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tter to Shareholders

Nicholas D. Chabraja
Chairman and Chief Executive Officer

2 General Dynamics 2001 Annual Report

I am pleased to report that 2001 was another successful
year for General Dynamics. It was a year marked by the
completion of several important acquisitions, numerous
pivotal program wins and significant awards from allied
nations. Revenues increased 17 percent to $12.2 billion,
driven by organic growth and by acquisitions. Recurring
earnings per share grew 12 percent to $4.51. Free cash from
our business units, after capital expenditures and income
tax and before corporate and discretionary items, was
approximately $1 billion, exceeding net income. Total
backlog increased significantly, reflecting major contract
wins in all four of our primary business groups.

Our U.S. government markets are healthy and growing.
The 2002 defense budget recently signed by the President
fully supports and funds the vast majority of your company’s
programs. The 2003 defense budget proposal the President
has sent to Congress calls for an increase in procurement
spending to $68.7 billion in 2003, reaching $98.9 billion
in 2007. Proposed spending on intelligence activities has
also increased significantly. While Congress may alter the
President’s spending priorities to reflect its own views, the
terrorist attacks against our country on September 11 have
created strong bipartisan support for modernizing and

transforming our armed forces.

We are well positioned in each of our business segments
to support the military as it modernizes and transforms.
While many of our programs support transformation, a few
of the larger ones are worthy of comment. Our digital
battlefield communications, information technologies and
intelligence programs are part of the network-centric warfare
concepts embedded in the Administration’s vision of trans-
formation. We also recenty began delivering the Army’s
newest family of armored vehicles, the 8-wheeled Stryker,
and are developing the Marine Corps Advanced
Amphibious Assault Vehicle, the AAAV. Both systems will
provide the high-speed mobility and lethal firepower needed
by our Marines and soldiers. Additionally, one of this
Administration’s largest new programs is the conversion of
four Trident ballistic missile submarines into SSGN cruise-
missile actack submarines. Your company will have design
responsibility, construction management and fire control
systems lead in this muldbillion dollar program. Finally,
Gulfstream has moved into the special mission aircraft market,
providing the operational capabilities and low operating costs
critical to intelligence, surveillance and reconnaissance missions.

Despite the shock of the events of September 11 and a
pause in the growth of the broader economy, the key factors

that drive the long-range business aircraft market are solidly
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50 Years of Strength on Your Side

Material Service Corporation’s
Yard No. 6 became a ieading
source of construction

material in Chicago in the 1920s.

Between 1955 and 1965,
General Dynamics commissioned
Swiss-born artist Erik Nitsche
(1908-98) to produce four series
of posters that promoted “the
spirit of discovery” behind the
company’s diverse business
interests. Many of the pasters
are displayed in the company -
headgquarters, and are highly Electric Boat designed and built the
sought by collectors as first nuclear-powered submarine,
representative of the USS Nautilus, shown here crui
“Atomic Style” of design. the New York harbor in 1956.

0
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GENERAL DYNAMICS

John P. Holland was the inventor of the submarine
and the founder of the Holland Torpedo Boat
Company. That company was merged with
Electric Launch Company to form Electric
Boat — the founding unit of General Dynamics.
Holland delivered the first submarine to the
U.S. Navy in March 1900.

4 General Dynamics 2001 Annual Report
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Transforming battlespace systems through the information revolution

General Dynamics strengthened its position in Information
Systems and Technology in 2001 through realignment of
existing businesses, acquisition of an important new business
and higher sales.

Defense and commercial customers increasingly rely on infor-
mation technology to improve performance and effectiveness on the
battlefield and in the marketplace. The Information Systems and
Technology group supports that need with programs that include
the design, deployment and maintenance of wireline
command, control,

and wireless voice and data nerworks;

communications, computers, intelligence, surveillance and

reconnaissance (C4ISR) systems; telecommunications system
security; encryption; fiber optics; and lifecycle management
and support.

The group also supports the company’s platform businesses.
The group’s expertise in systems design and in key platform
subsystems helps General Dynamics Marine Systems, Combat
Systems and Aerospace groups improve their products while
maintaining a prime systems integration role. These platforms

are then berter able to fulfill their roles as major nodes in the

emerging network of battlespace systems.

Focusing the organization

To more tightly align the customer and product focus of the
nine Information Systems and Technology companies acquired
over the past five years, the group was realigned in 2001 by
common expertise and customer groups served, creating

greater efficiency and economies of scale. The group created

6 General Dynamics 2001 Annual Report
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Kenneth C. Dahlberg
Executive Vice President

four units:

integrated business

stronger, more tightly
Advanced Information Systems, C4 Systems, Network Systems
and General Dynamics United Kingdom Limited.

To add important radio frequency domain expertise to the
company’s strong communications integration capabilities,
General Dynamics acquired Decision Systems, formerly
Motorola Incs Integrated Information Systems Group, in
September 2001. Based in Scottsdale, Arizona, Decision Systems
provides technologies, products and systems for information
assurange; siruational awareness; and communications, including
software definable radios, to defense and industrial customers
in the U.S. and abroad. Last year, this business unit attained
the coveted Software Engineering Institute qualification of SEI

Capability Maturity Model Level 5 — the highest level attainable.

This singular qualification means that Decision Systems’

processes for cost effectively writing, verifying and delivering

software are among the best in the world.

Strengthening market presence

The Information Systems and Technology group won contracts
throughout the year that increased its strength in many
markets, including intelligence systems and services, tactical
communications, network infrastructure and encryption. Most
notable was the July contract award from the United
Kingdom’s Ministry of Defence for the BOWMAN tactical
communications system. BOWMAN is a secure digital voice
and data communications system for the U.K. armed forces. It
is Internet Protocol-based and includes a terrestrial command
and control system as well as the infrastructure to support all

digitization applications over the next 30 years. By October
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General Dynamics Combat Systems provides systems integration,
design, development, production and support for armored
vehicles, armaments, munitions and components.
Acquisitions and strong organic growth fueled Combat
Systems revenues and earnings in 2001. The group is leading
the transformation of today’s ground forces to meet tomorrow’s
defense requirements.

In November 2000, the U.S. Army awarded a General
Dynamics-General Motors joint venture the contract to provide
new vehicles for its Brigade Combat Team initiative. With
options, the contract is worth up to $4 billion for delivery of
2,131 armored vehicles. Deliveries began in February 2002
and will continue through 2006.

The basic unit is the Stryker cight-wheeled armored vehicle,
weighing approximately 18 tons. In the infantry carrier
configuration, the Stryker carries a two-person crew and nine
soldiers. It can be configured as a mobile gun system,
reconnaissance vehicle and medical evacuation vehicle, and
as a carrier for mortars, anti-tank guided missiles, engineer
squads, command groups and fire support teams.

Stryker vehicles can be transported in a full range of U.S.
Air Force transport aircraft for quick deployment anywhere in
the world. Fast and highly versatile, the vehicles can activate
their weapon systems and conduct rapid maneuvers in all types
of weather, visibility conditions and terrain.

For the U.S. Marine Corps, Combat Systems is developing
the Advanced Amphibious Assault Vehicle (AAAV), another

highly mobile and capable new system. The company was

8 General Dynamics 2001 Annual Repore

Arthur J. Veitch
Executive Vice President




6 odoy [enuuy {07 sweudg [erauan)

O “Ipimpliom 53010 patoutte 03 1o1jddns passsprd a1 urewas
01 spualul sorweud(q [erauany ‘suopmumu pue swiopejd
‘swasAs pasouure parerdoiur jo o3uer Fuimoid-1aad ue Y
‘umm pue 13y 03 Arjiqe smam
suer oy Juisearour Aqasayy ‘sfe(dstp pue seper ‘soniiqedes
Jo1Uod pue puewiwed [endip ‘suonesrunuImod ssaordwr i
'saduafeyo smonowor 1oy woped oy Sumredord apym
‘PPRY2PIEq sAepor uo 1ydy o1 ANjiqe SwWeiqy Ayl S2dUBIUd
apesddn sryy -9Seypeg juswodueyuy wosdg oyl Yrm
ULl SWeIQY 7V [N Z0§ JPAIPP 01 108NU0d Jeadn[nuw uorf[rul
1%/% © papreme sem Auedwoo oy ‘o7 U] "ssauisng  swiansdg
1BQUIOT) JO UCHEPUNO) 211 UIIQ DABY SYUE) IPNEQ UL
SISUOUNE] 5PEuId W PUE SISZIMOY WIZC/CG]
st 1pns suodeam pue opiyaa Funydy Anuejur pexoen ourezl]
ay se [pm se Lwue ysiuedg oy 103 soquey piedoa ping o1

s1opI10 Ynm Jopjoeq sAuedwos oy 01 uol|iq 7§ 1SOWE pappE

SEWD1SIS BIBQIEE PIUES "EDLIDWY [INOG PUE DY YIION
2doiny onn wodxe 01 Arfiqe s dueyua o patdadxe 51 pue
adoing ur sonppiqedes sonweuA(] [eI2UAN) spuAIxa uonIsiboe
9 T, "SLLUDISIG BIRGILY BIUES PI[[ED MOU TIIMDBJNULI SUP
Surpea] suredg pamboe sonwreud(q {erouany <100z Anf ug

suoniumur rewss ul sanfiqedes 1uedyiudis poppe uonismboe oy |
‘siuejedoad pue siusuodwos spissiw ‘193001 ‘sung 1aqres-ade]
pue -wmipaw soj wontunwuwre jo sayddns sofews e swesaq
SOIUBUA(T [EI9UAT) “OUT SAIFO[OUYD] XU ] A[IOULIO) ‘SWNSAS
[onor[, pue 0UBUPI() JO [OOT Ul Apea uomismboe oy Y
e 5y} UT puE B3s 1B ‘pUE| UO 35N I0] sung 1qIE-wnipaw
ut 20ussaId apimppiom JuedyIuBIS B Sey SOTUTBUA(] [e12U20)

