,l kev stud\ phase contract for the LS.

\rnw s Aerostat program. an over·the-honzon

surveIllance effort usmg hlgh-altltude sensor

technology.

:\nd in Norway. HAC and Raytheon have

teamed with Kongsberg Gruppen. A5A. to incor

porate HAC's Advanced Medium Range Air-to

Air Missile (AMRA.AM). along with the Hawk

missile. in a new air defense system that will

allow a single finng unit w launch either missile.

[f the HAC-Raytheon merger occurs as

expected, there will be many more opportunities

for integrating the two companies' parallel oper

ations. which should give the new company a

considerable advantage m the marketplace

Fielding Advanced Technologies at low Cost

Today, crucial weapons and protective sys

tems - aboard tanks, planes and ships and in

the hands of soldiers themselves - must be

made smarter by integrating next-generation

electronics technologies. yet must be produced

using low-cost manufacturing approaches.

HAC excels at this.

In the United States. HAC is leading a team

carrying out the Land Vv'arrior'" contract to

equip soldiers with an integrated system of 40

state-of-the-art components. The US. Army

plans to order 34,000 units, and interest from

US. allies is strong. The global market poten

tial for revenue is in the billions of dollars.

To deliver the kind of value Land Warrior

represents, and to achieve life-cycle cost con

tainment in its programs, HAC is pursuing a

multi-faceted approach.

Acquisition reform is one way. For the US.

Army's Fire Support Combined Arms Tactical

Trainer (FSCATT) program, acquisition reform is

helping HAC cut substantial time and cost during

development, thereby lowering contract costs.

Other keys to HAC's ability to lovver total life

cycle costs include: using today's most advanced

electronics to achieve ten-fold improvements in

performance-w-cost ratios; adopting commer

cial off-the-shelf technologies and common

processes; leveraging all of these to build in

high reliability from the start: and offering mili

tary customers up-front warranties on new sys

tems, plus lifetime service contracts

Innovative ways such as these to cut costs

can be applied at every stage of building a

weapons system. In a shrinking market driven

by value, only companies that are able to

conSistently deliver on promises to be a low

cost manufacturer will succeed.

Winning Domestic Contracts

Civil Aviation Expansion. Two major recent

contract wins reinforce HAC's position as a

Significant participant in the aIr traffic control

marketplace: a $483 million Federal Aviation

Administration (FAA) award for improving the

capability of the Global POSitioning System to

support navigation and landings; and an award

of up to $1 billion, jointly won with

HAC IS a leading deSIgner a.nd

manufacturer ot military

tactical communications.

electronIc combat and command

and control products.

HUGHES
A1ICllfT

land Warrior IS the us Army's

first Integrated fighting and

support system tor soldiers.

HAC is the systems Integrator

for this new product hne. whIch

has 40 components.
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The Hughes IntegratEd

Synthetic Aperture Radar IS a

system employing military

reconnaissance technology that

helps non-military agencies

with such surveillance activities

as monitoring the environment

and catching smugglers

(OppoSIte Pagel

HAC's Advanced Oceanic

Automation System for the

Federal AViatIon Administration

will provide direct controller-to

pilot data-lInk communIcations.

automatlc position reporting

and reglon.ta-reglon flight

Information communICations.

The Unit Training Device is a

cost-effective way for the U.S.

Air Force to prOVide continumg

combat trainmg. HAC is the

second largest traming and

SImulation systems provider in

the world

Rayth<:o!1, to prnvllk

HAC\; TrJcVl<:w ,m lLlf

he control ,t,ltions ~IS ,I

backup to FAA and

D<:panment (If" DdL:l1se ,m

traffic control terminals.

Core Market Contracts. Last year. HAC won

numerous contracts from military customers

1[1 Its traditIonal core markets, including more

than $700 million lr1 awards to build AMRAAM

missiles tor the US. Air Force and u.s. Navy,

and Tomahawk and Standard Missiles for the

u.s Navy. HAC also won the engineering and

manufacturing de\'e!opment contract for the

A[M-9X missile. The initial A[M-9X contract is

for $169 mtllion, but the potential value of the

program in sales to the u.s. Navy and Air

Ill'xt I \\l! dC':dJes IS S) billtoll

:\\1othn kn dl!1tLICt \\'ct> H:\C', !1wrl' ::\,111

S2(1) rntllJ()ll sh,lIT III .1 Sh.+ 1 mtlllllll ,1\\,1rc~ t,)

rhl'\\illhLtk :\lli,ll1L'l' til dcsigll COr1>lrliCt ,md

support thl' L'S ~,\\\ , ncxt gl'nnatH)l1 i.':

,1mphlblollS ships .\s systcms intcgr,llol". H.\C

will be re,po!1slblc till' electrO!1lc' ,VStl'[11S ,\'n

thc -+(J-\TcH ltfe cvcle of each ship Be,..IUSL' 'If

the ovct\\'hdIl11I1g Importance of dCdron:~s [lJ

the operation and defense of modern high

technology warshIps. this project points t:c~

way for HAC to take a leading role in future

shipbuilding programs and retrofits of ex;,ung

ships with the latest electronics.

Opening New Markets. Billions of dollar:, m

business to perform military overhauL repdlr

and mamtenance work previously exclusi\eh'

done by government-run depots and termInals

is being opened to industry. HAC IS in the ,-ore

front of companies winning these "privatiza

tion' contracts. Last year. it won the large:'t

such contract so far, an award with a potencial

value of $1.3 billion over five years te,r

privatizing the Naval Air Warfare Center I,:

Indianapolis.

[n the growing U.S. government market t'or

desktop computers. workstations and mforma-

I
I
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The following table sets forth selected pro forma data for the Aerospace and Defense Systems segment.

• The summary eXCludes purchase accounting adiustments related to GM's acquIsition of Hughes Aircraft Company
Certam amounts for 1995 have been reclassified to conform With 1996 claSSifications

(1) Net Sales less Total Costs and Expenses other than Interest Expense.
(2) Operating Profit as a percentage of Net Sales.

tion systems technology, HAC won three major

contracts that could have combined revenues of

$Z billion over their Iifetlmes HAC IS one of two

firms chosen to supply the US. Air Force wlth

.lpproximately 3i.OOO workstations over five

years at a total pnce of more than 5950 million.

~llong with $924 million worth of desktop com

puters The U.S Patent and Trademark Office

selected HAC to provide up to $171 million

worth of computers and peripheral equipment.

Winning Internationally

International new orders grew to $1.8 billion

in 1996. led by several major contracts: $224

million from Norway for AMRAAM missiles,

jointly for HAC and Raytheon; $262 million

from the u.s, Air Force for operations, mainte

nance and training for Saudi Arabia's Peace

Shield air defense system (which Hughes

designed and built); $219 million in TOW mis

sile awards from ten countries; and $126 mil

lion from CM's Z2-nation European dealership

network for training support in 17 languages,

A Joint venture of HAC and Raytheon and

several European companies has been awarded

an $80 million contract related to the initial

project definition stage of MEADS, the

~- Medium Extended Air Defense System.

(Amounts in millions. except percentages)

Revenues

Revenues as a percentage of Hughes Revenues

Net Sales

Operating Profit (1)

Operating Profit Margin (2)

Identifiable Assets at Year-End

Depreciation and Amortization

Capital Expenditures

MEADS is to be available bv

zoos for use by US. German

and Italian milit.lry units

Merging HAC with Raytheon

Assummg that HACs

strengths are combineJ wah

those of Raytheon later this

year, the merger of the two

companies will create a world

leader in defense electronics.

In the defense electronics sec

tor alone, the new company

would report 1996 pro forma combined revenues

of $13 billion and a backlog of S18 billion. Its

lZ7,000 employees and across-the-board excel

lence in a broad range of programs and tech

nologies will make it a potent competitor to the

giant combinations - like Lockheed \Ianin and

Boeing - that have emerged from the defense

industry's continuing consolidation.

