


Hughes' HS 702 mode! satellite wlil be

the first spacecrat-t to be carned On 5eJ

Launch. left. which will send rockets

to space hom a pla.tform In the Pacdlc

Ocedn beglnnlng In 1998, At Hughes

MISSion Control Center, above

controllers monitor a satellite dunng

Its fide Into lipace, maneuver It Into

proper orbit. and thoroughly te'.it It

before turning it over to the customer

Hughes' ploneenng technologies have broad­

ened the scope or- satellite-based telecommuni­

cations. For HSC. (he expanding market is

bringing greater opportunities - and more com­

petition. The company is meeting this challenge

with these main strategies: maintaining its num­

ber one position in commercial satellite manu­

facturing; and increasing both its 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 dent. Since 1992, it has

_ increased productivity

by 47 percent.

These gains have helped HSC reduce cycle

time by 30 percent over five years. Basic mod­

els of the HS 376 and HS 601 spacecraft now

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

to meet customers' tight schedules. HSC deliv-
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ned two HS 376 satelhtes within 14 months of

bell1g ordered.

Rc tia bili ty Record! Techno logy Development.

Ih e'ldy 1997. HSC: had reached a new mile­

stone of the 120 commercial communications

spacecraft it has launched In the past 32 years.

(,4 are still in service - and these have accrued

":"1) veal'S in operatlOn. Its nearest competltors'

t1eets each have accumulated onl\' about a third

as m.l11V years. In addition, more than 80 per­

cent of the satelhtes have exceeded mIssion life

by at least 10 percent

Hughes also is a spacecraft technology

leader. Its continuing investment in technology

development is dramatically imprOVing the

capabilities of satellite-based communications

systems. For example, advanced solar technol­

ogy. including new gallium arsenide solar cells

developed by a Hughes subSidiary, will enable

HSCs next-generation HS 702 satellite to have

double the power of existing satellites. Another

key Hughes technology is a digital processor

that will operate as a "switchboard in the skY"

for the wireless communications of future

satellite-based systems.

Global Launch Commitments. To increase com­

petitiveness, HSC must be able to offer cus­

tomers launch options. HSC has been at the

forefront in negotiating advance bookings for

multiple launches. These commitments have

helped increase competition in the launch indus­

try, which is expected to result in more availabil­

ity, greater reliability, lower costs, and the

capability to launch larger satellites.

By early 1997, HSC had secured more than 40

future launch vehicles to be prOVided by com­

panies in the United States, Japan, Kazakhstan

and elsewhere.

Increasing U,S. Government and International Business

HSC has built numerous satellites for the

Department of Defense and other agencies of

the U.S. government. These customers represent

about 50 percent of the company's business

Seven ultra-hIgh· frequency (UHF, 'mmul1I

cwons satellites have been bUllt for the l.S

~avy, and three more are under constructIOI1.

each incorporating a global broadcas[1l1~ pa\'­

load derived from Hughes' DIRECT\' techno)

ogy. And three satellites being built for the

National Aeronautics and Space Admmlstration

will enable it to communicate with the space

shuttle and other spacecraft in low-eanh orbit.

In 1996, HSC established a new unit. Hughes

Government Services, that will help go\'ern­

ment customers acquire satellite services from

various operators of commercial systems. [ts

goal will be to tailor end-to-end communica­

tions solutions matching each government cus­

tomer's unique requirements.

International contracts represent approxi­

mately three·fourths of HSC's total commercial

satellite business. In 1996, HSC signed contracts

with companies based in Southeast

Asia, Japan, Asia-Pacific, Mexico

and Europe.

HSC maintains its number one

position in commercial communi­

cations satellites by being the low­

cost provider of spacecraft designs

that meet the diverse needs of

customers around the world. The

company is using Its strengths ­

efficient production, on·time

delivery, performance reliability

and superior technology - to

continue to win substantial

shares of international and

u.s, government business

in a competitive but

growing marketplace.

The H5 702 satellite model

will prOVide more than double

the power J.nd '1eMly t,f,n(e

the capacity of eXisting body

stabilized satellites

Its an-board procesSing

capabIlity will allow the

satellite to help reconfIgure

its own power. ba.ndwldth and

broadcast patterns to meel

customer,; t'xDJ.ndlng reeds

HUGHES
SPACE I COMMUNICAnONI

Shown during constructIon IS

APSTAR 1A. an HS 376 spinning

spacecraft model that was

launched In m,d·1996 and is

now prOViding general

communications servIces in A'Sla.
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H 1\:5 1, ch hle\'lTlg ,iouble-diglt clnllLul ie'WI: ,Il'

growth bv pro\'ldmg Innovative tc\euJl11mun'.­

tions products, systems and serVlCes in ('0 COU:l

tries HNS' strategies Me to lllcreasc re\'enue~

from services; butld sales in core markets: dnc

expand its market-dnven technology portfoho

Increasing Revenues from Services

HNS is pursuing its strategy of increaslllg

revenues from services by buildmg on Its man­

ufacturing strengths. DirecPC is one such ser­

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

communications service that rapidly delivers

software, multimedia communications, video

and large documents from the Internet to per­

sonal computers, HNS is marketlllg the

DirecPC service, and the equipment it manu­

factures, in North America, Europe and ASia

[n the United States, CompUSA's retatl stores

began offering the DirecPC equipment to con­

sumers nationwide in early 1997

A new telecommunications venture in [ndld IS

another potential source of service revenues

HNS and its local partners are pursuing govern­

ment licenses to provide telephone service in

the states of Maharashtra and Karnataka, with

a combined 130 million households. Each

state's telephone market size is comparable to

that of a Regional Bell Operating Company in

the United States.
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HUGHES
NETWORK SYSTEMS

:-.-

HNS' own brand of ass made Its

U.S. debut in 1996. and by year­

end. the company had already

shipped 170,000 Units.

The HNS system. Including an

18-inch satellite dish. set-top

receiVing unit and remote

control, receives programming

from DIRECTV.

Thes\.' '>\1 c,t'_'flh ,\1'.' Iftordablt..'

em('r::;ln~~ m.lfkt't\ )n the home

,\ Sin:!,'" Sub')cn\)\.': Unit mount.;,

on .1 w,ld nr wrndo ...·v

,1 ltern,H! VI'<:, L1 W!r<::,lffle ,;ystemo;

which '11 \',' lJ· lHlJ'..·.lI,',lble

In countrws .1 round tht:' world

Expanding the Technology Portfolio

HNS makes development of new market­

driven technologies a top priority. For example,

the company's IS-136 TDMA (time dIvision 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 pes service,

However. because customers are demanding

a complete spectrum of pes technologies from

suppliers. HNS is also licensing technology

from other companies in order to rapidly

expand its product portfolio, For example.