SAL01B ssausng SUORIUNIA

.8._0,* wcﬁ.uﬁwm COﬁN.@:owud@: SIor :O_.u_uE._me:d‘_u mNAEu{ ULH ,wO

2102 Y1 3q 1M YIIYMm ‘SwalsAg 1equion) aimny sAuny ap 4q

patmbar oq [ saiBojourpar snoqoy] suonenus snosafuep 01
$191p|0s Jo 2nsodxa Juonpar 1oy1ng ‘syser A[ddns wiogad ose
PINOd SIPIY2A dN0qOy "SIYOUP 10 saatso[dxa st gons sprezey
Zuneoof ‘sdoon Jo peaye u1 saour priod $10GOI dIUESSIEULOID]
PPy s1atpjos £q pawoyad mou sqol Surppuey ‘syser [eonin
-uoissiw snorduep A[jenusiod poulisse oq pnod SAPIYIA
[erusuIIadxa 259y "SONTANDE JDUE[[IDAINS PUE 2DUESSTEUTOD2T
ur 53e3ua Jim ey sopIyaA pauuewrun dopasp o1 suedonred
Ansnpur pue orwapede jo souere ue Juipes) st dnoid oy
Auny a1 ynm stuswaaiSe 1apun Mool Arenpiu ur suoye
1uourdoppadp pue aeasar Juipea] os[e ST SWNSAG 1equioT)

‘[enuatod 11odxe Suons aaey swesdosd weap 1equiory spedig
Y1 pUE AVYY 21 1pog] ‘9007 Ut widaq [im ‘uor([iq ¢ Aesu
1e panpea ‘SAYYY 0007 A[reunxoidde jo uwoponposd oyer

-y rwerdord oy Jo aseyd uonensuowap pue EuE&Eu@ﬂ

SWwISAs A 10) (7 AN Ul 1DeIU0D UOI[TUI 7] /$ B papreme

‘PHOM 3} punole
$9010) pasowse o] sanddns
pasuajaid e se uomsod
SwalsAs 1equo) uawpbuans
‘(+91doa1fay ayoedy

Ay ue wouy pasy Buleq
‘Yai) 182001 0Z-IPAH B}
| suonunw i diysiapes)
SE ||om Se ‘(43| Jej 1B umoys
AN JaLien Anueyu

au Buipnour) saoiysa
1BqUI0Y Jo Ajle) 19xANS ay)
pue (abed ayisoddo) 10004
SNOLUOUOINE-ILLIBS XN SADILBA
1equiod uohelaualb-xay




,‘ e ﬁ/a b \‘ /~ 7 ™y
?;m@(} ﬂﬂ o VJ/ rrmWrLrw/ J

The wisdom of experience for a new era of defense

For more than 50 years, General Dynamics has been the
industry leader in naval ship innovation, technology and
design development. The company maintains that leadership
position with strong design, engineering, systems integration
and program management capabilities.

Electric Boat is the world’s premier source for submarine
design and engineering technology, having designed 16 of the
past 20 classes of nuclear submarines. Likewise, Bath Iron
Works has a rich tradition of design and engineering excellence
in surface combatants. Including today’s DDG-51class, Bath
Tron Works will have designed over 75 percent of the surface
combarants operational in 2010. The Marine Systems group’s
manufacturing breadth is augmented by NASSCO’s strength
in naval logistics ship programs as well as in the U.S. commer-
cial ship market. The potential for additional synergy within
the Marine Systems shipyards guarantees its leadership position
as the group moves toward the next gencration of naval ships.

General Dynamics has made investments in each of its
three shipyards in an ongoing effort to achieve continuing
process improvements and cost efficiencies. The improved
facilities enhance the company’s participation in current and

next-generation programs.

Submarine design and production
Electric Boat is developing advanced operational concepts for

submarines in the warfighting environment of the 215t

century.
Integrating participants from industry, government and acade-

mia, Marine Systems has led the development of innovative

10 General Dynamics 2001 Annual Report

John K. Welch
Executive Vice President

approaches to advanced payloads, sensots and operational concepts.

The conversion of four 7Trident-SSBN submarines to cruise
missile SSGNs s a direct outcome of the studies and analyses
performed over the last decade. As SSGNS, these submarines will
be delivery platforms for cruise missiles, special operations forces
and advanced payloads and sensors. Electric Boat will have
responsibility for design and engineering as well as construction
management for this conversion, ensuring that it will remain the

leader in the transformation of undersea warfare.

Electric Boat is the prime contractor for the Virginia-class
submarine, envisioned as a 30-ship program. This submarine
is an unlimited endurance, stealthy platform capable of delivering
highly lechal firepower. Electric Boat, along with its team-
mate, is building the first four submarines under a
$4.2 billion contract. With state-of-the-art tools and processes
in place for the lead ship, the Virginia class demonstrates
unprecedented levels of design maturity and production

performance.

R R
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Strong basics, new opportunities

Gulfstream Aerospace had the most successful year in its history
in 2001, expanding its leadership in the business jet aircraft
industry through strategic acquisition, organic growth, strong
fleet and government sales, and successful new product
development. These solid achievements bode well for the long-
term performance of General Dynamics Aecrospace group.
To date, Gulfstream has produced more than 1,300 aircraft for
corporations, governments and private individuals around the
world. More than 500 of these aircraft are the newer, more
technologically advanced Gulfstream 1V® and Gulfstream V®
models.

With the Galaxy Aerospace acquisition in June 2001,
Gulfstream added two complementary aircraft models to its
stable of business jets: the Gulfstream 100® and the Gulfstream
200®. The G100 is a mid-size aircraft with speed and range at
the top of its class. The G200, the first to market in the new
super mid-size class, has the longest range and the largest cabin
volume in this category. Since they are smaller and less
expensive than the long-range Gulfstream [V-SP®, or the ultra-
long range Gulfstream V and Gulfstream V-SP®, the G100 and
(G200 create market-entry, fleet add-on and aircraft upgrade
opportunities for a wider range of customers. With the addi-
tion of the G100 and G200, Gulfscream can now compete for
more than 70 percent of the total value of the business jet
aircraft market.

With a superb reputation for safety, performance, comfort
and reliability, Gulfstream aircraft are first choice for the fast-

paced, demanding growth market of fractional aircraft owner-

12 General Dynamics 2001 Annual Reporrt
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ship. In June 2001, Executive Jet International Inc. placed an
order for 50 G200 aircraft to be delivered over the next five
years with options for 50 more. Total value of the order,
options and maintenance for Executive Jets' NetJets® fractional
aircraft ownership program is approximartely $2 billion.

Executive Jet is a unit of Berkshire Hathaway.

W.W. Boisture, Jr.
Executive Vice President

Special missions

Government orders were robust and reflect a long-term effort
to develop this market — an effort that accelerated with General
Dynamics’ ownership of Gulfstream. During 2001, the GV
aircraft established itself as a special missions platform for

government and military customers. GV aircraft are being
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that strengthen the company’s position in what management believes to be rapidly
growing information assurance, communications and situational awareness
markets here and abroad.

CONSOLIDATED OVERVIEW

Resulis of Operations

The company’s net sales for 2001 were $12.2 hillion, an increase of 17
percent over 2000. Excluding the increase attributable to businesses
acquired during the year, net sales increased by more than seven percent,
with organic revenue growth realized in each of the company’s business
segments. Net sales for 2000 were $10.4 billion, an increase of 16 percent
over 1999 sales of $9 billion. Organic revenue growth was approximately
five percent of this increase.