Years Ended December 31"

1996 1995 1994

$6.338.4 $ 5.945.4 $ 6.023.6

39.8% 40.2% 42.7%

$6.3315 $ 5.899.7 $ 6.007.3

694.7 688.0 663.6

11,0% 11.7% 11.0%

$5.296,9 $ 5.369.7 $ 4.262.4

157.6 132,0 158.5

171.1 109.8 1595

Information
Systems
30%

Weapons
Systems
34%

Sensors &
Communications
Systems
35%

Defen$e
SY'items
1',

Percentage of
1996 Revenues by

Business Unit

e··..
~

Percentage of

Hughes Revenues
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Hughes· HS 702 mode! satellite will be

the first spacecrah to be earned on 5eJ

launch, left, which will send rockets

to space from a platform In the PacifIC

Ocean beglnOlng In 1998. At Hughes

Mission Control Center, above

controllers monitor a satellite dunng

its ride mto space. maneuver It Into

proper orbit. and thoroughly test it

before turning It over to the customer

Hughes' pioneering technologies have broad

ened the scope of satellite-based telecommuni

cations, For HSC, the expanding market is

bringing greater opportunities - and more com

petition. The company is meeting this challenge

with these main strategies: maintaining its num

ber one position in commercial satellite manu

facturing; and increasing both its US.

government and international customer bases.

Maintaining Leadership in Satellite Manufacturing

Maintaining leadership means being the low

cost manufacturer; delivering spacecraft to

meet customers' schedules; producing reliable

satellites employing advanced technology: and

assuring the availability of launch facilities.

Reducing Costs and Cycle Times. HSC deliv

ered 11 satellites in 1996 and expects to deliver

24 more over the next two years. At year-end.

its backlog stood at 37 satellites. To meet

strong demand and also to lower costs, HSC

has made its manufacturing facility more effi

,.A. cient. Since 1992, it has

_ increased productivity

by 47 percent.

These gains have helped HSC reduce cycle

time by 30 percent over five years. Basic mod

els of the HS 376 and HS 601 spacecraft now

can be delivered in two years or less. In 1996,

to meet customers' tight schedules, HSC deliv-

-------------_._--._------
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creJ two HS 376 satellites within 14 months of

hemg ordered.

Rdiability Record/Technology Development.

By e<lr\v 1997. HSC had reached a new mile

stone' of the 120 commercial communications

sp<lcccraft it has launched m the past 32 years.

6~ <lrc still in servICe - and these have accrued

.,;,() years in operation Its nearest competitors'

tleets each have accumulated on1\' about a thIrd

as many years. In addition. more than 80 per

cent of the satellites have exceeded mlSSlon hfe

by at least 10 percent.

Hughes also is a spacecraft technology

leader. Its continuing investment in technology

development is dramatically improving the

capabilities of satellite-based communicatIOns

systems. For example. advanced solar technol

ogy. including new gallium arsenide solar cells

developed by a Hughes subsidiary, will enable

HSCs next-generation HS 702 satellite to have

double the power of existing satellites. Another

key Hughes technology is a digital processor

that will operate as a "switchboard in the sky"

for the wireless communications of future

satellite-based systems.

Global Launch Commitments. To increase com

petitiveness, HSC must be able to offer cus

tomers launch options. HSC has been at the

forefront in negotiating advance bookings for

multiple launches. These commitments have

helped increase competition in the launch indus

try. which is expected to result in more availabil

ity. greater reliability, lower costs. and the

capability to launch larger satellites.

By early 1997, HSC had secured more than 40

future launch vehicles to be provided by com

panies in the United States, Japan, Kazakhstan

and elsewhere.

Increasing U.S. Government and International Business

HSC has built numerous satellites for the

Department of Defense and other agencies of

the U.S. government. These customers represent

about 50 percent of the company's business

Seven ultra-high-frequency (UHF; CUll1l11Ulll

cations satellites have been built for the L.S

Navy. and three more are under construction.

each incorporatmg a global broadcastll1g pay

load denved from Hughes' DIRECT\' technol

ogy. And three satellites being built for the

National Aeronautics and Space Admimstration

will enable it to communicate with the space

shuttle and other spacecraft in low-earth orbit.

[n 1996, HSC established a new unit. Hughes

Government Services. that will help govern

ment customers acquire satellite services from

various operators of commercial systems. Its

goal will be to tailor end-to-end communica

tions solutions matching each government cus

tomer's unique requirements.

International contracts represent approxi

mately three-fourths of HSC's total commercial

satellite business. In 1996, HSC signed contracts

with companies based in Southeast

Asia, Japan, Asia-Pacific, Mexico

and Europe.

HSC maintains its number one

position in commercial communi

cations satellites by being the low

cOSt provider of spacecraft designs

that meet the diverse needs of

customers around the world. The

company is using its strengths 

efficient production, on-time

delivery, performance reliability

and superior technology - to

continue to win substantial

shares of international and

U.S. government business

in a competitive but

growing marketplace.

The HS 702 satellite model

will prOVide more than double

the power and nearly tWice

the capacity ot el«(strng body·

stat.nized satelhtes

Its on-board procesSing

capability will allow the

satellite to help reconf1gure

rts own power. band\o,ndth <Ind

broadcast patterns. to meet

cU'ltomer<;" expandIng needs

HUGHES
SPACE. COMMUNICAnONS

Shown during constructIon IS

APSTAR 1A, an HS 376 spinning

spacecraft model that was

launched in mid-1996 and is

now providing general

communications servIces in ASIa.
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tran<,Ter hies "muit,H1ecusly to multiple 'lItes In(~ rl,,'I,'nload Mge

'ioftware (q video flies n seconds ',0 de~,k·top COI-l~utPr'

H~S lS achlevmg double~diglt ,1Illlual revenue

growth by proViding mnovative tc)ecommUnld

nons products, systems and servIces in 60 coun

tries. HNS' strategies are to mcrease revenues

trom services; build sales in core markets: and

expand its market-driven technology portfoho

Increasing Revenues from Services

HNS is pursuing its strategy of increasing

revenues from services by bUilding on Its man

ufacturing strengths. DirecPC is one such ser

vice. DirecPC is a satellite-based, high-data-rate

communications service that rapidly delivers

software, multimedia communications, video

and large documents from the Internet to per·

sonal computers. HNS is marketing the

DlrecPC service, and the eqUIpment it manu

factures, in North America. Europe and ASIa.

In the United States. CompUSA's retail stores

began offering the DirecPC equipment to con

sumers nationwide in early 1997.

A new telecommunications venture in India is

another potential source of service revenues

HNS and its local partners are pursuing govern

ment licenses to provide telephone service in

the states of Maharashtra and Karnataka. wah

a combined 130 million households. Each

state's telephone market size IS comparable to

that of a Regional Bell Operating Company ll1

the United States.
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Strengthening Leadership in Core Markets

HNS plOneered the development of satellite

hased VSAT networks, and the company has

main tamed its worldwide leadership position.

In rl1l' United States, the company solidified ltS

nLlrket share in 1996 WIth mstallations of new

or C\:panded VSAT business networks for Ford

Motor Company. Mobll 011 and other large

In countrll's .Hound the world.

These ,>y<;tt.'fTh ,Ut:' dlordable

Jlternatlv('s to Wlrellfle systems

which m,\',' [)., lln,lv.li1,lble.

overburd"IH'd or ,)ljtmoded In

on .1 w;,ll OJ wmdow

l'()mpames.

InternatIonally. HNS installed VSAT busmess

networks that can simultaneously handle data.

voice. fax and video services for customers in

49 countries during the year. [n additlon, the

company installed 45 VSAT vOIce service net

works in 17 emerging market countries.

Among these was a VSAT system that estab

lished China's first nationwide paging network.

Wireless EqUipment Market, HNS is a strong

competitor in emerging markets because.

unlike wire line equipment providers, it can

provide a fixed wireless telephone system

within months of signing a contract, and at a

very competitive cost. In 1996, the company

installed systems in Indonesia, the Czech

Republic, Malawi, Vietnam and Brazil.

Mobile Cellular Market. Mobile communica

tions is another prime market for HNS. An

emergmg high-potential segment in this market

is PCS. Because of HNS' two large equipment

supply agreements with NextWave Telecom, Inc.

and Indus, Inc., the company is well positioned

for future growth in PCS, which transmits an

improved quality of voice communications as

well as data to hand-held phones.

In May 1996, HNS completed its installation

of a new generation cellular infrastructure for

BellSouth's cellular system, which serves more

than one million subscribers, using HNS tech

nology that can operate in either analog or dig

Ital mode. The company has a valuable

ongoing supplier relationship with BellSouth.

Expanding the Technology Portfolio

HNS makes development of new market

driven technologies a top priority For example,

the company's IS-136 TOMA (time dinsion mul

tiple access) digital transmission voice technol

ogy offers superior quality, and also allows

cellular and pes operators to provide identical

features and seamless roaming between systems.

