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

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

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

tion systems technology, HAC won three major

contracts that could have combined revenues of

$2 billion over their lifetimes. HAC IS one of two

firms chosen to supply the US Air Force with

approximately 37,000 workstations over five

years at a total price of more than $950 million.

along with $924 million worth of desktop com·

puters. The U.s. Patent and Trademark Office

selected HAC to proVide up to $171 million

worth of computers and peripheral eqUIpment

Winning Internationally

International new orders grew to $1.8 billion

in 1996. led by several major contracts: $224

million from Norway for AMRAAM missiles,

Jointly for HAC and Raytheon; $262 million

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

nance and training for Saudi Arabia's Peace

Shield air defense system (which Hughes

deSigned and built); $219 million in TOW mis·

sill' awards from ten countries; and $126 mil­

lion from GM's 22-nation European dealership

network for training support in 17 languages.

A joint venture of HAC and Raytheon and

several European companies has been awarded

an $80 million contract related to the initial

project definition stage of MEADS, the

Medium Extended Air Defense System.

(Amounts in millions, except percentages)

Revenues

Revenues as a percentage of Hughes Revenues

Net Sales

Operating Profit (1)

Operating Profit Margin (2)

Identifiable Assets at Year-End

Depreciation and Amortization

Capital Expenditures
------------------

MEADS is to be available by

2005 for use by US. German

and Italian milit<\ry units

Merging HAC with Raytheon

Assuming that HAC's

strengths are combmed with

those of Raytheon later thIS

year, the merger of the two

companies will create a world

leader in defense electronics.

In the defense electronics sec­

tor alone, the new company

would report 1996 pro forma combined revenues

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

127,000 employees and across-the-board excel­

lence in a broad range of programs and tech­

nologies will make It a potent competitor to the

giant combinations - like Lockheed \lanin and

Boeing - that have emerged from the defense

industry's continuing consolidation.

Years Ended December 31"

1996 1995 1994

$6.338.4 $ 5.945.4 $ 6,023.6

39.8% 40.2% 42.7%

$6.331.5 $5,899.7 $6,0073

694.7 688.0 663.6

11.0% 11.7% 11.0%

$5,296.9 $ 5,369.7 $4.2624

1576 132.0 158.5

171.1 109.8 159.5
- ----_.._-----------------
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Hughes' HS 702 model salelilte will be

the fIrst spacecratt to be eamed on Se,]

Launch. left. which will send tockets

to space from a platform In the PacifIc

Ocean beginning in 1998. At Hughes'

MissIOn Control (enter. above,

controllers mOnitor a satellite dUring

its ride into space. maneuver it into

proper orbit, and thoroughly test it

before turning it over to the customer

Hughes pioneenng technologies have broad­

ened the scope of satellite-based telecommuni­

cations. For HSC, the expanding market is

bnnging greater opportunities - and more com­

petItion The company is meeting this challenge

with these main strategies: maintaining its num­

ber one position in commercial satellite manu­

facturing; and increasing both its U.S.

government and international customer bases.

Maintaining Leadership in Satellite Manufacturing

Maintaining leadership means being the low­

cost manufacturer; delivering spacecraft to

meet customers' schedules; producing reliable

satellites employing advanced technology; and

assuring the availability of launch facilities.

Reducing Costs and Cycle Times_ HSC deliv­

ered 11 satellites in 1996 and expects to deliver

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

its backlog stood at 37 satellites. To meet

strong demand and also to lower costs, HSC

has made its manufacturing faCility more effi­

,.A cient. Since 1992, it has

_ increased productivity

by 47 percent.

These gains have helped HSC reduce cycle

time by 30 percent over five years Basic mod­

els of the HS 376 and HS 601 spacecraft now

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

to meet customers' tight schedules, HSC deliv-

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



ered two HS 376 satellites within 14 months of

being ordered.

Reliability Record/Technology Development.

By early 1997, HSC had reached a new mile­

stolle of the 120 commercial communications

spacecraft it has launched in the past 32 years.

64 are still in service - and these have accrued

S"(j Icars in operation. lts nearest competItors'

fleets each have accumulated onlY about J third

JS mallY years. In addItion. more than so per

cent of the satellites have exceeded miSSIOn hfe

by at least 10 percent

Hughes also is a spacecraft technology

leader. Its continuing investment m technology

development is dramatically improving the

capabilities of satellite-based communicatIons

systems. For example, advanced solar technol­

ogy. including new gallium arsenide solar cells

developed by a Hughes subsidiary, will enable

HSC's next-generation HS 702 satellite to have

double the power of existing satellites Another

kn Hughes technology is a digital processor

rhat will operate as a "switchboard in the skY"

f!Jr the wireless communications of future

sarellite-based systems.

Global Launch Commitments. To increase com­

petitiveness, HSC must be able to offer cus­

tomers launch options. HSC has been at the

forefront in negotiating advance bookings for

multiple launches. These commitments have

helped increase competition in the launch mdus­

rry, which is expected to result in more availabil­

ny, greater reliability, lower costs, and the

capability to launch larger satellites

By early 1997, HSC had secured more than 40

future launch vehicles to be provided by com­

pal1les in the United States, Japan, Kazakhstan

and elsewhere.

Increasing U.s. Government and International Business

HSC has built numerous satellites for the

Department of Defense and other agencies of

the US. government. These customers represent

about so percent of the company's business.

Seven l!lrra-h'::'l ir 'Ult"lC\ l! jf: "1!11 ['

catJOns satellitl" 1a\',' "een bUllt lor ' "

'\iavy. and rhn'" nor" He under con\:' 'dc'lt!ll"1

each incorporatlng " .~~\obal broadca'it1n~ pa\

load denved from Hughes' DIRECT\ technul­

ogy. And three satellites being built for rhe

National Aeronautics and Space AdmmlstratJOn

will enable It to communicate \vith the space

shuttle and other spacecraft in low-eanh orbn.

In 1996, HSC established a new unit. Hughes

Government Services, that will help go\"ern­

mem customers acquire satellite services from

various operators of commercial systems. Its

goal will be to tailor end-to-end communica­

tions solutions matching each government cus­

tomer's unique requirements.

International contracts represent approxI­

mately three-fourths of HSC's total commercial

satellite business. In 1996, HSC Signed contracts

with compames based in Southeast

Asia, Japan. Asia-Pacific, Mexico

and Europe

HSC maintains its number one

position in commercial communi­

cations satellites by being the low­

cost proVIder of spacecraft designs

that meet the diverse needs of

customers around the world. The

company is using its strengths­

efficient productlOn, on-time

delivery, performance reliability

and superior technology - to

continue to win substantial

shares of international and

U.S. government business

in a competitive but

growing marketplace.

