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FINANCIAL HIGHLIGHTS

(In millions, except per share data and number of employees) 1998 1997 199600
Net sales $26,266 $28,069 $26,875
Net earnings 1,001 1,300° 1,347
Diluted earnings (loss) per share 2.63% (1.56)9@ 3.049
Pro forma diluted earnings per share excluding

nonrecurring and unusual items 3.119 3.029 2.729
Cash dividends per common share .82 .80 .80
Net cash provided by operating activities 2,031 1,208 1,636
Expenditures for property, plant and equipment 697 750 737
Total assets 28,744 28,361 29,540
Short-term borrowings 1,043 494 1,110
Long-term debt (including current maturities) 9,843 11,404 10,368
Stockholders’ equity 6,137 5,1769 6,856
Negotiated backlog $45,345 $47,059 $50,406
Employees 165,000 173,000 190,000

(a) Earnings for 1998 include the effects of a nonrecurring and unusual charge related to CalComp Technology,
Inc. (CalComp), a majority-owned subsidiary of the Corporation. In 1998, the Corporation decided that
it would not increase existing credit for CalComp to support ongoing operations, and agreed to provide
financing, subject to certain conditions, for a plan providing for the timely non-bankruptcy shutdown of
CalComp'’s business. These actions resulted in a charge related to the impairment of assets and estimated
costs required to accomplish the shutdown of CalComp’s operations. This charge decreased net earnings
by $183 million, or $.48 per diluted share.

(b) Amounts per common share have been restated to reflect the two-for-one common stock split distributed to
stockholders in December 1998.

(c) Reflects the business combination with Loral Corporation since April 1996.

(d) Loss per share for 1997 includes the effects of a deemed preferred stock dividend resulting from a transaction
with General Electric Company (GE). The excess of the fair value of the consideration transferred to GE
(approximately $2.8 billion) over the carrying value of the Series A preferred stock ($1.0 billion) was treated
as a deemed preferred stock dividend and deducted from 1997 net earnings in determining net loss applicable
to common stock used in the computation of loss per share. The effect of this deemed dividend was to reduce
the diluted per share amount by $4.93.

(e) Earnings for 1997 include the effects of a tax-free gain of $311 million related to the transaction with GE
to redeem the Corporation’s Series A preferred stock, and nonrecurring and unusual charges related to the
Corporation’s decision to exit certain lines of business and related to impairment in the values of various
non-core investments and certain other assets, which decreased net earnings by $303 million. On a combined
basis, these items decreased diluted loss per share by $.02.

(f) Earnings for 1996 include the effects of a nonrecurring gain resulting from divestitures which increased net
earnings by $351 million. The gain was substantially offset by nonrecurring charges related to the Corporation’s
environmental remediation business, and related to impairment in the values of certain investments and other
assets, and costs for facility closings and transfers of programs, which decreased net earnings by $209 million.
On a combined basis, these items increased diluted earnings per share by $.32.

(g) The calculation of pro forma diluted earnings per share exclude the effects of the nonrecurring and unusual
items described above and, for 1997, include the pro forma dilutive effects of preferred stock conversion and
stock options.

On the Cover:

This unusual perspective of a Joint Strike Fighter inlet model was captured at the Skunk Works'’ radar
test range at Helendale, California, where Lockheed Martin tests the limits of stealth technology.
Leadership in stealth and other cutting-edge technologies is a key ingredient in our Mission Success.
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Dear Fellow Shaeholder:

Lockheed Matin has
now been in gistence or
only four yeass. But one of
the real stengths of our
Comoration is tha we can
trace our oots bak to the
eatiest days of aviation
pionees. Today, we ae a
strong, well-balanced aer
spacedefense and idfrma
tion tecdinolagy comporation
positioned to dtieve consistentprofitable growth.
We deive our stength fom an aility to leverage
our most alueble assets—our peopleur tedr-
nology and our diersity.

Last year we adhieved a 97 perent level of

Mission Success orbaut 900 measable events.

In addition, we eaned an impessve 94 pecent
of all possilie avard fees fom our custome,
won moe thanhalf our competitie tusiness
oppotunities,produced $1.6 billion of &e cash
flow, reduced totatlebt by more than $1 billion,
increased the amral dividend ate by 10 pecent,
and diested seeral non-coe husinesses.

We can point prudly to several program
milestones in 1998 thancluded successful
executing an ambitious F-2#dght schedule
and launbing the Space Shuttle Super
Lightweight Tank.We used the syngy of
multiple Lodkheed Matin companies teamed
together to win sug ciitical competitions as the

T M ENT T O

Consolidéed Space
Opeimtions Contact tha
calls for consolidéing 17
NASA contiacts,as vell
as the dint Air-to-Surface
Standof Missile contact
to huild an adanced anise
missile br the US. Air
Force and Nuay.

However, the year
was punctuged by some
disgopointmentsWe continr
ued to eperience poblems with theTheder High
Altitude Area Deénse (THAAD) missileand also
expetlienced arlitan 1V laund failure. In adlition,
we did not ahieve our eamings gals due to per
formance issues in our space and conuiaér
information products lisinessesas well as delgs
of commecial space lauries and militar aircraft
deliveries duing the year Sales inaased oryl
one pecent,nomalized for divestitues,and
eamnings per sha adjusted ér nonecuring and
unusual itemsgrew three pecent fom $3.02 to
$3.11. Consequentlour shae pice signifcantly
undeperformed the mdeet. In oder to impove
results in 1999 and gend we hae redouled
our commitment to sting perbrmance manae-
ment accountaility and adlitional pioductiity
increasesWe also hee made mangement
changes where gproprate.

Our goal contirues to be the inease of
shaeholder alue and w hare estalished the

Above right: Vance D Cofman,Chairman and Chief Eecutive Oficer
Above left: Peter B Teets,President and Chief Opating Oficer



following financial tagets to ahieve thd goal:
generte obust cashlbw, improve piofit mamgins
and competitienessand poduce sustairze
eamnings per shar gowth. We intend to use the
cash to pa dovn débt, maintain tebnology lead
ership,and irvest in pofitable growth tha will
produce etums @ove the cost of gatal. We will
drive our brmalValue Based Mamggment pogram
dee into the mangement oganizdion to reflect
our focus on total shaholder etun.

In 1998,we stated a Coporate-wide initidive
called LM21—Best Racticesaimed ainvolving
thousands of our talented emy#es in a concesd
effort to leverage the best of our drse bakgrounds
and epeliences in oder to steamline opeations.
We ag stiving to impiove engneeing practices,
and to educe pocurement costs hile building
a stong supplier bas&Ve ae benbmaking
hundreds of pactices in use tbughout Lokheed
Martin, identifying the best and then shray these
Best Pactices aasss the ente Coporation.

The esults to de hare been encoaging.
Numenous high-pgoff Best Pactices akad/ have
been tanskred among mltiple companies within
Lockheed Matin. Best PacticeTranser Teams
have been eshiished ivolving people fom thiough
out the Caporation. And, performance impovement
metics curently in place ag stating to shav results.
In addition, our Best Pactices initi¢ive is enagiz-
ing our people to think egively and look bgond
traditional oganizadional bounddes to ind the best
solutions. It is our belief thave ae positioned to
see pedrmance impovements in 1999 as the
Best Pactices initi¢ive tales hold &aall levelsof
the Coporation. Once it is fuly implemented eer
the net four years, we expect Best Rictices to sa&
the Coporation $2.5 billion to $3 billion a gar

We ae pioud of the ole we play in providing
quality pioducts and seices to the ca makets
we seve—Deknse Spaceand Cvil Govemment
Information Systems and Séces. Our visiondr
the futue is to contine to murture and gow our
core husinesses hile we epand epidly into the
closely relaed GlobalTelecomnunicaions and
Information Sewices makets.

In 1998,we formed Lodkheed Matin Global
Telecomnunicaions (LMGT) to popety position
the Coporation in the apidly expanding global
maiketplace ér telecommnicaions sevices.
Leveraging the Coporation’s epettise in space-
and-terestial-based telecomuamicdions and
systems intgration, our vision br LMGT is to
provide seamless teleconumicaions sevices to
large oganizaions,including nultinational copo-
rations and gvemmentsThe planned combitian
with COMSAT perfectly augments our siiegy.

In 1999,as in past gais, we hare set the
bar high,rolling up our sleees to peréct what
we do vell, and making caections vher
we have not meased up.The fabric of our
Comorate Pupose and/alues—Mission Success,
Customer Bcus,Ethics,Excellence“Can-Do”
Spit, Integrity, PeopleandTeamwork—has
been voven into our daif business lies.

Before we dose we would like to a&nowl-
edge the conibutions of Noman R.Augustine
who retired as Chaman lastApril, and Macus C.
Bennett vino retired in &ruary as CFOWe ove
our de@est gpreciaion to both.

Our stong belief is thelLockheed Matin can
deliver a positre futue to all our stag&holdes.

To be sue, we hare some hallenges ahead in
1999 and bgond But in facing themwe nust
remember thiasolving ppblems—some of the
world’s biggest ppblems—is the ery naure of
our husinessWe're good 4 it. And, thanks to the
165,000 talented and dedied people Wwo walk
through Lo&heed Matin’s doos eat working
day, we hare full confdence in our Cgooration’s
future piospeity. We look rward to contiruing
to work together to akieve Mission Success in
all of our endeaors.

February 22,1999

U O

Vance D Coffman
Chairman and Chief Eecutive Oficer

UE & Tt

Peter B Teets
President and Chief Opating Oficer
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SPACE & STRATEGIC MISSILES SECTOR

O Lockheed Martin successfully launched six Atlas, two Titan, one Athena and three Russian Proton vehicles. O U.S. Air Force
awarded Lockheed Martin contracts for development completion of the Evolved Expendable Launch Vehicle family of launchers as well
as launch services for nine missions. O Lockheed Martin built the External Tanks, including three Super Lightweight Tanks, for five
successful Space Shuttle launches. 0 Achieved 100 percent Mission Success on five Space Shuttle missions launched by the United
Space Alliance joint venture. 0 Michoud Space Systems delivered major hardware components for the X-33 in support of the
VentureStar™ Reusable Launch Vehicle. O Lockheed Martin successfully manufactured and deployed one military, five civil and

43 commercial satellites/payloads, including 39 buses for the Iridium™ global telecommunications system.

MISSION SUCCESS: ATTAINING TOTAL CUSTOMER SATISFACTION

ELECTRONICS SECTOR

O Lockheed Martin received a U.S. Navy contract to produce 13 AEGIS weapon systems through 2007. O Selected to upgrade
six Royal Australian Navy frigates, and to deploy four Tactical Air Defense Radar Systems for the Australian Defence Force. 0 Under
contract to deliver Low-Altitude Navigation and Targeting Infrared System for Night (LANTIRN) and Sharpshooter targeting systems for
F-16's in the air forces of Egypt, Taiwan, and Denmark. O Developing the Low-Cost Autonomous Attack System (LOCAAS), a smart
munition deployable from air-, land- or sea-based platforms for use against mobile or fixed targets. 0 Lockheed Martin is developing
a Guided Multiple Launch Rocket System for the United States, the United Kingdom, Germany, France and ltaly. O Lockheed Martin
will deliver 290 additional Army Tactical Missile System (ATACMS) missiles, and will develop and field the Line-of-Sight Antitank
(LOSAT) weapon system. [ Air Sovereignty Operations Centers became operational in Poland, Hungary and the Czech Republic,
giving these nations an integrated view of their airspace and permitting cross-border sharing of airspace information.

AERONAUTICS SECTOR

O The United Arab Emirates announced selection of Block 60 F-16 in an 80-aircraft program potentially valued at $5 billion.

O C-130)—received FAA certification and delivered 19 aircraft, completed successful world tour to 32 countries, flew 380 guest
pilots, generated 28 proposals. 0 F-22—received $525 million in funding for two Production Readiness Test Vehicles and $189
million long-lead funding for first low-rate production lot following accomplishment of 183 flight hours and a variety of specific flight
test points. O Joint Strike Fighter—achieved successful Final Design Review 2,000 pounds below target aircraft weight, assembly
of first X-35 concept demonstrator 25 percent complete. O X-33 Reusable Launch Vehicle—completed launch site, fabrication of
vehicle is between 67 and 69 percent complete. O Lockheed Martin received $1 billion, eightyear contractor logistics support
contract from USAF for F-117 Total System Performance Responsibility.

INFORMATION & SERVICES SECTOR

0 NASA selected Lockheed Martin team to consolidate mission and data services at five of the space agency’s major centers

as part of its Consolidated Space Operations Contract. 0 The U.S. Army Communications & Electronics Command awarded
Lockheed Martin a contract to provide logistics support in the Rapid Response to Critical Requirements Support program.

O The Immigration and Naturalization Service (INS) selected Lockheed Martin to build, develop and manage advanced informa-
tion systems in support of critical INS missions. [ Lockheed Martin formed strategic alliance with Policy Management Systems
Corporation to pursue information technology and business process outsourcing opportunities in the insurance industry. As part of
the alliance, Lockheed Martin assumes responsibility for PMSC’s North American data center. O The U.S. Strategic Command
selected Lockheed Martin to modernize its computer system infrastructure at Offutt Air Force Base, Nebraska. 0 Lockheed Martin
was selected to provide complete software life-cycle support to the Social Security Administration.

THE PURSUIT OF SUPERIOR PERFORMANCE INFUSES EVERY LOCKHEED MARTIN ACTIVITY

ENERGY & ENVIRONMENT SECTOR

O The Department of Energy extended Lockheed Martin’s contract to manage Sandia National Laboratories for five years. The
new contract runs through September 30, 2003. O The Department of Energy approved a 15-month extension for Lockheed Martin
to operate the Energy Systems facility at Oak Ridge. The new contract runs through June 30, 2001. O Lockheed Martin Hanford
Corporation and its Tank Waste Remediation System team passed one million work hours without recording a lost workday case.

O Lockheed Martin Energy Systems at the Y-12 Plant received Department of Energy authorization to resume production operations
with enriched uranium on June 8. An enriched uranium casting was made, the first since shutdown of operations in 1994. 0 Sandia’s
Protonic Non-Volatile Memory Chip won a 1998 Discover Award from Discover Magazine.



0 Space Communications Corporation and Japan Satellite Systems selected Lockheed Martin to
build a telecommunications satellite to provide coverage for Japan and the region. O Lockheed
Martin supported NASA's Lunar Prospector, Transition Region and Coronal Explorer solar telescope,
Mars Global Surveyor, Hubble Space Telescope and Mars Surveyor ‘98 missions. [ Lockheed
Martin delivered the first of eight solar array flight wings that will power the International Space
Station. O Lockheed Martin successfully conducted eight Fleet Ballistic Missile flights.

Left: Ewolved Expendale Laund \ehide

O Lockheed Martin selected to develop and build the Joint Air-to-Surface Standoff Missile
(JASSM,) for the U.S. Air Force and Navy. 0 Completed systems integration to provide
submarine-launched cruise missile capability to the Royal Navy’s Swiftsure- and Trafalger-class
submarines, and to support the Royal Navy’s formation of its first squadron of Merlin helicopters.
O Lockheed Martin expanded its position in the high-growth postal systems business and
acquired Postal Technologies, Inc., which manufactures and markets high-speed document
processing systems, barcode readers and sorters. [0 Buses equipped with Lockheed Martin’s
HybriDrive™ propulsion system entered revenue service in New York City.

Right: AEGIS

MISSION SUCCESS: MEETING ALL OUR COMMITMENTS

0 GAMECO—announced plans to expand this commercial aircraft maintenance joint venture
with China Southern Airlines to accommodate increased business. [ KTX-2 trainer and combat
aircraft—Lockheed Martin signed joint market development agreement with Samsung of Republic of
Korea. 0 A-4AR—delivered three modified aircraft to the Argentinean Air Force. 0 Supersonic
Business Jet announced plans fo team with Gulfstream on a technical, environmental and regulatory

feasibility study.

Left: F-22
gAY w
O Lockheed Martin Management & Data Systems achieved a Software Engineering Institute Level l, B
4 rating. As of March 1999, five Lockheed Martin Companies are at Level 4, and two at Level 5, — =
the highest for software engineering maturity. 0 Lockheed Martin’s rapidly growing welfare reform - :
line of business won more than 20 contracts across the country to provide welfare-to-work services. = - . _,:?
O The Air Traffic Management Bureau of East China awarded Lockheed Martin a contract for l "

the installation of air traffic control systems at Honggjiao International Airport and Pudong International
Airport in Shanghai. O Completion of the initial operational test and evaluation resulted in Lockheed
Martin’s rollout of its first production-line Close Combat Tactical Trainer simulator system for the
U.S. Army, the first of 54 units under a limited-rate, initial-production contract.

A

—

Right: Commecial IT

0 Sandia won the Department of Energy’s “M&O Contractor of the Year Award” for its
performance in contracting with small, women-owned, minority, and 8(a) businesses. 00 The
three national labs won a total of eight “R&D 100 Awards.” O After five years since its incep-
tion, Technology Ventures Corporation has facilitated the formation of 32 new technology-based
businesses, created over 1,270 jobs in New Mexico, and secured over $133 million in funding
for its client companies. O The Analytical Services and Protective Services organizations at the
Lockheed Martin Energy Systems Y-12 facility at Ock Ridge, Tennessee, earned the Department
of Energy’s highest award for quality.

Left: Architectural Suety
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MISSION SUCCESS IS OUR COMMITMENT

TO TOTAL CUSTOMER SATISFACTION.

Over the pastdur
yeass,we & Lockheed
Martin haze measted our
performance g Mission
SuccessThe shothand
definition of Mission
Success is simple—
attaining total customer
sdisfaction and meeting
all our commitments.

Mission Success also,
is the standal by which
we measle the perdrmance of eery aircraft
we fly, every spaceaift we laun@, every
system ve intgrate, every service we provide.
In essencewhen our poducts and sgices
work as pomised to the customewe hae
eamned the ight to call it Mission Success.
Last year Lockheed Matin achieved a
97 pecent Mission Successcod based
on gproximately 900 measwable events.

In 1998,some of our Mission Success
highlights induded successfullexecuting

an ambitious F-22
flight test sbedule
and launbing the
Space ShuttlSuper
LightweightTank.Not
all Mission Success
events ae relaed to
things thafly. As a
Mission Successye
recanize delveres,
qualification tests or
sea tials of multiple
AEGIS shipboad wegpon systems. In ali-
tion, five of our companies ard a Softvare
Engneeing Institute (SEI) Leel 4 rating,
and two of our companies ka ahieved
Level 5, placing themamonga select goup
of companies tottain this high lgel of soft
ware engneeing expetise

At Lockheed Matin, Mission Success
is a way of thinking stetegically as vell as
doing husiness on a gato-day basis with
a disciplined écus on the customer

Above: It was Mission Successrffive Space Shuttle missions labad ty our United Spacélliance
joint venture last yar Lodkheed Matin also huilds the Shuttle’ Extenal Tank.

Right: Lockheed Matin is producing the Close Comb@®actical Trainer sinulator systemdr the US Army.
With this system soldisrcan tain in real time on a higlyl interactive virtual batlefield.
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:

WE HAVE IDENTIFIED 14 STRATEGIC TECHNOLOGIES

THAT ARE CRITICAL TO THE CORPORATION'S FUTURE.

Simply staed, inno-
vation diives gowth, and
for Lokheed Matin tha
means a passioteacom
mitment to eseach,
technology leadeship
andmore eficient husi
ness pacticesWe can
not compete dectively
by using yesteday’s
processesnor by
opewting accoding to

yesteday’s templée. Our dtention is bcused

on investing in pocesses thawill help us be
more competitie.

To tha end we hare 60,000 of the
world’s premier scientists and eingers.
Plus we have a $1 billion discgtionay
budget available for indgpendent eseach,
as vell as bid and mposal to deelop the
promisingtechnolagies for tomorow.

We hae identifed 14 stategic tech-
nologies tha are citical to the Coporation’s
future, and we ae developing a pocess ér

leveraging them.These
are enaling technolagies
tha Lockheed Matin
needs to be successful
in high-gowth, closely
relaed felds sub as
information sewices
and space-based
telecomnunicdions.

Our commitment
to innovation extends to
the way we do lusiness
through LM21 Best Ractices.This is pat
of anoverarching desie to work smater
and shag those ideas tbhughout Lo&heed
Martin to be a mag competitie player in
the maketplace

Additionally, our Virtual Poduct
Development Initi¢ive is evolutionizing
the aicraft deselopment pocessThrough
advanced computeaided design témolagy,
we hare ceaed aVirtual Compaw tha
unites gographically dispesed people and
significantly reduces ycle time and costs.

Above: Lodkheed Matin uses its xpettise in Commagial IT in advanced medicalecods ddaabases.

Right: Lodkheed Matin’s \entuieStar™ will advance the science and tewlogy of space &nspotation
as vell as educe the cost oketfing into space
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TALENTS BY

THROUGH TEAMWORK WE CAN BEST HARNESS

THE DIVERSE TALENTS OF OUR 165,000 EMPLOYEES.

The successful ganizdions in our
marketplaces will be the ones thiauild
world-class teams. Lddeed Matin is
mobilizing its peopletechnologies and
resouces,focusing these on commonas
and objecties. It is thakind of focus tha
has enbled us to win andetain ley pro-
grams thawould not hae been possié
without the synagies inheent in this high-
technolagy enteprise

Through teamwrk we can best haess
the dverse talents of our 165,000 emyées
to crede a cultue thd stresses posite
thinking, a “can-do” attitude and customer

responsieness aass all poduct and ayani
zdional lines.

Teamwork is not limited to the>xeellent
job we hare been doing inteally among
our diverse set of bsiness units thianalke
up todd’s Lokheed Maiin. In the domestic
maiket, we ae the pamner of doice br a
variety of commectial companies andogem-
mentagencies—fom fedeal, to county
and nunicipal ggvemments. Intaraionally,
we have estalishedalliancesjoint ventues
and other panershipswith companies and
govemmental bodies in almost 50 coues:.

