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FINANCIAL HIGHLIGHTS

(Dollars in thousands) 2002 2001 2000 1999 1998
Statement of Income Data
Total revenue $ 812,280 | $ 870,075 $1,023570 $ 810617 $ 767,263

Operating lease revenue $ 792,691 | $ 802,194 $ 780256 $ 787509 $ 736,624

Sales-type lease revenue

(new and interest) $ 19583 1% 67831 $ 243314 ¢ 23,108 $ 30639

Operating profit $ 255,868 | $ 165319 $ 356563 $ 338366 $ 318334
Plus: depreciation & amortization $ 335717 | $ 414,744 $ 337,450 $ 280,472 $ 234,945
EBITDA®W $ 591,585 | $ 580,063 % 6940}3 »$ 618,838 77$_553,7279
Net income $ 85048 | $ 30604 $ 125597 $ 122237 $ 124,606
Earnings per share $ 657 (¢ 020 % 084 3 082 % 0.83
Balance Sheet Data
as of Decemher 31,
Total assets $6,487,738 | $6,296,810 $6,178,351 $5,984,709  $5,890,497
Stockholders’ equity $3,077,542 | $2,992,560 $2,954,695 $2,815,989 $2,688415
Cash Flow/Liquidity
as of December 31,
Net cash provided by

operating activities $ 541,953 | $ 540389 $ 456408 $ 500,582 §$ 628119
Net cash used in investing activities (179,095) (203,836) (394,185) $ (560,199) (636,465)
Plus: purchases of short-term

investments 99,783 — — — —
Free Cash Flow® $ 452,640 | $ 336,553 $ 62223 % 7(59,617) $ (8,346)
Operating Data as of Becember 31,
PanAmSat satellites in service® 21 21 20 20 19
Total PanAmSat transponders

(36 MHz equivalents)® 913 870 858 726 666
Satellites under management® 238 30 28 27 25
Employees™ 767 706 805 600 555

(1) EBITDA (Earnings Before Interest, Taxes, Depreciation and Amortization) is the sum of operating profit (loss) and depreciation and amortization. EBITDA in

2002 excludes the extraordinary loss on early extinguishrment of debt of $2.5 million, net of income taxes, which is applicable for 2002 only. EBITDA is not
presented as an alternative measure of operating results or cash flow from operations, as determined in accordance with accounting principles generally
accepted in the United States of America. PanAmSat’s management uses EBITDA to evaluate the operating performance of its business, and as a measure of
performance for incentive compensation purposes. PanAmSat believes EB(TDA is a measure of performance used by some investors, equity analysts and
others to make informed investment decisions. EBITDA is used as an analytical indicator of income generated to service debt and fund capital expenditures.
In addition, multipies of current or projected EBITDA are used to estimate current or prospective enterprise value. EBITDA does nat give effect to cash used
for debt service requirements, and thus does not refiect funds available for investment or other discretionary uses. EBITDA as presented herein may not be
comparabie to similarly titled measures reported by other companies.

(2) Free Cash Flow equals net cash provided by operating activities less net cash used in investing activities (excluding purchases of short-term investments).

Purchases of short-term investments are added back to the calculation of Free Cash Flow for the year ended December 31, 2002, as these are highly liquid
investments which consist of commercial paper with remaining maturities of four months or less as of December 31, 2002. Free Cash Flow is not presented
as an alternative measure of cash flow as determined in accordance with accounting principles generally accepted in the United States of America.
PanAmSat's management uses Free Cash Flow to evaluate the operating performance of its business, and as a measure of performance for incentive
compensation purposes. PanAmSat believes Free Cash Flow is a measure of performance used by some investars, equity analysts and others ta make
informed investment decisions. Free Cash Flow is used as an analytical indicator of income generated to service debt. Free Cash Flow does not give effect to
cash used for debt service requirements, and thus does not reflect funds available for investment or other discretionary uses. Free Cash Flow as presented
herein may not be comparable to similarly titled measures reported by other companies

(3} As of December 31, 2002, excludes the Company’s Galaxy VI satellite, which was deorbited in January of 2003.

(4) Excludes seven employees and 24 employees on salary continuation programs as of December 31, 2002 and 2001, respectively.




PanAmSat is one of the world’s top three satellite operators managing a global fleet of 31 satellites, 23 of
which are wholly-owned by PanAmSat, for the delivery of news, sports and other television programming. In total,
this fleet is capable of reaching more than 98 percent of the world’s population. In addition, PanAmSat supparts
the largest concentration of satellite-based business networks in the U.S., as well as specialized communications
services in remote areas throughout the world.

As a pioneer in the video services market, PanAmSat has been the innovator of the industry from the starl.
PanAmSat created the first commercial satellite video neighborhood over the United States and was also the first
commercial company 10 operate an international sateflite fleet. By leveraging its vast hybrid network of satellites,
fiber and ground stations, PanAmSat has evolved into one of the world's leading satellite-based communications
companies. At the core of its operations, is one of the industry’s feading service and reliability programs.

PanAmSat's focus on the customer is central to its overall business strategy. The Company boasts an
impressive roster of over 300 customers, including such blue-chip broadcasters, news agencies and entertainment
companies as the BBC, China Central Television, Discovery, Disney's ABC and ESPN, NHK, AOL Time Warner's
HBO and Turner Broadcasting System, Inc., Viacom's Showtime and Black Entertainment Television, the
Assaciated Press and Bloomberg. PanAmSat also provides capacity to many leading Internet service providers
and telecommunications operators across the United States, South America, Africa, Europe and Asia. In addition,
PanAmSat also works with many leading corporations that maintain private networks such as Reuters,
Microspace, GCH, Walgreens and Hughes Network Systems. In March 2003, PanAmSat formed G2 Satellite
Solutions (G2), a unit dedicated specifically to serving the satellite communications needs of the
U.S. Government. From the entertainment companies and news agencies to the ISPs and the U.S. Government,
collectively these organizations use PanAmSat's fixed satellites services under a combination of long-term and
short-term contracts that give the Company both profitability and stability, as weil as a ptatform to continually drive
increased revenues.

PanAmSat employs approximately 700 individuals located in 23 offices on five continents around the globe.
With the premier hybrid satellite/fiber network and access to 17 owned and affiliated teleports, PanAmSat offers a
breadth and depth of service equal to no other FSS operator. The combination of the people, network, technology
and expertise of the PanAmSat team results in one of the broadest portfolios of satellite-based communications
services available in today’s market. PanAmSat is 81 percent owned by Hughes Electronics Corporation, a leading
global provider of digital television entertainment, broadband services, satellite-based private business networks
and global video and data broadcasting. PanAmSat’s common stock is traded on NASDAQ under the symbol SPOT.
For more information on PanAmSat, please visit the Company's website at www.panamsat.com.
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PanAmSat operates one of the largest
satellite-based giobal communications
networks and is the premier provider
of satellite-based services to leading
media, telecommunications and
information service companies around
the world.







TO OUR SHAREHOLDERS,
EMPLOYEES AND CUSTOMERS:

“In 2001, we promised our sharcholders we would turn PanAmSat around by making
our Company stronger, more focused, more profitable and better positioned for the future. In

2002, we executed those plans and delivered on every promise we made.”

The year 2002 was one of the most successful periods in PanAmSat's history. This was in spite of a weak
global economy, ongoing softness in the telecommunications and Internet markets and competitors adding
continued excess satellite capacity. These tough conditions hampered many other companies in our industry but
didn't hold us back.

As a pioneer in the commercial exploitation of satellite technology, PanAmSat has always had a “real world”
understanding of the forces that impact our industry and saw the current market problems coming several years
ago. We responded by changing our business strategy quickly. In 2002, we implemented this strategy and, as a
result, executed one of the fastest corporate “turnarounds” that either of us has ever seen.

As part of this turnaround, we focused on operating our Company like a profitable and successful business.
First, we completed the final phase of our fleet modernization program, resulting in one of the industry’s youngest
global fleets with an average remaining fuel life of 12.8 years for our satellites. As a result, we are now cne of the
strongest operators in our industry with the ability to generate significant Free Cash Flow” which can be earmarked
for corporate growth initiatives and the financial strengthening of the Company instead of for the procurement of
satellite replacement capacity. Second, we stopped investing in high-risk projects, and we partnered with our core
customers to expand our business in a way that meets their needs and leverages our strengths. Through these
efforts, we ended 2002 with $5.55 billion in long-term contracts and a solid, prestigious customer base. Third, we
reduced the size of our Company to correspond more realistically with our short-term revenue projections. By
streamlining our operations, we were able to do maore with less, effectively reducing our operating expenses before
depreciation and amortization and our capital expenditures by 24 percent and 13 percent, respectively, below
2001 levels. Lastly, through a compilation of strategic and operational decisions, we substantially increased our
profitability and Free Cash Flow and improved our liquidity. We think this is what successful companies do in a
downturn so they can take advantage of growth opportunities as they occur and can generate greater profits when
the market improves.

The PanAmSat of today is a leaner, stronger and more profitable organization. It is also more sharply
focused than ever before on delivering results. To be specific, we were one of the few companies across any
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JOSEPH R. WRIGHT
President and Chief Executive Officer

JACK A. SHAW
Chairman of the Board

industry sector to produce strong 2002 financial results. During the year, we increased earnings per share (EPS)
to $0.57, up from $0.20 in 2001; we grew earnings before interest, taxes, depreciation and amortization (EBITDA*)
to $592 million* or 72.8 percent of revenues, compared with $580 million, or 66.7 percent against comparable
revenues in 2001 and we increased Free Cash Flow to $462.6 million* or 37 percent over the prior year. Despite
changes in the accounting rules and an insurance claim, these metrics represent significant improvement in the
operating performance of the Company during a time of unprecedented market softness.

While these results are indeed impressive, PanAmSat’s most important 2002 accomplishment cannot be
expressed in numbers. Our crowning achievement for the year: We developed and implemented a winning business
strategy that is clearly working. The success of this strategy comes from the fact that we fulfilled the promises
we made in 2001 and then met or exceeded the guidance we provided to our shareholders and the investment
community every single guarter throughout the year.

The marketplace responded well to our efforts, and there was a strong demand for our debt offering in
February 2002. This offering, which raised $2.05 billion, was oversubscribed, which clearly demonstrated investor
confidence in PanAmSat's business plan, management team and ability to execute on stated objectives.

THE REPLACEMENT AND UPGRADE OF OUR FLEET IS FINISHED

In June, we completed the final phase of our $2 biliion fleet modernization program, launching the powerful
Galaxy 11I-C (GI!I-C) satellite and successfully deploying it at 95 degrees west longitude. With 76 transponders,
GINl-C is the largest commercial communications satellite our Company has ever placed into service. It serves an
impressive roster of blue-chip customers including Chevron, HBO, Hughes Network Systems, China Central TV,
MicroSpace, Scientific Atlanta, Verestar and others. Upon placement in service, Galaxy 1I-C started operations
with an impressive 70 percent utilization factor, highlighting PanAmSat's continued leadership in providing video
and network services in the North American region.

The launch of GIII-C was truly a milestone event for PanAmSat. With the successful launch of this satellite,
we set a new industry record by placing a total of seven satellites with 404 transponders into space in less than 30
months. We did this with a 100 percent success rate. It was quite an achievement and one that has put our
Company in a powerful competitive position with 23 wholly-owned satellites and a system-wide utilization rate of
71 percent. We now have one of the youngest and most technologically advanced satellite fleets in the industry.
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“The true measure of performance is profitability. The average EBITDA for other top FSS
operators was down over 13 percent in 2002 as compared to 2001—ours was up 2 percent.
The average EBIT for these same FSS operators was down over 25 percent in 2002 as compared
to 2001—ours was up 55 percent. And the average net income of these other FSS operators

was down around 40 percent in 2002 as compared to 2001—ours was up 177 percent.”’

What's more, we focused on replacing existing capacity instead of adding capacity in new markets, providing
greater reliability and service for our customers and avoiding unnecessary capital expenditures.

OUR GROWTH IS FOCUSED ON SERVICES TO OUR VIDEO AND NETWORK CUSTOMERS
We intensified our focus on our core customers in 2002 to provide stability and a strong base for future
growth. As a result, as of December 31, 2002, we have an average of approximately nine years remaining under
contract with our top 25 customers who made up almost 60 percent of our revenues in 2002. in total, we had a
firm contract backlog of $5.55 billion at the end of 2002 and have more than 87 percent of our expected 2003
revenues already under contract. Since video customers are the stronger users of satellite services, we are
expanding our portfolio of offerings to deliver new applications and end-to-end services to this group. This will
allow our video customers to exploit opportunities for new revenue streams to their businesses and consequently
improve our core business profitability.
Two recent initiatives include the introduction of Video On Demand (VOD) and Digital Store and Forward
(DSF), both of which are cutting-edge digital services developed in concert with our video customers. Our VOD
service enables video content providers to distribute programming to cable operators, film production houses and
other media outlets on an as-needed basis in a fast and secure manner via the PanAmSat network. As a result,
cable operators in North America will be able to reliably distribute sports, news and entertainment programs to the
consumer through their digital infrastructure, enabling their customers to view programming when they choose
to do so. Our DSF product enhances the traditional means of video production and distribution by offering a
satellite-based digital alternative to deliver non-real-time content around the world leveraging PanAmSat's global
hybrid satellite and fiber distribution network. As a result, the need for the shipment of traditional analog tapes is
significantly reduced, allowing our customers to beam their programming content directly and instantaneously to
international production facilities.

This year, we are expanding our hybrid satellite fiber network capabilities by linking our ground
infrastructure hubs together with the latest fiber technology. We call this our Virtual Teleport initiative. This
“marriage” of satellite and fiber technology provides our customers with a reliable method of transmitting
signals and access to our teleports from virtually anywhere in the U.S.

In addition to these offerings, we have expanded SPOTbytes to provide both one-way and two-way con-
nectivity. Now, this portfolio offering gives ISPs, telecommunications companies and corporations a complete
Internet connectivity services package, including satellite space segment, teleport uplink and downlink and direct
connectivity to tier-one Internet backbone providers. We also continue to enhance our multiple channels per
carrier (MCPC) services. Incorporating the latest in compression technology, these services enable our customers
to maximize the value of their satellite capacity by transmitting full- or part-time video content over compressed
digital channels on a shared transponder basis.
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BRINGING THE WORLD TO YOU

OUR STRATEGIC ALLIANCES STRENGTHEN OUR GLOBAL SERVICES

A key element of the strategy we developed in 2001 was to pursue growth through joint ventures and alliances.
By collaborating with a trusted partner, we can offer a wider range of services to expanded markets at reduced
costs. To accelerate this process in 2002, we expanded our relationships with several partners. For example:

e We teamed with Brazilian broadcast operator TV Globo to provide the single largest “per-event” broadcast
in our history with more than 23,500 hours of World Cup coverage to fans in more than 24 countries
around the globe.

e We formed a partnership with BT Broadcast Services that allows PanAmSat customers to distribute video
programming via BT's teleports and across their international fiber network in Europe, the U.S. and other
markets, while giving them access to a wide range of BT’s broadcast services and distribution platforms
in Europe.

o We forged an alliance with JSAT Corporation, cne of the Asia-Pacific region’s leading satellite operators,
through which our customers can utilize JSAT’s satellites, ground facilities, communications and broad-
casting services to provide enhanced digital video, data and Internet delivery solutions to their own
customers in the Asia-Pacific market. This complements the original joint veniure we formed with JSAT in
August 2001, through which we are constructing the Galaxy Xlll/Horizons | satellite. Scheduled to be
launched over the U.S. in mid-2003, this high-powered satellite will provide network services throughout
the U.S. with connectivity to Asia through 2 sophisticated hybrid satellite fiber distribution network.

e We completed an agreement with the Mexican Department of Transportation and Communication (SCT) to
supply a significant portion of the total infrastructure required for President Vicente Fox's “e-Mexico” initiative
to bring digital technology and Internet services to all areas of Mexico.

o We formed a relationship with The Liberty Foundation to support a satellite-based educational channel
for schoolchildren in the Republic of South Africa. This system is scheduled to go live in 2003 and will
connect more than 1,000 schools to the channel.

All of these alliances give PanAmSat added strength by expanding our penetration of important global
markets while minimizing our capital risk exposure.




2002 WORLD CuUP

“Our modern fleet, global presence, long-term customer contracts, practical capital use
practices and high profitability combine to give PanAmSat great leverage for pursing growth

opportunities and adding substantial shareholder value.”

WE ARE MOVING AHEAD WHILE OUR INDUSTRY S IN TRANSITION

As we move into 2003, we expect that our industry will continue to face the pressures of excess satellite
capacity, declining revenues and soft pricing. But, again, as evidenced by our accomplishments and performance
in 2002, we first saw these trends coming two years ago, and our management team has since demonstrated that
we have the ability to deliver strong operational and financial performance in a tough environment. We will continue
to do so and then will benefit to a greater extent as the market recovers.

We think the Fixed Satellite Services (FSS) market offers us a solid platform for future success in the U.S.
video and government markets in the near term, and in multimedia markets internationally in the long term. Itis
large, with over $7 billion in revenues, it has significant barriers to entry and it offers established, well-managed,
global players the ability to generate high margins and strong Free Cash Flow. Moreover, though the industry is
currently overbuilt, it still offers selective, significant growth opportunities. As one of the largest and financially
strong FSS operators in the world, PanAmSat is ready to take advantage of these market opportunities by focusing
on our strengths in the U.S. market in 2003 and overseas in the future. We are targeting a few specific areas of
opportunity: expanding our service offerings, forming new alliances, developing next-generation technologies in
our core video market, penetrating the expanding government services market and taking advantage of
consolidation within our industry.

We are accelerating these efforts in 2003 by introducing new ways of transmitting content seamlessly
across our hybrid network that increase fiber satellite and wireless transmissions, expanding our offering of such
emerging technologies as VOD, DSF, High-Definition TV (HDTV), SPOTbytes, MCPC and eventually providing
broadband over satellite. We are currently either providing or working on all of these technologies, and we are
ready to develop or acquire the additional resources needed to bring them to market.

To take advantage of these developments and opportunities, PanAmSat launched the Galaxy XII satellite in
the second guarter of 2003, which is the first of four satellites to be deployed over the next two-and-a-half
years providing next-generation services to our premier cable customer communities. These satellites will have
more than double the power of their predecessors and will become the foundation of our domestic fleet, driving
growth in the business as our blue-chip customers transition from analog to digital programming to high-definition

television in the United States.
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“PanAmSat is the strongest today that we’ve ever been. We enter 2003 highly confident

in our ability to strengthen our position further, and fully intend on growing our Company.”

A strong area of apportunity will be our expansion into the $600 million government services market. The
U.S. Gavernment has stated publicly that there is currently a shortage of spectrum to satisfy its future needs, and
the development of a reliable, redundant communications network in response to the September 11, 2001 terrorist
attacks could increase this shortage. The government has also made it clear that it plans to use commercial satellites
as part of its solution. PanAmSat has significantly improved its position to participate in these opportunities by
forming G2 Satellite Solutions. G2 combines the government expertise and experience of the recently acquired
Hughes Global Services with the reach and capabilities of PanAmSat’s global network, resulting in an experienced
group focused on developing intelligent satellite solutions for the U.S. Government globally.

Eventually, we will also have an opportunity to grow as a result of consolidation in the FSS industry. Aimost
all industry experts believe, and we agree, that there will be fewer companies in our industry in the years ahead as
deregulation continues, privatization is completed and it becomes more difficult for the smaller, regional satellite
operators to compete.

We are highly confident that these strategies will enable our Company to generate increasing shareholder value
even before economic and industry dynamics improve. Why? Because we have a number of strengths that are of
value regardless of market conditions. We have long-term contracts with a large and high-quality group of cus-
tomers around the globe. We have a powerful and modern fleet, supported by an extensive ground infrastructure,
that together comprise one of the most reliable, global point-to-multipoint satellite networks in the world. With
ample cash reserves, and no expected major capital expenditures ahead of us, we have the financial muscle
reguired to take advantage of the emerging opportunities that our maturing market will likely bring in the coming
months. But most importantly, we have an experienced management team and a dedicated employee base who
have continuously demonstreted that they can conquer any challenge. All these individuals are committed to fulfilling
our primary goal of delivering ever-increasing value to our shareholders. There are and will continue to be solid
opportunities for quality growth for strong players in our industry. We have been focused and ever diligent in the
last 18 months on improving our leadership position in this industry. We look forward to a bright future by lever-
aging this hard work to be able to generate significant growth for the Company and increased shareholder value.

We truly appreciate your past and continued interest in PanAmSat.

3.0 G Shor %%

JACK A. SHAW JOSEPH R. WRIGHT
Chairman of the Board President and Chief Executive Officer

*This is a non-GAAP financial measure. See definition and reconciliation to GAAP financial measure within Financial Highlights Table.
*Based on reported results of certain selected FSS operators against whom we compare ourselves.
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/
ANNUAL REPORT ON FORM 10-K PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2002

Commission File No. 0-22531

PanAmSat Corporation

(Exact name of registrant as specified in its charter)

Delaware 95-4607698
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

20 Westport Road, Wilton, Connecticut 06897
(Address of principal executive offices)

Registrant’s telephone number, including area code:
(203) 210-8000

Securities registered pursuant to Section 12(b) of the Act:
None

Securities registered pursuant to Section 12(g) of the Act:
Common Stock, par value $.01 per share

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by
Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such
shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes & No [J

Indicate by check mark whether the registrant is an accelerated filer (as defined in Exchange Act
Rule 12b-2). Yes M No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 Regulation S-K is not
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K.

As of February 27, 2003, the registrant had outstanding 150,028,729 shares of Common Stock. As of such
date, the aggregate market value of voting stock held by non-affiliates of the registrant was approximately
$392,142,559.




DOCUMENTS INCORPORATED BY REFERENCE

Certain information contained in the Proxy Statement for the Annual Meeting of Stockholders of
PanAmSat Corporation, a Delaware corporation scheduled to be held on May 30, 2003 (to be filed not later
than 120 days after the end of the Company’s fiscal year) is incorporated by reference into Part II1 hereof.

Unless the context otherwise requires, in this Annual Report on Form 10-K, the terms “we”, “our”, the
“Company” and “PanAmSat” refer to PanAmSat Corporation and its subsidiaries.

CAUTIONARY STATEMENT FOR PURPOSES OF THE “SAFE HARBOR”
PROVISIONS OF THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

This Annual Report on Form 10-K contains certain forward-looking information under the captions
“Item 1. Business” and “Item 7. Management’s Discussion and Analysis of Financial Condition and Results
of Operations.” The Private Securities Litigation Reform Act of 1995 provides a “safe harbor” for certain
forward-looking statements so long as such information is identified as forward-looking and is accompanied by
meaningful cautionary statements identifying important factors that could cause actual results to differ
materially from those projected in the information. When used in this Annual Report on Form 10-K, the
words “estimate,” “project,” “plan,” “anticipate, 7

RENT [ENT3 53 &¢

” “expect,” “intend,” “outlook,” “believe,” and other similar
expressions are intended to identify forward-looking statements and information. Actual results may differ
materially from anticipated results due to certain risks and uncertainties, including without limitation: (i) risks
of launch failures, launch and construction delays and in-orbit failures or reduced performance, (ii) risks that
we may not be able to obtain new or renewal satellite insurance policies on commercially reasonable terms or
at all, (iii) risks related to domestic and international government regulation, (iv) risks of doing business
internationally, (v) risks related to possible future losses on satellites that are not adequately covered by
insurance, (vi) risks of inadequate access to capital for growth, (vii) risks related to competition, (viii) risks
related to the Company’s contracted backlog for future services, (ix) risks associated with the Company’s
indebtedness, (x) risks related to control by our majority stockholder, and (xi) litigation. Such risk factors are
more fully described under the caption “Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations.” PanAmSat cautions that the foregoing list of important factors is not
exclusive. Further, PanAmSat operates in an industry sector where securities values may be volatile and may
be influenced by economic and other factors beyond the Company’s control.

WEBSITE ACCESS TO COMPANY’S REPORTS

PanAmSat’s Internet website address is WWW.PANAMSAT.COM. Our annual reports on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or
furnished pursuant to section 13(a) or 15(d) of the Exchange Act are available free of charge through our
website as soon as reasonably practicable after they are electronically filed with, or furnished to, the Securities
and Exchange Commission.




Business

item 1.

OVERVIEW

We are a leading global facilities-based provider of video, broadcasting and network services through
satellites. We lease transponder capacity on our satellites, which we own and operate, and we are the
distribution platform for the delivery of entertainment and information to cable television systems, television
broadcast affiliates, direct-to-home (“DTH”) television services, Internet Service Providers (“ISPs”),
telecommunications companies and other corporations and governments. OQur customers consist of some of the
world’s leading media and communications companies, including AOL Time Warner (which includes Home
Box Office and Turner Broadcasting System), the BBC, News Corp. (Fox family of channels), Sony, Viacom
and The Walt Disney Company (which includes ABC and ESPN). We operate in the most mature segment
of the satellite communications business, historically characterized by steady and predictable revenue streams,
strong cash flows from operations, substantial revenue backlog and high barriers to entry.

We currently have 21 satellites in orbit, excluding Galaxy VI which was deorbited in January of 2003.
Our satellite fleet has approximately 913 36 MHz equivalent transponders and is one of the world’s largest
commercial geostationary earth orbit (“GEQO”) satellite networks, capable of reaching over 98% of the world’s
population. We are one of only a few companies worldwide capable of servicing a global footprint through an
owned fleet of satellites. We operate our 21 satellites in 16 orbital slots. We have one of the most sophisticated
ground infrastructure networks available to support the needs of our customers. We own teleports in six U.S.
locations, each of which provides transmission, monitoring and contro! services for operating our fleet. We
lease such services outside of the United States to support the remainder of our worldwide satellite fleet.

PanAmSat was formed on May 16, 1997 by the merger and consolidation (the “Merger”) of PanAmSat
Corporation and the Galaxy satellite service operations (“Galaxy”) of Hughes Communications, Inc. (a
subsidiary of Hughes Electronics Corporation (“Hughes Electronics”)). Both PanAmSat and Hughes
Electronics, through Galaxy, were pioneers in the satellite-based distribution of video. Prior to the formation
of PanAmSat and Galaxy, communications satellites were used primarily by governments and telephone
companies for voice communications and international telephony services. PanAmSat and Galaxy pursued
similar missions to leverage the broadcasting capabilities of GEO satellites to serve the needs of video
broadcasters. In 1983, the first Galaxy satellite, Galaxy I, was launched, becoming the basis for the first
United States satellite cable neighborhood. In the following year, Rene Anselmo founded PanAmSat
International Systems, Inc. (“PanAmSat International”) which, in 1988, launched the world’s first privately
owned international satellite, PAS-1, which serviced the Latin American market. In the years that followed,
Hughes Electronics became a leading provider of U.S. video services, and PanAmSat International became a
leading provider of international video services, making the 1997 combination of the two a global leader in the
fixed satellite services (“FSS”) industry.

On October 28, 2001, General Motors Corporation (“GM”), Hughes Electronics and EchoStar
Communications Corporation (“EchoStar”) announced the signing of definitive agreements that provided for
the split-off of Hughes Electronics from GM and the subsequent merger of the Hughes Electronics business
with EchoStar (the “EchoStar Transaction”). On December 10, 2002, the parties announced the termination
of the agreements stating that the EchoStar Transaction could not be completed within the time allowed due
to regulatory opposition. Under terms of the settlement, EchoStar was released from its contingent obligation
to purchase the PanAmSat business and Hughes Electronics retained its 81% ownership position in
PanAmSat Corporation,

Recent Events

Effective February 27, 2003, Roxanne S. Austin resigned from the Board of Directors of the Company.
Pursuant to the by-laws of the Company, the Board of Directors designated Lawrence N. Chapman as her
replacement, effective as of February 28, 2003.




Our Services

We derive our revenue primarily from our video and network services. For the years ended December 31,
2002, 2001 and 2000, we derived our revenues from the following service areas:

Percentage of Percentage of Percentage of

Services 2002 Revenues 2001 Revenues 2030 Revenues
VidEO SEIVICES . . vt vttt ittt it e 66% 68% 69%
Network services . ..., 27% 25% 26%
Other Services. . ... oo e _ 1% _ 1% 5%
Total ... e l_g_g% _l_ﬂ% I_L_Q%

Revenues derived from Hughes Electronics, the Company’s majority stockholder, and its affiliates
(including Hughes Network Systems, Inc., Hughes Global Services, Inc. (“HGS”), DIRECTV Latin
America LLC and DIRECTYV, Inc.) comprised approximately 20%, 19% and 14% of PanAmSat’s revenues in
2002, 2001 and 2000, respectively, making Hughes Electronics and its affiliates the Company’s largest
customer in each of these years. See Note 2 to the Company’s Consolidated Financial Statements, “Business
Segments and Geographic Information.”

Video Services

We provide satellite services for the transmission of entertainment, news, sports and educational
programming for over 300 content providers worldwide. Cur video services are comprised of four categories:

» Video distribution services — the full-time transmission of television programming to cable systems,
network affiliates and other redistribution systems;

° DTH television services — the transmission of multiple television channels for household reception;

< Full-time contribution services — satellite transmission services for the full-time transmission of news,
sports and entertainment segments to network affiliates or broadcast centers around the world; and

» Special events services — short-term satellite services that we provide to broadcasters when they need
on-the-scene coverage of sporting events and breaking news.

Video Distribution Services. Qur primary video distribution service is the full-time transmission of
television programming to cable systems, network affiliates and other redistribution systems. Our satellites
contain broad C-band beams that collectively deliver hundreds of television channels to these redistribution
systems. The Ku-band beams on several of our satellites are also used for video distribution to cable systems
and network affiliates. We generally provide video distribution services under long-term contracts for full or
partial transponder usage. We also offer bundled, value-added services that include satellite capacity, digital
encoding of video channels and, if required, uplinking and downlinking services to and from our satellites and
from our teleport facilities.

QOur video distribution services are characterized by long-term contracts with premier media companies
and content providers. These companies lease dedicated transponder capacity from us both on our satellites in
orbit and those planned for launch in the future.

We operate satellites for the distribution of television programming to cable and other redistribution
systems in the United States, Latin America, Africa, Australia and the Asia Pacific and Indian Ocean regions.
Five of our Galaxy satellites deliver television programming to substantially all of the United States’ cable
systems. To attract and retain high quality customers, we have created “cable neighborhoods” in which
popular television channels act as the “anchor tenants” on our satellites. Cable and other redistribution
systems then install antennas to access these popular channels for their subscribers. Because most cable head-
ends already have their antennas pointed toward these “cable neighborhoods,” our experience has been that
other programmers will also want to distribute their programming through our satellites. The formation of
cable neighborhoods has been an important driver of capacity utilization and revenue. Of our 21 satellites in
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orbit, 11 are part of cable neighborhoods around the world, with six serving the U.S., two serving Latin
America, two serving the Asia Pacific region and one serving the Indian Gcean region.

To further capitalize on our Galaxy cable neighborhood concept, we introduced in November 2000 our
“Power of Five” program. Under this program, over 7,000 qualified cable head-ends in the United States are
eligible to receive or have received free equipment that enables access to our five Galaxy satellites in the
U.S. cable neighborhood through two antennas, one of which receives programming from our Galaxy XR,
Galaxy V and Galaxy IX satellites, and the other from our Galaxy XI and Galaxy I1IC satellites. We are
providing participating cable operators with the required antennas free of charge, which they are required to
use exclusively to receive our satellite signals. Partly as a result of this program, as of December 31, 2002,
cable operators representing over 70% of the cable subscribers in the U.S. were able to access all of these five
satellites.

DTH Services. Most of our satellites are capable of providing DTH services through the use of high-
powered, Ku-band spot beams that focus high power transmissions over specific geographic areas. DTH
service providers lease transponder capacity from us, and our satellites provide the platform for their services.
These services deliver a package of television programming channels directly to a consumer’s home from our
satellites. DTH technology employs a small antenna, which is usually mounted on a home’s rooftop, and a set-
top decoding box connected to the antenna by hard wire. Each of these satellites can deliver dozens of
television channels to subscriber households that have installed the 60-90 centimeter antennas and related
equipment. Digital transmissions over DTH platforms offer television viewers superior picture and sound
quality and increased channel capacity for programming and pay-per-view options. Our global system
transmits more than 750 DTH television and audio channels worldwide for eight DTH service providers
through long-term contracts. Because their installed base of subscribers have their receiving equipment
pointed at our satellites, the cost for a DTH service provider to switch to a different satellite would be
significant.

Full-Time Contribution Services. We provide broadcasters with satellite transmission services for the
full-time and part-time transmission of news, sports and entertainment segments to their network affiliates or
broadcast centers within the United States or around the world. Broadcasters use our contribution capacity to
consolidate programming from various locations and assemble it in one central location for the final
programming product. This service provides broadcasters with a dedicated transmission pipeline for the full-
time retrieval of programming segments.

The contribution services segment supplements our video distribution services, as we provide contribution
services to many of our video distribution customers and to video programmers who need point-to-point
connectivity.

Special Events Services. We provide broadcasters with satellite transmission services for the timely
broadcast of news, sports and events coverage on a short-term basis. This service is designed to enable
broadcasters to conduct on-the-scene transmissions using small, portable antennas and to receive the
transmissions at their broadcast centers or affiliate stations. We conducted approximately 100,000 hours of
total special events transmissions in 2001 and approximately 130,000 hours in 2002. For example, we delivered
over 23,500 hours of live coverage for the 2002 FIFA World Cup soccer games for over 400 customers. In
addition to short-term services for special events coverage, we have long-term transponder service agreements
with certain satellite services resellers in the United States, who package domestic U.S. transponder capacity
for their broadcast, ljusiness, educational and government customers.

Our special events services help us take advantage of unutilized capacity on our satellites and is
complementary to other services we offer. As these services are not typically long-term in nature, the revenue
we derive from them ‘is not typically reflected in our contracted backlog.




Customers. The following table lists some of the customers under contract for our video distribution,
DTH and full-time contribution services:

Video Distribution Services DTH Services Full-Time Contribution Services
AQOL Time Warner (including DIRECTYV Latin America Australian Broadcasting
HBO and Turner MultiChoice (South Corporation
Broadcasting System) Africa) CBS
China Central Television Sky Brazil CNN
Doordarshan (India) Sky Mexico NHK (Japan)
News Corp. (Fox family Sky Multicountry
of Channels) South African
NHK (Japan) Broadcasting Corp.
Sony Television and Radio
Starz Broadcasting Services
Viacom (including MTV and (Asia, Australia and
Nickelodeon) the United States)
The Walt Disney Company Television Broadcasting
(including ABC and ESPN) Limited (Australia)

Network Services

Through our network services, we provide satellite services for relaying voice, video and data communica-
tions throughout regions and around the world. We currently provide network services to telecommunications
carriers, multinational corporations, network service providers, and governments in over 80 countries. Our
network services fall into four categories: ‘

» Private business network services — satellite capacity provided for secure, high speed corporate data
networks used in a variety of business functions;

o Internet services — satellite capacity provided to ISPs for improved high data rate Internet connec-
tions and point-to-multipoint content distribution;

o Carrier services — satellite capacity provided to telecommunications carriers for voice, video or data
communications networks for businesses and other users; and

¢ Government services — satellite capacity provided to the United States and foreign governments for
secure voice, video or data communications.

Private Business Networks. We provide satellite services directly to network suppliers for the develop-
ment and operation of private business networks in the United States, Latin America, Europe, Africa and
Asia. These rooftop-to-rooftop VSAT (very small aperture terminal) networks provide dedicated, proprietary
one-way and two-way communications links among multiple business sites. VSAT network end users include
retail chains for rapid credit card authorization and inventory control, banks for the connection of automated
teller machines with processing computers and news agencies for the timely dissemination of news and
financial information.

A VSAT network consists of many VSAT remote sites with small antennas, a large central earth station
with a large antenna which enables the connection of all VSATSs in the network (our teleports can serve this
function) and satellite transponder capacity. We expect growth in the use of VSATSs to continue as more
businesses realize the benefits of communicating by a VSAT network, principally due to the following benefits
of VSATS:

» High quality and dedicated transmission availability;

e The capability of transmitting extremely large data flows;
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+ Fixed transmission costs, insensitive to distance or the number of receiving stations; and

» The ability to rapidly and cost-effectively deploy VSAT networks in geographically isolated regions.

Internet Services. We provide satellite services for the full-time delivery of Internet traffic around the
world. Our satellite Internet services enable our customers to improve the quality of their Internet packet
delivery, including audio and video, by bypassing shared and congested terrestrial links and Internet
congestion points and to reduce expenses, especially for international ISPs, by enabling simultaneous delivery
of content to wide geographic areas without requiring additional terrestrial infrastructure. Our Internet
customers deliver content for direct-to-consumer Internet applications, entertainment content providers, ISPs,
educational organizations and telecommunications companies. We see growth opportunities for our Internet
services, particularly in markets without sufficient fiber connectivity.

As part of our Internet services, we offer a bundled satellite Internet connection package to ISP and
corporate enterprise customers that we call SPOTbytes. The complete SPOTbytes service includes satellite
capacity, teleport transmission, and direct connectivity to tier one Internet backbone providers. SPOTbytes is
available as a two-way (duplex) platform or a one way (simplex) platform that utilizes a terrestrial link to
provide return path connectivity.

Carrier Services. We provide satellite services to eight telecommunications carriers in seven countries to
provide voice, video and data communications networks for businesses, governments and other users. Our
satellites, which facilitate high volume information transmission and the ability to use VSATs on the ground,
have enabled carriers in emerging countries to introduce competitive new telecommunications services in
Latin America, Africa and Asia. In addition, we offer value-added satellite services for telecommunications
customers that include satellite capacity and teleport services that connect customers to U.S. terrestrial
networks. We currently do not expect carrier services to be a material part of our business, but we will
continue to provide quality service to existing and potential customers.

Government Services. We offer satellite space segment, ground-based teleport and terrestrial services
and related value added services for use in both domestic and international government applications. Our
services are provided indirectly through a channel of specialized government contractors,

The following table lists some of the customers for and users of our network services:

Network Services

Associated Press

GMAC

Hughes Global Services
Hughes Network Systems
IBM

Microcom Systems (Nigeria)
Microspace

gqKon

Reuters

Telstra

University of Southern California
WorldCom

TT&C and Other Services

In addition to the TT&C (telemetry, tracking and control) services we provide for 17 of our satellites, we
also provide TT&C services for seven satellites owned by other satellite operators. Our personnel maintain the
proper orbital location and attitude of the satellite, monitor on-board housekeeping systems, adjust transpon-
der levels and remotely bring backup systems on-line in the event of a subsystem failure. The necessary TT&C
satellite commands are initiated from our operations control center in Long Beach, California and are

6




transmitted to the satellites from our teleport facilities located in New York, Florida, Georgia, Colorado and
California.

Our other services include in-orbit backup service, which is backup transponder capacity that we make
available to certain customers based upon agreed terms.

Cur Strengths

Our business is characterized by the following key strengths:

Market leading network infrastructure

With 21 satellites currently in orbit and approximately 913 36 MHz equivalent transponders, we have one
of the world’s largest commercial GEC satellite networks. We are one of only a few companies worldwide
capable of servicing a global footprint through an owned fleet of satellites, capable of reaching over 98% of the
world’s population. Our global reach and our ability to offer bundled services allow us to provide one-stop-
shopping to our customers seeking to deliver video, data or voice around the world, without relying on a
combination of different distribution networks, which can cause data loss and/or service interruption and may
involve logistical difficulties. In the recent past, we have dedicated considerable time and resources to updating
our satellite fleet. We now have a modern satellite fleet in terms of both proven technology and remaining
useful life.

To complement our space assets, we have one of the most sophisticated ground infrastructure networks
available to support the needs of our customers. Qur ground infrastructure includes a technically advanced
customer service center and teleport located in Ellenwood, Georgia, which provides customers around the
world with a single point of contact for technical support. This 90,000 square foot facility houses approxi-
mately 200 professionals with staffing 24 hours a day, seven days a week. In addition, we own and operate five
other teleports in the United States, which provide transmission, monitoring and control services, and a
satellite operations control center in Long Beach, California, which is responsible for monitoring and
maintaining the health and safety of our satellites. Outside the United States, we lease TT&C services from
third-party providers. Qur U.S.-based customer service center and satellite operations center communicate
with these providers with respect to customer service and satellite health and monitoring issues.

Substantial revenue backlog resulting from long-term contracts

At December 31, 2002, we had a contracted backlog for future services of approximately $5.55 billion, of
which we expect to realize approximately $717 million as revenue in 2003. Contracts for our video distribution
services are typically long-term and can range up to the life of the satellite, which can be up to 15 years. The
terms of the contracts generally provide for significant penalties in the case of cancellation. As a result of the
long-term contracts we have entered into with many of our significant customers, particularly in video services,
we have relatively predictable revenues and cash flows. See “Item 7. Management’s Discussion and Analysis
of Financial Condition and Results of Operations — Contracted Backlog for Future Services” and “— Risks
Relating to Our Business — Our customers’ industry and regional market risks could materially and adversly
affect us.”

In addition, our customers enter into long-term contracts with us for satellite capacity on satellites that
are still under construction. For example, in 2002 we entered into a new 15 year contract with Starz Encore
and a new ten year contract with USA Cable for continued delivery of their programming from 2005 through
2015 and beyond using our next generation satellites.

Premier cusiomer base and long-standing relationships

From the time we began offering commercial services in 1984, through superior and consistent customer
service, we have built a premier customer base for our video and network services. Some of the customers for
our video services with whom we have long-standing relationships include AOL Time Warner (which includes
HBO and Turner Broadcasting System), Viacom, News Corp. (Fox family of channels) and The Walt Disney
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Company (which includes ABC and ESPN). In addition, our direct-to-home television customers include
DIRECTV-Latin America, MultiChoice (South Africa), Sky Brazil, Sky Mexico, Sky Multicountry, South
African Broadcasting Corp., Television Broadcasting Limited (Australia) and Television and Radio Broad-
casting Services (Asia, Australia and the United States). Representative customers for our network services
include Hughes Network Systems, Telstra and WorldCom.

Well positioned to capture vevenues in new markets and services

While the fixed satellite services industry had historically been built on video and telecommunications
services, the growth of the Internet has created a need for bandwidth to service data traffic for backbone
connectivity for ISPs or streaming media applications for content providers. With our satellite network and
ground infrastructure in place today, we can provide high quality services to these markets.

Through our global satellite footprint, we are able to connect Internet service providers anywhere in the
world to the U.S. Internet backbone, or directly with content providers. Our end-to-end network ensures
reliable, secure transmissions regardless of location, because connectivity is not dependent on peering
arrangements with other regional networks.

High barriers to entry

There are a number of regulatory, economic and other barriers to entry in our industry that help to
preserve our position as one of the leading satellite service providers. One of the most significant barriers to
entry is the need to obtain operating rights to an orbital slot, a costly and time consuming process. We operate
our 21 satellites in 16 orbital slots. Orbital slots are points on the geostationary arc where satellites are
permitted to operate, designated by both location and frequency band. The number of orbital slots is limited.
The right to use an orbital slot must be authorized by different international regulatory regimes for each
frequency band in which a satellite operates and the satellites must be sufficiently far apart to avoid
interference with other satellites operating in the same band. Orbital slots are generally separated by two or
more degrees, and geographic, regulatory, technical, market and business limitations reduce the effective
number to far fewer than 180 orbital slots. Most of the orbital slots in geostationary orbit are either currently in
use or already subject to filings for use. Once the use of particular frequencies at an orbital slot has been
licensed and coordinated, the use is protected against interference from other operations at the same or
adjacent slots.

Even with access to orbital slots, significant expenditures are necessary to build, launch and insure
satellites, and it takes considerable time to design and build satellites. Total satellite construction and launch
costs can amount to hundreds of millions of dollars, and it can take up to two years or more to prepare a
satellite for launch. We have invested approximately $4.3 billion in our existing satellite fleet and ground
infrastructure through December 31, 2002. Potential competitors may be required to invest similar amounts of
time and money to build a comparable satellite network and compete effectively with us.

