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Dear Fellow Shareholder,

We, like all Americans, stood united and resolute in a year marked by tragedy and uncertainty.
We are proud of the contributions our employees have made before and since September 11 in
service to our customers, the nation and the world.

Your company is focused on the critical tasks ahead, equipping our armed forces and the forces
of our allies, as they secure peace in a changing world. Lockheed Martin is also a united team,
focused on its comprehensive strategy to transition from recovery to disciplined growth and to 
further drive a culture of performance at every level.

By all indicators, we achieved our goals with 2001 representing a second consecutive year of
consistently strong operational and financial performance and enhanced shareholder value. It 
also included winning the Joint Strike Fighter program, arguably the most important competition 
in our Corporation’s history.

As a premier systems integrator, we continue to meet the critical priorities of our customers. 
That singular vision has had its rewards. Last year our achievements included:

◆ Mission success for our customers

◆ Meeting or exceeding financial goals

◆ Winning the critical competitions

◆ Shaping the portfolio to adjust to changing market conditions.

We believe our most vital product is our customers’ success. We know that 100 percent mission
success is the only satisfactory objective. Anything short of this is not what we want to deliver.
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When our nation calls, the men and women of
the armed forces respond with a steadfast
commitment to serve, inspiring courage and
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U.S. Government agencies are at the forefront
of protecting our shores, delivering services
that are vital to the lives of millions and ensur-
ing that America remains a beacon—the hope
and inspiration for people everywhere.

Protecting Our Shores: The U.S. Coast Guard
is sharply focused on its mission of keeping

America’s shores and waterways secure, safe
and mobile, as well as its mission in national

defense and the protection of natural resources.
Lockheed Martin is proud to support the 

dedicated men and women of the U.S. Coast
Guard in their important duty.

<<< Managing the Skies: Air traffic management
customers worldwide are responding 

to new requirements posed by a world 
in transformation. Lockheed Martin serves 

air traffic management customers, such 
as the Federal Aviation Administration, 

with state-of-the-art software and hardware
that is modernizing air traffic control for 

safer, more efficient air travel.

<<<
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Bringing Mail to Millions: The U.S. Postal Service,
faced with new challenges, is resolved and dedicated—
working around-the-clock to move more than 200 billion
pieces of mail a year affordably and effectively under
every condition. Lockheed Martin assists the U.S.
Postal Service in its important mission with cutting-
edge technologies that speed and improve the sorting,
processing and delivery of the mail.

<<<

Civil Government Agencies: Bravely Meeting New Challenges
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Lockheed Martin people are dedicated to serving those
who are at the front lines of freedom’s fight. We apply
transformational technology and systems integration
expertise so America and its allies can meet the security
challenges of the 21st Century. 
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Lockheed Martin is united 
by a clarity of purpose: We
help our customers succeed
at their defining moments
with transformational 
technology and expertise 
as a systems integrator.

The F-22 Raptor, the next-generation air superiority
fighter, will give the U.S. Air Force the ability to deter
aggression or control the skies in the event of combat.

<<<

Radars help governments accomplish a diverse range of
missions—from managing air and vessel traffic to defend-
ing the skies. Lockheed Martin supplies advanced radar 
to defense and civil government customers worldwide.

<<<

One of the Department of Defense’s highest-priority
programs, the stealthy Joint Air-to-Surface Standoff
Missile (JASSM), will allow our military forces to strike
their targets on the ground with precision from long
ranges, reducing the risk to pilots.

<<<

Surface ships and submarines depend on 
high-performance radar, naval combat systems and

advanced electronics to keep shipping lanes secure,
project power and prevail in combat if called upon.
As a premier systems integrator, Lockheed Martin 

provides these technologies to our naval customers 
so they can accomplish their crucial missions.

<<<
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Our Responsibility And Commitment: Deliver The Best To The Best 
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A passion for invention
and a relentless dedi-
cation to excellence.
These are qualities that
America’s pioneers in
space have used to meet
the great challenges of
exploration, bringing 
the benefits of space to
people on Earth in their
everyday lives. Lockheed
Martin has a long history
of supporting America’s
space program and
NASA—delivering the
extraordinary to meet
the next great challenge.

Delivering Original Solutions: Helping Customers Achieve The Extraordinary
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The Social Security Administration delivers benefits to more than 35 million 
citizens with a customer satisfaction rate that consistently averages above 
96 percent. Lockheed Martin assists the agency in meeting those goals with 
state-of-the-art e-government solutions. The result: efficient, accurate and timely 
delivery of Social Security benefits.
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In Japan, Lockheed Martin is partnered with 
government and business in a variety of programs 
from advanced aircraft, to space exploration, 
simulation and maritime defense.