Our commitment to teank was
recanized industywide in 1998 with the
American Business Ethicdward from the
American Society of Chaered Life Under
writers & Chatered Rnancial Consultants,
as vell asindustry Weeks selection of our
TacticalAir craft Systems plant indft Worth
as one of the counfs 10 best plants. In
addition, Graduaing Engneermagazine
reades rank Lokheed Matin as the top
compairy to join.All this makes us the
employer of doice—dtracting the best
and the hightest to our doar.

Above: The Consolidéed Space Opations Contact (CSOC) callsdr the consolidéon of 17 MSA
contracts,and futher cements Lddeed Matin’s relationship with its MASA customer

Right: The Dint Air-to-Surfice StanddfMissile (ASSM) is anxample of teamark and patnerships,
uniting diverse talents and gaabilities throughout Lokheed Matin.






OPPORTUNITIES F O R

I

IN 1998, WE FORMED LOCKHEED MARTIN GLOBAL TELECOMMUNICATIONS

TO PROVIDE COST-EFFECTIVE TELECOMMUNICATIONS SERVICES TO CORPORATE

AND GOVERNMENT CUSTOMERS.

While Lodkheed
Martin remains a orld-
class aavspace compan
we ae committedo
a stetegy tha rewards
agility—strength with
speed Part of tha
agility is taking adran
tage of high-gowth
oppotunities tha can
enhance shaholder
value and accelete
Lockheed Matin’s momentum as a globgll
oriented aslanced telenology compap.

Our dektnse bisiness is stmgly posk
tionedto huild maket shae. And we intend to

grow high-retumn, adjacent lines ofisinesses.

Three sub oppotunity-rich makets ae
in Information Technolagy, Systems Intgration,
andTelecomnunicaions Sevices,where
Lockheed Matin is committed to dteving
leadeship positions. In 1998\ashington
Technolagy named Lokheed Matin as
number one of the topedeal IT providers,
and ve ae the leading &denl Systems

Integrator. Our Systems
Integration expettise
has beenlasolutey

vital to our dility

to win—and hold—

new business.

Also, we formed
Lockheed Matin Global
Telecomnunicdions,a
wholly-owned subsidiar
to provide cost-effiective
telecomnunicaions
sewvices to coporate and gvemment cus
tomes. Ther ae major gowth oppotunities
in worldwide space-based andrestial tele
comnunicéions makets and w ae conf-
dent thawe can lgerage our &tensve
telecomnunicaions caabilities to eploit
those oppdunities.

In Septembey Lockheed Matin
announced a pposed $2.7 billion sttegic
combindion with COMSAT Corporation
that would unite tvo adranced-tebnology
companies with complementaglobal
telecomnunicdions caabilities.

Above: With sud advanced telnology as the Intellignt Netvark Managgement Systenhpdkheed Matin is
pursuing n&v oppotunities in vorldwide saellite telecommnications.

Right: The Multi-Line Optical Chaacter Readédiideo Coding System is indidee of innwations
in automaion for our postal customsrworldwide
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION Lockheed Martin Corporation
AND RESULTS OF OPERATIONS
December 31, 1998

Lockheed Martin Corporation (Lockheed Martin or the Corporation)with respect to the Tender Offer, and if Congress does not make

is engaged in the conception, research, design, development, manapid progress on satellite industry reform legislation, the Tender
facture, integration and operation of advanced technology systemsQffer may not be consummated by September 18, 1999. If this occurs,
products and services. The Corporation serves customers in both either party may terminate the Merger Agreement or both parties may
domestic and international defense and commercial markets, with elect to amend the Merger Agreement to extend this date. If the FCC'’s
its principal customers being agencies of the U.S. Government. Theview is not delayed or slowed and the Tender Offer is consummated,
following discussion should be read in conjunction with the auditecbut the legislative process relative to satellite industry reform legisla-
consolidated financial statements included herein. tion moves slowly, the Merger is unlikely to occur in 1999.

Common Stock Split Acquisitions and Divestitures
In October 1998, the Board of Directors of the Corporation autho- In November 1997, Lockheed Martin exchanged all of the out-
rized a two-for-one split of the Corporation’s common stock in standing capital stock of a wholly-owned subsidiary for all of the
the form of a stock dividend which was effected on December 31, outstanding Series A preferred stock held by General Electric
1998. In the following discussion, all references to shares of com- Company (GE) and certain subsidiaries of GE (the GE Transaction).
mon stock and per share amounts have been restated to reflect th&he Series A preferred stock was convertible into approximately 58
stock split. million shares of Lockheed Martin common stock. The Lockheed
Martin subsidiary was composed of two non-core commercial busi-
ness units which contributed approximately five percent of the
Corporation’s 1997 net sales, Lockheed Martin’s investment in a
telecommunications partnership and approximately $1.6 billion
in cash. The GE Transaction was accounted for at fair value, and
resulted in the reduction of the Corporation’s stockholders’ equity
$2.8 billion and the recognition of a tax-free gain of approxi-

Transaction Agreement with COMSAT Corporation
In September 1998, the Corporation and COMSAT Corporation
(COMSAT) announced that they had entered into an agreement
to combine the companies in a two-phase transaction with a total
estimated value of approximately $2.7 billion at the date of the
announcement (the Merger). In connection with the first phase of th
transaction, the Corporation commenced a cash tender offer (the Ten S .
) : . mately $311 million in other income and expenses. Also see the
Offer) to purchase up to 49 percent, subject to certain adjustments, . . S o .
. discussion under the caption “Results of Operations” regarding
of the outstanding shares of common stock of COMSAT on the date, ™. . .
- . . the impact of the GE Transaction on the computation of 1997
of purchase at a price of $45.50 per share, with an estimated value . - . .
. . earnings per share. In 1998 and 1997, in connection with the GE
of $1.2 billion. Under the Merger agreement, the Tender Offer will . S
. . . . Transaction, the Corporation issued notes to a wholly-owned sub-
be extended for periods of up to 60 days until the earlier of (i)

o - - 0
September 18, 1999, or (ii) satisfaction of certain conditions to closingzlffrg”ﬁ;'?ié‘;rriizligtggls?r;t%egzgf Irr::r:zii\?éli.?rif'nao?gs are
The consummation of the Tender Offer is subject to, among other dué Noven;ber 17 2002 ’ ’ )

things, the approval of the Merger by the stockholders of COMSAT In July 1997 thé Corp.oration and Northrop Grumman Corpora-
and certain regulatory approvals, including approval by the Federal ’

Communications Commission (FCC). The stockholders of COMSA‘IIicm (Northrop Grumman) announced that they had entered into an

are expected to vote on the proposed Merger at COMSAT’s annual agreement to combine the compame_s_whereby Northrop Gr?‘mma”
: - ._would become a wholly-owned subsidiary of Lockheed Martin. The
meeting of stockholders on June 18, 1999. Upon completion of this

phase of the transaction, the Corporation will account for its invest- gfaﬂzsgf Dﬁigg:f;ﬁ_’:g&?{;gg ﬁ;ﬂ?ﬂﬁmaslg;n inated by the
ment in COMSAT under the equity method of accounting. The sec- In March 1997, the Corporation executed ;/defini.tive agreement
ond phase of the transaction, which will result in consummation of ! P - . 9

the Merger, will be accomplished by an exchange of one share of valued at approximately $525 million to reposition ten non-core

Lockheed Martin common stock for each share of COMSAT com- busmess.unlts asanew independent co.mpany,.L—S Communlc_atlons
- . . Corporation (L-3), in which the Corporation retained an approxi-
mon stock. Consummation of the Merger is subject to, among other

things, the enactment of legislation necessary to allow Lockheed mate 35 percent ownership interest at closing. These business units

Martin to acquire the remaining shares of COMSAT common stockconmbum.3d approximately two pgrcent of the Corporation's net
. o . . . sales during the three month period ended March 31, 1997. The
and certain additional regulatory approvals, including anti-trust clear:

. - transaction, which closed in April 1997 with an effective date of
ance by the Department of Justice. The Merger will be accounted fo . o
; arch 30, 1997, did not have a material impact on the Corpora-
under the purchase method of accounting.

The Corporation is not currently designated by the FCC as an tion's earnings. Th_e Corporation's ownersh|p percentage was
B ) o : L ._reduced to approximately 25 percent in the second quarter of 1998
authorized common carrier,” and as such is prohibited from ownin

more than 10 percent of COMSAT. The Corporation has filed an %S a_result of an initial public offering .Of L 3s common stock. In
- . . ) . the first quarter of 1999, the Corporation’s ownership percentage
application with the FCC to be designated an “authorized common .
- was further reduced to approximately 7 percent as a resulieufa
carrier” and to purchase up to 49 percent of COMSAT. On January . \ L .
. . ondary offering of L-3's common stock which included 4.5 million
21, 1999, the Chairman of the House Committee on Commerce an . . .
- ; - shares previously owned by the Corporation. The 1998 transaction
the Chairman of the Senate Subcommittee on Communications sen . - S
; . Increased net earnings by $12 million, and the 1999 transaction is
a letter to the FCC urging the FCC not to take any action to permit_ .. . ) .
.__estimated to increase first quarter 1999 net earnings by an amount
any company to purchase more than 10 percent of COMSAT prior - .
. o S between $75 million and $85 million.
to Congress adopting satellite industry reform legislation. If the

FCC were to delay or slow its review of the Corporation’s filings
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During the thid quater of 1996the Coporation announced
its intention to disibute via an gchang offer its inteest in
Martin Marietta Maerials, Inc. (Materials) to its stokholders.

In October 1996the exchange was consumntad, subsequent to
which the Coporation had no @emaining evneiship inteest in
Materials. The transaction \&s accountedf & fair valug resulting
in a reduction in the Cauoration’s sto&holdes’ equity of $750
million and the ecanition of a petax @in of $365 million in
other income andxpenses.

In November 1996the Coporation announced the pposed
divestitue of two of its husiness unitsdrmament Systems and
Defense Systemdhis transactionyhich conduded with the
Corporation’s receipt of $450 million in cash iradualy 1997,had
no pretax efect on the esults of opations for 1997 or 1996.

On a combined basithe Mderials exchang and théA\rmament
Systems and Defise Systems\istitue noted bove inceased
1996 net eanings ty $351 million.

In April 1996,the Coporation consummizd its lusiness com
bination with Loral Coporation (Loral) for a total puthase pice,
including acquisition costaf approximately $7.6 billion (the Loal
Transaction). In atition to the acquisition of Lai’s deénse elec
tronics and systems irggtion businesseghe Lol Transaction
resulted in the Cqoration acquimg shaes of pefered sto& of
Loral Space & Commmicéions,Ltd. (Loral SpaceCom) nevly-
formed compay, which were cowettible into 20 pecent of Loal
SpaceCons common stdcon a diluted basist ahe dae of acquisi
tion. The opeations of the bisinesses acqeid in connection with
the Lol Transaction hae been inkeided in the esults of opex
tions of the Cquoration sinceApril 1996.

Formation of Lockheed Martin Global Telecommunications
In August 1998the Coporation announced theofmation of
Lockheed Matin Global Telecomnunicdions,Inc. (Global
Telecomnunicaions),a wholly-owned subsidiar of the Coporation.
Global Telecomnunicéions will combine imestments in seral
existing joint \entues and ceain elements of the Cooration under
a dedicéed mangement teamdcused on qauring a geder potion
of the worldwide telecommnicaions sevices maket. Efective
Jaruary 1, 1999,the following opeetions and imestments became a
pat of GlobalTelecomnunicdions:Lockheed Matin Intersputnik,
Ltd., a stetegic ventue with Moscav-based Intesputnik tha

is sheduled to dgloy its first saellite in 1999;Astrolink™
Intemational Ltd, a stategic ventue thd will provide global
interactive multimedia sevices using ne-genesgtion broadband
saellite tedinolagy; the elements of Latheed Matin Missiles

& Space Lockheed Matin Management & Daa Systems and
Lockheed Matin Westen Development Laoratories tha provide
commecial comnunicaions caabilities; the Coporation’s invest
ment inAmericomAsia Racific, LLC, a joint ventue with GE
Americom thd is shieduled to laurfta stellite in 1999 thawill
sewve bioadcastey in theAsia-Racific region; and the Cgoration’s
investment irACeS Intendional Limited a joint ventue tha

will provide cellular telphone commanicéions in egions ofAsia.
Additionally, the Coporation intends to combine the ojpgons

of GlobalTelecomnunicaions and COMSA upon consumnien
of theTender Ofer and the Meger.

Results of Operations

The Coporation’s opeating ¢ycle is long-tem and ivolves may
types of poduction contacts with \arying production delvery
schedulesAccordingly, the results of a paicular year or year
to-year compasons of ecoded sales and gfits, may not be
indicaive of futue opeating results.The following compaative
anaysis should be viged in this contet.
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(In millions)

(a) Refects the bsiness combirin with Loral Corporation since
April 1996.

The Coporation’s consolidéed net salesof 1998 vere $26.3
billion, a decease of six peent compaed to 1997. Net sales dur
ing 1997 vere $28.1 billion,an incease of dur pecent compazd
to 1996. Extuding the impact of the opations of dvested entities,
which are discussed belg net salesdr 1998 vould hare emained
reldively consistent with 1997@nd would hare increased P five
percent br 1997 compad to 1996The sales deernse in the
Space & Sttegic Missiles sgment in 1998 wuld have been dEet
by sales inagasesdr the other bsiness sgmentsafter adjusting
for divestitue actvities. Sales in@ases in 1997 in the Space &
Strategic Missiles,Aeronautics and Imdrmetion & Sewices sg-
ments,as vell as the inlusion of the opetions of the bisinesses
acquied in connection with the LalTransactiondr a full year in
1997 \ersus nine months in 19961ore than dfset the eduction in
sales due to déested opettions.The US. Govemment emained
the Coporation’s laigest customeicompiising gproximately 70
percent of the Cgroration’s net salesofr 1998 compad to
66 pecent in 1997 and 70 peent in 1996.

The Coporation’s opeating profit (eanings bebre inteest and
taxes) br 1998 vas gproximately $2.5 billion,a decease of nine
percent compagd to 1997. Opeting profit for 1997 vas $2.8
billion, a two pecent incease compad to 1996The reported
amounts ér the thee yeass presented inade the ihancial impacts
of various nonecuring and unisual itemsthe details of Wwich ae



Lockheed Matin Comporation

descibed belov. Exduding the effects of these noacuring and
unusual itemsdr ead year, opesting profit for 1998 vould
have deceased ¥ six pecent compaed to 1997and would hare
increased ¥ nine pecent in 1997 compad to 1996. &r 1998
compaed to 1997deceases in opeting profit at the Space &
Strategic Missiles and Infrmation & Sewices sgments mae than
offset the incease in opeting profit at the Electonics sgment.
For 1997 compad to 1996increases in opefing profits & the
Space & Stategic Missiles andAeronautics sgments mag than
offset a eduction in opeting profit at the Information & Sewices
segment. Br a moe detailed discussion of the ogémg results of
the husiness ggmentssee“Discussion of Business §ments’below.
Opexmting profit in 1998 induded the dicts of a norecuring
and unuisual petax daige, net of stée income tax benig$, totaling
$233 million elaed to CalCom@ednolagy, Inc. (CalComp)a
majolity-owned subsidigr of the Coporation. In the burth quater
of 1998,the Coporation decided thiait would not incease gisting
credit for CalComp to suppbonging opegtions,and @reed to
provide financing subject to ceain conditionsfor a plan poviding
for the timey non-bankuptey shutdevn of CalComps kusiness.
The @ove actions esulted in aleage related to the impaiment
of assets and estirteal costsequired to accomplish the shuidn
of CalComps opedtions.

$1,500

(In millions)

(a) Exduding the dects of the Mierials exchangg, the divestitue of two
business unitsand the barges associgd with the evironmental
remedidon businessjmpairment in walues ér cettain assetsand
other costs1996 net earings wuld hae been $1,205 million.

(b) Refects the bsiness combirieon with Lorl Corporation since
April 1996.

(c) Exduding the diects of the gin on the tansaction with GEand the
charges elated to the Cqporation’s decision to>dt certain lines of
business and impainent in alues br certain assets1997 net earings
would have been $1,292 million.

(d) Exduding the dects of a norecuring and umisual harge related to
CalComp,1998 net earings wuld have been $1,184 million.

$4.00

-$2.00

Diluted Earnings
(Loss) Per Share

(In dollars)

(a) Exduding the dects of the Mierials exchangg, the diestitue of two
business unitsand the barges associged with the evironmental
remedigion businessimpairment in alues ér certain assetsand
other costs]1996 diluted eamings per shag would have been $2.72.

(b) Refects the bsiness combirieon with Lol Corporation since
April 1996.

(c) Includes the décts of a deemedgferred stok dividend in detenining
net loss aplicable to common stécin the computi@on of loss per
share which resulted fom the GETransaction.The efect of this deemed
dividend ves to educe the diluted per sfmamount & $4.93.

(d) Exduding the dkcts of the deemedgierred sto& dividend the gain on
the transaction with GEand the barges elated to the Cguoration’s
decision to git certain lines of lisiness and impainent in alues br
certain assetsand induding the dilutie efects of peferred sto&
cornversion and stac options,1997 diluted earings per shar would
have been $3.02.

(e) Exduding the dects of a norecuring and umisual harge related to
CalComp,1998 diluted eatings per shag would have been $3.11.

During the burth quater of 1997 jn adlition to recoding the
tax-free @in resulting fom the GETransactionthe Coporation
recoded nonecuring and umisual petax dhaiges,net of stée
income tax bends, totaling $457 millionThese baiges elaed
to the Coporation’s decision todt ceitain lines of bisiness and
relaed to impaiment in the @lues of @rious non-coe investments
and cefain other assets.

Opeimting profit in 1996 induded the gin on the Meerials
exchange. In adlition, during the burth quater of 1996 the
Cormoration recoded nonecuring pretax hages,net of stée
income tax bends, of $307 million.These bamges elaed to the
Cormoration’s ewironmental emedigion businessand elaed to
impairment in the alues of non-ca investments and cein other
assetsand costsdr facility closings and &insers of poograms.
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The Coporation’s reported net earings or 1998 vere $1.0
billion, a decease of 23 peent compagd to 1997. Reorted net
eanings br 1997 vere $1.30 billiona decease of thee pecent
compaed to the eported 1996 net eaimgs of $1.35 billionThe
1998 eported amount inldes the aftetax efect of the CalComp
nonrecuring and umsual daige, which deceased net eaings ly
$183 million,or $.48 per diluted sharThe 1997 eported amount
includes the tax-e @in resulting fom the GETransaction of
$311 million,and the aftetax efects of the nomcuring and
unusual baiges desdébed dove of $303 million wvhich, on a
combined basigjeceased the 1997 diluted loss per shar$.02.
The 1996 eported amounts irfade the aftetax efects of the
Materials exchang and the mvision for the afteitax efect of the
Comoration’s divestitue of itsArmament Systems and Befse
Systems bsiness units. On a combined bagigse tansactions
increased 1996 net eangs ty $351 million.The 1996 eported
amounts also ifade the aftetax impact of the noecuring
chages desdbed dove, which deceased net eaings ly $209
million. These norecuring and umisual items in@ased 1996
diluted eanings per sharby $.32 on a combined basis. Hxaing
the efects of these noacuring and unisual itemspet eanings or
1998,1997 and 1996 wuld hare been pproximately $1.18 billion,
$1.29 billion and $1.20 billiorrespectiely.

The Coporation reported diluted earings (loss) per sharof
$2.63,%$(1.56) and $3.04of 1998,1997 and 199&espectiely. For
purmposes of detemnining 1997 net losspplicable to common stdc
used in the computian of loss per shayrthe ecess &ir value of
assets anskémred to GE wer the caying value of the pefered
stok (approximately $1.8 billion) was teaed as a deemedepr
fered sto& dividend and deducteddm 1997 net eaings.This
deemed diidend had a sigrifant impact on the 1997 loss per
shae calculéions, but did not impacteported 1997 net eamgs.
The efect of this deemed ddend was to educe the basic and
diluted per shae amounts ¥ $4.93. If the norecuring and unisual
items desdbed dove were ecluded flom the calculdon of ean-
ings per shar and for 1997 ,if the dilutive efects of pefered sto&

$1.00

$.80

$.60

$.20

Dividends Per
Common Share
(In dollars)

corversion and stdc options vere factoed into the diluted eaings
per shae calculdion, diluted eanings per sharfor 1998,1997 and
1996 would have been $3.11$3.02 and $2.7Zgespectiely.

The Coporation’s débdt to capitalization ratio improved from
70 pecent & yearend 1997 to 64 peent & December 311998.
Total dédt (induding shot-term borowings) @ December 311998
deceased to $10.9 billiondm $11.9 billion ayearend 1997.
Total sto&holdes’ equity inceased to $6.1 billiont&ecember 31,
1998 fiom $5.2 billion &yearend 1997The Coporation paid
dividends of $310 million in 199&r $.82 per common sher

Industry Considerations

The Coporation’s pimary lines of lusiness & in adianced telo-
nology systemsdr aepspace and defise seving both gvemment
and commagial customes. In ecent yass, domestic and wrld-
wide political and economic delopments hae stongly affected
these mdeets,requiling signifcant adatation by maket paticipants.

The US. aepspace and defse indusyr has @pelienced eais
of dedining budgets br reseach, developmenttest and ealuaion,
and pocurement. Cuently, after 14 yais of contiious delines in
the US. defense bidget, expenditues (after adjustingof inflation)
are & their lovest point since befe World War II. The potion of
the Fedenl budget devoted to dednse is &its lowest pecentae in
moden histol. The industy paticipants’'reaction to the siking
budgets has been to combine to maintaitical mass and dweve
significant cost sangs.

The US. Govemment had been suppioe of industy consolida
tion actvities though 1997and the Cqguoration had beentahe
forefront of these aatities. Through its evn consolidéion actvi-
ties,the Coporation has beenhkde to pass along sags to its
customes, principally the US. Depaitment of Deénse Though
new consolidéion actvities among the lge U.S. aepspace and
defense companies Ya dedined recenty, the nmuch anticipaed
consolidéion of the Euopean defnse indusyr may be stating.

