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In 1998,we formed Lockheed Martin Global

Telecommunications (LMGT) to properly position

the Corporation in the rapidly expanding global

marketplace for telecommunications services.

Leveraging the Corporation’s expertise in space-

and-terrestrial-based telecommunications and 

systems integration, our vision for LMGT is to

provide seamless telecommunications services to

large organizations,including multinational corpo-

rations and governments. The planned combination

with COMSAT perfectly augments our strategy.

In 1999,as in past years,we have set the

bar high,rolling up our sleeves to perfect what 

we do well, and making corrections where 

we have not measured up. The fabric of our

Corporate Purpose and Values—Mission Success,

Customer Focus,Ethics,Excellence, “Can-Do”

Spirit, Integrity, Peopleand Teamwork—has 

been woven into our daily business lives.

Before we close, we would like to acknowl-

edge the contributions of Norman R. Augustine

who retired as Chairman last April, and Marcus C.

Bennett who retired in January as CFO. We owe

our deepest appreciation to both.

Our strong belief is that Lockheed Martin can

deliver a positive future to all our stakeholders.

To be sure, we have some challenges ahead in

1999 and beyond. But in facing them,we must

remember that solving problems—some of the

world’s biggest problems—is the very nature of

our business. We’re good at it. And, thanks to the

165,000 talented and dedicated people who walk

through Lockheed Martin’s doors each working

day, we have full confidence in our Corporation’s

future prosperity. We look forward to continuing

to work together to achieve Mission Success in

all of our endeavors.

February 22,1999

Vance D. Coffman
Chairman and Chief Executive Officer

Peter B. Teets
President and Chief Operating Officer
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following financial targets to achieve that goal:

generate robust cash flow, improve profit margins

and competitiveness,and produce sustainable

earnings per share growth. We intend to use the

cash to pay down debt, maintain technology lead-

ership,and invest in profitable growth that will

produce returns above the cost of capital. We will

drive our formal Value Based Management program

deep into the management organization to reflect

our focus on total shareholder return.

In 1998,we started a Corporate-wide initiative

called LM21—Best Practices,aimed at involving

thousands of our talented employees in a concerted

effort to leverage the best of our diverse backgrounds

and experiences in order to streamline operations.

We are striving to improve engineering practices,

and to reduce procurement costs while building

a strong supplier base. We are benchmarking 

hundreds of practices in use throughout Lockheed

Martin, identifying the best and then sharing these

Best Practices across the entire Corporation.

The results to date have been encouraging.

Numerous high-payoff Best Practices already have

been transferred among multiple companies within

Lockheed Martin. Best Practice Transfer Teams

have been established involving people from through-

out the Corporation. And, performance improvement

metrics currently in place are starting to show results.

In addition, our Best Practices initiative is energiz-

ing our people to think creatively and look beyond

traditional organizational boundaries to find the best

solutions. It is our belief that we are positioned to

see performance improvements in 1999 as the 

Best Practices initiative takes hold at all levels of

the Corporation. Once it is fully implemented over

the next four years,we expect Best Practices to save

the Corporation $2.5 billion to $3 billion a year.

We are proud of the role we play in providing

quality products and services to the core markets

we serve—Defense, Space, and Civil Government

Information Systems and Services. Our vision for

the future is to continue to nurture and grow our

core businesses while we expand rapidly into the

closely related Global Telecommunications and

Information Services markets.







MISSION SUCCESS
L E A D E R S H I P  T H R O U G H
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MISSION SUCCESS IS OUR COMMITMENT 

TO TOTAL CUSTOMER SATISFACTION.

Over the past four

years,we at Lockheed

Martin have measured our

performance by Mission

Success. The shorthand

definition of Mission

Success is simple—

attaining total customer

satisfaction and meeting

all our commitments.

Mission Success also

is the standard by which

we measure the performance of every aircraft

we fly, every spacecraft we launch, every 

system we integrate, every service we provide.

In essence, when our products and services

work as promised to the customer, we have

earned the right to call it Mission Success.

Last year, Lockheed Martin achieved a 

97 percent Mission Success record based 

on approximately 900 measurable events.

In 1998,some of our Mission Success

highlights included successfully executing

an ambitious F-22 

flight test schedule,

and launching the 

Space Shuttle Super

Lightweight Tank. Not

all Mission Success

events are related to

things that fly. As a

Mission Success,we

recognize deliveries,

qualification tests or 

sea trials of multiple

AEGIS shipboard weapon systems. In addi-

tion, five of our companies are at a Software

Engineering Institute (SEI) Level 4 rating,

and two of our companies have achieved

Level 5,placing them among a select group

of companies to attain this high level of soft-

ware engineering expertise.

