
Guide to the General Electric 2003 Annual Report

understanding annual reports

introduction

This guide will walk you through the basics of how to read

an annual report. Knowing how to read the information

provided in annual reports may help you become a more

informed investor. Even if you have no prior experience in

finance or accounting, understanding a few simple concepts

and guidelines goes a long way.

This guide is available to help you in two ways. You can

read the entire guide here, or read excerpts while exploring

the site. Whenever you see an icon in the “Page Tools” sec-

tion of the left column, you can click it to link directly to the

guide entry on that section. The guide also contains a glos-

sary of common terms to which you can refer by clicking on

the icon next to a glossary word as you explore the site.

why companies publish annual reports
An annual report includes information about a company’s

performance during the previous year, as well as manage-

ment’s view of the company’s strategy for the future. It is

one of the most important communications that publicly

held corporations provide to the investing public.

Companies create and distribute their annual reports in

order to:

1. Present an overview of the company, management’s

discussion of the company’s recent performance and the

company’s plans for the future.

2. Report the company’s financial performance for the

most recently completed year and compare it with per-

formance in prior years.

3 Fulfill part of their obligations for public financial

r e p o rting mandated by the Securities and Exc h a n ge

Commission (SEC), the primary securities regulatory body

of the United States government.

why investors & analysts read annual reports

Investors and investment analysts read annual reports in

order to help determine whether a company might be an

attractive investment. Annual reports can contain useful

information regarding a company’s corporate mission, busi-

ness model, quality of leadership, financial performance

and strategic direction.

Nonetheless, an annual report is only one of many pos-

sible sources of information for making informed invest-

ment decisions. Investors and investment analysts should

also consider information that puts the annual report with-

in a larger context. Other sources include investment ana-

lyst reports, the Securities and Exchange Commission’s

EDGAR database of company filings, company press releas-

es, industry association reports, the business press and oth-

ers.

sections of an annual report

Letter to Stakeholders
Annual reports often begin with a letter from the Chief

Executive Officer (CEO) and/or Chairman. GE’s letter is

called the “Letter to Stakeholders.” This letter includes

management’s assessment of the prior year, as well as a dis-

cussion of future plans. The letter typically highlights the

CEO’s priorities for the coming year.

“Stakeholders” refers to all of the people with an interest

in the success and activities of a firm (in this case, GE). This

includes everyone from shareowners and employees to

members of the communities in which GE maintains oper-

ations. The notion of stakeholders re flects the impact firms

have beyond their shareowners.

Financial Highlights

Near the front, annual reports often include a visual repre-

sentation of important financial performance information.

This allows management to present commonly requested

measures of company performance. GE highlights the

steady increase in consolidated revenues, earnings per

share and cumulative dividend growth compared to that of

the S&P 500.

Management’s Discussion and Analysis
Management’s Discussion and Analysis (MD&A) provides

an area for management to characterize the company’s per-

formance through a series of discussion points, in this case:

- Operations

- Financial Resources and Liquidity

- Selected Financial Data

- Critical Accounting Changes

Management’s Discussion of Operations

Management’s Discussion of Operations includes manage-

ment’s commentary on the company’s overall performance

(Consolidated Operations), as well as a breakdown by oper-

ating units (Summary of Operating Segments).

GE presents the 2003 results of its businesses within 14

operating segments. Most of GE's businesses, such as Power

S y stems and NBC, are segments by themselves.

Management discusses each segment and its businesses

separately, and also discusses international operations. 

Ma n a ge m e n t ’s Discussion of Financial Resources and

Liquidity

This section describes the company’s position relative to its

cash requirements for continuing operations and servicing

debt. Liquidity refers to a company’s ownership of and

access to the cash necessary to cover ongoing operations

and other financial commitments, such as outstanding bills

and interest payments to lenders.



Management’s Discussion of Selected Financial Data

This section, required by the SEC, shows financial data that

may be useful in highlighting trends. Given this purpose, it

shows five years of data rather than the two or three shown

in the financial statements.

Management’s Discussion of Critical Accounting Changes

Here companies highlight certain accounting policies and

decisions that they consider crucial to understanding their

financial statements because their application places the

most significant demands on the companies' ability to judge

the effect of inherently uncertain matters on their financial

results.

Financial Statements
Introduction to the Financial Statements

Financial statements are required by the SEC and present a

detailed summary reflecting the company’s financial per-

formance over the most recent years, with a particular focus

on the most recent year.

Financial statements present a summary of the financial

situation of a firm based on total sales and expenses (state-

ment of earnings), assets, liabilities and shareowners’ equi-

ty (statement of financial position) and the flow of cash in

and out of the company (statement of cash flows). These

statements help analysts assess the financial health of a

company.

Consolidated and Supplemental Information

Annual reports provide consolidated results, meaning that

the financial results of all of the company’s business seg-

ments and subsidiaries have been added together into one

summary report.