In Jaruaty 1999,British Aerospace .C. announced thét intends
to purchase the Maoni Electonics unit of Gened Electic
Comparny PL.C. of Ged Britain.

With the detine of signifcant domestic industrconsolidaion,
major aeospace companies will need tacfis on cost sings and
efficiengy improvementsThe Coporation has alead/ focused
on cutting costsaising poductivity, and citalizing on synegies
and best factices vhich should impove its competitieness in
the futue.

There ae nav signs thathe contiming dedines in the defnse
budget mg have endegdwith proposals being maderf modest
increases in the méseveral yeass. The Coporation’s bioad mix of
programs and gaebilities males it a lilely beneiciary of increased
defense spending

As a govemment contactor the Coporation is subject to LS.
Govemment @ersight. The govemment m# investigate and mak
inquiries of the Cquoration’s kusiness actices and conduct audits
of contiact perbrmance and cost accountirihese inestiggtions
may lead to taims ajainst the Cgroration. Under US. Govemment
procurement egulaions and pacticesan indictment of agvem-
ment contactor could esult in th& contactor beingihed and/or
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suspendeddfr a peiod of time flom eligbility f or bidding on,or
for avard of, nev govemment contacts.A corviction could esult
in deébamment br a specied peiod of time Similar govemment
oversight &ists in most other courés where the Coporation
conducts bsinessAlthough the outcome of shdnvestigations
and inquires cannot be pdicted in the opinion of margement,
there ae no ¢aims,audits or inestigations pending gainst the
Cormporation tha are likely to have a méerial adverse efect on the
Corporation’s kusiness or its consolitkd esults of opettions,
cash fows or fnancial position.

The Coporation remains gposed to other inhent iisks associed
with U.S. Govemment contacting including tednolagical uncetain-
ties and obsolescenadangs in gvemment policies and gen
dence on anral Congessional ppropriation and allotment of funds.
Many of the Coporation’s piograms ivolve dezelopment and@pli-
cdtion of stae-of-the-ar technology aimed &adieving challengng
goals.As a esult,setbaks and &ilures can occuin 1998 for
example the Coporation expelienced dificulties elaed to its
Theder HighAltitude Area Deénse (THAAD) system and commer
cial space mgrams. It is impdant for the Coporation to resole the
relaed perbrmance issues to laieve success on theseograms.

The Coporation contirues to dcus on gpanding its pesence in
relaed commetial and non-defnse makets,most notaly in space
and telecommnicaions actvities, informaion manaement and
systems intgration. Although these lines ofusiness a not dpen
dent on defnse bdgets,they shae maty of the isks associed
with the Coporation’s pimary businessesas vell as othes unique
to the commarial maketplace Sud risks indude deelopment of
competing poducts,technolagical feasibility and poduct obsoles
cence The telecommanicaions maket is expected to doub over
the net five yeas. Although the Cqaporation has limited eperience
and sales in this mket as of the end of 1998e Coporation hopes
to goply its tedinolagical cgabilities and the beni of the meger
with COMSAT, if consumméed, to meet the in@asing demanaf
broadbandIntemet and vitual netvork sewices.

In connection with xpanding its pdfolio of offered poducts
and sevices in commarial space and telecommicaions actvi-
ties,the Coporation has entexd into \arious joint \entuse, teaming
and other bsiness aangmentsjncluding some withdreign pat-
ners. The conduct of interaional kusiness inwduces otherisks
into the Coporation’s opestions,including fluctuging economic
conditions fluctuaions in eldive cureng values and the potential
for unanticipéed cost ineeases and timing issuessulting fom the
deteroration of political elations.

In 1992,the Coporation enteed into a joint entue with
two Russian gvemment-avned spaceifms to brm Lockheed-
Khrunichev-Enegia Intemnational, Inc. (LKEI). Lockheed Matin
owns 51% of LKEI and consolitkes the opetions of LKEI into its
financial sttements. LKEI hasxelusive tights to maket launties
of commecial, non-Russian-agin payloads to space on thed®on
rocket from a launhb site in Kazakhstan. In 199&nother joint
ventue was brmed Intemational Launt Sewices (ILS),with the
Cormporation and LKEI eah holding 50 perent avnership. ILS
was brmed to maket commecial Atlas and Poton laund sevices
worldwide. Contiacts br Pioton launb sewices typicaly require

substantial acances fom the customer in &dnce of launie, and a
sizeble pecentaye of these adhinces a forwarded to Khunichev
Stde Reseah and Poduction Space Center (Kimichev), the
marufactuer in Russiato provide for the manfactue of the elated
laundh vehide. Significant potions of sub adzances wuld be
required to be efunded to edccustomer if laurtt sevices were
not successfull provided within the conticted time fame At
December 311998, approximately $990 million elaed to launbes
not yet povided was induded in customer adnces and amounts
in excess of costs incrgd, and gproximately $740 million of pg-
ments to Khanichev for laundes not gt piovided was induded
in inventoies. Through year end 1998aund sewices povided
through LKEI and ILS hee been in accdance with contct tems.

An adlitional risk exists related to launh vehide sevices in
Russia. Under adde greement in éect since Setember 1993
between the United Stes and Russidhe rumber of Russian
laundhes of US. huilt saellites into ggcosyn@ironous and gosyn
chronous tansger orbit is limited to ifteen fom trade greement
inception thiough the gar 2000. Cicials of the US. Govemment
have staed tha this limit will not be aised until Russia t&ls séis-
factoly action to esolve missile tebnology proliferation concens.
This limit, if not raised or eliminged, could impair the Cqoration’s
ability to achieve cetain of its lusiness objectes elaed to launh
sewices,saellite manufactue and telecomomicaions maket
penetation. At December 311998, approximately $375 million of
the $990 million of customer mances and@proximately $280
million of the $740 million of pgments to Khunichev disdosed in
the pior pamgraph ae associged withlaundes in &cess of the
number curently allowed under the quotddanagement is wrking
to adieve a Bvorable resolution to aise or eliminge the limitdion
on the mmber of Russian lauhes.

The Coporation has entexd into greements with RIAMROSS
a joint \entue of the Patt & Whitney division of UnitedTedhnolagies
Corporation and the Russiaiirin NPO Enegomashfor the deel-
opment and pwehase subject to ceain conditionspf up to 101
RD-180 booster emges br use in tvo models of the Cporation’s
laundh vehides. Tems of the greements calldr payments to be
made to RDAMROSS upon the &tevement of cermin milestones
in the deelopment and mariactuing processesA pproximately
$100 million of pgments made under thesgreements \ere
included in the Cquoration’s inventoies @ December 311998.

Discussion of Business Segments

The Coporation’s opeations ae dvided into fve kusiness s
ments:Space & Sttegic Missiles; Electonics;Aeronautics;
Informdion & Sewices; and Engly and OtherEffective Jaruary 1,
1998, mangiement esponsibility br United Spacélliance, a lim-
ited liability compary owned ly the Coporation andThe Boeing
Compaln, was eassigned &m the Inbrmaion & Sewices sgment
to the Space & Sdtegic Missiles sgment. Mangement eporting
of cettain other actiities was also eassigned among the Space &
Strategic Missiles,Electronics,and Enegy and Other sgments.
Consequenyl 1997 and 1996 opating profit amounts ér these
sggments hee been estded to conbrm with the 1998 msentéon.
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The following table displgys net salesofr the Lo&heed Matin
business gsgments 6r 1998,1997 and 1996yhich corespond to
the sgment inbrmation presented in Note 17 to the consoteth
financial sttements:

(In millions) 1998 1997 1996
Net Sales
Space & Stategic Missiles $ 7,461 $ 8,303 $ 7,904
Electonics 7,342 7,069 6,675
Aeronautics 5,996 6,045 5,596
Information & Sewices 5,212 6,468 5,893
Enegy and Other 255 184 807
$26,266 $28,069 $26,875

Opeimting profit (loss) ty industy segment br 1998,1997 and
1996,including the effects of the nomrcuring and umisual items
discussed mwiously, is displayed in the thle belav. This informa
tion also coresponds to the gement inbrmation presented in
Note 17 to the consolitled financial stéeements.

(In millions) 1998 1997 1996
Opermating Profit (Loss)

Space & Sitegic Missiles $ 976 $1,096 $ 973
Electronics 733 576 673
Aeronautics 654 612 441
Information & Sewices (25) 111 290
Enegy and Other 184 384 356

$2,522 $2,779 $2,733

The following teble displa/s the petax impact of the noacuring
and umisual items discussed bBar as eflected in eale sgments
opekting profit (loss) r eah of the thee years pesented:

(In millions) 1998 1997 1996
Nonrecurring and Urusual ltems—
(Loss) Poofit:

Consolidded Efects

Nonrecuring and umisual bages $(233) $(457) $(307)

Gain on GETransaction — 311 —

Gain on Méerials exchange — — 365
$(233) $(146) $ 58

Seggment Efects

Space & Siategic Missiles $ — $(87) $ (25

Electronics — (69) —

Aeronautics — (44)  (46)

Information & Sewices (233) (163) (86)

Enegy and Other — 217 215
$(233) $(146) $ 58

In an efort to male the bllowing discussion of sigridant opeat-
ing results of edt business sgment moe undestandale, the efects
of these norecuring and unisual items discussed bar have been
excluded The Space & S#egic Missiles andderonautics sgments
geneally include pograms thaare substantiayl larger in tems of
sales and opating profits than those ifaded in the other genents.
Accordingly, due to the signiant rumber of smaller mgrams in
the Electonics and Infrmaion & Sewices sgmentsthe impacts of
performance on indidual programs typicaly are not as mzral to
these sgments’results of opetions.

Space & Strategic Missiles

Net sales of the Space & &tgic Missiles sgment deczased B
10 pecent in 1998 compad to 1997 and ineased B five pecent
in 1997 compaed to 1996The sgments 1998 net sales adty
was adersely impacted g reductions imAtlas and Poton commer
cial launt vehide actvities, primarily as a esult of delgs in avail-
ability of commecial sdellites due to supplier issuesfeduction in
volume on thélrident feet ballistic missile mgram,and a de@ase
in volume in tassifed plogram actvities. Duing 1997 increases
in Proton laund sewices wlume and aditional reverues fom
commecial sdellite programs contibuted oughly equaly to the
segments gowth as compad to 1996.

Opexmting profit for the sgment decased H 17 pecent in 1998
compaed to 1997 after ving increased ¥ 19 pecent br 1997
compaed to 1996The 1998 de@ase esulted fom the same issues
tha impacted net saleas discussedbave, as vell as fom losses
and perbrmance elaed dages totaling pproximately $100 million
in the commagial space wduct aeas.This decease s patially
offset ky a thid quater favorable adjustment of gproximately
$128 million,which resulted fom a signifcant impovement in the
Atlas laund vehide program related to the etirement of pogram
and tebnical iisk based upon a a@nt e/aluaion of the pogram’s
histolical perbrmance and gproximately $50 million elaed to
the favorable impact of theestucture of a commaerial saellite
program which occured in the éurth quater. The 1997 inczase
resulted equajl from impioved magins onAtlas launties and the
increase in Ryton laund actvity mentioned paviously.

Electronics

The Electonics sgments net sales ineased b four pecent in
1998 compagd to 1997and ly six pecent in 1997 comped to
1996. Extuding the opeations of the sgments Commetial
Electronics unit,which was dvested dung the frst quater of 1998,
net sales in 1998 ould have inceased ¥ eight pecent fom 1997.
Neaty $200 million of the inaase in 1998asulted fom geaer
production deleries of postal systems equipment atoda lesser
extent,net sales wre favorably impacted g increases in suate ship
systems and cordt systems actities in 1998. Net salesif 1997
included a full year of the opetions of cetain husinesses acqeid
in connection with the Lal Transaction grsus nine months in
1996, offset ly the dsence of sales in 199&sulting fom the
divestitue of the Coporation’s Armament Systems and [@efse
Systems bsinessedAdjusting the esults of opations to eflect
these companies on a comgi#e basis, 1997 net sales ould have
deceased b two percent compagd to 1996.

Opeiting profit for the sgment inceased ¥ 14 pecent in 1998
compaed to 1997following a ur pecent decease in 1997 com
pared to 1996Adjusting the esults of opeitions to eflect the
items peviously mentioned on a compale basisppeting profit
would have inceased ® 14 pecent in 1998 comped to 1997and
deceased § 10 pecent in 1997 compad to 1996. Dung 1998,
opewting profit increased pmaiily due to impoved magins on elee
tronic deense systems anih a lesserxent,the wolume inceases
tha impacted net sales as discussedsa. Duiing 1997 0peiting
profit decreased as asult of ivestments in ne programs as sl
as educed majins for the Commagial Electonics unit.
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Aeronautics
Net sales of th&eronautics sgment deazased ® one pecent in
1998 compaed to 1997after haing increased b eight pecent
in 1997 compard to 1996. EXading the opaations of the sgments
Aerostuuctures lusiness unit dested to GE dumg the burth quater
of 1997,net sales wuld hare inceased ¥ three pecent duing 1998
primarly due to inceased wlume elaed to F-16ifjhter aicraft
and othemodification, maintenance and distic programs.The
1997 incease gncipally resulted fom increased deleries of F-16
fighter aicraft from the pior year

Opexmting profit for the sgment emained elaively steble dur
ing 1998 compad to 1997and inceased ¥ 35 pecent in 1997
compaed to 1996. EXading the opeations of theAerostuctures
business unitppesting profit would have increased v 10 pecent
in 1998 compaed to 1997and ly 33 pecent in 1997 compad
to 1996. Opating profit increased dung 1998 pimairily as a
result of inceased F-16 airaft deliveries and impoved perbrm-
ance on tactical araft programs. Duing 1997 ,0pesting profit
increased due to theeger rumber of F-16 deleries,and the
completion of signitant fight performance milestonevents and
maigin improvements on the C-130ggram.

Information & Services

Net sales of the lefmaion & Sewrices sgment deczased ¥ 19
percent in 1998 compad to 1997and inceased ¥ 10 pecent in
1997 compaed to 1996The decease in 1998eflects the bsence
of the esults of opations of the sgment5 Access Gaphics sk
ness unitdivested to GE in theofith quater of 1997 and the oper
ations of L-3,which were divested dfctive March 30,1997.
Exduding the impact of thesewdistitues,the sgments net sales
for 1998 vould have increased ¥ three pecent compaad to 1997.
Approximately $200 million of this inocease esulted fom higher
sales wlume in cetain tedinology sewices pograms and wlfare
and Bmily sewices pograms,pattially offset by a reduction in sales
due to pedrmance issues in the comrot products bisinesses.
The 1997 net sales irgase eflected a $300 million inease in
sales vlume elaed to commaegial products,system intgration pro-
grams and irdrmaion systems mgrams.The indusion of a full
year of the opetions of cetain businesses acqeid in connection
with the Loml Transaction in 1997ersus nine months in 1996aw
largely offset by the efect of the hsence of L-3 opetions and the
Corporation’s transer of its Space Shuttle gmessing opetions to
United Spacdlliance.

Opexmting profit for the sgment deazased H 24 pecent in 1998
compaed to 1997and ly 27 pecent in 1997 compad to 1996.
Adjusting the 1997 and 1996sults of opettions for the items dis
cussed in the pceding pagraph on a compable basisopeting
profit for 1998 would have deceased ¥ 22 pecent compazd to
1997,and ty 23 pecent in 1997 compad to 1996The opeating
profit deciease ér 1998 esulted fom the impact of the penfm-
ance issues in the commil products lisinesses and the timing
of recaynition of perbrmance impovements in ceain systems
integration programs in 1997The 1997 de@ase esulted fom
unfavorable perbrmance in the ggments commecial product
businessegrimarily CalCompAs disdosed peviously, CalComp
is conducting a timglnon-bankuptcy shutdevn of its opeations.

Energy and Other

Net sales of the Engy and Other sgment inceased ¥ 39 pecent
in 1998 compaed to 1997 after lving deceased signi€antly

in 1997 compaed to 1996The 1998 incease pmarily reflects
additional sales olume in emironmental actities. The net sales
decease in 1997 prcipally resulted fom the dvestitue of
Materials duing the burth quater of 1996.

Opewting profit for this sgment inceased § 10 pecent in 1998
compaed to 1997and ly 18 pecent in 1997 comped to 1996.
In both yeass, improvements in the Cporation’s perbrmance on
celtain ewvironmental pograms vere realizzd and adlitional gains
were recaynized on land sales of $16 million in 1998 conguhto
1997 and $20 million in 1997 comjgarto 1996. Opeting profit
in 1997 vas also ngetively impacted g the dsence of theesults
of opestions of Mderials.
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Negotiated Backlog

(In millions)

Backlog
Total ngotiated baklog of $45.3 billion aDecember 311998
included both urifiled firm orders for the Coporation’s pioducts
for which funding has been auttimed and ppropriated by the
customer (Congess,in the case of L&, Govemment gencies)
and frm orders for which funding has not beempropriated

The fllowing teble shavs total baklog by segment &the end of
ead of the last thee years:

(In millions) 1998 1997 1996
Backlog
Space & Stategic Missiles $16,089 $16,834 $19,463
Electionics 10,646 9,849 10,650
Aeronautics 10,617 13,456 13,408
Informaion & Sewices 7,767 6,674 6,718
Enegy and Other 226 246 167
$45,345 $47,059 $50,406

Total Space & Sategic Missiles baklog deceased ¥ four
percent in 1998 compad to 1997after haing deceased b 14
percent in 1997 compad to 1996The decease in 1998easulted
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principally from contact modifcations to theTitan IV program.
During 1998,the Coporation enteed into an greement with the
U.S. Govemment thaprovides $500 million of funding to delop
the Ewlved Expenddle Laund Vehide. The Coporation will use
its best dforts to design a ptotype to compgl with the launb
cgoability requirments inluded in the greement. Since thigeee
ment does not constitute sopurement contict, funding has been
excluded fom ba&log. The decease in 1997esulted pincipally
from a eduction in tassifed ba&log and aihalization of the
Corporation’s ba&log recaynition policy for the SBIRS prgram.

Total Electonics sgment baklog increased  eight pecent in
1998 compard to 1997after haing deceased § eight pecent in
1997 compaed to 1996. Dung 1998 badklog increased pmatrily
as a esult of nev orders receved for various surbce ship systems
and missile systems adgties. The 1997 de@ase s causedyb
absence of bddog related to theArmament Systems and [@efse
Systems bsinesses dested dung 1997.

Total Aeronautics sgment baklog deceased ® 21 pecent in
1998 compaed to 1997 after hvéng increased slighyl in 1997
compaed to 1996The sgments 1998 baklog was impacted Y
a signifcant decease in n& order actvity from the pior year
principally related to the timing of ne orders. Specitally, during
1998,the govemment of the Unitedrab Emirates selected the
Comoration’s F-16 as its adnced ighter aicraft. The Coporation
is working to secue a defhitive contact,estimded to be erth
over $5 billion,during 1999. In 1997new orders for C-130 ailift
aircraft were offset by the eduction in F-16i§hter aicraft bak-
log and the diestitue of the sgments Aerostiuctures lusiness
badklog to GE.

Total Informaion & Sewices baklog increased ® 16 pecent
in 1998 compaed to 1997after haing deceased slighyl in 1997
compaed to 1996The incease fom 1997 to 1998alded to the

$2,500

Net Cash Provided By
Operating Activities

(In millions)

(a) Refects the bsiness combirieon with Lol Corporation since
April 1996.

1998 avard to the Caporation of the Consolidad Space Opations
Contract by the Naional Aeronautics and Spadelministration,
and inceaseselaed to the eceipt of ne informaion mangement
sewvices contact avards. The decease in 1997esulted fom the
absence of bddog related to the companies thaere divested to
L-3 during 1997.

Liquidity and Cash Flows

Operating Activities

Operting actvities povided $2.0 billion in cash durg 1998,
compaed to $1.2 billion and $1.6 billion grided in 1997 and
1996, respectiely. The signifcant incease in cash pvided by
opertions duimg 1998 vas a esult of impoved opeating cash
flow and educed net &€derl income tax panents.

Investing Activities

The Coporation used $455 million in casloff investing actiities
during 1998,compaed to $185 million mvided dumng 1997 and
$8.0 billion used duing 1996. er the thee years presentedthe
major investments of cashere relaed to popety, plant and
equipment aditions, which dedined 7 pecent in 1998 after a

2 pecent incease in 1997. Durg 1998,$134 million of net cash
was povided ly divestitue and acquisition aefities. Duing 1997,
cash vas pmcipally provided ly the disposition of th&rmament
Systems and Defise Systemsaukinesses and thevdstitue of
L-3. During 1996,the Coporation used $7.3 billion of cash to
finance the Laal Transaction.

Financing Activities

The Coporation used $1.3 billion in caslof financing actiities
during 1998,compaed to $1.4 billion used dung 1997 and $5.7
billion provided dumg 1996. Because omting actvities gener
ated signifcantly more cash dung 1998,the Coporation was
able to educe its total d& by more than $1.0 billion. Dung 1997,
the Coporation also vas dle to decease its shotterm borowings
significantly, while long-tem debt borowings were increased to
finance the GHransaction. Dung 1996,$7.6 billion in cash as
provided though an incgase in indetedness taifiance the Lal
TransactionApproximately $886 million of long-tem debt will
mature in 1999.

During 1998,the Coporation paid $310 million in common
stok dividends,compaed to $299 million and $302 million dag
1997 and 199@Gespectiely. Duiing the thid quater of 1998the
Cormporation’s Boad of Directors goproved an incease to the cash
dividend per sha&r of common stdcto $.22 per sharor $.88
anrually, on a post stdcsplit basisThe inceased diidend vas
effective for dividends delared in the éurth quater of 1998.