At Lockheed Martin, Mission Success 

is a way of thinking strategically as well as

doing business on a day-to-day basis with 

a disciplined focus on the customer.

Above: It was Mission Success for five Space Shuttle missions launched by our United Space Alliance
joint venture last year. Lockheed Martin also builds the Shuttle’s External Tank.

Right: Lockheed Martin is producing the Close Combat Tactical Trainer simulator system for the U.S. Army.
With this system soldiers can train in real time on a highly interactive virtual battlefield.
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S Y N E R G Y
THROUGH TEAMWORK WE CAN BEST HARNESS 

THE DIVERSE TALENTS OF OUR 165,000 EMPLOYEES.

The successful organizations in our 

marketplaces will be the ones that build 

world-class teams. Lockheed Martin is

mobilizing its people, technologies and

resources,focusing these on common goals

and objectives. It is that kind of focus that

has enabled us to win and retain key pro-

grams that would not have been possible

without the synergies inherent in this high-

technology enterprise.

Through teamwork we can best harness

the diverse talents of our 165,000 employees

to create a culture that stresses positive 

thinking, a “can-do” attitude and customer

responsiveness across all product and organi-

zational lines.

Teamwork is not limited to the excellent

job we have been doing internally among 

our diverse set of business units that make 

up today’s Lockheed Martin. In the domestic

market, we are the partner of choice for a

variety of commercial companies and govern-

ment agencies–from federal, to county 

and municipal governments. Internationally,

we have established alliances,joint ventures 

and other partnerships with companies and

governmental bodies in almost 50 countries.

Our commitment to teamwork was 

recognized industrywide in 1998 with the

American Business Ethics Award from the

American Society of Chartered Life Under-

writers & Chartered Financial Consultants,

as well as Industry Week’s selection of our

Tactical Aircraft Systems plant in Fort Worth

as one of the country’s 10 best plants. In

addition, Graduating Engineermagazine

readers rank Lockheed Martin as the top 

company to join. All this makes us the

employer of choice–attracting the best 

and the brightest to our doors.

M U L T I P L Y I N G  T A L E N T S  B Y

Above: The Consolidated Space Operations Contract (CSOC) calls for the consolidation of 17 NASA
contracts,and further cements Lockheed Martin’s relationship with its NASA customer.

Right: The Joint Air-to-Surface Standoff Missile (JASSM) is an example of teamwork and partnerships,
uniting diverse talents and capabilities throughout Lockheed Martin.
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suspended for a period of time from eligibility f or bidding on,or
for award of, new government contracts. A conviction could result
in debarment for a specified period of time. Similar government
oversight exists in most other countries where the Corporation 
conducts business. Although the outcome of such investigations 
and inquiries cannot be predicted, in the opinion of management,
there are no claims,audits or investigations pending against the
Corporation that are likely to have a material adverse effect on the
Corporation’s business or its consolidated results of operations,
cash flows or financial position.

The Corporation remains exposed to other inherent risks associated
with U.S. Government contracting, including technological uncertain-
ties and obsolescence, changes in government policies and depen-
dence on annual Congressional appropriation and allotment of funds.
Many of the Corporation’s programs involve development and appli-
cation of state-of-the-art technology aimed at achieving challenging
goals. As a result,setbacks and failures can occur. In 1998,for 
example, the Corporation experienced difficulties related to its
Theater High Altitude Area Defense (THAAD) system and commer-
cial space programs. It is important for the Corporation to resolve the
related performance issues to achieve success on these programs.

The Corporation continues to focus on expanding its presence in
related commercial and non-defense markets,most notably in space
and telecommunications activities, information management and 
systems integration. Although these lines of business are not depen-
dent on defense budgets,they share many of the risks associated 
with the Corporation’s primary businesses,as well as others unique
to the commercial marketplace. Such risks include development of
competing products,technological feasibility and product obsoles-
cence. The telecommunications market is expected to double over
the next five years.Although the Corporation has limited experience
and sales in this market as of the end of 1998,the Corporation hopes
to apply its technological capabilities and the benefits of the merger
with COMSAT, if consummated, to meet the increasing demand for
broadband, Internet and virtual network services.

In connection with expanding its portfolio of offered products
and services in commercial space and telecommunications activi-
ties,the Corporation has entered into various joint venture, teaming
and other business arrangements,including some with foreign part-
ners. The conduct of international business introduces other risks
into the Corporation’s operations,including fluctuating economic
conditions,fluctuations in relative currency values and the potential
for unanticipated cost increases and timing issues resulting from the
deterioration of political relations.