The HS 702 satellite model

will provide more than double

the power and nearly tWice

the capacity ot eXIsting body'

stab,hzed satel"tes

Its on·board procesSIng

capability woll .1I0w the

satellite to help reconfigure

its own power, bandWIdth and

broadcast patterns to meet

customer') expanding needs

HUGHES
r..-Cf 'COMMUNICAnONC

Shown during construction ,s

APSTAR 1A, an HS 376 ,pinn,ng

spacecraft model that was

launched in mid·1996 and is

now providing general

communications services in ASia.
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{Ij':" ijlk:S -.;\<te1l1\ Jnd services in 60 coun-

'nc, r! '\S r;[rate~Jt".;re II' Increase reyenucs

from "'Ylces: hUlIJ ,aks In core markets: and

expanc1 ItS marketdnyen technology portfoho

IncreaSing Revenues from Services

HNS IS pursu1llg 1[S strd[egy of increasing

revenues from services by building on its man­

ufactunng strengths, DirecPC is one such ser­

vIce. DlrecPC is a satelli[e-based, high-da[a-ra[e

communications service that rapidly delivers

software, multimedIa communications, video

and large documents from the Internet to per­

sonal computers, HNS is marketmg [he

DirecPC service, and the equipment it manu­

factures, in Nonh Amenca, Europe and :\sia

In the United States, CompUSA's retail stores

began offering the DirecPC equipment to con,

sumers nationwide in early 1997

A new [elecommunica[ions venture in IndIa IS

another potential source of service revenues

HNS and its local partners are pursuing govern­

ment licenses to provide telephone service in

the s[ates of Maharashtra and Karnataka, with

a combined 130 million households, Each

state's telephone market size is comparable to

that of a Regional Bell Operating Company 10

the United States,

',I, jlgn dltLlal rne:1Ue
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HUGHES
NETWORK SYSTEMS

=-

These sy'items .Ht' clftordable

alternative'> to wlreh-ne 'Systems

which m,u' be unJ~'.ttl.tb/e.

overbufdt'f1l'd 01 outmoded in

In countries Mound the world

HNS' wm'!(>ss systems provldt>

basIC tt'leprwne "erVt(l'

HNS' own brand of OS5 made Its

US debut In 1996. and by year­

end. the company had already

shipped 170,000 units_

The HNS syslem, Including an

1B-inch satellite dish. set-top

receiVing unit and remote

controL receives programming

from DIRECTV_

emetgln:~ m.u\(t't':.. In the home

.1 Smgk Subscrlbe'J Jnlt mount~

on .1 WJ.I~ Or wrn d 0'''''' .

Expa~ding the Technology Portfolio

HNS makes development of new market­

driven technologies a top prionty For example.

the company's IS-136 TDMA (time dl\"ision mul·

tiple access) digital transmission voice technol­

ogy offers superior quality, and also allows

cellular and PCS operators to provide identical

features and seamless roaming between systems_

HNS was first to introduce the technology and

will supply it to Indus for its new PCS service,

However, because customers are demanding

a complete spectrum of PCS technologies from

suppliers, HNS is also licensing technology

from other companies in order to rapidly

expand its product portfolio. For example,

HNS will use CDMA (code division multiple

access) digital technology in the products it

manufactures for NextWave's PCS systems,

By followmg Its strategies of developing new

service businesses, strengthening leadership in

core markets and expanding its portfolio of

new technologies, HNS plans to remain a

leader in the telecommunications

industry_

---------- ---- ----------------

Strengthening Leadership in Core Markets

HNS pioneered the development of satelJite­

based VSi\T networks, and the company has

ma1l1tained its worldwide leadership position_

In rlw United States, the company solidified its

market share in 1996 with installations of new

(II expanded VSAT business networks for Ford

Motor Company, Mobil Oi] and other large

,-ompanies_

Internationally, HNS installed VSAT busmess

nct\vorks that can Simultaneously handle data.

voice. fax and video services for customers in

49 countries during the yeaL In additIon, the

company installed 45 VSAT voice service net­

works In 17 emerging market countries

/\mong these was a VSAT system that estab­

lished China's first nationwide paging network

Wireless Equipment Market, HNS is a strong

competitor in emerging markets because,

unlike wireline equipment providers, it can

provide a fixed wireless telephone system

withm months of signing a contract, and at a

verv competitive cose In 1996, the company

Installed systems in Indonesia, the Czech

Republic, Malawi, Vietnam and BraziL

i'vlobile Cellular Market. Mobile communica­

tions is another prime market for HNS_ An

emerging high-potential segment in this market

IS PCS_ Because of HNS' two large equipment

supply agreements with NextWave Telecom, Inc

and Indus, Inc, the company is well positioned

for future growth in PCS, which transmits an

Improved quality of voice communications as

well as data to hand-held phones_

In May 1996, HNS completed its installation

of a new generation cellular infrastructure for

BcllSouth's cellular system, which serves more

than one million subscribers, using HNS tech·

nology that can operate in either analog or dig­

ltal mode_ The company has a valuable

ongoing supplier relationship with BellSouth.



Hughes Galaxy's strategy to budd revenues

and maintain its stron~ margins is fourfold: com­

pleting the PanAmSat metger: maintaining C.S

leadership: achieving growth in international

markets; and offering (uswmers valuable new

satellite distribution sen'lces and applicatIons

Completing the PanAmSat Merger

[n September 1996. Hughes announced an

agreement to merge GaiaX\' with PanAmSat

CorporatJon and form a ne,\ publiclY traded

company PanAmSat's 1996 revenues were 5247

million, more than double the previous war. It

operates four satellites with 128 transponders

and serves all of the world's seven continents

When the merger is completed, Hughes will

own 71.5% of the new company The com­

bined firms will operate as PanAmSat

Corporation, and will own the world's largest,

most cost-efficient private sector commercial

satellite constellation. The company immedi­

ately will have 14 satellites in operation owr

the Atlantic, Pacific and Indian ocean regIOns,

offering cusromers one-srop-shopping for

global satellite communications services.

Maintaining U.S. Leadership

Expand Domestic Fleet. In 1996, two ne\\'

satellites were added to the Galaxy' fleet.

and an additional three are scheduled to be

launched by 1998. These current and future

satellites are targeted for support of

Hughes' direct-to-home 10TH) service to

Latin Amenca and cable, news and

business distribution services In

the United States.

Customer Service. Last summer,

Hughes Galaxy began using a state­

of-the-art operations center in Long

Beach, California. It enables opera-

tors to cut in half the time required

to connect customers to Galaxy's satel·



HUGHES
COMMut'Ic.....no:-;s- -GALAXY

The 10 satellites In Galaxy',

fleet make it the leading

provider of cable and broadcast

television dlstnbution In the

U.S. market. Three large new

satellites are on order

At the Galaxy Network

Operations tacility In long

Beach. Calitornia, operators

prOVide customers with

easy. tast access to Hughes'

satellite /Ieet.

;.
t
i

real-time global computer net­

working. telc-imaglf1g, distalh'c'

learning. digitallibrJnes. desk

top videoconterenclI1g and

telecommuting. and hlgh·spn·j

downloading from the lnternct

The commg generation of c\·cr

more powerful satellites. like the H.'i

702. will enable the new Pan.-\mSdt to max·

able to customers Thesc llldudc

imize spectrum use and increase applicatiOns.

thus further boosting growth to busll1esses of

all sizes, and even to ll1dividuals.

