
Westrn Hotels and Resorts 1':- one of 'j';'l/eral major corporate hotel :r.l.lnS

to oHer OIRECTV programmrng as a j-'»e-to-guest l~-r()om servIce

11
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CMA.NNU~~

CNBC

D[RECTV IS very popular with subscribers on

two continents already and is about to debut on

a third. Hughes is positioning DlRECTV to

become the worldwide leader m the bur­

geoning satellite DTH busmess

[n the United States and Latin

America, Hughes is marketing

IRECTV aggressively to build us

bscriber base and is continuouslY

. easing subscriber value \J,i[rh supe­

programming chOICes and unparal-

.acustomer service. [n Japan, the

any is planning ro use these strengths

~w quickly.

DlRECTV leads the u.s market, and by early

1997, the company was delivering over 1:-5 Video

and audio channels to more than 2.5 milhon sub­

scribers - a rotal that grows every day. To build

its customer base, DIRECTV is delivering the

programming customers demand, expanding Irs



marketlng ,111d distribution, Jnd planning eXCI(

ln~ nt'\\' liar ..} ,..;cr\"jl-C,\

1)"(lgmtl1111111,~ Choicc", \111("r:,'al1 l'O[bUmer'

J"l11anc! [11,111\ [\-pe, ot pJ()~r,1mmtng Jnd

"\,'c·lkm \'.llue Jt the same tIme DIRECT\' IS

,kllH'llIlg both \Vhile otfenng \'}C\\ers more

'P(lr1S ,md pav'per'\'lC\\' selections than CO\11'

petltors, DIRECTV continues to expand lb

programming line,up

For example, in early 1997, DIRECTV added

1..\ new channels, including Trinity Broadcasting

0ietwork and Superstation \VGN - the two chan·

nels most requested by its customers, :~l.l1other

dlfferentiator for DIRECTV customers is its

spans programming, which includes: :'-lFL

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

Extra Innings"', In addition, Galaxy
DIRECTV is developing its own Latin

" I 'b' Americaongll1a programmll1g, egll1-

ning with sports packages such as DlRECTV

Ringside"', an exclusive monthly boxing series,

Marketing. In August 1996. DlRECTV 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 DIRECTv, the company is

steadily developing other markets. In the multi­

ple·dwelling-unit market, DIRECTV has already

SIgned agrccmeeJr' with b 5 system operators,

JJll'ludJnl.'; ,1 pr' '\ ,~\' "t l-~lbk te\e\'S10C Sen'ices

~h,lt h,l' ;lj '[I' ";'t· ii, Ihc'\,n\ l'l1'k Ci[\' met-

Ii '[1c>l1[dl1 ,If\',', : ht Iwtt'! il1,Irb·[ tne Jhtnbu

linn ot' DIRECT\ i,' ,d,w gnl\\'ll1,l.';, III r,1r[

[hrough ,1[1 Jgrt'l':l1l'nt wnh 011 C, lmn1c1nd

Vdeo CorpUratl()11 B\' the t'l1d 0; 1'19L',

DtRECT\' WdS ,1\',tllable 111 more than ,00,000

hotel and resort ~"Uest rooms

[n the restaurant. bar and nightclub market.

DIRECTV had Signed nearly 9,000 establish­

ments by Year-end 1996, 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

Programming for OfRECTV

10 Latin Amenca IS bea-ne:::l :.:

satellites from tour braadcas:

centers located In the United

States, Mexico, Brazd ~nd

Venezuela, DIRECTV offers

subscribers more than 100

channels of the Mst

Internabonal video and 3.udlC'

programming. Soccer prograrr~

are eKtremely popular,

The

~fSH£f
mEl Channel,

~•
---c::Jr•• SCHl..... ~,... .. IJfjJ~

SVI'ElIt$fAffOff



earlv 199;-, eLl, WJS provldll1g DIRECT\ t"

l'lc:ht [,ltln \1lll'ri(,l11 lutl! Ilh 1'l';'I'l",':lt1l1g :11' '1'('

than -II f'erel'l1t l,j the pOle'llll,ll :lI,I;'~e't (;1 '..

l,ttCr, ,lpPW\11l1illl'!' -(I \ick,) ,'h,11111l'ls ,lI1el ;, i

,1lIelll) (IUIlI1l']S ot Illtnll,ltIOIl,d pmgLll11111111g III

POrlugl'se, Sp,IIlISh .Illel English

\Vlth the LlUn(h or Ct."'s Ilot, 1l1ore po\\ertul

satellite In the Ldl 'If 11)')-, ~'rogr.lIl1mll1,c:I.'

expectcd to expand to more [h,lIl 100 \'ideu

channels, plus .It least .+0 (h,ll1nds I)t hl,c:hh pop­

ular pav-pcr"'lew movies ,md sports

Japan

Within a year. a partnership of Hughes and

leading japanese compames is expected to make

DIRECTV available 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 faml­

lar with DIRECTV's reputation f()r broad pro­

gramming chOIces and excellent value, and the

Hughes-led partnership is developing an array

of customer-pleasing programs that should

assure a warm welcome for DIRECTV on yet

another continent,

Whether it is in the United States, Latin

America or japan.

DIRECTV intends to

aggressively grow its

subscriber base and

continuously increase

subscriber value with

outstanding program­

ming choices and unri­

valed customer service,

tem, Subscnbers will be able tu a",'l'" 111)[ \ 1111\

,I]] (Ji' trw DIRE(T\' \lck" f'i'):~I,J:l1' l'Ie:':1

JblJ 1Iller,ldIV,' :l1Uitlllll'cll.l ,111l< eLI!'1 ,'I ',1,,1, 1',1

serVices, The\(' I:lcluele: sl'kc'le,l \\ I II U \\ 1,1,

In 1996, DIRECTV not onl: succeeded 111

nearly doubling Its US, subscnber base but also

contlt1ued to receive an extraordlt1anlv high 95

percent programming satisfaction rating from

subscribers,

\Veb sites: nl'\I multIllleell,\ IllilC:,\/llll' 1111 II!

l'lal. news, \,(',llhe,- dnd spon, Ikk"I' j,ll

l'nhanced telnlslol1 pnJgrallll1llng, ,11111 ,C:,111ll'S

D[REC1'\' IS t,lrgcllng the Jl)L)- hlllieLI\ 'hOf)

plllg season tor Jll IlltrodU((IOli ot' these liinova­

tive servIces

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 Latm

America (GLA) is a

partnership of Hughes

and leading communi­

cations companies

based in Venezuela,

Brazil and Mexico, By

01 R E C TV~

J A PAN

In Japan, DIRECTV is preparing a

very competitive programming

line·up. On the roster are sports ­

especially baseball - and movies.

fZ) DtH[CTV



TELECOMMUNICATIONS & SPACE: LOOKING AHEAD

Hughes' leadership ill growing new bllslnesses like DIRECTV' and DirecPC lends con(idetlce to tlte: L'OInpanv's

!'II1'SIlLt o(fllt II re .\IItellite-based global business opportunities. One example i.1 iLl proposed SPACEH AY svstem.

wltich may offer customers an array of multimedia services beginning at the turn of the centllry. The state-ol:

the-art HS 702 satellites that Hughes wOllld lise will incorporate technologies such as onboard digital pre'-

cessing. flexible antenna coverage and intersatellite links to provide excellent customer service and vallie.

Assuming that the transactions announced in January 1997 are completed (see page 28 for further details),

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

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

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.

Hughes t~et;.. ork

':.ystems

26°"

Hughes
Space and
Communlcall::"~

48'-

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

2598 189.2 271.0

6.5% 6.2% 10.3%

$4,406.7 $3,8200 $3,217.8

1948 178.3 140.8

449.8 436.5 399.3
Percentage of

Hughes Revenues
• The summary excludes purchase accounting adjustments related to CM'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 Profit as a percentage of Net Sales.
(3) Includes expenditures related to telecommunications and other eqUipment amounting to $187 9 million,

$2746 million and $2558 million. respectively

TElECOMMUNJCATJON) & SPAC~ C ,'EJ.{Vl,zt" f.I)
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fJ) lifSfAJ..ICH ('~ DEVELOPMENT

in I'J96. Hughes Research L.,lbol',llll!!l" I Il\.l.