In 1992,the Corporation entered into a joint venture with 
two Russian government-owned space firms to form Lockheed-
Khrunichev-Energia International, Inc. (LKEI). Lockheed Martin
owns 51% of LKEI and consolidates the operations of LKEI into its
financial statements. LKEI has exclusive rights to market launches
of commercial, non-Russian-origin payloads to space on the Proton
rocket from a launch site in Kazakhstan. In 1995,another joint 
venture was formed, International Launch Services (ILS),with the
Corporation and LKEI each holding 50 percent ownership. ILS 
was formed to market commercial Atlas and Proton launch services
worldwide. Contracts for Proton launch services typically require 

substantial advances from the customer in advance of launch, and a
sizable percentage of these advances are forwarded to Khrunichev
State Research and Production Space Center (Khrunichev), the 
manufacturer in Russia,to provide for the manufacture of the related 
launch vehicle. Significant portions of such advances would be
required to be refunded to each customer if launch services were
not successfully provided within the contracted time frame. At
December 31,1998,approximately $990 million related to launches
not yet provided was included in customer advances and amounts 
in excess of costs incurred, and approximately $740 million of pay-
ments to Khrunichev for launches not yet provided was included 
in inventories. Through year end 1998,launch services provided
through LKEI and ILS have been in accordance with contract terms.

An additional risk exists related to launch vehicle services in
Russia. Under a trade agreement in effect since September 1993
between the United States and Russia,the number of Russian
launches of U.S. built satellites into geosynchronous and geosyn-
chronous transfer orbit is limited to fifteen from trade agreement
inception through the year 2000. Officials of the U.S. Government 
have stated that this limit will not be raised until Russia takes satis-
factory action to resolve missile technology proliferation concerns. 
This limit, if not raised or eliminated, could impair the Corporation’s
ability to achieve certain of its business objectives related to launch 
services,satellite manufacture and telecommunications market 
penetration. At December 31,1998,approximately $375 million of
the $990 million of customer advances and approximately $280
million of the $740 million of payments to Khrunichev disclosed in
the prior paragraph are associated with launches in excess of the
number currently allowed under the quota. Management is working
to achieve a favorable resolution to raise or eliminate the limitation
on the number of Russian launches.

The Corporation has entered into agreements with RD AMROSS,
a joint venture of the Pratt & Whitney division of United Technologies
Corporation and the Russian firm NPO Energomash,for the devel-
opment and purchase, subject to certain conditions,of up to 101
RD-180 booster engines for use in two models of the Corporation’s
launch vehicles. Terms of the agreements call for payments to be
made to RD AMROSS upon the achievement of certain milestones
in the development and manufacturing processes. Approximately
$100 million of payments made under these agreements were
included in the Corporation’s inventories at December 31,1998.

Discussion of Business Segments

The Corporation’s operations are divided into five business seg-
ments:Space & Strategic Missiles; Electronics; Aeronautics;
Information & Services; and Energy and Other. Effective January 1,
1998,management responsibility for United Space Alliance, a lim-
ited liability company owned by the Corporation and The Boeing
Company, was reassigned from the Information & Services segment
to the Space & Strategic Missiles segment. Management reporting
of certain other activities was also reassigned among the Space &
Strategic Missiles,Electronics,and Energy and Other segments.
Consequently, 1997 and 1996 operating profit amounts for these
segments have been restated to conform with the 1998 presentation.
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principally from contract modifications to the Titan IV program.
During 1998,the Corporation entered into an agreement with the
U.S. Government that provides $500 million of funding to develop
the Evolved Expendable Launch Vehicle. The Corporation will use
its best efforts to design a prototype to comply with the launch
capability requirements included in the agreement. Since this agree-
ment does not constitute a procurement contract,funding has been
excluded from backlog. The decrease in 1997 resulted principally
from a reduction in classified backlog and a finalization of the
Corporation’s backlog recognition policy for the SBIRS program.

Total Electronics segment backlog increased by eight percent in
1998 compared to 1997,after having decreased by eight percent in
1997 compared to 1996. During 1998,backlog increased primarily
as a result of new orders received for various surface ship systems
and missile systems activities. The 1997 decrease was caused by
absence of backlog related to the Armament Systems and Defense
Systems businesses divested during 1997.

