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FINANCIAL HIGHLIGHTS
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missile submarine and the Virginia-class submarine

which will soon achieve two-per-year build rate

For the year the groups revenues were $6.7 billion and

earnings were $674 million each reflecting percent

improvement from 2009 Margins were 10.1 percent

cear demonstration of our shipyards enduring

commitment to continuous improvement and managing

for profitability

Marine Systems backlog decreased to $20.1 billion in

2010 Backlog fluctuations are typical for this group

because our shipbuilding customers place large orders

that provide work over multi-year periods We anticipate

adding several contracts to backlog in 2011 including

two more DDG-1000 ships another DDG-51 and the

first Mobile Landing Platform MLP

In addition to the Navy construction workload the

group continues to enjoy success in repair work

and commercial programs Our shipyards provide

comprehensive overhaul repair and lifecycle support

services to Navy surface ships and submarines The

Marne groups ability to consistently deliver repaired

Navy assets in timely and affordable manner positions

us to continue to win new work as the Navy fleet

increasingly confronts age and obsolescence challenges

In 2010 the group completed construction of the final

two ships of five-ship commercial product carrier

contract Each of the vessels was delivered substantially

ahead of schedule and under budget Given the success

of this program the age of the commercial shipping fleet

and pending envirnnmental regulations we anticipate

competing successully for new opportunities

Manne Systems longer-term outlook remains robust and

includes opportunities to build additional submarines

destroyers auxiliaries and commercial ships These

opportunities when combined with the groups current

backlog and solid customer and congressional support

position our shipyards for continued success

Information Systems and TechnoLogy

Information Systems and Technology IST remains the

companys revenue leader and was the fastest-growing

segment in 2010 Revenues grew 7.5 percent to $11.6

billion including almost percent organic growth

Volume was particularly strong in ISTs battlefield

communications and information technology IT

modernization programs Earnings exceeded $1.2 billion

as the
group

maintained healthy 10.5 percent margin

an impressive accomplishment given its growing

IT-service workload and highly competitive fast-moving

mar kets

Demand for products across ISTs portfolio continued

in 2010 as the group received the highest level of orders

in its history As result the
group

ended the year with

backlog of $9.8 bilbon This backlog does not include

$15.2 billion of unexercised options and IDIQ awards

which generally convert to backlog over time Together

backlog and estimated potential contract value
grew

percent in 2010 to $25 billion

ISTs revenues are diverse by market segment

business mix contract type and customer The
group

received number of key awards from non-U.S defense

customers in 2010 including multiple cyber awards

for various intelligence community customers several

health-IT awards for customers including the Centers

for Medicare Medicaid Services and an award to

develop and integrate seven prototype vehicles for the

0.1 Specialist Vehicle program

We continued to evolve and tailor ISTs product and

service offerings in 2010 including divesting non-core

satellite operations and adding two businesses that

enhance our U.S and 0.1 tactical communications

portfolio The groups opportunity pipeline in fast-

growing markets including federal/civil information

technology enhanced battlefield communications and

cyber security remains robust Current backlog and

IDIQ opportunities and continued success in capturing

new awards position IST for continued growth

Defense Market Environment

We are operating in an increasingly dynamic and

uncertain threat environment complicated by daunting

U.S and global economic and budgetary challenges

While the level of U.S defense spending will be impacted

by these fiscal realities there is not foreseeable peace

General Dynamics Annuat Report 2010



dividenc The missions U.S forces are carrying out

today in order to respond to terrorist threats peer

competbors regional instability cyber warfare and

continuous challenges to global economic access

demand appropriate funding We feel confident about

our diverse defense portfolio in this environment

particularly given our incumbency in Army and Navy

force structures and our vast defense industrial-base

footprint

For fiscal year 2011 the President requested $549

billion for the Depa tment of Defense including

approximately $189 bIlion for investment accounts

which supportour core programs At this time the

Congress has not yet approved 2011 funding

and the U.S government is operating at fiscal

year 2010 funding levels under Continuing

Resolution Although variety of outcomes are

possible we anticipate -hat the Congress will ultimately

approve 2011 Defense Department budget

For fiscal year 2012 the President has requested

Defense Department base-budget funding of $553

billion including $188 billion for investment accounts

Through 2015 the base defense budget is expected to

remain essentially flat in real terms Pentagon efficiency

initiatives have sought to enable modest investment

account growth within that flat top line Mature

production programs remain the priority as our

customer aims to evolve relevant platforms in ways

that increase warfighter effectiveness at less cost and

lower risk When added to our existing backlog orders

funded by these budgets will help sustain our defense

businesses

CapitaL Deployment

Allocating and deploying capital in manner that

maximizes shareholder value is my paramount focus

In 2010 we continued to invest in our businesses by

spending $1.1 billion on product development capital

expenditures and three acquisitions that enhance our

IST and Combat Systeris portfolios We also provided

$631 milion in dividend payments and spent $1.2

billion repurchasing 18.9 million of our outstanding

shares Through our 2010 dividend payments and share

repurchases we returned over two-thirds of free cash

to shareholders The Board of Directors recently raised

the quarterly dividend 12 percent to $0.47 the 14th

consecutive increase in as many years

Strong cash from operations enabled us to pay down

$700 million in debt in 2010 and reduce year-end net

debt by nearly $900 million Our strong balance sheet

and excellent cash outlook provide us ample flexibility to

continue to improve our financial performance through

the judicious and balanced deployment of capital

In Closing

Our companys unique business model enables our

business leaders to remain entrepreneurial and agile in

todays fluid business environment Collaboration across

our aerospace and defense businesses continues to

create synergies that enhance our affordability

productivity and competitiveness

As we look to the future current backlog pending orders

and our extensive force structure presence will help to

sustain our defense business even in flat to modestly

declining defense spending regime The solid earnings

and cash flow generated by our defense businesses

will be complemented by attractive growth from our

Aerospace segment as we deliver new Gulfstream

products and the business-aviation market accelerates

Your leadership team appreciates your confidence in

General Dynamics and remains dedicated to executing

on our backlog and identifying opportunities that

will create the greatest long-term value for you our

shareholders

Jay Johnson

Chairman and Chief Executive Officer

March 14 2011

General Dynamics Annual Report 2010
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GENERAL DYNAJVIICS

General Dynamics is market leader in the aerospace and defense industry We endeavor

to deliver the
highest-quality products and services and to foster culture of continuous

improvement innovation and integrity across our four business groups Aerospace Combat

Systems Marine Systems and Information Systems and Technology

This culture is evident in the best-in-class business jets built by Gutfstream which have

global reputation as the gold standard in business aviation It can be seen in the innovative

double-V-hull for the Stryker family of combat vehicles which along with the Abrams main

battle tank is mainstay of the U.S Armys ground vehicle fleet Our provision of WIN-T the

Armys next-generation on-the-move communications network expands the reach of tactical

broadband communications to warfighters and is another prime example of continuous

improvement in action And this culture drives the efficient manufacturing of our state-of-the-

art combatant and auxiliary ships and submarines which are essential to the U.S Navys
missions worldwide

By consistently delivering relevant capable and affordable products and services we are

positioned as competitive leader with diverse opportunities in military and commercial

markets around the world We remain committed to continuous improvement innovative product

development and disciplined program execution to drive the growth of General Dynamics

General Dynamics Annual Report 2010
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manufactured at Gulfstreams headquarters in Savannah Georgia and

outfitted at one of the groups U.S completion facilities The mid-cabin

models are constructed by key supplier and ouffitted by Gulfstream in

one of the groups U.S completion centers

While the installed base of aircraft is predominately in North America

international customers represent nearly 60 percent of the groups

backlog with growing order interest from emerging markets including

the Asia-Pacific region Private companies and individual customers

collectively represent approximately two-thirds of the groups total

orders Gulfstream remains leading provider of aircraft for government

and military service around the world with aircraft operated by nearly 40

nations These government aircraft are used for head-of-state/executive

transportation and variety
of special-mission applications including

aerial reconnaissance maritime surveillance weather research and

astronaut training

To maximize profitability management has adjusted aircraft

production rates invested in innovative product development and

facilities and enhanced the groups global service network For example

prior to the recent economic downturn Gulfstream amassed multi-year

large-cabin backlog by making measured increases in aircraft production

that consciously lagged growing international customer demand This

backlog provided Gulfstream increased flexibility when global economic

turmoil began to negatively impact the business-jet market in late 2008

In response to this sudden market deterioration we quickly and aggres

sively cut 2009 production levels to stabilize the backlog We also

reduced employment cut overhead costs and introduced multi-week

summer furlough to adjust the groups manufacturing operations

Improved new order activity and lower customer default levels enabled us

to maintain large-cabin production in 2010 while modestly increasing

mid-cabin production

The Aerospace group continuously invests in research and

development RD over the course of each aircraft models lifecycle

to introduce new products and first-to-market enhancements that

broaden customer choice improve aircraft performance and set

new standards for customer safety comfort and in-flight productivity

The two newest aircraft to join
the Gulfstream family the super-

mid-size G250 and the ultra-large-cabin ultra-high-speed G650

demonstrate this innovation The G250 which will replace the G200

offers the largest cabin and the longest range at the fastest speed

in its class The G650 has the longest range fastest speed largest

cabin and most advanced cockpit in the Gulfstream fleet and defines

completely new segment at the top of the business-jet market

Scheduled to enter service in late 2011 and mid-2012 respectively

both aircraft continue to perform well in flight testing and they each

remain on track for aircraft certification in 2011 Gulfstreams

new and upgraded aircraft models are designed to minimize

lifecycle costs while maximizing the commonality of parts among the

various models

Current product-enhancement and development efforts include

initiatives in advanced avionics composites flight-control systems acoustics

cabin technologies and enhanced vision systems Recent innovations

include the second-generation Enhanced Vision System II and the

Synthetic Vision-Primary Flight Display SV-PFD both of which assist the

pilot during low-visibility conditions EVS II is specially designed

forward-looking infrared FLIR camera that projects real-world infrared

image on the pilots head-up display HtJD while Synthetic Vision provides

three-dimensional images of the terrain runway environment and obstacles

on the pilots primary head-down display These products work in tandem

to provide pilots with unparalleled situational awareness regardless of

weather terrain or landing-field conditions

In November 2010 we announced $500 seven-year facilities

expansion project at Gulfstreams Savannah campus designed to ensure

the group is well-positioned to meet future demand for business-jet

aircraft and support services This investment plan includes constructing

new facilities renovating existing infrastructure and expanding the

groups RD center The new effort follows recently completed

$400 multi-year project in Savannah that established purpose-built

0650 manufacturing facility increased aircraft-service capacity

improved the groups customer sales and design center and created

state-of-the-art paint facility This expansion initiative has paid

immediate dividends For example the new manufacturing facility

designed for lean manufacturing and precision assembly has successfully

produced the five 0650 test aircraft that are being used to meet the

programs certification testing schedule Further the newly expanded

service center helped accommodate the significant recovery in customer

demand in 2010

In addition to the increased service capacity in Savannah

Gulfstreams service network continues to evolve to address the

demands of the growing international installed base In 2010 we

focused on increasing the groups international parts
and materials inven

tory adding key personnel in fast-growing markets including Asia and

South America and realigning our existing North American service organi

zation In the western hemisphere Gulfstreams product support team

continues to deploy team of technicians in support of urgent

customer-service requirements We have also leveraged our 2008 acqui

sition of Jet Aviation maintenance and repair services provider
with aircraft

service centers in more than 20 locations worldwide to provide customers

around the world first-in-class service and support 24 hours day

Jet Aviation also expanded the Aerospace groups portfolio to include

premium aircraft-outfitting operations for airframes produced by other

original equipment manufacturers OEMs Jet Aviation performs aircraft

completions and refurbishments for business jets and narrow- and wide-

body commercial aircraft at locations in Europe and the United States As

trusted provider of turnkey aircraft management and fixed-base operations

FBO services to broad global customer base Jet Aviation supports the

continued growth and diversification of the Aerospace portfolio

General Dynamics Annual Report 2010
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INFORMATION SYSTEMS AND TECHNOLOGY

Our Information Systems and Technology group provides critical technologies

products and services that support wide range of government and

commercial communication and information-sharing needs The group

consists of three-part portfolio centered on tactical communication

systems information technology services and intelligence surveillance and

reconnaissance systems

Tactical communication systems The group designs manufactures

and delivers trusted and secure communications systems command-and-

control systems and operational hardware to customers within the U.S

Department of Defense the intelligence community and federal civilian

agencies and to international customers Our leadership in this market

results from decades of experience with previous systems incumbency on

todays programs and an ongoing record of innovation that encompasses

key technologies at the center of our customers missions These include

ruggedized mobile computing solutions with embedded wireless

capability

information assurance and encryption technologies products systems

and services that ensure the security and integrity of digital commu

nications worldwide

digital switching broadband networking and automated network

management

battlspace command-and-control systems and

fixed and mobile radio and satellite communications systems and

antenna technologies

This market is characterized by programs that enhance warfighters

ability to communicate collaborate and access vital information through

Internet-like networks on the battlefield Key programs include the U.S

Armys Warfighter Information Network-Tactical /VlN-T and the Joint

Tactical Radio System JTRS

WIN-T is the Armys primary battlefield communications network As

the prime contractor we are responsible for the design engineering inte

gration production program management and support of the network

Using ground and satellite communications links WIN-T provides

commanders with the digital communications services they need to

access intelligence information initiate battle plans collaborate with

other military elements issue orders and monitor the status of their

forces The group has deployed the first increment of WIN-T around the

world to more than half of the U.S Army The group is transitioning into

the second increment of the program which adds on-the-move com

mand and control and expands the capability to additional soldiers

The third increment of the program is designed to provide enhanced net

work reliability and capacity and smaller more-tightly integrated commu

nications and networking gear

The JTRS program will provide communications among all branches

of the U.S military on multi-channel software-defined radios We are

developing the JTRS Handheld Manpack Small Form Fit HMS network

radios to connect soldiers sensors and robotic platforms These small

radios will enhance dismounted soldiers situational awareness and combat

effectiveness by giving them greater communications capabilities
and

access to intelligence
data in the field This critical networking capability

was successfully demonstrated by the Army during extensive testing

exercises in 2010 that connected command posts on-the-move forces

and dismounted soldiers These exercises also demonstrated how WIN-T

and JTRS enable key battle command applications to increase force

effectiveness across variety of missions and terrain

Information Systems and Technology delivers the same type of modern

communications and information-sharing benefits to many civilian

customers including the U.S Department of Homeland Security and

other federal civilian agencies For example we are the prime contractor

for the U.S Coast Guards Rescue 21 system which provides enhanced

search-and-rescue capabilities as well as state-of-the-art command-

and-control capabilities
to assist the Coast Guard in effectively deploying

available assets on all maritime missions

We also provide many of these capabilities to non-U.S customers

including the U.K Ministry
of Defence and the Canadian Department of

National Defence Most recently the U.K Ministry of Defence awarded the

group contract for the demonstration phase of its Specialist Vehicle

program In this phase the group will manage the design integration and

production of seven prototypes The Specialist Vehicles open electronic

architecture will make the fleet easier to maintain and reduce product life-

cycle costs Work under the contract will be shared with the Combat

Systems group including significant portion of the future production effort

In formation technology services The group provides mission-critical

information technology IT and highly specialized mission-support services

to the U.S defense and intelligence communities the Department of

Homeland Security and other federal civilian agencies and commercial

and international customers The group specializes in

design development integration maintenance and security of

wireless and wire-line networks and enterprise infrastructure

mission-operations simulation and training systems and services

large-scale data center consolidation and modernization and

healthcare technology solutions and services

In this market Information Systems and Technology has long-standing

reputation for excellence in providing technical-support personnel

and domain specialists who enable customers to execute their missions

effectively For many customers the groups employees are the on-call

staff that provide technical support for both commercial desktop technol

ogy and mission-specific hardware Our employees also develop install

and operate mission systems on day-to-day basis In Fort Huachuca

Arizona for example Information Systems and Technology employees

General Oynamics Annuat Report 2010
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REGULATORY MATTERS