Other

The Coporation receves adances on céain contacts to inance
inventoiies.At December 311998, approximately $2.5 billion in
advances elaed to work in process wre received from customes
and ecoded as agduction to imentoies in the Cquoration’s con
solidded balance sheet. Indition, customer adances (typicajl
from foreign govemments and commeial customes) were
approximately $4.0 billion & the end of 1998The Coporation
maintains these amounts asreut ligbilities.
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Capital Structure and Resources

Total débt, including shot-term borowings, deceased $» more
than $1.0 billion dung 1998 fom gproximately $11.9 billion

at December 311997.This decease vas compised of net shar
term debt repayments of $151 million and the nepeyment of
long-tem debt of $870 million.The Coporation’s long-tem debt
is pimarily in the brm of pubicly issuedfixed-rate Notes and
Debentues.At year end 1998he Coporation held cash and cash
equialents of $285 millionwhich were used to padown its com
mercial pger borowings in &rualy 1999.Total sto&holdes’
equity was $6.1 billion aDecember 311998,an incease of nedy
$1 billion from the December 31997 balanceThis inciease
principally resulted fom 1998 net eaings. Consequentlithe
Comoration’s total dét to caitalization ratio improved fom 70
percent & December 311997 to 64 perent @ December 311998.

At the end of 1998he Coporation had in place a shisterm
revolving credit facility in the amount of $2.5 billion fch maures
on May 28,1999,and a long-ten revolving credit facility in the
amount of $3.5 billionywhich maures on December 22001 (cot
lectively, the Cedit Facilities). No borowings were outstanding
under the QGedit Facilities @ December 311.998. Havever, the
Credit Facilities suppdrcommecial pger borowings of gproxi-
maely $1.3 billion outstandingtdDecember 311998. Based on
manaements aility and intention to maintain this amount ofbde
outstanding dr & least one gar $300 million of this amount has
been tassifed as long-ten debt.

The Coporation has entexd into standyp letter of cedit agree
ments and other engements withihancial institutions pmatrily
relaing to the guantee of futue perbrmance on céain contacts.
At December 311998,the Coporation had contingnt ligbilities
on outstanding letterof cedit, gualntees and otherrangements
aggregating gpproximately $1.3 hillion.

In Jaruary 1999,the Coporation filed a shelf egistration with
the Secuties and Exbang Commission to jpwide for the issuance
of up to $2.5 billion in det secuities. The egistration stdement is
expected to be déared efective in the irst quater of 1999.

The Coporation actvely seeks toihance its bsiness in a man
ner tha preseves fnancial fexibility w hile minimizing borowing
costs to thexent pacticdle. The Coporation’s mangement
continually reviews the tlangng financial,maket and economic
conditions to marge the typesamounts and ntarities of the
Comoration’s indétedness. &iodically, the Coporation may
refinance eisting inddtednessyary its mix of variable rate and
fixed iate dévt and the miarities of tha debt, or seek alterative
financing sowes br its cash and opaional needsAs a esult of
the poposed COMSA transactionthe Coporation’s senior long-
term debt rating is curently under eview by one gting agengy.

Cash and cash egalents intuding tempoary investments,
intemally genested cashlbw from opeations and othenilable
financing esouces ae epected to be stitient to meet antiei
paed opeating, cgpital expenditue and dbt sevice requirments
and discetionay investment needs dag the na&t twelve months.
Consistent with the Cporation’s desie to gneste cash to imest
in its coe husinesses an@éduce dbt, manaement anticipes tha,
subject to pevailing financial,matket and economic conditionhe
Cormoration may contirue to dvest cetrain non-coe kusinesses,
passve equity ivestments and splus popeties.

Year 2000 Issues

Like most companietockheed Matin is afected ly Year 2000
issuesAccordingly, all of the Coporation’s kusiness units ar
actively involved in itsYear 2000 Compliance égram (the
Program).The Pogram has been designed to minimiisk to the
Corporation’s kusiness units and its custormersing a standdr
six-phase indusjrapproad. The six phases ihede: Awareness,
AssessmenRenawation, Validation, Implementéion and ®st-
Implementéion. In theAwareness phaséhe poblem is deined
risks and mgnitude of gpairs ae comnunicaed and &ecutve
level suppor and sponsahip is obtainedDuring theAssessment
phasean inventor of assets tttacould be impactedybyear 2000
compliance issues isgpared which indudes intenal information
technolagy (IT) systems (g. hadware, program gplicaions,daa
centes), extemal IT systems (@. customer gducts and deler-
ables,interfaces with thid paties) and non-IT systems.gefacilities,
non-IT equipment).

In the Renwgation phasea plan br remedidion is deeloped
for ead system or mduct based on itsitical naure and isk.
Renovation is considezd complete Wwen these plans @ been
implemented and the actual eersion of the haiware, firmware
or software has occued Renwation of customer mducts and
deliverables, where requested and funded the customeis also
a pat of this phaseTheValidaion phase imolves testing of all
renovated systems to ensuthd they will operate corectly acioss
and duing the nav millennium. Duing the Implement#on phase
renovated and alidaed systems arplaced into lie pioduction
ervironmentsThe RPost-Implemention phase occsrin theYear
2000.This phase will entail monitorg of systems to ensair
Year 2000 compliance and implementingsiness continity
and contingng/ plans as consided necessgr

Lockheed Matin’s Pogram was designed to heve the
Cormporation’s overall goal ofYear 2000 eadiness in a@nce of
the centuy change. The Coporation views Year 2000 wareness
as a continous phase of the &gram tha has esulted in distbution
of news lettes, development of interal and g&temal web sites and
an intenal Year 2000AwarenesdNVeek. Duing 1998 the Assessment
phase s completedAs of December 311,998,the Renwation
phase s proximately 95 pecent completeand théValidaion
and Implementi@on phases ere both gproximately 80 pecent
complete The year 1999 will be used to complete tleenaining
phases of the Bgram,as gpropriate, which will include addressing
late availability of vendor or gvemment funished equipment,
monitoling the stéus ofYear 2000 compliance oendos and cus
tomes (relaed to both pducts andeadiness)completing planned
replacement of systemand deeloping contingng/ and cisis
management plans as deemed necesddanaggement estimas
that the Renwation phase will be completed in thiest quater of
1999,and tha both theValidation and Implementean phases will
be completed in the second gearof 1999 with few exceptions
that include planned ne and contingng/ implementéons.

Management curently estimades tha total costs of the Bgram
will be goproximately $85 million,60 pecent of which had been
expended thwugh December 31,998.These costs wva not been
maerial to the Coporation’s consolidted esults of opettions,
cash fows or fnancial position ér ary prior peiod and based on
information available a this time are not pected to be ntarial in
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ary future pefod. The ilemaining costs arexpected to be décted
primarily toward validation testing and implemeritan actvities.
These estimas indude intenal costs as @il as costsdr outside
consulting serices,but do not intude estim#ed costsdr system
replacements Wich were not acceleted due torear 2000 issues.
No signifcant IT pojects hae been de&fired due tdrear 2000 dbrts.
The costs incued for the Pogram ae allavable in estdlishing pices
for the Coporation’s pioducts and seices undecontracts with the
U.S. Govemment.Therefore, a substantial péion of these costs ar
being eflected in the Cgooration’s sales and cost of sales.

The costs to implement and the timanfre contemptad by the
Program ae based on magaments estimées,which were derved
utilizing numeous assumption®laed to futue esents,including
ead vendors aility to modify proprietary software, the dility of
other thid paties (induding domestic andofeign customesr and
supplies) to successfuylladdress theilvear 2000 issuesiantick
paed issues identéd in executing the Ragram and other similar
uncetainties.While the Coporation expects to esolhe allYear
2000 isks without a mierial adverse impact to its consolitkzd
results of opetions,cash fows or fnancial positionthere can be
no guaantee thathese estintas of costs or timingr tha the
objectives of the Ragram,will be acieved To mitigate theseisks,
the Coporation has 6rmal measwement andaporting processes
in place For example intemal auditos meet veekly with Program
personnel to eview the curent staus of the Rosgram and elaed
issuesand Pogram eviews ae conducted monthlwith ead of
the Coporation’s sgments and quearly at the lusiness unit heel.
In addition, upddes ae presented pévdically to executve mange-
ment,the Boad of Directos and theAudit and Ethics Committee
The Coporation has obtained aitional assuweince though the use
of intemal indgoendent test efronmentsthird paty verification
of randomy selectedenovated and walidated gplicaions,and
intemal audits designed to ensiffear 2000 eadiness. Pgram
assessments Y been conducted/lzustomes and the Defnse
ContractAudit Ageng/ throughout the Fagram.With respect to
third paties,the Coporation is avare thd a rumber of its domestic
and breign key supplies and customerhave just ecenty begun to
aggressvely address theilyear 2000 issues anitherefore, believes
there is sk associted with their ahieving timely Year 2000 com
pliance To mitigate this sk, formal comnunicaion with all of our
key supplies and customsr(induding banks and I$. Govemment
customes) has been inittad as parof the Pogram. In esponse
to this comnanicaion, the Coporation has eceved difering levels

of information from these thit paties to assist in the assessment of

theirYear 2000 eadiness; heever, in most caseghe Coporation
is undle to \erify the accuacy of their esponses. Based onaonf
mation available & this time management beliees tha Program
activities to dae ae consistent with the Bgram’s design.

The Coporation is avare tha a“reasonhbly likely worst case”
scenaio of Year 2000isks could intude isolded interuption of
deliveries from ciitical domestic anddreign supplies, the indility
of critical domestic anddreign customes to conduct bsiness due
to diswuption of their opations, product ligility issues,jsolaed
performance poblems with manfactuing or administative sys
tems,and lde availability of embedled \endor poducts ér which

responsibility 6r Year 2000 compliancessts with theespectie
vendor The consequences of these issueyg imeude inceases in
marufactuing and gneal and administtive expenses until the
issues a resoled lost reverues,lower or delged casheceipts,
and poduct ligbility. The Coporation cannot cuently quantify the
potential effect of these issues on its consdiathesults of oper
tions, cash fows or fnancial positionshould some or a combina
tion of these eents come to pass. Wever, based on irdrmation
available a this time man@ement beliges tha actvities of the
Program designed to mitage these types of issuegamonsistent
with the Pogram’s design.

The Coporation requires assessments @k throughout
Program eecution. Business contiity planning is underay and
will continue though 1999 to adtess isk associted with interup-
tion to key business aas. In connection with these assessments,
Lockheed Matin has deeloped guidelinesof when contingngy
plans ae required and a standéitemplae for use in documenting
sud plans. Br example contingeng/ plans ag required for ary
work tha is steduled to be completed after mid-19@®ere thee
is signifcant iisk of domestic ordreign supplier bain disuption,
or for a nev system implement®n where shiedule or telenical
issues a assessed to be sigoantly at risk, in which case enova-
tion of legagy systems has been or will be merhed Additionally,
while mangementbelieves tha most of the Cgroration’s non-IT
systems will functiorwithout substantial compliancegiiems,
prepartion for events thaare generlly outside the dect contol
of the Coporation (eg. loss of paver or telecommnicdion cga
bilities) have been inkeided as pdrof crisis mangement planning
The Coporation’s plans intude coodinaion with existing emer
geng or ciisis mangement teams within ougéilities to ensue
tha scenaios ae utilized in taining and dfls during 1999.

Environmental Matters

As mote fully descibed in Note 16 to the consoliga inancial
staementsthe Coporation has enterd into tw consent deees
with the US. Ernvironmental RotectionAgeng (EPA) relaing to
cettain popety in Burbank,California, and is opeating under a
clearup and Baement oder from the Calibrnia Regional Water
Quality Contol Boa (the Rgional Boad) regarding its Burbank
facilities. The Coporation estimaes tha total expenditues equird
over the emaining tems of the consent des#s and the Rj@nal
Board order elaed to the Burbank ppety will be gpproximately
$110 million. In adition, the Coporation is responding to thae
administetive oders issued ¥ the Regional Boad in connection
with its facilities in RedlandsCalifornia. The Coporation estimées
that expenditues equired to implement wrk curently approved
by the Rgjional Boad relaed to the Redlandsdilities will be
approximately $110 million.Also in connection with its Redlands
facilities,the Coporation is coodinaing with the US. Air Force,
which is conducting studies of the potential healfle@t of &po-
sure to pechlorates,a regional goundvater contaminanflThe
results of these studies indieaha the Coporation’s curent eforts
with water puweyors regarding pechlorate issues a gpropriate;
however, the Coporation curently cannot poject the &tent of its
ultimate dean-up obgation with respect to pehlorates, if any.
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The Coporation is a paly to various other poceedings and
potential poceedingselaed to emironmental tean-up issues,
including mdters & various sites were it has been desigea a
Potentialy Responsile Party (PRP) ly the ERA or by a stae
ageng. In the &ent the Caporation is ultimaely found to hae
liability at those sites here it has been desigreal a PRPthe
Cormporation anticipaes tha the actual brden br the costs ofame
diation will be shaed with other lihle PRPs. Genally, PRPs tha
are ultimaely detemined to be @sponsike paties ae stictly liable
for site ¢ean-ups and usugligree among themsedg to shas, on
an allocéed basisthe costs andxpensesdr investigation and
remedigion of hazadous méerials. Under gisting ervironmental
laws, however, responsike paties ae jointly and seerally liable
and therefore, the Coporation is potentialy liable for the full
cost of funding sut remedidion. In the unlilely event tha the
Corporation were required to fund the entr cost of sut remedia
tion, the stautory framevork provides thathe Coporation may
pursue ights of contibution from the other PRPAmong the
variables mangement nust assess invaluding costs assodied
with these sites ardhandgng cost estimi@s,contirually evolving
govemmental emironmental standds and cost allwability issues.
Therefore, the naure of these erironmental mters males it
extremey difficult to estim#e the timing and amount of yn
future costs thamay be necesswrfor remedial actions.

The Coporation recods gpropriate financial sttement acarals
for ervironmental issues in the ped in which it is piobadle tha a
liability has been incued and the amounts can e&asonhly esti
maed In adlition to the méers with respect to the Burbank and
Redlands mpeties desdbed dove, the Coporation has acared
approximately $240 million @ December 311998 br other méers
in which an estimge of inancial eposue could be detemined
Management beliges,however, that it is unlikely tha ary addi-
tional liability the Coporation may incur for knowvn ervironmental
issues wuld hare a méeerial adverse efect on its consolidad
results of opations or fnancial position.

Also as moe fully descibed in Note 16the Coporation is
contiruing to pusue ecovery of a signifcant potion of the
unanticipa@ed costs incued in connection with the $180 million
fixed pice contact with the US. Depattment of Enegy (DOE)

for the emedigion of waste dund in Pit 9)Jocated on the Idaho
National Engneeiing and Ermironmental Laoratory resevation.
The Coporation has been unsuccessful tdeda reading ary
agreements with the DOE on costcovery or other contct
restuctuing mdters. In line 1998the DOE through Lokheed
Martin IdahoTedchnolagies Compan (LMITCO), the DOES
manaement contctor on the Pit 9 pject,teminaed the Pit 9
contract for defwlt. On the same t&the Coporation filed a
lawsuit against the DOE in the |$. Cout of Federl Claims tak
lengng and seeking tovertun the dedult temination. In lly
1998,the Coporation withdrew the lequest ér equitdle adjust
ment (REA) it had submitted @riously and eplaced it with a cer
tified REA.This action aised the stas of the REA to adrmal
claim. InAugust 1998 MITCO, at the DOES direction,filed suit
against the Cqguoration in U.S. District Cout in Idaho,seeking
recovety of approximately $54 million peviously paid ty LMITCO
to the Coporation under the Pit 9 corect. In &ruary 1999,the
U.S. Distiict Cout in Idaho ganted the Cquoration’s motion

and stged the Idaho mrceeding until €solution of the motion to
dismiss the hasuit in the US. Cout of Fedeal Claims,or until
August 2,1999.The Coporation contirues to asseits position in
the litigation while contiruing eforts to esole the dispute tlmugh
non-litigation means.

Other Matters

The Coporation uses drward exchange contacts to mange its
exposue to fuctudions in Preign exchang rates. These conticts
are designted as qualifying hedgs of frm commitments or speaif
anticipded tansactionsand elaed gains and losses on the eon
tracts ae recanized in income \wen the heded tansaction occst
At December 311998,the amounts ofdrward exchang contacts
outstandingas well as the amounts ofgns and lossegcoded
during the year were not méerial. The Coporation does not hold
or issue devative financial instuments ér trading puposes.

The Coporation will adopt theAmerican Institute of Ceified
PuHic AccountantsStaement of Bsition (SOP) No. 98-5,
“Reporting on the Costs of Stap Activities” effective aruary 1,
1999.This SOP equires tha, at the efective dde of adoption,
costs of starup actvities previously ceitalized, primarily in
inventoies, be expensed andeported as a cumniative efect of a
change in accounting pnciple, and futher equires tha sud costs
subsequent to adoption bepensed as incted Manggement esti
maes thathe amount of the cunhative efect adjustment to be
recanized upon the adoption of SOP No. 9&Bt of income tax
beneits of gproximately $230 million,will be goproximately
$350 million.
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THE CORPORATION’'S RESPONSIBILITY FOR FINANCIAL REPORTING Locheed Matin Corporation

The mangement of Lo&heed Matin Corporation prepared ands responsike for the consolidizd inancial sttements and alletated
financial inbrmation contained in thiseport. The consolideed inancial stteementswhich indude amounts based on esttemand
judgmentshave been mpared in accadance with gneally acceted accounting prciples goplied on a consistent basis.

The Coporation maintains a system of inted accounting condts designed and intended tayide reasonble assuance thaassets &
sakguaded transactions & piopety executed andecoded in accatance with margements authoization, and accountaility for assets
is maintainedAn ervironment thaestdlishes an ppropriate level of contol consciousness is maintained and moeiaand inkudes
examindions ty an intenal audit stédfand ty the indgpendent auditarin connection with their aoal audit.

The Coporation’s mangement ecanizes its esponsibility to dster a sting ethical Emate. Managgement has issued itten polio
staements vaich document the Cporation’s tusiness code of ethicEhe impotance of ethical bekér is regulaly comnunicaed to all
employees though the distbution of witten codes of ethics and standsof lusiness conducgnd though on@ing educton and eview
programs designed to ege a stong compliance afironment.

TheAudit and Ethics Committee of the Bdawf Directors is composed of eight outsideaditos. This Committee meets pedically with
the indgendent auditay, intemal auditos and mangement to eview their actvities. Both the indgendent auditarand the interal auditos
have unesticted access to meet with membef theAudit and Ethics Committe&vith or without mangement epresentéives pesent.

The consolideed inancial stteements hee been auditedypEmst & Young LLR independent audita; whose eport follows.

(T

Philip J Duke
Vice President and ChiefiRancial Oficer

T) Yo

Todd J Kallman
Vice President and Conttler
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS Lockheed Matin Corporation

Board of Directos and Stokholders
Lockheed Matin Cormporation

We have audited the accompgng consolidéed balance sheet of Lkleeed Matin Corporation as of December 31998 and 1997and
the elaed consolideed stéements of eanings,stokholders’ equity, and cashlbws for eat of the thee yeass in the paod ended December
31,1998.These ihancial sttements a the esponsibilityof the Coporation’s mangement. Our@sponsibility is to xpress an opinion on
these ihancial stteements based on our audits.

We conducted our audits in acdance with gneally acceted auditing standds. Those standds require thda we plan and peofm the
audit to obtaineasonble assuance &out whether theihancial stteements & free of méerial misstdementAn audit indudes &amining
on a test basigvidence suppating the amounts and dissures in the ihancial stteementsAn audit also inkudes assessing the accounting
principles used and sigiiant estimées made Y man@ement,as well as @aluaing the werall financial stéeement pesentéion. We believe
that our audits povide a easonhble basis ér our opinion.

In our opinionthe consolideed fnancial stéeements eferred to dove piesent &irly, in all maeral respectsthe consolideed fnancial
position of Lo&heed Matin Coporation & December 311998 and 1997and the consolidad lesults of its opetions and itcash fows
for ead of the thee yeas in the pepd ended Decemb@&1,1998,in conformity with generlly accgted accounting prciples.

Gt + LLP

WashingtonD.C.

Jarualy 22,1999,except for the
third paegraph of Note 4as to
which the dée is February 11,1999



CONSOLIDATED STATEMENT OF EARNINGS Locheed Matin Corporation

Year ended December 31,

(In millions, except per shae daa) 1998 1997 1996
Net Sales $26,266 $28,069 $26,875
Cost of sales 23,914 25,772 24,594
Eamings flom opeations 2,352 2,297 2,281
Other income andxpensesnet 170 482 452
2,522 2,779 2,733
Interest xpense 861 842 700
Eamings bebre income tags 1,661 1,937 2,033
Income tax epense 660 637 686
Net Eamings $ 1,001 $ 1,300 $ 1,347
Earnings (Loss) er Common Shae:*
Basic $ 2.66 $ (1.56) $ 3.40
Diluted $ 2.63 $ (1.56) $ 3.04

*As moe fully descibed in Notes 3 and &) 1997 the Cqguoration reacquied all of its outstanding SesA preferred sto& resulting in a deemedwddend
of $1,826 million. Br pumposes of computing net losspdicable to common stécfor basic and diluted loss per skeathe deemed pierred stok divi-
dend vas deducted &m 1997 net eaings.

See accompaing Notes to Consolided Fnancial Staements.



