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100 N. Riverside, Chicago, IL 60606-1596

(Address of principal executive offices) (Zip Code)

(312) 544-2000

(Registrant s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, $5 par value New York Stock Exchange

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes _X No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes No _X

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such
reports), and (2) has been subject to such filing requirements for the past 90 days. Yes _ X No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this chapter) is not
contained herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements
incorporated by reference in Part Ill of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, accelerated filer, or a non-accelerated filer. See definition
of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act.

Large Accelerated Filer x Accelerated Filer ™ Non-Accelerated Filer

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ™ No x

As of June 30, 2006, there were 758,911,265 common shares outstanding held by nonaffiliates of the registrant, and the aggregate
market value of the common shares (based upon the closing price of these shares on the New York Stock Exchange) was
approximately $62.2 billion.

Table of Contents 2



Edgar Filing: BOEING CO - Form 10-K

The number of shares of the registrant s common stock outstanding as of January 31, 2007 was 789,265,357.

(This number includes 31 million outstanding shares held by the ShareValue Trust which are not eligible to vote.)

Part | and Part Il incorporate information by reference to certain portions of the Company s 2006 Annual Report to Shareholders.
Part 11l incorporates information by reference to the registrant s definitive proxy statement, to be filed with the Securities and
Exchange Commission within 120 days after the close of the fiscal year.
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Forward-Looking Information is Subject to Risk and Uncertainty

Certain statements in this report may constitute forward-looking statements within the meaning of the Private Litigation Reform Act

of 1995. Forward-looking statements are based upon assumptions as to future events that may not prove to be accurate. These

statements are not guarantees of future performance and involve risks, uncertainties and assumptions that are difficult to predict.

Actual outcomes and results may differ materially from what is expressed or forecasted in these forward-looking statements. As a

result, these statements speak only as of the date they were made and we undertake no obligation to publicly update or revise any

forward-looking statements, whether as a result of new information, future events or otherwise. Words such as expects, intends,
plans, projects, believes, estimates, and similar expressions are used to identify these forward-looking statements. These includ

among others, statements relating to:

e  the effect of economic downturns or growth in particular regions;

e  the adequacy of coverage, by allowance for losses, of risks related to our non-U.S. accounts receivable being payable in
U.S. dollars;

e  the continued operation, viability and growth of Commercial Airplane revenues and successful execution of our backlog
in this segment;

e the timing and effects of decisions to complete or launch a Commercial Airplane program;

e  the ability to successfully develop and timely produce the 787 aircraft;

e the effect of political and legal processes, changing priorities or reductions in the U.S. Government or international
government defense and space budgets on our revenues from our Integrated Defense System business segments;

e the effective negotiation of collective bargaining agreements;

e  the continuation of long-term trends in passenger revenue yields in the airline industry;

. the effect of valuation decline of our aircraft;

e  the impact of airline bankruptcies on our revenues or operating results;

e  the continuation of historical costs for fleet support services;

e the receipt of cost sharing payments for research and development;
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e the receipt of estimated award and incentive fees on U.S. Government contracts;

e the future demand for commercial satellites and projections of future order flow;

. the potential for technical or quality issues on development programs, including the Airborne Early Warning & Control
program and other fixed price development programs, or in the commercial satellite industry to affect schedule and cost
estimates or cause us to incur a material charge or experience a termination for default;

. the outcome of any litigation and/or government investigation in which we are a party and other contingencies;

. returns on pension fund assets, impacts of future interest rate changes on pension obligations and healthcare cost
inflation trends;

. the amounts and effects of underinsured operations including satellite launches;
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e  the scope, nature or impact of acquisition or disposition activity, such as Aviall, and investment in any joint ventures
including Sea Launch and United Launch Alliance, and indemnifications related thereto; and

e  the expected cash expenditures and charges associated with the exit of the Connexion by Boeing business.

This report includes important information as to these factors in the Business section under the heading Other Business Information
and in the Risk Factors and Legal Proceedings sections and in the Notes to our consolidated financial statements included herein.
Additional important information as to these factors is included in this report in the section titled Management s Discussion and
Analysis of Financial Condition and Results of Operations .
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Item 1. Business

The Boeing Company, together with its subsidiaries (herein referredto as we , us , our ), is one of the world s major aerospace firms.

We are organized based on the products and services we offer. We operate in five principal segments:

e Commercial Airplanes;

e The three segments that comprise our Integrated Defense Systems (IDS) business:

. Precision Engagement and Mobility Systems (PE&MS),

. Network and Space Systems (N&SS) and

. Support Systems

e Boeing Capital Corporation (BCC).

Our Other segment classification principally includes the activities of Connexion by BoeingSM, a high speed broadband
communications business; and Engineering, Operations and Technology (formerly, Boeing Technology), an advanced research
and development organization focused on innovative technologies, improved processes and the creation of new products. We
exited the Connexion by Boeing®M business in 2006.

Commercial Airplanes Segment

The Commercial Airplanes segment is involved in developing, producing and marketing commercial jet aircraft and providing
related support services, principally to the commercial airline industry worldwide. We are a leading producer of commercial aircraft
and offer a family of commercial jetliners designed to meet a broad spectrum of passenger and cargo requirements of domestic
and non-U.S. airlines. This family of commercial jet aircraft currently includes the 737 Next-Generation narrow-body model and the
747,767, 777 and 787 wide-body models. Final delivery of the 717 aircraft occurred in the second quarter of 2006. The
Commercial Airplanes segment also offers aviation support, aircraft modifications, spares, training, maintenance documents and
technical advice to commercial customers worldwide. On September 20, 2006, we acquired Aviall, Inc. (Aviall), an independent
provider of new aviation parts and services.

Integrated Defense Systems
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IDS is principally involved in the research, development, production, modification and support of the following products and related
systems and services: military aircraft, including fighters, transports, tankers, and helicopters; missiles; space systems; missile
defense systems; satellites and satellite launch vehicles; and communications, information and battle management systems. IDS is
focused on bringing value to customers through expertise in large-scale systems integration, knowledge of legacy platforms,
initiatives to define and utilize common network-centric architectures across the organization, and commitment to providing
best-of-industry solutions. IDS s primary customer is the United States Department of Defense (US DoD) with additional revenues
being derived from the National Aeronautics and Space Administration (NASA) and international defense, civil markets, and
commercial satellite markets. Approximately 84% of IDS 2006 revenues were from our US DoD customer.

PE&MS Segment:

This segment is engaged in the research, development, production, and modification of precision engagement and mobility
products and services. Included in this segment are programs such as AH-64
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Apache, 737 Airborne Early Warning & Control (AEW&C), C-17 Globemaster, C-40 Clipper, CH-47 Chinook, E-10A Multi-sensor
Command and Control Aircraft (MC2A), EA-18G Growler, F/A-18E/F Super Hornet, F-15 Strike Eagle, F-22A Raptor, Harpoon,
Joint Direct Attack Munition, KC-767 Advanced Tanker Transport, P-8A Poseidon, Stand-off Land Attack Missile Expanded
Response (SLAM-ER), Small Diameter Bomb, T-45 Training System, and V-22 Osprey.

N&SS Segment:

This segment is engaged in the research, development, production, and modification of products and services to assist our
customers in transforming their operations through network integration, intelligence and surveillance systems, communications,
architectures, and space exploration. Included in this segment are programs such as Airborne Laser, Delta Launch Vehicles,
Family of Beyond line-of-sight Terminals, Future Combat Systems (FCS), Global Positioning System, Ground-based Midcourse
Defense (GMD), International Space Station, Joint Tactical Radio System Cluster 1 and Airborne, Maritime/Fixed station, Satellite
Systems, Space Payloads, and Space Shuttle. On December 1, 2006, we completed the transaction with Lockheed Martin
Corporation (Lockheed) to create a 50/50 joint venture named United Launch Alliance L.L.C. (ULA) that combines the production,
engineering, test and launch operations associated with U.S. Government launches of Boeing Delta and Lockheed Atlas rockets.

Support Systems Segment:

This segment is engaged in the operations, maintenance, training, upgrades, and logistics support functions for military platforms
and operations. Included in this segment are program areas such as Integrated Logistics on platforms including C-17, F/A-18,
AH-64; Maintenance, Modifications and Upgrades on platforms including AC-130, KC-135, and KC-10; Training Systems and
Services on platforms including C-17, AH-64, and F-15; and International Support through involvement in Boeing Australia Limited
and Alsalam Aircraft Co. (Alsalam).

Boeing Capital Corporation Segment

In the commercial aircraft market, BCC facilitates, arranges, structures and provides selective financing solutions to our
Commercial Airplanes segment customers. In the space and defense markets, BCC arranges and structures financing solutions for
our IDS segment government customers. BCC s portfolio consists of finance leases, notes and other receivables, equipment under
operating leases, investments and assets held for sale or re-lease.

Financial and Other Business Information

See the Summary of Business Segment Data and Note 24 for financial information, including revenues, net earnings and our
backlog of firm contractual orders, for each of the major business segments.

Intellectual Property
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While we own numerous patents and have licenses under patents owned by others relating to our products and their manufacture,
we do not believe that our business would be materially affected by the expiration of any patents or termination of any patent
license agreements. We have no trademarks, franchises or concessions that are considered to be of material importance to the
conduct of our business.