We have established ourselves over time as one of the main transmission platforms to distribute video
programming to cable systems, network affiliates, direct-to-home distribution platforms and other redistribu-
tion systems. We have been successful in creating “cable neighborhoods,” which are collections of popular
channels 'that are transmitted on our satellites. These cable neighborhoods are powerful in maintaining
customers and create high barriers to entry for new entrants because most of our customers’ ground
infrastructure are specifically designed to receive information from our satellites, making their switching costs
significant.

Our Business Strategy

Our goal is to maintain and strengthen our position as a global leader in the fixed satellite services
industry, operating the highest quality and most reliable satellite-based network and offering value added
services that deliver entertainment, data and communications for businesses around the world, while
positioning PanAmSat to achieve strong financial results including operating margins, free cash flow and
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incremental growth based on our strengths, whether through internal development or strategic alternatives,
QOur strategy to achieve this mission is based on the following initiatives:

Strengthening our leadership position in video services

Cur satellites were the first commercial satellites dedicated to video distribution in the U.S. and
international markets. As a result of this history and our success, we have long-standing relationships with
premier video programmers and broadcasters. These relationships, in addition to the direct benefits they
provide, also give us a powerful marketing tool to use for obtaining new business. Because our premier
customers, such as ACL Time Warner (which includes HBO and Turner Broadcasting System), The Walt
Disney Company (which includes ABC and ESPN) and Viacom (which includes MTV and Nickelodeon)
are under long-term agreements for capacity on particular satellites, we have been able to attract additional
programmers onto those satellites. Using our satellites, our premier customers have built their distribution
channels with major cable companies. In turn, these cable companies have installed the ground infrastructure
needed to receive programming from our satellites. The result is a large installed base of viewers capable of
viewing content distributed over our satellites. Other content providers have been willing to pay higher rates to
use the same satellites and take advantage of the existing ground infrastructure to reach the same audience as
our premier customers. For example, in the United States, we estimate that approximately 10,000 cable head-
ends have antennas that are capable of receiving signals from our satellites, representing access to
approximately 69 million cable households.

To further strengthen our leadership position in fixed satellite services to the video distribution market,
we implemented a marketing program called “Power of Five.” Under this program, over 7,000 qualified cable
head-ends in the United States are eligible to receive or have received free equipment that enables access to
our five Galaxy satellites in the U.S. cable neighborhood through two antennas, one of which receives
programming from our Galaxy XR, Galaxy V and Galaxy IX satellites, and the other from our Galaxy XTI and
Galaxy IIIC satellites, thereby creating a super-neighborhood across those satellites and adding Galaxy IX
and Galaxy ITIC to our U.S. cable fleet. These five satellites deliver more than 100 of the leading cable
television channels. We are providing participating cable operators with the required antennas free of charge,
which they are required to use exclusively to receive our satellite signals. Partly as a result of this program, as
of December 31, 2002, cable operators representing over 70% of the cable subscribers in the U.S. were able to
access these five satellites.

PanAmSat intends to pursue opportunities where our relationships with the world’s largest media
companies coupled with our existing satellite fleet and the installed base of ground infrastructure may allow us
to develop services for increased sales to existing and new video customers. These new services may be
developed internally, through our engineering and new service development efforts, or acquired externally,
through joint ventures, strategic relationships and acquisitions.

In 2002, in consultation with our largest video programming customers, we introduced two new digital
services designed to improve the way video content is delivered to customers. Our new Video on Demand
service is expected to provide programmers, film production houses and other media outlets a quick and secure
means for transmitting video content from one source to multiple cable operators throughout North America
for distribution to viewers through the cable system’s video on demand service. Our new Digital Store &
Forward service will enable the digital storing and rapid and reliable delivery of film and television video
content from North America to production facilities around the globe for applications such as news and sports.
This service replaces the traditional method of shipping analog tapes by overnight courier.

Leverage investment in our network and ground infrastructure

Increased utilization of our transponders by existing or new customers will add to our revenue with
minimal incremental costs. As the majority of our costs associated with deploying new satellites are fixed, once
a satellite is launched and operational, profitability improves significantly as more on-board transponders are
used. Incremental revenues from increasing utilization rates on existing satellites will significantly improve
operating cash flows and margins.




We can achieve higher transponder utilization without additional capital expenditures. At December 31,
2002, we were utilizing approximately 71% of our useable and available transponders, which excludes
transponders dedicated to backup for our customers and those unavailable for regulatory or technical reasons.
We have a higher utilization rate in the United States than in the other regions we serve. With this excess
capacity, a significant portion of which is suitable for our network services, we can pursue additional revenue
opportunities by cross selling incremental services to our existing customers or by pursuing new customniers in
new markets.

We continue to offer and implement compressed digital video services for the distribution of television
programming. By using digital compression technologies, we are able to transmit many channels of
programming over a single transponder, rather than using one transponder per channel, By leveraging this
technology, we are able to maximize usage of existing satellite resources as opposed to spending millions of
dollars on new satellites. This also allows us to better service new high bandwidth applications, such as HDTV,
for our existing customers and to sell transponder capacity to a broader range of broadcasters.

PanAmSat was one of the first satellite operators to offer teleport services and other terrestrially based
value added services to its customers, such as digital encoding and compression, uplinking, downlinking, and
fiber connectivity. The Company operates six teleports in the United States. Five of these teleports are owned
by the Company and the sixth is leased. These teleports are located in Napa, California; Fillmore, California;
Castle Rock, Colorado; Spring Creek, New York; Ellenwood, Georgia and Homestead, Florida. Historically,
each of these teleports has been operated separately from the others. The Company believes that the
development of hybrid fiber-satellite networks and related services will represent an opportunity to grow its
business with its existing customers and to create new business with new customers. The Company plans to
implement an upgrade of its teleport network which will involve the interconnection of its Napa, California
and Ellenwood, Georgia teleports into a fiber network that will allow customer connectivity to its satellites
through the two teleports from virtually any city in the United States. The upgrade, which is called the
“Virtual Teleport Network,” will allow the two principal teleports to back up one another and will eliminate
the need for the Spring Creek and Homestead teleports, which we expect will be closed during 2003 and 2004,
By focusing all customer services through Ellenwood and Napa, the Company will obtain efficiency and will
be able to provide a higher quality of service to its customers. PanAmSat expects to continue to pursue
projects that will build on the hybrid fiber-satellite approach of the Virtual Teleport.

Expanding into new markets and market segments

Our fleet has a footprint capable of reaching over 98% of the world’s population. Although we have
customers throughout the world and distribute content on a global basis, we believe that certain regions in
which we have only a limited presence represent opportunities for growth. In addition, we believe that there
are certain markets and customers in which, traditionally, commercial satellite service providers have not had
a significant presence. These too represent opportunities for growth.

In general, as part of our growth strategy in regions in which we have had a limited presence, we have
positioned certain satellites to cover markets that have a poor telecommunications infrastructure and where
regulations may have prevented penetration by satellite communications companies. In that way, upon gaining
access to these markets through liberalized regulations, joint ventures or a combination of the two, we will
have the ability to begin servicing new customers and growing our business. In addition, we intend to
selectively acquire assets in order to expand into new markets if opportunities arise on favorable terms.

As part of effecting this growth strategy, in 2001 we announced the creation of a new company,
PanAmSat de México, a joint venture with a Grupo Pegaso affiliate, that will provide video, data and Internet
services to the Mexican telecommunications market. As part of this effort, we will be providing satellite
capacity for e-Mexico, the Mexican communications ministry’s national IT network that will connect over
90% of Mexico’s population with electronic services for distance learning, Internet access, government health
and commerce. We look to pursue similar arrangements with local partners in Brazil. In 2001, the Brazilian
government gave its approval for us to provide the full range of our services in Brazil from our PAS-1R
satellite, representing the first time we received such comprehensive authority from the Brazilian government.
In 2002, we received authorization from the Brazilian government to provide satellite services on additional
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satellites. We are also taking advantage of liberalized regulations in India, where the government recently
granted us approval to provide certain satellite services. Recently, the Pakistani authorities have begun to
permit the provision of international satellite services by foreign providers. Previously, only licensed domestic
services providers were permitted to provide such services in Pakistan.

We plan to pursue certain service markets that would otherwise require new satellites or infrastructure
through alliances and shared-risk joint ventures. As an example, in August of 2002, we entered into a strategic
alliance with BT Broadcast Services, a British Telecom subsidiary providing terrestrial and satellite based
broadcast services, to distribute video programming throughout Europe via BT’s teleports and fiber network.
In addition, in October 2002, we entered into a strategic alliance with JSAT International Inc. (“JSAT”), a
Japanese satellite services provider, to jointly market and sell satellite capacity in the Asia-Pacific region. This
alliance builds on the existing joint venture with JSAT to build and develop a new satellite, scheduled for
launch in 2003.

We have also identified government services as an important market segment that we should pursue. As
part of our strategy to increase our government service offerings, in January 2003, the Company announced
that an agreement in principle had been reached with Hughes Electronics for the purchase of substantially all
of the assets of HGS for approximately $8 million in cash and the assumption of certain liabilities, subject to
certain adjustments. The revenues of HGS in 2002, less intercompany revenues recorded by PanAmSat, were
approximately $38 million. HGS provides end-to-end satellite communications services to government
entities, both domestically and internationally, as well as to certain private sector customers and is also a
value-added reseller of satellite bandwidth and related services and equipment. They provide fixed and mobile
satellite services with worldwide coverage using a wide range of satellites and satellite operators and equipment
from a variety of suppliers. The acquisition of the HGS business will give the Company immediate access to a
mature sales channel to the U.S. Government and government contractors through HGS’ General Services
Administration (GSA) contract vehicle and will create opportunities to sell satellite capacity and related
services into U.S., Mexican, South African, Indian and other government initiatives. The acquisition will
provide incremental preexisting revenues to our business and support our strategic initiative to expand our
government service offerings. While the Company and Hughes Electronics have agreed in principle on the
material terms of the purchase of the HGS business by PanAmSat, and we expect this transaction to close in
March 2003, definitive documentation of the transaction is still under negotiation and we cannot assure you
that we will be able to consummate the transaction or do so on the terms described above.

Realize benefits of operational efficiencies

We are committed to reducing our operating cost structure and retaining those reductions in the future
for continued improvement in our operating efficiency. Since July 2001, we have streamlined our operations,
rationalized headcount and reduced general operating expenses. For the year ended December 31, 2002, our
direct operating costs and selling, general and administrative expenses decreased a combined $40.6 million to
$228.4 million as compared to $269.0 million in 2001. This decrease was primarily due to our continued focus
on operational efficiencies.

Providing superior network reliability

We recognize the value of our customers and place a strong emphasis on offering high quality services
and are taking extra steps to ensure reliability. Our strategy is to use modern yet proven satellites and related
technology, mitigating the risks of in-orbit failure before the satellites are placed in commercial service. As
part of our strategy, we replace certain satellites as they approach the end of their useful lives. We have both
in-orbit and ground-based redundancies built into many of our most critical network ¢lements so that we can
provide backup services to our customers in the event of failure.

In response to the satellite performance issues that we and other operators in the industry have
experienced, we have implemented a comprehensive satellite procurement and launch quality control process
that is overseen by a dedicated and experienced team of engineering personnel. Since 1998, we have actively
monitored and supervised manufacturers and suppliers in launch vehicle design and engineering, space
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systems design and engineering, space operations engineering, testing and operational procedures. Our focus
has been to develop a fault tolerant, robust and flexible spacecraft design that is not dependent on new or
different technologies. In 2002, we completed a 30 month, $2.0 billion, seven satellite fleet modernization
program. As a result, we placed approximately 400 36 MHz equivalent transponders in service, improved
reliability and can now provide better service for our customers.

In addition, our satellites and our network are designed with operational redundancies to minimize or
eliminate service disruptions in the event of failure of a critical system. On a satellite, these redundancies may
include backup and separate on-board propulsion systems, backup transponders and conservative system
margins (for example, fuel and power). In certain circumstances, we can quickly utilize a backup, in-orbit
satellite to provide replacement capacity.

On the ground, our system redundancies include a primary and a backup satellite operations control
center and redundant TT&C sites and teleports for each satellite, each in a different location to avoid a risk of
natural catastrophe such as an earthquake. Qur ground infrastructure also has dedicated antennas at each site
for each satellite, ground spare amplifiers, baseband equipment and other equipment and dedicated and
redundant fiber optic lines with diverse routing between the operations control center and TT&C sites.

Although we, like other satellite operators, have experienced anomalies over the last several years, our
customer service has been interrupted only once for a catastrophic in-orbit failure, and service was restored to
almost all of our video customers served by that satellite within hours. We believe that this record is due to our
ability to utilize our robust network of satellites to provide our customers with uninterrupted video and data
broadcasting services, whether through the use of an on-board or ground-based backup system, temporary use
of a spare satellite or another satellite in the region that is less than fully utilized.

Our Satellite Network and Ground Infrastructure

Our fleet currently consists of 21 satellites. We have invested approximately $4.3 billion in our existing
satellite fleet and ground infrastructure through December 31, 2002, and we had approximately $116.8 million
of expenditures remaining to be made under existing satellite construction and launch contracts at Decem-
ber 31, 2002.

Our ground facilities also play a critical role in providing quality service to our customers. We own and
operate six teleports, a satellite operations control center and a customer service center, all of which are staffed
24 hours a day, seven days a week. Through our ground facilities, we constantly monitor signal quality, protect
bandwidth from piracy or other interference and maintain customer installed equipment. Our teleports operate
nearly 100 antennas and are equipped to provide analog and digital transmission services, tape play-out and
time delay services, monitoring, downlinking of Internet services, connectivity to terrestrial links and network
operations services, among other things.

Our 21 satellites in orbit contain approximately 913 36 MHz equivalent transponders. At December 31,
2002, we were utilizing approximately 71% of our useable and available transponders, which excludes
transponders dedicated to backup for our customers and those unavailable for regulatory or technical reasons.

Once a satellite is placed at its orbital location, ground stations control it until the end of its in-orbit
lifetime. We generally provide TT&C services for our own satellites, as well as for seven satellites owned by
other satellite operators. Third parties provide TT&C services for four of our satellites currently in orbit that
cannot be viewed by our existing teleport networks.

At the end of a satellite’s useful life, the satellite is de-orbited in accordance with standard industry
practice by using the on-board propulsion system to move it to a higher location above its normal orbiting
position. We have deorbited five satellites since 1997,

Set forth below is a table containing certain basic information about our 21 satellites currently in orbit
and Galaxy VI which was deorbited in January 2003. Under Spacecraft Model, “B” indicates a Boeing model
and “SS/L” indicates a Space Systems/Loral model. The estimated end of useful life shown below is
determined using the lower of the satellite’s design life and the estimated life of the satellite as determined by
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an engineering analysis. Estimated end of useful life is used to determine the depreciation of a satellite for
those satellites which have a book value. Under Position, “EL” indicates east longitude and “WL” indicates
west longitude.

Estimated 36 MHz 36 MHz
End of Equivalent Equivalent
Spacecraft Launch Useful C-band Ku-band
Satellite Model Date Life Position Transponders  Transponders Geographic Coverage
Galaxy IR...... B 376 02/94  2006(1) 133WL 24.0 — North America;
Caribbean
Galaxy IIIC .... B 702 06/02 2017 95WL 24.0 42.7 North America; Latin
America; Caribbean
Galaxy IIIR .... B 601 12/95  2005(2) 74WL 240 24.0 North America;
Caribbean
Galaxy IVR .... B 601 HP 04/00 2015 9OWL 24.0 240 North America
Galaxy V....... B 376 03/92  2005(1) 125WL 24.0 — North America;
Caribbean
Galaxy VIII-i... B 601 HP 12/97  2004(3)(4) 9SWL — 21.3 Latin America;
(11) Caribbean
Galaxy IX...... B 376 06/96  2008(2)(5) 127WL 24.0 — North America;
Caribbean
Galaxy XR ..... B 601 HP 01/00 2015 123WL 24.0 24.0 North America
Galaxy XI...... B 702 12/99  2015(6) 91WL 24,0 36.0 North America; Brazil
PAS-IR ....... B 702 11/00  2016(6) 45WL 36.0 36.0 Americas; Caribbean;
Europe; Africa
PAS-2 ......... B 601 07/94 2008 169EL 25.1 25.1 Asia-Pacific
PAS-3R ....... B 601 01/96 2009 43WL 25.1 25.1 Americas; Caribbean;
Europe; Africa
PAS-4......... B 601 08795  2010(7) 72EL 25.1 24.6 Asia; Africa, Middle
East; Europe
PAS-5......... B 601 HP 08/97  2012(3) 26EL 24.0 24.0 Americas; Europe
PAS-6......... SS/L FS 1300 08/97  2012(8) 43WL — 36.0 South America
PAS-6B........ B 601 HP 12/98  2014(8) 43WL — 320 South America
PAS-7......... SS/L FS 1300 09/98  2013(9) 68.5EL 14.0 300 Asia; Africa; Middle
East; Europe
PAS-8 ......... SS/L FS 1300 11/98  2014(3) 166EL 24,0 24.0 Asia-Pacific
PAS-9 ......... B 601 HP 07/00 2015 58WL 24.0 24.0 Americas; Caribbean;
Europe
PAS-10........ B 601 HP 05/01 2016 68.5EL 24.0 24.0 Asia; Africa; Middle
East; Europe
SBS6......... B 393 10/90  2007(10) T4WL —_— 22.7 Continental U.S.
Total ...... 413.3 499.5

Galaxy VI...... B 376 10/90  2002(11) - 24.0 —

(1) We have three C-band satellites under construction by Orbital Sciences Corporation, two of which will
replace Galaxy IR and Galaxy V prior to the end of their useful lives. The Company expects to launch
the first of these three satellites, Galaxy XII, in the second quarter of 2003 to 74 degrees west longitude.

(2) Galaxy IIIR is an in-orbit spare for the C-band capacity to serve our U.S. cable customers until May
2003. Galaxy IIIR will be complemented by Galaxy XII upon its deployment. Galaxy XII will
subsequently be replaced as the in-orbit spare by Galaxy IX upon deployment of Galaxy XIII at
127 degrees west longitude when available.

(3) In September 1999, in connection with anomalies on Galaxy VIII-i, PAS-5 and PAS-8, we agreed with
our insurance carriers to settle all of our claims for net cash of approximately $304 million. Galaxy
VIII-i and PAS-5 were fully depreciated as of December 31, 2002.
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(4) Galaxy VIII-i is operated in an inclined orbit and serves as a supplement to Galaxy 1IIC.

(5) Galaxy IX, currently located at 127 degrees west longitude is expected to become the U.S. Galaxy fleet
backup satellite upon deployment of Galaxy XI11/Horizons I at 127 degrees west longitude scheduled
for launch in mid 2003.

(6) On February 19, 2003, the Company filed proofs of loss under the insurance policies for two of its
Boeing model 702 spacecraft, Galaxy X1 and PAS-1R, for constructive total losses based on degradation
of the solar panels. Service to existing customers has not been affected, and we expect that both of these
satellites will continue to serve these existing customers. At this time, based upon all information
currently available to the Company, as well as planned modifications to the operation of the satellites in
order to maximize revenue generation, the Company currently expects to operate these satellites
through their expected economic ends of life, although a portion of the transponder capacity on these
satellites will not be useable during such time. The Company does not expect a material impact on 2003
revenues as a result of the difficulties on these two satellites.

(7) In addition to providing customer services, PAS-4 also provides back-up services for PAS-10.

(8) PAS-6 provides backup capacity for the Sky Latin America direct-to-home service on PAS-6B. During
1998, an anomaly on PAS-6 caused it to be declared a partial loss, and we received an insurance
payment of $29.1 million.

(9) In October 2001, we filed a proof of loss under the insurance policy on PAS-7 related to circuit failures
which occurred in September 2001 and resulted in a reduction of 28.9% of the satellite’s total power
available for communications. Service to existing customers was not affected, and we expect that PAS-7
will continue to serve these customers. In the first quarter of 2002, we settled the claim for $215 million.
PAS-7 was fully depreciated as of December 31, 2002.

(10) The estimated end of useful life of each of Galaxy VIII-i and SBS-6 was increased using an engineering
analysis prepared by the Company. Although operating and generating revenues, these satellites do not
operate at the capacity originally designed by the manufacturer.

(11) Galaxy VI, which served as an in-orbit spare until deployment of Galaxy IIIR at 74 degrees west
longitude, was deorbited in January 2003.

Satellite Operations Risk Management

We manage certain of the business risks inherent in the operation of a satellite fleet by insuring satellite
launches, maintaining backup satellites and transponders, or insuring in-orbit satellites.

Launch Insurance

We have obtained launch insurance on all of our satellites that have been launched into orbit. Launch
insurance is typically in an amount equal to the fully capitalized cost of the satellite, which includes the
satellite’s net book value, the portion of the insurance premium related to launch, the cost of the launch
services and capitalized interest (such amount, the “Fully Capitalized Cost”). Launch insurance has
historically covered claims arising after a launch for a period of up to three to five years, providing for payment
of the full insured amount if, for example, the satellite is lost during launch or the satellite fails to achieve the
proper orbital location, or if other failures occur during the in-orbit coverage period. Currently, as a result of
recent changes in the satellite insurance industry, insurers are offering launch policies that extend for no more
than one year after launch.

The premium on a launch insurance policy can vary considerably based on the type of satellite and the
success rate of the launch vehicle. Currently, launch insurance rates in the industry generally range from 15%
to 30% of the Fully Capitalized Cost for a policy covering the launch and initial operations for one year
thereafter, although the rates on the types of satellites that we launch generally range from 18% to 25%. As the
result of several launch and in-orbit failures in the industry over the last few years, a launch and initial
operations insurance premium can equate to $40 million or more, assuming a typical $200 million satellite
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with a 20% launch premium. We capitalize the cost of the launch insurance premium and amortize it over the
satellite’s operational life.

Backup Satellites and Transponders

For certain of our satellites, we have and can maintain in-orbit spare satellites, ground-based spare
satellites and designated reserve transponders as backups. While these approaches do not provide a cash
payment in the event of a loss or an anomaly, they do offer certain protections against loss of business due to
satellite failure. A reduction in the number of satellites under insurance or a reduction in the level of insurance
coverage on satellites will also help control insurance costs. Any savings can be applied towards the
construction and launch of a new satellite, which new satellite or the satellite it replaces may be available as an
in-orbit spare. The cost of an in-orbit spare that can provide backup support for multiple satellites may be
comparable to the lifetime cost of in-orbit insurance for those satellites. We believe that using in-orbit backup
satellites rather than having to build replacement satellites from proceeds received under typical insurance
policies may help us better serve our customers, plan and control our replacement costs, protect our revenue
streams and protect our rights to orbital slots. In addition, availability of in-orbit transponders and satellites as
backup may also give us a competitive advantage, as it can take two years or more to replace a satellite with
insurance proceeds.

In-Orbit Insurance

In-orbit insurance is typically for an amount comparable to launch insurance levels and generally
decreases over time, based on the declining book value of the satellite. Historically in-orbit policies have
covered a period ranging from one to three years. As with launch insurance, insurers today are offering in-orbit
policies that last for no more than one year. The terms of in-orbit policies generally provide for payment of the
full insured amount if the satellite fails to maintain orbit, the satellite fails to perform in accordance with
certain design specifications or 75% or more (formerly 50%) of a satellite’s communications capacity is lost. In
addition, the in-orbit policies generally provide for partial payment for losses of less than 75% of the satellite’s
communications capacity, in each case subject to applicable deductibles and exclusions. Accordingly,
payments for loss under these policies may not coincide with the actual impairment of the satellite. Satellites
for which total payments have been received may continue to operate in full or partial service for extended
periods of time and satellites for which service is impaired may not result in an insurance payment. In-orbit
insurance policies typically provide for a revenue share payment to the insurer, generally around 25%, for any
revenues generated from satellites that continue to operate after a total loss benefit has been paid.

Currently, the premium on an in-orbit policy is typically 2% to 3% per year of the insured amount, which
equates to an annual premium of between $4 million and $6 million on a typical $200 million satellite that is
fully insured. Under the master in-orbit insurance policy that covers 12 of our satellites until May 2003, the
average premium rate is 2.05% per satellite per year, and the total annual premium for the policy is
$30.7 million. We record the in-orbit insurance premiums as direct operating costs as they are incurred.

Strategy

As a result of the relatively high number of satellite anomalies in the industry in the last few years, the
cost of satellite insurance has increased, while the level of available coverage has decreased. In the last several
years, the cost of obtaining launch and in-orbit policies on satellites reached historic lows but has now begun to
return to the higher levels for such policies that were common in the early 1990s. In addition to higher
premiums, there is a trend toward higher deductibles, shorter coverage periods (for no more than one year, as
discussed above) and additional satellite health-related policy exclusions. Accordingly, as our existing satellite
insurance policies expire, and in response to changes in the satellite insurance market, we will continue to
consider, evaluate and implement the use of backup satellites and transponders and the purchase of in-orbit
insurance with lower coverage amounts, more exclusions and greater deductibles so that we can better protect
our business and control our costs.
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Current Insurance

On February 19, 2003, the Company filed proofs of loss under the insurance policies for two of its Boeing
model 702 spacecraft, Galaxy XI and PAS-1R, for constructive total losses based on degradation of the solar
panels. Service to existing customers has not been affected, and we expect that both of these satellites will
continue to serve these existing customers. The insurance policies for Galaxy XI and PAS-1R are in the
amounts of approximately $289 million and $343 million, respectively, and both include a salvage provision for
the Company to share 10% of future revenues from these satellites with their respective insurers if the proof of
loss is accepted. The availability and use of any proceeds from these insurance claims are restricted by the
agreements governing our debt obligations. We cannot assure you that the proof of loss with respect to these
two satellites will be accepted by the insurers. The Company is working with the satellite manufacturer to
determine the long-term implications to the satellites and will continue to assess the operational impact these
losses may have. At this time, based upon all information currently available to the Company, as well as
planned modifications to the operation of the satellites in order to maximize revenue generation, the Company
currently expects to operate these satellites through their expected economic ends of life, although a portion of
the transponder capacity on these satellites will not be useable during such time. The Company also currently
believes that the net book values of these satellites are fully recoverable and does not expect a material impact
on 2003 revenues as a result of the difficulties on these two satellites.

As of December 31, 2002, we had in effect launch and in-orbit insurance policies covering 16 satellites in
the aggregate amount of $1.9 billion, including Galaxy VI, which was deorbited in January 2003. We have six
uninsured satellites in orbit: PAS-4 and PAS-6, which are used as backup satellites; PAS-5 and PAS-7 for
which we received insurance proceeds for constructive total losses; Galaxy VIII-i, which continues to operate
in an inclined orbit as a supplement to Galaxy IIIC; and Galaxy XI. The Galaxy XI launch insurance policy
lapsed in December 2002. The Company elected not to purchase additional in-orbit insurance for this satellite
as the available terms were not commercially reasonable. The claim for constructive total loss made under the
launch policy was for losses experienced prior to the expiration of the policy.

Of the insured satellites, five were covered by policies with substantial exclusions or exceptions to
coverage for failures of specific components identified by the insurer as the most likely to fail and which have a
lower coverage amount than the carrying value of the satellite’s insurable costs (“Significant Exclusion
Policies™). These exclusions, we believe, substantially reduce the likelihood of a recovery in the event of a loss.
Three of these satellites, PAS-2, PAS-3R and PAS-6B, have redundancies available for the systems as to
which exclusions have been imposed. We believe that these redundancies allow for uninterrupted operation of
the satellite in the event of a failure of the component subject to the insurance exclusion. The fourth such
satellite, PAS-8, has an excluded component that we believe is unlikely to fail in the near future. The fifth
satellite, Galaxy IIIR, was replaced in September 2002 by Galaxy ITIC and will serve as a fleet backup.

At December 31, 2002, the uninsured satellites and the satellites insured by Significant Exclusion Policies
had a total net book value and other insurable costs of approximately $1.0 billion. Of this amount,
$498.8 million related to uninsured satellites and $536.1 million related to satellites insured by Significant
Exclusion Policies.

A supplemental policy on Galaxy IVR for coverage of $22 million related to sales-type leases does have a
component exclusion. The primary policy on that satellite has no component exclusion.

See “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Opera-
tions — Risks Relating to Our Business — QOur financial condition could be materially and adversely affected
if we were to suffer a loss that is not adequately covered by insurance.”

Sales and Marketing

For the majority of our services, including our video services, our sales and marketing efforts focus on
developing long-term relationships with our customers. We assign a dedicated account representative to each
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customer. That account representative is responsible for understanding the customer’s business and structure,
as well as the vertical markets that they may serve. We present comprehensive sales solutions to our customers
that include multiple and diverse service offerings to address each customer’s unique market and technical
needs. In addition, several of our larger customers have been assigned to a member of our senior executive
team who is responsible for maintaining parallel management relationships to help work through issues that
may arise and to provide continuity. As part of our selling efforts, we have a dedicated sales application
engineering team that provides both pre-sale and post-sale technical advice and consultation to our customers
to help them better utilize their contracted satellite capacity, integrate into our network and develop an
efficient ground infrastructure.

Most of our sales are conducted through direct sales channels to a limited group of customers. Several of
our customers resell our capacity for private business networks and broadcast services.

QOur sales and marketing group is comprised of four distinct groups: global sales, global marketing and
sales operations, broadcast services and government services.

Global Sales

The global sales group includes salespeople located in California, Connecticut, Florida, Georgia, New
York, Washington DC, Australia, Brazil, China, England, Hong Kong PRC, India, Japan, Korea, Mexico and
South Africa. Each of our regional offices is located in the major local market where it sells services. Our
global sales group is made up of sales teams distributed regionally. Each sales team is led by a vice president
or regional director and supported by staff consisting of account executives and technical and administrative
personnel.

Our sales group also includes technical sales engineers who are dedicated to supporting current and
potential customers’ technical needs. This team is distributed regionally to provide same time-zone coverage
for sales opportunities. These individuals define the technical specifications of our service offerings and
customize those offerings to the customer’s needs. They also provide the necessary link to the engineering staff
within the customer’s organization. In addition, we have dedicated product sales specialists to provide tailored
solutions for each customer’s unique requirements.

Global Marketing and Sales Operations

The global marketing and sales operations group, which is based in our principal executive offices,
establishes our marketing plan and ensures that there is a consistent approach to our sales and customer
relationships worldwide. This group is also responsible for developing sales tools and sales training, marketing
communications (including trade advertising, direct marketing and marketing materials), tradeshows and
events and branding.

Broadcast Services
This group manages sales for our ad hoc, occasional use and special events services targeted to our core
broadcast customers. :

Government Services

This group develops, sells and supports satellite communications services for the U.S. government’s civil
and defense needs domestically and internationally, both directly, and through contractor/subcontractor,
vendor and strategic relationships. : .

The Fixed Satellite Services Industry

We are a market leader in the fixed satellite services (“FSS”) industry. The FSS ihHustry is the most
mature segment of the overall satellite communications market. Since the formation of the International
Telecommunications Satellite Organization (“Intelsat”) in 1964, many countries have established satellite
systems for domestic or regional communications services. In 1988, with the launch of PAS-1, we became the
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first international privately owned fixed satellite services company. In 1997, with our merger with the Galaxy
business of Hughes Communications, Inc., we became a leading provider of commercial satellite services in
the United States. Companies that operate in the FSS industry generally have predictable revenue streams
and strong cash flows from operations. ’

FSS operators use satellites that are located in designated orbital slots 22,300 miles above the equatorial
belt in geostationary orbits that revolve with the earth. The position of these satellites makes them appear to
be at a fixed point above the earth. Receiving antennas, once pointed at a fixed satellite, need not be moved.
This allows for simplified receiver technology, lower operational costs and improved signal reliability.

Orbital slots are points on the geostationary arc where satellites are permitted to operate, designated by
both location and frequency band. The number of orbital slots is limited. The right to use an orbital slot must
be authorized under national and international regulatory regimes for the frequency bands in which a satellite
will operate, and satellites operating in the same frequency bands must be sufficiently far apart to avoid
interference with one another. In addition, certain slots may not provide coverage over an entire market. Other
slots may not be available for all of the frequency bands needed to make the slot commercially viable.
Satellites operating at adjacent orbital slots are generally separated by two or more degrees, and regulatory,
technical, market and business limitations reduce the effective number of slots to far fewer than 180. Most of
the orbital slots in fixed orbit are either currently in use or already subject to filings for use. Once the use of
particular frequencies at an orbital slot has been licensed and coordinated, the use is protected against
interference from other operations at the same or adjacent slots.

Once a satellite is in commercial service at -a geostationary orbital slot, the operator generally leases
capacity, or transponders, on the satellite to customers, including video programmers, telecommunications
companies and Internet service providers. The most common frequency bands available for lease on GEO
satellites are as follows:

o C-band. These frequencies have traditionally been used for video broadcasting and data and voice
communications. C-band frequencies have longer wavelengths and therefore are less susceptible to
terrestrial and atmospheric interference but require larger antennas to transmit and receive signals.

» Ku-band. These frequencies have shorter wavelengths and require more powerful transponders,
thereby allowing customers to use smaller antennas. Ku-band has been used for such services as direct-
to-home broadcasting and VSATs.

« Ka-band. - These frequencies have the shortest wavelength of the three principal fixed satellite bands.
Ka-band frequencies are not currently widely utilized. While the Ka-band allows for small antennas, it
requires high-power beams to be concentrated on smaller geographical areas. New applications, such
as certain types of two-way communications, are being developed for these frequencies.

The most important aspect of a GEO satellite is its ability to provide equally accessible coverage of a very
large geographic area at once, in certain circumstances up to an entire hemisphere. Any antenna on the ground
inside the satellite footprint, or coverage area, can receive the same transmission, and can be installed for the
same incremental cost. GEO satellites receive radio communications from one or more origination points and
distribute them to a single point or multiple receivers within the transmission range of the satellites’ beams,
which is also known as the footprint.

GEO satellites are well suited for connecting a number of locations that cannot be connected efficiently
or cost effectively by terrestrial transmissions, because the cost of satellite services does not increase with
distance or the number of receivers. With broad coverage capabilities, GEQ satellites are used for:

» The distribution of television and radio signals to cable operators, television network affiliates, local
radio stations and other redistribution systems;

e Direct-to-home transmissions of video and audio programming which allows video and audio
transmissions to be received directly from the satellite to homes and communal residences using small
satellite antennas;
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o Data networking services, which include voice, data and video transmissions within private networks
using VSATS;

» Internet access and content distribution, including connecting international ISPs to the U.S. Internet
backbone where there is a lack of terrestrial fiber, and distributing IP content in a point-to-multipoint
manner; and

= International and domestic telecommunications services, such as trunk telephony complementing fiber
optic and coaxial cable backbone networks.

Although the FSS industry is considered an established segment within satellite communications,
significant changes continue to affect the industry. Over the last several years, the FSS industry has been
reshaped as a result of consolidation, deregulation and privatization. Many of these changes have important
implications for FSS operators seeking to grow their core businesses.

Until recently, the FSS industry was fragmented, with many national and regional providers. Qur 1997
merger represented one of the first significant consolidations in the industry. That merger brought together
Galaxy, which pioneered the cable neighborhood strategy, and PanAmSat International, the first privately
held international satellite operator. Since then, there has been a continued trend towards consolidation in the
FSS industry, driven by customers’ demand for more robust distribution platforms with network redundancies
and worldwide reach and by FSS operators’ desire to secure and improve their market access in key regions. In
2001, SES Global was formed through the acquisition of GE American Communications, Inc. by SES Astra.
SES Global reports a fleet of 28 wholly-owned GEQ satellites and an additional 13 GEO satellites owned
through joint ventures and partnerships.

In recent years, many of the regulatory agencies governing satellite transmissions into their countries have
liberalized regulations, opening up new markets for commercial FSS operators to penetrate. An example of
how we benefit from local market deregulation occurred in July 2001 when we were granted approval to
provide a full range of satellite services from our PAS-1R satellite in Brazil, a market that previously had been
closed to foreign competition. Similarly, Mexico had been closed to foreign competition, but through our
February 2001 joint venture with a Grupo Pegaso affiliate, we have gained access to the Mexican market
through PanAmSat de México, which will provide video, data and Internet services to the Mexican
telecommunications market. Other Latin American countries have also begun to deregulate their markets,
increasing competition for the national satellite incumbents, Deregulation is also occurring in India, where
local telecommunications infrastructure is inadequate to support the expansion plans of television networks
and communications providers. We were granted approval by the government of India to sell certain satellite
services, and we opened an office there in December 2001. Recently, the Pakistani authorities have begun to
permit the provision of international satellite services by foreign providers. Previously, only licensed domestic
services providers were permitted to provide such services in Pakistan.

Privatization took a significant step forward in 1998 when the intergovernmental organization Intelsat
Ltd. spun-off part of its business with the formation of New Skies Satellites N.V., which subsequently went
public. In July 2001, Intelsat and Eutelsat S.A., another intergovernmental organization, privatized, and both
have a mandate to go public. Due to current market conditions, the timing of these actions is uncertain. Both
Intelsat and Eutelsat are large satellite operators with extensive satellite fleets and a wide range of services.
The privatization of these companies enables them to become more commercially focused.

For example, in the past two years, Eutelsat has expanded its operations into other territories by acquiring
a 21% stake in the Spanish regional ¥SS operator Hispasat and acquiring the French regional FSS operator,
Stellat.

While the FSS industry has historically serviced video, telephony and private network data traffic, the
growth of the Internet has created a greater need for satellite bandwidth. Satellites are increasingly used in
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numerous Internet-related applications, owing primarily to key inherent characteristics, including their ability
to:

 Establish high speed connections of 45 Mbps or higher between two points or among multiple points
within their broad footprints;

s Multicast streaming media from a single source to multiple sites; and

» Provide an alternative “bypass” network that does not rely on the limitations of the terrestrial Internet
infrastructure.

.Some of the new applications that FSS operators have been providing include:
e Connecting international ISPs to the U.S. Internet backbone;

« Providing a platform for Internet content providers to distribute their data to ISPs for local storage or
caching; and

» Providing a platform for streaming media content providers to deliver their streams real-time to
broadband ISPs or directly to end users.

As an FSS industry leader, we are well positioned to benefit from the recent changes in the FSS industry
due to our size, scale, reach and diversity of services. We are able 1o address these changes and continue to
serve our existing customers, while looking to gain new customers in new markets and applications.

Competition
Fixed Satellite Services

Our principal global competitors in the fixed satellite services industry are:

o Intelsat Ltd., a former intergovernmental agency privatized in 2001 that primarily provides telecom-
munications services to common carriers and other services providers; Intelsat reports a fleet of 24
GEO satellites;

o SES Global, the entity formed by the November 2001 acquisition of GE American Communications,
Inc. by SES Astra, has a strong presence in European DTH services and U.S. video distribution
services; SES ‘Global reports a GEO fleet of 28 wholly-owned satellites and 13 additional satellites
through joint ventures and partnerships; and

» New Skies Satellites N.V., a 1998 spin-off from Intelsat, has a fleet of five GEO satellites.
Our principal regional competitors in the fixed satellite services industry are:

+ Asia Satellite Telecommunications Company Limited (AsiaSat), provides network services and video
distribution in the Asia-Pacific region; AsiaSat reports a fleet of 3 GEQ satellites.

» Satmex S.A. de C.V. provides video distribution and network services in the Latin America region;
Satmex reports a fleet of 3 GEO satellites.

« Loral Space & Communications Ltd., through its Loral Global Alliance business, primarily provides
video distribution and DTH services to the U.S. market; Loral reports a fleet of 10 GEO satellites.

« Eutelsat SA, a former intergovernmental agency privatized in 2001 that primarily provides video
distribution sérvices to the European market; Eutelsat reports a fleet of 23 GEO satellites, of which it
owns and operates 20 of the 23 satellites; and

We competgéivlvi(th these and other satellite service providers primarily on coverage, access, reliability and
price. o

Notwithstanding the significant barriers to entry in the FSS industry, competition is intensifying among
the major FSS providers. Privatized Intelsat and Eutelsat have the freedom to charge market-based prices, as
opposed to the uniform prices they previously charged as intergovernmental agencies. Many of the owners of
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Intelsat are government-owned monopolies or privatized entities that are the dominant telecommunications
companies in their home territories. By virtue of their substantial investment in the Intelsat system and their
ties to government regulators, Intelsat’s owners have the incentive to, and may be able to, block us from
entering certain non-U.S. markets. In addition, the combined SES Global is now capable of providing services
in many of the markets we serve. These and other factors are intensifying competition in our industry.

We also compete with numerous companies and governments that operate domestic or regional satellite
systems in the United States, Latin America, Europe, the Middle East, Africa and Asia. Competition from
these satellite operators is limited to service within one country or region, depending on the operator’s satellite
coverage and market activities. Internationally, in addition to Eutelsat, other important regional competitors
include Satelites Mexicanos, S.A. de C.V,, an affiliate of Loral, in Latin America, and AsiaSat, a partially
owned subsidiary of SES Global, in Asia. These regional operators compete with us primarily on price because
many are subsidized by local governments. In addition, some countries limit our access to their markets in
order to protect their national satellite systems. As regulations in various foreign markets are liberalized, we
believe that we will be better able to compete in those markets.

Fiber Optics

QOur satellite services also compete with certain of the services and products offered by providers of
terrestrial fiber optic cables. Although we compete with land-based service providers for the transmission of
video, voice and data, we believe that satellites have distinct advantages over fiber optic cables in both
developed and underdeveloped areas of the world. In developed areas, FSS providers like us enjoy a significant
competitive advantage over fiber optic cables because satellites provide point-to-multipoint broadcasting
services and the ability to bypass shared and congested terrestrial links, thereby enhancing network
performance. In underdeveloped areas, the population density is often not substantial enough to warrant the
investment required to build fiber optic networks. For example, for a cable company to cost-effectively offer
cable television services and Internet services in an underdeveloped region, it requires a critical mass of
serviceable homes to connect to the local cable headend. Satellite service providers are not similarly
constrained in underdeveloped regions.

Government Regulation
As an operator of a privately owned global satellite system, we are subject to:

o the regulatory authority of the U.S. government;
» the regulatory authority of other countries in which we operate; and

» the frequency coordination process of the International Telecommunication Union (“ITU”).

U.S. Regulation

The Federal Communications Commission, or “FCC,” regulates the ownership and operation of our
satellite system. We are subject to the FCC'’s jurisdiction primarily for:

o the licensing of satellites and U.S.-based earth stations in the United States;
< avoidance of interference with radio stations; and

¢ compliance with FCC rules governing U.S.-licensed satellite systems.

Violations of the FCC’s rules can result in various sanctions including fines, loss of authorizations, or the
denial of applications for new authorizations or to renew existing authorizations. We are not regulated as a
common carrier and, therefore, are not subject to rate regulation or the obligation not to discriminate among
customers, and we operate with minimal governmental scrutiny of our business decisions. We must pay FCC
filing fees in connection with our space station and earth station applications; annual regulatory fees that are
intended to defray the FCC’s regulatory expenses; and, to the extent we are deemed to be providing interstate
or international telecommunications, universal service contributions.
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FCC Authorization to Launch and Operate Satellites. The FCC authorizes satellite operators who meet
its legal, technical and financial qualification requirements to launch and operate satellites. Under the FCC’s
financial qualification rules, an applicant must demonstrate that it has sufficient funds to construct, launch and
operate each requested satellite for one year. Licenses are currently issued for an initial fifteen-year term and
the FCC gives licensees a “replacement expectancy” with respect to the replacement of their satellites. Most
of our satellites were licensed for ten-year terms before the FCC changed to a fifteen-year policy. At the end
of a license term, a satellite that has not been replaced, or that has been re-located to another orbital location
following its replacement, may be able to continue operating under a grant of special temporary authority.
These operations, however, are secondary, and there can be no assurance that the satellite will be permitted to
continue operating after the expiration of the initial license term. The FCC’s rules and policies limit the
number of expansion satellite authorizations that may be granted for the same frequency band at one time.