ICKused on c-reatmi!: more robust 'p.lc'C', h,bl',1'\',

tems tc)r tcll'l:ummUnICl[lon'lll.l J"!"II"

meet both commercial .nd ':' l\l'llll))I.'ll l ,kIlLlnd

for <I hlghl\' ,ld\'anced \,et ,,,<l,ttlc'll'lll ,,,,luh,1i

space,based c'(JlllmUnICdtIol', t;,(ililutLIn 111\.[

L1ew)ted SIt,'11lflCanr attenrlOI~ [! l ti llir (1'111c.l!

,Ireas 1I Ion propulsion . .2 1llilTOCltLil'Ollll",

13· Internet Jccess \'1a satellite, Jnd 4 r1lllTUIlW,

chanical sensors

untIl now, commerCIal satellites have been

thrust into space using liquid-fueled engmes 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 s\-stem 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 rum, increase

antenna senSitivity, enabling use of a smaller, less­

expensive ground terminal -like the IS·inch

DlRECTV dish or a handheld mobile phone

More powerful and efficient satellites, along

with [ow-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

Concurrenriy, HRL I' cicSlgI1I11,.:.1 II()\\ c'ln

gestion control algOrithm Ic)r unllllpeded mtn

.lltlH' l11UIUl11t.'JI.] l'xch,lI1ge h\ ',ltl'llttl' Til:,

\\t11 L1Cdll.Jrc I1C\\, rl',t1·timt.' ,~loh.11 \'I,ll'o, \'llIl'C,

.llld Jat,] (olhbor.ltl011S III buslnL"', l'dUC,111011

,ll1el n1l'd\cll1l'

In the area of Sp~lcl'·b~\sed Jetl'I1Sl' COT11mUI1lC,l­

nons. speed IS rhl' sl1Jgle most cTUl'I,1l rl'LjUtrl"

mem Ic)r detecting IIlCOT11l1lg thre,j[, and

Improving reaction ttmes, l'v1otiol1-Jetccring sen­

sors calted micromechanical accelerometers help

satellites detect such threats, In 1996, HRl can·

The bfue 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 superior

micromechanical accelerometer,

Just as human brainwaves leap across synapses

to speed communication, the HRL-patented 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 incommg mis­

siles or torpedoes.

Assuming that the transactions announced in

January 1997 are completed (see page 28 for fur·

ther details), HRL will be Jointly owned by

Hughes Electronics and Raytheon Company,

1
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Statemenrs made (cl!1cermng expected finanCIal

pertormance. ongomg fll1anclJl performance strate

gles. Jnd possIble future action \\·hlch Hughes lI1tends

to pursue to achie\C strategIc oblectives tor each of

ItS three prinCIpal busll1ess segments (including the

planned transactions descnbed below) consmute for­

ward-lookll1g lI1tormallon. The Implementation of

these strategies and of such future actions and the

achIevement of such fmancial performance are each

subject to numerous condillons. uncertainties and

risk factors. and, accordingly. no assurance can be

gIven that Hughes \\-111 be able to successfully accom­

plish its strateglC oblectlves or achieve such financial

performance_ The pnncipallmponant risk factors

which could cause actual performance and furure

actIOns to differ matenally from the forward-lookmg

statements made herem mclude economic conditions,

product demand and market acceptance, government

action, competltlOn. ability to achIeve cost reductions,

CM's global sourcing strategy with respect to auto­

motive electronics. General Motors' North American

Operations (CM-N:\O) volumes, technological risk,

mterruptions to production attributable to causes

outside Hughes' conrroL and the receipt of various

approvals with respect to the planned transactions.

GENERAL

On January 16, 1997, CM and Hughes announced

a series of planned transactions designed to address

strategic challenges and unlock stockholder value in

the three Hughes business segments. The transac­

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

Hughes defense business to holders of CM's $1-21, par

value and Class H common stocks, foll()wed immedi-

t:> 0 P t RAT I N G (. ~ I NAN C I A l REv I E 'I/'~'

are!" bv rhe ta\-tree merger of th,lt buslI1cs, \\ 1:~

Ranheon Companv ' R,lvrheol1I. The -,pm-utf I' :10:

being proposed 1I1 ,j 111,1llIler rh"r would rc,u!r I:: :he

recaplrJIIZarlOn of CLl,s H ,'Or11mon srock 1rl[O ;:

par value common srock at ,J !20"" exchange rJ:~]_ as

currenrlv provided for under cCHain ClrCUI1lstar.(cS In

the General 'o{otors Restated CertifIcate ot

Incorporation. as amended. i\t the same llme L'~ico

Electronics. the automotive electromcs subsidla:-,. of

Hughes, would be transferred trom Hughes to G'o!'s

DelphI Automotive Systems unit. Finally. Ctv1s Ciass

H common stock would be recapitalized into a :~ack­

ing stock linked to the telecommul1lcatlOns and S:lace

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

merger of the Hughes defense busmess with

Raytheon, there would be outstanding twO clas,e:s of

Raytheon/ Hughes defense common stock: Cla,,:\

common stock, approXimately 103 million share:, of

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

value and Class H stockholders in the spin-off, d:-.J

Class B common stock which would be exchan,,:d for

Raytheon common stock on a one-for-one shart :>aSlS

in the merger. The common srock of the Hugr.::,

defense business that would be distributed to G\ 1

common stockholders would represent approXI­

mately 30% of the stock of the combined com!'2:w.

The distribution of stock in the Hughes defense -:Jusi­

ness to holders of CM Class Hand $1-% par ya::.:e

common srock would be in a ratio rhar would be

determined by CM's Board of Directors to be f,c to

both classes of stockholders and would reflect a

pro rata spin-off of the Hughes defense busines; ~o

holders of CM Class Hand $1- 213 par value com:non

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

business from holders of CM $1-2
/, par value co:n­

mon srock to holders of Class H common stock In

exchange for the derivative interest in the earmngs of

Delco currently held by the Class H stockholde:,s: and

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

transactions. Such a distribution rallO will be se: bv



~-"".,

",hut)(Jll ot thl' 'O),ClUl)(ll1 ,,,Hl'mL'1)1 pr()Spl'l~[lb

1'1lr,U,lIlt [(I "}1I,h (;\1 sto,kholder, \\!II he .lsked [(I

,'nW(J\'l' the lL'l1SadlOl1"

n1l' spm"lll of the HughL's deknsl' busmes" ,md

merger with Rdvlheon would haw an IlldlCdted total

\'.lIUL' 01 S9 ') billtol1 to G 1\1 and ItS common stock

holders based on stock pnces as of the announce·

ment date That value would consist of a

combmation of approxlmatelv $4.7 brlllOn of total

debt oblIgations of the Hughes defense bUSIness at

the nme of the merger. and 54.8 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 $4700).