HNS was first to introduce the technology and

will supply it to Indus for its new pes service.

However, because customers are demanding

a complete spectrum of pes technologies from

suppliers, HNS is also licensing technology

from other companies in order to rapidly

expand its product portfolio. For example,

HNS will use COMA (code division multiple

access) digital technology in the products it

manufactures for NextWave's pes systems.

By follOWing its strategies of developing new

service businesses, strengthening leadership in

core markets and expanding its portfolio of

new technologies, HNS plans to remain a

leader in the telecommunications

industry.

HUGHES
NET\VORK SYSTEMS
~

HNS' own brand of DSS made ,ts

u.s. debut In 1996. and by year·

end. tne company nad already

snipped 170.000 Unlts_

Tne HNS system. ,ncludlng an

18·incn satellite disn. set-top

receiYlng unit and remote

control. receives programming

from DIRECTV.

---~---~_.~----------------_._._--- --~--------
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Hughes Galaxy's strategy ttl budd rt:\'enues

and maintain ItS strong nurgl11S IS t(lurl(lld: com·

pleting the PanAmS,lt 1l1nger: m,linta1l1111g L'S

leadership: achievl11g growth in International

markets; and oftcnng customers valuable new

satellite distributltln SCl'Vlces and 'lppllcatlons

Completing the Pan AmSat Merger

In September 1496, Hughes ,1Ilnounccd an

agreement to merge Galax\' WIth Pan;\mSat

Corpora non and form a new publiclv traded

company. PanAmSat's 1996 revenues were 5247

million, more than double the previous veal'. It

operates four satellites with 128 transponders

and serves all of the world's seven continents.

When the merger is completed, Hughes will

own 71.5% of the new company. The com·

bined firms will operate as PanAmSat

Corporation, and will own the world's largest.

most cost-efficient private sector commercial

satellite constellation. The company immedi

ately will have 14 satellites in operation oYer

the Atlantic, Pacific and Indian ocean regions.

offering customers one-stap-shopping for

global satellite communications services.

Maintaining U.S. Leadership

Expand Domestic Fleet. In 1996, two new

satellites were added to the Galaxy' fleer.

and an additional three are scheduled to be

launched by 1998 These current and future

satellites are targeted for support of

Hughes' direct-to-home (DTH) service to

Latin America and cable, news and

business distribution services in

the United States.

Customer Service. Last summer,

Hughes Galaxy began using a state

of-the-art operations center in Long

Beach, California. It enables opera

tors to cut in half the time reqUIred

to connect customers to Galaxy's sateI-

I

1
1

\

"'



HUGHES
COMMU:-;IC.\TIO:-;S_. -
GALAXY

At the Galaxy Network

Operations facility In Long

Beach, California, operators

provide custo~rs with

easy. fast access to Hughes'

salellile fleet.

The 10 satellites In Galaxys

fleet make It the leading

prOVider of cable and broadcast

television distributIon in the

U.S. market. Three large new

satellites are on order-

able to customers Thesl' Inc'll~je

rea]·nnw glob.1] ,'Oll1putl'r nct

l .. orktng. telclmagll1g. ,11S[,111<' t
learning. digital lihrmes. desk ,_

lOp videoconferencll1g ,mll i
tt'lccommutl!1g. ,mel hlgh,sIW,·.1

downloading from the lnternl'.

The commg generatlon of C\'er

more powerful sate lI11es. llkc the H'-;

702, will enable the new Pan.-\mSat to max

imize spectrum use and increase apphcations.

thus further boosting growth to busmesses of

all sizes, and even to individuals

By delivering on its strategIes to complete

the PanAmSat merger, maintam U.S. leader·

ship, build international sales. and continue

serving customers with high·\·alue applications.

Hughes Galaxy expects to continue to achieve

strong growth and profitability in the satellite

transmission service business.

Offering New Customer Services

The combined company's substantial num·

ber of orbital slots. including many in the new

Ka-band frequency, will allow it to expand the

wealth of communications services now avail·

Building International Sales

Even before the PanAmSat merger was

announced, Hughes Galaxy was pursuing inter

national growth. This effort was initiated with

the 1996 launch of Galaxy 3R, whose services

mclude the Latin American DTH market. By

the year 2000. Hughes expects to launch an

additional three satellites. which will provide

video. audio and data distribution services in

international markets.

However. Hughes Galaxy's efforts to build

global sales will be greatly accelerated once

the merger with PanAmSat is completed.

PanAmSat brings an established international

infrastructure, market access. additional

orbital slots, an excellent reputation around

the world, and a fleet covering 98 percent of

the world's population.

lItes The new center also faCIlitates round-the

clock customer support. and Its deSIgn wIll

dl-commodate future growth.

.\Jarketing Innovations. The company hds

pioneered the creatlon of satellite neighbor·

hoods. a powerful concept that adds to lts com·

petitlVe advantage. For example. selected

Galaxy satellites are cable teleVision neighbor

hoods. Each one concentrates a broad range of

cable programming on one satellite. thus

appealing to many cable TV operators and. in

turn. attracting business from additional cable

customers who desire wide distribution of

their programs. Hughes Galaxy also is extend

ing the concept of neighborhoods to TV

broadcasting, financial services and other cus

tomer categories.

HUGHES GAlAXY G
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DIRECTV 1S very popular with subscribers on

two continents already and is about to debut on

a third. Hughes is positioning DlRECTV (()

become the worldwide leader m the bur·

geoning satellite DTH busmess.

In the United States and Lat1l1

America, Hughes is marketing

. IRECTV aggressively to bUild ItS

bscriber base and is continuously

easing subscriber value with supe·

programming chOIces and unparal·

acustomer service. In Japan, the

any IS planning to use these strengths

w qUickly.

DlRECTV leads the U.S. market. and b\' earh

1997, the company was delivering over 1-5 video

and audio channels to more than 2.5 milhon sub·

scribers - a total that grows every day. To budd

its customer base, DIRECTV is delivering the

programming customers demand. expanding as



marketll1g and distrihutlon. ,md plannIng eXClt

11".: 111'11 datCi 'l'1"IIC(:,

I'n),l;nllllllllll.~ eli (1 i,'C.i.\;n t:rk .1 n ,'1)[1, U mer,

-il'm,lll,l nUlll tvP(' or l'I"I}<.:r,lmmin," Cine)

"\ll'lkl1t lalul' .It the same time DIRECT\' IS

ekll,nll1g both \Vhtll' uttenng 1'll'llel"S more

,[lOnS Clnd pCly-per-I'leYI' selection, than com,

p(tHors, DIRECTV contmues to expand Hs

programmmg line-up.

For example. in early 1997. DIRECT\' added

14 new channels, mcluding Tnnity Broadcasting

Network and Superstation \VGN - the twO chan

nels most requested by its customers..'\nother

dJfferentlator for DIRECTV customers is its

sports programming, which includes: NFL

Sunday Ticket''', NBA League Pass"l and MLB

Extra Innings"'. In addition, Galaxy
DIRECTV is developing its own Lc!tin
original programming, begin- AlnerlCa
ning with sports packages such as DIRECTV

Ringside"', an exclusive monthly boxing series.

IHarketing. In August 1996, DIRECTV intro

duced a $200 cash-back offer to new

customers who purchased any brand

of DSS equipment and a one-year

subscription to a Total Choice'" pro

gramming package. This campaign

made DSS equipment even more

affordable and further stimulated sales.

Broader Distribution. DIRECTV

has developed an unmatched net

work of licensed consumer electron

ics retailers who offer the DSS

equipment. In addition, consumer electronics

manufacturers including Hughes Network

Systems market 11 DSS brands, such as RCA,

Sony, Toshiba, Hitachi and Panasonic.

While single-family homeowners are the pri

mary market for DIRECTY, the company is

steadily developing other markets. In the multi

ple-dwelling-unit market, DlRECTV has already

Signed agreement, with 0) system operators.