Under the FCC’s rules, unless an applicant has received an authorization to launch and operate, it must
notify the FCC in writing prior to commencing satellite construction, and any construction engaged in is at the
applicant’s own risk. While we may proceed with the construction of planned satellites without prior FCC
approval, we must accept the risk that the FCC may not grant the application, may not assign the satellite to
its proposed orbital location, or otherwise may act in a manner that limits or eliminates some or all of the value
of the construction previously done on the satellite.

We have final FCC authorization for all but one of our operating satellites in the C-band, the Ku-band or
both bands. One of these final authorizations does not cover certain design changes that are the subject of a
pending modification application. We have special temporary authority to operate the satellite as modified on
an interim basis.

Some of the satellites for which we had final FCC authorization are operating pursuant to special
temporary authority because they are continuing to operate beyond the end of their license terms. In addition,
we occasionally seek and sometimes receive temporary grants of authority to relocate satellites.

We have filed applications for additional or replacement satellites in the C-band and/or the Ku-band for
8 satellites and in the broadcasting satellite services (“BSS™) frequency band for 11 satellites. The BSS
frequency band is dedicated to transmitting directly to the public and is used principally for DTH services.
The frequencies are within the Ku-band, but for regulatory purposes are considered a separate band and have
a different ITU allocation scheme.

Other FCC Authorizations. Under the FCC’s rules, an entity that provides international telecommuni-
cations services on a common carrier basis must first receive authorization, pursuant to Section 214 of the
Communications Act of 1934, as amended, to provide such services. The FCC has granted PanAmSat Carrier
Services, Inc. (“PCSI”) and PanAmSat Communications Carrier Services, Inc. (“PCCS”) two of our
wholly-owned subsidiaries, Section 214 authority to provide international private line and public switched
services. As common carriers, PCSI and PCCS are subject to nondiscrimination requirements.

Coordination Requirements. The FCC requires applicants to demonstrate that their proposed satellites
would be compatible with the operations of adjacent U.S.-licensed satellites. The FCC expects adjacent
satellite operators to coordinate with one another to minimize frequency conflicts, and it does not become
involved unless the operators are unable to resolve their conflicts.

Other U.S Government Regulation. The U.S. Congress has added communications satellites to the
munitions list governed by The International Traffic in Arms Regulations, and transferred responsibility from
the Commerce Department to the State Department for licensing the export of satellites and technical
information related to satellites to non-U.S. launch providers, insurers, customers, potential customers,
employees, and other non-U.S. persons. The State Department’s interpretation of the regulations as they
would be applied to us are not clear, and it is possible that these regulations could adversely affect or delay our
ability to launch and insure our satellites and to sell capacity to non-U.S. customers.

22




Regulation by Foveign National Telecommunications Authorities

Even though the United States is the licensing jurisdiction for all of our operating satellites, we are
nevertheless subject to regulation in many foreign countries in which we operate. Foreign laws and regulatory
practices governing the provision of satellite services to licensed entities and directly to end users vary
substantially. Among other things, we may be subject to national communications or broadcasting laws with
respect to our provision of international satellite service. While these vary from country to country, national
telecommunications authorities, with limited exceptions, typically have not required satellite operators to
obtain licenses or regulatory authorizations in order to provide space segment capacity to licensed entities.
“Space segment capacity” consists solely of capacity on a given satellite without any uplink, downlink or other
value-added services.

Many countries, particularly in Latin America, and increasingly in Europe, Africa and Asia, have
liberalized their regulations to permit multiple entities to seek licenses to:

e provide voice, data or video services for their own use or for third-party use;
= own and operate private earth station equipment; and
> choose a provider of satellite capacity.

This trend should accelerate with the commitments by many World Trade Organization members, in the
context of the WTC Agreement on Basic Telecommunications Services, to open their satellite markets to
competition. Many countries allow licensed radio and television broadcasters and cable television providers to
own their own transmission broadcast facilities and purchase satellite capacity without restriction. In these
countries, customer access to our services can be a relatively simple procedure. Other countries, however, have
maintained strict monopoly regimes. In these markets, a single entity, often the government-owned posts,
telephone and telegraph authorities and the pre-privatization Intelsat signatory, may hold a monopoly on the
ownership and operation of facilities or on the provision of communications and/or broadcasting services to,
from, and within the country, including via satellite, making it more difficult for us and other companies to
provide services on U.S.-licensed satellites.

Most countries permit satellite operators to provide space segment capacity without any prior licensing or
authorization. In others, however, a license is required to provide space segment capacity or authorization is
required for specific satellites. We have obtained such licenses in Argentina, Colombia, Ecuador, Guatemala,
Honduras, Pakistan, Paraguay and Peru. Additionally, we have sought service-type licenses in order to provide
certain space segment capacity directly to end users. We have obtained such licenses in Australia and Japan.
In addition, PanAmSat de México has been awarded a concession in Mexico that will permit the joint venture
to serve as the reseller of our services in Mexico.

The ITU Frequency Coordination Process. Each ITU member nation is required to register its proposed
use of orbital slots with the ITU’s Radio Regulations Board. Other nations then may give notice of any use or
intended use of the radio spectrum that would conflict with the proposal. The nations then are obligated to
seek to coordinate the proposed uses and resolve interference concerns. If all disputes are resolved, the ITU
enters the proposed use in its master frequency register which, at least theoretically, protects it from
subsequent or nonconforming interfering uses. The ITU Radio Regulations Board has no dispute resolution or
enforcement mechanisms, however, and international law provides no clear remedies if this voluntary process
fails.

While the right to use most frequencies is determined on a “‘first-come, first-served” basis, the ITU has
“planned” the use of certain frequency bands in specific regions in a manner that effectively reserves for
various countries the right to use those frequencies in accordance with certain technical parameters at a given
orbital location. Our proposed use of BSS frequencies on 11 satellites is subject to issues concerning the ITU’s
BSS band plan.

All of the registrations for our satellites are or will be subject to the ITU coordination process. Certain
entities have filed notices of intended use with respect to certain orbital slots which conflict with our registered
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orbital slots for PAS-2, PAS-4, PAS-7, PAS-8, PAS-10 and Galaxy XI, and our proposed Ku-band
operations at 127 degrees west longitude. In some cases, such filings may delay the receipt of final registration
of such orbital slots with the ITU Radio Regulations Board. See “Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Risks Relating to Our Industry — The fixed
satellite services industry is heavily regulated, both in the United States and elsewhere, and such regulation
could impede us from executing our business plan.”

Recent Developments in Satellite Authovizations

Galaxy XIII/Horizons I.  In 2002, the Japanese telecommunications ministry authorized the operation
of the Ku-band payload on the Galaxy X111/Horizons I satellite by Horizons LLC, which is jointly owned by
JSAT and the Company and which owns and will operate the Ku-band payload of this satellite. Qur use of the
Ku-band payload to provide services in the United States is subject to FCC approval. The C-band payload will
be separately owned by the Company and requires an FCC license which has not yet been granted but which
we expect will be granted. This satellite is scheduled for launch in mid 2003.

Ka-band Authorizations. In December 2002, the Company filed for nine Ka-band licenses through the
Australian Communications Authority (ACA). In January 2003, the Company returned to the FCC for
cancellation all but one of our authorizations to launch and operate Ka-band satellites. This filing and return of
authorizations allows the Company more time to place Ka-band satellites in service and is consistent with the
Company’s long-term Ka-band strategy.

Employees

At December 31, 2002, we had approximately 714 full-time employees. We believe that our employee
relations are good.

Item 2. Properties

Our principal executive offices are located in Wilton, Connecticut, where we commenced a ten-year lease
in July 2001.

We currently operate six teleports and a satellite operations control center in conjunction with our global
satellite network. We operate our primary teleport in Ellenwood, Georgia and operate regional teleports in
Castle Rock, Colorado; Fillmore, California; Homestead, Florida; Napa, California; and Spring Creek, New
York. We own our teleports in Ellenwood, Homestead, Spring Creek, Napa, and Fillmore. We own the
facilities in Ellenwood, Georgia and Long Beach, California. We lease our teleport in Castle Rock, Colorado.
As part of an updating and restructuring of the Company’s terrestrial infrastructure, the Company plans to
permanently close the Homestead, Florida and Spring Creek, New York teleports during 2003 and 2004.

We also lease office space in New York, New York; Ellenwood, Georgia; Manhattan Beach, California;
Washington, D.C.; Coral Gables, Florida; Sydney, Australia; Johannesburg, South Africa; London, England;
Tokyo, Japan; Seoul, South Korea; Hong Kong; Sao Paulo; Brazil and Mumbai, India. Our leases have been
entered into upon terms that we believe to be reasonable and customary.

Item 3. Legal Proceedings

On December 19, 2002, a class action complaint on behalf of certain holders of the Company’s common
stock was filed in the Court of Chancery in the State of Delaware against Hughes Electronics and each of the
members of the Board of Directors of the Company. The complaint alleged that Hughes Electronics and the
Company’s directors breached their fiduciary duty to the stockholders of the Company in connection with the
settlement betwéep Hughes Electronics, GM and EchoStar terminating the EchoStar Transaction in which
Hughes Electronics received $600 million and EchoStar’s contingent obligation to purchase the Company’s
common stock terminated. The class of plaintiffs on whose behalf the lawsuit has been asserted is alleged to
consist of all holders of the Company’s common stock excluding any who are related to or affiliated with any of
the defendants. On January 31, 2003, the defendants filed a motion to dismiss for failure to state a claim upon
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which relief can be granted. Pursuant to Delaware law and the Company’s organizational documents, the
Company has an indemnification obligation to the members of its Board of Directors from liability for certain
matters. Any liability of the Company’s directors for this matter may also be covered under a directors’ and
officers’ liability insurance policy maintained by GM for itself and its subsidiaries, including PanAmSat. The
Company has appointed counsel for its directors and has notified the insurance carrier of this claim.

We periodically become involved in various claims and lawsuits that are incidental to our business. Qther
than the matters described above, we believe that no matters currently pending would, in the event of an
adverse outcome, be material to the Company.

Item 4. Submission of Matters to a Vote of Security Holders

During the fourth quarter of 2002, no matters were submitted to a vote of stockholders through the
solicitation of proxies or otherwise.
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PART KX

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters

PanAmSat Common Stock is listed on the Nasdaq National Market and commenced trading on May 19,
1997 under the symbol “SPOT.”

The following table sets forth, for the calendar periods indicated, the high and low closing sales price per
share for PanAmSat Common Stock, as reported by the Nasdaq National Market.

2002 High Low

ISt QUAT O . . . o oot e $24.64  $20.65
Second QUATIET .. ..ottt N $25.65 $22.22
Third Quarter.......... e $23.51  $17.35
Fourth QUaTtEr . ..o ot $19.90 $14.43
2001 High Low

Farst QUarter. . e $40.25 $34.44
Second QUAMET ...ttt e e $38.96  $33.49
Third QUaTTET . ... ot $37.87  $22.65
Fourth QUarter . . . $23.71  $19.62

As of February 27, 2003, there were approximately 120 holders of record of PanAmSat Common Stock.

To date, the Company has not declared or paid cash dividends on PanAmSat Common Stock. The
Company presently intends to retain future earnings to support the growth of its business and, therefore, does
not anticipate paying cash dividends in the near future. In addition, the indenture and other documents
governing our February 2002 Refinancing limit our ability to pay dividends on our common stock. The
payment of any future dividends on PanAmSat Common Stock will be determined by the Company’s Board of
Directors in light of conditions then existing, including the Company’s earnings, financial condition and capital
requirements, restrictions in financing agreements, business conditions and other factors.

Information regarding compensation plans under which the Company’s equity securities may be issued is
included in Item 12 by incorporation by reference to the Proxy Statement for the Annual Meeting of
Stockholders of PanAmSat Corporation scheduled to be held on May 30, 2003.

26




Item 6. Selected Financial Data

The selected consolidated financial data as of December 31, 2002 and 2001 and for each of the three
years in the period ended December 31, 2002 presented in this table has been derived from our audited
consolidated financial statements and notes thereto appearing elsewhere in this Annual Report. The selected
consolidated financial data as of December 31, 2000, 1999 and 1998 and for the years ended December 31,
1999 and 1998 presented in this table is derived from our audited consolidated financial statements and notes
thereto which are not included in this Annual Report. You should read the selected financial data below in
conjunction with our consolidated financial statements and notes thereto and “Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations.”

Year Ended December 31,
2002 . 2001 2000 1999 1998

(Dollars in Thousands {other than contracted backiog,
which is in billiors, and per share data))

Statement of Income Data:

Revenue: :

Operating leases, satellite services and other .. $ 792,691 $§ 802,194 § 780,256 § 787,509 § 736,624

Qutright sales and sales-type leases(1) ....... 19,599 67,881 243,314 23,108 30,639
Total TEVENMUES . ...\ vvtiieiian e 812,290 870,075 1,023,570 810,617 767,263
Operating costs and expenses:

Cost of outright sales and sales-type leases. . .. — 12,766 85,776 — =

Leaseback expense, net of deferred gains ..... — — — 15,391 47,223

Depreciation and amortization .............. 335,717 414,744 337,450 280,472 234,945

Direct operating costs (exclusive of

depreciation and amortization) ............ 129,189 152,883 149,681 103,973 96,510

Selling, general & administrative expenses .. .. 99,181 116,140 97,462 72,415 70,251

Facilities restructuring and severance costs. . .. 13,708 8,223 — — —_

Gain on insurance claims .................. (40,063) — (3,362) — —

Loss on conversion of sales-type leases ....... 18,690 — — — —

Total operating cost and expenses ......... 556,422 704,756 667,007 472,251 448,929
Income from operations...................... 255,868 165,319 356,563 /338,366 318,334
Interest expense, net{2) ..................... 139,161 111,153 128,205 112,002 97,788
Income before income taxes and extraordinary ,

IEM L 116,707 54,166 228,358 226,364 220,546
Income tax expense . ............. ... ... .... 29,177 23,562 102,761 104,127 95,940
Income before extraordinary item ............. 87,530 30,604 125,597 122,237 124,606
Extraordinary loss on early extinguishment of s

debt, net of taxes(3) .............. .. ..., (2,482) — — : — —
Netineome ....oovvvvinin e $ 85048 § 30,604 $ 125597 § 122,237 § 124,606
Earnings per share before extraordinary item — L

basic and diluted ......................... $ 059 § 020 $ 084 § 082 § 0.83
Earnings per share — extraordinary loss on early ‘

extinguishment of debt — basic and diluted . . . (0.02) — — = —
Earnings per share — basic and diluted . ... ... .. $ 057 § 020 § 084 $ 082 § 0.83
Other Financial Data: '

EBITDA(4) ... s $ 591,585 § 580,063 $ 694,013 § 618,838 § 553,279
EBITDA margin(5) ... .. 73% 67% 68% 76% 72%
Net cash provided by operating activities ....... $ 541,953 § 540,389 § 456,408 § 500,582 § 628,119
Net cash used in investing activities ........... (179,096) (203,836) (394,185) (560,199) (636,465)
Net cash (used in) provided by financing '

activities ... (21,286) (22,632) (50,137) . ..(666) 94,149
Effect of exchange rate changes on cash........ (839) — — - —
Capital expenditures. . ....................... 294,313 338,203 449,560 586,910 738,540
Contracted backlog (at period end; in Lo

billions) (6) + .. $ 555  $ 584 % 60 $ ..61 § 6.3
Total assets . ........ .. i 6,487,738 6,296,810 6,178,351 5,984,709 5,890,497
Total debt and due to affiliates(7) ............. 2,550,000 2,521,542 2,542,758 2,671,342 2,538,409
Total long-term liabilities ................. ... 3,063,003 3,134,897 3,130,086 3,025,577 3,058,480
Total stockholders’ equity .................... 3,077,542 2,992,560 2,954,695 2,815,989 2,688,415
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(2)

(3)

(4)

(5)
(6)
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Under an outright sales contract, we sell all rights and title to a transponder to a customer, which in turn
pays us the full amount of the sale price in cash at the commencement of the contract. At that time, we
recognize the sale amount as revenue and record the cost of the transponder to cost of outright sales.
Under sales-type leases, we recognize as revenue at the inception of the lease the net present value of the
future minimum lease payments, but we continue to receive cash payments from the lessee throughout
the term of the lease. In addition, during the life of the lease, we recognize as revenue the portion of each
periodic lease payment deemed to be attributable to interest income. The principal difference between a
sales-type lease and an operating lease is when we recognize the revenue and related costs, but not when
we receive the cash.

Net of capitalized interest of $27.3 million, $23.3 million, $56.1 million, $60.7 million and $59.9 million
for the years ended December 31, 2002, 2001, 2000, 1999, and 1998, respectively, and net of interest
income of $15.2 million, $13.5 million, $6.8 million, $3.2 million and $10.4 million in 2002, 2001, 2000,
1999 and 1998, respectively.

On February 25, 2002, the Company completed its Refinancing and repaid the $1.725 billion of
indebtedness owed under the term loan to Hughes Electronics (See Note 6 to the Company’s
Consolidated Financial Statements, “Long-term Debt”). In conjunction with this repayment, the
Company was required to write-off the remaining unamortized debt issuance costs of approximately
$3.3 million related to the Hughes Electronics term loan, net of related income taxes of $0.8 million. This
$2.5 million charge was recorded within the Company’s consolidated income statement as an extraordi-
nary loss on early extinguishment of debt. Upon adoption of the provisions of Statement of Financial
Accounting Standards No. 145 (“SFAS 145”) on January 1, 2003, the Company will be required to
reclassify this loss on extinguishment of debt to other expense, as it does not meet the new requirements
for classification as an extraordinary item in accordance with SFAS 145 (See Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Recent Accounting
Pronouncements™).

EBITDA (Earnings Before Interest, Taxes, Depreciation and Amortization) is the sum of operating
profit (loss) and depreciation and amortization. EBITDA in 2002 excludes the extraordinary item that is
applicable for 2002 only. EBITDA is not presented as an alternative measure of operating results or cash
flow from operations, as determined in accordance with accounting principles generally accepted in the
United States of America. PanAmSat’s management uses EBITDA to evaluate the operating perform-
ance of its business, and as a measure of performance for incentive compensation purposes. PanAmSat
believes EBITDA is a measure of performance used by some investors, equity analysts and others to
make informed investment decisions. EBITDA is used as an analytical indicator of income generated to
service debt and fund capital expenditures. In addition, multiples of current or projected EBITDA are
used to estimate current or prospective enterprise value. EBITDA does not give effect to cash used for
debt service requirements, and thus does not reflect funds available for investment or other discretionary
uses. EBITDA as presented herein may not be comparable to similarly titled measures reported by other
companies.

EBITDA margin is EBITDA divided by revenues and is expressed as a percentage.

Contracted backlog represents expected future cash payments to be received from customers under
executed operating leases or sales-type leases. Contracted backlog is attributable to both satellites
currently in orbit and those planned for future launch (See Item 7, “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Liquidity and Capital Resources —
Contracted Backlog for Future Services”).

Includes debt of $2.550 billion, $796.5 million, $817.8 million, $874.2 million and $750.0 million as of
December 31, 2002, 2001, 2000, 1999, and 1998, respectively and due to affiliates of $0, $1.725 billion,
$1.725 billion, $1.797 billion and $1.788 billion as of December 31, 2002, 2001, 2000, 1999, and 1998,
respectively.
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Item 7. Management’s Discussion and Analysis of Financiaf Condition and Results of Operations

The following discussion and analysis should be read in conjunction with the Company’s consolidated
financial statements and the notes thereto appearing elsewhere in this Annual Report.

Cverview

We are the product of the May 1997 merger of PanAmSat International and the Galaxy business of
Hughes Communications, Inc., a subsidiary of Hughes Electronics, into a new publicly held company, which
retained the PanAmSat name. Hughes Electronics, a wholly-owned subsidiary of General Motors Corporation
(“GM?”), indirectly owns approximately 81% of our outstanding common stock.

On October 28, 2001, GM, Hughes Electronics and EchoStar Communications Corporation
(“EchoStar”), announced the signing of definitive agreements that provided for the split-off of Hughes
Electronics from GM and the subsequent merger of the Hughes Electronics business with EchoStar (the
“EchoStar Transaction”). On December 10, 2002, the parties announced the termination of the agreements
stating that the EchoStar Transaction could not be completed within the time allowed due to regulatory
opposition. Under terms of the settlement, EchoStar was released from its contingent obligation to purchase
the PanAmSat business and Hughes FElectronics retained its 81% ownership position in PanAmSat
Corporation.

- Critical Accounting Policies

We prepare the consolidated financial statements of PanAmSat in conformity with accounting principles
generally accepted in the United States of America. As such, we are required to make certain estimates,
judgments and assumptions that we believe are reasonable based upon the information available. These
estimates and assumptions affect the reported amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the periods presented. Management
bases its estimates and judgments on historical experience and on various other factors. ;Due to the inherent
uncertainty involved in making estimates, actual results reported in future periods may be affected by changes
in those estimates. The following represent what PanAmSat believes are the critical accounting policies that
require the most significant management estimates and judgments:

Receivables (Inciuding Net Investment in Sales-Type Leases):

A significant amount of management estimate and judgment is required in determining the amount of
reserves required for the potential non-collectability of receivables. We perform ongoing credit evaluations of
our customers and adjust credit limits based upon payment history and the customer’s current credit
worthiness, as determined by our review of their current credit information. We continuously monitor
collections and payments from our customers and maintain a provision for estimated credit losses based upon
our historical experience and any specific customer collection issues that we have identified. If collectability of
the receivable is not reasonably assured at the time services are performed, the Company.does not initially
record the revenue, but rather records an allowance for customer credits to offset the receivable. If there is a
change in the customer’s financial status or the receivable is collected, revenue is recorded at that time.

While such credit losses described above have historically been within our expectations and the provisions
established, we cannot guarantee that we will experience the same credit loss rates that we have estimated or
historically experienced. As such, additional charges could be incurred in the future to reflect differences
between estimated and actual collections.

Since our long-term receivables and net investment in sales-type leases relate to significant long-term
contracts which are concentrated in a relatively few number of customers, a significant changé in the liquidity
or financial position of any one of these customers could have a material adverse impact on the ¢ollectability of
our long-term receivables or net investment in sales-type leases and our future operating results. Additionally,
if a satellite’s useful life is shortened, and a sales-type lease is recorded on that satellite, we would write off the
portion of the sales-type lease receivable which is uncollectable as a result.
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As of December 31, 2002 and 2001, we had aggregate gross receivables of $303.9 million and
$350.2 million, respectively, related to sales-type lease, operating lease and other long-term receivables. With
respect to these amounts, we maintained an aggregate allowance for doubtful accounts of approximately
$36.0 million and $22.1 million in 2002 and 2001, respectively, including allowances for customer credits (See
“Deferred Charges and Other Assets” and “Accounts Receivable” within Note 2 to the Company’s
Consolidated Financial Statements and Note 3 “Operating Leases and Net Investment in Sales-Type Leases”
to the Company’s Consolidated Financial Statements).

Evaluation of Satellites and Other Long-Lived Assets for Impairment and Satellite Insurance Coverage:

The Company periodically evaluates potential impairment loss relating to its satellites and other long-
lived assets, when a change in circumstances occurs, by assessing whether the carrying amount of these assets
can be recovered over their remaining lives through undiscounted future expected cash flows generated by
those assets (excluding interest charges). If the undiscounted future cash flows were less than the carrying
value of the long-lived asset, an impairment charge would be recorded. The impairment charge wouid be
measured as the excess of the carrying value of the long-lived asset over the present value of estimated
expected future cash flows using a discount rate commensurate with the risks involved. Losses on long-lived
assets to be disposed of are determined in a similar manner except that fair values are reduced for the cost of
disposal. Changes in estimates of future cash flows could result in a write-down of the asset in a future period.

In the event a portion of a satellite was rendered inoperative and/or incapable of performing its intended
function, the Company would apply the concepts of FASB Statement No. 144, “Accounting for the
impairment or Disposal of Long-Lived Assets” (“SFAS 144”).This supersedes FASB Statement No. 121,
“Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of,” in the
determination of whether an impairment loss had occurred. If an impairment loss was indicated, such amount
would be recognized in the period of occurrence, net of any insurance proceeds to be received so long as such
amounts are determinable and receipt is probable. If no impairment loss was indicated in accordance with
SFAS 144 and the Company received insurance proceeds, the proceeds would offset the carrying value of the
satellite. In the event that the insurance proceeds received exceeded the carrying value of the satellite, the
excess of the proceeds over the carrying value of the satellite would be recognized in the income statement.

In the event a portion of a satellite was rendered inoperative and/or incapable of performing its intended
function and the satellite was not insured, the Company would apply the concepts of SFAS 144 in the
determination of whether an impairment loss had occurred. In the event an impairment loss had occurred,
such amount would be recognized in the period of occurrence. If no impairment loss was required as
calculated under SFAS 144, the Company would make a determination, based on the facts and circumstances
at the time of occurrence, if disclosure of the event in the accompanying notes is required.

Certain losses of a satellite may not be covered by launch or in-orbit insurance policies. Some of our
satellites are covered by insurance policies that are subject to significant health-related exclusions and
deductibles related to specific components identified by the insurers as the most likely to fail and some of our
satellites are uninsured (see “Risks Relating to Our Business — Qur financial condition could be materially
and adversely affected if we were to suffer a loss that is not adequately covered by insurance”).

Valuation of Goodwill:

PanAmSat evaluates the carrying value of goodwill on an annual basis, and when events and circum-
stances warrant such a review in accordance with Statement of Financial Accounting Standards (“SFAS”)
No. 142, “Goodwill:and Other Intangible Assets,” which is described in Note 2 and Note 5 to the Company’s
Consolidated Financial Statements. SFAS No. 142 requires the use of fair value in determining the amount of
impairment, if any, for recorded goodwill. In conjunction with the Company’s goodwill impairment assess-
ments, the Company utilized an independent valuation expert to assist the Company in assessing the fair value
of its reporting unit using a discounted cash flow approach. No charge was required as a result of these
impairment assessments. Changes in estimates of future cash flows could result in a write-down of the asset in
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a future period. If such an impairment loss results from future impairment tests, the loss will be recorded as a
pre-tax charge to operating income. The amount of any loss resulting from future impairment tests could be
material to PanAmSat’s results of operations.

Restructuring Reserves:

Upon approval of a restructuring plan by management, the Company may be required to record certain
restructuring reserves. Prior to the adoption of SFAS 146, “Accounting for Costs Associated with Exit or
Disposal Activities” (“SFAS 146”) on January 1, 2003, the Company accounted for its restructuring charges
in accordance with Emerging Issues Task Force (EITF) Issue No. 94-3, “Liability Recognition for Certain
Employee Termination Benefits and Cther Costs to Exit an Activity (including Certain Costs Incurred in a
Restructuring)” (“EITF 94-3"). SFAS 146 requires that a liability for a cost associated with an exit or
disposal activity be recognized when the liability is incurred, whereas, under EITF Issue No, 94-3, a liability
for an exit cost was recognized at the date of an entity’s commitment to an exit plan. The Company’s
restructuring reserves as of December 31, 2002 were all recorded pursuant to EITF 94-3. These reserves relate
primarily to future lease costs for unused leased facilities and severance related costs, including employee
compensation and employee benefits, outplacement services and legal and consulting expenses associated with
reductions in workforce. The liabilities recorded related to the severance costs are primarily short-term, as
these liabilities will be paid within one year. The liabilities related to future lease costs are primarily long-term
as the related lease payments will be made over the remaining lease terms, a majority of which are greater
than one year. Additionally, in conjunction with the Company’s teleport consolidation plan, which was
approved in January 2003, certain additional restructuring charges will be recorded during 2003 and 2004, as
the related liabilities are incurred.

Inherent in the estimation of these restructuring costs are assessments related to the most likely expected
outcome of the significant actions to accomplish the restructuring. Changing business conditions may affect
the assumptions related to the timing and extent of facility closure activities. We review the status of
restructuring activities on a quarterly basis and, if appropriate, record changes based on updated estimates.

Depreciable Satellite Lives:

The estimated useful lives of the Company’s satellites are based upon the lower of the satellite’s design
life or the estimated life of the satellite as determined by an engineering analysis performed during initial in-
orbit testing. As the telecommunications industry is subject to rapid technological change and the Company’s
satellites have been subject to certain health related anomalies, the Company may be required to revise the
estimated useful lives of its satellites and communications equipment or to adjust their carrying amounts.
Accordingly, the estimated useful lives of the Company’s satellites are periodically reviewed using current
engineering data. If a significant change in the estimated useful lives of our satellites is identified, the
Company accounts for the effects of such changes on depreciation expense on a prospective basis. Reductions
in the estimated useful lives of our satellites would result in additional depreciation expense in future periods.
If the reduction in the estimated useful life of a satellite results in undiscounted future cash flows for the
satellite which are less than the carrying value of the satellite, an impairment charge would be recorded.

Deferved Taxes:

We recognize deferred tax assets and liabilities based on the differences between the financial statement
carrying amounts and the tax bases of assets and liabilities. PanAmSat regularly reviews its deferred tax assets
for recoverability and establishes a valuation allowance in order to reduce the Company’s deferred tax assets
based on an evaluation of the amount of deferred tax assets that management believes are more likely than not
to be ultimately realized in the foreseeable future. Management establishes this valuation allowance based
upon historical taxable income, projected future taxable income, and the expected timing of the reversals of
existing temporary differences. If we continue to operate at a loss for tax purposes or are unable to generate
sufficient future taxable income, or if there is a material change in the actual effective tax rates or time period
within which the underlying temporary differences become taxable or deductible, we could be required to
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establish a valuation allowance against all or a significant portion of our deferred tax assets resulting in a
substantial increase in our effective tax rate and a material adverse impact on our operating results.

We currently operate under a federal income tax sharing arrangement with Hughes Electronics, our
parent corporation. In accordance with such arrangement, we provide for current and deferred income taxes as
if we were the common parent of an affiliated group that is not included in the consolidated federal income tax
return that includes Hughes Electronics. At December 31, 2002, our balance sheet reflected a deferred tax
asset in the amount of $192.6 million attributable to the future benefit from the utilization of certain net
operating tax loss carryforwards, alternative minimum tax credits and foreign tax credits. Such tax sharing
arrangement with Hughes Electronics does not provide for the payment by Hughes Electronics for any benefit
relating to any of our then-remaining net operating loss carryforwards or other tax attributes once we are no
longer included in the same affiliated group with Hughes Electronics (see “Certain Relationships and Related
Transactions — Transactions with Hughes Electronics and Its Affiliates — Tax Sharing Arrangement”).

Results of Operations
Year Ended December 31,
2002 2001 2000
(In thousands, except per share data)

Revenues
Operating leases, satellite services and other ............................... $792,691  $802,194 $§ 780,256
Outright sales and sales-type leases . .......... .. ..o i, 15,599 67,881 243,314

Total TEVENUES . . o ottt e 812,290 870,075 1,023,570
Costs and expenses
Cost of outright sales and sales-type leases. .......... ... ... it — 12,766 85,776
Depreciation and amortization ........ ... .. i 335,717 414,744 337,450
Direct operating costs (exclusive of depreciation and amortization) ............ 129,189 152,883 149,681
Selling, general and administrative expenses. . . ...ttt 99,181 116,140 97,462
Facilities restructuring and severance CostS. .. ..........iierunerinnennn s, 13,708 8,223 —
Gain on insurance ¢laims ... ... e e (40,063) — (3,362)
Loss on conversion of sales-type lease ............. ..o, 18,690 — —

Total operating cost and EXPenses .. ...........vuirinnerinininaennnan, 556,422 704,756 667,007
Income from OpPerations . . ... ..ottt e 255,868 165,319 356,563
Interest expense, Nt .. ... i e 139,161 111,153 128,205
Income before income taxes and extraordinary item ......................... 116,707 54,166 228,358
INCOME 18X EXPOIMSE & oot i it e ettt et e 29,177 23,562 102,761
Income before extraordinary ftem . ....... ... it e 87,530 30,604 125,597
Extraordinary loss on early extinguishment of debt, net of income taxes ........ (2,482) — —
Nt IMCOME .« . vttt et e e e e e $ 85,048 $ 30,604 $§ 125,597
Earnings per share before extraordinary item - basic and diluted .............. $ 059 5 020 3 0.84
Earnings per share — extraordinary loss on early extinguishment

of debt —basicand diluted ........ ... .. .. . (0.02) — —

Net income per share — basic and diluted . ................................ $ 057 $§ 020 § 0.84
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CONSOLIDATED RESULTS

2002 Compared to 2001

Revenues. Total revenues for the year ended December 31, 2002 were $812.3 million, a decrease of
$57.8 million, or 6%, from $870.1 million for the same period in 2001. This decrease is primarily the result of
$45.5 million of new sales-type lease revenue recorded during the year ended December 31, 2001, for which
there was no comparable revenue during the year ended December 31, 2002. Virtually all of the revenues from
sales-type lease agreements are recognized at service commencement, whereas revenues from operating lease
agreements are recognized monthly over the term of the agreement. Operating lease revenues from video
services, decreased by 2% to $515.3 million for the year ended December 31, 2002 compared to $525.7 million
for the same period in 2001. This decrease was primarily due to lower net new business related to program
distribution and DTH video revenues of $15.7 million, as well as lower revenues recorded in 2002 as a result of
customer credit issues of $4.0 million. These decreases were partially offset by an increase in occasional video
services revenues of $6.0 million, which primarily related to the 2002 FIFA World Cup, and higher
termination fee revenues of $4.9 million recorded during the year ended December 31, 2002. Operating lease
revenues from network services were $219.1 million for the year ended December 31, 2002, as compared to
$219.5 million recorded for the year ended December 31, 2001. This decrease is primarily attributable to
reduced revenues recorded as a result of customer credit issues of $8.4 million and lower Internet related
revenues of $2.3 million, partially offset by $9.6 million of additional network services revenues recorded
during the year ended December 31, 2002.

Revenues from operating leases of transponders, satellite services and other decreased $9.5 million, or 1%,
to $792.7 million, or 98% of total revenues, for the year ended December 31, 2002, from $802.2 million, or
92%, of total revenues, for the same period in 2001. This decrease was primarily due to lower program
distribution and DTH video revenues, partially offset by an increase in occasional video services revenue which
was largely attributable to the 2002 FIFA World Cup. Revenues from outright sales and sales-type leases were
$19.6 million for the year ended December 31, 2002, a decrease of $48.3 million, compared to $67.9 million
for the year ended December 31, 2001. This decrease is primarily the result of the $45.5 million of new sales-
type lease revenue recorded during the year ended December 31, 2001 which was discussed above. Included
within total sales and sales-type lease revenue for the years ended December 31, 2002 and 2001 was interest
income related to sales-type leases of $19.6 million and $22.4 million, respectively.

Cost of Outright Sales and Sales-Type Leases of Transponders. The Company recorded $12.8 million of
costs of sales-type leases of transponders for the year ended December 31, 2001 for which there was no
comparable transaction in 2002. :

Direct Operating Costs.  Direct operating costs decreased $23.7 million, or 15%, to $129.2 million for the
year ended December 31, 2002, from $152.9 million during the same period in 2001. The decrease in direct
operating costs was primarily related to the operational streamlining that has occurred over the last year
including lower webcast services (previously called NET-36) costs of $10.2 million and lower consulting and
professional fees of $5.3 million. In addition, the Company recorded additional costs of $4.4 million in 2001 as
compared to 2002 as a result of the Company’s revenue share with the Galaxy VIII-i insurers.

Selling, General and Administrative Expenses. Selling, general and administrative costs decreased
$16.9 million, or 15%, to $99.2 million for the year ended December 31, 2002, from $116.1 million during the
same period in 2001. The decrease was primarily due to decreased expenses related to webcast services of
$8.9 million, reduced advertising and promotional costs of $3.0 million, decreased bad debt expense of
$2.7 million, and lower legal and professional costs of $2.5 million.

Facilities Restructuring and Severance Costs. TFacilities restructuring and severance costs increased
$5.5 million, or 67%, to $13.7 million for the year ended December 31, 2002, from $8.2 million in 2001. The
2002 costs are primarily attributable to the restructuring of certain of the Company’s facilities. The 2001 costs
represent severance charges related to the Company’s expense reduction and webcast services restructuring
plan which commenced in the third quarter of 2001 (See Note 10 to the Company’s Consolidated Financial
Statements, “Facilities Restructuring and Severance Costs™).
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Gain on Insurance Claims. During the year ended December 31, 2002, the Company recorded a gain of
approximately $40.1 million related to the PAS-7 insurance claim, which reflects the net proceeds agreed to
by the insurers of $215 million less the net book value of the PAS-7 satellite, including incentive obligations.
(See “Liquidity and Capital Resources — Insurance Settlements” below). There was no comparable
transaction during 2001.

Loss on Conversion of Sales-Type Leases. On March 29, 2002, the Company entered into an agreement
with one of its customers regarding the revision of the customer’s sales-type lease agreements as well as certain
other trade receivables. This agreement resulted in the termination of the customer’s sales-type leases and the
establishment of new operating leases in their place. As a result, the Company recorded a non-cash charge in
the year ended December 31, 2002 of $18.7 million. There was no comparable transaction in 2001.

Depreciation and Amortization. Depreciation and amortization decreased $79.0 million, or 19%, to
$335.7 million for the year ended December 31, 2002, from $414.7 million during the same period in 2001.
This decrease is primarily due to the elimination of goodwill amortization as a result of the adoption of
Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets”
(“SFAS 142”) during 2002 of approximately $65 million, lower depreciation related to Galaxy VIII-i of
$31.0 million which was fully depreciated in July of 2002, and lower depreciation expense recorded in 2002 of
$12.3 million as a result of the write-off of our PAS-7 satellite during the first quarter of 2002 (See “Gain on
Insurance Claims” above). These decreases were partially offset by an increase in non-satellite depreciation of
$16.7 million and additional depreciation expense of $13.5 million related to three satellites placed in-service
during 2001 and 2002.

Income from Operations. Income from operations increased $90.5 million, or 55%, to $255.9 million for
year ended December 31, 2002 from $165.3 million during the same period in 2001. Excluding $32.7 million
related to the sales-type lease recorded during the year ended December 31, 2001 the increase was primarily
due to the Company’s operational streamlining that has occurred over the last year, the elimination of goodwill
amortization as a result of the adoption of SFAS 142 (See “Recent Accounting Pronouncements” below)
during the first quarter of 2002, and several significant transactions, which were recorded during the year
ended December 31, 2002. These significant transactions included the recording of a $40.1 million gain in
relation to the settlement of the PAS-7 insurance claim; the recording of additional net facilities restructuring
and severance charges of $5.5 million related to several of the Company’s U.S. locations; and the recording of
a $18.7 million loss on the conversion of several sales-type leases to operating leases by one of the company’s
customers.

Interest Expense, Net. Interest expense, net increased $28.0 million, or 25%, to $139.2 million for the
year ended December 31, 2002 compared to $111.2 million during the same period in 2001. Interest expense,
net was recorded net of capitalized interest of $27.3 million and $23.3 million during 2002 and 2001,
respectively, and net of interest income of $15.2 million and $13.5 million during 2002 and 2001, respectively.
The increase in interest expense, net was primarily attributable to higher interest expense related to the new
debt acquired as a result of the Refinancing partially offset by higher capitalized interest of $4.0 million.

Income Tax Expense. Income tax expense increased $5.6 million, or 24%, to $29.2 million for the year
ended December 31, 2002, compared to $23.6 million during the same period in 2001. The increase in income
tax expense for the twelve months ended December 31, 2002, was primarily due to an increase of $62.5 million
in income before income taxes and extraordinary item. The reduction in the Company’s effective income tax
rate from 43.5% in 2001 to 25% in 2002 was primarily a result of the elimination of goodwill amortization due
to the adoption of SFAS 142.

Extraordinary Loss on Early Extinguishment of Debt.  On February 25, 2002, the Company completed
its Refinancing and repaid the $1.725 billion indebtedness owed under the term loan to Hughes Electronics
(See “Liquidity and Capital Resources — Long-term Debt” below). In conjunction with this repayment, the
Company was required to write-off the remaining unamortized debt issuance costs of approximately
$3.3 million related to the Hughes Electronics term loan, net of related income taxes of $0.8 million. This
$2.5 million charge was recorded within the Company’s consolidated income statement for the twelve months
ended December 31, 2002 as an extraordinary loss on early extinguishment of debt. There was no comparable
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transaction in 2001. Upon adoption of the provisions of Statement of Financial Accounting Standards No. 145
(“SFAS 145”) on January 1, 2003, the Company will be required to reclassify this loss on extinguishment of
debt to other expense, as it does not meet the new requirements for classification as an extraordinary item in
accordance with SFAS 145 (See “Recent Accounting Pronouncements” below).

2001 Compared to 2000

Revenues. Total revenues for the year ended December 31, 2001 were $870.1 million, a decrease of
$153.5 million, or 15%, from $1,023.6 million for the same period in 2000. This decrease was primarily due to
$219.2 million of new outright sales and sales-type lease revenues recorded during the year ended Decem-
ber 31, 2000 compared to $45.5 million of new sales-type lease revenues recorded during the same period in
2001. Virtually all of the revenues from outright sales and sales-type lease agreements are recognized at
service commencement, whereas revenues from operating lease agreements are recognized monthly over the
term of the agreement. Video services revenues, excluding revenues from new sales-type lease activity,
increased by 1% to $548.1 million for the year ended December 31, 2001 compared to $541.4 million for the
same period in 2000. This increase was primarily due to new DTH services that commenced late in the third
quarter of 2000 and generated a full year of revenue in 2001. Network services revenues, excluding new
outright sales, increased 6% to $219.5 million for the year ended December 31, 2001 compared to
$207.9 million for the same period in 2000, primarily due to growth in Internet-related services.

Revenues from operating leases of transponders, satellite services and other increased $21.9 million, or
3%, to $802.2 million, or 92% of total revenues, for the year ended December 31, 2001, from $780.3 million, or
76%, of total revenues, for the same period in 2000. The increase was primarily due to increased DTH and
Internet related services during 2001. Revenues for the year ended December 31, 2001, excluding new sales
and sales-type leases, increased by $20.2 million, or 3%, to $824.6 million compared to $804.4 million during
the same period in 2000. Revenues from outright sales and sales-type leases were $67.9 million for the year
ended December 31, 2001, a decrease of $175.4 million, compared to $243.3 million for the year ended
December 31, 2000. This decrease is attributable to the decrease in new outright sales and sales-type lease
transactions in 2001 as compared to 2000 which was discussed above. Included within total sales and sales-
type lease revenue for the years ended December 31, 2001 and 2000 was interest income related to sales-type
leases of $22.4 million and $24.1 million, respectively.

Cost of Outright Sales and Sales-Type Leases of Transponders. The Company recorded $12.8 million of
costs of sales-type leases of transponders for the year ended December 31, 2001 compared to $85.8 million
during the same period in 2000. The decrease in 2001 was primarily due to the greater number of outright sale
and sales-type lease agreements recorded in 2000 than in 2001.

Direct Operating Costs. Direct operating costs increased $3.2 million, or 2%, to $152.9 million for the
year ended December 31, 2001, from $149.7 million during the same period in 2000. The increase in direct
operating costs was primarily related to increased costs related to additional headcount to support the
company’s services of $6.3 million, increased costs related to continued fleet expansion of $8.5 million and
increased costs related to the development of the Company’s NET-36 initiative (now called webcast services)
of $3.0 million, offset partially by lower insurance costs of $9.1 million resulting from additional self-insured
satellites and lower consulting and third party costs during 2001 as compared to 2000.

Selling, General and Administrative Expenses. Selling, general and administrative costs increased
$18.6 million, or 19%, to $116.1 million for the year ended December 31, 2001, from $97.5 million during the
same period in 2000. The increase was primarily due to increased bad debt expense of $10.0 million, increased
expenses related to the development of the webcast services initiative of $8.5 million and increased costs
related to additional headcount to support the Company’s services of $11.9 million, offset partially by reduced
advertising and promotions costs of $3.3 million and lower legal and consulting costs of $6.6 million.