Net earnings for 2001 grew 13 percent to $315, before favorable tax benefits,
resulting in a per diluted share increase to $4.51 from $4.03 in 2000. Net earn-
ings rose in part from organic earnings growth in all of the company’s business
segments as well as contribution from acquired businesses. Net earnings for
2000 grew to $811 from $715 in 1999, an increase of 13 percent, before favor-
able tax benefits in both years. Net earnings per diluted share before tax bene-
fits increased 14 percent to $4.03 in 2000 from $3.54 in 1999. Gther non-recurring
items in 1999 resulted in an insignificant impact to net earnings.

Cash flow from operating activities has steadily increased since 1999, totaling
$1.1 bitlion in 2001. The company ended 2001 with a cash balance of $442, up
from $177 at year-end 2000. Net debt increased to $1.5 billion from $336 at the
end of 2000, primarily from the $1.5
earlier. With adequate funds on hand and the capacity for additional long-term

on investment in acquisitions discussed

borrowings, management has the financial capability to execute its operating and
financial strategy.
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REVIEW OF OPERATING SEGMENTS

The company operates in four primary business groups: Information Systems
and Technology, Combat Systems, Marine Systems, and Aerospace. The com-
pany also owns certain commercial operations, which are identified for report-
ing purposes as Other.

18 General Dynamics 2001 Annual Report

INFORMATION SYSTEMS AND TECHNOLOGY

Results of Operations and Quiloolt

Year Ended December 31 2001 _! 2000 1999
NetSales o lsze0 | s2388 $1422
Operating Earnings 260 21 127
Operating Margin 9.3% 9.3% 8.9%

g e . = e R S

Net sales increased $412 and operating earnings increased $39 in 2001 due in
part to the acquisition of Decision Systems at the end of September. Excluding
Decision Systems results, net sales and operating earnings grew by approxi-
mately seven percent. In 2000, net sales increased $966, due in large part to the
September 1999 acquisition of three business units from GTE Corporation.
In 2000, operating earnings increased $94 because of that acquisition and a
five-percent growth in organic earnings.

Over two-thirds of the Information Systems and Technology contracts are
fixed price, which provides the company opportunities to increase margins
through improved efficiencies and processes. In order to best achieve these
opportunities, the company realigned the group into fewer reporting organiza-
tions. The Information Systems and Technology group enters 2002 with five
business units — Advanced Information Systems, C4 Systems, Network
Systems, General Dynamics United Kingdom Limited, and the newly acquired
Decision Systems.
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effarts to reduce costs and improve operating efficiencies as the new acquisi-
tions are fully integrated.

Backlog

$6,000
$5,194

5,000 o

4,000

3,000
$1,773
2000 $1,59 T
o 1,557 A
1,000 1,096 |

R oo v e ] O Funded Backlog

Combat Systems backlog grew to $5.2 billion in 2001, $3.4 billion higher than
2000. This significant increase stems from several major awards and two busi-
ness acquisitions. Included in the backlog are design programs for transforma-
tional systems, advanced technology awards that support development of the
Army's Future Combat Systems and a wide range of vehicles and vehicle
systems, including long-term production programs for the U.S. and Spanish
armies’ heavy armored vehicles. Production awards for programs currently in
design are likely, extending the company's deliveries well into the next decade.
Funded backlog at year-end 2001 is $3.4 billion.

Transformational Systems

In November 2000, the Army awarded GM GDLS Defense Group, a joint ven-
ture between the company and General Motors Canada Ltd., a six-year
requirements contract to equip its Brigade Combat Teams with an eight-
wheeled armored vehicle called the Stryker. The 2001 backlog includes
approximately $350 for the company's share of the development, test, evalu-
ation and production of the first 466 Strykers. Delivery of the vehicles began
in February 2002.

20 General Dynamics 2001 Annual Report

The Marine Corps awarded the company a $712 contract for the systems
development and demonstration phase of the AAAV program in July 2001.
Low-rate initial production is scheduled to begin in 2004, followed by full-rate
production in 2006.

The company received approximately $100 in advanced technology awards
during the year that will support the development of the Future Combat Systems
program. These awards include research and development on unmanned ground
vehicles, and advanced hybrid electric drive systems.

Also included in backlog is research and development work on the Army’s
Crusader Self-Propelled Howitzer program. The company’s share on this pro-
gram is approximately 25 percent.

Heavy Armored Systems

The Army awarded the company a $741 fixed-price multiyear contract in March
2001 to upgrade an additional 307 M1A2 Abrams tanks with the System
Enhancement Package. This award is a follow-on to the $1.3 billion, 580-vehicle
fixed-price contract awarded to the company in 1996. During 2001, the compa-
ny delivered the final 72 tanks from the 1996 contract and 42 from the follow-
on award. Year-end backlog includes the remaining 265 tanks under the upgrade
program, with deliveries scheduled through 2004.

The 2001 backlag also includes production of the Wolverine Heavy Assault
Bridge vehicles for the U.S. Army, M1A1 Abrams tank hardware kits for the
Egyptian tank co-production program, systems technical support for the M1A2,
and engines for international customers.

Santa Bérbara Sistemas

Santa Barbara Sistemas adds approximately $1.6 billion in production and muni-
tions contracts to the Combat Systems year-end backlog, the majority of which
are fixed-price production programs. These production programs include con-
tracts to provide the Spanish army 235 Leopard main battle tanks, built under
license from a German company, with deliveries beginning in late 2002 and
extending through 2008. Also included is a contract for delivery of 48 Pizarro
tracked infantry fighting vehicles.
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Surface Combatants

The 2001 backlog includes contracts with the Navy for constructing eight
Arleigh Burke-class destroyers (DDG-51) and an amphibious assault ship, the
LPD-19, the third in the Navy's new San Antonio-class of amphibious assault
ships. The company is a member of a three-contractor team that was awarded
a cost reimbursable contract to design and build the San Antonio-class ships.

Nuclear Submarines
The 2001 backlog includes a contract to construct the first four Virginia-class
submarines. The Navy awarded the contract in 1998 for an initial value of $4.2
billion. Delivery of the first submarine is scheduled for 2004 and the fourth for
2008. Construction work is shared equally between the company as prime
contractor and Newport News Shipbuilding Inc. (Newport News) as subcon-
tractor, in accordance with the terms of a Team Agreement between the com-
pany and Newport News. The President’s 2003 budget includes full funding for
a fifth submarine.

in December 1999, the Navy awarded the company an $887 modification for
the third and final Seawolf submarine. Delivery is scheduled for 2004.

The 2001 backlog alse includes contracts for submarine logistics support
services.

Auxiliary and Commercial Ships

The backiog includes a $709 Navy contract awarded to the company in October
2001 for the design and construction of the first two T-AKE ships, a new class
of dry-cargo combat logistics ship. The award includes options for 10 more ships
that the Navy can exercise over the next six years for a potential contract value
of $3.7 billion. Functional design work on the T-AKE began in late 2001 and
delivery of both ships is scheduled for 2005. Funding has been appropriated for
the third and fourth ships.

In September 2000, BP Gil Shipping Company, USA (BP) awarded the compa-
ny a $630 contract to design and build three double-hull crude oil tankers, with
options for three additional vessels. In September 2001, BP exercised an option
for a fourth ship with a value of approximately $200. Design work on the tankers
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is underway. Construction of the first ship will begin in 2002, with delivery
scheduled for late 2003. Deliveries of subsequent ships are planned for 2004,
2005 and 2006.

Totem Ocean Trailer Express, Inc. {TOTE) awarded the company a contract for
approximately $300 in December 1999 to build two roll-on/roll-off cargo ships
for TOTE's cargo steamship service from Tacoma, Washington to Anchorage,
Alaska. The contract has an option for a third ship. Construction on the first
ship started in 2001. Deliveries are scheduled for 2002 and 2003.

In February 2000, the Navy awarded a $230 contract to the company for
the construction of its eighth strategic sealift ship, scheduled for delivery in
late 2002.

The backlog also includes repair contracts for naval vessels.

AEROSPAGE

Results of Operations and Outlook

xmmﬁ\mcn‘ma‘mmnmsamﬂ 3 - Necd o NOOD S amww .

