
WANAGEMENT'S DISCUSSION AND ANALYSIS

dividend poilc, rtiJtmg to the new CI,tSS f j c' ,rn

mon stock which the Board deems to be df)propnate

In :\ght of the capital needs and growth 0pp0r\Ul11

ues of the Hughes telecommumcltions dnd space

bUSiness dnd generallv commensurate with that ot

orher compames in the telecommunicatlOns and

space business hanng similar capital needs and

growth opportumues.

Security Ratings. Hughes' secumy ratings are ned to

the security ratings of General :v!otors.

In October 1996, Standard &: Poor's Ratings

Services, a dIviSIOn of McGraw-Hill CompanIes, Inc.

(S&P). revised ItS outlook on Hughes from stable to

developing as a res'..llt of the uncertainty with

respect to GM's mvestment strategy related to

Hughes. S&P indIcated that the developmg outlook

reflects the possibility that if a Significant change in

the relationship between GM and Hughes were to

occur, the credlt quality of Hughes could be wher

favorably or adversely affected, depending upon the

nature of the transaction pursued.

In November 1996 and January 1997, S&P

affJrmed ItS long-term debt rating of Hughes at A-.

The S&P A- credit ratlng is the seventh highest

within the 10 Imestment grade ratings avatlable

from S&P for long-term debe. based on a strong

capability to pay mterest and repay prinCipal.

although somewhat more susceptible to the adverse

effects of changes in circumstances and economic

conditions than debt in higher rated categories.

Additionally, S&P also affirmed ItS A.2 rating on

Hughes' commerCIal paper. S&P's ratings outlook

for Hughes remams deve!opmg.

in September l'ND. \Ioodl' s Investor, Sen :,L

Moodv s . connrmed rhe long-term credit r,w:1g (jl

Hughes ~t .-'.3. seventh h:,i;hest withil~ th' \(1 ;1',e,1

ment grade ratings avadablc from Moody', tor iCJn~

term debt \loodys defines :\.3 bonds JS h,m!l':;

upper-medIum grade" qualm' \:Ioodvs ra[tng fOl r
Hughes' commercial paper remained ul1change.:i at

P-2. The ratIng indicates that the issuer has a s[ron~

ability for repayment relative to other Issuers

FollOWing GM's and Hughes' January 199­

announcement with respect to the Hughes busmess

segments (see Note 18 to rhe Consolidated FmanCla!

Statements). both S&P and Moody's reaffirmed theIr

current ratings and outlook for Hughes' secunnes.

Moody's, however, put Hughes' ratmgs on reYle\\'

for possible downgrade.

Debt ratings by the various rating agencies reHect

each agency's opinion of the ability elf Issuers to

repay debt obligarions punctually. Lower raCings

generally result in higher borroWing costs. :\ secu­

rity ratmg is not a recommendation to buv, selL or

hold secunties and may be subject to reviSIOn or

withdrawal ar any time by the assigning ratIng orga­

nizatIOn. Each rating should be evaluated indeDen·

dently of anv other rating.

--. --_ .._----~.
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SUPPLEMENTAL DATA

lile CUlbUildatcJ I-'lnJl1c;a; Statements ret1eet the

,1ppllCatlOn or purchase accoul1tlng adJustmencs as

Jescnbed 111 "ote I to the Consolidated FinJllc':a!

Statements. However, as pro\'lded In Ct\,fs

CertifICate of !ncorporatlon. the earnings attrlbut,

able (0 CM Class H common srock for purposes of

determil1lng the amount avallable for the pavment

of dividends on G\1 Class H common stock specifi­

c:allv excludes such adjustments. More speciflc'allv,

amortizatlon and disposal of these intangible assets

associated wlth GM's purchase of Hughes Aircraft

Company amounted ro $122.3 million in 1996

$159,5 millJon 111 1995, and 5123,8 million In 199-\

The 1995 amount included a 536,1 million charge,

mcluded in other income, for the write-off of such

purchase accounting adjustments related to the dis­

posltJon of certain non-strategIC business units

Such amounts were excluded from the earnings

avallable for the payment of dlvidends on Grv! Class

H common srock and were charged agamst the

earnlugs 'lVJILtbic- to' the payment or J\\'ldends on

G:vl's 51 ,C.; paJ \'dlm' ,cock Ln,lmOrtlzed purchase

aLcuuntm6 adJustments a:;scu,lted with G\1 's pur

chase of Hughes Aircratr CompanY were 52,723 5

milllOn, 52,H45S mdlton, and 53,0053 ml1lion at

December 3\, \996. 1995, and 1994, respectively

In order to prOVIde additlonal analytical data ro

the users of Hughes' fll1ancialmformatlon, supple

mental data in the form of unaudited summary pro

forma finanClal data are provided, Consistent with

the basis on which earnings of Hughes available for

the payment of dividends on the GM Class H com,

mon srock is determIned, rhe pro forma data

exclude purchase accounting adjustments related to

General Motors' acqUlsition of Hughes Aircraft

Company included m the supplemental data are

certaIn fmanCla] ratios which proVide measures of

financial returns excluding the impact of purchase

accountmg adjustments, The pro forma data are

not presented as a measure of CM's total return on

ItS investment In Hughes.

OPERAT1NC ..... FINANCIAl ~:-\JI.iW G



·NAUDITED SUMMARY PRO FORMA FINANCIAL DATA

PRO FORMA CONDENSED

CONSOLIDATED

STATEMENT OF INCOME

(Dollars In iv~iliions Except PC': )Ilar,' Amounts!

Tolal Revenue,

Total Costs and Expenses

Income before Income Taxes

Income taxes

Income before cumulative effect of accounting change

Cumulative effect of accounting change

Earnings Used for Computation of Available Separate

Consolidated Net Income

Earnings Attributable to General Motors Class H

Common Stock on a Per Share Basis

Before cumulative effect of accounting change

Cumulative effect of accounting change

Net earnings attributable to General Motors

Class H Common Stock

1996

S15.9179

14.1610

1 7569

6057

1512

$ 1.1512

$2.88

$2.88

1995

514.8079

130545

'.753 -l

6456

.1078

$ 1.1078

5277

$2.77

1994

514,099 1

12.44' 0

1.6524

5728

1.0796

304)

S 1,0492

5270

(008)

5262

(Dollars in Millions) 1996

DECEMBER 31

1995

PRO FORMA CONDENSED

CONSOLIDATED BALANCE

SHEET

ASSETS

Total Current Assets

Property - Net

Telecommunications and Other Equipment - Net

Intangible Assets, Investments, and Other Assets - Net
------_.---~-".._---_. --_._---~-----------~_.._-

Total Assets

$ 7,0790

2,8866

1.1335

2,6575
- - . -----,-- ---- .._--,---,------

$13.756.6

$ 6,8108

2,7392

1,175.1

2,4035
----~--~._-

$13,128.6

liabilities and Stockholder's EqUity

Total Current Liabilities

Long-Term Debt and Capitalized Leases

Postretirement Benefits Other Than Pensions, Other Liabilities,

and Deferred Credits

Total Stockholder's Equity (1)

Total Liabilities and Stockholder's EqUity (1)

$ 4,1996 $ 4,3088

345 2588

3,0661 2,881.1

6,456.4 5,679.9

$13.756.6 $13,128.6

• The summary excludes purchase accountmg adlustments related to GM's acquISition of Hughes Aircraft Company.

(1) General Motors' equity m Its wholly·owned subSidiary, Hughes. Holders of GM Class H common stock have no direct rights ,n the equity

or assets of Hughes. but rather have rights In the eqUIty and assets of GM (which Includes 100% of the stock of Hughes)

G) OPER~TING /. 'l'lA'lCIAL REVIEW



(Dollars in Millions! 1996 1995 1994

PRO FORMA SELECTED TELECOMMUNICATIONS AND SPACE

SEGMENT DATA Revenues 54.114.9 53.0927 52.596 :2

Revenues as a percentage of Hughes Revenues 259~o 209"" 18 ..

Net 5ales $3.9922 53.075 8 526338

Operating Profit (1, 2598 1892 2710

Operating Profit Margin (21 6.5% 6.2% 10 3 '.