The merger terms provide that the total debt of the

Hughes defense bUSIness wd! be adjusted to reflect

vanatlons m the average market price of Raytheon

stock, subject to specified limits. so that the two com­

ponents of value wIll total $95 billion so long as such

market pnce is m a range of between 544.42 and

$5429 per share, Substantially all of such debt would

be Incurred Immediately pnor to the spm-off. with

the proceeds used pnnClpally to fund the telecommu­

nicanons 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

strategIc objectives The merger of the Hughes

defense business with Raytheon would create a

stronger defense electrOnICs company which would

be able to more effectively compete for new business

In an Industrv where sigmficant consolidation is

Dele" [Ie([r"nll' ,lid Delph\ ,\U[lHl1{Jl\\'e Svstl'nb

'.",uici l{Jmbme .I,h,d"T,leit'ctrol1\(' ,',I[)dbdlt\ '11th

,', Jn1;)OneIH' .In,j "",ellls expertise, ,md \\ould be

expected Il' rnult In reducecl costs Hu~he,

Electronics \\' ,uk! ,'ol1tl11Ue to hold ,md operate the

teleCOn1mUnk.lt\OnS and space busl11l'ss, ThIS would

allow Hughes management to focus on thIS bus10css

segment dnd rhe capItal mfusJOn would allow Jt to

cake advantage of growth opportUnities 10 this very

competitive I:1dustrv The strategy of this business is

to cont1Oue 10 expand Jts offerings from being primar·

til' a supplier of hardware to becoming a provider of

hardware and video. vOICe. and data servICes world·

wide ThIS strategy requires significant current and

future investment m order to maintain and enhance

the segments competitive position with respect to

e:\lSting products and to take advantage of the

growth opportumtles 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

515,917.9 million In 1996, a 7.5% increase over 1995,

Revenues III 1995 were $14.807,9 million. an increase

of 5.0% compared with 1994 revenues of $14.099.4

million The lllcrease in 1996 revenues was largely

the result of continued growth in the

Telecommulllcations and Space segment and

mcreased revenues in the Aerospace and Defense

Svstems segment, partially offset by lower

AutomotlVe Electronics revenues caused in parr by

work stoppages at various GM production locations

during the year, 1995 revenue growth was driven by

[he Automotive Electronics and Telecommunications

and Space segments. (Pro forma segment information

\S presented on page 39),

---------- --------
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W ANAGEMENT'S DISCUSSION AND ANALYSIS

rILLCI'VI\lL ,It 1.Tlil\,\ \\,,1 Sr'\, 1 - Rl'\'cnuc, :n

the Telecommul1\catlom In,i ~P.lCL ,e~lllelll \\<'1'C

54.114.li milhon m 1996..13; i InCIT.lSt' (lvcr [l)l)).

Jnd 53,092.::- mlihon :n \(9) " ~ C) 1"" IllllTJSe llvn

19l)4 revenues of S2.)'J1i.2 mtil\!)Jl The Incred:;es In

both veal's were pnmarliv due [0 continued expJn­

sion of the DIRECTV subscriber base. l1lcreased

sales of commercial sa[eliltes and cellular commU111

canons equipment. and increased Video dlstnbutlon

revenues from GaiaX\' satellite transponders

AUTOMOTIVE ELECTRO"ICS - Revenues m the

Automotive Electronics segment decreased 38% in

1996 to $5.350.8 mlJlion from 55561.3 million m

1995 The decline was princlpallv due to a decrease

m GM vehicles produced m [he United States and

Canada (excluding Jomt vencures I primarily related

to the United and Canadian :l"uco Workers' (UA.W

and CAW, respecnvely! strikes offset, in part. by an

increase in Hughes-supplied electronic content in

these vehicles from 5888 per v-ehlcle to $906 per

vehicle and an increase m mternational and non­

GM-NA.O sales from 5841 mlilion m 199; to $1.010

mlJlion in 1996 Revenues mcreased $339.6 million.

or 6.5%, in 199; from $;.221 - million m 1994

1995 revenue growth was attnbuted to an increase

in Hughes-supplied electrol1lc content m GM vehi­

cles produced in North Amenca to $888 m 1995

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

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

lion in 1995 from 5672 million in 1994 Vehicle

production remained relatlveh' unchanged between

1994 and 1995

AEROSPACE AND DEFENSE 5rSTEMS - 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 gro\vth was primarily

attributable to additional revenues resultmg from

the December Iql); .lL'qll1sltllln ,d Ilugh," DC'!t'r,','

CommUnlClt!Ol1S torml'rl, \ 1.1~rl.l").\ fOIl',': [', <rl[l

Systems CompanY .11lel thl' ","dd-up ,>t ilc'\\ pr<'

grams mcludmg Desktop \ \\'Ide .-\re.l

,l"ugmentatlon System ,l1lel 1_.111,1 \\'.lITIOI : c),', IT\

enues decreased 57S.2 mIllion. or 1.;".-u. from 1<-194

revenues of 56.0236 mtllton. The declme "ciS prm

cipally due to lower productiol1 r.lte:; on sner.ll ml:;

sile programs, partlallv offset bv the addttional

revenues related to the 199) acquisttlO[1 or C.'\E-Lmk

Corporation.

OTHER INCOME· Included in revenues is other

income of $173.8 million. $93,6 million, and 5371

million for 1996,1995, and 1994, respectlvelY 1996

includes the $120.3 million pre-tax gain from the sale

of a 2_5% equiry interest m DIRECTV to AT&T

1995 and 1994 included pre-tax charges of 540.0 mil­

lion and $35_0 million, respectlVely, for the estimated

losses on disposition of certain non-strategIC busi­

ness units. Also included in 1995 was $35.9 mtllton

of revenue earned for proVIding services to G\1.

Operating Profit Operatmg profit was $1.59-U mil

lion in 1996, $1,667.3 mtllton in 199;, and 51.630.4

million in 1994. Operating profit margins. as a per­

centage of net sales, were 10.1 %, 113%. and 116%.

in 1996, 1995, and 1994, respectively The decline m

profitabiliry 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 increased profitabihty m

the Telecommunications and Space segment. Also

offsetting the 1996 decline in profitability were the

reduced operating losses at Hughes-Avicom

International, Inc Operatmg profit improved m

1995 largely due to a continued emphasis on cOSt

reduction efforts, most notably m the Automotlve

Electronics and Aerospace and Defense Systems seg-

G OPERATING & FINANCIAL REVIEW



')('Ill' ,"lel th,' "'('I',lIl ,.:rl)\\[h III "l'H'IlUl',' Ll,lrtulh

,<the'l in ,I '"I.IIlI1l',!lllcreJSl' \11 oper,lllllg expenses

,1"",',1le,1 \\"Iib DIRLCT\' The I'"); Opl'l,ltll1g

',',,,11t ll1,1rglll decl!ne \\,IS ,1ttnOul,lblc pnrn.lnk co

I hl' 1)IIU2CTV opcratlng expensl' IIlCI"Cdse which

more than offset [he margm improvements 111 [he

I. \o,,'{) (lther segnlents

Till «)\IV1L:'sICITIO,S I,D 51'\(,1 - Operating

proflt tor 19% was $2598 million, d 0373% Increase

from 5189,2 million reponed in 1995, The 1996

increase was largely a result of [he 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,

Operanng 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

line. Operating profit margins were 6.5% in 1996,

6.2% 111 1995, and 10,3% in 1994, After 1996, operat­

mg profit margins in the Telecommu1llcations 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

lion in 1995, The decline was mostly due to the

reduced production volumes, continued price reduc­

nons resulting from competitive pricing in connec­

tion with GM's global sourcing initiative. and the

impact from continued investment in international

expansion. 1995 operating profit increased $74,2

ml1lion, 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, bur also an aggressive cOSt

;"cJut't i( Jl) ~!r( )~r.lnl

:\" [he pnt1l'lp,li ,uppller ot ,Iutonlot!\e l'kctrot1­

10 [0 Cl'llcr,l! \Iowr, \Jonh ;\nlerJC,lll O'f1 l'Ll[lOnS

unit C\/·'\;\O Hughes' sales of ,lutomO[l\C clee

trolllCS \\'iil contmuc [0 b,e hedv'i1v Jepen,km on

Cellcral "1owrs productlon of vehicles m :\orrh

:\merica, [he level of Hughes-supplied elec[ronic

comem per eM vehicle, the price of such l'lecrron­

IC" and the competitiveness of Hughes' rroJuct

otfenngs in this regard, it is antiCipated that com­

petition through GM's global purchasing process

will negatively impact Hughes' sales to GM-:\,-\O

and result 111 a decline in the portion of GM-:\AO

automotive electronics supplied by Hughes. The

segment's strategy is to aggressively reduce costs in

order to m1l1imize the effect of continuing price

reductions and to manage the loss of GM-N_-\O

market share by offering competitive products

which increase electronic functionality through a

focus on safety. security. communications. and con­

venience, The segment will also seek to improve its

svstems capability and cost competitiveness both

1l1ternally and by developing key design, manufac­

turing, and marketing alliances and other relation­

ships with mechanical and electrical auromonve

component suppliers,

The international market for automotive elec­

tronic products is also highly competitive. 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 1l1creasingly difficult to mamtain the level

of operating profit margins realized in this segment

in the past Beyond 1996, operaring margins are

expected to be lower than recent historical levels as

price and volume declines associated With GM's

global sourcing initiatives more than offset Hughes'

ability to achieve cost reductions In response to the

OPERATING (I, ~INANC1Al ;"::'jif"/V G
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future "')[llf'etill'L'r~c,s, llLlIl,l~cfll(,[lr II Ii! (Ike