I1lc\udl1l2: cl 01")\ .,,,. ,,; ,';lhk teln'lslc)!' ,er\"ln~s

:h,l: h,b ,'Jlllil' .. ·.l!:' 'n till' "-eY\ 'lurk C:tl' met-

;()P(,jltd!~ ,\1"1'.1 :;~ :hl' h"tl'~ :llMkl':, tr,c' Jlstrlhu

nOll Il[ DIRECT\ 1, ,lISO F:nm1l1::c. 111 ):'Jet

through ,111 JgreL'l~lel1t with On COIl1r:~,1l1d

\'ideo Corporatloll BI the end of 199",

01 RECT\' was .11' atlable 111 more than: 00.000

hotel and resort ~est rooms,

In the restauram, bar and mghtclub market,

DIRECTV had Signed nearly 9,000 establish

ments by year-end \996. And, to stimulate sales

in the offIce market, DIRECTV offers three

information and entertain

ment packages. To develop

the airline market, DIRECTV teamed with

Hughes-Avicom International, Inc. to demon

strate live DIRECTV broadcasts on selected

Delta Airlines flights_

New Services. In 1996, DIRECTV announced

an agreement with Microsoft Corporation for a

new PC-based home entertainment service that

will use the Microsoft Windows operating sys-

DIRECTV

Progra.mmmg tor DIRECT".!

In Latin Amenca IS beaTle:::l :.:

satellites from four broadcas:

centers located In the v~rted

States. MexICO, Brazil and

Venezuela. DIRECTV ore"

subscribers more than ~ 00

channel, of the be,t

mternational Video ana wdlc

programming. Soccer prograj'1:

are extremely popular.

The

~fSNEI"
."" Channel.

~•
---c:::Jr, I sun.......... ' jJfjJ~

SUfO""sr .. , 10/11
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DIRECTV_
J A PAN

In Japan. DIRECTV IS prepanng a

very competitive programming

line-up. On the roster are sports

espeCiaily baseball - and movies.

EJ) DIR~CTV

tern. Subscribers will be abk tu ,I,','l", 11llt ()Jll\'

,li1 ll! tl1l' DIRECT\' Illk,) f'I",~I.I;nI1'lilC: ','Ll

.1ls(J I\ltl'Lldl\<: ·l1u l tll1ll'l!l.1 .1I1ci .Llt i,[, 1,[,k,I'1

\Veh sites. nC\\ IllUllll1ledl,1 m;t.~,i!II1C' 1111.111

"Ial, nl'ws. \\T,l\her ,mel Spl In, llc'kns. ,Lit,]

cnhanccd tclt\',"un progLll1ll1l1l].~..ill,I,~,lInl'S,

DIRECTV IS lar.~ct!!1g the 1'!L);- hulld,l\ shop

ping season tel[ .111 mtruduct!(J!1 ut' these mn(Jva,

tlve services,

[n 1996, DlRECTV not only succeeded m

nearly doubling Its US. subscriber base but also

continued to recewe an extraordinarily high 95

percent programming satisfaction rating from

subscribers.

Latin America and the Caribbean

In mid-1996, DIRECTV became the first

DTH service in Latin America and the

Caribbean - a 22-nation region that has 90 mil-

lion television house

holds. Galaxy Latin

America (GLA) is a

partnership of Hughes

and leading communi

cations companies

based in Venezuela,

Brazil and MeXICO By

carly ]L)l)-. GL\ was prO\-ieling DIRECT\ [u

l'ight \.1t!ll \mLTIl,111 11 ,1t\ <)11' rq'IT"'11t111g 111< In'

than -II per,'c'ln ulthc' putl'lnl.]i 111.11';;"'[ (~I

<llYers ,tl1pnl\11l1,lt1'h -II \Iell'll ,'h.II1I11'I, ,mel ;'i

,lUJio ,'il,lI1llel> ot Illt1'rlLltlOn,li pnlgr.ll1ll1lmg \11

Ponug1'sc. Sp,lI1lsh ,lI1e! f:ngli,h

\Vilh the hunch ot CL\', l1e\t. I11Ur1' p1l\\crful

satellite' 111 {he I',dl ot 1'N;-. prugr,ll1ll11ll1g I'

cxpected to l'xpand to more thal1 \ l)(l \'Idell

channels. plus at least 40 ch,1I1llels ()f highh pop

ular pay -per'\lt\\· movies ,md sports

Japan

Within a year, a partnership of Hughes and

leading Japanese companies is expected to make

DlRECTV avaHable to japan's 44 million televi

sion homes, a market that has few Viewing

choices and is ripe for high-quality video and

audio offerings as well as data offerings.

DIRECTV Japan will offer up to 100 channels

of hot-ticket sports events, blockbuster movies,

popular japanese programming, and audio pro

gramming.

Many japanese consumers are already fami

lar with DIRECTV's reputation for broad pro

gramming choices and excellent value, and the

Hughes-led partnership is developmg an array

of customer-pleasing programs that should

assure a warm welcome for DIRECTV on yet

another contment.

Whether It is in the United States, Latll1

Amenca or japan.

DIRECTV intends to

aggressively grow its

subscriber base and

continuously increase

subscriber value \vith

outstanding program

ming choices and unri

valed customer service.
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TELECOMMUNICATIONS & SPACE: LOOKING AHEAD

HlIghe,,' leadership in growing new bllsinesses like DIRECTV and DirecPC lends confidence to tlIe company's

I'll rsllit or fittllre slltellite-based global bllsiness opportllnities. One example is its proposed SPACEWA Y sv"tem,

IVltich may oJJer cllstomers an llrray or multimedia services beginning at the turn of tlte century. Tlte state·or

tlte-art HS 702 satellites that Hughes would lise will incorporate technologies .~lIch £I" onboard digital pro-

,:essing, fleXible antenna coverage and intersateLLite links to provide excellent customer service and valut'.

Assllming that the transactions annollnced in January 1997 are completed (see page 28 for furtlIer details),

the company's telecommunications and space bllsinesses will derive a double benefit. First, a sharpened man-

agement focus on this high-potential area; and second, substantial additional financial resollrces to fund

growth opportunities.

In future years, Hughes expects to achieve rapid growth by building upon its leadership in satellites and

digital wireless systems. It also will seek growth in new telecommunications services and continue moving

toward realiZing its vision of a global Wireless Expressway that will bring people everywhere closer together

through universal, mobile and fully interactive communications.

The follOWing table sets forth selected pro forma data for the Telecommunications and Space segment.

11>

Hughes r~el'..,ork.

Systems

26°.,

Hug,es
Space and

Comm',JnlCatIC'1.;

48',

;)IRECT.

15',

Percentage of
1996 Revenues by

Business Unit

(Amounts in millions, except percentages)

Revenues

Revenues as a percentage of Hughes Revenues

Net Sales

Operating Profit (1)

Operating Profit Margin (2)

Identifiable Assets at Year-End

Depreciation and Amortization

Capital Expenditures (3)

Years Ended December 31 •

1996 1995 1994 -

$4,114.9 $3,092.7 $2,596.2

25.9% 20.9% 18.4%

$3,992.2 $3,075.8 $2,633.8

259.8 189.2 271.0

6.5% 6.2% 10.3%

$4,406.7 $3,820.0 $3,217.8

194.8 178.3 140.8

449.8 436.5 399.3
Percentage of

Hughes Revenues

• The summary excludes purchase accounting adjustments related to GM's acqUIsition of Hughes Aircraft Company.
Certain amounts for 1995 have been reclassified to conform with 1996 classifications

(1) Net Sales less Total Costs and Expenses other than Interest Expense
(2) Operating Proftt as a percentage of Net Sales.
(3) Includes expenditures related to telecommUnicatIOns and other eqUipment amounting to $187.9 million.

$274 6 million and $2558 million. respectively.
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In 1Y96. Hughes Rescarch [,abu/.ll, '110 ! IIU,

focuscd rm cTCJtl7l~ morc rr !hll\! ~p,lcc'b,\,l'c\ S\,

tems tor tl'lccommunrC,HIUl1- ,11\'_\ ,kIl'11" I"

mcet both clJmmercial anc1 "·)\','1'1111I,'IH ,kl11,l11,1

t()r a hlghlv ,llhanccJ - \ct l' "l,lltI,ll'nt ,e.!ub,lI

sp,\ce-bascd commdfllcatioll,\/chlkdUl\' HRI

Jewltcd sigl11f1G\l1t attention ,i 1 rClllr lTitled

areas. ,1 i Ion propulsion, .2 rllllTot'leetronl,-:~.

U:, Internet acccss \'ld satellite, Jnd ,J mICf()JllC'

chanrcal sensors

until now, commerCIal satellttes have been

thrust mto space using liquidfueted engines that

add considerable mass.

By developing an elec

tronic xenon ion propul

sion system (XIPS I, HRL

has reduced a satellite's

propellant requirements to

one-tenth of current mass.

The first XIPS-pro

pelled commercial satellite

will be the Hughes-built

PAS-5, scheduled for

launch in 1997.