Identifiable Assets at Year-End $4,406.7 $ 3.8200 53.2178

Depreciation and Amortization 1948 178.3 1408

Capital Expenditures (3) 449.8 436.5 3993
---~--- --- -- --,~-_."------'

AUTOMOTIVE ELECTRONICS

Revenues $5,350.8 $ 5.561.3 $5,221 7

Revenues as a percentage of Hughes Revenues 33.6% 37.6% 370%

Net Sales $5,311.3 $5,4797 $5.170.6

Operating Profit (1) 654.0 869.0 7948

Operating Profit Margin (2) 12.3% 15.9% 15.4%

Identifiable Assets at Year-End $3,3949 $ 3,267.4 $ 3,429.8

Depreciation and Amortization 195.9 151.4 142.2

Capital Expenditures 196.0 264.7 1664
--' ----_._-_. ._-------

AEROSPACE AND DEFENSE SYSTEMS

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

CORPORATE AND OTHER

Operating Loss (1)

Identifiable Assets at Year-End

$6,338.4 $5,945.4 $6.0236

39.8% 40.2% 427%

$6,3315 $5.899.7 $ 6,007.3

694.7 6880 6636

110% 11.7% 110%

$5,296.9 $5,369.7 $4,2624

157.6 1320 1585

171.1 109.8 159.5
._--~,---_._---,.-- -"

$ (14.2) $ (78.9) $ (990)

658.1 671.5 9352

• 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 19% classifications

(1) Net Sales less Total Cost and Expenses other lhan Interest Expense

(2) Operating Profit as a percentage of Net Sales

(3) Includes expendllures related to telecommUnications and olher equipment amounting to 5187.9 million. 52746 million.

and 5255.8 million. respectively

OPERATING &. FINANCIAL fiE :.'J···G



~NAUDITED SUMMARY PRO FORMA FINANCIAL DATA'
-,

I

f

PkO FORMA "lELECl ELJ

FINANCIAL DATA

Ooerating profit':);;)

Income (Loss) befcv,: 'ncome taxes

and cumulative effect of

accounting chan E;es

Earnings (Loss) usee for

computation 0; available

separate consolloated

net income (loss)"

Average number of GM Class H

dividend base shares (1)

Stockholder's equity"

Dividends per share of GM

Class H common stock

Working capital

Operating profit (loss) as a

percent of net sales

Pre-tax Income (loss) as a

percent of net sales

Net income (loss) as a

percent of net sales··

Return on equity" 2

Income (Loss) before interest

and taxes as a percent of

capitalization (3

Pre-tax return on total assets (4)

1996

S1,594

S 1 757

$1151

3999

$6,456

$096

$2,879

10,1 %

11.2%

7.3%

19,0%

270%

131%

1995

$1,667

S1,753

$1,108

3999

$5,680

$0,92

$2,502

11.3%

11.9%

7.5%

20,8%

29,8%

14,0%

1994

S1.630

S1,652

S1,049

399,9

$4,971

$0,80

$2,696

11.6%

11.8%

7.5%

22.9%

32.9%

14.5%

1993

S1 ,460

$ 1 ,494

$ 922

3999

$4,199

$0.72

$ 2,165

10.9%

11.1 %

6.9%

23.7%

33.1 %

13.6%

1992

S (127)

S (922)

3999

$3,562

$072

$1,692

(16%)

(10%)

(76%)

(219%)

(13%)

(12 %)

r
1

r

The summary excludes purchase accounting adjustments related to GM's acqUlsltlon of Hughes Aircraft Company

•• Includes unfavorable cumulative effect of accounting changes of $304 million In 1994 and $872.1 million in 1992

(1) Class H diVidend base shares IS used In calculating earnings attnbutatJle to GM Class H common stock on a per share baSIS

ThiS IS not the same as the average number of GM Class H shares outstanding, which was 984 million In 1996

(2) Earnings (loss) Used for Computation of AvaIlable Separate Consolidated Net Income (loss) diVIded by average stockholder's eqUity

(General Motors' equity In Its wholly-owned subSidiary, Hughes) Holders of GM Class H common stock have no direct rrghts In the

eqUIty or assets of Hughes. but rather have nghts ,n the eqUity and assets of GM (which meludes 100% of the stock of Hughes)

(3) Income (loss) before Interest and mcome taxes diVided by average stockholder's equity plus average total debt

(4) Income (loss) before Income Taxes clvided by average total assets

---------_._----- ---------~-

G) OPER.ATI~~:::::: (J Flr-,JAN(IAl REVIEW
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RESPONSIBILITIES FOR CONSOLIDATED FINANCIAL
STATEMENTS AND INDEPENDENT AUDITORS' REPORT

RESPONSIBILITiES FOR CONSOLIDATED FINANCIAL STATEMENTS

The following consolidated financial statements of Hughes Electronics Corporation and subsidiaries were prepared by management which IS

responsible for rheir lnregrity and objectivity The statements have been prepared In conformitv with generallv accepted accounnng pnnciples and.

as such. mclude 3mounts based on judgments of management.

C>.tanagement is further responsible for maintaming a system of internal accounting controls that IS desi~'11ed to provide reasonable assurance that

the books and records reflect the transactions of the companies and that its established poliCies and procedures are carefully tollowed. Perhaps rhe

most important fearure in the svstem of control is that it IS continually reviewed for its effectiveness and is augmented bv wrinen poltCles and gu\de­

!lnes. the careful selection and training of qualified personnel, and a strong program of internal audit.

Deloine &: Touche LLP. an independent auditmg firm, is engaged co audit the consolidated financial statements of Hughes Electronics

Corporation and subsidiaries and issue reports thereon. The audit is conducted in accordance with generally accepted auditing standards which corn·

prehend the consideration of internal accounting COntrols and tests of transactions to the extent necessary co form an lndependenr opmion on the

financial statements prepared by management. The Independent Auditors' Report appears below.

The Board of Directors. through its Audit Committee, is responSible for assuring that management fulfills its responsibilities in the preparation of

the consolidated Hnancial statements and engagmg the independent auditors. The Committee reviews the scope of the audits and the accounting

pnnciples being applied in Hnancial reporting. The independent auditors, representatives of management, and the internal auditors meet regularly

(separately and jointly) with the Comminee to review the activities of each, to ensure that each is properly discharging its responSibilities, and to

assess the elTeeriveness of the system of internal accounting controls. It is management's conclusion that the system of internal accounting controls

at December 31, 1996 provides reasonable assurance that the books and records retlect the transactions of the companies and that its established poli­

Cles and procedures are complied with. To ensure complete independence. Deloine & Touche LLP has full and free access [Q meet With the

Comminee, withal\[ management representatives present, to discuss the results of the audit, the adequacy of internal accounting controls, and the

quaJitv of the financial repornng.

ChJlrman of the BUJrJ
and Chld- E.'tl'(llfl\-C offl(l'!

INDEPENDENT AUDITORS' REPORT

ViL:l.: Ch~tIfm~\ll

.JnJ Ch\(~f ~tn.lnll.ll Officer

--, .",
;~7~'':·J.o(-~~~.I. ,,::2:Lif~-

St'nil)r ViCl' PI't·'aJt~lH.

TreJsurer Jnd Contrullt::r

Tu The Srockholder and BO<lrd of Direcrors of Hughes Electrunics Corporation:

We have audited the Consolidilted Balance Sheet of Hughes Electronics Corporation and subsidiaries as of December 31, 1'N6 .1I1d 1W5 and the

related C:onsohdated Statement of Income and Available Separate Consolidated Net Income and Consolidated Statement of Cash Flows for each of

the three vears in the period ended December 3l. 1996. These financial statements an: the responsibility of Hughes Electronic~ Corporation's man­

dgemenL Our responsibility is to express an opinion on the~e tlnancial statements based on our audits.

We conducted our audirs in accordance with generally accepted auditing stand;Jrds. Those swndards require thiu we plan and petiol'm the audit to

ohrain reasonahle assurance about whether the financial statements arc free of material misstatement. i\n audit includes examining, on a test hasis, evi­

dence suppornng the amounts and disclosures in the financial statements. An audit al~o indude~ assessing the accounting principles used and significant

estimates made by management. as well as evaluating the overall financial statement presentation. \Ve believe that our audits provide a reasonable basis

fur our 0pullon.

111 our upl/lIon, such finanCial statemems presem fairly, in all nwterial respects, the financial position of Hughes Electronics Corporation and sub­

sidiancs ar Decemher .J 1. 19% and 1995 and the results of their operations and their cash flows for each of the three years in the period ended

December 31, 1496 in conformity with generally accepted accounting prinCIples.

,-\s lhscusseJ in Nute 1 to the cunsolidated t1nancial statements. dlect;vejanuary I, \994 Hughes Elecrrunics Curpuratiun changed its methud uf

.lccotllHing for posternployrnent benefits.