Facilities Restructuring and Severance Costs. The Company recorded severance costs of $8.2 million for
the year ended December 31, 2001 for which there were no comparable costs during the same period in 2000.
These costs were related to the Company’s expense reduction and NET-36 restructuring plan that began in
the third quarter of 2001 and were primarily comprised of employee compensation and employee benefits,
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outplacement services and legal and consulting expenses associated with the reduction in workforce of
147 employees. Also included in these costs was approximately $3.3 million that relates to costs associated
with the resignation of the former Chief Executive Officer of PanAmSat in August 2001. These severance
costs were primarily related to employee compensation and employee benefits. Approximately $5.3 million of
the $8.2 million of total severance costs were paid during 2001 and approximately $2.9 million were recorded
within accrued liabilities on the consolidated balance sheet at December 31, 2001. Substantially all of the
remaining accrued severance costs at December 31, 2001 are expected to be paid during 2002.

Depreciation and Amortization. Depreciation and amortization increased $77.2 million, or 23%, to
$414.7 million for the year ended December 31, 2001, from $337.5 million during the same period in 2000,
due primarily to accelerated depreciation on the Galaxy VIII-i satellite, depreciation expense associated with
two new satellites placed into service in 2001, and 2001 being the first full year of depreciation expense
associated with four new satellites that were placed into service in 2000.

Income from Operations. Income from operations decreased $191.3 million, or 54%, to $165.3 million
for year ended December 31, 2001 from $356.6 million during the same period in 2000. The decrease was
primarily due to the gross profit associated with $219.2 million of new outright sales and sales-type lease
agreements that were recorded in 2000 compared to the gross profit associated with $45.5 million related to a
new sales-type lease agreement that was recorded in 2001. Also contributing to the decrease in income from
operations were increased direct operating and selling, general and administrative costs and increased
depreciation expense for the year ended December 31, 2001 compared to the same period in 2000.

Interest Expense, Net. Interest expense, net decreased $17.0 million, or 13%, to $111.2 million for the
year ended December 31, 2001 compared to $128.2 million during the same period in 2000. Interest expense,
net was recorded net of capitalized interest of $23.3 million and $56.1 million during 2001 and 2000,
respectively and net of interest income of $13.5 million and $6.8 million during 2001 and 2000, respectively.
The decrease was due primarily to decreased interest expense as a result of lower interest rates associated with
the Company’s variable rate borrowings and higher interest income as a result of a higher cash balance in 2001
than in 2000. These items were partially offset by a reduction in capitalized interest as a result of a lower
amount of satellite construction in progress during 2001 than in 2000.

Income Tax Expense. Income tax expense decreased $79.2 million, or 77%, to $23.6 million for the year
ended December 31, 2001 compared to $102.8 million during the same period in 2000. The decrease in
income tax expense for the twelve months ended December 31, 2001, was due to decreased income from
operations which resulted in a decrease in taxable income of $174.2 million for the year ended December 31,
2001, as well as a decrease in the Company’s effective tax rate from 45% in 2000 to 43.5% in 2001 as a result
of the greater beneficial effects of the Foreign Sales Corporation replacement legislation known as the
Exclusion for Extraterritorial Income.

Goodwill

On January 1, 2002, the Company adopted SFAS 142. Among other things, SFAS 142 provides that
intangible assets with finite useful lives be amortized and that goodwill and intangible assets with indefinite
lives not be amortized, but rather be tested for impairment annually or when a change in circumstances
occurs. PanAmSat has determined that, for such impairment testing, the Company has only one reporting
unit, which is at the enterprise level.

In the quarter ended June 30, 2002, the Company completed its transitional assessment of the
recoverability of its goodwill and determined that no impairment charge was required. In the third quarter of
2002, PanAmSat disclosed that it will perform its annual impairment test for its reporting unit during the
fourth quarter of each year, beginning with the fourth quarter of 2002. In conjunction with this annual
impairment test, the Company utilized an independent valuation expert to assist the Company in assessing the
fair value of the reporting unit. This independent valuation, which was prepared utilizing a discounted cash
flow approach, resulted in a fair value for the reporting unit which exceeded the carrying value of the
Company’s goodwill and, as such, no impairment charge was required. If an impairment loss results from
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future impairment tests, the loss will be recorded as a pre-tax charge to operating income. The amount of any
loss resulting from future impairment tests could be material to PanAmSat’s results of operations.

The adoption of SFAS 142 resulted in the elimination of goodwill amortization beginning January 1,
2002. As of December 31, 2002, the Company had goodwill of approximately $2.24 billion and no other
intangible assets. Prior to the adoption of SFAS 142, our annual goodwill amortization was approximately
$65 million. Net income and earnings per share for the years ended December 31, 2002, 2001, and 2000
adjusted to exclude amortization expense related to goodwill which is no longer amortized, are as follows:

Year Ending December 31,

2002 2001 2000

Income before extraordinary item:
Reported income before extraordinary item.................. $87,530  $30,604  $125,597
Goodwill amortization .............c.uririntirn . — 64,960 64,960
Adjusted income before extraordinary item .................. $87,530  $95,564  $190,557
Net income:
Reported net income ......... ... i, $85,048  $30,604  $123,597
Goodwill amortization ............. . — 64,960 64,960
Adjusted net INCOME . .. ...ttt ittt $85,048  $95,564  $190,557
Earnings per share before extraordinary item

— basic and diluted:
Reported earnings per share before extraordinary item

—basicand diluted ........... . ... .. .. $ 059 $ 020 $§ 084
Goodwill amortization per share ........................... — 0.43 0.43
Adjusted earnings per share before extraordinary item

—basicand diluted ............ ... ... o $§ 059 §$ 063 $ 127
Net income per share — basic and diluted:
Reported net income per share — basic and diluted........... $ 057 $§ 020 § 084
Goodwill amortization per share ............. ... ... ... ... — 0.43 0.43
Adjusted net income per share — basic and diluted........... $ 057 §$ 063 § 1.27

Significant Accounting Policies — Resuits of Operations

The significant accounting policies which we believe are the most critical to aid in fully understanding
and evaluating our reported financial results include the following:

Revenue Recognition:

As a leading global facilities-based provider of video, broadcasting and network services through
satellites, we derive our revenue primarily from our video and network services. Cur video services generate
the majority of our revenues. We expect video services to continue to generate the majority of our revenues.
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For 2002, 2001 and 2000 we derived our revenues from the following service areas:

Year Ended December

1,

Services 2_(]9_2 _20& M
VIO SEIVICES . . oot i et e 66% 68% 69%
N EtWOTK SEIVICES . o oottt et et et e e 27 25 26
Otherservices ...... ... I -

Total . .. 100% 100% 100%

We generally enter into operating lease contracts with customers to provide satellite transponders and
transponder capacity and, in certain cases, earth station and teleport facility services. On occasion, we have
also entered into outright sales and sales-type lease contracts with our customers. The length of these contracts
typically ranges from one vear to the useful life of the satellite which can be up to 15 years, Almost all of our
contracts are denominated in U.S. dollars.

Operating Leases and Short-Term Agreements

Operating leases are contracts to provide satellite capacity and related services typically for periods of one
to 15 years. Long-term operating leases provide us with a stable and predictable source of revenue. Short-term
leases and occasional services fill spot market demand. We generally recognize revenues from operating leases
on a straight-line basis over the lease term, unless collectability is not reasonably assured. Differences between
operating lease payments received and revenues recognized are deferred as, or amortized from, operating lease
receivables. Revenues for occasional services are recognized as services are performed and billed. Except for
certain deposits, the Company is not obligated to refund operating lease payments previously made. Operating
lease, satellite services and other revenues for the years ended December 31, 2002, 2001, and 2000 represented
97.6%, 92.2% and 76.2%, respectively, of our consolidated revenues for those periods. The lower percentage of
consolidated revenue in 2000 was due primarily to the large amount of sales-type leases and outright sales that
we recorded during 2000.

Sales-Type Leases

Lease contracts qualifying for capital lease treatment (typically based, among other factors, on the term
of the lease) are accounted for as sales-type leases. Sales-type leases are similar to operating leases except that
under sales-type leases, we recognize as revenue at the inception of the lease the net present value of the
future minimum lease payments, but we continue to receive cash payments from the lessee throughout the
term of the lease. In addition, during the life of the lease, we recognize as revenue the portion of each periodic
lease payment deemed to be attributable to interest income. The principal difference between a sales-type
lease and an operating lease is when we recognize the revenue, but not when we receive the cash.

We have entered into sales-type leases at the request of customers seeking to obtain capital lease
treatment of the lease agreement. As of December 31, 2002 we had sales-type lease arrangements covering
20 transponders, in 36 MHz equivalents, on our 21 satellites currently in orbit. Typically, our long-term leases
qualify as sales-type leases under the relevant accounting standards because the terms of the leases are equal
to 75% or more of the estimated economic life of the related satellite. During the years ended December 31,
2002, 2001, and 2000, we recorded revenue of $0, $45.5 million and $165.8 million, respectively, related to new
sales-type leases. We do not expect to enter into a significant amount of sales-type leases in the future,
although this result may change in response to future customer requests.

Outright Sales Contracts

Under an outright sales contract, we sell all rights and title to a transponder to a customer, which in turn
pays us the full amount of the sale price in cash at the commencement of the contract. At that time, we
recognize the sale amount as revenue. We have sold the rights to 41 transponders, in 36 MHz equivalents, on
our 21 satellites currently in orbit. In 2000, outright sales were $53.4 million, or approximately 5% of our
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revenues. We did not enter into any outright sales during the years ended December 31, 2002 or 2001, and we
expect outright sales of transponder capacity to occur infrequently in the future, as requested by our
customers.

TT&C Services and Other Services

We provide TT&C services for satellites owned by other satellite operators and also in connection with
outright sales contracts. Revenues from TT&C service agreements represented approximately 3.5%, 3.0% and
2.7% of our revenues for the years ended December 31, 2002, 2001 and 2000, respectively. TT&C agreements
entered into in connection with our lease contracts are typically for the period of the related lease agreement.
TT&C services provided in connection with outright sales contracts are typically for the term of the sale
contract and require the customer to pay a monthly service fee. For a significant portion of our customer lease
agreements, we perform TT&C services for the customer but the fees for such services are included in the
customer’s monthly lease payment.

Our other services include in-orbit backup service, which is backup transponder capacity that we reserve
for certain customers on agreed terms. We recognize revenues for in-orbit protection services over the term of
the related agreement. Revenues from in-orbit protection for 2002, 2001 and 2000 were approximately 3.2%,
3.3% and 2.5%, respectively, of our revenues.

Contracted Backlog

Contracted backlog represents expected future cash payments to be received from customers under
executed operating leases or sales-type leases (See Note 3 to the Company’s Consolidated Financial
Statements, “Operating Leases and Net Investment in Sales-type Leases”). Contracted backlog is attributa-
ble to both satellites currently in orbit and those planned for future launch. Gur contracted backlog for future
services at December 31, 2002, 2001, and 2000 was $5.55 billion, $5.84 billion and $6.0 billion, respectively.
Of the $5.55 billion of contracted backlog at December 31, 2002, we expect to realize approximately
$717 million as revenue in 2003. Included in contracted backlog at December 31, 2002 was approximately
$0.79 billion related to satellites to be launched. See “Liquidity and Capital Resources — Contracted Backlog
for Future Services.” At December 31, 2002, our contracted backlog was comprised of the following:

Contracted Backlog at

Category December 31, 2002
(In billions)
VIAEO SETVICES oottt ettt et e e e e e e $4.69
INEIWOTK SEIVICES . . . ot ottt e et e et e e 0.83
Other .. e _0.03
Total . $5.55

Geographic Distribution of Revenues

Almost all of our contracts are denominated in U.S. dollars. For the years ended December 31, 2002,
2001 and 2000 we derived our revenues from operations in the following regions, shown in percentages:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,

Region 2002 2001 2000
United States .. ... e 42% 40% 49%
Latin America ...t 23 22 18
ASIa . e 16 17 16
Other. ... o 19 21 17
Total ... 100% 100% 100%




Costs and Expenses:

In general, our costs and expenses are largely fixed in nature, providing us with the ability to recognize
significant incremental revenues without significant incremental costs once we have launched a satellite. Our
costs and expenses include direct operating costs, selling, general and administrative costs, depreciation and
amortization, and costs associated with the outright sale or sales-type lease.

Direct operating costs are primarily comprised of costs to operate and maintain our satellites such as
engineering and operations costs, in-orbit insurance costs and third-party charges generally associated with the
provision of special ¢vents and occasional services. Selling, general and administrative costs primarily consist
of sales and marketing expenses, salaries and benefits, and corporate general and administrative expenses. At
the inception of an outright sale or a sales-type lease, the cost basis of the transponder and related insurance is
charged to cost of the outright sale or sales-type lease.

We have reduced our operating cost structure in order to improve our operating efficiency. Since July
2001, we have streamlined our operations, rationalized headcount and reduced general operating expenses. For
the year ended December 31, 2002, our direct operating costs and selling, general and administrative expenses
decreased a combined $40.6 million to $228.4 million as compared to $269.0 million in 2001. This decrease
was primarily due to our continued focus on operational efficiencies.

Satellite Deployment Plan and Planned Satellites
Satellite Deployment Plan

Our construction and launch strategy is to replace existing satellites as they approach the end of their
useful lives or encounter other reductions or risks to their useful lives with new satellites to meet customer
needs. Since the fourth quarter of 1999, we have launched seven satellites, in part to replace existing satellites
and in part to serve markets in which we believe there is or will be a significant demand for additional
transponders. All of these seven satellites have significant contracted backlog. In addition, we intend to
selectively expand our global coverage, capacity and service offerings by deploying satellites into new orbital
locations where we perceive sufficient customer demand and market opportunities. In many cases, a “retired”
satellite may be capable of continuing to offer services beyond the time that its replacement is deployed. In
these cases, we typically seek to co-locate the older satellite with the new satellite or to move the older satellite
to an interim location, in each case subject to applicable U.S. and foreign regulatory approvals.

We generally enter into launch contracts for the launch of both specified and unspecified future satellites.
For example, we may enter into a contract with a launch provider for the launch of multiple satellites, though
the identity of all such satellites may not be determined at the time we enter into the contract. We believe that
entering into multi-launch contracts in this manner gives us better terms and provides us with a hedge against
the potential of increasing launch prices. Each of our launch contracts provides that we may terminate the
contract at our option, subject to our payment of a specified termination fee that increases in magnitude as the
applicable launch date approaches. In addition, in the event of the failure of any launch, we may exercise the
right to obtain a replacement launch within a specified period.

The normal delivery time for the construction of a satellite is approximately 24 months. Purchase
agreements generally require us to pay the majority of the total contract price for each satellite during the
period of the satellite’s construction, with the remainder of the contract price payable to the manufacturer in
the form of incentive payments based on orbital performance over the design life of the satellite following
launch. The contracts also provide for price reductions or payments by the manufacturer in the event of late
delivery due to the manufacturer’s fault. The contracts contain provisions that would enable us to terminate
them with or without cause. If terminated without cause, we would be subject to substantial termination
liabilities that escalate with the passage of time. If terminated for cause {including if delivery is late by a
specified period of months), we would be entitled to recover any payments we made under the contract and to
certain additional damages as specified in the contract.
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We seek competitive bids from satellite manufacturers before entering into construction contracts.
Notwithstanding the fairly small number of satellite manufacturers worldwide, we believe that the satellite
production industry is highly competitive, thereby providing us with favorable pricing and alternative sources
of supply.

Planned Satellites
We expect to launch up to four satellites by the end of 2005, including:

o Galaxy XII. This C-band satellite is being constructed by Orbital Sciences Corporation (“Orbital
Sciences”) and is designed to cover the United States. Scheduled to be launched in the second quarter
of 2003, we expect this satellite to be co-located with our SBS-6 satellite.

o Galaxy XIH/ Horizons I Satellite.  In August 2001, we entered into a strategic relationship with JSAT
International Inc. (“JSAT”), a Japanese satellite services provider, to expand digital services in North
America. Through this relationship, called “Horizons,” we and JSAT will jointly develop and market
Ku-band video, data and Internet satellite services and will share revenues on a 50/50 basis for the Ku-
band services. The jointly owned Horizons LLC will own the Ku-band payload for a new Boeing 601
HP satellite referred to as Galaxy X1i1/Horizons I that is scheduled for launch in mid 2003. We will
separately own, develop and market the C-band capacity on this new satellite as part of our Galaxy
cable neighborhood. The C-band payload will replace the Galaxy IX satellite in our domestic
U.S. fleet. Galaxy [X will become the U.S. Galaxy fleet backup satellite.

In addition to Galaxy XII, we have two C-band satellites under construction by Orbital Sciences for
United States coverage. These satellites were purchased together, in volume, to take advantage of available
discounts. We are currently scheduled to launch the second Orbital Sciences satellite to replace Galaxy V
prior to the end of its useful life in 2005 and the third Orbital Sciences satellite to replace Galaxy IR prior to
the end of its useful life in 2006.

At December 31, 2002, we had spent approximately $272.6 million on the four satellites that we plan to
launch by the end of 2005, and we are under contract to spend an additional $108.6 million on these satellites
for construction and launch, which is net of approximately $6.2 million of costs to be paid by JSAT in
conjunction with our Horizons strategic relationship. These amounts do not include $65.8 million of satellite
launch payments originally paid for the Galaxy VIII-iR launch that have been deferred to an unspecified
future launch, $2.0 million of costs paid for another future launch, and approximately $8.2 million of
contractual obligations for other unspecified launches. They also do not include amounts paid to the
manufacturer for the construction of Galaxy VIiI-iR, which contract was terminated (See “— Liquidity and
Capital Resources — Receivable from Satellite Manufacturer” above).

In December 2002, we terminated one of our noncontingent agreements with Orbital Sciences
Corporation for the construction of a Ka-band satellite. Such termination was in accordance with the
Company’s Ka-band strategy which included relinquishing all but one of our U.S. Ka-band orbital locations,
which would have required systems to be placed in service before 2005, and filing for new authorizations in
Australia. This filing and return of authorizations allows the Company more time to place Ka-band satellites
in service. We are exploring the business case for use of the remaining Ka-band satellite under construction by
Orbital Sciences Corporation and may conclude that we will not pursue the construction of this satellite to
completion.

Liquidity and Capital Resources

Cash and Cash Equivalents

At December 31, 2002, we had cash and cash equivalents of $784.0 million, compared to $443.3 million
at December 31, 2001. During the year ended December 31, 2002 the Company received $215 million as a
result of the settlement of the PAS-7 insurance claim (See “Insurance Settlements” below) and invested
approximately $100 million in commercial paper (See “Short-Term Investments™ below).
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Short-Term Investments

At December 31, 2002, we had short-term investments of $99.8 million, for which there was no
comparable balance as of December 31, 2001. The short-term investments primarily consist of commercial
paper with original maturities of up to nine months. All of the short-term investments held as of December 31,
2002 have remaining maturities of four months or less. In accordance with Statement of Financial Accounting
Standards No. 115, “Accounting for Certain Investments in Debt and Equity Securities”, the Company has
classified these short-term investments as available-for-sale. These securities are carried at estimated fair
market value. The aggregate unrealized gains and losses related to these investments, net of taxes, are
reflected as a part of other comprehensive income within stockholders’ equity.

Long-Term Debt

At December 31, 2002, the Company had total debt outstanding of $2.55 billion, including current
maturities of $200 million related to the Company’s 6.0% notes due in 2003. The $200 million 6.0% notes
matured on January 15, 2003 and were repaid in full, plus accrued interest of $6.0 million, from available cash.

In February 2002, the Company entered into a credit facility in an aggregate principal amount of up to
$1.25 billion (the “Senior Secured Credit Facility”) and completed an $800 million private placement debt
offering pursuant to Rule 144A under the Securities Act of 1933, as amended (the “Senior Notes”). We refer
to these transactions as the “Refinancing.” Our net proceeds from the Senior Notes and borrowings of
$1.0 billion under the Senior Secured Credit Facility were approximately $1.759 billion in the aggregate, after
underwriting fees and other expenses of the transactions. We used $1.725 billion of the proceeds from the
Refinancing to repay in full the indebtedness owed under the term loan to Hughes Electronics.

The Senior Secured Credit Facility is comprised of a $250.0 million revolving credit facility, which is
presently undrawn and will terminate on December 31, 2007 (the “Revolving Facility”), a $300.0 million
term loan A facility, which matures on December 31, 2007 (the “Term A Facility”), and a $700.0 million
term loan B facility which matures on December 31, 2008 (the “Term B Facility”). Principal payments under
the Term A Facility and Term B Facility are due in varying amounts (described below) commencing in 2004
until their respective maturity dates. Currently, the Revolving Facility and the Term A Facility bear interest at
LIBOR plus 3.0%, although these interest rates are subject to adjustment based on the Company’s total
leverage ratio. The Term B Facility bears interest at LIBOR plus 3.5%. In addition, the Company is required
to pay to the lenders under the Revolving Facility a commitment fee in respect of the unused commitments at
a rate that is subject to adjustment based on the Company’s total leverage ratio. As of December 31, 2002, this
commitment fee rate was 0.50% per year, and the Company had outstanding letters of credit totaling
$1.1 million, which reduced our ability to borrow against the Revolving Facility by such amount. At
December 31, 2002, the applicable interest rate on the Term A Facility was 4.42%, the applicable interest rate
on the Term B Facility was 4.92%, and the unused commitment fee for the period from February 25, 2002
through December 31, 2002 was approximately $1.1 million.

Obligations under the Senior Secured Credit Facility are, or will be, as the case may be, unconditionally
guaranteed by each of our existing and subsequently acquired or organized domestic and, to the extent no
adverse tax consequences would result therefrom, foreign restricted subsidiaries. In addition, such obligations
are equally and ratably secured by perfected first priority security interests in, and mortgages on, substantially
all of the tangible and intangible assets of the Company and its subsidiaries, including its satellites.

In accordance with the agreement governing the Senior Secured Credit Facility, the Company entered
into an interest rate hedge agreement for 10% of the outstanding borrowings under the Senior Secured Credit
Facility during the third quarter of 2002. This interest rate hedge is designated as a cash flow hedge of the
Company’s variable rate Term B Facility. In relation to this hedge agreement, the Company exchanged its
floating-rate obligation on $100.0 million of its Term B Facility for a fixed-rate payment obligation of 6.64% on
$100.0 million through August 30, 2005. The notional amount of the interest rate hedge agreement matches
the repayment schedule of the Term B facility though the maturity date of the interest rate hedge. During the
year ended December 31, 2002, no ineffectiveness was recognized in the statement of operations on this hedge.
In the unlikely event that the counter party, Deutsche Bank, fails to meet the terms of the interest rate hedge
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agreement, the Company’s exposure is limited to the interest rate differential on the notional amount at each
quarterly settlement period over the life of the agreements. The Company does not anticipate nonperformance
by the counter party. Amounts accumulated in other comprehensive income (“OCI”) related to this cash flow
hedge are reclassified into earnings as interest is accrued on the hedged transaction. The amount accumulated
in OCI will fluctuate based on the change in the fair value of the derivative at each reporting period, net of
applicable deferred income taxes. The fair value of the interest rate hedge agreement is the estimated amount
that the Company would pay or receive to terminate the agreement at the reporting date, taking into account
current interest rates, the market expectation for future interest rates and the current creditworthiness of the
Company. The fair value of the outstanding interest-rate hedge agreement as of December 31, 2002, based
upon quoted market prices from the counter party, reflected a hedge liability of approximately $2.5 million,

The Revolving Facility will terminate on December 31, 2007. The Term A Facility will mature on
December 31, 2007 and amortizes in quarterly installments during each year as follows:

Year Ending December 31, Amount
2004 o e e e e 20%
200 e e e 25%
2000 .. e e e 25%
2007 .o e e 30%

The Term B Facility will mature on December 31, 2008 and amortizes in quarterly installments in annual
amounts equal to 1% of the Term B Facility during each of the third through sixth years of such facility, with
the balance payable in quarterly installments during the seventh year of such facility.

The Senior Notes bear interest at an annual rate of 8.5%, subject to increases pursuant to a registration
rights agreement entered into in connection with the issuance of the Senior Notes (the “Registration Rights
Agreement”), as described below. The Senior Notes require interest payments to be made semi-annually,
mature in 2012, are unsecured, and are guaranteed, on a full and unconditional and joint and several basis, by
all of the Company’s domestic 100% owned subsidiaries.

Pursuant to the Registration Rights Agreement, on April 26, 2002 the Company initiated the filing of a
registration statement on Form S-4 with the SEC in relation to an exchange of the Senior Notes for an equal
amount of new notes registered under the Securities Act and otherwise with substantially identical terms.
Following the effectiveness of the Form S-4 registration statement in November 2002 these registered notes
were issued in exchange for all of the Company’s existing Senior Notes in an exchange offer.

Also, pursuant to the Registration Rights Agreement, the Company paid additional interest on the Senior
Notes for the period between August 1, 2002 and November 26, 2002. The obligation to pay additional
interest ended on November 26, 2002, the day before the SEC declared the Company’s exchange offer
registration statement on Form S-4 effective. The SEC previously had delayed the effectiveness of such
registration statement until the review process for the registration statement on Form S-4 of HEC Holdings,
Inc., an affiliate of Hughes Electronics was completed. The additional interest was 25 basis points for the
period from August 1, 2002 through October 29, 2002 and 50 basis points for the period from October 30,
2002 through November 26, 2002. During the year ended December 31, 2002, the Company paid additional
interest of $0.8 million in relation to the delayed effectiveness of this registration statement.

On July 29, 2002, the Company completed the transfer of certain assets and liabilities from certain of its
subsidiary guarantors to PanAmSat Corporation. As a result of such transfers, the remaining subsidiary
guarantors, individually and in the aggregate, represent less than 1% of the Company’s consolidated total
assets, total liabilities, revenues, stockholders’ equity, income from continuing operations before income taxes
and cash flows from operating activities, and such subsidiaries have no independent assets or operations
(determined in accordance with the criteria established for parent companies in the SEC’s Regulation S-X,
Rule 3-10(h)). All subsidiary guarantors and all subsidiaries of the Company, other than the subsidiary
guarantors, are mincr (as defined in the SEC’s Regulation S-X, Rule 3-10(h)). Accordingly, condensed
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consolidating financial information for the Company and its subsidiaries within the notes to the Company’s
consolidating financial statements is not presented.

The indenture governing the Senior Notes and the agreement governing the Senior Secured Credit
Facility contain various covenants which impose significant restrictions on our business. These covenants limit
our ability to, among other things: incur or guarantee additional indebtedness; make restricted payments,
including dividends; create or permit to exist certain liens; enter into business combinations and asset sale
transactions; make investments and enter into transactions with affiliates and enter into new businesses. The
Senior Secured Credit Facility also limits the Company’s ability to sell certain assets of the Company.

In conjunction with the Refinancing, the Company was required to write-off the remaining unamortized
debt issuance costs of approximately $3.3 million related to the Hughes Electronics term loan, net of related
income taxes of $0.8 million. This $2.5 million charge was recorded within the Company’s consolidated
income statement for the three months ended March 31, 2002 as an extraordinary loss on early extinguish-
ment of debt, Upon adoption of the provisions of SFAS 145 on January 1, 2003, the Company will be required
to reclassify this loss on extinguishment of debt to other expense, as it does not meet the new requirements for
classification as an extraordinary item in accordance with SFAS 145 (See “Recent Accounting Pronounce-
ments” below).

The Company issued five, seven, ten and thirty-year fixed rate notes totaling $750 million in January
1998. The outstanding principal balances, interest rates and maturity dates for these notes as of December 31,
2002 were $200 million at 6.0% due 2003, $275 million at 6.125% due 2005, $150 million at 6.375% due 2008
and $125 million at 6.875% due 2028, respectively. Principal on the notes is payable at maturity, while interest
is payable semi-annually. In connection with the Refinancing, these notes have been ratably secured by
substantially all of our assets on a pari-passu basis with the security interests covering our obligations under
the Senior Secured Credit Facility, The $200 million 6% notes matured on January 15, 2003 and were repaid
in full, plus accrued interest of $6.0 million, from available cash.

We maintained a multi-year revolving credit facility (the “Pre-Existing Revolver”) and a commercial
paper program (the “Commercial Paper Program™) that provided for aggregate short-term and long-term
borrowings of $500.0 million. On February 25, 2002, we obtained a new $250.0 million Revolving Credit
Facility in connection with the Refinancing (described above) and we terminated the Pre-Existing Revolver.
Borrowings under the Pre-Existing Revolver and the Commercial Paper Program bore interest at a rate equal
to LIBOR plus a spread based on our credit rating. No amounts were outstanding under the Pre-Existing
Revolver or the Commercial Paper Program at the date of their termination in February 2002.

The Company had $46.5 million principal amount outstanding under notes assumed in connection with
our exercise in July 1999 of an early buy-out opportunity for certain transponders under a sale-leaseback
transaction relating to our Galaxy IIIR satellite (the “Galaxy IITR Notes”} as of December 31, 2001. The
Galaxy IIIR Notes, which bore interest at LIBOR plus 0.25%, matured on January 2, 2002 and were repaid in
full plus accrued interest on that date from available cash.

Contracted Backlog for Future Sevvices

Due to events in the telecommunications industry and general economic conditions in certain parts of the
world, we have reviewed our backlog for our top 25 customers to identify risks to our business related to these
events and conditions. Of our $5.55 billion backlog as of December 31, 2002, approximately $4.13 billion, or
74.5% related to our top 25 customers. Having conducted both quantitative and qualitative analyses, we
concluded that six of our top 25 customers, including our largest customer, DIRECTYV Latin America, have a
risk of future non-performance of their contractual obligations to us. These six customers are meeting
substantially all of their obligations at the present time and are paying in a manner consistent with past
experience. They represented approximately $1.05 billion of our backlog as of December 31, 2002. DIRECTV
Latin America announced in January 2003 that it has initiated discussions with certain programmers,
suppliers, lenders, and business associates, including PanAmSat, to reduce excessive fixed costs and a
substantial debt burden. In that announcement, DIRECTV Latin America indicated that if those discussions
are not successful in the near future, they may file for a restructuring under Chapter 11 of the U.S. bankruptcy
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law. At December 31, 2002, DIRECTV Latin America represented approximately $572 million, or 10% of our
total backlog, and $57.5 million, or 7.1% of our expected 2003 revenues. The smallest of these six customers
represented approximately $40.6 million, or 0.7% of our total backlog, and $4.0 million, or 0.5% of our
expected 2003 revenues. If DIRECTV Laiin America, one of the other larger affected customers, or a group
of these customers becomes unable to perform some or all of their obligations to us, it could have a material
adverse effect on our financial condition and results of operations.

Receivable from Satellite Manufacturer

Qur customer for all of the capacity on the Galaxy VIII-iR satellite has exercised its pre-launch right to
terminate its lease agreement with us. We and the manufacturer have agreed in principle to terminate the
construction contract by mutual agreement, subject to the execution of mutually acceptable documentation,
but we cannot assure you that this will occur. In connection with the termination of the contract, as of
December 31, 2002, we had a receivable due from the satellite manufacturer of $72.0 million, which
represents amounts previously paid to the manufacturer (of approximately $58.8 million), liquidated damages
and interest owed to us under the construction agreement. The Company expects that it will collect
substantially all of this receivable and does not anticipate recording a charge to earnings related to this
receivable. In addition, we have agreed with the Galaxy VIII-iR launch vehicle provider to defer our use of
the launch to a future satellite.

Facilities Restructuring and Severance Costs

On March 29, 2002, the Company’s management approved a plan to restructure several of its United
States locations and close certain facilities, certain of which are currently being leased through 2011. Upon
approval of this plan, the Company recorded a non-cash charge in its consolidated income statement in the
first quarter of 2002 of $11.2 million. This charge reflects future lease costs, net of estimated future sublease
revenue, of $8.9 million related to approximately 98,000 square feet of unused facilities and the write-off of
approximately $2.3 million of leasehold improvements related to these facilities. During the third quarter of
2002, the Company implemented a plan focused on further streamlining its operations through the
consolidation of certain facilities. As a result, the Company recorded an additional non-cash charge of
$2.7 million in its consolidated income statement for the three months ended September 30, 2002. This charge
reflects future lease costs, net of estimated future sublease revenue, of $0.9 million related to approximately
15,000 square feet of unused facilities and the write-off of approximately $1.8 million of leasehold
improvements related to these facilities.

The Company recorded severance costs of $8.2 million for the year ended December 31, 2001. An
additional $1.3 million of severance costs was recorded during the first quarter of 2002. These costs were
related to the Company’s expense reduction and NET-36 (now webcast services) restructuring plan that
began in the third quarter of 2001 and were primarily comprised of employee compensation and employee
benefits, outplacement services and legal and consulting expenses associated with the cumulative reduction in
workforce of 164 employees. Included in the 2001 severance costs was approximately $3.3 million that relates
to costs associated with the resignation of the former Chief Executive Officer of PanAmSat in August 2001. In
the third quarter of 2002, the Company recorded a restructuring credit of $1.5 million for the reversal of prior
period severance charges due to actual costs being lower than originally estimated.

At December 31, 2002, the Company had $7.8 million of accruals remaining from the facilities
restructuring and severance charges recorded during 2002 and 2001. The remaining accruals primarily relate
to long-term lease obligations.

Teleport Consolidation Plan

In January 2003, the Company’s management approved a plan to consolidate certain of its teleports in
order to improve customer service and reduce operating costs. This teleport consolidation plan includes the
closure of certain teleports which are owned by the Company. Under this plan, we expect the Company’s
Homestead and Spring Creek teleports will be permanently closed during 2003 and 2004 and the Fillmore and
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Castle Rock teleports will provide reduced services. Qur Napa teleport will become the West Coast hub for
communications, video, and data services, taking on occasional-use and full-time services now provided by the
Fillmore teleport. In addition to the pre-existing services that it provides, the Ellenwood teleport will serve as
our East Coast hub, providing similar services that migrate over from Homestead and Spring Creek.

The Company estimates that this consolidation plan will result in an overall gain of approximately
$2 million, of which a loss of approximately $4 million will be incurred in 2003 and a net gain of approximately
$6 million will result in 2004. These costs consist of approximately $3 miilion of severance related costs for
which the employees will be required to perform future services, a $1 million charge related to the write-off of
machinery and equipment costs and a net gain on disposal of land, buildings and equipment related to the
teleports of approximately $6 million. Severance related costs associated with this consolidation plan include
compensation and benefits, outplacement services and legal and consulting expenses related to the reduction in
workforce of approximately 45 employees.

Insurance Sertlements

In October 2001, we filed a proof of loss under the insurance policy on PAS-7 related to circuit failures,
which occurred in September 2001 and resulted in a reduction of 28.9% of the satellite’s total power available
for communications. Service to existing customers was not affected, and we expect that PAS-7 will continue
to serve these customers, The insurance policy was in the amount of $253.4 million and included a provision
for us to share 25% of future revenues on PAS-7 with the insurers. In the first quarter of 2002, our insurers
confirmed to us their agreement to settle the PAS-7 insurance claim by payment to the Company of
$215 million. Pursuant to this agreement, no future revenue share payments will be required to be made in
relation to PAS-7. During the first quarter of 2002, the Company recorded a gain of approximately
$40.1 million related to the PAS-7 insurance claim, which refiected the net proceeds agreed to by the insurers
less the net book value of the PAS-7 satellite, including incentive obligations. The Company received the
$215 million of insurance proceeds in 2002,

In January 2001, we received a payment of approximately $132.4 million relating to an insurance claim
we filed with respect to our Galaxy VII satellite. The insurance settlement was recognized as an offset to the
carrying value of the satellite and resulted in a $3.4 million gain from proceeds in excess of the carrying value
in 2000.

In the third quarter of 2000, the Galaxy VIII-i satellite experienced difficulties with its xenon ion
propulsion system (“XIPS”), an electronic propulsion system that is used to maintain the spacecraft’s proper
orbit and position relative to earth. The satellite is operating normally on its backup chemical propulsion
system. Without the use of XIPS, the spacecraft was expected to reach its end-of-life in late 2002. PanAmSat
accelerated depreciation of the spacecraft to reflect its revised operational life, resulting in an increase in its
depreciation expense beginning in the fourth quarter of 2000 of approximately $15.0 million per quarter
through July 2002. Galaxy VIII-i is now fully depreciated and is being operated in an inclined orbit as a
supplement to Galaxy 11IC.

In September 1999, in connection with anomalies on Galaxy VIII-i, PAS-5 and PAS-8, we agreed with
our insurance carriers to settle all of our claims for net cash of approximately $304 million, of which
approximately $271 million was collected as of December 31, 1999 and the remainder was collected during
2000. The insurance settlements were recognized as offsets to the carrying values of the related satellites, and
no gain or loss has been recognized as a result of these settlements.

Capital Expenditures

We have invested approximately $4.3 billion in our existing satellite fleet and ground infrastructure
through December 31, 2002. For the years ended December 31, 2002, 2001 and 2000, our non-satellite capital
expenditures were $11.8 million, $98.0 million, and $85.1 million, respectively. As a result of the expenditures
made prior to 2002, we do not anticipate significant capital expenditures on non-satellite infrastructure in the
near future.
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We made $294.3 million of capital expenditures in 2002 and $338.2 million of capital expenditures in
2001. We have presently budgeted approximately $180 million for capital expenditures in 2003.

Sufficiency of Funds

We believe that amounts available under the Revolving Credit Facility, future cash flows from operations
and available cash and short-term investments, will be sufficient to fund our operations, debt service
requirements and our remaining costs for the construction and launch of satellites currently under develop-
ment for at least the next 12 months. There can be no assurance, however, that our assumptions with respect
to costs for future construction and launch of our satellites will be correct, or that funds available to us from
the sources discussed above will be sufficient to cover any shortfall in funding for additional launches caused
by launch failures, cost overruns, delays, capacity shortages or other unanticipated expenses.

In addition, if we were to consummate any strategic transactions or undertake any other projects requiring
significant capital expenditures, we may be required to seek additional financing. There can be no assurance
that additional funds will be available at all or that, if available, will be obtained at terms favorable to us.
Additional financing could also be dilutive. If circumstances were to require us to incur additional
indebtedness, our ability to incur any such additional indebtedness would be subject to the terms of our
outstanding indebtedness. The failure to obtain such financing could have a material adverse effect on our
financial condition and results of operations.

Cask Flow Items

Net cash provided by operating activities increased $1.6 million to $542.0 million for the year ended
December 31, 2002 from $540.4 million for the year ended December 31, 2001. This increase is primarily
attributable to an increase in net income adjusted for non-cash items of $22.7 million and a decrease in the
cash used within prepaid expenses and other assets of $12.6 million. The decrease in cash used within prepaid
expenses and other assets is primarily a result of: (1) an increase in the cash provided within prepaid satellite
insurance of $5.9 million; and (2) an increase in cash provided within prepaid expenses and deferred charges
for webcast services of $3.4 million. These increases in cash provided by operating activities were partially
offset by a decrease in cash provided within accounts payable and accrued liabilities of $36.3 million primarily
resulting from the timing of payments to vendors, including satellite insurance payments.

Net cash provided by operating activities increased to $540.4 million for the year ended December 31,
2001 from $456.4 million for the year ended December 31, 2000. The increase of $84.0 million was primarily
attributable to: (1) an increase in net income adjusted for non-cash items of $40.3 million; (2) the decrease in
cash used within prepaid expenses and other of $40.2 million primarily resulting from a decrease in prepaid in-
orbit insurance related to fewer satellites placed in-service in 2001 as compared to 2000; and (3) an increase in
cash provided within accounts payable and accrued expenses of $22.0 million primarily resulting from the
timing of payments to vendors. These increases in cash provided by operating activities were partially offset by
a decrease in cash provided within operating leases and other receivables of $19.2 million as a result of the
effects on cash flows of the changes in accounts receivable.

Net cash used in investing activities was $179.1 million for the year ended December 31, 2002, compared
to net cash used in investing activities of $203.8 million for the year ended December 31, 2001. The decrease
of $24.7 million in net cash used in investing activities was primarily due to the receipt of $82.6 million of
additional proceeds from insurance claims during the year ended December 31, 2002 as compared to the year
ended December 31, 2001 and a reduction in capital expenditures in 2002 of $43.9 million as compared to
2001. These decreases were partially offset by an increase of $99.8 million in cash used to purchase short-term
investments during the year ended December 31, 2002 as compared to the year ended December 31, 2001.

Net cash used in investing activities was $203.8 million for the year ended December 31, 2001, compared
to net cash used in investing activities of $394.2 million for the year ended December 31, 2000. The decrease
in net cash used in investing activities of $190.3 million was primarily due to the receipt of $96.2 million of
additional proceeds from insurance claims during the year ended December 31, 2001 as compared to the year
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ended December 31, 2000 and a reduction in capital expenditures for satellite systems under development in
2001 of $111.4 million as compared to 2000. The decrease in cash used in investing activities was partially
offset by additional proceeds received from the sale of equipment of $17.2 million in 2001 as compared to
2000.

Net cash used in financing activities decreased $1.3 million to $21.3 million for the year ended
December 31, 2002, from $22.6 million for the year ended December 31, 2001. The decrease in net cash used
in financing activities in 2002 was primarily due to $1.8 billion of new borrowings obtained in the 2002
Refinancing as well as $21.2 million of repayments of long-term debt in 2001. These decreases in net cash
used in financing activities were partially offset by repayments of long-term debt of $1.772 billion under the
Hughes Electronics term Joan which was completed in February 2002 and the repayment of the Galaxy IIIR
Notes in January 2002, as well as debt issuance costs paid during 2002 of $41.4 million related to the
Refinancing.

Net cash used in financing activities decreased to $22.6 million for the year ended December 31, 2001,
from $50.1 million for the year ended December 31, 2000, The decrease of $27.5 million in net cash used in
financing activities in 2001 was primarily attributable to lower scheduled repayments of long-term debt of
$35.2 million during 2001, partially offset by a reduction in stock issued in connection with employee benefit
plans in 2001 as compared to 2000.

For the year ended December 31, 2002 cash decreased by $0.8 million as a result of foreign exchange rate
changes, as compared to $0 for the years ended December 31, 2001 and 2000. The decrease in 2002 was
primarily attributable to the devaluation of the Brazilian Real and increased activity in Brazil after the
Company opened its first Brazilian sales office in December 2001.

Commitments and Contingencies
Satellite Commitments

We have invested approximately $4.3 billion in our existing satellite fleet and ground infrastructure
through December 31, 2002, and we have approximately $116.8 million of expenditures remaining to be made
under existing satellite launch and construction contracts. Included in these future expenditures are costs
related to three C-band satellites under construction by Orbital Sciences for United States coverage. These
satellites were purchased together, in volume, to take advantage of available discounts. (See “Satellite
Deployment Plan and Planned Satellites — Planned Sateilites™).

Satellite Insurance

On February 19, 2003, the Company filed proofs of loss under the insurance policies for two of its Boeing
model 702 spacecraft, Galaxy XI and PAS-1R, for constructive total losses based on degradation of the solar
panels. Service to existing customers has not been affected, and we expect that both of these satellites will
continue to serve these existing customers. The insurance policies for Galaxy XI and PAS-1R are in the
amounts of approximately $289 million and $345 million, respectively, and both include a salvage provision for
the Company to share 10% of future revenues from these satellites with their respective insurers if the proof of
loss is accepted. The availability and use of any proceeds from these insurance claims are restricted by the
agreements governing our debt obligations. We cannot assure you that the proof of loss with respect to these
two satellites will be accepted by the insurers. The Company is working with the satellite manufacturer to
determine the long-term implications to the satellites and will continue to assess the operational impact these
losses may have. At this time, based upon all information currently available to the Company, as well as
planned modifications to the operation of the satellites in order to maximize revenue generation, the Company
currently expects to operate these satellites through their expected economic ends of life, although a portion of
the transponder capacity on these satellites will not be useable during such time. The Company also currently
believes that the net book values of these satellites are fully recoverable and does not expect a material impact
on 2003 revenues as a result of the difficulties on these two satellites.
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As of December 31, 2002, we had in effect launch and in-orbit insurance policies covering 16 satellites in
the aggregate amount of $1.9 billion, including Galaxy VI, which was deorbited in January 2003. We have six
uninsured satellites in orbit: PAS-4 and PAS-6, which are used as backup satellites; PAS-5 and PAS-7 for
which we received insurance proceeds for constructive total losses; Galaxy VIII-i, which continues to operate
in an inclined orbit as a supplement to Galaxy [1IC; and Galaxy X1. The Galaxy XI launch insurance policy
lapsed in December 2002. The Company elected not to purchase additional in-orbit insurance for this satellite
as the available terms were not commercially reasonable. The claim for constructive total loss made under the
launch policy was for losses experienced prior to the expiration of the policy.

