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Leadership And Teamwork

From left to right: (seated) Robert J. Stevens, Lockheed Martin President and Chief Operating Officer; Vance D. Coffman, Lockheed Martin Chairman and Chief Executive Officer; 
(standing) Robert B. Coutts, Executive Vice President, Lockheed Martin Systems Integration; Dain M. Hancock, Executive Vice President, Lockheed Martin Aeronautics Co.; 
Albert E. Smith, Executive Vice President, Lockheed Martin Space Systems Co.; John V. Sponyoe, Lockheed Martin Global Telecommunications Chief Executive Officer; Michael F. Camardo, 
Executive Vice President, Lockheed Martin Technology Services.
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Our customers in the Department of Defense, NASA,

other agencies of the federal government, governments

worldwide, and a variety of commercial customers depend

on products that perform. For our customers who defend

the peace, who rely on mission critical systems, or
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The Lockheed Martin team is a partner with NASA to consolidate

mission operations at major NASA centers. The Consolidated Space

Operations Contract (CSOC) successfully demonstrated last year its OpStar

prototype, which promises significant mission operations cost reductions.

This state-of-the-art technology allows scientists to literally command their

spacecraft safely from anywhere, using laptop computers or hand-held

devices instead of being tied to large computing centers. In addition,

CSOC delivered the new Training Flight Control room in just six

months—ahead of schedule and within budget.

As systems integrators, our team was instrumental in tallying the 

Year 2000 Census with an accuracy rate of 99.8%. Lockheed Martin’s

Data Capture System (DCS) 2000 processed the nearly 148 million 

forms that will provide an updated picture of the United States as the 

new century begins.

Performance as a systems integrator led to Lockheed Martin’s selection

as warfare systems integrator for the U.S. Navy’s new aircraft carrier,

CVN-77. Systems integration is also key to missile defense programs. 

The Patriot Advanced Capability-3 (PAC-3) missile extended its record of

successful performance to eight successful test flights and six consecutive

intercepts, including the destruction of targets simulating low-flying cruise

missiles. In addition, the Theater High Altitude Area Defense (THAAD)

program entered the Engineering and Manufacturing Development phase,

and the Joint Air-to-Surface Standoff Missile successfully conducted 

its first flight and has demonstrated its performance successfully in 

subsequent flights.

Evo l v i n g  W i t h  C u s t ome r  P r i o r i t i e s

For our customers who defend the peace, who rely on 
mission critical systems, or depend on large information
networks—performance is key.

As a world-class advanced-technology
systems integrator, we are continually
improving on performance with 
innovations in science and technology.
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Lockheed Martin is committed to excellence—to be

the company that customers around the world trust most

to work with them on their vitally important projects. Our

vision recognizes that our core expertise is systems inte-

gration—working with governments and commercial 

customers worldwide to help accomplish their goals.

Our Department of Defense customers know that in

peace and in conflict, information superiority is critical. In

2000, the U.S. Air Force selected Lockheed Martin to

modernize the command and control architectures for

NORAD (North American Aerospace Defense) and U.S.

Space Command. The result: a complete integrated view

of America’s airspace for those who defend it. In 2000,

Lockheed Martin, Hughes Space and Communications Co.,

and TRW Inc. formed a National Team to build the

Department of Defense’s next generation of highly secure

communication satellites known as the Advanced Extremely

High Frequency system. In addition, the U.S. Navy chose

Lockheed Martin last year to provide a variety of logistics

information management support services at 12 sites for

the Naval Air Systems Command.

Excellence As A Premier 
Systems Integrator

Under the Integrated Space Command and Control (ISC2) program, a Lockheed Martin-led team will integrate approximately 40 separate air,
missile, and space command systems into one common command and control infrastructure.

Transmitting more bits of data daily than 
all U.S. cable companies combined.
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In 2000, Lockheed Martin completed deployment of 20 new Display

System Replacement (DSR) installations at Federal Aviation Administration

facilities across the nation. The program was completed ahead of schedule

and within budget. In recognition of our customer-focused approach to

air traffic management solutions and advanced technologies, Lockheed

Martin Air Traffic Management was selected for the third time in four
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System; U.S. Air Force Special Operations Command combat aircrew

training and mission rehearsal operations; the U.S. Navy’s first recon-

figurable EA-6B weapon systems trainer; and a new commercial flight

training center.

As manager and operator of Sandia National Laboratories for the

Department of Energy, Lockheed Martin is at the forefront of scientific dis-
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In its global approach to business, Lockheed Martin’s





22

Financial Highlights Inside Front Cover



23

Lockheed Martin Corporation

December 31, 2000

Lockheed Martin Corporation (Lockheed Martin or the
Corporation) is engaged in the conception, research,
design, development, manufacture, integration and opera-
tion of advanced technology systems, products and serv-
ices. The Corporation serves customers in both domestic
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$115 million after transaction costs and federal and state
income tax payments.

In 1997, the Corporation repositioned 10 of its non-core
business units as a new independent company, L-3 Com-
munications Holdings, Inc. (L-3), in which the Corporation
retained an approximate 35 percent ownership interest 
at closing. The Corporation’s ownership percentage was
reduced to approximately 25 percent in the second quarter
of 1998 as a result of an initial public offering of L-3’s com-
mon stock. This transaction resulted in the recognition of a
nonrecurring and unusual gain, net of state income taxes, of
$18 million, and increased 1998 net earnings by $12 mil-
lion, or $.03 per diluted share. In 1999, the Corporation
sold its remaining shares of L-3 in two separate transactions.
On a combined basis, these two transactions resulted in a
nonrecurring and unusual gain, net of state income taxes,
of $155 million, and increased 1999 net earnings by
$101 million, or $.26 per diluted share.