Companies supplement these consolidated statements

with a variety of other information and detail. GE’s annual

report, for example, offers investors a great deal of informa-

tion regarding specific businesses within segments.

GE also presents information pertaining to its financial

services businesses, referred to in its annual report as

General Electric Capital Services (GECS), and its industrial

manufacturing and product services businesses, referred to

in the annual report as General Electric (GE). Don't be con-

fused; GECS and GE are both part of the General Electric

Company. GE organizes and presents information in this

way to enable investors to make meaningful assessments of

items such as leverage, asset turnover and cash flow that

bear on industrial and financial services businesses in dif-

ferent ways.

Management’s Discussion of Operations addresses each

operating segment separately in order to give investors

greater visibility into the activities and performance of each

segment.

Statement of Earnings
Also known as the “income statement,” the statement of

earnings shows the company’s revenues minus expenses,

interest payments, and provision for taxes. In essence: rev-

enues less expenses less interest and taxes = earnings. Net

earnings (the “bottom line”) refers to earnings after income

taxes have been subtracted.

The Per Share Amounts section presents GE’s net earn-

ings divided by the number of shares outstanding. Finally,

the “dividends declared per share” shows how much GE

declared would be paid to investors for each share owned as

of a given date. Because GE typically declares a dividend in

December of a given year that is paid in January of the fol-

lowing year, the amount declared is not equal to the divi-

dend paid in a given year.

Statement of Changes in Shareowners’ Equity
This statement shows the changes during the year in share-

owners’ interest in the company; for example, the increase

in equity due to earnings and the decrease in equity due to

dividend payments (which are distributions of equity to

shareowners). shareowners’ equity is calculated on the next

statement, the Statement of Financial Position, by subtract-

ing the company’s liabilities from its assets - the remainder

is shareowners’ equity.

Shareowners’ equity does not reflect the market value of

GE, which is expressed in the price of GE stock.

Statement of Financial Position
Investors can think of this statement, also referred to as a

balance sheet, as a snapshot of the company at a specific

moment in time. In this case, GE’s statement shows the

company’s financial position as of December 31, 2002, and

2001 for comparison.

The first section, “Assets,” lists all of the things owned by

GE, starting at the top with highly liquid assets like “cash

and equiva l e n t s ,” moving down the list to less liquid,

longer-term assets like “property, plant and equipment,”

also known as fixed assets. A liquid asset is an asset that can

be quickly converted into cash. As such, U.S. dollars, obvi-

ously, are the most liquid of assets in the U.S.

The second section, “Liabilities and Equity,” begins by

listing all of the monies GE owes to others, or liabilities.

This includes items like monies owed to companies that sell

products and services to GE, also known as “accounts

payable,” to liabilities like long-term debt owed over many

years to noteholders.

The “Liabilities and Equity” section concludes with a

listing of the components of shareowners’ equity, including

shares issued and retained earnings. Equity is also referred

to as net book value, since it represents assets less liabilities.

Statement of Cash Flows
The statement of cash flows shows how much money

moved in and out of a company during a particular period

or periods. It is literally an accounting of the “flow” of cash.

Cash flow is of critical importance to every company. Firms

require cash to pay operating expenses, repay loans and

make investments—everything to provide goods and servic-

es to customers.
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It is important to recognize that earnings and cash flows

are not the same. Cash flows reflect the total amount of

actual cash that has moved in and out of a company during

a specific period, whereas earnings represent the difference

between revenues and expenses. The difference between

earnings and cash flows can be seen in the purchase of

equipment. There is an immediate cash outflow, but the

effect on earnings is recognized over future periods as a

non-cash depreciation charge.

The structure of the statement distinguishes between

three different sources and uses of cash flow:

1. Cash from Operating Activities represents cash flow-

ing in and out as a result of GE’s regular operating activi -

ties, like the manufacturing and sales of products and serv-

ices.

2. Cash Used for Investing Activities refers to cash flow-

ing in and out of GE as a result of investments the compa-

ny makes in things like new production equipment, real

estate or new facilities. Another item of interest to investors

is cash paid during the period for acquisitions, listed in

GE’s statement as “Payments for principal businesses pur-

chased.” This section can also include things like cash

inflows to GE as a result of selling off property, equipment,

facilities and similar assets.

3. Cash from (Used for) Financing Activities reports

cash that the company raised from or used for financing

a ctivities such as borrowing money, issuing corporat e

bonds or paying dividends to shareowners. Paying divi-

dends is an example of “(Cash Used for) Financing

Activities.”

The line “Increase (Decrease) in Cash and Equivalents

During Year” shows the total change in cash position as a

result of cash flows during each of the years listed: 2002,

2001 and 2000.

Notes to Consolidated Financial Statements
This section is ex a ctly what the title sugge sts: notes

describing, supporting and providing detail on specific line

items in a company’s financial statements.

