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PART I
ITEM 1. BUSINESS
INTRODUCTION

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.

The Aerospace segment's programs are conducted through
three principal businesses, consisting of Aircraft Structures
and Components, Advanced Technology Products, and Helicopter
Programs. The Aircraft Structures and Components business
involves aerostructure and helicopter subcontract work as well
as manufacture of components such as self-lubricating bearings
and driveline couplings for aircraft applications. For 2003,
this business constituted 48% of Aerospace segment sales. The
aerostructure subcontract element of this business continues to
be an area of strategic emphasis for the corporation. The
Advanced Technology Products business manufactures products
involving systems, devices and assemblies for a variety of
military and commercial applications, including safe, arm and
fuzing devices for several missile and bomb programs; precision
non-contact measuring systems for industrial and scientific use;
electro-optic systems for mine detection and other applications;
and high reliability memory systems for airborne, shipboard, and
ground-based programs. For 2003, this business constituted 22%
of segment sales. The Advanced Technology Products operation is
also an area of strategic emphasis for the corporation.
Helicopter Programs include prime helicopter production along
with spare parts and support. The helicopters produced by this
business are the SH-2G multi-mission maritime helicopter and the
K-MAX (registered trademark) medium to heavy external 1lift
helicopter. For 2003, this business constituted 30% of segment
sales.

The Industrial Distribution segment is the third largest
U.S. industrial distributor servicing the bearing,
electrical/mechanical power transmission, fluid power, motion
control and materials handling markets in the United States.
This segment offers more than 1.5 million items, as well as
value-added services to a base of more than 50,000 customers
spanning nearly every sector of U.S. industry from approximately
200 branches and regional distribution centers in the U.S.,
Canada, and Mexico.

The Music segment, the name of which has been changed from
"Music Distribution" in order to better express the breadth of
the segment's other activities, is America's largest independent



distributor of musical instruments and accessories, and is
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involved in some combination of designing, manufacturing,
marketing and distributing more than 15,000 products from four
distribution facilities and one manufacturing facility located
in the United States and Canada, to retailers of all sizes for
musicians at all skill levels.

AEROSPACE SEGMENT

Aircraft Structures and Components

Aerostructures subcontract work involves commercial and
military aircraft programs. Current programs include production
of aircraft subassemblies and other parts for virtually all
Boeing commercial aircraft and the C-17 military transport.
This element of the Aerospace segment operation continues to be
an area of strategic emphasis for the corporation. The low
current and projected build rates for commercial airliners
affect this business directly, and the market has become
increasingly cost competitive on an industry-wide basis.

Helicopter subcontract work involves commercial and
military helicopter programs. Commercial programs include
multi-year contracts for production of fuselages for the MD
Helicopters, Inc. ("MDHI") 500 and 600 series helicopters and
composite rotor blades for the MD Explorer helicopter. Total
orders from MDHI have run at significantly lower rates than
originally anticipated due to lower than expected demand. The
corporation's investment in these contracts consists of $4.4
million in billed receivables and $16.4 million in recoverable
costs - not billed (including start-up costs and other program
expenditures) as of December 31, 2003. 1In 2003, the corporation
received payments totaling $4.4 million, primarily for items
shipped during 2003. The recoverability of unbilled costs will
depend to a significant extent upon MDHI's future requirements
through 2013, the year to which both contracts extend. The
corporation stopped production on these contracts in the second
quarter of 2003, while working closely with this customer to
resolve overall payment issues and establish conditions under
which production could be resumed, including the timing thereof.
Based upon MDHI's projected future requirements and inventory on
hand at both MDHI and the corporation, this would not be
expected to occur until the second half of 2004 at the earliest.
Although the outcome is not certain, the corporation understands
that MDHI management is pursuing strategies to improve its
current financial and operational circumstances.

The segment's Kamatics operation manufactures proprietary
self-lubricating bearings used in aircraft flight controls,
turbine engines and landing gear and produces driveline
couplings for helicopters. This business had increased sales in
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2003 with military and commercial aftermarket sales helping to
offset continued softness in commercial and regional aircraft
manufacturing. Kamatics products are in wide use in commercial
airliners operated by the major and regional airlines, and
increasingly, in military programs. Boeing is Kamatics' largest
commercial customer.