In September 1999, the Corporation sold its interest in
Airport Group International Holdings, LLC which resulted in
a nonrecurring and unusual gain, net of state income taxes,
of $33 million. In October 1999, the Corporation exited its
commercial 3D graphics business through a series of trans-
actions which resulted in the sale of its interest in Real 3D,
Inc., a majority-owned subsidiary, and a nonrecurring and
unusual gain, net of state income taxes, of $33 million. On
a combined basis, these transactions increased 1999 net
earnings by $43 million, or $.11 per diluted share.

Industry Considerations
The Corporation’s primary lines of business are in advanced
technology systems, products and services for aerospace and
defense, serving both government and commercial customers.
In recent years, domestic and worldwide political and eco-
nomic developments have strongly affected these markets,
requiring significant adaptation by market participants.

The U.S. aerospace and defense industry has experi-
enced years of pressures and uncertainties relative to budg-
ets for research, development, test and evaluation, and
procurement. After over a decade of downward trends in
the U.S. defense budget, the portion of the Federal budget

devoted to defense is at one of its lowest levels in modern
history. In addition, worldwide defense budgets have been
declining, with the limited funds available for such budgets
targeted for operational readiness and personnel issues
instead of acquisition programs. An increasing portion of
expenditures for defense is used for upgrading and mod-
ernizing existing equipment rather than acquisition of new
equipment. Such trends in defense spending have created
risks associated with demand and timing of orders relative
to certain of the Corporation’s existing programs. For exam-
ple, though the Corporation received several new orders
for C-130J airlift aircraft in 2000, the program since incep-
tion has not experienced the level of orders anticipated
which has resulted in lower than expected production 
levels. The Corporation is continuing to focus its efforts on
new orders from domestic and foreign customers, although
it cannot predict the outcome of these efforts.
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government policies, and dependence on annual Congres-
sional appropriation and allotment of funds. Many of the
Corporation’s programs involve development and applica-
tion of state-of-the-art technology aimed at achieving chal-
lenging goals. As a result, setbacks and failures can occur.
It is important for the Corporation to resolve performance
issues related to such programs in a timely manner to
achieve success on these programs.

The nature of the Corporation’s business also makes it
subject to export control regulation by the U.S. Department
of State and the Department of Commerce. Violations of these
regulations can result in monetary penalties and denial 
of export privileges. Management is currently unaware of
any violations of export control regulations which could
have a material adverse effect on the Corporation’s busi-
ness or its consolidated results of operations, cash flows 
or financial position.

The Corporation also conducts business in related com-
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In addition, pursuant to the ORBIT Act, the FCC commenced
a proceeding in 2000 to determine whether “sufficient
opportunities” exist to directly access INTELSAT from the U.S.
If the FCC determines that such opportunities do not exist, it
may take actions that could adversely affect the Corporation’s
ability to utilize contractually committed future capacity on
the INTELSAT system. A decision is expected in 2001.

The Global Telecommunications segment is also subject
to substantial and increasing competition on a variety 
of fronts. There has been an increase in the number of 
competing satellite systems and other telecommunications
services providers in recent years, including a substantial
deployment of undersea fiber cables. Many of those com-
panies have plans to substantially increase capacity. A
number of the new satellite systems have had difficulty
attracting customers and financing at the levels contem-
plated by their business plans following the bankruptcies of
the Iridium and ICO satellite systems mentioned previously.
LMGT has investments in a number of new or development-
stage satellite systems, such as ACeS International, Ltd.
(ACeS) and Astrolink International, LLC. In addition, the
Corporation owns approximately 15% of Loral Space &
Communications Ltd. (Loral Space), which is a major investor
in Globalstar Telecommunications Limited (Globalstar). There
can be no assurance that these ventures will be successful
in attracting the financing necessary to complete and 
operate their systems or the customer bases required for
profitable operations.

In connection with expanding its portfolio of offered
products and services in commercial space and telecommu-
nications activities, the Corporation has entered into various
joint venture, teaming and other business arrangements. Such
arrangements generally include a formal plan for funding
of the business which typically requires commitments for
funding from the partners, and may require the business to
obtain financing from other sources. To the extent the busi-
ness is unable to obtain such financing, the business part-
ners, including the Corporation, would be required to assess
alternatives relative to further funding for the business. In
addition, some of these business arrangements include for-
eign partners. The conduct of international business intro-
duces other risks into the Corporation’s operations, including
fluctuating economic conditions, fluctuations in relative 

currency values, regulation by foreign jurisdictions and the
potential for unanticipated cost increases and timing issues
resulting from the possible 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 percent of LKEI and consolidates
the operations of LKEI into its financial statements. LKEI has
exclusive rights to market launches of commercial, non-
Russian-origin space payloads 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 a 50 percent owner-
ship. ILS was formed to market commercial Atlas and
Proton launch services worldwide. Contracts for Proton
launch services typically provide for substantial advances
from the customer in advance of launch, and a sizable per-
centage 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 cus-
tomer if launch services were not successfully provided
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The note references in the preceding table refer to the
Notes to Consolidated Financial Statements included in this
Annual Report.

Excluding the effects of these nonrecurring and unusual
items for each year, operating profit for 2000 would have
decreased by one percent compared to 1999, and would
have decreased by 34 percent for 1999 compared to
1998. For 2000 compared to 1999, reductions in operat-
ing profit at the Space Systems, Global Telecommunications
and Corporate and Other segments more than offset
increases in operating profit at the remaining business seg-
ments. Operating profit for 2000 compared to 1999 in the
Aeronautics and Space Systems segments were favorably
impacted by the absence in 2000 of negative adjustments
recorded in 1999 on the C-130J airlift aircraft and Titan IV

launch vehicle programs, respectively. In addition, as more
fully discussed in Note 14, “Post-Retirement Benefit Plans,”
operating profit for 2000 was favorably impacted by an
increase in net pension income of $213 million as compared
to 1999. This increase was due primarily to an increase in
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and decreases in new orders on Command, Control,
Communications, Computers and Intelligence (C4I) pro-
grams. Approximately one half of the 1999 increase from
1998 was comprised of new orders for missile systems, with
the remaining increase primarily attributable to increased
orders for various platform integration activities and
increased surface ship system awards.

