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PART I
ITEM 1. BUSINESS

Kaman Corporation, incorporated in 1945, reports information for
itself and its subsidiaries (collectively, the "corporation") in
the following business segments: Aerospace, Industrial
Distribution, and Music Distribution.

The Aerospace segment serves commercial, U.S. defense and foreign
government markets. Its principal programs consist of the SH-2G
maritime helicopter, K-MAX (Registered Trademark) medium-to-heavy
1lift helicopter, subcontract work involving aerostructures and
helicopter airframes as well as the manufacture of components such
as self-lubricating bearings and advanced technology products. The
Industrial Distribution segment serves nearly every sector of U.S.
industry with industrial repair and OEM products as well as support
services. The Music Distribution segment serves domestic and
foreign markets with a wide variety of musical instruments and
accessories and manufactures guitars and other music products for
musicians of all capabilities and skill levels.



AEROSPACE

The Aerospace segment consists of several operating subsidiaries
of Kaman Aerospace Group, Inc., including Kaman Aerospace
Corporation, Kaman Aerospace International Corporation, K-MAX
Corporation, and Kamatics Corporation. In December 2001, Kaman
Aerospace Group, Inc. acquired H.I.G. Aerospace Group, Inc.(now
known as Kaman PlasticFab Group, Inc.) and its subsidiary, Plastic
Fabricating Company, Inc.

The segment's largest program is the SH-2G Super Seasprite
helicopter, an advanced, intermediate-weight, multi-mission,
maritime aircraft designed to meet the needs of navies around the
world that operate smaller ships for which the SH-2G is ideally
sized. The helicopter is configured for rapid deployment and multi-
mission flexibility, including anti-submarine warfare, surface
surveillance, attack and search and rescue. The SH-2, including its
F and G configurations, was originally manufactured for the U.S.
Navy. At the present time the corporation's work generally consists
of retrofit of the SH-2F helicopters to the SH-2G configuration or
refurbishment of existing SH-2G helicopters.
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The SH-2G is currently operational with the Egyptian Air Force and
the corporation is performing retrofit work under commercial
contracts with the governments of Australia and New Zealand.

The program for New Zealand involves five (5) aircraft, and
support, for the Royal New Zealand Navy. The contract has an
anticipated value of about $186 million (US). The corporation has
delivered three SH-2G(NZ) helicopters and a fourth will be shipped
pending completion of testing at the corporation's

facilities in Bloomfield, CT, with final acceptance of all four
aircraft expected to follow thereafter. The fifth aircraft, which
represents the exercise of an option under the contract, is
currently scheduled for delivery before the end of 2002.

The program for Australia involves eleven (11) helicopters with
support, including a support services facility, for the Royal
Australian Navy. The total contract has an anticipated value of
about $700 million (US) and the helicopter production portion of
the work is valued at $580 million. The Australian SH-2G(A) will
contain an integrated tactical avionics system ("ITAS") that will
provide the most sophisticated, integrated cockpit and weapons
system available in an intermediate-weight helicopter.

In the second quarter of 2001, the corporation recorded a sales and
pre-tax earnings adjustment of $31.2 million attributable to the
Aerospace segment, substantially all of which was associated with a
change in the estimated cost to complete the Australia SH-2G
program. This adjustment has had the effect of lowering the profit
rate on the Australia program. The cost growth for that program is
related to a contract dispute settlement with Litton Guidance and
Control Systems (now part of Northrop Grumman) which had been the
subcontractor responsible for ITAS hardware and software
development as well as integration testing. As a result of the
settlement arrived at in early 2001, the balance of ITAS software
development is being completed by other subcontractors. One result
of the process of negotiating new subcontracts for this development
has been that the corporation will have responsibility for aircraft
integration testing, a task previously subcontracted to Litton.
This new responsibility along with the estimated time frame for the
subcontractors' development of the full ITAS software suggests that
there will be a longer delay than previously anticipated in



delivery of the full ITAS software to Australia. The corporation is
working with the Royal Australian Navy to develop a process that
will allow for phased acceptance and delivery of the aircraft
without the full ITAS, and subsequent installation of the full
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software. Six aircraft are currently in Australia, all without
the full ITAS software; two are operational and the others are in
the final stages of assembly.