Non-U.S. Sales

See Note 24 for information regarding non-U.S. sales.
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Research and Development

Research and development expenditures involve experimentation, design, development and related test activities for defense
systems, new and derivative jet aircraft including both commercial and military, advance space and other company-sponsored
product development. These expenditures are expensed as incurred including amounts allocable as reimbursable overhead costs
on U.S. Government contracts.

Our total research and development expense amounted to $3.3 billion, $2.2 billion, and $1.9 billion in 2006, 2005, and 2004,
respectively. This is net of research and development cost sharing payments from suppliers of $160 million in 2006, $611 million in
2005 and $205 million in 2004. These cost sharing payments are related to our 787 program.

Research and development highlights for each of the major business segments are discussed in more detail in Segment Results of
Operations and Financial Condition on pages 21 - 34.

Employees

Our workforce level at December 31, 2006 was approximately 154,000, including approximately 1,300 in Canada and 3,700 in
Australia.

As of December 31, 2006, our principal collective bargaining agreements were with the following unions:

Percent of our

Employees

Union Represented Status of the Agreements with the Union
The International Association of 17% We have one major agreement expiring in May 2007, primarily
Machinists and Aerospace Workers affecting IDS, and two major agreements expiring in September and
(IAM) October of 2008.
The Society of Professional Engineering 15% We have four major agreements expiring in February and
Employees in Aerospace (SPEEA) December of 2008.
The United Automobile, Aerospace and 3% There are major agreements expiring in May and October of 2007,
Agricultural Implement Workers of primarily affecting IDS, and October of 2009.

America (UAW)

Competition

The commercial jet aircraft market and the airline industry remain extremely competitive. We face aggressive international
competitors, including Airbus, that are intent on increasing their market share. To effectively and profitably compete, we focus on
new product technology, improving our processes and continuing cost reduction efforts. We continue to leverage our extensive
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customer support services network for airlines throughout the world to provide a higher level of customer satisfaction and
productivity.

IDS faces strong competition in all market segments, primarily from Lockheed Martin, Northrop Grumman, Raytheon and General
Dynamics. Non-U.S. companies such as BAE Systems and European Aeronautic Defence and Space Company continue to build a
strategic presence in the U.S. market by strengthening their North American operations and partnering with U.S. defense
companies.
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Regulatory Matters

U.S. Government Contracts. Our businesses are heavily regulated in most of our markets. We deal with numerous U.S.
Government agencies and entities, including all of the branches of the U.S. military, NASA, and Homeland Security. Similar
government authorities exist in our international markets.

The U.S. Government, and other governments, may terminate any of our government contracts at their convenience as well as for
default based on our failure to meet specified performance measurements. If any of our government contracts were to be
terminated for convenience, we generally would be entitled to receive payment for work completed and allowable termination or
cancellation costs. If any of our government contracts were to be terminated for default, generally the U.S. Government would pay
only for the work that has been accepted and can require us to pay the difference between the original contract price and the cost
to re-procure the contract items, net of the work accepted from the original contract. The U.S. Government can also hold us liable
for damages resulting from the default.

Commercial Aircraft. In the United States, our commercial aircraft products are required to comply with Federal Aviation
Administration regulations governing production and quality systems, airworthiness, and installation approvals, repair procedures
and continuing operational safety. Internationally, similar requirements exist for airworthiness, installation and operational
approvals. These requirements are generally administered by the national aviation authorities of each country and, in the case of
Europe, coordinated by the European Joint Aviation Authorities.

Environmental. Our operations are subject to and affected by a variety of federal, state, local and non-U.S. environmental laws and
regulations relating to the discharge, treatment, storage, disposal, investigation and remediation of certain materials, substances
and wastes. We continually assess our compliance status and management of environmental matters and believe that our
operations are in substantial compliance with all applicable environmental laws and regulations.

Operating and maintenance costs associated with environmental compliance and management of contaminated sites are a normal,
recurring part of our operations. These costs are not significant relative to total operating costs or cash flows, and often are
allowable costs under our contracts with the U.S. government. These costs have not been material in the past. Based on
information currently available to us and current U.S. Government policies relating to allowable costs, we do not expect continued
compliance to have a material impact on our results of operations, financial condition or cash flows.

A Potentially Responsible Party (PRP) has joint and several liability under existing U.S. environmental laws. Where we have been
designated a PRP by the Environmental Protection Agency or a state environmental agency, we are potentially liable to the
government or third parties for the full cost of remediating contamination at our facilities or former facilities or at third-party sites. If
we were required to fully fund the remediation of a site, the statutory framework would allow us to pursue rights to contribution from
other PRPs. For additional information relating to environmental contingencies, see Note 23 to the Consolidated Financial
Statements contained in Part |l, ltem 8 of this Annual Report on Form 10-K.

International. Our international sales are subject to U.S. and non-U.S. governmental regulations and procurement policies and
practices, including regulations relating to import-export control, investment, exchange controls and repatriation of earnings.
International sales are also subject to varying currency, political and economic risks.
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Raw Materials and Suppliers

We are highly dependent on the availability of essential materials, parts and subassemblies from our suppliers and subcontractors.
The most important raw materials required for our aerospace products
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are aluminum (sheet, plate, forgings and extrusions), titanium (sheet, plate, forgings and extrusions) and composites (including
carbon and boron). Although alternative sources generally exist for these raw materials, qualification of the sources could take a
year or more. Many major components and product equipment items are procured or subcontracted on a sole-source basis with a
number of domestic and non-U.S. companies. We are dependent upon the ability of large numbers of suppliers and subcontractors
to meet performance specifications, quality standards and delivery schedules at anticipated costs. While we maintain an extensive
qualification and performance surveillance system to control risk associated with such reliance on third parties, failure of suppliers
or subcontractors to meet commitments could adversely affect production schedules and contract profitability, while jeopardizing
our ability to fulfill commitments to our customers. We are also dependent on the availability of energy sources, such as electricity,
at affordable prices.

Other Information

Boeing was originally incorporated in the State of Washington in 1916 and reincorporated in Delaware in 1934. Our principal
executive offices are located at 100 N. Riverside, Chicago, lllinois 60606 and our telephone number is (312) 544-2000.

General information about us can be found at www.boeing.com. The information contained on or connected to our web site is not
incorporated by reference into this Annual Report on Form 10-K and should not be considered part of this or any other report filed
with the Securities and Exchange Commission (SEC). Our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q and
Current Reports on Form 8-K, as well as any amendments to those reports, are available free of charge through our web site as
soon as reasonably practicable after we file them with, or furnish them to, the SEC. These reports may also be obtained at the
SEC s public reference room at 450 Fifth Street, N.W., Washington, DC 20549. The SEC also maintains a web site at www.sec.gov
that contains reports, proxy statements and other information regarding SEC registrants, including Boeing.

Item 1A. Risk Factors

An investment in our common stock or debt securities involves risks and uncertainties and our actual results and future trends may
differ materially from our past performance due to a variety of factors, including, without limitation, the following:

We depend heavily upon commercial customers, our suppliers and the worldwide market, which are subject to unique
risks.

We derive a significant portion of our revenues from a limited number of major commercial airlines, some of which have
encountered financial difficulties. We depend on a limited number of customers, including the major commercial airlines. We can
make no assurance that any customer will purchase additional products or services from us after our contract with the customer
ends. Financial difficulties, including bankruptcy, of any of the major commercial airlines could significantly reduce our revenues
and our opportunity to generate a profit. Several commercial airlines have filed for or recently emerged from bankruptcy.

We depend on a variety of factors to deliver aircraft on time, which are subject to unique risks. Our ability to deliver jet aircraft on
schedule is dependent upon a variety of factors, including execution of internal performance plans, availability of raw materials
(such as aluminum, titanium, and composites), internal and supplier produced parts, conversion of raw materials into parts and
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assemblies, performance of suppliers and subcontractors, and regulatory certification. The failure of any or all of these factors
could result in significant out-of-sequence work and disrupted process flows that result in significant inefficiencies. In addition, the
introduction of new commercial aircraft programs and major derivatives involves increased risks associated with meeting
development, production and certification schedules.
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We rely on market conditions to sell aircraft into the future. The worldwide market for commercial jet aircraft is predominately driven
by long-term trends in airline passenger traffic. The principal factors underlying long-term traffic growth are sustained economic
growth and political stability, both in developed and emerging countries. Demand for our commercial aircraft is further influenced by
airline industry profitability, world trade policies, government-to-government relations, terrorism, disease outbreaks, environmental
constraints imposed upon aircraft operations, technological changes, and price and other competitive factors.

Our commercial aircraft customers may request to cancel, modify or reschedule orders. We generally make sales under purchase
orders that are subject to cancellation, modification or rescheduling, changes in the economic environment and the financial
condition of the airline industry could result in customer requests for rescheduling or cancellation of contractual orders. If we agree
to such cancellations, modification or rescheduling, it could significantly reduce our revenues.