Total Space Systems backlog decreased by six percent
in 2000 compared to 1999, and by eight percent in 1999
compared to 1998. The decrease in 2000 was primarily
attributable to declines in backlog on government launch
vehicles and commercial satellites due to decreases in new
orders and sales on existing orders, respectively. Additional
decreases in orders of military, civil, and classified satellites
were partially offset by an increase in orders for commer-
cial launch vehicles. The decrease in 1999 was mainly
attributable to significant decreases in launch vehicle back-
log as a result of a decline in new orders and sales on
existing orders, as well as in backlog associated with mili-
tary satellites and classified activities. Approximately one
half of these decreases were partially offset by new orders
for commercial and civil satellites.

Total Aeronautics backlog increased by 95 percent in
2000 compared to 1999 after decreasing by 12 percent in
1999 compared to 1998. The 2000 increase is primarily
due to approximately $10.6 billion in orders related to the
F-16 fighter aircraft program, including new F-16 contracts
with the U.S. Government, the United Arab Emirates (UAE),
Israel, Greece, Singapore and Korea, collectively. This
increase was partially offset by a reduction in backlog for
the F-22 fighter aircraft program as a result of increased
sales on existing orders. The decline in 1999 backlog was
a result of approximately equal decreases on F-16 programs
and C-130J airlift aircraft programs related to the timing of
new orders and sales recorded during 1999. An increase
in orders associated with the F-22 program offset approxi-
mately one-third of the aforementioned decreases.

Total Technology Services backlog decreased by one
percent in 2000 compared to 1999 after having increased
by 26 percent in 1999 compared to 1998. The decrease 
in 2000 was primarily associated with sales on existing 
federal technology services contracts, principally the 
Consolidated Space Operations Contract. The increase in
1999 was attributable to new orders associated with the
1999 award of an aircraft engine maintenance contract by
the U.S. Air Force which was partially offset by sales on the
Consolidated Space Operations Contract.

Total Global Telecommunications backlog increased
approximately six percent in 2000 compared to 1999, and
increased significantly in 1999 compared to 1998. The 2000
increase was primarily the result of the acquisition of COMSAT
in 2000 and new orders on network systems and technology
programs. The 1999 increase was primarily the result of
new orders on information outsourcing contracts with the
remainder of the increase reflecting new orders on various
network systems and technology programs.

Total Corporate and Other backlog increased by 17
percent in 2000 compared to 1999, and increased by five
percent in 1999 compared to 1998. The 2000 increase
was mainly attributable to new orders on various state and
municipal services programs. The 1999 increase was pri-
marily the result of increases on various state and municipal
services programs which were partially offset by the absence
at year-end 1999 of backlog related to the Corporation’s
Real 3D business unit, which was divested in the fourth
quarter of 1999.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
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The Corporation actively seeks to finance its business in
a manner that preserves financial flexibility while minimizing
borrowing costs to the extent practicable. The Corporation’s
management continually reviews changes in financial, mar-
ket and economic conditions to manage the types, amounts
and maturities of the Corporation’s indebtedness. Periodi-
cally, the Corporation may refinance existing indebtedness,
vary its mix of variable rate and fixed rate debt, or seek alter-
native financing sources for its cash and operational needs.

Cash and cash equivalents (including temporary invest-
ments), internally generated cash flow from operations and
other available financing resources are expected to be suffi-
cient to meet anticipated operating, capital expenditure and
debt service requirements and discretionary investment needs
during the next twelve months. Consistent with the Corpora-
tion’s desire to generate cash to reduce debt and invest in
its core businesses, management anticipates that, subject to
prevailing financial, market and economic conditions, the
Corporation may continue to divest certain non-core busi-
nesses, passive equity investments and surplus properties.

In connection with the UAE’s order for F-16 fighter air-
craft discussed previously, in June 2000, the Corporation
issued a letter of credit in the amount of $2 billion related
to advance payments to be received under the contract. At
December 31, 2000, in accordance with the terms of the
agreement with the UAE, the amount of the letter of credit
available for draw down in the event of the Corporation’s
nonperformance under the contract was limited to the amount
of advance payments received to date, or approximately
$900 million. These advance payments were recorded in
customer advances and amounts in excess of costs incurred
in the Consolidated Balance Sheet at December 31, 2000.

The Corporation has entered into standby letter of credit
agreements and other arrangements with financial institu-
tions primarily relating to the guarantee of future perform-
ance on certain other contracts. At December 31, 2000,
the Corporation had contingent liabilities on outstanding 
letters of credit, guarantees and other arrangements aggre-
gating approximately $940 million.

The Corporation satisfied its contractual obligation with
respect to its guarantee of certain indebtedness of Globalstar
with a net payment of $150 million on June 30, 2000 to
repay a portion of Globalstar’s borrowings under a revolv-
ing credit agreement. The Corporation has no remaining
guarantees in place related to Globalstar. The Corporation
continues to guarantee certain borrowings of Space Imaging
LLC (Space Imaging), a joint venture in which the Corporation
holds a 46 percent ownership interest. The amount of bor-
rowings outstanding as of December 31, 2000 for which
Lockheed Martin was guarantor was approximately $120
million. This amount is included in the aggregate amount of
contingent liabilities mentioned in the preceding paragraph.

The Corporation’s investment in Space Imaging is
accounted for under the equity method of accounting. At
December 31, 2000, the Corporation’s investment in and
receivables from Space Imaging amounted to approximately
$131 million. The Corporation expects to continue to provide
debt guarantees of up to $150 million in connection with a
new loan facility which Space Imaging is negotiating.

Effective March 31, 2000, the Corporation converted its
45.9 million shares of Loral Space Series A Preferred Stock
into an equal number of shares of Loral Space common stock.
The Corporation plans to divest its shares of Loral Space;
however, the timing of such divestitures and the related
amount of cash received will depend on market conditions.

