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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 as well as domestic and
foreign defense markets with a variety of products, including the
SH-2G Super Seasprite naval helicopter and the K-MAX medium-to-
heavy l1lift helicopter; aircraft structures and components for
commercial and military aircraft, including specialized aircraft
bearings; and various advanced technology products for specialized
applications, including missile and bomb fuzing devices. The
Industrial Distribution segment provides bearings and power
transmission, motion control, material handling and electrical
components as well as value-added services to a highly diversified
cross-section of North American industry. The Music Distribution
segment serves domestic and foreign markets with a wide variety of
musical instruments and accessories for amateur and professional
musicians.

AEROSPACE

In the Aerospace segment, programs involving helicopter
manufacturing, spare parts and support represented approximately
31% of 2002 sales, compared to approximately 41% in 2001.
Aerostructure and helicopter subcontract work along with
production of components such as self-lubricating bearings and
driveline couplings for aircraft applications represented about
48% of segment sales in 2002, compared to about 42% in 2001.
Advanced technology products represented approximately 21% of
segment sales in 2002, compared to 17% in 2001.

In the second quarter of 2002, the corporation recorded a pre-
tax charge of $86.0 million attributable to the Aerospace
segment (of which $52.7 million was non-cash), which included a
$25.0 million charge for cost growth associated with the
Australia SH-2G(A) program; $50.0 million for the write-down of
K-MAX helicopter assets, principally inventories; and $11.0
million for the anticipated costs to phase out operations at the
Corporation's Moosup, Connecticut manufacturing facility by the
end of 2003. In the second quarter of 2001, the corporation
recorded a $31.2 million sales and pre-tax earnings adjustment
related to cost growth in the Australia helicopter program.

The segment's helicopter programs include the SH-2G multi-
mission naval helicopter and the K-MAX (registered trademark)
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medium-to-heavy external 1lift helicopter. The SH-2G helicopter
represents the vast 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 Royal New Zealand Navy. The corporation is
continuing performance of programs for Australia and Poland.

The retrofit program for New Zealand, which involved five
aircraft with support, is essentially complete. During 2002,
four aircraft were accepted and put into service by the New
Zealand government. The fifth and final aircraft, which was
purchased under an option to the original contract, has been
delivered and is now in the customer's flight acceptance test
process. The contract has an anticipated value of about $189
million (US) of which about 98% was recorded as sales through
December 31, 2002.

Work continued during 2002 on the SH-2G(A) retrofit program for
Australia. This program 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 $711 million (US) and the helicopter production
portion of the program is valued at approximately $590 million
(US) of which about 91% was recorded as sales through December
31, 2002. This program is now in a loss position due to the
previously mentioned charge taken in second quarter of 2002 and
pre-tax sales and earnings adjustment taken in the second
quarter of 2001. Both items are related to cost growth in the
program stemming largely from a contract dispute with the
original subcontractor responsible for development of the
aircraft's Integrated Tactical Avionics System (ITAS) hardware
and software (a feature unique to the Australia program).
Settlement of that dispute in 2001 resulted in the need to hire
replacement subcontractors for the balance of the ITAS software
development and the corporation's assumption of final
integration testing responsibility. An additional loss accrual
was recognized in the fourth quarter of 2002 in connection with
higher overhead rates across all active programs in the
corporation's Kaman Aerospace subsidiary.

Ten of the Australia aircraft are substantially complete; the
corporation has retained the eleventh aircraft for test
purposes. All of the aircraft lack the full ITAS software and
the replacement subcontractors are in the process of completing
this element of the program. The corporation and the RAN have
reached agreement on a plan for phased acceptance of the
aircraft and completion of aircraft deliveries. Under the
agreement, phased acceptance is contingent upon the RAN's
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satisfaction with the corporation's progress with respect to
certain important project milestones during 2003. The
corporation currently expects that the software will be fully
completed, installed and operational on all of the Australia
aircraft by the end of 2004.