One way to improve the cost-efficiency of the

overall satellite system is to reduce the size and

cost of the ground equipment that receives the

satellite Signal. HRL's microelectronics group is

developing advanced receivers that combine on a

Single chip both analog-to-digital converters and

low-noise amplifiers.

In addition to enhancing transmission quality,

digital technology reduces the weight and power

consumption of both satellites and ground termi

nals. Low-noise amplifiers, m turn, increase

antenna sensitiVity, enabling use of a smaller, less

expensive ground terminal -- like the l8-inch

DIRECTV dish or a handheld mobile phone.

More powerful and efficient satellites, along

with low-cost, high-performance user terminals,

are two necessities for universal Internet access,

A third is open standards. HRL is working to

establish new algorithms that will enable true

global interconnectivity.

COllcurrentlY. HRL I~ lk~1~11111,~ J 1'llI\\ .'111

.>.:cstl0n contml algOrithm t()t' UI11111j.'l'lL'lll11tl'l

.\Ct1\'l' mUlt\ll1eJl,1 l'\ch.\I1~C h\ ,.lll,llle"::'II'

\\'\1\ L1C\!lur,' I1l'\\. rl'.d-tlmc .'"ll)h,11 \ld,'u \'01""

,md data coll.1bo!',lllol1' 111 bUS\l1C" l"IUC,Il!Ol1

,mJ 111eJll'\l1l'

In the al'ea of spllce,ba~ed Jetl-nse COTl1mUlllc'.l

tlon~, SpeC,] l~ the ~mg1l'-mosr cTUc'l,d reqUlr,·,

ment for detecting inco111111g threat, ,\11,1

improvmg reaction times f'v1otion-Jetcl't1l1g sen

sors called micromechanicalllccc\crometers help

satellites detect such threats, In Iq%. H RL con-

The blue glow comes from ions accelerated from the dIscharge chamber

of the Xenon Ion Propulsion System. a thruster that will keep Hughes

built satellites in their proper orbital locations, At HRL. where the system

was created, the qualification thruster is undergOIng life tests,

ducted pioneering research in "tunneling-effect

fabrication technology - yielding a supenor

micromechanical accelerometer

Just as human brainwaves leap across synapses

to speed communication, the HRL-patenred tun,

neling device allows current to f10w between

two unconnected pieces of metal. Satellites sta

bilized by radiation-hardened, tunneling'effect

accelerometers can more quickly detect the

launch, position, and velOCity of incoming mis

siles or torpedoes,

Assuming that the transactions announced III

January 1997 are completed (see page 28 for fur

ther details), HRL will be jointly owned by

Hughes Electronics and Raytheon Company

f%) R[S[ARCH & DEVELOPM[NT
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Statements made concernll1g expected finanClal

pertormance. ongOIng finanCial performance strate

gies. and possible future action \\'hlCh Hughes intends

to pursue to achiC\t strateglC oblectlves for each of

its three pnncipal busmess segments (including the

planned transactions described below) constitute for

ward-Iookmg mformatlOn. The implementation of

these strategies and of such future actions and the

achievement of such fmancial performance are each

subject to numerous conditions. uncertainties and

risk factors. and, accordingly, no assurance can be

gIVen that Hughes \YIll be able to successfully accom

plish its strategic objectives or achieve such financial

performance_ The principal Important risk factors

which could cause acmal performance and future

actions to differ materially from rhe forward-looking

statements made herem include economic conditions,

product demand and market acceptance, government

action, competition. ability to achieve cost reductions.

CM's global sourcing strategy with respect to auto

motive electromcs, General Motors' North American

Operations (GM-N.-\Ol volumes, technological risk,

interruptions to productIon attributable to causes

outside Hughes' control. and the receipt of various

approvals with respect to the planned transactions.

GENERAL

On January 16, 1997, GM and Hughes announced

a series of planned transactions designed to address

strategic challenges and unlock stockholder value in

the three Hughes busmess segments. The transac

tions would include the tax-free spin-off of the

Hughes defense business to holders of GM's $1-% par

value and Class H common stocks. followed immedi-

G) OPERATING &. FINANCIAL KEVIEW

atelv bv the tax-free merger of th,1t bustrlc" \\c

Ravtheon Companv RJvtheon) The ,plI1-otr I' ;"lot

bel11g proposed m d m,l11ner th"t would result 1:'. :'-le

recapltalizJtlon of Cbss H common srock Into S:·' ,

par value common stock at J \ ZO"-o exchange rJ::'J. JS

currently provided for under certam Clrcumstancc:s m

the General \\Otors Restated Certificate of

lncorporatlon. as amended..'\t the same time. Delco

ElectrOniCs. the automotive electroniCs subsldla:--, of

Hughes, would be transferred from Hughes to C\ls

Delphi Automotive Systems Unit. Finally. CM- Class

H common stock would be recapitahzed mto a :~ack

ing stock linked to the telecommunications anci ;:lace

business of Hughes. After the spm-off and tax-r:-ee

merger of the Hughes defense business with

Raytheon. there would be outstanding two classes of

Raytheon/Hughes defense common stock: Class:\

common stock. approximately 103 million shares of

which would have been distributed to CM's $1--, par

value and Class H stockholders in the spin·off. a:-.j

Class B common srock which would be exchan~d for

Raytheon common stock on a one-for-one share JaSlS

in the merger. The common stock of the Hugr.~s

defense business that would be distributed to G\ ~

common stockholders would represent appro:\1

mateiy 30% of the stock of the combined comp:1'·.

The distribution of stock in the Hughes defense 'Jusi

ness to holders of GM Class Hand SI- l
/] par ya::.:e

common stock would be in a ratio that would be

determined by GM's Board of Directors to be f2.:~ to

both classes of stockholders and would reflect. : a

pro rata spin-off of the Hughes defense business :0

holders of GM Class Hand $1-% par value com:non

stock; (2) a partial reallocation of the Hughes de:ense

business from holders of GM $1-Y] par value co:n

mon stock to holders of Class H common stock 10

exchange for the derivative interest m the earmr.~s of

Delco currently held by the Class H stockholder,: and

(3) other effects of and factors relating to the pla:1ned

transactions. Such a distribution ratio will be se: bv



(;\1, Il(lc\rJ (II [)m:Llrlrs ell el t1ml' Limn to (;\1, dls~

Inbu[lol1 of the SOIlCllcltlOl1 stcltelTIl'nt prosPl'CtL!S

pursudllt to \\11ILh (;\1 sto,kilnIJr.'rs \\lll Ol' elsked tll

elpprm'[' thl' tr.lI1SclCtlOl1S

Till' spm~tJtf of till' Hugill's dl'fensl' businl'ss emel

ml'rgl'r with Ravthl'ol1 would havl' an l11dicated total

vcllul' of $9,5 billion to GM and ItS common stock~

holders based on s[(Jck prices as of the announce

ment date, That value would consISt of a

combmation of approxlmatelv $4~7 billion of total

debt oblIgations of the Hughes defense business at

the [lme of the merger. and S4~8 billion of indicated

value of Hughes defense stock to be distributed to

common stockholders (after glvmg affect to the

merger based on the market price of Raytheon com

mon stock as of the announcement date of $47,OQ)~

The merger terms provide that the total debt of the

Hughes defense business will be adjusted to reflect

vanations m the average market price of Raytheon

stock. subject to speCified limlts, so that the two com

ponents of value will total $9~5 billion so long as such

market price IS in a range of between $4442 and

$54~29 per share Substantially all of such debt would

be incurred immediately prior to th~ spin-off, with

the proceeds used pnncipally to fund the telecommu

nlCations and space business of Hughes.

Consummation of the transactions described pre

Viously is subject to various contingencies, including

regulatory clearances and approval by GM common

stockholders~Additional information regarding these

planned transactions is included in Note 18 to the

Consolidated Financial Statements. These planned

transactions had no impact on 1996 financial results.