CONSOLIDATED STATEMENT OF CASH FLOWS

Lockheed Matin Comporation

(In millions)

Year ended December 31,
1998 1997 1996

Operating Activities
Net eanings

Adjustments togconcile net eaings to net cash pvided by opegting actvities:

$ 1,001 $ 1,300 $ 1,347

Deprecigion and amdization 569 606 732
Amortization of intangble assets 436 446 402
Deferred federl income tags 203 155 (251)
GE Transaction — (311) —
Materials transaction — — (365)
Merger related and consolideon payments — (68) (244)
Changs in opesting assets and lnlities:
Recevables 809 (572) (328)
Inventoiies (1,183) (687) (125)
Customer adances and amounts iRaess of costs incred 329 1,048 544
Income taes 189 (560) (158)
Other (322) (149) 82
Net cash pvided by opegting actvities 2,031 1,208 1,636
InvestingActivities
Expenditues br propety, plant and equipment (697) (750) (737)
Loral Transaction — — (7,344)
Divestitue of L-3 companies — 464 —
Divestitue of Armament Systems and @efse Systems — 450 —
Other acquisition and déstitue actvities 134 12 —
Other 108 9 52
Net cash (usedf) provided ly investing actrities (455) 185 (8,029)
Financing Activities
Net (decease) in@ase in shoiterm borowings (151) (866) 1,110
Increases in long-ter debt 266 1,505 7,000
Repayments andxinguishments of long-ter debt (1,136) (219) (2,105)
Issuances of common stoc 91 110 97
Dividends on common stkc (310) (299) (302)
Dividends on peferred sto& — (53) (60)
Redemption of mfered sto& (51) (1,571) —
Net cash (usedf) provided ty financing actiities (2,291) (2,393) 5,740
Net inciease (de@ase) in cash and cash eqlénts 285 — (653)
Cash and cash egalents &beginning of year — — 653
Cash and cash egalents aend of year $ 285 $ — $ —

See accompaing Notes to Consolided Fnancial Staements.



CONSOLIDATED BALANCE SHEET

Lockheed Matin Comporation

December 31,

(In millions) 1998 1997
Assets
Curent assets:
Cash and cash eguailents $ 285 $ —
Recevables 4,178 5,009
Inventoies 4,293 3,144
Deferred income tags 1,109 1,256
Other curent assets 746 696
Total curent assets 10,611 10,105
Propety, plant and equipment 3,513 3,669
Intangble assetsalaed to contacts and mgrams acquied 1,418 1,566
Cost in &cess of net assets acauair 9,521 9,856
Other assets 3,681 3,165
$28,744 $28,361
Liabilities and Stokholders’ Equity
Curent ligbilities:
Accounts pgable $ 1,382 $ 1,234
Customer adances and amounts irRaess of costs incred 4,012 3,644
Salares, beneits and pgroll taxes 842 924
Income taes 553 364
Shot-tem borowings 1,043 494
Curent maurities of long-tem debt 886 876
Other curent ligbilities 1,549 1,653
Total curent liabilities 10,267 9,189
Long-tem debt 8,957 10,528
Post-retirement benéf liabilities 1,903 1,993
Other licbilities 1,480 1,475
Stodholdes’ equity:
Common stok, $1 par walue per shar 393 194
Additional paid-in caital 70 25
Retained eaings 5,856 5,173
Uneaned ESOP shas (182) (216)
Total sto&holdes’ equity 6,137 5,176
$28,744 $28,361

See accompaing Notes to Consolided Fnancial Staements.
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CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Lockheed Matin Comporation

Additional Uneamed Total
Preferred Common  Paid-In Retained ESOP Stodkholdes’ | Compehensie

(In millions, except per shae daa) Stok Stok Capital Eamings  Shaes Equity Income
Balance aDecember 311995 $1,000 $199 $683 $4,838 $(287) $ 6,433
Net eanings — — — 1,347 — 1,347 $1,347
Dividends delared on peferred sto&

($3.00 per sha) — — — (60) — (60)
Dividends delared on common stéc

($.80 per sha) — — — (302) — (302)
Stok awards and optionsand ESOP aatity — 2 151 — 35 188
Stok exchanged for Materials shaes — (8) (742) — — (750)
Balance aDecember 311996 1,000 193 92 5,823 (252) 6,856
Net eanings —_ —_ — 1,300 — 1,300 $1,300
Dividends delared on peferred sto&

($2.65 per sha) — — — (53) — (53)
Dividends delared on common stéc

($.80 per sha) — — — (299) — (299)
Stok awards and optionsand ESOP aatity — 1 161 — 36 198
Redemption of mferred sto& (2,000) — (228) (1,598) — (2,826)
Balance aDecember 311997 — 194 25 5,173 (216) 5,176
Net eamings — — — 1,001 — 1,001 $1,001
Dividends detared on common stok

($.82 per shae) — — — (310) — (310) —
Stodk awards and options,and ESOP actvity — 2 204 — 34 240 —
Stodk issued br acquisitions — — 38 — — 38
Other comprehensve income — — — (8) — (8) (8)
Two-for-one sto& split — 197 (297) — — — —
Balance @ December 31,1998 $ —  $393 $ 70 $5,856 $(182) $ 6,137 $ 993

See accompaing Notes to Consolided Fnancial Staements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 311998

Note T—Summary of Significant Accounting Policies

Organization—Lockheed Matin Comporation (Lockheed Matin

or the Coporation) is engged in the congaion, reseach, design,
developmentmarufactuse, integration and opeation of adzanced
technology systemsproducts and seices. Its poducts and s&r
ices mnge from aircraft, spaceaaft and launk vehides to missiles,
electonics,informaion systemstelecomnunicaions and eney
mana@ement.The Coporation sexes customerin both domestic
and intendional deknse and commeial makets,with its piinci-
pal customes being gencies of the L&, Govemment.

Basis of consolidation and use of estimates—The consolideed
financial stteements inde the accounts oftelly-owned and
majoiity-owned subsidiaes. Intecompaly balances andansactions
have been eliminizd in consoliddon. The peparation of consok
dated inancial stéeements in corrmity with geneally acceted
accounting gnciples equires mangement to mad estimges and
assumptionsncluding estimées of anticipged contact costs and
reverues utilizd in the earings ecaynition piocesstha affect the
reported amounts in therfancial sttements and accompgang
notesActual results could dfer from those estintas.

Common stock split—In October 1998the Boad of Directors of
the Coporation authoized a tvo-for-one split of the Cquoration’s
common stok in the brm of a stok dividend The sto& split

was efected on December 31998 to stokholdess of recod a
the dose of lusiness on December 1998. In the accompgimg
Consolidéed Stéement of Eamings and Notes to Consoliga
Financial Steementsall references to shas of common std&cand
per shae amounts ha beenestded to eflect the stok split. In
addition, an amount equal to the palwe of the shas distibuted
to effect the stok split has been anserred from adlitional paid-in
cgpital to common stdc

Classifications—Recevables and imentoiies ae pimatrily attribut-
able to long-tem contacts or pograms in pogress or which the
relaed opeating cycles ae longer than one gar In accodance
with industy practice these items @rinduded in curent assets.
Book overdrafts,which ale immaderial, are induded in curent lia
bilities. Cetain amountsdr prior yeais have been edassifed to
conform with the 1998 mrsentéon.

Cash and cash equivalents—Cash and cash egailents ag net
of outstanding lceds thd are funded dajl as pesenteddr payment.
Cash equialents ae generlly compised of highy liquid instiu-
ments with maurities of thiee months or lesshen puchased Due
to the sharmaturity of these insumentscarying value on the
Corporation’s consolidéed balance sheepproximates fir value

Receivables—Recevables consist of amounts billed and i@mntly
due flom customes, and unbilled costs and aced pofits pimar-
ily relaed to everues on long-ten contacts thahave beeneca-
nized for accounting pyooses bt not yet billed to customet

Inventories—Inventoies ae staed d the laver of cost or estimad
net realizale value Costs on long-ten contacts and ggrams in
progress epresent ecoverable costs incwed for production,allo-
cable opesting overhead andwhere gpropriate, reseach and
development and gneal and administtive expenses. Psuant

to contact povisions,agencies of the 5. Govemment and céain
other customer have title to,or a secuty interest in,inventoiies
relaed to sub contacts as aasult of pogress pgments and
advances. Sut progress pgments and adinces & reflected as
an ofset gainst the elaed irventoy balances. Other customer
advances & dassifed as curent lisbilities. Geneal and admin
istrative expenseselaed to commarial products and seices
provided essentiafl under commeial teims and conditions ar
expensed as incted Costs of other pduct and supglinven
tories ae piincipally detemined ly the frst-in, first-out or aerage
cost methods.

Property, plant and equipment—Propety, plant and equipment
are caried piincipally a cost. D@recidion is povided on plant
and equipmenteneally using acceleted methods dimg the frst
half of the estimid useful Nes of the assets; treafter straight-
line deprecidion geneally is used Estimded useful Nes gneally
range from 8 yeass to 40 ars for buildings and 2 gass to 20 wars
for madinery and equipment.

Intangible assets—Intangble assetsalaed to contacts and -
grams acquid ae amotized over the estimi@d peiods of benef
(15 yeass or less) and ardisplged on the consolided balance
sheet net of accumeted amatization of $800 million and $651 mil
lion & December 311998 and 199%espectiely. Cost in &cess of
net assets acqed (godwill) is amottized rtably over gpropriate
petiods, primarily 40 yeass, and is displged on the consolided bat
ance sheet net of accutated amatization of $1,103 million and
$881 million & December 311998 and 1997%espectiely. The car
rying values of intanijple assetsas vell as other long-lied assets,
are reviewed if, as desébed in Stéeement of FhancialAccounting
Standads (SFAS) No. 121,Accounting br the Impaiment of
Long-LivedAssets anddr Long-LivedAssets to Be Disposed Of
changes in the dcts and coumstances indita potential impair
ment of their caying valug and ay impairment detemined is
recoded in the cuent peiod. Impaiment is meased by compar
ing the discounted casltoWs of the elated husiness opetions to
the apropriate carying values.

Investments—Other assets ihede irnvestments in equity segur
ties of afiliated companies accounteatr funder the equity method
of accountingUnder this method of accountinghich geneally
applies to ivestments tharepresent a 20 peent to 50 parent
ownership of the equity secities of the inesteesthe Copora-
tion’s shae of the earings of the difliated companies is ihaded
in other income andxpensesThe Coporation recaynizes cu
rently gains or losses &ing from issuances of sthdy wholly-
owned or majaty-owned subsidiaes or ly equity method
investeesThese @ins or losses aralso intuded in other income
and &penses. Other assets alsdude investments in companies
in which the Coporation’s avnership inteest is less than 20 per
cent.These inestments & genenlly accounteddr under the cost
method of accountingotal investments inaded in other assets
were $948 million and $645 milliontdbecember 311998 and
1997, respecitiely.

Environmental matters—The Coporation recods a lidility
for ervironmental méers when it is pobéable tha a ligbility has
been incured and the amount can kEasonbly estimaed A
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substantial pdion of these costs arxpected to beeaflected in
sales and cost of sales puant to US. Govemment greement
or regulation. At the time a lidility is recoded br future ewiron-
mental costsan asset isscoded Dr estim&ed futue recovery
consideed pobéable through the picing of products and seices
to agencies of the L. Govemment.The potion of those costs
expected to be allotad to commarial business iseflected in
cost of salestethe time the lihility is estadlished

Sales and earnings—Sales and anticiped pofits under long-
tem fixed-pice pioduction contacts ae recoded on a peentae
of completion basigjeneally using units of deliery as the meas
urement basisar efort accomplishedEstimded contact pofits
are talen into eamings in popottion to recoded sales. Sales under
cettain long-tem fixed-pice contacts vhich, among other things,
provide for the delery of minimal quantities orequire a signii-
cant amount of deelopment €brt in relaion to total contact \alue
are recoded upon atievement of pedrmance milestones or using
the cost-to-cost method of accountingese sales and pfits ae
recoded based on thetio of costs incued to estimted total costs
at completion.

Sales under coseimhursement-type cordcts ae recoded as
costs ae incured Applicable estiméed pofits are induded in
eanings in the popottion tha incurred costs bear to total estited
costs. Sales of pducts and seices povided essentiafl under
commecial tems and conditions arecoded upon shipment or
completion of spediéd tasks.

Amounts epresenting conéct dhiang oders, claims or other
items ae induded in sales oglwhen thg can be eliably estimaed
and ealizdion is piobable. Incentves or penalties andvards
appliceble to perbrmance on con#cts ae considegd in estiméng
sales and pfit rates,and ae recoded when thee is suficient
information to assess anticife contact perbrmance Incentve
provisions which increase or deease eanings based solglon
a single signitant ezent ae generlly not recaynized until the
event occus.

When adjustments in coatt \alue or estimied costs & deter
mined ary changes flom piior estimaes ae reflected in eatings
in the curent peiod. Anticipated losses on coratcts or pograms in
progress ag chaged to eamings when identifed.

Research and development and similar costs—Corporation-
sponsoed leseach and deelopment costs pnaily incude eseath
and deelopment and bid and gosal diorts related to gvemment
products and seices. Excet for cetain arangements desibyed
belaw, these costs argeneally incdluded as parof the gnerl and
administetive costs thizare allocaed among all cordicts and fr
grams in pogress under L. Govemment contactual arangements.
Corporation-sponsced poduct deelopment costs not otherwise allo
cable ae thaiged to &pense wen incured Under cetain arange-
ments in vhich a customer shes in poduct deelopment costghe
Corporation’s potion of sut uneimbursed costs isxpensed as
incured Custometsponsoed leseach and deelopment costs
incurred pusuant to conficts ae accountedor as conict costs.

Derivative financial instruments—The Coporation may use dek-
ative financial instuments to marge its exposue to fuctuaions
in interest mtes and dreign exchang rates. Brward exchang

contracts ae designted as qualifying hedgs of frm commitments or
specifc anticipded tansactions. Gains and losses on thestads
are recagynized in income \Wen the heded tansactions occuAt
December 311998,the amounts ofdrward exchang contacts
outstandingas well as the amounts ofans and lossegcoded
during the year were not méerial. The Coporation does not hold
or issue devative financial instuments 6ér trading puposes.

Stock-based compensation—The Coporation measugs compen
sdion cost br stok-based compensan plans using the iritrsic
value method of accounting asepcibed inAccounting Pinciples
Board Opinion No. 25;Accounting br Stok Issued to Emplgees,
and elaed intepretaions. The Coporation has adopted those
provisions of SRS No. 123,*Accounting br Stok-Based
Compenstion,” which require disdosure of the po forma efect

on net earings and earings per sharas if compensi@n cost

had beenecanized basedipon the estintad fair value & the

dae of gant for options aarded

New accounting pronouncements adopted—Effective aruary 1,
1998,the Coporation adopted S&S No. 130,'Reporting Compe-
hensve Income& SFAS No. 130 estalished nev rules br reporting
and distosure of compehensie incomewhich is composed of
net eanings and ceain items of other comphensie income as
defined in the Steement.The adoption of S&S No0.130 had no
impact on the Cquoration’s net earings.The Coporation’s other
compehensie income consists jpnarily of foreign cureng trans
lation adjustments. In @r yeas, sud adjustments are recoded in
other liailities; howvever, in 1998,the accurlated balanceelaed
to foreign transldion adjustments as edassifed to sto&holdes’
equity The accurnlated balance and acity for ead year pesented
were insignifcant.

Effectve December 311,998,the Coporation adopted S&S
No. 131,“Disclosures dout Sgments of an Entprise and Reled
Informetion.” SFAS No. 131 estalished standals for the vay in
which pullicly-held companieseport financial and desiptive
information out their opeating sgments inihancial stéeements
for both inteim and annal perods,and equires adlitional disdo-
sures with espect to mrducts and seices,geagraphic aeas of
opertion and major customgrThe adoption of S&S No. 131
had no impact on theumber or composition of the Guoration’s
reported husiness sgments,or on its consolidad lesults of oper
tions, cash fows or fnancial positionput did incease the lel
of disdosure of sgment inbrmation (see Note 17).

New accounting pronouncements to be adopted—In March
1998,theAmerican Institute of Ceified Pullic Accountants
(AICPA) issued Steement of Bsition (SOP) No. 98- Accounting
for the Costs of Computer Sofive Deseloped or Obtainedf
Intemal Use’ The SOP is ééctive for fiscal yeais beginning after
December 151998,and will require the caitalization of cetain
costs incured in connection with deloping or obtaining softare
for intemnal use after the tkaof adoptionThe Coporation will
adopt this SOP &dctive Aruary 1,1999.Although the adoption
of this SOP is xpected to dect the timing of futue cash lbws
under contacts with the UB. Govemment,managiement does not
expect the adoption will hee a méerial effect on the Cquoration’s
consolidéed results of opations, cash fows or fnancial position.
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In April 1998,the AICPA issued SOP No. 98-5Reporting on the
Costs of StarUp Activities” SOP No. 98-5 mvides authdtative
guidance on accounting ariddncial eporting related to costs of
stat-up actvities. This SOP equirs théa, at the efective dde of
adoption,costs of stdrup actvities previously cepitalized primarily
in inventoies, be expensed andeported as a cumnlative efect of a
change in accounting pmciple, and futher requires tha sud costs
subsequent to adoption bepensed as incted SOP No. 98-5 is
effective for fiscal yeas bainning after December 13998.The
Corporation will adopt this SOP &ctive Jaruary 1,1999,and man
agement estimas tha the amount of the cuntetive efect adjust
ment to beecaynized upon its adoptiomet of income tax benes
of approximately $230 million,will be approximately $350 million.

In June 1998the HnancialAccounting Standais Boad (FASB)
issued SAS No. 133,"Accounting br Deiivative Instuments and
Hedgng Activities” SFAS No. 133 povides authdtative guidance
on accounting andrfancial eporting for deivative instuments,
including cetain deivative instuments embetkd in other con
tracts (collectiely referred to as devatives),and br hedgng acti-
ities. The Stéement equires the ecaynition of all deivatives as
either assets or ldities in the consolidad balance sheeind the
peliodic measuement of those instments afair value The dasst
fication of gains and losseesulting fom danges in the &ir values
of deiivatives is dpendent on the intended use of the\dtive
and its esulting desigri#on, as futher defned in the St@ment.
SFAS No. 133 equirs adoption no tar than druary 1, 2000, but
eaty adoption is allwed, and initial gplicaion must be as of the
beginning of a fscal quater. Additionally, the Stéement cannot be
applied etroactively to prior peiiods.At adoption,existing heding
reldionships nust be desigriad ane and documented pswant to
the povisions of the St@ment.The Coporation is curently ana
lyzing and assessing the impactttthee adoption of S&S No.133
is expected to hee on its consolidad esults of opetions,cash
flows and inancial position.

Note 2—Transaction Agreement with COMSAT Corporation

In September 1998he Coporation and COMSA Corporation
(COMSAT) announced thidghey had entexd into anAgreement and
Plan of Meger (the Meger Agreement) to combine the companies
in a two-phase @insaction with a total estireal \alue of g@proxi-
mately $2.7 billion & the d&e of the announcement (the Mder).
The MegerAgreement has beempproved ty the especire Boads
of Directos of the Cgporation and COMSA. In connection with
the frst phase of thisansactionthe Coporation commenced a cash
tender offer (theTender Offer) on Sptember 251998,to purchase
up to 49 perent,subject to ceain adjustmentsyf the outstanding
shaes of common stécof COMSAT on the d&e of puchase aa
price of $45.50 per sharwith an estimted \alue of $1.2 billion.
Under the Meger Agreementthe Tender Offer will be extended or
peliodsof up to 60 dgs until the edier of (i) September 181999,
or (i) satisfaction of cetain conditions to losing The second phase
of the tansactionyhich will result in consumnt@n of the Meger,
will be accomplishedyan echang of one shar of Lokheed
Martin common stok for eat shae of COMSA common stok.
The consumnt#on of theTender Ofer is subject toamong
other thingsthe aproval of the Meger by the stok&holdes of

COMSAT and cetain regulaory approvals,including gproval by
the Fedeal Comnunicdions Commission (FCCY.he sto&holdess
of COMSAT are expected to wte on the pyposed Meger &
COMSAT’s anmial meeting of stddiolders on dine 18,1999. Upon
closing the Coporation will account br its investment in COMSA
under the equity method of accountil@pnsummton of the Meger
is subject toamong other thingshe enactment of ¢gslation nee
essay to allov Lockheed Matin to acquie the emaining shas of
COMSAT common stok and cetain adlitional regulatory approvals
including anti-tust dearance ly the Dgoaitment of distice The
Merger, upon consummtan, will be accounteddr under the pur
chase method of accountinij the Tender Offer is consumntad
but the necessgilegislation is not enacted and theditibnal regu-
latory approvals ae not obtainecthe Coporation will not be dle
to adieve all of its objecties with espect to the COMSAtransae
tion and will be unble to eercise contol over COMSA.

The Coporation is not curently designéed ty the FCC as an
“autholized common caier,” and as sutis pohibited flom ovn-
ing mote than 10 peent of COMSA. The Coporation has iled
an gplicaion with the FCC to be desigteal an“authotized
common caiier” and to puchase up to 49 peent of COMSA.

On Aruary 21,1999,the Chaiman of the House Committee on
Commece and the Chainan of the Serta Subcommittee on
Comnunicdions sent a letter to the FCQging the FCC not to
take ary action to pemit ary company to puchase mae than 10
percent of COMSA prior to Congess adopting sellite industy
reform legislation. If the FCC vere to delg or slaw its review of
the Coporation’s filings with respect to th@ender Ofer, and if
Congess does not mekapid progress on dallite industy
reform legislation, the Tender Ofer mg not be consumnted by
September 181999. If this occus, either paty may terminae the
Merger Agreement or both paes mg elect to amend the Mgar
Agreement toxend this dee. If the FCCS review is not delgted
or sloved and th&ender Ofer is consumntad, but the lgislative
process elative to s&ellite industy reform legislation moves
slowly, the Meger is unlilely to occur in 1999.

In August 1998the Coporation announced theofmation
of Lockheed Matin Global Telecomnunicaions, Inc. (Global
Telecomnunicaions),a wholly-owned subsidiar of the Copora-
tion. Effective Jarualy 1, 1999,Global Telecomnunicaions com
bined irvestments in seral existing joint \ventues and elements
of the Coporation under a dedidad mangement teamdcused on
cgpturing a geder potion of the vorldwide telecomranicaions
sewvices maket. The Coporation intends to combine the opgons
of GlobalTelecomnunicaions and COMSA upon consumnien
of theTender Offer and the Meger noted hove.