The corporation is continuing work on a small contract to
refurbish four existing SH-2G aircraft previously in service
with the U.S. Navy Reserves to operate aboard two Polish Navy
frigates in multi-mission roles such as surface surveillance and
anti-submarine warfare. The program involves reactivation of
the aircraft, training, and logistics support, including
delivery of initial spares components. Reactivation of two
aircraft was completed in the fourth quarter of 2002 and they
have been accepted. Reactivation of the other two aircraft is
underway and is scheduled for completion by the end of 2003.

During 2002, the corporation continued to provide on-site
support in the Republic of Egypt for ten SH-2G helicopters that
were delivered in 1998 under that country's foreign military



sale agreement with the U.S. Navy.

The corporation is also participating in a competition to supply
up to six search and rescue helicopters to Egypt, proposing to
supply remanufactured SH-2Gs for that requirement. The
corporation's involvement in this process began in early 1999.
Based upon discussions with Egyptian officials during recent
visits, management believes that the selection process is being
further delayed and is not likely to result in an award
announcement in 2003.

The corporation is actively pursuing 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.

The corporation also manufactures the K-MAX medium-to-heavy 1lift
helicopter that can be used in a variety of applications,
including fire fighting, logging, construction, and logistics
support. The program began in 1994 and has experienced
significant market difficulties in the past several years. 1In
the second quarter of 2002, based upon a current market
evaluation of the aircraft, management made a determination that
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it would produce further aircraft only upon firm order by a
customer and would pursue both a sale and short-term lease
program for existing new and used K-MAX aircraft inventory.
During 2002, three used aircraft were leased and two used
aircraft (one of which had been under lease) were sold under
that program. 1In connection with the decision made in the
second quarter, the corporation wrote down the value of existing
aircraft, excess spare parts, and equipment inventories.
Development costs for the aircraft were expensed in the past.
On a going forward basis, the corporation intends to maintain
adequate inventories and personnel to support the fleet.

In the second quarter of 2002, management made the decision to
phase out the corporation's aircraft manufacturing plant in
Moosup, Connecticut by the end of 2003. This is the oldest and
least efficient of the corporation's facilities and the work
performed there will be relocated to other company facilities.

In connection with this closure, the corporation expects that the
employment of approximately 400 individuals located in Bloomfield
and Moosup, Connecticut will be eliminated.

The Aerospace segment also performs aerostructure and helicopter
subcontract work for a variety of aerospace manufacturing
programs and produces proprietary self-lubricating bearings.
This business is an area of strategic emphasis for the
corporation, however performance was adversely affected by
weakness in the commercial aerospace market during 2002.

Aerostructures subcontract work involves commercial and military
aircraft programs. Current programs include production of wing
structures for virtually all Boeing commercial aircraft and the
C-17 military transport. 1In the third quarter of 2002, the
corporation received a follow-on contract from Boeing for C-17
structural components. The contract runs through June 2007 and
has a potential value of $67.5 million. During the second quarter
of 2002, the corporation received a new contract from Boeing under
which the segment will receive and assemble additional parts from
other suppliers and ship higher-level assemblies to Boeing. These
assemblies will become part of aircraft fuselages, wings and tail
structures for Boeing 747, 757, 767, and 777 families of commercial
airplanes.

In addition, the corporation acquired Plastic Fabricating
Company, Inc., a Wichita, Kansas manufacturer of composite parts
and assemblies for aerospace applications, in December 2001.



This acquisition has complemented the segment's existing
composites and metal bonding operations and provided the segment
with a presence in one of the largest aerospace manufacturing
areas in the United States.

Helicopter subcontract work involves commercial helicopter
programs. Current work includes multi-year contracts that were
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awarded in 2000 for production of fuselages and rotor systems
for various MD Helicopters, Inc. (MDHI) aircraft. Total orders
received from MDHI continue to run at significantly lower sales
rates than originally anticipated due to lower than expected
demand. The corporation has developed a large investment in
these contracts (including receivables, start-up costs, and
other program expenditures) and has experienced difficulty with
receipt of payments from MDHI. Management is concerned about
this exposure and is working with MDHI in an effort to address
their payment issues.