The planned transactions described previously are

intended to result in the achievement of several

strateglC objectives. The merger of the Hughes

defense busmess with Raytheon would create a

stronger defense electronics company which would

be able to more effectively compete for new business

in an industry where Significant consolidation is

llL,--:urnn,L': \1 :lll' ~J!llL' 1I111C the l11tC,~rJtI()1l of

Deko Eketr"111lS ,\11,1 Uelphl ~\U[()Jll{Jl1\'l' S\'stl't11S

\\(iuld l()mblne _ld\',i1IlTd eln:trol11c, l~clP,ll1111f\' With

l~{JmpOnl'l1ts cllld svstellb eXpl'rtlsl' .Ind \\'()uld bc

l'xpectl'd to result III reduced costs Hughl's

ElectrOnics would continue to hold and operatc the

telecommu111canons and space bUSlnl'ss, ThIS would

dllow Hughes management to focus on this busmess

segment and the capital infUSion would allow it to

take advantage of growth opportunities in this very

competitive lJ1dustry The strategy of this business is

to contlnue to expand its offerings from being primar

ily a supplier of hardware to becoming a provider of

hardware and video. voice. and data services world

\~~ide~ This strategy requires significant current and

future investment in order to maintain and enhance

the segment's competitive position with respect to

eXIsting products and to take advantage of the

growth opportunities presented. as well as the forma

tion of strategic alliances to compete in the very

competitive global marketplace~

RESULTS OF OPERATIONS

Revenues. Hughes reported record revenues of

SI5.917~9 million in 1996. a 7~5% increase over 199,~

Revenues in 199, were $14,807.9 million, an increase

of 5~O% compared with 1994 revenues of $14,099~4

million~ The increase in 1996 revenues was largely

the result of continued growth in the

Telecommunications and Space segment and

mcreased revenues in the Aerospace and Defense

Svstems segment, partially offset by lower

Automotive Electronics revenues caused in part by

work stoppages at various GM production locations

during the year. 199, revenue growth was driven by

the AutomotIve Electronics and Telecommunications

and Space segments~ (Pro forma segment information

IS presented on page 39)

OPE RAT I N G r. r I N A t·j C I A -~ : \1 I ~V'I fI)



W ANAGEMENT'S DISCUSSION AND ANALYSIS

TFLLC()\I\IL"-ICHI()"-' 1'", SI'I( I . I\t:\'cnut''' In

the TelecommunicatlOns an,i Sr',lce "t'gmenl wue

54.114,9 mtllion In \996. an ,'" IIllTeast' OVCI' \l)l),

and 53.092.7 mtllton In \99, J :'J \'~1I Increast' over

\994 revenues of 52.596,2 mti:lon, The increases 111

both years were pnmartly due to cont111ued expan·

slon of the DIRECTV subscrrber base. increased

sales of commercIal satellites a!1d cellular communi

cations equipment. and mcreased video distribution

revenues from Galaxy satellite transponders

AUTOMOTIVE ELECTRO,"-ICS - Revenues in the

Automotive Electronics segment decreased 3.8% in

1996 to $5.350.8 mllhon from 55.561.3 million in

1995. The decline was principally due to a decrease

in GM vehicles produced in the Umted States and

Canada (excluding Joint ventures) primarily related

to the United and Canadian :\uro Workers' (UAW

and CA\V, respectively) strikes offset, in part, by an

increase in Hughes-supplied electronic content in

these vehicles from 5888 per \'ehicle to $906 per

vehicle and an increase in mternational and non

GM-NAO sales from $841 million in 1995 to $1.010

million in 1996, Revenues increased $339.6 million,

or 6.5%, in 1995 from $5.221 - million in 1994,

1995 revenue growth was attributed to an increase

in Hughes-supplied electromc content in GM vehi

cles produced in North Amenca to $888 in 1995

from $857 in 1994, and an increase in sales to inter

national and non-GM-NAO customers to $841 mil

lion in 1995 from $672 million m 1994. Vehicle

production remamed relatively unchanged between

1994 and 1995.

AEROSPACE AND DEFENSE S\ STEMS - Aerospace and

Defense Systems segment revenues were $6,338.4

million in 1996, a 6.6% increase from 1995 revenues

of $5.945.4 million, The growth was primarily

attributable to additional revenues resulting from

~ OPERATING & fiNANCIAL REVIEW

the December \tJl), ,IL"lul"ltIOI'l ot Illlghl" Dt'!l'lhl'

CommUlllcauons torl11L:rlv \ Llgn,I\( 1\ I: k ,'(I', IIlIL

Systems Compdn\" ,lnJ lhe outld·up ,d 1lC\\l'll'r()

grams 111cluding De"kwp \', \\'ldc :\red

Augmentation Svstem ,lnd Lllld \V,11TIOL \c)tJ) rC\

enues decreased $7S,2 mtllion, ur 1)'['1I, ti'om ltJtJ4

revenues of $6.023(, mtllion The decline \\'a" prtn

Clpally due to lower productIon r,ltc" on st'\eral mi"

sile programs. partiallv offset bv the ,ldditlonal

revenues related to the \995 acquisition of C:\E·Lmk

CorporatIon,

OTHER INCOME - Included m revenues IS other

income of $173.8 million. $93.6 million. and 537. I

million for 1996. 1995. and 1994. respeetiveh' 1996

includes the $120,3 million pre-tax gain from the sale

of a 2.5% eqUity interest in D1RECTV to A.T&T

1995 and 1994 included pre-tax charges of 5-10.0 mil

lion and $35.0 million. respectively. for the estimated

losses on disposition of certain non-strategIC busi

ness units. Also included in 1995 was $359 mIllion

of revenue earned for providing services to G\1.

Operating Profit. OperatIng profit was $ 1.59-13 mil

lion in 1996, $1,667,3 million m 1995. and 5\.630.4

million in 1994, Operating profit margins. as a per·

centage of net sales, were 10,1 %, 113%. and \\.6%.

in 1996, 1995, and 1994. respectively. The declme m

profitability in 1996 compared to 1995 was pnmanly

attributable to the lower GM production volumes

related to the UAW and CAW strikes and commued

price reductions in the AutomotIve Electronics seg

ment offset in part. by the mcreased profitability in

the Telecommunications and Space segment Also

offsetting the 1996 decline m profitability were the

reduced operating losses at Hughes-Avicom

International, Inc. Operating profit improved in

1995 largely due to a continued emphaSIS on cost

reduction efforts, most notably m the Automotive

Electronics and Aerospace and Defense Systems seg-

"I



11l'IH, ,,!1d ,he 1I\L'Ldl )..:r<lwth 111 IT\'('nuc" p.lrtl.llh'

•dl'l'l [,I ,I pi ,111 !1Ccl mcrc,l,e III 0PCLltlng l'\pensc,

,I''''e 'JleJ \\'Ilh III Rl:CT\' The 1'Ill) OPt:rJ.[\I1i':

1'10111 I1lJrgll1 dccil!1e WClS ,lttnbut,lble pnmdnlv to

t1H' I)[I"ECTV operating cxpcnsc ll1lTcJ.se which

more [han othet thc margll1 improvemcnts In [he

Iwo IIthcr segments

1'11.1 «)\I\IV\ICITIO,\S I'\D SPIU - Operating

profIt for 1996 was $259,8 milhon, a 37,3'1;'0 Increase

from 5189,2 mIllion reported In 1995, The 1996

increase was largely a result of the revenue Increases

prevIously discussed and reduced mobile telephony

satellite development costs offset. in part. by operat

Ing losses related to the start of service by the

Company's DIRECTV business in LatIn America,

Operating profit in 1995 decreased 30,2% from 1994

operating profit of $271.0 million, The 1995 decline

In operating profit was prinCipally due to increased

operating expenses associated with the expansion of

DIRECTV and increased development costs on a

geostationary satellite mobile telephony product

hne Operating profit margins were 6,5% in 1996.

6,2% In 1995. and 10,3% In 1994, After 1996, operat

Ing profit margins in the Telecommunications and

Space segment are expected to increase as

DIRECTV's subscriber base grows,

ALTOMOTlVE ELECTRONICS - In 1996, operating

profit was $654.0 million compared with $869.0 mil

hon in 1995, The decline was mostly due to the

reduced production volumes, continued price reduc

tions resulting from competitive pricing in connec

tion with CM's global sourcing mitiative, and the

impact from continued investment in international

expansion, 1995 operating profit Increased $74,2

million, or 9.3%, as compared to 1994 operating

profit of $794.8 million, The improvement in prof

itability in 1995 was attributable not only to

increased revenues. but also an aggressive cost

'cJUc'liOIl pn'i.:r,lI11

,\s the pnnclp'l\ ,uppiler of ,lU[011lU[\ll' clt:l,tron·

\(, to C;cncnl \dotors' :'-Jorth An'l'rlCJn O'f't'!',1tlon,

unit C;\I·,\.'\O:, Hughes' sales of ,luto11l0[I\e elcc

[rOIllCS \\'ill contInue to be heavilv Jcpcncicnt O!1

Ceneral Motors production of vehicles in '\orth

,'\menca, the level of Hughes-supphed electrOniC

content per CM vehicle. the price of such electron

ics. and the competitiveness of Hughes' product

offerings In this regard, it is anticipated that com

petitlon through CM's global purchaSIng process

will negatively impact Hughes' sales to CM-'\AO

and result in a decline in the portion of CM-'\,'\O

automollve electronics supplied by Hughes, The

segment's strategy is to aggressively reduce costs in

order to minimize the effect of continUing pnce

reductions and to manage the loss of C~vl-N_'\O

market share by offering competitive products

whlCh increase electronic functionality through a

focus on safety, security, communications. and con

venience, The segment will also seek to improve its

systems capability and cost competitiveness both

internally and by developing key design. manufac

turing. and marketing alliances and other relation

ships with mechanical and electrical automotive

component suppliers.