Of the insured satellites, five were covered by policies with substantial exclusions or exceptions to
coverage for failures of specific components identified by the insurer as the most likely to fail and which have a
lower coverage amount than the carrying value of the satellite’s insurable costs (“Significant Exclusion
Policies™). These exclusions, we believe, substantially reduce the likelihood of a recovery in the event of a loss.
Three of these satellites, PAS-2, PAS-3R and PAS-6B, have redundancies available for the systems as to
which exclusions have been imposed. We believe that these redundancies allow for uninterrupted operation of
the satellite in the event of a failure of the component subject to the insurance exclusion. The fourth such
satellite, PAS-8, has an excluded component that we believe is unlikely to fail in the near future. The fifth
satellite, Galaxy IIIR, was replaced in September 2002 by Galaxy ITIC and will serve as a fleet backup.

At December 31, 2002, the uninsured satellites and the satellites insured by Significant Exclusion Policies
had a total net book value and other insurable costs of approximately $1.0 billion. Of this amount,
$498.8 million related to uninsured satellites and $536.1 million related to satellites insured by Significant
Exclusion Policies.

A supplemental policy on Galaxy IVR for coverage of $22 million related to sales-type leases does have a
component exclusion. The primary policy on that satellite has no component exclusion.

See “Risks Relating to Our Business — Qur financial condition could be materially and adversely
affected if we were to suffer a loss that is not adequately covered by insurance.”

PanAmSat Corporation Long-Term Incentive Plan

Effective December 7, 2000, the Company amended the PanAmSat Corporation Long-Term Incentive
Plan (the “Stock Plan™) to provide that, upon a “Change in Control” of the Company, all unvested stock
options and other awards granted under the Stock Plan would immediately vest and become exercisable, and
restrictions on any awards such as restricted stock would immediately lapse. A “Change in Control” is defined
as (i) any transaction or series of transactions pursuant to which Hughes Electronics and/or GM does not
directly or indirectly own more than 50% of the outstanding Common Stock, in value, of the Company or any
successor surviving entity; or (ii) the sale or distribution of all or substantially all of the assets of the Company
to an unrelated entity or entities or to an entity in which Hughes Electronics and/or GM does not directly or
indirectly own more than 50% in value of the equity of such entity. The Company currently estimates that
upon a Change-In Control, the Company will be required to record a charge of up to approximately
$2.6 million within its consolidated statement of income as a result of this amendment.

Sarellite Incentive Obligations

Satellite contracts typically require the Company to make progress payments during the period of the
satellite’s construction and orbital incentive payments (plus interest) over the orbital life of the satellite. The
incentive obligations are subject to reduction or refund if the satellite fails to meet specific technical operating
standards. As of December 31, 2002 the Company had $152.1 million recorded in relation to these satellite
incentive obligations.

Customer and Vendor Obligations

The Company has certain contracts with its customers which require the Company to provide equipment,
services and other support to these customers during the course of the related contracts. As of December 31,
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2002, the Company had commitments under these customer contracts which aggregated approximately
$42.0 million related to the provision of equipment, services and other support.

The Company has certain long-term contractual obligations with service providers primarily for the
operation of certain of our satellites. As of December 31, 2002, the Company had commitments under these
vendor contracts which aggregated approximately $59.3 million related to the provision of equipment, services
and other support.

Other

The Company has commitments for operating leases primarily relating to equipment and its executive
office facilities in Wilton, Connecticut and various other facilities. As of December 31, 2002, the Company’s
future minimum lease commitments under operating leases aggregated approximately $36.0 million.

Boeing Satellite Systems, Inc. (“Boeing”), formerly Hughes Space and Communications Company Inc.
(“HSC”), has security interests in certain transponders on the Company’s PAS-2, PAS-3, PAS-4 and PAS-5
satellites to secure incentive obligations of $49.1 million owed by the Company to Boeing as of December 31,
2002 pursuant to satellite construction contracts.

In conjunction with the sale-leaseback of certain office equipment, which was entered into in the fourth
quarter of 2001, the CIT Group, the purchaser and lessor, has a security interest in the equipment, which has a
total cost of approximately $1.7 million.

The following schedule summarizes the Company’s contractual obligations and commercial commit-
ments as of December 31, 2002 (in thousands):

Payments Due by Period

Less Than

Contractual Obligations Total One Year 1-3 Years 4-5 Years After 5 Years
Total Debt................... $2,550,000  $200,000 $424,000 $179,000 $1,747,000
Satellite Incentive Obligations . . 152,113 11,995 24.963 25,178 89,977
Operating Leases ............. 35,970 5,157 9,575 9,658 11,580
Satellite Construction and

Launch Contracts . .......... 116,776 62,551 51,225 3,000 —
Customer Contracts ........... 41,951 6,676 11,443 7,131 16,701
Vendor Contracts ............. 59,323 8,467 15,566 9,816 25,474

Total Contractual Obligations ... $2,956,133  $294,846  $536,772  $233,783  $1,890,732

The $200 million of debt shown above as due in less than one year matured on January 15, 2003 and was
repaid in full, plu_s accrued interest of $6.0 million, from available cash.

The total debt and satellite incentive obligations shown above exclude interest payments due.

As of December 31, 2002, the Company did not have any commitments related to existing launch
insurance or in-orbit insurance contracts for satellites to be launched.

Market Risks

We manage our exposure to market risks through internally established policies and procedures and,
when deemed appropriate, through the use of derivative financial instruments. We use derivative financial
instruments, including interest rate hedges to manage market risks. Additional information regarding our
interest rate hedge is contained within “Item 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations — Liquidity and Capital Resources — Long-Term Debt” above. The objective of
our policies is to mitigate potential income statement, cash flow and fair value exposures resulting from
possible future adverse fluctuations in interest rates. We evaluate our exposure to market risk by assessing the
anticipated near-term and long-term fluctuations in interest rates on a daily basis. This evaluation includes the
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review of leading market indicators, discussions with financial analysts and investment bankers regarding
current and future economic conditions and the review of market projections as to expected future interest
rates. We utilize this information to determine our own investment strategies as well as to determine if the use
of derivative financial instruments is appropriate to mitigate any potential future interest rate exposure that we
may face. Our policy does not allow speculation in derivative instruments for profit or execution of derivative
instrument contracts for which there are no underlying exposures. We do not use financial instruments for
trading purposes and are not a party to any leveraged derivatives.

We determine the impact of changes in interest rates on the fair value of our financial instruments based
on a hypothetical 10% adverse change in interest rates from the rates in effect as of the end of the year for
these financial instruments. We use separate methodologies to determine the impact of these hypothetical
changes on our sales-type leases, fixed rate public debt and variable rate debt as follows:

o For our sales-type leases, a discount rate based on a 30-year bond is applied to future cash flows from
sales-type leases to arrive at a base rate present value for sales-type leases. This discount rate is then
adjusted for a negative 10% change and then applied to the same cash flows from sales-type leases to
arrive at a present value based on the negative change. The base rate present value and the present
value based on the negative change are then compared to arrive at the potential negative fair value
change as a result of the hypothetical change in interest rates.

« For our fixed rate public debt, the current market rate of each public debt instrument is applied to each
principal amount to arrive at a current yield to maturity for each public debt instrument as of the end of
the year. The current market rate is then reduced by a factor of 10% and this revised market rate is
applied to the principal amount of each public debt instrument to arrive at a yield to maturity based on
the adverse interest rate change. The two yields to maturity are then compared to arrive at the potential
negative fair value change as a result of the hypothetical change in interest rates.

= For our variable rate debt, the effect in annual cash flows and net income is calculated as a result of the
potential effect of a hypothetical 10% adverse fluctuation in interest rates. The current LIBOR rate
plus applicable margin as of the end of the year is applied to the applicable principal outstanding at the
end of the year to determine an annual interest expense based on year-end rates and principal balances.
This calculation is then performed after increasing the LIBOR rate plus applicable margin by a factor
of 10%. The difference between the two annual interest expenses calculated represents the reduction in
annual cash flows as a result of the potential effect of a hypothetical 10% adverse fluctuation in interest
rates. This amount is then tax effected based on our effective tax rate to yield the reduction in net
income as a result of the potential effect of a hypothetical 10% adverse fluctuation in interest rates.

The only potential limitations of the respective models are in the assumptions utilized in the models such
as the hypothetical adverse fluctuation rate and the discount rate. We believe that these models and the
assumptions utilized are reasonable and sufficient to yield proper market risk disclosure.

We did not experience any material changes in interest rate exposures during the year ended Decem-
ber 31, 2002. Based upon economic conditions and leading market indicators at December 31, 2002, we do not
foresee a significant adverse change in interest rates in the near future. As a result, our strategies and
procedures to manage exposure to interest rates have not changed in comparison to the prior year.

As of December 31, 2002, long-term debt consisted of fixed-rate borrowings of $1.35 billion, $300 million
of floating rate debt, and $100 million of floating rate debt that has been exchanged for a fixed-rate obligation
on $100 million through August 30, 2005 (refer to “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Liquidity and Capital Resources — Long-Term Debt”
above). As of December 31, 2001, long-term debt consisted of fixed-rate borrowings of $750 million,
$1.725 billion of floating rate Merger related borrowings due to Hughes Electronics and various other fixed
and floating rate borrowings. PanAmSat is subject to fluctuating interest rates on its floating rate debt and any
changes in interest rates would impact results of operations and cash flows. The potential effect of a
hypothetical 10% adverse fluctuation in interest rates for one year on PanAmSat’s floating rate debt
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outstanding at December 31, 2002 and 2001 would be a reduction in cash flows of approximately $4.3 million
and $4.2 million, respectively, and a reduction in net income of approximately $2.4 million in each year.

Fluctuations in interest rates may also affect the fair values of fixed-rate borrowings and fixed-rate net
investments in sales-type lease receivables. At December 31, 2002 and 2001, outstanding fixed-rate
borrowings bore interest at rates ranging from 6.0% to 8.5% and 6.0% to 6.875%, respectively, and sales type
lease receivables bore interest between 8.00% and 12.00%. The potential fair value change resulting from a
hypothetical 10% adverse fluctuation in interest rates related to PanAmSat’s outstanding fixed-rate debt and
fixed-rate net investment in sales-type lease receivable balances would be approximately $65.9 million and
$3.4 million as of December 31, 2002 and $30.2 million and $7.5 million as of December 31, 2001,
respectively.

Certain Relationships and Related Transactions
Transactions with Hughes Electronics and Its Affiliates

Acquisition of Hughes Global Services

In January 2003, the Company announced that an agreement in principle had been reached with Hughes
Electronics for the purchase of substantially all of the assets of Hughes Global Services, Inc. (“HGS”) for
approximately $8 million in cash and the assumption of certain liabilities, subject to certain adjustments. The
revenues of HGS in 2002, less intercompany revenues recorded by PanAmSat, were approximately $38 mil-
lion. HGS provides end-to-end satellite communications services to government entities, both domestically
and internationally, as well as to certain private sector customers and is also a value-added reseller of satellite
bandwidth and related services and equipment. They provide fixed and mobile satellite services with
worldwide coverage using a wide range of satellites and satellite operators and equipment from a variety of
suppliers. The acquisition of the HGS business will give the Company immediate access to a mature sales
channel to the U.S. Government and government contractors through HGS’ General Services Administration
(GSA) contract vehicle and will create opportunities to sell satellite capacity and related services into U.S.,
Mexican, South African, Indian and other government initiatives. The acquisition will provide incremental
preexisting revenues to our business and support our strategic initiative to expand our government service
offerings. While the Company and Hughes Electronics have agreed in principle on the material terms of the
purchase of the HGS business by PanAmSat, and we expect this transaction to close in March 2003, definitive
documentation of the transaction is still under negotiation and we cannot assure you that we will be able to
consummate the transaction or do so on the terms described above.

Satellite Procurement Agreements

We are a party to agreements with Boeing, formerly HSC, for the construction of three satellites. Prior to
the sale of HSC to Boeing on October 6, 2000, HSC was an affiliate of ours. We believe the agreements,
which became obligations of Boeing following the consummation of the sale by Hughes Electronics of HSC to
The Boeing Company, are on commercially reasonable terms, as each was procured through a competitive
bidding process. We entered into an agreement in October 1998 for the construction of up to six satellites
(Galaxy XR, Galaxy [VR, PAS-9, PAS-10, Galaxy VIII-iR and Galaxy XIII), all of which were ordered.
Galaxy XR, Galaxy IVR, PAS-9 and PAS-10 were placed in-service prior to 2002, and Galaxy XIII is
currently under construction and is scheduled to be launched in mid 2003. We and Boeing have an agreement
in principle to terminate the construction contract for Galaxy VIII-iR by mutual agreement. (See “Liquidity
and Capital Resources — Receivable from Satellite Manufacturer” above). Pursuant to such agreements and
prior agreements with HSC for the construction of PAS-2, PAS-3, PAS-4, PAS-5, PAS-6B, PAS-I1R,
Galaxy XI and Galaxy IIIC, a portion of the contract price (between 15% and 20%) for each satellite is paid
in the form of incentive payments to be paid to HSC over a 12 to 15 year period after the construction and
launch of the applicable satellite, contingent upon orbital performance over the design life of the satellite.
Pursuant to our agreements with HSC, we recorded approximately $65.5 million of satellite purchases from
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HSC during the year ended December 31, 2000. As HSC was sold to Boeing on October 6, 2000, we did not
record any satellite purchases from HSC during 2002 or 2001.

Satellite Services

We are a party to agreements with Hughes Electronics and certain of its subsidiaries and affiliates
(collectively, the “Hughes Entities”) pursuant to which we provide satellite capacity, TT&C and other related
services and facilities to the Hughes Entities, including Hughes Network Systems, Inc., HGS, DIRECTV
Latin America LLC and DIRECTYV, Inc. Revenues derived from the Hughes Entities were $166.5 million in
2002, or 20% of our revenues in 2002, $161.2 million in 2001, or 19% of our revenues in 2001, and
$143.5 million in 2000, or 14% of our revenues in 2000, making the Hughes Entities collectively our largest
customer in each of those periods.

Included in the Company’s total backlog of $5.55 billion as of December 31, 2002 is $0.83 billion of
backlog from Hughes Electronics and its affiliates, of which $73.2 million may be terminated pursuant to
certain contractual termination rights. Backlog represents future cash payments expected from customers
under all long-term contractual agreements.

Hughes Electronics Term Loan

Prior to the Refinancing in February 2002, we had outstanding indebtedness owed to Hughes Electronics
under the Hughes Term Loan in the amount of $1.725 billion. The term loan had a scheduled maturity date of
June 24, 2003, although Hughes Electronics had the right to request that we use our best efforts to replace the
term loan at an earlier date. Consistent with the terms of the loan agreement, Hughes Electronics exercised
that right, and we repaid the Hughes Term Loan with the proceeds of the Refinancing on February 25, 2002.
Quarterly payments of $50.0 million in principal were required on the term loan under certain circumstances
depending upon the level of cash flow from operations and our credit ratings. We did not make, and were not
required to make, any principal payments on the term loan prior to its repayment. During the years ended
December 31, 2002, 2001 and 2000, we made approximately $7.2 million, $82.4 million and $120.1 million,
respectively, of interest payments to Hughes Electronics on the term loan. The interest rate on the term loan
was tied to the interest rate on our existing revolving credit facility. The interest rate on the term loan as of the
repayment date was 2.30%.

As a result of certain arrangements between Hughes Electronics and the Company, Hughes Electronics
reimbursed the Company for certain fees and expenses incurred in the Refinancing. Such reimbursement was
approximately $2.6 million and was received in 2002 (See “Liquidity and Capital Resources — Long-Term
Debt™).

Tax Sharing Arrangement

We currently operate under a federal income tax sharing arrangement with Hughes Electronics, our
parent corporation. In accordance with such arrangement, we provide for current and deferred income taxes as
if we were the common parent of an affiliated group that is not included in the consolidated federal income tax
return that includes Hughes Electronics. At December 31, 2002, our balance sheet reflected a deferred tax
asset in the amount of $192.6 million attributable to the future benefit from the utilization of certain net
operating tax loss carryforwards, alternative minimum tax credits and foreign tax credits.

Such tax sharing arrangement with Hughes Electronics does not provide for the payment by Hughes
Electronics for any benefit relating to any of our then-remaining net operating loss carryforwards or other tax
attributes once we are no longer included in the same affiliated group with Hughes Electronics.

During 2002, the Internal Revenue Service commenced an examination of the GM consolidated tax
group for the years 1998-2000 of which the Company is a member. As a result, the Company’s federal income
tax returns for those years are currently under examination. Management believes that adequate provision has
been made for any adjustment which might be assessed as a result of this examination.
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Stockholder Agreement

On May 17, 2002, the stockholder agreement between PanAmSat, HCI and certain of our stockholders
terminated in accordance with its terms. Such agreement governed the election of directors to our Board of
Directors, intercompany transactions, our ability to compete in certain lines of business, and HCI’s ability to
acquire our outstanding common equity interests.

Other Hughes Transactions

In addition, Hughes Electronics and other Hughes Entities lease to us office space in Long Beach,
California and land for our teleport in Castle Rock, Colorado, and provide general liability insurance and
certain administrative services to us, including the provision of certain advisory and audit services, and permit
the participation of us and our employees in certain discount programs, such as a business travel discount
program and an automobile purchase discount program. During the years ended December 31, 2002, 2001 and
2000, we incurred expenses related to such arrangements with Hughes Entities of approximately $1.4 million,
$1.9 million and $1.9 million, respectively.

Recent Accounting Pronouncements

In April 2002, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards No. 145, “Rescission of FASB Statements No. 4, 44 and 64, Amendment of FASB
Statement No. 13, and Technical Corrections” (“SFAS 145”). SFAS 145 provides that a loss on
extinguishment of debt meet the requirements of APB 30 to be treated as an extraordinary item in the
statement of operations. SFAS 145 also amends FASB Statement No. 13 to eliminate an inconsistency
between the required accounting for sale-leaseback transactions and the required accounting for certain lease
modifications that have economic effects that are similar to sale-leaseback transactions.

In connection with the Company’s Refinancing in the first quarter of 2002, the Company recorded an
extraordinary loss on carly extinguishment of debt as a result of the write-off of the remaining unamortized
debt issuance costs related to the Hughes Electronics term loan (See “Liquidity and Capital Resources —
Long-term Debt” above). Upon adoption of the provisions of SFAS 145 related to the rescission of FASB
Statement No. 4, Reporting Gains and Losses from Extinguishment of Debt (“SFAS 4”), on January 1, 2003,
the Company will be required to reclassify this loss on extingnishment of debt to other expense, as it does not
meet the new requirements for classification as an extraordinary item in accordance with SFAS 145. This
reclassification will have no effect on net income but will result in lower income before income taxes of
$3.3 million for the quarter ended March 31, 2002 and year ended December 31, 2002. The other provisions of
SFAS 145 were effective in the second quarter of 2002 and did not have a significant impact on our financial
statements.

In June 2002, the FASB issued Statement of Financial Accounting Standards No. 146, “Accounting for
Costs Associated with Exit or Disposal Activities” (“SFAS 146”). This Statement addresses financial
accounting and reporting for costs associated with exit or disposal activities and nullifies Emerging Issues Task
Force (EITF) Issue No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other
Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring).” This Statement requires
that a liability for a cost associated with an exit or disposal activity be recognized when the liability is incurred.
Whereas, under EITF Issue No. 94-3, a liability for an exit cost was recognized at the date of an entity’s
commitment to an exit plan. SFAS 146 is to be applied prospectively to exit or disposal activities initiated
after December 31, 2002. As such, the Company adopted the provisions of SFAS 146 effective January 1,
2003. The adoption of these provisions has not had a significant impact on our financial statements.

In December 2002, the FASB issued SFAS No. 148 “Accounting for Stock-Based Compensation —
Transition and Disclosure — an amendment of SFAS 123,” (“SFAS 148”) which is effective for financial
statements for fiscal years ending after December 15, 2002, with early adoption permitted. SFAS 148 was
issued to provide alternative methods of transition for a voluntary change to the fair value based method of
accounting for stock-based employee compensation. If a company adopts the expensing provisions of
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Statement of Financial Accounting Standards No. 123 (“SFAS 123”) in 2003, SFAS 148 allows for the
following three methods of expensing stock options:

1. the prospective method — apply the expensing provisions only to options granted, modified or settled
in the year of adoption or later; or

2. the modified prospective method — apply the provisions starting in the year of adoption only to
options granted, modified or settled after 1994; or

3. the retroactive restatement method — restate all periods presented to reflect the fair value of
employee options granted, modified or settled after 1994,

In addition, this Statement amends the disclosure requirements of SFAS 123 to require prominent
disclosures in both annual and interim financial statements about the method of accounting for stock-based
employee compensation and the effect of the method used on reported results. Had compensation expense for
employee stock options granted been determined based on the fair value of the options at the grant dates
(consistent with the provisions of SFAS 123), the Company’s net income would have been reduced by
approximately $10.9 million, or $0.07 per basic and diluted share in 2002, $15.2 million, or $0.10 per basic and
diluted share in 2001 and $16 million, or $0.11 per basic and diluted share in 2000.

The Company has elected to adopt the expensing provisions of SFAS 123 utilizing the prospective
method beginning on January 1, 2003. Therefore, the Company will record compensation expense for
employee stock options granted after December 31, 2002, but not in relation to previous awards granted.
Compensation expense will be based on the fair value of the options at the respective grant dates utilizing the
Black-Scholes model for estimating fair value. Under the intrinsic value method reported previously, no
compensation expense had been recognized on options granted through December 31, 2002, as the strike price
of the options granted equaled the market price on the date of grant for all prior grants (refer to Note 9 to the
Company’s Consolidated Financial Statements, “Retirement and Incentive Plans”).

In November 2002, the FASB issued FASB Interpretation (“FIN”) No. 45, “Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.” FIN
No. 43 clarifies and expands existing disclosure requirements for guarantees, including loan guarantees, and
clarifies that a guarantor is required to recognize, at the inception of a guarantee, a liability for the fair value of
the obligation undertaken in issuing the guarantee. The initial recognition and initial measurement provisions
of FIN No. 45 are applicable on a prospective basis for guarantees issued or modified after December 31,
2002. The disclosure requirements of FIN No. 45 are effective for the Company’s current financial statements
ending December 31, 2002. The adoption of the disclosure requirements of FIN No. 45 during 2002, as well as
the initial recognition and initial measurement provisions of FIN No. 45 in 2003, did not have a significant
impact on our financial statements.

In January 2003, the FASB issued FIN No. 46, “Consolidation of Variable Interest Entities — an
Interpretation of Accounting Research Bulletin No. 51.” FIN No. 46 clarifies rules for consolidation of special
purpose entities. FIN No. 46 is effective for variable interest entities created after January 31, 2003 and to
variable interest entities in which a Company receives an interest after that date. This pronouncement is
effective on January 1, 2004 for variable interest entities acquired before February 1, 2003. The Company does
not expect the adoption of FIN No. 46 to have a significant impact on our financial statements.

In November 2002, the EITF reached a consensus on Issue No. 00-21, “Accounting for Revenue
Arrangements with Multiple Deliverables.” EITF Issue No. 00-21 addresses determination of whether an
arrangement involving more than one deliverable contains more than one unit of accounting and how the
related revenues should be measured and allocated to the separate units of accounting. EITF Issue No. 00-21
will apply to revenue arrangements entered into after June 30, 2003; however, upon adoption, the EITF allows
the guidance to be applied on a retroactive basis, with the change, if any, reported as a cumulative effect of
accounting change in the statement of operations. The Company has not yet determined the impact this issue
will have on its consolidated results of operations or financial position, if any.
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Risks Relating to Qur Industry

Once launched and properly deployed, satellites are subject to significant operational risks due to various
types of potential anomalies.

Satellites utilize highly complex technology and operate in the harsh environment of space and,
accordingly, are subject to significant operational risks while in orbit. These risks include malfunctions,
commonly referred to as anomalies, that have occurred in our satellites and the satellites of other operators as
a result of:

o the satellite manufacturer’s error, whether due to the use of new and largely unproven technology or
simply due to a manufacturing defect;

« problems with the power systems of the satellites, including:

e circuit failures causing reductions in the power output of the solar array panels on the satellites,
which could require the operator to forego the use of some transponders initially and to turn off
additional transponders in later years; and

e failure of the cells within the batteries, whose sole purpose is to power the payload and spacecraft
operations during the daily eclipse periods which occur for brief periods of time during two 40-day
periods around March 21 and September 21;

o problems with the control systems of the satellites, including:
o failure of the primary and/or backup spacecraft control processor; and

e failure of the xenon ion propulsion system (“XIPS”) used on certain Boeing satellites, which is an
electronic propulsion system that maintains the spacecraft’s proper in-orbit position; and

< general failures resuiting from operating satellites in the harsh space environment.

We have experienced anomalies in each of the categories described above. Although we work closely with
the satellite manufacturers to determine and eliminate the cause of these anomalies in new satellites and
provide for operational redundancies of certain critical components in the satellite to minimize or eliminate
service disruptions in the event of failure, we cannot assure you that we will not experience anomalies in the
future, whether of the types described above or arising from the failure of other systems or components, or that
upon the occurrence of an anomaly, an operational redundancy will be available. In particular, we may
experience additional anomalies relating to the failure of the spacecraft control processor in certain of our
Boeing 601 satellites (not including our Boeing 601 HP satellites), various anomalies associated with XIPS in
our Boeing 601 HP satellites, or a progressive degradation of the solar arrays in certain of our Boeing 702
satellites.

Two Boeing 601 satellites that we operated in the past and other Boeing 601s operated by others have
experienced a failure of the primary and backup spacecraft control processors. Two of the Boeing 601 satellites
that we currently operate have experienced a failure of the primary spacecraft control processor. We have two
other Boeing 601 satellites in orbit that have not experienced any anomalies related to their spacecraft control
processors, but we cannot assure you that similar anomalies will not occur on those models.

Certain of the Boeing model 601 HP spacecraft have experienced various problems associated with
XIPS. We operate seven satellites of this type. We cannot assure you that problems associated with XIPS or
other propulsion systems on our satellites will not occur in the future.

Two of the three Boeing 702 satellites that we operate and other Boeing 702s of a similar design operated
by others have experienced a progressive degradation of their solar arrays causing a reduction in output power.
Along with the manufacturer, we are monitoring the problem to determine its cause and its expected effect.
The power reduction may require the satellite operator to permanently turn off certain transponders on the
affected satellite to allow for the continued operation of other transponders, which could result in a loss of

36




revenue. At this time, the power degradation has not required us to reduce the number of operating
transponders on either affected satellite.

Certain of our satellites are currently covered by insurance policies. However, if we are adversely affected
by the anomalies described above affecting those satellites, there can be no assurance that we will be
reimbursed by the insurers, as they may dispute a payment obligation or the anomaly may occur outside of an
insurance policy period. In addition, there can be no assurance that, following the expiration of the current
policies, we will be able to procure new insurance that covers losses of those types. Further, there can be no
assurance that we will be able to obtain insurance for such satellites on commercially reasonable terms.

Any single anomaly or series of anomalies could materially and adversely affect our operations, our
revenues, our relationship with our current customers and our ability to attract new customers for our satellite
services. In particular, future anomalies may result in the loss of individual transponders on a satellite, a group
of transponders on that satellite or the entire satellite, depending on the nature of the anomaly and the
availability of operational redundancies. Anomalies may also cause a reduction of the expected useful life of a
satellite, a reduction of the revenue generated by that satellite, or the recognition of an impairment loss.
Finally, the occurrence of anomalies may adversely affect our ability to insure our satellites at commercially
favorable premiums, if at all. While some anomalies are covered by insurance policies, others are not or may
not be covered.

New satellites are subject to launch failuves, the occurvence of which can materially and adversely affect
our operations.

Satellites are subject to certain risks related to failed launches. Of the 36 satellites launched by us or our
predecessors since 1983, three have resulted in launch failures. In addition, certain launch vehicles that we
have used or are scheduled to use have experienced launch failures in the past. Launch failures result in
significant delays in the deployment of satellites because of the need both to construct replacement satellites,
which can take 24 months or longer, and obtain other launch opportunities. Such significant delays could
materially and adversely affect our operations and our revenues. Launch vehicles may also underperform, in
which case the satellite may still be placed into service by using its onboard propulsion systems to reach the
desired orbital location, resulting in a reduction in its useful life. In addition, although we have had launch
insurance on all of our launches to date, if we were not able to obtain launch insurance on reasonable terms
and a significant launch failure were to occur, our financial condition would be materially and adversely
affected.

New or proposed sateilites are subject to construction and launch delays, the occurrence of which can
materially and adversely affect our operations.

The construction and launch of satellites are subject to certain delays. Such delays can result from the
delays in the construction of satellites and launch vehicles, the periodic unavailability of reliable launch
opportunities, possible delays in obtaining regulatory approvals and launch failures. We have in the past
experienced delays in satellite construction and launch which have adversely affected our operations. Future
delays may have the same effect. A significant delay in the future delivery of any satellite may also adversely
affect our marketing plan for the satellite. If satellite construction schedules are not met, there can be no
assurance that a launch opportunity will be available at the time a satellite is ready to be launched. Further,
any significant delay in the commencement of service of any of our satellites could enable customers who pre-
purchased or agreed to lease transponder capacity on the satellite to terminate their contracts and could affect
our plans to replace an in-orbit satellite prior to the end of its useful life. The failure to implement our satellite
deployment plan on schedule could have a material adverse effect on our financial condition and results of
operations.
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The market for satellite insurance has historically fluctuated significantly, and we may be unable to obtain
new or venewal policies on commercially veasonable terms or at all,

The price, terms and availability of insurance have fluctuated significantly since we began offering
commercial satellite services in 1984. In the last several years, the cost of obtaining launch and in-orbit
policies on satellites reached historic lows but has recently begun to return to the higher levels for such policies
that were common in the early 1990s. We expect the cost of obtaining such insurance to continue to rise and
availability to be limited as a result of recent satellite failures and general conditions in the insurance industry,
including the effects of the September 11th terrorist attacks. Launch and in-orbit policies on satellites may not
continue to be available on commercially reasonable terms or at all. In addition to higher premiums, insurance
policies may provide for higher deductibles, shorter coverage periods, higher loss percentages required for
constructive total loss claims and additional satellite health-related policy exclusions. For example, while we
have since the late 1990s been able to obtain launch policies covering a period of three to five years from the
date of launch and in-orbit policies covering a period of one to three years from the date of expiration of the
applicable launch policy, providers of launch and in-orbit insurance recently have informed us that they are
unwilling to insure for periods greater than one year. An uninsured failure of one or more of our satellites could
have a material adverse effect on our financial condition and results of operations. In addition, higher
premiums on insurance policies will increase our costs, thereby reducing our operating income by the amount
of such increased premiums.

The fixed satellite services industry is heavily regulated, both in the United States and elsewhere, and such
rvegulation could impede us from executing our business plan.

We are subject to the regulatory authority of the U.S. government, primarily the FCC, and the national
communications authorities of the countries in which we operate. If we do not obtain all requisite regulatory
approvals for the construction, launch and operation of any of our future satellites and for the orbital slots
planned for these satellites or, the licenses obtained impose operational restrictions on us, or permit
interference which could affect the use of our satellites, our business, financial condition and results of
operations could be materially adversely affected. In addition, there can be no assurance that we will continue
to coordinate successfully any or all of our satellites under FCC procedures domestically and under procedures
of the International Telecommunications Union internationally. Such coordination is required in connection
with domestic and international procedures that are intended to avoid interference to or from other satellites.
More specifically, the risks of government regulation include:

» the FCC reserves the right to require satellites within its jurisdiction to be re-located to a different
orbital location if it determines that re-location is in the public interest;

« our ability to replace an existing satellite with a new satellite is typically subject to FCC approval;

e governments, including the U.S. government, have the ability to regulate satellite and terrestrial
transmissions that have the potential to interfere with government operations, or other satellite or
terrestrial cornmercial operations and such regulation could interfere with our contractual obligations
to customers;

« currently unused orbital slots that have been granted to us may be revoked if we do not utilize such
slots prior to their expiration dates, as was the case with two slots previously granted to us that the FCC
revoked in 2000.

Because the regulatory schemes vary by country, we may be subject to regulations in foreign countries of
which we are not presently aware. If that were to be the case, we could be subject to sanctions by a foreign
government that could materially and adversely affect our operations in that country. There can be no
assurance that any current regulatory approvals held by us are, or will remain, sufficient in the view of foreign
regulatory authorities, or that any additional necessary approvals will be granted on a timely basis, or at all, in
all jurisdictions in which we wish to operate our new satellites, or that applicable restrictions in those
jurisdictions will not be unduly burdensome. The failure to obtain the authorizations necessary to operate our
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satellites internationally could have a material adverse effect on our financial condition and results of
operations.

We face visks in conducting business internationally.

A significant portion of our business is conducted outside the United States. For the years ended
December 31, 2002, 2001 and 2000, approximately 58%, 60% and 51% of our revenues were generated from
customers outside of the United States. We could be harmed financially and operationally by changes in
foreign regulations and telecommunications standards, tariffs or taxes and other trade barriers. Although
almost all of our contracts with foreign customers require payment in U.S. dollars, customers in developing
countries could have difficulty in obtaining the U.S. dollars they owe us, including as a result of exchange
controls. Exchange rate fluctuations may adversely affect the ability of our customers to pay us in U.S. dollars.
If we ever need to pursue legal remedies against our foreign business partners or customers, we may have to
sue abroad, where it could be hard for us to enforce our rights.

Risks Relating to CQur Business

Our financial condition could be materially and adversely affected if we were to suffer a loss that is not
adequately covered by insurance.

Certain losses of a satellite may not be covered by launch or in-orbit insurance policies. Some of our
satellites are covered by insurance policies that are subject to significant health-related exclusions and
deductibles related to specific components identified by the insurers as the most likely to fail or by a policy
with a lower coverage amount than the carrying value of its insurable costs (‘‘Significant Exclusion Policies™).
Some of our satellites are uninsured. Moreover, any claims under existing policies are subject to settlement
with the insurers. As of December 31, 2002, we had in effect launch and in-orbit policies covering 16 satellites
in the aggregate amount of $1.9 billion, six of which were covered by policies with Significant Exclusion
Policies. Six of our satellites were uninsured. As of such date, the uninsured satellites and the satellites
covered by Significant Exclusion Policies had a total net book value of satellites and other insurable costs of
approximately $1.0 billion. As our other insurance policies expire, we may elect to reduce or eliminate
insurance coverage of certain other satellites to the extent permitted by our debt agreements if, in our view,
exclusions make such policies ineffective or the costs make such insurance impractical and if we believe that
we can more effectively protect our business through the use of in-orbit spare satellites, backup transponders
and self-insurance.

An additional risk to our business is that we do not generally obtain insurance to cover the risk of
revenues lost as a result of satellite anomalies. As a result, even if insurance were to cover a loss relating to a
launch or in-orbit failure, we would not be adequately compensated for lost revenue attributable to that loss.
As of December 31, 2002, the total net book value of satellites and other insurable costs, which includes
certain sales-type leases plus the estimated amount of warranty liabilities related to transponders sold outright,
less incentive obligations, totaled approximately $2.4 billion. As of December 31, 2002, insurance covered
approximately $1.4 billion of these net insurable costs. The partial or complete failure of any revenue-
producing satellites that are not substantially or fully insured could have a material adverse effect on our
financial condition and results of operations.

Our customers’ industry and regional market visks could materially and adversely affect us.

A significant portion of our business is with customers who may be adversely affected by recent events in
certain industries and economic conditions in certain parts of the world. Of our top 25 customers, we have
identified six, representing approximately $1.05 billion of our $5.55 billion backlog, who may face such a risk.
Included in these six customers is our largest customer, DIRECTYV Latin America. They have announced that
they have initiated discussions with certain programmers, suppliers, lenders, and business associates, including
the Company, to reduce excessive fixed costs and a substantial debt burden. In that announcement,
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DIRECTV Latin America indicated that if those discussions are not successful in the near future, they may
file for a restructuring under Chapter 11 of the U.S. bankruptcy law.

If DIRECTV Latin America, one of the other larger affected customers, or a group of these customers
becomes unable to perform some or all of the obligations to us, it could have a material adverse effect on our
financial condition and results of operations.

QOur business is capital intensive, and we may not be able to access the capital markets when we would like
to raise capital.

We may not be able to raise adequate capital to complete some or all of our business strategies or to react
rapidly to changes in technology, products, services or the competitive landscape. Industry participants often
face high capital requirements in order to take advantage of new market opportunities, respond to rigorous
competitive pressures and react quickly to changes in technology. Many of our competitors are committing
substantial capital and, in many instances, are forming alliances to acquire or maintain market leadership. Our
business is capital intensive and there can be no assurance that we will be able to satisfy our capital
requirements in the future.

We are subject to significant and intensifying competition both within the fixed satellite services industry
and outside the industry from companies offering other means to transmit signals, such as through fiber
optics.

We face heavy competition in the fixed satellite services industry from companies such as newly-
privatized Intelsat Ltd. and Eutelsat S.A.; SES Global (“SES Gilobal”), the entity formed by the
November 2001 acquisition of GE American Communications, Inc. by Société Européenne des Satellites, the
Luxembourg-based operator of ASTRA, one of Europe’s leading DTH services; New Skies Satellites N.V,;
and Loral Space & Communications Ltd.; among others. Intensifying competition in this market, particularly
as a result of the privatization in 2001 of both Intelsat and Eutelsat, may result in lower prices for our services,
which may adversely affect our results. Many of the owners of Intelsat are government-owned monopolies or
privatized entities that are the dominant telecommunications companies in their home territories. By virtue of
their substantial investment in the Intelsat system and their ties to government regulators, Intelsat’s owners
have the incentive to, and may be able to, block us from entering certain non-U.S. markets. There has been a
trend toward consolidation of major fixed satellite service providers as customers increasingly demand more
robust distribution platforms with network redundancies and worldwide reach, and we expect to face increased
competition as a result of this trend. For example, SES Global now has the world’s largest satellite fleet, and
the combined entity is now capable of providing service in many of the markets we serve. These and other
direct competitors are likely to continut developing and launching satellites with greater power and more
transponders, which may create satellite capacity at lower costs. In order to compete effectively, we may have
to invest in similar technology.

In addition, we believe that there are many companies that are seeking ways to improve the ability of
existing land-based infrastructure, such as fiber optic cable, to transmit signals. Any significant improvement
or increase in the amount of land-based capacity, particularly with respect to the existing fiber optic cable
infrastructure and point to point applications, may cause our video services customers to shift their
transmissions to land-based capacity or make it more difficult for us to obtain new customers. If fiber optic
cable networks or other ground-based high-capacity transmission systems are available to service a particular
point, that capacity, when available, is generally less expensive than satellite capacity. As land-based
telecommunications services expand, demand for some satellite-based services may be reduced.

Some of our direct and indirect competitors, both those in and outside of the fixed satellites services
industry, have greater financial resources and operating flexibility than we do. This may permit them to

respond better to changes in the industry.
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Risks Relating to the Company’s Indebtedness

QOur substantial indebtedness could impair our financial condition and our ability to fulfill our obligations
under ouy outstanding indebtedness, including the notes.

Subject to the restrictions contained in the indenture governing our outstanding notes and in the
agreement governing our Senior Secured Credit Facility obtained, we may incur additional indebtedness. Cur
substantial indebtedness could:

o Make it more difficult for us to satisfy our obligations with respect to our outstanding notes and other
indebtedness;

¢ Require us to dedicate a substantial portion of our cash flow from operations to payments on our debt,
thereby reducing the availability of our cash flow to fund working capital, capital expenditures and
other general corporate requirements;

o Limit our flexibility in planning for, or reacting to, changes in our business and the industry in which
we operate;

o Place us at a competitive disadvantage compared to our competitors that have proportionately less
debt;

o Make it more difficult for us to borrow money for working capital, capital expenditures, acquisitions or
other purposes; and

o Expose us to the risk of increased interest rates with respect to that portion of our debt which has a
variable rate of interest.

If we are unable to meet our debt obligations, we could be forced to restructure or refinance our
indebtedness, seek additional equity capital or sell assets. We may be unable to obtain financing or sell assets
on satisfactory terms, or at all.

The terms of our indebtedness impose significant restrictions on cur business.

The indenture governing our outstanding notes and the agreement governing our Senior Secured Credit
Facility contain various covenants that limit our ability to, among other things:

o Incur or guarantee additional indebtedness;

o Make restricted payments, including dividends;

o Create or permit to exist certain liens;

o Enter into business combinations and asset sale transactions;
o Make investments;

e Reduce or eliminate insurance on our satellites;

o Enter into transactions with affiliates; and

- Enter into new businesses.

These restrictions could limit our ability to obtain future financing, sell assets, make acquisitions or
needed capital expenditures, withstand a future downturn in our business or the economy in general, conduct
operations or otherwise take advantage of business opportunities that may arise. Our Senior Secured Credit
Facility also requires us to maintain specified financial ratios. Our ability to meet future financial ratios can be
affected by events beyond our control, such as general economic conditions. Qur failure to maintain any
applicable financial ratios would prevent us from borrowing additional amounts under our Senior Secured
Credit Facility and could result in a default under that facility, which could cause the indebtedness
outstanding under the facility, and by reason of cross-acceleration or cross-default provisions, our outstanding
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notes and any other indebtedness we may then have, to become immediately due and payable. If we were
unable to repay those amounts, the lenders under our Senior Secured Credit Facility could initiate a
bankruptcy proceeding or liquidation proceeding or proceed against the collateral granted to them and the
holders of our senior notes issued in 1998 to secure that indebtedness. If the lenders under our Senior Secured
Credit Facility were to accelerate the repayment of outstanding borrowings, we might not have sufficient assets
to repay our indebtedness, including the notes.

We may be unable to repurchase the Senior Notes if we experience a change of contvol.

If we were to experience a change of control, as defined in the indenture governing the Senior Notes, we
will be required to make an offer to purchase all of the notes at a purchase price equal to 101% of their
principal amount, plus accrued and unpaid interest. Our Senior Secured Credit Facility restricts our ability to
repurchase notes, including the repurchase of notes under a change of control offer. Our failure to repay
holders tendering notes upon a change of control would result in an event of default under the Senior Notes. A
change of control, or an event of default under the Senior Notes, may also result in an event of default under
our Senior Secured Credit Facility, which may result in the acceleration of the indebtedness under that facility
requiring us to repay that indebtedness immediately. If a change of control were to occur, we cannot assure
you that we would have sufficient funds to repay debt outstanding under the Senior Secured Credit Facility or
to purchase the Senior Notes or any other securities which we would be required to offer to purchase or that
become immediately due and payable as a result. We expect that we would require additional financing from
third parties to fund any such purchases, and we cannot assure you that we would be able to obtain financing
on satisfactory terms or at all.

Our majority stockholder and others to whom it may be bound may have interests that conflict with those
of the noteholders.