Our commercial aircraft production rates could change. As a result of worldwide demand for new aircraft, we have received more
than one thousand net orders per year during 2006 and 2005. There will be production rate changes in order to meet the delivery
schedules for existing and new airplane programs. This may lead to adding extra production lines, implementing infrastructure
changes, seeking additional qualified and skilled employees, and obtaining other resources. Failure to successfully implement any
production rate changes could lead to missed delivery commitments, and depending on the length of delay in meeting delivery
commitments, additional costs and customers rescheduling their deliveries or terminating their aircraft on contract with us.

We depend heavily on U.S. Government contracts, which are subject to unique risks.

In 2006, 46% of our revenues were derived from U.S. Government contracts. In addition to normal business risks, our contracts
with the U.S. Government are subject to unique risks some of which are beyond our control.

The funding of U.S. Government programs is subject to congressional appropriations. Many of the U.S. Government programs in
which we participate may extend for several years; however, these programs are normally funded annually. Long-term government
contracts and related orders are subject to cancellation if appropriations for subsequent performance periods are not made. The
termination of funding for a U.S. Government program would result in a loss of anticipated future revenues attributable to that
program, which could have a materially negative impact on our operations.

The U.S. Government may modify, curtail or terminate our contracts. The U.S. Government may modify, curtail or terminate its
contracts and subcontracts without prior notice at its convenience upon payment for work done and commitments made at the time
of termination. Modification, curtailment or termination of our major programs or contracts could have a material adverse effect on
our results of operations and financial condition.

Our contract costs are subject to audits by U.S. Government agencies. U.S. Government representatives may audit the costs we
incur on our U.S. Government contracts, including allocated indirect costs. Such audits could result in adjustments to our contract
costs. Any costs found to be improperly allocated to a specific contract will not be reimbursed, and such costs already reimbursed
must be refunded. We have recorded contract revenues based upon costs we expect to realize upon final audit. However, we do
not know the outcome of any future audits and adjustments and we may be required to reduce our revenues or profits upon
completion and final negotiation of audits. If any audit uncovers improper or illegal activities, we may be subject to civil and criminal
penalties and administrative sanctions, including termination of contracts, forfeiture of profits, suspension of payments, fines and
suspension or prohibition from doing business with the U.S. Government.
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Our business is subject to potential U.S. Government inquiries and investigations. We are sometimes subject to certain U.S.
Government inquiries and investigations of our business practices
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due to our participation in government contracts. Any such inquiry or investigation could potentially result in a material adverse
effect on our results of operations and financial condition.

Our U.S. Government business is also subject to specific procurement regulations and other requirements. These requirements,
although customary in U.S. Government contracts, increase our performance and compliance costs. These costs might increase in
the future, reducing our margins, which could have a negative effect on our financial condition. Failure to comply with these
regulations and requirements could lead to suspension or debarment, for cause, from U.S. Government contracting or
subcontracting for a period of time and could have a negative effect on our reputation and ability to secure future U.S. Government
contracts.

We enter into fixed-price contracts, which could subject us to losses if we have cost overruns.

Many of our contracts in IDS and Commercial Airplanes are contracted on a fixed-price basis. Approximately 50% of IDS revenues
are generated from fixed-price contracts, and commercial jet aircraft are normally sold on a firm fixed-price basis with an indexed
price escalation clause. While firm fixed-price contracts allow us to benefit from cost savings, they also expose us to the risk of cost
overruns. If the initial estimates we use to calculate the contract price and the cost to perform the work prove to be incorrect, we
could incur losses. In addition, some of our contracts have specific provisions relating to cost, schedule, and performance. If we fail
to meet the terms specified in those contracts, then our cost to perform the work could increase or our price could be reduced,
which would adversely affect our financial condition. These programs have risk for reach-forward losses if our estimated costs
exceed our estimated price.

Fixed-price development work inherently has more uncertainty than production contracts and, therefore, more variability in
estimates of the cost to complete the work. Many of these development programs have very complex designs. As technical or
quality issues arise, we may experience schedule delays and cost impacts, which could increase our estimated cost to perform the
work or reduce our estimated price, either of which could result in a material charge. Some fixed-price development contracts
include initial production units in their scope of work. Successful performance of these contracts depends on our ability to meet
production specifications and delivery rates. If we are unable to perform and deliver to contract requirements, our contract price
could be reduced through the incorporation of liquidated damages, termination of the contract for default, or other financially
significant exposure. Management uses its best judgment to estimate the cost to perform the work and the price we will eventually
be paid on fixed-price development programs. While we believe the cost and price estimates incorporated in the financial
statements are appropriate, future events could result in either upward or downward adjustments to those estimates. In 2006 we
recorded charges of $770 million on our AEW&C program, delayed delivery of the first two aircraft and revised the delivery
schedule for the remaining aircraft under this program. We may continue to experience technical quality issues requiring further
delays in schedule or revisions to our cost estimates. Examples of other significant fixed-price development contracts include 767
Tankers, commercial and military satellites, Vigilare and High Frequency Modernisation.

We enter into cost-type contracts which also carry risks.

Approximately 50% of IDS revenues are generated from cost-type contracting arrangements. Some of these are development
programs which have complex design and technical challenges. These cost-type programs typically have award or incentive fees
that are subject to uncertainty and may be earned over extended periods. In these cases the associated financial risks are primarily
in lower profit rates or program cancellation if cost, schedule, or technical performance issues arise. Programs whose contracts are
primarily cost-type include GMD, FCS, P-8A Poseidon, Proprietary programs, Airborne Laser, JTRS, FAB-T, and the E/A-18
Growler.
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We enter into contracts that include in-orbit incentive payments that subject us to risks.

Contracts in the commercial satellite industry include in-orbit incentive payments, and government satellite contracts also may
include in-orbit incentives. These in-orbit payments may be paid over time after final satellite acceptance or paid in full prior to final
satellite acceptance. In both cases, the in-orbit incentive is at risk if the satellite does not perform to specifications for up to 15
years after acceptance. The net present value of in-orbit incentive fees we ultimately expect to realize is recognized as revenue in
the construction period. If the satellite fails to meet contractual performance criteria, customers will not be obligated to continue
making in-orbit payments and/or we may be required to provide refunds to the customer and incur significant charges.

We use estimates in accounting for many contracts and programs. Changes in our estimates could adversely affect our
future financial results.

Contract and program accounting require judgment relative to assessing risks, estimating contract revenues and costs and making
assumptions for schedule and technical issues. Due to the size and nature of many of our contracts and programs, the estimation
of total revenues and cost at completion is complicated and subject to many variables. Assumptions have to be made regarding the
length of time to complete the contract or program because costs also include expected increases in wages, materials prices and
allocated fixed costs. Incentives or penalties related to performance on contracts are considered in estimating sales and profit
rates, and are recorded when there is sufficient information for us to assess anticipated performance. Estimates of award fees are
also used in sales and profit rates based on actual and anticipated awards.

Under program accounting, inventoriable production costs (including overhead), program tooling costs and routine warranty costs
are accumulated and charged as cost of sales by program instead of by individual units or contracts. A program consists of the
estimated number of units (accounting quantity) of a product to be produced in a continuing, long-term production effort for delivery
under existing and anticipated contracts. To establish the relationship of sales to cost of sales, program accounting requires
estimates of (a) the number of units to be produced and sold in a program, (b) the period over which the units can reasonably be
expected to be produced, and (c) the units expected sales prices, production costs, program tooling, and routine warranty costs for
the total program. Several factors determine accounting quantity, including firm orders, letters of intent from prospective customers,
and market studies. Changes in underlying assumptions, circumstances or estimates concerning the selection of the initial
accounting quantity or changes in market conditions, along with a failure to realize predicted costs, may adversely affect future
financial performance.

Because of the significance of the judgments and estimation processes described above, it is likely that materially different sales
and profit amounts could be recorded if we used different assumptions or if the underlying circumstances were to change. Changes

in underlying assumptions, circumstances or estimates may adversely affect future period financial performance. For additional
information on our accounting policies for recognizing sales and profits, see our discussion under Management s Discussion and
Analysis Critical Accounting Policies Contract Accounting/Program Accounting on pages 40-41 and Note 1 to the consolidated
financial statements on pages 51-52 of this Form 10-K.

Significant changes in discount rates, actual investment return on pension assets, and other factors could affect our
earnings, equity, and pension contributions in future periods.
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Our earnings may be positively or negatively impacted by the amount of income or expense we record for our pension and other
postretirement benefit plans. Generally accepted accounting principles (GAAP) in the United States of America require that we
calculate income or expense for the plans using actuarial valuations. These valuations reflect assumptions relating to financial
market and other economic conditions. Changes in key economic indicators can change the assumptions. The most
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significant year-end assumptions used to estimate pension or other postretirement income or expense for the following year are the
discount rate, the expected long-term rate of return on plan assets, and expected future medical inflation. In addition, we are
required to make an annual measurement of plan assets and liabilities, which may result in a significant change to equity through a
reduction or increase to Other comprehensive income. For a discussion regarding how our financial statements can be affected by
pension and other postretirement plan accounting policies, see Management s Discussion and Analysis Critical Accounting
Policies Postretirement Plans on pages 43-44 of this Form 10-K. Although GAAP expense and pension or other postretirement
contributions are not directly related, the key economic factors that affect GAAP expense would also likely affect the amount of
cash the company would contribute to the pension or other postretirement plans. Potential pension contributions include both
mandatory amounts required under federal law Employee Retirement Income Security Act (ERISA) and discretionary contributions

to improve the plans funded status.