<<<

In Europe, Lockheed Martin is allied with 
government and industry partners in military and 
civil government programs that help realize vital 

strategic goals. For example, the Medium Extended 
Air Defense System (MEADS) is an alliance of

Lockheed Martin and partners in Germany and Italy.

<<<
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Global Partnerships: Supporting Nationally Consequential Missions 

Throughout the world, governments and industry are involved
in meeting vital strategic goals to build robust economies,
defend the peace or manage large infrastructure projects.
Lockheed Martin is the partner of choice, with customers and
alliances in over 30 countries, focusing on mutual benefit, as
well as new technologies and quality jobs in-country.

Ensure a strong national defense with advanced 
aircraft. Modernize air traffic control systems. Explore
new opportunities in space and telecommunications.
Lockheed Martin is working in partnership with the
Republic of Korea to address these national priorities.

<<<

Lockheed Martin and its partners in the United
Kingdom are involved in programs as diverse as fighter and

transport aircraft, air traffic management, anti-submarine
warfare helicopters, advanced battlefield information 

systems, managing the nuclear stockpile, and simulation.

<<<
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Lockheed Martin Corporation

(Continued)

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 Corporation also conducts business in related com-
mercial and non-defense markets. Although these lines of
business are not dependent on defense budgets, they share
many of the risks associated with the Corporation’s defense
businesses, as well as other risks unique to the commercial
marketplace. Such risks include development of competing
products, technological feasibility and product obsolescence.

The launch vehicle industry continues to experience a
reduction in demand due primarily to delays in completing
certain satellite systems as a result of continuing overcapac-
ity in the telecommunications industry. Continued economic
uncertainty has adversely affected the capital markets and
has made it difficult for many ventures, especially telecom-
munications and other high-technology companies, to attract
the funding needed for new capital investment. Issues such
as these were evidenced in 2001 by the inability of Astrolink
International, LLC (Astrolink) to obtain additional funding to
complete a broadband satellite constellation. The Corporation
holds a 31% interest in Astrolink, and was under contract to
manufacture four satellites and to provide related launch
and other services. These contracts were terminated in the
fourth quarter of 2001 due to funding considerations.
Factors such as these have resulted in pricing pressures in
the launch vehicle marketplace associated with reduced 
demand and increased competition. This comes at a time
when the Corporation is making significant investments in
the Evolved Expendable Launch Vehicle (Atlas V) program,
the Corporation’s next generation launch vehicle. This pro-
gram has required investment of funds for research and
development, start-up and certain other nonrecurring costs,
and launch facilities. A portion of these expenditures have
been funded under an agreement with the U.S. Government.
Orders to-date for the Atlas V launch vehicle have been
lower than expected, resulting in lower anticipated produc-
tion levels.

The above factors relative to start-up issues and delays
in completion of satellite systems also contributed to a
reduction in commercial satellite orders. In addition, similar
to the launch vehicle market, the commercial satellite mar-
ket is experiencing pricing pressures due to excess capacity
and reduced demand. Further impacting satellite demand
have been the business difficulties encountered by certain
commercial satellite systems, resulting in increased investor
scrutiny and reduced access to capital for new ventures,
and a reduction in the total market size in the near term.
The Corporation is seeking to reduce costs related to its
commercial satellite programs and is evaluating alternative
strategies related to those businesses while maintaining its
focus on successful operations, though it cannot predict the
outcome of these efforts.

In connection with its portfolio of offered products and
services in commercial space, 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 business is unable to obtain such
financing, the business partners, including the Corporation, 
would be required to assess alternatives relative to further
funding for the business. In addition, some of these business
arrangements include foreign partners. The conduct of inter-
national business introduces other risks into the Corporation’s
operations, including changing economic conditions, fluctu-
ations in relative currency values, regulation by foreign
jurisdictions and the potential for unanticipated cost
increases and timing issues resulting from the possible 
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Lockheed Martin Corporation

(Continued)

COMSAT transaction was accounted for using the purchase
method of accounting, under which the purchase price was
allocated to assets acquired and liabilities assumed based
on their fair values. Included in these allocations were
adjustments totaling approximately $2.1 billion to record
investments in equity securities at fair value and goodwill.

The LMGT businesses retained by the Corporation have
been realigned as follows:

• The Systems & Technology line of business and the
COMSAT General telecommunications business unit
have been realigned within the Space Systems segment.