Environmental Matters
As more fully described in “Note 16—Commitments and
Contingencies” of the Notes to Consolidated Financial
Statements (Note 16), the Corporation is responding to
three administrative orders issued by the California Regional
Water Quality Control Board (the Regional Board) in con-
nection with its former facilities in Redlands, California. The
Corporation estimates that expenditures required to imple-
ment work currently approved by the Regional Board related
to the Redlands facilities will be approximately $90 million.
Also in connection with the Redlands facilities, the Corpora-
tion is coordinating with the U.S. Air Force, which is work-
ing with the aerospace and defense industry to conduct
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The management of Lockheed Martin prepared and is responsible for the consolidated financial statements and all
related financial information contained in this Annual Report. The consolidated financial statements, which include amounts
based on estimates and judgments, have been prepared in accordance with accounting principles generally accepted in
the United States.

In recognition of its responsibility for the integrity and objectivity of data in the financial statements, the Corporation
maintains a system of internal accounting controls designed and intended to provide reasonable assurance that assets are
safeguarded and transactions are properly executed and recorded. An environment that provides for an appropriate level
of control consciousness is maintained and monitored and includes examinations by an internal audit staff and by the inde-
pendent auditors in connection with their annual audit.

Essential to the Corporation’s internal control system is management’s dedication to the highest standards of integrity,
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Accumulated
Additional Unearned Other Total

Common Paid-In Retained ESOP Comprehensive Stockholders’ Comprehensive
(In millions, except per share data) Stock Capital Earnings Shares Loss Equity Income (Loss)

Balance at December 31, 1997 $194 $ 25 $5,173 $(216) $ — $5,176

Net earnings — — 1,001 — — 1,001 $1,001
Common stock dividends declared 

($.82 per share) — — (310) — — (310) —
Stock awards and options, 

and ESOP activity 2 204 — 34 — 240 —
Stock issued for acquisitions — 38 — — — 38 —
Other comprehensive loss — — — — (8) (8) (8)
Two-for-one stock split 197 (197) — — — — —

Balance at December 31, 1998 393 70 5,864 (182) (8) 6,137 $ 993

Net earnings — — 382 — — 382 $ 382
Common stock dividends declared 

($.88 per share) — — (345) — — (345) —
Stock awards and options, 

and ESOP activity 5 152 — 32 — 189 —
Other comprehensive loss — — — — (2) (2) (2)

Balance at December 31, 1999 398 222 5,901 (150) (10) 6,361 $ 380

Net loss — — (519) — — (519) $ (519)
Common stock dividends declared 

($.44 per share) — — (183) — — (183) —
Stock awards and options, 

and ESOP activity 6 177 — 35 — 218 —
Stock issued in COMSAT Merger 27 1,319 — — — 1,346 —
COMSAT stock options assumed — 71 — — — 71 —
Other comprehensive loss — — — — (134) (134) (134)

Balance at December 31, 2000 $431 $1,789 $5,199 $(115) $(144) $7,160 $ (653)

See accompanying Notes to Consolidated Financial Statements.

CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY
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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 services range from aircraft,
spacecraft and launch vehicles to missiles, electronics, infor-
mation systems and telecommunications. The Corporation
serves customers in both domestic and international defense
and commercial markets, with its principal customers being
agencies of the U.S. Government.

Basis of consolidation and use of estimates—The consoli-
dated financial statements include the accounts of wholly-
owned and majority-owned subsidiaries. Intercompany
balances and transactions have been eliminated in consoli-
dation. The preparation of consolidated financial statements
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or losses are also included in other income and expenses.
Investments in equity securities also include the Corporation’s
ownership interests in companies in which its investment
represents less than 20 percent. These investments are gen-
erally accounted for under the cost method of accounting.

Intangible assets—Intangible assets related to contracts and
programs acquired are amortized over the estimated peri-
ods of benefit (15 years or less) and are displayed in the
Consolidated Balance Sheet net of accumulated amortiza-
tion of $1,085 million and $958 million at December 31,
2000 and 1999, respectively. Cost in excess of net assets
acquired (goodwill) is amortized ratably over appropriate
periods, generally 30 to 40 years, and is displayed on the
Consolidated Balance Sheet net of accumulated amortiza-
tion of $1,184 million and $1,373 million at December 31,
2000 and 1999, respectively. The carrying values of intan-
gible assets, as well as other long-lived assets, are reviewed
for impairment if changes in the facts and circumstances
indicate potential impairment of their carrying values. Any
impairment determined is recorded in the current period
and is measured by comparing the discounted cash flows
of the related business operations to the appropriate carry-
ing values.

Customer advances and amounts in excess of costs incurred—
The Corporation receives advances and progress payments
from customers in excess of costs incurred on certain con-
tracts, including contracts with agencies of the U.S. Govern-
ment. Such advances and progress payments, other than
those reflected as an offset to accounts receivable or inven-
tories as discussed above, are classified as current liabilities.

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 esti-
mated. A substantial portion of these costs are expected 
to be reflected in sales and cost of sales pursuant to U.S.
Government agreement or regulation. At the time a liability is
recorded for future environmental costs, an asset is recorded
for estimated future recovery considered probable through

the pricing of products and services to agencies of the U.S.
Government. The portion of those costs expected to be allo-
cated to commercial business is reflected in cost of sales at
the time the liability is established.

Sales and earnings—Sales and anticipated profits under
long-term fixed-price production contracts are recorded on
a percentage of completion basis, generally using units of
delivery as the measurement basis for effort accomplished.
Estimated contract profits are taken into earnings in propor-
tion to recorded sales. Sales under certain long-term fixed-
price contracts which, among other things, provide for the
delivery of minimal quantities or require a significant amount
of development effort in relation to total contract value, are
recorded upon achievement of performance milestones or
using the cost-to-cost method of accounting where sales and
profits are recorded based on the ratio of costs incurred to
estimated total costs at completion.