Los AI\l(dcs. C.ltforlll.
!anuary 28. 19<,17
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~cc"~ 0 N SOL I D ATE D STAT EMEN T 0 FIN COM E AND
AVAILABLE SEPARATE CONSOLIDATED NET INCOME

(Dollars in Millions Except Per Share Amounts) 1996 1995 1994

REVENUES Net sales

Income before cumulative effect of accounting change 1,028.9

Cumulative effect of accounting change

NET INCOME 1,028.9

Adjustments to exclude the effect of GM purchase accounting

adjustments related to Hughes Aircraft Company 122.3

14,283.3
---~--_.~-

1,634.6

605.7

$ 1,151.2

$ 9,1087

4.9536

37.1

14,0994

10,943.4

1,018.3

470.2

123.8

15.1

12,570.8

1,528.6

572.8

9558

(304)
'---

9254

1238

$ 1,0492

921

3999

$ 2416

$270

(0.08)

$262$2.77

$ 9,528.8

5,1855

575

14,7718

11,325.1

1,234.2

487.7

123.4

7.5

13,177.9

1,593.9

6456

948.3

9483

159.5

$ 1.107.8

955

399.9

$ 2646

$2.77

98.4

399.9

283.3

52.88

52.88

122.3

11.2

12,083.9

1.505.6

560.3

15,917.9

$10,6615

5,0826

173.8

$

Outside customers

General Motors and affiliates

Other income - net

TOTAL REVENUES

TOTAL COSTS AND EXPENSES

INCOME BEFORE INCOME TAXES

Cost of sales and other operating charges,

exclusive of items listed below

Selling, general. and administrative expenses

Depreciation and amortization

Amortization of GM purchase accounting adjustments

related to Hughes Aircraft Company

Interest expense - net

Income taxes

CONSOliDATED NET INCOME

EARNINGS USED FOR COMPUTATION OF AVAILABLE SEPARATE

Average number of shares of General Motors Class H

Common Stock outstanding (in millions) (Numerator)

Class H dividend base (in millions) (Denominator)

Available Separate Consolidated Net Income

Net earnings attributable to General Motors

Class H Common Stock

Before cumulative effect of accounting change

Cumulative effect of accounting change

COSTS ANa EXPENSES

AVAILABLE SEPARATE

CONSOLIDATED NET

INCOME

EARNINGS AnRIBuTABLE

TO GENERAL MOTORS CLASS

H COMMON STOCK ON A

PER SHARE BASIS

Reference should be made to the Notes to Consolidated FinanCial Statements

G 0 PE i-.:A r I NC ,~ FI N..; NC i At. ';':E'. i t'.V



ONSOLIDATED BALANCE SHEET

------.- -----------;llB]!III_.•.Il!lD._-
o
---

C
.~---- ---------.

8 ==: '.' __

(Dollars In Millions Except Per Share Amount) 1996 1995

1467

1.2356

5 1.1395

1,175.1
----- -. ----

3,573.7
---_._--
1,675.6

$15,9U4

1,133.5

1.2006

113.4

5 1,1613

3,466_0

1,915.0

$16,480.1

Intangible Assets, net of amortization of $1,579.1 and $1,415.1
~--------------

Investments and Other Assets - principally at cost (less allowances)
------- -_.-------------

Total Assets

CURRENT ASSETS

Cash and cash equivalents

Accounts and notes receivable

Trade receivables (less allowances)

General Motors and affiliates

Contracts In process, less advances and progress

payments of 51,010,4 and $1,327.2 2.507.1 2.4692

Inventories (less allowances) 1.528.5 1,225 5

Prepaid expenses, including deferred income taxes of $428.0 and 5484,4 568.1 5943
=---.,-::-------~-----------------____,=___c:_:=_----c:_------
Total Current Assets 7,079_0 6,810.8

-_._~-----

Property - Net 2,886.6 2,739.2

Telecommunications and Other Equipment, net of

accumulated depreciation of $362.3 and $274.5

ASSETS

8,5257

6,338.1

2,3239

8,662.0

(1086)

(277)

515,974..\

S 896.4 5 7487

27.5 52.2

8689 8383

248.1 4325

132.9 1908

2,025.8 2,0463

4,199.6 4.3088

34.5 2588

1,658.9 1,6106

1,4072 1.2705

$ 16,480.1

6,347.2

2,968.8
---------~-

9,316.0

(113.5)

(226)

9,1799

CURRENT LIABILITIES

Accounts payable

Outside

General Motors and affiliates

Advances on contracts

Subtotal

Minimum pension liability adjustment

Accumulated foreign currency translation adjustments
~---------

Total Stockholder's Equity

Total Liabilities and Stockholder's Equity

Notes and loans payable

Income taxes payable

Accrued liabilities

Total Current Liabilities
-------------

Long-Term Debt and Capitalized Leases
----------------

Postretirement Benefits Other Than Pensions

Other Liabilities and Deferred Credits

Commitments and Contingencies

Stockholder's Equity

Capital stock (outstanding, 1,000 shares, $0.10 par value)

and additional paid-in capital

Net income retained for use in the business

LIABILITIES AND

STOCKHOLDER'S

EQUITY

Certain amounts lor 1995 have be"n ,,,ci,,,,ified to conform w,th 1996 claSSifications

Reference should be made to the Notes to Consolidated Fin.1noal Statements
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CONSOLIDATED STATEMENT OF CASH FLOWS

,Dollars In ,V.:ilions) 1996 1995 1994

5 9558

487.7 4702

1595 1238

(519) 203

435 784

6,1 143

(12.9) (36)

(1501) (60.1)

(147.3) (238.1 )

(186.2) 111.4

(160.1) (275)

(30) (15.2)

(92.0) 25.8

160.4 (707)

2570 (28.2)

(2728) 20.2

9862 1,3768

(3095) (70)

(5457) (4905)

(1989) (3519)

S 948.3

506 90.6

1272 36

(136) 2069

(889.9) (5483)

(80.9) (21)

280 75

(377) (20.8)

(368.0) (3200)

(458.6) (3354)

(362,3) 4931

1,5018 1,008.7

51,1395 51,501.8

122.3

(13)

5603

40.1

(23,2)

(1203)

130.9

252.0

96.2

86.7

(34,1 )

(3028)

(30.3)

122.0

(579)

(13.9)

(308.0)

(28.7)

(652.3)

(191.2)

1.6

(522.4)

51,0289Income before cumulative effect of accounting change

Adjustments to reconcile income before cumulative

effect of accounting change to net cash provided

by operating activities

Depreciation and amortization

Amortization and adjustment of GM purchase accounting

adjustments related to Hughes Aircraft Company

PenSion cost, net of cash contributions

ProvIsion for postretirement benefits other than

pensions, net of cash payments

Net (gain) loss on sale of property

Net gain on sale of investments and businesses

Change in deferred income taxes and other'

Change In other operating assets and liabilities

Accounts receivable

Contracts in process

Inventories

Prepaid expenses

Accounts payable

Income taxes payable

Accrued and other liabilities

Other'

NET CASH PROVIDED BY OPERATING ACTIVITIES

Investment in companies, net of cash acquired

Expenditures for property and special tools

Increase in telecommunications and other equipment

Proceeds from sale and leaseback of satellite transponders

with General Motors Acceptance Corporation

Proceeds from disposal of property

Proceeds from sale of investments and businesses

Decrease (increase) in notes receivable

NET CASH USED IN INVESTING ACTIVITIES

Net decrease in notes and loans payable (393.2)

Increase in long-term debt 135

Decrease in long-term debt (29,0)

Proceeds from sale of minority interest in subsidiary 1375

Cash dividends paid to General Motors (384.0)

NET CASH USED IN FINANCING ACTIVITIES (655.2)
---:::------,cc----------

Net increase (decrease) in cash and cash equivalents 21.8

Cash and cash equivalents at beginning of the year 1,139.5
C;S-h-and cash equivalents at end o(theyea~----- ---51-,161:3

CASH FLOWS FROM

OPERATING ACTIVITIES

CASH FLOWS FROM

I~NESTING ACTIVITIES

CASH FLows FROM

FINANCING ACTIVITIES

"1994 amounts ••c1ude the effect of .lCCOuflt;"g change.

Reference shouid be made to the Notes to Consolidated FinanCial Statements.



~.."""",,,

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES

Organization and Consolidation. The consoli·

dated financial statemenes include the accounes of

Hughes Eleerronics Corporation (Hughesl and its

domestic and foreign subsidiaries that are more than

50~o owned. Investments in associated companies in

which at least 20°0 of the \"oring securities is owned

are accoumed for under the equity method of

accouming-

Effective December 31. 1985. Ceneral Motors

Corporation (Generallvlorors or GM) acquired

Hughes Aircraft Company and its subsidianes for

52.;" billion in cash and cash equivalents and 100 mil·

lion shares of CM Class H common stock haVing an

estimated value of S2.561.9 million. which earned

certain guarantees.

On February 28. 19S9. CM and the Howard

Hughes Medical Instiwte Institute; reached an

agreemem to terminate G\l's then·existing guaran·

tee obligations with respect to the Institute's holding

of G\l Class H common stock. Under terms of the

agreement as amended. the Institute received pur

options exercisable under most circumstances at 530

per share on March 1.19'-11. 1992. 1'-193. and 1995 for

20 million. 10 million. 10.5 million. and 15 million

shares. respecti\"el\". The Institute exercised these

put options at 5JO per share on March 1. 1'-I'll.

March 2. 1992. and March I, [993. On february 15.

1995. GM and the Institute entered into an agree­

ment under which GM assisted the Institute 111 sell·

ing 15 million shares of G\\ Class H common stock

at 538.50 per share. The \Iarch 1. \995 put option

expired unexerCised.