• Enterprise Solutions-U.S., a commercial information
technology business, has been realigned within the
Technology Services segment.

The LMGT equity investments positioned for monetization
include Intelsat, Ltd. (Intelsat), Inmarsat Ventures plc (Inmarsat),
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Lockheed Martin Corporation

(Continued)

Other Divestiture Activities
As part of a strategic and organizational review begun

in 1999 the Corporation decided to evaluate the divestiture
of certain non-core business units.

In connection with this review and as described more
fully under the caption “Discontinued Operations” above,
the Corporation completed the sale of IMS on August 24,
2001. The resulting gain increased net earnings by $309
million ($0.71 per diluted share). Net sales for the seven
months ended July 31, 2001, the effective date of the
divestiture, related to the IMS businesses totaled approxi-
mately $355 million, excluding intercompany sales. This
transaction generated net cash proceeds of approximately
$560 million after related transaction costs and federal 
and state income tax payments.

In January 2001, the Corporation completed the divesti-
ture of two business units in the environmental management
line of business. The impact of these divestitures was not
material to the Corporation’s 2001 consolidated results of
operations, cash flows or financial position due to the effects
of nonrecurring and unusual impairment losses recorded 
in 2000 and 1999 related to these business units. Those
losses were included in other income and expenses as part
of other portfolio shaping activities in the respective years.

In November 2000, the Corporation sold its
Aerospace Electronics Systems (AES) businesses to BAE
SYSTEMS for $1.67 billion in cash (the AES Transaction).
The Corporation recorded a nonrecurring and unusual loss,
including state income taxes, of $598 million related to this
transaction which is included in other income and expenses.
The loss reduced net earnings for 2000 by $878 million
($2.18 per diluted share). Although the AES Transaction
resulted in the Corporation recording a pretax loss, it resulted
in a gain for tax purposes primarily because goodwill related
to the AES businesses was not included in the tax basis of
the net assets of AES. Accordingly, the Corporation was
required to make state and federal income tax payments
associated with the divestiture. The AES Transaction gener-
ated net cash proceeds of approximately $1.2 billion after
related transaction costs and federal and state income tax
payments. Net sales included in the year 2000 related to
the AES businesses totaled approximately $655 million,
excluding intercompany sales.

In September 2000, the Corporation sold 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 increased net earnings 
for the year ended December 31, 2000 by $180 million
($0.45 per diluted share). Net sales for the first nine months
of 2000 related to Control Systems totaled approximately
$215 million, excluding intercompany sales. This transac-
tion generated net cash proceeds of $350 million after
related transaction costs and federal and state income 
tax payments.

IMS was the final business unit specifically identified
for divestiture as part of the strategic and organizational
review initiated in 1999; however, on an ongoing basis,
the Corporation will continue to explore the sale of various
non-core businesses, passive equity investments and surplus
real estate. If the Corporation were to decide to sell any
such holdings or real estate, the resulting gains, if any,
would be recorded when the transactions are consummated
and losses, if any, would be recorded when they are prob-
able and estimable. The Corporation also continues to
review its businesses on an ongoing basis to identify ways
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Lockheed Martin Corporation

(Continued)

comparisons of recorded sales and profits, may not be
indicative of future operating results. The following discus-
sions of comparative results among periods should be
viewed in this context.

Continuing Operations
The Corporation’s consolidated net sales for 2001

were $24.0 billion, a decrease of two percent compared 
to 2000. Sales for 2000 were $24.5 billion, a decrease 
of two percent compared to 1999. Sales growth in the
Aeronautics and Technology Services segments during
2001 were more than offset by decreases in the remaining
business segments as compared to 2000. In 2000,
increased sales in the Systems Integration, Space Systems
and Technology Services segments were more than offset
by lower sales in the Aeronautics segment. Adjusting for
acquisitions and divestitures, sales remained comparable
when comparing 2001 to 2000 and 2000 to 1999. 
The U.S. Government remained the Corporation’s largest
customer, accounting for approximately 78 percent of the
Corporation’s sales for 2001 compared to 72 percent in
both 2000 and 1999.