The segment's proprietary self-lubricating bearings are used in
aircraft flight controls, turbine engines and landing gear as
well as driveline couplings for helicopters. During 2002, this
business continued to be affected by the drop-off in commercial
and regional aircraft manufacturing, although the effect has
been offset to some degree by increases in commercial
aftermarket and military programs. 1In July 2002, the
corporation acquired RWG Frankenjura-Industrie Flugwerklager
GmbH ("RWG"), a privately held German aerospace bearing
manufacturer. RWG complements the corporation's proprietary
line of bearings and provides a presence in European aerospace
markets. RWG had sales of about US $10 million in 2001 and its
largest customer is Airbus Industrie.

The Aerospace segment also produces advanced technology products
and this portion of the segment's business is benefiting from
increased defense spending. These products involve systems,
devices and assemblies for a variety of military and commercial
applications, including safe, arm and fuzing devices for several
missile and bomb programs; high reliability memory systems for
airborne, shipboard, and ground-based programs; precision non-
contact measuring systems for industrial and scientific use; and
electro-optic systems for mine detection and other applications.

Advanced technology products is also an area of strategic emphasis
for the corporation. 1In July 2002, the corporation completed its
acquisition of the assets and certain liabilities of Dayron (a
division of DSE, Inc.), a weapons fuze manufacturer, located in
Orlando, Florida. Dayron manufactures bomb fuzes for a variety of
munitions programs, and has the contract to develop a fuze for the
U.S. Air Force and Navy Joint Programmable Fuze (JPF) program. As
a result of qualification test results received during the first
quarter of 2003, the corporation is evaluating the need for certain
changes to the fuze and its production process. In addition, a new
government requirement has been identified for which the
corporation expects to receive a contract modification in the near
term. Management currently expects to complete changes, if any,
and resume final qualification testing by early in the third
quarter of 2003.
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In the third quarter of 2002, the corporation was selected to
participate on a Northrop-Grumman led team for a U.S. Navy
program to design and develop the Rapid Airborne Mine Clearance
System, a helicopter-borne clearance capability system for near
surface and surface moored sea mines that will provide airborne
mine defense for carrier battle groups and amphibious ready
groups. The corporation will be responsible for the laser-based
target sensor subsystem development. The 36-month subcontract
is valued at approximately $7.6 million. 1In October 2002, the
corporation was selected to participate with the University of
Arizona to build a collimator used for testing large optical
systems in a vacuum environment. The corporation's portion of
the five-year contract is valued at about $12.8 million, with
the majority of the work expected to occur in 2003.



During the past twelve months, the corporation sold two non-core
portions of the Aerospace segment. Specifically, in the second
quarter of 2002, the corporation sold its microwave products line.
That product line was associated with the former Kaman Sciences
Corp. subsidiary which was sold in 1997. Microwave product sales
were about $7.5 million in 2001. In January 2003, the corporation
sold its Electromagnetics Development Center (EDC), an electric
motor and drive business that had sales of approximately $14
million in 2002. The EDC is part of the industry team selected by
the U.S. Navy to design the integrated electric drive system for
the Navy's DD(X) next generation surface vessel.

Also during 2002, a common lean thinking methodology was adopted
in manufacturing and office environments across the segment and
results have included elimination of production time and parts
travel, and required square footages for the segment's
activities. The application of lean thinking principles
continues.

Due to the lack of new helicopter production orders, in
combination with the wind down of the New Zealand and Australia
SH-2G programs and weakness in the commercial aerospace market,
significant measures are being taken in the corporation's Kaman
Aerospace subsidiary in order to attempt to bring operating
overheads in line with a lower business base. These steps

have included the charge already described to phase out
operations at the Moosup, Connecticut production facility and
continuing reductions in the segment's workforce. As a result of
lower production levels, active programs must absorb overhead
expenditures at higher rates, and in the fourth quarter of 2002
these increased overhead rates resulted in higher costs, lower
program profitability and loss accruals for a few long-term
programs, including certain Boeing work, and the additional loss
accrual for the Australia SH-2G program that was previously
described.
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INDUSTRIAL DISTRIBUTION

This segment, one of the nation's larger industrial

distributors, 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. Distributed
items are supplied by some 1,400 manufacturers and include
bearings and power transmission, motion control, materials
handling, fluid power and linear motion components. The segment's
top ten suppliers (listed alphabetically) include Baldor
Electric, Emerson (EMT), Falk Corporation, Gates Rubber, Rexnord,
Rockwell Automation, SKF, Thompson Industries, Timken, and the
Torrington Company.