Net Sales $3,265 $3,029 $2,909

Operating Earnings 625 592 482
19.5% 16.6%

Operating Margin 19.1%

I —— S LI IITTIIIIIIIT TN

Net sales in 2001 increased $236 primarily because of the Galaxy Aerospace
acquisition in June 2001, which added the Gulfstream 100 and Gulifstream 200
aircraft. Operating earnings increased $33 in 2001 as a result of higher sales and
improved cost performance in both “green” aircraft production and completion.
This increase was offset partially by slightly higher research and development
expenses for new product development, expenses from acquisitions and sever-
ance costs. Operating margins were slightly lower in 2001 because of the intro-
duction of the less expensive lower margin aircraft acquired in the Galaxy
Aerospace transaction.
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The Aerospace group backlog increased 43 percent in 2001, to $6.3 billion from
$4.4 billion in 2000. This significant increase is attributable to another strong
year for aircraft orders, including a large order placed by Executive Jet, a unit of
Berkshire Hathaway and the leader in the fractional market.

Forty-eight percent, or $2 billion, of the 2001 firm contracts backlog is with
commercial customers other than Executive Jet and covers a wide spectrum of
industries and customer groups. Backlog with Executive Jet approximates
$1.8 billion, which includes firm contracts for 78 aircraft. The 2001 firm con-
tracts backlog also contains approximately $400 from government customers,
including orders from the National Center for Atmospheric Research, the U.S.
Coast Guard, the Japanese Coast Guard, and Israel’s Ministry of Defense for
special mission aircraft.

Options from Executive Jet, totaling $1 billion for 55 aircraft, make up the
majority of the options backlog. Over 75 percent of the maintenance and
support services backlog is also with Executive Jet.

Following UAL Corporation’s announcement on March 22, 2002 that it was
closing its Avolar subsidiary, which was to engage In a fractional ownership pro-
gram, the company terminated its agreements with Avolar, which previously
represented $2.5 billion of total backlog. Prior to the termination of the Avolar
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agreements, contracts with Avolar represented approximately $800 of firm
contracts backlog for 36 aircraft. The company believes that it will be able to
re-market the aircraft previously under contract to Avolar.

OTHER
The company’s Other businesses consist of Freeman Energy, engaged in coal
mining, Material Service, engaged in the supply of aggregates to the construc-

tion industry, and a leasing operation for liquefied natural gas tankers.

Resulis of Operations

Year Ended December 3 2001 —
Net Sales $ 276

(Operating Earnings 52

e - - R

Earnings for 2001 reflected higher volume and profits in the aggregates and coal
mining operations. In 2000, operating earnings corresponded to historical levels
against slightly higher sales. Operating earnings for 1999 included $65 related
to several non-recurring events, including the merger of the company’s and
Gulfstream’s commercial pension plans, which resulted in the recognition of
previously deferred gains of $126. Also during 1999, management decided not
to make additional investments in its undeveloped high sulfur coal reserves and
revalued these coal reserves and related assets, resulting in a non-cash charge
to earnings of $61.
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On January 26, 2001, the company acquired Primex Technologies, Inc. for
$334 in cash, plus the assumption of $204 in outstanding debt, $149 of which
was repaid at the time of the acquisition.

Also during 2001, the company acquired four aircraft service and mainte-

nance facilities from BBA North America, which now conduct business as
General Dynamics Aviation Services, and Spain’s leading defense manufacturer,
renamed Santa Barbara Sistemas by the company.

On September 1, 1999, the company acquired three business units comprising
Government Systems Corporation from GTE Corporation for $1.01 billion in cash.

The company financed the above acquisitions by issuing commercial paper.
For further discussion of these acquisitions, see Note B to the Consolidated
Financial Statements.

Capital Expenditures. The company completed a facility modernization project
at its Bath Iron Works shipyard in 2001. The company invested a total of approx-
imately $240, of which $105 was expended during 2000 and $115 expended
through 1999. The company had no material commitments for capital expendi-
tures as of December 31, 2001.

Sale of Assets. On February 15, 2001, Gulfstream sold its engine overhaul
business for $55.

The company received approximately $40 in cash during the three-year
period ended December 31, 2001 from the sale of certain vacant real estate
located in southern California.

Cash Used for Financing Activities

Cash provided by financing activities was $908 in 2001, primarily from the debt
proceeds used to finance the business acquisitions discussed above. This com-
pares to cash used of $835 in 2000 and cash provided of $267 in 1999.

Debt Proceeds, Met. The company received $825 in net proceeds from the
issuance of commercial paper during 2001. As of December 31, 2001, the com-
pany had $1,165 of commercial paper outstanding at an average yield of approx-
imately 2.06 percent with an average term of 39 days. The company expects to
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reissue commercial paper as it matures and has the option to extend the term
up to 270 days. During 2001, the company secured two new committed lines of
credit totaling $2 billion, split evenly between a 364-day and a 5-year term
facility. Both facilities back the commercial paper program and replace the
company’s previous lines of credit, which totaled $1.4 billion.

On August 27, 2001, the company issued $500 of three-year floating rate
notes due September 1, 2004. Interest on the notes resets quarterly at three-
month LIBOR plus 0.22 percent, and is payable each March, June, September
and December. The notes are redeemable in whole or in part at any time after
September 1, 2002, and prior to their maturity at 100 percent of the principal
amount of the notes to be redeemed plus any accrued but unpaid interest on the
date the notes are redeemed. The net proceeds of the issuance were used to
repay a portion of the borrowings under the company’s commercial paper pro-
gram. On February 8, 2002, the company commenced an offer to exchange all
original outstanding floating rate notes due 2004 for an equal principal amount
of floating rate exchange notes that have been registered under the Securities
Act of 1933, as amended. The exchange offer expired on March 11, 2002. The
terms of the exchange notes are substantially identical to the outstanding notes,
except that the exchange notes are freely tradable. These floating rate notes are
guaranteed by certain of the company’s subsidiaries. .

Share Repurchases. On March 7, 2000, the company’s board of directors
authorized management to repurchase up to 10 million shares of the company’s
issued and outstanding common stock in the open market. During 2001, the
company repurchased approximately 1.5 million shares of its common stock in
the open market for a total of $113. During 2000, the company repurchased
approximately 4.1 million shares for $208.

Dividends. On March 6, 2002, the company’s board of directors declared an
increased regular quarterly dividend of $.30 per share. The company previously
increased the quarterly dividend to $.28 per share in March 2001, to $.26 per
share in March 2000 and to $.24 per share in March 1999.
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CONSOLIDATED STATEMENT OF EARNINGS

Year Ended December 31

(Doltars in mllion, except pr share amounis) 2001 2000 1999 |
Net Sales $12.163 $10,356 $ 8959
Operating costs and expenses 10,678 9,027 7,756
Operating Earnings 1,485 1,329 1,203
Interest expense, net (56) (60) (34)
Other expense, net (5) (7) (43)
Earnings Before Income Taxes 1,424 1,262 1,126
Provision for income taxes, net 481 361 246
Net EFarnings $§ 943 $ 90 $ 880
Net Earnings Per Share: .[:i:

Basic $ 469 $ 451 $ 440

Diluted $ 465 $ 448 $ 436
The accompanying Notes to Consolidated Financial are an integral part of this statement.
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CONSOLIDATED STATEMENT OF CASH FLOWS

Year Ended December 31
{Doltars in millions) 2001 2000 1999 L , !
Cash Flows from QOperating Activities:
Net earnings $ 943 $ 901 $ 880
Adjustments to reconcile net earnings to net cash provided by operating activities—
Depreciation, depletion and amortization of property, plant and equipment 171 145 129
Amortization of intangible assets and goodwill 100 81 64
Recognition of pension gains previously deferred — — {126)
Revaluation of undeveloped coal reserves and equipment — — 61
Amortization of debt issuance costs on debt repaid — — 7
Deferred income tax provision 17 128 4
(Increase) decrease in assets, net of effects of business acquisitions—
Accounts receivable (38} (39) 36
Contracts in process (223) (82) 105
Inventories {223} 1 (189)
Increase (decrease) in liabilities, net of effects of business acquisitions—
Accounts payable 48 76 79
Customer deposits on commercial contracts (12) 44 (60)
Billings in excess of costs and estimated profits 256 {99) —
Other, net 64 {95) (11)
Net Cash Provided by Operating Activities 1,103 1,071 1,016
Cash Flows from Investing Activities:
Business acquisitions, net of cash acquired (1.451) 71) (1,090)
Purchases of available-for-sale securities {45) (23) (37}
Sales/maturities of available-for-sale securities 42 29 N
Capital expenditures (356) {288) (197)
Proceeds from sale of assets 96 33 18
Other, net 32) {9) (8)
Net Cash Used by Investing Activities (1,746) (329) (1,223) )
Cash Flows from Financing Activities:
Net proceeds from (repayments of) commercial paper 825 (508} 844
Proceeds from issuance of floating rate notes 500 — —
Repayment of finance operations debt (20) (18) (59)
Net repayments of other debt {133) (10) (374)
Dividends paid {219) (202) (136)
Purchases of common stock {(113) (208) (59)
Proceeds from option exercises 68 11 51
Net Cash Provided (Used) by Financing Activities 908 (835) 267
Met Increase (Decrease) in Cash and Equivalents 765 (93) 60
Cash and Equivalents at Beginning of Vear 177 270 210
Cash and Equivalenis at End of Year $ 442 § 177 § 270

The ying Notes to Consolidated Financial St are an integral part of this statement.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

{Dollars in millions, except per share amounts or unless otherwise noted)

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization. The company’s businesses include information and communica-
tions technology, land and amphibious combat systems, naval and commercial
shipbuilding, and business aviation. The company also owns a coal mining oper-
ation, an aggregates operation and a leasing operation for liquefied natural gas
{LNG) tankers. The company’s primary customers are the U.S. military, other gov-
ernment organizations, the armed forces of allied nations, and a diverse base of
corporate and industrial buyers.