Hughes Electronics beneficially owns approximately 81% of our common stock. As the majority
stockholder, Hughes Electronics has the ability to control fundamental corporate transactions requiring the
approval of our stockholders, including but not limited to the election of directors and the approval of
significant corporate transactions, including a change of control. The interests of Hughes Electronics as a
stockholder and the interests of others to whom Hughes Electronics may be bound may differ from the
interests of the other stockholders and holders of the Company’s indebtedness.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

See “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Opera-
tions — Market Risks.”
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of
PanAmSat Corporation

We have audited the accompanying consolidated balance sheets of PanAmSat Corporation and
subsidiaries (the “Company’) as of December 31, 2002 and 2001, and the related consolidated statements of
income, changes in stockholders’ equity and other comprehensive income (loss), and cash flows for each of
the three years in the period ended December 31, 2002. Our audits also included the financial statement
schedule listed in the index at item 15(a)2. These consolidated financial statements and the financial
statement schedule are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements and the financial statement schedule based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of PanAmSat Corporation and subsidiaries as of December 31, 2002 and 2001,
and the results of its operations and its cash flows for each of the three years in the period ended December 31,
2002, in conformity with accounting principles generally accepted in the United States of America. Also, in
our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial
statements taken as a whole, presents fairly in all material respects the information set forth therein.

As discussed in Note 2 to the consolidated financial statements, the Company has changed its method of
accounting for goodwill to conform to Statement of Financial Accounting Standards No. 142.

/s/ DELOITTE & TOUCHE LLP

Stamford, Connecticut

January 13, 2003

(February 28, 2003 as to the Repayment of the 6% Notes
described in Note 6, the Revised Compensation Program
described in Note 9, the Galaxy XI and PAS-1R Insurance
Claims described in Note 11 and to Note 13)
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PANAMSAT CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31, 2002, 2001 and 2000
(Dollars In Thousands, Except per Share Data)

2002 2001 2000
REVENUES:
Operating leases, satellite services and other .......... $ 792,691 $§ 802,194 § 780,256
Outright sales and sales-type leases .. ................ 19,599 67,881 243,314
Total revenues ..., 812,290 870,075 1,023,570
OPERATING COSTS AND EXPENSES:
Cost of outright sales and sales-type leases ........... — 12,766 85,776
Depreciation and amortization ...................... 335,717 414,744 337,450
Direct operating costs (exclusive of depreciation &
amortization) ............ ..t 129,189 152,883 149,681
Selling, general and administrative expenses .......... 99,181 116,140 97,462
Facilities restructuring and severance costs............ 13,708 8,223 —
Gain on insurance claims ............... ... ... (40,063) — (3,362)
Loss on conversion of sales-type lease................ 18,690 — —
Total operating costs and expenses ............ 556,422 704,756 667,007
INCOME FROM OPERATIONS.................... 255,868 165,319 356,563
INTEREST EXPENSE — Net............ooiinn., 139,161 111,153 128,205
INCOME BEFORE INCOME TAXES AND
EXTRAORDINARY ITEM ............c..oovontl. 116,707 54,166 228,358
INCOME TAX EXPENSE .............ccoiivnn.. 29,177 23,562 102,761
INCOME BEFORE EXTRAORDINARY ITEM ...... 87,530 30,604 125,597
EXTRAORDINARY LOSS ON EARLY
EXTINGUISHMENT OF DEBT, net of income taxes (2,482) — —
NETINCOME ...... ... ..o, $ 85,048 § 30,604 § 125,597
EARNINGS PER SHARE BEFORE
EXTRAORDINARY ITEM — basic and diluted . .... $ 059 § 020 $ 0.84
EARNINGS PER SHARE — EXTRAORDINARY
LOSS ON EARLY EXTINGUISHMENT OF
DEBT —basicand diluted . . ....................... (0.02) — —
NET INCOME PER SHARE — basic and diluted . . . . .. $ 057 § 020 § 0.84
Weighted average shares outstanding .................. 149,926,400 149,784,400 149,494,200

See notes to consolidated financial statements.
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PANAMSAT CORPORATION

CONSOLIDATED BALANCE SHEETS DECEMBER 31, 2002 AND 2001
(In Thousands)

2002 2001
ASSETS
CURRENT ASSETS:
Cash and cash equivalents ........ . . ... . . i, $ 783,998 § 443,266
Short-term INVESTMENTS . .. ..t i ittt it et e e 99,785 —
Accounts receivable — net ... . 34,276 34,468
Net investment in sales-type leases ..........c ... 22,858 24,886
Prepaid expenses and other (principally prepaid insurance) ................ 43,170 34,375
Deferred INCOME 1aXES . .. oottt e e e e e e 7,889 8,181
Receivable — satellite manufacturer ......... ... ... . ... 72,007 —_
Total CUITENT @SSELS . o oottt ettt e et e e e e 1,063,983 545,176
SATELLITES AND OTHER PROPERTY AND EQUIPMENT — Net .... 2,865,279 3,152,082
NET INVESTMENT IN SALES-TYPE LEASES .......... .. ... ... ..., 161,869 227,013
GOODWILL .. et e e e e e 2,238,659 2,238,659
DEFERRED CHARGES AND OTHER ASSETS ............ ... ... ... 157,948 133,880
TOT AL ASSET S . e $6,487,738  $6,296,810

See notes to consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS DECEMBER 31, 2002 AND 2001
(In Thousands, Except Share Data)

2002 2001
LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:
Accounts payable and accrued liabilities. ......... .. ... ...l $ 77,309 § 88,269
Current portion of long-term debt ......... . ... ... ... .. ... ... . ... ... 200,000 46,542
Accrued interest payable . ... .. 50,961 23,988
Deferred gains and revenues . ...ttt i 18,923 10,554
Total current liabilities ... ......... .. .. . 347,193 169,353
DUE TO AFFILIATES (principally merger related indebtedness) ........... — 1,725,000
LONG-TERM DEBT ... ..o i e 2,350,000 750,000
DEFERRED INCOME TAXES ... . e 417,843 381,754
DEFERRED CREDITS AND OTHER (principally customer deposits,
deferred revenue and incentive payments) ............... ... ...l 295,160 278,143
TOTAL LIABILITIES ... e 3,410,196 3,304,250
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS’ EQUITY:
Common stock, $0.01 par value—400,000,000 shares authorized; 149,967,476
and 149,871,260 outstanding at December 31, 2002 and 2001, respectively 1,500 1,499
Additional patd-in-capital ....... ... ... . 2,532,334 2,530,016
Retained earmings. . .....oovit i e e 546,093 461,045
Accumulated other comprehensive loss. . ... . ... o ol (2,385) —
Total stockholders’ equity ... ... . i i 3,077,542 2,992,560
TOTAL LIABILITIES AND STOCKHOLDERS EQUITY ............... $6,487,738  $6,296,810

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
AND OTHER COMPREHENSIVE INCOME (LOSS)

Years Ended December 31, 2000, 2001 and 2002
(In Thousends, Except Share Data)

BALANCE, JANUARY 1,
2000 . ...

Additional issuance of common

2000 .. ...

2001 oo

Unrealized loss on cash flow
hedge ....................

Unrealized gain on short-term
investments ...............

Foreign currency translation
adjustment . ...............

Netincome .................

BALANCE, DECEMBER 31,
2002 ...

Accumulated Other
Common Stock Additional QOther Comprehensive
Par Value Paid-In Comprehensive Retained Income
Shares Ameunt Capital Loss Earnings Total {Loss)
149,351,786 $1,493 $2,509,652 — $304,844  $2,815,989
323,331 4 13,105 —_ - 13,109
— — — — 125,597 125,597 $125,597
149,675,117 1,497 2,522,757 — 430,441 2,954,695
196,143 2 7,259 — — 7,261
— — — — 30,604 30,604 $ 30,604
149,871,260 1,499 2,530,016 — 461,045 2,992,560
96,216 1 2,318 —_ — 2,319
— — — $(1,546) — (1,546) $ (1,546)
— — — 1 — 1 1
— —_ — (840) —_ (840) (840)
— — — —_ 85,048 85,048 85,048
149,967,476 $1,500 $2,532,334 $(2,385) $546,093  $3,077,542 $ 82,663

See notes to consclidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2002, 2001 and 2000
(In Thousands)

2002 2001 2000

CASH FLOWS PROVIDED BY OPERATING ACTIVITIES:
NEt ICOME . o ot vttt et et et e $ 85048 $ 30,604 $125,597

Adjustments to reconcile net income to net cash provided by
operating activities:

Gross profit on sales-type leases............ccoovveinn. .. — (32,715) (136,437)
Depreciation and amortization ............. ... .coiin. ... 335,717 414,744 337,450
Deferred income taxes . .. ..o vttt 38,107 10,811 73,194
Amortization of debt issuance costs and other deferred
ChaTgES ..ot e 12,474 9,107 7,285
Provision for uncollectible receivables ..................... 12,616 15,339 5,941
Gain on insurance claims . ........... . ouriiiiiii {40,063) — (3,362)
Loss on conversion of sales-type leases .................... 18,650 — —
Facilities restructuring and severance costs................. 13,708 8,223 —
Loss on extinguishment of debt .......................... 2,482 — —
Lossonsaleof real estate. .........cv i, — — 6,096
Changes in assets and liabilities, net of acquired assets and
liabilities:
Collections on investments in sales-type leases ........... : 22,523 21,891 24,120
Operating lease and other receivables ................... (3,840) 3,105 22,337
Prepaid expenses and other assets ...................... (10,888) (23,484)  (63,709)
Accounts payable and accrued liabilities................. 50,656 86,934 64,893
Deferred gains and revenues. ............ oo, 4,723 (4,170) (6,997)
Net cash provided by operating activities . ............. 541,953 540,389 456,408
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures . .......c.ierin i (294,313)  (338,203) (449,560)
Purchase of short-term investments....................c..... (99,783) — —
Net proceeds from sale of property and equipment............ — 1,932 19,175
Insurance proceeds from satellite recoveries.................. 215,000 132,435 36,200
Net cash used in investing activities .................. ~ (179,096)  (203,836) (394,185)
CASH FLOWS FROM FINANCING ACTIVITIES:
New BOITOWINGS . ..o o ettt 1,800,000 — —
Repayments of long-term debt . .......... ... .. ... . ... (1,771,542) (21,216)  (56,421)
Debt ISSUATICE COSIS .. vttt it ettt (41,355) — —_—
Repayments of incentive obligations ........................ (8,389) (8,718) (6,825)
Stock issued in connection with employee benefit plans ........ — 7,302 13,109
Net cash used in financing activities .................. (21,286) (22,632)  (50,137)
EFFECT OF EXCHANGE RATE CHANGES ON CASH. .. .. (839) — —
NET INCREASE IN CASH AND CASH EQUIVALENTS . .. 340,732 313,921 12,086
CASH AND CASH EQUIVALENTS, BEGINNING OF
YEAR e 443,266 129,345 117,259
CASH AND CASH EQUIVALENTS, END OF YEAR ....... $ 783,998 § 443,266 $129,345

See notes to consolidated financial statements.
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PANAMSAT CORPORATICN

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2002, 2001 and 2000

1. Basis of Presentation and Description of Business

Basis of Presentation — Effective May 16, 1997, PanAmSat International Systems, Inc. (then operating
under its previous name, PanAmSat Corporation) and the Galaxy Satellite Services division of Hughes
Communications, Inc. (a wholly-owned subsidiary of General Motors Corporation, or “GM”) (“HCI”) were
merged (the “Merger”). The merged company was renamed PanAmSat Corporation (the “Company”).
Within these consolidated financial statements, in addition to the “Company”, the terms “we”, “us” and

“our” refer to PanAmSat Corporation and its subsidiaries.

As of the date of the Merger, HCI beneficially owned 71.5% of the then outstanding shares of the
Company. In May 1998, HCI increased its beneficial ownership of the Company to approximately 81% by
purchasing 11.2 million shares from minority shareholders for $851 million.

On Cctober 28, 2001, GM, Hughes Electronics and EchoStar Communications Corporation (“Echo-
Star”), announced the signing of definitive agreements that provided for the split-off of Hughes Electronics
from GM and the subsequent merger of the Hughes Electronics business with EchoStar (the “EchoStar
Transaction”). On December 10, 2002, the parties announced the termination of the agreements stating that
the EchoStar Transaction could not be completed within the time allowed due to regulatory opposition. Under
terms of the settlement, EchoStar was released from its contingent obligation to purchase the PanAmSat
business and Hughes Electronics retained its 81% ownership position in PanAmSat Corporation.

Description of the Business — We are a leading global facilities-based provider of video, broadcasting and
network services through satellites. We lease transponder capacity on our satellites, which we own and operate,
and deliver entertainment and information to cable television systems, television broadcast affiliates, direct-to-
home television operators, Internet service providers, telecommunications companies and other corporations.
The Company also provides satellite services and related technical support for live transmissions for news and
special events coverage. In addition, PanAmSat provides satellite services to telecommunications carriers,
corporations and Internet service providers for the provision of satellite-based communications networks,
including private corporate networks employing very small aperture antennas and international access to the
U.S. Internet backbone.

With 21 satellites in orbit, excluding one that was deorbited in January of 2003, we have one of the
world’s largest commercial geostationary earth orbit satellite networks, capable of reaching over 98% of the
world’s population. We are one of only a few companies worldwide capable of servicing a global footprint
through an owned fleet of satellites. We operate our 21 satellites in 16 orbital slots. We have one of the most
sophisticated ground infrastructure networks available to support the needs of our customers. We own
teleports in six U.S. locations, each of which provides transmission, monitoring and control services for
operating our fleet. We lease such services outside of the United States to support the remainder of our
worldwide satellite fleet.

2. Significant Accounting Policies

Principles of Consolidation — The consolidated financial statements include the accounts of the
Company and its domestic and foreign subsidiaries. All significant intercompany balances and transactions
have been eliminated.

Use of Estimates — The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions
that affect amounts reported therein. Due to the inherent uncertainty involved in making estimates, actual
results reported in future periods may be based upon amounts that differ from those estimates.
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Revenue Recognition — The Company enters into contracts to provide satellite capacity and related
services, Revenues are generated from outright sale, sales-type lease and operating lease contracts with
customers to provide satellite transponders and transponder capacity and, in certain cases, earth station and
teleport facilities, for periods typically ranging from one year to the life of the satellite. Almost all contracts
stipulate payment terms in U.S. dollars.

Pursuant to an outright sale contract, all rights and title to a transponder are purchased. In connection
with an outright sale, the Company recognizes the sale amount as revenue and the cost basis of the
transponder is removed and charged to cost of outright sales and sales-type leases.

Lease contracts qualifying for capital lease treatment (typically based, among other factors, on the term
of the lease) are accounted for as sales-type leases. For sales-type lease transactions, the Company recognizes
as revenue the net present value of the future minimum lease payments. The cost basis of the transponder is
removed and charged to cost of outright sales and sales-type leases. During the life of the lease, the Company
recognizes as revenue in each respective period, that portion of each periodic lease payment deemed to be
attributable to interest income. The balance of each periodic lease payment, representing principal repayment,
is recognized as a reduction of the net investment in sales-type leases. Interest income from sales-type leases
of approximately $20 million, $22 million, and $24 million is included in sales-type lease revenues for the years
ended December 31, 2002, 2001 and 2000, respectively.

Lease contracts that do not qualify as sales-type leases are accounted for as operating leases. Operating
lease revenues are generally recognized on a straight-line basis over the lease term unless collectability is not
reasonably assured (refer to “Accounts Receivable” below). Differences between operating lease payments
received and revenues recognized are deferred as, or amortized from, operating lease receivables. Revenues for
occasional services are recognized as services are performed and billed. The Company has certain obligations,
including providing spare or substitute capacity if available, in the event of satellite service failure under
certain long-term agreements. If no spare or substitute capacity is available, the agreements may be
terminated. Except for certain deposits, the Company is not obligated to refund operating lease payments
previously made.

Sales-type lease agreements and contracts for the sale of transponders typically include a telemetry,
tracking and control (“TT&C”) service agreement with the customer, which require the customer to pay
monthly service fees which are recognized and billable as the services are performed. For a significant portion
of our customer lease agreements, we perform TT&C services for the customer but the fees for such services
are included in the customer’s monthly lease payment.

Fair Value of Financial Instruments — The carrying amounts of cash, accounts receivable, accounts
payable and accrued liabilities approximate their fair values generally due to the short maturity of these items.
The carrying amount of the net investment in sales-type leases approximates fair value based on the interest
rates implicit in the leases.

The Company uses derivative financial instruments, including interest rate hedges to manage market
risks. The Company entered into a three year interest rate hedge agreement in relation to $100 million of the
outstanding borrowings under the Senior Secured Credit Facility during the third quarter of 2002. See Note 6,
“Long-Term Debt.”

At December 31, 1997, in connection with its debt refinancing activities, the Company entered into
certain U.S. Treasury rate lock contracts to reduce its exposure to fluctuations in interest rates. The aggregate
nominal value of these contracts was $375 million and these contracts were accounted for as hedges because
they were applied to a specific refinancing plan that was consummated shortly after December 31, 1997. The
cost to unwind these instruments in 1998 was $9.1 million and this amount has been deferred and is being
amortized to interest expense over the terms of the related debt securities.
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Concentration of Credit Risk — The Company provides satellite transponders and related services and
extends credit to a large number of customers in the commercial satellite communications market.

Management monitors its exposure to credit losses and maintains allowances for anticipated losses that are
charged to selling, general and administrative expenses. The majority of our contracts are denominated is the
U.S. dollar. Revenues derived from affiliates of Hughes Electronics comprised approximately 20% of total
revenues in 2002. No other customer provides the Company with revenues in excess of 10% of total revenues.

Cask and Cash Eguivalents — Cash and cash equivalents consists of cash on hand and highly liquid
investments with maturities at date of acquisition of three months or less.

Supplemental cash flow information for 2002, 2061 and 2000 is as follows (in thousands):

2002 2001 2000
Cash received from interest $ 13,254 $ 6,813
Cash paid forinterest . ....... ...t $142,723  $144,503  $184,822
Cash paid fortaxes . ...ttt $ 2668 $ 2734 $ 29,352
Cash received fTom taXes . . ..o e e e e $ 21,220 $ 8,046 $ 12,896

Short-Term Investments — At December 31, 2002, we had short-term investments of $99.8 million, for
which there was no comparable balance as of December 31, 2001. The short-term investments primarily
consist of commercial paper with original maturities of up to nine months. All of the short-term investments
held as of December 31, 2002 have remaining maturities of four months or less. In accordance with Statement
of Financial Accounting Standards No. 115, “Accounting for Certain Investments in Debt and Equity
Securities,” the Company has classified these short-term investments as available-for-sale. These securities
are carried at estimated fair market value. The aggregate unrealized gains and losses related to these
investments, net of taxes, are reflected as a part of other comprehensive income within stockholders’ equity.

Accounts Receivabie — Accounts receivable include amounts earned under service agreements and
occasional services which are billable as performed. An allowance for doubtful accounts is maintained in the
amount of approximately $8.7 million and $15.0 million at December 31, 2002 and 2001, respectively. If
collectability of the receivable is not reasonably assured at the time services are performed, the Company does
not initially record the revenue, but rather records an allowance for customer credits to offset the receivable. Ef
there is a change in the customer’s financial status or the receivable is collected, revenue is recorded at that
time. During the years ended December 31, 2002 and 2001 the Company recorded $11.5 million and
$1.5 million, respectively, of net customer credits. The total allowance for customer credits was $13.0 million
and $1.5 million as of December 31, 2002 and 2001, respectively.

Satellites and Other Property and Eqguipment — Satellites and other property and equipment are stated
at historical cost, or in the case of satellites acquired in connection with the Merger, the fair value at the date
of acquisition. The capitalized cost of satellites includes all construction costs, incentive obligations, launch
costs, launch insurance, and capitalized interest. Substantially all other property and equipment consists of the
Company’s teleport facilities. ‘
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Depreciation and amortization are provided using the straight-line method over the estimated useful lives
of the respective assets as follows:

Estimated Lives

(Years)
Satellite systems under CONStrUCtION .. ... ... o uuti ittt —
Satellites M SEIVICE ..o\ttt ittt e 12-15
Communications eqUIPMENt . . .. ...ttt et 3-7
General SUPPOIt eqUIPIIENt . . ... . ittt e 5-10
BUildings . . .o 25
Leasehold Improvements .. ....... ...ttt e 3-18

The estimated useful lives of the Company’s satellites are based upon the lower of the satellite’s design
life or the estimated life of the satellite as determined by an engineering analysis performed during initial in-
orbit testing. As the telecommunications industry is subject to rapid technological change and the Company’s
satellites have been subject to certain health related anomalies, the Company may be required to revise the
estimated useful lives of its satellites and communications equipment or to adjust their carrying amounts.
Accordingly, the estimated useful lives of the Company’s satellites are periodically reviewed using current
engineering data. If a significant change in the estimated useful lives of our satellites is identified, the
Company accounts for the effects of such changes on depreciation expense on a prospective basis. Reductions
in the estimated useful lives of our satellites would result in additional depreciation expense in future periods.
If the reduction in the estimated useful life of a satellite results in undiscounted future cash flows for the
satellite which are less than the carrying value of the satellite, an impairment charge would be recorded.
During 2000, the estimated useful life of the Galaxy VIII-i satellite was reduced from 15 years to 5 years as a
result of difficulties with its xenon ion propulsion system (“XIPS”) (see Note 4 “Satellites and Other Property
and Equipment — Net”).

Deferved Charges and Other Assets — The Company’s Deferred Charges and Gther Assets are summa-
rized as follows (in millions):

December 31, December 31,

2002 2001

Long-Term Receivables....... ... ... . ... $ 48.6 $ 41.3
Debt Issuance Costs. . ..o e 40.2 10.9
Customer Incentive Programs . .......... ... .ot 27.4 25.3
Prepaid Insurance . . ... 21.1 30.8
Other ASSels . ..o e 15.1 20.3
Investments .. ... ... 5.5 5.3

Total Deferred Charges and Other Assets...................... $157.9 $133.9

Long-Term Receivables — The Company’s Long-term Receivables primarily represent receivables
with payment terms extending beyond one year and receivables from operating leases with escalating
payment terms that are recognized on a straight-line basis into revenue over the lease term. Differences
between operating lease payments received and revenues recognized are deferred as, or amortized from,
operating lease receivables. These Long-term Receivables are net of an allowance for doubtful accounts
of approximately $3.6 million and $0 as of December 31, 2002 and 2001, respectively.

Debt Issuance Costs — Debt issuance costs of $63.1 and $39.0 million as of December 31, 2002 and
2001, respectively, represent costs incurred by the Company to secure debt financing. These costs are
being amortized to interest expense on a straight-line basis over the life of the related indebtedness and
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the accumulated amortization at December 31, 2002 and 2001 amounted to $22.9 million and
$28.1 million, respectively. Debt issuance costs capitalized in relation to the Company’s Refinancing (see
Note 6 “Long-term Debt”) totaled $41.4 million during the year ended December 31, 2002.

Customer Incentive Programs — Deferred charges related to Customer Incentive Programs are
amortized against revenue over the terms of the respective customer contracts. Deferred charges related
to customer contracts were $28.7 million and $25.9 million at December 31, 2002 and 2001, respectively.
These costs primarily represent the cost of antennas provided to cable operators without charge pursuant
to certain customer contractual arrangements as well as certain other contractual costs incurred by the
Company in order to secure customer leases. These costs are being amortized against the related revenue
recorded pursuant to the terms of the contracts and the accumulated amortization at December 31, 2002
and 2001 amounted to $1.3 million and $0.6 million, respectively.

Prepaid Insurance — The Company amortizes prepaid insurance costs to expense over the terms of
the respective insurance policies.

Other Assets — The Company’s Other Assets consists of prepayments of installation costs associ-
ated with Telemetry, Tracking & Control (“TT&C”) satellite services to third parties that are amortized
over the respective contract periods, as well as other miscellaneous deferred charges and other assets.

Investments — The Company has investments in certain equity securities, which represent less than
a 10% ownership interest. These investments are accounted for by the Company under the cost method
and are included within deferred charges in the accompanying balance sheet at the lower of cost or
market. The Company’s investments were $5.5 million and $5.3 million at December 31, 2002 and 2001,
respectively.

Goodwill — The Company adopted Statement of Financial Accounting Standards No. 142
(“SFAS 1427) effective January 1, 2002. Pursuant to SFAS 142, the Company discontinued the amortization
of goodwill beginning January 1, 2002. SFAS 142 also requires at least an annual assessment of recorded
goodwill for impairment. The initial annual impairment test had to be completed by December 31, 2002. Any
impairment charges resulting from an annual impairment test would be recorded in operating results. The
Company has established the fourth quarter of each year as the timeframe for annual impairment assessment.
Accumulated amortization was $337.6 million at December 31, 2002 and 2001 (See Note 5 “Goodwill”).

Evaluation of Long-Lived Assets — The Company periodically evaluates potential impairment loss
relating to long-lived assets including satellites, when a change in circumstances occurs, by assessing whether
the unamortized carrying amount can be recovered over the remaining life through undiscounted future
expected cash flows generated by the underlying assets (excluding interest payments}). If the undiscounted
future cash flows were less than the carrying value of the asset, an impairment charge would be recorded. The
impairment charge would be measured as the excess of the carrying value of the asset over the present value of
estimated expected future cash flows using a discount rate commensurate with the risks involved.

In the event a portion of a satellite was rendered inoperative and/or incapable of performing its intended
function, the Company would apply the concepts of Statement of Financial Accounting Standards No. 144
“Accounting for the Impairment or Disposal of Long Lived Assets” (“SFAS 144”), which supersedes FASB
Statement No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of,” in the determination of whether an impairment loss had occurred. If an impairment loss was
indicated, such amount would be recognized in the period of occurrence, net of any insurance proceeds to be
received so long as such amounts are determinable and receipt is probable. If no impairment loss was
indicated in accordance with FASB Statement No. 144 and the Company received insurance proceeds, the
proceeds would offset the carrying value of the satellite. In the event that the insurance proceeds received
exceeded the carrying value of the satellite, the excess of the proceeds over the carrying value of the satellite
would be recognized in the income statement.
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In the event a portion of a satellite was rendered inoperative and/or incapable of performing its intended
function and the satellite was not insured, the Company would apply the concepts of SFAS 144 in the
determination of whether an impairment loss had occurred. In the event an impairment loss had occurred,
such amount would be recognized in the period of occurrence. If no impairment loss was required as
calculated under SFAS 144, the Company would make a determination, based on the facts and circumstances
at the time of occurrence, if disclosure of the event in the accompanying notes is required.

Deferved Revenues — The Company enters into agreements with its customers under which they make
prepayments for services to be rendered over a specific period. Payments received are deferred and amortized
over the periods of performance.

Transponder Insurance — The Company accrues an obligation for the present value of estimated in-orbit
performance insurance costs on transponder sales, sales-type leases and other agreements with performance
warranty provisions, concurrently with the recognition of the related revenue. The Company also purchases
insurance for the book value of its owned satellite transponders (see Note 11 “Commitments and Contingen-
cies”’). Premiums paid relative to such insurance are amortized to expense over the insurance policy terms,
which are typically one to five years.

Other Comprehensive Income (Loss) — Other comprehensive income (loss) refers to revenues, ex-
penses, gains and losses that under accounting principles generally accepted in the United States of America
are included in other comprehensive income (loss) but are excluded from net income (loss) as these amounts
are recorded directly as an adjustment to stockholders’ equity, net of tax. The Company’s other comprehensive
income (loss) is composed of unrealized gains and losses on available-for-sale securities, unrealized losses on
our cash flow hedge, and foreign currency translation adjustments.

Foreign Currency Transiation — Assets and liabilities of the Company’s foreign subsidiaries, where the
functional currency is the local currency, are translated into U.S. dollars using year-end exchange rates.
Revenues and expenses of foreign subsidiaries are translated at the average exchange rates in effect during the
year. Adjustments resulting from financial statement translations are included as a separate component of
stockholders’ equity. Gains and losses resulting from foreign currency transactions are recorded within the
income statement when recognized. Aggregate translation losses of approximately $0.8 million and $0 were
recorded within accumulated other comprehensive loss in stockholders’ equity at December 31, 2002 and
2001, respectively. The translation loss as of December 31, 2002 was primarily due to devaluation of the
Brazilian Real during 2002 and the Company’s increased activity in Brazil after opening the Company’s first
sales office in Brazil in December 2001.

Income Taxes — The provision for income taxes is based upon reported income before income taxes.
Deferred income tax assets and liabilities reflect the impact of temporary differences between the amounts of
assets and liabilities recognized for financial reporting purposes and such amounts recognized for tax purposes,
as measured by applying currently enacted tax rates. Beginning in 1998, the Company and its subsidiaries
joined with Hughes Electronics and GM in filing a consolidated U.S. Federal income tax return. Under the tax
sharing arrangement with Hughes Electronics, the portion of the Hughes Electronics’ consolidated tax
amounts recorded by PanAmSat is generally equivalent to the amounts it would have incurred on a separate
return basis. In accordance with such arrangement, we provide for current and deferred income taxes as if we
were the common parent of an affiliated group that is not included in the consolidated federal income tax
return that includes Hughes Electronics. At December 31, 2002, our balance sheet refiected a deferred tax
asset in the amount of $192.6 million attributable to the future benefit from the utilization of certain net
operating tax loss carryforwards, alternative minimum tax credits and foreign tax credits.

Our existing federal income tax sharing arrangement with Hughes Electronics does not provide for the
payment by Hughes Electronics for any benefit relating to any of our then-remaining net operating loss
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carryforwards or other tax attributes once we are no longer included in the same affiliated group with Hughes
Electronics.

From the Merger date in 1997 and up to the date upon which Hughes Electronics became an 81%
shareholder in PanAmSat, the Company and its domestic subsidiaries filed a separate consolidated U.S.
Federal income tax return.

Business Segment and Geographic Information — The Company operates its business as a single
operating segment, which provides video and data network services to major broadcasting, direct-to-home
television providers and telecommunications companies worldwide. Substantially all of the Company’s
operating facilities are located in the United States. The geographic distribution of the Company’s revenues
for 2002, 2001 and 2000 was as follows:

W02 2001 2000
40% 49%
22% 18%
17% 16%
21%  17%

100% 100%

Revenue By Service Type — For the years ended December 31, 2002, 2001 and 2000, PanAmSat’s
revenues were $812.3 million, $870.0 million, $1.024 billion, respectively. These revenues were derived from
the following service areas:

w0z 201 2000

VA0 SETVICES o\ ittt e e e 66% 68% 69%
N EIWOTK SEIVICES .« ot i vttt e et e e e e e 27 25 26
Other services ... . N -
Fotal . . 100% 100% 100%

Earnings Per Share — The Company reports its earnings per share in accordance with SFAS No. 128,
“Earnings Per Share.” The Company’s only dilutive securities are common stock options and these options
have no dilutive effect on the earnings per share presented. The weighted average amount of outstanding
antidilutive common stock options excluded from the computation of diluted earnings per share was
6,588,333, 3,658,407 and 674,058 for the years ended December 31, 2002, 2001 and 2000, respectively.

Stock-Based Compensation — As permitted by Statement of Financial Accounting Standards No. 123,
“Accounting for Stock-Based Compensation” (“SFAS 123”), the Company accounts for stock-based awards
to employees using the intrinsic value method in accordance with Accounting Principles Board Opinion
No. 25, “Accounting for Stock Issued to Employees”. See “Recent Accounting Pronouncements” below.

®

Recent Accounting Pronouncements — In April 2002, the Financial Accounting Standards Board
(“FASB”) issued Statement of Financial Accounting Standards No. 145, “Rescission of FASB Statements
No. 4, 44 and 64, Amendment of FASB Statement No. 13, and Technical Corrections” (“SFAS 1457).
SFAS 145 provides that a loss on extinguishment of debt meet the requirements of APB 30 to be treated as an
extraordinary item in the statement of operations. SFAS 145 also amends FASB Statement No. 13 to
eliminate an inconsistency between the required accounting for sale-leaseback transactions and the required
accounting for certain lease modifications that have economic effects that are similar to sale-leaseback
transactions.
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In connection with the Company’s Refinancing in the first quarter of 2002, the Company recorded an
extraordinary loss on early extinguishment of debt as a result of the write-off of the remaining unamortized
debt issuance costs related to the Hughes Electronics term loan (See Note 6 “Long-term Debt”). Upon
adoption of the provisions of SFAS 145 related to the rescission of FASB Statement No. 4, Reporting Gains
and Losses from Extinguishment of Debt (“SFAS 4”), on January 1, 2003, the Company will be required to
reclassify this loss on extinguishment of debt to other expense, as it does not meet the new requirements for
classification as an extraordinary item in accordance with SFAS 145, This reclassification will have no effect
on net income but will result in lower income before income taxes of $3.3 million for quarter ended March 31,
2002 and year ended December 31, 2002. The other provisions of SFAS 145 were effective in the second
quarter of 2002 and did not have a significant impact on our financial statements.

In June 2002, the FASB issued Statement of Financial Accounting Standards No. 146, ““Accounting for
Costs Associated with Exit or Disposal Activities” (“SFAS 146”). This Statement addresses financial
accounting and reporting for costs associated with exit or disposal activities and nullifies Emerging Issues Task
Force (EITF) Issue No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other
Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring).” This Statement requires
that a liability for a cost associated with an exit or disposal activity be recognized when the liability is incurred.
Whereas, under EITF Issue No. 94-3, a liability for an exit cost was recognized at the date of an entity’s
commitment to an exit plan. SFAS 146 is to be applied prospectively to exit or disposal activities initiated
after December 31, 2002. As such, the Company adopted the provisions of SFAS 146 effective January 1,
2003. The adoption of these provisions has not had a significant impact on our financial statements.

In December 2002, the FASB issued SFAS No. 148 “Accounting for Stock-Based Compensation —
Transition and Disclosure — an amendment of SFAS 123,” (“SFAS 148”) which is effective for financial
statements for fiscal years ending after December 15, 2002, with early adoption permitted. SFAS 148 was
issued to provide alternative methods of transition for a voluntary change to the fair value based method of
accounting for stock-based employee compensation. If a company adopts the expensing provisions of SFAS
123 in 2003, SFAS 148 allows for the following three methods of expensing stock options:

1. the prospective method — apply the expensing provisions only to options granted, modified or settled
in the year of adoption or later; or

2. the modified prospective method — apply the provisions starting in the year of adoption only to
options granted, modified or settled after 1994; or

3. the retroactive restatement method — restate all periods presented to reflect the fair value of
employee options granted, modified or settled after 1994,

In addition, this Statement amends the disclosure requirements of SFAS 123 to require prominent
disclosures in both annual and interim financial statements about the method of accounting for stock-based
employee compensation and the effect of the method used on reported results. Had compensation expense for
employee stock options granted been determined based on the fair value of the options at the grant dates
(consistent with the provisions of SFAS 123), the Company’s net income would have been reduced by
approximately $10.9 million, or $0.07 per basic and diluted share in 2002, $15.2 million, or $0.10 per basic and
diluted share in 2001 and $16 million, or $0.11 per basic and diluted share in 2000.

The Company has clected to adopt the expensing provisions of SFAS 123 utilizing the prospective
method beginning on January 1, 2003. Therefore, the Company will record compensation expense for
employee stock options granted after December 31, 2002, but not in relation to previous awards granted.
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Compensation expense will be based on the fair value of the options at the respective grant dates utilizing the
Black-Scholes model for estimating fair value. Under the intrinsic value method reported previously, no
compensation expense had been recognized on options granted through December 31, 2002, as the strike price
of the options granted equaled the market price on the date of grant for all prior grants (refer to Note 9 to the
Company’s Consolidated Financial Statements, “Retirement and Incentive Plans”).

In November 2002, the FASB issued FASB Interpretation (“FIN”) No. 45, “Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.” FIN
No. 45 clarifies and expands existing disclosure requirements for guarantees, including loan guarantees, and
clarifies that a guarantor is required to recognize, at the inception of a guarantee, a liability for the fair value of
the obligation undertaken in issuing the guarantee. The initial recognition and initial measurement provisions
of FIN No. 45 are applicable on a prospective basis for guarantees issued or modified after December 31,
2002. The disclosure requirements of FIN No. 45 are effective for the Company’s current financial statements
ending December 31, 2002. The adoption of the disclosure requirements of FIN No. 45 during 2002, as well as
the initial recognition and initial measurement provisions of FIN No. 45 in 2003, did not have a significant
impact on our financial statements.

In January 2003, the FASB issued FIN No. 46, “Consolidation of Variable Interest Entities — an
Interpretation of Accounting Research Bulletin No. 51.” FIN No. 46 clarifies rules for consolidation of special
purpose entities. FIN No. 46 is effective for variable interest entities created after January 31, 2003 and to
variable interest entities in which a Company receives an interest after that date. This pronouncement is
effective on January 1, 2004 for variable interest entities acquired before February 1, 2003. The Company does
not expect the adoption of FIN No. 46 to have a significant impact on our financial statements.

In November 2002, the EITF reached a consensus on Issue No. 00-21, “Accounting for Revenue
Arrangements with Multiple Deliverables.” EITF Issue No. 00-21 addresses determination of whether an
arrangement involving more than one deliverable contains more than one unit of accounting and how the
related revenues should be measured and allocated to the separate units of accounting. EITF Issue No. 00-21
will apply to revenue arrangements entered into after June 30, 2003; however, upon adoption, the EITF allows
the guidance to be applied on a retroactive basis, with the change, if any, reported as a cumulative effect of
accounting change in the statement of operations. The Company has not yet determined the impact this issue
will have on its consolidated results of operations or financial position, if any.

Reclassifications — Certain prior period amounts have been reclassified to conform with the current
year’s presentation.

3. Operating Leases and Net Investment in Sales-type Leases

Future minimum lease payments due from customers under long-term operating leases on satellites in
service and to be launched are as follows (in thousands):

December 31, 2002
Minimum Lease

Payments

2003 . e $ 697,380
2004 . . e 638,056
200 595,911
2006 . . o 578,891
200 . e 480,385
2008 and thereafter ... .o it 2,264,965

$5,255,588
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Future minimum lease payments due from customers related to satellites in service and satellites to be
launched totaled approximately $4.76 billion and $0.79 billion, respectively. Included in the amounts above
are 51 contracts representing total backlog of $514.8 million, of which $224.8 million of backlog may be
terminated by the customers pursuant to certain contractual termination rights.

The components of the net investment in sales-type leases are as follows (in thousands):

December 31,

2002 2001
Total minimum lease payments ..............ovririennnrnnnn... $277,560  $380,682
Allowance for doubtful accounts ............ . ... . ... . ... ..., (10,654) (5,654)
Less unearned interest inCome . .. ... ovtiiie i, (82,179) (123,129)
Total net investment in sales-type leases....... ... ... ... . ... ..... 184,727 251,899
Less current portlon. ... ...t e (22,858)  (24,886)

$161,869  $227,013

Future minimum payments due from customers under sales-type leases and related service agreements
(primarily TT&C and in-orbit performance protection) as of December 31, 2002 are as follows (in
thousands):

Minimum Service

Lease Agreement

Payments Payments

20003 L e e $ 39330 $ 3,060
2004 . . e 39,203 3,060
200 L 39,174 3,060
2006 . e 24,504 810
2007 21,211 360
2008 and thereafter ... ... ... .. .. . . 114,138 1,874

$277,560  $12,224

On March 29, 2002, the Company entered into an agreement with one of its customers regarding the
revision of the customer’s sales-type lease agreements as well as certain other trade receivables. This
agreement resulted in the termination of the customer’s sales-type leases and the establishment of new
operating leases in their place. As a result, the Company recorded a non-cash charge in its consolidated
income statement during 2002 of $18.7 million.

Future cash payments expected from customers under all long-term contractual agreements (backlog)

described above, including operating leases, sales-type leases and related service agreements, aggregated
approximately $5.55 billion as of December 31, 2002.
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4. Satellites and Other Property and Equipment — Net

The Company’s satellites and other property and equipment are summarized as follows (in thousands):

December 31,
2002 2001

Satellite transponders under lease $3,444,248  $3,637,231
Satellite systems under development 355,524 407,317
Buildings and leasehold improvements 104,333 99,325
319,285 319,705

18,974 17,095

4242364 4,480,673
(1,377,085) (1,328,591)

$2,865,279 83,152,082

Satellite contracts typically require the Company to make progress payments during the period of the
satellite’s construction and orbital incentive payments (plus interest) over the orbital life of the satellite. The
incentive obligations are subject to reduction or refund if the satellite fails to meet specific technical operating
standards. As of December 31, 2002 and 2001 the Company’s had $152.1 million and $155.2 million recorded
in relation to satellite incentive obligations. Annual maturities of these incentives as of December 31, 2002 are
as follows (in thousands):

$152,113

The Company expects to launch up to four more satellites by the end of 2005. The Company expects to
launch Galaxy XII in the second quarter of 2003 to 74 degrees west longitude. The Company, together with
Horizons LLC, which we jointly own with JSAT International Inc. (“JSAT”), a Japanese satellite services
provider, also expects to launch the Galaxy XIII/Horizons I satellite to 127 degrees west longitude in mid
2003. The Company has two additional satellites that are under construction for United States coverage. We
are currently scheduled to launch one of these additional satellites to replace Galaxy V at 125 degrees west
longitude prior to the end of its useful life in 2005. The other additional satellite is scheduled to replace
Galaxy IR at 133 degrees west longitude prior to the end of its useful life in 2006.

The satellite construction contracts contain provisions that would enable the Company to terminate the
contracts with or without cause. If terminated without cause, the Company would forfeit its progress payments
and be subject to termination payments that escalate with the passage of time. If terminated for cause, the
Company would be entitled to recover any payments it made under the contracts and certain liquidated
damages as specified in the contracts.

The Company has entered into launch contracts for the launch of both specified and unspecified future
satellites. Each of the Company’s launch contracts provides that the Company may terminate such contract at
its option, subject to payment by the Company of a termination fee that increases in magnitude as the
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applicable launch date approaches. In addition, in the event of a failure of any launch, the Company may
exercise the right to obtain a replacement launch within a specified period following the Company’s request for
re-launch.

The Company has experienced various technical incidents on a number of its in-orbit satellites. These
incidents generally have resulted in one or more of the following: (i) a limitation or total loss of the satellite’s
ability to provide the full complement of services that it was designed to provide, (ii) a material reduction to
the satellite’s expected orbital life, or (lii) a reduction in certain of the satellite’s on-board redundant systems
exposing it to potential damage in the event of an additional incident. Whenever the Company experiences a
satellite anomaly or failure, management conducts an investigation of the cause of the event and determines
the effects, if any, that the anomaly may have on the carrying value of its satellites and other assets and
liabilities. '

Two Boeing 601 satellites that we operated in the past and other Boeing 601s operated by others have
experienced a failure of the primary and backup spacecraft control processors. Two of the Boeing 601 satellites
that we currently operate have experienced a failure of the primary spacecraft control processor. We have two
other Boeing 601 satellites in orbit that have not experienced any anomalies related to their spacecraft control
processors, but we cannot assure you that similar anomalies will not occur on those models.

Certain of the Boeing model 601 HP spacecraft have experienced various problems associated with
XIPS. We operate seven satellites of this type. We cannot assure you that problems associated with XIPS or
other propulsion systems on our satellites will not occur in the future.

Two of the three Boeing 702 satellites that we operate and other Boeing 702s of a similar design operated
by others have experienced a progressive degradation of their solar arrays causing a reduction in output power.
Along with the manufacturer, we are monitoring the problem to determine its cause and its expected effect.
The power reduction may require the satellite operator to permanently turn off certain transponders on the
affected satellite to allow for the continued operation of other transponders, which could result in a loss of
revenue. At this time, the power degradation has not required us to reduce the number of operating
transponders on either affected satellite. On February 19, 2003, the Company filed proofs of loss under the
insurance policies for these Boeing model 702 spacecraft for constructive total losses based on degradation of
the solar panels (See Note 11 “Commitments and Contingencies”).