Some of our workforce is represented by labor unions, which may lead to work stoppages.

Approximately 56,980 of our employees are unionized, which represented approximately 37% of our employees at December 31,
2006. We experienced work stoppages in 2005 when labor strikes halted commercial aircraft and IDS production and we may
experience additional work stoppages in the future, which could adversely affect our business. We cannot predict how stable our
relationships, currently with 17 different U.S. labor organizations and 7 different non-U.S. labor organizations, will be or whether we
will be able to meet the unions requirements without impacting our financial condition. The unions may also limit our flexibility in
dealing with our workforce. Work stoppages and instability in our union relationships could negatively impact the timely production
of our products, which could strain relationships with customers and cause a loss of revenues that would adversely affect our
results of operations.

Competition within our markets may reduce our procurement of future contracts and sales.

The markets in which we operate are highly competitive. Our competitors may have more extensive or more specialized
engineering, manufacturing and marketing capabilities than we do in some areas. In addition, some of our largest customers could
develop the capability to manufacture products or provide services similar to products that we manufacture or services that we
provide. This would result in these customers supplying their own products or services and competing directly with us for sales of
these products or services, all of which could significantly reduce our revenues. Furthermore, we are facing increased international
competition and cross-border consolidation of competition. There can be no assurance that we will be able to compete successfully
against our current or future competitors or that the competitive pressures we face will not result in reduced revenues and market
share.

We derive a significant portion of our revenues from non-U.S. sales and are subject to the risks of doing business in other
countries.

In 2006 sales to non-U.S. customers accounted for approximately 37% of our revenues. We expect that non-U.S. sales will
continue to account for a significant portion of our revenues for the foreseeable future. As a result, we are subject to risks of doing
business internationally, including:

e changes in regulatory requirements
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e domestic and international government policies, including requirements to expend a portion of program funds locally and
governmental industrial cooperation requirements

e fluctuations in international currency exchange rates

e delays in placing orders

e the complexity and necessity of using non-U.S. representatives and consultants
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e the uncertainty of adequate and available transportation

the uncertainty of the ability of non-U.S. customers to finance purchases

e uncertainties and restrictions concerning the availability of funding credit or guarantees

e imposition of tariffs or embargoes, export controls and other trade restrictions

the difficulty of management and operation of an enterprise spread over various countries

e compliance with a variety of international laws, as well as U.S. laws affecting the activities of U.S. companies abroad

e economic and geopolitical developments and conditions

While these factors or the impact of these factors are difficult to predict, any one or more of these factors could adversely affect our
operations in the future.

The outcome of litigation in which we have been named as a defendant is unpredictable and an adverse decision in any
such matter could have a material adverse affect on our financial position and results of operations.

We are defendants in a number of litigation matters. These claims may divert financial and management resources that would
otherwise be used to benefit our operations. Although we believe that we have meritorious defenses to the claims, no assurances
can be given that the results of these matters will be favorable to us. An adverse resolution of any of these lawsuits could have a
material adverse affect on our financial position and results of operations.

A substantial deterioration in the financial condition of the commercial airline industry as it relates to Boeing Capital
Corporation (BCC) may have an adverse effect on our earnings, cash flows and/or financial position.

BCC, our wholly-owned subsidiary, has a substantial portion of its portfolio concentrated among commercial airline customers. A
material adverse effect in the airline industry could result in significant defaults by airline customers, repossessions of aircraft,
airline bankruptcies, or restructurings. Several of the major commercial airlines, including Delta and Northwest have filed for
bankruptcy protection. Additional bankruptcies or restructurings of our current or potential customers could lead to reduced demand
for leased aircraft and reduced aircraft lease rates. These events could have a negative effect on our earnings, cash flows and/or
financial position.

Our insurance coverage may be inadequate to cover all significant risk exposures.
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We are exposed to liabilities that are unique to the products and services we provide. While we maintain insurance for certain risks
and, in some circumstances, we may receive indemnification from the U. S. Government, insurance can t be obtained to protect
against all risks and liabilities. It is therefore possible that the amount of our insurance coverage may not cover all claims or
liabilities, and we may be forced to bear substantial costs.

Our forward looking statements, projections and business assumptions may prove to be inaccurate, resulting in lower
than expected earnings.

The statements in this Risk Factors section describe the material risks to our business and should be considered carefully. In
addition, these statements constitute our cautionary statements under the Private Securities Litigation Reform Act of 1995. Our
disclosure and analysis in this report and in our 2006 Annual Report to Shareholders contain some forward-looking statements that
set forth anticipated results based on management s plans and assumptions. From time to time, we also

10
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provide forward-looking statements in other materials we release as well as oral forward-looking statements. Such statements give
our current expectations or forecasts of future events; they do not relate strictly to historical or current facts.

Statements in the future tense, and all statements accompanied by terms such as believe, project, expect, estimate, assur
intend, anticipate, and variations thereof and similar terms are intended to be forward-looking statements as defined by federal

securities law. While these forward-looking statements reflect our best estimates when made, the preceding risk factors could

cause actual results to differ materially from estimates or projections.

We intend that all forward-looking statements we make will be subject to safe harbor protection of the federal securities laws
pursuant to Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934.

You should consider the limitations on, and risks associated with, forward-looking statements and not unduly rely on the accuracy
of predictions contained in such forward-looking statements. As noted above, these forward-looking statements speak only as of
the date when they are made. We do not undertake any obligation to update forward-looking statements to reflect events,
circumstances, changes in expectations, or the occurrence of unanticipated events after the date of those statements. Moreover, in
the future, we may make forward-looking statements that involve the risk factors and other matters described in this document as
well as other risk factors subsequently identified.

Item 1B. Unresolved Staff Comments

There are no material unresolved SEC staff comments as of the date of this report.

Item 2. Properties

We occupied approximately 87 million square feet of floor space on December 31, 2006 for manufacturing, warehousing,
engineering, administration and other productive uses, of which approximately 96% was located in the United States.

The following table provides a summary of the floor space by business:

(thousands of square feet) Owned Leased
Commercial Airplanes 35,978 4,036
IDS 31,193 10,315
Other* 4,853 757
Total 72,024 15,108
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Commercial leases from U.S. Government landlord: 158 square feet (Included)

Rent-free space furnished by U.S. Government landlord: 1,232 square feet (Excluded)

Other includes Boeing Capital Corporation, Engineering, Operations and Technology (formerly, Boeing Technology),
Corporate Headquarters, and Boeing Shared Services Group. Additionally, Connexion by BoeingSV represents 98 square feet,
however the lease ended on January 31, 2007.

Our businesses had major operations at the following locations:

e Commercial Airplanes Greater Seattle, WA; Long Beach, CA

¢ Integrated Defense Systems Greater Los Angeles, CA; Greater Seattle, WA; Greater St. Louis, MO; Philadelphia, PA; San
Antonio, TX; Huntsville, AL; Mesa, AZ; Wichita, KS; Houston, TX; Greater Washington, DC

e Other Chicago, IL; Irvine, CA; Greater Seattle, WA

11
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Most runways and taxiways that we use are located on airport properties owned by others and are used jointly with others. Our
rights to use such facilities are provided for under long-term leases with municipal, county or other government authorities. In
addition, the U.S. Government furnishes us certain office space, installations and equipment at U.S. Government bases for use in
connection with various contract activities.

We believe that our principal properties are adequate for our present needs and, as supplemented by planned improvements and
construction, expect them to remain adequate for the foreseeable future.

Item 3. Legal Proceedings

Currently, we are a defendant in a number of legal proceedings. For a discussion of contingencies related to legal proceedings, see
Note 22 to our consolidated financial statements, which is hereby incorporated by reference.

In addition, in September 2003, two virtually identical shareholder derivative lawsuits were filed, and later consolidated, in Cook
County Circuit Court, lllinois, against 11 of our current and former directors. We were named as a nominal defendant in the
litigation. Other shareholders, who had earlier served demands under Section 220 of the Delaware Code to inspect our books and
records, intervened in the litigation. Plaintiffs in the consolidated litigation alleged that the directors breached their fiduciary duties
by permitting, or failing to remedy, certain alleged ethical and legal violations by employees in our defense businesses over the
period 1989 2003. The lawsuit sought an unspecified amount of damages against each director and the implementation of
remedial measures.

All parties in the consolidated litigation have reached a settlement. Under the terms of the settlement, we have agreed to adopt
certain corporate governance measures that provide for and support board of director oversight and monitoring of our ethics and
compliance program. We also commit to spend over a five-year period $29 million, in excess of 2004 expenditure levels for
Boeing s ethics and compliance program, to implement those measures and to further enhance our compliance, risk management,
and internal governance functions and processes.

On December 12, 2006, the Court approved the proposed settlement, awarded plaintiffs attorneys $6 million in fees and expenses,
and entered final judgment dismissing the consolidated action with prejudice.