U.S GOVERNMENT CONTRACTS

U.S government contracts are subject to procurement laws and regulations

The Federal Acquisition Regulation FAR and the Cost Accounting Standards

CAS govern the majority of our contracts The FAR mandates uniform

policies and procedures for U.S government acquisitions and purchased

services Also individual agencies can have acquisition regulations that

provide implementing language for the FAR or that supplement the FAR For

example the Department of Defense implements the FAR through the

Defense Federal
Acquisition Regulation supplement DEARs For all federal

government entities the FAR regulates the phases of any product or service

acquisition including

acquisition planning

competition requirements

contractor qualifications

protection of source selection and vendor information and

acquisition procedures

In addition the FAR addresses the allowability of our costs while the

CAS address how those costs can be allocated to contracts The FAR also

subjects us to audits and other government reviews covering issues such

as cost performance and accounting practices relating to our contracts

INTERNATIONAL

Our international sales are subject to the applicable foreign government

regulations and procurement policies and practices as well as certain

U.S
policies and regulations including the Foreign Corrupt Practices Act

FCPA We are also subject to regulations governing investments

exchange controls repatriation of earnings and import-export control

including the International Traffic in Arms Regulations ITAR

BUSINESS-JET AIRCRAFT

The Aerospace group is subject to Federal Aviation Administration FAA

regulation in the United States and other similar aviation regulatory

authorities internationally including the European Aviation Safety Agency

EASA For an aircraft to be manufactured and sold the model must

receive type certificate from the appropriate aviation authority and each

aircraft must receive certificate of airworthiness Aircraft completions

also require approval by the appropriate aviation authority which often is

accomplished through supplemental type certificate Aviation authori

ties can require changes to specific aircraft or model type for safety

reasons if they believe the aircraft does not meet their standards

Maintenance facilities and charter operations must be licensed by avia

tion authorities as well

ENVIRONMENTAL

We are subject to variety of federal state local and foreign environmental

laws and regulations These laws and regulations cover the discharge

treatment storage disposal investigation and remediation of some

materials substances and wastes We are directly or indirectly involved

in environmental investigations or remediation at some of our current and

former facilities and at third-party sites that we do not own but where we

have been designated Potentially Responsible Party PAP by the U.S

Environmental Protection Agency or state environmental agency As

PRF we potentially are liable to the government or third parties for the full

cost of remediating contamination at relevant site In cases where we

have been designated PRF generally we seek to mitigate these

environmental liabilities through available insurance coverage and by

pursuing appropriate cost-recovery actions In the unlikely event we

are required to fully fund the remediation of site the current

statutory framework would allow us to pursue contributions from other

PRPs We regularly assess our compliance status and management of

environmental matters

Operating and maintenance costs associated with environmental

compliance and management of contaminated sites are normal recurring

part of our operations Historically
these costs have not been material

Environmental costs often are allowable and recoverable under our

contracts with the U.S government Based on information currently

available and current U.S government policies relating to allowable costs

we do not expect continued compliance with environmental regulations

to have material impact on our results of operations financial condition

or cash flows For additional information relating to the impact of

environmental matters see Note to the Consolidated Financial

Statements contained in Part II Item of this Annual Report on Form 10-K

AVAILABLE INFORMATION

We file several types of reports and other information with the Securities

and Exchange Commission SEC pursuant to Section 13a or 15d of

the Securities Exchange Act of 1934 as amended These reports and

information include an annual report on Form 10-K quarterly reports

on Form 10-0 current reports on Form 8-K and proxy statements

Free copies of these items are made available on our website WWvV

generaldynamics.com as soon as practicable and through the General

Dynamics investor relations office at 703 876-31 52

These items also can be read and copied at the SECs Public

Reference Room at 100 Street N.E Washington DC 20549

Information on the operation of the Public Reference Room is available by

calling the SEC at 800 SEC-0330 The SEC maintains website

www.sec.gov that contains reports proxy and information statements

and other information regarding issuers that file electronically with

the SEC

General Dynamics Annual Report 2010 13



ITEM IA RISK FACTORS

An investment in our common stock or debt securities is subject to risks and

uncertainties Investors should consider the following factors in addition to

the other information contained in this Annual Report on Form 10-K before

deciding whether to purchase our securities

Investment risks can be market-wide as well as unique to specific

industry or company The market risks faced by an investor in our stock are

similar to the uncertainties faced by investors in broad range of industries

There are however some risks that apply more specifically to General

Dynamics based on our type of business

Because three of our four business groups serve the defense market

our revenues are concentrated with the U.S government This customer

relationship involves certain unique risks In addition our sales to inter

national customers expose us to different financial and legal risks In our

Aerospace groups market we face risks tied to U.S and global

economic conditions Despite the varying nature of our U.S and inter

national defense and business-aviation operations and the markets they

serve each group shares some common risks such as the ongoing

development of high-technology products and the price availability and

quality of commodities and subsystems

We depend on the U.S government for significant portion of

our revenues In each of the past three years more than two-thirds

of our revenues were from the U.S government U.S defense spending

historically has been driven by perceived threats to national security

While the country has been under an elevated threat level in recent years

there is no assurance that defense budgets will be sustained at current

levels In addition competing demands for federal funds could pressure

all areas of spending which could further impact the defense budget

decrease in U.S government defense spending or changes in

spending allocation could result in one or more of our programs being

reduced delayed or terminated Reductions in our existing programs

could adversely affect our future revenues and earnings

U.S government contracts are not always fully funded at

inception and are subject to termination Our U.S government

revenues are funded by agency budgets that operate on an October-to-

September fiscal year In February of each year the President of the

United States presents to the Congress the budget for the upcoming

fiscal year This budget proposes funding levels for every federal agency

and is the result of months of policy and program reviews throughout the

Executive branch For the remainder of the year the appropriations

and authorization committees of the Congress review the Presidents

budget proposals and establish the funding levels for the upcoming

fiscal year Once these levels are enacted into law the Executive Office

of the President administers the funds to the agencies

There are two primary risks associated with this process First the

process may be delayed or disrupted Changes in congressional schedules

due to elections or other legislative priorities negotiations for program

funding levels or unforeseen world events can interrupt the funding

for program or contract Second future revenues under existing

multi-year contracts are conditioned on the continuing availability
of

congressional appropriations The Congress typically appropriates funds

on fiscal-year basis even though contract performance may extend

over many years Changes in appropriations in subsequent years may

impact the funding available for these programs Delays or changes in

funding can impact the timing of available funds or lead to changes in

program content

In addition U.S government contracts generally permit the government

to terminate contract in whole or in part for convenience If contract

is terminated for convenience contractor usually is entitled to receive

payments for its allowable costs and the proportionate share of fees or

earnings for the work performed The government may also terminate

contract for default in the event of breach by the contractor If

contract is terminated for default the government in most cases pays

only for the work it has accepted The loss of anticipated funding or the

termination of multiple or large programs could have an adverse effect

on our future revenues and earnings

We are subject to audit by the U.S government U.S

government agencies routinely audit and investigate government

contractors These agencies review contractors performance under its

contracts cost structure and compliance with applicable laws

regulations and standards The U.S government also reviews the adequa

cy of and contractors compliance with its internal control systems and

policies including the contractors purchasing property estimating labor

accounting and information systems In some cases audits may result in

costs not being reimbursed or subject to repayment If an audit or inves

tigation were to result in allegations of improper or illegal activities we

could be subject to civil or criminal penalties and administrative sanctions

including termination of contracts forfeiture of profits suspension of pay

ments fines and suspension or prohibition from doing business with the

U.S government In addition we could suffer reputational harm if

allegations of impropriety were made against us

Our Aerospace group is subject to changing customer demand

for business aircraft Our Aerospace groups business-jet market is

driven by the demand for business-aviation products and services by busi

ness individual and government customers in the United States and around

the world The groups future results also depend on other factors includ

ing general economic conditions the availability of credit and trends in

capital goods markets If customers default on existing contracts and our

Aerospace group is unable to replace those contracts the groups antici

pated revenues and profitability could be reduced as result
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Our earnings and margins depend on our ability to perform