Sales under cost-reimbursement-type contracts are
recorded as costs are incurred. Applicable estimated profits
are included in earnings in the proportion that incurred
costs bear to total estimated costs. Sales of products and
services provided essentially under commercial terms and
conditions are recorded upon shipment or completion of
specified tasks.

Amounts representing contract change orders, claims
or other items are included in sales only when they can be
reliably estimated and realization is probable. Incentives or
penalties and awards applicable to performance on con-
tracts are considered in estimating sales and profit rates,
and are recorded when there is sufficient information to
assess anticipated contract performance. Incentive provi-
sions which increase or decrease earnings based solely 
on a single significant event are generally not recognized
until the event occurs.

When adjustments in contract value or estimated costs
are determined, any changes from prior estimates are
reflected in earnings in the current period. Anticipated
losses on contracts or programs in progress are charged 
to earnings when identified.
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Research and development and similar costs—Corporation-
sponsored research and development costs primarily include
research and development and bid and proposal efforts
related to government products and services. Except for cer-
tain arrangements described below, these costs are gener-
ally included as part of the general and administrative costs
that are allocated among all contracts and programs in
progress under U.S. Government contractual arrangements.
Corporation-sponsored product development costs not oth-
erwise allocable are charged to expense when incurred.
Under certain arrangements in which a customer shares in
product development costs, the Corporation’s portion of
such unreimbursed costs is expensed as incurred. Customer-
sponsored research and development costs incurred pur-
suant to contracts are accounted for as contract costs.

Derivative financial instruments—The Corporation may use
derivative financial instruments to manage its exposure to fluc-
tuations in interest rates and foreign exchange rates. Forward
exchange contracts are designated as qualifying hedges of
firm commitments or specific anticipated transactions. Gains
and losses on these contracts are recognized in income when
the hedged transactions occur. At December 31, 2000, the
fair values of forward exchange contracts outstanding, as
well as the amounts of gains and losses recorded during the
year, were not material. The Corporation does not hold or
issue derivative financial instruments for trading purposes.
Effective January 1, 2001, the Corporation began to
account for derivative financial instruments in accordance
with Statement of Financial Accounting Standards (SFAS)
No. 133, “Accounting for Derivative Instruments and
Hedging Activities.”

Stock-based compensation—The Corporation measures com-
pensation cost for stock-based compensation plans using
the intrinsic value method of accounting as prescribed in
Accounting Principles Board Opinion No. 25, “Accounting
for Stock Issued to Employees,” and related interpretations.
The Corporation has adopted those provisions of SFAS No.
123, “Accounting for Stock-Based Compensation,” which
require disclosure of the pro forma effects on net earnings

and earnings per share as if compensation cost had been
recognized based upon the estimated fair value at the date
of grant for options awarded.

Comprehensive income—Comprehensive income (loss) for
the Corporation consists primarily of net earnings (loss), after-
tax foreign currency translation adjustments and after-tax
unrealized gains and losses on available-for-sale securities.
At December 31, 2000, 1999 and 1998, the accumulated
balances of other comprehensive income related to foreign
currency translation adjustments were insignificant. For the
year ended December 31, 2000, other comprehensive loss
included net unrealized losses, net of income tax benefits,
of $129 million, primarily related to the temporary decline
in value of the Corporation’s investment in Loral Space &
Communications, Ltd. (Loral Space).

New accounting pronouncements—Effective January 1, 2001,
the Corporation adopted SFAS No. 133. This Statement
requires the recognition of all derivative financial instru-
ments as either assets or liabilities in the Consolidated
Balance Sheet, and the periodic adjustment of those instru-
ments to fair value. The classification of gains and losses
resulting from changes in the fair values of derivatives is
dependent on the intended use of the derivative and its
resulting designation. Adjustments to reflect changes in fair
values of derivatives that are not considered highly effective
hedges are reflected in earnings. Adjustments to reflect
changes in fair values of derivatives that are considered
highly effective hedges are either reflected in earnings and
largely offset by corresponding adjustments related to the
fair values of the hedged items, or reflected in other com-
prehensive income until the hedged transaction matures
and the entire transaction is recognized in earnings. The
change in fair value of the ineffective portion of a hedge is
immediately recognized in earnings. The effect of adopting
SFAS No. 133 was not material to the Corporation’s consoli-
dated results of operations, cash flows, or financial position.

Effective January 1, 1999, the Corporation adopted
the American Institute of Certified Public Accountants’ State-
ment of Position (SOP) No. 98-5, “Reporting on the Costs

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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combined earnings data does not purport to be indicative
of the results of operations that would have resulted if the
COMSAT transaction had occurred at the beginning of the
respective periods. Moreover, this data is not intended to
be indicative of future results of operations.

(In millions, except per share data) 2000 1999

Net sales $25,674 $26,072
(Loss) earnings before 

extraordinary item and cumulative 
effect of change in accounting (413) 639

Net (loss) earnings (508) 284

(Loss) earnings per common share:
Basic:

Before extraordinary item and 
cumulative effect of change 
in accounting (.98) 1.56(a)

(Loss) earnings per common share (1.21) .69(a)

Diluted:
Before extraordinary item and 

cumulative effect of change 
in accounting (.98) 1.55(a)

(Loss) earnings per common share (1.21) .69(a)

(a) The differences between these amounts and the respective
earnings per share amounts presented on the Consolidated
Statement of Operations relate primarily to the estimated
effects of interest on the debt to finance the Tender Offer 
which was, for purposes of this pro forma presentation,
assumed to have been issued on January 1, 1999.

The Corporation has consolidated the operations of
COMSAT with the results of operations of Lockheed Martin
Global Telecommunications, Inc. (LMGT), a wholly-owned
subsidiary of the Corporation, from August 1, 2000.