Basis of Consolidation and Use of Estimates. The Consolidated Financial
Statements include the accounts of all wholly-owned and majority-owned sub-
sidiaries. Intercompany balances and transactions have been eliminated in con-
solidation. The preparation of financial statements in conformity with account-
ing principles generally accepted in the United States requires management to
make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses dur-
ing the reporting period. Actual results could differ from these estimates.

Revenue Recognition. Sales and earnings under long-term defense contracts
and programs are accounted for using the percentage-of-completion method of
accounting. The company uses estimated earnings rates on similar, economical-
ly interdependent contracts to develop program earnings rates for contracts that
meet Statement of Position 81-1, “Accounting for Performance of Construction-
Type and Certain Production-Type Contracts,” criteria. Earnings rates are applied
to all contract costs, including general and administrative expenses, to determine
sales and operating earnings. Earnings rates are reviewed periodically to assess
revisions in contract values and estimated costs at completion. Based on these
assessments, any changes in earnings rates are made prospectively.

Any anticipated losses on defense contracts and programs are charged to
earnings when identified. Such losses encompass all costs, including gener-
al and administrative expenses, allocable to the contracts. Revenue arising
from a claims process is not recognized either as income or as an offset
against a potential loss until the claim can be reliably estimated and its real-
ization is probable.

Contracts for aircraft certified by the Federal Aviation Authority are account-
ed for in accordance with Statement of Position 81-1. These contracts usually
provide for two major milestones, the manufacture of the “green” aircraft and
its completion, which includes exterior painting and installation of customer-
selected interiors and optional avionics. Revenues are initially recorded when
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green aircraft are delivered to the customer and subsequently when the cus-
tomer accepts final delivery of the fully outfitted aircraft. Sales of all other air-
craft products and services are recognized when delivered or the service is per-
formed.

General and Administrative Expenses. General and administrative expenses
were §823, $647 and $570 in 2001, 2000 and 1999, respectively, and are includ-
ed in operating costs and expenses on the Consolidated Statement of Earnings.

Interest Expense, Net. Interest expense was $68, $72 and $53 in 2001, 2000
and 1999, respectively. Interest payments, including interest on finance opera-
tions debt, were $70, $78 and $52 in 2001, 2000 and 1999, respectively.

Cash and Equivalenis and Investments in Debt and Equity Securities. The
company classifies its securities in accordance with Statement of Financial
Accounting Standards (SFAS) No. 115, “Accounting for Certain Investments in
Debt and Equity Securities.” The company considers securities with a maturity of
three months or less to be cash equivalents. The company adjusts all investments
in debt and equity securities to fair value. Market adjustments are recognized in
the statement of earnings for trading securities and are included as a component
of accumulated ather comprehensive income for available-for-sale securities. The
company had $47 and $43 in available-for-sale investments at December 31,
2001 and 2000, respectively. The company had no investments classified as trad-
ing securities at the end of either period.

Accounts Receivable and Coniracts in Process. Accounts receivable repre-
sent only amounts billed and currently due from customers. Recoverable costs
and accrued profit related to long-term defense contracts and programs on which
revenue has been recognized, but billings have not yet been presented to the cus-
tomer (unbilled receivables), are included in contracts in process.

Inventories. Work in process inventories represent aircraft components and
are stated at the lower of cost (based on estimated average unit cost of the
number of units in a production Iot, or specific identification) or market. Raw
materials are stated at the lower of cost (first-in, first-out method) or market. Pre-
owned aircraft acquired in connection with the sale of new aircraft are recorded
at the lower of the trade-in value (determined at the time of trade and based on
estimated fair value) or estimated net realizable value.

Property, Plant and Equipment, Net. Property, plant and equipment is carried
at historical cost, net of accumulated depreciation, depletion and amortization.
Most of the company’s assets are depreciated using accelerated methods, with
the remainder using the straight-line method. Buildings and improvements are
depreciated over periods up to 50 years. Machinery and equipment is depreciated
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B. BUSINESS COMBINATIONS

Poaling of Interests Method

On July 30, 1999, the company acquired Gulfstream Aerospace Corporation
{Gulfstream), in a one-for-one commaon stock share exchange. Gulfstream is a
leading designer, developer, manufacturer, marketer and service provider of tech-
nologically advanced business jet aircraft. The acquisition was accounted for as
a pooling of interests. Accordingly, periods prior to the combination include the
accounts and results of operations of Gulfstream.

Purchase Method

On September 28, 2001, the company acquired Integrated Information Systems
Group from Motorola, Inc. for $825 in cash. The company financed the acquisi-
tion by issuing commercial paper. Renamed General Dynamics Decision Systems
{Decision Systems), this business provides technologies, products and systems
for information assurance, communications and situational awareness markets
in the U.S. and abroad. Decision Systems is part of the Information Systems and
Technology business group.

On July 25, 2001, the company acquired Empresa Nacional Santa Barbara de
Industrias Militares, S.A., of Madrid, Spain, and Santa Barbara Blindados, S.A.,
of Seville. The new combined entity, renamed Santa Barbara Sistemas, S.A., pro-
duces combat vehicles and munitions. Santa Barbara Sistemas is part of the
Combat Systems business group.

On June 5, 2001, the company acquired substantially all of the assets of Galaxy
Aerospace Company LP for $330 in cash, after a purchase price adjustment
received during the first quarter of 2002. The company financed the acquisition by
issuing commercial paper. The selling parties may receive additional payments, up
to a maximum of approximately $300 through 2006, contingent on the achieve-
ment of specific revenue targets. The acquired operation designs and manufac-
tures the mid-size Gulfstream 100 and the super mid-size Gulfstream 200.

On January 26, 2001, the company acquired Primex Technologies, Inc. for $334
in cash, plus the assumption of $204 in outstanding debt, $149 of which was
repaid at the time of the acquisition. The company financed the acquisition by
issuing commercial paper. Renamed General Dynamics Ordnance and Tactical
Systems, Inc., this business provides medium- and large-caliber ammunition, pro-
pellants, satellite propulsion systems and electronics products to the U.S. and its
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allies, as well as domestic and international industrial customers. Ordnance and
Tactical Systems is part of the Combat Systems business group.

On September 1, 1939, the company acquired three business units comprising
Government Systems Corporation from GTE Corporation for $1.01 billion in cash. The
company financed the acquisition by issuing commercial paper. Government Systems
Corporation is a leader in the advancement of C4/SR {command and control, commu-
nications, computers, intelligence, surveillance and reconnaissance); electronic
defense systems; communication switching; and information systems for defense,
government and industry in the U.S. and abroad. Government Systems Corporation is
part of the Information Systems and Technology business group.

The purchase prices of the above acquisitions have been allocated to the
estimated fair value of net tangible and intangible assets acquired, with any
excess recorded as goodwill {see Note H). Certain of the estimates related to
Decision Systems, Santa Béarbara Sistemas and the Galaxy Aerospace acquisi-
tion are still preliminary at December 31, 2001, but will be finalized within one
year from their respective dates of acquisition. The operating results of the
acquired businesses have been included with those of the company from their
respective closing dates.

C. EARNINGS PER SHARE
Basic and diluted weighted average shares outstanding were as follows
(in thousands):

Year Ended December 31 2001 2000 1999
Basic weighted average shares

outstanding 201,142 199,840 199,988
Assumed exercise of options 1,608 1,200 1,945
Contingently issuable shares 157 222 124
Diluted weighted average

shares outstanding 202,907 201,262 202,057

I R R R R R R R
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funds are deposited and used for qualified activities. Unqualified withdrawals
are subject to taxation plus interest. The CCF must be collateralized by qualified
assets defined by the Maritime Administration. At December 31, 2001, the com-
pany had assigned approximately $160 in U.S. government accounts receivable
to the CCE

Based on the level of projected earnings and current backlog, no material val-
uation allowance was required for the company’s deferred tax assets at
December 31, 2001 and 2000. The current portion of the net deferred tax asset
was $331 and $318 at December 31, 2001 and 2000, respectively, and is includ-
ed in other current assets on the Consolidated Balance Sheet.