under our contracts When agreeing to contractual terms our management

makes assumptions and projections about future conditions or events

These projections assess

the productivity and availability of labor

the complexity of the work to be performed

the cost and availability of materials

the impact of delayed performance and

the timing of product deliveries

If there is significant change in one or more of these circumstances

or estimates or if we face unexpected contract costs the profitability of

one or more of these contracts may be adversely affected This could

affect our earnings and margins If we fail to adequately manage the risks

under our contracts particularly fixed-price contracts our earnings and

margins may be adversely affected

Our earnings and margins depend in part on subcontractor

performance as well as raw material and component availability

and pricing We rely on other companies to provide raw materials major

components and subsystems for our products Subcontractors perform

some of the services that we provide to our customers We depend on

these subcontractors and vendors to meet our contractual obligations in

full compliance with customer requirements Occasionally we rely on

only one or two sources of supply that if disrupted could have an

adverse effect on our ability to meet our commitments to customers Our

ability to perform our obligations as prime contractor may be adversely

affected if one or more of these suppliers is unable to provide the

agreed-upon supplies or perform the agreed-upon services in timely

and cost-effective manner

International sales and operations are subject to greater risks

that sometimes are associated with doing business in foreign

countries Our international business may pose different risks than our

business in the United States In some countries there is increased

chance for economic legal or political changes Government customers

in newly formed free-market economies typically have procurement

procedures that are less mature which can complicate the contracting

process In this context our international business may be sensitive to

changes in foreign governments leadership national priorities and

budgets International transactions can involve increased financial and

legal risks arising from foreign exchange-rate variability and differing

legal systems In addition some international government customers

require contractors to agree to specific in-country purchases manufacturing

agreements or financial support arrangements known as offsets as

condition for contract award The contracts may include penalties if we

fail to meet the offset requirements An unfavorable event or trend in any

one or more of these factors could adversely affect our revenues and

earnings associated with our international business

Our future success will depend in part on our ability to develop

new products and maintain qualified workforce to meet the

needs of our customers Virtually all of the products that we produce

and sell are highly engineered and require sophisticated manufacturing

and system-integration techniques and capabilities The commercial and

government markets in which we operate are characterized by rapidly

changing technologies The product and program needs of our government

and commercial customers change and evolve regularly Accordingly

our future performance depends in part on our ability to develop and

manufacture competitive products and bring those products to market

quickly at cost-effective prices In addition because of the highly

specialized nature of our business we must be able to hire and retain the

skilled and qualified personnel necessary to perform the services

required by our customers If we are unable to develop new products

that meet customers changing needs or successfully attract and

retain qualified personnel our future revenues and earnings may be

adversely affected

Developing new technologies entails significant risks and

uncertainties that may not be covered by indemnity or insurance

While we maintain insurance for some business risks it is not practicable

to obtain coverage to protect against all operational risks and liabilities

Where permitted by applicable laws we seek indemnification from the

U.S government In addition we may seek limitation of potential liability

related to the sale and use of our homeland
security products and services

through qualification by the Department of Homeland Security under the

SAFETY Act provisions of the Homeland Security Act of 2002 We may

elect to provide products or services even in instances where we are

unable to obtain such indemnification or qualification

We have made and expect to continue to make investments

including acquisitions and joint ventures that involve risks and

uncertainties These activities particularly in the current environment of

increased governmental regulation and enforcement both domestically

and abroad may expose us to legal and regulatory risks that are different

from the risks we currently experience in our existing businesses When

evaluating potential mergers and acquisitions we make judgments

regarding the value of business opportunities technologies and other

assets and the risks and costs of potential liabilities based on information

available to us at the time of the transaction Whether we realize the antic

ipated benefits from these transactions depends on multiple factors

including our integration of the businesses involved the performance of

the underlying products capabilities or technologies and market condi

tions following the acquisition Although we believe we have established

appropriate procedures and processes to mitigate these risks and have

proven track record of successful acquisitions and investments

unanticipated performance issues and acquired liabilities associated with

these activities could adversely affect our financial results

General Oynamics Annual Report 2010 15



FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements

that are based on managements expectations estimates projections

and assumptions Words such as expects anticipates plans

believes scheduled estimates should and variations of these

words and similar expressions are intended to identify forward-looking

statements These include but are not limited to projections of revenues

earnings segment performance cash flows contract awards aircraft

production deliveries and backlog stability Forward-looking statements

are made pursuant to the safe harbor provisions of the Private Securities

Litigation
Reform Act of 1995 as amended These statements are not

guarantees of future performance and involve certain risks and uncertainties

that are difficult to predict Therefore actual future results and trends

may differ materially from what is forecast in forward-looking statements

due to variety of factors including without limitation the risk factors

discussed in this section

All forward-looking statements speak only as of the date of this report

or in the case of any document incorporated by reference the date of

that document All subsequent written and oral forward-looking statements

attributable to General Dynamics or any person acting on our behalf

are qualified by the cautionary statements in this section We do not

undertake any obligation to update or publicly release any revisions to

forward-looking statements to reflect events circumstances or changes

in expectations after the date of this report

ITEM lB UNRESOLVED STAFF COMMENTS

ITEM PROPERTIES

We operate in number of offices manufacturing plants laboratories

warehouses and other facilities in the United States and abroad

We believe our main facilities are adequate for our present needs and

given planned improvements and construction expect them to remain

adequate for the foreseeable future

On December 31 2010 our business groups had major operations at

the following locations

Aerospace Lincoln and Long Beach California West Palm Beach

Florida Brunswick and Savannah Georgia Cahokia Illinois Westfield

Massachusetts Las Vegas Nevada Teterboro New Jersey Dallas

Texas Appleton Wisconsin Beijing China Dusseldorf and Hannover

Germany Mexicali Mexico Moscow Russia Singapore Basel

Geneva and Zurich Switzerland Dubai United Arab Emirates Biggin

Hill and Luton United Kingdom

Combat Systems Anniston Alabama East Camden Arkansas

Crawfordsville St Petersburg and Tallahassee Florida Chicago and

Marion Illinois Saco Maine Westminster Maryland Shelby

Township Sterling Heights and Troy Michigan Lincoln Nebraska

Charlotte North Carolina Lima Ohio Eynon and Red Lion

Pennsylvania Garland Texas Williston Vermont Marion and

Woodbridge Virginia Oshkosh Wisconsin Vienna Austria Edmonton

London La Gardeur and Valleyfield Canada St Etienne France

Kaiserslautern Germany Granada La Coruna Oviedo Palencia

Sevilla and Trubia Spain Kreuzlingen Switzerland

Marine Systems San Diego California Groton and New London

Connecticut Bath and Brunswick Maine North Kingstown Rhode

Island Mexicali Mexico

Information Systems and Technology Scottsdale Arizona

San Diego and Santa Clara California Towson Maryland Needham

Pittsfield and Taunton Massachusetts Ypsilanti Michigan Bloomington

Minnesota Nashua New Hampshire Greensboro and Newton

North Carolina Kilgore Texas Arlington Chantilly Chesapeake

Fairfax and Herndon Virginia Calgary and Ottawa Canada Andover

Oakdale and Tewkesbury United Kingdom

summary of floor space by business group on December31 2010

follows

Total
Square teet in miSions

Aerospace 4.4 4.0 8.4

Combat Systems 7.6 4.7 7.5 19.8

Marine Systems 7.7 2.3 10.0

Information Systems

and Technology 3.1 8.3 0.9 2.3

Total 22.8 19.3 8.4 50.5

ITEM LEGAL PROCEEDINGS

For information relating to legal proceedings see Note to the

Consolidated Financial Statements contained in Part II Item of this

Annual Report on Form 10-K

ITEM REMOVED AND RESERVED

None

company-owned Leased Government-owned

Facilities Facilities Facilities
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PART II

ri MARKET FOR THE COMPANYS COMMON

EQUITY RELATED STOCKHOLDER MATTERS AND

ISSUER PURCHASES OF EQUITY SECURTIES
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$215 from the Swiss government to provide Duro wheeled armored

personnel vehicles

$200 for the design integration and production of seven prototypes

under the U.K Specialist Vehicle program in addition to the inte

gration work being performed by the Information Systems and

Technology group and

$180 for contract with the German government to provide EAGLE IV

wheeled military vehicles

The Combat Systems groups backlog at year end also included

approximately $2.6 billion in weapons systems and munitions programs

In 2010 the group received awards totaling approximately $275 for the

production of Hydra-70 rockets The group also received awards worth

approximately $180 from the Canadian government to supply various

calibers of ammunition $150 from the Army for armor for Stryker

and Bradley vehicles and $75 from the Army for production of M2A1

machine guns

Combat Systems backlog does not include approximately $4.6 billion

of estimated
potential contract value associated with the groups

anticipated share of IDIQ contracts and unexercised options The groups

estimated potential contract value doubled since year-end 2009 due to

contracts awarded in 2010 including the Specialist Vehicle and Hydra-

70 rocket programs

2011 Outlook

We expect Combat Systems revenues to remain in the $9 billion range in

2011 with growth in international vehicle contracts steady volume on

U.S weapons and munitions programs and reduction in volume on

some of the groups U.S vehicle programs We expect the groups

operating margins to be approximately 14 percent down modestly from

2010 due to shift in program mix

MARINE SYSTEMS

Review of 2010 vs 2009

Year Ended December 31 2009 Vananc

Revenues 6363 6677 314 4.9%

Operating earnings 642 674 32 5.0%

Operating margin 10.1% 10.1%

The Marine Systems groups revenues increased in 2010 compared with

2009 as growth in several U.S Navy programs offset decline in commercial

ship construction The increase in revenues consisted of the following

The groups multi-year ship-construction programs for the U.S Navy

include Virginia-class submarines DDG-5i and DDG-1 000 destroyers

and T-AKE combat-logistics ships The principal driver of revenue growth

in 2010 was increased
activity on the Virginia-class program as the

group continued to ramp toward construction of two submarines per year

in 2011 The group delivered the seventh boat under the program in

2010 while construction continued on the next five boats Deliveries of

the remaining 11 boats under contract are scheduled through 2018

In our surface combatant business volume decreased on the DOG-Si

Arleigh Burke program as the current multi-ship contract nears completion

Offsetting this decline was an increase in activity on the groups design

and construction contract for the first DOG-i 000 Zumwalt-class destroyer

The remaining two DDG-51 destroyers under contract are scheduled for

delivery in 2011 and 2012 and the first DOG-i 000 delivery is scheduled

in 2014

Activity on the groups T-AKE program was down in 2010 as

construction continued on the remaining four ships The group delivered

the ninth and 10th ships in 2010 and deliveries of the last four ships are

scheduled through 2012 In 2010 the group also began advanced

design efforts for the Mobile Landing Platform MLP program

In addition to these ship-construction programs revenues were up

significantly in 2010 on the groups engineering programs particularly

work associated with the next-generation ballistic-missile submarine

SSBN The group is performing initial concept studies including design

of Common Missile Compartment for both the U.S Navy and the Royal

Navy of the United Kingdom The groups ship repair work has remained

steady in 2010 following significant growth in 2009

In 2010 the group completed construction on the final two ships of

five-ship commercial product-carrier contract Given the success of this

program the age of the fleet of Jones Act ships and environmental

regulations that require double-hull tankers and impose emission control

limits we anticipate additional commercial shipbuilding opportunities as

the economy recovers

The Marine Systems groups operating earnings increased in 2010

consistent with the increase in revenues Operating margins remained

steady compared with 2009 though the group is undergoing shift in

contract mix Activity on the groups destroyer programs is moving from

the fixed-price DDG-51 program to the cost-reimbursable DDG-1 000

contract and the Virginia-class program is
transitioning from the mature

Block II contract to the Block III contract Favorable performance on

the T-AKE and commercial product carrier programs in 2010 helped

offset this mix shift

Multi-year Navy ship construction 170

Other Navy ship design construction engineering and
repair 279

Commercial ship construction 135

Total increase in revenues 314
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percent from year-end 2009 due most notably to unexercised options

associated with the U.K Specialist Vehicle and combat and seaframe

control systems for the Independence Class of ships under the LCS

program When combined with backlog the groups total estimated

potential contract value increased by percent over 2009 to $25 billion

Unlike our other defense businesses the Information Systems and

Technology groups backlog consists of thousands of contracts that

largely have to be reconstituted each year with new program and task

order awards While the group has relatively few large-scale long-term

programs there are several significant contracts that provide solid

foundation for the business

Programs for the U.K Ministry of Defence comprised approximately

$835 of the groups backlog at the end of 2010 most notably the

BOWMAN and the Specialist Vehicle programs The group has success

fully fielded the BOWMAN communications system the secure digital

voice and data communications system for the U.K armed forces and is

now performing maintenance and long-term support and enhancement

activities for the program In 2010 the Ministry of Defence awarded the

group contract for the demonstration phase of its Specialist Vehicle pro

gram In this phase the group will manage the design integration and

production of seven prototype vehicles Work and the backlog under the

contract are shared with the Combat Systems group including signifi

cant portion of the future vehicle production effort

The groups backlog at year-end 2010 included approximately $645

for the Armys WIN-T program Information Systems and Technology is

the prime contractor on this battlefield communications network

designed to provide warfighters with fast secure mobile command-and-

control capabilities In 2010 the group received approximately $405 of

awards for WIN-T bringing the total program value to $2.7 billion The

backlog does not include $920 of estimated potential contract value for

the WIN-T program awarded under an IDIO format

Approximately $340 of the groups backlog at year end was for the

Canadian Maritime Helicopter Project MHP Under the MHP program

the group is providing integrated mission systems training
and support

for 28 state-of-the-art helicopters that are intended to replace Canadas

aging fleet of marine helicopters

The Information Systems and Technology groups backlog at year end

also included approximately $225 for the Common Hardware/Software III

CHS-3 program to provide commercial and ruggedized computers

network equipment and software to the U.S armed forces and other

U.S federal agencies In 2010 the group received over $500 in orders

under this program bringing the total contract value to more than

$2.4 billion

The groups backlog at the end of 2010 included approximately $960

for number of facility infrastructure and support programs including

NCE NETCENTS and the Walter Reed National Military Medical Center

and Mark Center facilities

In addition to these programs the group received number of

significant contract awards in 2010 including the following

$240 from the National Aeronautics and Space Administration NASA

for the Space Network Ground Segment Sustainment SGSS project

to modernize the ground segment of the satellite communications

network used by NASA

$190 for the Warfighter Field Operations Customer Support FOCUS

program to provide support for the Armys live virtual and constructive

training operations

$150 from Austal USA for design integration and testing of combat

and seaframe control systems for one The contract includes

options for nine additional ships that are scheduled to be exercised

over the next five years and are included in the groups estimated

potential contract value

$1 10 for the Armys Joint Tactical Radio System JTRS Handheld

Manpack Small Form Fit HMS radio program bringing the total con

tract value to over $700

$80 from the National Oceanic and Atmospheric Administration to

design manufacture and install antennas for Geostationary

Operational Environmental Satellites-R GOES-R

$55 from the Department of Homeland Securitys U.S Computer

Emergency Readiness Team US-CERT to analyze and reduce cyber

threats and vulnerabilities

Information Systems and Technology was awarded several significant

IDIO contracts during 2010 including the following

One of 46 awards from the Federal Bureau of Investigation FBI under

the Information Technology Supplies and Support Services ITSSS

program to provide technical services and engage in developmental

projects and programs The program has maximum potential value

of $30 billion among all awardees over eight years

One of 11 awards under the Defense Intelligence Agencys DIA

Solutions for the Information Technology Enterprise SITE program

The program has maximum potential value of $6.6 billion among all

awardees over five years

One of five awards under the Missile Defense Agency Engineering and

Support Services MiDAESS program to provide systems engineering

and testing services The program has maximum potential value of

$1 .6 billion among all awardees over five years

One of three awards under the Federal Aviation Administrations FAA

System Engineering 2020 Research and DevelopmentlMission

Analysis Support program Our award under this program has

maximum potential
value of $1.2 billion over 10 years
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OPERATING ACTIVITIES FINANCING ACTIVITIES