.IltlOI1 to n.-elUll' the co,l strue'rur',' ,d th" h'h1110'

A, ,I rc,ult ot the LI([or, describe.] doml' the or"'l

.Irl1l~ nlJr~111 1\ ",peetce] to dccll11e further 111 ; Illj-

I1lcluded the 1I11L1"OLlbk c,(JeLl or ,111 ,ICCUUntl:lg

lhange tor postemplm ml'lli hendlls EXL'luJl:~g till'

to low elouole digit,. Jnd then sho\\ mode'l

Improvement 111 1<Nil Jnd 1999

have been S 1.07<)h millIOn. or S270 per sh,nt'

'\I'!«)WIU I 'dl Dill,S! SlS rl 'IS .. OperJtlng

Backlog. The 1<196 vear,end bJcklog of S15.1 ill I 11111

!Ion increased from $14.929 million .It the en": or

profit was $694 7 million in 1996 ,:ompared to

$6880 million 111 1995 and $663.6 mIllion 111 19<14

The operating proflt margin for 1996 declined [0

11.0% from 11.7% 111 1995 primarily due to ,I contin'

ued shift from production programs to engineering

and development progtams, and growth in informa·

tion systems and servICes revenues The operating

profit margm for 1995 increased to 11. 7% from

11.0% largely due to a provision taken in 1994 for

certain air traffic control contracts. partlv offset by

reduced revenues m 1995. Future operatmg profits

could be adversely Impacted by further reductions in

the U.S defense budget.

Costs and Expenses. Selling, general. and adminis,

trative expenses were $1.505,6 mIllion in 1996.

$1,234.2 million in 1995, and $1,018.3 million in

1994. The Increases were prinClpally due to the con­

tinued expansion of OIRECTV, both m the u.s. and

internationally, and increased international sales

activities at Delco Electronics.

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

1995. primanly due to record backlog m the

Aerospace and Defense Systems segment 19L
) 5

year-end backlog increased from the S13,21 0 million

at the end of 1994, primarily due to increased sarel,

lire orders in the Telecommunications and Space

segment. A portion of rhe backlog is subject to

appropriation decisions by rhe US. 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 U.S. Government

may be affected by changes in acquisitlon poltcles.

budget considerations, changing conceprs in

national defense, spending priorities. and other fac,

rors that are outside of Hughes' control.

Special Provision for Restructuring. In 1992, Hughes

recorded a special charge of $749.4 million (after,

tax), for the restructuring of Hughes' operations.

The special charge comprehended a reduction of

Hughes' worldwide employment, a major facilltles

consolidation, and a reevaluation of certain business

Jines that no longer met Hughes' strategic objec­

tives, Restructuring costs of $92.4 million, S208.8

million, and $228.3 million were charged against the

reserve dUring 1996, 1995, and 1994, respecti\'ely In

addition, in 1994, the restructuring 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