Income tax payments were $326, $281 and $303 in 2001, 2000 and 1999,
respectively, and included federal, foreign and state taxes.

The IRS has completed its examination of the company’s 1994 and 1995
income tax returns. The company has protested certain issues raised during the
1994 and 1995 examination to the IRS Appeals Division. The IRS has com-
menced its examination of the company’s 1996 through 1998 income tax
returns. On November 27, 2001, the company filed a refund suit, titled General
Dynamics v. United States, for the years 1991 to 1993 in the U.S. Court of
Federal Claims. The suit seeks recovery of refund claims that were disallowed
by the IRS at the administrative level. If the court awards a full recovery to the
company, the refund could exceed $100 (including after-tax interest). The liti-
gation is expected to take several years to resolve. The company has recog-
nized no income from this matter.

The company has recorded liabilities for tax contingencies for open years.
Resolution of tax matters for these years is not expected to have a material
impact on the company’s results of operations or financial condition.
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E. COMTRACYS [N PROCESS
Contracts in process primarily represent costs and accrued prefit related to
defense contracts and programs, and consisted of the following:

December 31 2001 2000
Contract costs and estimated profits $13,481 $10,798
Other contract costs 731 718
14,212 11,516

Less advances and progress payments 12,475 10,278
§ 1737 $ 1,238

Contract costs include production costs and related averhead, such as general
and administrative expenses. Other contract costs primarily represent amounts
required to be recorded under accounting principles generally accepted in the
United States that are not currently allocable to contracts, such as a portion of
the company's estimated workers’ compensation, other insurance-related
assessments, retirement benefits and environmental expenses. Recovery of
these costs under contracts is considered probable based on the company's
backlog. If the level of backlog in the future does not support the continued
deferral of these costs, the profitahility of the company’s remaining contracts
could be affected.

F. INVENTORIES
Inventories consisted primarily of commercial aircraft components, as follows:

December 31

Work in process
Raw materials
Pre-owned aircraft
Other

QOther inventories consisted primarily of coal and aggregates, which are stated
at the lower of average cost or estimated net realizable value.
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364-day and a 5-year term facility. Both facilities back the commercial paper pro-
gram and replace the company’s previous lines of credit, which totaled $1.4 billion.

On August 27, 2001, the company issued $500 of three-year floating rate notes
due September 1, 2004. Interest on the notes resets quarterly at three-month
LIBOR plus 0.22 percent, and is payable each March, June, September and
December. The notes had an average interest rate of 3.42 percent for the year
ended December 31, 2001. The notes are redeemable in whole or in part at any
time after September 1, 2002, and prior to their maturity at 100 percent of the
principal amount of the notes to be redeemed plus any accrued but unpaid inter-
est on the date the notes are redeemed. On February 8, 2002, the company com-
menced an offer to exchange all original outstanding floating rate notes due 2004
for an equal principal amount of floating rate exchange notes that have been reg-
istered under the Securities Act of 1933, as amended. The exchange offer expired
on March 11, 2002. The terms of the exchange notes are substantially identical to
the outstanding notes, except that the exchange notes are freely tradable. These
flpating rate notes are guaranteed by certain of the company’s subsidiaries. See
Note U for condensed consolidating financial statements.

The senior notes are privately placed U.S. dollar denominated notes held by
one of the company’s Canadian subsidiaries. Interest is payable semi-annually at
an annual rate of 6.32 percent, until maturity in September 2008. The subsidiary
has a currency swap, which fixes its foreign currency variability on both the prin-
cipal and interest components of these notes. See Note N for fair value discus-
sion of the currency swap.

The term debt was assumed in connection with the company’s acquisition of
Primex Technologies, Inc. Sinking fund payments of $5 are required in December
of each of the years 2002 through 2007, with the remaining $20 payable in
December 2008. Interest is payable in June and December at the rate of 7.5 per-
cent annually.

The industrial development bonds are due December 1, 2002, and bear inter-
est at 6.6 percent per annum with interest payable semi-annually.

At December 31, 2001, other consisted of $24 drawn under a bank line of cred-
it, a $16 note payable to a Spanish government entity and three capital lease
arrangements totaling $15. Annual principal payments on the note payable are
$2 in both 2002 and 2003, $10 in 2004, $1 in 2005, with the balance due in 2006.
Interest is payable each December at the rate of 3.85 percent annually.
The capital leases extend through 2010.

38 General Dynamics 2001 Annual Report

(. OTHER LIABILITIES
Other liabilities consisted of the following:

BDecember 31 2001 2000
Retirement benefits $ 340 $ 34
Deferred U.S. federal income taxes 215 169
Customer deposits on commercial contracts 100 48
Accrued costs on disposed businesses 85 116
Coal mining related liabilities Al 73
Other 477 363

$ 1,238 $ 1,093

The company has recorded liabilities for contingencies related to disposed busi-
nesses. These liabilities include postretirement benefits, environmental, legal
and other costs.

The company has certain liabilities that are specific to the coal mining indus-
try, including workers' compensation and reclamation. The company is subject
to the Federal Coal Mine Health & Safety Act of 1969, as amended, and the
related workers' compensation laws in the states in which it has operated.
These laws require the company to pay benefits for occupational disability
resulting from coal workers” pneumaconiosis (black lung). The liability for known
claims and an actuarially determined estimate of future claims that will be
awarded to current and former employees is discounted based on an appropri-
ate discount rate. Liabilities to reclaim land disturbed by the mining process and
to perform other closing functions are recorded over the estimated production
lives of the mines.

Other consisted primarily of liabilities for tax contingencies for open years,
warranty reserves, long-term debt for the company’s finance operation (see
Note M), and workers’ compensation.
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substantial legal and factual arguments that will result in either the dismissal
of the case or a judgment in the company’s favor.

Various claims and other legal proceedings generally incidental to the normal
course of business are pending or threatened against the company. While the com-
pany cannot predict the outcome of these matters, the company believes its poten-
i ies in these proceedings, individually or in the aggregate, will not have
a material impact on the company’s results of aperations or financial condition.

Minimum Lease Payments

Total rental expense under operating leases was $111, $71 and $62 for 2001,
2000 and 1999, respectively. Future minimum lease payments due during the
next five years are as follows:

2002 $ 105
2003 90
2004 84
2005 73
2006 45
2007 and thereafter 169

$ 566

Operating leases are primarily for facilities and equipment. In addition, the com-
pany has significant operating lease obligations related to its underwater fiber-
optic cable installation business. At December 31, 2001, the company had
leased four ships with expiration dates through 2006.

Other

In the ordinary course of business, the company has entered into letters of cred-
it and other similar arrangements with financial institutions and insurance car-
riers aggregating approximately $880 at December 31, 2001. The company was
contingently liable for certain other guarantees totaling approximately $65 at
December 31, 2001. The company knows of no event of default that would
require it to satisfy these guarantees.

The company has agreements with certain of its suppliers to procure major
aircraft components such as engines, wings and avionics. These supplier agree-
ments vary in length from three to six years and generally provide for price and
quantity of components to be supplied. In connection with the Gulfstream
100/200 and Gulfstream V/V-SP programs, the company has entered into
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revenue sharing agreements with three suppliers. Under the terms of these
agreements, the suppliers are required to design, manufacture and supply certain
aircraft components, including the fuselage for the Gulfstream 100/200 aircraft,
in exchange for a fixed percentage of the revenues associated with such aircraft.
Payments to the suppliers are made generally on a pro rata basis concurrent with
the associated customer deposits received on the aircraft sales agreements.

As of December 31, 2001, in connection with orders for eleven Gulfstream V-SP
and two Gulfstream 200 aircraft in firm contracts backlog, the company had offered
customers trade-in options, which may or may not be exercised by the customers.
Under these options, if exercised, the company will accept trade-in aircraft, prima-
rily Gulfstream 1Vs/IV-SPs and Gulfstream Vs, at a guaranteed minimum trade-in
price. Management believes that the fair market value of all such aircraft equals or
exceeds the specified trade-in values.

P. TERMINATION OF A-12 PROGRAM

In January 1991, the Navy terminated the company’s A-12 aircraft contract for
default. The A-12 contract was a fixed-price incentive contract for the full-scale
development and initial production of the Navy's new carrier-based Advanced
Tactical Aircraft. Both the company and McDonnell Douglas, now owned by the
Boeing Company, {the contractors) were parties to the contract with the Navy,
each had full responsibility to the Navy for performance under the contract, and
both are jointly and severally liable for potential liabilities arising from the ter-
mination. As a consequence of the termination for default, the Navy demanded
that the contractors repay $1,352 in unliquidated progress payments, but agreed
to defer collection of the amount pending a decision by the U.S. Court of Federal
Claims on the contractors’ challenge to the termination for default, or a negoti-
ated settlement.