We generated cash from operating activities of $3.1 billion in 2008 $2.9

billion in 2009 and $3 billion in 2010 In all three years the operating

cash flow was attributed primarily to net earnings In 2008 and 2009

increasing levels of customer deposits particularly in the Aerospace

group reduced our operating working capital OWC and increased our

operating cash flow In addition 2009 cash from operating activities

reflected the collection of approximately $150 from the Czech Republic

after we signed renegotiated contract to provide Pandur II wheeled

vehicles

Termination of A-12 Program As discussed further in Note to

the Consolidated Financial Statements litigation on the A-12 program

termination has been ongoing since 1991 If contrary to our expectations

the default termination ultimately is sustained and the government

prevails on its recovery theories we along with The Boeing Company

could collectively be required to repay the U.S government as much as

$1 .4 billion for progress payments received for the A-i contract plus

interest which was approximately $1 .5 billion at December 31 2010 If

this were the outcome we would owe half of the total or approximately

$1 .4 billion pretax Our after-tax cash obligation would be approximately

$725 We believe we have sufficient resources including access to

capital markets to pay such an obligation if required

INVESTING ACTIVITIES

We used $3.7 billion in 2008 $1.4 billion in 2009 and $408 in 2010 for

investing activities The primary uses of cash in investing activities were

business acquisitions capital expenditures and purchases of marketable

securities Investing activities also include proceeds received from the

sale of assets and marketable securities

Business Acquisitions In 2008 we completed five acquisitions for

total of $3.2 billion In 2009 we completed two acquisitions for $811

In 2010 we completed three acquisitions for $233 We financed these

acquisitions using cash on hand and commercial paper See Note to

the Consolidated Financial Statements for additional information regarding

the acquisitions

Capital Expenditures Capital expenditures were $490 in 2008

$385 in 2009 and $370 in 2010 The decrease in 2009 and 2010

compared with 2008 resulted from the completion of several major

facility improvement projects in the Aerospace and Marine Systems

groups During 2010 the Aerospace group announced new $500

seven-year facilities expansion project at the groups Savannah

campus We expect capital expenditures of approximately $550 in 2011

less than percent of revenues

Marketable Securities As result of lower market interest rates

we have expanded our investments in available-for-sale and held-to-

maturity securities in recent years to generate additional return Net

sales/maturities of these securities were $17 in 2008 compared with net

purchases of $235 in 2009 and net sales/maturities of $115 in 2010

We used $718 in 2008 $806 in 2009 and $2.2 billion in 2010 for

financing activities Our financing activities include issuances and

repayments of debt payment of dividends and repurchases of common

stock Net cash from financing activities also includes proceeds received

from stock option exercises

Debt Proceeds Net In 2008 we issued $904 of commercial paper

primarily to fund acquisitions during the year During that year we also

repaid $500 of fixed-rate notes $150 of senior notes and $20 of term

debt on their scheduled maturity dates We issued $1 billion of five-year

fixed-rate notes in December 2008 and another $750 of two-year

fixed-rate notes in June 2009 We used the proceeds from the fixed-rate

notes for general corporate purposes including working capital

requirements capital expenditures and to term out our commercial paper

borrowings In August 2010 we repaid $700 of fixed-rate notes on their

scheduled maturity date

We ended 2010 with no commercial paper outstanding and our total

debt balance was down approximately $660 from 2009 resulting in

debt-to-equity ratio of 24.1 percent down percentage points from

year-end 2009 We have approximately $2 billion in bank credit facilities

that have not been drawn upon These facilities provide backup liquidity

to our commercial paper program We also have an effective shelf

registration on file with the Securities and Exchange Commission

The next material repayment of long-term debt is $750 of fixed-rate

notes scheduled to mature in July of 2011 As we approach the maturity

date we will determine whether to repay these notes with cash on hand

or refinance the obligation See Note to the Consolidated Financial

Statements for additional information regarding our debt obligations

including scheduled debt maturities

Dividends Our board of directors declared an increased quarterly

dividend of $0.42 per share on March 2010 the 13th consecutive

annual increase The board had previously increased the quarterly

dividend to $0.38 per share in March 2009 and $0.35 per share in

March 2008

Share Repurchases Our board of directors has
historically supported

managements tactical repurchase of our shares typically in repurchase

authorizations of 10 million-share increments We repurchased 20

million shares on the open market in 2008 3.6 million shares in 2009

and 18.9 million shares in 2010 As result we reduced our shares out

standing by 3.5 percent in the past year and by percent since 2008

On February 2011 the board authorized management to repurchase

up to an additional 10 million shares about percent of our total shares

outstanding We expect to continue to repurchase shares as part of our

capital deployment activities in the future
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ADDITIONAL FINANCIAL INFORMATION

OFF-BALANCE SHEET ARRANGEMENTS

On December 31 2010 other than operating leases we had no material off-balance sheet arrangements including guarantees retained or contingent

interests in assets transferred to unconsolidated entities derivative instruments indexed to our stock and classified in shareholders equity on the

Consolidated Balance Sheet or variable interests in entities that provide us with financing liquidity market-risk or credit-risk support or engage with us

in leasing hedging or research and development services

CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS

The following tables present information about our contractual obligations and commercial commitments on December 31 2010

Payments Doe by Period

Contractual Obligations Total Amoont committed Leon Than Year 1-3 Yearn 4-5 Years More Than Yearn

Long-term debt 3620 905 1240 1466

Capital lease obligations

Operating leases 914 187 259 151 317

Purchase obligations 22460 11218 6468 2762 2012

Other long-term liabilities 14516 2247 2172 1759 8338

$41512 $14558 $10140 6138 $10676

101 Incloden nchedoled interent payments See Note to the coeoolidated Financial Statemento tsr diocoooioe at long-term debt

IbI lnclodeo amoonto committed onder legally entorceable agreemento tsr goodo and oerniceo mith detined termo an to qoantity price and timing ot delinery Thio amoont inclodeo $1 7.2 billion ot

porchaoe ordero tor prodocto and oerniceo to be delinered ender tirm gonernment contracto onder which me hose toll recooroe onder normal contract termination claooeo

Id Repreoento other long-term liabilitieo on oar conoolidoted Balance Sheet incloding the corrent portion at theoe liabilitieo The prolected timing ot cooh tlowo o000cioted with these obligations

in boned on managements estimates which ore based largely on historical eoperience This amoont also incleden all liabilities onder nor detined-benetit retirement plans an dinconsed in

Note See Note for intormotion regarding the plan assets aooilable to natinty these liabilities Retirement plan assets and liabilities are presented net on the consolidated Balance Sheet on

plan-by-plan basin

Awoont of commitment Eopiration by Period

Commercial Commitments Total Amoent committed Leon Than Year 1-3 Yearn 4-5 Yearn More Than Yearn

Letters ofcredir 1610 510 663 216 221

See Nate to the cnnoolidated Financial Stotewentn tar dincannion at lenern at credit and aircraft trade-in optiono

APPLICATION OF CRITICAL ACCOUNTING POLICIES

Managements Discussion and Analysis of our Financial Condition and

Results of Operations is based on our Consolidated Financial Statements

which have been prepared in accordance with U.S generally accepted

accounting principles GAAP The preparation of financial statements in

accordance with GAAP requires that we make estimates and assumptions

that affect the reported amounts of assets and liabilities and the

disclosure of contingent assets and liabilities at the date of the financial

statements as well as the reported amounts of revenues and expenses

during the reporting period On an ongoing basis we evaluate our

estimates including those related to long-term contracts and programs

goodwill and other intangible assets income taxes pensions and other

post-retirement benefits workers compensation warranty obligations

pre-owned aircraft inventory and contingencies and litigation We base

our estimates on historical experience and on various other assumptions

that we believe to be reasonable under the circumstances The results of

these estimates form the basis for making judgments about the carrying

values of assets and liabilities that are not readily available from other

sources Actual results may differ from these estimates under different

assumptions or conditions

We believe the following policies are critical and require the use of

significant
business judgment in their application

Revenue Recognition We account for revenues and earnings in our

defense and aerospace businesses using the percentage-of-completion

method of accounting Under the percentage-of-completion method

we recognize contract revenue as the work progresses either as the

products are produced and delivered or as services are rendered as

applicable We estimate profit as the difference between total estimated

revenue and total estimated cost of contract and recognize that profit
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over the remaining life of the contract based on either input measures

e.g costs incurred or output measures e.g contract milestones or

units delivered as appropriate to the circumstances Where an interim

output measure is reliably determinable and representative of progress

toward completion we use such output measures Otherwise we use

input measures

We generally measure progress toward completion on contracts in our

defense businesses based on the proportion of costs incurred to date

relative to total estimated costs at completion or based on unit deliveries

under the contract Our contracts for the manufacture of business-jet

aircraft usually provide for two major phases the manufacture of the

green aircraft i.e before exterior painting and installation of

customer-selected interiors and optional avionics and its completion We

record revenue at two contractual milestones when green aircraft are

delivered to and accepted by the customer and when the customer

accepts final delivery of the fully outfitted aircraft We do not recognize

revenue at green delivery unless contract has been executed with

the customer and the customer can be expected to satisfy its obligations

under the contract as evidenced by the receipt of deposits from the

customer and other factors

We include revisions of estimated profits on contracts in earnings under

the reallocation method rather than the cumulative catch-up method

Under the reallocation method the impact of revisions in

estimates is recognized prospectively over the remaining contract term

while under the cumulative catch-up method such impact would be

recognized immediately If revised estimate of contract profitability reveals

an anticipated loss on the contract we recognize the loss in the period it is

identified Anticipated losses cover all costs allocable to the contracts

including general and administrative expenses on government contracts

We use the reallocation method because we believe the majority of

factors that typically result in changes in estimates of total contract

revenue total costs or the extent of progress toward completion on our

long-term contracts affect both the period in which the change is

identified and future periods We believe these changes generally reflect

expectations as to future performance and therefore the reallocation

method is the method that best matches our revenues and earnings in

the periods in which they are earned While we have applied this method

consistently for more than 30 years most contractors use the cumulative

catch-up method

The percentage-of-completion method of accounting involves the use

of various estimating techniques to project costs at completion and in

some cases includes estimates of recoveries asserted against the

customer for changes in specifications or other disputes Contract

estimates involve various assumptions and projections relative to the

outcome of future events over period of several years including future

labor productivity
and availability the nature and complexity of the work

to be performed the cost and availability of materials the impact

of delayed performance the availability and timing of funding from the

customer and the timing of product deliveries These estimates are

based on our best judgment significant change in one or more of these

estimates could affect the profitability
of one or more of our contracts We

review our contract estimates regularly to assess revisions in contract

values and estimated costs at completion and reflect changes in

estimates in the current and future periods under the reallocation method

We recognize revenue arising from claims either as income or as an

offset against potential loss only when the amount of the claim can be

estimated reliably and its realization is probable In evaluating these

criteria we consider the contractual/legal basis for the claim the cause

of any additional costs incurred the reasonableness of those costs and

the objective evidence available to support the claim We recognize

revenue from award or incentive fees when there is basis to reasonably

estimate the amount of the fee Estimates of award or incentive fees are

based on actual award experience and anticipated performance

Goodwill Since 1995 we have acquired 57 businesses at total

cost of approximately $21 billion including three in 2010 In connection

with these acquisitions we have recognized $12.6 billion of goodwill

Goodwill represents the purchase price paid in excess of the fair value of

identifiable net tangible and intangible assets acquired Goodwill is not

amortized but is subject to an impairment test on an annual basis and

when circumstances indicate that an impairment is more likely than not

The test for goodwill impairment is two-step process that requires

significant level of estimation by management particularly the estimate

of the fair value of our reporting units These estimates require the use of

judgment We estimate the fair value of our reporting units based on the

discounted projected cash flows of the underlying operations This

requires numerous assumptions including the timing of work embedded

in our backlog our performance and profitability under our contracts our

success in securing future business and the appropriate interest rate

used to discount the projected cash flows This discounted cash flow

analysis is corroborated by top-down analyses including market

assessment of our enterprise value Beyond the annual impairment test

we review for factors on quarterly basis that may lead us to perform

goodwill impairment test such as significant adverse change in the

business climate for one of our reporting units or decision to dispose of

reporting unit or significant portion of reporting unit We have

recorded no goodwill impairment to date and do not anticipate any

reasonably possible circumstances that would lead to an impairment in

the foreseeable future The fair value of each of our reporting units on

December 31 2010 substantially exceeded its carrying value

Commitments and Contingencies We are subject to litigation
and

other legal proceedings arising either out of the ordinary course of our

business or under provisions relating to the protection of the environment

Estimating liabilities and costs associated with these matters requires the

use of judgment We record charge against earnings when liability

associated with claims or pending or threatened litigation matters is

probable and when our exposure is reasonably estimable The ultimate

resolution of our exposure related to these matters may change as

further facts and circumstances become known
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CONTRACTS IN PROCESS

Contracts in process represent recoverable costs and where applicable

accrued profit
related to long-term contracts that have been inventoried

until the customer is billed and consisted of the following

December 31 2009 1Itl

Contract costs and estimated profits 13817 15675

Other contract costs 981 909

14798 16584

Advances and progress payments 10349 11711

Total contracts in process 4449 4873

Contract costs consist primarily of labor and material costs and related

overhead and GA expenses Contract costs also include estimated

contract recoveries for matters such as contract changes negotiated

settlements and claims for unanticipated contract costs We record

revenue associated with these matters only when the amount of

recovery can be estimated reliably and realization is probable Assumed

recoveries for these items were not material on December 31 2009

or 2010

Other contract costs represent amounts that are not currently allocable

to government contracts such as portion of our estimated workers

compensation obligations other insurance-related assessments pension

and other post-retirement benefits and environmental expenses These

costs will become allocable to contracts generally after they are paid

We expect to recover these costs through ongoing business including

existing backlog and probable follow-on contracts This business base

includes numerous contracts for which we are the sole source or are one

of two suppliers on long-term U.S defense programs However if the

backlog in the future does not support the continued deferral of these

costs the
profitability

of our remaining contracts could be adversely

affected We expect to bill substantially all of our year-end 2010

contracts-in-process balance with the exception of these other contract

costs during 2011

INVENTORIES

Our inventories represent primarily
commercial aircraft components and

are stated at the lower of cost or net realizable value Work-in-process

represents largely labor material and overhead costs associated with

aircraft in the manufacturing process and is based primarily on the

estimated average unit cost of the units in production lot Raw materials

are based primarily on the first-in first-out method We record pre-owned

aircraft acquired in connection with the sale of new aircraft at the lower

of the trade-in value or the estimated net realizable value Inventories

consisted of the following

December 31 2009

Work in process 907 1124

Raw materials 1129 965

Finished goods 30 69

Pre-owned aircraft 60

Total inventories 2126 2158

PROPERTY PLANT AND EQUIPMENT NET

Property plant and equipment are carried at historical cost net of

accumulated depreciation The major classes of property plant and

equipment were as follows

December 31 2009

Machinery and equipment 3195 3388

Buildings and improvements 2069 2084

Land and improvements 270 283

Construction in process 143 204

Total property plant and equipment 5677 5959

Accumulated depreciation 2765 2988

Property plant and equipment net 2912 2971

Our government customers pruvide certain facilities we do not include theue facilities above