The Corporation’s operating profit (earnings from con-
tinuing operations before interest and taxes) for 2001 was
$888 million, a decrease of 29 percent compared to 2000. 
Operating profit for 2000 was approximately $1.3 billion,
a decrease of 37 percent compared to 1999. The reported
amounts for the three years presented include various non-
recurring and unusual items. The impact of these items on
operating profit, net (loss) earnings and amounts per
diluted share is as follows:

Effects of nonrecurring and unusual items:
(Loss)

Operating Net earnings
(loss) (loss) per diluted

(In millions) profit earnings share

Year ended December 31, 2001
Continuing operations

Write-off of investment in 
Astrolink and related costs $ (387) $ (267) $ (0.62)

Write-down of investment 
in Loral Space (361) (235) (0.54)

Other charges related to 
global telecommunications (176) (117) (0.27)

Gain on sale of surplus real estate 111 72 0.17
Impairment charge related to 

Americom Asia-Pacific (100) (65) (0.15)
Other portfolio shaping activities (5) (3) (0.01)

(918) (615) (1.42)
Discontinued operations—charges 

related to discontinued 
businesses, net of IMS gain — (1,027) (2.38)

Extraordinary item—loss on 
early extinguishment of debt — (36) (0.08)

$ (918) $(1,678) $ (3.88)

Year ended December 31, 2000
Continuing operations

Loss related to AES Transaction $(598) $ (878) $(2.18)
Gain on sale of Control Systems 302 180 0.45
Charge related to 

Globalstar guarantee (141) (91) (0.23)
Impairment charge related to ACeS (117) (77) (0.19)
Partial reversal of CalComp reserve 33 21 0.05
Gain on sales of surplus real estate 28 19 0.05
Other portfolio shaping items (46) (30) (0.07)

(539) (856) (2.12)
Extraordinary item—loss on early 

extinguishment of debt — (95) (0.24)

$(539) $ (951) $(2.36)

Year ended December 31, 1999
Continuing operations

Gain on divestiture of interest in L-3 $ 155 $ 101 $ 0.26
Gain on sales of surplus real estate 57 37 0.10
Partial reversal of CalComp reserve 20 12 0.03
Divestitures and other 

portfolio shaping items 17 12 0.03

249 162 0.42
Cumulative effect of change in 

accounting principle — (355) (0.93)
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Lockheed Martin Corporation

(Continued)

In 2001, the Corporation’s net loss included an
extraordinary loss of $36 million (net of a $22 million
income tax benefit), or $0.08 per diluted share, on the
early retirement of $117 million of 7% debentures due in
2011. In 2000, the Corporation’s net loss included an
extraordinary loss of $95 million (net of a $61 million
income tax benefit), or $0.24 per diluted share, on the early
retirement of approximately $1.9 billion in debt securities.

During 1999, the Corporation adopted the American
Institute of Certified Public Accountants’ Statement of Position
(SOP) No. 98-5, “Reporting on the Costs of Start-Up
Activities.” The adoption of SOP No. 98-5 resulted in the
recognition of a cumulative effect adjustment which reduced
net earnings for the year ended December 31, 1999 by

$355 million (net of a $227 million income tax benefit), 
or $0.93 per diluted share.

The Corporation reported a net loss of $1 billion
($2.42 per diluted share) in 2001, a net loss of $519 mil-
lion ($1.29 per diluted share) in 2000 and net income of
$382 million ($0.99 per diluted share) in 1999. Excluding
the effects of the previously mentioned nonrecurring and
unusual items, net earnings would have been $632 million
($1.46 per diluted share) in 2001, $432 million ($1.07 
per diluted share) in 2000 and $575 million ($1.50 per
diluted share) in 1999.

Discussion of Business Segments
The Corporation operates in four principal business

segments: Systems Integration, Space Systems, Aeronautics
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Lockheed Martin Corporation

(Continued)

by financing activities in 2000 from the cash provided by
financing activities in 1999 reflects the Corporation’s
issuance of $3.0 billion in long-term debt in 1999 and the
$1.0 billion increase in debt retirements in 2000 versus
1999, partially offset by a $405 million decrease in short-
term debt repayments and a $162 million decrease in 
dividend payments. The increase in debt retirements was
primarily attributable to the Corporation’s completion of ten-
der offers for certain of its long-term debt securities during
the fourth quarter of 2000. The Corporation used $2.1 bil-
lion to consummate the tender offers, resulting in the early
extinguishment of $1.9 billion in long-term debt and an
extraordinary loss of $156 million, or $95 million after tax.

The Corporation paid dividends of $192 million in
2001 compared to $183 million in 2000 and $345 
million in 1999.