HNS will use CDMA (code division multiple

access) digital technology in the products it

manufactures for NextWave's pes systems,

By following its strategies of developing new

service businesses. strengthening leadership in

core markets and expanding its portfolio of

new technologies. HNS plans to remain a

leader in the telecommunications

industry.

Strengthening Leadership in Core Markets

H",S pIOneered the development of satellite­

h,lsed VSAT networks, and the company has

m,lInumed its worldwIde leadership position.

In the L:l11ted States, the company solidified ItS

111.\rkct share lT1 19% with lI1stallatIons of new

or expanded VSAT bus1l1ess networks for Ford

\1otor Company, Mobil Oil and other large

,·ompanies.

InternatIonally, HNS installed VSAT busll1ess

networks that can simultaneously handle data,

voice, fax and video services for customers in

49 countries during the year. In addition, the

company lI1stalled 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

within months of signing a contract. and at a

very competitive cost. In 1996, the company

Installed systems in Indonesia, the Czech

Republic, Malawi. Vietnam and Brazil.

Mobile Cellular Market, Mobile communica­

tions is another prime market for HNS. An

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

BellSouth's cellular system. which serves more

than one million subscribers. using HNS tech­

nology that can operate in either analog or dig­

ital mode. The company has a valuable

ongoing supplier relationship with BellSouth,

._---------------------
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Hughes Galaxv~ ~tL1lCg\' tll bUILl rt'\t'nut'.'

and mamtam Irs ~rr(lI1~ Tll,1r,,-::1I1~ I~ fourfold Ct)Tll

pletmg the PanAm.s,H mngt'r: rn,lIJ1(,ltnmg L .s

leadershIp: <Khievl11g growth m mtcrIlJtl0nal

markets: and oflcnng cu~toT11cr~ v,r1uabk nt'w

~atellite distribution ~cr\'lcc~ ,mel ,1pplic,HlDns

Completing the PanAmSat Merger

[n September 1C)L)6. Hughe~ ,lllnou[1ced an

agreement to merge Calaxv with Pan:\mSat

Corporation and form a ne\\ public)y traded

company. PanAmSat's 1996 revenue~ were S2~;'

million, more than double the prevIous \'ear. It

operates four satellites with \28 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 commerClal

satellite constellation. The company Immedi­

ately will have 14 satellites in operation owr

the Atlantic. Pacific and Indian ocean regions.

offering customers one-stop-shopping for

global satellite communications services

Maintaining U.S. Leadership

Expand Domestic Fleet. In 1996. two nC\\

satellites were added to the Galaxy' neet.

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 (OTH) service to

Latin America and cable. news and

business distribution services in

the United States.

Customer Service. Last summer.

Hughes Galaxy began using a state­

of-the-art operations center in Long

Beach, California. It enables opera­

tors to CUt in half the time reqUIred

to connect customers to Galaxy's satel-

I



lIte, The new center also facilitate, round-the­

clolk cu,tomer ,upport, and Its desIgn wIll

ac,-ommodate future growth

\Iarketing Innovations. The c0111p,lnv has

pioneCfed the creatIon of satellite neighbor­

hoods, cl powerful conlept that adds to Its com­

petitIve advantage. For example, selected

Calaxv satellites are cahle televiSIon neighbor­

hoods. Each one concentrates a broad range of

cable programm111g on one satellite, thus

appealing to many cable TV operators and, 111

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

include 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-

real-tl111e i-=Iohcll ,'( 11~1PlltLT nl'l

\\orking. lelcIIl1ag111g, ,list,lIh-,

learnl1lg, digital libr,lrle'. Je,k

wp video(()f1ferenc111g ,mel

te lecommu tmg, ,mel hIgh,p"",]

downloadll1g from the InterI1l'l

The commg genCfation of e\L'r

1110re powerful satelhtes. like the H:,

702, will enable the new Pan.-\mSat to 111a\-

imIze spectrum use and increa,e clpplications,

thus further boosting growth to busl1lesses of

all sizes, and even to 1l1dividuals

By delivering on its strategIes to L,)mplete

the PanAmSat merger, maintain C.S. leader­

ship, build international sales, and continue

serving customers with high-\'alue applications,

Hughes Galaxy expects to continue to achIeve

strong growth and profitability in the satellite

transmission service business.

HUGHES
CO~IMU;-';IC.-\TIO;-';S- -GALAXY

The 10 satellites In Galaxys

fleet make it the leading

prOVider of cable and broadcast

television distribution in the

U.S. market. Three large new

satellites are on order

At the Galaxy Network

Operations lacility in Long

Beach. California, operators

provide customers with

easy, last access to Hughe.­

satellite fleet.

HUGHEI GAlA.!:Y ED
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DIREC:-;\ :5 \\1\' ponular "'-'lth subscnbers on

two conttnt'nrs ah'adymd IS about to debut on

a third. Hughes \ positioning DIRECT\' to

become the worldwide leader In the bur­

geoning satellite DTH busmess

In the United States and LatlD

-,America. Hughes is marketmg

, IRECTV aggressive Iv to bUlld its

. bscriber base and is contmuous!\­

easing subscriber value wlth supe

programming choices and unparal

Cl customer service. In Japan. the

any IS planmng to use these strengths

w qUickly

DIRECTV leads the US. market. and b,,' earl\'

1997. the company was delivering over 1-5 vIdeo

and audio channels to more than 2.5 millIon sub­

scribers - a total that grows every day. To build

its customer base, DIRECTV is delivenng the

programming customers demand. expandmg ItS

to off.r DIRE



sli-'T1eJ agrcemc':1:" I\,!th no ,\'Stem operator,

111c'ludlll.<': j '.,1"'\ ,,' . ,r ,·.lhk tcle\'!\](l1'. ,,,nlces

:tl,ll (lei, "ltHI" .... 1" 'il ,h.., ,\,,\\ ).JI'~ (In l11e( DIRECTV

international Video and ludiC

programming. Soccer prograr-:

are extremely popular.