Note 3—Divestiture Activities

In July 2000, the Corporation decided to sell its Aerospace
Electronics Systems (AES) businesses and announced that it
had reached a definitive agreement to sell these businesses
to BAE SYSTEMS, North America Inc. (BAE SYSTEMS) for
$1.67 billion in cash (the AES Transaction). As a result of
this decision, the Corporation classified the assets of these

businesses as “held for disposal” under the provisions of
SFAS No. 121, “Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed Of.”
The sum of the carrying value of the net assets of the AES
businesses and estimated transaction costs exceeded the
sales price per the definitive sales agreement. Therefore,
the Corporation recorded an impairment loss in the third
quarter of 2000 to adjust the book values of the assets to
be disposed of to their fair values. Based on preliminary
calculations and analyses, the Corporation recorded a loss,
including state income taxes, of approximately $755 mil-
lion. The loss negatively impacted the net loss for the third
quarter by approximately $980 million, or $2.42 per
diluted share. The AES Transaction closed in November
2000. In connection with the closing, the Corporation
refined certain estimates included in its calculation of the
loss on the transaction based on more current information
and analyses. As a result, the Corporation recorded an
adjustment in the fourth quarter of 2000 to reduce the
amount of the loss, net of state income taxes, by $157 mil-
lion, which increased fourth quarter net earnings by $102
million. In total for the year ended December 31, 2000,
the Corporation recorded a nonrecurring and unusual loss
of $598 million related to the AES Transaction which is
included in other income and expenses. The loss negatively
impacted the net loss for 2000 by $878 million, or $2.18
per diluted share.

On September 25, 2000, the Corporation consummated
the sale of Lockheed Martin Control Systems (Control Systems)
to BAE SYSTEMS for $510 million in cash. This transaction
resulted in the recognition of a nonrecurring and unusual
gain, net of state income taxes, of $302 million which is
reflected in other income and expenses. The gain favorably
impacted the net loss for 2000 by $180 million, or $.45
per diluted share.

In September 2000, the Corporation completed the
sale of approximately one-third of its interest in Inmarsat
Ventures Limited (Inmarsat) for $164 million. The investment

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS



53

Lockheed Martin Corporation

(Continued)

in Inmarsat was acquired as part of COMSAT in conjunc-
tion with the Merger. As a result of the transaction, the
Corporation’s interest in Inmarsat was reduced from approxi-
mately 22% to 14%. The sale of shares in Inmarsat did not
impact the Corporation’s results of operations for 2000.

In March 1997, the Corporation repositioned 10 of its
non-core business units as a new independent company, L-3
Communications Holdings, Inc. (L-3), in which the Corpor-
ation retained an approximate 35 percent ownership inter-
est at closing. In May 1998, L-3 completed an initial public
offering which resulted in a reduction in the Corporation’s
ownership to approximately 25 percent and the recognition
of a gain, net of state income taxes, of $18 million. The gain
increased net earnings by $12 million, or $.03 per diluted
share. In 1999, the Corporation sold its remaining interest
in L-3 in two separate transactions. On a combined basis,
these transactions resulted in a nonrecurring and unusual
gain, net of state income taxes, of $155 million which
increased net earnings by $101 million, or $.26 per
diluted share.

In September 1999, the Corporation sold its interest in
Airport Group International Holdings, LLC which resulted in
a nonrecurring and unusual gain, net of state income taxes,
of $33 million in other income and expenses. In October
1999, the Corporation exited its commercial 3D graphics
business through consummation of a series of transactions
which resulted in the sale of its interest in Real 3D, Inc., 
a majority-owned subsidiary, and a nonrecurring and
unusual gain, net of state income taxes, of $33 million in
other income and expenses. On a combined basis, these
transactions increased net earnings by $43 million, or 
$.11 per diluted share.

Note 4—Restructuring and Other Charges

In the fourth quarter of 1998, the Corporation recorded a
nonrecurring and unusual pretax charge, net of state income
tax benefits, of $233 million related to actions surrounding
the decision to fund a timely non-bankruptcy shutdown of

the business of CalComp Technology, Inc. (CalComp), a
majority-owned subsidiary. This charge decreased net earn-
ings by $183 million, or $.48 per diluted share. As of
December 31, 1999, CalComp had, among other actions,
sold substantially all of its assets, terminated substantially 
all of its work force, and initiated the corporate dissolution
process under the applicable state and foreign government
statutes. The financial impacts of these actions were less than
anticipated in the Corporation’s plans and estimates and, in
the fourth quarter of 1999, the Corporation reversed
approximately 10 percent of the original charge recorded
in 1998. As of December 31, 2000, the Corporation had
substantially completed the shutdown of CalComp’s opera-
tions. Based on management’s assessment of the remaining
actions to be taken to complete initiatives contemplated in
the Corporation’s original plans and estimates, the Corpor-
ation reversed approximately $33 million of the original
charge, which favorably impacted the net loss for 2000 by
$21 million, or $.05 per diluted share. While uncertainty
remains concerning the resolution of matters in dispute or
litigation, management believes that the remaining amount
recorded at December 31, 2000, which represents approx-
imately 10 percent of the original charge, is adequate to
provide for resolution of these matters and to complete the
dissolution process.

During 1997 and 1996, the Corporation recorded
nonrecurring and unusual charges, net of state income tax
benefits, which in the aggregate totaled $764 million. These
charges reflected the estimated effects of exiting non-strate-
gic lines of business and impairment in the values of various
non-core investments and certain other assets, and included
estimated costs for facility closings and transfers of programs
related to the Corporation’s acquisition of Loral Corporation
in April 1996. All initiatives undertaken as part of the 1997
and 1996 charges had been completed as of December 31,
2000, other than actions contemplated as part of the Cor-
poration’s exit from a certain environmental remediation
line of business and a fixed price systems development line
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Note 8—Property, Plant and Equipment

(In millions) 2000 1999

Land $ 174 $ 218
Buildings 2,931 3,027
Machinery and equipment 5,334 5,662

8,439 8,907
Less accumulated depreciation 

and amortization (4,993) (5,273)