due primarily to the favorable resolution of certam

tax contingencies while the effective income tax rate

in 1994 was favorably impacted by the recognaion of

capital loss carryforward benefits

and 34,7% in 1996. 1995, and 1994, respectively The

decrease in the effective income tax rate in 1996 was

Earnings. Hughes' 1996 earnings were $1.1512 mil,

lion, or $2.88 per share of GM Class H common

stock, compared with 1995 earnings of SI,1078 mil,
~~~~--~~~~~~-
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l,lCillllCS ,1l1d other sHc consoltdation costs

\ppnmmatelv $40.- milhon of this amount wtll

rCclLdrc tuturc cash outflows It IS expected tha,

thesc (usts wtll be npended predommantly dunng

the next year

Accounting Changes. Effectlve January 1. 1996.

Hughes adopted Statement of Financial Accounting

Standards (SFAS) No. 123. Accounting for Srock·

Based Compensation. and as permitted by this stan·

dard. will contlnue ro apply the tecognition and

measurement prmciples 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 relation to reported net income

and earnings per share.

Effective January 1. 1996, Hughes also adopted

SFAS No. 121, Accounting 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 ro be held and used, and for long­

Itved assets and certain identifiable intangibles to be

disposed of. The adoption of this new accounting

standard dId not have a matenal 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 $30.4 million, net of income taxes of

$19.2 million, or $0.08 per share of GM Class H

common stock. The charge primarily related to

extended disabiliry benefits which are accrued on a

service·driven baSIS.

LIQUIDITY AND CAPITAL RESOURCES

Cash and Cash Equivalent:;. C.lsh and (,\sh CqUl\·.l

lents were S1.161 j rndllon ,I[ December';!. 1996. all

ll1creasc of S21S mtllion from December; 1, [9<))

Operatlng d(tlvmes generated cash of S\. \<)Q.4 mil·

lion as Hughes achieved another year of record

earnmgs. Additional cash was provided bv proceeds

from [he sale and leaseback of satellite transponders

With General Motors Acceptance Corporation, and

proceeds from the sale of a minority interest in

D1RECTV of $1375 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.

Operatmg acnvities 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 operatmg activities.

[n 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

liabilines) 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.

--------------------------,_._------
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""" ANAGEMENT'S DISCUSSION AND ANALYSIS I
The Jtcre,ISt' Iril!1i Ilhl~ ~" 1''''< \\ ,I' f'l'1n,lpcllh' ,iue

to the JecrCbt· 'I, ,',Ish ,k'LTlhe,1 ,Jh,,\\' J'lLJ IIlLT('aSeS

111 the notes ,mJ [il,ms p.l\,lble h,d,IIlLl', PT'lllldl'll\

c,luseJ bv d IOdr, relateJ til ,m JCqUISltlOIl Sec 'Jote

1; to thl' Consoll,Jated Fm,mcIJI SI,ltemelltS

Property and Equipment Property, net ot ,1ccumu­

lated depreCldtlOn, mcreased S1474 million in 1996

while telecommUmCdtlOnS and other equipment,

net of accumulated deprecianon, decreased $41.6

million, primanh- due to the sale and leaseback of

GmR which more than offset additional expendi­

tures related to the Galaxy satellite fleet

Expenditures for property and equipment were

$652,3 million In 1996 compared with $5457 mil­

lion and $490,5 million in 1995 and 1994, respec

tively. \1anagement antiCIpates that capItal

expenditures 10 1997 will increase approximately

S100 million over 1996 and Will be financed primar­

ily from cash provided bv operating aCtlvities

TelecommUnIcations and other eqUIpment

expenditures were $187.9 million in 1996 compared

with $274,6 million and 5255.8 million 111 1995 and

1994, respectively Management anticipates that

telecommunications and other equipment expendi­

tures in 1997 will increase significantly compared

with 1996 and will be financed primanly from cash

provided by operating activities

TELECOM~ll'\IC\TIO'\S ,'ND SP.KE - Capital expen­

ditures, mduding expenditures related to telecommu­

nications and other equIpment, increased to $449,8

million in 1996 from $436.5 million in 1995 and

S399,3 million in 1994, The 1996 capital expenditures

increase reflects additions to the Galaxy satellite fleet

and construction of the California Broadcast Center.

an uplink facility that supports Hughes' DIRECTV

business in Lann Amenca. The increase in 1995 was

due primarily to additions to the Galaxy satellite fleet.

_._--~-------------------
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-\1 1ll\IOTI\'1 Eill 1!(O'\,I(, - C,lpIUIl'\pencilturl"

decreaseJ rt) S1q(;() million In ILll)(,. c'ompareci wnh

$264.- million 111 lOll), ,1IId 5 1(1(; A mIilionlC 1"44

The decrease In the 14lJ(, capital spenJing retltcts

rhe Impact of ddan in engl11eenng capital nDendl­

rures dnd the higher than normallc\'c] of c:(pendl'

tures 111 1995 The 1I1creased capital spendrng 111

1995 reflects expenditures for additional program

requirements related to new product changes associ­

ated with the 1996 model year combined \\'1rh a

decrease in tooling cost recoveries.

AEROSP.KE .-\'\D DEFENSE SYSTHIS - Capital expen­

ditures in the Aerospace and Defense Systems seg­

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

$109,8 million, and $159,5 million, respecti\'elv. The

1996 increase relates to capital expenditures to sup­

port expanding busmess requirements The 1995

decrease was due to the high level of expenditures 111

1994 related to the consolidation of facilities rn 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 S258,8 million at

December 31,1995, and $353,5 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 debt and pro

forma stockholder's eqUity decreased to 0,5°0 In

1996 from 4.4% in [995 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 !\ote 18

to the Consolidated Financial Statements.)
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Other Balance Sheet Items. In t:\',liuJtln~ both It, pell

'Ion ,mel renree medlc,1i hablimes. Hughes ITCU>':l1IZe,

the Impact Ot' ch,ll1p,L" \ll It mg-\erm mteres! "He' '0\

,lLiJustmg the discount r,He used ill deterl11I1l11l.~ the

,lctuanal present value, of the proJected belldlt "blig­

,HIOns [n 1996. the weighted-average discount r,He

tilr Hughes' non-automotive pension obligations

mcreased from 7.25'Vo to 7 5% and the welghted-a\-ef'

age discount rate for Hughes' other postretirement

benefits increased from 7.25% to 7.56%.

Acquisitions and Divestitures. [n December 1996.

Hughes announced that it had reached an agree­

ment to acquire the Marine Systems Division of

Alliant Techsystems, Inc. for $141.0 million In cash

The Marine Systems DiVIsion is a leader m light­

weight torpedo manufaerunng and the design and

manufacturing of underwater surveillance. sonar

and mine warfare systems. The acquisinon was

completed m the first quarter of 1997.

In September 1996. Hughes and PanAmSat

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 7!. 5% mterest in the new company.

Current PanAmSat stockholders would receIve a

28.5% interest in the new company and $15 bIllion

m 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 provided

by Hughes, which currently intends ro 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

t~lln t"i'-~huLll' )f\' ,1pPl i)\ :.1.,. 1"'; 1..',pl· .... tl·'-l tl) lltl~1.. I.-iurln:-:,

the \econd yUJrtl'l" llt 1\..)L)-

[n \!larch \l)l)h. HUi'hes ,old ,I ~ 1"" eqult\ mtn

est m OfRECTV .I whollv~()\vneLi subsidl,HV o(

Hughes. to :\T&T tor 5137 1 mill1On. \\-\rh options

to 1T1crease theIr ownershIp interesr under certam

conditions The sale resulted III a 51203 millIon pre­

tax gain which is lIlcluded m orher lIlcome.

in February 1995. Hughes complered (he acqUISI­

tion of CAE-Link CorporatIOn, an established sup­

plier of simulation, traming, and (echmcal serVices.

pnmarily to the US military and NASA. for 5176.0

million. In December 1995. Hughes acquired

\Iagnavox Electronic Systems Compam-. a leading

supplier of military tactical commul1lcations, elec­

tronic warfare, and command and control systems.

for $382.4 million

During 1995, Hughes divested several non-strate­

gic enterprises resulting in aggregate proceeds of

approximately $127.2 million and a net gain of

approximately $21.9 million. Also in 1995, Hughes

recorded a $40.0 million charge for the estimated

loss on disposition of a business unit and completed

the divestiture of Hughes LAN Systems. 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 CM's cur­

rent policy to pay aggregate annual cash dividends

on the GM Class H common srock approximately

equal to 35% of the Available Separate Consolidated

."Jet Income of Hughes for the prior year. In

January 1997_ the Board of Directors of GM

IIlcreased the quarterly dividend on GM Class H

common stock from $0.24 per share to 50.25 per

share. It IS anticipated that If the previously

described Hughes transactions are consummated,

the General Motors Board of DIrectors will adopt a