channels of the best

subscriber'i more than' 00

satellites frorn four br'::adca~:

centers located in the United

States. MeXICO, Brazil ar,j

Venezuela. DIRECTVotters

ProgrammIng for DIR:::C-V

fll.JJ~
SU"'f;fIlSTATI O~

sent......,...~

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, D1RECTV announced

an agreement with Microsoft Corporation for a

new PC-based home entertainment service that

will use the Microsoft Windows operating sys·

r"f,oiJun .IIC,; [;1 :Ix h"ll'l ;1\,\rk,··.. lh. jlstl'1hu

l\1111 of DIREC: T\ t' Jb() g1'l1\\lIlg. w:'.:n

lhmugh .\11 ,1grn';111'1\l Illlh On C{)l11mJllli

"ideo Corporati()ll ill the elld 0: 199,-

DI RECT\' WdS cl\aIlable 111 more th,m ~ Oll,llUO

hotel and resort guest rooms

In the restaur,mc, bar and mghtclub market,

DIRECTV had slgned nearly 9,000 es,ablish­

ments by year-end 1996 And, to stimulate sales

in the office market, DIRECTV offers three

---C:::Jr-••a•

,lc·tlnTlng both \\'hilc o[lenng \'lel\'erS more

'f'orts dnd p,l\"per'\'lew SeleLt10nS thdn lom·

petJrors, DIRECT\' continues tu expand Its

programmmg line·up

For example. \Il earl\' 199:". DIRECT\' added

1.+ new channels, including Trinity Broadcasting

's,et\Vork and Superstation \VGN - the two chan·

nels most requested by its customers, A,nother

dlfferentiator 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 DIRECTV

Ringside''', an exclusive monthly boxing series.

A'1arketing. In August 1996, DIRECTV intro­

duced a $200 cash-back offer to new

customers who purchased any brand

of DSS equipment and a one-year

subscription to a Total Choice'" pro­

gramming package. This campaign

made DSS equipment even more

affordable and further stimulated sales.

Broader Distribution. DIRECTV

has developed an unmatched net­

work of licensed consumer electron­

ics retailers who offer the DSS

equipment. In addition, consumer electronics

manufacturers including Hughes Network

Systems market 11 DSS brands, such as RCA,

Sony, Toshiba, Hitachi and Panasonic.

While single-family homeowners are the pri­

mary market for DIRECTV, the company is

steadily developing other markets. In the multi­

ple-dwelling-unit market, D1RECTV has already

.1,'11L111,1 111,\111 t IpC' "t' ')I{)<.:ramlllln~JI1,i

,,\,,'lll'!H \,1Iul' ,Il rl1l' same time DiRECT\' h

The
~f6OHEr

"'" Channel,
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In Japan, OIRECTV IS prepanng a

very competitive programming

hne-up. On the roster are sports ­

especially baseball - and mavies,

E:> l)IRECTv

\Vch ,ttl'S, nl'\\ multlml'elicl IlLt.~Ji".I)l·' 11:1,111

,'I,ll, Ilews, \\,[,dehe'I' dlld ,,[,,)1[, IkkcT': ,I.n.)

l'llhancl'd tl'!c\'hIUn pru?',r.\llllll)Il:~, ,\l1el .~,\lnn,

DIRECTV I' Ur~c[[ng till' 1'N- !l"lleLl\ ,h(J~'

pltl),: season till' ,m Illtroducuon 01 these 1l1nO\~1

U\'c serVIces,

[n 1996, DIRECTV not onk succccdcd III

nearly doubling Its US, subscriber base but also

continued to recei\'e an extraordinarily- hIgh 95

percent programming satisfaction rating from

subscribers,

Latin America and the Caribbean

In mid-1996, DIRECTV became the first

DTH service in Latin America and the

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

lion television house­

holds, Galaxy Latin

America (GLA) IS a

partnership of Hughes

and leading communi­

cations compames

based in Venezuela,

Brazil and Mexico, By

111.111 -,\ ['l'l""l'll1 eli lhl' \)(I[l'IllI.I'1 11\,\1'''-, \ I ~i

\ltters ,ll'l'r"\111Llll'[\ -II \Iek, \ ,'h,111IW1' ,llh: :"

,1lIdj() ,'I1,\I1lwl, "I IIHl'l11c11101l,tI plll,C::,II1lI1lIl1?', III

POrlUgl"l', :-;f',\1llsh ,\1hl L nglish

\Vith thl' [auIKh 01 CL,\s Ill'\l. Inure p\l\\nlu[

s,nellirt' 111 thl' t,dl ot 1'1l)-, l"ogralllll1lllg I.'

cxpeereei to cxpand to 1llun: th,\n I (HI \Ideo

channels, plus ell least ,.0 ch,l11\ll'b ul hlghh p<),,~

uldr pd\"per\'It'\\' rnUV1('S ,Hlel sports

Japan

Within ,1 \'Cdr, a partnership of Hughes dnd

leading Japanese companies IS expected to make

DlRECTV available to Japan's 44 million televl~

sion homes, ,1 market that has few newing

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, dnd audiO pro~

gramming,

Many Japanese consumers are already faml~

lar with DIRECTV's reputation for broad pro

gramming choices and excellent value, and the

Hughes-led partnership is developll1g an array

of customer~pleasingprograms that should

assure a warm welcome for DIRECTV on vet

another continent,

Whether It IS in the United States, Lat\l1

America or Japan,

DIRECTV intends to

aggreSSIvely grow ItS

subscriber base and

continuously increase

subscriber value wIth

outstanding program,

ming choices and unn­

valed customer serVIce,



TELECOMMUNICATIONS & SPACE: LOOKING AHEAD

Hughes' leadership in growing new businesses like DIRECTV and DirecPC (ends confidence to the companY's

I'unuit o(filwrcwtclliu-/Jased glo/Jal business opportunities. One example is its proposed SPA,CE\ \.:\r svstem,

which lIlay offer c'ustomers an array of I1w!til1ledia services beginning at the turn of the c·mturY. Thc statc-(l(

the-art HS 702 satellites that Hughes would lise will incorpofllte technologies sud, as on/Joard digitall'ro-

cessing, flexible antenna coverage and intersate!lite links to proVide excellent customer service and vallie.

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

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

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.

,>,'slems

HU5",es

Space and

Comm'..Jnlcat

48 '

~IREC-:'" .