Note 3—Transaction Agreement with
General Electric Company

In November 1997the Coporation exchanged all of the outstand
ing capital stod of its wholly-owned subsidiar, LMT Sub, for all
of the outstanding SiessA preferred sto& held ty Geneal Electic
Company (GE).The SeiesA prefered sto& was cowettible into
approximately 58 million shaes of Lo&kheed Matin common
stok. LMT Sub was composed of twnon-coe commecial busk
ness units wich contibuted gproximately five pecent of the
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Corporation’s 1997 net salekpckheed Matin’s investment in a
telecomnunicaions patership,and gproximately $1.6 billion in
cashwhich was initially financed though the issuance of commer
cial pger; havever, $1.4 billion was subsequentirefinanced with
a note due November 172002 and bearg interest & 6.04%,from
Lockheed Matin to LMT Sub The fair value of the non-cash net
assetsechangd was gproximately $1.2 billion.

The GETransaction ws accountecf & fair valug and esulted in
the reduction of the Cqoration’s sto&holders’ equity by $2.8 billion
and the ecanition of a tax-fee @in, in other income andxgenses,
of approximately $311 million duing the burth quater of 1997 For
purposes of detenining net loss jgplicable to common stdcused in
the compution of loss per sherthe excess of thedir value of the
consideetion transered to GE (pproximately $2.8 billion) aser the
carying value of the SéesA prefered stok ($1.0 bilion) was teaed
as a deemed gferred stok dividend and deducteddm 1997 net
eanings in accatance with theagquirements of the Emging Issues
Task Force’s Issue D-42This deemed gidend had a sigridant
impact on the loss per skatalculéions,but did not impacteported
1997 net eanings.The efect of this deemedddend vas to educe
the basic and diluted per seamounts ¥ $4.93.

During the second quigr of 1998the fnal detemination of
the dosing net vorth of the lusinessesxehanged was completed
resulting in a pgment of $51 million fom the Coporation to MRA
Systems|nc. (formedy LMT Sub).This final settlement did not
impact the gin peviously recoded on the ainsaction. Subsequentl
the emainder of the cash iluled in the tansaction ws efinanced
with a note ér $210 million,due Navember 172002 and beang
interest & 5.73%,from Lodkheed Matin to MRA Systemsinc.

Note 4—Other Acquisitions and Divestitures

In July 1997,the Coporation and Nothrop Glumman Cagporation
(Northrop Glumman) announced thdney had entexd into an
agreement to combine the companidsereby Northrop Glumman
would become a holly-owned subsidigr of Lockheed Matin.
The poposed meger with Nothrop Glumman vas teminaed by
the Boad of Directors of Lokheed Matin in July 1998.

In March 1997 the Coporation executed a défitive agreement
valued & gpproximately $525 million to eposition 10 non-ca&
business units as awendgpendent companL-3 Comnunicaions
Corporation (L-3), in which the Coporation retained an gproximate
35 pecent avnership inteest & closing These bisiness units
contiibuted gproximately two pecent of the Cgroration’s net
sales dung the thee month péod ended Mash 31,1997.The
transactionyhich dosed omApril 30, 1997 with an dective
date of March 30,1997,did not hae a méerial impact on the
Cormporation’s eanings. Dumg May 1998,L-3 completed an initial
pubic offering resulting in the issuance of anditbnal 6.9 million
shaes of its common st&do the pubc. This transaction eésulted
in a reduction in the Cquoration’s ovnership to g@proximately
25 pecent,and the ecaynition of a petax @in of $18 million in
other income andxpensesThe @in inceased net eaings ty
$12 million, or $.03per diluted sha At December 311998 and
1997,the Coporation’sinvestment in L-3 totaled $77 million and
$49 million, respectiely.

In February 1999,4.5 million shaes peviously owned ly the
Corporation were sold as panof a secondgrpulic offering
by L-3. This transactionesulted in a fuher reduction in the
Corporation’s avnership to gproximately 7.1 pecent. Mangement
estimdes thathe quin recanized on this @ansaction will incease
net eanings Dr the frst quater of 1999 [y an amount beteen
$75 million and $85 million. Subsequent to thenisactionthe
Corporation’s remaining iwestment in L-3 will be accounted
for as an ailable-for-sale ivestmentas deihed in SRS No. 115,
“Accounting br Cetain Investments in Digt and Equity Secities”
Under SRS No. 115,nvestments in\ailable-for-sale seclities
are adjusted toaflect curent maket values aead reporting
petiod, with resulting unealized qains or lossesgjet of income
taxes,reported as a component of other coelpensie income

During the thid quater of 1996the Coporation announced its
intention to distibute via an gchang ofer its 81 perent inteest
in Martin Marietta Mderials, Inc. (Materials) to its stokholdess. In
October 1996gpproximately 15.8 million shaes of the Cqoration’s
common stok were exchanged for the 37.35 million shas of
Materials common stdcheld ly the Coporation. Upon the
closing of this tansactionthe Coporation had no emaining avn-
ership inteest in Maerials and hadeduced its common sles
outstanding ¥ approximately four pecent.This fourth quater
1996 exchange was accountecbf & fair value resulting in the
reduction of the Cqoration’s sto&holdeis’ equity ky $750 million
and the ecaynition of a petax @in of $365 million in other
income and xpenses.

In November 1996the Coporation announced the pposed
divestitue of two of its husiness unitshrmament Systems and
Defense Systemhis transactionwhich conduded with the
Comoration’s receipt of $450 million in cash irmduarly 1997,had
no pretax efect on the esults of opations for 1997 or 1996.

On a combined basithe Mderials exchange and theA\rmament
Systems and Defse Systemswistitue noted bove increased
1996 net eanings ty $351 million.

In April 1996, the Coporation consummigd its lusiness com
bination with Loral Comporation (Loral) for a total puchase pice,
including acquisition costaf approximately $7.6 billion (the Loal
Transaction). In adition to the acquisition of Lat's deknse elec
tronics and systems irgestion husinesseghe Loml Transaction
resulted in the Cqoration acquimg shaes of pefered stok of
Loral Space & Comnumicdions,Ltd. (Loral SpaceCom)a nevly-
formed compay which were cowettible into 20 pecent of Loal
SpaceCons common stdcon a diluted basist ahe dae of acqui
sition. The Coporation’s investment in Lasl SpaceCom totaled
$393 million @ December 311998 and 1997and the &ir value &
December 311998 was estimted to be pproximately $650 mit
lion. The Loml Transaction \&s accountedf using the puhase
method of accounting he lusinesses acqeid in connection with
the Lol Transaction ha been inltided in the esults of opex
tions of the Cagporation sinceApril 1996.

Note 5—Restructuring and Other Charges

During the burth quater of 1998 CalCompTecnolagy, Inc.
(CalComp),a majoity-owned subsidiar of the Coporation,
made a decision todist cerain of its lusinesses and cdnded
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an evaludion of its lemaining opeations. Lder in the quaer, the
Cormporation notified CalComp thiait would not incease gisting
credit for CalComp to suppbonging opesations. Subsequent!
the Coporation agreed to povide financing subject to ceain con
ditions,for a plan poviding for the timey non-bankuptgy shut
down of CalComps husinessThe dove actions esulted in the
recoding of a burth quater 1998 norecuring and umisual petax
chaige, net of stée income tax benié$, of $233 million.This chaige
reduced net eamgs ty $183 million,or $.48 per diluted shar

The petax hage reflected the dects of impaiment elaed to
goodwill of approximately $75 million; witedowvns of gproxi-
mately $73 million to eflect other assetd astimaed recoverable
values; estimd seerance and other costslaed to emplgees
of approximately $25 million; estimged costselaed to varanty
obligations,and puchase and other commitments ppaximately
$37 million; and other estinted it costs,primaiily relaed to
facilities, of approximately $23 million.

During the burth quater of 1997 the Coporation recoded
nonrecuring and umisual petax thaiges,net of stée income tax
beneits, totaling $457 millionwhich reduced net eaings ly
$303 million.The dages vere identifed in connection with the
Corporation’s review, which conduded in the durth quater, of
non-stetegic lines of lusinesspon-coe investments and c&in
other asset#\ pproximately $200 million of the petax haiges
reflected the estimad efects of &iting non-stetegic lines of lusi
ness,jncluding amountselaed to theiked pice systems delop
ment line of lisiness in the an of dildren and &mily sewices,
and elaed to inceases in estinted exposues eldive to the ewi-
ronmental emedidion lines of lusiness initial} identified in 1996
and br which initial estimaes of &posue were piovided in the
fourth quater of 1996.These inceases in estinbdd xposues vere
based on mer curent information, including deteioration in a
pattner’s financial condition asvidenced § the patmer seeking
protection under the bankptcy laws. The emaining bages
reflected impaiment in the alues of arous non-coe investments
and cetain other assets irekping with the Coporation’s contirued
focus on car opesations. These baiges,in combinaion with the
gain recgynized on the GHransaction (see Note 3)eceased
diluted loss per sharfor 1997 ly $.02.

During the burth quater of 1996 the Coporation recoded
nonrecuring pretax dhaiges,net of stée income tax benis,
of $307 million,which deceased net eaings ty $209 million.
Approximately one-half of the lsaiges eflected the estimad
effects of teminaing a lusinesselaionship brmed to povide
ervironmental emedidon sevices to gvemment and commeial
customes worldwide, and the initial estintad efects elaed to
manaements decision todt a cetain ewvironmental emedidion
line of kusiness. Chges of @proximately $85 millionwere identk
fied in connection with anvaludion of the Coporation’s future
strategic focus,and eflected impaiment in the glues of non-
core investments and c@in other assetshich were other than
tempoaty in naure. The emaining bawges of @proximately $75
million were relaed to costsdr facility closings and &nskrs of
programs esulting fom mangements decision to inade the oper
tions of the bisiness units acqeid in the Loal Transaction in the

Electonics,Informaion & Sewices,and Enegy and Other sgments.

These baiges,combined with the éécts of the Mterials exchange

and theArmament Systems and Refke Systems\distitue (see
Note 4),increased diluted eaings per sharby $.32.

As of December 311,998, initiatives undeaken as parof the
1997 and 1996hawges elaing to the Coporation’s reviews of
non-coe irvestments and cein other assetshich resulted
in impaiment in \alues of those assefacility closings and ains
fers of poograms esulting fom the consumntian of the Loal
Transactionand the teaminaion of a lusinesselaionship Hrmed
to provide ewvironmental emedidion sewrices,which in total
represented pproximately 75 pecent of the amounts iginally
recoded have been completed consistent with the giomation’s
original plans and estines.Actions contemplieed as parof the
Corporation’s &it from a cetain ervironmental emedidon line of
business and axied pice systems deslopment line of bsiness in
the aea of tildren and &mily sewvices hae not been completed
Accordingly, included in lidilities & December 311998 ae
amounts elaed to these actionshich, in the opinion of marge-
ment,are adequie to complete theemaining initidives orginally
contempl&ed in the 1997 and 199@ages. Duing 1998 and 1997,
the efects on the Cqoration’s net eamings of adjustments asseoci
ated with these ltaiges were not méerial.

During 1995,the Coporation recoded petax damges of $690
million from mepger relaed epenses in connection with therf
mation of Lodkheed Matin and the elaed coporate-wide consobi
daion plan.The dages epresented the ption of the acared
costs and nekealizable value adjustments thavere not pobable
of recovery. In adlition, the Coporation has incured costs tlough
the end of 1998 hich were anticip&ed in the 1995 consolitlan
plan lut had not met theequirements ér accual ealier. These
costs intude elocaion of pesonnel and grams,retraining
process e-engneeing and cetain caital expenditues,among
othess.As of December 311998, curmulative meger relaed and
consoliddéion payments vere gproximately $1.1 billion. Consis
tentwith the oiginal 1995 consolid#on plan,consoliddion actions
were substantiayl completed § December 311998, with only
approximately $120 million of sub costs emaining to be incued
over the n&t two yeas.

Under «isting U.S. Govemment eguldions, cettain costs
incurred for consolidéion actions thiacan be demonstied to esult
in savings in ecess of the cost to implement can beedefl and
amotized for govemment contacting puposes and inaded as
allowable costs in futue piicing of the Coporation’s products and
sewices. Induded in other asset$ Becember 311998 is @proxi-
mately $450 million of deémred costs thawill be recaynized in
future sales and cost of sales.

Note 6—Earnings Per Share

As previously disdosed all shae and per sharamountsdr prior
yeais hare been estded to eflect the Coporation’s December
1998 two-for-one stok split in the brm of a stok dividend Basic
eanings per sharwere computed based on netrd@ags,less the
dividend equirment br prefered sto& to the dée of redemption,
and less the deemedeferred sto& dividend esulting fom the
November 1997 GHransaction epresenting thexeess of thedir
value of the considetion transered to GE (pproximately $2.8
billion) over the carying value of the Lokheed Matin prefered
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stok redeemed ($1.0 billion)'he weighted aerage rumber of
common shas outstanding dimg the year was used in this
calcdation. Diluted eanings per shar for 1998 and 1996 ere
computed based on net pengs. for these calcutans, the
weighted &erage rumber of common shes outstanding as
increased ¥ the dilutive efect of stok options based on thestis
ury stok method andfor 1996,by the assumed cwarsion of pe-
femred stok. Diluted loss per sharfor 1997 vas computed in the
same manner as basic loss peratas the adjustmentsleed to
the assumed cwoarsion of the peferred stok (50.6 million com
mon shaes) and theelated dvidendrequirement ér the pefered
stodk ($53 million) to the d of rdemptionand the dilutie efect
of stodk options (5.8 million common shes),were not made since
they would hare had antidilutie efects.

The following teble sets érth the computigons of basic and
diluted eanings per shaxr

(In millions, except per shae daa) 1998 1997 1996
Net eanings gplicable to common stdc
Net eanings $1,001 $1,300 $1,347
Dividends on mfered sto& — (53) (60)
Deemed pefered sto& dividend — (1,826) —
Net eanings (loss) ppliceble to common

stok for basic earings per shar 1,001 (579) 1,287
Dividends on Efered sto& — — 60
Net eanings (loss) pplicable to common

stok for diluted eamings per shar $1,001 $ (579) $1,347
Average common shags outstanding:
Average rumber of common shes

outstanding dr basic earings per shar 376.5 370.6 378.3
Assumed coversion of the SeesA

preferred sto& — — 57.9

Dilutive sto& options—based on the
treasuy stok method 4.6 — 6.4

Note 8—Inventories

(In millions) 1998 1997

Work in processprimarily relaed to long-tem

contracts and pgrams in pogress $6,198 $5,155

Less customer adnces and pgress pgments (2,499) (2,805)
3,699 2,350
Other irventoies 594 794

$4,293 $3,144

Included in 1998 and 1997\antoies were amounts agnced to
Russian maufactuers, Khrunichevy Stae Reseath and Poduction
Space Center and REMROSS a joint \entue betveen Patt &
Whitney and NPO Engomash of gpproximately $840 million and
$490 million,respectiely, for the manfactue of launt vehides
and elated launb sevwices.Approximately $790 million of costs
included in 1998 imentoies, which indudes @proximately $360
million advanced to the Russiamarufactuers, are not epected to
be recovered within one gar

Included in 1998 imentoies were caitalized costselaed to
stat-up actvities of goproximately $560 million thawill be reflected
in the cunulative efect adjustmentelaed to the Cgroration’s
adoption,effectve Aruary 1,1999,0f SOP No. 98-5.

An anaysis of gneal and administtive costsjncluding
reseach and deelopment costsncluded in work in process imen
tories follows:

(In millions) 1998 1997 1996
Beginning of year $ 533 $ 460 $ 431
Incured duimg the year 2,469 2,245 2,154
Chaged to cost of sales dag the year:
Researh and deelopment (819) (788) (784)
Other gneal and administtive (1,445) (1,384) (1,341)

End of year $ 738 $ 533 $ 460

Average rumber of common shes

In addition, included in cost of sales in 1998997 and 1996

outstanding dr diluted eamings per sha 381.1 370.6 4426 . - B
- : were geneal and administtive costsjncluding reseach and deel-
Sgg?éngs (loss) per sha: $266 $(156) $3.40 opment costpf approximately $490 million,$539 million and
Diluted $263 $(156) $3.04 $574 million,respectiely, incured by commecial business units
or programs.
Note 7—Receivables Note 9—Property, Plant and Equipment
(In millions) 1998 1997 (In millions) 1998 1997
U.S. Govemment: Land $ 235 $ 285
Amounts billed $ 987 $ 958 Buildings 2979 3,013
Unbilled costs and acged pofits 1,949 2,233 Machinery and equipment 5,459 5,346
Commecial and breign govemments:
Amounts billed 635 675 ted derecidion and amdi Dol o
Unbilled costs and aaged pofits, primarily €ss accumiated derecidion and amdrzation (5.160) (4.975)
related to commagial contacts 607 1,143 $3513 $ 3,669
$4,178 $5,009

Approximately $345 million of the December 31998 unbilled
costs and acaed pofits ae not &pected to be billed within
one year
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Note 10—Debt

Type (Maurity Dates) Rang of
(In millions, except interest ate daa) Interest Rées 1998 1997
Notes (1999-2022) 5.7-9.4% $6,014 $ 6,840
Debentues (2011-2036) 7.0-9.1% 3,160 3,158
Commecial pgper 5.4 - 6.0% 300 1,000
ESOP ohgations (1999-2004) 8.4% 256 292
Other olligations (1999-2017) 1.0 -12.7% 113 114
9,843 11,404
Less curent maurities (886) (876)

$8,957 $10,528

In the second quear of 1998 and theofith quater of 1997n
connection with the GEransactionthe Coporation issued notes
for $210 million,beaing intelest & 5.73%,and $1.4 billionpear
ing intelest & 6.04%,respectiely, to a wholly-owned subsidiar
of GE.The notes & due Noember 172002. In December 1998,
the Coporation repaid $200 million gainst the notesThe aree
ments elaing to these notegquir thd, so long as theggregate
principal amount of the notes@eed $1 billionthe Coporation
will recommend to its st&boldess the election of one pson
design&ed by GE to seve as a dector of the Cqgyoration.

The egistered holdes of $300 million of 40 gar Ddentues
issued in 1996 maelect,between Mach 1 andApril 1, 2008,
to have eab of their Ddentues epaid ty the Coporation on
May 1, 2008.

Included in Déentues ae $110 million of 7% oligations ($175
million at face \alue) which were otiginally sold & approximately
54 pecent of their pincipal amountThese Dbentues,which are
redeemhle in whole or in patrat the Coporation’s option &100
percent of their &ce \alug have an effective yield of 13.25%.

A leveraged emplgee stok ownership plan (ESOP) incpo-
rated into the Cqguoration’s salaied saings plan baowed $500
million through a pivate placement of notes in 198hese notes
are being epaid in quaterly installments wer tems ending in
2004.The ESOP notegaeement stipukas tha, in the eent tha
the rtings assigned to the Gmration’s long-tem senior unse
cured dét ae belav investment gade holdes of the notes nya
require the Coporation to puchase the notes andypaccued inter
est.These notes arobigations of the ESOPUi ae guaanteed
the Coporation and intuded as det in the Coporation’s consoh
daed balance sheet.

At the end of 1998he Coporation had a long-ten revolving
credit facility, which maures on December 2@001,in the amount
of $3.5 bhillion,and a shdrtemrm revolving credit facility, which
maures on Mg 28,1999,in the amount of $2.5 billion (collewgly,
the Cedit Facilities). Borowings under the @dit Facilities would
be unsecwed and bear intest,at the Coporation’s option,at rates
based on the Eadollar 1ate or a bank Base Ra(as dehed). Eab
bank’s obigation to male loans under the €dit Facilities is sub
ject to,among other thinggompliance f the Coporation with
valious epresenttons, waranties,covenants andgieements,
including, but not limited to,covenants limiting thelality of the
Corporation and cetain of its subsidiaes to encumber their assets
and a cgenant not toxxeed a maximm leverage ratio.

No borowings were outstanding under the &€t Facilities &
December 311998. Havever, the Cedit Facilities suppdrcom
mercial pger borowings of gproximately $1.3 billion outstanding
at December 311998, 0f which $300 million has beerassifed
as long-tem debt in the Coporation’s consolidéed balance sheet
based on mamgements aility and intention to maintain this
amount of dbt outstandingdr & least one gar

Exduding commecial pger dassiied as long-ten, the Cor
poration’s long-tem debt mdurities for the fve years following
December 311998 ae: $886 million in 1999; $64 million in 2000;
$803 million in 2001; $1,506 million in 2002; $858 million in
2003; and $5,426 million theafter

Cettain of the Cgporation’s other inancing greements contain
restictive cosenants elating to dédt, limitations on encumlamnces
and sale and lease-aransactionsand povisions which relae
to cetain changes in contol.

SFAS No. 107,'Disclosures dout Rair Value of Fnhancial
Instuments, and SRS No. 119,'Disclosure &out Deivative
Financial Instuments and &r Value of Fnancial Instaments,
require the distosure of the &ir value of fnancial instuments,
including assets and lidities recagnized and notecanized in the
consolidéed balance shedir which it is practicale to estimée
fair value Unless otherwise indited elsehere in the notes to
the consolidied fnancial sttementsthe carying value of the
Corporation’s financial instuments pproximates fir value The
estimded fair values of the Cquoration’s long-tem debt instiu-
ments &December 311998, aggregated gproximately $10.5
billion, compaed with a carying amount of pproximately $9.8
billion. The fair values vere estiméd based on quoted rkat
prices Pbr those instiments pulicly traded For privately placed
debt, the fair values vere estiméed based on the quoted rixetr
prices Pr similar issuesor on curent rates ofered to the
Corporation for debt with similar emaining méurities.

Interest pgments vere $856 million in 1998$815 million in
1997 and $655 million in 1996.