The Company possesses a National Pollutant Discharge Elimination System (NPDES) permit allowing it to discharge industrial
waste water and surface storm water from its Santa Susana Field Laboratory (SSFL) site in Simi Valley, California. The permit
regulates surface water discharges at various locations on the property and imposes limits on the permissible levels of certain
chemical compounds in the discharges. In July 2004 and again in January and March 2006, the California Regional Water Quality
Control Board, Los Angeles Region (Regional Board), amended our 1998 NPDES Permit for the SSFL site. The amendments
imposed increasingly more stringent numeric surface water discharge limits. Boeing appealed the permit amendments to the
California Water Resources Control Board (State Board) in early 2006. In December 2006, the State Board issued its order on
Boeing s appeal of the surface water permit. The order remands the matter to the Regional Board to establish a compliance
schedule, but upholds the Regional Board s inclusion of the limits in the permit. On January 17 2007, the Company filed a petition
for a writ challenging the State Board s adverse rulings in Los Angeles County Superior Court (an earlier court action challenging
the Board s refusal to stay enforcement of the permit limits pending the State Board s action on the appeal was dismissed as moot
on January 5, 2007).
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In the period 2004 to the present, we have received five violation notices for exceeding permissible limits under our NPDES permit.
For each notice of violation, Boeing may be subject to administrative
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penalties of up to $10,000 per violation and an additional charge based on the volume of water discharged. No such penalties have
been assessed. In November 2005, the U.S. Attorney s office in Los Angeles served us with a grand jury subpoena seeking
documents pertaining to Boeing s compliance with the NPDES permit during the period 2001 to the present and subsequently
alleged that we have violated the federal Clean Water Act. We are completing document production pursuant to the subpoena and
intend to engage in discussions with the U.S. Attorney s office regarding the basis for our belief that no criminal violations of the Act
occurred, and that, even if violations had occurred, prosecution would be inappropriate.

Item 4. Submission of Matters to a Vote of Security Holders

There were no matters submitted to a vote of security holders during the quarter ended December 31, 2006.

Executive Officers of the Registrant

Our executive officers as of February 1, 2007, are as follows:

Name Age Principal Occupation or Employment/Other Business Affiliations
James F. Albaugh 56  Executive Vice President, President and Chief Executive Officer, IDS since July 2002.
Prior thereto, Senior Vice President of Boeing, President, Space and Communications
Group from September 1998 (named CEO of Space and Communications Group in March
2001). Prior thereto, President, Boeing Space Transportation from April 1998. Prior
thereto, President of Rocketdyne Propulsion and Power from March 1997. Current director
of TRW Automotive Holdings, Inc.

James A. Bell 58 Executive Vice President and Chief Financial Officer since January 2004. Prior thereto,
Senior Vice President of Finance and Corporate Controller from October 2000 to January
2004. Prior thereto, Vice President of Contracts and Pricing for Boeing Space
Communications from January 1997 to October 2000. Current director of The Dow
Chemical Company.

Scott E. Carson 60  Executive Vice President and President and Chief Executive Officer of Boeing Commercial
Airplanes since September 2006. Prior thereto, Vice President of Sales at Commercial
Airplanes. Prior thereto, President of Connexion by Boeing. Prior thereto, Chief Financial
Officer of Commercial Airplanes. Prior thereto, Executive Vice President of Business
Resources for the former Boeing Information, Space and Defense Systems.

Thomas J. Downey 42  Senior Vice President, Communications since January 1, 2007. Prior thereto Vice
President, Corporate Communications, April 2006 to December 2006. Prior thereto, Vice
President, Commercial Airplanes Communications, May 2002 to April 2006. Prior thereto,
Corporate Vice President, Internal and Executive Communications, 1999 to April 2002.
Prior thereto, General Manager of Communications and Community Relations for Military
Aircraft and Missile Systems unit and director of Communications for Douglas Aircraft
Company. Mr. Downey joined the company in 1986.

Shepard W. Hill 54  Senior Vice President, Business Development and Strategy. Prior thereto Hill was Vice
President, Business Development, at IDS, and prior thereto, he was Vice President,
Boeing Space and
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Name

Tod R. Hullin

James M. Jamieson

Laurette T. Koellner

J. Michael Luttig
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Age

63

58

52

52

Principal Occupation or Employment/Other Business Affiliations
Communications Government Relations and was vice president, Space Systems,
Integrated Space and Defense Systems business unit. Mr. Hill joined Boeing when the
company acquired Rockwell s Aerospace and Defense business in 1996. At that time, Hill
was Rockwell s Vice President, Aerospace Government Affairs and Marketing.

Senior Vice President, Public Policy since May 2006. Prior thereto, Senior Vice President,
Communications since December 2003. Prior thereto, Executive Vice President, Global
Public Policy and North American Communications, Vivendi Universal from December
2000 to March 2002. Prior thereto, Senior Global Communications Officer for the Seagram
Company Ltd. from October 1998 to December 2000 and Time Warner from February
1991 to March 1997.

Senior Vice President, Chief Operating Officer, BCA since September 2006. Prior thereto,
Chief Technology Officer December 2003 and prior thereto, Senior Vice President,
Airplane Programs for Boeing Commercial Airplanes from February 2000 to December
2003. Prior thereto, Executive Vice President of Single Aisle Airplane Programs from
October 1998 to February 2000.

Senior Vice President, President, Boeing International since May 2006. Prior thereto,
Executive Vice President and President, Connexion by Boeing since December 2004.
Prior thereto, Chief People and Administration Officer, Executive Vice President from
August 2002 through December 2004. Member of the Office of the Chairman from March
2002 until December 2003. Prior thereto, Chief People and Administration Officer, Senior
Vice President, from March 2002. Prior thereto, Senior Vice President of the Company
and President, Shared Services Group from November 2000. Prior thereto, Vice President
and Corporate Controller from March 1999. Prior thereto, Vice President and General
Auditor from August 1997. Prior thereto, Vice President of Auditing at McDonnell Douglas
Corporation from May 1996. Prior thereto, Division Director of Human Resources at
McDonnell Douglas Aerospace Company from May 1994. Current director of Sara Lee
Corporation.

Senior Vice President and General Counsel of the Company since May 2006. Prior
thereto, served on the United States Court of Appeals for the Fourth Circuit from October
1991 to May 2006. Prior thereto, Assistant Attorney General of the United States from
October 1990 to October 1991, and Counselor to the Attorney General at the Department
of Justice from August 1990 to October 1991. Prior thereto, Principal Deputy Assistant
Attorney General at the Department of Justice from March 1989 to October 1990. Prior
thereto, Luttig was associated with Davis Polk and Wardell from September 1985 to March
1989. Prior thereto, special assistant to the Chief Justice of the United States from
September 1984 to September 1985. Prior thereto, law clerk to the Honorable Warren E.
Burger, Chief Justice of the United States from July 1983 until August 1984 and law clerk
to then-Judge Antonin Scalia of the United States Court of Appeals from August 1982 to
July 1983. Prior thereto, special assistant to The White House Counsel and then as
assistant counsel from March 1981 to August 1982. Prior thereto, Luttig worked at the
Supreme Court of the United States in the Office of Administrative Assistant to the Chief
Justice from September 1976 to September 1978.

14

35



Edgar Filing: BOEING CO - Form 10-K

Table of Conten

Name
W. James McNerney, Jr.

Bonnie W. Soodik

Richard D. Stephens

John J. Tracy
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Age
57

56

54

52

Principal Occupation or Employment/Other Business Affiliations
Chairman, President and Chief Executive Officer, The Boeing Company. Mr. McNerney
has served as Chairman and Chief Executive Officer of the Boeing Company since July 1,
2005. Previously, he served four and a half years as Chairman and Chief Executive
Officer of 3M Company (diversified technology). Beginning in 1982, he served in
management positions at General Electric Company, his most recent being President and
Chief Executive Officer of GE Aircraft Engines from 1997 until 2000. Mr. McNerney is on
the board of the following public company in addition to The Boeing Company: The
Procter & Gamble Company. He is also a member of various business and educational
organizations.

Senior Vice President, Office of Internal Governance since November 2003. Prior thereto,
President, Shared Services Group since March 2002. Prior thereto, Vice President of
Human Resources for Boeing Space and Communications Group. Prior thereto, Vice
President and General Manager of Shared Services Group. Prior thereto, Vice President
of Product Assurance and Services at Aircraft & Missiles from April 1997. Prior thereto,
Vice President of Quality at Douglas Aircraft from 1995.

Senior Vice President Human Resources and Administration since September 2005. He
previously served as Senior Vice President of Internal Services and prior thereto, he was
President of Shared Services Group. Prior thereto, he was Vice President and General
Manager, Integrated Defense Systems Homeland Security and Services, from July 2002
to December 2003. Mr. Stephens has previously led a number of Boeing businesses,
including Space and Communications Services, Reusable Space Systems, Naval
Systems and Tactical Systems. Current director of Exostar.

Senior Vice President of Engineering, Operations and Technology (formerly Boeing
Technology). Prior thereto, Vice President of Engineering and Mission Assurance for
Integrated Defense Systems. Prior thereto, Vice President of Structural Technologies,
Prototyping, and Quality for Phantom Works. Prior thereto, General Manager of
Engineering for Military Aircraft and Missiles, the Director of the Space and
Communications Advanced Engineering organization, the Director of Operations
Management, and Director of Structures Technology for Phantom Works.
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PARTII

Item 5. Market for Registrant s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

The number of holders of common stock as of February 9, 2007, was approximately 171,079.