The contractors filed a complaint on June 7, 1991, in the U.S. Court of Federal
Claims contesting the default termination. In December 1994, the court issued an
order vacating the termination for default. On December 19, 1995, following fur-
ther proceedings, the court issued an order converting the termination for default
to a termination for convenience. On March 31, 1998, a final judgment was
entered in favor of the contractors for $1,200 plus interest.

On July 1, 1999, the Court of Appeals found that the Trial Court erred in con-
verting the termination for default to a termination for convenience without first
determining whether a default existed. The Court of Appeals remanded the case
for determination of whether the government’s default termination was justified.
On August 31, 2001, following the trial on remand, the Trial Court issued an
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Information with respect to stock options was as follows: Options Exercisable

zc:&mﬂi‘ ‘ Weighted
Year Ended December 31 2001 2000 1999 Range of Exercisable Average
Number of shares: Exercise Prices at 12/31/01 Exercise Price
Outstanding at beginning of year 6,573,599 7,502,881 8,672,328 $4.10-11.37 90,532 $ 454
Granted 2,418,080 2,961,050 1,666,720 22.03-4166 344,503 32.91
Exercised (1.766,787) (3,669,070) {2,622,081) 42.71-46.84 1797.412 43.00
Canceled (158,779) (221,262) {214.086) 49.81-59.38 866,193 58.23
Qutstanding at end of year 7,066,113 6,573,599 7,502,881 62.43-88.63 138,928 68.07
Exercisable at end of year 3,237,568 3,023,399 5,419,012 3,237,568
VWeighted average exercise price:
Qutstanding at beginning of year $ 4457 $3982 $30.35 . . .
Granted g 7218 4317 5962 At December 31, 2001, in addition to the shares reserved for issuance on the exer-
Exercised 4281 331 20.64 cise of options outstanding, 9,726,157 treasury shares have been reserved for
Cancefed 53.29 %4.76 49.23 options that may be granted in the future.
Uutstanding at end of year 5431 4457 3382 Had compensation cost for stock options been determined based on the fair
Exercisable at end of year 16.02 1245 34.16 value at the grant dates for awards under the company’s incentive compensation

plans, the company’s net earnings and net earnings per share would have been
Information with respect to stock options outstanding and exercisable at reduced to the pro forma amounts indicated as follows:
December 31, 2001, was as follows:

Options Qutstanding Year Ended December 31 2001 2000 1999
. ) Net Earnings: As reported $ 943 $ § 880
Number Weighted Weighted Pro forma 921 086 853
Range of Outstanding Average Remaining Average h
Exercise Prices at 12/31/01 Contractual Life Exercise Price Net Earnings Per
Share—Basic: As reported § 469 § 45 $ 4.40
$4.10-11.37 90,532 1.87 years § 454 Pro forma 458 443 427
22.03-41.66 344,503 0.22 3291 Net Farnings Per
42.71-46.84 3.151,779 275 42.88 Share—Diluted: As reported $ 465 § 448 § 436
49.81-59.38 916,926 248 5797 Pro forma 454 440 4772
62.43-88.63 2,562,373 405 71.70 Weighted average fair
7.066.113 value of options granted $17.67 $10.20 $ 874

The compensation cost calculated under the fair value approach shown above is
recagnized over the vesting period of the stack options. Fair value is estimated on
the date of grant using the Black-Scholes option pricing model with the following
assumptions for all years presented: (1) expected dividend yields from 1.3 to 1.8
percent, {2) expected volatility from 17.8 to 30.8 percent, {3) risk-free interest rates
from 4.7 to 6.7 percent and (4) expected lives from 30 months to 54 months.
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Pension Benefits

Other Postretirement Benefits

2001

2000

1999

2001

2000

1999

Assumptions at December 31

Discount rate

125%

7.50%

150%

1.25%

750%

750%

Varying rates of increase in
compensation levels
based on age

Expected weighted average
long-term rate
of return on assets 8.16% 8.31% 8.31% 8.00% 8.00% 8.00%

Assumed health care
cost trend rate for next year:

4.00-11.00% | 4.00-11.00% 4.00-11.00%

Post-65 claim groups 4.75% 5.75% 6.75%
Pre-65 claim groups 4.75% 5.75% 6.75%
Net periodic pension and ather postretirement benefits costs included the following:
Pension Benefits Other Postretirement Benefits

000 | 2000 1999 | 200 2000 1999

Service cost $ 130 $ 12 $ 112 $§ " $ 10 $ 10
Interest cost 338 322 281 62 56 51
Expected return on plan assets (486) (445) (397) {25) (24) (19)
Recognized net actuarial gain (M) (33) (8) (3) (1 (1)

Amortization of unrecognized

transition (asset) obligation {7} 71 7 1 12 13
Amortization of prior service cost 33 32 29 (1) (1) (1)
$ (33) $ (10} $ 10 $ 55 § 42 $§ 53

Pension Benefits. As of December 31, 2001, the company had 12 trusteed, non-
contributory, qualified defined benefit pension plans covering substantially all of
its government business employees and two plans covering substantially all of its
commercial business employees. Under certain plans, benefits are a function pri-
marily of both the employee’s years of service and level of compensation, while
under other plans, benefits are a function primarily of years of service.

It is the company’s policy to fund the plans to the maximum extent deductible
under existing federal income tax regutations. Such contributions are intended
ta provide not only for benefits attributed to service to date, but also for bene-
fits to be earned in the future.

Changes in prior service cost resulting from plan amendments are amortized
on a straight-line basis over the average remaining service period of employees
expected to receive benefits under the plan.

The company’s contractual arrangements with the U.S. government provide for
the recovery of contributions to the company’s government plans. The amount
contributed to certain plans, charged to contracts and included in net sales has
exceeded the net periodic pension cost as determined under SFAS No. 87,
"Employers’ Accounting for Pensions.” The company has deferred recognition of
earnings resulting from this difference to provide a better matching of revenues
and expenses. Similarly, pension settlements and curtailments under the
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S. BUSINESS GROUP INFORMATION

Management has chosen to organize and measure its business groups in accordance with the nature of products and services offered. Management measures
its groups’ profit based on operating earnings. As a result, net interest, other income and expense items and income taxes have not been allocated to the company's
business groups.

Summary financial information for each of the company's business groups follows:

Net Sales Operating Earnings Sales to U.S. Government

2001 2000 1999 2001 2000 1999 o 2001 2000 1999

Information Systems
& Technology $ 2,800 $ 2,388 § 1,422 $ 260 $ o $ 127 $ 1.99 $ 1.606 $ 833
Combat Systems 2,210 1,273 1,290 238 156 155 1,785 1,084 1178
Marine Systems 3,612 3413 3.088 310 324 328 3,403 3,360 3.054
Aerospace 3,265 3,029 2,909 625 592 487 140 130 138
Other® 276 253 250 52 36 m - -
$12,163 $10,356 $ 8,959 $ 1,485 § 1,329 $ 1,203 $ 7.319 $ 6,180 $ 5,203

Depreciation,

Identifiable Assets Capital Expenditures Depletion and Amortization

2001 2000 1999 - mmq_& ) 2000 1999 2001 2000 1999

Information Systems
& Technology $ 3.459 $ 2,340 $ 2418 § 54 $ 7N $ 25 $§ 9% $ 85 $ 54
Combat Systems 2,118 1,054 938 43 14 12 56 26 27
Marine Systems 1,731 1,613 1,431 119 132 101 55 52 51
Aerospace 2,360 1,710 1,757 28 29 29 44 39 38
Other® 313 37 373 20 25 20 16 17 17
Corporate** 1,088 953 857 92 17 10 6 7 6
$ 11,069 $ 7.987 $ 7774 $ 356 $ 288 $ 197 $ n $ 226 $ 193

»

Other includes the results of the company’s coal, aggregates and finance operations, as well as the operating results of the company’s commercial pension ptans, including Gulfstream’s merged plans post-acquisition, as further described in Note R. Operating eamings for
1999 included a non-recurring gain of $126 related to the commercial pension plan merger, also described in Note R, and a non-cash charge to earnings of $61 refated to the revaluation of undeveloped coal reserves and related assets.