Total Aeronautics segment backlog decreased by 21 percent in
1998 compared to 1997 after having increased slightly in 1997
compared to 1996. The segment’s 1998 backlog was impacted by 
a significant decrease in new order activity from the prior year,
principally related to the timing of new orders. Specifically, during
1998,the government of the United Arab Emirates selected the
Corporation’s F-16 as its advanced fighter aircraft. The Corporation
is working to secure a definitive contract,estimated to be worth
over $5 billion,during 1999. In 1997,new orders for C-130 airlift
aircraft were offset by the reduction in F-16 fighter aircraft back-
log and the divestiture of the segment’s Aerostructures business 
backlog to GE.

Total Information & Services backlog increased by 16 percent 
in 1998 compared to 1997,after having decreased slightly in 1997
compared to 1996. The increase from 1997 to 1998 related to the

1998 award to the Corporation of the Consolidated Space Operations
Contract by the National Aeronautics and Space Administration,
and increases related to the receipt of new information management
services contract awards. The decrease in 1997 resulted from the
absence of backlog related to the companies that were divested to
L-3 during 1997.

Liquidity and Cash Flows

Operating Activities

Operating activities provided $2.0 billion in cash during 1998,
compared to $1.2 billion and $1.6 billion provided in 1997 and
1996,respectively. The significant increase in cash provided by
operations during 1998 was a result of improved operating cash 
flow and reduced net Federal income tax payments. 

Investing Activities

The Corporation used $455 million in cash for investing activities
during 1998,compared to $185 million provided during 1997 and
$8.0 billion used during 1996. For the three years presented, the
major investments of cash were related to property, plant and 
equipment additions,which declined 7 percent in 1998 after a 
2 percent increase in 1997. During 1998,$134 million of net cash
was provided by divestiture and acquisition activities. During 1997,
cash was principally provided by the disposition of the Armament
Systems and Defense Systems businesses and the divestiture of 
L-3. During 1996,the Corporation used $7.3 billion of cash to
finance the Loral Transaction.

Financing Activities

The Corporation used $1.3 billion in cash for financing activities
during 1998,compared to $1.4 billion used during 1997 and $5.7
billion provided during 1996. Because operating activities gener-
ated significantly more cash during 1998,gas 

able to reduce its total debt by mo e than $1.0 billion. During 1997,
c
(Csor)Tj
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0.4oas a ease its short-term borrowings

significantly, while longor m debt browings were increased to
finance the GE T
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Board of Directors and Stockholders
Lockheed Martin Corporation

We have audited the accompanying consolidated balance sheet of Lockheed Martin Corporation as of December 31,1998 and 1997,and

the related consolidated statements of earnings,stockholders’ equity, and cash flows for each of the three years in the period ended December

31,1998. These financial statements are the responsibility of the Corporation’s management. Our responsibility is to express an opinion on

these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan and perform the

audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining,

on a test basis,evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting

principles used and significant estimates made by management,as well as evaluating the overall financial statement presentation. We believe

that our audits provide a reasonable basis for our opinion.

In our opinion,the consolidated financial statements referred to above present fairly, in all material respects,the consolidated financial

position of Lockheed Martin Corporation at December 31,1998 and 1997,and the consolidated results of its operations and its cash flows

for each of the three years in the period ended December 31,1998,in conformity with generally accepted accounting principles.

Washington,D.C.

January 22,1999,except for the 

third paragraph of Note 4,as to 

which the date is February 11,1999

REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS
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Year ended December 31,
(In millions,except per share data) 1998 1997 1996

Net Sales $26,266 $28,069 $26,875
Cost of sales 23,914 25,772 24,594

Earnings from operations 2,352 2,297 2,281
Other income and expenses,net 170 482 452

2,522 2,779 2,733
Interest expense 861 842 700

Earnings before income taxes 1,661 1,937 2,033
Income tax expense 660 637 686

Net Earnings $ 1,001 $ 1,300 $ 1,347

Earnings (Loss) Per Common Share:*
Basic $ 2.66 $ (1.56) $ 3.40
Diluted $ 2.63 $ (1.56) $ 3.04

*As more fully described in Notes 3 and 6,in 1997 the Corporation reacquired all of its outstanding Series A preferred stock resulting in a deemed dividend
of $1,826 million. For purposes of computing net loss applicable to common stock for basic and diluted loss per share, the deemed preferred stock divi-
dend was deducted from 1997 net earnings.

See accompanying Notes to Consolidated Financial Statements.