The following table provides information about purchases we made during the quarter ended December 31, 2006 of equity
securities that are registered by us pursuant to Section 12 of the Exchange Act:

(Dollars in millions)

(a) (b) (c) (d)
Total Number of
Approximate dollar

Shares Purchased value that May

Total Number

as Part of Publicly

Yet Be Purchased

of Shares Average Price Announced Plans Under the Plans

Period Purchased(1) Paid per Share or Programs(1) Or Programs

10/01/06 thru 10/31/06 1,793,834 $ 81.99 1,790,200 $ 2,672

11/01/06 thru 11/30/06 1,648,174 $ 85.92 1,641,400 $ 2,530

12/01/06 thru 12/31/06 1,733,264 $ 90.11 1,730,800 $ 2,374
$ 85.96 5,162,400

TOTAL 5,175,272

(U We repurchased an aggregate of 5,162,400 shares of our common stock in the open market pursuant to our repurchase
programs. The program approved by the Board of Directors in June 2005 (the 2005 program ) was terminated by our Board of
Directors on August 28, 2006 and replaced with a program approving the repurchase of $3 billion of additional common stock
(the Program ). Unless terminated earlier by resolution of our Board of Directors, the Program will expire when we have used
all funds authorized for repurchase thereunder. Outside of the program, we purchased an aggregate of 12,872 shares in swap
transactions.

The principal market for our common stock is the New York Stock Exchange. Our common stock is also listed on the Amsterdam,
Brussels, London, Swiss and Tokyo Exchanges as well as various regional stock exchanges in the United States. Additional
information required by this item is incorporated by reference from the table captioned Quarterly Financial Data (Unaudited) on
page 107.
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Item 6. Selected Financial Data

Five-Year Summary (Unaudited)

(Dollars in millions except per share data)
Operations

Revenues

Commercial Airplanes(@

Integrated Defense Systems: (b)

Precision Engagement and Mobility Systems
Network and Space Systems

Support Systems

Total Integrated Defense Systems

Boeing Capital Corporation ()

Other

Accounting differences/eliminations

Total revenues

General and administrative expense (€)

Research and development expense

Other income, net

Net earnings from continuing operations (¢)
Cumulative effect of accounting change, net of taxes
Income from discontinued operations, net of taxes(c)
Net gain/(loss) on disposal of discontinued operations, net of tax
Net earnings

Basic earnings per share from continuing operations
Diluted earnings per share from continuing operations
Cash dividends declared

Per share

Additions to plant and equipment

Depreciation of plant and equipment

Employee salaries and wages

Year-end workforce

Financial position at December 31

Total assets(d)

Working capital

Property, plant and equipment, net

Cash

Short-term investments

Total debt

Customer financing assets

Shareholders equitf)

Per share

Common shares outstanding (in millions) (e)
Contractual Backlog

Commercial Airplanes @)

Integrated Defense Systems: (b)

Precision Engagement and Mobility Systems
Network and Space Systems

Support Systems

Total Integrated Defense Systems

Total

Cash dividends have been paid on common stock every year since 1942.
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2006

$ 28,465

14,350
11,980
6,109
32,439
1,025

299

(698)

$ 61,530
4,171
3,257
420

$ 2,206

9

$ 2215
2.88

2.84

$ 991
1.25
1,681
1,058
15,871
154,000

$ 51,794
(6,718)
7,675
6,118
268
9,538
8,890
4,739
6.25
757.8

$ 174,276

24,988
8,001
9,302

42,291

$ 216,567

2005

$ 21,365

13,510
12,254
5,342
31,106
966

657
(473)

$ 53,621
4,228
2,205

301

$ 2,562
17

(@)
$ 2572
3.26
3.19
$ 861
1.05
1,547
1,001
13,667
153,000

$ 59,996
(6,220)
8,420
5,412
554
10,727
10,006
11,059
14.54
760.6

$ 124,132

21,815
6,324
8,366

36,505

$ 160,637

2004

$ 19,925

12,835
13,023
4,881
30,739
959

275

(498)

$ 51,400
3,657
1,879

288

$ 1,820

10

42

$ 1,872
2.27

2.24

$ 714
0.85
1,246
1,028
12,700
159,000

$ 56,224
(5,735)
8,443
3,204
319
12,200
11,001
11,286
14.23
793.2

$ 65,482

21,539
10,923
6,834
39,296

$ 104,778

2003

$ 21,380

11,783
11,416
4,408
27,607
991
625
(1,292)
$ 49,311
3,200
1,651
460
$ 685

33

$ 718
0.86

0.85

$ 573
0.68

836

1,005
12,067
157,000

$ 55,171
892

8,597
4,633

14,443
10,914
8,139
10.17
800.3

$ 63,929

23,131
11,753
6,042
40,926

$ 104,855

2002

$ 27,202

11,635
9,658
3,977

25,270
764
223

(739)

$ 52,720
2,959
1,639

37

$ 2,29

(1,827)
23

$ 492
2.87

2.84

$ 570
0.68

954

1,094
12,566
166,000

$ 54,225
(2,955)
8,765
2,333

14,403
9,878
7,696

9.62
799.7

$ 68,159

17,862
12,634
5,518
36,014

$ 104,173
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(a) In the first quarter of 2006, Commercial Airplanes changed its accounting policy for concessions received from vendors. The years 2005
through 2002 were retroactively adjusted for comparative purposes.

(b) In 2006 we realigned IDS into three capabilities-driven businesses: Precision Engagement and Mobility Systems (PE&MS), Network and Space
Systems (N&SS), and Support Systems. As part of the realignment, certain advanced systems and research and development activities
previously included in the Other segment transferred to the new IDS segments. The years 2005 through 2002 were restated for comparative
purposes.

(c) During 2004, BCC sold substantially all of the assets related to its Commercial Financial Services business. Thus, the Commercial Financial
Services business is reflected as discontinued operations. The years 2003 and 2002 were restated for comparative purposes.

(d) Statement of Financial Accounting Standard No. 158, Employers Accounting for Defined Benefit Pension and Other Postretirement Plans was
adopted in 2006 and reduced shareholders equity by $8.2 billion. Retrospective application is not permitted.

(e) Computation represents actual shares outstanding as of December 31, and excludes treasury shares and the outstanding shares held by the
ShareValue Trust.
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Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations

Consolidated Results of Operations and Financial Condition

Overview

We are a global market leader in design, development, manufacturing, sale and support of commercial jetliners, military aircraft,
satellites, missile defense, human space flight and launch systems and services. We are one of the two major manufacturers of
100+ seat airplanes for the worldwide commercial airline industry and the second-largest defense contractor in the U.S. While our
principal operations are in the U.S., we rely extensively on a network of partners, key suppliers and subcontractors located around
the world.

Our business strategy is centered on successful execution in healthy core businesses Commercial Airplanes and Integrated
Defense Systems (IDS) supplemented and supported by Boeing Capital Corporation (BCC). Taken together, these core
businesses generate substantial earnings and cash flow that permit us to invest in new products and services that open new
frontiers in aerospace. We focus on producing the airplanes the market demands and we price our products to provide a fair return
for our shareholders while continuing to find new ways to improve efficiency and quality. IDS is a defense systems business that
integrates its resources in defense, intelligence, communications and space to deliver capability-driven solutions to its customers at
reduced costs. Our strategy is to leverage our core businesses with a simultaneously intense focus on growth and productivity. Our
strategy also benefits as commercial and defense markets often offset each others cyclicality. BCC delivers value through
supporting our business units and managing overall financial exposures.

In 2006, our revenues grew by 15 percent. Earnings from operations increased 7%. We continued to invest in key growth programs
as Research and Development expense grew by 48% to $3.3 billion, reflecting increased spending on the 787 and 747-8 programs
and lower cost sharing payments from suppliers. We generated operating cash flow of $7.5 billion driven by operating and working
capital performance. We reduced debt by $1.2 billion and repurchased 25 million common shares. Our contractual backlog grew
35% to $217 billion, driven by 40% growth at Commercial Airplanes while our total backlog grew 22% to $250 billion. At the end of
2006, we implemented new accounting rules for pensions and other post-retirement benefits, which together with the annual
remeasurement of our pension plans reduced our shareholders equity by $6.5 billion. This decrease did not affect cash flows or the
funded status of our benefit plans.

We expect continued growth in Commercial Airplane revenues and deliveries as we execute our record backlog and respond to
global demand by ramping up commercial aircraft production. We expect IDS revenue to be slightly lower in 2007 and anticipate
that the U.S. Department of Defense (U.S. DoD) budget growth will moderate over the next several years. We are focused on
improving financial performance through a combination of productivity and customer-focused growth.

Consolidated Results of Operations

Revenues

Table of Contents 40



(Dollars in millions)

Year ended December 31,
Commercial Airplanes

Integrated Defense Systems
Boeing Capital Corporation

Other

Accounting differences/eliminations
Total revenues
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2006
$ 28,465
32,439
1,025
299
(698)
$61,530

2005
$21,365
31,106
966
657
(473)

$ 53,621

2004
$19,925
30,739
959
275
(498)

$ 51,400
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Higher consolidated revenues in 2006 were primarily due to higher new commercial aircraft deliveries. IDS revenues were up
moderately in 2006 as growth in Precision Engagement and Mobility Systems and Support Systems was partially offset by lower
volume in Network and Space Systems. BCC revenues increased in 2006 primarily due to higher investment income and higher net
gain on disposal of assets. Other segment revenues decreased in 2006 as a result of the buyout of several operating lease aircraft
in the amount of $369 million in 2005. In addition, revenues decreased in Accounting differences/eliminations due to higher
Commercial Airplanes intercompany deliveries in 2006.