By delivering on lts strategIes to complete

the PanAmSat merger, maintam US leader­

ship, build international sales. and continue

servmg customers with high-\'alue applications,

Hughes Galaxy expects to continue to achieve

strong growth and profitability ll1 the satellite

transmission service business

lires The new center also facilitates round-the­

clock customer support, and its design will

accommodate future growth.

i\larketillg Innovations. The company has

pioneered the creation of satellite neighbor­

hoods. a powerful concepr that adds to irs com­

petitlvc advantage. For example, selected

Galaxy satellites are cable television neighbor­

hoods. Each one concentrates a broad range of

cable programmmg on one satellite, thus

appealing to many cable TV operators and, in

turn, attracting business from additional cable

customers who desire wide distribution of

their programs. Hughes Galaxy also is extend­

ing the concept of neighborhoods to TV

broadcasting, financial services and other cus­

tomer categories.

Building International Sales

Even before the PanAmSat merger was

announced. Hughes Galaxy was pursuing inter­

national growth. This effort was initiated with

the 1996 launch of Galaxy 3R, whose services

mclude the Latin American DTH market. By

the year 2000. Hughes expects to launch an

additional three satellites, which will proVide

video, audio and data distribution services in

international markets.

However, Hughes Galaxy's efforts to build

global sales will be greatly accelerated once

the merger with PanAmSat is completed.

PanAmSat brings an established international

infrastructure, market access, additional

orbital slots, an excellent reputation around

the world, and a fleet covering 98 percent of

the world's population.

Offering New Customer Services

The combined company's substantial num­

ber of orbital slots, including many in the new

Ka-band frequency, will allow it to expand the

wealth of communications services now avail-
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DIRECTV leads the u.s. market, and b\· earh'

1997, the company was delivering over 175 video

and audio channels to more than 2.5 millJon sub­

scribers- a total that grows every day. To build

its customer base, DIRECTV is delivering the

programming customers demand, expanding its

DIRE' \(T\' popular with sub;,cnber, on

twO con ·'('tH" already .md is about w debut on

a third. I ughes is positioning D1RECT\' to

be. ome the worldwide leader Il1 the bur­

geoning satellite DTH busll1ess.

In the United States and Latll1

'··.America. Hughes is marketing

IRECTV aggressively to build its

bscriber base and is connnuouslv

creasing subscriber value with supe­

programm1l1g choices and unparal­

ea customer service. In Japan, the

pany is planning to use these strengths

w qUIckly.

toaffer elR



marketmg and dIstribution. and planning excit­

10).' new data sl'n'icl's

1'J'(lgraml1ljllc~ Choice.l. :\mene'Jn consumers

Jern,mJ 111a11\ tvpes of progrJmming and

nc'clknt valuc at the same time. DIRECTV IS

cklln'ring both \Vhile offering viewers more

SP(l[[S and pay-per-view selectIons than com

pemors, DIRECTV continues to expand lts

programmlOg line-up

For example. in early 1997. DIRECTV added

1..\ new channels, including Trinity Broadcasting

Network and Superstation \VG]\; - the two chan­

nels most requested by its customers, A.nother

dlfferenriator for DIRECTV customers is its

sports programming, which includes: NFL

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

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

. . I . b' Americaongma programmmg, egm-

ning with sports packages such as DlRECTV

Ringside''', an exclusive montWy boxing series.

lV1arketing. In August 1996, DIRECTV intro­

duced a S200 cash-back offer to new

customers who purchased any brand

of DSS equipment and a one-year

subscnption 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 D1RECTY, the company is

steadily developing other markets. In the multi­

ple-dwelling-unit market, DlRECTV has already

signed agreement:; WIth 6; svstem operators,

mcludm" a pn)\ \'~l'l ,d c.1hk tele\"lsion sen'ices

th,n has ;(UJO(I .::1\[, In rhe\'C\\ lurk CIl\' met>

ropolitan are,\ I; ,h,' Illltl'] l1\arkcl. tnc' Jlsrribu­

tion of DlRECT\' l~ also ~rn\\"1n~, III (:',1;[

through ,111 agrcl'mCn! With On Command

Video Corpordl1i1n B\ the end of 1991:'

D1RECT\' was J\'ailable 111 more than: 00.000

hotel and resort guest rooms.

In the restaur.mt, har and mghtclub market,

DlRECTV 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 DIRECTV

In Latin Amenca IS beamed ~:

satellites from four broadcas:

centers located In the- United

State$, Mexico. Brazd arid

Venezuela. DIRECTV:)~ers

subscribers more than ',00

channels of the best

international video and 3.udlc

programming. Soccer progra,.,'

are extremely popular.

The

--:t>fSNEf
,,'" Channel,
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/
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early 1997. GlA was proViding DIRECT\ w

cight Lltin-\T1lericall l1,ltiOI1S I"epresentin,!.: more

than 70 perL'cm of the pOlL'lltt,ll marke! CL.-\

otfers 'lpP1'll\1T1l,Heh 711 \'iek" chanlll'ls ,111J 311

,ludio channels of lIlterll,HllllUI p1'llgLnl1mll1g ill

Portugl'sc. Sp,1I11sh ,1I1el English

\Vith the bunch llf CLXs l1ext, marl' ptl\\'l'rful

satellite 111 the Llll of I e)y:-. prugraJl1Il1Il1~ i"

expected [() t.'xp,md to mure than lO(l video

channel;;. pim at leasr 40 channels of hlghh' pop·

ular pa~'-pcr \'leW movies and sports.

Japan

Within a year, a partnership of Hughes and

leading Japanese companies is expected to make

DIRECTV available to Japan's 44 mil1Jon 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.

DlRECTV Japan will offer up to 100 channels

of hot-ticket sports events, blockbuster movies,

popular Japanese programming, and audIO pro­

grammmg

Many Japanese consumers are already fami­

lar with DIRECTV's reputation for broad pro­

gramming choices and excellenr value, and the

Hughes·led partnership is developing an array

of customer-pleasing programs that should

assure a warm welcome for DIRECTV on vet

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.