CONSOLIDATED STATEMENT OF EARNINGS
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Year ended December 31,
(In millions) 1998 1997 1996

Operating Activities
Net earnings $ 1,001 $ 1,300 $ 1,347
Adjustments to reconcile net earnings to net cash provided by operating activities:

Depreciation and amortization 569 606 732
Amortization of intangible assets 436 446 402
Deferred federal income taxes 203 155 (251)
GE Transaction — (311) —
Materials transaction — — (365)
Merger related and consolidation payments — (68) (244)
Changes in operating assets and liabilities:

Receivables 809 (572) (328)
Inventories (1,183) (687) (125)
Customer advances and amounts in excess of costs incurred 329 1,048 544
Income taxes 189 (560) (158)
Other (322) (149) 82

Net cash provided by operating activities 2,031 1,208 1,636

Investing Activities
Expenditures for property, plant and equipment (697) (750) (737)
Loral Transaction — — (7,344)
Divestiture of L-3 companies — 464 —
Divestiture of Armament Systems and Defense Systems — 450 —
Other acquisition and divestiture activities 134 12 —
Other 108 9 52

Net cash (used for) provided by investing activities (455) 185 (8,029)

Financing Activities
Net (decrease) increase in short-term borrowings (151) (866) 1,110
Increases in long-term debt 266 1,505 7,000
Repayments and extinguishments of long-term debt (1,136) (219) (2,105)
Issuances of common stock 91 110 97
Dividends on common stock (310) (299) (302)
Dividends on preferred stock — (53) (60)
Redemption of preferred stock (51) (1,571) —

Net cash (used for) provided by financing activities (1,291) (1,393) 5,740

Net increase (decrease) in cash and cash equivalents 285 — (653)
Cash and cash equivalents at beginning of year — — 653

Cash and cash equivalents at end of year $ 285 $ — $ —

See accompanying Notes to Consolidated Financial Statements.

CONSOLIDATED STATEMENT OF CASH FLOWS
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Note 1—Summary of Significant Accounting Policies

Organization—Lockheed Martin Corporation (Lockheed Martin 
or the Corporation) is engaged in the conception, research, design,
development,manufacture, integration and operation of advanced
technology systems,products and services. Its products and serv-
ices range from aircraft, spacecraft and launch vehicles to missiles,
electronics,information systems,telecommunications and energy
management. The Corporation serves customers in both domestic
and international defense and commercial markets,with its princi-
pal customers being agencies of the U.S. Government.

Basis of consolidation and use of estimates—The consolidated
financial statements include the accounts of wholly-owned and
majority-owned subsidiaries. Intercompany balances and transactions
have been eliminated in consolidation. The preparation of consoli-
dated financial statements in conformity with generally accepted
accounting principles requires management to make estimates and
assumptions,including estimates of anticipated contract costs and
revenues utilized in the earnings recognition process,that affect the
reported amounts in the financial statements and accompanying
notes. Actual results could differ from those estimates.

Common stock split—In October 1998,the Board of Directors of
the Corporation authorized a two-for-one split of the Corporation’s
common stock in the form of a stock dividend. The stock split 
was effected on December 31,1998 to stockholders of record at 
the close of business on December 1,1998. In the accompanying
Consolidated Statement of Earnings and Notes to Consolidated
Financial Statements,all references to shares of common stock and
per share amounts have been restated to reflect the stock split. In
addition, an amount equal to the par value of the shares distributed
to effect the stock split has been transferred from additional paid-in
capital to common stock.

Classifications—Receivables and inventories are primarily attribut-
able to long-term contracts or programs in progress for which the
related operating cycles are longer than one year. In accordance
with industry practice, these items are included in current assets.
Book overdrafts,which are immaterial, are included in current lia-
bilities. Certain amounts for prior years have been reclassified to
conform with the 1998 presentation.

Cash and cash equivalents—Cash and cash equivalents are net
of outstanding checks that are funded daily as presented for payment.
Cash equivalents are generally comprised of highly liquid instru-
ments with maturities of three months or less when purchased. Due
to the short maturity of these instruments,carrying value on the
Corporation’s consolidated balance sheet approximates fair value.

Receivables—Receivables consist of amounts billed and currently
due from customers,and unbilled costs and accrued profits primar-
ily related to revenues on long-term contracts that have been recog-
nized for accounting purposes but not yet billed to customers.

Inventories—Inventories are stated at the lower of cost or estimated
net realizable value. Costs on long-term contracts and programs in
progress represent recoverable costs incurred for production,allo-
cable operating overhead and, where appropriate, research and
development and general and administrative expenses. Pursuant 

to contract provisions,agencies of the U.S. Government and certain
other customers have title to,or a security interest in,inventories
related to such contracts as a result of progress payments and
advances. Such progress payments and advances are reflected as 
an offset against the related inventory balances. Other customer
advances are classified as current liabilities. General and admin-
istrative expenses related to commercial products and services 
provided essentially under commercial terms and conditions are
expensed as incurred. Costs of other product and supply inven-
tories are principally determined by the first-in, first-out or average
cost methods.