Percentage of

1996 Revenues by
Business Unit

(Amounts in millions, except percentages)

Revenues

Revenues as a percentage of Hughes Revenues

Net Sales

Operating Profit (1)

Operating Profit Margin (2)

Identifiable Assets at Year-End

Depreciation and Amortization

Capital Expenditures (3)

Years Ended December 31 •

1996 1995 1994

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

25.9% 20.9% 18.4%

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

259.8 189.2 271.0

6.5% 6.2% 10.3%

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

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 (<)sts and Expenses other than Interest Expense
(2) Operating ProfIt as a percentage of Net Sales.
(3) Includes expenditures related to telecommunicalJons and other eqUipment amounting to $187.9 million,

$274 6 million and $2558 million. respectively

TELECOMMUNICATIONS & SPACE c:: :~~VI.;:/ $
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h)cu~l'd l)!1 lTe,Hln,~ Tl:l()fl' rrlhu:--;r "P,h"l·-hJ:,.<..,j ~\':--.

tl'tl1S (():' tl.'lL·c·()nl:-~-..unlL,Hj( "11~,j l..:l'll'lhl'

for ,I hlghh' ,IJ\,\!~c'eJ \ct" ',lelllclc'l!t ".lllb,11

sp,lcc·based c'llrllTllU;1ICJtlll," .I1c'hlllclll1"l, IIRI

Je\'olCd S1g1l1f!cJnt JltCntlllll ,I I t, lUI' cTltled

,In.'as 1 Ion propulsIOn: .2 1111cTUc'lcet["ul11c~;,

I. ,) I Internet access \'la satellite JI1J -+ I11llTU!l1C'

chaTllcal sensors

Lnnl no\\', commeroaJ satellItes have beell

thrust \11to space using liqUld·fueled engmes 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 cast-effiClencv of the

overall satellite system is to reduce the size and

cost of the ground equipment that receives the

satellite signaL HRL's microelectronics group is

developing advanced receivers that combine on a

single chip both analog-to-dlgnal 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, mcrease

antenna sensitiVIty, enabling use of a smaller, less­

expensive ground terminal - lIke the 18-mch

DlRECTV 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 workmg to

establish new algOrithms that will enable true

global interconnectivity,

COI1CUP'CI1th, ilRL, I' JC:'I,".1l111,c:.' ,'1,'\\ , '11

)C,estlon (L1IHl'l'\ .llgonlhm fu[" cI11l1111'l',lc,11I1tl'l

,let"", lllult!1l1cclu l'\CI1 ,I 1\,". l' l'\ ',I',lliltl'

\\ill L1ClhutL' 11(,\\, rc,d,tlll1" ,,,,\"\1,J1 \Ick" \UICl

Jnd Jclt,l ,'l1li,lb(}[",ll1111I\ III blhllh", l'clUC,I[:(llc

,ll1cl Il1l'cllc'11~l'

In the ,Heel of Sp,llT·h,lsed dell'1lsl' CUnll11Ul1k,1

tll1l1S, spceJ IS the s1l1glcmosl ITUc'Ld [",''-lUIIl'

nlent tClr detecting 1l1C0l11111g thn',lls ,1l1,1

Improving reactio1l times, r\lot!uI1JctcCtll1)C, sen

sors called micromechaf1Jcal clCcTlnonletcr, help

satellites detect such threats, \11 ]l)l)6, HRL con

The blue glow comes from ions accelerated from the dIScharge chamber

of the Xenon Ion Propulsion System, a thru,ter thai will keep Hughe,·

built satellites in their proper orbital locatIOn" 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 How 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 lTlCOll1lng 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 o\vned by

Hughes Electronics and Raytheon Campa11\'

En RESEARCH & DEVELOPMENT
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Statements nlclde (oncern1l1g expected fmancial

pertormance. ongu1I1g fmanual performance strate·

gles. and possible tt,:ure acnon \\hlch Hughes intends

to pursue to achien' strategic objectives for each of

ItS three pnnclpal busmess segments (including the

planned transactions described below) constnute for­

ward-lookmg mformation The Implementation of

these strategIes and of such future actions and the

achIevement of such fmancial performance are each

subject to numerous conditions. uncertainties and

risk factors. and. accordingly. no assurance can be

given that Hughes \\1ll be able to successfully accom­

plish its strategic objectives or achieve such financial

performance. The pnnClpallmportant nsk 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, competition. ablliry to achieve cOSt reductions,

GM's global sourcmg strategy With respect to auto­

motive electronicS. General Motors' North American

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

interruptions to production attributable to causes

outside Hughes' control, and the receipt of various

approvals with respect to the planned transactions.

GENERAL

On January 16, 1997, GM and Hughes announced

a series of planned transactions designed to address

strategic challenges and unlock stockholder value in

the three Hughes busmess segments. The transac­

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

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

value and Class H common stocks, followed immedi-

Q OPERATING &. F NANCIAl REVIEW

,Hell' bl' the lax-free merger uf :h,lt bus1I1css I\::~

Raytheon Company Raytheon' The splll·orr I, ::ut

bell1g propose,lm d 111,1I1ner th"t would result ::~ :nt

recapltahzatlon uf Class H common sIock Into S:

par value common stock ,It 'I 120"" exchange ra: ! .IS

currently prOVided t()r under certam CircumstanceS If'

the Ceneral \·lotors Restated CertIfIcate of

Incorporation. as amended .-'l.t the s,lme tlme :::'c!co

Electronics. the automotive electrol11cs subsldla:--. of

Hughes, would be transferred from Hughes to C\1s

Delphi Automotive Systems unit. Finally. CMs Ciass

H common stock would be recapitahzed Into a ::ack­

mg stock linked to the telecommunications ane -['ace

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

merger of the Hughes defense business wlth

Raytheon, there would be outstanding two classts of

Raytheon/ Hughes defense common stock: Class_-'I.

common srock, approximately 103 million shart; of

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

value and Class H stockholders in the spin-off. a~i

Class B common srock which would be exchan~d for

Raytheon common stock on a one-for-one shatt )aS1S

in the merger. The common stock of the Hugr:t<

defense business that would be distributed to G\!

common stockholders would represent approxl

mately 30% of the srock of the combmed comp:1\

The distribution of stock in the Hughes defense)usI­

ness to holders of GM Class Hand $1-'/3 par ya:.:e

common stock would be in a ratio that would bt

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

both classes of stockholders and would reflect: : a

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

holders of GM Class Hand $1-'/, par value com:11on

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

business from holders of GM $1-'/, par value CO:11­

man stock to holders of Class H common stock ll1

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

Delco currently held by the Class H stockholders: and

(3) other effects of and factors relating to the pl2.:1ned

transactions. Such a distribution ratio will be se: bv



(;\1, !\".l1,1 "I I llre'C[ill, ,I; ,\ lIl11e ci",cr to C\l' ,itS

lrlhlliioll lit lhl' "JiILlI,ll1l1n srarcmcl1l proSpcetLtS

pursudl1t 10 \\ h" h (; \1 ,W, Kholders \\ili he ,lskee! [0

,Ipprll\'e the \1,ll1S,\((I'II1S

The SPlnot! of the Hughes Jeknse bUS111CS' ,md

merger with RaVlhcOll would havc ,1ll 111dlCated total

\dlue IIf 59, oilhol1 to GM and Irs common slOck­

holders based on srock pnccs a, of the announce­

ment datc, That value would consist of a

combmatlon of approxImate Iv $4,7 btllion of total

debt obligations of the Hughes defense bUSiness at

the time of the merger. and 54,8 billIon of indICated

value of Hughes defense stock to be distributed to

common stockholders (after gIving affect to the

merger based on the market price of Raytheon com­

mon stock as of the announcement date of $47,001,

The merger terms provide that the total debt of the

Hughes defense busmess will be adjusted to reflect

vanations m 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 m a range of between $44.42 and

$5429 per share, Substantially all of such debt would

be ll1curred Immediately pnor to th~ spm-off, wIth

the proceeds used principally to fund the telecommu­

nications 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

transactlons 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 busmess with Raytheon would create a

stronger defense electronics company which would

be able to more effectively compete for new business

m an mdustry where significant consolidation is

I )(L"uTTln~ \', tl)V "dtl1l" 111l1\...· the 11HC,~rJtl()1l o!