Independent Auditors’ Report
The Independent Auditors’ Report is a confirmation letter

from an accredited third-party public accounting firm con-

firming that, based upon their assessment, the company’s

consolidated financial statements in the annual report fair-

ly present the company’s financial position and the results

of its operations in conformity with accounting principles

that are generally recognized in the U.S. Federal securities

laws require publicly held companies to follow Generally

Accepted Accounting Principles (GAAP). For more infor-

mation on GAAP, see the Financial Accounting Standards

Board’s Web site.

a few suggestions for further information

Financial Accounting Standards Board (FASB)

FASB is a private sector organization that establishes stan-

dards for accounting and financial reporting practices. Its

Web site (www.fasb.org) provides detail on the role of FASB

and the Generally Accepted Accounting Principles (GAAP)

used by financial managers to prepare financial statements.

Securities and Exchange Commission

The SEC’s Web site (www.sec.gov) offers investors a source

for understanding the requirements the SEC places on pub-

lic companies, as well as its efforts to regulate and monitor

securities-related activities. The SEC also maintains the

EDGAR database of companies' SEC filings.
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This glossary provides definitions for both business and

financial terms used throughout the annual report. You

may want to print the entire glossary for reference while

navigating the site. However, the definitions are available

in context as well. Whenever you see the Guide Icon

immediately following a word, click on it to receive a defi-

nition of that word or phrase.

backlog

Unfilled customer orders for products and services.

borrowing

Financial liability (short- or long-term) that obliges a com-

pany to repay cash or other financial asset to another 

entity.

cash equivalents

Highly liquid debt instruments with maturities of less

than three months, such as commercial paper. These are

typically included with cash for reporting purposes, unless

designated as available for sale and included with invest-

ment securities.

cash flow hedges

Qualifying derivative instruments used to protect against

exposure to volatility in future cash flows. The exposure

may be associated with an existing asset or liability, or

with a forecasted transaction. See “Hedge.”

commercial paper

Unsecured, unregistered promise to repay borrowed funds

within a specified period ranging from overnight to 270

days.

customer service agreements

Contractual commitments (also referred to as “product

services agreements”) to provide specified services for

products in industrial installed base, for example, moni-

toring, maintenance, overhaul and spare parts for a gas

turbine/generator set installed in a customer’s power

plant.

derivative instrument

A financial instrument or contract with another party

(“counterparty”) that is structured to meet any of a variety

of financial objectives, including those related to fluctua-

tions in interest rates, currency exchange rates and com-

modity prices. Options, forwards and swaps are the deriv-

ative instruments most commonly employed. See “Hedge.”

direct written premiums

Amounts charged to insureds in exchange for coverages

provided in accordance with the terms of an

insurance/reinsurance contract.

earned premiums

Portion of the premium pertaining to the segment of the

policy period for which insurance coverage has been pro-

vided.

effective tax rate

Provision for income taxes as a percentage of earnings

before income taxes and accounting changes. Does not

represent cash paid for income taxes in the current

accounting period.

equipment leased to others (elto)

Owned equipment available for rent or lease and stated at

cost less accumulated depreciation.

fair value hedge

Qualifying derivative instruments used to protect against

exposure to volatility in values of hedged assets, liabilities

or certain types of firm commitments. Changes in the fair

values of derivative instruments that are designated and

effective as fair value hedges are recorded in earnings, but

are offset by corresponding changes in the fair values of

the hedged items. See “Hedge.”

financial leverage

The relationship of debt to equity. Expressed for financial

services businesses as borrowings divided by equity.

Expressed for industrial businesses as borrowings divided

by total capital.

financing receivables

Investments in contractual loans and leases due from cus-

tomers (not investment securities).

forward contract

Fixed price contract for purchase or sale of a specified

quantity of a commodity, security, currency or other finan-

cial instrument with delivery and settlement at a specified

future date. Commonly used as a hedging tool. See

“Hedge.”

goodwill

The premium paid for acquisition of a business.

Calculated as the purchase price less the fair value of net

assets acquired (net assets are identified tangible and

intangible assets, less liabilities assumed).

guaranteed investment contracts (gics)

Deposit-type products (including funding agreements)

that provide a stated interest rate on funds deposited with

the insurer for a stated period. These products are general-

ly purchased by institutionally accredited investors and

defined contribution plans qualified under ERISA (the

Employee Retirement Income Security Act of 1974).
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operating margin

Sales of goods and services less the sum of cost of goods

and services sold plus selling, general and administrative

expenses. Operating margin is often expressed as a per-

centage of sales—the operating margin rate.

operating profit

Earnings before interest and other financial charges,

income taxes and effects of accounting changes.

option

The right, not the obligation, to execute a transaction at a

designated price, generally involving equity interests,

interest rates, currencies or commodities. See “Hedge.”