The acquisition of Hughes Aircraft Company

was accounted for as a purchase. The purchase

price exceeded the net book value of [ !ughes

AIrcraft Company by 54.244.7 million. Which was

assigned as follows: 5500.0 million to patents and

re1atc:d technolog\'. SI2j.O millJon to the future eco­

nomIC benefits to G\l at the Hughes ..'mcral:

Companv Long·Term lncenli\e Pbn LTIP. and

53.619;" million to other itlt<1I1g1ble assets. including

goodWill. The amuunts aSSigned to patents and

related technology are bemg amortlzed on a

straight-line basis O\'er 15 wars and Other lIltanglble

assets. including goodwill. over 40 vears. The

amount assigned to the future economlC benefits of

the LTIP was fully amortized 111 1990,

For the purpose of determming earnings per

share and amounts available tor dividends on the

common stocks of General \Iotors. the amortIza­

tion and disposal. if any. of these intangible assets is

charged against earnings attributable co C\I $ 1-,/,

par value common stock and amounted to 5122.3

million. $159.5 million. and SI23.x million. in 1996.

1995. and 1994. respectiveh'. The l'i95 amount

included a $36.1 million charge. included in other

income. for the write-off of such purchdse account­

ing adjustments related to the dispOSition of cenam

non-strategic business Units.

The earnings of Hughes and its subsidianes since

the acquisition of Hughes :\irct.1ft CompanY form

the base from which any di\'iJenJs on the G\l Class

H common stock are declared. These earnmgs

Illclude mcome c:arned from sales to G\l .1I1d its

affiliates. bur exclude purchase accounting adjust·

ments (see Notes 2 and ;"

On January [6. 199i, G\I and Hughes announced

a series of planned transaCllons desi.l,'T1ed to address

strategic challenges and unlock stockholder value m

the three Hughes business segments. (See :---':ote IS;

Use of Estimates in the Preparation of the

Financial Statements. The preparation of finan·

cial starements in conformlt\· with generally

accepted accounting principles requires manage·

ment to make estimates and assumptions that affect

amounts reponed therem. Due to the Inherent

",'I,':: G
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unc~rtaim\" imol\"ed In making esnmates. actual

results reported In future penods may be based

upon amounts that differ from those estlmates

FINANCIAL STATEMENTS

0.'ct cash provlcied bv op~raling aCtl\'ltleS retlecrs (,lsh

pavmenrs for mterest .1!:j income LEes as tOllO\\"5

contracts in process) vests with the L:S

Government.

progress paymenrs are received based Oil costs

incurred on the respective contracts. Title to the

inventories related to such contracts Included In

Accounts Receivable and Contracts in Process.

Trade receivables are pnncipally related to Ion,::

term contracts and programs. Amounts billed

under retainage provisions of contr"Lts are not 51'::'

nificant. and substantially all amounts arc collecnble

within one year.

Contracts in process are stated at costs incurre,i

plus estimated profit. Jess amounts billed to cus­

tomers and advances and progress payments applIed.

Engineering. tooling. manufacturing. and applicable

overhead cOSts. including administratl\·e. research

and development. and selling expenses. are charge,-[

to costs and expenses when incurred. Contracts in

process include amounts relating to Lontracts \\Jth

long production cycles and amounts receIvable

under sales-type leases. and $}46.0 million of the

1996 amount is expected to be billed after one \edr

Contracts in proccss m 1996 also include approxl'

mately $53.8 million relating to cla1ms. requests tor

equitable adjustments. and amounts \\·lthheld pend.

ing negotiation or settlcment with customers.

Under certain contracts with the US em·emmer-t.

Revenue Recognition. Sales w General Mowrs and

affiliates and w ourside customers not pursuant w

long-term contracts are generally reco!;,'ilIzed as

products are shIpped or ser\"ices are rendered. Sales

under long-term contracts are recognized primarilv

using the percemage-ot:completion (COSt-tO-cost!

method of accounting. Under this method. sales are

recorded equivalent to costs incurred plus a portion

of the profit expected to be realized. determined

based on the ratio of costs incurred to estimated

total costs at completion. Sales under certain com­

merciallong-term contracts are recognized using

the units-ot~deli\"ervmethod.

Profits expected to be realized on long-term con­

tracts arc based on estimates of total sales value and

costs at completion. These estimates are reVIewed

and revised periodically throughout the lives of the

contracts. and adjustments to profits resulting from

such revisions are recorded 1r1 the accounting period

in which the revisions arc made. Estimated losses

on contracts are recorded in the period 111 which

they Me identified.

Certain contracts contain cost or performance

lllcemives which provide for increases in profits tilr

surpassing stated objectives and decreases III profits

tClr failure to achieve such objectives. Amounts asso­

ciated with incentives are included in estimates of

total sales values when there is sufficient informa·

tion to relate actual performance to the obJectives.

(Dollars in Millions)

Interest

Income taxes

1996

S 39.6

6479

1995

S 37.5

634.2

1994

S ~07

686.2

Cash Flows. Cash equivalents consist of hIghly liq­

uid investments purchased with original maturities

of 90 days or less.

~-JAnCIAL R~'i!E\/')

Inventories. Inventories are stated at the lower or'

cost or market principally using the first-in. first·our

i fl ro) or average COSt methods.



Major Classes of Inventories

Dollc'~', In Milllor~s) 1996 1995

Productive material

work In process,

and supplies $1,383 1 $1,060,4

Finished product 145.4 165,1
----_._- --------_.•.__.- -_._---

Total $1,528.5 $1,225.5
----,---',._- ,_.~.- -------~~----_.-

Property and Depreciation. Property IS earned at

cosr Depreciation of property is provided for based

on estimated useful lives (3 to 45 years) generally

using accelerated methods,

Telecommunications and Other Equipment.

Telecommunications and other equipment

mcludes satellite transponders and other equipment

subject to operating leases or service agreements.

Such equipment IS carried at Hughes' direct and

mdlrect manufacturing cost and is amortized over

the esnmated useful lives (7 to 23 years) using the

straight-line method. The net book value of equip­

ment subject to operatmg leases was $412,4 million

and $299,8 million at December 31. 1996 and 1995,

respectlvely

Intangible Assets. Intangible assets, principally the

excess of cost over the fair value of identifiable net

assets of purchased businesses, are amortized using

the straight-line method over periods not exceeding

40 years. Hughes periodically evaluates the recover­

ability of goodwill and other intangible assets by

assessmg whether the unamortized intangible asset

can be recovered over its remaimng life through

undiscounted cash flows generated by underlying

tangIble assets,

Income Taxes. The provision for income taxes is

based on reported income before income taxes,

Deferred income tax assets and liabilities reflect the

Impact ot tl'Glp"l,ll\ ,illkrl'l1l'l" he, \\ l'l':~ : ;It

In)()unrs of ,lSSl'[~ ,111 ...: IIJOdIl1l· ... rL'((l,\.:,nlzL,,~ t()r

ogmzed for td\ DUlp()Ses as l1le,lsureJ h\ .It'ph,ng

currentlv enaded [,IX :.1\\ S Pr(J\'ISI(J!1 h.b 8c:c:n maJe

for uS Federal Il1come taxes to be paid 0" that por,

[ion of [he undlsrnbuted earnll1gs ot lorelc:n sub

sldlanes that has no[ been deemed permanenrh

reinvested,

Hughes and Its domestic subsidianesloin \\llh

General Motors m filmg a consolidated LS Federal

Income tax return The portion of the consoildated

income tax ilability recorded bv Hughes IS generally

equivalent to the liability it would have incurred on

a separate return basis

Research and Development. Expenditures for

research and development are charged to costS and

expenses as Incurred and amounted to 5:-30,0 mil­

lion In 1996, $761 7 million in 1995, and 5699,3 mil­

lion m 1994

Financial Instruments. Hughes enters into foreign

exchange-forward contracts to reduce its exposure to

fluctuations in foreign exchange rates, Foreign

exchange-forward contracts are accounted for as

hedges to the extent they are designated as, and are

effective as, hedges of firm foreign currency com-

mltments.

Foreign Currency Transactions. Foreign currency

transaction net gains (losses) included in consoli­

dated operating results amounted to $5,4 million in

1996, ($0,5) million in 1995. and ($4,2) million in

1994.

Market and Credit Risk Concentrations. Sales under

Unlled States Government contracts were 34, ,%,

35.5%. and 376% of net sales in 1996, 1995, and

1994, respecl1vely. Sales to General Motors and affili-

OPfkATING <\ FIN/\NCIA L RE'. E~"i. G
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514.2 mdllon. clf SOOS per sh,lre ld (,.\1 CI,lSS I I

c'()mmOI1 srock Th,' c'/urge pnnt'lI'I/I I'C'i.ltl'J III

l'\tenJe.1 JIS,lbdlt\ :,el1"(I[, \\ hlc'h .'1',' ,ll'cTUl·J Oil ,I

hn,lI1U,llln"rumelll' \\111(h pilll'lllt,d,I' subleu

Hughe, [il lOIKeiH[,ll!Olb ill lTedl[ rl,i-; ,'ill1S1S[ prill

Clpally ot hlghil i:qUld !tl\cs[menl, purchJsed WI[h

OJ'igll1JI ma[Uril/(:5 ut YU dan or IDS 11ughes pldces

these II1ves[menrs wJ[h hlgh'qualm (ounrerpartJes

,md, bv poky. Innlts the amount of credit exposure

to anyone counterparty

Accounting Changes. Effectlve January I, 1996.