To reduce the effect of anomalies, our satellites and our network are designed with operational
redundancies to minimize or eliminate service disruptions in the event of failure of a critical system. These
redundancies may include backup and separate on-board propulsion systems, backup transponders and
conservative system margins (for example, fuel and power).

In October 2001, we filed a proof of loss under the insurance policy on PAS-7 related to circuit failures,
which occurred in September 2001 and resulted in a reduction of 28.9% of the satellite’s total power available
for communications. Service to existing customers was not affected, and we expect that PAS-7 will continue
to serve these customers. The insurance policy was in the amount of $253.4 million and included a provision
for us to share 25% of future revenues on PAS-7 with the insurers. In the first quarter of 2002, our insurers
confirmed to us their agreement to settle the PAS-7 insurance claim by payment to the Company of
$215 million. Pursuant to this agreement, no future revenue share payments will be required to be made in
relation to PAS-7. During the first quarter of 2002, the Company recorded a gain of approximately
$40.1 million related to the PAS-7 insurance claim, which reflected the net proceeds agreed to by the insurers
less the net book value of the PAS-7 satellite, including incentive obligations. The Company received the
$215 million of insurance proceeds in 2002,

In December 2000, the Company filed an insurance claim related to the failure of its Galaxy VII satellite
which ceased transmissions on November 22, 2000 due to the failure of an onboard system responsible for
controlling the spacecraft and maintaining its position relative to earth. The insurance settlement in the
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amount of $132.4 million was recognized as an offset to the carrying value of the satellite and a $3.4 million
gain was recognized in 2000, representing proceeds in excess of the carrying value of the satellite.

In the third quarter of 2000, the Galaxy VIII-i satellite experienced difficulties with its xenon ion
propulsion system (“XIPS”), an electronic propulsion system that is used to maintain the spacecraft’s proper
orbit and altitude. The satellite is operating normally on its backup chemical propulsion system. Without the
use of XIPS, the spacecraft was expected to reach its end-of-life in late 2002. PanAmSat began accelerating
depreciation of the spacecraft in the fourth quarter of 2000 to reflect its revised operational life, resulting in an
increase in current and projected depreciation expense of approximately $15.0 million per quarter. Gal-
axy VIII-iis now fully depreciated and is being operated in an inclined orbit as a supplement to Galaxy I1IC.

Cur customer for all of the capacity on the Galaxy VIII-iR satellite has exercised its pre-launch right to
terminate its lease agreement with us. We and the manufacturer have agreed in principle to terminate the
construction contract by mutual agreement, subject to the execution of mutually acceptable documentation,
but we cannot assure you that this will occur. In connection with the termination of the contract, as of
December 31, 2002, we had a receivable due from the satellite manufacturer of $72.0 million, which
represents amounts previously paid to the manufacturer (of approximately $58.8 million}, liquidated damages
and interest owed to us under the construction agreement. The Company expects that it will collect
substantially all of this receivable and does not anticipate recording a charge to earnings related to this
receivable. In addition, we have agreed with the Galaxy VIII-iR launch vehicle provider to defer our use of
the launch to a future satellite.

5. Goodwill

On January 1, 2002, the Company adopted SFAS 142, Among other things, SFAS 142 provides that
intangible assets with finite useful lives be amortized and that goodwill and intangible assets with indefinite
lives not be amortized, but rather be tested for impairment annually or when a change in circumstances
occurs. PanAmSat has determined that, for such impairment testing, the Company has only one reporting
unit, which is at the enterprise level.

In the quarter ended June 30, 2002, the Company completed its transitional assessment of the
recoverability of its goodwill and determined that no impairment charge was required. In the third quarter of
2002, PanAmSat disclosed that it will perform its annual impairment test for its reporting unit during the
fourth quarter of each year, beginning with the fourth quarter of 2002. In conjunction with this annual
impairment test, the Company utilized an independent valuation expert to assist the Company in assessing the
fair value of the reporting unit. This independent valuation, which was prepared utilizing a discounted cash
flow approach, resulted in a fair value for the reporting unit which exceeded the carrying value of the
Company’s goodwill and, as such, no impairment charge was required. If an impairment loss results from
future impairment tests, the loss will be recorded as a pre-tax charge to operating income. The amount of any
loss resulting from future impairment tests could be material to PanAmSat’s results of operations.
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The adoption of SFAS 142 resulted in the elimination of goodwill amortization beginning January 1,
2002. As of December 31, 2002, the Company had goodwill of approximately $2.24 billion and no other
intangible assets. Prior to the adoption of SFAS 142, our annual goodwill amortization was approximately
$65 million. Net income and earnings per share for the years ended December 31, 2002, 2001, and 2000
adjusted to exclude amortization expense related to goodwill which is no longer amortized, are as follows:

Year Ending December 31,

2002 2001 2060

Income before extraordinary item:
Reported income before extraordinary item.................. $87,530 $30,604 $125,597
Goodwill amortization ..o — 64,960 64,960
Adjusted income before extraordinary item . ................. $87,530 $95,564  $190,557
Net income:
Reported net iNCOME ... .vvvviiinnereeeiii e $85,048  $30,604 $125,597
Goodwill amortization ..............c0iiiiiiii i — 64,960 64,960
Adjusted net iINCOME . . ... vvv vttt e e $85,048 $95,564  $190,557
Earnings per share before extraordinary item — basic and

diluted:
Reported earnings per share before extraordinary item — basic

and diluted ... ... $ 059 §$ 020 $ 084
Goodwill amortization per share . ............... ... .o.... — 0.43 0.43
Adjusted earnings per share before extraordinary item — basic

and diluted. ... ... . . e $ 059 § 063 § 127
Net income per share — basic and diluted:
Reported net income per share — basic and diluted........... $ 057 § 020 §$§ 084
Goodwill amortization pershare ........................... — 0.43 0.43

Adjusted net income per share — basic and diluted........... $§ 0357 §$ 063 $§ 127
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6. Long-term Debt

As of December 31, 2002 and 2001, long-term debt consisted of the following (in thousands):

2302 2001

Fair Fair

Book Market Book Market

Value Value Value Value
6% Notes due 2003 ...................... $ 200,000 $§ 200,000 $200,000 $196,000
6% Notes due 2005. . ................... 275,000 266,750 275,000 253,000
Term Loan A due 2007 .................. 300,000 300,000 — —
Term Loan B due 2008................... 700,000 700,000 — —
6%% Notes due 2008. .................... 150,000 144,000 150,000 132,000
8/2% Notes due 2012..................... 800,000 768,000 — —
6/s% Notes due 2028..................... 125,000 112,500 125,000 87,500
Galaxy IIIR Notes ...................... — — 46,542 46,542
2,550,000 2,491,250 796,542 715,042
Less current maturities ................... 200,000 200,000 46,542 46,542
Total Long-Term Debt ................... $2,350,000 $2,291,250  $750,000 $668,500

Fair value amounts were determined based on quoted market prices for the Notes or on current rates
available to the Company for debt with similar maturities and similar terms.

At December 31, 2002, the Company had total debt outstanding of $2.55 billion, including current
maturities of $200 million related to the Company’s 6.0% notes due in 2003. The $200 million 6.0% notes
matured on January 15, 2003 and were repaid in full, plus accrued interest of $6.0 million, from available cash.

In February 2002, the Company entered into a credit facility in an aggregate principal amount of up to
$1.25 billion (the “Senior Secured Credit Facility”) and completed an $800 million private placement debt
offering pursuant to Rule 144A under the Securities Act of 1933, as amended (the “Senior Notes™). We refer
to these transactions as the “Refinancing.” Our net proceeds from the Senior Notes and borrowings of
$1.0 billion under the Senior Secured Credit Facility were approximately $1.759 billion in the aggregate, after
underwriting fees and other expenses of the transactions. We used $1.725 billion of the proceeds from the
Refinancing to repay in full the indebtedness owed under the term loan to Hughes Electronics.

The Senior Secured Credit Facility is comprised of a $250.0 million revolving credit facility, which is
presently undrawn and will terminate on December 31, 2007 (the “Revolving Facility”), a $300.0 million
term loan A facility, which matures on December 31, 2007 (the “Term A Facility”), and a $700.0 million
term loan B facility which matures on December 31, 2008 (the “Term B Facility”). Principal payments under
the Term A Facility and Term B Facility are due in varying amounts (described below) commencing in 2004
until their respective maturity dates. Currently, the Revolving Facility and the Term A Facility bear interest at
LIBOR plus 3.0%, although these interest rates are subject to adjustment based on the Company’s total
leverage ratio. The Term B Facility bears interest at LIBCR plus 3.5%. In addition, the Company is required
to pay to the lenders under the Revolving Facility a commitment fee in respect of the unused commitments at
a rate that is subject to adjustment based on the Company’s total leverage ratio. As of December 31, 2002, this
commitment fee rate was 0.50% per year, and the Company had outstanding letters of credit totaling
$1.1 million, which reduced our ability to borrow against the Revolving Facility by such amount. At
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December 31, 2002, the applicable interest rate on the Term A Facility was 4.42%, the applicable interest rate
on the Term B Facility was 4.92%, and the unused commitment fee for the period from February 25, 2002
through December 31, 2002 was approximately $1.1 million.

Obligations under the Senior Secured Credit Facility are, or will be, as the case may be, unconditionally
guaranteed by each of our existing and subsequently acquired or organized domestic and, to the extent no
adverse tax consequences would result therefrom, foreign restricted subsidiaries. In addition, such obligations
are equally and ratably secured by perfected first priority security interests in, and mortgages on, substantially
all of the tangible and intangible assets of the Company and its subsidiaries, including its satellites.

In accordance with the agreement governing the Senior Secured Credit Facility, the Company entered
into an interest rate hedge agreement for 10% of the outstanding borrowings under the Senior Secured Credit
Facility during the third quarter of 2002. This interest rate hedge is designated as a cash flow hedge of the
Company’s variable rate Term B Facility. In relation to this hedge agreement, the Company exchanged its
floating-rate obligation on $100.0 million of its Term B Facility for a fixed-rate payment obligation of 6.64% on
$100.0 million through August 30, 2005. The notional amount of the interest rate hedge agreement matches
the repayment schedule of the Term B facility though the maturity date of the interest rate hedge. During the
year ended December 31, 2002, no ineffectiveness was recognized in the statement of operations on this hedge.
In the unlikely event that the counter party, Deutsche Bank, fails to meet the terms of the interest rate hedge
agreement, the Company’s exposure is limited to the interest rate differential on the notional amount at each
quarterly settlement period over the life of the agreements. The Company does not anticipate nonperformance
by the counter party. Amounts accumulated in other comprehensive income (“OCI”) related to this cash flow
hedge are reclassified into earnings as interest is accrued on the hedged transaction. The amount accumulated
in OCI will fluctuate based on the change in the fair value of the derivative at each reporting period, net of
applicable deferred income taxes. The fair value of the interest rate hedge agreement is the estimated amount
that the Company would pay or receive to terminate the agreement at the reporting date, taking into account
current interest rates, the market expectation for future interest rates and the current creditworthiness of the
Company. The fair value of the outstanding interest-rate hedge agreement as of December 31, 2002, based
upon quoted market prices from the counter party, reflected a hedge liability of approximately $2.5 million.

The Revolving Facility will terminate on December 31, 2007. The Term A Facility will mature on
December 31, 2007 and amortizes in quarterly installments during each year as follows:

Year Ending December 31, Amount
2004 e e e 20%
200 L e 25%
2006 . e e e 25%
2007 o e 30%

The Term B Facility will mature on December 31, 2008 and amortizes in quarterly installments in annual
amounts equal to 1% of the Term B Facility during each of the third through sixth years of such facility, with
the balance payable in quarterly installments during the seventh year of such facility.

The Senior Notes bear interest at an annual rate of 8.5%, subject to increases pursuant to a registration
rights agreement entered into in connection with the issuance of the Senior Notes (the “Registration Rights
Agreement”), as described below. The Senior Notes require interest payments to be made semi-annually,
mature in 2012, are unsecured, and are guaranteed, on a full and unconditional and joint and several basis, by
all of the Company’s domestic 100% owned subsidiaries.

Pursuant to the Registration Rights Agreement, on April 26, 2002 the Company initiated the filing of a
registration statement on Form S-4 with the SEC in relation to an exchange of the Senior Notes for an equal
amount of new notes registered under the Securities Act and otherwise with substantially identical terms.
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Following the effectiveness of the Form S-4 registration statement in November 2002 these registered notes
were issued in exchange for all of the Company’s existing Senior Notes in an exchange offer.

Also, pursuant to the Registration Rights Agreement, the Company paid additional interest on the Senior
Notes for the period between August I, 2002 and November 26, 2002. The obligation to pay additional
interest ended on November 26, 2002, the day before the SEC declared the Company’s exchange offer
registration statement on Form S-4 effective. The SEC previously had delayed the effectiveness of such
registration statement until the review process for the registration statement on Form S-4 of HEC Holdings,
Inc., an affiliate of Hughes Electronics was completed. The additional interest was 25 basis points for the
period from August 1, 2002 through October 29, 2002 and 50 basis points for the period from October 30,
2002 through November 26, 2002. During the year ended December 31, 2002, the Company paid additional
interest of $0.8 million in relation to the delayed effectiveness of this registration statement.

On July 29, 2002, the Company completed the transfer of certain assets and liabilities from certain of its
subsidiary guarantors to PanAmSat Corporation. As a result of such transfers, the remaining subsidiary
guarantors, individually and in the aggregate, represent less than 1% of the Company’s consolidated total
assets, total liabilities, revenues, stockholders’ equity, income from continuing operations before income taxes
and cash flows from operating activities, and such subsidiaries have no independent assets or operations
(determined in accordance with the criteria established for parent companies in the SEC’s Regulation S-X,
Rule 3-10(h)). All subsidiary guarantors and all subsidiaries of the Company, other than the subsidiary
guarantors, are minor (as defined in the SEC’s Regulation S-X, Rule 3-10(h)). Accordingly, condensed
consolidating financial information for the Company and its subsidiaries within the notes to the Company’s
consolidating financial statements is not presented.

The indenture governing the Senior Notes and the agreement governing the Senior Secured Credit
Facility contain various covenants which impose significant restrictions on our business. These covenants limit
our ability to, among other things: incur or guarantee additional indebtedness; make restricted payments,
including dividends; create or permit to exist certain liens; enter into business combinations and asset sale
transactions; make investments and enter into transactions with affiliates and enter into new businesses. The
Senior Secured Credit Facility also limits the Company’s ability to sell certain assets of the Company.

In conjunction with the Refinancing, the Company was required to write-off the remaining unamortized
debt issuance costs of approximately $3.3 million related to the Hughes Electronics term loan, net of related
income taxes of $0.8 million. This $2.5 million charge was recorded within the Company’s consolidated
income statement for the three months ended March 31, 2002 as an extraordinary loss on early extinguish-
ment of debt. Upon adoption of the provisions of SFAS 145 on January 1, 2003, the Company will be required
to reclassify this loss on extinguishment of debt to other expense, as it does not meet the new requirements for
classification as an extraordinary item in accordance with SFAS 145 (See Note 2 “Recent Accounting
Pronouncements” above).

The Company issued five, seven, ten and thirty-year fixed rate notes totaling $750 million in January
1998. The outstanding principal balances, interest rates and maturity dates for these notes as of December 31,
2002 were $200 million at 6.0% due 2003, $275 million at 6.125% due 2005, $150 million at 6.375% due 2008
and $125 million at 6.875% due 2028, respectively. Principal on the notes is payable at maturity, while interest
is payable semi-annually. In connection with the Refinancing, these notes have been ratably secured by
substantially all of our assets on a pari-passu basis with the security interests covering our obligations under
the Senior Secured Credit Facility. The $200 million 6% notes matured on January 15, 2003 and were repaid
in full, plus accrued interest of $6.0 million, from available cash.

We maintained a multi-year revolving credit facility (the ““Pre-Existing Revolver”) and a commercial
paper program (the “Commercial Paper Program”) that provided for aggregate short-term and long-term
borrowings of $50C.0 million. On February 25, 2002, we obtained a new $250.0 million Revolving Credit
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Revolver or the Commercial Paper Program at the date of their termination in February 2002.

The Company had $46.5 million principal amount outstanding under notes assumed in connection with
our exercise in July 1999 of an early buy-out opportunity for certain transponders under a sale-leaseback
transaction relating to our Galaxy IIIR satellite (the “Galaxy IIIR Notes™) as of December 31, 2001. The
Galaxy IIIR Notes, which bore interest at LIBOR plus 0.25%, matured on January 2, 2002 and were repaid in

full plus accrued interest on that date from available cash.

Annual maturities of long-term debt as of December 31, 2002 are as follows (in thousands):

Year Ending December 31, Amount Due
X $ 200,000
2004 L e e e 67,000
2005 . 357,000
2000 . . o e e e e 82,000
200 L e e e e e e 97,000
2008 and thereafter . ... i 1,747,000

$2,550,000

Interest expense for 2002, 2001 and 2000 is presented net of interest income of $15.2° million,
$13.5 million and $6.8 million, respectively and net of capitalized interest for 2002, 2001 and 2000 of

$27.3 million, $23.3 million and $56.1 million, respectively.

7.

Income Taxes

The income tax provision consisted of the following (in thousands):

2002 2001 2000
Taxes currently (receivable) payable:
U.S. federal and foreign .. ............................. $(30,787) $ 2,778 $§ (2,527)
Stateand local........ ... ... 1,000 1,000 —
Total . ... (29,787) 3,778 (2,527)
Deferred tax liabilities:
US. federal ... 57,250 17,939 88,837
State and local. ........ ... ... . ... . 1,714 1,845 16,451
Total ... 58,964 19,784 105,288
Total income tax provision. .. ............coviiiirnnenn... $ 29,177 $23,562  $102,761
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The income tax provision was different than the amount computed using the U.S. statutory income tax
rate for the reasons set forth in the following table (in thousands): -
2002 2001 2000

Expected tax at U.S. statutory income tax rate $ 40,847 $ 18,958 $ 79,925

U.S. state and local income tax rates — net of federal income
tax effect : 1,764 1,849 10,693

Extraterritorial Income Exclusion/Foreign Sales Corporation
tax benefit (17,885)  (24,094) (14,075)

Non-deductible goodwill amortization — 22,736 22,736
4,451 4,113 3,482

Total income tax provision $ 29,177 $ 23,562  $102,761

Temporary differences that give rise to deferred tax assets and liabilities are as follows (in thousands):

2002 2001

Deferred Deferred
Deferred Tax Deferred Tax
Tax Assets Liabilities Tax Assets Liabilities

Basis differences in satellites and other property,

plant and equipment .......... ... ... .. ... $ — $683,171 % —  $638,295
Performance incentives ...................... 37,334 —_ 38,669 —
Customer deposits ..........c.. ... 26,914 — 26,735 —
Accruals and advances ...................... 11,192 — 8,076 —
Tax credit carryforwards .. ................... 22,117 — 48,881 —
Net operating loss carryforwards .............. 170,500 — 129,209 —
Other. . oo e 8,707 3,547 14,872 1,720
Total deferred taxes. ........................ $276,764  $686,718  $266,442  $640,015

At December 31, 2002, the Company had non-current deferred tax liabilities of $686.7 million and
deferred tax assets of $276.8 million, of which $7.9 million was classified as current. At December 31, 2001,
the Company had non-current deferred tax liabilities of $640.0 million and deferred tax assets of $266.4 mil-
lion, of which $8.2 million was classified as current. At December 31, 2002, the Company'had $16.3 million of
alternative minimum tax credits that can be carried forward indefinitely. The Company also had $170.5 mil-
lion of deferred tax assets relating to federal and state net operating losses that expire in varying amounts over
the period of 2004-2022 if not utilized and a $5.8 million deferred tax asset relating to foreign tax credit
carryforwards that expire between the years 2004-2007 if not utilized.

During 2002, the Internal Revenue Service commenced an examination of the GM consolidated tax
group for the years 1998-2000 of which the Company is a member. As a result, the Company’s federal income
tax returns for those years are currently under examination. Management believes that adequate provision has
been made for any adjustment which might be assessed as a result of this examination.

8. Related Party Transactions and Borrowings

Prior to the fourth quarter of 2000, the Company purchased certain of its satellites and launch services
from Hughes Space and Communications Company, a subsidiary of Hughes Electronics, which was sold to
Boeing Satellite Systems, Inc. The Company has also provided services to several subsidiaries of Hughes
Electronics. Additionally, the Company reimburses Hughes Electronics for the allocated costs of certain
expense items it jointly incurs with Hughes, principally relating to administrative and other expenses. The
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aggregate amounts of related party transactions with Hughes Electronics and its affiliates are summarized
below (in thousands):

2002 2001 2000

Satellite PULChASES . . oo e e e e e e $ — 8 — § 65,535
Satellite Services Revenues:

Operating lease revenues . ......ooooivvneeeennnnnnnnes $140,835 $135943  §117,395

Other satellite services . ........ ... . . i i .. 25,657 25,230 26,145
Total Satellite Services Revenues ........................ $166,492  $161,173  $143,540
Allocations of administrative and other expenses ........... $ 1445 § 1917 § 1,857
INtETESt EXPENSE. . v oottt e e it e $ 6,533 § 82397 $129,567

The following table provides summary information relative to the Company’s accounts receivable and
borrowings from Hughes Electronics and its affiliates (in thousands):

December 31,
2002 2001
Due from affiliates . ......... i i $15,062 $ 10,256
Due to affiliates — Merger-related borrowings ............. ... ....... § — | $1,725,000

In connection with the May 1997 merger of PanAmSat International and the Galaxy business of HCI, we
obtained a term loan from Hughes Electronics in the amount of $1.725 billion. The Hughes Term Loan
borrowings were scheduled to mature in June 2003. Quarterly payments of $50.0 million in principal were
required on the term loan under certain circumstances depending upon the level of cash flow from operations
and our credit ratings. On October 15, 2001, Hughes Electronics exercised its right to request that we use our
best efforts to replace the $1.725 billion term loan in order to repay the principal amount outstanding under
the term loan plus any accrued and unpaid interest. In February 2002, we repaid the Hughes Term Loan. We
did not make, and were not required to make, any principal payments on the Hughes Term Loan prior to its
repayment. During 2002, 2001 and 2000 we made interest payments on the term loan of $7.7 million,
$82.4 million and $120.1 million, respectively. The interest rate on the term loan was tied to the interest rate
on our existing revolving credit facility. The interest rate on the term loan as of the repayment date was 2.30%.
The Hughes borrowings were subordinate to the 1998 Senior Notes, the Revolving Credit Facility and the
notes issued under the Commercial Paper Program. As a result of certain arrangements between Hughes
Electronics and the Company, Hughes Electronics reimbursed the Company for certain fees and expenses
incurred in the Refinancing. Such reimbursement was approximately $2.6 million and was received in 2002
(see Note 6 “Long-term Debt™).

Included in the Company’s total backlog of $5.55 billion as of December 31, 2002 is $0.83 billion of
backlog from Hughes Electronics and its affiliates, of which $73.2 million may be terminated pursuant to
certain contractual termination rights. Backlog represents future cash payments expected from customers
under all long-term contractual agreements.

9. Retirement and Incentive Plans
Employee Benefit Plans:

Defined Contribution Plans 401 (k) Plan — The Company has a 401 (k) plan for qualifying employees. A
portion of employee contributions is matched by the Company with shares of its common stock. The number
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of shares contributed to the plan and the respective market vaiues were 96,216, 68,423, and 30,407, shares and
$1.8 million, $2.2 million, and $1.2 million for 2002, 2001 and 2000, respectively.

Deferved Compensation Plan — The Company has a Supplemental Savings Plan and a Deferred
Compensation Plan for eligible employees. Under both plans, executives and other highly compensated
employees of the Company are entitled to defer a portion of their compensation to future years. The annual
amount that can be deferred is subject to certain limitations, and a portion of the employee’s contribution may
be matched by the Company if the employee elected to defer the maximum amount permissible under the
401(k) plan and the Internal Revenue Code of 1986, as amended. The maximum annual Company match
under the 401 (k) plan is limited to an aggregate level of 4% of annual compensation. The Company matched
portion of the Supplemental Savings Plan consists of “credits” which vest when awarded. Contributions that
receive employer matching are required to be deferred until termination of employment, and any non-matched
contributions may be deferred over a period selected by the employee. In addition, the Company, at its
discretion, may make contributions to the Deferred Compensation Plan and the Supplemental Savings Plan
for the benefit of any participant as supplemental compensation. The Deferred Compensation Plan and the
Supplemental Savings Plan are unfunded plans, and the deferrals and matching credits will receive earnings
based upon rates set by the Compensation Committee of the Board of Directors (the “Compensation
Committee”), but in no event will these amounts earn less than 100% of the Moody’s Corporate Bond Index
Rate.

1897 Stock Incentive Plan — On May 35, 1997, the Company’s Board of Directors adopted the PanAmSat
Corporation Long-Term Stock Incentive Plan (the “Stock Plan”), which provides for the granting of
nonqualified stock options, incentive stock options, alternate appreciation rights, restricted stock, performance
units and performance shares to executive officers, other employees, directors and independent contractors of
the Company. Restricted stock, performance units and performance shares may be granted at the discretion of
the Compensation Committee on such terms as the committee may decide. Effective December 7, 2000, the
Company amended the Stock Plan to provide that, upon a “Change in Control” (as defined) of the Company,
all unvested stock options and other awards granted under the Stock Plan would immediately vest and become
exercisable, and restrictions on any awards such as restricted stock would immediately lapse. A “Change in
Control” is defined as (i) any transaction or series of transactions pursuant to which Hughes Electronics
Corporation and/or General Motors Corporation does not directly or indirectly own more than 50% of the
outstanding Common Stock, in value, of the Company or any successor surviving entity; or (ii) the sale or
distribution of all or substantially all of the assets of the Company to an unrelated entity or entities or to an
entity in which Hughes Electronics Corporation and/or General Motors Corporation does not directly or
indirectly own more than 50% in value of the equity of such entity. The Company currently estimates that
upon a change-in control, the Company will be required to record a charge of up to approximately $2.6 million
within its consolidated statement of income as a result of this amendment. Also effective December 7, 2000,
the Stock Plan was amended to eliminate the portability of unvested options for employees transferring to non-
controlled affiliates, such as Hughes Electronics.

As approved by the Company’s Board of Directors in December 2000 and as subsequently ratified by the
Company’s stockholders in June 2001, the maximum number of shares of common stock that may be issued
under the Stock Plan was increased to 17,456,140. The maximum number of shares of common stock that
may be issued to any grantee pursuant to the plan is 2,000,000. The Stock Plan is administered by the
Compensation Committee. As of December 31, 2002, nonqualified options for 7,285,269 shares of common
stock (net of options expired or terminated) have been granted under the Stock Plan. Such options are
exercisable at a price equal to 100% of the fair market value at the date of grant and generally vest ratably over
three years for grants prior to 1999. In 2002, 2001 and 2000, the Company issued 0, 2,336,250 and
881,925 options, respectively, under a two-year grant program with ratable vesting over a four-year period, and
1,915,100, 641,505 and 460,900 options, respectively, under the existing annual grant program with ratable
vesting over three years. Employees receiving option grants under the two-year program will not be eligible for
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additional grants until 2003. Activity in the Company’s Stock Plan during the past three years is summarized

betow:

Weighted Average

Shares Exercise Price Range

Outstanding at January 1, 2000.............. 3,455,832 $34.50 $29.00 - $63.25
Options granted ... ............. ... ........ 1,342,825 41.39 31.94- 51.00
Options exercised .............. ... ..., (261,758) 32.76 29.00 - 39.00
Options expired or terminated . .............. (413,829) 37.48 29.00 - 63.25
Outstanding at December 31, 2000........... 4,123,070 $36.55 $29.00 - $63.25
Options granted . ..................oon.... 2,977,755 36.71 21.88 - 39.19
Options exercised . ...t (104,964) 30.72 29.00- 31.13
Options expired or terminated ............... (1,276,367) 36.79 21.88 - 63.25
Outstanding at December 31, 2001 ........... 5,719,494 $36.66 $21.88 - $63.25
Options granted . .. ........................ 1,915,100 21.15 14.64 - 23.42

Options exercised ...............coovn..n, — - - -
Options expired or terminated ............... (869,352) 36.41 17.35 - 63.25
QOutstanding at December 31, 2002........... 6,765,242 $32.30 $14.64 - $63.25
Options exercisable at December 31, 2000 .. .. 1,086,915 $35.08 $29.00 - $63.25
Options exercisable at December 31, 2001 .... 1,876,162 $36.37 $29.00 - $63.25
Options exercisable at December 31, 2002 .... 2,749,027 $36.37 $21.88 - $63.25

Weighted Options

Options Average Weighted Exercisable Weighted
Outstanding at Remaining Average As of Average
Range of December 31, Contractual Exercise December 31, Exercise

Exercise Prices 2002 Life Price 2002 Price
$14.64 -$17.35 77,150 9.8 Years  $16.62 —_ $§ —
$21.25 -3$23.42 1,881,750 9.1 Years $21.46 36,822 $23.05
$29.00 - $32.53 2,016,096 6.8 Years  $31.31 1,336,502 $31.03
$34.688 -$37.75 185,866 7.4 Years  $34.98 122,074 $35.11
$38.125 - $40.375 2,038,155 7.5 Years  $38.48 884,587 $38.71
$43.688 -$49.3125 221,775 7.4 Years  $46.21 124,455 $46.41
$50.625 - $56.75 266,325 6.9 Years  $51.22 173,369 $51.34
$58.3125 - $63.25 78,125 6.8 Years  $62.71 71,218 $62.65
6,765,242 7.7 Years  $32.30 2,749,027 $38.89

As permitted by SFAS 123, “Accounting for Stock Based Compensation”, the Company has applied the
recognition and measurement principles of Accounting Principles Board Opinion No. 25, “Accounting for
Stock Issued To Employees™, to its employee stock options and other stock-based compensation awards and,
accordingly, no compensation expense has been recognized on options granted to date. Had compensation
expense for employee stock options granted been determined based on the fair value of the options at the grant
dates (consistent with the provisions of SFAS 123), the Company’s net income would have been reduced by
approximately $10.9 million, or $0.07 per basic and diluted share in 2002, $15.2 million, or $0.10 per basic and

diluted share in 2001 and $16 million, or $0.11 per basic and diluted share in 2000.
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The Company uses the Black-Scholes model for estimating the fair value of its compensation
instruments. The estimated fair value of options granted in 2002 was $8.70 per share and the weighted average
assumptions used for calculation of the value were as follows: risk-free interest rate of 4.3%; dividend yield 0%;

expected life of five years; and stock volatility of 39.32%. The estimated fair value of options granted in 2001
was $15.57 per share and the weighted average assumptions used for calculation of the value were as follows:
risk-free interest rate of 4.8%; dividend yield 0%; expected life of five years; and stock volatility of 39.96%. The
estimated fair value of options granted in 2000 was $25.45 and the weighted average assumptions used for
calculation of the value were as follows: risk-free interest rate of 5.9%; divided yield 0%; expected life of ten
years; stock volatility of 39.1%.

In accordance with the adoption of SFAS No. 148, the Company has elected to adopt the expensing
provisions of SFAS 123 utilizing the prospective method beginning on January [, 2003. Therefore, the
Company will record compensation expense for employee stock options granted after December 31, 2002, but
not in relation to previous awards granted. Compensation expense will be based on the fair value of the options
at the respective grant dates utilizing the Black-Scholes model for estimating fair value (See Note 2
“Significant Accounting Policies — Recent Accounting Pronouncements™ above).

From 1998 to 2001, directors who were not full-time employees of the Company received their annual
retainers in shares of restricted Common Stock of the Company. The shares were issued each year after the
Company’s annual meeting, vested quarterly over the course of the year served, and could not be sold for a
period of six months after vesting, subject to the Company’s trading policies. Directors also received meeting
fees in shares of restricted Common Stock of the Company. The shares were issued after each in-person or
telephonic board or committee meeting attended, and could not be sold for a period of six. months following
the date of grant, subject to the Company’s trading policies. As a group, each member of the Board of
Directors who is not an employee of the Company or its affiliates (“Non-Employee Director”) received 4,335
shares with a weighted average fair value of $45.27 per share in 2000 and 7,468 shares with a weighted average
fair value of $37.66 per share in 1999. Directors also were granted non-qualified stock options for 1,216 shares
at an average price of $35.88 in 1999, and 4,284 shares at an average price of $53.09 in 1998 under the Stock
Plan (as described above) upon their initial year of election to the Board of Directors. Director stock option
grants vest over a six-month period from the date of grant and all 5,500 shares became exercisable in 1999.

On December 7, 2000 the Company’s Board of Directors approved a compensation program for Non-
. Employee Directors, the PanAmSat Corporation Non-Employee Directors Fee Plan. Effective January I,

2001, each Non-Employee Director was eligible to receive an annual fee of $50,000 for services rendered as a
member of the Board of Directors and an additional annual $5,000 fee for each member who serves as a
chairperson of a committee of the Board of Directors. Each Non-Employee Director may elect to receive up
to 50% of the aggregate amount of the fee in cash. Any amount not paid to a Non-Employee Director in cash
will be paid in restricted shares of the Company’s common stock. The number of shares to be issued in
payment of the fees will be calculated based on the average daily closing price of the Company’s common
stock on Nasdaq during the month prior to the date of grant. The shares vest 100% on the first anniversary of
the date the shares are granted; prior to being fully vested, such shares will be subject to forfeiture upon the
termination of a board member’s services. Directors may also elect to defer the fees, payable in stock, in the
form of units of the Company’s common stock, to the PanAmSat Corporation 1999 Non-Employee Directors
Compensation Deferral Plan. During 2002, Non-Employee Directors were granted 3,585 restricted shares and
3,701 restricted units which were deferred at a price of $21.62 per share and cash of $57,500. In 2001, Non-
Employee Directors were granted 2,093 restricted shares and 4,303 restricted units which were deferred at a
price of $38.34 per share and cash of $25,000.

On February 28, 2003, the Company’s Board of Directors approved a revised compensation program for
Non-Employee Directors under the PanAmSat Corporation Non-Employee Directors Fee Plan (the “Revised
Compensation Program”). Pursuant to the Revised Compensation Program, effective January 1, 2003, each
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Non-Employee Director was eligible to receive an annual fee of $75,000 for services rendered as a member of
the Board of Directors, which is payable at each director’s election either (a) all in restricted stock granted
under the Stock Plan or (b) up to 40% ($30,000) in cash and the balance in restricted stock. Additionally,
under the Revised Compensation Program, the Non-Employee Director chairing the audit committee was
eligible to receive an additional annual fee of $15,000 and each Non-Employee Director who serves as a
chairperson of a committee of the Board of Directors other than the audit committee was eligible to receive an
additional annual fee of $10,000. Each of these additional fees are payable at such director’s election either
(a) all in restricted stock granted under the Company’s Stock Plan or (b) all in cash. The number of shares to
be issued in payment of the fees will be calculated based on the average daily closing price of the Company’s
common stock on Nasdaq during the month prior to the date of grant. The shares vest 100% on the first
anniversary of the date the shares are granted; prior to being fully vested, such shares will be subject to
forfeiture upon the termination of a board member’s services. Directors may also elect to defer the fees
payable in stock, in the form of units of the Company’s common stock, to the PanAmSat Corporation 1999
Non-Employee Directors Compensation Deferral Plan.

In January 1999, the Company terminated the stock options previously granted to a senior executive of
the Company and issued new options to this individual whose status changed from employee to consultant.
Under the terms of the new option agreement, the options have strike prices equal to the strike prices of the
former options and vest over a six-month period. The new options have a term of five years and contain a
twelve-month non-compete restriction with respect to options exercised on or before December 31, 2000.
These nonqualified stock options were not issued from shares reserved for the Stock Plan and consist of
options for 40,000 shares at a strike price of $39.00 per share, and 31,250 shares with a strike price of $29.00
per share. In 1999, compensation expense of $1.2 million was recognized relative to these options based on the
Black-Scholes valuation of the options as they vested.

Compensation Plans — On May 16, 1997, the Company assumed the certain obligations of PanAmSat
International with respect to its General Severance Policy, Employee Separation Plan and an Executive
Severance Pay Program. These plans allow for benefits to be paid to the former employees of PanAmSat
International who became employees of the Company as a result of the Merger under certain circumstances
relating to a termination of employment. The benefits provided under these programs expired at various dates
through May 1999. Agreements with two officers of the Company were replaced with new retention
agreements that provide for cash payments and the issuance of restricted stock units that entitle the holder to
receive shares of common stock of the Company. These latter agreements contain a vesting term of three
years, and the related compensation expense is being amortized over the vesting period. Two other officers of
the Company exercised their severance agreements and were entitled to separation payments that are subject
to a non-compete agreement. A portion of the separation compensation expense has been assigned to the non-
compete agreement and is being amortized over its term. During 2002, 2001 and 2000 compensation expense
of $0.3 million, $1.1 million and $1.6 million, respectively, has been recorded for these separation and
retention agreements.

10. Facilities Restructuring and Severance Costs

Facilities restructuring and severance costs were $13.7 million for the year ended December 31, 2002 and
$8.2 million for the corresponding period in 2001,

On March 29, 2002, the Company’s management approved a plan to restructure several of its United
States locations and close certain facilities, certain of which are currently being leased through 2011. Upon
approval of this plan, the Company recorded a non-cash charge in its consolidated income statement in the
first quarter of 2002 of $11.2 million. This charge reflects future lease costs, net of estimated future sublease
revenue, of $8.9 million related to approximately 98,000 square feet of unused facilities and the write-off of
approximately $2.3 million of leasehold improvements related to these facilities. During the third quarter of

92




PANAMSAT CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2002, the Company implemented a plan focused on further streamlining its operations through the
consolidation of certain facilities. As a result, the Company recorded an additional non-cash charge of
$2.7 million in its consolidated income statement for the three months ended September 30, 2002. This charge
reflects future lease costs, net of estimated future sublease revenue, of $0.9 million related to approximately
15,000 square feet of unused facilities and the write-off of approximately $1.8 million of leasehold
improvements related to these facilities. '

The Company recorded severance costs of $8.2 million for the year ended December 31, 2001. An
additional $1.3 million of severance costs was recorded during the first quarter of 2002. These costs were
related to the Company’s expense reduction- and NET-36 (now webcast services) restructuring plan that
began in the third quarter of 2001 and were primarily comprised of employee compensation and employee
benefits, outplacement services and legal and consulting expenses associated with the cumulative reduction in
workforce of 164 employees. Included in the 2001 severance costs was approximately $3.3 million that relates
to costs associated with the resignation of the former Chief Executive Officer of PanAmSat in August 2001. In
the third quarter of 2002, the Company recorded a restructuring credit of $1.5 million for the reversal of prior
period severance charges due to actual costs being lower than originally estimated.

The following table summarizes the recorded accruals and activity related to these facilities restructuring
and severance charges (in millions):

Facilities Severance

Restructuring Costs Total
2001 restructuring charges . .........oviv v eernnnnn., — $ 8.2 $ 8.2
Less net cash payments in 2001 .............oovvrinnnenn. = (533 _(53)
Balance as of December 31,2001 ................... . — o :$ 29 $ 2.9
First quarter 2002 restructuring charge ..................... $11.2 $1.3 $12.5
Third quarter 2002 restructuring charge {(credit) ............. 2.7 A‘ (1.5) 1.2
Less net cash payments in 2002 ....... ... ... ... .., (22) - -2.5) 4.7)
Less non-cashitems ............ ... i, _(4.1) = _(4.1)
Balance as of December 31,2002.......................... $76 02 $78

1i. Commitments and Contingencies

The Company has commitments for operating leases primarily relating to equipment and its executive
office facilities in Wilton, Connecticut and various other locations. These leases contain escalation provisions
for increases as a result of increases in real estate taxes and operating expenses. Minimum annual rentals of all
leases, exclusive of potential increases in real estate taxes and operating assessments; are as follows (in

thousands): P i
2003 . 805187
2008 . oo 4,823
2005 oot o 4,752
2006 . e 4,988
2007 © o . 4670
2008 and thereafter. ..o e e 11,580

Rental expenses under the operating leases were $6.4 million in 2002, $7.7 million in 2001 and
$5.1 million in 2000. -
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Satellite Commitments

We have invested approximately $4.3 billion in our existing satellite fleet and ground infrastructure
through December 31, 2002, and we have approximately $116.8 million of expenditures remaining to be made
under existing satellite construction and launch contracts as of December 31, 2002. These commitments
related to satellite construction and launch contracts are net of approximately $6.2 million of costs to be paid
by JSAT in conjunction with our Horizons strategic relationship. Satellite launch and in-orbit insurance
contracts related to future satellites to be launched are cancelable, up to thirty days prior to the satellite’s
launch. As of December 31, 2002, the Company did not have any commitments related to existing launch,
insurance or in-orbit insurance contracts for satellites to be launched.

In December 2002, we terminated one of our noncontingent agreements with Orbital Sciences
Corporation for the construction of a Ka-band satellite. Such termination was in accordance with the
Company’s Ka-band strategy which included relinquishing all but one of our U.S. Ka-band orbital locations,
which would have required systems to be placed in service before 2005, and filing for new authorizations in
Australia. This filing and return of authorizations allows the Company more time to place Ka-band satellites
in service. We are exploring the business case for use of the remaining Ka-band satellite under construction by
Orbital Sciences Corporation and may conclude that we will not pursue the construction of this satellite to
completion.

Satellite Insurance

On February 19, 2003, the Company filed proofs of loss under the insurance policies for two of its Boeing
model 702 spacecraft, Galaxy XI and PAS-1R, for constructive total losses based on degradation of the solar
panels. Service to existing customers has not been affected, and we expect that both of these satellites will
continue to serve these existing customers. The insurance policies for Galaxy XI and PAS-1R are in the
amounts of approximately $289 million and $345 million, respectively, and both include a salvage provision for
the Company to share 10% of future revenues from these satellites with their respective insurers if the proof of
loss is accepted. The availability and use of any proceeds from these insurance claims are restricted by the
agreements governing our debt obligations. We cannot assure you that the proof of loss with respect to these
two satellites will be accepted by the insurers. The Company is working with the satellite manufacturer to
determine the long-term implications to the satellites and will continue to assess the operational impact these
losses may have. At this time, based upon all information currently available to the Company, as well as
planned modifications to the operation of the satellites in order to maximize revenue generation, the Company
currently expects to operate these satellites through their expected economic ends of life, although a portion of
the transponder capacity on these satellites will not be useable during such time. The Company also currently
believes that the net book values of these satellites are fully recoverable and does not expect a material impact
on 2003 revenues as a result of the difficulties on these two satellites. ‘

As of December 31, 2002, we had in effect launch and in-orbit insurance policies covering 16 satellites in
the aggregate amount of $1.9 billion, including Galaxy VI, which was deorbited in January 2003. We have six
uninsured satellites in orbit: PAS-4 and PAS-6, which are used as backup satellites; PAS-5 and PAS-7 for
which we received insurance proceeds for constructive total losses; Galaxy VIII-i, which continues to operate
in an inclined orbit as a supplement to Galaxy I1IC; and Galaxy XI. The Galaxy XI launch insurance policy
lapsed in December 2002, The Company elected not to purchase additional in-orbit insurance for this satellite
as the available terms were not commercially reasonable. The claim for constructive total loss made under the
launch policy was for losses experienced prior to the expiration of the policy.

Of the insured satellites, five were covered by policies with substantial exclusions or exceptions to
coverage for failures of specific components identified by the insurer as the most likely to fail and which have a
lower coverage amount than the carrying value of the satellite’s insurable costs (“Significant Exclusion
Policies”). These exclusions, we believe, substantially reduce the likelihood of a recovery in the event of a loss.
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Three of these satellites, PAS-2, PAS-3R and PAS-6B, have redundancies available for the systems as to
which exclusions have been imposed. We believe that these redundancies allow for uninterrupted operation of
the satellite in the event of a failure of the component subject to the insurance exclusion. The fourth such
satellite, PAS-8, has an excluded component that we believe is unlikely to fail in the near future. The fifth
satellite, Galaxy I1IR, was replaced in September 2002 by Galaxy I1IC and will serve as a fleet backup.