Other
The Corporation receives advances on certain contracts

to finance inventories. At December 31, 2001, approxi-
mately $2.9 billion in advances and progress payments
related to work in process were received from customers and
recorded as a reduction to inventories in the Corporation’s
consolidated balance sheet. Also at December 31, 2001,
$566 million of customer advances and progress payments
were recorded in receivables as a reduction to unbilled costs
and accrued profits. Approximately $5.0 billion of customer
advances and amounts in excess of costs incurred, which
are typically from foreign governments and commercial 
customers, were included in current liabilities at the end 
of 2001.

The Corporation uses “free cash flow” as a measure to
evaluate its performance. The calculation of free cash flow
begins with net cash provided by operating activities from
the consolidated statement of cash flows. This amount is
then decreased by expenditures for property, plant and
equipment, and increased by proceeds from the disposal of
property, plant and equipment and by income taxes paid
related to divested businesses and investments. Free cash
flow was $2.0 billion for 2001 and $1.8 billion for 2000.

Capital Structure and Resources
Total debt, including short-term borrowings, decreased

by approximately $2.4 billion during 2001 from a balance
of $10.0 billion at December 31, 2000. The decrease was
primarily attributable to the pre-payment of $1.26 billion in

notes issued to GE mentioned previously, originally sched-
uled to mature in November 2002, payments of $825 
million in scheduled debt maturities, the early redemption 
of $200 million of 8.125% Monthly Income Preferred
Securities (MIPS) due in 2025, issued by a wholly((ecuritD-)r107 7l-e-si6oson in lonin 2025COMSA)0( orotal dencreasly redemptiots was)T26 bil17(related of 8.125% 7.0%aturs)Tr pro2025, iss11orporation used $107 7l-e-d as a reds ofnar
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Lockheed Martin Corporation

(Continued)

which are recorded in the consolidated balance sheet at
December 31, 2001 as either offsets against “Inventories”
or in “Customer advances and amounts in excess of costs
incurred.” Of the $3.2 billion recorded in the consolidated
balance sheet, $2 billion relates to a standby letter of
credit to secure advance payments received under an 
F-16 contract from an international customer. This letter of
credit is available for draw down only in the event of the
Corporation’s nonperformance. Similar to the letter of credit
supporting the F-16 contract, letters of credit and surety
bonds for other contracts are available for draw down only
in the event of the Corporation’s nonperformance.

The Corporation satisfied its contractual obligation with
respect to its guarantee of certain indebtedness of Globalstar,
L.P. (Globalstar) with a net payment of $150 million on June
30, 2000 to repay a portion of Globalstar’s borrowings
under a revolving credit agreement. This payment resulted in
the Corporation recording a nonrecurring and unusual
charge, net of state income tax benefits, of approximately
$141 million in 2000 which reduced net earnings for the
year by $91 million, or $0.23 per diluted share (see 
“Note 10—Debt” for further discussion). The Corporation
has no remaining guarantees related to Globalstar. On
February 15, 2002, Globalstar and certain of its affiliates
filed a voluntary petition under Chapter 11 of the U.S.
Bankruptcy Code.

The Corporation continues to guarantee up to $150
million in borrowings of Space Imaging LLC (Space Imaging),
a joint venture in which it holds a 46 percent ownership
interest. The amount of borrowings outstanding as of
December 31, 2001 for which Lockheed Martin was guaran-
tor was approximately $140 million. This amount is included
in the amounts related to guarantees included in the table
above. The Corporation’s investment in Space Imaging is
accounted for under the equity method of accounting. At
December 31, 2001, the Corporation’s investment in and
receivables from Space Imaging amounted to approximately
$111 million. Space Imaging is pursuing its business plan,
including assessments relative to future investment in replace-
ment satellites and related financing requirements, and
Lockheed Martin, as an investor and partner, is working
with its other partners and Space Imaging in this regard. 

Effective March 31, 2000, the Corporation converted
its 45.9 million shares of Loral Space & Communications
Ltd. (Loral Space) Series A Preferred Stock into an equal
number of shares of Loral Space common stock in prepara-
tion for divestiture of the shares. Due to the market price of

Loral Space stock and the potential impact of underlying
market and industry conditions on Loral Space’s ability to
execute its current business plans, the Corporation recorded
a nonrecurring and unusual charge, net of state income tax
benefits, of $361 million in the third quarter of 2001 related
to its investment in Loral Space. The charge reduced net
earnings by $235 million ($0.54 per diluted share).

Realization of the Corporation’s investments in equity
securities, including those discussed above as well as the
global telecommunications equity investments expected to be
monetized mentioned previously, may be affected by the
investee’s ability to obtain adequate funding and execute its
business plans, general market conditions, industry considera-
tions specific to the investee’s business, and/or other factors.
The inability of an investee to obtain future funding or success-
fully execute its business plan could adversely affect the Cor-
poration’s earnings in the periods affected by those events.