Note 11—Income Taxes

The povision for fedeal and breign income tags consisted of the
following components:

(In millions) 1998 1997 1996
Federl income tags:
Current $432 $448 $914
Defered 203 155 (251)
Total federl income tags 635 603 663
Foreign income tags 25 34 23
Total income tags povided $660 $637 $686

Net povisions br stde income tags ae induded in g¢gneal and
administetive expenseswhich ae pimarily allocéle to govem-
ment contacts. Subk stae income tags were $70 million br 1998,
$62 million for 1997 and $45 millionofr 1996.
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The Coporation’s efective income taxate varied from the sttau-
tory fedeml income taxate because of thellowing differences:

1998 1997 1996
Stautory fedeal tax rte 35.0% 35.0% 35.0%
Increase (@duction) in taxate from:
Nondeductite amotization 55 4.9 4.2
Revisions to pior yeas’ estimded lisbilities (2.4) (5.7) (1.6)
Divestitues 1.1 (2.4) (5.6)
Other net 5 1.1 1.8
39.7% 32.9% 33.8%

The pimary components of the Cporation’s fedenl detred
income tax assets andbiéities & December 31 wre as bllows:

In 1995,the Coporation’s Boad of Directos authoized a com
mon sto& repurchase plandr the epurchase of up to 18 million
common shaes to counter the dilwgé efect of common stdc
issued under ctin of the Coporation’s benet and compengin
programs anddr other puposes elaed to sub plans. No shas
were repurchased in 19981997 or 1996 under this plan.

Stock option and award plans—In March 1995 the sto&holdeis
approved the Lo&heed Matin 1995 Omnilbis RerformanceAward
Plan (the Omnibs Plan). Under the Omnib Planemplo/ees of
the Coporation may be ganted stok-based incente avards,
including options to puwhase common st&cstodk appreciaion
rights, resticted sto& or other stok-based incenie avards.
Employees my also be ganted cash-based incemtiavards, such

(In millions) 1998 1997 as perbrmance unitsThese wards mgy be ganted either indi
D ; vidually or in combinéon with other svards. The Omnilus Plan
efered tax assetelaed to: . . .
Accumulated post-etirement requires th& options to pwrhase common st&cave an gercise
beneft obligations $ 666 $ 698 price of not less than 100 pent of the maet value of the under
Contract accounting methods 635 669 lying stok on the dege of gant. The umber of shags of Lo&kheed
Accrued compengin and benéts 181 258 Martin common stok reseved for issuance under the Omuag
Other 240 199 Plan a December 311998 was 39 million shas.The Omnilus
1,722 1,824 Plan does not impose yaminimum \esting peiods on options or
Deferred tax lidilities related to: other avards.The maxinum tem of an option or another avard
Intangble assets 444 437 is 10 yeass. The Omnilus Plan allars the Coporation to povide
Prepaid pension asset 338 259 for financing of puchases of its common stqcsubject to ceain
Propety, plant and equipment 147 132 conditions by interest-beang notes pgable to the Coporation.
929 828 The Pllowing table summaizes the stdc option actvity of the
Net debred tax assets $ 793 $ 996 Cormporation’s plans dung 1996,1997 and 1998:
- Number of Shas Weighted
At December 311998 and 1997ther liavilities induded net (In thousands) Average
long-tem defmed tax lidilities of $316 million and $260 million, Available  Options  Exercise
respectiely. o _ for Gant Outstanding  Price
Fedeal and_ t_)relgn income tax p_;a_nen_ts,net of efunds ecgyed. December 311995 19,662 18,840 $19.87
were $228 million in 1998$986 million in 1997 and $1.1 billion Granted (5.298) 5.298 37.52
in 1996. Exercised — (4,482) 1633
Teminaed 282 (340) 31.66
Note 12—Other Income and Expenses, Net December 311996 14,646 10.316 2533
(In millions) 1998 1997 1996 Granted (5,796) 5,796 45.60
Equity in eanings (losses) of fifiates $ 39 $48  $(28) 5;?2?:;20' 5;1 (3(3:2)) 421822
Interest income 38 40 60 ’
Gains on land sales 36 20 — December 311997 9,504 20,877 31.18
Royalty income 19 52 47 Additions 17,000 — —
GE Transaction — 311 — Granted (5,090) 5,090 52.06
Materials tansaction — — 365 Exercised — (2,697) 24.70
Other 38 11 8 Terminated 220 (223) 49.03
$170 $482  $452 December 31,1998 21,634 23,047 $36.38

Note 13—Stockholders’ Equity and Related Items

Capital structure—At December 311998,the authoized caital
of the Coporation was composed of 1.5 billion slearof common
stok (approximately 393 million shaes issued)50 million shaes
of seies pefered stok (no shaes issued)and 20 million shas
of SefesA preferred sto& (no shaes outstanding).

Approximately 15.5 million,13.0 million and 11.4 million out
standing options @are eerciseble & December 311998,1997 and
1996, respectiely.
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Information regarding options outstanding ®ecember 311998 bllows (rumber of options in thousands):

Options Outstanding

Options Exercisable

WeightedAverage

Range of Number of WeightedAverage Remaining Number of WeightedAverage
Exercise Pices Options Exercise Pice Contractual Lie Options Exercise Pice
Less than $25.00 5,912 $17.91 4.1 5,912 $17.91
$25.00-$39.99 7,080 34.18 6.8 7,080 34.18
$40.00-$50.00 5,072 45.53 8.0 2,437 45.57
Greaer than $50.00 4,983 52.09 10.0 26 53.71
Total 23,047 $36.38 7.1 15,455 $29.78

All stock-based incenie avards ganted in 19981997 and
1996 under the Omnits Plan vere sto& options vhich have
10 year tems,and vitually all of which vest awer a tvwo year sevice
peliod. Exercise pices of options&arded in those gais were equal
to the maket piice of the stok on the dé&e of gant. Po forma
information regarding net eafings and eanings per sharas
required by SFAS No. 123 has beengpared as if the Cquoration
had accountedf its emplyee stok options under theafr value
method The fair value br these options &s estimted d the dae
of grant using the BldeSdoles option pecing model with the
following weighted-aerage assumptionsof 1998,1997 and 1996,
respectrely: risk-free inteest ates of 5.39 peent,6.36 pecent
and 5.58 pearent; dvidend yields of 1.9 peent,1.5 pecent and
1.7 pecent; wlatility factos relaed to the gpected médset piice
of the Coporation’s common stdcof .174,.163 and .186; and a
weighted aerage expected option | of five yeas. The weighted
average fair values of optionsmgnted duing 1998,1997 and 1996
were $10.96$10.94 and $8.62espectiely.

For puiposes of py forma dis¢osures,the optionsestimaed fair
values a¢ amotized to &pense wer the optionsvesting peiods.
The Coporation’s pio forma information follows:

(In millions, except per shae daa) 1998 1997 1996
Pro forma net earings $965 $1,267 $1,322
Pro forma eanings (loss) per sher
Basic $2.56 $(1.65) $ 3.34
Diluted $2.53 $(1.65) $ 2.99

Note 14—Post-Retirement Benefit Plans

Effectve Aruary 1,1998,the Coporation adopted S&S No. 132,
“Employers’ Disdosures dout Rension and Otherd3t-retirement
Beneits” SFAS No. 132 evised distosure requitements ér pension
and other postetirement bendf plans; haevever, it did not hang
the measw@ment or ecanition piovisions of &isting accounting
literature. In accodance with SAS No. 132 prior year distosures
relating to pension and posetirement benéf plans hae been
restded for compastive puposes.

Defined Contribution Plans—The Coporation maintains a
number of dahed contibution plans vhich cover substantiayl

all emplo/eesthe most signi€ant of which are the 401(k) plans
for salared emplgees and holy emplg/ees. Under the pyisions
of these 401(k) plangmployees’eligible contibutions ae mached
by the Coporation & estdlished ates. The Coporation’s maching
obligations were $226 million in 1998$212 million in 1997 and
$202 million in 1996.

The Lodkheed Matin Corporation Salaied Saings Plan intudes
an ESOP wich purchased 34.8 million shas of the Cagyoration’s
common stok with the ppceeds fom a $500 million note issue
which is guaanteed g the Coporation. The Coporation’s mdch
consisted of shas of its common st&¢which was patially ful-
filled with stok released fsm the ESOPtagpproximately 2.4
million shaes per gar based upon the lwtleepayment sbedule
through the gar 2004with the emainder being fulfed through
purchases of common stkdrom teminaing paticipants or in the
open maket, or though nevly issued shas fom the Coporation.
Interest incured on the ESOP betotaled $23 million$26 million
and $29 million in 19981997 and 199&espectiely. Dividends
receved by the ESOP withespect to unallo¢ced shaes held a
used br debt sevice. The ESOP heldmproximately 39.8 million
issued shas of the Cqroration’s common stdca December 31,
1998, 0f which gproximately 27.1 million were allocaed and 12.7
million were unallocéed Unallocaed common shas held i the
ESOP ae considezd outstandingdr voting and other Cqorate
pumposesput excluded fom weighted aerage outstanding shas
in calculding eanings per shas For 1998,1997 and 199Ghe
weighted aerage unallocéed ESOP shas ecluded in calculing
eanings per shartotaled pproximately 13.6 million,15.8 million
and 18.2 million common shes,respectrely. The fair value of the
unallocaed ESOP shas @ December 311998 was gproximately
$540 million.

Cettain plans ér houty emplg/ees intude non-leeraged
ESOPsThe Coporation’s mdch to these plansas made tlough
cash contbutions to the ESOPusts which were usedin pat, to
purchase common st&drom teminaing paticipants and in the
open maket for allocdion to paticipant accountsThese ESOP
trusts held pproximately 3.6 million issued and outstanding ster
of common stok a December 311998.



Lockheed Matin Comporation

Dividends paid to the salad and hody ESOP tusts on the
allocaed shaes ae paid annally by the ESOP trsts to the péici-
pants based upon thember of shas allocéed to eab paticipant.

Defined Benefit Pension Plans, and Retiree Medical
and Life Insurance Plans—Most emplyees ag covered by
defined bendf pension plansand cetain health ca and li& insur
ance benéf are povided to eligble retirees ly the Coporation.
The Coporation has made corilutions to tusts (inéuding
Voluntay Employees’Benefciary Associdion trusts and 401(h)
accountsthe assets of kch will be used to paexpenses of cer
tain retiree medical plans) e&léshed to p# future beneits to elr
gible retirees and deendents. Benifobligations as of the end of
ead year eflect assumptions in &fct as of those tes. Net pen
sion and netatiree medical costof 1998 and 1996 ere based on
assumptions in &ct d the end of theaspectie preceding gas.
Effectve October 1997he Coporation changed its e&pected long-
term rate of retum on assetsetaed to its dahed benef pension
and etiree medical plans.

The following provides a econciligion of beneit obligations,
plan assets and fundedtsiof the plans:

Retiree Medical

Defined Benet and Life
Pension Plans Insurance Plans
(In millions) 1998 1997 1998 1997

Change in Beneit Obligations
Beneft obligations &

beginning of year $16,326 $15,416 $2,526 $ 2,607

Sewice cost 491 444 40 39
Interest cost 1,197 1,163 178 191
Benefts paid (1,217) (1,049) (210) (210)
Amendments 259 37 (72) 5)
Divestitues 9) (197) (11) 7)
Actuatial losses (gins) 995 507 205 (117)
Participants’contibutions 4 5 29 28
Beneft obligations &

end of year $18,146 $16,326 $2,685 $2,526
Change in PlanAssets
Fair value of plan assets a

beginning of year $20,642 $18,402 $ 895 $ 736
Actual retum on plan assets 3,140 3,294 86 112
Corporation’s contibutions 152 182 120 141
Benefts paid (1,217) (1,049) (128) (122)
Participants’contibutions 4 5 29 28
Divestitues (20) (292) — —
Fair value of plan assets a

end of year $22,811 $20,642 $1,002 $ 895
Funded (unfunded) dtas

of the plans $ 4,665 $ 4,316 $(1,683) $(1,631)
Unrecaynized net

actuaral gain (4,142) (3,738) (156)  (363)
Unrecagnized pior

sewice cost 651 456 (64) 1
Unrecaynized transition asset a7) (206) — —

Prepaid (accued) benef cost $ 1,157 $ 928 $(1,903) $(1,993)

The net pension cost and the net pesitement bendf cost
reladed to the Cgroration’s plans intude the éllowing components:

(In millions) 1998 1997 1996
Defined Beneit Pension Plans
Sewice cost $ 491 $ 444 $ 463

Interest cost 1,197 1,163 1,050
Expected etum on plan assets (1,715) (1,542) (1,315)
Amortization of piior sewice cost 58 54 51
Recanized net actudal (gains) losses (22) — 1
Amortization of transition asset (89) (90) (91)
Net pension (income) cost $ (80) $ 29 $ 159
Retiree Medical and Li¢ Insurance Plans
Sevwice cost $ 40 $ 39 $ 40
Interest cost 178 191 181
Expected etum on plan assets (79) (64) (48)
Amortization of piior sewice cost (6) (6) @)
Recanized net actuaal gains (15) 9) (5)
Curtailment gin — — (15)
Net post-etirement cost $ 118 $ 151 $ 146

The fllowing actuaial assumptions @are used to deterine the
beneit obligations and the net costslaed to the Cqroration’s
defined benef pension and postetirement benéf plans,as

appropriate:

1998 1997 1996
Discount etes 7.0% 7.5% 7.8%
Expected long-ten rates of etum
on assets 9.5 9.5 9.0
Rates of incease in futu
compenston levels 55 6.0 6.0

The medical &nd etes used in measuog the post-etirement
beneit obligation were 6.7 pecent in 1998 and 7.0 paant in 1997,
and vere assumed torgdually decease to 4.5 peent ly the year
2004.An increase and deease of one peentaye point in the
assumed medicaldnd etes would result in a bang in the benéf
obligation of gpproximately 5.9 pecent and (5.2) peent,respectiely,
at December 311998,and a bang in the 1998 posetirement
beneit cost of gproximately 8.9 pecent and (7.8) peent,respee
tively. The medical ®nd ete for 1999 is 6.0 peent.

The dang in the discountate and in theate of incease in
future compeng#on levels inceased the beriebbligation for
defined benef pension planstaDecember 311998 ly approxi-
mately $770 million.The dang in discountate incieased the
benetit obligation for retiree medical planst ®ecember 311998
by approximately $110 million.

Note 15—Leases

Total rental pense under opaing leasesnet of immaerial
amounts of subase entals and contirent entals,were $285
million, $295 million and $320 milliondr 1998,1997 and 1996,
respectrely.
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Future minimum lease commitment$ Becember 311998 br
all opegting leases thehare a emaining tem of moe than one
year were gproximately $1,148 million ($264 million in 1999,
$203 million in 20005174 million in 2001$142 million in 2002,
$121 million in 2003and $244 million in lter yeass). Cetain
major plant &cilities and equipment @afumished ly the US.
Govemment under shétterm or cancelble arangements.

Note 16—Commitments and Contingencies

The Coporation or its subsidiaes ae paties to or hae popety
subject to litigtion and other mrceedingsincluding maters aising
under povisions elating to the potection of the erironment. In
the opinion of margement and in-house counsiile pobability is
remote thathe outcome of these tters will have a méerial adverse
effect on the Cguoration’s consolidéed results of opetions or
financial positionThese m#ers indude the 6llowing items:

Environmental matters—The Coporation enteed into a consent
decee with the US. Ervironmental RotectionAgeng/ (ERA) in
1991 elding to cetain piopety in Burbank,California, which
obligated the Caporation to design and consitt facilities to
monitor, extract and tea groundwvater, and to opeate and maintain
sudh facilities for goproximately eight yeas. The Coporation
enteed into a 6llow-on consent deee in 1998 Wwich oHdigates the
Cormoration to fund the contimed opegtion and maintenance of
these &cilities though the gar 2018The Coporation has also
been opating under a learup and daement oder from the
California Regional Water Quality Contol Board (the Regional
Board) afecting its &cilities in BurbankCalifornia. This oder
requires site assessment and actionb@eagoundvater contan
naion by a combinéon of goundvater and soil lrarup and ted-
ment.The Coporation estim&es tha total xpenditues equired
over the emaining tems of the consent desgs and the Rj@nal
Board order will be g@proximately $110 million.

The Coporation is responding to tlee administtive oders
issued ly the Rgional Boad in connection with the Cporation’s
former Lodkheed Populsion Companfacilities in Redlands,
California. Under the aters, the Coporation is investigating the
impact and potentiaemedidion of regional goundvater con
tamindion by perchlorates and blorinated solhents.The Reional
Board has aproved the Caporation’s plan to maintain puie water
supplies with espect to lelorinated sohents duing this work, and
the Coporation is neotiating with local water pureyors to imple
ment this planas well as to adress veter suppy concens elaive
to pechlorate contaminton. The Coporation estimées tha expen
ditures equired to implement wrk curently approved will be
approximately $110 million.The Coporation is also codtinaing
with the US. Air Force, which is conducting gliminaly studies of
the potential health &dcts of @posue to pechlorates in connec
tion with several sites aass the counyr including the Redlands
site The esults of these studies indieghd curent eforts with
water pureyors regarding pechlorate issues & gpropriate; hawv-
ever, the Coporation curently cannot poject the gtent of its
ultimate dean-up obgation with respect to pehlorates, if any.

The Coporation is involved in other psceedings and potential
proceedingselding to ewvironmental mters, including disposal of
hazadous vastes and soil andater contamingon. The etent of
the Coporation’s financial &posue cannot in all cases beason
ably estimaed 4 this time In adlition to the amounts wittespect
to the Burbank and Redlandpeties desdbed dove, a liability
of approximately $240 million br the other cases inhich an esti
mate of inancial posue can be deterined has beerecoded

Under an greement with the L$. Govemment,the Burbank
groundvater treament and soilemedidion expenditues eferenced
above ae being allocted to the Cquoration’s opeetions as gnenl
and adminissative costs andunder &isting govemment egulations,
these and other einonmental gpenditues elaed to US. Govem-
ment lusinessafter deducting anrecoveries from insuance or
other potentiajl responsite paties,are allovable in estalishing
the pices of the Cquoration’s pioducts and sgices.As a esult,

a substantial ption of the ependitues ae being eflected in the
Corporation’s sales and cost of sales suant to US. Govemment
agreement oregulaion. Although the Degénse ConactAudit
Ageng/ has questioned dain elements of the Cporation’s prac
tices with espect to the afementioned greementno formal
action has been initied and it is mangements opinion thathe
treament of these etironmental costs isppropriate and consistent
with the tems of sub agreementThe Coporation has ecoded

an assetdr the potion of ervironmental costs thare piobale

of future recovery in pricing of the Coporation’s pioducts and
sewvices br U.S. Goremment lusinessThe potion tha is expected
to be allocted to commaerial business has beeafiected in cost
of salesThe ecoded amounts do notftect the possile future
recovery of pottions of the ewironmental costs tbugh insuance
policy coverage or flom other potentiayl responsike paties, which
the Coporation is pusuing asequired by agreement and L$.
Govemment egulaion. Any sud recoveries,when eceved, would
reduce the Caoration’s liability as well as the allodad amounts
to be induded in the Cguoration’s U.S. Goremment sales and
cost of sales.

Waste remediation contract—In 1994,the Coporation was
awarded a $180 millionixed pice contect ty the US. Depatment
of Enegy (DOE) for the Phase Il designpnstuction and limited
test of emedidion facilities,and the Phase Il fullemedigion of
waste dbund in Pit 9)Jocaed on the Idaho Ni@nal Engneeing and
Environmental Laoratory resevation. The Coporation incured
significant unanticipted costs and keduling issues due to comple
technical and contrctual méers which threaened the vikility of
the overall Pit 9 pogram. Based on anvestigation by manae-
ment to identify and quantify theserall effect of these niters, the
Corporation submitted aequest ér equitdle adjustment (REA)
to the DOE on Math 31,1997 tha soughtamong other things,
the recorery of a potion of unanticipged costs incued by the
Cormporation and the estuctuiing of the contact to povide for a
more equitdle shaing of the isks associt&d with the Pit 9 mject.
The Coporation has been unsuccessful @ading ary agreements
with the DOE on costecovery or other contrct estuctuing méa-
ters. Stating in May 1997,the Coporation reduced wrk actvities
at the Pit 9 site Wwile avaiting tetinical diection fom the DOE.
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On dine 1,1998,the DOE through Lo&heed Matin Idaho
Tedhnolagies Compay (LMITCO), its mangement congictor
temrminaed the Pit 9 condct for defwult. On thasame dte, the
Cormporation filed a lavsuit against the DOE in the 1. Cout of
Fedenl Claims inWashingtonD.C., challengng and seeking to
overtumn the dedult temindion. In adlition, on lly 21,1998, the
Corporation withdrew the REA peviously submitted to the DOE
and eplaced it with a ceified REA.The cetfified REA is similar
in substance to the REAgwiously submittedbut its cetification,
based upon merdetailed dctual and conactual analsis, raises
its stdus to tha&of a formal daim. OnAugust 11,1998,LMITCO,
at the DOES direction,filed suit ajainst the Cgroration in U.S.
District Cout in Boise ldaho,seekingamong other thingsecov-
ety of goproximately $54 million peviously paid ty LMITCO to
the Coporation under the Pit 9 corgct. The Coporation intends
to resist this action thile contiruing to pusue its ceified REA.
On Aruary 26,1999,the US. District Cout in Idaho ganted the
Cormoration’s motion and stged the Idaho mceeding until @solu
tion of the motion to dismiss thewauit in the US. Cout of
Federl Claims,or until August 2,1999.The Coporation contirues
to asserits position in the litigtion while contiruing its eforts to
resole the dispute tlough non-litigtion means.

Letters of credit and other matters—The Coporation has
enteed into standyp letter of cedit greements and otherrange-
ments with fnancial institutions pmaiily relaing to the guaantee
of future perbrmance on c¢ain contacts.At December 311998,
the Coporation had contingnt lisbilities on outstanding letterof
credit, guaanteesand other aangements ggregating goproxi-
mately $1.3 billion.