Advanced Technology Products

Advanced Technology Products is also an area of strategic
emphasis for the corporation. 1In July 2002, the corporation
acquired Dayron, a weapons fuze manufacturer for a variety of
munitions programs. The principal motivation for the
acquisition was a Dayron contract to develop a fuze for the U.S.
Air Force and Navy Joint Programmable Fuze ("JPF") program. The
JPF program is expected to generate substantial business once
final qualification has been achieved and future production
orders have been received. Final qualification testing was



undertaken early in 2003 but test results at that time
necessitated additional qualification work, which has delayed
production unit sales and increased program costs. Final
qualification testing resumed in the fourth quarter of 2003,
however, with Dayron completing the portion of qualification
testing required to be conducted by it as the contractor. The
customer has now resumed its portion of the qualification
testing with positive early results. Management expects that
final qualification testing will be completed in March 2004.

Helicopter Programs

The segment's helicopter products include the SH-2G multi-
mission maritime helicopter and the K-MAX medium-to-heavy
external 1lift helicopter. The SH-2G helicopter represents the
majority of the segment's helicopter program sales and generally
consists of retrofit of the corporation's SH-2F helicopters to
the SH-2G configuration or refurbishment of existing SH-2G
helicopters. The SH-2, including its F and G configurations, was
originally manufactured for the U.S. Navy. The SH-2G aircraft is
currently in service with the Egyptian Air Force and the New
Zealand and Polish navies.

The program for five retrofit SH-2G aircraft for New
Zealand, which had a contract value of about $190 million, was
completed early in 2003. A much smaller program for the
refurbishment of four SH-2G aircraft for Poland, which had a
contract value of almost $7 million, was also completed during
2003.
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Work continues on the SH-2G(A) retrofit program for
Australia which involves eleven helicopters with support,
including a support services facility, for the Royal Australian
Navy ("RAN"). The total contract has an anticipated value of
about $723 million. The helicopter production portion of
the program is valued at approximately $598 million, of which
about 96% has been recorded as sales through December 31, 2003.
As previously reported, this contract is now in a loss position
due to increases in anticipated costs to complete the program
that were reflected in a $25.0 million pre-tax charge taken in
2002 and a $31.2 million sales and pre-tax profit adjustment
taken in 2001.

Production of all the SH-2G(A) aircraft is essentially
complete. As previously reported, the aircraft lack the full
Integrated Tactical Avionics System ("ITAS") software and
progress is continuing on this element of the program. 1In
September 2003, the RAN began the process of provisional
acceptance of these aircraft after receiving a decision to
proceed from the Australian government. The corporation expects
to be able to deliver the full capability of the ITAS weapons
system software in late 2004 with final acceptance anticipated
in 2005. While management believes that the corporation's
reserves are sufficient to cover estimated costs to complete the
program, final development of the software by subcontractors and
its integration, which is the corporation's responsibility, are
yet to come and they are complex tasks.

The corporation continues to pursue other opportunities for
the SH-2G helicopter in the international defense market. This
market is highly competitive and heavily influenced by economic
and political conditions. However, management continues to
believe that the aircraft is in a good competitive position to
meet the specialized needs of navies around the world that
operate smaller ships for which the SH-2G is ideally sized. 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 corporation the ability to utilize certain
inventory for support of its SH-2G programs.

wWith respect to its K-MAX helicopter program, the segment
continues to pursue both a sale and short-term lease program for
existing K-MAX aircraft inventory that was written down to
estimated fair market value in 2002. As previously reported,
this approach follows a 2002 market evaluation of the K-MAX



helicopter program which had experienced several years of
significant market difficulties. 1In connection with this
decision, the corporation wrote down the value of existing
aircraft, excess spare parts, and equipment inventories.
Development costs for the aircraft were expensed in earlier
years, when incurred. On a going forward basis, the corporation
intends to maintain adequate inventories and personnel to

Page 4

support the fleet and additional aircraft will be produced only
upon firm order by a customer. During 2003, two K-MAX
helicopters were leased and two others were converted from
leases to sales. Currently, there are seven K-MAX aircraft
remaining available for sale, including the two aircraft
currently leased to customers.

Overall Aerospace Segment Performance in 2003

The Aerospace segment business was adversely impacted by
several factors during 2003. These factors included weakness in
the commercial aerospace market, which has caused order stretch-
outs and a lower volume of deliveries than anticipated for
certain Boeing programs, difficulties experienced in certain
significant segment programs, including the MDHI helicopter
subcontract program, and the JPF program, lack of new helicopter
orders, and cost and operational issues associated with the
transition from the segment's Moosup, Conn. manufacturing
facility to its expanded facility in Jacksonville, Fla. These
factors have led to lower sales volume, which in turn has
resulted in overhead and general and administrative expenses
being absorbed at higher rates by active segment programs; this
has led to generally lower profitability or losses for these
programs.