DelLI) F'iL'e'[rf)llIl\ ,111.1 lkiphi ,\lItU11l"lI\C ,~\'stcms

\"(Jule! ,,,mOIlll' ,ld\',lIlle,i cin'lroni,', l'.lp,ti,illl\ \\lth

dl:l,pOnCIH, .Inc! S\stL'm, npL'rtlsl', ,\I1el \\()uld he

,'.\peetcd [(J rl"lIlt 111 ITJuceelcosts J-Ju"hcs

Electromcs would cont1l1ue to hold and ()rera1e the

celecommU111CatlOnS and ,pace husmess ThiS would

allow Hughes management to focus on thls business

segment and the capItal mfuslOll would allow It to

take advantage of growth opportunities 111 this very

competitive Industry The strategy of this business is

10 contlnue to expand its offerings fi'om being primal"

ilv a supplier of hardware to becoming a provider of

hardware and video, voice, and data services world­

\\'ide, ThIS strategy requires significant current and

future investment in order to maintain and enhance

the segment's competitive position with respect to

existing products and to take advantage of the

growth opportunities presented, as well as the forma­

tion of strategic alliances to compete in the very

competitive global marketplace.

RESULTS OF OPERATIONS

Revenues. Hughes reported record revenues of

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 Increase in 1996 revenues was largely

the result of continued growth in the

Telecommunications 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. 1995 revenue growth was driven by

the Automotive Electronics and Telecommunications

and Space segments, (Pro forma segment information

IS presented on page 39)

OPERATING !"1/'JAf'J( I;"



AND ANALYSIS

lhe TelecommunIcation, an,1 St'.ICe :>q.>;menl \,'nc

.54,114.9 million 111 19%.,1 3j ". Increase lJ\'l'!' leJlJ)

and 53.092.7 mlllilJn In 11JL)) J I eJ.I'~" lI1crcase ovcr

IL}C)4 revenues of 52, )l)6.2 mdi:. ):1 Thc incrc.lses \11

both vears were pnmarily due IlJ cont\l1ued exp.ln­

sion of the D[RECTV subscnber base. incrcased

sales of commercl.ll satellites Jnd cellular communi­

cations equipment. and mcreased video distribution

revenues from Galan satellite transponders

AUTOMOTIVE ELECTRO"iICS - Revenues in the

Automotive Electronics segmenr decreased 3.8% in

1996 to $5,350.8 ml1hon from 55.561.3 million in

1995. The decline was pnncipally due to a decrease

in GM vehicles produced in the Umted States and

Canada (excluding Jomt vemures) primarily related

to the United and Canadian Auto Workers' (UAW

and CAW, respectively) strikes offset, in part, by an

increase in Hughes-supplied electronic content in

these vehicles from 5888 per \-e hlcle to $906 per

vehicle and an increase m mternational and non­

GM-NAO sales from 584[ mlihon in [995 to $1.010

million in 1996. Revenues increased $339.6 million,

or 6.5%, in 1995 from $5,221 - million m 1994.

1995 revenue growth was attnbuted to an increase

in Hughes-supplied electronic coment in GM vehi­

cles produced in North AmerICa to $888 in 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 m [994. Vehicle

production remamed relativelv 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

fI) OPFRATING & FINANCIAL REVIEW

the DeCember ]Ll9, .\C'lU\:>lllllll lJI Iluc:hl" [)C'll'ih\

CornmUt1lCltllJl1S t()l'mt:fh \ 1.1~1l'\\ 1 '\ lekLI r, 'lliL

Svsrems ClJmp.lIl1 .\11,1111(' hlllid·u)' 1,I Ill'\\ n f'rl'

gr.lms mcludmg Deskw!, \. \\ILk :\n'.\

Augmentdtlon System ,m,1 I..mel \\',Irt'HIl I del, rn

enues decreased S7S.2 milhon. ur 1 i"". [rom ~ Yel-1

revenues of $6.023(, million The Jeclll1e \\.h pnn

cipally due to lower prOdUClllll1 r.ltl'S un S["Tr,d n1IS

sile programs, partiallv offset hy the .lddltlclJ1Ji

revenues related to rhe 1995 acquiSitIon of C.'-.E l~1I1k

Corporation.

OTHER I:-.JCOME - lncluded m revenues is other

income of $173.8 million. $93.6 million, and 5371

million for 1996,1995, and 1994, respectivelY 1996

includes the $120.3 million pre-rax gam from the sale

of a 2,5% equity interest II1 DIRECTV to ,-\To:T

1995 and 1994 included pre-tax charges of 540.0 mil­

lion and $35,0 million, respectively, for the estimated

losses on disposition of certam non-strategIC bUSI­

ness units. Also included in 1995 was $359 million

of revenue earned for provldmg services to G\l

Operating Profit. Operating profit was $1.59.+3 mil­

lion in 1996. $1.667.3 million in 1995, and 51.630.4

million in 1994. Operating profit margms, as a per­

centage of net sales, were 10 1%, 113%, and 11.6%,

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

profitabiliry in 1996 compared to 1995 was pflmafllv

attributable to the lower GM produetlon volumes

related to the UAW and CAW strikes and continued

price reductions in the Automotive Electronics seg­

ment offset in part, by the increased profitab1lity in

the Telecommunications and Space segment. Also

offsetting the 1996 decline m profltability were the

reduced operating losses at Hughes-AvICom

International. Inc. Operating profit Improved in

1995 largely due to a continued emphaSIS on cost

reduction efforts. most notably in the Automotive

Electronics and Aerospace and Defense Systems seg-



;l~cl'~" 11h1 tlh" /l\cr-lli .::ro\\ch ill rl'\"ellUl", pJitlclJ1:"

,.11'1' [)\ ,I nl,l11lll'J ll1C~C,I\l' 111 "pt:r,\tIl1~ C\\WI1Se\

.1'" ,",ll·,eI wnh i)11~L:CT\' The' 1c)c)'i "pcrJll11f',

1'li.1 II l11JI....;111 dcclinl' \\,1' Jtlrlbuubk pnn1,ml\' cO

: hl' 1)1 RECT\' operating cxpcnse II1CtCa5e "'hlch

!11U1'l than offset the margll1 improvements 111 the

t \\'( 1other segnlents

'1'1 I I (()\I\ll"ICIIIU,\" 1'\1) SI'IU - Operatlng

profit for \996 was 5259.8 milhon. a 37.3'Yo II1crease

from S189.l 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.