OPERATING 6 FINANCIAL REv "W G
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dividend polic,' relating co the new Class f j c, ,m­

mon stock which the Board deems to he appropnate

111 :Ight at the capital needs and growth 0ppCJllUnl­

oes ot the Hughes :eiecommumcatlons and space

busmess and generally commensurate with that ot

other compames m the telecommumcations J.nd

space busllless hanng similar capital needs and

growth opportullloes.

Security Ratings. Hughes' security ratmgs are oed to

the security raClngs of General Motors

In October 1996. Standard & Poor's RaClngs

SerVices, a divislOn of McGraw-Hili Compallles. Inc.

(S&P), revised its outlook on Hughes from stable 10

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

respect to GM's mvestment strategy related to

Hughes. S&P mdicated that the developing outlook

reflects the pOSSibility that if a significant change III

the relationship between GM and Hughes were to

occur, the credit quality of Hughes could be either

favorably or adversely affected. depending upon the

nature of the transaction pursued.

In November 1996 and January 1997, S&P

affirmed its long-rerm debr rarmg of Hughes ar A·.

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

within rhe 10 investmenr grade ratIllgs available

from S&P for long-rerm debt. based on a strong

capability to pay mreresr and repay prinCipal,

although somewhat more susceptible to the adverse

effects of changes in circumstances and economic

condirions than debr in higher rared categories_

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

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

for Hughes remains developmg.

-----------------------
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In September lYY(l, \lood,"s !rwest\lrs StT, :,,:

Moodys. confirmed the long-term cTCJIt r,H:ng \,l

Hughes ,;t .-'•. .i. seventh h:bhest Wllhll1 the iii lmesr

ment grdde ratlllgs dvaIlable trom Moud\"s {C)f :ong

term debt :'v1oody's defmes .'\.3 bonds as haling

. upper-medium grade" quality Moodvs ratlng for

Hughes' commercial paper remained unchangd at

P-2. The rating indicates that the issuer has a s:rong

ability for repayment relative to other Issuers

Followmg GM's and Hughes' Januarv 199~

announcemenr with respect to the Hughes bUSiness

segmems (see Note 18 to the Consolidated FlllanClat

Statements), both S&P and Moody's reaffirmed their

currem ratings and outlook for Hughes' secunnes

Moody's. however, put Hughes' ratings on re"lew

for possible downgrade.

Debt ratings by the various rating agencies retlecr

each agency's opinion of the ability of issuers [Q

repay debt obligatiOns punctually. Lower ratings

generally result in higher borrowing cosrs .'\ secu­

rity raring is not a recommendation to buy, sell. or

hold securities and may be subject to revision or

withdrawal at any time by rhe assignmg rating orga­

nization. Each raring should be evaluated indepen­

dently of any other rating.

----- --------
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SUPPLEMENTAL DATA

I-he' CUlbeJiiJated hnancIJi Statements retlcct the

appllCJtion ot ;:JUrchasl' Jccountlng adJustments dS

described In '0[(: I tu the COn5ohdated Financial

Statements However. as pronded m CM's

Certificate of Incorporatlon. the earnings attnbut­

able to CM Class H common srock for purposes of

determining the amount a\'ailable for the payment

of dividends on GM Class H common srock specifi­

cally excludes such adjustments. More speciflcatlv,

amortization and disposal of these intangible assets

associated With GM's purchase of Hughes Aircraft

Company amounted ro $122.3 million in 1996.

$1595 mJ!lion in 1995, and 5123,8 million in 1994

The 1995 amount included a 536.1 million charge.

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

purchase accounting adjustments related ro the dis­

posItion of certam non-strategIC business units

Such amounts were excluded from the earnings

available for the payment of dividends on GM Class

H common srock and were charged against the

Ldrnln~s ,l\~ll[lblt' rur :he Ddvment of dl\-\dends on

CM s S I-~ l pJI' IJlue,[Ock L'namorllzed purchase

JLCuuntmt': Jdlustn1t'nls <1:;scllJted with Cr-.i's pur­

chase of Hughes .-"lrcrati CompanY were 52.7235

milhon. 52.8451, rndhon. and 53,0053 millIOn at

December 31. 1996. 1995. and 1994. respectively

In order to proVide additional analytical data ro

the users of Hughes' fmancial information, supple

mental data m the form of unaudited summary pro

fOrma finanClal data are provided. Consistent with

the baSIS on which earnmgs of Hughes available for

the payment of dividends on the CM Class H com­

mon srock is determined, the pro forma data

exclude purchase accounting adjustments related to

General Motors' acquisition of Hughes Aircraft

Company. Included tn the supplemental data are

certam fmancial ratios which provide measures of

finanClal rerurns excluding the impact of purchase

accounting adjustments. The pro forma data are

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

Its Inyestment In Hughes.
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~-.NAUDITED SUMMARY PRO FORMA FINANCIAL DATA

(Dollars In 1'v~t1llons Except Ut! oheile> AlllounL) 1996 1995 1994

PRO FORMA CONDeNSED Tolal Revenue, 5159179 514,8079 S14099

CONSOLIDATED Total Costs and Expenses 14 1610 130545 12,.J.~70

STATEMENT OF INCOME
Income before Income Taxes 1 7569 1,753 -I 1.6524

Income taxes 6057 6456 5728

Income before cumulative effect of accounting change 151.2 ,1078 1,0796

Cumulative effect of accounting change (304)
--"- ---- -- ----, .._--- ._- --_..~ ----_._.~---_._-_._--_.-

Earnings Used for Computation of Available Separate

Consolidated Net Income $ 1,1512 $ 1,1078 $ 1,0-192

Earnings Attributable to General Motors Class H

rCommon Stock on a Per Share BaSIS

Before cumulative effect of accounting change $2,88 $2.77 5270

Cumulative effect of accounting change (008)
- - ---------

Net earnings attributable to General Motors

Class H Common Stock $2,88 $2,77 52,62

DECEMBER 31

PRO FORMA CONDENSED

CONSOLIDATED BALANCE

SHEET

(Dollars in Millions)

ASSETS

Total Current Assets

Property - Net

Telecommunications and Other EqUipment - Net

Intangible Assets, Investments, and Other Assets - Net

Total Assets

1996

$ 7,079,0

2,886,6

1,133,5

2,657.5
_. -._--- --.-_.__._._'~.--_._-~---'-

$13,756,6

1995

$ 6,8108

2.7392

1,175 1

2,403.5

$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)

$ 4,199,6 $ 4,3088

345 2588

3,066,1 2,8811

6,4564 5,679,9

$13,756,6 $13,128,6

• The summary excludes purchase accounting adjustments related to GM's acqUisition of Hughes Aircraft Company.

(1) General Motors' eqUity In its wholly-owned subSIdiary, Hughes, Holders of GM Class H common stock have no direct fights ,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)

------ ---_._------_ .._----- ._------_._..._._-- - - -._---------
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(Dollars In M,II,onsi 1996 1995 1994

PRO FORMA SELECTED TelECOMMUNICATIONS AND SPACE

SEGMENT DATA Revenues $41149 $ 3,0927 S2,596:2

Revenues as a percentage of Hughes Revenues 259% 209°" 18 ..;

Net Sales $3,992.2 53,0758 52,6338

Operating Profit (1) 2598 189.2 271 0

Operating Profit Margin (2) 6.5% 6.2% 10 3 C c

Identifiable Assets at Year-End $4,4067 $ 3,8200 53,2178

Depreciation and Amortization 194.8 1783 1408

Capital Expenditures (3) 4498 4365 3993
----_."------ _._---_ ...._- --

AUTOMOTIVE ELECTRONICS

Revenues $5,350.8 $5,5613 S 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 8690 7948

Operating Profit Margin (2) 12.3 % 15.9% 154%

Identifiable Assets at Year-End $3,3949 $3,2674 $ 3,4298

Depreciation and Amortization 195.9 1514 1422

Capital Expenditures 196.0 2647 166..)
---_.---

AEROSPACE AND DEFENSE SYSTEMS

Revenues $6,3384 $5,9454 $ 6,0236

Revenues as a percentage of Hughes Revenues 39.8% 40.2% 427%

Net Sales $6,331.5 $ 5,8997 $ 6,0073

Operating Profit (1) 694.7 688.0 6636

Operating Profit Margin (2) 11.0% 117% 110%

Identifiable Assets at Year-End $5,296.9 $ 5,3697 $4,2624

Depreciation and Amortization 157.6 132.0 1585

Capital Expenditures 171.1 109.8 1595
.._~--

CORPORATE AND OTHER

Operating loss (1) $ (14.2) $ (78.9) $ (990)

Identifiable Assets at Year-End 658.1 671.5 9352

• The summary excludes purchase accounting adjustments 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 Cost and Expenses other than Interest Expense

(2) Operating Profit as a percentage of Net Sales

(3) Includes expenditures related to telecommunications and other equipment amounting to $1879 million, $2746 million,

and $255 8 million. respectively

._ .. _._.- ------------

OPE ~AT INC & FINANe IAl R f. - '.• _·.G



..

~AUDIT~D SUMMARY PRO
(conclude'::!)

FORMA FINANCIAL DATA'

$1 151 $1,108 $1,049 $ 922 $ (922)

399.9 3999 3999 3999 3999

$6.456 $5,680 $4,971 $4,199 $3.562

$096 $0,92 $0.80 $0.72 $0.72

$2,879 $2,502 $2,696 $2,165 $1,692

10.1% 11,3% 11,6% 10.9% (16%)

112% 11,9% 11,8% 11,1% (10%)

73% 7.5% 7.5% 6,9% (76%)