We depreciate most of our assets using the straight-line method and

the remainder using accelerated methods Buildings and improvements

are depreciated over periods up to 50 years Machinery and equipment

are depreciated over periods up to 30 years
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terms ii our contracts II at arc des gned to pic wt us trom Ites ok We

period cv wife vito crivativ tina ii ial nstrume nts principal toreig

currenc tcrwa purchuce aiid sale contrats sIb tei as of ess tfuau

leec years Those ii stir sects are designed to iii emize cuu ost by

fixing or limiting the adveuse impact on the iou it of 0113 coin ott

inc fouccasted foieign ivory dc000e atecl paymen ieee pts
and

riter ompa iy Ira chorus ret itect to our businew and cpei afuonal

friancuiq achy es

nerestRatRi

Our financ nsf urn en subtoct to interc te rek inc ude fixed ate

cog term debt obligations and ran ible ate commercial paper Fvwever

isk assc ciatecl with these ristu ui 1cm ts is non cater at

flce Chu 31 009 ciudity Puce Risk

___
We aie ubject to isk of using ahci arid coo mortity prices primam

cog term fixed
puice

contracts to the extent possible we mnlude tr rune

ocr coot act that are desugu ed to protec us cm thus risk Scm of

22i
tfre profeC live terms ii luded our cotracts coo mdci cci dcciv it vi

18 hr are not accounted for separ itely ecause they are clearly aid clcsc ly

elated to the host cci tract We have ct er teu ed into airy mali rual

cvii sod ty icdgur cci utu acts but may do so as arc inrstaoie warrant

We do oct belmeve that change in ahor ci couno oduty prices ci lrrvc

cater uu ipact on cmii resm Its of cpeu ions or cr1 ows

Icvestic crlf ITisk

ucur ur sri rune uu puuury
alluv en pun h5Ci wed cccn em snus

with an mnvestreent guade rating and max uurum saturut of one year On

Deceuc cci 31 2010 we held $2.3 hi lion vi cacti arid eguuw 1cm ts arid

sarket ib 5cuu utues 0cm nuarketable eccr ties have am av 5unge ira

lion of wo mc iths au it arm aveuage rdit
raturug

cf AA Husto ulally we

have not expon enced moatcu al ga os cm losses or there instrummeruts di

to clii ges iteest rites or viarket varies

ml cud

a6 36 11120

$2023 822 1207

Jr ga weLl it CS

ii non au Ii

nan nsh

ten et mu ml vi

cd su Cc cmv 1gm

klan /051

edgaus ci hi

am nie ran SIct sf hu emit

mnn pau

pi is

is ii uI mdgi

Fdi

ii

IF

di ii

$4
893

2279

138

84

$0 436

040 14/

34b/ tt78

210 /2

112 28

$2b09 $107
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ledgir ictivit cc