Note 17—Information on Industry Segments
and Major Customers

The Coporation opestes in bur piincipal kusiness sgments:
Space & Stategic Missiles,Electionics,Aeronautics and Irdfrma
tion & Sewices.All other actvities of the Caoporation fall within
the Enegy and Other sgment.These sgmentswhich constitute
groupings of lisiness units thaffer different poducts and ser
ices,are manged s@arately. Transactions betaen sgments ag
genenlly negotiated and accounteaif under tems and conditions
that are similar to other grvemment and commeial contacts;
however, these intetompaly transactions &reliminded

in consolidéon. Other accounting policies of thadiness s
ments ag the same as those ddélsed in Note 1—Summgrof
SignificantAccounting Rlicies.

Space & Strategic Missiles—Engaged in the desigrgevelop-
ment,engneeiing and poduction of cvil, commecial and militay
space systemgcluding space@ft, space laurit vehides, manned
space systems and their sugjmy ground systems and s#ges;
telecomnunicaions systems and séces; stategic fleet ballistic
missiles; and dehsie missiles. In adition to its consolidid
business unitshe sgment has signifant investments in joint

ventues and other unconsoligal companieslhese companiesar
principally engaged in lusinesses hich complement and enhance
other actiities of the sgment.

Electronics—Engaged in the desigrdevelopment,ntegration and
production of high pedrmance electmic systemsdr undesea,
shipboad, land airbome and space-baseppdicaions. Major
defense poduct lines intude suréice ship and subnine comba
systems; anti-submiae warfare systems; air dehse systems;
tactical bdtlefield missiles; airaft contols; electonic-warfare
systems; eleatroptic and night-vision systemsdar andife con
trol systems; dispies; and systems irgegtion of mission speadif
combad suites. Major commeial product lines intude postal auto
mation systemsaircraft engne contols and stellite electonics.

Aeronautics—Engaged in the dllowing primary lines of lusiness:
tactical aicraft, air mobility, suiveillance/commandmnaintenance/
modification/logistics, reconnaissanc¢@latform systems intgration
and adanced deelopment pograms. Major pograms intude the
F-22 airsuperority fighter, Joint Stike FHghter, F-16 nulti-role
fighter, C-130J tactical amspot, X-33 reusdle laund vehide
technolaogy demonstator, Airborne Eaty Waming & Contol sys
tems and &ious maintenance/modtgtion/logistics pograms.

Information & Services—Engaged in the deelopmentntegra-
tion and opeation of laige, complex information systems; eng
neeing, technical,and mangement serices br fedeal customes;
transaction prcessing systems and @ees br stde and local
govemment gencies; commeial information tedinolagy sewices;
real-time 3-D gaphics tetinolagy and enteurise déa mangement
software; and the mvision of intenal information tedinology
suppot to the Coporation.

Energy and Other—The Coporation manges cetain facilities for
the DOE.The contactual arangements povide for the Coporation
to be eimhkursed br the cost of opetions and eceve a e br
performing mangement serices.The Coporation reflects ony the
manaement €e in its sales and eangs br these gvemment-
owned fcilities. In adlition, while the emplgees asud facilities
are emplyees of the Caquoration, applicable emplyee benet
plans ae sgarte from the Coporation’s plansThe Coporation
also povides enironmental emedidion sevices to commaeial
and US. Govemment customer In adlition, this sgment intudes
the Coporation’s investments in jointentues and céain other
businessedncluding its irvestments in Lal SpaceCom and L-3
disdosed peviously. Through October 1996he Coporation pro-
vided constuction aygregates and specialtyhemical poducts to
commecial and cvil customes thiough its Maerials subsidiay.
Effectve Aruary 1,1999,the Coporation combined its ivest
ments in seeral existing joint ventues and ceain elements of the
Corporation to form GlobalTelecomnunicaions, which will be
included in the Engy and Other sment. Sub investments wre
transemred from the Space & Sifegic Missiles and Infrmation &
Sewvices sgmentsThe formation of GlobalTelecomnunicaions did
not have a méeerial impact on the assets of thesgreentsnor is it
expected to mizrally impact their futue results of opettions.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contirued)

December 311998

Selected Financial Data by Business Segment

(In millions) 1998 1997 1996 (In millions) 1998 1997 1996
Net sales Expenditures br propetty,
Space & Sttegic Missiles $ 7,461 $ 8,303 $ 7,904 plant and equipment
Electonics 7,342 7,069 6,675 Space & Stategic Missiles $ 271 $ 293 $ 264
Aeronautics 5,996 6,045 5,596 Electonics 185 189 213
Information & Sewices 5,212 6,468 5,893 Aeronautics 119 104 75
Enegy and Other 255 184 807 Information & Sewices 78 137 104
$26,266 $28,069 $26,875  Enedy and Other 44 27 81
Operating profit (loss) $ 697 $ 750 $ 737
Space & Stategic Missiles $ 976 $1,096 $ 973 Investments in equity method\vastees
Electronics 733 576 673 Space & Sitegic Missiles $ 382 $ 121 $ 123
Aeronautics 654 612 441 Electonics 19 4 3
Information & Sewices (25) 111 290 Aeronautics 16 19 17
Enegy and Other 184 384 356 Information & Sewices 10 15 8
$2522 $2779 $ 2733 Enegy and Other 101 58 50
Intersggment revenue $ 528 $ 217 $ 201
Space & Sitegic Missiles $ 43 $ 35 $ 43 Assets
Electronics 436 440 385 Space & Sttegic Missiles $ 5228 $4599 $ 3,758
Aeronautics 84 73 51 Electonics 10,355 10,619 11,363
Information & Sewices 633 618 553 Aeronautics 3,890 3,757 4,201
Enegy and Other 40 46 43 Information & Sewices 4,726 5,150 6,111
$1236 $1212 $ 1,075 Enegy and Other 4,545 4,236 4,107
Deprecigion and amotization $28,744 $28,361 $29,540
Space & Setegic Missiles $ 160 $ 177 $ 188 (a) The Coporation has no signi€ant long-lived assets lot¢ad in breign counties.
Electionics 212 214 239
Aeronautics 80 88 126 Net Sales by Customer Category
Information & Sewices 96 112 121 -
Enegy and Other 21 15 58 (In millions) 1998 1997 1996
U.S. Government
$ 569 $ 606 3§ 732 Space & Sttegic Missiles $6,011 $6,472 $ 6,401
Amortization of intangible assets Electionics 5,144 4,844 4,451
Space & Siategic Missiles $ 29 $ 29 $ 29 Aeronautics 3,131 2,912 3,830
Electonics 226 228 199 Information & Sewices 3,870 4,050 3,878
Aeronautics 80 80 80 Enegy and Other 152 118 154
Information & Sewices 100 107 92
Enegy and Other 1 2 5 $18,308 $18,396 $18,714
Foreign governmentga)(®)
$ 436 $ 446 § 402 Space & Sttegic Missiles $ 37 $ 94 $ 38
Nonrecurring and urusual items— Electonics 1,820 1,695 1,656
(loss) pofit Aeronautics 2,807 2,826 1,466
Space & Stategic Missiles $ — $ 87) $ (25 Information & Sewices 348 246 152
Electionics — (69) — Enegy and Other 1 — —
Aeronautics — (44) (46)
Information & Sewices (233) (163) (86) $5013 $4861 $3312
Enegy and Other — 217 215
$ (233) $ (146) $ 58




Lockheed Matin Comporation

Net Sales by Customer Category (continued)

(In millions) 1998 1997 1996
Commecial (b)

Space & Sttegic Missiles $1,413 $1,737 $ 1,465
Electronics 378 530 568
Aeronautics 58 307 300
Information & Sewices 994 2,172 1,863
Enegy and Other 102 66 653

$ 2945 $ 4,812 $ 4,849

(a) Sales made tmfeign governments though the US Government ae induded in
the Pbreign goverments ctegory above.

(b) Expott sales,included in the dreign governments and commeal categories
above, were goproximaely $6.1 billion,$5.9 billion and $4.7 billion in 1998,
1997 and 1996respectiely.

Note 18—Summary of Quarterly Information (Unaudited)
1998 Quaters

(In millions, except per shae dda) First Second Third® Fourth®
Net sales $6,217 $6,520 $6,349 $7,180
Earnings from operations 618 638 696 400
Net eamings 269 289 318 125
Diluted earnings per shae 71 .76 .83 .33
1997 Quaters
(In millions, except per shae daa) First Second Third Fourth®
Net sales $6,674 $6,898 $6,619 $7,878
Eamings flom opestions 656 637 677 327
Net eanings 290 308 331 371
Diluted eanings (loss) per shar .67 71 76 (3.92p

(a) Earings br the thid quater of 1998 intude an adjustmenesulting fom sig
nificant impovement in thétlas launt vehide program based upon a cuant
evaluation of the pogram’s histoical performance This chang in estimée
increased petax eanings ly $120 million,net of stée income tags,and
increased net eaings ty $78 million,or $.21 per diluted shar

(b) Earings br the burth quater of 1998 intude the dects of a norecuring
and urusual aftertax charge of $183 millionpr $.48 per diluted shar related
to CalCompa majoity-owned subsidiay of the Coporation (see Note 5).

In addition, fourth quatter results intude the impact of theestucture of a
commecial s&dellite program vhich increased net eaings ly goproximately
$32 million,or $.08 per diluted shar

(c) Eamings br the burth quater of 1997 intude the dects of ceiain nonecuring
and urusual itemsincluding a tax-fee @in of $311 million and aftetax charges
of $303 million,which resulted in a $.02 inease per diluted shar(see Notes 3
and 5).The Coporation also tianged its &pected long-ten rate of etum on
beneit pension plan assetsfe€tive October 1997vhich deceased pension cost
by approximately $70 million.

(d) The diluted loss per sharor the burth quater of 1997 intudes the décts of a
deemed mferred sto& dividend esulting fom the GETransactionThe ecess of
the fir value of the considation transerred to GE (aproximately $2.8 billion)
over the carying \alue of the SéesA preferred stok ($1.0 billion) vas teaed
as a deemed pferred sto& dividend and deductedoim 1997 net eaings in
detemining net loss plicable to common stdécused in the comptten of loss
per shae. The efect of this deemedwddend vas to educe the diluted per shar
amount ly $4.90.
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CONSOLIDATED FINANCIAL DATA—NINE YEAR SUMMARY®

(In millions, except per shae daa) 1998 1997
Operating Results
Net sales $26,266 $28,069
Costs andxpenses 23,914 25,772
Eamings flom opeations 2,352 2,297
Other income andxpensesnet 170 482
2,522 2,779
Interest expense 861 842
Eamings bebre income tags and cumlative efect of hiangs in accounting 1,661 1,937
Income tax epense 660 637
Eamings bebre cunulative efect of hianges in accounting 1,001 1,300
Curulative efect of dhanges in accounting — —
Net eanings (loss) $ 1,001 $ 1,300
Earnings (Loss) fer Common Shag®
Basic:
Before cunulative efect of dhanges in accounting $ 2.66 $ (1.56)
Cunulative efect of dhangs in accounting — —
$ 2.66 $ (1.56)
Diluted:
Before cunulative efect of hanges in accounting $ 2.63 $ (1.56)
Cunulative efect of dhangs in accounting — —
$ 2.63 $ (1.56)
Cash diidend® $ .82 $ .80
Condensed Balance Sheet @2a
Cument assets $10,611 $10,105
Propety, plant and equipment 3,513 3,669
Intangble assetsalaed to contacts and mgrams acquied 1,418 1,566
Cost in &cess of net assets acauir 9,521 9,856
Other assets 3,681 3,165
Total $28,744 $28,361
Shot-term borowings $ 1,043 $ 494
Cumrent maurities of long-tem debt 886 876
Other curent ligbilities 8,338 7,819
Long-tem debt 8,957 10,528
Post-retirement benéfliabilities 1,903 1,993
Other lidbilities 1,480 1,475
Stodkholdes’ equity 6,137 5,176
Total $28,744 $28,361
Common Shas Outstandingt&ear En¢ 393.3 388.8

Notes to Ninevear Summay

(a) The Coporation was brmed in 1995 fsim the combin#zon of Lokheed Coporation and Matin Marietta Coiporation. All financial information prior
to 1995 vas derved flom the ihancial stdements of those companies under the pooling ofesitemethod of accounting

(b) All share and per sha amounts ha been estaed to eflect the tvo-for-one stok split in the érm of a stok dividend in December 1998.
(c) Includes the décts of a norecuring and umisual petax diarge of $233 million$183 million after taxor $.48 per diluted shar

(d) Includes the décts of a tax-fre gin of $311 million and the fefcts of norecurring and umisual petax harges of $457
million, $303 million after tax Wich, on a combined basigiecieased diluted loss per steaby $.02. Loss per sharalso intudes the éécts of the

deemed mferred stok dividend esulting fom the GETransaction wkich reduced the basic and diluted per shamounts Yy $4.93.
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1996° 1995 19949 1993" 1992 1991 1990
$26,875 $22,853 $22,906 $22,397 $16,030 $15,871 $16,089
24,594 21,571 21,127 20,857 14,891 14,767 15,178
2,281 1,282 1,779 1,540 1,139 1,104 911

452 95 200 44 42 (49) 34
2,733 1,377 1,979 1,584 1,181 1,055 945

700 288 304 278 177 176 180
2,033 1,089 1,675 1,306 1,004 879 765

686 407 620 477 355 261 161

1,347 682 1,055 829 649 618 604

— — (37) — (1,010) — —
$ 1,347 $ 682 $ 1,018 $ 829 $ (361) $ 618 $ 604
$ 3.40 $ 1.64 $ 266 $ 2.00 $ 1.66 $ 153 $ 1.48

- — (:10) — (2.58) — _
$ 3.40 $ 1.64 $ 256 $ 2.00 $ (92 $ 153 $ 1.48
$ 3.04 $ 154 $ 243 $ 1.88 $ 1.65 $ 152 $ 1.48

— — (.09) — (2.57) — —
$ 3.04 $ 154 $ 234 $ 1.88 $ (.92 $ 152 $ 1.48
$ .80 $ .67 $ .57 $ 55 $ 52 $ .49 $ .45
$10,346 $ 8,208 $ 8,143 $ 6,961 $ 5,157 $ 5,553 $ 5,442

3,721 3,134 3,455 3,643 3,139 3,155 3,200

1,767 1,553 1,696 1,832 42 52 59
10,394 2,794 2,831 2,697 841 864 882
3,312 1,869 1,854 1,949 1,648 895 883
$29,540 $17,558 $17,979 $17,082 $10,827 $10,519 $10,466
$ 1,110 $ — $ — $ — $ — $ — $ —

180 722 285 346 327 298 30

7,382 4,462 5,177 4,690 3,176 3,833 4,235
10,188 3,010 3,594 4,026 1,803 1,997 2,392

2,077 1,795 1,859 1,848 1,579 54 —

1,747 1,136 978 971 460 112 38

6,856 6,433 6,086 5,201 3,482 4,225 3,771
$29,540 $17,558 $17,979 $17,082 $10,827 $10,519 $10,466

385.5 397.2 398.3 395.8 388.1 402.7 401.4

(e) Refects the bsiness combiriin with Lol Corporation efective April 1996. Indudes the décts of a norecurring pretax qin of $365 million$351
million after tax,and nonecuring pretax darges of $307 million$209 million after tax Wich, on a combined basig)creased diluted eaings per

shae by $.32.

(f) Includes the décts of meger related and consolidion expenses totaling $690 millio8436 million after taxpr $.99 per diluted shar
(g) Refects the acquisition of Ger@rDynamics Space SystemwiBion efectve May 1994.

(h) Refects the acquisition of GerarDynamics Brt Worth Division efective February 1993 and the acquisition of Gkerospace déctive April 1993.
(i) Refects the Cqporation’s adoption of S&S No. 106,Employers’ Accounting ér Post-retirement Benés OtherThan Rensions”and SIAS No. 112,
“Employers’ Accounting ér Postemplgment Bends”
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GENERAL INFORMATION

Lockheed Matin Corporation

As of December 311998,there were goproximately 39,533
holdess of recod of Lodkheed Matin common stokc and
393,276,606 shas outstanding

Common Stock Prices (New York Stock Exchange
Composite Transactions reflect 1998 stock split)

(In dollars) High  Low Close
1998 Quaters

1st 58%s 484  56%
2nd 58~ 4%V 52
3rd 54/, 436  50%:
4th 567, 41 42
1997 Quaters

1st 46/ 41 42
2nd 5% 39 51%:
3rd 5692 4% 53
4th 5472  AdSs A

Transfer Agent & Registrar
First Chicago Trust Compan of Nev York
P.O. Bax 2536,Suite 4694

Jersey City, New Jersey 07303-2536
Telegphone:1-800-519-3111

Dividend Reinvestment Plan

Lodkheed Matin’s Dividend Reimestment and StedPurchase Plan
offers sto&holders an oppotunity to puchase aditional shaes
through automtc dividend einvestment and/orofuntary cash inest
ments. Br more information, contact our tanser agent, First Chicayo
Trust Companp of Nev York at 1-800-519-3111.

Independent Auditors
Ernst & Young LLP

1225 Connecticufiverue, N.W.
WashingtonD.C. 20036

Common Stock
Stok symbolLMT
Listed:New York Sto& Exdhange

Annual Report on Form 10-K

Stokholdes ma obtain,without darge, a copy of Lokheed Matin's
Anrual Report on Form 10-K,as fled with the Secities and Exhange
Commissiondr the year ended December 31998 ty writing to:

Lockheed Matin Investor Reléions
6801 Rokledge Drive
BethesdaMD 20817

For accessing the L&beed Matin Investor Reléions hompage
on the Intenet use the Unifm Resowe Locdor:
http://wwwshaeholdercom/Imt

Lockheed Martin Shareholder Direct
1-800-LMT-9758

Earnings & Dividend Information

Stock News

Quote Releases

Printec! Shareholder

Material Servi

Re s ervices
ques

Internet & Corporate

E-Mail Profile

Repeat

Menu

Financial esults,stodk quotesganings and diidend nevs as
well as other Lokheed Matin announcements evailable by
calling the &ove toll-free umber The information will be read
to the caller and can also keceved by mail, fax or e-mailYou
may also ead Shaeholder Serices br account infrmation

or Investor Reldons for adlitional informaion on Lokheed
Martin via the toll-fee imber
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Mission Success at Lockheed Martin

Our Purpose To adieve Mission Successylrtaining
total customer gesfaction and meeting all
our commitments.

Our Values - Ethics
» Excellence
» “Can-Do”
* Integrity
» People
e Teamwvork

For Lockheed Matin to be the wrld’s
leading tebnology and systems enfaise,
providing best alue to our customsrgrowth
oppotunities to our emplees and supier
retums to our shaholdes.

Our Vision

Our Future From the deths of the oceans to tharf
reates of spacd.ockheed Matin will
contirue to wite nev chapters in the
chronide of tednolagical adrancesWe
will enjoy success in the highkcompetitive
global maketplace Success will dgend
on the intensity with wich we pusue our
work and &cellence in eerything we do.
We ae proud of our hetage, confident of

our presentand ecited dout our futue.

This Annual Report contains st@ments waich, to the &tent tha they are
not reciteions of histoical fact, constitute“f orward looking stéements™within
the meaning of Section 27A of the Seties Act of 1933,as amended (the
“SecuitiesAct”) and Section 21E of the Sedies Exdhang Act of 1934
(the“Exchange Act”). The words “estimae,” “anticipae,” “project; “intend,
“expect; and similar &pressions & intended to identifydrward looking stée-
ments All forward looking stéements imolve risks and uncéainties,including,
without limitation, st&éements and assumptions witsspect to futle reverues,
program perbrmance and caslofvs, the outcome of contirencies intuding
litigation and exironmental emedigion, and anticipted costs of qaital
investments and planned dispositions. Our a@jmers ae necessdy subject to
various lisks and unceainties andtherefore, actual outcomes ardgoendent
upon maw factoss, including, without limitation, our successful pesfmance of
intemal plans; the successf@solution of ouifear 2000 issuespgemment
customes’ budgetay constaints; customerl@anges in sharrange and long-ange
plans; domestic and intetional competition in the dehse space and commer
cial aras; poduct perbrmance; contined deelopment and acpéance of ne
products; pedrmance issues withelt supplies and subcordictoss; govemment
import and eport policies; temindion of govemment contcts; the outcome of
political and lgal processes; tgal, financial and gvemmental isks elaed to
intemaional transactions and global needs military and commagial aircraft
and electonic systems and supppas vell as other economijpolitical and
technological risks and unceainties. Readsrae cautioned not to place undue
reliance on thesefward looking stéements vaich speak oyl as of the d
of thisAnnual Report. The Coporation does not undeke ary ohligation to
pubicly release anrevisions to thesedrward looking stéements toeflect
events,circumstances orhanges in gpectdions after the da of thisAnnual
Report, or to eflect the occuwence of unanticigad e/ents.The forward looking
staements in this documenteaintended to be subject to theesharbor potection
provided ky Sections 27A of the Sedties Act and 21E of the Exang Act.

For a discussion identifying some impamt factors thd could cause actual
results to ary maerally from those anticiged in the érward looking stéements,
see the Cquoration’s Secuties and Exbang Commissionifings induding,
but not limited tothe discussion dfCompetition and Risk’and the discussion
of “Govemment Contacts and Rguldions” on paes 19 though 21 and mes 21
through 23 respectiely, of the Coporation’s Annual Reoort on Form 10-K
for the fscal year ended December 31998 (Form 10-K); “Managements
DiscussiorandAnalysis of Rhancial Condition and Results of Opons”
on paes 15 though 25 of thifAnnual Report, and“Note 1—Summay of
SignificantAccounting Rlicies; “Note 2—TransactiorAgreement with
Comsa Corporation” and“Note 16—Commitments and Contiegcies”of
the Notes to Consolied Rnancial Stéeements on pges 32 though 34,
page 34 and pges 42 though 43 respectiely, of theAudited Consolidied
Financial Stéeementsncluded in thisAnnual Report and incoporated ly refer
ence into the &rm 10-K.
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