The international market for automotive elec

tronic products is also highly competillVe, The seg

ment has refined its strategy for this market to focus

on profitable growth as well as increased market

share. and accordingly. will seek to enhance the cost

competitiveness of its international operatiOns,

The competitive environment described above is

making it increasingly difficult to maIntain the level

of operating profit margins realized in this segment

in the pas!. Beyond 1996, operating margins are

expected to be lower than recent historical levels as

price and volume declines associated with CM's

global sourcing initiatives more than offset Hughes'

ability to achieve cost reductions, In response to the
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future ,:ompetllll ,'IlCss. IllJlldi'ellll'l1\ wdll.lkL'

.1([1011 to rcduc,' tllC Uhl 'lrUCWrl o( t11l' bUSli1cs,

:\s .1 rcsult of thc f.1Cwrs described abll\c. the oper

Illdudecl t11l' 1IllLll'OLlblc l',lcc·t ()f .111 JC,'uUI1t1n~

ch,mge t()r postemp\O\'ml'llt belldlls Exclu..il!1": tl1L'

to low double dli'lIS. and then show modest

Improvement \1l \ c19R and 199<)

<tccounttng chJnge. Hughes' l'"lrning~ 111 lL)l..q \\[luLl

have beell Sl,07lJ(1 millioll. or ,5Z70 per sh.lre I

Special Provision for Restructuring. In 1992., Hughes

recorded a special charge of $749.4 million Iafter

tax), for the restructuring of Hughes' operations

The special charge comprehended a reduction of

Hughes' worldwide employment, a major faCIlities

consolidation, and a reevaluation of certam business

lines that no longer met Hughes' strategic oblec

tives. Restructuring costs of $92.4 million, S2.088

million, and $228.3 million were charged agamst the

reserve during 1996, 1995, and 1994, respecti\'ely. In

addition, in 1994, the restrucruring reserve was

increased by $35.0 million, primarily due to changes

in the estimated loss on disposition of a subsidiary.

The remaining liability at December 31. 1996 of

$42.0 million relates primarily to reserves for excess

1995. primanly due to record backlog In the

Aerospace and Defense Systems segment [9 c] 5

year-end backlog increased from the 513.210 million

at the end of 1994, pnmarily due to increased sate)·

lite orders in the Telecommunications and Space

segment. A portlon of the backlog IS subject to

appropriation decisions by the U.S. Government sub

sequent to award. In addition. Hughes' contracts

with the u.s, Government are subject to termmation

by the Government either for its convenience or for

default by Hughes. Sales to the US Government

may be affected by changes in acquisition policIes.

budget considerations, changing concepts in

national defense, spending priorities, and othe, fae·

tors that are outside of Hughes' control.

\3acklog, The I<)L)(, war-end b;lcklog uf SI' ,\')I! :1)11

lJon mcreased from $14,929 mIllion ,j( the ene ut

Earnings. Hughes' 1996 earnings were $1,151.2. mil

lion, or $2..88 per share of GM Class H common

stock, compared with 199; earnings of $1,1078 mil-
----------------

due primarily to the favorable resolution of certain

tax contingencies while the effective income tax rate

10 1994 was favorably impacted by the recognition of

capital loss carryforward benefits.

Costs and Expenses. Selling, general. and adminis

rrative expenses were $1,505.6 million in 1996.

$1,2.34.2 million in 1995, and $1.018.3 million in

1994. The increases were principally due to the con

tinued expansion of DIRECTV, both in the U.S. and

internationally, and increased international sales

activities at Delco Electronics.

The effective income tax rate was 34.5%, 36.8%.

and 34.7% in 1996. 1995, and 1994, respectively. The

decrease in the effective income tax rate in 1996 was

\IIWSI'IU 1"[1 DElT"Sr SIS [·I.\IS - Operat\1lg

profit was $694 i mJilJon m 1996 compared to

$688.0 millJon in 1995 and $6636 million in 1994

The operating profIt margin for 1996 declined to

11.0% from 117% in 1995 primarily due ro a contin

ued shift from production programs to engineering

and development programs, and growth in informa

tion systems and servICes revenues. The operating

profit margin for 1995 increased to 11.7% from

11.0% largely due to a provision taken in 1994 for

certain air traffic control contracts, partly offser by

reduced revenues in 1995. Future operating profits

could be adversely impacted by further reductions in

the U,S, defense budget.

G OP[f{A,T'ING NAN(IAL KEVIEW



1,IUiltics ,mel othcr SHC consolidatton costs

-'\pprmlt11,w:lv S40- millIOn of this amount will

IT'iliire tururc cash outtlows It IS expected tha~

lhese ((Jsts will be expended predommantlv dunng

rhe ncxr veal'

Accounting Changes. EffeCtIve January 1, 1996.

Hughes adopted Statement of FmanCIal Accounting

Standards (SFAS) f"o. 123. Accounting for Stock

Based CompensatlOn. and as permitted by this stan

dard. wm continue to apply the recognition and

measurement pnnciples of Accounting Principles

Board Opmion No. 25 to its stock options. Hughes

has calculated the pro forma effects of applying

SFAS No. 123 and determined that such effects are

not signifICant in rdation to reported net income

and earnings per share.

Effective January 1, 1996, Hughes also adopted

SFAS No. 121, Accountmg for the Impairment of

Long-Lived Assets and for Long-Lived Assets to Be

DIsposed Of ThiS Statement establishes accounting

standards for the impairment of long-lived assets,

certam identifiable intangibles, and goodwill related

to those assets to be held and used, and for long

ilved assets and cerrain Identifiable intangibles to be

disposed of The adoption of this new accounting

standard did not have a material effect on Hughes'

consolidated operating results or financial position.

Effective January 1, 1994, Hughes adopted SFAS

No. 112, Employers' Accounting for Postemploy

ment Benefits. The Statement requires accrual of

the costs of benefits provided to former or inactive

employees after employment, but before retirement.

The unfavorable cumulative effect of adopting this

Standard was 530.4 million, net of income taxes of

$19.2 million, or 50.08 per share of GM Class H

common stock. The charge primarily related to

extended disability benefits which are accrued on a

service-driven basis.

LIQUIDITY AND CAPITAL RESOURCES

Cash and Cash Equivalent~. Cish .mel ebh e'jUl\.I

lents "ere S1.11i1 3 m:1llon at December;). 19%. an

IIlcrease of 521.8 million from December;\. \99)

Operating activitIes generated cash of 51.199 -1 mil·

lion as Hughes achIeved another year of record

earnlIlgs Additional cash was provided bv proceeds

from the sale and leaseback of satellite transponders

with General Motors Acceptance Corporation. and

proceeds from the sale of a minority interest in

DIRECTV of $137.5 million. The increases in cash

were offset by the cash used to fund capital expendi

tures, repay notes and loans payable and pay divi

dends to General Motors.

In 1995. cash and cash equivalents decreased

$362.3 million to $1,139.5 million at December 31,

1995, from $1,501.8 million at December 31,1994.

Operating activities generated cash of $986.2 mil

lion, however. cash used to fund capital expendi

tures. pay dividends to General Motors, and acquire

new businesses more than offset the cash generated

by operating activities.