We had $1 hilfor in notonal forwaid fore go exchange ontacts

outstai ebng oo Dcccii her 31 209 and $4 hiltoo oi DecCtrher 31

110 The mci ease in tI imount of outstandmno fore
mgr cii eric forward

octracts due to ego ficar nh rational coot oct awe ds in 201 We

errgn to denvotive financidl vastoirnents on the Consol daftd Balance

SI cot fa Value see Note The far vane of those denvat 001 tracts

on ist of tIe following

th Ci di Cr aset

oi aid cI tow

No 4OO0 2Cc

3he aoiltc

rotc is ion Cdg

Net sgc tod seOsi cai rj

1009 tIII1PYN1I

Of 130

We ad no TiatoriC derivative financial insir umcnts
isigr

ated as tar

aloe et ye strnent hodges on Decemher 31 2009 rir 201

Wc ecord ctrai ges in the fair Value of dci rvative ianr mal instunients

oft ati
rg

ole and expor es ii the Cormsolidated Staten ent of

rrirrj or AOCI aiftr shard oldern ity on the Conoolidated

an Shoot depond nq oi wt ethei the dermva ive is designated arid

goal fir foi heoc accou it ng Caere aid lrwses dated derivative

lOt
3L ity as cash flow hedges are dot rred in A0C urrtl the underly ng

transac ioi re lected in ear iii gs We adlust derivative financ

struni Its not designated as cash flow hedges to market va on cccli

er ad ii reco the iii or loss the Consolidated Staten cot of

mi he gins and Ir 55 on ft 05 05 ruments gencra ly otfsot

csse and ga mis on the asse liabilities arid other trai sactio is being

dged Gains arid ose esultin3 Ire iii hodge tfec five ness are

ice eCgr
ed the Coi soli lated Statemem ol Larr ings Ioi all erivative

iCli eial istruin Cots regardless of dos gn it ion

Net oaini arid losses reconized earn rigs ardAOSl neludi ig gains

aid es ses elatcd he
dgeC ineffect verie ss yore of rria rial 2010

We do or cxix ct the aw or nt of gavis amid lu ses ii 4001 that wi bc

eclasd ed to Cornipgn in 2011 nracra

xorgir
or ency uraircia/ Staremeot Iian5/atroni

Ac rar slatc forcig un renc balarrce shoots Irora our intei iti anal

ieo eirits unetional crner gcnerally the respective ocal

ir no to dollam at the end per od xcharrgc rairs md ar cogs

ci cots at the avvage eCxchange ates for each parrad TIc osult
ig

reign win re ncy trans atm adlu tmci to are oinponcr of AOCI

We do not hedge the fluctuation in reported rcvenuos and eainmi gs

o.erlting orn tIe tianslation of these inteCrnat na operations incomc

statcmiin 115 vito OS dollars The nipact of Ira 151 atirig or uiterna inrmal

irr rodorrs JC ines CrnC rr rmngs ito 02 c1 cia aol nia.c to

oer results of perations eact of ftc past trrec years In addition the

effeur of cliangen in foreign excharge rat on non cash balancec

was not rrmat Crial each of the past three years

GOMMRMEN1S AND CONTINGENUBS

tOga/tori

Termmation of A12 Program In January 99 the Navy
128

terni mated thc 12 aircraft contract for defau The 12 coritr act was
dO

fmxod
prmcc

incentmve co rtrae for the feml scale Cvelopment and mc tial

ft
production of the Navy carrier based Advarmced Tactmcal Aircraft We arld

171 Mc Dorm Douglas fhe contractors were parties to th contra lv ti II

Navy McDonnell Do rglas is now ow ieel by The Flue rmg Corrapar Both

001 tractors macI temlr responsmhmlmty to tie
NCrvy for pCrformarmce undo the

contract and both are
JO rmtly am sevcma ly liable for p01cm mal abmlmtmes

armsmm fromm the tem nanatmon As onscgue mice of the tem riiirrafiorr or

JeCfaerlt the Novy do iandod hi ho con1rac tore me ay $1 hi Ion

11mg mrhated progress pay wont trc Navy agreed to defcm 01 echo if

ft it amormrt pendmr re cc lutmon by Il court or negofmated sethemn Cnt

Over mom than 19 ye are of Ii mgat moo ftc tr al commrt tIe DS Soc rt of

Fr choral Clairmis and appcals court the Cnrimt of Appe ale for fhe cdc al

rcu tJ havc ssemd em hole rulings sorr favor of tic goicrnmi cot nd

others rr favor of theC contractors Or May 2007 tIle tral coccI issued

tiler msmom mmpholdmng thc detac It or am atmon TIne art lid iot mowevcm

ward any oonoy judgment to tie govcrrlmont On ne 2009 tfnr cc

ierdg pancl oh ttre appeals our atlir rcmed tie trial coils dec msion aid on

Noveriibcr 24 20 the appca coemrt demced ttre contractors petit on

tom cheering On oeotr nmber 28 2010 thc Smiprerwe Court grarm ed

ltne contractors otmt on for mow as to one ssuc wtrctrr 11cC

go ornmrr en ma itain to detan mIt aim
Clgamnst

tIre comtracfors ml
ICC

rmvokrmrg the state secrets privilege to icny ho con tractors de se to

Itnat ciammo Oral an rniicnts we mc
prcc

orlted on ha mary 38 201 hcC

co tnactors corterd that thc goienm went sloemld not ae penn mtted to

iun ue dO dctdul undmrrn icIer yIn
mpp mg

Ic cur tn or curs of tn memr srnpermor

iocv edge defense ft float lain by mnvokmng tho state secretc prmvmlege

Additonally apart from the state sccnets issuo ard even the rprennc

Gocmrt ultimiiately yore to nc in the gover merit Ia on thaC mss me

eve onfinue to hohieve that there are
afjm

if cant Icgal obsfacles to The

jove rrmments ability to collect any amoummt fronii the ontractors grven tblat

mro cc ud tics ever rCrrte cd
iiorrcy JudgmeCnrt in favor of fIne gov nr ioil

14



It coot ary to our expectibons tic defa ilt termuiatron is ult matoly

sostau ccl and The dovernment pre\arls so to ecovcrT thco re

cootrac to oukt cofocbvely be eqorrad to repa thc go ci nmi ot as

nuh as hr cc or prc gress Hyne its reí ci ed for th nnt ort

plo itorist wha was ipproxu tately $1 biSon on Deco aber 31 2010

This would result in habSty to os of halt of the total or approximately

hr ho iretax Do 4cr tax barge would he approww ately $815 or

$2 14 pcr share to ha recorded sco mooed operabons Dir afler ax

saw cost wood he approxucatey $725 We believe we havc ufhcrent

resor es to sat sty our obl gabon if roquued

Other moos clams md other legal proci odrngs inc identa to the

ow aol cc irse of usrncss are pending or threate red aga not us heoc

mia tars relatc to such ssues as government uvestigatrons and

cia ms the protechon of the nv rooment asbestos rciatad airr aid

employee related maffi cs The nature of ft gabon such tf at we ta lot

pci that lhc outcome of theso mattw Howi vi basc in riformahon

mc cotly vmilah we bel eve any potenbal habili las us theso
pric

cad nqs

id vrduaty or cm tie aggrcgate will not ave matenel impc at or our

Its ol oporatroos finam iai cor drtron or cast fiows

Fri irooineiita/

/Ve are subject to and fectcd by var aty of fede al state local sod

to agir
onvironiner Ia laws and requlations We are drrectry indirectly

nvilvm environmental rnvastrgatior or romediatrcn at come of our

cur cot and former facrlitres and third party sites tt at we do not own

ho iere we have been des goofed Dote itra ly Responsible Pat

PD by the Fnvrron user tal Protection Agency or state anvrror merita

agoocy Based on hrstorrcal experience we expect that org
irfrcant

pe ceotaqe if the otal remnedratro and omplrance costs ass icrated

rlh them facrlitres wrIl continue to be allowable contract sos and

the rotore reimbur sad by the goverome

As rcqu.red wc prov dat misircial assurance for certain sites cind rgoing

or oc bleat
to investigation or emediatron ac ue enviror monta costs

wf en it is probable that abrlrty us heemr ncurrcd arid thc umo mt carr

be reasoiably estrmatcd Wicre applrcahle we seek osurance recove

or costs related to environmental Irabrlrty We do not reco rnaurancc

mccoverrcs before cole tion is onsroerco ooaole Based on dIl kr own

tact and analyses as well as currant U.S gover ument policies clatrrg

to lowable contract costs we do riot talieve that soc liability at any

nlrvidual site or em th aggregate arrs ng from such invuonroenta

oditror .s will be mater ul to ocr esulfs of ope ations man ral condition

cash lows We so do riot bc reve that tho range of censor ably moss bla

addi ow oss beyc od what hac bce mecordwl woud he mater alto our

esc its of ci ations fuian oal ord tron or 13Th by

Mioimcin Lease Payioe 0th

lotal octal expc rise under operutino leases was $230 in 2008 arid $2o8

both 2009 sod 2010 Operatinc leases ar pumarily for tac litres arid

ajri prcreot
utume or iimumur ease oavmoonts due dui rig

the next rye

ea are ar fol ows

2112

04

areatter

Total minimum lease payrrrents

18

914

Of/icc

Letters of Credt In tic or dinacT .0 irsc if hupir es we have ci Thred

into tIers of edit and other arrar gor marts with linan ral

rrstrtutrons arid insurer cc carriers tota mg approx Ok toly $1 .5 hr liii in

Dice usher /1 2010 From time tim time ri tIm ord nary course of

isincos we guarantee thc pay ient ix per orroance obligations of our

scibsclrar es ansi rg
dcc certain contracts We are aware of on avent of

dcfault that would mgiirre is to satisfy these guarantees

Government Contracts As ovemoment contmacti we ace subject

to govern nent idits and im st gatrons dating to our
Of

utiOOs

ir cludmog rims Inc nes pe ia ties aid comrrpc isa rmmy
md tmeb

daroages Based on cunianfly ava latmk nfom natrc usc be eve the

or tcomc nI such mgi ing govem rime nt spcites arid .vcstigatrons II not

live ma emiai impam tori our results of operations mrancra aom ditro cm

ca flows

Aircraft Tradeins Ii connectro us th omdc ms for icw mim aft

tunded coot act backlog omr Aerospace group ias offerad optcos to

soc ie custorusei to trad mm arm mart is path onsidemat on tI err

iew arm raft ansa tic ii
hese rad in am tnue Is arc strum trim cd us

establish the firm mar kit value of Ihe trade in mrrcm aft at da ganer by

120 or fever days pcacedimrg delivery oI the cv xmc raft to the ccmotom

At that tinma Ire mstonmcm is required to cithar ox raise tIe option or

Our expmatoi An cxccos if thC rme eThahi hcd tmado poc

above ftc tom market valnie at ruse tha mw ar craft deli med

fcc ted is edu tion of meyer uc in thc ne airar art sales transac tie

mark value trade in options eman ocitstandu mo occIroru witl

macaft icr tIme oup ham klog

ic ii 110



Labor Agreements App ox iaie ooo ftP iii rnp oyeea ire

pr by .abr to irk or oo ior an 001 ia ogr to ted

pro rr rt rmbor agreer ito exrrr tb an1 gr yea

rota ra av eo et rirtat rib or csr ii oafeot

rt 10 it ii ator rat oroptron po atrrg rvrtr wpr to

at lIT tone ot
igi it cova mg

app oxr ate 21 lop Nc do riot expect th it ti ice ottatorin

at xi odvxtnt1 or
it

he iggraqito ha atenit milton oor

at op at in ond inC ttown

Product Warranbes 150 ov de ar ar moo to rsto

wore ated at erta induct We record estrma ed war aoty

at ii per it hx it rodi ire er Cr ir ant

ib ny ecor at own eer date oerity based orr tt

mint icr moot it ar rarty weraqe rr marr rj for prodoc defoered

ii ii iriq irt atmaoHwar arCoa 11020 Jar of oir gator

me or to iect on with
orrg iii odr to nit ar an arc fled

or tt the tract wtro at rio tot on hr uP war arty

pa me ma er turn neon taft ire ne rent

it ito 101 ther abrttc ti or fated Fiatar oPt cot

tro bar ho wrr faaiocit irrarty rtbttrfor icoot

Cr pin roe ea crc an to town

_L_ L0

itir $039

art 70

QU COMPENS IO1 PLNS

Co fly Cot ioeosaf oir rr or

et ave ado eqe ompeo at piano for cropto es as wet ttor

irr corp 1500 in riihors of th hoard of drr or to the ne net ide tie

onrat yrrarorr Corporat 01 209
qorty Compenroat 00 qurty

dorop nat in ao arid tue 2009 Gerrerat Dylarrr en Un Kr igdoor

ac Sa Ptai rr
01a

it
perrpoo

if the
qnrty oropo loaf ron tarr to

pr ov do tO ffcctrv

re wrr rf itfra frrg to ar op roofrv
itrnj

Irrecton otfr nm md key

corp arid to pro rde them wrfi ii ocr frvoo to errf aricc ir growth

ar ro ttabrtrty Uod the Ego Co ape loaf Ptao va do
rìtay be

ottrc omptoceo not emp ooc dir atone ro om 1100

upfroo to ire ae rrmo otoi coo rd Thamo if on ro

ofiek flrrp tm inn any omhrortron ft

Stoeii oasce/ oittpoiroalioit roe

Th nw f0htc be nOT xx icr rc or eru cu eo rrperro
itre

expc000 roe Ito zr ro riot cart ro jo ach of it aut thre years

ofr dat

CO

13

to 01

or 60

SocK
optr ion may to jr itiem to tour frye sf0 iptromo

fer
tmfy tra ap tat in freafr rent odor Sect on i2 of

iter hevenoe Io Ic the Coete ot ac optione na trod Lrodor

one or mr or ted rn Ia qcl Onrope ca inn PAn aco

mth aer cae moo at ft far ii ir itero of ft rr rr moo otock on

ito if Acia ds it oct opfmorrn test ovem tao oarn it

acciLftt ofi0i0 afnigmoori Oun indtme eaaminghbpor

voot op the toil icarog year Stock opt mono that ha ird erode

the Lqomt Compe aafio in expre am at ft pm ait date

jt
ant toe opt ona te

part npar to mr th ty uropenoatton tt mm or

he fri doesday of MirTh baa the iv rap of the tugh ird

ck
prrr coon tha day as tin diii ti Nw ft oce Fxrhaorte

Cr onto of ft meted tok are vaats oiam of arc ion of ici that

etca approx matety form inn after tie jrnrt dal Don op ttra

rr stm rct om per ire crpm nts ay or tt rto fe predge ajr en

are sn ore ey tie in reotr rot oh am en to iofho party How we dor

tho rot mm pci
od cp rn tel ti ft me fn cto ci

imrd ro ann anti die derrdo pad on time shanen

tmr pat 01 01 epr went outrqat on fiat iii va 00 denv rr ii

ur meafed to vitene rut oi roiiiooi etc ltrc ctedo trmti

it
for pits anfora ofeir liD mid rentr to ofocx em

ire ou iL to cash or rimon atock

nder tho ii eon totoe icr atod the Uoifed Kroqdomii

iay ant Imnr ed im000rrfn nrc ogo 1cr not to ho to

tu
bane otuecified era icr of uham if rem iioo 01 Th

uotrorr Prim
at ft crap uyeo iiaj me cite at ii ex re so pr it

so ftrao 00 remit Oft ie at metarket tee of the corn 000 ofo lie

ona my be exercrsod ine in five years aft late of
jnam

lope rg
in fh ci tan of the npeef aar ci

150 ns oro roit stock don our OpLOti cr mpen ptamns from

tncaoony stock in lecerrrben 31 2010 nr addrtro tr shares rrnervTh

osoan opo he exere no of ootntandmr noi aptunox
matru

26 rnittnon anon iave icon aoti oniced on option in eotrmct nto bc

at tue Inn en mr tie fnrtr me

in jii ni 22t 260



uiiiinw or option it vity dur ig
2010 tot os

lxpccted di ti

duo igexpi td

ci ii

ci errs rite

di derlyc

ctng DC ft 31 2009

3r ii cc

ix CS

rr Cod 1c1

74 387

AC 38

311

r1

iVe est ma thr above assumpt ons ased on the totos cr9

ect volat ity bascd on tie stoi lea1 vo atitty ot OU Co wnrorr

stock vol penod jal to ti oxp tort ot the option

xc wt rd thrm is based on stoncal opt on xcrcwc dad used to

tetern Oil wpccted employee cxcii ice bchavor Basd on istoucal

ion cxci se iat we 11 ice osti natod differen expected tci ills old

iete icd separate fair valuc foi ptroi gianted for two employee

O0Ii lati0 15

Ihe sk roe nterest rate iS tile yeld on US Twasury ocro coupon

issues ith icinain ng ter equal to toe expen ted form of the opt or

tile grant date

Cc diadend yield is basd Oil our histoncal dividend yield level

tile resulti weighted average fair value per optior granted was

66 in 2008 $698 in
2009 arid $ia00 .n 2010 Stock option

expe se educed perat ig earnings arid earnings per share by $b

30 2008 $83 l$O.14j in 2109 and $82 $0 11 in 2010

Cci lpensation expense foi sto options iepothed as Corporate

oxpcnso or egincnt repoi tinrt irposes cc Note Or Dc ero 31

10 had $62 of unrecogni ed compensation cost related to stock

iptioils
wnicn is expccted to hi

unrrgirisrru
ovcr eyhcd Lvewgr

pc ioiotoreyeai

II

ii island rg

nstec aid rxocctoi 50

saw

the tahlc shove uitri icc va ue alcLilated thi exces any

between th ia kot ico or our stock on tie tot tradi day of tire yc

and the exercise price
of tile opt ons ho opt us ox wcisc rntruls

value is cathulatcd is he ditfeience between the arket
price

on tho

date of cxc cisc and the cxc cisc pice tic owl ir tm ic va ue of opti ins

wcrcised was 3113 200 $32 2009 and $109 in 2310

We received casi fiom lhe cxcii iso of sto opto uf $134 ill 2003

$142 in 2019 irid 322/ ii 2010 he excess tax bcrretit resulting froi

stock ptio cxcii ices was $3 in 2006 in 200w and $18 ir
2010

Br strirtecl Stock steeled Stock bits

Wc detericune tf tai value restricwd stock arid icstric ted stoc Is
units

as the avai age of tle ugh and low markc piKes ctou stock on the Ic

It grant We gcnorally recogn ie coil CO5 Won expense elatcd to

osti ic
ted toc and restrk ted stock in ts on straight ne basis ovc the

period during which the rest rc tion lapses which is gcnerally tow yeai

omp cab IP axpo ida sstr bd tork an estrictoc stock

units reduced operating irnings and earn ngs pci haie by $30

$00 2008 $34 $0 06 in 2009 arid $36 $0 06 xi 010 On

dccc 00cr 31 2010 vie had $n of uni ecogruzed comperisatro it ast

elated to restricted stock ar restricted stock on to vi ich is oxpe ted to

1w recogre/ed cvcr vi ghtod ive je and of
yeai

Stock pti us

Vc rcco3l Ce nnrpensat Oi expen related to stock Iption on

1tra.ght Ii basis over the entrng per od of ic as ards ii ch oei ci ly

1ea We est mata the hi due nf nptilns on the Iwo of grant usino

tie Black 3choles opt 00 pric uig
roodel th tile tol ow rig sumptrons

for aach the past thr ars

00013 2009

i64 192 240 302 2/0319A

60.38

149

6467

2983

44i0 tO iS 0950

i3 i42 r022o

200

Octstanduig on Decen be 31 2010 27444 16

or iricx ceB on

crab 31 23 2i 5181

txerceablc on Dewniher 31 2010 x398 210 /046

Summai information vth pect to our ntock opt 005 ntrrnsic tlue

id emain ng colt actual te io on Decenihe 31 2110 to Ic ws
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so in my of sti ict stock aid resti ted stock on tvity dor
ig Definedcontrbuton Benefits In add ton to the defiow

09.60

41

42

lb

Nnverted at DecomI cr31 2010 2261$90 6238

Pt RETH EMENI AN5

it pro ide do iced hene pension ather post re mont enehts

wet toed eo dnhoton her ohts to gibbi omp oes

left/em sit P/at Somn at In cmi a/ion

Penson Benefits Wt hoyt cx noneon nboiory nd nx eontnhofo

st qoathe let nrI he efit on bin ovei 10 el qihle

iiei orior honnss emp iyons ar two oneo ir hL tort id to

nt/mi tory plans ovein qible cciii rir ial cii ployees

eft din soe xii by es ow iteri sOn in operatioi he Pr ary

rt rs otteeting hit benefits earr by participai ii pcnsion pans

iie up 020 yt ars of ce or eo upensat on levele

We co spon ese al ml aidod nd 10 tonded ion qo alit

len enta exocotive plans whir Ii proc ide partie parts ith additional

be ci neledu
cj

exress bonefits over ix its rrnpoed oi qc ali ed plans

cdii iax

Other Postretirement Benefits We aauitai am hat piovide

pst rot 01 hcaitiaie uveiag for mai of at onrent aol to ru

iployoes and post retirei icnt life nsui an be fits to certain

cfuc hese he iofits iy by ipl yment tatos age seivice and

lary cve at iet recent te cogs pros idod md th wt of to rvli

II re irc sha ir ihe cost ct to oqram ary throughoi the

ipar
II planx piovide health life uianee bene its onl to

ii pin ct$ re as nd 01 flos

cnn iate sivice sexonty prio to ligibi ity or ret iemei

ails orovide gibe employees the oppoiti nity to pa tie at iu

defined ciotribut savings plans oi ii ionly known as 101 plo is

whi ie rr it coritr huh xis cci both hr tn tax ii iftei fix me

ieral alar on einploye es aod ced xi hourly ci iploy cc are erg hie

fir ipate ii the air
ri

Under most plans the empli yee ii ay ronlr bitt to

con yr strnert alteri atives lie Lidi iq iv stoic it ci oi co aumori stock

In tome ccc plans vie matc pnihion of the en ployees
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25-basis-point change in these assumed rates would not have had Assets for our international pension plans are held in trusts in the

measurable impact on the benefit cost for our other commercial post-

retirement plans in 2010 Assumed healthcare cost trend rates have

significant
effect on the amounts reported for our healthcare plans The

effect of one-percentage-point increase or decrease in the assumed

healthcare cost trend rate on the net periodic benefit cost is $6 and $5

respectively and the effect on the accumulated post-retirement benefit

obligation
is $78 and $66 respectively

P/an Assets

committee of our board of directors is responsible for the
strategic

oversight of our retirement plan assets held in trust Management reports

to the committee on regular basis and is responsible for making all

investment decisions related to retirement plan assets in compliance with

the policies set forth by the committee

Our investment policy endeavors to strike the appropriate balance

among capital preservation asset growth and current income The objective

of our investment policy is to generate future returns consistent with our

assumed long-term rate of return used to determine our benefit obligations

and net periodic benefit costs Target allocation percentages vary over

time depending on the perceived risk and return
potential

of various asset

classes and market conditions At the end of 2010 our asset allocation

policy ranges were

Equities
25 85%

Fixed income 10 50%

Cash 0-15%

Other asset classes 10%

Over 90 percent of our pension plan assets are held in single trust

for our primary domestic government and commercial pension plans On

December 31 2010 the trust was invested largely
in

publicly
traded

equities and fixed-income securities but may invest in other asset classes

in the future consistent with our investment policy Our investments in

equity assets include U.S and international securities and equity funds as

well as futures contracts on U.S equity indices Our investments in fixed-

income assets include U.S Treasury and U.S agency securities

corporate bonds mortgage-backed securities futures contracts on U.S

Treasury securities for duration management purposes and international

securities Our investment policy allows the use of derivative instruments

when appropriate to reduce anticipated asset volatility to gain exposure

to an asset class or to adjust the duration of fixed-income assets

countries in which the related operations reside Our international

operations maintain investment
policies

for their individual plans based

on country-specific regulations The international plan assets are

primarily invested in commingled funds comprised of international and

U.S equities and fixed-income securities

We hold assets in VEBA trusts for some of our other post-retirement

plans These assets are generally invested in equities corporate bonds

and equity-based mutual funds Our asset allocation strategy for

the VEBA trusts considers potential fluctuations in our post-retirement

liability
the taxable nature of certain VEBA trusts tax deduction limits on

contributions and the regulatory environment

Our retirement plan assets are reported at fair value See Note for

discussion of the hierarchy for determining fair value Our Level assets

include investments in
publicly

traded equity securities and commingled

funds These securities and the underlying investments of the funds are

actively traded and valued using quoted prices for identical securities

from the market exchanges Our Level assets consist of fixed-income

securities and commingled funds that are not actively traded or whose

underlying investments are valued using observable marketplace inputs

The fair value of plan assets invested in fixed-income securities is gen

erally
determined using valuation models that use observable inputs such

as interest rates bond yields low-volume market quotes and quoted

prices for similar assets Our plan assets that are invested in commingled

funds are valued using unit price or net asset value NA\ that is based

on the underlying investments of the fund We had minimal Level plan

assets on December 31 2010 These investments include real estate

funds insurance deposit contracts and direct private equity investments
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CONDENSED CONSOLIDATING FINANCIAL STATEMENTS

The fixed-rate notes described in Note are fully and unconditionally guaranteed on an unsecured joint and several basis by certain of our 100-percent-owned

subsidiaries the guarantors The following condensed consolidating financial statements illustrate the composition of the parent the guarantors on

combined basis each guarantor together with its majority-owned subsidiaries and all other subsidiaries on combined basis on December 31 2009 and

2010 for the balance sheet as well as the statements of earnings and cash flows for each of the three years in the period ended December 31 2010

CONDENSED CONSOLIDATING STATEMENT OF EARNINGS

Guarantors on Other Subsidiaries Consslidating Total

Year Ended December 31 2008 Parent combined Basis on combined Basis Adiustments Consolidated