Hughes adopted Statement of FmanClal Accountmg

Standards (SFASi '-.;0,123. Accountmg for Stock,

Based Compensatlon. and as permmed by thiS stan

dard. wl1l continue to apply the recognHlon and

measurement pnnciples of :'>.ccounting PnnClples

Board Opinion \lo. 25 to its stock options, Hughes

has calculated the pro forma effects of applymg

SFAS No, 123 and determmed that such etfects are

not significant m relation to reported net Il1come

and earnmgs per share.

Effective January I. 1996. Hughes also adopted

SFAS No. 12l, .'..ccounting for the Impairment of

Long,Uved Assets and for Long,Uved Assets to Be

Disposed Of This Statement estabhshes accounting

standards for the Impairment of long-lived assets,

certain identifiable mtangibles, and goodwill related

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

lived assets and certain identifiable intangibles to be

disposed of. The adoption of thiS new accountmg

standard did not have a material effect on Hughes'

consolidated operating results or finanoal position,

Effective January I, 1994, Hughes adopted SFAS

No. I J2, 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 $30.4 million, net of income taxes of

C%) OPERATII'JC .~ ~INANCIAL REVI~W

NOTE 2: RELATED-PARTY TRANSACTIONS

Sales, Purchases, and Administrative Expenses.

The amounts due from and to C M Jnd Jfftliate5

result from sales of products [() and purchJses of

materials and servICes from Units controlled bv C.\l.

Purchases from GM and affiliates, Includmg com,

puter systems servICes proVided by ElectroniC Data

Systems Corporation pnor to its split-off from C\L

and common administrative expenses allocated b\'

GM, amounted to approximately $77.9 milhon.

$2337 million, and $257 I million, m 1996, 1995, and

1994, respectively

Incentive Plans. Certain eligible employees of

Hughes participate in various Incentive plans of G\1

and its subsidiaries

NOTE 3: INCENTIVE PLAN

Under the Hughes ElectrOniCs Corporanon

Incentive Plan (the Plan), as approved by the GM

Board of Directors in 1987, 1992, and 1995. shares,

rights, or options to acquire up to 20 million shares

of GM Class H common stock may be granted

through May 31, 1997

The GM Executive Compensation Committee

may grant opnons and other rights to acquire shares

of GM Class H common stock under the provisions

of the Plan. The option price is equal to 100% of the

fall' market value of GM Class H common stock on

the date the options are granted. These nonqualified

options generally expire 10 years from the dates of

grant and are subject to earlier termmation under

certain conditions.



Outstanding at January 1. 1994

Granted

ExerCised

Terminated

Outstanding at December 31. 1994

Granted

ExerCISed

Terminated

Outstanding at December 31, 1995

Granted

Exercised

Terminated

Outstanding at December 31, 1996

Shares Unde' Weighted-Average

Option Exerc;,e Price

6,366008 525 19

1612,640 36.75

(712,107) 2448

(202,220) 3422

7,064,321 27.64

1537,350 3994

(1,929,393) 24.81

(14,425) 34.17
- -

6,657,853 31.29

1,501,900 61.31

(864,889) 28.58

(128,075) 42.94
-- -------------------

7,166,789 $37.70

ExerCISable at December 31, 1996 4,965,289 $3040

The following table summarizes information about the Plan stock options outstanding at December 31, 1996:

Range of

Exercise Prices

$15.00 to $24.99

25.00 to 3499

3500 to 44.99

4500 to 5499

5500 to 6500

$15.00 to $65.00

Weighted-Average Weighted- Weighted-

Number Remaining Contractual Average Number Average

Outstanding Life (years) Exercise Price Exercisable Exercise Price

829,669 4.6 $20.74 829,669 $2074

2,179,755 5,5 2736 2,179,755 27.36

2,692,090 79 3845 1,955,865 3789

1,465,275 9.3 6131
-------

7,166,789 7.1 $37.70 4,965,289 $30.40

At December 31. 1996, the maximum number of shares for which additional options and other fights may be granted under the Plan was

2.314,449 shares

NOTE 4: PENSION PROGRAMS

Hughes' total pension expense amounted to

$97.5 mdlion In 1996. $39.0 mdlion m 1995, and

$54.9 million in 1994.

Substantially all the employees of Delco

Electronics participate in the defmed benefit pension

plans of General Motors. Plans covering represented

,,---.-._------------

employees generally provide benefits of negotiated

stated amounts for each year of service as well as

significant supplemental benefits for employees who

retire with 30 years of service before normal retire­

ment age. The benefits provided by the plans cover­

ing salaned employees are generally based on years

of servIce and the employee's salary history Certain

nonquahfied pension plans covering executives are

OPE RAT I N G &. r: I NAN C \ A L R f v I E':.~ Cl)
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bdSt'J on urgctcJ \\,lge rcpl,lLcmerl' P('fc'Cllugcs dlld arc unfunded Thc ac'cullluLIlCd f)iJll bClle!11 "olig,l:

,md pl'lllllet asscts lur the employe\" ,iI Deku Lln-trollics ,Ire Ilot Jctl'rmmed "'p,II',lleh, huwnn. C\l

clu.-ged Delco Elec[rOnlcS 55,) mil !J()11 , 5,1) q millioll. dnJ 5en) millil"l, rur bc'ndtl' c',lmcd hI' the", \',j1;<U\

ces III 1996. 1995. ,mJ 1994. respectlwly

Substdntldllv elii uf Hughes nOIl·dUWmOtlYl' employees dre covne,i by Hughl" b.lrgall1l11g ,md non-h,lrgal11

mg dehned benefit retlrement plans Beneftt, drc based on VCdrs o! servlCc and compensatIon c,lrncd ,iun"g ,\

specit-led penod 01 [Ime before retirement ,'\ddltlOnally, an unfunded. nonqualifted pensIOn pLlll ,-ov'ers (enall,

executives. The net pension expense credit related to these plans covenng non-auwmOCly'e emplon~es.

111cluded the components shO'.\-n below:

(Dollars In Millions) 1996 1995 1994

Benefits earned during the year $ 1613 $ 110.5 S 146.7

Interest accrued on benefits earned In prior years 4134 403.6 3770

Actual return on assets (1,2531) (1,198.3) (1047)

Net amortization and deferral 722_8 672.3 (4574)
_._---_ .._---_.~- ~_-_~~_---

-_._.. _....~_~-~

Net retirement plan expense (credit) $ 44.4 $ (11.9) $ (384)

Costs are actuarially determined using the pro­

jected unit credit method and are funded 111 accor­

dance with US. Government cost accounting

standards to the extent such costs are tax-deductible_

SFAS No. 87. Emplovers' Accounting for PensIOns,

requires the recogmtlon of an additional pension lia­

bility to increase the amounrs recorded up to the

unfunded accumulated benefit oblIgation. The

adjustmenr required to recognize the mmimum pen­

sIOn liability required by SFAS No. 87 IS recorded as

an intangible asset to the extent of unrecognized

prior service cost and the remamder, ner of applIca­

ble deferred income taxes, is recorded as a reduction

of Stockholder's EqUity. At December 31, 1996 and

1995, the additional minimum pension liability

recorded was $210.8 million and $204.9 mtllion.

respectively, of which $113,5 million and $108_6 mil­

lion, respectively, was recorded as a reduction of

Stockholder's EqUity

~ Of-JERA~INC & f-INANCIAL REVIEW

Plan assets are invested primarily 111 listed com­

mon stock, cash and short-term investment funds.

US. Government securities, and other investments

The weighted-average discount rates used 111

determining the actuarial present values of the pro­

Jected benefit obligation shown in the table on the

following page were 7.5% and 7.25°;\) at December

31,1996 and 1995, respectlvely. The rate of increase

in future compensation levels was 5.0% 111 199b and

1995 The expected long-term rate of return on

assets used in determining pension cost was 9 ;"" 111

1996 and 1995.

The table on the following page sets forth the

funded status of the Hughes non-auromotlve

employee plans and the amounts included in the

Consolidated Balance Sheet at December 31, 1q'l(i

and 1995:



1996 1995

Assets Accumulated Assets Accumulated

Exceed Benefits Exceed Benefits

Accumulated Exceed Accumulated Exceed

I,Doliars In Millions) Benefits Assets Benefits Assets

Actuarial present value of benefits based on

service to date and present pay levels

Vested $ 4.4370 S 3307 $ 4,6853 S 3275

Nonvested 4037 39 225.6 4.7
-~.--~--

- . -- ------ ---- ----------

Accumulated benefit obligation 4,840.7 3346 4,910.9 3322

Additional amounts related to

projected pay Increases 5493 138 456.7 11.0
------ --_. -_.~---_._-_...- --"

Total projected benefit obligation based

on service to date 5,3900 3484 5,367.6 3432

Plan assets at fair value 7,094.9 702 6,397.7 65.9

Plan assets in excess of (less than)

projected benefit obligation 1,7049 (2782) 1,030.1 (2773)

Unamortized net amount resulting from changes

in plan experience and actuarial assumptions (564.0) 2086 173.3 1933

Unamortized net asset at date of adoption (106.6) (161.9)

Unamortized net amount resulting from changes

In plan provisions (130) 159 (138) 226

Adjustment for unfunded pension liabilities (210.8) (2049)
-_.