The corporation is actively pursuing opportunities for the SH-2G
helicopter in the international defense market, enhancing
familiarization with the SH-2G's capabilities among various
governments around the world. The corporation is currently in
discussions with the Egyptian government concerning a requirement
for up to six search and rescue helicopters and with the United
States government about a program for refurbishment of four
existing SH-2G aircraft for the Polish Navy, along with future
training and support. Management believes that the aircraft is
in a good competitive position, while also recognizing that this
market is highly competitive and influenced by economic and
political conditions.

The corporation also maintains a consignment of the U.S. Navy's

inventory of SH-2 spare parts under a multi-year agreement that

provides the ability to utilize certain inventory for support of
the corporation's SH-2 programs.

During 2001, the corporation continued to provide on-site support
in the Republic of Egypt for ten (10) SH-2G helicopters that were
delivered in 1998 under that country's foreign military sale
agreement with the U.S. Navy.

The corporation also manufactures the K-MAX medium-to-heavy 1lift
helicopter that can be used for fire fighting and commercial
applications such as logging and construction of power lines and
0il rigs. The K-MAX program, which began in late 1994, is based on
the corporation's intermeshing rotor technology with servo-flap
control and the corporation has been conservative in its production
of this aircraft since inception. The program, for which the
corporation maintains a significant inventory, has experienced
significant market difficulties in the past several years, due
partly to conditions in the commercial logging industry, the
aircraft's principal application to date. While the corporation
continues to pursue a strategy of refocusing K-MAX sales
development on global market opportunities in industry and
government, those efforts have met with limited success. There were
no sales of the K-MAX helicopter during 2001, other than the three
aircraft that were part of the five aircraft order received
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from the U.S. State Department in late 2000, a transaction that
represented the first sale of the K-MAX to the U.S. government and



its first application in a law enforcement role. Management is in
the process of evaluating the amount of time and further investment
that could be required to achieve successful sales development and
profitability for the program.

The Aerospace segment also performs aerostructure and helicopter
subcontract work for a variety of aerospace manufacturing programs.
Aerostructure subcontract work focuses on commercial and military
aircraft programs, including wing structures and components for
commercial airliners, major structural assemblies for military
transports, aircraft thrust reversers, business jet subassembly
components; and the manufacture of proprietary self-lubricating
bearings for use in aircraft flight controls, turbine engines and
landing gear, as well as driveline couplings for helicopters.
Helicopter subcontract work includes helicopter airframes,
composite rotor blades, and component work. Current aerostructure
and helicopter subcontract programs include production of wing
structures and various components for virtually all Boeing
commercial aircraft, fuselages and rotor blades for MD Helicopters,
and components for military aircraft such as the C-17 military
transport, the F-22 fighter and the Comanche helicopter. As Boeing
is the largest customer of the segment's subcontract business,
management is monitoring the drop off in commercial aircraft orders
and the impact this may have on production in the next two years.

Management is in the process of identifying opportunities to
leverage the strengths of the aerospace business and is also
focused on building upon its well recognized expertise in aerospace
subcontracting and advanced technology products. For example, in
December 2001 the corporation acquired Plastic Fabricating Company,
Inc., a Wichita, Kansas manufacturer of composite parts and
assemblies for aerospace applications. This acquisition provides
the segment with a presence in one of the largest aerospace
manufacturing areas in the United States and complements its
existing composites and metal bonding operations.

The Aerospace segment's advanced technology products include safe,
arm and fuzing devices for several missile programs; high
reliability memory systems for airborne, shipboard, and ground-
based programs; precision non-contact measuring systems for
industrial and scientific use; high-performance microwave cable
assemblies for aircraft electronic warfare devices and other
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applications; and high-power permanent magnet motors used
commercially in the oil service and transportation industries and
for military uses.

In late 2001, Kaman Aerospace Corporation, the subsidiary that
accounted for 80% of Aerospace segment net sales in 2001, undertook
a realignment of its product line management structure in an effort
to increase market development of its core capabilities while
improving efficiency, enhancing customer service and reducing
costs. During 2001, the Aerospace segment also continued
implementation of “Lean-Thinking' strategies throughout the
organization in order to further enhance efficiency and reduce
costs.

INDUSTRIAL DISTRIBUTION

The Industrial Distribution segment consists of Kaman Industrial
Technologies Corporation and its Canadian subsidiary, Kaman
Industrial Technologies, Ltd. 1In March, 2002, Kaman Industrial
Technologies Corporation acquired a majority ownership interest
in Delamac de Mexico S.A. de C.V., a Mexican corporation.