Revenues $25131 4169 $29300

cost of sales 20491 3438 23928

General and administrative expenses 76 1419 224 1719

Operating earnings 75 3221 507 3653

Interest expense 118 15 33

Interest income 39 25 67

Other net
10 17

Earnings from continuing operations before income taxes 149 3226 527 3604

Provision for income taxes 1009 115 1126

Discontinued operations
net of tax 16 19

Equity
in nef earnings of subsidiaries 2610 2610

Net earnings 2459 2214 396 2610 2459

Guarantors on Other Subsidiaries Consolidating
Total

Year Ended Becember 31 2009 Parent Combined Basis on Combined Basis Adiustments Consolidated

Revenues 25765 6216 31981

Cost of sales 21143 5200 26352

General and administrative expenses 83 1495 376 1954

Operating earnings 92 3127 640 3675

Interest expense 163 171

Interest income
11

Other net

Earnings from continuing operations before income taxes 254 3126 641 3513

Provision for income taxes 35 1010 131 1106

Discontinued operations net of tax 13 13

Equity in net earnings of subsidiaries 2613 2613

Net earnings 2394 2116 497 2613 2394

Guarantors on Other Subsidiaries Consolidating
Total

Year Ended December 31 2010 Parent Combined Basis on Combined Basis Adjustments
Consolidated

Revenues 26376 6090 32466

Cost of sales 21558 4998 26557

General and administrative expenses 82 1497 385 1964

Operating earnings 83 3321 707 3945

Inferesf expense 164 167

Interest income 10

Othernet

Earnings from continuing operations before income taxes 243 3323 710 3790

Provision for income taxes 78 1067 173 1162

Discontinued operations net of tax

Equity in net earnings
of subsidiaries 2789 2789

Net earnings 2624 2256 533 2789 2624
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CONDENSED CONSOLIDATING BALANCE SHEET

Guarantors on Other Subsidiaries Consolidating Total

December 31 2009 Parent Combined Basis on Combined Basis Adjustments Consolidated

ASSETS

Current assets

Cash and equivalents 1406 857 2263

Accounts receivable 1413 2265 3678

Contracts in process 299 3075 1075 4449

Inventories

Raw materials 909 220 1129

Work in
process 896 11 907

Pre-owned aircraft 60 60

Finished goods 33 30

Other current assets 102 142 489 733

Total current assets 1807 6528 4914 13249

Noncurrent assets

Property plant and equipment 140 4448 1089 5677

Accumulated depreciation of PPE 37 2274 454 2765

Intangible assets 1640 1531 3171

Accumulated amortization of intangible assets 806 267 1073
Goodwill 8230 4039 12269

Other assets 35 163 351 549

Investment in subsidiaries 27246 27246

Total noncurrent assets 27384 11401 6289 27246 7828

Total assets 29191 17929 11203 27246 31077

LIABILITIES AND SHAREHOLDERS EQUITY

Current liabilities

Short-term debt 700 705

Customer advances and deposits 1674 2639 4313

Other current liabilities 403 3336 1614 5353

Total current liabilities 1103 5012 4256 10371

Noncurrent liabilities

Long-term debt 3143 3159

Other liabilities 2371 2089 664 5124

Total noncurrent liabilities 5514 2098 671 8283

Intercompany 10151 10815 664

Shareholders equity

Common stock including surplus 2000 6773 2244 9017 2000

Retained earnings 15093 15523 2677 18200 15093

Treasury stock 3463 3463

Accumulated other comprehensive loss 1207 662 691 29 1207

Total shareholders equity 2423 21634 5612 27246 2423

Total liabilities and shareholders equity 29191 17929 11203 27246 31077
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CONDENSED CONSOLIDATING BALANCE SHEET

Guarantors on Other Subsidiaries Consolidating Total

December 31 2010 Parent Combined Basis on Combined Basis Adjustments
Consolidated

ASSETS

Current assets

Cash and equivalents 1608 1005 2613

Accounts receivable 1538 2310 3848

Contracts in process
263 3205 1405 4873

Inventories

Work in
process

1090 34 1124

Raw materials 808 157 965

Finished goods 36 33 69

Other current assets 143 147 404 694

Total current assets 2014 6824 5348 14186

Noncurrent assets

Property plant and equipment 147 4687 1125 5959

Accumulated depreciation of PPE 42 2448 498 2988

Intangible assets 1664 1623 3287

Accumulated amortization of intangible assets 920 375 1295

Goodwill 8322 4327 12649

Other assets 183 172 392 747

Investment in subsidiaries 30580 30580

Total noncurrent assets 30868 11477 6594 30580 18359

Total assets 32882 18301 11942 30580 32545

LIABILITIES AND SHAREHOLDERS EQUITY

Current liabilities

Short-term debt 749 21 773

Customer advances and deposits 2182 2283 4465

Other current liabilities 596 3397 1946 5939

Total current liabilities 1345 5600 4232 11177

Noncurrent liabilities

Long-term debt 2396 29 2430

Other liabilities 2774 2242 606 5622

Total noncurrent liabilities 5170 2271 611 8052

Intercompany 13051 13626 575

Shareholders equity

Common stock including surplus 2211 6786 2360 91 46 2211

Retained earnings 17076 18175 3097 21272 17076

Treasury stock 4535 4535

Accumulated other comprehensive loss 1436 905 1067 62 1436

Total shareholders equity 13316 24056 6524 30580 13316

Total liabilities and shareholders equity 32882 18301 11942 30580 32545
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CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

Guarantors on Other Subsidiaries Consolidating Total

Year Ended December 31 2008 Parent Combined Basis on Combined Basis Adjustments Consolidated

Net cash provided by operating activities 635 3475 284 3124

Cash flows from investing activities

Business acquisitions net of cash acquired 1074 21 50 3224
Sales of available-for-sale securities 52 46 33 131

Maturities of available-for-sale securities 1281 11 1292

Purchases of available-for-sale securities 1310 63 33 1406

Capital expenditures 431 53 490

Other net 34 34

Net cash used by investing activities 17 1477 2203 3663

Cash flows from financing activities

Purchases of common stock 1522 1522
Proceeds from fixed-rate notes 995 995

Proceeds from commercial paper net 904 904

Dividends paid 533 533

Repayment of fixed-rate notes 500 500
Other net 151 211 62

Net cash used by financing activities 505 211 718

Net cash used by discontinued operations 13

Cash sweep/funding by parent 1991 1997

Net decrease in cash and equivalents 11 29 141 1270
Cash and equivalents at beginning of year 1875 1016 2891

Cash and equivalents at end of year 746 875 1621

Guarantors on Other Subsidiaries Consolidating Total

Year Ended December 31 2009 Parent Combined Basis on Combined Basis Adjustments Consolidated

Net cash provided by operating activities 72 2872 155 2855

Cash flows from investing activities

Business acquisitions net of cash acquired 641 168 811

Capital expenditures 297 81 385
Purchases of held-to-maturity securities 97 240 337

Other net 118 21 141

Net cash used by investing activities 627 444 321 1392

Cash flows from financing activities

Repayments of commercial paper net 904 904

Proceeds from fixed-rate notes 747 747

Dividends paid 577 577

Other net 67 72

Net cash used by financing activities 801 806

Net cash used by discontinued operations 15 15

Cash sweep/funding by parent 2260 2426 166

Net increase in cash and equivalents 660 18 642

Cash and equivalents at beginning of year 746 875 1621

Cash and equivalents at end of year 1406 857 2263

Gearantors on Other Subsidiaries Consolidating Total

Year Ended December 31 2010 Parent Combined Basis on Combined Basis Adjustments Consolidated

Net cash provided by operating activities 391 2884 493 2986

Cash flows from investing activities

Maturities of held-to-maturity securities 273 332 605

Purchases of held-to-maturity securities 237 231 468

Capital expenditures 10 301 59 370
Business acquisitions net of cash acquired 163 70 233

Other net 12 70 58

Net cash used by investing activities 14 394 28 408

Cash flows from financing activities

Purchases of common stock 1185 11 85

Repayment ot fixed-rate notes 700 700
Dividends paid 631 631
Proceeds from option exercises 277 277

Other net 18 13

Net cash used by financing activities 2221 2226

Net cash used by discontinued operations

Cash sweep/funding by parent 2800 2489 311

Net increase in cash and equivalents 202 148 350

Cash and equivalents at beginning of year 1406 857 2263

Cash and equivalents at end of year 1608 1005 2613
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STATEMENT OF FINANCIAL RESPONSIBILITY

To the Shareholders of General Dynamics Corporation

The management of General Dynamics Corporation is responsible for the consolidated financial statements and all related financial information contained

in this report The financial statements which include amounts based on estimates and judgments have been prepared in accordance with U.S generally

accepted accounting principles applied on consistent basis

We maintain system of internal accounting controls designed and intended to provide reasonable assurance that assets are safeguarded that transactions

are executed and recorded in accordance with managements authorization and that accountability for assets is maintained We maintain and monitor

an environment that establishes an appropriate level of control consciousness An important element of the monitoring process is an internal audit program

that independently assesses the effectiveness of the control environment

The Audit Committee of the board of directors which is composed of five outside directors meets periodically and when appropriate separately with

the independent registered public accounting firm management and internal audit staff to review the activities of each

The financial statements have been audited by KPMG LLl independent registered public accounting firm whose report follows

Hugh Redd Jason Aiken

Senior Vice President and Chief Financial Officer Vice President and Controller
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of General Dynamics Corporation

We have audited the accompanying Consolidated Balance Sheets of General Dynamics Corporation and subsidiaries as of December 31 2009 and

2010 and the related Consolidated Statements of Earnings Shareholders Equity and Cash Flows for each of the years in the three-year period ended

December 31 2010 In connection with our audits of the consolidated financial statements we also have audited financial statement Schedule II These

consolidated financial statements and financial statement schedule are the responsibility of the companys management Our responsibility is to express

an opinion on these consolidated financial statements and financial statement schedule based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board United States 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 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 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 General Dynamics

Corporation and subsidiaries as of December 31 2009 and 2010 and the results of their operations and their cash flows for each of the years in the

three-year period ended December 31 2010 in conformity with U.S generally accepted accounting principles Also in our opinion the related financial

statement schedule when considered in relation to the basic consolidated financial statements taken as whole presents fairly in all material respects

the information set forth therein

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United States General Dynamics

Corporations internal control over financial reporting as of December 31 2010 based on the criteria established in Internal Control Integrated

Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission COSO and our report dated February 18 2011

expressed an unqualified opinion on the effectiveness of the companys internal control over financial reporting

LLP
KPMG LLP

McLean Virginia

February 18 2011
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MANAGEMENTS REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

To the Shareholders of General Dynamics Corporation

The management of General Dynamics Corporation is responsible for establishing and maintaining adequate internal control over financial reporting and

for its assessment of the effectiveness of internal control over financial reporting as defined in Rules 3a-1 5f and 5d-1 5f under the Exchange Act

Our internal control system was designed to provide reasonable assurance to our management and board of directors regarding the preparation and

fair presentation of published financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements Also projections of any evaluation

of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions or that the degree of

compliance with the policies or procedures may deteriorate

Our management evaluated the effectiveness of our internal control over financial reporting as of December 31 2010 In making this evaluation we

used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission COSO in Internal Control Integrated Framework

Based on our evaluation we believe that as of December 31 2010 our internal control over financial reporting is effective based on those criteria

KPMG LLP has issued an audit report on the effectiveness of our internal control over financial reporting The KPMG report immediately follows this report

Jay Johnson Hugh Redd

Chairman and Chief Executive Officer Senior Vice President and Chief Financial Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of General Dynamics Corporation

We have audited General Dynamics Corporations internal control over financial reporting as of December 31 2010 based on the criteria established

in Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission COSO General

Dynamics Corporations management is responsible for maintaining effective internal control over financial reporting and for its assessment of the

effectiveness of internal control over financial reporting included in the accompanying Managements Report on Internal Control over Financial

Reporting Our responsibility is to express an opinion on the companys internal control over financial reporting based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board United States Those standards require

that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in all

material respects Our audit included obtaining an understanding of internal control over financial reporting assessing the risk that material weakness

exists and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk Our audit also included performing

such other procedures as we considered necessary in the circumstances We believe that our audit provides reasonable basis for our opinion

companys internal control over financial
reporting

is process designed to provide reasonable assurance regarding the
reliability

of financial reporting and

the preparation of financial statements for external purposes in accordance with generally accepted accounting principles companys internal control over

financial reporting includes those policies and procedures that pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the

transactions and dispositions of the assets of the company provide reasonable assurance that transactions are recorded as necessary to permit preparation

of financial statements in accordance with generally accepted accounting principles and that receipts and expenditures of the company are being made only

in accordance with authorizations of management and directors of the company and provide reasonable assurance regarding prevention or timely

detection of unauthorized acquisition use or disposition of the companys assets that could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements Also projections of any evaluation

of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions or that the degree of

compliance with the
policies or procedures may deteriorate

In our opinion General Dynamics Corporation maintained in all material respects effective internal control over financial reporting as of December 31

2010 based on the criteria established in Internal Control Integrated Framework issued by the COSO

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United States the Consolidated Balance

Sheets of General Dynamics Corporation and subsidiaries as of December 31 2009 and 2010 and the related Consolidated Statements of Earnings

Shareholders Equity and Cash Flows for each of the years in the three-year period ended December 31 2010 and our report dated February 18 2011

expressed an unqualified opinion on those consolidated financial statements

LCP

KPMG LLP

McLean Virginia

February 18 2011

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

There were no significant changes in our internal control over financial reporting that occurred during the quarter ended December 31 2010 that have

materially affected or are reasonably likely to materially affect our internal control over financial reporting
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ITEM 9B OTHER INFORMATION

None

PART III

ITEM 10 DIRECTORS EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required to be set forth herein except for the information included under Executive Officers of the Company is included in the sections entitled

Election of the Board of Directors of the Company Governance of the Company Codes of Ethics Audit Committee Report and Other Information

Section 16a Beneficial Ownership Reporting Compliance in our definitive proxy statement for our 2011 annual shareholders meeting the Proxy Statement

which sections are incorporated herein by reference

Executive Officers of the Company

All of our executive officers are appointed annually None of our executive officers was selected pursuant to any arrangement or understanding between the officer

and any other person The name age offices and positions of our executives held for at least the last five years as of February 18 2011 were as follows