Environmental Matters
The Corporation records appropriate financial state-

ment accruals for environmental issues in the period in
which it is probable that a liability has been incurred and
the amounts can be reasonably estimated (see related dis-
cussion in “Note 1
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Lockheed Martin Corporation

(Continued)

Other Matters
The Corporation’s primary exposure to market risk

relates to interest rates and, to a lesser extent, foreign cur-
rency exchange rates. The Corporation’s financial instru-
ments which are subject to interest rate risk principally
include commercial paper and fixed rate long-term debt. 
At December 31, 2001, the Corporation had no commer-
cial paper outstanding. The Corporation’s long-term debt
obligations are generally not callable until maturity. The
Corporation uses interest rate swaps to manage its expo-
sure to fixed and variable interest rates. At year-end 2001,
the Corporation had such instruments in place to swap
fixed interest rates on approximately $670 million of its
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(Continued)

Otherwise, these investments are generally accounted for
under the cost method of accounting.

Goodwill and other intangible assets—Intangible assets
related to contracts and programs acquired are amortized
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(Continued)

other things, the Statement prohibits the amortization of
goodwill and sets forth a new methodology for periodically 
assessing and, if warranted, recording impairment of good-
will. The Statement also requires completion of the initial
step of a transitional impairment test within six months of
the adoption of SFAS No. 142 and, if applicable, comple-
tion of the final step of the impairment test by the end of the
fiscal year of adoption. In connection with the impairment
provisions of the new rules, the Corporation has completed
the initial step of the goodwill impairment test and has con-
cluded that no adjustment to the balance of goodwill at the
date of adoption is required. In addition, the Corporation
reassessed the estimated remaining useful lives of other
intangible assets as part of its adoption of the Statement.
As a result of that review, the estimated useful life of the
intangible asset related to the F-16 fighter aircraft program
has been extended. This change is expected to decrease
annual amortization expense associated with that intangi-
ble asset by approximately $30 million on a pretax basis.
If the Statement had been adopted at the beginning of
2001, the extension of the estimated useful life of that 
intangible asset and the absence of goodwill amortization
would have increased earnings from continuing operations
before extraordinary item by approximately $240 million
($0.55 per diluted share).

The Corporation elected to early adopt, effective January
1, 2001, SFAS No. 144, “Accounting for the Impairment 
or Disposal of Long-Lived Assets.” The new Statement
supercedes previous accounting guidance related to impair-
ment of long-lived assets and provides a single accounting
methodology for the disposal of long-lived assets, and also
supercedes previous guidance with respect to reporting the
effects of the disposal of a business. In connection with the
Corporation’s decision to exit its global telecommunications
services business and divest certain of the related business
units (see “Note 2—Exit From the Global Telecommunica-
tions Services Business”), the results of operations and cash
flows of certain businesses identified as held for sale, as
well as the impairment and other charges related to the
decision to exit these businesses, are classified as discontin-
ued operations in the Corporation’s consolidated financial
statements for all periods presented, and are excluded from
business segment information. Similarly, the assets and lia-
bilities of these businesses are separately identified in the
consolidated financial statements as being held for sale. 

The results of operations and related gains or losses associ-
ated with businesses divested prior to the effective date of 
the Corporation’s adoption of SFAS No. 144, including 
the divestitures of the Corporation’s Aerospace Electronics
Systems (AES) businesses and Lockheed Martin Control
Systems in 2000, have not been reclassified to discontin-
ued operations in accordance with the Statement.

Effective January 1, 1999, the Corporation adopted
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In October 2001, the Corporation made the decision and
so advised Astrolink that it did not plan to make any addi-
tional investment in the joint venture. In addition to its equity
investment, Lockheed Martin’s Space Systems segment had
contracts with Astrolink to manufacture four satellites and
provide related launch services, and LMGT had contracts 
to perform system development and other services. Those
contracts were terminated due to Astrolink’s funding consid-
erations. In the fourth quarter of 2001, the Corporation 
recognized a nonrecurring and unusual charge, net of state
income tax benefits, of approximately $367 million in other
income and expenses which reflects the other than temporary
decline in value of its investment in Astrolink based on the
above circumstances. In addition, approximately $20 million
of charges were recorded in cost of sales for certain other costs
related to Astrolink. On a combined basis, these charges
reduced net earnings for the year ended December 31, 2001
by approximately $267 million ($0.62 per diluted share).