Management continues to evaluate Kaman Aerospace's cost
structure, including its manpower requirements, and action is
being taken, where appropriate, to help bring the cost structure
in line with the business base. Management directed the move
from Moosup, the corporation's oldest facility, to Jacksonville,
a modern, expanded facility, in order to provide a lower cost
base from which to compete in the aerostructures subcontract
arena. This move was essentially completed in 2003. However,
the transition has generated additional costs associated with
the phase-out of Moosup, production man-hour performance in
Jacksonville, which has not yet achieved the levels that had
existed on an overall basis in Moosup, and the normal FAA and
customer requirements to requalify manufacturing and quality
processes in Jacksonville. While these costs continue to be an
issue going into 2004, the opportunity to operate at lower cost
in Jacksonville remains evident and is an expectation for the
future. The Jacksonville facility is ready to accept additional
business, although that may take time to develop in the present
environment.

Despite current circumstances, to date, management has
elected to continue expenditures for longer-term competitiveness
in the commercial aircraft market and to maintain its prime
helicopter program capabilities.

Page 5

Industrial Distribution Segment

This segment is the third largest U.S. industrial
distributor servicing the bearing, electrical/mechanical power
transmission, fluid power, motion control and materials handling
markets in the United States. The segment distributes products
and provides customized value-added services on a regional and
national basis to companies having production plants and
facilities that represent a wide spectrum of the North American
economy, from major food processing companies to basic
industries producing brand name products, from approximately 200
branches and regional distribution centers in the U.S., Canada,
and Mexico.



Because the segment's customers include a broad spectrum of
U.S. industry, this business is directly affected by national
macroeconomic variables such as the percentage of plant capacity
utilization within the U.S. industrial base, and the business
tends to track the U.S. Industrial Production Index with a short
lag. Industrial Distribution segment results in 2003 were
affected by continued weakness in the U.S. manufacturing sector
that has existed since the latter part of 2000. During this
period, cost controls and focus on working capital investment
helped performance. Particularly in this type of environment,
vendor incentives in the form of rebates (i.e., vendors provide
inventory purchase rebates to distributors at specified volume-
purchasing levels) have been a major contributor to the
segment's operating profits.

Despite economic circumstances during most of the year, the
segment benefited from acquisitions completed in the past
several years and from awards of new business at the national
account level. Significant recent additions to this roster
include Campbell Soup, GAF and Phelps Dodge. Late in 2003, the
segment also began to experience increased requests for
proposals and order activity. While industrial production
levels remain far from the levels sustained several years ago,
management is encouraged by signs of improvement in national
industrial markets.

Success in the segment's markets requires a combination of
competitive pricing and value-added services that save the
customer money while helping it become more efficient and
productive. Management believes that this segment has the
appropriate platforms, including technology, systems management
and customer and supplier relationships to compete effectively
in the evolving and highly fragmented industrial distribution
industry. The segment's size and scale of operations allow it to
attract highly skilled personnel and realize internal operating
efficiencies, and also to take advantage of vendor incentives in
the form of rebates, which tend to favor the larger
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distributors. Management believes that the segment's resources
and product knowledge enable it to offer a comprehensive product
line and invest in sophisticated inventory management and
control systems while its position in the industry enhances its
ability to rebound during economic recoveries and grow through
acquisitions.

In addition, over the past several years, large companies
have increasingly centralized their purchasing through suppliers
that can service all of their plant locations across a wide
geographic area. As this trend continues, the segment has
expanded its presence in geographic markets considered key to
winning these customers through acquisitions in the upper
Midwest and Mexico, and the selective opening of new branches.
Early in the fourth quarter of 2003, the segment acquired a
majority of the net assets and business of Industrial Supplies,
Inc. ("ISI"), of Birmingham, Alabama, a distributor of a wide
variety of bearing, conveyor, electrical, fluid power and power
transmission components used by manufacturing, mining, steel,
lumber, pulp and paper, food and other industries. As a result
of the acquisition, the segment now maintains four branches in
Alabama and an additional branch in Florida, expanding the
segment's presence in the increasingly important southeast
industrial market. The segment also added branches in the
Dallas and Richmond areas during 2003, so that as of the end of
the year, the segment now serves 70 of the top 100 industrial
markets in the country. Management's goal is to grow the
Industrial Distribution segment by expanding into additional
areas that enhance its ability to compete for large regional and
national customer accounts.