Net prepaid pension cost (accrued liability) $ 1,021.3 $ (2645) $ 1,027.7 S (266.3)

NOTE 5: OTHER POSTRETIREMENT BENEFITS

Substantially all of the employees of Delco Electronics participate in various postretirement medical. den·

tal, visIOn, and life insurance plans of General Motors. Hughes maintains a program for eligible non-automo­

tive retirees to participate in health care and life insurance benefits generally until they reach age 65. Qualified

employees who elected to participate in the Hughes contributory defined benefit pension plans may become

eligible for these benefits if they retire from Hughes between the ages of 55 and 65

The total non-pension postretirement benefit COSt of Hughes and its subsidiaries included the components

set forth as follows:

(Dollars in Millions)

Benefits earned during the year

Interest accrued on benefits earned in prior years

Net amortization

Total non-pension postretirement benefit cost

1996

$ 36.2

1165

(110)

$141 7

1995 1994

$ 33.9 $ 50.1

123.3 130.3

(16.5) 76

$140.7 $188.0

OPERATING & FINANCIAL REVIEW.
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The IClllu\\'l!1l:: table dlspldYS the cCJll1p"Ilt'llt s "f Hughes 11blll::d1111l1 rl·C".C:lllznl t"r 1,,,s[[c'llr'('lllerli b('nctlt

ricin, Included 111 [he CCJllsCJ1Jd,ltcd 1\.ll'lI1\·l'~heet .ll December, I 1"')(1.'.11,: I LjCl,

D'Jliars ,n Milham;

Accumulated postretirement benefit obligation attributable to

Current retirees

Fully eligible active plan participants

Other active plan participants
- ... _---- ------.---- ---

Accumulated postretirement benefit obligation

Unrecognized net amount resulting from changes in

pian experience and actuarial assumptions

Net postretirement benefit obligation

Less current portion
------

Net long-term postretirement benefit obligation

1996

S 808.3

254.2

562.0

1,624 5

1037

1,728.2

69.3
-----_._--~ ---~----.-----.

$1,6589

1995

S 857 1

22' i

5475
-------- -.----

1,6257

624

1,688.1

775

$1,610.6

The assumed \\elghted-average discount rates used in determining the actuarial present value of the accu­

mulated postretirement benefit obligation werc 7.56% and 7.25% at December 31. 1996 and 1995, respeCtl\'ely.

The assumed weighted-average rate of increase in future compensation le\'els related to pay-related life msur­

ance benefIts was -15% at December 31, !996 and 4.4% at December 31. 1995.

The assumed \\'eighted-average health care cost trend rate was 7.91 % m [996, decreasing Imearly each suc­

cessive year until it reaches 5.31 % m 2006. after which it remams constant. A one percentage point increase in

each year of this annual trend rate would increase the accumulated postretirement benefit obligation at

December 31, 1996 b\' approximately $150 million, and increase the service and interest cost components of the

1qq6 postretirement benefit expense by approximately $17 million.

Hughes has disclosed in the consolidated financial statements certain amounts associated with estimated

future postretirement benefits other than pensions and characterized such amounts as "accumulated postretire­

ment benefit obligations," "liabilities," or "obligations." Notwithstanding the recording of such amounts and

the use of these terms. Hughes does not admit or otherwise acknowledge rhat such amounts or existing postre­

memenr benefit plans of Hughes (other than pensions) represent legally enforceable liabilines of Hughes

~ 0 PER AT i N G & i=- I NAN C I A l REv ~ '..v



NOTE 6: INCOME TAXES

The mcome tax provl~IO!l CO!lslsted of the tollowing:

(Dol/ars In Millions)

Taxes currently payable

us. Federal

Foreign

U.5. state and local

Total

Deferred tax (assets) liabilities - net

U.S. Federal

Foreign

U.S. state and local
-------

Total

Total income tax provision

• Excluding effect of accounting change

1996 1995 1994

$ 390 7 $ 6646 55322

11 2 13.4 10.3

102.8 138.4 100.5
--------~

--~-_.-.-

-----~-

5047 816.4 6430

979 (1300) (62.2)

03 20 1.3

28 (428) (93)

1010 (1708) (70.2)

$ 6057 $ 645.6 55728*

The deferred income tax benefit in 1994 mcluded a $63.0 million credit that resulted from an ad1ustment to

the beginning of the year valuation allowance because of a change in Clrcumstances with respect to Hughes'

ability to realize the benefit from a capital loss carryforward.

Income before income taxes mcluded the following components:

(Dollars in Millions) 1996 1995 1994

U.S. income $1,5471 $1,494.7 51,4481

Foreign income 87.5 992 80.5

Total $1,6346 $1,593.9 S1,528.6

The consolidated income tax provision was different than the amount computed using the u.s. statutory

income tax rate for the reasons set forth m the following table:

(Dollars in Millions)

Expected tax at U.s. statutory Income tax rate

U.s. state and local income taxes

Purchase accounting adjustments

Foreign sales corporation tax benefit

Change in valuation allowance

Other

Consolidated income tax provision

• Excluding effect of accounting change

1996 1995 1994

$ 5721 $ 557.9 $ 535.0

686 62.2 593

42.8 55.8 43.3

(272) (22.2) (19.2)

(63.0)

(506) (8.1 ) 174
.~---_.- --------
$ 605.7 $ 6456 $ 5728*

OPE~AIING I, ~1"'JANCiAl ~: Jlfi).; 'i)
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.. ··-1

1996 1995
Deferred Deferred Deferred Deferred

Tax Tax Tax Tax

(Dollars ,n Ivi,ll,ons! Assets Liabilities Assets liabilities

Postretirement benefits other than pensions $ 7636 $ $ 7049 S

Profits on long-term contracts 3707 142.3 3845 2035

Leveraged leases 1196 749 [
Employee benefit programs 1489 3878 185.2 393.3

Depreciation 496.2 4795

Special provision for restructuring 290 56.4

Other 313.2 251.6 445.2 2203-_ ..------------ -~-----~- ~_.._----- ----

Subtotal 1,745.0 1,2779 1,851.1 1,296.6

Valuation allowance (336) (22.8)
-----_.----- --

Total deferred taxes $1,711.4 $1,277.9 $1,828.3 $1,296.6

Provision has been made for C.S. Federal income

taxes to be paid on that portIon of the undistributed

earnings of foreign subsidiaries that has not been

deemed permanenth- reinvested. At December 31,

J996 and 1995. undistrIbuted earnmgs of foreign

subsidiaries amounted to approximately $462.3 mil­

!lon and $397.4 million, respeetlvely. Repatriation of

all accumulated foreIgn earnings would have

resulted in tax liabillties of $122.6 million and $110.3

million, respectively. for which Hughes has provided

deferred tax !labilities of $93.4 million and $82.8 mil­

lion, respectively.

At December 31. 1996, Hughes had $73.6 million

of foreign operating loss carryforwards which expire

in varying amounts between 1997 and 2001. The val­

uation allowance includes a provIsion for all of the

foreign operating loss carryforwards. In addition,

Hughes had $19.6 million of capltalloss carryfor­

wards, of which $12,3 million will expIre In 1998 and

$7.3 million will expire In 2000. No valuation

allowance has been provided for the capital loss car­

ryforwards.