$ 3,446 $ 3,634

Note 9—Investments in Equity Securities

(In millions) 2000 1999

Equity method investments:
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amount of approximately $9.9 billion. The fair values were
estimated based on quoted market prices for those instru-
ments publicly traded. For privately placed debt, the fair
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Information regarding options outstanding at December 31,
2000 follows (number of options in thousands):

Weighted
Weighted Average
Average Remaining

Range of Number Exercise Contractual
Exercise Prices of Options Price Life

Options Outstanding:

Less than $20.00 10,909 $17.52 6.8
$20.00–$29.99 8,263 25.65 5.7
$30.00–$39.99 9,831 36.69 6.9
$40.00–$50.00 4,865 45.57 6.1
Greater than $50.00 4,714 52.08 7.1

Total 38,582 31.91 6.5

Options Exercisable:

Less than $20.00 4,360 $16.05
$20.00–$29.99 6,625 25.70
$30.00–$39.99 7,316 36.58
$40.00–$50.00 4,865 45.57
Greater than $50.00 4,714 52.08

Total 27,880 34.97

All stock options granted in 2000, 1999 and 1998
under the Omnibus Plan have 10 year terms and generally
vest over a two year service period. Exercise prices of
options awarded in those years were equal to the market
price of the stock on the date of grant. Pro forma informa-
tion regarding net earnings and earnings per share as
required by SFAS No. 123 has been prepared as if the
Corporation had accounted for its employee stock options
under the fair value method. The fair value for these options
was estimated at the date of grant using the Black-Scholes
option-pricing model with the following weighted average
assumptions for 2000, 1999 and 1998, respectively: risk-
free interest rates of 6.61 percent, 4.64 percent and 5.39
percent; dividend yields of .8 percent, 2.4 percent and 
1.9 percent; volatility factors related to the expected market
price of the Corporation’s common stock of .342, .247 and
.174; and a weighted average expected option life of five
years. The weighted average fair value of each option
granted during 2000, 1999 and 1998 was $7.62, $8.53
and $10.96, respectively.

For purposes of pro forma disclosures, the options’ 
estimated fair values are amortized to expense over the
options’ vesting periods. The Corporation’s pro forma 
information follows:

(In millions, except per share data) 2000 1999 1998

Pro forma net (loss) earnings $ (550) $351 $ 965
Pro forma (loss) earnings per share:

Basic $(1.37) $ .92 $2.56
Diluted $(1.37) $ .91 $2.53

Note 14—Post-Retirement Benefit Plans

Defined contribution plans—The Corporation maintains a
number of defined contribution plans which cover substan-
tially all employees, the most significant of which are the
401(k) plans for salaried employees and hourly employees.
Under the provisions of these 401(k) plans, employees’ eli-
gible contributions are matched by the Corporation at
established rates. The Corporation’s matching obligations
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The net pension cost and the net post-retirement benefit
cost related to the Corporation’s plans include the following
components:

(In millions)







Lockheed Martin Corporation

December 31, 2000

66

As mentioned previously, Lockheed Martin consummated
its merger with COMSAT, and COMSAT’s operations have
been included in the results of operations of LMGT from
August 1, 2000. Prior to the merger, the results of opera-
tions of LMGT, which began operations effective January 1,
1999, included the Corporation’s 49 percent investment in
COMSAT which was acquired on September 18, 1999 and
accounted for under the equity method of accounting. In
addition to the merger with COMSAT, in October 2000, the
Corporation began including the operations of Integrated
Business Solutions (IBS), a business unit serving commercial
information technology markets, in LMGT’s results of opera-
tions. In accordance with SFAS No. 131, “Disclosures about
Segments of an Enterprise and Related Information,” the
Corporation began presenting LMGT as a separate operat-
ing segment called Global Telecommunications in the third
quarter of 2000. The operations of LMGT and IBS were
previously included in the Corporate and Other segment.
Earlier in 2000, the Corporation reassigned the Manage-
ment & Data Systems business unit and the space applica-
tions systems line of business from the Systems Integration
segment to the Space Systems segment.

The following segment descriptions and financial data
have been adjusted to reflect the Corporation’s Global
Telecommunications business as a separate segment and
the other changes in organizational structure noted above
for the periods presented. Following is a brief description
of the activities of each business segment:

Systems Integration—Engaged in the design, development,
integration and production of high performance electronic
systems for undersea, shipboard, land, and airborne appli-
cations. Major product lines include missiles and fire control
systems; air and theater missile defense systems; surface
ship and submarine combat systems; anti-submarine and
undersea warfare systems; avionics and ground combat
vehicle integration; platform integration systems; command,
control, communications, computers and intelligence (C4I)
systems for naval, airborne and ground applications; sur-
veillance and reconnaissance systems; air traffic control 
systems; and postal automation systems.

Space Systems—Engaged in the design, development, engi-
neering and production of civil, commercial and military
space systems. Major product lines include spacecraft, space
launch vehicles and manned space systems; their supporting
ground systems and services; and strategic fleet ballistic
missiles. In addition to its consolidated business units, the
segment has investments in joint ventures that are principally
engaged in businesses which complement and enhance other
activities of the segment.

Aeronautics—Engaged in design, research and development,
and production of combat and air mobility aircraft, surveil-
lance/command systems, reconnaissance systems, platform
systems integration and advanced development programs.
Major products and programs include the F-16 multi-role
fighter, the F-22 air-superiority fighter, the C-130J tactical
airlift aircraft, support for the C-5, F-117 and U2 aircraft,
and the Joint Strike Fighter concept demonstration program.

Technology Services—Provides a wide array of management,
engineering, scientific, logistic and information services to
federal agencies and other customers. Major product lines
include e-commerce, enterprise information services, soft-
ware modernization and data center management for DOD
and civil government agencies; engineering, science and
information services for NASA; aircraft and engine mainte-
nance and modification services; operation, maintenance,
training, and logistics support for military and civilian sys-
tems; launch, mission, and analysis services for military,
classified and commercial satellites; and research, develop-
ment, engineering and science in support of nuclear weapons
stewardship and naval reactor programs.