In the third quarter of 2001, the Corporation recorded
a nonrecurring and unusual charge, net of state income tax
benefits, of $361 million in other income and expenses
related to its investment in Loral Space. The charge, 
which was recorded due to a decline in the value of the
Corporation’s investment, reduced net earnings by $235
million ($0.54 per diluted share). The decline in value of
the investment was assessed to be other than temporary
due to the downward trend in the market price of Loral
Space stock and the potential impact of underlying market
and industry conditions on Loral Space’s ability to execute
its current business plans.

In the first quarter of 2001, the Corporation recorded
a nonrecurring and unusual charge, net of state income tax
benefits, of $100 million in other income and expenses
related to impairment of its investment in Americom Asia-
Pacific, LLC, a joint venture in which the Corporation holds
a 50 percent interest. The charge reduced net earnings for
the year ended December 31, 2001 by $65 million ($0.15
per diluted share). The satellite operated by Americom Asia-
Pacific, which serves Southeast Asia, was placed in com-
mercial operation late in the fourth quarter of 2000. The
decline in value of the investment was assessed to be other
than temporary as a result of lower transponder pricing,
lower than expected demand and overall market condi-
tions. The remaining value of the investment was written 
off in the fourth quarter of 2001 in connection with the 

Corporation’s decision to exit the global telecommunica-
tions services business.

In the fourth quarter of 2000, the Corporation recorded
a nonrecurring and unusual charge, net of state income tax
benefits, of $117 million related to impairment of its invest-
ment in ACeS due to an other than temporary decline in the
value of the investment. ACeS is a joint venture in which
the Corporation holds a 33 percent interest at December 31,
2001. ACeS operates the Asian Cellular Satellite System, a
geostationary mobile satellite system serving Southeast Asia
which was placed in commercial operation in the fourth
quarter of 2000. The spacecraft experienced an anomaly
that may reduce the overall capacity of the system by about
30 to 35 percent. The decline in the value of the investment
was assessed to be other than temporary as a result of the
reduced business prospects due to this anomaly as well as
overall market conditions. The adjustment reduced net earn-
ings by $77 million ($0.19 per share).

Note 10—Debt

The Corporation’s long-term debt is primarily in the
form of publicly-issued, fixed-rate notes and debentures,
summarized as follows:

Type (Maturity Dates)
(In millions, except Range of
interest rate data) Interest Rates 2001 2000

Notes (2002–2022) 6.5–9.0% $3,114 $5,202
Debentures (2011–2036) 7.0–9.1% 4,198 4,312
Monthly Income

Preferred Securities 8.125% — 200
ESOP obligations (2002–2004) 8.4% 132 177
Other obligations (2002–2016) 1.0–13.1% 67 56

7,511 9,947
Less current maturities (89) (882)

$7,422 $9,065

In September 2001, the Corporation redeemed
approximately $117 million of 7% debentures ($175 mil-
lion at face value) due in 2011 which were originally sold
at approximately 54 percent of their principal amount. The
debentures were redeemed at face value, resulting in an
extraordinary loss on early extinguishment of debt, net of
$22 million in income tax benefits, of $36 million ($0.08
per diluted share).
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amounts due from Globalstar, the Corporation recorded a
nonrecurring and unusual charge in the second quarter of
2000, net of state income tax benefits, of approximately
$141 million in other income and expenses. The charge
reduced net earnings for 2000 by $91 million ($0.23 per
diluted share). On February 15, 2002, Globalstar and cer-
tain of its affiliates filed a voluntary petition under Chapter
11 of the U.S. Bankruptcy Code.

Interest payments were $707 million in 2001, $947
million in 2000 and $790 million in 1999.

Note 11—Income Taxes

The provision for federal and foreign income taxes
attributable to continuing operations consisted of the follow-
ing components:

(In millions) 2001 2000 1999

Federal income taxes:
Current $ 189 $779 $126
Deferred (118) (96) 299

Total federal income taxes 71 683 425
Foreign income taxes 38 31 34

Total income taxes provided $ 109 $714 $459

Net provisions for state income taxes are included in
general and administrative expenses, which are primarily
allocable to government contracts. The net state income
tax benefit for 2001 was $8 million, and net state income
tax expense was $100 million for 2000 and $22 million
for 1999.