19,0% 20,8% 22,9% 23.7% (219%)

PkO FORMA :JELECl ELJ

FINANCIAL DATA

Share Amo,,~~,

Operating profit ('055
'

Income (Loss) bercr":ncome taxe'

and cumulative ~TTect of

accounting changes

Earnings (Loss) usee 'or

computation 0: ,wadable

separate consolidated

net Income (loss!"

Average number of GM Class H

dividend base shares (1)

Stockholder's equity"

Dividends per share of GM

Class H commo~ 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

S1 757

270%

13.1 %

1995

$1,667

$1,753

29.8%

14.0%

1994

51,630

S1,652

32.9%

14.5%

1993

51.460

$1.494

33.1 %

13,6%

1992

5 (194)

S (127)

(13%)

(12%)

• The summary excludes purchase accounting adjustments related to GM's acquisltoon of Hughes Alfcraft Company

•• Includes unfavorable cumulative effect of accounting changes of $30.4 million In 1994 and $872.1 million on 1992

(1) Class H diVidend base shares IS used In calculating earnongs attflbutable to GM Class H common stock on a per share bas,s

ThiS IS not the same as the average number of GM Class H shares outstanding, which was 98.4 million in 1996

(2) Earnings (Loss) Used ior Computation of Available Separate Consolidated Net Income (Loss) diVided by average stockholder's equity

(General Motors' equity In ItS wholly· awned subSidiary, Hughes). Holders of GM Class H common stock have no dlfect rights on the

eqUity or assets of Hughes, but rather have fights In the equity and assets of GM (which oncludes 100% of the stock of Hughes)

(3) Income (Loss) before ,nterest and oncome taxes diVided by average stockholder's equity plus average total debt
(4) Income (Loss) before Income Taxes diVided by average total assets .

.__.---~~_.._-----------
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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 Corporarion and subsidiaries were prepared by management whIch is

responsible tor their integrity and objectivity. The statements have been prepared in conformItv with generallv accepted accounting rrlnciples and.

as such. include amounts based on Judgments of management.

\lanagement IS further responsible for maintaining a system of internal accountmg controls that IS desib'tled to pro\'\de reasonable assurance that

the books and records reflect the transactions of the companies and that its established policies and procedures are carefully tallowed Perhaps the

most imponant feature in the system of control is thar ir is continually reviewed for its effectiveness and is augmented b,' written policies and gtllde·

hnes. the careful selection and training of qualified personnel. and a strong program of internal audit.

De!oltte &: Touche LLP. an independent auditing firm, is engaged to audit the consolidated Hnancial statements of Hughes Electronics

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

prehend the consideration of imernal accouming comrols and resrs of transactions to the extent necessary to form an independent 0plI1ion on the

fmancial 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 engaging the independent auditors. The Committee reviews the scope of the audits and the accounting

principles being applied in Hnancial reponing. The independent auditors. representatives of management. and the internal auditors meet regularly

'separately and jointly) with the Committee to review the activities of each. to ensure that each is properly discharging its responsibilities. and to

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

at December J 1. \ 996 provides reasonable assurance that the books and records reflect the transactions of the companies and that its established poli­

cies and procedures are complied with. To ensure complere independence. Deloitte & Touche LLP has full and free access to meet wirh the

Comnutree. wirhout management representatives present, to discuss the results of the audit. the adequacy of internal accounting controls. and the

qualirv of the financial reporting.

Ch':lIrman or" th~ l30Jrd
,mJ Chid b:('.:Uf/\(: off/fl"

INDEPENDENT AUDITORS' REPORT

Vio: Ch;tirm;tn

.wJ Chief Fm.lnl·,.lJ Officer

~"lt)t" Vill' ~)re':;IJt'n[.

TrtJ5Urer and Controller

Tu The Stockholder and Goard of Directors of Hughes Electronics Corporarion:

We have audired the Consolidated Balance Sheer of Hughes Electronics Corporation and subsidiaries as of December 31, 1"N6 .1I1d 1<N5 and the

rebted Consolidated Statement of Income and :\VJilabk Separate Consolidated Net Income and Consolidated Statement of Cash Flows tor each of

the three years 111 the period ended December J 1. 1996. These financial statements are the respunsibility uf Hughes Electronics Curporatiun's man­

-tgemellt. Our responsibiliry is to express an opinion on these Hnancial statements b'lsed on ollr 'ludits.

We conducted our .lUdits in accord'll1ce with generally accepted audiring standards. Those standards require thar we plan 'llld pettorm rhe audit to

ohtaln reasonahle assurance about whether the financial statements arc fTee of material misstatement. :\n audit indudes examining, on a test basis. evi­

dence supporting the amounts and disclosures in the financial statements. An audit also includes assessmg the accounting prinCiples used and significant

estimates made by management. as well as evaluating the overall financial statemenr presentation. \Ve believe that uur audits provide a reasunable basis

Ill/' ollr opimon.

In our opinioll. such financial sratements present tilirly, in all material respects. the financial position of Hughes Electrollics Corporation and sub·

,,,diaries at December.l I. 19911 and 1995 and the results of their operations and their cash flows for each of the three years in the period ended

December J I. 1996 in conformity with generally accepted accounting principles.

.-\s discussed 111 Nute I to the consolidated financial statements. dlt:ctlve January 1. 1994 Hughes Electronics Curporation changed its me thud uf

J(coullting tor posremploYll1enr benefits.

Los An~dt:s. C;.llifortllJ

January ZOS. 1997
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~c ONSOLIDATED STATEMENT OF INCOME AND

AVAILABLE SEPARATE CONSOLIDATED NET INCOME

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

REVENUES Net sales

5 9,108.7

4,9536

37.1

14,099.4

10,943.4

1,0183

470.2

123.8

15.1

12,570.8

1,528.6

572.8

955.8

(30.4)

925.4

123.8

$ 1,0492

921

399.9

5 2416

52.70

(008)

$2.62$2.77

5 9,5288

5,1855

575

14,7718

11,325.1

1,234.2

487.7

123-4

7.5

13,1779

1,593.9

645.6

948.3

9483

1595

5 1,107.8

955

399.9

5 264.6

$277

98.4

399,9

283.3

52.88

$2.88

122.3

11.2

15,917.9

12,083,9

1,505.6

560.3

14,283.3

$10,661.5

5,082.6

173.8

5 1,151.2

5

TOTAL REVENUES

Outside customers

General Motors and affiliates

Other income - net

TOTAL COSTS AND EXPENSES

NET INCOME 1,028.9

Adjustments to exclude the effect of GM purchase accounting

adjustments related to Hughes Aircraft Company 122.3

---_. --------------------

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

EARNINGS USED FOR COMPUTATION OF AVAILABLE SEPARATE

INCOME BEFORE INCOME TAXES 1,634.6

Income taxes 605.7

CONSOLIDATED NET INCOME

Income before cumulative effect of accounting change 1,028.9

Cumulative effect of accounting change

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

Before cumulative effect of accounting change

Cumulative effect of accounting change

Net earnings attributable to General Motors

Class H Common Stock

COSTS AND EXPENSES

AVAILABLE SEPARATE

CONSOLIDATED NET

INCOME

EARNINGS ATTRIBUTABLE

TO GENERAL MOTORS CLASS

H COMMON STOCK ON A

PER SHARE BASIS

Reference should be made to the Notes to Consolidated F,nanCial Stalements
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CONSOLIDATED BALANCE SHEET

(Dollars in Millions Except Per Share Amount) 1996 1995

1.2356

146.7

5 1.1395

1.2006

113.4

5 1,1613

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 51,327.2 2,507.1 2.4692

Inventories (less allowances) 1,528.5 1,2255

Prepaid expenses, including deferred income taxes of $428.0 and S484.4 568.1 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 1,133.5 1,175.1
---:-:-----'----:-----:----;:-::-:--==-=-.,.--:---:-=-----;,------------:~-=-=-=--- ---- ---
Intangible Assets, net of amortization of $1,579.1 and $1,415.1 3,4660 3,573.7

------c-:---.,.--:--------,--=-:-=-::-- -----
Investments and Other Assets - principally at cost (less allowances) 1,915.0 1,675.6

~---------=-:-:--:-:-=-.
Total Assets $16,480.1 $15,974.4

ASSETS

5 896.4 5 748.7

27.5 52.2

8689 838.3

248.1 432.5

132.9 190.8

2,0258 2.0463

4,199.6 4,3088

34.5 2588

1,658.9 1.6106

1,407.2 1.2705

6,3381

2,323.9

8,662.0

(1086)

(277)

8,5257

515.9744S16.480.1

6,3472

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

9,316.0

(1135)

(22.6)

9,179.9

CURRENT LIABILITIES

Accounts payable

Outside

General Motors and affiliates

Advances on contracts

Notes and loans payable

Income taxes payable

Accrued liabilities

Total Current Liabilities
---,-..,.-------------