Consolidated revenues also increased in 2005 as compared to 2004. The increase was due to the growth at Commercial Airplanes
driven by higher new aircraft deliveries, increased spares and aircraft modifications, and higher used aircraft sales. IDS revenues
remained stable in 2005 after strong growth in 2004. BCC revenues for 2005 were essentially unchanged from 2004.

Earnings from Operations

The following table summarizes our earnings from operations:

(Dollars in millions)

Year ended December 31, 2006 2005 2004
Commercial Airplanes $ 2,733 $ 1,431 $ 745
Integrated Defense Systems 3,032 3,919 2,936
Boeing Capital Corporation 291 232 183
Other (738) (363) (546)
Unallocated expense (1,733) (2,407) (1,311)
Global Settlement with U.S. Department of Justice (571)

Earnings from operations $ 3,014 $ 2,812 $ 2,007

Our earnings from operations increased in 2006 compared to 2005 primarily driven by improved earnings at Commercial Airplanes
and lower unallocated expense. This was partially offset by a $571 million charge for global settlement with U.S. Department of
Justice (see Note 22), lower IDS earnings reflecting a $569 million net gain on the sale of our Rocketdyne business in 2005 and
$770 million of charges on the Airborne Early Warning & Control (AEW&C) development program in 2006 partially offset by
improved margins on other programs and a $320 million charge related to the exit of the Connexion by Boeing business recorded
in Other segment (see Note 9).

An increase in earnings from operations in 2005 compared to 2004 was primarily due to strong operating performance by our
business segments partially offset by higher unallocated expense. Included in 2004 results is a charge of $555 million related to the
United States Air Force (USAF) 767 tanker program and expenses incurred to end production of the 717 aircraft.

The most significant items included in Unallocated expense are shown in the following table:
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(Dollars in millions)

Year ended December 31, 2006 2005 2004
Pension and post-retirement expense $ (472) $ (851) $ (258)
Share-based plans expense (680) (999) (627)
Deferred compensation expense (211) (186) (54)
Other (370) (371) (372)
Unallocated expense $(1,733) $(2,407) $(1,311)

We recorded net periodic benefit cost related to pensions of $1,050 million in 2006, $1,303 million in 2005, and $451 million in
2004. Not all net periodic benefit cost is recognized in earnings in the period incurred because it is allocated to production as
product costs and a portion remains in inventory at the
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end of the reporting period. Accordingly, earnings from operations included $746 million, $1,225 million and $335 million of pension
expense in 2006, 2005, and 2004, respectively. A portion of pension expense is recorded in the business segments and the
remainder is included in unallocated pension expense.

Unallocated pension and other post-retirement expense represents the difference between costs recognized under GAAP in the
consolidated financial statements and federal cost accounting standards required to be utilized by our business segments for U.S.
government contracting purposes. Net periodic benefit cost related to pensions decreased in 2006 compared to 2005 mainly due to
an absence of net settlement and curtailment charges partially offset by an increase in the amount of actuarial loss that was
amortized. The increase in 2006 and 2005 deferred compensation plans expense is primarily due to the increase in our stock price.

Higher pension and post-retirement amounts in 2005 compared to 2004 are primarily related to higher amortization of actuarial
losses and net settlement and curtailment charges due to 2005 divestitures. The increase in 2005 share-based plans expense is
primarily due to the increase in our stock price which resulted in additional compensation expense due to an increase in the
number of performance shares meeting the price growth targets and being converted to common stock.

Other Earnings ltems

(Dollars in millions)

Year ended December 31, 2006 2005 2004
Earnings from operations $3,014 $2,812 $ 2,007
Other income, net 420 301 288
Interest and debt expense (240) (294) (335)
Earnings before income taxes 3,194 2,819 1,960
Income tax expense (988) (257) (140)
Net earnings from continuing operations $2,206 $2,562 $ 1,820

Other income primarily consists of interest income. Interest income was higher in 2006 and 2005 as a result of higher interest rates
and higher cash and investment balances partially offset by lower interest income related to federal income tax settlements for prior
years.

Interest and debt expense decreased in 2006 and 2005 due to debt repayments.

The effective income tax rate of 30.9% for 2006 differed from the 2005 effective income tax rate of 9.1% primarily due to the
favorable 2005 settlement with the Internal Revenue Service and the non-deduction in 2006 of the global settlement with the U.S.
Department of Justice. The effective income tax rate of 9.1% for 2005 was comparable to the 2004 effective income tax rate of
7.1%. Both 2005 and 2004 benefited from audit settlements and export tax benefits. 2006 is the final year for recognizing export tax
benefits. For additional discussion related to Income Taxes see Note 6.
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Backlog

Contractual backlog of unfilled orders excludes purchase options, announced orders for which definitive contracts have not been
executed, and unobligated U.S. and non-U.S. government contract funding. Contractual backlog increased by $55,930 million in
2006 compared to 2005 as a result of increases at Commercial Airplanes of $50,144 million, which were primarily due to new
orders in excess of deliveries for the 737NG, 747 and 787 airplanes, and increases at IDS of $5,786 million which were driven by
funding received from new orders and existing contracts for C-17, F/A-18, Integrated Logistics Chinook support, and Proprietary.
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Unobligated backlog includes U.S. and non-U.S. government definitive contracts for which funding has not been authorized.
Funding that is subsequently received is moved to contractual backlog. The decrease in IDS unobligated backlog of $10,584 million
during 2006 compared to 2005 is primarily due to funding released from new orders and existing contracts on F/A-18, Future
Combat Systems (FCS), C-17, and Proprietary.

Segment Results of Operations and Financial Condition

Commercial Airplanes

Business Environment and Trends

Airline Industry Environment Air travel growth is driven by a combination of economic growth and the increasing propensity to
travel due to increased trade, globalization and improved airline services driven by liberalization of air traffic rights between
countries. Air traffic growth continues to exceed its long-term trend due to strong performance of these key drivers. Global
economic growth, the primary driver of air traffic growth, remained above long-term trend for the third straight year in 2006.
Evidence of increasing liberalization can be seen in the declining restrictions on flights between countries, increasing private
ownership of airlines and reduced regulation of competition within markets.

Looking forward, our 20-year forecast is for a long-term average growth rate of 5% per year for passenger traffic, and 6% per year
for cargo traffic based on projected average annual worldwide real economic growth rate of 3%. Based on long-term global
economic growth projections, and factoring in increasing utilization of the worldwide airplane fleet and requirements to replace older
airplanes, we project a $2.6 trillion market for 27,200 new airplanes over the next 20 years.

The airline industry is becoming increasingly competitive resulting in airlines focusing on increasing productivity and improving
service levels. Airlines are changing many aspects of their operations including simplifying fleets, distribution, and pricing;
outsourcing non-essential operations; reducing labor costs and airport costs; increasing asset utilization; and developing new
business models through innovations in network structure, fare structures, service levels and distribution networks. Such changes
are providing new opportunities for airline industry suppliers.

Worldwide, many airlines continue reporting operating profits although performance varies significantly by region and business
model. Recent industry financials generally show increasing unit revenues and rising fares. Cost-cutting initiatives and efficiency
improvements are helping many airlines remain profitable despite intense competition and high fuel prices. Fuel costs now
comprise one quarter of airline operating costs compared to less than 15% three years ago. Overall, the industry is forecast to lose
half a billion dollars in 2006, but return to profitability in 2007. Many airlines that are growing to meet increased demand are
acquiring new capacity from manufacturers.

The industry remains vulnerable to near-term exogenous developments including disease outbreaks (such as avian flu), the threat
of terrorism, global economic imbalances, increasing global environmental concerns and fuel prices. Fuel prices are forecast to
remain elevated and volatile in the near-term due to strong demand driven by economic growth and minimal surplus capacity to
cushion against supply shocks.
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Industry Competitiveness The commercial jet aircraft market and the airline industry remain extremely competitive. We expect
the existing long-term downward trend in passenger revenue yields worldwide (measured in real terms) to continue into the
foreseeable future. Market liberalization in Europe and Asia has continued to enable low-cost airlines to gain market share. These
airlines have increased the downward pressure on airfares. This results in continued cost pressures for all airlines and price
pressure on our products. Major productivity gains are essential to ensure a favorable market position at acceptable profit margins.
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Continued access to global markets remains vital to our ability to fully realize our sales potential and long-term investment returns.
Approximately two-thirds of Commercial Airplanes sales and contractual backlog are from customers based outside the United
States.

We face aggressive international competitors who are intent on increasing their market share. They offer competitive products and
have access to most of the same customers and suppliers. Airbus has historically invested heavily to create a family of products to
compete with ours. Regional jet makers Embraer and Bombardier, coming from the less than 100-seat commercial jet market,
continue to develop larger and more capable airplanes. This market environment has resulted in intense pressures on pricing and
other competitive factors.