Operatmg profit in 1995 decreased 30.2% from 1994

operatlng profit of $271.0 million. The 1995 decline

111 operating profit was principally due to increased

operating expenses associated with the expansion of

DlRECTV 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

II1g profit margms in the Telecommunications and

Space segment are expected to increase as

DIRECTV's subscriber base grows.

ACTO MOTIVE ELECTRONICS - In 1996. operating

profit was $654.0 million compared with $869.0 mil­

han in 1995. The decline was mostly due to the

reduced production volumes, continued price reduc­

tions resulting from competitive pricing in connec­

tlon 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

itabihty in 1995 was attributable not only to

increased revenues, but also an aggressive cost

)"l,JUCtJ()J: ~"r()gLln1

.\' [he pnllclp,i1 supplici ,,( ,lUtonlotl\ c' e!cct/'on'

'I', [(0 General ",I()for, ,'\jorth ;\nlenClll O,'l·\,ltIOn,

UI1It ,(;\\'\;\0 •. Hughes' "lieS of ,wt0Il10[!\l' elec

rrollle; \\dl contmue to be heJ\'il\' dl'pc!l,knr U!1

General \lotors producClon of vehKks In "orth

:\menca. the level of Hughes-supplied electrDlllC

content per GM vehIcle, the price of such electron­

ICS. and the compemiveness of Hughes' product

offerings 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 m a decline in the portlOn of GM,'\:\O

automotive electronics supplied by Hughes The

segment's strategy is to aggreSSively reduce costs in

order to mll1imize the effect of continuing pnce

reductions and to manage the loss of G.\;I-K-\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

internallv and by developing key design. manufac­

turing, and marketing alliances and other relation­

ships with mechanical and electrical automotive

component suppliers.

The international market for automotive elec­

tronic products is also highly compemive. The seg­

ment has refined its strategy for thIS market to focus

on profitable growth as well as increased market

share, and accordingly, will seek to enhance the cost

competitiveness of its international operations.

The competitive environment described above is

making it increasingly difficult to maintain the level

of operating profit margins realized in this segment

in the past. Beyond 1996, operating margins are

expected to be lower than recent histOrical le\'els 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

OPERA-TiNC (I. /'-jNAN(lAl ;,,~vI2"N G
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MANAGEMENT'S DISCUSSION AND ANALYSIS

IUlUIT L'llmpet,lIL,',lcS', 111,1l1,I.c:eI11c": \\ :11 IJkL'

,1,'lIUI) to reducl" I'll" L'ost Sl rULlurc ,>t rill' bUSl1ll""

As J result ()f the tclcwrs deSCribed Jho\"('. the opn

[() low Llouble dlgJ[s. Jnd then shuw modest

Improvement In 19L1K and 199L1

profit was 5694 -; mIllion in 1996 compared to

5688.0 million in 1995 and 56636 million in 1994

The operating proht margin for 1996 declined to

11.0% from 11.7~o in 1995 primanly due to a contin­

ued shIft from production programs to engineenng

and development programs, 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 comrol comracts, partly offset by

reduced revenues in 1995. Future operating profits

could be adverse!\' 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 prinCipally due ro the con­

tinued expansion of DlRECTV, both in the u.s. and

internationally, and increased international sales

activities at Delco Electronics.

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

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

decrease in the effective income tax rate in 1996 was

due primarily to the favorable resolution of certam

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

srock. compared with 1995 earnings of $U07.8 mil-

G OP[R, ..\T N(. '. ;: NANC\Al REVIEW

IIlduLled dll' unf.\\'()r.lbk \'11e,-t "I ,111 ,IL·L'()',ltHI:l>.;

ch.lI1ge tur pustemplml1WtH bel1ctlls b;ClllLhl>.; dll'

have been 5 l.()~l)h mllhol1, ()r 52 ill pcr sh,lrl'

Backlog. Thc 199(, ve,lr'end backlog of 51' 1'''' '~lJi

lion Increased from $14.929 million ,j[ the cnoi lIt

1995, primanly due to record backlog In the

Aerospace and Defense Systems segment. 19-],

year-end backlog mcreased from the $13.210 mllllOl1

at the end of 1994, pnmarily due to Jncreased satel­

lite orders in the Telecommu11lcations and Space

segment. A portIOn of the backlog is subject to

appropriation decisions by the u.s. Government sub­

sequent to award. In addition. Hughes' contracts

with the U.S. Government are subject to termination

by the Government either for its convenience or 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 fae

tors that are outside of Hughes' control

Special Provision for Restructuring. In \992, Hughes

recorded a special charge of $749.4 million latter

tax), for the restructuring of Hughes' operations

The special charge comprehended a reduction of

Hughes' worldwide employment, a ma.jor faCIlitIes

consolidation, and a reevaluation of certain business

lines that no longer met Hughes' strategic obJec

tives. Restructuring costs of $92.4 million. 5208,8

million. and $228.3 million were charged agamst the

reserve during 1996,1995. and 1994, respecti\-e!v In

addition. in 1994. the restructuring reserve ...vas

increased by $35.0 million, primarily due ro changes

in the estimated loss on disposition of a subsldlarv,

The remaining liabiliry at December 31, 1996 of

$42.0 million relates primarily to reserves for excess
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IJcilaies and other site consoiJdation costs,

:\ppf(wl11atelv $40 7 mIllion of thIS amount will

re'1u\n~ future cash outHows, It is expected tha~

these costs will be expended predommantly during

the next vear.

Accounting Changes. Etlective January I, 1996,

Hughes adopted Statement of Financial Accounting

Standards (SFAS) No, 123. Accounting for Stock­

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 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 to be held and used, and for long­

lived assets and certain identifiable intangibles to be

disposed of. The adoption of this new accounting

standard did not have a material effect on Hughes'

consolidated operating results or financial position.

Effective January 1, 1994, Hughes adopted SFAS

No. lIZ, 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 disability benefits which are accrued on a

service-driven basis.