The Corporation’s effective income tax rate attributable
to continuing operations varied from the statutory federal
income tax rate because of the following differences:

2001 2000 1999

Statutory federal tax rate 35.0% 35.0% 35.0%
Increase (reduction) in tax rate from:

Nondeductible amortization 33.2 23.3 7.7
Revisions to prior years’ 

estimated liabilities (10.8) 3.8 (6.1)
Divestitures — 152.0 —
Other, net
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Information regarding options outstanding at December 31,
2001 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 7,301 $17.95 6.3
$20.00–$29.99 6,105 25.97 4.6
$30.00–$39.99 15,581 36.06 7.3
$40.00–$50.00 4,762 45.57 5.1
Greater than $50.00 4,648 52.08 6.1

Total 38,397 34.12 6.2

Options Exercisable:

Less than $20.00 3,895 $17.47
$20.00–$29.99 5,285 26.05
$30.00–$39.99 8,555 36.87
$40.00–$50.00 4,762 45.57
Greater than $50.00 4,648 52.08

Total 27,145 36.11

All stock options granted in 2001, 2000 and 1999
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 2001, 2000 and 1999, respectively: risk-
free interest rates of 4.95 percent, 6.61 percent and 4.64
percent; dividend yields of 0.6 percent, 0.8 percent and
2.4 percent; volatility factors related to the expected market
price of the Corporation’s common stock of .366, .342 and
.247; and a weighted average expected option life of five
years. The weighted average fair value of each option
granted during 2001, 2000 and 1999 was $13.32,
$7.62 and $8.53, respectively.

For purposes of pro forma disclosures, the options’ 
estimated fair values are amortized to expense over the
or 2001, 2027
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1998, the management contractor, also at the DoE’s direc-
tion, filed suit against the Corporation seeking, among
other things, recovery of approximately $54 million previ-
ously paid to the Corporation under the Pit 9 contract. The
Corporation is defending this action in which discovery 
has been pending since August 1999. In January 2001, 
in the Court of Federal Claims, the DoE filed a motion for
summary judgment seeking to dismiss the Corporation’s
complaint on jurisdictional grounds. On October 16,
2001, the Court of Federal Claims granted the DoE’s
motion to dismiss, finding that there was no privity of con-
tract between the Corporation and the United States suffi-
cient to provide the Court with the jurisdiction over the
dispute. The Corporation recently appealed the Court’s
decision to the United States Court of Appeals for the
Federal Circuit. The Corporation continues to seek resolu-
tion of the Pit 9 dispute through non-litigation means.

Letters of credit and other matters—The Corporation has
entered into standby letter of credit agreements and other
arrangements with financial institutions primarily relating to
the guarantee of future performance on certain contracts.
At December 31, 2001, the Corporation had contingent
liabilities on outstanding letters of credit, guarantees, and
other arrangements aggregating approximately $900 million.

Note 17—Information on Industry Segments and Major
Customers

The Corporation operates in four principal business
segments. The four segments include Systems Integration,
Space Systems, Aeronautics and Technology Services. All
other activities of the Corporation fall within the Corporate
and Other segment.

Transactions between segments are generally negoti-
ated and accounted for under terms and conditions that 
are similar to other government and commercial contracts;
however, these intercompany transactions are eliminated 
in consolidation. Other accounting policies of the business
segments are the same as those described in “Note 1—
Significant Accounting Policies.”

As mentioned previously, Lockheed Martin announced
in December 2001 its decision to exit its global telecommu-
nications services business. In connection with this decision,
the Global Telecommunications segment will no longer be
presented as a separate operating segment. Certain of the
businesses previously included in the segment have been
classified as discontinued operations; therefore, financial

information related to such businesses has been excluded
from the segment information presented below for all peri-
ods. The remaining businesses and investments previously
included in the Global Telecommunications segment have
been realigned with other business segments as discussed
more fully in “Note 2—Exit From the Global Telecommuni-
cations Services Business.”

The following segment descriptions and financial data
have been adjusted to reflect elimination of the Corporation’s
Global Telecommunications segment 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 under-
sea 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; 
surveillance 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 support-
ing 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 develop-
ment, and production of combat and air mobility aircraft,
surveillance/command systems, reconnaissance systems,
platform systems integration and advanced development
programs. Major products and programs include the F-35
(Joint Strike Fighter), the F-16 multi-role fighter, the F-22 air-
superiority fighter, the C-130J tactical airlift aircraft, and
support for the C-5, F-117 and U2 aircraft.

Technology Services—Provides a wide array of management,
engineering, scientific, logistic and information management
services to federal agencies and other customers. Major 
product lines include e-commerce, enterprise information
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