Property, plant and equipment—Property, plant and equipment
are carried principally at cost. Depreciation is provided on plant 
and equipment generally using accelerated methods during the first
half of the estimated useful lives of the assets; thereafter, straight-
line depreciation generally is used. Estimated useful lives generally
range from 8 years to 40 years for buildings and 2 years to 20 years
for machinery and equipment.

Intangible assets—Intangible assets related to contracts and pro-
grams acquired are amortized over the estimated periods of benefit
(15 years or less) and are displayed on the consolidated balance
sheet net of accumulated amortization of $800 million and $651 mil-
lion at December 31,1998 and 1997,respectively. Cost in excess of
net assets acquired (goodwill) is amortized ratably over appropriate
periods,primarily 40 years,and is displayed on the consolidated bal-
ance sheet net of accumulated amortization of $1,103 million and
$881 million at December 31,1998 and 1997,respectively. The car-
rying values of intangible assets,as well as other long-lived assets,
are reviewed if, as described in Statement of Financial Accounting
Standards (SFAS) No. 121,“Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to Be Disposed Of,”
changes in the facts and circumstances indicate potential impair-
ment of their carrying value, and any impairment determined is
recorded in the current period. Impairment is measured by compar-
ing the discounted cash flows of the related business operations to
the appropriate carrying values.

Investments—Other assets include investments in equity securi-
ties of affiliated companies accounted for under the equity method
of accounting. Under this method of accounting, which generally
applies to investments that represent a 20 percent to 50 percent
ownership of the equity securities of the investees,the Corpora-
tion’s share of the earnings of the affiliated companies is included
in other income and expenses. The Corporation recognizes cur-
rently gains or losses arising from issuances of stock by wholly-
owned or majority-owned subsidiaries or by equity method
investees. These gains or losses are also included in other income
and expenses. Other assets also include investments in companies
in which the Corporation’s ownership interest is less than 20 per-
cent. These investments are generally accounted for under the cost
method of accounting. Total investments included in other assets
were $948 million and $645 million at December 31,1998 and
1997,respectively.

Environmental matters—The Corporation records a liability 
for environmental matters when it is probable that a liability has
been incurred and the amount can be reasonably estimated. A 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31,1998
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Corporation’s 1997 net sales,Lockheed Martin’s investment in a
telecommunications partnership,and approximately $1.6 billion in
cash,which was initially financed through the issuance of commer-
cial paper; however, $1.4 billion was subsequently refinanced with
a note, due November 17,2002 and bearing interest at 6.04%,from
Lockheed Martin to LMT Sub. The fair value of the non-cash net
assets exchanged was approximately $1.2 billion.

The GE Transaction was accounted for at fair value, and resulted in
the reduction of the Corporation’s stockholders’ equity by $2.8 billion
and the recognition of a tax-free gain, in other income and expenses,
of approximately $311 million during the fourth quarter of 1997. For
purposes of determining net loss applicable to common stock used in
the computation of loss per share, 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 accordance with the requirements of the Emerging Issues
Task Force’s Issue D-42. This deemed dividend had a significant
impact on the loss per share calculations,but did not impact reported
1997 net earnings. The effect of this deemed dividend was to reduce
the basic and diluted per share amounts by $4.93.

During the second quarter of 1998,the final determination of 
the closing net worth of the businesses exchanged was completed,
resulting in a payment of $51 million from the Corporation to MRA
Systems,Inc. (formerly LMT Sub). This final settlement did not
impact the gain previously recorded on the transaction. Subsequently,
the remainder of the cash included in the transaction was refinanced
with a note for $210 million,due November 17,2002 and bearing
interest at 5.73%,from Lockheed Martin to MRA Systems,Inc.

Note 4—Other Acquisitions and Divestitures

In July 1997,the Corporation and Northrop Grumman Corporation
(Northrop Grumman) announced that they had entered into an
agreement to combine the companies whereby Northrop Grumman
would become a wholly-owned subsidiary of Lockheed Martin. 
The proposed merger with Northrop Grumman was terminated by
the Board of Directors of Lockheed Martin in July 1998.