Name Position and Office
Age

Jason Aiken Vice President and Controller of the company since April 2010 Staff Vice President Accounting of the company 38

July 2006 March 2010 Directo Consolidation Accounting of the company June 2002 June 2006

John Casey Vice President of the company and President of Electric Boat Corporation since October 2003 Vice President of 56

Electric Boat Corporation October 1996 October 2003

Gerard DeMuro Executive Vice President Information Systems and Technology since October 2003 Vice President of the company 55

February 2000 October 2003 President of General Dynamics C4 Systems August 2001 October 2003

Gregory Gallopoulos Senior Vice President General Counsel and Secretary of the company since January 2010 Vice President and 51

Deputy General Counsel of the company July 2008 January 2010 Managing Partner of Jenner Block LLP January 2005 June 2008

David Heebner Executive Vice President Combat Systems since May 2010 Executive Vice President Marine Systems 66

January 2009 May 2010 Senior Vice President of the company May 2002 January 2009 President of General Dynamics Land Systems

July 2005 October 2008 Senior Vice President Planning and Development of the company May 2002 July 2005

Vice President Strategic Planning of the company January 2000 May 2002

Robert Helm Senior Vice President Planning and Development of the company since May 2010 Vice President Government Relations 59

of Northrop Grumman Corporation August 1989 April 2010

Jay Johnson Chairman and Chief Executive Officer of the company since May 2010 President and Chief Executive Officer of the company 64

July 2009 May 2010 Vice Chairman of the company September 2008 July 2009 Executive Vice President of Dominion Resources Inc

December 2002 June 2008 Chief Executive Officer of Dominion Virginia Power October 2007 June 2008 President and

Chief Executive Officer of Dominion Delivery 2002 2007

Daniel Johnson Vice President of the company and President of General Dynamics Information Technology since April 2008 63

Executive Vice President of General Dynamics Information Technology July 2006 March 2008 Executive Vice President and

Chief Operating Officer of Anteon Corporation August 2003 June 2006

Joseph Lombardo Executive Vice President Aerospace and President of Gulfstream Aerospace Corporation since April 2007 63

Vice President of the company and Chief Operating Officer of Gulfstream Aerospace Corporation May 2002 April 2007

Christopher Marzilli Vice President of the company and President of General Dynamics 04 Systems since January 2006 51

Senior Vice President and Deputy General Manager of General Dynamics 04 Systems November 2003 January 2006

Phebe Novakovic Executive Vice President Marine Systems since May 2010 Senior Vice President Planning and Development of the 53

company July 2005 May 2010 Vice President Strategic Planning of the company October 2002 July 2005

Walter Oliver Senior Vice President Human Resources and Administration of the company since March 2002 65

Vice President Human Resources and Administration of the company January 2001 March 2002

Hugh Redd Senior Vice President and Chief Financial Officer of the company since June 2006 Vice President and Controller of 53

General Dynamics Land Systems January 2000 June 2006

Mark Roualet Vice President of the company and President of General Dynamics Land Systems since October 2008 52

Senior Vice President and Chief Operating Officer of General Dynamics Land Systems July 2007 October 2008

Senior Vice President Ground Combat Systems of General Dynamics Land Systems March 2003 July 2007

Lewis Von Thaer Vice President of the company and President of General Dynamics Advanced Information Systems since March 2005 50

Senior Vice President Operations of General Dynamics Advanced Information Systems November 2003 March 2005
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ITEM 11 EXECUTIVE COMPENSATION

The information required to be set forth herein is included in the sections entitled Governance of the Company Director Compensation

Compensation Discussion and Analysis Executive Compensation and Compensation Committee Report in our Proxy Statement which sections are

incorporated herein by reference

ITEM 12 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED

STOCKHOLDER MATTERS

The information required to be set forth herein is included in the sections entitled Security Ownership of Management and Security Ownership of

Certain Beneficial Owners in our Proxy Statement which sections are incorporated herein by reference

The information required to be set forth herein with respect to securities authorized for issuance under our equity compensation plans is included in the

section entitled Equity Compensation Plan Information in our Proxy Statement which section is incorporated herein by reference

ITEM 13 CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE

The information required to be set forth herein is included in the sections entitled Governance of the Company Related Person Transactions Policy

and Governance of the Company Director Independence in our Proxy Statement which sections are incorporated herein by reference

ITEM 14 PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required to be set forth herein is included in the section entitled Selection of Independent Auditors Audit and Non-Audit Fees in our

Proxy Statement which section is incorporated herein by reference

PART IV

ITEM 15 EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

Consolidated Financial Statements

Consolidated Statement of Earnings

Consolidated Balance Sheet

Consolidated Statement of Cash Flows

Consolidated Statement of Shareholders Equity

Notes to Consolidated Financial Statements to

Financial Statement Schedules

Schedule Description Page

II
Valuation and Qualitying Accounts 72

All other financial schedules not listed are omitted because they are either inapplicable or not required or because the required information is

included in the Consolidated Financial Statements or the Notes thereto

Exhibits

See Index on pages 72 through 74 of this Annual Report on Form 10-K for the year ended December 31 2010
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SIGNATURES

Pursuant to the requirements of Section 13 or 5d 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

GENERAL DYNAMICS CORPORATION

By ___
Jason Aiken

Vice President and Controller

February 18 2011

Pursuant to the requirements of the Securities Exchange Act of 1934 as amended this report has been signed below on February 18 2011 by the

following persons on behalf of the Registrant and in the capacities indicated including majority of the directors

Chairman Chief Executive Officer and Director

Jay Johnson Principal Executive Officer

__________________ Senior Vice President and Chief Financial Officer

Hugh Redd Principal Financial Officer

__________________ Vice President and Controller

Jason Aiken Principal Accounting Officer

Nicholas Chabraja Director

James Crown Director

William Fricks Director

George Joulwan Director

Paul Kaminski Director

John Keane Director

Lester Lyles Director

William Osborn Director

Robert Walmsley Director

By Gregory Gallopoulos pursuant to Power of Attorney executed by the directors listed above which Power of Attorney has been filed as an exhibit

hereto and incorporated herein by reference thereto

Gregory Gallopoulos

Senior Vice President General Counsel and Secretary
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INDEX TO EXHIBITS GENERAL DYNAMICS CORPORATION

COMMISSION FILE NO 1-3671

Exhibit

Number Description

O.3 Form of Non-Statutory Stock Option Agreement pursuant to the General Dynamics Corporation Equity Compensation Plan incorporated herein by

reference from the companys annual report on Form 10-K for the year ended December 31 2004 filed with the Commission March 2005

10.4 Form of Restricted Stock Award Agreement pursuant to the General Dynamics Corporation Equity Compensation Plan incorporated herein by

reference from the companys annual report on Form 10-K for the year ended December 31 2004 filed with the Commission March 2005

10.5 Form of Restricted Stock Unit Award Agreement pursuant to the General Dynamics Corporation Equity Compensation Plan incorporated herein by

reference from the companys annual report on Form 10-K for the year ended December 31 2008 filed with the Commission February 20 2009

10.6 General Dynamics Corporation 2009 Equity Compensation Plan incorporated herein by reference from the companys registration statement on

Form S-8 No 333-159038 filed with the Commission May 2009

10.7 Form of Incentive Stock Option Agreement pursuant to the General Dynamics Corporation 2009 Equity Compensation Plan incorporated herein by

reference from the companys quarterly report on Form 10-0 for the quarter ended July 2009 filed with the Commission August 2009

10.8 Form of Non-Statutory Stock Option Agreement pursuant to the General Dynamics Corporation 2009
Equity Compensation Plan incorporated herein

by reference from the companys quarterly report on Form 10-0 for the quarter ended July 2009 filed with the Commission August 2009

10.9 Form of Restricted Stock Award Agreement pursuant to the General Dynamics Corporation 2009 Equity Compensation Plan incorporated herein by

reference from the companys quarterly reporl on Form 10-0 for the quarter ended July 2009 filed with the Commission August 2009

10.10 Form of Restricted Stock Unit Award Agreement pursuant to the General Dynamics Corporation 2009 Equity Compensation Plan incorporated herein

by reference from the companys quarterly report on Form 10-0 for the quarter ended
July 2009 filed with the Commission August 2009

10.11 Successor Retirement Plan for Directors incorporated herein by reference from the companys annual report on Form 10-K for the year ended

December31 2003 filed with the Commission March 2004 SEC file number 1-3671

10.12 General Dynamics Corporation Non-employee Directors 1999 Stock Plan incorporated herein by reference from the companys annual report on

Form 10-K for the year ended December 31 2002 filed with the Commission March 24 2003 SEC file number 1-3671

10.13 General Dynamics United Kingdom Share Save Plan incorporated herein by reference from the companys annual
report on Form 10-K for the year

ended December31 2002 filed with the Commission March 24 2003 SEC file number 1-3671

10.14 2009 General Dynamics United Kingdom Share Save Plan incorporated herein by reference from the companys registration statement on Form S-8

No 333-159045 filed with the Commission May 2009

10.15 General Dynamics Corporation Supplemental Savings and Stock Investment Plan amended and restated effective as of January 2009 incorporated

herein by reference from the companys annual
report on Form 10-K for the year ended December 31 2008 filed with the Commission February

20 2009

10.16 Form of Severance Protection Agreement entered into by substantially all executive officers elected prior to April 23 2009 incorporated herein by

reference from the companys annual report on Form 10-K for the year ended December 31 2008 filed with the Commission February 20 2009

10.17 Form of Severance Protection Agreement entered into by substantially all executive officers elected on or after April 23 2009 incorporated herein by

reference from the companys annual report on Form 10-K for the year ended December 31 2009 filed with the Commission February 19 2010

10.18 General Dynamics Corporation Supplemental Retirement Plan restated effective January 201O

10.19 2010 Compensation Arrangements for Named Executive Officers incorporated herein by reference from the companys quarterly report on Form 10-0

for the quarterly period ended April 2010 filed with the Commission May 2010
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INDEX TO EXHIBITS GENERAL DYNAMICS CORPORATION

COMMISSION FILE NO 1-3671

Exhibit

Number Description

21 Subsidiaries

23 Consent of Independent Registered Public Accounting Firm

24 Power of Attorney

31 .1 Certification by CEO pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31.2 Certification by CEO pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

321 Certification by CEO pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

32.2 Certification by CEO pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

101 Interactive Data FiIe

Indicates management contract or compensatory plan or arrangement required to be tiled pursuant to Item 51b ot Form 10-K

Filed herewith
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BOARD OF DIREOTORS OFFICERS

CORPORATE OFFICE

Jay Johnson Gregory Gallopoulos Robert Helm Walter Oliver Hugh Redd

Chairman and Senior Vice President Senior Vice President Senior Vice President Senior Vice President and

Chief Executive Officer General Counsel and Planning and Human Resources and Chief Financial Officer

Secretary Development Ad ml ist rati on

Jason Aiken Tommy Augustsson Ernest Babcock Randy Collins Thomas Davis

Vice Presidunt Vice President Vice President Vice President Vice President

Controller Information Technology Deputy General Counsel Financial Planning and Strategic Planning

Analysis

Henry Eickelberg David Fogg Kenneth Hayduk Kendell Pease William Schmieder

Vice Presidnnt Vice President Vice President Vice President Vice President

Human Resources and Treasurer Taxes Government Relations International

Shared Services and Communications

BUSINESS GROUPS

Jay Johnson

Chairman and

Chief Executive Officer

Nicholas Chabraja

Former Chairman and

Chief Executive Officer

General Dynamics

James Crown

President

Henry Crown and

Company

William Fricks

Former Chairman and

Chief Executive Officer

Newport News

Shipbuilding Inc

George Joulwan

General U.S Army

Retired

Paul Kaminski

Chairman and Chief

Executive Officer

Technovation Inc

John Keane

General U.S Army

Retired

Lester Lyles

General U.S Air Force

Retired

William Osborn

Former Chairman

Northern Trust

Corporation

Robert Walmsley

Former U.K Chief of

Defence Procurement

Mary Barra

Senior Vice President

General Motors Company

Effective March 15 2011

AEROSPACE COMBAT SYSTEMS MARINE SYSTEMS INFORMATION SYSTEMS

AND TECHNOLOGY

Joseph Lombardo David Heebner Phebe Novakovic Gerard DeMuro

Executive Vice President Executive Vice President Executive Vice President Executive Vice President

Aerospace Combat Systems Marine Systems Information Systems

President and Technology

Gulfstream Aerospace MichaelJ Mulligan John Casey

Vice President Vice President Daniel Johnson

Ira Berman President President Vice President

Vice President Armament and Technical Electric Boat President

Senior Vice President Products Information Technology

Administration and Jeffrey Geiger

General Counsel Mark Roualet Vice President Christopher Marzilli

Gulfstream Aerospace Vice President President Vice President

President Bath Iron Works President

Daniel Clare Land Systems C4 Systems

Vice President Frederick Harris

Senior Vice President John Ulrich Vice President Lewis Von Thaer

Chief Financial Officer Vice President President Vice President

Gulfstream Aerospace President NASSCO President

European Land Systems Advanced Information

Larry Flynn Systems

Vice President Michael Wilson

Senior Vice President Vice President

Marketing and Sales President

Gulfstream Aerospace Ordnance and Tactical

Systems

Preston Henne

Vice President

Senior Vice President

Programs Engineering

and Test

Gulfstream Aerospace

CORPORA1E Corporate Transfer Agent Registrar and Auditors

FORMATION Headquarters Dividend Disbursing Agent

General Dynamics Computershare Investor Services lPMG

2941 Fairview Park Drive P0 Box 43078 1676 International Drive

Suite 100 Providence RI 02940 McLean VA 22102

Falls Church VA 22042 800 519-3111 703 286-8000

703 876-3000 www.computershare.com

Annual Meeting Shares Listed

The annual meeting of General Dynamics shareholders will be New York Stock Exchange

held on Wednesday May 2011 at the General Dynamics Ticker symbol GD

headquarters in Falls Church VA formal notice and proxy will

be distributed before the meeting to shareholders entitled to vote
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