In mid-1996, DIRECTV became the first

DTH service in Latin America and the

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

tem. Subscribers will be able to 'h·'·l'.'.' l10r "Illy

all of thc DIRECT\' \idCll f)wgLlinll1ll1g but

also 1l1teractivl' multimedl,\ ~111d d,ILI hll ).I,lL',lsi

services Thesc ll1clude: selellcel \\, ,rlcl \\I,L

Web sites: ne\\ multimedu mJg,IZII1C:< 1111.111

cial. news, weather dnd sporr:; t\e'Kns: eLl,]

enhanced te]e\'is]ol1 progr,11111l1111g: al1d ,~,lInc,

DIRECTV is tJrgctJng tl1l' 1997 \wlic!a\ '!wp

ping season fflr .In Introducrion of thesc 1ll110Vd­

tive services,

In 1996, DIRECTV not only sUlceedcd III

nearly doubling its U.S. subscriber base but also

continued to receIve an extraordinarily high 9S­

percent programming satisfaction rating from

subscribers.

latin America and the Caribbean

lion television house­

holds. Galaxy Latin

America (GlA) is a

partnership of Hughes

and leading communi­

carions companies

based in Venezuela,

Brazil and Mexico. By

In Japan, DIRECTV 15 prepanng a

very competitive programming

line·up. On the roster are sports­

especially baseball - and movies.

01 R E CTV..
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TElECOMMUNICATIONS & SPACE: LOOKING AHEAD

Hughes' leadership in growing new businesses like DIRECTV and DirecPC lend.' cOl~(idence to the companv'.1

)'ur$llit llffuture "atellite-based global business opportunities. One example is its proposed SPACEH:4 Y sYstem,

which may offer ClIstomers an array of multimedia services beginning at the tum of the alltury. The staU-or

the-art HS 702 satellites that Hughes would lise will incorpoTilte technologie.' "uch as ollboard digital pro-

ccssing, flexible antenna coverage and intersatellite links to provide excellent customer service alld value.

Assuming that the transactions announced in January 1997 are completed (see page 28 for fUHher 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 fund

growth opportunities.

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

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

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

through universal, mobile and fully interactive communications.

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

Hughe5 Nef.vor/<

Systems
26".

HvgMes

Space dod

48~

DIRECT,

15'0

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

259% 20.9% 18.4%

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

259.8 189.2 271.0

6.5% 6.2% 10.3%

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

194.8 178.3 140.8

4498 436.5 399.3
Percentage of

Hughes Revenues

• The summary excludes purchase accounting adlustments 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) Operatrng Profit as a percentage of Net Sales.
(3) Includes expenditures related to telecommunications and other equipment amounting to $187.9 million,

$274.6 million and $2558 million. respectively
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Et) I{f C,[.A,R(H (.. DEvELOPMENT

In 1996. Hughes Research L,lbur,llunc, i IIZL

focused on creating marl' rohust spacc'-h,ISl'd sv,­

tems t()!' tekcommumcatiulb ,\Ilel ekil'llse 1, I

ll1eet both commerClal and>..:, 1\ LrI1Il1l'11l dl'111,lne]

t()r a hi<rhlv advanced ~ vet eosl-dfI,'I,'!1t ",l,)b,ll
b ~ _ ~

space-based communlcatioJb JI'Chlkc'tlin', HIZI

devoted significant attention t( I t()uI' eTltlCal

areas: (1 j ion propulslOn: .2 IllllTol'!cctrolllcs:

(3) Internet access \'ia satellite, Jnd -l' Il1ILTOIl1l'

chanica! sensors

Until now. commerCIal satellites have been

thrust into space using liquid-fueled engines that

add considerable mass.

By developing an elec­

tronic xenon ion propul­

sion system (XIPS 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-efflciencv of the

overall satellite system is to reduce the size and

cost of the ground equipment that receives the

satellite Signal. HRL's microelectromcs 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. in turn. increase

antenna sensitivity, enabling use of a smaller, less­

expensive ground terminal - like the 18-inch

DIRECTV dish or a handheld mobile phone.

More powerful and efficient satellites. along

with low-cost, high-performance user terminals,

are two necessities for universal Internet access.

A third is open standards. HRL is working to

establish new algOrithms that will enable true

global interconnectivity

Concurrently, H RL IS ckSl~11\1l", ,I tlO\\ ,<In

gestion control algonthm fix unimpeded mtLr­

,Ierive multimedia exchange 11\ s,lldlttl' ThIs

will faciln,Hc 11e\\. real-time g!oh,d \idl'll. Hllce.

and data d,llab()r~lll()nS in bllSIIll''''. l'elliCatlOn.

,md medlcinl'.

[n the area of space-b~lseddefensc COmmUI1lCl­

tions. speed is the single-most eTllll,ll rcqlllrl'

mcnt for detecting incoming thn'~lts ~lI1d

Improving reaction tlmes. Motlon-detcetll1g sen­

sors called micromechanical ~lCcclcrometcrshelp

satellites detect such threats. In 1996, HRL con-

The blue glow comes from ions accelerated from the discharge chamber

of the Xenon Ion Propulsion System, a thruster thai will keep Hughes­

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

was created. the qualification thruster IS undergOing life tests.

ducted pioneering research in "tunneling-effect'

fabrication technology - yielding a supenor

micromechanical accelerometer.

Just as human brainwaves leap across synapses

to speed communication, the HRL'patented tun­

neling device allows current to flow between

two unconnected pieces of metal. Satellites sta­

bilized by radiation-hardened. tunneling-effect

accelerometers can more qUickly detect the

launch, position, and velocity of incoming mis­

siles or torpedoes.

Assuming that the transactions announced in

January 1997 are completed (see page 28 for fur­

ther details), HRL will be jointly owned by

Hughes Electronics and Raytheon Compam
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Statements made concermng expected financial

performance. ongomg fmanC1J! performance strate­

gles. Jnd possible future actlOn \\'hlch Hughes mtends

to pursue to achlew strategic objectives for each of

its three principal busmess segments (including the

planned transactlons described below) constitute for­

ward-Iookmg mformanon. The implementatlon of

these strategles and of such fmure actlons and the

achievement of such financial performance are each

subject to numerous conditlOns. uncertainties and

risk factors. and, accordingly. no assurance can be

given that Hughes \\"Ill be able to successfully accom·

plish its strateglC oblectlves or achieve such financial

performance. The pnnClpallmportant risk factors

which could cause actual performance and future

actions to differ materially from the forward-looking

statements made herein include economic conditions.

product demand and market acceptance, government

action, compemion. abiliry to achieve cost reductions,

GM's global sourcmg strategy with respect to auto­

motive electroDlcs. General Motors' North American

Operations (GM-N:\O) volumes, technologlCal risk,

interruptions to production attribmable to causes

outside Hughes' control, and the receipt of various

approvals with respect to the planned transactions.

GENERAL

On January 16. 1997, GM and Hughes announced

a series of planned transactions designed to address

strategic challenges and unlock stockholder value in

the three Hughes business segments. The transac­

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

Hughes defense business to holders of CM's $1-"13 par

value and Class H common stocks, follQwed immedi-

f%) OPFRATING 6 CINANCIAl REVIEW

ately bv the tax-tree merger of that busmcss Wl:~.