In March 1997,the Corporation executed a definitive agreement
valued at approximately $525 million to reposition 10 non-core
business units as a new independent company, L-3 Communications
Corporation (L-3), in which the Corporation retained an approximate
35 percent ownership interest at closing. These business units 
contributed approximately two percent of the Corporation’s net
sales during the three month period ended March 31,1997. The
transaction,which closed on April 30, 1997 with an effective 
date of March 30,1997,did not have a material impact on the
Corporation’s earnings. During May 1998,L-3 completed an initial
public offering resulting in the issuance of an additional 6.9 million
shares of its common stock to the public. This transaction resulted
in a reduction in the Corporation’s ownership to approximately 
25 percent,and the recognition of a pretax gain of $18 million in
other income and expenses. The gain increased net earnings by 
$12 million,or $.03 per diluted share. At December 31,1998 and
1997,the Corporation’s investment in L-3 totaled $77 million and
$49 million,respectively.

In February 1999,4.5 million shares previously owned by the
Corporation were sold as part of a secondary public offering 
by L-3. This transaction resulted in a further reduction in the
Corporation’s ownership to approximately 7.1 percent. Management
estimates that the gain recognized on this transaction will increase
net earnings for the first quarter of 1999 by an amount between 
$75 million and $85 million. Subsequent to this transaction,the
Corporation’s remaining investment in L-3 will be accounted 
for as an available-for-sale investment,as defined in SFAS No. 115,
“Accounting for Certain Investments in Debt and Equity Securities.”
Under SFAS No. 115,investments in available-for-sale securities
are adjusted to reflect current market values at each reporting
period, with resulting unrealized gains or losses,net of income
taxes,reported as a component of other comprehensive income.

During the third quarter of 1996,the Corporation announced its
intention to distribute via an exchange offer its 81 percent interest
in Martin Marietta Materials, Inc. (Materials) to its stockholders. In
October 1996,approximately 15.8 million shares of the Corporation’s
common stock were exchanged for the 37.35 million shares of
Materials common stock held by the Corporation. Upon the 
closing of this transaction,the Corporation had no remaining own-
ership interest in Materials and had reduced its common shares 
outstanding by approximately four percent. This fourth quarter
1996 exchange was accounted for at fair value, resulting in the
reduction of the Corporation’s stockholders’ equity by $750 million
and the recognition of a pretax gain of $365 million in other
income and expenses.

In November 1996,the Corporation announced the proposed
divestiture of two of its business units,Armament Systems and
Defense Systems. This transaction,which concluded with the
Corporation’s receipt of $450 million in cash in January 1997,had
no pretax effect on the results of operations for 1997 or 1996.

On a combined basis,the Materials exchange and the Armament
Systems and Defense Systems divestiture noted above increased
1996 net earnings by $351 million.

In April 1996, the Corporation consummated its business com-
bination with Loral Corporation (Loral) for a total purchase price,
including acquisition costs,of approximately $7.6 billion (the Loral
Transaction). In addition to the acquisition of Loral’s defense elec-
tronics and systems integration businesses,the Loral Transaction
resulted in the Corporation acquiring shares of preferred stock of
Loral Space & Communications,Ltd. (Loral SpaceCom),a newly-
formed company, which were convertible into 20 percent of Loral
SpaceCom’s common stock on a diluted basis at the date of acqui-
sition. The Corporation’s investment in Loral SpaceCom totaled
$393 million at December 31,1998 and 1997,and the fair value at
December 31,1998 was estimated to be approximately $650 mil-
lion. The Loral Transaction was accounted for using the purchase
method of accounting. The businesses acquired in connection with
the Loral Transaction have been included in the results of opera-
tions of the Corporation since April 1996.

Note 5—Restructuring and Other Charges

During the fourth quarter of 1998,CalComp Technology, Inc.
(CalComp),a majority-owned subsidiary of the Corporation,
made a decision to divest certain of its businesses and concluded 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31,1998

Selected Financial Data by Business Segment

(In millions) 1998 1997 1996

Net sales
Space & Strategic Missiles $ 7,461 $ 8,303 $ 7,904
Electronics 7,342 7,069 6,675
Aeronautics 5,996 6,045 5,596
Information & Services 5,212 6,468 5,893
Energy and Other 255 184 807

$26,266 $28,069 $26,875

Operating profit (loss)
Space & Strategic Missiles $ 976 $ 1,096 $ 973
Electronics 733 576 673
Aeronautics 654 612 441
Information & Services (25) 111 290
Energy and Other 184 384 356

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

Intersegment revenue
Space & Strategic Missiles $ 43 $ 35 $ 43
Electronics 436 440 385
Aeronautics 84 73 51
Information & Services 633 618 553
Energy and Other 40 46 43

$ 1,236 $ 1,212 $ 1,075

Depreciation and amortization
Space & Strategic Missiles $ 160 $ 177 $ 188
Electronics 212 214 239
Aeronautics 80 88 126
Information & Services 96 112 121
Energy and Other 21 15 58