This segment is one of the nation's larger industrial distributors,
supplying OEM and replacement parts to more than 50,000 customers
representing nearly every industry sector. The segment's catalog of
more than one million individual items includes an extensive array
of power transmission, motion control, materials handling and
electrical components, and a wide range of bearings. The segment
maintains a sophisticated warehouse management system, a network of
over 170 branches across the U.S. and British Columbia, Canada and
strategically located distribution centers, all of which helps the
segment to provide same-day or next-day delivery for most of its
offerings. The products that the segment purchases for
distribution are for the most part derived from traditional
technologies, although the segment is increasingly selling products
with the higher technological content required to support automated
production processes.

In addition to providing products, the segment uses its know-how to
help its customers solve problems, drive out inefficiencies and
become more profitable and competitive in their own markets. The
segment continues to move forward with its e-commerce initiatives
to provide customers the convenience of ordering products online
and accessing real-time account information on the Internet.
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This channel represents a small portion of total sales today,
however it is expected to become an increasingly important method
of doing business.

At the end of the third quarter of 2001, the segment acquired the
industrial distribution business of A-C Supply, Inc. of Milwaukee,
Wisconsin. This acquisition strengthens the segment's presence in
key industrial markets in the upper Midwest, where it has had
limited presence, and will facilitate service to national account
customers with operating plants in that region. This acquisition is
in keeping with management's intention to build value for the
segment through both acquisitions and internal growth.

In March, 2002, the segment acquired a majority ownership interest
in Delamac de Mexico S.A. de C.V., a Mexican distributor of
industrial products headquartered in Mexico City. This
acquisition provides the segment with access to Mexico's
industrial markets and enhances its ability to service

the Mexico-based operations of its North American customers.

Since the segment's customers include many sectors of U.S.
industry, this business is influenced by industrial production
levels and was adversely affected in 2001 by a weakened
manufacturing sector that brought the industrial production index
(the key economic indicator for this business) to levels not seen
since the early 1980s. The segment was also impacted by specific
events affecting particular customer industries, such as the effect
that the energy crisis in the West had on the aluminum industry.
The segment had taken steps to implement workforce adjustments and
control costs in late 2000 and as economic conditions worsened in
2001, the corporation implemented further reductions and
efficiencies. These efforts, along with good results with business
retention efforts and certain new national account awards, helped
the segment to remain profitable in 2001 despite lower sales.

MUSIC DISTRIBUTION
The Music Distribution segment consists of Kaman Music
Corporation, KMI Europe, Inc., and a Canadian subsidiary,

B & J Music Ltd.

This segment is the largest independent distributor of musical
instruments and accessories, offering more than 10,000



products that reach musicians of all capabilities and skill
levels. Products include the segment's proprietary Ovation
(Registered Trademark) and Hamer (Registered Trademark) guitars,
as well as the Takamine (Registered Trademark) guitar line, Toca
percussion instruments, Gibraltar drum hardware, and an extensive
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offering of other musical instruments and accessories. 1In 2001,
the segment also completed the first year of its exclusive
distribution and sales license with Fred Gretsch Enterprises,
successfully launching its high quality Gretsch drum kit lines in
domestic and foreign markets.

Segment results for 2001 were affected by weakened consumer
markets both domestically and abroad, although a better than
expected Christmas season helped to mitigate some of the year's
sales shortfall.

During 2001, the segment continued its focus on “Lean-Thinking'
strategies and was able to enhance operating efficiencies and
improve customer service as a result. During the year, the segment
completed the consolidation of two warehouses into one state-of-
the-art facility. The segment also implemented an electronic data
exchange program that allows the sharing of data and information
directly with customers, providing a value-added tool that
customers use to place orders, verify order status, and check
inventory availability at any time.

FINANCIAL INFORMATION

Information concerning each segment's performance for the
last three fiscal years is included in the corporation's 2001
Annual Report to Shareholders (Exhibit 13 to this Form 10-K)
and is incorporated herein by reference.

PRINCIPAL PRODUCTS AND SERVICES

Following is information for the three preceding fiscal
years concerning the percentage contribution of each business
segment's products and services to the corporation's
consolidated net sales:

Years Ended December 31

1999 2000 2001
. 0, . 0, - 0,
Industriatbistributieon—56-8%—56-5%—51-8%
1 1 1 1 0, 0, v)
0, 0, 0,
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