Ravtheon Companv (Ravtheon \. The spm-off I' ;lot

bemg proposed in d manner th.:.t would result 1:; :he

recapitalizatlOn of Class H common stock II1tO S:-' l

par value common srock at a 120% exchange rJ::o. as

currently provided fix under cenam CIrCUmStances m

the General Motors Restated Certlflcate ot

Incorporation. as amended. At the same time. Delco

Electronics. the automotlVe electronics subsidla:-,. of

Hughes, would be transferred from Hughes to G\ls

Delphi Automotive Systems unit. Finally. GM,; Class

H common stock would be recapitalized into a :~,lck­

ing stock linked to the telecommunications an": -::>,lce

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

merger of the Hughes defense business with

Raytheon, there would be outstanding two das,e; of

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

common stock, approximately 103 million share, of

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

value and Class H stockholders in the spin-off. a:-: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 stock of the HugL;

defense business that would be distributed to G\:

common stockholders would represent approxi'

mately 30% of the stock of the combined comF~:1\

The distribution of stock in the Hughes defense 'Jusi­

ness to holders of GM Class H and $1-~/] par \"a:~e

common stock would be in a ratio that would be

determmed by CM's Board of Directors to be fa:~ to

both classes of stockholders and would reflect : a

pro rata spin-off of the Hughes defense busines, :0

holders of GM Class Hand $1-2/3 par value com:non

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

business from holders of CM $1-% par value co:n·

mon stock to holders of Class H common stock m

exchange for the derivative mterest in the earn1l1~s of

Delco currently held by the Class H stockholders: and

(3) other effects of and factors relating to the pJa:wed

transactions. Such a distribution ratio will be se: by
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<;1\1\ \)oJrd of Directors .It ,1UOlL' closer to G~l s diS

[ribul1ol1 of the soltcitJlIon stJternelll prospectus

pursuant lO whll h C\:l stolkholders \\ill he asked to

,Ipprove the transactIOns.

The spin-ott oj the Hughes defense business and

mcr~er with Ravtheon would have an mdicated rotal

\'aluc of $9.5 billton to GM and ItS cummon stock

holders based on srock prices as of the announce·

ment date. That value would consist of a

comb1l1ation of approxImately $4.7 billion of total

debt obligations of the Hughes defense business at

the lime of the merger, and $4.8 billion of indicated

value uf Hughes defense stock to be dIstributed to

common stockholders (after giving affecr to the

merger based on the market price of Raytheon com­

mon stock as of rhe announcement dare of $47.00:.

The merger terms provide rhar the total debt of the

Hughes defense business will be adjusted to reflect

variations 111 the average market price of Raytheon

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

ponents of value will total $9.5 billion so long as such

market pnce IS in a range of berween $44.42 and

$54.29 per share Substantially all of such debt would

be incurred immediately prior to the spin-off, with

the proceeds used pnncipally to fund the telecommu­

nications and space business of Hughes.

Consummanon of the transactions described pre­

VIOusly is subjeer 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 bus1l1ess with Raytheon would create a

stronger defense electronics company which would

be able to more effectively compete for new business

m an industry where significant consolidarion is

"ccurrIn\.': .\t till' ,,1Il1l" tll11e. \11(' IlltegrJ[IOll of

Delco Electron I'" ,Ill,l Delphi Autumot1\T Systcms

\\ lJulJ c"mbmc ,llh',<IICCLi eleclrot1lc, c,lp,llllhtY with

c-omponents and ",stCIll.' cxpertlSe. ,lnd \\ould be

expected to result m reduced cost, Hu~hcs

EJecrromc, would contlrlue to hold <lnd oper<lte the

telecommunlcatloTIS and space busmess. ThIS would

allow Hughes management to fexus on thIS busmess

segment and rhe capital infusion would allow ir to

take advantage of growth opportunities m this very

competitive mdustrv The strategy of thIS business is

to contmue to expand ltS offerings from being primar­

ily a supplier of hardware to becoming a provider of

hardware and video. voice, and data services world­

\\'ide ThIS strategy requires significant current and

furure investment m order to maintain and enhance

the segment's competitive position with respect to

eXlsting products and to take advantage of the

growth opportunities presented, as well as the forma­

tion of strategic alliances to compete in the very

competitive global marketplace.

RESULTS OF OPERATIONS

Revenues. Hughes reponed record revenues of

515,917.9 million in 1996, a 7.5% increase over 1995.

Revenues in 1995 were $14,807.9 million, an increase

of 5.0% compared with 1994 revenues of $14.099.4

million. The mcrease in 1996 revenues was largely

the result of continued growth in the

Telecommumcations and Space segment and

increased revenues in the Aerospace and Defense

Svstems segment, partially offset by lower

Automotive Electronics revenues caused in part by

work stoppages at various GM production locations

during the year. J995 revenue growth was driven by

the Automotlve Electronics and Telecommunications

and Space segments. (Pro forma segment information

is presented on page 39)

.-.-- ._---_._.----------------
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" ANAGEMENT'S DISCUSSION AND ANALYSIS

TLLECOM\Il''\IC\T/f ),S\ \1) SPILl - Revenues In

the Telecommunicanons and Space segment WLTC

$4,114.9 million in 1996, a 331"" lllCITJSe over l'Jll5.

and 53.092.7 million m 1995. J 1l).1'~'1 mcrea,e over

1994 revenues of $2.5%.2 million The increase, Ii1

both years were prlmarilv due [() continued expan­

SIon of the DIRECTV subsC~lber base, increased

sales of commercIa) satellites Jnd cellular communi

cations eqUipment. and increased video distributIon

revenues from Galaxy satelli,e transponders

AUTOMOTIVE ELECTRONICS - Revenues in [he

Automotive Electronics segment decreased 3.8% Il1

1996 to $5,350,8 million from 55,561.3 million in

1995, The decline was prinClpally due to a decrease

in GM vehicles produced in ,he United States and

Canada (excludingJ01ll[ vemures) primarily related

to the United and Canadian Auto Workers' (UAW

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

increase in Hughes-supplied electronic content in

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

vehicle and an mcrease Il1 international and non­

GM-NAO sales from 5841 militon in 1995 to $1,010

million in 1996, Revenues Il1creased 5339,6 million,

or 6,5%, in 1995 from 55.221 - million in 1994.

1995 revenue growth was attributed to an merease

in Hughes-supplied electronIC content in GM vehi­

cles produced in North America to $888 in 1995

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

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

lion in 1995 from 5672 million in 1994, Vehicle

production remained relatlveh' unchanged between

1994 and 1995.

AEROSPACE AND DEFENSE SYSTEMS - Aerospace and

Defense Systems segment revenues were $6,338.4

million in 1996, a 6.6% mcrease from 1995 revenues

of $5,945.4 million. The growth was primarily

attributable to additional revenues resulting from

G OPERATING & FINANCIAL REVIEW

the December 1995 'lcquislllol1 of IJughc, DelcllsL'

CommunlCanons (tlJrmcrll' \ lagn,llox Ekdr<llllC

Systems CompanY I and lhe hLllki-up of 1lL'\\ l'I" pm

grams mcluding Desktop \', \\'Ide :\rca

Augmentation Sv<;[em ,mel L]]]ei \\',lITIOf I ch)') rn

enues decreased $7S.2 million or 1. "\1I. ti'om 1'-.Iel4

revenues of 56.023.6 million. ThL' decline \\,lS pnn

opally due to lower production r'lles on seH'ral nw'

sill' programs, partlallv offset hI' [he addnlOnal

revenues related to the 1995 acquisition of C-\E-Lmk

Corporation.