LIQUIDITY AND CAPITAL RESOURCES

Cash and Cash Equivalents. Cash dnd cash equI\'.l­

tents were S1.161,3 million <H December 31. 1996. an

Increase of $21.8 million from December 31. 1995

Operating activities generated cash of $1.199,4 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

DIRECTV of $137.5 million, The increases in cash

were offset by the cash used to fund capital expendi­

tures, repay notes and loans payable and pay divi­

dends to General Motors.

In 1995, cash and cash equivalents decreased

$362.3 million to $1,139,5 million at December 31,

1995, from $1.501.8 million at December 31,1994.

Operating activities generated cash of $986.Z mil­

lion, however, cash used to fund capital expendi­

tures, pay dividends to General Motors, and acquire

new businesses more than offset the cash generated

by operating actiVities.

In the third quarter of 1996, Hughes reported

that cash flows in 1997 and beyond were expected to

be negatively impacted by a change in the credit

terms between Hughes and GM-NAO for purchases

of automotive electronics. With the announcement

of the planned transactions in January 1997. (see

Note 18 to the Consolidated Financial Statements).

implementation of the change in credit terms has

been deferred pending the consummation of such

planned transactions.

LiqUidity Measurement. As a measure of liquidity,

the current ratio (ratio of current assets to current

liabilities) 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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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 i'ote 18

to the Consolidated Financial Statements.)

Tht: decreas,' Irfll1i Il)".j i,) I"'" \\.1, pnnclpall: due

to the Jecrea't: :11 cash Jescnbe,! ,lbovc ,md increases

\1\ the nott:s ,md !nans p,\\',lbiL' balance. primarily

(,\used bv d loan relateJ to an acquisltion. I See Note

13 to the Consolidated Financial Statements.)

Property and Equipment. Property. net of accumu­

lated depreciatlon. increased 5\47.4 million in \996

while telecommunicatlons and other equipment,

net of accumulated depreciation, decreased $4 \.6

million. primarily due to the sale and leaseback of

GlIlR which more than offset additional expendi­

tures related to the Galaxy satellite fleet.

Expenditures for property and equipment were

S652.3 million in \996 compared with $545.7 mil­

lion and S490.5 million in 1995 and 1994, respec­

tively. Management anticipates that capital

expenditures in 1997 will increase approximately

$100 million over 1996 and will be financed primar­

ily from cash provided by operating activities.

Telecommunications and other equipment

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 increase significantly compared

with 1996 and will be financed primarily from cash

provided by operating activities.

TELECOMMCSIC:\TIOSS ....NO 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

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' D1RECTV

business in Latin America. The increase in 1995 was

due primarily to additions to the Galaxy satellite fleet.

ED OPERATING & FINANCIAL REVIEW

:\.LTt)\lOTI\T El.H:TRll'ID - Capital e'pendnurc,

decreased to S190,0 million In 1'!l16. compareJ with

$264.7 million in {<)<)5. and 5161'>.4 million In lQY4

The decrease in the 1Qq6 capital spending retlects

the impact of delavs' in engineering capital e:\Dendi·

tures and the higher than normal level of expendi.

tures in 1995. The increased capital spending 111

1995 reflects expenditures for additional program

requirements related to new product changes associ­

ated with the 1996 model year combined with a

decrease in tooling cost recoveries.

AEROSP.KE .~NO DEFENSE SYSTEMS - Capital expen­

ditures in the Aerospace and Defense Systems seg­

ment for 1996, 1995, and 1994 were S17l.! million,

$109.8 million, and $159.5 million. respectiveIv. The

1996 increase relates to capital expenditures to sup­

port expanding business requirements. The 199;

decrease was due to the high level of expenditures in

1994 related to the consolidation of facilities in an

effort to increase the operational efficiencies of

manufacturing and engineering activities.

Debt and Capitalized Leases. Long-term debt and

capitalized leases were $34.5 million at December

31, 1996, a decrease from $258.8 million at

December 31, 1995, and $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.;00 in

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

As discussed further, additional debt will be

-

-
-

-

-
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Other Balance Sheet Items. In ev.lluating both Its pen­

sion .llld retiree medicllli.lbdities. Hughes recognizes

the impaer oj- ch.l11ges ill long-term interest (ates b\'

ad\ustmg the discount r.lle used in determinmg the

actuarial present values of the projected benefit oblig­

ations. In 1996. the weighted-average discount r,He

for Hughes' non-automotive pension obligations

increased from 7_25% to 7.5% and the weighted-aver­

age discount rate for Hughes' other postretirement

benefits increased from 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 in light­

weight torpedo manufacturing and the design and

manufacturing of underwater surveillance, sonar

and mine warfare systems. The acquisition was

completed in the first quarter of 1997.

[n 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 71.5% interest in the new company.

Current PanAmSat stockholders would receive a

28.5% interest in the new company and $1.5 billion

in cash. Such cash consideration and other funds

required to consummate the merger are expected to

be funded by new debt financing totaling $1.72; 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

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

-~-------~--~- --~ -- -----.---

[,\111 rt:h'Ulawry apprm"L, IS npe,ll'et tll (llISL ,lunll~

the second quarter ot 1')l)-

In March 1996. Hugh~s sold a 2. 'j"in equltI' mter­

est in DIRECTV. a wholly-owned subsidi,Hv of- -

Hughes. to AT&T for 51375 million. with options

ro increase their ownership interest under certam

conditions. The sale resulted in a S120.3 million pre­

tax gain which is included in other income.

[n February 1995. Hughes completed the acquisi­

tion of CAE-Link Corporation. an established sup­

plier of simulation, training, and technical services,

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

million. [n December 199;, Hughes acquired

:vlagnavox Electronic Systems Company. a leading

supplier of military tactical communications. elec­

tronic warfare, and command and control systems,

for $382.4 million

During 199;, 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 199;, 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 $3;.0 million was taken in 1994.

Dividend Policy. As discussed in Note 7 to the

Consolidated Financial Statements. it is GM's cur­

rent policy [0 pay aggregate annual cash dividends

on the GM Class H common stock approximately

equal [0 35% of the Available Separate Consolidated

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 $0.2; 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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dividend polin' relating to the new Class H com·

man stock whICh the Board deems to be appropnate

In light of the capital needs and growth opportuni·

ties of the Hughes telecommunications and space

business and generally commensurate with that of

other companies m the telecommunications and

space business having similar capital needs and

growth opportunities.

Security Ratings. Hughes' security ratings are tied to

the security ratings of General Motors.

In October 1996. Standard &. Poor's Ratings

Services. a division of McGraw-Hill Companies. Inc.

