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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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MISSION QUKL

MISSION SUCCESS IS OUR COMMITMENT

T H R O U G H

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 measusble 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: Lodkheed 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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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 govemments. Intarationally,
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 Consolideed Space Opations Contact (CSOC) callsdr the consoliddon of 17 MASA
contracts,and futher cements Lddeed Matin’s relationship with its MASA customer

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



























Lockheed Matin Comporation

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.









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

able to reduce its total d& by mo

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 1988,g9

e than $1.0 billion. Duing 1997,

c (Csor)Tj@&s®6 0 a&xséits)Shddanh Don@yingsdo
significantly, while longor m debt browings are inceased to

finance the GH















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 Lockheed Matin Comporation

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.









NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 311998

Note 1—Summary of Significant Accounting Policies

Organization—Lockheed Matin Cormporation (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 Directos 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 imentolies ae ptimairily 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 r@ntly
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 pr
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 ithade investments 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









Lockheed Matin Comporation

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 n