premium

Rate that is charged under insurance/reinsurance con-

tracts.

present value of future profits

See “Intangible Asset.”

product services agreements

See “Customer Service Agreements.”

productivity

The rate of increased output for a given level of input, with

both output and input measured in constant currency. A

decline in output for a given level of input is “negative”

productivity.

progress collections

Payments received from customers as deposits before the

associated work is performed or product is delivered.

reinsurance

A form of insurance that insurance companies buy for

their own protection.

retrocession agreement

Contract to acquire third-party insurance protection for

reinsurance policies written. Retrocession is a risk mitiga-

tion technique.

return on average shareowners’ equity

Earnings before accounting changes divided by average

total equity (on an annual basis, calculated using a five-

point average).

return on average total capital invested

Earnings before accounting changes plus the sum of after-

tax interest and other financial charges and minority inter-

est, divided by the sum of total equity, borrowings and

minority interest (on an annual basis, calculated using a

five-point average).

hedge

A technique designed to reduce or eliminate risk. Often

refers to the use of derivative financial instruments to off-

set changes in interest r ates, currency exchange rates or

commodity prices, although many business positions are

“naturally hedged” (for example, funding a U.S. fixed rate

investment with U.S. fixed rate borrowings is a natural

interest rate hedge).

insurance receivables

Receivables of insurance businesses associated with: (1)

reinsurance agreements in which those businesses legally

transferred (ceded) insurance losses (and related premi-

ums) to reinsurers and are entitled to recovery of those

insurance losses; (2) premiums on insurance and reinsur-

ance contracts; (3) policy loans to policyholders of certain

life insurance contracts; and (4) premium funds on

deposit with reinsurance customers as collateral for obli-

gations as a reinsurer.

intangible asset

A non-financial asset lacking physical substance, such as

goodwill, patents, trademarks and licenses. Also includes

present value of future profits, which are anticipated net

discounted cash flows to be realized from certain in-force

insurance, annuity and investment contracts at the date of

acquisition of a life insurance business.

interest rate swap

Agreement under which two counterparties agree to

exchange one type of interest rate cash flow for another

type of cash flow on specified dates in the future. In a typi-

cal arrangement, one party periodically will pay a fixed

amount of interest, in exchange for which that party will

receive variable payments computed using a published

index. See “Hedge.”

investment securities

Generally, an instrument that provides an ownership posi-

tion in a corporation (a stock), a creditor relationship with

a corporation or governmental body (a bond), or rights to

ownership such as those represented by options, subscrip-

tion rights and subscription warrants.

monetization

Sale of financial assets to a third party for cash. For exam-

ple, GE sells certain loans, credit card receivables and

trade receivables to third-party financial buyers, typically

providing at least some credit protection and often agree-

ing to provide collection and processing services for a fee.

Monetization of interest-bearing assets such as loans nor-

mally results in gains; monetization of non-interest-bear-

ing assets such as trade receivables normally results in

losses.

net revenues

For lending and leasing businesses, revenues from services

less interest and other financial charges.
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securitization

A process whereby loans or other receivables are pack-

aged, underwritten and sold to investors.In some

instances, the assets sold are first transferred to an uncon-

solidated SPE (Special Purpose Entity). These entities are

structured to be bankruptcy remote in order to isolate the

credit risk of the assets from the overall credit risk of the

selling entity. Outside investors, usually institutions, typi -

cally purchase a debt instrument issued by the SPE.

Whether or not credit risk associated with the securitized

assets is retained by the seller depends on the structure of

the securitization. See “Monetization.”

separate account

Investments controlled by policyholders and associated

with identical amounts reported as insurance liabilities.

turnover

Broadly based on the number of times that working capi-

tal is replaced during a year. Accounts receivable turnover

is total sales divided by the five-point average balance of

customer receivables from sales of goods and services

(trade receivables). Inventory turnover is total sales divid -

ed by a five-point average balance of inventories. See

“Working Capital.”

unearned premiums

Portion of the premium received that relates to future

coverage periods.

unpaid claims and claims adjustment expenses

Claims reserves for events that have occurred, including

both reported and incurred-but-not-reported (IBNR)

reserves, and the expenses of settling such claims.

variable interest entity

Entity defined by Financial Accounting Standards Board

Interpretation No. 46, and that must be consolidated by

its primary beneficiary. A variable interest entity has one

or both of the following characteristics: (1) its equity at

risk is not sufficient to permit the entity to finance its

activities without additional subordinated financial sup-

port from other parties, or (2) as a group, the equity

investors lack one or more of the following characteristics:

(a) direct/indirect ability to make decisions, (b) obligation

to absorb expected losses, or (c) right to receive expected

residual returns.

working capital

Sum of receivables from the sales of goods and services,

plus inventories, less trade accounts payable and progress

collections.
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