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

developing as a res:J1t of the uncertainty with

respect to GM's investment strategy related to

Hughes. S&:P indicated 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 rating of Hughes at A-.

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

within the 10 investment grade ratings available

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

capability to pay interest 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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[n September 1<,196. \!ooch"s Investors Sen!':L·.

(Moody's . wnfirmed the long·term credit ra:mg (It

Hughes olt ,-'. ..), seventh hi6hest withm the 1() m':esl

ment grade ratings available from Moodv's tor lon~·

term debt. :Yloody's defines :\.3 bonds as haVing

"upper-medium grade" quality Moodys rating for

Hughes' commercial paper remained unchanged at

P-z. The ratmg indicates that the issuer has a strong

ability for repayment relative to other issuers.

Following GM's and Hughes' January 199:­

announcement with respect to the Hughes busmess

segments (see Note 18 to the Consolidated FinanCIal

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

current ratings and outlook for Hughes' securities.

Moody·s. however. put Hughes' ratings on re\'iew

for possible downgrade.

Debt ratings by the various rating agencies reflect

each agency's opinion of the ability of issuers ro

repay debt obligations punctually. Lower ratmgs

generally result in higher borrowing costs. :\. secu­

rity rating is not a recommendation to buy. sell. or

hold securities and may be subject to revision or

withdrawal at any time by the assigning rating orga·

nization. Each rating should be evaluated indepen­

dently of any other rating.

-
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SUPPLEMENTAL DATA

The Consol1dated Fin..lnClal Statements renect the

application of purchase accounting adjustments as

described m '.;ote 1 to the Consolidated Financial

Statements, However, as pro\'ided in GM's

Certificate of Incorporation, the earnings attribut­

able to GM Class H common stock for purposes of

determining the amount available for the payment

of dividends on GM Class H common stock specifi­

cally excludes such adjustments. More specifically,

amortization and disposal of these intangible assets

associated with GM's purchase of Hughes Aircraft

Company amounted to $12Z.3 million in 1996.

$159.5 million in 1995, and 51Z3,8 million in 1994.

The 1995 amount included a 536.1 million charge,

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

purchase accounting adjustments related to the dis­

position of certain non-strategic business units.

Such amounts were excluded from the earnings

available for the payment of dividends on GM Class

H common stock and were charged against the

earnmgs available for the payment of di\'ldends on

GM's S1-'/3 par value stock. Unamortized purchase

accountin5 adjustments associated with GM's pur­

chase of Hughes Aircrati: Company were 52. 723 5

million, S2,845,8 million. and $3,005.3 million at

December 31. 1996, 1995. and 1994, respectively.

In order to provide additional analytical data to

the users of Hughes' financial information, supple­

mental data in the form of unaudited summary pro

forma financial data are provided. Consistent with

the basis on which earnings of Hughes available for

the payment of dividends on the GM Class H com·

mon stock is determined, the pro forma data

exclude purchase accounting adjustments related to

General Motors' acquisition of Hughes Aircraft

Company. included in the supplemental data are

certain financial ratios which provide measures of

financial returns excluding the impact of purchase

accounting adjustments. The pro forma data are

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

its investment in Hughes.
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• NAU~~~ED SUMMARY PRO FORMA FINANCIAL DATA

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

PRO FORMA COND~NSED Total Revenue~ $15.917.9 514,8079 514.099~ rCONSOLIDATED Total Costs and Expenses 14,1610 13.0545 12,4..70
STATEMENT OF INCOME

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

Income before Income Taxes 1.7569 1,7534 1.6524

Income taxes 605,7 6456 572.8 r--_ .. _------ -_._-~--._- ----_.-

Income before cumulative effect of accounting change 1.1512 1.107,8 1.0796

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

Earnings Used for Computation of Available Separate

Consolidated Net Income $ 1,151.2 $ 1,1078 $ 1,049.2

Earnings Attributable to General Motors Class H rCommon Stock on a Per Share Basis

Before cumulative effect of accounting change $2.88 $2.77 52.70

Cumulative effect of accounting change (0,08) r
Net earnings attributable to General Motors

Class H Common Stock $2.88 $2.77 S2.62 --

(Dollars in Millions )

PRO FORMA CONDENSED

CONSOLIDATED BALANCE

SHEET

ASSETS

Total Current Assets

Property - Net

Telecommunications and Other EqUipment - Net

Intangible Assets, Investments, and Other Assets - Net

Total Assets

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)

• 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 rights in the equity

or assets of Hughes. but rather have rights in the equity and assets of GM (which includes 100% of the stock of Hughes).

-
-
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PRO FORMA SELECTED

SEGMENT DATA

:: .::.., t\') ~ r~ :' .

(Dollars in Millions) 1996 1995 1994

TELECOMMUNICATIONS AND SPACE

Revenues $4,114.9 $3.092.7 52.5962

Revenues as a percentage of Hughes Revenues 25.9% 20.9% 18.4°0

Net Sales $3.992.2 $3.075.8 S2.6338

Operating Profit (1) 259.8 189.2 2710

Operating Profit Margin (2) 6.5% 6.2% 10.3°0

Identifiable Assets at Year-End $4,406.7 $ 3,820.0 53.2178

Depreciation and Amortization 194.8 178.3 1408

Capital Expenditures (3) 449.8 436.5 399.3

AUTOMOTIVE ELECTRONICS

Revenues $5,350.8 $5,561.3 $5,221.7

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

Net Sales $5,311.3 $ 5,479.7 $5,170.6

Operating Profit (1) 654.0 869.0 794.8

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

Identifiable Assets at Year-End $3,394.9 $3,267.4 $3,429.8

Depreciation and Amortization 195.9 151.4 142.2

Capital Expenditures 196.0 264.7 166.4

AEROSPACE AND DEFENSE SYSTEMS

Revenues $6,338.4 $ 5,945.4 $6,023.6

Revenues as a percentage of Hughes Revenues 39.8% 40.2% 42.7%

Net Sales $6,331.5 $5,899.7 $6,007.3

Operating Profit (1) 694.7 688.0 663.6

Operating Profit Margin (2) 11.0% 11.7% 11.0%

Identifiable Assets at Year-End $5,296.9 $5,369.7 $4,262.4

Depreciation and Amortization 157.6 132.0 158.5

Capital Expenditures 171.1 109.8 159.5

CORPORATE AND OTHER

Operating Loss (1) S (14.2) $ (78.9) $ (99.0)

Identifiable Assets at Year-End 658.1 671.5 935.2

• 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 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 $187.9 million. $274.6 million.

and $255.8 million. respectively.
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