$ 569 $ 606 $ 732

Amortization of intangible assets
Space & Strategic Missiles $ 29 $ 29 $ 29
Electronics 226 228 199
Aeronautics 80 80 80
Information & Services 100 107 92
Energy and Other 1 2 2

$ 436 $ 446 $ 402

Nonrecurring and unusual items—
(loss) profit

Space & Strategic Missiles $ — $ (87) $ (25)
Electronics — (69) —
Aeronautics — (44) (46)
Information & Services (233) (163) (86)
Energy and Other — 217 215

$ (233) $ (146) $ 58

(In millions) 1998 1997 1996

Expenditures for property,
plant and equipment

Space & Strategic Missiles $ 271 $ 293 $ 264
Electronics 185 189 213
Aeronautics 119 104 75
Information & Services 78 137 104
Energy and Other 44 27 81

$ 697 $ 750 $ 737

Investments in equity method investees
Space & Strategic Missiles $ 382 $ 121 $ 123
Electronics 19 4 3
Aeronautics 16 19 17
Information & Services 10 15 8
Energy and Other 101 58 50

$ 528 $ 217 $ 201

Assets(a)

Space & Strategic Missiles $ 5,228 $ 4,599 $ 3,758
Electronics 10,355 10,619 11,363
Aeronautics 3,890 3,757 4,201
Information & Services 4,726 5,150 6,111
Energy and Other 4,545 4,236 4,107

$28,744 $28,361 $29,540

(a) The Corporation has no significant long-lived assets located in foreign countries.

Net Sales by Customer Category

(In millions) 1998 1997 1996

U.S. Government
Space & Strategic Missiles $ 6,011 $ 6,472 $ 6,401
Electronics 5,144 4,844 4,451
Aeronautics 3,131 2,912 3,830
Information & Services 3,870 4,050 3,878
Energy and Other 152 118 154

$18,308 $18,396 $18,714

Foreign governments(a)(b)

Space & Strategic Missiles $ 37 $ 94 $ 38
Electronics 1,820 1,695 1,656
Aeronautics 2,807 2,826 1,466
Information & Services 348 246 152
Energy and Other 1 — —

$ 5,013 $ 4,861 $ 3,312





46

CONSOLIDATED FINANCIAL DATA—NINE YEAR SUMMARY(a)

(In millions,except per share data) 1998(c) 1997(d)

Operating Results
Net sales $26,266 $28,069
Costs and expenses 23,914 25,772

Earnings from operations 2,352 2,297
Other income and expenses,net 170 482

2,522 2,779
Interest expense 861 842

Earnings before income taxes and cumulative effect of changes in accounting 1,661 1,937
Income tax expense 660 637

Earnings before cumulative effect of changes in accounting 1,001 1,300
Cumulative effect of changes in accounting — —

Net earnings (loss) $ 1,001 $ 1,300

Earnings (Loss) Per Common Share(b)

Basic:
Before cumulative effect of changes in accounting $ 2.66 $ (1.56)
Cumulative effect of changes in accounting — —

$ 2.66 $ (1.56)

Diluted:
Before cumulative effect of changes in accounting $ 2.63 $ (1.56)
Cumulative effect of changes in accounting — —

$ 2.63 $ (1.56)

Cash dividends(b) $ .82 $ .80

Condensed Balance Sheet Data
Current assets $10,611 $10,105
Property, plant and equipment 3,513 3,669
Intangible assets related to contracts and programs acquired 1,418 1,566
Cost in excess of net assets acquired 9,521 9,856
Other assets 3,681 3,165

Total $28,744 $28,361

Short-term borrowings $ 1,043 $ 494
Current maturities of long-term debt 886 876
Other current liabilities 8,338 7,819
Long-term debt 8,957 10,528
Post-retirement benefit liabilities 1,903 1,993
Other liabilities 1,480 1,475
Stockholders’ equity 6,137 5,176

Total $28,744 $28,361

Common Shares Outstanding at Year End(b) 393.3 388.8

Notes to Nine Year Summary
(a) The Corporation was formed in 1995 from the combination of Lockheed Corporation and Martin Marietta Corporation. All financial information prior 

to 1995 was derived from the financial statements of those companies under the pooling of interests method of accounting.
(b) All share and per share amounts have been restated to reflect the two-for-one stock split in the form of a stock dividend in December 1998.
(c) Includes the effects of a nonrecurring and unusual pretax charge of $233 million,$183 million after tax,or $.48 per diluted share.
(d) Includes the effects of a tax-free gain of $311 million and the eftin g278 0 TD
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