OTHER INCOME - Included in revenues is other

income of $173.8 million. $93.6 million. and 537,1

million for 1996.1995, and 1994. respectively 1996

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

of a 2.5% equity interest m DIRECTV to :\T&:T

1995 and 1994 included pre-tax charges of 5~00 mil,

lion and $35.0 million, respectively, for the estimated

losses on disposition of certain non-strategic busi­

ness units. Also included in 1995 was $359 mIllion

of revenue earned for providmg services to G\1.

Operating Profit. Operating profit was $1.59~,3 mil­

lion in 1996, $1.667,3 million m 1995, and $1.630.4

million in 1994 Operating profit margins, as a per­

centage of net sales, were 10.1 O;(l, 113%. and 11.6%.

in 1996. 1995, and 1994. respectively. The declme 111

profitability in 1996 compared to 1995 was pnmarilv

attributable to the lower GM production volumes

related to the UAW and CAW strikes and contmued

price reductions in the Automotive Electronics seg­

ment offset in part, by the increased profitability in

the Telecommunications and Space segment, Also

offsetting the 1996 declme in profitability were the

reduced operating losses at Hughes·Avicom

International, Inc. Operanng profit improved in

1995 largely due to a continued emphasis on cost

reduction efforts, most notably in the Automotive

Electronics and Aerospace and Defense Systems seg-



'Ill'nt' ,mel the overelll growth III r'cvcnue" parnellk

"t1,,'1 rl\ .1 pl,mncd I11crease 111 operating expenses

,h',<IC'I,llcJ with DIRt:C1Y The lCIl)5 operatl11g

prot It lllJrgin declille was attribut'lblc primanlv to

th,' DIRECTV operating expense mcrease which

mort' than offset the margin improvements 111 the

tw" olher segments

'1'1 I !«()\I\ILi'IC.ITIO,S \,D S/,\(T - Operating

prohl for 19% was $259,8 million, a 37.3% increase

trom 5189,2 million reported in 1995, The 1996

Increase was largely a result of the revenue increases

preVIOusly discussed and reduced mobile telephony

satellite development costs offset, in part, by operat·

ing losses related to the start of service by the

Company's DIRECTV business in Latin America

Operating profit in 1995 decreased 30.2% from 1994

operating profit of $271.0 million, The 1995 decline

In operating profit was principally due to mcreased

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'/\, In 1995, and 10,3% in 1994, After 1996, operat·

mg profH margins in the Telecommunications and

Space segment are expected to increase as

D1RECTV's subscriber base grows

ACTOMOT1VE ELECTRONICS - [n 1996, operating

profit was $654.0 million compared with $869.0 mil·

hon in 1995 The decline was mostly due to the

reduced production volumes, continued price reduc·

tlons 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

million, or 9,3%, as compared to 1994 operating

profit of $794,8 million, The improvement in prof.

nability in 1995 was attributable not only to

Increased revenues, bur also an aggressive cost

reduction progr·.lnJ

As the pnnclpal supplier of auromO[l\t' electron·

ICS to General rvlotor, '\ionh Amt'ncan OpCLHIOl1S

U1l1[ iGrvt·'\iAOI, Hughes' sales of automotiw dec

troniCS \\'ill continue to be heavil\' depen.knt "n

General Motors production of vehicles \11 '\orth

;\menca, the level of Hughes-supplied electro1l1c

content per GM vehicle, the price ot such electron·

iCS, and the competitiveness of Hughes' product

offerings In this regard, it is anticipated that com·

pention through GM's global purchasing process

will negatwely impact Hughes' sales to GM·,\,.J"O

and result in 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 minimize 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

systems capability and cost competitiveness both

\I1ternallv and by developing key deSign, manufac·

turing, and marketing alliances and other relation­

ships with mechanical and electrical automotive

componelJt 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

makmg it increaSingly difficult to maintain the level

of operating profit margins realized in this segment

in the past Beyond 1996, operating 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
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increased pressurl' OIl m,lrglll' JIl'] r" cIlh.lJkt·

furure compewIH·ncss. management \\Jil Like

ddioll to reduCt· the cost structure of the busllles.'

As '1 resulr of the t',lcrors described above. the "pC!

;.Iting m.lrgin is expeCled to decline further III J'lCl­

to low double dIgitS. and then show modest

improvement 11l J9CJS and J'!99.

profit was $694.7 million in 1996 compared to

$688.0 million in 1995 and 5663.6 million in 1994

The operating profn margin for 1996 declined to

11.0% from 11.7% 111 1995 primarily due co a cantin

ued shift from productlon programs co engineermg

and development programs. and growth in mforma

tion systems and services revenues. The operat111g

profit marg111 for 1995 increased co 11.7% from

11.0% largely due co a proVision taken in 1994 for

certain air traffic control contracts. partly ofFset bv

reduced revenues in 1995. Future operating profHs

could be adversely impacted by further reductions m

the u.s. defense budget.

Costs and Expenses. Selling, generaL and adm1111s,

trative expenses were $1,505.6 million in 19%.

$1.234.2 million in 1995. and $1.0183 million in

1994. The increases were principally due to the can·

tinued expansIOn of DIRECTV. both in the C.S and

internationally, and increased international sales

activities at Delco Electronics.

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

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

decrease in the effective income tax rate in 1996 was

due primarily to the favorable resolution of certain

tax contingencies while the effective income tax rate

in 1994 was favorably impacted by the recognition of

capital loss carryforward benefits.

Earnings. Hughes' 1996 earnings were $1.151.2 mil·

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

stock, compared with 1995 earnings of $1.107.8 mil·

t1) OP(RATINC t. FIN~""N(IAL REVIEW

lion. Of 52-- f'er sh,m: ..md Jq,q e.ll'l1lngs (It

S 1.04°2 III Jil lOll. Of S2(,2 per sh.m' Earl1lng'!J1 I'N-l

I11cluded the llnEl\'ol'ablc ericcr [If .1n accollntmg

change tex postemplo\'ll1cnt benefits Excludl:lg the

,lccountlflg change. Hughes' l'.lrninp Ifl 1<h'-, \\'()uld

have been 5 I.079.t1 million. or 52.;'0 per sh,tre

Backlog. The 1496 year-end backlog of 51'; .1"<1 m1l

han increased from $14.929 million at the en':! of

1995. pnmarily due to record backlog in the

Aerospace and Defense Systems segment. 1qq)

year-end backlog increased from the $13.210 million

at the end of 1994, primarily due to increased qtel·

lite orders in the Telecommunications and Space

segment. A portion of the backlog is subject to

appropriation decisions by the U.S. Goyernment sub­

sequent to award. In addition. Hughes' contracts

with the U.S. Government are subject to termmation

by the Government either for its convenience Of for

default by Hughes. Sales to the U.S. Government

may be affected by changes in acquisition poliCies,

budget considerations, changing concepts in

national defense. spending pnorities. and other fac

tors that are outside of Hughes' control.