Worldwide, airplane sales are generally conducted in U.S. dollars. Fluctuating exchange rates affect the profit potential of our major
competitors, all of whom have significant costs in other currencies. A decline of the U.S. dollar relative to their local currencies puts
pressure on competitors revenues and profits. Competitors often respond by aggressively reducing costs and increasing
productivity, thereby improving their longer-term competitive posture. Airbus has recently announced such initiatives targeting a
two-year reduction in its development cycle and a 20% increase in overall productivity by 2010. If the U.S. dollar strengthens,
Airbus can use the extra efficiency to develop new products and gain market share.

We are focused on improving our processes and continuing cost-reduction efforts. We continue to leverage our extensive customer
support services network which includes aviation support, spares, training, maintenance documents and technical advice for
airlines throughout the world. This enables us to provide a higher level of customer satisfaction and productivity. These efforts
enhance our ability to pursue pricing strategies that enable us to price competitively and maintain satisfactory margins.

Operating Results

(Dollars in millions) 2006 2005 2004
Revenues* $ 28,465 $ 21,365 $ 19,925
% of Total Company Revenues 46% 40% 39%
Operating Earnings $ 2,733 $ 1,431 $ 745
Operating Margins 9.6% 6.7% 3.7%
Research and Development $ 2,390 $ 1,302 $ 941
Contractual Backlog* $174,276 $124,132 $ 65,482

* Note: In the first quarter of 2006, Commercial Airplanes changed its accounting policy for concessions received from vendors.
The years 2005 and 2004 were retroactively adjusted for comparative purposes. See Note 1.

Revenues The increase in revenue of approximately $7,100 million in 2006 from 2005 was primarily attributable to higher new
airplane deliveries, including model mix changes, of $6,820 million, increased aircraft modification and spares business of $873
million offset by $593 million primarily attributable to lower revenue from aircraft trading.

The increase in revenue of $1,440 million in 2005 from 2004 was primarily attributable to higher new airplane deliveries, including
model mix changes, of $845 million, used airplane sales of $302 million and $293 million primarily attributable to aircraft
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modification, and spares.

Increased deliveries in 2005 were achieved despite delivering 29 fewer than expected airplanes due to the IAM strike during the
month of September 2005. This resulted in approximately $2,000 million lower revenue than anticipated for 2005.
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Commercial jet aircraft deliveries as of December 31, including deliveries under operating lease, which are identified by
parentheses, were as follows:

717 737 NG 747 757 767 777 Total

2006

Cumulative Deliveries 155 2,136 1,380 1,049 947 604
Deliveries 5(3) 302 14 12* 65 398
2005

Cumulative Deliveries 150 1,834 1,366 1,049 935 539
Deliveries 13(5) 212* 13 2 10* 40 290
2004

Cumulative Deliveries 137 1,622 1,353 1,047 925 499
Deliveries 12(6) 202* 15 11 9(1) 36 285

* Intracompany deliveries were two 767 aircraft and eight 737 Next Generation aircraft in 2006, two 767 aircraft and two 737 Next
Generation aircraft in 2005 and three 737 Next-Generation aircraft in 2004.

Earnings from Operations The $1,302 million increase in earnings from operations in 2006 over the comparable period of 2005
was primarily attributable to earnings of $1,781 million on increased revenue from new aircraft deliveries and $315 million in
increased earnings primarily attributable to aircraft modifications. In addition cost performance improved by $226 million. Such
items were offset by increased research and development costs of $1,088 million. In 2005 we had a loss on the sale of Wichita,
Kansas and Tulsa and McAlester, Oklahoma operations of $68 million. The |IAM strike resulted in lower operating earnings in 2005
due to 29 fewer than expected airplane deliveries.

The $686 million increase in earnings from operations in 2005 over the comparable period of 2004 was primarily attributable to
earnings on increased revenue from new aircraft deliveries of $265 million and $135 million of increased revenue primarily
attributable to aircraft modification. In addition, margin improved $414 million mainly due to improved cost performance, which was
offset by increased research and development costs of $361 million and other period costs of $174 million, and a loss on the sale
of Wichita, Tulsa and McAlester operations of $68 million. In 2004, we also had charges of $280 million resulting from the decision
to complete production of the 717 program and $195 million of the 767 USAF Tanker program charge.

Backlog The backlog increase in 2006 related to orders in excess of deliveries for 737NG, 747 and 787, while the increase in 2005
related to orders in excess of deliveries for 737NG, 777 and 787.

Accounting Quantity The accounting quantity is our estimate of the quantity of airplanes that will be produced for delivery under
existing and anticipated contracts. It is a key determinant of gross margins we recognize on sales of individual airplanes throughout

a program s life. Estimation of each program s accounting quantity takes into account several factors that are indicative of the
demand for that program, including firm orders, letters of intent from prospective customers, and market studies. We review our
program accounting quantities quarterly.

Commercial aircraft production costs include a significant amount of infrastructure costs, a portion of which do not vary with
production rates. As the amount of time needed to produce the accounting quantity decreases, the average cost of the accounting
quantity also decreases as these infrastructure costs are included in the total cost estimates, thus increasing the gross margin and
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The accounting quantity for each program may include units that have been delivered, undelivered units under contract, and units
anticipated to be under contract in the reasonable future (anticipated orders). In developing total program estimates all of these
items within the accounting quantity must be considered. The table below provides details as of December 31:

Program

717 737 NG 747 757 767 777 787
2006
Program accounting quantities 156 3,200 1,449 1,050 985 900 *
Undelivered units under firm orders! 1,560 116 28 299 448
Cumulative firm orders (CFO)? 155 3,696 1,496 1,049 975 903
Anticipated orders N/A N/A N/A N/A 8 N/A
Anticipated orders as a % of CFO N/A N/A N/A N/A 1% N/A
2005
Program accounting quantities 156 2,800 1,424 1,050 971 800 *
Undelivered units under firm orders’ 5 1,123 58 30 288 287
Cumulative firm orders (CFO) 2 155 2,957 1,424 1,049 965 827
Anticipated orders N/A N/A N/A N/A 3 N/A
Anticipated orders as a % of CFO N/A N/A N/A N/A 0% N/A
2004
Program accounting quantities 156 2,400 1,400 1,050 959 700 *
Undelivered units under firm orders’ 18 771 27 2 25 167 52
Cumulative firm orders (CFO)?2 155 2,393 1,380 1,049 950 666
Anticipated orders N/A 5) 19 N/A 6 34
Anticipated orders as a % of CFO N/A 0% 1% N/A 1% 5%

The accounting quantity for the 787 program will be determined in the year of first airplane delivery, targeted for 2008.

1 Firm orders represent new aircraft purchase agreements where the customers rights to cancel without penalty have expired.
Typically customer rights to cancel without penalty include the customer receiving approval from its Board of Directors,
shareholders, government and completing financing arrangements. All such cancellation rights must be satisfied or expired
prior to recording a firm order even if satisfying such conditions are highly certain. Firm orders exclude option aircraft and
aircraft with cancellation rights.

2 Cumulative firm orders represent the cumulative number of commercial jet aircraft deliveries plus undelivered firm orders.

737 Next-Generation The accounting quantity for the 737 Next-Generation program increased by 400 units during 2006 due to the
program s normal progression of obtaining additional orders and delivering aircraft.

747 Program In November 2005, we launched the 747-8 family, which includes the 747-8 Intercontinental passenger airplane and
the 747-8 Freighter. This launch and additional firm orders have extended the life of this program and have also solidified product
strategy. The accounting quantity for the 747 program increased by 25 units during 2006. During 2006 we completed firm
configuration of the 747-8 freighter and the same is expected for the passenger version in 2007. Deliveries of the first 747-8
freighter and intercontinental passenger airplane are targeted for late 2009 and late 2010.
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767 Program During 2005 and 2006 the 767 program obtained additional orders, including 10 firm orders during 2006. In addition,
on February 5, 2007, a customer announced its plans to order 27 767-300 Extended Range Freighters. We continue
pursuing market opportunities for additional 767 sales.
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777 Program The accounting quantity for the 777 program increased by 100 units during 2006 as a result of the program s normal
progression of obtaining additional orders and delivering aircraft.

787 Program As we progress toward first flight and entry into service of the 787, we continue to manage pressures with respect to
weight, schedule, and supplier implementation as they arise. There are inherent risks associated with the development and
production of any new airplane, which can impact expectations. But we still continue to expect delivery of the 787 on schedule and
in accordance with our contractual obligations. We are preparing for the first test flight of the 787 in 2007, and for entry into service
in 2008.

A key milestone of the program was achieved in 2006 with the initial flight of the first 747-400 Large Cargo Freighter (LCF), called
the DreamLifter. These specially-modified freighters will transport major composite structures of the 787 airplanes. Other key
events during 2006 were the first shipment of a major assembly between supplier partners and the introduction of a digital
computer simulation of the entire 787 production and assembly process.

Completed programs

717 Program On January 12, 2005, we announced our decision to complete production of the 717 aircraft during 2006 due to the
lack of overall market demand. The final 717 was delivered in the second quarter of 2006.

757 Program Production of the 757 program ended in October 2004. The last aircraft was delivered in the second quarter of 2005.

For additional informatio