Global Telecommunications—Provides communications serv-
ices and advanced technology solutions through three lines
of business: enterprise solutions, which provides telecommu-
nications services, managed networks and information
technology solutions in the U.S. and international markets;
satellite services, which provides global fixed and mobile
satellite services; and systems and technology, which
designs, builds and integrates satellite gateways and pro-
vides systems integration services for telecommunications
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(In millions, except
1999 Quarters

per share data) First(f) Second(g) Third(h) Fourth(i)

Net sales $6,188 $6,203 $6,157 $6,982
Earnings from operations 487 131 488 559
Earnings (loss) before 

cumulative effect of 
change in accounting 268 (41) 217 293

Net (loss) earnings (87) (41) 217 293
Diluted earnings (loss) 

per share before 
cumulative effect of 
change in accounting .70 (.11) .57 .76

Diluted (loss) earnings 
per share (.23) (.11) .57 .76

(a) The sum of the diluted earnings (loss) per share amounts for
the four quarters of 2000 does not equal the related amounts
included in the Consolidated Statement of Operations for the
year ended December 31, 2000 due to the impact of the
issuance of 27.5 million shares of the Corporation’s common
stock to consummate the Merger with COMSAT (see Note 2).
In addition, the quarterly earnings per share impact of individ-
ual items discussed in notes (b) through (e) below may not
equal the earnings per share impact of such items for the year
ended December 31, 2000 as disclosed elsewhere in this
Annual Report due to the impact of the issuance of shares to
consummate the Merger with COMSAT.

(b) Net earnings for the first quarter of 2000 include gains from
sales of surplus real estate and losses from portfolio shaping
activities. On a combined basis, these nonrecurring and
unusual items increased net earnings for the first quarter 
by $6 million, or $.02 per diluted share.

(c) Net earnings for the second quarter of 2000 include the fol-
lowing nonrecurring and unusual items: a charge related 
to the Corporation’s guarantee of certain indebtedness of
Globalstar which reduced net earnings for the quarter by $91
million, or $.23 per diluted share; a favorable adjustment of
$21 million, or $.05 per diluted share, related to the reversal
of a portion of the previously recorded charge for the shut-
down of CalComp. In addition, net earnings included a favor-
able adjustment related to the Titan IV launch vehicle program
which increased net earnings by $31 million, or $.08 per
diluted share.

(d) Net loss for the third quarter of 2000 includes the following
nonrecurring and unusual items: an impairment loss related to
the Corporation’s decision to sell its AES businesses which
negatively impacted the net loss by $980 million, or $2.42
per diluted share; a gain from the Corporation’s sale of its
Control Systems business which favorably impacted the net
loss by $180 million, or $.44 per diluted share; and a net loss
of $19 million, or $.04 per diluted share, related to portfolio
shaping activities and sales of surplus real estate.

(e) Net earnings for the fourth quarter of 2000 include the follow-
ing nonrecurring and unusual items: an adjustment to reduce
the impairment loss recorded related to the sale of the AES

businesses which increased net earnings by $102 million, or
$.24 per diluted share; an impairment charge related to the
Corporation’s investment in ACeS which reduced net earnings
by $77 million, or $.18 per diluted share; an extraordinary
loss on the early extinguishment of debt which reduced net
earnings by $95 million, or $.23 per diluted share and portfo-
lio shaping activities and sales of surplus real estate which, on
a combined basis, increased net earnings by $2 million. Net
earnings also includes charges related to the Atlas launch vehi-
cle program which decreased net earnings by $31 million, or
$.07 per diluted share.

(f) Net loss for the first quarter of 1999 includes the following
nonrecurring and unusual items: a gain from the Corporation’s
sale of 4.5 million of its shares of L-3 as part of a secondary
public offering by L-3 which favorably impacted the net loss by
$74 million, or $.19 per diluted share; and the effect of the
Corporation’s adoption of SOP No. 98-5 pertaining to the
costs of start-up activities which resulted in the recognition of 
a cumulative effect adjustment that negatively impacted the 
net loss by $355 million, or $.93 per diluted share.

(g) Net loss for the second quarter of 1999 includes the effects 
of negative adjustments related to changes in estimate on the
C-130J airlift aircraft program due to cost growth and a reduc-
tion in production rates, based on a current evaluation of the
program’s performance. These adjustments, net of state income
tax benefits, negatively impacted (loss) earnings before income
taxes and cumulative effect of change in accounting by $197
million, and increased the net loss by $128 million, or $.33
per diluted share. Net loss for the second quarter also includes
the effects of negative adjustments related to changes in esti-
mate on the Titan IV program due to reduced award and incen-
tive fees resulting from the Titan IV launch failure on April 30,
1999 as well as a more conservative assessment of future pro-
gram performance. These adjustments, net of state income tax
benefits, negatively impacted (loss) earnings before income
taxes and cumulative effect of change in accounting by $84
million, and increased the net loss by $54 million, or $.14 
per diluted share. Also, net earnings for the second quarter 
of 1999 include a nonrecurring and unusual item related to
portfolio shaping activities which increased the net loss by
$12 million, or $.03 per diluted share.

(h) Net earnings for the third quarter of 1999 include nonrecurring
and unusual items related to gains from the sale of surplus 
real estate and a net gain associated with sales of various non-
core businesses and investments and other portfolio shaping
items. On a combined basis, these nonrecurring and unusual
items increased net earnings by $34 million, or $.09 per
diluted share.

(i) Net earnings for the fourth quarter of 1999 include the follow-
ing nonrecurring and unusual items: a gain from the Corpora-
tion’s sale of its remaining interest in L-3, which increased net
earnings by $27 million, or $.07 per diluted share; and gains
related to the Corporation’s sale of surplus real estate and a
net gain associated with sales of various non-core businesses
and investments and other portfolio shaping items which, on a
combined basis, increased net earnings by $39 million, or
$.10 per diluted share.
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