The segment also seeks to provide leadership in e-commerce
initiatives and further enhance operating and asset utilization
efficiencies throughout the business. The segment's information
technology infrastructure enables it to interface with all of
the major software systems used by its customers. As a result,
many formerly manual processes are now automated, including
purchase order receipts, acknowledgments, electronic invoicing
and funds transfer. 1In addition, the segment's e-commerce



website, although a small portion of overall sales, is serving
an increasingly broad customer base. Technology is also an
important tool to increase efficiency in the segment's
relationships with its suppliers; more than 65% of product
orders to these suppliers are placed electronically and an
increasing proportion is shipped from suppliers directly to the
segment's customers.

As previously reported, this segment had experienced an

increase in the number of "John Doe" type legal proceedings
filed against it, generally relating to parts allegedly supplied
to the U.S. Navy's shipyard in San Diego, California by a
predecessor company over 25 years ago, that may have contained
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asbestos. While management believes that the segment has good
defenses to these claims, it is in the process of settling
virtually all of the claims for amounts that are immaterial in
the aggregate, with contribution from insurance carriers.
Management does not currently expect that these circumstances
will have a material adverse effect on the corporation.

MUSIC SEGMENT (formerly the Music Distribution Segment)

Music segment results in 2003 reflect the positive effects
of the 2002 acquisition of Latin Percussion, the world leader in
hand percussion instruments. This segment's business is directly
affected by consumer confidence levels and although results for
the segment's base business (i.e., without Latin Percussion)
reflected a somewhat weak consumer environment, conditions
improved toward the end of the year and the segment had good
results overall, including a good Christmas season, particularly
at the large national stores.

The segment's broad array of instruments includes premier
and proprietary products, such as the Ovation (registered
trademark), and Hamer (registered trademark) guitars, Latin
Percussion/LP (registered trademarks) percussion products and
Takamine (registered trademark) guitars under its exclusive
distribution agreement. To enhance its market position, the
segment has significantly extended its line of percussion
products and accessories over the past two years, augmenting its
CB, Toca (registered trademark) and Gibraltar (registered
trademark), Gretsch* (registered trademark) drums, and Sabian*
cymbals, with the acquisition of Latin Percussion.

In September, 2003, the segment acquired Genz Benz
Enclosures, Inc., a small manufacturer of amplification and
sound reinforcement equipment that complements the segment's
guitar lines. Genz Benz has been working with the segment for
several years through an exclusive distribution agreement, so
while the acquisition will not add immediate incremental sales,
it provides the segment with ownership of this product line.
The segment continues to seek opportunities to add exclusive
premier brand product lines that would build upon the segment's
market position.

Technology is an important part of the segment's business.
The segment's customers have access to kmconline.com, an
industry-leading e-commerce site for expedited direct ordering
of merchandise that helps customers cut costs and improve
efficiencies through electronic exchange of information.
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In addition, to ensure high quality while offering value at
different price points, the segment's products are manufactured
both in the United States and abroad.

*Sabian and Gretsch are registered trademarks of other
organizations.

AVAILABLE INFORMATION



The corporation's website address is www.kaman.com. The
corporation's annual report on Form 10-K, quarterly reports on
Form 10-Q, and current reports on Form 8-K as well as amendments
to those reports filed or furnished pursuant to Section 13 or
15(d) of the Securities Exchange Act of 1934, together with
Section 16 insider beneficial stock ownership reports, are
available free of charge through the website as soon as reasonably
practicable after they are electronically filed or furnished to
the Securities and Exchange Commission. The information contained
in the corporation's website is not intended to be incorporated
into this Annual Report on Form 10-K.

The Corporation's Governance Principles and all Board of
Directors' standing Committee Charters (including Audit, Corporate
Governance, Personnel & Compensation and Finance) are also located
on the corporation's website.

FINANCIAL INFORMATION

Information concerning each segment's performance for the
last three fiscal years is included in the Segment Information
section of the corporation's 2003 Annual Report to Shareholders
(Exhibit 13 to this Form 10-K) and such section 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
2001 2002 2003
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