In the third quarter of 1996, Hughes reported

that cash flows in 1997 and beyond were expected to

be negatively impacted by a change in the credit

terms between Hughes and GM-NAO for purchases

of automotive electronics. With the announcement

of the planned transactions in January 1997, (see

Note 18 to the Consolidated Financial Statements),

implementation of the change in credit terms has

been deferred pending the consummation of such

planned transactions.

liqUidity Measurement. As a measure of liqUidity,

the current ratio (ratio of current assets to current

liabilItles) was 1.69 at December 31, 1996, 1.58 at

December 31,1995, and 1.76 at December 31,1994.

The increase from 1995 to 1996 was principally due

to the repayment of certain notes and loans payable.

OPfl<.ATING r. 1-1NA',J('A i<::. ~'.'J .. G
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J1l the 110tes ,1l1J !,Ul1S l),l\'clbil' b,lLllkC. pl'lll1.ll'lh

c,lll,ed bv ,I !OJl1 relJtL'J to .In ,ICqUISltlOl1 See "Jore

I; to the Consoll,bte,l f'I;lC\l1CIJI Steltement,

Property and Equipment. Property. net of ,Iccumu

lated deprecIdtlon. mcrease,i SI·P...! million in 1996

while telecommunicatlons and other equipment.

net of accumulated depreciation. decreased $41.6

million. primarih' due to the sale and leaseback of

GIIIR whIch more than offset additional expendi

tures related to the Galaxy satellite fleet

Expenditures for property and equipment were

$652.3 million tn 1996 compared with $5457 mil

lion and $490.5 million tn 1995 and 1994, respec

tively. Management anClcipates that capnal

expenditures 111 1997 wl1l increase approximately

$100 million over 1996 and wIll be financed primar

ily from cash provided b\- operating activities.

Telecommunications and other equipment

expenditures were $187.9 million in 1996 compared

with 52746 million and S255.8 million in 1995 and

1994, respewvely. Management antiCIpates that

telecommunications and other equipment expendi

tures in 1997 Wilt increase significantly compared

with 1996 and wl1l be financed primarily from cash

provided by operating activitIes.

TElECOM~IL:\Ic.nIO'S .\!\ID SPACE· Capital expen

ditures, including expenditures related to telecommu

nications and other equipment, increased to $449.8

million in 1996 from $436.5 million in 1995 and

$399.3 million 111 1994. The 1996 capital expenditures

increase reflects additions to the Galaxy satellite fleet

and construction of the California Broadcast Center,

an uplink faciliry that supports Hughes' D1RECTV

business in Latll1 Amenca. The increase in 1995 was

due primarily to additions to the Galaxy satellite fleet.

EP OPERATINC & ,INANCIAL REVIEW

'\L T,)\)Orll I l'UiT!((l\l('\ - C,lpILIi npel1,:I[Url"

decreased w SI Ci()lI mlilioll 111 \ qCi(, (O!ll['.HeJ \\'\\11

S2647 million III )clC)'i. ,llld S]()O,~ rnilllOn 1I~ ,Qlq

The decrease 1I1 rhe 1CiL)(1 clpital spendmg renecrs

the Impact of delavs ll1 engll1eenn,l-: (.If,,ra! eXDendi

tures and the hIgher than norl11JI level or' expendi·

tures m \995 The Itlcreased capID! spendm!,- 111

1991" reHecrs expendirures for addiwmal pro!,-ram

requirements related to new product changes assoCI'

ated with the 1996 model year combmed \\'Ith J

decrease in toolmg cost recovenes.

AEROSP.~CE ,\'-;0 DEFENSE SYSTE~IS - Capital expen

ditures 111 the Aerospace and Defense Systems seg

ment for 1996,1995, and 1994 were $171.1 million,

$109.8 million. and $159.5 million, respecti\'eh-. The

1996 increase relares to capiral expenditures to sup

port expanding business requirements. The 1995

decrease was due to the high level of expenditures in

1994 related to rhe consolidation of facilities In an

effort to increase the operational efficiencies of

manufacturing and engineering activities.

Debt and Capitalized Leases. Long-term debt and

capitalized leases were $34.5 million at December

31,1996, a decrease from $258.8 million at

December 31,1995, and $3535 million at December

31, 1994, reflecting scheduled principal repa\'ments

and the reclassification of certain amounts to cur-

rent liabilities. The ratio of long-term debt and

capitalized leases to the total of such debr and pro

forma stockholder's equity decreased to 0.5 0
0 in

1996 from 4.4% in 1995 and 6.6% in 1994

As discussed further, additional debt will be

incurred in conjunction with the PanAmSat

merger. It is anticipated that a portion of this debt

would be repaid from cash expected to be received

pursuant to the planned transactions. (See '\ore \ 8

to the Consolidated Financial Statements. \



Other Balance Sheet Items. III C\,du,ltil1~b<lth It, ,)~11

SIOIl ,111J remel' rm:dlC,Ji Il.lbliltll's. Hughes reco~nJzl's

till' lll)P~Ct (),' c'h,lllgcs '11 !llllg'\l'rm incereq ;·~tl'S 0\

,IJlustmg the discount LHl' useJ in determll1111g the

,)(tu~na\ present v~lues lIt the prolected benefit (lbllg·

,ltlom. In 1996, the weIghted-average discount rate

for Hughes' non-automotive pension obligations

increased from 7.25% to 7.5% and the weighted·aver·

age discount rate for Hughes' other postretirement

benefitS increased from 725% to 7.56%.

Acquisitions and Divestitures. In December 1996.

Hughes announced that it had reached an agree·

ment to acquire the Marine Systems Division of

Alliant Techsystems. Inc for 5141.0 million in cash.

The Marine Systems DivisIOn is a leader In light·

weight torpedo manufacturing and the design and

manufacturing of underwater surveillance, sonar

and mine warfare systems. The acquisinon was

completed in the first quarter of 1997.

In September 1996, Hughes and PanAmSar

Corporation entered into an agreement to merge

their respective satellite servICes operations Into a

new publicly-held company Hughes would con

tribute its Galaxy satellite services business in

exchange for a 71.5% Interest in the new company.

Current PanAmSat stockholders would receive a

28.5% interest in the new company and 51.5 billion

In cash. Such cash consideration and other funds

required to consummate the merger are expected to

be funded by new debt financing totaling $1. 725 bil

lion. This debt financing is expected to be provlded

by Hughes. which currently intends to borrow such

funds from General Motors.

For accounting purposes. this transaction would

be treated as a pamal sale of the Galaxy business by

Hughes and would result in a one·nme. nonrecur·

ring gain. The amount of this gain depends on sev

eral variables. but is expected to be between $400

and $600 million before tax. PanAmSat is a leading

::-cll1SaLt!ull \Vhkh ~_" L':)nlln,~l'111 U~)j)ll ~·l'1..·l'J\-l;l:--: l'l'i

[JIll n.:gul,\(orv .Ippl'1lI ,;1.,. IS ,'.\pcc·tnll'.' ,.-I"s, Junnc:

the second '1uarter Ilt \ '1'1-

in March 199(). Hughes sulel ,1 2 'i"'" e'lult\ tnter·

cst lT1 DIRECTV, ,\ whol\v·()\\'ncd SUhSlcilM\ 01

Hughes. to AT&T for 51371 million. \\Ith options

[0 1l1crease their ownershIp intercst under certam

conditions. The sale resulted in ,1 512(U million pre·

tax gain which is included in other 1l1come

In February 1995. Hughes completed the acquisi.

[[on of CAE-Link Corporation. an established sup·

plier of simulation. training, and techmcai services.

primarily to the U.S military and NASA. for S176.0

million. In December 1995, Hughes acquired

\lagnavox Electronic Systems Compan\-. a leading

supplier of military tactical communications, elec

tronic warfare, and command and control systems,

for $382.4 million

During 1995, Hughes divested several non-strate

gic enterprises resultmg in aggregate proceeds of

approximately $1272 million and a net gain of

approximately 5219 million. Also in 1995, Hughes

recorded a $40.0 million charge for the estimated

loss on disposition of d business unit and completed

the divestiture of Hughes LAN Svstems. for which a

pre-tax charge of $35.0 million was taken in 1994.

Dividend Policy. As discussed in Note 7 to the

Consolidated Financial Statements. it is GM's cur

rent policy to pay aggregate annual cash dividends

on the GM Class H common stock approximately

equal to 35% of the Available Separate Consolidated

Net Income of Hughes for the prior year. In

January 1997. the Board of Directors of GM

mcreased the quarterly dividend on GM Class H

common srock from 50.24 per share to 50.25 per

share. [t is anticipated that if the previously

described Hughes transactions are consummated.

the General Motors Board of Directors will adopt a
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