Long-Term Debt and Capitalized Leases
Postretirement Benefi-ts-O""-th-e-r-T""-h-a-n-P-e-n-s,-o-n-s--------

Other Liabilities and Deferred Credits

Commitments and Contingencies

Stockholder's Equity

Capital stock (outstanding, 1,000 shares, SO.10 par value)

and additional paid-in capital

Net income retained for use in the business

Subtotal

Minimum pension liability adjustment

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

Total Stockholder's Equity

Total Liabilities and Stockholder's Equity

liABILITiES AND

STOCKHOlDER'S

EQUITY

Certain amounts for 1995 have been recl;,wfied to conform wIth 1996 classifications

Reference should ~e made to the Noles to Consolidated FinanCial Statements
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CONSOLIDATED STATEMENT OF CASH FLOWS

(Dollars In ::Ullons) 1996 1995 1994

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)

Net increase (decrease) in cash and cash equivalents 21,8

Cash and cash equivalents at beginning of the year 1,139,5
Cash and cash equivalents at end of-theyea-r-------5',,-,·'61-3--

5 95585 9483

4877 470,2

1595 123,8

(519) 20,3

435 784

6,1 14.3

(12,9) (36)

(150.1 ) (60,1)

(1473) (238,1)

(186,2) 1114

(160,1) (275)

(30) (15,2)

(92.0) 25,8

1604 (70.7)

2570 (28,2)

(272,8) 202

986.2 1,3768

(3095) (70)

(545,7) (4905)

(1989) (3519)

50,6 90,6

1272 36

(13.6) 2069

(8899) (5483)

(80,9) (21 )

280 75

(377) (208)

(368,0) (3200)

(4586) (3354)

(362.3) 4931

1,5018 1,008,7

S1,1395 51,5018

122.3

(1.3)

560.3

40,1

(23,2)

(120,3)

130.9

252,0

96.2

86.7

(34,1)

(302,8)

(303)

122.0

(57,9)

(13.9)

(308.0)

(28.7)

(652,3)

(1912)

1,6

(522.4)

1,199.4
--------,

S1,0289Income 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

CASH FLOWS FROM

OPERATING ACTIVITIES

CASH FLows FRor",

INVESTING ACTIVITIES

CASH FLOWS FROM

FINANCING ACTIVITIES

'1994 amounts exclude th~ effect of accounting change

Reference shOuld be made to the Notes to Consolidated FinanCial Statements,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES

Organization and Consolidation. The consoli­

dated financial statements mclude the accounts of

Hughes Electronics Corporacion (Hughes) and ics

domestic and foreign subsidiaries that are more than

50% owned. Investments in associated companies in

which at least 20U oof the \'oting securities is owned

are accounted for under the equity method of

accounting.

Effective December 31. 1985. General Motors

Corporation (General ~lorors or GM) acquired

Hughes Aircrati Compan:-' and its subsidiaries for

S2,7 billion in cash and cash equivalents and 100 mil­

lion shares of G:Vl Class H common srock having an

estimated value of $2,561.9 million. which carried

certain guarantees.

On February 2S. 19S9. GM and the Howard

Hughes Medical Institute InsticuLe J reached an

agreement to terminate G\J's then· existing guaran­

tee obligations with respecc to the Institute's holding

of G\1 Class H common srock. Under terms of the

agreement as amended. the Institute received put

options exercisable under most circumstances at S30

per share on tvlarch 1,19'-11. 1'-1'-12. 19'-13. and 1995 for

20 million. 10 million, 10.5 million, '1I1d 15 million

shares, respectively. The Instituce exerCised chese

puc options at 530 per share on March 1. 1991,

March 2.1992. and March I, 1993. On February 15.

1995. GM and che Institute entered into an agree­

ment under which GM assisted the Institute in sell­

ing 15 million shares of GM Class H common stock

at S38.50 per share. The \larch 1. 1995 put option

expired unexercised.

The acquisition of Hughes Aircraft Company

was accoumed for as a purchase. The purcha~e

price exceeded the net book value of [ [ughes

Ain:rali Company bv S4,244.7 million, which was

assigned as follows: 5500.0 m1llion to patents Jnd

related technology, 5125.0 million [0 the future eco­

nomIC benefics co G\! of the Hughes :'\lrcraft

Company Long·Term lncentl\e Plan LTIP,. and

$3.6197 million to other lmangible assets. mcluJmg

goodwilL The amounts aSSigned to parcnts Jnd

related technology are bemg amortized on a

straight-line basis O\'er 15 ycars and other tntangibte

Jssets. including goodwill. over 40 years. The

amount assigned to che fucure economic benefits of

the LTIP was fully amortlzed in 1990.

For the purpose of determining earnings per

share and amouncs available for di\iJenJs on the

common stocks of General :'vlotors, the amortiza-

cion and disposaL if any. of these intangible assets is

charged against earnings attributable to GN! S1-'/;

par value common stock and amounted to S122.3

million, S159,5 million. and SlZ3.S million. in 1996.

1995. and 1994. respectivelY. The 199; amounc

included a 536.1 million charge. included in other

income, for the wrice-off of such purchase account­

mg adjustments related to the dispoSItion of certain

non-strategic business units,

The earnings of Hughes and its subSIdiaries Since

che acquisition of Hughes :\ircr.lft Company form

the base from which any di\'iJends on the C\I Class

H common stock are declared, These earnings

include income earned from sales to C\I ,1Ild irs

affiliates, but exclude purchase accounting adjust­

ments (see Notes 2 and 7

OnJanuary 16. 199i, C\l and Hughes announced

a series of ph1l1l1ed transactions desi!o'11ed to address

strategic challenges and unlock srockhulder value in

the three Hughes business segments. I See :"iore 1S

Use of Estimates in the Preparation of the

Financial Statements. The preparation of finan-

cial staremencs in conformlt\' with generally

accepted accounting principles requires mana~e­

menc ro make estimates and assumptions tbar affect

amounrs reported therein. Due to the inherent
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uncenainn- im·ol\-ed In making esrimates. aewal

resulrs reported in future penods mav be based

upon amounts that differ from (hose esnm,ltes

:\et cash provided b\ operating a(ti\·lUeS reflects c,lsh

payments for Interesr an":: income taxes as ttlilows

contracts in process) vesrs with the CS

Government.

ing negotiation or settlement with cusromers.

under certain cuntracts with the CS CovernmerH.

progress payments ilre received base,j on costs

incurred on the respective contracts. Title to the

inventones related to such contracts included in

Accounts Receivable and Contracts in Process.

Trade receivables are principally related ro 10n,::­

term contracts and programs. :\mounts billed

under retainage provisions of conrracrs are nor Sl~:­

nificant. and substantially all amounts arc colleCtlolc

within one year.

Contracts in ptocess are stated at cOStS incurre,i

plus c:stimated profit. less amounts billed to cus­

tomers and advances and progress payments applied_

Engineering, tooling. manuf.Kturing. and applicable

overhead costs. including administrati,·e. rc:search

and development. and selling expenses. are charged

to costs and expenses when incurred Contracts in

process include amounts relating to contracts w:th

long production cycles .md ,1mOunts receivable

under salc:s-type leases. and $546.0 mdlion of the

1996 amount is expected to be billed alter one ytaL

Contracts in process in 1996 also include appro:-d­

mately $53J! million relating to claims. requests t;)r

equitable adjustments. and amounts wirhheld ptnd-

1994

S ~07

686.2

1995

S 375

6342

1996

S 39.6

647.9

(Dollars in Millions)

Interest

Income taxes

Revenue Recognition. Sales [Q Ceneral Morors and

affiliates Jnd to outside customers not pursuant to

long-term contracts are generally reco,l.,'01ized as

produc(s are sh:pped or services are rendered. Sales

under long-term contracts are recognized primarily

using the percentage-oF-completion (cost'[Q-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

rotal COStS at completion_ Sales under certam com­

mercial long-term contracts are recognized using

the units-ot~delivervmethod.

on contracts are recorded in the period in which

rhev are idemified_

costs at completion_ These estimates are reviewed

and revised periodically throughout the lives of the

contraers. and adJustments to profits resulting from

such revisions are recorded in the accounting period

in which the revisions arc made. Estimated losses

Profits expected [0 be realized on long-term con­

tracts arc based on estimates of total sales value and

Certain contracts contain cost or performance

incentives which provide tilr increases in protlrs tflr

surpassing stated objectives and decreases in profits

tilr failure to achieve such objectives. Amounts asso­

ciated with inc~ntives are included in estimat~s of

total sales values when there is sufficient IIlforma­

tion to relate actual performance to the objectives.

Cash Flows. Cash equivalents consist of highly liq­

uid investments purchased With original maturities

of 90 ,Ja,·s or less.

Inventories. Inventories are stated at the lower of

cost or markc:t principall:' using the first-in. first-out

(nrO) or average cosr methods_
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