NOTE 7: EARNINGS ATTRIBUTABLE TO GENERAL

MOTORS CLASS H COMMON STOCK ON

A PER SHARE BASIS AND AVAILABLE SEPARATE

CONSOLIDATED NET INCOME

Earnings attributable to General Motors Class H

common stock on a per share baSIS have been deter·

mined based on the relative amounts available for the

payment of dividends to holders of the GM Class H

common stock. Holders of GM Class H common

stock have no direct rights In the equIty or assets of

Hughes, but rather have rights in the equity and

assets of GM (which includes 100% of the stock of

Hughes),

Dividends on the GM Class H common stock are

declared by GM's Board of Directors out of the

Available Separate Consolidated Net Income of

Hughes earned since the acquisition of Hughes

Aircraft Company by GM. The Available Separate

Consolidated Net Income of Hughes is determmed

quarterly and is equal to the separate consolidated

net mcome of Hughes, excluding the effeers of GM

purchase accounting adjustments arising from the

~ OPERATING & FINANCIAL REVIEW



acqUlSltlOn of Hughes .'\ircraft Company' Earnings

Used for Computation of Available Separate

Consoltdated "iet Income I. multiphed by a trdCllon.

the numerator of which IS a number equal to the

weighted-average number of shares of CM Class H

common stock outstanding durmg the peflod and

rhe denominator of which was 399.9 million dunng

the fourth quarters of 1996,1995, and 1994

The denominator used in determining the

Available Separate Consolidated Net Income of

Hughes IS adjusted as deemed appropriate by the

CM Board of Directors to reflect subdivisions or

combinations of the CM Class H common stock and

to reflect certain transfers of capital to or from

Hughes. The CM Board's discretion to make such

adJustments is limited by criteria set forth in CM's

Certificate of Incorporation. In this regard. the CM

Board has gent.'Llih L'clused the dcnommat"" 10

decrcase ,15 5hclrc> ,Ire purchased bv Hughe<. ,mel III

Increclse ,1S sUL'h slures drl' used. at Hughe< c·\pensl'.

for Hughcs emplovce beneht plans or acq,lIslt;ons

DiVIdends 111,1\' be pel1d on CM Class H coml11on

stock onl\' \\hen. ,1S. dnd if declared by the CM

Board of DIrectors In Its sole discretion The current

policy of the GM Board with respect to G\\ Class H

common stock [S to pay cash dividends approxl'

mately equal to 35% of the Available Separate

Consolidated Net Income of Hughes for the prior

vear. NotwIthstandmg the current dividend policy,

the dIvidends paid on the CM Class H common

stock during 1996. 1995. and 1994 were based on an

annual rate higher than 35% of the Available

Separate Consohdated Net Income of Hughes for

the preceding vear

NOTE 8: PROPERTY - NET

(Dollars in Millions)

Land and improvements

Buildings and unamortized leasehold improvements

Machinery and equipment

Furniture, fixtures, and office machines

Construction in progress

Total

Less accumulated depreciation

Net real estate, plants. and eqUipment

Special tools - less amortization

Property - net

Estimated December 31,
Useful Lives

(Years) 1996 1995

10-40 $ 187.6 5 189.7

5-45 1,361.5 1.293.3

3-13 3,140.3 2.874.2

5-15 139.1 118.3

348.5 439,9

5,177.0 4,915.4

2,378.1 2.244.2

2,798.9 2.671.2

3 87.7 68.0

$ 2,886.6 $ 2,7392

OPERATING ~ FINANCIAL REVIEW'·.
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NOTE 9: NOTES AND LOANS PAYABLE AND LONG- TERM DEBT AND CAPITALIZED LEASES

December 31.

(Dollars In Millions)

Loans payable to banks

Current portion of long-term debt

Current portion of GM term loans

Other
-_.. _------~--~-----

Total notes and loans payable

Foreign bank debt

Term loans

GM

Other

Other debt

Total

Less current portion

Long-term debt

Capitalized leases

Total long-term debt and capitalized leases

1996

5 10.2

151.4

58.8

277
- ---- -- ---- ---_..---_.-

$2481

$ 271

588

1500

235.9

210.2

25.7

8.8

$ 34.5

1995

72

350

325 2

5..)325

S 538

1':3.8

'300

29

At December 31. 1996. Hughes had $550.0 mil­

lion and $650.0 million of unused credit available

under short-term lines of credit and an unsecured

revolvmg credit loan agreement. respectively. The

unsecured revolVing credit loan agreement prOVides

for a commitment of $650.0 million through

January 2000. subject to a facility fee of 0 10% per

annum. Borrowings under the agreement bear inter­

est at a rate which approximates the London

Interbank Offered Rate plus 0.175%. No amounts

were outstanding under the agreement or the short­

term lines of credit at December 31. 1996.

At December 31. 1996. foreign bank debt included

$271 million denominated in British pounds sterling.

bearing interest at rates ranging from 5 9% to 7 1%

with maturity dates from 1997 to 2003

C) OPERATINC &. FINANCIAL REVIEW

The GM term loan bears interest at 6.1 % \\Hh a

maturity date in 1997. The other term loans c-·~m·

sisted of notes payable to an insurance compJn\'

beanng interest at rates ranging from 7.7% ro .; 0"0

with maturity dates in 1997.

Other notes and loans payable for 1995 inc:uded

$302.7 million related to the acquisition of

Magnavox Electronic Systems Company (see "ote

13). The note. which bore interest at 5.3%. \\3,

repaid in full on January 5. 1996.

Annual maturities of long-term debt and cdpnal·

ized leases are $210.2 million in 1997. $2.4 mtlhon In

1998. $2.5 million in 1999. $2.8 million in 2000. 531

million in 2001. and $23.7 million thereafter

Properry with a net book value of $14.8 millIOn

at December 31. 1996 was pledged as collateral

under such debt
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NOTE 10: ACCRUED LIABILITIES

December 31,

Payroll and other compensation

PrOVISion for losses on contracts

Accrual for restructUring

Other

Total

Certain amounts for 1995 have been reclassified to conform with 1996 classifications

NOTE 11; STOCKHOLDER'S EQUITY

1996 1995

5 671.3 S 5532

3563 4084

329 115.9

965.3 9688
----------'- ._----'-

52,025.8 S 2,046.3

The authorized capital stock of Hughes consIsts of [.000 shares of SO. [0 par value common stock. :'\.t

December 31. 1996. 1995. and 1994, 1,000 shares having an aggregate par value of $100 were issued and out­

standing. All of the outstanding capital stock of Hughes is held by General Motors.

(Dollars in Millions) 1996 1995 1994

Capital stock and additional paid-In capital

Balance at beginning of the year $ 6,3381 56,326.5 S 6,323.1

Tax benefit from exercise of GM Class H

common stock options 91 11.6 34

Balance at end of the year $ 6,3472 $ 6,338.1 S 6,326.5
---._----_.,-----_.__.~-~.

Net Income retained for use in the business

Balance at beginning of the year $ 2.323.9 51,743.6 5 1,138.2

Net income 1,0289 948.3 925.4

Cash dividends paid to General Motors (3840) (368.0) (320.0)

Balance at end of the year $ 2,968.8 $ 2,323.9 $ 1,743.6

Minimum pension liability adjustment

Balance at beginning of the year $ (1086) $ (76.1) S (1204)

Change dUring the year (49) (32.5) 44.3

Balance at end of the year $ (113.5) $ (108.6) $ (76.1)

Accumulated foreign currency translation adjustments

Balance at beginning of the year $ (277) $ (18.2) $ (12.8)

Change dunng the year 5.1 (9.5) (54)

Balance at end of the year $ (226) $ (27.7) $ (182)

o ~ E f{ A TIN C l"~ ~ I NAN C I A L :: '-j I ~V'/ cD
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\s soil' S[(lckholdcr' ,11 '11I~1l<" ,; \, I > ,lbi, :"

,',\Use Hu~hes 10 )'.1\' ,'.Ish cll\ldelh:' ,111,: 111,lkl'

~ld\·<ln(l's tu n!" (llhtT\\'hl' l'l)tcr 1111 ~ l t Lll1\,ll'11{ llh

with G,\! ;IS C'v! jcems deslr;lble ,trlel .tpDt'<lprt.lle

C\;1 rcscnt's the nght to ,:Juse Hughes ttl pay (,lsh

dlvldcnds [() C\1 trl such dmountS .IS C'vl dcrermmes

drc deSIrable under the then prevailing tJcts and (Ir

cumstdnces Such dmoUntS may be the 'ame as,

greater than, or less than the cash di\'ldends paId bv

GM on its Class H common stock Then> IS no fixed

relationshIp, on a per share or aggregate baSIS,

between the cash dividends that rna\' be paid by GM

to holders of Its Class H common stock and the cash

dividends or other amounts that may be paid by

Hughes to G'vl

NOTE 12: SPECIAL PROVISION FOR

RESTRUCTURING

[n 1992, Hughes recorded a special restructuring

charge of $1.237,0 million pnmarily attnbutable to

redundant faCllitles and related employment costs,

The speClal charge comprehended a reduction of

Hughes' worldWIde employment. a malor facilities

consolidatIon, and a ree\'aluation of certain business

lines that no longer met Hughes' strategIc obJec­

tives, Restructunng costs of $92.4 million. $208,8

million, and 5228,3 million were charged against the

reserve during 1996, 1995. and 1994. respectively. In

addition. m 1994 the restructuring reserve was

increased by $35,0 mIllion primarily due to changes

in the estimated loss on disposItion of a subsidiary.