** Corporate identifiable assets include cash and equivalents from domestic operations, deferred taxes, real estate held for development and net prepaid pension cost related to the company’s commercia! pension plans.
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U. CONDENSED CONSOLIDATING FINANGIAL STATEMENTS

The floating rate notes are fully and unconditionally guaranteed on an unsecured, joint and several basis by certain wholly-owned subsidiaries of General Dynamics Corporation
(the Guarantors). The following condensed consolidating financial statements illustrate the compoasition of the parent, the Guarantors on a combined basis (each Guarantor
together with its majority-owned subsidiaries) and all other subsidiaries on a combined basis as of December 31, 2001 and 2000 for the balance sheet, as well as the statement
of earnings and cash flows for each of the three years in the period ended December 31, 2001.

CONDENSED CONSOLIDATING STATEMENTY OF EARNINGS

Other Other
Guarantors Subsidiaries Guarantars Subsidiaries
ona Combined on a Combined Consolidating Totat on a Combined on a Combined Consolidating Total
Year Ended December 31, 2001 Parent Basis Basis Adjustments  Consolidated Year Ended December 31, 1999 Parent Basis Basis Adjustments  Consolidated
Net Sales $ - $1153 § 600 $ - $12,163 Net Sales $ - $8645 § 314 § - $ 8959
Cost of sales (24) 9,380 499 - 9,855 Cost of sales (145) 7,085 246 - 7.186
General and administrative expenses - 782 41 - 823 General and administrative expenses - 548 22 - 570
Operating Earnings 24 1.401 60 -~ 1,485 Operating Eamings 145 1,012 46 - 1,203
Interest expense (52) () (12) - (68) Interest expense (2n (16) (10) - (53)
Interest income 4 4 4 - 12 Interest income 10 7 2 - 19
Other income {expense), net (34) (32) 61 - {5) Other income (expense), net (8) (41) 6 - (43)
Earnings Before Income Taxes (58) 1,369 13 - 1,424 Eamings Before Income Taxes 120 962 44 - 1126
Provision {benefit) for income taxes {40) 498 23 - 481 Provision (benefit) for income taxes {104) 328 22 - 246
Equity in net earnings of subsidiaries 961 - - (961) - Equity in net eamings of subsidiaries 656 - - (656) -
Net Earnings $ 943 $§ 871 § 9D $ (961) $ 943 Net Earnings $ 880 $ 634 $ 22 §$ (656) $ 880
Other
Guarantors Subsidiaries
ona Combined on a Combined Consolidating Total
Year Ended December 31, 2000 Parent Basis Basis Adjustments  Consolidated

Met Sales $10077 § 279 $10,356
Cost of sales (14) 8,165 229 8,380
General and administrative expenses 630 17 647
Operating Earnings 14 1,282 33 1,329
Interest expense {60) {1 (1) {72)
Interest income 5 5 2 12

Other income {expense), net 7 29 (7

Earnings Before Income Taxes (48) 53 1,262
Provision (benefit) for income taxes (90} 457 n 361

Equity in net earnings of subsidiaries 859 (859)

Net Earnings $ 9o $ 805 5 % (899) § 901
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CONDENSED CONSOLIDAYTING

STATEMENT OF CASH FLOWS

Other
Guarantors  Subsidiaries

on a Combined on a Combined Consolidating Total

Year Ended December 31, 2001 Parent Basis Basis Adjustments  Consolidated
Net Cash Provided by Operating Activities $ 8 $ 814 $ 203 $ - $ 1,103
Cash Flows from Investing Activities:
Business acquisitions, net of cash acquired (1,162) (374) 85 - (1.451)
Capital expenditures {92) (244) (20} - {356}
Other, net (19) 54 26 - 61
Net Cash Used by Investing Activities {1,273) {564) 91 - {1.746)
Cash Flows from Financing Activities:
Net proceeds from commercial paper issuances 825 - - - 825
Net proceeds from floating rate notes 500 - - - 500
Net repayments of other debt,

including finance operations {149) (5) 1 - {153)

(219) - - - (219)
QOther, net (72) 14 13 - {45)
Net Cash Provided by Financing Activities 885 9 14 - 908
Cash sweep by parent 323 (257) (66) - -
Net Increase in Cash and Equivalents 21 2 242 - 265
Cash and Equivalents at Beginning of Year 153 1 23 - 177
Cash and Equivalents at End of Year $ 174 $ 3 § 265 $ - § 442
Other
Guarantors  Subsidiaries
on a Combined on a Combined Consolidating Total

Year Ended December 31, 2000 Parent Basis Basis Adjustments  Consolidated
Net Cash Provided by Operating Activities $ (53 § 1137 $ (13 § - $ 107
Cash Flows from Investing Activities:
Capital expenditures (17) (268) 3) - (288)
Other, net {6) {54) 19 - (4
Net Cash Used by Investing Activities (23) (322) 16 - {329)
Cash Flows from Financing Activities:
Net repayments of commercial paper {508} - - - (508)
Dividends paid (202) - - - (202)
Purchases of common stock {208} - - - (208)
Proceeds from option exercises 11 - - - m
Net repayments of other debt,

including finance operations - (5) {23) - (28}
Net Cash Used by Financing Act] (807) (5) (23) - (835)
Cash sweep by parent 866 (859) 7 - -
Net Decrease in Cash and Equivalents (17) (49) (27} - {93}
Cash and Equivalents at Beginning of Year 170 50 50 - 270
Cash and Equivalents at End of Year $ 153 § 1 $§ 23 $ - $ 77
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Other
Guarantors  Subsidiaries
on a Combined on a Combined Consolidating

Total

Year Ended Decemnber 31, 1939 Parent Basis Basis Adjustments  Consolidated
Net Cash Provided by Operating Activities § 343 § 656 $ 17 $ - $ 1,016
Cash Flows from Investing Activities:
Business acquisitions, net of cash acquired (1.042) (48} - - {1.080)
Sales/maturities of available-for-sale securities 10 81 - - 91
Capital expenditures {10) (182) {5) - {197}
Other, net (2) (29) 4 - {27)
Net Cash Used by Investing Activities (1,044) {178) 1) ~ {1,223)
Cash Flows from Financing Activities:
Net proceeds from commercial paper issuances 844 - - - 844
Net repayments of other debt,

including finance operations - {414) (19} - {433)
Dividends paid {136) - - - {136)
Other, net 22 (30} - - 8)
Net Cash Provided by Financing Activities 730 (444) (19) - 267
Cash sweep by parent 67 {70} 3 - -
Net Increase in Cash and Equivalents 96 (36} - - 60
Cash and Equivalents at Beginning of Year 74 86 50 - 210
Cash and Equivalents at End of Year $ 170 § 50 § 50 — $ 270
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SELECTED FINANGIAL DAVA (UNAURITED)

The following table presents summary selected historical financial data derived from the audited Consolidated Financial Statements and other information of the com-
pany for each of the five years presented. The following information should be read in conjunction with Management's Discussion and Analysis of the Results of
Operations and Financial Condition and the audited Consolidated Financial Statements and related Notes thereto.

{Dotlars and shares in millions, Al 16109) ©
except per share and employee amounts}
Summary of Operations
Net sales $ 12,163 $ 10,356 $ 8959 $ 7398 $ 5966
(Operating earnings 1,485 1,329 1,203 918 676
Interest (expense) income, net (56) {60) (34} (17) 16
Provision for income taxes, net 481 361 246 315 130
Net earnings 943 9m 880 589 559
Earnings per share:
Basic 469 451 440 2.95 280
Diluted 465 448 436 291 273
Cash dividends per common stock share 112 1.04 .96 .88 .82
Sales per employee
(adjusted for business acquisitions) 254,800 239,000 227,500 208,600 191,700
Financial Pesition
Cash and equivalents and marketable securities $ 442 $ $ 270 $ 303 § 74
Total assets 11,069 7,987 1,774 6,196 5,583
Short- and tong-term debt 1,935 513 1,022 530 645
Shareholders’ equity 4,528 3,820 3,170 2,407 2,008
Book value per share 22.56 19.05 15.77 12.08 10.02
her Information
Funded backlog $ 19.384" $ 14,442 $ 11,951 $ 10,841 $ 9699
Total backlog 26,832 19,742 19916 19,332 12,531
Shares outstanding 200.7 200.5 201.0 199.3 200.3
Weighted average shares outstanding:
Basic 2011 199.8 200.0 199.5 199.8
Diluted 2029 2013 202.1 2022 2045
Active employees 51,700 43,300 43,400 38.440 34,800

(1) Excludes $785 of funded backlog and $2,485 of total backlog resulting from the company’s termination on March 25, 2002 of its agreements with Avolar, a subsidiary of DAL Corporation.
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GENERAL ODYNAMICS
3190 Fairview Park Drive

Falls Church, Virginia 22042-4523

(703) 876-3000
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