The segment serves 67 of the top 100 industrial markets in the
United States with a system of strategically located warehouses
and service centers. Additional facilities are located in Canada
and Mexico through which the segment serves local customers and
large enterprises whose plants span North America.

In executing the segment's strategy to expand its geographic
coverage through both acquisitions and internal growth, the
segment acquired a majority of the assets and certain
liabilities of A-C Supply, Inc., located in the upper Midwest,
in 2001 and a 60% equity interest in Delamac de Mexico S.A. de
C.V. ("Delamac"), a distributor of industrial products
headquartered in Mexico City, in the first quarter of 2002.
These acquisitions have expanded the segment's presence into new
geographical areas and improved its ability to serve national
account customers. In addition, during 2002, the segment opened
two locations in Roanoke and Lynchburg, Virginia and one
location in Omaha, Nebraska.

The segment's value-added services and systems assist customers
to lower costs and improve their processes. Services include
same or next day delivery for most customers across North
America, current order accuracy from its warehouses at over 99%,
and trained, knowledgeable customer service personnel. The
segment was named Supplier of the Year by Frito Lay North



America in 2002 and was designated 2002 Majority Supplier of the
Year for minority business utilization by Procter & Gamble.

During 2002, the segment launched a new, updated version of its
e-commerce website. The new site provides a computer-to
computer link that features a complete electronic catalog,
allowing on-line ordering and payment, and supporting inventory
management. This website increases customer convenience and
reduces paperwork and costs.

The segment's business is influenced by industrial production
levels and has been adversely affected by conditions in the
manufacturing sector that have existed since late 2000. These

Page 7

difficult economic conditions are continuing, however cost
reduction activity helped the segment to remain profitable in
2002. And particularly in this economic environment, the
industry's practice of providing vendor incentives was an
important contributor to the segment's operating profits.

In the past, this segment has been one of numerous defendants in
a few "John Doe" type legal proceedings, and 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 asbestos. The corporation settled those
few claims for nominal amounts with contribution by insurance
carriers. In the third quarter of 2002, however, the
corporation experienced an increase in such claims. Management
believes that the segment has good defenses to these claims,
which it will assert and does not currently expect that this
situation will have a material adverse effect on the
corporation.

MUSIC DISTRIBUTION

This segment is America's largest independent distributor of
musical instruments and accessories, offering more than 10, 000
products to retailers of all sizes, from national chains to
independent shops, for musicians of all capabilities and skill
levels. The segment had good results for 2002, reflecting
sustained levels of consumer spending in the music retail market.

Products include proprietary items such as the segment's own
Ovation (registered trademark) and Hamer (registered trademark)
guitars as well as Takamine (registered trademark) guitars offered
under an exclusive North American distribution agreement; and
distributed products such as TOCA (registered trademark) Latin
style hand percussion instruments, Gibraltar percussion hardware,
Sabian* cymbals and Gretsch* Drums. In October 2002, the segment
acquired Latin Percussion, Inc., a leading global distributor of a
wide range of Latin hand percussion instruments.

To ensure high quality while offering value at different price
points, the segment's products are manufactured both in the United
States and abroad.

The segment serves the needs of music retailers with an advanced
distribution system and processes that are designed to assure speed
and accuracy. Customers have access to the segment's website as
well as phone, fax and e-mail ordering systems. The website
provides electronic exchange of invoices and statements and
customers can download high resolution images of the segment's
products for their own marketing purposes. During 2002, the
segment implemented a new inventory replenishment system in order
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to strengthen inventory management and further improve just in time
delivery schedules.

In the third quarter of 2002, one of the Music Distribution
segment's larger chain store customers, Mars Music, filed for
Chapter 11 bankruptcy protection. The corporation's exposure as
an unsecured creditor has been reserved for.



*Sabian and Gretsch are registered trademarks of others.
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.

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 2002 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

2000 2001 2002
0, 0, 0,
0, 0, 0,
0, 0, 0,
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