At December 31, 2002, the uninsured satellites and the satellites insured by Significant Exclusion Policies
had a total net book value and other insurable costs of approximately $1.0 billion. Of this amount,
$498.8 million related to uninsured satellites and $536.1 million related to satellites insured by Significant
Exclusion Policies.

A supplemental policy on Galaxy IVR for coverage of $22 million related to sales-type leases does have a
component exclusion. The primary policy on that satellite has no component exclusion.

Upon the expiration of our existing insurance policies, there can be no assurance that we will be able to
procure new insurance for our satellites. In addition, new satellite insurance may only be available with higher
premiums, higher deductibles, shorter coverage periods, higher loss percentages required for constructive total
loss claims, additional satellite health-related policy exclusions, or other terms which may make such
insurance commercially unreasonable. Accordingly, we may elect to discontinue insuring certain satellites. An
uninsured failure of one or more of our satellites could have a material adverse effect on our financial condition
and results of operations. In addition, higher premiums on insurance policies will increase our costs, thereby
reducing our operating income by the amount of such increased premiums.

PanAmSat Corporation Long-Term Incentive Plan

Effective December 7, 2000, the Company amended the PanAmSat Corporation Long-Term Incentive
Plan (the “Stock Plan”) to provide that, upon a “Change in Control” (as defined) of the Company, all
unvested stock options and other awards granted under the Stock Plan would immediately vest and become
exercisable, and restrictions on any awards such as restricted stock would immediately lapse. The Company
currently estimates that upon a change-in control, the Company will be required to record a charge of up to
approximately $2.6 million within its consolidated statement of income as a result of this amendment. (See
Note 9 “Retirement and Incentive Plans”).

Customer and Vendor Obligations

The Company has certain contracts with its customers which require the Company to provide equipment,
services and other support to these customers during the course of the related contracts. As of December 31,
2002, the Company had commitments under these customer contracts which aggregated approximately
$42.0 million related to the provision of equipment, services and other support.

The Company has certain long-term contractual obligations with service providers primarily for the
operation of certain of our satellites. As of December 31, 2002, the Company had commitments under these
vendor contracts which aggregated approximately $59.3 million related to the provision of equipment, services
and other support.

Other

Boeing Satellite Systems, Inc., formerly Hughes Space and Communications Company, has security
interests in certain transponders on the Company’s PAS-2, PAS-3, PAS-4 and PAS-5 satellites to secure
incentive payments owed by the Company to Boeing pursuant to satellite construction contracts.
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In conjunction with the sale-leaseback of certain office equipment which was entered into in the fourth
quarter of 2001, the CIT Group, the purchaser and lessor, has a security interest in the equipment which has a
total cost of approximately $1.7 million.

The Company is involved in litigation in the normal course of its operations. Management does not
believe the outcome of such matters will have a material effect on the consolidated financial statements.

12. Contracted Backlog for Future Services

Future contractual cash payments expected from customers (backlog) aggregated approximately
$5.55 billion as of December 31, 2002, including approximately $785.5 million related to satellites to be
launched. Included in the total backlog of $5.55 billion is $224.8 million of backlog that may be terminated
pursuant to certain contractual termination rights.

Due to events in the telecommunications industry and general economic conditions in certain parts of the
world, we have reviewed our backlog for our top 25 customers to identify risks to our business related to these
events and conditions. Of our $5.55 billion backlog as of December 31, 2002, approximately $4.13 billion, or
74.5% related to our top 25 customers. Having conducted both quantitative and qualitative analyses, we
concluded that six of our top 25 customers, including our largest customer, DIRECTV Latin America, have a
risk of future non-performance of their contractual obligations to us. These six customers are meeting
substantially all of their obligations at the present time and are paying in a manner consistent with past
experience. They represented approximately $1.05 billion of our backlog as of December 31, 2002. DIRECTV
Latin America announced in January 2003 that it has initiated discussions with certain programmers,
suppliers, lenders, and business associates, including PanAmSat, to reduce excessive fixed costs and a
substantial debt burden. In that announcement, DIRECTYV Latin America indicated that if those discussions
are not successful in the near future, they may file for a restructuring under Chapter 11 of the U.S. bankruptcy
law. At December 31, 2002, DIRECTYV Latin America represented approximately $572 million, or 10% of our
total backlog. The smallest of these six customers represented approximately $40.6 million, or 0.7% of our
total backlog. If DIRECTV Latin America, one of the other larger affected customers, or a group of these
customers becomes unable to perform some or all of their obligations to us, it could have a material adverse
effect on our financial condition and results of operations.

13. Subseguent Events
Acquisition of Hughes Gliobal Services

In January 2003, the Company announced that an agreement in principle had been reached with Hughes
Electronics for the purchase of substantially ail of the assets of Hughes Global Services, Inc. (“HGS”) for
approximately $8 million in cash and the assumption of certain liabilities, subject to certain adjustments. The
revenues of HGS in 2002, less intercompany revenue recorded by PanAmSat, were approximately $38 million.
HGS provides end-to-end satellite communications services to government entities, both domestically and
internationally, as well as to certain private sector customers and is also a value-added reseller of satellite
bandwidth and related services and equipment. They provide fixed and mobile satellite services with
worldwide coverage using a wide range of satellites and satellite operators and equipment from a variety of
suppliers. The acquisition of the HGS business will give the Company immediate access to a mature sales
channel to the U.S. Government and government contractors through HGS’ General Services Administration
(GSA) contract vehicle and will create opportunities to sell satellite capacity and related services into U.S.,
Mexican, South African, Indian and other government initiatives. The acquisition will provide incremental
preexisting revenues to our business and support our strategic initiative to expand our government service
offerings. While the Company and Hughes Electronics have agreed in principle on the material terms of the
purchase of the HGS business by PanAmSat, and we expect this transaction to close in March 2003, definitive
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documentation of the transaction is still under negotiation and we cannot assure you that we will be able to
consummate the transaction or do so on the terms described above.

Teleport Consolidation Plan

In January 2003, the Company’s management approved a plan to consolidate certain of its teleports in
order to improve customer service and reduce operating costs. This teleport consolidation plan includes the
closure of certain teleports which are owned by the Company. Under this plan, we expect the Company’s
Homestead and Spring Creek teleports will be permanently closed during 2003 and 2004 and the Fillmore and
Castle Rock teleports will provide reduced services. Our Napa teleport will become the West Coast hub for
communications, video, and data services, taking on occasional-use and full-time services now provided by the
Fillmore teleport. In addition to the pre-existing services that it provides, the Ellenwood teleport will serve as
our East Coast hub, providing similar services that migrate over from Homestead and Spring Creek.

14, Quarterly Financial Information — Unaudited

Summary financial information on a quarterly basis for the Company in 2002 and 2001 follows (in
thousands, except per share data):

Three Months Ended

March 31, June 30, September 30, December 31,
2002 2002 2002 2002
Revenues............ ... $207,139  $209,233 $199,124 $196,794
Operating income. . ..., 57,066 61,017 66,457 71,328
Netincome. ..........coviiiinnnn.. 21,021 19,766 20,700 23,561
Net income per share — basic and diluted . . 0.14 0.13 0.14 0.16

Three Months Ended
March 31, June 30, September 30, December 31,

2001 2001 2001 2001
ReEvVenues. . ..ot $205,227  $208,230 $252,949 $203,669
Operating income. ......... R 41,153 32,722 62,133 29,311
NetInCoOme . . ..o vv e i e 4,997 2,926 19,503 3,178
Net income per share — basic and diluted . . 0.03 0.02 0.13 0.02
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Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

None.

PART I

Item 10. Directors and Executive Officers of the Registrant

See the information set forth under the captions “Election of Directors” and “Executive Officers of the
Company” contained in the Company’s Proxy Statement (to be filed not later than 120 days after the end of
the Company’s fiscal year) for the 2003 Annual Meeting of Stockholders, which information is incorporated
herein by reference.

Item 11. Executive Compensation

See the information set forth under the caption “Executive Compensation” (up to but not including the
subcaption “Report of the Compensation Committee”) contained in the Company’s Proxy Statement (to be
filed not later than 120 days after the end of the Company’s fiscal year) for the 2003 Annual Meeting of
Stockholders, which information is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management

See the information set forth under the caption “Security Ownership of Certain Beneficial Owners and
Management” contained in the Company’s Proxy Statement (to be filed not later than 120 days after the end
of the Company’s fiscal year) for the 2003 Annual Meeting of Stockholders, which information is incorporated
herein by reference.

Item 13. Certain Relationships and Related Transactions

See the information set forth under the subcaptions “Compensation Committee Interlocks and Insider
Participation” and “Certain Transactions” under the caption “Executive Compensation” contained in the
Company’s Proxy Statement (to be filed not later than 120 days after the end of the Company’s fiscal year)
for the 2003 Annual Meeting of Stockholders, which information is incorporated herein by reference.

Item 14. Controls and Procedures

The Company maintains disclosure controls and procedures designed to ensure that information required
to be disclosed in reports filed under the Securities Exchange Act of 1934, as amended, is recorded, processed,
summarized and reported within the specified time periods. Within 90 days prior to the date of this report,
PanAmSat’s President and Chief Executive Officer and PanAmSat’s Executive Vice President and Chief
Financial Officer evaluated, with the participation of PanAmSat’s management, the effectiveness of the
Company’s disclosure controls and procedures. Based on the evaluation, which disclosed no significant
deficiencies or material weaknesses, PanAmSat’s President and Chief Executive Officer and PanAmSat’s
Executive Vice President and Chief Financial Officer concluded that the Company’s disclosure controls and
procedures are effective. There were no significant changes in the Company’s internal controls or in other
factors that could significantly affect internal controls subsequent to the evaluation.

Item 15. Exhibits, Financial Statement Schedules, and Reports on Form 8-K
~ (A)1. FINANCIAL STATEMENTS
See Index to Financial Statements on page 62.

2. Financial Statement Schedule II — Valuation and Qualifying Accounts for the Years Ended
December 31, 2002, 2001 and 2000.

98



(B) REPORTS ON FORM 8-K

During the last quarter of 2002, the Company filed a Current Report on Form 8-K with an Item 5

disclosure with the Securities and Exchange Commission on December 11, 2002, and a Current Report
on Form 8-K with an Item 5 disclosure with the Securities and Exchange Commission on December 23,
2002.

(C) EXHIBITS

1.1

2.1

2.2

2.3

2.4

2.6

3.1

3.2

Purchase Agreement, dated January 25, 2002, between PanAmSat Corporation, as the Issuer,
NET/36, Inc., PanAmSat Communications Carrier Services, Inc., PanAmSat Communications
Japan, Inc., PanAmSat Communications Services, Inc., PanAmSat International Holdings, Inc.,
Ushi, Inc., PanAmSat Marketing Corporation, PanAmSat International Systems, Inc., PanAmSat
Asia Carrier Services, Inc.,, PanAmSat India, Inc., PanAmSat India Marketing, LLC, PAS
International Employment, Inc., PanAmSat Licensee Corp., PanAmSat International Sales, Inc,,
PanAmSat International Systems, LLC, PanAmSat International Systems Marketing, LLC, Ser-
vice and Equipment Corporation, Southern Satellite Corp. and Southern Satellite Licensee Corpora-
tion, as Guarantors, and Credit Suisse First Boston Corporation, Deutsche Banc Alex. Brown Inc.,
ABN AMRO Incorporated and SG Cowen Securities Corporation, as purchasers is incorporated by
reference to Exhibit 1.1 of PanAmSat Corporation’s Annual Report on Form 10-K for the fiscal year
ended December 31, 2001.

Agreement and Plan of Reorganization, dated September 20, 1996, among Hughes Communica-
tions, Inc., Hughes Communications Galaxy, Inc., Hughes Communications Satellite Services, Inc.,
Hughes Communications Services, Inc., Hughes Communications Carrier Services, Inc., Hughes
Communications Japan, Inc., PanAmSat Corporation (formerly known as Magellan International,
Inc. (“PanAmSat”)) and PanAmSat International Systems, Inc. (formerly known as PanAmSat
Corporation and successor corporation to PanAmSat, L.P. (“PanAmSat International”)) is incor-
porated herein by reference to Exhibit 2.3 to PanAmSat International’s Quarterly Report on
Form 10-Q for the period ended June 30, 1996.

Amendment to Agreement and Plan of Reorganization dated as of April 4, 1997 constituting
Exhibit 2.1 hereto is incorporated herein by reference to Appendix AA to the Proxy Statement/
Prospectus (the “Proxy Statement/Prospectus”) contained in PanAmSat’s Registration Statement
on Form S-4 (Reg. No. 333-25293) filed on April 16, 1997 (the “Registration Statement”).

Agreement and Plan of Merger, dated as of April 4, 1997, among PanAmSat International, PAS
Merger Corp. and PanAmSat is incorporated herein by reference to Appendix B to the Proxy
Statement/Prospectus.

Assurance Agreement, dated September 20, 1996, between Hughes Electronics Corporation,
PanAmSat International, Satellite Company, L.L.C. and PanAmSat is incorporated herein by
reference to Appendix K to the Proxy Statement/Prospectus.

Stock Contribution and Exchange Agreement, dated September 20, 1996, among Grupo Televisa,
S.A., Satellite Company, L.L.C., PanAmSat and Hughes Communications, Inc. is incorporated
herein by reference to Exhibit 2.4 to the Registration Statement.

Restated Certificate of Incorporation of PanAmSat is incorporated herein by reference to Exhibit 3.1
to PanAmSat’s Annual Report on Form 10-K for the fiscal year ended December 31, 1997.

Restated Bylaws of PanAmSat is incorporated herein by reference to PanAmSat’s Quarterly Report
on Form 10-Q for the period ended June 30, 2000.

Amended and Restated Stockholder Agreement, dated as of May 16, 1997, by and among
PanAmSat, Hughes Communications, Inc., Satellite Company, LLC and the former holders of
Class A Common Stock of PanAmSat International is incorporated herein by reference to
Appendix M to the Proxy Statement/Prospectus.

Letter Agreement, dated February 26, 1999, among PanAmSat, Hughes Communications, Inc. and
the former holders of Class A Common Stock of PanAmSat International is incorporated by
reference to Exhibit 4.1.2 to PanAmSat’s Annual Report on Form 10-K for the year ended
December 31, 1998.
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4.2

43.1

432

433

434

44

4.5

4.7

4.8

4.9

10.31.1

10.31.2

Amended and Restated Registration Rights Agreement, dated as of May 16, 1997, by and among
PanAmSat, Hughes Communications, Inc., Hughes Communications Galaxy, Inc., Hughes Com-
munications Satellite Services, Inc., Satellite Company, LLC and the former holders of Class A
Common Stock of PanAmSat International is incorporated herein by reference to Appendix N to
the Proxy Statement/Prospectus.

Loan Agreement, dated May 15, 1997, between Hughes Network Systems, Inc. and PanAmSat is
incorporated by reference to Exhibit 4.3 to PanAmSat’s Current Report on Form 8-K dated June 5,
1997.

First Amendment to Loan Agreement, constituting Exhibit 4.3.1 hereto, dated as of December 23,
1997, between Hughes Electronics Corporation and PanAmSat is incorporated herein by references
to Exhibit 4.3.2 to PanAmSat’s Annual Report on Form 10-K for the fiscal year ended Decem-
ber 31, 1997.

Subordination and Amendment Agreement, dated as of February 20, 1998, among Hughes
Electronics Corporation, PanAmSat and Citicorp USA, Inc., as administrative agent is incorporated
herein by references to Exhibit 4.3.3 to PanAmSat’s Annual Report on Form 10-K for the fiscal year
ended December 31, 1997.

Subordination Agreement, dated as of January 16, 1998, between Hughes Electronics and PanAm-
Sat is incorporated herein by reference to Exhibit 4.3.4 to PanAmSat’s Quarterly Report on
Form 10-Q for the period ended September 30, 1998.

Indenture, dated as of January 16, 1998, between PanAmSat and The Chase Manhattan Bank, as
Trustee, is incorporated herein by reference to Exhibit 4.1 to PanAmSat’s Annual Report on
Form 10-K for the fiscal year ended December 31, 1997.

Agreement, dated as of May 1, 1998, by and among PanAmSat and the former holders of Class A
Common Stock of PanAmSat International is incorporated herein by reference to Exhibit 4.2.2 to
PanAmSat’s Registration Statement on Form S-4 (Registration No. 333-56227).

Letter Agreement, dated July 22, 1998, between Hughes Electronics Corporation and PanAmSat is
incorporated herein by reference to Exhibit 4.3.4 to PanAmSat’s Quarterly Report on Form 10-Q for
the period ended June 30, 1998,

Indenture, dated as of February 1, 2002, by and among PanAmSat Corporation as the Issuer,
NET/36, Inc.,, PanAmSat Communications Carrier Services, Inc.,, PanAmSat Communications
Japan, Inc., PanAmSat Communications Services, Inc., PanAmSat International Holdings, Inc.,
Ushi, Inc., PanAmSat Marketing Corporation, PanAmSat International Systems, Inc., PanAmSat
Asia Carrier Services, Inc.,, PanAmSat India, Inc.,, PanAmSat India Marketing, LLC, PAS
International Employment, Inc., PanAmSat Licensee Corp., PanAmSat International Sales, Inc.,
PanAmSat International Systems, LLC, PanAmSat International Systems Marketing, LLC, Ser-
vice and Equipment Corporation, Southern Satellite Corp. and Southern Satellite Licensee Corpora-
tion, as Guarantors, and the Bank of New York as Trustee governing the Notes is incorporated by
reference to Exhibit 4.8 of PanAmSat Corporation’s Annual Report on Form 10-X for the fiscal year
ended December 31, 2001.

Registration Rights Agreement, dated as of January 25, 2002, by and among PanAmSat Corporation
and Credit Suisse First Boston Corporation, Deutsche Banc Alex. Brown Inc., ABN AMRO
Incorporated and SG Cowen Securities Corporation relating to the registration rights of the holders
of the Securities is incorporated by reference to Exhibit 4.9 of PanAmSat Corporation’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2001.

Amended and Restated Collateral Trust Agreement, dated as of May 16, 1997, by and among
PanAmSat, Hughes Communications, Inc., Satellite Company, LLC, Grupo Televisa, S.A. and IBJ
Schroder Bank & Trust Company is incorporated herein by reference to Exhibit 10.31 to
PanAmSat’s Quarterly Report on Form 10-Q for the period ended June 30, 1997.

First Amendment, dated April 30, 1998, to Amended and Restated Collateral Trust Agreement by
and among PanAmSat, Hughes Communications, Inc., Satellite Company, LLC, Grupo Televisa,
S.A. and IBJ Schroder Bank & Trust Company constituting Exhibit 10.31.1 hereto, is incorporated
herein by reference to Exhibit 3 to Amendment No. 1 to the Schedule 13D filed by Hughes
Communications, Inc. on May 1, 1998.
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10.33

10.33.2

10.33.3

10.33.4

10.33.5

10.33.6

10.34

10.35

10.36

10.38

10.38.1

10.38.2

10.39

10.39.2

10.40.1

PanAmSat Corporation Long-Term Stock Incentive Plan, Established in 1997, is incorporated
herein by reference to Exhibit 10.33 of PanAmSat’s Quarterly Report on Form 10-Q for the period
ended June 30, 1997.

Amendment to the PanAmSat Corporation Long-Term Stock Incentive Plan, Established in 1997,
is incorporated herein by reference to Exhibit 10.33.2 to PanAmSat’s Quarterly Report on
Form 10-Q for the period ended September 30, 1999.

Amendment to the PanAmSat Corporation Long-Term Stock Incentive Plan, Established in 1997,
is incorporated herein by reference to Exhibit 10.33.3 to PanAmSat’s Quarterly Report on
Form 10-Q for the period ended June 30, 2000.

Amendment to the PanAmSat Corporation Long-Term Stock Incentive Plan, established in 1997,
effective as of December 7, 2000 is incorporated herein by reference to Exhibit 10.33.4 to
PanAmSat’s Annual Report on Form 10-K for the year ended December 31, 2000.

Amendment No. 2 to the Amended and Restated PanAmSat Corporation Long-Term Stock
Incentive Plan, effective as of December 7, 2000 is incorporated herein by reference to Ex-
hibit 10.33.5 to PanAmSat’s Quarterly Report on Form 10-Q for the period ended March 31, 2001.

Second Amended and Restated PanAmSat Corporation Long-Term Stock Incentive Plan, estab-
lished in 1997, effective as of June 1, 2001 is incorporated herein by reference to Exhibit 10.33.6 to
PanAmSat’s Quarterly Report on Form 10-Q for the period ended June 30, 2001.

PanAmSat Corporation Annual Incentive Plan, effective January 1, 1997, is incorporated herein by
reference to Exhibit 10.34 to PanAmSat’s Quarterly Report on Form 10-Q for the period ended
June 30, 1997.

Intellectual Property Cross License Agreement, dated as of May 16, 1997, by and between
PanAmSat and Hughes Electronics Corporation is incorporated herein by reference to Exhibit 10.35
to PanAmSat’s Quarterly Report on Form 10-Q for the period ended June 30, 1997.

Leveraged Lease Guaranty Indemnification Agreement, dated as of May 16, 1997, by and between
PanAmSat and Hughes Electronics Corporation incorporated herein by reference to Exhibit 10.36 to
PanAmSat’s Quarterly Report on Form 10-Q for the period ended June 30, 1997.

Fixed Price Contract for PAS 1R and PAS 9 HS-702 Spacecraft, Related Services and Documenta-
tion — Contract No. 97-HCG-001, dated as of August 15, 1997, between Hughes Space and
Communications Company, Inc. and PanAmSat is incorporated herein by reference to Exhibit 10.38
to PanAmSat’s Annual Report on Form 10-K for the fiscal year ended December 31, 1997.(1)

Amendment No. 1 to Fixed Price Contract for PAS 1R and PAS 9 HS-702 Spacecraft, Related
Services and Documentation — Contract No. 97-HCG-001, dated as of November 6, 2000, between
Hughes Space and Communications Company, Inc. and PanAmSat Corporation is incorporated
herein by reference to Exhibit 10.38.1 to PanAmSat’s Annual Report on Form 10-K for the year
ended December 31, 2000.(1)

Amendment No. 2 to Fixed Price Contract for PAS 1R and GIIIC HS-702 Spacecraft, Related
Services and Documentation — Contract No. 97-HCG-001, dated as of November 6, 2000, between
Hughes Space and Communications Company, Inc. and PanAmSat Corporation. is incorporated
herein by reference to Exhibit 10.38.2 to PanAmSat’s Annual Report on Form 10-K for the year
ended December 31, 2000.(1)

Transponder Sublease Agreement for Galaxy IIIR between Hughes Communications Galaxy, Inc.
and California Broadcast Center, LLC, dated April 21, 1997, is incorporated herein by reference to
Exhibit 10.39 to PanAmSat’s Quarterly Report on Form 10-Q for the period ended June 30,
1997.(1)

Amendment No. 2 dated December 15, 2000 to Transponder Sublease Agreement for Galaxy IIIR
between PanAmSat Corporation and California Broadcast Center, LLC is incorporated herein by
reference to Exhibit 10.39.2 to PanAmSat’s Annual Report on Form 10-K for the year ended
December 31, 2000.(1) )

Amended and Restated Galaxy VIII(i) Transponder Lease Agreement between PanAmSat Corpo-
ration and California Broadcast Center, LLC, effective as of June 30, 2000 is incorporated herein by
reference to PanAmSat’s Quarterly Report on Form 10-Q for the period ended September 30,
2000.(1)
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10.40.2

10.41.1

10.42

10.42.2

10.55

10.55.2

10.55.3

10.56

10.57

10.57.1

10.59

10.62

10.63

10.63.1

Amendment No. 1, dated as of December 15, 2000, to Amended and Restated Galaxy VIII(i)
Transponder Lease Agreement between PanAmSat Corporation and California Broadcast Center,
LLC is incorporated herein by reference to Exhibit 10.40.2 to PanAmSat’s Annual Report on
Form 10-K for the year ended December 31, 2000.(1)

Form of Indemnity Agreement between PanAmSat and each of its directors and executive officers is
incorporated herein by reference to Exhibit 10.41 to PanAmSat’s Quarterly Report on Form 10-Q
for the period ended June 30, 1997. Identical agreements have been executed by PanAmSat in favor
of Charles H. Noski, Frederick A. Landman, Patrick J. Costello, Steven D. Dorfman, Dennis F.
Hightower, James M. Hoak, Joseph R. Wright, Jr., Michael T. Smith, Carl A. Brown, Kenneth N.
Heintz, Robert A. Bednarek, James W. Cuminale, David P. Berman, Roxanne S. Austin, Tig H.
Krekel, Stephen R. Kahn, R. Douglas Kahn, Michael J. Inglese, Thomas E. Eaton, Jr., James B.
Frownfelter, Jack A. Shaw, Michael J. Gaines, Eddy W. Hartenstein and Larry D. Hunter.

Credit Agreement, dated February 20, 1998, among PanAmSat, certain lenders and Citicorp USA,
Inc., as administrative agent is incorporated herein by reference to Exhibit 10.42 to PanAmSat’s
Annual Report on Form 10-K for the fiscal year ended December 31, 1997.

Amendment to the Revolving Credit Agreement between Citibank and PanAmSat Corporation,
dated September 29, 1999, is incorporated herein by reference to Exhibit 10.42.2 to PanAmSat’s
Quarterly Report on Form 10-Q for the period ended September 30, 1999.

Fixed Price Contract for DOMSAT 1, DOMSAT 2, and Option Spacecraft, Related Services and
Documentation — Contract No. 98-PAS-002, dated as of October 9, 1998, between PanAmSat and
Hughes Space and Communications Company is incorporated herein by reference to Exhibit 10.55
to PanAmSat’s Annual Report on Form 10-K for the year ended December 31, 1998.(2)

Amendment No. 1 to Fixed Price Contract for DOMSAT 1, DOMSAT 2 and Option Spacecraft,
Related Services and Documentation — Contract No. 98-PAS-002, dated as of January 8, 1999,
between PanAmSat Corporation and Hughes Space and Communications Company, is incorporated
herein by reference to Exhibit 10.55.2 to PanAmSat’s Annual Report on Form 10-K for the fiscal
year ended December 31, 1998.(1)

Amendment No. 2 to Fixed Price Contract for Galaxy 10R, Galaxy 4R and Option Spacecraft,
Related Services and Documentation — Contract No. 98-PAS-002, dated as of December 15, 2000,
between PanAmSat Corporation and Boeing Satellite Systems, Inc. is incorporated herein by
reference to Exhibit 10.55.3 to PanAmSat’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2000.(1)

PanAmSat Corporation Amended and Restated Restoration and Deferred Compensation Plan, is
incorporated herein by reference to Exhibit 10.56 to PanAmSat’s Quarterly Report on Form 10-Q
for the quarterly period ended September 30, 1999.

PanAmSat Corporation 1999 Non-Employee Directors Compensation Deferral Plan, is incorporated
herein by reference to Exhibit 10.57 to PanAmSat’s Quarterly Report on Form 10-Q for the
quarterly period ended September 30, 1999.

Amendment to the PanAmSat Corporation 1999 Non-Employee Directors Compensation Deferral
Plan, as amended and restated as of April 25, 2000 is incorporated herein by reference to
PanAmSat’s Quarterly Report on Form 10-Q for the period ended June 30, 2000.

Amended and Restated Loan and Security Agreement by and among PanAmSat Corporation, The
Chase Manhattan Bank, and certain lending institutions, dated as of July 2, 1999, is incorporated
herein by reference to Exhibit 10.59 to PanAmSat’s Quarterly Report on Form 10-Q for the period
ended September 30, 1999,

PanAmSat Corporation Annual Incentive Plan 2000, is incorporated herein by reference to
Exhibit B to the Company’s Definitive Proxy Statement filed on April 28, 2000.

Galaxy IIIC Transponder Lease Agreement between PanAmSat Corporation and California
Broadcast Center, LLC, effective as of June 30, 2000 is incorporated herein by reference to
PanAmSat’s Quarterly Report on Form 10-Q for the period ended September 30, 2000.(1)

Amendment No. 1 to Galaxy IIIC Transponder Lease Agreement between PanAmSat Corporation
and California Broadcast Center, LLC, effective as of December 15, 2000 is incorporated herein by
reference to Exhibit 10.63.1 to PanAmSat’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2000.(1)
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10.64

10.65

10.66

10.68

10.69

10.70

10.71

10.71.1

10.71.2

10.71.3

10.72

10.73

10.74

10.75

10.76

10.77

Galaxy VIII(i)R Transponder Lease Agreement between PanAmSat Corporation and California
Broadcast Center, LLC, effective as of December 15, 2000 is incorporated herein by reference to
Exhibit 10.64 to PanAmSat’s Annual Report on Form 10-K for the fiscal year ended December 31,
2000.(1)

Fixed Price Contract between PanAmSat Corporation and Boeing Satellite Systems, Inc. for
Galaxy VII(i)R and Option Spacecraft, Related Services and Documentation — Contract
No. 00-PAS-001, dated as of December 15, 2000 is incorporated herein by reference to Ex-
hibit 10.65 to PanAmSat’s Annual Report on Form 10-K for the fiscal year ended December 31,
2000.(1)

Lease between 20 Westport Holdings L.L.C., Landlord and PanAmSat Corporation, dated Septem-
ber 29, 2000 is incorporated herein by reference to Exhibit 10.66 to PanAmSat’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2000.(1)

PanAmSat Corporation Executive Change in Control Severance Agreement between PanAmSat
Corporation and James W. Cuminale, dated January 31, 2001 is incorporated herein by reference to
Exhibit 10.68 to PanAmSat’s Quarterly Report on Form 10-Q for the period ended March 31, 2001.

PanAmSat Corporation Executive Change in Control Severance Agreement between PanAmSat
Corporation and Thomas E. Eaton, dated January 31, 2001 is incorporated herein by reference to
Exhibit 10.69 to PanAmSat’s Quarterly Report on Form 10-Q for the period ended March 31, 2001.

PanAmSat Corporation Executive Change in Control Severance Agreement between PanAmSat
Corporation and Michael J. Inglese, dated January 31, 2001 is incorporated herein by reference to
Exhibit 10.70 to PanAmSat’s Quarterly Report on Form 10-Q for the period ended March 31, 2001.

Employment Agreement between PanAmSat Corporation and Joseph R. Wright, Jr., dated as of
August 20, 2001 is incorporated herein by reference to Exhibit 10.71 to PanAmSat’s Quarterly
Report on Form 10-Q for the period ended September 30, 2001.

Letter dated September 27, 2002, modifying certain terms of the Employment Agreement dated
August 20, 2001 between PanAmSat Corporation and Joseph R. Wright, Jr. is incorporated herein
by reference to Exhibit 10.82 to PanAmSat’s Quarterly Report on Form 10-Q for the period ended
September 30, 2002.

Letter dated February 3, 2003, modifying certain terms of the Employment Agreement dated
August 20, 2001 between PanAmSat Corporation and Joseph R. Wright, Jr.*

Letter dated February 5, 2003, modifying certain terms of the Employment Agreement dated
August 20, 2001 between PanAmSat Corporation and Joseph R. Wright, Jr.*

Employment Agreement between PanAmSat Corporation and James B. Frownfelter, dated as of
November 8, 2001 is incorporated by reference to Exhibit 10.72 of PanAmSat Corporation’s Annual
Report on Form 10-X for the fiscal year ended December 31, 2001.

Retention Bonus Agreement between PanAmSat Corporation and James W. Cuminale, dated as of
April 2, 2001 is incorporated by reference to Exhibit 10.73 of PanAmSat Corporation’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2001.

Retention Bonus Agreement between PanAmSat Corporation and Thomas E. Eaton, Jr., dated as of
April 2, 2001 is incorporated by reference to Exhibit 10.74 of PanAmSat Corporation’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2001.

Retention Bonus Agreement between PanAmSat Corporation and James B. Frownfelter, dated as of
April 2, 2001 is incorporated by reference to Exhibit 10.75 of PanAmSat Corporation’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2001.

Retention Bonus Agreement between PanAmSat Corporation and Michael J. Inglese, dated as of
April 2, 2001 is incorporated by reference to Exhibit 10.76 of PanAmSat Corporation’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2001.

Letter Agreement between PanAmSat Corporation and R. Douglas Kahn, dated as of August 14,
2001 is incorporated by reference to Exhibit 10.77 of PanAmSat Corporation’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2001.
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Credit Agreement, dated as of February 25, 2002, between PanAmSat Corporation, Credit Suisse
First Boston, Bankers Trust Company, Allied Irish Banks plc, the Governor and Company of the
Bank of Scotland, Fuji Bank, Ltd., General Electric Capital Corporation, Industrial Bank of Japan,
Societe Generale, The Bank of New York, Metropolitan Life Insurance Company and Credit
Industrial et Commercial, as Lenders, Credit Suisse First Boston, as Administrative Agent, Credit
Suisse First Boston, as Sole Bookrunner and Sole Lead Arranger, Credit Suisse First Boston and
Deutsche Banc Alex Brown, Inc., as Joint Arrangers, Deutsche Banc Alex Brown, Inc., as
Syndication Agent, and Societe Generale, as Documentation Agent is incorporated by reference to
Exhibit 10.78 of PanAmSat Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2001.

Intercreditor and Collateral Trust Agreement, dated as of February 25, 2002, between PanAmSat
Corporation, NET/36, Inc., PanAmSat Asia Carrier Services, Inc., PanAmSat Capital Corporation,
PanAmSat Carrier Services, Inc., PanAmSat Communications Carrier Services, Inc., PanAmSat
Communications Japan, Inc., PanAmSat Communications Services, Inc., PanAmSat India, Inc,,
PanAmSat India Marketing, LLC, PanAmSat International Holdings, Inc., PanAmSat Interna-
tional Sales, Inc., PanAmSat International Systems, Inc., PanAmSat International Systems, LLC,
PanAmSat International Systems Marketing, LLC, PanAmSat Licensee Corp., PanAmSat Market-
ing Corporation, PAS International Employment, Inc., Service and Equipment Corporation,
Southern Satellite Corp., Southern Satellite Licensee Corporation, and Ushi, Inc., as Subsidiary
Guarantors, Credit Suisse First Boston, as Administrative Agent, and The Bank of New York, as
collateral trustee is incorporated by reference to Exhibit 10.79 of PanAmSat Corporation’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2001.

Lender Security Agreement, dated as of February 25, 2002, between PanAmSat Corporation,
NET/36, Inc., PanAmSat Asia Carrier Services, Inc., PanAmSat Capital Corporation, PanAmSat
Carrier Services, Inc., PanAmSat Communications Carrier Services, Inc., PanAmSat Communica-
tions Japan, Inc.,, PanAmSat Communications Services, Inc.,, PanAmSat India, Inc., PanAmSat
India Marketing, LLC, PanAmSat International Holdings, Inc., PanAmSat International Sales,
Inc., PanAmSat International Systems, Inc., PanAmSat International Systems, LLC, PanAmSat
International Systems Marketing, LLC, PanAmSat Licensee Corp., PanAmSat Marketing Corpora-
tion, PAS International Employment, Inc., Service and Equipment Corporation, Southern Satellite
Corp., Southern Satellite Licensee Corporation, and Ushi, Inc., as Subsidiary Guarantors, and
Credit Suisse First Boston, as Administrative Agent is incorporated by reference to Exhibit 10.80 of
PanAmSat Corporation’s Annual Report on Form 10-K for the fiscal year ended December 31,
2001.

Shared Security Agreement, dated as of February 25, 2002, between PanAmSat Corporation,
NET/36, Inc., PanAmSat Asia Carrier Services, Inc., PanAmSat Capital Corporation, PanAmSat
Carrier Services, Inc., PanAmSat Communications Carrier Services, Inc., PanAmSat Communica-
tions Japan, Inc., PanAmSat Communications Services, Inc., PanAmSat India, Inc., PanAmSat
India Marketing, LLC, PanAmSat International Holdings, Inc., PanAmSat International Sales,
Inc., PanAmSat International Systems, Inc., PanAmSat International Systems, LLC, PanAmSat
International Systems Marketing, LLC, PanAmSat Licensee Corp., PanAmSat Marketing Corpora-
tion, PAS International Employment, Inc., Service and Equipment Corporation, Southern Satellite
Corp., Southern Satellite Licensee Corporation, and Ushi, Inc., as Subsidiary Guarantors, and The
Bank of New York, as Collateral Trustee is incorporated by reference to Exhibit 10.81 of PanAmSat
Corporation’s Annual Report on Form 10-K for the fiscal year ended December 31, 2001.

Executive Change in Control Severance Agreement, dated November 8, 2001, by and between
PanAmSat Corporation and James B. Frownfelter, is incorporated by reference to Exhibit 10.82 of
PanAmSat Corporation’s Quarterly Report on Form 10-Q for the quarterly period ended March 31,
2002,

Form of PanAmSat Corporation Executive Change of Control Severance Agreement, effective as of
October 135, 2001 and entered into between PanAmSat Corporation and each of James W.
Cuminale, Thomas E. Eaton, Jr., James B. Frownfelter and Michael J. Inglese in March 2002, is
incorporated by reference to Exhibit 10.63 of PanAmSat Corporation’s Quarterly Report on
Form 10-Q for the quarterly period ended March 31, 2002.

List of subsidiaries of PanAmSat Corporation.*
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23.1 Consent of Deloitte & Touche LLP.*
24.1 Powers of Attorney.*

99.1 Certification of Chief Executive Officer.*
99.2 Certification of Chief Financial Officer.*

*  Filed herewith.

(1) Portions of this Exhibit have been omitted pursuant to an order of the Securities and Exchange
Commission granting confidential treatment with respect thereto.

(2) Portions of this Exhibit have been omitted pursuant to an application for confidential treatment filed with
the Securities and Exchange Commission under separate cover on the date hereof.

In leu of filing certain instruments with respect to long-term debt of the kind described in
Item 601(b) (4) of Regulation S-K, Registrant agrees to furnish a copy of such instruments to the Securities
and Exchange Commission upon request.

A copy of any of the exhibits included in this Annual Report on Form 10-K, other than those as to which
confidential treatment is pending or has been granted by the Securities and Exchange Commission, upon
payment of a fee to cover the reasonable expenses of furnishing such exhibits, may be obtained by written
request to the Company, at the address set forth on the front cover, attention General Counsel.




PANAMSAT CORPORATION

SCHEDULE [ — VALUATION AND QUALIFYING ACCOUNTS
Balance Additions Additions

at Charged to Charged to Balance
Beginning Costs and Other at End of
Description of Year Expenses Accounts Deductions Year

(Dollars in millions)
For the Year Ended December 31, 2002
Allowances Deducted from Assets
Accounts receivable (for doubtful

receivables).............. .. . . $150 $ 4.0 $— $(10.3)(a) $ 8.7
Net investment in sales-type leases (for

doubtful receivables) ................... 5.7 5.0 — — 10.7
Long-term receivables (for doubtful

receivables) ........ ... . o — 3.6 = — 3.6

Total Allowances Deducted from Assets ..  $20.7 $12.6 $— $(10.3) $23.0

For the Year Ended December 31, 2001
Allowances Deducted from Assets
Accounts receivable (for doubtful

receivables). ........ ... .. s $ 8.0 $15.3 $— $ (8.3)(a) $15.0
Net investment in sales-type leases (for

doubtful receivables) ................... 10.3 —_ — (46)(a) 5.7
Long-term receivables (for doubtful

receivables). ............. ... ... ... — — - — —

Total Allowances Deducted from Assets ..  $18.3 $15.3 $— $(12.9) $20.7

For the Year Ended December 31, 2000
Allowances Deducted from Assets
Accounts receivable (for doubtful

receivables) . ........... . ... ... ... . . ... $ 4.6 $ 5.9 $— $ (2.5)(a) $ 8.0
Net investment in sales-type leases (for

doubtful receivables) ................... 10.3 — — — 10.3
Long-term receivables (for doubtful

receivables)............. ...l — — - — —

Total Allowances Deducted from Assets ..  $14.9 $ 5.9 $— $ (2.5 $18.3

(a) Primarily relates to accounts written-off.

Reference should be made to the Notes to the Consolidated Financial Statements.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15{d) of the Securities Exchange Act of 1934, as
amended, the registrant has duly caused this Report to be signed on its behalf by the undersigned, thereunto
duly authorized, in the Town of Wilton, State of Connecticut.

PanAmSat Corporation

By: /s/  JAMES W. CUMINALE
James W. Cuminale
Executive Vice President,
General Counsel and Secretary

March 6, 2003

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has been
signed by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date
* Chairman of the Board of Directors March 6, 2003
Jack A. Shaw
* President and Chief Executive Officer March 6, 2003
Joseph R. Wright, Jr. (principal e)g;:rlégitvsroﬁicer) and
* Director March 6, 2003
Lawrence N, Chapman
* Director March 6, 2003
Patrick J. Costello
* Director March 6, 2003
Michael J. Gaines
* Director March 6, 2003
Eddy W. Hartenstein
* Director March 6, 2003
Dennis F. Hightower
* Director ‘ March 6, 2003
James M. Hoak
* Director : March 6, 2003
Larry D. Hunter
* Director March 6, 2003
Stephen R. Kahn
/s/ MICHAEL J. INGLESE Executive Vice President and Chief March 6, 2003
Michae! . Inglese Financial Officer (principal financial

officer and principal accounting officer)

*By:  /s/ JaMmEes W. CUMINALE March 6, 2003
{James W. Cuminale, Attorney-in-Fact)
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CERTIFICATIONS

1, Joseph R. Wright, President and Chief Executive Officer of PanAmSat Corporation, certify that:
1. 1 have reviewed this annual report on Form 10-K of PanAmSat Corporation;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this annual
report;

3. Based on my knowledge, the financial statements, and other financial information included in
this annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officers and 1 are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared,;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent
evaluation, to the registrant’s auditors and the audit committee of registrant’s board of directors (or
persons performing the equivalent functions):

a) all significant deficiencies in the design or operation of internal controls which could
adversely affect the registrant’s ability to record, process, summarize and report financial data and
have identified for the registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether there
were significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with regard
to significant deficiencies and material weaknesses.

/s/  JosepH R. WRIGHT

Joseph R. Wright
President and Chief Executive Officer

Date: March 6, 2003
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I, Michael J. Inglese, Executive Vice President and Chief Financial Officer of PanAmSat Corporation, certify
that: ‘

1. I have reviewed this annual report on Form 10-X of PanAmSat Corporation;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this annual
report;

3. Based on my knowledge, the financial statements, and other financial information included in
this annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

a) designed such disciosure controls and procedures to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent
evaluation, to the registrant’s auditors and the audit committee of registrant’s board of directors (or
persons performing the equivalent functions):

a) all significant deficiencies in the design or operation of internal controls which could
adversely affect the registrant’s ability to record, process, summarize and report financial data and
have identified for the registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether there
were significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with regard
to significant deficiencies and material weaknesses.

/s/ MICHAEL J. INGLESE

Michael J. Inglese
Executive Vice President and
Chief Financial Officer

Date: March 6, 2003
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Exhibit 99-1

CERTIFICATION BY CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of PanAmSat Corporation (the “Company”) on Form 10-K for
the period ended December 31, 2002 as filed with the Securities and Exchange Commission on the date hereof
(the “Report”), I, Joseph R. Wright, President and Chief Executive Officer of the Company, certify, pursuant

to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my
knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the issuer.

/s/ JosEpPH R. WRIGHT

Joseph R. Wright
President and Chief Executive Officer

Date: March 6, 2003




Exhibit 99-2

CERTIFICATION BY CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of PanAmSat Corporation (the “Company”) on Form 10-Q for
the period ended September 30, 2002 as filed with the Securities and Exchange Commission on the date
hereof (the “Report”), I, Michael J. Inglese, Executive Vice President and Chief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002, that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the issuer.

/s/  MICHAEL J. INGLESE

Michael J. Inglese
Executive Vice President and
Chief Financial Officer
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