Special Provision for Restructuring. [n 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 facrJiries

consolidation, and a reevaluation of cerram busmess

lines 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\'elv 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
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l.J(ilities and other slte conso],danon costs

.'\pproxlOutelv $407 million of this amount will

n:cjliire future cash outt1ows It is expected thai

these costs will be expended predominantly dUrIng

the next vear

Accounting Changes. Effective 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 continue to apply the recognition and

measurement principles of Accounting Principles

Board Opinion No. 25 to its srock options. Hughes

has calculated the pro forma effects of applying

SFAS No. 123 and determined that such effects are

not significant in relation ro reported net income

and earmngs per share.

Effecnve January 1. 1996, Hughes also adopted

SFAS No 121, Accounting fot the Impairment of

Long-Lived Assets and for Long-Lived Assets ro Be

Disposed Of ThiS Statement establishes accounting

standards for the Impairment of long-lived assets,

certain Identifiable intangibles. and goodwill related

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

lived assets and certain identifiable intangibles ro be

disposed of The adoption of this new accounting

standard did not have a material effect on Hughes'

consolidated operating results or financial pOSition.

Effective January 1. 1994, Hughes adopted SFAS

'\10 112. Employers' Accounting for Postemploy­

ment Benefits. The Statement requires accrual of

the costs of benefits provided ro 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 srock. The charge primarily related to

extended disabihry benefits which are accrued on a

service-driven basis.

---- -----------

LIQUIDITY AND CAPITAL RESOURCES

Cash and Cash Equivalent~. C\sh and cash equlv.]­

lents were $1.161.J million Jt December,!. 1996. an

tncrease of S21.8 million from December 31. 1995

Operating aerivltles generated CJsh of $1.\ 9Y-t mil­

lion as Hughes achieved another year of record

earmngs Additional cash was provided by proceeds

from the sale and leaseback of satellite transponders

with General Motors Acceptance Corporation. and

proceeds from the sale of a minority interest in

DlRECTV of $137.5 million. The increases in cash

were offset by the cash used ro 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 $1,5018 million at December 31,1994.

Operating activities generated cash of $986,2 mU­

hon. however. cash used to fund capital expendi­

tures. pay dividends to General Motors. and acquire

new businesses more than offset the cash generated

by operating activities.

In the third quarter of 1996. Hughes reported

that cash flows in 1997 and beyond were expected to

be negatively impacted by a change in the credit

terms between Hughes and GM-NAO for purchases

of automotive electronics. With the announcement

of the planned transactions in January 1997, (see

Note 18 to the Consolidated Financial Statements).

implementation of the change in credit terms has

been deferred pending the consummation of such

planned transactions.

Liquidity Measurement. As a measure of liquidity.

the current ratio (ratio of current assets to current

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

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

The mcrease from 1995 to 1996 was principally due

to rhe repayment of certain notes and loans payable.

-------------------------
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Th, Jecre,ISt' trrJl11 IqC)..j ell 19'1, \\dS pmK'pdllv JUE

[() the Jecreds, 111 cash Jescnhecl ahm'c ,lnJ Incred,es

1I1 the notes and IOJIlS p,lI'abic bdIJIlL't·, pnmanh

c,lused bv d IOJn reldled [() an JCqUiSltlOIl I See Note

II [() the Consohdated FmanClal Statements

Property and Equipment. Propertv, net of accumu

bted depreciatIon, Increased 51·174 rnilhon 111 199(i

while telecommumcatlons and other equipment,

net of accumulated depreciation, decreased $41.6

million. primarilY due ro the sale and leaseback of

GIIIR which more than offset additional expendi­

tures related to the Galaxy satellite fleet.

Expendirures for property and eqUipment WEre

$652.3 million m J 996 compared with $545 7 mil,

lion and $490.5 million m 1995 and 1994, respec

tively. Management anticipates that capital

expenditures m 1997 will increase approximately

$100 million over 1996 and will be financed primar­

ily from cash provided by operating activitIes

Telecommunications and other eqUlpment

expenditures were $187.9 million in 1996 compared

with $274.6 million and 5255.8 million in 1995 and

1994, respectivelY. Management antiCIpates that

telecommunications and other equipment expendi­

tures in 1997 will mcrease Significantly compared

with 1996 and will be financed primarily from cash

provided by operating activities,

TELECOM\lL\,ICUIO,,\S .\ND SPACE - CapItal expen­

ditures, including expendItures related to telecommu­

nications and other eqUipment, increased to $449.8

million in 1996 from $436,5 million in 1995 and

$399.3 million 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 LatIn America. The increase in 1995 was

due primarily to additions to the Galaxy satellite fleet

e OPERATING & FINANCIAL REVIEW

AL'TO\IOTII'1 EITCTR(l,\IU - Capit'll expendIture,

decreased to S190,0 million 111 19 96, compareJ with

5264,7 million in j')L)5. ,11ld Sln6.4 million 111 lQ44

The decrease In the 1Q% capital spending renecrs

the impact of delays in engineenng caplul expendi­

tures and the higher than normal leyel of expendi,

tures in 1995 The Increased capital spendmg In

1995 reflects expenditures for additional program

requirements related to new product changes associ,

ated with the 1996 model vear combined with d

decrease in tooling cost recoveries.

AEROSP,KE .\'\0 DEFENSE SYSTE\lS - Capital expen­

ditures in the Aerospace and Defense Svstems seg­

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

$109.8 million. and $159.5 million, respecti\'ely The

1996 increase relates to capital expenditures to sup­

port expanding business requirements, The 1995

decrease was due to the high level of expenditures in

1994 related to the consolidation of facilities m an

effort to increase the operational efficiencies of

manufacturing and engineering activities.

Debt and Capitalized Leases. Long-term debt and

capitalized leases were $34.5 million at December

31, 1996, a decrease from $258.8 million at

December 31, 1995, and $353,5 million at December

31, 1994, reflecting scheduled principal repayments

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
0 in

1996 from 4.4% in 1995 and 6.6% in 1994.

As discussed further, additional debt will be

incurred in conjunction with the PanAmSat

merger. It is antiCipated that a portion of this debt

would be repaid from cash expected to be received

pursuant to the planned transactions. (See :"ote 18

to the Consolidated Financial Statements.)

i
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Other Balance Sheet Items. In t'vc\\uating both It> pen'

SHlIl ,mu renree mcdicalliabilmes. Hughes rec(J~'J1lze,

the Impacr oi' changes 111 \ong-lerm interest cates b\

aUlustmg the discount rate used in determinmg the

actuanal present values of the proJected benefit ob!J.~

ations In 1996, the weighted-average discount rate

f(lr Hughes' non-automonve pension obhgatlom

mcreased from 7.25% to 7.5% and the welghred,J\er

age discount rate for Hughes' other postrettrcmenr

benefns increased from 7.25°·() to 7.56%.