The remainmg !lability at December 31, 1996 of

$42,0 million relates primarily to reserves for excess

facilities and other site consolidation costs,

Approximately $40,7 million of thiS total will

require future cash outflows, It is expected that

these costs will be expended predominantly during

the next year

'%) OPfP.A~ING & FINANCIAL Rtl./IE\N

NOTE 13: ACQUISITIONS AND DIVESTITURES

\11 [)e,'C:l1bl'l' I CiCi", Hu~lll's ,lllIHlllIlL'l',i :i-,Jt II :1.1.:

r'cacheJ al1 ,1~reemt'f1l til ,ll'qllll'l' Ihl' "Lml1c S\";tt'm,

Di\'lslon <1t :\Iltdll[ Te,hsvstcm" Il1l tc)r S1.::0 Illii

liol1 In cash The 'vI-mile S\'stel11s DivISlO11 ,< d lc,der

In lightweight torpedo manllLlcturmg ,mJ the deSign

and mallut'd,tunng of llnder\\'dtcr sllr\'eilb:1cc, SUI1M

dnd mmc warfare systems, The dcquI,iool1 \\'dS 'e)l11­

pleted In the first quarter of 1997

In September 1996, Hughes and PanAm~at

Corporation entered mto an agreement to merge

their respective satellite servICes operatiOns Into a

new publiclv-held company. Hughes wouU con­

tribute its Galaxy satellite services business In

exchange for a 71.5% interest in the new company,

Current PanAmSat stockholders would recel\'e a

28,5% interest in the new company and S1 5 billion

in cash, The source of the cash component of the

consIderation IS expected to be new debt imancmg,

which will be an obligation of the new compam'

PanAmSat IS a leading prOVider of internatlonal

satellite services, The transaction, whICh IS contm­

gent upon receIving certain regulatory approvals, IS

expected to close dunng the second quarter of 1997.

In March 1996, Hughes sold a 2,5% equltv inter,

est m DlRECTV, a wholly-owned subsidiary of

Hughes, to AT&T for $1375 million, with options

to increase their ownership interest under certain

conditions. The sale resulted in a $120,3 million pre­

tax gain which is included in other income,

In February 1995, Hughes acquired substantially

all of the assets of CAE-Link Corporation for $176,0

million in cash, CAE-Link is an established suppher

of simulation, training. and technical sen'ices, pri­

marily to the US, military and NASA, In December

1995, Hughes acquired all of the stock of \-1agnavox

Electronic Systems Company (Magnavox I for $382.4

million. conSisting of cash of $70.5 million, a note

payable of $302,7 million, and estimated additional



,IIllOUllts to he pZ\1d of $l).2 Illiliion. Magnavox IS cl

k,IJl!1g supplll'f ot milit<Ir'1' tacttcal commulllcations.

L·kdrOllll warbre. ,Illc! command and COlltn,\ svs·

Inns. In addltloll. Hugh<:s dcqUlred several mher

c·nt<:rprlses with operations that complement eXist·

Illg technologlCal capabil1ties at aggregate purchase

prIces. paid in cash. of $287 mmion and $63.0 md·

lion In 1996 and 1995. respectively

All acqUIsitions were accounted for uSing the pur·

chase method of accountmg. The operating results

of the entities acqUlred were consolidated with

those of Hughes from their respective acquisition

dates. These acquisinons did not have a material

impact on the operating results of Hughes The pur­

chase price of each acquisition was allocated to the

net assets acquIred. including intangible assets, based

upon their estimated fair values at the dates of

acquisition

During 1995, Hughes divested several non-strate­

glC enterprises generating aggregate proceeds of

approximately 5127.2 million and a net loss of

approximatelv $8.2 million, which included the

wrne-off of $30.1 million of purchase accounting

adjustments related to GM's acquisition of Hughes

Aircraft Company. Also in 1995, Hughes recorded a

546.0 million charge for the estimated loss on dispo­

smon of a bUSiness unit (including $6.0 million

related to the write-off of GM purchase accounting

adjustments) and completed the divestiture of

Hughes LAN Systems, for which a pre-tax charge of

$35.0 million was taken in 1994.

NOTE 14: DERIVATIVE FINANCIAL

INSTRUMENTS AND RISK MANAGEMENT

Hughes IS a party to financial instruments with

off-balance sheet risk in the normal course of busi­

ness to reduce ItS exposure to fluctuations in foreign

exchange rates The pnmary class of derivatives

used by Hughes is foreign exchange-forward con-

tracts. These ImtrulllCllls :n\'l>!ve. to van'lllg

,legrees. elements 01 lTcdlt nsk In the CI'Cl][ c1 COUll,

terpartv snouid default 'lll,llllclrkcl nsk .b the ilbtn,

ments ,Ire subject to I',llt: ,md pnce tluctu,lIlom.

Credit risk IS managed through rhe periodiC mom

toring and approval of fmanClallv sound counterpar

!les, Market risk IS mItigated because the denvatives

are used to hedge underlying transactlons. Cash

receipts or pavments on these contracts normallv

occur at matunty Hughes holds derivatlves only for

purposes other than trading.

Foreign exchange-forward contracts are legal

agreements between two parties to purchase and

sell a foreign currency. for a price speCified at the

comract date. with delivery and settlement in the

future. Hughes uses these agreements to hedge risk

of changes in foreign currency exchange rates asso­

ciated with certain firm commitments denominated

in foreign currency

The total notional amount of foreign exchange­

forward contracts Hughes held at December 31.

1996 and 1995. was approximately $223 million and

$289 million. respeet1vely. Hughes' open contracts

extend for penods averaging six months.

NOTE 15: FAIR VALUE OF FINANCIAL

INSTRUMENTS

For notes and loans payable and long-term debt

and capitalized leases. the estimated fair value

(which approximates book value) was $283.2 million

and $694.9 million at December 31,1996 and 1995.

respectively Such fair value is based on the quoted

market prices for similar issues or on the current

rates offered to Hughes for debt of similar remain­

ing maturities The carrying value of debt with an

ongmal term of less than 90 days is assumed to

approximate fair value.

The fair values of derivative financial instruments

OPE RAT, N C &. F ~ N A ~J C I A L R t
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,\l1d losses ,1rl' ~l'(')~I1IZed on [he \T!.Hl'd heclged

Item.' The I,lli' ...due or rOrel,L:n l'\chJI1,~t'·rorward

rate quotes ,l[ the reportl11g date /\t December, I,

!99() .md 199). the estimated fair value or open con

trans, which \\ere m a net gam position was 54 .,

mdlion and S10 7 million, respectively

For all fl11anclal1l1struments not described above,

fa\r value approximates book '·alue.

NOTE 16: SEGMENT REPORTING

Hughes operates wIthin the field ot modern

hlgh-technologv electronics for use 111

TelecommUnIcations and Space. Automotive

Electronics, and Aerospace and Defense Systems

busl11ess se~mcnts The Te lecol11T11 ul1hJ l10m 111c;

Sp.ICl' sl',>.:me!H Includes satc!l\[l' L'ol1strudlOn (l\\;1

l'Ishlp ,111,1 0pCI.1tlon, L'on~mUI1IC,\:H)11 Sl'nlc~s.

,c:rollnJ l'cllllpmel1l. and Jlrect·to·hol11e s.lteilltc

televIsIOn cntertamment sen',ccs 1Z-1JIOS, controls

tor engll1es ,md [ranSmlSSIOtlS. n,l\·lg.HlOl1 ,lnd com·

munlcdtJOn systems, monitors and sensors tor air

b'lgs. controllers f()r anti-lock brakes. cl1mate con·

trol. dashboard 1I1strumentation, vehicle secunn

electronics, and other automotive eiectr011lc prod­

ucts are 1I1cluded 111 the Automotive Electromcs seg·

ment The Aerospace and Defense Svstems segment

includes missile systems, command and control 5\·S·

tems, torpedoes and sonar s\'stems. electro-optical

systems, airborne radar and commu11lcation S\'S­

tems, militarv training and slmulatlon systems. alr

traffic control systems, information svstems. and

guidance and control systems. Inte;'compam' trans­

fers between segments are not matenaL

lnformation concerning operations bv business seg­

ment is shown below.

Aerospace

Telecommunications Automotive and Defense Corporate

(Dollars In Millions) and Space Electronics Systems and Other Total

Revenues

1996 54,1149 $5,350.8 $6,338,4 $ 113.8 $15,917.9
1995 3,0927 5.561.3 5.945,4 1724 14,771.8

1994 2,5962 5.J~1_7 ____§...On·6, __ 2579 14,0994
- ------_.--------._--_ .. - --

Operating Profit (Loss) (1)

1996 S 238.8 $ 6540 $ 593.8 $ (146) $ 1,472.0

1995 1682 8690 587.1 (804) 1,5439
1994 2500 7948 562,7 (1009) 1,5066

---------~._---

Identifiable Assets at Year-End (2)

1996 $4,8747 $3,3949 $ 7,544.7 $ 665.8 $16,480.1

1995 4,309.0 3,267.4 7,718.4 6796 15,9744
1994 3,7278 _3~?98 §Z~2,0 9809 14,8505- -

Depreciation and Amortization (1)

1996 $ 2158 $ 195.9 $ 258.5 $ 124 $ 6826
1995 1993 1514 232.9 275 611.1
1994 1618 142.2 259.4 306 5940----------"._.

Capital Expenditures m
1996 $ 4498 $ 1960 $ 171,1 $ 23.3 $ 840.2
1995 4365 2647 1098 9.3 8203
1994 3993 1664 159.5 211 7463

Certam amounts lor 1995 have been reclassIfied to conform With 1996 classifICatIons
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