Acquisitions and Divestitures. In December J996.

Hughes announced that it had reached an agree

ment to acquire the Marine Systems Division of

Alliant Techsystems, Inc for $141.0 million m cash.

The Marme Systems Division is a leader in light­

weight torpedo manufacturing and the deSIgn and

manufacturmg of underwater surveillance. sonar

and mine warfare systems. The acquisition was

completed in 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-heJd company Hughes would con­

tribute lts Galaxy satellite services business in

exchange for a 71.5% interest in the new companv.

Current PanAmSat stockholders would receive a

28.5% interest in the new company and S1. 5 billion

In cash. Such cash consideration and other funds

required to consummate the merger are expected to

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

lion. This debt financing is expected to be provided

by Hughes, which currently intends to borrow such

funds from General Motors.

For accounting purposes, this transaction would

be treated as a partial sale of the Galaxy business by

Hughes and would result in a one-time. nonrecur­

rmg 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

!"'~"\'lJel ,d Intl'l"ll.\lli ):1-1: ,.ltcllite 'l'I"\·I,,·,. The

~r.H1saction. which" ,'()l1tll1gcnt upon lc,'ell'lng n'l

t,llll regulawf\' apprm"i,. "l'xpe,tl',l I" cl11sl dunn,:,

the second qUJner or I 'Hr

In MJrch 19%. Hughes ,oki ;1 2. )'<li .. equit\" mtn­

es! m DIRECTV, ,J whollv-owned subsidl.1n· of

Hughes. to :\T&T for SIr)' milhon. \\'Ith Options

to mcrease theIr ownershIp lI1terest under cenain

conditions. The sale resulted Il1 a S120-' millIOn pre­

tax gain which is included mother mcome.

In February 199). Hughes completed the acquisi­

tion of CAE-Link Corporation, an established sup­

plier of simulation. traimng. and techmcal services.

primarily to the US military and NASA. for $176.0

million. In December 1995. Hughes acquired

\!agnavox Electromc Systems Compan\-. a leading

supplier of military tactical communications. elec­

tronic warfare, and command and control systems.

for $382.4 million

During 1995, Hughes divested several non-strate­

gic enterprises resulting in aggregate proceeds of

approximately $127.2 million and a net gain of

approximately $219 million. Also m 1995, Hughes

recorded a $40.0 milhon 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 $3).0 million was taken m 1994.

Dividend Policy. As discussed in Note 7 to the

Consolidated Financial Statements. it is GM's cur­

rent policy to pay aggregate annual cash dividends

on the GM Class H common stock approximately

equal to 35% of the Available Separate Consohdated

Net Income of Hughes for the prior year. In

January 1997, the Board of Directors of GM

increased 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
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• ANAGEMENT'S DISCUSSION AND ANALYSIS I
dividend policy relating to the new Class H cum­

man srock which the Board deems to be appropnate

In :!ght of the capItal needs and growth opponum­

ties of the Hughes telecommunications and space

busmess and generallv commensurate with that of

other companies m the telecommunicatIons and

space business ha\'lng sImilar capital needs and

growth opportumtIes.

Security Ratings. Hughes' security ratmgs are tied to

the security ratings of General Motors.

In October 1996. Standard & Poor's Ratings

Services, a divislOn of McGraw-Hill Companies. Inc

(S&P), revised its outlook on Hughes from stable [0

developmg as a res:JIt of the uncertainty with

respect to CM's mvestment strategy related to

Hughes, S&P mdicated that the developing outlook

reflects the possibility that if a SIgnificant change in

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-term debt ratmg of Hughes at A-.

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

within the 10 m\'estment grade ratings available

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

capability to pav 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 remains developing.

-------------------------------
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In September l'N6. \loodv's Investor, Sen:cc.

i Moodv's , confirmed the long-term credit L1tmg uf

Hughes .;t .-'.._'. seventh h;.-;hest within tl~e ](I In':eS!

ment grade ratings avaIlable from Moody', lor iong

term debt :vtoody's defines :'1.3 bonds dS ha\'lng

"upper-medium grade" qualitv MoodYS ratmg for

Hughes' commercial paper remained unchJn~ej at

P-z. The ratmg indicates that the Issuer has a s(ron~

ability for repayment relative to other issuers

Followmg GM's and Hughes' January 199:­

announcement with respect to the Hughes busmess

segments (see Note 18 to the Consolidated Fmanoat

Statements). both S&P and Moody's reaffIrmed their

current ratmgs and outlook for Hughes' secunnes

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

for possible downgrade,

Debt ratings by the various rating agencies reflect

each agency's opinion of the ability of lssuers to

repay debt obligations punctually. Lower ranngs

generally result in higher borrowing costs :'I. secu,

rity rating is nor a recommendation to bu\', sell. or

hold securities and may be subjecr to revision or

withdrawal at any time by the assigning rating orga,

nization. Each rating should be evaluated indepen

dently of any other rating.



SUPPLEMENTAL DATA

The COIlsuiJdated hn,lnClal Statements rellen the

dpphcltion of purchase <lccounnng adjustments as

descnbed In "ott 1 to the Consolidated Financ"ldl

Statements. However. as pro\'ided in CM's

Certificate of Incorporation. the earnings attrIbut­

able to Crvl Class H common stock for purposes of

determining the amount a\'ailable for the payment

of divldends on CM Class H common stock specifi­

cally excludes such adjustments. More specifically.

amortizatIOn and disposal of these intangible assets

associated with CM's purchase of Hughes Aircraft

Company amounted to $122.3 million in 1996.

$159.5 million in 1995, and $123.8 million in 199-1­

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

posltion of certam non-strategic business units

Such amounts were excluded from the earnings

available for the payment of dividends on C!vl Class

H common stock and were charged against the

earnmgs available tClf :he payment of dl\'ldends on

GM's S1· Z" par \'dlue stock Unamortized purchase

accountmg adJustments a~;sUL-lated with CM's pur­

chase of Hughes Alrcrat[ Company were $2.7235

milhon, $2.8458 millIon. and $3,005.3 million at

December 31. 1996, 1995, and 1994. respectively

ln order to provide addltional analvtical data to

the users of Hughes' fmanciai information. supple­

mental data in the form of unaudired summary pro

forma financial data are provided. Consisrent wirh

the baSIS on which earnings of Hughes available for

the payment of dividends on rhe GM Class H com­

mon stock is determmed, the pro forma data

exclude purchase accounting adjustments related to

General Motors' acqUlsition of Hughes Aircraft

Company. Included 111 the supplemental data are

certain financial ratios which provide measures of

fmanDal returns excludmg rhe impact of purchase

accounting adJusrments. The pro forma data are

not presented as a measure of GM's total rerum on

ItS invesrment in Hughes.
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